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FOREWORD BY THE GOVERNOR

In 2001, when Greece joined Economic and Monetary Union and adopted the
single currency, the omens were auspicious and expectations were great. The im-
pression at the time was that Greece’s inclusion in the core of European economies
would act as a catalyst to accelerate its real convergence with the advanced European
countries at both the economic and social level.

Unfortunately, these expectations did not materialise. In the years that followed,
the economy grew, but not on the basis of a growth model that could ensure sus-
tainable progress. The Greek society showed a clear preference for consumption over
saving and investment, while it strongly reacted to attempts to change established
structures. The political system assigned a big weight to political costs and hesitated
to undertake decisive reform initiatives. The country enjoyed the benefits of the sin-
gle currency, but did not try to meet the obligations arising from its adoption.

In the economy in particular, growth was strong, but was led by domestic de-
mand, which was fuelled by borrowing, both public and private. The production
base did not adjust accordingly and competitiveness declined rapidly, resulting in a
deterioration of the external deficit. Public spending kept increasing, while revenue
lagged behind, leading to large deficits and historically high levels of public debt.

These problems were repeatedly highlighted by the Bank of Greece, the European
Commission and international organisations. The warnings however were not
heeded, and the country continued on its carefree path, borrowing in order to con-
sume more and more goods and services that it did not itself produce. With the on-
set of the global financial crisis in 2007-2008, the international environment changed
drastically. In the new conditions that emerged, countries with large structural im-
balances were hit the most severely. In Greece, the international financial crisis soon
evolved into a sovereign debt crisis. The markets, in a context of reassessment of
credit risk that did not preclude a Greek default, imposed new, more onerous lend-
ing conditions, which gradually became prohibitive.

As early as in 2008, it became evident that the economy’s survival required the
implementation of a multiannual programme for reducing the fiscal deficit, con-



trolling debt dynamics and carrying out extensive structural reforms. In early 2010
it became clear that it was no longer possible to cover deficits with financing from
the markets. Against this background, in April 2010 the Greek government re-
quested financial support from the euro area countries and the IMF, and in the fol-
lowing month the Memorandum of Economic and Financial Policies was signed.
This triggered a process of sharp economic adjustment to avoid default and lay the
groundwork for rebalancing the economy.

This process, currently at an advanced stage, has not been linear or painless. It
had not been clear from the outset that an orderly adjustment could indeed be
achieved, while an exit from the euro area often loomed and was sometimes seen as
unavoidable. Moreover, the conduct of economic policy during that period was sub-
ject to critical swings between the consistent implementation of measures and
—due to political cost considerations— hesitation, which peaked in mid-2011 and
resurged in the period of the two election rounds in mid-2012. Finally, significant
modifications were made to the original agreements with our partners, to make up
for delays in the implementation of the programme or errors in initial forecasts.

Eventually, collapse and exit from the euro area, which appeared as very likely,
were prevented thanks to the continued support from our partners and the efforts
of successive governments. Thus, today we can look forward to the future with
greater confidence, as we can expect that the economy will recover and, under cer-
tain conditions, will enter into a new, virtuous circle of growth.

The economic and social costs of the adjustment have been and remain heavy.
The citizens’ sacrifices have been very painful. However, the problems of recent years
and the losses in terms of output, employment and incomes have been the price that
was paid to prevent a collapse of the economy, towards which the country was head-
ing due to erroneous choices of the past.

This basic position, which pervades all the analyses and interventions of the
Bank of Greece, can be seen clearly in the first part of this publication, which briefly
reviews the period from 2000 to 2009. As early as in late 2008, the Bank was warn-
ing that the imminent crisis would be deep and of a structural nature, adding that
overcoming that crisis would require a long, systematic and painstaking effort, given
that problems accumulated over several years had to be urgently addressed.

The second part of Τhe Chronicle of the great crisis reviews developments during
the critical four-year period from 2010 to 2013. The year 2013 was a milestone,
marking the completion of major changes and a halt to the deep recession. Of
course, the economy’s adjustment was not completed in 2013. It still has to con-
tinue, in order to consolidate what has been achieved so far and create the conditions
for growth, lower unemployment and improved incomes. However, today —in early
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2014— as a cycle is closing, it would be appropriate to take stock of the progress
made, evaluate actions and omissions and, most importantly, draw lessons for the
future; indeed, this is the main objective of this publication.

The Chronicle covers developments in Greece and the international environ-
ment, and records in detail the public interventions and institutional actions of the
Bank of Greece aimed to safeguard financial stability and contribute to an exit from
the crisis, in response to a rapidly changing and, therefore, fluid environment. In
the same period, the Bank, through its active participation in the Governing Coun-
cil of the European Central Bank, contributed to decisions that were crucial to ad-
dressing the crisis in the euro area.

I believe that the Chronicle can prove particularly useful, since it gathers in a sin-
gle volume the views and assessments of the Bank of Greece on the critical issues of
the period, its institutional actions to safeguard monetary and financial stability and
its contribution to the creation of a new European environment.

Whether, and to what extent, these interventions have contributed to overcom-
ing the crisis is up to future historians to judge. But what can be safely said today is
that during the crisis, as has been the case throughout its history, the Bank of Greece
was a firm point of reference, an anchor of stability in an environment of tumul-
tuous changes and heightened uncertainty. The Bank’s positions, as described in de-
tail in the chapters of the Chronicle, were expressed clearly and according to the
following constant policy orientations:

• Greece should make every effort to remain in the euro area and steer clear of
default, which would have incalculable economic and social consequences.

• The adjustment programme and the agreements with our partners ensure the
financing of the Greek economy. Without them, default would have been inevitable.
This is why they must be implemented with determination and consistency. More-
over, to a very large extent the programme’s terms relate to changes that should have
been implemented long ago.

• In order to return to growth, securing its European perspective, the country
should eliminate its fiscal imbalances, improve its competitiveness and enhance the
export orientation of its economy, modernise the state, restore competitive condi-
tions in markets and reduce the burden of public debt. Greece needs a new growth
model. A return to the past is not an option.

• Fiscal adjustment should rely primarily on expenditure cuts. An increase in
government revenues must be sought by reducing tax evasion and broadening the
tax base to make possible the necessary lowering of tax rates in the future.

• The implementation of bold structural reforms will mitigate the severity of the
recession and will subsequently support and accelerate the recovery.
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• The historical challenge that the country is facing necessitates the greatest pos-
sible alignment of political and social forces, an understanding at the national level
and convergence of views.

• The adjustment programmes are a necessary but not sufficient condition for ex-
iting the crisis. A radical reorientation of the economy towards a new model re-
quires a comprehensive National Plan for Growth, which will have far-reaching goals
and will be implemented consistently.

Adhering to these policy orientations, the Bank of Greece performed its institu-
tional functions with the primary aim of protecting financial stability and bank de-
posits. Its contribution in this field can be judged by results. Banks have continued
to operate smoothly, even in periods of acute uncertainty. Thus a banking crisis
—which would also have had a direct impact on the country’s future within the euro
area— was prevented. At the same time, the banking system, assisted by appropri-
ate planning on the part of the state and the Bank of Greece and despite the heavy
losses it has suffered, has managed to effectively deal with the problems and has
been restructured on solid foundations. By end-2013, bank recapitalisation had been
well under way, 12 banks had been placed into liquidation or resolved, while any risk
of contagion from the Cyprus crisis had been averted. These processes were com-
pleted without any depositor suffering the slightest loss. Today, the structure of the
Greek banking sector is entirely different from the one at the beginning of the cri-
sis. Excess capacity has largely been eliminated, with fewer but stronger banks in
operation. In this regard, let me point out the enormous efforts made by the Bank
to cope with unprecedented conditions that required swift decision-making and
difficult and delicate handling. The Bank responded to these challenges, often out-
stretching its capacities, thanks to the hard work and dedication of its staff.

The Chronicle of the great crisis tells the story of the efforts —successful or not—
setbacks, risks, achievements and delays that marked this turbulent and eventful
period of recent Greek history. This narrative, in my view, can help towards an in-
formed assessment of the path that we as a country have followed and indicate ap-
propriate orientations for the future.

Today, nearly four years on from the first Memorandum and after five years of
deep recession, we have evidently entered a new phase and the economy seems
poised to recover, having come a long way in terms of adjustment. The efforts made
in the preceding period have prevented developments that would have been cata-
strophic and have removed visible risks. But the endeavour is yet to be completed,
and the remaining problems, particularly in the structural field, need to be effec-
tively addressed. The big challenge that lies ahead of us now is how to turn the on-
going stabilisation into dynamic growth on solid foundations. This is today the top
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item on the national policy agenda, the only way that can ensure that the sacrifices
of the past years will not have been in vain.

April 2014

George Provopoulos
Governor of the Bank of Greece
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INTRODUCTION

The purpose of this publication

The present publication aims at recording the activity of the Bank of Greece (BoG)
in the 2008-2013 period, with a particular focus on its contribution towards ad-
dressing and overcoming the crisis. For that purpose, it discusses on the one hand the
economic developments, the policies pursued and the climate prevailing at the time,
and on the other hand the actions of the BoG in those particular circumstances.

As the events discussed are too recent to allow a properly distanced historical
inquiry, the account provided here is only limited to information released by eco-
nomic policy makers in Greece and abroad, most notably to the BoG’s decisions,
acts and other public interventions at the time.

The period examined was in many ways exceptional and will certainly mark a
watershed in the history of modern Greece, dividing it into a “before” and an “after”.
In times which are critical and characterised by high risks, such as the ones in ques-
tion, decision and policy making also tend to be critical and characterised by high
risk. Throughout that period the BoG was actively involved in decision making, di-
rectly or indirectly, playing an important role domestically as well as internationally,
as a member of the Eurosystem.

The role of the Bank of Greece

The BoG has primarily an institutional role, as detailed in its Statute. At the same
time, however, it also has a role of advisor to economic policy makers as well as to
the society at large. A few months after officially taking up duties as Governor of
the BoG in June 2008, George Provopoulos summed up this dual nature of the BoG’s
activity, in what can be seen as a ‘statement of intention’, as follows:



“My aspiration is to ensure that the Bank of Greece can continue to effec-
tively function as an advisor not only to the government, but to society as a
whole. This approach provides me with a better understanding of our role,
one that I believe we will carry on playing. We are committed to openness,
keeping abreast of social developments, while always fulfilling our institu-
tional role as precisely defined in the Treaty on European Union. At the same
time, however, we pay attention to issues of income distribution, we stress the
need to protect the vulnerable groups of the population and we are in favour
of sustainable growth that can lead to a lasting improvement of living stan-
dards. I believe this would be inconceivable in the absence of environmental
protection or without addressing social inequalities, i.e. conditions we con-
sider essential for ensuring that society can always prosper and enjoy wealth
that should grow year after year”.1

With a view to accurately recording the events of the period in question, the role
of the BoG is examined here adopting a dual approach:

The Bank of Greece as a public institution with specific tasks and responsibilities,
such as:

• to participate in the Eurosystem and contribute to ECB decisions, being en-
trusted with monetary policy implementation in Greece; and

• to supervise the banking system and the private insurance sector, being re-
sponsible for safeguarding financial stability and empowered to implement res-
olution measures for banks.

With specific regard to safeguarding financial stability, the BoG faced enormous
challenges. The banking system, hit by the financial crisis and the sovereign debt
crisis, had suffered heavy losses. Against this background, the prevailing conditions
of —at times extremely high— uncertainty could at any moment evolve into a ma-
jor crisis of confidence in the banking system, triggering developments that would
most likely lead to the country’s exit from the euro area. To avert such an eventual-
ity, the BoG stepped up its action for safeguarding financial stability, aiming in par-
ticular at:

• a stricter and more effective supervision of banks;
• ensuring adequate supply of liquidity at a time when Greece and its banks were

cut off from international markets;
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• meeting the general public’s increased demand for cash;
• safeguarding all bank deposits; and
• helping shape the conditions for restoring the soundness of the banking system

and restructuring it.

The Bank of Greece as a potential advisor to the government on general economic
policy issues and as a source of public information:

The Bank fulfils this role mainly through its regular and extraordinary publica-
tions and/or public interventions, including:

• the Governor’s Annual Report on the state of the economy;
• the biannual Monetary Policy Report, submitted to the Greek Parliament and

the Cabinet;
• occasional Financial Stability Reports (two in 2009 and one in 2010);
• testimonies by the Governor before the Greek Parliament;
• articles, speeches, statements and interviews of the Governor;
• periodical publications (such as the Bulletin of Conjunctural Indicators and the

Economic Bulletin);
• studies on economic policy-relevant issues (authored or co-authored by BoG

staff or commissioned to other researchers); and
• press releases, which provide information and communicate the Bank’s official

stance.
In the context of the crisis, the BoG —as a review of its communication activi-

ties would show— saw a need to enhance its public discourse and increase the fre-
quency of its interventions, with a view to:

— warning about major risks which, although clearly looming, had not been re-
alised by the general public; and

— raising awareness of the complexity of the problems and the need to change
the course of the economy, thus contributing to the formulation of policies for an ef-
fective management of the crisis.

The BoG’s public discourse has been enriched with new elements during the cri-
sis, since the Bank has sought to strengthen its role as an advisor to society, com-
municating directly with the public, which in that period was inundated with
conflicting and inaccurate information and signals that often resulted in confusion
and higher uncertainty. Through its statements and its participation in the public de-
bate, the BoG has aimed to present the true facts in a comprehensible manner, dis-
pel misconceptions and misunderstandings, and provide to all citizens reliable and
timely information on the available options and implications thereof. The same lines
have been followed in the respective communication policies of all central banks,
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which —in response to the conditions of the crisis— have shifted away from the
traditional communication model whereby their public discourse was addressed to
a closed circle of experts and was often cryptic.

The main reasons why central banks were led to broaden the scope of their com-
munication have been the following:

First, the crisis brought to the fore several issues and terms related to the econ-
omy and the financial system (e.g. spreads, liquidity, credit risk, debt restructuring
and sustainability, etc.) that previously concerned economists and experts alone.
But when such matters started monopolising the interest of television programmes
and public debate participants, central banks shifted their focus onto informing the
citizens directly, so as to avoid any inaccuracies and/or misunderstandings as much
as possible.

Second, the lively public debate during the crisis has often led to the adoption of
simplistic approaches to complex problems, and from there on to an unnecessary
overstatement of certain aspects of the situation. Expressing their own reasoned as-
sessments and well-founded views, and explaining all aspects of the problems dis-
cussed, central banks tried to contribute to a more balanced and lucid exchange of
ideas, based on correct information.

Third, in the course of the crisis, central banks have adopted extraordinary meas-
ures and have taken unprecedented action; as a result, they have come under much
criticism, while the Eurosystem as a whole has often been accused of having ex-
ceeded its mandate. All this criticism could not go unanswered.2

Structure and contents of the study

The present study is structured in two parts, separated by the milestone of
Greece’s recourse to the support mechanism in late April 2010.

The first part (Chapters 1-3), covering the period from 2000, when it was de-
cided that Greece would join the EMU, to the peak of the crisis in late 2009 and
early 2010, seeks to demonstrate that the crisis was primarily a result of long-term
domestic processes, which led to an accumulation of macroeconomic imbalances
and structural problems. The global financial turmoil brought to the fore and ac-
centuated these problems, which thus necessitated immediate and radical response.
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The BoG insistently warned about the seriousness of the situation, the first signs of
which had already been detected in 2007, while the imbalances and problems had
been repeatedly identified since the early years of that decade.

The second part covers the BoG’s activities during the turbulent period which
started with the first Memorandum of May 2010 and lasts to this day. After a posi-
tive start in terms of meeting the targets set, this period has tested the limits of the
Greek economy, culminating in the open threat of a default and exit from the euro
area between late 2011 and mid-2012. The greatest risk looming in this environ-
ment of extreme uncertainty was a sudden and generalised crisis of confidence in the
banking system, which would lead to a collapse of the economy. This is why, since
the beginning of the crisis and especially in 2011-2012, the BoG’s main concern has
been to avert this risk and ensure full protection of deposits, something that was in-
deed achieved through a series of actions that safeguarded financial stability and
crucially supported the credibility, restoration of soundness and restructuring of
the banking system. The second part of the study describes these actions in detail
and also discusses all other interventions by the BoG, all converging on a key choice:
to maintain the country’s euro area membership and to work with its partners in or-
der to ensure it.

Specifically, in the first part:
Chapter 1 begins with a brief overview of the new environment created by EMU

participation. Although more favourable for the Greek economy, this environment
involved serious medium-term constraints that should be taken into account in eco-
nomic policy-making and implementation. Furthermore, entry into the euro area
entailed a change in the institutional role of the BoG, which became an integral part
of the Eurosystem and thus shared responsibility for the formulation of the single
monetary policy in the euro area. The same chapter also provides an account of de-
velopments between euro area entry in 2001 and 2007, and highlights the factors
that gradually led to the huge twin deficits (fiscal and external) which, in the BoG’s
view, constituted the main causes of the crisis. As pointed out in this chapter, fiscal
policy did not take advantage of the favourable conditions offered by EMU partici-
pation and the resulting growth momentum so as to address the chronic structural
causes of deficit and debt creation. In this period, the BoG highlighted several key
aspects of critical issues for the economy, proposing concrete solutions for over-
coming macroeconomic imbalances and structural weaknesses.

Chapter 2 focuses on the global crisis and the drastic changes it brought about to
the economic environment. It discusses the swings in sentiment that strongly af-
fected the Greek economy, as well as the efforts made at EU level to tackle the cri-
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sis. These first efforts marked the initial steps taken towards an exploration of ways
to rearrange the set-up and functioning of the EU and the euro area on new terms,
which would not only help address the immediate problems that had emerged but
also prevent the recurrence of similar problems in the future. These efforts included
the decisions to support the Greek, Irish, Portuguese, and (later) Cypriot economies
in cooperation with the ECB and the IMF, as well as (on different conditions) the
Spanish banking system; the initiatives taken by the Eurosystem in this respect are
also discussed. Meanwhile, in Greece, although developments in 2008 and 2009 had
clearly shown that the global financial crisis posed a direct threat to the domestic
economy as well, social and political forces had not adequately realised the magni-
tude of the problem.

Chapter 3 discusses the BoG’s public interventions in 2008-2009. During that two-
year period the BoG kept warning, indeed at a high tone, about the risks ahead and
the need to drastically reorient economic policy, stressing that the international crisis
was bound to have a much stronger impact on countries with structural weaknesses,
such as Greece. This chapter describes in detail the Bank’s warnings on all the critical
issues that the situation was bringing to the fore, one after the other, namely:

— the risk of a derailment of the fiscal deficit and the liquidity problems the cri-
sis was creating in the banking system;

— the risk to the country’s creditworthiness in international markets;
— the adverse debt dynamics, which tended to become uncontrollable; and
— the threat of a protracted crisis and the difficulties it entailed.
The same chapter also reviews the policy recommendations made by the BoG –

all based on its fundamental position that no measure would be sufficient unless it
formed part of long-term planning for changing the growth model that had led to
the crisis. Moreover, it also presents the institutional action taken by the BoG and
the Eurosystem in order to shield the banking system from the impact of the sov-
ereign debt crisis, which was leading to successive credit rating downgrades of the
country and its banks.

Then, in part two of the study:
Chapter 4 describes the specific initiatives undertaken by the EU and the euro

area over the four years from 2010 to 2013, concerning:
— First, the establishment of an EU framework for providing financial support

to Member States, in order to address problems that, if left uncontrolled, could be-
come systemic at the European level.

— Second, a reform of the architecture of the EU and the completion of EMU,
marked by new rules and arrangements for the coordination of fiscal policies and the
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convergence of macroeconomic policies, as well as by effective progress towards a
banking union (particularly in 2013).

Chapter 5 describes the important initiatives taken by the Eurosystem between
2010 and 2013 in order to tackle the crisis, including both its interest rate policy
and the implementation of non-standard monetary policy measures specifically de-
signed to:

— restore the effectiveness and proper functioning of the monetary policy trans-
mission mechanism and address the fragmentation of the credit market;

— ensure the supply of sufficient liquidity to European banks; and
— restore normal conditions in bond markets across Europe.
Chapter 6 provides a compact narrative of developments in Greece during the

crisis, with most notable milestones:
— the country’s request for financial support in April and the first Memoran-

dum of Economic and Financial Policies in early May 2010;
— its promising initial performance in meeting the targets during 2010;
— the errors and delays that led it to the brink of default in the summer of 2011;
— the formation of a coalition government in November 2011;
— the conclusion of the new loan agreement and the adoption of the 2nd Ad-

justment Programme in February 2012;
— the peaking of uncertainty in spring 2012;
— the gradual improvement of confidence and certain economic aggregates

after the elections of June 2012;
— the important statement of the Eurogroup in November 2012 on support to

Greece; and
— the economy starting on a track of stabilisation in 2013, in parallel with the

achievement of a primary budget surplus, the elimination of the current account
deficit, negative inflation, and the first upgrading of Greece’s sovereign credit rating.

Chapter 7 details the BoG’s public interventions in the four years from 2010 to
2013 aimed at helping overcome the crisis. Specifically, in 2010 the BoG considered
that, under the circumstances prevailing at the time, coming under the support
mechanism was not only inevitable but also necessary for Greece, and outlined the
preconditions for the programme’s success. In 2011 it called attention to the serious
delays observed in the programme’s implementation, which eventually necessitated
a restructuring of the debt. In 2012 it clearly argued in favour of an affirmative re-
sponse to the country’s historic dilemma on whether to stay in the euro area or not.
In 2013 it highlighted that the main aim of economic policy should be to accelerate
recovery and create the conditions for a transition to a new growth model by mak-
ing best use of opportunities actually existing, and also emphasised that, against the
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background of uncertainties and risks that still remained, it was imperative to en-
sure that all social and political forces would come together, in support of a national
policy for exiting the crisis and returning to growth. At the same time, it also focused
on the question of financing the economy and the role of banks.

Chapter 8 provides a detailed account of the BoG’s institutional activities with a
view to safeguarding financial stability. Thanks to such action by the BoG, the sup-
port provided through some critically important decisions made by the Eurosys-
tem and the measures taken by the State, financial stability was not disrupted and
all deposits were fully protected to the last euro, despite the occasional upsurges of
economic uncertainty. A long list of important actions not only contributed to fi-
nancial stability, but also led to the restructuring of the banking sector in Greece;
these include:

— strengthening and expanding the supervisory powers of the BoG;
— clearly efficient management of banknotes (ensuring the smooth supply of

credit institutions across the country with the necessary quantities of euro bank-
notes) and provision of liquidity (through Eurosystem operations and/or Emer-
gency Liquidity Assistance);

— establishing an innovative institutional framework for the resolution of credit
institutions and applying its rules in particular cases;

— the participation of Greek banks in EU-wide stress tests;
— conducting a diagnostic study on the loan portfolios of Greek banks;
— preparing a banking sector strategic assessment study; and
— adopting in the spring of 2013 the necessary measures to nip in the bud any

risk of contagion from Cypriot to Greek banks.
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1
PART ONE: 2000-2009

FROM ENTRY INTO EMU
TO THE CRISIS: 2000-2007

1.1 2000: Decision to join EMU
2001: A new environment for the economy

In June 2000 the European Council decided that Greece, on the basis of macro-
economic and fiscal data for 1999, had met the criteria of the Maastricht Treaty and,
as a result, was accepted as the 12th member of EMU. Thus, from 1.1.2001, Greece
joined the single currency,1 which the first 11 countries of the euro area had already
adopted since 1999. This decision came after a six-year period (1994-1999) in which
the pursued economic policy had managed to gradually advance nominal conver-
gence, although neither macroeconomic imbalances had been lifted on a sustainable
basis nor structural problems had been radically addressed.

The factors contributing to this development were:
(a) A large fiscal adjustment achieved through a reduction of the general gov-

ernment deficit from 13.6% of GDP in 1993 to 3.1% in 1999,2 while a primary sur-
plus first recorded in 1994 gradually increased from 2.7% of GDP in 1994 to 4.3%
in 1999.

(b) A strong recovery in economic activity from 1994 onwards, as GDP growth
—then at a rate of 2%— gradually accelerated to 3.4% in 1999.

(c) A fall of inflation from double-digit rates in the period up to 1993 to an an-
nual average of 6.8% in 1994-1999 and to 2.1% in 1999, in parallel with a significant
decline in interest rates.

1 Back then, the euro existed only in scriptural form, i.e. it was only used for accounting purposes. The cash
changeover took place simultaneously in all twelve countries on 1.1.2002.
2 The initial deficit figure for 1999 was 1.8% of GDP, subsequently revised to 3.4% after the “fiscal audit”
in 2004 and finally, with the latest data revision, to 3.1% of GDP.



(d) A weakening of debt dynamics, as a result of faster growth rates combined
with the achievement of primary surpluses and lower interest rates on government
borrowing. After reaching 110.1% of GDP in 1993, public debt first stabilised and
then declined3 to 105.5% in 1998 and 104.6% in 1999, thereby satisfying the second
fiscal criterion of the Maastricht Treaty.

In 1994-1999, it was on monetary policy that the main responsibility fell for
meeting three of the five criteria, namely those related to interest rate convergence,
low inflation and exchange rate stability. Throughout that period, the monetary pol-
icy stance of the Bank of Greece was restrictive, thus curbing inflationary expecta-
tions. At the same time, the Bank also pursued a cautious exchange rate policy, in
order to help meet the other criteria of the Treaty. The liquidity effect of foreign cap-
ital inflows (due to the high —albeit gradually falling— domestic interest rates) was
continuously sterilised by liquidity-absorbing open market operations and mainly
through the deposit facility.

Finally, in this same period (1994-1999) Greece also saw significant structural
changes, mainly in the financial system, including the establishment of the secondary
bond market; the end of government financing by the Bank of Greece as of 1.1.1994
under Regulation (EC) No 3604/93; and the completion of the processes for banking
system and consumer credit deregulation and capital movement liberalisation.

With the entry of Greece into the euro area, the Bank of Greece became part
of the Eurosystem,4 having participated, along with all the other national central
banks of the EU Member States, in the European System of Central Banks (ESCB)
since the latter’s inception in June 1998, as was provided for in Article 2 para-
graph 3 of Law 2548/1997. The primary objective of the Bank of Greece, and of
all the other central banks of the Eurosystem, is to ensure price stability in the
medium term.5 The Governing Council of the European Central Bank (ECB) for-
mulates monetary policy for the euro area, which includes decisions on the key
interest rates of the Eurosystem and on other monetary policy issues. The Gov-
ernor of the Bank of Greece is a member of the ECB Governing Council and has
one vote, as do all other members of the Council. In the context of the Eurosys-
tem, the Bank of Greece carries out a variety of tasks,6 the most important being
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its participation in the formulation of the single monetary policy of the euro area,
as well as in its implementation in accordance with the guidelines and instruc-
tions of the Eurosystem.7

The adoption of the single currency provided the Greek economy with a stable
macroeconomic environment, unprecedented by Greek standards, which ensured
the conditions for long-term economic growth.

Firstly, foreign exchange risk and the associated uncertainty in cross-border trade
and financial transactions was eliminated. This was even more important given the
Greek economy’s long history of currency crises and —often ineffective— devalua-
tions of the drachma.

Secondly, inflation, which hovered at double-digit rates from 1973 to 1994, fell
to an annual average of 3.3% in the period 2001-2007.

Thirdly, the interest rates on government, business and household borrowing8

progressively declined to historically low levels. Indicatively, the average rate on
three-year Greek government bonds,9 which stood at 22% in 1990-1994, fell to 12%
in 1995-1999. As regards ten-year bonds, their yield at issue fell from 8.60% in 1998
to 5.35% by end-2001, and their yield spread over the corresponding German bond
narrowed from 65 basis points in early 2002 to 10 basis points by January 2005. A
crucial factor that helped maintain a low level of nominal interest rates in Greece af-
ter the adoption of the euro was the decline in the foreign exchange risk premia in-
corporated in domestic interest rates. Moreover, lower interest rates on government
bonds reduced public debt service costs.

Finally, the access of businesses and consumers to low-interest bank lending be-
came much easier compared to any other period since World War II, as indicated by
the high rates of credit expansion (although from a relatively low base).

In brief, EMU participation resulted in a removal of significant short-term con-
straints on the financing of chronic current account deficits and on government for-
eign borrowing.
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The euro created the objective conditions for an overall restructuring of the
Greek economy on sound foundations, as it facilitated the implementation of re-
forms for a gradual adjustment to a new production model that would ensure sus-
tainable and competitive growth.

Nevertheless, the adoption of the euro came with specific requirements. The re-
moval of short-term constraints was accompanied by the introduction of strict
medium- to long-term constraints. By participating in EMU, Greece on the one
hand acquired unhindered access to international money and capital markets at his-
torically low interest rates, but on the other hand it lost the option of conducting
monetary policy and exchange rate policy at the national level. Against this new
background, to address any loss of competitiveness, member countries would have
to correct/adjust their domestic prices and labour costs and try to improve produc-
tivity in order to prevent unemployment from rising in the medium term. Also, it
was no longer possible to reduce domestic debt via inflation (debt monetisation),10

which made prudent fiscal management all the more important. In precisely this
light, the Stability and Growth Pact (SGP) was adopted in 1997 to ensure fiscal dis-
cipline in the euro area.

Participation in the euro therefore entailed risks for countries that would pursue
economic policies with a short-term horizon, without taking into account the strict
medium-term constraints. These risks, however, could be avoided by means of in-
creased fiscal discipline, a moderate incomes policy, and continuous improvement
of an economy’s international competitiveness. Greece lagged behind substantially
in all these three areas – as some other countries also did, albeit less.

1.2 2000-2007: Strong growth driven by domestic demand

The new environment created by EMU entry had a major positive effect on ex-
pectations and economic activity.

In the next seven years (2001-2007)11 the Greek economy grew at an average an-
nual rate of 4.2%, which moderated to 3.6% for the eight years from 2001 to 2008
(due to the recession recorded in 2008). But this growth was based on domestic de-
mand, which was growing at a rate of 4.5%, driven mainly by private consumption,
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10 It should be noted that such a practice leads to considerable macroeconomic imbalances, and is thus con-
sidered unsustainable.
11 As the Hellenic Statistical Authority (ELSTAT) has not released revised data for 1999, all revised series
start from 2000 and growth rates can only be calculated on a comparable basis for the years from 2001 onwards.



which —fuelled by rising incomes and consumer credit expansion— was increasing
at a rate of 4.2%, i.e. as fast as GDP. Fixed capital formation, with an average annual
rate of 7.9%, outpaced GDP growth, but largely stemmed from housing investment,
which benefited from low mortgage rates and expectations of rising incomes and
rose at an average annual rate of 9.7% during those seven years. Nevertheless, non-
residential fixed capital formation also increased at a high rate (6.5%) (see Table 1).

Inflation remained low by Greek standards, averaging 3.3% per annum, but was
consistently higher —by nearly 1.5 percentage points— than the euro area average,
resulting in continuous losses in competitiveness. It is estimated that between EMU
entry and 2007 the Greek economy’s international competitiveness declined by 14%
based on relative consumer prices and by 19.3% based on relative labour costs, while
exports of goods and services (at constant prices) grew at a relatively low average an-
nual rate of 3.4% in the seven years from 2001 to 2007.

From the above it is clear that private consumption, boosted by rising incomes
and credit expansion, and residential investment were essentially the drivers of the
rapid rise in economic activity during 2000-2007, while the —also strong— growth
of other investment contributed comparatively less. Nevertheless, as domestic out-
put failed to respond —in terms of both quality and quantity— to developments in
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Sources: ELSTAT and Bank of Greece.

Year GDP
Private

consumption
Public

consumption
Gross capital

formation

Average
earnings in

total economy
(nominal) Inflation

Unemploy-
ment

(% of labour
force)

2001 4.2 5.0 0.7 4.8 4.7 3.4 10.8

2002 3.4 4.7 7.2 9.5 6.6 3.6 10.3

2003 5.9 3.3 -0.9 11.8 5.6 3.5 9.7

2004 4.4 3.8 3.5 0.4 7.2 2.9 10.5

2005 2.3 4.5 1.1 -6.3 4.4 3.5 9.9

2006 5.5 4.4 3.1 14.9 5.7 3.2 8.9

2007 3.5 3.6 7.1 22.8 5.2 2.9 7.3

2008 -0.2 4.3 -2.6 -14.3 6.2 4.2 7.6

Average annual rate of change:

2001-2007 4.2 4.2 3.1 7.9 5.6 3.3 9.8

2001-2008 3.6 4.2 2.4 4.8 5.7 3.4 9.5

Table 1 Annual percentage changes in key macroeconomic aggregates, 2001-2008



domestic demand, the gap was filled by imports of goods and services (which at
constant prices grew at an average annual rate of 4.5% in the seven years from 2001
to 2007), causing the current account deficit to gradually rise to unsustainable lev-
els – from 3% of GDP per annum on average in 1994-1999 to 8.5% in 2000-2007. In
2007, the current account deficit exceeded 10% of GDP, rising further to 14.9% in
2008. If Greece had not adopted the euro, it would have been unable to finance an
external deficit of this magnitude and would have experienced a devaluation of the
national currency and high inflation. Imports were financed by low-interest rate
foreign borrowing by both the private and the public sectors of the economy. At the
same time, Greek exports of goods and services as a percentage of GDP lagged be-
hind those of other peripheral euro area countries (23.8% in 2007, compared with
26.9% for Spain, 32.2% for Portugal, and 28.9% for Italy).12
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12 See European Commission, Statistical Annex to European Economy – Spring 2013.

All aggregates as percentages (%) of GDP, unless otherwise indicated

Year

Annual percentage
changes in real

effective exchange
rate (on the basis of

relative consumer
prices/on the basis

of relative unit
labour costs)

Current
account
balance

Trade
balance

Credit to
house-

holds by
domestic

MFIs
(consumer

credit)

Credit to
non-

financial
corpora-
tions by

domestic
MFIs

General
govern-

ment
revenue

General
govern-

ment ex-
penditure

General
govern-

ment net
borrow-

ing
(deficit)

Public
debt

2001 1.1 / 0.7 -7.2 -14.8 5.4 34.3 40.9 45.4 -4.4 103.7

2002 2.6 / 4.0 -6.5 -14.5 6.2 35.1 40.3 45.1 -4.8 101.7

2003 5.5 / 4.0 -6.5 -13.1 7.2 35.4 39.0 44.7 -5.7 97.4

2004 1.9 / 4.3 -5.8 -13.7 9.2 38.6 38.1 45.5 -7.4 98.6

2005 -0.1 / 0.5 -7.6 -14.3 11.3 42.0 39.0 44.6 -5.6 100.0

2006 0.8 / 0.8 -11.4 -16.9 12.7 44.9 39.2 45.3 -6.0 106.1

2007 1.6 / 1.6 -14.6 -18.6 14.3 49.9 40.7 47.5 -6.8 107.4

2008 2.5 / 7.1 -14.9 -18.9 15.6 56.8 40.7 50.6 -9.9 112.9

Average annual percentage of GDP (or rate of change):

2001-2007 1.9* / 2.5* 9.1 -15.5 10.1 41.2 39.6 45.5 -5.8 102.2

2001-2008 2.0* / 3.1* -9.8 -15.9 10.8 43.2 39.7 46.1 -6.3 103.5

Table 2 Competitiveness –– fiscal aggregates 

* Cumulative change in the 8-year period 2001-2008: 16.9% (on the basis of relative consumer prices), 27.7% (on the basis of rela-
tive unit labour costs).
Sources: ELSTAT, Eurostat and Bank of Greece.



Moreover, high private consumption led to a significant increase of the share of
the trade sector in total value added, from 14.1% in 2000 to 17.4% in 2007,13 largely
concentrated on imported non-durable and durable consumer goods, reflecting a
shift in consumption patterns. Indicatively, the annual average number of new reg-
istrations of private passenger cars (by definition imported) in Greece rose from
148,100 in 1990-1998 to 270,200 in 1999-2008, i.e. almost doubled.14

1.3  Widening of the general government deficit: Initiation of the
Excessive Deficit Procedure

The policies pursued after EMU entry failed to effectively address the Greek
economy’s structural problems through reforms that would have allowed it to con-
verge to the production models/patterns of other European countries.

Especially as regards public finances, following EMU entry the fiscal policy
stance should have remained restrictive, with a view to limiting the risk of unbal-
anced growth, reducing the high public debt and meeting the country’s obligations
under the Stability and Growth Pact. In fact, the exact opposite happened: the fis-
cal stance became expansive and remained so until the end of 2004, despite the fact
that virtually from May 2004 Greece was subject to an Excessive Deficit Procedure
(EDP).15 Owing to the EDP, there was a slight tightening in the fiscal stance (the so-
called “mild adjustment” policy) between 2005 and the third quarter of 2007, but the
stance was reversed thereafter.

In more detail, in the first period after joining the euro area the Greek general
government deficit continued to rise until 2004 (to 7.4% of GDP, from 3.1% in 1999).
Correspondingly, the primary surplus, that in 1999 amounted to 4.3% of GDP,
started to gradually decrease after 2000, and in 2003 switched to a primary deficit
of 0.8% of GDP. For a decade afterwards, the general government sector continu-
ously recorded primary deficits. The uninterrupted widening of the headline deficit
up to end-2004 was due both to revenue shortfalls (recorded repeatedly from 2001
onwards) and continuous primary expenditure overruns.

Once the deficit had surpassed the reference value of the Treaty (3% of GDP),
an excessive deficit procedure was initiated against Greece in July 2004. By an
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13 Including retail and wholesale trade as well as vehicle trade, according to ELSTAT detailed national ac-
counts data.
14 ELSTAT data.
15 The official decision was made on 5.7.2004.



ECOFIN decision on 17.2.2005, Greece was invited to adopt new structural
measures. In this context, fiscal policy was tightened, resulting in a reduction of
the deficit to 2.6% of GDP in 2006, according to data available at that time.16

However, the achieved adjustment had relied on one-off measures17 and was
thus unsustainable.

Nevertheless, based on estimates made at the time, implying a deficit of less than
3% of GDP for 2006, the ECOFIN Council decided on 6.6.2007 to terminate the
EDP. This was followed by a relaxation of the fiscal policy stance in the second half
of 2007, and fiscal aggregates deteriorated anew.18

A serious problem that arose during that period, destined to take large propor-
tions in the next few years, was the doubt cast on the reliability of Greek fiscal data
due to the repeated revisions. A first considerable revision took place in June 2002,
when the European Commission finalised a new and stricter set of guidelines on
public finance statistics, under which the 2000 and 2001 deficits were revised up-
wards by 1.0% and 1.5% of GDP respectively, while debt data were revised even
more, as all new financial products were recorded.

Yet, the major revision of Greek budgetary data came two years later, with the so-
called “fiscal audit”. On 31.8.2004 the Greek authorities notified Eurostat of an up-
ward revision of the deficit for all the years from 2000 to 2004 (see Table 3).19

Undoubtedly, the correctness of fiscal data had to be restored. The 2004 audit,
however, was given an unwarranted wide publicity, thus overstepping the limits of
a purely technical or methodological issue to be sorted out by experts. This had a
negative impact on the credibility of Greek fiscal data as a whole — with two im-
mediate adverse effects, accompanied by long-term implications:
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16 The data were repeatedly revised. Reported here are those available in late 2006 and early 2007. Subse-
quently the deficit was revised to 7.5% of GDP for 2004, 5.5% for 2005 and 5.7% for 2006.
17 According to the official data notified to the European Commission in spring 2007, the deficit reduction
over the previous two years (2005-2006) had been around 4.5% of GDP and had been achieved by means of:
(i) extraordinary tax measures (generating  one-off revenue) amounting to 1.7% of GDP; (ii) public investment
cuts in the order of 1.2% of GDP; (iii) a marginal containment of expenditure; (iv) an automatic drop of ex-
penditure, due to the completion of projects associated with the Olympic Games; and (v) an automatic re-
duction of interest payments and defence expenditure, due to a change in the relevant statistical  methodology
in the context of the fiscal audit.
18 Drivers of this development were the early elections held in September and the devastating fires in the
western Peloponnese. Moreover, since the beginning of 2007, pensions paid by OGA (Agricultural Insurance
Agency), the EKAS (Pensioners’ social solidarity benefit) and unemployment benefits were raised by 21.7%,
21.9% and 18.1%, respectively, thus contributing significantly to the rise in higher primary expenditure.
19 The revision was due to factors such as a change in the methodology for recording expenditure for de-
fence equipment purchases, the revised surpluses of social security funds, the changes as regards the timing
of revenue recording, and the revised amount of (non-defence) expenditure included in the Budget. The ef-
fect of these factors varied across years.



— First, the unilateral revision by Eurostat of the data for the three-year period
1997-1999, based on which Greece’s participation in the EMU had been decided.20

It should be noted that, on the basis of these revised figures, the budget deficit cri-
terion of the Treaty (below 3% of GDP) now appeared not to have been met by
Greece in 1999 – as was also the case with other countries for the corresponding
period, e.g. Portugal for 1997.

— Second, the association of the fiscal audit with the change of government, a
fact that suggested a lack of continuity of the state.

1.4  2007:The Greek economy stands vulnerable to the crisis

The first decade of the 21st century had quite auspicious beginnings. The adop-
tion of the single currency, bringing along significant positive effects on the func-
tioning of the economy but also appearing to upgrade the country’s standing within
the global community, created expectations that Greece would start orienting itself
towards a substantial modernisation of its overall structures, at all levels — eco-
nomic, social and political. Regrettably, such expectations did not materialise. The
decision to join the EMU was not accompanied by a far-sighted policy that would
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20 Eurostat, Report by Eurostat on the Revision of the Greek Government Deficit and Debt Figures,
22.11.2004.

% of GDP

1997* 1998* 1999* 2000 2001 2002 2003 2004

Notification of
27.2.2004 4.0 2.5 1.8 2.0 1.4 1.4 1.7 1.2

Notification of
31.8.2004 6.0 4.3 3.4 4.1 3.7 3.7 4.6 5.3

Current 
estimates 5.9 3.9 3.1 3.7 4.5 4.8 5.7 7.6

Table 3 Revised general government deficit*

* Data for the years 1997-1999 were revised unilaterally by Eurostat.
Source: (a) for the notifications of 27.2-31.8.2004: data notified under the Excessive Deficit Procedure; (b) for current estimates:
European Commission, Statistical Annex to European Economy-Spring 2013.



facilitate the economy’s adjustment to the new environment. The key challenges fac-
ing Greece at the time referred to steadily and permanently gearing fiscal policy to-
wards the requirements of the Stability and Growth Pact and implementing
structural reforms to the functioning of the public sector, the economy and the mar-
kets, so as to foster a growth-friendly environment within the new context of EMU
participation and thus achieve the goal of real convergence (following nominal con-
vergence that had been achieved in the run-up to euro area entry). In both of these
key areas results were poor, while any efforts initiated in this direction were often
abandoned soon afterwards under pressure from powerful and organised interest
groups.

While Greece embraced and enjoyed the benefits of the single currency, it did not
comply with the requirements entailed by euro area participation, namely to reduce
its budget deficit below 3% of GDP and, over a period of ten years, bring its gov-
ernment debt below 60% of GDP.21 As a result, Greece was subject to an EDP in July
2004 (as mentioned above) and once again in April 2009 (as discussed below in
Chapter 2.4).

But even after coming under an EDP, Greece failed to make a coordinated effort
to ensure a lasting improvement of its public finances, in other words to achieve a
sustainable fiscal position. Revenue shortfalls against the targets were constant and
were typically addressed by extraordinary measures yielding temporary results. On
the primary expenditure side, rather than an effort of rational containment, there
were new handouts.

Crucially, Greece lacked the institutional fiscal framework necessary to control
budget deficits. The European Commission had also promoted the creation of
such an institutional framework at EU level, while the report on the Stability and
Growth Pact reform (March 2005) stated that “...national budgetary rules should
be complementary to the Member States’ commitments under the Stability and
Growth Pact...”.

These economic policy shortcomings led to a continuous rise in public debt,
which in the eight years up to 2007 surged by €112.9 billion. In fact, it is char-
acteristic that the government debt ratio persisted around 100% of GDP, de-
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21 An apt comment in this respect was made by J.-C. Trichet in an interview to the German magazine Fo-
cus on 19.1.2010, i.e. after the onset of the Greek crisis. Asked whether France and Germany should help
Greece, the ECB President said: “…We — the 330 million citizens of the euro area — share a common destiny.
In a monetary union the ties between the individual member countries are indeed extremely close. The ex-
ternal surpluses of some member countries (in the balance of payments) finance the external deficits of some
others; and the constellation can change over time. We all share a credible currency, which is an immense ad-
vantage. At the same time, all countries owe it to their partners in the euro area to behave responsibly and cor-
rect their imbalances”.



spite the extremely favourable conditions for its reduction that prevailed at the
time: (i) average annual GDP growth of over 4% in real terms and 8% in nom-
inal terms; (ii) very low interest rates on government borrowing, falling until
end-2005 when they averaged 3.2%; (iii) primary surpluses up to 2002; and 
(iv) privatisation proceeds for several years. The fact that all the determinants
of the debt ratio were improving but the ratio itself remained virtually un-
changed pointed to the existence of fundamental fiscal imbalances. This fact
alone should have been enough to sound the alarm that the country’s fiscal po-
sition was unsustainable.

For some time, these problems were concealed by strong GDP growth. Still, risks
to the economy from the high public debt22 remained and were growing. In April
2007, the Bank of Greece, referring to debt developments, noted that:

“...The considerable rise in interest rates over the past 15 months and their
potential further increase —underscoring the risks and uncertainty related to
the high public debt— will effectively contain the positive impact of low in-
terest rates. Finally, the robust rates of economic activity seen in the past
decade cannot be maintained for ever. (...) The above show that it is imper-
ative to create large primary surpluses and accelerate the efforts to reduce the
debt below 60% of GDP, if possible, within the next ten years.”23

At the social level, steadily improving incomes and easier access to borrowing
had a decisive impact on consumer patterns. Strong private consumption had a pos-
itive effect on GDP growth, but limited domestic savings and overburdened the
country’s external balance. At the same time, society continued to pin hopes and
expectations on the state. A commonly held perception that the state should be tak-
ing care of everything persisted even after the adoption of the euro, thus limiting
self-motivation, initiative and responsibility. In parallel, equally problematic was so-
ciety’s relationship with institutions, which were not seen as the obvious basis for
guiding practices and behaviour. As a consequence, phenomena such as the under-
ground economy, tax evasion, non-compliance with building and land use regula-
tions and corruption, rather than being curbed, perhaps even intensified, thus
decisively contributing to the adverse developments.

So, by the end of 2007 it had become clear that the economy was extremely vul-
nerable to potential negative developments, such as a rise in interest rates on govern-
ment borrowing or difficulties in public debt refinancing. It was also clear that the
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22 For a comprehensive analysis of the implications of high public debt, see Monetary Policy - Interim Re-
port 2009, October 2009, pp. 111-117.
23 Bank of Greece, Annual Report 2006, April 2007, p. 226.



economy lacked both the resilience and the institutional apparatus that would make
possible appropriate policy responses to a sudden macroeconomic deterioration.

1.5  2000-2007: The Bank of Greece calls attention to key 
economic policy issues

The major problems identified in the previous section were visible during the
entire period that began in 2000 with the decision on Greece’s entry into EMU, de-
spite strong growth performance. Throughout that period, the Bank of Greece, in its
public communications, never ceased to highlight and analyse the relevant macro-
economic imbalances and structural problems or indicate the appropriate medium-
term economic policy orientations.

As early as in December 2000, i.e. on the eve of EMU participation, the Bank or-
ganised jointly with the Brookings Institution a particularly important conference
on Greece’s economic performance and prospects, bringing together eminent for-
eign and Greek economists. The participants’ presentations covered in depth all the
crucial medium- to long-term aspects of the Greek economy, convincingly docu-
menting the need for fiscal consolidation and for structural reforms in the product
and labour markets and the public sector.24

In April 2002, i.e. 16 months after euro area entry, the Bank’s Annual Report for
2001 explored the economy’s medium-term prospects and challenges. In particular,
it noted that the favourable effect of certain important factors on long-term growth
prospects would be gradually and perhaps substantially reduced after the next five
years. At the same time, it clearly formulated recommendations on the policy ori-
entations that were deemed necessary given this prospect. These included an effec-
tive utilisation of the available resources at the time (particularly EU funds), a
continuation of the fiscal consolidation efforts and an acceleration and expansion of
reforms in various sectors so as to ensure strong and sustainable growth. In this
context, it made detailed references to the “key problem of social security”, the nec-
essary tax reform, the modernisation of public administration, a more efficient op-
eration of the labour market, the importance of privatisations and of opening up
critical markets, the need to continue the liberalisation of the energy market, and the
further enhancement of the banking system’s efficiency.25
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24 The papers presented at the two-day conference were published by the Bank in February 2002 in English,
followed by a Greek translation in February 2003.
25 See Bank of Greece, Annual Report 2001, April 2002, Chapter ΙΙ, Sections 7.2-7.3, pp. 45-57.



In November 2002, in response to a then recently enacted law on social security,
in its Monetary Policy – Interim Report 2002 the Bank discussed in detail the social se-
curity reform and stressed the importance of developing the second and the third “pil-
lars” of the social security system – an issue that remains topical even today and has
been highlighted in recent reports of the Bank, in November 2012 and May 2013.

