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Abstract: Two years after the COVID-19 pandemic, the Greek economy seems to have overcome the
turmoil of the pandemic crisis as well as that of the following energy crisis. Nevertheless, it would be
wrong to assume that the Greek economy has returned to a sound state, since this was not really the
case even before the pandemic. Furthermore, the anemic growth rates of the pre-pandemic period
were followed by an equally weak average growth rate (including the impact of the pandemic), as
some of the significant fundamental weaknesses of the Greek economy, which had accumulated over
time and constituted the real origin of the Greek crisis, have not been properly addressed yet. This
paper attempts a complete mapping of the current state of the Greek economy, offering an insight
into the external and internal determinants affecting it.

Keywords: Greece; Greek economy; Greek crisis; Greek debt; Greek competitiveness; development
policy; investment strategy; eurozone

1. Introduction

In 2023, the Greek economy seems to have had a satisfactory registered growth (of 2.2%,
according to the latest1 European Commission (EC) estimates2, European Commission
and Directorate-General for Economic and Financial Affairs (2023b)), especially given
the adverse timing on an international financial level. The rapid recovery following
the pandemic crisis lost its momentum due to disruptions in the supply chain and the
energy market, which, combined with the significant geopolitical instability, resulted in
the considerable deceleration of most great developed economies, in combination with
very high inflation rates. As the monetary authorities set monetary stability as their top
priority, they were obligated to function restrictively by increasing the key interest rate
level immediately and drastically, instead of functioning invigoratingly for their economies
in a period of trends towards a recession.

This is the case to a considerable extent with the eurozone, with significantly adverse
consequences for Greece. The Greek economy finds itself much farther from regularity
in relation to the rest of the EU and eurozone economies as a result of an intense debt
crisis that led to three successive bailout programmes3 and the adoption of extreme fiscal
austerity measures, resulting in a very deep and lasting economic recession. Since it is
the only economy among the EU and the eurozone that has not yet recovered from the
great economic crisis of the previous decade (by the end of 2023, it is estimated that it was
at −18.4% of the 2008 GDP in real terms), it becomes clear that it is in the greatest need
of faster economic growth. This presupposes a rapid investment rate, which is rendered
considerably harder by the restrictive monetary policy. It is noted that, in the 2010–2021
period, Greece suffered a cumulative loss of standard capital amounting to EUR 94 bn.
This loss must be replenished so that the country’s production possibilities can at least be
restored to those before the crisis.

Contrastively, the influx of very significant European resources by Next Generation EU
(NGEU), to the extent that they are directed towards an investment activity and mobilize
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adequate, additional, private resources towards investments, can neutralize the negative
impact of the restrictive monetary policy over the financing terms. The considerably in-
creased incoming flow of foreign direct investments (FDIs) as well as the creditworthiness
upgrade of the Greek state on an investment level are significantly helpful in the afore-
mentioned process. This upgrade substantiates the depletion of the idiosyncratic risk of
the Greek economy and also releases considerable investment resources from systemic
investors. Many of the aforementioned factors, however, have served as a policy alibi
for not prioritizing all the necessary structural changes and reforms required so that the
Greek production and development model can be purged. In any case, this will involve a
considerably demanding struggle that will last many years and necessitate constant effort
as well as alertness to achieve a rapid readjustment to any unexpected development.

Therefore, this paper attempts to provide a thorough and cohesive mapping of the
present state of the Greek economy as well as of the risks and opportunities involved in its
course in the immediate future and aims to shed light on all the fields that have margins
for improvement or are in need of it4.

2. The Magnitude of the Greek Economic Crisis

The impact of the COVID-19 pandemic on various economies is clearly evident. Ini-
tially, there was a necessary shutdown in the production process of many goods and
services—including many intermediate goods and services that constitute a crucial influx
into other sectors—due to personnel infections, the border being shut down for long periods
of time and the quarantine on means of transport (e.g., the cargo ships at their first port of
call of every additional country during their voyage). Subsequently, there was a disruption
in the supply chain and the added value chain, concerning the majority of end products,
as well as a sudden and unprepared transition to teleworking for many employees and
other factors that made the aggregate supply suffer from a significant global negative shock.
At the same time, the restrictive measures for the pandemic to the extent that they also
restricted the consumption behavior (confinement to the house, the shutdown of specific
shops, the border shutdown, quarantine, etc.) alongside the atmosphere of uncertainty
regarding the citizens’ financial/work status or their health, made the aggregate demand
suffer from an equally significant global negative shock as well. These bilateral negative
shocks resulted in a deep and sudden recession in 2020 for all the world’s economies and
the ones more prone to external trade were more severely struck.

According to the quarterly data, it seems that the Greek as well as the global economy
had already fully recovered from this recession since the beginning of the third quarter
of 2021 (2021-Q3) despite the fact that there was still a considerable degree of uncertainty
regarding the course of the pandemic crisis and due to several new focal points of risk, such
as the energy crisis and the global inflation wave. However, it would be wrong to assume
that, after the pandemic and all the aforementioned uncertainties, the Greek economy has
returned in a good state, as this was not really the case before the pandemic, either.

We often refer to the Greek economic crisis that started in 2009 as a past state, which,
depending on the narrator, lasted until 2016, 2018 or 2019. The truth is, though, that the
Greek economy never exited this crisis. On the contrary, when the pandemic started, it was
still approximately 25% below its level of economic activity in the distant 2008. As becomes
apparent in Figure 1, although Greece escaped the considerably negative growth rates after
2013, its economy was in a virtual standstill until 2016 (with an average annual growth
rate of −0.07%) and then it “paddled along” and grew slightly for 3 years (with an average
annual growth rate of only 1.55%) until the advent of the pandemic crisis. As a result, when
the pandemic struck at the beginning of 2020, the Greek economy registered at −23.1% of
the 2008 GDP and lacked substantial, developmental “momentum”. The 2020 pandemic
recession was very deep (−9.3%)—as a matter of fact, it was the second deepest in the
EU-27—but it proved to be temporary. The bouncing of the economy occurred instantly in
2021 (with a full recovery until 2021-Q3) and was followed by a considerable growth rate in
2022 as well, which can be partly explained in terms of base impact, for the first half of 2022
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(until 2022-Q2) when compared with the first half of 2021. Thus, the post-pandemic growth
rate of the Greek economy appears to be among the highest in the EU-27 (an average annual
rate at 6.96%, which is the fifth greatest performance within the EU). Nevertheless, to a
considerable degree, this is due to the previous 2020 recession, which was also one of the
biggest in the EU-27. If one includes the pandemic period, it becomes clear that, by the end
of 2022, the Greek economy had cumulatively grown by 3.74% since 2019 (with an average
annual rate of 1.23%). This performance ranks 18th in the EU-27. At the same time, Greece
stands much farther from its long-lasting balance, in comparison with the rest of the EU
countries. According to the latest EC (European Commission and Directorate-General for
Economic and Financial Affairs (2024)) estimates, the actual Greek GDP grew further by
2.2% in 2023, and as a result, it now registers at −18.4% of the 2008 GDP level, whereas by
the end of 2025 it will have exceeded the −15% level.
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It becomes clear from the aforementioned rates that the Greek economic crisis by no
means belongs to the past. On the contrary, the Greek economy still has to come a very
long way.

The true components of the GDP are none other than the added value contributed by
every business in the country during a specific year. Consequently, a decrease in GDP is
caused by a reduction in the added value of the country’s businesses, leads to a reduction
in the products available for every use and, thus, a consequent decrease in social welfare.
Therefore, such a significant and sustained decrease in GDP can only register, in product
value terms, accordingly dramatic alterations in the microeconomy (the finances of every
business and every household), employment, real income, social prosperity and social
coherence. Indicatively, Figure 2 presents the repercussions of the aforementioned GDP
course, in terms of total and long-term unemployment.
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It is clear that unemployment skyrocketed by almost 20 percentage points (pp) from
2009 to 2013, as the GDP was shrinking dramatically. This added approximately 1 million
unemployed people. Since then, unemployment has de-escalated, but at a very slow rate
(an average annual decrease of 1.67 pp or ~82.500 people). This rate seems to have been
affected by the pandemic only marginally and temporarily. In accordance with the latest
available annual data, in 2022, unemployment remained at over 12.5% (the second highest
rate in the EU, after Spain at 12.9%), the total number of unemployed people exceeding
588.000. Another phenomenon that gives rise to serious concern is the portion of the
long-term unemployed (that is, those who have been continuously out of work for over
12 months) in the total number of unemployed. Whereas fewer than half of the people out
of work were long-term unemployed in 2008, in 2014, they became almost three-quarters of
the total number. Subsequently, their numbers decreased, but their portion remained at
over 70% in 2019 and over 63% in 2022. The estimate and the recording of the consequences
of long-term unemployment on individuals and societies do not lie within the scope of the
present paper, but it is obvious that this specific social group, and especially its portion
that remain unemployed for much longer than 12 months, deserve special solicitude from
the state.

