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Foreword 

This is the  second IOBE bulletin  on the  Greek economy  for  2018. Its publication  takes place 

ahead of  a major  milestone  for  the  Greek economy  and society, as at the  end  of  August  Greece 

will  no longer  be in an Economic  Adjustment  Programme,  for  the  first  time  after  more  than  eight  

years. This creates  significant  challenges  for  maintaining  the  achieved  fiscal consolidation,  

continuation of  the  reforms,  financing  of  the  Greek State and the  domestic  economy,  and for  

the  growth  prospects.  As every IOBE quarterly  bulletin,  this  report  includes  four  chapters  and  

an appendix  with  key structural  indicators.  The bulletin  starts  with  an analysis of  the  challenges  

for  the  Greek economy  in the  period  after  the  end  of  the  programmes.  The rest  of  the  report  is 

structured  as follows:  

The first  chapter  presents  a brief  overview  of  the  report.  Chapter  2 examines  the  general  

economic  conditions,  including  a) an analysis of  the  global  economic  environment  in the  first  

quarter  of  2018 and its outlook  for  the  rest  of  the  year, based on the  latest  reports  of  the  

International  Monetary  Fund and the  European  Commission;  b) an outline  of  the  economic  

climate  in Greece in the  second quarter  of  this  year, based on data  from  the  latest  IOBE business  

and consumer  surveys; c) an assessment  of  the  execution  of  the  State Budget  in the  first  four  

months  of  2018; d) an outline  of  the  developments  in the  domestic  financial  system between  

March  and May 2018. 

Chapter  3 focuses on the  performance  of  the  Greek economy  in early  2018. It includes  an 

analysis of:  the  macroeconomic  environment  in the  first  quarter  of  2018; the  developments  in 

key production  sectors  over  the  same period;  the  export  performance  of  the  Greek economy  

between  January and April;  the  developments  in the  labour  market  in the  first  quarter;  the  

trends  in inflation  in the  first  five months  of  2018; and, finally,  the  trends  in the  balance  of  

payments  in the  first  quarter  of  2018. 

Chapter  4 presents  the  findings  of  a study  on the  possibilities  of  overhauling  the  income  

taxation  system in Greece. 

The report  is based on data  that  were  available  up  to  04/07/2018.   

IOBE's next  quarterly  bulletin  on the  Greek economy  will  be published  in late  October  2018. 
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AFTER THE 

PROGRAMMES 
 

The Greek economy  is currently  exiting  its third  economic  adjustment  

programme . Its completion  marks  the  end  of  an eight -year period,  during  

which  financing  from  the  markets  was not  feasible,  while  the  economic  

policy  was guided  by agreements  with  the  country's  partners  and  

creditors.  The Greek programme  will  also be the  last of  the  Eurozone  

rescue programmes,  triggered  by the  2008 global  crisis, completed  much 

later than  the  rest.  For the  Greek economy,  this  also marks  the  end  of  

nearly  ten years of  profound  and multifaceted  recession.  At this point  in 

time , we need to assess  the  recent  course  of  the  economy  and its 

prospects,  which  now  contain  substantial  opportunities  but  also equally  

significant  challenges .  

With  the  completion  of  three  successive programmes,  the  Greek economy  

has achieved  fiscal balance, it  no longer  produces  fiscal deficits,  and it  can 

service at least a substantial  part  of  the  obligations  it  has undertaken.  

Balance is also observed  in the  external  sector,  with  a substantial  decrease 

of  imports  over  the  past decade, accompanied  by a gradual  increase  in 

exports,  especially  in the  past  few years. The international  

competitiveness  of  the  economy  has also improved,  primarily  through  

adjustments  in the  unit  labour  cost. The positive  rate  of  growth  recorded 

last year , in real  terms,  has carried  over  to  2018 and the  prospect  of  a 

steady  positive  trend  remains  until  the  economy  converges  to  its medium -

term  potential.  The risk of  extreme  instability  and dismissal  from  the  Euro 

area has become  very limited.   
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However,  the  consolidation  of  the  economy  was achieved  mainly  through  

recession.  The crucial  issue is whether  the  elimination  of  the  twin  deficits  

is sustainable  and compatible  with  a steady, robust  growth  path . At the  

same time,  as the  competitiveness  boost  was not  achieved  primarily  by 

improving  the  institutional  framework  of  the  economy,  it remains 

unknown whether  wage growth  (which  of  course  is the  ultimate  goal) will  

gradually  lead back to  loss of  competitiveness.  Besides, the  growth  rates  

recorded  in the  current  period  are not  those  that  are expected  for  an 

economy  coming  out  of  a crisis in a dynamic  fashion,  while  they  rely  to  a 

large extent  on the  positive  external  environment.  In light  of  the  above,  

asset values in the  economy,  reflecting expectations  about its future  

course,  currently remain  low.   

A careful mapping  of  the  opportunities  and challenges  for  the  coming  

period  is not  only  important  for  those  working  or  operating  in the  Greek 

economy,  and for  potential  investors,  but  also for  its citizens  and those  

who  will  shape the  economic  policy  from  now  on. Until  the  economy  is set 

on a track  of  robust  growth,  each of  the  economic  policy  decisions  and the  

behaviour  of  investors  will  have a particularly  high  degree  of  criticality.  

Three issues should  be taken  into  account:  the  features  of  the  economy  in 

the  period  before  the  start  of  the  crisis, the  developments  during  the  three  

successive programmes,  and the  post -programme  framework  that  is 

being  shaped .  

The agreement  reached about the  post -programme  relationship  with  the  

creditors  and partners does not  have many aspects that should cause 

surprise.  The postponement  of  part  of  the  debt  service obligations  imply  

that  they  will  not  impose an excess burden  on the  Greek State for  the  

foreseeable  future,  as indeed  was also the  case during  the  programmes . 

At the  same time,  the  provision of a cash buffer , which  is essentially  an 

attempt  to  substitute  a standard  precautionary credit  line, means  that  

drawing  funds  from  the  markets  in the  short  term  can be done  under a 

certain  degree  of  protection.  The combination  of  planned  high  primary  

surpluses  and systematic  supervision  clearly  reflects  a deficit  of  trust  

between the parties . In essence, the view has prevailed , also on the  basis 

of  the  experience  during  the  programme  implementation,  that  access to  

additional  resources  and allowing more degrees  of  freedom  would  not  

lead to  high growth , most probably, but  to  regress, both  in the  short  and 

the medium  term.  In particular,  the  agreed primary surplus  size reflects,  

on the  one hand,  the  need  for  the  country  not  to  return  to  irresponsible  

policies  of  fiscal deficits  and, on the  other,  the  lack of  confidence  in 

adoption  of  adequate growth  policies.  These surpluses  would  have been 

lower  if  it  was clear that  the  country  would  not  derail  in the  future,  as the  

creditors  do not  want  to  find  themselves  in the  position  of  having  to  deal  

again with  the  Greek issue in the  next  few years.  

The economy 

moves in positive 

growth territory  

 

Economic  policy  

decisions , in the 

next months, 

will crucially 

affect the 

growth rates  
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Overall,  the  agreement  for  the  post -programme  era cleared  major  

obstacles  that  could  have derailed  the  economy  over  the  next  few years. 

Meanwhile , the  degrees  of  freedom  are also projected  to  be very limited.  

The Greek economy  is prescribed  to  move  ahead with  just  a few policy 

tools  available.  This reduces  the  risk  of derailment  and the  probability  of  

significant  damage  caused to  itself  and to  its partners . However,  this  also 

reduces  its growth  prospects,  at least because a significant  part  of  its  

productive  resources  are planned  to  be directed  to  the  public  purse  

through  taxation.  As long  as the  public  sector  is not  modernised,  the  

burden  on the  economy  will  grow  over  time.   

To evaluate  the  growth  prospects,  we must  take account  of  how  the  

production  forces  but  also society  and its political  expression  behaved  

during  the  decade-long  crisis. The deficits  were  eliminated  and 

competitiveness  improved,  but  mostly  through  the  recession  and to  a very 

small  extent  though  structural  changes. On the  positive  side, there  was 

support  for  the  European  orientation  of  Greece and the  corresponding  

acquired  rights . At the  same time,  however,  there  was little  appetite  to  

break  with  the  critical  pathologies  of  the  past, and a very low  degree  of  

consensus  for  changes with  a growth  perspective.  The main  changes took  

place due  to  the  threat  of  greater  economic  disaster  and not  as 

components  of  a strong  growth  narrative .  

The most  crucial  question,  of  course,  is if  the  structural  characteristics  of 

the  Greek economy,  as shaped  over  the  recent  decades, have changed  

sufficiently  to  allow  us to be  optimistic that  higher  growth  and prosperity  

will be achieved from  now  on. Comparing  the  performance  of  the  Greek 

economy  with  those  of  other  countries  of  the  European  periphery,  such 

as Spain and Ireland,  we can observe,  at least since the  early  1980's, a lag 

with  respect  to  both  the  real  per  capita  growth  rate  and productivity.  The 

maintenance  of  high  consumption  level over  time  relied  on borrowing  and  

other  resources  from  abroad  and to  the  extent  that  this  flow  will  now  be 

lower , other  ways to  converge  with  the  European  averages ought  to  be 

sought.  In other words , if  with  the  end of  the  programmes  the  Greek 

economy  gradually  reverts  to  the  medium -term  trends  of previous  

decades, income  will  grow  at a relatively  low  rate.  This of  course  is a 

problem  in itself,  as households  and businesses have suffered  significant  

stress during  the  past  decade, but  in addition  it  hinders  the  handling  of  

the  accumulated  burden  of  public  and private  debt.  

The country's  external  environment  offers  opportunities  but  currently  it  

also poses significant  challenges.  Although  a possible  slowdown  of  growth  

around  the  world  will  create  pressure  for  the  Greek exports  of  goods  and  

services, while  higher  energy  costs internationally  will  burden  significantly  

part  of  the  Greek production  as well,  the  European  developments  are 

going to  be more  critical.  The deepening  and the  integration  of  the  Euro 

area mechanisms  is progressing  very slowly.  This development  can 

Medium -term  

trends  are 

relatively low  
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probably  be explained  to  the  extent  that  the  Euro area as a whole  is now  

posting  positive  growth  rates, the  adjustment  programmes  have been 

completed  and there  has been a relative  consolidation  of  the  public  

finances.  However,  the  banking  union  on the  one hand  and the  

coordination  of  fiscal policy  on the  other  constitute  the  minimum  

conditions  necessary for  a boost  of  the  competitiveness  of  the  European  

economy,  so that  when  the  next  crisis is triggered  it  will  have greater  

coherence  and more  effective  mechanisms  of  response  to  asymmetric  

shocks.  

In conclusion,  during  the  past decade there  has been  progress  in the  

Greek economy  at macroeconomic  level and in specific  structural  sectors,  

but  valuable  time  has been  lost  on several  other  fronts.  The Greek 

economy  was not  destroyed,  but  neither  was it  reformed  sufficiently  to  

achieve a strong  growth  potential.  Overall,  the  crisis was not  addressed  as 

an opportunity  to  establish  a "new  economy",  a new production  model,  as 

opinions  supporting  the  old  model  dominated  even if  placed in a new 

context.  However,  as the  excuse that  the  crisis was spurred  by the  

adjustment  programmes  and foreign  interventions  no longer  holds  sway, 

the  criticality  of  each decision  that  will  be taken  from  now on  is 

heightened . 

The decision s that  shaped  the  landscape  after  the  last programme  provide 

some addit itional  Ɉspace and timeɉ so that  the  Greek economy gets on a 

positive growth path , launching  a real  restructuring  of  the  economy  

through  the  markets  and ultimately  building  a new production  model.  It 

does not  mark  the  end of  the  crisis, as significant  effort  has yet to  be 

expended.  Certainly,  we cannot  assume that  the  end  of  the  programme  

involves  looser  oversight  or  that  the  opportunities  for  misuse  of  any 

degrees  of  freedom  will  gradually  recover.  To the  extent  that  the  reliance  

on the  markets  will  increase, gradually  and over  a decade, such claims will  

be rising  sharply.  Delays, ambivalence  and regress  will  not  only  cause 

significant  gaps, as they  had until  now,  but  will  lead to  instantaneous  and  

painful  increase  of  the  funding  costs for  companies  and households , and  

investor  flight,  and thus  perpetuation  of  the  recession , or  at least 

stagnation,  and of high unemployment.  In this  sense, the  central  

importance  of  the  programme's  completion  is perhaps that  the  largest  

part  of  the  responsibility  is now transferred  to  the  domestic  political  and  

economic  system, which  will  have only  minimal  possible  excuses if it  does 

not  move  the country in a direction  of  growth.    
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1.  BRIEF OVERVIEW  
 

Accelerating  global  growth  in  2018, despite  the  protectionist  trade  policies  

Based on the  data  available  so far  for  the  first  quarter  of  this  year (IMF International  Financial 

Statistics), the world  economy  grew  at an average rate  of  3.6% in the  first  quarter  of  2018, as in the  

immediately  preceding  quarter  and slightly  faster  than  in the  same quarter  of  last year (3.4%). 

