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FOREWORD

This is the fourth IOBE bulletin on the Greek economy for 2016. The negotiations for the
second review of the third economic adjustment programme and the short-term debt relief
measures are still ongoing. The entry of Greece in the quantitative easing programme of the
ECB depends on their outcome. As every IOBE quarterly bulletin, this report contains four
chapters and an appendix with key structural indicators. Before that, the bulletin starts
with an analysis of the current politico-economic situation and the terms and conditions for
the return of the Greek economy to a path of recovery and growth. The rest 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 third quarter of 2016 and its outlook for the rest of the year and in 2017, based
on the latest report of the International Monetary Fund and data from other international
organisations; b) an outline of the economic climate in Greece in the fourth quarter of
2016, based on data from the latest IOBE business surveys; ¢) an analysis of the execution
of the State Budget until November 2016 and an overview of the key figures in the 2017
Budget.

Chapter three focuses on the performance of the Greek economy in the first nine months
of 2016. It includes an analysis of: the macroeconomic environment during that period
and its projected trends for the rest of 2016 and in 2017; the developments in key pro-
duction sectors in the first nine months of 2016; the export performance of the Greek
economy in the first ten months of 2016; the developments in the labour market in the
third quarter of 2016; the trends in inflation in 2016 overall; and, finally, the trends in the
balance of payments between January and November of 2016. Chapter four presents
the findings of two IOBE studies on the impact of the new hikes in the taxation of fuel and
tobacco products.

The report is based on data that were available up to 16/01/2017. IOBE's next quarterly
bulletin on the Greek economy will be published in late April 2017.






IOBE “The Greek Economy” vol. 04/16

ECONOMIC RECOVERY AND SUSTAINABLE GROWTH

On the face of it, the short-term trend in incomes (is GDP increasing and unemployment
falling and by how much?) determines the success of economic policy. However, economic
policy should fundamentally create the conditions for sustainable economic growth over the
medium term. There are many ways to have immediate superficial benefit but with a subse-
quent delayed real cost, as the economic policy in many countries has shown over the years.
Excessive borrowing can fuel current demand, but create a burden for the following genera-
tions. Excessive taxation could allow additional public spending and transfer payments in the
short-run, yet it distorts the production structure of the economy. A centralised allocation of
resources without a concern for the functioning of the underlying institutions, is ultimately
harmful for investment and employment.

The Greek economy is expected to show a very modest recovery in the short-run in the
current year. The key issue, however, is to set the country on a path of sustainable and
robust growth. From this perspective, there is still a lot to be done. What are the main
features of the current recovery? The delay in the ongoing review and negotiations and, as
a result, in the improvement of the credit and investment conditions puts into serious doubt
the achievement of the ambitious target for growth by nearly 3% in the current year. Nev-
ertheless, the economy is likely to expand by about 1.5% to 2.0% under the current condi-
tions, which, in any event, is not a negligible rate. Several functions of the economy are
gradually recovering from the shock of the summer of 2015, returning closer to normality.
Thus, as the starting point is quite low, the recovery should not come as a surprise. In
addition, reforms in the labour and product markets have a positive, albeit delayed, contri-
bution. Furthermore, the more intensive and extensive use of electronic means of payment
stimulates GDP and tax revenues, reducing correspondingly the unrecorded activity. How-
ever, this positive reaction of the economy should not be misinterpreted as guaranteeing a
course of sustainable growth over the medium term.

Let us put the current conditions into perspective. After the deep recession that has been
lasting since 2008, the real GDP per capita in the country today is close to its 2000 level. The
very fast income growth recorded from the entry of Greece in the Euro area and until 2008,
supported mainly by external debt, gave way to a fall of about the same intensity until 2016.
More or less the same can also be said about housing prices. The strong capital inflow and
the positive expectations of households and the businesses supported the growth recorded
during that period. The 2008 crisis was a global one, yet in Greece it put in doubt the viability
of its growth model and triggered a cycle of extreme uncertainty. Nevertheless, even heavily
wounded, the Greek economy has not fallen below the level recorded before the entry in the
Euro, while it does not lack pulse and positive prospects. A hew growth cycle is feasible, yet
it cannot start automatically, particularly as the access to foreign capital will necessarily re-
main limited. A very clear political signal and corresponding social support are essential. Only
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then, investment will grow significantly and the negative expectations will turn positive, based
on a credible growth model. As the key economic imbalances have essentially been corrected,
already since 2015, it is hard to understand why the time essentially wasted is not assessed
as an extremely important factor, on the side of both Greece and the foreign institutions
involved.

Besides, the success in the consolidation of the twin deficits could be lost as well, if a wrong
path is followed from now on. In the external balance, economic growth will inevitably in-
crease imports, therefore exports should be growing steadily as well. On the fiscal front,
budget balancing through placing an excessive burden on the law-abiding parts of the econ-
omy, or through an excessive reallocation of funds from taxing employees to cover the defi-
cits in the social security system, cannot be sustainable. Therefore, in order to preserve the
very significant consolidation and rebalancing that has been achieved, we should persist with
the appropriate reform effort. Structural measures will contribute overall to the recovery of
the economic programme’s credibility and ultimately to economic growth.

Overall, the economic policy in Greece should become more consistent and credible, without
leaving doubts about possible reversals, in order to ensure that the economy will steadily
grow starting from today’s level. As long as catastrophic scenarios are left open as possible,
the economy will linger at its current levels. If those responsible for managing the economy
on both sides of the negotiation table, cannot make a convincing case that their only and full
intention and care is to put the economy on a path of sustainable economic growth, any
thought or intention of a third party can only have a marginal significance.

It would be both disappointing and dangerous if the ongoing programme is derailed, and a
prolonged delay would indeed correspond to a derailment. The conditions for improvement
in the immediate future are certainly present, as revealed by various indicators, such as
industrial production, exports of goods and some types of investment. The economy has
passed through exceptionally difficult paths, yet it still has a pulse. The performance of par-
ticular companies in a number of sectors, characterised by export orientation and without
the need to resort for their profitability to the support of the state, is notably positive. How-
ever, the overall economic policy should turn away from choices that only serve transient
goals and at the same time have a subsequent negative impact.

As long as there is a delay in settling the key conditions for economic growth, additional cost
and risks arise with respect to three issues. First, while almost the whole of the Greek popu-
lation has experienced a drastic drop in income, property and living standards, the loss is
particularly heavy for those experiencing conditions of increasing poverty, and for the long-
term unemployed in particular. It is imperative to accelerate the creation of an effective
safety net, with targeted actions centred around the universal minimum guaranteed income
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programme. It is also crucial to boost the quality of the health and education services, where
a lack of effectiveness is observed.

Second, as long as uncertainty prevails, there is a significant delay in decisions on major
investment, both in physical capital (such as in energy and other key sectors where there is
underinvestment and the need for further clarification of the rules) and in human capital
(education is a necessary lever for innovation, for social mobility and for competitiveness
without wage cuts).

Third, the Greek crisis is taking its course in an unstable and unclear European and interna-
tional environment. The process of separation of the UK from the EU creates the need for
Europe to make significant decisions. In relation to this, a stance of indecision and delay by
the Greek side cannot be considered reasonable. If there is an attempt to accelerate the
deepening of common policies at the European level (such as on fiscal coordination and
banking supervision), which is quite likely, Greece should not allow for it to be considered to
be at a large distance from the appropriate starting point. Then again, if lack of coordination
and break-away tendencies prevail, this is one more reason to cover the necessary ground
on time, otherwise Greece will find itself exposed and vulnerable.

Overall, it is clear that the global economy is entering a new cycle where the economic and
political developments will closely interact under conditions of deleveraging and pressure on
incomes. The exceptionally long period of welfare and steady income growth that started in
the 1980s was based on three pillars: productivity growth, primarily due to technological
progress and gradual integration of computer technology in production; reduction of trade
barriers and tighter links between all economies on a global scale; and conditions of political
stability and peace, at least to some extent. After 2000, the impact of these factors weakened
and the income growth momentum was maintained through increasing private and public
income growth rates and higher risk aversion with respect to new investment. In this regard,
political developments and social reactions that challenge the current status quo in various
countries should not come as a surprise. They could, however, potentially restore the pres-
sure on the economy if they undermine the above three key drivers that have supported and
could continue to support growth today: investment in human capital and technological in-
novation, international trade and political stability.

For our country, the clear message should be that there is no room for complacency or
indecision. Given the developments in the global environment, the mild recovery observed
today should become the start of a new course of growth that is sustained over the medium
term. Even though particular aspects of economic policy are very important (such as reduc-
tion and simplification of taxation, support of investment, reduction of the costs stemming
from ineffective public administration), a positive course requires a common theme and di-
rection — reduction of the barriers to entry and business mobility, mitigation of the incentives
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for rent seeking and opening the economy to those that are currently excluded. The unem-
ployed and all those leaving the country, and enterprises could potentially contribute to pro-
duction but they are not allowed to. They also have an anaemic representation in the current
economic and political status quo; yet, their integration in the economic system is a key
condition for a decisive turn of the economy to economic growth.
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1. BRIEF OVERVIEW — CONCLUSIONS

Steady growth of the world economy
in 2016; its acceleration uncertain in
2017

The growth of the world economy
seems to have consolidated at low
rates in 2016. The GDP of the OECD
member states increased year on
year by 1.7% in the third quarter of
2016, compared with 1.6% in the
preceding quarter of last year and
2.3% in the corresponding quarter of
2015. The average growth rate in the first
three quarters of 2016 was notably weaker
compared with 2015, when the GDP was
growing by about 2.4%, compared with
1.7% on average in 2016. The growth rate
marginally strengthened in both the devel-
oping and the developed economies. In
the seven largest economies (G7), the
growth rate increased to 1.4% in the third
quarter, from 1.3% in the preceding quar-
ter. There was no major change in the
growth rate in any of these economies.
The growth rate remained unchanged in
the large developing economies of Asia
(China, India), while in Latin America the
contraction eased once more. Despite the
initial forecasts for stronger world econ-
omy in 2016, various challenges it faced
during the year, such as the UK referen-
dum, the inflow of refugees in Europe, the
weakening of world trade and the turmoil
in the capital markets, led to a slowdown
of the growth rates compared to 2015.

The major factors that are anticipated to
have an impact on the world economy in
the first few quarters of the current year

11

are as follows: 1) the trend in the oil price,
which has risen following the decision
taken at the International Energy Forum in
September to limit its daily production; 2)
the fiscal policy in the US and China, and
the future US trade policy; 3) the burgeon-
ing protectionist tendencies, especially af-
ter the UK referendum, and the impact of
UK's exit from the EU; 4) persistent geo-
political tension in the Middle East and
North Africa and the resulting refugee
flows.

The ongoing quantitative easing pro-
gramme in the Euro area and the — most
likely — exertion of expansionary fiscal pol-
icy by the new US administration will boost
the demand for basic commodities from
the developing economies during the cur-
rent year, provided that the US will not
adopt a protectionist trade policy. The
economies of the oil-producing countries
in particular are already benefitting from
the decision to cut the daily production. In
China, the adoption of a policy of fiscal
stimulus will continue to boost its econ-
omy, yet there is no evident progress with
the resolution of its structural problems,
such as the growing corporate debt, par-
ticularly of state-owned enterprises. That
said, the transition to new banknotes un-
dermines the growth rate of India, which
expanded stronger than China in 2015.

Regarding the developed economies, the
change in the US administration is ex-
pected to lead to changes in the adopted
economic policy. However, there are many
policy scenarios and while some of them,
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such as the adoption of an expansionary
fiscal policy, are more likely, there is a lack
of clarity for the time being on which sce-
nario will eventually materialise. Neverthe-
less, the rise in the interest rate in Decem-
ber by the Federal Reserve has signifi-
cantly stimulated the transfer of capital
from the emerging economies. In the Euro
area, the ongoing quantitative easing pro-
gramme will inhibit a further slowdown of
the economy. The process of the UK exit-
ing the EU and its impact will act in the
opposite direction. The forthcoming elec-
tions in major Euro area countries (the
Netherlands, France, Germany) raise the
uncertainty in the economies and the mar-
kets, leading to the postponement of deci-
sions. The Brexit outcome, the immigrant
flows of the past few years and acts of vi-
olence have intensified the political scepti-
cism in Europe. This political current is an-
ticipated to be reflected in the post-elec-
tion political coalitions, with a likely impact
on the adopted policy mix.

In line with the above conditions and pro-
spects of the world economy, the latest
forecasts of the international organisations
on the growth of the world economy in
2016 remained unchanged, projecting
once more a growth rate marginally higher
than 3.0%, as in 2015, which does not dif-
fer from the IOBE forecast. Regarding
2017, the growth of the world econ-
omy is expected to accelerate
slightly. However, as many of the fac-
tors presented earlier will act in the
opposite direction, we anticipate that
the growth rate is likely to remain un-
changed.

12

Growth of GDP in Q3 of 2016, mainly
due to the political events and the im-
position of capital controls a year ear-
lier

The one-year recession of the Greek
economy (from Q3 2015 to Q2 2016)
ended in the third quarter of 2016,
when GDP increased by 1.8%. The
significant GDP growth during that
period — the largest since the second
quarter of 2008 — came mostly from
the low base in the corresponding
quarter of 2015, when GDP had de-
clined by 2.2%, as a result of the height-
ened political uncertainty, the bank holiday
and the imposition of capital controls.
Therefore, the GDP growth in 2016
almost offset the fall in 2015. Overall
in the first nine months, GDP in-
creased by 0.2%, against a decline by
0.6% in the same period of 2015.

Regarding the trends in the GDP compo-
nents in the first nine months of 2016, do-
mestic consumption expanded by
0.5% from its level in the preceding
year when it had declined marginally
by 0.3%. The 2016 increase came exclu-
sively from growth in the third quarter, by
3.8%. The growth of household consump-
tion expenditure by 5.1% during that quar-
ter was the driver of growth in domestic
consumption, as public consumption kept
falling. Apart from the effects from the po-
litico-economic events during the summer
of 2015 on the reference level of private
consumption (4.1% contraction), the sig-
nificant increase in digital payments ex-
panded the officially recorded economic
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activity and strengthened the positive
trend one year on.

The strong growth of investment from
the first half of 2016 (+23.7%) ended in
the third quarter, when it declined by
16.9%. Note that the decline in that quar-
ter came from extensive decline in inven-
tories, by €1.7 billion. Overall in the first
three quarters of last year, invest-
ment increased by 10.2% compared
with the same period of 2016, when
it had fallen by 13.2%. Its growth, the
largest for this period of the year since
2008, came mainly from expansion in fixed
capital investment by 6.1% and to a lesser
extent from the less negative impact of the
change in inventories.

In the external sector of the economy, the
completion of a year since the imposition
of the capital controls in July last year elim-
inated the technical impact on the year-on-
year comparisons of imports and exports.
As a result of this, the contraction on both
sides of the external sector during the first
half of 2016 gave way to an expansion. In
particular, exports increased by 10.2%
in the third quarter of last year. De-
spite the significant growth during
the summer quarter, exports de-
clined by 1.6% year on year in the
first nine months of 2016, compared
with 5.0% growth a year earlier. The con-
traction of exports came from a decline in
the exports of services by 14.1%. In con-
trast, the exports of goods expanded by
10.7%.

The growth of imports in the third
quarter of 2016 (12.0%) was
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stronger than that of exports. The fur-
ther relaxation of the capital controls in
July was also conducive to the growth of
imports. Given the significantly milder
reduction of imports, compared with
exports, in the first half of the year,
imports increased by 2.0% in the first
nine months of 2016, slightly more than
in the same period of 2015 (+1.4%). The
expansion of imports came from stronger
domestic demand for goods produced
abroad (+6.6%) as the imports of services
were lower by 15.6% year on year. The
growth of imports, together with the
decline of exports, led to the expan-
sion of the external sector deficit in
national accounting terms for the
first time in three years, by €1.6 bil-
lion (+92.0%), to €3.3 billion (2.4%
of GDP).

Marginal GDP growth
stronger recovery in 2017

in 2016,

The progress with the negotiations for the
second review of the implementation of
the third economic adjustment programme
has largely shaped the domestic politico-
economic environment during the last
quarter of 2016 and in early 2017. Regard-
ing the implementation of the prior actions
for the conclusion of the review, the results
so far are mixed. In particular, the Me-
Strategy 2017-2020,
which was envisaged to be completed by

dium-Term Fiscal

December 2016, is still pending. In addi-
tion, except for the regulatory measures
for digital payments, the remaining
planned actions to boost the public reve-
nue collection mechanism and in particular



IOBE “The Greek Economy” vol. 04/16

the steps to make the Independent Au-
thority for Public Revenue fully opera-
tional, are still incomplete.

Some of the structural reforms that consti-
tute prior actions for the conclusion of the
review have already been legislated. These
reforms include the implementation of the
recommendations from the third OECD
competition review, the new regulatory
framework for economic activity in three
sectors, the new bankruptcy code, the new
land-use plan, and the acceleration of the
administrative court proceedings. The
most important among the pending re-
forms concerns the further changes in the
labour market, while the codification of the
labour legislation is also incomplete. The
list of pending reforms includes the re-
maining actions in order to make the Hel-
lenic Corporation of Assets and Participa-
tions S.A operational, changes in the
boards of the banks and the Financial Sta-
bility Fund, a revision of the social benefit
allowances, legislative strengthening of
the Regulatory Authority for Energy,
amendment of the legislative framework
for out-of-court settlement of non-per-
forming loans, etc.

Together with the second review, negotia-
the
measures began in accordance with the

tions for short-term  debt-relief
Eurogroup decision of 24 May 2016. As this
procedure aims to gradually ensure public
debt sustainability, the start of the talks
with the International Monetary Fund
(IMF) for the provision of a new loan facil-
ity have become feasible. The decisions of

the Eurogroup of 5 December 2016, which
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included a reference to the target for pri-
mary surplus in 2018 and over the medium
term have not been officially assessed by
the IMF. However, the disagreement be-
tween the EU institutions and the IMF on
the public debt interventions and the size
of the required primary surpluses, together
with the ongoing negotiations on this and
other aspects of the third programme for
Greece, such as the changes in labour re-
lations, is reflected in the fact that almost
two months after the Eurogroup decision,
the IMF has not yet taken an official deci-
sion on a new financing facility to the Hel-
lenic Republic.

Apart from the delay on public debt relief,
as long as the negotiations on the suitabil-
ity of relevant measures and the current
review are ongoing, the induction of
Greece in the Asset Purchasing Pro-
gramme (APP) of the European Central
Bank (ECB) will remain stalled. The induc-
tion of Greece in the APP will boost signif-
icantly the liquidity of the banks and thus
their ability to provide corporate credit, im-
proving the growth prospects of the Greek
economy. As long as the negotiations on
public debt and the second review are tak-
ing place, these opportunities cannot be
utilised and assessed. In addition, the du-
ration over which they would be available
gets shorter. In any case, the ECB decision
to extend the programme mentions that it
reserves the right to extend the size and/or
the duration of the programme beyond
2017.

For the time being, the liquidity of the do-
mestic banking system has gradually
strengthened from the low-speed return of



IOBE “The Greek Economy” vol. 04/16

deposits. The outstanding balance of de-
posits and repos in the banks in Greece in-
creased by €8.2 billion between June and
November, replenishing a small part of
their contraction between December 2014
and June 2015 (-€54.1 billion). The low
rate of deposit return reflects the lingering
high level of concern about the capital con-
trols, despite their relaxation in July and
November. The pending resolution of non-
performing loans also hampers the return
of deposits.

Given the sluggish response of the house-
holds and the enterprises to the relaxation
of the capital controls in the second half of
the year and the pending issues surround-
ing the non-performing loans, no major
developments with respect to the liquidity
in the banking sector and the supply of
credit are expected until the conclusion of
the talks on public debt relief. The entry of
the country in the APP is required in order
to set off a series of developments that
would improve the capital adequacy of the
banks. This fact will boost the confidence
of domestic depositors and international
investors, resulting in a capital inflow. Sub-
sequently, the capacity to provide credit
will strengthen and the steps to lift the
capital controls will accelerate.

Apart from the developments regarding
the review of the Economic Adjustment
Programme and the debt relief, the new
fiscal measures constituted a key driver of
the trend in the Greek economy in the sec-
ond half of last year, which will continue to
have an impact, albeit to a lesser extent,
in 2017. The increase of existing taxes (ex-
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cise duties on gasoil, LPG, tobacco prod-
ucts) and the imposition of new taxes
(fixed telephony levy, tax on coffee), from
the beginning of the new year will limit the
real disposable income of the households.

The income of freelancers and farmers will
receive the hardest hit from the new
measures, from the change in the calcula-
tion of the social security contributions.
The lack of clarity on how to implement the
new social security law that has lasted for
months has exacerbated the uncertainty to
freelancers, causing turmoil in the final
quarter of 2016 (e.g. closure of sole busi-
nesses, legal status changes to Private
Capital Company or Société Anonyme).
The transition to the new status quo will
limit, temporarily at least, the activity and
the income of the freelancers subjected to
this process.

Regarding the remaining developments
that could have an impact on the Greek
economy in 2017, the delays in the actions
that would make the Hellenic Corporation
of Assets and Participations operational
impede the completion of privatisations.
That said, the higher number of privatisa-
tion deals in 2016 will have an impact on
investment in the current year, after the
accompanying investments are finalised
and all licences are obtained. The Public
Investment Programme (PIP) is expected
to provide a similar stimulus to investment
in the current year as in 2016.

Regarding the external sector of the econ-
omy, some of the amendments to the cap-
ital controls made in July 2016 were con-
ducive to imports. According to the latest
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data from the Bank of Greece, the exports
of goods and services expanded in the
three months between August and Octo-
ber by 4.7% year on year. The growth of
imports was stronger (+6.6%). As a result
of the stronger growth of imports, the sur-
plus in the goods and services account de-
clined year on year by €87.8 million or
2.9%. The latest trends in exports and im-
ports reveal the support that the exporting
companies gradually receive from the sale
of goods and services abroad. In addition,
the accumulated needs of the enterprises
and the households for imports due to the
capital controls lead to stronger growth of
imports, compared with exports, as the
capital controls are gradually being re-
laxed. Therefore, further export growth,
but also a deterioration of the goods and
services account are anticipated in late
2016 and in the first half of 2017, at least.

Taking into account the latest and the an-
ticipated politico-economic developments
and the available data on the trends in
economic indicators in Greece for the fore-
casting of the GDP components, the strong
growth of household consumption in
the third quarter of 2016 will have weak-
ened substantially in the following quarter,
due to the fiscal measures that were taken
as part of the first review. The handout to
the low-income pensioners of €616 million
would have slightly boosted private con-
sumption towards the end of last year, de-
spite the small rise in unemployment from
the summer. As a result of the slight
boost in the final quarter of last year,
household consumption is projected
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to have increased by about 1.0% in
2016, its highest rate since 2010.

The fiscal measures will take a full impact
from the start of 2017, when all planned
measures will come into force (changes in
the direct taxation of freelancers and in the
estimation of their social security contribu-
tions). Certain fiscal interventions that are
going to be finalised during the second re-
view (e.g. on special wage categories in
the public sector) will create a further bur-
den. In contrast, the continuation of the
year-on-year growth of employment,
mainly in the export-oriented branches of
Manufacturing, Tourism and Construction,
albeit at a lower rate than in 2016, will sup-
port the expansion of household consump-
tion. The expansion of digital transactions
will boost the officially recorded economic
activity, which will contribute to the growth
of private consumption. As a result of
the various counteracting forces that
will act on private consumption in the
current year, it is expected to grow
slightly by about 1.7%.

The restart of the fiscal consolidation in the
second half of 2015 and the efforts to
achieve the primary deficit target set for
that year had resulted in a decline of pub-
lic consumption. This explains why the
year-on-year decline of public consump-
tion expenditure eased during the third
quarter. Public consumption was at its low-
est in the final quarter of 2015, which to-
gether with the good performance in the
execution of the budget in the first nine
months of 2016 with respect to expendi-
ture, has created the conditions for an in-
crease of public consumption spending in
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the final quarter of 2016, by about 1.5%.
The projected growth in consumption
expenditure of the public sector in
the final quarter of 2016 is not ex-
pected to have changed its trend for
the year overall, resulting in an over-
all contraction by 0.5%. Regarding the
public consumption trend in the current
year, the emphasis in the 2017 Budget
with respect to the fiscal consolidation ef-
fort is placed on boosting tax revenues.
Besides, the already known measures on
the expenditure side concern almost exclu-
sively pensions, benefits and social secu-
rity contributions of the public sector, ra-
ther than consumption spending. Under
the fiscal interventions planned for
2017, public consumption is likely to
expand slightly throughout the year.

Regarding investment, the induction of
Greece in the quantitative easing pro-
gramme of the ECB has a crucial im-
portance, in order to boost the capital ad-
equacy of the banking system and thus its
capacity to supply credit to the enterprises.
As long as there are no developments on
the issues that would lead to the induction
of Greece in the quantitative easing pro-
gramme (second review of the programme
and debt relief measures), the credit policy
of the banks is not going to change. In ad-
dition, the lifting of the capital controls will
be delayed and their relaxation will slow
down, depending on the rate of return of
deposits to the banks. In any case, the
process of dealing with the non-perform-
ing loans will impede the implementation
and the funding of investment projects by
enterprises and banks respectively.
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Apart from the strengthening of the bank-
ing system and the implementation of
measures to secure public debt sustaina-
bility, i.e. interventions to improve the
macroeconomic environment, the inves-
tors care about the conditions that prevail
in the business environment. The succes-
sive changes in the taxation of businesses
and freelancers in the last two years, the
changes in the social security contributions
and the feeling of instability of the regula-
tory framework in Greece that they cause
impede the undertaking of investment
risks. Changes in the remaining elements
of the business environment, such as the
planned labour market reform, will also
have an effect on the investment deci-
sions.

Apart from the events and the likely devel-
opments that would affect the investment
decisions of many sectors, there are con-
ditions that pertain to investment in spe-
cific sectors. For example, the continuous
growth of foreign demand in 2016 and the
energy cost remaining low, despite the re-
cent increase in the oil price, are conducive
to investment in particular branches of the
primary sector and Manufacturing.

Regarding the contribution of the public
sector to investment activity, the PIP ex-
penditure is projected to have remained
unchanged year on year (€6.4 billion).
Given that the PIP expenditure in 2017 is
set at the same level as in the previous
year (€6.75 billion), its contribution to in-
vestment is likely to remain unchanged for
the third year in a row. In contrast, the
boost from investment related to privatisa-
tion and concession deals completed last
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year is expected to be much stronger than
in 2016.

Given that the conclusion of the second re-
view and its effects, the changes in the
board members of the banks, and the so-
cial security and labour market measures
are still pending, while investment was rel-
atively high in the final quarter of 2015, in-
vestment is projected to have marginally
fallen in the corresponding period of 2016.
Therefore, investment is projected to
have increased by 7.0% overall in
2016. The positive trend is expected
to carry over to the next year, at the
slightly stronger rate of 12%, due to
investment in export-oriented manu-
facturing subsectors, public works
and the start of the implementation
of investment plans linked to privati-
sation deals.

In the external sector of the economy, the
growth recorded on both sides of its bal-
ance in the third quarter of last year will
have carried over to the final quarter of
2016 and to the first quarter of the current
year, as the capital controls did not ease
during the corresponding period of last
year with respect to international trade
transactions that could have contributed to
the relieve of the accumulated demand for
both imports and exports. After the no-
tably weaker export growth in the fi-
nal quarter of last year, their contrac-
tion overall in 2016 will total about
0.7%. The low exchange rate of the euro
against the dollar will continue to support
the competitiveness of the Greek products
and services in the current year. The per-
sistent turmoil in the countries of the
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South-east Mediterranean, and Turkey in
particular, is going to be conducive to fur-
ther growth of international tourism and
receipts. International transport will also
support the exports of services, owing also
to the operation of the additional pier that
was inaugurated last year at the Port of Pi-
raeus. Taking into account the trends
in their components, exports are ex-
pected to grow by about 5.5-6.0% in
2017.

Regarding imports, the positive impact of
the relaxation of the capital controls will
have carried over at least to the final quar-
ter of last year and to most months of the
first half of the current year, until the ac-
cumulated demand for imports is suffi-
ciently relieved. That said, the gradual im-
plementation of the fiscal measures that
affect the disposable income will have
moderated the growth of consumption and
the demand of imports, without preventing
their growth in the final quarter. The
strong growth of imports in the sec-
ond half of 2016 will have led to a
growth of about 2.5% to 3.0% over-
all in 2016. Apart from the accumulated
demand for imports due to the capital con-
trols, the anticipated increase of domestic
demand in 2017, from both higher private
consumption and investment, will largely
spill over to goods and services that are
not produced domestically. The rise in the
oil price and the low exchange rate of the
euro against the dollar, which limit pur-
chasing power, will impede the growth of
imports. As a result, imports are antici-
pated to increase by 7.5%-8.0% in
2017.
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Taking into account the above trends in
factors that affect the GDP components
and its strong growth in the third quarter
of 2016, the projection of IOBE for the
GDP rate of change is revised from
contraction to growth of about 0.4%.
According to the up to now available
data, the growth of the Greek econ-
omy is expected to strengthen in
2017 to about 1.5%-1.8%.

The execution of the State Budget
outperformed the targets set for the
first eleven months

According to the final data on the execu-
tion of the State Budget in the first
eleven months of 2016, the SB account
had a surplus of €2.02 billion, against a
target for a deficit of €1.85 billion. The
primary surplus reached €7.42 bil-
lion, more than twice its target (€3.55 bil-
lion). The outperformance of the primary
surplus came mainly from a restraint
on primary expenditure by €2.36 bil-
lion. Higher than anticipated Ordinary
Budget revenues, by €1.45 billion, also
contributed to this performance.

The cutback of primary expenditure
came mainly from lower Ordinary
Budget (OB) expenditure by €1.28 bil-
lion. Yet, the execution of the Public In-
vestment Programme (PIP) also had a
significant contribution, as its expenditure
was shorter than the target by €1,08 bil-
lion. The restraint of OB expenditure was
stronger in consumption expenditure,
social protection and grants to social
security funds. Regarding the ordinary
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revenue, the receipts from the corpo-
rate income tax were higher by 13.7%
than the target, mainly due to the hike
in the tax rate on SA and in tax prepay-
ment, while the outperformance was less
strong in the revenues from the taxa-
tion of private individuals (+2.0%).
Regarding the indirect taxes, the receipts
from other excise duties were higher
than the target by 5.2%, while the receipts
from VAT exceeded the target by 1.7%.
All the excise duty targets were met, ex-
cept for the target on the excise duty of
energy products. Apart from the additional
fiscal measures that were introduced grad-
ually, the extensive use of credit and debit
cards contributed to the stronger fiscal
revenue.

State Budget 2017: Emphasis on
higher tax revenues in order to
achieve the targets

According to the introductory report of
the 2017 Budget, the State Budget
(SB) deficit will decline from €4,18
billion, or 2.4% of GDP, to €1,55 bil-
lion (0.9% of GDP). Correspondingly,
the primary surplus is expected to al-
most triple, from €1,42 billion to €4,0 bil-
lion, or 2.2% of GDP. The significant im-
provement comes from the increase of Or-
dinary Budget (OB) revenues by €2,4
billion, or 5.0%, year on year, while the OB
expenditure will decline slightly (-0.9% or
€440 million). The increase is expected to
come mainly from indirect taxes (+5.3%
or €335 million), income taxes of pri-
vate individuals (+14.5% or €1,16 bil-
lion) and non-tax revenues (+25.0% or
€1.36 billion), due to stronger receipts
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from the concession of permits and rights.
Therefore, as evident already from the
Draft State Budget for the current year,
the 2017 target for the State Budget
balance is anticipated to be met pri-
marily by increasing tax revenues.

Ease of unemployment in 2016, fur-
ther decline at a lower speed in 2017

Unemployment in Greece declined in
the third quarter of 2016 to 22.6%,
from 24% in the corresponding quar-
ter of 2015 and 23.1% in the preceding
quarter. Overall in the first three quar-
ters of last year, unemployment stood
at 23.5%, 1.5 percentage points less
than in the same period of the preced-
ing year. The new decline of unemployment
reflected the positive output trend in certain
sectors (e.g. Manufacturing) and the usual
favourable seasonal effects on employment
in particular sectors (Tourism, Transport-
Storage). The job creation in the public sec-
tor remained significant, due to the pro-
grammes for temporary public-benefit work
of the Manpower Employment Organization
OAED and the recruitment of candidates that
succeeded in competitions of the Supreme
Council for Civil Personnel Selection ASEP in
past years. The branches with the strongest
contribution to the fall of unemployment in
the first nine months of last year will have
kept creating jobs in the last quarter of 2016,
as the latest available data on their produc-
tion point to their continuous growth during
that period. That said, the changes in direct
taxation and social security contributions of
freelancers caused an upheaval, with an im-
pact on their employment in the last quarter
of 2016. Taking into account the above
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effects on employment, unemployment
is expected to have increased slightly
in the final quarter of 2016. Neverthe-
less, it has remained notably lower
year on year and it is projected to have
fallen to 23.4% overall in 2016.

Regarding the trends in the labour market in
2017, the expansion of employment in the
private sector branches with the strongest
contribution to the fall of unemployment in
the current year will most likely lead to fur-
ther decline in the following year. Indica-
tively, the growth in the exports of goods will
support job creation in Manufacturing, while
the stronger tourist flows, boosted by the
persistent geopolitical instability in the
South-East Mediterranean, will keep employ-
ment growing in Tourism for one more year.
The forthcoming changes in the regulatory
framework of the labour market are also an-
ticipated to be conducive to investment and
job creation. The significant job creation
from the OAED programmes will carry over
to 2017, as according to the Draft State
Budget for 2017, short-term employment
opportunities are going to be created for
52,000 long-term unemployed for the pro-
tection of socially vulnerable groups. That
said, the changes in direct taxation and so-
cial security contributions of freelancers
from the beginning of 2017, at least initially,
are going to impede job creation in the af-
fected sectors. The increase in indirect
taxes, together with the reduction in the tax
allowance for individuals and the cuts in sup-
plementary pensions that have come into
force since the autumn of 2016 are expected
to compress disposable income, with corre-
sponding effects on consumption demand,
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retail trade activity and employment in this
sector. Taking into account the antici-
pated effects, unemployment will most
probably continue to contract in 2017, yet its
decline is going to be weaker than in the pre-
vious year, by about one percentage point
(22.3%).

End of the deflation in late 2016,
price growth mainly from rising oil
price and indirect taxes in the current
year

The decline of the Consumer Price In-
dex weakened to 0.4% in the final
quarter of 2016. In December, prices re-
mained unchanged year on year, for the
first time in almost four years. Overall in
2016, the deflation rate stood at
0.8%, lower by almost one percent-
age points than in 2015 (1.7%).

The fall of the oil price was the key defla-
tion driver from the autumn of 2014 until
last October. The decision at the Interna-
tional Energy Forum to curb the daily oil
production is the underlying cause for the
end of this trend. The rise in the oil price,
which eliminated the deflation already
from the final quarter of 2016, is expected
to be the key driver of the Consumer Price
Index expansion in the current year. The
new indirect levies and the hikes in the ex-
isting taxes that came into force from 1%
January 2017 will continue to restrain the
deflationary pressures in the Greek econ-
omy for the fifth consecutive year. The
boost of consumption demand, mainly
from employment growth and not from an
expansion of per capita income, which will
decline from the growth in direct taxation
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and higher social security contributions,
will also prevent a new price fall in the
Greek economy. The Consumer Price
Index is thus expected to increase by
1.3% in 2017.

Special studies on the economic im-
pact from the new hikes in the taxa-
tion of fuels and tobacco products

A significant part of the increase in tax rev-
enues in 2017 is anticipated to come from
the increase in the taxation of fuels and
tobacco products (Law No. 4389/2016).
Recent special studies of IOBE examined
the economic impact from the increase in
the excise duties on particular product cat-
egories and the extent to which the targets
for additional revenues could be met.

The studies revealed that the targets for
additional revenues in the 2017 budget are
particularly ambitious. The impact on rev-
enues becomes more adverse when we
take into account the further effects from
the reduction of economic activity that
comes from the tax increase.