It is a particularly common misconception to view the Greek economic crisis as a
subcase of the global financial crisis of 2007–2008 or as a simple case, albeit with certain
peculiarities, of the frequent inherent circularity that is common in all the world’s economies.
On the contrary, the “Greek crisis” is a distinctive situation, prompted by the global financial
crisis of 2007–2008, but caused by significant accumulated and fundamental weaknesses of
the Greek economy, which deteriorated considerably, evidently, because of the very poor
political and economic treatment that it received. As depicted in Figure 3, the Greek crisis is
one of the deepest and longest economic crises of a developed economy in modern history,
if not the deepest and longest. The “Great Depression” of 1929 in the USA caused more
intense recession rates during the first 4 years, but the cumulative recession did not exceed
26.3% and the economic activity returned to pre-recession levels by 1936. The United
Kingdom, in its deepest recession in modern history, suffered the greatest, cumulative loss
of 14.9% in the period after the First World War (1920–1924) and returned to pre-recession
levels within 5 years.5 The widely known recession in Argentina started in 1999 and the
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cumulative loss of real GDP did not exceed 18.4%, whereas it surpassed pre-recession levels
within 6 years. Subsequently, the Argentinian economy grew at the fastest pace. In contrast
with the aforementioned cases, Greece suffered cumulative losses in terms of real GDP that
exceeded 26% (26.38% in 2013), as opposed to the level before the crisis and it still registers
cumulative losses at over 18.5% to the present day.6 Regarding the European economies
that entered recession at the same time as Greece, due to the financial crisis of 2007–2008, it
is clear from the data that the depth of their recessions is not at all comparable with the
case of Greece. Only the Italian economy manifests prolonged recession and—like the
Greek economy—still registers anemic recovery rates. The case of Ireland is particularly
interesting, as its course was similar to the course of Greece in the first 2 years of recession,
with a maximum cumulative loss of 9.4%. However, it stabilized immediately afterwards,
and by mainly exploiting foreign direct investment, it exceeded the pre-crisis levels of
economic activity within 6 years and has achieved explosive growth since then.7
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The important question raised at this point is why the Greek economy appears to
have such a great difficulty in recovering from this economic crisis, which lasted over a
decade, as opposed to its immediate recovery in 2021, after the severe recession of 2020,
though in the midst of uncertainties due to the continuing pandemic, and contrary to
all the other aforementioned cases of countries. To start with, the performance of the
Greek economy, as it becomes apparent from the course of its real GDP and the rest of its
qualitative and quantitative features, bears no resemblance to the usual recurrent recessions
that appear during the economic cycles. On the contrary, it exhibits the features of a
rather permanent, violent correction—downwards—because of fundamental, systemic and
structural weaknesses,8 which were possibly exposed to the financial markets due to the
financial crisis of 2007–2008. These weaknesses include the distorted and state-funded
production model, the deficit in competitiveness, the vast public debt, the unfair and
ineffective tax system, the deficient and non-transparent capital market, the unsustainable
public insurance system, the distorted savings and investments model, the extremely tardy
administration of justice combined with the existence of an excessive number of—in many
cases contradictory—laws and poor legislation, the cumbersome bureaucracy, the quality
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of the political system, etc., many of which have not yet been fully dealt with, despite the
important efforts made.

To many people, the slowness of the Greek economy to contain the economic shrinkage
and the anemic growth that it subsequently exhibited are due to the fiscal policy of strict
austerity followed. If a significant fiscal extension had been permitted, even temporarily,
during the first years of the economic crisis, the outcome would have been completely
different. Although this is a valid claim, it excludes the need to correct the aforementioned
weaknesses and does not include the fact that the public debt crisis is one of the main
components of the Greek economic crisis. The degrees of freedom in fiscal policy had
already been lost before the Greek economy reached its lowest point, while the external
factors that now defined the fiscal policy ultimately aimed at making an example out of
Greece for other European countries and not at the recovery of the Greek economy. The
political timing, mainly at a European level, during which the Greek crisis occurred, clearly
constitutes an important factor in its course. However, it remains an absolute fact that
it is imperative for Greece to deal with the aforementioned fundamental, systemic and
structural weaknesses.

Another aggravating circumstance, usually ignored in public discourse, is the fact
that the very depth of a recession and, primarily, its duration become preventive factors
for recovery possibilities. The reduction in the whole production of an economy is by
definition equivalent to a corresponding—but not necessarily proportional—reduction in
the use of its resources. These resources include the available raw materials, the soil, the
physical capital as well as labor. Under the—plausible, in the case of Greece—hypothesis
that the prior state of the economy was not a in state of overuse of its resources, a recession
would clearly cause a corresponding underutilization of such resources. A severe and/or
persistent underutilization of capital resources devalues them due to the increased actual
depreciation of physical and human capital9 and provides incentives for their transfer
elsewhere, which results in the loss of these resources in the economy under recession10.
To put it briefly, if, for some reason, the total product of an economy is much and/or for
too long less than its potential product, then its potential product tends to decrease and,
as a consequence, the development prospects of this economy are also reduced. There is
no doubt that this mechanism has operated in the Greek crisis. The so-called “brain drain”
is a well-known issue, but it is not equally perceived that it is only a part of a broader
problem of devaluation and outflow of disposable resources, as well as that this has already
negatively influenced the growth prospects of the Greek economy. It is worth noting that
for the half a million young and educated people who left the country in 2008–2016, the
Greek state is estimated to have invested EUR 8 billion in their education, while their host
countries gained EUR 50 billion in GDP and EUR 12.9 billion in public revenues.11

3. The Effects of the Crisis on Disposable Income

During the Greek economic crisis, the average Greek citizen had to face the increase in
average taxation, apart from their reduced average income, due to the strictly restrictive
fiscal policy. It is indicative that, while from 2008 to 2016 the loss of the country’s GDP
was at 27%, the corresponding loss in the total tax revenue of the state was at only 7%, in
accordance with a relevant study by diaNEOsis (diaNEOsis and IOBE (2018)). The obvious
cause of this discrepancy is the dramatic increase in taxation. In an attempt to examine
the overall impact of recession and over-taxation on the average Greek, we carried out the
exercise of subtracting per capita taxes and compulsory social security contributions from
per capita domestic income. The combined results appear in Figure 4, in constant 2015
values and in juxtaposition with the individual per capita consumption.
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It is absolutely clear from the results that the tax policy became an additional ag-
gravating factor for the average Greek citizen, while their income was depressed by the
severe recession. More precisely, from the end of 2008 to the end of 2013, when the average
domestic income was reduced by 25.6%, the average disposable income was reduced by an
additional 4.5 pp (30.1%). The total of per capita taxes and contributions amounted to 31.8%
of the domestic per capita income in 2008, but, in 2013, this ratio had risen to 35.9%. After
that, an increase in average income by 6.9% was rendered possible by the slow growth of
the Greek economy until 2019, but the average disposable income remained almost stable
(with an increase of approximately 0.8%), as the average share of taxes and contributions on
the analogy of the income had already reached 39.5%. Therefore, in the complete course of
the Greek economic crisis, the tax policy further aggravated the already sharply decreasing
per capita incomes, during the shrinkage phase, and it absorbed every profit, during the
slow growth phase. In the pandemic of 2020, the share of taxes and contributions remained
stable (at 39.5%) and, thus, the significant reduction in per capita income was transferred
proportionally to disposable income (with a reduction of −9.1% in both). During the
recovery years after the pandemic recession (in 2021 and 2022), the considerable growth in
average income was combined with the share of taxes and contributions, which was on the
increase and reached 41.4% in 2022. As a result, the increase in disposable per capita income
was mitigated. The estimated course of these figures in the following years is encouraging.
By 2024, the disposable per capita income is expected to exceed its 2011 level for the first
time in 13 years and the share of taxes and contributions on total income is estimated to
continue decreasing.

