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FOREWORD

This is the second IOBE bulletin on the Greek economy for 2015. It comes at the most
crucial time for the Greek economy and society since the mid 1970s, in the aftermath of the
interruption of the negotiations with our EU partners, the imposition of capital controls, the
referendum and amidst the turbulent negotiations for the start of the new programme. As
all IOBE quarterly bulletins, this report contains four chapters and an appendix with key
structural indicators. The bulletin starts with a position paper on the prerequisites (political,
economic) to surpass the particularly harsh conditions that formed in the past quarter and
to overcome the economic stagnation. The remainder of the report is structured as follows:

The first chapter presents a brief overview of the report. Chapter two examines the
general economic conditions, including: a) an analysis of the global economic environ-
ment in the first three months of 2015, based mostly on the latest IMF report and data
from other international organisations; b) an outline of the economic climate in Greece in
the second quarter of 2015, based on data from the latest IOBE business surveys; c) an
analysis of the execution of the State Budget in the first half of the current year.

Chapter three focuses on the performance of the Greek economy in the first quarter of
2015 and the first months of the following quarter. It includes an analysis of: the current
macroeconomic environment and its outlook for the second half of 2015; the devel-
opments in key production sectors in the first quarter of 2015 and in the following
months, depending on data availability; the export performance of the Greek economy in
first four months of 2015; the developments in the labour market in the first quarter; the
trends of inflation in the first half of 2015; and, finally, the trends in the balance of pay-
ments from January through May 2015.

The last chapter presents a IOBE study on the impact of ICT adoption and digital growth in
Greece.

The report is based on data that were available up to the 21% of July 2015. IOBE's next
quarterly bulletin on the Greek economy will be published in mid-October.
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THE DAY AFTER

This quarterly bulletin of IOBE is being published at a time when the Greek economy is
heavily wounded. Having escaped, but only barely, the disastrous events that could have
resulted from an uncontrolled default and exit from the Eurozone, the Greek economy is
now in an urgent pursuit for a new direction. Undoubtedly, the new direction will be deter-
mined by some key economic policy choices. The conditions for a positive growth
path are present but they are neither self-evident nor can they emerge auto-
matically. As there is no more room for manoeuvre, while it has become obvious
that the alternative solutions are going to be notably painful, putting together
the factors that can support a course of growth for the Greek economy must
now constitute a national goal rather than the object of tactical political nego-
tiation.

The critical examination of the agreement, which has been achieved in principle, brings
forward many positive elements that would allow for a needed base to emerge.
Therefore, the agreement must receive a broad support without any hesitation
or ambiguity; it has been delayed, hence it must be completed as soon as possi-
ble and it must be implemented as thoroughly as possible. Undoubtedly, it contains
a series of disputable points (e.g. increases in taxation which will push the economy to-
wards a recession); however, this fact should not provoke any further delay and unwilling-
ness in the implementation of the programme as a whole. After all, the progress of the
economic adjustment programmes over the past five years and particularly the experience
acquired over the past few months have indicated in a dramatic way that even all delays
and the preservation of uncertainty have an additional real cost, which is heavy
and much higher than any benefit that can result from any actual or hypothetical improve-
ment following the delay.

Undoubtedly, the results caused by the recent harsh events cannot be easily reversed. The
lifting of the restrictions in the bank transactions can only happen gradually and
as long as trust is regained through the attainment of a new stabilisation of the banks
as well as of the fiscal and macroeconomic figures. These restrictions, along with the
rupture of trust that has occurred, will tend to dampen economic activity in the
country overall. Income and employment will decrease over the coming months, as
investment will naturally experience a sharp fall. In any case, the conditions for a robust
growth cannot materialise as long as the return of trust and the stabilisation of the banking
system are delayed. Therefore, the next economic policy actions (including the banking
system) must be decisive and swift.

Since 2008, the international crisis has triggered a long period of deep recession in the
Greek economy and the enforcement of adjustment programmes. This period has already
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lasted for too long and it must end as soon as possible. Certainly, this must be done
through the creation of conditions that will allow the economy to finance itself from the
international markets and move on a path of growth and convergence with the core of
Europe. A significant recession is expected for the current year (reversing the
light recovery of 2014 and reversing the projections for significant growth in
2015), while it is expected that a negative growth, although gradually higher,
will occur throughout the following year as well. However, it is possible to build
the necessary conditions to return to positive growth rates as early as within the
following year and to the markets before the anticipated end of the upcoming
program. This positive course of events, which is absolutely necessary, cannot be
achieved without the realisation of a series of conditions for a significant and long-term
stabilisation in the economic and broader policies, from early in the upcoming autumn. In
these terms, the foundations for the stabilisation must be already in place before the end of
this summer.

Overall, the necessary stabilisation must come about through a combination of a number of
conditions.

The first condition is the clear, irrevocable, and non-negotiable position of the defi-
nite majority of the political spectrum in favour of the country staying in the
Eurozone. The lack of consensus amongst the major political forces regarding a national
programme of stabilisation and growth has proved to be the major destabilising factor that
has heightened the uncertainty and the recession since 2009. This lack of consensus differ-
entiates the Greek case from the rest of the countries in which comparable programs were
enforced. Irrespective of any other kind of political developments, the elimination of this
particular problem will prove catalytic.

The second condition is the immediate and effectual turn towards the attraction of
investments, aiming at the doubling of their share in GDP as soon as possible. This sug-
gests at least four separate actions: i) stabilisation of the domestic banking system with the
required recapitalisation and treatment of the non-performing loans, in order to free and
mobilise the available national resources, ii) mobilisation to take advantage, through the
leverage of even more investment resources, of the “Juncker investment package”, iii)
attraction of foreign direct investments through the necessary reform interventions in the
markets and in the public administration, iv) growth-oriented design and operation of the
fund for the development of the state-owned property, a crucial part of the planned
agreement, in such a way that it could attract additional new capitals (IOBE already made a
proposal along those lines in 2011).

The third condition is the effective implementation of the new programme. While
the previous two programmes had a series of problems in their design, the major problem
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was detected in their implementation, particularly where the short-term and the specific
interest prevailed in political terms over the long-term and broader interest. The appropri-
ate expert knowledge will be necessary in this effort as the current conditions are arduous
and unusual. Indicatively and given the abnormal situation regarding payments at the retail
level, the promotion of the electronic means of payment, with the appropriate fiscal ad-
justments, can become the key for combating tax evasion and promoting sound business
practices. In parallel, particularly given that the recession will unfortunately continue for at
least a year, the protection of the truly financially fragile households, through
targeted and decisive measures, is crucial.

If the conditions mentioned above are fulfilled and with trust gradually restored, the Greek
side would not only be entitled to, but it would ought to demand, gradual, yet significant,
actions for further extension of the loan maturities and reduction of the current and future
interest rates in order to ease the risk faced by the long-term investors.

Taking into consideration the dramatic events of the past month, it remains, from many
points of view a paradox, how the exit of Greece from the Eurozone came to be considered
such a real possibility. In their majority, the Greek people see their stay in the common
currency in a positive way, acknowledging that the closer they remain to the core of
Europe, the better their future can be. The Greek economy would have much to lose in the
case of an exit, not only due to medium-term turmoil (from which we already had a bitter
foretaste), but also due to the dramatic decline of the strength of the domestic institutions
and of investment. Meanwhile, the Eurozone itself would have suffered a significant de-
crease in its credibility in the medium term. So, how did we reach this very difficult point?

During the last five years, whereas significant progress has been made, there has been a
lack of clarity and credibility in the economic policy particularly in relation to the required
structural reforms. A myth that the problem can be solved without a true conver-
gence of the economy with the rest of the Eurozone was systematically fabri-
cated. With the prolonged uncertainty and very weak investment, the deep recession was
inevitable. This culminated in the past few months in a situation where the eco-
nomic policy appeared to be executed in ignorance of all the crucial limitations
and actual facts.

With the new agreement, there are important challenges ahead. Nonetheless, within the
negative developments a framework of positive preconditions may be created. If the real
convergence about the basic and necessary elements for every modern and
competitive economy takes place and is not overthrown, it can soon lead to the
lifting of the prevailing uncertainty. As a result, the necessary turn towards
growth could finally be achieved and in fact it could be particularly strong. However,
hoping for such an outcome is not enough; we must make sure to exclude any other po-
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tential developments as such developments would be dramatic and undesirable and they
would affect in particular the most vulnerable parts of the Greek economy and society.

10
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1. BRIEF OVERVIEW - CONCLUSIONS

The world economy keeps growing
steadily in 2015

After a short-lived slowdown in the
fourth quarter of 2014, the global
economic activity increased by 3.3%
year on year in the first quarter of
2015. In the OECD countries, GDP in-
creased year on year by 1.9% during the
first quarter of 2015. Among the devel-
oped countries, in Japan the recession
carried over to one more quarter, as the
economy contracted by 1.0%. Growth
strengthened slightly in the US economy
(from 2.4% in the fourth quarter to
2.7%), while the gradual recovery in the
Eurozone continued, recording a growth
rate of 1.0%. Among the developing
economies, the recession in Brazil per-
sisted for the fourth consecutive quarter,
stronger in comparison to the previous
quarters, as the economy contracted by
1.0%. In China, the pace of growth re-
mained high in the beginning of the
current year, at around 7.0%, however it
slowed further down from the fourth
quarter of 2014 (+7.3%).

It is estimated that the trends in the main
groups of economies during the previous
year will carry over to the current year.
Among the developed economies, the
Eurozone will benefit from the positive
effects that the fall in oil prices has on
real household disposable income and on
profit margins. The quantitative easing
decided by the European Central Bank is
expected to stimulate investment and
consumption. The devaluation of the euro

in relation to the dollar will boost the
European exports and put pressure on
the prices of imported products, causing a
rise in the prices and offsetting the defla-
tionary trends. In the US economy, the
growth of private consumption, the
strong labour market, and the boost of
disposable income due to low inflation
remain the key growth drivers. The loose
fiscal policy will continue to contribute to
economic growth and counterweigh the
negative effects of the appreciation of the
dollar on the international competiveness
of its exports. Japan, with the monetary
policy that it follows and the effect from
the lower oil prices, is expected to gradu-
ally achieve economic recovery. Under
these conditions, this year the GDP
growth in the developed economies
is expected to stand slightly below
2.5%.

Regarding the developing economies, the
low oil prices and the quantitative easing
policy will continue to drive the economic
growth in China, however at a slower
pace than before. On the other hand,
potential disturbing factors for its econ-
omy remain a possible instability in the
property market and the financial system.
The decline of investment and the decel-
eration of private consumption, in con-
junction with the significant capital flight
and the rapid increase of the cost of
capital due to the loss of trust owing to
the military conflict in Ukraine, will hit
hard on the Russian economy. In addi-
tion, the sudden drop of the oil prices
hampers the country’s exports. Overall,

11
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the growth rate in the developing
countries will decelerate further,
reaching only 4.0%. In conjunction
with the acceleration of the devel-
oped economies, it is estimated that
the global GDP will grow for the
third consecutive year at around
3.5%, or less.

Marginal growth in the Greek econ-
omy in early 2015

The GDP growth of Greece in the
first quarter of 2015 reached only
0.4%, compared to a growth of rate
of 1.3% in the last quarter of 2014,
and a recession of 0.3% in the same
quarter of the previous year. The
new, significant slowdown is due to the
escalation of the political uncertainty
during the election period, which peaked
in February during the negotiations with
the European Commission, the European
Central Bank and the International Mone-
tary Fund (regarding the second eco-
nomic adjustment programme, envisaged
to be completed by the end of that
month). The lower quarter-on-quarter
GDP growth in the first quarter of the
current year is due to the acute decelera-
tion of export growth. On the other hand,
investment increased significantly, while
the growth of household consumption
strengthened and the contraction of
public consumption weakened. The
growth of private consumption contrib-
uted to the high growth of imports, which
was nevertheless milder compared to late
2014, and in conjunction with the limited
rise in exports, did not further aggravate

12

the balance of the external sector in
national accounting terms.

In greater detail, regarding the trends of
the GDP components in the first quarter
of 2015, the domestic consumption
expenditure was higher by 1.0% in
comparison to the same period in
2014, when they increased slightly by
0.4%, as they did in the last quarter of
the previous year. The trends in the key
components of domestic consumption
during the previous year carried over to
early 2015, as the new rise was exclu-
sively due to the increase of the
household consumption expenditure
by 1.6%, while the public sector con-
sumption slightly decreased (-0.2%), less
than in the second quarter of 2014 (-
3.06%).

A steep growth, the strongest in the
last nine years, was recorded in
investment in the first quarter of
2015 (+27.6%), at variation to their
strong contraction a year ago (-19.36%).
The increase resulted mainly from
stronger fixed capital formation
(+14.6%), however at the same time a
relatively large increase of inventories
was also recorded (€522 million), a fact
that proves the presence of excess capac-
ity in relation to actual demand at both
national and international level for the
Greek products. The categories of fixed
capital that recorded strongest growth
were Machinery (+23.6%) and Transpor-
tation equipment (+116.5%).

A significant change was recorded in
exports, as their high rate of growth
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in the fourth quarter in the previous
year (10.0%) was followed by only a
slight increase (1.3%) in early 2015,
which was much lower in comparison to
their expansion in the first quarter of
2014 (+7.8%) as well. Growth slowed
down significantly in the exports of goods
(+0.9 from +5.2 a year ago) as much as
in the exports of services (+2.2% from
+10.7%). However, note that after the
rise of exports in the first quarter,
for the fourth consecutive year, they
reached their second highest level in
constant prices on record for the
specific period, at €13.9 billions,
slightly less than their maximum rate in
January-March of 2008 (€14.6 billions).

The steady recovery of consumption
demand for a year, mainly due to the
expansion of household consump-
tion expenditure, preserves the rise
of imports, which benefited also from
growth in certain fixed capital categories
(vehicles, machinery) during the first
quarter of this year. In particular, im-
ports in the first quarter of this year
were higher by 10.3% in comparison
to the respective period of 2014,
when imports had grown by only
+0.3%. In conjunction with the low
increase of exports in the beginning of
the current year, the deficit of the exter-
nal sector of the economy in national
accounting terms expanded in the first
quarter of this year to €1.86 billion (4.0%
of GDP), against €561 million (1.2%) in
the previous year.

Return of the recession in the Greek
economy in 2015, due to the capital
controls and the new fiscal measures

The already heightened uncertainty dur-
ing the first quarter of the year, due to
the elections and the extension of the
second economic adjustment programme
by four months (in order to complete its
review and agree on the necessary meas-
ures-policies for the continuation of the
fiscal adjustment and to ensure debt
sustainability), deteriorated further in the
second quarter (due to the constant
failure of the two sides to reach an
agreement, mainly regarding the reform-
ing priorities, the fiscal measures, and the
need for intervention regarding the public
debt). The failure to conclude the evalua-
tion of the second program and its direct
consequences (loss of envisaged financ-
ing of the Greek state to service its debt,
debt moratorium vis-a-vis the IMF, refusal
to extend the financing of the banks by
the ECB through the Emergency Liquidity
Assistance (ELA), imposition of capital
controls), in conjunction with the an-
nouncement of the referendum, created
unprecedented conditions for the Greek
economy and society. The duration and
the extent of the impact of these new
conditions cannot be predicted for the
time being.

On the other hand, the achievement
initially of an agreement regarding par-
ticular reforms between the Greek gov-
ernment and the Eurozone partners, (in
order to begin the negotiations - following
the implementation of the reforms - for a
new program and the passing of some of

13
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the reforms through parliament), limit the
loss of credibility and the possibility of
negative economic developments in the
following months, without however elimi-
nating them. The extent to which the
distrust within the country and abroad will
continue to weaken depends on the
normalisation of the government function
and the adoption of the necessary deci-
sions for the implementation of the prior
actions for the new program, as well as of
the reforms that will be included in the
programme itself.

In greater detail, regarding the trends in
key economic indicators in the second
quarter of the current year, the liquidity
of the banking system deteriorated
sharply. According to the latest data of
the Bank of Greece, the deposits in the
domestic monetary - financial institutions
decreased by €39.2 billion (-22.1%) from
December to May, out of which deposits
of €21.7 billion were withdrawn after the
elections. As a result, the deposits by the
end of May did not surpass the amount of
€138.6 billion, reaching their lowest level
in 11 years (since June 2004). This reac-
tion from the households and the enter-
prises is interpreted mainly as the effort
to safeguard their wealth against cur-
rency risks. The prolonged lack of funding
of the Greek state for the past 10
months, as no evaluation of the economic
adjustment programme was completed,
limited its liquid assets to a minimum.

Despite the extensive flight of deposits
from the banking system since the last
month of 2014 and the support of its
liquidity since then through the Emer-
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gency Liquidity Assistance (ELA), the
credit flows towards the private sector of
the economy did not deteriorate in the
months following the elections, until well
into April. In the first four months of
2015, the rate of credit contraction was at
around 1.5% clearly lower than in the last
quarter of 2014. A credit expansion to
companies was recorded for the first time
since late 2009. However, in May the
credit to the private sector declined anew
by 2.8%.

The prolonged lack of funding led to the
concentration of all the available re-
sources (mainly cash reserves of general
government entities), for the payment of
ordinary expenditure (wages, pensions,
benefits etc.) and the servicing of public
debt. In the most recent data regarding
the execution of the State Budget, pri-
mary expenditure was lower than the
target by €2.6 billion, of which €1.3 billion
came from growth of arrears to suppliers
of the public sector, thus deteriorating
further the liquidity in the private sector.

It is very likely that the households, in
order to secure their wealth against cur-
rency risks, turned the deposits that they
withdrew into financial investments
abroad, which deteriorated the financial
account. From the €16.5 billion of the
growth of Other Investment in the finan-
cial account in the first four months of
this year, €5.4 billion came from a net
rise of the deposits and repos of Greek
residents abroad. In contrast, the domes-
tic receivables in portfolio investments
decreased by €6 billion.
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The realization of more and, up to a
point, hurried purchases of internationally
produced goods by households and en-
terprises (durables and capital goods) is
one more action aimed at safeguarding
their wealth. Indicatively, already from
the first quarter of 2015 the seasonally
adjusted turnover of the motor vehicles
sector was higher by 16.9% year on year.
During the same period, the seasonally
adjusted sales of machinery and equip-
ment were higher by 23.6%, recording
their strongest growth since the second
quarter of 2008. Certainly, the rise in the
aforementioned categories of expenditure
favours imports, burdening further the
external balance of the Greek economy.

The persistent growth of international
tourism, at least in the first half of the
year, partly offsets the negative effects of
hurried consumption and investment
expenditure on the external balance of
the economy. In particular, the latest
data from the Bank of Greece indicate
that international arrivals increased in
Greece by 28.3% in April, with even
larger growth overall in the first four
months (+39.3%), while the boost of
travel receipts was less pronounced
(+14.4%). It seems that despite the
international concern about the negotia-
tions of the Greek government with its
lenders, the persistently low value of the
euro against the dollar and other curren-
cies (pound sterling, Canadian dollars)
has significantly boosted Greece as a
tourist destination. In contrast, the failure
to achieve an agreement with the coun-
try’s partners in order to complete the

second Economic Adjustment Programme
and the imposition of capital controls is
considered to have hampered significantly
the global attractiveness of the Greek
tourist resorts.

Regarding the latest trends in other sec-
tions of economic activity, the improve-
ment recorded in the first quarter of the
year is weakening in the second quarter
(data until May). Indicatively, industrial
production fell by about 1.5% in April and
May 2015, compared with 2.3% growth in
the first quarter of the year. Construction
activity experienced steady growth in the
first three months of 2015, by about
30%, both in terms of surface and vol-
ume, which however was interrupted in
April (-6.3% in terms of surface, -3.6% in
terms of volume).

Beside the downturn appearing during
the second quarter in particular groups
and activities, the trend in the Greek
economy in the rest of the current year,
as well as its medium-term outlook, at
least until the middle of 2017, will be
affected by the recent and current, sharp
political and social developments (the
imposition of capital controls, the out-
come of the negotiations for the third
bailout programme and the implementa-
tion of the fiscal measures and reforms
included in the new programme). Taking
into account the implementation of the
capital controls in Cyprus almost two
years ago, the complete lifting of the
capital controls in Greece is not expected
to take place in 2015, while it is quite
possible that the capital controls would be
maintained and gradually relaxed for the

15



IOBE “The Greek Economy” vol. 02/15

bigger part of 2016. The impact of this,
rather negative, development will mainly
manifest itself in the following:

i) Significant shift in the buying —
consumption priorities of the
households and reduction of
their consumption expenditure

i) Significant difficulty in con-
ducting imports — exports of
products

iii) Reduction or suspension of
production, due to low domes-
tic/international demand and
the difficulties in the imports
of raw materials/exports of
products

iv) Suspension of payments by
and to the state

V) Decline of international tourist
arrivals

vi) Suspension of the implementa-
tion of investment plans

vii) High accumulation of invento-
ries, mainly in products with
abruptly declining demand,
such as durables and capital
goods

In detail regarding the medium-term
outlook of key macroeconomic figures,
the implementation of capital con-
trols, even if they are gradually
lifted, will cause a contraction in
household consumption, following
its temporal rise while the negotia-
tions with the country’s lenders

16

were interrupted. A weakening of the
growth of household consumption from
the first half of the year into the second
was expected anyhow only because of
the changes in the VAT rates, which had
been included in the measures under
discussion already since the previous
autumn. The contractionary trends in
consumption will depend on consumer
confidence, which will be formed by the
course of the negotiations with the coun-
try’s partners on the new program. The
speed of the progress in the negotiations
will also define the rate with which the
capital controls will be relaxed, a parame-
ter which will also significantly affect
expectations and liquidity. Conse-
quently, consumption will decrease
in 2015, possibly mildly, as it will be
moderated by its rise in the first half
of the year.

Regarding the other part of domestic
consumption expenditure (public
consumption), the trend will be
defined by the developments around
public sector employment and the
extent of repayment of the 2012
wage cuts. Although the target of the
economic adjustment programme for the
recruitment of 15.000 new employees in
the public sector is not feasible, if the
forthcoming negotiations reach an
agreement that the target includes the re-
hiring of 7.500 past-year redundancies
(teachers in vocational senior high
schools, employees of the state broad-
casting company ERT, school security
staff, administrative staff of universities,
maintenance staff of the Ministry of Fi-
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nance, etc.), this will exert a mild upward
pressure on public consumption. Possible
severance/compensation payments for
the 2012 wage cuts, which have still not
started, would also push public expendi-
ture up. The execution of the respective
expenses will depend on the level of
liquidity of the Greek state, which is not
expected to improve earlier than the end
of the third quarter, provided the new
program is agreed by then. Conse-
quently, provided that these poten-
tially positive effects on public con-
sumption will take place at least
partly in the current year, they will
keep public consumption close to its
last year level or mildly above it.

In the area of investment, the recent
turbulence in the banking system
and its impact on capital adequacy,
in conjunction with the anticipation
for the outcome of the negotiations
for the new programme, will consti-
tute the main restraining factors for
the vast majority of business in-
vestments in the second half of
2015. Apart from the acute financial
difficulties and the decrease of domestic
and foreign demand (due to the bank
holiday and the capital controls), the
extensive loss of confidence in the abili-
ties of the Greek economy to complete
the fiscal consolidation process and
achieve a steady recovery damages the
intentions for investment in Greece.
Besides, the small rise in fixed capital
formation in the previous year by 2.9%
came precisely from the gradual repairing
of trust due to the achievement of pri-

mary fiscal surplus and positive current
account balance in 2013, as well as the
perceptible improvement in the capital
adequacy of the banks after their succes-
sive recapitalisations.

Lacking implementation of the reforms, at
least since the second quarter of 2014,
the laxity in the effort for fiscal consolida-
tion, the prolonged, ineffective negotia-
tions for the completion of the second
programme, the turbulence in the bank-
ing system and the arrears on public debt
have obviously undermined the confi-
dence in the Greek state and the Greek
economy. Consequently, to improve the
investment environment, it is necessary
firstly to implement all the policies that
are agreed with the partners, and sec-
ondly to stabilise particular parameters of
the economy that affect significantly the
return on investment, such as the taxa-
tion system, the labour relations and the
robustness of the banking system. The
required time to regain the trust of the
investors has noticeably increased and it
undoubtedly exceeds the current year.

Regarding public investment in particu-
lar, the early disbursement of the last
€500 million from EU funds as part of
NSRF 2007-2013, to cover 100% of the
financing of select projects, will lift the
financial difficulties on the implementation
of PIP that come from the Greek side.
However, this implies reduction of NSRF
2007-2013 by €2 billion, due to the sus-
pension of investments that would have
been realised with these community
funds, if the national contribution was
also available. Consequently, the imple-
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mentation of PIP this year will fall short of
the target for €6.4 billion expenditure.
Even wider shortfall than that is expected
in the current year in the implementation
of the privatisation - concessions pro-
gramme. The concession for the exclusive
right to a mutual horse-betting license
was the only successfully completed
procedure by the Hellenic Republic Asset
Development Fund (HRADF) in the first
half of 2015. Overall, the aforemen-
tioned developments in the parame-
ters of investing activity will shape
investment below their 2014 level.

The capital controls will have a crucial
impact on the trends in the external
balance of the Greek economy in the
coming months. As far as exports are
concerned, a direct negative effect will
come from the difficulties in processing
transactions for the exports of goods
(issuance of guarantees and letters of
credit), while the political uncertainty
already has and will continue to have a
rather negative effect on attracting inter-
national tourism. On the other hand, the
rise in the exports of goods during the
first half of the current year was curbed
mainly by the noticeably lower exports of
petroleum products. This negative effect
will weaken significantly in the second
half of the year, when the oil price will be
around the levels of the previous year.
Provided that the domestic political
flux recedes soon and the bank
transactions as far as exports are
concerned become easier, the
growth of the exports of goods ex-
cept petroleum products from the
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first months of 2015 will carry over,
moderating the fall of total exports
from the decline of the exports of
services.

The strong growth of imports during the
first half of 2015 is expected to cease,
due to the sudden decline of household
consumption and the sluggish investment
activity. Apart from the reduction of
demand, the realisation of imports will
face problems from the processing of
these transactions, mainly due to difficul-
ties in securing credit insurance and
guarantees for exports to Greece by the
European suppliers of Greek importers.
The strong shift of the trend in im-
ports in the third quarter onwards,
at the latest, will counterweigh the
deterioration of the external balance
from the decrease in exports, lead-
ing to lower current account deficit
and moderating the recession of the
Greek economy.

As a result of the above trends in the GDP
components, economic activity will de-
cline in 2015, with the Greek economy
returning to recession. However, the
speed and the extent of the fall will de-
pend on the domestic political develop-
ments, the process of reaching an
agreement on the new program with the
country’s partners, the terms of the new
programme (fiscal and growth measures)
and the capital adequacy of the banking
system, after the extensive flight of de-
posits and the deteriorating situation
regarding the non-performing loans. As
output in the first half of the current
year is estimated to have remained



IOBE “The Greek Economy” vol. 02/15

close to the level of the previous
year, the recession in the current
half of the year will lead to a GDP
decline for 2015 overall by 2.0-
2.5%.

The targets of the State Budget for
this year are being met with extraor-
dinary interventions mainly on the
expenditure side

In the available preliminary data on the
execution of the State Budget (SB) for
the first half of 2015, the results sub-
stantially exceed the targets, as the
deficit of the State Budget is three times
smaller in comparison to the target (-€1.42
billion against -4.60 billion), while the
primary balance is very positive with a
surplus of €1.88 billions, instead of the
envisaged deficit of -€1.24 billion. None-
theless, the much better than anticipated
results continue to come from certain
extraordinary factors.

In particular, the low deficit results mainly
from keeping the State Budget expen-
diture below targets by €4.1 billion,
mainly from the suspension of primary
expenditure by €2.6 billion, as well as the
expenditure of the Public Investment
Programme (PIP) by €1.1 billion (withhold-
ing the national contribution to co-financed
projects). As a matter of fact, the decrease
in the PIP payments took place despite the
fact that the inflows of EU funds were
higher than anticipated by €0.7 billion. The
stronger than anticipated flow of EU funds
moderated the revenue shortfall of the
State Budget to €906 millions, as the
ordinary revenue was short of the target

by €1.67 billion. Revenue was significantly
boosted by extraordinary (ad-hoc) re-
ceipts.

Regardless of the results of the SB execu-
tion so far, provided that the recent Euro
summit agreement leads to fruitful nego-
tiations with the international creditors,
the fiscal goals will shift down, which will
probably be reflected in a revised budget
for 2015, to be drafted as part of the new
programme.

Unemployment will most likely in-
crease in 2015

The unemployment rate increased in
the first quarter for a second con-
secutive quarter, quarter on quarter,
to reach 26.6%. Nonetheless, year on
year, unemployment was lower by
1.2 percentage points. The increase of
unemployment in the first quarter of the
current year is related to the expanded
tourist period in 2014, which preserved the
employment in the tourism-related busi-
nesses until the middle of the fourth
quarter, as revealed in the data of the
Labour Force Survey (-24.300 jobs in the
first quarter of this year, in comparison to
the fourth quarter of 2014).

The political uncertainty and the capital
controls are estimated to have the great-
est effect on sectors, such as accommoda-
tion, food services and retail-wholesale
trade, which drove the mild growth of the
Greek economy in the previous year and in
early 2015, creating many jobs in the
process. The latest developments will have
a negative impact on the international
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appeal of Greece as a tourist destination,
affecting negatively the activity and the
employment of tourist businesses. The
weakening of the household consumption
expenditure, after a short-lived increase to
secure certain basic necessities, will have
a negative impact on the turnover of trade
companies, leading to a reduction in their
employment.

In addition, the implementation of the
envisaged in the programme for 2015
recruitment of 15,000 employees in the
public sector has stalled, which is in part
counterbalanced by the rehiring of 7,500
public sector employees that had been
dismissed in the past few years. Conse-
quently, most of the anticipated develop-
ments contribute to the rebound of un-
employment in the second half of 2015.
The extent of the unemployment growth
will depend on the duration of the politi-
cal instability. As long as the conditions
for stability of the political and social
environment (new program, government
stability) are not present, the uncertainty
in Greece and abroad for its macroeco-
nomic perspectives will remain rather
high, while the activity in the sectors that
contributed to the fall of unemployment
in the previous year will continue to
contract, with a corresponding impact in
employment. Therefore, it is not cur-
rently possible to predict whether
the increase in unemployment from
the third quarter of 2015 onwards
will result in higher or lower unem-
ployment for the year overall, com-
pared with the previous year.
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End of deflation in the second half of
the current year

The strong deflationary trend carried
on in the Greek economy throughout
the first half of 2015 and as a result
the Consumer Price Index was lower
by 2.3%, compared to the same
period of the previous year, when it
was decreasing by 1.3%. This year’s drop
was the heaviest in that particular period
of the year for at least the last 55 years.

The political and social turbulence and the
capital controls resulted in a significant
increase of the sales of particular catego-
ries of products, such as food products,
and other basic necessities, moderating
the strong deflation recorded until June.
However, the need to preserve a rela-
tively high liquidity due to the capital
controls will probably weaken demand at
a later stage.

The perspective for the achievement of
an agreement regarding a new program
relatively soon is expected to contribute
to the easing of the uncertainty and the
initiation of the relaxation of the capital
controls, leading to growth in transactions
and prices. The restructuring of the VAT
that has already been implemented will
pass on to final prices to a significant
extent, as evident from the past experi-
ence of indirect tax hikes in Greece over
the past few years. The end of the defla-
tionary impact on CPI from the fall in oil
prices a year ago will facilitate the return
of inflation in Greece in the coming six
months. Therefore, it appears that
there are no effects that will pre-
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serve the strong deflation from the
first half of 2015 to the rest of the
year. The duration and the strength
of the aforementioned factors will
determine whether the strong defla-
tion of the first half of the year will
recede substantially or there will be
a rise in prices. The second devel-
opment is considered more likely, as
the changes in the VAT rates will be
in force for half of the year.

