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The Bank of Greece submits the present
Interim Report on Monetary Policy to the
Greek Parliament and the Cabinet in accor-
dance with its Statute.

This Report is published at a time of serious
deterioration in the global economic environ-
ment. The adverse effects of this downturn,
which have impacted nearly all the economies,
manifest themselves through turmoil and
extremely acute tensions in the financial mar-
kets, a slowdown in economic growth (with
stagnation or even recession in some countries)
and an upsurge in inflation, mainly due to high
oil and food prices.

In Greece, the most visible effect is the rise of
inflation to its highest level since 1998. This
further erodes the Greek economy’s interna-
tional competitiveness, with negative implica-
tions for the outlook of output and employ-
ment, and hits the economically weaker seg-
ments of the population harder. Moreover,
GDP growth this year is slowing, nonetheless
remaining above the euro area and EU aver-
ages, while the current account deficit has
widened further from its already very high level
of 2007, owing, among other factors, to the rise
of oil prices in the world market.

In spite of the acute tensions in the world’s
financial markets, the indirect effects of which
are also being felt in our country, the Greek
credit system remains fundamentally sound,
safe and stable, as more than 90% of loans are
financed through customer deposits, the expo-
sure to toxic financial products is limited and
the banks’ capital base is strong. There have,
of course, been some negative effects on prof-
itability (after a strong rise in 2007, however),
capital adequacy ratios and the cost of capital,
as well as a marginal increase in the credit risk
associated with bank loans to households. The
Bank of Greece, as the supervisory authority,
remains vigilant and is monitoring develop-
ments closely, in order to safeguard the sta-
bility of the banking system and protect depos-
itors and others customers. Against this back-
drop, the Bank of Greece has asked banks to

take the necessary measures and adopt the
appropriate policies to safeguard stability.

In this difficult global economic conjuncture,
the Greek economy’s macroeconomic imbal-
ances and structural weaknesses become all the
more apparent, as the combination of factors
that had supported rapid and uninterrupted
growth over the past thirteen years is gradually
losing strength. Among the factors that had
underpinned the robust growth of demand
were: the improved macroeconomic environ-
ment ensuing from Greece’s EMU entry, the
drop in interest rates, the deregulation of the
credit system and the substantial inflows from
the EU Structural Funds.

It is therefore of the utmost urgency to deci-
sively address the macroeconomic imbalances
and the structural weaknesses of the Greek
economy in order to set in motion a long-term
and more export-oriented growth dynamic that
will primarily rely on strengthening the pro-
ductive base through investment and structural
reforms. Securing macroeconomic stability will
require fiscal consolidation and the elimination
of conditions of imperfect competition in
major markets, so that the pricing policies of
businesses and wage increases are compatible
with price stability. This new growth dynamic
will also require other bold structural reforms
(apart from the ones related to competition),
notably in public administration, fiscal man-
agement and the broader public sector, as well
as in the systems of education and training, so
as to ensure the more efficient utilisation of
available national resources and of inflows
from the EU Structural Funds, to encourage
high-quality and high-yield investment, to raise
productivity and increase the employment rate.
The necessary interventions must be carried
out in a coordinated manner and according to
a clearly defined timetable. This would support
an export-oriented economy and raise the
potential growth rate on a sustainable basis.

Structural reforms are all the more necessary
at the present stage also as a means of shield-
ing the Greek economy against the interna-

To the Greek Parliament and
the Cabinet 
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tional economic downturn. In order to with-
stand the effects of exogenous and, to some
extent, transitory shocks, policy makers and the
social partners should ensure that the negative
impact of domestic macroeconomic imbalances
and structural weaknesses on the medium-term
prospects of output, employment and income
are contained. Otherwise, the negative impact
will be even more pronounced and persistent
and its burden will be largely borne by the
more vulnerable social groups.

The assessment of the current course and the
outlook for the Greek economy, as well as sug-
gestions on the appropriate orientation of eco-
nomic policy, are outlined in Chapter I. Chap-
ter II examines the external economic envi-
ronment, focusing in particular on the finan-
cial turmoil and its impact on the global bank-
ing system. Chapter III analyses why the single
monetary policy of the European Central Bank
(ECB) contributes effectively to economic
growth in the euro area through the ECB’s
commitment to the objective of price stability
over the medium term. More specifically, mon-
etary policy must above all ensure that any
temporary external inflationary pressures are
not incorporated in medium- and long-term
inflation expectations and do not trigger sec-
ond-round effects. Meanwhile, the Eurosystem
has been intervening to normalise conditions
in the euro area interbank market. Chapters
IV, V and VI examine the developments and

prospects in Greece in terms of economic
activity, employment, main fiscal aggregates,
inflation and the balance of payments. Accord-
ing to projections for 2008 as a whole, GDP
growth will slow to approximately 3.3%, with
average annual inflation picking up to 4.6%
and the current account deficit widening fur-
ther to 14.7% of GDP. These chapters include
special presentations concerning economic
regulation and competition conditions in the
Greek market, the energy and oil intensity and
dependence of the Greek economy, as well as
Greece’s trade with the other Balkan countries.
Chapter VII of the Report examines the devel-
opments in Greece’s money, credit and capital
markets and the stability of the Greek banking
system.

The main conclusion of the Report is that the
Greek economy is now at a crucial juncture
and that high growth rates together with low
inflation can be more readily and sustainably
achieved only if the required bold structural
changes are decisively promoted and com-
pleted. These priorities become all the more
urgent in the light of the impact of the con-
tinuing turmoil in the global financial markets.

Athens, October 2008

George Provopoulos
Governor
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The international economic environment has
seriously deteriorated due to the financial turmoil
and the strong rise in oil and food prices

Since mid-2007, the global economy has entered
a particularly difficult phase. Economic growth
rates have been slowing, inflation is peaking and
exceptionally strong tensions have broken out
in the financial markets. In the course of the
current year, international organisations have
repeatedly adjusted their forecasts downwards,
both with regard to the outlook for economic
activity (especially in advanced economies) and
for inflation (especially in emerging economies).
The deterioration in macroeconomic perform-
ance and outlook worldwide was caused by the
combined effect of two key determinants – the
financial turmoil and the sharp rise in the prices
of oil, food and other commodities.

The global financial turmoil is continuing for
the second year running. Its depth, possible
duration, sporadic peaks and adverse macro-
economic impact have already exceeded initial
estimates, while it is still impossible today to
predict the final outcome and overall impact
with any accuracy or certainty. What is certain,
however, is that the global financial system
remains vulnerable. The losses recorded by
several global financial institutions continue to
mount, the mood on the financial markets is
becoming more sombre, while the risk of a
rekindling of the adverse interaction between
financial and macroeconomic developments is
visible. More specifically, the slowdown in eco-
nomic growth (and ―in certain countries―
stagnation or even recession), after having
been triggered in part by the financial turmoil,
may now even intensify it, if the reduced abil-
ity of businesses and households to service
their loans inflates bank losses. In such an
event, initially banks and, at a later stage, non-
financial institutions will have more difficulty
accessing capital, thus causing a stronger slow-
down in activity. In the euro area, the situation,
in terms of financial stability, is less of a con-
cern than in the US, although the risk of a
deterioration is real. Governments, central
banks, as well as other supervisory authorities

of the financial sector around the world are
coordinating their actions to avert any further
deterioration and to gradually normalise the
situation. Moreover, the outlook for financial
stability, both at euro area and global levels,
will also depend on how banks face up to the
massive challenges posed by the environment
in which they operate.

The sharp rise in the prices of oil, food and
other commodities has adversely impacted
both inflation and economic activity world-
wide. Oil prices in the world market, after a
period of very strong increase, dropped sig-
nificantly in the past few months, and the slow-
down in demand growth may cause them to
drop further. Nonetheless, oil prices are still
high and likely to remain very volatile, while
the uncertainty about their future course has
increased. The rise in food prices has primarily
hurt the financially weaker segments of the
population (within a given country) and the
emerging economies (at a global level).

This exceptionally adverse international envi-
ronment has negative implications for almost all
economies, but to a varying extent depending on
the initial conditions in each of the respective
economies as regards their adjustability and
resilience to exogenous shocks, i.e. their ability to
absorb these shocks without facing major prob-
lems concerning domestic production, employ-
ment, fiscal management and the balance of pay-
ments. Resilience to all types of shocks depends
on the structural features of a given economy.

When formulating and implementing eco-
nomic policy, greater emphasis and a higher
priority must therefore be given to more per-
manent factors and to the long-term, rather
than the short-term, outlook.

After thirteen years of strong uninterrupted
growth, Greece’s economy is now at a crucial
juncture

Over the past thirteen years (1996-2008),
Greece’s economic growth rates have been
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relatively high (at an annual average of 3.9%),
driven mainly by the robust increase of
domestic demand. During the larger part of
this period, GDP growth rates were above
potential (on average at 3.5% per annum over
1996-2008). At first, the rise in domestic
demand reflected the outcome of Greece’s
effort to join the euro area, in terms of sta-
bilisation of the economy and the overall
improvement of the macroeconomic envi-
ronment, as well as the formation of positive
expectations on behalf of households and
businesses. Later on, joining EMU in itself
exerted a strong favourable impact, mainly on
account of the stable context it provided for
the conduct of economic policy, the fall in
interest rates and the significant rise in pri-
vate sector borrowing (at rates many times the
growth rates of nominal GDP). At the same
time, the international conjuncture was gen-
erally favourable, while, throughout the
period, there was a positive impact from
structural reforms, such as the deregulation of
the credit system and the telecommunications
sector, as well as from the inflow of resources
from the EU Structural Funds.

However, given the robustness of domestic
demand, the particularly rapid increase not
only in business investment (at a average
annual rate of 11%) but also in the economi-
cally active population during the twelve years
from 1996 to 2007 did not contribute to a cor-
responding and sufficient strengthening of the
production base and potential output, as well
as of the Greek economy’s international com-
petitiveness. The reason why supply-side fac-
tors did not have their full potential impact on
the production capacity of the economy is that
the structural reforms carried out at the time
did not reach the level needed to achieve the
maximum possible effect on “total factor pro-
ductivity”. The decrease in “total factor pro-
ductivity” growth observed in the recent
period explains why domestic supply has
failed, in terms of both quantity and quality,
to meet the robust growth of domestic (con-
sumer and investment) demand and to cope
with intensifying global competition. This

shortcoming is evidenced by the alarming
widening of the balance of payments deficit
and the accumulation of a sizeable external
debt, developments which, if not reversed, will
have an adverse effect on growth prospects
and the standard of living. Moreover, the
shortfall of domestic supply relative to domes-
tic demand and the conditions of imperfect
competition prevailing in major domestic mar-
kets have contributed to inflation persisting at
levels above the euro area average and thus to
the continuous deterioration of the Greek
economy’s international competitiveness. In
addition, in spite of the improved fiscal aggre-
gates, the fiscal deficit has not been eliminated
(the target set in the Updated Stability and
Growth Programme of December 2007 is for
it to be eliminated by 2010), while the general
government debt ratio is the second highest in
the EU.

In the difficult current international conjunc-
ture, these macroeconomic imbalances become
all the more apparent, as the previously strong
favourable impact of factors such as the fall in
interest rates, the deregulation of the credit
system and the inflow of resources from the
EU Structural Funds gradually wears off.

The continuing turmoil in the international
financial markets, high oil and food prices in
the world market, as well as the slowdown in
global economic growth and signs of recession
in certain major economies have also had their
impact in Greece.

The impact in the world market most directly
and widely felt is, of course, the rise of infla-
tion to its highest level since 1998, a develop-
ment that further erodes the international
competitiveness of the Greek economy (given
the persisting differential with average euro
area inflation), with adverse consequences for
output and employment prospects, and takes
a heavier toll on the economically weaker
social groups.

Also, GDP growth is slowing down in 2008, but
nonetheless remains significantly above the
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euro area and EU averages, while the current
account deficit has widened further, from its
already very high level of 2007, mainly on
account of the rise in oil prices in the world
market.

However, the Greek credit system remains fun-
damentally sound, safe and stable, and the
impact of the international turmoil has been
limited, compared with other European coun-
tries. Negative effects have, of course, been
recorded in bank profitability (after an impor-
tant rise in 2007), capital adequacy ratios and
funding costs, along with a marginal increase
in the credit risk associated with bank loans to
households. The Bank of Greece is monitoring
the developments very closely in order to pro-
tect the interests of all bank customers and has
also asked banks to take all the necessary
measures and to adopt the appropriate policies
to safeguard financial stability.

As the entire range of consequences from the
serious deterioration in the international envi-
ronment unfolds, the combination of deter-
minants that have driven growth since 1996 will
start to lose its effectiveness. Therefore, in
order to set a new growth momentum in
motion, the primary objective should be to
eliminate macroeconomic imbalances, support
supply and upgrade the domestic production
potential. This would strengthen the export
orientation of the economy and increase the
potential growth rate on a sustainable basis. In
other words, interventions aimed at a more
effective functioning of markets and at
stronger competitive conditions must be car-
ried out ―in a coordinated manner and based
on a clear time schedule― together with other
structural reforms, especially in public admin-
istration, fiscal management and the broader
public sector, as well as in the systems of edu-
cation and training, in order to better utilise
the national resources available and the future
inflow of resources from the EU Structural
Funds, encourage high-quality and profitable
investment and create the preconditions for
sustainable strong economic growth in the long
term.

The external environment is worsening

The global economy, as mentioned above, was
adversely affected by two developments in 2008:
the sharp rise in the prices of crude oil, basic
food and other commodities, and the ongoing
turmoil in the financial markets of the advanced
economies that broke out in August 2007.

• In the advanced economies, the rise in oil
and other commodity prices has caused infla-
tion to rise considerably and has negatively
affected both total demand (by eroding income
purchasing power) and total supply (through
the increase in the prices of raw materials).
Moreover, it is well known that the financial
turmoil, which began in mid-2007 with the
increase in non-performing loans in the US
sub-prime mortgage market, is associated,
inter alia, with the high level of liquidity in
recent years, the search for yield on the part of
investors and their increased appetite for risk,
as well as with the development of structured
―and largely non-transparent― financial
products. The financial turmoil has led to the
adoption of stricter lending criteria, to an
increase in funding costs and to a slowdown in
credit expansion, in spite of the significant dif-
ferences in impact across economies. Fur-
thermore, it has adversely affected the prof-
itability, capital position and liquidity of sev-
eral credit institutions, while also causing cer-
tain major international financial corporations
to collapse. The macroeconomic outlook for
the advanced economies is characterised by
exceptional uncertainty, and the risks of a fur-
ther deterioration in terms of both economic
activity and inflation are significant.

• In the developing and emerging economies,
developments have been somewhat different.
Growth rates in these countries have been slow-
ing, but in most cases remain rather high, sup-
ported by domestic demand and ―in the case
of commodity-exporting countries― rising
export receipts. With regard to inflation, how-
ever, the developments in the emerging and
developing economies are definitely more
adverse than in the advanced ones. The social
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and economic implications of higher inflation
in countries where the expenditure for food
accounts for a large share of the household
budget are particularly negative. The emerging
economies of South-eastern Europe are also
characterised by high rates of growth and infla-
tion, but ―in contrast with the emerging
economies of other geographical regions― run
up very large current account deficits. For some
countries, these deficits are a source of concern
with regard to their sustainability, especially if
the global environment worsens further.

• In the euro area, GDP declined slightly in the
second quarter of the year (over the previous
quarter). In 2008 as a whole, annual GDP
growth will slow down significantly to 1.1-1.7%
(from 2.6% in 2007) and is projected to remain
low in 2009 (0.6-1.8%), according to the latest
forecasts by ECB experts released in early Sep-
tember. Similar was the interim forecast, also
released in September, of the European Com-
mission, according to which euro area GDP in
2008 will increase by 1.3%. In the medium
term, economic growth in the euro area is pro-
jected to benefit from the fact that the economy
is not characterised by significant imbalances
(in contrast, for instance, with the US).
Although economic activity has slowed down
considerably, euro area inflation remains per-
sistently high and is in fact higher than the level
compatible with price stability as defined by the
ECB (below, but close to, 2% year-on-year).
From 2.1% in September 2007, the annual rate
of inflation in the euro area climbed to 4.0% in
June-July 2008, mainly because of the strong
increase in the world prices of oil and food
commodities, before falling to 3.8% in August
and 3.6% in September according to flash esti-
mates. After taking into account the current
forecasts of market participants regarding the
future prices of oil and other commodities,
euro area inflation is expected to remain sig-
nificantly above the level compatible with price
stability for several months, though continuing
to gradually decline. According to the projec-
tions of ECB experts, average annual inflation
will come to 3.4-3.6% in 2008 and to 2.3-2.9%
in 2009.

The single monetary policy contributes to
economic growth by safeguarding price stability
in the medium term

The single monetary policy contributes effec-
tively to economic growth in the euro area by
remaining firmly focused on the objective of
price stability in the medium term. Monetary
policy cannot prevent or offset the short-term
fluctuations of inflation around its medium-
term trend which are due to external factors
such as the international prices of oil and com-
modities. What it is in a position to do and
must therefore accomplish is to ensure that
the medium-term movements of inflation are
compatible with price stability, as a prerequi-
site for fostering economic growth and creat-
ing jobs in sufficient number. To be able to
reach this medium-term objective, monetary
policy must first of all ensure that the exter-
nal inflationary pressures that break out from
time to time do not feed through into medium-
and long-term inflation expectations and do
not trigger second-round effects. The latter
manifest themselves when economic agents, in
the process of setting prices (enterprises) and
agreeing to wage increases and other remu-
nerations, take it for granted that the tempo-
rary increase in inflation will persist in the
medium term. Such behaviour transforms a
short-term problem into a more permanent
one, by prolonging the temporary peaking of
inflation and feeding into its medium-term
trend.

In order to avert the occurrence of a wide
range of second-round inflationary effects and
to offset the increasing risk of inflation accel-
erating in the medium term, the Governing
Council of the ECB decided to increase the
ECB key interest rates by 25 basis points in
July 2008. Since then, the minimum main refi-
nancing rate has remained at 4.25%. This deci-
sion of the Governing Council is regarded as
one of the factors (apart from the fall in oil
prices) why euro area inflation expectations
were contained in July and receded in August.
Similar was the course of long-term govern-
ment bond yields.
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The Eurosystem intervenes in order to normalise
conditions in the euro area interbank market

At the same time, the Eurosystem has been fol-
lowing a policy of interventions aimed at nor-
malising conditions in the euro area interbank
market. More specifically, the Eurosystem
strives to reduce the fluctuations of very short-
term interest rates around the minimum bid
rate for main refinancing operations so as to
keep these rates at a level consistent with the
stance of monetary policy set by the Govern-
ing Council of the ECB and to facilitate mon-
etary policy transmission. Through these inter-
ventions, in the form of open market opera-
tions, the aim of the Eurosystem is, inter alia,
to supply liquidity to those credit institutions
which, without facing solvency problems, have
difficulty in raising funds from the interbank
market. This helps to reduce the difficulties in
question and the associated risks to financial
stability.

The ECB has stressed that it will continue to
fulfil in a timely manner the primary objective
and the institutional mission it was entrusted
with by Europe’s 320 million citizens. Indeed,
as shown by recent opinion polls conducted
both in Greece and elsewhere in the euro area,
respondents declared inflation to be their first
concern. In any event, the ECB will always do
what is necessary to ensure that inflationary
pressures are and remain consistent with the
maintenance of price stability in the medium
term.

Greece’s GDP growth is slowing, but nonetheless
remains relatively high

GDP growth rate in Greece (at constant
prices) is projected to slow to around 3.3% in
2008, from 3.5% in the first half of 2008 and
4.0% in 2007, but will nonetheless remain well
above the euro area and EU averages.

Growth in 2008 is expected to continue to be
mainly driven by domestic demand. However,
the growth rate of private consumption has

slowed down substantially, reflecting the lower
rate of increase in households’ real income as
a result of the rise in oil and food prices. Con-
sumer credit growth slowed slightly in the first
eight months of the year, but still remained
high. The annual rate of change in investment
was negative in the first half of the year owing
to the decrease in residential investment, while
the rate of increase in housing credit slowed
considerably. Business investment growth is
expected to remain rather high, while credit
expansion to enterprises has accelerated over
the first eight months of 2008. However, the
outlook for business investment is charac-
terised by uncertainty, related to the magni-
tude of the financial turmoil’s impact on
domestic and foreign demand, the strong infla-
tionary pressures, the appreciation of the euro
(on average during 2008), the recent increase
in interest rates and the high prices of oil and
raw materials.

The contribution of the change in the real
external balance (i.e. the difference between
exports and imports of goods and services at
constant prices) to GDP growth is expected to
be slightly positive in 2008 (whereas it was neg-
ative in 2007), reflecting the considerable
acceleration in export growth and, more
importantly, the strong slowdown in import
growth.

The increase in employment and the decrease in
unemployment continue

The main aggregates of the labour market in
Greece over the past few years have been con-
verging towards those of the other euro area
countries, as evidenced by the increase in the
rate of employment and the decrease in the
rate of unemployment. In the first half of 2008,
the growth of economic activity was accompa-
nied by an increase in employment at an
annual rate of 1.3%, while the unemployment
rate fell further to 7.7% of the labour force (i.e.
by roughly 1 percentage point compared with
the first half of 2007), but remains relatively
high. Another encouraging development is that
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the long-term unemployed as a percentage of
total unemployment have decreased, as has
youth unemployment. However, the fact that
the youth unemployment rate remains high,
combined with the fact that a large percentage
of first-time job finders in the non-agricultural
private sector only have fixed-term contracts,
could imply that the economic slowdown, if it
were to continue, could take a more direct toll
on youth employment. In addition, even
though the increase in the total employment
rate mainly reflects an increase in the female
employment rate, the latter is still low.

The current account deficit is widening further

Based on the developments from January
through July 2008, the current account deficit
is projected to widen further to about 14.7% of
GDP in 2008, from the already very high level
of 2007 (€32.4 billion or 14.1% of GDP),
mainly on account of the impact of oil price
increases on the fuel balance. In greater detail,
the widening of the current account deficit
reflects two negative factors:

• The increase by 0.9% of GDP in the trade
deficit (with a deterioration in the balances for
fuels, ships and other goods by 0.5%, 0.1% and
0.3% of GDP respectively).

• The widening of the income balance by 0.2%
of GDP, owing to increased net interest, divi-
dend and profit payments. The increase in
these payments is attributable both to Greece’s
worsening net international investment position
(i.e. the increasing net financial liabilities of
the public and the private sector vis-à-vis non-
residents, which reached 93.6% of GDP at
end-2007, from 46.5% of GDP at-end 2001)
and to the higher interest rates in the interna-
tional markets.

These developments are expected to be partly
offset by the improvement in the services bal-
ance (by 0.2% of GDP), as a result of the
increase in net shipping receipts, and by the
recovery of the current transfers surplus by

0.3% of GDP (the rather low surplus of 2007
was mainly due to the extraordinary contribu-
tion to the Community Budget, following the
upward revision of Greece’s GDP).

The total deficit in the current account and
capital transfers balances ―which corresponds
to the economy’s funding requirements from
abroad (i.e. net inflows from borrowing, port-
folio investment and direct investment)― is
expected to come to around 12.9% of GDP in
2008, compared with 12.2% in 2007.

Inflation is at its highest level since 1998, while
second-round effects from the rise in fuel prices
have already been recorded

Average annual HICP inflation in 2008 is
expected to come to 4.6%, the highest level in
the past ten years, from 3.0% in 2007 and 3.3%
on average during the period 2001-2007,
mainly reflecting exogenous factors, i.e. the
strong increase in oil and food prices world-
wide, but also the effects of domestic produc-
tion costs, i.e. the acceleration in the growth
rate of unit labour costs. The appreciation of
the euro against other major currencies and
the slowdown in domestic demand growth have
somewhat moderated inflationary pressures.

The inflationary impact of the external shocks
on supply is intensified as a result of the con-
ditions of imperfect competition in major
domestic markets. Furthermore, as the oil
intensity and the oil dependence of the domes-
tic production of goods and services are rather
high (see Appendix 2 to Chapter V), the infla-
tionary impact from the rise in oil prices is
greater in Greece than on average in the euro
area. Of course, it can be reasonably expected
that the counter-inflationary effect of a
decrease in oil prices will be similarly greater.

The faster growth of unit labour costs in 2008
was due to conjunctural reasons, i.e. (i) to the
impact that the peaking of inflation has had,
since end-2007, on the inflation expectations of
wage earners and on the outcome of collective
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wage bargaining in 2008 and (ii) to certain spe-
cial salary adjustments in central government.
However, the rather high growth rates of unit
labour costs over the past eight years (much
higher than in the euro area as a whole) are
due to more permanent factors. First, the
Greek economy has for the past few years been
characterised by conditions of excess demand,
which weakened in 2008 and may be totally
eliminated in 2009. Second, the conditions of
imperfect competition in major markets, both
for goods and services (see Appendix 1 of
Chapter V for specific examples), enable busi-
nesses operating in such an environment to
grant rather high wage increases and to pass
the entire increase in their production costs
onto prices (and, generally speaking, to
increase their prices more than needed to
cover the increase in cost components and
achieve reasonable profits). Third, the labour
market is characterised by rigidities due to
arrangements that continue to be part of the
institutional framework. Fourth, the social
partners have not fully adjusted their behav-
iour to the fact that, owing to the conditions
under which the economic and monetary union
operates, their contribution to safeguarding
and improving competitiveness, and hence
employment, is of crucial importance.

As illustrated by developments, the rise in oil
prices since the last months of 2007 has already
had strong second-round effects on inflation in
2008, as it influenced the inflation expectations
both of wage earners and of enterprises and
―consequently― pricing and incomes policies.
In contrast, these effects were limited in the
other euro area countries.

Only with the passage of time and with an
increase in productivity will it be possible to make
up effectively for the loss in the purchasing power
of incomes due to the rise in oil prices

It is obvious that, so long as the above-men-
tioned structural factors remain strong, the
medium-term outlook for inflation ―and thus
for competitiveness and employment― will be

adversely affected. Of course, of these factors,
the domestic ones may be reduced or even
eliminated with the implementation of appro-
priate national economic policy measures. As
for the external inflationary factors, the
increase in the prices of oil and other com-
modities (especially food) in the world market
is, for Greece and the other countries that
import these items, a sort of compulsory con-
tribution or tax in favour of the countries that
export them. In other words, this entails an
inevitable transfer of income from the house-
holds and the businesses of the countries that
import commodities towards the countries that
export them. This transfer of income reflects
a shift in relative prices at a global level. Nei-
ther households nor businesses can recover this
lost income in the short term. Of course, as a
first priority, targeted interventions that do not
throw fiscal prospects off-track must be
devised to relieve the weaker social groups
from the repercussions of this phenomenon. In
the longer term, these non-directly recoverable
losses in purchasing power can be compensated
for by policy interventions that strengthen com-
petition, but also with productivity-boosting ini-
tiatives by businesses themselves.

The state budget deficit widened during the first
seven months of 2008, but budget deviations are
expected to be contained in the last months of
the year

The deficit of the State Budget (SB) widened
significantly from January through July 2008 (to
4.3% of GDP), compared with the respective
seven-month period of 2007 (3.5% of GDP)
and a target of 3.4% of GDP set for 2008 as a
whole. This development was due to a slow-
down in economic growth, to pressures to
exceed the budgeted primary expenditure, but
also to temporary factors, the impact of which
is expected to be reversed in the remainder of
2008, while there also indications that tax eva-
sion has increased further. More specifically,
during the period from January to July 2008, SB
revenue fell considerably short of the budgeted
amount (increasing by only 6.7%, compared
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with a budgeted 13.1% for 2008 as a whole).
This is partly attributable to the more adverse
domestic economic conjuncture, to the fact that
legislated measures (for instance regarding the
fuel tax and the single real estate tax) will start
to yield revenue towards the end of the year,
but also to a rise in tax evasion. In addition, the
growth rate of SB primary expenditure in the
first seven months of the year was rather high
(13.8% against a targeted increase of 5.2%
throughout 2008), but is expected to decelerate
in the remainder of the year as a result of sub-
stantial one-off expenditure in the last five
months of 2007 (resulting in a favourable base
effect).

It is expected that the reversal of trends in SB
revenue and primary expenditure in the final
months of the year will considerably reduce the
deviations from the budget noted in the period
from January through July. Nevertheless, given
the developments during these first seven
months of the year, strong efforts will be
required to contain the 2008 fiscal deficit.

The government adopted a package of measures
to improve the fiscal outcome

The government adopted a package of meas-
ures, in an effort to improve the fiscal outcome
of 2008 and, more importantly, to support next
year’s fiscal programme. Law 3697/2008
(passed in September) provides for the inte-
gration of the Special Accounts of Ministries
into the State Budget, as a means of ensuring
transparency and uniform fiscal management.
It also introduces arrangements that improve
the control of expenditures of various general
government agencies (e.g. public hospitals and
local authorities). In addition, it provides for
tax measures (settlement of pending tax cases
and collection of tax arrears, increase in the car
circulation tax for year 2009, taxation of
income from dividends, taxation of capital
gains from share acquisition/sale, abolition of
the tax exemption for the self-employed, etc.)
which, according to the Ministry of Economy
and Finance, are expected to yield additional

revenue in the amount of €4.1 billion by the
end of 2010 (of this amount, €3.0 billion are
one-off revenue). Most of this total revenue is
expected to be collected in 2009, while only a
small amount will increase the revenue of 2008
(about €700 million) and 2010. Efforts are
being made to further reduce the general gov-
ernment debt as a percentage of GDP in 2008
(from 94.5% in 2007 and 99.1% on average
during the period 2001-2006).

The growth rate of business and household
financing remains strong

The annual growth rate of total financing of
the economy by monetary financial institutions
(MFIs)1 picked up during the first eight
months of the year, coming to 17.5% in August
(fourth quarter of 2007: 13.1%). This devel-
opment in total credit expansion mainly
reflects the acceleration in the funding of gen-
eral government, which in July and August reg-
istered a positive rate of change for the first
time since September 2006 (August 2008:
4.2%, July 2008: 2.7%, fourth quarter 2007:
-16.1%) as a result of adjustments in the asset
portfolio of MFIs (namely the increase of MFI
investment in government bonds). In contrast,
a small slowdown compared with the end of
2007 was noted in the growth rate of total busi-
ness and household financing, which however
remains strong (August 2008: 20.1%, fourth
quarter 2007: 21.2%).

Credit expansion to businesses has quickened

The annual growth rate of MFI financing of
businesses accelerated to 22.9% in August
2008 (fourth quarter 2007: 19.3%), while bond
issuance represents roughly one fifth of total

Monetary Policy
Interim Report 200818

11 The financing of the economy by domestic MFIs comprises out-
standing MFI loans to corporations, households and general gov-
ernment, as well as total Greek government debt securities and cor-
porate bonds held by the central bank, credit institutions and
money market funds. Moreover, the calculation of the rate of
change in total financing, apart from the change in pertinent bal-
ances, also includes securitised loans and total write-offs made by
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financing. This development is associated with
the increased need of businesses to finance oper-
ating costs and investment and with their assess-
ment that credit standards may become tighter
and financing conditions less favourable in the
future. It is worth noting that, in spite of the rise
in interest rates, the tendency for borrowers to
assume most of the interest rate risk in corporate
loan agreements has not been reversed. Thus,
more than 90% of new loans with a fixed matu-
rity to non-financial corporations continue to be
contracted at a floating rate or at a fixed rate for
a period of up to one year.

Credit expansion to households has slowed, but
remains strong

Contrary to the situation with businesses, the
annual growth rate of bank financing to house-
holds slowed in the first eight months of 2008,
to 17.0% in August (from 23.2% in the fourth
quarter of 2007). This is mainly attributable to
the continued rise in bank rates from their his-
torically low levels, the moderation in growth
of households’ consumption expenditure and
the drop in their housing investments, as well
as to the commercial banks’ adoption of
stricter credit standards and terms. Among the
various categories of loans to households, a
particularly strong slowdown was recorded for
housing loans, the annual growth rate of which
fell to 15.5% in August 2008 from 22.8% in the
fourth quarter of 2007. A smaller slowdown
was observed for the growth rate of consumer
loans (August 2008: 20.6%, fourth quarter
2007: 22.6%). It should be noted that the shift
in household preference towards housing loans
with fixed interest rates and a maturity of more
than one year, which began together with the
rise in ECB rates at the end of 2005, continued
into the first eight months of 2008. In addition,
households tend to prefer consumer loans with
a fixed interest rate for a longer initial period,
as a way to avoid an increase in loan servicing
costs. Total household indebtedness (total bor-
rowing from MFIs, including securitised loans),
as a percentage of GDP, rose to 46.4% in August
2008 from 42.7% in August 2007. Excluding

securitised loans, this figure came to 40.3% in
August 2008 (from 39.6% in August 2007),
compared with 53.1% in the euro area as a
whole (53.2% in August 2007).

Interest rates on deposits and loans increased
more in Greece than on average in the euro area
in the first seven months of 2008 – In any case,
housing loan rates in Greece remain among the
lowest in the euro area

The upward trend in deposit and repo rates
that had begun in the second half of 2007 as a
result of the financial turmoil continued into
the first eight months of 2008. This trend was
also strengthened by the rise in the ECB’s key
interest rates in July 2008. Among the various
categories of deposits, the highest increase was
recorded in the interest rate on time deposits.
This development was to a large extent asso-
ciated with the conditions of limited liquidity
that prevailed in the interbank market and the
expectations that these conditions would con-
tinue, which induced banks, inter alia, to
strengthen their deposit base, especially with
regard to time deposits. As an example, the
euro area interbank market rate (3-month
Euribor) increased from 4.15% in June 2007,
i.e. before the financial turmoil broke out, to
5.02% in September 2008. During the seven
months to July 2008, the average deposit rate
increased more in Greece than in the euro area
as a whole, meaning that the positive differ-
ential between the two rates widened.

The increase in funding costs for Greek banks
(mainly on account of the above-mentioned
increase in the time deposits held with them)
contributed to the increase in bank loan rates
being generally higher than elsewhere in the
euro area and to the slight widening of the
respective differential. The smallest increases
in interest rates both in Greece and in the euro
area were recorded for business loans, while
the largest were recorded for consumer loans.
Interest rates on housing loans also increased
in Greece, but remain among the lowest in the
euro area.

Monetary Policy
Interim Report 2008 19

KEF I:������ 1  7/8/09  12:39 PM  ������ 19



The spread between lending and deposit rates
continues to decrease

The interest rate margin in Greece, i.e. the dif-
ference between the average weighted interest
rate on new bank loans and the corresponding
rate on new bank deposits, decreased by a fur-
ther 18 basis points in the first eight months of
2008, to 388 basis points in August, reflecting
a faster increase in the average deposit rate
relative to the average lending rate. It should
be recalled that from December 1998 to
August 2008 the interest rate margin had
decreased by 421 basis points. However, it
remains higher in Greece than in the euro area
(where in July it fell to 301 basis points, i.e. 8
basis points lower than in December 2007) for
reasons related, inter alia, to inherent char-
acteristics of the domestic banking system,
such as higher bank operating costs, the com-
paratively larger number of small depositors
and borrowers, the higher costs of bank bor-
rowing from the interbank market, the higher
ratio of non-performing to total loans, and the
longer time required in Greece for the selling-
off of collateral. One of the more important
factors in the case of Greece is the different
composition of both deposits and loans. If
their composition were the same as in the euro
area, the interest rate margin in Greece in July
would have been 23 basis points lower
(amounting to 363 basis points) and the dif-
ferential over the euro area margin would have
been reduced to 75% of what it was (i.e. to 62
basis points).

Bond yields increased – share prices fell

The international financial turmoil that
broke out in 2007 continued to affect capital
markets in 2008 as well. Greek government
bond yields in the secondary market (especially
the yields of short-term securities), which gen-
erally move together with the corresponding
euro area securities, increased considerably up
to the end of June 2008, but this increase was
perceptibly reduced in the three months that
followed. At end-September 2008, the yield of

the 10-year Greek government bond had
increased by 30 basis points compared with
end-December 2007. The yield differential
between this bond and its German counterpart
widened considerably, same as with other euro
area bonds, to 95 basis points at end-Septem-
ber 2008, compared with 29 basis points at end-
December 2007. Developments in the Athens
Exchange in the first nine months of 2008 were
characterised by a sharp fall in share prices,
limited raising of funds on the part of busi-
nesses and a still relatively high value of trans-
actions.

The Greek banking system remains basically
healthy, safe and stable ―The international
financial turmoil affected it in an only limited
manner― In view of increased risks from the
turmoil, the Bank of Greece remains vigilant in
order to ensure bank customer interests

The continuing turmoil in the financial mar-
kets, the persistence of inflationary pressures
and the global slowdown in economic activity
have adversely affected the determinants of
stability in the international banking system.
The Greek banking system, however, remains
basically healthy, safe and stable, on account
of the following:

• Loans granted by Greek banking groups are
backed by deposits to a percentage of 92% or
more (according to June 2008 data). There-
fore, Greek banking groups are less dependent
on the money market, which has witnessed a
substantial increase in the cost of money, and
on the capital markets, which are not func-
tioning fully in the current juncture.

• The Greek banking system’s efficiency and
capital adequacy have been affected consid-
erably less than most banks’ internationally,
owing to the limited exposure of Greek banks
to asset items directly or indirectly connected
with the turmoil. Greek banking groups had no
reason to invest in problematic financial prod-
ucts, given the very favourable environment
they operate in (Greece and the wider SE
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European region), which offers plenty of
opportunities for profitable growth.

• The capital base of Greek banking groups is
strong and their leverage relatively low, as their
assets-to-own-funds ratio is just 14.5 (accord-
ing to June 2008 data).

• The Bank of Greece remains vigilant in view
of increased risks; it monitors and assesses
developments very carefully, seeking to safe-
guard bank customer interests. Furthermore,
it has asked banks to take all the necessary
measures and adopt the appropriate policies to
ensure stability.

In the first half of 2008 the profits and the prof-
itability and efficiency of Greek commercial
banks and groups fell. Their capital adequacy
ratios also declined, partly because of the cal-
culation, for the first time, of capital require-
ments for operational risk. Moreover, the
credit risk related to bank loans to households
increased marginally. Finally, even though the
relevant supervisory indicators show that the
liquidity of Greek banks remained satisfactory,
the cost of raising funds to finance credit
expansion has increased (as evidenced also by
the Eurosystem’s Bank Lending Surveys of
April and July 2008).

The slowdown in the growth rate of housing
loans, which used to be high in the past few
years, is expected to push upwards the non-per-
forming loans to total loans ratio (an essentially
technical effect). Expected losses from housing
loans may also increase, since, according to esti-
mates, the ability of households to service their
debt may decrease on account of the increased
borrowing costs and the slowdown in income
growth. Banks, therefore, have to keep the
housing loans-to-collateral ratio at reasonable
levels and also take care, when granting new
loans, to keep the ratio of households’ debt
servicing costs to their disposable income within
the limits recommended by the Bank of Greece.

Moreover, the further, albeit small, expansion
of housing loans in foreign currency as a per-

centage of total housing loans makes it essen-
tial, as the Bank of Greece has repeatedly
pointed out, to inform borrowers in detail not
only of the usual characteristics of loans and
the obligations generated thereby, but also of
the foreign exchange risk to be borne when
borrowing in foreign currency. Banks, more-
over, have to take these risks into considera-
tion when setting their pricing and credit poli-
cies. A fortiori, loans in foreign currency
granted by subsidiaries and branches of Greek
banks abroad (which sum up to a sizeable share
of total loans) should be treated in a similar
manner.

In combination with the implementation of the
new framework on capital requirements
(“Basel II”) and the continuous expansion of
Greek banks in the domestic and external mar-
kets, the Bank of Greece has asked banks to
take account, when formulating and updating
their policies, of the conclusions drawn from
the financial turmoil and the weaknesses
revealed with respect to banking risk manage-
ment. These warnings become of particular
importance when taking into account that it is
increasingly likely for the debt servicing abil-
ity of households and firms in Greece and
other countries where Greek banks operate to
be adversely affected by (i) the increase in the
cost of borrowing (owing to the repricing of
credit risk internationally and the increase in
the cost of raising new funds) and (ii) the slow-
down in economic and income growth. As
regards activities in countries where foreign
exchange risk exists, the volatility of the
exchange rate should also be taken into
account, especially with respect to countries
with very high current account deficits, as they
are vulnerable to, inter alia, sharp exchange
rate fluctuations. The Bank of Greece
assesses these factors together with the margin
of the capital adequacy ratio, according to the
second pillar of “Basel II”. The degree to which
banks conform to best practices (regarding the
evaluation of increased risks as a whole in the
shaping of the assumptions used in risk man-
agement systems) will be assessed at individual
bank level.
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The factors that have supported domestic demand
and the growth process over the last 13 years are
weakening

Economic growth in the last years was mainly
based, as already mentioned, on the benefits
reaped from the country’s effort to join the euro
area and from the entry itself, the generally
favourable international environment and the
transfers from EU Structural Funds; it was based
less on the strengthening of the domestic pro-
duction base. Relatively low inflation, coupled
with expectations that it would remain low in the
medium-term thanks to the credibility of the
ECB’s monetary policy, contributed to a climate
of certainty and safety in Greece too. This cli-
mate encouraged households to adopt more
“lax” consumption patterns and businesses to
plan and implement more effective and far-
reaching investment projects. Against this back-
ground, declining interest rates and the deregu-
lation of the domestic credit system fostered, for
a number of years, high credit expansion rates
(several times higher than the nominal GDP
growth rates), keeping the growth of domestic
demand at high levels. Furthermore, entry to the
area of a single, strong currency effectively elim-
inated foreign exchange risks, improving the
terms of external borrowing and encouraging the
inflow of foreign funds. The growth process was
also favoured by the international environment,
namely the historically low prices of oil and other
raw materials for a number years and the brisk
pace of global growth combined with low global
inflation, as well as Greece’s proximity to emerg-
ing economies, whose rapidly developing markets
have presented Greek firms with fine opportu-
nities for exports and investment.

Weaknesses in the growth process are clearly
recorded in the widening current account
deficit and the constantly higher inflation com-
pared with the euro area as a whole. Now that
the economic environment is less favourable for
the Greek economy, such weaknesses are also
reflected in the slowdown of economic activity.

The current account deficit increased consid-
erably to 14.1% of GDP in 2007, from the

already high level of 8.0% of GDP, on average,
in the six-year period 2001-2006. This deficit
increase to high levels in the past few years has
led, as mentioned above, to a significant dete-
rioration of Greece’s negative international
investment position.

Greece’s very high current account deficit is in
sharp contrast with the small current account
surplus of the euro area as a whole (0.2% of
GDP in 2007). Based on 2007 data, gross
national saving as a percentage of GDP is 12.5
percentage points lower in Greece than in the
euro area (9.7% compared with 22.1% of
GDP), whereas investment as a percentage of
GDP is higher by 3.8 percentage points only
(25.7% compared with 21.9% of GDP) – in part
because of the higher residential investment in
Greece (7.0% of GDP in 2007, compared with
5.0% in the euro area). The shortfall of saving
in Greece (which is already small) with respect
to saving in the euro area is attributed both to
higher (total) consumption as a percentage of
GDP and to the fact that a large and increas-
ing share of the Greek GDP (4.0% in 2007) is
transferred abroad as net payments of interest,
dividends and profits; this results in the income
account recording a deficit, in contrast with the
euro area, where it records a surplus (i.e. net
receipts are recorded). This in turn is due to
Greece’s unfavourable international investment
position. As regards the current transfers bal-
ance, Greece is in surplus (0.7% of GDP in
2007), due to the inflow of Community funds,
whereas the euro area is in deficit (0.9% of
GDP).

Since 2001, inflation in Greece remains con-
stantly higher than in the euro area as a whole,
reflecting differences in the development of
demand and production costs, the markets’
operating conditions and the behaviour of the
social partners. Inflation erodes the purchas-
ing power of incomes, especially as regards the
economically weaker and those whose nominal
income adjusts slowly or not at all.

Moreover, the persistent inflation differential,
coupled with the appreciation of the euro, has
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resulted in a further loss of international com-
petitiveness. In particular, the real effective
exchange rate indices (vis-à-vis the country’s
major trading partners), i.e. both relative con-
sumer prices and relative unit labour costs in
the whole economy, expressed in a common
currency, have increased significantly since
2000 (cumulatively by about 18.5% and 26%,
respectively). These increases translate into an
equivalent loss of competitiveness. The con-
siderable deterioration of the economy’s inter-
national competitiveness has reduced domes-
tic production of internationally tradable
goods, contributing to a shortfall in domestic
production growth vis-à-vis domestic demand
growth and adversely impacting on employ-
ment and real incomes. Turning to the
medium-term outlook, the factors that in the
past few years bolstered domestic demand,
especially consumption, and hence the growth
process, are weakening. The rise in domestic
demand has begun to slow down and this trend
is expected to continue in the forthcoming
years, as the swift pace of credit expansion that
supports private consumption and residential
investment will be decelerating and house-
holds’ total borrowing as a percentage of
GDP, which is still lower than the euro area
average, will tend to stabilise. The upward
trend of interest rates or an unfavourable
change in  real estate market conditions may
contribute to a sharper slowdown. In addition,
the wide current account deficit ―to the
degree to which it does not reflect productive
investment but the high levels of private con-
sumption and residential investment― leads
to an increase in the external debt without
improving production and export capacity at
the same time and, thus, without correspond-
ingly improving the economy’s ability to serv-
ice its debt. Hence ―although Greece’s mem-
bership of the monetary union and the
absence of foreign exchange risk have made
deficit financing easier and under much more
favourable terms than would be possible
before the adoption of the euro― an ever
increasing share of national income will be
absorbed by the interest payments for the
external debt, with adverse consequences for

investment, growth prospects and, thus, the
standard of living.

The foregoing analysis contains a key message:
It is urgent to realise broader and effective
structural reforms in a number of crucial sec-
tors, aimed at enhancing supply and under-
pinning sustainable growth dynamics (high
growth rates of potential output). This would
contribute to the elimination of domestic
imbalances and to the lessening of social dis-
parities or of potential side-effects on natural
environment.

Prerequisites for a new and “outward-looking”
growth dynamic

The economy’s macroeconomic imbalances
and structural weaknesses should be decisively
addressed, in order to ensure the long-term
prospects for economic growth by a new and
outward-looking growth dynamic based pri-
marily on the expansion of the production base
through investment and structural reforms.
Ensuring macroeconomic stability will require
fiscal consolidation and the elimination of con-
ditions of imperfect competition in major mar-
kets, so that the pricing policy of businesses
and wage adjustments are compatible with
price stability. The new growth dynamic will
also require further bold structural reforms (in
addition to those regarding competition) in
many sectors of the economy so as to improve
productivity and increase the employment rate.
It should be recalled that guidelines for such
reforms are included in the Lisbon Strategy,
adopted by the European Union, as well as in
the National Reform Programme for Growth
and Jobs 2005-2008 drawn up by the Greek
government in October 2005.

The control of primary public expenditure is the
cornerstone of fiscal consolidation

In spite of the considerable decrease in fiscal
deficits in the last years, fiscal imbalances
remain very high, considering on the one hand
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the extremely large public debt (94.5% of GDP
in 2007) and on the other hand the conse-
quences of population ageing, which, notwith-
standing the structural measures taken, will
lead in the long-run to large increases in pub-
lic expenditure and the deterioration of the fis-
cal position.

The cornerstone of any effort to achieve sus-
tainable fiscal adjustment is the control of pub-
lic expenditure, especially primary expendi-
ture. First, international experience has shown
that the possibility to achieve sustainable fis-
cal adjustment increases enormously when the
decrease in deficits is based on the rationali-
sation and control of primary expenditure,2

especially personnel outlays and transfer pay-
ments. Second, the intense tax competition,
both from EU and non-EU countries, limits
the ability to increase tax rates. An increase in
tax revenue is therefore possible mainly by
curbing tax evasion and improving the tax col-
lection mechanism.

Notwithstanding the occasional piecemeal
attempts, public expenditure continued to
increase, even in periods of large reduction in
public deficits.3 The drawing up of a Pro-
grammes Budget and the incorporation of
“Special Accounts” into the state budget, by
virtue of Law 3697/2008, is a positive step in
this direction,  which will particularly con-
tribute to the improvement of public expendi-
ture “efficiency” – i.e. the achievement of at
least the same results with less expenditure, as
regards the provision of public goods and serv-
ices. (An assessment of the efficiency of pub-
lic expenditure in Greece is included in a
research paper published by the ECB in 2003.4)
The rationalisation, control and containment
of public expenditure, however, would require
further measures supplementary to the intro-
duction of the Programmes Budget.

International experience is particularly useful
in this respect. Most euro area countries as
well as other EU or OECD member-countries
(e.g. the UK, Sweden, New Zealand, Canada,
Australia, etc.) have achieved a considerable

containment of primary expenditure by
implementing numerical fiscal rules. Such
rules usually set limits mainly with respect to
the annual growth rate and the amount of pri-
mary expenditure. If these rules are to be
effective, they should meet certain require-
ments, most importantly transparency. Fiscal
target variables should be defined with accu-
racy, their development systematically moni-
tored and they should also yield measurable
results. Rules should be considered permanent
and cover all general government components
(e.g. public hospitals, local authorities, uni-
versities, etc.), not just central government,
while annual targets should be connected to
corresponding medium-term targets. It should
also be clear which agent or person is respon-
sible (accountable) for the achievement of
each target and the final result should be con-
trolled by a body of independent auditors.
Finally, including the operation of these rules
in an appropriate institutional framework is
considered crucial. Indicatively, measures in
this direction would include the drawing up of
multi-annual budgets, the establishment of a
system that will assess public expenditure dur-
ing the drawing up of the budget (e.g. a zero-
base budget), the timely drafting and submis-
sion of the budget to the Parliament along
with additional information, as well as the
restructuring of the budget and the drafting of
additional budgets covering the entire general
government (social security funds, local author-
ities, public hospitals, universities, etc.). At the
same time, detailed annual balance sheets
should be drawn up, enabling the monitoring
of changes in the general government’s assets
and liabilities.

22 See C.J. Mc Dermott and R.F. Wescott, “An Empirical Analysis
of Fiscal Adjustments”, IMF Staff Paper, No 4, Vol. 43, Decem-
ber 1996, pp. 726-27. Also, A. Alesina and R. Perotti “Fiscal Expan-
sions and Adjustments in OECD countries”, Economic Policy, XXI,
1995, pp. 205-48, and “Reducing Budget Deficits”, Swedish Eco-
nomic Policy Review, 3, 1996, pp. 113-34.

33 See V. Manessiotis and R. Reischauer, “Greek Fiscal and Budget
Policy and EMU” in R. Bryant, N.C. Garganas and S. Tavlas (eds),
Greece’s Economic Performance and Prospects, Bank of Greece
and the Brookings Institution, Athens, 2001, p. 103.

44 A. Afonso, L. Schuknecht and V. Tanzi, “Public sector efficiency:
an international comparison”, ECB Working Paper No. 242, July
2003.
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The improvement of the public sector’s
operational framework and of the “quality” of
public finances is indispensable

The above measures should be combined with
the restructuring of expenditure in favour of
categories that promote economic growth, e.g.
expenditure on education and healthcare,
research and technology and infrastructures.
The issue of the quality5 of public finances has
taken, in recent years, a prominent position
among the priorities and the analyses of Euro-
pean Union organs. The quality of public
finances is a multi-dimensional notion, which
includes the composition and efficiency of
public expenditure, the structure and effec-
tiveness of the government’s tax collection
mechanisms, fiscal administration, the size of
the public sector, and fiscal policies that affect
the operation of markets and the business cli-
mate and, thus, the optimal allocation of pro-
duction factors and the promotion of long-
term economic growth. It has been proven that
by improving the quality of public finances,
substantial fiscal policy challenges can be bet-
ter met both directly, because of the
enhanced efficiency of public expenditure and
revenue, and indirectly, by reducing existing
distortions and the cost for the economy and
improving the ability to adjust to external
shocks.