It is of particular interest to juxtapose the aforementioned data with per capita final
consumption. As the Greek pension system is primarily redistributory, the greater part of
social security contributions is returned to the private economy as pensioners’ income. For
this reason, the individual consumption should be compared with the disposable income
with contributions (the sum of the green category and the orange one, in every bar, in
Figure 4).12 This specific comparison is revealing not only regarding the course of the
average Greek person’s margin for saving, but also concerning the domestic market ability
to hope for invigorated consumption. The average share of consumption expenditure on
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disposable income with contributions rose to 96.2% in 2018 from 85.6% in 2008. Respec-
tively, the remaining average saving dropped from EUR 2449 in 2008 to only EUR 455 in
2018, which is less than one-fifth of its initial level. In 2019, the situation was marginally
improved (at 95.2% in terms of average consumption share on disposable income with
contributions and EUR 596 remaining income). This changed, however, in 2020 (96.1% and
EUR 443, respectively) due to the severe shrinkage in average disposable income. Despite
the additional significant disruption in consumer behavior in 2020, because of exogenous
restrictions on the range of consumer choices, caused by the lockdowns and due to the
significant increase in economic uncertainty on the consumers’ part (reduced consumer
confidence), the independent consumption and the phenomenon of consumption smooth-
ing led to a fairly smaller alteration in the average consumption. This was probably also
the result of the very important counterbalancing state subsidies given to households and
businesses. Since then, the average individual consumption growth rate has been observed
to marginally exceed the alteration rate in average disposable income with contributions.
As a result, its share is estimated at 98% in 2023 and the average saving from the remaining
income amounts to EUR 261.13 In conclusion, it becomes clear that there is no space for
stimulating domestic demand via increasing domestic consumption spending, as the latter
is actively limited by disposable income, combined with the additional negative impact
on savings, which are completely depressed. The reinforcement of disposable income
constitutes an obviously deliberate goal, which, however, is a rather unrealistic measure
for stimulating domestic demand.

4. The Production Structure of the Greek Economy

Before investigating which available options would be really effective for the reinforce-
ment of the Greek economy, it is worth examining to what extent the Greek economic crisis
exerted a uniform influence over its separate sectors or whether there was considerable
asymmetry among the burdens involved. To this end, we grouped all Greek economy
sectors for which there are gross value added (GVA) data in 14 initial categories14. Figure 5
depicts the contribution of each one of these groups to the Greek total GVA, during the
years 2005–2020, and the total GVA value, in these years, in constant 2015 values.

To begin with, we can observe a period of sharp total GVA reduction, from 2008 to
2014 (with an average annual reduction rate of 4.4%), and a period of very slow growth,
in the years 2015–2019 (with an average annual growth rate of only 0.7%). During the
overall period of 2007–2019, the total GVA was reduced by 21.2% or EUR 43.5 billion, in
constant 2015 values.15 What is more, according to individual data, the economic crisis
seems to have caused significant structural changes in the Greek economy. In 2007, the
three primary sectors were the following: 1. wholesale and retail trade (with a 14% share),
2. manufacturing (at 11.9%) and 3. real estate activities (at 10.4%). In 2019, the three more
important sectors remained the same, but with quite differentiated shares and in a different
order: 1. real estate activities (at 17.5%), 2. wholesale and retail trade (at 11.7%) and 3.
manufacturing (at 10%).

More specifically, from 2007 to 2019, the construction sector suffered a dramatic
shrinkage in its GVA by almost 70%—a percentage change more than triple than the total
GVA—and, as a result, its share was greatly reduced. The professional and administra-
tive/support service activities sector also performed similarly, to a somehow smaller degree,
as it was reduced by 43.2%—which was more than double the alteration of the total GVA.
Other sectors that registered percentage reduction greater than the corresponding reduction
in total GVA, and therefore exhibited reduced shares in Greek production, were classified
in the following order: 1. human health and social work activities (at −37.7%), 2. wholesale
and retail trade (at −37.2%), 3. manufacturing (at −36.3%), 4. transportation and storage (at
−36%) and 5. the sector of public utility service provision (energy (excluding oil products),
water and telecommunications, at −35.5%). At the very opposite end, three sectors not only
registered increased relevant shares in the Greek economy, but also exhibited increased
GVA. The top performing sector was real estate activities, which increased its GVA by 32.6%
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(or EUR 7.1 billion). The agricultural sector (agriculture, forestry and fishing) followed with
a 25.8% increase (or EUR 1.5 billion) and then the sector of accommodation and food service,
with an increase of 6.6% (or EUR 650 million). It should be noted that the accommodation
and food service sector constitutes a superset of the tourism sector, transportation excluded.
Unfortunately, there are no open data available for its further division nor for the division
of the transportation sector into passenger transfer and transportation of goods, so tourism
cannot be analyzed in more depth. Under the plausible hypothesis that tourist transfer
does not generate a particularly large GVA in Greece16 and, surely, this does not exceed
the GVA created in food service by customers who are not tourists, it is deduced that the
direct effect of tourism on the Greek economy does not exceed 6.8%. To this share, which is
in total harmony with relevant estimates by the Organization for Economic Cooperation
and Development (OECD) (OECD (2020)), indirect effects should be added, insofar as
domestic inputs are used in the tourism supply chain, in order to calculate the total impact
of tourism on the country’s total output. Finally, three more sectors increased their shares in
the country’s total GVA, although they suffered reductions in their GVA— these reductions
were relatively smaller: the sector of “public administration, defense and compulsory social
security” (at −8%), the sector of financial and insurance activities (excluding social security,
at −9.7%) and the education sector (at −16.4%).
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4.1. The Asymmetric Effects of the Pandemic

Important conclusions can also be drawn regarding the consequences of the pandemic
crisis on the individual sectors of the Greek economy. The country’s total GVA dropped
by 9.4% or EUR 15.1 billion in 2020 in comparison with 2019. With the only exceptions
being utilities [energy (excluding oil products), water and telecommunications, at +3.8%],
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manufacturing (at +3.5%) and health (human health and social work activities, at +1.2%), all
sectors were aggravated, but the allocation of this aggravation was not at all symmetrical.
More specifically, almost one-third of the loss came from the accommodation and food
service sector, which registered an almost 50% loss of GVA (at 48.2%), due to the dramatic
decrease in tourist influx. The transportation and storage sector suffered a very high
decrease in produced value added (by 24.3% or EUR 2.8 billion), the champion being
air transport, (a decrease of 59.3%). Secondly, the real estate activities sector suffered a
reduction of 11.9% or EUR 3.4 billion) and this sector contributed to almost one-fifth of
the total loss, due to its large share. Thirdly, some of the sectors grouped above under the
“other” category are such examples, the primary sector here being “arts, entertainment and
recreation” (a reduction of 29.6%). All the other sectors, apart from manufacturing and
utilities, suffered clearly smaller GVA losses, quantitively fluctuating between 0.8% and
11.9%. In conclusion, the pandemic crisis aggravated the Greek economy in a particularly
unequal way, by exercising multiple pressures on the tourism-related sectors and, more
generally, the final provision of services as well as transportation and arts.

4.2. The Current Production Structure

During the recovery years from the pandemic crisis (2021–2022), the total GVA was not
only fully restored to pre-pandemic levels, but it also registered a small further growth (at
+2.3%, compared with the 2019 levels). Apart from the return of the total GVA level, we can
also observe a general restoration of the production structure of the Greek economy to the
pre-pandemic structure (2019), which, however, included some differentiations. The main
differentiation, pointed out by the data, has to do with the manufacturing sector, which
grew much more than the overall economy (at +22.3% since 2019) and as a result, its share
increased. Furthermore, the sectors of wholesale and retail trade (at +12.1%), professional
and administrative/support service activities (at +12.1%) and construction (at +10.1%) also
registered a great growth, which was considerably bigger than the overall economy. At
the very opposite end, the transportation and storage sector failed to neutralize—until
2022—the majority of its losses caused by the pandemic (at −21.7% in 2019, whereas in
2020, at −24.3%). Real estate activities only partly recovered (at −4.9% in 2019, whereas
at −11.9% in 2020). In spite of this difficulty, the real estate activities sector remains the
principal activity sector for the contemporary Greek economy, with a share reaching 16.6%,
a considerably upward overall trend and with very powerful prospects for the future (as
substantiated also by the very big volume of foreign direct investment directed towards
real estate)17. The sector of wholesale and retail trade also considerably contributes to
the Greek produced product, with a share exceeding 12.4%, despite the compression
of consumption abilities. Moreover, the course of the manufacturing sector has been
particularly encouraging mainly over the recent years, having already established the
third highest contribution before the pandemic, and it now registers a very powerful and
uninterrupted upward trend.