However,  the  trend  is not  identical  in all countries  and regions.  Among  the  most  developed  

economies  (G7), the  rate  of  growth  accelerated  year on year, from  1.8% to  2.2%, yet it  was slightly  

weaker  compared  to  the  immediately  preceding  quarter  (2.4%). The acceleration  from  last year 

came mainly  from  the  United  States (2.8% from  2.0%) and France (2.2% from  1.4%), with  Germany  

and Italy  recording  slightly  higher  growth  as well.  In contrast,  the  strongest  slowdown  took  place 

in the  United  Kingdom,  from  2.1% to  1.2%, reflecting  the  impact  of  Brexit.  Among  the  major  Asian 

developing  economies,  growth  in China remained  steady, standing  for  the  sixth  quarter  at the  

range  6.8-6.9%. The growth  of  the  Indian  economy  accelerated  to  7.4%, from  6.0% a year ago. In 

Latin  America,  Brazil  completed  one year of  growth,  with  1.6%, from  -0.5% in early  2017. It should  

be noted  that  several  of  the  observed  high  growth  rates  may not  be preserved  over  the  medium  

term,  as many  countries,  especially  among  the  developed  economies,  are already  growing  at a rate  

higher  than  that  of  their  potential  output . 

The growth  of  the  world  economy  is expected  to  continue  to  strengthen  this  year. The 

expansionary  monetary  policy  in the  developed  countries,  with  less intensity  than  in previous  

years, the  further  strong  expansion  of  international  trade  and the  pro -cyclical US policies  

contribute  to  this  development . There are, however,  negative  risks as well  now,  such as the  impact  

of  the  US protectionist  trade  policy  measures  and their  countermeasures,  the  particularly  high  

levels of  public  and private  debt,  and  high  valuations  in the  capital  markets  following  their  recovery  

in recent  years, which  may drop  strongly  if  expectations  change. 
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In the  Euro area, the  expansionary  monetary  policy  will  continue  to  be a key growth  driver,  despite  

its tampering  this  year compared  to  the  past, particularly  by stimulating  investment . Following  the  

recent  announcement  from  the  ECB for  completion  of  the  programme  of  quantitative  easing (QE) 

at the  end  of  this  year, this  effect  will  weaken  notably  in the  years ahead. The expansion  of  

international  trade  will  maintain  the  positive  effect  of  net  exports,  but  this  will  probably  be milder  

than  last year, in a changing  international  environment,  due  to  restrictions  imposed  lately  in 

succession in international  trade . The Brexit  negotiations,  the  migratory  flows,  the  deleveraging  of  

businesses  and the  course  of  the  European  capital  markets,  upon  their  significant  recovery  in 

recent  years, remain  major  challenges  in the  Euro area.  

As analysed  in previous  IOBE reports,  the  recent  fiscal package of  cuts in taxes on income  and  

capital  in the  US, which  boosted  the  incentives  for  consumption  and investment,  has a catalytic  

impact  on growth  this  year. The FED continues  its policy  of  gradually  raising  interest  rates, which  

ups the  yields of  the  US treasury  bonds  as well,  becoming  a pole  of  attraction  of  funds  from  the  

Euro area and other  economies . Protectionist  trade  policy  measures  are expected  to  

counterbalance  these economic  developments  from  the  current  half  of  the  year. The intensity  of  

their  impact  will  depend  on whether  their  implementation  is extended  to  other  products,  

intensifying  the  reactions  of  trading  partners.  

Regarding the  developments  in the  major  developing  economies,  the  new conditions  after  the  

changes in US trade  policy , the rapidly  increasing  credit  expansion  and the  rising  fiscal deficit  

remain  significant  challenges  for  the  Chinese economy.  The strong  momentum  of  investment  and 

exports , strengthened  by recent  reforms,  will  power  the  acceleration  of  the  Indian  economy  this  

year and probably  in the  next . 

Under  these  developments  and prospects  of  the  world  economy,  IOBE projects  the  growth  of  

global  GDP in 2018 to  reach a rate  slightly  lower  than  4.0%. 

Further  acceleration  of  growth  in  the  first  quarter  of  2018, at  2.3%  

The output  growth  in the  Greek economy  strengthened  in the  first  quarter  of  this  year to  2.3%. The 

rise of  GDP during  this  period  was 0.3 percentage  points  faster  than  in the  previous  quarter  and 

two  percentage  points  higher  than  in the  corresponding  quarter  of  2017. The GDP growth  in the  

first  quarter  of  2018 reached  its highest  rate  in more  than  ten  years (since the  second quarter  of 

2008). 

Regarding the  trends  in individual  components  of  GDP in the  first  quarter  of  this  year, domestic  

consumption  declined  by 0.3% year on year, offsetting  their  growth  at a similar  rate  a year ago 

(+0.4%). The decline  came from  a similar  reduction  in private  consumption,  by 0.4%, which  was 

offset  in part  by a small  increase  in public  consumption  (0.3%), which  was not  sufficient  to  prevent  

the  fall  of  final  domestic  consumption  spending.  In the  firs t quarter  of  last year, the  consumption  

spending  of  the  private  sector  had increased  by 0.7%, while  public  consumption  had declined  by 

3.5%. 

The investment  expenditure  declined  by 12.1% year on year in the  first  quarter  of  2018, compared  

to  their  strong  growth  by 29.6% in the  corresponding  quarter  of  last year. Most  of  the  decline  

(69.2%) came from  lower  gross fixed  capital  formation  (-10.4%) and the  rest  from  weaker  build -up 

of  stocks, which  remained  relatively  high  at ɚ1.1 billion,  preventing  stronger  investment  decline.  



 

 

FOUNDATION FOR ECONOMIC & INDUSTRIAL RESEARCH ɀ IOBE 13 

THE GREEK ECONOMY |  VOL. 2/18 

Almost  all the  decline  of  fixed  capital  formation  came from  fall  in transport  equipment  and military  

transport  (by 54.8% or  ɚ1 billion ). The strong  retreat  came afte r a sharp  rise of  investment  in this  

category  of  fixed  capital  in early  2017 (by 213.1%), mainly  due  to  higher  investment  in ships (Box 

3.1, p. 70), which  had formed  a very high  base level of  comparison  for  the  corresponding  period  of  

the  current  year. Therefore,  the  lower  fixed  capital  formation  in the  first  quarter  of  this  year was 

due  to  this  temporary  factor,  which  is also expected  to  have an effect  on investment,  with  a little  

less intensity,  in the  final  quarter  of  2018 as well.  

In the  external  sector  of  the  economy,  exports  expanded  by 7.6% in the  first  quarter  of  2018, an 

increase  that  preserves  their  2017 average growth  (6.9%), slightly  stronger  than  in the  same 

quarter  of  last year (5.2%). The new increase  came mainly  from  the  stronger  exports  of  goods, by 

10.5%, following  their  growth  in the  same quarter  of  the  previous  year by 3.0%. The foreign  

demand  for  services from  Greece strengthened  by 3.8% in the  first  quarter,  less than  in the  same 

period  of  last year, when  they  expanded  by 8.3%. 

In contrast  to  exports , imports  declined  by 2.8%, a drop  that  lessens somewhat  the  strong  growth  

from  the  corresponding  period  of  last year (11.2%). The decline  came exclusively  from  a fall  in the  

imports  of  goods, by 6.1%, against  strong  growth  a year earlier  (+11.7%). It came as a result  of  

strong  variation  and decline  in the  procurement  of  ships in this  period,  which  had a strong  negative  

impact  on fixed  capital  formation  as well.  The imports  of  services once more  increased  strongly,  as 

in the  first  quarter  of  2017, by 13.0%, slightly  more  than  a year earlier  (11.5%). The trends  in its two  

components  resulted  in a significant  decline  of  the  external  sector  deficit,  by 69.1%, or  ɚ1.55 billion,  

to  less than  ɚ696 million  or  1.5% of  GDP. 

Slight  growth  acceleration  of  the  Greek  economy  in  2018, to  2.0% 

The recent  developments  that  will  affect  the  domestic  economic  environment  not  only  for  the  rest  

of  this  year, but  over  the  medium  and long  term,  include  the  completion  of  the  fourth  and final  

review  of  the  third  programme  economic  adjustment,  the  Eurogroup  decisions  of  21 June on the  

medium -term  measures  for  facilitating  debt  servicing  and the  results  of  the  recent  stress test  on 

the  major  Greek banks.  Note  that  the  effectiveness  of  the  debt  interventions  over  the  long run  will  

depend  primarily  on continued  implementation  of  the  reforms,  which  will  further  strengthen  the  

confidence  in the  economic  policy  and in the  possibilities  of  the  Greek economy  to  reform  and shift  

to  a new growth  model,  a development  necessary to  achieve continuous  growth,  at a satisfactory  

pace. In any case, after  more  than  eight  years in adjustment  programmes  and continuous  financial  

support  from  the  official  sector,  the  transition  of  the  country  from  the  coming  August  to  an 

environment  without  these  features,  with  a new monitoring  process, creates uncertainty,  at least 

until  these  new conditions  become  reality.  

While  parameters  of  the  domestic  environment  are improving,  the  international  economic  climate  

is deteriorating.  The main  cause of  this  are the  protectionist  trade  policy  measures  in the  US, the  

announcement  of  countermeasures  by the  European  Union,  China and other  countries,  and the  

concern  about  escalation  of  policies  with  such content.  The announcement  that  after  almost  four  

years, the  ECB quantitative  easing measures  will  expire  at the  end  of  2018, also constitutes  a major  

challenge  to  economic  policy  in Europe, with  possible  effects  on economic  activity  worldwide.  
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In greater  detail,  the  completion  of  the  fourth  review  of  the  third  Economic  Adjustment  

Programme,  which  entails  the  completion  of  the  programme  overall,  in a short  time,  prevented  the  

escalation  of  insecurity  and the  deterioration  of  the  economic  environment  that  this  process 

usually  causes. Additional  fiscal measures  for  this  and subsequent  years were  not  included  in the  

prior  actions  for  the  completion  of  the  review.  At the  Eurogroup  of  21st June, the completion  of  the  

review  was confirmed,  and the  associated  loan  tranche  was approved,  amount ing to  ɚ15 billion,  

including  ɚ5.5 billion  that  will  be used to  service debt  in the  current  period,  while  the  remaining  

ɚ9.5 billion  will  be used for  creating  a cash buffer,  which  will  provide  the  ability  to  cover  part  of  the  

capital  needs for  the  debt  refinancing . To create  this  cash buffer,  the  Central  Government  has 

borrowed  funds  from  general  government  bodies  by issuing  repos  amounting  to  ɚ13.6 billion , 

creating  a buffer  totalling  ɚ24.1 billion,  which  is estimated  to  be sufficient  to  refinance  debt  for  

nearly  22 months.  The Hellenic  Republic  is expected  to  take some advantage  of  this  possibility,  yet 

it  is also expected  to  seek at least partly  to  refinance  its debt  from  the  international  capital  markets,  

in order  to  overcome  the  wariness  about  the  viability  of  less-then -full  coverage of  its financial  

needs by the  official  sector.  

The most  important  consequence  of  the  completion  of  the  fourth  review  is that  it  allowed  the  

adoption  of  additional,  medium -term  measures  on sovereign  debt,  including:  interest  rate  margin  

reduction  for  a particular  tranche  of  the  second bailout  loan, which  concerned  debt  repurchase;  

return  of  the  profits  of  central  banks  from  the  SMPs and ANFAs to  Greece, further  extension  of  the  

grace period  for  the  payment  of  interest  and principal  for  the  whole  second  loan  by 10 years to  

2032, and lengthening  of  the  average repayment  period  for  the  same period  of  time.  The new 

public  debt  decisions  limit  further  the  gross financing  needs for  its refinancing  until  2060, beyond  

the  reduction  already  achieved  through  the  short -term  measures,  adopted  in June 2017. The 

required  capital  resources  are projected  to  reach 16.2% of  GDP in 2040 and 18.4% of  GDP in 2050. 

They are project ed to  be marginally  lower  than  the  maximum  acceptable  limit  in 2060 (19.8%), 

which  potentially  indicates  that  it  would  be useful  to  take measures  for  the  sustainability  of  public  

debt  in the  long  run,  depending  on the  evolution  of  the  other  macroeconomic  variables  that  affect  

it  (real economic  growth  rate,  inflation,  interest  rates). 

The restriction  of  the  financing  needs over  the  medium  term,  until  2030, well  below  15% of  GDP 

(11.1%), is expected  to  defuse  shortly  the  uncertainty  about  the  sustainability  of  public  finances  in 

Greece and to  boost  the  expectations  for  stability  of  the  domestic  economic  environment.  

Subsequently,  it  will  improve  the  country's  attractiveness.  Nevertheless , the  continued  

implementation  of  reforms  is required  in order  to  preserve  the  fiscal consolidation,  as mentioned  

above. The fiscal policy  mix  of  recent  years, characterised  by hikes of  direct  taxation,  mainly  of  

individuals  that  provide  professional  services, but  also of  indirect  taxation,  dampening  the  

entrepreneurial  risk-taking  appetite,  needs to  change as well . Besides, as repeatedly  mentioned  in 

previous  IOBE reports  on the  Greek economy,  the  additional  fiscal measures  applied  in 2018, which  

include  higher  existing  taxes, levy of  new indirect  taxes, and increase  of the  direct  taxation  of  wage 

earners  and pensioners  and the  social contributions  of  fr eelancers,  will  exert  pressure  on the  real  

disposable  income  of  households  and on the  sustainability  and investments  of  sole enterprises.  