IOBE study: ICT adoption and digital
growth in Greece

The present study examines the benefits
for the economy, in terms of exports,
competiveness and transparency, but also
in terms of creating job positions and
innovation, expected to result from the
implementation of four interventions:

o Digital signature in the
public administration

¢ Development of open data

¢ Enhancement of e-skills

e Boost of digital entrepre-
neurship and innovative
SMEs

In greater detail, we estimated that the
digitalisation of the public sector can lead
to the saving of €380 million per
year. In addition, a raise of 100% in the
diffusion of open data in Greece is ex-
pected to lead to a significant improve-
ment of the country’s rankings, in terms
of competiveness by 25 positions (from
the 56" to the 31%) and in terms of
transparency by 33 positions (from the
80" to the 47™), and to the creation of
6.332 new businesses. Regarding the
effect of e-skills enhancement, as the
analysis points out, for every 1000
people that will improve their level
of e-skills Greek exports would in-
crease by €13.9 million and 72 new
businesses would be created in the
country. Finally, the adoption of ICT by
the Greek SMEs would increase their
probability to innovate approximately
by 4-9 percentage points, while it would
also facilitate significantly their in-
ternationalisation, as it would increase
their likelihood to export by 1.5-4 per-
centage points.
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2. ECONOMIC DEVELOPMENTS

2.1 Trends ka1 Prospects of the
Global Economy

The G/obal Environment

Following a slight slowdown in the fourth
quarter of 2014, the first quarter of 2015
saw a 3.3% year-on-year increase in the
world economic activity (data for G20).* A
slight acceleration of global growth from
3.4% to 3.5% is foreseen in 2015 due to
the gradual recovery of the advanced
economies, coupled with the unaltered
growth in emerging markets this year.
Although the expansion of world trade
weakened at the end of 2014 as a result
of the curb on imports by emerging mar-
kets (primarily those of Asia), which offset
the increase in imports in the advanced
economies (Eurozone, Japan), the outlook
for 2015 is positive. Therefore, world
trade growth is expected to reach 3.7%,
from 3.4% last year. Nevertheless, note
that the 2015 forecasts were revised
down in the past quarter, primarily due to
weaker investment in equipment, as well
as several structural factors that affect
adversely the world economy and global
trade.

The positive outlook is based on three
main pillars. First and foremost, the low
prices of oil and energy in general have
triggered an improvement in consumer
confidence, an increase in household
disposable income, a reduction in the
operational costs of businesses, and a
stronger investment outlook. Secondly,

! OECD Quarterly National Accounts, G20, May 2015

the European Central Bank’s decision to
purchase government bonds under the
program of quantitative easing will stimu-
late consumption and investment, thereby
strengthening growth prospects. Finally,
the euro’s devaluation against the dollar
will enhance European exports, while
simultaneously placing an upward pres-
sure on the prices of imported goods. The
increased price of imported goods will
work to offset the deflationary trends.

Among the advanced economies, the US
economy continues to display steady and
strong growth prospects. Despite the fact
that the US economy’s rate of GDP
growth did not meet expectations in the
final quarter of 2014, thereby resulting in
a GDP growth rate that did not exceed
2.4%, the expectations for 2015 are
bullish. These expectations have come to
fruition in the first quarter of 2015, which
exhibited a 2.7% growth year on year.
According to recently revised forecasts,
the increase in private consumption,
coupled with the strong labour market
and the boost of disposable income due
to low inflation, are decisive factors that
will act as a catalyst for a projected
growth rate of 3.1% for 2015.

In Japan, the sudden recession exhibited
in the second quarter of 2014 (-0.4%
year on year), combined with the lower
than expected GDP growth in the fourth
quarter, offset the growth in the first half
of the year resulting in a null growth rate
overall for 2014. In light of the current
monetary policy and the low oil prices, a
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gradual recovery of the Japanese econ-
omy is forecasted for 2015 and 2016.
Despite the fact that the first quarter of
2015 displayed a year-on-year contraction
by 1.0%, the Japanese economy is ex-
pected to grow by 1.0% in 2015 and by
1.2% in 2016, primarily because of
stronger domestic demand.

In China, the growth outlook for the
current year remains strong, expected to
total 6.6%. However, the forecasted
growth is weaker compared with the
7.4% rate of 2014. Note that a 7.0% rate
of GDP growth was recorded in the first
quarter of 2015. This growth was trig-
gered by a variety of factors, namely low
oil prices, rapid growth of the Asian
economies, as well as a quantitative
easing programme, put into effect in
order to boost domestic demand. Never-
theless, potential adverse disruptions,
such as the volatile housing market and
financial system, continue to threaten the
Chinese economy.

In Russia, the contraction of investment
activity and the deterioration of private
consumption, coupled with the substantial
capital outflows and the rapid escalation
of borrowing costs, triggered by the
Ukrainian conflict and the increase in
inflation, led to a slowdown in the rate of
growth that ultimately totalled 0.6% in
2014. In addition to these factors that
adversely impacted the Russian economy,
the dramatic decline in oil prices under-
mined exports. Therefore, a recession of
3.9% is forecasted for 2015. Despite the
adverse effects of the aforementioned
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parameters on the Russian economy, the
resilience of manufacturing will have a
positive impact on the economy.

The Business Climate Index for the global
economy, compiled by IFO, improved in
the second quarter of 2015, totalling 99.5
units compared with the 95.9 units of the
previous quarter. The current value re-
veals a return of the index to the levels
recorded in the third quarter of 2013,
following a drastic decrease in the value
of the index in the fourth quarter of 2014.
Similarly, the second quarter of 2015
exhibited an improvement in the assess-
ments of the current business situation as
well as the expectations for the next six
months.

A careful examination of the business
climate index in the main economic re-
gions of the world reveals a variety of
trends for the global economy. In Europe,
the business climate index in the second
quarter of 2015 maintained its value well
above the average of the index, as it
totalled 120.4 units, increasing by 11.7
units quarter on quarter. Conversely, in
North America, the business climate index
dramatically decreased in the second
quarter of 2015, by 9.2 units, to reach
97.9 units. Nevertheless, the index con-
tinues to fluctuate at significantly higher
levels than the average of the past 15
years (90.7 units). Finally, the business
climate index in Asia displayed a slight
increase of 2.6 units quarter on quarter,
reaching 93.0 units (compared with a
long term average at 92.5 units).
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Table 2.1

Global Environment — IMF, World Economic Outlook
(Annual % change, in real values)

2014 2015 2016
GDP
U.S.A. 2.4 3.1 3.1
Japan -0.1 1.0 1.2
Emerging Asia 6.8 6.6 6.4
of which China 7.4 6.8 6.3
India 7.2 7.5 7.5
AESEAN-5 4.6 5.2 5.3
Eurozone 0.9 1.5 1.6
Emerging and developing Europe 2.8 2.9 3.2
Commonwealth of Independent States (CIS) 1.0 -2.6 0.3
of which Russia 0.6 -3.9 -1.1
Middle East and North Africa 2.4 2.7 3.7
Latin America 1.3 0.9 2.0
of which Brazil 0.1 -1.0 1.0
Sub-saharan Africa 5.0 4.5 5.1
Global Economy 3.4 3.5 3.8
World Trade
Volume of World Trade (goods and services) 3.4 3.7 4.7
Imports: Advanced Economies 3.3 3.3 4.3
Imports: Emerging and Developing Economies 3.7 3.5 5.5

Emerging Asia: Vietnam, India, Indonesia, China, Malaysia, Thailand, Philippines BieTvau
AESEAN-5: Vietnam, Indonesia, Malaysia, Thailand, Philippines
Middle East and North Africa: Egypt, Algeria, Morocco, United Arab Emirates, Jordan, Iraq, Iran,
Qatar, Kuwait, Lebanon, Libya, Mauritius, Bahrain, Oman, Saudi Arabia, Soudan, Syria, Yemen,

Djibouti, Tunisia

Sub-Saharan Africa: Angola, Ethiopia, Ivory Coast ,Gabon, Equatorial Guinea, Cameroon, Kenya, Congo,
Maurice, Botswana, Namibia, Nigeria, North Africa, Uganda, Cape Verde, Seychelles, Swaziland, Tanzania,

Chad, etc.
Source: World Economic Outlook Update, IMF, April 2015

Table 2.2

IFO — Assessments for the Global Economy (Indexes, 2005=100)

Quarter/Year 1I/13 I11/13 Iv/13 I/14 1I/14 I11/14 1v/14 I/15 II/15
Business 96.8 94.1 98.6 103.2 102.3 105.0 95.0 95.9 99.5
Assessment of 84.1 82.2 84.1 91.6 91.6 95.3 91.6 916  95.3
business
Business 108.8 1053 1123 1140 1123 1140 98.2 100.0  103.5
expectations
Source: IFO, World Economic Survey, WES, No. 02/ May 2015

Table 2.3

IFO — Business Climate Index in Economic Zones (Index, 2005=100)

Quarter/Year II/13  1II/13 1v/13 I/ 14 11/14 I11/14 1vV/14 I/15 I1/15
North America 870 937 8.7 1021 1071 1105 101.3  107.1  97.9
Europe 93.2  99.0 109.7 1165 1184 1175 101.0 108.7  120.4
Asia 106.1 89.5 98.2 97.4 89.5 99.1 93.9 90.4 93.0

Source: IFO, World Economic Survey, WES No. 02/ May 2015
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The EU and Euro zone Economies

The recovery of the European economies
is expected to continuously accelerate in
2015 under the pre-condition that no
disturbances arise from the Greek pro-
gramme. Economic activity in the Euro-
pean Union and the Euro Area (EA) has
gradually improved since the onset of the
second quarter of 2013. The first quarter
of 2015 exhibited a growth rate of 1.5%
in the EU-28 and 1.0% in the EA year on
year. All member-states of the European
Union that published data for the first
quarter of 2015 reported a positive rate
of change of GDP year on year. More
specifically, the member-states that dis-
played the highest growth rates were the
Czech-Republic (4.2%), Romania (4.2%),
Poland (3.5%), Hungary (3.3%), Slova-
kia, (2.9%), and Spain (2.7%). Overall,
the forecasts for 2015 indicate increase in
GDP by 1.8% in the EU-28 and by 1.5%
in the Euro Area.

Overall in 2014, output increased by
1.4% in the European Union and 0.9% in
the Euro Area. The main growth drivers in
2014 were domestic consumption, primar-
ily the increase of private consumption,
triggered by the expansion of disposable
income and the improvement in the la-
bour market. Following a series of suc-
cessive years in which the trade balance
was a crucial parameter in bolstering
economic activity, external trade contrib-
uted only slightly to growth in the Euro-
zone in 2014.

A more detailed analysis of the GDP
components in the European Union and
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the Euro Area, as well as the course of
other key macroeconomic figures, is
provided next. Particular emphasis is
placed in the percentage change of the
parameters recorded in the first quarter
of 2015, compared with those observed in
the first quarter of 2014.

According to the data provided by Euro-
stat for the first quarter of 2015, the
exports of goods and services increased
year on year by 4.3% in the European
Union and 4.2% in the Euro Area. Im-
ports increased at a more rapid rate that
totalled 5.2% in the EU and 5.1% in the
EA. It becomes evident that net exports
in the first quarter of 2015 had an ad-
verse effect on the rate of change of
GDP. The forecasts for 2015 anticipate a
increase in exports by 4.2% in the EU and
by 4.4% in the EA. Sustained geopolitical
tensions in Ukraine are foreseen through-
out the course of 2015, thereby adversely
affecting the increase in exports. Overall,
net exports are not expected to contrib-
ute to GDP growth for 2015, since the
expansion of domestic demand will trig-
ger an increase in imports in the EU and
the EA that will offset any boost in ex-
ports.

In the first quarter of 2015, investment
increased year on year by 1.6% in the EU
and 0.8% in the EA, thus contributing
positively to GDP growth (+0.3 percent-
age point in the EU, +0.2 p.p. in the EA).
Low use of available capacity, political
and economic uncertainty, the process of
deleveraging, as well as restricted access
to investment funds in certain countries
hampered stronger investment growth.
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However, the forecasts for the remainder
of 2015 anticipate a 2.6% rise in invest-
ment activity in the EU and a 1.7% in-
crease in the EA.

Private consumption continues to be the
main GDP growth driver both in the EU
(increase of 1.1%) and the EA (increase
of 0.9%). In particular, private consump-
tion in the first quarter of 2015 increased
by 2.0% in the EU and by 1.7% in the EA
year on year. The growth was brought
about by expansion of disposable income,
slight improvements in the labour market,
and a low-inflation environment. Private
consumption for the entirety of 2015 will
grow at a similar rate, expected to total
2.1% in the EU and 1.8% in the EA.

Public consumption in the first quarter of
2015 contributed, albeit slightly, to GDP
growth (by 0.3 p.p. in the EU and by 0.2
p.p. in the EA), as it expanded year on
year by 1.5% in the EU and by 0.8% in
the EA. The forecasts for the remainder of
2015 indicate a more moderate increase
in growth of public consumption by 0.8%
and 0.6% for the EU and the EA respec-
tively.

The conditions prevailing in the labour
market continue to improve. Neverthe-
less, the progress is modest, while there
are still significant divergences across the
member-states. Employment increased
year on year in the final quarter of 2014
by 0.8% in the EU and by 0.9% in the
EA. For the entirety of 2014, employment
improved by 1.0% in the EU and by 0.6%
in the EA.

As a result, unemployment fell both in
2014 and in the first two months of 2015
for which there are data currently avail-
able. The unemployment rate totalled
9.8% in the EU and 11.3% in the EA in
February 2015, lower by 0.8 and 1.2
percentage points from the unemploy-
ment peak recorded in spring 2013. At a
country level, apart from the positive
developments in the labour market in
Germany, employment increased even in
countries with high unemployment rate,
such as Spain, Portugal and Greece.
Based on forecasts of the European
Commission for 2015, employment is
growth is expected to strengthen to 0.9%
in both European regions.

Inflation declined in late 2014 and early
2015, falling below zero in December
2014. The slowdown in inflation observed
in the EA can be attributed to falling
energy and food prices in the past few
years, devaluation of the euro and slug-
gish demand. In fact, the rate of change
of the consumer price index (CPI) re-
corded its lowest value in January 2015
(-0.5% in the EU and -0.6% in the EA)
due to the further decline in oil prices.
Although the plunge in the index’s value
was not completely eliminated, the de-
cline in the consumer price index was
more moderate in the first quarter of
2015. According to the European Com-
mission’s forecast for the current year,
inflation is expected to fluctuate at rela-
tively low levels, with a 0.1% increase in
the general price level anticipated in both
the EU and the EA.
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Concerning the public finances, the deficit
in the General Government account in
2014 is expected to have dipped below
the 3% barrier, totalling 2.9% in the EU
and 2.4% in the EA. These positive de-
velopments reflect the careful implemen-
tation of fiscal consolidation programmes,
aimed to curb high deficits in the mem-
ber-states of the EU periphery. In addi-
tion, the monetary policy adopted by the
ECB will reduce the yields of several
government bonds in the EA, improve
their rating, and indirectly contribute to a
reduction in the resources directed to-
wards servicing public debt. For 2015, the
deficit in the General Government balance
is expected to decline to 2.5% of GDP in
the EU and 2.0% in the EA. The upward
trend of the debt-to-GDP ratio weakened
in 2014, as the ratio totalled 94.2% of
GDP in the EU and 88.6% of GDP in the

EA. For 2015, the debt-to-GDP ratio is
anticipated to pursue a downward trend
in the peripheral member-states, due to
the achievement of primary fiscal sur-
pluses and an acceleration of economic
growth in several of these European
countries.

The improved macroeconomic perform-
ance in the EU in early 2015 is reflected
in the €-COIN, a basic leading indicator of
economic activity in the EA. As depicted
in Figure 2.1, which shows the monthly
variations of the €-COIN index, the
€-COIN appears to be regaining its up-
ward trend in the past few months. In
June 2015, the index increased for the
7th consecutive month, totalling 0.39
units. The continued rise in the index is
primarily due to stronger international
trade, and secondarily due to an im-
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Table 2.4
Basic Macroeconomic Variables, EE-28, Euro zone (annual % change unless otherwise noted)
EE-28 Eurozone

2014 2015 2016 2014 2015 2016

GDP 1.4 1.8 2.1 0.9 1.5 1.9
Private Consumption 1.4 2.1 1.9 1.0 1.8 1.6
Public Consumption 1.0 0.8 0.8 0.7 0.6 0.8
Investment 2.5 2.6 4.2 1.1 1.7 4.0
Employment 1.0 0.9 1.0 0.6 0.9 1.1
Unemployment (% labor force) 10.2 9.6 9.2 11.6 11.0 10.5
Inflation 0.6 0.1 1.5 0.4 0.1 1.5
Exports of goods-services 3.7 4.2 5.2 3.8 4.4 5.4
Imports of goods-services 4.2 4.6 5.6 3.9 4.6 5.9
Balance of General Government (% GDP)| -2.9 -2.5 -2.0 -2.4 -2.0 -1.7
Debt of General Government (% GDP) 88.6 88.0 86.9 94.2 94.0 92.5
Current Account (% GDP) 1.6 1.9 1.9 3.0 3.5 3.4

Source: European Economic Forecast. Spring 2015, European Commission, May 2015

Table 2.5
European Commission — Index of Economic Climate EU-28 and Eurozone (1990-2013=100)*

Jan-14 Feb-14 Mar-14 Apr-14 May-14 June-14 July-14 Aug-14 Sep-14 Oct-14 Nov-14 Dec-14

EE-28 105.0 105.0 105.6 106.5 106.6 106.6 106.1 104.8 103.8 1043 104.1 1042
Eurozone 101.5 101.3 1029 1024 1029 1024 1025 100.9 100.2 1009 100.8 100.9
Months Jan-15 | Feb-15 | Mar-15 |April-15| May-15 [June-15
EE-28 104.8 [105.2 [106.1 |106.4 |106.4 [105.5
Eurozone 101.5 |102.3 [103.9 [103.8 |103.8 [103.5

*The values of the countries and the time series in the EU have been modified due to the accession of Croatia

on July 1% 2013 Source: European Commission (DG ECFIN), July 2015

In contrast, the leading indicator of the
European Commission (Economic Senti-
ment Indicator) points to destabilisation
in both the EU and the EA. Following a
stable path between March and May
2015, the value of the index fell to 105.5
units in the EU and 103.5 units in the EA.
The stability of the index until May 2015
was mainly attributed to a steady course
in Manufacturing, improved business
sentiment in Retail Trade, deterioration of
expectations in Construction and slight
fluctuations in consumer confidence.

These trends appear to diverge between

the components of the indicator, as well
as between the EU and the EA, with the
indicator falling stronger in the EU.

2.2 The economic environment in
Greece

A) Economic Sentiment

The economic sentiment indicator in the
second quarter of 2015 deteriorated when
compared with the previous period span-
ning January-March. The decline in the
index is due to the continuous exacerba-
tion in the economic and business climate
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since March. It becomes evident that the
ongoing negotiations with the creditors,
coupled with escalating concerns regard-
ing the attainment of an agreement, the
terms of the agreement, and the continu-
ous financing of the Greek economy, have
all limited the initial optimism, recorded
mostly in households following the Janu-
ary elections. Besides, the lack of financ-
ing from the creditors led to an agglom-
eration of all available funds and re-
sources from various sources, such as
cash reserves of general government
agencies (i.e. social security funds, re-
gional governments, the Manpower Em-
ployment Organization). Furthermore, the
arrears of the state to its suppliers in-
creased. These developments have all
triggered a reduction in liquidity in the
economy. The persistent and intense
uncertainty has plagued economic activ-
ity, with an adverse impact on the eco-
nomic sentiment, which has already
reflected in the official statistics on the
rate of change of GDP. Up until June 22",
when the data collection for that month
was completed, the consumers and the
businesses were caught up in a state of
extended uncertainty until they would be
able to assess the specifics of a potential
deal. Therefore, the effects of the political
turmoil both on a domestic and EU level,
coupled with the decision to hold a refer-
endum and the subsequent imposition of
capital controls, will be reflected in the
data capturing expectations and senti-
ment in the coming months. More specifi-
cally:
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The economic sentiment indicator in
Greece declined from April through June
2015 compared with the previous quarter,
as it fluctuated on average at 91.6 points
(from 96.8 points). These values are
substantially lower than the correspond-
ing value of last year (99.8 points on
average).

The corresponding index for the European
Union and the Euro-Area fluctuated at
slightly higher levels during the period
under examination compared with the
previous quarter. In particular, the eco-
nomic sentiment indicator totalled 103.7
points (from 102.6) in the Eurozone and
106.1 (from 105.3) points in the Euro-
pean Union. Year on year, the value was
higher in the Eurozone (from 102.5), and
slightly lower in the European Union
(from 106.5).

At a sector level, business expectations in
Greece deteriorated quarter on quarter in
the second quarter of 2015 in almost all
sectors, and particularly in Construction.
In contrast, they slightly improved in
Retail Trade, where the indicator in-
creased by 5 points. In Manufacturing,
the decline of the index did not exceed 2
points. The index decreased by 3 points
in Services and by 7 points in Construc-
tion. Finally, the consumer confidence
indicator deteriorated by 7 points, thereby
contributing to the negative expectations
that have plagued the majority of sectors.

Year on year, with the exception of Retail
Trade and Consumer Confidence (in-
crease by 5 and 24 points respectively),
all the indexes declined. In particular, the
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index for Manufacturing decreased by 3
points, while the index for Services fell by
2. The largest slump in the value of the
index was recorded in Construction,
where the index fell by 15 points year on
year.

The index of Consumer Confidence in
Greece has fallen continuously since
March 2015, as it totalled -43.6 points in
the second quarter (from -37 points the
previous quarter). Nevertheless, the index
was higher year on year (-50.3 points).
The expectations of the Greek consumers
concerning the finances of their country,
as well as the finances of their household,
deteriorated. Furthermore, the Greek
consumers remained the most pessimistic
in Europe. The corresponding values of
the European indexes slightly improved
during the quarter under examination in
both the Eurozone and the European
Union. In particular, the index for the
Eurozone totalled -5.3 (from -6.3 points),
while the index for the European Union
totalled 3.2 (from -4 points). These values
are higher year on year (from -7.9 for the
Eurozone and -4.8 for the European
Union).

Almost all the components of the index
deteriorated quarter on quarter. The
negative expectations of the Greek con-
sumers on the financial situation of their
household and their country over the next
12 months worsened. Similarly, the pes-
simistic employment expectations
strengthened. Yet, the negative value of
the index capturing the intent to save
remained unchanged at the same levels
as the first quarter of 2015.

More specifically, the percentage of those
who were pessimistic over their house-
hold’s financial situation in the next 12
months dramatically increased during the
quarter under investigation from 40% to
47%, while 13% (up from 11%) dis-
played optimism. Furthermore, the per-
centage of Greek consumers who ex-
pressed negative expectations over the
economic situation of Greece surged to
48% (from 38% the previous year),
whereas 16% (down from 22%) pro-
jected a slight or considerable improve-
ment in the situation. As far as the per-
centage of households that intend to save
in the next 12 months, the statistic re-
mains roughly fixed at 88%, whereas 9-
10% of respondents declared their inten-
sion to save in the next 12 months. Con-
cerning unemployment expectations, 55%
(from 43%) foresaw a deterioration of
unemployment, while only 12% ex-
pressed the opposite opinion. The per-
centage of consumers who declared
themselves to be “running into debt”
stood at 13% (down from 15% in the
previous quarter). Finally, the percentage
of respondents who declared to be saving
little was on average fixed at 8%, with
the percentage of those who declared
that “they were just managing to make
ends meet on their income” also remain-
ing fixed at 68%. About 10-11% of
households reported having “drawn on
their savings”.

The Business Climate Index in Manufac-
turing totalled 85.7 points in the second
quarter (from 87.1 in the first). This is
considerably lower year on year (from
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95.6 points). Concerning the basic eco-
nomic activity statistics, the positive
forecasts for short-term production re-
mained on average fixed quarter on
quarter, with the corresponding index
totalling +9 points. However, the expec-
tations for the number of orders and the
level of demand displayed a downward
trend, as the relevant index totalled -31
from -27 points. The positive expectations
concerning the stocks of finished goods
were rather high given the time period.
Nevertheless, the index remained un-
changed quarter on quarter at +16
points. In the remaining economic activity
components, the trends for export-related
variables were mostly positive, as the
current assessments on the exports of the
Manufacturing sector and the expecta-
tions for exports in the next quarter
improved. In contrast, the assessments
for the number of orders and the overall
level of demand from abroad deterio-
rated. The employment expectations in
this sector improved, as the index totalled
-2 points on average (up from -8). This
value is slightly higher year on year as
well (from -6 points). The percentage of
used capacity slightly declined, as it to-
talled 67% (down from 68.8%). This
percentage is slightly higher year on year
(from 66.3%). Finally, the months of
production accounted for by the order
book of the companies averaged 4.4.

During the quarter under investigation,
the Business Climate Index in Retail
Trade increased by 5 points to reach
90.4. This value is higher year on year as
well (from 86.9 points). Concerning the
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basic variables of the index, the average
assessment of current sales improved
during the current quarter, as the index
rose from -8 to -4 points. About 34%
(from 29%) of the companies in the retail
trade sector reported that their sales had
increased, while 38% (from 40%) ex-
pressed the opposite judgment. The index
for expected sales totalled -1 (from -13),
while the index for inventories totalled -4
(from -7 points) on average. Furthermore,
the balance on the expectation of orders
increased (the average value of the quar-
ter went from -19 points to -11 points).
The index for short-term employment
prospects in the sector remained fixed at
-3 points on average. Finally, in market
prices, the deflationary expectations
remained at the same level during the
quarter under examination (the balance
totalled -2 points), with 12% of the busi-
nesses expecting a reduction in prices
and 77% expecting price stability. Busi-
ness expectations improved in Food-
Drinks-Tobacco, Household Appliances
and Department Stores.

The Business Climate Index in the Con-
struction sector declined significantly
quarter on quarter in the second quarter
of 2015, as the corresponding index
totalled 57.6 points on average (down
from 65 points). This value is considera-
bly lower year on year (from 82.1 points
on average). Concerning the basic com-
ponents of the index, the substantial
decrease in employment expectations in
the Construction sector (from -20 points
to -38) drags down the total value of the
index. The pessimistic assessment of
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businesses on their order book weakened
only slightly from -56 points to -52 points.
Half the businesses in the sector (up from
39%) expect a reduction in the number of
jobs, whereas only 13% (down from
19%) foresee an increase. The assess-
ment of the businesses for the current
level of activity dived abruptly, as the
index totalled -44 points (from -4 points),
while the months of activity accounted for
by work in hand totalled 10 months (from
12.6). The negative index on the price-
forecasts also deteriorated during this
quarter, quarter on quarter (from -13 to -
24 points), with 34% (from 26%) of the
enterprises expecting a price decline in
the short term and 10% (from 13%)
foreseeing a price increase. The percent-
age of businesses declaring that they
were not facing obstacles to the proper
functioning of their business was main-
tained at 9%. Among the remaining
businesses, 25% reported that the big-
gest obstacle was low demand, 38% cited
inadequate financing, and 25% declared
other factors such as the general financial
situation of the country, the crisis, high
taxation, lack of projects and payment
delays.

In the Services sector, the Business
Climate Index decreased quarter on
quarter in the second quarter of 2015, as
it totalled 73.2 point (from 76.4). This
value was 14 points lower year on year.
Concerning the basic components of the
index, the assessment for current demand
declined, with the index totalling -12

points (from -7) on average. The assess-
ment for the current level of business of
the respondents’ company followed a
similar path, with the index totalling -8
points (from -1). Forecasts for the short-
term demand of businesses in the sector
remained fixed at -6 points, while em-
ployment expectations slightly improved,
with the average index rising from -11 to
-7 points (from +5 points during the
corresponding period of last year). The
deflationary expectations slightly eased,
as the average index gained 6 points to
reach -10 points. About 16% (from 18%)
of the businesses foresaw a decline in
price, while 78% (from 81%) were ex-
pecting price stability. Finally, the per-
centage of respondents, declaring that
there were no significant obstacles to
their business operation totalled 17%
(from 15%). About 32% reported a lack
of demand as the basic obstacle to the
proper functioning of their business, 24%
cited a lack of capital, 2-3% stated a
deficiency in equipment and labour, and
the remaining 23% reported other factors
as obstacles, such as the general eco-
nomic situation and the crisis, the interna-
tional state of affairs, the inability to
borrow, high taxation, delayed payments,
etc. Finally, at branch level the expecta-
tions improved in Various Business Ser-
vices, Hotels, Restaurants, Travel Agen-
cies and Financial Intermediaries, deterio-
rating in the remaining branches of the
Services sector.
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Figure 2.2

Economic Climate Indicators: EU, Eurozone and Greece, (1990-2013=100, seasonally adjusted data)
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Figure 2.3

Consumer Survey data on their household'’s financial situation
(April - June 2015, average values)

Saving a little

Drawing on their 8%
savings
10%

Running into debt
13%

Just managing to
make ends meet on
their income
68%

Source: IOBE
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Table 2.6
Short-term economic sentiment indicators
Economic S_en_- Business Climate Indexes? Consumer Con-
timent Indica ) A
Month/Year tor! (Greece) fidence Index
EU Greece Manufacturing Construction Retail Trade Services (e
2002 97.3 102.0 101.2 114.0 93.3 82.8 -27.5
2003 95.4 100.1 97.9 115.0 102.0 85.5 -39.4
2004 103.3 104.8 99.1 81.5 104.8 94.6 -25.8
2005 100.8 98.1 92.6 63.0 96.8 93.6 -33.8
2006 108.3 104.9 101.5 91.1 110.8 103.7 -33.3
2007 111.0 108.4 102.8 92.5 120.8 106.6 -28.5
2008 93.3 97.4 91.9 95.2 102.5 97.8 -46.0
2009 79.3 79.7 72.1 65.5 80.4 70.1 -45.7
2010 101.2 79.3 76.2 45.2 59.5 62.9 -63.4
2011 100.3 77.6 76.9 34.2 58.9 61.7 -74.1
2012 90.9 80.0 77.2 43.2 57.1 54.8 -74.8
2013 95.7 90.4 87.8 65.0 70.2 70.4 -69.3
2014 105.1 99.3 94.6 81.5 89.1 87.2 -55.0
Q1 2014 105.0 95.0 90.0 79.6 80.6 78.8 -63.1
Q2 2014 106.4 99.4 95.6 82.1 86.9 87.1 -52.4
Q3 2014 104.7 101.4 97.8 80.1 93.5 94.1 -52.7
Q4 2014 104.2 101.3 95.0 84.2 95.6 88.8 -51.6
Q1 2015 105.4 96.8 87.2 65.0 85.5 76.4 -37.0
Q2 2015 106.1 91.6 85.7 57.6 90.4 73.2 -43.6

Sources: 'European Commission, DG ECFIN, *IOBE
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B) Fiscal developments and out-
look

The analysis and assessment of the
fiscal developments in the first half of
the current year are particularly diffi-
cult, due to the extraordinary circum-
stances and conditions under which
this year’s budget is executed. How-
ever, despite the difficulties, two clear
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trends can be discerned in the data for
the first five months of 2015. First, the
large revenue shortfall that has started
since December 2014 (due to the
political developments) has carried
over. Second, there is a very large
budget expenditure restraint compared
with  the corresponding targets
(monthly and annual).

—m— Average (2002-2014)
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However, as noted by the Ministry of
Finance® “The lower expenditures are
mainly due to the rearrangement of
the cash payments projection, accord-
ing to the prevailing conditions. It is
estimated that after the stabilization of
the conditions, expenditure will revert
to the levels of budget targets.” If this
assessment is confirmed, the expendi-
ture will increase significantly over the
coming months. Besides, the analysis
of the revenues for the first five
months of the year’ shows that the
revenues received a significant boost
from extraordinary (ad-hoc) receipts,
even though these are not enough to
fully compensate for the shortage (see
Table 2.9). For these reasons, the
developments in the first half of the
year are not representative and the
data should be interpreted with special
care. With this in mind, the data on
the state budget execution for the first
half of the year reveal, prima facie,
can be seen in positive light.