One of the key factors that contributes to
this result is the possibility of illegal trade,
which seems to be very widespread in
these particular product categories. This
makes the ability to raise additional reve-
nues by increasing the tax coefficients re-
markably precarious.
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2. ECONOMIC ENVIRONMENT

2.1

Trends and prospects of the world economy

The global environment

The growth of the world economy
seems to have consolidated at low
rates in 2016. The GDP of the OECD
member states increased year on
year by 1.7% in the third quarter of
2016, compared with 1.6% in the
preceding quarter of last year and
2.3% in the corresponding quarter
of 2015. The average growth rate in the
first three quarters of 2016 was notably
weaker compared with 2015, when the
GDP was growing by about 2.4%, com-
pared with 1.7% on average in 2016. In
the 20 largest economies (G20), the av-
erage growth rate in the first three quar-
ters of 2016 stood at 2.9%, from 3.4%
in 2015.1 The slowdown came from var-
ious challenges that the world economy
faced in 2016. The UK referendum, the
inflow of refugees in Europe, the weak-
ening of world trade and the turmoil in
the capital markets led to a slowdown of
the growth rates.

Among the developed economies, the US
economy slowed down in the third quar-
ter of last year, as the GDP growth rate
stood at 1.6%, from 2.2% in the same
quarter of 2015. The growth rate stead-
ied in the Euro area for a second quarter
in a row, at a lower level than in 2015.
In contrast, the growth rate in the UK
strengthened to 2.3%, from 1.9% a year

1 Source: OECD G20 GDP growth — Third quarter of 2016:

http://www.oecd.org/std/na/G20-GDP-Eng-Q316.pdf
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earlier. In China, the growth rate re-
mained at 6.7% for a third quarter in a
row, against 6.9% in 2015. Meanwhile,
the growth rate marginally fell in India.
In Brazil, the recession eased to 2.9%,
from 3.6% in the preceding quarter,
while in Turkey the economy slipped into
a 1.5% recession, after strong growth in
the preceding quarters, as a result of the
political turmoil caused by the attempted
coup.

According to the latest forecasts of the
International Monetary Fund (January
2017), the world economy is expected to
have grown by 3.1% in 2016, slightly
weaker year on year. The forecast re-
mained unchanged from the previous is-
sue published in October 2016. The
growth of the world economy is ex-
pected to strengthen in the coming year
to 3.4%, and to increase further to 3.6%
in 2018. In greater detail regarding
2016, the growth rate in the developed
economies is projected to have in-
creased, compared to the previous fore-
cast, as in many countries the economic
figures improved in the second half of
2016, offsetting the impact from the UK
referendum - the key instability factor
during that period. This is expected to
generate a momentum that will carry
over to the current year. In the develop-
ing economies, the growth rate is ex-
pected to remain almost unchanged,


http://www.oecd.org/std/na/G20-GDP-Eng-Q316.pdf

IOBE “The Greek Economy” vol. 04/16

slightly weaker than in the October fore-
cast.

In particular, the GDP of the developed
economies is expected to increase by
1.9% in 2017 and 2.0% in 2018, faster
than in the previous forecasts. As al-
ready mentioned, the key reason for this
is the improved performance in the sec-
ond half of 2016. Germany, Japan, Spain
and the UK are the countries with the
strongest positive trends.

The growth of the developing countries
of Asia is anticipated to have weakened
to 6.3% in 2016, from 6.7% in 2015.
Nevertheless, the growth rate will steady
in the coming years, as the stronger
growth in India is expected to offset the
slowdown of the Chinese economy. A
similar trend is observed in the emerging
and developing countries of Europe,
where the GDP growth rate fell to 2.9%
in 2016, from 3.7% in 2015, and is ex-
pected to remain at that level in the com-
ing two years. In the Commonwealth of
Independent States, the GDP growth
projection for 2016 marginally exceeded
0% (at 0.3%), against a recession of
2.8% in 2015, with a forecast for an ac-
celeration of growth to 1.8% until 2018.
The acceleration is anticipated to come
from the trends in the Russian economy,
where the recession is easing, while the
remaining economies in this region are
also expected to strengthen significantly.
The strongest GDP growth in 2016, at
3.8%, is projected for the Middle East
and North Africa countries, which is ex-
pected to remain about 3% until 2018.
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The volume of world trade weakened in
2016 to 1.9% growth, from 2.7% in the
previous year, with the deceleration
coming mainly from the developed coun-
tries. In the coming two vyears, the
growth rate of world trade is expected to
strengthen substantially, to 3.8% in
2017 and 4.1% in 2018. The return to
strong growth will come both from de-
veloped and developing economies, yet
the growth rate in the former category is
weaker than in previous forecasts.

The factors that are anticipated to have
an impact on the world economy in the
current year are not limited to the eco-
nomic sphere, but include political and
geopolitical developments:

e The expansionary fiscal policy in the
US and China, the two largest econ-
omies in the world, is considered a
positive factor. The fiscal expansion
in Japan and Germany since mid-
2016, to offset the sluggish foreign
demand, is a related development.

e The wake of the UK referendum
continues to infuse instability in the
economic and political environment
in Europe. Together with the protec-
tionist tendency on the other side of
the Atlantic ocean, this creates tur-
bulence for world trade.

e The increase of oil prices weakens
the growth prospects in certain
countries — oil importers. However,
it also creates conditions for
stronger demand from oil-producing
countries, due to income growth
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there. The price growth is caused by
recent decisions taken at the Inter-
national Energy Forum in Algeria to
limit the global daily production to
740 thousand barrels. The oil price
hike is expected to result in an infla-
tion rate in the Euro area that does
not undermine the quantitative eas-
ing programme of the ECB. Never-
theless, the trend in the cost of oil
will most likely restrain the growth
outlook of the weakest economies.
In contrast, the oil price growth, to-
gether with the appreciation of the
rouble, is expected to boost income
in Russia and its imports from third
countries, strengthening the world
trade flows on the side of the
emerging economies.

e The political developments in the
US, UK and other European coun-
tries strengthen the protectionist
trends, which creates risks for fur-
ther weakening of the volume of
world trade, coming from the devel-
oped economies, over the next few
years.

e In the developing economies, grow-
ing private debt (particularly in
China), falling corporate profits and
capital outflow, linked to the appre-
ciation of the dollar, remain signifi-
cant drivers.

e The low commodity prices under-
mine the economic growth and the
outlook of the least developed econ-
omies.
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e Geopolitical risks, such as civil wars
in the Middle East and North Africa,
refugee flows and terrorism threats,
remain significant factors of uncer-
tainty.

In greater detail regarding the outlook of
the world’s major economies:

In the US, the stronger dollar inhibits the
demand for exports, yet it attracts capi-
tal from abroad. Consumption remained
strong, fuelled by the relatively strong la-
bour market and wage growth, partly
offset by public spending and invest-
ment. As a result, the 2016 growth rate
is projected at 1.6%, accelerating to
2.3% and 2.5% in 2017 and 2018 re-
spectively, adjusted in the upward direc-
tion compared with the previous fore-
cast.

In Japan, private and public consump-
tion strengthened in 2016. Capital for-
mation did too, yet the weak foreign de-
mand hampered growth. As a result, the
growth rate for 2016 is projected at
0.9%, expected to remain close to that
level in 2017 as well (0.8%), after an up-
ward revision from the previous forecast.

In China, the 2016 GDP growth rate is
projected at 6.7%, with a stronger than
previously forecasted growth for 2017 at
6.5%. The improved forecast is based on
the current economic policy of the Chi-
nese government, yet it bears risks with
respect to private debt, particularly if we
also take into account the credit expan-
sion in the private sector.
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The very negative expectations for the
economy of Russia were revised and
now its GDP contraction rate is projected
at 0.6% for 2016. Subsequently, the
economy is expected to return to a
growth of 1.1% and 1.2% in 2017-2018.
The growth of the oil prices, which be-
gan in late 2016 and is expected to carry
over to the next few months, is the key
driver of the GDP expansion in Russia.

The World Economic Climate indicator,
estimated by IFO, reveals that expecta-
tions strengthened in the last quarter of

2016. The indicator returned to its level
from the second quarter, after the fall
that came mostly from the UK referen-
dum. In particular, the World Economic
Climate index totalled 90.5 points, from
86.0 points in the third quarter, a level
that is slightly higher year on year. Its
rise came mainly from stronger expecta-
tions, as the corresponding sub-index in-
creased to 94.7, from 86.0 points in the
third quarter.

Table 2.1
Global Environment — IMF, World Economic Outlook
(Annual % change, in real values)

2015 2016 2017 2018

GDP

U.S.A.
Japan
Emerging Asia

AESEAN-5
Eurozone
Emerging and developing Europe

Latin America

Sub-Saharan Africa
World economy

of which China 6.9 6.7 6.5 6.0

Commonwealth of Independent States (CIS)
of which Russia  -3.7 -0.6 1.1 1.2
The Middle East and North Africa (MENA)

of which Brazil  -3.8 -3.5 02 15

2.6 1.6 2.3 2.5
1.2 0.9 0.8 0.5
6.7 6.3 6.4 6.3

India 7.6 6.6 7.2 7.7
4.8 4.8 4.9 5.2
2.0 1.7 1.6 1.6
3.7 2.9 3.1 3.2
-2.8 -0.1 1.5 1.8

2.5 3.8 3.1 3.5
0.1 -0.7 1.2 2.1

3.4 1.6 2.8 3.7
3.2 3.1 3.4 3.6

World Trade

Advanced Economies
Emerging and Developing Economies

Volume of World Trade (goods and services) 2.7 1.9 3.8 4.1

4.0 2.0 3.6 3.8
0.3 1.8 4.0 4.7

Emerging Asia: East Timor, Vanuatu, Vietnam, India, Indonesia, Cambodia, China, Malaysia, Thailand, Phil-
ippines, Kiribati, Laos, Malaysia, Maldives, Myanmar, Mongolia, Bangladesh, Bhutan, Brunei, Nepal, the Mar-
shall Islands, Solomon Islands, Federated States of Micronesia, Palau, Papua New Guinea, Samoa, Sri Lanka,
Thailand, Tonga, Tuvalu, Philippines, Fiji

AESEAN-5: Vietnam, Indonesia, Malaysia, Thailand, Philippines

The 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, January 2017
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The assessment of the current eco-
nomic situation remained almost un-
changed throughout last year, close to
86.0 points.

The economic climate index improved
in all major world economic regions in
the fourth quarter of 2016. In greater
detail, the economic climate index
reached 106.8 points in Europe, re-
turning to its level from the second
quarter. In the Euro area, the indica-
tor strengthened to 116.8 points, re-
maining notably lower year on year. In
North America, the economic climate
index increased to 97.1 points, from
91.2 in the previous quarter, recording
its best performance in 18 months.

higher than in the corresponding quar-
ter of 2015.

The economies of the EU and the
Euro area

The economies of the EU and the Euro
area, in particular, have had fairly frag-
ile growth in the past few years. As a
result, despite the recovery in 2016, the
EU economies have remained exposed
to various risk factors. Favourable de-
velopments, such as low energy prices,
improved euro/dollar exchange rate
and the loose monetary policy by the
ECB were offset by events such as the
UK referendum and the turmoil in the
Asian capital markets, while domestic

Lastly, the economic climate index in demand and international trade re-
Asia reached 78.1 points, from 71.1 mained weak.
points in the third quarter of 2016,
Table 2.2
IFO — World economic climate index (base year 2005=100)
Quarter/Year IV/14 | 1I/15 II/15 | III/15 | 1v/15 | I/16 | 1I/16 | III/16 | IV/16
Economic climate 95.0 95.9 99.5 95.9 89.6 87.8 90.5 86.0 90.5
Assessment =~ of | o1 6 | 916 | 953 | 879 | 860 | 87.9 | 8.0 | 860 | 86.0
current situation
Expectations 98.2 100.0 | 103.5 103.5 93.0 87.7 94.7 86.0 94.7
Source: IFO, World Economic Survey, WES, No. 04/ November 2016
Table 2.3
IFO — Economic climate index per economic region (Index, 2005=100)
Quarter/Year Iv/14 | 1/15 | II/15 | I1I/15 | IV/15 | I/16 | II/16 | III/16 | IV/16
North America 101.3 | 107.1 | 97.9 96.2 91.2 85.4 93.7 91.2 97.1
Europe 101 108.7 | 120.4 116.4 113.6 | 110.7 | 107.8 101.0 106.8
Euro area 102.3 | 112.7 | 129.2 | 124.0 1220 | 1189 | 112.7 | 111.6 | 116.8
Asia 93.9 | 904 | 93.0 | 877 | 754 | 789 | 78.1 | 711 | 78.1

Source: IFO, World Economic Survey, WES, No. 04/ November 2016
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Accordingly, GDP increased in the Eu-
ropean Union by the same rate in the
first three quarters of 2016 (1.9%),
against 2.1% growth in the same pe-
riod of 2015. Meanwhile, the growth
rate in the Euro area fell to 1.7% in the
first three quarters, from about 2.3% in
2015. The factors that have hampered
growth throughout 2016 did not
change significantly in the third quar-
ter. The year-on-year slowdown in the
third quarter came from weaker invest-
ment activity, as private and public con-
sumption kept their growth rate un-
changed. Exports and imports weak-
ened at a similar rate and as a result
the net contribution to GDP growth of
the external sector remained un-
changed. In contrast, the slowdown in
the Euro area came both from invest-
ment and private consumption. This
contradicts the implementation logic of
the quantitative easing programme,
which aimed precisely at boosting these
two factors. The highest growth rates
in the third quarter of 2016 were rec-
orded in Ireland (6.6%), Luxembourg
(4.8%) and Romania (4.5%), while
sluggish growth was observed in Latvia
(0.3%) and France (1.0%). Overall in
2016, according to the autumn fore-
casts of the European Commission, the
economy in the EU and the Euro area is
projected to have grown by 1.8% and
1.5% respectively, with marginally
weaker growth anticipated for 2017.

The key leading indicators of economic
activity in the Euro area and the EU,
such as the index €-COINz2, increased in
the last quarter of 2016. The value of
the €-COIN index reached 0.59 points
in December, from 0.45 points in both
November 2016 and December 2015.
Overall in 2016, the index increased to
0.38, from 0.35 in 2015, recording its
best performance in six years.

The economic climate index of the Eu-
ropean Commission increased in De-
cember in the European Union and the
Euro area, stronger year on year as
well. In particular, the index increased
to 109.1 points in the EU in December,
from 107.3 points in the previous
month, while in the Euro area, the in-
dex reached 107.8 points, from 106.6
points in November. The growth of the
index in the EU originated from im-
provement in all sub-indices, except
Retail Trade, while the strongest
growth was recorded in Services. In the
Euro area, all sub-indices improved,
with the strongest boost recorded in
Retail Trade. Consumer confidence
strengthened to the same extent in
both regions. At the country level, the
climate index improved most in the
Netherlands (+5.9), followed by Fin-
land (+4.2) and Sweden (+3.7%),
while it weakened in Spain, Slovenia
and Romania.

2 The Centre of Economic Policy Research in collabora-
tion with the Bank of Italy estimates every month the
leading indicator of economic activity €-COIN for the Eu-
rozone. The indicator provides a quarterly forecast of

GDP growth and is constructed from a range of different
data, such as the course of industrial production and of
prices, as well as labour market and financial data.
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Table 2.4
European Commission — Economic Sentiment Indicator EU & Euro Area (1990-2015=100)

Month Jan-15 |Feb-15 [Mar-15 |Apr-15 [May-15 [June-15(July-15 |Aug-15 |Sep-15 |Oct-15 |Nov-15 [Dec-15
EU 104.8 |105.2 (106.0 |106.4 |106.4 |105.5 |106.6 |(107.0 |107.6 |107.7 |107.6 |108.9
Euro area {101.5 |102.3 (103.9 |103.8 |(103.8 |103.5 |104.0 (104.1 |105.6 |106.1 |(106.1 |106.8
Month Jan-16 | Feb-16 | Mar-16 | Apr-16 |May-16 |June-16|July-16 | Aug-16 | Sep-16 | Oct-16 | Nov-16 | Dec-16
EU 106.7 | 105.3 | 104.6 | 105.1 | 105.6 | 105.7 | 104.7 | 103.8 | 105.5 | 106.9 | 107.3 | 109.1
Euro area | 105.1 | 103.9 | 103.0 | 104.0 | 104.6 | 104.4 | 104.5 | 103.5 | 104.9 | 106.4 | 106.6 | 107.8
Source: European Commission (DG ECFIN)

Table 2.5

Key economic figures, EU, Euro area (annual % change unless otherwise noted)

GDP

Private Consumption

Public Consumption

Investment

Employment

Unemployment (% labour force)
Inflation

Exports of goods and services
Imports of goods and services

Current Account (% GDP)

Balance of General Government (% GDP)
Debt of General Government (% GDP)

1.8
1.5
1.3
3.1
4.2
4.3
0.8
7.9
1.7
-1.6
83.9

EU
2016 | 2017 | 2018
1.8 16
21 16
1.8 1.2
28 2.5
30 3.5
36 3.9
1.4 09
86 8.3
03 16
20 -17
86.0  85.1
21 21

2.2

Euro area
2016 | 2017 | 2018
1.7 15 17
1.7 14 15
19 13 13
33 31 35
27 33 41
32 40 47
14 1.0 1.0
101 97 9.2
03 14 1.4
1.8 -1.5  -15
91.6 90.6 89.4
3.7 35 33

Source: European Economic Forecast, Autumn 2016, European Commission
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More comprehensive information about
the key economic indicators that drive
the formation of the GDP of the Euro-
zone and of the EU, as well as their po-
tential trends in the upcoming time pe-
riod, is presented below in this chapter.
In particular, we outline the latest data
on their changes in the third quarter of
2016, their projection for 2016 overall
and their anticipated trends for 2017
and 2018, as presented in the latest
forecasting report of the European
Commission (Autumn 2016).

In greater detail private consump-
tion, according to Eurostat data,
strengthened year on year by 2.0% in
the EU in the third quarter of 2016,
against an increase by 2.2% in the
same quarter of 2015. In the Euro area,
private consumption slowed down
slightly in the third quarter of 2016 as
well, to 1.6%, from 1.7% in the preced-
ing quarter and 2.3% in the third quar-
ter of 2015.

The slight slowdown of consumption
growth is considered to come from a
corresponding slight deterioration in
the labour market during the same
quarter. At the EU country level, private
consumption increased most in Roma-
nia (7.0%), Lithuania (5.7%) and
Greece (5.1%),
growth was observed in Luxembourg
and Belgium, with 0.5% and 0.9% re-
spectively. Overall in 2016, according to
the latest forecasts of the European
Commission, private consumption in
the EU is projected to have increased
by 2.1% and is anticipated to slow

while the slowest
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down to 1.6% in 2017 and 1.5% in
2018. Private consumption is expected
to slow down in 2017 and 2018 in the
Euro area as well.

Public consumption kept growing
strongly in the European Union and the
Euro area in the third quarter of 2016,
by 1.9% and 2.0% respectively, at
about the same rate as in the first two
quarters of last year. Recall that in the
corresponding quarter of 2015, the
growth rates were lower, by 1.4 per-
centage points, in both regions. Public
consumption increased once more sig-
nificantly in the third quarter in Ireland,
Poland and Germany, by more than
4.5%. In contrast, public consumption
declined by 7.2% in Malta, 1% in Bul-
garia and 0.6% in Greece. Overall in
2016, public consumption is projected
to have expanded by 1.8% and 1.9%
in the EU and the Euro area respec-
tively, while a significant slowdown is
anticipated for 2017 and 2018, to 1.2%
and 1.3% in both regions.

Investment in the EU increased by
2.2% in the third quarter of 2016,
against 3.5% in the preceding quarter
and 2.6% in the same period of 2015.
In the Euro area, the growth of invest-
ment reached 2.6%, unchanged year
on year, yet lower than in early 2016
(3.7%). At the country level, invest-
ment increased significantly in Finland,
the Netherlands and Sweden, by about
6.0%, while significant contraction of
investment was recorded in Malta, Es-
tonia and Greece, by more than 17%.
According to the autumn forecasts of



IOBE “The Greek Economy” vol. 04/16

the European Commission, investment
is projected to have increased overall in
2016 by 2.8% in the European Union
and 3.3% in the Euro area. For 2017,
investment is expected to slow down,
returning to higher growth rates in
2018 in both regions.

The exports of goods and services
weakened further in the European Un-
ion and the Euro area in the third quar-
ter of the year, growing by 2.6% and
2.2% respectively, against 3.0% and
2.5% in the second quarter and 5.6%
and 6.4% in the same quarter of 2015.
The strongest export growth, by
10.2%, was recorded in Greece, fol-
lowed by Romania (+7.1%) and Croa-
tia (+6.5%). In contrast, the export
performance was sluggish in Malta and

France, growing by 0.4% and 0.9% re-
spectively. Overall in 2016, exports are
projected to have grown by 3.0% in the
EU and 2.7% in the Euro area,
strengthening gradually to about 4.2%
until 2018.

Imports followed a similar trend in the
third quarter, growing by 3.1% and
2.9% in the EU and the Euro area re-
spectively, against 4.3% and 3.8% in
the second quarter. Overall for 2016,
imports are projected to have ex-
panded by 3.6% in the EU and 3.2% in
the Euro area, with even stronger
growth anticipated over the following
two years, particularly in the Euro area,
where it is expected to reach 4.7% in
2018.

Figure 2.2

Analysis of the GDP components of the Euro area (average for each period)
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Judging from the trends in the GDP com-
ponents for the Euro area between 2003
and 2018, the growth mix of 2016-2018
will return to the 2003-2008 pattern. In
particular, exports are anticipated to have
a strong positive contribution to GDP
growth (1.6 percentage points of GDP), at
a similar extent, but in opposite direction
with the expansion of imports (-1.7 p.p.).
Private consumption comes back as a
growth driver (+0.8 p.p.), and the same
holds for public consumption. Lastly, in-
vestment is expected to have a positive
contribution to the GDP of the Euro area in
the coming period, by 0.6 percentage
points, about the same as in 2003-2008.

The harmonised inflation strengthened no-
tably in December in the Euro area and the
EU, reaching 1.1% and 1.2% respectively,
on the back of an upward trend since April
2016. In the last quarter of 2016, inflation
strengthened to 0.7% in the Euro area and
0.8% in the EU, against 0.2% and 0.1%
growth in the same quarter of 2015. The
price growth in the past few months is
linked to the weaker contraction of fuel
prices and their return to growth in De-
cember. The fuel prices have now an infla-
tionary impact on the overall price index,
while price growth is also recorded in the
remaining categories of goods and ser-
vices. As a result of this trend, certain cen-
tral banks have started to exert pressure
on ECB to curtail or conclude the quantita-
tive easing programme, as the target for
inflation close to 1.8%-2.0% tends to be
achieved in the coming months. Regarding
the final quarter of last year, prices de-
clined in five countries — Bulgaria (-2.0%),
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Cyprus (-0.6%), Ireland (-0.2%), Romania
(-0.1%) and Slovakia (-0.1%). In contrast,
the highest inflation rate was recorded in
Belgium (+2.0%), Estonia (+1.6%), the
Czech Republic, Latvia and Austria
(+1.5%). Overall in 2016, inflation stood
at about 0.3% in both regions, while for
2017 it is anticipated to accelerate signifi-
cantly, to 1.6% in the EU and 1.4% in the
Euro area.

The momentum that the conditions in the
labour market had gained since early
2015 weakened, as employment increased
in the third quarter of 2016 by 1.2% in the
EU and the Euro area, from 1.4% in the
second quarter. Strong employment
growth of about 3.0% was recorded in
Luxembourg, Ireland and Spain, while em-
ployment declined by about 1.1% in Esto-
nia and Lithuania. Overall in 2016, employ-
ment is projected to have increased by
1.4% in both economic regions. In the fol-
lowing two years, the employment expan-
sion rate will slightly decline to about
1.0%. According to data from the Labour
Force Survey of Eurostat, unemployment
declined once more in the third quarter of
2016, to 8.2% in the EU and 10% in the
Euro area, from 9.0% and 10.3% respec-
tively in the same quarter of 2015.

The fiscal performance improved in
both regions, as the general government
deficit declined in the third quarter of 2016
to 1.8% in the EU and 1.6% in the Euro
area, from 2.0% and 1.7% respectively a
year ago. High deficits were recorded in
Belgium (-7.7%), France (-4.5%) and the
UK (-3.9%), while strong surpluses were
recorded in the third quarter in Greece
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(+6.0%), Cyprus (+4.0%) and Hungary
(+3.2%). The strongest fiscal consolida-
tion year on in year in 2016 was recorded
in Greece and Hungary, where the general
government account improved by 7.8 and
4.7 percentage points of GDP respectively.
According to the forecasts of the European
Commission, the deficits in the two eco-
nomic regions are expected to decline fur-
ther until 2018. Public debt declined in the
third quarter in the EU and the Euro area,
to 83.3% and 90.1% respectively, reach-
ing their lowest rate since early 2013.

2.2 The economic environment in
Greece

A) Economic sentiment

The IOBE economic sentiment surveys of-
fer significant indications on the develop-
ments of the economy in the past few
months, from the perspective of both the
enterprises and the consumers. In addi-
tion, the results of the surveys constitute
leading indicators for various economic
magnitudes and can be used to predict
near-term developments and even the
course of GDP. In greater detall:

The economic sentiment indicator in-
creased quarter on quarter in the
fourth quarter of 2016. Overall in
2016, the economic climate improved
year on year. As the current Economic
Adjustment Programme is being executed,
with delays but without substantial devia-
tions, the expectations of the households
and the enterprises seem to return to nor-
mal, after their sharp drop around July
2015. The resolution of the last issues

32

pending from the first review mitigated the
uncertainty, mostly on the side of the
households. The gradual improvement of
the economic sentiment seems to act as a
leading indicator for the easing of the re-
cession in the real economy and the return
to marginally positive growth rates in the
second half of the year, as anticipated by
relevant analyses and the latest available
data. The expectations of the households
and the businesses thus seem to follow a
transition to a new equilibrium point, which
incorporates the new tax and social secu-
rity measures. This correction should per-
haps come as no surprise, as the stabilisa-
tion of the economy allows for more som-
bre evaluations by the consumers and the
businesses, while there is still uncertainty
over the medium-term outlook of the
economy. In particular:

The Economic Sentiment Indicator in
Greece improved quarter on quarter
in the final quarter of 2016, totalling
93.6 points on average (from 91.6), a level
that is significantly higher year on year
(from 86.7 points on average). Overall in
2016, the index reached 91.3 points,
higher than the 2015 average (89.4
points).

In Europe, the corresponding indica-
tor also increased quarter on quarter,
in both the EU and the Euro area.
However, the indicator slightly fell
year on year overall in 2016 in the EU,
increasing marginally in the Euro
area. In particular, the economic senti-
ment indicator stood at 106.9 on average
in the Euro area (from 104.3 in the preced-
ing quarter), reaching 107.8 points (from
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104.7) in the EU. Overall in 2016, the sen-
timent indicator reached 104.9 points in
the Euro area (from 104.2 points in 2015)
and 105.9 points in the EU (from 106.2
points).

At the sector level, the business ex-
pectations in Greece improved quar-
ter on quarter in the fourth quarter in
Construction, Services and to a lesser
extent in Retail trade, with the in-
crease in consumer confidence con-
tributing to the growth of the overall
indicator as well. In Industry, the ex-
pectations consolidated quarter on
quarter in the quarter under exami-
nation. Year on year, the indicators in-
creased on average in all sectors, except
for Construction, which declined substan-
tially, and Consumer Confidence, which
deteriorated as well. Overall in 2016, the
expectations improved in all sectors, ex-
cept for Construction. Consumer Confi-
dence also deteriorated significantly com-
pared to 2015. In greater detail:

The Consumer Confidence indicator
reached -65 points on average in the
fourth quarter (from -68.4 points in the
preceding quarter), yet it fell lower year on
year (from -61.6 points). At the country
level, the Greeks are by far the most pes-
simistic consumers in the EU. The corre-
sponding average European indices im-
proved slightly in the examined quarter,
compared with the preceding quarter, in
both the Euro area (to -6.4 from -8.2
points), and the EU (to -5.6 from -7.3
points). Year on year, the indicator de-
clined in the Euro area (from -4.7). Overall
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in 2016, the consumer confidence weak-
ened in both the EU and the Euro area.

The quarter-on-quarter trends in the com-
ponents of the overall index are mostly
positive in the current quarter. The expec-
tations of the Greek consumers for the
economic situation of their household in
the next 12 months and the expectations
for the economic situation of the country
improved. The unemployment expectation
improved as well, while the intent to save
remained largely unchanged.

In particular, during the fourth quarter of
the year, the percentage of those who
were pessimistic about the economic situ-
ation of their household in the following 12
months declined on average to 72% (from
74%), with 27% (from 24%) believing that
their economic situation will remain un-
changed. The percentage of Greek con-
sumers holding negative expectations
about the economic situation of the coun-
try also slightly declined to 78% (from
80%), with 13% (from 12%) believing that
it would stay the same. Regarding the in-
tention to save, the percentage of house-
holds not likely to consider making any
savings in the next 12 months remained
unchanged at 90-91%. Concerning the un-
employment expectations, the percentage
of those foreseeing that the situation will
slightly deteriorate remained at 77%,
while on average 7% (from 5%) expressed
the opposite opinion. The percentage of
consumers who reported to be "running
into debt" remained at 14-15% in the
fourth quarter of 2016, unchanged year on
year, while the percentage of respondents
who declared to be saving little or a lot
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stood once more at 9-10%. Lastly, the per-
centage of those reporting that they were
“just about managing to make ends meet
on their income” stayed at 63-64% and the
percentage of households reporting that
they were “drawing on their savings” re-
mained at 12%.

The Business Climate Indicator in Indus-
try totalled 91.1 points in the fourth quar-
ter of 2016, unchanged quarter on quarter
and slightly higher year on year (from 82.9
points). Overall in 2016, the Industry BCI
reached 91.3 points on average, from 81.9
points in 2015.

Concerning the key economic activity indi-
cators, the short-term production forecasts
remained unchanged quarter on quarter
(at +9 on average), while the assessment
for the number of orders and the level of
demand also did not change much (at
about -19 points). The expectations con-
cerning the stock of finished goods re-
mained stable (with the index at +12 from
+13 points). In the remaining economic
activity components, the trends for export-
related variables remained mixed. The ex-
pectations for exports in the next quarter
deteriorated, while the assessments on the
current level of exports of the sector re-
mained unchanged and the assessment for
the number of orders and demand from
abroad improved. The average quarterly
balance of employment expectations
stayed at a similar level (to -6 points from
-7 points), performing better year on year
(from -14 points). The industrial capacity
utilisation rate increased to 70% (from
67.5%), up year on year as well (from
65.2%). Finally, the months of production
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accounted for by the order book of the
companies reached 4.3 on average (from
4.1), slightly higher year on year as well
(from 3.7 months).

The Business Climate Indicator in Retail
Trade slightly recovered quarter on quar-
ter to 99.5 (from 98.6) points, a better per-
formance compared with the same quarter
of last year as well (from 82.4 points).
Overall in 2016, the Retail Trade BCI
reached 98 on average, considerably
higher than in 2015 (81 points).

Concerning the key components of the in-
dex, the average assessment of current
sales remained at +14 points. The per-
centage of the companies in the sector re-
porting growth of sales increased to 44%
(from 42%), with 30% (28%) reporting
the opposite observation. The index for ex-
pected sales increased to +19 (from +10)
points, and so did the index for inventories
(at +2 from -2). Regarding the remaining
activity indicators, the balance of expected
orders from suppliers improved (to +7
from O points on average per quarter),
with the short-term employment expecta-
tions strengthening as well to +11 (from
+5) points. Finally, the balance of price ex-
pectations remained unchanged in the cur-
rent quarter at +8, with 5% (from 8%) of
the companies expecting price deflation
and 82% (from 76%) expecting prices to
remain stable.

In the constituent branches, the business
sentiment deteriorated quarter on quarter
in the fourth quarter of the year in Food-
Beverages-Tobacco and Textiles-Clothing-

Footwear, improving in Department
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Stores, Vehicles — Spare Parts and House-
hold Appliances.

The business expectations in Construc-
tion improved in the fourth quarter of
2016, with the index totalling 48.1 (from
43.9) points on average. That said, the in-
dex declined year on year, from 58.8
points. In 2016, the expectations index in
Construction stood at 55.7 points on aver-
age, from a marginally higher level in 2015
(56.4 points).

Regarding the components of the index,
the employment expectations dropped by
10 points on average, with the index
reaching -52 points, as about 60% (from
48%) of the businesses were expecting job
losses. In contrast, the expectations of the
businesses on their order book became
less pessimistic (with the index at -56
from -75). The assessment of the busi-
nesses of their current level of activity de-
teriorated in the fourth quarter, with the
index falling to -32 (from -24) points. The
months of activity accounted for by work
in hand reached 8.4 (from 8.9). The nega-
tive balance of price expectations slightly
expanded, by 4 points, reaching -31, with
39% (from 33%) of the businesses expect-
ing a reduction in the short term and 8%
(from 6%) expecting prices to rise. Finally,
the percentage of companies reporting
that they were not facing any obstacles to
the proper functioning of their business
stood at 6%, while among the remaining
businesses, 40% selected as the major ob-
stacle low demand, 34% insufficient fund-
ing and 16% factors such as the general
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economic situation of the country, the cap-
ital controls, high taxes, lack of projects
and late payments by the state.

At the branch level, the stronger business
sentiment in the sector in the fourth quar-
ter came from Private Construction (with
the index growing to 78.5 from 52.1 points
on average) and Public Works (to 33 points
from 40.5 points on average).

In Services, the Business Climate Indica-
tor increased quarter on quarter in the
fourth quarter of 2016, to 82 (from 79.3)
points on average, higher year on year as
well (from 70.5 points). Overall in 2016,
the Services BCI stood on average at 76.1
points, compared with 70.6 points in 2015.

Among the basic components of the index,
the assessment for current demand gained
some ground, with the indicator growing
to +4 (from -3) points on average. The as-
sessment of the current level of business
activity also increased (to +5 from -1 point
on average). In contrast, the short-term
demand expectations of the businesses of
the sector slightly deteriorated (to -3 from
-1 point). Regarding the remaining activity
indicators, the average balance of the em-
ployment expectations index remained
largely unchanged (at -8 on average). The
deflationary price expectations strength-
ened, with the index standing on average
at -10 (from -3) points. Finally, the per-
centage of respondents, declaring that
there were no significant obstacles to their
business operation, fell to 22% (from
25%), with 36% stating as the main ob-
stacle to the proper functioning of their
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business insufficient demand, and 18% cit-
ing insufficient working capital. The re-
maining enterprises (21%) reported other
factors, such as the general economic sit-
uation and the crisis, the capital controls,

inability to borrow, high taxes, and delay
in payments.

At the branch level of Services, the busi-
ness climate deteriorated in the fourth
quarter of the year in Hotels, Restaurants,
Travel Agencies and Financial Intermediar-
ies, remained unchanged in Information
Services and improved in Land Transport
and Various Business Activities.

