
  
 
 
 

Executive Summary 
1. GREECE 
 An impressive fiscal adjustment has been achieved in 2010, with 

the general government deficit falling to 9.4% from 15.4% of GDP 
in 2009. This has been accompanied by an extensive program of 
structural reforms, including the pension system and the labour 
market, in an environment of low social tensions and political 
stability. A further adjustment to 7.4% of GDP is targeted for 2011. 

 The austerity measures taken have exerted a heavy toll on 
economic activity with GDP declining by -4.5% in 2010 (-6.6% yoy 
in Q4 2010). The recession is to extend into 2011, when GDP 
growth of -2.0% is expected on the back of investment stabilizing 
and real disposable incomes supported by lower inflation.  

 With labour and product market reforms supporting 
competitiveness and privatisation and infrastructure investment 
strengthening the supply-side potential of the economy, economic 
recovery and fiscal adjustment may gain strength from 2012 
onwards. 

 2. ROMANIA 
  GDP declined by 0.6% in Q4 2010 and by 1.3% in 2010, reflecting 

the implementation of austerity measures in the context of the 
stand-by arrangement with the IMF. 

 The authorities and the IMF have reached an agreement on a 24-
month new precautionary loan program worth € 3.6 billion. This will 
be in conjunction with precautionary support of € 1.4 billion from 
the EU and a loan of € 0.4 billion from the World Bank. 

 In 2010 the current account deficit remained flat at around 4.2% of 
GDP. Export growth exceeded import growth leading to a 
narrowing of the trade deficit. Its impact on the current account was 
largely offset by declining remittances from workers abroad.  

3. BULGARIA 
 Bolstered by a declining foreign trade balance, the economy grew 

by 0.3% in 2010 from growth of -5.1% in 2009. 

 The budget deficit swelled to 3.9% of GDP in 2010. The 
government aims at reducing this to below 2.5% of GDP in 2011.  

 Capital inflows remain weak leading to continued current account 
adjustment. The current account deficit collapsed in 2010 to just 
0.8% of GDP form 9.9% of GDP in 2009 and 26.8% of GDP in 
2007. Net FDI inflows remain positive but continue to dwindle 

 NPLs have risen considerably to around 11.9% of the total by end-
2010 from just 2.4% at the end of 2008. However commercial 
banks remain well capitalised with average capital adequacy ratio 
exceeding 17% by end-2010 from 14.9% in December 2008. 

4. CYPRUS 
 GDP grew by 0.9% in 2010 from -1.7% in 2009. The main growth 

driver for 2010 was net exports. 

 Moody’s downgraded the country’s sovereign bond ratings by two 
notches to A2, citing the prevalence of structural problems 
impeding the economy’s competitiveness and the large exposure 
of the banking sector to the adverse developments in Greece. 

 In 2010 the budget deficit narrowed to 4.9% of GDP after widening 
to 6.1% of GDP in 2009. Public revenues increased by 6% and 
public expenditures by 2.7%. The 2011 Budget is targeting a 
modest reduction of the fiscal deficit to 4.13% of GDP. 

5. SERBIA 

 GDP grew by 1.7% in 2010 following a decline of 3.1% in 2009. 
The improved outlook is mirrored in the recent upgrade of its rating 
to BB from BB- by S&P. 

 The budget deficit was 4.5% of GDP ion 2010 lower than the IMF 
prescribed target of 4.8%. However concerns may resurface as 
elections draw nearer. 
 Inflationary pressures have risen substantially. Inflation was 11.2% 

in January 2011. The Central Bank has increased the interest rate 
to 12.25% and has tried to shift the volume of lending to dinar from 
fx via fine-tuning the reserve requirements.  
 Lower remittances contributed to an increase in the current 

account deficit despite continued narrowing of the trade deficit.  
6. ALBANIA 
 After turning negative for a brief spell in Q4 of 2009, yoy GDP 

growth has since accelerated to 2.6% in Q1, 3.3% in Q2 and 4.9% 
in Q3 of 2010. 
 The fiscal deficit was reduced substantially in 2010 to 3% of GDP 

from 7.1% of GDP in 2009 as capital expenditures were curtailed 
and revenues bolstered from higher tax revenues and from loan 
repayments by the state-owned electricity company. However the 
public debt to GDP ratio at 59.4% remains a concern. 
 Favored by the exchange rate environment exports growth 

outstripped the growth of imports resulting in a significant reduction 
of the trade deficit for 2010. In the nine months of 2010 the current 
account deficit was 7.7% of GDP from 11.4% of GDP a year ago.  

7. FORMER YUGOSLAV REPUBLIC OF MACEDONIA 
 GDP growth turned positive in Q2 of 2010 and accelerated in Q3 of 

2010. The recovery since Q2 of 2010 is based primarily on 
domestic demand with a negative contribution by net exports. 
 It is expected that the budget deficit target of 2.5% of GDP for 2010 

has been achieved. The government is targeting a budget deficit of 
2.5% of GDP in 2011 and below 1.9% of GDP in 2009. 
 Inflationary pressures have re-emerged with CPI yoy change at 3% 

at end-2010 from -1.6% at end- 2009. 
8. UKRAINE 
 The economy recorded GDP growth of 4.2% in 2010. The recovery 

was driven by export-led industries, though private consumption 
and investment demand are gradually recovering.  

 The country is on track to receive the 3rd tranche of the new IMF 
loan agreement of € 11.7 billion agreed in July 2010. 

 The current account deficit widened to 1.9% of GDP in 2010 from 
1.5% of GDP in 2009.  

9. TURKEY 

 GDP grew by 11.8% yoy in Q1, 10.2% in Q2 and 5.5% in Q3 of 
2010, more than making up for the GDP decline of 4.7% in 2009. 
The improvement in the outlook is evidenced by the relatively low 
CDS spreads and the recent upward revision of the credit rating 
outlook of government bonds to positive by Fitch.  

 Overheating risks have resurfaced as domestic demand has 
rebounded impressively. Therefore the necessity for appropriate 
fiscal and monetary policy remains intact.  

 The rise in domestic demand has resulted in a surge of imports 
and a tripling of the current account deficit to 6.3% of GDP in 2010 
from 2.3% of GDP in 2009. 

 After widening to 5.6% of GDP in 2009, the fiscal deficit narrowed 
to a better than expected 3.6% of GDP in 2010.  
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1. GREECE 

2007 2008 2009

Retail Sales Volume 2,3% -1,4% -9,3% -6,8% Jan-Dec
Automobile sales 4,3% -7,0% -17,4% -44,0% Jan-Feb
Tax on Mobile telephony 114,2% 5,3% 13,2% 47,2% Jan-Dec
VAT Revenue 9,8% 8,4% 5,0% 4,8% Jan-Dec
Consumption Tax on Fuels 9,7% 28,9% 18,6% 34,9% Jan-Dec
Private Consumption 3,1% 3,0% -1,8% -4,1% Jan-Dec
Government Consumption 9,2% 1,0% 7,6% -9,0% Jan-Dec
Building activity (Permits) -5,8% -17,3% -26,5% -25,3% Jan-Nov
Cement Production -9,2% -3,1% -21,4% -14,3% Jan-Dec
Public Investment 7,6% 9,3% -2,8% -30,7% Jan-Dec
Fixed Investment 4,3% -7,6% -10,4% -17,4% Jan-Dec
Change in Stocks and Stat. Dis. 1785,2% 149,1% -115,9% -7,4% Jan-Dec
Unemployment 8,3% 7,6% 9,5% 12,4% Jan-Dec
Manufacturing Production 2,2% -4,7% -11,2% -4,5% Jan
Econ. Sentiment (1998-2006: 100) 108,1 95,6 76,3 79,4 Feb
   -Industry 102,8 91,9 72,1 80,6 Feb
   -Consumer Confidence -28,5 -46,0 -45,7 -67,0 Feb
PMI (Manufacturing) 53,7 50,4 45,3 43,1 Jan-11
Exports of goods - excluding oil (El.Stat.) 5,4% 3,2% -15,9% 8,5% Jan-Dec
Imports of goods - excluding oil (El.Stat.) 16,1% 4,5% -20,2% -10,7% Jan-Dec
Tourist Arrivals (airports) 8,5% -1,4% -6,7% -0,3% Jan-Dec
Tourism Receipts (BoP) -0,3% 2,8% -10,6% -7,6% Jan-Dec
Exports goods & services 5,8% 3,3% -18,3% -0,3% Jan-Dec
Imports goods & services 9,8% 4,0% -18,6% -11,5% Jan-Dec
GDP growth 4,5% 1,0% -2,0% -4,5% Jan-Dec
Inflation (CPI) 2,9% 4,2% 1,2% 4,4% Feb-11
Current Account (% of GDP) -12,4 -13,0 -10,1 -9,6% Jan-Dec

Source: Bank of Greece, Hellenic Statistical Authority (EL.STAT.) 

Table 1. Basic Conjunctural Indicators                                                
(% change from previous period)

Note: Growth rates are calculated on a cumulative basis

2010 - 2011
available period

 
MACROECONOMICS DEVELOPMENTS: The implementation 
of the Greek May 2010 fiscal adjustment, growth and 
structural reform program, agreed with EC-ECB-IMF (The 
Troika) under the conditionality Memorandum of 
Understanding (MOU) linked to the release of a € 110 bln 
loan to Greece, is on track. 

Greece has made substantial progress towards 
achieving the program’s ambitious objectives: a) to 
preserve financial stability and adequate liquidity in the 
banking sector, b) a front-loaded reduction in fiscal deficit 
to restore public debt sustainability, c) a change to a 
growth model based on exports and investment, to 
ensure GDP and employment growth and d) the 
sustainability of the external accounts of the country.  

The various fiscal adjustment and structural reform 
measures adopted by Greece in the last ten months have 
been born fruits. In 2010, a dramatic fiscal adjustment of 
6 pps of GDP was recorded. The general government 
deficit (GG deficit) declined to 9.4% of GDP and is set to 
fall further to 7.4% of GDP for 2011. Although this initial 
success of the stabilization and reform program was 
largely unexpected by both domestic and international 
analysts (as the general view was that an adjustment of 
more than 4.0 pps would be unthinkable), the Greek GG 
debt/GDP ratio is still estimated to have reached 142.1% 
of GDP at the end of 2010 and is expected to reach 151% 
of GDP at the end of 2011. However, both the GG deficit 
and the GG debt for 2009 and 2010 have been increased 

by the incorporation into the general government of the 
deficits and the liabilities of a multitude of state controlled 
entities and organizations. In other EU countries these 
entities fall outside the scope of general government.  

The MOU, as adjusted following the successive reviews 
of progress achieved in both fiscal adjustment and 
structural reform in the 10-month period between May 
2010 and March 2011, envisages a fall of the GG deficit 
to below 2.6% of GDP in 2014 and 1.0% of GDP in 2015. 
Moreover, the Greek government is set to implement 
privatization-cum-real estate management program 
yielding € 50 bn up to 2015. Even on the basis of the 
conservative assumptions of the Troika concerning 
nominal GDP growth in 2011-2015, the implementation of 
this program would imply a peak of the GG debt/GDP 
ratio to around 152.5% of GDP in 2012 and its setting on 
a falling trend from the year 2013 onwards. Moreover, the 
privatization program will be achieved considerably more 
through 2015, tentatively setting a target of € 50 bn in 
2011-2015. In fact, with privatization revenues exceeding, 
the € 50 bn in 2011-2020 and additional € 20 billion in 
2020-2032, the Greek GG debt/GDP ratio would fall 
below the 100% of GDP in 2022 and below 65% of GDP 
in 2030 (Diagramme 1). 

Diagramme 1. Greek Debt dynamics with and without 
privatization revenues
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Concerning the substantial fiscal adjustment and 
structural reform achieved in 2010-2011 the following 
considerations are also relevant: a) It became possible 
despite the fact that domestic economic activity 
contracted substantially, much more than expected, 
implying a -6.1% fall of GDP in H2 2010 and a -4.5% 
GDP fall in 2010 as a whole. This development was 
mainly due to the fact that, following the spectacular 
Moody’s downgrade of Greece by 4-notches in June 2010 
to non-investment grade status, the country was exposed 
to the whimsical predictions from experts from all around 
the world of its imminent downfall to a state of 
bankruptcy. This extraordinary cacophony of dire 
predictions concerning the fate of the Greek economy led 
to an unprecedented fall of domestic consumer and 
business confidence, which implied a dramatic -14.9% fall 
of the volume of retail sales in Q4 2010 (-19.9% fall in 
December 2010), from -5.3% in Q2 2010 and +5.7% in 
Q1 2010, and an equally dramatic fall of business and 
housing investment. Moreover, the extraordinarily 
negative international press coverage, presenting Greece 
as a country of unrest (with its people reacting with 
excessive violence to the austerity measures), made 
Greece the only European country that experienced a 
substantial fall in its international tourism in 2010. b) 
However, contrary to the expectations and assessments 
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of rating agencies and the international experts, the 
above impressive fiscal adjustment of Greece in 2010 
and the substantial progress recorded in the structural 
reform agenda (analyzed below) were achieved in an 
environment of admirable social acceptance and 
fundamental political stability. Despite the ever present 
wrangling between the two main political parties in 
Greece, most of the painful reforms were eventually 
supported in the Greek parliament from both these 
political parties and by some independent MPs. 
Moreover, in a poll conducted by Public Issue and 
published by the Euro barometer and The KATHIMERINI 
newspaper on March 11, 2011, the governing political 
party PASOK still leads with 35% of the votes, followed 
by the main opposition party with 28.5% of the votes. This 
follows the period, in which the government was obliged 
to impose the strictest, and more painful, austerity and 
structural reform measures in the Modern Greek history,    

Concerning the evolution of economic activity in the 
following quarters, it is important to note the following: 
a) Exports of goods and services (other than tourism), as 
well as manufacturing orders from external markets, were 
particularly strong at Q4 2010 and in January 2011. b) 
Economic sentiment in the country has registered 
substantial recovery in January-February 2011, from its 
abnormally low level in Q4 2010. Moreover, c) indications 
(advance bookings and reports from source countries) 
are becoming stronger by the day that 2011 is going to be 
a year of satisfactory growth of external tourism in 
Greece. Finally, d) government controlled investment is 
expected also to be stronger in 2011, contributing 
positively to GDP growth in the current year, following 
their substantial negative contribution in 2010.  

In fact, the European Commission and the IMF have 
estimated that Q4 2010 was the inflexion point of 
economic activity in the current Greek recession, while 
they expect that positive GDP growth will be recorded 
from the second half of 2011 and more strongly in the 
year 2012. These expectations are supported by the 
aforementioned developments in exports and investment, 
as well as by the substantial fall of wages in the public 
and the private sector. The corresponding fall of unit 
labour cost in 2010 (-3.0%) and in 2011 (-2.0%), in 
combination with the drastic rationalization of the 
domestic labour market, imply a sizable improvement in 
Greece’s international competitiveness especially vis-à-
vis European partners. Moreover, recovery from H2 2011 
may be based on the expected boost from 2011 onwards 
of the privatization activity by the Government and of the 
process of implementation of the Community Support 
Framework (CSF) investment projects (which are co-
financed by EU structural funds). Finally, strong growth of 
the economy from H2 2011 onwards may be facilitated by 
the supportive external demand (for exports of goods and 
tourism) and the strength of the international economy 
(boosting Greek shipping). Overall, the ongoing domestic 
growth-friendly structural reforms and fiscal adjustment 
are expected to improve consumer and business 
sentiment and move soon the economy back to a 
satisfactory positive growth path. 

The above substantial progress in the Greek 
adjustment effort thus far appreciated by the markets, 
as is shown by the notable improvement of the 

country’s long-term bonds spreads and CDSs from 
their abnormally high levels until the end 2010 (see 
Diagramme 2 & 3). Nevertheless, uncertainty concerning 
Greece’s ability to implement fully the adjustment 
programme in the following years is still very high. In fact, 
this uncertainty has received additional boost by the 
following developments: 

Diagram 1. 10y Government CDS Spreads
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10yr Bond Spreads vs. Germany
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First, the November 2010 revision of the GG deficit and 
debt levels of Greece, following the inclusion of certain 
state-controlled entities in the definition of the general 
government, though essentially not altering the 
fundamentals of the public sector indebtedness, has been 
perceived by the markets as a sign of additional 
weakness of the fiscal consolidation process in Greece.  

Secondly, following the rapid deterioration of the Irish 
banking crisis, which forced Ireland to resort to official 
financing of € 85 bln from the Eurozone and the IMF, and 
with the Portuguese debt crisis unfolding, the markets 
remain in general negative for Euro-peripheral countries’ 
debt. Moreover, the ongoing debate about a Eurozone 
permanent crisis resolution mechanism, the European 
Stability Mechanism (ESM), which could include a 
provision for an orderly sovereign default with private 
sector involvement, looms in the background, affecting 
negatively Greek and other peripheral countries’ spreads 
and CDSs.  

Thirdly, the role of rating agencies in the case of 
Greece in 2010 has been crisis boosting rather than 
crisis warning. More specifically, concerning the above 
important developments for the establishment of the 
ESM, the S&P’s has indicated that, on the basis of 
recent statements by Eurozone policy makers, its 
understanding was that “the ESM could condition its 
loans a) on the borrowing sovereign restructuring its 
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government bonds with a view of improving debt 
sustainability and b) on the ESM being preferred creditor, 
effectively subordinating government bondholders.”  
According to S&P’s if these provisions will indeed be 
included in the final ESM chart (which is to be decided by 
the European Council on 25 March 2011), affecting 
Greece’s and other Eurozone countries’ borrowing after 
mid-2013, then this would lead to a further lowering of the 
current long term rating of Greece (BB+), by unlikely more 
than two notches. 