The State Budget (SB) deficit is three
times lower than the target for the
first half, while the primary SB surplus
is almost thrice as high than the corre-
sponding target (Table 2.7).

2 See e.g. the press release on the State Budget

Execution January-March, 2015 (24 April 2015).

3 There are no detailed data on revenue and expendi-

ture for the first half of the year.

However, the analysis that follows
shows that these developments are
based on (temporary) restraint of the
SB expenditure by about €4.1 billion,
against the target for the first half,
and by a reduction of the SB revenue
shortfall to about €0.9 billion, with the
collection of significant extraordinary
(mostly non-tax) revenues (Tables 2.8
and 2.9).

Note also that the collection of certain
funds from various state-owned enti-
ties (such as the Financial Stability
Fund, National Organization for Health
Care Services Provision, etc.), which
were recorded as Ordinary Budget
(OR) revenues, most probably do not
constitute revenues at the General
Government (GG) level, as the transfer
of funds between GG entities cannot
increase the revenues on a consoli-
dated basis.

Therefore, the positive assessment for
the first half of the year is only tempo-
rary, stemming from extraordinary
circumstances, it does not conform
with the overall economic develop-
ments and is reversible. It is quite
possible that the trends from the first
five months of the year will not carry
over to the rest of the year, with a
negative impact on the results and the
overall assessment of the Budget.
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2013

53,079
48,414
51,433
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58,456
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6,044

6,650
-5,377
2.9
-3,392
-1,985
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182,438

Table 2.7
State Budget Execution 2015
January- June % change
2013 2014 2015 2014/2013 2015/2014
1. SB Revenue (1+2) 22,571 23,615 21,820 4.6 -7.6
1. OB net revenue 20,841 20,646 19,791 -0.9 -4.1
Revenue before Tax
Refunds [1] 21,441 22,203 21,119 3.6 -4.9
Tax refunds 600 1,558 1,328 159.7 -14.8
2.PIP Revenues 1,730 2,969 2,029 71.6 -31.7
EU Funds 1,683 2,934 1,762 74.3 -39.9
g; " SB  Expenditure 27,562 26,034 23,242 5.5 -10.7
3.0B expenditure 25,790 23,672 22,088 -8.2 -6.7
Primary expenditure[2] 22,310 20,546 18,791 -7.9 -8.5
Net interest payments 3,480 3,127 3,298 -10.1 5.5
4. PIP expenditure 1,772 2,362 1,154 33.3 -51.1
III. SB Deficit ( I-II) -4,991 -2,419 -1,422
% of GDP 2.7 -1.4 -0.8
OB deficit/surplus -4,949 -3,026 -2,297
PIP deficit/surplus -42 607 875
IV. SB Primary Surplus -1,511 707 1,876
% of GDP -0.8 0.4 1
GDP (current prices) 182,438 179,081 184,870

[1] Includes privatisation proceeds
[2] Includes military procurement, called guarantees and disbursement fee to EFSF
Source: GAO, State Budget Execution Monthly Bulletin, June 2015

Actual
2014

51,366
46,650

50,020
3,370

4,717
4,649

55,063

48,471
42,902
5,569

6,592
-3,697
2
-1,821
-1,875

1,872
1

179,081

Budget
2015

55,603
50,871

53,748
2877

4,732
3,982

55,705

49,305
43,405
5,900

6,400
-102
0.1
1,566
-1,668

5,798
3.1

184,870

% change

2014/2013 2015B/2014
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-3.6

-2.7
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1.1
3.1

-5.8

-6.4
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-0.9

8.2
9

7.5
-14.6

0.3
-14.3

1.2

1.7
1.2
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SB deficit and primary surplus

The SB deficit in the first half of the year
was restrained at €1,422 million, com-
pared with a target for a deficit of €4,606
million. Correspondingly, the SB primary
surplus reached €1,876 million, compared
with a target for primary deficit of €1,235
million (Table 2.7). The reduction of the
deficit by almost €3.2 billion is exclusively
due to lower SB expenditure by €4.1
billion (€2.6 billion from primary expendi-
ture, €0.3 billion from military spending,
payments of guarantees etc., and €1.1
billion from the Public Investment Pro-
gramme - PIP). In contrast, the OB reve-
nues fell short of the target for the first
five months by about €1.8 billion; how-
ever the shortfall was moderated by
higher than the target PIP revenues (from
EU funds) by €0.8 billion.

The way the deficit in the first six months
was kept low raises two questions: First,
is it possible to have such a reduction of
expenditure for the rest of the year? And
second, did the arrears of the State to
suppliers increased in the first five
months?*

The Ministry of Finance, which notes
every month that the expenditure will
return to normal once the liquidity condi-
tions allow this, has answered the first
question. Regarding the second question,
the General Government Monthly Bulletin
for May 2015° shows an increase of the
arrears of the State by €1.3 billion from

* There are no data for the first six months, for the time

being.

% Issued monthly by the General Accounting Office, with

two-month time lag of the data.

end of December 2014 through end of
May 2015. About 71.6% of the increase is
recorded in March, April and May. This
implies that liabilities which should have
been paid in the first quarter of 2015
remained unpaid for a period of more
than 90 days and showed up in the ac-
counts in March, April and May. These
liabilities concern SB, hospitals and social
security funds. Thus, about 49,0% of the
reduction of the expenditure in the first
five months is essentially a delay in the
payment of arrears. The full picture on
the first half of the year, regarding the
arrears, will be gradually revealed with
the publication of the General Govern-
ment Monthly Bulletins through Septem-
ber.

Ordinary Budget Revenue

Two trends formed in the OB revenues in
the first five months of the year for which
detailed data is available. First, there is a
large revenue shortfall, with a parallel
increase of arrears of taxpayers to the
State by €5.2 billion. Second, the reve-
nues received a significant boost from
extraordinary receipts of mostly non-tax
revenues.

In particular, in the first five months, the
total OB receipts (tax and non-tax reve-
nues, before tax returns), fell by 2.2%
year on year to reach €18,158 million
(Tables 2.7 and 2.8). In addition, they fell
short of the corresponding budget target
by 5.4% (or €1,035 million).
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Table 2.8
State Budget Revenues January-May 2015
(million euro)

Revenue category January — May % Change

2014 2015 2015/2014
1. Net SB revenue (2+4) 19.600 18.626 -5,0
2. OB net revenue 17.300 17.048 -1,5
Tax refunds 1.269 1.110 -12,5
3. OB revenue 18.569 18.158 -2,2
Direct taxes 6.947 5.814 -16,3
--Income tax 3.724 3.149 -15,4
--Property tax 1.165 940 -19,3
--Direct taxes of previous years 1.172 967 -17,5
--Other direct taxes 886 758 -14,4
Indirect taxes 9.113 8.973 -1,5
--Transaction taxes 5.790 5.568 -3,8
(of which VAT) (5.560) (5.403) -2,8
--Consumption taxes 2.900 2.968 2,3
--Indirect taxes of previous years 265 298 12,5
--Other indirect taxes 158 140 -11,4
Non-tax revenues 2.509 3.371 34,4
--Receipts from the EU 75 58 -22,7
--Non-ordinary revenue 796 1.236 55,3
--Permits and rights 0 196 -
--Other 1.638 1.881 14,5
4. PIP revenue 2.300 1.577 -31,4

Source: GAO, State Budget Execution Monthly Bulletin, June 2015

Overall, the OB tax revenue fell short of
the target by €1,746 million in the first
five months of the year. The revenue
analysis shows that the shortfall mainly
came from direct tax revenue and particu-
larly from corporate income tax (-€695
million), from overdue direct taxes of
preceding financial years (-€373 million)
and from income tax of households
(-€256 million). In addition, a significant
shortfall from the targets is recorded in
indirect taxes as well, especially in VAT
revenues (-€369 million) and overdue
indirect taxes of preceding financial years
(-€105 million). It is noted that the above
revenue categories also fell significantly
year on year (see Table 2.8). In contrast,
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the revenues from new vehicle registra-
tion, vehicle circulation and fuel excise
duties exceeded the targets for the first
five months, due to the recovery recorded
in December and in early 2015 in the car
market. The revenue shortfall was partly
offset by the collection of extraordinary,
mostly non-tax revenue, which exceeded
the corresponding target by €763 million.

The above tax revenue shortfall seems to
be largely connected with the expecta-
tions of the taxpayers, created since
December, for a more favourable settle-
ment of their arrears and the possibility of
elimination or reduction of certain taxes
(e.g. the single property tax). Moreover, it



IOBE “The Greek Economy” vol. 02/15

seems that in the past few months the
tax payers have taken a “wait-and-see
stance”, as evident from the slow rate of
income tax return submissions. Lastly,
there are indications of a widespread
avoidance of issuing tax receipts and
intensifying tax avoidance, especially in
the case of VAT. All the above hold par-
ticularly strong for June, with the reve-
nues falling to €2,961 million, against
€3,634 million in the same month of 2014
and €3,515 million in 2013.

As noted previously, the tax revenues
shortfall in the first five months of the
year (by €1,746 million) is significantly
larger than the overall revenue shortfall
(€979 million), as the OB revenues re-
ceived a boost from extraordinary, mostly
non-tax, revenues, which exceeded the
corresponding targets for the first five
months of the year by €763 million (see
Table 2.9).

This revenue was collected mostly in
March and April and, with the exception
of the receipts from the first settlement of
arrears®, the remaining receipts most
probably do not constitute revenues at
General Government level (consolidated
national account basis).

Note lastly that in order to avoid a short-
fall at the end of the ear and to meet the
annual budget targets, revenue should
increase by 17.4% vyear on year in the
second half of the year. Given that in the
first half revenue fell by 4.9%, such an

® The second settlement of 100 instalments was taken into

account when the budget was drafted.

improvement is considered as essentially
unfeasible.

Ordinary Budget Expenditure

The OB expenditure in the first half of the
year reached €22,088 million, against the
target of €25,132 million. This translates
into a saving of €3,044 million.” Moreo-
ver, the expenditure for the first five
months of the year is lower by 3.8% year
on year (Table 2.10). However, according
to all indications, a significant part of the
expenditure reduction comes from a delay
in the payment of arrears and other OB
liabilities and not from actual cost cutting.

The temporary reduction mostly con-
cerned primary expenditure (including
military spending, payment of guarantees,
etc.), where it reached €2,971 million,
while interest payments were also slightly
below the target for the first six months
(lower by €74 million).

Regarding primary expenditure, the re-
duction in the first five months of the year
concerns grants to hospitals to cover their
liabilities (€500 million),® earmarked
funds (-€505 million), procurement of
military equipment (-€219 million) and
other grants (-€210 million). In addition,
the expenditure for January-May 2014
included social dividend payments of
€169 million, which was not the case in
the current year. As a result of the reduc-
tion of OB grants, the arrears of hospitals

7 The SB expenditure in the first six months is short of the
target by €4,090 million. Out of this, €3,044 million come
from the OB and €1,046 million from the PIP.

8 The figures in brackets refer mostly to year-on-year
changes, as the data from the Finance Ministry (Budget
Execution Bulletin) does not list in detail the targets for the
first five months of each expenditure category.
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increased in the first five months’ by
€416 million, while the arrears of social
security funds increased by €465 million.
This adds to the overall increase of ar-
rears by €1,283 million.

As mentioned previously, the crucial
question here is what will happen for the
remainder of the year, as the OB expendi-
ture is planned to increase by 1.7% from
2014, while it fell by 6.7% in the first six
months.

Public Investment Programme

The PIP in the first half of the year re-
corded a surplus of €875 million, respon-
sible for 46.6% of the primary surplus of
the SB (Table 2.7). The PIP surplus came
on the one hand from investment expen-
diture being short of the target by €1,046
million and by higher than the target
revenues by €759 million. As a result,
while the PIP target for the first six
months envisaged a deficit of €930 mil-
lion, PIP turned out to have a surplus of
€875 million.

The investment expenditure was down
year on year by 51.1% (Tables 2.7 and
2.10).

° The data on the first six months at the General Govern-

ment level is not available.
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If this trend carries over until the end of
the year, then public investment would
fall by about €3,200-€3,300 million,
against an annual target of €6,400 mil-
lion, with very negative consequences for
the economy and the implementation of
the public projects.

Outlook

The fiscal developments in the first five
months, together with the intensification
of the political uncertainty, due to the
elections and the prolonged negotiations
with the lenders thereafter, reveal that
the course of the public finances until the
end of the year will be difficult, even if
the budget is executed without shortfalls.
The interruption of the negotiations with
the lenders a few days before the end of
the extension of the second economic
adjustment programme, the referendum
and the likelihood of a new round of
elections, which cannot be ruled out for
now, would result in the budget veering
completely off course. If this is combined
with other possible politico-economic
developments, e.g. at a European level,
the consequences could be very dismal.
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Table 2.9
Extraordinary OB revenue January-May 2015
(million euro)

Hellenic Telecommunications & Post Commission 114.0
Refunds from public entities 142.0
(out of which from the National Organization for Health Care Services (90.0)
Provision)
Financial Stability Fund 555.0
Total extraordinary non-tax revenue 811.0
Arrears settlement (one-week maturity) 147.0
Total extraordinary tax revenue 147.0
Total extraordinary revenue 958.0
Source: GAO, State Budget Execution Monthly Bulletin, May, June 2015
Table 2.10
State Budget Expenditure January-May 2015
(million euro)
January-May % Change
Expenditure category 2014 2015 2015/2014

1. State Budget Expenditure 21,590 20.025 -7.2

2. Ordinary Budget Expenditure 19,810 19.053 -3.8

Interest 2,697 2.905 7.7

Primary expenditure 17,113 16.148 -5.6

--Salaries & pensions 7,630 7.797 2.2

Wages 4,990 5.020 0.6

Other allowances 121 114 -5.8

Pensions 2,519 2.663 5.7

--Social expenditure 4,905 4.934 0.6

Grants to Social Security Funds 4,338 4.533 4.5

Social protection 348 253 -27.3

Grants to OAED 202 135 -33.2

Other 17 13 -23.5

--Operational and other 3,026 2.369 -21.7

Transfers 571 314 -45.0

Consumption 322 268 -16.8

Conditional 1,032 1.160 12.4

Other* 1,101 627 -43.1

--Earmarked revenue 1,552 1.048 -32.5

3. PIP expenditure 1,780 971 -45,4

Source: GAO, State Budget Execution Monthly Bulletin, May, June 2015
*Includes transfers to cover deficits and arrears of hospitals, military procurement, EFSF disbursement fee and
called guarantees.

43






IOBE “The Greek Economy” vol. 02/15

3. PERFORMANCE AND OUTLOOK

3.1 Macroeconomic Developments

Recent macroeconomic develop-
ments in Greece

The growth of the Greek economy
slowed down substantially in the
first quarter of 2015, to 0.4%, com-
pared with a 1.3% growth rate in
the last quarter of 2014, according to
the latest National Accounts data from
ELSTAT.Y® Nevertheless, with the result
for the first quarter, the Greek economy
has completed a full year of positive
quarterly growth rates. The sudden inten-
sification of the political uncertainty dur-
ing the election period and its peak in
February, during the negotiations with the
European Union, the ECB and the IMF,
were the key drivers of the politico-
economic developments in early 2015, as
already noted in the previous IOBE report
on the Greek economy. Their impact on
the GDP components, negative and posi-
tive, manifested themselves mainly in
consumer behaviour and the course of
the external balance of the Greek econ-
omy. In particular, the reduction of the
GDP growth rate in the first quarter of the
current year, compared with the preced-
ing quarter, came from a strong slow-
down of the growth of exports. In con-
trast, investment grew significantly and
the growth of household consumption
slightly strengthened, while the fall of
public consumption expenditure slowed

10 Al changes in the current subsection are expressed in
terms of year-on-year variations. The National Accounts
data refer to seasonally adjusted data at constant 2010

prices.

down. The new boost of private con-
sumption was reflected in the strong
growth of imports, which however was
weaker than in late 2014 and, combined
with the small export growth, did not lead
to further deterioration of the external
sector in national accounting terms.

In greater detail regarding the trends in
the GDP components in the first quarter
of the year, domestic consumption
increased by 1.0% compared with
the same period of 2014, when it had
grown only marginally by 0.4%. The
growth of consumption strength-
ened from the preceding quarter
(from 0.5%). The trends in the key
components of domestic consumption
carried over from the previous year to
early 2015. The further growth is
exclusively due to household con-
sumption, which increased by 1.6%,
compared with 0.5% growth a year
before. Public sector consumption fell
marginally in early 2015, by 0.2%. This
contraction was less pronounced than in
the second half of 2014 (-3.0%), while in
the same period of 2014 it had grown by
0.6%.

Investment increased sharply in the
first quarter of this year (+27.6%),
against a contraction a year before
(-19.3%), recording its strongest
boost in the past nine years. The
increase came mostly from stronger
fixed capital formation (+14.6%),
while the inventory accumulation
was also quite large (€552 million),

45



IOBE “The Greek Economy” vol. 02/15

in the aftermath of a small reduction of
inventories in the corresponding period of
the previous year (-€73 million).

The sharp increase of investment
activity came from two fixed capital
categories, machinery and equip-
ment (+23.6%) and transport
equipment - mainly passenger cars
(+116.5%), compared with a decline by
14.6% and growth by 23.7% respectively
in the same quarter of 2014. In con-
trast, residential construction con-
tinued to decline for a seventh con-
secutive year, at a great speed
(-30.5%), with the cumulative fall since
the first quarter of 2007 reaching 91.2%.
The contraction in other constructions
came next (-20.4%), offsetting its growth
from the previous year (+19.3%). Stabil-
ity was the dominant trend in other prod-
ucts (+0.3%) and agriculture products
(-0.2%), compared with stronger growth
in both categories in the previous year
(+3.1% and +10.9% respectively).

The strong growth of exports in the
last quarter of 2014 (10.0%) did not
carry over to early 2015, when they
increased by only 1.3%, significantly
weaker compared with the same
quarter of the previous year as well
(+7.8%). Growth slowed down both in
the exports of goods (+0.9%, from
+5.2% in the previous year) and in the
exports of services (+2.2% from
+10.7%). Nevertheless, note that as a
result of their growth in the first
quarter, for a fourth consecutive
year, exports reached their second
highest level in history for that par-
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ticular quarter, at €13.9 billion,
slightly lower than their 2008 peak (€14.6
billion).

The steady recovery of consumption
demand for a year, by about 1.0%,
mostly from the boost of household
consumption expenditure, has re-
sulted in a growth of imports, which
also benefited in the first quarter of this
year from growth in fixed capital catego-
ries (vehicles, machinery). In particular,
imports increased by 10.3% year on year
in the first quarter, compared with rela-
tive stability in the same period of the
previous year (+0.3%). Combined with
the small increase of exports in the
beginning of the current year, the
significant increase of imports wid-
ened the external deficit in national
accounting terms to €1.86 billion
(4.0%) in the first quarter, from only
€561 million (1.2%) a year before.

On the supply side, output grew only
marginally in the first quarter, by
only 0.2%, at a similar rate with that
observed in the same quarter of
2014 (+0.1%), compared with 0.6%
growth in the fourth quarter of
2014. The key sectors of the Greek
economy are equally distributed between
those that grow and those that contract.
The strongest growth of production
value added was recorded in Whole-
sale-Retail Trade, Repair of Motor
Vehicles-Motorcycles and Accommo-
dation and Food Service Activities
(+5.0%), as in the previous year
(+4.3%). Its growth in the last two
years came from a boost of household
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consumption and stronger international
tourist flows. Economic activity in Profes-
sional — Scientific — Technical — Adminis-
trative — Support Service Activities in-
creased by 2.8%, against a significant
drop by 9.7% in the first quarter of 2014.
Mining-Quarrying came next, where
output grew, albeit slightly (+0.9%), for
the first time on a quarterly basis since
2008, while in the same period of the
previous year it had declined by a similar
rate (-1.0%). Moderate growth was also
recorded in Agriculture-Forestry-Fishing
(0.6%, from -1.2%) and Real Estate
Activities (+0.2% in both quarters).

Given the new, strong decline in
residential and other construction in
the first few months of 2015, as
described previously, the contraction
of activity in the Construction sector
by 27.6% should not be seen as a
surprise. It exceeded substantially the
fall in the first quarter of 2014 (-9.0%).
Since 2007, when the fall of activity in
Construction had started, the cumulative
output contraction has reached 81.2%. As
a result, the Construction sector now has
the lowest output among the 10 main
sectors, climbing down from 5" place.
The contraction of activity in Arts-
Entertainment-Recreation (-3.3%) was
significantly weaker, yet it interrupted a
two-year recovery of about 7.0%. The
marginal  decline in  Information-
Communication observed in the first
quarter of the previous year (-0.5%)
intensified in the current year (-2.1%). In
contrast, the contraction in Financial-
Insurance Activities eased significantly

(-0.6%, from -6.3%). The recession
returned to the public sector (-1.4%, from
+0.7%).

The political uncertainty and the slow-
down of the growth momentum in the
first quarter of this year already seem to
have an impact on the labour market,
despite the anticipated boost to employ-
ment from the stronger recovery in the
second half of 2014. The unemploy-
ment rate increased for a second
quarter in a row, reaching 26.6%,
higher by half a percentage point
quarter on quarter. However, year
on year unemployment was lower by
1.2 percentage points. The growth of
unemployment in the first quarter of the
current year is also related to the pro-
longed tourism period in the previous
year, which is estimated to have lasted
until about the middle of the third quar-
ter, maintaining until than a significant
part of the jobs in tourism-related enter-
prises. This development is reflected in
the data on employment per sector, as
employment fell most quarter-on-quarter
in Accommodation — Food Service Activi-
ties (-24,300 jobs), followed by Construc-
tion and Information-Communication
(-9,500 and -9,400 jobs respectively).
However, year on year most jobs were
created in the Tourism sector (+27,600),
while a significant employment boost was
also recorded in Wholesale-Retail Trade-
Repair of Motor Vehicles and Motorcycles
(+20,600) and Manufacturing (+11,900).

Deflation intensified further in the
first quarter of 2015, to approach its
all-time high in January (2.8%, from
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2.9% in November 2013). Overall in the
first quarter, deflation reached its
all-time high quarterly rate (-2.4%),
higher year on year by 1.1 percent-
age points. However, in contrast with
the first deflation period, from early 2013
until mid 2014, which came from demand
contraction and the lack of new indirect
tax hikes, the intensification of deflation
now came from the significant, steady
reduction of global oil prices. The oil price
reduction exerts significant deflationary
pressures on the price in two of the three
main groups of goods and services that
form the Consumer Price Index (CPI), i.e.
Transport and Housing. As noted in the
previous report, the transport cost has
also declined due to the reduction of
ticket prices for the Athens public trans-
port. In addition, prices in Education
continued to decline, by 3.1%, even
though this particular category of services
is much less important for the formation
of the CPI trends than the previous two
categories.

To sum up, the impact on the Greek
economy from the return and the intensi-
fication of the political uncertainty during
the first quarter of the current year led to
a further weakening of the recovery of
the Greek economy. Meanwhile, unem-
ployment continued to grow for a second
consecutive quarter, increasing by one
percentage point from October 2014
through March 2015.
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The effects of the uncertainty, primarily
on the outcome of the negotiations with
the country’s lenders, include: a) intense
liquidity crunch, due to the withdrawal of
deposits from the banks by businesses
and households, the lack of disbursement
of tranches from the EU-IMF loans since
last August and the decision by the Euro-
pean Central Bank in February to lift the
waiver that allowed it to accept Greek
sovereign bonds as collateral, b) weaken-
ing of the confidence of potential inves-
tors in the outlook of the Greek economy,
due to the lack of implementation of the
structural reforms that were agreed with
the country’s partners and due to pre and
post election announcements on eco-
nomic aspects that affect substantially the
return on investments, c) reduction of the
attractiveness of Greek products and
services (e.g. tourism), d) extraordinary
consumption expenditure, driven from the
perceived currency risk, which has resur-
faced since the first quarter of this year.

These effects should be noted also be-
cause they carried over to the second
quarter, some of them stronger than in
the first. In addition, some of these ef-
fects are expected to persist for the rest
of 2015, with a further impact on eco-
nomic activity and GDP, as analysed in
the section that follows.
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Table 3.1
Trends in key macroeconomic figures — National Accounts (seasonally adjusted data, constant 2010 prices)
Quarter GDP Final Consumption Investment Exports Imports
€ million E?E]ugi € million ?ﬁ:é%ugi € million Aonfnéjhaal,,zgge € million Aonfnéjhaal,,zgge € million Aglfné.lhaallr:g(tee
2000 190,243 | 4.2% | 164,487 | 3.3% | 43,696 | 9.4% | 43,680 | 23.8% | 63,324 | 21.3%
2001 197,112 | 3.7% | 171,540 | 4.2% | 44,386 | 1.7% | 43,021 | 0.6% | 62,323 | 1.2%
2002 203,306 | 3.2% | 178,926 | 4.2% | 44,512 | 0.3% | 39,856 | -7.3% | 60,247 | -3.4%
2003 216,597 | 6.6% | 186,580 | 4.3% | 53,420 | 20.1% | 39,558 | -0.7% | 63,775 | 5.8%
2004 227,176 | 5.0% | 194,468 | 4.3% | 53,398 | 0.0% | 46,689 | 18.5% | 67,943 | 7.1%
2005 229,749 | 0.9% | 203,375 | 4.5% | 45,430 |-15.0% | 48,869 | 3.4% | 68,778 | -0.7%
2006 242,947 | 5.8% | 210,411 | 3.5% | 57,779 | 27.2% | 51,405 | 5.2% | 77,996 | 13.7%
2007 251,165 | 3.5% | 218,433 | 3.9% | 64,013 | 10.9% | 56,416 | 10.6% | 88,657 | 15.1%
2008 250,065 | -0.4% | 222,226 | 1.8% | 59,488 | -7.0% | 58,395 | 3.5% | 90,622 | 2.6%
2009 239,162 | -4.4% | 221,573 | -0.4% | 43,034 |-27.7% | 47,803 |-18.5% | 73,252 (-19.6%
Q12010 | 58,984 0.3% 54,251 -1.4% | 10,126 | 5.2% 12,482 | -0.6% | 18,704 | 2.8%
Q2 2010 | 57,372 -4.9% 52,908 | -4.5% | 9,722 -6.3% | 12,621 | 4.4% 17,372 | -4.0%
Q3 2010 | 55,426 -7.7% 50,656 | -9.8% | 9,659 -8.3% | 11,917 | 1.6% 16,700 | -8.9%
Q4 2010 | 54,618 -9.0% | 49,677 | -9.7% | 8,930 | -28.6% | 12,820 | 12.1% | 16,477 | -11.6%
2010* | 226,399 | -5.3% | 207,491 | -6.4% | 38,437 |-10.7% | 49,840 | 4.3% | 69,253 | -5.5%
Q1 2011 53,125 -9.9% | 48,016 |-11.5% | 9,597 -5.2% | 12,471 | -0.1% | 16,574 | -11.4%
Q2 2011 52,316 -8.8% | 47,408 |-10.4% | 8,420 | -13.4% | 12,553 | -0.5% | 16,337 | -6.0%
Q3 2011 51,210 -7.6% | 46,879 | -7.5% | 7,549 | -21.8% | 12,555 | 5.4% 15,910 | -4.7%
Q4 2011 | 49,676 -9.0% | 45,062 | -9.3% | 6,524 | -26.9% | 12,764 | -0.4% | 15,021 | -8.8%
2011* | 206,327 | -8.9% | 187,364 | -9.7% | 32,091 |-16.5% | 50,343 | 1.0% | 63,842 | -7.8%
Q12012 | 49,173 -7.4% | 44,881 -6.5% | 6,617 | -31.1% | 12,703 1.9% 14,756 | -11.0%
Q2 2012 | 48,308 -7.7% | 43,605 | -8.0% | 6,535 | -22.4% | 12,364 | -1.5% | 14,326 | -12.3%
Q32012 | 47,832 -6.6% | 42,943 | -84% | 5494 | -27.2% | 12,698 | 1.1% 14,146 | -11.1%
Q42012 | 47,354 | -4.7% | 42,358 | -6.0% | 6,746 3.4% 13,059 [ 2.3% 14,600 | -2.8%
2012* (192,668 | -6.6% | 173,788 | -7.2% | 25,393 |-20.9% | 50,825 | 1.0% | 57,828 | -9.4%
Q12013 | 46,523 -5.4% | 42,046 | -6.3% | 6,089 -8.0% | 12,762 | 0.5% 14,276 | -3.3%
Q2 2013 | 46,338 -4.1% | 42,000 | -3.7% | 5,266 | -19.4% | 12,924 | 4.5% 13,970 | -2.5%
Q3 2013 | 46,112 -3.6% | 41,908 | -2.4% | 5,524 0.5% 13,164 | 3.7% 14,408 | 1.9%
Q4 2013 | 46,024 | -2.8% | 42,435 0.2% 4,328 | -35.9% | 12,739 | -2.5% | 13,500 | -7.5%
2013* (184,998 | -4.0% | 168,389 | -3.2% | 21,207 |-16.5% | 51,589 | 1.5% | 56,154 | -2.9%
Q12014 | 46,372 -0.3% | 42,225 0.4% 4911 | -19.3% | 13,753 | 7.8% 14,313 | 0.3%
Q2 2014 | 46,493 0.3% 42,468 1.1% 5,046 -4.2% | 14,080 | 8.9% 15,173 | 8.6%
Q3 2014 | 46,803 1.5% 42,641 1.7% 4863 | -12.0% | 14,246 | 8.2% 14,914 | 3.5%
Q4 2014 | 46,611 1.3% 42,635 0.5% 5,911 4.0% 14,018 | 10.0% | 15,894 | 17.7%
2014* | 186,278 | 0.7% | 169,969 | 1.0% | 20,731 | -2.2% | 56,097 | 8.7% | 60,294 | 7.4%
Q1 2015 | 46,535 0.4% 42,650 1.0% 6,266 | 27.6% | 13,931 1.3% 15,783 | 10.3%

* provisional data
Source: National Accounts, May 2015,EL.STAT.
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Medium-term outlook

The already heightened uncertainty dur-
ing the first quarter of the year, from the
elections and the extension of the second
economic adjustment programme by four
months (in order to complete its progress
review and take the necessary measures
and policies to ensure the continuation of
the fiscal consolidation and debt sustain-
ability), peaked in the second quarter
from the constantly recurring weakness of
the two sides to agree on the reform
priorities, the fiscal targets and the antici-
pated impact of the fiscal measures, the
need for interventions on the Greek debt
and the size of the current and medium-
term financing needs, to be covered by
the official sector lenders of Greece.
Understandably, the unsuccessful comple-
tion of the review of the second pro-
gramme and its direct effects (loss of
envisaged financing of the Greek state to
service its debt, debt moratorium vis-a-vis
the IMF, refusal to extend the financing of
the banks by the ECB through the Emer-
gency Liquidity Assistance (ELA), imposi-
tion of capital controls), together with the
decision to hold a referendum, created
unprecedented for the Greek economy
and society conditions. It is not feasible,
for the time being, to predict the duration
and the size of the impact of these new
conditions.

On the other hand, reaching agreement in
principle on certain reforms between the
Greek government and its Eurozone
partners, so that negotiations on a new
programme can start after their imple-
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mentation, and their passing through
parliament that followed, limit, but do not
eliminate, the loss of credibility and the
likelihood of negative economic develop-
ments in the coming months. The extent
to which the distrust within the country
and abroad will continue to weaken will
depend on the normalisation of the gov-
ernment function after the recent reshuf-
fle and the adoption of all the decisions
necessary for the implementation of the
prior actions on the new reform pro-
gramme and those reforms that will be
included in the programme.

In greater detail, regarding the trends in
key economic figures during the second
quarter of the current year, the uncer-
tainty due to the prolonged negotiations,
without a significant increase of the likeli-
hood of achieving agreement at any
point, were mainly reflected in a decline
of the economic sentiment, after its
strong boost after the elections, and in a
dramatic deterioration of the liquidity
conditions in the Greek economy. The last
development also came as part of the
effects from the return of the fear of exit
from the euro (currency risk) in the deci-
sion making of households and firms.