5. Competitiveness and External Balance of the Greek Economy
5.1. The Current Account Deficit and the External Imbalance

Another issue worthy of analysis has to do with the competitiveness and external
balance of the Greek economy. When a country imports more than it exports, without being
able to cover the discrepancy, via incomes or transfers from abroad, then it faces a deficit in
its current account balance (CAB). The funding of this deficit requires international, private,
and public borrowing on the part of the country or a divestment of a part of its assets abroad,
that is, a reduction in its net worth abroad. Consequently, the sustainability of a deficit in
CAB depends on the current and expected level of the country’s net worth abroad, that
is, on past or expected future equivalent surpluses in CAB. The achievement of surpluses
in CAB is a process that is anything but platitudinous, as it requires either a significant
improvement in business competitiveness—so that exports can be increased and imports
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decreased, to a certain degree—or a considerable decrease in consumption expenditure—so
that imports can be reduced—with whatever this entails regarding social prosperity.18

Unfortunately, all the aforementioned information does not seem to have ever been
communicated in a simple and comprehensible manner in public discourse; so, the Greek
economy has kept having deficits in CAB, throughout the period after the democracy’s
restoration.19 The general state of the structure of CAB during this period includes an
enduring, particularly negative balance of goods and a diachronically positive but of
a smaller size services balance, which is determined to a high degree by the sectors of
tourism and transportation. The rest of the minor balances (primary and secondary income
balances) register quantitatively lower values, below and above zero.

Until Greece’s accession into the eurozone, the CAB deficits were generally small
(lower than 4% of GDP), with the exception of some isolated temporary spikes, mainly
because of fluctuations in oil price—in conjunction with the dependence of the Greek
economy on energy imports—and the election cycle20. Until 1990, the monetary/currency
policy was used in the pursuit of the external balance—more specifically, the policy used
was that of the constant decline of the drachma, with further emergency devaluations—but
with decreasing effectiveness. The policy of drachma as “hard currency”—that is, the policy
of decline restriction—was adopted from 1990 onwards and, consequently, the pursuit of
the external balance came into the field of fiscal and employment policy.

Following the country’s accession into the eurozone, the subsequent reduction in
interest rates and the loss of the monetary/currency policy, the CAB deficit deteriorated
significantly and, initially, it was stabilized at approximately EUR 15 billion or 7–9% of
GDP. From 2006 onwards, as clearly indicated in Figure 6, the CAB deficit was even more
enlarged, as a matter of fact to an excessively high degree, reaching EUR 36.6 billion or
15.1% of GDP by 2008. Given these levels, the CAB deficit exposed a fundamental external
imbalance in the Greek economy to the markets, which could not be sustainable, a fact that
contributed decisively to the course of the Greek economy later on, with the outbreak of
the international financial crisis of 2007–2008. The so-called “twin deficits”, that is the fiscal
balance deficit and the CAB deficit, constituted the basic indications of non-sustainability
of the Greek economy and led to the Greek crisis.

During the crisis, the CAB state significantly improved, primarily due to the con-
siderable shrinkage in disposable income, which resulted in a compression in domestic
consumption expenditure and a reduction in total imports rather than thanks to the im-
proved competitiveness. More specifically, since 2009, the CAB deficit has started decreasing
drastically and, as a matter of fact, in the years 2014–2015, it was almost reduced to zero,
as it registered under EUR 1.5 billion and 1% of the GDP. It becomes clear from the data
on the goods and services exports and imports that this adjustment was achieved almost
completely by reducing imports by 32.1% (from EUR 84.8 billion to EUR 57.5 billion),
whereas exports rose by only 0.7% (from EUR 56.1 billion to EUR 56.5 billion). After 2015
and until the advent of the pandemic, the overall imports seem to have been changing at the
same pace as the total exports, thus keeping the CAB deficit low. More analytically, during
the 2015–2016 period, both were reduced, because of the difficulties brought about by
capital controls, among other factors, whereas later, both aspects of international trade grew
rapidly. This growth in the exports of goods and services was a particularly encouraging
factor, because it suggested improved competitiveness and extroversion on the part of
Greek businesses. As a matter of fact, the total exports in 2019 reached the historically high
percentage of 39.6% of GDP (EUR 72.6 billion). Nevertheless, it must be noted that, despite
the significant improvement in CAB, during this period, no CAB surplus was achieved in
any of the aforementioned years.
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The advent of the pandemic in 2020 caused global disruption to international trade at
both goods and services levels. The considerable share of tourism in Greek total exports
and inflexible Greek imports were contributing factors to this disruption that derailed the
CAB once again. More specifically, the diachronically surplus services balance suffered
a loss of approx. EUR 13.8 billion, compared with 2019 figures, mainly due to tourist
industry collections21, whereas the diachronically deficient balance of goods improved
by EUR 4.3 billion, with reductions in both exports and imports of goods22. In total, the
exports of goods and services dropped by almost 29% and imports by 15.4%, and as a
result, the CAB deficit more than quadrupled.

Already since 2021, the aforementioned compression in Greek international trade had
been completely restored, actually exceeding 2019 figures. The course of the overall exports
was particularly encouraging, and not only did this course continue the pre-pandemic
trend, but it also accelerated significantly, thus achieving historically high levels in 2021
and 2022, in both absolute terms (EUR 74.4 billion and EUR 101.5 billion, respectively)
and GDP terms (at 41% and 49.1%, respectively). This is unprecedented in the modern
history of the Greek economy. These performances of Greek exports are surely a strongly
encouraging development for the Greek economy, especially if we also consider that the
substantial increase in exports over the last years—the difficult 2020 excluded—has not
relied exclusively on the development of the exports of services, but its crushingly biggest
part (approximately three-quarters of the total alteration since 2019) derives from the export
of goods. As a matter of fact, even if we exclude fuels—the raised price of which artificially
increases the value of fuel exports—the rest of the goods continue having a significantly
larger share of services in the rise in overall exports (at 44.3% of the total change, as
opposed to 26.3%). This fact proves that, after so many years, the Greek economy is
regaining powerful developmental support from both its primary and secondary sectors,
thanks to, at least a part, these sectors, which are highly energetic, healthy and extroverted.
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On the other hand, at the same time as the successive export records in recent years,
there were equivalent or even more powerful successive records in imports as well, either
in absolute terms (EUR 88.3 billion in 2021 and EUR 121.7 billion in 2022) or GDP terms
(at 48.6% and 58.9%, respectively), a phenomenon not compatible with a conclusion of
improved general competitiveness. As the increase in imports outweighs the increase in
exports following 2020, the total impact on CAB is negative and, as a result, Greece is in
danger of wasting all the progress in counterbalancing it, a goal achieved by means of great
sacrifices during the crisis decade. A lot of people attribute the derailment of imports—and,
consequently, of the CAB deficit—to the energy crisis, as Greece is an energy net importer
and, therefore, the increased prices of basic energy goods it imports artificially inflate net
imports. Nevertheless, by isolating fuel imports, we can observe that solely 35.3% of the
total increase in imports since 2019 can be attributed to fuels, and by extension, partially, to
the energy crisis (Figure 7). Even if we completely exclude the change in fuel imports, the
remaining 64.7% of the import increase since 2019 (EUR 30.6 billion) is enough to continue
overbalancing the whole increase in total exports (EUR 28.9 billion).
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5.2. International Trade in Goods

As already mentioned, if we focus on exports and imports of goods, Greece is a
net importer. This is due to many factors, such as the focus of the Greek economy on
the tertiary sector, especially tourism, and reversely, the very limited focus on high-tech
goods, the limited interconnection between Greek businesses and international value chains
and, more generally, the low competitiveness of Greek manufacturing. Not all of these
factors necessarily have negative connotations, nor is it necessary for an economy to have a
balanced or surplus balance of goods, as potential surpluses in the services balance might
as well fill the gap.

However, the problem arises when we include two important elements. The first is the
inherent volatility in tourist traffic and its revenue, because of external and unpredictable
factors.23 This volatility should be taken for granted and into consideration in private
citizens’ business choices, as well as in the development policy options. If tourism is the
Greek “economic locomotive”, it should be known that this “locomotive” does not have
particularly stable power. It is obvious that political and business actions are necessary for
the reduction in this volatility to the highest degree (extension of the tourist season, creation
of alternative tourist products, accession into more tourist markets, etc.)24; however, what is
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perhaps more necessary is the development of other sectors of the Greek economy as well,
so that it does not rely solely on tourism. The other element is the broader tertiary sector.
The Greek tertiary sector focuses to a high degree on the provision of end services (B2C),
that is, on end consumers. As we already explained in an earlier section, the domestic
disposable income leaves no margin for the stimulation of consumption expenditure and,
therefore, the tertiary sector of end services has no substantial margin for growth. On the
contrary, as is also the case with the strongest developed economies, the tertiary sector
focusing on the provision of interim services (B2B) and the support of the other sectors of
the economy (businesses of the primary and secondary sector) has significant advantages
not only for itself but also for the supported sectors. However, the development of a tertiary
sector of this type requires that the primary and secondary sectors be relatively healthy
and thriving.