Moody’s on the other hand took a more aggressive 
approach. Its downgrade of Greece by 4-notches in June 
2010, to junk (Ba1) from A3, had indicated to the markets 
that Greece would most possibly default on its debt in the 
following years, despite the € 110 bln assistance from the 
IMF and the Eurozone. Following this notice, the Greek 
10year bonds and CDSs spreads had been elevated from 
around 650 bps in mid June 2010 to above 1000 bps in 
September and then in November 2010. Moody’s 
approach contributed to further deterioration of the Greek 
debt crisis and implied substantial impediments to the 
huge stabilization and reform effort undertaken. 
Nevertheless, contrary to Moody’s predictions, the Greek 
government succeeded not only to reduce the GG deficit 
by more than 6 pps in 2010, but also to implement 
substantial reforms in the social security system and the 
labour and product markets of the country, which imply a 
virtual stabilization of its medium and long term fiscal 
finances, making them sustainable in view of the 
expected ageing of population. In fact, the three reviews 
of the Greek adjustment programme by the Troika have 
concluded, in no uncertain words, that the programme 
was broadly on track and that it had made important 
progress towards its objectives. Finally, in the following 
weeks a decision was expected to be taken by the 
European Council, which would extend the maturity of the 
loan of € 110 bln combined with a fall of the 
corresponding interest rate. As a result of the above, the 
Greek spreads and CDSs were already on a falling trend 
as shown above. In this environment the Greek 
Government was also ready, in cooperation with The 
Troika to present an ambitious privatization and public 
property utilization programme, which could generate GG 
debt-reducing revenues of the order of € 50 billion in the 
following five or more years. In fact, the Troika is of the 
view that the Greek government could speed up the 
whole program so that to secure these revenues in the 
period 2011-2015. 

Nevertheless, in the wake of these particularly 
encouraging developments, Moody’s struck again on 
March 7, 2011. It decided then to proceed with a new, 
equally impressive and massive, further downgrade of 
Greece by 3-nothces, from Ba1 to B1.  

This new substantial downgrade by Moody’s set again the 
Greek spreads and CDSs on an upward trend.  With its 
new action Moody’s increased the risk that Greece will be 
shut out from the markets not only in 2011 but also in 
2012. In fact, the new downgrade by Moody’s could imply 
a return of the deteriorating trend of economic sentiment 
and also another sizable fall of Greek GDP perhaps even 
in 2012. Thus, Greece’s GG debt/GDP ratio would 
continue its upward trend unsustainably, as Moody’s 
predicts, vindicating its June 2010 and March 2011 

massive downgrades. Moody’s states its expectations 
openly as follows: “There is a risk that conditions attached 
to continuing support from official sources after 2013 will 
reflect solvency criteria that the country may not satisfy, 
and result in a restructuring of existing debt. Moreover, 
the risk of a post-2013 restructuring might lead the Greek 
authorities to participate in a voluntary distressed 
exchange before that time.” However, the decisions of the 
European Council of May 11 for the substantial extension 
of the maturity of the € 110 bn loan to Greece and for an 
additional lowering of its interest cost, make Moody’s 
expectations, about possible unattainable conditions 
imposed to Greece, less likely to be realized.           

The Troika’s conditions for the continuation of the 
required fiscal adjustment and structural reform by 
Greece in 2011-2015 are extraordinary restrictive:  

In the above unfavorable environment, the Greek 
government is now determined to implement as planned 
the 2011 Budget, aiming at reducing the GG deficit to less 
than 7.4% of GDP, from 9.4% of GDP in 2010. This will 
require a reduction of the GG primary deficit to 0.5% of 
GDP in 2011, from 3.1% in 2010 and 10.1% in 2009.  

Moreover, the Government has already published the 
general outlines of “The medium-term budget strategy 
2012-2015” required by the November 2010 and 
February 2011 MOU, which will specify the medium-term 
fiscal and structural measures to ensure meeting the 
annual fiscal targets of the Adjustment Programme for 
2012-15. These medium-term targets require a further fall 
of the GG Deficit from € 17.0 billion in 2011, to below € 
14.9 bln (6.4% of GDP) in 2012, to € 11.4 bln (4.8% of 
GDP) in 2013, το € 6.4 billion (2.6% of GDP) in 2014 and 
to below the € 3.0 billion (1.0% of GDP) in 2015. This 
strategy will be finalized and approved both by the Greek 
Parliament and by the Troika until the end of May 2011. 

The above data indicate that fiscal adjustment in 2011 
requires a fall in the Greek GG deficit by 2.0 pps of GDP, 
while fiscal adjustment in 2012-2014 require that the 
Greek GG deficit must be securely reduced by 4.8 pps of 
GDP, from 7.4% in 2011 to 2.6% in 2014. However, the 
Troika has calculated that in order to secure the 
achievement of the above targets the Greek Government 
must specify from the current period measures amounting 
to 7.4 pps of GDP (€ 16.7 bln) in 2011 and  to 8.0 pps of 
GDP (€ 18.8 bln) in 2012-2014. This calculation is quite 
simple, as shown in the following Table 2. 

Nominal 
Defic it 
Dri ft

Ident ified  
measures

Defic it 
(T arget )

Required  
addi tional 
measures

2009 36 .150

2010 3 .880 18 .000 22 .030 0
2011 11 .626 14 .850 17 .065 1 .741
2012 5 .455 5 .575 14 .916 2 .029
2013 2 .218 575 11 .399 5 .160
2014 491 ‐1 .050 6 .385 6 .555

Total 12‐14 8 .164 5 .100 32 .700 13 .744
18 .844Total ident ified  and unident ified  measures

Table 2.  Determining  required  additional measures in  
Greece's Fiscal Adjustment  

Sou rce: European Comm ission , The economic adju stment  programm e for  
Greece, Third Review ‐ Winter 2011  
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In this Table, if one determines the “nominal deficit drift”, 
he also determines the amount of additional measures 
that are considered necessary to be applied by the Greek 
Government. For example, in 2011 starting from the 2010 
deficit (€ 22.03 bln) and adding to that the calculated (or 
assumed)  nominal deficit drift for 2011 (€ 11.63 bln), we 
get the estimated deficit without the application of new 
measures (€ 33.66 bln). Then, we subtract the substantial 
amount of identified measures (€ 14.85 bln) and the 
target GG deficit for 2011 (€ 17.07 bln). Thus we get the 
additional measures needed in 2011, which are specified 
by the Troika to the level of € 1.74 bln. Thus in order to 
reduce the GG deficit by 2.0 pps of GDP in 2011, Greece 
is obligated to undertake fiscal adjustment measures of 
the order of 7.4 pps of GDP. Measures amounting to 6.6 
pps of GDP have already been legislated and identified 
by the Government in 2011, therefore additional 
measures, of 0.77% of GDP must also be specified.  

The key to the calculation is the determination of what the 
Troika calls “Nominal Deficit Drift”. This, according to the 
European Commission includes the increase in the 
deficit level that would take place without measures. 
It includes in particular the structural increase in pension 
expenditure, the increase in interest expenditure and 
other structural increase in spending. According to the 
compliance Reports of the European Commission, the 
deficit drift as indicated in Table 2 has been calculated 
assuming wage freeze and the implementation of the 1-
to-5 rule between new recruitments or personnel 
transfers, from abolishes positions and retirements. It also 
reflects the increase/decrease in revenue because of 
developments in tax bases. 

However, in the European Commission’s reports there is 
not enough explanation of the way in which a deficit drift 
of € 11.6 bln in 2011 could be calculated. This € 11.6 bln 
drift can only slightly be attributed to increased interest 
payments, which are not going to surge in 2011, when 
most of the state’s borrowing will be from the lower cost 
official financing. Also, this can neither be attributed to 
higher pension or wage payments or health care 
payments, because there is a lower employment (by 
about 70 thousand) in the central government in 2011 
and wage and pension freeze or even lower high income 
wages. Therefore, this deficit drift can only be explained 
by the assumed substantial drop (in the absence of 
additional measures) of current budget and social 
contributions revenues in 2011 and the following years. 
This assumption, of the high nominal deficit drift, is used 
in order to determine the additional fiscal adjustment 
requirement that the Greek government must undertake. 
However, to the extent that this adjustment requirement is 
excessive, this may lead to the stifling of the recovery 
possibilities of the Greek economy, thus making fiscal 
adjustment even more difficult. More specifically: 

The problem is that the effort of the Greek government to 
apply at once in 2011 fiscal measures amounting to 7.4% 
of GDP, following a 6.0 pps fiscal adjustment in 2010, 
may have excessively negative effects on the Greek 
economy, which may make the above efforts to reduce 
the deficit even self-defeating. As the fiscal adjustment 
applied in all the other European countries has shown, 
the recovery of the economy (if allowed to happen in 
time) has a way of its own to reduce the deficit. It is 

certain that Greece needs a substantial fiscal adjustment 
effort. But this effort must not be allowed to become an 
extended constraint for the recovery of the economy. 

Exactly the same considerations apply for the period 
2012-2014, which must be a period of recovery and 
positive growth for the economy. In this period the GG 
deficit must be reduced by € 10.7 bln. However, the 
Troika demands from the Government to specify 
measures worth € 18.8 bln in advance, until May 2011. 
This upfront plan for excessive fiscal adjustment may 
contribute to a further depression of consumer and 
business expectations, from their already dramatically low 
level today, and it may prevent any recovery of 
consumption, investment and growth in the economy in 
the following years. This will increase unemployment 
further and the corresponding social safety net GG 
expenditure and it will lead to lower tax and social 
contribution revenues. Overall, this policy makes fiscal 
adjustment substantially more difficult and much more 
costly in terms of its destructive side effects on the Greek 
economy. In fact, the Troika has to some extent already 
discounted such unfavorable developments, as it is 
revealed from its following projections: 

Despite its declared objective for a substantial 
improvement of competitiveness and export 
intensiveness of the Greek economy, the Troika 
projects a continuous fall of the contribution of domestic 
fixed investment to GDP from 23.3% in 2007, to 16.8% of 
GDP in 2010 and to less than 15% of GDP in 2014. 
According to the Troika’s projections, fixed investment will 
continue in a falling trend in 2011 and in 2012, from their 
abnormally low level in 2010 (16.8% of GDP) despite the 
fact that in 2011-2012 Greece: a) must absorb more than 
€ 10 bln from the structural funds of the EU, compared 
with € 4 bln in 2009-2010, b) must implement a number of 
PPPs projects postponed from 2008-2010, c) must 
implement a huge privatization  and property 
development programme (exceeding € 15 billion), which 
is expected to attract foreign capital for investment in 
Greece, and more. 

Despite the clear objective for a drastic fiscal adjustment 
in Greece, the Troika predicts the continuous fall in 
2011-2015: a) of the direct taxes/GDP ratio and b) of the 
social contributions/GDP. More specifically: Direct taxes 
are expected to fall from 8.45% of GDP in 2011, to 7.6% 
of GDP in 2014 and even lower in 2015. In fact, fiscal 
derailment in Greece was due to a great extent to the 
substantial fall of the ratio of direct taxes to GDP to the 
7.7% in 2010 from 9.7% in 2000 and 8.5% in 2005. This 
compares with a level of 14.6% in Italy, 16.2% in Finland, 
10.3% in Germany, 15.3% in Belgium, 12.2% in 
Netherlands, 10.6% in France, 27.2% in Denmark, 18.7% 
in Sweden, 10.6% in the USA and 12.2% in the EU-27 
(12.6% in the EU-15). It is obvious that fiscal adjustment 
in Greece should target a substantial increase of the 
above ratio to a level near to the average of EU-15 (e.g. 
to 10.5%). In fact, towards this purpose the Greek 
government has already undertaken substantial 
measures in order to reduce direct tax evasion and 
increase the tax base of the country and in particular real 
property taxes. Nevertheless, the Troika assumes that the 
percentage of direct taxes to GDP will be even lower in 
2014 than its very low level of 2010.  Also, The Troika 
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projects the social contributions to fall to 11.79% of GDP 
in 2014, from 13.1% of GDP in 2009. This, despite the 
fact that the Government has intensified its efforts to 
reduce social security contributions evasion (amounting 
to more than € 10 bln by the end of 2010) and that with 
the new pension system the pensions provided by the 
pension funds in the future will be determined manly by 
the cumulated value of these contributions. 

STRUCTURAL REFORM: The Troika endorses the 
substantial progress achieved in the field of 
structural reforms in Greece in 2010-2011 and 
demands an even more decisive implementation of 
the still existing reform programmes, including 
programmes of privatizations and public property 
development valued at € 50 bln. However, they do 
not seem to count any positive effects of these 
reforms and programmes on facilitating fixed 
investment, tax revenue growth and the timely 
recovery of the economy in 2012-2015. According 
to their projections, the economy will grow until 
2015 much below potential with dire consequences 
for the needed fiscal adjustment.    
The program of far reaching structural reforms aims at the 
reversal of the structural rigidities, inefficiencies and 
excesses of the 2000s, when high wage and employment 
growth, in combination with low (or even negative) 
productivity growth in the public sector and in excessively 
protected activities, were the main contributors to the 
2009-2009 fiscal derailment and to the gradual erosion of 
Greece’s international competitiveness. Thus, the 
fundamental reform of the pension system and the labour 
and product markets, the establishment of better 
governance practices in local and central government and 
in state controlled entities and the € 50 bln programme of 
privatizations and development of public property in the 
period 2011-2020 (€ 15 bln in the period 2011-2014), 
constitute the main thrust of the structural reform effort. 
The most important developments in this area in 2010-
2011 are as follows: 

PENSIONS: There was the long overdue fundamental 
reform of the overgenerous Greek social security 
system, which was the most important factor to the 2009 
fiscal derailment. The new system was legislated in April 
2010 and is already in the implementation process. This 
new system comprises some fundamental changes of the 
main parameters of the old system, namely: (1) the 
substantial increase of the average retirement age 
limit from 2011, (2) the drastic reduction of the 
replacement ratio of the main pensions and (3) the 
restructuring and substantial improvement of corporate 
management of the main social security funds. Overall, 
the new system is based to a great extent on the 
fundamental principle that individual pension benefits 
are determined by the value of cumulative savings from 
contributions to the system. Moreover, the sustainability 
of the new system has been substantially boosted by the 
decision to reduce drastically current high income 
pensions through the virtual abolition of Christmas, Easter 
and vocations bonuses and the substantial cut of 
excessively high pensions, while a special tax has also 
been imposed to monthly pensions above the € 1.500. 
Finally, a pension freeze has also been imposed for the 

period 2011-2013. According to the actuarial studies 
conducted by Greece’s National Actuarial Authority (NAA) 
for the 5-main pension schemes (which are pending for 
approval by the EU Economic Policy Committee), the 
above measures imply that the projected increase in 
public spending on pensions over the period 2009-2060 
will indeed be contained to a sustainable 2.5% of GDP 
from a 12.5% of GDP projected under the old system with 
a no-reform baseline scenario. (For more details on the 
long term fiscal effects of the old system see European 
Commission, the 2009 Ageing Report, in European 
Economy 2/2009).  

For the completion of the reform of the Greek pension 
system there are still two important actions to be 
undertaken by the Greek government: (1) the reform of 
the supplementary pension schemes, which should 
become notionally-defined benefit schemes, and (2) the 
revision of the list of heavy and arduous professions, 
which in Greece enjoy specific retirement conditions. The 
first reform will be implemented until the end of the year 
and it will be based on the results of actuarial studies 
which are already conducted under the auspices of NAA. 
The list of heavy and arduous professions must be limited 
to less than 10% of employment, from more than 20% 
today.  This reform will also be completed until the end of 
2011. With the completion of these reforms as well, the 
estimated increase of public spending on pensions for the 
whole system must not exceed the benchmark 2.5% in 
the period 2009-2060. Otherwise the government will 
apply additional measures so that the above requirement 
will be unambiguously secured.       

Therefore, the pension system reform, in combination 
with the fundamental reform of the Greek labor market 
(analyzed below), restore sustainability of the long term 
Greek fiscal finances, through their contribution to the 
gradual substantial improvement of the finances of the 
state controlled social security funds. The deficit cutting 
effects of the reforms will already apply from 2011, 
increasing gradually to higher yearly levels until 2020. 

HEALTH CARE: The drastic reform of the state 
hospitals, the health insurance departments of the 
social security funds and the National Health Care 
system as a whole, is one of the main priorities of the 
Greek government. Public health expenditure reached 
6.5% of GDP (€ 15.4 bln) in 2008, of which 4.3% of GDP 
was financed through the budget and 2.2% of GDP 
through contributions in state controlled health insurance 
funds. In 2009 this percentage was even higher, near the 
7.0% of GDP (€ 16.45 bln), compared with an average of 
6.5% of GDP in the OECD countries. The main objective 
of the reform in this sector is to improve the cost 
efficiency of the system and to reduce public health care 
expenditure at or below the 6.0% of GDP from 2010 (€ 
13.8 bln) onwards. It should be noted that private health 
care expenditure is also very high in Greece, reaching the 
3.8% of GDP in 2008 and even higher in 2009. 
Maintaining public health expenditure at 6.0% of GDP in 
2010 implies a fall of this expenditure by about € 2.7 bln 
from its level in 2009. To achieve this target the Greek 
government   has applied drastic measures aiming at a 
substantial improvement of operational and financial 
management of both the health insurance and the health 
care systems. More specifically:  
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The government has already passed legislation under 
which: a) All-day outpatient services at state hospital will 
be provided in competition with similar services offered by 
private hospitals and clinics. The new legislation aims to 
upgrade the National Health Care System (NHS) and also 
to substantially increase state hospital revenues. After 
official hours services will now be provided at a relatively 
low cost to patients and social security funds and 
insurance companies, instead of zero payment until 
today. The all-day functioning of hospitals has now 
(February 2011) been extended to 65 (out of 130) 
hospitals. This is projected to result to additional hospital 
revenue of € 40 million in 2011, without a significant 
increase in costs. Moreover, b) co-payments for 
outpatient visits to NHS facilities have increased from € 3 
to € 5, with additional measures taken in order to improve 
actual collection of these payments, aiming at additional 
revenue for the Hospitals of € 30 million from 2011. 
Moreover, this will increase patients’ awareness and will 
contribute to the reduction of some unnecessary health 
care expenditure. This system is conducive to substantial 
improvement in the future.   

On the management issue of NHS facilities, the 
government has undertaken: a) to close budget loopholes 
in the state hospitals and force arrears to be reported as 
they develop, b) to immediately start the implementation 
of the double-entry accounting system in state hospitals, 
c) to publish periodically audited accounts of the state 
hospitals, and d) to establish procedures for better pricing 
and cost accounting mechanisms for hospital purchasing 
of supplies. Additionally, as part of the pension reform, 
with the new law 3918/2011, health insurance funds will 
be separated from pension funds, with the purpose to 
achieve a better delineation of tasks and accountability. 