Regarding fiscal policy in general, the Bank has published analyses of the budg-
eting process, numerical fiscal rules (that set limits on the deficit or on public spend-
ing) and independent fiscal councils (April 2007), as well as of the budget deficit
calculation methods and the available data (October 2003).

Assessing the structural reforms promoted in product and labour markets, and
highlighting their importance were constant preoccupations of the Bank in its var-
ious reports over the period 2000-2007.26 Meanwhile, the reports also analysed a
series of other key issues.27

Inflation determinants, the role of unit labour cost developments, the persist-
ently positive differential between Greek and euro area inflation rates, productivity
growth, and loss of cost/price competitiveness, also represented permanent focal
points of the Bank’s reports in that same period.28 The issue of wage increases was
examined in depth in March 2004.29

In parallel, these reports also highlighted economic topics of a broader social
relevance, such as poverty, inequality and the effectiveness of social expenditure
(October 2005; April 2007), the effects of immigration (April 2007), as well as re-
gional policy and its prospects (April 2006; April 2007). Similar issues were also dis-
cussed in the studies published in the Bank’s Economic Bulletin.30
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26 In particular, it discussed matters such as liberalisation of the electricity market (April 2001); market
penetration of ICT (April 2004); competition in the product markets (February 2005); competitiveness-boost-
ing reforms and regulatory interventions in economic sectors (February 2006), and administrative burdens on
business activity (April 2007).
27 Including the inflows from EU Funds and their prospects under EU enlargement conditions (April 2002,
April 2003, April 2004, April 2005, April 2006); the importance of shipping and tourism for the Greek econ-
omy (April 2003, April 2004, April 2007); the international investment activity of Greek enterprises (April
2006), as well as the emergence of new players, such as China and India, in the world economic arena and their
economic relations with Greece (April 2004, April 2005, April 2006).
28 Reports of April and November 2000, April 2001, April 2002, April 2003, February 2007, and October
2007.
29 Monetary Policy 2003-2004,March 2004, Appendix to Chapter V, “The impact of wage increases on eco-
nomic performance”.
30 Inter alia, the effect of education on wage inequalities (July 2004, February 2007); the redistributive ef-
fects of indirect taxation and inflation (July 2003, January 2005); wage differentials between the public and the
private sector, as well as gender wage differentials (July 2003, July 2004), youth and female labour market par-
ticipation (January 2006, October 2007); the duration of unemployment (July 2006); and the per capita income
and productivity developments (August 2005).



Finally, it goes without saying that the Bank’s reports paid special attention to
developments in the financial system,31 while numerous studies on banking and fi-
nancial issues were published in the Economic Bulletin.32

1.6  Addendum: the main characteristics of the period and the 
assessments of the Bank of Greece

In light of all the above, it becomes evident that fiscal policy in the period 2000-
2007 failed to take advantage of the favourable conditions created by EMU partici-
pation and strong growth in order to address the country’s chronic structural
problems regarding deficits and debt. In contrast, continuously rising public and
private debt fuelled consumption, which up to end-2007 was increasing faster than
in the rest of the EU. On the other hand, strong GDP and productivity growth were
not accompanied by an expansion and diversification of the production base, which
remained inward-looking, while competitiveness kept declining and the deficit of
external transactions grew to unprecedented levels. In sum, all the above added up
to a distorted/unbalanced growth model, which was unsustainable, as was insis-
tently pointed out by the Bank of Greece as well as by international organisations.

During that period, the Bank of Greece called attention to many aspects of the
Greek economy’s critical issues, recommending specific solutions for addressing
macroeconomic imbalances and structural weaknesses. Ever since the country’s en-
try into EMU, the Bank constantly expressed the view that the factors driving rapid
growth were only conjunctural and thus destined to lose much of their strength over
the coming years. This was why chronic weaknesses had to be urgently addressed.
The foregoing references represent a selective array of public statements, analyses
and studies of the Bank of Greece focusing on critical questions such as the need for
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31 In addition to analyses of the data collected through its surveys of the Greek households’ borrowing and
indebtedness (March 2003, April 2006), the Bank of Greece also published studies on the change in the value
of Greek household assets in dwellings, equities and Greek government paper (November 2002, April 2003),
on the household savings ratio (April 2002, April 2003), on the evolution of Greece’s financial system over
the period 1993-2003 (October 2003), and on the availability of funding for SMEs and new businesses (Oc-
tober 2007).
32 Including those on financial deregulation and private consumption (December 2000); on the monetary
policy transmission mechanism (December 2001); on competition in the Greek banking system (July 2002);
on private savings (July 2002); an extensive special study of the monetary policy in Greece in 1990-2000
through the publications of the Bank of Greece (January 2003); on the effect of bank mergers and acquisi-
tions (January 2004 and January 2005); on bank profitability (January 2005); on household debt (August 2005
and February 2007); on the Greek enterprises’ external financing and capital structure (January 2006); as well
as on the determinants of bank deposit and lending rates (February 2007).



fiscal consolidation, reforms, the effective functioning of markets, etc. – i.e. problems
that eventually had to be dealt with a few years later, through emergency measures
and at a great cost.
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2The onseT of The crisis: 2008-2009

2.1 The international dimension

The financial crisis, which originally broke out in the US in August 2007, and
then rapidly deteriorated in autumn 2008 with the collapse of the Lehman Brothers
investment bank, evolved into a global economic crisis within the environment of
closely interlinked economies, causing the greatest recession since the 1930s and a
serious deterioration of public finances in most countries. There was an adverse im-
pact on all the economies of the world.

In 2009 the world economy recorded negative growth for the first time in the post-
war period, as most advanced economies went into deep recession and economic activity
in emerging economies slowed down considerably. All euro area countries recorded
negative rates of change in GDP, while the recession was greater in the more open
economies, which suffered particularly due to the rapid decline of world trade (by 10.7%)
that year. Of course, these more open economies were also the first to benefit from the
recovery of the world economy and international trade that started in 2010.

By contrast, countries with serious external and domestic macroeconomic imbal-
ances and structural weaknesses lacked the resilience and flexibility required to inde-
pendently cope with the impact of the financial and economic crisis and to benefit from
the recovery of world economy and trade that followed the great recession of 2009.

Thus, although countries with sound key economic aggregates managed to get
back on a growth track within a relatively short time, countries with large macroeco-
nomic imbalances and structural weaknesses faced great difficulties and in some cases
had to resort to external financial assistance. Equally large was the divergence in the
area of employment as well, since economies with sound fundamentals and a satis-
factory degree of flexibility were able to maintain low unemployment rates, whereas
unemployment in economies with serious structural weaknesses rose rapidly.
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Fiscal aggregates deteriorated considerably due to the crisis, as a result of both
the various measures adopted by governments for strengthening economic activ-
ity and supporting the financial sector, heavily struck by the crisis, and the opera-
tion of the automatic fiscal stabilisers. In the advanced economies, the government
deficit as a percentage of GDP rose from 3.5% in 2008 to 8.8% in 2009, before de-
clining to 5.9% in 2012 (in the US it widened from 6.5% in 2008 to 12.9% in 2009,
but then fell to 8.3% in 2012; in the euro area it rose from 2.1% in 2008 to 6.4% in
2009 and then narrowed to 3.7% in 2012). Public debt as a percentage of GDP fol-
lowed a similar path: in the US it rose from 73.3% in 2008 to 86.3% in 2009 and
then to 102.7% in 2012; in the euro area it rose from 70.3% in 2008 to 80.1% in
2009 and then to 93.0% in 2012.

2.2 Policies for coping with the world financial crisis

The crisis demonstrated the need to improve the institutional regulatory and su-
pervisory framework of the global financial system and led to the support of the fi-
nancial sector and to its restructuring in many countries. In Europe, the financial
crisis and —later on— the sovereign debt crisis expedited the implementation of
extensive reforms in the governance of EMU.

In October 2008 the euro area countries agreed on taking coordinated action to
stabilise the banking system. The Paris Declaration, signed by the euro area coun-
try leaders on 12 October 2008 and then adopted by the European Council on 15-
16 October, provided for coordinated measures to restore confidence and improve
financing conditions. These measures included granting government guarantees for
bank-issued debt securities as well as bank recapitalisation.

In December 2008 the European Council approved the European Economic Re-
covery Plan, which aimed at supporting economic activity by stimulating aggregate
demand and at intensifying efforts for the implementation of structural reforms.

Moreover, in December 2008 the ECOFIN Council set the broad orientation
concerning a draft Directive for raising the maximum coverage level of deposit guar-
antee schemes from €20,000 to €50,000 in June 2009, and its harmonisation at
€100,000 as of 31.12.2011, so as to enhance confidence in the banking sector. In the
same month, the ECOFIN Council decided to increase the total financing provided
through the mechanism for the medium-term economic support of the balance of
payments of non-euro area EU Member States from €12 billion to €25 billion. Three
EU member states (Hungary, Latvia and Romania) made use of this mechanism in
the period 2008-2009 (see Box 2.1).
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Table 4 Key decisions of eU institutions and bodies (euro area summits,
european council, ecofin) on the financial system in the eU and
on the Greek economy, 2008-2009

12.10 and 15-16.10.2008

Informal summit of the euro area countries
“Declaration on a concerted European action plan of the euro area countries” on the financial
system.
European Council
Endorsement of the above plan.

7.11.2008
Informal meeting of Heads of State or Government of the EU
Common principles upon which to build a new international financial system ahead of the
G20 Summit on 15 November.

10.3.2009

ECOFIN
Council Opinion on the updated Stability Programme of Greece, calling on the country to
strengthen the fiscal consolidation path in 2009, improve long-term fiscal sustainability and
implement a package of structural reforms.

19-20.3.2009
European Council
Agreement that the de Larosière report will be the basis for strengthening financial sector reg-
ulation and supervision.

3-4.4.2009
Informal ECOFIN
Council decision on the existence of an excessive deficit in Greece and recommendation on
measures to correct the excessive deficit by 2010 (both issued formally on 27.4.2009).

18-19.6.2009
European Council
Agreement on the creation of a European Systemic Risk Board and a European System of Fi-
nancial Supervision.

23.9.2009

European Commission
New legislative proposals on the establishment of the European Systemic Risk Board (macro-
prudential supervision) and the European System of Financial Supervision (micro-prudential
supervision) for approval, so that the new structures start functioning in 2010.

20.10.2009 ECOFIN
Adoption of a road map on strengthening EU financial stability arrangements.

10.11.2009

ECOFIN
The Greek government is asked to urgently take measures to restore the confidence of the
European Union in Greek statistical information, following renewed problems with Greek fis-
cal statistics; the Commission is also invited to propose the appropriate measures for this
situation.

2.12.2009
ECOFIN
Council decision establishing that Greece’s response to the recommendation issued in April
2009 on measures to correct its excessive deficit has been insufficient.

10-11.12.2009

European Council
The Council welcomes the entry into force of the Treaty of Lisbon on 1 December. Emphasis
is given on the implementation of the Stability and Growth Pact and on the importance of the
ECOFIN decisions of 2 December (concerning the fiscal policies of Greece and other Member
States).

Source: Bank of Greece.
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The interventions aimed at coping with the financial crisis at EU level culmi-
nated in 2009 with specific proposals for strengthening the financial stability frame-
work. These proposals were based on the report by the Group presided by Jacques
de Larosière,1 which was published in February 2009 and included recommenda-
tions for a new institutional framework of supervision in the EU. Following up on
these recommendations, the European Commission submitted to the Council of
the EU and the European Parliament legislative proposals for the establishment
(i) of the European Systemic Risk Board (ESRB), entrusted with macroprudential su-
pervision, and (ii) of the European System of Financial Supervisors (ESFS), re-
sponsible for microprudential supervision and consisting of a network that would
comprise three European Supervisory Authorities (ESAs) and the respective na-
tional supervisory authorities (see Box 2.2).

At global level, a major landmark was the G20 Summit in London in April 2009,
which adopted a resolution on the establishment of the Financial Stability Board
(FSB) as successor to the Financial Stability Forum, with a broader composition and
enhanced powers as regards maintaining financial stability. The G20 Summit deci-
sions gave rise to a large-scale reform of the supervisory framework, the imple-
mentation of which was entrusted to global standard-setting bodies and the
European Commission.

1 Report of the High-Level Group on Financial Supervision in the EU, chaired by Jacques de Larosière, 25.2.2009.

interventions for supporting non-euro area eU countries

Already since 2008 and early 2009, Hungary, Latvia and Romania (non-euro area
EU countries facing serious macroeconomic imbalances and structural weaknesses)
were forced, under combined pressures from the global economic crisis and recession
and their own financing difficulties, to resort to the financial support mechanisms of
the European Union and the International Monetary Fund. These three countries ap-
plied to receive external financial assistance undertaking at the same time a commit-
ment to implement a programme of economic adjustment and reforms.

The above countries’ recourse to the EU/IMF financial support mechanisms con-
siderably helped them stabilise their economies, as it ensured their funding and put on
track a transition to a sustainable growth model, while it also averted a wider contagion
of the crisis.

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 2.1



The proposals in the report of the de Larosière group and their implementation

In response to the global economic crisis, the European Commission asked a High-
Level Group presided by Jacques de Larosière to investigate how the EU framework of
regulatory and supervisory rules could be enhanced, so as to better protect its citizens
and restore confidence in the financial system.

implementation of the proposals of the de Larosière report

On the basis of this report, submitted on 25.2.2009, the European Commission pre-
sented in May 2009 legislative proposals on the creation of the new institutional frame-
work of financial supervision in the EU, consisting of the following two pillars:

1. European Systemic Risk Board (ESRB)

The European Systemic Risk Board (ESRB) exercises macroprudential supervision.
The relevant legislation came into force1 on 16 December 2010 and the ESRB entered
into operation on 20 January 2011.

Among other things, the de Larosière report had recommended the establishment of
a European body —to be called European Systemic Risk Council (ESRC)— entrusted
with monitoring risks to the entire financial system at EU level.

2. European System of Financial Supervisors (ESFS)

The European System of Financial Supervisors (ESFS) was created as a decentralised,
multilayered system of microprudential and macroprudential supervision authorities.
This system of supervisors is currently undergoing major changes due to the process to-
wards the Banking Union and will be reviewed in 2014.

The pillar of microprudential supervision at EU level is comprised by the European
Banking Authority (EBA), the European Securities and Markets Authority (ESMA) and
the European Insurance and Occupational Pensions Authority (EIOPA), which coop-
erate in the framework of the Joint Committee of European Supervisory Authorities
(ESAs). The respective national supervisory authorities of the individual Member States
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5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 2.2

1 Regulation (EU) No 1092/2010 of the European Parliament and of the Council of 24 November 2010
on European Union macroprudential oversight of the financial system and establishing a European Sys-
temic Risk Board (ESRB Regulation); Council Regulation (EU) No 1096/2010 of 17 November 2010 con-
ferring specific tasks upon the European Central Bank concerning the functioning of the European
Systemic Risk Board.



2 A more thorough analysis and further details on Eurosystem initiatives can be found in the Reports of the
Bank of Greece and of the Eurosystem.

2.3 The policy of the Eurosystem in the 2008-2009 period

In parallel to the EU decisions made in response to the crisis, the ECB also in-
tervened, taking both standard and non-standard monetary policy measures.2 The
non-standard measures aimed at supporting financing conditions and credit flow to
the real economy, to an extent beyond that achievable by interest rate policy alone,
given that, on account of money market dysfunctioning, the transmission of the ef-
fects of decisions on the key ECB rates to the wider euro area economy had become
ineffective (see Box 2.3, as well as Table 6 in Chapter 5.2).
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also form part of the ESFS, which aims at forging a common supervisory mentality and
contributing to the creation of a single European financial market.

Among other things, the de Larosière report had recommended the establishment of
a new European System of Financial Supervision, consisting of three EU authorities (the
European Banking Authority, the European Securities Authority and the European In-
surance Authority).

ecB monetary policy and eurosystem interventions: 2008-2009

1. ecB Governing council decisions on rates

The intensified global financial turmoil in the wake of the collapse of Lehman Broth-
ers in September 2008 and the resulting higher uncertainty contributed to a consider-
able slowdown of economic activity in the euro area. In view of the less favourable
macroeconomic outlook and the stronger downward risks for price stability in the
medium term, the ECB lowered its interest rate on the main refinancing operations three
times in the last quarter of 2008, and another four times in a row until May 2009, when
this key Eurosystem rate came to 1%. Subsequently the rate on the main refinancing op-
erations remained unchanged at this level for approximately two years, until April 2011,
when it was reduced further.

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 2.3
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2. eurosystem interventions: non-standard monetary policy measures

Owing to the turmoil in international money and capital markets, liquidity shortages
were already observed since early August 2007 in the euro area as well. In addition, sev-
eral credit institutions were quite reluctant to extend interbank loans, considering that
counterparty risks were heightened. Amidst general uncertainty, credit institutions pre-
ferred to retain their cash assets rather than lending them to other banks through the in-
terbank money market. Liquidity shortage in the interbank market resulted in
considerable upward pressures on interbank rates.

In order to normalise interbank market conditions, already since August 2007 the
Eurosystem diversified and broadened its methods for providing liquidity to credit in-
stitutions (see Table 6 in Chapter 5.2). On 9 August 2007 the Eurosystem proceeded to
an extraordinary provision of liquidity. Thereafter, it conducted supplementary refi-
nancing operations, in addition to those programmed. Also, as from December 2007 it
provided to the euro area credit institutions, in cooperation with the US Federal Re-
serve (Fed), liquidity in US dollars with a maturity of about one month. Its cooperation
with central banks soon expanded to include the Bank of England, the Bank of Japan,
the Swiss National Bank and other national central banks (with adjustments and/or in-
terruptions as appropriate).

The intensification of the financial turmoil worldwide following the bankruptcy of
the Lehman Brothers investment bank in the US in mid-September 2008 triggered
the manifestation of serious problems in the banking system of many countries.
Owing to disruptions in the money market, short-term rates rose to particularly high
levels, both within and outside the euro area. The heightened tensions and disrup-
tions in the interbank market impaired the Eurosystem monetary policy transmission
mechanism.

Against this background, a very important measure adopted by the ECB in October
2008 was the provision of liquidity through fixed-rate tenders with full allotment. In
other words, euro area banks could receive from the Eurosystem unlimited liquidity at
the key ECB rate, provided that they could offer adequate collateral in the form of eligi-
ble assets, which means that the Eurosystem enhanced its intermediating role, largely re-
placing the operations which were conducted in money markets until then. This
development was reflected in the considerable increase of Eurosystem assets (see Chart
11 in Chapter 8.3.4 further below).

Other measures taken by the ECB Governing Council after October 2008 include in-
creasing the frequency of longer-term refinancing operations, widening the set of eligi-
ble assets (collateral) against which the Eurosystem provides liquidity to credit
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institutions, and lowering the spread between the marginal lending facility rate and the
deposit facility rate (i.e. narrowing the standing facilities corridor).1

As a whole, the non-standard monetary policy measures adopted by the ECB from
October 2008 onwards have been termed “enhanced credit support policy”. These meas-
ures targeted the banking sector, due to its pivotal role in the transmission of monetary
policy and the financing of the economy in the euro area,2 and helped normalise inter-
bank market conditions, contributing to financial stability. Specifically, since the last
quarter of 2008 —with the exception of a few short intervals— interbank rates have
fallen to low levels. The containment of counterparty risk in the interbank market also
contributed to this development.3

In 2009 the Eurosystem continued to implement non-standard monetary policy
measures. In more detail, it conducted three longer-term refinancing operations with a
maturity of one year, which ensured for banks broad and favourable access to liquidity
over a longer horizon, and thus facilitated the financing of the euro area economy. More-
over, as of July 2009 the Eurosystem started carrying out purchases of covered bonds is-
sued by banks, with a view to supporting the covered bonds market, which represents a
very important segment of the financial market in the euro area and a primary source
of funding for banks. By end-June 2010, when this programme was terminated, the Eu-
rosystem had acquired covered bonds of a total value of about €60 billion.

Since early 2009, money market rates, money market interest rate spreads and bank
lending rates have fallen considerably. The lower interbank market rates and the devel-
opments in government bond yields compared to 2008 set the stage for a gradual (and
cumulatively substantial) reduction of bank rates in all deposit and loan categories in
2009 (and in early 2010) in the euro area. In parallel, lower bank lending costs and debt
financing had a favourable effect on economic activity.

1 This lowering aimed at limiting fluctuations in the interbank overnight market rate (euro overnight
index rate − ΕΟΝΙΑ), as this rate can neither exceed the marginal lending facility rate nor fall short of the
deposit facility rate. In other words, this corridor represents a band within which the overnight rate fluc-
tuates, and thus in essence delineates the highest and lowest interbank market rates on overnight depo-
sits/loans. Its narrowing, on the one hand limits the volatility of the EONIA rate, and on the other hand
lessens the credit institutions’ incentives for raising funds through the interbank market. Correspondingly,
its widening helps generate sufficient incentives for banks to channel their excess liquidity into the inter-
bank market, instead of depositing it with the Eurosystem under the standing deposit facility. The width of
the corridor has fluctuated several times during the crisis. Since November 2013 it stands at 75 basis points.
2 As opposed to raising funds through capital markets, which is more widespread in other economies.
3 In addition to the enhanced credit support measures taken by the Eurosystem, the financial system
support measures that EU Member State governments adopted from October 2008 onwards also helped
to limit this risk.
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Given the normalisation of conditions in the financial markets, the ECB Governing
Council decided in December 2009 to initiate a gradual phasing out of some non-stan-
dard monetary policy measures it had adopted. Certain non-standard measures were
maintained for a while longer, so as to allow the continuation of the Eurosystem’s en-
hanced credit support policy that involved the supply of liquidity to the euro area bank-
ing system under favourable terms, whereas others were discontinued.

2.4 2008-2009: The crisis in Greece

Especially since its dramatic deterioration in October 2008, the global financial
crisis started to negatively affect the Greek economy as well, leading to a consider-
able weakening of expectations.

As regards public finances, in 2008 the (then recorded) general government
deficit exceeded 4% of GDP, resulting in the initiation of an Excessive Deficit Pro-
cedure (EDP) against Greece in April 2009, while public debt as a percentage of
GDP rose to almost 97%.3

Developments in 2008 already, clearly indicated that the condition of the economy
was bound to deteriorate, a fact confirmed dramatically the following year. Besides,
throughout 2008, there had been constant “warnings” from abroad.4 The previous
long period of strong growth supported the “naive forecast”5 that this would continue
in the coming years as well, while there were also specific reasons which delayed a full
manifestation of the impact of the global crisis (discussed further below).

The overall tone of the estimates regarding the Greek economy’s state in late
20086 and early 2009 is reflected in the Updated Stability and Growth Programme

3 Eventually, the deficit and debt figures for 2008 have been respectively revised to 9.8% and 112.9% of GDP.
4 Indicatively, already in early March 2008, the President of the ECB, Jean-Claude Trichet, responding to
a question on the widening of the spreads between Italian and German bonds, as well as the high yields of the
Portuguese, Spanish and Greek bonds, stated that this was a “wake-up call” on the need for policy makers to
be very cautious as regards fiscal policy (see press conference held on 6.3.2008). Two months later, answering
a question on the economies that for several years had recorded large current account deficits, he stressed
that these economies, “including Greece”, should monitor closely the cost competitiveness and relative com-
petitiveness indices, particularly if their competitive position had deteriorated and their level of employment
was unsatisfactory (see press conference held on 8.5.2008).
5 Α naive forecast is one that projects no change in an existing situation in the future. See Theil, H., Eco-
nomic Forecasts and Policy, Amsterdam, The Netherlands: North Holland, (1958) 1961.
6 It is characteristic that “concerns” were already being expressed in Europe about Italy or Greece exiting the Mon-
etary Union: in an interview to Frankfurter Allgemeine Zeitung on 17.12.2008, the President of the ECB, Jean-Claude
Trichet, asked about his thoughts on this matter, replied: “I don’t envisage such fantasies for one second!”.



2008-2011, submitted to the European Commission on 30.1.2009 with forecasts that
—against that background— were extremely optimistic.7

The conclusion drawn from the above has to be that in that period there was no
realisation of the severity of the situation and the risk of the global banking crisis
turning into a sovereign debt crisis for countries with high deficits and debts such
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7 Among other things, the programme stated the following: In 2009, growth would continue at a rate of 1.1%,
which would pick up to 1.6% in 2010 and to 1.9% in 2011. The government deficit as a percentage of GDP, which
stood at 3.7% in 2008, would remain at the same level in 2009 and fall to 3.6% of GDP in 2010 and even further in 2011
(to 2.6%). See the press release of the Ministry of Economy and Finance dated 30.1.2009.

Table 5 Timeline – Main economic developments in Greece and europe and
actions of the Bank of Greece, 2008-2009

2008

20.2.2008
Bank of Greece Monetary Policy Report 2007-2008: Recommendations for fiscal consolidation, the contribution of
social partners in ensuring price stability and improving international competitiveness, as well as decisive struc-
tural reforms across economic sectors.

22.4.2008
Bank of Greece Annual Report for 2007: The current growth model has exhausted its limits. It is imperative to press
ahead with structural reforms, aimed at improving the productivity and structural competiveness of the Greek
economy.

20.6.2008
George Provopoulos and Eleni Dendrinou-Louri sworn in as Governor and Deputy Governor, respectively, of the
Bank of Greece before the President of the Hellenic Republic Karolos Papoulias and in the presence of the Greek
Minister of Economy and Finance George Alogoskoufis.

15.9.2008 Collapse of Lehman Brothers. Merrill Lynch sold to Bank of America for USD 50 billion. On the following day, the
bailout plan for AIG is announced.

22.9.2008 Prime Minister Costas Caramanlis and Minister of Economy and Finance George Alogoskoufis visit the Bank of Greece.

30.9.2008 The Governor of the Bank of Greece and the Leader of the Opposition George Papandreou meet for a second time
in a month.

3.10.2008 Greece is the second euro area country to declare that it will guarantee bank deposits.

8.10.2008

Bank of Greece Monetary Policy Interim Report 2008: The Greek economy exhibits serious structural weaknesses
and chronic imbalances that have remained unaddressed for a protracted period. As the international economic con-
ditions deteriorate, the macroeconomic imbalances and structural problems will become all the more severe and
difficult to address.

9.10.2008 Coordinated cut in interest rates by the ECB, the Federal Reserve and five other central banks. The ECB lowers its
key rates by 50 basis points.

25.11.2008 Enactment of a law on enhancing liquidity in the economy to address the impact of the international financial crisis.

6.12.2008
The killing of a young student by the police triggers widespread rioting that lasts for several weeks in Athens and
other Greek cities.

CCoonnttiinnuueedd��
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Table 5 Timeline – Main economic developments in Greece and europe and
actions taken by the Bank of Greece, 2008-2009 (continued)

2009

8.1.2009 Cabinet reshuffle. Yannis Papathanasiou is the new Minister of Economy and Finance.

16.2.2009

Bank of Greece Monetary Policy Report 2008-2009: The widening yield spread will entail a higher future burden on
taxpayers. A multi-annual plan must be adopted, which will include all necessary reforms that were not imple-
mented in the past 15 years, with fiscal consolidation and the implementation of a wide range of structural reforms
in the public sector and in the product, services and factor markets being top priorities. 

3.3.2009 Ioannis Papadakis sworn in as Deputy Governor of the Bank of Greece.

15.4.2009 Bank of Greece Annual Report for 2008: First of all, Greece must break with the growth model of the past that even-
tually led to an impasse, i.e. a model of overconsumption, sizeable imports, and lasting twin deficits and debts.

23.6.2009 Financial Stability Report of the Bank of Greece.

28.7.2009 Bank of Greece Bulletin of Conjunctural Indicators for June-July 2009: Central government deficit in the first half of
the year exceeds expectations on the total deficit for the entire year 2008, coming to 7.2% of GDP (€17.9 billion).

2.9.2009 Prime Minister Costas Caramanlis meets with the Governor of the Bank of Greece, George Provopoulos.

2.9.2009 Addressing the Greek people, Prime Minister Costas Caramanlis calls early parliamentary elections on 4 October.
Beginning of the pre-electioral period.

8.9.2009 The Governor of the Bank of Greece briefs PASOK President George Papandreou and Ministers George Papakon-
stantinou and Louka Katseli on the state of the economy.

4.10.2009 Parliamentary elections are held: PASOK comes out as the leading party and forms a majority government.

9.10.2009
The Governor of the Bank of Greece meets with the new Finance Minister George Papakonstantinou. In his state-
ment after the meeting, George Provopoulos reports that the deficit for the first nine months is in the order of 10%
and looks set to rise to, if not exceed, 12% by the end of the year .

19.10.2009 The European Commission opens an investigation into the reliability of Greek data. Jean-Claude Juncker: “The
game is over”.

20.10.2009
Bank of Greece Monetary Policy Interim Report 2009: It is necessary to halt the twin deficits and speed up structu-
ral reforms. It is of vital importance to send a clear message to the markets that Greece is determined to imple-
ment a multi-annual plan of fiscal consolidation and structural reforms.

22.10.2009 The Greek authorities announce that the 2009 budget deficit is more than double its projection. The 2008 deficit is
also revised significantly upwards, compared with previous estimates.

22.10.2009 Fitch downgrades Greece’s credit rating from A to A-.

1.12.2009 The Monetary Policy Council of the Bank of Greece decides to cut by 20% the salaries of its members, including the
Bank’s Governor and Deputy Governors, thus setting an example for the country's overall cost reduction effort.

Source: Bank of Greece.



as Greece. On the contrary, the international crisis, galloping at rapid rates all over
the world, was treated as a distant phenomenon, irrelevant for Greece. 

2009 was a particularly crucial year as it saw the aggressive emergence of prob-
lems that, albeit pre-existing, had been ignored within the generalised climate of
complacency that had been fuelled by growth in the previous period. But, with the
onset of the global crisis, these problems were no longer controllable; addressing
them required taking immediate extraordinary measures and making long-term
coordinated efforts. However, it seems that it was hard, politically and socially, to
exert such efforts. 

A second decisive fact was the heavy impact of the political cycle on the efforts
to address these problems in a timely manner. Two elections were held in the course
of 2009, for the European Parliament in spring and for the Greek Parliament in Oc-
tober. This not only led to the typical fiscal result of the political cycle, namely higher
public expenditure and relaxation of the tax collection mechanism, but also pre-
vented the political system as a whole from converging on a minimum base of mu-
tual understanding in order to cope with the extraordinary conditions that were
patently in the offing. 

2.4.1  The climate deteriorates, confidence is shaken 

Adverse developments in 2009 were characterised by a derailing of fiscal ag-
gregates, with the deficit reaching 15.7% of GDP and public debt 129.7% of GDP.8

After fifteen years (1994-2008)9 of continuous growth, GDP fell in 2009 by
3.2%,10 despite the vast fiscal stimulus. Specifically, the general government deficit
came to 15.7% and the primary deficit to 10.5% of GDP. Compared with 2008, the
deficit widened by 5.8 percentage points and the primary deficit by 5.5 percentage
points of GDP. This widening was due to poor revenue performance (2008: 40.7%
of GDP, 2009: 38.3% of GDP) and increased general government expenditure (2008:
50.6% of GDP, 2009: 54.0% of GDP). Nevertheless, affected by lower investment and
private consumption, GDP fell and the economy officially entered into recession.11

Moreover, in the 2001-2008 period the cumulative loss of international competi-
tiveness reached 16.9% based on relative consumer prices and 27.7% based on rel-
ative labour costs.

36 | THE CHRONICLE OF THE GREAT CRISIS: THE BANK OF GREECE 2008-2013

8 Revised, final data. In April 2010 the deficit had been estimated at 13.6% of GDP and the debt at 115.1% of GDP.
9 A later revision of GDP showed a small decrease of 0.2% in 2008.
10 The initial estimate regarding the recession was 2.0%.
11 Later estimates put the beginning of the recession in 2008.



These developments dramatically heightened uncertainty about the economy’s
future, strongly affected expectations, and brought about a confidence deficit, which
in turn led to a downgrading of the economy’s credit rating and a considerable
widening of the yield spreads between Greek and German bonds. 

The banking system started facing serious liquidity problems, as the country’s
lower credit ratings restricted the banks’ access to the international interbank mar-
ket and later on to other funding sources as well. 

Already in January 2009, Standard & Poor’s downgraded the country’s credit rat-
ing from Α to Α-, due to the “Greek economy’s deteriorating loss of competitive-
ness”, keeping it nevertheless in the investment grade category. On account of this
downgrading, the spreads between Greek and German government bonds rose to
300 basis points in January and remained at this level until March 2009. Over the
next months the spreads stood somewhat lower, between 150 and 200 basis points,
but moved further upwards in the last months of 2009. 

A turning point concerning the further deterioration in confidence12 was the an-
nouncement by the Greek authorities on 22 October 2009 that the government
deficit in 2009 was more than double the projection and that the 2008 deficit was
also considerably higher than estimates up to that time. 

This large official revision of the deficit confirmed market, rating agency and in-
ternational media estimates that the fiscal problem of Greece was much graver than
what was suggested by the data available by then. This fact was drawing the markets’
attention to two crucial questions: First, whether the Greek authorities had the will
and the determination to implement a consolidation programme able to address
deficits of this magnitude and, second, whether the statistical data reliably recorded
the country’s fiscal situation. 

At the end of 2009, the markets’ answer to both questions was negative, corrob-
orated by the December ECOFIN decision, according to which Greece had failed to
sufficiently respond to the Council’s recommendation of April 2009, when the EDP
had been initiated. Specifically, by 27 October when the deadline expired, no meas-
ures had been taken. In addition, the decision stated that “new measures of the 2009
budget consist mainly of revenue-enhancing measures, partly temporary, and not
permanent measures on the expenditure side, as called for by the Council”. It is 
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12 In an interview published by the Dutch newspaper Het Financieele Dagblad on 25.11.2009, the President
of the ECB, Jean-Claude Trichet, was asked about the fiscal problems that Greece faced ever since its entry into
the euro area and whether this meant that the Stability and Growth Pact sanctions were ineffective. Quite
characteristically, J.-C. Trichet replied that, first of all, the Eurogroup, the European Commission and the
Greek authorities must improve the way fiscal data are produced, so that they can be reliable, and moreover,
that the Pact must be strictly implemented in full by all euro area countries.



characteristic that the largest downgradings of Greece’s credit rating in the course
of 2009, by all three major rating agencies, took place in December,13 following the
aforementioned ECOFIN decision.14

Various reports in the international media, questioning Greece’s ability to achieve
the required fiscal consolidation and align itself with the other euro area countries,
aggravated the adverse climate. In the first months of 2010 such reports multiplied,
focusing on the country’s public debt and possible bankruptcy and exit from the
euro area. Furthermore, as both the implementation of effective fiscal consolidation
measures in Greece and the adoption of EU decisions for a support framework con-
ditional on the implementation of an economic adjustment policy were taking
time,15 media reports about a risk of contagion of the crisis to other euro area coun-
tries, or even of a breakup of the euro area itself, proliferated. The Greek crisis had
thus become the potential catalyst of developments in the world economy.

2.4.2  Questioning of the statistical data

The doubts cast on the reliability of Greek statistical data turned out to be one
of the major factors that contributed to the loss of confidence. This questioning had
a long history, which was reflected in Eurostat reports. But, by the end of 2009, the
issue had grown out of proportion, both in Greece and, mainly, abroad. 

In 2009, the persistence with relatively optimistic deficit forecasts, although the
data during most of the year pointed to the opposite direction along with successive
revisions within a short period of time, dealt a decisive blow to the reliability of Greek
statistical data and contributed to the overall questioning of the country’s credibility.
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13 Fitch, Standard & Poor’s and Moody’s downgraded Greece’s credit rating respectively on 8 December
(from ‘Α-’ to ‘ΒΒΒ+’), on 16 December (from ‘Α-’ to ‘ΒΒΒ+’), and on 22 December (from ‘Α1’ to ‘Α2’).
14 In an interview to the Belgian newspapers De Tijd and L’Echo on 10.12.2009, the President of the ECB,
Jean-Claude Trichet, when asked about the large widening of the spreads of Greek (and Irish) bonds, reiter-
ated his statement on Greece made before the Committee on Economic and Monetary Affairs of the European
Parliament on 7.12.2009: “Given the seriousness of the situation, I am sure that the Greek government will soon
take the necessary bold measures”. A few days earlier, on 3.12.2009, during a press conference, he had stated
even more emphatically: “Taking into consideration the extreme gravity of the situation, I am sure that the gov-
ernment of Greece will make the appropriate and absolutely necessary decisions”. 
15 The ΕU had no available mechanism for providing financial support to euro area countries (although it
did have one for non-euro area EU countries) and had to create one from scratch: many analysts consider that
the relevant EU decisions took a long time until the Member States reached final agreement on 25.3.2010 (dis-
cussed in Section 4.5.2 further below). It should be noted, however, that the President of the European Coun-
cil, Herman Van Rompuy, denies that there was any delay on the part of the EU, as the request for financial
assistance was submitted by the Greek government in late April, while the decision to support Greece was
made by the Eurogroup on 2 May 2010 and confirmed by the euro area summit on 7 May 2010 (see Report of
the European Council for 2010). 



In October 2009, Eurostat explicitly expressed reservations regarding the reliability of
the fiscal data and did not confirm the deficit of 12.5% of GDP as revised by Greece.16

Moreover, in January 2010, the European Commission reprimanded and publicly crit-
icised Greece for providing unreliable fiscal data. This referred both to data reported
in the past (in the 1997-2003 period, examined in a Eurostat report of 2004, as well as
reservations expressed by Eurostat on five occasions after 2004), and, mainly, to the
data reported in April and October 2009. Indicatively, the Commission report ascer-
tains that: 

“Even if the existing governance framework for fiscal statistics at EU level
functions satisfactorily and enables improvements of a statistical and method-
ological nature, it cannot prevent deliberate misreporting of data”.17

It was only in April 2010 that Eurostat announced revised data on the fiscal deficit
of Greece in 2009, which was now estimated at 13.6% of GDP, a percentage further
revised upwards (to 15.4%) later. Thus, for several months and in a particularly cru-
cial period, uncertainty regarding the final level of the deficit persisted, a fact that
kept fuelling all sorts of conjectures about the country’s future and worsening its re-
lationship with its European partners.

2.4.3  The deterioration of the situation is not dealt with adequately 

The economic policy pursued, both before the elections held on 4 October 2009
and for a few months afterwards, was timid and the measures taken proved inade-
quate to halt the downward course of the economy. Indicatively, the new govern-
ment, although it released its estimate of the 2009 deficit (12.5% of GDP, against an
initial forecast of 3.7%) a few days after the elections, at the same time stated they
meant to implement the measures announced before the elections, which were
clearly expansionary in nature. 

In early 2009, economic policy planning had relied on the forecasts included in
the Updated Stability and Growth Programme, about a government deficit in the 
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16 This was because the data were communicated to Eurostat on 21 October and released on 22 October (ac-
cording to the schedule for all countries), so there was no time for them to be checked.
17 See European Commission, Report on Greek Government Deficit and Debt Statistics, 8.1.2010, COM(2010)
1 final. Moreover, in an interview to the German magazine Focus on 19.1.2010, the President of the ECB, Jean-
Claude Trichet, emphatically stated that “we shall never again accept fiscal data that do not reflect reality”
and that “proper auditing of the data must always be possible”, adding that in February (2010) the European
Commission would submit proposals that would “dramatically improve” the relevant framework – something
that was absolutely crucial.
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order of 3.7% of GDP in 2009. Soon enough, however, it became clear that this ini-
tial forecast was not compatible with the actual facts, and that the deficit would fi-
nally stand much higher. As mentioned earlier, the forecast regarding the 2009
deficit was then (22.10.2009) set at 12.5%, and subsequently at 12.7%, while the 
estimate for 2008 was 7.7%. Despite the drastic revision of the 2010 Budget, passed
in December 2009, the impression continued to prevail that the crisis could be over-
come by means of a relatively mild —compared to the size of the problem— fiscal
adjustment programme. 

Thus, in late 2009 and early 2010, the economy’s fundamentals were out of track,
with vast public revenue shortfalls and increases in public expenditure, deficit and
debt, whereas the balance of payments deficit remained at historically high levels, 
although the economy was now already in recession. 



3The Bank of Greece
warns aBouT The severiTy
of The imminenT crisis:
2008-2009

3.1 Public interventions, warnings and policy proposals

The Bank of Greece (BoG) monitored closely the unfolding of the global finan-
cial crisis, voicing concerns about its possible impact on the Greek economy, par-
ticularly in terms of GDP growth, fiscal deficit and external debt. Of course, there
were reasons that delayed a full manifestation of the impact of the global crisis. The
Governor of the BoG, in a speech in late 2008, had referred to the factors which, in
the early phase, had limited the impact of the crisis on the Greek economy. These
factors were the economy’s weak export orientation, the fall in oil prices on the world
market combined with the domestic economy’s high oil dependence, as well as the
low mobility of the labour force and the rigidity of wages with respect to real eco-
nomic conditions. Nevertheless, as he noted,1 it was a paradox that “…the Greek
economy may even stand to be ‘protected’ in the short run by some of its chronic
structural weaknesses”. The Governor emphasised that such phenomena “…should
not be misinterpreted or lead to complacency”, and summarised the views of the
BoG as follows:

“The only safe way to shield our economy […] is to courageously tackle its
imbalances and structural weaknesses, so as to set into motion a far-
reaching, more outward-looking, stronger and sustainable growth dynamic.
Such a dynamic can only rely primarily on: enhancing the productive base
through investment; constantly strengthening and qualitatively upgrading
competition in all markets; and, above all, implementing a wide range of
structural reforms, particularly in the broader public sector.

1 Speech at an event held by the Foundation for Economic and Industrial Research (ΙΟΒΕ) on 15.12.2008.



Especially this last issue must be highlighted and prioritised. Without ex-
tensive and groundbreaking changes in the structure of the broader public
sector, the deficits and debts that today represent a major source of problems
cannot be reined in. And the slower the progress made in the structural com-
ponent of our public finances, the harder it will be to restore investor and
market confidence in our economy’s prospects”.

Two months earlier, in October 2008, in its Monetary Policy Interim Report, the
BoG had presented in detail its basic reasoning, which can be summarised as fol-
lows:

The negative implications of the international crisis on national economies vary
depending on their respective structural features. These features define the ability of
each to absorb exogenous shocks without facing major problems as regards domestic
production, fiscal management and the balance of payments.

In the case of Greece, the implications of the crisis can be particularly adverse be-
cause, despite its strong growth in recent years, the economy exhibits serious structural
weaknesses and chronic imbalances, which have not been adequately addressed for
many years. Therefore, unlike the situation in other countries, for Greece the risks to-
day do not stem from the credit system, which is fundamentally sound and stable. The
main problem of our economy is its chronic macroeconomic imbalances, which limit
its ability to adjust accordingly and deal with the impact of the crisis. Such imbalances
include:

• The fact that the strong growth in domestic demand did not contribute to a cor-
responding and adequate strengthening of the productive base and potential out-
put, as well as of the international competitiveness of the Greek economy. The
insufficiency of domestic supply relative to domestic demand is reflected in the
alarmingly large widening of the current account deficit and the accumulation of
a high external debt, developments that, if not reversed, will have an adverse im-
pact on our country’s growth prospects and standard of living.

• The large fiscal deficits created by the fast growth of primary expenditure and de-
lays in limiting tax evasion and broadening the tax base.

• The substantial competitiveness losses, which for the period from 2000 to 2008
cumulatively exceed 25% and feed into the large widening of the current account
deficit.

• The high public debt, which is one of the most serious structural problems and a
source of macroeconomic imbalance. The structural nature of this problem is
clearly evidenced by the fact that in the last fifteen years, despite the extremely
favourable conditions for its reduction, the debt-to-GDP ratio has remained prac-
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tically unchanged —at 99% on average— while debt as an absolute figure con-
tinued to increase.

Based on the above reasoning, the BoG argued that economic policy should give
higher emphasis and priority to the more permanent factors and the long-term out-
look, and made the assessment that sustained higher growth rates without inflation
could only be achieved if the required bold structural changes are advanced and
completed with determination.

The BoG called particular attention to the need to continue and strengthen fis-
cal consolidation. This view was expressed at a time when influential voices called
for a more expansionary policy to stimulate demand, according to the then common
practice of other European countries that had provided fiscal incentives to boost
demand. The BoG argued that there was no room for a traditional type of expan-
sionary policy, due to three reasons: the large fiscal deficit, the high level of public
debt and the large current account deficit. Fiscal consolidation, according to the
BoG, had to be achieved by reducing primary expenditure, improving the quality of
public expenditure, and limiting tax evasion.2

Finally, to shield the economy against the adverse international conjuncture and
the imminent crisis, the BoG kept reiterating, time and again, the need for structural
reforms that would improve the operation of the markets, the business environment
and the functioning of the broader public sector.

In general, by contrast to the then widespread illusion that the crisis could be
dealt with through ad hoc interventions only concerning the symptoms, the BoG
was sending out early warning signals, being very clear as regards the severity of the
situation and the need for a radical reorientation of economic policy. In its reports
published in April3 and October 2008, as well as in February, April and October
2009, it stressed that the country’s macroeconomic imbalances and structural prob-
lems would become much larger and more severe as the global economic situation
worsened − and thus more difficult to address. It also voiced concerns about the
eventuality of increasingly higher borrowing costs and mentioned that a widening
of the spread between Greek and German government bonds would entail a higher
burden on taxpayers in the future. At the same time it underlined the urgent need
to send a clear message to the markets that Greece is determined to implement a
multi-annual plan of fiscal consolidation and structural reforms.
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2 Monetary Policy Interim Report 2008, October 2008, pp. 23-25.
3 In April 2008 (Annual Report 2007, pp. 112-113) the Bank was warning: “More recently, the conditions
favouring debt reduction have weakened. Specifically, the rise in the average rate on new government bor-
rowing (from 3.2% in 2005 to 3.8% in 2006 and 4.4% in 2007), coupled with the anticipated slowdown in eco-
nomic growth, strengthens the debt ratio dynamics and makes it more difficult to achieve fast debt reduction”.



Particular mention is due to the BoG’s clear warnings with reference to the de-
railing of the central government deficit in 2009, long before it became evident that
the deficit would turn out to be much higher than what was initially estimated. The
BoG, in the context of the information it provides on a monthly basis through its
Bulletin of Conjunctural Indicators, in the course of 2009 regularly published the
data on the constantly worsening situation as regards the cash deficit of central gov-
ernment, which in the seven months from January to July 2009 had reached 7.2%
of GDP, while in the first eight months of the year had already surpassed 8%. Given
such cash deficit developments, it was obvious that the official estimate of the cen-
tral government deficit had to be drastically revised4 and urgent measures were
needed to halt its rapid widening. The BoG reports and publications regarding the
fiscal deficit, reproduced across all types of media, sent clear messages that provided
an early warning about the difficulties that lay ahead.

The Governor of the BoG, in order to stress even further the importance of these
messages for the economic policy required, had meetings, before the elections, with
the then Prime Minister and the Leader of the Opposition (on 2 and 8 September
2009, respectively). In both these meetings the Governor expressed the view that
the data already published by the BoG were pointing to a 2009 deficit bordering on
a double-digit percentage of GDP, possibly higher than 10%. On 4.10.2009, during
the annual meeting of the International Monetary Fund in Istanbul, the Governor
of the BoG publicly stated that the cash deficit for the nine months stood at 10%. A
few days later, on 8.10.2009, right after a meeting with the Finance Minister, he pub-
licly expressed the view that “given the current trend and the fact that there still re-
main three more months for the year to end, the deficit will exceed 12%”.

On 24 November 2009, when the large overshooting of the deficit compared with
the initial forecasts had already been announced, the Governor of the BoG, speak-
ing before the Greek Parliament, noted:

“I would like to recall that in its recent Reports the BoG had systematically
and monotonously called attention to the pressing need to rein in the ex-
tremely high fiscal deficit and the debt, which were steadily deteriorating. As
you know, the BoG monitors (and publishes on a monthly basis) the central
government cash deficit. The relevant data were showing that in every month
of this year the deficit was almost double year-on-year. For example, before
the elections (specifically, on 18 September), we published figures for the cash
deficit in the first eight months, which reached 8% of GDP. Based on these
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4 The deficit was first revised on 2.10.2009, with the announcement of a forecast of 6%, and then again
later in the same month, when the forecast became 12.5%.



data, it could be estimated that the twelve months would end with a double-
digit percentage, unless bold corrective measures were to be taken in the re-
mainder of the year”.

Previously, in an interview on 1 November 2009,5 the Governor of the BoG had
been even clearer:

“Before the elections, it was apparent that the course of fiscal develop-
ments was steadily worsening, a fact recorded in the BoG’s Reports. Those
who read them are quite familiar with our ‘cry of agony’ in view of the risks
from the deteriorating public finances. Even the recent elections, were they not
proclaimed on account of the severity of the fiscal problem? It is therefore cer-
tain that all citizens were aware of the negative fiscal situation and I believe
that the BoG has played an important role in pointing it out. Consequently,
those who today claim not to have been properly informed by us on how bad
the course of our country’s public finances was, must not be living in Greece”.