Figure 2.3

Economic Sentiment Indicators: EU, Eurozone and Greece, (1990-2015=100, seasonally ad-
justed data)
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Figure 2.4

Consumer Survey data on their household’s financial situation (average of October — Decem-
ber 2016)
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Table 2.6

Economic sentiment indicators

Economic Sentiment Business Climate Index? Consumer
Indicator! (Greece) Confidence
Index®
(Greece)
2002 97.3 96.8 102.0 101.2 114.0 93.3 82.8 -27.5
2003 95.4 95.4 100.1 97.9 115.0 102.0 85.5 -39.4
2004 103.3 101.6 104.8 99.1 81.5 104.8 94.6 -25.8
2005 100.8 100.5 98.1 92.6 63.0 96.8 93.6 -33.8
2006 108.3 108.3 104.9 101.5 91.1 110.8 103.7 -33.3
2007 111.0 110.6 108.4 102.8 92.5 120.8 106.6 -28.5
2008 93.3 94.3 97.4 91.9 95.2 102.5 97.8 -46.0
2009 79.3 80.2 79.7 72.1 65.5 80.4 70.1 -45.7
2010 101.2 101.6 79.3 76.2 45.2 59.5 62.9 -63.4
2011 100.3 102.4 77.6 76.9 34.2 58.9 61.7 -74.1
2012 90.9 90.6 80.0 77.2 43.2 57.1 54.8 -74.8
2013 95.7 93.8 90.4 87.8 65.0 70.2 70.4 -69.3
2014 105.1 101.6 99.3 94.6 81.5 89.1 87.2 -55.0
2015 106.2 104.2 89.4 81.9 56.4 81.0 70.6 -50.7
2016 105.9 104.9 91.3 91.3 55.7 98.0 76.1 -68.0
Q1 2015 105.4 102.6 96.8 87.2 65.0 85.5 76.4 -37.0
Q2 2015 106.1 103.7 91.6 85.7 57.6 90.4 73.2 -43.6
Q3 2015 107.1 104.6 79.9 71.9 44.0 65.8 62.4 -60.6
Q4 2015 107.7 106.2 87.3 82.9 58.8 824 70.5 -61.6
Q1 2016 105.5 104.0 90.2 90.7 68.0 93.6 69.0 -67.5
Q2 2016 105.5 104.3 89.9 91.9 62.9 100.2 74.3 -71.2
Q3 2016 104.7 104.3 91.6 91.1 43.9 98.6 79.3 -68.4
Q4 2016 107.8 106.9 93.6 91.2 48.1 99.5 82.0 -65.0

Sources: 'European Commission, DG ECFIN, 2IOBE
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Figure 2.5

Business Climate Index

Industry

0.0

0® %0 4,° %% o’

-10.0

-20.0

-30.0

-40.0

-50.0

e Industry - Greece
--------- Average - Greece (2001-2015)

eeeee Industry - Euro area (right axis)

Retail trade

10.0
5.0
0.0
-5.0
-10.0
-15.0
-20.0
-25.0
-30.0

e Retail trade - Greece
--------- Average - Greece (2001-2015)
e e e e e Retail trade - Euro area (right axis)

Source: IOBE

B) Fiscal developments and outlook

General Government Deficit (national ac-
counting data)

In the autumn of 2016, ELSTAT revised the
2015 fiscal data compiled according to the
national accounting methodology (ESA
2010). In particular, the General Govern-
ment (GG) deficit increased by €480 mil-
lion (or from 3.1% to 3.4% of GDP), while
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the primary surplus declined by €858 mil-
lion (or about 0.5% of GDP) to only €259
million (0.25% of GDP, Table 2.7). Corre-
spondingly, the primary surplus, as com-
piled based on the definition given in the
Greek Loan Facility (GLF) agreement, de-
clined from 0.5% to 0.25% of GDP. De-
spite the revision, the primary surplus still
exceeded the contractual obligation of
Greece for a primary surplus of 0.25% of
GDP in 2015.
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Table 2.7
General Government figures in national accounting terms (ESA 2010 - % of GDP)
2012 2013 2014 — 2015 . 2016* | 2017**
Initial | Revised
General Government Bal-
ance
(excluding the net financing to 6.0 2.4 3.7 3.1 34 2.2 0.8
banking institutions)
GG Primary Balance
(excluding the net financing to -0.9 1.7 0.3 0.7 0.2 1.3 2.5
banking institutions)
GG Primary Balance
(Economic Adjustment Pro- -1.3 1.2 0.3 0.5 0.25 1.1 2.0
gramme)
GLF targets - - -0.25 -0.25 0.50 1.75

Sources: (a) ELSTAT, Excessive Deficit Procedure (April 2016 and October 2016), (b) Introductory Report, 2017

Budget, November 2016.

*Provisional data and estimates. The ad-hoc handout of €616 million to pensioners is not taken into account.

** 2017 Budget

For 2016, the Ministry of Finance projects
that the primary surplus, according to the
GLF methodology, has reached 1.1% of
GDP, a level that exceeds significantly the
set target of 0.5% of GDP. The particular
estimate for 2016 does not include ex-
penditure of €616 million for ad-hoc eco-
nomic support of pensioners, which will
limit the primary surplus by 0.35% of GDP,
to about 0.75% of GDP.

According to the latest estimatess for 2016,
the better-than-the-target performance,
after national accounting adjustments, can
be traced to the (revised) State Budget
(SB), where the primary deficit is lower by
€1,258 million year on year, to reach €710
million, without taking into account the
€616 million handout to the pensioners.
The results for Hospitals, state-owned en-

3 Budget 2017: Introductory Report, Table 3.2, pp. 57-58.
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terprises and social security funds also im-
proved slightly. In contrast, the surplus of
the local authorities declined.

Regarding 2017, the SB account is antici-
pated to improve substantially, which
comes mainly from higher revenues in the
Ordinary Budget (OB). In addition, the le-
gal entities account is anticipated to im-
prove notably, with a small improvement
in the account of the hospitals as well. In
contrast, the primary deficit of the social
security funds is expected to increase
slightly, while the local authorities account
is anticipated to deteriorate as well.

State Budget, January - November
2016

Throughout the first eleven months of last
year, revenue collection was significantly
better both year on year and against the
set targets for 2016. Already since the first
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half of the year, the Ordinary Budget (OB)
revenues exceeded the corresponding tar-
get by €0.9 billion. The revenue perfor-
mance improved further since July, as the
new tax measures that were adopted in
the preceding month came to fruition. As a
result, by the end of November, the reve-
nues exceeded the corresponding target
by about €2.4 billion.

The outperformance of the revenues, to-
gether with the collection of the tranche
for the first review of the current pro-
gramme, of about €10.3 billion improved
significantly the cash liquidity in the public
sector, allowing for some of the repayment
of some of its arrears.

Despite the positive developments on the
revenue side, both the OB and the Public
Investment Programme (PIP) expendi-
tures were very restrained throughout the
first eleven months. The OB payments
were short of the corresponding target for
the first eleven months of 2016 by almost
€2.3 billion. Correspondingly, only 51% of
the annual public investment was executed
until the end of November, compared with
58% in 2015, when the public administra-
tion was facing severe liquidity constraints.
As a result, the execution of almost €3.3
billion public investment is left for Decem-
ber.

The great expenditure restraint, together
with the outperformance of the revenues,
formed a very positive picture for the exe-
cution of the Budget in the first eleven
months. In particular, the State Budget
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(SB) had a significant surplus and an ex-
ceptionally high primary surplus of about
4.2% of GDP.

Note, however, that the positive result at
the SB level was achieved, first, with an in-
crease of the tax burden on the economy
and second through a delay in the execu-
tion of the investment programme. Mean-
while, the privatisation process, the reso-
lution of the problem with the non-per-
forming loans and more generally the nor-
malisation of the financial system are sys-
tematically delayed.

The better fiscal performance (only at the
SB level) most likely ensures the achieve-
ment of the fiscal targets for 2016 and
forms good prospects for 2017. But, the
current fiscal policy mix and the delay in
privatisation and reforms hampers the
possibility of the Greek economy to return
to a path of growth.

SB account and primary surplus

The SB account had a surplus of €2,023
million or 1.2% of GDP in the first eleven
months of the year, compared with a tar-
get for a deficit of €1,852 million and a def-
icit of €1,245 million in the same period of
2015. Correspondingly, the SB primary
surplus reached €7,416 million, or 4.2% of
GDP (Table 2.8).

The good performance came mainly from
a restraint on the SB expenditure (OB and
PIP) against the corresponding targets by
€3,382 million and outperformance of rev-
enues (before tax refunds) against the tar-
get by €1,658 million.
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Table 2.8
State Budget Execution (€ million)
January — November % change
2014 2015 2016 | 2015/14 | 2016/15
I. SB Net Revenues 45,928 44,936 47,942 -2.2 6.7
1. OB net revenues 41,774 41,030 44,652 -1.8 8.8
a. Revenues before tax refunds 44,847 43,615 47,333 -2.7 8.5
b. Tax refunds 3,074 2,585 2,681 -15.9 3.7
2. PIP Revenues 4,154 3,906 3,290 -6.0 -15.8
of which: EU funds 4,093 3502 3,074 -14.4 -12.2
II. SB Expenditure 47,755 46,181 45,919 -3.3 -0.6
3. OB expenses 43,207 42,485 42,442 -1.7 -0.1
a. Primary expenses* 37,814 36,901 37,048 -2.4 0.4
b. Interest 5,393 5,584 5,393 3.5 -3.4
4. PIP Expenses 4,548 3,696 3,476 -18.7 -6.0
III. SB Balance (I-II) -1,827 -1,245 2,023
% of GDP -1.0 -0.7 1.2
OB Balance -1,433 -1,455 2,210
PIP Balance -394 210 -186
IV. SB Primary Balance 3,566 4,339 7,416
% of GDP 2.0 2.5 4.2
GDP (current prices) 177,941 175,697 | 174,908 -1.0 -0.4

Source: State Budget Execution Bulletin November 2016 (final data), GAO, December 2016
* Includes military procurement, called guarantees and disbursement fee to EFSF.

Note, however, that in case that PIP is ex-
ecuted until the end of the year without
deviations, both in revenues and in ex-
penditure, the SB primary surplus will de-
cline by €2,188 million by the end of De-
cember. Correspondingly, if the OB is exe-
cuted without deviations as well, the pri-
mary surplus will decline further by €2,230
million.4 In addition, if the deficit of the re-
maining GG agencies is covered, than the
primary surplus at a GG level, as defined in
the Greek Loan Facility, will not exceed
0.8% of GDP. Nevertheless, even in this

4 Including the €616 million handout to the pensioners.

s When the 2016 budget was submitted (November 2015),
the revenues were estimated at €51,988 million in 2015 and
€52,375 million in 2016, implying an increase by only 0.7%.

case, the corresponding target (0.5% of
GDP) is going to be exceeded.

Ordinary Budget Revenues

The revenues of the Ordinary Budget (be-
fore tax refunds) increased year on year by
8.5% in the first eleven months of 2016,
to reach €47.3 billion. This performance is
better than the 2016 Budget projectionss
for 5.8% revenue growth year on year. In
any case, note that despite the good per-
formance of revenues, the introductory re-
port of the 2017 Budget estimated that the

However, the 2015 revenues fell significantly short of the tar-
get to reach €49,510 million and as a result the envisaged
revenue growth for 2016 reached 5.8%.
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OB receipts were significantly short (by
€1,112 million) of the initial forecast
(€52,375 million) totalling €51,263 million,
due to the performance of non-tax reve-
nues.

The significant revenue growth in the first
eleven months came primarily from the tax
measures that were gradually imple-
mented from July 2015 until June 2016.
The increased use of credit and debit
cards, due to the imposition of capital con-
trols, which expanded the official economic
activity, also contributed to this, together
with the collection of ad-hoc, non-budg-
eted revenues and the intensification of
tax audits. The last factor concerns primar-
ily the issue of receipts, as the checks on
fuel transfers declined a lot.

Regarding particular categories, the reve-
nues from direct taxation increased year
on year by 10.5% in the first eleven
months, to reach €19.6 billion, exceeding
the corresponding target (Table 2.9). This
positive development came largely from
higher receipts from income taxes on legal
entities by 40.0% (or €1,003 million),
which exceeded the target for the first
eleven months by €423 million. The reve-
nue growth came mainly from the increase
in the profit tax for SA and the hike in tax
prepayment. That said, the high rate of tax
prepayment deprived the large companies
from working and investment capital. The
receipts from the income taxation of indi-
viduals also increased, both year on year
and against the corresponding target.
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The revenues from property taxes and
mainly from the single property tax (EN-
FIA) also increased significantly year on
year, by about 18.9%.

The higher ENFIA receipts (+26.9%) came
from: a) the fact that its collection started
a month earlier than in 2015, therefore one
more instalment was collected during the
same period, b) expansion of the tax base,
¢) additional tax on property value exceed-
ing €200,000 (against a previous threshold
of €300,000) and d) the fact that the EN-
FIA collection of the first instalment was
higher year on year as more tax payers
used credit cards to pay the tax in full.

The receipts from “other direct taxes” also
increased, with the additional revenue
coming almost entirely from the solidarity
levy on the income of individuals. In con-
trast, the revenues from direct taxes of
previous years slightly declined year on
year, albeit exceeding the target for the
first eleven months by €40 million.

The collection of indirect taxes increased
by a similarly notable margin (€1,892 mil-
lion or 9.2% year on year), to reach €22.5
billion. The VAT receipts were a key driver
of this development, responsible for
68.2% of the total increase in the revenues
from indirect taxation (Table 2.9). The
year-on-year growth of VAT revenue by
10.7% came from: a) transfer of many
goods and services from the reduced to
the standard rate in July 2015; b) increase
of the standard rate to 24% from 23%
since 1 June 2016; c¢) growth in the use of
electronic means of payment since July
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2015 due to the imposition of capital con-
trols and d) intensification of audits for the
issuance of purchase receipts.

The revenues from indirect taxes of previ-
ous years increased significantly, by about
67.8%, to total €270 million. The detailed
data shows that this growth stems from
the collection of VAT of previous years,
which increased by 103,0% (or €303.7 mil-
lion) year on year.

The revenues from consumption taxes in-
creased by 3.8% year on year, to reach
€7.2 billion (Table 2.9). The increase came
from the excise duty on tobacco products,
where the revenues increased by 4.7%
year on year, to reach €2,285 million, and
the car registration tax, which increased by
67.7% year on year. In contrast, the reve-
nues from the excise duty on fuels declined
by 2.0% year on year, falling short of the
target by €34 million.

Table 2.9
State Budget Execution (€ million)
Revenue categories January-November % change
2014 2015 2016 2015/14 2016/15

1. SB Net Revenues (2+4) 45,928 44,936 47,942 -2.2 6.7
2. OB net revenues 41,773 41,030 44,652 -1.8 8.8
Tax refunds 3,074 2,585 2,681 -15.9 3.7
3. OB revenue 44,847 43,615 47,333 -2.7 8.5
Direct taxes 18,641 17,741 19,605 -4.8 10.5
--Income tax 11,123 10,931 12,119 -1.7 10.7
--Property tax 3,042 2,644 3,145 -13.1 18.9
--Direct taxes of previous years 1,841 1,601 1,581 -13.0 -1.2

--Other direct taxes 2,634 2,565 2,760 -2.6 7.6

Indirect taxes 20,911 20,658 22,550 -1.2 9.2

--Transaction taxes 13,172 13,000 14,291 -1.3 9.9
(of which VAT) 12,621 12,488 13,825 -1.1 10.7

--Consumption taxes 6,944 6,949 7,215 0.1 3.8
--Indirect taxes of previous 447 429 720 -4.0 67.8
years

--Other indirect taxes 348 280 325 -19.5 16.1
Non-tax revenues 5,296 5,217 5,179 -1.5 -0.7
--Receipts from the EU 103 90 387 -12.6 330.0
--Non-ordinary revenue 1,653 1,751 768 5.9 -56.1
(of which: ANFA, SMP) 580 291 375 -49.8 28.9
--Permits and rights 382 214 82 -44.0 -61.7
--Other 3,158 3,162 3,942 0.1 24.7
4. PIP revenues 4,154 3,906 3,290 -6.0 -15.8

Source: State Budget Execution Bulletin November 2016 (final data), GAO, December 2016
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In contrast with the tax revenues, the non-
tax revenues slightly declined, by 0.7%, in
the first eleven months of the year. The
revised targets, indicated in the State
Budget execution bulletin for the first
eleven months of the year, do not allow for
an evaluation. However, a significant loss
of revenues is evident when comparing the
(annual) figures in the 2016 State Budget
with the projections for 2016 in the Intro-
ductory Report of the 2017 Budget.s In
particular, the annual receipts from the
gains of the central banks holding Greek
sovereign bonds (ANFA and SMP pro-
grammes) are estimated to total €375 mil-
lion, coming from the Bank of Greece,
against a target of €1,691 million. In addi-
tion, the revenues from permits and rights
are estimated at €123 million, against a
target of €1,802 million. The difference
comes mostly from the revenue from the
concession of regional airports. The collec-
tion of this revenue has been transferred
to the 2017 budget. The revenues short-
age of these two sources overall ap-
proaches €3 billion (€2,995 million).

Part of the shortage was offset by the in-
creased participation of the Hellenic Re-
public in the profits of Bank of Greece,
which reached €775 million (against a tar-
get of €350 million), from extraordinary,
non-budgeted revenues of HCCA of about
€200 million and higher withdrawals from
EU funds. Overall, the non-tax revenues
from any kind for 2016 were budgeted at
€7,610 million, yet only €5,445 million are

projected to be collected.7 Another part of
the non-tax revenue shortage was covered
by outperformance of the tax revenues. As
a result, the shortage of the total OB rev-
enues was limited to €1,112 million on an
annual basis.s

OB expenditure

The OB expenditures marginally declined
year on year in the first eleven months of
the year, by 0.1%, to €42.4 billion, com-
pared with an expenditure target for that
periods of €44.7 billion. From the expendi-
ture restraint of €2,298 million, €2,066 mil-
lion come from primary expenditure and
€232 million from interest payments.

According to the revised annual target, the
OB expenditure is projected to have in-
creased year on year by 1.5% to reach
about €49.2 billion, exceeding the initial
target in the 2016 Budget (€49.0 billion)
by €219 million. The new interest pay-
ments estimate totals €5,600 million, lower
than the initial estimate by €330 million. In
contrast, the new estimate on primary ex-
penditure amounts to about €43.6 billion,
exceeding the initial target by €549 million.
In other words, the annual primary ex-
penditure is higher by 2.0% year on year,
exceeding the target by €549 million. Note
that the above slippage does not include
the €616 million that were spent in Decem-
ber as an ad-hoc handout to pensioners.

Primary expenditure of about €6,777 mil-
lion, interest payment of €201 million and

6 Table 3.2, p. 57. 9 The monthly revenue and expenditure targets for 2016 ap-
7 Op.cit. pear in the Introductory Report of the 2016 Budget, Table
8 According to the estimates in the Introductory Report of the 3.20, p. 97.

2017 Budget.
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€3,274 million for investment, i.e. €10,258
million expenditure should have been dis-
bursed in December in order to achieve the
revised targets. If we also take into ac-
count the €616 million to the pensioners,
the total amount approaches €11 billion.

The payment execution in the first eleven
months does not create predispositions
that this will take place, as total expendi-
ture in the first eleven months declined
marginally by 0.1%. The expenditure re-
straint came both from the interest pay-
ments, lower year on year by 3.4%, and
from the primary expenditure, which
slightly increased (0.4%) year on year, yet
remained substantially below the target
(Table 2.10).

The restraint of the primary expenditure in
the first eleven months can be traced to
wage payments (-4.4%), although part of
this reduction came from the transfer of
the call duties of doctors and other allow-
ances to other expenditure categoriesio
(Table 2.10). In addition, the payments for
pensions declined by 0.5% year on year,
despite the increase in the number of ben-
eficiaries,11 perhaps due to the measures
that came in force in May 2016. Lastly, the
grants to social security funds decreased
by 3.2%, with the reduction coming from

the Social Solidarity to Pensioners Allow-
ance EKAS12 (-16.5% year on year) and
grants to the Wage Earners’ Fund IKA
(-5.1%).

In contrast, almost all other expenditure
categories increased year on year. Other
grants, which essentially concerned the lo-
cal authorities, increased notably.13 Signif-
icant growth was also recorded in the so-
cial protection expenditure (18.3%) and in
the grants to the Manpower Employment
Organization OEAD (16.7%). Lastly, the
grants to institutions increased by 13.1%.
Some of the hospital staff allowances were
transferred to this category.

Public Investment Programme

The PIP in the examined period had a small
deficit of about €186 million. This develop-
ment was temporary, coming from the
very large payment restraint, which de-
clined by 6.0% year on year to about
€3,476 million (see Table 2.8). In addition,
expenditure was short of the target by
€1,084 million. The investment payments
on an annual basis are projected to have
reached €6,750 million, hitting their initial
target.14

10 The total amount of the transferred funds for the first
eleven months is not known. The annual figure for 2016 is
estimated at €321 million (2017 Budget, Introductory Report,
Table 3.9, p. 67).

11 The number of public sector pensioners increased from
475,900 in 2015 to 478,200 in 2016 (2017 Budget, Introduc-
tory Report, Table 3.7, p. 64).

12 Except public sector pensioners.

13 2017 Budget, Introductory Report, Table 3.9, p. 67.

14 2017 Budget, Introductory Report, Table 3.2.
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Table 2.10
State Budget Expenditure (million €)
. January — November % change
Expenditure category 2014 2015 2016 | 2015/14 | 2016/15
1. State Budget 47,755 46,181 45,919 -3.3 -0.6
Expenditure
2. Ordinary Budget 43,207 42,485 42,442 -1.7 -0.1
Expenditure
Interest 5,393 5,584 5,393 3.5 -3.4
Primary expenditure 37,815 36,902 37,049 -2.4 0.4
--Salaries & pensions 16,828 17,116 16,536 1.7 -3.4
Wages 10,935 10,975 10,495 0.4 -4.4
Other allowances 310 322 251 3.9 -2.2
Pensions 5,583 5,819 5,790 4.2 -0.5
--Social expenditure 11,397 11,256 11,142 -1.2 -1.0
Grants to Social Security 9,810 10,077 9,755 2.7 -3.2
Funds
Social protection 1,166 778 920 -33.3 18.3
Grants to OAED 377 360 420 -4.5 16.7
Other 44 41 47 -6.8 14.6
--Operational and other 6,512 6,178 6,336 -5.1 2.6
Transfers 1,293 1,035 1,171 -20.0 13.1
Consumption 1,172 1,052 1,071 -10.2 1.8
Conditional 1,883 2,058 2,053 9.3 -0.2
Other* 2,164 2,033 2,041 -6.1 0.4
--Earmarked revenue 3,079 2,352 3,036 -23.6 29.1
3. PIP expenditures 4,548 3,696 3,476 -18.7 -6.0

Source: State Budget Execution Bulletin November 2016 (final data), GAO, December 2016. Data from the
budget execution bulletins for the first eleven months of 2014 and 2015 were used for the corresponding col-
umns. The recording of the expenditure for on-duty and other allowances of the medical personnel of the Na-
tional Healthcare Service ESY changed from 2016, showing up now in grants to hospitals and grants to other
entities. For this reason, the figures for 2015 and 2016 are not comparable for these particular expenditure cat-

egories.

* Includes transfers to cover deficits and arrears of hospitals, military procurement, EFSF disbursement fee and

called guarantees (in net terms).

In contrast, revenues exceeded the target
for the first eleven months by €54 million,
yet year on year they declined by 15.8%,
mainly due to weaker inflows from various
EU funds by 12.2% (Table 2.8). On an an-
nual basis, revenues are projected to have
had a slight shortage of about €44 million.

The longer delay in the disbursements for
investment in 2016, compared with the
previous year, despite the notably better
cash position of the public sector, is hard
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to explain. In addition, if the disburse-
ments do not accelerate, there is a risk of
losing capital, as NSRF 2007-2013 draws
to a close. It is very likely that the PIP ex-
penditure has fallen short of the target by
the end of the year.

The fact that the revenues from the EU
funds are constantly declining is also im-
pressive. In particular, according to the
new budget, the 2017 revenues from EU
funds will decline to €3,975 million, from
€4,649 million in 2014. This trend is hard
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to explain, given that the return of the
country to growth remains a priority objec-
tive.

The 2017 Budget

The fiscal policy will remain strongly con-
tractionary in 2017 as well. According to
the new budget, the GG deficit, on a na-
tional accounting basis, will decline from
2.2% of GDP in 2016 to 0.8% in 2017. Cor-
respondingly, the primary surplus will in-
crease from 1.3% to 2.5% of GDP. Like-
wise, the primary surplus, as measured ac-
cording to the GFL methodology, is ex-
pected to increase from 1.1% of GDP in
201615 to 2.0% in 2017, in order to meet
the terms in the agreement for a surplus
of 1.75% of GDP (see Table 2.7).

The improved fiscal performance in 2017
is based first on the tax measures of July
201616 and January 2017, and second on
an optimistic macroeconomic scenario. In
particular, the Greek economy is fore-
casted to grow by 2.7% in 2017, despite
the strongly contractionary fiscal policy.
The increase, according to the new
Budget, 17 is expected to come from growth
in private consumption by 1.8%, invest-
ment by 9.1% and exports by 5.3%.

According to the 2017 Budget, the condi-
tions to achieve this ambitious macroeco-
nomic scenario are: a) consistent imple-
mentation of the new bailout programme;
b) gradual relaxation of the capital con-
trols; c) progress with the settlement of
non-performing loans; and d) continuation

15 The 1.1% GDP surplus does not include the €616 million

expenditure (0.35% of GDP).

of the consultations and gradual imple-
mentation of specific short-term, medium-
term and long-term measures to reduce
the public debt burden.

In fact, the Greek authorities announced a
time plan of sorts in November 2016,
which envisaged the conclusion of the sec-
ond review until the Eurogroup of 5% De-
cember 2016, with the announcement of
specific short-term and medium-term pub-
lic-debt measures. The restructuring of the
gross financing needs for debt servicing
would have restored significantly the con-
fidence of the investors and the markets,
allowing Greece to take part in the quanti-
tative easing programme of ECB in early
2017.

The settlement of non-performing loans,
together with the participation in the quan-
titative easing, could restore the Greek fi-
nancial system to a normal mode of oper-
ation and to improve considerably the li-
quidity in the Greek economy. In order to
have sufficient time for the positive eco-
nomic effects to transpire, all these pro-
cesses should, of course, have been com-
pleted on time, at the latest until the end
of the first quarter. If, for example, the
participation in the quantitative easing
starts in December, then the positive ef-
fects on the economy will transpire in
2018.

Unfortunately, not only the conclusion of
the review, but all the other actions, are
delayed once more, resulting in height-
ened uncertainty, as for the time being
16 These measures will have an annual impact for the first

time in 2017.
17 2017 Budget, Introductory Report, Table 1.3, p. 27.
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there are no announcements on the re-
commencement of the negotiations or
other actions. The only measure that came
in force since 1%t January was the hike in
taxation, with an impact on sentiment and
disposable income. In such a way, the
achievement of the macroeconomic and
indirectly the fiscal targets is put at high
risk. In addition, there is substantial lack of
clarity on the deficit of the social security
funds and particularly of the unified social
security fund EFKA. For these reasons, it is
not possible to make credible comments
and assessments regarding the achieve-
ment of the fiscal targets at General Gov-
ernment level for 2017 before the conclu-
sion of the review.

2017 State Budget

At the SB level (on a fiscal basis), public
finances are expected to improve signifi-
cantly in 2017. In particular, the SB deficit
will decline from €4,178 million, or 2.4% of
GDP, to €1,550 million (0.9% of GDP). Cor-
respondingly, the primary surplus is ex-
pected to almost triple, from €1,422 mil-
lion, or 0.8% of GDP, to €4,000 million, or
2.2% of GDP (Table 2.11). Note that ac-
cording to the Budget, the SB deficit in
2017 will come exclusively from the PIP, as
the OB is projected to have a surplus of
about €1.0 billion.

The significant improvement comes from
the increase of OB revenues (before tax re-
funds) by €2,399 million, or 4.7%, year on
year. That said, the expenditure of both
OB and PIP remains essentially un-
changed, except for “other primary ex-
penditure”, which includes the debt of
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public entities undertaken by the Central
Government of €554 million in 2016. No
such expenditure is envisaged for 2017,
nor were there such expenditures before
2016 (Table 2.11). Note that the 2016 fig-
ures do not include the €616 million ex-
penditure for the ad-hoc financial handout
to pensioners.

OB revenues

The OB revenues (before tax refunds) are
projected to increase by 4.7% year on
year, to reach €53.7 billion. The budgeted
increase, in absolute terms, amounts to
€2,399 million in 2017, compared with a
projected increase by €1,754 million for
2016. In other words, the disposable in-
come of the households declined by
€4,153 million or 2.4% of GDP in two years
(2016 and 2017) as a result of the addi-
tional taxes (Table 2.12). The increase is
expected to come mainly from indirect
taxes, income taxes and non-tax revenues.

In particular, the revenues from direct
taxes are expected to decline by 1.4% year
on year, to reach €20.4 billion, as the re-
ceipts from all constituent categories, ex-
cept for income taxes, decrease. Income
taxes are expected to grow by 7.8% to
reach €13.7 billion. The increase will come
exclusively from the taxes on the income
of private individuals, which is projected to
increase by 14.5% year on year. Their
growth comes from changes in the tax
scale and other measures on the taxation
of individuals that have come into force
from 2017. Meanwhile, the revenues from
taxing legal entities is expected to decline
by 7.0%.
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Table 2.11
State Budget 2016 (estimates) kai 2017 (€ million)
2016 Est. 2017 % change
Budget
Net SB revenues 52,353 54,529 4.2
1. Net OB revenues 47,977 50,374 5.0
a. OB revenues before tax refunds 51,264 53,663 4.7
b. Tax refunds 3,287 3,289 -
2. PIP revenues 4,376 4,155 -5.1
SB expenditures 56,531 56,079 -0.8
3. OB expenditures 49,780 49,330 -0.9
a. Primary expenditures 42,473 42,419 -0.1
b. Other (primary) expenditures* 1,707 1,360 -20.3
. Interest payments 5,600 5,550 -0.9
4, PIP expenditures 6,750 6,750
SB balance -4,178 -1,550
% of GDP -2.4 -0.9
SB primary balance 1,422 4,000
% of GDP 0.8 2.2
GDP (in current prices) 174,908 180,817 3.4

Source: Introductory report, 2017 Budget, Ministry of Finance, November 2016
*Military procurement, called guarantees, transfers to cover deficits of hospitals and other entities (only 2016)

and EFSF disbursement fees.

The revenues are also expected to be
lower from property taxation, by 11.4%,
direct taxes of previous years (-20.5%),
and other direct taxes (-19.0%). In the last
category, the reduction comes from the
fact that the social security contributions of
public sector employees (about €600 mil-
lion) are going to be attributed to the sin-
gle social security fund EFKA and will no
longer constitute OB revenue.

The revenue from indirect taxes is pro-
jected to increase by 5.3% to reach €26.4
billion. According to the forecasts, the rev-
enue from indirect taxes will take up
56.4% of the tax revenues in 2017, from
53.7% in 2014. In particular, the VAT rev-
enue is anticipated to increase by 5.2% to

18 For instance, hike in the taxation on fuels and tobacco
products and the introduction of new taxes on coffee, tele-
communications, electronic cigarettes etc.

reach €15,985 million, contributing 57.6%
to the growth of all revenues from indirect
taxation. Its growth will come from the
hike in the standard rate from 23% to 24%
since 1% June 2016, and the increased use
of electronic means of payment, due to the
new measures on the tax allowance. The
revenues from excise duties are also antic-
ipated to increase significantly, by 8.0%,
due to the measures that came into force
on 1% January 2017.1s Receipts will in-
crease from the taxes on fuels, by 9.3%,
and from the taxes on tobacco products by
9.7%. That said, the revenues from indi-
rect taxes of previous years are anticipated
to decline, returning to their long-term
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trend, after their large ad-hoc increase in
2016.

Lastly, the non-tax revenues are budgeted
to increase by 25.0% year on year to reach
€6,805 million. The increase will essentially
come from the receipts in the category
“concession of permits and rights” of the
public sector, which are expected to in-
crease from €123 million in 2016 to €2,044
million in 2017. This increase comes from
the revenues of the regional airports con-
cession, which was initially planned to be
collected in 2016.

OB expenditure

The OB expenditure is budgeted to decline
by 0.9% in 2017, to reach €49.3 billion
(Table 2.13). The expenditure restraint
comes both from interest payments, which
are expected to decline by 0.9%, and from
primary expenditure, expected also to de-
cline by 0.9%.

The interest payments, after their signifi-
cant increase in 2015, will return in 2017
to their 2014 levels at about €5,550 mil-
lion. The primary expenditure is antici-
pated to decline to €43.8 billion, from
€44.2 billion in 2016. However, its decline
comes exclusively from the fact the an ex-
penditure of €554 million on undertaking
debt of public entities that took place in
2016 will not come again in 2017. The re-
maining primary expenditure will remain
essentially unchanged year on year (see
Tables 2.11 and 2.13). In general, despite

19 The 2017 Budget does not mention the total amount of
these pensions. Until November 2016, the pension expendi-
ture totalled €5,790 million. It is estimated that the total
amount on an annual basis sums up to about €6.3 billion.
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the cuts that happened in the last three
years and the increase in arrears, the OB
primary expenditure in 2017 is higher than
in 2014 by €847 million (Table 2.13).

The large decline by 31.8% that appears
in the category “salaries and pensions”
comes from the fact that from 2017 the
disbursement of the pensions of public
sector employees will take place from the
single social security fund EFKA.19 Corre-
spondingly, the grants to social security
funds grows by 34.4% or about €5.0 bil-
lion. The grants to other entities, essen-
tially local authorities, are budgeted to de-
cline by 4.2%, after their large increase in
2016.

Public Investment Programme

The investment expenditure is budgeted at
€6,750 million, unchanged from 2016,
even though NSRF 2014-2020 should now
be in full swing. As a result, the contribu-
tion of the public sector to investment ac-
tivity will at best remain unchanged in ab-
solute terms, despite the anticipated in-
crease in domestic investment by 9.1% in
2017.

In contrast, the PIP revenues will decline
by 5.1% to reach €4,155 million, due to
reduced inflow from EU funds. As a result,
the PIP deficit will increase to €2,595 mil-
lion, or 1.4% of GDP (see Table 2.11).
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Table 2.12
Annual State Budget revenues (€ million)
Revenue categories 2014 2015 2016 2016 2017 % % %
Budget Esti- Budget 15/1 16/15 17B/16
mates 4
1. SB net revenues 51,367 51,421 53,527 52,353 54,529 0.1 1.8 4.2
2, OB net revenues 46,650 | 46,589 49,107 47,977 50,374 -0.1 3.0 5.0
Tax refunds 3,370 2,922 3,268 3,287 3,280 | -13.3 12.5 0.1
3. OB revenues 50,020 | 49,510 52,375 51,264* 53,663 -1.0 3.5 4.7
Direct taxes 20,464 19,758 20,028 20,711 20,415 -3.5 4.8 -1.4
--Income taxes 12,207 12,093 12,025 12,676 13,659 -0.9 4.8 7.8
--Property taxes 3,474 3,180 3,788 3,533 3,132 -8.5 111 -11.4
--Direct taxes of previous fiscal 1,928 1,700 1,379 1,623 1,291 -11.8 -4.5 -20.5
years
--Other direct taxes 2,855 2,785 2,836 2,879 2,333 -2.5 3.4 -19.0
indirect taxes 23,776 23,773 24,738 25,108 26,443 -0.0 5.6 5.3
--Transaction taxes 14,224 14,254 14,875 15,209 15,985 0.2 6.7 5.1
of which: VAT 13,618 13,629 14,376 14,707 15,476 0.1 7.9 52
--Consumption taxes 8,702 8,760 9,102 8,836 9,547 0.7 0.9 8.0
--Indirect taxes of previous fiscal 469 450 385 717 549 -4.1 59.3 -23.4
years
--Other indirect taxes 381 310 376 347 362 | -18.6 11.9 4.3
Non-tax revenues 5,780 5,979 7,610 5,445 6,805 3.4 -8.9 25.0
-- Receipts from the EU 196 428 325 400 523 | 118.4 -6.3 30.8
--Non-ordinary revenue 1,817 1,825 2,269 790 618 0.4 -56.7 -21.8
(of which: ANFA. SMP) 580 291 1,691 | 375 345 -49.8 28.9 -8.0
--Permits and rights 384 254 1,802 123 2,044 | -33.9 -51.6 1561.8
--Other 3,383 3,472 3,214 4,132* 3,620 2.6 19.0 -12.4
4. PIP revenues 4,717 4,832 4,420 4,376 4,155 24 -9.4 -50.5

Source: Introductory report, 2017 Budget, Ministry of Finance, November 2016
*Revenues of 126 million euro, where were added after the adoption of the 2016 Budget, due to the change in the recording
of called guarantees (on the expenditure side) from net to gross terms, are not included.