The main measures implemented in the sector of 
pharmaceuticals, aiming at a substantial reduction of the 
health insurance funds expenditure for these products 
through slashing over-pricing, over-prescription and the 
associated corruption and waste of public money, are as 
follows: a) A reform of the model for the determination of 
the initial reference price of medicines consumed in 
Greece led to an average fall of this price by almost 20%. 
As this price is used for the calculation of the wholesale 
and retail price of these medicines in Greece (which is 
also the price paid by the state health insurance funds), it 
is estimated that this reform has led to a fall of public 
sector medicine expenditure by more than € 0.75 billion 
from 2010 onwards. Moreover, a further improvement of 
the pricing method in this area in 2011 may produce 
some additional expenditure reduction in combination 
with the further improvement of the pricing system. b) As 
part of the reform of the pharmacies sector, the profit 
margin of pharmacies is set to be reduced through a 
system of rebates from pharmacies to the health 
insurance funds, which starts from 1.5% of the sales to 
insures persons for each fund (for sales less than € 5.000 
per month) and rises to 8.0% (for sales owed exceeding 
40.000 per month). Moreover, the profit margin of 
wholesalers has been cut to 5.4% from 8.0%. c) A pilot e-
prescription system have been successfully applied by 
the health insurance fund of self employed (OAEE) and is 
now set to be extended to all social security funds by May 
2011, aiming at an expenditure cut of the order of € 1.4 
billion. d) A target has been set to increase the share of 

generics and off-patented medicines used in NHS 
hospitals to 50%. The use of generics and prescription by 
active substance is also to be pursued in the sector as a 
whole, aiming at substantial expenditure savings.  

The law 3918/2011 also provides for a drastic reform of 
the system of procurement of medical supplies by 
hospitals and other NHS facilities aiming at further 
substantial expenditure savings in the area. In 2010 7-
central tenders for a mass purchase of medical supplies 
were lunched, with an estimated expenditure reduction of 
the order of € 0.3 bln. 

Overall, through the above and other reforms, planned 
budgetary health care spending is set to be further cut 
by € 0.9 billion in 2011 and by an even higher € 1.2 
billion in 2012, maintaining public health care 
expenditure at around the planned 6.0% of GDP.  

LABOUR MARKET: The drastic reform of Greece’s 
labour market supplements the reform of its pension 
and health care systems, thus implying a dramatic 
improvement of its medium and long term fiscal 
finances and its international competitiveness. The 
government has already passed through the Parliament 
measures providing for the following: a)The fundamental 
reform of the legal framework for wage bargaining and 
arbitration in the private sector. This will prevent 
situations in which an arbitration body chosen only by the 
trade unions could decide for wage increases which 
businesses can not afford. b) The introduction of entry-
level wages for the young long-term unemployed workers 
below the current statutory minimum wage. Moreover, the 
Government and the social partners also agreed in 2010 
that the minimum wage will be frozen until summer 2012, 
and from then on it is expected to increase in line with 
expected European inflation (a 1.5% increase in July 
2012 and 1.7% increase in July 2013). These agreements 
will assist young workers to enter the labour market 
(reducing unemployment in the ages of 15-24 which 
reached 39% in December 2010) and improve their 
employment prospects thereafter. c) Employment 
protection legislation has been substantially rationalized, 
with a drastic reduction of severance pay, so as to 
facilitate entry and exit in the labour market. This is 
applicable also for part time workers, an area in which 
Greece has ample potential to boost employment. d) 
Also, in July legislated overtime pay rates were 
substantially reduced. These measures were already 
providing businesses with a better opportunity to 
effectively manage their labour force, improving 
employment, labour productivity and, in coordination with 
the already applied restrictive wage policy, international 
competitiveness. 

Moreover, a second wave of labour market reform was 
adopted in December, following persistent demands by 
The Troika. In particular, the special firm-level 
collective agreements (SFLCAs) were instituted, which 
is considered as an important step towards making the 
wage setting system in the country more compatible with 
each firm’s economic conditions. This system will 
contribute to a substantial improvement of the wage 
setting process for relatively big firms with firm-level 
labour unions. However, the new system might not be 
applicable for wage negotiations in small businesses 
which lack such unions. Moreover, the signing of a 
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SFLCA requires a notification procedure to, and not a 
binding opinion by, the Council of Social Oversight of the 
Labour Inspectorate (CSOLI). Although this may also 
generate red tape and delays or hesitation of the parties 
involved for signing wage agreements at firm level, the 
new system changes completely wage negotiations in 
Greece and has the potential to contribute to a much 
better connection of wages with productivity.  However, 
its full application needs some time because it requires 
the drastic change of attitudes and practices of unions 
and employers at firm level, which is not easy. The new 
ways of doing things need time to be established and 
may also lead to the creation of labour unions even in 
smaller firms. 

PUBLIC CORPORATION REFORM: The reform of the 
wage determination process and labour relations in 
public entities (Law 3899/17.12.2010) has intensified. 
Wages in these entities (DEKO), most of which are now 
included in the general government, have been cut by 10% 
from the beginning of 2011, while the various kinds of extra 
pay received by employees in these entities have been 
limited to 10% of the regular wage. Overall, the salary of 
public entities employees cannot exceed € 4.000 per month.  
The law provides also for the following: a) similar to the 
above wage and allowances cuts will also be applied to the 
ATE Bank of Greece which is 51% owned by the Greek 
State. b) An additional cut of the order of 15%-25% will be 
applied to other operating expanses of these DEKO. 
Moreover, the degree of cost recovery of the services offered 
by these DEKO will be boosted by an immediate increase of 
the prices of these services, starting with an increase of the 
Athens urban transportation tickets by as much as 30%. 
These measures facilitate an expenditure cut of the above 
DEKO of the order of € 0.8 bln from 2011 onwards. Overall 
reforms of public entities, which were included in the general 
government in November 2010 with a deficit of € 1.75 bln in 
2009, implied a substantial reduction of this deficit to € 0.55 
bln in 2010 and are expected to produce a surplus of € 0.3 
bln in 2011 onwards.   

The government has also adopted restructuring plans 
for the Athens Transport Network (OASA) with law 
3920/3.3.2011, following the law 3891/2010 for the 
reform, restructuring and rationalization of the railway 
companies. 

In the railways sector, the reorganization of the Hellenic 
Railways Organization, or OSE, now incorporated into the 
general government, is under way. This was a fully state-
owned and overly underperforming business, recording a 
loss amounting to € 1.0 billion per year with a 
government-guaranteed debt of about € 10 billion, which 
are now duly recorded to the general government deficit 
and debt. The company also owns real estate assets with 
actual value in excess of the value of its debt. The 
Government is now in the process of implementing a) the 
immediate restructuring of the company with the closure 
of loss-making lines, the streamlining of the management 
and the downsizing of its staff, b) the sale of 49% and the 
management of the trains operating subsidiary 
TRAINOSE to a strategic investor (e.g. a specialized 
foreign operator), c) the development of OSE railway 
stations and commercial real-estate via concession 
agreements and Special Purpose Vehicles, d) the 
development of two large OSE freight centers in 
Thessaloniki and in Thriasio (Athens) via concession 

agreements, etc. Unprofitable lines will be closed and 
profitable lines will be further expanded. Of particular 
importance will be the planned expansion of TRAINOSE 
in the field of containers and other freight transport in 
combination with the development of its freight centers 
and Greek ports already under way. Following its 
restructuring and privatization, OSE will be excluded from 
the general government implying a substantial fall on the 
general government deficit. The reorganization, 
privatization and better management of operations and 
properties of Greek railways could produce savings for 
the Greek state of more than € 1.0 billion per year, for the 
following ten years while at the same time upgrading 
railway services offered to the public. 

2009 2010 2011 2009 2010 2011 2009 2010 2011
GEOSE 1.16 0.45 ‐0.95 0.63 1.05 2.26 0.82 0.62 0.61
EDISY 170.9 118.44 0.00 263.7 220.4 0.00 259.19 214.2 0.00
OSE 481.8 513.5 52.5 182.3 182.3 230.2 10.5 14.9 122.5
TRAINOSE 231.1 154.3 0.21 106.0 123.0 199.7 116.4 105.2 48.5
Total 885.0 786.7 51.8 552.6 526.8 432.1 386.9 335.0 171.7
Source: Budget for the year 2011, Introductory Report

Table 3. OSE: Revenues, wage expenditure and losses
Losses (€ Million) Revenues (€ Million) Wage bill (€ Million)

 
As shown in the above Table 3, total losses of the sector 
are expected to fall to less than € 60 million in 2011, from 
€ 885 million in 2009. Concerning the above plans, the 
European Commission points out that the adjustments 
and the restructuring measures envisaged in the business 
plan of the Railways still imply some state aid in favour of 
OSE and TRAINOSE in 2010 and in 2011. These must 
have been notified to the Commission from the end 2010. 
The business plan will seek compliance with aid rules. In 
any case it must provide an overall fiscal impact analysis, 
including investment and debt figures. 

With law 3920/3.3.2011 the Government instituted the 
restructuring plan for the Athens Transport Network 
(OASA), which aims to reduce substantially operation 
losses of the company and to make the company 
economically viable. According to the new law, state 
subsidies will not exceed 40% of the operational cost of 
the company (from 70% until now). This will be achieved 
through substantial cuts in the wage bill of the company 
through the substantial reduction of wages with law 
3899/17.12.2010, as well as through the reduction of 
employment of the company. Surplus personnel is to be 
transferred in other parts of the public sector, where there 
is shortage of personnel. These operations will not violate 
the limit on recruitment which the Greek government has 
adopted for the whole general government sector, which 
entails no more than 1- recruitment for 5 departures, 
without sectoral exemptions.       

PRIVATIZATION: The gradual withdrawal of the Greek 
state from activities that are better performed by the 
private sector becomes increasingly more and more 
visible, as evidenced in the case of OSE and OASA. In 
particular, the management of the Athens Transport 
Network (OASA) becomes virtually independent, as from 
now on the company will operate with a fixed subsidy of 
40% and without recourse to the state for covering of any 
additional losses. A full privatization of OASA may be 
considered for the following years. Moreover, control of 
the state is to be gradually withdrawn in the following 
years from the energy, seaports and airports, health care 
and health insurance sectors, through the establishment 
of appropriate regulatory authorities. However, the 
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immediate concern is for the substantial improvement of 
the management of entities through exposure to direct 
competition while increasing also substantially cost 
recovery. Full privatization may follow when conditions 
become more appropriate. 

In addition to the above, the Greek state owns a huge 
number of real estate properties, which have been either 
lying idle or badly managed, owing to inappropriate 
management, or lack of, zoning arrangements. One of the 
great comparative advantages of Greece is tourism and 
the time is ripe for real estate development to become a 
key growth sector.  

In this context, over the past 30-days, one of the main 
issues under discussion between the Greek government 
and the Troika has been the widely accepted need for a 
substantial beef up of Greece’s privatization and public 
property development program in order to facilitate a 
sizable GG debt reducing stock adjustment. In fact, the 
May 2010 GG-EU/IMF MOU included privatization 
revenues reaching only € 1 billion a year for the period 
2011-13. It was then obvious that privatization proceeds 
could be substantially higher than those foreseen in the 
first MOU. Therefore, in November 2010 the Greek 
Government announced that its privatization programme 
envisaged privatization proceeds reaching € 7.0 billion in 
2011-2013, from which € 1.0 bln would be received from 
specific mature privatization projects in 2011. Moreover, 
to further develop a concrete privatization and real estate 
property development plan, the Greek government 
indicated that by mid-2011 would have ready a specific 
inventory of Greek state real estate holdings. 

In February 2011, the Government flagged its intentions 
to intensify its privatization program to help reduce public 
debt, facilitate a more gradual return to bond markets, 
and provide an additional impetus to lower spreads. 

Therefore, according to the 3rd Review of the MOU in 
February 2011, the government plans to notably scale 
up the privatization and real estate development 
program. Besides the contribution to debt reduction, this 
will help to support higher investment and growth. For this 
purpose, a comprehensive plan through 2013 will be 
finalized, taking as a starting point the existing 
privatization plan for 2011-13 (covering, inter alia, the 
railroad sector, airports, post office, water companies, 
ports, and gaming companies), as well as the state 
enterprise restructuring plans (which will identify entities 
to be sold). As a key additional building block, the 
Government has undertaken to complete, by end June, a 
first inventory of commercially-viable public real estate. 
By end year the Government will extend this programme 
to other real estate that has commercial potential. The 
plan will target proceeds of about €15 billion until the 
end of 2013. The Government will provide a quarterly and 
semiannual schedule for transactions scheduled one-year 
and two years ahead respectively. An initial draft of the 
plan will be prepared by end-March and a final plan will 
be adopted by the Council of Ministers by end-July.  

Moreover, the development and management of the 
government’s real estate assets will be strengthened. 
Building on the end-June real estate inventory, the 
government will create a first portfolio of major real estate 
assets. A second portfolio will be created by end-2011. 

These will become available for investment during the 
plan period. The government will appoint, by end-March 
external and financial advisors for the creation of these 
portfolios, and the structuring of the associated 
privatization transactions. Furthermore, the government 
will establish a General Secretariat of Real Estate 
Development under the Ministry of Finance as well as 
appropriate special investment vehicles, in order to 
improve coordination and accelerate the privatization and 
asset management program. 

Concerning the state-owned real estate companies, 
such as the State Real Estate Company (KED), the 
Hellenic Tourism Real Estate SA (ETA) and the 
Olympic Real Estate, the government has decided to 
merge all three into one company, including properties 
which are under the management of various ministries. 
Through the new holding company the Government 
wants: a) to design concession agreements using the 
existing privatization law, b) to manage portfolios of 
assets through new holding companies, c) to potentially 
float the company on the Athens Stock Exchange, 
maintaining 51%, or 34% state holding. The above 
developments require substantial changes in the existing 
legal framework (concerning housing and land 
development) in order to provide the tools for a fast track 
process in the rationalization of state property in Greece. 

Until now, the Greek government has undertaken the 
obligation to privatize the following companies in 2011: a) 
Until June 2011 to sell its stake in Casino Mont Parnes 
and to extend the concession of the Athens International 
Airport. b) Until September 2011 the Government must 
have finalized the privatization of the Hellenic Defense 
Systems (HDS) and the State Lottery Tickets. c) Until 
December 2011 the Government must have finalized the 
privatization of DEPA, LARKO, TRAINOSE (at least 49%, 
sharing management with the new shareholders). Also, 
the Government will sell concession SPVs in relation to 
the Egnatia motorway. Finally, by the end of 2011 the 
Government must be ready for the acceleration of 
divestment of public real estate. From the above projects 
the government expects revenues amounting to € 1.0 
billion. In the natural-gas monopoly (DEPA) the state 
owns 65%, while another 30% is owned by the 51% 
state-owned Public Power Corporation.    

The Government also plans to go ahead with the 
privatization of state holdings in several casinos, and 
holdings of the Hellenic Tourism Real Estate (ETA). 
Also, it intends to develop the appropriate legal 
framework in order to regulate the gaming and internet 
betting industry, to issue new licenses and to regulate the 
monopoly of the Greek Gaming Lotteries (OPAP SA), 
while maintaining the state’s 34% holding in the 
company. Moreover, the Government plans to sell: a) a 
39% stake in the Greek Post Office (ELTA) in which it 
holds a stake of 90%, b) a 23% stake of the water 
company of Thessaloniki (EYATH), in which it now 
holds 74% and c) a 10% stake of the water and sewage 
company of Athens (EYDAP), in which it now owns 
61%.  

Of particular interest is the Public Power Corporation 
S.A. (DEH), which holds an almost absolute monopoly in 
the electricity market in Greece. DEH and its subsidiaries 
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engage in the generation, transmission, and distribution 
of electricity in Greece. It generates electricity from lignite, 
fuel oil, water, and natural gas, as well as from renewable 
energy sources. The company owns 63 power generating 
stations; transmits electricity through approximately 
12,017 kilometres high voltage power lines; and 
distributes electricity to consumers through approximately 
217,200 kilometres of distribution network. According to 
the current government plans, the State will maintain its 
controlling stake in DESMHE, the grid network 
management company, and it will push through structural 
reforms for the retail and wholesale electricity markets, in 
line with EU directives. However, no concrete plans for 
the required liberalization of the electricity market have 
been reached as of yet. 

RECENT GDP DEVELOPMENTS: The fall of real GDP in 
2010 (a period of unprecedented turmoil and uncertainty 
in the Greek economy) was -4.5%. This is a steeper fall 
than our own projection for a -3.8% fall of GDP in 2010 
and it is even higher than the projections of the Troika for 
a -4.0% recession. On the other hand, it is rather lower 
than the consensus of international economists for a -
5.5% fall of Greek GDP in 2010. Moreover, this -4.5% 
GDP fall in 2010 is a preliminary estimate and it could be 
revised substantially. As it is today, this GDP fall is mainly 
the result of an estimated fall of imports of goods and 
services by a mere -4.9% in a year in which domestic 
demand has fallen by -6.2%. More specifically, according 
to the existing date, the above drop of GDP in 2010 was 
mainly due to the following developments in its main 
components:  

Fixed investment registered a substantial fall in 2010 by 
an estimated -16.5% yoy, following its fall by -11.2% in 
2009 and by -7.5% in 2008. This fall was much higher 
than our own projections, as well as the June 2010 
projections of the Ministry of Finance (MoF) and of the 
European Commission (EC) for a fall of fixed investment 
in 2010 by -7.3%. This development was mainly the result 
of government delays in implementing: a) the Public 
Investment Budget (PIB), b) investment projects in the 
field of Public Private Partnerships (PPP), c) approved 
investment projects under the previous investment 
incentives law, which expired in January 2010, as well as 
a deeper recession.  

Government consumption fell by -6.5% (lower than 
expected), following its surge by 10.3% in 2009. 

Private consumption fell sharply by -4.5% in 2010, 
following its -2.2% fall in 2009. This development was 
mainly due: a) to the substantial increase of VAT rates 
and fuel and other excise tax hikes, which were applied in 
April 2010 and in July 2010 and b) to the collapse of 
consumer confidence, due to the unprecedented 
uncertainty concerning the future of the Greek economy, 
especially in H2 2010, c) to the fall of disposable income 
in 2010 by an estimated -6.2% in real terms. This fall in 
disposable income is much lower than expected due to 
the failure to collect planned tax revenues on income and 
wealth and social securities contributions. With 
consumption falling by -4.5% in 2010 as a whole, the 
gross saving rate has fallen only slightly to 17.7% in 
2010, from 19.2% in 2009 and 16.4% in 2008.  