The large and repeated revisions of the fiscal data in the course of 2009 led, as al-
ready mentioned (see Chapter 2), to a stern questioning of the Greek statistical data
and an intervention by Eurostat. On 15 March 2012, speaking before the Parlia-
mentary Committee of Inquiry concerning the 2009 deficit, the Governor of the
BoG underlined that the country’s statistical problems did not regard only the year
2009 but a long period of wrong administrative choices. The Governor referred
specifically to a Report by Eurostat,6 stressing that it depicted in full the situation ex-
isting for a series of years, not just 2009. It should be noted that the Eurostat report
was particularly critical of Greece as regards the state of fiscal statistics. In more de-
tail, with respect to the revisions of fiscal data, it stated:

“Revisions of this magnitude in the estimated past government deficit ra-
tios have been extremely rare in other EU Member States, but have taken
place for Greece on several occasions. These most recent revisions are an il-
lustration of the lack of quality of the Greek fiscal statistics (and of macro-
economic statistics in general) and show that the progress in the compilation
of fiscal statistics in Greece, and the intense scrutiny of the Greek fiscal data
by Eurostat since 2004 (including 10 EDP visits and 5 reservations on the
notified data), have not sufficed to bring the quality of Greek fiscal data to the
level reached by other EU Member States”.

Equally clear were the Bank’s warnings regarding the debt. In its Monetary Pol-
icy Interim Report, in October 2009, the BoG was pointing out that the dynamics of
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5 Newspaper Kathimerini, 1.11.2009.
6 Eurostat, Report on Greek government deficit and debt statistics, 8.1.2010.



public debt developments was adverse, as markets could possibly deem the an-
nounced fiscal consolidation inadequate. In such a case, the BoG estimated that gov-
ernment borrowing rates would rise anew, a fact that would hamper fiscal
consolidation. This in turn would heighten market concerns about the sustainabil-
ity of fiscal consolidation and trigger a vicious circle of increasing debt and wors-
ening expectations.

The same BoG Report included a study summarising the impact of high public
debt7 and analysing the problems this creates in all sectors of the economy, as well
as the ensuing distortions and risks. As this study states:

“In order for the effort to reduce high public debt to bear fruit, expedited
fiscal consolidation will be required in the forthcoming years. Because of the
economic crisis and the possibility of a slow or delayed recovery, a substan-
tial reduction in the debt levels cannot stem from the favourable relationship
between real interest rates and real GDP growth this time. Therefore, a sub-
stantial reduction in public debt can only come from the achievement of high
primary surpluses”.

The Governor, speaking at the annual meeting of the IMF held on 4-5.10.2009
in Istanbul, summarised the economic policy proposals of the BoG as follows:

“To achieve a robust growth rate in the future, Greece will need to ad-
dress the challenges of the persistently very large current-account imbalances,
the big fiscal deficits, and the worrisome high debt levels. These imbalances
are the result of structural rigidities, which have undermined competitive-
ness over time. To restore competitiveness and remove the imbalances, a dual
agenda needs to be concurrently implemented: first, a multi-annual pro-
gramme of fiscal consolidation, which can reduce risk premia and crowd-in
private investment, raising the growth potential of the economy; second, bold
and wide-ranging institutional reforms in the public sector and structural re-
forms in product and labour markets, which can enhance productivity and
raise the employment rate. Only by undertaking these reforms will the Greek
economy be able to become more competitive and increase its growth poten-
tial and the prosperity of its citizens”.

It is worth mentioning that these proposals by the BoG placed emphasis on a
comprehensive approach to the notion of growth and on the importance of engag-
ing in a genuine social dialogue under the crisis conditions that prevailed. A fuller
account of these proposals can be found in the Bank’s Monetary Policy Interim Re-
port of October 2009:
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7 Monetary Policy Interim Report 2009, pp. 111-117.



“We should reorient ourselves towards a multi-dimensional concept of de-
velopment that would also encompass environmental protection and im-
proved income distribution. […] The crisis in the Greek economy should
[therefore] be seen as both a challenge and an opportunity for the compre-
hensive reorientation of economic policy and for the promotion of new growth
dynamics […].

At the present juncture and for the first time in years, the Greek society is
becoming aware of the big and chronic problems that could lead to disastrous
developments in the future, if not addressed in a timely manner. It is also be-
coming all the more apparent that there is no leeway for delay or half-mea-
sures, if Greece is to find a way out of the current deadlock and if confidence
in the prospects of the economy is to be restored. The global crisis and the
critical economic situation can act as a catalyst for an open and meaningful
dialogue with the social partners on the reforms of the public sector (public
administration, fiscal management, social security, education) and of prod-
uct and labour markets; such reforms are a prerequisite for attaining the
above-mentioned objectives. A dialogue that gets to the heart of the matter
would be a first step towards making up for our past failures to communicate
effectively, while also strengthening civil society and enhancing respect for in-
stitutions, which has been insufficient until now”.

As regards the banking system, the main assessment by the BoG in 2009 was that,
in contrast to what was the case in other countries where the crisis originated in
banks and then dragged the economy along, the course in Greece was the opposite:
the crisis in the public sector and the downgrading of the credit rating of the Greek
sovereign debt had weighed heavily upon banks, which thus suffered correspon-
ding downgrades and liquidity shortages. The main message that the BoG kept send-
ing throughout that year was the reassurance that, despite the negative effects of the
macroeconomic environment, the Greek banking system remained fundamentally
sound.

In June 2009, the BoG published the results of the stress tests conducted on the
basis of hypothetical scenarios agreed with the IMF. The purpose of these tests was
to assess the resilience of the Greek banking system to unexpected and strong ex-
ogenous shocks, and the banks’ ability to cope with them. The BoG estimated at the
time that the test results were encouraging.

In its Financial Stability Report published in June 2009, the BoG stated that, ac-
cording to the stress test results, the banking sector was in a position to cope even
with particularly strong shocks, the likelihood of which was extremely low. In fact,
in the concluding statement of the IMF mission (May 2009) it pointed out that “the
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authorities’ response to the financial crisis has been appropriately pro-active...”, and
that “the banking system appears to have enough buffers to weather the expected
slowdown”.8

Referring to the banking system in general, the Governor of the BoG pointed
out at the time that:

“In matters relating to banking supervision and financial stability there is
no room for even the slightest complacency. My main priority, since the first
day I took up my duties, has been to protect financial stability. In view of the
increased risks resulting from the weakening economic activity, high market
volatility and the prevailing liquidity conditions, I have asked banks to im-
plement the kind of policies that ensure financial resilience, stability and
health.

I have also urged them to make use of the government plan [for the sup-
port of liquidity – see Section 3.2.2 in this chapter], so as to enhance liq-
uidity in the economy. I have asked them not to distribute any dividends,
to substantially increase their provisions for bad debts, and to reduce
bonuses to their executives. All these measures create additional ‘cushions’
that shield banks in the difficult times we are experiencing. Nevertheless,
continued vigilance is required”.9
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2008-2009: studies, publications and analyses - decisions and initiatives aimed at

better informing the public

As mentioned previously, in 2008-2009, while the crisis was already intensifying in

other countries, the BoG increased the number of its analyses and recommendations as

regards the economic policy orientations Greece needed to urgently adopt. These very

clear warnings and policy proposals voiced by the BoG were documented through ana-

lyses and studies on specific topics, published mainly in the Annual Reports of 2008 and

2009 in the form of boxes or appendices to specific chapters. These interventions, as

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 3.1

8 IMF, “Greece: 2009 Article IV Consultation, Concluding Statement of the Mission”, Athens, 25.5.2009.
9 Speech by the Governor of the BoG in a conference on “The role of the banking system for the exit from
the crisis and for long-term economic and social development”, organised by the Economic and Social Com-
mittee of Greece on 25.6.2009.
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well as the decisions and initiatives mentioned below, were aimed at better informing the
Greek public on pivotal issues of the economy – which was deemed necessary.

Moreover, as of early 2009 the BoG strengthened its relations with the central banks
and supervisory authorities of South East European countries, focusing on matters of sur-
veillance and financial and economic crisis management; already since 2008 the Bank had
been closely monitoring developments in the economies of SE Europe.1

Meanwhile, in the summer of 2008 a new specialised ‘Real Estate Market Analysis
Section’ was set up in the BoG’s Economic Research Department, in order to improve the
amount and quality of information on the property market, which is of great importance
for the economy in general and the banking system in particular.2

Also, in May 2009, on the initiative of the Bank’s Administration, the Economic Re-
search Department launched a Working Group on Social Policy and Labour Market Is-
sues, bringing together BoG researchers and university professors (in the context of the
programme of cooperation with academia it had initiated).

On 16 June 2009 it was announced that, on the initiative of the Governor of the BoG,
a Committee of prominent scientists was set up to prepare a study on the economic, so-
cial and environmental impacts of climate change in Greece. The ‘ΕΜΕΚΑ’ (Greek
acronym for Climate Change Impacts Study Committee) was entrusted with assessing the
cost of climate change for the Greek economy, the respective cost in case of inaction, as
well as the cost of the measures to be adopted under the relevant European Union policy
for mitigating the impacts of climate change. The study began in March 2009, scheduled
to be completed in two years.3

On 27 May 2009, in cooperation with the Hellenic Observatory of the London School
of Economics, the BoG organised a conference on the costs of the financial crisis and the
design of exit strategies.

1 Already in March 2008 the 3rd annual meeting of the South-Eastern European Monetary History Net-
work had taken place in Athens, while in the summer of 2008 the new ‘Analysis of Economic Develop-
ments in Eastern European and Mediterranean Countries Section’ had been set up in the BoG’s Economic
Research Department. On 16.10.2009, the BoG, in cooperation with SEESOX (South East European Stud-
ies at Oxford), held a conference on the ‘Challenges and prospects of South East European economies in
the wake of the financial crisis’. Furthermore, in the context of cooperation between the central banks of
SEE countries, on 19-21.11.2009 the BoG and the Bank of Albania jointly organised in Athens a workshop
on issues of economic research in the region.
2 To support the work of the new unit, credit institutions were required to report relevant data, and a
digital database was created. On 29.4.2009, the Section organised a conference on the latest developments
and prospects of the real estate market (the proceedings of which were published in December 2009).
3 In connection with this, the Annual Report 2008 (April 2009) inaugurated the inclusion of a special
chapter reporting on international and Greek policies for climate change management, environmental pro-
tection issues and developments in the energy sector.



3.2 2008-2009: Government, BoG and Eurosystem actions
to support the banking system

During the first phase of the global crisis (2008-2009) the financial sector was
particularly hit — especially bank liquidity, which was extremely squeezed.

All over the world, in order to cope with the new conditions, central banks were
forced to give their monetary policies a new direction, abandoning practices of the
past and adopting new orientations.10

In Greece, during the first two years of the crisis the banking system did not suffer
the immediate losses recorded in other countries. However, it progressively came to
face the impact of the fiscal crisis, which resulted in a downgrading of the country’s
credit rating and led to a corresponding downgrading of the banking system. The
ensuing restriction of sources of bank funding exacerbated the problem as of early
2009, and Greek banks increasingly resorted to the Eurosystem to secure liquidity.

In that period the BoG sought to support the banking system, on the one hand
by ensuring its effective operation through the establishment of new rules, and on
the other hand by strengthening its liquidity. In parallel, Greek banks were also ef-
fectively supported by the new interventions of the Eurosystem. In more detail:

3.2.1 Intensified micro-prudential supervision of credit institutions

In 2008, the already enhanced supervision of banks became even stricter, pur-
suant to the new banking law 3601/2007 (to the formulation of which the BoG had
contributed greatly) and the Governor’s Acts associated with the banking law, as
well as due to the adoption of guidelines issued by the Committee of European
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Finally, in November 2009, a brief study by the Bank’s staff was published (The 1929
crisis, the Greek economy and the annual reports of the Bank of Greece for the years 1928-
1940, in Greek) and was presented during a related event organised by the Foundation of
the Hellenic Parliament (a research institute).

10 “The experience of the first five years following the crisis shows that all central banks have adjusted their
monetary policies along hitherto unexplored lines: some certainties have been abandoned and no new para-
digm has yet been formulated. The wish is to put an end to the emergency and return to normality where the
rules are based on a well-established discipline of long standing, but it is not known with any certainty what
reality will emerge in the long term”, Mario Draghi, “The euro, monetary policy and reforms”, speech at the
LUISS Guido Carli University, Rome, 6.5.2013.



Banking Supervisors (CEBS). The most important new elements of the supervisory
framework are presented in Box 3.2.

On the basis of the new directions and rules, and in view of the increased risks
associated with the weak economic environment, the high uncertainty in money
and capital markets and the prevailing conditions of low liquidity and reduced
profitability, the BoG kept calling upon banks to pursue appropriate policies for
promoting financial stability. In this context, the BoG emphasised the need to
raise loan-loss provisioning, cut costs and diversify sources of funding. At the
same time, given that during that period the South East European economies came
up against increasing risks, the BoG recommended to Greek banks active in these
countries to carefully assess the local economic conditions, as well as the eventu-
ality of finding themselves exposed not only to credit risk, but to exchange rate
risks as well.

Following the recommendations of the BoG, banks adopted a more conservative
provisioning policy, based not only on static indicators of portfolio quality, but also
on the dynamics of economic and credit conditions in the current circumstances
and addressing the adequacy of core capital buffers for covering unexpected losses.
In parallel, the BoG tightened its supervisory framework, slashing the expansion
plans of banks with identified inadequacies in their internal control systems and in-
creasing, as per case, the minimum capital requirements of banks.
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new elements introduced in the banking supervision framework in 2008

• Modernisation of the provisions on credit institutions’ capital increases, as well as
on transparency and eligibility of their shareholders that can be very influential in case
of wide dispersal of shares.

• Introduction of a totally new risk-based methodology for calculating capital re-
quirements, based on distinct individual risk parameters, including operational risk pa-
rameters.

• Reform of the inspections based on a risk-based approach.
• Introduction of requirements on credit institutions to disclose information mainly

on: (i) the companies in the group of a credit institution; (ii) the credit institution’s own
funds and the method of calculating its capital adequacy; and (iii) its exposure to each
and every category of risk.

Box 3.2



In 2008, the BoG set up a specialised Financial Stability Department, with a view
to strengthening macro-prudential supervision. This Department monitors the sta-
bility of the Greek financial sector, analysing developments and prospects at system
level. At the same time, it supervises the means of payment used and the payment
clearing and settlement systems operating in the country, so as to ensure their ef-
fectiveness and reliability and, particularly, help limit systemic risk. This develop-
ment was part of a broader trend towards enhancing the role of macro-prudential
supervision, at both European and global level, after the financial crisis had demon-
strated the importance of the notion of systemic risk.11

3.2.2 Law 3723/2008 on strengthening liquidity

The collapse of Lehman Brothers in September 2008 caused serious shocks in the
global financial system. Governments, central banks and other competent authori-
ties proceeded to coordinated actions so as to restore confidence and smooth oper-
ation of the financial markets. In summary, in their core these actions involved
—directly or indirectly (through government guarantees)— enhancing the liquid-
ity of national economies and strengthening the banks’ capital base, so as to mitigate
the impact on the real economy and minimise the likelihood of a credit crunch.

Against this background, and in implementation of the key principles agreed
during the informal euro area summit on 12 October 2008 (and adopted by the Eu-

52 | THE CHRONICLE OF THE GREAT CRISIS: THE BANK OF GREECE 2008-2013

11 It should be recalled that the EU has set up the European Systemic Risk Board, while bodies with similar
powers and responsibilities have also been set up in the US, the United Kingdom and other countries.

• Establishment of alternative methods for calculating banks’ capital requirements for

their exposures connected with securitisation.

• Introduction of: (i) qualitative criteria for calculating each credit institution’s capi-

tal adequacy, in addition to quantitative ones; and (ii) a procedure for the assessment by

the BoG of each credit institution’s overall compliance with its supervisory obligations.

• Amendments to, and codification of, the applicable provisions on the control of

large exposures.

• Codification of the provisions on credit institutions’ supervisory reporting obliga-

tions to the BoG and identification of the related parties and hence their transactions

therewith come under specific supervisory provisions.



ropean Council on 15-16 October 2008), the Greek Parliament passed Law
3723/2008 on the enhancement of liquidity in the economy so as to deal with the im-
pact of the international financial crisis. The law aimed at shielding the Greek econ-
omy by strengthening liquidity, so as to mitigate pressures on lending rates and
facilitate credit institutions in extending loans to households and enterprises.12

The BoG, owing to the importance of boosting liquidity and financing the econ-
omy, contributed substantially to the drafting of the law. It also provided the neces-
sary technical support during the law’s implementation period, having
recommended that the financial support should be allocated to banks based on each
one’s capital adequacy and liquidity needs. In parallel, as banks initially appeared
reluctant to take advantage of the measures in fear of a potential negative market re-
sponse (stigma effect), the BoG urged them to have recourse to the provisions of
the law in order to strengthen their capital base and alleviate the tight credit condi-
tions. Indeed, banks improved their capital adequacy and the contraction of credit
growth turned out to be considerably smaller than what was anticipated given the
depth and the duration of the recession.

3.2.3 Stress tests

In addition, the BoG started conducting stress tests, which constitute an impor-
tant risk management tool. These tests, on the one hand, detect the major risks un-
dertaken by banks and, on the other hand, explore the potential impact on their
financial position in the event of extreme and low-probability situations, which are
projected under hypothetical scenarios, so that for purposes of precaution and readi-
ness their risk management policy may be adapted accordingly.

In a period during which the international financial turmoil was causing chain
negative reactions across various markets or regions, resulting in an inability to ac-
curately estimate the systemic implications and the impact on the real economy, the
liquidity stress tests conducted were an important tool for assessing the banking sys-
tem’s ability to cope with such situations. In fact, the test results helped both the su-
pervisory authority and the banks to adapt in time to the imminent challenges and
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12 The law provided for: (i) a recapitalisation scheme, whereby up to €5 billion would be injected to eligi-
ble banks in exchange for preference shares acquired by the Greek State; (ii) a government guarantee scheme,
covering securities (up to €15 billion) that would be issued by credit institutions with a 3-month to 5-year
maturity (which was later extended); and (iii) a securities scheme, i.e. the issuance of special government
bonds (up to €8 billion) with a maturity of up to 3 years, provided to eligible credit institutions so as to be used
as collateral that would enable them to enhance their access to liquidity, in particular through financing from
the ECB or from other banks in the interbank market.



successfully address the impact of the crisis manifest by then. At that particular point
in time, the possibility of a “haircut” (restructuring) of public debt could not have
been envisaged even as a remote eventuality, and thus could not have been included
in the scenarios. The stress test results were showing that banks, though not without
some difficulty, were able to cope with the impact of the financial crisis.

3.2.4 The Greek banks and the importance of the decisions of the Eurosystem

The Greek economy was affected by the global financial crisis with some lag. In
the course of 2009 it recorded a considerable slowdown in credit expansion to the
private sector (households and enterprises). Owing to the restriction of funding
sources, from early 2009 onwards the Greek banks started relying heavily on the
Eurosystem for raising liquidity (see Charts 11 and 12 in Part Two). In this context,
the decision made by the ECB in May 2009, i.e. to maintain the low level of mini-
mum credit threshold for assets in the Eurosystem collateral framework for the pro-
vision of liquidity, was particularly important.

Moreover, the worsening macroeconomic environment inevitably affected the
quality of the Greek banks’ loan portfolio as well. The last months of 2009 (and,
mainly, the first quarter of 2010) saw a considerable rise in the liquidity risk Greek
banks were facing, as their funding sources were restricted further and deposit out-
flows started being recorded (see Table 14 and Chart 4 in Chapter 6, Section 3). At
the same time, the successive downgradings of the Greek government’s credit rat-
ing by international rating agencies limited the banks’ access to the markets for rais-
ing funds and increased their borrowing costs, while in parallel the value of the
bonds Greek credit institutions held in their portfolios ―and therefore the value of
the available collateral― decreased.

Nevertheless, the most important challenge for banks in the euro area (includ-
ing Greece) had to do with carrying out the necessary adjustments to the size and
structure of their balance sheets, without however limiting the availability of credit
to the non-financial sector of the euro area, given that numerous businesses lacked
access to capital markets for raising funds. In this respect, banks in the euro area pro-
ceeded to further strengthen their capital base, also taking advantage of the recap-
italisation possibilities offered in the context of measures for supporting the financial
sector established by Member State governments.
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4
PART TWO: 2010-2013

A new europeAn environment
is being built from 2010 onwArds

In 2010 the financial crisis evolved into a sovereign debt crisis in some euro area
countries, posing a direct threat to the stability of the economic and monetary
union. Greece found itself at the epicentre of the crisis, as the weakest euro area
economy with large (fiscal and current account) deficits and serious structural prob-
lems. By early May 2010, it had become clear that one country’s problem had turned
into a problem for the euro area as a whole. The European leaders came to impor-
tant decisions for coping with the crisis and averting its future re-emergence; these
decisions represent the beginning of the most significant effort to reform the EMU
since its inception.

At this time, the European Union was looking into the experience of the crisis,
in search of new governance orientations, ones that would define a new operational
framework for EMU and the Member States’ economies, a new institutional setup.
For the countries of the euro area, the environment thus shaped required greater
consistency in abiding by fiscal obligations and introducing new rules for all eco-
nomic policies, in addition to fiscal policy. The crisis appeared to set the EU and
the euro area on a new course, having as a main objective the convergence of the
Member States’ economic policies. This entailed long-term commitments to achieve
fiscal balance, improve competitiveness, and harmonise rules on the operation of
markets and the banking system.

The crisis resulted not only in the adoption of longer-term objectives for chang-
ing the existing structures, but also in a key decision – the one regarding financial
support of countries facing problems. This choice was neither easy, nor self-evident;
this is why it met with some serious resistance. In the end, however, the choice pre-
vailed, as it was based on European criteria – i.e. the view that the default of one
Member State would have very serious side-effects for the entire euro area.



All of the above delineated the objective reality within which the Greek economy
had to function in the years of the crisis, and will be required to function in the fu-
ture:

- In the medium term, meeting the terms of the support programmes was, and
still is, a primary condition for European solidarity to continue.

- In the long term, the Greek economy must work towards a new growth model,
one that will be in line with the new reality as it is being shaped at European level.

4.1 2010: Decisions for supporting the Member States −
in search of systemic solutions

On 11 February 2010, the euro area Heads of State or Government declared that
they support the efforts of the Greek government and its commitment to take any
action required in order to ensure the achievement of the ambitious targets set in the
stability programme for 2010 and the following years, and called upon the Greek
government to promote with determination all the necessary measures so as to re-
duce the fiscal deficit by 4% of GDP in 2010. Their statement emphasised that euro
area countries would take decisive and coordinated action, if necessary, to safeguard
financial stability in the entire euro area, and also clarified that the Greek govern-
ment had not requested any financial assistance.

On 25 March, the Heads of State or Government of the euro area countries, af-
ter reconfirming their statement made on 11 February, reached an agreement which
specified that “as part of a package involving substantial International Monetary Fund
financing and a majority of European financing, euro area member states, are ready
to contribute to coordinated bilateral loans”. They also agreed on the need to improve
and complement the framework for ensuring sustainable public finances in the euro
area, and to enhance its ability to act in crisis periods (see Box 4.1.).

On the basis of the aforementioned decision, a mechanism for the support of the
Greek economy by the euro area countries and the IMF was activated in early May
2010, after the Greek authorities had drawn up an economic policy programme that
was accepted —as a condition for the provision of financial support— by the Com-
mission in cooperation with the ECB and by the IMF.1
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1 Following a request made by the Greek government on 23.4.2010, the Finance Ministers of the euro area
countries reached on 2.5.2010 an agreement on the support package for Greece, which was officially an-
nounced by the euro area Heads of State or Government on 7.5.2010. The official IMF decision to grant a 3-
year loan of €30 billion to Greece was made on 9.5.2010.



The decisions of the euro area countries to provide a financial assistance pack-
age, with IMF participation, to Greece and —a few months later (on 7 December
2010)— to Ireland took into consideration the fact that market pressures had ren-
dered prohibitively high the cost of borrowing for both the public and the private
sectors, as well as the risk of an uncontrollable systemic spread of the crisis, ini-
tially to the European South and thereafter to the core of the euro area. The fi-
nancial assistance, which consisted in bilateral loans at special interest rates and
with specific maturities, was accompanied by strong binding terms (conditional-
ity), reflecting on the one hand the common interest of the euro area and soli-
darity within it, and on the other hand the responsibility of each Member State
vis-à-vis its partners.
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eu decisions on the support mechanism for greece and other member states,
march-April 2010

1. statement by the euro area Heads of state or government, brussels, 25 march 2010:

main points

“We reaffirm that all euro area members must conduct sound national policies in
line with the agreed rules and should be aware of their shared responsibility for the eco-
nomic and financial stability in the area.

[…] The consolidation measures taken by Greece are an important contribution to
enhancing fiscal sustainability and market confidence. The Greek government has not
requested any financial support. Consequently, today no decision has been taken to ac-
tivate the below mentioned mechanism.

In this context, euro area member states reaffirm their willingness to take determi-
ned and coordinated action, if needed, to safeguard financial stability in the euro area
as a whole, as decided the 11th of February.

As part of a package involving substantial International Monetary Fund financing
and a majority of European financing, euro area member states, are ready to contribute
to coordinated bilateral loans.

This mechanism, complementing International Monetary Fund financing, has to be
considered ultima ratio, meaning in particular that market financing is insufficient. Any
disbursement on the bilateral loans would be decided by the euro area member states by
unanimity subject to strong conditionality and based on an assessment by the European

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηbox 4.1
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Commission and the European Central Bank. We expect Euro-Member states to partici-
pate on the basis of their respective ECB capital key.

The objective of this mechanism will not be to provide financing at average euro area
interest rates, but to set incentives to return to market financing as soon as possible by risk
adequate pricing. Interest rates will be non-concessional, i.e. not contain any subsidy ele-
ment. Decisions under this mechanism will be taken in full consistency with the Treaty
framework and national laws.”

2. statement on the support to greece by euro area member states, brussels, 11 April 2010

“Following the statement by the Heads of State and Government of the euro area on
25 March, Euro area Member States have agreed upon the terms of the financial support
that will be given to Greece, when needed, to safeguard financial stability in the euro area
as a whole.

Euro area Member States are ready to provide financing via bilateral loans centrally po-
oled by the European Commission as part of a package including International Mone-
tary Fund financing.

The Commission, in liaison with the ECB, will start working on Monday April
12th, with the International Monetary Fund and the Greek authorities on a joint pro-
gramme (including amounts and conditionality, building on the recommendations ado-
pted by the ECOFIN Council in February).

In parallel, euro area Member States will engage the necessary steps, at national level,
in order to be able to deliver a swift assistance to Greece.

Euro area Member States will decide the activation of the support when needed and
disbursements will be decided by participating Member States.

The programme will cover a three-year period. The euro area Member States are re-
ady to contribute for their part up to € 30 billion in the first year to cover financing needs
in a joint programme to be designed with and co-financed by the IMF. Financial support
for the following years will be decided upon the agreement of the joint programme.

In order to set incentives for Greece to return to market financing, Euro area Member
States loans will be granted on non-concessional interest rates. The pricing formula used
by the IMF is an appropriate benchmark for setting euro area Member States bilateral
loan conditions, albeit with some adjustments. Variable-rate loans will be based on 3-
month Euribor. Fixed-rate loans will be based upon the rates corresponding to Euribor
swap rates for the relevant maturities. A charge of 300 basis points will be applied. A fur-
ther 100 basis points are charged for amounts outstanding for more than 3 years. In con-
formity with IMF charges, a one-off service fee of maximum 50 basis points will be
charged to cover operational costs.



In parallel (on 8-9.5.2010), the euro area summit and the euro area Finance Min-
isters decided to establish a provisional European Financial Stability Facility (EFSF),
accessible only to euro area countries. This Facility was provided with guarantees
amounting to €440 billion following a decision on June 17 (in addition to the
amounts granted for the support of Greece and a further amount of €60 billion avail-
able at EU level),2 in order to prevent the recurrence of similar debt and confidence
crises in the future, and to protect stability in the euro area.

The ECB’s monetary policy stance remained accommodative in 2010, while the
Eurosystem kept resorting to the use of non-standard monetary policy measures,
with a view to improving the financing conditions and boosting the flow of bank
credit to the real economy. The ECB activated an additional non-standard meas-
ure, the Securities Markets Programme, and intervened in the secondary market by
purchasing government bonds issued by some countries,3 in order to address dys-
functioning in financial markets that jeopardised the smooth operation of the mech-
anism for the transmission of monetary policy effects to the real economy (see also
Chapter 5.2).

These decisions, combined with the better-than-anticipated results of the EU-
wide stress tests of banks in July 2010 and the positive performance of adjustment
programmes in the first months of their implementation, led to a partial restora-
tion of investor confidence, but only in the short run. Markets continued to treat the
provisional support mechanism with scepticism, deeming the size of its available
funds insufficient to cope with a broader debt crisis in Europe. The yield spreads of
government bonds issued by relatively weaker countries vis-à-vis corresponding
German bonds remained at high levels, while new reports in the international me-
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For instance, as of April 9th, for a three-year fixed-rate loan granted to Greece, the

rate would be around 5%.

The Eurogroup is confident that the determined efforts of the Greek authorities and

of its European Partners will allow to overcome the fiscal and structural challenges of the

Greek economy. In this context, the Eurogroup welcomes the budget execution in the first

months of the year, which shows that the measures taken so far are bearing fruit.”

2 See the interview of J.-C. Trichet in Libération on 8.7.2010.
3 The specific ECB actions are detailed in Chapter 5.2, along with the national breakdown of the bonds pur-
chased by the Eurosystem. See also Chapter 8.3.5.



dia were discussing an increased probability of euro area breakup, at the same time
questioning the future effectiveness of the bailout mechanisms and the European
leaders’ determination to jointly resolve the debt crisis in Europe.

Thus, a few months later, in October 2010, the European leaders decided to alle-
viate pressures by creating a permanent crisis-resolution mechanism, the European
Stability Mechanism, thereby confirming their will to take all necessary actions in
order to safeguard the stability of the financial sector and of the euro area in general.

Developments were now making obvious the strong interdependence of EU
Member States and the need for closer coordination of their fiscal and economic
policies. So, for the first time in 2010, the issue of a “European economic gover-
nance in the EU-27” was raised, with a view to developing a common economic
agenda and a strong, comprehensive monitoring framework at EU level. The new
framework would require all Member States to make long-term commitments, par-
ticularly as regards fiscal discipline and the focus of their economic policy on im-
proving competitiveness – i.e. precisely the two major challenges Greece had to face,
one way or another.

Specifically, in May 2010 the Commission proposed a strategy for strengthening
economic governance in the EU, by introducing the idea of the “European Semes-
ter”, synchronising the assessment of the Member States’ fiscal and structural poli-
cies and seeking to enhance the Member States’ compliance with the rules and
principles of the Treaty and the Stability and Growth Pact. For the euro area it was
additionally proposed to enhance macroeconomic surveillance, by establishing offi-
cial procedures, in order to identify and correct macroeconomic imbalances in a
timely manner. This strategy was laid down in September 2010 in six specific leg-
islative proposals (known as the “six-pack”). The new elements of these proposals
consisted in: (i) the fact that fiscal discipline and sanctions took both fiscal deficit
and public debt into account; (ii) a simplified decision-making process through the
introduction of the reverse qualified majority voting rule (meaning that the Com-
mission’s proposal is adopted unless rejected by the Member States’ special major-
ity); and (iii) the creation of a list of economic indicators (scoreboard) for the
quantitatively monitoring of macroeconomic imbalances.

One month later, in June 2010, the European Council approved the EU’s
“Europe 2020” strategy, a 10-year growth strategy that focused on long-term struc-
tural reforms to address the challenges emerging from globalisation, demographic
developments and climate change, aiming towards a more competitive EU in terms
of production and innovation. In parallel, in October 2010 the European Council
approved the report by the Task Force headed by Mr. Van Rompuy, which pointed
to the same direction.
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In combination with the decisions to strengthen economic governance and
safeguard stability in the euro area, the European leaders and the EU institutions
implemented in the course of 2010 a series of decisions that had been taken in
2009 for the reform of the financial sector. Specifically, the European Systemic
Risk Board (ESRB) was set up, with the active involvement of the ECB. Its re-
sponsibilities include monitoring and assessing the risks to the stability of the fi-
nancial system as a whole (“macroprudential supervision”) and providing early
warnings and recommendations to the Member States. This Board was comple-
mented by the European System of Financial Supervisors (ESFS) for the supervi-
sion of the individual financial institutions (“microprudential supervision”),
composed of three new European Supervisory Authorities, according to the rec-
ommendations of the de Larosière report (see Chapter 2.2). Also, in June 2010, it
was agreed to introduce a system of taxes and levies on financial institutions, in
order to ensure fair participation in the systemic risk limitation costs of the fi-
nancial sector. Finally, in order to increase transparency, it was decided that banks’
stress test results would be published.

With Greece returning as a main item of discussion in the G7 meeting (in Oc-
tober 2010), the issue of restructuring the debts of euro area countries was voiced
for the first time during the German chancellor’s meeting with the French President
in Deauville, resulting in an upward surge in the interest rates on government bonds
of the euro area periphery, and primarily on those of Greece. Proposals for the
issuance of euro bonds were rejected, on the grounds that a mutualisation of the
debt would weaken the fiscal and reform efforts of the countries with deficits, whilst
creating at the same time moral hazard problems in the rest of the countries.

4.2 2011: Developments in Greece heighten uncertainty about the
future of the euro

In 2011, the public debt crisis in the euro area intensified. In April 2011, Portu-
gal became the third country to request financial assistance; its economic adjust-
ment programme was adopted by the Eurogroup on 17 May 2011. At the same time,
in the second half of the year there were heightened fears of a possible exit of Greece
from the euro, which worsened confidence both at home and abroad.

In the first half of 2011 the situation remained under control. In January, the
new economic and fiscal coordination framework, the European Semester, started
being implemented, while the new financial sector supervision system was
launched. Moreover, in March 2011 the provisional financial stability mechanism
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was further improved, as the European Financial Stability Facility was granted the
possibility to intervene in exceptional circumstances in the primary market for
government bonds, and the terms of the permanent European Stability Mechanism
were agreed, with a real lending capacity of up to €500 billion and a nominal cap-
ital of €700 billion. In addition, it was decided to change the terms of the bilateral
loans extended to Greece, by lengthening their maturity to 7.5 years and lowering
their interest rate by 100 basis points, thus allowing some relief as regards the serv-
icing of the debt.

However, economic and financial conditions deteriorated in the second half of
2011, mainly in the more exposed and vulnerable economies, such as Greece. The
international community, particularly the US, expressed deep concern that a possi-
ble default of Greece would produce chain reactions in the euro area, thereby neg-
atively affecting the global economy. From every direction, euro area leaders were
increasingly urged to take determined and coordinated action, so as to avoid a trans-
mission of the peripheral countries’ problems to the core of the euro area. The chal-
lenge for the European leaders was dual: on the one hand, direct and urgent action
had to be immediately taken to protect financial stability in the euro area and pre-
vent any defaults of Member States; on the other hand, the credibility of the euro had
to be restored. Thus, the European leaders deemed it necessary to arrive at even
bolder and substantial decisions, in order to avert the likelihood of a systemic col-
lapse. In July 2011, under strong market pressures, discussions began on a second
support package for Greece, while controversy peaked concerning the way to han-
dle the Greek fiscal crisis – particularly as regards “private sector involvement” (PSI)
in a possible haircut of the Greek public debt. Germany insisted in a cut involving
the private sector, to which France was opposed, deeming that such a haircut would
contribute to a contagion of other euro area countries with the Greek problem. The
ECB as well, was not in favour of the idea of cutting the Greek debt, due to its po-
tential significant impact on the financial stability of the euro area.4 The ECB had re-
peatedly expressed its opposition to any debt-haircutting forms that would not be
purely voluntary but would involve elements of compulsion, while it also wanted to
prevent any “credit event”, “default” or “selective default”.

In the end, an agreement was reached to grant a new, second assistance package
to Greece, amounting to €109 billion, as well as to proceed with a cut of the debt on
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4 See, inter alia, ΕCB, Monthly Bulletin, Box 5 “Private sector involvement and its financial stability impli-
cations”, October 2011, p. 43, and Lorenzo Bini Smaghi (member of the ECB’s Executive Board), “Private sec-
tor involvement: From (good) theory to (bad) practice”, speech before the Reinventing Bretton Woods
Committee, Berlin, 6.6.2011.



the basis of a voluntary involvement of the private sector. Although it was made
clear that Greece constituted a special / unique case,5 markets and investors deemed
that the new agreement was setting a precedent for the involvement of the private
sector in the haircuts of the public debts of other countries experiencing difficulties
as well.

The results of the annual EU-wide bank stress testing exercise conducted in July
2011 confirmed the feeling that the banking sector of the EU was still facing serious
challenges. In August and in the fall of 2011, the interest rates on the government
securities of some of the larger euro area countries rose dramatically.

The governments of the euro area countries now had to deal with the markets’
strong doubts regarding the sustainability of EMU in its existing institutional form.
The euro, this “material and symbolic heart of the Union” (in the words of Herman
Van Rompuy), was facing the greatest confidence crisis since its introduction, in an
environment of increasing financial uncertainty, economic recession and unem-
ployment.

In November 2011, the Commission launched a consultation on its proposals
for a joint debt issuance in the euro area, examining the possible benefits as well as
the risks of issuing “Stability Bonds”. In December 2011, the European Council clar-
ified its approach to the private sector’s involvement in public debt write-offs. Specif-
ically, it explained that the Treaty for the establishment of the European Stability
Mechanism would explicitly require abidance by the principles and practices of the
IMF. This meant that the terms and conditions for all new bonds would include
standardised and identical Collective Action Clauses, in such a way as to ensure
market liquidity. It was agreed to review the adequacy of the European Stability
Mechanism funds in March 2012. Moreover, it was decided to provide the IMF with
additional funds amounting to up to €200 billion, in the form of bilateral loans, so
that it would have adequate resources at its disposal for dealing with crises.

Finally, the European Council adopted a new Fiscal Compact that would be rat-
ified by the euro area countries and other EU Member States on a voluntary basis.
Ratification of this compact would reflect the countries’ strong political commit-
ment to a closer and irrevocable fiscal and economic integration, so as to substan-
tially improve the outlook for fiscal sustainability and public debt in the euro area.
In the same period, the Commission proposed two new Regulations for enhancing
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5 This fact was also stressed by the President of the ECB, who added that a credit event as well as a default
were averted (as the ECB had asked), while for the eventuality of selective default it was provided that gov-
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on 21.7.2011 and interviews in Süddeutsche Zeitung on 23.7.2011 and Le Point on 27.7.2011).



fiscal supervision in the euro area (the “two-pack”), while the “six-pack” for
promptly identifying and correcting macroeconomic imbalances entered in force
in December 2011.

With respect to Greece, on 26 October 2011, the EU Summit approved the new
financing package, as well as the debt reduction (PSI). The new agreement revised
a previous one reached on 21 July 2011, mainly as regards the part referring to the
voluntary involvement of the private sector in the bond exchange, with a 50% nom-
inal discount on the notional Greek debt held by private investors.

Based on the agreement’s provisions at the time, the debt would fall to 120% of
GDP by 2020. Despite the positive effects of the PSI on public debt reduction, grow-
ing political and social reactions in Greece —which led to a proposal by the Prime
Minister, George A. Papandreou, to carry out a referendum on the new loan agree-
ment (which, in the eyes of the European leaders, would be equivalent to a referen-
dum on whether to exit the euro area or not)— sharply increased uncertainty in the
country, leading to a massive outflow of deposits, acute liquidity and private-sector
financing problems, and a major deviation of the adjustment programme from its
implementation course. Developments in Greece were now largely driving interna-
tional economic sentiment, especially in Europe. Twice in the period 2008-2012,
measurements of uncertainty regarding economic policies in Europe recorded peaks
attributed to developments in Greece. The first time, in 2010, coincided with the
country’s recourse to the support mechanism. The second time, at end-2011, coin-
cided with the announcement of plans for a referendum (see Chart 1). It is worth
mentioning that in the second case the relevant European Policy Uncertainty Indi-
cator reached its highest level recorded throughout the entire global crisis period
(2007-2012).

4.3 2012: Speeding up the efforts to institutionally restructure
the EU − sentiment gradually improves

The year 2012 was a turning point for the EU and a resilience test for the euro
area. In June 2012, Cyprus became the fourth6 euro area country to submit a re-
quest for assistance. Fears of a euro area breakup, heightened in the first half of the
year, gradually subsided, while efforts towards a genuine completion of EMU in-
tensified. Restoring confidence in fiscal prospects and the banking sector, boosting
liquidity and getting back on a growth track became cornerstones of the European
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endeavour. The decisions made resulted in an institutional and legislative rein-
forcement of the principles of responsibility and reciprocity between euro area coun-
tries. However, recession and rising unemployment, particularly in the economies
of the European South, rendered the achievement of these targets difficult.

European policy in the course of 2012 focused on the implementation of the fis-
cal rules, the correction and monitoring of macroeconomic imbalances, and the sta-
bility of the financial system. In March 2012, the leaders of the 25 EU Member States
signed the “Treaty on Stability, Coordination and Governance” of EMU (also known
as the “Fiscal Compact”), which finally came into force in January 2013. The con-
tracting parties were required to introduce in their national legislation a fiscal rule
for a budgetary position in balance or in surplus, as well as a corrective mechanism
that would be automatically triggered in cases of considerable deviation from the
medium-term target or from the adjustment course leading to it.

At the same time, amid strong concerns with regard to the Italian, Spanish and
Portuguese bond spreads, the ECB continued to use non-standard monetary policy
measures to provide liquidity to banks.

But fiscal consolidation and the confidence crisis made the conditions of eco-
nomic recession and high unemployment worse, with serious social repercussions
in several European countries. Austerity policies were questioned and it was argued
that it was imperative to support demand and strengthen the growth potential of Eu-
ropean economies. Recognising the need to accompany fiscal consolidation with
measures that foster growth and employment, the European Council adopted in
June 2012 the “Compact for Growth and Jobs”.7

In parallel, the euro area came by a more credible and clear proposition regard-
ing its long-term outlook and strategy, through the publication on 26 June 2012 of
a report by the four Presidents (of the European Council, the Eurogroup, the Com-
mission, and the ECB) titled “Towards a genuine EMU”, along with a commitment
to prepare a specific roadmap by the end of the year. The final report, presented at
the European Council of December 2012, along with the Commission’s “Blueprint
for a deep and genuine Economic and Monetary Union”, describe in detail the next
steps to be taken for the creation of a robust and stable structural design in the fi-
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7 This Compact was mainly aimed at: (i) encouraging job creation, labour mobility and investment for skills ac-
quisition; (ii) maintaining drivers of growth such as investment in energy, innovation and education; (iii) further
deepening the Single Market, particularly in the digital industry; (iv) supporting innovation, research and indus-
trial competitiveness; and (v) strengthening the role of trade as a driver of growth. The Compact also included a
commitment to finance the EU economy through the mobilisation of €120 billion for investment, including €55
billion from the EU Structural Funds, €5 billion from the pilot initiative for “project bonds”, and another €60 bil-
lion from the European Investment Bank (after the increase of its capital by €10 billion).



nancial, fiscal, economic, and political sectors, in order to support the stability of the
euro and of the EU as a whole. All key choices related to the Member States’ eco-
nomic and fiscal policies would be subject to coordination, endorsement and sur-
veillance at EU level.

These decisions made it even clearer that participation in the monetary union en-
tailed close interdependence and shared responsibility. Crisis prevention, manage-
ment and resolution tools improved and, on 3 October 2012, the Treaty for the
establishment of the European Stability Mechanism (ESM) came into effect, fol-
lowing its ratification by the national parliaments of all the euro area countries. En-
abling in principle the recapitalisation of financial institutions directly by the
mechanism, this Treaty made the ESM “the world’s most capitalised international
financial institution and the world’s biggest regional firewall”.8

Pressed by the issue of the Spanish banks’ recapitalisation, the Summit of June
2012 turned the financial climate in Europe to a more positive direction. The Eu-
ropean leaders decided to create a Single Supervisory Mechanism (SSM) for all euro
area banks, something that would have been unimaginable only a few months ear-
lier. The general guidelines of the legal framework for the SSM (which will have be-
come fully operational by end-2014) were agreed during an extraordinary ECOFIN
meeting in December 2012. Under these guidelines the ECB will be directly re-
sponsible for supervising the largest financial institutions of the euro area and for the
overall operation of the SSM, which will pave the way towards the use of the Euro-
pean Stability Mechanism to directly recapitalise banks in the future.

As banking supervision is essentially transferred to a single supervisory mecha-
nism, safeguarding financial stability also necessitates a single resolution mechanism
to ensure an effective bank resolution framework able to adequately protect deposi-
tors and, above all, taxpayers in cases of crises in the banking sector. The European
Commission was called upon to submit a relevant proposal by end-2013. It did so on
10 July 2013, aiming for the proposal to be adopted in the course of 2014, thereby
allowing the single resolution mechanism to start operations as of 1 January 2015.
The ECOFIN has already adopted these proposals. Under these new arrangements
the negative feedback loop between fiscal and banking crises is markedly weakened
(see also Section 4.4 of this Chapter and Box 4.2 further below).

The markets’ confidence in the euro area was further improved thanks to series
of other events, such as the new Greek government’s reaffirmation of its commit-
ment (in June 2012) to meet the targets of the economic adjustment programme, the
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election of a new government in the Netherlands (in September 2012), the positive
ruling of the Federal Court of Justice of Germany (Bundesgerichtshof) regarding
the permanent European Support Mechanism (in September 2012), Ireland’s “par-
tial” return to the markets (in July 2012), and the new agreement on the sustain-
ability of the Greek debt (in November 2012). Another fact that acted as a catalyst
in regaining much of the confidence lost and in diminishing the risk of a euro area
breakup was the ECB’s decision to activate a new programme for the purchase of
government bonds (on 6 September 2012), i.e. to undertake Outright Monetary
Transactions (OMTs) which allow for unlimited purchases of government bonds
under strict conditionality, so as to address fragmentation in the financial markets.
(See also Chapter 5.2 “The financial crisis and the interventions of the Eurosystem”).

4.4 2013: Towards a new institutional European setup

The main developments in this respect in the course of 2013 were the following:
• European leaders reached an agreement on the Community Budget for the

seven-year period 2014-2020 (in February 2013). The agreement provided for
an expenditure ceiling of €960 billion, an amount lower by 3% compared to
the previous Budget (for 2007-2013) for the first time in the history of the EU.
Special provisions were made for Greece. On 27.6.2013, the Presidents of the
European Parliament, the European Commission and the European Council
arrived at a political agreement for more flexibility in expenditure, without
prejudice to the above ceiling.

• The Fiscal Compact came into effect as of 1.1.2013, following its adoption by
Finland as well.

• In February 2013, the European Parliament, the European Commission and
the European Council came to a political agreement on the “two-pack” regu-
lations for strengthening the fiscal surveillance mechanisms in the euro area.

• In 2013, in parallel with the completion of the above institutional and legisla-
tive interventions, emphasis was placed on the social dimension of EMU
(through the adoption —at the Spring and Winter meetings of the European
Council— of initiatives for youth employment), as well as on enabling the con-
clusion of contracts between EU Member States and the EU institutions, with
a view to strengthening competitiveness and growth. At the same time, it was
made clear that a further enhancement of economic governance should be ac-
companied by mechanisms that ensure the highest degree of democratic legit-
imacy and accountability.
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• With respect to the integrated financial framework, in 2013 considerable
progress was made towards the creation of a Banking Union in the euro area
(see Box 4.2).
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progress towards the establishment of banking union in 2013 and the involvement
of the bank of greece

1. the four pillars of the banking union

The establishment of a European banking union is a major step towards a genuine
economic and monetary union in Europe. As agreed by the Heads of State or Government
of euro area Member States and announced by the European Commission in June 2012,
the banking union, building on a common rulebook for banks, comprises four additio-
nal, inextricably interconnected, pillars: (a) a single supervisory mechanism for banks, (b)
a single resolution mechanism, (c) a single deposit protection scheme, and (d) a single
mechanism for direct bank recapitalisation. With regard to the latter two pillars, the ro-
admap towards Banking Union includes1 harmonised national deposit guarantee sche-
mes, as well as a common backstop arrangement, similar to the Hellenic Financial
Stability Fund and the European Stability Mechanism, which will ensure the necessary
funds for a direct recapitalisation of banks without the involvement (burdening) of so-
vereigns. The European banking union, coupled with the single monetary policy, will en-
tail manifold benefits for Europe. First of all, it will contribute to ensuring financial
stability and a more efficient functioning of EU banks – and therefore a more effective fi-
nancing of firms and households. Furthermore, it will contribute considerably: (a) to the
economic union of Europe, by increasing the degree of convergence between Member
States as regards the operational framework of the financial services sector and its su-
pervision, and at the same time (b) to breaking the vicious circle between the problems
facing banks and the fiscal imbalances of European countries. This is particularly of re-
levance for Greece, given that, unlike other European countries, the Greek crisis did not
originate from the banking system, which suffered the consequences of the fiscal crisis.