The impact  of  the  new fiscal measures  has already  transpired  in a small  decline  in household  

consumption  in the  first  quarter  of  this  year, despite  the  decrease of  unemployment  by 2.1 

percentage  points  compared  with  the  corresponding  period  of  2017. 

Regarding the  developments  in another  area of  the  economy  which,  as mentioned  earlier,  will  

affect  the  domestic  economic  environment  in the  current  and subsequent  years, the  heightened  
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concern  for  the  capital  adequacy  and soundness  of  the  banking  system eased after  the  

announcement  in early  May of  the  results  of  the  new stress test , which  showed  that  even under  

the  adverse  scenario  there  was no need for  further  capital . These results  are expected  to  lead to  a 

recovery  of  the  confidence  in the  banking  system and to  encourage  the  gradual  acceleration  of  the  

return  of  deposits.  In addition,  together  with  the  developments  on public  debt,  this  will  facilitate  

the  upgrade  of  the  credit  ratings  of  the  banks, easing their  access to  the  international  capital  

markets . Already  some international  rating  agencies slightly  upgraded  the  credit  score of  the  banks  

(Moody's,  Fitch, S&P). Any changes in the  flow  of  credit  from  the  banks  to  the  private  sector  of  the  

economy  will  depend  not  only  on whether  deposits  increase, but  also on the  speed of  this  increase  

and on the  progress  in settling  non -performing  loans.  The new easing of  the  capital  controls,  to  

individuals  and legal entities,  could  contribute  to  a steady  strengthening  of  the  deposit  return.  

Indicatively,  under  the  new provisions,  the  maximum  value of  a transaction  of  a business  that  can 

be approved  at the  bank  branch  level doubled  to  ɚ40,000 per  customer  per  day, while  the  monthly  

cash withdrawal  limit  rose from  ɚ2,300 to  ɚ5,000. 

Regarding the  trend  in deposits,  the  latest  data  are for  May, the  first  month  when  the  results  of  the  

last stress test  became  known,  while  the  developments  regarding  public  debt  had still  not  taken  

place, therefore  it  is too  early  to  draw  conclusions  on the  trend.  Overall  in the  first  five months  of  

2018, private  sector  deposits  (non-financial  corporations  and households)  rose slightly,  by ɚ3.05 

billion,  reaching  their  highest  level in May this  year since May 2015, at ɚ124.8 billi on. Nevertheless , 

the  deposits  were  approximately  ɚ31.9 billion  lower  than  in November  2014, when  the  latest  large 

deposit  flight  began. Therefore,  the  current  level of  deposits  is not  sufficient  in order  for  the  banks  

to  be able to  gradually  alter  the  flow  of  credit  to  the  private  sector  of  the  economy,  particularly  to  

households,  while  credit  to  businesses  is likely  to  start  expanding  gradually.  

Given the  successful  financing  through  the  capital  markets  by large listed  corporations , last year 

and early  this  year, the  anticipated  continuation  of  the  mild  credit  contraction  from  the  banks  will  

push  more  businesses  to  attempt  the  use of  these financial  instruments.  The fourth  review  and 

the  anticipation  of  the  decisions  on public  debt  inhibited  temporarily  the  use of  opportunities  to  

raise capital  from  the  financial  markets.  Companies  which  have already  drawn  funds  through  these  

financial  instruments  are expected  to  proceed  to  the  implementation  of  investments.  

As repeatedly  mentioned  in previous  IOBE reports  on the  Greek economy,  the  export  companies,  

beyond  their  activity  and employment,  have strengthen ed their  liquidity  as well,  through  the  

significant  expansion  of  exports  in recent  years, which  facilitates  their  operation  and investments.  

The steady  growth  in the  Euro area, at similar  rates  with  last year, according  to  the  latest  forecasts  

of  international  organisations , is conducive  to  the  continuation  of  this  effect  in the  current  year as 

well . That said, the  adoption  of  protectionist  trade  policies  in the  US and the  countermeasures  that  

they  provoked  constitute  a relatively  recent  change in the  international  environment.  Their  effects  

on Greek exports  and more  broadly  on the  world  trade  flows  cannot  be assessed at present.  The 

indirect  impact,  through  their  effects  on exports  from  EU and third  countries  that  would  in turn  

affect  the  demand  for  Greek export,  is expected  to  be stronger . As the  euro/dollar  exchange  rate  

is expected  to  remain  unchanged  in the  current  half,  at levels similar  to  those  of  the  same period  

last year, it  will  not  hamper  the  price  competitiveness  of  the  Eurozone  products  and services. That 

said, its buffering  effects  in the  previous  half  of  the  impact  of  the  much  higher  than  last year oil  

prices  will  weaken  and then  change sign during  the  current  half.  
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Privatisation  deals and concessions  that  were  completed  in previous  years, for  which  the  licensing  

of  the  relevant  investment  plans  is at an advanced  stage or  is being  finalised  (such as Hellinikon , 

regional  airports  and Asteras Vouliagmenis ) are anticipated  to  provide  greater  impetus  to  

investment  activity  this  year than  in 2017. Regarding the  progress  of  implementation  of  the  

privatisation  programme  in the  current  year, so far  three  tenders  have been  completed  

(acquisition  of  5% of  the  Hellenic  Telecommunications  Organisation  OTE, transfer  of  67% of  the  

Thessaloniki  Port  Authority  and announcement  the  preferred  investor  for  the  66% of  DESFA). 

However,  the  number  of  tenders  scheduled  for  completion  this  year exceeds notably  the  number  

of  completed  tenders,  tender s with  preselected  bidders  and those  for  which  expression  of  interest  

has been  submitted.  Considering  the  track  record  of  completed  tender  procedures  per  year, which  

has peaked  at 9, this  year's goal is particularly  ambitious,  which  also holds  for  the  anticipated  

revenues  (ɚ2.74 billion).  

While  the  investment  boost  from  privatisation  is going to  be stronger  this  year than  in previous  

years, contrary  to  initial  expectations,  the  contribution  of  the  Public Investment  Programme  (PIP) 

will  most  probably  be sluggish  this  year as well.  In the  first  five months  of  2018, the  PIP grants  

reached  ɚ794 million,  from  ɚ755 million , yet total  expenditure  last year reached  its lowest  level 

since at least 2000. The PIP is executed  short  of  the  target,  despite  the  fact  that  its revenues  sharply  

increased  since last year, by 46.3%, due  to  improved  absorption  of  EU funds . The strong  fund  

raising  allows  for  speedier  PIP execution  in the  coming  months.  However,  as almost  half  of  2018 

has passed without  a significant  year-on-year expansion  of  PIP expenditure,  a large part  of  the  

benefits  for  investment  and employment  from  a more  front -loaded  implementation  compared  to  

2017 has been  lost.  

Considering  the  above trends  in economic  indicators,  and the  anticipated  developments  (mainly  

those  linked  to  the  completion  of  the  third  economic  adjustment  programme,  the  medium -term  

debt  measures  and the  positive  effect  of  the  stress testing  in the  domestic  banking  system) for  the  

forecasting  of  the  GDP components  and other  macroeconomic  indicators,  household  consumption  

is anticipated  to  expand  slightly  in the  current  year. Its growth  will  come from  further  decline  of 

unemployment,  to  a smaller  extent  than  in the  previous  year, due  to  the  expansion  of  employment  

and income  in export  branches  of  manufacturing  and services, but  also in construction  activities  

and the  public  sector.  In contrast,  the  new fiscal measures,  especially  certain  direct  tax changes, 

will  continue  to  exert  pressure  on private  consumption.  The expected  small  price  increase  will  

reduce  the  purchasing  power  of  wages and transfers  less than  last year. Under  the  influence  of 

these  factors,  the  trend  in private  consumption  is considered  most  likely  to  shift  from  negative  to  

positive  in the  remaining  quarters  of  2018. As a result,  the  annual  rate  of  change of  private  

consumption  will  be positive,  in the  region  of  0.7%. 

Regarding the  other  component  of  domestic  consumption  expenditure,  as the  fiscal consolidation  

will  continue  mainly  through  higher  revenue  from  direct  and indirect  taxes, and social security  

contributions,  rather  than  spending  cuts, public  consumption  will  most  likely  increase  slightly,  a 

trend  that  has transpired  already  since the  first  quarter  of  2018. The latest  data  on budget  

execution  at the  General  Government  level (consolidated  basis) for  April  indicate  continued  

expansion  in consumption  expenditure  categories  from  the  first  quarter  of  this  year, e.g. for  

salaries by 1.3%, following  their  growth  by 7.3% in the  first  quarter.  Considering  the  above trends,  

public  consumption  is likely  to  expand  at a rate  of  about  1.5% in 2018. 
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In investment,  the  most  recent  and favourable  effect  will  come from  the  easing of  uncertainty  

about  the  outcome  of  the  fourth  review  and the  negotiations  to  settle  public  debt  and the  

framework  for  post -programme  surveillance.  An upgrade  of  the  credit  rating  of  the  Greek state  

and banks, which  will  reduce  the  cost of  borrowing  from  the  capital  markets  would  be a first,  

tangible  progress,  following  from  the  Eurogroup  decisions  of  21 June and the  outcome  of  the  stress 

test.  In turn,  this  will  allow  the  banks  to  lower  the  borrowing  costs of  businesses  and households.  

Nevertheless , given the  hitherto  small  return  of  deposits  by the  private  sector  and the  pursuit  of  

the  non -performing  loan  reduction  targets , the  banks  are not  expected  to  change significantly  their  

credit  policy.  Possibly, a limited  credit  growth  to  non -financial  corporations  may gradually  emerge  

in the  second half  of  this  year. As the  supply  of  investment  and working  capital  from  the  banking  

system will  continue  to  be low, the  anticipated  upgrade  of  Greece's credit  rating  will  encourage  

and facilitate  the  large Greek corporations  to  raise capital  from  financial  markets  in Greece and 

abroad.  The export  demand  growth  will  boost  investment  activity  in Tourism , Transport  and 

export -ori ented  branches  of  Manufacturing . Investment  recovery  this  year, after  many  years of 

strong  fall,  is expected  in Construction,  from  the  start  of  work  on major  construction  projects  in 

completed  privatisation  ɀ concession  deals and from  revitalising  of  building  works  more  broadly  

in the  private  sector . Even though  the  implementation  of  the  Public Investment  Programme  is 

anticipated  to  be stronger  than  last year, it  will  remain  low  for  a second year in a row.  Taking into  

account  these  effects,  investment  is expected  to  grow  at a double -digit  rate  this  year, by about  

13%. 

In the  external  sector  of  the  Greek economy,  the  contin uous  strong  expansion  in the  EU, the  US, 

and in developing  and emerging  economies  will  be the  key growth  driver.  The negative  impact  of  

the  US protectionist  trade  policy  measures  is expected  to  be mostly  indirect,  from  the  impact  on 

EU countries,  which  absorb  more  than  half  of  the  Greek exports  of  goods , and other  third  countries  

as well.  The high  international  tourist  flows  since early  2018 portends  continued  growth  of  the  

relevant  receipts.  The continuation  of  the  conflicts  in the  Arab countries  will  boost  international  

transport  through  Greece in the  current  year as well . The competitiveness  of  the  Greek exports  

will  strengthen  slightly  in the  final  quarter  of  this  year from  the  slightly  lower  exchange  rate  of  the  

euro  against  the  dollar.  Taking into  account  the  world  trade  developments  and trends  in related  

indicators,  exports  are anticipated  to  grow  further  in the  following  quarter s, with  the  annual  growth  

rate  of  exports  anticipated  to  average about  7.0%. 

The trend  in imports  is expected  to  change in the  coming  quarters  compared  with  the  first , when  

the decline  came from  the  transient,  negative  "base effect"  from  the  imports  of  ships a year earlier.  

The rise of  imports  will  mostly  come from  strengthening  of  fixed  capital  formation,  rather  than  

domestic  consumption  growth.   The recent  relaxation  of  the  capital  controls  is conducive  to  

strengthening  of  import  demand.  Given the  lower  than  initially  anticipated  boost  of  household  

consumption,  the  forecast  for  import  growt h is revised  downwards  to  7.0%. 

Considering  the  above factors  that  affect  the  trends  in the  components  of  GDP, our  forecast  is that  

the  pace of  growth  will  accelerate  in 2018 to  about  2.0%. 
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Execution  of  the  state  budget,  January -May  2018: achievement  of  targets  

mainly  by  low  utilisation  of  PIP, despite  higher  revenues  

The data  on the  state  budget  implementation  in the  first  five months  of  this  year reveal  varying  

year-on-year trends . The total  balance  was in deficit  this  year by ɚ813 million,  less than  last year (-

ɚ1.24 billion),  but  also compared  to  the  target  (-ɚ2.16 billion ). However,  the  primary  surplus  fell  

year on year by ɚ315 million,  reaching  ɚ1.52 billion,  yet it  was much  higher  than  the  target  (ɚ180 

million ). The year-on-year decline  of  the  primary  balance  was accompanied  by higher  interest  

payments  in 2017, by ɚ744 million . Higher  net  revenues  could  have offset  this  at the  level of  the  

Ordinary  Budget,  as they  were  down  year on year by ɚ615 million,  to  ɚ17.3 billion . The weaker  

revenue  this  year came from  lower  receipts  from  privatisations,  by ɚ742 million . 