Reflecting the gradual weakening of the
post-election boost of expectations in the
country and the escalating concern on the
outcome of the negotiations, the Eco-
nomic Sentiment Indicator of the Euro-
pean Commission, which for Greece is
compiled by IOBE, after its increase in
February, driven by improvement in
consumer confidence, was continuously
falling until June, a trend which is ex-
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pected to strengthen particularly after the
politico-economic developments at the
end of that month. The deterioration of
the economic sentiment in the last four
months comes mainly from its key growth
driver in the preceding months, namely
from a weakening of the consumer confi-
dence. Regarding the key sectors of the
Greek economy, the strongest decline of
expectations was observed in Construc-
tion, mainly in public works, which suffer
from implementation delays. The expecta-
tions in Services were less optimistic than
in early 2015 and year on year. The
sentiment in Retail Trade varied slightly at
about the same level throughout the first
half of the year, which was slightly lower
year on year, while a similar path was
recorded in Manufacturing, where the
year-on-year deterioration and return of
pessimism was stronger.

The liquidity conditions in the banking
sector deteriorated rapidly in the second
quarter of the current year, while the lack
of financing of the Greek state, for a
tenth consecutive month (as the review of
the Economic Adjustment Programme by
the IMF and the EC was not concluded
during this period), pushed to the limit its
liquid reserves.

In particular, according to the latest data
from the Bank of England, the deposits in
domestic financial institutions declined by
€39.2 billion (-22.1%) from December
through May, out of which €21.7 billion
were withdrawn after the elections. As a
result, deposits at the end of May did not
exceed €138.6 billion, their lowest level in
11 years (since June 2004). The largest

part of the deposit flight was observed in
household deposits (-€24.6 billion from
December to May, -€14.1 billion since
February), while the reduction of corpo-
rate deposits was lower in absolute terms
(-€9.8 billion and -€4.1 billion respec-
tively). This reaction of households and
enterprises is seen as an attempt to
protect their wealth from the currency
risk.

To cover these losses, the banks made
use of the Emergency Liquidity Assistance
(ELA) of the ECB. The liquidity drawn by
the domestic banking system through this
mechanism increased from €44.9 billion in
November, to nearly €82 billion after six
months, an increase of about €37 billion,
which is slightly less than the deposit
flight during the same period. Neverthe-
less, it is estimated that the turmoil in
households and firms from the last stages
of the negotiations and their interruption
at the end of June, accompanied by a
strong flight of deposits, has resulted in a
significantly lower balance in the banks,
despite the imposition of capital controls.

Still, it should be noted that despite the
strong deposit flight from the banking
system since the last month of 2014 and
its liquidity support largely from ELA, the
flow of credit to the private sector of the
economy did not deteriorate in the
months after the elections, except for
May. From January through April, the
contraction rate of credit to the private
sector varied around 1.5%, significantly
below the 2.7% rate from the last quarter
of 2014. However, in May business credit

51



IOBE “The Greek Economy” vol. 02/15

declined further, by 3.0%. The slow-
down of the credit contraction is exclu-
sively due to corporate credit expansion
since January, for the first time since
November 2009. Corporate loans in-
creased by 0.5% in the first four months
of the current year. In contrast, the
household credit contraction continued in
2015 at the same rate with the previous
year, by about 3.5%. Naturally, the tur-
moil at the level of available liquidity in
the banking sector, generated from the
interruption of the negotiations, the lack
of further expansion of ELA by the ECB
and the imposition of capital controls, is
estimated to exacerbate the trends and
the terms of credit provision by the
banks.

The access of the banks to liquidity from
the global markets, in order to cover the
flight of deposits and part of the domestic
business needs, particularly of large
corporations, was significantly hampered
by the downgrade of the credit rating of
Greece in the past few months.

The protracted lack of funding of the
Greek state resulted in the concentration
of all available resources from the re-
serves of General Government entities
(e.g. social security funds, the Prefecture
of Athens, the Manpower Employment
Organization) to pay ordinary expenses
(wages, pensions, benefits, etc.) and to
service public debt. Meanwhile, a restraint
of primary expenditure by €2.6 billion, out
of which €1.1 billion came from expansion
of the arrears of the state to its suppliers,

1 Bank Credit to the Domestic Private Sector Bulletins, Bank

of Greece

52

as evident from the latest data on the
execution of the State Budget, exacer-
bated further the liquidity crunch in the
private sector.'

As already mentioned, the decline of
household and corporate deposits came
as a result of the return of the currency
risk in the decision making of households
and enterprises. To safeguard their
wealth, many households would likely
invest the deposits that they withdrew
from the banking system abroad, deterio-
rating the country’s financial account. The
strong growth of receivables in the “other
investments” category of the financial
account, which includes deposits of resi-
dents of Greece abroad and the extension
of credit to non-residents of Greece, by
€16.5 billion in the first four months of
2015, compared with a declined by €3.0
billion in the corresponding period of
2014, is a relevant indication. The growth
mostly reflects a statistical adjustment,
related to the above-limit issue of bank-
notes by the Bank of Greece. It also
incorporates, however, a net increase by
€5.4 billion of deposits and repos of
Greek residents abroad. On the other
hand, the domestic receivables in “portfo-
lio investments” fell in the first four
months of the current year by €6 billion,
compared with a €691 million increase a
year before.

The realisation of more and hurried, to
some extent, purchases by households
and enterprises of products produced
abroad, particularly of durables and capi-

12 GAO, State Budget Execution Bulleting June 2015, July
2015
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tal goods, is one more action aimed at
safeguarding their wealth. Indicatively,
already from the first quarter of 2015, the
seasonally adjusted turnover of the motor
vehicles sector was 16.9% higher year on
year. During the same period, the sea-
sonally adjusted sales of machinery and
equipment increased by 23.6%, recording
their strongest growth since the second
quarter of 2008. Of course, besides the
direct impact from the boost of private
consumption and investment respectively,
the increase in these two expenditure
categories led to a boost of imports,
exacerbating further the external balance
of the Greek economy. In part, their
growth is estimated to be due to increase
of the imports of goods by 10% in the
first quarter this year, compared with no
change a year earlier, which is estimated
to carry over and intensify during the
second quarter.

The lack of new fiscal measures boosted
consumption expenditure in the first half
of 2015, despite the concern over the
outcome of the negotiations. The (sea-
sonally adjusted) volume of Retail Trade,
except for Fuels, grew year on year by
1.8% on average in the first quarter, in
contrast with the same period of 2014,
when it had contracted by 3.7%. In April,
the indicator declined, which however is
considered to have come mainly from
base effects, due to the high level of the
indicator in the corresponding month of
the previous year. The upward trend of
consumption will be interrupted by the
uncertainty caused by the sudden recent

political developments and the imposition
of capital controls.

The persistent growth of international
tourism, at least in the first half of the
year, partly offsets the negative effects of
the hurried consumption and investment
expenditure on the external balance of
the economy. The steady trend since the
beginning of the year forebodes that
Accommodation — Food Services will
continue to have a crucial role for the
shaping of domestic economic activity in
the current year. In particular, the latest
data from the Bank of Greece indicate
that international arrivals increased in
Greece by 28.3% in April, with even
larger growth overall in the first four
months (+39.3%).* The boost of travel
receipts was less pronounced than the
growth in international arrivals, growing
by 14.4% in the first four months of the
current year. The surplus of the travel
account increased by 36.8%. It seems
that despite the international concern
about the negotiations of the Greek gov-
ernment with its lenders, the persistent
low value of the euro against the dollar
and other currencies (pound sterling,
Canadian dollars) has significantly
boosted Greece as a tourist destination, a
trend that is expected to have carried
over at least until the end of the first half
of the year. In contrast, the failure to
achieve an agreement with the country’s
partners in order to complete the second
Economic Adjustment Programme and the
imposition of capital controls, is consid-
ered to have hampered significantly the

13 Developments in the balance of travel services — April
2015, Bank of Greece, 23/06/2015
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global attractiveness of the Greek tourist
resorts. The extent of the impact of this
development on the international tourist
flows and travel receipts will reflect on
the data in the coming months. It cannot
be ruled out that this will offset the im-
provement recorded in the first half of
2015, bringing the surplus of the travel
account back to its level from last year.

Regarding the latest trends in other sec-
tions of economic activity, the improve-
ment recorded in the first quarter of the
year is weakening in the second quarter
(data until May). Despite the carry-over
effect from the recovery of the economy
in 2014 to the beginning of the year, the
protracted uncertainty on the outcome of
the negotiations and its impact on de-
mand, domestic and foreign, have inter-
rupted the growth observed in the first
quarter.

In greater detail, industrial production fell
by about 1.5% in April and May 2015,
compared with 2.3% growth in the first
quarter of the year and a similar decrease
(-1.8%) in the same period of last year.
The reduction came exclusively from a
year-on-year fall of industrial production
in May by 4.0%.!* The reversal of the
trend came from a fall in Manufacturing,
which had maintained a positive growth
until April. The year-on-year increase in
Water Supply had a clearly lesser impor-
tance for the growth of the overall indica-
tor. The contraction in both Mining-
Quarrying and Electricity Generation-

14 The data on 2015 come either from ELSTAT or Bank of
Greece. The indicated changes refer to year-on-year

variations.
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Distribution carried over stronger from
the first quarter, reaching 13.3% (from
11.6%) and 6.2% (from 4.9%) respec-
tively. Construction activity, in the after-
math of uninterrupted strong contraction
between 2008 and 2014, experienced
steady growth in the first three months of
2015, by about 30%, both in terms of
surface and volume. The growth of build-
ing permits was weaker (+7.9% in the
first quarter), reflecting the start of large
construction projects (e.g. factories,
hotels, shopping malls). However, this
growth was interrupted in April, when the
surface of new buildings declined year on
year by 6.3%, while their volume was
lower by 3.6%. The significant increase in
Civil Engineering, which includes public
sector projects, during the same period
(+53.5%), as a result of the carryover of
the effect from their restart in 2014
(+56.3%) to the current year, shaped the
growth in the overall production index of
Construction to 38.6% year on year in the
first quarter.

Regarding the trends on the demand side,
the course of Retail Trade was analysed
previously. Wholesale trade experienced a
modest decline in the first quarter of the
year (-1.0%), compared with a similar
decline in the last quarter of the previous
year, slightly stronger than earlier in 2014
(-0.3% in the first quarter). The strong
deflation persisted until June, remaining
above 2.0% since the beginning of the
year (-2.3% on average), compared with
a deflation of 1.3% in the same period of
last year. The strong price decline contin-
ues to be driven mainly by the signifi-
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cantly lower year on year oil price and not
from demand contraction, as evident from
the data on Retail Trade. As noted in the
discussion on the first quarter trends, the
lower oil price limits both housing cost
and transport cost, two of the three
categories of goods and services with the
largest contribution to the shaping of the
Consumer Price Index. Nevertheless, this
particular effect will end by the end of the
third quarter, with the completion of a
year since the start of the oil price de-
cline.

The foreign demand for goods and ser-
vices, based on the latest data from the
Bank of Greece, declined slightly in the
first four months, by 2.8%, compared
with 5.4% growth in 2014, exclusively
due to the fall of the foreign demand for
goods and in particular the exports of
fuels. The exports of services increased
by 2.9% in the current year, against a
growth of 12.3% in the previous year.
The growth in the current year came
mostly from tourist services and trans-
port. Nevertheless, the Greek exports did
not seem to take advantage from the
devaluation of the euro against the dollar,
as anticipated in early 2015. The negative
impact from declining exports on the
balance of products and services was
more than offset by the larger decline of
imports by 3.7%. Their contraction came
from a reduction of the imports of goods
by €1.05 billion (or -7.5%), in the after-
math of a mild growth in early 2014
(+1.3%). The boost of the domestic
demand for transport and other services
increased the imports of services by

10.1%, much stronger than in the previ-
ous year (+1.7%). The stronger import
contraction, compared with the contrac-
tion of exports, resulted in a lower deficit
in the external balance by €250 million or
7.1%, which reached €3.25 billion from
€3.5 billion.

Apart from the contraction of activity of
some sectors of the Greek economy
already from the start of the second
quarter, the trends in the economy overall
and its sectors for the remainder of the
year, with minor exceptions, together
with their medium-term prospects, until
mid 2017 at least, are expected to be
driven by the current sharp politico-
economic developments, namely the
imposition of capital controls, the arrears
to the IMF and chiefly the outcome of the
negotiations on the third bailout pro-
gramme. Taking into account that in
Cyprus the capital controls lasted for
almost two years, their full elimination is
not expected to take place within 2015. It
is quite possible that capital controls
would be maintained and gradually re-
laxed throughout 2016. Some of the
effects from this exceptionally unfavour-
able development were already pre-
sented. Without the possibility of quantifi-
cation at this stage, the impact of the
capital controls is expected to be reflected
mainly on:

a) Significant shift in the bying-
consumption priorities of the
households and curb of their con-
sumption expenditure.

b) Significant difficulties in exports-
imports of products
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¢) Reduction or suspension of pro-
duction, due to lower domestic
demand and obstacles in the im-
ports of raw materials/exports of
goods

d) Suspension/cancelation of pay-
ments from and to the state

e) Decline of international tourist ar-
rivals

f) Suspension of the implementation
of investment plans

g) Strong accumulation of invento-
ries, particularly for products
whose demand fell sharply, such
as durables and capital goods

The missed IMF loan payments, together
with the downgrade of the credit ratings
(to CCC from CC by Fitch, to Caa3 from
Caa2 by Moody’s, and to CCC- (selective
default) from CCC for the Greek banks by
Standard & Poor’s) and the request for a
third bailout programme, is expected to
cut off the Greek economy from the
global capital markets at least until the
end of 2017, even in the case that a new
deal with the EU partners is signed. As a
result, the capital cost for the enterprises
will remain exceptionally high.

In detail regarding the medium-term
outlook of key macroeconomic figures,
the capital controls, even with a
gradual relaxation, will bring con-
traction of household consumption,
which was growing when the nego-
tiations with the country’s lenders
were interrupted and the concern of
the households over this develop-
ment had peaked. In parallel, the struc-
ture of consumption will shift, mainly
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towards consumption goods and services,
with a sharp drop in the demand for
durables, such as dwellings and vehicles.
Nevertheless, weakening of the growth of
household consumption from the first half
of the year into the second was expected
from the changes in the VAT rates, which
had been part of the discussed measures
since last autumn. The contractionary
pressures on consumption will depend on
consumer confidence, which will be
formed by the course of the negotiations
with the country’s partners on the new
programme and its features, primarily
with regards to its fiscal targets. The
speed of the progress of the negotiations
will also determine the rate with which
the capital controls will be relaxed, a
parameter which will also influence sig-
nificantly the expectations in the current
half of the year. Therefore, the reduc-
tion of household consumption de-
mand will not be avoided, however,
it will probably be mild for the year
in total, as it will be moderated by
the increase of consumption in the
first half.

As household consumption expenditure is
the key source of indirect taxation, the
stronger than initially anticipated fall in
consumption due to the imposition of
capital controls will have a negative im-
pact on tax revenues, due also to the
shift of consumption to basic essentials,
which have a lower VAT. The recent VAT
hikes will ease the shortfall of the tax
revenues against the 2015 targets, which
will perhaps be revised down when the
design of the new programme is com-
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pleted and the revised budget is submit-
ted to parliament.

On the other side of domestic con-
sumption expenditure, the trends in
public consumption will be set by
the developments around public
sector employment and the extent of
repayment of the 2012 wage cuts.
Despite the fact that the target of the
Economic Adjustment Programme for
15,000 new recruits is not considered
feasible, if the negotiations reach an
agreement that the target includes the
recently rehired 7,500 redundancies from
past years (teachers in vocational senior
high schools, employees of the state
broadcasting company ERT, school secu-
rity staff, administrative staff of universi-
ties, maintenance staff of the Ministry of
Finance, etc.), this will exert a mild up-
ward pressure on public consumption.
Possible severance/compensation pay-
ments for the 2012 wage cuts, which has
still not started, would also push public
expenditure up. The execution of the
corresponding expenditure will depend on
the liquidity level of the Greek state,
which in turn is positively related with the
drafting of a new programme, a devel-
opment that is not expected before the
end of the third quarter. Therefore, as
long as these positive effects on
public consumption take place at
least partly in the current year, they
will keep public consumption close
to its level from the previous year or
raise it a bit.

Otherwise, taking into account the current
year-on-year decline in public revenue

(see section 2.2 B of this report), and the
difficulties for paying tax liabilities due to
the bank holiday and the lingering politi-
cal uncertainty, together with the as-
sessment on shortfall of revenue from
indirect taxation against the 2015 budget,
the manifestation of intense difficulties
and inability to pay ordinary consumption
expenditure of the Greek state in the
remaining months of the current year
cannot be ruled out.

Regarding investment activity, the
strong uncertainty surrounding the
domestic political developments, the
anticipation for the outcome of the
negotiations on a new programme
and its features, and the recent tur-
moil in the banking system, with its
impact on their capital adequacy,
which has not yet been fully as-
sessed, is expected to become a key
restraining factor for the vast major-
ity of business investment projects
in the second half of 2015. At this
point, note that the small increase in fixed
capital formation in the previous year, by
2.9%, came from a gradual restoration of
the credibility of the Greek economy. The
achievement of primary fiscal surplus in
2013 (1.2% of GDP, based on the pro-
gramme’s definition), earlier than antici-
pated, together with the achievement of a
small current account surplus (0.6%, due
also to the payment of ANFAs and SMPs
by the ECB), boosted significantly the
confidence abroad, on the one hand in
the ability of the Greek state to make its
public finances viable and on the other in
the presence of a strong momentum of
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correcting the structural imbalances of
the Greek economy. Meanwhile, the
recapitalisation of the domestic “systemic”
banks and the outcome of two stress
tests (BoG, ECB) ensured their capital
adequacy, which had a positive impact by
the end of last year and in early 2015 on
the rate of corporate credit expansion,
turning positive for the first time since
2009. Naturally, these particularly positive
developments should not lead us to ig-
nore the delays and the poor performance
in other economic policy aspects, which
had an impact on economic activity, such
as the structural changes in sectors of
economic activity and the public sector,
and in the area of privatisation and con-
cessions.

Lacking reform implementation at least
since the second half of 2014, suspension
of the effort of fiscal consolidation during
the current year, protracted negotiations
to complete the second Economic Ad-
justment Programme, the bank holiday
and the capital controls, the arrears on
public debt repayments, have under-
standably hurt the above past perform-
ance, critically undermining the confi-
dence in the Greek state and economy.
Adjusting the analysis in the previous
quarterly report of IOBE on the potential
impact of the negotiations to the new
conditions, if the negotiations on a new
programme that will ensure the comple-
tion of the fiscal consolidation and the
sustainability of the public finances, the
restart of the necessary reforms in the
operation of the state and the structural
changes in markets, start and finish, this

58

development will improve the sentiment
in the Greek economy, eliminating the
uncertainty regarding the currency risk
and the financing of the country.

However, the restoration of trust of the
potential investors regarding the imple-
mentation of all agreed measures and the
stability of certain features of the econ-
omy that affect significantly the return on
investment, such as the tax system, the
labour relations, the robustness of the
banking system and the access to corpo-
rate credit, is essential in order to im-
prove the investment climate.

In particular regarding public invest-
ment, the significant shortfall from the
target of expenditure of the Public In-
vestment Programme during the first half
of the year, by 51.1% (€1.15 billion from
€2.36 billion), despite higher than budg-
eted inflows from the EU funds (€1.76
billion against €1.05 billion), is primarily
due to lack of payment of the required
national contribution to the co-financed
projects and secondarily the significant
underutilisation of the purely national
component of PIP (€115 million against
€237 million). The course of the domestic
component of public expenditure reflects
saving of funds in order to cover other,
primary expenditure of the state, given
the lack of financing from its lenders. On
the other hand, the early disbursement of
the last €500 million from the EC as part
of NSRF 2007-2013, to cover 100% of the
financing of select projects, as envisaged
in the 12 July agreement, will moderate
the financing difficulties on the implemen-
tation of PIP that come from the Greek
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side. However, this implies a reduction of
NSRF 2007-2013 by €2 billion, due to the
suspension of investment projects that
would have taken place if the national
contribution was also available. As a
result, the PIP implementation in the
current year will fall short of the target for
€6.4 billion expenditure, with a corre-
sponding impact on domestic investment
activity.

Even wider shortfall than that of the PIP
is expected in the current year in the
implementation of the privatisation -
concessions programme. The concession
for the exclusive right to a mutual horse-
betting license was the only successfully
completed procedure by the Hellenic
Republic Asset Development Fund
(HRADF) in the first half of 2015. The sale
of the electricity transmission system
operator ADMIE is the only prior action on
privatisation or concessions included in
the commitments to start the negotiations
on a third programme that were voted
through parliament recently, granting also
the possibility to take measures of equiva-
lent effect on the competitiveness in the
relevant market. Therefore, the acts of
privatisation-concession that will be com-
pleted this year will be much fewer than
the target, which will have an impact on
the earlier anticipated boost of invest-
ment and GDP from privatisations and
concessions. Note that the sharp decline
of HRADF activity takes place against
expectations for strong activity in the
current and coming years, as a result of
the delays in the procedures that had
taken place in the previous years.

Buildings and structures could be a
category of investment that could experi-
ence growth, albeit small, in 2015, after
several years of strong contraction. The
positive impact on this type of investment
from certain large projects in early 2015,
as evident in the corresponding data from
ELSTAT, will carry over at least until the
end of the first half of the current year. In
addition, the pre-election pledges for a
reduction of property taxation and the
lingering lack of clarity on how property
would be taxed, moderated the negative
impact on construction works and activity
from taxation in the previous years. Re-
gardless of the trends in construction
activity, the strong contractionary
pressure of the bank holiday and the
capital controls on the financing of
private investment, the underutilisa-
tion of PIP, the limited activity of
HRADF and chiefly the loss of credi-
bility regarding the stability of the
Greek economy, after the failure to
complete the second programme
and under the uncertainty on agree-
ing and implementing a new pro-
gramme, will push investment sig-
nificantly below its 2014 level.

In the external balance of the Greek
economy, the capital controls will have a
crucial impact on the trends in both ex-
ports and imports in the coming months.
Regarding exports, the difficulties ex-
perienced in financial transactions for the
exports of goods (e.g. issuance of guar-
antees and letters of credit), which will
remain in place until special measure are
taken to address these problems, will
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have a direct negative impact. The politi-
cal instability already has and will con-
tinue to have negative effects on attract-
ing international tourism. Given the very
good performance of the exports of ser-
vices in the second half of 2014, primarily
due to the large wave of tourist arrivals,
the exports of services will decline year-
on-year. On the other hand, as the weak
export growth during the first half of the
current year came exclusively from nota-
bly lower exports of petroleum products
(see section 3.3), due to the extensive
drop of the oil price already from the third
quarter of 2014, this particular negative
influence will weaken significantly in the
second half of the year, when the oil price
will meet its level from the previous year.
Provided that the domestic political
turmoil ends soon, strong indications
of convergence with the interna-
tional lenders on a new programme
become evident and the bank trans-
actions regarding exports become
easier,'® the growth of the exports of
goods except petroleum products
from the first months of 2015 will
carry over, moderating the fall of
total exports due to the decline of
the exports of services.

The strong growth of imports during the
first half of 2015 is expected to cease,
due to the sudden decline of household
consumption, analysed above, and the

15 In a press release dated 1/7/2015 with the title
“Interventions of PEA on external trade after the
imposition of capital controls”, the Panhellenic
Exporters Association presents the challenges for
the international trade transactions due to the
capital controls and makes proposals to overcome
these challenges.
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sluggish investment activity. Apart from
the reduction of demand, the realisation
of imports will face problems from the
processing of these transactions, mainly
due to difficulties in securing credit insur-
ance and guarantees for exports to
Greece by the European suppliers of the
Greek enterprises. Until the end of June,
the guarantees to companies in Greece
for making imports were provided by
state-owned export credit agencies, with
a complete reinsurance by the corre-
sponding finance ministries, as envisaged
in a relevant decision by the European
Commission, which facilitated imports.
The strong reversal of the trend in
imports in the third quarter, at the
latest, is expected to outweigh the
deterioration of the external balance
from the reduction of exports, lead-
ing to lower current account deficit
and moderating the recession of the
Greek economy.

The above analysis of the trends in the
key components of GDP reveals the di-
rect, multifaceted and significant conse-
quences of the domestic political turmoil,
the lack of funding for the Greek state
and the imposition of capital controls.
Note that the extend and strength of the
impact from these particular develop-
ments are tightly linked with their dura-
tion and further turns they might take,
which in turn will depend on the progress
in achieving agreement with the country’s
partners. As a result, the course of the
Greek economy in the second half of
2015 and most probably in the coming
years will depend fully on political devel-
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opments that cannot be predicted in the
current period. Therefore, making spe-
cific, numeric predictions for some of the
key macroeconomic figures, such as
unemployment and inflation, is not feasi-
ble. As evident from the above analysis,
an outline of a general trend for each
magnitude, based on certain assump-
tions, which do not exhaust all possibili-
ties, is the only currently feasible option.

Given this approach in analysing macro-
economic developments, consumption
demand is expected to weaken in the
current half of the year, due mainly to the
capital controls, the suspension of certain
consumption expenditures by the house-
holds until the completion of the negotia-
tions with the lenders and the new fiscal
measures that served as prior actions to
start the negotiations. Public consumption
will stabilise or slightly increase, provided
that the reemployment that took place
will count against part of agreed new
recruitment for the current year, while it
may also be boosted by the payment of
compensations for the 2012 wage cuts.
The significant credibility loss of the
Greek state and economy, from the de-
layed servicing of debt liabilities, the
imposition of capital controls and the lack
of reform implementation in the first half
of the year will lead to suspension of the
vast majority of investment projects
planned for the rest of 2015. The same
developments have immobilised the
implementation of investment projects
and activities by the public sector as well
(NSRF 2007-2013,
concessions).

privatisations-

The difficulties in the international bank
transactions under the current extraordi-
nary payment conditions have an impact
both on exports and imports. In particu-
lar, international tourism, responsible for
large part of the export growth in 2014,
will suffer from the political instability.
However, as long as the political turmoil
subsides and banking practices that facili-
tate international transactions are
adopted, the growth of the exports of
goods except petroleum products from
the first months of the current year might
carry over to the rest of the year, moder-
ating the fall of exports overall for 2015.
In imports, the sharp fall of demand will
add to the negative impact from the
significant transaction obstacles. Combin-
ing the trends in the GDP components,
economic activity is expected to fall in
2015, with the Greek economy returning
to recession. However, the speed and
extent of the fall will depend on the do-
mestic political developments, the process
of agreeing on a new programme with
our partners, the terms of the programme
(fiscal and growth measures) and the
capital adequacy of the banking system,
after the extensive flight of deposits and
deteriorating situation regarding the non-
performing loans. As output in the first
half of the year is estimated to have
remained close to its level from last
year and given that the Greek gov-
ernment is on a course of reaching
agreement with the international
lenders on a new programme, the
impact on the Greek economy from
the acute political turmoil in late
June — early July and the bank holi-
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days will not be very severe. There-
fore, the recession in the current half
of the year will lead to a GDP decline
for 2015 overall by about 2.0%-
2.5%.

The steady downward momentum in
unemployment for more than a year,
since the second quarter of 2014, with
negative year-on-year changes, will most
probably end in the third quarter. The
recent largely unexpected political devel-
opments and the extraordinary regime of
bank transactions will have a negative
impact on economic magnitudes and
sectors that set the Greek economy on a
mild growth path in 2014 and early 2015,
creating many jobs in the process, as in
Accommodation — Food Services and
Retail — Wholesale Trade.

The political instability and the capital
controls are expected to have major
impact in these sectors and activities.
These developments have negative ef-
fects on the international appeal of
Greece as tourist destination, which will
curb activity and employment in the
tourism enterprises. In addition, the
weakening of household consumption
expenditure, after a short-lived increase
to secure certain basic necessities, will
have a negative impact on the turnover of
trade companies, leading to a reduction in
their employment.

The political processes around the nego-
tiations brought a suspension of the
envisaged in the programme recruitment
of 15,000 people in the public sector. The
forecast made in late 2014 and early
2015 on further decrease of unemploy-
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ment in the current year were based inter
alia on the anticipation that the new
public sector recruitment would take
place. However, the number of re-
employed individuals that lost their jobs in
the public sectors in the past few years is
much lower than the programme target.
In addition the 12™ July agreement with
the country’s partners does not include
any measures on employment in the
public sector.

All the specific developments that were
mentioned above contribute to a rebound
of unemployment in the second half of
2015. The extent of unemployment
growth is a function of the duration
of the political instability, which in
turn depends on reaching an agree-
ment on a new economic adjustment
programme. As long as the condi-
tions on stabilisation of the politico-
economic environment are not pre-
sent, the uncertainty within Greece
and abroad on the political develop-
ments and its medium-term outlook
will remain exceptionally height-
ened, while activity in the economy
overall and in sectors that contrib-
uted to the fall of unemployment in
the previous year will continue to
contract, with a corresponding effect
on employment.

Therefore, it is not currently feasible
to make a prediction on whether the
hike in unemployment from the third
quarter of 2015 onwards will result
in higher or lower unemployment for
the year overall, compared to 2014
or previous years.
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Table 3.2
Domestic Expenditure and Gross Domestic Product — European Commission estimates
(at constant 2010 prices)

| 2013 | 2014 | 2015 | 2016
Annual Percentage Changes

GDP -39 0.8 0.5 2.9

Private Consumption -2.0 1.3 0.6 2.4

Public Consumption -6.5 -0.9 -0.6 -0.3
Gross Fixed Capital Formation -9.5 2.7 -3.1 7.2
Exports of Goods and Services 2.1 9.0 4.1 5.1
Imports of Goods and Services -1.6 7.4 2.0 3.6
Employment -3.8 0.7 0.5 2.9
Compensation of Employees per capita -7.1 -1.6 0.1 1.7
Real Unit Labor Cost -4.9 1.0 1.4 1.0
Harmonised Index of Consumer Prices -0.9 -1.4 -1.5 0.8

Contribution to real GDP growth
Final Domestic Demand -3.9 1.0 -0.1 2.4
Net Exports 1.1 0.2 0.6 0.5
Inventories -1.1 -0.5 0.0 0.0
As a percentage of GDP
General Government Balance -12.2 -3.5 -2.1 -2.2
Current Account Balance -2.3 -2.2 -1.6 -1.3
General Government Gross Debt 174.9 177.1 180.2 173.5
In percentage terms
Unemployment (% of labor force) 27.5 26.5 25.6 23.2
Source: European Economic Forecast, spring 2015, European Commission, May 2015
Table 3.3

Comparison of forecasts for selected economic indicators for the years 2014 - 2016
(at constant 2010 prices, annual % changes)

MinFin EC OECD IMF
2013 2014 2015 | 2014 2015 2016\ 2014 2015 2016 | 2014 2015 2016
GDP -3.9 0.6 2.9 0.8 0.5 2.9 08 23 3.3 0.8 2.5 3.7
Final Demand : : : 2.4 09 30]-04 09 20 : : :
Private Consumption -2.0 0.2 1.6 1.3 06 24| 03 0.7 1.9

Harmonised Index of

Consumer Prices (%) -0.9 -1.0 0.3 -14 -15 08 | -1.0 -0.7 -0.3 -1.4 -0.3 0.3

Gross Fixed Capital Forma-
tion

Unemployment (%) 25.5% 24.8% 22.6% | 265 25.6 23.6| 26.4 252 241 | 265 248 221
General Government
Balance (% GDP)

Current Account Balance
(% GDP)

Gross Public Debt (% GDP) | 1749 177.7 171.4 | 177.1 180.2 173.5]|176.1 174.3 171.4 | 177.1*%* 176.7** 169.7**

* On a national accounts basis

** Preliminary Draft Debt Sustainability Analysis, IMF, June 2015

Sources: Introductory Report for the 2015 Budget, Ministry of Finance, November 2014 — European Economic
Forecast, spring 2015, European Commission, May 2015 - OECD Economic Outlook No. 96, November 2014 —World
Economic Outlook, IMF, April 2015

2.7 3.1 72| -35 68 7.7

-1.6 -0.9 -0.2 3.5 -21 -22] -10 -05 0.2

22 -16 -13] 1.2 1.0 1.8 0.9 1.4 1.1
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The public concern peaked with the very
high political instability and the imposition
of capital controls, which will determine
the trends in demand and prices in the
coming months. Initially, this led to a
significant increase of the sales of certain
product categories, such as food and
other basic necessities, moderating the
strong deflation recorded until June.
However, the need to maintain relatively
high liquidity due to the capital controls
will most probably lead to weakening of
demand at a later stage.