Reducing tax evasion is crucial

If fiscal consolidation is to be achieved, it is
also crucial to reduce tax evasion. This is a
complex, far-reaching and long-standing
phenomenon, and is the most telling sign of
the malfunctioning and inefficiency of the tax
collection mechanism. Hence, improving the
tax collection mechanism should be at the
heart of any effort to reduce tax evasion. This
can be achieved by making further progress in
the introduction of IT applications, simplify-
ing tax provisions and improving essentially
the presumed income system, as well as by
effectively tackling corruption. The tax col-
lection mechanism is the only link between the

tax base and the tax legislation, on the one
hand, and tax revenue, on the other hand.
Although certain changes in the tax legislation
may facilitate the task of tax authorities, they
cannot cover the need for an effective tax col-
lection mechanism.

Moreover, broadening the tax base and treat-
ing citizens according to their tax capacity will
help reduce tax avoidance opportunities and
strengthen citizens’ tax conscience. Tackling
tax evasion would help curb the deficit and, at
the same time, further cut tax rates and treat
taxpayers more fairly. Combatting contribution
evasion is equally important.

Recent Law 3697/2008 (“Enhancement of
Government Budget transparency, contain-
ment of government expenditure, measures to
promote tax justice, and other provisions”)
includes positive provisions designed to ensure
transparent and unified fiscal management,
improve expenditure control and broaden the
tax base. However, it also includes certain pro-
visions (e.g. on tax amnesties and collection of
tax arrears) that offset the chronic weaknesses
of the tax collection mechanism only tem-
porarily and cannot contribute to tackling tax
evasion and nurturing tax conscience over the
medium term.

Public debt remains a serious structural problem

The high public debt remains one of the most
serious structural problems of Greece’s public
finance and a source of macroeconomic imbal-
ance. Specifically, a high public debt makes fis-
cal management very vulnerable to increases in
the government’s borrowing rates. These
increases are driven by both overall interest
rate developments and Greece’s credit rating.

The structural nature of this problem is
revealed by the evolution of the debt so far,
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which has remained at 99% of the revised GDP
on average during the past 15 years, despite
very favourable conditions for its reduction.
Specifically, for over a decade Greece enjoyed
high growth rates, historically low government
borrowing rates and, up to 2001, sizeable pri-
mary surpluses, as well as high revenue from
privatisations throughout the period. Never-
theless, the debt-to-GDP ratio remained vir-
tually unchanged and the debt, in absolute
terms, has continued to rise.

The last few months have seen conditions that
tend to feed into the debt dynamics. Specifi-
cally, the rise in the cost of new government
borrowing (from 3.2% in 2005 to 3.8% in 2006,
4.4% in 2007 and 4.6% on average in the Jan-
uary-August 2008 period), which is associated
also with developments in financial markets, as
well as the slowdown in economic growth ham-
per a fast decline in the debt. At the same time,
the yield spread between long-term Greek gov-
ernment bonds and the corresponding German
bonds rose from 29 basis points at end-Decem-
ber 2007 to 95 basis points at end-September
2008.

Finally, it should be noted that, despite a
decrease in the consolidated general govern-
ment debt to 94.5% of GDP in 2007, from
95.3% in 2006 and 103.8% in 2001, Greece’s
debt remains the second largest in the Euro-
pean Union, standing well above the reference
value set forth in the Maastricht Treaty (60%
of GDP).

Tackling the impact from population ageing is a
pressing need

If sustainable fiscal adjustment is to be
achieved, the impact from population ageing
on the government’s spending on pensions and
healthcare should be addressed in time. The
fiscal impact of population ageing, according
to all available projections and estimates, will
be far more serious in Greece than in most EU
countries. The government’s pension expen-
diture as a percentage of GDP (about 11.5%

of the revised GDP in 2005) is already among
the highest in the EU and, over the long term,
is expected to show one of the sharpest
increases in the EU (of about 5 percentage
points of GDP up to 2030 and over 10 per-
centage points of GDP up to 2050). Since the
early 1990s, certain important legislative
efforts have somewhat reduced the magnitude
of the problem. However, in relation to other
EU countries, Greece has rather lagged behind
as regards a broad, comprehensive and far-
reaching social security reform.

The recent social security law (3655/2008, April
2008) seeks to tackle the problem of a seg-
mented pension system by merging a large num-
ber of social security funds. Fragmentation
entailed high administrative costs and ineffi-
cient management of social security funds’
assets and contributed to the creation of a
labyrinthine social security legislation. More-
over, this law reduces early retirement, raising
age limits for specific categories of insured,
which will gradually approach the limits laid
down in generally applicable provisions. It also
provides for a more rational and more restric-
tive determination of occupations to be classi-
fied as “arduous and unhygienic.” However, the
strengthening of the correspondence between
social security contributions and benefits, which
is achieved by reducing early retirement, is inad-
equate in relation to the size of the problem.
Strengthening this corespondence tends to dis-
courage and reduce contribution evasion by giv-
ing employees strong incentives to ensure the
payment of (both employee and employer) con-
tributions.

Structural reforms to enhance competition, improve
productivity and international competitiveness and
raise the employment rate are an important
challenge

Bold structural reforms are required if com-
petition, productivity, the international com-
petitiveness of the economy and the employ-
ment rate (which are the components of a new,
extrovert growth dynamics) are to improve.
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The direct objectives of these reforms should
be to bring about a more efficient functioning
of labour and product markets (so that, among
other things, firms’ pricing policies and wage
adjustments are in line with price stability);
improve the business environment, the tax sys-
tem and public sector efficiency (including a
more efficient utilisation of available national
resources and of inflows from the EU Struc-
tural Funds); cut red tape and effectively com-
bat corruption; and further upgrade human
resources.

As is known, according to the Country-Specific
Integrated Recommendations for 2008,
adopted last March by the Council of the Euro-
pean Union, “policy areas … where challenges
need to be tackled with the highest priority” in
Greece include, in addition to long-term fiscal
sustainability, also implementation of the pub-
lic administration reform agenda, consolida-
tion of active labour market policies, tackling
high youth unemployment and undeclared
work, and acceleration of education and life-
long learning reforms.6

Besides, Greece’s Economic and Social Com-
mittee (OKE), which expresses, inter alia, the
views of the social partners, points out (in its
Opinion No. 200 “Indicators for Monitoring
the Implementation of the National Reform
Programme 2005-2008 – Review of Develop-
ments” adopted in late July) that the com-
petitiveness of the Greek economy continues
to deteriorate and that business research and
innovation remain very low. Moreover, spend-
ing on human resources development is still
low, in particular for employment and life-
long learning policies, while social cohesion
does not improve and income inequalities are
widening. According to the OKE, no in-depth
changes are contemplated in public adminis-
tration, such as upgrading of human resources
(meritocracy, further training, systems of
remuneration), review of regulatory provi-
sions, combatting corruption, and efficient
organisation of public administration. The
OKE also observes that the drop in the unem-
ployment rate is largely accounted for by the

spread of flexible forms of employment, while
the evolution of environmental protection
indicators is not satisfactory. Finally, the OKE
notes that “rising oil prices and the pressing
need to address climate change by reducing
fossil fuel consumption will lead to changes in
consumer patterns and new inequalities in the
access to energy, heating and energy-intensive
services”.

Key policy directions to increase the employment
rate

The employment rate is rising in Greece, but
still falls short of that in the more advanced
EU countries. A faster increase in the employ-
ment rate may be achieved by enhancing
labour market flexibility, encouraging new
forms of labour organisation and introducing
a larger variety of contractual arrangements
for employees. Moreover, improving child
care systems, promoting equal employment
opportunities for men and women and elimi-
nating tax disincentives can help population
groups with relatively low participation rates
(especially women and relatively older per-
sons) to enter the labour market. Finally,
improving education and vocational training
systems will allow the continuous upgrading of
labour force skills, which will facilitate access
to employment in the current conditions of
rapid structural changes in the economy and
production technology. Higher employment
rates are all the more important as the
expected demographic developments lead to
a decline in the employment-age population.
This implies that, over the long term, eco-
nomic growth should rely exclusively on rais-
ing labour productivity ―which can be
achieved by increasing capital per employee,
upgrading human resources and using inputs
more efficiently― and on higher employment
rates, especially for women, relatively older
persons and the youth.
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Market reform and improving the business
environment are crucial

Improving the operation of product markets
and the business environment requires policies
aimed at promoting competition and simpli-
fying the regulatory and tax environment, and
in particular eliminating barriers to new busi-
ness set-ups and entrepreneurship. Charac-
teristically, although Greece improved its rank-
ing (from 106th to 96th) on the “ease of doing
business” index compiled by the World Bank
for 181 countries, it still ranks last among the
OECD countries and well below the other EU
countries.7

Improvements in the business environment (and
the tax collection mechanism, as already men-
tioned) are directly linked with combatting cor-
ruption. It should be pointed out, in this con-
nection, that the most recent “governance” indi-
cators compiled by the World Bank (which were
released in June 2008 and concern 2007) include
the “control of corruption” indicator. For 2007,
Greece ranks 21st in the EU-27 on this indica-
tor.8 As the Bank of Greece has stressed in the
past, effectively fighting corruption requires
eliminating the conditions that favour it. This
implies, among other things, that transparency
should be enhanced (e.g. in transactions
between citizens/firms and the civil service in
general, and in government procurements,
enforcement of tax and town planning legisla-
tion, market surveillance by the competent
authorities etc.), decision-making by the public
authorities on the basis of  clear and simple
rules should be promoted, and auditing mech-
anisms and supervision should be strengthened.
To eliminate the conditions that generate cor-
ruption, reforms in other sectors may also help
– e.g. cutting red tape and making public admin-
istration and the healthcare and social security
systems more efficient, creating a simpler and
fairer tax system, simplifying the business reg-
ulatory framework and enhancing arms-length
competition.9

The progress achieved in Greece so far
―through the liberalisation of the financial

sector, telecommunications and postal serv-
ices― has delivered benefits to consumers and
the economy. However, there is still room for
strengthening competition both in these indus-
tries and in other network industries, such as
energy (electricity, natural gas, water, oil
refinement), where competition is still weak.
The lack or inadequacy of competition in these
industries is attributable to defects in the insti-
tutional framework (e.g. electricity) and incom-
plete harmonisation with EU directives (e.g.
telecommunications). The Competition Com-
mission can contribute more to enhancing com-
petition. Continuous progress in privatisations
is also required. More benefits from privatisa-
tions will be reaped if the State gives up con-
trolling public utilities’ commercial policies and
withdraws from activities better suited to the
private sector.

Structural reforms are necessary, in particular in
the current phase, in order to, inter alia, insulate
the Greek economy from the impact of the
unfavourable international conjuncture

In the current phase, it is indispensable to effec-
tively counter the impact on the Greek economy
from external and, to some extent, temporary
shocks. To this end, policy-makers and the
social partners can and should primarily ensure
that the adverse impact from domestic factors
(i.e. macroeconomic imbalances and structural
weaknesses) on prospects for medium-term out-
put, employment and income growth remains
low. If this is not achieved, negative conse-
quences will be more serious and lasting, and
will be largely shouldered by the more vulner-
able (i.e. the less well-off) social groups.

This endeavour should take stock of the les-
sons from past experience. The oil crises in the
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(b) Governance Matters 2008: Worldwide Governance Indicators,
1996-2007, June 2008.

99 For policy directions on combatting corruption, see Ministry of
Economy and Finance, National Reform Programme for Growth
and Employment 2005-2008, 15 October 2005, pp. 9, 22 and 37.
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1970s teach that a rise in the prices of oil and
other commodities in the world market
inevitably leads (as already mentioned) to
income transfers from households and firms in
commodity-importing to commodity-exporting
countries. Therefore, neither households nor
firms can eventually recover income losses, and
any effort to pass these losses to each other will
lead to lower competitiveness and higher
unemployment. Generally, the errors made at
the time when the Greek economy was faced
with the first two oil crises ―i.e. the relaxation
of overall economic policy in the 1970s and
1980s― should not be repeated. As a result of
these errors, the inflation rate remained at
double-digit levels for 20 years and the average
annual growth rate was below 1% for 15 years
(1980-1994), while still mounting debts will
take long to be paid off.

Certainly, it is first necessary to relieve the
more vulnerable social groups of the impact
from the oil crisis. In Greece, this could be
achieved through targeted actions that would
not lead to fiscal derailment. In this connec-
tion, it will be of particular relevance to
increase the relatively low efficiency of social
spending in Greece, as the government itself
has stressed, while the establishment of the

National Social Cohesion Fund in 2008 aims
at, inter alia, tackling this problem. At the
same time, both firms and households should
realise that the non-directly recoverable pur-
chasing power losses caused by the rise in oil
and other commodity prices may, over the long
term, be made up for effectively only through
policy actions increasing competition, as well
as through businesses’ initiatives that will
improve productivity.

***

In recent years, due to the optimism inspired by
the continuous improvement in key macroeco-
nomic indicators such as GDP, employment and
unemployment, in conditions of a generally
favourable external environment, the public’s
focus moved away from the need to increase and
improve the productive capacity of the economy.
Now, with the factors that supported rising
domestic demand and growth in the last 13 years
gradually waning and with the deterioration in
the external environment affecting Greece,
faster and sustainable high growth rates with low
inflation will only be possible if the required
bold structural changes are decisively promoted
and completed. These priorities become all the
more urgent at the current conjuncture.
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I INTERNATIONAL ECONOMIC DEVELOPMENTS
AND PROSPECTS1

In the first nine months of 2008, the external
environment of the Greek economy deterio-
rated significantly on account of the interna-
tional financial turmoil (in its second year
already) and the very steep rise in international
oil2 and food prices. The shocks caused by
these developments led global economy growth
to decrease considerably and inflation to
increase in all economic areas. The impact of
these shocks is stronger than expected and the
degree of uncertainty surrounding the global
and the European economy remains high.

WWoorrlldd  GGDDPP  ggrroowwtthh, after standing at very high
levels for four years in a row, is decelerating
substantially in 2008, compared with 2007 (see
Table II.1). The economic slowdown is more
marked in advanced economies, especially in
countries where the “correction” in the real
estate market persists, strengthening the impact
of the financial turmoil. Emerging and devel-
oping economies have been affected much less
by the international financial turmoil and con-
tinue ―mainly boosted by the economies of
China and India― to record high rates of eco-
nomic growth, albeit lower than in previous
years, contributing significantly to the con-
tainment of the global economy slowdown.
According to the latest published IMF fore-
casts, world GDP growth will decelerate to
4.1% in 2008, from 5.0% in 2007. In advanced
economies, the growth rate will stand at the
lowest level since 2001 (1.7%, compared with
2.6% in 2007) and in the emerging and devel-
oping economies at 6.9% (2007: 8.0%).

IInnffllaattiioonn is on the rise in every economic area
―particularly in emerging and developing
economies― due chiefly to higher commodity
prices but also to the faster increase in unit
labour costs.3 In advanced economies, inflation
is expected to hike to 3.4% in 2008, from 2.2%
in 2007, despite the shortfall of current vis-à-vis
potential output in major advanced economies,
the persistent fall in real estate prices in many
of them and the increase in key interest rates by

certain central banks in 2006-2007. In emerg-
ing and developing economies, inflation will
climb to 9.1% from 6.4% in 2007. The acceler-
ation of inflation in emerging economies is bol-
stered by demand, which is higher than the
potential output, and by the fact that food items
weigh more in the CPI basket. The upsurge of
inflationary pressures in these areas spills over
into the entire global economy. Thus, it is cur-
rently estimated that globalisation ―notwith-
standing its role as a propeller of global eco-
nomic growth― increases rather than weakens
inflationary pressures.4

The UUSS economy suffered directly and
intensely the consequences of the financial tur-
moil that burst out in the third quarter of
2007,5 resulting in a further slowdown of GDP
growth to 2.0% in 2007, from 2.8% in 2006 and
an expected deceleration to 1.8% in 2008. Eco-
nomic activity waned significantly, especially
from the fourth quarter of 2007 onwards, as the
financial turmoil generated a tightening in
credit supply and contributed to a further
decline in the value of household assets.6 In the
first quarter of 2008, the GDP (annualised)
growth rate was 0.9%, but in the second quar-
ter it sped up beyond forecasts to 2.8%, pri-
marily because of the implementation as from

Monetary Policy    
Interim Report

2008 31

I I  T H E  EX T ERNA L  ENV I RONMENT  O F  TH E  
G R E EK  E CONOMY

11 The analysis is based on the macroeconomic developments until
end-September 2008 and has taken into consideration IMF’s most
recent forecasts (World Economic Outlook, April 2008, and World
Economic Outlook Update, 17 July 2008). The interim forecasts
of the European Commission (Interim Forecast, 10 September
2008) and the OECD (An Interim Assessment, 2 September 2008),
ECB staff macroeconomic projections (4 September 2008) and
other available data were also taken into account. The IMF is
expected to publish its revised assessments and forecasts on 8
October 2008.

22 International oil prices, despite their recent fall, remain at
significantly high levels compared with their 2007 average.

33 In OECD countries, nominal unit labour costs in the whole
economy are estimated to reach 2.6% in 2008, from 2.2% in 2007
(OECD, Economic Outlook, June 2008).

44 In the last decade, the increasing imports by advanced economies
of products from countries with low production costs, such as
China, have contributed substantially to the moderation of inflation
in advanced economies. Nonetheless, the emerging and
developing economies’ high demand for commodities, especially
oil and food, has contributed to a sharp rise in the corresponding
prices and in inflation worldwide. Moreover, these economies have
witnessed a marked rise in the prices of goods and services,
including exportable goods. Therefore, globalisation no longer has
a dampening net effect on inflation.

55 The turmoil was triggered by increasing defaults on sub-prime
mortgage loans in the United States and spilled over into the global
economy thereafter.

66 It is noted that the “correction” of real estate prices in the USA
had started in 2005.
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May of the extraordinary measure of personal
income tax refund to support private con-
sumption.7 The decrease both in construction
activity and in the prices of dwellings contin-
ued at a faster pace. The volume of residential
investment has been declining for ten consec-
utive quarters: its annualised quarterly rate of
change reached even -27% in the fourth quar-
ter of 2007 and -25.1% in the first quarter of
2008, more than offsetting the increase in other
types of investment and resulting in the
decrease of total gross fixed capital formation.
The downward course of the US dollar, cou-
pled with the larger (than the global) slowdown
in domestic demand, paved the way for the
improvement of net exports and the accelera-
tion of GDP growth from the second quarter
of 2007 onwards. However, the current account
balance still records a considerable deficit,
although the latter, as a percentage of GDP, is
expected to narrow in 2008. In spite of the eco-
nomic slowdown, inflation (CPI) is increasing,
mainly on account of the rise in commodity
prices, especially those of oil and food. In the
first half of 2008, inflation was 4.2%, but rose
to 5.4% in August.

Regarding developments in the UUSS  ffiinnaanncciiaall
sseeccttoorr, the Federal Reserve System intervened,
at the beginning of March, to prevent a further
deterioration of the business sentiment, bail-
ing out Bear Stearns, the 5th larger investment
bank. On 7 September, the government and
the Federal Reserve System announced that
the two largest mortgage agencies in the USA

(Fannie Mae and Freddie Mac), which guar-
antee mortgages of a value equivalent to 1/3 of
the US GDP, would be put under government
control (measures for the support of these
agencies had already been taken on 13 July).
On 16 September, the biggest US insurance
company (AIG – American International
Group) was also put under government con-
trol, as the danger of financial collapse was
imminent. Due to AIG’s interconnections with
thousands of financial corporations worldwide,
its bankruptcy would trigger a domino of neg-
ative effects. From 20 to 28 September, the
“Emergency Economic Stabilisation Act of
2008” was drafted, which would allow the allo-
cation of $700 billion to the US Treasury
Department for bailing out US-based financial
corporations by buying their doubtful assets.
On 29 September the draft Act was rejected by
the House of Representatives, but on 1 Octo-
ber the Senate voted in its favour. On 21 Sep-
tember, the Federal Reserve System approved
the transformation of two investment banks,
Goldman Sachs and Morgan Stanley, into bank
holding companies: thus they were put under
stricter supervisory rules and gained access to
a larger pool of financing (customer deposits
and access to the Federal Reserve System
financing facilities). These measures are aimed
at gradually restoring confidence in interna-
tional financial markets (see also Box II.1).
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77 The total amount of fiscal expenditure that was approved in
February 2008 was in the area of $150 billion and accounted for 1%
of the US GDP in 2008.

ΤΗΕ TURMOIL IN FINANCIAL MARKETS AND ITS IMPACT ON THE INTERNATIONAL BANKING SYSTEM −
RECENT DEVELOPMENTS

One year after the onset of the financial market turmoil, the smooth operation of the inter-
national banking sector has been significantly affected,1 along with, inter alia, some of its key
aggregates, such as profitability and capital adequacy, which ensure its stability. The balance

Βοχ II.1

1 See speech of the President of the US Federal Reserve System, Ben S. Bernanke, at the Federal Deposit Insurance Corporation’s Forum
on Mortgage Lending for Low and Moderate Income Households, Arlington, Virginia, on 8 July 2008, and his testimony before the
Committee on Financial Services, of the US House of Representatives, on 10 July 2008. Also, see the speech of the President of the
ECB, Jean-Claude Trichet in Frankfurt on 30 September 2008.
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sheets and profit and loss accounts of many banks worldwide still suffer from heavy pressures,
owing to the high degree of asset write-downs and write-offs 2 brought about by changes in
the valuation of these items3 or by their liquidation at prices lower than acquisition costs.

The above mentioned developments have shaken investors’ confidence. This is reflected in
the development of share prices4 and the limited interest of shareholders and investors in
participating in capital increases announced by certain banks. Moreover, in some cases the
developments have also shaken depositors’ confidence. As a result, some banks went bank-
rupt;5 in other cases,6 the bankruptcy was prevented thanks to the intervention of central
banks,7 supervisory authorities and governments.

In more detail, the asset write-downs and write-offs announced by 24 major banking groups
in the USA, Europe and Japan in the second half of 2007 and in the first half of 2008 were
worth approximately $400 billion.8 This amount, according to the balance sheets of these banks
for 2006 (i.e. before the turmoil), stands for about 31% of the said banking groups’ own funds
and 1.4% of their total assets. Moreover, at the global level, until end-September 2008, total
asset write-downs and write-offs amounted to approximately $520 billion (the largest part
of which is related to American banks), while, according to estimates by international organ-
isations and independent researchers, the total amount of asset write-downs and write-offs
may reach $1.3 trillion until the end of 2008.9

Because of the high degree of bank leverage, such amounts give rise to concerns about possi-
ble adverse effects on the stability of the international financial system and thereby on the global
economy.10 These concerns are intensified by the difficulties that, apart from banks, govern-
ment-sponsored entities (GSEs), such as Fannie Mae and Freddie Mac in the USA, begin to

2 Banks worldwide, after the onset of the turmoil, started gradually to announce, in more detail than in the past, the development of their
investments in complex structured financial products as well as the write-offs they carried out.

3 Such data pertain mainly to investments in instruments that, according to the international accounting standards, are classified as follows:
(i) valued at fair value, on the basis of profit and loss accounts, (ii) available-for-sale and (c) held-to-maturity. In their majority, investments
connected with the financial turmoil fall under the first two categories and their “fair” value is determined either on the basis of market
prices, if available, or by running valuation models. Changes in the value of investments falling under the first category are recorded
in the profit and loss account, thereby affecting it directly, while corresponding changes in the second category affect the profit and
loss account only once these instruments are sold. Even if they are not sold, however, a possible decrease in the value of this category’s
investments has a negative impact on own funds.

4 It is noted that the bank share price index in the euro area and the United States witnessed, between 31 December 2007 and 29 September
2008, a reduction of 39% and 42.6%, respectively, while, for a number of major banks that recorded extensive asset write-downs and
write-offs, the prices of their shares have fallen more than 70% from the onset of the turmoil up to now. Over the same period, the
margins of bank-related credit default swaps widened considerably. For more information on these margins, see the ECB Monthly Bulletin
and the ECB’s periodical reports on the stability of the financial system.

5 Recent examples in the USA are the bankruptcy of Lehman Brothers, IndyMac Bancorp, First Heritage Bank and First National Bank
of Nevada, and in Europe the case of Roskilde Bank in Denmark.

6 Indicatively, the bailout of Merrill Lynch, Countrywide Financial, Bear Stearns, Washington Mutual and Wachovia in the USA through
the acquisition of the first and the second companies by the Bank of America, of the third and the fourth ones by JPMorgan Chase and
of the fifth one by Citigroup; also, the supply of liquidity via a loan that the US government granted to the American International Group
in exchange of 79.7% of its shares; the approval (by the US Federal Reserve System) of the transformation of two investment banks,
Goldman Sachs and Morgan Stanley, into bank holding companies; the nationalisation of two banks, Northern Rock and Bradford &
Bingley, in the UK; the support of Fortis by the governments of the Netherlands-Belgium-Luxembourg, of Dexia by the governments
of Belgium-France-Luxembourg and of Hypo Real Estate, Sachsen LB and IKB by the government of Germany.

7 Within their field of competence to ensure financial stability and their role as lenders of last resort.
8 The asset write-offs referred to herein do not include write-offs of assets of insurance and reinsurance groups or losses recorded by

other investment funds (high leverage funds, sovereign investment funds, etc.). Moreover, smaller credit institutions with large exposures
to sub-prime mortgage loans in the United States have also proceeded with asset write-offs.

9 The most recent assessment was included in a speech delivered by John Lipsky, First Deputy Managing Director of the International
Monetary Fund, to UCLA Economic Forecasting Conference on 24 September 2008. For earlier estimates on the total amount of asset
write-downs and write-offs and on their general impact on the economy, see indicatively: (i) Adrian Blundell-Wignall, “The Subprime
Crisis: Size, Deleveraging and some Policy Options”, Financial Market Trends, vol. 1, No. 94, 2008; (ii) David Greenlaw, Jan Hatzius,
Anil K. Kashyap and Hyun Song Shin, “Leveraged Losses: Lessons from the Mortgage Meltdown”, presented in the U.S. Monetary Policy
Forum, February 2008; and (iii) IMF, Global Financial Stability Report, April 2008 (and GFSR Market Update, 28 July 2008).

10 See footnote 9 above.
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In JJaappaann, the pace of economic growth is
expected to moderate to 1.2% in 2008, from
2.1% in 2007, owing to the larger than in 2007
decline in total fixed capital formation, despite
the recovery of residential investment. Notwith-
standing the slight appreciation of the yen at
the beginning of the year and the weaker
demand from the USA, the contribution of net
exports to GDP remained important, as the
share of Japanese exports in the Asian market
increased. The rise in oil and food prices con-
duced to the upsurge of inflation (in the first
half of 2008 inflation was 1.2% but in August
it had reached 2.1%), even though core infla-
tion remained close to zero. The financial tur-
moil has so far affected Japanese money mar-
kets comparatively less, but there are still risks
to the financial system as international shocks
continue and the country’s economic activity is
slowing down.8

As regards EU economies outside the euro
area, GDP growth in the UUnniitteedd  KKiinnggddoomm is
expected to recede to 1.1% in 2008 from 3.1%
in 2007, as consumption and investment are

affected by deteriorating credit conditions and
the waning housing market. Inflation (HICP)
picked up this year and is anticipated to reach
3.6% in 2008 from 2.3% in 2007.

In CChhiinnaa GDP growth is estimated to slow
down to 9.7% in 2008, from 11.9% in 2007, as
the contribution of net exports to economic
growth is decreasing. The steady increase of
wages boosts domestic consumption and grad-
ually expands the share of domestic demand in
economic growth. Inflationary pressures have
built up, despite the appreciation of the yuan,
due to the rally of oil and food prices and the
“positive gap” of the economy (i.e. current out-
put being in excess of potential output). Infla-
tion, which had risen swiftly to 4.8% in 2007
from 1.5% in 2006, is anticipated to climb to
7.0% in 2008.9 The yuan appreciated against
the US currency in the last twelve months and
China’s reserve assets grew further (to $1,809
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face. Such entities own or have guaranteed 50% of the outstanding housing loans and are cur-
rently refinancing 75% of the new housing loans in the USA. Thus, they play a leading role in
the said loan market, which renders them very important for the stability of the financial sys-
tem. This is why the American government and the Federal Reserve System decided, at the
beginning of September 2008, to put these entities under a government-controlled capital
restructuring programme, in order to avert bankruptcy.11 Moreover, at the end of September
an Act was drafted in the USA that would allow the US Treasury Department to buy doubt-
ful assets (to a total amount of $700 billion) of US-based financial corporations (see main text).

These developments make it particularly difficult to assess on the duration and overall reper-
cussions of the ongoing turmoil, even though, in general, banks have managed thus far to
absorb a significant part of the shocks internationally. Apart from the support of governments,
central banks and supervisory authorities, new inflows (from, inter alia, sovereign wealth
funds-SWFs) have covered 70% of the current outstanding asset write-downs and write-offs.

It is obvious that the top priority, in this stage, is to restore confidence in global financial
markets.

11 The government and the US Federal Reserve System had already announced in July 2008 measures for the support of Fannie Mae and
Freddie Mac in an effort to keep unimpaired investor interest in the debt issued by these agencies. The decision that put these companies
under government control is expected to adversely affect holders of preference shares (mainly American banks) and counterparties in
credit default swaps with an underlying debt issued by these agencies.

88 See IMF, 2008 Article IV Consultation with Japan - Concluding
Statement of the IMF Mission, May 2008.

99 According to a recent report of the Asian Development Bank,
Outlook 2008 update, 16 September 2008.
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billion in June 2008), increasing excess liq-
uidity, despite the efforts to absorb a part of it.
On 15 September 2008, the People’s Bank of
China cut its key interest rates and loosened
restrictions on the granting of bank loans, in an
effort to prevent a further slowdown of eco-
nomic activity and to put a check on surging
capital inflows. The current account surplus is
estimated to remain at extremely high levels
(9.9% of GDP from 11.3% in 2007).

Economic growth in other large emerging
economies is expected to keep its fast pace in
2008 (RRuussssiiaa and IInnddiiaa: 7.5%, BBrraazziill: 5%),
though somewhat moderated compared with
2007, especially for India.

IInntteerrnnaattiioonnaall  ccoommmmooddiittyy  pprriicceess reached new his-
torical highs in the second quarter of 2008, both
at nominal and real terms, generating high
inflationary pressures in all economies.10 As
global demand for crude oil in 2008 is still high
despite the global economic slowdown and as
global oil supply is adjusting sluggishly in terms
of pumping and refining, global reserves
remain at levels that render international oil
prices particularly sensitive to adverse devel-
opments. Moreover, the continuous deprecia-
tion of the effective exchange rate of the US
dollar since 2003 is estimated to have a direct
reverse impact on the development of the inter-
national price (in US dollars) of crude oil.11

The reason is that the oil-producing countries
(OPEC countries and Russia) increase oil
prices to offset the loss of their incomes’ pur-
chasing power caused by the US dollar depre-
ciation. Furthermore, the reduced cost of
crude oil (due to the US dollar depreciation)
increases demand for crude oil in importing
countries outside the dollar area. Finally, it is
estimated that financial factors, such as
investors’ portfolio shifts from US dollar-
denominated paper markets to commodity for-
ward markets, also contributed to the rise in
crude oil prices.

TThhee  iinntteerrnnaattiioonnaall  pprriiccee  ooff  ccrruuddee  ooiill increased
beyond all forecasts in 2008. In the second
quarter of 2008, it was $122.6/barrel, but until

end-June 2008 it had exceeded $140/barrel,
i.e. it was 100% higher than the 2007 average.
In euro terms, the rally of Brent crude oil
was slower: from €52.9/barrel in 2006 and
€52.8/barrel in 2007, it reached €85.9/barrel
(monthly average) in June 2008. Prices then
fell and on 15 September the international
price of crude oil was around $97/barrel, same
as at the beginning of April.

IInntteerrnnaattiioonnaall  pprriicceess  ooff  nnoonn--ooiill  ccoommmmooddiittiieess
(in US dollars) are anticipated (according to
the IMF) to increase in 2008 at an average
rate of around 15% (2007: 14.1%). The rate
of increase in food commodity prices is esti-
mated to double.12

The ffiissccaall  ccoonnddiittiioonn  iinn  aaddvvaanncceedd  eeccoonnoommiieess,
after four consecutive years of improvement,
is deteriorating in 2008. The impact that the
significant economic slowdown and the rise in
inflation have had on real disposable income
forced some governments, especially the US
one, to ease their fiscal policy. In the 7 major
advanced economies as a whole, the deficit of
general government is expected to widen to
3.4% of GDP from 2.2% in 2007. This widen-
ing reflects (i) the easing of the fiscal policy,
since the structural deficit is anticipated to
rise to 3.0% of GDP, from 2.3% in 2007, and
(ii) the adverse economic conjuncture, given
that in 2008 the growth of economic activity
was weaker than potential GDP growth in
advanced economies. In the USA, it was
decided to support economic activity by means
of a tax refund to specific population groups.
The adoption of similar policy measures was
not considered appropriate for the euro area,
where the automatic fiscal stabilisers are more
effective than in the USA,13 nor for Japan,
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1100 It is estimated that the new historically high price of crude oil (in
US dollars), which was recorded in July 2008, exceeds by 30% (in
real terms) the former historical high of 1979.

1111 It has been estimated that a short-run depreciation of the US
dollar’s nominal effective exchange rate by 1% leads to an almost
equal percentage increase in the prices of crude oil and gold,
whereas in the long-run this increase exceeds 1% (see IMF, World
Economic Outlook, April 2008, Box 1.4, “Dollar Depreciation and
Commodity Prices”).

1122 For the determinants and the impact of this increase, see Box V.1.
1133 See e.g. Public Finances in EMU 2008, p. 21.
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where the impact of the international financial
turmoil was not as serious. It is estimated that
the fiscal deficit in the USA will widen to 4.1%
of GDP in 200814 (from 2.5% in 2007) and in
the euro area to 1.4% of GDP (from 0.6% in
2007), whereas in Japan it will remain
unchanged to 3.2% of GDP.

MMoonneettaarryy  ppoolliiccyy  iinn  aaddvvaanncceedd  eeccoonnoommiieess is faced
in 2008 with the complex problem of global
inflation rising to the highest levels since 1992,
in an environment of economic slowdown,
deteriorating financial conditions internation-
ally and a correction in the real estate market
in both the USA and other advanced
economies. The Federal Reserve System, in
response to forecasts for a considerable slow-
down, implemented a policy of successive
reductions of its interest rate from September
2007 onwards. Thus, it reduced its key federal
funds rate by 100 basis points during 2007 and
by 225 basis points in the first four months of
2008. In its last intervention, on 30 April, the
Federal Reserve System set its key interest rate
at 2.0% (5.25% a year earlier) and kept it
unchanged thereafter. In the euro area, where
inflation was rising in the first half of 2008 and
kept significantly exceeding the target for price
stability, the ECB increased its key interest rate
by 25 basis points to 4.25% on 9 July 2008 (see
Chapter III), having kept it unchanged to 4%
for an entire year (June 2007-June 2008). In
Japan, the official discount rate remains very
low (0.75%) and unchanged since February
2007. In the United Kingdom, the Bank of Eng-
land reduced its key interest rate twice in the
first half of 2008, in February and April, by 50
basis points overall, to 5% (see Chart II.1).

2 SOUTHEASTERN EUROPEAN ECONOMIES

Southeastern European economies continue to
witness relatively high growth rates, bolstered
by strong domestic (consumer and mainly
investment) demand. However, the growth rate
of exports is decelerating, net capital inflows
(bank flows, portfolio investments and foreign
direct investments) are weakening and the cost

of borrowing for enterprises and households is
increasing, as the impact of the international
financial turmoil and the slowdown of
advanced economies begin to be felt. South-
eastern European economies are characterised
by large current account deficits and a high
degree of dependence from external financing,
which make them more vulnerable to changes
in the international market sentiment and to
fluctutations of interest and exchange rates.15

The effect of the ongoing increase in interna-
tional oil and food prices on inflation and on
inflation expectations is considerable. The
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Chart II.1 Central bank policy rates
(1 January 2000–30 September 2008)

Sources: Euro area: European Central Bank (ECB), minimum bid
rate on main refinancing operations. USA: Federal Reserve,
intended federal funds rate. Japan: Bank of Japan, official discount
rate. United Kingdom: Bank of England, repo rate. Switzerland:
Central bank of Switzerland, intended range average for the three-
month Libor.

(percentages per annum, daily data)

1144 Estimates on the US fiscal deficit will be revised upwards once the
fiscal cost of government interventions in the financial system for
the aversion of systemic risks (see above in the main text) is also
taken into account.

1155 A prominent characteristic of this region that differentiates it from
other emerging markets is the high degree at which subsidiaries
are financed by European parent companies, mainly banks. Bank
flows are usually more volatile than other portfolio flows or foreign
direct investment; as a result, a possible sudden change in these
flows, on account of the financial turmoil, increases the risk of
credit cuts and a drop in asset value in the countries of the region.
See IMF, World Economic Outlook, April 2008, p. 86.
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increase in food prices was particularly felt in
the economies of this region, due to the larger
share of food in the CPI and to domestic short-
ages in supply.

The growth rate of Southeastern European
economies is expected to slow down slightly in
2008 and more in 2009 (see Table II.2), even-
tually reaching the potential GDP growth rate
and thereby reducing both the risk of a further
overheating of the economy as well as the
widening of current account deficits, inflation
rises and wage increases in excess of produc-
tivity growth.

In more detail, in BBuullggaarriiaa GDP growth is esti-
mated to stand at around 6% in 2008 (from
6.2% in 2007), due to the slackened domestic
demand, whereas inflation will hike to
approximately 12% (from 7.6% in 2007), due
to the increase in commodity prices and wages.
The most important problem remains the
extremely wide current account deficit, which
is expected to increase further as a percentage
of GDP (from 21.4% in 2007) and is mainly
attributed to the high imports of capital goods
and raw materials. In RRoommaanniiaa, economic
growth is expected to gather pace to 6.5%-7%
in 2008 (from 6.0% in 2007), but the tightness
of credit supply, increased interest rates and
high energy and food prices will moderate the
rise in consumption and investments in the sec-
ond half of 2008 and in 2009. Despite the
depreciation of the leu, inflation is estimated
to speed up to about 8% in 2008 (from 4.8%
in 2007), while the current account deficit will
roughly maintain its high 2007 levels (14.8%).

As regards the ootthheerr  SSoouutthheeaasstteerrnn  EEuurrooppeeaann
ccoouunnttrriieess, it is expected that economic growth
will slacken, inflation will increase, the cur-
rent account deficit will widen and the unem-
ployment rate will fall. In SSeerrbbiiaa, it is expected
that GDP growth will decelerate to about 4%
from 7.3% in 2007 and that inflation will
climb to 11%-11.5% from 6.8% in 2007. In
FFYYRROOMM, the political uncertainty affects the
external sector of the economy, but domestic
demand, supported mainly by private trans-

fers from abroad, remains robust. Unem-
ployment decreased only marginally, remain-
ing at particularly high levels (over 30%).
GDP growth is expected to slow down slightly
in 2008 (from 5.1% in 2007). The AAllbbaanniiaann
economy maintains its high growth rates and
GDP is expected to increase by 6%, similar as
in 2007, supported by industry, mining and
manufacturing, despite the problems with
electricity supply.

The outlook for the TTuurrkkiisshh economy remains
relatively favourable (GDP is expected to
increase by around 4% in 2008, from 4.5% in
2007). However, as the agreement with the
IMF came to term in May 2008 and political
instability holds, uncertainty as to the contin-
uation of economic reforms is on the rise, con-
tributing to an increase in risk premia and real
interest rates. At the same time, the reduction
in foreign direct investment inflows along with
the outflow of portfolio investments exerted
pressure on the exchange rate of the Turkish
lira. The current account deficit is estimated to
exceed 7% of GDP in 2008, from 5.7% of GDP
in 2007, despite the rise in exports. The large
financing requirements, coupled with the steep
fall of the Turkish lira exchange rate (March-
August 2008) make the Turkish economy vul-
nerable to the financial turmoil.16 Despite the
anti-inflationary stance of monetary policy, the
increase in consumer prices is expected to
exceed 10% in 2008 (from 8.8% in 2007),
mainly on account of the rise in oil and food
prices.

The presence of Greek banks in SE European
countries

The favourable outlook for the development of
SE European economies and the relatively low
degree of bank intermediation have made the
region, in the past few years, attractive to
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1166 It is characteristic that in Turkey domestic banks’ financing through
the securitisation of loans has been reduced and there are concerns
that some sources of financing may have begun to get exhausted
(e.g. syndicated loans and liquidity in the exchange rate swap
market that domestic banks use in order to convert Turkish liras
into foreign exchange). See IMF, Regional Economic Outlook,
April 2008, pp. 12-13.
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Greek banks, which are increasingly adding to
their presence there, especially during the last
five years.17

At the end of the first half of 2008, Greek
banks’ activity in these countries accounted for
about 11% of their total assets, a percentage
almost entirely attributable to credit expansion,
as the supply of other services is still very lim-
ited, in spite of the public’s gradual familiari-
sation with the new specialised financial prod-
ucts. Moreover, the market share of Greek
banks in the wider region exceeded 9% and
their activity therein contributed by about 17%
to the pre-tax profits of Greek banks as a
whole.18 It is also noteworthy that, in the period
under review, Greek banks’ exposures in this
wider area amounted to €51.2 billion.

Greek banks, therefore, have a noticeable
presence in the economies of these countries,
a fact that has favoured their profitability.
However, this presence has significantly
heightened risks: besides the credit risk, Greek
banks are also increasingly exposed to foreign
exchange and country-specific risks. Therefore,
this activity calls for particular vigilance, espe-

cially during the current international eco-
nomic situation, even though the financial tur-
moil has not had until now a serious direct
impact on SE European economies.

3 DEVELOPMENTS AND PROSPECTS OF THE
EURO AREA ECONOMY19, 20

Economic growth in the euro area is slowing
down considerably this year, because of the
international financial turmoil and the rally of
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Table II.2 Key macroeconomic aggregates of Southeastern European countries (2007-2009)

(annual percentage changes, unless otherwise indicated)

GDP Inflation Current account balance
1

2007 2008 2009 2007 2008 2009 2007 2008 2009

Bulgaria 6.2 5.8 5.6 7.6 12.0 5.9 -21.4 -21.2 -20.9

Romania 6.0 6.5 5.1 4.8 8.0 4.8 -14.8 -14.8 -16.2

Slovenia 6.1 4.2 3.8 3.8 5.4 3.3 -4.8 -4.9 -4.3

Croatia 5.6 4.5 5.0 2.9 5.9 3.0 -8.6 -8.1 -7.8

FYROM 5.1 4.8 5.5 2.3 6.0 2.7 -3.1 -4.4 -5.3

Turkey 4.5 4.0 4.7 8.8 10.0 6.0 -5.7 -7.0 -6.4

Albania 6.0 6.0 6.1 2.9 4.2 2.9 -8.3 -8.3 -5.5

Serbia 7.3 4.0 6.0 6.8 11.0 8.9 -16.5 -16.1 -15.8

Bosnia-Herzegovina 5.8 5.5 5.5 1.3 4.8 2.7 -13.0 -14.0 -15.3

Montenegro 7.5 7.2 5.4 3.4 4.8 4.1 -37.0 -32.7 -29.1

Sources: IMF, World Economic Outlook, April 2008, European Commission, Spring Economic Forecasts, 28 April 2008, and OECD, Economic
Outlook, 4 June 2008.
Note: According to the official classification of the European Union (EU), Croatia, FΥROM and Turkey are EU candidate countries, whereas
Albania, Serbia, Bosnia-Herzegovina and Montenegro are potential EU candidate counties. 
1 Deficit (-)/surplus (+) as a percentage of GDP.

1177 See also, Bank of Greece, Monetary Policy – Interim Report 2006,
October 2006, pp. 79-83.

1188 Indeed, for the four Greek banks with the greater penetration in
the region, the percentage of their profits and their loan portfolio
related to their activity there exceeds their total corresponding
aggregates by 20% and 23%, respectively.

1199 The analysis below is based on the developments recorded until the
end of September 2008, as well as on ECB staff macroeconomic
projections (ECB, 4 September 2008), European Commission and
OECD interim economic forecasts (September 2008) and IMF
forecasts (World Economic Outlook, April 2008, and World
Economic Outlook Update, 17 July 2008).

2200 At the institutional level: (i) the EU Council decided on Slovakia’s
entry into the euro area as from 1 January 2009. The decision was
taken on the basis of the ECB and European Commission
convergence reports ascertaining that Slovakia meets the
Maastricht Treaty convergence criteria; (ii) the Slovak koruna
exchange rate vis-à-vis the euro was set, by virtue of the Council’s
decision of 8 July 2008, at 30.1260 krunas/euro. This exchange rate
corresponds to the Slovak kruna’s central parity within the
Exchange Rate Mechanism (ERM II).
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international oil and food prices. The latter
factor has led inflation to increase to levels sig-
nificantly higher than those compatible with
monetary stability (see Chart II.2). In 2009
GDP growth will remain low and is forecast to
decelerate further, while inflation will recede
gradually.

3.1 INFLATION

Euro area HICP inflation was above 3% dur-
ing 2008, peaking (4.0%) in June and July and
decelerating thereafter to 3.8% in August and
3.6% in September (provisional estimates).
The steep rise in international oil and food
prices from the second half of 2007 onwards
was the main cause of the inflation hike. Infla-
tion is anticipated to remain at relatively high
levels for several months, falling gradually
however, as both domestic and external pres-
sures are expected to ease.

According to ECB staff projections, average
annual inflation in the euro area will be in the
area of 3.4%-3.6% in 2008 (compared with
2.1% in 2007) and of 2.3%-2.9% in 2009.21

These projections are based on the estimate
that, as for domestic inflationary pressures,
wage growth in 2008 will be higher than in pre-
vious years, whereas productivity growth will
undergo a cyclical decline that will cause unit
labour cost growth to speed up. Nonetheless,
the impact of the increased unit labour costs on
inflation is expected to become milder on
account of the narrowing of corporate profit
margins due to the economic slowdown. In
2009 it is forecast that the acceleration of pro-
ductivity growth and the deceleration of wage
increases will dampen inflationary pressures;
however, this effect will be moderated by the
recovery of profit margins. External inflation-
ary pressures are anticipated to decline in
2009, according to current projections on the
development of international oil and food
prices (based on forward market prices).

Uncertainties as to the projections on inflation
mainly focus on the probability of wage
increases that will be larger than expected or

price increases in sectors with imperfect com-
petition, as well as on the future oil and agri-
cultural prices. The European Central Bank
deems it highly important to deter a strength-
ening of inflationary pressures, which would
lead to a second round of price and production
cost increases (see Chapter III).

3.2 ECONOMIC ACTIVITY

The high quarterly GDP growth rate in the
euro area in the first quarter of 2008 (0.7%
compared with 0.4% in the last quarter of 2007)
was the result of extraordinary factors (good
weather conditions that favoured construc-
tions); in the second quarter, GDP fell slightly
(by 0.2%, compared with the first quarter).

The international financial turmoil and the
rally of international oil and food prices had a
negative effect on euro area economies, which
is expected22 to continue in the remainder of
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Chart ΙΙ.2 Euro area: real GDP and HICP
(1998–2008)

Source: European Commission, Interim Forecast, 10 September
2008.
* 2008: estimates.

(annual percentage changes)

2211 According to the European Commission’s “Interim Forecast”,
inflation in the euro area will amount to 3.6% in 2008.

2222 As also shown by the findings of business surveys in the euro area
as a whole. E.g. the Economic Sentiment Indicator published by
the European Commission continued to decrease in August 2008.
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the year and in 2009. In more detail, in the sec-
ond quarter of 2008 private consumption fell
by 0.2%, having remained unchanged in the
first quarter. Investment also dropped (-1.2%),
after a significant increase (1.5%) in the first
quarter. The GDP annual growth rate decel-
erated to 1.4% in the first half of 2008, from
2.4% in the corresponding 2007 period. More-
over, the appreciation of the euro from 2006
until July 2008 is beginning, according to esti-
mates, to have a negative impact on the growth
rate of euro area exports (which were reduced
by 0.4% in the second quarter of 2008).

According to ECB staff macroeconomic pro-
jections (4 September 2008), the GDP growth
rate in the euro area will be 1.1-1.7% in 2008
and 0.6-1.8% in 2009.23 These projections take
into account estimates of a slackening of the
global economy and world trade in 2008 and of
their gradual recovery during 200924 (see Sec-
tion 1 above). The growth rate of demand in
euro area’s external export markets will be
5.2% in 2008 and 5.7% in 2009 and euro area
exports are expected to grow at a rate of 2.9-
4.5% in 2008 and 2.4-4.6% in 2009.

As regards domestic demand, the growth rate
of private consumption is expected to drop in
2008 (as the rise in oil and food prices will limit
the increase in households’ real disposable
income), but will gradually recover in 2009,
mainly on account of the anticipated decrease
in inflation. The continuing growth of
employment, albeit at lower rates than in the
recent past, is expected to boost consumption
and dampen the negative impact of the price
hike on real income. Overall, private con-
sumption is anticipated to grow at a rate of 0.5-
0.9% in 2008 and 0.6-1.6% in 2009.

Business investment is expected to be
unfavourably affected by the slowdown of eco-
nomic activity and higher borrowing costs due
to the international financial turmoil. How-
ever, the fact that the capacity utilisation rate
remains high and there are still shortages in
equipment is favourable for the growth of
business investment. Residential investment

is expected to drop, due both to the “correc-
tion” in the housing market in some euro area
countries and to the deterioration of financ-
ing conditions. Total investment change is
anticipated to be in the area of 0.9-2.3% in
2008 and -0.7-2.1% in 2009.

3.3 EMPLOYMENT AND UNEMPLOYMENT

Despite the slowdown of economic activity,
the key aggregates of the euro area labour
market continued to improve in 2008, albeit
at considerably lower rates. The growth rate
of employment reached 0.2% in the second
quarter of 2008 from 0.3% in the first quarter,
whereas for 2008 as a whole it is expected to
stand at around 1% (compared with 1.7% in
2007). In 2009, the anticipated prolongation
of the economic slowdown will have a down-
ward effect on employment growth, which is
expected to drop to 0.5%.

The euro area unemployment rate accounted
for 7.3% of the labour force in July 2008 ―
remaining unchanged from April 2008― com-
pared with 7.4% in July 2007. The unemploy-
ment rate is expected to reach 7.2% in 2008
and to remain at similar levels in 2009.

The relatively robust increase in euro area
employment at an average annual rate of 1.4%
during 2004-2007 is a noteworthy development,
which is mainly attributable on the one hand
to the relatively satisfactory growth of eco-
nomic activity (GDP grew at an average annual
rate of 2.3% during 2004-2007) and on the
other hand to structural reforms and other
developments (globalisation, moderation of
wage demands). Structural reforms25 improved
both the supply and the demand for labour, by
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2233 According to the European Commission’s Interim Forecast, GDP
will increase by 1.3% in the euro area in 2008.

2244 Even if the average annual growth rate of GDP seems to be lower
in 2009 than in 2008, quarterly forecasts show that the lowest
quarterly GDP growth rate will be recorded within 2008, recovering
in 2009.

2255 See e.g. the recent ECB paper Labour supply and employment in
the euro area countries, June 2008. Examples of reforms are the
introduction of measures that increase mobility in the labour
market and spark motivation for the supply of labour as well as
measures that improve the qualifications of workers, making it
possible for them to work in alternative jobs.
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encouraging new recruitments. As pointed out
in previous Bank of Greece reports, the
increase in employment over the last years
spilled over to all sectors of economic activity
and included various forms of employment,
even though most of new vacancies were cre-
ated in the services sector. It should also be
noted that the share of part-time employment
in total employment increased.

3.4 FISCAL DEVELOPMENTS

The general government deficit in the euro
area as a whole is expected to widen in 2008 as
a percentage of GDP, for the first time after
four years of decline. In more detail, accord-
ing to European Commission projections, the
fiscal deficit will widen to 1.0% of GDP (from
0.6% in 2007), whereas a further slight increase
in the deficit, to 1.1% of GDP, is anticipated
for 2009. The structural deficit26 is forecast to
widen also, to 1.0% of GDP in 2008 (from
0.7% of GDP in 2007), and to marginally
decrease to 0.9% in 2009, implying that the fis-
cal policy stance will be slightly expansionary
in 2008 and essentially neutral in 2009.