After its adoption by the European Parliament (September 2013) and its final ap-
proval by the ECOFIN Council, a Council regulation conferring specific tasks on the

box 4.2

1 See Herman Van Rompuy, “Towards a genuine Economic and Monetary Union”, December 2012.
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ECB concerning policies relating to the prudential supervision of credit institutions (i.e.
the creation of a Single Supervisory Mechanism for the euro area) was published in the
Official Journal of the European Union and entered into force. This means that the ECB
will assume its banking supervision responsibilities in November 2014.

The Bank of Greece has played an active role in many ways in the whole process of the
creation of the Single Supervisory Mechanism.

First of all, the Bank participates in the supreme decision-making body of the ECB, as
its Governor is a member of the ECB’s Governing Council. Besides, it represents the co-
untry in several fora and has taken part in the consultation on the SSM legislative package
in the context of the SSM Working Group of the European Council and the European
Commission. Lastly, the Bank has been actively involved in the SSM preparatory works
through its representatives in the High-Level Expert Group, the Working Group and in
other related sub-groups.

2. proposals on a resolution framework

The creation and operation of a single supervisory mechanism is an important step
towards European banking union. However, in order to ensure effective supervision, the
mechanism must be accompanied by a credible solution for dealing with ailing banks
whose situation cannot be remedied. Towards this end, a further decline in uncertainty,
a strengthening of market discipline concerning credit institutions’ business choices, and
a restoration of confidence both in the banking system and in its ability to finance eco-
nomic growth will be achieved by pre-determining the procedures to be followed for re-
covery and resolution of credit institutions which encounter difficulties or are not
viable. Two relevant legislative proposals were prepared and submitted to competent EU
institutions for approval.

Proposal for a Directive: The Directive establishing a framework for the recovery
and resolution of credit institutions and investment firms was endorsed by the ECOFIN
Council (June 2013), while on 18 December 2013 an agreement was reached between the
Council and the European Parliament. The Directive was expected to be adopted by the
plenary session of the European Parliament in April 2014. The Directive aims, apart from
preserving financial stability, at ensuring that the competent authorities are equipped with
all necessary and effective means to tackle bank crises pre-emptively and implement re-
solution measures when needed. In the event that a bank’s financial condition has dete-
riorated to such an extent that it cannot be remedied, the Directive shall maintain
continuity of the bank’s critical economic functions, by ensuring that resolution costs are
borne primarily by shareholders and creditors and not by taxpayers. The Directive pro-
vides for, among other things, the bail-in tool, which should be applied in a way that re-
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spects the preferential treatment of creditors with uninsured deposits (who are private

individuals or SMEs) over the remaining creditors and the shareholders of a failing bank.

It should be noted that, in any event, deposits of up to €100,000 are fully guaranteed, as

they are protected by national Deposit Guarantee Schemes.

Proposal for a Regulation: Furthermore, the European Commission presented (July

2013) a legislative proposal for a Single Resolution Mechanism, with a view to setting up

a Single Resolution Board for banks in the euro area and a Single Bank Resolution Fund.

This mechanism should complement the Single Supervisory Mechanism (SSM) and

ensure that if, notwithstanding stronger supervision, a bank subject to the SSM

faced serious difficulties, its resolution could be managed efficiently with minimal costs

to taxpayers. More specifically, the Regulation aims at breaking the vicious circle bet-

ween banks and sovereigns, as well as at effectively shielding the European financial sy-

stem, by restoring depositor and investor confidence. The Single Bank Resolution Fund

will be funded by annual contributions paid by credit institutions in Member States par-

ticipating in the Single Resolution Fund, thereby ensuring a relative adequacy of reso-

urces. In the event that additional funds are required, the Regulation envisages

extraordinary ex-post contributions from credit institutions or the Single Resolution

Fund’s borrowing from third parties (such as national governments, financial institu-

tions, etc.). According to the proposals that were submitted until early 2014, the target

is that the Fund’s resources should correspond to €55 billion by 2025. Under the Greek

Presidency, following a political agreement reached at the Council level on the Single

Resolution Mechanism, in January 2014 the trilogue discussions between the European

Council, the European Parliament and the European Commission started and led to an

agreement on 20 March.

The Bank of Greece participated in the Council’s Working Groups regarding the pro-

posals for a Bank Recovery and Resolution Directive and Regulation, while it prepared

comprehensive strategy proposals, comments and memos, in order to provide its exper-

tise to the Greek Ministry of Finance. It should be noted that under the Greek Presidency

of the EU, which started in January 2014, the Bank of Greece set up a working group in

close cooperation with the Ministry of Finance to handle the relevant dossier; negotiations

with the European Parliament were chaired by Bank of Greece officials on behalf of the

Council. Finally, the Bank of Greece, as a resolution authority, is expected to play a key part

as soon as the Single Resolution Mechanism becomes operational.



• Moreover, for 2013 and the coming years the time-frame presented in the Com-
mission’s “Blueprint for a deep and genuine Economic and Monetary Union” (in
December 2012) envisaged the following:

In the short term (within 6 to 18 months)
– Implementation of the “six-pack” and the “two-pack” legislation; establishment

of a Single Resolution Mechanism for banks in difficulty, following the adop-
tion of the Single Supervisory Mechanism.

– Establishment of a “convergence and competitiveness instrument” within the
EU budget, separate from the Multiannual Fiscal Framework, to support the
timely implementation of structural reforms. Such support will be based on
commitments included in “contractual arrangements” to be agreed between
individual Member States and the Commission.

In the medium term (within 18 months to 5 years)
– Further strengthening of the collective exercise of fiscal and economic policies

—including tax and employment policies— alongside the creation of a proper
fiscal capacity. A special fiscal capacity for the euro area should rely on own
resources and provide adequate support to important structural reforms in
large economies under distress. This “capacity” could be developed on the ba-
sis of the “convergence and competitiveness instrument”, but it would best be
founded on new and specific provisions in the context of amendments to the
Treaties.

– A debt redemption fund subject to strict conditionality and the common is-
suance of euro “treasury bills” could also be examined as additional means for
the reduction of public debt and the stabilisation of financial markets.

– The monitoring and management of the fiscal capacity and other instruments
should be entrusted to an EMU Fund, operating within the European Com-
mission.

In the long term (beyond 5 years)
– Provided there is an adequate degree of integration in terms of sovereignty, re-

sponsibility and solidarity at EU level, it would become possible to establish
an autonomous euro area budget that would provide a fiscal capacity for the
EMU to support Member States facing economic shocks.

– An integrated framework of economic and fiscal governance would allow the
common issuance of public debt, which would strengthen market functioning
and monetary policy implementation. This would be the final stage of EMU.
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5THE EUROSYSTEM TAKES
NEW ACTION TO SUPPORT
FINANCIAL STABILITY:
2010-2013

From 2010 onwards, the Eurosystem was again faced with a challenging envi-
ronment, with renewed tensions in financial markets. These included the strong
tensions observed in some bond markets, particularly since May 2010, reflecting the
debt crisis; the period of the debt crisis was characterised by serious disruptions in
the monetary policy transmission mechanism. During that phase as well, the ECB’s
response was immediate, combining both standard and non-standard monetary
policy measures.

5.1 2010-2013: The decisions of the ECB’s Governing Council
on interest rates

Throughout 2010 and in the first quarter of 2011 the ECB maintained its
accommodative monetary policy stance, as inflationary pressures in the euro area re-
mained moderate. The ECB’s Governing Council decided to keep the Eurosystem key
interest rates unchanged at historically low levels. The rate on the main refinancing
operations remained at 1%. But in April and July 2011 the Governing Council de-
cided to raise the Eurosystem’s key interest rates, by 25 basis points each time, as there
were signs of accelerating inflation in the euro area.

However, since November 2011 the ECB key interest rates followed a steady
downward course, mainly due to subsiding inflationary pressures. Following five
successive reductions in November 2013 the rate on the main refinancing opera-
tions stood at 0.25%. By maintaining extremely low interest rates and supplying am-
ple liquidity to the banking system, the Eurosystem’s monetary policy will assist in
the gradual recovery of the euro area economy.



In July 2013 the ECB’s Governing Council communicated that it expected the
ECB key interest rates to remain at present (then) or lower levels for an extended pe-
riod of time. This expectation was based on the overall subdued medium-term out-
look for inflation, given the broad-based weakness of the economy and the subdued
monetary dynamics.

By providing forward guidance (indications of the future stance of monetary
policy), the Eurosystem aimed at anchoring monetary policy stance expectations.
The adoption of this policy exerted downward pressures on expectations regarding
money market interest rates and developments in these rates in the euro area were
decoupled from corresponding developments in other countries. Following up on
the initial announcement made in July, the Governing Council’s commitment was
reaffirmed in its original wording throughout the second half of 2013.

5.2 2010-2013: The financial crisis and the interventions
of the Eurosystem

Between January and April 2010, some non-standard measures employed in pre-
vious years were phased out, given the gradual normalisation of conditions in the
financial markets in late 2009 (see Table 6).

However, new tensions were observed in the financial markets in the spring of
2010, amid concerns about the fiscal situation in some Member States (and partic-
ularly Greece). In countries whose public finances were a cause of concern, credit in-
stitutions with liquidity shortages were having trouble attracting interbank deposits
from credit institutions with liquidity surpluses in other Member States, when they
had no assets to offer as collateral or when they offered only domestic government
bonds. Hence, those countries’ credit institutions were forced to resort mainly to
the Eurosystem’s refinancing operations to raise the necessary funds. The ECB’s
Governing Council deemed that such tensions, which peaked in May 2010, could
possibly hamper the effective conduct of monetary policy. For that purpose, in April
and May 2010 some non-standard monetary policy measures were reactivated1 and
new, additional ones were adopted.
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1 These Eurosystem measures included conducting 3-month and 6-month liquidity-providing open mar-
ket operations as fixed rate tenders with full allotment, as well as standard open market operations providing
liquidity in US dollars to euro area credit institutions. Also, in April 2010 the ECB’s Governing Council de-
cided that the reduced credit rating threshold required for an asset to be eligible as Eurosystem collateral
would continue to apply. This last measure had been adopted in October 2008.
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Table 6 Eurosystem’s main non-standard monetary policy measures

Implementation period

Start End

Liquidity-providing operations as
fixed-rate tenders with full allotment

– main refinancing operations (MROs) 15 October 2008 At least until 7 July 2015

– longer-term refinancing operations
(LTROs) 15 October 2008 At least until 7 July 2015

Provision of liquidity with a maturity
of one maintenance period 30 September 2008 Continued through early 2014

Additional LTROs*

– with a maturity of six months** 2 April 2008 1 March 2012

– with a maturity of one year 24 June 2009 23 December 2010

– with a maturity of three years 21 December 2011 26 February 2015

Securities Markets Programme (SMP) 10 May 2010 6 September 2012

Fine-tuning liquidity absorbing
operations – sterilisation of the
SMP effect

17 May 2010 Continued through early 2014

Covered bond purchase programme July 2009 June 2010

New covered bond purchase programme November 2011 October 2012

Outright Monetary Transactions OMTs were announced in August 2012, but had not yet been activated by early 2014.

Extending the list of eligible collateral

Since the end of 2008 and during the financial crisis, several measures have been
put in place to broaden the list of eligible collateral, with a view to facilitating banks’
access to the Eurosystem credit operations. The expansion of eligible assets was ac-
companied by appropriate risk control measures.

Liquidity-providing operations in
foreign currency

FromDecember 2007 onwards, the Eurosystem, in cooperation with the Federal Re-
serve, provided liquidity in US dollars. These operations were soon extended to in-
clude the Bank of England, the Bank of Japan, the Swiss National Bank and other
national central banks and are still underway (albeit with some necessary adjust-
ments and interruptions).

Lowering the reserve ratio from 2%
to 1% 18 January 2012 Continued through early 2014

Standing facilities corridor
Changes in key interest rates were often accompanied by changes in the standing fa-
cilities corridor (see footnote 1 in Box 2.3 above: “The monetary policy of the ECB and
the Eurosystem’s interventions: 2008-2009”).

* The implementation period starts on the settlement date of the first operation and ends on the maturity (repayment) day of the
last operation.
** Discontinued between November 2010 and July 2011.
Source: Bank of Greece.



2 The Eurosystem typically sets a minimum credit rating threshold and assets rated lower than the mini-
mum threshold are ineligible as collateral.
3 To alleviate these tensions, in November 2011 the Eurosystem launched its second Covered Bond Pur-
chase Programme, under which it bought covered bonds in euro, issued in the euro area, with a total nomi-
nal value intended to reach €40 billion. Purchases took place between November 2011 and end-October 2012,
and their total nominal value came to €16.4 billion.
4 On 31.12.2012 the Eurosystem (Press Release of 21.2.2013) held in its portfolio outstanding securities
with a total nominal value of €218 billion, acquired under the Securities Markets Programme until the latter’s
termination on 6.9.2012. Their breakdown by issuing country was: Greece €33.9 billion, Ireland €14.2 billion,
Spain €44.3 billion, Italy €102.8 billion, Portugal €22.8 billion (see also Chapter 8.3.5).

On 3 May 2010 the ECB’s Governing Council made a decision —particularly
important for Greece— which allowed the Eurosystem to provide liquidity to banks
against collateral of debt securities issued or guaranteed by the Greek government,
regardless of the rating assigned to them by credit rating agencies.2

Practically at the same time, on 10 May 2010, the Eurosystem announced the
launch of the Securities Markets Programme. This programme provided for inter-
ventions in government bond markets in order to help eliminate dysfunctioning of
financial markets. Such disruptions were deemed to pose risks to the normal oper-
ation of the mechanism for the transmission of monetary policy effects to the real
economy.

The implementation of these measures by the Eurosystem, in parallel with the in-
troduction by the ECOFIN and the Member States (on 9 May 2010) of a package of
measures for safeguarding financial stability in Europe, paved the way for a partial
easing of tensions in the second half of 2010.

A period of abatement of the crisis followed in the first few months of 2011.
Yet, in the second half of 2011, considerable deterioration was recorded in vari-
ous segments of the euro area financial market, with surging yields and shrink-
ing transaction volumes.3 Particularly high pressure was observed in Portugal,
which came under an EU/IMF support programme in May 2011. Tension in
government bond markets, which was initially limited to Greece, Ireland and
Portugal, gradually spread to Italy and Spain, and then across other euro area
countries. These developments led the ECB’s Governing Council to reactivate in
early August —after an interruption of more than four months— the Securities
Markets Programme. The Securities Markets Programme became inactive after
the first quarter of 2012, and finally on 6 September 2012 the ECB announced its
termination.4

In December 2011, owing to the serious market tensions that threatened the
functioning of the money market and the flow of credit from banks to enterprises,
it was decided for the first time to conduct two 36-month liquidity-providing open
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market operations, in December 2011 and in March 2012.5 Through these two op-
erations, liquidity amounting to a total of €1,020 billion was provided to the euro
area credit institutions. In parallel, it was decided to broaden anew the list of eligi-
ble assets accepted as collateral in Eurosystem liquidity-providing operations.

Throughout 2012 the Eurosystem continued to provide liquidity through longer-
term refinancing operations and to conduct all its refinancing operations as fixed
rate tenders with full allotment. This procedure will continue to be applied for as
long as it is deemed necessary, and at least until 7 July 2015.

In late July 2012, distortions in the bond markets of some Member States be-
came more acute and drove bond yields to extremely high levels, since the latter in-
cluded a premium against the risk of euro reversibility (reintroduction of national
currencies). This inclusion of excessive premia in the yields had to be tackled in an
effective manner. Addressing this phenomenon was imperative as some investors’
fears of an imminent changeover to national currencies were fuelling market frag-
mentation, hampering the effectiveness of monetary policy.

With a view to safeguarding the singleness of the monetary policy, the ECB’s
Governing Council announced in September 2012 that it would undertake outright
purchases of sovereign bonds (Outright Monetary Transactions) up to an amount
sufficient to normalise conditions in financial markets and ensure the proper trans-
mission of the ECB’s policy stance to the real economy throughout the area. OMT
interventions would be ex-ante “unlimited” in size.

On its own, the announcement of the OMTs programme (rather than its activa-
tion, which had not taken place until April 2014 —when the Greek version of this
publication went to press— as the conditions for it have not arisen) helped reduce
tensions in government bond markets. Furthermore, capital flows back to the pe-
ripheral euro area countries and a corresponding increase in the balance of bank
deposits in these Member States were observed, while considerable capital inflows
from third countries were also recorded with respect to the euro area as a whole.

As of 30 January 2013, euro area credit institutions made quite extensive use of
the option of early repayment (after one year) of the funds they had raised in late
2011 with an initial maturity of 36 months. Overall, by end-2013 approximately
€446 billion out of a total of €1,018.7 billion had been redeemed. This development
reflects a reduction of the needs to obtain liquid assets from the central bank, as a
result of normalised conditions in financial markets.
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would raise through these operations, after one year.



In summary, over the 2010-2013 period, the Eurosystem continued to play an ac-
tive intermediating role, substituting for interbank transactions to a great extent,
also in view of the inability and/or reluctance observed as regards dealing with the
crisis at the political level in the euro area. The Eurosystem almost doubled its as-
sets in 2012 compared with the autumn of 2008, and it should be noted that in
March 2012 these assets exceeded 30% of the euro area GDP. Thus, the Eurosystem
provided considerable support to the recovery of the euro area economy and the
safeguarding of financial stability, contributing to the normalisation of conditions in
the interbank market, so as to facilitate the flow of bank credit to euro area enter-
prises and households.
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6THE CRISIS IN GREECE: 2010-2013

6.1 2010: The Memorandum of Economic and Financial Policies

The negative developments of 2009 (see Chapter 2.4.1) continued and intensified
in the first months of 2010. The period was mainly characterised by escalating pres-
sures in the bond market and a dramatic increase in the cost of borrowing. To pre-
vent a further decline in confidence, the Greek government proceeded to
considerable fiscal target revisions, and the new targets were included in the Up-
dated Stability and Growth Programme 2010-2013 of January 2010. Compared with
the already adopted Budget, this was a more drastic and frontloaded fiscal consoli-
dation. Nevertheless, despite positive statements by heads of EU bodies and insti-
tutions, the markets and the international media continued to maintain a strongly
negative stance vis-à-vis Greece. By 28 January, the spread of the Greek 10-year
bonds over the corresponding German bonds had reached 369 basis points (see
Table 7). Markets were reacting intensely to a multitude of unfavourable reports in
the international media.

Despite the announcement of additional measures in February and March (also
welcomed by heads of EU bodies and institutions),1 the cost of borrowing for Greece
continued to rise. In April 2010, the yield spread on 10-year bonds climbed to 430
basis points.

1 On 3.3.2010 the Governing Council of the ECB welcomed the “convincing additional and permanent fis-
cal consolidation measures” announced that same day by the Greek government. Before that, the tone of all
references to Greece made by the President of the ECB, Jean-Claude Trichet, during press conferences on
14.1.2010 and 4.2.2010 and in his statement following the euro area summit on 11.2.2010, had been positive
but strict. Moreover, in an interview to Le Point (on 15.3.2010) J.-C. Trichet mentioned that Greece, as all
other Member States, has benefited from participation in the euro area, but in exchange should fully respect
the rules of the Stability and Growth Pact.



This continuing rise in the cost of borrowing did not permit any new bond is-
sues, while increased uncertainty surrounding fiscal and macroeconomic develop-
ments led to successive downgradings of the country’s credit rating. In April alone,
all three major credit rating agencies (Fitch, Standard & Poor’s, and Moody’s) an-
nounced considerable downgradings (see Chart 10 in Chapter 8.3.4).

Thus, on 23 April 2010 the Greek government submitted to the euro area coun-
tries and the IMF a request for financial assistance (based on the framework deci-
sion made by the European Council of March 25 and on the elaboration of its terms
by the Eurogroup on 11 April – see the full texts in Box 4.1).2 The Memorandum of
Economic and Financial Policies and its accompanying provisions were incorporated
in Law 3845/2010 (“Measures for the implementation of the support mechanism
for the Greek economy by the euro area Member States and the International Mon-
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2 In a speech to the 9th Munich Economic Summit on 29.4.2010 (a few days after Greece’s request for sup-
port), the President of the ECB, J.-C. Trichet, explained that “loans are not transfers, and loans come at a cost.
They come not only at a financial cost; they also come with a strict conditionality” that “needs to give assur-
ance to lenders, not only that they will be repaid but also that the borrower will be able to stand on its own
feet over a multi-year horizon”.

In basis points

Table 7 Yield spread between 10-year Greek and German government
bonds

Source: Bank of Greece.

Date Yield spread

31.12.2009 229

29.1.2010 377

26.2.2010 351

31.3.2010 331

27.4.2010 654

31.5.2010 508

30.6.2010 789

30.7.2010 756

31.8.2010 937

30.9.2010 824

29.10.2010 820

30.11.2010 930

31.12.2010 960
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etary Fund”), and provided the guidelines for the economic policy that had to be fol-
lowed throughout the duration of the loan agreement.3

6.1.1 Provisions and directions of the Memorandum

In essence the Memorandum provided for a loan of €110 billion to be extended
by the euro area Member States and the IMF to Greece, intended to cover the econ-
omy’s financing needs and support the banking system. Moreover, the measures,
which constituted an integral part of the Memorandum, reoriented economic pol-
icy to three main directions:

First, towards a frontloaded fiscal consolidation, effected mainly through across-
the-board measures that would bring the deficit below 3% by 2014 and achieve a
balanced primary budget in two years. In the immediately next phase, from 2011 on-
wards, the Memorandum provided for structural reforms in the functioning of the
State, aimed at the long-term sustainability of the adjustment effort and the gener-
ation of large primary surpluses to reduce the debt.

Second, towards structural reforms in the functioning of markets, aimed at im-
proving competitiveness and creating a business environment able to attract in-
vestment.

Third, towards safeguarding the stability of the financial sector.
The first of these three objectives, i.e. fiscal consolidation, was considered to be

the programme’s cornerstone. As mentioned earlier, fiscal consolidation efforts were
heavily frontloaded. Over and above the fiscal measures already adopted in January,
February and March, the programme provided for additional measures amounting
to 2.5% of GDP for 2010, so as to finally reduce the general government deficit by
5.5% of GDP. In the four-year period 2011-2014, the deficit was to be further re-
duced, so as to stand at 2.6% of GDP by end-2014.

With respect to the recouping of lost competitiveness, it was projected that the
current account deficit (which had risen above 14% of GDP in 2008) would drop
from 11.2% in 2009 to 8.4% of GDP in 2010. The two main tools for regaining com-
petitiveness were incomes policy and extensive structural changes, which would

3 During the press conference of 6.5.2010, the President of the ECB, J.-C. Trichet, explained the reasons be-
hind the ECB’s endorsement of the decision to support Greece, while on 13.5.2010 he stated to Spiegel that “the
Greek government took too long to acknowledge the extent of the problem and take the necessary measures”,
whereas “we at the ECB were loud and clear in our warnings” about the need for decisive action. In parallel,
however, J.-C. Trichet never failed to recall that back in 2004-2005, when Germany and France were asking for
a less strict Stability and Growth Pact, the ECB had defended it at the time, averting its “de jure dismantling”
(see interviews to Frankfurter Allgemeine Zeitung on 19.5.2010, Le Monde on 31.5.2010, and Aachener Zeitung
on 27.5.2011).
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Table 8 Timeline – Main economic developments in Greece and Europe,
and actions of the Bank of Greece, 2010

2010

11.2.2010 Euro area Member States pledge determined and coordinated action, if needed, to safeguard stability in the euro
area as a whole.

22.3.2010

Bank of Greece Monetary Policy Report 2009-2010. What is required is a sustainable, ongoing and convincing fiscal
adjustment with a concurrent policy of structural reforms that will improve the functioning of markets and enhance
competitiveness. Most importantly, Greece must break with the patterns of behaviour, attitudes and policies that
have brought us to the present situation.

22.3.2010 Eurostat announces that the 2009 deficit in Greece is revised to 13.6% of GDP.

25.3.2010 Euro area Member States agree to establish a support mechanism for Greece, if the country is shut out of mar-
kets. The IMF will participate in the Mechanism.

23.4.2010
From the island of Kastellorizo Prime Minister G. Papandreou announces that Greece has officially requested the
activation of the support mechanism. On 2 May, Greek negotiations with the EU and the IMF lead to an agreement
on a three-year aid package worth €110 billion.

27.4.2010 Bank of Greece Annual Report 2009: The crisis that the Greek economy is facing today is deep, structural and multi-
faceted. A break with the past is a prerequisite for overcoming the crisis.

3.5.2010 The ECB announces that it will accept Greek government bonds as collateral for its credit operations, regardless of
their credit rating.

8.5.2010
In an extraordinary EU summit, the creation of a European Stability Mechanism is decided. The decision to provide
bilateral loans to Greece is corroborated with the signing of a Memorandum. The establishment of the European
Financial Stability Facility (EFSF) is endorsed.

10.5.2010 The ECB decides to conduct interventions in the euro area public and private debt securities markets (Securities Mar-
kets Programme) to ensure depth and liquidity in those market segments which are dysfunctional.

18.5.2010 Disbursement of the first instalment to Greece, worth €14.5 billion.

23.7.2010 Publication of the results of the EU-wide stress testing exercise for banks.

5.8.2010 The first review of the Economic Adjustment Programme is completed by the European Commission/ECB/IMF
(hereinafter the “Troika”). The second instalment amounts to €9 billion (of which €2.5 billion from the IMF).

19.8.2010 The European Commission approves the second instalment of the loan to Greece.

10.9.2010 The IMF also approves its €2.57 billion-worth contribution to the second instalment of the financial assistance to Gre-
ece, albeit with some reservations.

18.10.2010 French President Sarkozy and German Chancellor Merkel meet in Deauville, France. The participation of private cre-
ditors in the bailout of distressed euro area countries is suggested for the first time.

26.10.2010

Bank of Greece Monetary Policy Interim Report 2010. The Economic Adjustment Programme is a consistent me-
dium-term plan of economic adjustment that includes a specific timetable for its implementation and compresses
into a three-year period changes and reforms which should have been carried out when conditions were more fa-
vourable and the associated costs would have been lower.

7.11.2010 Local government elections. On the following day the Troika representatives arrive in Athens.

21.11.2010 Ireland officially requests financial assistance from the EU and the euro area. Negotiations lead to an agreement
on 7.12.2010. The IMF will participate in the programme.

23.11.2010 The Troika green-lights the disbursement of the third instalment (€9 billion) to Greece.

16.12.2010 EU Summit. EU Heads of State or Government endorse the establishment of the European Stability Mechanism
(ESM).

Source: Bank of Greece.



lead to higher productivity, lower production costs, stronger competition and hence
lower prices, and improved competitiveness.

The most significant structural changes included: (i) reforms in the labour mar-
ket; (ii) the opening up of ‘closed’ professions; (iii) privatisations; (iv) liberalisation
of product markets; (v) merging and/or eliminating public sector entities whose ex-
istence was not justified; (vi) reforms in the social security system, etc. All these
were highly important structural reforms that could largely transform the Greek
economy, help minimise the negative impact of fiscal consolidation on GDP, and
accelerate economic recovery.

As regards safeguarding financial stability, the programme provided for the es-
tablishment of a Hellenic Financial Stability Fund (established indeed in early 2011)
and its endowment with an amount of €10 billion (out of the available €110 billion),
which would then be provided to banks with capital adequacy problems.

With respect to the public debt, the programme envisaged no immediate action.
Its top priority —“to restore the sustainability of public finances…”— indirectly en-
tailed a stabilisation (from 2013 onwards) and a subsequent reduction in the debt-
to-GDP ratio; however, this would only come as a result of the reduction in the
deficit and the achievement of a primary surplus.4

6.1.2 The implementation of the Programme

In the first months of the programme’s implementation, developments were en-
couraging. According to the first review by the Commission, the ECB and the IMF,
published in August 2010, the programme had got off to an impressive start: on the
one hand, all (but one) fiscal targets (“performance criteria”) set for end-June had
been met, and on the other hand, the implementation of some reforms was pro-
gressing ahead of the programme’s schedule.5

Still, despite this generally positive account, the second review, carried out on
the basis of data for the first nine months of the year and published on 6 December
2010, fully confirmed the chronic weaknesses of the Greek public sector. At the same
time, it pointed out that structural issues had to be addressed for the adjustment to
be sustainable.6 At the macroeconomic level it mentioned that the recession was
deeper than initially anticipated, while inflation in October (5.2%) had only slightly
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4 IMF, Greece: Request for Stand-By Arrangement, 5.5.2010, pp. 4, 8, 10.
5 Joint statement by the European Commission, the ECB and the IMF on 5.8.2010, as well as IMF, Greece:
First Review Under the Stand-By Arrangement, 26.8.2010, pp. 3-4.
6 Joint statement by the European Commission, the ECB and the IMF on 23.11.2010.



declined compared to July (5.5%). Finally, unemployment had reached 12.2% in Au-
gust. In contrast to the first review, it was now recognised that liquidity in the econ-
omy (and the banking system) was tight, non-performing loans were increasing,
and the profitability of the banking system remained weak.7

The overall assessment during that period was that, although the programme’s
implementation remained broadly on track, it had reached a critical crossroads. At
that particular point in time, economic recovery relied heavily on dynamically pro-
moting the structural reforms, mainly by opening up closed professions, liberalis-
ing retail trade, and strengthening the tourism industry. This would require a clash
with vested interests, putting the government’s resolve to carry out these reforms to
the test.8

These remarks reflected concerns caused by the relaxation in the programme’s
implementation and the discrepancies already apparent since the autumn of 2010.
Particularly as regards structural reforms, such as the opening up of closed profes-
sions or the deregulation of product and services markets, etc., right from the start
there had been hesitation, doubts, cop-outs and procrastination.

6.1.3 Results and consequences

Assessing in brief the results of the implementation of the Memorandum in 2010,
the following should be noted:

• The implementation of the financial support agreement allowed the country’s
financing by its euro area partners and the IMF to continue, averting the even-
tuality of default that had emerged in April.

• The general government deficit (on a national accounts basis) for 2010 stood
at 10.6% of GDP.9 The deficit fell by almost 5 percentage points compared to
2009 − roughly in line with the programme’s projections. This was a very big
adjustment, all the more so in a period of recession, even if account is taken of
the fact that —due to considerable overruns in 2009— some expenditure cuts
were relatively easy. Nevertheless, the revision of the 2009 deficit from 13.6%
to 15.4% of GDP negated any possibility of meeting the target set for a reduc-
tion of the deficit to 8.1% of GDP in 2010.
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7 IMF, Greece: Second Review Under the Stand-By Arrangement, 6.12.2010, pp. 5-6.
8 Ibid., pp. 20-21.
9 At end-2010 it was estimated at 9.7%, but on 25.4.2011 it was revised to 10.5% of GDP. Due to the latest
GDP revision, the 2010 deficit stands at 10.7% of GDP (see Table 9 and Chart 2).



• The recession deepened: GDP declined (4.5%) for a third consecutive year, af-
fected mainly by lower domestic demand.

• As 180,000 jobs were lost, unemployment exceeded 12% of the labour force.
• Average nominal earnings of employees in the economy as a whole fell by 5%.
• Despite the recession, high inflation persisted (4.7%), partly due to increased

indirect taxes.
• The current account deficit narrowed slightly (from 11% of GDP in 2009 to

10.4%).
• The annual rate of credit expansion to the domestic private sector, which had

been decelerating considerably since 2008, was nil at end-2010.

THE CRISIS IN GREECE: 2010-2013 | 85

2008 2009 2010 2011 2012* 2013

Revenue 94,847 88,628 90,197 88,439 86,380 n.a.

Expenditure 117,730 124,794 113,912 108,308 97,584 n.a.

of which:

Interest payments (EDP) 11,673 11,976 12,855 14,888 9,643 n.a.

Deficit 22,883 36,166 23,715 19,869 11,204 n.a.

Primary deficit (EDP) 11,210 24,190 10,860 4,981 1,561 n.a.

Public debt 263,287 299,690 329,514 355,141 303,928 n.a.

GDP 233,198 231,081 222,151 208,532 193,749 n.a.

(% of GDP)

Revenue 40.7 38.4 40.6 42.4 44.6 n.a.

Expenditure 50.5 54.0 51.3 51.9 50.4 n.a.

of which:

Interest payments (EDP) 5.0 5.2 5.8 7.1 5.0 n.a.

Deficit (EDP) 9.8 15.7 10.7 9.5 5.8 n.a.

Primary deficit (EDP) 4.8 10.5 4.9 2.4 0.8 n.a.

Public debt 112.9 129.7 148.3 170.3 156.9 n.a.

* Excluding government support to financial institutions, amounting to €6,210 million (or 3.2% of GDP) in 2012. Including rev-
enue from the 2008 liquidity support scheme for banks.
Sources: Eurostat News Release 21.10.2013 and ELSTAT Press Release 11.10.2013. Eurostat data for 2013 (1st EDP notification) were
expected to be released on 23.4.2014.

Current prices; million euro

Table 9 General government fiscal data, 2008-2013
(on a national accounts basis)
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Table 10 Key decisions of EU institutions and bodies (euro area summits,
European Council, ECOFIN) on the Greek economy in 2010

19.1.2010 ECOFIN Conclusions adopted by the Council on government deficit and debt statistics in Greece, follo-
wing a report from the European Commission on issues to be addressed as a matter of priority.

11.2.2010

EU Summit Statement by the Heads of State or Government of the European Union supporting the ef-
forts of the Greek authorities to ensure that the targets set in the stability programme are met and cal-
ling on the Greek government to implement the necessary measures to effectively reduce the budgetary
deficit by 4% in 2010.

16.2.2010

ECOFIN
– Council Opinion on the updated Stability Programme of Greece.
– Council Decision giving notice to Greece to correct its excessive deficit by 2012, setting out budgetary
consolidation measures according to a specific timetable.
– Council Recommendation to Greece with a view to bringing its economic policies into line with the EU’s
broad economic policy guidelines.

25.3.2010

Euro area summit Statement in which (a) euro area Member States acknowledge that the additional
measures announced by the Greek government are sufficient to safeguard the 2010 budgetary targets,
and (b) reaffirm their readiness to take coordinated action to safeguard financial stability in the euro area
as a whole and to contribute to bilateral loans, subject to strong conditionality, with the participation of
the IMF.

11.4.2010

Eurogroup Following the statement by the Heads of State or Government of the euro area on 25 March,
euro area Member States agree upon the terms of the financial support that will be given to Greece,
when needed, in the context of an economic adjustment programme covering a three-year period, th-
rough the contributions of euro area Member States and with the participation of the IMF. The Com-
mission, in liaison with the ECB, will start working on 12 April with the IMF and the Greek authorities on
the conditionality of a joint programme.

2.5.2010
Eurogroup Agreement on the provision of €80 billion to Greece (totalling €110 billion with the IMF par-
ticipation) and approval of the economic adjustment programme agreed by the Greek authorities, the
European Commission, in liaison with the ECB, and the IMF.

7.5.2010 Euro area summit Reaffirmation of the Eurogroup agreement on the provision of a loan to Greece
under a three-year economic adjustment programme.

10.5.2010
ECOFIN Council Decision which revises previous recommendations addressed to Greece, outlines the
policy measures of the economic adjustment programme and their implementation calendar, and ex-
tends the deadline for the correction of the excessive deficit to 2014.

7.9.2010
ECOFIN Council Decision which revises the measures and the implementation calendar outlined in the
decision of May on the correction of the excessive deficit, according to the updated economic adjustment
programme of Greece.*

28-29.10.2010
European Council In its Conclusions, the issue of the “private sector involvement” is raised for the first
time after its discussion by Chancellor Merkel and President Sarkozy during their meeting in Deauville
on 18 October.

16.11.2010 Eurogroup Statement in which the recent revision of the 2009 deficit is noted and the adoption of the re-
quired additional measures to confirm the deficit target for 2011 is welcomed.

17.11.2010 ECOFIN Council Conclusions in which the Council welcomes the efforts of the Greek authorities to cor-
rect the deficiencies in the statistical system.

* e measures and the implementation calendar of the programme were repeatedly revised, in line with the successive upda-
tes to the economic adjustment programme, through new Council Decisions on 20.12.2010, 7.3.2011, 12.7.2011, 8.11.2011,
13.3.2012 and 4.12.2012.
Source: Bank of Greece.



• A major characteristic of the way the crisis was handled is that since the be-
ginning, before the programme’s preparation, fiscal adjustment policy had fo-
cused clearly on increasing taxes rather than on curtailing unnecessary
expenditure and the squandering of public funds. This was a missed opportu-
nity to learn from international experience and studies showing that fiscal
consolidation is sustainable and leads to faster economic recovery when based
mainly on expenditure cuts. The continuous increase of tax burdens generated
right from the start negative expectations that led to disproportionately large
declines in private consumption and investment, resulting in a deeper and more
prolonged recession.

In summary, although the programme’s implementation produced a visible fis-
cal consolidation result, the means to its implementation amplified the contrac-
tionary impact of the reduction of expenditure. One should not overlook, however,
that the negative outcomes as regards economic activity and employment would
have been much worse in the absence of the adjustment programme and the finan-
cial support of the country’s EU partners and the IMF.

6.2 2011: Missed targets or delays bring the country to the verge
of default

After a brief initial period in which the programme was implemented rather
consistently and produced visible results, signs of fatigue and relaxation started to
appear. Fiscal adjustment slowed down considerably, while structural reforms fell
behind in practically all areas.

Already since February 2011, the review report by the EU, the ECB and the IMF
had identified revenue shortfalls and expenditure overruns in entities outside cen-
tral government and had pointed out the need for additional cuts in central gov-
ernment outlays in order for the “performance criteria” to be met.10

The Troika’s joint statement following completion of the third review11 stressed
that major reforms need to be planned and implemented, so as to build up the nec-
essary critical mass that would ensure the sustainability of public finances and eco-
nomic recovery.

Nevertheless, fiscal adjudstment, remained problematic, with large revenue
shortfalls and expenditure overruns. Already by mid-2011 it was obvious that with-
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10 IMF, Greece: Third Review Under the Stand-By Arrangement, 28.2.2011, p. 6.
11 Joint statement by the European Commission, the ECB and the IMF on 11.2.2011.
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Table 11 Timeline – Main economic developments in Greece and Europe,
and actions of the Bank of Greece, 2011

2011

1.1.2011
Beginning of operation for the European System of Financial Supervision, which consists of the European Banking
Authority (EBA), the European Insurance and Occupational Pensions Authority (EIOPA) and the European Securi-
ties and Markets Authority (ESMA).

24.2.2011 Completion of the third review of the financial assistance programme by the Troika. Next step the agreement on
the fourth instalment amounting to €15 billion.

15.2.2011

Bank of Greece Monetary Policy Report 2010-2011. So far, changes have been carried out that would have been un-
thinkable just a few months ago. This goes to show that a radical overhaul of the Greek economy is feasible and
that this effort can produce results. On the other hand, several of the reforms are coming up against rigidities and
reactions that undermine the overall effort. 2011 will be a year of major and complex challenges for the banking
system.

11.3.2011
The Heads of State or Government of the euro area approve the Pact for the Euro, which will be presented to the
forthcoming European Council for approval. Relief in Greece following improved borrowing terms and conditions
through a reduction of 100 b.p. in interest rates and an increase of the loan maturity to 7.5 years.

6.4.2011 Portugal is the third euro area country to seek financial aid. Its request is approved by the European Council on
17.6.2011.

18.4.2011

Bank of Greece Annual Report 2010. The adjustment process of the Greek economy at a decisive juncture. The fi-
nancial support agreement averted bankruptcy and imposed a reorientation of economic policy. The interventions
of the ECB and the liquidity support measures averted a credit crunch. Delays, but also objective difficulties, conti-
nue to feed market uncertainty.

3.6.2011 Completion of the fourth review by the Troika.

17.6.2011 Cabinet reshuffle. Evangelos Venizelos is appointed Minister of Finance.

20.6.2011 The Eurogroup agrees to define by early July a new financial support package, calling for voluntary private
sector involvement.

29.6.2011 The Medium-Term Fiscal Strategy Framework is voted into a law by the Greek Parliament.

2.7.2011 The Eurogroup approves the disbursement of the fifth instalment.

15.7.2011 Results of the EU-wide stress testing exercise.

21.7.2011

The Heads of State or Government of the euro area agree to support a new programme for Greece, amounting to
€109 billion, with the voluntary contribution of the private sector. The EFSF will be the main financing vehicle. Bor-
rowing terms and conditions become more lax with lower interest rates and longer maturities of future loans. The
creation of a Commission Task Force is announced.

19.8.2011 The Bank of Greece appoints a liquidator at Proton Bank.

29.8.2011
Alpha Bank and Eurobank announce plans to merge. (The attempted merger falls through, as announced on
14.3.2012).

CCoonnttiinnuueedd ��
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Table 11 Timeline – Main economic developments in Greece and Europe, 
and actions of the Bank of Greece, 2011 (continued)

2011

2.9.2011 The negotiations between the Greek government and the Troika reach a deadlock, with the Troika representatives
leaving Athens.

11.9.2011 New package of measures adopted by the Greek government, including the introduction of a special property tax
collected through electricity bills (EETHDE).

27.9.2011 Enactment of Law 4021/2011 on the resolution of credit institutions.

2.10.2011 Presentation of the draft Budget.

10.10.2011 Establishment of New Proton Bank (as a good bank) with the Hellenic Financial Stability Fund as its sole shareholder
in implementation of Law 4021/2011 on the resolution of credit institutions.

11.10.2011
Completion of the fifth review by the Troika. The PSI is deemed necessary to fully cover the financing gap. On
20.10.2011 the disbursement of the sixth tranche, worth €8 billion, is endorsed by the euro area finance ministers,
in the presence of the IMF Managing Director Christine Lagarde.

26.10.2011 The euro area summit approves a new loan to Greece, amounting to €130 billion, as well as a haircut in Greek debt
with private sector involvement (PSI).

31.10.2011

Greek Prime Minister G. Papandreou announces plan for a referendum on the new aid agreement during a mee-
ting of the PASOK parliamentary group and raises discussions for a vote of confidence in the government. Follo-
wing his meeting with German Chancellor Merkel and French President Sarkozy in Cannes on 2 November, he calls
off the referendum.

1.11.2011 Mario Draghi is the new President of the European Central Bank.

8.11.2011 The Council adopts the “six-pack” aimed at strengthening economic governance in the EU.

9.11.2011

Long talks on forming a new government continue. In a statement to Financial Times, the Governor of the Bank of
Greece G. Provopoulos considers it imperative that a new government be formed immediately and the new go-
vernment and the major political parties commit to the full implementation of the agreement of the Heads of State
or Government of October 27.

11.11.2011 An interim coalition government is formed under Lucas Papademos.

23.11.2011

Bank of Greece Monetary Policy Interim Report 2011. The Greek economy has entered a new, extremely critical
phase. Last chance for an economic restructuring. The implementation of the required policy calls for a strong and
effective government. The Bank stresses the need for a comprehensive and binding action plan for growth, a road
map for exiting the crisis, and sets forth its main lines. 

8.12.1011 Intervention of the ECB to support European banks for a period of three years.

17.12.2011 Transfer of deposits, personnel and banking activities of T Bank to the Hellenic Postbank, in implementation of Law
4021/2011.

Source: Bank of Greece.
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out additional interventions the programme was heading to a derailment. The
Troika’s joint statement (on 3.6.2011) declared that the mission had reached an un-
derstanding with the Greek authorities on a package of economic and financial pol-
icy measures required to meet the programme’s targets. These interventions were
included in the Medium-Term Fiscal Strategy Framework (MTFS), having as main
objectives the achievement of primary surpluses, an acceleration of privatisations
and the development of the state’s assets, to control debt dynamics. 

The measures, covering the period 2011-2015, were passed by the Greek Parlia-
ment in June (Law 3985/1.7.2011) along with the first “implementation” legislation
(Law 3986/1.7.2011). It is worth recalling that the governing majority voted in favour
of the MTFS as a whole, but the opposition also voted in favour of 22 out of its 55
articles. This probably represents the first indication that the severity of the situation
had started to reorient the political forces towards the notion of convergence, which
materialised in the form of a coalition government a few months later. 

Yet the adoption of the MTFS, despite the big package of fiscal measures it in-
cluded, failed to convince the markets, which – making the assessment that a debt
restructuring was imminent – reacted negatively: the spreads of Greek government
bonds over the corresponding German bonds soared to new all-time highs and the
three credit rating agencies downgraded the country’s credit rating almost to the
level of bankruptcy. 

6.2.1  October 2011: a new EU/ECB/IMF support programme 

From mid-2011 onwards, and despite the adoption of the MTFS, economic de-
velopments deteriorated considerably. Fiscal consolidation was already obviously
reversing (on the basis of data for the first seven months), with both the total state
budget deficit and the primary deficit widening. Moreover, a considerable increase
was also recorded in public debt, which had already exceeded 150% of GDP in
March. 

The sizeable increase of the debt, the large primary deficit and the deepening of
the recession (from -3.8% to -5.5% or more) largely offset the positive effects on
debt dynamics attributable to the decisions made during the Summit of 21 July 2011,
which included a commitment to support —with the involvement of the private
sector— a new programme for covering the Greek financing gap and provided for
lowering the interest rate and lengthening the maturity of the loans. 

On 11 October 2011, the Troika stated that an understanding had been reached
with the Greek authorities (at the level of representatives) on the policies required
“in order to get the government’s adjustment programme back on track”. 



The EU came to realise that a more generalised approach was required for the en-
tire euro area. Thus, the Summit of 26 October 2011 arrived at decisions regarding
both a further assistance to Greece and a broader arrangement to support the euro.
The new assistance programme for Greece provided for a new package of support
measures amounting to €130 billion,12 as well as for a voluntary exchange of pri-
vately held Greek bonds with new ones, the nominal value of which was discounted
by roughly 50%.13 According to estimates of the time, this was expected to lower the
Greek debt by approximately €100 billion. 
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12 In effect, the €109 billion assistance of July would increase to €130 billion. 
13 Details were to be determined at a later date. 

Table 12 Key decisions of EU institutions and bodies (euro area summits, 
European Council, ECOFIN) on the Greek economy in 2011

11.3.2011

Euro area summit  
Agreement by the euro area Member States to reduce the interest rate on the Greek loan by 100 b.p. and
to lengthen by 7.5 years the maturities of the loans that Greece was granted under the economic adju-
stment programme.

20.6.2011
Eurogroup  
Agreement on the finalisation of a second financial support programme to Greece, by early July 2011,
with a voluntary private sector involvement.

24.6.201
European Council  
European Council Conclusions, according to which the main parameters of the new programme should
be set up by early July 2011, in line with the Eurogroup agreement of 20 June.

2.7.2011

Eurogroup  
Statement taking note of the progress made by the Greek authorities in implementing the policy un-
derstandings reached with the Troika, which allows for the disbursement of the fifth instalment of the
Geek loan facility. The new multi-year adjustment programme for Greece will revolve around the com-
mitment of the Greek authorities to implementing fiscal consolidation measures, as well as structural
reform and privatisation plans, and will be supplemented by technical assistance, provided by the Eu-
ropean Commission and Member States.

21.7.2011 Euro area summit  
Agreement on a new EU-IMF programme with a voluntary private sector involvement (PSI).

21.10.2011

Eurogroup  
Communiqué on the fifth review and update of the economic adjustment programme: the substantial
fiscal consolidation efforts undertaken by the Greek government are welcomed, as they will allow it to
meet the targets for 2012.

26.10.2011
Euro area summit  
Agreement on the conclusion of a new EU-IMF economic adjustment programme for Greece, by the end
of 2011. 

Source: Bank of Greece.
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In parallel with developments in the EU, in Greece it became imperative to take
new measures in addition to those of June 2011, in order to limit deviations from the
MTFS targets as much as possible. So, in October 2011, Law 4021/2011 imposed an
extraordinary special levy on all power-supplied buildings. 

In the end, despite all these measures, the general government deficit (on a na-
tional accounts basis) in 2011 fell only by 1.3 percentage points of GDP and stood
at 9.4%, a level well above the target set (7.4% of GDP). The primary deficit declined
more (by 2.6 percentage points), coming down to 2.3% of GDP. 

6.2.2  Soaring uncertainty – formation of a coalition government

Perhaps the most important development in 2011 was the large decline in eco-
nomic activity, much larger than what was originally projected, and the explosion
of unemployment. 

The deep recession was predominantly due to the decline in domestic demand,
although it appears that uncertainty about the outcome of the stabilisation attempt
also played an important part. 

Such high uncertainty originated to a considerable extent in the way stabilisation
was sought after, at least during the second year of the original programme’s imple-
mentation. Instead of continuing the frontloaded policy decided, a more hesitant
approach was favoured, in the hope that perhaps part of the costs could be avoided
after all, or, in a worst-case scenario, be paid later on. Postponements and delays
each time led to revised agreements with the lending partners and to new meas-
ures, resulting in adjustment costs higher than those that would have been incurred
by prompt adoption of the measures at the time originally agreed, and in a further
forward shift of the expected emergence of positive results. This entrenched a per-
ception that the adjustment programme had failed, and that what was going on was
merely a series of painful measures with no visible result. This fact had very grave
consequences: 

• It strengthened expectations of increasingly adverse future developments, re-
sulting in a constant postponement of consumer and – principally – invest-
ment decisions. This resulted in a recession deeper than that warranted by the
restrictive policies, a fact that undermined fiscal adjustment and intensified the
vicious circle.