Therefore, it is worth using data on the international trade of goods as evidence of
the competitiveness, extroversion and, thus, the health of the particular sections of the
primary and secondary sectors. Figures 8–11 depict the diachronic progress of Greek
exports and imports of goods for seven individual categories of goods, according to the
Standard International Trade Classification (SITC).25
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The restriction on the imports of goods becomes obvious once more from the aforemen-
tioned data in the first years of the Greek economic crisis, obviously due to the compression
in consumption expenditure. At the same time, exports seem to have grown significantly
during the 2010–2012 period but then remained stagnant until the imposition of capital
controls. Capital controls, especially during the first phase of their imposition (2015–2016)
seem to have considerably influenced the total value of the international trade of goods,
but this influence was not at all symmetrical regarding the type of goods. On the contrary,
the international trade of mineral fuels and lubricants fully determined the progress of the
total value of goods exports and imports (almost entirely). Subsequently, both aspects of
Greek international trade developed rapidly until the beginning of the pandemic, which is
when they were disrupted.
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The first fact worth commenting on is the significant contribution of “mineral fuels,
lubricants and related materials” to both the imports and exports of goods in Greece.
Although Greece is a net energy importer, in the form of mainly crude oil and natural gas,
it is also an important junction in the value chain of oil products (diaNEOsis and IOBE
2021). The country imports much larger quantities of crude oil than those required by its
energy needs and then these quantities are refined so that oil products can be produced.
The products that do not cover domestic needs are exported to neighbor, mainly Balkan,
economies. This activity, which yields a share on added value for Greece (see Section 4), was
significantly intensified during the crisis years, with the exception of the years 2015–2016,
during which it was significantly disrupted by capital controls. During the 2008–2009
period, the exports of “mineral fuels, lubricants and related materials” increased by 133.1%
and their share in the total exports of goods reached 32% in 2019, whereas their imports
increased by only 7.7% and their share in the total imports of goods reached 27% in 2019.
Surely, due to the energy crisis after the pandemic, the value of the international trade of
mineral fuels, lubricants and related materials in current values skyrocketed in 2022. This
reveals a broader problem of analysis arising from the significant volatility, exhibited by
the international trade of energy goods in Greece. This significant volatility is mainly due
to purely external factors in the case of Greece and that is why our following analysis will
focus on the rest of the categories of international trade goods.

With reference to the other exports, the performance of “chemicals and related prod-
ucts, n.e.s.” is particularly positive, with exports increasing by 68.6% in the 2008–2019
period and by an additional 48% in the 2019–2022 period. In fact, these products also had
excellent export performance in 2020, in the midst of the pandemic, when they had an
increase of 22.9% compared to 2019. The total alteration in their exports from 2008 to 2022
was 149.5% (CAGR: 6.75%). Respectively, large percentage changes were also seen in raw
materials exports, the value of which in 2022 came to be higher by 147.8% in comparison
with the one in 2008 (CAGR: 6.7%) and higher by 58.9% in comparison to the one in 2019.
Exports of the category “food, drinks and tobacco products” are also significantly higher
than those of the pre-crisis levels and have been increasing steadily since after 2009, without
demonstrating any slowdown due to the imposition of capital controls or the pandemic
crisis. Specifically, their export value in 2019 was 47.7% higher than the 2008 level and they
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further increased by 45.6% by 2022 (a total change in the period 2008–2022: 115%, CAGR:
5.6%). Two categories of manufactured goods also had positive performance but only in
recent years (after 2016): “machinery and transport equipment” and “other manufactured
goods”, the exports of which in 2022 increased by 93% and 107.1% compared to their 2016
level, respectively (total changes since 2008: 98.9% and 86.2%, respectively).

With reference to imports, if we exclude “mineral fuels, lubricants and related mate-
rials”, the peculiar behavior of which has been analyzed previously, all other categories
suffered decreases in the first phase of the Greek economic crisis, in the period 2009–2013.
The most significant changes during this period were the 66.4% decrease in imports of
“machinery and transport equipment” and the 46.7% decrease in imports of “other man-
ufactured goods”. Subsequently, and until 2019, all categories except for “food, drinks
and tobacco products” and “chemicals and related products, n.e.s.” only partially recov-
ered. The imports of the “food, drinks and tobacco products” category had already fully
recovered since 2018. The “chemicals and related products, n.e.s.” category had fully
recovered by 2019 and was also the only product category with a 15.3% indeed increase
in imports in 2020, while the rest of the imports trade in goods suffered significant losses.
All goods import categories had significant increases henceforth, with “raw materials” (a
75.8% change in the 2019–2022 period), “machinery and transport equipment” (a 59.3%
change) and “other manufactured goods” (a 51.2% change) being the main protagonists.

Overall, from the behavior of the international trade in goods, we can distinguish some
encouraging elements and some elements of concern. Among the encouraging elements
we have, first of all, to include the extremely positive trend in exports of “food, drinks
and tobacco products”. These products, produced by both the primary and the secondary
sector, seem to be gaining more and more recognition from abroad and improving their
competitiveness. What is also particularly encouraging is the increase in exports of two
categories of manufactured goods: “chemicals and related products, n.e.s.” and “other
manufactured goods”. These sectors, especially after 2016, demonstrate strong export
dynamics, which is a good indication of the competitiveness course of Greek industry. On
the negative side, we should firstly mention the significantly reduced import share of the
category “machinery and transport equipment”, despite its significantly increasing trend
in recent years. These tradable items are pure capital goods, and their imports follow the
trend in investment expenditure, the importance of which will be discussed in detail in the
next chapter. A second negative element emerging from the aforementioned data is that the
country continues to export more raw materials than it imports. The exported raw materials
do not generate significant export revenues, nor do they offer significant added value to
an economy, both of which could certainly be enhanced if processed domestically. This
fact highlights, in a more general way, a limited manufacturing sector in Greece, unable to
use domestic and international raw materials in significant quantities for the creation of
additional added value.

In conclusion, the CAB deficit is a long-standing problem of the Greek economy,
indicating its long-standing inability to remain competitive. The competitiveness of an
economy is not a static issue and does not depend only on labor costs. On the contrary,
first the improvement in and then preservation of competitiveness require increases in
the productivity of resources—not only labor—and the efficiency of production at a rate
initially higher and then at least equivalent to the rest of the world. In a rapidly changing
technological world, the economy of Greece will have to “run” even faster and smarter
in order to cover the competitiveness deficit and continue at a sustainable competitive
pace. This can only be achieved by the immediate adoption of more advanced technologies,
by rapidly training the labor force on them, by magnifying the average business size, by
stimulating R&D and innovation26 and by fostering a more business-friendly environment
for entrepreneurship—not only for international and established entrepreneurship, but
especially for domestic and new entrepreneurship.27 The benefits of this will be multiple.
The consolidation of a competitive and dynamic productive base will stabilize the Greek
economy and decouple it from the domestic demand, whereas the increase in real incomes
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will allow for a better standard of living, higher levels of investment expenditure and
improved public debt sustainability. However, as long as this does not happen and the
competitiveness of Greek businesses remains limited, the Greek economy will maintain
and possibly intensify its diachronic ease of covering a significant part of domestic demand
with imports without being able to finance them with equivalent exports. As a result, there
will be a new expansion in CAB deficits, which implies further accumulation of external
debt and, inevitably, new bankruptcy.