Table 2.13
State Budget Annual Expenditure (million €)
% Change
. 2016 2016 2017

Expenditure category 2014 2015 Budget Estimates Budget 15/ 16/1 17/1

14 5 6
1. SB expenditure 55,053 54,952 55,751 56,531 | 56,079 | -0.2 2.9 -0.8
2. OB expenditure 48,461 48,575 49,001 49,780 | 49,330 | 0.2 25 -0.9
Interest 5,528 5,800 5,930 5,600 5550 | 4.9 -3.4 -0.9
Primary expenditure 42,933 42,775 43,071 44,180 43,780 | -0.4 3.3 -0.9
--Salaries & pensions 18,479 18,359 18,536 18,085 12,337 | -0.6 -1.5 -31.8
-- Social expenditure 14,450 14,715 13,925 15,033 20,210 1.8 2.2 344
-- Grants to other entities 3,293 2,786 3,254 3,255 3,119 - 16.8 -4.2

15.4

-- Operational and other 5,697 5,469 5,146 5,700 5,754 | -4.0 4.2 0.9
-- Other* 1,014 1,446 1,210 1,707 1,360 | 42.6 18.0 -20.3
-- Reserves - - 1,000 400 1,000 - - -
3. PIP expenditures 6,592 6,377 6,750 6,750 6,750 | -3.3 5.8 0.0

Sources: Introductory report, 2016 Budget, Ministry of Finance, November 2015 (Table 3.2) and Introductory report, 2017
Budget, Ministry of Finance, November 2016 (Table 3.2).
* Includes military procurement, called guarantees and EFSF / ESM disbursement fees. The 2016 estimates also include an
expenditure of €554 million for transfers to cover deficits and arrears of hospitals.
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3. PERFORMANCE AND OUTLOOK

3.1 Macroeconomic developments

Recent macroeconomic develop-
ments in Greece

The one-year recession of the Greek
economy (from Q3 2015 to Q2 2016)
ended in the third quarter of 2016,
when GDP increased by 1.8%.20 The
significant GDP growth during that
period — the largest since the second
quarter of 2008 — came mostly from
the low base in the corresponding
quarter of 2015, when GDP had de-
clined by 2.2%. Therefore, the GDP
growth in 2016 almost offset the fall in
2015 and as a result the GDP in the third
quarter of 2016 was lower by 0.4% com-
pared with the same period of 2014. The
base effect is reflected in the fact that
quarter on quarter GDP increased by 0.5%
in the third quarter, a similar rate as in Q2
and Q1 of 2016 (0.3%). After its strong
growth in Q3, GDP increased overall
in the first nine months as well, by
0.2%, against a decline by 0.6% in
the same period of 2015. Apart from
the favourable base effect, the ease of un-
certainty over the implementation of the
new Economic Adjustment Programme
(EAP) after the completion of its first re-
view, the strong activity in Construction,
mainly public works, which remained at a
much higher year on year level for one
more quarter, and the new boost in Tour-
ism during the summer months, weaker

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

than in previous years, also contributed to
the growth of GDP. In contrast, the fiscal
measures that have been gradually imple-
mented since July (social security contribu-
tions increase, higher tax on income of pri-
vate individuals, pension cuts, hikes in in-
direct taxes) prevented a stronger growth
of domestic output.

The reduced uncertainty over the EAP’s
implementation was reflected mainly in the
strong boost in household consumption.
Fixed capital formation also increased sig-
nificantly, yet the strong domestic demand
resulted in an extensive decline in invento-
ries, leading to a fall of total investment.
The reinstatement of the waiver on the ac-
ceptance of Greek sovereign bonds as col-
lateral, restoring the access of the Greek
banking system to the standard financing
mechanism of the European Central Bank,
after the conclusion of the initial, major
phase of the first review in May 2016, was
conducive to the positive trend in fixed
capital investment. This development was
reflected in the notable weakening of the
contraction of credit to non-financial cor-
porations, while the intensity of credit con-
traction to individuals remained un-
changed.

In greater detail regarding the trends in
the GDP components in the first nine
months of 2016, domestic consumption
expanded by 0.5% compared to its
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level from last year when it had de-
clined marginally by 0.3%. The 2016
increase came exclusively from growth in
the third quarter, by 3.8%, recording its
best performance since the second quarter
of 2008. The growth of household con-
sumption expenditure by 5.1% during that
quarter was the driver of growth in domes-
tic consumption, as public consumption
kept falling, at a lower rate than in the first
half of last year (-0.6%, against -1.0%).
The burst in private consumption during
that period was due to their sharp decline
a year earlier, by 4.1%, a period charac-
terised by the bank holiday, the imposition
of capital controls and the uncertainty on
the continuation of the fiscal consolidation
process and the position of Greece in the
Euro area. The increase in digital pay-
ments strengthened the positive trend.
Still, quarter on quarter the growth was
marginal at only 0.3%. Overall in the first
nine months of last year, household con-
sumption increased by 1.0% year on year.
In contrast, the consumption expenditure
of the public sector declined by 1.2%,
which came from both cuts in certain ex-
penditure categories and the continuous
growth of arrears until June, when they
reached €6.1 billion, €1.4 billion higher
than in December 2015.21

The strong growth of investment in the
first half of 2016 (+23.7%) ended in the
third quarter, when it declined by 16.9%.
Nevertheless, note that the decline in that
quarter came from extensive decline in in-
ventories, by €1.7 billion. In contrast, fixed

21 General Government Monthly Data Bulletin — July 2016,

Ministry of Finance, September 2016.

capital formation, the basic component of
investment, increased by 12.6%. That
said, fixed capital formation increased
quarter on quarter by only 1.7%. Overall
in the first three quarters of last year,
investment increased by 10.2% com-
pared with the same period of 2016,
when it had fallen by 13.2%. Its
growth, the largest for this period of the
year since 2008, came mainly from expan-
sion in fixed capital investment by 6.1%
and to a lesser extent from the less nega-
tive impact from the change in inventories,
which declined during the first nine months
of last year by €751 million, €482 million
less than a year earlier. As evident further
below from the trends in the fixed capital
categories, the growth in fixed capital in-
vestment did not come from a similar pos-
itive trend in all or most categories, but
stemmed primarily from stronger public in-
vestment and the significant growth in the
acquisition of machinery and equipment.

Regarding the trends in the fixed capital
components in more detail, other con-
struction, which also includes public
works, increased most in the first
nine months of 2016 (+17.7%), in
contrast with a contraction by 5.5% in the
previous year. Investment in machinery
and equipment came next with the second
highest growth rate (+10.7%), following
their boost by 6.1% in the previous year,
which was the second highest growth rate
during that period as well. The growth in
ITC equipment was considerably weaker at
3.6%, lower year on year as well (6.3%).
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The lowest investment growth rate was
recorded in transport equipment and other
investment goods, at 0.9% and 0.8% re-
spectively, almost unchanged from the
2015 rates (0.9% and 1.1%). Regarding
the investment categories in decline, agri-
culture machinery contracted marginally
(-0.5%), less than a year earlier (-4.0%).
The largest contraction, for one more
year, was recorded in residential con-
struction, at 15.5%, albeit weaker
than in 2015 (-27.9%). As a result, the
cumulative decline in this fixed capital cat-
egory reached 95.1% since 2007.

In the external sector of the economy, the
contraction trend of export activity
that lasted over a year ended in the
third quarter of this year, when ex-
ports increased by 10.2%. Neverthe-
less, the trend inversion came mainly
from the completion of a year since
the imposition of the capital controls,
which have hampered export activity
since the third quarter of 2015. This
technical impact expired one year af-
ter their imposition. The further relaxa-
tion of the capital controls in July, when
the daily limit on the value of imports per
company that could be approved by the
competent subcommittee per banking in-
stitutions and the weekly cap for all com-
panies per bank were raised, was also con-
ducive to the growth of exports and the
overall cross-boundary trade activity. De-
spite the significant growth during
the summer quarter, exports de-
clined by 1.6% year on year in the
first nine months of 2016, compared
with 5.0% growth a year earlier. The
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trends in export activity in 2016 could al-
ternatively be assessed by comparing it
with the same period of 2014, when the
capital controls had not raised obstacles to
cross-border trade. Under this approach,
exports in the third quarter of 2016 in-
creased by 2.6%, while in the first nine
months they were higher by 3.3% on their
level from 2014. Quarter on quarter, ex-
ports increased by 3.7% in the summer
period of 2016.

Regarding the trends in the two basic com-
ponents of exports in the first nine months
of 2016, the exports of goods and the ex-
ports of services, and their impact on total
exports, the overall decline came exclu-
sively from the extensive contraction of the
exports of services in the first half of this
year, which resulted in their contraction by
14.1% in the first nine months of 2016. Ac-
cording to the balance of payments data of
the Bank of Greece, the decline in the ex-
ports of services came from the sluggish
demand for international transport ser-
vices and other services in the first half of
2017, which was reflected in their contrac-
tion by 44.0% and 23.7% respectively,
while tourism receipts declined much less,
by 7.9%. In contrast to the exports of ser-
vices, the exports of goods kept growing
after the imposition of the capital controls,
at a higher rate year on year in the first
three quarters of 2016 (10.7% against
8.1%).

The end of the technical effect of capital
controls on international trade from the
third quarter of 2016 revealed a slightly
stronger positive trend in imports than in
exports, as the former increased during
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that period by 12.0%. Given the signifi-
cantly milder reduction of imports, com-
pared with exports, in the first half of the
year, imports increased by 2.0% in the first
nine months of 2016, slightly more than in
the same period of 2015 (+1.4%), main-
taining the positive trend in imports for the
third year in a row. As in exports, the ex-
pansion of imports came from stronger do-
mestic demand for goods produced
abroad, by about 6.6% on average since
the beginning of the year, a rate stronger
than a year earlier (+3.4%). Despite their
sharp in the third quarter
(+38.1%), the imports of services were
lower by 15.6% year on year in the first
nine months of 2016. The growth of im-
ports, together with the decline of
exports, led to the expansion of the
external sector deficit in national ac-
counting terms for the first time in
three vyears, by €1.6 Dbillion
(+92.0%), to €3.3 billion (2.4% of
GDP).

increase

On the supply side, gross value added
increased year on year by 0.3% in the
first nine months of 2016, compared
with a contraction by 0.9% in the
same period of 2015. As in the expendi-
ture approach, the increase came exclu-
sively from growth in the third quarter, by
1.8%, which was also its highest growth
rate since the second quarter of 2008. The
output growth in the first nine
months of the year came mainly from
stronger output in Industry (+1.6%)
and Construction (+6.8%), with the
two sectors recording a similar in-
crease in absolute terms. Construction
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followed a positive trend, which had
started in the first quarter of 2016, inten-
sifying sharply in the third quarter
(+13.9%), for the first time since 2008.
The growth trend in Construction was the
strongest among the key sectors of the
economy in the first nine months of last
year. As evident from the data on the fixed
capital categories, the trend was driven by
stronger activity in other construction and
not in housing. Industry output expanded
during that period of the year for the first
time since 2010, following its decline by
1.0% in 2015, yet the boost of production
activity in Arts-Entertainment-Recreation
by 2.5%, against a contraction by 4.3% in
2015, came second after Construction. In-
formation — Communications was the last
sector with output growth during that pe-
riod (+1.2% against -2.2% a year earlier).

Output remained largely unchanged in
Real Estate Activities (+0.2%), after four
years of continuous growth, and Public Ad-
ministration — Defence — Compulsory So-
cial Security — Education (0.0%), following
its decline by 1.5% in 2015. Output de-
clined in four sectors. The strongest con-
traction was recorded in Professional — Sci-
entific — Technical — Administrative — Sup-
port Service Activities (-2.7%), more than
offsetting their growth a year -earlier
(+2.1%). Financial Services came next
(-2.2%), in contrast with their growth by
1.1% in the preceding year. The output
contraction of 2.2% in Agriculture-For-
estry-Fishing from 2015 carried over to
2016, albeit at a lower rate (-1.0%). The
lowest contraction rate was recorded in
Wholesale-Retail Trade (-0.6%), yet due
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to its large share in GDP, the sector rec-
orded the strongest contraction in absolute
terms. To sum up the output trends in
the 10 basic sectors of the Greek
economy in the first nine months of
2016, the number of sectors with
output growth equalled the number
of sectors with output contraction
(four), while in two sectors output re-
mained unchanged. The balance in
the distribution of sectors with re-
spect to their output trend is re-
flected in the overall trend in domes-
tic value added of production, which
was marginally positive.

Regarding the developments in the labour
market during the third quarter of last
year, the new decline of unemployment re-
flected first the aforementioned positive
trend in output of certain sectors (e.g.
Manufacturing, Information — Communica-
tions), and second the usual favourable
seasonal effects on employment that came
from  particular  sectors  (Tourism,
Transport-Storage, which includes passen-
ger transport). That said, note that the
boost of employment in the sector with the
largest output growth during the first nine
months of last year — Construction — did
not carry over to the third quarter, despite
its strong output growth. The job creation
in the “core” public sector (Public Admin-
istration-Defence-Compulsory Social Secu-
rity) remained significant, due to the pro-
grammes for temporary public-benefit
work of the Manpower Employment Or-
ganization OAED and the recruitment of
candidates that succeeded in competitions

22 As in the first half of the year.
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of the Supreme Council for Civil Personnel
Selection ASEP in past years (e.g. success-
ful candidates from 1998). Under the
mostly favourable aforementioned
effects, employment increased by
1.8% in the third quarter, while the
unemployment rate fell below 23%,
to 22.6%, for the first time since the
second quarter of 2012. In the first
three quarters of 2016, employment
increased by 2.3% on average, while
unemployment fell to 23.5%, 1.6 per-
centage points less than in the same
period of the preceding year.

At the sector level, the easing of unem-
ployment in the first nine months of the
year continued to come2 from employ-
ment growth in Public Administration — De-
fence — Compulsory Social Security — Edu-
cation (+23,200 or +7.6%) and Tourism
(+20,200 or +6.2%). The contribution of
Transportation - Storage gradually
strengthened (+16,700 or +9.9%), in con-
trast to Manufacturing where it weakened
(+13,400 or +4.0%). The employment
growth in Information — Communications
came next (+7,700 or +10.6%), followed
by Financial — Insurance Activities (+6,400
or +7.3%). Employment continued to de-
cline in four sectors. The strongest con-
traction was recorded once more in Agri-
culture — Forestry — Fisheries (-12,300
or -2.6%), followed by Other Service Ac-
tivities (-6,000 or -8.1%) and Professional
— Scientific — Technical Activities (-5,000 or
-2.4%). The weakest contraction of em-
ployment was recorded in Wholesale-Re-
tail Trade (-1,500 or -0.2%), a sector that
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led the employment growth in 2014 and
2015.

Prices continued to decline at a steady rate
in the third quarter, despite the hike of the
standard VAT rate and the abolishment of
the VAT discount in 9 islands from 1%t June.
As in the first half of 2016 and during the
preceding year, the steady deflation trend
in the Consumer Price Index came from
the low oil price, which affected the prices
of products derived from it (heating oil,
motor oil, gasoline, etc.), remaining unaf-
fected at least during the third quarter of
last year from the new hike in indirect
taxes. Still, according to the ELSTAT press
releases, the increase of air ticket prices,
land passenger transport, tolls and parking
fees moderated this particular restrictive
impact on prices during that period, mainly
in the Transport category. As a result of
these effects, the price deflation rate re-
mained at 1.0% in both the third quarter
and in the first nine months of 2016. Com-
pared with the same period of last year,
the deflation rate was considerably lower
(2.1%). The deflationary pressures from
the low oil price in the third quarter was
reflected in the price declines in the prod-
uct and service categories Housing and
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Transport, two of the three largest constit-
uent categories of the Consumer Price In-
dex (-4.2% and -3.2% respectively). In
contrast, the inflationary pressure from the
higher VAT, mainly from the elimination of
the lower rates in the islands, was re-
flected in a price growth in Hotels-Cafes-
Restaurants, by 1.9%, the category with
the largest inflation among all categories
of goods and services.

To sum up, the trend in the Greek econ-
omy shifted abruptly in the third quarter of
2016, from a contraction to a recovery of
1.8%. Yet, this change came mostly from
the effects of the politico-economic turmoil
and the imposition of the capital controls
during the corresponding period of last
year, which formed a low basis of compar-
ison for the following year. The quarter-
on-quarter changes in GDP and its key
components, such as private consumption,
exports and investment during the third
quarter, which albeit positive were fairly
weak, confirmed the presence of base ef-
fects and indicated that there were no sig-
nificant shifts in economic activity during
the summer months.
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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
- Annual - Annual - Annual rate - Annual rate . Annual rate
€ million rate of € million rate of € million | of change | € million € million
change change of change of change
2005 229,935 | 0.8% 16,120 | 3.5% | 16,120 (-10.6% | 16,120 | 4.3% | 16,120 | 2.4%
2006 242,766 | 5.6% 16,223 | 3.6% | 16,223 | 23.7% | 16,223 | 5.2% | 16,223 | 13.2%
2007 250,461 | 3.2% | 16,250 | 4.3% | 16,250 | 8.5% | 16,250 | 10.0% | 16,250 | 14.3%
2008 249,869 | -0.2% | 14,881 | 2.1% | 14,881 | -9.2% | 14,881 | 3.6% | 14,881 | 1.1%
2009 239,110 | -4.3% | 63,474 | -0.7% | 63,474 |-26.8% | 63,474 |-18.2% | 63,474 |-20.2%
Q1 2010 59,054 0.5% 14,627 -0.1% | 14,627 | -2.8% 14,627 | -0.4% 14,627 2.7%
Q2 2010 57,235 -5.2% 14,160 -4.0% | 14,160 | -8.1% 14,160 4.5% 14,160 | -2.5%
Q3 2010 55,233 -7.9% 14,350 -9.4% | 14,350 | -12.5% | 14,350 2.0% 14,350 | -9.8%
Q4 2010 54,543 -9.2% 14,386 -9.8% | 14,386 | -17.9% | 14,386 | 12.5% | 14,386 | -4.0%
2010 226,064 | -5.5% | 57,522 | -5.8% | 57,522 |-10.6% | 57,522 | 4.5% | 57,522 | -3.4%
Q1 2011 53,009 | -10.2% 14,182 |[-12.1% | 14,182 | -5.4% 14,182 0.0% 14,182 | -12.3%
Q2 2011 52,111 -9.0% 13,681 -9.8% | 13,681 | -17.5% | 13,681 | -0.4% 13,681 | -6.2%
Q3 2011 51,106 -7.5% 14,398 -6.5% | 14,398 | -22.4% | 14,398 5.3% 14,398 | -2.0%
Q4 2011 49,088 | -10.0% 13,314 -8.0% | 13,314 | -42.1% | 13,314 | -1.7% 13,314 | -12.3%
2011 205,314 | -9.2% | 55,576 | -9.2% | 55,576 |-21.8% | 55,576 | 0.7% | 55,576 | -8.3%
Q1 2012 48,512 -8.5% 14,186 -5.4% | 14,186 | -39.4% | 14,186 2.2% 14,186 | -9.3%
Q2 2012 47,737 -8.4% 14,907 -8.2% | 14,907 | -27.7% | 14,907 | -1.7% 14,907 | -12.7%
Q3 2012 47,067 -7.9% 15,178 -9.4% | 15,178 | -27.9% | 15,178 0.2% 15,178 | -11.7%
Q4 2012 46,962 -4.3% 15,523 -7.1% | 15,523 | 11.9% | 15,523 3.5% 15,523 | -3.3%
2012 190,278 | -7.3% | 59,794 | -7.5% | 59,794 |-24.0% | 59,794 | 1.0% | 59,794 | -9.4%
Q1 2013 | 46,003 -5.2% 16,328 | -8.0% | 16,328 | 7.7% 16,328 | -0.9% | 16,328 | -3.0%
Q2 2013 46,071 -3.5% 15,504 -4.4% | 15,504 | -14.8% | 15,504 4.1% 15,504 | -3.4%
Q3 2013 46,238 -1.8% 13,042 -1.4% | 13,042 0.5% 13,042 4.3% 13,042 0.3%
Q4 2013 45,924 -2.2% 15,104 -0.1% | 15,104 | -29.7% | 15,104 | -2.8% 15,104 | -7.4%
2013 184,236 | -3.2% | 59,978 | -3.5% | 59,978 | -9.9% | 59,978 | 1.1% | 59,978 | -3.4%
Q12014 46,261 0.6% 14,909 0.9% 14,909 | -15.7% | 14,909 5.5% 14,909 0.0%
Q2 2014 46,090 0.0% 16,265 0.6% 16,265 5.8% 16,265 4.0% 16,265 9.0%
Q3 2014 46,616 0.8% 14,608 -0.2% | 14,608 6.6% 14,608 9.7% 14,608 5.4%
Q4 2014 45,980 0.1% 18,374 -0.7% | 18,374 | 26.3% | 18,374 | 11.5% | 18,374 | 16.6%
2014* 184,948 | 0.4% 17,293 | 0.1% | 17,293 | 4.1% | 17,293 | 7.7% | 17,293 | 7.6%
Q1 2015 46,295 0.1% 16,584 0.5% 16,584 0.0% 16,584 | 12.5% | 16,584 | 15.1%
Q2 2015 46,316 0.5% 16,977 0.8% 16,977 | -21.3% | 16,977 | 10.3% | 16,977 4.0%
Q3 2015 45,587 -2.2% 69,228 -2.2% | 69,228 | -17.3% | 69,228 | -7.0% | 69,228 | -14.1%
Q4 2015 46,171 0.4% 16,120 -0.2% | 16,120 4.1% 16,120 | -2.2% 16,120 | -2.7%
2015* 184,369 | -0.3% | 16,223 | -0.3% | 16,223 | -8.7% | 16,223 | 3.1% | 16,223 | 0.3%
Q1 2016 45,915 -0.8% 16,250 -1.2% | 16,250 | 17.9% | 16,250 | -10.5% | 16,250 | -8.7%
Q2 2016 46,078 -0.5% 14,881 -1.0% | 14,881 | 30.6% | 14,881 | -3.2% 14,881 4.9%
Q3 2016 46,428 1.8% 63,474 3.8% 63,474 | -16.9% | 63,474 | 10.2% | 63,474 | 12.0%

* provisional data
Source: National Accounts, November 2016, EL.STAT.
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In addition, a significant part of the in-
crease in domestic demand (domestic con-
sumption and gross fixed capital for-
mation) concerned imported products and
services, as domestic demand increased
year on year by €1.82 billion in the third
quarter, while imports grew by €1.57 bil-
lion, resulting in a “leak” of resources
abroad.

The above changes highlight the large
probability of a significant slowdown of the
Greek economy in the last quarter of 2016,
as evident from the analysis of the me-
dium-term outlook in the next section of
the bulletin. Nevertheless, the confirma-
tion of this forecast should not undermine
the significance of the entry of the Greek
economy into a modest recovery in the
second half of last year and perhaps over-
all in 2016. That said, a marginal or small
GDP growth in the coming years is not suf-
ficient to cover the losses from the previ-
ous years and to secure the sustainability
of the public finances. From the data on
the supply side GDP components, certain
sectors emerge with a steady output
growth in the first three quarters of 2016,
such as Industry and Construction, which
could have a determining role in ending
the contraction of the Greek economy and
in the restart of its growth. The analysis of
particular short-term indicators, presented
in the next section, reveals the good per-
formance of Tourism during the summer
months for the fourth consecutive year, in
contrast with the small turnover reduction
during the first half of 2016. As the mo-
mentum in Industry and Tourism came
largely from foreign demand, it is likely to
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remain steady over the medium term. In
addition, as noted in the previous bulletin
on the Greek economy and as evident from
the employment data presented earlier,
the positive output trends in significant for
the Greek economy sectors had a positive
effect on employment, contributing to both
GDP growth and the easing of unemploy-
ment.

Medium-term outlook

The progress with the negotiations for the
second review of the implementation of
the third economic adjustment programme
has largely shaped the domestic politico-
economic environment during the last
quarter of 2016 and in early 2017. The re-
sults so far are mixed. In particular, the
Medium-Term Fiscal Strategy 2017-2020,
which was envisaged to be completed by
December 2016 in the first Compliance Re-
port of the European Commission for the
current programme, published in June
2016, is still pending. In addition, except
for the regulatory measures for digital pay-
ments, the remaining planned actions to
boost the public revenue collection mech-
anism and in particular the steps to make
the Independent Authority for Public Rev-
enue fully operational, are still incomplete.
There is no evident progress in the prepa-
ration of the corporate tax reform and the
new revision of the special public sector
wage categories.

Some of the structural reforms that consti-
tute prior actions for the conclusion of the
review have already been legislated. These
reforms include the implementation of the
recommendations from the third OECD
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competition review, the new regulatory
framework for economic activity in three
sectors (food-beverages, tourist accom-
modation, licensed premises — theatres —
cinemas), the new bankruptcy code, the
new land-use plan, and the acceleration of
the administrative court proceedings. Nev-
ertheless, based on the time plan of reform
implementation of the first Compliance Re-
port of the European Commission, many of
the reforms that were planned to be imple-
mented by January 2017 have not yet
been adopted (except for the fiscal
measures presented above). The most im-
portant reform concerns the further
changes in the labour market, regarding
collective bargaining and layoffs, while the
codification of the labour legislation is also
pending. The list of pending reforms in-
cludes the remaining actions in order to
make the Hellenic Corporation of Assets
and Participations S.A., i.e. the new priva-
tion agency, operational, changes in the
boards of the banks and the Financial Sta-
bility Fund, revision of the social benefit al-
lowances based on World Bank recommen-
dations, full implementation of the univer-
sal basic income, legislative strengthening
of the Regulatory Authority for Energy, pri-
vatisation of 20% of the Independent
Power Transmission Operator ADMIE,
amendment of the legislative framework
for out-of-court settlement of non-per-
forming loans, etc.

Regardless of the sufficiency of the
measures adopted in order to continue and
conclude the fiscal consolidation process,
and the extent of implementation of struc-
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tural changes and reforms, the recent de-
cision to grant ad-hoc economic support to
low-income pensioners and the suspension
of the VAT increase in 2016 in certain Ae-
gean islands have caused a confusion re-
garding the compliance with the terms of
the third economic adjustment programme
with regard to the primary surplus and
have added to the reasons for the delay of
the second review.

The conclusion of the first review, together
with the Eurogroup decision of 24 May
2016 for public debt relief measures (the
implementation of the short-term
measures were conditional on the conclu-
sion of the review), led to the start of the
negotiations for their finalisation and im-
plementation. As this procedure aims to
gradually ensure public debt sustainability,
the start of the talks with the International
Monetary Fund (IMF) for the provision of a
new loan have become feasible. The rele-
vant decisions of the Eurogroup of 5 De-
cember 2016, which included a reference
to the target for primary surplus in 2018
and over the medium term have not been
officially assessed by the IMF. Unofficially,
however, the Fund does not consider the
immediately implementable measures as
sufficient in order to ensure public debt
sustainability, which was not their aim an-
yhow. Furthermore, the fiscal measures
taken so far in order to achieve a primary
surplus of about 3.5% of GDP, the target
set by Eurogroup over the medium term,
are also not considered sufficient. In addi-
tion, according to the IMF, such a high sur-
plus could undermine the growth pro-
spects of the Greek economy.
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The disagreement between the EU institu-
tions and the IMF on the public debt inter-
ventions and the size of the required pri-
mary surpluses, together with the ongoing
negotiations on this and other aspects of
the third programme for Greece, such as
the changes in labour relations, is reflected
in the fact that almost two months after
the Eurogroup decision, the IMF has not
yet taken an official decision on a new fi-
nancing facility to the Hellenic Republic.
The lack of IMF decision on Greece, which
in part is due to the transition in the US
administration, prevents, temporarily at
least, the confidence in the outlook of the
Greek economy abroad to strengthen,
pushing into the future relevant decisions
(e.g. on investment).

Apart from the delay on public debt relief,
as long as the negotiations on the suitabil-
ity of relevant measures and the current
review are ongoing, the induction of
Greece in the quantitative easing mecha-
nism of the European Central Bank (ECB)
will remain stalled as well. According to the
ECB decision of 8 December 2016, the As-
set Purchase Programme was extended for
one year until the end of 2017. Under-
standably, the induction of Greece in the
APP will boost significantly the liquidity of
the banks and thus their ability to provide
corporate credit, improving the growth
prospects of the Greek economy. As long
as the negotiations on public debt and the
second review are taking place, these op-
portunities cannot be utilised and as-
sessed. In addition, the duration over
which they would be available gets
shorter, based on the extension provided
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so far. In any case, the same ECB decision
mentions that if “the outlook becomes less
favourable or if financial conditions be-
come inconsistent with further progress to-
wards a sustained adjustment of the path
of inflation, the Governing Council intends
to increase the programme in terms of size
and/or duration.” Therefore, the possibility
that this non-standard liquidity-boosting
measure remains available after 2017 can-
not be precluded.

For the time being, the liquidity of the do-
mestic banking system has gradually
strengthened from the low-speed return of
deposits after the conclusion of the initial
phase of the first review in June. In partic-
ular, the relevant Bank of Greece data re-
veal that the outstanding balance of de-
posits and repos in the banks in Greece in-
creased by €8.2 billion between June and
November, replenishing a small part of
their contraction between December 2014
and June 2015 (-€54.1 billion). The house-
holds and the non-financial corporations
(+€2.8 billion), together with the public
sector (+€2.6 billion), contributed to this
increase. The growth of deposits of non-
residents of the Euro area was smaller in
absolute terms, yet still significant (€1.4
billion or 29.1%), given their size in May,
while the deposits of Euro area residents
increased by €705 million (+43.3%). The
low rate of deposit return by the house-
holds and the non-financial corporations,
which withdrew about €39.7 billion be-
tween late 2014 and June 2015, reflects
the lingering high level of concern from the
capital controls, despite their relaxation in
July and November. The most important
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intervention, for withdrawing without re-
strictions on deposits made after 22 July
2016, does not seem to be particularly ef-
fective. The pending resolution of non-per-
forming loans also hampers the return of
deposits. In any case, bank deposits are
not expected to return over the medium
term to their level from November 2014,
as part of them has already been spent on
purchases and tax payments.

Together with the growth of deposits, the
banks limit their cost of borrowing from the
ECB, reducing their exposure to the Emer-
gency Liquidity Assistance (ELA) and utilis-
ing their recovered access to the ECB’s
standard lending facilities since 22 June
2016. Since then and until 8 December,
the cap on ELA had declined by €18.4 bil-
lion, to €50.7 billion. However, the largest
part of this reduction (€16.1 billion) had al-
ready taken place by 4 October. The de-
celeration of the reduction of ELA exposure
might come from the difficulties in enact-
ing the change in the banks’ board mem-
bers.

The slow return of the deposits prevents
the credit policy of the banking institutions
to shift from credit contraction to credit ex-
pansion, with a reduction of the interest
rate on loans. The contraction rate of the
credit to non-financial corporations eased
from 7.4% in the first four months of 2016
to about 3.0% from May to November, yet
no further improvement has been recorded
since then. The contraction rate of the
credit to households remained steady
throughout last year (at -3.5% on aver-
age). Given the sluggish response of the
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households and the enterprises to the re-
laxation of the capital controls in the sec-
ond half of the year and the pending issues
surrounding the non-performing loans, no
major developments with respect to the li-
quidity in the banking sector and the sup-
ply of credit are expected until the conclu-
sion of the talks on public debt relief. The
liquidity and the credit supply will depend
on the decisions that will be taken subse-
quently, and primarily on whether these
decisions would make it feasible for Greece
to access ECB’s APP. Therefore, a formal
certification and substantive support with
the entry of the country in the programme
is required in order to set off a series of
developments that would improve the cap-
ital adequacy of the banks. This fact will
boost the confidence of domestic deposi-
tors and international investors, resulting
in a capital inflow. Subsequently, the ca-
pacity to provide credit will strengthen and
the steps to lift the capital controls will ac-
celerate.

Apart from the developments regarding
the review of the Economic Adjustment
Programme and the debt relief, the new
fiscal measures constituted a key driver of
the trend in the Greek economy in the sec-
ond half of last year, which will continue to
have an impact, albeit to a lesser extent,
in 2017. The increase of existing taxes (ex-
cise duties on gasoil, LPG, tobacco prod-
ucts) and the imposition of new taxes
(fixed telephony levy, tax on coffee), from
the beginning of the new year will limit the
real disposable income of the households.

Regarding the enterprises, the changes in
the tax rate on the profits of the companies
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that keep category C accounting books
(single entry), the dividend tax and the so-
cial security contributions that came after
the conclusion of the first review, in-
creased the burden on their operation. The
forthcoming changes in the labour market
and the anticipation for the implementa-
tion of the new bankruptcy code lead to
the postponement of business decisions.
The imminent changes in labour issues are
expected to affect mainly job creation
linked in most cases to investment, while
their impact on existing jobs would likely
be limited, as the labour market has been
extensively restructured over the past few
years. The adoption of the new bankruptcy
code is expected to accelerate the consoli-
dation of viable businesses, settling their
bank obligations as well. The new legisla-
tive framework gives a second chance to
the entrepreneurs that go bankrupt due to
a genuine inability to service their debt in
arrears. The attempt of the enterprises to
utilise these opportunities will initially have
a restrictive impact on their production de-
cisions, yet a consolidation process will
commence for the companies that would
benefit from it, which is going to be con-
ducive to investment and employment.

The income of freelancers and farmers will
receive the hardest hit from the new
measures, from the change in the calcula-
tion of the social security contributions,
which from now on are going to be deter-
mined based on the taxable income of pre-
vious years. Despite the fact that this
change was legislated in May 2016, the
secondary legislation on how it should be
implemented was not issued until the end
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of December, which exacerbated the un-
certainty on the contributions that should
be paid from now on. Particularly for wage
earners that can in parallel issue invoices
for offered services, the secondary legisla-
tion is still pending and, according to what
is still in force, they should pay double con-
tributions. The lack of clarity on how to im-
plement the new social security law that
has lasted for months has caused turmoil
in the sectors with a large share of free-
lancers in the final quarter of 2016. It led
to closure of sole businesses, change of
the legal status (to Private Capital Com-
pany or Société Anonyme) or even transfer
of base abroad. These changes are antici-
pated to carry over to the first few months
of 2017. The transition to the new status
will limit, temporarily at least, the activity
and the income of the freelancers sub-
jected to this process. The tax revenues
and the social security contributions are
quite likely to decline in the final quarter of
2016 and the first quarter of 2017.

The impact of the measures that concern
the enterprises are reflected in the trends
in their expectations. All the constituent
business climate indicators that are in-
cluded in the Economic Sentiment Indica-
tor of the European Commission declined
in Greece in December, compared with
June when the initial phase of the first re-
view was concluded. The almost continu-
ous growth of the Economic Sentiment In-
dicator during that period, which reached
94.6 points in December, its highest level
in 21 months, came exclusively from
growth in Consumer Confidence, which re-
flects the expectations of the households.
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It seems that despite the new fiscal
measures that limit disposable income, the
conclusion of the first review and the deci-
sion on the short-term debt relief
measures have slightly eased the concern
of the households about the implementa-
tion of the third economic adjustment pro-
gramme and the stability of Greece’s posi-
tion in the Euro area. The improvement of
expectations is probably largely due to the
continuous decline of unemployment,
which has had a positive impact on the
household expectations included in the
Consumer Confidence index, such as the
expectations on the financial situation over
the coming twelve months.