In contrast  to  the  year-on-year comparisons,  both  targets  for  the  first  five months  were  overshot,  

mainly  due  to  higher  state  budget  revenue,  by ɚ836 million . This result  came mainly  from  higher  

than  expected  proceeds  of the  Public Investment  Programme,  by ɚ462 million,  but  also from  higher  

net  revenue  of  the  Ordinary  Budget,  by ɚ372 million.  The State Budget  expenditure  was lower  than  

the  target  by ɚ516 million,  exclusively  from  low  execution  of  the  PIP. Both  the  Ordinary  Budget  

expenditure,  and the  interest  payments,  hit  the  corresponding  targets.  

Slight  slowdown  in  unemployment  decline  in  the  first  quarter  of  2018 - 

Further  fall  this  year,  slightly  less  than  last  year  

Without  the  stimulating  effects  of  Tourism  on employment  in early  2018, but  also because of  the  

mild  downturn  in household  consumption  demand  and the  much  weaker  than  a year ago activity  

growth  in manufacturing,  the  unemployment  rate  did  not  fall  quarter  on quarter  in the  first  quarter  

of  this  year. Nevertheless,  the  unemployment  rate  was lower  year on year by 2.1 percentage  points  

or  113,500 people,  at 21.2%. The fall  of  unemployment  came mainly  from  stronger  employment  

by 1.8% or  64,500 (56.8% of  the  decline)  and secondarily  from  a decline  of  the  labour  force  by 

49,000 people.  At the  sector  level, the  strongest  year-on-year employment  growth  was recorded  in 

Health  Services ɀ Social Protection  (by 24,000 people  or  10.8%). Part of  this  increase  stems  from  

the  gradual  hiring  since March  2017 of  4,200 people  in public  hospitals  through  two  special 

employment  programmes  of  12-month  duration.  Agriculture  ɀ Forestry  ɀ Fishing came next,  with  

14,700 more  jobs  (3.3%), followed  by Wholesale -Retail Trade (10,200).  

In the  rest  of  this  year, the anticipated  new boost  of  export  demand  will  create  jobs  in 

Manufacturing,  Tourism  and Transport.  The contribution  of  Construction  to  the  new fall  in 

unemployment  is expected  to  be stronger,  from  the  start  of  investment  projects  in privatisation  

deals and more  broadly  from  the  recovery  of construction  activity  in the  private  sector . Expansion  

of  employment,  of  permanent  and temporary  kind,  is expected  to  take place in the  public  sector,  

mainly  through  community  service programmes.  As a result  of  the  above effects  on the  labour  

market,  unemployment  is anticipated  to  decline  in the  current  year to  about  19.8%. 

Lower  than  last  year  price  increase  in  2018 

The domestic  Consumer  Price Index  (CPI) increased  marginally  year on year in the  first  five months  

of  2018, by 0.1%, compared  to  inflation  of  1.4% a year before . The fading  inflationary  impact  of  

indirect  taxes, the  reduced  impact  of  the  energy  prices  and sluggish  domestic  demand  were  the  
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main  causes for  the  stagnation  in prices  in this  period . Their  impact  is reflected  in the  large year-

on-year fall  of  the  rate  of  price  changes in Housing  (-1.3% in the  first  five months  of  this  year, from  

3.7% a year ago) and transport  (2.1%, from  7.6%). In these  categories  of  services and products,  the  

prices  were  driven  by new indirect  taxes and rising  oil  prices . Alcoholic  Beverages ɀ Tobacco 

constituted  an exception  to  this  trend.  Despite  the  imposition  of  new indirect  tax at the  beginning  

of  last year, the  rate  of  price  change in this  category  was 0.5 percentage  points  higher  this  year, 

reaching  the  highest  rate  among  all categories  of  products  and services in the  CPI, at 4.7%, due  to  

stockpiling  in late  2016, which  restrained  prices . The overall  sluggish  demand  is reflected  in falling  

prices  in seven of  the  12 categories  of  products  and services that  shape the  domestic  CPI. By 

contrast,  the  notably  weaker  than  last year price  boost  in Transport  is the  second  largest  recorded  

in the  first  five months,  coming  from  the  inflationary  pressures  of  higher  oil  prices . The price 

increase in Hotels ɀ Restaurants, probably linked to the imposition of a new tax from 01/01/2018, 

came next.  

The significant  increase  in the  international  price  of  oil, expected  to  continue  in part  during  the  

current  half,  will  be the  main  factor  supporting  prices.  The stimulating  effect  of  oil  prices  will  ease 

in the  third  quarter  from  higher  year on year exchange  rate  of  the  euro  against  the  dollar,  yet the  

difference  compared  to  last year will  wane over  its duration,  resulting  in a lower  year-on-year 

exchange rate  in the  next  quarter,  boosting  the  impact  of  the  oil  price.  The mild  impact  of  the  

changes in indirect  taxes on CPI since the  start  of  the  year is not  expected  to  strengthen  in the  

second half.  The extension  of  the  lifting  of  the  VAT discount  in six islands  that  receive the  largest  

refugee  flows,  which  was to  expire  at the  end of  June, for  the  whole  of 2018 is conducive  to  such a 

development.  The weak private  consumption  growth  is a key factor  prevent ing strong  inflation.  

The joint  effect  of  factors  that  increase  prices  (oil price  fluctuations,  excise taxes) is expected  to  

lead to  inflation  in the  vicinity  of  1.0% in some of  the  months  of  the  second  half  of  this  year. For 

this  reason,  the  average increase  of  the  domestic  CPI in 2018 is estimated  to  be in the  range  of 

0.5%, or  maybe  slightly  higher.  

Study : Income  taxation  in  Greece:  Comparative  analysis  and  reform  

proposals  

The tax system changed  extensively  between  2009 and 2016, as tax rates  were  hiked  and other  tax 

parameters  were  adjusted.  In direct  taxation,  the  rate s of  personal  and corporate  income  taxes 

were  adjusted,  most  tax breaks  were  eliminated,  while  an additional  solidarity  contribution  was 

levied.  Many  of  the  tax measures  were  designed  and implemented  under  stifling  pressure,  with  

tight  deadlines,  without  the  necessary analysis of  collection  efficacy  and economic  impact.  

The study  presented  briefly  in the  fourth  chapter , conducted  for  and with  the  support  of  the  non -

profit  research  and policy  institute  diaNEOsis, aims to  examine  the  income  tax system in Greece 

and to  formulate  proposals  for  its reform.  In particular,  it  examines  the  evolution  of  the  main  

attributes  of  personal  and  corporate  income  taxation,  including  social security  contributions , over  

time  in Greece, and in comparison  with  other  EU and OECD countries.  In addition , it  presents  

estimates  of  the  impact  of  indicative  changes in direct  taxes on tax revenue,  tax burden,  poverty  

and inequality  indicators,  and on macroeconomic  aggregates  and outline s proposals  for  income  

tax reform.  
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2.  ECONOMIC ENVIRONMENT 
 

2.1 Trends  and  Prospects  of  the  World  Economy  

Ɲ. The Global  Environment  

 

The world  economy  grew  at an average rate  of  3.6% in the  first  quarter  of  2018,1 compared  

to  3.4% in the  corresponding  quarter  of  2017, yet slightly  lower  than  the  average rate  for  

2017 overall  (3.8%). In the  latest  forecasts  by international  institutions, 2 the  global  growth  

rate  was kept  high  at 3.9% in both  2018 and 2019. Note,  however,  that  these  growth  rates  

are considered  transient,  as many  countries,  especially  among  the  developed  economies,  

                                                           
1 IMF International  Financial Statistics, the world  growth  rate is based on preliminary  figures from  countries  

that  had sent data up until  5 July 2018. 
2 European Commission, Spring Forecasts, May 2018; IMF World Economic Outlook, April 2018 

¶ The world economy grew at a rate of 3.6% in the first quarter of 2018 

¶ Positive impact from low cost of capital, booming financial markets and stronger 

demand in both developed and emerging economies  

¶ Risk of losing the momentum from escalating trade protectionism, high public and 

growing private debt, and systemic risk in the financial system  

¶ Forecasts for continued growth in 2018 and 2019, yet with likel y deceleration over the 

medium term, starting from the developed economies  

¶ The expansionary fiscal policies in countries like the US are now becoming clearly pro -

cyclical  

¶ Gradual transition of large central banks towards "tighter" monetary policies  
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are already  growing  at a rate  higher  than  that  of  their  potential  output.  As a result,  

slowdown  of  growth  is expected  in the  medium  term . Moreover,  the  emerging  "trade  war"  

between  major  economies  threatens  the  international  trade  momentum . It has already  

afflicted  short -term  indicators  of  economic  expectations,  which  are often  good  leading  

indicators  of  economic  activity.    

The acceleration  of  global  economic  activity  in the  first  quarter  of  2018 came mainly  from  

a further  boost  of  consumption  and investment  in developed  and developing  economies,  

which  offset  the  slowdown  of  exports  growth.  In the  developed  economies,  the  ample  

liquidity  supply  by the  central  banks  in the  Euro area and Japan and the  expansionary  fiscal 

policy  in the  US continue  to  provide  a strong  boost.  In the  developing  economies,  the  

prospects  of  recovery  are based on robust  domestic  demand  in China, the  investment  

momentum  in India,  the  recovery  in Brazil  and the  mild  growth  in Russia. 

The announcement  of  a series of  measures  and countermeasures  between  countries  and 

economic  regions,  in the  direction  of  trade  protectionism  was a possibility  that  was 

confirmed  in the  first  half  of  2018, signifying  the  risk  of  reversing  the  positive  international  

trade  momentum.   The spark  was provided  by the  US, which  decided  to  impose  tariffs  of  

25% and 10% on imports  of  steel  and aluminium  respectively,  from  all major  US trading  

partners,  with  different  dates  of  entry  into  force  in the  first  half  of  2018. This fact  caused 

the  reaction  of  each of  the  partners  (Canada, Mexico,  Russia, China, EU), with  the  levy of  

tariffs  on a range  of  products  imported  from  the  US. The total  value of  trade  flows  of  the  

products  subjected  to  additional  duties  until  the  date  of  publication  of  this  report  remains  

relatively  small,  a few  dozen  billion  USD, though  threats  have been  made  at the  highest  

political  level for  the  imposition  of  trade  tariffs  on much  larger  trade  volumes.  Although  

the  effect  of  the  protectionist  measures  will  begin  to  be felt  from  the  second half  of  the  

year, there  is concern  that  a possible  escalation  of  the  "trade  war"  can have acutely  

negative  effects  on the  pace of  global  growth.  In the  latest  IMF report  on the  world  

economy  (April  2018), despite  the  concern  over  the  impact  from  a possible  strengthening  

of  trade  protectionis m, the  growth  rate  of  the  world  trade  volume  is anticipated  to  remain  

high , at 5.1% in 2018 and 4.7% in 2019, following  its growth  by 4.9% in 2017.  

The economies  of  most  countries  and regions  in the  world  are growing.  Some countries  in 

the  Middle  East, Latin  America  and sub-Saharan Africa, mainly  economies  suffering  from  

political  instability,  form  an exception  to  this  trend.  Such a positive  economic  environment  

is a rare  opportunity  for  economic  policy  to  focus  on the  quality  of  growth  and on 

maintaining  sound  fiscal management,  especially  in countries  with  high  levels of  debt  and  

adverse  demographic  trends,  taking  advantage  of  the  current  international  monetary  

policy  environment  and the  reduced  need  for  expansionary  fiscal policies.  

Meanwhile,  the  global  economic  environment  presents  significant  challenges.  In the  

developed  economies,  challenges  arise from  the  political  tendency  of  strengthening  trade  

protectionism,  the  aging of  the  population,  low  inflation  and financial  system  risks. In the  

developing  economies,  high -speed credit  expansion  in emerging  economies,  such as 

China and India,  high  fiscal deficits,  the  reaction  to  protectionist  trade  measures  and the  
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exposure  to  the  risk  of  a flight  of  investment  funds  from  a rise in the  interest  rates  in the  

developed  economies,  add to  the  challenges.  