Exports of goods and services registered a positive 
3.8% increase in 2010, from a -20.1% fall in 2009. In fact, 
export of goods surged by 35% in value terms in Q4 
2010, and by 40% in Jan.’2011, showing that their recent 
dynamism is gaining momentum in 2011 as well. On the 
other hand, ELLSTAT has recently estimated that the fall 
in imports of goods and services for 2010 as a whole was 
a mere -4.9%, while in the nine months to September 
ELLSTAT was reporting a fall by -10.5%. Until September 
2010 the percentage fall in imports was almost double the 
corresponding fall of domestic demand. However, for the 
year 2010 as a whole the percentage fall in imports in 
less than the corresponding fall in domestic demand.  

Finally, nominal GDP growth was also negative, -2.1% in 
2010, with the rate of increase of the GDP deflator not 
exceeding 2.5%, compared with an average CPI Inflation 
of 4.7%. These developments in GDP and in its 
components in 2010 are explained by the following 
developments in important sectors of the Greek economy, 
as well as developments in the economic climate in the 
country and in indicators of domestic demand growth. 

DEVELOPMENTS IN THE MAIN SECTORS: The performance 
of the tourist sector in 2010 has been unfavourably 
affected by protest demonstrations that took place in 
Athens in H1 and in Q4 2010, as well as by major 
disruptions in overall economic activity caused by the 
track drivers strike in Q3 2010. In fact, minor incidents of 
social unrest were exploited by the world media to the 
highest degree possible, with substantial negative effects 
on Greek tourism and on the Greek economy in general, 
especially in May and July 2010. 

Nevertheless, ELLSTAT data indicate that total arrivals 
of foreign tourists  were slightly higher by 1.5% yoy 
in January – September 2010, with international tourist 
revenues registering a -7.6% fall 2010 as a whole, 
compared with an -10.6% fall in 2009. This was a very 
disappointing result in a year in which world tourism 
registered healthy growth. On the other hand, payments 
for travel by domestic residents abroad are also much 
lower in 2010, registering a substantial fall by -10.2% yoy. 
The fall of these payments contributed to a small overall 
fall in the surplus of the external tourist sector in 2010 and 
it had again an overall small negative effect on GDP 
growth. Finally, turnover in the tourist sector (Including 
domestic tourism) registered again a -8.2% fall in 2010, 
following the -9.1% fall in 2009 and an increase of 3.2% 
in 2008. The performance of the tourist sector in Q3 2010 
was much better than expected, registering a -7.5% fall, 
despite disruptions due to the track driver’s strike, on top 
of a small -2.3% fall in Q3 2009. This shows that summer 
tourism has performed better than winter tourism in the 
last two years, mainly due to the fact that the simmer is a 
period not affected by demonstrations and unrest. Based 
on available data and information, tourism activity growth 
is expected to return to positive territory from Q1 2011 
onwards. In fact 2011 is expected to be a good tourist 
year for Greece contributing substantially to the 
stabilization of the domestic economy. 

Greece’s net merchant shipping receipts were 
substantially up by 13.8% yoy in 2010, reversing some of 
their fall by -29.4% in 2009. However, outflows from the 
same source were also 15.3% higher in the same period. 
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Overall the net surplus revenue from shipping was higher 
by 12.1% in 2010 compared with its substantial fall by -
34.4% in 2009, when these net revenues fell substantially 
to € 6.48 billion, from their record level of € 9.9 billion in 
2008. This was one of the factors which had affected 
negatively domestic consumption and housing investment 
in 2009. For 2010 as a whole, net shipping revenues had 
an important positive effect on GDP growth. 

In the manufacturing industry (accounting for about 
8% of value added), the falling trend of production 
continues mainly due to the substantial fall on production 
of traditional industries, which face intensifying 
competition from low cost countries, as well as the fall of 
production of industries which are related to the domestic 
construction activity. Moreover, in Q3 2010, and 
especially in July and September of 2010, manufacturing 
production was one of the sectors in which activity was 
substantially disrupted due to the track drivers strike. 

Therefore, manufacturing production fell by -4.7% yoy in 
Q4 2010, from -6.8% yoy in Q3 2010, -3.9% yoy in Q2 
2010 and -3.8% yoy in Q1 2010. In 2010 as a whole 
manufacturing production fell by -4.8% (less than 
expected), following its substantial fall by -11.3% in 2009 
and by -4.5% in 2008.  

In 2009, the performance of the food sector was 
relatively sound, with a fall of production of -3.2%, 
following a -2.7% fall in 2009. On the other hand, 
beverages and tobacco sectors were affected negatively 
by the substantial increase of their specific indirect taxes, 
causing a fall of their production by -7.8% and -17.5% in 
2010, from -4.8% and -2.7% respectively in 2009. 
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Some other important sectors of the Greek 
manufacturing registered positive growth in production 
in 2010, including the chemical industry (2010: 1.4%, 
2009:-14.6%), the pharmaceutical industry (2010: 
3.9%, 2009: 18,3%), the basic metals industry (2010: 
11.9%, 2009: -17,9%), the construction of metal 
products (2010: 2.5%, 2009: -17.7%), electrical 
equipment (2010: 4.5%, 2009: -20.1%) and petroleum 
products (2010: 5.7%, 2009: -0,1%). Finally, the fast 
falling trend of production of the textiles, clothing and 
footwear sectors continued unabated in 2010. Overall, the 
index of business expectations in Greek industry has 
improved substantially, as shown in Diagram 2. The 
relevant PMI index has been fluctuating around 43, 
showing that the falling trend of manufacturing production 
overall will continue in the following months.  

ECONOMIC SENTIMENT: The substantial improvement of 
the world economy and international financial markets 
from Q3 2009 onwards, contributed to a notable 
improvement in the Greek economic sentiment (ESI) 
and business expectations in industry indices until 
October 2009 (Diagram 7). However, economic sentiment 
and business expectations relapsed to a rapid falling 
trend in November–December 2009, following Greece’s 
entry into the fiscal mess and the Greek Government 
Bonds (GGBs) crisis. This deteriorating trend continued 
unabated in the first five months of 2010, which was a 
period of unprecedented crisis in GGBs market, with 
business expectations showing some improvement from 
July 2010 onwards. In particular, consumer sentiment 
had improved notably to -27.1 in October 2009, from a 
historical low of -56.2 in March 2009, but fell again 
sharply to -47.2 in Jan. 2010 and then to -67 in Apr. 2010 
to -72 on October 2010 and to an unprecedented -75.4 in 
December 2010. The first two months of 2011 have seen 
a substantial improvement of consumer sentiment to the 
still high -72.1 in January and to -67.3 in February 2011.     

Diagram 4. Economic sentiment, business 
expectations and consumer confidence indicators
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Moreover, the substantial improvement in business 
expectations in services, construction and retail trade 
registered until October 2009 was also reversed brutally 
in the subsequent months. Business expectations in the 
manufacturing sector fell to 72.6 in February 2010 (from 
80.4 in October 2009) and then followed an upward trend 
to 78.5 in October 2010 and to 80.6 in February 2011. 
Also, business expectations in construction fell to 35.3 
in September 2010 and to 29.1 in January 2011, 
mainly due to the pronounced government inaction in 
the field of implementation of the Public Investment 
Budget (PIB) and of projects co-financed through the 
European Community Support Framework (CSF VI). 
However, even this index improved to 34.6 in February 
with the average of 1996-2006=100. Even today, 
government activity in these sectors is relatively subdued. 
Business expectations in the retail trade had reached a 
high level of 99 in October 2009, but fell dramatically to 
50.8 in July 2010, with a small improvement to 58.2 in 
Oct.’2010 and a more important improvement to 64.8 in 
February 2011. Finally, business confidence in the 
services sector fell also to 61.7 in March 2010, from 72.4 
in Oct.’2009, has registered some improvement to 67.4 in 
October 2010 but it remains low to 57.5 in February 2011 
(Diagram).  

PRIVATE CONSUMPTION: The volume of retail sales has 
registered a fall by -6.8% yoy in 2010, compared with a 
fall of -9.3% in 2009. In fact, the volume of retail sales 
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registered a positive growth of 5.7% in Q1 2010, and fell 
by -5.9% in Q2 2010, -11.1% in Q3 2010 and by an 
unprecedented -14.9% in Q4 2010 . Developments in 
April–December 2010 reflect the substantial deterioration 
of consumer confidence and of the index of business 
sentiment in retail trade presented in the previous 
paragraph. More specifically, the fall of the volume of 
retail sales in 2010 was due to the fall of the volume of 
sales of food-beverages and tobacco stores by -4.6%, as 
well as the fall of sales of big super markets by -5.1% but 
mainly the fall of the sales of the big department stores 
by -11.5%. Also, the sales of durable goods, including 
furniture, electrical appliances and electronics have 
recorded a fall in sales of -12.7% in 2010 on top of a -
15.3% fall in 2009. Finally, clothing and footwear 
registered a fall in the volume of sales of -11.4% in 2010 
from an increase of 1.4% in 2009.  

In addition to the above, new passenger car registrations 
have registered a substantial fall of -37.2% in 2010, 
following a fall of -17.4% in 2009 and -7.0% in 2008. 
Registrations fell to 152.2 thousand cars in 2010, from 
242.6 thousand in 2009, 293.8 thousand in 2008 and 
315.8 thousand in 2007. Accordingly, payments for 
imports of passenger cars fell to € 2.18 billion in 2010, 
from 3.3 bln in 2009 and from € 5.2 billion in 2008. The 
demand for big and expensive cars in Greece has fallen 
substantially in the last three years. These developments 
should have contributed to a substantial fall of imports 
of goods in 2010 on top of the big fall of these imports in 
2009. However, recent ELSTAT national accounts data 
point to different directions.   
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FIXED INVESTMENT: Concerning investment in housing, 
the falling trend of residential construction activity – 
as measured by the volume (m3) of building permits – 
continues unabated, registering a new fall of -25.3% in 
Jan-November 2010, following a fall by -27.6% in 2009, 
by -17.1% in 2008, -5.0% in 2007 and -19.5% in 2006, 
from a big increase of 35.2% in 2005. In fact, the volume 
of residential construction fell to 35.32 million m3 in 2010, 
from 102.24 million m3 in 2005. These developments led 
to a negative -21.7% growth of residential investment in 
real terms in 2009, following its substantial fall by -29.1% 
in 2008 and by -8.6% in 2007. Moreover, residential 
investment is estimated to have fallen again by -22% in 
2010, with recovery from very low levels (2010: € 6.3 
billion, 2007: € 14.6 billion) as late as H2 2011. In fact, 
support for residential investment from mortgage lending 
has also weakened in resent months, as growth of 
mortgage loans decelerated to -0,7% at end-December 

2010, from 1.0% at end-Sept.’2010, 2.5% at end-June 
2010, 3.7% at end-December 2009, 6.0% at end-June 
2009 and 11.5% at end-2008. The aforementioned 
adverse developments in consumer and business 
confidence delay the revival of both residential 
investment and economic activity in this sector. In fact, 
the index of business expectations in construction fell to 
an all time low of 29.1 in January 2011 from 59.7 in 
Oct.2010, 35.5 in Sept.2010 and 72.4 in Nov.2009 and 
then it registered a small improvement to 34.6 in February 
2010. This is mainly due to delays on the part of the 
government in bringing a multitude of projects co-
financed by the PIB and the European Union) to the 
implementation stage. 

PROSPECTS FOR GDP GROWTH FROM 2011 ONWARDS: The 
substantial fall in domestic demand has until now  been 
greatly directed towards luxury items, durable consumer 
and investment goods, which in Greece are mostly 
imported from abroad. In fact, imports of goods excluding 
fuels and ships registered a substantial fall in value terms 
of -12.6% in 2010, on top of a -24% fall in 2009. The 
unexpected small decline in the volume of imports of 
goods and services in 2010 (leading to a higher than 
expected fall of GDP in this year) was mostly due to the 
substantial increase of payments for imports of oil and oil 
products by 27.4% in 2010, following their fall by -35% in 
2009. The substantial increase in imports of oil in 2010 
took place despite the fall of the volume of domestic oil 
consumption by -9.9%, due to the big surcharge of 
indirect taxes and in particular the excise tax on fuels, 
which led to an increase in the value of retail sales by 
25.7%.   

In fact, the fall in domestic production and output in 2009 
was mainly the result of the big fall in exports of goods 
and services in this year, which was only partially 
cushioned by the fall in imports. However, in 2010 the fall 
in domestic demand was much bigger (manly due to the 
unprecedented fall in fixed investment) and was only 
slightly offset by the fall in imports and the positive 
growth of exports of goods and services. Therefore, the 
main factor affecting domestic production negatively in 
2010 is the substantial fall of domestic demand due to 
the fall of domestic disposable income and the 
unprecedented fall of economic sentiment, which, 
however, are not reflected commensurately in imports.  

Developments in the Greek economy summarized in 
Table 1, indicate an overall -4.5% fall of real GDP in 
2010. This GDP fall was due to: a) an estimated -4.5% 
fall of private consumption, b) a smaller than expected fall 
of government consumption by -6.5% and c) the fall in 
fixed investment by -16.5%. In the external sector there 
was a notable increase in exports of goods and services 
by 3.8% and the much lower than expected fall in imports 
of goods and services by -4.9%. 

Uncertainties and risks concerning economic growth in 
Greece in 2011 remain high, especially under a situation 
of continuous drastic revisions of the National Accounts 
data. However, with the expected recovery of exports 
and of those investment projects which are co-financed 
by the European Union (CSF VI), the fall in GDP in 2011, 
a year of continued intense fiscal consolidation, is not 
expected to exceed -2.0%. 
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Private consumption is expected to register a further fall 
in 2011, as Greek consumers continue to be bombarded 
with depressing projections concerning economic 
activity in the following years. In fact, official figures 
included in the Budget 2011 and the more recent reports 
of IMF and the European Commission predict another big 
fall of GDP by -3.0% in 2011, on top of the estimated fall 
in 2010 by -4.5%, and the recently revised fall of -2.3% in 
2009. In order to arrive to the above projections the 
Troika had to assume that following the -16.5% fall of 
fixed investment in 2010 (2009:-11.2%), investment will 
continue its falling trend by -7.5% in 2011 and by a further 
-2.6% in 2012 and with a slight increase by 1.1% in 2013 
and by 1.2% in 2014. This will imply a fall of 
investment/GDP ratio to less than 14% in 2014, from 
21.5% in 2007. Moreover, according to the Troika private 
consumption will fall by an even higher than in 2010 rate 
of -4.6% in 2011 and it will register only a slight increase 
by 0.5% in 2012 and by 1.1% in 2013. These projections 
show that fiscal adjustment in Greece is pursued without 
due attention being paid on its possible effects on 
confidence, competitiveness and growth. In fact, the 
projected continuous slump in domestic investment 
(which implies low utilization of the European Union 
structural Funds or failure to finish much needed 
infrastructure projects) is detrimental to Greece’s 
competitiveness and chances to attract foreign 
investment. The officially projected weak growth is the 
key contributor to the extraordinary depression of 
consumer and business confidence observed in 2010. In 
the situation in which the Greek economy operates today, 
the above projections serve only to depress private 
consumption and investment and lead to a rapid increase 
in unemployment. The Greek government has the 
capacity to boost domestic economic activity and 
competitiveness through a well designed investment 
programme, co financed with the € 22 bln investment 
funds available to Greece in 2011-2013 from the EU 
structural funds. 

Assuming that the substantial improvement of consumer 
and business confidence observed in the first two months 
of 2011 in Greece may continue in the following months, 
then we could foresee a fall of private consumption not 
exceeding the -3.5% in 2011, with a satisfactory positive 
consumption growth from 2012 onwards. Also, fixed 
investment is expected to stabilise broadly with a 
recovery setting in from 2012, as explained below. 

For 2011, government consumption growth will continue 
to be substantially negative at about -8.5% in real terms, 
following its -6.5% fall in 2010. Moreover, it will remain 
negative in 2012, falling by about -6.0%, as the fiscal 
adjustment effort will continue unabated until the deficit 
falls below the 3.0% of GDP in the year 2014. This will 
constitute a substantial transfer of resources out of the 
public sector allowing more room for growth of the private 
sector. 

Under the current economic conditions, we would 
project a stabilization of investment in 2011 and positive 
growth from 2012 onwards based on the following: 

a) Housing investment is expected to fall again by as 
much as -12.5% in 2011, following their falling string in 
2007-2010 due to the substantial fall of activity in the 
Greek housing sector in the period 2007-2010. This fall 

was initially in response to the extraordinarily high level of 
residential investment in 2006, following a tax related 
building permits explosion in 2005. However, in 2009 this 
sector has been negatively affected by the international 
economic crisis, while from October 2009 onwards it has 
been affected by Greece’s own debt crisis. Therefore, 
residential investment has fallen to € 6.7 bln in 2010, from 
€ 15.0 bln in 2007 and it is expected to fall again in 2011, 
as the evolution of issued building permits within 2010 
indicates. Housing price inflation had also slowed down 
to around 1.7% in 2008, from 5,9% in 2007 and 13% in 
2006, and has now turned negative, falling by –4.3% in 
2009 and then by -1.3% yoy in Q1 2010 and by -3.6% yoy 
in the turbulent Q2 2010 and -4.9% yoy in Q3 2010.  