Regarding the remaining developments
that could have an impact on the Greek
economy in 2017, the delays in the actions
that would make the Hellenic Corporation
of Assets and Participations operational
impede the completion of privatisations.
According to the Introductory Report of
the 2017 Budget, €1.93 billion of the reve-
nues from privatisation, envisaged for the
current year (€2.6 billion), which come ex-
clusively from the actions of the HRADF,
come from revenues of competitions for
which binding bids have been submitted
and the first disbursement is expected to
take place in 2017. About €100 million
more come from instalments on deals
completed in previous years. Therefore,
they do not concern revenues from com-
petitions of HRADF that would take place
in the current year, which are anticipated

23 State Budget Execution Bulletin — November 2016 (final

data), GAO, December 2016

to total only €560 million, reflecting its lim-
ited planned actions for the current year.
That said, considering the high revenues
from the first instalment in competitions
completed in 2016, which were initially
budgeted for the previous year (conces-
sions of 14 regional airports, sale of the
shares of Hellinikon S.A.), together with
the €500 million collected last year, it
seems that the revenue target of almost
€2.0 billion in the 2016 Budget would have
been achieved if the necessary prior ac-
tions were completed more swiftly. Re-
gardless of when the instalments are going
to be collected for the competitions that
took place last year, the higher number of
privatisation deals in 2016 will have an im-
pact on investment in the current year, af-
ter the accompanying investments are fi-
nalised and all licences are obtained. Nev-
ertheless, the notably lower number of
competitions in the current year, together
with the recently failed privatisation of the
Hellenic Gas Transmission System Opera-
tor DESFA, reduce the credibility of the pri-
vatisation programme and limit its attrac-
tiveness to foreign investors.

The Public Investment Programme (PIP) is
expected to provide a similar stimulus to
investment in the current year as in 2016.
Regarding the execution of PIP last year,
only 51.5% of the programmed grants for
the whole year were disbursed by Novem-
ber (€3.48 billion, from €6.75 billion).23
The delay in expenditure by €1.1 billion
from the corresponding target for the first
eleven months is most probably due to lack
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of capital of the same amount to cover the
domestic participation in the co-financed
part of the PIP, which is short of the target
by that amount. Besides, the inflows from
the EU marginally exceed the envisaged
level for that period (€3.07 billion, against
€3.06 billion). That said, each year large
part of the PIP expenditure is disbursed
during the final month of the year. Indica-
tively, grants of €2.8 billion were disbursed
in December 2015, hitting the target for
the year overall (€6.4 billion). However,
the corresponding target for 2016 is higher
by €350 million, so taking into account the
payment for the first eleven months of the
year, €3.27 billion of expenditure should
be spent in December in order to meet the
annual target. The disbursement of such a
high amount within a month is considered
exceptionally difficult. The final expendi-
ture in 2016 is estimated to have totalled
€6.3-6.4 billion. Given that the PIP budget
for 2017 once more stands at €6.75 billion,
the grants that will be spent in the current
year in the most favourable scenario ex-
ceed those for 2016 by €300-€350 million,
while most probably they would remain at
their level from last year and as a result
the contribution of PIP to investment in the
current year will remain unchanged.

Regarding the external sector of the econ-
omy, the international transactions of the
Greek economy continued to be affected
by the capital controls. The changes in July
were conducive to imports, as the daily cap
on the total value of imports per company
that can be approved by the competent
subcommittee per bank and the weekly
cap on total imports per bank were raised.
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The conclusion of a full year since the im-
position of the capital controls in July has
eliminated the base effects from compar-
ing imports and exports year on year.

In greater detail, according to the latest
data from the Bank of Greece, which ex-
tends until October 2016, the exports of
goods and services expanded in the three
months between August and October,
when the new terms of the capital controls
came into force, by 4.7% year on year. In
the preceding seven months, they had de-
clined year on year by 14.5%. The growth
of imports was stronger, at 6.6%, against
a decline by 10.7% in the first seven
months. As a result, the surplus in the
goods and services account declined year
on year by €87.8 million or 2.9%. The
stronger exports of goods, by 8.5%, drove
the overall growth of exports, as the ex-
ports of services increased less (by 2.2%).
The growth of imports came mostly from
stronger imports of services (+17.1%), as
the imports of goods expanded by 4.3%.
Overall in the first ten months, the surplus
of the goods and services account declined
by 46.7% to €965 million. The latest trends
in exports and imports that were presented
just now, reveal the support that the ex-
porting companies gradually receive from
the sale of goods and services abroad. In
addition, the accumulated needs of the en-
terprises and the households for imports
due to the capital controls lead to stronger
growth of imports, compared with exports,
as the capital controls are gradually re-
laxed. Therefore, further export growth,
but also a deterioration of the goods and
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services account are anticipated in late
2016 and in the first half of 2017, at least.

Regarding the trends in key indicators of
the world economy that will affect the pro-
spects of all economies, the Brent oil price
has risen steadily since November, when it
varied at around $45 per barrel. During the
preparation of this bulletin, it has in-
creased to about $55, its highest level
since August 2015 and almost double year
on year. The recent positive trend came as
a result of the decision taken at the Inter-
national Energy Forum in Algeria in Sep-
tember to reduce the world oil daily pro-
duction by 240,000 — 740,000 barrels, to
about 33 million barrels. Based on the lat-
est forecasts of the International Monetary
Fund on the oil price in 2017, it will con-
tinue to grow, but not at a strong rate, re-
sulting in an average price level for 2017
at about 20% higher than in the previous
year. However, as the improvement of the
global cost competitiveness of the Greek
products during the past few years came
from the fall of the oil price, the inversion
of this trend will have a counteracting im-
pact on their attractiveness.

After the US elections, the already low ex-
change rate of the euro against the dollar
declined further, reaching in late Decem-
ber its lowest level in at least a decade
(1.03907 at 20/12). There are significant
capital outflows of non-residents from
emerging markets after the US elections.
The transfer of capital to the US is related
first to the increase in the short-term inter-
est rate by the US Federal Reserve in De-
cember and second with the expectations
of a change in the economic policy by the
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new administration. The investors are ex-
pecting an expansionary fiscal policy,
which will push inflation up and lead the
Fed to make monetary policy interven-
tions. The prevailing low exchange rate of
the euro is conducive to the competitive-
ness of the Eurozone products and ser-
vices. This positive effect is moderated by
the growth in the oil price that it causes.
Nevertheless, while the trend in the euro-
dollar exchange rate and its impact can be
estimated to an extent, the effects from
the rumoured possible changes in the US
tariff policy cannot be assessed for the
time being, as it is not clear if and to what
extent they will take place.

The list of other exogenous factors that
could have an impact on the Greek econ-
omy in the current year include the war in
Syria and the refugee flows, the political
events in Turkey and its relations with the
EU, and the negotiations on Cyprus. As of
now, it seems that the tourism sector will
benefit from the developments in Turkey,
which put in doubt the political stability
and safety in the neighbouring country.

The latest available data on sections of do-
mestic economic activity, and short-term
economic indicators point to a return (e.g.
building activity) or continuation of
growth. In particular, industrial production
kept growing in the final quarter of 2016:
in the two months between October and
November it increased by 2.3%, at the
same rate as in the second quarter, com-

pared with a weaker growth in the same
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period of the previous year (1.8%).24 Over-
all in the first eleven months, the produc-
tion of industry was also higher by 2.3%
compared with the same period of 2016,
when it had increased by 0.5%. The
growth of production in Manufacturing
(+4.6%) remained the key driver for the
trend in overall industrial production by the
end of 2016. The notably stronger activity
in Electricity (+8.5%) also contributed to
this trend. Activity in Mining-Quarrying
continued to contract, albeit less than in
the first three quarters of the year (-5.7%,
against -18.3%). Regarding construction
activity, the latest available data of ELSTAT
refer to October. The surface and volume
of new buildings increased by 14.1% and
14.8% respectively, despite the fall in the
number of permits by 5.7%. The growth is
not transient as it carries over the average
growth from August and September by
40.1% in volume and 34.2% in surface. It
is, however, driven by the slump in build-
ing works in the summer of 2015 due to
the capital controls and the sharp uncer-
tainty over the political events then, result-
ing in a low base of comparison. The real
construction activity trend will transpire
over the coming months, when the impact
of transient factors will weaken from the
start of 2017. Most probably, it will con-
tinue to expand, albeit at a rate lower than
10%.

Regarding the indicators that reflect the
sentiment on the demand side of the econ-
omy, the seasonally adjusted Volume In-
dex in Retail Trade increased by 2.0% in

October, slowing down from the third
quarter (2.9%). Here too, the growth over
the summer of last year came from the ef-
fects of the summer 2015 events, which
expanded to the autumn months. As the
growth driven by base effects was not
large, it is quite possible that it would
weaken or even turn to contraction in the
coming months. The momentum of con-
sumption demand can alternatively be as-
sessed by examining the trend in the prices
of consumption goods and services. After
the first nine months of 2016, when the
Consumer Price Index was falling by about
1.0%, its deflation weakened to 0.4% in
the final quarter. Furthermore, the prices
remained unchanged year on year in De-
cember, for the first time in almost four
years (since February 2013). The key rea-
son for the sharp weakening of deflation
that ended in price stability was the exact
opposite of its driver in the past few years:
the domestic fuel prices increased in the
fourth quarter, as a result of the increase
in the global oil price and the hike in the
excise duty on heating oil. This impact on
the Consumer Price Index was reflected in
the sharp trend inversion in the categories
of goods and services Housing (+0.6%,
from -4.4% in the first nine months) and
Transport (+0.5%, from -3.7%). Note that
in the categories of goods and services af-
fected by the increase of VAT in June, the
price growth either weakened (Hotels-
Cafes-Restaurants) or turned into deflation
(Food — Non-alcoholic beverages). Hence,

or the Bank of Greece. The indicated variations refer
to year-on-year changes.

24 The data for the third quarter or the first months of
the fourth quarter of 2016 come either from ELSTAT
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neither the price trends point to a signifi-
cant boost of household consumption de-
mand.

Taking into account the latest and the an-
ticipated politico-economic developments
and the available data on the trends in eco-
nomic indicators in Greece for the forecast-
ing of the GDP components and other mac-
roeconomic indicators, the strong growth
of household consumption in the third
quarter of 2016 will have weakened sub-
stantially in the following quarter, due to
the fiscal measures that were taken as part
of the first review in May, particularly of
those that led to a decline in disposable in-
come (lower income tax allowance, cuts in
auxiliary pensions). The handout to the
low-income pensioners of €616 million
would have slightly boosted private con-
sumption towards the end of last year, de-
spite the small rise in unemployment from
the summer. Besides, the capital controls
and the uncertainty over the first review in
the final quarter of 2015 had formed a low
base of comparison for the corresponding
period of 2016. As a result of the slight
boost in the final quarter of last year,
household consumption is projected
to have increased by about 1.0% in
2016, its highest rate since 2010,
which offsets its decline by 0.3% in
2015.

As already predicted in the previous quar-
terly bulletin, the fiscal measures will take
a full impact from the start of 2017, when
all planned measures will come into force,
such as the changes in the direct taxation
of freelancers and in the estimation of their
social security contributions. Certain fiscal
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interventions that are going to be finalised
during the second review (e.g. on special
wage categories in the public sector) will
bring a further burden. In contrast, the
continuation of the year-on-year growth of
employment, mainly in the export-oriented
branches of Manufacturing, Tourism and
Construction, will support the expansion of
household consumption. The unemploy-
ment decline is expected to weaken and
perhaps to turn to growth in some of the
2017 quarters, from the burden of high
income taxation and increased social secu-
rity contributions. The expansion of digital
transactions will boost the officially rec-
orded economic activity, which will contrib-
ute to an artificial increase in private con-
sumption. The management of non-per-
forming loans of the households is ex-
pected to have a limited scope in 2017,
and thus a limited impact on their deci-
sions. As a result of the various coun-
teracting forces that will act on pri-
vate consumption in the current year,
it is expected to grow slightly by
about 1.7%.

The consumption spending of the public
sector most probably kept falling through-
out 2016. That said, the restart of the fiscal
consolidation in the second half of 2015
and the efforts to achieve the primary def-
icit target set for that year, had resulted in
a decline of public consumption to lev-
els that formed a low level of comparison.
This explains why the decline of public
consumption expenditure eased during the
third quarter, despite the fact that in abso-
lute terms public spending remained un-
changed. Public consumption was at its
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lowest in the final quarter of 2015, which
together with the good performance in the
execution of the budget in the first nine
months of 2016 with respect to expendi-
ture, has created the conditions for an in-
crease of public consumption spending in
the final quarter of 2016, by about 1.5%
or perhaps a little bit more. Nevertheless,
the projected growth in consumption
expenditure of the public sector in
the final quarter of 2016 is not ex-
pected to have changed its trend for
the year overall, resulting in an over-
all contraction by 0.5%. Regarding the
public consumption trend in the current
year, the emphasis in the 2017 Budget
with respect to the fiscal consolidation ef-
fort is placed on boosting tax revenues.
Besides, the already known measures on
the expenditure side concern almost exclu-
sively pensions, benefits and social secu-
rity contributions of the public sector. Un-
der the fiscal interventions planned
for 2017, public consumption is likely
to expand slightly throughout the
year.

Regarding investment, the crucial im-
portance of the induction into the quanti-
tative easing programme of the ECB, as
fast as possible, in order to boost the cap-
ital adequacy of the banking system and
thus its capacity to supply liquidity to the
enterprises, both for the execution of in-
vestment plans and for working capital,
was highlighted previously in this section
of the bulletin. Obviously, this develop-
ment is not independent of other develop-
ments. When it would take place is tightly
linked with the conclusion of the second
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review, where the relevant prior actions in-
clude the appointment of new board mem-
bers of the banks and the Hellenic Finan-
cial Stability Fund, and with the outcome
of the public debt negotiations, mainly with
regard to the implementation of the short-
term debt relief measures and to a lesser
extent the IMF participation in its refinanc-
ing. As long as there are no developments
on these issues that would lead to the in-
duction of Greece in the quantitative eas-
ing programme, the credit policy of the
banks is not going to change. In addition,
the lifting of the capital controls will be de-
layed and their relaxation will slow down,
depending on the rate of return of deposits
to the banks.

Understandably, the above developments
will affect not only the decisions of the in-
vestors and the depositors in Greece, but
also the credibility of the Greek economy
abroad. Apart from the administrative re-
structuring of the banking system, the
strengthening of its capital adequacy and
the implementation of measures to secure
public debt sustainability, i.e. interventions
to improve the macroeconomic environ-
ment, the investors care about the condi-
tions that prevail in the business environ-
ment. The successive changes in the taxa-
tion of businesses and freelancers in the
last two years, the changes in the social
security contributions and the feeling of in-
stability of the regulatory framework in
Greece that they cause impede the under-
taking of investment risks. The impact of
these changes on the investment senti-
ment of industrial enterprises was re-
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flected in the latest biannual Industry In-
vestment Survey of IOBE. According to the
survey results, the profit taxation and the
overall economic policy constituted the
factors with the most negative impact on
investment activity both in 2016 and 2017.

Apart from the social security and taxation
measures, the changes in the remaining el-
ements of the business environment from
the reforms will also have an effect on the
investment decisions. As mentioned ear-
lier, the labour market reform is the major
structural change included in the third eco-
nomic adjustment programme. Apart from
the specific structural changes and their di-
rect impact, the contribution to boosting
the government’s “reform profile”, with a
corresponding impact on its credibility, is a
significant knock-on effect.

Apart from the events and the likely devel-
opments that would affect the investment
decisions of many sectors, i.e. with a hori-
zontal impact, there are conditions that
pertain to investment in specific sectors. In
particular, the continuous growth of for-
eign demand in 2016 and the energy cost
remaining low, despite the recent increase
in the oil price, are conducive to invest-
ment in particular branches of the primary
sector and Manufacturing. In Construction,
the activity growth in public works from
last year will most likely carry over to the
current year, perhaps at a lower rate,
boosting investment. Furthermore, after
the finalisation of the tax measures on the
property of households and businesses in
2016, the extensive contraction of building
activity of the previous years is likely to
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end in the current year, as it might in-
crease or at least remain close to its level
from last year.

Regarding the contribution of the public
sector to investment activity, according to
the final data on the State Budget execu-
tion in the first eleven months of 2016, the
PIP expenditure remained unchanged year
on year (€6.4 billion). Given that the PIP
expenditure in 2017 is projected at the
same level as in the previous year (€6.75
billion), investment is not expected to re-
ceive a further boost from PIP for the sec-
ond year in a row. In contrast, the boost
from investment related to privatisation
and concession deals completed last year,
such as the Hellinikon project, the regional
airports and the Asteras hotel, is expected
to be much stronger than in 2016.

Given that the conclusion of the second re-
view and its effects, the changes in the
board members of the banks, and the so-
cial security and labour market measures
are still pending, while investment was rel-
atively high in the final quarter of 2015, in-
vestment is projected to have marginally
fallen in the corresponding period of 2016.
Therefore, investment is projected to
have increased by 7.0% overall in
2016. The positive trend is expected
to carry over to the next year, at the
slightly stronger rate of 12%, due to
investment in export-oriented manu-
facturing subsectors, public works
and the start of the implementation
of investment plans linked to privati-
sation deals.
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As already predicted in the previous bulle-
tin of IOBE, the completion of a year since
the imposition of the capital controls in
June 2016 changed radically the trend in
both exports and imports in the third quar-
ter of last year. That said, the sharp
growth during that period on both sides of
the external balance came mainly from
their low level a year before. As their con-
traction had eased in the final quarter of
2015, their growth in the same quarter of
2016 is projected to have weakened.

In greater detail, the further decline of the
exchange rate of the euro against the dol-
lar after the US elections is conducive to
the growth of total exports in the final
quarter of last year. Particularly with re-
spect to the exports of services, the antic-
ipated sudden change in the trend in
transport and other services between the
second and the third quarter, from sharp
contraction to growth will continue until
the end of the year. As a result, the re-
ceipts from the exports of services will
grow overall in the second half of 2016,
despite their marginal decline in the final
quarter and the continuous contraction of
revenues from international tourism. After
the notably weaker export growth in
the final quarter of last year, their
contraction overall in 2016 will total
about 0.7%. The low exchange rate of
the euro against the dollar will continue to
support the competitiveness of the Greek
products and services in the current year.
The anticipated strengthening of world
trade will also boost the foreign demand
for Greek products. The persistent turmoil
in the countries of the South-east Mediter-
ranean, and Turkey in particular, is going
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to be conducive to further growth of inter-
national tourism and receipts. Interna-
tional transport will also support the ex-
ports of services, owing also to the opera-
tion of the additional pier that was inaugu-
rated last year at the Port of Piraeus. Tak-
ing into account the trends in their
components, exports are expected to
grow by about 5.5-6.0% in 2017.

The relaxation of capital controls, apart
from the artificial impact from the conclu-
sion of a year since their imposition, con-
tributed to the growth of imports since
July. The positive impact of these
measures will have carried over at least to
the final quarter of last year and to most
months of the first half of the current year,
until the accumulated demand for imports
that could not be satisfied due to the cap-
ital controls is sufficiently relieved. In ad-
dition, a significant part of the growth in
consumption demand and in investment in
fixed capital in the second half of 2016
concerned imported products and services,
maintaining the growth of imports. That
said, the gradual implementation of the fis-
cal measures that affect the disposable in-
come will have moderated the growth of
consumption and the demand of imports,
without preventing their growth in the final
quarter, by about 4-5%. The strong
growth of imports in the second half
of 2016 will have led to a growth of
about 2.5% to 3.0% overall in 2016.

Apart from the accumulated demand for
imports due to the capital controls, the an-
ticipated increase of domestic demand in
2017, from both higher private consump-
tion and investment, will largely spill over



IOBE “The Greek Economy” vol. 04/16

to goods and services that are not pro-
duced domestically. The aforementioned
relaxation of the controls on imports in last
July and any other decision in this direction
in the current year will facilitate the cover-
age of import demand. The rise in the oil
price and the low exchange rate of the
euro against the dollar, which limit pur-
chasing power, will impede the growth of
imports. Taking into account the relation
between domestic demand and exports,
and the impact of the capital controls, im-
ports are anticipated to increase by
7.5%-8.0% in 2017.

To sum up the forecasted trends of the
GDP components in the final quarter of
2016 and in 2017, the fiscal measures that
were adopted in the first review will have
a contractionary impact on disposable in-
come and household demand. However,
the significant decline of unemployment
last year, which will carry over to this year
at a lower speed, and the impact from the
more extensive use of electronic means of
payment on expanding the official eco-
nomic activity, will boost private consump-
tion. The growth of public consumption in
the final quarter of 2016 would not have
prevented its marginal decline overall last
year. As the emphasis in the fiscal consol-
idation is placed on boosting tax revenue
in the current year, public consumption ex-
penditure is anticipated to increase slightly
in the current year.
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The developments related to the induction
of Greece into ECB's quantitative easing
programme will largely determine the
course of investment - if or when this will
take place will have a crucial impact on the
liquidity in the banking system. Therefore,
the available capital for credit is tightly
linked to the conclusion of the second re-
view and the outcome of the public debt
negotiations. The successive changes in
the taxation and social security contribu-
tions of businesses and freelancers have
increased the corresponding burden and
limited the confidence of potential inves-
tors in the stability of the regulatory frame-
work, with a negative impact on the exe-
cution of investment. The implementation
of some of the investment plans is going
to be suspended in anticipation of the fina-
lisation of the changes in the regulatory
framework of the labour market in the
talks with the institutions.

At the branch level, the continuing growth
of export demand in Manufacturing in
2016 supports the execution of invest-
ment. Regarding the support of the invest-
ment activity by the public sector, the PIP
expenditure will remain unchanged from
last year. However, investments linked to
privatisations and concessions concluded
in 2016 will commence in the current year,
boosting the Construction sector.
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Domestic Expenditure and Gross Domestic Product — European Commission estimates

Table 3.2

(in constant 2010 market prices)

| 2015 | 2016 | 2017 | 2018
Annual percentage changes
GDP -0.2 -0.3 2.7 3.1
Private Consumption -0.2 -0.5 1.5 1.6
Public Consumption 0.0 -0.7 -0.7 -0.1
Gross Fixed Capital Formation -0.2 4.0 13.7 14.2
Exports of Goods and Services 3.4 -4.0 3.6 4.7
Imports of Goods and Services 0.3 -2.8 3.0 4.2
Employment 0.5 2.2 2.2 2.3
Compensation of Employees per capita -2.9 0.2 1.0 2.0
Real Unit Labour Cost -1.2 2.9 -0.4 0.0
Harmonised Index of Consumer Prices -1.1 0.1 1.1 1.0
Contribution to real GDP growth
Final Domestic Demand -0.2 0.0 2.5 2.9
Net Exports 1.0 -0.4 0.2 0.2
Inventories -1.0 0.1 0.0 0.0
As a percentage of GDP
General Government Balance -7.5 -2.5 -1.0 0.9
Current Account Balance 0.0 0.0 0.2 0.3
General Government Gross Debt 177.4 181.6 179.1 172.4
In percentage terms
Unemployment (% of labour force) 24.9 23.5 22.2 20.3
Source: European Economic Forecast, autumn 2016, European Commission, November 2016
Table 3.3
Comparison of forecasts for select economic indicators for the years 2015 - 2018
(in constant 2010 market prices, annual % change)
MinFin EC OECD IMF
2015 2016 2017 | 2016 2017 2018)| 2016 2017 2018 | 2016 2017 2018
GDP -0.2 -0.3 2.7 -0.3 2.7 3.1 0.0 13 1.9 -0.2 0.1 2.8
Final Demand : : : 0.0 2.4 2.9 0.6 0.8 1.6
Private Consumption -0.2 -0.6 1.8 -0.5 1.5 16 | -0.9 0.8 1.6
E'g::f;gfg;gg:’(‘og 41 00 06 | 01 11 10 [ 01 11 14| -1 -01 06
Gross Fixed Capita 02 33 91 | 40 137 142 33 43 46
Unemployment (%)* 24.9 23.7 22.6 23,5 222 203|235 23.1 227 | 250 233 21.5
senera) (Goz"ég‘ge“t 75 22 -08 | 25 -1.0 09 | -20 -02 05
(C;O"ggt,fccc’“”t Balance 00 02 03]|-1.0 06 01| 00 00 00
Gross Public Debt (% GDP) | 177.4 180.3 176.5 | 181.6 179.1 172.4|179.7 176.6 171.5

* According to the Labour Force Survey methodology
Sources: Introductory Report 2017 Budget, Ministry of Finance, November 2016 — European Economic Forecast,
autumn 2016, European Commission, November 2016 - OECD Economic Outlook No. 100, November 2016 — World

Economic Outlook, IMF, October 2016
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In the external sector of the economy, the
growth recorded on both sides of its bal-
ance in the third quarter of last year, once
one year had passed since the imposition
of the capital controls, will have carried
over to the final quarter of 2016 and the
first quarter of the current year, as the
capital controls did not ease during the
corresponding period of last year with re-
spect to international trade transactions
that could have contributed to the relieve
of the accumulated demand for both im-
ports and exports. The further decline of
the exchange rate of the euro against the
dollar will have contributed to the growth
of exports in the final quarter of last year,
while the continuing turmoil in the coun-
tries of the South-East Mediterranean, par-
ticularly in Turkey, will further boost inter-
national tourist arrivals and tourism re-
ceipts. In contrast, the full implementation
of the fiscal measures for the conclusion of
the first review, the increase in the oil price
and the low exchange rate of the euro will
moderate the growth of imports. Taking
into account the above trends in fac-
tors that affect the GDP components
and its strong growth in the third
quarter of 2016, the projection of
IOBE for the GDP rate of change is re-
vised from contraction to growth of
about 0.4%. According to the up to
now available data, the growth of the
Greek economy is expected to
strengthen in 2017 to about 1.5%-
1.8%.

Regarding the anticipated developments in
the labour market, the branches with the
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strongest contribution to the fall of unem-
ployment in the first nine months of last
year, such as Manufacturing, Construction,
Tourism and Public Administration, will
have kept creating jobs in the last quarter
of 2016, as the latest available data on
their production point to their continuous
growth during that period. As the tourist
period approached its conclusion, the pos-
itive contribution of the sector to employ-
ment would have weakened. The positive
contribution of the public sector to employ-
ment will have weakened or fizzled out
completely, as the number of beneficiaries
of the public benefit employment pro-
grammes run by the Manpower Employ-
ment Organization OEAD during that pe-
riod was lower year on year. In addition,
the changes in direct taxation and social
security  contributions of
caused an upheaval, with an impact on
their employment in the last quarter of
2016. Taking into account the above
trends and their impact on employ-
ment, unemployment is expected to
have increased slightly in the final
quarter of 2016, to about 23.0%.
Nevertheless, it has remained nota-
bly lower year on year and it is pro-
jected to have fallen to 23.4% overall
in 2016, about 1.5 percentage points
lower than in 2015.

freelancers

Regarding 2017, the expansion of employ-
ment in the private sector branches with
the strongest contribution to the fall of un-
employment in the current year will most
likely lead to further decline in the follow-
ing year. The growth in the exports of
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goods supports job creation in Manufactur-
ing, while the stronger tourist flows will
keep employment growing in Tourism for
one more year. A particularly strong em-
ployment boost is anticipated in the Con-
struction sector in the second half of the
year, from the execution of investment
plans related to privatisation and conces-
sion deals concluded in 2016. The forth-
coming changes in the regulatory frame-
work of the labour market, which consti-
tute prior actions for the conclusion of the
second review of the third economic ad-
justment programme, are also anticipated
to be conducive to investment and job cre-
ation. That said, the changes in direct tax-
ation and social security contributions of
the freelancers from the beginning of
2017, at least initially, are going to impede
job creation in the affected sectors. The
significant job creation from the OAED pro-
grammes will carry over to 2017, as ac-
cording to the Draft State Budget for 2017,
short-term employment opportunities are
going to be created for 52,000 long-term
unemployed for the protection of socially
vulnerable groups, while 43,000 unem-
ployed are going to be hired in public
works. Hence, unemployment will
most probably continue to contract in
2017, for the fourth consecutive year.
Its decline is going to be weaker than
in the previous year, by about one
percentage point (22.3%).

Lastly, the fall of the oil price was the key
deflation driver from the autumn of 2014
until last October. The decision at the In-
ternational Energy Forum to curb the daily
oil production is the underlying cause for
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the end of this trend. The rise in the oil
price, which eliminated the deflation al-
ready from the final quarter of 2016, is ex-
pected to be the key driver of the Con-
sumer Price Index expansion in the current
year. The new indirect levies and the hikes
in the existing taxes that came into force
from 1%t January 2017 will continue to re-
strain the deflationary pressures in the
Greek economy for the fifth consecutive
year. The boost of consumption demand,
mainly from employment growth and not
from an expansion of per capita income,
which will decline from the growth in direct
taxation and higher social security contri-
butions, will also prevent a new price fall
in the Greek economy. The Consumer
Price Index is thus expected to in-
crease by 1.3% in 2017.

3.2 Developments and outlook in
key sectors of the economy

Industry

The Industrial Production Index in Greece
increased by 2.3% in the first eleven
months of 2016, compared with a marginal
contraction of 0.5% in the same period of
last year. As a result, it is certain that in-
dustrial production increased in the past
year. Nevertheless, despite the year-on-
year production increase, the decline in the
prices in Industry by 7.2% led to a corre-
sponding year-on-year decline of the turn-
over (-6.3%).

In the Euro area, industrial production in-
creased during the same period by 1.3%,
slightly less than in the same period of
2015 (+2.1%).



IOBE “The Greek Economy” vol. 04/16

At the sector level in Greece, the largest
contraction was recorded in Mining-Quar-
rying, where production fell by 16.0% in
the first eleven months of 2016, compared
with a 7.6% decline in the preceding year.
Electricity generation came next with a
marginal decline of about 0.1%, against
0.5% in the previous year. In contrast,
production increased significantly in Manu-
facturing, by 4.6%, against a weaker
growth by 1.5% a year earlier. Lastly, pro-
duction in Water Supply increased year on
year by 0.4%, less than in the same period
of 2015 (+1.9%).

In greater detail, in Mining three of the
four subsectors experienced significant
output growth. The output of Extraction of
Crude Petroleum and Natural Gas more
than doubled (+138.7%), after a slight in-
crease by 4.3% in 2015. Output in Mining
of Metal Ores increased by 6.4% (against
8.7% contraction in the previous year) and
in Other Mining Activities, by 2.5%, after a
decline by 2.8% in 2015. Output declined
only in Mining of Coal and Lignite, by
33.0%, after a milder contraction by 9.8%
in 2015.

In Manufacturing, production declined in
7 of its 24 subsectors in the first eleven
months of 2016. Among the branches of
particular importance for the Greek econ-
omy, output increased more than in 2015,
in Basic Pharmaceutical Products by 5.1%
(from +5.0% in the preceding year), in
Basic Metals by 5.8% (from 4.7%) and in
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Food Products by 2.8% (against a decline
by 1.8% in 2015).

In the remaining Manufacturing subsec-
tors, the biggest decline was observed in
Computers, Electronic and Optical Prod-
ucts (-19.6%, against +27.0% in 2015),
Wearing Apparel (-8.6% against -17.6%)
and Plastic and Rubber Products (-2.2%,
against +4.5%).

Output increased in quite a few sectors
during that period. In particular, the pro-
duction of Motor Vehicles increased by
24.5%, compared with a 13.4% decline in
the same period of 2015, in Non-Metallic
Minerals (+15.4% against -1.3% a year
before) and in Machinery — Equipment
(13.1%, after 3.2% growth in 2015). Out-
put increased significantly in Furniture
(+10.5%, against a marginal contraction
of 0.6%), Chemical products (+7.1%,
against +3.3%) and Wood and Cork Prod-
ucts (+5.2%, against a 7.2% contraction
in the previous year).

Regarding the main groups of industrial
products, the production of Durable Con-
sumer Goods marginally declined (-0.1%,
against +0.5%). In contrast, output in-
creased in Intermediate Goods (+5.0%
against +1.9%) and Non-Durable Con-
sumption Goods (+2.6% against +0.8%).
In Energy, output marginally increased, by
0.4%, compared with a contraction of pro-
duction by 0.6% in the same period of the
preceding year.
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Figure 3.1

Industrial Production Index in Greece and in the Euro Area (year-on-year % change)
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Construction

During the first nine months of 2016, the
production index in the Construction sector
increased by 25.0%, significantly stronger
than in the corresponding period of 2015
(+1.2%). The strong growth during the
third quarter, when the indicator increased
year on year by 77.4%, contributed signif-
icantly to the spectacular growth over this
period.

The trends in the constituent categories of
the index in the first nine months of 2016
were significantly different than in the pre-
ceding year. In particular, output in Build-
ings increased by 19.0%, compared with a
9.5% increase in the preceding year, while
the production index in Civil Engineering
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Oct. -Nov.

Works expanded by almost 30%, against a
contraction by 4.5% in the preceding year.
However, the strong growth does not bode
well with the data on new construction ac-
tivity during that period, as the surface
area of new buildings declined by 14.4%,
while their volume contracted by 37.0%.

Correspondingly, output in Construction in
the Euro area increased by 1.8% in the
first nine months of 2016, against a con-
traction by 1.4% in the same period of
2015.

Retail Trade

The volume index of Retail Trade declined
by 1.0% in the first ten months of 2016, in
the aftermath of a similar contraction in
2015 (-1.4%).
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Figure 3.2

Production Index in Construction kai Building Activity Index
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Turnover expanded in three of the eight
subsectors of Retail Trade. The strongest
growth was recorded in Department Stores
(+8.8% against a contraction of 4.2% in
the previous year), Clothing-Footwear
(+6.3% against +7.5%) and Books-Sta-
tionery (+3.2% against +6.3%). In con-
trast, the strongest contraction was ob-
served in Automotive Fuel, where the in-
dex declined by 3.9%, in the aftermath of
a more modest decline of 1.8% in the cor-
responding period of 2015. Pharmaceutical
Products - Cosmetics came next (-2.7%
against -1.1%), followed by Furniture —
Household Appliances (-1.6% against
+4.3%). Lastly, turnover declined in Su-
permarkets as well (-0.3%, against -
0.9%).

Q2 2011
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The expectations of the retail trade enter-
prises improved in 2016, according to the
leading indicators of the Business
Surveys conducted by IOBE. The indi-
cator for the overall Retail Trade sector in-
creased by 17 points, compared with an 8-
point decline in the previous year. It is in-
dicative that the expectations improved in
all the constituent branches of retail trade,
without an exception.

In particular, the expectations improved
strongly in Food-Beverages (+35.7 points,
against a 5.6-point decline in the previous
year), Department Stores (+19.9 against
+12.8) and Household Appliances (+19.3,
against -12.7). The expectations in Cloth-
ing-Footwear improved at a much more
modest rate (+1.4, against -21.7).
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Figure 3.3
Volume Index in Retail Trade (2010=100) kai Business Sentiment Indicator in Retail Trade (1996~
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Lastly, the indicator in Motor Vehicles to-
talled 97.8 points in 2016, at the same
level as in 2015, compared with 114 points
in 2014, with significant monthly fluctua-
tions due to the end of the cash-for-clink-
ers programme and unsteady demand.
The sales of new passenger cars increased
year on year by 4.0% in 2016, against
growth by 6.4% in 2015. In the constituent
elements of the indicator for 2016, the as-
sessment of current sales remained almost
unchanged year on year, at -3 points, from
-6 points in 2015, with about 1/3 of the
enterprises assessing their sales as having
increased and a corresponding share con-
sidering the car sales sluggish in 2016. The
share of enterprises considering their stock
to be at normal levels (>67%) continued
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to dominate the balance of inventories.
The sales prospects over the coming quar-
ter improved in 2016, as the index reached
0, from -10 in 2015, implying that the
number of enterprises expecting sales
growth over the near term increased. In
fact, the balance in this indicator improved
significantly between September and the
end of the year, despite the end of the
cash-for-clunkers programme in May and
its six-month grace period. A similar trend
was observed in the orders expectations,
as the index improved in 2016 to -7 points,
from -18 points in 2015. Lastly, the em-
ployment expectations indicate stability in
the sector, as the share of the enterprises
expecting no employment changes ap-
proached 99%.