Table 2.1 

Global Environment  (annual % GDP growth, in real terms, unless stated otherwise) 

 Economy 2017  2018 2019 

  Forecast Difference 

from  previous 

forecast*  

Forecast Difference from  

previous 

forecast*  

World 3.8 3.9 0.0 3.9 0.0 

   Developed 2.3 2.5 0.2 2.2 0.0 

   Developing 4.8 4.9 0.0 5.1 0.1 

USA 2.3 2.9 0.2 2.7 0.2 

Japan 1.7 1.2 0.0 0.9  0.0 

Canada 3.0 2.1 -0.2 2.0 0.0 

United  Kingdom 1.8 1.6 0.1 1.5 -0.1 

Eurozone 2.3 2.4 0.2 2.0 0.0 

   Germany 2.5 2.5 0.2 2.0 0.0 

   France 1.8 2.1 0.2 2.0 0.1 

   Italy 1.5 1.5 0.1 1.1 0.0 

      

Emerging Europe 5.8 4.3 0.3 3.7 -0.1 

   Turkey 6.1 4.4  4.0  

Developing Asia 6.5 6.5 0.0 6.6 0.0 

   China 6.9 6.6 0.0 6.4 0.0 

   India 6.7 7.4 0.0 7.8 0.0 

Commonwealth  of Ind. States 2.1 2.2 0.0 2.1 0.0 

   Russia 1.5 1.7 0.0 1.5 0.0 

Middle East & North.  Africa 2.6 3.4 -0.2 3.7 0.2 

Latin America 1.3 2.0 0.1 2.8 0.2 

   Brazil 1.0 2.3 0.4 2.5 0.4 

Sub-Saharan Africa 2.8 3.4 0.1 3.7 0.2 

  
 

   
 

World Trade 4.9 5.1 0.5 4.7 0.3 

*  Difference in percentage points  compared  with the IMF estimates from  January 2018 

Source: World Economic Outlook, IMF, April 2018 

In the  developed  economies,  the  GDP growth  rate  stood  at 2.5% on average in the  first  

quarter  of  2018, compared  with  2.2% in the  same quarter  of  2017, and 2.3% overall  in the  

previous  year. The GDP of  the  OECD member  and  the  major  world  economies  (G20) states  

increased  by 2.7% and 3.9% respectively  in the  first  quarter  of  2018, compared  to  similar  

rates  in the  previous  year, recording  their  best  performance  since 2011.3 In all the  above 

groupings  of  major  economies,  the  growth  rate  marginally  weakened  quarter  on quarter  

in the  first  quarter  of  2018. 

                                                           
3 Sources: IMF International  Financial Statistics, OECD Quarterly  National Accounts 
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Among  the  developed  countries,  the  growth  rate  strengthened  in the  first  quarter  of  2018 

in the  US, for  the  seventh  consecutive  quarter,  to  2.8%, up from  2.6% in the  previous  

quarter  and 2.3% on average in 2017. The acceleration  largely  came from  the  impact  of 

the  recent  fiscal package of  tax cuts on income  and wealth,  which  boosted  the  prospects  

for  consumption  and investment,  while  business  sentiment  remained  buoyant.  Based on 

the  latest  forecasts  of  IMF (April)  and the  European  Commission  (May), the  US growth  rate  

is expected  to  reach 2.9% in 2018, and 2.7% in 2019. Meanwhile,  the  Fed continues  its 

course  of  gradual  interest  rate  increase, which  drags up the  yield  of the  10-year US 

Government  bond.  The key challenge  that  the  American  economy  is facing is associated  

with  the  escalation  of  trade  protectionism , which  increases uncertainty  and hampers  the  

growth  prospects.  Other  challenges  include  the  growing  leverage of  firms  and the  impact  

of  the  pro -cyclical fiscal policy . 

Regarding the  trends  in the  Euro area, which  are presented  in detail  in the  next  subsection,  

the  growth  rate  slowed  down  in the  first  quarter  of  2018, for  the  first  time  since mid -2016, 

to  2.4%, from  2.8% in the  previous  quarter.  In the  United  Kingdom,  the  GDP growth  

remained  unchanged  at 1.4%, posting  a lower  rate  compared  to  all the  Euro area countries.  

The pending  negotiations  on the  post -Brexit  period  put  pressures  on the  pound,  which  

translates  into  higher  inflation  and pressure  on private  consumption.  That said, the  

reduction  of  the  interes t rates  by the  Bank of  England in late  2017 and the  May decision  

to  postpone  their  increase, which  was anticipated  by the  markets,  eased in part  the  

negative  pressure  on sterling  and investment.  At the  same time,  however,  the  high  private  

debt  of  households  creates  challenges  for  the  banking  system. Regarding the  positive  

features  of  the  British  economy,  the  unemployment  rate  remained  low, at levels below  5%. 

In Canada, the  rate  of  growth  continued  to  weaken  in the  first  quarter  of  2018, in part  due  

to  the  gradually  tightening  monetary  and fiscal framework  in the  country.  It stood  at 2.3%, 

compared  with  3.0% in the  previous  quarter . The estimates  of  international  organisations  

converge  to  in annual  growth  close to  its recent  pace, which  they  deem  sustainable  over  

the  medium  term.  

In Japan, the  grow th  rate  slowed  down  to  1.1% in the  fi rst quarter  of  2018, from  2.0% in 

the  preceding  quarter,  and 1.7% overall  in 2017. Aided by exports , investment  and fiscal 

expansion,  the  country  is going through  3 years of  mild  recovery . In addition,  the  

unemployment  rate  is at extremely  low  levels, below  3%. The price  change weakened  

further  to  about  0.7% in the  second quarter  of  2018, as the  monetary  policy  is expected  to  

continue  to  be loose until  prices  approach  the  inflation  target  of  2%. Having said that,  the  

main  challenges  of  the  Japanese economy  include  the  persistently  low  inflation  and the  

fragile  public  finances,  in conjunction  with  the  ageing of  the  population.   

The emerging  and developing  economies  expanded  at an average rate  of  4.7% in the  first  

quarter  of  2018, compared  to  4.3% a year earlier,  their  best  performance  since 2013. 

Based on the  latest  IMF forecasts  (April  2018), the  growth  rate  of  the  developing  economies  

is expected  to  slightly  accelerate  further  in 2018 and 2019, to  4.9% and 5.1% respectively.  

Geographical  regions  with  strong  trade  relations  with  Greece, such as Emerging  Europe  

(5.8%) and the  Middle  East and North  Africa (2.6%), had a strong  growth  performance  in 
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2017. The rest  of  this  subsection  presents  the  key trends  and economic  policy  challenges  

for  five of  these  economies,  which  produce  in total  almost  1/3  of  the  world  GDP. 

In detail,  the  economy  of  China kept  growing  at a steady  rate  in the  first  quarter  of  this  

year, by 6.8%, unchanged  from  2017 overall . Domestic  demand  and particularly  

consumption  continue  to  gain ground  in terms  of  their  contribution  to  GDP growth.  The 

growth  rate  of  China is expected  to  slow down  slightly  in 2018 and 2019, to  6.6% and 6.4% 

respectively  (IMF, April  2018), driven  mainly  by a gradually  stricter  supervision  of  capital  

flows  and a tighter  monetary  framework.  The rapidly  increasing  credit  expansion  and the  

rising  fiscal deficit  remain  significant  challenges  for  the  Chinese economy.  As the  size of 

China's economy  exceeded  18.2% of  the  world  GDP, the  reaction  to  a possible  escalation  

of  the  protectionist  trade  measures  will  set the  trend  of  the  world  economy.   

In India,  the  economy  strengthened  significantly  in the  first  quarter  of  2018, to  7.4%, from  

6.9% in the  preceding  quarter,  mainly  from  the  strong  momentum  of  investment  and  

exports.  The growth  rate  is expected  to  stand  at 7.4% in 2018 and at 7.8% in 2019 (IMF, 

April  2018), from  a boost  of  productivity  as a result  of  the  expected  impact  of  recent  

structural  reforms.  The non -performing  loans  and the  high  fiscal deficit , in excess of  6%, 

remain  the  major  challenges  for  the  Indian  economy.  

In Russia, the  mild  recovery  continued  for  the  sixth  consecutive  quarter,  yet its rate  slowed  

down  to  1.3%, from  1.5% in the  corresponding  quarter  of  2017 and 1.6% overall  in the  

previous  year, under  the  adverse  impact  of  international  sanctions  against  the  country . 

The recovery  rate  in Russia is expected  to  reach 1.7% in the  current  year, aided  by the  

rebound  of  international  oil  prices  and the  subsequent  boost  of  consumption  and  

investment.  In 2019 it  is anticipated  to  slow down  marginally  to  1.5% (IMF forecast,  April  

2018). The dependence  on the  international  prices  of  energy  commodities,  income  

inequality  and the  stability  of  the  financial  sector  are key challenges  ahead for  the  Russian 

economy.  

The economy  of  Brazil  remained  on a growth  path  for  the  fourth  consecutive  quarter,  

expanding  by 1.6%, following  its annual  growth  by 1.0% in 2017 and three  years of 

recession  between  2014 and 2016. The economy  is expected  to  recover  significantly , at a 

rate  of  2.0% in 2018 and 2.8% in 2019 (OECD, May 2018), as a result  of  the  dynamics  of  the  

economic  climate  and investment,  which  are expected  to  strengthen  under  the  influence  

of  a more  relaxed  monetary  policy  framework,  which  has become  feasible  due  to  much  

weaker  inflationary  pressures  (3.4% in 2017, compared  to  8.7% in 2016). Despite  the  

acceleration  of  growth , the  high  unemployment  rate  has remain ed a challenge  for  the  

Brazilian  economy . 

Turkey recorded  a steady  growth  rate  in the  first  quarter  of  2018, at around  7.3% year on  

year, from  7.4% overall  in 2017, due  inter  alia to  fiscal stimulus  and stronger  exports,  which  

benefited  from  the  depreciation  of  the  lira . At the  same time,  however,  the  economic  

environment  is characterized  by extremely  high  volatility,  affecting  the  confidence  of  

investors,  e.g. because of  announced  intentions  of  the  political  leadership  of  the  country  
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to  have an active role  in shaping  the  monetary  policy.  As a result,  the  currency  of  the  

country  continued  to  receive strong  pressure,  forcing  the  Central  Bank to  make  

extraordinary  and significant  interest  rate  increases, while  inflation  rose to  the  high  rate  

of  12.8% in the  second  quarter  of  2018. The intense  uncertainty  for  Turkey  and its political  

stability  has created  tensions  in its external  relations.  That said, the  recent  election  result  

raises expectations  for  a stable  Government  in the  medium  term.  The negative  and  

deteriorating  balances of  the  external  and fiscal sectors  and the  fact  that,  according  to  

estimations  of  international  organisations,  output  has already  considerably  exceeded  its 

potential  level are additional  sources  of  concern . Nevertheless,  the  latest  forecasts  by 

international  organisations  anticipate  that  the  growth  rate  in the  country  will  remain  high,  

in the  range  of  4% in both  2018 and 2019 (IMF, April  2018). 

The IFO estimates  on the  economic  climate  in the  world  economy  in the  second quarter  of  

2018 point  to  a weakening  of  the  positive  trend.  In particular,  the  balance  of  estimates  on 

the  world  economic  climate  declined  to  16.5 points,  from  26.0 points  in the  preceding  

quarter,  when  it  reached  its highest  level in a decade. Regarding the  assessment  of  the  

current  situation,  the  balance  declined  only  marginally,  remaining  positive  for  the  fifth  

consecutive  quarter,  after  six years of  negative  levels. Finally, the  expectations  over  the  

coming  six months  deteriorated,  as their  balance  fell  to  their  lowest  level in two  years, at 

6.1 points,  from  23.9 points  in the  previous  quarter.  

Table 2.2  

IFO - World economic climate (balances) 

Quarter/Year II/16 III/16 IV/16 I/17 II/17 III/17 IV/17 I/18 ϥϱ/18 

Economic climate -3.5 -6.6 -0.7 3.0 13.5 13.2 17.1 26.0 16.5 

Assessment of 

current  situation  

-17.4 -16.8 -14.9 -8.7 5.1 12.5 17.2 28.3 27.4 

Expectations 11.6 4.1 14.6 15.5 22.2 14.0 16.9 23.9 6.1 

Source: IFO Institute,  Centre for  Economic Studies 

 

Table 2.3  

IFO - Economic climate in the Euro area (balances) 

Quarter/Year II/16 III/16 IV/16 I/17 II/17 III/17 IV/17 I/18 ϥϱ/18 

Economic climate 6.6 4.6 8.3 17.3 26.4 35.2 37.0 43.2 31.1 

Assessment of 

current  situation  

-2.6 6.2 2.4 8.0 21.9 33.4 42.9 51.3 49.9 

Expectations 16.2 2.9 14.3 27.0 31.0 37.1 31.3 35.4 13.8 

Source: IFO Institute,  Center for  Economic Studies 

The improvement  of  the  economic  climate  in the  Euro area halted  in the  second quarter  

of  2018, with  the  economic  sentiment  index  falling  to  31.1 points,  from  43.2 points  in the  

first  quarter  of  2017, albeit  remaining  at a high  level. As regards  the  assessment  of  the  

current  situation,  the  balance  marginally  declined,  to  49.9 points,  from  51.3 points  in the  
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preceding  quarter,  a performance  that  remains  among  the  best  since 2000. The 

expectations  balance  fell  to  31.1 points,  from  43.2 points  in the  first  quarter  of  2018. 