As regards fiscal developments in individual
countries, the ECOFIN Council proceeded in
June with the abrogation of the Excessive
Deficit Procedure (EDP) to which Italy and
Portugal27 were subjected. After that, none of
the euro area countries is subject to the EDP.
However, in June, the Commission issued a
“policy advice”, calling France to abide by the
Council’s recommendations on fiscal adjust-
ment and structural reforms, as its fiscal deficit
is expected to rise to 2.9% of GDP in 2008 and
to 3.0% in 2009.28

The issue of the quality29 of public finances has
taken, in recent years, a prominent position in
the priorities and analyses of the European
Commission and the Economic Policy Com-
mittee; it has also entered the focus of the
ECOFIN Council. It has peen proven that the
improvement of public finances in quality
terms can contribute to dealing with significant
fiscal policy challenges, both directly, since it

increases the effectiveness of public expendi-
ture and revenue, and indirectly, as it reduces
existing distortions and the costs for the econ-
omy, creating a better long-term outlook and
enhancing the ability to adjust to external
shocks. On 14 May 2008, the ECOFIN called
on the Economic Policy Committee and the
European Commission to step up their efforts
to improve the measurement and analysis of
public finances’ quality and of its impact on
economic growth and, inter alia, to assess the
effectiveness and efficiency of public expen-
diture on research-development and educa-
tion.30

3.5 THE EURO EXCHANGE RATE AND THE
EXCHANGE RATE MECHANISM II – ERM II31

The broad index of the nominal effective
exchange rate of the euro,32 which had
increased by 3.8% in 2007 compared with 2006
(at average annual levels), continued its
upward course in the first seven months of
2008, but declined slightly in August. In August
2008 this index was 2.0% higher than in
December 2007 and 5.1% higher than the 2007
average. These developments reflect, inter alia,
the changing market expectations on the per-
formance of major economies.

The broad index of the real effective
exchange rate (based on the CPI) kept close
track of the developments in the nominal rate.
Having increased by 3.1% in 2007, it continued
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2266 Defined as the deficit that is free from cyclical effects and other
extraordinary factors.

2277 As well as Slovakia and the Czech Republic.
2288 The policy advice procedure was implemented by the Commission

for the first time since its introduction in the reform of the Stability
and Growth Pact in 2005.

2299 The quality of public finances is a multi-dimensional notion, which
includes the composition and effectiveness of public expenditure,
the structure and effectiveness of the government’s tax collection
mechanisms, fiscal administration, the size of the public sector and
fiscal policies that affect the operation of markets and the business
climate.

3300 The issue of public finance quality has been the focal point of the
recent publication of the European Commission on public finances
(see European Commission, Public Finances in EMU – 2008, June
2008).

3311 The bilateral and the effective exchange rates used in this section
are period (year or month) averages.

3322 An index of the development of the individual bilateral exchange
rates of the euro weighted according to the value of the euro area
external trade with 42 countries-trading partners.
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its upward course in the first seven months of
2008. In August it was by 1.0% higher com-
pared with December 2007 and by 3.7% com-
pared with the 2007 average, which translates
into erosion of the euro area’s international
price competitiveness.

As regards bilateral exchange rates, the euro
continued to appreciate against the US dollar
and thereby against many Asian currencies
whose exchange rate is pegged to the Ameri-
can currency (see Chart II.3).33 Since August,
however, when markets perceived that the
slowdown might be sharper in the euro area
and milder in the USA, compared with the ini-
tial forecasts, the dollar rebounded. In August,
the euro was by 2.8% appreciated against the
dollar, compared with December 2007, and by
9.3% compared with the 2007 average.

The yen, having steadily depreciated against
the euro over the period 2001-2007,
rebounded in the first quarter of 2008 but fell
again thereafter; thus, the exchange rate of the
yen against the euro in August 2008 decreased
by 1.5% compared with the 2007 average (see

Chart II.3). The pound sterling depreciated
considerably against the euro in 2007: its
exchange rate in August 2008 had fallen by
9.1% compared with December 2007 and by
13.7% compared with the 2007 average (see
Chart II.4).

In the Exchange Rate Mechanism II (ERM II),
most currencies remained stable against the
euro and around their central parity during the
first eight months of 2008, with the exception
of the Slovak koruna. The appreciation of the
koruna became more marked after the publi-
cation of the “convergence reports” by the
European Commission and the ECB and the
positive recommendation to the Council
regarding the entry of Slovakia into the euro
area as from 1 January 2009. On 28 May 2008,
following a request by Slovakia, it was decided
that the central parity of the koruna would be
raised by 17.6%.
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Chart ΙΙ.3 Exchange rate of the euro
against the US dollar and the Japanese yen
(January 2006–September 2008)

Sources: ECB and Bank of Greece.

(monthly data)

Chart ΙΙ.4 Exchange rate of the euro
against the pound sterling and the 
Swiss franc
(January 2006–September 2008)

Sources: ECB and Bank of Greece.

(monthly data)

3333 It is noted, however, that in June the euro was appreciated against
the Chinese yuan by 3% compared with the 2007 average, i.e. less
than against the US dollar, as the yuan appreciated against the dollar
at a faster pace in 2007. In June, the exchange rate of the euro against
the yuan was slightly lower (by 0.1%) than in December 2007.
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Since late 2005 the Eurosystem’s monetary pol-
icy has gradually become less accommodative.
Between December 2005 and June 2007, the
Governing Council of the ECB gradually
raised key interest rates by a total of 2 per-
centage points. Key interest rates remained
stable for more than a year thereafter, before
being increased again by 25 basis points in July
2008 (see Table III.1 and Chart III.1).1

Key interest rates are set by the ECB Govern-
ing Council so as to achieve the Eurosystem’s
primary objective of price stability in the euro
area over the medium term.2 Between January
and early October 2008, the Governing Coun-
cil repeatedly emphasised that, in order to
achieve this objective, the Eurosystem con-
tributes decisively to securing a firm anchoring
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I I I T H E S I NG L E MONET ARY PO L I C Y

Table II1.1 Changes in key ECB interest rates

(percentages per annum)

Date of
interest rate

change1
Deposit
facility

Main
refinancing operations

(minimum bid rate)

Marginal
lending
facility

6 October 2000 3.75 4.75 5.75

11 May 2001 3.50 4.50 5.50

31 August 2001 3.25 4.25 5.25

18 September 2001 2.75 3.75 4.75

9 November 2001 2.25 3.25 4.25

6 December 2002 1.75 2.75 3.75

7 March 2003 1.50 2.50 3.50

6 June 2003 1.00 2.00 3.00

6 December 2005 1.25 2.25 3.25

8 March 2006 1.50 2.50 3.50

15 June 2006 1.75 2.75 3.75

9 August 2006 2.00 3.00 4.00

11 October 2006 2.25 3.25 4.25

13 December 2006 2.50 3.50 4.50

14 March 2007 2.75 3.75 4.75

13 June 2007 3.00 4.00 5.00

9 July 2008 3.25 4.25 5.25

Source: ECB.
1 As from 10 March 2004, the effective date of changes in all three key ECB interest rates is the date of the first main refinancing operation
following the relevant decision of the Governing Council (on which the minimum bid rate on the main refinancing operations is changed), not
the date of the Governing Council meeting at which this decision is made.

Chart ΙΙΙ.1 Key ECB interest rates and the
overnight money market rate (ΕΟΝΙΑ)

Source: ECB.

(percentages per annum, daily data)

11 These increases brought the minimum bid rate in main refinanc-
ing operations to 4.25%.

22 Price stability is achieved when inflation is maintained below, but
close to, 2%.
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of medium- and long-term inflation expecta-
tions in line with price stability.3 It also seeks
to prevent broadly based second-round effects4

on consumer prices stemming from the rise in
oil and food commodity prices5 and to coun-
teract other upside risks to price stability over
the medium term (which are mentioned below).

The delivery of price stability is the best con-
tribution monetary policy can make to sus-
tainable economic growth, since, among other
things, price stability favours an efficient allo-
cation of resources. The fact that, since the
inception of Monetary Union on 1 January
1999, medium- and long-term inflation expec-
tations in the euro area have remained at lev-
els broadly consistent with price stability con-
firms the Eurosystem’s credibility.6 Maintain-
ing inflation expectations at low levels results
in lower medium- and long-term interest rates
(for a given economic and fiscal outlook, etc.)
and thus fosters the growth of aggregate sup-
ply and aggregate expenditure in the euro area
economy. Moreover, by safeguarding price sta-
bility, monetary policy protects economically

weaker members of society from losses of pur-
chasing power, while price stability also con-
tributes to financial stability.
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33 As recently underscored by the ECB Governing Council, the firm
anchoring of inflation expectations is even more critical, in view of
the exceptionally high uncertainty stemming from the intensifica-
tion of the financial turmoil since mid-September 2008.

44 Second-round effects occur when consumer prices increase due to
increases in profit margins or wages in an attempt to offset the
adverse effect of higher commodity prices on the purchasing power
of entrepreneurs and wage earners, respectively. Such an attempt
is self-defeating since it leads to further rises in consumer prices.
See Bank of Greece, Monetary Policy 2004-2005, February 2005,
Box III.1, and ECB, Monthly Bulletin, July 2004, pp. 28-30.

55 Although the international prices of crude oil and food com-
modities have declined steeply since mid-July 2008, they continue
to be significantly higher than in the previous year, therefore there
is still a very serious risk of second-round effects.

66 The proximity of inflation expectations to the (medium-term) infla-
tion rate targeted by a central bank is a measure of its credibility.
Indeed, it indicates the degree to which financial market partici-
pants and the general public have been convinced by the actions
of the central bank (including its interest rate policy and commu-
nication policy) that it will achieve its inflation target and there-
fore the degree to which they anticipate that the actual inflation
rate will coincide with the target in the medium term. In the con-
text of economic analysis the Governing Council of the ECB mon-
itors various indicators of inflation expectations in the euro area
in the medium and the long term (e.g. 5 years ahead). These indi-
cators are derived from indexed bond yields, swaps, the ECB’s Sur-
vey of Professional Forecasters, etc. Especially indicators derived
from indexed bonds, even those referring to medium- and long-
term horizons, have recently exceeded 2% but this could be due to
technical factors or reflect a risk premium, given the uncertainty
surrounding the outlook for inflation.

EUROPEAN CENTRAL BANK (ECB): THE FIRST TEN YEARS

The Maastricht Treaty (1992) stipulates that macroeconomic policies are conducted on the basis
of a well-defined allocation of responsibilities. The competence for the single monetary policy
at euro area level has been assigned to the European Central Bank (ECB), while fiscal and struc-
tural policies remain within the remit of Member States but are subject to some limitations and
coordination procedures (such as the Stability and Growth Pact and the Lisbon Strategy). The
Treaty endowed the ECB with full independence regarding the conduct of the single monetary
policy and the fulfilment of its other tasks. At the same time, however, it required accountabil-
ity to the European public and their elected representatives.

The ECB pursues as its primary objective the maintenance of price stability in the euro area over
the medium term. In order to fulfil its objective, the ECB has formulated a decision-making and
communication strategy for monetary policy, consisting of a clear definition of price stability and
a framework of analysis of risks thereto. This strategy has been successful and has helped con-
solidate ECB’s credibility. For almost a decade, inflation in the euro area has been contained to
levels only slightly above 2%. This is not an insignificant achievement, especially considering the
severe external shocks that occurred during this period (e.g. sharp hikes in the prices of raw mate-
rials and food, which are not directly influenced by monetary policy) and the fact that inflation
had been significantly higher in euro area countries in earlier decades.

Box III.1
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ECB interest rates are set with the single
purpose of enabling the attainment of the
Eurosystem’s primary objective and therefore
cannot be used as a policy instrument to coun-
teract money market tensions generated by
the international financial turmoil. In order
to counteract these tensions, the Eurosystem
continued its successful intervention policy
in the interbank market between January and
early October 2008. This policy had been
essentially initiated in August 2007, when pres-
sures first appeared in the money market (see

Box III.2). Thanks to its flexibility, the oper-
ational framework for monetary policy
implementation7 did not need to undergo
changes in structure. Eurosystem interven-
tions contribute to improving the impaired
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By maintaining low inflation rates, anchoring inflation expectations in line with price stability and
reducing inflation risk premia ―and thus lowering interest rates― the single monetary policy has
promoted sustainable economic growth and job creation over the past decade. From the adop-
tion of the euro in 1999 to the end of 2007 15 million new jobs were created in the euro area (com-
pared with a mere 5 million in the period 1990-1998), while unemployment is at its lowest level
since the early 1980s.

Moreover, the adoption of the euro has boosted both intra- and extra-euro area trade, which
grew by 9 and 13 percentage points of GDP, respectively, and, at the same time, has provided
new impetus to capital flows (i.e. foreign direct investment and portfolio investment). Over
the past decade, the use of the euro as an international currency has also gradually increased.
The euro is currently the second most important currency worldwide after the US dollar (e.g.
in terms of its share in debt issuance and in the foreign exchange reserves of different coun-
tries, etc.).

The monetary union and the euro have influenced the financial system in two ways. First, the euro
has acted as catalyst for financial integration in the euro area. This has enhanced the effective-
ness of monetary policy and ensured the smooth operation of payment systems and a more effi-
cient allocation of resources, which in turn has contributed to sustainable growth. Second, the
Eurosystem has promoted financial stability both through its own initiatives and actions and by
providing support and assistance to the relevant national authorities. It should be noted that the
circulation of euro banknotes in 2002 has become a tangible symbol of monetary union for euro
area citizens.

Lastly, the Eurosystem’s monetary policy decisions are supported by high-quality statistics pro-
duced in cooperation with Eurostat.

Taking stock of the first ten years of the ECB, it can be concluded that the single currency enjoys
as much credibility as the most credible among legacy currencies. This is reflected in the stabil-
ity of inflation expectations, the low level of long-term interest rates and the remarkable resilience
of the euro area economy in a complex international environment. However, the economic per-
formance of the euro area can be further improved, through a policy mix comprising the follow-
ing elements: adherence to the Stability and Growth Pact, completion of the Single Market and
implementation of the structural policies set out in the Lisbon Strategy

77 The operational framework consists of a number of instruments
(e.g. open-market operations) and procedures (e.g. steps for con-
ducting tenders) available to the Eurosystem for monetary policy
implementation, as opposed to monetary policy formulation, which
refers to the making of decisions about the level of key interest
rates based on the monetary policy strategy. Another element of
the operational framework is the specification of counterparties
and assets eligible as collateral for Eurosystem operations.
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MONEY MARKET TENSIONS GENERATED BY THE INTERNATIONAL FINANCIAL TURMOIL AND THE
RESPONSE OF THE EUROSYSTEM

Tensions in the euro area money market were particularly strong in the period from Janu-
ary to September 2008, they increased further after mid-September and were still very pro-
nounced in early October, as the international financial turmoil intensified. Their existence
is reflected, inter alia, in the historically high levels of spreads between:

• the (e.g. three-month) Euribor and the “fixed rate” on overnight-indexed swaps of simi-
lar maturity (EONIA swap rate – see Chart A).1 Specifically, in the period from January to
July 2007, prior to the emergence of money market tensions in August 2007, this spread
slightly exceeded 5 basis points on average. Subsequently, in the period from August to
December 2007, it widened markedly to an average of about 60 basis points amid large fluc-
tuations. Between January and September 2008, the spread widened a little further, to an
average of about 64 basis points, still amid large fluctuations. This widening suggests that
the perceived default risk associated with (three-month) interbank loans has increased com-
pared with the pre-turmoil period. Default on an interbank loan could occur if a borrowing
bank finds itself unable to attract new deposits or liquidate assets, or if the assets of a bor-
rowing bank (even if they could be liquidated) would not suffice to meet its obligations.2

• the marginal rate3 and the minimum bid rate4 on the main refinancing operations (see Chart
B). The relatively high marginal interest rates on the main (and longer-term) refinancing oper-
ations are indicative of the constraints facing many credit institutions in relation with bor-
rowing from the interbank market. Against this backdrop, credit institutions were determined
to draw funds through the open market operations of the Eurosystem by submitting bids with
relatively high interest rates.

Thanks to its considerable flexibility, the Eurosystem’s operational framework for monetary
policy implementation did not need to undergo changes in structure in order to effectively
address tensions in the interbank market generated by the financial turmoil. Within this frame-

Box III.2

1 Two parties enter into an overnight-indexed swap in which one party agrees to pay interest for a given period (e.g. three months) on
a specified notional amount at a “fixed rate” (the EONIA swap rate) and, in return, its counterparty agrees to make interest payments,
on the same amount, at the overnight money market rate (EONIA) compounded daily over the duration of the transaction. Only the
difference between the two flows of interest payments is settled upon maturity. The EONIA swap rate embodies expectations regard-
ing the evolution of EONIA. Should these expectations be revised, a different rate is agreed for new swaps (interest rates on already
existing swaps are “fixed” and cannot change). Accordingly, as shown in Chart A, newly contracted overnight-indexed swaps often have
different rates from pre-existing ones, but for each swap the rate is fixed at the start of the transaction and cannot change up to matu-
rity. It is reasonable to think that these transactions involve negligible risk compared with interbank loans of comparable maturity. Con-
sequently, the spread between the three-month Euribor and the three-month EONIA swap rate is a measure of the risk premium incor-
porated in the Euribor rate in addition to the expectations regarding the evolution of the EONIA rate in the following three months.
See “The Eurosystem’s open market operations during the recent period of financial market volatility”, ECB, Monthly Bulletin, May
2008, Box 2, p. 93.

2 See Michaud, F.L. and C. Upper, “What drives interbank rates? Evidence from the Libor panel”, BIS Quarterly Review, March 2008,
pp. 47-58.

3 Bids submitted by credit institutions in open market operations state the amount of financing required from the Eurosystem and (in
principle) the respective maximum interest rate that they are prepared to pay. Usually, not all bids are accepted. In the case of the main
refinancing operations, any bid which is below the minimum bid rate determined by the monetary policy decisions of the Governing
Council of the ECB is not accepted. Even bids which are above that minimum may be rejected if satisfying them would mean that the
overall provision of liquidity would be greater than desired by the ECB. The lowest interest rate accepted by the ECB in an open mar-
ket operation is the marginal interest rate.

4 This was set at 4% in the first half of 2008 and at 4.25% on 3 July.
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work, the Eurosystem in effect continued its successful intervention policy in the interbank
market, which had already been put in place since August 2007,5 so as to improve the impaired
functioning of the interbank market and, more specifically, to:

• maintain very short-term rates close to the minimum bid rate on the main refinancing oper-
ations, in line with the monetary policy stance determined by the ECB Governing Council,
and thus facilitate the transmission of monetary policy impulses;

• provide, through open market operations, liquidity to credit institutions which, though sol-
vent, were facing difficulties in obtaining funding in the interbank market, so as to mitigate
these difficulties and limit the hazards they create for financial stability.

The Eurosystem continued to provide the bulk of liquidity (about 60% of the total) through
longer-term refinancing operations (mostly with a maturity of three months), while the
remaining amount (about 40%) was channelled to credit institutions through (one-week) main
refinancing operations (Chart C). Specifically, between January and September 2008, the
Eurosystem executed 9 regular and 6 supplementary6 longer-term refinancing operations with
a maturity of three months; moreover, two open market operations with a maturity of six
months and a special-term refinancing operation with a maturity of 5 weeks (to be renewed)
were also carried out for the first time. The overall supply of liquidity through all these oper-
ations was only marginally higher than in the pre-turmoil period.

5 The interventions of the Eurosystem in the interbank market were systematised and refined by the end of 2007. In 2008, they were fur-
ther enriched by the inclusion of six-month longer-term refinancing operations.

6 In addition to those executed with a monthly frequency, as was the practice prior to the turmoil.

Chart A Spread between the three-month
Euribor and the three-month "fixed rate"
on overnight-indexed swaps
(January 2007–September 2008)

Sources: ECB and European Banking Federation.

(percentages per annum and basis points, daily data)

Chart B Marginal rate and minimum bid
rate on the Eurosystem’s main refinancing
operations
(January 2007–September 2008)

(percentages per annum)

Source: ECB.
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The amount of liquidity provided in each main
refinancing operation was determined weekly,
so as to respond to an increasing tendency on
the part of credit institutions7 to obtain from
the interbank market the liquidity required to
meet their reserve requirements already from
the first few days of the maintenance period.8

The emergence of this tendency coincided
with the appearance of money market tensions
and the ensuing uncertainty. To prevent the
accumulation of excess liquidity9 at the end of
each maintenance period, the Eurosystem
conducted fine-tuning operations to absorb
liquidity.

To meet strong demand for reserves by banks
towards the end of the first quarter of 2008,10

as well as in mid-September,11 the Eurosystem
conducted again liquidity-providing fine-tun-
ing operations.

The Eurosystem continued to conduct four-
week US dollar liquidity-providing open mar-
ket operations with euro area credit institu-
tions as counterparties, against assets eligible
as collateral for its other open market opera-
tions (e.g. main refinancing operations, etc.) and standing facilities.12 Furthermore, since
May 2008 US dollar liquidity-providing operations have been conducted every second week,
while, since August 2008, US dollar liquidity-providing operations with a maturity of twelve
weeks have also been carried out. In the face of heightened tensions in world financial mar-
kets in mid-September 2008, the amounts of liquidity provided through the Eurosystem’s
four- and twelve-week US dollar liquidity-providing operations have been increased sub-
stantially. Operations with overnight and one-week maturity have also been introduced for
the first time.

7 See “The Eurosystem’s open market operations during the recent period of financial market volatility”, ECB, Monthly Bulletin, May
2008, Box 2, pp. 89-104.

8 The maintenance period lasts approximately 30 days. By the end of this period, the average of the reserve balances, which every credit
institution (with very few exceptions) is required to maintain with its respective national central bank, must come to be equal to a pre-
specified amount. However, credit institutions’ daily reserve balances may vary. Faced with the turmoil, credit institutions seem to pre-
fer accumulating large balances on their reserve accounts early in the maintenance period, so as to fulfil their reserve requirements
several days before the period ends. Underlying this behaviour is apparently an effort of credit institutions to protect themselves against
potential liquidity shortages towards the end of the maintenance period.

9 Even though the liquidity provided in the main refinancing operations was gradually reduced towards the end of the maintenance period.
Normally, in each reserve maintenance period, there take place four main refinancing operations, one operation in each week.

10 It is usual for credit institutions’ demand for reserves to increase at period (month, quarter, year) ends, given the release, albeit with
some time lag, of various financial data on these institutions, as at the period ends. Therefore, credit institutions deem it advisable to
have fairly large liquid holdings at period ends. The financial turmoil has intensified this phenomenon.

11 When the aggravation of problems facing very big US financial corporations resulted in heightened tension in financial markets and
an even stronger preference for liquidity worldwide.

12 These operations are important for dealing with the financial turmoil but do not have any direct impact on pressures in the euro area
money market.

Chart C The Eurosystem's supply of
liquidity to credit institutions through
regular and ad hoc open market
operations*
(January 2007–September 2008)

(billion euro)

Source: ECB.
* Also, absorption of liquidity through ad hoc operations. The ver-
tical line indicates the date (9 August 2007) on which the Eurosys-
tem began its ad hoc interventions to address tensions associated
with the financial turmoil.
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functioning of the interbank market and thus
ensure effective transmission of monetary pol-
icy impulses and protect financial stability in
the euro area without, however, increasing the
overall amount of liquidity provided compared
with its pre-turmoil levels.

In the period from January to May 2008 the
Governing Council of the ECB continued to
note the existence of upside risks to price sta-
bility. In June, however, it became obvious
that these risks had increased further. There-
fore, in July 2008, the Governing Council
decided to raise key interest rates by 25 basis
points to prevent broadly based second-round
effects and counteract the increasing upside
risks to price stability over the medium term.
Since then the Governing Council has repeat-
edly stressed that, following this decision, the
monetary policy stance contributes to achiev-
ing the objective of price stability in the
medium term.

According to the economic analysis taken into
account by the Governing Council of the ECB
in the period from January to early October
2008, strong GDP growth in the first quarter
of 2008 can be explained by a number of
extraordinary and temporary factors. In the
second quarter of 2008, the GDP growth rate
became negative, because (i) the aforemen-
tioned factors ceased to operate and (ii) aggre-
gate consumption was adversely affected by the
increase in commodity prices, while aggregate
expenditure growth was also adversely affected
by the weakening of global economic activity.
However, falling oil prices and continuing
growth in emerging economies may underpin
a gradual rebound in economic activity in 2009
(see also Chapter II).

Since November 2007 inflation has been
above 3% in the euro area because of the
direct and indirect impact8 of the increase
in commodity prices. Moreover, as recently
underscored by the ECB Governing Council,
wage growth has been picking up in the last
few quarters and, in conjunction with slower
labour productivity growth, has resulted in a

sharp acceleration of unit labour cost growth
in the euro area.

The Governing Council of the ECB expects
inflation to persist at levels higher than those
consistent with price stability for several addi-
tional months, despite some signs of gradual
moderation which should continue into 2009.
The latest ECB staff macroeconomic projec-
tions forecast an average annual inflation rate
of 3.4-3.6% in 2008 and 2.3-2.9% in 2009 (for
an overview of the assumptions on which these
projections are based, see Chapter II).

The Governing Council of the ECB has also
noted that, despite the recent weakening of
aggregate demand in the euro area, upside
risks to price stability over the medium term
still exist, although they have diminished.
Specifically, these risks9 include:

• the emergence of broadly based second-
round effects;

• renewed increases in commodity prices; and

• stronger than expected indirect effects on
consumer prices from the rises in commodity
prices over the past few months.

The Governing Council of the ECB has been
monitoring price-setting behaviour and wage
negotiations in the euro area with particular
attention and has stressed the need for all
social partners (in both the private and the
public sector) to meet their responsibilities in
the face of the current exceptional challenges.
Regarding the prevention of second-round
effects, the Governing Council has repeatedly
expressed its concern about the existence of
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88 The direct impact of the increase in crude oil prices stems from the
fact that consumer prices are inflated by higher prices for fuels
included in the overall CPI. Indirect effects result as increased pro-
duction costs due to higher commodity prices (supposing that wages
remain stable), given that commodities are used as inputs in the
production process, are passed on to the prices of final products
included in the CPI,. See Bank of Greece, Monetary Policy 2004-
2005, February 2005, Box III.1, and ECB, Monthly Bulletin, July
2004 pp. 28-30.

99 According to the introductory statement of the President of the
ECB in the press conference following the meeting of the Gov-
erning Council on 2 October 2008.
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schemes whereby wages are indexed to con-
sumer prices. Such schemes involve the risk of
an acceleration of inflation leading to a wage-
price spiral, which would be detrimental to
employment and international competitive-
ness in the countries concerned. More
recently, the Governing Council has called for
these schemes to be abolished. In general, the
Governing Council has stressed the need for
economic units in the euro area to refrain
from using upward adjustments in wages and
prices as a means of recouping losses due to
the transfer of income from commodity-
importing countries to those exporting com-
modities as a result of the rise in commodity
relative prices.

The monetary analysis, taken into account by
the ECB Governing Council in addition to the
economic analysis, has confirmed the preva-
lence of upside risks to price stability in the
medium and long term as the “underlying”
pace of monetary expansion continues to be
very strong.10

The financial turmoil11 does not appear to have
had any significant direct impact12 on monetary
and credit aggregates. Specifically, it does not
seem to have led to constraints on the avail-
ability of credit, given, e.g. that loans to non-

financial corporations continue to expand at a
very rapid,13 albeit slowing, pace. The growth
rate of loans to households14 is also moderat-
ing. The slowdown of credit expansion to non-
financial corporations and households is attrib-
utable to the rise in interest rates and the tight-
ening of other financing conditions, the eco-
nomic downturn and, in the case of housing
loans, the weakness of housing markets in
many euro area countries.
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1100 Unlike the temporary fluctuations of broad money growth, the
“underlying” pace of monetary expansion is deemed to relate to the
evolution of inflation in the future, after a time lag of a few years.
This statistical relationship has been recognised for several ―high-
and low-inflation― countries and has been traced over long peri-
ods of time. The existence of time lags creates the potential for an
acceleration of inflation to be prevented by means of monetary pol-
icy, provided that the underlying pace of monetary expansion and
the size of the resulting future inflationary pressures have been
properly assessed. For the computation of the underlying pace of
monetary expansion, the ECB does not limit itself to just one
method, but uses a variety of methods in the context of its broad-
based approach to monetary analysis, (see ECB, Monthly Bulletin,
May 2008, Box 1, p. 15). Many of these methods currently point to
a strong underlying pace of monetary expansion in recent years, yet
slower than the rate of M3 growth. In this connection, the Gov-
erning Council of the ECB has stressed that the upward trend of
inflation over the past few quarters reflects previous developments
in the underlying pace of monetary expansion.

1111 The latest available data on monetary and credit aggregates refer
to August and therefore do not reflect any repercussions resulting
from the intensification of the financial turmoil since mid-Sep-
tember 2008.

1122 That is, other than the dampening effect exerted on credit expan-
sion by the rise in interest rates and the tightening of other financ-
ing conditions, as well as by the economic downturn and develop-
ments in housing markets.

1133 December 2007: 14.5%, August 2008: 12.6%.
1144 December 2007: 6.2%, August 2008: 3.9%.
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I ECONOMIC ACTIVITY: DEVELOPMENTS AND
PROSPECTS

Greek economic activity continues to expand
and the GDP growth rate (see Table IV.1) con-
siderably exceeds the corresponding euro area
average. However, the annual growth rate
slowed down appreciably in the second half of
2007 (to 3.7% from 4.3% in the first half of the
year). In the first half of 2008, it slightly decel-
erated further, to 3.5%. This mainly reflects the
gradual realisation of risks that had been
pointed out previously and relate to the inter-
national environment, mainly the rise in fuel
prices, the slackened increase in global demand
and the impact of the financial turmoil. The
setback in activity growth is confirmed both by
“direct” indicators of activity in individual sec-
tors as well as by the results of business surveys
covering the first nine months of the year.

According to the coincident indicator of eco-
nomic activity compiled by the Bank of
Greece,1 GDP growth has decreased, but has
not yet been considerably affected by the dete-
riorating international environment. In more
detail, the indicator records growth rates in the
area of 3.3%. By contrast, the Economic Sen-

timent Indicator for Greece2 did record the
increased uncertainty and has been steadily
falling during the last twelve months up to Sep-
tember to levels clearly lower than the average
of the last few years (see Chart IV.1).

It is estimated that economic growth will slow
down further in the second half of 2008. This
estimate has taken into consideration the lat-
est available data, the current trends of key
macroeconomic aggregates and indicators, the
economic policy stance, the estimates and
forecasts of international organisations regard-
ing developments in the global economy, as
well as reasonable technical assumptions on
the development of international commodity
prices and of exchange rates. It is estimated
that in 2008 average GDP growth will be in the
area of 3.3%, provided that certain crucial
aggregates develop in line with the assump-
tions of the central projection. Domestic
demand continues to be the main propeller of
GDP growth, even though the former is
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I V E CONOM I C A C T I V I T Y , EMP LOYMENT AND KEY
F I S C A L AGGREGA T E S : D E V E LOPMENT S AND
PRO S P E C T S

11 This indicator is derived from a set of short-term indices and
reflects the growth rate of “underlying” economic activity, smooth-
ing out the excess volatility of some short-term indices.

22 Compiled by the European Commission and based on business sur-
vey results.

Table IV.1 Demand and gross dromestic product (2006-2008)

(at constant market prices of year 2000, annual percentage changes)

2006 2007 2008 (1st half)

Private consumption 4.2 3.2 2.3

Government consumption 0.3 7.4 2.7

Gross fixed capital formation 14.8 4.4 -4.7

Housing 21.5 -6.8 …

Other construction 21.7 11.4 …

Equipment 6.5 7.7 …

Other 12.2 5.3 …

Stocks and statistical discrepancy (percentage of GDP) -0.4 0.2 …

FFiinnaall  ddoommeessttiicc  ddeemmaanndd 55..44 44..66 ……

Exports of goods and services 5.1 5.9 4.4

Exports of goods 12.4 1.6 …

Exports of services -0.2 9.4 …

Imports of goods and services 8.7 7.0 -5.9

Imports of goods 8.7 6.2 …

Imports of services 8.4 11.0 …

GGrroossss  ddoommeessttiicc  pprroodduucctt  aatt  mmaarrkkeett  pprriicceess 44..22 44..00 33..55

Sources: NSSG/National Accounts and Ministry of Economy and Finance, March-April 2008 data for 2006 and 2007 (under revision). For 2008,
provisional NSSG data. For Bank of Greece estimates for 2008, see the main text.
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expected to decline significantly (to approxi-
mately 2.5% from 4.0% in 2007). The contri-
bution of the real external balance, however,
is anticipated to reverse into positive (by 0.5
percentage point). The main characteristics of
the projection for 2008 are: the slackening of

private consumption (and a respective limited
increase in the saving ratio), the steep fall in
housing investment, the maintenance of the
growth rate of business investment at relatively
high levels and the large increase in transport
(mainly shipping) receipts.
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Chart ΙV.1 Economic activity indicators

Sources: Bank of Greece (coincident indicator and 2008 GDP),
NSSG (2002-2007 GDP) and European Commission (economic
sentiment indicator).
1 Annualised monthly percentage changes.
2 Annual rate.
3 Monthly data.

Chart IV.2 Indices of consumer demand 

Sources: NSSG (retail sales and cars), IOBE (expectations). The
business expectations index is based on firms’ estimates of sales and
stocks as well as on their forecasts of business activity over the next
six months.
1 Percentage changes over same month of previous year
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PPrriivvaattee  ccoonnssuummppttiioonn growth in 2008 is esti-
mated to slow down to approximately 2.5%
(from 3.2% in 2007). Although the estimated
rate is the lowest in the last seven years, private
consumption will continue in 2008 to be a sig-
nificant driving force of activity, contributing
to GDP growth by almost 2 percentage points.
According to NSSG provisional estimates, pri-
vate consumption rose at an average annual
rate of 2.4% in the first half of 2008, compared
with 4.4% in the first half of 2007.

The average annual growth rate of retail trade
volume (excluding cars and fuels) in the first
seven months of 2008 was curbed to 0.3%,
from 3.0% in the corresponding 2007 period
(and 2.3% in 2007 as a whole – see Chart IV.2
and Table IV.2). The number of new passen-
ger car registrations between January and
August 2008 was reduced at an annual rate of
3.2% (having increased by 5.4% in the corre-
sponding 2007 period). The IOBE index of
business expectations in retail trade also
recorded a reduction (9.1%) in the January-
September 2008 period. However, the annual
growth rate of the general index of employ-
ment in retail trade remained essentially sta-
ble (1.5% in the first half of 2008 compared
with 1.3% in the first half of 2007).

Households’ nominal disposable income is esti-
mated to grow faster in 2008. This is the com-
bined result of the following:

• the larger than in 2007 nominal increase in
average pre-tax earnings (see Chapter V);

• the considerable rise in total employment,
especially salaried employment (see Section 2
of this chapter);

• the lightened tax burden of households and

• the implementation of targeted measures in
support of low-income groups (such as the
increase in pensioners’ social solidarity
allowance ―EKAS― and in pensions paid by
the Farmers’ Insurance Fund – OGA), on
account of which social transfers rose to 17.9%
of GDP from 17.3% in 2007.3

The accelerated growth of nominal income,
however, is smaller than the rise in inflation.
Thus, the growth rate of real income will be
slightly lower than in 2007, but will nonetheless
support the increase in private consumption.
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Table IV.2 Indicators of consumer demand (2006-2008)

(annual percentage changes)

Volume of retail sales 8.0 2.3 0.3 (Jan.-July)

Food-beverages-tobacco1 9.0 0.9 0.5 (   » » )

Clothing-footwear 0.8 1.1 -2.3 (   » » )

Furniture-electrical appliances-household equipment 17.7 6.7 -0.8 (   » » )

Books-stationery-other 3.7 6.7 2.9 (   » » )

Revenue from VAT (constant prices) 8.5 6.8 4.0 (   » » )

Retail trade business expectations index 14.5 9.0 -9.1 (Jan.-Sept.)

New passenger car registrations 0.5 4.3 -3.2 (Jan.-Aug.)

Tax revenue from mobile telephony (monthly flat fees)2 11.8 114.2 6.0 (  » » )

Outstanding balance of total consumer credit extended by banks3 23.9 (Dec.) 22.4 (Dec.) 20.6 (Aug.)

2006 2007
2008

(available period)

Sources: NSSG (retail sales, cars), Bank of Greece (VAT revenue and consumer credit), IOBE (expectations), Ministry of Economy and Finance
(tax revenue from mobile telephony).
1 Including big food stores and specialised food-beverages-tobacco stores.
2 Adjusted rates apply as from 1 November 2006.
3 Taking into account securitised loans and loan write-offs.

33 See the speeches of the Minister of Economy and Finance (22 and
23 September 2008).
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The slackened growth of consumption will help
reverse the downward trend of the already
extremely low household saving ratio. The
anticipated moderate rise in the saving ratio
reflects the incorporation into the households’
consumption pattern of the uncertainties sur-
rounding the Greek economy on account of the
international financial turmoil and the sus-
tained increase in inflation.

Changes in the value of households’ assets
(wealth) are expected to have a marginally
negative or even neutral effect on the growth
rate of private consumption. The prices of real
estate (the main form of households’ assets)
are expected to stand at satisfactory levels in
2008, in spite of their slower increase, since the
cost of building new houses is rising at a faster
pace than inflation in general and construction
firms are not faced with particular problems of
liquidity and loan repayment. For these rea-
sons, the setback in housing prices is modest,
despite the sharp fall in construction activity
(see Table IV.3, Chart IV.3 and Box IV.1).
Share prices in the Athens Exchange dropped
significantly since the beginning of the year (at
an average annual rate of 29.0% in the period
January-August). Since equity represents only
a small portion of households’ total wealth,
however, this has no considerable effect on the
consumption pattern.

Consumer credit expansion decelerated some-
what in the first eight months of the year, but
is nonetheless expected to remain at high lev-
els throughout 2008, fuelling private con-
sumption. The brisk credit expansion to house-
holds has been connected in the last few years
with the deregulation of the financial market
and the enhancement of competition therein,
as well as with the reluctance of households to
downgrade their living standards during peri-
ods of low income.4

In 2008, ppuubblliicc  ccoonnssuummppttiioonn is expected to slow
down considerably (to about 2.5%, from 7.4%
in 2007), contributing to the pursued narrow-
ing of the fiscal deficit as a percentage of GDP.
According to NSSG provisional estimates, pub-

lic consumption rose at an annual rate of 2.8%
in the first half of 2008.

The growth rate of ttoottaall  ggrroossss  ffiixxeedd  ccaappiittaall  ffoorr--
mmaattiioonn (see investment demand indices in Table
IV.4) is estimated to decelerate further in 2008
(after slowing down significantly to 4.4% in
2007, from 14.8% in 2006). According to NSSG
quarterly national accounts data, the downward
trend of investment expenditure in the last quar-
ter of 2007 (-4.7% at constant prices) continued
in the first half of 2008 (-4.8%). This is mainly
the result of a further significant decrease in
housing investment (which is anticipated to
drop by approximately 15% for the year as a
whole, having already fallen by 6.8% in 2007).
By contrast, it is estimated that business invest-
ment (investment other than residential and
general government’s) will manage to keep a
relatively fast pace (about 8.5-9%, compared
with 10.3% in 2007). The rise in general gov-
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Chart IV.3 Volume of new buildings and
extensions on the basis of permits issued
(January 2002–June 2008)

Source: NSSG.

(percentage change over same month of previous year)

44 According to a recent study, young couples with children are reluc-
tant to downgrade their children’s and family’s standard of living
on account of low income and seek ways (borrowing, selling prop-
erty, etc.) to keep their expenditure at high levels (see Th. Mitrakos,
“Child poverty: recent developments and determinants”, Bank of
Greece, Economic Bulletin, No. 30, May 2008). Their attempt often
finds the support of the wider family and is also fostered by deep-
ened concerns over the future of the children, especially in latest
years, in the framework of policy options that affect future gener-
ations (social security system, the abolition of inheritance tax, etc.).
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Table IV.3 Dwelling price index

11999944 76.1 ... ... 73.4 9.5 9.5 106.0 ... ...
11999955 82.6 8.5 8.5 80.1 9.2 9.2 114.3 7.8 7.8
11999966 91.2 10.5 10.5 88.9 11.0 11.0 125.7 10.0 10.0
11999977 100.0 9.7 9.7 100.0 12.5 12.5 134.7 7.1 7.1
11999988 114.4 14.4 14.4 115.5 15.5 15.5 152.6 13.3 13.3
11999999 124.5 8.9 8.9 129.6 12.2 12.2 161.5 5.8 5.8
22000000 137.7 10.6 10.6 149.1 15.1 15.1 171.3 6.1 6.1
22000011 157.5 14.4 14.4 175.4 17.6 17.6 190.2 11.0 11.0
22000022 179.3 13.9 13.9 203.8 16.2 16.2 211.7 11.3 11.3
22000033 189.0 5.4 5.4 211.9 4.0 4.0 226.8 7.1 7.1
22000044 193.4 2.3 2.3 212.4 0.3 0.3 237.4 4.7 4.7
22000055 214.5 10.9 10.9 230.8 8.6 8.6 269.3 13.4 13.4
22000066 240.6 12.2 12.2 256.7 11.3 11.3 304.2 13.0 13.0
22000077 249.3 3.6 3.6 265.6 3.5 3.5 315.8 3.8 3.8
11999977 I 96.2 ... ... 95.1 ... ... 130.9 3.0 6.1

II 98.2 2.1 ... 97.8 2.9 ... 132.6 1.3 6.2
III 100.2 2.0 ... 100.8 3.1 ... 134.0 1.1 4.8
IV 105.4 5.1 ... 105.7 4.8 ... 141.3 5.5 11.2

11999988 I 110.1 4.5 14.4 109.3 3.4 14.9 149.4 5.7 14.1
II 113.9 3.5 16.0 115.4 5.6 18.0 151.6 1.5 14.4
III 115.0 0.9 14.8 116.5 1.0 15.6 153.0 0.9 14.2
IV 118.4 2.9 12.3 120.9 3.7 14.4 156.3 2.1 10.6

11999999 I 120.4 1.7 9.3 123.8 2.5 13.3 157.9 1.0 5.7
II 123.6 2.7 8.5 128.1 3.4 11.0 161.0 2.0 6.2
III 125.3 1.3 8.9 130.5 1.9 12.0 162.3 0.8 6.1
IV 128.8 2.9 8.9 136.0 4.2 12.5 164.7 1.5 5.4

22000000 I 132.1 2.5 9.7 141.6 4.1 14.3 166.1 0.8 5.2
II 135.7 2.8 9.8 146.5 3.5 14.4 169.6 2.1 5.3
III 138.8 2.2 10.8 150.4 2.7 15.3 172.6 1.8 6.4
IV 144.2 3.9 11.9 158.0 5.0 16.2 177.1 2.6 7.5

22000011 I 150.5 4.4 14.0 165.7 4.9 17.0 184.0 3.9 10.8
II 156.1 3.7 15.0 174.2 5.1 18.9 188.0 2.2 10.8
III 159.5 2.2 15.0 178.7 2.6 18.8 191.3 1.8 10.9
IV 164.0 2.8 13.7 183.0 2.4 15.8 197.5 3.2 11.5

22000022 I 171.5 4.6 14.0 193.6 5.8 16.8 204.0 3.3 10.8
II 180.3 5.1 15.5 208.0 7.4 19.4 208.9 2.4 11.2
III 180.7 0.2 13.3 205.4 -1.3 14.9 213.3 2.1 11.5
IV 184.9 2.3 12.7 208.2 1.4 13.8 220.5 3.4 11.6

22000033 I 188.6 2.0 10.0 214.6 3.1 10.8 222.5 0.9 9.1
II 187.5 -0.6 4.0 210.6 -1.8 1.3 224.4 0.8 7.4
III 189.0 0.8 4.6 210.6 0.0 2.6 228.1 1.7 7.0
IV 190.9 1.0 3.3 211.5 0.4 1.6 232.1 1.7 5.3

22000044 I 190.6 -0.2 1.0 209.7 -0.9 -2.3 233.6 0.6 5.0
II 191.6 0.5 2.2 209.4 -0.2 -0.6 236.5 1.2 5.4
III 193.3 0.9 2.3 211.1 0.8 0.2 238.8 1.0 4.7
IV 198.0 2.4 3.7 219.4 3.9 3.7 240.9 0.9 3.8

22000055 I 205.2 3.6 7.7 223.7 2.0 6.6 254.1 5.5 8.8
II 211.6 3.1 10.5 228.9 2.3 9.3 264.1 3.9 11.7
III 216.9 2.5 12.2 231.5 1.1 9.7 274.5 4.0 15.0
IV 224.1 3.3 13.2 239.0 3.2 8.9 283.8 3.4 17.8

22000066 I 232.2 3.6 13.1 247.5 3.6 10.6 294.1 3.6 15.7
II 238.9 2.9 12.9 255.3 3.2 11.6 301.7 2.6 14.2
III 242.5 1.5 11.8 258.1 1.1 11.5 307.4 1.9 12.0
IV 248.6 2.5 11.0 266.0 3.0 11.3 313.7 2.0 10.5

22000077 I 248.8 0.1 7.1 264.6 -0.5 6.9 315.8 0.7 7.4
II 246.9 -0.8 3.3 261.8 -1.1 2.5 314.3 -0.5 4.2
III 248.5 0.6 2.5 264.9 1.2 2.6 314.5 0.1 2.3
IV 253.1 1.9 1.8 271.3 2.4 2.0 318.4 1.2 1.5

22000088 I ... ... ... ... ... ... 321.1 0.8 1.7
II ... ... ... ... ... ... 323.7 0.8 3.0

Period

Urban areas-total* Athens Other urban areas

Index Percentage changes Index Percentage changes Index Percentage changes

1997=100

Over
previous

period

Over
correspond-

ing period
of previous

year 1997=100

Over
previous

period

Over
correspond-

ing period
of previous

year 1993 IV=100

Over
previous

period

Over
correspond-

ing period
of previous

year

Sources: For the other urban areas: Bank of Greece. For Athens: calculations based on data from “Danos and Associates” (1993-97), “Property
Ltd” (1997-2005) and “PropIndex SA” (2005-07). For the total of urban areas: weighted index based on the housing stock in Athens and the
other urban areas.
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ernment investment is expected to slightly
exceed 2% (2007: 1.7%).

Anticipated developments in investment, par-
ticularly business investment, are characterised
by uncertainty as to whether the following
assumption will be verified: that the interna-
tional financial turmoil, the slowdown in global
economic activity, the intense inflationary pres-
sures, the significant appreciation of the euro
(annual average), the recent climb of interest
rates and the increase in the prices of oil and
raw materials ―i.e. developments that generally
curb the growth of domestic and international
demand― will exert only a modest influence on
domestic enterprises’ investment decisions.

Nevertheless, the satisfactory development of
bbuussiinneessss  iinnvveessttmmeenntt is fostered by the following:

• Many investment projects came under the
provision of Law 3299/2004; this has endowed
investment demand with stability. Completion
of such projects is scheduled for 2008 or the
forthcoming years; therefore, investment is
expected to keep momentum.

• Thus far, the financial turmoil has not gen-
erated problems of investment project financ-
ing, since credit expansion to enterprises accel-

erated in the first eight months of the year and
interest rates on corporate loans increased only
slightly (see Chapter VII.2-3).

• Enterprises have generally published rela-
tively healthy balance sheets, even though prof-
its dropped in the first half of the year (see
Chapter V).

• An important role in investment demand in
2008 and in the future will be played by the
realisation of energy investment initiatives
(including Renewable Energy Sources – RES),
some of which have been already scheduled but
not yet entered the phase of implementation
(e.g. investment in photovoltaic and aeolic parks).

Against this background, it is concluded that
the indisputable deterioration of the business
climate and the sluggish domestic and inter-
national demand due to the above mentioned
factors will be conducive to a moderate decline
in business investment growth from the high
levels of 2007. Of course, due to the uncer-
tainties and the risks mentioned above, the
possibility of further deceleration cannot be
ruled out.

TToottaall  iinnvveessttmmeenntt  iinn  tthhee  ccoonnssttrruuccttiioonn  iinndduussttrryy  is
estimated to drop somewhat in 2008 (having
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Table IV.4 Indicators of investment demand (2006-2008)

(annual percentage changes)1

2006 2007
2008 

(available period)

Capital goods output 1.3 -2.4 -2.4 (Jan.-July)

Capacity utilisation rate in the capital goods industry (76.7) (80.4) 77.8 (Jan.-Sept.)

Outstanding balance of loans to non-financial corporations with a
maturity of over one year2 12.1 (Dec.) 25.7 (Dec.) 22.0 (Aug.) 

Disbursements out of the Public Investment Programme 8.9 7.6 0.3 (Jan.-Sept.)

Volume of private construction activity (on the basis of permits issued) -19.5 -5.0 -13.9 (Jan.-June)

Cement production 3.1 -9.2 0.2 (Jan.-July)

Construction business expectations index 44.6 1.5 5.0 (Jan.-Sept.)

Outstanding balance of total bank credit to housing3 25.8 (Dec.) 21.4 (Dec.) 15.5 (Aug.)

Sources: NSSG (capital goods output, volume of private construction activity, cement production), IOBE (capacity utilisation rate, business
expectations index), Bank of Greece (loans to non-financial corporations, disbursements out of the public investment programme, housing loans).
1 Except for the capacity utilisation rate.
2 Adjusted for the amount of loan write-offs.
3 Taking into account securitised loans and loan write-offs.
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increased by 1.9% in 2007), while, as men-
tioned above, rreessiiddeennttiiaall iinnvveessttmmeenntt will fall

considerably. (For more details on the con-
struction sector see Box IV.1).
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THE CONSTRUCTION INDUSTRY AND THE HOUSING MARKET

The construction confidence indicator, which was falling in the first half of 2008, made a dis-
tinct rebound in July and August, recording eventually an average annual growth of 4.4%
for the period January-August 2008. In the last 12 months, however, the indicator decreased
by 2.5% on average. At the same time, the IOBE index, which records the months of secured
production for housing construction firms, fell in September 2008 to 7.1 (from 14.7 in Decem-
ber 2007), as the flow of housing loans to households has been steadily declining (the growth
rate of outstanding housing loans to households decreased in August 2008 to 15.5% from
21.4% in December 2007 and 25.8% in December 2006). Given, however, the large reduc-
tion in the volume of private construction activity (based on permits) at an average annual
rate of 13.9% in the first half of 2008 (which presages a further slowdown in current con-
struction activity) and the marginal growth in cement production (at an average rate of 0.2%
in the first seven months of the year), it is estimated that total investment in construction
will decrease slightly in 2008 (having increased by 1.9% in 2007).

A basic feature of the Greek housing market over the last two years has been the setback in
the upward trend of prices (roughly since the beginning of 2006), which however continued
to present marginal positive changes in the first months of 2008. This setback is attributed
both to the small decline in demand, at least as implied by the slackened growth rate of hous-
ing loans, and to the increased supply, which was the result of the particularly intense con-
struction activity before the imposition of VAT (at the beginning of 2006) to newly built
dwellings.1 According to more recent data, the first months of 2008 witnessed marginal
changes compared to 2007. Market trends exert a stabilising influence and real estate prices
at nominal terms recorded a small increase, commensurate to or slightly less than the total
cost of construction.2 Deflated 2008 prices are almost the same as last year’s or slightly lower
in some areas.