• It undermined the credibility of the financial support agreement, which a large
part of the population viewed negatively, considering it to be the main cause of
all evils, thereby obfuscating the real reasons that had led to the crisis. 



• It intensified social unrest for a long period of time, with public debate focus-
ing again and again on the cost of the discussed measures, while their imple-
mentation was continuously postponed. 

• It threatened the cohesion of the government and undermined political sta-
bility. 

All of the above widened the credibility gap; as a result, in the negotiations with
the country’s lending partners increasingly stronger assurances were required that
Greece would abide by what it agreed upon. This loss of trust stemmed from the
assessment that the political will for the implementation of the programme was sub-
siding, given that the minimum of consensus necessary to carry out the changes
that Greece had committed to implement had not been achieved by the political
forces. This assessment led to doubting the country’s ability to ensure continuity of
the programme’s implementation and fuelled all sorts of conjectures and forecasts
on possible scenarios. 

Uncertainty rose after September 2011 and references to the country’s possible
exit from the euro area proliferated, a fact that paralysed the economy, causing de-
posit outflows and further instability in the political system. On 31 October, the
then Prime Minister, G.Α. Papandreou, announced his intention to hold a referen-
dum on the new loan agreement. This led to a peaking of political turmoil and even-
tually to the government’s resignation. During that period, as already mentioned, the
international sentiment on Greece had reached its lowest point and projections
about the country’s exit from the euro area and its default held sway across all me-
dia and experts’ analyses. 

On 11 November, a new coalition government was formed, headed by Lucas Pa-
pademos, with the participation of the New Democracy, PASOK and LAOS parties
and with the mandate to ensure the conditions for the implementation of the deci-
sions made on 26 October and then to hold parliamentary elections. The coopera-
tion of political forces, as regards both voting in favour of the new loan agreement
and taking part in the Papademos government, represented a first encouraging el-
ement that started to have a positive effect on sentiment. Yet, at the end of 2011 un-
certainty remained high and the country’s future in the euro area was questioned
more than ever. 

An interesting measure of uncertainty is the evolution of sales of gold sovereigns
by the BoG (i.e. of private demand for gold sovereigns), as well as the evolution of
the relevant purchases/sales ratio. It is indicative that, in the course of the crisis,
sales (after a previous high in October 2008) peaked in May and June 2010 when the
country resorted to its euro area partners and the IMF and climbed again to a very
high level in December 2011, i.e. the period of negotiations on the second adjust-
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Note: Data on the number of gold sovereigns purchased or sold by the Bank of Greece are relevant mainly because they signal the
direction of changes (increase-decrease) in each period.
Source: Bank of Greece, Cash Department. See also: http://www.bankofgreece.gr/Pages/en/ Markets/ LIRA/goldlira.aspx. 
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of pieces)

(1)

Sales 
(number 
of pieces)

(2)

Purchases/
sales

(3)=(1):(2)

2008 2009
Jan. 54,287 13,141 4.13 Jan. 19,077 13,518 1.41
Feb. 30,829 6,554 4.70 Feb. 31,091 17,656 1.76
March 0 0 0 March 20,390 15,389 1.32
Apr. 23,848 13,094 1.82 Apr. 21,589 9,991 2.16
May 33,433 6,973 4.79 May 12,090 6,063 1.99
June 25,061 10,890 2.30 June 11,189 5,647 1.98
July 29,235 7,955 3.68 July 14,725 6,840 2.15
Aug. 29,587 8,488 3.49 Aug. 24,621 4,915 5.01
Sept. 30,549 18,255 1.67 Sept. 25,441 5,815 4.38
Oct. 17,530 61,866 0.28 Oct. 20,445 5,135 3.98
Nov. 26,320 22,388 1.18 Nov. 19,170 8,685 2.21
Dec. 15,464 10,889 1.42 Dec. 27,406 11,986 2.29
Total 316,143 180,493 1.75 Total 247,234 111,640 2.21

2010 2011
Jan. 15,519 9,617 1.61 Jan. 9,190 13,278 0.69
Feb. 16,114 11,901 1.35 Feb. 11,021 5,748 1.92
March 19,863 18,985 1.05 March 12,335 9,491 1.30
Apr. 18,240 21,506 0.85 Apr. 9,296 7,586 1.23
May 9,442 33,051 0.29 May 11,331 6,743 1.68
June 15,008 35,045 0.43 June 9,461 6,718 1.41
July 15,175 12,514 1.21 July 8,621 9,560 0.90
Aug. 16,832 6,686 2.52 Aug. 10,689 8,581 1.25
Sept. 13,598 7,745 1.76 Sept. 12,307 10,757 1.14
Oct. 12,907 5,954 2.17 Oct. 7,906 14,823 0.53
Nov. 24,449 13,686 1.79 Nov. 10,239 20,819 0.49
Dec. 18,236 17,785 1.03 Dec. 10,290 32,763 0.31
Total 195,383 194,475 1.00 Total 122,686 146,867 0.84

2012 2013
Jan. 6,672 24,066 0.28 Jan. 11,273 2,653 4.25
Feb. 6,740 11,505 0.59 Feb. 10,652 2,029 5.25
March 9,154 4,070 2.25 March 11,503 5,096 2.26
Apr. 6,676 3,803 1.76 Apr. 9,024 15,927 0.57
May 7,872 11,051 0.71 May 7,583 4,194 1.81
June 6,587 13,620 0.48 June 8,642 4,865 1.78
July 8,799 2,833 3.11 July 7,975 5,524 1.44
Aug. 8,938 4,495 1.99 Aug. 6,775 3,429 1.98
Sept. 10,133 2,642 3.84 Sept. 7,682 2,825 2.72
Oct. 10,244 3,795 2.70 Oct. 9,525 4,432 2.15
Nov. 10,069 2,649 3.80 Nov. 7,329 4,112 1.78
Dec. 9,691 2,360 4.11 Dec. 7,300 5,933 1.23 
Total 101,575 86,889 1.17 Total 105,263 61,019 1.73

Monthly data, Jan. 2008-Dec. 2013

Table 13 Purchases and sales of gold sovereigns by the BoG



ment programme (see Table 13). Α similar path is observed for the purchases/sales
ratio, which implies excess private demand for gold sovereigns when it takes values
lower than one (e.g. May 2010: 0.29; December 2011: 0.31; January 2012: 0.28). 

6.3  2012: Greece faces historic choices

6.3.1  Political developments heighten uncertainty

The first two months of 2012 saw the completion of negotiations on the re-
structuring of public debt, according to which the private sector’s involvement was
greater than what was originally envisaged. 

It is estimated that the level of old loans to private investors was reduced in Feb-
ruary by approximately €106 billion. Also, with the debt buyback in December 2012,
the debt was further reduced by €31.9 billion, i.e. by €137.9 billion in total. But the
net gain from the debt restructuring was considerably smaller, mainly due to: (i)
the need to recapitalise the Greek banks by issuing new debt (amounting to €41 bil-
lion during 2012); (ii) borrowing amounting to €11.3 billion required for the debt
buyback operation (in December); (iii) the fact that the reduction of the value of
bonds held by Greek insurance funds or other entities (amounting to €16.2 billion)
led to no debt reduction since it involved intra-government debt; (iv) borrowing
amounting to €4.5 billion in order to provide EFSF bonds to insurance funds as an
offset for the reduction in their assets; (v) the need to borrow €11.9 billion to cover
the 2012 deficit (including the payment of accrued interest in February but not the
effect of supporting credit institutions); and (vi) other government liabilities (pay-
ments to the ESM, payment of old debts, etc.) totalling €1.9 billion. The final net
result of all transactions was a debt reduction of only €51.2 billion. A precondition
for the completion of the debt restructuring was a new agreement on the necessary
interventions in the economy. The new arrangements were reflected in the Memo-
randum of Economic and Financial Policies and the Memorandum of Understand-
ing on Specific Economic Policy Conditionality, adopted by Parliament on 12 February
2012 (Law 4046/2012). 

The new agreement was accompanied by a new financial support package
amounting to €130 billion. Together with the remainder of the first programme, to-
tal undisbursed assistance at the time was close to €167 billion.14
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14 European Commission, The second Economic Adjustment Programme for Greece, March 2012, p. 4. 
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The debt restructuring and the new financial support agreement put a halt to
the course towards collapse that the Greek economy was on in late 2011. But a con-
dition for the completion of these first positive steps was to proceed without delay
to the implementation of everything that had been agreed so far. 

This did not happen, however. The elections announced on 11 April were held
on 6 May and then repeated on 17 June, creating new long delays and once more
heightening uncertainty both in Greece and abroad. 

In Greece, the Economic Sentiment Indicator recorded in June one of its lowest
levels in the three years up to that time (comparable to those observed in May 2010
and November 2011), standing at 77.3, against an average of 78.5 in the first quar-
ter of 2012 and an annual average of 80.6 points in 2011 (see Chart 3). 

The loss of confidence and uncertainty about future developments weighed heav-
ily on banks, which faced considerable deposit outflows: between end-December
2011 and end-June 2012 private sector deposits with the Greek banking system fell
by €26.3 billion. Indicatively, in May alone this reduction reached €9 billion. It is
clear that this large decline was directly associated with political uncertainty, given
that after the formation of the new government (from end-June onwards) and un-
til the end of the year this downward course came to a stop and part of these deposits
(€12.2 billion) returned15 (see Chart 4 and Table 14). Of course, lower deposits were
not due exclusively to outflows abroad or to hoarding, but they also partly reflected
debt repayments by depositors, including debts to banks. Such behaviour led to
lower levels of money in circulation. 

Abroad, the loss of confidence was reflected in media reports, most of which ar-
gued that the Greek programme had derailed and considered that the country’s exit
from the euro area was now very likely. Similar views were also voiced by research
institutes, while the likelihood of a Greek default had started to also find its way into
statements by European politicians. 

It can safely be argued that this upsurge in uncertainty was due to the long de-
lays observed in the implementation of the programme, but the effect of the large in-
crease in political risk was also strong. Indicatively, the Political Risk Index compiled
by the Economist Intelligence Unit rose to its historical peak at end-May 2012 and
thereafter declined (for another indicator, see Chart 1 in Chapter 4.2). 

In a similar fashion, this upsurge in uncertainty was also reflected in the BoG
gold sovereign purchases/sales ratio (see Table 13), which indicated excess private
demand for gold sovereigns, as it fell to 0.48 in June 2012 (its lowest level since Feb-
ruary of the same year). 

15 See www.bankofgreece.gr, Statistical data, Credit institution deposits. 
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Source: Banks’ consolidated financial statements, statistical data from the Bank of Greece site.

End of 
period

Non-financial
corporations Households Total

End of 
period

Non-financial
corporations Households Total

Jan. 2007 32,697 140,716 173,414 July 2010 34,996 177,395 212,391

Feb. 2007 32,195 141,368 173,564 Aug. 2010 35,661 177,470 213,131

March 2007 33,501 143,811 177,312 Sept. 2010 36,514 176,500 213,013

Apr. 2007 33,316 145,042 178,358 Oct. 2010 35,214 176,414 211,628

May 2007 33,697 145,027 178,724 Nov. 2010 35,802 173,433 209,235

June 2007 35,702 149,774 185,476 Dec. 2010 36,094 173,510 209,604

July 2007 39,861 149,287 189,148 Jan. 2011 34,894 170,627 205,521

Aug. 2007 38,654 150,292 188,945 Feb. 2011 33,887 169,030 202,918

Sept. 2007 38,128 151,153 189,282 March 2011 33,680 165,505 199,185

Oct. 2007 37,153 151,228 188,381 Apr. 2011 32,935 163,821 196,756

Nov. 2007 38,960 152,303 191,263 May 2011 32,612 159,321 191,933

Dec. 2007 39,515 158,414 197,929 June 2011 32,064 156,116 188,179

Jan. 2008 38,055 158,615 196,671 July 2011 30,951 156,265 187,217

Feb. 2008 37,981 159,998 197,980 Aug. 2011 31,528 157,135 188,663

March 2008 39,710 161,316 201,026 Sept. 2011 30,657 152,549 183,206

Apr. 2008 38,289 164,817 203,106 Oct. 2011 29,523 146,898 176,420

May 2008 39,265 166,250 205,515 Nov. 2011 28,757 144,142 172,898

June 2008 41,137 168,570 209,707 Dec. 2011 28,857 145,370 174,227

July 2008 39,323 170,954 210,276 Jan. 2012 26,771 142,186 168,957

Aug. 2008 40,604 173,242 213,846 Feb. 2012 25,833 138,548 164,381

Sept. 2008 42,904 175,337 218,241 March 2012 25,773 139,583 165,356

Oct. 2008 43,173 179,909 223,083 Apr. 2012 25,676 140,276 165,952

Nov. 2008 42,589 181,434 224,024 May 2012 24,245 133,193 157,438

Dec. 2008 42,196 185,424 227,620 June 2012 23,174 127,414 150,587

Jan. 2009 40,668 188,181 228,849 July 2012 23,540 130,357 153,897

Feb. 2009 39,891 189,528 229,418 Aug. 2012 23,241 130,157 153,398

March 2009 40,168 190,140 230,308 Sept. 2012 23,398 130,932 154,329

Apr. 2009 41,097 193,017 234,114 Oct. 2012 24,251 130,995 155,246

May 2009 39,283 193,022 232,305 Nov. 2012 24,770 131,120 155,889

June 2009 42,172 195,346 237,518 Dec. 2012 26,388 135,063 161,451

July 2009 39,974 194,578 234,552 Jan. 2013 25,172 135,796 160,968

Aug. 2009 41,169 195,228 236,397 Feb. 2013 25,980 138,037 164,017

Sept. 2009 42,652 195,171 237,824 March 2013 25,888 138,253 164,141

Oct. 2009 40,618 194,881 235,499 Apr. 2013 25,551 136,784 162,335

Nov. 2009 41,091 193,354 234,445 May 2013 26,543 136,870 163,413

Dec. 2009 40,670 196,860 237,531 June 2013 26,083 136,591 162,674

Jan. 2010 38,097 194,968 233,064 July 2013 25,970 136,416 162,386

Feb. 2010 37,040 192,797 229,836 Aug. 2013 25,908 136,300 162,208

March 2010 36,329 191,464 227,792 Sept. 2013 26,106 135,241 161,347

Apr. 2010 36,413 186,299 222,712 Oct. 2013 25,582 134,802 160,384

May 2010 36,732 183,499 220,230 Nov. 2013 26,168 134,874 161,042

June 2010 37,969 178,905 216,874 Dec. 2013 28,257 134,994 163,251

Million euro

Table 14 Outstanding deposits by non-financial corporations and households
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6.3.2  Towards restoration of balance in late 2012 – the Eurogroup decision of 
26-27 November 2012

The formation of a new coalition government in June 2012 put an end to the
confidence climate deterioration and all the qualitative indicators mentioned above
gradually started to improve. But, following the long delays, the programme was
moving off targets, mainly as regards government revenues. Very long delays were
also recorded in the implementation of reforms and privatisations. High uncertainty,
non-implementation of the programme and deposit outflows (until end-June) deep-
ened economic recession, aggravating the shortfall in government revenue as well
as the problem of unemployment. 

Between August and October 2012 the Greek authorities had frequent consul-
tations with the Troika,16 as the implementation of agreed items had been delayed
due to the two rounds of parliamentary elections. In parallel, macroeconomic con-
ditions were also deteriorating. Nevertheless, by end-September all quantitative
“performance criteria” had been met, except two: the non-accumulation of arrears
and the extension of government guarantees. 

Moreover, according to the IMF review published in December 2012, very se-
rious delays had been observed in the fields of promoting privatisations, improv-
ing the tax collection mechanism, controlling public spending and the build-up of
arrears, speeding up court proceedings and reducing court case backlogs, lifting
barriers to competition, liberalising the goods and services markets, improving
the business environment, and opening up closed professions.17 Hence, it was de-
cided to revise the targets of the second economic adjustment programme of Feb-
ruary 2012. 

From end-October onwards, developments were rapid. On 31 October 2012 the
2013 Budget as well as the updated MTFS 2013-201618 were submitted to Parlia-
ment, which on 7 November 2012 passed Law 4093/2012 (“Approval of the Medium
Term Fiscal Strategy Plan 2013-2016 – Urgent implementation measures of Law
4046/2012 and the Medium Term Fiscal Strategy Framework 2013-2016”). In other
words, some of the arrangements for the implementation of the measures provided

16 See the joint statements by the Commission, the ECB and the IMF on 5.8.2012 and 17.10.2012. The lat-
ter stated that the staff teams and the Greek authorities had agreed on most of the core measures needed to
restore the momentum of reform and pave the way for the completion of the review over the next few days. 
17 IMF, Greece: First and second reviews under the extended arrangement under the extended fund facility, Jan-
uary 2013, pp. 7, 9-10 and 15-17.
18 Which should have been revised in May 2012.



102 | THE CHRONICLE OF THE GREAT CRISIS: THE BANK OF GREECE 2008-2013

Table 15 Timeline – Main economic developments in Greece and Europe, 
and actions of the Bank of Greece, 2012

2012

2.2.2012 Establishment of the European Stability Mechanism (ESM).

12.2.2012 The Greek Parliament ratifies the new loan agreement with a large majority.

21.2.2012 The Eurogroup endorses a second bailout package for Greece, worth over €130 billion.

23.2.2012 The Greek Parliament approves the debt restructuring plan under the PSI.

1.3.2012 The Eurogroup decision makes reference to a backstop facility for the recapitalisation of Greek banks.

2.3.2012 Signing of the EU Fiscal Compact.

9.3.2012 The restructuring of the Greek sovereign debt under the PSI is successfully completed.

14.3.2012 Euro area countries approve the second economic adjustment programme. The first tranche amounts to €39.4
billion.

19.3.2012

Bank of Greece Monetary Policy Report 2011-2012. The Eurogroup decision of 21 February shapes a new economic
framework that fosters growth. Despite the progress made since 2010, confidence has not yet been restored. A ri-
gorous implementation of the Programme is warranted. The restructuring of the banking system is a prerequi-
site for boosting liquidity.

19.3.2012 Resolution of the cooperative banks of Achaia, Lamia and Lesvos-Limnos under Law 3601/2007.

24.4.2012 Bank of Greece Annual Report 2011. The objective circumstances are currently more favourable, but the exit from
the crisis depends solely on the country’s will and ability to face this historical challenge. 

6.5.2012

Legislative election. New Democracy (ND) comes first with 18.85% of the vote, followed by Syriza-United Social
Front (SYRIZA) with 16.78%, the Panhellenic Socialist Movement (PASOK) with 13.18%, Independent Greeks (ANEL)
with 10.60%, the Communist Party of Greece (KKE) with 8.48%, Golden Dawn (XA) with 6.97% and Democratic Left
(DIMAR) with 6.11%. All attempts to form a new government fail.

17.6.2012 New legislative election. ND comes first with 29.66% of the votes, followed by SYRIZA with 26.9%, and PASOK with
12.3%. A coalition government is formed by ND, PASOK and DIMAR under Antonios Samaras.

25.6.2012 Cyprus applies for financial assistance under the EU Support Mechanism. 

25.6.2012 Spain requests financial assistance from euro area Member States for the recapitalisation of its banking sector.

29.12.2012
Euro area summit decision on the establishment of a Single Supervisory Mechanism for banks, with a view to cre-
ating a banking union in the euro area.

CCoonnttiinnuueedd ��
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Table 15 Timeline – Main economic developments in Greece and in Europe,
and actions of the Bank of Greece, 2012 (continued)

2012

26.7.2012 President Draghi states that the ECB is ready to do whatever it takes to preserve the euro.

27.7.2012 Absorption of the sound part of the Agricultural Bank of Greece by Piraeus Bank.

6.9.2012 The ECB decides on the modalities for undertaking Outright Monetary Transactions (OMTs) in secondary markets
for the purchase of short-term sovereign bonds in the euro area.

18.9.2012

Bank of Greece Governor G. Provopoulos informs ECB President M. Draghi in a letter of the ongoing process of cost
rationalisation at the Bank, namely of his decision to reduce his salary and the Deputy Governors’ salaries by an ad-
ditional 30%, bringing the cumulative decline to 50% since 2009. In this letter, it is stressed that, through its continued
hard efforts to contain operating costs and wages, the Bank of Greece leads the way towards an overall national
effort.

7.11.2012 The Medium-Term Fiscal Strategy Framework (MTFS) 2013-2016 is passed by Parliament with 153 votes in favour.
DIMAR abstains from the vote.

12.11.2012 The Eurogroup meeting focuses on Greek debt sustainability and financing needs. These issues will be discussed
at an extraordinary meeting on 20 November.

27.11.2012
The Eurogroup decides to extend the fiscal adjustment programme for Greece by two years, to improve lending
terms and conditions and to support a debt buyback operation, with a view to reducing Greek debt to 120% by 2020,
provided that Greece reaches a primary surplus by the end of 2013.

03.12.2012

Bank of Greece Monetary Policy Interim Report 2012. After serious delays and uncertainty, new conditions have
emerged for Greece which under certain conditions create plausible expectations of a recovery of the Greek eco-
nomy. What is warranted is a consistent implementation of the policies already legislated, coupled with measures
that speed up the recovery, as well as a broader structural reform package. The completion of the recapitalisation
process and the restructuring of the banking system are reforms of vital importance, as an increase in banks’ own
funds will enhance confidence among both domestic savers and international financial markets.

13-14.12.2012 Agreement of the European Council on the establishment of a Single Supervisory Mechanism for banks.

13.12.2012 Eurogroup decision on the disbursement of the next instalment exceeding €49 billion.

18.12.2012 Market sentiment on Greece starts to gradually improve. Greece’s credit rating raised by S&P to B- “outlook sta-
ble”.

27.12.2012 The Bank of Greece publishes the Report on the recapitalisation and restructuring of the Greek banking sector.

Source: Bank of Greece.
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for in the agreement of February 2012 (i.e. Law 4046) were finally passed into law
with an eight-month delay.19

The 2013 Budget was adopted on 11 November 2012, incorporating a large part
of the arrangements included in the MTFS 2013-2016. The Introductory Report
projected that a primary surplus at the general government level would be achieved
in 2013 (for the first time since 2002), amounting to 0.4% of GDP, compared with a
primary deficit estimated at 1.2% in 2012. Moreover, the MTFS targeted the general
government primary surplus to gradually rise to 4.5% of GDP by 2016 and men-
tioned that this would require additional interventions amounting to €4.64 billion
in 2015-2016, which would be specified later. 

On 12 November 2012 the Eurogroup acknowledged the considerable steps
taken to get the programme back on track, approved the revision of the fiscal tar-
gets and called upon Greece to speed up the implementation of some pending issues. 

On 20 November, in an extraordinary meeting, the Eurogroup endorsed the up-
dated programme terms, expressed satisfaction as regards the implementation of
prior actions and generally found that initiatives and measures were being taken to
ensure sustainability of the country’s public debt. 

On 26-27 November 2012 the Eurogroup met anew and reiterated its findings re-
garding the progress made in Greece. Subsequently it was decided that, on a quar-
terly basis, Greece would transfer to the segregated account for servicing its debt all
privatisation proceeds and all primary surpluses achieved in line with the targets
set, as well as 30% of the excess amounts in case of higher than targeted primary
surpluses (see Box 6.1). 

In addition, the Eurogroup took into account that the necessary revision of fis-
cal targets and the ensuing deferral of the 4.5% of GDP target for the primary sur-
plus from 2014 to 2016 called for a broader review of debt sustainability, which had
not improved according to expectations, due to the deep recession. Against this
background, there was discussion concerning a reduction of the debt in the near
future through a public offering procedure for the repurchase of Greek government
bonds, which was completed in December 2012 with a debt buyback amounting to
a nominal value of €31.9 billion, bought back at 33.8% of its nominal value. 

Following the Greek authorities’ assurances that fiscal consolidation and struc-
tural reform efforts would continue, and subject to a positive outcome of the bond
buyback operation, the country’s euro area partners made the commitment that

19 As regards the delay, it is revealing that the “first and second reviews” of the February 2012 programme
by the IMF relied on discussions completed in October 2012, were dated “21.12.2012” and were published in
January 2013. The corresponding “first review” by the Commission was published in mid-December 2012. 
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Table 16 Key decisions of EU institutions and bodies (euro area summits, 
European Council, ECOFIN) on the Greek economy in 2012

21.2.2012

Eurogroup Statement that the conditions are in place for launching the PSI exchange offer and agree-
ment that NCBs will pass on to Greece the SMP profits and the income generated by their holdings of
Greek government bonds until 2020 and that the interest rates of the Greek Loan Facility will be retro-
actively lowered by 150 b.p.

1.3.2012 Eurogroup Statement that the European Financial Stability Facility (EFSF) is authorised to take all ne-
cessary action to implement the PSI bond exchange.

9.3.2012
Eurogroup Statement taking note of the high private sector participation in Greece’s debt exchange
offer and the extension of the offer period until 23 March, and agreement to launch the relevant proce-
dures for the final approval of the second economic adjustment programme.

14.3.2012 Eurogroup Approval of the second economic adjustment programme for Greece.

30.3.2012 Eurogroup Statement acknowledging the extension of the PSI operation until 4 April given by the Greek
authorities. Holders of eligible foreign-law Greek bonds are encouraged to participate in the exchange. 

17.6.2012
Eurogroup The Eurogroup reiterates its commitment to assist Greece in its adjustment effort and looks
forward to the swift formation of a new Greek government that will take ownership of the adjustment
programme.  

18.10.2012
Euro area summit Statement on the progress made by Greece and the Troika towards reaching an
agreement on the policies underpinning the adjustment programme. The determination of the Greek
government is welcomed and the remarkable efforts by the Greek people are commended.

12.11.2012

Eurogroup Statement, in which (a) the resolve of the Greek authorities to bring the adjustment pro-
gramme back on track is welcomed, (b) the revised fiscal targets, as requested by the Greek govern-
ment and supported by the Troika, are endorsed and (c) the intention to discuss measures for improving
Greek debt sustainability on 20 November is expressed. 

20.11.2012

Eurogroup Statement noting that Greece has implemented all agreed prior actions required ahead of
the Eurogroup meeting in a satisfactory manner and that progress has been made in identifying a con-
sistent package of credible initiatives aimed at making a further substantial contribution to the sustai-
nability of Greek government debt. This issue will be further discussed on 26 November.

27.11.2012

Eurogroup Agreement on the adoption of Greek debt sustainability measures, which include a lowering
by 100 b.p. of the interest rate charged to Greece on the loans provided in the context of the Greek Loan
Facility, a lowering by 10 b.p. of the guarantee fee costs paid by Greece on the EFSF loans, an extension
of the maturities of the bilateral and EFSF loans by 15 years and a deferral of interest payments of Gre-
ece on EFSF loans by 10 years, as well as a commitment by Member States to pass on to Greece's se-
gregated account, an amount equivalent to the income on the SMP portfolio accruing to their national
central bank as from budget year 2013. Commitment to take additional measures to contain debt dyna-
mics once Greece achieves a primary surplus and provided all programme terms are implemented. 

4.12.2012

ECOFIN Council decision to adjust, in line with the updated economic adjustment programme, the fi-
scal consolidation measures and the implementation calendar required of Greece by the decision of
May under the EU’s excessive deficit procedure, granting it an extension to correct its excessive budget
deficit by 2016.  

13.12.2012

Eurogroup Formal approval of the second disbursement under the second economic adjustment pro-
gramme for Greece, following the review of the outcome of the debt buyback operation conducted by
Greece. The debt buyback operation is expected to lead to a substantial reduction of the Greek debt-to-
GDP ratio.

Source: Bank of Greece.
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5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 6.1

Eurogroup statement on Greece, 27 November 2012: main points

“[…] The Eurogroup noted that the outlook for the sustainability of Greek govern-
ment debt has worsened compared to March 2012 when the second programme was
concluded, mainly on account of a deteriorated macro-economic situation and delays in
programme implementation.

The Eurogroup considered that the necessary revision in the fiscal targets and the
implied postponement of a primary surplus target of 4.5% of GDP from 2014 to 2016
calls for a broader concept of debt sustainability encompassing lower debt levels in the
medium term, smoothing of the current financing hump after 2020 and easing of its fi-
nancing. 

The Eurogroup was informed that Greece is considering certain debt reduction me-
asures in the near future, which may involve public debt tender purchases of the various
categories of sovereign obligations. If this is the route chosen, any tender or exchange
prices are expected to be no higher than those at the close on Friday, 23 November 2012. 

The Eurogroup considers that, in recapitalising Greek banks, liability management
exercises should be conducted in respect of remaining subordinated debt holders so as
to ensure a fair burden sharing. 

Against this background and after having been reassured of the authorities’ resolve
to carry the fiscal and structural reform momentum forward and with a positive out-
come of the possible debt buyback operation, the euro area Member States would be
prepared to consider the following initiatives: 

additional specific favourable measures would gradually be taken to contain its
debt dynamics, and that further measures would be examined as soon as Greece
would attain a primary surplus, provided that the country would have implemented
all programme milestones. Finally, the Eurogroup concluded that all necessary el-
ements were in place in order for Member States to initiate procedures at the na-
tional level for the approval of the payment of the next tranche under the EFSF,
amounting to €43.7 billion. The Eurogroup meeting of 13 December 2012 set the
timeline for the disbursement of the financing tranches to follow. The new target
set was a reduction of the Greek debt to 175% of GDP in 2016, 124% in 2020 and
well below 110% in 2022. 
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• A lowering by 100 bps of the interest rate charged to Greece on the loans provided

in the context of the Greek Loan Facility. Member States under a full financial assi-

stance programme are not required to participate in the lowering of the GLF interest

rates for the period in which they receive themselves financial assistance.

• A lowering by 10 bps of the guarantee fee costs paid by Greece on the EFSF loans. 

• An extension of the maturities of the bilateral and EFSF loans by 15 years and a de-

ferral of interest payments of Greece on EFSF loans by 10 years. These measures will

not affect the creditworthiness of EFSF, which is fully backed by the guarantees from

Member States. 

• A commitment by Member States to pass on to Greece’s segregated account, an 

amount equivalent to the income on the SMP portfolio accruing to their national

central bank as from budget year 2013. Member States under a full financial assi-

stance programme are not required to participate in this scheme for the period in

which they receive themselves financial assistance. 

The Eurogroup stresses, however, that the above-mentioned benefits of initiatives by

euro area Member States would accrue to Greece in a phased manner and conditional

upon a strong implementation by the country of the agreed reform measures in the pro-

gramme period as well as in the post-programme surveillance period. 

The Eurogroup is confident that, jointly, the above-mentioned initiatives by Greece

and the other euro area Member States would bring Greece’s public debt back on a su-

stainable path throughout this and the next decade and will facilitate a gradual return to

market financing. Euro area Member States will consider further measures and assistance,

including, inter alia, lower co-financing in structural funds and/or further interest rate

reduction of the Greek Loan Facility, if necessary, for achieving a further credible and su-

stainable reduction of Greek debt-to-GDP ratio, when Greece reaches an annual primary

surplus, as envisaged in the current MoU, conditional on full implementation of all con-

ditions contained in the programme, in order to ensure that by the end of the IMF pro-

gramme in 2016, Greece can reach a debt-to-GDP ratio in that year of 175% and in 2020

of 124% of GDP, and in 2022 a debt-to-GDP ratio substantially lower than 110%. 

As was stated by the Eurogroup on 21 February 2012, we are committed to providing

adequate support to Greece during the life of the programme and beyond until it has re-

gained market access, provided that Greece fully complies with the requirements and ob-

jectives of the adjustment programme. […]”



These developments contributed to a stabilisation of the situation in late 2012.
Indicatively, the economic sentiment indicator for Greece recorded a sharp rise in
December 2012 and, following a small decline in January, improved further in Feb-
ruary 2013. 

Improvement was also indicated by the fiscal data for 2012, despite the deep re-
cession that continued in that year (-6.4%), the two election rounds, and the delay
of at least six months as regards the adoption of certain measures. More specifically,
the general government deficit narrowed to 5.8% of GDP, while the primary deficit
fell to 0.8% (excluding the impact of the support to financial institutions amount-
ing to 3.2% of GDP), and debt declined to 156.9% of GDP. 

6.4  2013: The economy on a track of stabilisation 

6.4.1  Easing of the recession – marked weakening of macroeconomic imbalances 

In early 2014, there were clearer indications that the situation in 2013 had im-
proved compared with 2012 − mainly that the economy had entered a track of sta-
bilisation and that the preconditions were in place for the recession to end and
recovery to start in 2014. There was indeed an improvement in 2013, although early
in the year the crisis in Cyprus rekindled concerns and uncertainties about the Greek
banking system and the Greek economy in general. The risks, which were indeed ex-
tremely high, were finally averted, following the swift, coordinated and effective in-
tervention by the government and the BoG (see Chapter 8.6.6). 

The more favourable conditions in late 2013 can be summarised as follows: 
• Fiscal consolidation made impressive progress and a primary surplus was

recorded in 2013 after a long period of sizeable deficits. 
• For the first time, the current account balance showed a surplus in 2013. This

development was largely due to a decline in imports, but the buoyant recovery
of tourism receipts and higher receipts from exports of goods also played a role. 

• The pace of recession was estimated to drop to roughly 4% in 2013; the final
outturn was slightly lower (-3.85%), i.e. the recession was milder compared
with both 2012 and the initial projection for 2013. 

• Expectations improved both in Greece and abroad, and confidence was gradu-
ally taking hold again. Indicatively, the BoG gold sovereign purchases/sales ra-
tio (see Table 13) stood considerably higher than one —indicating excess private
supply of gold sovereigns— throughout the period from July 2012 to December
2013, with a single exception in April 2013 when it briefly fell to 0.57 (indicat-
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ing excess demand), evidently due to the uncertainty caused at the time by the
banking crisis in Cyprus and the way it was addressed. Favourable develop-
ments started to appear in the real economy as well, in certain production and
labour market indicators. In parallel, the spreads of Greek government bonds
vis-à-vis the corresponding German bonds fell back to 2010 levels, while on 
30 November 2013 a rating agency (Moody’s) proceeded to the first upgrading
of the Greek government’s credit rating after the onset of the crisis, by two
notches (from C to Caa3). As regards investment prospects, a most encourag-
ing development was the decision on the Trans Atlantic Pipeline for the trans-
fer of natural gas from Azerbaijan through Greece to Italy and the rest of
Western Europe. In parallel, the privatisation programme was now progressing
after considerable delays in previous years, and 2013 saw the conclusion of 
some important privatisation deals (concerning the state-controlled gaming
operator OPAP, the state gas network operator DESFA, etc.) that attracted for-
eign capital as well.

• For the first time in over 45 years, the inflation rate turned negative in 2013.
This development indicates that prices have started to respond to lower de-
mand and labour costs and to support real disposable income. However, a pro-
longed continuation of this phenomenon at the same pace would be
undesirable, as negative inflation intensifies uncertainty in the economy and
in business expectations and worsens public debt dynamics.

• The restructuring of the economy on the supply side moved ahead, albeit
slowly. Nevertheless, developments in relative prices provided an incentive for
a shift of resources from the sector of internationally non-tradable goods to
the tradables sector, in which productivity is much higher. The assessment was
made that the continuation and strengthening of this trend would lead to
higher total productivity, improve competitiveness and support job creation,
over the medium term. 

• The recapitalisation of credit institutions was promoted and the structure of
the banking sector changed radically, with the creation of more resilient banks
that are better positioned to exploit economies of scale. The restructuring and
consolidation of the banking system has been smooth, without a single depos-
itor having incurred a loss on their savings; in other words, without any dis-
ruption of financial stability.20 

THE CRISIS IN GREECE: 2010-2013 | 109

20 For a summary of these factors see also the Introductory Statement by the Governor of the BoG before
the Greek Parliament’s Standing Committee on Economic Affairs discussing the Bank of Greece Interim Re-
port on Monetary Policy 2013, 16.1.2014. 
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Table 17 Timeline – Main economic developments in Greece and Europe, 
and actions of the Bank of Greece, 2013

2013

1.1.2013 Last-minute agreement reached by US legislative bodies to avert the fiscal cliff.

18.1.2013 Establishment of the New Hellenic Postbank (“good bank”) with the Hellenic Financial Stability Fund as its sole sh-
areholder in implementation of Law 3601/2007.

21.1.2013 J.C. Juncker stepped down from the Eurogroup presidency. He is succeeded by Dutch Finance Minister J. Dijssel-
bloem.

21.1.2013 The economic adjustment programme for Greece is on a positive track, according to the Eurogroup. A further amo-
unt of €7.2 billion to cover bank recapitalisation and resolution costs is also decided to be paid out to Greece.

25.2.2013

Bank of Greece Annual Report 2012. The risk of a collapse was eliminated, the likelihood of a Greek exit from the
euro area was averted and confidence is gradually being restored. However, these encouraging developments
leave no room for complacency. Considerable progress has been made so far in the restructuring of the banking
system, while the recapitalisation of banks is well under way.

28.2.2013 The Bank of Greece publishes a report conducted by Bain & Company.

15.3.2013 Cyprus is hit by the crisis. The Eurogroup decides to provide financial assistance of €10 billion to Cyprus. As part of
the bailout deal, a one-off levy is imposed on all depositors with Cypriot banks. 

19.3.2013 The Cypriot parliament rejects bailout conditions.

25.3.2013
The Eurogroup reaches a new agreement with Cyprus, which includes an agreement between Cyprus and Gre-
ece on the transfer of Greek branches of the Cypriot banks, with a view to protecting the stability of both the Greek
and the Cypriot banking systems.

15.4.2013
An agreement is reached following the conclusion of the third review of the Greek economic programme by the
Troika. The disbursement of a loan tranche worth €2.8 billion by the EFSF, which has been pending since the pre-
vious review, is announced.

3.5.2013 Positive assessment of the Greek programme by the IMF.

11.5.2013 Transfer of assets and liabilities of First Business Bank to the National Bank of Greece in implementation of Law
3601/2007. A liquidator is appointed at Probank for the conclusion of the capital increase.

13.5.2013 Eurogroup agreement on the disbursement of two sub-tranches, amounting to €7.5 billion.
CCoonnttiinnuueedd ��
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Table 17 Timeline – Main economic developments in Greece and Europe, 
and actions of the Bank of Greece, 2013 (continued)

2013

17.5.2013 The EFSF disburses €4.2 billion to Greece, following a Eurogroup decision. Greece has now received €120 billion
of financial assistance from the EFSF out of the total committed amount of €144.6 billion.

29.5.2013
Bank of Greece Monetary Policy Report 2012-2013. Positive indications that the Greek economy is rebalancing. Ne-
vertheless, output continues to decline and unemployment is rising. The banking system is undergoing a process
of restructuring on new, healthy foundations.

30.5.2013 The European Commission grants an extension of two years for the reduction of fiscal deficits of France, Spain, Slo-
venia and Poland, as well as an extension of one year for the Netherlands, Belgium and Portugal.

11.6.2013 The Greek government shuts down the public broadcaster ERT by a legislative act. 

25.6.2013 The new government is sworn in, consisting only of ND and PASOK members, after DIMAR has left the coalition
government refusing to back ERT’s closure.

8.7.2013 The Eurogroup approves the disbursement of €6.8 billion in tranches under the European Support Mechanism.

2.9.2013 Completion of the process of transfer of shares of New TT Hellenic Postbank S.A. and New Proton Bank S.A. to Eu-
robank.

12.9.2013 The European Parliament approves the establishment of a Single Supervisory Mechanism, conferring supervi-
sory tasks on the ECB.

23.10.2013 The ECB starts the comprehensive assessment of banks in advance of its supervisory role.

10.11.2013 A motion of no confidence filed by opposition party SYRIZA is rejected by Greek Parliament with 153 votes.

8.12.2013 Withdrawal of authorisation of the cooperative banks of Western Macedonia, Dodecanese and Evia and transfer of
all of their deposits to Alpha Bank.

8.12.2013 The Greek Parliament passes the State Budget with 153 votes for and 142 votes against.

17.12.2013 Bank of Greece Monetary Policy Interim Report 2013.

18.12.2013
The ECOFIN reaches an agreement on the banking union – by adopting a draft regulation on the Single Resolution
Mechanism and a decision by euro area member states committing them to negotiate, by 1 March 2014, an inter-
governmental agreement on the functioning of the Single Resolution Fund. 

Source: Bank of Greece.
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6.4.2  The year 2013 is a landmark for fiscal consolidation 

The year 2013 was a landmark for fiscal consolidation in Greece, as, for the first
time since 2002, a primary surplus was achieved at general government level. Ac-
cording to the Eurogroup decisions of 27 November and 13 December 2012, the
achievement of a primary surplus in 2013 was a precondition for the country’s euro
area partners to take action that will ensure sustainability of its public debt. 

Even more important is the fact that the structural primary balance is estimated
by the BoG to have improved by 19 percentage points of potential GDP over the pe-
riod 2010-2013, yielding a surplus of around 4.4% of potential GDP by end-2013.
This improvement is not only a major accomplishment, but also represents one of
the biggest fiscal consolidations ever achieved worldwide, although it should be
noted that it has relied more than it should have on tax increases; this put a consid-
erable burden on taxpayers and squeezed disposable income. 

In the course of 2013, several measures aimed at increasing tax revenue have
been adopted, such as the tax system reform and the new Unified Property Tax. In
addition, better expenditure control was ensured through a strengthening of fiscal
rules and mechanisms for monitoring the proper execution of the approved budg-
ets across all levels of general government (including public utilities and enterprises).
Also, efforts to restructure public entities and enterprises —such as the Hellenic
Broadcasting Corporation (ERT), the Hellenic Vehicle Industry (ELVO), Hellenic
Defence Systems (EAS), the Mining and Metallurgical Company (LARCO)— pro-
gressed, whereas considerable delays were recorded in the course of the year with re-
spect to the implementation of a number of actions necessary for reforming the
central government as required by the Economic Adjustment Programme, con-
cerning, for instance, the preparation of updated organisation charts in public ad-
ministration, the placing of employees in a labour reserve/mobility scheme and an
assessment of staff qualifications and performance. 

The progress made as regards meeting the fiscal targets of the adjustment pro-
gramme, as well as the need to speed up public administration reforms, are also
pointed out in the joint statement by the European Commission, the ECB and the
IMF published in the course of 2013,21 while on 17 December the President of the
Eurogroup confirmed that Greece had met the four preconditions (“milestones”)
agreed with the Troika during the third review.22

21 See “Statement by the European Commission, ECB and IMF on Greece” on 15.4.2013, 8.7.2013, 29.9.2013,
and 21.11.2013. 
22 See “Statement by the President of the Eurogroup on Greece” on 17.12.2013. 
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6.4.3  Restructuring of the banking system and prospects of normalisation in credit
conditions

In 2013, recapitalisation and restructuring in the banking system shaped a new
banking landscape in Greece, comprising fewer but stronger banks; it was estimated
that in the medium term they would have a greater capacity to supply credit to the
economy. In the short term, however, new lending remains very limited, as banks’
lending capacity continues to be constrained by several factors. On the supply side,
a major constraint has been the accumulation of non-performing loans, which de-
prives banks of resources while also posing a risk of potential future impairment of
their capital base, thereby forcing them to tie up more capital for loan-loss provi-
sions. At the same time, demand for credit has remained weak, due to the adverse
macroeconomic environment. 

According to the assessment of the BoG, the ongoing improvement in economic
conditions together with growing confidence in Greece and its banking system are

Table 18 Key decisions of EU institutions and bodies (euro area summits, 
European Council, ECOFIN) on the Greek economy in 2013

21.1.2013
Eurogroup
Statement noting with satisfaction that the MoU milestones for the disbursement of the January sub-
tranche, agreed between Greece and the Troika, have been achieved.

4.3.2013
Eurogroup
Statement noting with satisfaction that the MoU milestone for February has been achieved and that Gre-
ece has adopted measures beyond those required.

13.5.2013

Eurogroup
Statement on the outcome of the second review mission under the updated second macroeconomic ad-
justment programme for Greece, noting with satisfaction that Greece has made further substantial pro-
gress in implementing the required fiscal and structural reforms.

8.7.2013

Eurogroup
Statement on the outcome of the third review mission under the second macroeconomic adjustment
programme for Greece, noting that the programme is broadly on track with the agreed policy conditio-
nality.

17.12.2013

Eurogroup
Statement by the President noting that Greece has achieved the four milestones agreed with the Troika
in the context of the third review. The EFSF disburses the second sub-tranche of the fifth instalment
(€0.5 billion), as well as the remaining amount related to the income that accrued on the SMP portfolio
of euro area NCBs in 2012 (€0.5 billion).

Source: Bank of Greece.



expected to lead to a normalisation of credit expansion in the medium term, as
they will: 

− enable Greek banks to gradually regain access to the international interbank
market; 

− encourage the flow of retail deposits back to banks; 
− generate demand for credit; and 
− help to reduce credit risk, broadening the scope for financing viable business

projects. 
Credit supply conditions would also benefit from improved management of non-

performing loans and from proactive measures to prevent further non-performing
loans from being accumulated. In this regard, there is considerable room for im-
provement in current bank policies on this matter (for the views expressed in 2013
by the BoG on the financing of the economy, see Chapter 7.4 further below). 
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7PUBLIC INTERVENTIONS OF
THE BANK OF GREECE REGARDING
ECONOMIC POLICY AND AN EXIT
FROM THE CRISIS: 2010-2013

Greece’s recourse to the support mechanism marked the end of a mode of con-
ducting economic policy that had long exhausted its limits and the start of a new era
that required a radical reorientation of economic policy, as well as of collective and
individual behaviour. A large-scale adjustment had to be made at all levels and ne-
cessitated a realisation of the size of the problem and a coordinated effort. The Bank
of Greece actively supported this effort by raising awareness of key economic pol-
icy issues, through publications, statements by its Governor and analyses of partic-
ular aspects which concerned the implementation of a new economic policy. What
emerges from all these public communications and interventions is a comprehen-
sive proposal for an exit from the crisis, as well as the Bank’s key assessments on the
priorities of economic policy in response to the changing circumstances.

In 2010, the Bank of Greece argued that recourse to the support mechanism was
necessary under the circumstances prevailing at the time and set out the precondi-
tions for success.

In 2011, it underscored the serious delays in the implementation of the Economic Ad-
justment Programme, which rendered necessary a restructuring of Greek sovereign debt.

In 2012, it pointed out that an affirmative answer should be given to the historic
dilemma concerning Greece’s continued participation in the euro area.

In 2013, it identified speeding up the recovery and creating the conditions for a
transition to a new growth model as the key desideratum of economic policy.

7.1 2010: Recourse to the support mechanism is deemed necessary

Already since 2008, the Bank of Greece had taken a different view regarding the
extent and gravity of the crisis relative to the then prevailing perceptions that the cri-



sis would be short-lived and could be addressed with extraordinary, ad hoc action.
Instead, the Bank of Greece pointed out that the crisis —given that it had brought
to the fore the economy’s chronic macroeconomic imbalances and structural weak-
nesses— necessitated fundamental changes across all areas.

The BoG report on Monetary Policy 2009-2010, i.e. before Greece was placed un-
der the support mechanism, pointed out the following:

“The crisis that the Greek economy is facing today is an all-encompassing
and multi-faceted one, and therefore calls for a similar response: sustainable,
ongoing and convincing fiscal adjustment, coupled with a policy of structural
reforms aimed at improving market functioning and competitiveness. But
most importantly: an eradication of the behaviours, attitudes and policies
that have brought us to the situation we are in today.”

According to the Bank of Greece, crucial to the success of the effort would be
the role of the political system, which was called upon to spearhead the effort, i.e.
to lead, convince and inspire the Greek public. As the Bank’s Governor stated:

“…the government is called upon today, acting with perseverance and re-
solve, to overcome obstacles, break up the rigidities of the past, open up new
pathways and demonstrate in a convincing manner that the gains to be
reaped at the end of the long effort outweigh the costs that we will have to bear
along the way.”1

Based on assessments regarding the nature of the Greek crisis and developments
in international markets which rendered borrowing practically impossible, the Bank
of Greece considered that recourse to the support mechanism was necessary. How-
ever, it stressed from the very outset that success would solely depend on the effec-
tive implementation of the economic policy which would accompany this support.
In the Governor’s Report published in April 2010 and in his speech at the Annual
Meeting of the Bank’s Shareholders on 27 April 2010, Governor Provopoulos out-
lined the necessary conditions for the success of the endeavour:

“The support mechanism could serve as an additional policy instrument,
provided that it is used not as a partial substitute for the national economic
policy needed to correct the macroeconomic imbalances and to address the
structural weaknesses, but as a tool for bolstering this policy, by giving it time
to bear its fruit, while fostering its more effective implementation.”

“The brunt of the task falls to the Greek State, which holds full responsi-
bility for convincing that the economy is irrevocably engaged on a new tra-
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1 Annual Report 2009, April 2010, p. 20, and Speech by the Governor George A. Provopoulos at the Annual
Meeting of Shareholders of the Bank of Greece, 27.4.2010.



jectory. In order for this to happen, the economic policy measures announced
must be implemented promptly and rigorously, according to strict time sched-
ules for concrete measures and interventions, without any faltering, procras-
tinating and wavering, and using all available tools, including the financial
support mechanism, if and when needed.”