The further developments in consumption
demand and prices will depend on the
duration of the politico-economic turmoil
and capital controls. The prospect of
agreement on a new programme rela-
tively soon, within the coming two
months, will contribute to the easing of
uncertainty and the start of the relaxation
of the capital controls, leading to transac-
tion and price growth. The VAT changes
that were voted already will largely be
passed on to final prices, as evident from
the past experience on indirect tax hikes
in Greece in the previous years. The end
of the deflationary impact on CPI from
the fall in oil prices a year ago will facili-
tate the return of inflation in Greece in
the coming six months. Therefore,
there seem to be no effects that
would carry over the strong defla-
tion from the first half of 2015 to the
rest of the year. The duration and
strength of the above factors, most
of which create inflationary pres-
sures, will determine whether the
strong deflation from the first half of
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the year will weaken significantly or
the inflation rate for 2015 overall
will turn to positive territory. The
second development is considered more
likely, as the change in the VAT rates will
be in force for about half of the year.

3.2 Developments and outlook in
key sectors of the economy

Industry

The industrial production index increased
by 0.8% during the first five months of
2015, against 2.2% contraction in the
corresponding period of 2014. However,
note that in May the growth momentum
from the previous months (from February
through April) dwindled, which is consid-
ered to be related to the wider uncer-
tainty due to the protracted negotiations
and the failure to reach an agreement
between the Greek government and the
institutions.

During the same period, industrial pro-
duction in the Euro area continued to
grow, by 0.8%, at a slower rate than in
the same period of 2014 (+1.4%).

In key sectors, the largest contraction
was recorded in Mining, where output
declined by 10.5% in the first five
months, against a growth by 6.9% in the
same period of 2014. Electricity genera-
tion came next, where output contraction
eased to -6.7% from -10.9%. In contrast,
growth was observed in Water Supply
(+5.7% from -2.8% in 2014) and Manu-
facturing, where output increased by
3.7%, compared with a marginal decline
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by 0.1% in the corresponding period of
last year.

In Mining the decline of the index came
from a significant output drop in Extrac-
tion of crude petroleum and natural gas
(-18.5% from +1.6% in the previous
year), output reduction in Mining of metal
ores (-9.8% from -1.9%) and a similar
change in Mining of coal and lignite
(-14.9% from +2.5%). Lastly, output in
Other mining and quarrying increased by
1.8%, compared with a significantly
stronger growth by 27.3% in the first five
months of 2014.

In Manufacturing, output declined in 8
of its 24 branches in the first five months
of 2015. In branches that are particularly
important for the Greek economy, output
increased in Basic Metals (6.1%, from
9.8% in 2014) and in Basic Pharmaceuti-
cal Products by 3.3% (from 1.7% con-
traction in the corresponding period of
2014). Lastly, Manufacture of Food Prod-
ucts increased as well, with the index
growing by 1.9%, compared with a more
modest growth by 0.9% in the previous
year.

In the remaining manufacturing branches
during the first five months of 2015, the
largest output decline was recorded in
Footwear (-18.6%, against -17.1% in the
same period of 2014), followed by Wear-
ing Apparel (-11.0% from -8.2% in the
previous year). Repair and Installation of
Machinery and Equipment declined fur-
ther by 9.5% (from -12.2% in the first

five months of 2014). The output of
Wood-Cork decreased by 8.3% (from
-18.4%)), followed by Printing and Repro-
duction of Recorded Media (-6.3% from
-1.2%). In contrast, the branches with
the highest growth rates include Manufac-
ture of Computer, Electronic and Optical
Products (+41.0%, on top of 48.9%
increase in the previous year), Manufac-
ture of Tobacco Products (+29.7%, com-
pared with 13.7% contraction in the first
five months of 2014) and Manufacture of
Coke and Refined Petroleum Products
(+7.0%, against 1.2% contraction in the
previous year).

Output increased in the first five months
of the year in all major categories of
industrial products. In particular, output
increased most in durable consumption
goods (+3.3%, from a contraction of
9.0% in 2014), followed by non-durable
consumption goods (+3.0%, from
-1.0%). The output of capital goods
increased by 2.7% (compared with 0.6%
contraction in the previous year), while
intermediate goods increased by 2.5%,
compared with 3.5% growth in the same
period of the previous year.

Construction

The trend from the past few years in
Construction was interrupted in the first
quarter of 2015, as the production index
increased by 38.4% year on year, com-
pared with a 7.5% contraction in the
same period of the previous year.

65



IOBE “The Greek Economy” vol. 02/15

Figure 3.1

Industrial production indicators in Greece and in the Euro Area (% year-on-year change)
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Regarding its constituent categories, the
Construction of Buildings increased by
23.0% year on year, compared with a
significant contraction by 12.6% in the
first quarter of 2014. The output of Civil
Engineering increased for the first time in
five years, by 53.5%, compared with a
1.8% decline in the same period of the
previous year.

In contrast, marginal decline was re-
corded in the Euro area, where the indi-
cator fell by 1.5%, compared with a
significant growth by 5.8% in the same
period of the previous year.

Meanwhile, the number of building per-
mits in Greece increased year on year by
7.4% in the first quarter of 2015 (3,948
permits). The surface indicator increased
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by 18.5%, while the volume index grow
year on year by 20.7%. The growth of
permits was observed in almost all re-
gions of the country, except for East
Macedonia-Thrace and Western Greece.
In contrast, the largest growth was re-
corded in the Ionian Islands (+54.7%)
and the North Aegean (+53.0%).

Lastly, according to data published by the
Bank of Greece, residential property
transactions fell year on year by 23.9% in
the first quarter of 2015. Residential
property appraisals suffered a similar
reduction (-28.2%). Meanwhile, the inter-
est rate on mortgage loans with more
than 5 year duration remained unchanged
in February, March and April of 2015
(2.8%).
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Figure 3.2

Index of Production in Construction and Turnover Index
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Retail Trade

During the first four months of 2015, the
volume index in retail trade increased,
albeit marginally, by 0.6%, compared
with a 1.1% decline in the first four
months of 2014.

Turnover increased in four of the sector’s
eight branches. In particular, the
branches with the strongest growth in the
first four months of 2015 include Clothing
- Footwear (8.2% from 6.2% in the pre-
vious year) and Books — Stationary (5.0%
from 6.4% in 2014). Supermarkets came
next (1.6%), followed by Automotive Fuel
and Lubricants (0.9% from 3.4% in
2014).

In contrast, the contraction intensified in
the turnover of Food and Beverages
(-4.9% from -0.3% in the previous year),
Department Stores (-3.9% from 9.5%
contraction) and Furniture and Electric

Appliances (-3.1% from -1.1%). Lastly,
the sales of Pharmaceuticals and Cosmet-
ics kept falling, albeit slowing down from
last year (-1.3% from -7.5%).

The expectations in retail trade slightly
improved in the first half of 2015, accord-
ing to the corresponding indicators in the
Business Surveys conducted by IOBE.
Note that the business sentiment does
not take into account the latest political
and economic developments in the coun-
try (announcement of the referendum,
capital controls, arrears to IMF and official
default). Besides, the improvement of
expectations was weaker compared with
the same period of the previous year, as
the indicator for retail trade increased by
only 4.3 points, compared with a 17 point
growth in the previous year. In the con-
stituent branches, the sentiment deterio-
rated only in Textiles-Clothing-Footwear
(-14.5, compared with 27.5 points in-
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crease in the previous year). In contrast,
the expectations improved strongly in
Department Stores (+34, against -5 in the
previous year), Food-Beverages-Tobacco
(+6.2, against +17.4), Household Appli-
ances (+2.3 against +6.7 in 2014) and
Motor Vehicles — Spare Parts (+1.4,
against an increase of 36.7 in the previ-
ous year).

In greater detail, the business sentiment
indicator for Motor Vehicles reached 93
points in the first half of 2015, from 107.6
in 2014. The growth from 2014 weak-
ened, however the indicator remained
higher than in 2012 and 2013 (54.2 and
75.4 points respectively). Regarding the
components of the indicator, the balance
of current sales returned to negative
levels (-4), from a positive level in 2014
(+6). Meanwhile, about 70% of the en-

terprises perceived stocks to be at normal
levels. Regarding the outlook, about 1/3
of the enterprises were expecting decline
of the orders in the coming quarter, with
the balance taking a negative sign in the
first half of the year (-14), from +7 in
2014. A similar change in the trend is
observed in the sales expectations, with a
change of the indicator from positive to
negative. Lastly, regarding employment,
the signs of stabilisation remained quite
strong. According to the official statistics,
the car sales increased by 15.7% in the
first six months of 2015, in the aftermath
of a similar increase by 19.4% in 2014.

Wholesale trend

During the first quarter of 2015, the
turnover in wholesale trade fell by 1.7%,
compared with 0.3% reduction during the
first quarter of 2014.

Figure 3.3

Volume Index in Retail Trade (2005 = 100) and Business Sentiment Indicator in Retail Trade
(1996-2006 = 100)
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Table 3.4
Annual changes in the volume index in retail trade
Category of Retail Volume Index (2005=1O((:)')'ange —
Trade Stores Q1 2013 Q1 2014 Q1 2015 2014/2013 | 2015/2014
Overall Index 70.5 69.7 70.2 -1.1% 0.6%
Overall Index (exclud-
ing motor fuels and 71.7 70.2 71.2 -2.2% 1.5%
lubricants)
Per Categories of Stores
Supermarkets 77.4 77.43 78.65 0.0% 1.6%
Department Stores 82.2 74.38 71.50 -9.5% -3.9%
Fuels and Lubricants 65.4 67.63 68.20 3.4% 0.9%
for automobiles
Food - Drinks - To- 66.3 66.18 62.90 -0.3% -4.9%
bacco
Pharmaceuticals - 72.4 66.90 66.03 -7.5% -1.3%
Cosmetics
Clothing - Footwear 62.3 66.08 71.50 6.0% 8.2%
Furniture - Electric
Household Appliances - 59.7 58.98 57.13 -1.1% -3.1%
Household Equipment
Books - Stationery - o o
Other gift items 80.0 85.13 89.38 6.4% 5.0%
Source: ELSTAT
Table 3.5
Business Sentiment Indicators in Retail Trade per sub-sector (1996-2006=100)
Annual Annual
Jan. —June | Jan.-June | Jan.-June | Change | Change
2013 2014 2015 % %
'14/'13 '15/'14
Food-Drinks-Tobacco 65.4 82.8 89.0 26.6% 7.5%
Textiles-Clothing- 71.3 98.8 84.3 38.6% | -14.7%
Footwear
Household Equipment 63.4 70.1 73.3 10.6% 4.6%
Vehicles-Spare Parts 66.4 103.1 104.5 55.3% 1.4%
Department Stores 57.9 52.9 87.0 -8.6% 64.5%
Retail Trade Total 67.6 83.7 88.0 23.8% | 5.1%
Source: IOBE
Figure 3.4
Turnover Index in Wholesale Trade (2005=100)
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Services

The contraction in services showed signs
of weakening during the first quarter of
2015, with turnover falling in only three
of the ten branches that comprise the
sector.

The largest decline was recorded in Pub-
lishing Activities (branch 58), where
turnover fell by 12.0%, compared to
weaker contraction by 4.6% in the first
quarter of 2014. Postal and Courier Activi-
ties (branch 53), where turnover fell by
6.8% (from 2.0% growth in the previous
year) came next. Lastly, the weak de-
mand conditions dragged down Cleaning
Activities (branch 81.2) as well, where the
demand contraction reached 4.6%, from
17.2% a year earlier.

In contrast, in most branches with turn-
over growth, the improvement was
stronger than in the previous year. In
particular, the largest growth was re-
corded in Information Service Activities
(branch 63), where the index increased
by 31.6%, compared with a weaker
growth by 5.2% in 2014. Other Profes-
sional, Scientific and Technical Activities
(branch 74) came next, with a growth
rate that was almost twice as high as in
the previous year (22.4% against 12.0%).
Turnover increased significantly in Em-
ployment Activities (branch 78) by 19.9%,
compared with a 6.0% contraction in the
previous year and in Legal and Account-
ing Activities (branch 69) by 11.9%,
compared with a 7.4% growth in the
same period of 2014.
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Lastly, turnover in Accommodation and
Food Services (branches 55 & 56) in-
creased by 6.0% in the first quarter of
2015, compared with a sharp increase by
44% in the corresponding period of the
previous year.

Despite the improvement in turnover
terms, the sentiment in the branches
of Services, as recorded in the busi-
ness surveys compiled by IOBE for
the first half of 2015 clearly wors-
ened year on year. In fact, the deterio-
ration so far does not incorporate the
latest politico-economic developments,
which will have an impact on the results
for July and are expected to dampen
further the expectation, perhaps even
below their level from 2010 and 2012. In
particular, the business sentiment indica-
tor for Services declined by 9.9%, com-
pared with a growth by 27.1% in the first
half of 2014. Pessimism prevailed in four
of the five constituent branches of Ser-
vices. In greater detail, the respondents
were particularly pessimistic in Informa-
tion Services branch (-23 points decline,
wiping out the gain in the index from the
previous year) and Financial Intermediar-
ies (where the indicator declined by al-
most 23 points, outweighing the gain by
11 points in the first half of 2014). Vari-
ous Business Services (-12.3 points, after
a 9 point increase in the previous year)
and Travel agencies (-14 points, correct-
ing for an extensive growth of 44.5 points
in the previous year) came next. In con-
trast, the expectations in Hotels — Restau-
rants remained practically unchanged,
after a significant increase of the index in
2014, by 22.5 points.
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Figure 3.5

Turnover Index in the sector of Postal and courier activities (sector 53)
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Figure 3.6

Turnover Index in the sector of Telecommunications Services (sector 61)
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Figure 3.7

Turnover Index in the sector of Information Technology Services (sector 62)
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Figure 3.8

Turnover Index in the sector of Legal, Accounting & Management consulting activities (sectors 69 and 70.2)
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Fig

ure 3.9

Turnover Index in advertising, market research and public opinion polling (sector 73)
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Figure 3.10
Turnover Index in Tourism (Accommodation and Food Services) (sectors 55 and 56)
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Table 3.6
Turnover Index (year-on-year changes, 2005 = 100)
Annual | Annual
change | change
Q12013 | Q12014 | Q12015 %9 %9
'14/'13 | '15/'14
Car Trade 43.6 51.6 60.1 18.3% 16.5%
:}ﬁgg transports & transport via pipe- 83.2 81.3 78.1 2.3% -3.9%
Water Transports 54.8 44.4 42.2 -19.0% -5.0%
Air Transports 64.8 65.1 67.1 0.5% 3.1%
ﬁuxiliary t_o_t_ransport services & ware- 0.0 24.2 81.3 6.0% 9.6%
ouse activities
Travel agencies 19.5 21.7 26.7 11.3% 23.0%
Postal and courier services 83.9 85.6 79.8 2.0% -6.8%
Publishing services 45.9 43.8 38.6 -4.6% -12.0%
Telecommunications 64.2 61.5 61.9 -4.2% 6.1%
Informatics 45.4 54.4 57.3 19.8% 5.3%
Data processing 143.3 150.7 198.3 31.6% 5.3%
Legal, accounting, consulting services 110.2 118.3 132.4 7.4% 11.9%
Architectural — Engineering services 36.9 27.6 29.8 -25.2% 7.8%
Advertising, market research, polls 28.4 24.6 27.0 -13.3% 9.8%
Administrative office works 67.7 69.7 85.2 2.9% 22.2%
Tourist services 32.1 46.5 49.3 44.9% 6.0%
Source: ELSTAT
Table 3.7
Sector Indices of Business Sentiment in Services (1996-2006=100)
Jan. — Jan. — Jan. — Annual | Annual
Change | Change
June June June % %
2013 2014 2015 '14-'13 | '14-'15
Hotels - Restaurants 72.4 95.1 95.3 31.4% 0.2%
Travel agencies and tour operators 80.4 124.9 110.9 55.3% -11.2%
Other Services to Enterprises 57.3 66.2 54.9 15.5% -17.1%
Financial Intermediation 71.9 82.8 60.1 15.2% -27.4%
Information Services 60.6 83.8 60.5 38.3% -27.8%
Total Services 65.3 83 74.8 27.1% -9.9%

Source: ELSTAT

3.3 Export Performance of the
Greek Economy

The exports of goods in the first four
months of 2015 reached €8.3 billion, from
€8.4 billion in the corresponding period of
2014, recording a small reduction by
0.6%. Not taking into account the ex-
ports of petroleum products, the
exports of the remaining goods in-
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creased by 13.9% during the same
period to reach €5.9 billion in 2015, from
€5.2 billion in the previous year. This
development is considered to reflect the
positive impact on the competitiveness of
the Greek exports from the devaluation of
the euro against the dollar. The much
lower exports of petroleum products
came from the sharp drop of the oil prices
globally, hence the change in volume
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terms is significantly different. Meanwhile,
imports decreased by 4.8% during the
same period, reaching €14.5 billion, from
€15.2 billion in 2014. As a result of the
above, the trade deficit declined by
€667 million (-9.9%) to €6.2 billion, from
€6.8 billion. Consequently, the value of
the exports of goods produced in
Greece corresponded to 57.5% of
imports, from 55% in the first four
months of the previous year.

In greater detail, the exports of Agricul-
ture Products (Table 3.7) increased by
19.8% in the first four months of 2015, to
reach €1.7 billion from €1.4 billion in the
previous year. Meanwhile, the exports of
Fuels declined by 23.9%, falling below
€2.4 billion in 2015, from €3.2 billion in
2014. Note that these two product cate-
gories represent about 49.4% of Greek
exports (55% in 2014). The growth in
Agriculture Products came mostly from
the very large increase by 236.8% in the
demand for Animal and Vegetable Oils
and Fats, the value of which exceeded
€303 million, compared with €90 million
in 2014. As a result, their share in this
category of products increased from 1.1%
in 2014 to 3.6% in 2015. The exports of
Food and Raw Animals, which represents
about 69.7% of the exports of Agriculture
Products, slightly declined, by 1.7%, from
€1.14 billion in 2014 to €1.16 billion in
2015. The foreign demand for Beverages
and Tobacco, which represent 12.1% of
the exports of Agriculture Products,
amounted to €202 million, higher by
26.9% compared with the first four
months of 2014, when it had reached
€160 million.

The exports of Manufactured Goods
increased by 12.3% in the first four
months of 2015, with their value reaching
€3.6 billion, from €3.2 billion in the previ-
ous year. The increase is largely ex-
plained with the growth of the demand
for Machinery and Transport Equipment,
by 28%, with their value reaching €837
million from €654 million in the previous
year. The exports of Manufactured Goods
Classified Chiefly by Material also in-
creased significantly, by 16.1% (from
€1.18 million in 2014 to €1.37 million in
2015). Improved export performance was
also recorded in Miscellaneous Manufac-
tured Articles by 2.5% (from €1.69 billion
in 2014 to €1.73 billion in 2015) and
Other Manufactured Goods, by 4.6%
(from €533.5 million in 2014 to €557.9
million in 2015). The exports of Chemicals
and Related Products reached €869 mil-
lion in the first four months of 2015,
remaining unchanged year on year (from
€868 million).

Lastly, the exports of Raw Materials also
increased, by 4.8% (from €332 million in
2014 to €348 million in 2015), with the
exports of Commodities and Transactions
Not Classified Elsewhere growing by 13%
(from €192.3 million in 2014 to €217.3
million in 2015).

Regarding the export trends per geo-
graphical area, the exports to the Euro
area countries, which absorbed about 1/3
of the Greek exports in the first four
months of 2015, increased by 18.1%,
approaching €3.1 billion in the current
year, from €2.7 billion in the same period
of 2015. Meanwhile, the increase in the
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EU was lower (14.5%), with the exports
increasing by €562.4 million (from €3.9
billion in 2014 to €4.4 billion in the cur-
rent year). Among the countries in the
Euro area with the largest share of Greek
products, large growth was recorded in
Italy, by 34.7% (from €767 million to
€1.03 billion), with the exports contract-
ing in France by 7.7% (from €224 million
to €207 million) and in Austria by 6.1% or
€3.8 million (from about €63 million in the
previous year to €59.5 million in 2015). In
contrast, the exports to Cyprus and Bel-
gium increased, by 13.7% and 24%
respectively, reaching €428 billion (from
about €377 million in 2014) and €115.5
million (from €93 million) correspond-
ingly. Note that the largest percentage
contraction of exports in the first four
months of 2015 in the Euro area was
recorded in Estonia, where the exports
fell by 20.8% (from €2.2 million a year
before to €2 million in the current year),
while the largest percentage growth was
observed in Slovenia (+312.1% or €51
million).

Among the remaining countries of the
European Union, where total exports
grew by 6.6% or €80.2 million (from
€1.22 billion in 2014 to €1.3 billion in
2015), Bulgaria was the main destination
for Greek products, with a year-on-year
decline by 7% or €29.9 million. In con-
trast, exports increased in other countries
that absorb a large share of exports in
this category of countries, as for example
in the United Kingdom and Romania,
where they grew by 14.5% or €40.3
million (to reach €318.7 million), and by
19.3% or €37.8 million (amounting to
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€233.6 million) respectively. The largest
percentage growth, by 30.7%, was re-
corded in Denmark, where Greek exports
increased by €10.8 million (from €35
million to €45.8 million).

Regarding the remaining countries in
Europe, Greek exports declined by 24.1%
in total (from €1.9 billion in 2014 to €1.4
billion in the current year). The exports to
Albania declined by 18% (from €133.2
million in 2014 to €109.2 million in the
current year), while in Turkey, one of the
major export destination for Greek prod-
ucts, exports fell by 25.5%, from €889
million in the previous year, to €662
million in 2015.

In the countries of North America, exports
increased by 46.7% (from €326 million to
€478 million) mainly due to the growth of
exports to the US market, from €256
million to about €376 million (+47.2%),
together with the export growth in Mexico
and Canada by 49.1% (€43 million) and
41.9% (€58.7 million) respectively.

The exports to the countries of the Middle
East and North Africa increased by 1%
(from €1.17 billion to €1.18 billion),
mainly due to growth in the exports to
North African countries, such as Egypt
(+41%, from €260 million to €367 mil-
lion) and Tunisia (118.4% from €34.3
million to €75 million). The growth of
exports was moderated by a significant
decline in the United Arab Emirates
(-66.8%), where exports reached €56.2
million from €169.5 million and in Libya
(-49.9%), where they fell to €52.2 million,
from €104.1 million. The exports to two
other significant destinations in the Middle
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East increased by 50.4% in Lebanon, to
reach €237 million, declining by 4.1% in
Saudi Arabia to reach €217.1 million.

The flow of exports to Oceania remained
unchanged, with their value reaching
€43.9 million in the first four months of
2015, from €43.8 million in the same
period of 2014. The growth of exports to
Australia was limited to only 0.5% (from
€39.9 million in 2014 to €40.1 million in
2015), while in New Zealand exports
decreased by 4.2% (from €3.9 million in
2014 to €3.7 million in 2015).

The exports to the Latin American coun-
tries increased significantly, by 73.5%, in
the first four months of 2015, with their

values reaching €50.8 million from €29.3
million a year before. The growth of
exports to these countries is mainly due
to the increase of demand for Greek
products in Panama, by 163.3%, where
their value reached €27.9 million in 2015
from €10.6 million in 2014.

In contrast, the demand for Greek prod-
ucts in Asia weakened, as in the first four
months of 2015 exports fell by 11.4%
year on year to €423.2 million from
€477.5 million. This development came
mostly from export contraction in Singa-
pore (-51.6% to €78.8 million from
€162.9 million) and Georgia (-62.1%, to
€22.9 million, from €60.3 million in 2014).

Table 3.8
Exports per category in current prices (million €)
0, -
RODUCT VALUE % CHANGE | 7° COMTROS

2015%* 2014* | 2015*/2014* | 2015* | 2014*

AGRICULTURAL PRODUCTS 1,667.6 | 1,391.9 19.8% 20.1% | 16.6%
Food and Live Animals 1,162.0 1,142.3 1.7% 14.0% 13.7%

Drinks and Tobacco 202.4 159.5 26.9% 2.4% 1.9%

Oils and Fats of animal or plant origin 303.2 90.0 236.8% 3.6% 1.1%
RAW MATERIALS 348.4 332.3 4.8% 4.2% 4.0%
Non-edible Raw Materials excluding Fuels 348.4 332.3 4.8% 42% | 4.0%
FUELS 2,439.2 | 3,204.4 -23.9% 29.3% | 38.3%

Minerals, Fuels, Lubricants etc. 2,439.2 | 3,204.4 -23.9% 29.3% | 38.3%
INDUSTRIAL PRODUCTS 3,640.8 | 3,241.0 12.3% 43.8% | 38.8%
Chemicals and Related Products 868.6 867.7 0.1% 10.4% | 10.4%
Industrial Products Sorted by Raw Material 1,376.9 | 1,185.6 16.1% 16.6% | 14.2%

Transport Equipment 837.4 654.2 28.0% 10.1% 7.8%

Various Manufactured Goods 557.9 533.5 4.6% 6.7% 6.4%

OTHER 217.3 192.3 13.0% 2.6% 2.3%

Goods and Transactions not sorted by Category | 217.3 192.3 13.0% 26% | 2.3%
TOTAL EXPORTS 8,313.3 | 8,361.8 -0.6% 100.0% | 100.0%

* Provisional data
Sources: ELSTAT, PSE-KEEM
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In contrast, the exports of Greek products
increased in South-East Asia and particu-
larly in Taiwan, by 545.5%, where ex-
ports reached €30 million from €4.7
million in the previous year, South Korea
by 23.3% (€93.1 million in 2015 from
€75.5 million in 2014) and Hong Kong by
60.8% (€28.5 million in 2015 from €17.7
million in 2014).

To sum up, the growth of exports in the
first four months of 2015 came mainly
from increase in the exports of Agriculture
Products (+19.8%) and Animal and Vege-
table Oils and Fats in particular
(+236.8%), as well as in Manufactured
Goods (+12.3%), despite the significant
reduction of the exports of Fuels (-€765.2
million or -23.9%). Regarding the geo-
graphic distribution of exports, growth
momentum was observed in two of the
major  geographical destination for
Greece, namely in the European Union
and the countries in the Middle East-
North Africa. In contrast, the exports to
the remaining regions of Asia and Africa
declined.
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Given the evident positive impact of the
devaluation of the euro against the dollar
on exports, except for petroleum prod-
ucts, with their value increasing signifi-
cantly during the first four months of the
current year, the trends in total exports
(including petroleum products) for the
rest of 2015 and for the year overall will
be primarily determined by domestic
factors, linked to the rate of recovery of
the normal operation of the banking
system, after the recent bank holiday and
the imposition of the capital controls. The
negative impact from the low price of oil
on exports will ease in the second half of
this year, given that the fall in the oil
prices took place a year before. There-
fore, provided that the bank transactions
returned back to normal relatively soon,
the carryover of the growth in exports of
the remaining categories to the second
half of the year will result in positive
growth rate for the year overall.
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Table 3.8

Exports by destination January-April 2015 and 2014*

REGION EXPORTS %0 CHANGE % COMPOSITION
2015 2014 2015/2014 2015 2014
World 8,313.3 8,361.8 -0.6% 100.0% | 100.0%
OECD 4,744.0 4,294.3 10.5% 57.1% 51.4%
EU 4,448.8 3,886.4 14.5% 53.5% 46.5%
Euro Area 3,146.6 2,664.4 18.1% 37.8% 31.9%
G7 2,584.2 2,150.6 20.2% 31.1% 25.7%
North America 478.1 325.9 46.7% 5.8% 3.9%
BRICS 174.3 195.5 -10.8% 2.1% 2.3%
Middle East & North Africa 1,185.8 1,174.5 1.0% 14.3% 14.0%
Rest of Africa 566.7 493.6 14.8% 6.8% 5.9%
Oceania 43.9 43.8 0.1% 0.5% 0.5%
Latin America 50.8 29.3 73.5% 0.6% 0.4%
Rest of Asia 423.2 477.5 -11.4% 5.1% 5.7%
OPEC 441.4 635.3 -30.5% 5.3% 7.6%
* Provisional data
Source: ELSTAT, KEEM
Figure 3.11
Countries with the largest share in exports of Greek products (in million €), January-April 2015 kai
2014
Italy 1,033.9
Turkey 889.1
Germany
Cyprus
Bulgaria
USA
Egypt
United Kingdom
Spain
Lebanon
Romania
Saudi Arabia
France
FYROM
Givraltar
Netherlands
Belgium
Poland
Albania
South Korea
0 200 400 600 800 1,000 1,200

m 2014 m 2015

Source: P.S.E.-K.E.E.M. Data Processing: IOBE
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3.4 Employment - Unemployment

According to data from the Labour Force
Survey of ELSAT, unemployment in
Greece increased for a second con-
secutive quarter, reaching 26.6%,
from 26.1% in the last quarter of
2014. However, year on year it de-
creased by 1.2 percentage points (27.8%
in the first quarter of 2014). As a result,
unemployment in Greece was lower year
on year for a fourth consecutive quarter.
Note that according to non-seasonally
adjusted data for April, the unemploy-
ment rate continued to decline, to 25.5%
from 27.2% in the same month of 2014
(-1.7 percentage points) and from 27.4%
in March this year. As a result, the num-
ber of unemployed declined from
1,299,800 in April 2014 to 1,231,500 in
April 2015 (reduction by about 68,300

people).

The unemployment rate in Greece has
remained the highest in the Euro area
since the third quarter of 2012. In most
countries that joined the Support Mecha-
nism, unemployment is falling. In Spain,
unemployment reached 23.1% in the first
quarter of the current year, declining
since the third quarter of 2013. A similar
trend was observed in Portugal, where
unemployment declined for an eighth
consecutive quarter in the first quarter of
2014 to reach 13.5%. In Ireland, the
unemployment rate fell for a seventh
quarter in a row, while for the first time
since the fourth quarter of 2008 it
reached a single digit level (9.9%). Lastly,
in Cyprus unemployment has hovered at
around 16% for about a year.
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The lowest unemployment rate in the
Euro area during the first quarter of 2015
— as in the previous quarters — was re-
corded in Germany (4.8%, from 5.1% in
the same quarter of 2014), Austria
(5.5%, from 5.6%), Luxembourg (5.7%
from 6%) and Malta (5.9% from 6%).

In the other two large economies of the
Euro area, France and Italy, unemploy-
ment increased year-on-year in the for-
mer, to 10.5% from 10.1% and declined
marginally in the latter to 12.4% from
12.7%. Still, unemployment has remained
relatively stable in both countries since
the first quarter of 2013, varying around
12.4% in Italy and around 10.3% in
France. Lastly, in Lithuania, which be-
came the 19" member of the Euro area in
1 January 2015, unemployment has fallen
steadily since the last quarter of 2010
(17.6%) to reach 9.2% in the first quarter
of this year.

The increase of unemployment from
2009 to 2013 came exclusively from
reduction of employment. Since the
first quarter of 2008, when the number of
employed reached its peak (4,639,600
people), employment was falling steadily
year on year until the first quarter of
2014. Since then, the number of em-
ployed has grown slightly but steadily. In
the first quarter of the current year, the
number of employed were higher year on
year by 20,700 people or 0.6%
(3,504,400 employed against 3,483,700
employed in the first quarter of 2014).