The inflation  rate  in the  developed  economies  of  the  G7 group  increased  to  1.8% in the  

second quarter  of  2018, from  1.5% in the  preceding  quarter , under  the  influence  of  rising  

international  oil  prices  as well,  yet remaining  below  the  target  of  major  central  banks.  This 

phenomenon  remains  more  acute  in Japan and the  Euro area, where  the  rate  of  price  

change stood  at 0.6% and 1.6% respectively  in the  second quarter  of  2018, with  Ɉcoreɉ 

inflation,  without  the  impact  of  oil  prices, standing  even lower.  As a result,  the  price  change 

is considered  low  against  the  inflation  target  of  "close to  2%". The inflation  rate  in the  major  

developing  economies  of  the  BRICS group  (Brazil, Russia, India,  China and South  Africa) fell  

to  its lowest  level in eight  years in the  second  quarter  of  2018, at 3.1%, from  3.2% in the  

preceding  quarter.  This is partly  due to  the  fact  that  the  international  prices  of  raw 

materials  in foodstuffs  and metals  remained  low  in early  2018, while  most  central  banks  

of  these  countries  maintained  policies  of  low  interest  rates.  

In the  developed  economies,  the  monetary  policy  stance remains  broadly  accommodative,  

supplying  abundant  liquidity  in order  to  boost  the  price  levels closer  to  target  inflation .  

However,  as it  seems that  some  economies,  including  the  US, are close to  the  inflation  

target,  and as the  economic  indicators  improve,  a shift  toward  tighter  monetary  policy  

framework  is observed . This gradual  shift  towards  tighter  monetary  framework  that  began  

in 2017 has continued  in 2018 in countries  such as the  US, Canada and the  UK. Recently, 

the Fed, as expected,  made  a slight  increase  in its interest  rates  in June 2018, while  it  has 

created  expectations  for  further  interest  rate  rises in the  next  two  years, two  of  which  

within  the  second half  of  2018. Respectively, the  Bank of  Canada has carried  out  three  

small  interest  rate  rises since July 2017, while  the  Bank of  England raised  slightly  the  

interest  rates  in November  2017, with  one more  hike  anticipated  to  take place in the  

second half  of  2018. At the  same time,  the  ECB announced  that  its asset purchasing  

programme  will  expire  by the  end  of  2018. However,  the  central  bank  of  the  Euro area will  

maintain  its policy  of  re-investing  the  funds  from  the  repayment  of  bonds  that  mature.  In 

addition,  the  markets  anticipate  that  the  intervention  interest  rates  are going to  remain  at 

the  same low  levels for  at least 2018 and for  most  of  2019. As noted  repeatedly  in previous  

reports,  the  growing  asymmetries  among  developed  economies  as to  the  conduct  of  

monetary  policy  may cause changes in the  capital  flows  and the  exchange  rates, with  

possible  outcomes  such as strengthening  of  the  dollar  in the  medium  term,  which  would  

have an impact  especially  on the  emerging  markets.  
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B. The economies  of  the  EU and  the  Euro  area  

 

In the  first  quarter  of  2018, the  economies  of  the  European  Union  and the  Euro area 

maintained  their  strong  growth,  as they  expanded  by 2.4% and 2.5% respectively,  from  

2.7% and 2.8% in the  fourth  quarter  (annual  changes with  seasonally  adjusted  data), their  

best  Q1 performance  since 2011. According  to  the  latest  forecasts  of  the  European  

Commission, 4 the  Euro area is expected  to  continue  to  grow,  by 2.3% and 2.0%, in 2018 

and 2019 respectively . However,  note  the  danger  of  gradual  overheating  of  the  European  

economies,  as in 25 of  the  28 EU economies  the  2018 GDP is expected  to  exceed potential  

output.  The exceptions  to  this  include  Greece, Denmark  and Italy  (the "output  gap" of  the  

three  countries  is estimated  by the  European  Commission  at -5.2%, -0.7% and -0.1% 

respectively).  

Investment  gave a significant  boost  to  growth  in both  regions  in the  first  quarter  of  2018, 

in contrast  with  net  exports,  the  contribution  of  which  declined  due  to  weaker  growth  of  

total  exports.  This positive  contribution  of  consumption  remained  unchanged  in both  

regions.  

The composition  of  the  GDP expenditure  components  remained  similar  in the  EU and the  

Euro area, with  consumption  representing  76% and  74%, investments  21%, exports  47% 

and 49%, and imports  44% and 45% of  GDP in the  two  regions  respectively.  

The highest  growth  rates  in the  EU in the  first  quarter  of  2018 (year-on-year changes in 

seasonally  adjusted  data)  occurred  in Luxembourg  (5.1%), Poland  (5.0%) and Slovenia 

(5.0%). Greece (2.3%), although  it  converged  on the  average growth  of  the  Euro area, 

recorded  the  9th  lowest  growth  rate  in the  EU in the  first  quarter  of  2018. The lowest  

growth  rates  were  recorded  in Denmark  (-0.6%), the  United  Kingdom  (1.2%) and Italy  

(1.4%). In terms  of  a 12-month  moving  average, Greece no longer  holds  the  last place in 

the  ranking,  posting  the  fifth  lowest  rate  of  growth  in the  EU, at 1.8%. Lower  growth  rates  

were  recorded  in Denmark  (1.1%), the  United  Kingdom  (1.5%), Italy  (1.6%) and Belgium  

(1.7%). In contrast,  the  highest  growth  in the  EU on a 12-month  moving  average basis was 

recorded  in Romania  (6.4%), Malta  (5.9%) and Slovenia (5.4%). 

                                                           
4 European Economic Forecasts, spring 2018, European Commission, May 2018 

¶ The Euro area continued to grow at a high rate, by 2.5% in the first quarter of 2018   

¶ First signs of growth  "fatigue" from  the economic sentiment  indicators, deceleration  

of exports  

¶ Positive impact from stronger investment and record high liquidity  

¶ Expectations for continued growth in 2018 and 2019, but with a possibility of 

slowdown over the medium term due to gradual overheating  

¶ Main sources of uncertainty: high stock of non -performing loans, trade protectionism, 

high public debt, macroeconomic imbalances, refugee flows, delay in deepening of 

the Euro area institutions, political euro -scepticism 
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Regarding the  economic  climate  and the  key leading  indicators  of  economic  activity  in the  

Euro area and the  European  Union,  the  ɚ-CƫϱƩ5 indicator  weakened  significantly  during  

the  second quarter,  as it  approached  0.48 points  in June, its worst  monthly  performance  

since November  2016, capturing  a shift  of  the  climate  in the  Eurozone  economy.  The index  

dropped  for  the  first  time  after  four  quarters  of  uninterrupted  growth,  influenced  by a fall  

in business  sentiment  and the  trade  protectionist  measures.  

Figure 2.1  

Monthly  Index ɚ-CƫϱƩ and Euro area GDP 

  

Source: CEPR and Bank of Italy 

The economic  sentiment  indicator  of  the  European  Commission  deteriorated  in the  

second quarter  of  2018 in the  EU and the  Euro area for  the  second consecutive  quarter,  

after  recording  its best  performance  since the  year 2000 in the  final  quarter  of  2017. In 

June 2018, the  economic  sentiment  indicator  stood  at 112.2 points  for  the  EU and 112.3 

points  for  the  Euro area, decreasing  by 0.6 and 0.2 points  respectively  compared  with  the  

previous  month,  yet remaining  1.6 and 1.8 points  higher  than  in June 2017. 

Overall  in the  second  quarter  of  2018, the  indicator  in the  EU stood  lower  by 1.5 points  

quarter  on quarter,  yet it  was higher  by 2.5 points  year on year. In the  Euro area, 

respectively,  the  indicator  was lower  by 1.5 points  quarter  on quarter  and higher  by 2.5 

points  year on year. At the  EU level, the  sentiment  weakened  quarter -on-quarter  in the  

                                                           
5 The Centre of Economic Policy Research in collaboration  with the Bank of Italy estimates every month  

the leading indicator  of economic activity ɚ-CƫϱƩ for  the Eurozone. The indicator  provides a quarterly  

forecast of GDP growth  and is constructed  from  a range of different  data, such as the course of industrial  

production  and of prices, as well as labour  market  and financial data. 
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second quarter  of  the  year in 21 countries,  with  the  largest  fall  recorded  in Malta  (-5.0 

points),  Cyprus (-4.1 points),  Austria  (-2.7 points),  the  Netherlands  (-2.3 points),  Germany  

(-2.1 points)  and the  United  Kingdom  (-2.0 points).  By contrast,  the  sentiment  strengthened  

in only  6 countries,  with  the  second largest  gain recorded  in Greece (+1.4 points),  behind  

Latvia (+3.4 points).  Despite  the  improvement  in the  second quart er, the  economic  

sentiment  index  in Greece left  the  last place in the  ranking,  yet it  remained  among  the  

three  lowest  in the  EU, after  Slovakia and Romania, lower  by 9.0 points  than  the  EU 

average.   

Table 2.4 

Economic Sentiment  Indicator  EU & Euro Area (1990-2017 average = 100) 

Month  Jan-

17 

Feb-

17 

Mar-

17 

Apr-

17 

May-

17 

June-

17 

July-

17 

Aug-

17 

Sep-

17 

Oct-

17 

Nov-

17 

Dec-

17 

EU 107.9 108.3 108.5 109.9 109.3 110.6 111.7 111.5 112.6 113.5 113.8 115.0 

Euro 

area 
107.3 107.5 107.4 109.1 109.0 110.5 111.0 111.6 112.8 113.4 114.2 115.2 

 

Month  Jan-

18 

Feb-

18 

Mar-

18 

Apr-

18 

May-

18 

June

-18 

July-

18 

Aug-

18 

Sep-

18 

Oct-

18 

Nov-

18 

Dec-

18 
EU 114.8 114.4 112.7 112.4 112.8 111.2       

Euro 

area 
114.9 114.3 112.8 112.7 112.5 112.3       

Source: European Commission (DG ECFIN), July 2018 

More  comprehensive  information  on the  GDP components  in the  Euro area and the  EU, in 

the  first  quarter  of  2018, as well  as on potential  trends  in the  coming  period,  is provided  

next  in this  subsection.  Predictions  for  2018 and  2019, as reflected  in the  European  

Commission  forecasts  (May 2018) for  the  EU, and the  latest  ECB report  (June 2018) on the  

Euro area are also presented.  

In greater  detail,  according  to  Eurostat  data  for  the  first  quarter  of  2018 (year-on-year 

changes in seasonally  adjusted  data), private  consumption  in the  European  Union  

strengthened  by 1.9%, compared  to  2.0% growth  in the  final  quarter  of  2017 and 2.2% in 

the  corresponding  quarter  of  the  previous  year. Consumption  in the  Euro area increased  

by 1.7%, against  growth  by 1.7% in the  previous  quarter  and 1.8% in the  corresponding  

quarter  of  2017. The European  Commission  envisages weakening  of  the  growth  in 

household  consumption  in the  EU to  1.8% in 2018 and 2019. Correspondingly  for  the  Euro 

area, the  ECB projects  marginal  changes in the  growth  of  private  consumption  to  1.6% and  

1.7% in these  two  years (Table 2.5). Among  the  EU countries,  the  strongest  growth  in 

private  consumption  in the  first  quarter  of  2018 was recorded  in Romania  (+5.8%), 

Hungary  (+5.8%) and Poland  (+4.3%). In contrast,  Greece was the  only  country  that  posted  

a reduction  in private  consumption  (-0.4%), followed  by countries  recording  small  growth  

- Italy  (+0.8%), the  United  Kingdom  (+1.1%) and France (+1.1%). 
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The growth  of  public  consumption  marginally  strengthened  quarter  on quarter  both  in the  

EU and the  Euro area in the  first  quarter  of  2018. Year on year, it  was lower  both  in the  

European  Union  and the  Euro area. In particular,  public  consumption  increased  by 1.2% 

and 1.3% in the  EU and the  Euro area respectively,  compared  to  1.1% and 1.2% in the  

preceding  quarter.  For 2018 and 2019, the  European  Commission  anticipates  growth  by 

1.4% and 1.3% respectively  in the  EU, while  the  ECB forecasts  a similar  growth  rate  for  both  

years in the  Euro area (1.3%). The countries  with  the  strongest  growth  in the  first  quarter  

of  this  year were  Malta  (6.5%), Cyprus (4.5%), Latvia (4.2%) and Poland  (4.0%), while  public  

spending  declined  only  in Romania  (-3.4%), followed  by countries  with  marginal  growth  

such as Italy  (0.1%), Greece (0.3%) and Portugal  (0.3%). 

Table 2.5 

 Key economic figures, EU, Euro area (annual % change in real terms, unless otherwise  

noted) 

  EU Euro area 

 2017 2018 2019 2017 2018 2019 

GDP 2.4 2.3 2.0 2.5 2.1 1.9 

Private Consumption  1.9 1.8 1.8 1.7 1.6 1.7 

Public Consumption  1.1 1.4 1.3 1.2 1.3 1.3 

Gross Investment  3.4 4.2 3.2 3.3 4.2 3.3 

Exports of goods and services 5.3 5.2 4.3 5.4 4.2 4.4 

Imports  of goods and services 4.5 5.1 4.4 4.6 4.1 4.7 

Employment  1.5 1.1 0.9 1.6 1.4 1.1 

Unemployment  (% labour  force) 7.6 7.1 6.7 9.1 8.4 7.8 

Inflation  1.7 1.7 1.8 1.5 1.7 1.7 

Balance of General Government  (% GDP) -1.0 -0.8 -0.8 -0.9 -0.7 -0.8 

Debt of General Government  (% GDP) 83.1 81.2 79.1 86.7 84.8 82.7 

Current  Account (% GDP) 2.2 2.2 2.2 3.5 2.9 4.3 

Sources: For the EU, European Economic Forecast, European Commission, Spring 2018. For the Euro 

area, Eurosystem staff macroeconomic  projections  for  the euro area, ECB, June 2018. 