Furthermore, early in the year, amid increasing speculation in international and
domestic media about Greece’s exit from the euro area and a return to the drachma,
the Bank of Greece intervened through an article of its Governor in the Financial
Times,2 which analysed the negative impact of such a development and argued that
the country should make every effort in order to remain within the euro area.

As Governor George Provopoulos pointed out:
“The problems faced by the Greek economy are extremely serious. How-

ever, the key question is whether it will be easier to solve them from inside or
outside the euro area. My answer is that it will be unequivocally easier to
solve these problems from within the euro area.”

And he concluded:
“The Greek economy currently stands at a crossroads. The fact of the mat-

ter is that it will be immensely less costly for Greece to eradicate its problems
from within the euro area. Rather than a Greek tragedy, a more appropriate
analogy for the Greek economy stems from Homer’s Odyssey. In that epic, the
enchanting sounds of the sirens enticed sailors to jump to their deaths in the
sea. Those who suggest Greece might leave the euro area are like Homer’s
sirens. Greece will not be tempted by these short-term options, but will un-
dertake the necessary, bold adjustments. The future of its economy is unwa-
veringly tied to the mast provided by the euro.”

The main positions of the Bank of Greece with regard to the adjustment pro-
gramme can be outlined as follows:

1st The programme must be implemented rigorously and without delays, in or-
der to succeed.

2nd The programme’s cost of implementation is indeed high, but much lower
than the cost of its non-implementation.

3rd The effort for the reduction of fiscal deficits should be spearheaded by cuts in
public spending, rather than increasing the tax burden for enterprises and individ-
uals. Two thirds of the deficit reduction should stem from spending cuts and one
third from revenue increases (mainly through broadening the tax base by curbing tax
evasion, rather than by increasing tax rates or eliminating justified tax exemptions).
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4th The programme is a necessary, albeit not sufficient condition for the Greek
economy’s exit from the crisis. Efforts are needed from all parties involved, along
with a comprehensive plan for the economy’s restructuring that will overcome the
structural weaknesses of the past and lay the groundwork for sound economic
growth. In its Monetary Policy Interim Report of October 2010, the Bank of Greece
proposed the elaboration of a binding, coherent and broadly acceptable Action Plan
for Growth, which would go hand in hand with fiscal adjustment, complement and
specify the policies under way and put forward new policies to bolster growth with-
out jeopardising the fiscal targets. The main reasoning behind this proposal was
that such an Action Plan, along with the planned reforms and unhampered progress
with fiscal adjustment, would send a strong message to the markets that the Greek
economy is reorienting itself dynamically, becoming outward-looking, opening up
to business initiatives and efficiently taking advantage of the opportunity provided
by the support mechanism in order to recover soon. More specifically, the above-
mentioned Report stressed that:

“…the Action Plan should lead the economy away from the old, distorted
growth model —based mainly on increasing demand (in particular, con-
sumer demand) and lending to the public and the private sector— towards
an outward-looking growth model relying on a strong productive base, sup-
ported by investment and structural reforms. At the same time, the new
model must encompass environmental protection and reinforce social cohe-
sion. This means that structural reforms must be designed on the basis of a
multi-faceted, ‘holistic’ approach.”

It also described the intermediate goals for strengthening potential growth and
improving the economy’s international competitiveness, as well as the key measures
for achieving these goals. In one of his speeches delivered in that period,3 the Gov-
ernor of the Bank of Greece presented detailed recommendations for upgrading
tourism under the new circumstances and underscored the sector’s contribution to
growth.

To sum up, in 2010 the Bank of Greece pointed out that if the above condi-
tions were met, the adjustment programme would bring positive results. At the
same time, the Bank insisted that fiscal adjustment should be accompanied by
policies to mitigate the extent of the recession, i.e. structural policies to boost
growth, and stressed that the programme’s success was subject to considerable un-
certainty and risks, such as:
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3 Speech at a conference of the Association of Greek Tourism Enterprises (SETE), 18.10.2010.



• a lack of determination as regards implementation; the latter would require a
break with practices of the past;

• a deeper-than-expected recession, which would hinder fiscal adjustment;
• uncertainty about Greece’s ability to return to the markets soon;
• a deterioration in conditions in the financial sector, as a result of heightened un-

certainty;
• a credibility deficit with regard to Greek statistics; continuous revisions of GDP

figures compromised the credibility of estimates and assumptions underlying
the programme.

In late 2010, the Bank of Greece pointed out that the discussion on debt re-
structuring was inopportune and harmful, as it could accentuate market uncertainty
and trigger expectations that would undermine fiscal adjustment. The Bank of
Greece’s position at the time was clear: debt restructuring is not necessary, if the tar-
gets set are steadfastly adhered to.
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2010: Bank of Greece analyses and studies on economic policy issues

The main policy positions and recommendations of the Bank of Greece were ac-
companied by analyses and assessments on more specific issues of direct relevance to the
economic conjuncture and of particular importance for the effective implementation of
the economic adjustment that the new conditions necessitated.

It is indicative that the two reports published in the first four months of 2010, i.e.
before the first Memorandum of Understanding was signed, placed particular empha-
sis on fiscal and structural issues.

The March 2010 report (Monetary Policy 2009-2010) included three special features.1

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 7.1

1 The first Special Feature (“Fiscal adjustment issues”) focused on key aspects such as the size of the pu-
blic sector, the structure of public expenditure and revenue (in comparison with other EU countries), the evo-
lution of wages and salaries in central government over time and the reforms still pending —relating to
budgeting procedures, numerical fiscal rules and independent fiscal councils— which the Bank had re-
commended as early as in April 2007. The second Special Feature (“Data on and policies for the competi-
tiveness of the Greek economy and future sources of growth”) discussed issues such as the potential growth
rate, price and cost competitiveness and of structural competitiveness indicators, growth-enhancing struc-
tural reforms in product and labour markets, the impact of EU transfers, the contribution of tourism and
merchant shipping to growth, as well as the potential of green growth. Finally, the third Special Feature re-
viewed the European and global economic adjustment. It should also be mentioned that from early 2010
the Bank of Greece started to publish monthly press releases regarding the central government net borro-
wing requirement on a cash basis, in order to provide more complete and timely information to the public.



7.2 2011: Serious delays in the programme’s implementation
make debt restructuring inevitable

In early 2011, in a first assessment of the adjustment programme’s implementa-
tion, the Bank of Greece considered that what had been accomplished was impor-
tant, stressing the positive results in the area of fiscal adjustment.

At the same time, however, the Bank pointed out that there were signs of a re-
laxation of efforts and that “a strong re-launch” was needed at the time, “to make up
for the delays and give fresh impetus to reform policies.”4 Progress had been significant,
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4 Speech by the Governor George A. Provopoulos at the Annual Meeting of Shareholders of the Bank of
Greece, 18.4.2011.

The April 2010 report (Annual Report 2009), apart from a detailed argumentation in
favour of Greece’s (then) upcoming recourse to the EU/IMF financial support mechanism,
included analyses of the dynamics of public debt, national saving and saving by sector, the
negative impact of the economic crisis on youth labour market participation, as well as
the prospects of the Common Agricultural Policy after 2013. Furthermore, for the second
consecutive year, the report included a special chapter on the European policy for climate
change, Greece’s environmental performance and the (then) recent policy measures.

The first report published after the MoU (Monetary Policy – Interim Report 2010,
October 2010) contained an extensive chapter focusing on a more effective implemen-
tation of the fiscal adjustment programme and of structural reforms,2 as well as a box that
provided an overview of the (then) recent legislative reforms in the labour market.

The May 2010 issue of the Bank’s Economic Bulletin featured a study on indepen-
dent fiscal councils and their possible role in Greece.

A significant contribution to policy-relevant economic research was the publica-
tion in September 2010 of a volume entitled: Greece’s current account balance: sources
of imbalances and policy recommendations, which included sixteen studies by the Bank’s
economists.3

2 This chapter indicated possible lines of action for further reducing primary public expenditure and up-
grading the tax collection mechanism, analysed opportunities for the utilisation of public real estate pro-
perty, structural reforms in health care and ‘green’ tax policy, and also provided an overview of privatisations
during 1996-2009 and on loss-making public enterprises.
3 In the course of 2010, the Bank held a number of conferences and events on such topics as the medium-
term prospects for EU funding, the labour market, the economies of South-Eastern Europe and climate change.
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but it was still too slow considering the debt dynamics, and a strategy was needed
to reduce the debt-to-GDP ratio over a reasonable period of time. Such a policy
should aim simultaneously at: (a) reducing the level of debt, by creating fiscal con-
ditions that would steadily generate primary surpluses over a number of years; and
(b) increasing GDP, by ensuring initially economic recovery and subsequently fast-
paced growth.

As described in the previous chapter, that period (end-2010 to early 2011) saw a
surge in speculation on Greek debt restructuring. The Bank’s view, shared by the
ECB and the IMF,5 was that restructuring was neither necessary nor desirable. It
was not necessary because debt targets were feasible, if the adjustment programme
was consistently implemented. It was not desirable because it would have serious
negative impacts on the assets of social security funds, banks and private individu-
als who had invested in Greek government securities (for more details on the ECB’s
position regarding private sector involvement and its proposals for a debt write-
down, see section 4.2 above).

For these reasons, the Bank of Greece insisted that the adjustment programme
should be implemented rigorously and without delays. It also expressed concerns
about the fiscal relaxation that had already been visible. These concerns mainly fo-
cused on the following:

First, in spite of the progress made, substantial improvement had yet to be made
in the areas where deficits are initially generated, i.e. public administration, numer-
ous government agencies and local government. Progress had also been insufficient
as regards improving the effectiveness of the tax collection mechanism, which would
help broaden the tax base and increase tax revenues, without an additional tax bur-
den on those who already paid taxes.

Second, delays in the implementation of structural reforms, despite important
steps taken towards reform of the social insurance and healthcare systems, closed
professions, and the labour market. In many cases, as the Bank of Greece pointed
out, “the reforms do not go deep enough and their implementation is often delayed, ei-
ther because of administrative inefficiencies or because of a reluctance to push ahead,
in the face of opposition.”

Third, the recession which had already obviously developed faster than initially
predicted, precisely because of delays in the reforms that had been mentioned.

The fourth and particularly decisive factor, which had been underscored by the
Bank of Greece since the start of the programme’s implementation and brought up

5 See Cottarelli, Forni, Gottschalk and Mauro, “Default in Today’s Advanced Economies: Unnecessary, Un-
desirable and Unlikely”, IMF Staff Position Paper SPN/10/12, 1.9.2010.



again emphatically in early 2011, was the stance of society and the political man-
agement of the crisis. The Bank of Greece’s reasoning on this critical issue, which
would turn out to be pivotal in the near future, can be summed up as follows: there
was no social ownership of the restructuring effort. On the contrary, the MoU was
quite often considered to be the cause of the symptoms of the crisis, rather than an
inevitable intervention to tackle it. As a result, cases of behaviour consisting in ster-
ile opposition and denial were frequent and were accompanied by a single key de-
mand, i.e. that nothing should change. More generally, a large section of public
opinion treated with reservation each and every measure that called into question
certainties long considered unchallengeable. Public debate focused almost exclu-
sively on the cost and impact of such measures, without their necessity or their ex-
pected positive effects in the medium term being explained. At the same time,
illusions were cultivated as to what was feasible and an impression was given that a
way out of the unpleasant reality was possible through a return to the past. The sys-
tematic preservation of these illusions has kept social forces from actively joining to-
gether in support of the effort.

The public’s stance largely reflects long-standing practices and mentalities, which
had previously cancelled every single reform effort. These mentalities have two core
elements:

First, the public’s myopic attitude towards change, a bias for the present versus
the future, which had led to a steady rise in consumption and, correspondingly, a
steady decline in savings, a continuous burdening of the insurance system and an
explosion of public debt. This myopic choice had as its corollary the logic of easy
personal enrichment, the spreading of corruption across all levels of public life, a
multiplication of illegal activities, the prime example of which is tax evasion, as well
as a perception of the European Union as a mere source of money.6

Second, a Greek-centred approach to problems, i.e. the society’s steady failure
to correctly assess the objective circumstances shaped by international reality and
the environment to which it had to adjust.

Such mentalities existed before the crisis and could not be eradicated automati-
cally. But they could have started to change, if the extent and gravity of the crisis
had been understood, i.e. if public opinion had been informed in an honest, de-
tailed manner and without political expediencies about the real state of the economy,
the need for such a policy and, most of all, the ultimate objectives pursued. On this
issue, there was a serious deficit on the part of the political system: on the one hand,
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6 Speeches by the Bank of Greece Governor at the Annual Meetings of Shareholders of the Bank of Greece
on 27.4.2010 and 18.4.2011.
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in the conduct of economic policy, there was a lack of determination, serious am-
bivalence and hesitation, as well as open disputes within the government, which
gave the impression that there was no compact political will to implement the pro-
gramme. The measures taken were often presented by the government itself as im-
posed by the lenders and not as necessary steps for the restructuring of the economy.
On the other hand, the opposition rejected, with an increasing emphasis, the pro-
gramme as a whole, using as their main argument the truly important negative ef-
fects on incomes and standards of living in the short and medium term, rather than
looking at the effectiveness of the measures as regards the final objective.

In conclusion, the adjustment programme was not owned by society and by the
political system.

Based on these assessments and predictions of upcoming risks, the Bank of
Greece stressed since April 2011 that the key prerequisites for the reform policy to
acquire momentum were the following:

• The government must actively demonstrate its firm commitment to moving
forward, without ambivalence or hesitation, on the difficult path that it has
mapped out.

• The public must be regularly informed about where the economy stands, which
policy goals are being pursued, what difficulties and risks are present, how
much ground still needs to be covered, what the ultimate goal is and what the
consequences of failure would be.

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

• A minimum of consensus must be reached among the political and social forces
so as to ensure the continuation of the adjustment effort, given that its duration
will extend well beyond any one government’s term.

These positions were particularly emphasised in a statement of the Governor of
the Bank of Greece published on the front page of the Financial Times on Wednes-
day, 29 June 2011, the day of a crucial vote at the Hellenic Parliament on the ap-
proval or rejection of the Medium-Term Fiscal Strategy Framework 2012-2015:

“We have never really had a debate in this country about what went
wrong. In Portugal the new government has come in and said that there will
be a difficult two years ahead. We have not had that kind of talk here. (…)
For parliament to vote against this package [the bill on the MTFS] would be
a crime – the country would be voting for its suicide.”

More specifically, the call for a consensus between political forces was a perma-
nent motto in many public interventions of the Bank of Greece. This call was re-
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From the Financial Times © The Financial Times Limited 2011. All Rights Reserved. For the picture on the front-
cover of the newspaper, Yiannis Behrakis/Reuters/Aurion.



peated in the most unequivocal manner in November 2011, at the peak of political
instability, after the resignation of the Papandreou government.

“To safeguard financial stability in this very challenging environment, it
is essential that a strong coalition government pursues the necessary policies
that will ensure Greece’s future within the euro area.” 7

In light of the above, the Bank of Greece argued from the outset that the politi-
cal management of the programme and the stance of society towards reforms were
the most important factors that would ultimately determine success or failure. This
view has indirectly or even explicitly permeated most of the Bank of Greece’s pub-
lic interventions from 2008 to this day.

As described in detail in a previous chapter, the decision of the 26 October 2011
euro area summit lightened the burden of government debt and its debt servicing
costs, and provided for an increased involvement of the private sector compared
with the previous decision of 21 July. The Bank of Greece pointed out that this in-
volvement proved inevitable, following a significant deterioration in crucial areas of
the economy, and pointed out the following delays:

– a slowing down of fiscal adjustment, following an encouraging start in 2010;
– no progress on the implementation of privatisations;
– a widening of the confidence deficit, given that there had been no tangible

proof of a strong political will to implement reforms in the public sector and
the operation of markets;

– a sharper and longer than expected recession, as a result of fiscal adjustment
and, to a great extent, of the confidence deficit, as well as an imperfect imple-
mentation of the programme.

According to the Bank of Greece, the decision of 26 October represented a mile-
stone on the adjustment path of the Greek economy since 2010, as the debt level
was reduced and its dynamics could be put under control, under certain conditions.
The Bank went on to stress:

“It should be recalled, however, that also in the past (after the Memo-
randum was entered into, in May 2010) there has been a series of favourable
arrangements for the debt, which did not produce the expected results, as
the response from the Greek side has not been appropriate. Hesitation in un-
dertaking the necessary actions did not allow to put the facilities provided
by these favourable arrangements into good use, thus multiplying the eco-
nomic and social cost of efforts made and drained confidence in the future
of the economy.
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The new opportunity provided to Greece under the agreement of 26 Oc-
tober may well be the last. The country must avoid all further delays or de-
viations from the targets agreed upon at all costs; every possible effort needs
to focus on overshooting the targets. The present juncture is the most critical
period in Greece’s post-war history. What is at stake is whether the country
is to remain within the euro area in the future.” 8

Following the summit decision and the new measures that had to be included in
the MTFS, many —political parties and media alike— held the view that the MoU
had failed. The question as to whether this was true or whether the MoU had been
implemented poorly and in a piecemeal manner was answered unequivocally by the
Governor of the Bank of Greece:

“First of all, the Memorandum averted a Greek default, which in April
2010 seemed inevitable. On the other hand, key requirements were not ful-
filled, which seriously weakened the overall result. How can one therefore say
that something has failed when it has been implemented only partly? With-
out wishing to ignore or underestimate the positive steps made, let me recall
that the state has not been sufficiently downsized, privatisation has not even
started, useless and costly public organisations remain in operation, legisla-
tive initiatives have not been implemented and remain inoperative [...]. De-
lays and omissions hit again the credibility of the country, resulting in a surge
in uncertainty and distrust from markets and our creditors. We are now run-
ning out of time. So we need to react quickly and dynamically. The adoption
of the fiscal adjustment framework is an initial step, but it is not enough. As
I stressed in early April, a strong re-launch of the reform effort is needed, in
order to make up for the delays as soon as possible and provide new reform
impetus. Now we have to convince with actions, not just with words, that
Greece does not want to self-destruct. We should move on from reform rhet-
oric to reform action.” 9

After the Papademos government was formed, the Bank of Greece returned to
the crucial issues of consensus and of informing the public, pointing out the fol-
lowing:

“In order to consolidate confidence in the prospects of the economy, the
convergence of political forces reflected in the formation of the new govern-
ment must become more substantive and last beyond the planned election.
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8 Monetary Policy – Interim Report 2011, November 2011, pp. 17-18.
9 Interview with the Athens daily Kathimerini, 26.6.2011. See also Bank of Greece, Monetary Policy – In-
terim Report 2011, November 2011, pp. 19-20.



The upcoming period should be a time of reflection, realistic assessment of the
potential of the economy and search for the optimal long-term choices. It
would be useful if political debate was carried out in the terms of the future
instead of the terms of the past, as this is what led us to the current distress-
ing situation. There is one condition for the government to succeed and for the
will of the citizens to be expressed authentically in the next election: the true
state of the economy and the international context must be described with ut-
most candour, possible solutions must be clearly analysed, while the costs and
benefits of each option must be explained cogently.”10

The main issue of economic policy that the Bank of Greece underscored in late
2011 was a need to elaborate the country’s medium-term strategy and restore trust
in the Greek economy’s prospects. This is why it brought back its older proposal for
a detailed, binding Action Plan for Growth.
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2011: Bank of Greece analyses and studies on economic policy issues

The Bank of Greece’s most important intervention was made in a special chapter of
its November 2011 report (Monetary Policy – Interim Report 2011) concerning the means
and conditions for reversing the economic climate and supporting investment and ex-
ports.1 A crucial contribution to the public debate was made by means of a box entitled:
“Fiscal consolidation: an inhibitory factor for growth?”, contained in the first chapter of
the report. Furthermore, the Annual Report 2010 (April 2011) analysed the objectives
and implementation of reforms in labour legislation and introduced a special section on
income inequality and poverty, thereafter featuring permanently in the report. The report
once again included a special chapter on developments as regards energy policy in the EU
and Greece, and also reviewed climate change and environmental issues.

The June 2011 issue of the Bank’s Economic Bulletin featured studies on, inter alia, tax
evasion in Greece and numerical fiscal rules in practice. Of course, the most important
publication was a study of the Climate Change Impacts Study Committee (EMEKA or
CCISC) entitled: The Environmental, Economic and Social Impacts of Climate Change in

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 7.2

10 Monetary Policy – Interim Report 2011, November 2011, p. 21.

1 This chapter included policy recommendations for measures on shipping and tourism, as well as an
analysis of the “new landscape” as regards the inflow of EU funds to Greece.



7.3 2012: The historical stake − whether the country will remain
within the euro area

The main events in 2012 were the approval of a new loan agreement in Febru-
ary, the two parliamentary elections held in May and June and the formation of a
new coalition government, a strong test on the banking system as a result of the out-
flow of deposits and heightened uncertainty, as well as the lifting of a deadlock in ne-
gotiations with the EU, ECB and the IMF which resulted by end-2012 in the
disbursement of an instalment of more than €49 billion.

The Bank of Greece expressed its views on these events with clear reports, pub-
lications and proposals.

The causes of the derailment of the initial adjustment programme

In January 2012, amidst negotiations on the new Economic Adjustment Pro-
gramme, the Governor of the Bank of Greece expressed his view publicly, in an ar-
ticle published in the Financial Times,11 on why the initial programme went off track.
In more detail, he pointed out:

(i) the “slow and inefficient” implementation of many of the measures included
in the programme;

(ii) the fact that fiscal consolidation in 2011 consisted in “a mix of 60 per cent rev-
enue (largely tax) increases and 40 per cent spending cuts”, despite previous expe-
rience showing that spending cuts lead to a smaller economic contraction than tax
increases;

(iii) the “large magnitude of the fiscal consolidation”, which —coupled with “diffi-
culties in implementing structural reforms, privatisation and measures to improve
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Greece, which was published on 1 June 2011 (its English translation was published on-
line in March 2013).2

11 George Provopoulos, “Timely Greek lessons on the eurozone crisis”, Financial Times, 24.1.2012.

2 Other publications were a study by Professor M. Psalidopoulos entitled Monetary Management and
Crisis: the Policy of the Bank of Greece 1929-1941 (July 2011) and a volume entitled From Crisis to Recovery
– Sustainable Growth in South East Europe (a joint project of SEESOX and the Bank of Greece, February
2011). The Bank continued to organise research and policy conferences in 2011; the main ones concerned
social policy and social cohesion in times of crisis, the real estate property market and the economies of So-
uth-Eastern Europe.



the efficiency of tax collection”— “led to a greater economic contraction than ini-
tially projected;” and

(iv) the role of fiscal multipliers – more specifically, “per percentage point of con-
solidation, the [Greek] economy has contracted more” [than in other countries],
mainly because “Greece is a relatively closed economy”. As a result, “any decline in
demand hits domestically produced goods more than imports.”

The program can succeed, under certain conditions

In the spring of 2012,12 the Bank of Greece pointed out that the Eurogroup deci-
sion of 21 February on a new financial support agreement laid more favourable ground
for the continuation of efforts to find a way out of the crisis and provided “tangible
proof of our partners’ determination to avert a Greek default.” The positive elements
highlighted at the time were: a reduced loan burden as a result of the debt write-down,
large reduction of the fiscal deficit and a projected achievement of a primary surplus
by 2013, expected restructuring of the banking sector and a broader realisation that
radical reforms are needed in order for the country to remain within the euro area.

These elements led to the Bank’s assessment that the goals are feasible if com-
mitments are implemented to the letter and without procrastination and if the gaps
resulting from delays over previous years are covered. According to the Bank, the key
prerequisites13 for the programme’s success were:

Continuity, which had to be ensured at all costs. The programme had to be im-
plemented rigorously without deviation throughout its duration. An element which
could support the required continuity was broad consensus across the majority of
the political spectrum on the objectives of the programme.

Administrative efficiency of the mechanisms called upon to carry out the pro-
gramme, i.e. the state and the public administration. The implementation of the ad-
justment programme would fail if the distortions and rigidities caused by statist
approaches and clientelism were not overcome.

Restoring confidence. There was only one way to restore the shattered confidence
in the Greek economy: to implement the commitments of the loan agreement to the
letter, without compromising their content, whilst strictly observing the deadlines.

The Bank of Greece’s position on the new support agreement can be briefly
summed up14 in the following:
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“In the light of the Agreement of 21 February 2012, the new framework
in which the Greek economy will operate in the years ahead could suffice to
turn the climate and expectations around and, thereby, speed up the re-
covery process. However, distrust as to the ability and resolve of govern-
ments and society at large to carry the necessary reforms decisively forward
remains widespread. This distrust is justified. Reform initiatives in the past
had more than once come up against the illusion that a system which pro-
duced prosperity by running up deficits and debt could be maintained for-
ever. There is no room for such illusions anymore. The truly harsh and
painful losses that Greek citizens have had to endure cannot be recouped by
returning to the ways of the past. Under the present circumstances, such a
return would result in social cohesion disintegrating and incomes plum-
meting. In order to improve expectations and confidence in the future of
the Greek economy, what is needed is adjustment to the new situation, im-
plementation to the letter of all that has been agreed and a correction of
past imbalances, so as to lay the foundations for the way forward. Euro-
area membership and the support of our partners provide Greece with the
opportunity to move forward on this path in an orderly fashion, contain
the losses and shorten the difficult period of deep recession. It is up to the
country, however, to assume the historic responsibility of elaborating and,
more importantly, implementing a new strategy which will convincingly
show that the Greek economy can be reconstructed in a way that will bring
it back onto a sustainable growth path.”

Political developments are decisive for the economy’s future

The main position of the Bank of Greece, which runs through its public inter-
ventions for more than a decade, is a need for political forces to converge on a con-
sensual approach to the economy’s major problems. This position was repeated with
much greater emphasis throughout the crisis, which necessitated the “broadest pos-
sible consensus”, according to the Bank of Greece. Based on this long-standing rea-
soning, the Bank of Greece considered that the formation of the Papademos
government “opened up a window of opportunity”, which brought to a halt the ru-
inous course towards which the country had started to slide.

Then in April 2012, as elections were announced amidst a highly conflictual
environment with a sharp distinction between political forces in favour of or
against the MoU, the Bank of Greece considered that what was actually at stake
was the country’s position within the euro area, pointing out that if, after the elec-
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tions, there were any question about the will of the new government and of soci-
ety to implement the programme, the country would risk being in a particularly
difficult position.

The Governor of the Bank of Greece reiterated in his speech at the Annual Meet-
ing of Shareholders in April 2012 that:

“What is at stake in Greece is the choice between:
an orderly, albeit painstaking, effort to reconstruct the economy within

the euro area, with the support of our partners;
or
a disorderly economic and social regression, taking the country several

decades back, and eventually driving it out of the euro area and the European
Union.”

At about the same time, the Governor gave two interviews,15 painting a grim pic-
ture of the eventuality of an exit from the euro area, which he considered as a “na-
tional disaster” which would “open the gates of hell”, pointing out, inter alia, that:

“A return to the drachma would mean that, during a transitional period,
i.e, until the new banknotes circulate in physical form, there will practically
be no drachmas other than in book-entry form. In other words, it will be pos-
sible to carry out transactions in drachmas only through bank accounts. […]
As a result, we will inevitably resort to bartering, i.e. exchange one kilo of oil
for three kilos of flour.

Given that our country relies to a large extent on imports, for which for-
eign currency —not drachmas— would be needed, there would be signifi-
cant shortages. These shortages would include fuel, raw materials and even
agricultural products, because the weak competitiveness of the country’s econ-
omy means that even foodstuffs are to a great extent imported. So there will
be serious shortages in several key commodities. Schools, hospitals and pub-
lic services would face difficulties in their operation. There would be fuel
shortages so that the police and army would not be able to use their vehicles.

Of course, after a certain lapse of time, things will come back to a some-
what better balance, but during the initial transitional period we will expe-
rience a nightmare scenario. This is precisely why I am describing some grim
situations, in order for people to understand what could happen. And I am
not referring here to possible social explosions, which may be expected in such
an environment. Some people —well-intentioned at that— naively believe
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that a return to the drachma would mean that we will go back to the period
around 2000, that is, at the point in time before our entry into the euro area.
And they remember that at the time, they were doing rather well, so they be-
lieve that a return to the drachma would not be a problem.

But things are not like that. For the reasons I already mentioned, a return
to the drachma would bring the country decades back. […] In such ‘anom-
alous’ situations, the losers are the majority and the disadvantaged. The win-
ners are the cunning few– which is in fact what also happened in the past in
extraordinary situations. Certainly, the country as a whole will suffer losses,
heavy ones for that matter. […] Economic and social conditions will become
unbearable. Living standards will plunge. The new currency would be sub-
stantially devalued, possibly by up to 60-70 percent. There will of course be
some rebalancing afterwards, but the economic and social cost of the transi-
tional period will be enormous. But even what I called ‘rebalancing’ will come
after repeated devaluations, a period of hyperinflation and high interest rates
and major adjustment difficulties. Progress achieved over many decades will
go to waste.”

The restructuring of the banking system

The Bank of Greece’s specific institutional actions for the restructuring of the
banking system are described in more detail in the following chapter. It should be
pointed out, however, that along with institutional actions there were public inter-
ventions by the Bank of Greece throughout 2012 with regard to the banking sys-
tem. The aim of these interventions was to safeguard the confidence of the public
and to avert reactions which would place the entire banking system in jeopardy.

These interventions highlighted, first of all, the issues at hand, but, at the same
time, stressed that the foundations for the creation of a sound, strong and compet-
itive banking system had been laid. As a result, following the completion of the
agreement on debt restructuring in March 2012, the Bank of Greece considered that
if a sense of trust in the economy’s prospects was consolidated, deposits could start
to flow in. This along with progress in recapitalisation procedures would signifi-
cantly improve the climate and strengthen trust in the banking system.

In a newspaper interview,16 Governor G. Provopoulos summed up the Bank of
Greece’s assessment for the prospects of the Greek banking system as follows:
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“Today, solid foundations have been laid to strengthen and restructure
banks. Following the disbursement of the next instalment, we will proceed
with the full recapitalisation of ‘core’ banks. [...] The new banking landscape
will comprise robust units with satisfactory capital ratios that will be trusted
by depositors and regain access to capital markets. [...]”

And he concluded:
“At the Bank of Greece, we feel satisfied that we designed, together with the

Greek government and the Troika, and we implemented an integrated plan
which safeguarded financial stability under difficult circumstances. We are
now turning the page.”

In order for the major significance of these developments to be understood, the
Bank of Greece clearly mentioned the serious risks that had threatened financial
stability over previous months, when uncertainty had reached its peak and the bank-
ing system faced a large outflow of deposits and incurred significant losses in the
context of the PSI:

“Under these circumstances, it became apparent that not only the stabil-
ity 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.”17

A new beginning is possible

In late 2012, the Bank of Greece assessed positively the developments of the sec-
ond half of the year, pointing out the reduced uncertainty, the halt in the outflow of
deposits and the gradually improving climate.

The facts which corroborated this assessment were:
• the reduction of fiscal deficits;
• the recouping of a significant part of the losses in international cost competi-

tiveness registered in the 2001-2009 period;
• progress on reforms, which had been generally slow, though important in some

sectors;
• the markedly reduced uncertainty following the formation of the coalition gov-

ernment which undertook the responsibility to complete fiscal consolidation and
push ahead with structural reforms; and

• the unblocking of financing flows.
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7.4 2013: Priority to growth, focus on financing the economy

Already since February 2013,18 the Bank of Greece highlighted and explained
the new situation that the Greek economy tended to find itself in:
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2012: Bank of Greece analyses and studies on economic policy issues

The Bank of Greece’s key intervention was made in a special chapter of its No-
vember 2012 report (Monetary Policy − Interim Report 2012) entitled: “Structural re-
forms increase potential output and improve debt sustainability prospects”. This
chapter also included a special analysis of the fiscal impact and prospects of the social
security reform.1 Another analysis regarding reforms in labour legislation (introduced
between June 2010 and February 2012) was included earlier in the Annual Report 2011
(April 2012). The Report also contained: (a) a section on income inequality and
poverty and (b) a chapter regarding international policies for addressing climate
change, Greek performance in terms of greenhouse gas emissions and reduction of
air pollution, environmental policy and the development of renewable energy sources
in Greece.2

Of particular significance was the presentation of the main findings of the study “As-
sessment of the past and future impact on the Greek economy from policies funded by
the EU budget”, commissioned by the Bank to ELIAMEP, at a public event held on 29 Oc-
tober 2012. Concurrently, the Climate Change Impacts Study Committee (CCISC)
launched a new round of work, ultimately aiming at the elaboration of a national strat-
egy of adaptation to climate change.3

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 7.3

1 This report also provided analyses of public debt dynamics, the effects of structural reforms, EU pol-
icy developments as regards fiscal adjustment and growth (including the Fiscal Compact), as well as of the
banking union, while it presented an indicator on financial conditions in Greece and the euro area.
2 The April 2012 issue of the Bank’s Economic Bulletin featured studies on employment flows during the
financial crisis, the bank capital adequacy framework, as well as on EMU sustainability and the prospects
of peripheral economies. In December 2012, the Bank of Greece published a book by Professor Margarita
Dritsa entitled: Emmanouil Tsouderos 1882-1956 – Central Banker and Politician.
3 Also in the course of 2012, events on research and policy held at the Bank of Greece dealt with various top-
ics including the financial crisis, the Greek labour market, and the economies of South-Eastern Europe.



“The turnaround in sentiment, the dissipation of pessimistic expectations
and the gradual restoration of confidence have been due to a number of factors,
which helped the Greek economy avoid the serious impending risks and get
back onto a track of rebalancing and stabilisation. First among these factors
was the affirmative answer of the Greek people to the historic dilemma con-
cerning Greece’s continued participation in the euro area. [...] The second fac-
tor which has contributed to this improvement is the progress made in the
implementation of the adjustment programme, particularly in addressing the
twin deficits – fiscal and external. This progress is a sign of incipient rebalanc-
ing and restructuring in the economy. […] Third was the success in safeguard-
ing financial stability and confidence in the banking system in a period marked
by record levels of uncertainty. […] Fourth, the continued financial support
from our official lenders, which gives Greece both the chance to restructure its
banking system and the time to carry forward the structural transformation of
its economy. […] Fifth, the steps being taken towards supplementing the insti-
tutional architecture of both the European Union and the euro area. […]

[…] It must be understood that we are now at a turning point. There is
no doubt that 2013 will be a difficult year, mainly due to the implementation
of fiscal measures and to high unemployment. But today we can expect re-
cessionary forces to weaken gradually by end-2013 and the Greek economy
to return to positive growth rates in the course of 2014. This forecast is sup-
ported not only by the factors mentioned above, but also by tangible signs
that improvement is filtering through to the real economy.”

These findings resulted in a new hierarchy of priorities as regards economic pol-
icy, with an emphasis on speeding up the recovery and creating the conditions for
sustainable growth:

“As has been repeatedly stressed, the economic crisis has brought about
not only acute problems, but also significant opportunities. The two most im-
portant opportunities, which also constitute challenges for Greece today, are:
First, to restructure the economy towards high-productivity and high-value
added sectors that would produce internationally tradable goods and services
that can prove competitive both in the external and in the domestic market.
Second, to modernise public administration and streamline the public sec-
tor, while making it more citizen- and business-friendly. The ability to rise to
these major challenges hinges on building and strengthening social consensus
as regards the implementation of the Economic Adjustment Programme, so
as to bring the recovery forward and create the conditions for sustainable
growth.
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Comparing the current situation with the one prevailing just a few months
ago, it is clear that much has changed for the better. Most importantly, the risk
of default and exit from the euro area is now remote. Thus the main factor
that had fuelled uncertainty in the markets and among Greek citizens is
weakening.”

Still, three months later, in May 2013,19 it was deemed necessary to point out
once again the risks and uncertainty that lurked and stress the need to address them.

“These encouraging developments, however, leave no room for compla-
cency, as risks and uncertainties still remain which could jeopardise stabili-
sation and undermine the prospects of economic recovery:

− Despite progress in several areas, the functioning of public administra-
tion remains weak. This weakness leads to shortfalls as regards the imple-
mentation of measures previously passed by the Greek Parliament and
effectively delays reforms that could mitigate the intensity of the recession.

− The protracted and deep recession, combined with the lack of liquidity,
could increase the number of —essentially viable— businesses that are forced
to shut down.

− Finally, the political and public debate remains confrontational and of-
ten prevents the forming of a minimum consensus that would ensure the con-
tinuity of adjustment and rapid recovery.

The climate is favourable today for the speedier pursuit of policies aimed
at translating the improvement in expectations into real economic activity.”

This message was restated even more emphatically in late 2013,20 along with the
conclusion that the improvement in macroeconomic aggregates could not be
doubted:

“Whether the above-mentioned favourable prospects for 2014 will actu-
ally materialise and how the future course of the economy will play out are
still subject to considerable uncertainty. A major factor of uncertainty is the
political climate, often marked by polarisation and open confrontation, at a
time when what is needed is the exact opposite: the coming together of social
and political forces for a national policy for exiting the crisis and returning
to growth. There is, therefore, some cause for concern that in 2014, an elec-
tion year, political confrontation could be aggravated and polarisation could
peak, making compromise, a prerequisite for a national policy, even more
difficult to achieve. Such an outcome would lead to heightened uncertainty
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and once again undermine the elements currently underpinning the
favourable forecasts for 2014. Against this background, it is crucial, at the
current phase, that economic policy remains focused on the implementation
of structural reforms [with] the long-term benefits. […]”

The Bank of Greece’s December 2013 Report on Monetary Policy placed partic-
ular emphasis on exploring ways to finance economic recovery and growth, taking
into account that, in the conditions of the crisis, the capacity of private savings and
of bank credit was still limited. Alternative sources of financing were explored:

“The forecast recovery of the economy will need to be driven by business in-
vestment focused on export-oriented sectors of activity. However, as long as the
household saving rate remains negative, putting pressure on the banking sys-
tem’s deposit base, banks’ capacity to finance such investments will, at least in
the short term, remain limited. Thus, in order to support recovery, alternative
sources of financing investment and economic recovery will need to be found,”

such as:
“First, debt financing from the corporate bond markets. […] Second, eq-

uity financing. […] Third, resources available from the EU Structural Funds.
[…] Fourth, resources available from the European Investment Bank (EIB).
Overall, resources from EU Structural Funds, bond markets, the stock ex-
change and the EIB can cover a significant part of the economy’s financing
gap. Part of this financing (National Strategic Reference Framework and EIB
support) will be channelled through banks and will underpin bank lending,
especially to small- and medium-sized enterprises. […] Foreign direct in-
vestment (FDI) will serve as an additional source of financing.”

The report also explored ways to strengthen the role of banks in financing a re-
bound in the Greek economy:

“As a next crucial step, the Greek banking system will have to develop a
sustainable business model. It is clear that each bank has a different starting
point. However, the key elements of the model will need to be the same for all
banks and focus on:

(i) the rationalisation of operating costs and, more generally, higher in-
ternal capital generation via operating profits;

(ii) shedding non-core business;
(iii) redesigning foreign business;
(iv) active management of troubled assets; and
(v) sound pricing policies for banking services.
Action along the lines described above will enable the banking system to

play an enhanced role in establishing and supporting the new growth model
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of the economy. This calls for a new pattern of credit supply and risk man-
agement, in order to avoid the distortions of the previous decade, when credit
was largely used for residential investment and consumption. Instead, new
credit should be allocated to dynamic and export-oriented enterprises with
strong growth potential (e.g. in the sectors of infrastructure, food, energy,
technology, health and tourism). In the same vein, a strengthening of busi-
nesses through mergers and acquisitions should be encouraged, where possi-
ble with support from the banks involved.”

Emphasis on growth did not of course mean that the Bank of Greece thought
that the fiscal consolidation and restructuring of the public sector had lost their sig-
nificance – quite the contrary:

“The fiscal consolidation effort will have to be pursued with the same de-
termination in 2014. This will boost confidence in the prospects of the Greek
economy and help stabilise and then gradually reduce the debt-to-GDP ratio.
Meanwhile, the economic recovery is expected to help in achieving the pri-
mary surpluses and, more generally, to facilitate sustainable fiscal adjustment.
Meeting the fiscal targets crucially hinges upon further expanding the tax base.
However, this must be achieved by curbing tax evasion rather than by impos-
ing new taxes or by continuously increasing the tax burden on those who al-
ready pay taxes. Improving the efficiency of the tax administration and the
tax collection mechanism, through the establishment and empowerment of an
independent General Secretariat for Revenue, will prove key to curbing tax
evasion and fostering a climate of social equity, where everyone contributes to
the fiscal consolidation effort according to their tax-paying capacity. Progress
in this direction would make it possible to ease the tax burden on those who
already pay taxes, as this burden has increased substantially in the last few
years. […] Efforts will need to be stepped up in 2014 to restructure and con-
solidate the public sector. This will require merging or eliminating public en-
terprises and organisations, stamping out corruption, as well as re-staffing
public services with a new qualified workforce in replacement of employees
exiting or retiring. A more effective and efficient public administration would
help to speed up the implementation of structural reforms.”

Another notable intervention of the Bank of Greece during the course of 201321

concerned the presence of Greek banks in South-Eastern Europe, in conditions
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characterised by the crisis and by the ongoing completion of the Greek banking sys-
tem’s restructuring:

“Let me now turn to the financial sector. The supply of sufficient financ-
ing to enterprises is essential for growth. Efficient financial intermediation is
crucial for channelling savings to investment. However, post-crisis vulnera-
bilities leave limited room for traditional bank intermediation – credit ex-
pansion has been very low or negative in most countries.

The impairment of the bank lending channel has been a stumbling block
for the economic recovery. The over-indebtedness of households and, to some
extent, businesses, a legacy of the earlier credit expansion, has led to large
and rising non-performing loans. At the same time, deleveraging of Euro-
pean banks has led to a significant deterioration in funding conditions. Banks
have responded by tightening credit eligibility standards.

European bank deleveraging has not only contributed to a tightening
of credit conditions but has also forced local subsidiaries to compete for a
limited pool of domestic deposits. As a result, there has been a return to more
traditional types of banking – those where banks fund loans mainly through
deposits, rather than through extensive reliance on the interbank market.

Today, a move toward bank consolidation may be essential to enhance
efficiency and encourage financial deepening. Obviously, such a process must
take place in an orderly and well-structured way, and is likely to require the
involvement of International Financial Institutions, in a manner similar to
the monitoring of European bank deleveraging in SEE (Vienna Initiative).

Greek banks play an important part in the region’s banking system. Based
on data for June 2013, they hold on average more than 15% of total banking
sector assets in the countries in which they have a presence. They are well-
capitalized, mainly self-funded and play a vital role in the region’s economy.

However, not all Greek banks managed to achieve, on an individual ba-
sis, a substantial market share and size, which are critical factors for effi-
ciency and profitability. Thus, there is a clear need for consolidation, which
can be seen as a follow-up to the successful experience of recapitalisation and
restructuring of the Greek banking system.”

Furthermore, in an interview in late 2013,22 the Governor of the Bank of Greece
especially highlighted three issues.

– First of all, the importance of averting polarisation, in view of crucial negoti-
ations on debt:
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“[…] The sociopolitical climate presents elements of polarisation at a diffi-
cult and crucial juncture when the opposite is needed: a convergence of social
and political forces on a national plan for a way out of the crisis. Given that
2014 is a year of elections [regional elections and elections for the European
Parliament], I fear that confrontation may become more intense and polar-
isation may surge. In this case, uncertainty will increase and the elements
that currently underpin a positive outlook for 2014 will be undercut, if not
eliminated. […] In the first half of the coming year we will negotiate with our
partners the issue of public debt, on the basis of the Eurogroup’s decision of
26 November 2012. It goes without saying that the more united the country
is in the relevant negotiations, the better the outcome it will achieve.”

– Secondly, the safety of bank deposits:
“Given that Greek banks are sufficiently capitalised, any speculation about

deposit haircuts is due to lack of information, irresponsibility or malicious
intent. As I said, very serious work has been done in the banking system. We
carried out the most reliable diagnostic exercise on bank portfolios by using
the expertise of an internationally renowned consultant. We used part of the
€50 billion to recapitalise and restructure the banking system. We have man-
aged to build a sound and robust banking system. We have come a long way.
But even in the most crucial moments, one thing was non-negotiable for us:
the full protection of depositors. We have completed 12 bank resolutions with-
out any depositors losing even a single euro. I can thus state in full responsi-
bility: no, there will not be a haircut of deposits in Greece.”

– Thirdly, the need to restructure other sectors of the economy too, apart from
the banking sector, and provide alternative sources of financing to enterprises:

“[…] I stressed the responsibility that [banks] have in terms of a targeted
channelling of credit to healthy enterprises in order to bolster their competi-
tiveness and support a new, export-oriented production model for the econ-
omy. […] I think that it is inconceivable in an economy that has experienced
a crisis of such an extent that the only sector to have been restructured so far
is the banking sector. I should also point out that bank credit, even in good
times, did not account for more than 40% of total financing to the private
sector. In other words, there also exist other methods of financing. […] If the
problem is an insufficiency of corporate funds —something which is quite
common these days— it is up to the enterprises themselves to solve it. The
shareholders have to invest new capital. At the same time, it is up to the en-
trepreneurs to take initiatives to modernise their businesses through organi-
sational restructuring, beneficial partnerships, controlling costs and adopting

140 | THE CHRONICLE OF THE GREAT CRISIS: THE BANK OF GREECE 2008-2013



an export orientation. A positive development, in my view, is that lately, big
enterprises were able to raise sizeable funds from foreign corporate bond mar-
kets. Greek businesses will have broader access to international markets as
confidence in the Greek economy’s outlook improves. Besides, institutional
reforms are also needed to enable the creation of a domestic market for cor-
porate financing to small- and medium-sized enterprises and to speed up pri-
vatisations that will attract foreign investment. Concurrently, programmes
already under way regarding co-financing and credit guarantees with the use
of resources from EU Structural Funds and the EIB must be utilised at a more
intensive pace.”

The role of banks in the financing of the economy was analysed in more detail
in a speech given by the Governor of the Bank of Greece at the beginning of 2014.23

The starting point was the finding that, despite the recapitalisation and restructur-
ing of the banking system and the creation of necessary conditions to bolster the
supply of credit to the economy in the medium term, new lending remained limited,
mainly as a result of the following factors:

“First of all, deposit inflows are still low.
Secondly, the loan-to-deposit ratio has to be maintained at a conservative

level. This ratio had been disrupted by the shrinking of deposits.
Thirdly, compared to other countries, Eurosystem liquidity support to do-

mestic banks remains high and should be gradually limited to more “reason-
able” levels.

Fourthly, the boost to confidence as a result of recapitalisation is mitigated
by concerns related to the accumulation of non-performing loans. This de-
velopment is, first of all, tangible proof that credit risk is quite heightened,
thus discouraging the supply of new credit, secondly, deprives banks from
funds that could be recycled into new loans and, thirdly, gives rise to an even-
tuality of future write-downs on bank capital and maintains the need to tie
up funds for provisions.”

For this reason, short-run scarcity of bank credit can be offset by raising funds
from other sources:

“Once the recovery begins, enterprises, initially, utilise the excess output
capacity which resulted from the recession. Also, the restart of economic
growth after a period of recession is primarily based on internal financing. It
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has indeed been observed that upon the first signs of a recovery, healthy en-
terprises start to finance the expansion of their operations on their own, by
distributing smaller dividends to their shareholders in exchange for expected
future capital gains.

Particularly with regard to exporters with long-term and steady trade
partnerships, an alternative source of financing is additional trade credit from
the foreign companies they have transactions with.

The capital markets are also a significant source of alternative financing.
Already in 2013, large Greek enterprises raised significant funds through the
issuance of corporate bonds. Such sources of financing will become more im-
portant as domestic and foreign expectations improve and confidence in the
prospects of our economy gradually takes hold.

Finally, another way out is the use of programmes for loan co-financing
and credit guarantees with the use of resources from EU Structural Funds
and the European Investment Bank (EIB). It is estimated that, overall, re-
sources from EU Structural Funds, bond markets, the stock exchange and the
EIB can cover a significant part of the economy’s financing gap.”

In the same speech, it was stressed —even more emphatically than in the inter-
view on 29 December 2013— that banks need to avoid their pre-crisis credit prac-
tices and contribute to the restructuring of the economy’s productive fabric:

“The banking system can become a significant lever for the transition to
a new growth model of the economy. Of course, the conditions of ample, and
sometimes lax, bank financing cannot and should not be repeated. But the
banking system may now take substantial initiatives to restructure enterprises
and sectors. […]

The new banking system is now based on more solid foundations. No
other sector has experienced a restructuring of such (or even a smaller) mag-
nitude, despite the fact that the unprecedented economic crisis conditions
rendered it necessary. The experience of banks may prove invaluable also to
enterprises in other sectors and industries of the Greek economy.