Demand in the real estate market remains subdued in 2008, given the general economic con-
dition; on the supply side, there seems to be a considerable stock of available houses, which
nonetheless is being gradually absorbed. These facts, coupled with the significant reduction
in construction activity, on the basis of permits issued (2006: -19.5%, 2007: -5.0%), have made
building contractors cautious and hesitant to take initiative in the last two years. In the short
run, it is estimated that the real estate market will not undergo noticeable changes, since
demand will remain at the current or slightly lower levels, while it is possible that, in the forth-
coming months, the apparent tactic of construction companies to curb expansion will con-
tinue. On the supply side, despite the increased stock of dwellings for sale, the situation does
not seem particularly pressing, since the galloping rise in dwelling prices in the last decade
has generated high profits. It is also encouraging that, in spite of the increase in the cost of

Βοχ IV.1

1 The average annual growth in the volume of private construction activity based on permits issued was 35.2% in 2005.
2 According to the most recent Bank of Greece data on urban areas except from Athens, dwelling prices increased by 2.3% in the first

half of 2008 (compared with an average of 3.8% for 2007). In the area of Athens and in urban areas as a whole dwelling prices rose in
2007 by 3.5% and 3.6%, respectively (see Table IV.3). The General Construction Costs Index of New Residential Buildings published
by the NSSG increased in the first half of 2008 by 4.5%, compared with 4.4% for 2007 as a whole.
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In 2008, the contribution of the real external
balance (i.e. the difference between exports
and imports of goods and services) to GDP
growth is estimated to reverse (positive con-
tribution of approximately 0.5 percentage
point). EExxppoorrttss  ooff  ggooooddss  aanndd  sseerrvviicceess will grow
faster in 2008: this will come almost exclusively
from the anticipated large increase in transport
receipts,5 which account for about 35% of the
total exports of goods and services at nominal
terms. The rise in transport receipts (see also
Box VI.2) is partly attributable to the increased
transport capacity of the new Greek-owned
merchant fleet and the brisk rise in freight
rates.6 Travel receipts are expected to
increase slightly in 2008 at real terms. The
growth rate of goods exports will exceed the
very low levels of 2007 (1.6%), but will still lag
behind the rise in international demand (i.e.
the demand for imports by the destination
markets, which is estimated to grow by 4.2% in
2008, from 6.5% in 2007), mainly because of
the cumulative loss of the Greek economy’s
international price competitiveness (see also
Table VI.1).

The growth of iimmppoorrttss  ooff  ggooooddss  aanndd  sseerrvviicceess is
expected to decelerate considerably in 2008,
mainly owing to the expected significant slow-
down of domestic final demand, while no fur-
ther increase in ship imports at constant prices
is expected. (According to NSSG provisional
quarterly national accounts data, in the first
half of 2008 imports of goods and services
decreased by 5.9%, possibly because customs
statistics, which form the basis of national
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money and the clearly stricter criteria applied by banks with respect to housing loans, out-
standing housing loans continue to grow at high, though distinctly decelerating, rates (as
already mentioned).

55 During January-July 2008, transport receipts increased by 24.3%
and, according to the national accounts practice, they are deflated
by the CPI. In the first half of the year, exports of goods and serv-
ices increased by 4.4% on a national accounts basis.

66 It should be noted, however, that as from June 2008 freight rates
for both liquid and dry cargoes have begun to drop, still remain-
ing, nonetheless, at levels clearly above the average of the last few
years.

Chart IV.4 Output and business 
expectations in manufacturing
(January 2002–September 2008)

Sources: NSSG (output) and IOBE (expectations). The index of
business expectations is based on business firms’ estimates of total
demand and stocks and on output forecasts for the next 3-4
months.
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accounts statistics for the import of goods,
reflect the impact of port strikes over the same
period.)

In summary, the growth rate of the export vol-
ume of goods and services on a national
accounts basis is anticipated to reach 6.5% in
2008 (from 5.9% in 2007), whereas the corre-
sponding rate of goods and services imports
will drop to around 2.5% (from 7.0% in 2007).

On the supply side, the upward trend of total
industrial and manufacturing production dur-
ing 2006-2007 seems to have been interrupted
in the first seven months of 2008. According to
NSSG data, ttoottaall  iinndduussttrriiaall  pprroodduuccttiioonn during
January-July 2008 decreased at an average
annual rate of 2.1% (having increased by 2.2%
in 2007). Accordingly, mmaannuuffaaccttuurriinngg  oouuttppuutt
declined at an average annual rate of 2.3%
(having increased by 1.8% in 2007). This devel-
opment is mainly attributable to the large
reduction in the production of all basic goods
with the exception of consumer non-durables,
which have recorded a small increase.

The IOBE monthly business survey paints a
similar picture with respect to manufacturing
activity (see Chart IV.4). The index of business

expectations in industry has constantly followed
a descending path since December 2007, result-
ing in an average decline of 6.7% in the Janu-
ary-September 2008 period, which is mainly
attributable to the unfavourable development
of demand, especially the external one. More-
over, the capacity utilisation rate in total indus-
try fell marginally over the same period (to
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Chart IV.5 Purchasing Managers’
Index (PMI) for manufacturing
(January 2000–September 2008)

Sources: Markit Economics and Hellenic Purchasing Institute.

(seasonally adjusted index; positive deviations from the value
of 50 indicate an expansion of economic activity)

Table IV.5 Indicators of activity in the services sector (2006-2008)

(annual percentage changes)

2006 2007
2008 

(available period)

SSeerrvviicceess  ttuurrnnoovveerr  iinnddiiccaattoorrss

Car trade 5.7 6.8 2.8 (Jan.-June)

Wholesale trade 11.4 11.4 9.2 (   » » )

Telecommunications-postal services 3.2 1.2 2.7 (   » » )

Information technology 23.3 9.9 8.5 (   » » )

Tourism (hotels and restaurants) 3.7 6.5 3.5 (   » » )

Other business services1 10.0 18.3 12.7 ( »       »   )

PPaasssseennggeerrss

Passenger-kilometres of Olympic Airlines (OA) -4.1 2.7 -6.5 (Jan.-July)

Passenger-kilometres of Aegean Airlines2 8.6 25.5 18.9 (Jan.-June)

Piraeus Port Authority (OLP) passengers 3.7 2.0 -0.4 ( »       »   )

IInnddeexx  ooff  bbuussiinneessss  eexxppeeccttaattiioonnss  iinn  sseerrvviicceess 1100..77 22..88 --33..44  ((JJaann..--SSeepptt      ..))

Sources: NSSG (services turnover indicators), OA, Aegean Airlines, OLP and IOBE (expectations).
1 Including mainly architect and engineering activities, legal services and the sector of advertising.
2 Including charter flights.
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76.4% on average during January-September
2008 from 76.9% in the corresponding 2007
period), still remaining higher than the 2004-
2006 average. The months of secured produc-
tion remained at high levels (5.0 months on
average for the nine-month period compared
with 4.9 months in the corresponding 2007
period).

The Purchasing Managers’ Index (PMI) draws
a more positive picture for manufacturing; the
index has steadily remained above the thresh-
old of 50 points (52.6 on average during Jan-
uary-September 2008, compared with 53.7 for
2007 as a whole), implying that the upward
trend of manufacturing output was carried for-
ward to 2008 (see Chart IV.5).

Most branches of the sseerrvviicceess  sseeccttoorr saw an
increase in activity, despite several indications
of deceleration (see Table IV.2 and Chart IV.2
on the volume of retail sales and new passen-
ger car registrations, already mentioned above,
and Table IV.5 for other indices of activity in
the services sector).

2 EMPLOYMENT AND UNEMPLOYMENT

The total number of employed persons in the
first half of 2008 was 1.3% (which translates
into 56.3 thousand people) higher than in the
first half of 2007. This increase in employment
(see Chart IV.6), at a rate higher than that of
the labour force, led to a reduction in the unem-
ployment rate (see Chart IV.7). The growth rate
of employment in the first half of 2008 (1.3%)
was slightly lower than in 2007 (1.4%) and 2006
(1.7%). Compared with the two previous years,
employment in the private non-agricultural sec-
tor increased at a slightly higher rate in the first
half of 2008 (2.1% in 2008 against 1.9% in 2007
and 1.9% in 2006), whereas employment in the
public sector increased only marginally (+0.2%
in 2008, compared with 2.0% in 2007 and 2.9%
in 2006). In the agricultural sector, the number
of employed persons continued to fall, albeit at
a lower rate (2008 Q1: -1.3%, 2007 Q1: -2.1%,
2006 Q1: -1.6%).7

The iinnccrreeaassee  iinn  eemmppllooyymmeenntt  iinn  tthhee  pprriivvaattee  nnoonn--
aaggrriiccuullttuurraall  sseeccttoorr (+2.1%) mainly stemmed
from (i) the 3.5% rise in the number of
employees in this sector (which contributed 2.2
percentage points in the change in the sector’s
total employment) and (ii) the 4.7% rise in the
number of self-employed with staff (which con-
tributed 0.5 percentage point). By contrast, the
number of self-employed without staff and of
assistants in family businesses fell by 1.4% and
5.3%, respectively, making a negative contri-
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Chart IV.6 Employment
(1999–2008)

Source: NSSG, Labour Force Surveys (LFS). New revised data for
1998-2003, published in January 2005. No changes are shown for
2004, since data are not fully comparable, due to a change in the
survey sample.
* Other employed persons = Self-employed with staff (employ-
ers) + Self-employed without staff + assistants in family busi-
nesses.

(percentage changes over corresponding quarter of previous
year)

77 Comparisons between 2008 and previous years, at the sectoral level,
are difficult because of the adoption (since 2008 Q1) of the new
statistical classification (STAKOD-08). For the time being, cross-
sectoral comparisons are possible for Q1 only, which avails of LFS
data for both classifications. Such comparisons show that the rise
in employment during the first quarter was mainly based on the
branches of trade and various business activities, while the con-
tribution of manufacturing and of transport and communications
declined. According to data from the NSSG survey in retail trade
business firms, employment continued to increase in this branch
during the second quarter too; thus, in the first half of 2008 it was
1.5% higher than in the first half of 2007. In manufacturing, the
employment sub-index of the PMI shows a curb in employment
from April onwards.
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bution (-0.3 percentage point each) to the
change in total employment. AAvveerraaggee  hhoouurrss
wwoorrkkeedd  ppeerr  eemmppllooyyeedd  ppeerrssoonn (normal and over-
time) for employees in the private non-agri-
cultural sector of the economy remained essen-
tially unchanged in the first half of 2008
(+0.5%), compared with the first half of 2007.8

There are no substantial changes between the
first half of 2007 and the first half of 2008 as
regards the forms of employment (e.g. full-
time/part-time, fixed-term/indefinite-term
labour contracts) for the total of employed per-
sons.9 However, there seems to be a difference
in the forms of employment between new
entrants in the labour market and older ones.
More specifically, within the private non-agri-
cultural sector, eemmppllooyyeeeess wwoorrkkiinngg  uunnddeerr  ffiixxeedd--
tteerrmm  llaabboouurr  ccoonnttrraaccttss as a percentage of total
persons employed in the first half of 2008 but
not employed in the first half of 2007 were
38.6%, while the corresponding percentage for
the total of employees in the same sector was
11.5%. Actually, the percentage of newly
recruited workers under fixed-term labour con-
tracts is slightly higher than in 2007 (37.2%).
This implies that, if the slowdown of economic
activity has a negative impact on employment
over the coming months, this impact will prob-

ably be borne mostly by employees working
under fixed-term labour contracts. LFS data
also show an increase (from 4% in the first half
of 2007 to 4.8% in the first half of 2008) in the
percentage of employees in the private non-
agricultural sector who declare that they are
not covered by social insurance.10

The rise in employment between the first half
of 2007 and the first half of 2008 at a rate
(1.3%) higher than that of the labour force
(0.3%) resulted in tthhee  ddeecclliinnee  ooff  tthhee  uunneemm--
ppllooyymmeenntt  rraattee from 8.6% to 7.7%. This decline
stemmed both from the reduction in the num-
ber of persons who were laid off or stopped
working because their contract came to term
and from the increased number of persons who
found a job after being unemployed the year
before.

In the first half of 2008, tthhee  ppeerrcceennttaaggee  ooff  ppeerr--
ssoonnss  uunneemmppllooyyeedd  ffoorr  aa  yyeeaarr  oorr  mmoorree  ((lloonngg--tteerrmm
uunneemmppllooyyeedd))  wwaass  rreedduucceedd to 49.4% of the total
number of the unemployed, from 50.6% in the
first half of 2007. TThhee  uunneemmppllooyymmeenntt  rraattee  ooff
tthhee  1155--2299  aaggee  ggrroouupp  aallssoo  ddeecclliinneedd (to 17.3% in
the first half of 2008 from 18.2% in the first
half of 2007), still remaining, however, at very
high levels.

Firms’ estimates on the short-term outlook of
the number of employed persons, as captured
by the IOBE business survey (see Chart IV.8),
remain positive in September 2008 as regards
retail trade and services, even though at con-
siderably lower levels for services than in Sep-
tember 2007. As regards industry and con-
structions, firms in September 2008, same as in
September 2007, expect a drop in employment
over the forthcoming months. NSSG data on
the number of vacancies for the first quarter of
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Chart IV.7 Total unemployment rate
(1998–2008)

Source: NSSG, Labour Force Surveys.

(percentage of the labour force)

88 The calculation did not include persons whose hours of work were
affected by holidays or strikes in the survey’s reference week.

99 The percentage of part-time employed persons in total employed
persons was 5.8% in the first half of 2007 and 5.6% in the first half
of 2008, whereas the percentage of employees in the non-agricul-
tural private sector working under fixed-term labour contracts was
11.5% in the first half of both 2007 and 2008.

1100 According to the LFS, the percentage of public sector employees
who declare themselves as not insured is 0.59%.
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2008 show a small decline compared with the
corresponding 2007 period.11

As for the more general trends, it should be
underlined that the labour market has been char-
acterised by increased mobility; at the same time,
there are indications of population ageing.
Indicatively, the reduction in the general rate of
unemployment is related to the increase in the
percentage of those unemployed for less than two
months, while changes in the age structure of the
population are also reflected in the increased
average age of persons employed (from 40 years
of age in 2000 to 41 in the first half of 2008).

Notwithstanding the increased employment in
the last decade, the eemmppllooyymmeenntt  rraattee in Greece,
especially of women and young people, is still
low. The improvement of children’s day care
infrastructures could contribute to an increase
in the rate of female employment. In the same
vein, youth employment could benefit from a
reduction in employers’ social security contri-
butions for young people, as is the case in many
other EU-15 countries.

3 FISCAL DEVELOPMENTS

3.1 FISCAL DEVELOPMENTS IN THE SEVEN-MONTH
PERIOD JANUARY-JULY 2008 ON THE BASIS OF
ADMINISTRATIVE DATA

The Budget for 2008 anticipated a reduction of
the state budget (SB) annual deficit to 3.4% of
GDP (compared with 4.6% in 2007), i.e. to a
level compatible with the target of narrowing
the general government deficit (on a national
accounts basis) as a percentage of GDP (see
Table IV.6).12

The deterioration of the international eco-
nomic environment, however, has unfavourably
affected macroeconomic and, hence, fiscal
developments in almost all euro area countries.
It is characteristic that the European Commis-
sion13 expects the fiscal deficit in the euro area
as a whole to widen to 1.0% of GDP in 2008
and 1.1% in 2009, from 0.6% in 2007. Interna-
tional developments have had an adverse influ-
ence on the execution of the Greek budget as
well, especially in respect of revenue.

More specifically, in the seven-month period Jan-
uary-July 2008 the SB deficit amounted to 4.3%
of GDP, compared with 3.5% in the correspon-
ding 2007 period. Over the same periods, the SB
primary balance turned from a primary surplus
of 0.1% of GDP in 2007 to a primary deficit of
0.9% of GDP (see Table IV.6).

The widening of the SB deficit by 0.8% of GDP
in these seven months stems by 75% from the
ordinary budget (OB) and by 25% from the
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Chart IV.8 Business expectations1 for
employment
(December 2004–September 2008)

Source: ΙΟΒΕ, Business Surveys.
1 Firms were asked to assess the prospect of an increase in their
number of employees over the coming period.
2 Excluding banks and retail trade firms.

(percentage balances)

1111 According to data from IOBE business surveys in industry, serv-
ices and constructions, the percentage of firms whose activity is hin-
dered by the lack of suitable personnel decreased slightly in the first
half of 2008 (compared with the first half of 2007) for constructions
and services, but increased slightly for industry.

1122 According to Greece’s notification to Eurostat at end-March 2008,
the deficit for the year 2007 was estimated to 2.8% of GDP; for 2008,
the target was to narrow it to 1.6% of GDP. Eurostat expressed its
reservation on the statistical treatment and the coverage of certain
administrative data (see Eurostat, press release 54/2008, 18 April
2008). Moreover, the ratio of the consolidated debt of general gov-
ernment to GDP was forecast (by the Budget for 2008 and the
Updated Stability and Growth Programme of December 2007) to
fall to 91% at end-2008, against 94.5% at end-2007. In 2007, this
ratio was the second highest among EU countries.

1133 European Commission, DG-ECFIN, Public Finances in EMU-
2008, p.14.
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public investment budget (PIB) and is derived
from a shortfall in revenue and an overrun in
primary expenditure, as well as a pick-up in
public investment growth.

Ordinary Budget revenue

OB revenue increased by 6.7% in the seven
month period January-July 2008 compared
with a budgeted increase of 13.1%.14 Accord-
ing to available detailed data, the growth rate
of revenue from direct and indirect taxes fell
short of the budgeted amounts; at the same
time, non-tax revenue increased by 8.5%, com-
pared with the corresponding 2007 period.

The shortfall in revenue from direct taxes during
these seven months (6.1% increase against a tar-
geted annual 11.1%) was mainly the result of:

• the 13.2% decrease in corporate tax revenue
compared with a targeted increase of 4.4%
(partly as a result of the tax rate cut15 from 29%
to 25%),

• the 20.7% reduction in revenue from taxes
on inheritance, gifts and parental donations16

(owing to the significant cut or even abolition
of the pertinent taxes) and

• the 0.7% reduction in revenue from the
large property tax (which was replaced by the
Single Real Estate Tax – ETAK).17

As regards indirect tax receipts, the shortfall in
relation to the budgeted figures (increase of
6.9% against a targeted 14.1%) is partly the
result of the slowdown in economic activity. This
shortfall can be mainly attributed to the decel-
erated growth of VAT revenue (8.7%, or 6.4%
if the revenue from VAT on fuel is not taken
into account, compared with 10.1% in the cor-
responding 2007 period and a targeted 14.5%),
which is partly due to the slowdown in con-
sumption. Besides, in the past, firms partly
abstained from paying VAT in the face of dete-
riorating economic conditions. Receipts from
the real estate transfer tax also decreased (by
6.2%), when, in the corresponding 2007 period,

they had increased by 30.7%. This was the result
of (i) the general downturn in the real estate
market following three years of strong growth
and (ii) the sharp increase in revenue in the first
quarter of 200718 (base effect). Revenue from
tobacco tax also fell by 1.3%, having increased
by 8.1% in the corresponding 2007 period.
Receipts from car registration fees dropped by
8.0%, having received an 11.6% increase in the
corresponding half of 2007, partly because of
the 2.2% decrease in car sales. Finally, revenue
from the tax on stock exchange transactions fell
by 11.6%, having risen by 20.7% in the corre-
sponding 2007 period, owing to stock exchange
developments.

By contrast, a significant increase (21.6%) was
recorded during this seven-month period in
revenue from the special consumption tax on
fuel (which is not affected by changes in prices,
since it applies to volume units), as the tax rate
on heating oil was equalised to that on diesel
oil as from 15 February 2008.

It is estimated that revenue will improve sig-
nificantly over autumn, with the start of heat-
ing oil distribution19 in mid-October and the
collection of revenue from ETAK. Moreover,
Law 3697/2008, which was passed in Septem-
ber, includes measures such as the settlement
of pending tax cases, the collection of tax
arrears and the 20% increase in annual road
duties, which are expected to affect revenue
favourably in the last months of the year.
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1144 The 13.1% growth rate is arrived at if the extraordinary “account-
ing” revenue from Olympic Airlines (€437 million) is deducted
from total 2007 revenue. See Bank of Greece, Annual Report 2007,
April 2008, Chapter VIII.2, fn.5.

1155 Applying as from 1 January 2007 and relating to 2007 profits taxed
in 2008.

1166 Regarding taxes on inheritance, gifts and parental donations as
well as on large property, the relevant law (3634/2008) was passed
at end-January 2008; possibly, therefore, the pertinent provisions
were not known when the Budget was being drawn up (October
2007).

1177 Revenue from the large property tax has become null; ETAK has
yielded approximately €80 million (from corporations). The
amount of ETAK revenue from households is expected to be
announced in the forthcoming months.

1188 For the reasons for the marked increase in real estate transactions
and the related revenue in the first quarter of 2007 see Bank of
Greece, Annual Report 2007, April 2008, Chapter VIII.2.1.

1199 Associated revenue (which accounts for 10.6% of total revenue
from VAT) has increased by 33.2% already, during these seven
months, having declined by 2.0% in the corresponding 2007 period.
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Ordinary Budget expenditure

OB expenditure (which includes tax refunds)
increased by 10.9% in the seven-month period
January-July 2008, from 7.8% over the same
2007 period (see Table IV.6). The Budget out-
lines an (annual) expenditure increase of
5.6%.20 Same as in 2007, the high growth rate
of expenditure stems from the growth of OB
primary expenditure, which increased by 13.8%
during these seven months, compared with a
targeted increase of 5.2%.

According to provisional data,21 the overrun in
primary expenditure is derived from the rise in
personnel outlays, specifically: (i) the payment
of the first instalment of arrears to the judici-
ary amounting to €180 million, (ii) the appli-
cation, since the beginning of the year, of a spe-
cial payroll for the members of the armed
forces and the security forces (rises of 8-9%
beyond those provided for by incomes policy),
(iii) the extension of the allowance paid to fam-
ilies with many children to include families with
three children and (iv) the considerable
increase in expenditure for civil servants’ pen-
sions (17.0%) and tax refunds (33.5%). More-
over, outlays for government grants (the second
largest expenditure item) increased by 21.0%
in the seven-month period. It is noted that out-
lays for grants include subsidies to social secu-
rity funds for the payment of the second
increase in OGA (Farmers’ Insurance Fund)
pensions and of the social solidarity allowance
to pensioners (EKAS). It is estimated that the
growth rate of primary expenditure will decel-
erate in the remainder of the year on account
of the extraordinary expenditure22 of 2007 (base
effect) and of the recent decision23 to cut back
on OB expenditure by €500 million.

Contrary to primary expenditure, interest pay-
ments increased over the seven-month period
by only 1.3% compared with the corresponding
period in 2007. It is estimated that interest pay-
ments will rise in the remainder of the year and
that they will eventually reach the budgeted
amount (7.2% increase on an annual basis),
same as in previous years. It is noted that,

because of the increase in the government’s
borrowing rates in the first half of 2008, the
interest rate on new borrowing (“marginal
rate”) reached 4.6%, exceeding by 20 basis
points the government’s “average borrowing
rate”. This means that interest payments will
tend to increase in the future.

Public Investment Budget

The PIB deficit in the seven-month period Jan-
uary-July 2008 amounted to €2,361 million (or
almost 1.0% of GDP), compared with €1,691
million in the corresponding 2007 period. This
widening of the deficit is mainly the result of
the swifter pace of project implementation and
of the 13.0% increase in investment expendi-
ture, combined with a small decrease of 2.8%
in PIB revenue (see Table IV.6).

3.2 NET BORROWING REQUIREMENT IN THE
EIGHT-MONTH PERIOD JANUARY-AUGUST 2008
ON A CASH BASIS

The central government’s cash deficit widened
to 4.4% of GDP in the eight-month period Jan-
uary-August, from 3.9% of GDP in the corre-
sponding 2007 period. This widening has been
contained by the large increase in the balance
of the account for income support to farmers
(ELEGEP account managed by the Organisa-
tion for the Payment and Control of Guidance
and Guarantee Community Subsidies –
OPEKEPE), which from €717 million in 2007
reached €2,224 million in 2008 (see Table
IV.7). Since the ELEGEP account balance
becomes null in the course of the year,24 this is
actually a temporary improvement. Should this
balance not be taken into consideration, the
cash deficit of the state budget would have
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2200 From August until the end of 2007, €2,360 million of extraordinary
primary expenditure were recorded, with no similar expenditure for
2008. If this expenditure is deducted from 2007 results, the growth
rates of OB total expenditure and primary expenditure for 2008
amount to 10.0% and 10.6%, respectively.

2211 These data are published on a monthly basis by the State General
Accounting Office (Budget Implementation Bulletin).

2222 See footnote 20.
2233 See Ministry of Economy and Finance, the announcements pub-

lished on 7 and 14 September 2008.
2244 In 2007, subsidies to farmers were paid earlier and the balance had

effectively become null by June already.
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widened from 4.2% in January-August 2007 to
5.3% in the corresponding 2008 period (see
Table IV.7).

It is noted that the eight-month expenditure (on
a cash basis) includes an amount of €36 million
which was paid in direct financial support to
those stricken by the earthquake of June 2008.

3.3 OVERVIEW OF THE DEVELOPMENTS AND
PROSPECTS FOR THE YEAR AS A WHOLE – THE
NEW FISCAL MEASURES

In the January-July period, the SB deficit
widened significantly (on an administrative
basis) to 4.3% of GDP from 3.5% in the cor-
responding 2007 period.

This development stems from the shortfall in
SB revenue and the overrun in SB expenditure.
The growth rate of revenue is expected to
gather pace in the remainder of the year, as the
receipts from the single real estate tax (ETAK)
and the tax on heating oil (the distribution will
commence in October) will come in along with
revenue from the tax measures provided for by

Law 3697/2008. By contrast, the growth rate of
primary expenditure is expected to slow down
in the rest of the year, since at the end of 2007
considerable extraordinary expenditure was
realised, which will not be repeated in 2008. At
the same time, a cut of €500 million in expen-
diture until year-end has been announced. In
the last quarter of the year, however, extra
expenditure will be added (e.g. the second instal-
ment of the increase in civil servants’ salaries).

Interest payments, which appear slightly
increased in January-July 2008, are estimated
to conform to the budgeted amounts by the
end of the year, as is usually the case.

It is expected that this reversal of trends in SB
revenue and primary expenditure over the last
months of the year will reduce to a large extent
the differentials recorded in the seven-month
period. Given the developments, however, par-
ticular efforts are required to contain the fis-
cal deficit for 2008.

With a view to improving the fiscal balance, the
government introduced on 28 August 2008 a
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Table IV.7 Net borrowing requirement of central government on a cash basis1

(million euro)

11..  SSttaattee  bbuuddggeett 1111,,550000 1122,,443322 88,,668855 99,,663333 1122,,889988

Percentage of GDP 5.4 5.4 4.1 4.2 5.3

- Ordinary budget2 7,0204 8,5125 7,151 7,109 10,316

- Public investment budget 4,480 3,920 1,534 2,524 2,582

22..  EELLEEGGEEPP  ––OOPPEEKKEEPPEE33 --11,,003333 11,,116600 --11,,330011 --771177 --22,,222244

33  CCeennttrraall  ggoovveerrnnmmeenntt  ((11++22)) 1100,,446677 1133,,559922 77,,338844 88,,991166 1100,,667744

Percentage of GDP 4.9 5.9 3.5 3.9 4.4

Year January-August

2006 2007 2006 2007 2008*

Source: Bank of Greece.
* Provisional data.
1 As shown by the respective accounts with the Bank of Greece and other credit institutions.
2 Including movements in public debt management accounts.
3 Organisation for the payment and Control of Guidance and Guarantee Community Subsidies. It replaced DIDAGEP (Agricultural Markets
Management Service) on 3 September 2001.
4 Including revenue of €149.7 million from EETT revenue settlement, €299.3 million from the decrease in the capital of the Postal Savings
Bank, €34 million from the decrease in the capital of the Agricultural Bank, €290 million from additional dividends of the Deposits and Loans
Fund, €323 million from the sale of Agricultural Bank shares, €597.4 million from the sale of Postal Savings Bank shares, €364.4 million from
the sale of Emporiki Bank shares, as well as expenditure for a grant of €422.9 million to OGA.
5 Including receipts of €1,107.5 million from the sale of OTE shares and €502.8 million from the sale of Postal Savings Bank shares, as well
as expenditure of €264.9 million for aid to the fire-stricken and of €465.7 million for a grant to OGA.
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draft law entitled “Enhancing the transparency
of the State Budget, controlling public expen-
diture, tax equitability measures, and other
provisions”. The law, which was passed in Sep-
tember (Law 3697/2008), contains a three-part
package of fiscal measures:

• The first part relates to the incorporation of
“Special Accounts” into the state budget. This
arrangement will enhance the transparency of
the budget and restore the uniformity of fiscal
management.

• The second part includes provisions aimed
at monitoring and containing the expenditure
of various general government entities, e.g.
public hospitals, local authorities, social secu-
rity organisations, etc.

• Finally, the third part contains a series of tax
measures designed to improve OB revenue,
most of which will enter into force on 1 Janu-
ary 2009. These measures include the settle-

ment of pending tax cases and the collection of
tax arrears under favourable terms for tax pay-
ers, the increase in annual road duties for 2009,
the taxation of dividend income and of the sur-
plus value resulting from stock market trans-
actions, the abolition of the freelancers’ tax
exemption etc. Some of these regulations are
aimed at broadening the tax base, others (for
the settlement of pending tax cases and the col-
lection of tax arrears) are aimed simply at
counteracting the long-lasting weaknesses of
the tax collection mechanism and cannot con-
tribute to combatting tax evasion and cultivat-
ing the taxpayers’ consciousness over the
medium term.

According to the Ministry of Economy and
Finance, the tax regulations of this new law are
expected to yield €4.1 billion, of which approx-
imately €3 billion will be one-off revenue.
Most of this revenue will be collected in 2009,
with only a small portion to be realised in 2008
(approximately €700 million) and 2010.
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1 SUMMARY OF INFLATION DEVELOPMENTS,
AND INFLATION PROSPECTS FOR THE WHOLE
OF 2008

The considerable rise in inflation, which began
in the last quarter of 2007, has increased in the
course of 2008 and affects particularly the eco-
nomically weaker social groups. This rise is
attributable, at first sight, to short-term exter-
nal factors (the large rise in oil and food com-
modity prices internationally) and short-term
domestic factors (the faster growth of unit
labour costs). The inflationary effect of these
factors offsets by far the anti-inflationary effect
exerted by:

• first, the appreciation of the euro (on an
average annual basis), which limits the loss of
households’ purchasing power caused by
increased inflation, and

• second, the slowdown of domestic demand
growth (see Chapter IV.1).

The external and domestic determinants of the
increase in inflation since the last quarter of
2007 are short-term only in part.

Indeed, the large increase in oil and food com-
modity prices internationally reflects, to a large
extent, structural changes in the global econ-
omy, such as rapid growth, the rise in living
standards and the increase in the contribution
of developing economies, particularly China
and India, to global demand (see also Box V.1).
Of course, international oil prices, following
their very large rise, dropped substantially in
the last period and the slowdown of the rise in
demand might lead to their further drop. How-
ever, oil prices remain high, while uncertainty
regarding their future development is increased
and it is likely that they will continue to show
strong fluctuations. This means that oil and
food commodity prices are most likely to
remain at high levels in the medium term. Fur-
thermore, the inflationary impact of the exter-
nal disturbances of supply is intensified owing
to imperfect competition in important domes-
tic markets (see Appendix 1 of this chapter).1

Besides, as the “oil intensity” and the “oil
dependence” of the domestic production of
goods and services are relatively high (see
Appendix 2 of this chapter), the inflationary
impact of the rise in oil prices is greater than
on average in the euro area. Consequently, it
is reasonable that the anti-inflationary impact
of a drop in oil prices will be greater, too.

The acceleration of the growth rate of unit
labour costs in 2008 is attributable to con-
junctural reasons:

• the effect that the acceleration of inflation
since-end 2007 had on wage earners’2 inflation
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V I N F L A T I ON : D E V E LOPMENT S , P RO S P E C T S AND
DE T ERM IN ANT S

11 This observation applies by analogy to domestic supply distur-
bances. For instance, if owing to adverse weather conditions the
production of fruit and vegetables is reduced, the rise in prices may
be higher than expected, because conditions of imperfect compe-
tition exist in the market (in the distribution circuit).

22 Indeed, households’ inflation expectations have increased notice-
ably since November 2007 (see Chart V.1).

Chart V.1 Inflation expectations1 of con-
sumers and business firms
(January 2007–September 2008)

Sources: ΙΟΒΕ and European Commission, Business and
consumer survey results.
1 The responses of business firms concern the prospect, in the next
3-4 months, of price increases for the goods they produce, while con-
sumers’ responses concern the prospect of a faster increase in con-
sumer prices in the next 12 months. The data for consumers are sea-
sonally adjusted.

(percentage balances)
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expectations and on the outcome of collective
bargaining for wage increases in 2008, and

• certain specific wage arrangements in the
public sector.

Nevetheless, the relatively high growth rates of
labour costs in the last eight years (which are
much higher than in the euro area as a whole
– see Table V.4) are the result of more per-
manent factors.

First, in recent years the Greek economy has
been characterised by conditions of excess
demand, which in 2008 have weakened and in
2009 may be eliminated.

Second, imperfect competition in major prod-
uct markets, both of goods and services, allows
the businesses which operate in this environ-
ment to grant relatively high wage increases
and pass all of the labour cost increase on their
product prices (and, generally, raise their
prices more than what the increase in cost ele-
ments and the maintenance of reasonable
profit levels would entail).

Third, elements of labour market rigidity still
exist, due to regulations that remain in its insti-
tutional operational framework.

Fourth, the social partners’ behaviour has not
fully adapted to the fact that, under the con-
ditions of operation of the economic and mon-
etary union, their contribution to safeguarding
and improving competitiveness and, conse-
quently, employment, is crucial.

The analysis of developments shows that the
rise in fuel prices since the last months of 2007
has already had strong second-round effects on
inflation in 2008, as it affected both wage-earn-
ers’ and enterprises’ inflation expectations and
―thereby― their pricing and wage policies. By
contrast, in the other euro area countries sec-
ond-round effects were limited.

It is obvious that, if the above-mentioned
structural factors remain strong, the medium-

term outlook of inflation will be adversely
affected. Of course, of these factors, the
domestic ones may weaken or be eliminated
with the implementation of appropriate
national economic policy measures. As for the
external factors, the increase in international
oil prices and other basic commodities
(mainly food) is, for Greece and the other
countries that import these items, a kind of
mandatory contribution, a “tax” in favour of
the countries that export them. This income
transfer reflects a shift of relative prices
worldwide. Neither households nor enter-
prises can retrieve lost income in the short-
term. Certainly, it is necessary as a first step
to relieve the most vulnerable social segments
from the effects of this phenomenon, with tar-
geted interventions which will not derail fis-
cal prospects. In a longer time horizon, it is
possible to compensate for these non-directly
retrievable losses of purchasing power with
policy interventions for the enhancement of
competition, but also with initiatives by enter-
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Chart V.2 Harmonised index of consumer
prices in Greece, the euro area and the
European Union
(January 2007–August 2008)

Sources: NSSG and Eurostat.

(percentage changes over same month of previous year)
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prises themselves which will improve com-
petitiveness.

As concerns the short-term evolution of, and
outlook for, inflation in Greece, the annual
growth rate of the Harmonised Index of Con-
sumer Prices (HICP – see Chart V.2), from
3.6% in the last quarter of 2007, accelerated
considerably in the first seven months of 2008
and stood at 4.9% for three months (May-
July), while in August in dropped impercepti-
bly to 4.8%. Core inflation, as measured on the
basis of the HICP excluding energy and
unprocessed food prices, recorded a slightly
smaller acceleration: it reached 3.8% in August
2008, compared with 2.8% in the last quarter
of 2007 (see Chart V.3). It is characteristic that
50% of the annual growth rate of the HICP in
August (4.8%) was accounted for by the rise of
1.6 percentage points in energy prices (mainly
fuel) and 0.8 percentage point in unprocessed
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Chart V.3 Core inflation in Greece and 
the euro area on the basis of the HICP 
excluding energy and unprocessed food 
(January 2007–August 2008)

Sources: NSSG and Eurostat.

(percentage changes over same month of previous year)

THE EVOLUTION OF FUEL AND FOOD PRICES INTERNATIONALLY AND IN GREECE

International crude oil and food prices continued to increase rapidly in the first half of 2008,
but they subsequently fell, as a result mainly of the considerable slowdown of global eco-
nomic growth.1 International food prices increased more than 50% from the beginning of
2007 until mid-July 2008, while oil prices have exceeded in real2 terms the high levels of the
previous oil crises (of 1973-74 and 1979-80). This development has important implications
for countries with high oil intensity and dependence such as Greece (see Appendix 2 of this
chapter). Estimates on the future evolution of oil and food prices are surrounded by high
uncertainty and prices are characterised by strong volatility. Despite the drop in oil prices
in the recent period, they remain high. Also, the impact of supply and demand factors is
expected to have a longer-term character, maintaining pressures for increases in commod-
ity prices in the future. Specifically, as regards demand prospects, a distinction should be
made between cyclical effects (which stem from the current slowdown of world economic
growth) and the more permanent changes which are associated with the rapidly increasing
industrial production and the rise in disposable income (from a low basis) in large emerg-
ing economies, specifically in China and India, and lead to an upward shift of the curve of
world demand for commodities.

Box V.1

1 The average international price of crude oil increased by 427% from 2002 up to the end of June 2008. The average international price
of non-fuel commodities increased by 120% in the same period. The increase in the sub-indices of food (112%) and metals (239%) is
very large. In euro terms, these cumulative changes are far smaller: crude oil: 220%, non-fuel commodities: 34%, food and metals: 29%
and 106%, respectively.

2 The US CPI is usually employed as deflator.
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The key factors which caused the increase in oil prices are the constantly increasing world
demand and the tightness of supply in conjunction with increasing geopolitical concerns.
As regards global oil consumption, the fast increase in the demand of the larger develop-
ing economies, such as China, more than offsets the reduction in demand from advanced
economies. The increase in oil prices is attributable in the short-term to the depreciation
of the dollar and the shift of investors to basic commodity markets in order to offset yield
losses from investment in capital markets.

The rise in food prices is mainly due to the large rise in global demand for food and ani-
mal feed, due to the rise in living standards in developing countries, but also because agri-
cultural products such as corn are demanded for the production of bio-fuels. At the same

time, the rise in food prices is the result of factors that limited supply, such as the reduced
production owing to adverse weather conditions, low reserves, the increase in cultivation
costs due to high energy and fertiliser prices, the substitution between cultivations, but also
the increase in tariffs and in other constraints on exports by certain developing countries
so as to cover high domestic demand.

The increase in international crude oil and food commodity prices contributed to the increase
in international and domestic fuel and food prices, exerting direct impact on inflation in almost
all economies. Certainly, the size and the speed of the inflationary impact from the change
in international fuel and food commodity prices differ among countries and are mainly influ-
enced by:

• the quantity and the import prices3 of crude oil, oil derivatives and food,

Table A HICP and its food and fuel components in Greece and the euro area (2001-2008)

(annual percentage changes)

Source: Calculations based on NSSG and Eurostat data.
* Average annual percentage changes for the first eight months of the year.

HICP Food Fuel

Greece Euro area Greece Euro area Greece Euro area

2001 3.7 2.3 5.4 5.3 -3.5 -2.5

2002 3.9 2.2 5.9 3.0 -1.8 -1.2

2003 3.4 2.1 5.0 2.2 3.8 3.0

2004 3.0 2.1 0.8 1.2 7.6 7.1

2005 3.5 2.2 0.8 0.6 16.8 13.2

2006 3.3 2.2 3.4 2.3 11.1 6.8

2007 3.0 2.1 2.2 2.7 1.4 1.8

2008* 4.6 3.6 6.1 6.3 23.7 19.3

3 The prices of fuel and food imports in the euro area are affected, inter alia, by the appreciation of the euro against the dollar, the degree
of pass-through of international prices into the prices of imports, the structure of world trade and the pricing strategies of exporters.
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• the oil intensity and dependence of each economy,

• the factors that shape final consumer prices of fuel and food, such as domestic competi-
tion conditions, taxes and subsidies, and

• the share of fuel and food in the “basket” of goods and services of the consumer price index.
In the case of Greece, this share is 22.3%, compared with 19.9% in the euro area.

Although it is forecast that commodity prices in 2009 will be relatively stable, their previous
protracted rise will continue to have a direct and indirect effect on inflation.

In Greece, the direct effect of the continuous rise in food and fuel prices is now evident
on a monthly basis in the rate of change in the Harmonised Index of Consumer Prices
(HICP), as well as in the relevant food4 and fuel5 sub-indices. In the first eight months of

2008 (see Table A), the average annual rate of increase in the Greek HICP was one per-
centage point higher than in that of the euro area, the respective rate for the food sub-
index was lower by 0.2 percentage point and that of the fuel sub-index was high by 4.4 per-
centage point. In the same period, the direct contribution of food and fuel prices to over-
all inflation was particularly important and came to 53% for Greece and 56% for the euro
area. The contribution of fuel to the HICP increase was larger than that of food items (see
Table B).

4 The “Food” sub-index of the HICP comprises “Cereals and preparations”, “Meat”, “Fish”, “Dairy and eggs”, “Oils and fats”, “Fruit”,
“Vegetables”, “Sugar, chocolates, sweets, ice-creams” and “Other food”.

5 The “Fuel” sub-index of the HICP comprises “Gas”, “Heating oil” and “Fuels-lubricants”.

Table B Contribution of the rise in food and fuel prices to overall inflation in Greece and
the euro area (2001-2008)

(percentage points)

Source: Calculations based on NSSG and Eurostat data.
*First eight months.

Food Fuel

Greece Euro area Greece Euro area

HICP weight in 2008 16.51% 14.45% 5.82% 5.47%

2001 1.07 0.75 -0.20 -0.12

2002 1.06 0.44 -0.08 -0.04

2003 0.89 0.32 0.16 0.11

2004 0.14 0.17 0.31 0.26

2005 0.14 0.09 0.77 0.56

2006 0.58 0.32 0.68 0.34

2007 0.35 0.39 0.08 0.10

2008* 0.99 0.92 1.43 1.08
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food prices and its entire acceleration in com-
parison with 2007 can, from an “accounting”
aspect be attributed to these two categories.3

The annual growth rate of HICP inflation is
forecast to drop slightly to around 4.4% in the
last quarter of 2008 (mostly because fuel
prices, which have been falling recently, will
be compared with the high levels of the cor-
responding quarter of 2007, but it will
increase considerably for the whole of 2008 –
to about 4.6%, from 3.0% in 2007. Core infla-
tion is expected to stand around 3.6% in the
last quarter of 2008 (from 2.8% in the corre-
sponding quarter of 2007), while on an aver-
age annual basis it will increase to about
3.5%, from 3.2% in 2007. These forecasts are
characterised by increased uncertainty, par-
ticularly as regards the course, in the remain-
ing months of 2008, of the international prices
of oil, food commodities and other raw mate-
rials, as well as of the dollar-euro exchange
rate.

A considerable increase in the annual growth
rate of HICP inflation and a limited increase

in core inflation was observed also in the euro
area in the first eight months of 2008 (see
Charts V.2 and V.3). The upward deviation of
inflation in Greece from the corresponding
aggregate in the euro area as a whole
increased slightly (to 1.0 percentage points on
average, from 0.9 percentage point in the cor-
responding period of 2007), but the deviation
of core inflation was reduced (to 0.9 per-
centage point, from 1.5 percentage points in
the corresponding period of 2007 (see Tables
V.1 and V.2 and Chart V.5). The maintenance
of inflation and particularly core inflation at
levels higher than in the euro area as a whole
is attributable to macroeconomic factors and
the already mentioned conditions under
which the market operates (for more details
see Box V.2).

Monetary Policy
Interim Report
200876

Chart V.4 Consumer price index and core
inflation in Greece
(January 2007–August 2008)

Source: Calculations based on NSSG data (national index).

(percentage changes over same month of previous year)

Chart V.5 Annual inflation differentials
between Greece and the euro area
(2002–2008)

Source: Calculations based on Eurostat and ECB data.

(selected indices, differentials in percentage points)

33 In the January-August period of 2008, the average annual level of
HICP inflation was 4.6% (from 2.8% in the respective last-year
period), while that of core inflation was 3.4% (from also 3.4% in
the respective last-year period). Energy prices accelerated (to
20.5%, from a drop of 2.0% in the respective last-year period), as
did the prices of processed food (to 5.9% from 3.9%) and the prices
of non-processed food (which include fresh fruit and vegetables –
to 3.7% from 1.8%). By contrast, a deceleration was recorded in
the prices of industrial goods excluding food and energy (to 1.9%
from 2.4%) and of services (to 3.5% from 3.8%).
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Table V.1 Harmonised index of consumer prices: Greece and the EU (2006-2008)

(annual percentage changes)

Source: Eurostat.

Austria 1.7 2.2 1.7 3.6

Belgium 2.3 1.8 1.2 5.4

Bulgaria 7.4 7.6 9.3 11.8

Cyprus 2.2 2.2 2.2 5.1

Czech Republic 2.1 3.0 2.6 6.2

Denmark 1.9 1.7 0.9 4.8

Estonia 4.4 6.7 6.1 11.1

Finland 1.3 1.6 1.3 4.6

France 1.9 1.6 1.3 3.5

Germany 1.8 2.3 2.0 3.3

GGrreeeeccee 33..33 33..00 22..77 44..88

Hungary 4.0 7.9 7.1 6.4

Italy 2.2 2.0 1.7 4.2

Ireland 2.7 2.9 2.3 3.2

Latvia 6.6 10.1 10.2 15.6

Lithuania 3.8 5.8 5.6 12.2

Luxembourg 3.0 2.7 1.9 4.8

Malta 2.6 0.7 0.6 5.4

Netherlands 1.7 1.6 1.1 3.0

Poland 1.3 2.6 2.1 4.4

Portugal 3.0 2.4 1.9 3.1

Romania 6.6 4.9 5.0 8.1

Slovakia 4.3 1.9 1.2 4.4

Slovenia 2.5 3.8 3.4 6.0

Spain 3.6 2.8 2.2 4.9

Sweden 1.5 1.7 1.2 4.1

United Kingdom 2.3 2.3 1.7 4.7

European Union-27 2.2 2.3 1.9 4.2

EEuurroo  aarreeaa 22..22 22..11 11..77 33..88

 Country
2006

(year average)
2007

(year average) August 2007 August 2008

Table V.2 Contribution to the inflation differential between Greece and the euro area 
(2003-2008)

(percentage points)

Source: Calculations based on Eurostat and ECB data.

2003 2004 2005 2006 2007
2008 

(Jan.-Aug.)

DDiiffffeerreennttiiaall  ooff  aavveerraaggee  aannnnuuaall  rraatteess  ooff  HHIICCPP  cchhaannggee 11..33 00..99 11..33 11..11 00..99 11..00

CCoonnttrriibbuuttiioonnss::

Core inflation 0.94 1.16 1.40 1.15 1.00 0.59

of which:

Services 0.60 0.48 0.51 0.43 0.50 0.42

Processed food 0.04 0.20 0.10 0.44 0.13 -0.13

Non-energy industrial goods 0.30 0.48 0.79 0.28 0.35 0.30

Unprocessed food 0.36 -0.36 -0.30 -0.12 -0.06 0.00

Energy 0.00 0.10 0.20 0.11 -0.03 0.45
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The maintenance of the inflation differential
and the appreciation of the euro entail a fur-
ther drop in the international price compet-
itiveness of the economy. Specifically, the
real effective exchange rate indices vis-à-vis
Greece’s 28 trading partners, namely both

relative consumer prices and relative unit
labour costs, expressed in a common cur-
rency, have increased considerably from 2000
to date (see Table VI.1) These increases
equal corresponding losses in competitive-
ness.
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INFLATION DIFFERENTIAL BETWEEN GREECE AND THE EURO AREA

In the first seven years of Greece’s participation in the economic and monetary union (2001-
2007), the average annual inflation rate exceeded by 1.2 percentage points the correspon-
ding aggregate for the euro area as a whole. The differential is maintained in 2008 as well
(see Table V.1 and Chart V.5 in the main text).1

The persistence of inflation, particularly core inflation, at levels higher than in the euro area
as a whole is attributable to macroeconomic factors (developments in domestic demand and
production costs), the conditions of market operation and the fact that the social partners’
behaviour has not been fully adjusted to the conditions of the economic and monetary union.

Specifically, the inflationary pressures resulting from the faster development of the Greek
economy and the conditions of excess demand which exist in recent years in Greece (but not
in the euro area2) interact with the increase in unit labour costs, which in Greece is faster
than in the euro area. 

Moreover, the operating conditions of certain goods and services markets in the Greek econ-
omy have not adequately improved and there is still a lag compared with the European econ-
omy (see Appendix 1 of this chapter). The fact that domestic markets of crucial importance,
such as the fuel and the fruit and vegetables markets, do not function effectively leads to the
intensification of the inflationary effects of external or domestic disturbances.

An additional factor is the differences in the structure of the economy, which may be reflected
in imports composition. A characteristic example is the relatively high energy and oil inten-
sity and dependence of the Greek economy (see Appendix 2 of this chapter), because of which
oil price fluctuations affect inflation in Greece more than in other countries.

Finally, it is reasonable for the economic convergence and integration process which is under
way in the Greek economy to lead, to a certain extent, to higher inflation. Indeed, in the con-
text of the operation of the single market and the monetary union the levels of marketable
goods prices3 are expected to converge. So, as the level of prices in Greece is lower than the

Βοχ V.2

1 Of course, during the period that preceded the entry, the inflation differential vis-à-vis the average of the countries that later consti-
tuted the euro area was much greater. The differential was reduced from 11.9 percentage points on average in the period 1980-1989
to 8.8 percentage points in the period 1990-1998 and 1.1 percentage points in the 1997-2007 period. See ECB, Monthly Bulletin – 10th
Anniversary of the ECB 1998-2008, June 2008.

2 According to European Commission estimates (Statistical Annex of European Economy – Spring 2008, Tables 80, 92, 93), the “out-
put gap”, which constitutes an index of excess demand, was positive in Greece and negative in the euro area in the years 2003-2006 (the
same applies for 2008 as well), while in 2007 it was positive both in Greece and the euro area, but in Greece it was bigger.

3 See ECB, ibid.
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2 KEY DETERMINANTS OF INFLATION IN 2008

In more detail, the key determinants of the
increase in inflation in 2008 evolved as follows:

The international price of Brent crude oil (in US
dollars) increased at an average annual rate of
71% in the first eight months of 2008, compared
with a sole 8.9% in 2007 on average. However,
owing to the appreciation of the euro against the
dollar at an average annual rate of 14.4% in the
same period (compared with 9.1% in 2007), the
price of oil in euro increased noticeably less,
albeit at a very high rate (49.4%), while it had
remained stable (-0.2%) in 2007. These devel-
opments affected similarly fuel prices in the
domestic market (see Charts V.6 and V.7).4 If
―due to the uncertainty characterising the
prospects of these aggregates― it is assumed
that the dollar price of oil and the exchange rate
of the euro against the dollar are maintained in

the remaining months of 2008 at the level of
August, it arises that for the whole of 2008 the
average increase in the price of oil will come to
57% in dollars and 43% in euro, while the aver-
age annual appreciation of the euro against the
dollar will be of the order of 9.5%.5

Furthermore, the rate of increase in non-oil
commodity prices is accelerating in dollars and
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corresponding euro area average and gradually converges therewith,4 inflation in Greece may
be higher than average inflation in the euro area.5

Particularly regarding the faster increase in unit labour costs (mentioned above), it should
be pointed out that, according to one approach, this simply constitutes the other facet of infla-
tion deviation and it is attributable to the same factors, namely the ineffective operation of
goods and services markets, the difference of phase of the economic cycle, the stronger effect
of the rise in oil and fruit and vegetables prices, as well as the economic convergence process.
This happens precisely because such factors affect inflation and, hence, wage claims. At the
same time, however, the positive differential of the growth rates of unit labour costs constitutes
an independent determinant of inflation deviation, to the degree that it reflects differences
in the operating conditions of the Greek labour market (in comparison with other euro area
countries) and the social partners’ behaviour (as already mentioned).

4 According to Eurostat estimates (Structural Indicators), the level of consumer prices in Greece corresponded to 81.3% of the respec-
tive level in the euro area-12 in 2001, while in 2007 it had come to 86.8%.

5 Of course, to the degree that the price convergence process concerns also internationally non-tradable goods and services, the infla-
tion differential does not necessarily imply an equivalent worsening of international competitiveness. It should be recalled that, accord-
ing to the “Balassa-Samuelson effect” analysis, higher inflation in the less developed countries does not necessarily imply a deterio-
ration of international competitiveness, to the degree that it concerns products which are not internationally tradable. This occurs when
nominal wages in the economy increase in line with the higher rate of increase in productivity in the sector of internationally tradable
products, resulting in a rise in the general level of prices due to the increase in the prices of internationally non-tradable goods, where
productivity remains stable. In Greece, however, the sector of internationally tradable products does not play a decisive role in deter-
mining pay rises, while wage bargaining in the broader public sector plays a more important role. Furthermore, a wider range of prod-
ucts are internationally tradable in Greece than in many other countries, owing to the importance of tourism. Finally, certain services,
traditionally considered as internationally non-tradable, are now provided by branches that have been deregulated and are affected by
international competition or ― in any case― the prices of these services enter into the production costs of other, internationally trad-
able products. See Bank of Greece, Monetary Policy 2006 – Interim Report, October 2006, p. 88, footnote 2. For older estimates of
international organisations (which, in their majority, had not taken these factors into account) see Bank of Greece, Monetary Policy
2003 – Interim Report, October 2003, pp. 47-51.