Regarding the characteristics of unem-
ployment, it has persistently been
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affecting women far more than men.
In the first quarter of 2018, the unem-
ployment rate among women was 6.6
percentage points higher than the corre-
sponding rate for men (29.3% versus
22.7%). Year on year, the unemployment
rate among women and men declined
almost by the same margin (1.4 and 1.7
percentage points respectively). Still, the
male and female unemployment rates
have steadily declined year on year since
the second quarter of 2014. Note that
overtime in the Euro area, the unem-
ployment gap between men and women
was almost negligible, standing at 0.3
percentage points in the first quarter of
2015 (11.1% among men and 11.4%
among women).

Regarding the age structure of unem-
ployment, the rate decreased year-on-
year in five of the six age groups. In the
age groups 15-19, 20-24, 25-29, 30-44
and above 65 years old, unemployment
declined by 11.9 p.p. (from 71.6% to
59.7%), 3.6 p.p. (from 54.6% to 51%),
2.7 p.p. (from 42.4% to 39.7%), one p.p.
(from 26.7% to 25.7%) and 3.3 p.p.
(from 12.6% to 9.3%). In the 45-64 age
group, unemployment marginally in-
creased to 20.4% from 20.3%. Neverthe-
less, the problem of youth unemployment
has remained acute, since the unem-
ployment of individuals aged 15-24 and
25-29 remained well above the national
average (51.9% and 39.7% respectively,
from 56.7% and 42.3% in the previous
quarter). Meanwhile, for the productive
age group of 30-44 years, the problem of
unemployment was less severe (25.7%).

The problem of long-term unemployment
(unemployed individuals who are out of
job for periods of time that exceed one
year) remained acute in early 2015.
Even though the percentage of long-term
unemployed slightly declined for a second
consecutive quarter, it remained margin-
ally higher year on year (71.6% from
71.4%). However, the number of long-
term unemployed is lower than a year
ago, at 910,600 from 958,700, due to the
reduction of the labour force.

Concerning the education level, the data
demonstrates that the unemployment
rate decreased year on year in all educa-
tional attainment levels, except for those
that did not receive any education and
among university graduates. In the for-
mer education group, unemployment
increased substantially, by 17.9 percent-
age points (from 38.4% in the first quar-
ter of 2014 to 56.3% in the first quarter
of 2015), while in the latter it increased
by only 1.1 percentage points (19.8%
from 18.7%). Regarding the remaining
education categories, the holders of
master’s or doctoral degrees had the
lowest unemployment rates (12.9% in the
first quarter of this year, from 15.3% in
the previous year), while the unemploy-
ment rate was similar to the national
average among primary education gradu-
ates (26.5% from 27.6%) and graduates
of short-cycle tertiary education (27.2%
from 29.2%). The unemployment rate is
higher than the national average among
the graduates of upper secondary educa-
tion (29.3% in the first quarter of this
year, from 31.1% in the same quarter of
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2014) and lower secondary education
(31% from 33.1%), while the individuals
with early childhood education still have a
very high unemployment rate, despite a
recent decline (41.7% from 45%). Note
that unemployment in all education
groups, apart from tertiary education
graduates and the individuals with early
childhood education or no education at
all, declined year on year for a fourth
consecutive quarter.

Concerning the regional trends, unem-
ployment declined year on year in the
first quarter of the year in eight of the
thirteen regions of Greece (Eastern Mace-
donia - Thrace, Central Macedonia,
Epirus, Western Greece, Central Greece,
Attica, South Aegean and North Aegean).
In contrast, unemployment surged in four
of the thirteen regions (Western Mace-
donia, Thessaly, Ionian Islands, Pelopon-
nesus and Crete). The regions with un-
employment higher than the national
average include Central Macedonia
(27.4%, from 29.9% in the first quarter
of 2014) and Western Macedonia (29%,
from 28.4%), which have faced an acute
unemployment problem for a long time.
The Ionian Islands (from 27.4% to
28.9%) and Western Greece (from 29.7%
to 29%) came next. The lowest unem-
ployment rate in the first quarter of the
year was recorded in the North Aegean
(20.2%, from 24.4% in the previous year)
and Peloponnesus (23.9%, from 23.4% in
2014). In Attica, which concentrates the
largest section of the country’s popula-
tion, unemployment fell from 28% in the
first quarter of 2014 to 26.7% in the
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same period of this year. Meanwhile, in
Central Greece, which concentrates sig-
nificant industrial activity, unemployment
fell from 27.6% to 26.4%. Lastly, unem-
ployment has been falling for a fourth
consecutive quarter in East Macedonia —
Thrace, Central Macedonia, Central
Greece, Attica and the North Aegean, and
for a third consecutive quarter in Epirus
and Western Greece.

In terms of key economic sectors, em-
ployment in the secondary sector in-
creased year-on-year for the first time
since at least 2009, to reach 527,800
from 527,000. Meanwhile, employment in
the tertiary sector increased for a fifth
consecutive quarter, by 0.9% or 23,200
people (from 2,477,100 to 2,500,300
people). In contrast, employment in the
primary sector, following its increase in
the previous quarter, declined by 0.7%,
from 479,600 in the first quarter of 2014
to 476,300 in the same quarter of this
year.

Employment increased in 12 of the 21
branches of economic activity, including
some that have a significant weight in the
Greek economy, such as Manufacturing
and Retail Trade. Employment in Manu-
facturing increased by 3.8% (from
315,300 in the first quarter of 2014 to
327,200 people a year later). Meanwhile,
employment in Retail Trade increased by
3.3% (from 621,100 to 641,700 people).
Employment increased sharply in Tourism
as well, by 11.1% (from 248,900 to
276,500). However, the largest percent-
age boost of employment was recorded in
Real Estate Activities, where the number
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of employed increased by 76.7% or 2,300
people (to 5,300 in the first quarter of
2015). Employment also increased in
Professional, Scientific and Technical
Activities by about 2.1% (from 193,300 to
197,300 people) and Education by 2.9%
(from 290,300 to 298,600 people). In
contrast the number of employed de-
clined in Public Administration and De-
fence by 27,400 people (-8.5%) and
Financial and Insurance Activities by
18,900 people (-18.2%). Lastly, the
number of employed fell by 4.9% or
7,300 people in Construction.

In conclusion, the employment data
indicate that the year-on-year surge in
employment in the first quarter of the
current year was primarily due to:

. Tourism (+27,600 people), from a
year-on-year growth in tourist arri-
vals by 28.8% or about 181,200
people in the first quarter (from
629,600 to 810,800 people’®)

. Retail Trade (+20,600 people),
mainly due to the boost of house-
hold consumption by 1.6% during
the same period, which was re-
flected also in the fact that both
turnover and sales volume in Retalil
Trade (except fuels-lubricants) in-
creased by 0.9% and 1.7% respec-
tively

. Manufacturing (+11,900 people),
reflecting the year-on-year boost of

6 According to data from the association of Greek tourist
enterprises SETE on international tourist arrivals in the main

13 airports of Greece

the industrial production index by
2.3% in the first quarter of the year

The expansion in employment was not
offset by the decline in Public Administra-
tion and Defence (-27,400 people) and
Financial and Insurance Activities
(-18,900 people), primarily due to volun-
tary redundancy programmes in the
Banking sector.

Labour costs in the public sector were
falling to a greater extent than the costs
in the private sector between the fourth
quarter of 2011 and the fourth quarter of
2012. Afterwards, the change in costs
between the two sectors was similar, until
the first quarter of 2014, when the fall in
the public sector was interrupted.

According to the latest data on labour
costs for the third quarter of 2014, the
private sector recorded a slight increase
of 0.9 percentage points year on year.
Concerning the public sector, labour costs
rose for a third consecutive quarter. More
specifically, the third quarter of 2014 saw
labour costs in the public sector increase
by 2%. Note that the parallel path of
change in the two sectors since the last
quarter of 2012 was interrupted in the
second quarter of 2014.
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Figure 3.12
Labour participation and unemployment rates
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Figure 3.13
Labour cost in the Public and Private sectors in Greece (2008/Q1-2014/Q3)
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Table 3.10
Population aged 15 years and over by employment status (in thousand)
Percentage Percentage
Quarter/Year Total Po;ﬁI:tfion Employed (°1¢;)bc:’fu:he Unemployed (°1z;)bc;futhe

force force

1998 8,680.4 52.1 4,017.9 88.8 507.9 11.2
1999 8,764.5 52.3 4,031.4 87.9 554.7 12.1
2000 8,839.8 52.2 4,088.5 88.6 523.5 11.4
2001 9,156.0 51.4 4,202.1 89.2 508.4 10.8
2002 9,188.3 51.8 4,265.0 89.7 492.7 10.4
2003 9,234.9 52.3 4,353.2 90.2 472.7 9.8
2004 9,285.3 52.9 4,389.5 89.4 520.0 10.6
2005 9,332.4 52.9 4,443.6 90.0 493.6 10.0
2006 9,374.1 53.1 4,527.5 91.0 448.2 9.0
2007 9,412.3 52.9 4,564.1 91.6 418.4 8.4
2008 9,435.1 53.0 4,610.5 92.3 387.9 7.8
2009 9,431.1 53.4 4,556.0 90.4 484.7 9.6
2010 9,399.4 53.5 4,389.8 87.3 639.4 12.7
Q1 2011 9,374.4 53.0 4,165.5 83.9 799.6 16.1
Q2 2011 9,373.1 52.7 4,124.2 83.5 815.6 16.5
Q3 2011 9,372.2 52.5 4,040.8 82.1 883.5 17.9
Q4 2011 9,371.7 52.5 3,886.9 79.1 1,028.6 20.9
Q1 2012 9,364.7 52.4 3,785.0 77.2 1,119.1 22.8
Q2 2012 9,351.2 52.3 3,729.9 76.2 1,163.0 23.8
Q3 2012 9,338.0 52.3 3,668.0 75.1 1,218.4 24.9
Q4 2012 9,325.3 52.3 3,597.0 73.8 1,279.9 26.2
Q1 2013 9,316.5 52.0 3,504.2 72.4 1,336.0 27.6
Q2 2013 9,311.7 52.2 3,535.0 72.7 1,327.9 27.3
Q3 2013 9,307.1 52.2 3,533.7 72.8 1,320.3 27.2
Q4 2013 9,302.7 51.8 3,479.9 72.2 1,337.2 27.8
Q1 2014 9,295.8 51.9 3,483.7 72.2 1,342.3 27.8
Q2 2014 9,286.6 51.9 3,539.1 73.4 1,280.1 26.6
Q3 2014 9,277.5 51.9 3,586.9 74.5 1,229.4 25.5
Q4 2014 9,268.5 51.6 3,535.3 73.9 1,245.9 26.1
Q1 2015 9,259.1 51.6 3,504.4 73.4 1,272.5 26.6

Source: EL.STAT, Labour Force Survey
Medium-term Outlook

The steady downward trend of unem-
ployment for over a year, since the sec-
ond quarter of 2014, with the unemploy-
ment rate falling year-on-year, will most
probably dwindle in the third quarter. The
recent, largely unexpected political devel-
opments and the extraordinary regime of
bank transactions, will have a negative
impact on economic magnitudes and
sectors that had set the Greek economy

on a mild growth path in 2014 and early
2015, creating many jobs in the process.
In particular, the very strong international
tourist flows in 2014, for a second year in
a row, led to larger employment growth
in Accommodation - Food Services
(+41,600 people) than

branch of economic activity. The signifi-

in any other

cant employment boost in Tourism carried
over to the first quarter of 2015 (+27,600
people year on year). Retail-Wholesale
Trade-Repair of Motor Vehicles & Motor-
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cycles came next (+20,600), a branch
that benefited from the steady growth of
household consumption expenditure for a
year and a half.

The current political instability and the
capital controls are expected to have
major impact in these sectors and activi-
ties. These developments have negative
effects on the international attractiveness
of Greece as tourist destination, which
will curb activity and employment in the
tourism enterprises from the third quar-
ter, the peak of the tourist season, on-
wards. In addition, the weakening of
household consumption expenditure, after
a short-lived increase to secure certain
basic necessities, will have a negative
impact on the turnover of trading compa-
nies, leading to a reduction in their em-
ployment.

Regarding the employment in the public
sector, the target in the Economic Ad-
justment Programme for 15,000 new
recruits in the current year will most
probably not be achieved, however the
re-employment of 7,500 people made
redundant in the past few years that has
taken place since the beginning of the
year would partly offset this. The 12" July
agreement with the country’s partners
does not include any measures on em-
ployment in the public sector, however
such provisions are expected to be in-
cluded in the forthcoming negotiations
with the lenders.

The low rate of execution of the employ-
ment programmes for the unemployed,
compared with last year, will curb em-
ployment. The programmes had contrib-
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uted to the interruption of the growth of
unemployment in 2014, for the first time
since 2008.

All the specific developments that were
mentioned above contribute to a rebound
of unemployment in the second half of
2015. The extent of unemployment
growth is a function of the duration
of political instability, which in turn
depends on reaching an agreement
on a new economic adjustment pro-
gramme. As long as the conditions
for stabilisation of the politico-
economic environment are not pre-
sent, the uncertainty within Greece
and abroad on the political develop-
ments and its medium-term outlook
will remain exceptionally height-
ened, while activity in the economy
overall and in sectors that contrib-
uted to the fall of unemployment in
the previous year will continue to
contract, with a corresponding effect
on employment. Therefore, it is not
currently feasible to make a predic-
tion on whether the hike in unem-
ployment from the third quarter of
2015 onwards will result in higher or
lower unemployment for the year
overall, compared to 2014 or previ-
ous years.

According to the latest IOBE business
surveys, the changes in the short-
term employment outlook differed
across the sectors of the Greek
economy in the second quarter of
2015. In greater detail:

The employment expectations dete-
riorated quarter on quarter in the
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second quarter of 2015 only in the
Construction sector, remaining sta-
ble in Retail Trade and improving in
Services and Industry. Year on year,
the expectations deteriorated in all sec-
tors, except Industry, with the strongest
decline recorded in Construction. In par-
ticular:

In Industry, the negative balance of
employment expectations improved
by 5 points quarter on quarter in the
second quarter of 2015, thus averag-
ing -2 points. Year on year, the average
quarterly index was 4 points higher. The
percentage of industrial businesses that
were foreseeing growth in employment in
the near term reached 12% (from 14%),
while the percentage of businesses ex-
pecting a contraction in the number of
jobs increased to 9% (from 6%). The
vast majority of businesses in the sector
(80%) were expecting employment to
remain unchanged.

In Construction, the expectations
deteriorated significantly in the
quarter under examination, with the
quarterly average of the relevant index
falling by 18 points to reach -38. As a
result, the index is also significantly lower
year-on-year (from 18 on average). About
half (from 39%) of the companies in the
sector were foreseeing fewer jobs, while
the share of companies expecting an
increase of employment fell to 13% (from
20%). With respect to individual sectors,
the decline in the overall index stems
from the deterioration in Public Works
(-35 points on average from -20) and
Private Construction (to -52 from -14).

In Services, the employment expec-
tations in the second quarter of 2015
slightly improved quarter on quarter,
deteriorating however year on year. The
index gained ground in the last quarter
from -11 points to -7 points (compared
with +5 points in the second quarter of
2014). About 25% of the companies in
the sector (from 20%) were expecting a
further decrease in employment in the
near term, while the percentage of com-
panies that were foreseeing an increase
in employment increased to 17% (from
9%). An upward quarter-on-quarter trend
dominated across most subsectors. An
exception to this trend was observed in
Various Business Activities, where the
index declined substantially, and in In-
formation Services, where the employ-
ment expectations remained stable.

The index of employment expectations in
Retail Trade remained unchanged quarter
on quarter in the second quarter of this
year, at -3. This level is considerably
lower than in the corresponding period of
last year (16 points).

About 5% (from 7%) of the businesses in
this sector were foreseeing a further
contraction in jobs, with 2% (from 4%)
expecting employment growth and 92%
foreseeing employment to remain stable.
With respect to subsectors, employment
expectations remained unchanged in
Department Stores, increased slightly in
Household Appliances and declined in the
remaining sectors, with more pronounced
deterioration in Textiles — Clothing -
Footwear.
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Figure 3.14
Employment expectations (difference of positive — negative responses)
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3.5 Consumer Prices

Recent developments

The strong deflation in the Greek economy
carried over to the second quarter of
2015. In particular, the Consumer Price
Index (CPI) was lower year on year by
2.1% on average, compared with -1.2%
year-on-year change in the same period of
2014. As a result, the price fall in the
second quarter, albeit weaker than in the
previous one (-2.4%), was the strongest
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for that particular quarter of the year for
at least the past 55 years. Deflation over-
all in the first half of the year reached its
highest rate on record as well, at 2.3%,
one percentage point higher year on year.
As it has been the case since the last
quarter of 2014, the significant slump in
CPI came from the strong decline of oil
prices, which exerted deflationary pres-
sures on two of the three basic categories
of goods and services that form the CPI
trends (i.e. Transport and Housing).
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Figure 3.15
Average CPI change in Greece (Jan. - June,
2005-2015)
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Regarding the trends at sector level in the
first half of 2015, the price index in Food
Products and Non-Alcoholic Beverages
rebounded to positive rates of year-on-
year change (+2%). Prices in Clothing
(-0.2%) and Recreation (-0.9%) continued
their decline, albeit with weaker intensity
than in the first half of 2014. Price stability
was observed in Communications. The
deflation in Housing (-0.4%), Durables
(-1.1%) and other goods (-46%) intensi-
fied, compared with the same period of
2014.

The Harmonised Index of Consumer Prices
(HICP) declined less than the CPI in the
second quarter of this year, by 1.4%,
compared with 1.7% deflation in the
previous year. However, overall in the first
half of the year, its decline was stronger
than in the previous year (-1.8% from
-1.5%), evidently due to the record high
deflation in the first quarter of 2015.

At Eurozone level, Greece is in the small
group of countries with a negative change
of the HICP. In May, Greece reported the

second highest rate of deflation in Europe
after Cyprus (-1.7%).

Figure 3.16

CPI in Greece (annual percentage change)
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Source: ELSTAT, data processing IOBE

Trailing Greece were Slovenia (-0.8%),
Spain (-0.3%) and Lithuania with Slovakia
(-0.1%). In the remaining member-states
of the Euro area, the HICP increased,
albeit only slightly: Finland (+0.1%),
Ireland, Italy (+0.2%), France (0.4%) and
Austria with Portugal (1%).

According to the latest available data, the
Producer Price Index (domestic and for-
eign markets) decreased by 5.7%, at a
rate which was higher year on year by a
factor of four and a half (compared with
-1.2%).

Figure 3.17

HICP in Greece and the Euro area
(annual percentage change)
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In greater detail on the individual sectors
of economic activity, the largest contrac-
tion in the first six months of this year was
recorded in Electricity - Gas Supply
(-5.4%), Extraction of Crude Petroleum
(-5.2%) and Mining - Quarrying (-2.2%).
Prices also declined in Beverages, Wood,
Other equipment and Computers.

The producer prices in the other industries
increased, with the biggest positive
change on average in the first six months
of the year recorded in Coke - Refined
Petroleum Products (+14.8%), and Coal —
Lignite (+4.1%). Weaker producer price
inflation was observed in Manufactured
Products, Tobacco, Electrical Equipment,
Leather and Textiles.

Figure 3.18

Annualised change of CPI in Greece for the
past decade
(Jan. — June average)
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The import price index increased in the
first six months of 2015 (+3.0%), in con-
trast with the large decline in the first half
of 2014 (-12.4%). In the Euro area, the
import price index declined in Lithuania
(-10.3%) and Switzerland (-7.2%), while
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the largest positive change was recorded
in the Netherlands (+3.7%) and Slovakia
(+2.5%). Greece had the third strongest
decline in import prices among the Euro-
zone countries.

Medium-term Outlook

The public concern peaked with the dra-
matic recent developments, very high
political instability and the imposition of
capital controls. These factors will deter-
mine the trends in demand in the coming
months. They are considered to have
already brought a change in the composi-
tion of household consumption. Initially,
these factors have led to a significant
increase of sales of certain product cate-
gories, such as food and other basic es-
sentials, moderating the strong deflation
recorded until June. However, the need to
maintain relatively high liquidity due to the
capital controls will most probably lead to
weakening of demand at a later stage.

The further developments in consumption
demand and prices will depend on the
duration of the politico-economic turmoil
and capital controls. The prospect of
agreement on a new programme relatively
soon, within the coming two months, will
contribute to the easing of uncertainty and
the start of the relaxation of the capital
controls, leading to transaction and price
growth. The VAT changes that were voted
already will largely be passed on to final
prices, as evident from the past experi-
ence on indirect tax hikes in Greece in the
previous years. The end of the deflation-
ary impact on CPI from the fall in oil prices
a year ago will facilitate the return of
inflation in Greece in the coming six
months. Therefore, there seem to be
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no effects that would carry over the
strong deflation from the first half of
2015 to the rest of the year. The
duration and strength of the factors
that create inflationary pressures will
determine whether the strong defla-
tion from the first half of the year
will weaken significantly or the infla-
tion rate for 2015 overall will turn
positive. The second development is
considered more likely, as the change
in the VAT rates will be in force for
about half of the year.

3.6 Balance of payments

Current account’”

The Current Account (CA) deficit in-
creased in the first five months of 2015 to
€2.7 billion, from €2.6 billion in 2014,
remaining however below its 2013 level
(€3.5 billion). The deficit growth largely
came from the (primary and secondary)
income account, while the deficit in the
Goods'® and Services Account decreased.

Regarding the CA components, the deficit
of the Goods Account reached €6.8
billion in the first five months of 2015,
decreasing by 11.8% (-€911 million).*
Imports declined by €1.6 billion, while
exports decreased by €716 million. In
contrast with the overall account, the
deficit in the Goods Account without fuel

17" Since January 2015, the balance of payments for

Greece has been compiled using the methodology of the
International Monetary Fund’s sixth edition of the Balance
of Payments Manual (BPM6). As a result of this change,
the new available time series presently span 2009-2014.
More details are available from the Bank of Greece at:
http://www.bankofgreece.gr/Pages/el/Bank/News/PressRe
leases/Displtem.aspx?Item ID=4930&List ID=1af869f3-
57fb-4de6-b9ae-bdfd83c66c95&Filter by=DT

8 Based on the new methodology BPM6, the Trade
Balance is renamed as Goods Account.

9 Unless otherwise noted, the figures in parenthesis
capture the absolute change compared to 2013.

and ships increased by 20.7% to reach
€3.8 billion, as the exports of goods
slightly increased, by €38 million, com-
pared with a boost of imports by €704
million. The exports of fuel declined by
€612 million, while the imports of fuel
dropped by €1.4 billion. As a result, the
fuel balance declined to €2.6 billion.

The surplus in the Services Account
remained unchanged in the first five
months of 2015, at €4.3 billion, with re-
ceipts increasing to €9.3 billion (+€354
million) and payments growing to €5.0
billion (+€368 million). Regarding receipts,
the revenues from tourism reached €2.2
billion, growing by 15%, while lower
increase by 2.5% was recorded in trans-
port receipts. Other receipts decreased by
3.4%. Travel payments increased, at
about €820 million, while the payments for
transport and other services increased by
€251 million and €67 million respectively.

The surplus of the Primary Income
Account® declined in the first few
months of 2015, to reach €112 million,
from €891 million in 2014. Receipts de-
clined by 13.2% to €3.2 billion, while
payments increased by 10.5% to €3.1
billion. In greater detail, receipts from
employment remained almost unchanged

DAccording to the announcement of the BoG, the main
changes concern the development of two new terms,
namely, the Primary Income Account and Secondary
Income Account. These terms substituted the previous
terms of balance of income and current transfers, respec-
tively, in order to achieve greater consistency with the
national accounts. The primary income account now
includes, apart from labor income (wages, salaries) and
investment income (interest, dividends, gains), some
additional flows as well, which were previously incorpo-
rated in the category of current transfers. These flows are
incorporated in the category of other primary income.
They primarily include taxes and subsidies on products
and production. Meanwhile, the secondary income
account, which resembles closer the old current transfers,
will henceforth have lower revenues due to the fact that
receipts from some EU funds have been reclassified to the
category of other primary income.

91


http://www.bankofgreece.gr/Pages/el/Bank/News/PressReleases/DispItem.aspx?Item_ID=4930&List_ID=1af869f3-57fb-4de6-b9ae-bdfd83c66c95&Filter_by=DT
http://www.bankofgreece.gr/Pages/el/Bank/News/PressReleases/DispItem.aspx?Item_ID=4930&List_ID=1af869f3-57fb-4de6-b9ae-bdfd83c66c95&Filter_by=DT
http://www.bankofgreece.gr/Pages/el/Bank/News/PressReleases/DispItem.aspx?Item_ID=4930&List_ID=1af869f3-57fb-4de6-b9ae-bdfd83c66c95&Filter_by=DT

IOBE “The Greek Economy” vol. 02/15

at €80 million, from investment declined
to €192 million, while other primary in-
come (subsidies and taxes on production)
declined by 13% to €1.9 billion. Payments
for compensation of employees rose by
42.9% to €75 million, while payments for
income from investment increased by
9.4% to €2.7 billion. Finally, payments for
other primary income, such as subsidies
and taxes on production, declined by
6.6% to €171 million.The Secondary
Income Account?’ recorded a deficit of
€322 million in 2015, compared with a
deficit of €84 million in 2014. The reve-
nues totalled €1.1 billion, compared with
€1.2 billion in 2014, while payments in-
creased by 4.3% to €1.4 billion.

Capital Account

The balance of the Capital Account®
stood at €473 million, compared with €1.4
billion in 2013. This is attributed to a fall in
receipts by 59.8% to €622 million, while
payments increased by 59.8% to €148
million.Finally, the deficit in the combined
balanced of the current and capital
accounts, indicative of an economy’s
position as lender or borrower with re-
spect to the rest of the world, deteriorated
to reach €2.3 billion, compared with a
deficit of €1.1 billion in 2014.

2 The secondary income account primarily incorporates a
portion of the transfers (receipts) from the European
Union budget to the General Government (such as
receipts from the Guarantee Section of the European
Agricultural Guidance and Guarantee Fund and the
European Social Fund), the contributions (payments) of
Greece to the Community budget, as well as migrant
remittances.

22 The capital account reflects capital transfers, i.e. ad-hoc
receipts and payments between residents and non-
residents related to fixed capital formation. Capital
transfers include mainly some of the transfers (receipts)
from the budget of the EU budget to the General Govern-
ment (receipts from the Structural Funds — excluding the
European Social Fund - and the Cohesion Fund under the
Community Support Framework).
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Financial Account

The Financial Account (FA) had a deficit
of €2.6 billion in the first five months of
2015, compared to €998 million deficit in
2014. Regarding the FA components,
Direct Investment® stood at €93 mil-
lion, as receivables from investments
made by residents abroad increased by
€108 million, while liabilities to non-
residents increased by €15 million.

In Portfolio Investment, the claims by
residents towards non-residents decreased
by €5.1 billion, as the holdings of residents
in foreign bonds and treasury bills de-
creased by €11,0 billion, while their hold-
ings of foreign stock increased by €5.8
billion. The liabilities to non-residents
decreased by €2.8 billion with the flight of
holdings of non-residents in Greek sover-
eign bonds, treasury bill and stock. In the
category of other investments, the
receivables of residents from non-
residents increased by €18.8 billion in
2015, as the deposits and repos of Greek
residents abroad recorded a net increase
by €6.0 billion. The liabilities also in-
creased, by €18.9 billion, as the deposits
and repos of non-residents in Greece
increased by €19.5 billion.

Finally, the Reserve Assets of the coun-
try in late May 2014 totalled €5.2 billion,
up from €5.0 billion in May 2014.

BThe recording of direct investments is now based on the
principle of receivables / liabilities, instead of the direction
of investment that was in effect until recently. Thus, the
presentation of direct investment data is based on wheth-
er they are assets or liabilities in the reporting country (for
instance, investments by Greek residents abroad are
recorded as receivables). The new method does not affect
the net flow, but only the amount of assets and liabilities.
Finally, the sign of receivables is interpreted differently,
since a positive sign implies an increase in receivables,
while a negative sign implies a reduction of receivables.
An identical interpretation will also be applied for liabilities.
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Figure 3.19
Imports-Exports (January — May 2009-2015)
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Table 3.11
Balance of Payments in € million
January — May May
2013 2014 2015 2013 2014 2015
I CURRENT ACCOUNT (I.A+I.B+IC+ 1D ) -3,449.2 -2,604.1 -2,725.7 43.9 -299.3 407.2
GOODS AND SERVICES ACCOUNT (1.A + L1.B) -3,699.0 -3,411.4 -2,515.5 269.6 89.8 725.4
I.A GOODS ACCOUNT ( I.A.1 - I.A.2) -7,215.8 -7,726.7 -6,816.4 -1,131.3 -1,461.2 -984.9
Oil balance -3,261.2 -3,407.3 -2,616.3 -368.3 -702.6 -60.0
Trade balance excluding oil -3,954.7 -4,319.4 -4,200.1 -763.0 -758.6 -924.9
Ships balance -552.8 -1,109.8 -324.8 -84.5 -95.9 -121.7
Trade balance excluding ships -6,663.1 -6,616.9 -6,491.6 -1,046.8 -1,365.3 -863.2
Trade balance excluding oil and ships -3,401.9 -3,209.6 -3,875.3 -678.5 -662.7 -803.2
I.A.1 | Exports 9,237.7 9,207.1 8,490.8 1,928.2 1,906.4 1,769.4
QOil 3,389.2 3,190.4 2,578.0 740.5 627.6 583.0
Ships (sales) 207.1 289.9 147.6 52.1 73.1 24.6
Goods excluding oil and ships 5,641.5 5,726.8 5,765.2 1,135.6 1,205.6 1,161.8
I.A.2 | Imports 16,453.6 16,933.8 15,307.2 3,059.5 3,367.6 2,754.3
QOil 6,650.3 6,597.6 5,194.3 1,108.8 1,330.2 643.0
Ships (buying) 759.8 1,399.7 472.5 136.6 169.0 146.3
Goods excluding oil and ships 9,043.4 8,936.4 9,640.4 1,814.1 1,868.3 1,965.0
I.B SERVICES ACCOUNT (I.B.1-1.B.2) 3,516.8 4,315.2 4,300.9 1,400.9 1,551.0 1,710.3
I.B.1 | Receipts 8,117.9 8,994.0 9,348.4 2,357.5 2,522.7 2,702.1
Travel 1,766.8 1,919.7 2,207.7 1,062.2 1,038.3 1,215.1
Transportation 4,852.9 5,189.6 5,319.7 991.1 1,029.2 1,094.7
Other services 1,498.3 1,884.7 1,821.0 304.2 455.2 392.3
1.B.2 | Payments 4,601.0 4,678.8 5,047.4 956.6 971.7 991.8
Travel 705.3 768.5 819.1 194.6 165.5 217.9
Transportation 2,348.2 2,181.0 2,432.3 440.2 445.3 471.4
Other services 1,547.5 1,729.3 1,796.0 321.8 360.9 302.5
I.C PRIMARY INCOME ACCOUNT (I1.C.1-1.C.2) 408.1 891.0 112.3 -145.2 -286.5 -195.6
I.C.1 | Receipts 3,420.3 3,677.3 3,189.9 473.3 330.1 386.5
From work(wages, compensation) 88.3 85.2 81.0 16.4 20.5 16.1
From investments (interest, dividends, profit) 1,319.0 1,356.0 1,164.1 277.5 273.1 225.6
Other primary income 2,013.0 2,236.1 1,944.8 179.4 36.4 144.8
1.C.2 | Payments 3,012.2 2,786.3 3,077.7 618.5 616.6 582.1
From work(wages, compensation) 196.1 174.9 250.0 41.0 34.6 44.3
From investments (interest, dividends, profit) 2,618.2 2,428.3 2,656.4 545.7 556.2 508.4
Other primary income 198.0 183.1 171.3 31.8 25.8 29.4
I.D SECONDARY INCOME ACCOUNT (I.D.1-1.D.2) -158.3 -83.6 -322.5 -80.4 -102.6 -122.5
I.D.1 | Receipts 1,271.5 1,237.6 1,055.1 161.6 105.5 121.5
General government 671.0 745.4 648.3 59.8 12.1 48.3
Other sectors 600.5 492.3 406.8 101.8 93.4 73.2
1.D.2 | Payments 1,429.9 1,321.2 1,377.6 242.1 208.1 244.0
General government 1,121.7 1,037.7 970.6 180.3 146.3 166.5
Other sectors 308.1 283.6 407.0 61.8 61.8 77.5
II CAPITAL ACCOUNT (II.1-I1.2) 1,119.1 1,434.6 473.1 -13.9 -12.4 11.6
II.1 | Receipts 1,273.9 1,549.5 621.6 7.7 6.9 33.2
General government 1,238.6 1,521.1 597.1 0.4 0.5 28.1
Other sectors 35.3 28.4 24.5 7.3 6.4 5.1
11.2 | Payments 154.8 114.9 148.4 21.6 19.3 21.6
General government 1.6 5.8 3.1 0.3 0.3 0.4
Other sectors 153.2 109.0 145.3 21.3 19.0 21.2
BALANCE OF CURRENT AND CAPITAL ACCOUNT (I+II) -2,330.1 -1,169.5 -2,252.5 30.0 -311.7 418.8
III FINANCIAL ACCOUNT (III.A+III.B+III.C+III.D) -2,021.2 -998.3 -2,638.7 349.1 -273.8 161.7
III.A | DIRECT INVESTMENT* -529.1 -751.3 93.1 67.0 -639.6 -36.5
Assets -99.3 209.6 108.1 29.5 28.7 28.3
Liabilities 429.8 960.9 15.0 -37.5 668.3 64.8
II1.B | PORTFOLIO INVESTMENT** 9,342.3 -5,076.9 -2,243.3 | 11,934.8 357.7 934.2
Assets 3,022.1 2,554.2 -5,061.5 6,987.5 1,862.9 946.8
Liabilities -6,320.2 7,631.1 -2,818.2 -4,947.4 1,505.3 12.7
III.C | OTHER INVESTMENT* -10,841.3 4,235.8 -100.5 | -11,642.8 232.2 -46.0
Assets -17,871.2 -2,518.8 18,836.5 -1,758.7 520.7 2,290.9
Liabilities -7,029.9 -6,754.7 18,937.0 9,884.1 288.5 2,336.9
(Loans of general government) 22,128.4 3,867.1 -4,421.9 14,190.5 -686.9 -760.6
III.D | CHANGE IN RESERVE ASSETS*** 7.0 594.0 -388.0 -10.0 -224.0 -690.0
v BALANCE ITEMS (I +II +1V +V = 0) 308.9 171.2 -386.2 319.1 37.9 -257.1
RESERVE ASSETS (STOCK)*** 4,862 4,961 5,247

Source: Bank of Greece

* (+) Increase (-) decrease - According to the new balance of payments methodology training BPM6, increases in demand are presented with a positive sign, while the decrease in recei

are displayed with a negative sign. Similarly, the increase in liabilities is captured with a positive sign, while the reduction of liabilities with a negative sign.