IOBE “The Greek Economy” vol. 04/16

Table 3.4

Annual Changes in the Volume Index in Retail Trade

Volume Index (2010=100)

Category of Retail

Ian —Oct Ian —Oct Ian - Oct Change Change
Trade Stores 2014 2015 2016 2015/2014 |  2016/2015
Overall Index 71.4 70.4 69.7 -1.4% -1.0%
Overall Index (excluding
automotive fuels and 72.2 72.0 72.1 -0.3% 0.1%
lubricants)
Store Categories
Supermarkets 80.5 79.8 79.5 -0.9% -0.3%
Department Stores 81.6 78.2 85.1 -4.2% 8.8%
Automotive Fuels 67.8 66.5 63.9 -1.8% -3.9%
Food — Drink — Tobacco 67.4 64.6 64.4 -4.1% -0.4%
Pharmaceuticals 67.7 66.9 65.1 -1.1% -2.7%
Cosmetics
Clothing — Footwear 65.2 70.1 74.5 7.5% 6.3%
Furniture — Electric
Equipment — H. 63.7 61.0 60.0 -4.3% -1.6%
Appliances
Books — Stationary 84.7 90.0 92.9 6.3% 3.2%
Source: ELSTAT
Table 3.5
Business Expectations Indices in Retail Trade per sub-sector (1996-2006=100)
2014 2015 2016 2015/2014 | 2016/2015
Food-Drinks-Tobacco 87.6 82.0 117.7 -6.4% 43.5%
Textiles - Clothing — Footwear 100.9 79.2 80.6 -21.5% 1.8%
Household Appliances 79.1 66.4 85.7 -16.1% 29.1%
Vehicles-Spare Parts 1144 97.3 97.8 -14.9% 0.5%
Department Stores 66.7 79.5 99.4 19.2% 25.0%
Total Retail Trade 89.1 81.0 98.0 -9.1% 21.0%
Source: IOBE
Wholesale Trade
The turnover index of Wholesale Trade continuous contraction of activity in Retail
continued to contract in the first nine Trade over the past few years, the Whole-
months of the year, albeit at a significantly sale Trade indicator reached its lowest
lower rate than in the previous year level since 2008.

(-1.8% against -5.2%). As a result of the
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Figure 3.4

Turnover Index in Wholesale Trade
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Services

Turnover contracted year on year in the
first nine months of 2016 in eight of the 13
subsectors of Services. The largest con-
traction was recorded in Cleaning Activities
(branch 81.2), where turnover declined at
a higher rate than in the preceding year
(-23.4%, against -0.1%), and in Profes-
sional, Scientific and Technical Activities
(branch 74), where turnover declined by
12.8%, compared with 21.0% growth in
the corresponding period of 2015. Infor-
mation Service Activities (branch 63) came
next, with a turnover contraction by 9.9%
(compared with a growth of 28.3% in
2015). Turnover in Legal — Accounting —
Management  Consultancy  Activities
(branches 69 and 70.2 combined) declined
less than in the preceding year (-7.0%
against -14.0%). Despite the sharp drop in
the production index in Construction pre-
sented earlier, turnover in Architectural

82

and Engineering Activities (branch 71) de-
clined slightly, by 0.9%, compared with a
marginal growth by 0.3% in 2015.

In contrast, activity strengthened in the
first nine months of 2016 in Office Admin-
istrative Activities (branch 82), where turn-
over expanded by 27.4%, after its strong
growth a year before (+63.0%). Turnover
in Employment Activities (branch 78) in-
creased by 19.5% (against +23.5%), fol-
lowed by Computer Programming (branch
62), with a turnover growth of 15.6% (af-
ter +11.0% in the preceding year). Turno-
ver in Postal and Courier Activities (branch
53) increased less, by 0.9% (against
5.7%). Lastly, activity in Telecommunica-
tions (branch 61) remained essentially un-
changed (+0.1%, against +0.6%).

According to the leading indicators of
the Business Surveys conducted by
IOBE for 2016, the respondents in all sub-
sectors of Services were found to be more
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optimistic year on year. The overall indica-
tor for Services increased by 5.5 points,
compared with 2015 when it had lost 16.6
points. Among the constituent subsectors,
the representatives of the Computer Pro-
gramming subsector became more opti-
mistic, as the index increased by about 21
points, offsetting the strong deterioration
in the corresponding period of 2015 (-22
points). Similarly, the index improved in
Other Business Activities (+4 points, from

-21 points in the previous year). The en-
terprises in the Financial Intermediaries
subsector came next, as the index in this
subsector increased by 3.5 points, after a
strong decline in the previous year (-22
points). Lastly, the respondents in Hotels-
Restaurants were marginally more optimis-
tic, as the expectations index increased by
only 0.2 points in this sector, compared
with a 12 point decline in 2015.

Table 3.6
Turnover Indices (annual change, 2010=100)

Jan - Jan - Jan - % %

Sep Sep Sep change | change

2014 2015 2016 '15/'14 | '16/'15
Trade of motor vehicles 58.2 62.5 69.2 7.4% 10.7%
Land transport and transport via pipelines 85.2 80.1 78.7 -5.9% -1.7%
Water transport 74.2 71.4 69.1 -3.9% -3.1%
Air transport 117.6 126.5 131.0 7.6% 3.6%
Warehousing and support activities for transportation 83.3 85.8 95.2 3.0% 10.9%
Postal and courier activities 86.9 83.2 70.2 -5.7% 0.9%
Publishing activities 44.7 36.3 45.3 -17.4% | -6.1%
Telecommunications 61.8 61.3 71.5 -0.6% 0.1%
g(?trir\]/lijtlijetsr programming. consultancy and related 48.7 53.0 78.2 11.0% | 15.6%
Information service activities 124.6 135.5 88.1 28.3% | -9.9%
Ia_]f::tgisilt.i:gcounting and management consultancy 104.3 97.6 76.2 -14.9% | -7.0%
Architectural and engineering activities 37.4 41.9 76.2 0.3% -0.9%
Advertising and market research 27.4 25.2 40.8 2.5% -6.1%
Office administrative activities 44.8 48.6 117.3 63.0% | 27.4%
Tourism 98.4 104.0 103.3 5.7% -0.7%

Source: ELSTAT
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Figure 3.5

Turnover Index in Postal and Courier Services (branch 53)
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Figure 3.6

Turnover Index in Telecommunication Services (branch 61)
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Figure 3.7

Turnover Index in Information Services (branch 62)
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Figure 3.8

Turnover Index in Legal, Accounting and Management Consultancy Services (sectors 69 + 70.2)
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Figure 3.9
Turnover Index in Advertising and Market Research (branch 73)
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Figure 3.10

Turnover Index in Tourism (Accommodation and Food Services Activities, branches 55 & 56)
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Table 3.7
Sector Indices of Business Sentiment in Services (1996-2006=100)
% change %
2014 2015 2016 15-14 change
'16-'15
Hotels — Restaurants — Travel Agencies 101.3 89.3 89.5 -11.8% 0.2%
Other Business Services 66.2 49.6 56.4 -25.1% 13.7%
Financial Intermediation 79.3 57.4 60.9 -27.6% 6.1%
Information Services 78.0 55.7 76.6 -28.6% 37.5%
Total Services 87.2 70.6 76.1 -19.0% 2.0%

Source: IOBE

3.3 Export performance of the
Greek economy

The exports of goods reached €22.9 bil-
lion in the first eleven months of 2016,
against €23.3 billion in 2015, recording a
contraction of 1.9%. However, if the
exports of petroleum products and
ships are not taken into account, the
exports of the remaining goods in-
creased by 1.9%, totalling €16.9 billion
in 2016, against €16.5 billion in 2015 (Fig-
ure 3.11). Note that the much lower ex-
ports of petroleum products came from the
lower year on year oil prices, particularly in
the first quarter. Hence, the reduction in
value is not reflected in a reduction in vol-
ume terms. Meanwhile, imports decreased
by only 0.2% in the first eleven months of
2016, to reach €39.1 billion from €39 bil-
lion a year earlier. As a result of the above
trends in the components of the external
balance, the trade deficit increased year
on year by €540.3 million (+3.4%), to
reach €16.2 billion, from €15.7 billion in
the previous year. Consequently, the
value of the exports of goods of the
Greek economy corresponded to
58.5% of its imports, while in 2015 this
ratio stood at 59.8%.
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Particularly between July and No-
vember, when the base effect from the
imposition of capital controls in July 2015
was no longer present, exports increased
by 5.6%, from €10.5 billion to €11.1 bil-
lion, while imports increased by 4.6%,
from €17.3 billion to €18.1 billion.

In greater detail, the exports of Agriculture
Products increased by 9.3% in the first
eleven months of 2016, to reach €5.2 bil-
lion, against €4.7 billion in the same period
of last year, while the exports of Mineral
Fuels decreased by 12%, to no more than
€6.2 billion, from €7 billion in 2015 (Table
3.7).

Note that these two product categories
represented 49.8% of Greek exports (from
50.5% in 2015). The increase in Agricul-
ture Products mainly came from growth in
the demand for Beverages and Tobacco by
11.6%, the value of which reached €664.4
million (from €595.2 million in 2015). As a
result, their share in total exports in-
creased from 2.6% in 2015 to 2.9% in the
current year.
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Figure 3.11

Total export activity and exports of goods except for fuels and ships (% change)
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In Food-Live Animals, which represented
about 75.2% of the exports of Agriculture
Products, exports increased by 11.3%,
from €3.5 billion in 2015 to €3.9 billion in
2016. The demand for Qils and Fats of An-
imal or Plant Origin, which represented
12% of the exports of Agriculture Prod-
ucts, stood at €617.7 million in the first
eleven months of 2016, lower by 3.6% in
relation to 2015 (€640.7 million).

The exports of Manufactured Good in-
creased marginally, by 0.3%, with their
value approaching €10.1 billion, from €10
billion a year ago. This increase was largely
explained by stronger foreign demand for
Machinery and Transport Equipment, by
3%, with their value totalling €2.3 billion
(from €2.2 billion in 2015), Chemicals and
Related Products, by 0.3% (at €2.46 billion
in 2016, from €2.45 million a year ago) and
Miscellaneous Manufactured Articles, by
8.4% (at €1.7 billion from €1.6 billion). In
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contrast, the export performance of Manu-
factured Goods Classified Chiefly by Raw
Material deteriorated by 4.7%, from €3.8
billion in the first nine months of 2015 to
€3.6 billion in the following year.

Finally, the exports of Raw Materials de-
creased by 0.9% (from €903.6 million in
the first eleven months of 2015 to €895.7
million in 2016), while the exports of Com-
modities and Transactions Not Classified
by Category declined by 11.7% (from
€558.2 million in 2015, to €492.7 million in
2016).

Regarding the export trends per geograph-
ical area, the exports to the countries of
the Euro area expanded by 3.6%, to reach
€9 billion. As a result, about 39.5% of the
Greek exports were transported to this re-
gion. The exports to the EU increased at a
similar rate, by 3.4% or €428.2 million.
Among the Eurozone countries that absorb
most Greek exports, the largest growth
was recorded in the Netherlands by 23.3%
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(from €460.8 million in 2015 to €568 mil-
lion in 2016), followed by Germany with
4.1% (from €1.70 billion in the preceding
year to €1.77 billion in the current year).
Exports also increased towards France, by
9.1% (from €609.6 million in 2015 to €665
million in the current year). In contrast,
contraction of exports was observed in It-
aly, by 1.8%, to €2.61 billion (from €2.66
billion in 2015), yet it remained the major
destination for Greek exports. The largest
percentage contraction of exports to Euro
area countries in the first eleven months of
2016 was recorded in Latvia, a country
with relatively low demand for Greek prod-
ucts, where exports declined by 34% (from
€23.5 million a year earlier to €15.5 million
in the current year). In contrast, the high-
est percentage increase was observed in
Estonia (+43.9%).

Among the remaining EU countries, where
total exports increased by 3.1% or €114.6
million (from €3.7 billion in 2015 to €3.8
billion in 2016), Bulgaria remained the
main destination for Greek products, de-
spite the year-on-year decline by 2.4% or
€27.6 million. In contrast, the export per-
formance strengthened in two other coun-
tries that absorb a large share of exports
in this category of countries, Romania and
Poland, where exports expanded by 4.7%
or €30.5 million (to €679.9 million) and by
20.3% or €61.4 million (to €364.1 million)
respectively. The biggest contraction of
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25.2% was recorded in the exports to Den-
mark, where the Greek exports increased
by €27.4 million (from €109 million in 2015
to €136.4 million in the current year).

The exports to Turkey, one of the major
export destinations of Greek products, fell
abruptly by 26% (or €406.9 million), which
was one of the largest contraction among
all countries that receive Greek exports. As
a result, the exports to this country de-
clined from €1.6 billion in the first eleven
months of 2015 to €1.2 billion in 2016.

The exports to the countries of North
America decreased by 5% (from €1.4 bil-
lion in 2015 to €1.3 billion in 2016), due to
a decline in the exports towards the US
market by 6.1%, from €1.07 billion in the
first eleven months of 2015 to €1 billion
one year later. In contrast, the exports to
Mexico increased by 1.8%.

The exports to the countries of the Middle
East and North Africa declined by 3.5%
(from €3.08 billion in 2015 to €3 billion in
2016), mainly due to the contraction of ex-
ports to specific North Africa countries. In
particular, a decrease of exports was rec-
orded in Egypt, by 26.3% (to €695 million
from €943.3 million) and Tunisia by 37.5%
(from €152.3 million to €95.2 million). The
exports to two other significant destina-
tions in the Middle East - Saudi Arabia and
the United Arab Emirates - decreased by
38.9% (to €416.1 million) and 16.5% (to
€204.7 million) respectively.
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Table 3.8
Exports per category in current prices (million €)
VALUE % CHANGE %o

PRODUCT COMPOSITION

2016* 2015* 2016*/2015* 2016* 2015%*

AGRICULTURAL PRODUCTS 5,165.9 4,725.9 9.3% 22.6% 20.3%
Food and Live Animals 3,883.8 | 3,490.0 11.3% 17.0% | 15.0%

Drinks and Tobacco 664.4 595.2 11.6% 2.9% 2.6%

Oils and Fats of animal or plant origin 617.7 640.7 -3.6% 2.7% 2.7%
RAW MATERIALS 895.7 903.6 -0.9% 3.9% 3.9%
Non-edible Raw Materials excluding Fuels 895.7 903.6 -0.9% 3.9% 3.9%
FUELS 6,202.0 | 7,050.1 -12.0% 27.1% | 30.2%

Minerals, Fuels, Lubricants etc. 6,202.0 7,050.1 -12.0% 27.1% | 30.2%
INDUSTRIAL PRODUCTS 10,115.4 | 10,086.3 0.3% 44.2% 43.2%
Chemicals and Related Products 2,462.7 | 2,454.5 0.3% 10.8% | 10.5%
Industrial Products Sorted by Raw Material 3,597.9 | 3,777.2 -4.7% 15.7% | 16.2%
Transport Equipment 2,340.4 | 2,273.1 3.0% 10.2% 9.7%

Various Manufactured Goods 1,714.3 1,581.4 8.4% 7.5% 6.8%

OTHER 492.7 558.2 -11.7% 2.2% 2.4%

Goods and Transactions not sorted by Category 492.7 558.2 -11.7% 2.2% 2.4%
TOTAL EXPORTS 22,871.7 | 23,324.0 -1.9% 100.0% | 100.0%

* Provisional data
Sources: ELSTAT, PSE-KEEM

The flow of Greek exports to Oceania
weakened, with their value reaching
€128.2 million in the first eleven months of

where their value reached €91.8 million in
2016, from €34.2 million in 2015.

2016, from €134.9 million a year earlier.
The exports to Australia decreased by
6.6% (to €116.3 million, from €124.4 mil-
lion). In contrast, the exports to New Zea-
land increased by 13.1% (€10.5 million in
2015, €11.9 million in 2016).

A significant growth of exports, by 30.9%,
was recorded in the markets of the Central
and Latin American countries, with their
value growing to €257.3 million, from
€196.6 million in the same period of 2015.
The growth of exports to these countries
came mainly from much stronger demand
for Greek products in Brazil, by 168.4%,
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In contrast, the demand for Greek prod-
ucts in Asia weakened slightly, by 0.8%, to
€1.13 billion, from €1.14 billion in 2015.
This development mostly came from ex-
port contraction in South Korea (-57.7%,
to €112.8 million in 2016, from €266.7 mil-
lionin 2015) and Taiwan (-84.4%, to €10.8
million from €69.3 million in the previous
year). In contrast, the exports of Greek
products in China increased significantly,
by 48.1%, (from €204.6 million in 2015 to
€303 million in 2016).

To sum up, Greek exports continued to de-
cline in the first eleven months of 2016
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overall. However, if we focus on the avail-
able data for the second half of the year,
when there was no longer a base effect
from the imposition of capital controls in
July 2015, exports increased by 5.6%.

Therefore, the decline of exports over the
first eleven months can be attributed to
the impact of capital controls on the ease
of exporting goods and on the attractive-
ness of the Greek products. That said, the
depreciation of the euro-dollar exchange
rate since October, which boosted the cost
competitiveness of the Greek products,
contributed to the growth of exports. The
significant increase of the oil price since
October, in the aftermath of the decision
taken at the International Energy Forum to
curb the daily oil production, also boosted
the value of exports. Taking into ac-
count the growth of exports in the

second half of 2016, until November,
which was not sufficient to offset the
negative trend from the previous half
of the year, exports are projected to
have declined by 1.4% overall in
2016. The exports without fuels in
particular are projected to have
grown by 2.3%.

The much higher average oil price in the
current year, the low euro-dollar exchange
rate, which creates a competitive ad-
vantage and the relaxation of the capital
controls, will keep exports on a growth
path. The prolonged turbulence in Turkey,
one of the major markets for Greek prod-
ucts, will dampen the growth of foreign de-
mand. Taking these effects into ac-
count, exports are expected to in-
crease by at least 8% in 2017.

Table 3.9
Exports by destination from January to November 2016 and 2015*

BN O O Sy O APHIC EXPORTS % CHANGE | % COMPOSITION
2016 2015 2016/2015 2016 2015

World 22,871.7 | 23,324.0 -1.9% 100.0% 100.0%

OECD 12,682.6 12,784.2 -0.8% 55.5% 54.8%

EU 12,886.9 12,458.7 3.4% 56.3% 53.4%

Euro Area 9,039.8 8,726.2 3.6% 39.5% 37.4%

G7 7,222.5 7,238.3 -0.2% 31.6% 31.0%
North America 1,293.0 1,360.4 -5.0% 5.7% 5.8%
BRICS 694.6 533.3 30.3% 3.0% 2.3%
Middle East & North Africa 3,325.3 3,444.3 -3.5% 14.5% 14.8%
Rest of Africa 1,349.6 1,450.5 -7.0% 5.9% 6.2%
Oceania 128.2 134.9 -5.0% 0.6% 0.6%
Latin America 257.3 196.6 30.9% 1.1% 0.8%
Rest of Asia 1,132.7 1,141.9 -0.8% 5.0% 4.9%
OPEC 1,239.1 1,398.0 -11.4% 5.4% 6.0%

* Provisional data for both years
Source: ELSTAT, KEEM
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Figure 3.12

Countries with the largest share in the exports of Greek products (in million €), January — November
2016 and 2015
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Source: KEEM. Data processing: IOBE

3.4 Employment-Unemployment

According to the latest data from the La-
bour Force Survey of ELSTAT, unemploy-
ment in Greece declined to 22.6% in
the third quarter of 2016, from 24%
in the same quarter of 2015 (a reduc-
tion by 1.4 percentage points) and
from 23.1% in the preceding quarter
of 2016 (-0.5 percentage points).
Note that unemployment has declined now
year on year for the tenth consecutive
quarter. The number of employed in-
creased by 1.8% year on year (by 65,600
people, from 3,671,100 to 3,736,700 peo-

ple).
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Despite its decline since the second quar-
ter of 2014, unemployment in Greece has
remained the highest in the Euro area
since the third quarter of 2012. Next came
Spain, where unemployment fell below
20% to reach 18.9% in the third quarter
of the current year, from 21.2% a year be-
fore. Cyprus followed, with an unemploy-
ment rate of 13.1%, lower year on year by
1.6 percentage points (from 14.7%). Italy
and Portugal came next, with a similar un-
employment rate. In Italy, unemployment
marginally increased to 10.9% in the third
quarter of 2016, from 10.6%, for the first
time after six quarters of steady decline. In
contrast, unemployment in Portugal de-
clined for the 13" quarter in a row to reach
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10.7%, from 12.1% in the same quarter of
2015.

The lowest rates of unemployment were
observed once more in Malta and Ger-
many. In Germany, where unemployment
has been falling since the second quarter
of 2010, the jobless rate declined to 4,0%
in the third quarter of 2016, from 4.4% in
the same quarter of the previous year. In
Malta, unemployment has been falling for
the twelfth consecutive quarter, to reach
4.8%, from 5.3% in the same quarter of
2015.

Regarding the remaining major European
economies, the unemployment in France
declined year on year for a fourth quarter
in a row, to reach 9.6%, from 10.1% in the
third quarter of 2015. In the UK, unem-
ployment has been falling since the third
quarter of 2012, to reach 5% in the third
quarter of 2016, from 5.5% a year earlier.

Regarding the gender differences of
unemployment in Greece, the unem-
ployment rate among women was higher
than that of men by eight percentage
points in the third quarter of 2016. In par-
ticular, the unemployment rate among
women reached 27.2% (from 28.2% in the
third quarter of 2015), while the corre-
sponding rate among women declined to
18.9% (from 20.7%). The unemployment
rate among men and women in Greece
was higher by 9.7 and 17.2 percentage
points than the average for the Euro area
(9.2% and 10%) respectively.

Regarding the age composition, unem-
ployment eased in all age groups, except
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for those aged 45 or more, while the larg-
est rates were recorded among the young.
The decline of unemployment was strong-
est in the category of 15-19 years old (9
percentage points), where it reached
49.3% in the third quarter of 2016, from
58.3% one year earlier. In the age group
of 20-24 years old, unemployment de-
clined by 4.3 percentage points, to 43.4%
from 47.7% a year earlier. The unemploy-
ment decline was less pronounced in the
age category of 25-29 years old (1.1 per-
centage points, to 33.2% from 34.3%) and
30-44 years old (1.9 percentage points, to
21.5%, from 23.4%). In the age category
of 45-64 years old and among those aged
65 or more, the unemployment was
slightly higher, by 0.1 and 2.2 percentage
points respectively (to 18.5% and 13% re-
spectively in the third quarter of 2016).

Long-term unemployment remained
largely unchanged, totalling 73.8% of the
unemployed in the third quarter of 2016,
from 73.7% in the same quarter of 2015.

Concerning the education level, the un-
employment rate decreased year on year
in all education attainment levels, except
for those with completed primary educa-
tion. The largest fall of unemployment was
recorded among those that never received
any education, which declined from 46.9%
in the third quarter of 2015, to 23.7% in
the third quarter of 2016 (-23.2 percent-
age points), followed by those that re-
ceived but did not finish primary education
(by 8.6 percentage points, from 33.3% to
24.7%). The lowest unemployment rate
was recorded among holders of postgrad-
uate or doctoral degree and university
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graduates. The unemployment rate in the
first category declined from 13.2% to
11.5% (decline by 1.7 percentage points),
while in the secondary category unemploy-
ment fell by 1.9 percentage points (from
20% in the third quarter of 2015 to 18.1%
a year later).

Regarding the regional composition,
unemployment eased in ten of the coun-
try’s thirteen regions, with the opposite
taking place in Epirus, North and South Ae-
gean. The highest unemployment rate was
recorded in Western Macedonia, reaching
29.8%, from 31.5% in the third quarter of
2015 (-1.7 percentage points). Western
Greece came next, as the unemployment
rate in the region reached 29.2% in the
third quarter of 2016, from 28.1% in the
same period of 2015 (+1.1 percentage
points). In Attica, unemployment was
close to the country average at 22.8%,
from 24.8% in the third quarter of 2015
(decline by 2 percentage points). The Io-
nian Islands was the region with the lowest
unemployment rate in the third quarter of
2016, at 12.1%, essentially unchanged
year on year (from 12.2%). Lastly, the
largest percentage decline among the re-
gions was recorded in Peloponnese, by 4.8
percentage points (to 22.4% from 17.6%).

In terms of the key economic sectors,
employment in the primary sector has
been steadily falling for the seventh quar-
ter in a row. In the third quarter of this
year, employment in the sector declined by
1% and as a result, the number of em-
ployed totalled 456,600, from 461,300 in
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the same quarter of 2015. In the second-
ary and tertiary sectors, the number of em-
ployed strengthened for the seventh and
eleventh consecutive quarter respectively.
As a result, the number of employed
reached 567,600 people (from 551,200, up
by 3%) in the secondary sector and
2,712,400 people (from 2,658,600, up by
2%) in the tertiary sector.

Employment declined in eight branches
of economic activity (Agriculture — For-
estry — Fishing, Construction, Wholesale -
Retail Trade, Real Estate Activities, Profes-
sional — Scientific — Technical Activities,
Education, Other Service Activities and Ac-
tivities of Households as Employers), yet in
the remaining 12 branches employment
expanded. The largest percentage growth
in employment was recorded in Mining-
Quarrying (+44.3%, from 9,700 to
14,000), followed by Transport and Stor-
age (+15.5%, from 166,700 to 192,600).
Employment in Financial — Insurance Ac-
tivities increased by 5.2% (from 90,000 to
94,700 people), while employment in Pub-
lic Administration and Defence expanded
by 4% (from 318,700 to 331,400 people).

Lastly, in two major for the Greek Economy
sectors — Accommodation-Food Service
Activities and Manufacturing — employ-
ment in the third quarter increased by
4.4% (from 365,000 to 381,000 people)
and 3% (from 345,300 to 355,800 people)
respectively. In contrast, the largest em-
ployment contraction was recorded in Real
Estate Activities, by 21% (from 6,200 to
4,900 people).
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Figure 3.13

Labour force participation and unemployment rates
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Meanwhile, employment declined by 1.6%
in Wholesale — Retail Trade (from 676,800
to 665,900 people), by 3.8% in Profes-
sional-Scientific-Technical Activities (from
210,400 to 202,300 people) and margin-
ally in Construction (-0.3%, from 145,900
to 145,400 people), after two quarters of
growth.

In summary, from the available data of
employment at branch level, we can con-
clude that employment increased in the
third quarter of the current year, mainly
due to:

- increase in Transport and Storage
(+25,900 people or +15.5%),

- growth in Tourism (+16,000 peo-
ple or +4.4%), despite the decline
of arrivals of non-residents in the
first half of the year by 1.6% and
the fall in receipts in the first nine
months by 7.9% (-€1.0 billion),
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- increase in Public Administration —
Defence (+12,700 people or
+4%), mainly due to the imple-
mentation of public-benefit em-
ployment programmes and the re-
cruitment of successful candidates
of Supreme Council for Civil Per-
sonnel Selection (ASEP) competi-
tions from past years

and despite the decline in:

- Wholesale and Retail Trade
(-10,900 people or -1.6%), in con-
gruence with the decline in the sea-
sonally adjusted turnover index in
the first nine months of last year,
both in Wholesale Trade (-1.8%)
and Retail Trade (-2.9%),

- Professional, Scientific and Tech-
nical Activities (-8,100 people
or -3.8%).
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Table 3.10

Population aged 15 years and over by employment status (in thousands)

% of (%) of the Percentage
Quarter/Year Total Population Employed labour Unemployed (%) of the la-
pu bour force
force
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
2011 9.372,9 52,7 4.054,4 82,2 881,8 17,9
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
2012 9.344,8 52,3 3.695,0 75,6 1.195,1 24,4
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
2013 9.309,5 52,1 3.513,2 72,5 1.330,4 27,5
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
2014 9.282,1 51,8 3.536,3 73,5 1.274,4 26,5
Q1 2015 9.259,1 51,6 3.504,4 73,4 1.272,5 26,6
Q2 2015 9.250,7 51,9 3.625,5 75,4 1.180,1 24,6
Q3 2015 9.242,3 52,3 3.671,1 76,0 1.160,5 24,0
Q4 2015 9.234,1 52,2 3.641,7 75,6 1.174,7 24,4
2015 9.246,6 52,0 3.610,7 75,1 1.197,0 24,9
Q1 2016 9.226,3 52,0 3.606,3 75,1 1.195,1 24,9
Q2 2016 9.217,2 52,2 3.702,6 76,9 1.112,1 23,1
Q3 2016 9.208,3 52,4 3.736,7 77,4 1.092,6 22,6

Source: ELSTAT, Labour Force Survey

Medium-term outlook

As already noted in previous bulletins, the
key drivers of the unemployment decline in
Greece in 2016 was the employment
growth, first in Tourism, despite the de-
cline of turnover in the sector in the first
nine months, and second in the Public Sec-
tor, as a result of implementing public ben-
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efit employment programmes and the re-
cruitment of successful ASEP candidates
from past years. The Manufacturing and
Construction sectors came next in terms of
their contribution to employment growth.

Regarding the employment outlook in the
last quarter, the latest available activity
data of Tourism point to a change in the
turnover trend during the third quarter of
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2016, from contraction to growth
(+2.6%). That said, as the tourist period
approached its conclusion, the positive
contribution of the sector to employment
would have weakened. In Industry, the
seasonally adjusted production indicator
kept growing from the start of the year un-
til last November. Particularly in October
and November, it expanded by 2.3%. In
Construction, the seasonally adjusted ac-
tivity indicator increased strongly once
more in the third quarter of 2016, by more
than 76%. In addition, building activity
kept growing at two-digit rates between
August and October in terms of both vol-
ume and surface of new buildings. In the
Public Sector, the positive effects from the
public benefit employment programmes
will carry over to the last quarter of 2016,
with about 6,800 beneficiaries from three
programmes. Still, as the number of bene-
ficiaries is lower year on year, the employ-
ment growth will weaken or it might even
turn to a decline.

Apart from the employment trends in sec-
tors that have contributed to the fall in un-
employment in the first nine months of the
previous year, the changes in direct taxa-
tion and social security contributions of
freelancers will cause an upheaval, with an
impact on their employment in the last
quarter of 2016. Taking into account
the above trends and their impact on
employment, unemployment is ex-
pected to have increased slightly in
the final quarter of 2016, to about
23.0%. In 2016 overall, unemploy-
ment is projected to have fallen to
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23.4%, about 1.5 percentage points
lower year on year.

Regarding 2017, the expansion of employ-
ment in the private sector branches with
the strongest contribution to the fall of un-
employment in the current year will most
likely lead to further decline in the follow-
ing year. The growth in the exports of
goods supports job creation in Manufactur-
ing, while the stronger tourist flows,
boosted by the turbulent political develop-
ments in Turkey, will keep employment
growing in Tourism for one more year. A
particularly strong employment boost is
anticipated in the Construction sector in
the second half of the coming year, from
the execution of investment plans related
to privatisation and concession deals con-
cluded in 2016. The forthcoming changes
in the regulatory framework of the labour
market are also anticipated to be condu-
cive to investment and job creation. The
significant job creation from the OAED pro-
grammes will carry over to 2017, as ac-
cording to the Draft State Budget for 2017,
short-term employment opportunities are
going to be created for 52,000 long-term
unemployed for the protection of socially
vulnerable groups, while 43,000 unem-
ployed are going to be hired in public
works.

In contrast, the changes in direct taxation
and social security contributions of the
freelancers from the beginning of 2017, at
least initially, are going to impede job cre-
ation in the affected sectors. The increase
in indirect taxes (e.g. excise duty of fuels,
cigarettes and coffee), together with the
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reduction in the tax allowance for individ-
uals and the cuts in supplementary pen-
sions that have come into force since the
autumn of 2016 are expected to compress
disposable income, with corresponding ef-
fects on consumption demand, retail trade
activity and employment in this sector.
Taking into account the effects that
were presented above, unemploy-
ment will most probably continue to
contract in 2017, for the fourth con-
secutive year. Its decline is going to
be weaker than in the previous year,
by about one percentage point
(22.3%).

According to the latest IOBE business sur-
veys, the expectations on the short-
term prospects for employment im-
proved quarter on quarter in the final
quarter of the year in Retail Trade,
and to a lesser degree in Industry,
while in contrast they deteriorated in
Construction and less so in Services.

Year on year, the expectations improved in
all sectors, except of Construction, where
they deteriorated. Overall in 2016, the em-
ployment indicators improved in all sec-
tors. However, they remained negative in
all sectors, except for Retail Trade, where
the indicator remained positive. In greater
detail:

In Industry, the negative balance of
employment expectations improved
marginally quarter on quarter in the
fourth quarter of 2016 to -6 points on
average. Year on year, the average quar-
terly index increased by 8 points. Overall
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in 2016, the indicator reached -5 on aver-
age (from -12 in 2015).

In the examined quarter, the share of in-
dustrial enterprises foreseeing growth in
employment in the coming period re-
mained at 5-6%, while the percentage of
those expecting a fall in the number of jobs
declined slightly to 11% (from 13%). The
vast majority of the sector undertakings
(84% from 81%) were expecting employ-
ment to remain unchanged.

In Construction, the sentiment indi-
cator fell by 10 points, to reach -52
points, lower year on year by 15 points.
Overall in 2016, the index stood on aver-
age at -32 points (from -36 points in 2015).
In the fourth quarter of 2016, 60% (from
48%) of the undertakings in the sector
were anticipating job losses, while the per-
centage of respondents expecting a rise in
employment remained at 7-8%.

In terms of individual sectors, the large de-
cline of the index in Public Works (to -69
from -45 points on average) was partly off-
set by an increase in Private Construction
(to -16 from -35).

In Services, the employment expec-
tations marginally declined quarter
on quarter, yet they improved year on
year. Thus, the balance of -7 points in the
previous quarter changed to -8 points in
the fourth quarter, compared with -16 in
the same quarter of 2015. Overall in 2016,
the indicator stood on average at -8 points
(from -15 in 2015).

Among the companies in the sector, 17%
(from 19%) were expecting a decrease of
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employment in the coming period, with the
proportion of those predicting an increase
falling to 9% (from 11%).

The expectations strengthened in all sub-
sectors, except for Hotels, Restaurants,
Travel Agencies, where they deteriorated,
and in Miscellaneous Business Activities,
where the indicator remained unchanged.

The employment expectations in Re-
tail Trade strengthened quarter on
quarter in the fourth quarter of the year to
+11 points (from +5). This level is higher

year on year as well (from -3 points). Over-
all in 2016, the indicator stood on average
at +11 points (from -6 points in 2015).
About 3% of the undertakings in the sector
were once more expecting job cuts, while
13% (from 8%) were predicting employ-
ment growth, with 84% (from 89%) ex-
pecting job stability.

At the subsector level, the balance of em-
ployment expectations strengthened in
Food-Beverages-Tobacco, Household Ap-
pliances and Department Stores, declining

in the remaining subsectors.

Figure 3.14

Employment expectations (difference of positive — negative responses)
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3.5 Consumer Prices

Recent Developments

A deflation, of about 0.8%, was recorded in
the Greek economy in 2016, for the fourth
consecutive year. The corresponding nega-
tive change of the Consumer Price Index
(CPI) in 2015 had totalled 1.7%. The defla-
tion rate was lower in 2016 than in 2013,
which was the first year since the start of
the post-war period that the Greek economy
experienced deflation. In the final quarter of
2016, deflation eased abruptly, with prices
remaining unchanged in December. This
trend came from the significant growth in oil
prices since October, following the decision
taken at the International Energy Forum in
Algeria at the end of September to cut the
global oil production, together with the hike
in the excise duty on heating oil during the
same period.

Regarding the changes at the branch level
in 2016, prices increased in four of the 12
categories of goods and services included in
the CPI. Price growth was observed in
Health Services (+1.7%, against -0.7% in
2015), Alcoholic Beverages - Tobacco Prod-
ucts (+1.5%, compared to +2.0% in 2015)
and Communications (+0.4%,
against -0.0%).

Prices declined, albeit less than in 2015, in
all other sectors, except for Food - Non-Al-
coholic Beverages, where weak price defla-
tion appeared in 2016 (-0.2%) in place of
significant inflation in 2015 (+1.8%).