44 In Greece, according to the Index of Import Prices in Industry
(NSSG), the prices of imported energy raw materials (crude oil and
natural gas) increased at an average annual rate of 39.0% in the
first seven months of 2008 and the prices of imported fuel end-
products at an average annual rate of 30.4%. Besides, in the domes-
tic market and at a wholesale level, fuel prices (end-products) which
are included in the Index of Producer Prices in industry for the
domestic market increased at an average annual rate of 34% in the
first eight months of 2008, while fuel retail prices which are
included in the CPI increased in the same period at an average
annual rate of 22.9%.

55 See ECB, Monthly Bulletin, statistical section, Tables 5.1.2 and 8.2.
Besides, according to the ECB staff projections-assumptions pub-
lished on 4 September, the average annual price of crude oil will
come to $115.1 in 2008.
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remains high in euro.6 This development
reflects the doubling of the rate of increase in
the international prices of food commodities
(in euro, from about 14% in 2007 to 29% in
2008), while the growth rate of commodity
prices except oil and food is slowing down.

It is also worth noting that the rate of increase
in the prices of imported consumer goods,
which directly affect consumer prices, more
than doubled. What is more, the correspon-
ding rate for imported consumer non-durables
(which include food) stood at a relatively high
level.7

However, the appreciation of the euro limits
the inflationary effect of the faster increase in
the prices of imported goods (for imports
from non-euro area countries). Indeed, the
nominal exchange rate of the euro, weighted
on the basis of Greece’s external trade,
increased at an average annual rate of 2.9% in
the first nine months of 2008, while in 2007 it
had increased by 1.4% (see Charts V.8 and

V.9). If in the remaining months of the year
the effective exchange rate is maintained at
September levels, its average annual increase
in 2008 will be 2.4%.

The rise in inflation in 2008 is also associated
with the acceleration of the growth rate of unit
labour costs. It is estimated that the growth
rate of unit labour costs in the whole economy
(which, as estimated by the Bank of Greece,
constitutes a satisfactory approach to the
growth rate of unit labour costs in the non-

Monetary Policy
Interim Report
200880

Chart V.6 Evolution of CPI/PPI fuel prices
and of the euro price of Brent crude oil
(January 2007–August 2008)

Source: Calculations based on NSSG data and, for crude oil prices
(UK Brent), on US Department of Energy data.

(percentage changes over same month of previous year)

Chart V.7 Inflationary contribution of
changes in fuel prices
(January 2007–August 2008)

Source: Calculations based on NSSG data.

66 In the first eight months of 2008 the prices of non-energy raw mate-
rials in dollars increased at an average annual rate of 25.4% (from
19.2% for the whole of 2007), while in euro the rate was 9.6% (from
9.2% for the whole of 2007 – see ECB, Monthly Bulletin, statisti-
cal section, Tables 5.1.2 and 8.2). Besides, according to the recent
ECB staff projections-assumptions (see previous footnote), food
prices (in US dollars) will increase at an average annual rate of
42.8% in 2008, while commodity prices excluding energy and food
will increase by 10.6%.

77 According to the Index of Import Prices in Industry (NSSG), the
prices of imported consumer goods increased at an average annual
rate of 3.6% in the first seven months of 2008, from a mere 1.4%
in the respective period of 2007. Specifically, the rate of increase
in the prices of imported consumer goods reached 4.1% (from
1.7%) and of consumer durables 1.6% (from 0.1%).
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agricultural sector of the economy8) is accel-
erating in 2008 to 5.3% from 4.2% in 2007. In
the business sector (which includes public and
private enterprises and banks) it is estimated
that unit labour costs are also increasing by
5.3%, compared with 4.8% in 2007.

The acceleration of the rise in unit labour
costs is mainly attributable to the fact that the
rate of increase in average nominal pre-tax
earnings is estimated to be accelerating to
6.7% in 2008, from 5.4% in 2007,9 while the
growth rate of productivity will be slightly
lower than in 2007. The forecast for produc-
tivity10 is based on indications that employ-
ment in the non-agricultural private sector
(except manufacturing) is characterised by rel-
ative dynamism in 2008.11

Specifically, it is estimated that in central gov-
ernment ―on the basis of the 2008 Budget
appropriations― the gross compensation per

central government employee will increase by
8.8% in 2008 (compared with 4.5% in 2007).
The large acceleration of the increase in cen-
tral government wage outlays reflects ―
beyond the general increases in civil servants’12

salaries― the special benefit awarded to the
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Chart V.8 Revised nominal effective
exchange rate of the euro, weighted
on the basis of Greece’s external trade
(January 2006–September 2008)

Source: Bank of Greece.
Note: The revised nominal effective exchange rate index com-
prises Greece’s 28 main trading partners (among them, the other
euro area countries, excluding Malta). The weights are calculated
on the basis of manufacturing imports and exports (categories
5-8 of the Standard International Trade Classification ―SITC
5-8) during 1999-2001, taking into account competition in third
markets. 

(1999 Q1 = 100, monthly data)

Chart V.9 Import price index in industry
and the inverse of the effective exchange
rate of the euro, weighted on the basis of
Greece’s external trade
(January 2007–July 2008)

Sources: NSSG and Bank of Greece.

(percentage changes over same month of previous year)

88 It should be recalled that in the present estimates the growth
rate of (nominal) unit labour costs is calculated after compar-
ing the change in workers’ total compensation with the change
in real GDP or ―equivalently― the change in wage outlays per
employee with the change in productivity (which is calculated
after comparing the change in GDP with the change in the num-
ber of working employees). In the National Accounts the change
in productivity is calculated differently, on the basis of GDP per
person employed in general, including the self-employed). See
also Annual Report 2006, April 2007, Box IV.1, p. 132. Fur-
thermore, it is noted that since 1977 the Bank of Greece has
been publishing its own estimates on the increase in average
labour remuneration in the whole economy, which do not always
coincide with the respective estimates of the Service of National
Accounts of the NSSG.

99 The per capita compensation of employees including employers’
contributions (and civil servants’ pensions) will also increase by
6.7% (from 5.7% in 2007).

1100 The change in productivity is calculated as mentioned in footnote 8.
1111 See also Chapter IV.2.
1122 As announced on 3 April 2008 and provided for in Law 3670/2008

passed in June, ordinary public servants’ salaries increased by 2.5%
as from 1 January 2008 and by 2.0% as from 1 October 2008.
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judiciary,13 the increases in the salaries or ben-
efits of the staff of the police, the coast guard
and the armed forces and of teachers and hos-
pital staff, as well as the wage bill for employ-
ees granted tenured status by Presidential
Decree 164/2004.

In the business sector (see Table V.3), the two-
year accord reached by the social partners for
the National General Collective Labour
Agreement (NGCLA) provides for an average
annual increase in minimum earnings of 6.2%
in 2008 and 5.7% in 2009.14 (The previous
NGCLA provided for an average annual
increase of 6.2% for 2006 and 5.4% for 2007).
At a sectoral level, the collective agreements
that have been concluded in the non-bank pri-

vate sector do not noticeably diverge from the
NGCLA as regards the rates of wage increase.
Besides, in the major public utility enterprises,
the collective agreements signed provide for an
average annual increase of 6.7% in 2008, while
in September an arbitration decision was issued
providing for an average annual increase of
3.3%15 in bank employees’ contractual earnings.
Besides, according to a legislative provision
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Table V.3 Earnings and labour costs (2001-2008)

(annual percentage changes)

GGrreeeeccee

AAvveerraaggee  ggrroossss  eeaarrnniinnggss  ((nnoommiinnaall))::

– whole economy 4.7 6.6 5.6 7.2 4.4 5.7 5.4 6.7

– central government1 5.5 7.3 5.9 9.7 2.3 3.1 4.5 8.8

– public utilities 7.0 10.6 10.9 9.9 7.6 7.0 7.1 8.2

– banks 6.4 2.94 3.14 8.0 1.54 10.8 8.9 3.3

– non-bank private sector 5.3 6.5 5.8 5.8 5.6 6.8 6.1 6.5

MMiinniimmuumm  eeaarrnniinnggss 33..55 55..44 55..11 44..88 44..99 66..22 55..44 66..22

AAvveerraaggee  ggrroossss  eeaarrnniinnggss  ((rreeaall)) 11..33 22..99 22..00 44..22 00..99 22..44 22..44 22..00

NNeett22 iinnccoommee  ooff  aann  eemmppllooyyeeee  wwiitthh  aavveerraaggee  eeaarrnniinnggss

– nominal 3.4 6.35 6.37 5.3 3.6 4.3 5.7 ...

– real 0.0 2.65 2.77 2.3 0.1 1.1 2.7 ...

TToottaall  ccoommppeennssaattiioonn  ooff  eemmppllooyyeeeess  88..33 99..1166 88..3377 88..99 55..88  77..88 88..44 88..88

CCoommppeennssaattiioonn  ppeerr  eemmppllooyyeeee 44..88 55..99 55..55 77..66 33..99 55..99 55..77 66..77

GGDDPP88 44..55 33..99 55..00 44..66 33..88 44..22 44..00 33..33

UUnniitt  llaabboouurr  ccoossttss::

– whole economy 3.6 5.06 3.17 4.2 1.9 3.5 4.2 5.3

– business sector3 4.5 4.46 3.57 2.8 2.2 4.1 4.8 5.3

2001 2002 2003 2004 2005 2006 2007
2008

(forecast)

Sources: NSSG/Ministry of Economy and Finance (GDP 2001-2007), Bank of Greece estimates (for the 2008 GDP and the other annual aggregates
in 2001-2008).
1 Compensation per employee.
2 Gross earnings less employees’ social security contributions less income tax.
3 It comprises private and public enterprises and banks.
4 The relatively low growth rate of bank employees' average earnings mainly reflects changes in staff structure.
5 Including the abolition (as from 1 January 2002) of stamp duties (0.6% of gross earnings) paid by employees.
6 Including the abolition (as from 1 January 2002) of stamp duties (0.6% of earnings) paid by business sector employers.
7 Taking into account the increase (of 0.1% of gross earnings) in employees' and employers' contributions to the Workers' Fund.
8 NSSG/Ministry of Economy and Finance for the years 2001-2007 (figures under revision). Bank of Greece estimates for 2008.

1133 Furthermore, a new legislative provision (July 2008) stipulates an
increase in the judiciary’s earnings as from 1 January 2008 (arti-
cle 57 of Law 3691/2008).

1144 The said average annual increases arise from the increase in min-
imum earnings of 3.45% as from 1 January 2008, 3.0% as from 1
September 2008 and 5.5% as from 1 May 2009.

1155 Specifically there will be increases of 3.5% as from 3 June 2008,
2.5% as from 1 September 2008 and 2% as from 1 December 2008
(the previous increases had been granted on 1 January 2007).
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passed in August and supplementing Law
3429/2005, the Interministerial Committee for
DEKOs (public enterprises and entities) may
decide on the maximum percentage of total
increases in the salaries of the employees in
loss-incurring or subsidised DEKOs.16

It is pointed out that, as forecast, the growth
rates of wage aggregates will accelerate con-
siderably also in the euro area as a whole in
2008. Specifically, the per capita compensation
of employees (including employers’ contribu-
tions) will increase by 3.3% (compared with
2.4% in 2007) and unit labour costs by 2.4%
(compared with 1.5% in 2007).17 However,
unit labour costs will continue to increase
much faster in Greece than in the euro area
(see Table V.4). Already, in the past seven-
year period (2001-2007) the cumulative
increase in unit labour costs in Greece reached
28.3% according to national accounts data,18

while in the euro area as a whole it was kept
at 11.7%: the increase in Greece was the
largest among euro area countries.

Developments in import prices and labour
costs have led to the increase in inflation in
2008 (although the appreciation of the euro

has limited the inflationary effect of the rise in
import prices). By contrast, developments in
profit margins and demand exert an anti-infla-
tionary effect in 2008.

Specifically, it is estimated that profit margins
are reduced in 2008, while in 2007 they had
increased. Indeed, according to data concern-
ing a sample of 255 businesses of the non-
financial sector with stocks listed on the
Athex,19 sales (turnover) increased by 20.3% in
the first half of 2008, but net pre-tax profits
dropped by 7.7% in comparison with the cor-
responding period of 2007. It should be noted
that if the two refineries (which displayed a
considerable increase in sales and profits) are
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Table V.4 Average earnings and unit labour costs in the whole economy: Greece and the
euro area (2001-2008)

(annual percentage changes)

22000011 4.7 2.7 3.6 2.3

22000022 6.6 2.7 5.0 2.3

22000033 5.6 2.8 3.1 2.1

22000044 7.2 2.5 4.2 0.8

22000055 4.4 2.1 1.9 1.1

22000066 5.7 2.4 3.5 1.0

22000077 5.4 2.4 4.2 1.5

22000088  (forecast) 6.7 3.3 5.3 2.4

Average earnings Unit labour costs

Greece Euro area Greece Euro area

Sources: For Greece, Bank of Greece estimates. For the euro area: European Commission, Economic Forecasts, Spring 2008, and Statistical
Annex of European Economy, Spring 2008.

1166 Article 56 of Law 3691/2008. According to it, the decision will be
made on the criteria of the current increase in the Consumer Price
Index on an annual basis, the financial situation of each enterprise
and the margins of the state budget.

1177 See European Commission, Economic Forecast Spring 2008, 28
April 2008.

1188 The cumulative increase according to Bank of Greece estimates
does not differ, as it was 28.4%.

1199 Only the data of parent companies have been taken into account,
not the consolidated data of the respective groups. The sample does
not include DEH ( Public Power Corporation) and OTE (Hellenic
Telecommunications Organisation). Excluded also are the enter-
prises the data of which for 2008 are not comparable with those for
2007 for various reasons (break-up, merger etc.) or the account-
ing period of which ends on 30 June and they have not yet published
their data.
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omitted from the sample, for the remaining
enterprises the drop in profits amounts to
13.6% and the increase in sales is limited to
10.7%.20 These developments reflect the slow-
down of the rise in total demand and the accel-
eration of the increase in production costs, as
well as the recording, in the results, of extraor-

dinary revenue in 2007 and extraordinary
expenditure in 2008.
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2200 The estimates mentioned in Chapter VII.5 (footnote 35) are sim-
ilar, according to which in the first half of 2008 the net profits (on
a consolidated basis) of all companies (without the financial sec-
tor) with stocks listed on the Athex declined by about 20% in rela-
tion to the corresponding period of 2007.

PRICE STABILITY AND ECONOMIC GROWTH

Macroeconomic and financial stability, which constitute prerequisites for sustainable eco-
nomic growth and job creation, have as a key component monetary stability, the main objec-
tive of monetary policy. However, some decades ago the prevailing view was that there is a
stable negative relationship between inflation and the unemployment rate (the Phillips curve).1

Consequently, those responsible for economic policy conduct would have to choose between
a permanently higher inflation and a permanent and more dynamic macroeconomic growth.
In the mid ’60s it was argued that high inflation leads economic agents to convert part of their
wealth, which has the form of “non-productive” money, to physical capital, the accumula-
tion of which would increase per worker capital and, consequently, productivity and pro-
duction potential.

Subsequently, these views were criticised and it was argued that there is no stable relation
between inflation and unemployment in the long-term. Specifically, researcher-economists
pointed out that higher inflation is incorporated in economic agents’ expectations, which leads
to an increase in wages and production costs and a reduction in employment and, thus, there
is no positive relationship between inflation and economic growth.2 This position implies that,
if an economy functions in a state of long-term equilibrium, an increase in money supply, i.e.
a reduction in interest rates, would only cause an increase in prices and would not affect the
growth rate of real output.

Experience from the stagflation of the ’70s not only supported this view, but also confirmed
the ascertainment that high inflation entails a slowdown of economic activity. Indeed, the
statistical data for that period show that a permanent increase in inflation leads to a reduc-
tion in real total output, employment and, consequently, social welfare.

The negative effect of inflation on economic activity and employment is also construed on
the basis of the following ascertainments:

• The price mechanism is the system through which information is disseminated in an econ-
omy. Consequently, in an economic environment of high inflation economic agents have dif-
ficulty distinguishing changes in the relative prices of goods from changes in the general level

Βοχ V.3

1 See Phillips, A.W. (1958), “The relation between unemployment and the rate of change of money wage rates in the United Kingdom,
1861-1957”, Economica, 25, pp. 283-299.

2 See Phelps, E. (1967), “Phillips curves, expectations of inflation and optimal unemployment over time”, Economica, 34, pp. 254-281,
Friedman, M. (1968), “The role of monetary policy”, American Economic Review, 58, pp. 1-17, and Lucas, R.E.Jr (1972), “Expecta-
tions and the neutrality of money”, Journal of Economic Theory, 4, pp. 103-124.
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of prices in order to decide rationally on the effective use and distribution of available pro-
duction factors.

• The difficulty to distinguish between changes in relative prices and changes in the general
level of price increases in periods of high inflation accompanied by large price fluctuations
(these fluctuations imply an increase in uncertainty, namely economic risk).

• High inflation and the increased uncertainty accompanying it may lead to a reduction in
capital accumulation. As high inflation risks increase, investors expect that they will not have
the anticipated yields from their investment and thus they cancel or postpone their invest-
ment plans, which results in the reduction of private investment. In this case it is common
for investors to demand, for protection purposes, a higher risk premium, in which case real
interest rates increase, while economic uncertainty obliges them to dedicate more time on
the protection of their assets against inflation rather than promote new productive activities.

• The interaction between inflation and the tax system is important, as, inter alia, the increase
in inflation reduces after-tax real disposable income and consequently leads to a reduction
in labour and capital supply.

• Economic agents’ expectations concerning the performance of the economy seriously affect
the relationship between inflation and economic activity. When these expectations are
formed under monetary regimes which have price stability as their primary objective, infla-
tion expectations remain stable and are not revised each time that new macroeconomic data
become known. This attitude of economic agents indicates their confidence in the mone-
tary policy pursued by the central bank, and as a result economic episodes which result to
an increase in inflation do not considerably affect agents’ economic decisions. In the oppo-
site case, economic agents revise their inflation expectations and economic decisions more
often and thus an increase in interest rates owing to an increase in inflation substantially
reduces private investment and consumption and consequently economic activity.3,4

Recent empirical data on the euro area show that a permanent increase of two percentage
points in inflation will reduce economic growth from 0.2 to 0.4 percentage point a year. These
figures imply that in ten years the level of gross domestic product (GDP) in the euro area
will be 2.0-4.1% lower in relation to what it would have been if inflation had not increased.5

As it is theoretically and empirically ascertained that inflation negatively and systematically
affects real economic activity, the existence of an independent central bank pursuing price
stability becomes of particular importance. The pursuit of monetary stability by the Euro-
pean Central Bank, in the conduct of monetary policy, in essence contributes to sustainable
economic growth and stable job creation. Thus, as long-term inflation expectations are closely
associated with the pursuit of monetary stability, it is reasonably expected that in the remote
future inflation will be low and the economic growth rate considerably high.

3 For an extensive analysis of the existing economic theories see “Price stability and growth” in ECB, Monthly Bulletin, May 2008, pp. 75-87.
4 Many empirical studies employ cross-section or time-series statistical data and confirm the negative relationship between inflation and

economic growth. See Barro, R.J (1996), “Inflation and growth”, Federal Reserve Bank of St. Louis Economic Review, 78, pp. 153-
169, and Benati, L. (2008), “Investigating inflation persistence across monetary regimes”, ECB Working Paper No. 851, Jan. 2008. What
is more, Benati ascertains that since the creation of EMU, i.e. the period after January 1999, during which the main objective of mon-
etary policy in the euro area has been price stability, indications of an essential relationship between the two aggregates are weak, as
during that period inflation in the euro area did not present permanent changes.

5 See “Price stability and growth” in ECB, Monthly Bulletin, May 2008, p. 85.
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The evolution of profits is also associated with
demand-side inflationary pressures, which
are limited in 2008, given ―as already men-
tioned― that the conditions of excess demand
have weakened. Specifically, it is estimated that
for the whole year the growth rates of consumer
and investment demand will slow down (see
Chapter IV.1). In addition, the “output gap”21

of the Greek economy is almost zero in 2008,
while it was positive in all recent years (i.e. the
level of current output exceeded the level of

“potential” output – see Chart V.10) and,
according to certain forecasts, it will be elimi-
nated in 2009.22 At the same time, the consid-
erable increase in ECB interest rates from
December 2005 to date and the policy objective
of a further reduction in the fiscal deficit in
principle contribute to the containment of
inflation expectations. However, the rate of
credit expansion to households, although it is
slowing down, remains high, while credit expan-
sion to enterprises is accelerating (see Chapter
VII.2). Furthermore, the growth rate of state
budget primary expenditure accelerated between
January and July (see Chapter IV.3).

Finally, in February the Ministry of Develop-
ment announced and started to gradually imple-
ment a package of 41 measures and actions to
deal with the high cost of living, which concern
“the whole spectrum of production-commer-
cial-consumer activity” and aim at “a compre-
hensive resolution of structural problems and
deficiencies which contribute to pressures on
prices”.23 Thirty-five of these measures have
already been implemented. Particularly regard-
ing the prices of food and certain other items
(mainly cleaning and personal hygiene items),
the Ministry of Development discussed the mat-
ter with supermarket and food businesses,
addressed “an invitation of self-regulation” to
them and then released data on the businesses
whose response regarding price reductions24

was positive, limited, low or zero. A positive
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Chart V.10 The output gap of the Greek
economy
(2003–2008)

Sources: OECD, Economic Outlook, No. 83, June 2008, European
Commission (EC), Spring 2008 Economic Forecasts, IMF, Greece:
2007 Article IV Consultation – Staff Report, May 2008, Bank of
Greece (BoG), Economic Research Department estimates. 

2211 The “output gap” is defined as the difference of the level of cur-
rent production (GDP) from the country’s production capacity
(potential GDP level) as a percentage of the level of potential GDP.
It is an aggregate not directly measurable, but it is estimated by
means of different alternative methods. The potential output and
the “output gap” estimates are surrounded with great uncertainty.
These caveats must be kept in mind when interpreting the results
of relevant analyses. Perhaps, a more reliable indicator is the
change in the “output gap”, measured in percentage points of GDP.

2222 According to the European Commission (Economic Forecast Spring
2008, 28 April 2008), the “output gap” will fall from 1.5 in 2007 to
1.1 in 2008 and 0.7 in 2009. According to the OECD (Economic
Outlook, June 2008), it is reduced from 0.7 in 2007 to just 0.2 this
year, while in 2009 it will become negative (-0.3). According to IMF
estimates (Greece: 2007 Article IV Consultation – Staff Report and
Staff Supplement, 2 May 2008), it will be reduced from 2.5 in 2007
to 2.2 this year and it will become zero by 2013. Finally, according
to Bank of Greece Economic Research Department estimates, the
output gap is reduced from 0.3-0.6 in 2007 to 0-0.2 in 2008.

2233 Minister of Development statements, 21 February 2008.
2244 Minister of Development press interview and Ministry of Devel-

opment press release, 26 June 2008.

KEF V:������ 1  7/8/09  12:51 PM  ������ 86



indication of the anti-inflationary effect of this
policy is the fact that in the first eight months
of 2008 the average annual rate of increase in
processed food prices was contained in Greece

at a level lower than in the euro area as a whole
(5.9% against 6.7%), while in the respective
period of 2007 it had come to a higher level
(3.9% against 2.1%).
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Excessive economic regulation can, under cer-
tain conditions, lead to suboptimal resource
allocation, with possible adverse consequences
for competition, productivity and inflation,
especially when regulations prevent businesses
from adapting to exogenous shocks. While
some regulations are adopted to protect con-
sumers, the environment, investors, as well as
government interests, the introduction of reg-
ulatory measures without comprehensive cost-
benefit analysis and the upholding of older reg-
ulatory measures despite changes in the econ-
omy’s operating conditions can lead to a situ-
ation where the total cost of regulation exceeds
the benefit therefrom.1

I THE EXTENT OF ECONOMIC REGULATION IN
THE GREEK ECONOMY

In order to portray the extent of economic reg-
ulation, most empirical analyses rely on six
OECD indices constructed to this effect.2 Five
of these are sector- or occupation-specific and
cover the energy, telecommunications, trans-
port and retail trade distribution sectors, as well
as a number of professional services. The sixth
index has a broader scope and summarises the
extent to which business activity is under state
control, the legal and administrative bottlenecks
enterprises are faced with and any obstacles in
international trade and foreign investment. The
latest available values for these six indices are
presented in the table below and refer to 2003.3

The value of the indices is increasing in the
restrictiveness of regulatory provisions for com-
petition. The indices permit comparisons across
countries for the same sector; however, com-
parisons between sectors either within or across
countries are not possible.

As suggested by the figures presented in the
table, Greece fares worse than most EU-15
countries in road freight transport, the import
and distribution of natural gas and retail trade
distribution.

In rrooaadd  ffrreeiigghhtt  ttrraannssppoorrtt, limits on the number
of enterprises operating in the sector and

administrative controls on prices appear to
inhibit competition. A study by IOBE shows
that the full, albeit gradual, deregulation of
freight transport could lead to, inter alia, a
significant reduction of transport costs, as
well as to an increase in the number of firms
and employees in the sector.4 In addition to
the restrictions to competition in freight
transport, constraints also exist in passenger
road transport (e.g. there is a monopoly of
KTEL―the interurban bus service provider―
until 2019 in transporting passengers between
prefectures).5

The assessment (by the OECD) of the regula-
tory burden in the iimmppoorrtt,,  ssaallee  aanndd  ddiissttrriibbuuttiioonn
ooff  nnaattuurraall  ggaass  sector is based on information
prior to 2003, that is before the adoption of
Law 3248/2005, which set the regulatory frame-
work for the natural gas market, harmonising
the latter with the provisions of EU Directive
2003/55. The adoption of the said framework
creates the necessary conditions for the
enhancement of competition in the industry.

A number of developments in the last few
years (such as the deregulation of shop open-
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APPEND IX  I  TO  CHAPTER  V
ECONOM IC  REGULAT ION  AND  COMPET I T ION :
SOME  EV IDENCE  FOR  THE  GREEK  ECONOMY

11 For an overview of empirical results on the costs of regulation see
Arnold, Nicoletti and Scarpetta (2008), “Regulation, allocative effi-
ciency and productivity in OECD countries: industry and firm-level
evidence”, OECD Economics Department Working Paper 616, and
the references to other OECD articles therein. For a theoretical
approach to the subject see Blanchard and Giavazzi (2001),
“Macroeconomic Effects of regulation and deregulation in goods
and labor markets”, NBER Working Paper 8120.

22 The indices depict, inter alia, the number of the administrative
requirements that entrepreneurs must satisfy in order to start a new
business, the extent of the direct involvement of the state in the sup-
ply of products or services, the “horizontal” or “vertical” structure
of network sectors (energy, transport, communications) and any
administrative setting of prices. For the indices covering profes-
sional services, the existence or otherwise of entry regulations (e.g.
obligation of issuance of a trade license, a maximum number of
licensees, the number of services rendered exclusively by the spe-
cific sector, limits to the number of foreign professionals or com-
panies that can operate in the sector etc.), the existence of price
and fee regulations, as well as indications regarding the need for
participation in the relevant professional association in order to
obtain a trade licence are considered.

33 The 2007 data will be made available by the OECD at the end of
2008.

44 Stoforos, Ch. and Plemmenos, I.B. (2006), The closed market of pub-
lic use trucks: problems and perspectives, IOBE sectoral study 216.

55 See ΚΕPΕ (Centre of Planning and Economic Research), The eco-
nomic and social impact for Greece of the proposed EU Services
Directive, May 2005, SETE (Association of Greek Tourism Enter-
prises), Proposals to the Ministry of Transport and Communica-
tion – Press Release 3.4.2007, and SEV (Hellenic Federation of
Enterprises), “The multi-stranded state intervention in the econ-
omy” – Press Release 19.6.2008.
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ing hours) in the rreettaaiill distribution sector are
thought to have led to increased competition.
However, there seem to be obstacles in the
operation of wwhhoolleessaallee trade (which is not cov-
ered by the OECD indices). These obstacles
concern, inter alia, the limited number of
import licences and the lack of rules (govern-
ing the wholesale distribution of agricultural
products).6 The lack of measures for combat-
ting unfair competition through “under-
ground” trade might also be hindering com-
petition in retail trade.

As concerns pprrooffeessssiioonnaall  sseerrvviicceess, it seems that
regulations (e.g. regulation of minimum fees,
geographical restrictions in services’ provi-
sions, quotas) for certain professions (e.g. engi-
neers, public notaries) may lead to prices and
fees being maintained at high levels.

The regulatory interventions in the afore-
mentioned sectors also impact on the opera-
tion of other sectors which use the output from
the former as intermediate inputs in their pro-
duction process. Relevant OECD7 data show
that the regulatory impact from the sectors dis-
cussed above on Greek manufacturing and on
business and management consultants is par-
ticularly heavy, actually more so than in the
other EU-15 countries.

According to a KEPE study, “…there are clear
indications that, in several instances, the reg-
ulatory framework for the provision of services
in Greece generates rents for service providers
and corresponding charges for consumers –
which would not exist under more competitive
conditions...”.8

2 COMPETITION INTENSITY IN THE GREEK
ECONOMY

The aforementioned interventions may create
obstacles to the entry of enterprises into cer-
tain branches inhibiting competition.9 The
measurement of competition intensity is based
on, inter alia, indices which describe the struc-
ture of a sector (e.g. mobility therein, con-

centration of sales in a few enterprises, sectoral
developments), as well as on profit margins,
although the latter are influenced by the very
operation of the enterprise and the phase of
the economic cycle. On the basis of the
Ηerfindahl10 concentration index, among
industries with a large share (above 2%) in the
sales of the sector they belong to, a large con-
centration is observed in the industries of ooiill
rreeffiinneemmeenntt  aanndd  ooiill  ttrraaddee, as well as in tteelleeccoomm--
mmuunniiccaattiioonnss (despite the entry of a substantial
number of enterprises in the industry in recent
years).11 A thorough study of competition
intensity in Greek mmaannuuffaaccttuurriinngg was carried
out by the Athens University of Economics and
Business on behalf of the Hellenic Competi-
tion Commission in 2004.12 The study identifies
41 industries-markets operating under condi-
tions of inadequate competition, but these
account for only 7.1% of total sales in manu-
facturing. As for changes in competition con-
ditions over time, while profit margins in man-
ufacturing appear to be declining, this decline
has been accompanied by decreased mobility
of firms in the sector.13 In ttrraaddee and sseerrvviicceess, no
considerable change in profit margins was
recorded over the 2004-2006 period.

Further indications of competition intensity
are provided by the Hellenic CCoommppeettiittiioonn
CCoommmmiissssiioonn’’ss (CC) investigations. The evi-
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66 Measures for lifting these obstacles are included among the 41
measures announced by the Ministry of Development in Febru-
ary 2008 and gradually implemented since then.

77 Details on the regulation impact indicators can be found at the
OECD web page www.oecd.org/eco/pmr, while their construction
methodology is briefly presented in Arnold, Nicoletti and Scarpetta
(see footnote 1). On the basis of input-output tables, the OECD
calculates the impact on all sectors of economic activity resulting
from the restrictions in the sectors included in the table in this
Appendix.

88 See KEPE, ibid, p.8.
99 See Bank of Greece, Annual Report 2006, April 2007, Box III.1,

“The extent and impact of business regulations”, pp. 77-85.
1100 The Herfindahl index is defined as the sum of the squares of the

market shares ―in terms of sales― of all firms in an industry. In
the calculations mentioned here, the industry is defined on the basis
of the STAKOD-91 (NACE Rev.1.1) four-digit classification .

1111 These estimates, which refer to the period 2002-03, do not differ
from those presented in a previous report of the Bank of Greece
(Monetary Policy 2005-2006, February 2006, pp. 85-90).

1122 Mapping of Greek Industry Branches, October 2004, supervised by
professors N. Vettas and G. Katsoulakos.

1133 The net profit margin in manufacturing declined from 7.4% in 1999
to 4.6% in 2006, while in construction it dropped from 10.9% in
2002 to 1.8% in 2006. See SEV, The Greek business in 2007: indus-
try, trade, services, May 2008.
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dence suggests that the CC intervention can be
delayed, while, even following a CC decision,
a number of non-compliance cases are
reported. Recent CC decisions concern mainly
the activities already mentioned above: dis-
tribution trade, transport, oil refinement and
oil trade. As regards ddiissttrriibbuuttiioonn  ttrraaddee, a
recent CC decision concerns violations of
competition rules in franchising network
agreements. There is also a report of the Gen-
eral Competition Directorate of the CC, which
looks at the existence of a restrictive clause
(banning parallel imports) in contracts of a
manufacturing firm with supermarket chains
in the period 2002-03.14 According to its Chair-
man,15 the CC attaches “…great importance to
the relationship between retailers and suppli-
ers mainly as to whether agreements between
the two parties mask anti-competitive behav-
iour by prohibiting parallel imports or by
assuming an obligation to sell these products
at prices higher than those applicable in other
countries”.

As regards the ttrraannssppoorrtt sector, a report of the
General Competition Directorate of the CC
(not yet investigated by the CC) deals with pos-
sible distortions of competition in sea trans-
port.16

In the ooiill  pprroodduuccttss sector, the CC estimates that
there are still competition distortions and
problems both in the refinement and wholesale
trade markets and in the retail oil product mar-
ket.17 According to CC ascertainments, the
necessary conditions that would allow the
determination of the marginal price of oil
products by import prices of ready-made oil
products do not exist, and thus this is guided
by refinement companies. Furthermore, the
CC points out the existing obstacles in the
wholesale and retail trade markets, which stem
from, inter alia, the license issuance procedure
regarding storage space, limited competition in
fuel transport and the contracts of exclusive
cooperation between fuel outlet owners and
wholesale companies. It is self-evident that
these obstacles do not favour competition or
price-squeezing. In order to mitigate some of

the negative consequences of the said obstacles
for competition, the CC has recently submit-
ted for consultation certain proposals. These
include the strengthening of market supervi-
sion, the better dissemination of information
on prices and the way these are determined,
the modernisation of the regime regarding oil
inventories, the abolition of minimum fees for
the transport of fuel with public use vehicles
etc. Moreover, the CC proposes the deregula-
tion of the working hours of liquid fuel outlets
and the reduction of the burden caused by
administrative obstacles and charges on the
operation of gas stations (overall but particu-
larly on highways).18

Regarding pprrooffeessssiioonnaall  sseerrvviicceess a report by
General Directorate of Competition of the CC,
to be examined by the latter, argues that the
provision of services by lawyers is subject to
geographical constraints which may inhibit
competition.19

The above show that there are important sec-
tors in which measures must be taken or inter-
ventions be abolished, in order to secure
smooth market operation. Once this is
achieved, benefits are expected to arise in the
form of lower rates of price increases and
higher growth rates. Measures for the enhance-
ment of transparency concerning the determi-
nation of prices and generally the improvement
of consumers’ information, such as the recent
41 measures announced by the Ministry of
Development, are also expected to operate in
this direction. For the implementation of these
measures, however, market supervision must be
enhanced, e.g. by a speedier response of the CC
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1144 See CC press release of 19 August 2008 (“ First results of the CC’s
ex officio investigation in the detergents’ sector”).

1155 Interview of the Chairman of the CC Mr. S. Zisimopoulos to the
newspaper Imerisia, 24 May 2008.

1166 CC press release, 17 July 2008.
1177 In the framework of research and assessment of competition con-

ditions in the oil products industry and following the measures and
proposals put forward in its 334/V/2007 decision, the CC submit-
ted for public consultation a text on competition conditions in the
said markets.

1188 See “Measures and proposals for the enhancement of competition
in the oil products market according to the provisions of article 5
of Law 703/1977 as applicable”, 27 August 2008.

1199 CC press release, 29 January 2008.

KEF V:������ 1  7/8/09  12:51 PM  ������ 91



to competition violations. In any case, however,
what is needed is to strike a balance between

the functioning of competition and consumer
protection.
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Energy and oil intensity and dependence are
indices of the degree to which an economy is
exposed to disturbances in supply and inter-
national energy prices. The higher the degree
of an economy’s oil intensity and dependence,
the more important the expected impact of an
oil crisis worldwide on inflation and the real
economy.

I INTERTEMPORAL EVOLUTION OF ENERGY
AND OIL INTENSITY FOR THE WHOLE 
ECONOMY

Energy intensity expresses the degree to which
energy is used effectively in production and is
defined as the ratio of energy gross domestic
consumption1 to GDP. Lower energy intensity
means greater effectiveness in the use of
energy for each unit of output produced,
namely the output increases faster than energy
consumption. Respectively, oil intensity is
defined as the ratio of oil gross domestic con-
sumption to GDP.

Energy intensity in Greece was reduced by
14.9% in the period 1995-2006.2 This reduction
was slightly smaller than the corresponding one
in the EU-27 (15.3%), but considerably bigger
than in the euro area3 (9.6% – see Chart B). In
2006 Greece ranked 8th concerning energy
intensity in the euro area – i.e. 7 euro area
countries had lower energy intensity than
Greece (1995: 9th position). Although Greece
is more energy-consuming than the euro area
as a whole, this difference is ever decreasing
from 12.5% in 1995 to 6% in 2006.

Oil intensity as well was also reduced in
Greece (by 15%) in the period 1995-2006. This
reduction was smaller than the corresponding
ones in the EU-27 (20.2%) and the euro area
(17% – see Chart B). In 2006 Greece held the
11th “best position” as regards oil intensity in
the euro area, the same position as in 1995.
Greece is more energy-consuming than the
euro area as a whole and, actually, this differ-
ence has been increasing, from 50% in 1995 to
54% in 2006.

2 ENERGY AND OIL INTENSITY PER BRANCH
OF ECONOMIC ACTIVITY

The share of oil products in total energy con-
sumption remains stable in Greece since 1990,
while in the euro area and the EU-27 it has
been reduced. This development suggests that
in Greece the substitution of oil products by
other forms of energy, such as natural gas, elec-
tricity4 and renewable sources of energy, is
advancing at a slow pace and remains very low.
In the period 1990-2006 oil products repre-
sented about 58% of energy gross domestic
consumption in Greece, the third higher per-
centage in the EU-27. The corresponding share
in the EU-27 as a whole was 38% and in the
euro area 42%. The share of oil products in

Monetary Policy   
Interim Report

2008 93

APPEND IX  I I  TO  CHAPTER  V
THE  GREEK  ECONOMY ’ S  ENERGY  AND  O I L
INTENS I TY  AND  DEPENDENCE

Chart A Energy intensity by sector in
Greece and the euro area

Source: Bank of Greece calculations based on Eurostat data.

(tonnes of oil equivalent – toe– per product unit [€1 million of
GDP at constant 2000 prices], average for 2000 to 2006) 

11 Gross inland consumption or, in other words, primary energy sup-
ply, is defined as the quantity of energy consumed within a coun-
try. It is calculated as follows: Primary production + retrieval prod-
ucts + imports + reserve changes ―exports― ship fuel (i.e. quan-
tities for the refuelling of sea-going vessels). The measurement unit
is the “tonne of oil equivalent”.

22 Eurostat data processing.
33 It should be noted that the euro area has been enlarged, a fact

affecting the oil intensity index.
44 It should be noted that the basic hydroelectric and lignite units in

Greece had been constructed before 1990.
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energy consumption per branch of economic
activity in Greece is almost equal to 100% in
transport (euro area and EU-27: 98%), 81% in
agriculture (euro area: 63% and EU-27: 60%),
52% in households (euro area: 28% and EU-
27: 21%), 44% in industry (euro area: 17% and
EU-27: 16%) and 23% in services (euro area:
25% and EU-27: 21%).

Greece is more energy ―and more oil― con-
suming than the euro area in all branches of
economic activity. For each unit of output in
industry, Greece consumes 47% more energy
and 319% more oil than the euro area, in agri-
culture 24% more energy and 56% more oil

and in transport 12% more energy and 14%
more oil. Finally, it needs 5% more energy
but 109% more oil for each unit of output in
the branch of households and services (see
Chart A).

The extra quantity of energy Greece needs
compared with the euro area for the produc-
tion of an output unit is exclusively derived
from oil. Of the extra oil quantity used, 4.4%
in industry, 15% in transport, 30% in agricul-
ture and 81% in households is employed in
order to cover the lack of supply or the reduced
demand for other forms of energy, while the
remaining extra quantity of the oil needed is
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Chart B Energy/oil intensity and dependence: a comparison between EU-27, the euro area
and Greece

Source: Bank of Greece calculations based on Eurostat data.
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related to the ineffectiveness in the use of oil
or to structural factors.

In the 2000-2006 period,5 the improved effec-
tiveness of energy and oil use in industry and
transport in Greece more than offset the less
effective use of energy and oil in agriculture
and households/services. The same develop-
ment was observed in the whole economy of
the euro area, with the difference that the oil
intensity of households/services was reduced,
while in the EU-27 an improvement was
recorded in all branches. A particular char-
acteristic of Greece is that households/ser-
vices have over time increased the use of oil
per unit of output,6 in contrast with the euro
area and the EU-27 where this use has been
reduced.

3 FACTORS THAT AFFECT ENERGY AND OIL
INTENSITY

The needs for energy and oil and consumers’
energy behaviour are differentiated among
countries owing to economic, social and other
characteristics, such as climatic conditions,
kilometre distances, the abundance of energy
resources, and infrastructures. An equally
important role is played by energy prices, the
structural characteristics of the economy and
the implementation of policies which encour-
age the more effective use of energy.

The most important structural changes which
contributed to the reduction of energy and oil
intensity over time in Europe, but also in
Greece (to a smaller degree) are the following:

• the increase in the share of services in total
GDP in comparison with the respective share
of industry,

• the modernisation of production procedures
in industry, the turn to other forms of energy,
the decline in the share of heavy industry in
industry as a whole and the transfer abroad of
the production of high oil intensity products,
such as iron and steel production,

• the better heat insulation and the shift from
heating oil to natural gas,

• the promotion of low fuel consumption vehi-
cles or hybrid vehicles and

• the policies which encouraged energy saving
and the reduction in oil use (e.g. increase in
competition with the deregulation of the energy
market, reduction of subsidies or increase in
fuel tax, bio-fuel subsidies, research in new
more energy-efficient technologies etc.).

There is still plenty of room for a further
reduction in energy and particularly oil inten-
sity in Greece, as the penetration of the use of
natural gas by end-consumers is still very lim-
ited in comparison with the other European
countries, while at the same time the percent-
age of primary energy production from renew-
able sources remains very low. Significant chal-
lenges are posed by the continuing increase in
the number of means of transport, particularly
passenger cars,7 and the demand for road and
air transport of passengers and merchandise.

4 ΕΝΕRGY AND OIL DEPENDENCE IN GREECE
AND EUROPE

Each country’s energy dependence is defined
as the ratio of net energy imports to total gross
domestic energy consumption. Respectively,
oil dependence shows the percentage of net
domestic oil consumption which is covered by
oil imports.

Over time, while Greece’s energy dependence
has changed at an average annual rate about
the same as that of the euro area as a whole, oil
dependence has increased at the highest aver-
age annual rate among euro area countries. By
contrast, in countries comparable with Greece,
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55 Revised data on value added per industry are for the time being
available at Eurostat since 2000. By end-2008, revised historical
data since 1988 are expected to be published.

66 Households’ output mainly includes the services or goods they pro-
duce for own use.

77 IEA, Worldwide Trends in Energy Use and Efficiency, 2008, pp.
60, 62 and 64.
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such as Portugal and Ireland, oil dependence
decreased in the period 1990-2006.

Greece’s net energy imports as a percentage of
the sum of gross domestic consumption and the
quantities for the refuelling of sea-going vessels
amounted to 67% on average in the 1990-2006
period, while in the euro area they were about
62% and in the EU-27 about 47%. The corre-
sponding percentage for net oil imports came
to 98% on average in the same period in
Greece, while in the euro area it was about 97%
and in the EU-27 around 78%. In countries
comparable with Greece, such as Portugal, Ire-
land and Spain, the oil import dependence ratio
was on average higher in the 1990-2006 period.

In 2007, the major countries of origin of oil
products consumed by Greece were Russia
(29.7% of total oil product imports), Iran
(23.5%), Libya (10.9%) and Saudi Arabia
(10.3%).8 The anticipated increase in natural
gas penetration in the forthcoming years in
Greece is expected to limit the use of oil prod-
ucts, without, however, reducing dependence
on imported fuel, as natural gas is imported,
too. The substitution of oil by domestic energy
sources, such as renewable energy sources,
could over time reduce Greece’s oil depend-
ence.
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88 NSSG imports data (SITC 3).
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1 COMBINED CURRENT AND CAPITAL ACCOUNT
BALANCE: SUMMARY OF DEVELOPMENTS
AND PROSPECTS

In the seven months from January to July 2008,
the current account deficit stood at €21.5 bil-
lion, increased by €2.4 billion compared with
the same period of 2007 (see Chart VI.1 and
Statistical Appendix, Table 6). The combined
current and capital account deficit (based on
the old presentation method) stood at €18.9
billion in the period under review, up from
€16.6 billion in the same period of 2007.

The widening of the current account deficit
was limited to 12.7% (from 28.5% in the same
period of 2007), as the increases in both the
trade deficit (by €3.6 billion or 15.4%)1 and
the income deficit (by €0.9 billion or 16.0%)
were partly offset by the higher surpluses of
current transfers (up €1.1 billion or 80.4%)
and services (up €1.0 billion or 11.4%).

Based on developments in the first seven
months of 2008, the current account deficit is
estimated to widen further this year, to roughly
14.7% of GDP from the already exceptionally
high level of 2007 (€32.4 billion or 14.1% of
GDP), mainly due to the impact of higher oil
prices on the oil balance. In more detail, the
worsening of the current account deficit
reflects two adverse factors:

• an increase in the trade deficit by 0.9% of
GDP (with a worsening of the oil, ship and
other goods balances by 0.5%, 0.1% and 0.3%
of GDP respectively);

• a widening of the income deficit by 0.2% of
GDP, due to higher net payments for interest,
dividends and profits. The rise in such pay-
ments is attributable to Greece’s worsening
net international investment position (i.e. the
increasing net financial liabilities of the Greek
public and private sector vis-à-vis non-resi-
dents, which reached 93.6% of GDP at end-
2007, from 46.5% of GDP at end-2001), as
well as to the higher interest rates in world
markets.

The above developments are expected to be
partly offset by an improvement in the services
balance (by 0.2% of GDP), as a result of higher
net receipts from shipping, and a recovery in
the current transfers surplus by 0.3% of GDP
(the relatively low surplus in 2007 is mainly
attributable to the additional contribution to
the Community Budget following the upward
revision of GDP).

The combined current and capital account
deficit ―which corresponds to the economy’s
foreign financing requirement (i.e. net inflows
of borrowing, portfolio investment and direct
investment)― is expected to turn out at
around 12.9% of GDP in 2008, compared with
12.2% in 2007.

1.1 TRADE BALANCE

The increase in the trade deficit over the
period under review is attributable by three
fifths to the widening of the oil deficit and by
two fifths to the increased deficit of other
goods (excluding fuel and ships), while the rise
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V I B A L ANC E O F P AYMENT S

Chart VI.1 Trade balance and current
account balance
(January 2002–July 2008)

Source: Bank of Greece.

(million euro)

11 The trade deficit excluding ships rose by €3.5 billion or 17.2%.
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in net payments for ship imports was very lim-
ited.2 The large increase in the oil deficit
resulted mainly from higher international
crude oil prices. (The small widening of the
ship balance deficit is associated with the ongo-
ing renewal of the Greek merchant fleet.)

The increase in the trade deficit excluding fuel
and ships is mainly attributable to the ongoing
loss of the economy’s price competitiveness,
which hampers the growth of Greek exports
(see Table VI.1). Another contributing factor
is the increase in imports, due to the strong,
although decelerating, growth of domestic
demand. As the competitiveness of Greek
products in the domestic market is low and the
composition of domestic supply does not ade-
quately respond to the composition of domes-
tic demand, higher domestic demand is to a
large extent met by imports. However, it should
be noted that in the seven-month period under
review, the year-on-year growth of the import
bill excluding fuel and ships at current prices
was weaker than in the same period of 2007
(10.1% compared with 11.5% respectively).
This development is associated with the decel-
eration in the annual rate of increase in private
consumption and declining total investment
(according to national accounts estimates for
the first half of the year).3

1.2 SERVICES BALANCE

The increase in the services surplus is almost
wholly attributable to higher net receipts from
transport services, while a small rise in net
receipts from travel services was offset by an
increase in net payments for “other services”.4

The considerable rise in net transport receipts
resulted mainly from the high levels of global
transit trade volumes as well as international
freight rates (see Box VI.2).

1.3 INCOME BALANCE

The widening of the income deficit reflects the
considerable rise (by 15.7%) in net payments
for interest, dividends and profits. The higher
net interest payments are attributable to the

large increase in the gross external debt of the
public and the private sector, fuelled by the
high current account deficits. At end-2007, this
debt exceeded 130% of GDP.

1.4 CURRENT TRANSFERS BALANCE

The substantial increase in the current trans-
fers surplus reflects a strong rise in net EU
transfers to general government. This in turn
stemmed mainly from the significant inflow of
funds under the Common Agricultural Policy
(CAP) in February and to a lesser extent from
a decrease in general government payments to
the Community Budget.5

1.5 CAPITAL TRANSFERS BALANCE

The slight increase of the capital transfers sur-
plus in the period under review reflects a
small rise in net EU capital transfers to gen-
eral government.6 It should be recalled, how-
ever, that at end-2007 there was a consider-
able inflow of Community funds. From the
onset of CSF III implementation in 2001 to
end-July 2008 Greece received from the
Structural Funds some €19.5 billion, i.e. 86%
of the total Community commitments for the
2000-2006 period (€22.7 billion).7 In the
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22 Specifically regarding the trade balance excluding fuel and ships,
export receipts rose by €969 million (13.9%), while the import bill
rose by €2,264 million (10.1%). Moreover, according to the avail-
able provisional NSSG data (trade values for the period January-
July 2008), exports excluding oil and ships increased by 5.8%, while
imports increased by 5.7%. In addition, total exports rose by 3.0%
and total imports (excluding ships) decreased by 1.7%. It should
be recalled that discrepancies between Bank of Greece balance of
payments data and the above NSSG trade statistics are largely due
to the fact that the former relate to receipts and payments effected
mainly through the domestic banking system, while the latter are
based either on customs data for transactions with non-EU coun-
tries or tax data (INTRASTAT) for intra-EU trade.

33 See Chapter IV.1.
44 Receipts from travel services rose by 5.9% in the period under

review. Developments in travel receipts seem to have been affected,
among other things, by the tourism industry’s squeezed prices in
the form of “all inclusive” packages. Moreover, against the back-
ground of a weak global economic outlook and the appreciation of
the euro, certain non-euro area countries have become more attrac-
tive destinations compared with Greece.

55 Current transfers from the EU to general government include mainly
CAP direct payments and market price support, distributed unevenly
over the year, and resources from the European Social Fund.

66 Capital transfers from the EU include mainly receipts from the
Structural Funds ―other than the European Social Fund― and the
Cohesion Fund under the CSFs.

77 By the end of December 2006 Greece had received 54% of total
Community funding.
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period ahead, Greece will seek to accelerate its
absorption rate, in order to avoid any decom-
mitment of funds.8

Total net inflows from the EU (current trans-
fers plus capital transfers minus contributions
to the Community Budget), on a cash basis,
amounted to €4.5 billion in the seven months
from January to July 2008 and are expected to
exceed €5.5 billion by end-2008, as Greece is
to receive ―in addition to CSF III disburse-
ments― advance and first payments for proj-
ects coming under the National Strategic Ref-
erence Framework 2007-2013 (i.e. under CSF
IV).9 These receipts correspond to approxi-
mately 2.2% of GDP.