Thus, banks are called upon today to contribute substantially to an effort
to reshape the productive fabric. Steps need to be taken immediately and fol-
low a specific orientation. Banks’ policies should e.g. be founded on a new
framework for credit supply and risk management. In this context, the ten-
dencies observed in the decade before the crisis, i.e. when credit was largely
used for residential investment and consumption, should be avoided.

New credit should be allocated to dynamic and export-oriented enter-
prises with strong growth potential. It goes without saying, of course, that in
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the context of such an orientation of the banking system it would be pointless
and dangerous to let weak, undercapitalised and over-indebted enterprises
continue their operation.

In the event of serious undercapitalisation problems, action must be taken,
first of all, by shareholders to increase their equity. All enterprises must also
take restructuring and reorganisation initiatives, seek partnerships or merg-
ers and use networks and synergies that facilitate cost controlling and export
orientation.

In short, I believe that today we need qualitative and targeted action on
the part of banks, through specific initiatives aimed at:

• strengthening genuinely viable enterprises, both old and new;
• encouraging business initiatives towards bold restructuring of sectors.
Such a policy may effectively promote a transition to the new growth

model, that is, a restructuring of productive sectors through a restructuring
of business units.”
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2013: Bank of Greece analyses and studies on economic policy issues

The analyses published in 2013 mainly concerned factors that could bolster the ex-
pected recovery, as well as the interplay of economic activity and financing. In more de-
tail, in February 2013 an analysis of the Greek economy’s export orientation and
competitiveness was provided in a chapter’s annex of the Annual Report for 2012.1 A re-
port published in May 2013 (Monetary Policy 2012-2013) featured analyses of key issues
such as the crisis in Cyprus, the impact of confidence in the Greek economy on private-
sector deposits, the interplay of bank financing and economic activity before and during
the crisis, EIB actions and the use of EU funds to enhance liquidity, the relationship bet-
ween indirect taxes and economic activity, the prospects for taking advantage of private
insurance (development of the second and third pillars of the pensions system), the con-
tribution of structural reforms (in areas such as road freight transport and retail trade)
to boosting productivity and bolstering investment, etc. The most important analysis

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 7.4

1 This report included analyses of the current and medium-term outlook of the absorption and effec-
tive use of EU funds and recent institutional changes in the Greek labour market, as well as standard sec-
tions on: (a) income inequality and poverty and (b) the environment, energy and climate change.
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was published in December 2013 (Monetary Policy – Interim Report 2013) and reviewed
sources of financing and private sector investment in the economy over the 2000-2013
period. The same report also featured other topical analyses concerning, inter alia, cre-
ditless recoveries (lessons from international experience) and how to increase the flow
of financing to small and medium-sized enterprises.

The January2 and November 2013 issues of the Bank’s Economic Bulletin featured,
inter alia, studies on the size and structure of uninsured employment, the adjustment of
retail gasoline prices to crude oil price changes, the impact of indirect tax rises on in-
flation over the 2010-2012 period, as well as structural reform in road freight transport.3

2 The date of publication indicated on this issue is December 2012.
3 In the course of 2013, the Bank also organised research and policy conferences regarding, inter alia,
the crisis in the euro area, the relationship between climate change and tourism and the redistributive
effects of the crisis.



8ACTIONS AIMED AT
SAFEGUARDING FINANCIAL
STABILITY: 2010-2013

Since the onset of the crisis in 2009, the institutional responsibility of the Bank
of Greece, in accordance with its Statute, for safeguarding financial stability has
taken on new, much bigger dimensions. In response to the new, adverse conditions,
the Bank stepped up its decision-making and regulatory interventions and greatly
broadened the scope of its activities. Its primary objectives were to:

• strengthen the supervision of credit institutions and impose new stricter rules,
• ensure liquidity for the banking system,
• meet increased demand for banknotes in full and without delays,
• develop an institutional framework for the resolution of credit institutions,
• assess banks’ viability and determine their capital needs,
• secure the necessary funds for the recapitalisation of the banking sector

through the Support Programme, and
• overhaul the banking system.

8.1 Enhanced and broader supervisory tasks for the Bank of Greece

As a result of the intensity, duration and complexity of the crisis, the Bank of
Greece has intensified supervision, by expanding the scope of data requested from
credit institutions and increasing their reporting frequency, as well as by carrying
out more frequent and more targeted on-site inspections.

In particular, collection of data concerning the liquidity of credit institutions
commenced on a daily basis, while of data concerning portfolio quality and capital
adequacy on a monthly basis. Furthermore, credit institutions were asked to submit
a wide range of new data and supervisory reports, as well as to cooperate in the di-
agnostic assessments of their loan portfolios and in the recapitalisation exercise. At



the same time, credit institutions drew up medium-term funding plans, business
plans, recapitalisation plans, etc.

Moreover, in the context of enhanced system-wide financial supervision, since
December 2010 the Bank of Greece has assumed the supervision of private insur-
ance, through the Department of Private Insurance Supervision. This Department
has been entrusted with the supervision and monitoring of: (a) Greek-based insur-
ance and reinsurance firms and their branches abroad, (b) insurance and reinsur-
ance firms based in other countries (in the EU or the EEA) and active in Greece
under the right of establishment or under the freedom to provide services, (c) in-
surance firms based in third countries (outside the EU and the EEA) and active in
Greece, and (d) insurance intermediaries.

The Bank of Greece has also intensified the supervision of insurance undertak-
ings, by conducting more frequent and more thorough on-site inspections, by es-
tablishing reporting requirements for the regular submission of supervisory and
financial data and by urging firms to take the appropriate measures towards im-
proving their efficiency. In order to preserve stability in the insurance market, the
Bank of Greece had to withdraw the authorisation of several insurance firms. In
parallel, the Bank, taking into account the adverse macroeconomic environment,
took measures for the smooth absorption of the effects of PSI+ on insurance firms
and extended the deadlines for the full recapitalisation of some of them. The Bank
has been working closely with the competent Ministries and the Hellenic Associa-
tion of Insurance Companies and has been constantly updating the institutional
framework for private insurance, thereby contributing to the restoration of sound-
ness of the sector as well as of consumer confidence. In view of the preparations for
the adoption of the Solvency II Directive, the Bank of Greece has actively partici-
pated in the design and implementation of EU-wide Quantitative Impact Studies, as
well as in the necessary prior actions for the implementation of the Directive in the
Greek market.

8.2 Participation of Greek banks in the EU-wide stress testing
exercises of the European Banking Authority

In 2010 and 2011, the Bank of Greece played a decisive role in both EU-wide
stress testing exercises that were conducted by the European Banking Authority
(EBA). These exercises were aimed at assessing the impact on banks’ capital ade-
quacy under adverse scenarios reflecting unfavourable assumptions for credit, mar-
ket and sovereign risks and, in the case of the 2011 stress test, for the cost of
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financing. Taking into account the fiscal crisis, which worsened the operating con-
ditions of the Greek banking system, and with a view to enhancing transparency, the
Bank of Greece decided to include in the exercises six Greek banks, which accounted
for 85% of the domestic system’s assets, against the 50% threshold that had been de-
termined by EBA. The aim of the Greek participation was to improve transparency
and strengthen the confidence of international markets and depositors in Greek
banks. Furthermore, in order to ensure a level playing field between Greek and Eu-
ropean banks, as well as to better understand the internal parameters of the exercise,
the Bank was actively involved in all phases of the stress tests.

At the same time, the Bank was responsible for monitoring the correct applica-
tion of the methodology and for the validation of Greek banks’ results. In this con-
text, it developed the appropriate tools to test the reliability of banks’ results (such
as checks on the proper application of the methodology, cross-checks with other
data submitted to the Bank, as well as logical checks). Under this procedure, the
Bank asked the participating banks to make corrections to their results before send-
ing them to the EBA, a fact that increased the EBA’s trust in the proper execution of
the exercise by the Greek part.

8.3 Cash management and provision of liquidity to the banking
system amidst uncertainty

Negative developments in macroeconomic aggregates, the prevailing uncertainty
concerning the domestic banking system and the risk of a Greek exit from the euro
area triggered an increased demand for euro banknotes that the Bank of Greece was
called upon to meet.

Ensuring that the public’s demand for cash is fully met —which constitutes a
central bank’s primary obligation— is of vital importance in times of crisis, mainly
for two reasons:

1. In times of uncertainty, the public shows a preference for cash as a means of
hoarding, or for precautionary purposes. Thus, if demand is fully met, the currency’s
credibility increases and the public’s sense of insecurity declines.

2. Conversely, if the supply of cash by banks is disrupted or hindered, the pub-
lic’s trust in the banking system may be severely hurt, a development that must be
promptly dealt with by the central bank.

Contrary to developments in most euro area countries, the global financial cri-
sis, which was triggered by the collapse of Lehman Brothers, had not been markedly
reflected in the Greek data concerning demand for banknotes in 2008 and 2009.
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The public had reacted only with a short-lived increase in demand for banknotes of
high denominations.

8.3.1 Increased demand for cash

Sizeable increases in cash demand were first observed in Greece in February
2010, as the Greek debt crisis unfolded. From that point onwards, a reversal in the
long-term trend prevailing until then and in the seasonality of demand, as well as
strong movements in euro banknote flows were recorded; these developments im-
plied greater responsibilities for the Bank of Greece.

Notably, from the announcement of the first “package of measures” for the pub-
lic sector (9 February 2010) until the general elections of 17 June 2012, the value of
euro banknotes in circulation more than doubled and came to €47.7 billion, com-
pared with €20.0 billion (+138%), exceeding by far the average increase of previous
years (around 7.5% on an annual basis1), as well as the respective average of the Eu-
rosystem (see Tables 19-20 and Charts 5-6 below).

As shown in Chart 6, in the period January 2006-December 2009, the average
growth rate of euro banknotes in circulation in value terms was somewhat lower
in Greece than the respective euro area rate (8.7% against 9.3%). After December
2009, the value of euro banknotes in circulation in Greece grew at an average rate
of over 20%.

8.3.2 Surges in the demand for banknotes

Furthermore, the growth rate of demand was not smooth. Over the period
February 2010-June 2012, the Bank of Greece had to deal with successive incidents
of sizeable cash outflows, which were attributable to unfavourable media reports
and heightened uncertainty among the public (see Chart 9 in Section 8.3.3 below).

According to the breakdown of demand on a weekly basis, 11 weeks with cash
outflows of over €1 billion were recorded – with the highest outflows being ob-
served during the week before the election rerun of June 2012 (outflows of €3 bil-
lion), the week of 22-26 March 2010 amid growing rumours of a Greek default on
25 March (outflows of €2 billion) and the week when it was announced that
Greece would seek support and sign the Memorandum, in April 2010 (outflows
of €1.5 billion).
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Source: Bank of Greece.

Period Net flow Circulation Period Net flow Circulation
Jan. 2007 -1.76 15.15 July 2010 0.05 27.88

Feb. 2007 0.17 15.32 Aug. 2010 -1.11 26.77

March 2007 1.14 16.46 Sept. 2010 -0.57 26.20

Apr. 2007 0.12 16.58 Oct. 2010 -0.06 26.14

May 2007 -0.16 16.42 Nov. 2010 1.07 27.21

June 2007 0.39 16.82 Dec. 2010 2.46 29.67

July 2007 0.23 17.05 Jan. 2011 -0.58 29.09

Aug. 2007 -0.55 16.49 Feb. 2011 -0.12 28.98

Sept. 2007 -0.19 16.30 March 2011 1.75 30.73

Oct. 2007 -0.29 16.01 Apr. 2011 1.64 32.36

Nov. 2007 0.32 16.33 May 2011 2.45 34.81

Dec. 2007 2.35 18.68 June 2011 1.82 36.63

Jan. 2008 -1.71 16.97 July 2011 -0.22 36.42

Feb. 2008 0.20 17.17 Aug. 2011 -1.95 34.48

March 2008 0.29 17.47 Sept. 2011 2.45 36.93

Apr. 2008 0.84 18.31 Oct. 2011 3.41 40.34

May 2008 -0.63 17.68 Nov. 2011 1.02 41.36

June 2008 0.12 17.80 Dec. 2011 0.04 41.40

July 2008 0.10 17.91 Jan. 2012 -0.82 40.57

Aug. 2008 -0.67 17.23 Feb. 2012 1.20 41.77

Sept. 2008 -0.26 16.97 March 2012 -1.64 40.13

Oct. 2008 2.07 19.04 Apr. 2012 -0.20 39.98

Nov. 2008 -0.23 18.81 May 2012 3.29 43.27

Dec. 2008 1.91 20.72 June 2012 2.11 45.37

Jan. 2009 -1.70 19.03 July 2012 -3.31 42.06

Feb. 2009 -0.10 18.92 Aug. 2012 -1.35 40.71

March 2009 0.17 19.09 Sept. 2012 -1.23 39.49

Apr. 2009 0.64 19.74 Oct. 2012 -0.97 38.52

May 2009 -0.20 19.54 Nov. 2012 -0.50 38.02

June 2009 -0.03 19.50 Dec. 2012 0.02 38.04

July 2009 0.04 19.55 Jan. 2013 -2.05 36.64

Aug. 2009 -0.83 18.72 Feb. 2013 -1.11 34.87

Sept. 2009 -0.37 18.35 March 2013 0.67 35.57

Oct. 2009 -0.05 18.30 Apr. 2013 1.79 37.37

Nov. 2009 0.10 18.40 May 2013 -1.16 36.20

Dec. 2009 2.49 20.90 June 2013 -0.24 35.97

Jan. 2010 -1.03 19.87 July 2013 -0.48 35.48

Feb. 2010 0.39 20.26 Aug. 2013 -0.25 35.23

March 2010 3.12 23.38 Sept. 2013 -0.53 34.70

Apr. 2010 1.26 24.65 Oct. 2013 -0.15 34.54

May 2010 0.98 25.62 Nov. 2013 0.003 34.55

June 2010 2.20 27.82 Dec. 2013 0.93 35.48

Value in billion euro

Table 19 Euro banknotes put into circulation by the Bank of Greece: net
flows and stocks
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Sources: Bank of Greece and ECB.

Period Greece Eurosystem Period Greece Eurosystem
Jan. 2007 15.15 602.28 July 2010 27.88 820.58

Feb. 2007 15.32 604.22 Aug. 2010 26.77 813.93

March 2007 16.46 613.56 Sept. 2010 26.20 813.35

Apr. 2007 16.58 621.22 Oct. 2010 26.14 815.02

May 2007 16.42 625.39 Nov. 2010 27.21 816.77

June 2007 16.82 633.04 Dec. 2010 29.67 839.70

July 2007 17.05 640.25 Jan. 2011 29.09 821.36

Aug. 2007 16.49 637.14 Feb. 2011 28.98 820.24

Sept. 2007 16.30 637.25 March 2011 30.73 824.15

Oct. 2007 15.99 641.79 Apr. 2011 32.36 834.36

Nov. 2007 16.31 645.66 May 2011 34.81 837.97

Dec. 2007 18.67 676.62 June 2011 36.63 846.96

Jan. 2008 16.96 650.37 July 2011 36.42 855.68

Feb. 2008 17.16 653.94 Aug. 2011 34.48 849.78

March 2008 17.54 661.18 Sept. 2011 36.93 857.32

Apr. 2008 18.37 669.63 Oct. 2011 40.34 864.37

May 2008 17.74 671.82 Nov. 2011 41.36 867.79

June 2008 17.87 678.55 Dec. 2011 41.39 888.63

July 2008 17.96 686.54 Jan. 2012 40.57 868.85

Aug. 2008 17.29 683.37 Feb. 2012 41.77 867.32

Sept. 2008 17.03 683.89 March 2012 40.13 869.92

Oct. 2008 19.10 727.55 Apr. 2012 39.98 873.86

Nov. 2008 18.86 731.30 May 2012 43.27 883.00

Dec. 2008 20.78 762.77 June 2012 45.37 893.72

Jan. 2009 19.08 739.78 July 2012 42.06 897.86

Feb. 2009 18.98 741.90 Aug. 2012 40.71 896.41

March 2009 19.15 747.04 Sept. 2012 39.49 892.48

Apr. 2009 19.81 759.00 Oct. 2012 38.52 891.39

May 2009 19.61 761.27 Nov. 2012 38.02 889.70

June 2009 19.58 763.72 Dec. 2012 38.04 912.59

July 2009 19.62 772.67 Jan. 2013 35.98 882.54

Aug. 2009 18.79 767.51 Feb. 2013 34.88 879.98

Sept. 2009 18.42 767.18 March 2013 35.57 896.36

Oct. 2009 18.37 771.49 Apr. 2013 37.37 901.52

Nov. 2009 18.48 776.10 May 2013 36.20 905.22

Dec. 2009 20.97 806.41 June 2013 35.97 911.01

Jan. 2010 19.87 783.54 July 2013 35.48 918.36

Feb. 2010 20.26 784.29 Aug. 2013 35.23 919.36

March 2010 23.38 797.06 Sept. 2013 34.70 918.59

Apr. 2010 24.65 798.15 Oct. 2013 34.54 924.23

May 2010 25.62 805.28 Nov. 2013 34.55 927.47

June 2010 27.82 812.06 Dec. 2013 35.48 956.19

In billion euro

Table 20 Value of euro banknotes in circulation: Greece and Eurosystem



Prior to the crisis, monthly net outflows averaged €112 million,2 while even dur-
ing the typical peak months (e.g. in December, because of the pre-Christmas rush)
they would not exceed €2.5 billion.

8.3.3 Meeting increased demand for cash

Surging demand for cash affected the volume of activities of the Bank of Greece’s
Cash Department, as evidenced by data on flows of banknotes in volume terms. In
ten months of the period under review (February 2010-June 2012), the volume of
euro banknotes that were supplied to the market ranged between 101,000 and 134,000
bundles,3 up by 120%-158% relative to average outflows in 2009 (84,555 bundles).

On 51 business days of the reviewed period, the volume of euro banknotes that
were supplied to the market by the competent Services of the Bank of Greece was
higher by more than 120% compared with the daily average outflows of 2009, while
on 21 out of those 51 business days the volume of outflows was well above 150%
(151%-179%) of the daily average observed in 2009 (see Chart 7 and Table 21).

It goes without saying that the strong movements in demand for banknotes called
for skilful and timely action by the Bank of Greece, as well as an intensification of
the efforts of the Bank’s cash management services, with a view to meeting demand
in full and ensuring the smooth distribution of cash to banks, in order to preserve
a sense of normalcy.

With regard to cash management, the Bank of Greece dealt with the crisis
through the following decisive actions:

• It sped up its operations related with the supply and distribution of banknotes.
Indicatively, on 14 and 15 June 2012 the Cash Processing and Distribution
Centre in Halandri served 76 and 71 cash-carrier vehicles, respectively, for the
delivery of cash to credit institutions, against a daily average of 20 vehicles for
cash dispatches and receipts. In spite of an increase in the volume of opera-
tions, the programme for the rationalisation of cash shipments was strictly ob-
served, thus leading to a reduction of distribution costs over the reviewed
period. On that matter, it should be noted that, although cash shipments more
than tripled, there were no untoward incidents, despite the increased risks
stemming from higher crime rates.

• It adopted a systematic, daily monitoring of demand (on the basis of inflows
and outflows recorded by tellers), by analysing the figures on the circulation
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Note: A bundle is made up of 1,000 banknotes of the same denomination.
Source: Bank of Greece.

Period Circulation Period Circulation

Jan. 2012 67.75

Feb. 2010 71.15 Feb. 2012 81.59

March 2010 126.66 March 2012 63.51

Apr. 2010 88.47 Apr. 2012 76.04

May 2010 81.64 May 2012 114.34

June 2010 102.84 June 2012 117.72

July 2010 85.16 July 2012 59.07

Aug. 2010 71.27 Aug. 2012 67.62

Sept. 2010 79.34 Sept. 2012 58.96

Oct. 2010 78.29 Oct. 2012 70.63

Nov. 2010 93.04 Nov. 2012 68.29

Dec. 2010 133.62 Dec. 2012 92.40

Jan. 2011 71.19 Jan. 2013 59.48

Feb. 2011 73.38 Feb. 2013 54.05

March 2011 105.04 March 2013 80.55

Apr. 2011 103.85 Apr. 2013 99.29

May 2011 113.74 May 2013 56.56

June 2011 100.12 June 2013 62.63

July 2011 89.14 July 2013 71.17

Aug. 2011 71.49 Aug. 2013 66.28

Sept. 2011 113.72 Sept. 2013 63.26

Oct. 2011 114.23 Oct. 2013 71.31

Nov. 2011 97.85 Nov. 2013 67.63

Dec. 2011 95.65 Dec. 2013 98.80

In thousand bundles

Table 21 Euro banknotes put into circulation by the BoG



and sufficiency of its cash stock, both centrally and at the regional/branch level.
In parallel, for precautionary purposes, assessments were carried out to evalu-
ate the sufficiency of the cash stock under adverse scenarios of outflows.

• Thanks to daily monitoring and proper management, the Bank of Greece
managed to maintain sufficient stocks of euro banknotes. Further, as early as
in 2004 the Bank’s Cash Department had kept its “benchmark” stocks for the
denominations of 500, 200 and 100 euro at much higher levels than those
indicated by the ECB, so as to be able to meet, to some extent on its own, any
extraordinary surge in demand.

Over the January 2011-June 2012 period, the stocks of euro banknotes of all de-
nominations held by the Bank of Greece accounted, on average, for 13.8% of de-
posits with credit institutions, while the respective rate of coverage in the euro area
was only 6.8% (see Chart 8).

• In cooperation with the ECB and in order to meet extraordinary demand, the
Bank of Greece requested and conducted in a timely manner three extraordi-
nary cash receipts from other national central banks (one from the Italian NCB
and two from the Austrian NCB) over the reviewed period (February 2010-
June 2012), for a total amount of €5.26 billion. Furthermore, the Bank of Greece
minimised the required time for the processing of inflowing banknotes, with a
view to putting them again into circulation faster.4

• The competent services of the Bank of Greece’s Cash Department monitor, on
a weekly and monthly basis, both at the Cash Processing and Distribution
Centre and in the rest of the network, the non-processed stocks of euro ban-
knotes, as well as the required time for processing the banknotes that flow
back from circulation. Anyhow, the timely processing and efficient manage-
ment of the stocks of euro banknotes by the Bank of Greece are among its pri-
mary tasks as member of the Eurosystem and among its obligations to the
other NCBs.

As a result of the actions taken by the Bank of Greece, demand for euro banknotes
was fully met in all denominations, without the occurrence of bottlenecks in the com-
petent Services, which would have had negative effects on commercial banks.

Therefore, the contribution of the Bank of Greece in tackling increased demand for
euro banknotes —which was a crucial issue— is deemed unequivocally successful.
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processing.
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After the elections of 17 June 2012, demand for euro banknotes weakened and
a larger number of banknotes, mainly of middle and higher denominations, started
to flow back to the Bank of Greece.

Between 17 June 2012 and 31 December 2012, a total of €9.7 billion was returned,
while inflows continued throughout 2013 when another €2.2 billion were returned.

8.3.4 2010-2013: Provision of liquidity to the Greek banking system by the
Eurosystem and the Bank of Greece

The Eurosystem’s decisions over the 2010-2013 period, which were discussed in
Chapter 5, covered the euro area financial sector and were aimed at restoring nor-
malcy in markets and supporting the single currency. These decisions were of rele-
vance to Greece, as the country was faced with severe problems.

The main problem that needed to be addressed was the lack of liquidity faced by
credit institutions, particularly in Greece, Ireland and Portugal, as well as in other
countries, as they had been cut off from the interbank market and were forced to re-
sort to the Eurosystem’s refinancing operations.

The Eurosystem’s main refinancing operations at full allotment, which consti-
tute the key non-standard monetary policy measure in the euro area, considerably
facilitated Greek banks’ liquidity. However, the amount of financing that Greek
banks could raise through the Eurosystem’s monetary policy operations was lim-
ited, as the value of their eligible collateral was constantly decreasing. Furthermore,
the most common marketable assets in Greek banks’ portfolios (Greek government
bonds) at times ceased to be accepted as collateral by the Eurosystem. Similar prob-
lems were also encountered by credit institutions in other Member States; so, the
Eurosystem took care to expand the range of assets that were eligible for collateral.
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Table 22 Extraordinary shipments of euro banknotes

Number of banknotes Denomination Date Country of origin Value (in euro)

15,000,000 100 10.6.2010 Italy 1,500,000,000

38,400,000 50 16.6.2011 Austria 1,920,000,000

36,800,000 50 24.11.2011 Austria 1,840,000,000

Total 5,260,000,000

Source: Bank of Greece.
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Additionally, since August 2011 the Bank of Greece has been providing liquid-
ity to credit institutions through the Emergency Liquidity Assistance (ELA). This
emergency funding is provided by the Eurosystem’s national central banks to credit
institutions that face liquidity constraints; this is done against adequate collateral
and with the approval of the Governing Council of the ECB,5 in accordance with the
Eurosystem’s guidelines and within a strict timeframe (see Chart 12 below).

This funding was aimed at counterbalancing the decrease in and the withdrawal
of deposits by the private and public sectors, as well as the decrease in the value of
eligible collateral for monetary policy operations, against a background of the banks’
inability to resort to the markets for funding. The fact that the central bank exten-
sively supported the provision of liquidity contributed to safeguarding financial sta-
bility and dampening the decline in bank lending to enterprises and households
which was much milder than the decline in the banks’ deposit base. Thus, the Bank
of Greece contributed to the mitigation of the negative effects that the debt crisis
and fiscal adjustment had had on economic activity.

The total provision of liquidity to domestic banks through the Bank of Greece in-
creased sharply from €8.8 billion at end-2007 to €40.5 billion at end-2008, had
tripled by the end of 2011 and continued to rise in 2012 before declining gradually
after July 2012. At the end of 2013, the total provision of liquidity to domestic banks
amounted to €73 billion (see Chart 12 below). This increase in central bank fund-
ing led to a sharp rise in the financial and operational risks assumed by the Bank of
Greece.6 Especially, the ELA operations carried out by the Bank of Greece for do-
mestic credit institutions entailed risks, which in line with the Eurosystem’s rules
are borne by the national central bank. Therefore, the Bank of Greece increased its
risk provisioning and intensified its efforts to contain these risks – through a swift
adjustment of procedures, an upgrading of the existing operational systems and the
establishment of new ones. Nevertheless, it would not have been possible to address
all those challenges without the strenuous efforts of the Bank’s staff, which has seen
its numbers fall sharply in recent years.

The following measures were of particular relevance for the provision of liquid-
ity to the Greek banking system:

• The decision of the Governing Council of the ECB on 3 May 2010 to provide
financing to banks against debt securities issued or guaranteed by the Greek
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5 See ECB, Monthly Bulletin, February 2007, “The EU arrangements for financial crisis management”,
p. 81 ff. and “ELA procedures” on the website of the ECB (https://www.ecb.europa.eu/pub/pdf/other/
201402_elaprocedures.en.pdf).
6 Overall, between 2008 and 2013, the Bank of Greece conducted about 2,800 liquidity-providing opera-
tions for credit institutions, with a wide spectrum of maturities ranging from one day to 36 months.



government, irrespective of their credit rating. This decision was based on the
fact that the Governing Council of the ECB assessed the economic adjustment
programme for the Greek economy as appropriate. This measure contributed
importantly to the continued refinancing of Greek banks from the Eurosystem,
under conditions of successive downgrades of Greece’ s credit rating by inter-
national rating agencies, which affected the eligibility of debt securities put for-
ward by Greek banks as collateral in the Eurosystem’s liquidity-providing
operations (see Chart 10).

• The Securities Markets Programme (SMP), which was launched on 10 May
2010 and remained active —with some interruptions— until 6 September 2012,
when the ECB announced its termination. The SMP comprised Greek, Irish,
Italian, Spanish and Portuguese bonds. The support provided by the SMP to fi-
nancial markets that were dysfunctional —mainly the Greek market— is re-
flected in the figures on securities holdings per country of issuer that the ECB
published after the termination of the programme.7 According to these figures,
the nominal value of the ECB’s holdings of Greek government bonds acquired
under the SMP amounted to €33.9 billion at 31 December 2012, while the to-
tal nominal value of the debt securities of all countries that were included in the
SMP came to €218 billion.

• The framework for additional credit claims (ACC), proposed by the Bank of
Greece and approved by the Governing Council of the ECB on 5 July 2012. Un-
der this framework, further to the decision of 8 December 2011 of the ECB’s
Governing Council, the Bank of Greece may accept as collateral additional per-
forming loan claims that satisfy specific eligibility criteria.

• The decision of the Governing Council of the ECB on 19 December 2012, ac-
cording to which the marketable debt instruments of the Hellenic Republic
shall again constitute eligible collateral for the purposes of Eurosystem mone-
tary policy operations (after long interruptions during that year, mainly as a
result of the PSI), subject to a special scale of haircuts. In this decision the Gov-
erning Council took into consideration the positive assessment by the Euro-
pean Commission, the ECB and the IMF of the progress of the Greek economy
in the context of the Second Economic Adjustment Programme, as well as the
adoption of measures by the Greek government (after the delays that were due
to the dual election) in the areas of fiscal consolidation, structural reforms and
financial sector stability.
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In November 2012 the Eurogroup decided to further ease Greece’s public debt
through the debt buyback operation by the Hellenic Republic of its new government
bonds in exchange for EFSF notes. At the same time, a reversal in the economic sen-
timent, an abatement of unfavourable forecasts and a gradual restoration of confi-
dence led to an increase in deposits with Greek banks. Between July and December
2012, there was an inflow of approximately €11 billion (by households and non-fi-
nancial corporations) into the domestic banking system. In 2013 deposits stabilised,8

although some relatively moderate outflows were recorded in most months of the
year. This stabilisation reflected the continuous improvement of the economic cli-
mate and contributed to a reduction in the Greek banking system’s refinancing needs.

The important contribution to the financing of the Greek banking system by the
Eurosystem and the Bank of Greece over the 2007-2013 period is evidenced by the
large increase in the Bank’s assets. More specifically, during this period, the Bank’s as-
sets more than quadrupled and in February 2012, against a backdrop of heightened
tensions, they were equivalent to approximately 100% of the Greek GDP. This suggests
that the role of the Bank in ensuring liquidity in the Greek economy was crucial and
unprecedented by domestic and international standards (see Chart 11 below).

In this way, liquidity risk was averted; this risk posed the most serious challenge
for Greek banks, which not only remained shut out of international money and cap-
ital markets, but also had to face sizeable deposit outflows as well as haircuts on the
collateral they put forward to obtain funding from the Eurosystem. The continua-
tion of the Eurosystem’s liquidity-providing operations and the liquidity support
measures for the Greek economy helped to avert phenomena of credit crunch. In the
absence of such measures, banks would not have been able to renew, even profitable,
loans, with negative consequences for profitability and subsequently capital ade-
quacy. Furthermore, a rapid contraction in banks’ assets would have led to a strong
decline in the financing of the economy, thereby creating conditions that would have
brought about an even deeper recession than the one actually recorded. Besides,
deleveraging would have had a further negative impact on deposits, given that a
decrease in lending, as a result of the interlinkage between bank loans and deposits,
adversely affects deposits by enterprises and households. Thus, these developments,
compounded by the negative feedback loop between deposits and loans, would have
further hampered the already limited financing of the economy, as banks’ liquidity
would have continued to worsen.
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8 In 2013 deposits increased by a total of €1.2 billion.
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8.4 Establishment and operation of the Hellenic Financial
Stability Fund

The Hellenic Financial Stability Fund (HFSF) was founded in July 2010 (under
Law 3864/2010) as a private-law legal entity. It has administrative and economic in-
dependence, operates exclusively under the rules of the private economy and is gov-
erned by the provisions of the law establishing the HFSF, as applicable.
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Provision of Emergency Liquidity Assistance from the Bank of Greece

Through Emergency Liquidity Assistance (ELA), the Bank of Greece may provide
funding (in the form of either central bank money or any other assistance that may lead
to an increase in central bank money) to a solvent financial institution, or group of
solvent financial institutions, that is facing temporary liquidity problems, without such
operation being part of the single monetary policy. Responsibility for the provision of
ELA in Greece lies with the Bank of Greece, which incurs any costs of, and the risks ari-
sing from, the provision of ELA. However, the Governing Council of the ECB is assigned
the responsibility for restricting ELA operations if it considers that these operations in-
terfere with the objectives and tasks of the Eurosystem. To enable the Governing Council
to adequately assess whether such interference is given, the Governing Council has to be
informed in a timely manner of such operations and of their details (inter alia: volume,
counterparty, value and maturity date, collateral/guarantees against which the ELA is
provided). These procedures are binding for all NCBs.1

The Financial Stability Committee of the Bank of Greece played a decisive role in
dampening pressures on liquidity. In the light of the new circumstances, its work mainly
focused on the evaluation of the required emergency central bank funding for each bank.
Thanks to the Committee’s decisions and the ECB’s contribution, the provision of emer-
gency financing was secured and, as a result, the smooth functioning of the banking sy-
stem was safeguarded. In other words, a Greek bank run was averted and the rate of
decline in bank credit was dampened.

1 See “ELA procedures” on the ECB’s website (http://www.ecb.europa.eu/pub/pdf/other/elaprocedu-
res.en.pdf).

5Πίνακας 2 Ανταγωνιστικότητα - δημοσιονομικά μεγέθηBox 8.1
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The objective of the Fund is to maintain the stability of the Greek banking sys-
tem by strengthening the capital adequacy of credit institutions, including subsidiary
credit institutions abroad, and by providing capital support to interim credit insti-
tutions (bridge banks).

The Bank of Greece played a significant role in the elaboration of the Fund’s insti-
tutional framework, as well as during the initial steps for setting up its organisational
structure, as it took part in the evaluation process for the Fund’s staffing. The Bank also
takes part in the Fund’s decision-making bodies by appointing a representative as a
member of the HFSF’s Board of Directors. Furthermore, the Bank of Greece signed a
Memorandum of Understanding with the HFSF, concerning the exchange of infor-
mation in order to maintain the stability of the financial system.

8.5 Institutional framework and bodies for the resolution of
credit institutions

8.5.1 Law 4021/2011

The Bank of Greece elaborated an institutional framework for the resolution of
credit institutions in cooperation with the Greek government (Law 4021/2011),
based on the model of an EU Directive, which was under discussion at the time.
This Law allows competent authorities to manage and successfully tackle financial
crises, ensuring, to the extent possible, the smooth continuation of business, as well
as safeguarding deposits and a sufficient flow of bank credit to the real economy.

8.5.2 Resolution Scheme of the HDIGF

During the first phase of implementation of Law 4021/2011, a separate Resolu-
tion Scheme was set up within the Hellenic Deposit and Investment Guarantee Fund
(HDIGF), which relied on contributions paid by credit institutions in order to fi-
nance resolution measures before the HDIGF compensation procedure is activated,
with a view to ensuring continuity of critical banking operations and, hence, finan-
cial stability. The establishment of a Resolution Scheme within the HDIGF was pre-
ferred over other options because of the synergies resulting from the operation of a
Deposit Guarantee Scheme and a Resolution Fund within a single institution, given
that resolution serves as an alternative to depositor compensation, ensuring by law
the protection of guaranteed deposits. Furthermore, when the Resolution Scheme
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was established, the HDIGF was the only institution with available funds which could
be used to finance resolution measures without putting a burden on taxpayers.

Immediately following the adoption of Law 4021/2011, the Resolution Scheme
was activated in order to finance the resolution of Proton Bank (€862 million) and,
shortly thereafter, of T Bank (€450 million), using funds borrowed from the De-
posit Guarantee Scheme of the HDIGF.9

8.5.3 Provisions improving the law on resolution

In 2012, the institutional framework for the resolution of credit institutions was
further strengthened,10 offering alternative resolution tools and providing for the fi-
nancing of resolution measures through the HDIGF and the Hellenic Financial Sta-
bility Fund.

As regards resolution measures, the Bank of Greece is allowed to select assets
and liabilities of a credit institution meeting the conditions of Article 63B of Law
3601/2007, as applicable, and following an informal and confidential tendering
procedure, transfer these assets and liabilities to a transferee credit institution.
Alternatively, the Bank of Greece may recommend to the Minister of Finance the
establishment of a new interim credit institution (bridge bank), to which the credit
institution’s assets and liabilities selected by the Bank of Greece may be trans-
ferred. The shareholder of this new credit institution will be the Hellenic Finan-
cial Stability Fund, the object of which is to restructure the credit institution and
sell it within a two-year period (which may be extended by two more years) to a
prospective buyer.

8.5.4 Resolution Unit

By decision of the General Council of the Bank of Greece, a Resolution Unit was
established within the Bank on 20 February 2012. The Unit’s tasks include:
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• evaluating the alternative resolution tools to be applied,
• valuating the assets and liabilities of the credit institution being resolved,
• developing the relevant legislative and institutional framework for a more effi-

cient resolution of credit institutions, to address practical issues that may arise
from the implementation of measures and to adapt this framework to future de-
velopments, as well as elaborate proposals for its modification.

Since its establishment, the Resolution Unit has focused on preparing the reso-
lution of various credit institutions. Bearing in mind that bank closure is an unde-
sirable solution in terms of both stability and cost, given the need to compensate
depositors, the available resolution tools are mainly the following:

(a) a transfer order, i.e. an order to transfer assets and liabilities to a transferee
credit institution, which is selected on the basis of an informal and confidential pro-
cedure inititated by the Bank of Greece. It was decided that this procedure will be
confidential, not in order to circumvent transparency, but because an open tender-
ing procedure would include announcing that a bank is facing serious problems and
thus resolution measures need to be implemented. Such an announcement would be
unthinkable, because it would cause a bank run, i.e. precisely what resolution meas-
ures seek to avert. This is why the law provides for a fine of up to €300,000 in the
event of violation of the procedure’s confidentiality;

(b) the establishment of a bridge bank, pursuant to a ministerial decision, fol-
lowing a relevant recommendation of the Bank of Greece.

By setting up the Unit, the Bank of Greece put in place yet another mechanism
for safeguarding the stability of the financial system and the interests of depositors.
The reason is that the depth and duration of the crisis, along with heightened un-
certainty, put banks’ financial aggregates under serious strain. Several banks were
not able to meet the challenges, and the Bank of Greece had to intervene. It did so
very successfully, given that in all resolution cases, even large banks had to be re-
solved, there were no disruptions in the operation of the banking system and not one
depositor lost a single euro.

8.6 Banking system reform

Taking into account that the recession led to a continuous increase in non-
performing loans and that the liquidity crisis had hardened into a solvency crisis,
the Bank of Greece had to redraw the banking map and prepare banks for the day
after. Given the economic circumstances and the ensuing needs, the Greek bank-
ing system had to be strengthened and recapitalised, become more compact and
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efficient, eliminate spare capacity and take advantage of synergies and economies
of scale. The objective is to make the Greek banking system stronger and thus ca-
pable of financing the country’s recovery.

The first step was the calculation of the recapitalisation needs of the banking sys-
tem. The calculation of losses on banks’ sovereign bond holdings was quite straight-
forward. It was much more difficult to conservatively estimate all the potential losses
on Greek banks’ loan portfolios for the years ahead. This task was assigned by the
Bank of Greece to BlackRock Solutions.

The second part of the strategy included evaluating which banks were eligible for
recapitalisation by the HFSF and assessing the total recapitalisation and resolution
needs of the banking system. At the same time, any banks that would fail to bolster
their capital base and ensure their standalone viability (thus placing in jeopardy the
stability of the financial system) would be resolved.

More specifically:

8.6.1 Diagnostic study of banks’ loan portfolios

In August 2011, the Bank of Greece commissioned BlackRock Solutions (here-
inafter BlackRock) to conduct a diagnostic study of Greek commercial banks’ loan
portfolios. This diagnostic study was required under the June 2011 Memorandum
of Economic and Financial Policies.

BlackRock had to conduct an independent estimate of expected losses on banks’
loan portfolios as of 30 June 2011 both over a three-year and a loan-lifetime hori-
zon on the basis of two scenarios, the Baseline and the Adverse Scenario. The diag-
nostic study covered all loans carrying Greek risk, as the quality of such portfolios
was closely related to developments in domestic macroeconomic aggregates. In the
context of the study, BlackRock collected loan-level information from banks, with-
out any interventions from the Bank of Greece or the Troika. The estimates of ex-
pected losses by an independent expert of recognised standing ensured transparency
regarding loan portfolio quality and a Loan Loss Reserves Review concerning the
adequacy of accumulated provisions for credit risk. Furthermore, expected losses
were included in the parameters taken into account in the context of the recapital-
isation exercise, which was completed in 2012 (see below).
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8.6.2 Strategic assessment

The Bank of Greece carried out a strategic assessment (viability study) of the
banking sector in March 2012. This analysis assessed the viability prospects of each
bank on a standalone basis using a much broader range of criteria (both regulatory
and business criteria), as envisaged in the March 2012 MoU.

The criteria (based on the MoU) had to include, inter alia, notably:
• “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);
• the Bank of Greece’s assigned ratings to bank risks; and
• a sustainable business model”.

8.6.3 Assessment criteria

The assessment of each bank was conducted on the basis of two sets of criteria:
regulatory and business. Their combination resulted in each bank’s final assessment.

Using regulatory criteria, an assessment was made of capital adequacy, liquidity,
asset quality indicators, as well as the shareholding structure and the adequacy of
management.

Business criteria concern indicators regarding market shares, synergies and cross-
sales indicators, stability of the deposit base, adequacy of risk management systems,
efficiency, operating costs and estimated future profitability.

In the context of the viability study, which was completed in cooperation with the
Troika, historical and current aggregates were indeed taken into account, along with
future profit estimates. Future estimates were those included in the business plan
submitted by each bank.

This analysis showed banks’ estimated future profitability and implied capacity
to repay capital injections within a reasonable period of time. This capacity actually
explains the notion of viability. The assessment found that the four “core” banks (Na-
tional Bank of Greece, Alpha Bank, Eurobank and Piraeus Bank) are viable.

8.6.4 Bank recapitalisation exercise

The effects of the prolonged and intensifying recession on the aggregates of Greek
commercial banks and, most importantly, the banks’ participation in the Greek pub-
lic debt restructuring (private sector involvement – PSI) resulted in an erosion of
their capital base and necessitated the elaboration of a recapitalisation plan.
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The first phase of the recapitalisation plan for Greek banks involved an assess-
ment of the minimum necessary additional funds for each bank. The assessment of
capital needs was based on two macroeconomic scenarios,11 which reflected the ex-
pected development of key economic indicators over the 2012-2014 period (e.g. real
GDP growth, unemployment rate, inflation, house and other property prices):

• a Baseline Scenario, according to the assumptions of the Memorandum, with
a Core Tier 1 ratio target of 9% for 2012 and 10% for 2013 and 2014;12

• an Adverse Scenario, according to assumptions developed by the Bank of
Greece, with a Core Tier 1 ratio target of 7% for the 2012-2014 period.

As a starting point, the exercise used the reference Core Tier 1 capital in Decem-
ber 2011, as submitted by banks13 and then estimated the evolution of Core Tier 1
capital over the respective period, taking into account the following elements:

• Losses on Greek government bond holdings due to the PSI net of existing PSI
provisions. Credit loss projections (CLPs) on banks’ loan portfolios, carrying:
(i) Greek risk, based on the estimates of BlackRock Solutions, which, as men-
tioned above, conducted a diagnostic study on the domestic loan portfolios of
Greek banks,14 (ii) foreign risk, based on an extension by the Bank of Greece of
the European Banking Authority (EBA) methodology used in the June 2011
EU-wide stress testing, and (iii) state-related risk, based on the estimates of
BlackRock or the Bank of Greece. In all three cases, expected losses were net of
existing loan loss reserves.

• Banks’ internal capital generation over the 2012-2014 period based on a con-
servative downward adjustment of key drivers of pre-provision profitability
from banks’ three-year Business Plans and including only those capital-
augmenting actions that had already materialised at the time of the exercise.

Finally, the Bank of Greece estimated the target for the required level of Core
Tier 1 capital at the end of each year until 2014, based on the target Core Tier 1 ra-
tio set for each scenario and the projected Risk-Weighted Assets (RWAs). More
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specifically, to ensure that banks do not underestimate their risk exposure, RWAs
were adjusted on the basis of a conservative Bank of Greece methodology.

The capital needs for each bank were then calculated as the difference between:
(a) the target set for the required level of Core Tier 1 capital and (b) the estimated
level of Core Tier 1 capital at the end of each year until 2014. This assessment was
performed both for the Baseline and the Adverse Scenario; for each bank, the sce-
nario that resulted in the highest capital needs was considered binding.

To ensure objectivity and robustness of the capital assessment exercise, the results
were cross-checked against a top-down approach. Specifically, full year 2011 finan-
cial results of each bank were taken as a starting point, with forward projections
based on a quantitative model which took into account macroeconomic forecasts,
independently of the submitted Business Plans.

The resulting capital needs for all Greek commercial banks were estimated in May
2012 at €40.5 billion, of which €27.5 billion were earmarked for the four core banks.

8.6.5 Implementation of bank recapitalisation

The HFSF, in cooperation with the Troika, signed in late May 2012 pre-
subscription agreements with the four largest Greek commercial banks on the up-
coming capital increases and injected a total of €18 billion in the form of EFSF notes.
Their capital adequacy was thus restored and liquidity improved.

In October 2012, the Bank of Greece updated its assessment of capital needs on
the basis of preliminary financial results for the first half of 2012. This update con-
firmed the level of capital needs, which had already been estimated conservatively.

In December 2012, the Bank of Greece also updated its assessment on the ade-
quacy of the Financial Envelope, i.e. the amount of public resources required to
cover both the recapitalisation needs and the restructuring costs of the Greek bank-
ing sector over the 2012-2014 period. Under reasonable levels of economic uncer-
tainty, it was estimated that the amount of €50 billion was enough to cover the
recapitalisation and restructuring costs of the Greek banking system. It should be
noted that this amount also included a capital buffer for addressing any develop-
ments that might increase capital needs. Over the same month, the HFSF moved
ahead with the second injection of EFSF bonds to the four core banks, amounting
to €6 billion.

Bank recapitalisation procedures were completed during the first half of 2013,
with private sector participation coming to at least 10% of the capital increase.
The HFSF covered the remainder, thus becoming majority shareholder in the four
core banks.
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8.7 The implementation of resolution measures and the
restructuring of the banking system

In parallel with the bank recapitalisation process, the restructuring of the Greek
banking system was also in progress – primarily through the implementation of the
provisions of the Resolution Law and secondarily through the transfer of Cypriot
banks’ branches to Piraeus Bank.

Resolution measures were implemented for the first time in the case of Proton
Bank. Subsequently, at end-2011, the Bank of Greece decided to withdraw the au-
thorisation of T Bank, while in March 2012 the resolution of the cooperative banks
of Achaia, Lamia and Lesvos-Limnos was also deemed necessary. ATEbank and, in
2013, TT Hellenic Postbank, FBB, Probank and the Cooperative Banks of Western
Macedonia, Dodecanese and Evia followed suit.

8.7.1 Proton Bank

The problem
The provisions of the law concerning the resolution of credit institutions were

first implemented in the case of Proton Bank.
This bank was characterised by chronic weaknesses, due to its high-risk busi-

ness model, as it was mainly an investment bank with a large bond portfolio, as well
as on account of its imprudent lending policy over the past few years. The problems
facing the bank had been identified in a timely manner by the Bank of Greece, which
for a number of years —especially after the onset of the global financial crisis and
the ensuing liquidity constraints for Proton Bank— had tightened its supervision.
Against this background, the Bank of Greece focused on several weaknesses and
persistently pressed Proton Bank and its main shareholder to increase the bank’s
capital, cut down lending to companies with close links to the main shareholder,
which could constitute a single risk, rationalise its business operations, improve its
systems and explore the appropriate long-term strategic options.

The Bank of Greece, in particular as regards Proton’s latest main shareholder,
after thoroughly assessing his suitability, exhausted all available possibilities under
the applicable institutional framework. The Bank of Greece imposed additional re-
quirements (e.g. by prohibiting the main shareholder from assuming executive tasks
or by imposing requirements to increase the bank’s capital and observe ceilings for
large credit exposures).

As soon as a sharp increase (by 40%) in the bank’s exposures was detected on the
basis of the submitted supervisory data for June 2010, the Bank of Greece immedi-
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ately sent a mission of inspectors to conduct on-site examinations and imposed, for
prudential purposes, increased capital requirements on Proton Bank for the cover-
age of the estimated credit risk.

Furthermore, although Proton’s capital adequacy ratio was above the regulatory
minimum, the Bank of Greece, considering the nature of Proton’s activities (mainly
investment banking, which is a high-risk activity), urgently called for an increase in
the bank’s own funds, as per the main shareholder’s commitment.

The examination of the loan portfolio and the interconnected firms revealed un-
usual transactions, deviations from appropriate lending policy and many oversights
and overruns, while evidence of possible manipulation in the share prices of the
main shareholder’s firm was also detected. The Hellenic Capital Market Commission
was duly notified both in writing and orally. Moreover, the audit of the financial
statements of the firm Alapis showed several irregularities, which were reported to
the Committee for Accounting Standardisation and Auditing.