** (+) Increase (-) decrease - According to the new balance of payments methodology training BPM6, the increase in foreign reserves is now presented with a positive sign, while the re

of foreign exchange reserves with a negative sign.

* * * Reserve assets, as defined by the European Central Bank, include only monetary gold, the "reserve position" with the IMF, "Special Drawing Rights" and the requirements of the Bz
Greece in foreign currency on residents countries outside the euro area. Conversely, they do not include claims in euro on residents of countries outside the euro area, claims in foreign

and in euros on residents of euro area countries and the participation of the Bank of Greece in the capital and the reserve assets of the ECB
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4. ICT ADOPTION AND DIGITAL GROWTH IN GREECE

Nowadays, the rapid evolution of digital technologies and especially of Information
and Communication Technologies (ICT) creates great challenges for a smart, sus-
tainable and inclusive growth, being thus a crucial flagship initiative of the Europe
Strategy 2020. Governments around the world design and implement ICT adoption and
digital growth strategies in order to improve efficiency and transparency in public administra-
tion; stimulate new business formation, job creation, competitiveness, innovativeness and
export activity of businesses; improve social welfare and the quality of life for citizens. At the
same time new technologies and especially ICTs create a new business environ-
ment that represents the so called transition to a digital economy. This transformation
creates new business opportunities of high added value and offer more dynamic patterns for
a smart, sustainable and inclusive growth.

Greece has not yet captured the benefits of ICT adoption since it still falls below EU av-
erage in 65 out of 84 ICT indicators based on the European Digital Agenda (Digital
Agenda Scoreboard, 2013). Greece has low performance in broadband penetration,
the frequency of internet use, the use of electronic transactions and electronic
procurement. These shortcomings become even more important today. Policy makers are
currently facing a great challenge to support the recovery process within a difficult fiscal
environment. The challenge for the Greek government refers to its role as a motivator, con-
tributor, carrier, facilitator or source of the digital growth process. Some of the tools that
could help in this direction are discussed in this study.

Figure 4.1
Competitiveness of European countries based on Global Competitiveness Index

6 7
722 22 545453 55 55 51 64
3u! 5 E § E B § FFTUS 4.9 A7 A7 ac
3.9
4 i - - - - - - - - - - - - - - - - - - I
3 i - - - - - - - - - - - - - - - - - -
2 i - - - - - - - - - - - - - - - - - -
1 4 - - - - ] - - - - ] - - - - ] - - -
O T T T T T T T T T T T T T T T T T T T
O X &Q L v & A X e 2 D D 2 & ¥ N 2 Q& @
k\'z’o-&é\ é\rbo & \’006 O ° 6‘7} o“"é\ \%°®«®°° & & & ‘oQ'b\ SNy {0\'@ o‘g;\ @eg
. {\"\,Q/ <<\ (')Q} (,;‘x ’&Q} %o QQ’Q } Q)Q/ <( \( O <</6 Q‘Q/Q Q0 \2\0 (&
S @ &

Source: World Economic Forum’s Global Competitiveness Index (2013)
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The implementation of four digital projects identified in this study is thought to render big
benefits for the economy in terms of exports, country’s competitiveness & transparency, job
creation, innovation, etc. The key priority areas under examination include:

e enhancement of e-skills

o development and use of digital solutions regarding the transactions be-
tween public administration and citizens/businesses

e development of open data

e creation of new opportunities for innovative SME’s and start-ups

The choice of the specific 4 priority areas was driven by the strategic framework in digital
growth designed for the period 2014-2020 at European and Greek policy level of analysis. To
explain the economic importance and potential benefits that could be derived from the im-
plementation for each digital project suggested in this report, we provided four separate
investigations. These investigations provide hard quantitative results on some of the benefits
that we can achieve, by rapidly implementing such “digital projects”.

4.1 Digital Signatures

The broad use and adoption of digital signature solutions in the public and private
sectors could simplify to a great extent the transaction of citizens with these sectors
and consequently the quality of life of the citizens is expected to improve. Apart from
the undoubted benefits of electronic signatures to social welfare, their exploitation has a
high probability to make the operation of public administration more efficient and
reduce the operational cost of businesses. The diffusion of electronic communication
and e-commerce necessitate the use of ‘electronic signatures’ and related services allowing
data authentication. The electronic signature is also thought to prompt the wide
diffusion mainly of e-government and e-banking applications.

Table 4.1
Benefits of using digital signatures
Benefit to government Benefit to Benefit to
private sector NGOs / civil society
Diffusion of E- Wide use of EcCommerce Increased trust and
government applications applications confidence in the digital
world
Diffusion of E-banking Increased user satisfac-
applications tion due to cost cutting,
ease of use and efficiency
gains
Increased cost savings due to minimization of printing and postal costs
Efficiency gains through digitization and automation of processes
New business opportunities since cross-border online services favours travel-
ling, working and studying across the Union
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Transforming the administrative process from paper-intensive to paper-free, including
all of the signature-dependent workflows, is an ambitious but yet high promising project.
Relying on an example of Arx Company that sells the CoSign digital solution,?* we estimated
that in the first year of the adoption of the digital signature solution, the Greek
public administration is expected to cut costs by about €380 million. The above
results become even more illustrative when they are compared to other cost savings mecha-
nisms that have been used in the Public sector during the fiscal consolidation process that is
underway for the last 4 years in Greece. More specifically the fiscal impact of the mobility
and firing schemes that are expected in the Public Sector is around €100 million. This is a
clear indication that the diffusion of such solution to the Public sector — even if only partially
implemented — is by far more effective than personnel reductions. If designed properly, the
Digital signature project can provide the policy makers with a wider set of options when
introducing human resource management policies in the Public Sector.

Recommended policy actions to support the efficient adoption and use of digital signatures in
public administration are:

e Establishment of a clear and simple regulatory/legislative framework for digital sig-
nature and wide use of the electronic stamp and especially in aspects related to the
manner in which the electronic identities of individuals are checked, the processes
for assigning signature privileges and the authentication method for an individual

e Facilitation of the communication between public sector and businesses/citizens via
e-mail

¢ Maintaining integrity of the document, report, record to which the e-signature is ap-
plied

e Binding together digitized seals to documents and signatory

4.2 Open Data

Every minute the world generates 1,7 million billion bytes of data, equivalent to
360,000 standard DVDs.” More digitized data was created in the last two years than in the
rest of human history. This trend and the mountains of data it produces is called "Big
data". The big data sector is growing at a rate of 40% a year. Correspondingly, the public
sector constantly produces data, across all its activities and administration levels. The
open provision of this information is called “open (government) data (OGD)".

Open data has not been actively and systematically harnessed in Greece. According
to Open Data Barometer (2013) which analyzes global trends, and ranks countries and re-
gions based on 1) readiness to secure the benefits of open data 2) actual levels of imple-

24 Also, other companies such as Max MD provide relevant methods based on the ROI calculations of digital signatures.
Moreover, several recent studies and reports describe practical deployment strategies for electronic signatures (e.g. Fiatech,
2012; ARX, 2012).

%5 European Commission, “What is big data?” Memo 13/965, 07/11/2013
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mentation 3) impact of such initiatives, Greece holds one of the last positions compared to
other European countries. However, among all countries in the index, Greece is ranked 27"
out of 77 countries, outperforming most countries in Africa, Middle East and Central Asia.

It is widely believed, that open government data can help increase the effectiveness
and efficiency in the government operation. For instance, putting data and information
online helps save service time for government bodies and administrative costs. Moreover,
apart from cost efficiency, the public sector has further and considerable benefits in
terms of transparency. In particular, open data is a necessary condition for transparency
and accountability in the public administration. In this manner all citizens are able to ques-
tion and control the decision making processes of the public administration and are empow-
ered to act accordingly. Open data can also be used for informative purposes. In addition to
that, a very important aspect to open data is the fact that many types of services can
be crowdsourced and / or delegated to the private sector. For instance, applications
re-using environmental data and offering, say, pollution maps or easy route-planning solu-
tions help governments save time while at the same time providing opportunity to generate
income to the private sector.

Table 4.2
Benefits of using open data
Benefit to government Benefit to Benefit to
private sector NGOs / civil society
Increased tax revenues New business opportunities Better informed monitoring
through increased economic | for services / goods
activity
Creation of jobs Reduced costs for data con- | New venues for project

version (no need to convert | action: building
into raw formats anymore) tools/applications

Reduction in data transaction costs

Increased service efficiency Better decision-making based | Increased sustainability
through linked data) on accurate information potential through increased
capacity

Increased GDP Better-skilled workforce

Encouraged entrepreneurship (economic growth)

We applied OLS regression techniques in order to measure the effect of open data on
competitiveness, transparency and new jobs creation (dependent variables). According to
empirical results a 100% increase in the diffusion of open data in Greece will provoke:

e Significant increase in its ranking position in terms of competitiveness
from the current (56th) to the 31st.

e Significant increase in its ranking position in terms of transparency from
the current (80th) to the 47th.

e Creation of 6,332 new businesses.
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The results especially in terms of creating new businesses are reinforcing the fact that open
data can provide a new test bed for entrepreneurship. New activities, products and
services can be developed over a wide area of possible meta — data uses. With an unem-
ployment rate of 27% Greece is urgently looking for sectors that can fuel job creation and
boost sustainable entrepreneurial ventures that can offer innovative services. That is why
promoting open data policies represents a top priority issue and should not be acknowledged
as a minor technical aspect of the digital agenda.

Policy suggestions to support the development of open data are the following:

¢ Recording and diffusing knowledge on the available data per public organisa-
tion

e Supporting partnerships between public sector and private data centres

e Creating a platform for government practitioners to exchange ideas and/or
experiences on open data projects

e Development of a guide for government practitioners to foster public sector
information and data reuse

e Educating and informing government practitioners via workshops on how to
publish public data online

4.3 E-skills

It has been widely recognised that the competitiveness, innovativeness and social cohesion
in the European economy are heavily dependent on the strategic and efficient use of digital
technologies as well as on the knowledge, skills, and capabilities of the European labour
force and citizens. Digital skills seem to be essential for employees and leaders working in
SME'’s, for young people, for unemployed individuals. Given the rapid development of the
digital economy, individuals with high knowledge on ICT-use seem to face greater challenges
and opportunities.

Table 4.3
Benefits of e-skills

Benefit to public sector

Benefit to private sector

Benefit to
citizens

Contribution to economic
growth

Enhanced competitiveness
and innovation capability

Increased social cohesion

Strengthened regional
productivity, competitiveness
and innovation

Better implementation results
of ICT adoption in industry

Reduction of unemploy-
ment rates in ICT literate
workers

Increased job security

According to the results if 1000 individuals upgraded their e-skills, exports in Greece
would increase by 13.9 million euro and 72 new businesses would be created.
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There is a wide consensus that the new growth model of Greece should be focused
on exports and investment. But being export oriented is not an easy option. It means
that we need to invest in building capabilities, skills and technology, so our business prac-
tices can support this export-oriented model. Augmenting e-skills can have a major impact
on this process as they provide these dynamic capabilities that are necessary to have a
global view on markets, clients and competitors.

The study makes the following policy suggestions for the stimulation of digital and ICT skills:

e Expanding lifelong ICT learning programmes

e Taking initiatives to support technology careers in workforce, e.g. by includ-
ing mentoring programmes and high-school/university work experience/internships
in ICT sector and by establishing a Technology Education and Careers Council

¢ Providing ICT training programmes for immigrants and women

4.4 Digital Entrepreneurship and Innovative SMEs

The ICT penetration in businesses and especially in SMEs contributes significantly to the
improvement and stimulation of productivity, innovativeness, internationalisation and gener-
ally to the competitiveness of businesses. New digital technologies and innovations evolve
rapidly affecting many industries and value chains. Also, they reduce entry barriers for po-
tential new start-ups, and at the same time may motivate established businesses to follow a
creative destruction process in order to sustain their competitive advantage. In general,
digital technologies create great challenges and opportunities for the emergence of high-
quality start-ups, i.e. new entrepreneurs with a high potential to grow, create jobs, innovate
and export. Fostering innovation-driven entrepreneurship seems to become a basic
policy priority for developed economies (for example see United Nations, 2012 and World
Economic Forum, 2014). Digital entrepreneurs are characterised by a high dependence
on new digital technologies (e.g. key enabling technologies, open and big data, mobile
and cloud solutions), in order to improve business operations and introduce smart solutions
in their transactions with customers and suppliers.

According to the empirical results ICT adoption in Greek SME’s

e increases their probability to innovate by about 4 - 9 percentage points
¢ increases their likelihood to export by about 1.5 - 4 percentage points

Improving the value added of the products / services produced by the Greek produc-
tive system is a key component for improving international competitiveness. Greece
cannot efficiently compete with low cost economies that focus on low labour cost and un-
skilled labour. Such a strategy is myopic and does not build on the capabilities that the hu-
man capital of the country possesses. But in order to increase the value content of our pro-
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duction we need to foster innovation and knowledge based entrepreneurship. The adoption
and diffusion of ICTs in the productive process can provide cost and innovative advantages
that go beyond the labour cost. That is why investing in ICTs is not a luxury type of
investment, even in times of tight fiscal condition, but rather a precondition for innovative

growth.
Table 4.4
Benefits of enhancing digital entrepreneurship and innovative ecosystem
Benefit to govern- Benefit to Benefit to
ment/public sector businesses society/citizens

Encouraging collaborations
between public sector —
businesses — universities

Facilitating the entry into
the market of new and
dynamic players

Job creation

and large-sized firms

etc.
Enhancing technology Strengthening business Reducing unemploy-
transfer networks between SME’s ment rate at regional

and national levels

Increasing and ensuring
tax returns

Making possible for SME’s
becoming fully integrated
international business

Knowledge diffusion
within and between
regional locations

Improving business
transactions

Reducing administrative
costs and errors

partners
Increasing GDP and im- Streamlining business Improving skills of
proving productivity and processes human capital within a
competitiveness of the Increasing returns on ICT region
economy investment

Policy suggestions to enhance digital entrepreneurs and innovative SMEs are the following:

e Harmonisation of the relevant laws and regulations with international norms

mainly on issues related to the internationalisation of SMEs, commercialisation, pro-
tection of intellectual property rights

Motivating the establishment of joint research ICT laboratories e.g. by pro-
viding fiscal incentives

Establishment of technology transfer offices within universities

Facilitating the access to external finance for innovative-driven start-ups, e.g.
through the development business-angels networks at National and European level,
hybrid public-private funds, crowd-sourcing

Stimulating the participation of SMEs and universities in cross-border open
innovation

Selection and dissemination of information on international best practices
of how to promote digital entrepreneurs.
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5. APPENDIX: STRUCTURAL INDICATORS
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Table 1: GDP growth

Annual data (%)

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Austria 2.4 3.7 3.6 1.5 -3.8 1.9 3.1 0.9 0.2 0.4
Belgium 1.8 2.7 3 1 -2.6 2.5 1.6 0.1 0.3 1.1
Bulgaria 6.4 6.5 6.4 6.2 -5.5 0.7 2 0.5 1.1 1.7
Croatia 4.3 4.9 5.1 2.1 -6.9 -2.3 -0.2 -2.2 -0.9 -0.4
Cyprus 3.9 4.1 5.1 3.6 -1.9 1.4 0.3 24 540 230
Czech Republic 6.8 7 5.7 3.1 -4.5 2.3 2 -0.8 -0.7 2
Denmark 2.4 3.4 1.6 -0.8 -5.7 1.6 1.2 -0.7 -0.5 1.1
Estonia 8.9 10.2 7.3 -4.1 -14.1 2.5 8.3 4.7 1.6 2.1
EU (28 countries) 2.2 3.4 3.2 0.4 -4.5 2.1 1.7 -0.5 0 1.3
Euro area (18 countries) 1.7 3.3 3 0.4 -4.5 2 1.6 -0.8 -0.5 0.8
Finland 2.9 4.4 53 0.3 -8.5 3 2.6 -1.4 -1.3 -040
France 1.8 2.5 2.3 -0.1 -3.1 2 2.1 0.3 0.3 0.2
Germany 0.7 3.7 3.3 1.1 -5.1 4.1 3.6 0.4 0.1 1.6
Greece 2.3 5.5 3.5 -0.2 3.1 540 -89® 6P -39 8@
Hungary 4 3.9 0.1 0.9 -6.8 0.8 1.8 -1.5 1.5 3.6®
Ireland 6.1 5.5 5 -2.2 -6.4 -0.3 2.8 -0.3 0.2 4.8
Italy 0.9 2.2 1.7 -1.2 -5.5 1.7 0.3 -2.2 -1.7 -0.4
Latvia 10.1 11 10 -2.8 -17.7 -2.9 5 4.8 4.2 2.4
Lithuania 7.8 7.8 9.8 2.9 -14.8 1.6 6.1 3.8 33 2.9
Luxemburg 5.3 4.9 6.6 -0.7 -5.6 5.1 2.6 -0.2 2 5.6
Malta 3.6 2.6 4.1 3.9 -2.8 3.5 2.3 2.5 2.7 3.5
Netherlands 2 34 3.9 1.8 -3.7 1.1 1.7 -1.6  -0.7® 1®
Poland 3.6 6.2 6.8 5.1 1.6 3.9 4.5 2 1.7 33
Portugal 0.8 1.4 2.4 0 -2.9 1.9 -1.8 -4 -1.6 0.9
Romania 4.2 7.9 6.3 7.3 -6.6 -1.7 1.1 1.6 3.4 2.8®
Slovakia 6.7 8.3 10.5 5.8 -4.9 4.8 2.7 1.6 1.4 2.4
Slovenia 4 5.8 7 34 -7.9 1.2 0.6 -2.6 -1 2.6
Spain 3.6 4.1 3.5 0.9 -3.8@ o® -0.6”  -2,1®  -120 140
Sweden 3.2 4.3 3.3 -0.6 -5 6 2.7 -0.3 1.3 2.37
United Kingdom 3.2 2.8 3.4 -0.8 -5.2 1.9 1.6 0.7 1.7 3

b=break in time series, p=provisional, e=estimated
Table 2: General Government Debt as %GDP
Annual data (%)
2006 2007 2008 2009 2010 2011 2012 2013 2014

Austria 60.6 58.4 61.8 66.8 824 82.1 81.5 80.9 84.5
Belgium 87.9 84 89.2 96.6 99.6 102 103.8 104.4  106.5
Bulgaria 21.6 17.2 13.7 14.6 15.9 15.7 18 18.3 27.6
Croatia 35.7 33.3 30 36.6 52.8 63.7 69.2 80.6 85
Cyprus 64.7 58.8 48.9 58.5 56.5 66 79.5 102.2 107.5
Czech Republic 27 26.7 27.5 33.1 36.2 39.9 44.6 45 42.6
Denmark 31.1 26.4 32.6 39.5 42.9 46.4 45.6 45 45.2
Estonia 4.4 3.6 4.5 7 6.5 6 9.7 10.1 10.6
EU (28 countries) : : : : : 80.9 83.7 85.5 86.8
Euro area (18 countries) : : : : : 85.9 89.3 91.1 92
Finland 38.1 33.9 325 41.4 47.1 48.5 52.9 55.8 59.3
France 62 62.3 66.1 77 81.5 85.2 89.6 92.3 95
Germany 65.8 63.1 64.6 72.1 80.3 77.9 79.3 77.1 74.7
Greece 107.5 107.2 112.9 129.7 146 171.3 156.9 175 177.1
Hungary 64.9 65.8 71.9 78.2 80.9 81 78.5 77.3 76.9
Ireland 24.6 24.9 44.2 64.4 87.4 111.2 121.7 123.2 109.7
Italy 102.5 99.7 102.3 112.4 115.3 116.4 123.1 128.5 132.1
Latvia 10.7 9 19.8 36.9 46.8 42.7 40.9 38.2 40
Lithuania 17.9 16.8 15.5 29.3 36.3 37.2 39.8 38.8 40.9
Luxemburg 6.8 7 14.4 15.3 19.6 19.1 21.9 24 23.6
Malta 60.4 58.8 59.3 64.6 67.6 69.7 67.4 69.2 68
Netherlands 44.6 42.5 54.7 56.4 59 61.3 66.5 68.6 68.8
Poland 47.7 45 47.1 50.9 53.6 54.8 54.4 55.7 50.1
Portugal 67.2 66 68.9 80.4 96.2 111.1 125.8 129.7 130.2
Romania 12.4 12.8 134 23.6 29.9 34.2 37.3 38 39.8
Slovakia 30.5 29.6 27.9 35.6 41.1 434 52.1 54.6 53.6
Slovenia 26 22.7 21.6 345 37.9 46.5 53.7 70.3 80.9
Spain 39.7 36.3 40.2 54 60.1 69.2 84.4 92.1 97.7
Sweden 43 38.1 36.7 40.2 36.7 36.2 36.6 38.7 43.9
United Kingdom 42.7 43.7 51.9 67.1 76.4 81.8 85.8 87.3 89.4
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Table 3: General Government Balance as %GDP

Annual data (%)

2006 2007 2008 2009 2010 2011 2012 2013 2014

Austria -2.5 -1.3 -1.5 -5.3 -4.5 -2.6 -2.2 -1.3 -2.4
Belgium 0.3 0.0 -1.1 -5.5 -4.0 -4.1 -4.1 -2.9 -3.2
Bulgaria 1.8 1.1 1.6 -4.2 -3.2 -2.0 -0.7 -0.9 -2.8
Croatia -3.3 -2.5 -2.7 -5.9 -6.0 -7.5 -5.3 -5.4 -5.7
Cyprus -1.1 3.2 0.9 -5.6 -4.8 -5.8 -5.8 -4.9 -8.8
Czech Republic -2.3 -0.7 -2.1 -5.5 -4.4 -2.7 -3.9 -1.2 -2.0
Denmark 5.0 5.0 3.2 -2.8 -2.7 -2.1 -3.7 -1.1 1.2
Estonia : : : : 0.2 1.2 -0.2 -0.2 0.6
EU (28 countries) : : : : -6.4 -4.1 -3.6 -2.9 -2.4
Euro area (18 countries) : : : : -6.1 -4.5 -4.2 -3.2 -2.9
Finland 3.9 5.1 4.2 -2.5 -2.6 -1.0 -2.1 -2.5 -3.2
France -2.3 -2.5 -3.2 -7.2 -6.8 -5.1 -4.8 -4.1 -4.0
Germany -1.5 0.3 0.0 -3.0 -4.1 -0.9 0.1 0.1 0.7
Greece -6.1 -6.7 -9.9 -15.2 -11.1 -10.2 -8.7 -12.3 -3.5
Hungary -9.4 -5.1 -3.7 -4.6 -4.5 -5.5 -2.3 -2.5 -2.6
Ireland 2.8 0.2 -7.0 -13.9 -32.4 -12.7 -8.1 -5.8 -4.1
Italy -3.6 -1.5 -2.7 -5.3 -4.2 -3.5 -3.0 -2.9 -3.0
Latvia -0.6 -0.6 -4.0 -8.9 -8.2 -3.3 -0.8 -0.7 -1.4
Lithuania -0.4 -1.0 -3.3 -9.3 -6.9 -8.9 -3.1 -2.6 -0.7
Luxemburg 1.4 4.2 3.3 -0.5 -0.6 0.4 0.1 0.9 0.6
Malta -2.6 -2.3 -4.2 -3.3 -3.3 -2.6 -3.6 -2.6 -2.1
Netherlands 0.2 0.2 0.2 -5.5 -5.0 -4.3 -4.0 -2.3 -2.3
Poland -3.6 -1.9 -3.6 -7.3 -7.6 -4.9 -3.7 -4.0 -3.2
Portugal -4.3 -3.0 -3.8 -9.8 -11.2 -7.4 -5.6 -4.8 -4.5
Romania -2.2 -2.9 -5.6 -8.9 -6.6 -5.3 -2.9 -2.2 -1.5
Slovakia -3.6 -1.9 -2.4 -7.9 -7.5 -4.1 -4.2 -2.6 -2.9
Slovenia -1.3 -0.1 -1.8 -6.1 -5.7 -6.6 -4.0 -14.9 -4.9
Spain 2.2 2.0 -4.4 -11.0 -9.4 -9.4 -10.3 -6.8 -5.8
Sweden 2.2 3.3 2.0 -0.7 0.0 -0.1 -0.9 -1.4 -1.9
United Kingdom -2.9 -3.0 -5.1 -10.8 -9.6 -7.6 -8.3 -5.7 -5.7

Table 4: Share of persons at risk of poverty ("

Annual data (%)

2005 2006 2007 2008 2009 2010 2011 2012 2013

Austria 16.8 17.8 16.7 18.6 17 18.9 19.2 18.5® 18.8
Belgium 22.6 21.5 21.6 20.8 20.2 20.8 21 21.6 20.8
Bulgaria : 61.3 60.7 44.8® 46.2 49.2 49.1 49.3 48

Croatia : : : : : 31.1 32.6 32.6 29.9
Cyprus 25.3 25.4 25.2 23.3® 23.5 24.6 24.6 27.1 27.8
Czech Republic 19.6 18 15.8 15.3 14 14.4 15.3 15.4 14.6
Denmark 17.2 16.7 16.8 16.3 17.6 18.3 18.9 19 18.9
Estonia 25.9 22 22 21.8 234 21.7 23.1 23.4 23.5
EU (28 countries) : : : : : 23.7 24.3 24.7 24.5
Euro area (18 countries) 21.7 22 21.8 21.7 214 21.9 22.9 23.2 23.1
Finland 17.2 17.1 17.4 17.4 16.9 16.9 17.9 17.2 16

France 18.9 18.8 19 18.5® 18.5 19.2 19.3 19.1 18.1
Germany 18.4 20.2 20.6 20.1 20 19.7 19.9 19.6 20.3
Greece 29.4 29.3 28.3 28.1 27.6 27.7 31 34.6 35.7
Hungary 32.1 314 29.4 28.2 29.6 29.9 31 324 33.5
Ireland 25 23.3 23.1 23.7 25.7 27.3 29.4 30 29.5

Italy 25 25.9 26 25.3 24.7 24.5 28.2 29.9 28.4
Latvia 46.3 42.2 35.1 34.20 37.9 38.2 40.1 36.2 35.1®
Lithuania 41 35.9 28.7 27.6 29.6 34 33.1 32.5 30.8
Luxemburg 17.3 16.5 15.9 15.5 17.8 17.1 16.8 18.4 19

Malta 20.5 19.5 19.7 20.1 20.3 21.2 22.1 23.1 24

Netherlands 16.7 16 15.7 14.9 15.1 15.1 15.7 15 15.9
Poland 45.3 39.5 34.4 30.5® 27.8 27.8 27.2 26.7 25.8
Portugal 26.1 25 25 26 24.9 25.3 24.4 25.3 27.5

Romania : : 45.9 44.2 43.1 41.4 40.3 41.7 40.4
Slovakia 32 26.7 21.3 20.6 19.6 20.6 20.6 20.5 19.8®
Slovenia 18.5 17.1 17.1 18.5 17.1 18.3 19.3 19.6 20.4
Spain 24.3 24 23.3 24.5 24.5 26.7 27.7 27.2 27.3

Sweden 14.4 16.3 13.9 14.9 15.9 15 16.1 15.6 16.4
United Kingdom 24.8 23.7 22.6 23.2 22 23.2 22.7 24.1® 24.8

b=break in time series, p=provisional
(*) For the exact definition see the link below:
http://ec.europa.eu/eurostat/statistics-explained/index.php/Thematic glossaries
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Table 5: Harmonised Consumer Price Index

Annual data (%) January — June (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 | 2014/13 2015/14
Austria 3.6 2.6 2.1 1.5 2.4 1.5 0.8 -0.9 -0.8
Belgium 3.4 2.6 1.2 0.5 1.2 0.9 0.2 -0.3 -0.8
Bulgaria 3.4 2.4 0.4 -1.6 1.6 -1.7 -1.2 -3.3 0.6
Croatia 2.2 3.4 2.3 0.2 3.3 0.2 -0.2 -3.1 -0.3
Cyprus 3.5 3.1 0.4 -0.3 1.0 -0.7 -1.4 -1.7 -0.7
Czech Republic 2.1 3.5 1.4 0.4 1.6 0.3 0.3 -1.3 0.1
Denmark 2.7 2.4 0.5 0.3 0.7 0.4 0.2 -0.3 -0.2
Estonia 5.1 4.2 3.2 0.5 3.8 0.9 0.1 -2.9 -0.8
EU (28 countries) 3.1 2.6 1.5 0.6 1.6 0.6 -0.1 -1.0 -0.7
Euro area (18 countries) 2.7 2.5 1.3 0.4 1.8 0.7 -0.1 -1.1 -0.8
Finland 3.3 3.2 2.2 1.2 2.5 1.3 0.0 -1.1 -1.3
France 2.3 2.2 1.0 0.6 1.1 0.8 0.0 -0.3 -0.8
Germany 2.5 2.1 1.6 0.8 1.7 1.0 0.1 -0.7 -0.8
Greece 3.1 1.0 -0.9 -1.4 -0.2 -1.5 -1.8 -1.3 -0.3
Hungary 3.9 5.7 1.7 0.0 2.3 0.2 -0.3 -2.1 -0.4
Ireland 1.2 1.9 0.5 0.3 0.8 0.3 -0.1 -0.5 -0.4
Italy 2.9 3.3 1.3 0.2 1.7 0.4 0.0 -1.3 -0.4
Latvia 4.2 2.3 0.0 0.7 1.8 0.3 -0.8 -1.5 -1.1
Lithuania 4.1 3.2 1.2 0.2 0.1 0.6 0.4 0.5 -0.2
Luxemburg 3.7 2.9 1.7 0.7 2.0 1.1 -0.1 -0.9 -1.2
Malta 2.5 3.2 1.0 0.8 1.4 0.9 0.9 -0.4 0.0
Netherlands 2.5 2.8 2.6 0.3 3.1 0.4 0.0 -2.7 -0.4
Poland 3.9 3.7 0.8 0.1 0.9 0.5 -0.9 -0.4 -1.4
Portugal 3.6 2.8 0.4 -0.2 0.6 -0.2 0.4 -0.8 0.5
Romania 5.8 3.4 3.2 1.4 4.6 1.3 0.4 -3.3 -0.8
Slovakia 4.1 3.7 1.5 -0.1 2.2 0.7 -0.7 -1.5 -1.4
Slovenia 2.1 2.8 1.9 0.4 2.0 -0.1 -0.3 -2.1 -0.2
Spain 3.1 2.4 1.5 -0.2 2.3 0.1 -0.7 -2.2 -0.9
Sweden 1.4 0.9 0.4 0.2 0.4 0.1 0.6 -0.3 0.4
United Kingdom 4.5 2.8 2.6 1.5 2.7 1.7 0.0 -1.0 -1.7