2 FINANCIAL ACCOUNT: SUMMARY OF DEVEL-
OPMENTS

Financial investment, i.e. the sum of direct,
portfolio and “other” investment, showed a
net inflow of €18.7 billion in the seven months
from January to July 2008, compared with
€16.5 billion in the same period of 2007. This

development was broadly based across the
individual components of financial investment,
all of which recorded positive net inflows
(“other” investment: €8.8 billion, portfolio
investment: €8.4 billion and direct investment:
€1.5 billion).

Inflows under direct investment came to €2.8
billion, mainly reflecting the acquisition of a
19.99% stake in the share capital of the Hel-
lenic Telecommunications Organisation (OTE)
by Deutsche Telekom (Germany) in May,
amounting to €2.5 billion.10 Direct investment
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Table VI.1 Greece: revised nominal and real effective exchange rate (EER) indices

(annual percentage changes in year averages)

2001 1.1 1.0 0.6

2002 1.9 2.8 3.6

2003 4.5 5.3 4.9

2004 1.4 1.9 4.1

2005 -0.7 0.3 -0.6

2006 0.1 1.0 2.1

2007 1.4 1.9 3.7

200822 2.4 2.9 5.2

Cumulative percentage change in 2001-2008 12.6 18.4 26.0

Nominal EER

Real EER

On the  basis of relative 
consumer prices

On the basis of relative unit
labour costs in the 

whole economy

Sources: Exchange rates: ECB, euro reference exchange rates. CPI: ECB. Harmonised CPI where available. Unit labour costs in the whole
economy: for Greece: Bank of Greece estimates, for the other countries: ECB.
1 Revised indices (compiled by the Bank of Greece) comprise Greece’s 28  major trading partners (among them, the other euro area countries,
excluding Malta).The weights are calculated on the basis of manufacturing imports and exports (categories 5-8 of the Standard International
Trade Classification―SITC 5-8) during 1999-2001, taking into account competition in third markets.
2 Provisional data and estimates. 

88 According to EU guidelines on the closure of operational pro-
grammes of the 2000-2006 period (known as the “n+2” rule),
CSF III projects had to be implemented by 31 December 2008.
However, following the August 2007 forest fires, the European
Commission extended this deadline until end-2009 for all regional
programmes that concern the disaster areas and ―as was
announced on 30 June 2008― for major sectoral programmes.

99 In 2007, total net transfers of EU funds came to €4.9 billion,
including advance payments under the National Strategic Refer-
ence Framework 2007-2013 (CSF IV).

1100 In the period under review, other noteworthy inward direct invest-
ment transactions were: the acquisition by Alapis Farma (Cyprus)
of a holding (€50 million) in the capital of its parent company
Alapis SA, and the participation of Xanatech Ltd (Cyprus) with
€22 million in the share capital increase of Channel Nine SA. At
the same time, an outflow of €70 million was recorded due to the
sale of the Plus Hellas supermarket chain by Tengelmann KKG
(Germany) to ΑΒ Vassilopoulos SA.
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outflows came to €1.3 billion (compared with
€2.9 billion in the same period of 2007).11

Although direct investment inflows in Greece
appear increased relative to the same period of
2007 due to the sale of part of ΟΤΕ’s share
capital, the overall picture is far from reas-
suring. Aside from the adverse global eco-
nomic situation that weighs heavily on foreign
direct investment flows worldwide, Greece
faces additional constraints in its effort to
attract FDI. These relate, among other things,
to poor structural competitiveness, bureau-
cratic burdens, inadequate infrastructure and
rigidities in product and labour markets.12

Direct investment outflows remain relatively
high (despite a decrease compared with one
year earlier) and involve mainly investment
activity in the Balkan countries, particularly by
Greek banks.

Net inflows under portfolio investment
decreased markedly compared with the same
period of 2007. More specifically, this stemmed
from the equity component, showing net
redemptions of Greek company shares held by
non-residents amounting to €1.3 billion
(compared with net acquisitions worth€8.5 bil-
lion in the corresponding period of 2007). This
reversal is associated with the uncertainties pre-
vailing in world capital markets. On the other
hand, inflows for purchases of Greek govern-
ment bonds and Treasury bills by non-residents
increased slightly to €17.0 billion from €16.5
billion in the same period of 2007. A small
decline was recorded in Greek residents’ pur-
chases of foreign bonds and Treasury bills, rep-
resenting an outflow of €8.1 billion, compared
with €8.4 billion in the same period of 2007.

In “other” investment, the relatively large net
inflows are accounted for by strong inflows into
deposits and repos, which offset by a consid-
erable margin the increase in corresponding
placements abroad by Greek residents.

Finally, in the seven months from January
to July 2008, Greece’s foreign reserves de-

creased by €182 million to €2.4 billion at
end-July.

3 PERMANENT AND CONJUNCTURAL DETERMI-
NANTS OF THE CURRENT ACCOUNT DEFICIT

The Greek balance of payments is affected by
a number of endogenous and exogenous fac-
tors, the adverse consequences of which can
only be successfully addressed over a longer-
term horizon. Meanwhile, it is urgently nec-
essary to take measures that should bear fruit
in the medium term.

The shortfall of total saving relative to domes-
tic investment expenditure persists as a major
factor of imbalance, with saving as a percent-
age of GDP remaining at very low levels
(chiefly because the expansion of consumer
credit has boosted private consumption
spending at the expense of private saving),
while investment is relatively high.13 The
increase in imports of capital equipment in line
with rising investment expenditure burdens the
trade deficit, given that the scope for import
substitution is, as far as capital goods are con-
cerned, rather limited. Therefore, considering
that in absolute terms import expenditure is
many times over export receipts and taking
into account the high import content of many
Greek exports, it is crucial to improve consid-
erably the export performance of the Greek
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1111 In the period under review, the most important direct investment
outflows were: (i) €80 million for a capital injection by Eurobank
to EFG Spolka AK (Poland); (ii) €26 million and €24 million for
the increase of the participation of Piraeus Bank in the share cap-
ital of its subsidiary Atlas Banka (Serbia); (iii) €17 million for the
increase of the participation of Eurobank in the share capital of its
subsidiary Eurobank Serbia (Serbia); (iv) €47 million for the par-
ticipation of the National Bank of Greece in the share capital
increase of Romaneaska bank (Romania); (v) €260 million for the
partial acquisition of Ocean Rig ASA (Norway) by the Oikonomou
Group; and (vi) €49 million for the participation of Alpha Bank
in the share capital increase of its subsidiary Alpha Bank Srbjja AD.

1122 See Bank of Greece, Monetary Policy – Interim Report, October
2006, Box IV.1, pp. 128-134.

1133 Indicatively, total saving in 2007 came to 9.5% of GDP, compared
with 11.1% in 2006 and 10.3% in 2005, while the respective euro
area percentages were 22.0%, 21.3% and 20.7%. In addition, gross
fixed capital formation stood at 25.7% of GDP in 2007, compared
with 25.8% in 2006 and 23.4% in 2005, while the respective euro
area percentages were 22.1%, 21.6% and 20.8%. (The current
account deficit based on national accounts data reached 16.4% in
2007, from 14.4% in 2006 and 13.4% in 2005.)
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goods-producing sector, so as to prevent the
trade deficit from becoming permanent. In this
respect, advantage must be taken of the oppor-

tunities for further penetration of Greek
exports into the fast-growing economies of
South-eastern Europe (see Box VI.1).

Monetary Policy
Interim Report

2008 101

GREECE’S TRADE WITH THE OTHER BALKAN COUNTRIES

The strengthening of market economy and the modernisation of institutions in the Balkan
countries, as well as their emerging European prospects (Bulgaria and Romania are already
EU members), have contributed to the development of their economic relations with Greece.
Particularly important was the Greek businessmen’s response to the new investment and trade
opportunities in the region.

Βοχ VI.1

Table Α Greece’s external trade with the Balkan countries

(value in million euro)

1995 2000 2005* 2006* 2007*

Source: NSSG.
Note: Bracketed figures denote each country’s percentage share in total Greek exports/imports to and from the region.
* Provisional data.
1 Bosnia-Herzegovina, Croatia, Slovenia.

ΑΑ..  ((NNoonn--ooiill))  eexxppoorrttss  ttoo::

Bulgaria 323 447 758 903 1,057
(38.6) (23.6) (32.0) (30.4) (31.5)

Romania 113 406 393 574 733
(13.5) (21.5) (16.6) (19.4) (21.8)

Turkey 139 394 446 517 471
(16.6) (20.8) (18.8) (17.4) (14.0)

Albania 185 224 298 290 321
(22.1) (11.8) (12.6) (9.8) (9.6)

FYROM 19 235 284 330 338
(2.2) (12.4) (12.0) (11.1) (10.1)

Serbia & Montenegro 13 138 97 185 226
(1.5) (7.3) (4.1) (6.2) (6.7)

Other1 45 47 94 166 213
(5.4) (2.5) (4.0) (5.6) (6.3)

TToottaall 883366 11,,889900 22,,337700 22,,996655 33,,335588

% of total Greek exports 10.5 17.2 17.8 20.7 22.3

ΒΒ..  ((NNoonn--ooiill))  iimmppoorrttss  ffrroomm::

Bulgaria 357 416 461 587 843
(52.8) (29.0) (21.7) (21.4) (23.8)

Romania 89 323 298 376 505
(13.2) (22.5) (14.0) (13.7) (14.2)

Turkey 156 424 955 1,237 1,541
(23.1) (29.5) (44.9) (45.0) (43.4)

Albania 28 46 17 28 64
(4.2) (3.2) (0.8) (1.0) (1.8)

FYROM 11 75 187 219 296
(1.7) (5.2) (8.8) (8.0) (8.3)

Serbia & Montenegro 1 93 79 192 189
(0.1) (6.5) (3.7) (7.0) (5.3)

Other1 33 58 129 107 110
(4.9) (4.1) (6.0) (3.9) (3.1)

TToottaall 667766 11,,443366 22,,112266 22,,774466 33,,554499
% of total Greek imports 3.7 4.5 5.6 6.3 6.7
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(Non-fuel) trade has recorded a satisfactory increase. Greece’s receipts from exports to these
countries as a percentage of its total export receipts rose to 22.3% in 2007, from 10.5% in
1995 (see Table Α). The corresponding percentage of Greece’s expenditure for imports from
these countries reached 6.7% in 2007, from 3.7% in 1995. The bulk of trade relates to the
“other industrial items” category, which includes mostly traditional industrial products. The
share of this category in total receipts from exports to the countries at issue rose from 35.1%
in 1995 to 47.1% in 2005, while it slightly declined thereafter and in 2007 stood at 44.2%.
The share of the same category of goods in the total value of Greek imports from the countries
at issue remained high (60.6% in 1995 and 55.8% in 2007 – see Table Β). Accounting for a
noteworthy share in the corresponding exports and imports ―in the order of 20% for 2007―
is the “transport machinery and equipment” category, which involves mainly medium- and
high-technology products.

The increase in the share of Greek exports to these countries is mainly the result of the faster
rise in their demand compared with total external demand. However, the Greek exports’
market share (i.e. their share in the total imports of the countries at issue) remains stagnant
(1.6%), albeit higher than the share of Greek exports in the market of industrial countries
as a whole (0.2% according to data for 2007 – see Table C). This is explained by the fact that
the bulk of Greek exports to the Balkan countries relates to traditional products (such as
textiles), which meet with intense competition from the domestically produced ones. These
are usually labour-intensive and low-technology products, and the Balkan countries have a
comparative advantage for their production, mainly because of their low labour costs. A
competitiveness problem, however, is also detected in the case of the “transport machinery

Table B: Breakdown of Greece's non-oil external trade with the Balkan countries

(% of total Greek exports/imports to and from the region)

Source: NSSG.
* Provisional data.

ΑΑ..  EExxppoorrttss

Agricultural products 26.9 16 12.8 11.6 13.6

Non-oil raw materials 12.9 13.1 9.3 11.2 8.3

Chemical products 8.1 10.8 16.1 16.6 14.5

Transport machinery & equipment 16.8 23.4 14.5 15.7 19.1

Other industrial items 35.1 36.2 47.1 44.6 44.2

Other 0.2 0.5 0.2 0.3 0.3

NNoonn--ooiill  ttoottaall 110000..00 110000..00 110000..00 110000..00 110000..00

Oil exports as a percentage of total Greek exports to the region 11.0 21.2 9.1 16.9 13.8

ΒΒ..  IImmppoorrttss

Agricultural products 11.6 7.1 15.1 13.7 11.8

Non-oil raw materials 6.5 7.0 10.8 10.0 8.3

Chemical products 13.8 7.2 6.4 6.2 5.1

Transport machinery & equipment 7.5 11.2 17.6 19.1 19.0

Other industrial items 60.6 66.1 50.0 50.9 55.8

Other 0.0 1.4 0.1 0.1 0.0

NNoonn--ooiill  ttoottaall 110000..00 110000..00 110000..00 110000..00 110000..00

Oil imports as a percentage of total Greek imports from the region 5.6 1.7 11.4 13.4 5.0

1995 2000 2005* 2006* 2007*
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Coping with balance of payments problems
becomes even more difficult on account of cer-
tain structural weaknesses of the Greek econ-
omy, reflected in a high income elasticity and
low price elasticity of import demand,14 but
most importantly in the declining price com-
petitiveness of Greek products in the interna-
tional as well as in the domestic market.

The balance of payments is also occasionally
burdened by extraordinary factors, such as
shipbuilding orders and purchases of new and
used vessels by Greek-based shipping compa-
nies (see Box VI.2).
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and equipment” category (which, as already mentioned, relates mostly to exports of medium-
and high-technology products): the share of this category in Greek exports to the above
countries decreased in the period 2000-2007.

But also on the import side, the fact that the largest share of expenditure equally relates to
“other industrial items” demonstrates how vulnerable Greece’s exports to these countries are,
from a perspective of both cost and price competitiveness. Already many Greek firms active
in this specific category of products have moved their production units to these countries, so
as to benefit from the lower labour costs. It should be noted, however, that part of the imports
at issue relates to inexpensive intermediate goods utilised in the production of higher
technology products, and thus the competitiveness of Greek exports is ultimately strengthened.

Greece’s geographical closeness to the Balkan countries and the knowledge of their individual
markets by Greek firms offer to Greek products a clear advantage vis-à-vis similar products
from other European countries and favour the Greek exporters’ commercial penetration
attempts. There is a need, however, for a shift of the Greek producers’ export efforts towards
products of high value added and technology. Such a shift, in the context of rising living
standards in the Balkan countries, could lead to a considerable and permanent increase in
the share of Greek exports in the markets of the Balkans (and South-eastern Europe in
general).

1144 Estimates by the Econometric Forecasting Section of the Bank of
Greece Economic Research Department.

Table C: Greece’s market share in the Balkan countries

(imports from Greece as a percentage of total imports of each country)

Source: IMF, Direction of Trade Statistics.
1 Bosnia-Herzegovina, Croatia, Slovenia.

1995 2000 2005 2006 2007

Bulgaria 4.4 4.9 5.0 5.2 6.3

Romania 1.5 2.8 1.1 1.2 1.5

Turkey 0.6 0.8 0.7 0.8 0.5

Albania 40.3 26.5 16.5 16.9 17.2

FYROM 1.7 9.6 9.2 8.5 12.5

Serbia & Montenegro 7.8 4.3 1.7

Other1 0.2 0.2 0.4 0.7 0.6

TToottaall 1.6 1.6 1.5 1.5 1.6

Industrial countries 0.2 0.1 0.1 0.2 0.2

European developing countries 0.7 0.8 0.6 0.6 0.7
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SEA TRANSPORT RECEIPTS

In 2007 net receipts from sea transport accounted for 4.5% of GDP, while in the period 2004-
2007 their average annual rate of increase was in the order of 20%1 (see the table below).
The bulk of receipts (almost 98%) stems from transit trade by Greek sea-going shipping.

The considerably increased receipts are associated with the rise in international freight rates,
as well as with the size of the Greek-owned fleet.2 In the first half of 2008, the index of freight
rates for dry cargo transport ships (BDI – Baltic Dry Index) rose by 61% and the corre-
sponding index for oil tankers (BDTI – Baltic Dirty Tanker Index) stood at a level 32% higher
than in the first half of 20073 (see the chart), but in the third quarter both these indices
declined.

The rise in freight rates for dry cargo transport is attributable to China’s ongoing demand
for raw materials ―chiefly iron ore and metallurgical coal― as well as its need to procure
raw materials from alternative markets farther away.4 At the same time, congestion in the
loading and unloading ports limited the supply of shipping services. The rise in freight rates
for oil carriers is associated with the withdrawal of ships,5 although the decelerated rate of

Box VI.2

1 The corresponding average annual rate of increase in US dollars comes to 25%.
2 Other determinants of receipts are the rate of commissioning of the Greek-owned fleet and the evolution of the exchange rate of the

euro vis-à-vis the US dollar, since practically all charter parties are concluded in US dollars.
3 The ΒDΙ rose considerably (by 72%) in 2004. It then declined at an average annual rate of 25% in 2005 and 6% in 2006, while in 2007

it rose at an average annual rate of 122%. In parallel, the BDTI rose by 33% in 2004 and then fell both in 2005 and 2006, by 15% each
year. In 2007 it fell by another 13%. Both indices recorded a considerable increase at end-2007, but fell in early 2008, to rise notice-
ably again in the second quarter of the year, before recording a new decline in the third quarter.

4 E.g. China imports iron ore from Brazil instead of Australia which is closer to it.
5 Either for their retrofit into dry cargo ships or for dismantlement.

Sea transport receipts and macroeconomic fundamentals

(million euro)

January-December  January-June

2004 2005 2006 2007 2007 2008

Sources: Bank of Greece and NSSG.

GDP (current prices) 185,225.0 198,609.0 213,985.0 228,949.0 112,885.0 120,617.0

Trade balance -25,435.8 -27,558.9 -35,286.3 -41,499.2 -19,031.4 -22,777.3

– of which: ships’ balance 135.6 -723.0 -3,390.5 -5,520.3 -2,263.8 -2,547.4

Services balance 15,467.0 15,391.1 15,337.1 16,591.7 5,758.4 6,286.2

Sea transport receipts 12,404.2 12,953.0 13,280.2 15,678.6 7,199.2 9,047.2

Minus payments for sea transport 4,486.0 4,646.9 5,024.5 5,426.7 2,502.8 3,237.0

Net inflows from sea transport 7,918.3 8,306.1 8,255.7 10,251.9 4,696.4 5,810.2

– As a percentage of GDP 4.3% 4.2% 3.9% 4.5% 4.2% 4.8%

– As a percentage of the services balance 51.2% 54.0% 53.8% 61.8% 81.6% 92.4%

– As a percentage of trade balance deficit coverage 31.1% 30.1% 23.4% 24.7% 24.7% 25.5%

Annual increase of net inflows from sea transport 54.0% 4.9% -0.6% 24.2% 15.2% 23.7%
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The substantial rise in the net fuel import bill
is a major source of trade imbalance.15 This
effect is associated with the strong growth
rates of the Greek economy combined with its
low price elasticity of demand. The Greek
current account balance is constantly vulner-
able to rising oil prices, especially in view of
the economy’s high energy dependence (see
Appendix 2 to Chapter V).

Of course, a higher current account deficit ―
given that foreign direct investment inflows
remain relatively small― entails higher exter-
nal debt and interest payments, which feed
back into the deficit. Moreover, the medium-
term prospect of a reduction in net current
and capital transfers from the Community
budget (as a result of EU enlargement)16

points to the need to improve the economy’s
goods export performance (as already men-
tioned) and highlights the importance of
receipts from services exports for counterbal-
ancing the trade and income deficits. The out-
look for transport receipts is discussed in Box
VI.2. As regards travel receipts, the need to
further upgrade the tourism infrastructure in
order to ensure the provision of more com-

petitive services in terms of price and quality
has been repeatedly stressed.

A question therefore arises as to whether the
current account deficit and ―by extension―
the external debt are sustainable. To the extent
that higher investment helps to raise compet-
itiveness and productivity, the part of the cur-
rent account deficit that is associated with an
increase in capital goods imports presents no
threat to the sustainability of the external debt.
The same applies to spending for the renewal
of the merchant fleet. In any case however,
reducing the current account deficit necessi-
tates the consistent implementation of policies
aimed at addressing the economy’s structural
weaknesses (see Chapter Ι).
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increase in world oil consumption limited the
demand for oil tankers.

The outlook for sea transport receipts remains
positive6 until 2010, due to the expected
enlargement of the Greek-owned fleet by about
10% per annum over the next four years7 and
the continuing demand, which reflects mainly
growth in China and other Asian countries.
However, any prolongation of the current
financial turmoil, which has an impact on inter-
national trade as well, could constitute a bot-
tleneck to such positive prospects.

Developments in the indices of freight
rates for dry cargo ships (BDI) and oil
tankers (BDTI) 

(average quarterly data)

Source: Clarkson Research Services.

6 Sea transport receipts are estimated to rise by about 15% in 2008.
7 Greek shipping is expected to preserve its market share even after

completion of the investment programmes worldwide. It should be
noted that, in February 2008, ships of Greek interest under con-
struction corresponded to 48.9% of the active fleet, while the
respective percentage for the global fleet was 47.3%.

1155 Reference to net fuel imports is opted for, given that for every $10
paid for imports of oil products, the Greek economy receives $2
from exports of oil derivatives (see Panhellenic Exporters Associ-
ation (PEA), “Oil trade of Greece”, Episimanseis No. 32, Novem-
ber 2006, in Greek).

1166 As already mentioned, total net transfers of EU funds came to €4.9
billion in 2007 and are expected to exceed €5.5 billion in 2008. For
the entire 2007-2013 period, Greece has secured €24.3 billion of
Community funding for the implementation of the National Strate-
gic Reference Framework, including resources committed to rural
development. Meanwhile, CAP direct payments and subsidies in
the 2007-2013 programming period will depend on the outcome of
the ongoing modernisation of CAP in the context of the EU Budget
Review for the next programming period (2014-2020).
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1 THE EVOLUTION OF MONETARY AGGREGATES
IN GREECE

1.1 MONETARY DEVELOPMENTS

The annual growth rate of the monetary aggre-
gate M31 in Greece accelerated to 15.2% in
August (2007 Q4: 14.7% – see Table VII.1)
and stands higher than in the euro area. This
increase mainly reflects shifts from assets not
included in Μ32 to assets included therein,
mostly deposits with an agreed maturity of up
to two years. This shift is associated with
increased short-term interest rates, in con-
junction with negative returns on all mutual
funds in the period under review.

Turning to M3 components, ttiimmee  ddeeppoossiittss
increased between January and August 2008.
In this period, the interest rate on time
deposits rose more than the oovveerrnniigghhtt  ddeeppoossiitt
rate, thereby leading to shifts within M3,
specifically from highly liquid deposits to time
deposits. Thus, the growth rate of time
deposits decelerated, but remained high, while
the decrease in overnight deposits became
stronger. Following these developments, the
annual rate of increase in total deposits
included in M3 decelerated to 14.3% in
August 2008 (2007 Q4: 15.9%). Finally, iinnvveesstt--
mmeenntt  iinn  rreeppooss  aanndd  mmoonneeyy  mmaarrkkeett  ffuunndd
sshhaarreess//uunniittss declined, while holdings of secu-
rities with an agreed maturity of up to 2 years
increased considerably (see Table VII.1 and
Chart VII.1).

1.2 BANK DEPOSIT RATES

The upward trend of deposit and repo rates,
which had started in the second half of 2007
due to the turmoil in financial markets, con-
tinued in January-August 2008. This trend
was also fed by the increase of 25 basis points
in key ECB interest rates on 3 July 2008.
Among deposit categories, the interest rate
on time deposits recorded the largest rise (see
Table VII.2A and Chart VII.2). These devel-
opments are largely associated with liquidity
shortage in the interbank market and expec-

tations that this situation would persist, which
forced banks to seek, inter alia, to boost their
deposit base, especially time deposits. By way
of illustration, it should be noted that the euro
area interbank rate (three-month EURIBOR)
rose from 4.15% in June 2007, before the
financial turmoil began, to 5.02% in Septem-
ber 2008.

In the January-July 2008 period, the average
deposit rate in Greece increased; as a result,
its positive differential from the average euro
area rate widened (see note 3 in Table
VII.2A). Specifically, the average rate on new
deposits with an agreed maturity of up to 1
year increased in Greece by 57 basis points,
compared with a rise of 33 basis points in the
euro area as a whole, and their differential
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V I I MONEY ,  C R ED I T  AND  C A P I T A L  MARK E T S

11 Excluding currency in circulation.
22 Mainly shares/units of bond funds and funds of funds.

Chart VII.1 Deposits, repurchase
agreements and money market fund units
in Greece1

(January 2003–August 2008)

Source: Bank of Greece.
1 These aggregates are included in M3 according to the ECB def-
inition and therefore constitute the Greek contribution to the cor-
responding euro area aggregates.
2 Including savings deposits in currencies other than the euro.

(end-of-period balances, million euro)
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came to 48 basis points. In July 2008, the
interest rate on this category of deposits in
Greece was the highest among euro area
countries (see Table VII.2B). It should be
noted that, in this period, the average rate on
new overnight deposits in Greece remained
virtually unchanged, while it recorded a slight
increase of 8 basis points in the euro area as
a whole so there was no differential between
them in July.

2 THE FINANCING OF THE ECONOMY

The growth rate of the ttoottaall  ffiinnaanncciinngg  ooff  tthhee
eeccoonnoommyy by domestic Monetary Financial Insti-
tutions (MFIs),3 having accelerated in the first
months of 2008, remained relatively stable in
the April-August 2008 period at around 17%

Table VII.2A Bank interest rates on new deposits by households in the euro area and Greece 

(percentages per annum)

December
2007 July 2008

Change 
July 2008/
Dec. 2007

(in percentage
points) August 20083

Change 
Aug. 2008/
Dec. 2007

(in percentage
points)

OOvveerrnniigghhtt11

Weighted average interest rate in the euro area 1.18 1.26 0.08 ... ...

Maximum interest rate 2.58 2.68 0.10 ... ...

Minimum interest rate 0.19 0.20 0.01 ... ...

Interest rate in Greece 1.24 1.26 0.02 1.26 0.02

Interest rate differential between Greece and the 
euro area

0.06 0.00 -0.06 ... ...

WWiitthh  aann  aaggrreeeedd  mmaattuurriittyy  ooff  uupp  ttoo  oonnee  yyeeaarr22

Weighted average interest rate in the euro area 4.28 4.61 0.33 ... ...

Maximum interest rate 4.68 5.09 0.41 ... ...

Minimum interest rate 2.94 3.17 0.23 ... ...

Interest rate in Greece 4.52 5.09 0.57 4.99 0.47

Interest rate differential between Greece and the 
euro area

0.24 0.48 0.24 ... ...

Sources: ECB and euro area NCBs.
1 End-of-month rate.
2 Monthly average rate.
3 Εuro area bank rates for August 2008 were not available on the date of publication of this Report.
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Chart VII.2 Bank interest rates on new
deposits by households in Greece and the
euro area
(January 2003–August 2008)

Sources: Bank of Greece and ECB.
1 Monthly average rate.
2 The interest rate on savings deposits is used, as these deposits
represent the bulk of overnight deposits and their interest rate is
almost identical to the overnight rate.
3 End-of-month rate.

(percentages per annum)

33 The financing of the economy by domestic MFIs comprises the
outstanding balance of MFI loans to enterprises, households and
general government, as well as total government securities and
corporate bonds held by MFIs. Included is the balance of
securitised loans and corporate bonds. The calculation of the rate
of change in total financing also includes total write-offs by banks
during the reference period.
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(August 2008: 17.5%, 2007 Q4: 13.1%; see
Table VII.3 and Chart VII.3). This develop-
ment reflects an increase in the rate of change
in general government financing, which
turned from negative to positive in July 2008
(August 2008: 4.2%, 2007 Q4: -16.1%), for the
first time since September 2006, and is associ-
ated with a restructuring of MFI assets.4 By
contrast, the growth rate of private sector
financing decelerated slightly, but remained
strong (August 2008: 20.1%, 2007 Q4: 21.2%).

Bank credit to enterprises and households

The annual rate of increase in ccrreeddiitt  ttoo  tthhee  pprrii--
vvaattee  sseeccttoorr, despite a slowdown in credit growth
to households, remained high in the first eight
months of 2008, as corporate credit growth
edged up.

Specifically, the annual rate of increase in ccoorr--
ppoorraattee  ffiinnaanncciinngg came to 22.9% in August 2008,

from 19.3% in the fourth quarter of 2007.5,6

This development is mainly attributable to
firms’ increased requirements for working cap-
ital and investment project financing (see
Chapter IV.1) and, to a lesser extent, to firms’
estimates that credit standards and terms
would probably tighten in the future.7
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Table VII.2Β Bank interest rates on new deposits by households in euro area countries1

Sources: ECB and euro area NCBs.
1 Despite the efforts to harmonise statistical methodologies across the euro area, considerable heterogeneity remains in the classification of
banking products, which is partly due to differences in national conventions and practices as well as regulatory and fiscal arrangements (see
ECB, “Differences in MFI interest rates across euro area countries”, September 2006).
2 End-of-month rate.
3 Monthly average rate.
4 The interest rate applies to all time deposits irrespective of maturity.

Overnight2 With an agreed maturity of up to 1 year3

December 2007 July 2008 December 2007 July 2008

Austria 1.93 2.05 4.28 4.45

Belgium 1.16 0.99 4.21 4.46

Finland 1.09 1.36 4.68 4.92

France 0.19 0.20 4.18 4.46

Germany 1.83 1.95 4.22 4.43

GGrreeeeccee 11..2244 11..2266 44..5522 55..0099

Ireland 1.40 1.58 4.084 4.334

Italy 1.28 1.40 2.94 3.17

Luxembourg 2.58 2.68 4.07 4.24

Netherlands 0.80 0.79 4.25 4.62

Portugal 0.20 0.27 4.16 4.52

Spain 0.70 0.78 4.49 4.85

Slovenia 0.40 0.48 4.04 4.40

44 This restructuring involved an increase in government bond
holdings, following a long period of sales of such assets. This
development is associated both with banks’ shift to relatively safe
holdings such as government bonds and with the authorisation of
MFIs to use such instruments as collateral in order to obtain
financing from the Eurosystem. It should also be noted that,
regarding supply of government paper, the net borrowing
requirement of general government on a cash basis was higher in
the first eight months of 2008 (€10,674 million) than in the
corresponding period of 2007 (€8,916 million). Thus, government
paper issuance in the first eight months of 2008 was significantly
higher year-on-year.

55 This rate of increase has been accelerating since mid-2007.
66 As a percentage of GDP, bank credit to enterprises in Greece in

2000-2007 increased as much as in the euro area (non-financial
corporations).

77 This estimate is also in line with the results of the Bank Lending
Survey rounds of April and July 2008, which included specific
questions about the effects of the turmoil in international financial
markets on credit standards and credit terms. The Bank Lending
Survey is conducted by the Bank of Greece on a quarterly basis, in
the context of a broader Eurosystem survey.
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A significant part of total corporate credit
growth in January-August 2008 was covered by
corporate bonds.8 In this period, net MFI funds
raised by eenntteerrpprriisseess through bboonndd  iissssuuaannccee
came to €3,593 million (January-August 2007:
€2,619 million); as a result, the share of this
form of financing in total bank credit to enter-
prises rose to 17.7% in August 2008 (Decem-
ber 2007: 17.0% – Chart VII.4).

The established practice of the borrower
bearing the interest rate risk under corporate
loan agreements still holds, despite the
upward trend of interest rates. Thus, loans
with a floating rate or an initial rate fixation
of up to one year still represent more than
90% of new loans with a defined maturity to
non-financial corporations. At the same
time, over 2/3 of the value of new loans still
concern large amounts of credit (over €1
million each), typically granted to large
enterprises.

The breakdown of credit expansion by sector of
economic activity shows that total financing
increased in most sectors, except for credit to
non-monetary financial institutions9 (see Table
VII.4). Specifically, the growth rate of ffiinnaanncc--
iinngg  ttoo  aaggrriiccuullttuurree edged up in the first eight
months of 2008 (August 2008: 18.9%, 2007 Q4:
10.7%). The firms of this sector absorbed 3.7%
of credit expansion to all firms in the reviewed
period.

An acceleration was also recorded in the
annual growth rate of ccrreeddiitt  ttoo  iinndduussttrryy in the
first eight months of 2008, compared with the
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Chart VII.3 Greece: Total financing of the
economy by domestic MFIs and its sectoral
breakdown
(January 2003–August 2008)

Source: Bank of Greece.
Note: Including MFI loans to business firms, households and gen-
eral government, as well as total MFI holdings of government
securities and corporate bonds. Also including the amounts of
securitised loans and loan write-offs carried out by banks during
the reference period.

(annual percentage changes, shares in percentage points)

Chart VII.4 MFI funds raised by enterprises
through bond issuance in Greece

(January 2003–August 2008)

Source: Bank of Greece.
1 The share of insurance companies does not exceed 1%.

88 As mentioned in previous Reports, this practice has been widely
used in recent years, mostly because of its tax advantages.
Specifically, according to the legislative framework (Law
3156/2003), these securities are exempt from the 0.6% levy on the
outstanding balance of the loan provided for by Law 128/1975.
Almost all such issues are absorbed by banks and the relevant
securities are not traded on a regulated secondary market.

99 It should be noted that the slowdown in the growth of credit to non-
monetary financial institutions is due to domestic MFIs’ sale of
corporate bonds worth €1,300 million to foreign MFIs.
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low rates observed in previous years (August
2008: 17.3%, 2007 Q4: 10.0%). Industrial firms
absorbed 17.7% of credit expansion to all firms
in the reviewed period.

The annual growth rate of ccrreeddiitt  ttoo  ttrraaddee  ffiirrmmss
also sped up significantly in the first eight
months of 2008, coming to 22.4% in August
(2007 Q4: 16.9%). Trade firms absorbed 24.3%
of new credit to all firms in this period.

Furthermore, the annual growth rate of ffiinnaanncc--
iinngg  ttoo  ttoouurriisstt  ffiirrmmss came to 27% in August 2008
(2007 Q4: 19.9%).

CCrreeddiitt  eexxppaannssiioonn  ttoo  sshhiippppiinngg  accelerated
(August 2008: 21.5%, 2007 Q4: 17.0%),10 while
the rate of change in credit to firms in the
“other sectors” remained relatively stable at
high levels (August 2008: 28.7%, 2007 Q4:
28.4%). A significant part of this credit was
extended to ccoonnssttrruuccttiioonn,,  eelleeccttrriicciittyy--ggaass--wwaatteerr
ssuuppppllyy  aanndd  ccoommmmuunniiccaattiioonnss--ttrraannssppoorrtt  ffiirrmmss. It
should be noted that firms in the “other sec-
tors” absorbed 44.4% of credit expansion to all
firms in this period.

The annual growth rate of MFI ccrreeddiitt  ttoo
hhoouusseehhoollddss has been declining since February
2006 and came to 17% in August 2008 (2007
Q4: 23.2%). Total household indebtedness
(total MFI lending to households, including
securitised loans) as a percentage of GDP
stood at 46.4% in August 2008 (August 2007:
42.7%).11 Net of securitised loans, household
borrowing came to 40.3% of GDP in August
2008 (August 2007: 39.6%; see Chart VII.5),
while this percentage for the euro area as a
whole stood at 53.1% (August 2007: 53.2%).

Underlying the slowdown in the annual
growth rate of household financing are mainly
the continued rise in bank rates from histor-
ical lows, a moderation in households’ con-
sumption expenditure growth and a decrease
in their housing investment, as well as a tight-
ening of credit standards and financing terms
by commercial banks.12
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Chart VII.5 Bank loans1 to households in
Greece and the euro area
(2000–August 2008)

Sources: Bank of Greece and ECB for outstanding loans, Euro-
stat for GDP. 
1 Excluding securitised loans.
2 Estimates for the 2008 GDP.

(percentage of GDP)2

1100 It should be noted, however, that most loans to the shipping sector
are granted in US dollars, hence exchange rate developments had
a dampening effect on this growth rate.

1111 For the assessment of household indebtedness, see Box VII.1.
1122 See footnote 7.

HOUSEHOLD BORROWING: RESULTS OF THE 2007 BANK OF GREECE SURVEY

Following the country’s entry in the euro area in 2001 and the full liberalisation of consumer credit
in 2003, household borrowing increased strongly. Although household borrowing growth has been
slowing in the past two years, it still remains quite robust. The fast increase in loans to households
is mainly associated with higher bank liquidity over this period, the relatively low level of bank

Box VII.1
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lending rates and increasing competition in retail banking. Although Greek households’ total
indebtedness as a percentage of GDP remains significantly lower than the euro area average (2007:
Greece: 45.5%, euro area: 60.1%1), households’ financial position needs to be monitored on an
ongoing basis, in order to prevent household indebtedness from mounting to levels that would
make the servicing of their loans difficult. To investigate household borrowing, the Bank of Greece
in late 2007 repeated the Household Indebtedness Survey it had conducted in 2005 and 2002. The
main results of the survey 2 are summarised below:

• Almost half of the surveyed households (48.6%) have no outstanding loan obligations. However,
the percentage of households with outstanding debt (51.4%) is significantly higher than in 2005
(46.9%). This change would appear to be consistent with the fast increase in bank lending to
households in the period between the two surveys.

• The most widespread category of credit to households is loans through credit cards, followed
by housing loans. The percentage of indebted households under either category is increased relative
to the previous surveys. Specifically, the percentage of households with credit card debts rose to
60.8% in 2007, from 54.4% in 2005 and 53.1% in 2002.

• As in the earlier surveys, the 2007 survey shows that average debt per household is positively
related to income and wealth; this relation is particularly strong in the case of housing loans and
weaker for the remaining loan categories as a whole. In this respect, the results of all three surveys
indicate that low-income households have limited access to bank credit, and this access has become
increasingly difficult over time. On the other hand, among total indebted households, the
proportion of high-income households and the share of their debt in total household debt have
been rising. This implies that banks are now better informed about the characteristics of their
customers and focus on high-income customers. Strong credit growth has led to higher debt-to-
income ratios (household indebtedness) across all income brackets. The indebtedness of
households in the lowest income bracket is particularly increased and mainly relates to non-housing
loans, although the share of these households’ debt in total household indebtedness is very limited
(2007: 1.9%).

• For most indebted households, the debt servicing-to-income ratio stands at generally acceptable
levels, in the sense that the financial pressure exerted on these households does not, in principle,
prevent them from regularly servicing their loans. However, financial pressure worsened somewhat
between 2005 and 2007, since the percentage of households whose servicing costs do not exceed
1/3 of their income declined from 81% to 78% and the percentage of households whose servicing
costs do not exceed 40% of their income dropped from 88% to 84%. This small deterioration is
directly associated with increased bank interest rates. In any event, as already mentioned, the debt
servicing ratio remains at overall relatively low levels. This reflects, inter alia, banks’ more effective
credit risk management and compliance with the Bank of Greece’s instructions to adopt a longer-
term and more prudent policy. It should be noted, however, that, although the percentage of
households whose servicing costs exceeded 40% of their income in 2007 is limited (16%), their
share in total household indebtedness is relatively high (36.6%). This is, to some extent, accounted
for by non-mortgage loans and implies that banks have considerable leeway to improve credit risk

1 Including securitised loans. For the euro area, see ECB, Financial Stability Review, June 2008, p.72.
2 The full text of this survey (“Borrowing and financial pressure on households: Results of the 2007 sample survey”) was published in May

2008 on the Bank of Greece website, 
http://bankofgreece.gr/announcements/files/19.5.200820%Daneismos%20noikokyrio%20%2008%20-%20Ereuna.doc.
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The deceleration in household credit growth in
the January-August 2008 period chiefly
reflects a decline in the annual rate of increase
in hhoouussiinngg  llooaannss to 15.5% in August 2008, from
22.8% in the last quarter of 2007. This is partly
associated with a drop in private building activ-
ity and a slowdown in the rate of increase in
house prices in 2007 and the first few months
of 2008.13 Borrowers’ shift towards housing
loans with an initial rate fixation of over one
year, which coincided with the ECB interest
rate hikes at the end of 2005, continued in the
first eight months of 2008. Thus, on average,
70% of housing loans granted in the January-
August 2008 period (as in the corresponding
period of 2007) had an initial rate fixation of
over one year,14 compared with a mere 25.2%
in the corresponding period of 2006.

The rate of increase in ccoonnssuummeerr  llooaannss
remained high in the period under review,
decelerating only slightly (August 2008:
20.6%, 2007 Q4: 22.6%). This development
reflects a slowdown in the growth rate of
“other” consumer loans15 (August 2008: 20.8%,
2007 Q4: 28.5%), which now account for more
than 73% of total consumer loans. At the same
time, loans through credit cards rose faster
(August 2008: 11.8%, 2007 Q4: 4.4%). It
should be noted that the most important cat-
egory of new consumer loans with a defined
maturity in the first eight months of 2008 is
loans with an initial rate fixation of over 5
years, the share of which in total loans rose to
40.4% on average, from 22.6% in the corre-
sponding period of 2007. As mentioned in pre-
vious Reports, given the upward trend of inter-
est rates, borrowers prefer loans with longer
initial rate fixation in order to avoid increased
loan servicing costs.

3 BANK LENDING RATES, INTEREST RATE
SPREAD AND SPREAD DIFFERENTIALS
BETWEEN GREECE AND THE EURO AREA

In the January-August 2008 period, bank lend-
ing rates in Greece recorded an increase,
observed mainly in July and associated with
the rise in ECB key interest rates in early July.
Greek banks’ financing costs increased, mainly
due to the growth of their time deposits (see
Section 1.2 of this chapter); as a result, the
rise in their lending rates was overall higher
than in the euro area and the relevant dif-
ferential widened slightly. The smallest inter-
est rate increases both in Greece and in the
euro area were observed in corporate loans
and the largest ones in consumer loans. Hous-
ing loans rates increased more in Greece than
in the euro area, but continue to be lower
than in there (see Tables VII.5A-B and Chart
VII.7).

Specifically, the average iinntteerreesstt  rraattee  oonn  ccoonn--
ssuummeerr  llooaannss with a defined maturity rose by 63
basis points in the period January-August 2008
and stood at 9.03% in August. This develop-
ment is mainly attributable to a significant
increase16 (of 116 basis points) in the interest
rate on loans with a floating rate or an initial
rate fixation of over one year, which account
for about 25% of new consumer loans with a
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management. The main conclusion drawn from the survey is that households must carefully weigh
their financial requirements and capacity on the basis of their other obligations, as well as ask banks
to point out (as they are obliged to) the special features of each loan and the risks it incorporates.
This is all the more necessary in the current conjuncture, where financial market uncertainty is
increased and rising interest rates affect loan servicing costs, especially for over-indebted or
relatively low-income households.

1133 The outlook of the housing market is also mentioned in the results
of the April and July 2008 rounds of the Bank Lending Survey as
a factor that negatively affected the demand for housing loans in
this conjuncture.

1144 The corresponding percentage in the euro area was 60% in the
January-July 2008 period.

1155 “Other” consumer loans comprise personal loans and loans against
supporting documents.

1166 Underlying this was, to a certain extent, the fact that this loan
category includes floating rate loans, the benchmark rate of which
in most cases is the interbank rate (EURIBOR), which increased
in the period under review.
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Table VII.5A Bank interest rates on new loans in the euro area and Greece

(percentages per annum)

Sources: ECB and euro area NCBs.
1 Monthly average rates.

December
2007 July 2008

Change
July 2008/
Dec. 2007

(in percent-
age points) August 2008

Change
Aug. 2008/
Dec. 2007

(in percent-
age points)

ΑΑ.. LLooaannss  wwiitthh  aa  ffllooaattiinngg  rraattee  oorr  aann  iinniittiiaall  rraattee  ffiixxaattiioonn  ooff  uupp  ttoo  oonnee  yyeeaarr

ΑΑ..  11 LLooaannss  uupp  ttoo    €11  mmiilllliioonn  ttoo  nnoonn--ffiinnaanncciiaall  ccoorrppoorraattiioonnss  

Weighted average interest rate in the euro area 6.08 6.26 0.18 ... ...

Maximum interest rate 7.25 7.78 0.53 ... ...

Minimum interest rate 5.51 5.70 0.19 ... ...

Interest rate in Greece 6.83 7.03 0.20 7.11 0.28

Interest rate differential between Greece and the euro area      0.75 0.77 0.02 ... ...

ΑΑ..22 LLooaannss  ooff  mmoorree  tthhaann  €11  mmiilllliioonn  ttoo  nnoonn--ffiinnaanncciiaall  ccoorrppoorraattiioonnss

Weighted average interest rate in the euro area 5.35 5.44 0.09 ... ...

Maximum interest rate 6.53 6.57 0.04 ... ...

Minimum interest rate 4.89 5.12 0.23 ... ...

Interest rate in Greece 5.79 6.05 0.26 5.82 0.03

Interest rate differential between Greece and the euro area      0.44 0.61 0.17 ... ...

ΑΑ..33 HHoouussiinngg  llooaannss

Weighted average interest rate in the euro area 5.32 5.66 0.34 ... ...

Maximum interest rate 6.45 6.79 0.34 ... ...

Minimum interest rate 4.76 5.02 0.26 ... ...

Interest rate in Greece 4.76 5.30 0.54 5.34 0.58

Interest rate differential between Greece and the euro area      -0.56 -0.36 0.20 ... ...

ΑΑ..44 CCoonnssuummeerr  llooaannss  

Weighted average interest rate in the euro area 8.05 8.77 0.72 ... ...

Maximum interest rate 11.30 11.60 0.30 ... ...

Minimum interest rate 5.51 6.23 0.72 ... ...

Interest rate in Greece 7.66 9.21 1.55 8.82 1.16

Interest rate differential between Greece and the euro area      -0.39 0.44 0.83 ... ...

ΒΒ.. LLooaannss  wwiitthh  aann  iinniittiiaall  rraattee  ffiixxaattiioonn  ooff  oovveerr  oonnee  aanndd  uupp  ttoo  55  yyeeaarrss11

ΒΒ..11 HHoouussiinngg  llooaannss

Weighted average interest rate in the euro area 5.03 5.25 0.22 ... ...

Maximum interest rate 6.30 6.76 0.46 ... ...

Minimum interest rate 4.21 4.28 0.07 ... ...

Interest rate in Greece 4.21 4.51 0.30 4.72 0.51

Interest rate differential between Greece and the euro area      -0.82 -0.74 0.08 ... ...

ΒΒ..22 CCoonnssuummeerr  llooaannss

Weighted average interest rate in the euro area 6.93 7.15 0.22 ... ...

Maximum interest rate 11.79 12.21 0.42 ... ...

Minimum interest rate 5.46 5.67 0.21 ... ...

Interest rate in Greece 8.74 8.89 0.15 9.06 0.32

Ιnterest rate differential between Greece and the euro area      1.81 1.74 -0.07 ... ..
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defined maturity17 (see Table VII.5A). In the
other two loan categories with a defined matu-
rity (those with an initial rate fixation of over
one and up to five years and with an initial rate
fixation of over five years), interest rates rose
much less (by 32 and 26 basis points, respec-
tively). In the January-July 2008 period, the
differential between Greek and euro area
rates widened in the category of loans with a
floating rate or an initial rate fixation of up to
one year, while it narrowed in the other two
categories (see note 3 to Table VII.2A). As
regards loans without a defined maturity,
interest rates increased more in Greece than
in the euro area (by 51 and 18 basis points,
respectively); as a result, the interest rate dif-
ferential widened by 33 basis points. As stated
in previous Reports, loans of this category in
Greece are mainly obtained through credit
cards. Because of the increased administrative
costs and the high credit risk involved, their
interest rate is high (August 2008: 16.18%)

and rose by 87 basis points in the reviewed
period.

An increase was also observed in hhoouussiinngg  llooaann
rraatteess in the January-August 2008 period.
Specifically, the average interest rate on hous-
ing loans rose by 53 basis points and stood at
4.98% in August, reflecting interest rate
increases of 51 and 58 basis points, respec-
tively, in both the most important category
(loans with an initial rate fixation of over one
and up to five years – see Table VII.5A and
Chart VII.6) and the second largest category
of housing loans (those with a floating rate or
an initial rate fixation of up to one year). The
corresponding euro area rates increased less
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1177 It should be noted that in 2007 this loan category was the most
important among consumer loans with a defined maturity.
However, in the first four months of 2008, its share in total loans
declined, while an increase was observed in the shares of loans with
an initial rate fixation of over one and up to five years and loans
with an initial rate fixation of over five years (which have the largest
share, about 40% – see also Section 2 of this chapter).

Chart VII.6 Bank interest rates on new
loans in Greece 
(January 2003–December 2008)

Source: Bank of Greece.
1 Monthly average rate.
2 End-of-month rate.

(percentages per annum)

Chart VII.7 Bank interest rates on 
new loans: differentials between Greece
and the euro area
(January 2003–July 2008)

Sources: Bank of Greece and ECB.

(percentage points)
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in the period January-July 2008. However, the
Greek rates continued to be lower in July (by
74 and 36 basis points, respectively). The fact
that these interest rates are affected more by
interbank rate hikes both in Greece and in the
euro area may be attributed to reduced risks
facing banks, mainly due to the real estate col-
lateral associated with such loans, as well as
to banks’ expectations about liquidity condi-
tions and the cost of capital over the longer
term.

The weighted average iinntteerreesstt  rraattee  oonn  llooaannss  ttoo
nnoonn--ffiinnaanncciiaall  ccoorrppoorraattiioonnss in Greece rose by 11
basis points in the January-August 2008
period and stood at 6.76% in August, reflect-
ing the upward course of interest rates on
loans without a defined maturity and loans of
up to �€1 million with a floating rate or an ini-
tial rate fixation of up to one year, which
increased by 22 and 28 basis points respec-
tively. The interest rate on corporate loans of
over �€1 million with a floating rate or an ini-
tial rate fixation of up to one year remained
virtually unchanged. A rise, albeit relatively
smaller, was also observed in the correspon-
ding euro area rates in the January-July 2008
period; as a result, their differential over
Greek rates widened slightly. The largest dif-
ferential between Greek and euro area inter-
est rates (105 basis points in July) was
observed in loans without a defined maturity,
which account for a significant part (37%) of
total corporate loans.18

The iinntteerreesstt  rraattee  sspprreeaadd, i.e. the difference
between the weighted average rate on total new
bank loans and the corresponding rate on new
deposits, narrowed further (by 18 basis points)
in the January-August 2008 period (August:
388 basis points). This is due to the fact that
deposit rates increased more than lending
rates. It should be recalled that, from Decem-
ber 1998 to August 2008, the interest rate
spread narrowed by 421 basis points. More-
over, although the corresponding euro area
spread decreased less (by 8 basis points) in the
January-July 2008 period, it stood (as in 2007)
at lower levels (July 2008: 301 basis points)

than the spread in Greece (see Table VII.6 and
Chart VII.8).19 The reasons why interest rate
spreads differ across the euro area have already
been discussed in detail in previous Bank of
Greece reports.20 In the case of Greece, one of
the most important factors is the different com-
position21 of both deposits and loans. Had the
composition of loans and deposits in Greece
been the same as in the euro area, the interest
rate spread in Greece would have been 23 basis
points lower (363 basis points) and its differ-
ential over the corresponding euro area rate
would have declined to about 3/4 (to 62 basis
points).
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Chart VII.8 Average interest rate spread
between new loans and new deposits in
Greece and the euro area
(January 2003–August 2008)

Sources: Bank of Greece and ECB.

(percentage points)

1188 The bulk of these loans consists of credit lines.
1199 According to Bank of Greece calculations. For similar ECB

calculations, see “Differences in MFI interest rates across euro area
countries”, September 2006.

2200 In greater detail, the reasons why the Greek interest rate spread
is wider are associated with inherent characteristics of the domestic
banking system, such as higher operating costs of Greek banks; the
relatively large number of small depositors and borrowers; higher
borrowing costs for Greek banks in the interbank market; a higher
non-performing loans to total loans ratio; and the longer time
required for the realisation of collateral.

2211 The share of households’ overnight deposits is larger in Greece
than in the euro area. As regards loans, the share of credit cards
is bigger in Greece, while this category is not important in the euro
area.
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4 THE BOND MARKET

The international financial turmoil that
began in 2007 continued to affect capital mar-
kets in the January-September 2008 period.
This led to a considerable increase in Greek
government bond yields on the secondary mar-
ket until the end of June 2008, which, however,
moderated visibly in the next three months (see
Chart VII.9). This path of Greek bond yields
was in line with similar developments in the
euro area bond markets.