In particular, the prices declined once more
in 2016 in Housing, by 4.5% (against -6.5%
in  2015), in  Transport (-2.7%,
against -4.4%) and Recreation (-1.5% in
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both years). In addition, prices declined in
Education, by 1.1% (against -2.4% in
2015), and in Durable Goods, with -0.9%
rate, from -2.2% a year before. Lastly,
prices declined by 2.8% in Clothing — Foot-
wear (against -3.0% in 2015) and by 1.7%
in Other Goods (against -3.4% in 2015).

Figure 3.15
Average annual CPI changes in Greece (2006-
2016)
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The Harmonized Index of Consumer Prices
(HICP) remained unchanged in 2016 in
Greece (0.0%), against a deflation of 1.1%
in 2015. Compared with the other member
states of the Euro area, Greece belongs to
the group of countries with a small change
of the HICP. The set of other countries in
the same group includes Luxembourg, Lat-
via and the Netherlands (0.1%).

The group of countries with slightly positive
price changes includes France (+0.3%),
Germany (+0.4%), Finland (+0.4%), Portu-
gal (+0.6%), Lithuania (+0.7%), Estonia
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(+0.8%), Malta (+0.9%) and Austria
(+1.0%). The highest HICP inflation was
recorded in Belgium (1.8%).

Figure 3.16

CPI in Greece (annual percentage change)

Lk

6%

Source: ELSTAT, data processing IOBE

Slight price reduction was recorded in Spain
(-0.3%), Slovakia (-0.5%), Slovenia
(-0.2%), Italy (-0.1%) and Ireland (-0.2%).
Once more, prices declined most in Cyprus
(-1.6%).

According to the latest available data, the
Producer Price Index of the domestic and
foreign markets as a whole fell by 6.7% in
the first eleven months of the current year,
slightly less than in the same period of 2015.
This reduction was the third strongest of the
last decade for this particular period of the
year.

In greater detail, the highest price decline
among the constituent subsectors in the
first eleven months of 2016 was recorded in
Energy Goods except Electricity (-18%), En-
ergy Goods (-14%) and Mining — Quarrying
— Manufacturing (-6.2%). Smaller negative
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changes were recorded in a number of sub-
sectors, including Intermediate Goods (cap-
ital and not), Durable Goods, Furniture and
Computers.

Figure 3.17

HICP in Greece and the Euro area
(annual percentage change)
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In contrast, the largest price growth oc-
curred in Coal - Lignite (+7.7%). Smaller
positive changes were also recorded in
Other Manufactured Goods, Metallic Ores,
Textiles, Beverages, Motor Vehicles — Trail-
ers and more generally in Services.

Based on the latest available data (Novem-
ber 2016), the Import Price Index declined
by 3.75% since the start of the year. The
index declined in all Euro area countries,
with Greece approaching the average value
for this region. In particular, larger decline
than in Greece was recorded in Lithuania
and Latvia (-6.7%), Slovakia (-5.6%), the
Netherlands (-5.1%), France (-4.4%) and
Italy (-3.9%). Next, with lower deflation
rate than Greece, came Germany (-3.7%),
Spain (-3.6%), Estonia (-2.8%), Denmark
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and Slovenia (-1.6%). Despite the price de-
cline overall in the first eleven months of
2016, the trend in the import price index
changed from negative to positive in Sep-
tember, mainly due to the strong growth in
the import prices of Extraction of Crude Pe-
troleum — Natural Gas and Coke — Refined
Petroleum Products, as a result of the rise in
the oil prices following the decision to curb
the daily oil production, taken at the Inter-
national Energy Forum in Algeria in Septem-
ber 2016.

Figure 3.18

Average change of CPI in Greece (January -
November, 2006-2016)
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Medium-term outlook

The fall of the oil price was the key deflation
driver from the autumn of 2014 until last Oc-
tober. The aforementioned decision at the
International Energy Forum to curb the daily
oil production is the underlying cause for the
end of this trend. The rise in the oil price,
which eliminated the deflation already from
the final quarter of 2016, is expected to be
the key driver of the Consumer Price Index

expansion in the current year. The new in-
direct levies and the hikes in the existing
taxes that came into force from 1%t January
2017 will continue to restrain the deflation-
ary pressures in the Greek economy for the
fifth consecutive year. The boost of con-
sumption demand, mainly from employment
growth and not from an expansion of per
capita income, which will be limited by the
growth in direct taxation and higher social
security contributions, will also prevent a
new price fall in the Greek economy. The
Consumer Price Index is thus expected
to increase by 1.3% in 2017.

Important information on the price trends in
the coming period is also provided by IOBE's
monthly business surveys, the results of
which serve as leading indicators of price
developments on the supply side.

Mixed trends prevailed in the quarter
on quarter price change expectations
in the final quarter of 2016, with most
indicators still bearing negative signs,
pointing to further continuation of the
deflationary trend. In particular, the bal-
ance of price expectations increased mar-
ginally in the fourth quarter in Industry, fell
significantly in Private Construction and, to
a lesser extent, in Services, remaining un-
changed in Retail Trade. Note that Retail
Trade is the only sector with a positive bal-
ance of price expectations in the fourth
quarter. Year on year, the price expecta-
tions followed a negative trend in Private
Construction and to a lesser extent in Ser-
vices, and a positive trend in Industry and
Retail Trade. Overall in 2016, the balance of
price expectations increased in all sectors,
except for Private Construction, where it de-
clined further. In greater detail:
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In Industry, the price expectations in
the fourth quarter of the current year
declined marginally quarter on quar-
ter, with the index moving to -2 points, 7
points higher year on year. Overall in 2016,
the index totalled -5 (-7 in 2015). Among
the companies in the sector, once more 9%
on average were expecting a price reduction
in the near future, with 83% (from 85%)
expecting prices to remain stable and 8%
(from 6%) expecting them to increase.

In Retail Trade, the price expectations
index of +8 points in the preceding
quarter remained unchanged in the fi-
nal quarter (from +0 points in the corre-
sponding period of last year). Overall in
2016, the index stood at +8 points on aver-
age (from +0 in 2015). In the final quarter,
5% of the sector companies (from 8%)
were expecting prices to fall in the short
term, while the share of companies expect-
ing prices to rise declined to 13% (from
16%), with the remaining 82% (from 76%)
expecting price stability.

Regarding the constituent subsectors of Re-
tail Trade, the price expectations weakened
quarter in quarter in Household Appliances
and Motor Vehicles — Spare Parts, and
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strengthened in Food-Beverages-Tobacco
and Textiles-Clothing-Footwear.

The average index of expected price
changes in Services declined quarter
on quarter in the examined quarter, to
reach -10 (from -3) points, lower year and
year as well (from -8 points). Overall in
2016, the index totalled -5 points on aver-
age (-12 in 2015). In the examined quarter,
14% of the firms (from 11%) were expect-
ing a price decrease in the next quarter and
4% (from 8%) were predicting prices to in-
crease.

The index decreased in all constituent sub-
sectors, apart from Various Business Activi-
ties, where it remained unchanged.

Lastly, the negative balance of price
expectations of the previous quarter in
Private Construction strengthened
substantially, to -43 (from -19) points, a
level that is lower year on year as well (-11
on average). Overall in 2016, the indicator
reached -27 on average (from -23 in 2015).
About 43% of the businesses in the sector
(from 23%) were expecting a decline in
prices, while no respondents were expecting
prices to rise (from 3% in the preceding
quarter).



IOBE “The Greek Economy” vol. 04/16

Figure 3.19

rice expectations (% difference between positive and negative answers)
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3.6 Balance of Payments

Dec-16

Dec-16

Current Account

The Current Account (CA)2s had a deficit
of €171 million in the first eleven months of
2016, against a surplus of €990 million in
2015. The change of sign came mainly from
a contraction in the surplus of the Services
Account, as the Goods Account deficit de-
clined. As noted in previous bulletins,
the 2015 surplus came as a result of the

25 Since January 2013, the balance of goods is based on for-
eign trade data from ELSTAT, instead of settlements data on
bank transactions that were used until December 2012. In ad-
dition, since January 2015, the balance of payments for
Greece has been compiled using the methodology of the In-
ternational Monetary Fund’s sixth edition of the Balance of
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sharp drop of imports in July and Au-
gust 2015, due to the imposition of cap-
ital controls.

The deficit of the Goods Account declined
to €15.1 billion, from €15.7 billion in 2015.
Exports totalled €22.3 billion, lower by 2.0%
(-€460 million),2s with the decrease coming
primarily from the contraction of the exports
of fuel by €705 million. Imports declined to
€37.3 billion (-€1.1 billion), with the drop
once more coming from fuel, by about €2.0

Payments Manual (BPM6). 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

26 The figures in brackets represent an absolute change com-

pared with the corresponding period of the previous year, unless
stated otherwise.



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
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billion. The deficit of the Goods Account
excluding fuel and ships expanded by
7.9% in the first eleven months of 2016, to
reach €12.5 billion, as the exports of goods
increased slightly to €16.6 billion (+€273 mil-
lion), while imports increased by €1.2 billion
to €29.1 billion. The fuels account had a def-
icit of €2.4 billion, against a deficit of €3.8
billion in 2015. Fuel exports corresponded to
70% of the imports of fuel, from 60% in
2015 and 50% in 2012.

The surplus of the Services Account fell in
the first eleven months of 2016 by 11.1%, to
€14.8 billion, from €16.6 billion in 2015, as
the decline of receipts was more than twice
as high than that of payments in absolute
terms. Total receipts amounted to €23.6 bil-
lion, lower by 11.5% (-€3.1 billion) year on
year, while payments amounted to €8.9 bil-
lion, declining by 12.1% (-€1.2 billion). The
receipts from Tourism reached €13.0 billion,
lower by 6.6%, as they have been falling
steadily since April (with the exception of Oc-
tober) while the revenues from Transport de-
clined as well, by 23.9% (-€2.2 billion). Only
the receipts from other services increased,
by 2.3% (+€78 million). Travel payments re-
mained unchanged, at €1.9 billion, while the
payments for transport services declined by
19.9% to €4.0 billion. The payments for
other services fell by 7.2% to €2.9 billion.

The surplus of the Primary Income Ac-
count reached €617 million in the first
eleven months of 2016, from €679 million in
2015. Receipts decreased by 9.5% (-€640
million) to €6.1 billion. In greater detail, the
receipts from employment fell by 14.7% to

27 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

€122 million, the receipts from investments
declined by 18.1% to €3.1 billion, while other
primary income (subsidies and taxes on pro-
duction) increased by 2.7% to €2.8 billion.
Payments reached €5.5 billion, lower by
9.5%, with the payments for compensation
of employees falling by 41.8% to €210 mil-
lion. The payments for income from invest-
ment declined by 9.9% to €4.9 billion, while
the payments for other primary income in-
creased by 38.6% to €384 million.

The deficit of the Secondary Income Ac-
count declined to €496 million, from €560
million in 2015. Receipts once more totalled
€1.6 billion, from €1.7 billion in 2015, while
payments fell to €2.1 billion, from €2.3 billion
in 2015.

Capital Account

The Capital Accountx; balance stood at
€756 million, against €1.9 billion in 2015,
with a significant decline in receipts to €973
million, from €2.2 billion in 2015, while pay-
ments decreased to €217 million, from €299
million in 2015.

Finally, the Current and Capital Account,
indicative of an economy’s position as a
lender or a borrower with respect to the rest
of the world, stood at a surplus of €586 mil-
lion, against a surplus of €2.8 billion in 2015.

Financial Account

The deficit of the Financial Account (FA)
reached €391 million in the first eleven
months of 2016, against €3.8 billion in 2015.

EU to the General Government (receipts from the Structural
Funds — excluding the European Social Fund - and the Cohe-
sion Fund under the Community Support Framework).
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Regarding the FA components, the net re-
ceivables from direct investments abroad
made by residents decreased by €758 mil-
lion, while the liabilities to non-residents in-
creased by €2.5 billion.

In Portfolio Investment, the claims of the
residents to non-residents increased by €6.7
billion, as according to the Bank of Greece
the holdings of residents in foreign bonds
and treasury bills increased by €9.1 billion,
while their holdings in shares declined by
€2.5 billion. The liabilities to non-residents
decreased by €2.3 billion, due to the decline
of holdings of non-residents in Greek bonds
and treasury bills.

In the category of other investments, the
receivables of residents from non-residents
declined by €13.8 billion, as the deposits and
repos of Greek residents abroad declined by
€8.4 billion. The liabilities also decreased, by
€8.0 billion, due to a reduction of the depos-
its and repos of non-residents in Greece.

Lastly, the Reserve Assets of the country
totalled €6.5 billion by the end of November
2016, from €5.2 billion in 2015, due to the
significant growth of foreign exchange by
€474 million, monetary gold by €428 million
and reserve position in the IMF by €416 mil-
lion.

Assessment

Since 1995, investment in Greece exceeded
domestic savings. Consequently, inflow of
capital from abroad contributed to the
needed financial support. The gap expanded
after 2002, as the investments for the Olym-
pic preparations peaked during that time.
The main volume of incoming capital came in
the shape of portfolio investment. In partic-
ular, investment as percentage of GDP
reached 24% on average, between 2001 and
2008, while savings stood at 14%. These in-
dicators changed radically after 2008, with a
sharp fall in both investment and savings.

Figure 3.20
Imports-Exports (January-November, 2002-2016)
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Figure 3.21
Current and Capital Accounts (January-November, 2002-2016)
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That said, the stronger contraction of in-
vestment gradually allowed it to be poten-
tially financed from domestic savings after
2012. Investment corresponded to 11.5%
of GDP in 2015, while savings stood at
9.9%.

The further analysis of direct investment
shows that after 2008, the inflow of capital
in the form of direct investment came
mostly from Financial and Insurance Activ-
ities, Information and Communication,
Trade and Food-Beverages-Tobacco. The
above sectors represented 85% of the
growth in direct investment between 2001

and 2008.

The need to shift to a new production
model that is export-oriented and less de-
pendent on internal demand requires an
investment boost, at least to the pre-crisis
levels. This implies that from 11.5% of
GDP, investment should grow to 24% of

=@ Borrowing requirements (Current and Capital Account)

GDP, i.e. €24 billion more than in 2015.
The question is which sectors could pro-
vide the desired boost of investment in the
coming years, given that the domestic sav-
ings will remain sluggish, due to the fall of
income. Attracting foreign direct invest-
ment becomes crucially important for
achieving a sustainable economic growth
rate. The Bank of Greece data on the
trends in direct investment during the cri-
sis could provide an indication of this,
based on the sectors with an increase of
direct investment despite the adverse eco-
nomic environment. The sectors with
growth in direct investment between 2010
and 2015, in a descending order, are Trade
(+€1.5 billion), Electricity — Gas — Water
Supply (+€185 million), Transport—Stor-
age (+€174 million), Administrative - Sup-
port Service Activities and Arts—Entertain-
ment—Recreation (+€120 million). Lastly,
investment increased by €30 million in Real
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Estate Activities. Thus, the above sectors,
together with the sectors where foreign in-
vestors are taking part in ongoing or forth-
coming privatisation procedures, could at-

tract the needed capital for the strength-
ening of the production base of the Greek
economy and its return to growth in the
coming years.

Figure 3.22
Imports — Exports without fuels and ships (January-November, 2002-2016)
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Figure 3.23
Change in direct investment 2010-2015
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Table 3.11 Balance of Payments (€ million)

[ January — November November
2014 2015 2016 2014 2015 2016

| 1 CURRENT ACCOUNT (I.A + I.B + I.C + I.D) -1,118.8 989.6 -170.5 | -1,426.7 -1,169.7 -1,190.9
| GOODS AND SERVICES ACCOUNT (LA + L.B) -2,467.7 870.9 -292.1 | -1,136.8 -1,195.8 -1,179.0
| .A GOODS ACCOUNT (I.A.1 - 1.A.2) -20,219.4 -15,749.9 -15,065.7 | -1,704.4 -1,596.4 -1,640.7
| oil balance -5,616.0 -3,753.6 -2,434.0 -386.9 -302.4 -460.1
| Trade balance excluding oil -14,603.4 -11,996.3 -12,631.6 -1,317.5 -1,294.0 -1,180.6
| Ships balance -1,991.1 -425.2 -143.7 -30.4 -36.8 -29.0
| Trade balance excluding ships -18,228.3 -15,324.6 -14,922.0 -1,674.0 -1,559.6 -1,611.7
| Trade balance excluding oil and ships -12,612.3 -11,571.0 -12,487.9 -1,287.1 -1,257.2 -1,151.6
| A1 Exports 24,655.9 22,720.7 22,261.3 2,282.0 2,024.7 2,130.7
| il 8,462.3 6,204.4 5,499.2 746.4 614.9 517.6
| Ships (sales) 572.2 171.1 143.7 68.5 8.7 7.2
| Goods excluding oil and ships 15,621.3 16,345.1 16,618.4 1,467.2 1,401.1 1,605.9
| LA.2 Imports 44,875.3 38,470.5 37,327.0 3,986.5 3,621.1 3,771.4
| il 14,078.3 9,958.1 7,933.3 1,133.3 917.3 977.7
| Ships (buying) 2,563.4 596.3 287.3 98.9 45.5 36.2
| Goods excluding oil and ships 28,233.6 27,916.2 29,106.4 2,754.3 2,658.3 2,757.4
| .B SERVICES ACCOUNT (I.B.1-1.B.2) 17,751.8 16,620.8 14,773.5 567.6 400.6 461.7
I.B.1 | Receipts 29,318.0 26,675.7 23,613.1 1,575.6 1,128.1 1,328.9
Travel 13,210.4 13,941.4 13,026.9 207.6 254.5 219.4
| Transportation 11,951.2 9,313.1 7,087.1 1,038.9 613.6 710.6
| Other services 4,156.4 3,421.2 3,499.1 329.1 260.0 399.0
1.B.2 | Payments 11,566.2 10,055.0 8,839.6 1,007.9 727.5 867.3
Travel 1,876.1 1,857.8 1,871.3 166.8 153.7 167.6
| Transportation 5,670.5 5,050.9 4,046.9 513.1 370.3 403.2
| Other services 4,019.7 3,146.3 2,921.4 328.0 203.4 296.5
I1.C | PRIMARY INCOME ACCOUNT (I.C.1-1.C.2) 1,374.1 679.2 617.5 -205.4 51.3 76.9
| 1.C.1 Receipts 7,768.2 6,724.6 6,085.1 434.4 461.9 484.9
| From work (wages, compensation) 188.8 143.2 122.4 14.7 9.8 11.3
| From investments (interest, dividends, profit) 4,445.0 3,840.9 3,147.1 375.2 331.4 276.3
| other primary income 3,134.4 2,740.5 2,815.6 44.6 120.8 197.2
| 1.2 Payments 6,394.1 6,045.4 5,467.6 639.8 410.6 408.0
| From work (wages, compensation) 433.8 361.2 210.2 43.0 12.8 20.0
| From investments (interest, dividends, profit) 5,668.1 5,407.1 4,873.9 573.2 381.5 355.3
| other primary income 292.2 277.1 383.5 23.5 16.3 32.7
| 1.0 SECONDARY INCOME ACCOUNT (I.D.1-1.D.2) -25.3 -560.5 -495.8 -84.5 -25.3 -88.7
1.D.1 | Receipts 2,379.1 1,705.6 1,648.7 111.0 110.6 144.3
General government 1,347.8 913.5 938.5 14.9 40.3 65.7
| Other sectors 1,031.3 792.1 710.1 96.2 70.4 78.6
| 1.0.2 Payments 2,404.4 2,266.1 2,144.5 195.6 135.9 233.0
| General government 1,655.7 1,570.2 1,618.6 133.4 92.4 185.2
| Other sectors 748.6 695.9 525.9 62.1 43.4 47.9
II | CAPITAL ACCOUNT (II.1-II1.2) 2,265.3 1,851.9 756.2 485.7 190.2 116.8
II.1  Receipts 2,546.1 2,151.4 972.8 496.7 199.5 138.0
| General government 2,476.7 2,105.1 916.0 487.7 196.6 133.9
| Other sectors 69.4 46.2 56.8 9.0 2.9 4.1
1.2 | Payments 280.8 299.4 216.6 11.0 9.3 21.2
General government 8.4 4.0 28.4 0.4 0.1 0.2
| Other sectors 272.5 295.4 188.2 10.6 9.2 21.0
| BALANCE OF CURRENT AND CAPITAL ACCOUNT (I+II) 1,146.5 2,841.5 585.7 -941.0 -979.5 -1,074.1
III | FINANCIAL ACCOUNT (IIL.A+III.B+III.C+III.D) 3,561.8 3,757.8 391.2 -792.3 -398.8 -649.9
| IIILA DIRECT INVESTMENT* 233.8 1,014.9 -3,226.3 25.1 100.9 -24.6
Assets 2,010.5 1,785.6 -757.5 189.9 168.6 131.2
Liabilities 1,776.7 770.7 2,468.8 164.8 67.8 155.7
III.B | PORTFOLIO INVESTMENT** 6,017.6 3,959.2 8,964.7 2,542.6 -7,214.8 665.4
Assets 8,237.0 1,568.9 6,682.7 1,444.9 459.6 580.6
| Liabilities 2,219.4 -2,390.4 -2,282.1 -1,097.7 7,674.5 -84.8
| III.C OTHER INVESTMENT* -3,126.7 -1,170.7 -5,868.7 | -3,377.0 6,713.2 -1,212.7
| Assets -8,744.4 19,059.7 -13,770.2 -338.2 -620.1 -1,121.2
| Liabilities -5,617.7 20,230.5 -7,901.4 3,038.9 -7,333.3 91.5
(Loans of general government) 4,842.0 6,763.0 6,520.1 -707.9 1,995.6 13.4
| III.LD CHANGE IN RESERVE ASSETS*** 437.0 -45.6 521.5 17.0 2.0 -78.0
v | BALANCE ITEMS (I +II +IV +V = 0) 2,415.3 916.3 -194.6 148.7 580.8 424.2
RESERVE ASSETS (STOCK)*** 4,941 5,245 6,531

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 receivables is 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 reduction 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 claims of the Bank of Greece in
foreign currency from residents of countries outside the euro area. Conversely, they do not include claims in euro from residents of countries outside the euro

area, claims in foreign currency and in euros from residents of euro area countries and the participation of the Bank of Greece in the capital and the reserve as-

sets of the ECB.
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4. The economic impact from the new hikes in the taxation of fuels and

tobacco products

A significant part of the increase in tax revenues in 2017 is anticipated to come from the
increase in the taxation of fuels and tobacco products (Law No. 4389/2016). Recent special
studies of IOBE2s examined the economic impact from the increase in the excise duties on
particular product categories and the extent to which the targets for additional revenue could
be met.

The demand for fuels and tobacco products is inelastic with respect to changes in their prices,
as found in @ number of relevant international studies, which limits the economic efficiency
losses from higher excise duties. However, the possibility of illicit trade to expand, as it be-
comes more profitable with the increase in excise duties, creates doubts about the ultimate
impact on fiscal revenues from the increase in the excise duties of fuels and tobacco products.

Fuels

The economic crisis has affected substantially the domestic market for petroleum products.
Both the sales and the employment in the fuel trade sector have decreased in the past few
years, while the sector’s financial results were on the whole negative, as most sector com-
panies recorded losses. These development came mostly as a result of the contraction of
domestic demand and the fluctuations in the global fuel prices. The prices were also affected
by the sharp increases in taxation since 2010. Fuel taxes reached one of the highest levels
in the EU (Figure 4.1), representing a significant share of the total tax revenues (11.8% in
2015).

Despite the decline in its activity, the fuel trade sector contributes substantially to the Greek
economy in terms of employment, value added and tax revenues. Given the sector's linkages
with other sectors of the economy, we estimated that about €1.8 billion of value added and
42,400 jobs are directly or indirectly related to the fuel trade sector in Greece (Figure 4.2).

The increase in excise duties on gasoline and motor diesel from January 2017 and heating
oil from October 2016 is anticipated to have a negative impact on the industry and the econ-
omy. The average prices of gasoline, diesel and heating oil are expected to increase by about
2.6%, 9% and 7.8% respectively, compared to the case of no tax increases. We estimated
that these price increases will lower demand for fuel by 1.1% (gasoline) to 4.1% (heating
oil).

28 See “The economic impact of the increase in excise duties on fuels in Greece”, October 2016 and “The impact from the planned
increase in the excise duty on tobacco products”, November 2016. The two studies are available in Greek at the IOBE website
(www.iobe.gr).
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Figure 4.1

Share of tax in final prices of fuels and in revenues from taxes on petroleum products
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Figure 4.2

Contribution of the petroleum trade sector to the Greek economy
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Source: IOBE analysis.

The revenue target of €492 million is unlikely to be achieved. Instead, we expect a shortfall
in revenues of €84 million. The shortfall widens significantly in case of a hike in illicit trading
or lower than expected economic growth (Figure 4.3).

The increase in excise duties will also have a negative impact on the Greek economy. The
value added of the economy is estimated to decrease by €530 million per year (0.3% of
GDP), while employment is expected to decline by 10,700 jobs. If we also take into account
the impact of higher excise duties on economic activity, the revenue shortfall expands further.
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Figure 4.3

Estimates of the change in tax revenues (difference from the non-tax change scenario)
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In addition, according to the study and under the current economic conditions, the industry
and the economy are very vulnerable to an increase in international oil prices (e.g. from a
reversal to their long-term mean value).

Therefore, emphasis should be given to combatting illicit trade in all its forms (e.g. smuggling,
adulteration of fuels, etc.), to measures to support the financial liquidity of the sector (e.g.
by extending the credit period to the companies for the payment of the excise duties) and to
measures to smooth price fluctuations, such as reducing the excise duties when international
prices soar (in a predetermined and transparent way), in order to contain the adverse impact
of fuel prices on the economy and the fuel trade sector.

Tobacco products

The increase in the excise duty on tobacco products is also anticipated to have a negative
impact on tax revenues and the overall economic activity.

In particular, Law 4389/2016 provides for an increase of the ad valorem excise duty rate on
cigarettes from 20% to 26% and the specific excise duty rate on fine cut tobacco from €156.7
to €170 per tax unit, effective from January 2017. With this increase, additional tax revenues
of €121.8 million are expected annually.
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The tax increase on tobacco products will lead to a significant price increase (by 40-50 cents
per 20 cigarettes and 50 cents per 30 grams of fine-cut tobacco) and a large decline in the
use of legal tobacco products, ultimately failing to achieve the intended effect on tax reve-
nues. The fall in tax revenues due to the decrease in the demand for legal tobacco products
is expected to offset the increase in tax revenues from the higher tax per unit. This result is
mainly due to the impact on cigarettes, where tax revenues are actually expected to decline
as a result of the increase in tax rates.

The shortfall against the budget’s revenue target in 2017 for taxes on tobacco products (€3.1
billion) is expected to exceed €100 million. This estimate does not take into account any tax
revenue reductions during the year of tax hike adoption from the hoarding of tobacco prod-
ucts and any impact from the increase in the minimum quantity of fine-cut tobacco per pouch
size to 30 grams in 2017 (Figure 4.4).

The increase in excise duties is also expected to boost the illicit trade of tobacco products,
provided that more effective mitigation measures are not implemented (Figure 4.5). The
penetration of illegal cigarettes is estimated to increase by more than 5 percentage points
(to 30% of total cigarette consumption), compared to the case of no change in the taxation
of tobacco products.

Figure 4.4

Cigarette consumption scenarios and tax revenues from tobacco products
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Figure 4.5

Illicitly traded cigarettes per scenario
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The wider impact on the Greek economy from the increased taxation of tobacco products is
also expected to be substantial. Compared with the scenario of no change in excise duties,
the gross value added of the economy is expected to fall by €66 million annually, employment
to contract by 1,700 full-time equivalent jobs and the tax revenues (other than from tobacco
taxes) and social security contributions to decline by €19 million.

Therefore, if the loss of taxes and contributions from the reduction in economic activity and
the rising unemployment is also taken into account, the tobacco tax hike is expected to have
a negative fiscal impact.

Given the negative impact on public revenues and economic activity, an alternative tax sce-
nario is examined, based on the premise that planned and reasonable increases in the excise
duty rates have a milder impact on the tobacco market equilibrium and tax revenues, as the
consumers adapt better to small price increases.

The results of the alternative scenario show that a gradual increase in the excise duty rates
on tobacco products is expected to have a better impact on tax revenues (although the
budget target is still not achieved) and milder adverse effects on economic activity and em-
ployment.

Indicatively, the gradual increase in the excise duty rates over the next three years brings in
cumulatively €133 million additional revenue and limits the losses in gross value added by
€7-45 million per year and in employment by nearly 700-1,300 jobs.

The study also assesses the contribution of the tobacco industry (production and distribution
of tobacco products) to the Greek economy. Taking into account the linkages of this sector

with other sectors of the economy, the study estimates that a total of approximately €1.2
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billion of gross value added and 28,500 jobs (in full-time equivalent terms) are directly or
indirectly related to the production and trade of cigarettes and other tobacco products (Figure
4.6).

Figure 4.6

Contribution of the manufacturing and trade of tobacco products to the Greek economy
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In particular:

»= For every euro of final consumption of tobacco products, €1.6 of gross value added are
generated in the economy overall.

= Each job in the tobacco industry is associated with 10 jobs (in full-time equivalent terms)
in the Greek economy, while each job in the distribution of tobacco products is associated
with 2 jobs in the wider economy. Overall, each job in the production and distribution of
tobacco products is associated with 4 full-time equivalent jobs in the Greek economy.

In conclusion, the targets for additional revenues in the 2017 budget are particularly ambi-
tious and difficult to achieve for both products categories that were examined here. The
impact on revenues becomes more adverse when we take into account the further effects
from the reduction of economic activity that comes from the tax increase. One of the key
factors that contributes to this result is the possibility of illegal trade, which seems to be very
widespread in these particular product categories. This makes the ability to raise additional
revenues by increasing the tax coefficients remarkably precarious.
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5. APPENDIX: KEY ECONOMIC INDICATORS
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Table 1: GDP growth

Annual data (%)

2006 2007 2008 2009 2010 2011

2012 2013 2014 2015

Austria 3.4 3.6 1.5 -3.8 1.9 2.8 0.7 0.1 0.6 1
Belgium 2.5 3.4 0.7 -2.3 2.7 1.8 0.1 -0.1 1.7 1.5
Bulgaria 6.9 7.3 6 -3.6 1.3 1.9 0 0.9 1.3 3.6
France 2.4 2.4 0.2 -2.9 2 2.1 0.2 0.6 0.6 1.3
Germany 3.7 3.3 1.1 -5.6 4.1 3.7 0.5 0.5 1.6 1.7
Denmark 3.9 0.9 -0.5 -4.9 1.9 1.3 0.2 0.9 1.7 1.6
Czech Republic 6.9 5.5 2.7 -4.8 2.3 2 -0.8 -0.5 2.7 4.5
EU 3.3 3.1 0.4 -4.4 2.1 1.7 -0.5 0.2 1.6 2.2
Greece 5.7 3.3 -0.3 -4.3 -5.5 9.1 -7.3 -3.2 0.4 -0.2
Estonia 10.3 7.7 -5.4 -14.7 2.3 7.6 4.3 1.4 2.8 1.4
Euro area 3.2 3 0.4 -4.5 2.1 1.5 -0.9 -0.3 1.2 2
United Kingdom 2.5 2.6 -0.6 -4.3 1.9 1.5 1.3 1.9 3.1 2.2
Ireland 5.9 3.8 -4.4 -4.6 2 0 -1.1 1.1 8.5 26.3
Spain 4.2 3.8 1.1 -3.6 0 -1 -2.9 -1.7 1.4 3.2
Italy 2 1.5 -1.1 -5.5 1.7 0.6 -2.8 -1.7 0.1 0.7
Croatia 4.8 5.2 2.1 -7.4 -1.7 -0.3 -2.2 -1.1 -0.5 1.6
Cyprus 4.5 4.8 3.9 -1.8 1.3 0.3 -3.2 -6 -1.5 1.7
Latvia 11.9 9.9 -3.6 -14.3 -3.8 6.2 4 2.9 2.1 2.7
Lithuania 7.4 11.1 2.6 -14.8 1.6 6 3.8 3.5 3.5 1.8
Luxemburg 5.1 8.4 -0.8 -5.4 5.8 2 0 4.2 4.7 3.5
Malta 1.8 4 3.3 -2.5 3.5 1.4 2.7 4.6 8.4 7.4
Netherlands 3.5 3.7 1.7 -3.8 1.4 1.7 -1.1 -0.2 1.4 2
Hungary 3.9 0.4 0.9 -6.6 0.7 1.7 -1.6 2.1 4 3.1
Poland 6.2 7 4.2 2.8 3.6 5 1.6 1.4 3.3 3.9
Portugal 1.6 2.5 0.2 -3 1.9 -1.8 -4 -1.1 0.9 1.6
Romania 8.1 6.9 8.5 -7.1 -0.8 1.1 0.6 3.5 3.1 3.9
Slovakia 8.5 10.8 5.6 -5.4 5 2.8 1.7 1.5 2.6 3.8
Slovenia 5.7 6.9 3.3 -7.8 1.2 0.6 -2.7 -1.1 3.1 2.3
Sweden 4.7 3.4 -0.6 -5.2 6 2.7 -0.3 1.2 2.6 4.1
Finland 4.1 5.2 0.7 -8.3 3 2.6 -1.4 -0.8 -0.7 0.2
Table 2: General Government Debt as %GDP
Annual data (%)

2007 2008 2009 2010 2011 2012 2013 2014 2015
Austria 65.1 68.8 80.1 82.8 82.6 82 81.3 84.4 85.5
Belgium 87 92.5 99.5 99.7 102.3 104.1 1054 106.5 105.8
Bulgaria 16.3 13 13.7 15.3 15.2 16.7 17 27 26
France 64.3 68 78.9 81.6 85.2 89.5 92.3 95.3 96.2
Germany 63.7 65.1 72.6 81 78.7 79.9 77.5 74.9 71.2
Denmark 27.3 334 40.4 42.9 46.4 45.2 44.7 44.8 40.4
Czech Republic 27.8 28.7 34.1 38.2 39.8 44.5 44.9 42.2 40.3
EU 65 68.6 78.4 83.8 86.1 89.5 91.3 92 90.4
Greece 103.1 109.4 126.7 146.2 172.1 159.6 177.4 179.7 177.4
Estonia 3.7 4.5 7 6.6 6.1 9.7 10.2 10.7 10.1
Euro area 57.5 60.7 72.8 78.4 81.1 83.8 85.7 86.7 85
United Kingdom 42 50.2 64.5 76 81.6 85.1 86.2 88.1 89.1
Ireland 23.9 42.4 61.7 86.3 109.6 119.5 119.5 105.2 78.6
Spain 35.5 39.4 52.7 60.1 69.5 85.7 95.4 100.4 99.8
Italy 99.8 102.4 1125 1154 116.5 123.3 129 1319 1323
Croatia 37.7 39.6 49 58.3 65.2 70.7 82.2 86.6 86.7
Cyprus 53.5 44.7 53.4 55.8 65.2 79.3 102.2 107.1 107.5
Latvia 8.4 18.7 36.6 47.4 42.8 41.3 39 40.7 36.3
Lithuania 15.9 14.6 28 36.2 37.2 39.8 38.7 40.5 42.7
Luxemburg 7.8 15.1 16 19.9 18.8 21.8 23.5 22.7 22.1
Malta 62.4 62.7 67.8 67.6 70 67.6 68.4 67 64
Netherlands 42.7 54.8 56.9 59.3 61.6 66.4 67.7 67.9 65.1
Hungary 65.6 71.6 77.8 80.5 80.7 78.2 76.6 75.7 74.7
Poland 44.2 46.3 49.4 53.1 54.1 53.7 55.7 50.2 51.1
Portugal 68.4 71.7 83.6 96.2 111.4 126.2 129 130.6 129
Romania 12.7 13.2 23.2 29.9 34.2 37.3 37.8 39.4 379
Slovakia 30.1 28.5 36.3 41.2 43.7 52.2 54.7 53.6 52.5
Slovenia 22.8 21.8 34.6 38.4 46.6 53.9 71 80.9 83.1
Sweden 39 37.5 41 38.3 37.5 37.8 40.4 45.2 43.9
Finland 34 32.7 41.7 47.1 48.5 53.9 56.5 60.2 63.6
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Table 3: General Government Balance as % of GDP