On the other hand, the abrupt fall in residential 
investment in 2007-2011 implies that, despite the fall in 
demand for houses, excess supply in the market did not 
increase. Greece’s status as a favored tourist destination, 
with external tourism expected to register a substantial 
positive growth from 2011 onwards, in combination with 
its increasing attractiveness as a destination for the 
establishment of summer homes for European citizens 
(especially in the current environment of lower home 
prices and substantially lower cost of construction), may 
enable both tourism and the housing sector in Greece to 
benefit from the expected recovery of the European 
economies from 2011 onwards.  

b) Non-residential construction investment is 
expected to register positive growth in 2011, 
following its fall by about -18.5% in 2010. This 
investment is mainly co-financed by the Community 
Support Framework 2007-2013 (CSF IV) and had 
registered negative growth in 2008-2010, mainly due to 
the failure to push forward with the implementation of 
CSF VI investment projects, as reflected in the low 
absorption of EU structural funds. In fact absorption of 
these funds was unexpectedly low in 2009 (€ 2.0 billion, 
from planned absorption of € 3.7 billion), despite the fact 
that funds more than € 9.0 billion were to be absorbed 
from the EU during 2009-2010. Therefore, for 2010, the 
absorption of CSF IV funds could have exceeded € 5.0 
billion if the Greek government was able to submit the 
corresponding investment projects. In May 2010 in the 
GG/EC-IMF MOU it was targeted that absorption of CSF 
VI funds should exceed 15% from a mere 3.0% of the 
total until the end of 2009. However, substantial delays 
continue to characterize government activity in this 
sector, implying that actual absorption in 2010 did not 
exceed again € 2.7 bln. Therefore, absorption of EU CSF 
VI funds must be substantially higher in 2011 and the 
following years, if these funds are not to be lost. 
Therefore, more dynamic growth in non-residential 
construction investment is expected from 2011 onwards, 
as Greece has to absorb more than € 16 billion of EU 
funds to co-finance projects in this category of investment 
in the period 2010-2013.  

c) Investment in equipment is also expected to stabilise 
in their low level in 2010, following its fall by -13.5% in 
2010, which happened on the back of its fall by -10.2% in 
2009. It is now evident that various categories of 
investment projects were delayed or postponed on the 
back of the unprecedented uncertainty due to the global 
economic and financial crisis and the domestic political 
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turmoil in 2009 and the GGBs crisis in 2010. For 
example, it appears that only a minimum of activity takes 
place currently in the field of Public Private Partnerships 
(PPP). On the other hand, there is a great number of 
projects in this category (including ports, airports, 
marinas, highways, renewable energy, old Athens airport, 
other concessions on public property, etc), which remain 
under examination and are expected to take front stage in 
2011 and the following years. In any case, there will be 
some activity in this sector in 2011, from zero activity in 
2009-2010, which will help to stabilize investment in 
equipment and total investment. Moreover, business 
investment are expected to show signs of recovery 
during 2011, when the new investment incentives law will 
become operational. 

Troika assumptions concerning final consumption and 
fixed investment in 2011, imply that the overall domestic 
final demand will register a substantial negative growth 
of -5.6% in 2011 (2010: -6.1%, 2009: -3.7%), as well as 
contributing to a sizable improvement of the external 
goods and services deficit to 5.7% of GDP in 2011, from 
the still high 8.7% of GDP in 2010, 10.5% of GDP in 2009 
and 12.1% of GDP in 2008 (national accounts basis). 

The domestic demand slowdown in 2011 will be reflected 
in total imports of goods and services, which are 
expected to register a -6.0% fall, following their limited fall 
by -4.9% in 2010 and by -18.6% in 2009. On the other 
hand, exports of goods and services are expected to 
recover, registering a 6.4% growth in 2011, from 3.8% 
growth ιn 2010 and following their fall by -20.1% in 2010. 
The recovery of Greek exports in 2010-2011 is based on 
the recovery of the European economies, as well as on 
the continuing recovery of the volume of the international 
trade, improving the operating environment of export-
oriented industries, especially Greek shipping. On these 
grounds, overall, net exports are expected to have a 
substantial positive impact on GDP growth of 3.1 pps in 
2011, from 2.2 pps in 2010 and 1.9 pps in 2009. 

THE IMPLEMENTATION OF THE 2010 BUDGET: The 
implementation of the 2010 central Budget during 
January – December 2010 indicated that targets for fiscal 
adjustment set by the GG/EC-ECB-IMF MOU for 2010 
and in the 2011 Budget have been fully met as the central 
budget deficit fell to € 19.6 bln in 2010, from a deficit of € 
30.87 bln in 2009, implying a fall by -37.0%, compared 
with a fall of -33.2% projected in November and included 
in the 2011 Budget. This deficit was lower by € 1.2 bln 
from the deficit projected in the Budget 2011. 

a) Net current revenues grew by 5.5% to € 51.19 billion in 
2010, compared with their fall by -6.2% in 2009 and a 
targeted increase of 13.7% in the GG/EC-ECT-IMF MOU 
for the year as a whole. The increase in net current 
revenues in 2010 was substantially less than expected 
and does not appear but marginally to have benefited by 
the government’s effort to combat tax evasion. The 
performance of the tax collection administration, in the 
face of high tax and social security contributions evasion, 
has been inadequate in 2010. Nevertheless, an improved 
performance may be expected in the current year and 
especially in 2012, for the following reasons:  

(1) The functioning of the tax administration is still 
problematic, despite the fact that measures (legal and 

organizational) have been applied to improve its 
performance. In fact, the revenues from taxes assessed 
in previous years and from overdue tax liabilities 
increased substantially in the last two months of the year 
and registered an increase of 18.1% in the year as a 
whole despite being -25.8% yoy lower in January-
September 2010. There are indications that the tax 
administration has indeed picked up speed, with actual 
result in terms of tax collection appearing in the books 
only in November – December 2010. This was mainly due 
to the new measure applied in this period for the 
settlement of un-checked tax disputes for the period 
2000-2009 from which the government secured additional 
revenue € 1.0 bln, with an additional € 1.0 bln to be 
collected in 2011.  

(2) Most of the measures for boosting net current revenue 
taken in 2010 were not fully operational until the end of 
2010. For example, direct income tax collections fell by 
more than expected -13.7% in 2010, from their very low 
level in 2009. In fact, the main tax measures introduced 
with the new tax bill aiming at the substantial broadening 
of the tax base (e.g., presumptive taxation and other 
measures) were applicable only from June 2010 and 
mostly from 2011. However, the 2011, the budget 
projects a small increase of direct income tax collections 
of 3.5% yoy.   

(3) Also, VAT revenues registered a small 4.8% increase 
in 2010, with a 2 pps hike in VAT rates not applied until 
May 2010 while another 2 pps hike until July 2010. 
Therefore, VAT revenues registered a healthy increase 
by 10.5% in August, 17.5% in September, 14.9% in 
October 2010, 10.6% in November 2010, 4.1% in 
December 2010 and 12.3% in January 2011. For 2011, 
VAT receipts are expected to increase by 3.8%.  

(4) Revenues from property taxes were negligible, at € 
0.49 billion, down by -7.4% in 2010, from their very low 
level of 2009. In the Budget 2011, it is targeted that 
revenues from this source will reach € 0.91 billion (0.4% 
of GDP) in 2011. The potential for much higher revenues 
from the property taxes in Greece remains untapped, 
despite the fact that most law-abiding tax payers face an 
extraordinarily high property tax burden. Tax avoidance 
and evasion is pervasive in this sector and this is due to 
the inability of the tax administration to function properly. 

(5) Net current revenue is now expected to increase by 
8.6% in 2011, or by € 4.4 billion, counting also to an 
expected fall of tax rebates by -23.7%, or by € 1.2 billion, 
as a result of the application of the new tax bill.  

Overall, the above 5.5% increase of net current revenues 
in 2010 was mainly due to the substantial increase in 
revenues from excise taxes on fuel (2010: 30.3%, 
expected to fall back by -8.0% in 2011), tobacco (2010: 
15.6%, 2011: 15,6%) and fees on passenger cars in 
circulation (2010: 52%, 2011: -23,8%). It was achieved 
despite the substantial shortfall of revenue from income 
and property taxes. On the other hand, most of the 
additional tax revenues expected from the application of 
the new tax law, the property taxes and the broadening 
of the tax base, are now expected to be captured from 
2011 onwards. Moreover, in 2011, additional revenues 
are expected to be generated from green taxes, gaming 
royalties and licenses (€ 1.0 bln), amnesty from land use 
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violations and taxation of unauthorized establishments 
(€ 1.3 bln). Finally, tax revenues may be boosted in 2011 
from any improvement in the operation of the tax 
administration. 

b) Current primary expenditure reached € 52.2 billion in 
2010, down -12.3% yoy, following its increase by 18.0% 
in 2009 and a projected fall, following the expenditure cut 
measures of May 2010, of -5.8%. This is a spectacular 
achievement in the field of fiscal adjustment, 
compensating to a great extent for the shortfall in net 
current revenues in 2010. Additional current primary 
expenditure savings are expected in 2011, as analyzed in 
the previous chapters of this Report. 

c) Interest payments in reached € 13.2 billion, compared 
with € 12.33 billion paid 2009. A substantial increase of 
interest payments to € 15.92 billion (up by 20.1%) is 
projected for 2011, reflecting the impact from the 
inclusion of a considerable number of public entities into 
the general government in November 2010. However, 
interest payments may turn out to be by much lower than 
budgeted in the current year due to the maturity extension 
and the lowering of the interest rate applicable to the € 
110 bn loan from the Troika. 

d) In the Public Investment Budget (PIB), expenditure 
reached € 8.45 billion in 2010, down from € 9.59 billion in 
2009.  On the other hand, PIB revenues reached € 3.07 
billion in 2010, up from € 2.04 billion in 2009. The 2011 
Budget projects that PIB revenue will reach € 3.92 billion, 
which still does not compensate for the PIB revenue 
losses recorded in 2009 and in 2010.  

The above developments indicate that the implementation 
of the B2010 was in line with the targets set by the GG-
European Commission-ECB-IMF MOU. If the general 
government definition had remained unchanged, then 
the general government deficit in 2010 would have fallen 
below 7.8% of GDP. With the inclusion of a multitude of 
state controlled entities into the general government, the 
2009 GG deficit reached the 15.4% of GDP and the 2010 
GG deficit reached 9.4% of GDP, recording a fiscal 
adjustment of more than 6 pps. 

With the fiscal adjustment (revenue increasing and 
expenditure cutting) measures already in place, the GG 
deficit is expected to fall below the 7.4% of GDP in 2011, 
even with depressed GDP growth assumptions in the 
current year. 

INFLATION: Inflation in Greece reached 5.2% in 
December 2010, as in October 2010, from 5.6% in 
September and August 2010, 5.5% in July 2010, with 
average CPI inflation reaching 4.7% in 2010. This surge 
in inflation was mainly due to the fact that fiscal 
adjustment in Greece is set to take place to a great extent 
through VAT and excise taxes increases, as well as 
through price hikes of services provided by deficit-ridden 
public sector entities. Therefore, inflation surged in 2010 
and is expected to remain above 2.5% average in 2011 
as well, despite the expected substantial fall of domestic 
demand. Despite the above high CPI inflation affecting 
negatively domestic demand, GDP deflator was 
estimated at only 2.5%, implying a fall of nominal GDP 
by -2.1%. 

BALANCE OF PAYMENTS: The current account deficit 
(CAD), including net capital transfers, reached € 21.98 
billion in 2010, down -7.7% yoy, following its substantial 
fall by -22.5% in 2009. Developments in the Greek BoP in 
2009 and in 2010 reflect the effect of the substantial fall of 
domestic demand due to the international economic crisis 
(and the huge fall in exports) in 2009 and the extensive 
fiscal adjustment and structural reforms undertaken in 
2010, when export performance was much better, 
especially in H2 2010.  

Of particular importance is the drop of the deficit of the 
trade balance by -8.1% in 2010, following its substantial 
fall by -30.2% in 2009. Exports of goods have registered 
a healthy increase by 11.5% in 2010, following their fall 
by -22.7% in 2009. On the other hand, imports of goods 
registered an -1.6% fall in 2010, which is a relatively small 
fall, mainly due to the excessive increase by 27.4% of 
payments for imports of fuels. In 2009 the fall in imports 
of goods was -27.8%. In fact, imports of goods excluding 
fuels and ships fell in 2010 by -12.6% yoy, following their 
fall by -24% in 2009. Exports of goods excluding fuels 
and ships were also lower by -1.3% in 2010, following 
their fall by -17.8% in 2009. Therefore, the trade balance 
excluding fuels and ships, registered a new substantial 
fall by -19.1% in 2010, following its fall by -27.1% in 2009. 

A second important development was the small increase 
by 4.7% yoy of the surplus of the balance of services in 
2010, following its sizable fall by -26.2% in 2009. More 
specifically, in the nine months of 2010 there was a new 
fall by -7.6% in 2010 of earnings from external tourism, 
following their bigger fall by -10.6% in 2009. On the other 
hand, revenues from shipping and from other services 
registered substantial increases by 13.8% and 13.8% 
respectively, following their fall by -29.4% and -6.5% 
respectively in 2009. Finally, payments for imports of 
services were also higher, by 6.3% in 2010, compared 
with -15.3% in 2009. 

Thirdly, the deficit of incomes balance reached the € 9.23 
bln in 2010, registering a 2.7% increase from its level in 
2009. The fall of payments for interest, dividends and 
profits to foreign investors in Greek government bonds 
and shares by –1.7%  in 2010, from -18.7% in 2009, was 
offset by corresponding drop of receipts of Greek 
residents from abroad. 

Finally, the surplus of current and capital transfers 
balance was substantially lower, by -30.5%, reaching only 
€ 2.3 billion in 2010, from € 3.31 billion in 2009 and € 6.85 
billion in 2008. This development has prevented a bigger 
fall of the current account deficit in 2009 and in 2010. 
Nevertheless, there was a further improvement of the 
CAD in 2010 as a whole, where the deficit fell to 9.58% of 
GDP, compared with 10.1% of GDP in 2009, 12.9% of 
GDP in 2008 and 12.4% of GDP in 2007. This deficit is 
expected to fall even faster in the following years. 

In the capital account of the Greek balance of 
payments, net capital inflows reached € 21.83 billion in 
2010, from € 24.5 billion in 2009. Net capital inflow 
through foreign direct investment (FDI) reached € 0.69 
billion in 2010 from € 0.27 billion a year ago. This was 
mainly due to lower FDI by foreign firms in Greece of € 
1.65 billion (2009 € 1.75 billion), as well as to the fall of 
FDI by Greek firms abroad to € 0.96 billion (2009: € 1.48 
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billion). Net Capital outflows for portfolio investment 
abroad by Greek residents reversed to substantial inflows 
of € 13.28 billion in 2010 (outflows of € 3.8 billion in 
2009). On the other hand, in 2010, a substantial reversal 
of net capital inflows from foreign residents for portfolio 
investment in Greece took place (outflows of € 34.1 billion 
from inflows of € 31.64 billion in 2009). Finally, there was 
a substantial net inflow of other investments (primarily 
bank and Government borrowing and lending) of € 42 
billion in 2010, from a net outflow of € 3.64 billion in 2009. 
This net inflow in 2010 comprises an inflow of € 34.4 
billion, of which € 30 billion to the Government from the 
EU/IMF financial mechanism and the remainder to the 
Greek banks, and an inflow of € 7.61 billion mainly from 
Greek banks.  

 
2007 2008 2009 2010

Trade Balance (TB) -41,50 -44,05 -30,76 -28,28
   Exports 17,45 19,81 15,32 17,08
   Imports -58,94 -63,86 -46,09 -45,36
Services Balance 16,59 17,14 12,64 13,23
  Tourism Receipts 11,32 11,66 10,40 9,61
  Shipping Receipts 16,94 19,19 13,55 15,42
Income Balance -9,29 -10,64 5,65 -9,23

Payment of Interest, Divid. & Profits -13,51 -15,81 -12,86 -12,64
Transfers' Balance 5,92 6,85 3,31 2,30
Current Account (CA) -28,27 -30,71 -23,80 -21,98
CA (% of GDP) -12,4% -12,8% -10,1% -9,6%
Capital Account 27,89 29,94 24,40 21,99
Source: Bank of Greece

Table 4. Greek Balance of Payments (€ Billions)

 

MONEY & FINANCIAL MARKETS: Credit expansion to 
businesses and households fell by -0.3% at end-January 
2011, from its fall by -0.1% at end-December 2010 and its 
increase by 1.2% at end-September 2010. In particular, 
the annual rate of change of mortgage and consumer 
lending stood at -0.7% and -3.1% respectively at end 
January 2011, from -0.4% and -3.2% respectively at end 
December 2010. According to ECB data, household 
indebtedness (including the numerous class of self-
employed) in Greece reached 58.1% of GDP at end-
December 2010, compared to 56.2% of GDP in the 
Eurozone. 

  Diagram 6. Credit Expansion

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Mortgages
Consumer Loans
Business Loans

 

Moreover, lending growth to businesses decelerated to 
0.8% at end January 2011, from 0.9% at end December 
2010, 2.2% at end September 2010 and 5.1% at end-
Dec.’2009. Overall, the annual rate of change of credit to 
the private sector is expected to decelerate further to 
around -1.0% by year-end 2011, from -0.1% at year-end 

2010. For 2012, a recovery of up to 2% credit expansion 
is contemplated.  

By the end of February 2011, the main ASE composite 
index was down -17.6% on a yoy basis (FTSE-20 stocks: 
-22.9%, mid-cap FTSE-40: -26.7% and small caps FTSE-
80: -21.9%), from -35.6% at end-2010. Following these 
developments, at the end of February 2011 51.24% of the 
total stock exchange value of listed firms was in the 
hands of foreign investors (€ 31.24 billion), up from € 27.4 
billion at end-2010. 

Diagram 7. Athnes Stock Exchange Indices
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2. ROMANIA 
ECONOMIC OVERVIEW: The economy contracted in 2010 
under the impact of the austerity measures introduced in 
the context of the IMF-backed loan program. The 5 pps 
increase in the VAT rate to 24% introduced in July 2010 
had a direct impact on domestic demand through the 
postponement of and of capital investment purchases. 
Public consumption was also scaled back. The fallback in 
output was mitigated by the positive contribution of net 
exports which supported production in export led 
industries.  In Q4 of 2010 GDP declined by 0.6%. Overall 
GDP declined by 1.3% in 2010. In 2011 the economy is 
expected to return to positive growth.  

The seventh and final review of the € 20 billion IMF-EU 
loan-program negotiated in May 2009 was successfully 
concluded in February 2011. The authorities decided to 
not draw the eight disbursement of around € 1 billion 
(total IMF disbursements under the agreement amounted 
to around € 12.44 billion). Instead a new agreement was 
reached on a 24-month stand-by agreement worth € 3.6 
billion. The new agreement is precautionary in the sense 
that authorities will access it only if circumstances 
demand it. According to a related IMF press release “the 
new agreement will concentrate on promoting growth and 
employment while maintaining prices stability”. 