6. The Problem of Investment in the Greek Economy
6.1. The Investment Gap

During the Greek economic crisis, in the first years due to high recession rates and
then due to poor policy followed and the accumulation of significant sources of risk, there
was a drastic reduction in investment expenditure in the Greek economy. The gross fixed
capital formation (GFCF)—from a historically high level of EUR 55.7 billion in 2007, in
constant 2015 values (in current values it was EUR 60.5 billion)—reached a level of EUR
19.6 billion in 2012 (Figure 12) and remained at that level until 2020. That is to say, for
a series of 9 consecutive years, the investments of the Greek economy were about one-
third of 2007 investments. In relative GDP terms, the GFCF had stood at 21.9% of GDP
until 200828 and then fell to a level of around 11.1% of GDP in the 2012–2019 period, an
undoubling documenting that the decrease in investment expenditure is not only due
to income reduction, but also to additional discouraging factors. From 2020 onwards,
we have observed the share of GDP directed towards investment increasing significantly,
thus reaching an estimated (by EC (European Commission and Directorate-General for
Economic and Financial Affairs (2023b))) 14.7% in 2023, which on the one hand can be
attributed to fund inflows from the very strong European NGEU program29, but also
indicates a clear shift in investment climate.
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As fixed capital investment expenditure was so dramatically reduced, since 2010, it
has not only lost the ability to counterbalance fixed capital consumption (FCC), but it has
stabilized at a much lower level than the FCC, resulting in a consistently and strongly
negative net fixed capital formation (NFCF) for a very long period of time (12 years). More
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specifically, whereas in 2007 the NFCF amounted to EUR 24.8 billion in 2015 value, by 2010,
it had been reduced to zero; in 2012, it reached its minimum point of -EUR 12 billion and
then slowly increased until 2020. This slow growth was not due to the improvement in
GFCF, but to the decrease in FCC, due to the reduction in fixed capital stock. Therefore,
the Greek economy was in a continuous, and indeed intensive, state of decumulation
of its physical capital stock for 12 consecutive years, with the cumulative loss of fixed
capital exceeding EUR 94 billion—in 2015 values—by the end of 2021. The significant
increase in investment expenditures since 2021 has resulted in capital consumption being
counterbalanced in 2022, thus stopping this decumulation of capital stock. In fact, according
to EC estimates and predictions, a process of covering the losses of previous years already
began in 2023, a process which will continue to accelerate in the following years.

The growth in Greece’s GDP in recent years has certainly freed up some resources for
investment purposes. However, it is clear from the data on disposable domestic income and
savings, analyzed in a previous chapter, that there is no significant space for the required
investment expenditure to be financed by domestic means. The gap between the demand for
resources for investment purposes and the supply of financing reinforces the importance of
incoming financial resources for the Greek economy, such as European, NGEU and National
Strategic Reference Framework (NSRF) resources, as well as FDI. And indeed, incoming
FDI has emerged in recent years as a very important reinforcement factor for domestic
investments, having reached unprecedented heights (Figure 13). Significant benefits from
FDI also arise at the levels of (a) the partnership with international entrepreneurship and
the integration of domestic production with international chains, (b) the transfer of modern
know-how and cutting-edge technologies and (c) the practical creation of a climate of trust,
which is a prerequisite for growth. For these reasons, a sustained policy of attracting further
FDI is useful, particularly in targeted sectors.30
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In any case, despite the big improvement in the Greek economy’s investment rate in
recent years, capital stock remains at a much lower level than that before the economic
crisis, and its restoration will take many more years. The re-accumulation of physical
capital is perhaps the most crucial factor for the achievement of sustainable growth. Only
through it can potential GDP and labor productivity be increased and therefore sustainable
growth in GDP, employment and real wages be achieved. Moreover, the economic growth
of an economy by stimulating aggregate supply enhances its competitiveness, unlike what
happens by stimulating aggregate demand. It is therefore clearly necessary, on the one
hand, to make the best use of the very significant European resources of the NGEU and,
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on the other hand, to take advantage of the opportunity of the change in climate brought
about by these resources, with policies to actively attract further investment and mitigate
all the discouraging factors that still exist.

6.2. The Critical Factor of Banking Sector Robustness

One of the main factors that contributed to the negative trend in investment expendi-
tures in the Greek economy is the difficult position of the banking sector, which resulted in
a very limited supply of loans to businesses and the subsequent increase in their borrow-
ing costs.

During the crisis years, banking institutions faced significant difficulties in accessing
international markets, due to the overall classification of Greece as a high-risk country and
market doubts about the capital adequacy of the banks themselves. The capital adequacy
of the banks had been affected, as a very large part of their assets (in particular, mainly
loans to the private sector and Greek public sector bonds) had an increased degree of
risk and therefore reduced financial value. Moreover, Greek citizens’ very low disposable
income was putting strong pressure on the stock of deposits. To cover this liquidity gap, the
banks were forced to resort to increasingly expensive funding sources, including emergency
liquidity reinforcement from the Bank of Greece—under the supervision of the European
Central Bank (ECB)—through the ELA (“Emergency Liquidity Assistance”) mechanism
and reduced credit provision to the private sector to the maximum degree. This situation is
illustrated in a highly characteristic way in Figure 14.
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The viability of the banking sector in Greece had become practically impossible. In
order to stay alive, it took a total of three rounds of recapitalization,31 two of which after its
bankruptcy,32 and a cosmogenic restructuring, which has led to 96% of total assets being
concentrated in just four large banks today, the so-called “systemic” banks. The worst
period of the banking sector started at the end of 2014 (the time of the failed Hellenic
Republican presidential election), with the sum of deposits plummeting by EUR 52.7 billion
(a 27.5% decrease) over eight months (from December 2014 to July 2015) and balancing at a
level below EUR 140 billion only due to the imposition of capital controls and the signing
of a third memorandum (Memorandum of Understanding). By the imposition of capital
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controls, which limited the “bleeding” of deposits, and the latest round of recapitalization,
the banking sector was able to “stand on its own two feet”, although it continued to be weak.
The fundamental problem that remained unsolved was the huge volume of non-performing
loans (NPLs) in the banks’ portfolios.

As shown in Figure 15, in December 2015, total NPLs were close to EUR 120 billion,
whereas their share of total loans was over 48%.33 Dealing with this problem proved an
extremely difficult exercise, as the sale of NPLs can only be carried out at a much lower
price than their nominal value, which implies additional capital needs.34 The much-needed
solution seems to have been finally found in the “Hellenic Asset Protection Scheme”, with
the code name “Hercules”35. This scheme contributed to a drastic acceleration in NPL
reduction pace during its implementation (from December 2019 to April 2021), resulting in
the EC’s approval of two more phases of its extension: “Hercules II” (from April 2021 to
October 2022) and “Hercules III” (from November 2023 to December 2024), which included
some improvements/additions. The results are quite evident in the figures. According to
the latest available data, in September 2023, the total NPLs had fallen to EUR 12.1 billion,
at one-sixth of their level before the implementation of the first “Hercules” scheme (EUR
77.6 billion, at the end of September 2019), and their share had reached 7.3% (from 41.9% at
the end of September 2019).
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The “purge” of the banking system was a necessary objective for one more reason, as
it plays a key role under the loan part of the RRF, which includes part of the accompanying
financing and supervision. In particular, according to the Greek recovery and resilience plan
(RRP) “Greece 2.0”, a portion of 20–40% of the budget of each investment project selected
in the RRF loan program is financed by domestic or international financial institutions.
These authors have argued over time (See: Makantasi and Valentis (2021) and Makantasi
and Valentis (2020)) for the significant benefits that would arise if public and European
funds directed to support private investments were given through private specialized
financial institutions, which would both leverage these funds with additional resources
of their own and provide a more efficient mechanism for the management and screening
of applications, initially, and the supervision and accountability later on. An important
positive element is that these loans will not be guaranteed by the Greek public sector, so
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the public sector comes to assist the private investment, not to eliminate its risk, whereas
the private investor maintains the incentive to make every effort so that the investment
pays off and the co-financing banking institution maintains the incentive of strict and
integral supervision.

6.3. The Investment Model of the Greek Economy

Apart from the quantitative issue of the necessary investments, analyzed above, there
is also the issue of their qualitative structure. Figures 16 and 17 show the diachronic
structure of the GFCF according to the type of fixed capital created and the sector making
the investment (in accordance with the corresponding previous grouping), respectively.
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To a large extent, observation of the investment structure in Greece before the eco-
nomic crisis points out the specific characteristics of the country’s development model at
that time. In particular, more than 61% of investment expenditure in 2007 was directed
to the construction sector, with a ratio of 5:7 for residential construction and 2:7 for other
constructions. On the contrary, net productive investments, such as investment in equip-
ment (ICT, machinery, transport equipment, etc.) and intellectual property products36,
were the minority, with a share of only 38.4%. Constructions that are not residences may
have some productive footprint, as their main part is the infrastructure constituting public
goods with large positive externalities in production as well, but residence construction
does not contribute significantly to the expansion of the productive potential of an economy.
As a result, the country’s investment model has had a limited efficiency in increasing its
potential GDP from the beginning.