Annual data (%)

2007 2008 2009 2010 2011 2012 2013 2014 2015
Austria -1.4 -1.5 -5.4 -4.5 -2.6 -2.2 -1.4 -2.7 -1.0
Belgium 0.1 -1.1 -5.4 -4.0 -4.1 -4.2 -3.0 -3.1 -2.5
Bulgaria 1.1 1.6 -4.1 -3.1 -2.0 -0.3 -0.4 -5.5 -1.7
France -2.5 -3.2 -7.2 -6.8 -5.1 -4.8 -4.0 -4.0 -3.5
Germany 0.2 -0.2 -3.2 -4.2 -1.0 0.0 -0.2 0.3 0.7
Denmark 5.0 3.2 -2.8 -2.7 -2.1 -3.5 -1.1 1.5 -1.7
Czech Republic -0.7 -2.1 -5.5 -4.4 -2.7 -3.9 -1.2 -1.9 -0.6
EU -0.9 -2.4 -6.6 -6.4 -4.6 -4.3 -3.3 -3.0 -2.4
Greece -6.7 -10.2  -15.1 -11.2  -10.3 -8.8 -13.2 -3.6 -7.5
Estonia 2.7 -2.7 -2.2 0.2 1.2 -0.3 -0.2 0.7 0.1
Euro area -0.6 -2.2 -6.3 -6.2 -4.2 -3.6 -3.0 -2.6 -2.1
United Kingdom -2.9 -4.9 -10.2 -9.6 -7.6 -8.3 -5.7 -5.7 -4.3
Ireland 0.3 -7.0 -13.8 -32.1  -12.6 -8.0 -5.7 -3.7 -1.9
Spain 2.0 -4.4 -11.0 -9.4 -9.6 -10.5 -7.0 -6.0 -5.1
Italy -1.5 -2.7 -5.3 -4.2 -3.7 -2.9 -2.7 -3.0 -2.6
Croatia -2.4 -2.8 -6.0 -6.2 -7.8 -5.3 -5.3 -5.4 -3.3
Cyprus 3.2 0.9 -5.4 -4.7 -5.7 -5.8 -4.9 88  -l1.1
Latvia -0.7 -4.1 -9.1 -8.5 -3.4 -0.8 -0.9 -1.6 -1.3
Lithuania -0.8 -3.1 -9.1 -6.9 -8.9 -3.1 -2.6 -0.7 -0.2
Luxemburg 4.2 3.4 -0.7 -0.7 0.5 0.3 1.0 1.5 1.6
Malta -2.3 -4.2 -3.3 -3.2 -2.5 -3.6 -2.6 -2.1 -1.4
Netherlands 0.2 0.2 -5.4 -5.0 -4.3 -3.9 -2.4 -2.3 -1.9
Hungary -5.1 -3.6 -4.6 -4.5 -5.5 -2.3 -2.6 -2.1 -1.6
Poland -1.9 -3.6 -7.3 -7.3 -4.8 -3.7 -4.1 -3.4 -2.6
Portugal -3.0 -3.8 9.8 -11.2 -7.4 -5.7 -4.8 -7.2 -4.4
Romania -2.8 -5.5 -9.5 -6.9 -5.4 -3.7 -2.1 -0.8 -0.8
Slovakia -1.9 -2.4 -7.8 -7.5 -4.3 -4.3 -2.7 -2.7 -2.7
Slovenia -0.1 -1.4 -5.9 -5.6 -6.7 -4.1 -15.0 -5.0 -2.7
Sweden 33 1.9 -0.7 -0.1 -0.2 -1.0 -1.4 -1.6 0.2
Finland 5.1 4.2 -2.5 -2.6 -1.0 -2.2 -2.6 -3.2 -2.8
Table 4: Share of population at risk of poverty
Annual data (%)
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
AuoTpia 17.8 16.7 20.6 19.1 18.9 19.2 18.5 18.8 19.2 18.3
Austria 21.5 21.6 20.8 20.2 20.8 21 21.6 20.8 21.2 21.1
Belgium 61.3 60.7 44.8 46.2 49.2 49.1 49.3 48 40.1 41.3
Bulgaria 18.8 19 18.5 18.5 19.2 19.3 19.1 18.1 18.5 17.7
France 20.2 20.6 20.1 20 19.7 19.9 19.6 20.3 20.6 20
Germany 16.7 16.8 16.3 17.6 18.3 17.6 17.5 18.3 17.9 17.7
Denmark 18 15.8 15.3 14 14.4 15.3 15.4 14.6 14.8 14
Czech Republic : : : : 23.7 24.3 24.7 24.6 24.4 23.7
EU 29.3 28.3 28.1 27.6 27.7 31 34.6 35.7 36 35.7
Greece 22 22 21.8 23.4 21.7 23.1 23.4 23.5 26 24.2
Estonia 22.1 21.9 21.7 21.6 22 22.9 23.3 23.1 23.5 23
Euro area 23.7 22.6 23.2 22 23.2 22.7 24.1 24.8 24.1 23.5
United Kingdom 23.3 23.1 23.7 25.7 27.3 29.4 30 29.5 27.6 :
Ireland 24 23.3 23.8 24.7 26.1 26.7 27.2 27.3 29.2 28.6
Spain 25.9 26 25.5 24.9 25 28.1 29.9 28.5 28.3 28.7
Italy : : : : 31.1 32.6 32.6 29.9 29.3 29.1
Croatia 25.4 25.2 23.3 23.5 24.6 24.6 27.1 27.8 27.4 28.9
Cyprus 42.2 35.1 34.2 37.9 38.2 40.1 36.2 35.1 32.7 30.9
Latvia 35.9 28.7 28.3 29.6 34 33.1 32.5 30.8 27.3 29.3
Lithuania 16.5 15.9 15.5 17.8 17.1 16.8 18.4 19 19 18.5
Luxemburg 19.5 19.7 20.1 20.3 21.2 22.1 23.1 24 23.8 22.4
Malta 16 15.7 14.9 15.1 15.1 15.7 15 15.9 16.5 16.4
Netherlands 31.4 29.4 28.2 29.6 29.9 31.5 33.5 34.8 31.8 28.2
Hungary 39.5 34.4 30.5 27.8 27.8 27.2 26.7 25.8 24.7 23.4
Poland 25 25 26 24.9 25.3 24.4 25.3 27.5 27.5 26.6
Portugal : 47 44.2 43 41.5 40.9 43.2 41.9 40.3 37.4
Romania 26.7 21.4 20.6 19.6 20.6 20.6 20.5 19.8 18.4 18.4
Slovakia 17.1 17.1 18.5 17.1 18.3 19.3 19.6 20.4 20.4 19.2
Slovenia 16.3 13.9 14.9 15.9 15 16.1 15.6 16.4 16.9 16
Sweden 17.1 17.4 17.4 16.9 16.9 17.9 17.2 16 17.3 16.8

(*) % of individuals with a disposable income less than 60% of the national medium income
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Table 5: Inflation

Annual data (%) Change (%)
2012 2013 2014 : 2015 : 2016 : 2014/13 | 2015/14 2016/15
Austria 2.6 2.1 1.5 0.8 1.0 -0.7 -0.7 0.2
Belgium 2.6 1.2 0.5 0.6 1.8 -0.8 0.1 1.1
Bulgaria 2.4 0.4 -1.6 -1.1 -1.3 -2.0 0.5 -0.3
France 2.2 1.0 0.6 0.1 0.3 -0.4 -0.5 0.2
Germany 2.1 1.6 0.8 0.1 0.4 -0.8 -0.6 0.2
Denmark 24 0.5 0.4 0.2 0.0 -0.2 -0.1 -0.2
Czech Republic 3.5 1.4 0.4 0.3 0.7 -1.0 -0.2 0.4
EU 2.6 1.5 0.5 0.0 0.2 -1.0 -0.6 0.3
Greece 1.0 -0.8 -14 -1.1 0.0 -0.5 0.3 1.1
Estonia 4.2 3.3 0.5 0.1 0.8 -2.8 -0.4 0.7
Euro area 2.5 14 0.4 0.0 0.2 -0.9 -0.4 0.2
United Kingdom 2.8 2.6 1.5 0.1 0.6 -1.1 -1.4 0.6
Ireland 1.9 0.5 0.3 0.0 -0.2 -0.2 -0.3 -0.2
Spain 24 1.5 -0.2 -0.6 -0.3 -1.7 -0.4 0.3
Italy 3.3 1.3 0.2 0.1 0.0 -1.0 -0.1 -0.2
Croatia 3.3 2.3 0.2 -0.3 -0.6 -2.1 -0.5 -0.4
Cyprus 3.1 0.4 -0.3 -1.5 -1.2 -0.7 -1.3 0.3
Latvia 2.3 0.0 0.7 0.2 0.1 0.7 -0.5 -0.1
Lithuania 3.2 1.2 0.2 -0.7 0.7 -0.9 -0.9 1.4
Luxemburg 2.9 1.7 0.7 0.1 0.0 -1.0 -0.6 0.0
Malta 3.2 1.0 0.8 1.2 0.9 -0.2 0.4 -0.3
Netherlands 2.8 2.6 0.3 0.2 0.1 -2.2 -0.1 -0.1
Hungary 5.7 1.7 0.0 0.1 0.5 -1.7 0.0 0.4
Poland 3.7 0.8 0.1 -0.7 -0.2 -0.7 -0.8 0.5
Portugal 2.8 0.4 -0.2 0.5 0.6 -0.6 0.7 0.1
Romania 3.4 3.2 1.4 -0.4 -1.1 -1.8 -1.8 -0.6
Slovakia 3.7 1.5 -0.1 -0.3 -0.5 -1.6 -0.2 -0.1
Slovenia 2.8 1.9 0.4 -0.8 -0.2 -1.6 -1.1 0.6
Sweden 0.9 0.4 0.2 0.7 1.1 -0.2 0.5 0.4
Finland 3.2 2.2 1.2 -0.2 0.4 -1.0 -1.4 0.5

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

Annual data (%)

2007 2008 2009 2010 2011 2012 2013 2014 2015

Austria 124 124 126 126 128 131 131 130 128
Belgium 117 116 118 121 120 121 120 120 119
Bulgaria 41 43 44 45 45 46 46 46 47
France 108 107 108 108 108 107 109 107 106
Germany 117 117 117 120 123 124 124 125 124
Denmark 123 125 125 129 128 127 128 127 127
Czech Republic 82 84 85 83 83 83 84 86 87
EU 100 100 100 100 100 100 100 100 100
Greece 93 93 94 85 75 72 72 70 68
Estonia 69 69 64 65 71 74 75 76 75
Euro area 109 109 109 108 108 107 107 107 106
United Kingdom 111 109 107 107 105 107 107 109 108
Ireland 148 134 129 130 131 132 133 137 177
Spain 103 101 101 96 93 91 90 90 90
Italy 107 107 106 104 104 102 99 97 96
Croatia 61 63 62 59 60 60 59 59 58
Cyprus 104 106 105 100 96 91 84 81 82
Latvia 57 59 52 53 57 60 62 64 64
Lithuania 60 63 56 60 66 70 73 75 75
Luxemburg 262 259 250 256 263 259 261 267 264
Malta 79 79 81 84 83 84 86 86 88
Netherlands 138 139 137 134 133 133 134 131 128
Hungary 60 62 64 64 66 65 67 68 68
Poland 53 55 60 62 65 67 67 68 69
Portugal 81 81 82 82 77 75 77 77 77
Romania 43 49 50 52 52 54 55 55 57
Slovakia 67 71 71 74 75 76 77 77 77
Slovenia 87 90 85 83 83 82 81 83 83
Sweden 128 127 123 125 126 127 125 124 124
Finland 119 121 117 116 117 115 113 111 109
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Table 7: Average labour productivity (euro per hour worked, EU=100)

Annual data

2007 2008 2009 2010 2011 2012 2013 2014 2015
Austria 116 1158 1157 1147 1146 1163 1162 1156 115
Belgium 130.2 1284 129.8 1314 129.8 1309  130.2 131 130.1
Bulgaria 37.7 39.4 39.5 41.3 42.2 43.6 43 43.5 44.2
France 117.5 1166 1176 117.1 1167 115 116.3 1154 1153
Germany 108 107 1043  105.2 1065 1054 1048  106.2 106
Denmark 106.2 1077 109.7 1153 1147 1145 1154 1148  114.5
Czech Republic 76.6 77.6 79.1 77 77.4 76.2 76.7 79.3 80
EU 100 100 100 100 100 100 100 100 100
Greece 98.1 98.5 98.2 89.6 85.6 86 87.1 85.6 82.6
Estonia 66.5 66.1 66.7 70.6 72.1 73.4 73.2 73.7 71.1
Euro area 108.9 108.6  108.7 1079 1078 1072 107.3 107.3  107.2
United Kingdom 106.7 1053 103.2 103.2 1014  101.7 1013  101.7  101.2
Ireland 139.5 1307 1349 140.8 143.6 1451 141.6  145. 186
Spain 100.6  100.9  105.6 102 101.3  103.2 103.5 103.2  101.5
Italy 114.1 115 115 1129 1123 1102 108.8 107.7  107.4
Croatia 70.6 70.6 68.5 67.1 70.1 72.4 73.1 70.3 68.8
Cyprus 93.9 95 95.4 91.6 90 88.7 86.8 85.2 85.2
Latvia 54.5 56.1 56.2 58.8 61.4 62.8 62.4 64.5 64.5
Lithuania 62 65.1 61.3 67.2 71.4 73.1 74.3 74.5 73.2
Luxemburg 173.7  167.6 160 161.8 1654  161.6  163.2  167.8  166.3
Malta 92.4 94 96.9 97.1 91.8 90.3 89.5 90.2 92.2
Netherlands 118 1184 1158 1135 112.2 112 113.9 1129 1111
Hungary 65.9 70.3 72.2 72.7 73.8 72.5 72.9 71 70.3
Poland 61.4 62.1 65.4 70.2 72.7 74.1 74 73.9 74.3
Portugal 77.8 77.5 79.6 79.9 76.5 76.8 79.7 79 78.2
Romania 43.6 50 49.9 51.1 51.9 55.7 56.3 57 59.4
Slovakia 75.9 79.4 79.3 83.6 81.6 82.5 83.8 84.1 83.3
Slovenia 83 83.8 80.2 79.6 80.8 80.1 79.8 81.7 81.5
Sweden 119.2 1183 1164 1168 1163 1164  114.2 113 113.4
Finland 113.2 114 111.4 1111 1114 109.2 108 106.9  106.9

Table 8: Employment rate of workers aged 20-64 (*)
Annual data (%) Q3 Change (%)

2012 2013 2014 2015 | 2014 2015 2016 | 2015/14 2016/15
Austria 74.4 746 742 743 748 750 755 0.2 0.5
Belgium 67.2 67.2 673  67.2 67.1 674  67.5 0.3 0.1
Bulgaria 63.0 63.5 651 67.1 66.9 688  68.5 1.9 -0.3
France 69.4 69.5 69.4  69.5 69.6 700 703 0.4 0.3
Germany 76.9 773 777 780 781 782 789 0.1 0.7
Denmark 75.4 75.6 759 765 76.7 767 777 0.0 1.0
Czech Republic 71.5 725 735 748 739 751 77.0 1.2 1.9
EU 68.4 684 69.2  70.1 69.7 705 715 0.8 1.0
Greece 55.0 529 533 549 541 559 57.2 1.8 1.3
Estonia 72.2 733 743 765 748 788 77.3 4.0 -1.5
Euro area 68.0 677 681 688 68.5 69.3 703 0.8 1.0
United Kingdom 74.1 748 762 769 765 770 777 0.5 0.7
Ireland 63.7 655 67.0 688 675 69.1 707 1.6 1.6
Spain 59.6 586 59.9  62.0 604 626 645 2.2 1.9
Italy 60.9 59.7 59.9  60.6 60.2 610 61.9 0.8 0.9
Croatia 58.1 572 592 605 616 621  63.0 0.5 0.9
Cyprus 70.2 67.2 676  68.0 679 676  69.2 -0.3 1.6
Latvia 68.1 69.7 70.7 725 70.6 728 731 2.2 0.3
Lithuania 68.5 69.9 718 734 734 740 757 0.6 1.7
Luxemburg 71.4 711 721 709 715 69.9  70.0 -1.6 0.1
Malta 63.1 648 664  67.8 673 69.2  70.2 1.9 1.0
Netherlands 76.6 759 754 764 757 765 774 0.8 0.9
Hungary 61.6 63.0 66.7 689 67.5 697 721 2.2 2.4
Poland 64.7 649 665 67.8 673 684  69.7 1.1 1.3
Portugal 66.3 654 676  69.1 68.3 69.5 714 1.2 1.9
Romania 64.8 647 657  66.0 67.2 678 67.7 0.6 0.1
Slovakia 65.1 650 659 677 663 679 70.1 1.6 2.2
Slovenia 68.3 67.2 677  69.1 68.2 702 704 2.0 0.2
Sweden 79.4 79.8 800 805 81.1 814 821 0.3 0.7
Finland 74.0 733 731 729 739 740 745 0.1 0.5

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

same age group
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Table 9: Employment rate of workers aged 55-64 (*)

Annual data (%) ! Q3 Change (%) !
2012 2013 2014 2015 ; 2014 2015 2016 2015/14 2016/15
Austria 41.6 43.8 45.1 46.3 45.5 46.7 49.7 1.2 3.0
Belgium 39.5 41.7 42.7 44.0 42.4 44.7 45.6 2.3 0.9
Bulgaria 45.7 47.4 50.0 53.0 51.5 54.6 55.6 3.1 1.0
France 44.5 45.6 46.9 48.7 47.1 49.0 50.1 1.9 1.1
Germany 61.6 63.6 65.6 66.2 66.1 66.7 68.9 0.6 2.2
Denmark 60.8 61.7 63.2 64.7 64.0 64.4 69.0 0.4 4.6
Czech Republic 49.3 51.6 54.0 55.5 54.7 55.9 59.0 1.2 3.1
EU 48.7 50.1 51.8 53.3 52.2 53.7 55.6 1.5 1.9
Greece 36.5 35.6 34.0 34.3 34.0 34.9 37.2 0.9 2.3
Estonia 60.5 62.6 64.0 64.5 66.5 68.6 68.1 2.1 -0.5
Euro area 48.6 50.0 51.7 53.3 52.1 53.7 55.6 1.6 1.9
United Kingdom 58.1 59.8 61.0 62.2 1 60.9 62.3 63.4 | 1.4 1.1
Ireland 49.3 51.3 53.0 55,6 I 534 55.8 56.9 ! 2.4 1.1
Spain 43.9 43.2 44.3 46.9 44.6 47.0 49.5 2.4 2.5
Italy 40.3 42.7 46.2 48.3 46.9 48.5 50.5 1.6 2.0
Croatia 37.5 37.8 36.2 39.0 37.5 39.5 39.0 2.0 -0.5
Cyprus 50.7 49.6 46.9 48.2 48.1 48.9 52.6 0.8 3.7
Latvia 52.8 54.8 56.4 59.4 55.8 59.6 60.7 3.8 1.1
Lithuania 51.7 53.4 56.2 604 | 57.9 61.2 64.8 | 3.3 3.6
Luxemburg 41.0 40.5 42.5 385 I 432 34.1 38.2 ! 9.1 4.1
Malta 34.7 36.3 37.8 40.4 39.5 42.1 45.5 2.6 3.4
Netherlands 57.6 59.2 59.9 61.7 60.2 61.9 63.8 1.7 1.9
Hungary 36.1 37.9 41.7 45.3 42.6 46.4 50.6 3.8 4.2
Poland 38.7 40.6 42.5 44.3 43.3 45.3 46.6 2.0 1.3
Portugal 46.5 46.9 47.8 49.9 | 484 50.2 53.2 | 1.8 3.0
Romania 41.6 41.8 43.1 41.1 ' 44.2 42.4 436 ! -1.8 1.2
Slovakia 43.1 44.0 44.8 47.0 46.0 47.6 49.5 1.6 1.9
Slovenia 32.9 33.5 35.4 36.6 36.3 37.2 37.6 0.9 0.4
Sweden 73.0 73.6 74.0 74.5 74.0 74.4 76.1 0.4 1.7
Finland 58.2 58.5 59.1 60.0 58.9 60.8 62.4 1.9 1.6

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

same age group

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

Annual data (%) Q3 (%)

2013 2014 2015 2014 2015 2016
Austria 0.4 0.1 0.8 I -0.2 1.6 1.5 ]
Belgium 0.1 0.3 0.0 0.4 -0.3 -0.4
Bulgaria -0.2 1.3 1.6 0.9 1.3 -2.2
France -0.1 2.3 0.0 2.4 0.7 0.0
Germany 0.8 0.7 0.7 0.6 0.6 2.9
Denmark 0.0 0.7 1.4 H -0.3 0.0 2.9 H
Czech Republic 0.7 0.8 1.0 / 0.7 2.0 2.2 i
EU -0.3 1.3 1.1 1.5 1.1 1.5
Greece -4.9 0.6 2.0 3.4 2.6 1.6
Estonia 0.9 0.5 2.3 1.7 2.3 -2.7
Euro area -0.6 0.9 0.9 1.0 1.1 1.9
United Kingdom 0.9 2.2 1.6 2.5 1.6 1.4
Ireland 2.1 1.5 2.3 0.9 2.3 3.3
Spain -2.7 1.2 2.9 0.7 3.1 33
Italy -1.8 0.2 0.7 1.0 0.2 2.0
Croatia -2.3 3.2 1.4 ! 5.6 -0.3 0.0 |
Cyprus -4.9 -0.4 -1.4 [ 2.6 -3.9 4.2 [
Latvia 1.7 -0.9 1.1 -3.5 3.2 -1.0
Lithuania 1.6 1.9 1.0 3.3 0.3 1.1
Luxemburg 1.0 2.8 5.1 3.7 6.7 4.1
Malta 3.1 2.8 2.4 6.7 3.2 2.4
Netherlands -0.9 -0.9 1.1 1 =l 1.6 2.0 ]
Hungary 1.8 5.4 2.6 H 5.6 2.5 3.0 H
Poland -0.2 1.8 1.4 ! 2.0 2.0 0.1 |
Slovakia -2.3 2.3 1.3 ! 2.3 1.6 1.7 !
Slovenia -0.5 0.9 -0.2 ] 1.8 -1.8 -1.5 |
Sweden 0.0 1.4 2.4 ! 0.9 2.8 3.6 !
Czech Republic -2.0 0.5 1.0 ! -0.3 1.6 0.6 ]
Finland 1.0 0.9 1.4 ! 2.2 1.1 0.9 !
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Table 11: Unemployment rate — Total population

Annual data (%) i Q3 i Change (%) i
2012 2013 2014 2015 | 2014 2015 2016 | 2015/14 2016/15
Austria 4.9 5.4 5.6 5.7 4.8 4.8 5.2 0.0 0.4
Belgium 7.6 8.4 8.5 8.5 7.5 7.0 6.8 0.5 0.2
Bulgaria 123 130 114 92 | 100 7.6 64 1 24 -1.2
France 98 103 103 104 | 83 8.4 79 1 0.1 0.5
Germany 5.4 5.2 5.0 46 | 4.4 4.0 37 1 -04 0.3
Denmark 7.5 7.0 6.6 6.2 1 5.3 5.0 50 1 -0.3 0.0
Czech Republic 7.0 7.0 6.1 51 1 5.1 43 35 | -08 0.8
EU 105 109 102 94 | 85 7.8 71 1 -0.7 0.7
Greece 245 275 265 249 | 239 225 204 1 -14 -1.1
Estonia 100 8.6 7.4 62 1 6.9 4.6 70 1 23 2.4
Euro area 114 120 116 109 1 99 9.1 85 1 -08 -0.6
United Kingdom 7.9 7.6 6.1 53 1 43 3.9 35 1 -04 -0.4
Ireland 147 131 113 94 i 10.1 8.2 7.0 i -1.9 -1.2
Spain 248 261 245 221 | 214 192 173 1 22 -1.9
Italy 107 121 127 119 | 98 8.9 9.4 1 09 0.5
Croatia 160 173 173 163 1 133  13.0 89 1 03 -4.1
Cyprus 1.9 159 161 151 1 142 131 113 1 11 -1.8
Latvia 150 119 108 99 1 95 9.1 87 1 04 0.4
Lithuania 134 118 107 9.1 | 84 7.7 70 1 -0.7 0.7
Luxemburg 5.1 5.9 6.0 6.4 4.9 5.6 5.2 0.7 -0.4
Malta 6.3 6.4 5.8 5.4 4.8 3.9 3.6 -0.9 0.3
Netherlands 5.8 7.3 7.4 6.9 6.1 5.7 4.7 -0.4 -1.0
Hungary 110 102 7.7 6.8 6.2 5.6 43 0.6 -1.3
Poland 101 103 9.0 75 1 6.8 6.0 49 1 08 -1.1
Portugal 158 164 141 126 1 117 106 95 1 -1.1 -1.1
Romania 6.8 7.1 6.8 6.8 5.2 5.4 4.5 0.2 -0.9
Slovakia 140 142 132 115 1 11.4 9.9 8.4 -1.5 -1.5
Slovenia 89 101 9.7 9.1 8.5 8.2 6.9 0.3 -1.3
Sweden 8.0 8.0 7.9 7.4 5.5 5.1 5.1 -0.4 0.0
Finland 7.7 8.2 8.7 94 1 6.7 7.3 66 1 0.6 0.7
Table 12: Unemployment rate among men
Annual data (%) i Q3 i Change (%) i
2012 2013 2014 2015} 2014 2015 2016 | 2015/14 2016/15
Austria 5.0 5.4 5.9 6.1 i 4.8 5.2 5.4 i 0.4 0.2
Belgium 7.7 8.7 9.0 9.1 1 7.8 7.2 67 1 -06 -0.5
Bulgaria 135 139 123 9.8 I 108 8.1 6.7 2.7 -1.4
France 98 104 105 108 I 83 8.6 7.7 0.3 0.9
Germany 5.6 5.5 5.3 5.0 4.7 43 3.9 -0.4 0.4
Denmark 7.5 6.7 6.4 5.9 5.1 43 4.2 -0.8 0.1
Czech Republic 6.0 5.9 5.1 42 1 39 3.4 28 1 05 0.6
EU 104 108 101 93 1 82 7.6 68 1 -0.6 0.8
Greece 216 245 237 218 1 213 194 17.6 -1.9 -1.8
Estonia 109 9.1 7.9 6.2 7.2 3.9 6.8 3.3 2.9
Euro area 11.2 119 11.5 10.7 9.6 8.9 8.1 -0.7 -0.8
United Kingdom 8.4 8.0 6.4 5.5 43 3.8 3.4 0.5 0.4
Treland 177 150 129 109 ! 113 9.4 79 1 -19 -1.5
Spain 246 256 23.6 208 | 202 179 156 1 -2.3 2.3
Ttaly 98 115 119 113 I 9.0 8.3 8.7 0.7 0.4
Croatia 160 177 165 157 | 127 117 7.6 -1.0 4.1
Cyprus 126 166 171 152 | 150 12.8 11.4 2.2 -1.4
Latvia 162 126 118 111 1 98 10.3 10.0 0.5 0.3
Lithuania 152 131 122 101 1 96 8.8 7.9 -0.8 0.9
Luxemburg 4.5 5.6 5.8 58 | 4.3 4.9 48 1 06 -0.1
Malta 5.7 6.5 6.1 55 1 5.0 4.0 34 1 -1.0 0.6
Netherlands 5.5 7.2 7.2 6.5 5.8 5.4 43 -0.4 -1.1
Hungary 113 102 76 6.6 5.9 5.1 42 -0.8 -0.9
Poland 9.4 9.7 8.5 7.3 6.1 5.5 4.6 0.6 0.9
Portugal 159 163 138 124 | 11.0 104 9.3 -0.6 -1.1
Romania 7.4 7.7 7.3 75 1| 54 6.1 52 ! 07 -0.9
Slovakia 135 140 128 103 | 106 8.4 76 1 22 0.8
Slovenia 8.4 9.5 9.0 81 ! 7.7 6.7 6.1 ! -1.0 -0.6
Sweden 8.2 8.2 8.2 75 | 56 5.1 52 | -05 0.1
Finland 8.3 8.8 9.3 99 ! 6.9 7.2 64 ! 03 -0.8
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Table 13: Unemployment rate among women

Annual data (%) i Q3 ] Change (%) i
2012 2013 2014 2015 ! 2014 2015 2016 ! 2015/14 2016/15
Austria 4.8 53 5.4 53 4.8 4.2 4.9 0.6 0.7
Belgium 7.4 8.2 7.9 7.8 7.3 6.7 6.8 0.6 0.1
Bulgaria 108 118 104 84 | 9.2 7.0 60 1 2.2 -1.0
France 98 102 100 99 | 84 8.2 82 1 -02 0.0
Germany 5.2 4.9 4.6 42 | 42 3.6 33 1 -06 0.3
Denmark 7.5 7.3 6.8 64 1 5.6 5.8 59 | 0.2 0.1
Czech Republic 8.2 8.3 7.4 6.1 | 66 5.3 43 | -13 -1.0
EU 105 109 103 95 | 8.8 8.0 75 1 -0.8 0.5
Greece 282 314 302 289 1 272 264 260 1 -0.8 0.4
Estonia 9.1 8.2 6.8 6.1 1 6.7 5.4 72 1 -13 1.8
Euro area 115 121 118 110 | 103 9.4 9.0 1 -09 0.4
United Kingdom 7.4 7.1 5.8 51 1 43 3.9 3.7 1 -04 0.2
Treland 11.0 107 9.4 7.7 i 8.6 6.7 5.8 i -1.9 0.9
Spain 251 267 254 236 1 229 208 191 1 -2.1 -1.7
Ttaly 11.8 131 138 127 i 109 938 10.3 i -1.1 0.5
Croatia 161 168 183 170 1 139 144 105 1 05 3.9
Cyprus 111 152 151 149 1 133 134 113 1 ol 2.1
Latvia 140 111 98 86 1 92 8.0 75 1 -12 -0.5
Lithuania 116 105 9.2 82 1 7.2 6.7 61 1 -05 0.6
Luxemburg 5.8 6.2 6.4 7.2 5.6 6.4 5.7 0.8 0.7
Malta 7.3 6.3 5.3 5.2 4.5 3.8 4.1 0.7 0.3
Netherlands 6.2 7.3 7.8 7.3 6.3 6.1 5.3 0.2 0.8
Hungary 106 101 7.9 7.0 6.6 6.1 43 0.5 -1.8
Poland 109 111 96 7.7 1 76 6.5 53 1 -11 -1.2
Portugal 156 166 145 129 i 124 107 97 1 -17 -1.0
Romania 6.1 6.3 6.1 5.8 4.9 4.6 3.6 -0.3 -1.0
Slovakia 145 145 136 129 | 124 117 9.5 -0.7 2.2
Slovenia 94 109 106 101 I 95 9.9 7.7 0.4 2.2
Sweden 7.7 7.9 7.7 7.3 5.4 5.1 5.0 0.3 0.1
Finland 7.1 7.5 8.0 88 I 6.5 7.3 69 1 0.8 -0.4
Table 14: Long-term unemployment rate
Annual data (%) H Q3 (%) H Change (%)
2012 2013 2014 2015 ! 2014 2015 2016 ! 2015/14 2016/15
Austria 249 246 272 292! 273 289 317 ' 16 2.8
Belgium 447 461 499 5171 498 510 51.7 1.2 0.7
Bulgaria 552 573 604 612! 613 63.0 62.2 1.7 0.8
France 400 405 428 426! 427 429 44.8 0.2 1.9
Germany 454 447 443 436! 426 429 41.2 0.3 -1.7
Denmark 280 255 252 269! 254 252 195 ' -02 -5.7
Czech Republic 43.4 434 435 473! 438 485 393 ! 47 9.2
EU 464 498 52,6 482! 495 4738 46.2 -1.7 -1.6
Greece 500 671 735 731! 754 737 73.8 -1.7 0.1
Estonia 547 445 453 383! 434 356 32.9 -7.8 2.7
Euro area 445 473 495 5121 527 510 49.9 -1.7 -1.1
United Kingdom 347 362 358 307! 340 282 26.0 -5.8 2.2
Ireland 61.7 60.6 592 5621 56.7 54.1 52.0 2.6 2.1
Spain 444 497 528 5161 534  51.0 48.1 2.4 2.9
Italy 532 569 614 581 624 581 57.2 -4.3 0.9
Croatia 637 63.6 584 630] 612 675 49.7 6.3 -17.8
Cyprus 301 383 477 4531 485 450 44.7 3.5 0.3
Latvia 521 486 43.0 453} 425  50.1 41.6 7.6 -8.5
Lithuania 492 429 447 429 ) 475 439 374 | -36 6.5
Luxemburg 303 304 274 2841 277 267 36.3 1 -1.0 9.6
Malta 485 457 469 436 463 445 40.1 -1.8 -4.4
Netherlands 337 358 400 4291 390 428 40.6 3.8 2.2
Hungary 453 48.6 475 4561 46.6 47.4 45.6 0.8 -1.8
Poland 403 425 427 3931 437 377 33.7 -6.0 -4.0
Portugal 488 564 59.6 5741 60.1 57.5 567 1 -2.6 0.8
Romania 442 452 411 4391 39.7 452 487 | 55 3.5
Slovakia 673 702 702 6581 699  67.0 59.0 2.9 -8.0
Slovenia 479 510 545 5231 526 556 52.4 3.0 3.2
Sweden 189 185 189 1961 188 212 19.1 2.4 2.1
Finland 214 207 224 2441 252  28.0 28.1 2.8 0.1

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

Annual data (%) 1 Q3 1 Change (%)
2012 2013 2014 2015 ! 2014 2015 2016 ! 2015/14 2016/15

Austria 9.4 9.7 103 106 | 105 112 122 0.7 1.0
Belgium 198 237 232 221 | 213 222 21.8 0.9 0.4
Bulgaria 281 284 238 216 i 214 192 188 | 22 -0.4
France 244 249 242 247 | 238 243 251 | 05 0.8
Germany 8.0 7.8 7.7 72 | 84 8.3 76 1 -0.1 0.7
Denmark 141 13.0 12,6 108 | 13.1  12.8 133 1 -03 0.5
Czech Republic 195 189 159 126 | 163 129 114 | -34 -1.5
EU 233 237 222 204 | 216 199 185 | -1.7 -1.4
Greece 553 583 524 49 549.5 48.8 44.2 i -0.7 4.6
Estonia 209 187 150 13.1 | 134 116 1227 1 -1.8 1.1
Euro area 236 244 237 224 1 231 219 204 1 -12 -1.5
United Kingdom 212 207 169 146 i 173 152 139 1 -2.1 -1.3
Ireland 304 268 239 209 i 232 207 17.7 i 2.5 3.0
Spain 529 555 532 483 | 524 466 419 | 58 4.7
Italy 353 400 427 403 | 396 353 345 | 43 0.8
Croatia 421 500 455 430 1 404 410 280 1 06 -13.0
Cyprus 277 389 360 328 1 334 323 301 1 -11 2.2
Latvia 285 232 196 163 1 214 162 193 1 52 3.1
Lithuania 267 219 193 163 1 164 153 131 1 -1.1 2.2
Luxemburg 180 169 223 173 1| 264 143 17.1 -12.1 2.8
Malta 141 130 117 118 i 12.0 133 12.3 1.3 -1.0
Netherlands 11.7 132 127 113 1 120 110 10.3 -1.0 0.7
Hungary 282 266 204 173 1 216 167 12.7 -4.9 -4.0
Poland 265 273 239 208 1 231 197 180 1 -34 -1.7
Portugal 380 381 347 320 1 322 308 261 1 -14 -4.7
Romania 22.6 23.7 24.0 21.7 : : : : :

Slovakia 340 337 297 265 1 300 279 22.7 21 5.2
Slovenia 206 216 202 163 1 184 129 13.7 -5.5 0.8
Sweden 237 236 229 204 1 181  16.0 14.7 2.1 -1.3
Finland 19.0 199 205 224 1 135 163 142 1 2.8 2.1
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