The new arrangement will be in conjunction with further 
support from the EU amounting to € 1.4 billion and a loan 
from the World Bank of € 0.4 billion. 
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  Diagram 6. Credit Expansion
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FISCAL POLICY: There has been significant fiscal 
adjustment in 2010 resulting in a reduction of the budget 
deficit to 6.5% of GDP from 7.4% of GDP in 2009 and 
versus an IMF-prescribed target of 6.8% of GDP. In 2010 
public revenues increased by 7.2% and expenditure by 
4.2%. Revenues were boosted primarily from higher VAT 
receipts (following the substantial increase in the VAT 
rate since July 2010) and higher receipts from EU. On the 
expenditure side, growth of expenditures was curtailed by 
a cut in personnel and capital investment expenses.  The 
budget deficit targets remain at 4.4% of GDP for 2011 
and 3% of GDP in 2012 in the context of the new 
agreement with the IMF. The policy measures already in 
place make these targets achievable; however increasing 
pressures for rising expenditures ahead of the 2012 
parliamentary elections pose risks which may be broadly 
offset by the possibility for increased absorption of EU 
funds. 

Reducing government arrears is proving rather difficult as 
the associated IMF-program target was missed again. 
The IMF expects that scheduled amendments to the local 
public finance law in 2011 will aid progress in reducing 
government arrears (0.3% of GDP at end of June 2010). 
Progress on structural reforms remains robust, including 
a reduction of public employment by some 88,000 just by 
end-October 2010 and approval of the pension reform 
and unified wage for the public sector laws in December 
2010. Reform efforts in 2011 are expected to concentrate 
on the health sector, the overhaul of state-owned 
enterprises, and on the improvement of the absorption of 
EU structural funds. 

INFLATION: Inflation remains elevated. Headline inflation 
rose from 4.4% in June 2010 to 7.1% in July 2010 and 
has since fluctuated between 7% and 8% responding to 
higher food prices. In case there are no second round 
effects from the VAT increase, the spike in inflation will 
have run its course by July 2011. However higher 
international prices and upward pressures on food prices 
following a flood, will keep inflation above the Bank of 
Romania’s end-2011 target band of 3% plus or minus 1 
pp, for most of 2011. 

Consumer Price Inflation -  (%∆ YoY)
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BALANCE OF PAYMENTS: The current account deficit 
remained flat at 4.2% of GDP in 2010 the same level as 
in 2009. Exports increased by a robust 28% versus a 
20% increase of imports, resulting in a narrowing of the 
trade deficit by 15%. However, the current transfers’ 
surplus narrowed by almost as much. The reduction in 
the current transfers’ surplus reflects primarily the 
decrease of remittances inflows from workers abroad due 
to high unemployment in the host countries. In 2011 
import growth is forecast to increase as domestic demand 
recovers, while inflows of remittances are also expected 
to recover some ground. Overall the current account 
deficit is expected to widen to around 5% of GDP in 2011.  

 FDI Inflows - Cumulative (billions)
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In the capital account, net FDI reached € 2.27 billion or 
1.9% of GDP in 2010 from € 3.05 billion or 2.6% of GDP 
in 2009. Therefore the coverage ratio of net FDI as a 
percent of the current account deficit was reduced to 44% 
in 2010 from 62% in 2009. 

Jan.-Dec.'10 Jan.-Dec.'09 0,2646
Exports 37.251 29.084 28%
Imports 43.115 35.955 20%
Trade Balance -5.864 -6.871 -15%
Services Balance -745 -294 153%
Income Balance -1.960 -1.902 3%
Current Transfers Balanace 3.411 4.154 -18%
Current Account Balance -5.158 -4.913 5%
Source: Central Bank of Romania

Current Account: Jan.-Dec.'10 (€ million)

 

EXTERNAL DEBT: Total external debt increased by 11.2% 
in 2010 reversing a previous trend which saw the rate of 
growth of total external debt decelerate to 8.7% in 2009, 
from 23.4% in 2008 and 42.3% in 2007. By end- 2010 
total external debt stood at € 90.8 billion from € 81.2 
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billion by end- 2009. Short-term external debt increased 
by 21.6% to € 18.7 billion or 20.7% of the total in 2010, 
and ‘medium to long-term’ external debt increased by 
9.5% to € 72 billion or 79.3% of the total. The increase in 
medium to long-term external debt reflects increased 
public borrowing, including IMF borrowings which rose by 
59.7% in 2010. The increase in short-term external debt, 
from a decrease of -35.6% in 2009, is partly a reflection of 
better financing conditions and the bottoming out of the 
recession. Foreign exchange reserves with the Bank of 
Romania stood at € 32.07 billion at the end of February 
2011 from € 32.43 billion at end- 2010 and € 28.3 at end- 
2009. 

MONEY & FINANCIAL MARKETS: The local currency 
depreciated by 1.1% versus the Euro and by 8.3% versus 
the Dollar in 2010. The average exchange rate for the 
year was RON/EUR 4.21 and RON/USD 3.18. The local 
currency has since fluctuated around RON/EUR 4.26 and 
RON/USD 3.16. 

The Bank of Romania undertook a series of policy rate 
cuts reducing the basic rate from 10.25% in January 2009 
to 6.25% in May 2010. It has since kept it there until its 
latest Board meeting on 3.2.2011 re-iterating its 
expectation that inflation will start to trend downwards as 
the effect on inflation from the VAT increase dissipate.  

Exchange Rate Developments
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Credits expansion (euro basis) to the private sector 
accelerated modestly in 2010, to 3.5% yoy in December 
2010. In January 2011, credit expansion stood at 0.4% 
yoy (businesses: 2.3%, households: -1.6%). The non 
performing loans followed a consistently upward trend to 
11.9% in November 2010 from 7.89% in December 2009. 
In December 2010 the non performing loans ratio 
declined marginally to 11.85%. Against this background it 
is especially important that the capital adequacy ratio 
remained high at 14.7% at end-December 2010 when the 
capital adequacy ratio of every bank exceeded 11% 
versus a mandatory ratio of 8%. 

 
3. BULGARIA 
ECONOMIC OVERVIEW: The economy is still feeling the 
effects from accumulating large external deficits in the 
pre-crisis period which made it especially vulnerable to 
the crisis. It posted small positive growth (0.2%) in 2010 

following a steep decline (-5.1%) in 2009. The sole 
positive contributor to 2010 GDP growth was net exports. 
Structural policies improving the competitiveness of the 
tradables’ sector can lessen the vulnerability of the 
economy to external demand fluctuations.  

In the last quarter of 2010 the main driver of growth was 
also export demand (10.7%) while total consumption kept 
contracting (-0.4%). The contraction in total consumption 
would have been much sharper had it not been for a 
significant increase in public consumption (11.3%) due 
mostly to base effects. Domestic demand was marginally 
positive (0.8%) as the decrease in total consumption was 
counter-balanced by an increase in investment demand 
(4.7%). The pace and timing of the recovery of domestic 
consumption will be important for the outlook of the 
economy.  

Real GDP (%∆ YoY, seasonally and calendar adusted data)
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FISCAL POLICY: Fiscal policy remains a contributor to 
macroeconomic stability. The budget deficit widened to 
3.9% of GDP in 2010 from 0.8% of GDP in 2009 but still 
this is one of the lowest deficits in the EU. The 2011 
Budget incorporates a budget deficit target of 2.5% but 
the government has stated it will try to bring it below that 
level. Bulgaria exited the excessive deficit procedure of 
the EU in January 2011 as it was deemed that it had 
“taken action representing adequate progress towards the 
correction of the excessive deficit within the time limits set 
by the Council”.  

The government must confront what may be structural 
changes in the economy with long-term effects on its 
fiscal finances. In particular, a shift to a more export 
oriented growth model – which is deemed necessary to 
entrench sustainable economic growth – will mean lower 
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revenues arising from taxes on domestic consumption, 
which form a large part of public revenues. The public 
debt level remains at a relatively low level, at around 20% 
of GDP in 2010 from 18% of GDP in 2009.  

The balance on the fiscal reserve account (FRA) stood at 
BGN 6,012 million at the end of 2010 from BGN 6.029 
billion at end H1 2010 and BGN 8.265 at end H1 2009. 
The FRA provided a welcome buffer for the government 
at a time of dwindling tax revenues but it will need to be 
build up again to support the currency board.  

INFLATION: Inflation has accelerated somewhat to 4.3% in 
January 2011 from 2.5% in June 2010 and 0.2% in 
September 2009. Core inflation, which excludes highly  
volatile prices of food and energy products from the 
basket, exceeded headline inflation from November 2008. 
This trend reversed since February 2010 and the gap 
between headline and core inflation has widened in 
recent months reflecting the increase in international food 
and oil prices. Had it not been for private consumption 
growth remaining negative throughout 2010 inflationary 
pressures would have risen even further. 

HICP Inflation - (%∆ YoY)
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BALANCE OF PAYMENTS: The deficit in the current 
account dropped to just 0.8% of GDP in 2010 from 9.9% 
of GDP in 2009 and 26.9% of GDP in 2007. This 
development is primarily associated with the substantial 
decrease in the trade deficit, which was almost halved in 
the course of 2010. Moreover, capital inflows have 
remained weak. Net FDI inflows reached € 1.2 billion or 
3.3% of GDP in 2010 from € 3.4 billion or 9.6% of GDP in 
2009. This was however offset by outflows of € 592 
million in portfolio investment (from negative € 570 million 
in 2009) and outflows of € 996 million in other investment 
(from negative € 589 million in 2009).  

Jan.-Dec.'10 Jan.-Dec.'09 %Δ
Exports 15.554 11.699 33%
Imports 17.955 15.873 13%
Trade Balance -2.401 -4.174 -42%
Services Balance 1.892 1.297 46%
Income Balance -1.326 -1.532 -13%
Current Transfers Balanace 1.552 932 67%
Current Account Balance -283 -3.477 -92%
Source: Central Bank of Bulgaria

Current Account: Jan.-Dec.'10 (€ million)
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EXTERNAL DEBT & INT. RESERVES: Total gross external 
debt was € 36.9 billion at the end-2010 from € 37.7 billion 
at end-2009 and € 37.1 billion in 2008. The ratio of 
foreign reserves with the Central Bank to short-term debt 
was 114% of GDP end- 2010 having gradually increased 
from a low of 90% at end-May 2009. Total reserve assets 
with the Bank of Bulgaria stood at € 11.7 billion in mid-
February 2011 from € 12.9 billion at end-2009.  
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MONEY & FINANCIAL MARKETS: Bulgaria maintains a 
currency board pegging the Bulgarian Lev (BGN) to the 
euro at a fixed exchange rate of 1.95583 BGN to 1 Euro 
Political commitment to the arrangement remains strong.  

Deleveraging continues and credit growth to the private 
sector remains weak. Credit expansion was 1.8% yoy in 
January 2011 from 1.2% in December 2010, 3.8% in 
December 2009 and 31.6% in December 2008. Business 
financing grew by 3.4% yoy in January 2011 and credit to 
households declined by 0.8%. Consumer credit declined 
by 4.1% while mortgages grew by 3.4%. NPLs have risen 
considerably to 11.9% of the total by end-2010 from just 
2.4% at the end of 2008. However commercial banks 
remain well capitalised with average capital adequacy 
ratio exceeding 17% by end-2010 (from 14.9% in 
December 2008) and Tier 1 capital adequacy above 15% 
according to a recent speech by the Central Bank 
governor. 
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Exchange Rate Developments
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4. CYPRUS 
ECONOMIC OVERVIEW: The economy went into recession 
in 2009 but has grown at an accelerated pace since the 
second quarter of 2010. Nevertheless the recovery 
remains fragile as private consumption and investment 
demand remain subdued and the public sector after 
expanding in 2009 is now forced to curtail spending in 
order to contain the deficit. The growth in 2010 GDP of 
1% is mainly the result of a positive contribution by net 
exports.  

Real GDP (%∆ YoY, unadjusted data)
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The outlook for the economy remains closely linked to 
external developments, primarily in Greece but also the 
United Kingdom and Russia. The developments in the 
construction sector, which remains weak, are also 
important given the role of property assets as collateral 
for much the country’s domestic credit. Moody’s recently 
downgraded Cyprus’s sovereign bond rating by two 
notches to A2, citing structural problems, including a 
relatively high portion of public expenditures in the form of 
public sector wages and social transfers, and the 
exposure of the banking sector to Greece. In its Article IV 
consultation report in September, the IMF estimates the 
exposure to Greece to be at least 260% of Cyprus GDP. 

FISCAL POLICY: The budget balance deteriorated sharply 
in 2009 reversing previous fiscal gains accomplished 
ahead of Euro adoption. Less favourable cyclical 
conditions and an expansionary expenditure policy where 
the main forces behind the deterioration of the budget 
balance in 2009 to 6 % of GDP from a surplus of 0.9% of 
GDP in 2008. In 2010 there has been improvement as the 
budget deficit narrowed to 4.9% of GDP. The modest 

economic recovery contributed to this development with 
public revenues increasing by 6% in 2010 while public 
expenditure growth was contained to 2.7%. Current public 
expenditures, which comprise the bulk of the 
expenditures, rose by 3.64% (including a 1.45% increase 
in wages), however investment expenditure decreased by 
7% thereby acting as the main lever for the government’s 
fiscal consolidation efforts.  The 2011 Budget is targeting 
a modest reduction of the fiscal deficit to 4.13% of GDP. 
Public revenues are expected to increase by 6.2% and 
expenditures by 4.2% (current expenditures by 4.2%, 
including an increase of wages by 2.7%, and investment 
expenditure by 4%). Cyprus exited the excessive deficit 
procedure of the EU in January 2011. Finally, the 
government debt increased to 61.4% of GDP in 2010 
from 58.1% of GDP in 2009 and 48.4% of GDP in 2008. 

INFLATION: Inflationary pressures have increased 
markedly in 2010 on the back of higher cost of imported 
oil and commodity prices. The development of these 
factors in 2011 will continue to have a determining effect 
on inflation given its dependency on oil imports. An 
expected recovery of private consumption in 2011 will 
add to the inflationary pressures.  In January 2011 
inflation was 3%. Average 2010 inflation was 2.6% from 
0.2% in 2009.   
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BALANCE OF PAYMENTS: Negative growth of domestic 
demand in 2009 has led to a narrowing of the current 
account deficit from 17.5 % of GDP in 2008 to 8.3 % of 
GDP in 2009. In the nine months of 2010 the current 
account deficit was just 3.1 % of GDP from 6.1% of GDP 
last year. Notably the improvement in the current account 
deficit is due to the large surplus in the services balance 
and to the reversal of the deficit in the income’s balance, 
while the trade balance deteriorated marginally 
notwithstanding the larger increase of exports versus that 
of imports as a result of competitiveness pressures. 

In the capital account, direct investment recorded a 
significant net outflow of almost € 1.1 billion as residents 
continued to scale back their investment abroad. Inflows 
of direct investment were € 419 million in the nine months 
of 2010 from € 1.9 billion in the nine months of 2009. 
Portfolio investment continues to record net outflows, of € 
2.7 billion in the nine months of 2010. However other 
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investment recorded a net inflow of € 4.1 billion. It is 
noteworthy that in Q3 of 2010 net direct investment and 
net portfolio investments were positive while net other 
investment was negative, all having reversed signs from 
Q1 and Q2 2010.  

Jan.-Sep.'10 Jan.-Sep.'09 %Δ
Exports 831 743 12%
Imports 4.222 3.931 7%
Trade Balance -3.392 -3.189 6%
Services Balance 2.564 2.499 3%
Income Balance 368 -210 -275%
Current Transfers Balanace -84 -136 -39%
Current Account Balance -544 -1.036 -48%
Source: Central Bank of Cyprus

Current Account: Jan.-Sep.'10 (€ million)

 

MONEY & FINANCIAL MARKETS: Credit growth to the 
private sector remains below the historical average. 
Credits to the private sector grew by 5.7% in January 
2011 from 7.3% in December 2010 and 6.9% in 
December 2009. Business loans grew by 3.3% yoy and 
loans to households by 9.2% yoy in January 2011. On 
the other hand deposit growth has accelerated to 19.3% 
in January 2011 from a low of 1.7% in September 2009, 
thus bringing the loan-to-deposit ratio down to 86.4% in 
January 2011 from 97% in December 2009. This recent 
surge in deposit growth has been driven by an inflow of 
deposits from Greece. 

 

5. SERBIA 
ECONOMIC DEVELOPMENTS: The economy has grown at 
high growth rates relative to other countries in the region. 
However the rate of increase in GDP decelerated in the 
last quarter of 2010. In the quarters ahead GDP growth is 
likely to accelerate again however the rate of increase is 
forecast to stay considerably below the average rate in 
the years preceding the crisis as the economy struggles 
to find new sources of growth.  The improved outlook is 
mirrored in the recent upgrade of its rating to BB from 
BB- by S&P who cited marked improvement in policy 
implementation. 

GDP grew by 1.7% in 2010 following a decline of -3.1% 
in 2009. In Q4 2010, growth weakened as a result of 
lower electricity production and the overhaul of the 
Pancevo oil refinery, factors which are temporary and will 
not play a role from 2011, when GDP growth is expected 
to be further boosted by an increase in steel production. 
The NIS of Serbia has only published the flash estimate 
for Q4 2010 growth of 1.8% without a corresponding 
breakdown for Q4 and 2010 GDP but the Central Bank 
has estimated that the key contributions to 2010 GDP 
growth came from net exports (1.8 pps) and investment 
(1.1 pps), whereas consumption provided a negative 
contribution (-1.2 pps). This indicates a change from 
2009 dynamics when investment was negative, while the 
contributions of consumption (negative) and net exports 
(positive) were more accentuated. These trends - more 
investment, recovery of consumption and weakening of 

positive contribution from net exports – are forecast to 
persist in 2011 with GDP growth of 3%. 
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The stand-by arrangement agreed with the IMF in 
January 2009 and extended from € 394 million to € 3 
billion in May 2009 expires in April 2011 (the government 
has withdrawn around € 1.5 billion). The final review of 
the economy under the terms of the arrangement has 
been successfully concluded. The Central Bank governor 
has called for a new precautionary arrangement with the 
IMF. 

FISCAL POLICY: The 2010 budget deficit was 4.5% of 
GDP, lower than the 4.8% of GDP deficit target included 
in the IMF loan agreement. Indeed, underspending on 
capital and interest gave the leeway to the government to 
adopt a supplementary budget in November 2010 which 
re-allocated spending to other expenditure categories like 
social assistance. There has been notable progress in 
reforms, in the public pension and wage systems, and in 
the fiscal responsibility framework. However, the pension 
reform has recently been watered down, a move criticised 
by the IMF which also has raised concerns about fiscal 
discipline in view of pending elections. 