It is extremely interesting to see which sectors of the economy made these invest-
ments. In perfect accordance with the aforementioned analysis, we note that the real
estate management sector accounted for 45% of the total GFCF consistently until 2007.
It should be recalled that this particular sector generated only 10.4% of the total GVA in
2007. The second largest contributor to the GFCF was the narrow public sector (“public
administration, defense and compulsory social security”) with a share of 14%. Out of a
total of 14 sector groups, 2 of them alone accounted for almost 60% of total fixed capital
investment, as all other sector groups had an individual share of less than 6%. It is indica-
tive that the industry sector, which is by definition a capital-intensive—and thus highly
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investment-dependent—sector, with a share of total GVA of 11.9%, had a GFCF share of
only 4%.
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The advent of the economic crisis created an environment of severe income constraints
and uncertainty that made the aforementioned—in any way unsustainable—investment
behavior impossible to maintain. The inevitable reduction in investment expenditure was
not at all symmetrical, but instead focused primarily on investments that were abnormally
high. In this way, the economic crisis has contributed to the rationalization of the country’s
investment model to a certain extent, without it being certain whether this is genuine or
out of necessity. More specifically, whereas the total GFCF was reduced in 2019 compared
to 2007 by 65% in real terms, the reduction in GFCF dedicated to residential construction
in the same period was 93.5% (from EUR 23.9 billion to just EUR 1.5 billion, both in 2015
values). This was the main factor of the reduction in total GFCF, as investments directed
at other types of fixed capital had significant, but comparatively smaller, reductions. The
subsequent distribution of GFCF in 2019 was clearly more balanced. The expansion of
investment opportunities in recent years has reversed the aforementioned trend, with
investments towards the residential sector being more than double by 2022 (+102.6% from
2019, in constant values). Two other categories of fixed capital had a higher change in
investment than the total GFCF (+35.9%): ICT equipment (+63.1%) and “machinery and
other equipment” (+50.5%), resulting in an increase in their shares.

With reference to the subject of investment expenditure, the two dominant sectoral
groups accounting for almost 60% of the GFCF in 2007 also had the largest decreases until
2019. The real estate management sector reduced its investment expenditure by 92.5% in
real terms (from EUR 25 billion to EUR 1.9 billion, in 2015 values) and the narrow public
sector by around two-thirds (from EUR 7.6 billion to EUR 2.7 billion). Almost all of the
remaining sector groups also suffered significant decreases in investment expenditure,
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the largest of which were in construction (−72.3%), accommodation and food services
(−69%), and professional and administrative/support services (−62.6%). The exceptions
to this rule were the health and social work sector, which had a marginal in absolute
terms but significant percentage increase (by EUR 154 million or 27.9%), and the industry
sector, which had a marginal increase in investment expenditure of 3.4%. The subsequent
distribution of the GFCF in 2019 was also much more balanced at subject level. The sectoral
group with the largest investment expenditure is now the narrow public sector, which has
experienced a significantly decreasing share in recent years (from 30% in 2017 to 14.1% in
2019) and the vast majority of other sectors, including the real estate management sector,
now hold investment shares of 5–10%.

6.4. The Need for a Strategic Focusing of Investments

As noted by these authors (Makantasi and Valentis (2020)), a long-standing problem in
the management of European funds in Greece is the pursuit of the greatest possible fragmen-
tation of funds into many small projects or many individual beneficiaries, most probably as
a result of the Greek political culture. The result is the almost horizontal funding of all econ-
omy sectors, with small funds to each of them, funds not capable of providing significant
benefit to any of them. The absence of strategic targeting leads to the non-maximization
of overall productive benefit and a loss of opportunities, as equal resources are arbitrarily
allocated to all sectors instead of prioritizing sectors with potentially multiplicative benefits
or comparative advantages. In this way, European funds turn into a mere tool for boosting
demand in a country diachronically characterized as a “demand-driven economy”, rather
than being used as a lever for growth. This tactic has further negative consequences, such
as the failure to achieve critical mass of reinforcement in any sector, the non-exploitation
of the significant economies of a scale inherent in the management of European resources,
the excessive increase in administrative and bureaucratic costs, and the creation of ideal
conditions for the incubation of opacity and corruption.

So, what are some of the characteristics of the optimal targeting strategy in the case
of Greece?

6.4.1. Priority to Investments in Labor-Intensive Sectors

As described in detail in a previous section, the Greek economic crisis brought about a
huge increase in unemployment in its first years. The unemployment rate may have been
slowly de-escalating in recent years, but by the end of 2023, it was still at a much higher
level than the pre-crisis one (9.2% in December 2023, compared to an annual percentage
of 7.8% in 2008), and the level of the pre-crisis unemployment rate cannot be described
as low. In macroeconomic terms, the already high pre-crisis unemployment level implies
nothing else but a great waste of resources. In terms of resources, unemployment is a
twofold problem: the labor force who—against their will—are not put to good use, do not
participate in the production process and therefore do not produce any products (reduction
in aggregate supply), on the one hand, and create the need for the economy to incur inelastic
consumption expenditure to maintain them (decrease in choices in the allocation of product
use), on the other hand.

Particularly interesting conclusions can also be drawn from analysis at the level of
relative abundance of resources. If we combine the data on the course of the labor force
with the data on the course of the stock of physical capital during the economic crisis,
as described in this section, a clear shift in the Greek economy (in relation to the rest
of the world) emerges, in relative abundance terms, between physical capital and labor.
In particular, by using EC estimates of the total amount of physical capital installed in
Greece,37 we come across the fact that during the 2009–2022 period, there was an actual
reduction of almost 12.1% in capital stock. In the same period, once again based on EC
measurements, the total labor force in Greece had a marginal growth of 0.72%. Therefore,
the ratio of available physical capital to available labor decreased during the economic
crisis (by 12.7%, according to EC estimates), and the Greek economy is thus characterized
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today by more relative abundance of labor, compared to the one before the crisis. This shift
in the Greek economy implies a corresponding shift in terms of comparative advantage (in
relation to the rest of the world) towards labor-intensive sectors.38 As a result, the relatively
higher growth of labor-intensive sectors compared to capital-intensive sectors at this stage
would maximize the overall competitiveness and the benefits of international trade.

A focus of investments on labor-intensive sectors has the potential to bring about a
double benefit. On the one hand, it is in line with the shift in comparative advantages of
the Greek economy and therefore has a benefit in terms of competitiveness. On the other
hand, any investment in a labor-intensive sector has by definition a greater impact on the
employment level against an equivalent investment in a capital-intensive sector. Thus,
a focus of investments on labor-intensive sectors implies significant benefits in terms of
employment as well and can help reduce unemployment more rapidly.

Given the aforementioned information, apart from the obvious necessary policy actions
that should be adopted to stimulate employment, considerable scope for adapting an
investment policy arises, giving priority and stronger incentives to investments in existing
and new business activities that are relatively more labor-based. In this way, each unit
of additional physical capital will create more job positions, more quickly decreasing the
stock of untapped resources called unemployment. This policy has advantages over the
opposite strategy (that is, a policy of focusing investment on capital-intensive sectors) or a
strategy of non-focusing of private investments at all, as it entails significant benefits at a
social level, but also at macroeconomic and competitiveness levels.

6.4.2. Priority to Investments That Enhance the Competitiveness and Openness of
the Economy

The need to improve the competitiveness of the Greek economy and the benefits
resulting from such a process have been explained in detail in the previous chapter. At this
point, we will try to analyze some fields where a strategically targeted investment policy
can contribute to achieving this goal.

One of the main aggravating factors on the competitiveness of the Greek economy
is the relatively small average size of its businesses, as a result of the strong presence
of self-employment and micro-entrepreneurship, which dominate the structure of the
Greek productive system. Particularly indicative of the structure of the Greek economy
are the EC data in its latest annual report on small and medium enterprises (SMEs) in
the EU39, with estimates for 2022. From these data, listed in Table 1, it becomes obvious
that SMEs constitute almost the totality of Greek businesses in the non-financial business
sector (NFBS)40. However, while they employ 83.5% of the productive labor force, they
produce only 57% of the total GVA (always, with respect to the NFBS). On the contrary,
large businesses, although they occupy a near-zero percentage in terms of their number,
employ about 16.5% of employed persons and produce 43% of the total GVA in Greece.
This implies, on the one hand, the difference in efficiency in value-added production
per employee between SMEs and large businesses and, on the other hand, the margin of
macroeconomic efficiency benefit that exists from a relative expansion of the share of large
businesses, or else an increase in the average production scale, at least up to the point
observed in the EU as a whole.