Yields in the first half of 2008 rose more in
short-term bonds and this increase is associ-
ated with stronger inflationary pressures due
to a considerable rise in oil and food prices in
this period, as well as with expectations about
increases in ECB interest rates. However, in
the July-September 2008 period, estimates
about a slowdown in the euro area economic
activity and expectations of a slight decline in
inflationary pressures had a downward effect
on bond yields.22
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Table VII.6 Interest rate spread in Greece and the euro area1

(percentages per annum)

Sources: Bank of Greece and ECB.
1 Since September 2002 banks submit new, more detailed interest rate series on the basis of the single methodology followed by all euro area
countries. Interest rate data for the pre-2002 period have been adjusted and reassessed in order to be comparable with the new data. It should
also be noted that the average interest rate on deposits underestimates the cost of money, as it does not fully reflect banks’ increased cost of
funding through the interbank market at relatively high interest rates.

Dec. 1998 16.21 8.12 8.09 ... ...

Dec. 1999 14.02 6.98 7.04 ... ...

Dec. 2000 9.68 4.00 5.68 ... ...

Dec. 2001 7.26 1.96 5.30 ... ...

Dec. 2002 6.38 1.67 4.71 ... ...

Dec. 2003 5.95 1.17 4.78 4.45 2.77

Dec. 2004 5.98 1.21 4.77 4.18 2.53

Dec. 2005 5.73 1.30 4.43 3.59 2.56

Dec. 2006 6.36 1.91 4.45 3.63 2.89

Dec. 2007 6.68 2.62 4.06 3.48 3.09

July 2008 7.03 3.17 3.86 3.63 3.01

Aug. 2008 7.05 3.17 3.88 ... ...

Average
interest rate
on new loans
in Greece

Average
interest rate on
new deposits in

Greece

Interest rate
spread in
Greece

(percentage points)

Interest rate spread
in Greece with euro

area weighting
(percentage points)

Interest rate 
spread in 

the euro area
(percentage points)

2222 Specifically, this decline was more marked in three-year bonds,
almost offsetting the increase recorded in the first half of the year.

Chart VII.9 Yields on the 10-year Greek
and German government bonds
(January 2007–September 2008)

Source: Bank of Greece.

(daily data; yields in percentages per annum, yield differential
in percentage points)
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In line with these developments, the Greek
government bond yield curve reached the high-
est levels of 2008 and a six-year high in June
2008, while at end-September it fell to a level
higher than at end-2007 (see Chart VII.10).
The slope of the yield curve became steeper in
the reviewed period, since the yield spread
between 10- and 3-year bonds widened by 28
basis points and stood at 73 basis points at end-
September.23

Moreover, the yield on the Greek 10-year gov-
ernment bond rose to 4.96% at end-September
2008, up by 30 basis points year-on-year (see
Chart VΙΙ.9). The yield spread between the 10-
year Greek and the corresponding German
bond widened considerably, as was the case
with the bonds of other euro area countries,24

and stood at 95 basis points at end-September
2008, compared with 29 basis points at end-
December 2007 (see Chart VII.9).25

Volatility in the sseeccoonnddaarryy  mmaarrkkeett  ffoorr  GGrreeeekk
ggoovveerrnnmmeenntt  ppaappeerr,26 which reflects the degree
of investor uncertainty, was particularly
heightened in the January-September 2008
period and remained well above the last six

years’ average, a development also observed in
the euro area bond markets.

The average daily value of transactions in the
Electronic Secondary Market for Securities
(HDAT) declined significantly in the reviewed
period, to €1.3 billion,27 i.e. to about half the fig-
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Chart VII.11 Average daily value of 
transactions in the Electronic Secondary
Market for Securities (HDAT)
(January 2007–September 2008)

Source: Bank of Greece.

(million euro)

2233 Until mid-September, the yield curve flattened worldwide, leading
to shifts from long-term to shorter-term assets, which offer high
yields and higher liquidity. See, in this connection, Section 1.1 of
this chapter and the introductory statement of the President of the
European Central Bank, Mr. Jean-Claude Trichet, in the press
conference of 4 September 2008.

2244 In the reviewed period, yield spreads between the bonds of other
euro area countries (such as Italy, Belgium, the Netherlands, Spain
and France) and the corresponding German bonds also widened
considerably, reaching or exceeding the highest levels observed
since the accession of these countries to the Economic and
Monetary Union. This increase may be attributed to the fact that,
because of the uncertainty prevailing in the reviewed period,
investors shifted mainly to bonds of countries with better credit
ratings (lower credit risk) and a higher degree of liquidity, such as
German bonds. See, in this connection, “Recent developments in
government bond yield spreads”, ECB, Monthly Bulletin, May
2008.

2255 If these two bonds had the same date of issuance and maturity, the
spread would have been 101 basis points at end-September 2008,
from 29 basis points at end-December 2007.

2266 As measured by the standard deviation in daily yields on the 10-
year bond.

2277 However, the average daily value of transactions through the
Dematerialised Securities System of the Bank of Greece (which,
in addition to HDAT transactions, includes over-the-counter
transactions between banks and their customers) rose to €21.4
billion in the reviewed period, from €19.5 billion in the
corresponding period of 2007.

Chart VII.10 Greek government paper yield
curves

Source: Bank of Greece.

(yields in percentages per annum)
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ure in the corresponding period of 2007 (see
Chart VII.11). The average bid-ask spread of
bonds rose to 22.9 basis points in September
2008, from 9.7 basis points in December 2007,
reflecting tight liquidity conditions and investors’
general risk aversion because of the financial
market turmoil.28

In the January-September 2008 period, inter-
est rates rose in the pprriimmaarryy  mmaarrkkeett  ffoorr  GGrreeeekk
ggoovveerrnnmmeenntt  ppaappeerr,29 in line with developments
in yields on the secondary market. Higher
interest rates adversely affect new government
bond issues and increase the servicing costs of
floating-rate bonds.

Funds raised through the primary market in the
reviewed period came to €32 billion,30 slightly up
year-on-year (see Table VII.7).31,32 Specifically,
the government issued new reference bonds
maturing in 10 years through syndication and in
3 years through auction procedures. Moreover,
3-, 5- and 10-year bonds were reopened using
auction procedures and 30-, 15- and 23-year33

bonds were reopened through syndication.
Moreover, Treasury bills were issued through
auction procedures in the reviewed period,
remaining low and accounting for about 6% of
the total issuance value (see Table VΙΙ.7).34

5 THE STOCK MARKET

Developments in the Athens Exchange (Athex)
in the January-September 2008 period were
mainly characterised by a marked decline in
share prices, limited fund raising and sustained
relatively high levels of transactions value (see
Chart VII.12).
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2288 The substantial widening of this spread is due to the fact that,
because of the adverse conditions prevailing in the secondary
market, bid-ask spreads allowed by the HDAT regulations increased
significantly according to the maturity of the traded instruments.

2299 By way of illustration, the weighted average interest rate on
Treasury bills with a 52-week maturity increased to 5.09% in
September 2008, from 3.94% in 2007, while the corresponding
interest rate on 5-year Treasury bills rose to 4.80% in the same
month, from 4.21% in 2007.

3300 In the January-August 2008 period, redemptions of Greek Treasury
bills/government bonds and interest payments stood at €20.9
billion and €7.4 billion respectively, compared with €19.3 billion
and €7 billion in the same period of 2007.

3311 Total funds to be raised by government in 2008 through bond
issuance are expected to exceed €38 billion, compared with €35
billion in 2007.

3322 Moreover, the Greek government made use of the existing flexible
Euro Commercial Paper programme in order to cover contingency
cash requirements between the above scheduled issues. This
programme offers the issuer the opportunity for immediate
securities issuance, on a fixed or floating rate, in euro or other
currencies, with a maturity of 1 to 365 days and on money market
terms.

3333 It is an index-linked reference bond, linked to the euro area
Harmonised Index of Consumer Prices (excluding tobacco).

3344 Moreover, according to balance of payments statistics, net capital
inflows from abroad for purchases of Greek government paper
reached €17 billion in the January-July 2008 period, compared with
€16.4 billion in the corresponding period of 2007.

Table VII.7 Greek government paper issuance

Type of security

January - September

2007 2008

Million euro Percentage of total Million euro Percentage of total

Treasury bills 1,176 3.9 1,801 5.6

Bonds1 29,314 96.1 100.0 30,111 94.4 100.0

3-year - - 7,052 23.4

5-year 6,178 21.1 6,004 19.9

10-year 9,222 31.5 5,891 19.6

15-year 6,460 22.0 3,457 11.5

23-year 3,470 11.8 3,966 13.2

30-year 3,984 13.6 3,741 12.4

TToottaall 3300,,449900 110000..00 3311,,991122 110000..00

Source: Ministry of Economy and Finance.
1 By initial maturity as regards the reopening of past issues.
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From end-December 2007 to end-September
2008, the Athex composite share price index
declined by 44.8%, reflecting developments in
most stock markets worldwide. Over the same
period, the medium capitalisation index per-
formed worse (-48.0%) than the Athex share
price index, while the large and small capital-
isation indices performed better (-43.1% and
-42.8%, respectively).

Underlying the fall in sshhaarree  pprriicceess worldwide
were investors’ increased uncertainty and con-
cerns about the potential intensity and length
of the impact of the financial turmoil and the
rise in international oil and food prices on the
real economy and business profitability.35

These developments in international markets
have inevitably affected share prices in
Greece, because of the increased interna-
tionalisation of the Greek stock market.36 The
Athex composite share price index dropped
much more than the Dow Jones Euro Stoxx
index (-31.9%)37 and the Standard and Poor’s
500 index (-20.6%).38 The decline in the Athex
composite index in the reviewed period was
the third largest in the euro area, following

the corresponding indices of Cyprus and
Slovenia.

Investors’ serious concerns about increased
risks in international markets led to a constant
reassessment of risk factors and, therefore, of
investment choices, with a view to minimising
perceived risks. This attitude is also reflected
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Chart VII.12 Athens Exchange: composite
share price index and value of transactions
(January 2003–September 2008)

Source: Athens Exchange. 

(daily data)

Chart VII.13 Volatility of the Athens
Exchange Composite Index and of Dow
Jones EURO STOXX
(January 2003–September 2008)

Source: Bank of Greece.

3355 According to forecasts by international analysts, the profitability
of European firms is expected to decrease by 14% in 2008, while
a further slowdown is expected for 2009. In Greece, the
(consolidated) net profits of Athex-listed non-financial
corporations declined by around 20% in the first half of 2008,
compared with the same period of 2007, since they were affected
by the increased cost of production, the appreciation of the euro
(which adversely affected exports), as well as the entry of
extraordinary revenue in 2007 and extraordinary expenditure in
2008 in their income statements.

3366 According to Central Securities Depository data, foreign investors
have been steadily holding over 50% of the market capitalisation
of the Athex shares since March 2007 (August 2008: 51.4%), while
this percentage is close to 60% for large capitalisation shares
(August 2008: 57.5%). Almost 70% of foreign investors are
institutional ones. However, in the January-August 2008 period,
foreign investors’ holdings of Athex shares recorded net outflows
of €1.7 billion.

3377 It should be noted that, even at sectoral level, on the basis of the
relevant selection of sectors set out by the ECB in its Monthly
Bulletin, share prices of the basic sectors of the Athex (other than
constructions) dropped more than those of the corresponding euro
area sectors, while they all performed negatively both in Greece
and in the euro area.

3388 Expressed in euro terms, the Standard and Poor’s 500 index
declined by 17.3%.
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in the evolution of the volatility of share prices
on the Athex composite index39 and the Dow
Jones Euro Stoxx, which surged in the reviewed
period and stood at levels overall higher than
the past five-year average (see Chart VII.13).40

As regards other key Athex aggregates, the
average daily value of ttrraannssaaccttiioonnss in the
reviewed period (€351 million) declined by
about 24% compared with the same period of
2007 (see Chart VII.12); however, if account is
taken of the significant drop in share prices, it
recorded an increase at constant prices. It
should be noted that the bulk of transactions
concerned large capitalisation shares (95%)
and the high capitalisation index (80%).

FFuunnddss  rraaiisseedd  tthhrroouugghh  tthhee  ssttoocckk  mmaarrkkeett were rel-
atively low, a phenomenon also observed in
international markets. Specifically, in the Jan-
uary-August 2008 period (for which there are
available data), funds raised stood at €417 mil-
lion, down by 76% year-on-year (see Table
VII.8). These funds related to 14 companies
(January-August 2007: 15 companies), of which

5 made initial public offerings (IPOs) and raised
€7 million (January-August 2007: 2 companies,
€147 million).41

TThhee  sshhaarree  pprriicceess  ooff  tthhee  bbaannkkiinngg  sseeccttoorr,42 which
dropped by 45.1% in the January-September
2008 period, were adversely affected by investors’
reduced risk appetite worldwide, especially
regarding shares of this sector, and, to a smaller
extent, by a decrease in bank profitability in the
first half of 2008.43 This drop in share prices was
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Table VII.8 Fund-raising through the Athens Exchange

Business sector

Number of firms Funds raised (million euro)1

January-August January-August

2007 2008* 2007 2008*

Listed companies 13 8 1,615.7 440099..66

Newly listed companies 2 6 146.7 7.3

TToottaall 1155 1144 11,,776622..44 441166..99

– Bank 1 - 519.0 0.0

– Insurance 1 - 18.6 0.0 

– Construction 1 2 34.8 11.2

– Chemicals 1 - 2.1 0.0 

– Commercial 1 2 1.6 17.1

– Personal and household goods 2 1 13.4 30.1

– Healthcare 2 - 65.4 0.0

– Information technology 1 2 6.0 301.3

– Travel and recreation 2 1 236.8 16.7

– Other 3 6 864.7 40.5

Sources: Athens Exchange and Bank of Greece.
* Provisional data.
1 Capital increases through public offerings and private placements. Subscriptions to the capital increase are entered on the last day of the public
offering period.

3399 The GARCH specialised econometric model was used to estimate
volatility and was applied to daily observations data over the period
January 2003-September 2008.

4400 Indeed, in certain time periods, volatility stood at higher levels than
in the first quarter of 2003, i.e. when the previous cyclical downturn
in stock markets worldwide was completed.

4411 It should be noted that the significant difference observed between 2007
and 2008 in funds raised through IPOs by firms is actually due to the
fact that, in 2008, 5 new firms listed their shares on the Alternative
Market, i.e. the new Athex market that was launched in early 2008, on
which the shares of very small developing companies are traded.

4422 The market capitalisation of this sector accounts for approximately
43% of the market as a whole.

4433 Specifically, according to figures for the first half of 2008, the net
profits of Athex-listed banking groups declined by 15.7%. It should
be noted, however, that this decline is considerably reduced to 5.5%
if account is not taken of the extraordinary (one-off) results of the
corresponding period of 2007 and is mainly due to the results from
financial operations, since interest and commission income rose by
17.2% and 3.8% respectively.
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higher than that in the euro area bank share
prices (-38.9%), although Greek banks still have
only an indirect and limited exposure to financial
risks associated with the financial turmoil, as well
as relatively satisfactory capital adequacy.

Lastly, at the institutional level, the new Athex
“Alternative Market” was launched on 21 Feb-

ruary 2008 and the shares of six firms have
already been listed thereon. Moreover, the
shares/units of the first Exchange Traded
Fund, which reproduces the composition of
the FTSE/ATHEX 20 share price index, have
been traded on the Athex since 24 January
2008.
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THE STABILITY OF THE GREEK BANKING SYSTEM

11..  IInnttrroodduuccttiioonn

The continued turmoil in financial markets, persistent inflationary pressures and the deceleration
of economic activity worldwide have adversely affected the determinants of the stability of the
international banking system. However, the Greek banking system remains fundamentally sound,
secure and stable for the following reasons:

• Over 92% of loans by Greek banking groups are financed by deposits (June 2008 data).
Therefore, Greek banking groups rely less on the money market, where the cost of money has
increased substantially, and on capital markets, which are underperforming at the present
conjuncture.

• The profitability and capital adequacy of the Greek banking system were affected significantly
less than those of most banks worldwide, because of the limited exposure of Greek banks to assets
directly or indirectly associated with the turmoil. Greek banking groups did not have reasons to
invest in toxic financial products, given that, in the very favourable environment in which they
operate (both in Greece and in the greater Southeastern Europe region), they had important
opportunities of profitable growth.

• Greek banking groups have a strong capital base and relatively low leverage, since the ratio of
assets to own funds is only 14.5 (June 2008 data).

• The Bank of Greece is vigilant in the face of increased risks: it very carefully monitors and assesses
developments to safeguard the interests of all persons transacting with banks. It has also required
banks to take all necessary measures and implement appropriate policies to ensure stability.

The stability of the Greek banking system has been enhanced in recent years, owing to a tightening
of credit standards, continuous examinations by the Bank of Greece and increased own funds,
especially Tier I capital. Bank profitability, despite being sensitive to cyclical effects, has also
boosted own funds.

Due to the aforementioned turmoil, the profitability of Greek commercial banks and groups
declined in the first half of 2008, while a small drop was observed in their capital adequacy ratios,
which was also due to the calculation, for the first time, of capital requirements for operational
risk. Credit risk from loans to households increased marginally, while market risk showed a small
rise, reflecting heightened volatility in international financial markets. On the basis of the relevant

Box VII.2
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supervisory ratios, Greek banks’ liquidity remained satisfactory. However, the cost of raising funds
to finance credit growth has increased, as interbank interest rates worldwide stand at higher levels
than central banks’ key interest rates. Lastly, the Bank of Greece continuously monitors the
implementation of the new supervisory framework “Basel II” and, therefore, the determination
of the assumptions1 used by banks in their risk management systems. The degree of banks’
adaptation to best risk management practices is assessed on an individual basis.

22..  BBaannkkiinngg  rriisskkss

2.1 Credit risk

The quality of Greek banks’ private sector loan
portfolios deteriorated slightly in the first half of
2008, as indicated by a small increase in the non-
performing loans (NPL) to total loans ratio2

(June 2008: 4.7%, December 2007: 4.5%), which
is solely attributable to loans to households. By
contrast, the corresponding ratio for corporate
loans improved slightly (see Chart A). However,
if the NPL ratios had been calculated on the basis
of the new provisions now in force,3 the ratio of
NPLs to total loans would have stood at 4.3% in
the first half of 2008, from 4.2% at the end of
2007.4 At the same time, the coverage ratio of
provisions to NPLs declined (June 2008: 48.9%,
December 2007: 53.4%) and the ratio of net
NPLs5 to supervisory own funds rose (June 2008:
20.7%, December 2007: 16.8%).

The slowdown in the growth of housing loans, which had reached high levels in the past few years,
is expected to push up the NPL ratio (this effect6 is essentially technical, due to a slowdown in
the growth rate of these loans). Moreover, it will probably lead to an increase in expected losses
from these loans, since it is estimated that the ability of households to service their loans may
decline because of increased borrowing costs and slower income growth.7 This is why banks must
keep the housing loan-to-value ratio at reasonable levels. They must also ensure that, when granting
new loans, the households’ debt-to-income ratio does not exceed the levels recommended by the
Bank of Greece.8

In addition, the share of foreign-currency-denominated housing loans in total housing loans recorded
a further, albeit small increase (July 2008: 8.1%, December 2007: 6.9%). This, in line with the standing

1 Indicatively, assumptions on macroeconomic aggregates, prices and their fluctuation in money and capital markets.
2 However, in the first half of 2008 loan write-offs declined by 33% year-on-year and stood at €348 million.
3 See Law 3601/1 August 2007 and Bank of Greece Governor’s Acts 2587-2595 and 2596/20 August 2007 (“Basel II”), in which non-

performing housing loans are defined as loans overdue by more than six months.
4 According to estimates, for medium-sized banks in countries that do not apply the International Financial Reporting Standards (IFRS)

the NPL ratio stood slightly below 3%.
5 Net NPLs are defined as total NPLs overdue by more than 90 days minus cumulative provisions.
6 Banks must take this effect into account when they determine their targeted NPL ratio.
7 This decline is partly due to an increase in the households’ debt-to-income ratio, especially for households in the lowest income brackets.

For details, see Box VII.1.
8 See Bank of Greece Governor’s Acts 2564 and 2565/11 October 2005.

Chart A Ratio of non-performing loans to
total loans by Greek commercial banks

(percentages)

Source: Bank of Greece.
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instructions of the Bank of Greece, makes it imperative for banks to inform their customers in detail
not only about the standard features of the loans and the obligations they undertake, but also about
the foreign exchange risk inherent in borrowing in foreign currency. Banks should also take these
risks into account when setting their pricing and credit policies. A fortiori, a similar treatment is
required for foreign-currency-denominated loans granted by Greek banks’ subsidiaries and branches
abroad (which, in this case, make up a significant percentage of total loans).

In conjunction with the implementation of the new capital adequacy framework (“Basel II”)9 and
in the face of the continued expansion of Greek banks both in the domestic and in foreign markets,
the Bank of Greece has required banks, when planning and updating their policies, to take into
consideration the conclusions drawn from the financial turmoil and the ascertained difficulties
in managing all bank risks and not only those related to Pillar 1.10 These points are all the more
important in the present conjuncture because of the ongoing strong turmoil in financial markets,
as well as the new conditions emerging in the international economic and regulatory environment.11

Specifically, it should be taken into account that the ability of households and enterprises to service
their loans both in Greece and in other countries where Greek banks are active is likely to be
adversely affected. This development may result from:

• increased borrowing costs, due to credit risk repricing worldwide, as well as banks’ increased
costs for raising new capital; and

• the slowdown in the growth of economic activity and incomes.

For activities in countries involving foreign exchange risk, account should also be taken of the
volatility of exchange rates, especially in countries with very high current account deficits, as these
are also vulnerable to any abrupt exchange rate movements. The Bank of Greece assesses these
factors, as well as the Capital Adequacy Ratio margin under Pillar 2, and calls upon banks to adapt
their policies in order to minimise the risk of serious adverse effects.

2.2 Liquidity and market risks

In the reviewed period, the Greek banking system’s liquidity ratios recorded a small decline but
remained at satisfactory levels, implying that the banking system is resilient in the current adverse
international conjuncture. At end-June 2008, the liquid asset ratio12 stood at 21.7% (December
2007: 23.2%) and the asset/liability maturity mismatch ratio13 at -3.8% (December 2007: -2.8%),
compared with regulatory minimums of 20% and -20% respectively.14 In addition, despite relatively
strong credit growth, the loan-to-deposit ratio recorded a small increase only, both at bank level
(June 2008: 102.0%, December 2007: 100.1%) and at group level (June 2008: 108.4%, December
2007: 105.6%), remaining well below the corresponding ratio of euro area banking groups
(December 2007: 125%). This reflects the fact that Greek commercial banks have focused on

9 For a detailed discussion of this framework, which attaches more significance to the risks assumed, see Bank of Greece, Monetary Policy
2007-2008, February 2008 (Chapter III.4 and Box III.1), and Monetary Policy 2007-Interim Report, October 2007 (Chapter III.4).

10 Risks not covered by Pillar 1 include bank portfolio interest rate, concentration, liquidity, goodwill and legal risks.
11 These factors also argue in favour of the adaptation of the liquidity management policy.
12 Defined as the ratio of liquid assets with a maturity of up to 30 days to total borrowed funds with a maturity of up to one year.
13 Defined as the ratio of the net difference between assets and liabilities with a maturity of up to 30 days to total borrowed funds with a

maturity of up to one year.
14 However, for certain banks, the liquid asset ratio stands slightly below the supervisory minimum and the Bank of Greece has asked them

to increase their liquidity. In this connection, account should also be taken of the changes in the relevant regulatory framework, especially
those relating to banks’ refinancing by the Eurosystem.
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attracting deposits since the end of 2007, albeit at higher cost, as shown by the April and July 2008
rounds of the Bank Lending Surveys conducted by the Eurosystem. Especially for liquidity risk,
the Bank of Greece conducted a liquidity stress test at the end of 2007.15 This test was conducted
on the basis of a highly unlikely but plausible worst-case scenario and showed that, at system level,
the liquid asset ratio falls considerably short of the regulatory minimum of 20% (as is natural given
the extremely adverse assumptions of the scenario), but banks continue to be able to meet their
short-term obligations. It should also be noted that the assumptions of this scenario do not take
into account the ability of banks to resort to the ECB for additional financing by making use of
the high-quality collateral they are able to provide. It is expected that banks will decide to integrate
the results of these stress tests into the planning of their operational strategy.

Lastly, during the reviewed period, volatility in international money and capital markets was
significantly increased and pushed up market risk.16 At group level, a rise was recorded in risk-
weighted assets for market risk in June 2008 compared with end-2007, while a decrease was
recorded at bank level.

33..  PPrrooffiittaabbiilliittyy  aanndd  ccaappiittaall  aaddeeqquuaaccyy

The satisfactory profitability of banks helps them considerably strengthen their capital base and
maintain the necessary margin to counter the aforesaid adverse developments.

3.1 Profitability

The pre-tax profits of Athex-listed banks declined considerably in the first half of 2008 compared
with the same period of 2007, both at bank (-27.3%) and at group level (-15.7%). This is mainly
accounted for by the substantial windfall profits17 recorded in the first half of 2007 (base effect).
For reasons of comparability, if these profits were not taken into account, the decrease in pre-
tax profits in the reviewed period would fall to 16.2% at bank and 5.5% at group level. Profitability
was adversely affected by (i) net losses from financial operations and the valuation of banks’
trading portfolios,18 (ii) a decrease in the net interest rate margin at bank level (January-June
2008: 2.3%, January-June 2007: 2.6%), reflecting both stronger competition for attracting deposits
(mainly time deposits) and higher financing costs in international money and capital markets, and

Athens-Exchange-listed Greek commercial banks and groups: profitability ratios and 
efficiency ratio

(percentages)

Source: Bank of Greece.

Banking groups Banks

Jan.-June 2008 Jan.-June 2007 Jan-June 2008 Jan.-June 2007

Return on assets (after tax) 1.1 1.7 0.7 1.3

Return on equity (after tax) 15.7 22.5 11.7 20.1

Efficiency ratio 52.8 49.0 53.9 47.7

15 See Bank of Greece, Annual Report 2007, Box X.1.
16 This is also confirmed by banks’ value-at-risk data reported to the Bank of Greece.
17 Profits from discontinued activities and other investment.
18 Losses from the valuation of this portfolio stem mainly from shares and, to a lesser extent, bonds.
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(iii) a rise in impairment losses (i.e. provisions for credit risk) of 19.2% at bank and 23.9% at group
level, a development observed in the euro area banking sector in general. Overall, operating
income grew less than operating costs.19

These developments contributed to a decline in profitability ratios (return on equity – ROE
―and return on assets― ROA)20 and the efficiency ratio,21 both at bank and group level (see
the table), a trend also observed in large euro area banking groups for which comparable data
are available.

3.2 Capital adequacy

In the reviewed period, the Capital Adequacy
Ratio (CAR) and the Tier I capital ratio dropped
to 10.4% and 8.7% at end-June 2008, from 11.2%
and 9.2% in December 2007 respectively (see
Chart B). It should be noted that at end-June the
CAR stood close to that of EU banking groups,
while the Tier I ratio was higher (11.4% and
8.1%, respectively), implying that the banking
system is capable of dealing with external shocks.

This decline in the CAR and the Tier I ratios was
partly due to the implementation of the new
supervisory framework “Basel II”, since for the
first time Greek banks had to calculate capital
requirements for operational risk. These capital
requirements more than offset the decrease in
capital requirements for credit risk.22 The decline
in the CAR and the Tier I ratio is also attributed
to the fact that banks that calculate capital
requirements on the basis of the “internal ratings-
based approach” deducted the “provisioning
shortfall “ (i.e. the difference between accounting
provisions and expected loss) from their
supervisory own funds. A decrease in supervisory own funds was also caused by the fact that certain
banks purchased treasury shares.23 At banking group level, “excess capital”, i.e. supervisory funds
in excess of the supervisory minimum CAR (8%), continued to be substantial and stood at about
€6.4 billion at end-June 2008, compared with €7.6 billion at end-2007.

These factors contributed to a small increase in the number of banking groups with a CAR lower
than 10% between end-2007 and end-June 2008. These groups accounted for 18.2% of banking
groups’ total weighted assets, compared with 13.8% at end-December 2007. Capital adequacy ratios
declined less at bank level.

Chart B Breakdown of supervisory own
funds (on an individual basis) and 
evolution of capital adequacy of Greek
commercial banks

(million euro)

Source: Bank of Greece.

19 At banking group level, operating income grew by 3.5% and operating costs by 11.5%. As regards operating income, interest income
rose by 17.2% and commission income by 3.8%.

20 Return on equity (ROE) and return on assets (ROA) are defined as the ratio of profits to own funds and assets, respectively.
21 Operating costs to operating income.
22 This decrease is due to a change in the method of calculation, mainly as regards the retail banking portfolio.
23 Treasury shares are deducted from supervisory own funds.
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Because of these developments, all banks must adopt appropriate policies in order to maintain
a satisfactory capital adequacy margin.
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10 JANUARY, 7 FEBRUARY, 6 MARCH, 10 APRIL,
8 MAY AND 5 JUNE 2008
The Governing Council of the ECB decides
that the minimum bid rate on the main refi-
nancing operations and the interest rates on
the marginal lending facility and the deposit
facility will remain unchanged at 4%, 5% and
3% respectively.

3 JULY 2008
The Governing Council of the ECB decides to
increase the minimum bid rate on the main
refinancing operations by 25 basis points to
4.25%, starting from the operation to be set-
tled on 9 July 2008. In addition, it decides to
increase the interest rates on both the marginal
lending facility and the deposit facility by 25
basis points, to 5.25% and 3.25%, respectively,
with effect from 9 July 2008.

7 AUGUST, 4 SEPTEMBER AND 2 OCTOBER 2008
The Governing Council of the ECB decides
that the minimum bid rate on the main refi-
nancing operations and the interest rates on
the marginal lending facility and the deposit
facility will remain unchanged at 4.25%, 5.25%
and 3.25% respectively.

JANUARY - SEPTEMBER 2008
The Governing Council of the ECB decides
to conduct additional open market opera-
tions, apart from the scheduled main and
longer-term refinancing operations, in order
to normalise the functioning of the euro
money market.
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Community Support Framework (CSF): compiled by the Commission of the European Com-
munities in co-operation with the Member State and approved by the Commission. It includes
the country’s growth strategy, activity priorities and financing resources (participation of the Com-
munity, national public expenditure, participation of the private sector).

Deposit facility: a standing facility of the Eurosystem, which counterparties may use to make
overnight deposits, remunerated at a pre-specified interest rate, at a national central bank.

Deposits redeemable at notice: this instrument comprises savings deposits which the deposi-
tor may withdraw once he has given notification thereof within a predetermined time period. At
some instances, it is possible to withdraw part of the amount deposited at notice or before, sub-
ject to penalty.

Deposits with an agreed maturity (time deposits): deposits with a fixed maturity, which, accord-
ing to the national practice, are either not convertible into cash before their maturity or are con-
vertible into cash subject to penalty. They include some non-negotiable instruments, such as non-
negotiable certificates of (private) deposit.

Effective (nominal/real) exchange rates: nominal effective exchange rates are weighted aver-
ages of bilateral exchange rates. Real effective exchange rates are nominal effective exchange
rates deflated by a weighted average of foreign, relative to domestic, prices or costs. They are,
thus, measures of price and cost competitiveness.

EONIA (euro overnight index average): a measure of the interest rate prevailing in the euro
interbank overnight market, based on transactions.

EURIBOR (euro interbank offered rate): the rate at which a prime bank is willing to lend funds
in euro to another prime bank, computed daily for interbank deposits with different maturities
of up to 12 months.

Euro area: the area encompassing those Member States in which the euro has been adopted as
the single currency in accordance with the Treaty and in which a single monetary policy is con-
ducted under the responsibility of the Governing Council of the ECB. The euro area currently
comprises 15 countries: Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland,
Italy, Luxembourg, Malta, the Netherlands, Portugal, Slovenia and Spain.

European Central Bank (ECB): the ECB lies at the centre of the European System of Central
Banks (ESCB) and the Eurosystem and has legal personality under Community law. It ensures
that the tasks conferred upon the Eurosystem and the ESCB are implemented either through
its own activities or through those of the national central banks, pursuant to the Statute of the
ESCB and of the ECB. The ECB is governed by the Governing Council and the Executive Board,
and, as a third decision-making body, by the General Council.

European System of Central Banks (ESCB): composed of the ECB and the national central banks
of all 27 EU Member States, i.e. it includes, in addition to the members of the Eurosystem, the
national central banks of those Member States that have not yet adopted the euro. The ESCB
is governed by the Governing Council and the Executive Board, and, as a third decision-mak-
ing body, by the General Council.
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Eurosystem: comprises the ECB and the national central banks of those Member States that have
adopted the euro. There are currently 15 national central banks in the Eurosystem. The Eurosys-
tem is governed by the Governing Council and the Executive Board of the ECB.

Executive Board: one of the decision-making bodies of the ECB. It comprises the President and
the Vice-President of the ECB and four other members appointed by common accord by the
Heads of State or Government of the countries that have adopted the euro.

General government: as defined in the European System of Accounts 1995 (ESA 95), comprises
central, state and local government and social security organisations.

Governing Council: one of the decision-making bodies of the ECB. It comprises all the mem-
bers of the Executive Board and the governors of the national central banks of the countries that
have adopted the euro.

Harmonised Index of Consumer Prices (HICP): a measure of consumer prices which is compiled
by Eurostat and harmonised for all EU Member States.

Key ECB interest rates: the interest rates set by the ECB which reflect the monetary policy stance
of the ECB. Currently, key ECB interest rates are the minimum bid rate on the main refinanc-
ing operations, the interest rate on the marginal lending facility and the interest rate on the deposit
facility.

Main refinancing operation: a weekly open market operation conducted by the Eurosystem. The
operations are conducted as variable rate tenders with a pre-announced minimum bid rate and
have a maturity of one week.

Marginal lending facility: a standing facility of the Eurosystem, which counterparties may use
to receive overnight credit from a national central bank at a pre-specified interest rate against
eligible assets.

Monetary aggregates: a monetary aggregate is the sum total of currency in circulation plus the
overdue amounts of certain liabilities of MFIs and central governments which have a high degree
of “moneyness” (or liquidity in a broad sense). The narrow monetary aggregate M1, as defined
by the Eurosystem, comprises currency in circulation plus overnight deposits which non-MFI euro
area residents (other than central government) keep with euro area institutions that issue money.
The monetary aggregate M2 comprises M1 plus deposits with an agreed maturity of up to two
years plus deposits redeemable at a period of notice of up to three months. The broad mone-
tary aggregate M3 comprises M2 and repurchase agreements (repos), money market fund
shares/units, money market paper and debt securities with a maturity of up to two years.

Monetary Financial Institutions (MFIs): financial institutions which together form the money-
issuing sector of the euro area. These include the ECB, euro area national central banks, as well
as resident credit institutions and money market mutual funds.

Overnight deposits: deposits due on the next working day. This instrument comprises both fully
transferable (through cheques etc.) and non-transferable deposits convertible into cash upon
request or until the end of the next working day. Particularly for Greece, this instrument includes
sight deposits, deposits in current accounts and savings deposits.
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Standing facility: a national central bank facility available to counterparties on their own ini-
tiative. The Eurosystem offers two overnight standing facilities: the marginal lending facility and
the deposit facility.
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Table 1 Consumer price index: general index and basic sub-indices

Period

General index Goods Services
CPI excluding fresh

fruit/vegetables and fuel
CPI excluding
food and fuel

(2005=100)

Percentage
change
over

previous
year (2005=100)

Percentage
change
over

previous
year (2005=100)

Percentage
change
over

previous
year (2005=100)

Percentage
change
over

previous
year (2005=100)

Percentage
change
over

previous
year

22000044 96.6 2.9 96.7 2.3 96.4 3.8 97.0 3.3 96.9 3.2

22000055 100.0 3.5 100.0 3.4 100.0 3.7 100.0 3.1 100.0 3.2

22000066 103.2 3.2 103.4 3.4 103.0 3.0 102.7 2.7 102.5 2.5

22000077 106.2 2.9 105.9 2.5 106.5 3.5 105.7 2.9 105.5 3.0

22000077 I 104.4 2.7 103.7 2.1 105.3 3.4 104.3 3.2 104.1 3.3

II 106.3 2.6 106.4 1.9 106.2 3.6 105.7 2.9 105.7 3.1

III 105.7 2.7 104.9 2.0 106.8 3.6 105.3 2.8 105.1 3.0

IV 108.3 3.6 108.7 3.9 107.8 3.2 107.5 2.8 107.0 2.5

22000088 I 108.8 4.3 108.9 5.0 108.8 3.3 107.3 2.9 106.5 2.3

II 111.4 4.8 112.3 5.6 110.1 3.6 109.5 3.6 108.9 3.0

22000066 Jan. 101.7 3.2 101.6 3.3 101.8 3.2 101.3 2.3 101.3 2.0

Feb. 100.5 3.2 99.7 3.3 101.7 3.2 99.7 2.5 99.2 2.3

March 102.8 3.3 103.3 3.3 102.1 3.3 102.2 2.9 102.0 2.6

Apr. 103.6 3.3 104.3 3.6 102.5 2.9 102.5 2.6 102.3 2.3

May 103.7 3.1 104.7 3.6 102.4 2.6 102.8 2.4 102.6 2.1

June 103.6 3.2 104.3 3.6 102.7 2.7 103.1 2.6 102.8 2.3

July 103.0 3.8 103.1 4.6 102.8 2.7 102.2 2.6 101.8 2.3

Aug. 102.2 3.5 101.5 3.9 103.1 2.9 101.4 2.7 100.8 2.4

Sept. 103.8 2.9 104.1 3.0 103.5 2.8 103.6 2.7 103.4 2.5

Oct. 104.4 2.8 104.7 2.7 104.0 3.0 104.3 3.0 104.2 2.8

Nov. 104.3 2.9 104.3 2.8 104.2 3.2 104.4 3.0 104.3 2.8

Dec. 104.8 2.9 104.7 2.7 104.9 3.2 104.8 3.0 104.8 2.9

22000077 Jan. 104.5 2.7 103.9 2.3 105.2 3.3 104.5 3.1 104.4 3.1

Feb. 103.2 2.7 101.7 2.0 105.2 3.4 103.1 3.3 102.6 3.5

March 105.5 2.6 105.5 2.1 105.5 3.4 105.3 3.1 105.2 3.2

Apr. 106.2 2.5 106.2 1.8 106.1 3.5 105.6 3.0 105.6 3.2

May 106.5 2.6 106.7 1.9 106.1 3.6 105.7 2.9 105.7 3.1

June 106.3 2.6 106.3 1.9 106.4 3.6 105.9 2.8 105.9 3.0

July 105.5 2.5 104.8 1.6 106.6 3.7 105.1 2.9 105.0 3.2

Aug. 104.8 2.5 103.3 1.7 106.8 3.6 104.3 2.9 103.9 3.1

Sept. 106.9 2.9 106.7 2.6 107.0 3.4 106.4 2.7 106.3 2.8

Oct. 107.6 3.1 107.8 3.0 107.3 3.3 107.0 2.7 106.7 2.5

Nov. 108.4 3.9 109.0 4.5 107.6 3.2 107.4 2.9 106.9 2.5

Dec. 108.8 3.9 109.2 4.3 108.4 3.3 107.9 3.0 107.4 2.5

22000088 Jan. 108.6 3.9 108.4 4.3 108.8 3.4 107.2 2.6 106.5 2.0

Feb. 107.7 4.4 107.1 5.3 108.6 3.3 106.1 3.0 105.1 2.4

March 110.2 4.4 111.2 5.3 108.9 3.2 108.6 3.1 107.9 2.5

Apr. 110.9 4.4 111.9 5.4 109.5 3.2 109.0 3.2 108.3 2.6

May 111.7 4.9 112.7 5.6 110.3 3.9 109.7 3.8 109.1 3.1

June 111.6 4.9 112.3 5.7 110.5 3.9 109.8 3.6 109.2 3.1

July 110.7 4.9 110.5 5.4 111.0 4.1 109.0 3.7 108.3 3.2

Aug. 109.7 4.7 108.6 5.2 111.1 4.0 108.1 3.6 107.2 3.2

Source: Calculations based on NSSG data.
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Table 2 Harmonised index of consumer prices: general index and basic sub-indices

Period

General index Unprocessed food Processed food Non-energy industrial goods 

(2005=100)

Percentage
change
over

previous year (2005=100)

Percentage
change
over

previous year (2005=100)

Percentage
change
over

previous year (2005=100)

Percentage
change
over

previous year

22000044 96.6 3.0 101.5 -2.9 97.2 4.8 97.3 2.3

22000055 100.0 3.5 100.0 -1.5 100.0 2.8 100.0 2.8

22000066 103.3 3.3 101.9 1.9 105.2 5.2 101.6 1.6

22000077 106.4 3.0 104.2 2.2 109.1 3.7 103.8 2.2

22000077 I 104.5 2.9 104.0 0.7 107.7 5.0 101.9 2.9

II 106.6 2.6 104.2 1.4 108.4 3.7 105.1 2.0

III 105.9 2.8 103.0 4.3 108.7 2.5 102.0 2.3

IV 108.6 3.6 105.5 2.5 111.8 3.7 106.2 1.8

22000088 I 109.0 4.3 108.3 4.1 113.6 5.4 103.2 1.3

II 111.7 4.8 108.9 4.5 115.2 6.3 107.4 2.2

22000066 Jan. 101.7 3.0 101.2 -0.4 102.1 4.1 100.4 0.1

Feb. 100.1 3.1 104.5 0.3 102.4 4.4 94.7 0.7

March 102.8 3.3 104.2 -0.2 103.2 4.9 102.1 1.6

Apr. 103.8 3.5 105.4 1.5 103.4 4.5 102.6 1.8

May 104.0 3.3 103.3 -0.7 104.5 4.9 103.3 1.9

June 103.9 3.4 99.5 0.3 105.6 5.4 103.4 1.9

July 103.0 3.9 98.0 5.2 105.7 5.0 99.8 1.6

Aug. 102.0 3.4 98.4 3.0 105.7 5.0 96.2 1.1

Sept. 104.1 3.1 99.9 3.4 106.6 5.5 103.3 1.9

Oct. 104.7 3.1 103.0 4.3 107.9 6.7 104.2 2.0

Nov. 104.6 3.2 102.1 3.3 107.9 6.4 104.3 2.0

Dec. 105.2 3.2 103.5 3.6 107.7 5.8 104.4 2.0

22000077 Jan. 104.8 3.0 104.8 3.5 107.8 5.6 103.0 2.5

Feb. 103.1 3.0 103.2 -1.2 107.5 5.0 98.0 3.5

March 105.7 2.8 104.2 0.0 107.9 4.5 104.8 2.7

Apr. 106.5 2.6 105.6 0.2 108.3 4.7 104.8 2.1

May 106.7 2.6 104.9 1.6 108.3 3.6 105.3 1.9

June 106.6 2.6 102.0 2.6 108.5 2.8 105.4 1.9

July 105.8 2.7 101.3 3.4 108.4 2.5 102.4 2.6

Aug. 104.8 2.7 102.9 4.6 108.5 2.7 98.3 2.2

Sept. 107.1 2.9 104.8 4.9 109.2 2.4 105.4 2.0

Oct. 107.9 3.0 105.7 2.6 110.8 2.7 106.1 1.8

Nov. 108.7 3.9 105.0 2.8 112.2 4.0 106.2 1.8

Dec. 109.2 3.9 105.8 2.2 112.4 4.3 106.4 1.8

22000088 Jan. 108.9 3.9 108.8 3.8 112.7 4.5 103.3 0.3

Feb. 107.8 4.5 108.2 4.8 113.6 5.7 99.6 1.6

March 110.3 4.4 108.0 3.7 114.3 6.0 106.8 1.9

Apr. 111.2 4.4 111.0 5.2 114.9 6.1 107.0 2.2

May 112.0 4.9 109.7 4.5 115.6 6.7 107.6 2.3

June 111.9 4.9 105.8 3.7 115.0 6.1 107.7 2.2

July 111.1 4.9 103.8 2.4 115.0 6.1 104.6 2.2

Aug. 109.8 4.8 104.3 1.3 114.8 5.8 100.8 2.5

Source: Calculations based on NSSG data.
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Table 2 Harmonised index of consumer prices: general index and basic sub-indices (continued)

Period

Energy Services
HICP excluding unprocessed food

and energy

(2005=100)

Percentage
change
over

previous year (2005=100)

Percentage
change
over

previous year (2005=100)

Percentage
change
over

previous year

22000044 88.0 6.4 96.5 3.8 96.9 3.4

22000055 100.0 13.6 100.0 3.6 100.0 3.2

22000066 109.4 9.4 103.1 3.1 102.9 2.9

22000077 111.8 2.1 106.9 3.7 106.2 3.2

22000077 I 103.4 -2.4 105.6 3.7 104.7 3.7

II 112.3 -0.5 106.7 3.7 106.4 3.1

III 112.2 -1.8 107.2 3.9 105.7 3.2

IV 119.3 14.0 108.1 3.3 108.0 2.8

22000088 I 125.4 21.2 108.9 3.1 107.7 2.9

II 133.8 19.2 110.5 3.6 110.2 3.6

22000066 Jan. 105.4 18.6 101.9 3.2 101.4 2.2

Feb. 105.1 14.4 101.5 3.1 99.2 2.5

March 107.5 11.8 102.0 3.3 102.2 3.0

Apr. 112.0 12.3 103.0 3.3 103.0 3.0

May 113.4 14.3 102.6 2.6 103.2 2.7

June 113.2 12.0 102.9 3.0 103.5 3.0

July 116.7 14.8 103.1 3.0 102.3 2.8

Aug. 116.0 12.3 103.2 3.0 101.1 2.7

Sept. 110.0 4.1 103.5 2.9 103.9 3.0

Oct. 106.2 -0.6 104.1 3.3 104.8 3.4

Nov. 103.7 1.2 104.3 3.4 104.9 3.4

Dec. 104.2 1.1 105.4 3.5 105.4 3.4

22000077 Jan. 101.4 -3.8 105.7 3.7 105.1 3.6

Feb. 102.6 -2.3 105.4 3.8 103.2 4.0

March 106.2 -1.2 105.8 3.7 105.8 3.5

Apr. 110.3 -1.5 106.7 3.5 106.3 3.2

May 113.2 -0.2 106.5 3.8 106.4 3.1

June 113.3 0.1 106.8 3.8 106.6 2.9

July 112.9 -3.2 107.2 4.0 105.7 3.3

Aug. 111.6 -3.7 107.2 3.9 104.4 3.3

Sept. 112.0 1.7 107.3 3.7 107.0 2.9

Oct. 114.4 7.7 107.6 3.3 107.6 2.6

Nov. 121.9 17.6 107.8 3.4 108.0 2.9

Dec. 121.7 16.8 108.8 3.2 108.5 2.9

22000088 Jan. 123.1 21.4 109.1 3.3 107.7 2.5

Feb. 124.8 21.6 108.7 3.2 106.4 3.1

March 128.2 20.7 109.0 3.0 109.1 3.1

Apr. 130.1 17.9 109.9 3.0 109.7 3.2

May 134.3 18.7 110.7 3.9 110.4 3.8

June 137.0 20.9 111.0 4.0 110.5 3.7

July 138.0 22.2 111.3 3.9 109.6 3.7

Aug. 135.2 21.1 111.4 3.9 108.4 3.8

Source: Calculations based on NSSG data.
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Table 3 Industrial producer price index (PPI) for the domestic market: general index and basic 
sub-indices

Period

General index Energy (total) Fuels General index excl. energy

(2000=100)

Percentage
change
over

previous year (2000=100)

Percentage
change
over

previous year (2000=100)

Percentage
change
over

previous year (2000=100)

Percentage
change
over

previous year

22000044 112.3 3.5 105.0 4.0 95.6 4.3 115.4 4.7

22000055 118.9 5.9 118.9 13.2 119.5 25.1 118.9 3.0

22000066 127.1 6.9 128.5 8.1 135.0 12.9 126.5 6.3

22000077 131.3 3.3 135.4 5.3 142.1 5.3 129.5 2.4

22000077 I 126.3 0.7 125.2 -1.4 124.7 -6.9 126.8 1.6

II 130.3 1.9 133.9 2.4 139.6 -1.1 128.8 1.6

III 132.1 2.6 136.8 4.0 144.5 3.1 130.0 2.0

IV 136.4 8.0 145.5 16.7 159.5 27.9 132.5 4.4

22000088 I 139.8 10.6 150.3 20.1 164.9 32.3 135.3 6.7

II 145.0 11.2 161.4 20.5 187.3 34.2 137.9 7.1

22000066 Jan. 124.9 9.9 126.0 17.8 132.0 36.2 124.4 6.9

Feb. 125.4 9.5 126.8 16.2 133.6 32.0 124.9 6.8

March 126.1 8.3 128.2 12.3 136.1 22.7 125.2 6.6

Apr. 127.8 8.6 131.1 12.4 142.0 22.5 126.3 7.0

May 128.0 9.3 130.8 14.0 141.0 25.9 126.8 7.3

June 128.0 8.0 130.5 9.7 140.4 16.7 127.0 7.2

July 129.1 8.3 133.4 10.6 146.3 18.2 127.2 7.3

Aug. 129.5 7.7 133.6 8.2 143.2 10.9 127.7 7.4

Sept. 127.6 4.5 127.6 -0.3 130.8 -3.8 127.6 6.8

Oct. 126.7 3.0 125.2 -2.1 126.0 -7.4 127.3 5.3

Nov. 126.1 3.4 124.5 1.3 124.2 -1.2 126.7 4.3

Dec. 126.1 2.7 124.4 1.0 123.9 -1.9 126.8 3.4

22000077 Jan. 125.4 0.4 122.6 -2.7 119.6 -9.4 126.6 1.8

Feb. 126.1 0.6 125.0 -1.4 124.5 -6.8 126.6 1.4

March 127.5 1.1 128.0 -0.2 129.9 -4.6 127.3 1.7

Apr. 129.9 1.7 132.6 1.1 136.8 -3.6 128.7 1.9

May 130.4 1.9 134.2 2.6 140.1 -0.7 128.8 1.6

June 130.6 2.0 135.0 3.4 141.9 1.1 128.7 1.4

July 131.3 1.7 136.3 2.2 144.7 -1.1 129.2 1.5

Aug. 131.7 1.7 136.1 1.8 142.5 -0.5 129.8 1.7

Sept. 133.2 4.4 138.1 8.2 146.4 11.9 131.1 2.8

Oct. 134.7 6.4 140.9 12.5 152.2 20.8 132.1 3.8

Nov. 137.1 8.7 147.4 18.3 164.8 32.7 132.7 4.7

Dec. 137.4 9.0 148.4 19.3 161.4 30.2 132.7 4.7

22000088 Jan. 138.2 10.2 148.6 21.2 161.5 35.1 133.7 5.6

Feb. 139.8 10.8 150.0 20.0 164.4 32.0 135.4 7.0

March 141.4 10.9 152.4 19.1 169.0 30.1 136.7 7.4

Apr. 142.7 9.8 155.3 17.2 174.9 27.8 137.3 6.6

May 145.1 11.3 162.3 20.9 189.1 35.0 137.7 7.0

June 147.1 12.6 166.6 23.4 197.9 39.5 138.7 7.7

July 149.3 13.7 172.8 26.7 201.3 39.2 139.3 7.8

Aug. 147.6 12.0 166.8 22.5 189.1 32.7 139.3 7.3 

Source: Calculations based on NSSG data.
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Table 4 Industrial producer price index (PPI) for the external market and import price index in
industry

Period

PPI – external market

Import price index
Import price index 
excl. energyGeneral index General index excl. energy

(2000=100)

Percentage
change
over

previous year (2000=100)

Percentage
change
over

previous year (2000=100)

Percentage
change
over

previous year (2000=100)

Percentage
change
over

previous year

22000044 106.6 5.0 106.3 1.8 107.4 3.1 105.2 0.8

22000055 110.6 3.7 106.6 0.3 116.9 8.8 106.5 1.2

22000066 115.2 4.2 109.5 2.7 122.0 4.4 109.5 2.8

22000077 117.3 1.8 111.6 1.9 125.6 3.0 113.0 3.2

22000077 I 113.8 -0.8 110.5 1.6 121.0 -0.4 111.7 3.5

II 116.9 0.9 111.5 2.0 124.6 1.2 112.9 3.3

III 117.7 1.3 111.8 1.8 126.6 3.3 113.4 3.1

IV 120.6 5.9 112.5 2.4 130.4 7.8 113.8 2.7

22000088 I 122.0 7.2 113.7 2.9 131.3 8.5 114.7 2.7

II 126.6 8.3 114.5 2.7 137.7 10.5 115.7 2.5

22000066 Jan. 114.2 7.5 108.3 2.5 120.8 8.8 107.6 1.7

Feb. 114.6 7.2 108.8 2.7 121.4 7.4 108.0 1.8

March 115.4 6.4 109.1 3.0 122.1 6.8 108.2 2.0

Apr. 116.0 6.3 109.3 3.1 122.9 7.4 108.8 2.4

May 115.8 6.2 109.3 2.8 123.1 8.1 109.2 2.7

June 115.8 5.2 109.3 2.7 123.3 5.0 109.7 3.0

July 116.3 4.3 109.3 2.4 123.3 3.8 109.8 3.0

Aug. 117.3 4.2 110.1 3.0 122.8 2.3 110.0 3.3

Sept. 115.0 1.0 110.2 2.9 121.5 2.1 110.2 3.1

Oct. 114.3 0.6 110.1 2.8 121.3 1.2 110.6 3.3

Nov. 114.0 0.8 110.1 2.5 121.0 0.6 110.9 3.4

Dec. 113.5 0.9 109.6 1.7 120.4 0.2 110.9 3.4

22000077 Jan. 112.7 -1.3 110.1 1.7 119.6 -1.0 111.4 3.6

Feb. 113.9 -0.6 110.4 1.5 120.9 -0.4 111.7 3.4

March 114.9 -0.5 110.9 1.7 122.4 0.3 112.1 3.6

Apr. 116.8 0.7 111.6 2.1 123.9 0.8 112.5 3.4

May 116.7 0.8 111.3 1.8 124.6 1.3 112.9 3.4

June 117.1 1.1 111.5 2.0 125.2 1.5 113.3 3.3

July 117.7 1.2 111.6 2.1 126.6 2.6 113.4 3.3

Aug. 117.1 -0.2 111.6 1.4 126.0 2.6 113.3 3.0

Sept. 118.3 2.9 112.1 1.8 127.2 4.7 113.6 3.2

Oct. 119.5 4.6 112.6 2.3 129.1 6.4 113.7 2.8

Nov. 121.4 6.5 112.4 2.1 131.4 8.6 113.8 2.6

Dec. 121.0 6.6 112.6 2.7 130.5 8.4 113.9 2.7

22000088 Jan. 121.1 7.4 113.1 2.7 130.3 8.9 114.3 2.6

Feb. 122.0 7.1 113.8 3.1 131.4 8.7 114.8 2.8

March 122.9 7.0 114.2 2.9 132.2 7.9 115.0 2.6

Apr. 124.2 6.3 114.2 2.4 134.3 8.4 115.3 2.5

May 126.6 8.5 114.3 2.7 137.7 10.5 115.6 2.4

June 128.9 10.1 114.8 3.0 141.0 12.6 116.2 2.5

July 129.6 10.1 115.0 3.0 142.8 12.8 116.4 2.7

Aug. 127.6 8.9 115.1 3.1 

Source: Calculations based on NSSG data.
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Table 5 Employed persons of 15 years and over, by branch of economic activity

(thousands)

Q2 2008

Total employed
persons Salaried employees

TToottaall 44,,558822..11 22,,997744..44

Agriculture, forestry and fishing 518.5 40.0

Mining and quarrying 18.0 16.4

Manufacturing 538.8 400.6

Electricity, gas, steam and air conditioning supply 36.1 35.2

Water supply, sewerage, waste management and remediation activities 30.0 28.9

Construction 399.1 281.5

Wholesale and retail trade; repair of motor vehicles and motorcycles 832.6 439.3

Transportation and storage 215.4 154.3

Accommodation and food service activities 325.5 191.2

Information and communication 73.9 66.8

Financial and insurance activities 121.0 108.6

Real estate activities 9.2 1.5

Professional, scientific and technical activities 221.6 102.7

Administrative and support service activities 77.8 64.3

Public administration and defence; compulsory social security 381.9 381.9

Education 323.7 298.5

Human health and social work activities 231.1 196.4

Arts, entertainment and recreation 59.0 43.4

Other service activities 94.0 53.0

Activities of households as employers; 73.4 68.1

Activities of extraterritorial organisations and bodies 1.7 1.7

Source: NSSG, Labour Force Survey.
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Table 6 Balance of payments

(million euro)

January-July July

2006 2007 2008 2006 2007 2008

ΙΙ CCUURRRREENNTT  AACCCCOOUUNNTT  BBAALLAANNCCEE (Ι.Α+Ι.Β+Ι.C+Ι.D)
ΙΙ..ΑΑ TTRRAADDEE  BBAALLAANNCCEE (Ι.Α.1–Ι.Α.2)

Oil trade balance
Non-oil trade balance
Ship balance
Trade balance excl. oil and ships
Ι.Α.1 Exports of goods

Fuel
Ships (receipts)
Other goods

Ι.Α.2 Imports of goods
Fuel
Ships (payments)
Other goods

ΙΙ..ΒΒ  SSEERRVVIICCEESS  BBAALLAANNCCEE (Ι.Β.1–Ι.Β.2)
Ι.Β.1 Receipts

Travel
Transport
Other services

Ι.Β.2 Payments
Travel
Transport
Other services

ΙΙ..CC IINNCCOOMMEE  BBAALLAANNCCEE (Ι.C.1–Ι.C.2)
Ι.C.1 Receipts

Wages, salaries
Interest, dividends, profits

Ι.C.2 Payments
Wages, salaries
Interest, dividends, profits

ΙΙ..DD CCUURRRREENNTT  TTRRAANNSSFFEERRSS  BBAALLAANNCCEE (Ι.D.1–Ι.D.2)
Ι.D.1 Receipts

General government (mainly transfers from the EU)
Other sectors (emigrants’ remittances etc.)