In 2010, the budget deficit was RSD 100.3 billion, as 
revenues increased by 8.6%, in line with the IMF target, 
to RSD 712.2 billion and expenditures increased by 8.8%, 
lower by 1.3% to the IMF target, to RSD 812.5. The 2011 
Budget foresees a deficit of RSD 120.5 billion 4.1% of 
GDP (revenues of RSD 724.2 billion and expenditure of 
RSD 844.9 billion), on assumption of 3% GDP growth and 
inflation of 4.5% (± 1.5 pps).  
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Interest rates on government securities picked at around 
15% (for securities maturing in 18 months) by end-
January 2011 and have fallen since. In a recent auction 
the interest rate of 18-month securities fell to 12.9%. 

INFLATION: Following a protracted period of deceleration 
inflation has picked up considerably, reaching 11.2% yoy 
in December. Rising international commodity and food 
prices, as wells as the depreciation of the local currency 
(though more recently there has been some appreciation 
of the local currency) are the main reasons behind this 
trend. The Central Bank expects inflation will reach its 
peak in late Q1 or early Q2 of 2011 and drop 
considerably thereafter, moving within its target band 
(4%± 1.5 pps) in 2012. Inflation is expected to stay above 
this target band in 2011. Pressures for higher public 
sector wages pose upward risks to the inflation outlook.  
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BALANCE OF PAYMENTS: Exports picked up significantly 
in 2010 by 24% versus a pick up in imports of 10% 
resulting in a 7% narrowing of the trade deficit. The latter 
however, remains elevated as a result of the catching up 
stage of the economy as well as some competitiveness 
erosion. The depreciation of the local currency in 
conjunction with the recently strong demand by major EU 
economies and depressed domestic demand resulted in a 
narrowing of the trade deficit. However remittances from 
abroad remained subdued resulting in a decline of the 
current transfers balance. Overall the current account 
deficit rose marginally to 7.1% of GDP in 2010 from fell to 
7% of GDP in 2009 and just over 21% of GDP in 2008. 
Net FDI inflows registered further decreases in 2010 (to 
2.9% of GDP in 2010 from 4.6% of GDP in 2009 and 
5.6% of GDP in 2008). 

Jan.-Dec.'10 Jan.-Dec.'09 %Δ
Exports 7.403 5.978 24%
Imports 12.176 11.096 10%
Trade Balance -4.773 -5.118 -7%
Services Balance 5 18 -71%
Income Balance -670 -502 33%
Current Transfers Balanace 3.356 3.518 -5%
Current Account Balance -2.082 -2.084 0%
Source: Central Bank of Serbia

Current Account: Jan.-Dec.'10 (€ million)
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EXTERNAL DEBT & INT. RESERVES: In 2010 the stock of 
external debt increased by 5.8% to € 23.8 billion or 79.6% 
of GDP. The split between short- and medium/long-term 
debt and between public- and private-sector debts, as a 
percent of the total, stands at 7.7% to 92.3% and 38.2% 
to 61.8% respectively. As of recently there has been an 
overall increase of short-term borrowings of banks, while 
enterprises have repaid some of their short-term 
borrowings. 

The Central Bank’s foreign exchange reserves stood at € 
9.86 billion at end-January 2011. Including commercial 
banks, total foreign exchange reserves amounted to € 
11.1 billion at end-January 2011.  

23.786
9.076

Medium and long-term debt 9.076
of which IMF sba 1.529

Short-term Debt 0
14.710

Medium and long-term debt 12.880
of which Banks 3.362
of which Enterprises 9.518

Short-term Debt 1.830
of which Banks 1.731
of which Enterprises 100

Source: Central Bank of Serbia

Total External Debt
Stock of External Debt as of 31.12.2010 (in million of EUR)

Public Sector External Debt

Private Sector External Debt

 

MONEY & FINANCIAL MARKETS: Following a cycle of 
monetary policy easing which started in 2009 and which 
saw the key policy rate fall by 975 basis points, the 
Central Bank has repeatedly raised its the key policy rate 
since H2 of 2010. In particular it raised the policy rate by 
50 bps in each of August, September and October to 
9.5%, then by 100 bps in each of November and 
December to 11.5%, by 50 bps in January, and by a 
further 25 bps in March to 12.25%. In the period ahead, 
the key policy rate is more likely to be raised or kept 
unchanged. The Central Bank in January 2011 adopted 
tighter rules on required reserves of banks by requiring 
them to differentiate their reserve requirement ratios on 
dinar and FX reserve bases depending on the maturity of 
liabilities. The new differentiated ratios eliminate the 
reserve base on dinar sources of funding of maturity of 
more than two years, while increasing the reserve base 
on FX liabilities with maturity shorter than two years. 
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Credit expansion to the private sector has been on the 
rise since late 2009, reaching 15% yoy (Euro basis) in 
December 2010. Loans to businesses grew by 16.1% yoy 
and to households by 12.8%. The growth rate of private 
sector deposits was however lacklustre at 4.6% yoy in 
December 2010 from 6.9% and 16.8% respectively in 
November and March 2010. The loan to deposit ratio 
stood at around 131% in December 2010 from 119% in 
December 2009.  

 

6. ALBANIA 
ECONOMIC OUTLOOK: The rate of economic expansion 
slowed substantially in 2009 but remained positive in 
sharp contrast to most other economies. In 2010 
economic activity remained relatively subdued, with GDP 
growth accelerating from 2.6% yoy in Q1 2010 to 3.3% in 
Q2 and 4.9% in Q3. Industry has been the main driver of 
growth in 2010, followed by transport, while the 
construction sector remains in recession. Factors which 
will be important in the coming quarters include external 
demand from main export markets, primarily Italy, and 
developments in Greece, which is a major trading partner 
as well as a source of capital inflows, including bank 
inflows and worker’s remittances. 

Real GDP (%∆ YoY, unadjusted data)
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FISCAL POLICY: Fiscal policy has been responsive to the 
economic environment. The budget deficit was reduced to 
3% of GDP in 2010 from 7.1% of GDP in 2009 helping to 
abate concerns over rising fiscal vulnerabilities. The 2009 
budget deficit was the result of implementation of 
ambitious public infrastructure projects but also of a 
slowdown in public revenues to 25.9% of GDP in 2009 

from 26.8% of GDP in 2008. In 2010 the government 
benefited from repayments of loans by the state-owned 
power generator KESh and increased tax revenue which 
bolstered total revenues to 26.6% of GDP. Following a 
decline of capital expenditure by 30% from its 2009 level, 
public expenditure in 2010 declined by 5% and amounted 
to 29.6% of GDP. Public debt of 59.4% of GDP remains 
at elevated levels. The government targets a budget 
deficit of 3.5% of GDP in 2011 but has set a ceiling of 3% 
of GDP for the annual budget deficit for the period 2012-
2014.  

INFLATION: Inflationary pressures have resurfaced as the 
prices of food and energy products have trended upwards 
following developments in the international markets. 
Inflation reached a twelve-month high of 4.5% in February 
2011. In 2010 inflation averaged 3.6% up from 2.3% in 
2009. The BoA’s inflation target band is 3% ±1pp.  
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BALANCE OF PAYMENTS: The trade deficit has been 
substantially reduced, by -12% in 2010, as exports 
increased by 50% versus a 2% increase in imports (US 
dollar basis). The depreciation of the local currency in 
2010 by 9.4% against the Dollar contributed to this 
development.  

Jan.-Sep.'10 Jan.-Sep.'09 %Δ
Exports 1.132 744 52%
Imports 3.097 3.073 1%
Trade Balance -1.965 -2.328 -16%
Services Balance 188 128 48%
Income Balance -8 -99 -92%
Current Transfers Balanace 898 904 -0,7%
Current Account Balance -886 -1.396 -37%

Current Account: Jan.-Sep.'10 ($ million)

Source: Central Bank of Albania  

The current account deficit is therefore expected to have 
narrowed to around 12.4% of GDP in 2010 from 15.6% of 
GDP in 2009. In the nine months of 2010 the current 
account was 7.7% of GDP from 11.4% of GDP a year 
ago. Net FDI retained much of its volume in the nine 
months of 2010 when it came to $ 741 million from $ 788 
million last year. On the other hand portfolio investment 
recorded a net outflow of $ 64.2 million in January-
September 2010 from an inflow of $ 11.9 million in the 
corresponding period of 2009. Similarly other investment 
recorded a net outflow of $ 146 million from $ a net inflow 
of $ 371 million. 
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MONEY & FINANCIAL MARKETS: The local currency 
depreciated against both the Euro and the US Dollar in 
2010. Against the Euro the local currency has been 
depreciating since late July 2010, by around 4.1% to 
LEK/EUR 140 on the 10th of March 2011.  
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The Bank of Albania cut its key policy rate by 100 bps in 
2009 and by another 25 bps in July 2010. It has since 
retained its key policy rate at 5%.  

Credit expansion accelerated from negative 3.5% yoy 
growth rate in November 2009 to 9% a year later, in 
November 2010 (Euro basis). In January 2011 credit 
expansion decelerated modestly to 8.5%, with loans to 
businesses grewing by 11.7% yoy and to households by 
2.1% yoy. The loans to deposits ratio stood at 61% in 
January 2011 from 66% in December 2009. 

 
7. FYROM 

ECONOMIC DEVELOPMENTS: Following a modest 
recession in 2009 the economy is set to expand in 2010. 
Annual GDP growth turned positive in Q2 of 2010 and 
accelerated in Q3 of 2010; however GDP growth slowed 
on a quarterly basis from 2.1% in Q2 of 2010 to 0.3% in 
Q3 of 2010. The outlook in the coming quarters is 
supported by a low public debt to GDP ratio, the absence 
of balance of payments pressure, and the agreement of a 
two-year € 475.6 million arrangement with the IMF, which 
ensures precautionary funding to be drawn upon if there 
is deterioration in external conditions. 

Economic recovery was supported by external demand in 
Q1 of 2010. In Q2 and Q3 of 2010 this has changed as 
the main driver of growth is now domestic demand while 
net exports have had a negative contribution, despite the 
substantial increase in exports because of their high 
import content. The annual growth of private consumption 
turned positive in Q1 of 2010 and has since accelerated 
to 4.1% in Q3 of 2010. After a significant yoy decline in 
Q1 2010 (mainly due to base effects) investment demand 
registered positive growth of around 4.8% yoy in both Q2 
and Q3 of 2010. Public consumption annual growth was 
negative in all of the first three quarter of 2010. Net 
exports growth turned positive in Q2 of 2010 
(representing widening of the trade deficit) after five 
quarters of negative growth.  

The construction sector was the principal driver of Q3 yoy 
GDP growth as it registered an increase in value added of 
18.4% yoy in Q3. On the other hand the annual growth in 
industrial value added was very weak, just 0.7% yoy in 
Q3, while the only sector to register a decline in value 
added was hotels and restaurants, by a negative 7.5%. 

Real GDP (%∆ YoY, unadjusted data)
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FISCAL POLICY: The overall fiscal stance of the 
government remains in line with its commitment to the 
informal currency peg against the Euro. The average 
general government budget deficit has been just 0.3% of 
GDP in the period 2005-2008. Under the effect of 
automatic stabilisers and the undertaking of a moderate 
fiscal stimulus package, the budget deficit widened to 
2.6% of GDP in 2009 from 0.9% of GDP in 2008. In the 
period January to November 2010 the budget deficit was 
72.1% of the target total for the year. Therefore it is 
expected that the budget deficit target of 2.5% of GDP for 
2010 has been achieved. The government is targeting a 
budget deficit of 2.5% of GDP in 2011 thus maintaining a 
neutral stance.  In its 2011-2013 Pre-Accession 
Economic Program, the government has stated its aim to 
further reduce the budget deficit to below 1.9% of GDP in 
2009. 
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INFLATION: Inflationary pressures have re-emerged in 
2010 on the back of the recovery of domestic demand 
and the increase in prices of food and energy products 
internationally. Inflation thus accelerated to an average 
rate of 1.6% in 2010 from negative 0.8% in 2009.  
Inflation was 3.9% in February 2011 driven by a 7.1% 
increase in the prices of food products and a 6.4% 
increase in the price of transport. 
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BALANCE OF PAYMENTS: The current account deficit 
narrowed to $ 126 million in the period January-
November 2010 from $ 566 million in the corresponding 
period of 2010, as export growth outstripped import 
growth and strong remittances increased the surplus in 
the current transfers balance. Net FDI inflows increased 
by 16% yoy in the eleven months of 2010 to $ 237 million.  

The current account deficit for 2010 is expected to have 
narrowed to around 3.5% of GDP from 7.2% of GDP in 
2009. 

Jan.-Nov.'10 Jan.-Nov.'09 %Δ
Exports 3.000 2.438 23%
Imports 4.682 4.384 7%
Trade Balance -1.682 -1.946 -14%
Services Balance 66 25 163%
Income Balance -146 -73 99,8%
Current Transfers Balanace 1.637 1.429 14,5%
Current Account Balance -126 -566 -78%
Source: Central Bank of FYROM

Current Account: Jan.-Nov.'10 ($ milllions)

 

MONEY & FINANCIAL MARKETS: Against a background of 
low inflation the Central Bank of FYROM has reduced the 
rate on Bank of FYROM bills by a half to just 4% from 9% 
in December 2009. The Lombard rate has also been 
lowered by 400 bps in the same period to 5.5%. The 
recent pick up in inflationary pressures may prevent the 
Central Bank from continuing its monetary policy easing 
cycle in the coming months. 

Credit expansion accelerated to 8.7% yoy in September 
2010 but decelerated to 4.4% by year end (Euro basis). In 
January 2011 loans to the private sector grew by 5.7% 
yoy (loans to businesses by 6.6% and to households by 
4.4%). The ratio of non-performing to total loans was 
10.4% at the end of September 2010 from 9.1% at the 
end of 2009. At the same time the banking sector remains 
well capitalised with a ratio of regulatory capital to risk 
weighted assets of 16.4% at the end of September 2010. 
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8. UKRAINE 
ECONOMIC OVERVIEW: The economy seems to be out of 
the woods for now, having recorded four quarters of 
positive annual growth in 2010. The recovery has been 
aided by the structural reform program that has been 
pursued in the context of the IMF stand-by arrangements, 
and the recovery of external demand which also led to 

increased prices of international commodities. 
Manufacturing growth was in the double digits throughout 
2010 as export-oriented industries benefited from the 
pick-up in world output. A gradual recovery in domestic 
demand is notable especially since Q2 of 2010. Gross 
fixed capital formation turned positive in Q3 2010 when 
household consumption growth accelerated further.  

Despite progress being made, the economy is still in the 
process of strengthening credibility with international 
investors. Therefore, the need remains to monitor 
developments in the current account and prevent 
financing needs to escalate to unsustainable levels. The 
strengthening of the financial system and fiscal 
adjustment in the context of continued IMF involvement is 
especially important in this respect.  
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FISCAL POLICY: The 2010 general government budget 
balance (including the social funds) is estimated at 5.1% 
of GDP, in line with the IMF program, from 6.3% of GDP 
in 2009. The overall deficit including the operational 
deficit of Naftogaz was 6.5% of GDP in 2010 or 9.9% of 
GDP when other debt creating flows such as bonds 
issued to recapitalize banks and to settle arrears on VAT 
refunds are included (IMF estimates). In 2011 the 
government plans to reduce the budget deficit to 3.1% of 
GDP, versus an IMF-prescribed target of 3.5% of GDP, 
through expenditure reducing measures. Measures 
include limited increases in public sector wages and 
pensions, reduction in staff numbers and spending on 
goods and services, and the enactment of a pension 
reform. The enactment of the new tax code, which has 
already been approved by parliament, leaves little scope 
for boosting revenues. This entails lowering the corporate 
tax rate by 2 pps each year to 19% in 2013 from 25% 
currently; lowering the VAT rate by 3 pps to 17% by 2014; 
and an increase of the personal income tax on high 
incomes to 17% from 15% at present. 

CDS spreads have decreased to around 460 basis points 
in early March 2011 from a high of around 5300 basis 
point two years ago. This improvement in the perception 
of international investors of the credibility of domestic 
policies has allowed the government and some 
businesses to tap the Eurobond market. In February 2011 
the government placed a 10-year Eurobond issue of $ 1.5 
billion with a yield of 7.95% per annum. 
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INFLATION: The fiscal consolidation effort and the 
subdued domestic demand contributed to the 
decelerating trend of inflation. However, as the recovery 
in private consumption and investment demand is gaining 
pace, inflationary pressures may re-emerge. Inflation was 
thus 8.2% in January 2011. The outlook for inflation 
depends crucially on the implementation of the IMF 
program measures. Fiscal consolidation is set to continue 
mitigating inflationary pressures. However administrative 
price increase, including increases of gas and utilities 
prices will pull the other way.  
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BALANCE OF PAYMENTS: The current account deficit 
widened by 40 bps to 1.9% of GDP in 2010 from 1.5% of 
GDP in 2009. Export growth was robust as the economy 
benefited from a rebound of global production and 
demand for commodities, including steel, which is a key 
export market for the economy. Import levels also grew 
and overtook the rate of growth of exports in H2 2010. At 
its current level the current account deficit is not alarming 
but the government should remain alert to the sources of 
financing of the deficit and promote policies to attract 
more FDI inflows. In this context it is encouraging that net 
FDI inflows increased by 22% in 2010 to 4.2% of GDP, 
from 4% of GDP in 2009. 

Jan.-Dec.'10 Jan.-Dec.'09 %Δ
Exports 52.120 40.394 29%
Imports 60.517 44.701 35%
Trade Balance -8.397 -4.307 95%
Services Balance 4.709 2.354 100%
Income Balance -1.942 -2.440 -20%
Current Transfers Balanace 3.072 2.661 15%
Current Account Balance -2.558 -1.732 48%

Current Account: Jan.-Dec.'10 ($ million)

 

MONEY & FINANCIAL MARKETS: The Central Bank 
gradually reduced the key policy rate by 250 bps in 2010 
to its present level of 7.75%. The downward trend of 
inflation facilitated this policy stance. In the coming 
months inflationary pressures are likely to re-emerge as 
domestic demand recovers. Already the Central Bank has 
taken steps to mop up excess liquidity through other 
policy instruments, including sales of government 
securities. The exchange rate has been kept within a 
close band against the US dollar (min: 7.82 max: 8.13 
UAH/EUR since 1/1/2010), influenced by regular 
interventions of the Central Bank in the forex market. 

However it is expected that greater flexibility in the forex 
market will be allowed under the direction of the IMF.  