Table 6: GDP per capita (in PPS, EU-28=100)

Annual data (%)

2006 2007 2008 2009 2010 2011 2012 2013 2014

Austria 126 124 124 126 126 128 129 128 128
Belgium 118 116 116 118 120 120 120 119 119
Bulgaria 38 40 43 44 43 44 45 45 45
Croatia 60 62 65 63 60 60 61 61 59
Cyprus 93 94 99 100 102 96 94 89 85
Czech Republic 80 83 81 82 81 83 82 82 84
Denmark 124 122 124 123 126 126 125 124 124
Estonia 66 70 69 64 63 68 71 73 73
EU (28 countries) 100 100 100 100 100 100 100 100 100
Euro area (18 countries) 109 109 108 108 109 108 108 107 107
Finland 114 117 119 114 115 117 116 113 110
France 108 108 107 109 108 108 107 107 107
Germany 115 115 116 115 119 122 123 122 124
Greece 92 90 93 95 87 77 74 73 72
Hungary 63 61 64 65 66 65 65 66 68
Ireland 145 146 131 128 129 130 130 130 132
Italy 105 104 104 104 104 103 101 99 97
Latvia 53 57 58 54 55 57 60 64 64
Lithuania 58 62 64 58 60 65 69 73 74
Luxemburg 270 274 263 252 254 265 264 258 263
Malta 79 78 81 84 87 84 85 86 85
Netherlands 131 132 134 132 135 135 133 131 130
Poland 52 54 56 60 62 64 66 67 68
Portugal 79 79 78 80 80 78 76 78 78
Romania 39® 43 49 50 50 51 53 54 54
Slovakia 63 68 72 73 74 73 74 75 76
Slovenia 88 88 91 86 84 83 82 82 83
Spain 105 105 103 103 98 95 94 94 93
Sweden 123 125 124 120 126 127 126 127 124
United Kingdom 122 118 114 112 108 106 107 109 108

b=break in time series, p=provisional, f=forecast
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Table 7: Labour productivity per person employed (GDP in PPS per hour

worked, EU-28=100)

Annual data

2005 2006 2007 2008 2009 2010 2011 2012 2013
Austria 118.5 119.2 117.1 116.5 116.3 115.1 115.6 115 113.5
Belgium 130.6 129.3 127.7 126.9 127.9 129.8 128.6 128.6 127.4
Bulgaria 35.8 36.4 37.5 39.7 39.7 40.9 43 44,5 43.4
Croatia 74.7 73.7 77.3 78.3 76.3 75.2 77.2 80.4 80.2
Cyprus 83 84.2 85.3 90.9 92.3 91 89.9 92.6 91.9
Czech Republic 73.1 74 76.3 74.1 75.9 74.3 74.6 73.9 72
Denmark 107.3 107.1 104.8 105.9 106.9 112.9 111.5 112.2 111.1
Estonia 60.9 62.4 66.7 65.7 66.1 69.7 69.7 70.2 70
EU (28 countries) 100 100 100 100 100 100 100 100 100
Euro area (18 countries) 108.4 108.3 108.4 108.6 108.7 108.7 108.7 108.7 108.7
Finland 111.3 110.7 113.6 113.3 110.2 109.4 109.7 109.1 107.2
France 116.5 115.4 115.6 115.3 117.3 116.7 116.7 116.3 116.1
Germany 108.7 108.8 108.4 107.9 104.3 106.8 108.2 107.1 107.1
Greece 96 97.2 95.5 97.6®  98.3® 93® 89.9%) 91.8®) 92.8®
Hungary 67.7 67.8 66.6 70.6 724 71.7 72.6 71.2 70.7
Ireland 135.6 135.6 136.5 127.1 133® 137.9®)  141.2® 1419 1356®
Italy 112.1 111.2 111.6 112.9 112.6 111.6 110.4 109.4 108.9
Latvia 47.9 48.9 54 55.1 57.3 60.8 63.8 66.3 67
Lithuania 55 56.8 59.6 62 58 68.2 72.3 74.1 74.7
Luxemburg 170.3 179.6 180 168.4 159.5 164.2 165.5 162.8 164.1
Malta 94.6 93.2 92.3 94.4 97.2 97.9 94.6 93.1 91.9
Netherlands 114.6 114.5 114.5 115.4 112.7 110.7 110 108.5 108.9
Poland 61.8 61.2 62.2 62.4 65.5 70.1 72 73.7 74.4
Portugal 73 73.2 74 73.5 76.1 76.7 745  76.1®  76.8P
Romania 36.2 39.8 43.4 49.1 49.4 49.7 50.5 51.1 51.7
Slovakia 68.8 71.7 76.4 79.8 80 82.4 81.6 82.1 82.7
Slovenia 83.3 83.4 83.2 83.7 80.1 79.5 81.1 80.9 81.2
Spain 101.5 102.8 103.1 104.3 109.4 106.6 106.2 109.7 111.4
Sweden 112.1 113.1 114.9 114.3 112.2 114.2 114.1 114.4 114.6
United Kingdom 115.1 114.5 111.9 109 107 102.5 100.3 99.3 99.5

b=break in time series, p=provisional, f=forecast, e=estimated

Table 8: Employment rate of workers

aged 20-64("

Annual data (%) 1st quarter (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 | 2014/13 2015/14
Austria 74.2 74.4 74.6 74.2 73.7 73.2 734 -0.5 0.2
Belgium 67.3 67.2 67.2 67.3 66.7 67.0 67.4 0.3 0.4
Bulgaria 62.9 63.0 63.5 65.1 61.7 63.0 65.0 1.3 2.0
Croatia 59.8 58.1 57.2 59.2 55.4 57.1 58.5 1.7 1.4
Cyprus 73.4 70.2 67.2 67.6 67.4 66.3 67.2 -1.1 0.9
Czech Republic 70.9 71.5 72.5 73.5 71.6 72.7 74.0 1.1 1.3
Denmark 75.7 75.4 75.6 75.9 75.0 74.4 75.9 -0.6 1.5
Estonia 70.6 72.2 73.3 74.3 72.2 72.4 74.4 0.2 2.0
EU (28 countries) 68.6 68.4 68.4 69.2 67.7 68.3 69.1 0.6 0.8
Euro area (18 countries) 68.4 68.0 67.7 68.1 67.1 67.3 68.0 0.2 0.7
Finland 73.8 74.0 73.3 73.1 72.3 72.0 71.8 -0.3 -0.2
France 69.3 69.4 69.5 69.4 68.9 69.0 68.9 0.1 -0.1
Germany 76.5 76.9 77.3 77.7 76.6 77.1 77.6 0.5 0.5
Greece 59.6 55.0 52.9 53.3 52.6 525 53.1 -0.1 0.6
Hungary 60.4 61.6 63.0 66.7 60.9 65.6 67.3 4.7 1.7
Ireland 63.8 63.7 65.5 67.0 64.3 66.0 67.7 1.7 1.7
Italy 61.0 60.9 59.7 59.9 59.6 59.3 59.7 -0.3 0.4
Latvia 66.3 68.1 69.7 70.7 68.8 70.4 71.5 1.6 1.1
Lithuania 66.9 68.5 69.9 71.8 68.5 70.3 72.2 1.8 1.9
Luxemburg 70.1 71.4 71.1 72.1 70.7 71.5 71.1 0.8 -0.4
Malta 61.6 63.1 64.8 66.3 64.0 65.8 66.1 1.8 0.3
Netherlands 76.4 76.6 75.9 75.4 75.9 74.8 76.0 -1.1 1.2
Poland 64.5 64.7 64.9 66.5 63.6 65.1 66.7 1.5 1.6
Portugal 68.8 66.3 65.4 67.6 64.1 66.5 67.9 2.4 1.4
Romania 63.8 64.8 64.7 65.7 63.2 64.2 63.7 1.0 -0.5
Slovakia 65.0 65.1 65.0 65.9 64.9 65.1 66.8 0.2 1.7
Slovenia 68.4 68.3 67.2 67.8 66.4 66.4 67.5 0.0 1.1
Spain 62.0 59.6 58.6 59.9 58.0 58.5 60.5 0.5 2.0
Sweden 79.4 79.4 79.8 80.0 78.7 78.8 79.2 0.1 0.4
United Kingdom 73.5 74.1 74.8 76.2 74.3 75.6 76.5 1.3 0.9

(*) % employed persons aged 20-64 as a share of the total population of the same

aged group
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Table 9: Employment rate of workers aged 55-64("
Annual data (%) 1%t quarter (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 2014/13 2015/14

Austria 39.9 41.6 43.8 45.1 42.1 43.5 45.1 1.4 1.6
Belgium 38.7 39.5 41.7 42.7 40.5 41.0 42.9 0.5 1.9
Bulgaria 44.6 45.7 47.4 50.0 45.5 47.9 50.2 2.4 2.3
Croatia 38.2 37.5 37.8 36.2 36.5 34.8 37.5 -1.7 2.7
Cyprus 54.8 50.7 49.6 46.9 50.4 45.2 46.7 -5.2 1.5
Czech Republic 47.7 49.3 51.6 54.0 50.3 52.7 54.5 2.4 1.8
Denmark 59.5 60.8 61.7 63.2 60.4 61.5 64.4 1.1 2.9
Estonia 57.5 60.5 62.6 64.0 62.9 59.5 61.8 -3.4 2.3
EU (28 countries) 47.2 48.7 50.1 51.8 48.9 50.8 52.2 1.9 1.4
Euro area (18 countries) 47.0 48.5 49.9 51.6 | 489 50.6 52.3 1.7 1.7
Finland 57.0 58.2 58.5 59.1 57.6 58.7 59.2 1.1 0.5
France 41.5 44.5 45.6 46.9 45.1 46.0 48.0 0.9 2.0
Germany 60.0 61.6 63.6 65.6 62.3 64.8 65.3 2.5 0.5
Greece 39.5 36.5 35.6 34.0 353 34.7 33.0 -0.6 -1.7
Hungary 35.3 36.1 37.9 41.7 36.3 40.2 43.0 3.9 2.8
Ireland 50.0 49.3 51.3 53.0 50.2 52.4 54.3 2.2 1.9
Italy 37.8 40.3 42.7 46.2 40.9 44.9 47.5 4.0 2.6
Latvia 50.5 52.8 54.8 56.4 53.2 56.0 58.7 2.8 2.7
Lithuania 50.2 51.7 53.4 56.2 52.4 55.1 58.7 2.7 3.6
Luxemburg 39.3 41.0 40.5 42.5 40.3 40.4 42.1 0.1 1.7
Malta 33.2 34.7 36.3 37.7 35.6 37.3 37.2 1.7 -0.1
Netherlands 55.2 57.6 59.2 59.9 58.3 59.0 61.1 0.7 2.1
Poland 36.9 38.7 40.6 42.5 39.0 41.1 42.9 2.1 1.8
Portugal 47.8 46.5 46.9 47.8 45.6 47.6 48.6 2.0 1.0
Romania 39.9 41.6 41.8 43.1 39.8 41.6 38.4 1.8 -3.2
Slovakia 41.3 43.1 44.0 44.8 44.3 42.8 45.9 -1.5 3.1
Slovenia 31.2 32.9 33.5 35.4 32.0 33.0 353 1.0 2.3
Spain 44,5 43.9 43.2 44.3 42.6 43.3 45.9 0.7 2.6
Sweden 72.0 73.0 73.6 74.0 72.7 73.5 74.1 0.8 0.6
United Kingdom 56.7 58.1 59.8 61.0 58.7 60.8 61.6 2.1 0.8

(*)% employed persons aged 55-64 as a share of the total population of the same

aged group

Table 10: Employment growth (persons aged at least 15)

Annual data (%) 1%t quarter (%) Change (%)
2012 2013 2014 2013 2014 2015 | 2014/13 2015/14
Austria 1.2 0.7 0.8 0.4 1.2 0.7 0.8 -0.5
Belgium 0.3 -0.3 0.4 -0.2 0.1 0.6 0.3 0.5
Bulgaria -2.5 -0.4 0.4 -1.7 0.3 0.8 2.0 0.5
Croatia -3.6 -2.6 2.7 -4.4 2.6 2.2 7.0 -0.4
Cyprus -4.2 -5.2 -1.9 -4.8 =557/ 0.0 1.1 3.7
Czech Republic 0.4 0.4 0.4 0.5 0.5 1.1 0.0 0.6
Denmark -0.3 0.0 0.7 -0.5 0.7 0.8 1.2 0.1
Estonia 1.7 1.2 0.8 1.9 -1.1 3.6 -3.0 4.7
EU (28 countries) -0.5 -0.7 0.6 -0.9 0.2 0.8 1.1 0.6
Euro area (18 countries) -0.4 -0.3 1.0 -0.5 0.7 1.1 1.2 0.4
Finland 0.9 -1.5 -0.4 -1.1 -0.9 0.0 0.2 0.9
France 0.3 0.0 0.3 0.0 0.3 0.0 0.3 -0.3
Germany 1.1 0.6 0.8 0.6 0.7 0.7 0.1 0.0
Greece -7.8 -3.8 0.7 -6.2 -0.5 0.7 5.7 1.2
Hungary 0.1 0.9 3.1 0.4 3.3 3.4 2.9 0.1

Ireland -0.6 2.4 1.7 : : : :
Italy -0.3 -1.8 0.1 -1.5 -0.5 0.3 1.0 0.8
Latvia 1.4 2.3 -1.3 3.9 0.1 0.0 -3.8 -0.1
Lithuania 1.8 1.3 2.0 1.2 2.3 1.7 1.1 -0.6

Luxemburg 2.4 2.0 2.3 1.9 2.2 3 0.3 :
Malta 2.3 4.2 4.5 3.0 4.4 2.7 1.4 -1.7
Netherlands -0.2 -0.9 -0.2 -1.1 -0.8 0.6 0.3 1.4
Poland 0.1 -0.1 1.7 -0.5 1.7 1.6 2.2 -0.1
Portugal -4.1 -2.9 1.4 -5.4 1.5 1.4 6.9 -0.1
Romania -4.8 -0.6 0.8 -0.3 0.6 1.0 0.9 0.4
Slovakia 0.1 -0.8 1.4 -1.0 0.6 1.8 1.6 1.2
Slovenia -0.8 -1.5 0.7 -2.1 0.3 1.0 2.4 0.7
Spain -3.7 -2.6 1.3 -3.6 -0.2 2.9 3.4 3.1
Sweden 0.7 1.0 1.4 0.7 0.9 1.8 0.2 0.9
United Kingdom 1.1 1.2 2.3 1.3 2.3 1.9 1.0 -0.4
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Table 11: Unemployment rate — Total po

pulation

Annual data (%) 1°* quarter (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 | 2014/13 2015/14
Austria 4.6 4.9 5.4 4.6 5.4 5.6 5.5 0.2 -0.1
Belgium 7.2 7.6 8.4 72| 83 8.4 8.7 0.1 0.3
Bulgaria 11.3 12.3 13.0 11.3 | 13.0 12.3 9.9 -0.7 -2.4
Croatia 84 107 12.1 12.7 | 17.0 17.4 17.1 0.4 -0.3
Cyprus 13.7 16.0 17.3 17.3 14.6 15.7 16.3 1.1 0.6
Czech Republic 7.8 8.0 8.0 79| 7.2 6.6 5.9 -0.6 -0.7
Denmark 7.6 7.5 7.0 76| 7.2 6.8 6.2 -0.4 -0.6
Estonia 12.3 10.0 8.6 74| 9.1 7.9 6.2 -1.2 -1.7
EU (28 countries) 6.7 7.0 7.0 6.1 | 10.9 10.5 9.7 -0.4 -0.8
Euro area (18 countries) 9.7 10.5 10.9 10.2 | 12.0 11.8 11.2 -0.2 -0.6
Finland 7.8 7.7 8.2 87| 8.1 8.4 9.2 0.3 0.8
France 9.2 9.8 10.3 9.2 | 10.3 10.1 10.3 -0.2 0.2
Germany 5.8 5.4 5.2 5.8 5.4 5.1 4.8 -0.3 -0.3
Greece 179 245 275 265 269 27.1 25.9 0.2 -1.2
Hungary 5.0 5.8 7.3 74| 109 7.9 7.4 -3.0 -0.5
Ireland 8.1 7.9 7.6 6.1 | 13.7 12.1 10.0 -1.6 -2.1
Italy 214 248 261 245 | 11.8 12.7 12.4 0.9 -0.3
Latvia 7.9 11.9 15.9 16.1 12.6 11.6 9.9 -1.0 -1.7
Lithuania 16.2 15.0 11.9 10.8 12.4 11.3 9.2 -1.1 -2.1
Luxemburg 154 134 11.8 10.7 5.6 6.0 5.8 0.4 -0.2
Malta 4.8 5.1 5.9 59| 6.3 6.0 5.9 -0.3 -0.1
Netherlands 6.4 6.3 6.4 5.9 6.8 7.8 7.1 1.0 -0.7
Poland 11.0 11.0 10.2 7.7 | 10.6 9.8 8.0 -0.8 -1.8
Portugal 9.7 10.1 10.3 9.0 | 17.3 14.9 13.5 -2.4 -1.4
Romania 12.9 15.8 164 141 7.0 7.0 6.9 0.0 -0.1
Slovakia 7.2 6.8 7.1 6.8 | 14.2 13.8 12.1 -0.4 -1.7
Slovenia 13.7 14.0 14.2 13.2 | 10.3 10.1 9.2 -0.2 -0.9
Spain 14.7 14.7 13.1 113 | 26.2 25.3 23.1 -0.9 -2.2
Sweden 8.2 8.9 10.1 9.7 | 8.1 8.1 7.8 0.0 -0.3
United Kingdom 10.1 11.4 12.0 11.6 7.8 6.7 5.5 -1.1 -1.2
Table 12: Unemployment rate - Male
Annual data (%) 1% quarter (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 | 2014/13 2015/14

Austria 4.6 5.0 5.4 5.9 5.6 5.7 5.8 0.1 0.1
Belgium 7.1 7.7 8.7 9.0 8.6 9.0 9.2 0.4 0.2
Bulgaria 12.3 13.5 13.9 12.3 14.2 13.1 10.5 -1.1 -2.6
Croatia 7.5 9.8 11.5 11.9 17.1 16.3 17.2 -0.8 0.9
Cyprus 13.7 16.0 17.7 16.5 14.9 16.3 16.7 1.4 0.4
Czech Republic 7.8 8.2 8.2 8.2 6.3 5.5 5.0 -0.8 -0.5
Denmark 7.7 7.5 6.7 6.4 6.9 6.3 6.1 -0.6 -0.2
Estonia 13.1 10.9 9.1 7.9 9.5 8.2 6.4 -1.3 -1.8
EU (28 countries) 5.8 6.0 5.9 5.1 10.9 10.5 9.7 -0.4 -0.8
Euro area (18 countries) 9.6 10.4 10.8 10.1 11.9 11.7 11.1 -0.2 -0.6
Finland 8.4 8.3 8.8 9.3 8.8 9.0 9.7 0.2 0.7
France 8.8 9.8 10.3 10.5 10.4 10.4 10.7 0.0 0.3
Germany 6.1 5.6 5.5 5.3 5.6 5.3 5.1 -0.3 -0.2
Greece 15.2 21.6 24.5 23.7 24.2 24.4 22.8 0.2 -1.6
Hungary 4.6 5.5 7.2 7.2 11.2 7.6 7.3 -3.6 -0.3
Ireland 8.7 8.4 8.0 6.4 15.9 13.8 11.5 -2.1 -2.3
Italy 21.1 246 25,6 23.6 11.0 12.0 11.9 1.0 -0.1
Latvia 8.1 12.6 16.6 17.1 13.9 13.1 10.3 -0.8 -2.8
Lithuania 18.6 16.2 12.6 11.8 13.9 12.7 10.1 -1.2 -2.6
Luxemburg 17.9 15.2 13.1 12.2 5.2 5.9 5.5 0.7 -0.4
Malta 3.9 4.5 5.6 5.9 6.1 6.3 6.1 0.2 -0.2
Netherlands 6.0 5.7 6.5 6.2 6.7 7.6 6.8 0.9 -0.8
Poland 11.1 11.3 10.2 7.6 9.8 9.3 7.6 -0.5 -1.7
Portugal 9.0 9.4 9.7 8.5 17.5 14.8 129 -2.7 -1.9
Romania 12.6 15.9 16.3 13.8 7.5 7.6 7.5 0.1 -0.1
Slovakia 7.7 7.4 7.7 7.3 13.7 13.8 11.3 0.1 -2.5
Slovenia 13.7 13.5 14.0 12.8 9.5 9.3 8.4 -0.2 -0.9
Spain 17.8 17.7 15.0 12.9 25.8 24.6 22.0 -1.2 -2.6
Sweden 8.2 8.4 9.5 9.0 8.3 8.3 7.9 0.0 -0.4
United Kingdom 9.9 11.2 11.9 11.5 8.2 7.0 5.7 -1.2 -1.3
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Table 13: Unemployment rate - Female

Annual data (%) 1%t quarter (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 2014/13 2015/14

Austria 4.6 4.8 5.3 5.4 5.1 5.6 5.2 0.5 -0.4
Belgium 7.2 7.4 8.2 7.9 8.0 7.7 8.1 -0.3 0.4
Bulgaria 10.1 10.8 11.8 10.4 11.6 11.5 9.2 -0.1 -2.3
Croatia 9.5 11.8 13.1 13.8 16.9 18.6 16.9 1.7 -1.7
Cyprus 13.8 16.1 16.8 18.3 14.3 15.0 15.9 0.7 0.9
Czech Republic 7.7 7.7 7.9 7.7 8.4 7.9 6.9 -0.5 -1.0
Denmark 7.5 7.5 7.3 6.8 7.5 7.3 6.3 -0.2 -1.0
Estonia 11.6 9.1 8.2 6.8 8.8 7.7 6.0 -1.1 -1.7
EU (28 countries) 7.9 8.2 8.3 7.4 11.0 10.6 9.9 -0.4 -0.7
Euro area (18 countries) 9.8 10.5 10.9 10.3 12.2 11.9 11.4 -0.3 -0.5
Finland 7.1 7.1 7.5 8.0 7.3 7.8 8.6 0.5 0.8
France 9.5 9.8 10.2 10.1 10.2 9.9 10.0 -0.3 0.1
Germany 5.6 5.2 4.9 4.6 5.1 4.8 4.5 -0.3 -0.3
Greece 21.5 28.2 314 30.2 30.5 30.7 29.8 0.2 -0.9
Hungary 5.4 6.2 7.3 7.8 10.4 8.3 7.5 -2.1 -0.8
Ireland 7.4 7.4 7.1 5.8 11.1 10.1 8.2 -1.0 -1.9
Italy 21.8 25.1 26.7 25.4 129 13.5 13.1 0.6 -0.4
Latvia 7.7 11.1 15.2 15.1 114 10.2 9.4 -1.2 -0.8
Lithuania 13.8 14.0 11.1 9.8 10.9 9.9 8.3 -1.0 -1.6
Luxemburg 129 11.6 10.5 9.2 6.1 6.1 6.2 0.0 0.1
Malta 6.0 5.8 6.2 6.0 6.7 5.6 5.6 -1.1 0.0
Netherlands 7.1 7.3 6.3 5.4 6.8 8.0 7.5 1.2 -0.5
Poland 11.0 10.6 10.1 7.9 11.4 10.4 8.4 -1.0 -2.0
Portugal 10.4 10.9 11.1 9.6 17.1 14.9 14.1 -2.2 -0.8
Romania 13.2 15.6 16.6 14.5 6.3 6.2 6.0 -0.1 -0.2
Slovakia 6.5 6.1 6.3 6.1 14.9 13.7 13.2 -1.2 -0.5
Slovenia 13.7 14.5 14.5 13.6 11.1 11.0 10.2 -0.1 -0.8
Spain 10.8 11.0 10.7 9.4 26.7 26.0 24.5 -0.7 -1.5
Sweden 8.2 9.4 10.9 10.6 7.9 7.8 7.6 -0.1 -0.2
United Kingdom 10.4 11.5 12.1 11.8 7.3 6.4 5.3 -0.9 -1.1
Table 14: Long term unemployment rate!™

Annual data (%) 1%t quarter (%) change (%)

2011 2012 2013 2014 | 2013 2014 2015 2014/13 2015/14

Austria 26.3 24.9 24.6 27.2 21.1 26.1 27.3 5 1.2
Belgium 48.3 44.7 46.1 49.9 45.5 47.2 52.3 1.7 5.1
Bulgaria 55.7 55.2 57.3 60.4 54.9 58.6 59.1 3.7 0.5
Croatia 61.3 63.7 63.6 58.4 61.1 53.1 59.7 -8 6.6
Cyprus 20.8 30.1 38.3 47.7 34.7 44.3 43.1 9.6 -1.2
Czech Republic 40.6 434 434 435 43.3 41.1 45.7 -2.2 4.6
Denmark 24.4 28.0 25.5 25.2 24.7 28.0 27.3 3.3 -0.7
Estonia 57.3 54.7 44.5 45.3 45.9 43.7 42.2 -2.2 -1.5
EU (28 countries) 43.0 44.5 47.3 49.5 45.3 48.5 48.2 3.2 -0.3
Euro area (18 countries) 45.2 46.5 49.8 52.6 47.5 51.4 51.1 3.9 -0.3
Finland 22.2 21.4 20.7 22.4 20.6 20.8 23.1 0.2 2.3
France 41.5 40.4 40.5 42.8 37.9 41.7 41.8 3.8 0.1
Germany 47.9 454  44.7 44.3 42.6 44.0 43.1 1.4 -0.9
Greece 49.3 59.1 67.1 73.5 63.6 71.4 71.6 7.8 0.2
Hungary 47.6 45.3 48.6 47.5 42.8 49.3 43.1 6.5 -6.2
Ireland 59.3 61.7 60.6 59.2 62.4 61.4 60.7 -1 -0.7
Italy 52.0 53.2 56.9 61.4 55.4 59.1 57.7 3.7 -1.4
Latvia 54.5 52.1 48.6 43.0 53.8 43.6 43.7 -10.2 0.1
Lithuania 52.1 49.2 42.9 44.7 45.3 41.6 42.2 -3.7 0.6
Luxemburg 28.8 30.3 30.4 27.4 34.8 23.4 25.5 -11.4 2.1
Malta 47.3 48.5 45.7 46.8 51.2 47.1 47.4 -4.1 0.3
Netherlands 33.2 33.7 35.8 40.0 33.1 37.8 43.5 4.7 5.7
Poland 37.2 40.3 42.5 42.7 39.8 42.8 40.3 3 -2.5
Portugal 48.4 48.8 56.4 59.6 52.8 57.0 57.2 4.2 0.2
Romania 41.0 44.2 45.2 41.1 42.9 39.1 43.0 -3.8 3.9
Slovakia 67.9 67.3 70.2 70.2 67.8 72.0 65.0 4.2 -7
Slovenia 44.2 47.9 51.0 54.5 46.9 52.8 50.6 5.9 -2.2
Spain 41.6 44.4 49.7 52.8 47.1 52.3 52.3 5.2 0
Sweden 19.6 18.9 18.5 18.9 18.7 18.1 19.3 -0.6 1.2
United Kingdom 33.5 34.7 36.2 35.8 36.2 37.4 32.7 1.2 -4.7

(*) % long term unemployed (12 months and more) as a percentage of the total unemployed
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Table 15: Unemployment rate of persons aged 15-24

Annual data (%) 15t quarter (%) Change (%)
2011 2012 2013 2014 | 2013 2014 2015 2014/13 2015/14

Austria 8.9 9.4 9.7 10.3 9.3 10.9 9.1 1.6 -1.8
Belgium 18.7 19.8 23.7 23.2 22.5 23.5 21.1 1 -2.4
Bulgaria 25.0 28.1 28.4 23.8 28.1 26.1 21.6 -2 -4.5
Croatia 36.7 42.1 50.0 45.5 52.5 45.1 43.6 -7.4 -1.5
Cyprus 22.4 27.7 38.9 36.0 35.6 37.2 34.4 1.6 -2.8
Czech Republic 18.1 19.5 18.9 15.9 19.4 16.9 144 -2.5 -2.5
Denmark 14.2 14.1 13.0 12.6 13.0 13.6 10.5 0.6 -3.1
Estonia 22.4 20.9 18.7 15.0 20.0 17.4 12.5 -2.6 -4.9
EU (28 countries) 21.7 23.3 23.7 22.2 23.8 23.0 20.9 -0.8 -2.1
Euro area (18 countries)  21.2 23.5 24.4 23.8 24.5 24.2 22.7 -0.3 -1.5
Finland 20.1 19.0 19.9 20.5 19.8 20.1 22.1 0.3 2
France 22.6 24.4 24.8 24.0 25.5 23.5 24.7 -2 1.2
Germany 8.5 8.0 7.8 7.7 7.7 7.9 7.2 0.2 -0.7
Greece 44.7 55.3 58.3 52.4 59.9 56.7 51.8 -3.2 -4.9
Hungary 26.0 28.2 26.6 20.4 28.2 21.0 19.1 -7.2 -1.9
Ireland 29.1 30.4 26.8 23.9 27.6 26.0 22.0 -1.6 -4
Italy 29.2 35.3 40.0 42.7 39.0 43.4 41.9 4.4 -1.5
Latvia 31.0 28.5 23.2 19.6 23.5 20.5 15.7 -3 -4.8
Lithuania 32.6 26.7 21.9 19.3 23.3 20.6 17.2 -2.7 -3.4
Luxemburg 16.4 18.0 16.9 22.0 18.5 18.1 20.4 -0.4 2.3
Malta 13.3 14.1 13.0 11.8 133 13.0 10.8 -0.3 -2.2
Netherlands 10.0 11.7 13.2 12.7 12.5 13.6 11.2 1.1 -2.4
Poland 25.8 26.5 27.3 23.9 27.5 25.6 21.7 -1.9 -3.9
Portugal 30.2 38.0 38.1 34.7 40.7 36.1 33.2 -4.6 -2.9
Romania 23.9 22.6 23.7 24.0 23.3 24.7 23.3 1.4 -1.4
Slovakia 33.7 34.0 33.7 29.7 34.2 31.9 26.2 -2.3 -5.7
Slovenia 15.7 20.6 21.6 20.2 21.0 21.3 17.0 0.3 -4.3
Spain 46.2 52.9 55.5 53.2 55.4 54.2 50.2 -1.2 -4
Sweden 22.8 23.7 23.6 22.9 24.2 23.3 21.4 -0.9 -1.9
United Kingdom 21.3 21.2 20.7 16.9 20.6 18.8 15.7 -1.8 -3.1
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