Ι.D.2 Payments
General government (mainly payments to the EU)
Other sectors

ΙΙΙΙ CCAAPPIITTAALL  TTRRAANNSSFFEERRSS  BBAALLAANNCCEE (ΙΙ.1– ΙΙ.2)
ΙΙ.1 Receipts

General government (mainly transfers from the EU)
Other sectors

ΙΙ.2 Payments
General government (mainly payments to the EU)
Other sectors

ΙΙΙΙΙΙ CCUURRRREENNTT  AACCCCOOUUNNTT  AANNDD  CCAAPPIITTAALL  TTRRAANNSSFFEERRSS
BBAALLAANNCCEE (I+II)

ΙΙVV FFIINNAANNCCIIAALL  AACCCCOOUUNNTT  BBAALLAANNCCEE (IV.A+IV.B+IV.C+IV.D)
ΙΙVV..ΑΑ DDIIRREECCTT  IINNVVEESSTTMMEENNTT 11

By residents abroad
By non-residents in Greece

ΙΙVV..ΒΒ PPOORRTTFFOOLLIIOO  IINNVVEESSTTMMEENNTT 11

Assets
Liabilities

ΙΙVV..CC OOTTHHEERR  IINNVVEESSTTMMEENNTT 11

Assets
Liabilities
(General government loans)

ΙΙVV..DD CCHHAANNGGEE  IINN  RREESSEERRVVEE  AASSSSEETTSS 22

VV EERRRROORRSS  AANNDD  OOMMIISSSSIIOONNSS
RREESSEERRVVEE  AASSSSEETTSS 33

--1144,,883322..88 --1199,,006633..22 --2211,,448833..88 --448811..33 --22,,330055..44 --22,,334488..00
--2200,,221100..66 --2233,,227799..33 --2266,,885577..44 --22,,448822..88 --44,,224477..99 --44,,008800..00
-4,882.8 -4,971.2 -7,180.2 -547.5 -959.2 -1,223.1

-15,327.8 -18,308.1 -19,677.2 -1,935.3 -3,288.7 -2,856.9
-1,838.1 -2,900.3 -2,973.9 -114.7 -636.5 -426.5

-13,489.7 -15,407.8 -16,703.3 -1,820.6 -2,652.2 -2,430.4
9,434.6 9,766.9 11,394.6 1,398.6 1,527.2 1,876.9
1,880.0 1,604.9 2,370.5 276.9 282.9 312.0

987.0 1,206.4 1,099.5 144.1 225.8 167.8
6,567.6 6,955.6 7,924.6 977.6 1,018.5 1,397.1

29,645.2 33,046.2 38,251.9 3,881.4 5,775.2 5,956.9
6,762.8 6,576.1 9,550.7 824.4 1,242.1 1,535.1
2,825.1 4,106.7 4,073.4 258.8 862.3 594.3

20,057.3 22,363.4 24,627.8 2,798.2 3,670.8 3,827.5
77,,885511..88 88,,445500..88 99,,441166..55 22,,661122..88 22,,669922..55 33,,113300..44

15,249.4 16,554.6 19,227.6 3,698.8 4,088.6 4,678.4
5,566.4 5,645.6 5,977.7 2,241.4 2,296.0 2,350.5
8,193.2 9,199.8 11,431.3 1,200.1 1,508.8 2,025.1
1,489.8 1,709.2 1,818.6 257.2 283.7 302.8
7,397.6 8,103.8 9,811.1 1,086.0 1,396.1 1,548.1
1,335.1 1,333.1 1,467.1 215.9 199.1 190.0
3,987.9 4,303.7 5,522.5 549.1 727.9 905.8
2,074.5 2,467.0 2,821.4 321.0 469.2 452.3

--44,,229944..22 --55,,558844..22 --66,,447777..55 --775566..77 --11,,114400..55 --11,,444499..44
1,942.4 2,663.9 3,296.9 335.0 363.8 498.8

181.3 210.5 213.4 25.7 35.9 29.8
1,761.1 2,453.5 3,083.5 309.3 327.9 469.0
6,236.7 8,248.1 9,774.4 1,091.7 1,504.4 1,948.2

160.6 186.4 200.0 21.5 26.4 34.7
6,076.0 8,061.7 9,574.4 1,070.2 1,477.9 1,913.5
11,,882200..11 11,,334499..55 22,,443344..55 114455..33 339900..77 5511..11
3,868.8 3,775.8 4,694.3 388.8 676.7 325.5
2,482.0 2,533.7 3,367.8 171.1 490.2 114.1
1,386.8 1,242.1 1,326.5 217.7 186.5 211.4
2,048.7 2,426.3 2,259.8 243.5 286.0 274.4
1,569.9 1,792.0 1,495.2 171.2 185.1 160.2

478.8 634.3 764.6 72.3 100.9 114.2
22,,000022..99 22,,449900..44 22,,558855..44 449944..66 115533..11 440011..55
2,159.3 2,679.0 2,959.9 520.2 192.6 432.5
2,050.2 2,540.3 2,770.5 503.1 167.3 418.0

109.1 138.8 189.4 17.1 25.3 14.6
156.4 188.7 374.5 25.7 39.4 31.1

18.2 16.8 181.1 6.4 2.3 1.6
138.2 171.9 193.3 19.3 37.1 29.5

--1122,,882299..99 --1166,,557722..99 --1188,,889988..44 1133..22 --22,,115522..22 --11,,994466..66

1122,,774477..99 1166,,445533..33 1188,,881155..11 --449999..00 11,,884422..00 11,,776644..99
996699..55 --22,,000022..55 11,,551111..77 --4400..44 118899..55 --3377..99

-494.5 -2,894.9 -1,292.3 -152.9 -155.2 -125.9
1,463.9 892.4 2,804.1 112.6 344.7 88.0
22,,554411..77 1155,,443322..99 88,,338888..99 442277..88 22,,222222..11 88,,007722..99

-6,197.2 -9,567.8 -7,716.2 -1,024.6 -1,188.6 386.2
8,738.9 25,000.7 16,105.1 1,452.4 3,410.7 7,686.8
99,,447755..77 33,,007722..99 88,,883322..55 --991100..44 --444466..66 --66,,225533..11

-4,070.8 -9,917.9 -15,551.8 -4,370.0 -1,148.2 -6,664.4
13,546.5 12,990.8 24,384.3 3,459.6 701.6 411.3

-148.2 -1,884.4 -399.3 218.4 -117.1 -59.0
--223399..00 --5500..00 8822..00 2244..00 --112233..00 --1177..00

8822..11 111199..66 8833..33 448855..77 331100..33 118811..66
22,,118844..00 22,,221199..00 22,,441100..00

Source: Bank of Greece.
1 (+) net inflow, (-) net outflow.
2 (+) decrease, (-) increase.
3 Following Greece’s entry into the euro area in January 2001, reserve assets, as defined by the European Central Bank, comprise monetary gold, the “reserve
position” in the IMF, “Special Drawing Rights”, and Bank of Greece's claims in foreign currency on non-euro area residents. Excluded are euro-denominated
claims on non-euro area residents, claims (in foreign currency and in euro) on euro area residents, and the Bank of Greece share in the capital and reserves
of the ECB.
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Table 7 Monetary aggregates of the euro area1

(outstanding balances in billion euro, not seasonally adjusted)

End
of period

Currency in
circulation

(1)

Overnight
deposits

(2)

M1

(3)=(1)+(2)

Deposits
with agreed
maturity up
to two years

(4)

Deposits
redeemable
at notice up
to three
months

(5)

M2
(6)=(3)+(4)

+(5)

Repurchase
agreements

(7)

Money
market
fund

shares/units

(8)

Money
market

paper and
debt

securities
up to two
years

(9)

M32

(10)=(6)+(7)
+(8)+(9)

Source: ECB.
* Provisional data.
1 Monetary aggregates comprise monetary liabilities of MFIs and central government (Post Office, Treasury) vis-à-vis non-MFI euro area residents excluding
central government.
2 M3 and its components exclude non-residents’ holdings of money market fund shares/units and debt securities of up to two years.

22000033 397.9 2,329.2 2,727.1 1,039.2 1,529.6 5,295.8 208.7 581.5 92.7 6,178.7

22000044 468.4 2,480.5 2,948.9 1,040.5 1,642.9 5,632.2 229.7 604.9 102.3 6,568.2

22000055 532.8 2,946.8 3,479.6 1,123.6 1,549.6 6,152.9 221.9 615.8 126.2 7,116.8

22000066 592.2 3,164.3 3,756.5 1,414.8 1,557.1 6,728.4 248.0 614.1 198.7 7,789.3

22000077 638.5 3,262.0 3,900.5 1,984.9 1,539.7 7,425.1 283.0 660.4 316.2 8,684.8

22000066 Jan. 520.8 2,922.2 3,443.1 1,113.7 1,565.7 6,122.5 237.0 608.4 143.4 7,111.3

Feb. 524.8 2,917.2 3,442.0 1,134.8 1,569.2 6,146.1 235.0 610.2 152.7 7,143.9

March 532.3 2,936.0 3,468.2 1,162.0 1,570.9 6,201.2 235.9 603.1 163.1 7,203.3

Apr. 540.3 2,992.0 3,532.3 1,201.5 1,569.3 6,303.1 249.7 613.1 163.9 7,329.7

May 543.6 3,006.5 3,550.1 1,189.1 1,568.5 6,307.7 258.2 621.6 173.7 7,361.2

June 553.7 3,044.4 3,598.1 1,208.7 1,565.7 6,372.5 245.1 616.5 161.8 7,395.9

July 562.7 3,009.8 3,572.5 1,232.9 1,562.6 6,368.0 250.5 627.4 160.3 7,406.2

Aug. 559.0 2,956.9 3,515.9 1,267.8 1,562.6 6,346.3 264.9 639.7 179.1 7,430.0

Sept. 563.2 3,018.2 3,581.4 1,304.8 1,558.9 6,445.1 263.8 645.6 178.7 7,533.2

Oct. 567.1 2,996.5 3,563.5 1,341.7 1,551.8 6,457.1 261.2 644.7 194.3 7,557.3

Nov. 571.5 3,038.2 3,609.7 1,367.3 1,543.5 6,520.5 260.8 636.9 199.4 7,617.6

Dec. 592.2 3,164.3 3,756.5 1,414.8 1,557.1 6,728.4 248.0 614.1 198.7 7,789.3

22000077 Jan. 575.6 3,106.1 3,681.8 1,446.4 1,558.4 6,686.5 262.3 641.5 220.7 7,811.3

Feb. 578.7 3,095.3 3,674.0 1,469.6 1,547.1 6,690.7 268.8 651.9 231.7 7,843.0

March 588.5 3,146.9 3,735.4 1,534.1 1,544.8 6,814.3 282.0 666.2 239.8 8,002.3

Apr. 594.7 3,160.7 3,755.4 1,567.8 1,537.1 6,860.3 281.6 681.7 241.6 8,065.3

May 597.6 3,179.4 3,777.0 1,599.7 1,533.4 6,910.1 285.2 702.3 254.3 8,152.0

June 604.9 3,240.3 3,845.2 1,634.3 1,526.3 7,005.8 282.2 698.9 241.7 8,228.7

July 612.9 3,218.0 3,830.9 1,694.8 1,516.1 7,041.8 287.1 712.4 239.1 8,280.4

Aug. 610.6 3,137.8 3,748.4 1,765.4 1,508.1 7,022.0 297.6 705.9 259.9 8,285.5

Sept. 610.4 3,212.2 3,822.6 1,795.6 1,501.6 7,119.9 295.4 682.2 281.5 8,378.9

Oct. 613.5 3,176.1 3,789.6 1,890.9 1,525.1 7,205.7 293.5 684.0 297.9 8,481.2

Nov. 618.6 3,210.9 3,829.5 1,916.0 1,518.8 7,264.3 301.8 696.7 312.4 8,575.2

Dec. 638.5 3,262.0 3,900.5 1,984.9 1,539.7 7,425.1 283.0 660.4 316.2 8,684.8

22000088 Jan. 623.1 3,227.6 3,850.7 2,040.1 1,545.7 7,436.5 307.4 737.1 297.6 8,778.6

Feb. 628.7 3,171.2 3,799.9 2,115.9 1,542.9 7,458.7 314.4 749.9 276.0 8,799.0

March 632.9 3,218.0 3,850.9 2,130.5 1,548.4 7,529.8 314.0 742.2 282.4 8,868.4

Apr. 641.3 3,194.0 3,835.3 2,227.2 1,546.6 7,609.2 329.0 752.0 268.2 8,958.4

May 645.7 3,220.8 3,866.5 2,260.7 1,542.5 7,669.8 333.4 755.8 289.5 9,049.1

June 652.1 3,261.1 3,913.2 2,264.4 1,538.8 7,716.4 330.3 733.1 288.1 9,067.8

July 658.7 3,187.1 3,836.8 2,365.3 1,528.6 7,730.7 333.2 742.6 288.0 9,104.5

Aug. 656.1 3,133.4 3,789.5 2,424.5 1,526.2 7,740.3 343.0 756.9 280.1 9,120.2
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Table 8 The Greek contribution to the main monetary aggregates of the euro area

(outstanding amounts in billion euro, not seasonally adjusted)

End of 
period

Overnight deposits Deposits
with an
agreed

maturity up
to two years

(2)

Deposits
redeemable
at notice up
to three
months1

(3)

Repurchase
agreements
(repos)

(4)

Money
market fund
shares/units

(5)

Debt
securities up
to two years2

(6)

Total3

(M3
excluding
currency in
circulation) 
(7)=(1)+(2)+
+(3)+(4)+
+(5)+(6)(1)

Sight deposits 
and current
accounts

(1.1)

Savings
deposits

(1.2)

22000033 79.5 17.6 61.9 32.3 2.0 10.8 15.7 0.5 140.8

22000044 91.7 20.7 71.0 33.4 1.9 9.5 15.2 0.5 152.3

22000055 99.2 24.8 74.4 51.8 4.4 2.7 4.9 0.4 163.4

22000066 100.1 26.0 74.1 69.3 2.9 1.6 5.8 0.5 180.2

22000077 98.8 28.2 70.6 97.6 2.3 0.7 7.9 –1.6 205.7

22000066 Jan. 95.8 22.7 73.1 53.8 4.4 2.6 4.7 0.4 161.7

Feb. 95.3 22.6 72.7 55.1 4.5 2.5 4.7 0.4 162.5

March 95.3 22.7 72.6 56.8 4.1 2.5 4.6 0.5 163.9

Apr. 95.6 22.3 73.3 57.9 4.0 2.4 4.6 0.6 165.1

May 95.8 22.6 73.2 59.0 3.7 2.4 4.9 0.6 166.5

June 99.2 25.1 74.0 60.4 3.6 2.5 5.2 0.6 171.5

July 98.0 24.2 73.8 61.7 3.5 2.1 5.3 0.6 171.1

Aug. 97.0 23.4 73.6 63.3 3.4 2.0 5.4 0.6 171.7

Sept. 96.8 23.4 73.3 63.7 3.3 2.1 5.5 0.5 171.9

Oct. 95.3 23.1 72.3 65.4 3.2 1.9 5.6 0.5 171.9

Nov. 95.3 23.4 71.9 66.8 3.0 1.6 5.7 0.5 173.0

Dec. 100.1 26.0 74.1 69.3 2.9 1.6 5.8 0.5 180.2

22000077 Jan. 95.5 23.9 71.7 72.9 2.9 1.5 5.9 0.4 179.1

Feb. 95.0 24.0 71.0 73.7 2.8 1.4 6.2 0.3 179.5

March 96.7 25.3 71.4 76.0 2.7 1.2 6.5 0.3 183.4

Apr. 96.2 24.4 71.8 77.3 2.7 1.1 6.7 0.2 184.2

May 94.3 24.4 69.8 79.4 2.7 1.3 7.0 -0.5 184.2

June 99.8 27.5 72.2 80.8 2.7 1.4 7.5 -1.1 191.0

July 96.7 25.3 71.4 87.8 2.6 1.0 7.6 -1.8 194.0

Aug. 96.5 25.4 71.1 88.4 2.6 0.9 7.8 -1.9 194.3

Sept. 96.1 25.3 70.8 89.1 2.5 0.8 7.8 -1.7 194.6

Oct. 94.3 25.3 69.0 92.0 2.4 0.9 8.0 -1.8 195.8

Nov. 94.6 26.5 68.1 94.9 2.3 0.8 8.1 -1.6 199.0

Dec. 98.8 28.2 70.6 97.6 2.3 0.7 7.9 -1.6 205.7

22000088 Jan. 93.7 25.7 68.0 102.9 2.1 0.7 7.7 -1.1 206.1

Feb. 91.1 24.7 66.4 106.3 2.2 0.6 7.8 -0.5 207.6

March 93.3 27.2 66.2 107.1 2.1 0.6 7.8 0.2 211.2

Apr. 92.2 25.4 66.8 110.6 2.1 0.5 7.6 0.4 213.4

May 90.2 24.4 65.8 114.9 2.0 0.6 7.4 0.6 215.8

June 94.0 27.4 66.5 115.6 2.0 0.6 7.3 1.4 220.9

July 90.6 24.8 65.8 119.2 1.9 0.5 6.9 1.9 221.0

Aug. 89.5 24.4 65.1 124.2 1.9 0.5 6.8 2.2 225.1

Source: Bank of Greece.
1 Including savings deposits in currencies other than the euro.
2 This aggregate is calculated on a consolidated basis with the other euro area countries and thus does not include domestic MFIs’ holdings of debt securities
up to two years issued by euro area MFIs.
3 As in all other euro area countries, Greece's M3 can no longer be calculated accurately, since part of the quantity of euro banknotes and coins in circulation
in each country is held by residents of other euro area countries (as well as non-euro area residents). Owing to these technical problems, the compilation of
the Greek M0, M1, M2 and M3 was discontinued in January 2003.
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Table 9 Greece: deposits of domestic firms and households with OMFIs,1 by currency and type

(outstanding balances in million euro, not seasonally adjusted)

End
of period

Total
deposits

Breakdown by currency Breakdown by type

In euro
In other

currencies
Sight

deposits
Savings
deposits

Time
deposits2

22000033 115,750.0 98,119.3 17,630.8 15,395.8 65,141.1 35,213.2

22000044 128,424.6 110,206.7 18,217.9 18,274.2 73,954.2 36,196.1

22000055 156,857.7 135,797.3 21,060.4 22,180.2 79,800.8 54,876.1

22000066 173,370.4 151,321.5 22,048.9 23,525.0 77,858.2 71,987.2

22000077 197,233.6 173,493.8 23,739.8 25,014.1 73,561.9 98,657.6

22000066 Jan. 155,334.6 134,509.7 20,824.9 20,097.8 78,361.8 56,875.1

Feb. 156,125.0 134,733.6 21,391.4 19,797.5 78,114.4 58,213.2

March 157,740.9 136,352.9 21,388.0 20,229.3 77,611.2 59,900.5

Apr. 158,730.2 137,689.9 21,040.3 19,707.4 78,160.7 60,862.1

May 159,942.6 138,812.0 21,130.6 20,063.9 77,829.2 62,049.5

June 164,328.3 143,200.3 21,128.0 22,398.5 78,543.2 63,386.6

July 164,473.3 143,231.3 21,242.0 21,667.6 78,137.8 64,667.9

Aug. 164,706.1 143,088.1 21,618.0 20,710.6 77,844.8 66,150.8

Sept. 164,750.2 143,309.9 21,440.3 20,693.0 77,479.1 66,578.1

Oct. 164,848.2 143,096.0 21,752.3 20,410.6 76,266.5 68,171.1

Nov. 166,195.3 144,335.6 21,859.7 21,116.2 75,520.4 69,558.6

Dec. 173,370.4 151,321.5 22,048.9 23,525.0 77,858.3 71,987.2

22000077 Jan. 171,937.9 149,321.7 22,616.2 20,943.4 75,322.8 75,671.7

Feb. 172,166.2 150,424.2 21,742.0 21,109.9 74,619.3 76,437.1

March 176,068.3 154,217.8 21,850.5 22,393.4 74,931.5 78,743.4

Apr. 177,261.9 155,599.4 21,662.5 21,878.6 75,236.8 80,146.5

May 177,486.2 154,859.0 22,627.2 21,160.9 73,954.4 82,370.9

June 184,148.2 161,027.9 23,120.2 24,695.0 75,647.6 83,805.6

July 188,181.4 164,079.4 24,102.0 22,986.4 74,519.2 90,675.9

Aug. 188,054.4 163,993.2 24,061.2 22,398.6 74,358.8 91,297.0

Sept. 188,469.8 164,667.0 23,802.8 22,697.5 73,977.4 91,794.9

Oct. 187,503.6 163,407.0 24,096.6 22,480.6 72,098.4 92,924.6

Nov. 190,515.3 166,375.1 24,140.1 23,484.5 71,094.6 95,936.3

Dec. 197,233.6 173,494.0 23,739.8 25,014.1 73,562.0 98,657.6

22000088 Jan. 196,029.3 171,471.0 24,558.4 21,730.7 70,740.5 103,558.2

Feb. 197,402.8 172,633.7 24,769.0 21,120.5 69,152.9 107,129.4

March 200,449.4 176,402.8 24,046.5 23,638.8 68,859.6 107,950.9

Apr. 202,569.8 177,766.0 24,803.9 22,180.8 69,469.5 110,919.5

May 204,884.2 179,218.0 25,666.2 21,494.7 68,386.4 115,003.1

June 209,079.3 183,406.2 25,673.0 23,992.6 69,113.2 115,973.4

July 209,789.6 182,926.7 26,862.8 21,779.6 68,266.6 119,743.4

Aug. 209,079.2 183,406.2 25,672.9 23,992.6 69,113.2 115,973.4

Source: Bank of Greece.
1 Other Monetary Financial Institutions (OMFIs) comprise credit institutions (other than the Bank of Greece) and money market funds.
2 Including blocked deposits.
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Table 10 Key ECB interest rates

With
effect from:1 Deposit facility

Main refinancing
operations

Marginal lending
facility

(percentages per annum)

11999999 1 January 2.00 3.00 4.50

4 January 2.75 3.00 3.25

22 January 2.00 3.00 4.50

9 April 1.50 2.50 3.50

5 November 2.00 3.00 4.00

22000000 4 February 2.25 3.25 4.25

17 March 2.50 3.50 4.50

28 April 2.75 3.75 4.75

9 June 3.25 4.25 5.25

28 June 3.25 4.25 5.25

1 September 3.50 4.50 5.50

6 October 3.75 4.75 5.75

22000011 11 May 3.50 4.50 5.50

31 August 3.25 4.25 5.25

18 September 2.75 3.75 4.75

9 November 2.25 3.25 4.25

22000022 6 December 1.75 2.75 3.75

22000033 7 March 1.50 2.50 3.50

6 June 1.00 2.00 3.00

22000055 6 December 1.25 2.25 3.25

22000066 8 March 1.50 2.50 3.50

15 June 1.75 2.75 3.75

9 August 2.00 3.00 4.00

11 October 2.25 3.25

13 December 2.50 3.50 4.50

22000077 14 March 2.75 3.75 4.75

13 June 3.00 4.00 5.00

22000088 9 July 3.25 4.25 5.25

Source: ECB.
1 From 1 January 1999 to 9 March 2004, the date refers to the deposit and marginal lending facilities. For main refinancing operations, changes in the rate are
effective from the first operation following the date indicated. The change on 18 September 2001 was effective on that same day. From 10 March 2004 onwards,
the date refers to the deposit and marginal lending facilities and to the main refinancing operations (changes effective from the first main refinancing operation
following the Governing Council decision), unless otherwise indicated.
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Table 11 Money market interest rates

(percentages per annum, period averages)

Period
Overnight
deposits1

1-month
deposits2

3-month
deposits2

6-month 
deposits2

9-month
deposits2

12-month
deposits2

22000033 2.32 2.35 2.33 2.31 2.31 2.34

22000044 2.05 2.08 2.11 2.15 2.20 2.27

22000055 2.09 2.14 2.18 2.23 2.28 2.33

22000066 2.84 2.94 3.08 3.23 3.35 3.44

22000077 3.86 4.08 4.28 4.35 4.41 4.45

22000066 Jan. 2.33 2.39 2.51 2.65 2.75 2.83

Feb. 2.35 2.46 2.60 2.72 2.83 2.91

March 2.52 2.63 2.72 2.87 3.00 3.11

Apr. 2.63 2.65 2.79 2.96 3.11 3.22

May 2.58 2.69 2.89 3.06 3.20 3.31

June 2.70 2.87 2.99 3.16 3.29 3.40

July 2.81 2.94 3.10 3.29 3.43 3.54

Aug. 2.97 3.09 3.23 3.41 3.53 3.62

Sept. 3.04 3.16 3.34 3.53 3.64 3.72

Oct. 3.28 3.35 3.50 3.64 3.74 3.80

Nov. 3.33 3.42 3.60 3.73 3.81 3.86

Dec. 3.50 3.64 3.68 3.79 3.87 3.92

22000077 Jan. 3.56 3.62 3.75 3.89 3.99 4.06

Feb. 3.57 3.65 3.82 3.94 4.03 4.09

March 3.69 3.84 3.89 4.00 4.06 4.11

Apr. 3.82 3.86 3.98 4.10 4.19 4.25

May 3.79 3.92 4.07 4.20 4.30 4.37

June 3.96 4.10 4.15 4.28 4.40 4.51

July 4.06 4.11 4.22 4.36 4.47 4.56

Aug. 4.05 4.31 4.54 4.59 4.63 4.67

Sept. 4.03 4.43 4.74 4.75 4.73 4.72

Oct. 3.94 4.24 4.69 4.66 4.65 4.65

Nov. 4.02 4.22 4.64 4.63 4.62 4.61

Dec. 3.88 4.71 4.85 4.82 4.80 4.79

22000088 Jan. 4.02 4.20 4.48 4.50 4.50 4.50

Feb. 4.03 4.18 4.36 4.36 4.35 4.35

March 4.09 4.30 4.60 4.59 4.59 4.59

Apr. 3.99 4.37 4.78 4.80 4.81 4.82

May 4.01 4.39 4.86 4.90 4.94 4.99

June 4.01 4.47 4.94 5.09 5.23 5.36

July 4.19 4.47 4.96 5.15 5.25 5.39

Aug. 4.30 4.49 4.97 5.16 5.23 5.32

Sept. 4.27 4.66 5.02 5.22 5.29 5.38

Source: Bloomberg.
1 Euro overnight index average (EONIA).
2 Euro interbank offered rates (EURIBOR).
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Table 12 Greek government paper yields

(percentages per annum, period averages)

22000033 2.34 2.82 3.37 3.83 4.27 4.32 4.91 , , , 

22000044 2.27 2.87 3.37 3.81 4.26 4.53 4.77 , , , 

22000055 2.33 2.65 2.92 3.22 3.59 3.80 3.92 4.14

22000066 3.44 3.58 3.72 3.87 4.07 4.16 4.23 4.42

22000077 4.45 4.21 4.30 4.34 4.50 4.67 – 4.81

22000066 Jan. 2.84 2.99 3.17 3.32 3.60 3.71 3.79 3.98

Feb. 2.91 3.09 3.30 3.50 3.77 3.86 3.94 4.14

March 3.11 3.38 3.50 3.74 3.95 4.02 4.11 4.29

Apr. 3.22 3.61 3.72 4.01 4.23 4.32 4.41 4.60

May 3.31 3.63 3.80 4.05 4.30 4.38 4.48 4.69

June 3.41 3.70 3.93 4.07 4.31 4.41 4.50 4.72

July 3.54 3.78 3.98 4.10 4.33 4.42 4.50 4.72

Aug. 3.61 3.72 3.88 3.98 4.19 4.29 4.37 4.58

Sept. 3.72 3.71 3.81 3.89 4.06 4.15 4.21 4.39

Oct. 3.80 3.77 3.87 3.93 4.08 4.15 4.21 4.35

Nov. 3.87 3.77 3.82 3.86 3.98 4.05 4.09 4.23

Dec. 3.92 3.84 3.89 3.93 4.04 4.12 4.17 4.30

22000077 Jan. 4.06 4.01 4.08 4.13 4.28 4.33 4.38 4.51

Feb. 4.09 4.03 4.09 4.14 4.30 4.35 4.40 4.54

March 4.11 4.00 4.04 4.08 4.20 4.27 4.33 4.49

Apr. 4.25 4.17 4.24 4.28 4.40 4.46 4.52 4.70

May 4.37 4.31 4.37 4.40 4.51 4.59 – 4.77

June 4.51 4.52 4.65 4.68 4.80 4.97 – 5.05

July 4.56 4.54 4.64 4.67 4.79 4.96 – 5.02

Aug. 4.67 4.28 4.41 4.47 4.62 4.85 – 4.91

Sept. 4.72 4.20 4.34 4.39 4.56 4.82 – 4.92

Oct. 4.65 4.19 4.34 4.39 4.58 4.82 – 4.92

Nov. 4.61 4.08 4.16 4.20 4.43 4.73 – 4.88

Dec. 4.80 4.16 4.28 4.29 4.53 4.83 – 4.97

22000088 Jan. 4.50 3.88 4.02 4.17 4.40 4.76 – 4.95

Feb. 4.35 3.68 3.83 4.09 4.36 4.79 – 4.99

March 4.67 3.92 4.10 4.24 4.42 4.95 – 5.16

Apr. 4.81 4.15 4.31 4.32 4.54 5.05 – 5.20

May 4.99 4.35 4.46 4.46 4.74 5.08 – 5.21

June 5.36 4.97 5.08 4.96 5.17 5.37 – 5.40

July 5.39 4.94 5.04 4.98 5.15 5.38 – 5.44

Aug. 5.32 4.53 4.64 4.63 4.87 5.15 – 5.25

Sept. 5.38 4.42 4.65 4.65 4.88 5.26 – 5.36

Period

Yield on
one-year

Treasury bills

Bond yields

3-year 5-year 7-year 10-year 15-year 20-year1 32-year

Source: Bank of Greece.
1 As of May 2007, there is no bond in the market with a residual maturity close to 20 years.
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Table 13 Greece: domestic MFI loans to domestic firms (by branch of economic activity) and
households

(balances in million euro)

End
of period

Grand
total

Firms Households

Total
Agricul-
ture Industry1 Trade Tourism Other Total Housing

Consumer
credit Other

22000000 59,330.0 42,360.3 3,884.9 11,823.7 12,374.2 1,814.3 12,463.2 16,969.7 11,271.9 5,511.3 186.5
22000011 74,027.4 50,198.7 3,724.2 12,614.9 15,524.3 2,171.3 16,164.0 23,828.7 15,652.2 7,852.0 324.5
22000022 86,510.5 55,012.2 3,224.7 14,364.0 15,670.8 2,903.2 18,849.5 31,498.3 21,224.7 9,755.4 518.2
22000033 101,178.1 60,979.3 3,082.7 15,865.1 16,514.4 3,488.2 22,028.9 40,198.8 26,534.2 12,409.6 1,255.0
22000044 117,201.7 65,566.3 3,248.0 15,675.6 18,821.6 4,040.0 23,781.1 51,635.4 33,126.8 17,053.8 1,454.8
22000055 136,981.1 71,282.9 2,954.0 15,753.8 19,958.4 4,189.8 28,426.9 65,698.2 43,199.4 20,850.0 1,648.8
22000066 156,896.4 76,659.8 3,051.0 16,371.4 20,572.0 4,194.1 32,471.3 80,236.6 52,502.5 25,599.2 2,134.9
22000077 183,722.2 89,755.1 3,228.1 17,347.0 23,603.7 4,637.7 40,938.6 93,967.1 63,613.1 27,543.3 2,810.7
22000055 Jan. 118,387.3 65,985.6 3,237.8 15,645.2 18,921.1 4,079.3 24,102.2 52,401.7 33,672.4 17,275.8 1,453.5

Feb. 118,906.4 65,521.9 3,161.6 15,623.8 19,104.7 4,129.9 23,501.9 53,384.5 34,281.6 17,610.7 1,492.2
March 120,704.9 66,096.9 3,079.3 15,565.9 19,309.8 4,180.8 23,961.1 54,608.0 35,091.5 17,995.6 1,520.9
Apr. 123,037.2 67,097.9 3,059.3 15,926.1 19,565.9 4,211.2 24,335.4 55,939.3 35,878.7 18,550.0 1,510.6
May 124,228.8 67,257.5 3,038.1 15,872.9 19,520.5 4,225.7 24,600.3 56,971.3 36,610.2 18,896.4 1,464.7
June 125,452.3 68,474.1 3,096.1 15,918.8 20,142.8 4,293.7 25,022.7 56,978.2 36,102.8 19,386.6 1,488.8
July 127,215.3 69,613.6 3,119.2 16,123.2 20,352.3 4,135.7 25,883.2 57,601.7 37,238.6 18,897.0 1,466.1
Aug. 127,788.5 69,212.3 3,123.3 15,838.2 20,027.5 4,110.4 26,112.9 58,576.2 37,850.0 19,245.1 1,481.1
Sept. 129,507.9 69,305.5 2,939.4 15,674.2 19,985.6 4,073.7 26,632.6 60,202.4 39,022.1 19,628.5 1,551.8
Oct. 131,111.7 69,462.4 2,884.1 15,757.2 19,905.6 4,089.4 26,826.1 61,649.3 40,000.4 20,080.7 1,568.2
Nov. 133,136.0 69,791.5 2,919.6 15,712.5 19,717.1 4,184.2 27,258.1 63,344.5 41,244.2 20,511.7 1,588.6
Dec. 136,981.1 71,282.9 2,954.0 15,753.8 19,958.4 4,189.8 28,426.9 65,698.2 43,199.4 20,850.0 1,648.8

22000066 Jan. 137,731.3 70,999.2 2,948.7 15,690.0 19,672.8 4,205.7 28,482.0 66,732.1 44,010.6 21,047.7 1,673.8
Feb. 139,714.7 71,491.8 2,957.3 15,747.6 19,389.1 4,248.8 29,149.0 68,222.9 44,873.8 21,637.5 1,711.6
March 142,633.3 72,960.5 3,086.1 15,955.2 19,843.2 4,356.4 29,719.6 69,672.8 45,919.6 22,045.2 1,708.0
Apr. 144,593.1 73,944.8 3,098.7 16,399.3 20,160.3 4,352.3 29,934.2 70,648.3 46,612.7 22,344.3 1,691.3
May 145,477.5 74,372.3 3,105.7 16,661.9 19,876.8 4,377.7 30,350.2 71,105.2 46,539.9 22,815.5 1,749.8
June 148,322.9 76,259.8 3,192.4 16,900.2 20,531.4 4,416.8 31,219.0 72,063.1 46,929.0 23,275.7 1,858.4
July 150,012.0 76,374.7 3,203.6 16,706.6 20,573.2 4,350.0 31,541.3 73,637.3 48,165.4 23,610.7 1,861.2
Aug. 150,031.2 76,033.8 3,204.1 16,658.0 20,371.5 4,301.8 31,498.4 73,997.4 48,138.4 23,956.0 1,903.0
Sept. 152,943.1 77,450.6 3,239.2 16,769.4 20,916.6 4,337.6 32,187.8 75,492.5 49,140.0 24,394.4 1,958.1
Oct. 153,584.8 76,893.8 3,226.8 16,627.6 20,662.5 4,346.0 32,030.9 76,691.0 49,923.5 24,709.6 2,057.9
Nov. 152,551.9 74,519.8 3,141.2 16,223.8 19,823.8 4,213.5 31,117.5 78,032.1 50,672.3 25,283.7 2,076.1
Dec. 156,896.4 76,659.8 3,051.0 16,371.4 20,572.0 4,194.1 32,471.3 80,236.6 52,502.5 25,599.2 2,134.9

22000077 Jan. 157,445.6 75,917.1 3,021.6 16,099.9 20,119.0 4,218.6 32,458.0 81,528.5 53,517.4 25,881.3 2,129.8
Feb. 159,987.8 77,080.3 3,039.1 16,168.8 20,500.8 4,327.7 33,043.9 82,907.5 54,619.9 26,114.4 2,173.2
March 164,281.1 79,285.9 3,049.5 16,366.8 21,120.2 4,355.7 34,393.7 84,995.2 56,200.1 26,572.7 2,222.4
Apr. 165,479.2 79,008.3 3,005.9 16,364.7 21,008.8 4,361.1 34,267.8 86,470.9 57,218.4 27,071.9 2,180.6
May 168,128.9 79,941.2 3,034.2 16,706.6 21,238.3 4,380.6 34,581.5 88,187.7 58,277.3 27,714.2 2,196.2
June 173,093.9 84,391.7 3,206.8 17,077.7 22,083.4 4,439.4 37,584.4 88,702.2 58,156.5 28,101.5 2,444.2
July 173,441.0 84,073.0 3,216.2 16,876.8 22,117.2 4,388.6 37,474.2 89,368.0 58,169.6 28,596.5 2,601.9
Aug. 175,889.4 85,133.8 3,276.4 16,979.5 22,211.6 4,346.8 38,319.5 90,755.6 59,067.4 29,055.8 2,632.4
Sept. 178,821.4 86,275.4 3,287.6 17,211.2 22,677.0 4,386.2 38,713.4 92,546.0 60,119.2 29,466.4 2,960.4
Oct. 180,197.8 86,146.6 3,310.4 17,098.1 22,685.0 4,420.3 38,632.8 94,051.2 61,052.5 30,101.9 2,896.8
Nov. 179,873.5 87,830.9 3,320.9 17,420.5 22,932.6 4,466.7 39,690.2 92,042.6 62,158.7 27,128.2 2,755.7
Dec. 183,722.2 89,755.1 3,228.1 17,347.0 23,603.7 4,637.7 40,938.6 93,967.1 63,613.1 27,543.3 2,810.7

22000088 Jan. 185,746.7 90,623.4 3,300.7 17,447.4 23,749.0 4,673.8 41,452.5 95,123.3 64,361.2 27,995.2 2,766.9
Feb. 187,446.5 91,656.1 3,464.6 17,708.8 23,917.3 4,772.6 41,792.8 95,790.4 64,142.7 28,835.5 2,812.2
March 191,179.8 94,055.5 3,496.6 17,955.6 24,688.4 4,890.2 43,024.7 97,124.3 65,042.9 29,193.5 2,887.9
Apr. 191,848.4 94,548.9 3,560.3 18,030.0 24,968.9 4,935.9 43,053.8 97,299.5 64,928.0 29,597.8 2,773.7
May 194,575.9 95,836.7 3,631.2 18,625.6 25,364.4 4,969.7 43,245.8 98,739.2 65,704.6 30,195.4 2,839.2
June 199,435.2 98,933.1 3,703.3 18,926.8 26,187.2 5,134.9 44,980.9 100,502.1 66,878.5 30,675.5 2,948.1
July 197,628.9 99,588.0 3,719.7 19,194.5 26,329.8 5,121.1 45,222.9 98,040.9 64,448.0 30,646.3 2,946.6
Aug. 200,739.7 101,911.9 3,762.5 19,374.0 26,575.9 5,171.5 47,028.0 98,827.8 64,854.2 31,051.3 2,922.3

Source: Bank of Greece.
1 Comprising manufacturing and mining.
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Table 14 Greece: bank rates on new euro-denominated deposits of euro area residents

(percentages per annum, period averages unless otherwise noted)

Period

Deposits by households Deposits by non-financial corporations

Repurchase
agreements 
(repos)

Overnight
deposits1,2

Savings
deposits2

Deposits with 
agreed maturity 
up to one year

Overnight
deposits1,2

Deposits with
agreed maturity 
up to one year

22000033 0.93 0.92 2.48 0.63 2.49 2.24

22000044 0.91 0.90 2.29 0.55 2.17 1.98

22000055 0.91 0.88 2.23 0.60 2.09 2.00

22000066 1.02 0.98 2.86 0.79 2.81 2.67

22000077 1.22 1.14 3.95 1.03 3.94 3.70

22000066 Jan. 0.93 0.90 2.44 0.69 2.33 2.23

Feb. 0.93 0.90 2.45 0.65 2.35 2.25

March 0.99 0.95 2.58 0.73 2.57 2.42

Apr. 0.98 0.95 2.63 0.73 2.61 2.50

May 0.98 0.95 2.66 0.73 2.57 2.47

June 1.02 0.98 2.76 0.75 2.70 2.60

July 1.02 0.98 2.84 0.74 2.79 2.60

Aug. 1.04 1.00 2.95 0.83 2.96 2.74

Sept. 1.05 1.00 3.03 0.83 2.97 2.85

Oct. 1.11 1.06 3.24 0.93 3.15 3.02

Nov. 1.09 1.04 3.26 0.89 3.24 3.09

Dec. 1.14 1.09 3.47 0.92 3.48 3.30

22000077 Jan. 1.16 1.10 3.50 0.91 3.49 3.32

Feb. 1.16 1.10 3.51 0.87 3.54 3.35

March 1.18 1.11 3.64 0.99 3.73 3.53

Apr. 1.20 1.13 3.74 0.98 3.81 3.60

May 1.20 1.13 3.74 1.05 3.81 3.63

June 1.24 1.15 3.95 1.05 4.01 3.80

July 1.24 1.16 4.00 1.15 4.03 3.86

Aug. 1.24 1.16 4.09 1.12 4.10 3.87

Sept. 1.25 1.17 4.24 1.08 4.20 3.93

Oct. 1.25 1.17 4.26 1.01 4.04 3.88

Nov. 1.25 1.17 4.25 1.07 4.20 3.91

Dec. 1.23 1.16 4.52 1.05 4.33 3.76

22000088 Jan. 1.24 1.16 4.35 1.09 4.13 3.87

Feb. 1.25 1.16 4.30 1.12 4.19 3.88

March 1.25 1.17 4.42 1.06 4.44 4.01

Apr. 1.25 1.17 4.68 1.06 4.41 3.98

May 1.24 1.16 4.73 1.07 4.39 3.99

June 1.25 1.17 4.85 1.06 4.51 4.44

July 1.26 1.17 5.09 1.15 4.59 4.20

Aug. 1.26 1.18 4.99 1.13 4.69 4.22

Source: Bank of Greece.
1 Weighted average of the current account rate and the savings deposit rate.
2 End-of-month interest rate.
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Table 15 Greece: bank rates on new euro-denominated loans to euro area residents

(percentages per annum, period averages unless otherwise noted)

Period

Loans to households1 Loans to non-financial corporations1

Loans without
defined

maturity2,3

Consumer loans Housing loans

Loans without
defined

maturity3,4

With a floating rate or an initial
rate fixation of up to one year

With a floating
rate or an
initial rate

fixation of up to
one year

Average
rate on

total consumer
loans

With a floating
rate or an
initial rate

fixation of up to
one year

Average
rate on

total housing
loans

Up to
€€1 million

Over
€€1 million

22000033 14.41 10.57 10.47 4.51 4.78 6.86 5.29 3.98

22000044 13.81 9.55 9.86 4.30 4.51 7.01 4.98 3.67

22000055 13.36 8.47 9.06 4.06 4.15 6.90 5.08 3.62

22000066 13.45 7.89 8.58 4.24 4.30 7.18 5.76 4.37

22000077 14.09 7.71 8.47 4.57 4.45 7.54 6.57 5.32

22000066 Jan. 13.18 7.77 8.30 3.92 4.00 6.94 5.26 3.70

Feb. 13.18 8.06 8.51 3.89 3.97 6.99 5.44 3.74

March 13.22 8.09 8.44 3.92 4.02 7.13 5.50 4.15

Apr. 13.24 7.82 8.48 3.93 4.08 7.09 5.57 3.92

May 13.22 7.84 8.66 4.00 4.15 7.10 5.61 4.17

June 13.45 8.09 8.75 4.22 4.32 7.18 5.65 4.41

July 13.41 7.85 8.59 4.28 4.36 7.19 5.70 4.40

Aug. 13.60 7.99 8.77 4.51 4.53 7.26 5.88 4.27

Sept. 13.58 8.03 8.85 4.50 4.54 7.26 5.91 4.72

Oct. 13.72 8.15 8.87 4.66 4.62 7.37 6.14 4.83

Nov. 13.81 8.19 8.86 4.69 4.59 7.25 6.15 4.94

Dec. 13.80 6.82 7.82 4.36 4.41 7.35 6.30 5.16

22000077 Jan. 13.87 7.35 8.30 3.92 4.29 7.32 6.27 5.22

Feb. 13.86 7.53 8.40 3.80 4.24 7.34 6.36 5.01

March 13.88 7.60 8.23 4.00 4.28 7.45 6.38 5.08

Apr. 13.97 7.72 8.36 4.45 4.37 7.50 6.45 5.12

May 13.92 8.18 8.74 4.46 4.41 7.47 6.51 5.06

June 14.09 7.82 8.61 4.90 4.52 7.56 6.48 5.32

July 14.12 8.00 8.70 5.01 4.53 7.56 6.44 5.12

Aug. 14.15 8.38 8.78 5.00 4.58 7.74 6.76 5.48

Sept. 14.14 7.50 8.54 4.93 4.64 7.68 6.78 5.68

Oct. 14.13 7.22 8.08 4.96 4.63 7.62 6.75 5.50

Nov. 14.50 7.54 8.47 4.68 4.53 7.65 6.81 5.50

Dec. 14.47 7.66 8.40 4.76 4.45 7.56 6.83 5.79

22000088 Jan. 14.48 8.15 8.52 4.61 4.39 7.50 6.66 5.48

Feb. 14.48 8.36 8.63 4.67 4.40 7.50 6.62 5.32

March 14.46 8.64 8.62 4.77 4.47 7.55 6.65 5.68

Apr. 14.52 8.87 8.75 4.83 4.50 7.62 6.79 5.66

May 14.48 8.82 8.92 4.94 4.57 7.62 6.83 5.64

June 14.49 8.52 8.84 5.05 4.68 7.59 6.91 5.82

July 14.98 9.21 9.06 5.30 4.83 7.79 7.03 6.05

Aug. 15.16 8.82 9.03 5.34 4.98 7.78 7.11 5.82

Source: Bank of Greece. 
1 Associated costs are not included.
2 Weighted average of the rates on loans to households through credit cards, on open account loans and on overdrafts from current accounts.
3 End-of-month interest rate.
4 Weighted average of the rates on corporate loans via credit lines and on overdrafts from sight deposit accounts.
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