Credit expansion (euro basis) reached 5.4% yoy in 
January 2011 from its recent high of 19.6% in August 
2010. Loans to businesses grew by 12.9% yoy, while 
loans to households declined by 9.8%. Private sector 
deposit growth picked up considerably since H2 2010 and 
stood at 32.2% yoy in January 2011, reducing the loan-to-
deposit ratio to 183 % from 240% in May 2009. Non 
performing loans remain high (17% to 41% of total loans 
depending on the strictness of the definition) and the 
Central Bank is overseeing the implementation of a range 
of measures to address this issue, including the 
introduction of a corporate insolvency law and the 
restructuring of the personal bankruptcy law. Official 
reserve assets stood at $ 35.24 billion at the end of 
January 2011 from $ 26.51 at end of 2009. 

Exchange Rate Developments
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9. TURKEY 
ECONOMIC OVERVIEW: The economy has posted an 
impressive comeback having recouped all ground that 
was lost in the 2009 recession.  

Real GDP (%∆ YoY, unadjusted prices)
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This positive development is in part the result of 
significant steps that were taken following the 2002 
recession, including structural reform of the banking 
sector and considerable fiscal adjustment. The marked 
improvement in the outlook of the economy is evidenced 
in relatively low CDS spreads as compared to developing 
and many developed economies and the recent upward 
revision of the credit rating outlook of government bonds. 
However it is not all blue skies as the strong rebound of 
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domestic demand which has supported the recovery may 
be causing the economy to overheat, underlying the 
necessity for appropriate fiscal and monetary policy in the 
coming periods. 

FISCAL POLICY: After widening to 5.6% of GDP in 2009 
the fiscal deficit has since narrowed to 3.6% of GDP in 
2010, versus a target deficit of 4% of GDP. This positive 
performance is mainly due to temporary factors including 
a surge in tax revenue by 22% on the back of strong 
domestic demand and lower interest expenditure by 9.2% 
due to declining interest rates. On the contrary, non-
interest expenditure increased by 14.1%. The 
government is targeting a budget deficit of 2.8% of GDP 
in 2011. Further fiscal adjustment may be difficult in view 
of the general election due in June 2011; however the 
necessity for a tighter fiscal policy is pressing, not least 
because it can help absorb liquidity thereby reducing 
demand and inflationary pressures and in conjunction 
with the Central Bank’s monetary policy help overcome 
incipient risks of overheating. 

INFLATION: After reaching a peak in April 2010 at 10.19%, 
inflation has been on a downward trend to 4.9% in 
January 2011. This favourable trend is partly driven by 
temporary ase effects. In the coming months inflationary 
pressures may re-emerge driven by the domestic demand 
as well as the exchange rate pass-through and higher 
energy and food prices internationally. The recent stance 
of the Central Bank to keep interest rates low to curb 
short-term capital inflows may be indicating that it is 
willing to tolerate a bit more of inflation. 

Consumer Price Inflation -  (%∆ YoY)
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BALANCE OF PAYMENTS: That the economy is in risk of 
overheating can be gleaned by the ballooning current 
account deficit which has tripled over the last year on the 
back of surging domestic demand. The current account 
registered a deficit of $ 48.6 billion in 2010 or an 
estimated 6.3% of GDP from $ 14 billion or 2.3% of GDP 
in 2009. This is the result of the high import content of 
domestic demand. At the same time foreign direct 
investment inflows rose by only 6% contributing to a drop 
of the net FDI to current account deficit ratio to 14.7% in 
2010 from 49% in 2009. This underlines the overheating 
issue as most of the current account deficit was 
previously covered by other capital inflows of a less 

permanent character which do not have a direct impact 
on the productive capacity of the economy. In particular, 
the net portfolio investment to current account deficit ratio 
exploded to 33.5% in 2010 from 1.6% in 2009. 

Jan.-Dec.'10Jan.-Dec.'09 %Δ
Exports 120.952 109.647 10%
Imports 177.272 134.497 32%
Trade Balance -56.320 -24.850 127%
Services Balance 14.208 16.749 -15%
Income Balance -7.816 -8.189 -5%
Current Transfers Balanace 1.371 2.299 -40%
Current Account Balance -48.557 -13.991 247%
Source: Central Bank of Turkey

Current Account: Jan.-Dec.'10 ($ million)

 

MONEY & FINANCIAL MARKETS: The Central Bank of 
Turkey’s unconventional policy stance which has four 
elements: 1) it has raised the required reserve ratios in 
domestic currency from 5% to close to 10% from 
September 2010 to January 2011 aiming at discouraging 
excessive leverage; 2) it has widened the corridor 
between overnight borrowing (reduced from 1.75% to 
1.5% on 16th of December 2010) and lending rate 
(increased from 8.75% to 9% on 16th of December 2010) 
and lowered the key policy rate (from 7% to 6.5% on 16th 
of December and 6.25% on 20th of January 2011) to 
promote fluctuations of short-term rates and stem 
speculative inflows; 3) it has adopted a new system of FX 
reserve policy, including raising the required reserve ratio 
of FX assets three times in 2010 and keeping it above 
that of TRY assets; 4) it has, finally, encouraged more 
widespread use of hedging risk instruments such as the 
Turkish Derivatives Exchange1. 

Looking ahead it is possible that a re-emergence of 
inflationary pressures may lead the Central Bank of 
Turkey to revise its policy stance and increase the key 
policy rate forcing it to devise different policy measures 
for curbing short term inflows.  

Exchange Rate Developments
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1 See Yilmaz Durmus Governor of Central Bank of Turkey 
(2011), “Revisiting the Tinbergen Rule: use the 
macroprudential tools to maintain financial stability”, 
Financial Stability Review, No. 15, Banque de France. 
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9. ECONOMIC DATA – GREECE 

Real GDP Growth 4,5 4,5 1,0 -2,0 -4,5 -3,0 1,1
Gross Fixed Total Investments (including stocks) 8,1 4,3 -7,5 -11,2 -16,5 -7,5 -2,6

  - Residential Investment 29,1 -6,8 -29,1 -19,5 -24,0 -11,0 -4,0
  - Equipment 14,2 8,6 6,2 -10,2 -13,4 -7,5 -2,7

Unemployment  (percent) 8,6 8,3 7,6 9,5 12,4 14,8 15,0
Employment 2,5 1,3 1,1 -1,1 -2,5 -2,5 0,0
Consumer Price Index (year average) 3,2 2,9 4,2 1,2 4,7 2,5 1,6
Unit Labor Cost (1995=100) 0,7 3,7 5,7 3,4 -0,8 -0,7 0,2
Credit Expansion (Private Sector) 19,7 21,5 15,9 4,1 -0,1 -1,0 2,0
Government Deficit (as % of GDP) -5,7 -6,4 -9,4 -15,4 -9,6 -7,5 -6,5
Current Account  (as % of GDP) -9,6 -12,4 -13,0 -10,1 -9,6 -8,0 -6,5
Source: Alpha Bank Research, IMF

2009 2010 2010 2010 2010 2010 2011
I II III IV available period

Economic Activity (period average)
Retail Sales Volume -9,3 5,7 -0,2 -3,9 -15,1 -6,8 …
Construction Activity -26,5 -20,6 -24,3 -25,0 … -25,3 …
Industrial Production (Manufacturing) -11,2 -4,3 -4,2 -5,0 -2,8 -4,8 -4,5 (Jan)
PMI (manufacturing) 45,3 44,6 42,6 44,3 43,5 43,8 42,8 (Feb)
Economic Sentiment Indicator 76,3 78,8 72,3 74,2 74,1 75,1 79,4 (Feb)
Index of Business Expectations in Manufacturing 72,1 14,8 10,7 7,1 5,1 75,8 80,6 (Feb)
Consumer Sentiment Index -45,7 -52 -65 -65 -72 -64 -67 (Feb)

Credit Expansion (end of period)
Private Sector 4,1 3,5 2,6 1,2 -0,2 -0,1 -0,3 (Jan)
Consumer Credit 2,0 1,0 0,0 -2,1 -4,2 -4,2 -4,1 (Jan)
Housing 3,7 3,5 2,3 1,0 -0,4 -0,4 -0,7 (Jan)
Business 5,1 4,2 3,7 2,3 1,0 0,9 0,8 (Jan)
Tourism 7,8 8,2 3,9 4,5 2,9 2,9 1,3 (Jan)

Prices (end of period)
Consumer Price Index 1,2 3,0 5,2 5,5 5,1 4,7 4,4 (Feb)
Core Inflation 2,4 1,7 3,3 3,7 3,3 3,0 2,1 (Feb)

Interest Rates (period average)
Savings 0,56 0,38 0,37 0,39 0,44 0,45 0,38 (Jan)
Short-term Business Loans 6,07 5,84 6,12 6,39 6,64 6,79 6,81 (Jan)
Consumer Loans (up to 1 year) 11,53 11,13 11,14 12,12 12,17 12,33 12,29 (Jan)
Housing Loans  (over 10 years) 4,08 3,60 3,69 3,97 4,10 4,06 4,41 (Jan)
3 month Euribor 0,70 0,63 0,77 0,85 0,94 1,11 1,46 (Feb)
10 year Bond Yield 5,17 6,24 8,30 10,79 10,03 12,47 11,94 (Feb)

National Accounts 
Real GDP -2,0 -0,7 -5,0 -5,1 -6,6 -4,5 …
Final Consumption -2,2 1,0 -5,0 -5,6 -8,6 -4,5 …
Investment -11,2 -5,0 -17,1 -7,1 -19,4 -16,5 …
Exports -20,1 2,2 3,2 -0,9 12,8 3,8 …
Imports -18,6 0,5 -8,4 -8,9 -3,2 -4,8 …

Balance of Payments (in € mn - Cumulative)
Exports of Goods 15,3 3,5 7,8 12,2 17,1 17,1 …
Imports of Goods 46,1 11,8 23,1 34,5 45,4 45,4 …
Trade Balance -30,8 -8,3 -15,3 -22,3 -28,3 -28,3 …
Invisibles Balance 6,1 -1,5 0,9 5,9 6,3 6,3 …
Invisibles Balance / Trade Account 19,8% 18,1% 5,9% 26,6% 22,3% 22,3% …
Current Account -24,7 -9,8 -14,4 -16,3 -22,0 -22,0 …
Direct Investments 1,1 0,9 0,9 0,4 0,7 0,7 …
Portfolio Investments 27,1 4,9 -5,0 -18,3 -20,9 -20,9 …

Athens Stock Exchange (end of period)
Composite Index 2.196,0 2.067,0 1.434,0 1.471,0 1.414,0 1.413,9 1.576,9 (Feb)
% change 22,9 22,7 -35,1 -44,7 -35,6 -35,6 -17,6 (Feb)
Market Capitalization ASE (% of GDP) 34,6 32,8 23,4 24,4 23,3 23,3 26,4 (Feb)

Source: Hellenic Statisticsl Authority (EL.STAT.) and Alpha Bank Research

(% change unless otherwise noted) 

Quarterly Data

2007 2008 2009Yearly Data 2006 2010 2011f 2012f
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10. ECONOMIC DATA – SOUTHEASTERN EUROPE 
Romania 2007 2008 2009 2010 2011 (f) 2012 (f) Bulgaria 2007 2008 2009 2010 2011 (f) 2012 (f)

Real Economy Real Economy
Real GDP 6,3 7,3 -7,1 -1,3 1,9 3,4 Real GDP 6,2 6,0 -5,0 0,2 2,0 4,0

Private Consumption 11,8 9,5 -10,6 -3,9 1,0 2,5 Private Consumption 5,3 4,8 -6,3 -3,6 1,5 3,5
Government Consumption -0,3 7,2 0,7 -3,2 -0,5 1,0 Government Consumption 3,4 -1,4 -5,7 -2,3 0,5 0,5
Gross Fixed Investment 30,3 16,1 -25,3 -12,0 5,5 7,0 Gross Fixed Investment 21,7 20,3 -26,9 -9,0 4,0 5,5
Exports (Goods & Services) 7,8 7,7 -5,2 21,0 6,2 5,2 Exports (Goods & Services) 5,2 2,9 -9,8 11,8 4,2 6,2

Imports (Goods & Services) 27,9 7,0 -21,3 15,6 5,1 4,5 Imports (Goods & Services) 9,9 4,9 -22,3 1,8 4,0 5,1
Prices Prices
HICP Inflation (Avg) 4,9 7,9 5,6 6,1 5,1 3,4 HICP Inflation (Avg) 7,6 12,0 2,5 3,0 2,9 3,0
General Government  (%GDP) General Government  (%GDP)

Overall Balance -3,1 -4,8 -7,4 -6,5 -4,4 -3,0 Overall Balance 3,5 3,0 -0,8 -3,9 -2,5 -1,3
Balance of Payments (% GDP) Balance of Payments (% GDP)

Current Account Balance -13,4 -11,6 -4,2 -4,2 -5,0 -5,5 Current Account Balance -26,8 -24,0 -9,9 -0,8 -2,0 -3,0

Cyprus 2007 2008 2009 2010 2011 (f) 2012 (f) Serbia 2007 2008 2009 2010 2011 (f) 2012 (f)

Real Economy Real Economy
Real GDP 5,1 3,6 -1,7 1,0 1,8 2,5 Real GDP 6,9 5,5 -3,0 1,7 3,0 4,1

Private Consumption 9,4 8,4 -3,0 0,0 1,3 2,1 Private Consumption 4,0 7,6 -3,0 -0,2 1,3 3,0
Government Consumption 0,3 6,2 5,8 -4,0 0,4 0,7 Government Consumption 18,2 1,6 -5,0 -2,0 -3,5 0,5
Gross Fixed Investment 13,4 8,6 -12,0 -6,0 1,4 2,7 Gross Fixed Investment 25,6 1,9 1,0 2,0 3,3 5,0
Exports (Goods & Services) 6,1 -2,1 -11,8 4,0 3,9 4,1 Exports (Goods & Services) 17,2 8,9 -12,4 11,0 12,4 9,0
Imports (Goods & Services) 13,3 8,0 -19,8 0,5 3,3 3,4 Imports (Goods & Services) 26,0 9,3 -17,3 3,0 4,0 7,4

Prices Prices
HICP Inflation (Avg) 2,2 4,4 0,2 2,6 2,3 2,5 Consumer Price Inflation (Avg) 6,5 12,4 8,1 6,2 9,4 4,5
General Government  (%GDP) General Government  (%GDP)

Overall Balance 3,4 0,9 -6,1 -4,9 -4,1 -3,0 Overall Balance -1,9 -2,6 -4,3 -4,5 -4,1 -3,1
Balance of Payments (% GDP) Balance of Payments (% GDP)

Current Account Balance -11,7 -17,5 -8,3 -5,2 -7,4 -7,1 Current Account Balance -15,9 -17,6 -7,0 -7,1 -7,1 -7,3

Albania 2007 2008 2009 2010 (f) 2011 (f) 2012 (f) FYROM 2007 2008 2009 2010 (f) 2011 (f) 2012 (f)

Real Economy Real Economy
Real GDP 6,0 7,8 3,3 3,4 3,6 4,2 Real GDP 6,1 5,0 -0,9 1,2 3,0 4,0

Private Consumption - - - - - - Private Consumption 7,2 5,8 -3,1 1,0 2,4 3,7
Government Consumption - - - - - - Government Consumption 6,1 2,0 -5,4 -1,5 1,0 1,5
Gross Fixed Investment - - - - - - Gross Fixed Investment 17,8 6,0 0,5 -4,5 6,0 6,0
Exports (Goods & Services) - - - - - - Exports (Goods & Services) 11,8 7,5 -8,8 10,5 5,5 6,5
Imports (Goods & Services) - - - - - - Imports (Goods & Services) 15,2 11,8 -9,1 5,0 6,0 7,0

Prices Prices
CPI Inflation (Avg) 2,9 3,4 2,3 3,6 3,6 3,7 CPI Inflation (Avg) 2,3 8,3 -0,8 1,6 3,0 2,9
General Government  (%GDP) General Government  (%GDP)

Overall Balance -3,9 -5,5 -7,1 -3,0 -3,5 -3,0 Overall Balance 0,6 -0,9 -2,6 -2,5 -2,5 -2,0
Balance of Payments (% GDP) Balance of Payments (% GDP)

Current Account Balance -10,3 -15,3 -15,6 -12,4 -10,3 -8,0 Current Account Balance -7,0 -12,8 -7,2 -3,5 -4,4 -3,8

Ukraine 2007 2008 2009 2010 2011 (f) 2012 (f) Turkey 2007 2008 2009 2010 2011 (f) 2012 (f)

Real Economy Real Economy
Real GDP 7,9 2,1 -15,1 4,2 4,5 4,9 Real GDP 4,7 0,7 -4,7 8,2 4,5 5,0

Private Consumption 17,0 12,8 -13,9 4,8 3,2 3,5 Private Consumption 5,5 -0,3 -2,2 7,3 6,1 6,4
Government Consumption 1,8 1,1 -5,6 1,5 1,0 1,7 Government Consumption 6,5 1,7 7,8 0,5 4,5 4,0
Gross Fixed Investment 6,6 1,7 -15,5 3,4 10,0 12,0 Gross Fixed Investment 3,1 -6,2 -19,1 26,5 7,1 9,5
Exports (Goods & Services) 2,8 5,7 -25,6 9,0 4,5 4,2 Exports (Goods & Services) 7,3 2,7 -5,3 3,6 7,8 7,5
Imports (Goods & Services) 23,9 17,0 -38,6 15,8 5,2 5,9 Imports (Goods & Services) 10,7 -4,1 -14,3 20,6 12,5 13,2

Prices Prices
CPI Inflation (Avg) 12,8 25,2 15,9 9,4 10,6 9,3 CPI Inflation (Avg) 8,8 10,4 6,3 8,6 5,8 6,4
General Government  (%GDP) General Government  (%GDP)

Overall Balance -2,0 -3,2 -6,3 -5,1 -3,1 -2,5 Overall Balance -1,8 -2,8 -5,6 -3,6 -2,8 -2,5
Balance of Payments (% GDP) Balance of Payments (% GDP)

Current Account Balance -3,7 -7,1 -1,5 -2,0 -2,4 -2,6 Current Account Balance -5,9 -5,7 -2,3 -6,3 -7,0 -7,5

Source: Central Banks, National Statistical Institutes, IMF, Economist Intelligence Unit, Eurostat, World Bank, Alpha Bank Economic Research
Note: Data for a 2010 are preliminary

 

 

 

 

 

 

 

 

 

 

 

 