Investment  expanded  stronger  in the  first  quarter  of 2018 in the  EU and the  Euro area, by 

3.7% and 3.6% respectively,  compared  to  3.4% and 3.5% in the  previous  quarter.  For 2018 

and 2019, the  European  Commission  anticipates  acceleration  of  the  investment  growth  to  

4.2% and 3.2% respectively  in the  EU, with  a similar  forecast  of  the  ECB for  the  Euro area 

at 4.2% and 3.3% respectively.  In the  first  quarter  of  the  current  year, a significant  rise in 

investment  was recorded  in Poland  (+21%), Romania  (+16.8%) and Latvia (+16.2%), while  

the  largest  investment  decline  was observed  in Cyprus (-53.2%), Malta  (-14.4%) and Greece 

(-12.1%). The decrease in Greece was affected  by temporary  factors,  discussed  in detail  in 

section  3.1 of  this  report.  

The growth  of  the  exports  of  goods  and services slowed  down  in the  first  quarter  of  2018, 

at a rate  of  5.3% and 5.4% in the  EU and the  Euro area respectively,  compared  with  5.7% 

and 5.5% growth  in the  previous  quarter  and  weaker  expansion  by 4.0% and 3.7% in the  

same quarter  of  2017. For 2018 and 2019, the  European  Commission  anticipates  growth  
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of  exports  in the  EU by 5.2% and 4.3% respectively,  while  the  ECB projects  further  increase  

by 4.2% and 4.4% respectively.  The strongest  rise in exports  in the  first  quarter  of  2018 

was recorded  in Cyprus (24.3%), Lithuania  (9.5%), Romania  (8.6%) and Slovenia (8.3%), with  

Greece ranking  fif th  (7.6%). In contrast,  exports  declined  in Denmark  (-2.1%) and Croatia  

(-0.7%). 

Imports  expanded  at a lower  rate  in the  first  quarter  of  2018 in both  the  EU and the  Euro 

area, by 4.4% and 4.2% respectively,  compared  with  growth  in both  regions  by 4.7% and  

4.5% in the  preceding  quarter.  For 2018 and 2019, the  European  Commission  anticipates  

growth  by 5.1% and 4.4% respectively,  while  the  ECB projects  further  increase  by 4.1% and 

4.7% respectively  in the  Euro area. High rates  of  import  growth  in the  first  quarter  of  2018 

were  recorded  in Romania  (9.8%) and Slovenia (9.5%), while  imports  declined  in Malta  

(-4.5%) and Greece (-2.8%). 

As a result  of  the  developments  in the  GDP components  in the  Euro area, the  contribution  

of  net  exports  remained  positive  in the  first  quarter  (0.6%), yet its momentum  weakened  

from  2017 (+1.2% in the  preceding  quarter),  despite  the  continued  rise in international  

trade.  The contribution  of  domestic  demand  remained  significant  (1.9%), showing  signs of  

strengthening  (1.6% in the  preceding  quarter),  mainly  due  to  the  positive  contribution  of  

investment.  

Figure 2.2  

Euro area ɀ Contribution  to real GDP growth  (in percentage terms) 

 

Source: Eurostat 
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The harmonised  inflation  rate  slightly  strengthened  in the  second  quarter  of  2018, 

standing  at 1.7% in both  the  EU and the  Euro area, from  1.5% and 1.3% in the  preceding  

quarter . The price  rise came primarily  from  the  international  oil  prices.  Subsequently,  the  

12-month  moving  average of  the  harmonised  inflation  stood  in June 2018 at 1.6% and 1.4% 

in the  EU and  the  Euro area respectively.  The harmonised  index  excluding  energy  goods  

increased  by 1.4% and 1.3% in the  EU and the  Euro area respectively  in the  second quarter  

of  2018, compared  to  a corresponding  annual  change by 1.4% and 1.2% respectively  in the  

preceding  quarter . In 2018 and 2019, the  ECB projects  that  the  inflation  in the  Euro area 

will  remain  close to  1.7%, below  yet closer  to  the  ECB target  of  2% (compared  to  1.5% in 

2017 and 0.2% in 2016). In June 2018, the  highest  inflation  was observed  in Romania  at 

4.0% and Estonia at 2.9%, while  the  lowest  inflation  in the  EU was recorded  in Cyprus at -

0.4% and Greece at 0.2%. 

Employment,  based on labour  force  data  from  Eurostat,  strengthened  in the  first  quarter  

of  2018 by 1.4% in both  the  EU and the  Euro area, against  1.5% and 1.4% rise respectively  

in the  third  quarter  of  2017. The European  Commission  projects  a weakening  of  the  

employment  growth  in the  EU in 2018 and 2019, at 1.1% and 0.9% respectively.  The ECB 

also anticipates  slower  employment  growth  in the  Euro area, at 1.4% in 2018 and 1.1% in 

2019. The strongest  employment  growth  in the  first  quarter  of  2018 occurred  in Malta  

(5.2%), Bulgaria  (5.1%) and Slovenia (4.7%), while  contraction  of  employment  was observed  

only  in Lithuania  (-0.7%). Greece ranked  11th  with  2.2% growth.  

Unemployment  fell  to  7.1% in the  EU and 8.6% in the  Euro area in the  first  quarter  of  2017, 

compared  to  7.3% and 8.7% respectively  in the  preceding  quarter,  its lowest  level in both  

regions  since 2008. For 2018 and 2019, the  European  Commission  projects  further  decline  

of  unemployment  in the  EU to  7.1% and 6.7% respectively,  while  the  ECB anticipates  falling  

unemployment  rates  at 8.4% and 7.8% in the  Euro area. In the  first  quarter  of  2018, the  

highest  unemployment  rate  was recorded  in Greece (20.9%), followed  by Spain (16.2%), 

Italy  (11.0%), Croatia  (9.5%), Cyprus (9.4%) and France (9.2%). In contrast,  the  lowest  

unemployment  over  the  same period  was recorded  in the  Czech Republic  (2.3%) and  

Germany  (3.5%). 

The fiscal performance  improved  slightly  in both  regions  in 2017, with  the  European  

Commission  projecting  a further  decline  in the  general  government  deficit  in the  EU in 

2018 to  0.8% of  GDP (from  1.0% in 2017). The ECB anticipates  that  the  fiscal deficit  in the  

Euro area will  fall  to  0.7% and 0.8% of  GDP respectively  in 2018 and 2019, implying  that  on 

average the  fiscal policy  will  remain  slightly  expansionary.  The countries  with  the  highest  

expected  deficit  in 2018 are Romania  (-3.4%), Spain (-2.6%) and France (-2.3%), while  the  

highest  surpluses  are projected  in Cyprus (+2.0%), the  Czech Republic  (+1.4%) and  

Germany  (+1.2%). Within  the  Euro area, Spain is the  only  country  that  has remained  under  

monitoring  based on the  excessive deficit  procedure  (EDP), as it  must  comply  with  a deficit  

target  of  below  3% in 2018. Public debt  is anticipated  to  continue  to  decline  gradually  in 

the  EU and the  Euro area in 2018 and 2019, as it  is projected  to  reach 81.2% and 79.1% of  

GDP respectively  in the  EU and 84.8% and 82.7% respectively  in the  Euro area. Despite  the  

progress,  public  debt  is anticipated  to  remain  very high  across many  member  states  in 
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2018 (in percentage  of  GDP: Greece 177.8%, Italy  130.7%, Portugal  122.5%, Cyprus 105.7%, 

Belgium  101.5%), while  the  positive  economic  conditions  constitute  an opportunity  for  

improvement  of  the  fiscal balance, especially  in countries  whose  GDP is estimated  to  have 

exceeded  its potential  level (in 25 of  the  28 EU countries),  thus  increasing  the  risk  of 

"overheating".  

As to  the  monetary  policy  framework,  the  European  Central  Bank continues  to  pursue  

accommodative  monetary  policy  through  very low  interest  rates  and unconventional  

quantitative  easing (QE) tools.  The current  bond  purchase  programme  was tampered  in 

late  2017, from  a monthly  volume  of  ɚ60 billion  to  ɚ30 billion,  until  September  2018, when  

it  will  decline  further  to  ɚ15 billion  until  December  2018. While  the  markets  anticipate  that  

the  interest  rates  are going to  remain  at the  same low  levels for  at least 2018 and most  of  

2019, the  ECB decided  to  discontinue  the  asset purchase  programme  at the  end  of  the  

current  year (14th  June 2018, Governing  Council  meeting).  The ECB will  maintain  its policy  

of  reinvesting  the  principal  payments  from  maturing  securities  Ɉfor an extended  period  of  

time  after  the  end  of  the  net  asset purchases,  and in any case for  as long  as necessaryɉ. 

Recall that  since the  beginning  of  2015, when  the  QE programme  began, the  ECB has 

bought  bonds  of  ɚ2.5 trillion  total  value.  

The economy  in Europe, and particularly  in the  Euro area, is facing a series of  challenges  

that  keep the  policy  makers  on alert:  

¶ Risks for  the  banking  system:  very high  rate  of  non -performing  loans in some  

countries,  with  implications  for  the  liquidity  in the  European  economy  and  for  

investment  

¶ Managing  the  impact  of  possible  escalation  of  protectionist  trade  measures  by 

trading  partners  such as the  US 

¶ The GDP growth  rate  is higher  than  that  of  potential  output  in most  countries  (in 

17 of  its 19 member  states, with  Greece and Italy  standing  out) , hence slowdown  

is anticipated  in the  medium  term  

¶ Need of  sound  fiscal management  for  members  with  a high  level of  public  debt  

that  have the  opportunity  to  exercise counter -cyclical policy  

¶ Need of  deepening  of  the  monetary  union  and strengthening  of  its institutions  

¶ Need to  mitigate  macroeconomic  imbalances  within  the  Euro area, as they  

complicate  the  joint  response  to  adverse  shocks 

¶ Demographic  trend  of  an ageing population  with  an impact  on the  sustainability  

of  the  social security  system in many  member  states  

¶ Refugee flows  and possibilities  of  integration  in the  economic  activity  

¶ Political  developments  and elections.  The delay in form ing a government  in Italy  

and Germany  reflects  the  difficulty  of  consensus  inter  alia on matters  of  European  

orientation,  and generates  uncertainty  in relation  to  the  stance that  the  countries  

will  keep between  the  opportunity  of  deepening  the  Monetary  Union,  and  the  

rising  euro -scepticism  
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¶ The Brexit  negotiations  seem to  weigh  more  on the  British  economy  and less on 

the  Euro area for  the  time  being,  yet it  remains  a source  of  uncertainty  for  both  

economies  

¶ Geopolitical  tensions  in the  wider  region  that  are affecting,  inter  alia, investment  

and consumer  confidence .  

2.2 The economic  environment  in  Greece  

A. Economic  climate  

 

The IOBE economic sentiment surveys offer significant indications on the developments of the 

economy in the past few months, from  the perspective of both the enterprises and the 

consumers. In addition,  the results of the surveys constitute leading indicators  for  various 

economic magnitudes and can be used to predict near-term developments and even the course 

of GDP.6 

The economic  climate  indicator  increased  slightly  quarter  on quarter  and strengthened  

year on year in the  second  quarter  of  2018. The relatively  steady  uptrend  in the  economic  

sentiment  over  a number  of  months  is consistent  with  the  gradual  recovery  of  the  

economy,  following  the  strong  growth  in the  international  environment.  The anticipation  

of  the  final  review  of  the  third  adjustment  programme , the  new measures  for  the  public  

debt  and the  post -programme  framework  of  relations  with  creditors  also affected  the  

expectations  during  this  quarter . Despite  the  number  of  open  issues before  and during  

the  review,  the  expectation  that  the  current  programme  will  be completed  and more  

broadly,  that  another  programme  will  not  follow,  after  eight  years of  programmes,  

gradually  emerged.   To a certain  extent,  the  improvement  of  the  indicator  is explained  with  

                                                           
6 Note that  since March, the base period  of the series presented  in the sectoral business sentiment  

indicators, i.e. the indicators  in Manufacturing,  Retail Trade, Services and Construction,  has changed. In 

particular, the 2000 -2010 period was designated as a new base (= 100). Until February 2018, the indicator 

were referenced to their values from the 1996 -2006 period. The historical series of the indicators are fully 

revised, in order to ensure that the statistics are comparable. As a result, the indicators with the new base 

period are overall higher compared with those with the older base period. The change in the base period 

by IOBE has not affected the overall economic sentiment indicator for Greece or any other country.  