The thorough examination of Proton’s loan portfolio, on the basis of data as of
31.3.2011, was concluded in the beginning of summer 2011 and 66% of the bank’s
loan portfolio was examined; this included all the loans that had been granted to
firms with close links to the main shareholder. The examined percentage was par-
ticularly high compared with standard international practice (only one third of to-
tal loans is typically examined).

The results of the examination demonstrated the poor quality of Proton’s loan
portfolio, while almost 50% of loans in the sample were channeled into firms with
close links to the main shareholder. In many cases, loans were not backed by eligi-
ble collateral, whereas, in case where collateral did exist, its value was very low and
mainly consisted in borrowing firms’ own shares.

The liquidity problems, which the bank had faced since the start of the crisis,
became more severe when the verdict of the Anti-Money Laundering Authority was
reached against the bank’s main shareholder and senior officers. A sizeable outflow
of deposits (over €150 million in the first days) was recorded and continued through
7 October 2011, albeit at a slower pace. Over the same period, the bank faced a
shortage of eligible collateral and was excluded from the list of credit institutions
which are characterised as eligible counterparties in monetary policy operations.
As a consequence, under an ECB decision, Proton would not be allowed to receive
any type of financing by the Eurosystem from mid-October 2011 onwards. There-
fore, a solution had to be found.

The solution
Given the objective of avoiding a disruption of financial stability and the need

to protect depositors, there were two available options: (a) the transfer (sale) of as-
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sets to another bank and (b) the establishment of an interim credit institution. Ini-
tially, the feasibility of the first option was explored, as in theory it could contribute
to increasing the public’s trust in the resolution process. However, no credit insti-
tution was interested in acquiring Proton’s assets. As it was imperative to find a
remedy, the establishment of an interim credit institution was the only option.
Through the establishment of a “good” bank, the transition process would be
smooth, while averting a “fire sale” of the institution was more likely to attract a
higher selling price.

The situation was so critical that —compounded by the continuing deferral of a
capital increase by the bank itself— it would make withdrawing the bank’s authori-
sation a natural development. Nevertheless, the fragile psychology of depositors due
to the negative economic climate necessitated the search for an alternative. In the
economic environment of the time, withdrawing the authorisation of even a small
bank such as Proton entailed a systemic risk.

For systemic stability reasons, the Bank of Greece was in constant consultation
with the Greek Ministry of Finance, the Hellenic Financial Stability Fund (HFSF)
and the Hellenic Deposit and Investment Guarantee Fund (HDIGF) to come up
with a solution. The adoption of Law 4021/2011 on the resolution of credit institu-
tions provided a possible option, which was thoroughly examined. Taking into ac-
count all relevant factors, the Bank of Greece put forward a resolution scheme for
Proton Bank (in implementation of Law 4021/2011) and the establishment of a
“good” bank (which would continue its operations) and a “bad” bank (which would
be wound up and its assets liquidated).

The top priority for the Bank of Greece was to safeguard financial stability and
protect deposits with the entire domestic banking system. Therefore, it was de-
cided, as already mentioned, that, given the lack of interest in the acquisition of
Proton Bank from another bank, its shutdown would have adverse systemic con-
sequences at that critical juncture of heightened economic uncertainty. Besides, at
the European level, systemic stability issues are deemed as matters of top priority
(cf. the case of Dexia, which was rescued using a mechanism similar to that se-
lected for Proton).

The resolution of Proton Bank through the establishment of a bridge bank was
implemented on 9.10.2011. This option entailed not only the lowest possible cost on
the State and the Greek economy but also the largest benefit for employees, depos-
itors and the stability of the banking system as a whole, while at the same time all
deposits with Proton Bank were secured.
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8.7.2 The case of T Bank

The problem
At end-2011, the Bank of Greece decided to withdraw the authorisation of T Bank.
A withdrawal of authorisation was inevitable, as the bank’s capital adequacy ra-

tio, which was well below the regulatory threshold under Law 3601/2007, was be-
yond restoration. This was due to the fact that, while TT Hellenic Postbank had
initiated its merging with T Bank according to the released plan, had applied to the
Bank of Greece for approval and had started the required pre-merger procedures for
the reorganisation of T Bank, no decision on the finalisation of the merger was made
at the 2nd, adjourned, General Meeting of TT Hellenic Postbank on 22 November
2011; this led to an unexpected twist of events. T Bank was no longer viable. This
development brought about a rapid deterioration in the financial condition of
T Bank and a high risk of its defaulting on depositors.

The solution
In the light of the above, the immediate intervention of the Bank of Greece was

required. The establishment of an interim credit institution, as had happened in the
case of Proton Bank, would require more time (at least one month), since under
Law 3601/2007, as amended by Law 4021/2011, the fair value of the bank’s assets
would have to be estimated by an auditing firm. With a view to safeguarding
depositors’ interest and averting the bank’s collapse with unforeseen consequences
for financial stability, the solution chosen was the transfer of deposits to another
credit institution. Law 3601/2007, as amended by Law 4021/2011, stipulates that the
transfer of the selected assets and liabilities is conducted through a submission of bids
(auction process). The Bank of Greece invited those banks, which, in its opinion,
were in a position to respond immediately, to submit a sealed bid. The bank with the
most competitive bid was selected, i.e. the bid which would least burden the HDIGF
and would ensure the quickest possible completion of the transfer of deposits. This
bank was TT Hellenic Postbank, which, as mentioned above, had already initiated
the procedures for the absorption of T Bank.

8.7.3 Cooperative banks of Achaia, Lamia and Lesvos-Limnos

In March 2012 the Bank of Greece considered it necessary to apply resolution
measures on the cooperative banks of Achaia, Lamia and Lesvos-Limnos.

The problem
All three cooperative banks faced weaknesses, such as capital shortage and in-

ability of recapitalisation, a loan portfolio of bad quality (non-performing loans
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were close to 1/3 of total loans in one of the banks and to 3/5 in the other two banks)
and severe liquidity constraints. Moreover, several phenomena of mismanagement
and serious organisational deficiencies were observed, mostly as regards procedures
and risk management. These problems had been long identified by the Bank of
Greece, but none of the banks managed to take the appropriate measures to restore
its viability. Besides the fact that all three banks were considerably undercapitalised,
they faced, as a result of deposit outflows, a severe liquidity problem and an in-
creased risk of defaulting on their depositors.

The solution
Given the global financial turmoil and the adverse fiscal and economic condi-

tions in Greece, the public’s trust in the stability and smooth operation of the fi-
nancial system would be considerably impaired in the event of deposit losses.
Therefore, the Bank of Greece sought, through a tender procedure, a transferee for
the total of deposits of the three cooperative banks and not just for the guaranteed
part. Upon completion of the procedure, the authorisations of the three cooperative
banks were withdrawn, the banks were put under special liquidation status, deposits
were transferred to the National Bank of Greece and thus depositors’ trust in the fi-
nancial system and its stability was secured.

8.7.4 Implementation of resolution measures on ATEbank

In July 2012 resolution measures were implemented on the Agricultural Bank of
Greece (ATEbank). This occurred in the context of the Memorandum of Under-
standing (which forms part of Greek legislation following its ratification by Law
4046/2012), and ahead of the deadline set by the European Central Bank regarding
the cutting-off of liquidity provision to ATEbank.15

The problem
ATEbank suffered from several chronic problems, which were exacerbated by

the intensification of the crisis. In particular:
• the bank was significantly undercapitalised;
• there was no prospect of a recapitalisation by its main shareholder; and
• the bank was non-viable, as, due to its close entanglement with the State, it ex-

hibited a weak risk management system, chronic structural problems, low pro-
ductivity, deficiencies in its organisational and operational structure, as well as
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assets of poor quality, while, most importantly, despite repeated capital injec-
tions from the State, it still did not meet the capital requirements.

Proof of its vulnerabilities was the fact that in the latest EU-wide stress testing ex-
ercise conducted in 2011 it had ranked last among 91 banks at the European level.
It should be noted that the capital injections in ATEbank, which reached a cumula-
tive total of €4 billion over the 1997-2011 period, and a considerably higher amount
in today’s prices, weighed on the State with cumulative losses of €4.7 billion. An im-
mediate recapitalisation would require €5 billion to cover these losses and keep the
bank in business. In other words, the total burden for Greek taxpayers would come
to about €10 billion.

The surge in non-performing loans in recent years and the negative impact of the
PSI weighed further on the bank’s financial position. In 2011, its capital adequacy
ratio fell short of the minimum 8% threshold. Following the PSI, this ratio dropped
to -26% at the end of 2011, as the bank’s own funds turned out negative (-€3 billion).
If a recapitalisation of ATEbank were feasible, it would require €5 billion, an amount
which, as already mentioned, the Greek State —its main shareholder— was not will-
ing to contribute.

Therefore, if the resolution measures were not implemented, the European Cen-
tral Bank would call in the already extended liquidity amounting to €6.3 billion. On
the other hand, the cutting-off of liquidity provision from the ECB would mean the
immediate shutdown of ATEbank. Over 5,000 people would lose their jobs, while
an amount of €14 billion would have to be found to compensate depositors and an-
other €6.3 billion to return liquidity obtained from the Eurosystem, making a total
of over €20 billion.

As a result of all these weaknesses and its long-standing poor performance, some
representatives of the Troika were of the view that ATEbank should be closed. The
view of the Bank of Greece (and of the Greek government as well) was that a shut-
down had to be avoided by all means, mostly due to systemic stability and cost con-
siderations.

The solution
The Bank of Greece, on its part, pressed for a viable solution. This was anyway

provided for in the latest Memorandum. Indeed, a commitment was undertaken to
conduct a special study on ATEbank. In this context, the following four alternative
scenarios were considered by the Greek government, the Bank of Greece and the
Troika:

First: Shutdown and liquidation of the bank.
Second: Recapitalisation and radical overhaul of the bank, i.e. a restructuring go-

ing far beyond the plan being implemented until recently.
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Third: Re-establishing the bank as an interim credit institution, with a view to
selling it within a short time-frame.

Fourth: Transfer of the bank’s sound part to another bank.
It is clear that the shutdown of the bank was an extreme and undesirable solu-

tion. This would translate into thousands of jobs lost and would also imply the clos-
ing of its branch network and thus the bank’s inability to serve its customers. Lastly,
the financial costs would be huge, as an amount of over €20 billion would be re-
quired on the spot. Also, a recapitalisation of ATEbank was not a feasible option.

Thus, only two options remained. Namely:
• either the transfer of the bank’s sound part to another credit institution, if a

prospective acquirer could be found;
• or re-establishing the bank as an interim credit institution and selling it within

a short time-frame.
It should also be noted that two independent studies showed that the preferable

option should clearly be the transfer of the bank’s sound assets and liabilities. These
studies were conducted by the international consulting firms Oliver Wyman on be-
half of the ECB, and Alvarez & Marsal on behalf of the Greek government (HRADF
– Hellenic Republic Asset Development Fund).

As a matter of fact, the latter study mentions that the pair of banks that ensured
the highest synergies would be that of Piraeus Bank and ATEbank.

Furthermore, a special study, conducted by the Bank of Greece in collaboration
with Bain & Company and thoroughly discussed with the Troika, also concluded
that the option of the transfer of sound assets was the best, for the following reasons:

First, it was a sustainable solution compared with the establishment of a bridge
bank, for which a private buyer would have to be found soon.

Second, unlike the bridge bank option, it would not necessarily require a drastic
downsizing of its staff and branch network.

Third, it would speed up the adjustment of corporate culture and upgrade the ef-
ficiency of the transferred sound part.

Fourth, it entailed the lowest possible final costs, taking also into account the
gains in future profits as a result of synergies.

Fifth, it reduced the risk of additional recapitalisation being needed in the fu-
ture; such a need would arise sooner or later under the bridge bank option, if a
prospective buyer could not be found early enough.

Finally, while the financial cost appeared, prima facie, to be the same under both
options, the actual final cost was estimated to be lower under the transfer option.
This was so because the benefits from the synergies to be achieved would be reaped
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primarily by Piraeus Bank’s main shareholder, which is no other than the Greek gov-
ernment, through the HFSF.

The Bank of Greece followed all the procedures provided for in the legal frame-
work. More specifically, under Article 63D of Law 3601/2007 concerning the exe-
cution of an order of transfer, the Bank of Greece applied an informal and
confidential tender procedure, as stipulated by law.

As regards the procedure followed, in early May 2012 the Bank of Greece in-
vited the four largest Greek banks (National Bank of Greece, Alpha Bank, Eu-
robank and Piraeus Bank), which were considered to be systemically important
and were recapitalised by the HFSF, to consider acquiring ATEbank’s sound assets
and liabilities. Meanwhile, the Bank assigned two international investment banks
to explore any interest from foreign investors. Those investment banks informed
the Bank of Greece that no such interest was expressed from abroad, while the
four domestic initially expressed interest in examining their options further and,
after signing a non-disclosure agreement, received all necessary information from
the Bank of Greece.

Any of the four banks which intended to submit a binding proposal to acquire
ATEbank’s transferred assets had to notify in advance the HFSF of its intention in
order to receive its approval. This obligation stemmed from the terms and condi-
tions of the presubscription agreement, which all of the above banks had signed
with the HFSF. Finally, on 9 July 2012 only two Greek banks, Eurobank and Piraeus
Bank, submitted their proposals to the HFSF for approval. On 24 July 2012 Eu-
robank stated it was no longer interested, thereby leaving only one interested party.

The HFSF evaluated Piraeus Bank’s proposal, examining the synergies achieved
and the transferee credit institution’s ability to integrate ATEbank’s assets, person-
nel and branch network. Following the evaluation, the HFSF determined that all
criteria were met and forwarded the proposal to the European Commission’s GD
Competition for approval. Once the latter’s approval was obtained, the HFSF
greenlighted Piraeus Bank to submit a binding bid to the Bank of Greece to acquire
ATEbank’s sound assets.

8.7.5 Implementation of measures on TT Hellenic Postbank

In January 2013, measures were put into effect for the resolution of TT Hellenic
Postbank through the establishment of an interim credit institution.16
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The problem
TT Hellenic Postbank had long been dependent on the Greek state; as a result,

among other things, its management lacked continuity and the state influenced its
business operation and strategy. It is indicative that over the 2006-2010 period, i.e.
when operating as a bank (it previously operated as a specialised credit institution),
TT Hellenic Postbank showed particularly low profitability and continuously rising
operating expenses, thus making it highly unlikely that its profits in the coming
years could more than offset its operating expenses and losses on its investment and
loan portfolios. By way of indication, it is pointed out that the ratio of operating ex-
penses (excluding provisions) to operating income was on average roughly 14 per-
centage points higher (i.e. worse) than the sector’s average, while the NPL ratio had
come close to the sector’s average already since end-2011 and half of NPLs were past
due over a year and were thus considered highly unlikely to be recovered. This was
so despite the fact that TT Hellenic Postbank had been operating as a credit insti-
tution for just a few years, its ratio of loans-to-assets was low and the bank was in a
privileged position in terms of recovering some of its claims, since instalments on
mortgage loans to civil servants were recovered directly from borrowers’ monthly
salaries. According to recent data, a significant number of the bank’s borrowers were
calling for the contractual term on withholding mortgage loan instalments from
monthly salaries to be removed, whatever this might entail in terms of loan servic-
ing delays. As regards capital adequacy, TT Hellenic Postbank recorded a high cap-
ital adequacy ratio in the pre-PSI conjuncture thanks to aid from the Greek State,
as it received capital injections of roughly €750 million in 2009 (through a €526 mil-
lion share capital increase and a €225 million issuance of preferred shares). The fail-
ure to generate internal capital, the deterioration in the quality of its loan portfolio
and the impact of the PSI resulted in capital needs of €3.74 billion at end-2011 and
a capital adequacy ratio of -32%. The Bank of Greece had repeatedly requested in-
formation from TT Hellenic Postbank’s management on the way in which it would
meet its capital needs, but it was evident that the shareholders were completely un-
able to meet the above capital needs. Indeed, even if the above capital needs were
met, TT Hellenic Postbank would soon need a new capital injection as a result of its
failure to generate internal capital.

The solution
In line with past experience from bank resolutions, including most recently the

case of ATEbank, all the alternative options were considered and, in the end, the
solution opted for was the one which would prioritise minimum cost and maxi-
mum synergies and concurrently safeguard financial stability and all deposits. As
it was impossible for the major shareholders to recapitalise TT Hellenic Postbank
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and the HFSF was prohibited from recapitalising it because the bank was consid-
ered non-viable, the options of transferring assets/liabilities to another bank and es-
tablishing a bridge bank were examined. It should be pointed out that profitability
had been estimated as part of the assessment of TT Hellenic Postbank’s viability,
without factoring in PSI-related losses. This was done in order to sterilise the im-
pact from the PSI, as such extraordinary and one-off losses were not associated
with individual banks’ internal operational structure and structural efficiency. In
fact, this methodology favoured banks —such as TT Hellenic Postbank— with gov-
ernment bond holdings representing a large part of their total assets.

Given that neither domestic nor foreign credit institutions showed any interest
in purchasing TT Hellenic Postbank’s assets, the establishment of an interim credit
institution was the only option. The alternative would be the liquidation of TT Hel-
lenic Postbank, but this would have been disastrous for Greece’s financial stability
and for Greek depositors.

8.7.6 The elimination of the risk of contagion from the Cypriot to the Greek financial
system – other cases of bank resolution

Following Eurogroup’s decision of 15 March 2013 on Cyprus, the Bank of Greece
played a decisive role in safeguarding financial stability in Greece. In concert with
the Greek authorities, the Cyprus government, the Central Bank of Cyprus and
Greek credit institutions, it ensured the smooth transfer of the assets and liabilities
of Cypriot banks’ branches in Greece to a Greek bank through a tendering process.

The highly complex task of spinning off the Greek branches of distressed Cypriot
banks and transferring their assets and liabilities to a domestic bank was successfully
completed in no time, thereby ensuring that:

(a) deposits with Greek branches of Cypriot banks were fully excluded from the
bail-in of depositors in Cyprus;

(b) the former Cypriot bank branches operating in Greece continue to serve their
customers smoothly; and, above all,

(c) the risk of contagion from the Cypriot to the Greek banking system was
nipped in the bud.

* * *

As regards other changes in the banking landscape which took place in the course
of 2013, two banks —FBB and Probank— were not in a position to raise the capi-
tal they needed from the market and were thus resolved. Their sound assets were
acquired by the National Bank of Greece following a tendering procedure. Also, the
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two interim credit institutions (New TT Hellenic Postbank and New Proton Bank)
were acquired by Eurobank following a tendering procedure. Furthermore, at end-
2013, after the three deadlines for the recapitalisation of the Cooperative Banks of
Western Macedonia, Dodecanese and Evia had lapsed, the Bank of Greece, bearing
in mind the protection of depositors, deemed it necessary to withdraw their au-
thorisations and transfer all deposits to Alpha Bank. It should be noted that the
three cooperative banks were not only faced with capital shortfall, but also with
bad-quality loan portfolios and liquidity shortage, at a time when the overall liq-
uidity conditions had improved.

As a result of the processes analysed above (and outlined in Chart 13), a new
banking landscape emerged, with fewer and stronger banks.

Inevitably, the degree of concentration increased (see Chart 14), but the pres-
ence of another five commercial banks, cooperative banks and branches of foreign
banks (see Chart 13) guaranteed the necessary level of competition.

Of course, the benefits from the consolidation of the banking sector in terms of
economies of scale had started to become visible (see Chart 15).

Overall, the total cost of resolution and recapitalisation of credit institutions in
Greece over the 2011-2013 period came to roughly €42 billion (see Table 23).

8.8 The day after for the banking system − designing a sustainable
long-term business model

8.8.1 Key priorities for action

Bolstering banks’ capital adequacy was the first substantial step towards restor-
ing confidence in the banking system, which is a prerequisite for improving liquid-
ity conditions and freeing up resources. These resources could then be targeted to
activities that will strengthen export orientation, on the basis of the new production
model, towards which the Greek economy must turn. By way of illustration, the
progress made and the state-of-play in early April 2014 were presented by Danièle
Nouy, Chair of the Supervisory Board of the Single Supervisory Mechanism, as fol-
lows: “Incredible progress has been achieved in terms of restructuring and consolidat-
ing Greek banks. My colleagues at the Bank of Greece have done a great job in
challenging times and I am certain that the situation of Greek banks has improved sig-
nificantly.

Greece’s four systemic banks will be subject to the ECB’s comprehensive assessment,
just like all other large European banks. It is important to note that Greek banks are
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now finding equity on the markets. I believe that all the efforts that have been under-
taken until now are moving things in the right direction.”17

The next crucial step was to design a sustainable business model in the long-
term, by gradually reducing banks’ reliance on central bank funding and creating the
conditions for recurring and sound profitability. In this context, the Bank of Greece
determined the key priorities for action, focusing on: (a) the rationalisation of op-
erating costs and, more generally, higher internal capital generation via operating
profits; (b) shedding of non-core business; (c) redesigning foreign business; (d) ac-
tive management of troubled assets.

Particularly as regards the process of active loan portfolio management, the im-
proved management of non-performing loans and proactive measures to prevent
further non-performing loans from being accumulated are prerequisites for en-
hancing the supply of credit to the economy. In this regard, there is considerable
room for improvement in current bank policies.

The Bank of Greece contributed by making proposals to banks on indicative ac-
tions in this direction, which could include:

• Procedures for the detection of loans in pre-arrears, so that pre-emptive action
concerning potential loan servicing problems could be taken;

• A thorough assessment of the financial condition and repayment capacity of
distressed borrowers, with a view to working out long-term viable forbearance
options and minimising moral hazard;

• Better coordination with other lenders on the joint restructuring of loans ex-
tended to the same borrower;

• Qualitative as well as quantitative upgrading of NPL management units.

8.8.2 Updated diagnostic study on domestic banks’ loan portfolios and stress test

In July 2013, the Bank of Greece commissioned the internationally reputed con-
sulting firm BlackRock Solutions to carry out a diagnostic study of the loan portfo-
lios of all Greek commercial banks as of 30 June 2013. This study included the
following work streams:

– Asset quality review (AQR) of loan portfolio: Its aim was to assess the lending
and credit monitoring policy and processes of each bank. The assessment was based,
on the one hand, on interviews with bank officials and, on the other hand, a thor-
ough analysis of representative and cross-sectional samples of loans. Furthermore,

17 Interview with Danièle Nouy, Chair of the Supervisory Board of the Single Supervisory Mechanism, pub-
lished on Sunday, 6 April 2014, in the Greek newspaper To Vima.
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for a sample of large corporate borrowers, BlackRock conducted a full appraisal of
expected losses on each particular loan.

– Troubled asset review (TAR): The TAR work stream was aimed at examining
the adequacy and appropriateness of systemic banks’ lending policies and proce-
dures to deal with troubled assets and, on the other hand, at developing monitoring
tools for troubled assets and submitting proposals on improvement of the above
policies and procedures.

– Credit loss projections (CLPs): The CLPs work stream was aimed at estimat-
ing CLPs on banks’ loan portfolio, over a 3-year and loan-lifetime horizon, on the
basis of two macroeconomic scenarios: a Baseline and an Adverse Scenario. The as-
sessment was based on proprietary econometric models applied on loan-level data
and took account of the findings of the QAR work stream. CLP is defined as the
non-discounted loss of principal due to the (total or partial) non-repayment of loans,
taking into account any amounts recovered from the sale of any relevant collateral.
CLPs were estimated on a “when realised basis”, net of existing PSI provisions.

– Foreign Loan Books (FLB) review: The FLB work stream consisted in a review
of lending policies and processes of each bank’s largest foreign subsidiaries and a
reasonableness assessment of risk parameters (such as probability of default) per
category of loans.

In comparison with the 2011 exercise, the 2013 diagnostic study had:
• a broader scope;
• a more complete dataset, which factored in historical ratings data on borrower

behaviour patterns over a five-year period coinciding with the deepest eco-
nomic recession in Greece, and

• an improved methodology, which resulted in a stricter credit risk measurement.
The new stress test was completed at end-2013. Following consultations with the

Troika and given the need to integrate assumptions associated with the EU-wide
stress testing exercise, which would be conducted by ΕΒΑ in the course of 2014, its
results were made public on 6 March 2014.18 The stress test consisted of two com-
ponents, based on which the assessment of banks’ capital needs on a consolidated
basis was updated:

• a diagnostic study of banks’ loan portfolios, independently conducted by Black-
Rock, and

18 See http://www.bankofgreece.gr/Pages/en/Bank/News/PressReleases/DispItem.aspx?Item_ID=4547&List
_ID=1af869f3-57fb-4de6-b9ae-bdfd83c66c95&Filter_by=DT; http://www.bankofgreece.gr/BogEkdoseis/
2013%20Stress%20test%20of%20the%20Greek%20banking%20sector.pdf; http://www.bankofgreece.gr/
BoGAttachments/Asset%20Quality%20Review%20and%20Credit%20Loss%20Projection%20Methodol-
ogy%20-%20Prepared%20for%20the%20Bank%20of%20Greece%20-%20BlackRock%20Solutions.pdf.
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• a conservative downward adjustment of the banks’ internal capital generation
which was projected by the banks’ adjusted Business Plans.

As in the previous exercise of 2011, two scenarios were used, on the basis of as-
sumptions regarding the evolution of key macroeconomic variables developed in
association with the European Commission, European Central Bank and the Inter-
national Monetary Fund. The aim of this exercise was to conduct a conservative as-
sessment of the capital needs of all Greek commercial banks on a consolidated basis,
in order to meet minimum Core Tier 1 target ratios for the June 2013-December
2016 period, i.e.:

• a Core Tier 1 ratio (CT1 ratio) target of 8% under the Baseline Scenario;
• a Core Tier 1 ratio (CT1 ratio) target of 5.5% under the Adverse Scenario;
These targets are in line with those of the EU-wide stress testing exercise to be

conducted by EBA in 2014. More generally, the Bank of Greece’s methodology was
brought in line as much as possible with the approach of the two above-mentioned
exercises based on publicly available information in February 2014.

Moreover, adopting a conservative stance, the Bank of Greece required banks to
have sufficient provisions by the end of 2016 to cover:

• at least 95% of loan-lifetime losses as estimated by BlackRock under the Base-
line Scenario and 85% under the Adverse Scenario, and

• at least 52% of the NPLs as estimated by BlackRock for the end of 2016 in the
Baseline Scenario only.

The Bank of Greece methodology incorporated the three-and-a-half-year CLPs
on a “when realised basis”. In combination with the aforementioned requirements,
this resulted in frontloaded coverage in three-and-a-half years of the lifetime ex-
pected loan losses.

In addition, the Bank of Greece conservatively adjusted the key drivers of pre-
provision profitability associated with internal capital generation and imposed floors
on the evolution of Risk Weighted Assets (RWA) to ensure that banks’ Restructur-
ing Plans do not underestimate their risk exposure. The Bank of Greece also took
into account potential capital needs stemming from the recent stress test of banks’
insurance subsidiaries.

The Baseline Scenario was used to determine the capital needs of each bank in
alignment with what would happen in the EBA 2014 EU-wide stress test. The re-
sulting capital needs for all Greek commercial banks were estimated under the Base-
line Scenario at €6.4 billion. The Bank of Greece officially requested banks to submit
their capital plans by mid-April 2014 to cover the identified capital needs in the
Baseline Scenario.



APPENDIX

1 Testimony of Governor George Provopoulos
before the Hellenic Parliament’s Standing Committee on
Economic Affairs regarding the resolution of ATEbank

3 August 2012

Ladies and gentlemen Members of Parliament,

Last Friday, the Bank of Greece implemented resolution measures in the Agri-
cultural Bank of Greece (ATEbank), as provided for by legislation (Laws 3601/2007
and 4021/2011).

This occurred in the framework of the Memorandum of Understanding (which
forms part of Greek legislation following its ratification by Law 4046/2012), and ear-
lier than the deadline set by the European Central Bank.

The sound part of ATEbank was transferred to Piraeus Bank. The other assets
and liabilities remain with the so-called “bad bank”, to be liquidated or developed
by the Greek government, as appropriate.

These actions were fully in line with the provisions of the law, and the prescribed
procedures were followed to the letter.

I would like to point out that the Governing Council of the European Central
Bank had decided that after the end of July it would no longer be able to provide liq-
uidity to ATEbank, because the bank was:

• substantially undercapitalised;
• non-viable; and
• without a prospect of a recapitalisation by its main shareholder.



Therefore, if the resolution measures were not implemented, the European Cen-
tral Bank would call in already provided liquidity amounting to €6.3 billion.

However, the cutting-off of liquidity provision from the ECB would mean the
immediate shutdown of ATEbank. Over 5,000 people would lose their jobs, while
an amount of €14 billion would have to be found to compensate depositors and an-
other €6.3 billion to return liquidity obtained from the Eurosystem, making a total
of over €20 billion.

What were the alternatives?

ATEbank was not viable. This is clear, as:
• it suffered from chronic structural problems;
• it manifested low productivity and deficiencies in its organisational and oper-

ational structure;
• its assets were of poor quality, as a result of its close entanglement with the State

and weaknesses in its risk management framework. This often led to lending
policies that overlooked banking business criteria; and

• more importantly, despite repeated capital injections from the State, ATEbank
still faced undercapitalisation.

A proof of its major weaknesses was the fact that it ranked last among 91 large
banks in the EU-wide stress testing exercise conducted by the European Banking Au-
thority in 2011.

Indeed, in view of all these weaknesses and the bank’s long-standing poor per-
formance, some representatives of the Troika were of the view that ATEbank should
be closed.

The view of the Bank of Greece (and of the Greek government as well) was that
such a solution should be avoided by all means, particularly because of systemic sta-
bility and cost considerations.

For this reason, the BoG insisted convincingly in favour of exploring a more ap-
propriate line of action. Thus, for some time, ATEbank was allowed to implement a
restructuring plan which was, in any event, necessary as part of the bank’s obligations
stemming from its financing under the provisions of Law 3723/2008.

Thereafter, economic conditions deteriorated dramatically. The surge in non-
performing loans and the impact of the PSI weighed further on the bank’s financial
position. In the course of 2011, its capital adequacy ratio fell short of the minimum
8% threshold. Following the PSI, this ratio dropped to -26% at the end of 2011, as
the bank’s own funds turned out negative (-€3 billion).
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Assuming that a recapitalisation of ATEbank was feasible, it would require €5 bil-
lion. It is important to note that a large part of those capital needs did not arise from
the PSI, as some argue, but from the bank’s loan portfolio.

During the last fifteen years, ATEbank received repeated capital injections, cumu-
latively totalling €4 billion. At today’s prices, this amount actually exceeds €5 billion.
Over the same period, the bank’s weak performance brought about losses totalling
€4.9 billion, which means that Greek taxpayers were not only faced with negative re-
turns on their money, but also that they would have to pay another €5 billion to cover
the losses and keep the bank in business. The total burden for Greek taxpayers would
thus come to about €10 billion.

Today, when the country, through painful sacrifices, is struggling to secure €11.5
billion, one can realize the significance of a loss of a comparable size in the case of the
Agricultural Bank of Greece.

This bank, by the way, has ceased being “agricultural”, as only 13% of its lending
goes to farmers and agricultural cooperatives.

Let me also add that, even excluding financial year 2011, which was marked by the
exceptional, non-recurrent impact of the PSI, ATEbank’s cumulative profits over the
1997-2010 period barely reached €190 million. That is, in “good times” and with all the
generous capital injections of €4 billion thereafter, the bank’s financial results were still
marginally positive, virtually nil.

Over the same period, the National Bank of Greece made profits of €5.3 billion, Al-
pha Bank €4 billion, Eurobank €3.5 billion and Piraeus Bank €1.7 billion. This also
shows ATEbank’s enormous profitability gap versus those four other banks.

Against this background, could ATEbank still be considered a “source of prosper-
ity for the Greek people”?

Let me provide some more examples to illustrate my point:
• ATEbank had invested €1.2 billion in its subsidiaries; today, after repeated

write-downs and write-offs, these subsidiaries make up a total net worth of a
mere €156 million. That is, the bank lost over €1 billion, or 85% of the total
value of its subsidiaries.

• Despite the obvious weaknesses of its risk management framework, ATEbank
invested massively in high-risk financial products, with losses from transac-
tions in derivatives amounting to €285 million over the 2009-2011 period.

• As a result of its lax lending policy, ATEbank wrote off non-performing loans
totalling €2.5 billion over the past ten years.

The First Review Under the Stand-By Arrangement of September 2010 explicitly
states that “ATEbank has an established history of extending loans that are not repaid
and are eventually written-off”. All these funds that vanished into thin air were tax-
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payers’ money. And everyone understands that, in the present adverse circumstances,
these funds could have been used much more efficiently from a social point of view.

What were the feasible options?

The Bank of Greece, on its part, pressed for a viable solution. This was anyway
provided for in the latest Memorandum. Indeed, a commitment was undertaken to
conduct a special study on ATEbank. In this context, the following four alternative
scenarios were assessed by the Greek government, the Bank of Greece and the Troika:

First: Shutdown and liquidation of the bank.
Second: Recapitalisation and radical overhaul of the bank, i.e. a restructuring go-

ing far beyond the plan that was being implemented until recently.
Third: Re-establishing the bank as an interim credit institution, with a view to sell-

ing it within a short time-frame.
Fourth: Transfer of the bank’s sound part to another bank.
It is clear that the shutdown of the bank was an extreme and undesirable solution.

This would translate into thousands of jobs lost and would also imply the closing of
its branch network and thus the bank’s inability to serve its customers. Lastly, the fi-
nancial costs would be huge, as an amount of over €20 billion would be required right
away.

A recapitalisation of ATEbank was not a feasible option. Since the bank was not vi-
able, it was, under the Memorandum, ineligible for recapitalisation by the Hellenic
Financial Stability Fund.

This left us with only two options. Namely:
• either the transfer of the bank’s sound part to another credit institution, if a

prospective acquirer could be found;
• or re-establishing the bank as an interim credit institution and selling it within

a short time-frame.
Before moving on to discuss how the Bank of Greece evaluated the two options,

I would like to point out that two independent studies showed that the preferable op-
tion should clearly be the transfer of the bank’s sound assets and liabilities. These
studies were conducted by the international consulting firms:

• Oliver Wyman on behalf of the ECB, and
• Alvarez & Marsal on behalf of the Greek government (HRADF – Hellenic Re-

public Asset Development Fund).
As a matter of fact, the latter study mentions that the pair of banks that ensured

the highest synergies would be that of Piraeus Bank and ATEbank.

194 | THE CHRONICLE OF THE GREAT CRISIS: THE BANK OF GREECE 2008-2013



The special study conducted by the Bank of Greece in collaboration with Bain &
Company and thoroughly discussed with the Troika also concluded that the option
of the transfer of sound assets was the best, for the following reasons:

First, it is a permanent/sustainable solution, compared with the establishment
of a bridge bank, for which a private buyer would have to be found very soon.

Second, unlike the bridge bank option, it does not necessarily require a drastic
downsizing of its staff and branch network.

Third, it speeds up the adjustment of corporate culture and upgrades the effi-
ciency of the transferred sound part.

Fourth, it entails the lowest final cost, taking also into account that future prof-
itability will be bolstered by synergies.

Fifth, it entails a lower risk of additional recapitalisation being needed in the fu-
ture; such need would arise sooner or later under the bridge bank option, if a
prospective buyer could not be found early enough.

Sixth, while the financial cost appears, prima facie, to be the same under both op-
tions, the true final cost will be lower under the transfer option. This is so because
the benefits from the synergies to be achieved would be reaped primarily by Piraeus
Bank’s main shareholder, which is no other than the Greek government, through
the HFSF.

The transfer procedures were implemented in full compliance with the law and
in a transparent manner.

The transfer of the bank’s sound part took place on the basis of a provisional
valuation, as stipulated by law.

To ensure maximum transparency, the Bank of Greece used the study that it had
commissioned to two international auditing firms: Ernst & Young and Grant Thorn-
ton, while also taking into account the findings of the diagnostic study conducted
by BlackRock.

On the basis of the provisional valuation, the funding gap (i.e. the difference be-
tween assets and liabilities) was estimated at €6.67 billion. Covering this amount
fully protects the deposits transferred to the acquiring bank; indeed, this gap is cov-
ered by the HFSF and will be eventually reduced by about €2.5 billion, i.e. by the ex-
pected proceeds from the liquidation of the bank’s unsound assets.

The sound part of ATEbank consists primarily of:
• performing loans;
• participating interests in financial institutions (excluding leasing companies);
• the securities portfolio;
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• customer deposits and liabilities to the Eurosystem.
Certain holdings of ATEbank, such as the Hellenic Sugar Industry, SEKAP Greek

Cooperative Cigarette Manufacturing Company, Dodoni S.A., etc. were designated
as non-transferred assets; these will be developed by the Greek government. Be-
sides, the government will work towards a solution for the non-performing loans
that are collateralised with farmland.

Let me point out that similar resolution measures have been envisaged in other
European countries as well (e.g. in the UK, Spain, Germany, Denmark). Further-
more, the European Commission released a couple of months ago a proposal for a
Directive in the same vein. The proposed Directive will come into force by the end
of this year and will be binding for all Member States of the European Union.

In Greece, the government (which has the legislative initiative) deemed necessary
to put a bank resolution framework in place ahead of the adoption of the Directive,
so that it can be applied to deal with problems in the domestic banking sector.

Taking note of all the above, in early May the Bank of Greece invited the four
largest Greek banks (National Bank of Greece, Alpha Bank, Eurobank and Piraeus
Bank) to consider acquiring ATEbank’s sound assets and liabilities. Meanwhile, the
Bank assigned two international investment firms to explore any interest from for-
eign investors.

No such interest was expressed from abroad. The four domestic banks requested
to examine the dossier. On 9 July two of them submitted their proposals to the HFSF
for approval. On 24 July one of them stated it was no longer interested. Piraeus Bank
submitted a binding proposal on 27 July.

The HFSF evaluated Piraeus Bank’s proposal and determined that all criteria
were met. Once the approval of the European Commission’s DG Competition was
obtained, the HFSF greenlighted Piraeus Bank to submit a binding bid to the Bank
of Greece. The price quoted in Piraeus Bank’s bid was €95 million, which would ac-
crue to the “bad bank”.

Evaluation of the bid

The evaluation of the only bid took into account the potential synergies and the
medium-term viability of the new entity.

On the basis of a study conducted on behalf of Piraeus Bank, synergies were es-
timated at €155 million after taxes for the first three years and at €155 million for
each subsequent year.
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This means that, since there are considerable synergies for Piraeus Bank, the
Greek government, i.e. its main shareholder, will be able to recover the funds it has
injected through the HFSF much sooner.

I would like to address certain comments that have been made on the trans-
parency of the procedure followed. By definition, the transfer of an ailing bank
should take place in confidentiality conditions, in order to avoid panic among de-
positors which would have negative repercussions on the economy and society as a
whole. It was precisely this panic that we sought to avert by an early implementation
of resolution measures. Besides, the law is perfectly clear on that matter and estab-
lishes the secrecy of the procedure, providing for high financial penalties in case of
non-compliance.

To summarise:

First, ATEbank was not viable based on a number of supervisory and business
criteria. This is corroborated by its poor track record.

Second, we strictly complied with the applicable legislation.
Third, closing ATEbank would add thousands to the number of jobless, further

raising the rate of unemployment. Over €20 billion would be needed for the com-
pensation of depositors and the return of Eurosystem financing. Systemic stability,
which we have so far succeeded in safeguarding, would be shaken.

Fourth, the option that was preferred was the best, for depositors, for the bank’s
staff, for the Greek government due to the resulting synergies, for the stability and
soundness of the banking system.

Therefore, we had no other choice than this option, which is the least costly for
taxpayers. It is the only truly viable solution. Moreover, it contributes to the re-
structuring and strengthening of the country’s banking system, which is currently
under way.

Thank you for your attention.
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2 Statement of Governor George Provopoulos regarding TT
Hellenic Postbank during a meeting of the Hellenic Parliament’s
Standing Committee on Economic Affairs discussing
the Bank of Greece’s Monetary Policy Interim Report 2013

16 January 2014

I will describe the Bank of Greece’s supervisory actions on the issue of TT Hel-
lenic Postbank, starting from 2006, when TT Hellenic Postbank was licensed as a
credit institution, in view of its listing on the Athens Exchange. The license was
granted on the basis of a specific business plan, according to which the bank would
engage in retail banking operations only. The BoG specified that, if TT Hellenic
Postbank intended to expand its operations beyond retail credit, it would be re-
quired to notify the Bank of Greece in advance, enabling it to assess the need for any
additional special terms.

Given that TT Hellenic Postbank operated as a public agency until 2006 and its
sole banking products were deposit accounts and low-risk mortgage loans to civil
servants, its Internal Audit System was not adapted to deal with more specialised
activities of wholesale or corporate banking. In 2006, the BoG conducted two on-
site inspections, which identified shortcomings in TT Hellenic Postbank’s IT sys-
tems and corporate governance. As a result, the BoG raised the bank’s minimum
capital adequacy ratio to 10%, compared with the standard 8% ratio applicable to
all other banks.

In 2007 and 2008 new on-site inspections were carried out.
When I assumed my duties as Governor of the Bank of Greece in 2008, we re-

quired the Postbank to assign a higher risk weight to its placements in complex in-
vestment products (which it had effected in the meantime). We also required the
bank to increase its capital.

By early 2009, we found out that TT Hellenic Postbank had engaged in corpo-
rate financing without prior notification of the BoG on such change in its business
plan. In April 2009 (by our letter 868/13.4.2009), we prohibited TT Hellenic Post-
bank from extending any further corporate credit until it put appropriate IT and
risk management systems in place. In July 2009, TT Hellenic Postbank informed
the BoG of the corrective measures it would take and of its intention to expand into
corporate banking. In October 2009 (letter 5200/21.10.2009), we indicated that the
planned expansion would be conditional on an on-site inspection by the BoG to as-
certain the effectiveness of the corrective measures. The subsequent inspection iden-
tified deficiencies and shortcomings.
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In 2010, as a follow-up to the inspection, a restriction was imposed (letter
5107/14.4.2010) on the bank’s lending policy, whereby business loans could only be
extended to corporations with a high credit rating or as part of syndicated loans.

In 2011, BlackRock Solutions conducted a diagnostic exercise, which assessed banks’
lending practices and loan portfolio quality and estimated expected credit losses.

The exercise showed that the Credit Loss Projection (CLP) on TT Hellenic Post-
bank’s total loan portfolio was 7%. At first glance, this figure may appear low. How-
ever, it can be explained by the fact that, first, TT Hellenic Postbank had a sizeable
portfolio of mortgage loans to civil servants, which were recovered by regular de-
ductions from the borrowers’ monthly salaries and, second, a large number of loans
carried a guarantee of the Greek State. Regarding the corporate loan portfolio, how-
ever, the Credit Loss Projection (CLP) was estimated at 33.2%. This figure was con-
sidered particularly elevated, not only because it was much higher than the
corresponding percentage for core (i.e. systemic) banks, but also because it had in-
creased to such a level in a short time, as it reflected loans that TT Hellenic Postbank
had started to grant only in late 2008 and which had not matured. Indeed, BlackRock
confirmed the findings of the on-site inspections conducted by the BoG, by char-
acterising TT Hellenic Postbank’s corporate lending policy as “aggressive”. It is clear
that credit losses on corporate loans would have grown further, had the BoG not
imposed the abovementioned restrictions.

In late 2012 the BoG conducted another inspection, as a result of which questions
arose concerning certain loans. As we ought to, we advised the Anti-Money Laun-
dering Authority on the matter.

The AML Authority, based on our report, but possibly also on information col-
lected in the context of its own independent investigation, forwarded its findings to
the Public Prosecutor of the Athens Court of First Instance. We know the develop-
ments that followed.

Therefore, the BoG did what it had to do. Having placed TT Hellenic Postbank
under close monitoring, it notified the competent authorities as soon as it detected
unusual movements and made all its findings available to them. The evaluation of
these findings is now up to the judicial authorities.

Let me take this opportunity to counter an assertion that is, or rather was, often
made, i.e. that TT Hellenic Postbank was an exemplary bank and only started to
face problems following the PSI. This assertion is refuted by the facts.

TT Hellenic Postbank had not shown any notable profits before the PSI either.
For instance, in its five years of operation as a bank between 2006 and 2010, its profits
were marginally positive and its return on equity (ROE) was lower than one half of
the average for the sector. It is worth noting that this occurred in a period when the
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Greek State had made significant capital injections to TT Hellenic Postbank. This
was actually the only reason why TT Hellenic Postbank showed a high capital ade-
quacy ratio before the PSI, i.e. the support it received from the Greek State.

Given the low return on its loan portfolio and the continuously rising operating
expenses, it was highly unlikely that its future profits could more than offset its op-
erating expenses and losses on its loan and investment portfolios.

Let me also recall TT Hellenic Postbank’s investments in complex derivatives.
As a result of these exposures, TT Hellenic Postbank incurred substantial losses in
the 2007-2008 period, rendering necessary a capital injection from the Greek State
in 2009.

In light of all this, I imagine that there will be no questions as to why TT Hellenic
Postbank was considered non-viable. Indeed, it was considered non-viable in the
long term, in the sense that it could not continue to operate on a stand-alone basis
and repay any state support it received within a reasonable stretch of time.

What I have summarily described shows that the BoG kept TT Hellenic Postbank
under continuous and close monitoring and exhausted all the possibilities available
under the institutional framework, in order to “push” this credit institution towards
a positive direction.

The BoG cooperated with the judicial authorities and assisted their work in every
way, as it had done in several similar cases in the past. Of course, the BoG cannot
and should not substitute for judicial authorities, which will shed full light on the
case and assess any remaining questions.

At this point, I should also clarify that the internationally applied regulatory re-
quirements and standards for lending are not designed to ensure that banks assume
zero risk when granting loans, given that the provision of credit inherently entails
risk. Rather, they are aimed at ensuring that banks hold adequate funds and estab-
lish provisions to cover the risks they assume.

In any event, the BoG is not involved in banks’ lending decisions as an informal
pre-approving authority, as some seem to believe. The approval process is the ex-
clusive responsibility of each bank’s internal services and competent loan approval
committees. Our job is to find out, through sample ex post checks, whether banks
comply with the regulatory framework – which is essentially European!

* * *
In closing, I would like to point out that individual cases of bank loans, which

have been brought before the courts, must not be used as an excuse for generalisa-
tions, which give the false impression of an unsound banking system. Such gener-
alisations are not only unfounded, but also ―and most importantly― dangerous.
This is so because they undermine depositor confidence and cancel the potential
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for financing the real economy. Particularly today when, due to the current eco-
nomic circumstances, loan restructurings are on the daily agenda, the eventuality
that a climate of fear might prevail among bank officials would have extremely detri-
mental effects. The truth is that the high NPL ratio is essentially the result of the
deep recession, which caused a contraction of 25% in GDP and a soaring of the un-
employment rate to unprecedented levels. Still, in this particularly adverse envi-
ronment, the progress made so far with the banking system’s recovery, restructuring
and recapitalisation has been remarkable. And this is recognised internationally. It
would be a crime to undermine financial stability with unfounded generalisations
inspired by sensationalism.
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George Provopoulos, Governor of the BoG, and Jean-Claude Trichet, President of the ECB,
during the visit of Prime Minister Costas Caramanlis and Foreign Minister

Dora Bakoyannis at the ECB, Frankfurt, 17 October 2008
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The Governor submits the Monetary Policy Interim Report to Dimitris Sioufas,
Speaker of the Hellenic Parliament, Athens, 8 October 2008

Prime Minister Costas Caramanlis and Economy and Finance Minister George Alogoskoufis
at the Bank of Greece, Athens, 22 September 2008
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The Governor visits Prime Minister Costas Caramanlis at the Maximos Mansion,
Athens, 2 December 2008

During a London School of Economics conference at the Bank of Greece,
with Lucas Papademos, Vice-President of the ECB, and Ewald Nowotny,

Governor of the National Bank of Austria, Athens, 27 May 2009
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The Governor with Antonis Samaras, Chairman of the New Democracy party
and –later on– Prime Minister, at the BoG, 21 December 2009

At the Annual Shareholders’ Meeting of the Bank of Greece, with George Papakonstantinou,
Finance Minister, and Filippos Sachinidis, Deputy Finance Minister,

Athens, 27 April 2010
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The Governor at the Maximos Mansion with Prime Minister George Papandreou,
Athens, 30 March 2010

The Governor with Louka Katseli, Minister of Economy, Competitiveness and Shipping,
Athens, 19 February 2010
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Olli Rehn, European Commissioner for Economic and Monetary Affairs and the Euro,
visits the BoG, Athens, 9 December 2010

The Governor at the Maximos Mansion with Prime Minister Lucas Papademos,
Athens, 2 December 2011
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The Governor at the Maximos Mansion with Deputy Premier and Finance Minister
Evangelos Venizelos, Athens, 27 January 2012

The Governor submits the Monetary Policy Interim Report to Vangelis Meimarakis,
Speaker of the Hellenic Parliament, Athens, 17 December 2013
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Michel Barnier, European Commissioner for Internal Market and Services,
visits the BoG, Athens, 28 November 2013

At the ECOFIN meeting with Vitor Constâncio, Vice-President of the ECB,
and Yannis Stournaras, Minister of Finance, Vilnius – Lithuania, 13 September 2013
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