¶ The Economic Sentiment Indicator  increased in Greece in the second quarter  of 2018, 

both  quarter  on quarter  and year on year (to 103.4 from  102.0 and 94.3 points  

respectively). 

¶ Business sentiment improved in the second quarter of this year compared to last year 

in Retail Trade and Services, remained at about the same level in Construction and 

deteriorated in Industry.  

¶ The Consumer Confidence Index  strengthened quarter on quarter in the second 

quarter of 2018 ( -50.7 from -52.3 points), while it was notably higher year on year 

(from -70.2 points). 
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seasonal factors  as well,  such as the  start  of  the  tourist  season, where  further  rise of  

demand  from  abroad  is emerging,  with  positive  effects  on employment  and the  wider  

economic  activity.   

However,  the  evolution  of  the  expectations  in the  coming  months  will  depend  in a crucial  

way on the  conditions  shaping  the  course  of  the  Greek economy  after  the  programme.  If, 

that  is, a strong  growth  momentum  will  emerge,  or  the  economy  will  totter  weak 

surrounded  by risks. Overall,  the  coming  period  is of  high  significance,  as on the  one hand  

it  turns  out  to  be decisive for  the  course  of  the  yearly  GDP each year due  to  the  significant  

impact  of  tourism,  and on the  other  this  year in particular  it  coincides  with  the  transition  

to  the  post -programme  era. In greater  detail:  

The Economic  Climate  Index  in Greece increased  quarter  on quarter  in the  second quarter  

of  2018, to  103.4 points  on average (from  102 in the  previous  quarter),  at a higher  level 

than  the  average from  the  same quarter  of  2017 (94.3 points).  

In Europe, the  index  declined  quarter  on quarter  in the  quarter  under  examination,  both  

in the  EU and in the  Euro area. In particular,  the  economic  climate  index  averaged  112.5 

points  in the  second  quarter  of  2018 both  in the  Euro area and in the  EU (from  114 points ). 

However,  it  stood  higher  than  last year, when  it  averaged  109.9 points  in the  Euro area 

and 109.5 points  in the  EU.  

At the  sector  level, the  business  expectations  in Greece deteriorated  quarter  on quarter  in 

the  first  quarter  of  the  year in Industry,  remaining  unchanged  in Construction  and  

strengthened  in Retail Trade and Services. On the  demand  side, the  quarterly  average of  

the  very weak consumer  confidence  improved . Compared  to  the  same quarter  of  the  

preceding  year, the  index  increased  on average in all sectors  of  the  economy , while  

consumer  confidence  strengthened  substantially  as well . In greater  detail:  

The Consumer  Confidence  Index  in Greece averaged  -50.7 points  in the  second  quarter  of  

2018 (from  -52.3 points  in the  first  quarter),  significantly  higher  year on year (from  -70.2 

points).  At the  country  level, the  Greeks maintained  their  top  rank  on the  European  

pessimism  scale. The corresponding  average European  index  weakened  marginally  

quarter  on quarter  in the  quarter  under  review  in the  Euro area (to 0.0 from  0.5 points)  

and in the  EU (-0.6 from  -0.1 point).  The index  improved  year on year in both  regions  

(from  -2.7 and -3 points  respectively  in the  Euro area and the  EU). 

The quarter -on-quarter  trends  in the  individual  components  that  make  up the  overall  

indicator  were  positive  in the  second quarter  of 2018. The expectations  of  the  Greek 

consumers  for  the  financial  situation  of  their  households  in the  following  12 months,  the  

corresponding  expectations  for  the  country's  economic  situation,  the  unemployment  

expectations  and the  very weak intention  to  save, they  all strengthened.  

In particular,  in the  second  quarter  of  the  year, the  percentage  of  those  who  were  

pessimistic  about  their  household's  economic  situation  over  the  next  12 months  remained  

on average at 59%, while  the  share  of  respondent  holding  the  opposite  view increased  to  

6% (from  5%). Furthermore,  the  percentage  of  Greek consumers  with  gloomy  expectations  
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The Economic  

Sentiment  Indicator  

slightly increased  

quarter  on quarter  in 

the  second quarter  of  

2018, posting stronger 

improvement year on 

year. 

about  the  country's  economic  situation  marginally  declined  to  62% (from  63%), with  9% 

(from  8%) anticipating  slight  improvement . Concerning  the  intention  to  save, the  

percentage  of  households  considering  unlikely  that  they  would  do any savings over  the  

next  12 months  remained  at 89%, while  the  percentage  of  respondent  considering  likely  

that  they  would  save increased  to  10% (from  9%). Meanwhile,  53% (from  55%) believed  

that  unemployment  would  deteriorate,  with  16% (from  15%) on average holding  the  

opposite  view. The percentage  of  consumers  responding  that  they  were  "running  into  

debt"  averaged  11% (from  16%) in the  second  quarter  of  2018, lower  compared  to  the  

same quarter  of  last year (15%), while  the  percentage  of  respondents  saying that  they  were  

saving little  or  a lot  increased  to  10% (from  8% in the  preceding  quarter  and 7% in the  

previous  year). Finally, the  percentage  of  those  who  declared  that  they  were  "just  about  

managing  to  make  ends meet  on their  income"  increased  to  67% (from  65%), while  the  

percentage  of  households  reporting  that  they  were  "drawing  on their  savings" remained  

unchanged  at 11% (from  14% in the  second quarter  of  2017). 

Figure 2.3 

Economic Sentiment  Indicators: ơU, Euro area and Greece, (1990-2016=100, seasonally 

adjusted data) 

 

Source: European Commission, DG ECFIN 

The Business Climate  Indicator  in Industry  stood  at 102.7 points  in the  second quarter  of  

2018 (from  105.1 points  in the  preceding  quarter),  higher  than  its corresponding  level of  

2017 (96.1 points).  In the  key activity  indicators,  the  forecast  for  short -term  output  change 

declined  marginally  in the  examined  quarter  (+22, from  +23 points  on average), while  the  

estimates  for  the  level of  orders  and demand  weakened  as well  (to -20 from  -12 points).  

The assessment  of  the  stock of  finished  products  point  to  a slight  depletion  (at +4 from  +7 

the  relevant  index),  while  the  trends  in the  export  indicators  were  mixed.  The export  

expectations  over  the  following  quarter  improved,  as was the  case with  the  current  

assessment  of  the  exports  in the  sector,  yet the  assessment  of  foreign  orders  and demand  

deteriorated.  The quarterly  balance  of  employment  expectations  increased  to  +8 (from  +3) 
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The percentage  of  

respondents  who  say 

they  save a little  or  a 

lot  increased to  10% 

(from  8%) 

points  on average. The production  capacity  utilisation  rate  stood  at 70.9% (from  71.5%), 

while  the  months  of  guaranteed  production  of  the  enterprises  once more  averaged  4.5. 

The Business Climate  Indicator  in Retail Trade increased  quarter  on quarter  in the  

examined  quarter  to  104.7 (from  97.1) points,  higher  year on year as well  (from  96 points).  

Among  the  key components  of  the  indicator,  the  average balance  of  the  current  sales 

assessment  increased  to  15 (from  -1) points.  About  30% (from  39%) of  the  enterprises  

reported  their  sales to  have declined,  with  44% (from  38%) declaring  the  opposite  result.  

The projected  sales indicator  increased  by 5 from  18 points,  while  the  assessment  of  

inventories  slightly  declined  (to 4 from  7 points).  Regarding the  remaining  activity  data, the  

change in the  balance  of  expectations  for  orders  to  suppliers  is marginally  positive  (10 

from  8 points  on average per  quarter),  while  the  short -term  employment  forecast  declined  

to  5 (from  12) points.  Finally, the  balance  of  price  expectations  increased  marginally  from  

3 to  1 point,  with  7-8% of  the  companies  expressing  once more  expectations  of  a decline  

in prices  and 90% (from  85%) predicting  price  stability.  The sentiment  strengthened  in the  

second quarter  in all examined  subsectors,  except  for  Textiles-Clothing -Footwear and  

Department  Stores, where  expectations  weakened.  

Figure 2.4 

Consumer survey data on the financial situation  of households   

(average April ɀ June 2018) 

  

Source: ϱƫƞơ 

The business  expectations  in Construction  did  not  change much  in the  second quarter  of  

2018, with  the  balance  standing  at 60.3 (from  60.5) points  on average. The indicator  stood  

slightly  higher  year on year (from  47.2). Among  the  key components  of  the  indicator,  the  

employment  expectations  in the  sector  lost  ground,  as the  index  reached  -36 (from  -32) 

points,  while  47% (from  44%) of  the  companies  were  expecting  fewer  jobs  in the  sector.  

The expectations  of  the  businesses about  their  activity  level became less pessimistic  (at -59 

from  -64 points),  while  the  assessment  of  their  current  level of activity  deteriorated  (to -47 
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from  -30). The months  of  activity  accounted  for  by work  in hand  in the  sector  declined  to  

6.7 (from  7.7). The negative  balance  of  price  expectations  eased by 7 points,  to  -19, with  

30% (from  33%) of  the  companies  expecting  a decrease in the  short -term  and 11% (from  

7%) a new increase.  Finally, the  percentage  of  companies  reporting  that  they  were  not  

facing any obstacles  to  the  proper  functioning  of  their  business  reached  17% (from  12%), 

while  among  the  remaining  businesses, 26% selected  as the  major  obstacle  low  demand,  

41% insufficient  funding  and 15% factors  such as the  country's  general  economic  situation,  

the  capital  controls,  high  taxes, lack of  projects,  and late  payment  by the  state.  At the  

subsector  level, the  deterioration  in overall  business  confidence  in the  examined  quarter  

in Public Works was offset  by the  growth  of  the  indicator  in Private  Construction.  

In Services, the  average Business Climate  Indicator  increased  quarter  on quarter  in the  

second quarter  of  2018 to  104.4 (from  91.4) points,  at a higher  level than  in the  same 

period  of  last year (92.6 points).  Among  the  key components,  the  assessment  of  current  

demand  gained  ground,  with  the  relative  index  estimated  at 15 (from  2 points)  on average. 

The assessment  of  the  current  level of business  activity  improved  (21 from  3 points  on  

average), while  the  short -term  demand  expectations  of  the  businesses  in the  sector  also 

strengthened  (+29 from  +14 on balance). Regarding the  remaining  activity  indicators,  the  

balance  of  employment  expectations  of  the  respondents  increased  (to 21 from  7 points  

on average), while  the  balance  of  price  expectations  increased  on average to  3 (from  -3) 

points.   

Finally, the  percentage  of  respondents  reporting  a seamless business  operation  marginally  

increased  to  32% (from  26%), with  26% declaring  as the  major  barrier  to  their  operation  

the  lack of  demand,  19% working  capital  shortage  and 18% other  factors  related  to  the  

general  economic  situation  and the  crisis, the  capital  controls,  lack of  access to  finance,  

high  taxation,  arrears  etc. Among  the  examined  subsectors  of  Services, the  indicators  

improved  quarter  on quarter  in the  second quarter  in Hotels -Restaurants -Travel agencies 

and Land Transport,  remained  unchanged  in Various  Business Activities  and deteriorated  

in Financial Intermediaries  and IT Services. 
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Table 2.6 

Economic Sentiment  Indicators   

Sources: European Commission, DG ECFIN, ϱƫƞơ 

 

Figure 2.5 
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Time period  Economic Sentiment Indicator  Business Climate Index 

(Greece) 

Consumer 

Confidence 

Index 

(Greece) 

EU Euro area Greece Industry  Construction  Retail 

Trade 

Services 

2006 109 108 107 107 100 115 111 -33 

2007 111 110 110 108 102 125 114 -28 

2008 93.1 93.5 100.2 96.9 104.8 105.9 104.6 -46.0 

2009 77.8 78.9 82.5 76.0 72.0 83.3 75.0 -45.7 

2010 100.9 100.8 82.7 79.9 52.2 61.3 68.1 -63.4 

2011 100.4 101.6 81.5 81.1 37.7 60.9 66.1 -74.1 

2012 89.6 89.6 80.7 81.4 47.5 59.1 58.8 -74.8 

2013 94.6 92.8 91.6 92.6 71.5 72.6 75.3 -69.4 

2014 104.0 100.9 100.7 99.7 88.4 92.3 93.3 -54.0 

2015 105.7 103.6 89.6 86.3 62.0 83.9 78.2 -50.7 

2016 105.3 104.3 91.9 96.1 61.3 101.4 79.3 -68.0 

2017 111.1 110.7 96.8 98.1 55.4 94.6 92.7 -63.0 

Q1 2017 108.3 107.5 94.0 97.0 57.2 97.3 83.4 -71.8 

Q2 2017 110.0 109.5 94.3 96.1 47.2 96.0 92.6 -70.2 

Q3 2017 111.8 111.5 99.5 99.0 64.9 88.3 99.7 -57.4 

Q4 2017 114.1 114.3 99.5 100.3 52.3 96.9 95.1 -52.7 

Q1 2018 113.9 113.9 102.0 105.1 60.3 97.1 91.4 -52.3 

Q2 2018 112.5 112.5 103.4 102.7 60.5 104.7 104.4 -50.7 
















































































































































