The relatively small average size of Greek businesses creates multiple problems. Firstly,
it does not allow for businesses to develop economies of scale, which would reduce
average production costs and make them more competitive. In addition, the small size of
businesses is associated with low labor productivity, inefficient management, difficulty in
adopting new technologies, inability to carry out R&D activities41, increased likelihood
of tax evasion and an underground economy, difficulties in financing and an inability to
efficiently promote its products. The resulting competitiveness deficit of micro-enterprises
excludes them from international markets and limits them to the provision of services for
domestic consumption.
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Table 1. The structure of Greek entrepreneurship.

Businesses Persons Employed Value Added

Greece EU-27 Greece EU-27 Greece EU-27

# Share Share # Share Share EUR
Billion Share Share

SMEs
(0–249 persons employed) 731,829 99.9% 99.8% 2,180,534 83.5% 64.4% 34.8 57.0% 51.8%

Large businesses
(250+ persons employed) 471 0.1% 0.2% 429,679 16.5% 35.6% 26.2 43.0% 48.2%

Note: Figures limited to the non-financial business sector. Estimations for 2022, produced by JRC, based on
2008–2020 figures from national and Eurostat databases. Source: European Commission, 2023 SME Country Fact
Sheet for Greece and EU-27.

What keeps Greek businesses small? As the report of the so-called “Pissarides Com-
mittee” (Pissarides et al. (2020)) characteristically concludes, “The small size of Greek
businesses is a consequence of rigidities in the economy that create incentives for busi-
nesses to remain small and make their development difficult”. To address this phenomenon,
the report suggests creating incentives for the encouragement of mergers and other partner-
ships. In this context, the Greek government has moved to the enactment of significant tax
incentives for SME mergers, transformations and partnerships (Law 4935/2022), whereas
the “business scale up through partnerships, acquisitions and mergers” has been identified
as one of the five pillars of the loan component in “Greece 2.0”. These initiatives are
particularly encouraging; however, there is still room for further incentives in this direction,
such as special provisions in the Development Law for investment projects aimed at the
significant maximization of the existing business activities.

Another aggravating factor for the competitiveness of Greek businesses is the higher
taxation compared to the rest of the world—and especially the EU—with regard to indirect
taxes that burden the cost of their inflows, and the higher non-wage labor costs. Greek
businesses are challenged to compete in the international market with businesses that do
not have to face a VAT of 24%42, the particularly high excise duties on energy burdening
the cost of raw materials of every business activity, and the particularly high non-wage
costs of Greece. As a result, they are required to make an even bigger effort and even
smaller profit margins are required in order for them to be competitive. Unfortunately, the
need to generate increased public revenues, combined with the fact that the collection of
indirect taxation has significantly increased efficiency in comparison with other forms of
taxation, does not allow for a significant reduction in VAT and excise duties. The situation
is similar for social security contributions, for which, however, the state’s efforts in recent
years to limit them as much as possible should be acknowledged. A similar effort should
also be made on the indirect taxation front, to a possible degree, since the reduction in
taxation affecting productive activities should be a priority over the reduction in taxation
not affecting them. With particular reference to excise duties on energy goods, it should be
stressed that, apart from the impact on business costs, these taxes also create a negative
chain effect, as energy is an influx in all links in a value chain.

Given the aforementioned difficult position of Greek export companies,43 it is expected
that investments in sectors producing goods and services not directed to the domestic
market are discouraged. Therefore, in addition to the effort to reduce the aforementioned
tax and insurance burdens, there is a need to implement, as a counterweight, special
care of privileged treatment for investment projects creating or reinforcing extroverted
activities. In addition to this, the political authorities must be aware of the pressure on
businesses managing to be exporters and, as a counterweight, there must be a systematic
effort to facilitate them at every possible level (e.g., priority and simplification in terms
of bureaucracy, more favorable financing, cash facilities for paying taxes/contributions,
tax clearance).
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In conclusion, one of the major problems of the Greek economic crisis was the deep
and lasting shrinkage in investment expenditure. This problem arose as a consequence
of the crisis, due to a decrease in domestic income and the emergence of increased risk
factors, but at the same time was the cause of its further prolongation. The pandemic
crisis that started in 2020 aggravated the discouraging factors, but it was also the reason
for the creation of a giant European investment program, which aimed not only to restart
the European economy after the pandemic, but also to push it on a new course of faster
and more sustainable growth in the coming decades. The NGEU resources, together
with the rest of the European resources and the mobilized private resources, have already
shown a visible impact on Greek investments and represent a unique opportunity to
redirect the Greek economy towards a better development model. Neither the optimal
use of these resources—which remains an issue—nor the final result they will have is
self-evident. Further optimization of their allocation is required towards productive and
appropriately targeted investments, in order to ensure not only that the investment gap is
fully covered, but also that the Greek economy moves forward on a course of long-term
sustainable development.

7. Challenges and Risk Factors for the Future

The COVID-19 pandemic found the global economy of early 2020 in a state of relative
stability. As the SARS CoV-2 virus followed its predestined evolutionary course, by less
and less pathogenic strains, the disease became significantly milder and its direct impact
on economic activity was nullified. The global economy after the pandemic, however, was
nothing like it was before the pandemic. A series of problems and disruptions, which arose
as a result of the pandemic and the necessary restrictive measures imposed, continued to
have a tangible impact on economies for quite a long time. Some of the main problems
were the observed shortages and delays in critical raw materials and necessary inflows
(e.g., microchips), the disruption of international freight routes and subsequent depletion
of global transport capacity, and the disruption in the energy market.

The disruption suffered by the energy market from the pandemic shock had perhaps
the most significant impact on the Greek economy, as well as the global economy. The
commodity we call “energy” is not a mere consumer good, but it is, on the contrary, a
practically irreplaceable intermediate good used in the production of all other goods. The
major changes in global energy demand due to the pandemic (a sharp and unexpected
reduction in 2020 and a milder increase in 2021–2022) were not reflected by supply changes
of a corresponding rate, initially resulting in a significant drop in the price of all energy
goods in 202044, followed by a much larger increase, already before the outbreak of the
war in Ukraine (February 2022), which intensified the situation even more. As a result,
there were very high prices for all energy commodities, which, to a significant degree,
still exist. Indicatively, the average monthly price of crude oil in Brent exchange reached
USD 117.69/Bbl in June 2022, 103.5% above the average level in the five years prior to
the pandemic (USD 57.83/Bbl), whereas in the natural gas (NG) market in Europe, things
were even worse, with the average monthly price in the Dutch TTF Spot reaching EUR
235.22/MWh in August 2022, 13.6 times the pre-pandemic average level (EUR 17.25/MWh).

The impact of such a high energy cost on every economy is easy to understand. In a
relevant study by diaNEOsis, a theoretical estimate is made of the overall impact on the
Greek economy of a reverse and much smaller change: a 10% reduction in the final price
of electricity and NG.45 According to the results, the overall impact on GDP would be
an increase of EUR 941 million (a percentage impact of +0.5%) and the overall impact on
employment would be 21,500 additional jobs. Unfortunately, the change in the actual prices
of NG and electricity is not only completely far off from the aforementioned theoretical
hypothesis but is opposite in direction and many times more pronounced in terms of magni-
tude. We cannot use the quantitative findings of this exercise to proportionally extrapolate
quantitative estimates of the effects of the energy crisis on GDP and employment, but we
can consider the extent of these effects.



Economies 2024, 12, 139 28 of 40

Apart from the energy crisis and the rest of the disruptions caused directly or indirectly
by the pandemic, Greece has recently been close to or even within the “epicenters” of
several other hotspots of risk and uncertainty. First of all, the proximity of Greece to
the geopolitical space of the Russo-Ukrainian war is clear, with whatever this implies in
terms of geopolitical risk, defense needs and refugee influxes. Greece, however, faces
similar problems regardless of the war in Ukraine. In the summer of 2020, a particularly
serious crisis with Turkey was triggered and an independent threat of war is still being
maintained by Turkey (an active “casus belli” and, at times, aggressive actions), thus
forcing the Greek state to undertake significant rearmament expenditures, after a long
period of underfunding of defense needs due to the economic constraints. Also, since the
beginning of the last decade, there has been a steady flow of migrants and refugees from
the eastern and southern borders of the country, which at times has had significant spikes
(both spontaneous and artificial46), creating significant social and economic problems in the
country. Greece is also in close proximity to the war between Hamas and Israel that started
in October 2023, which obviously creates similar pressures to the war in Ukraine. Moreover,
however, as the country’s freight transit role and much of its international maritime trade
is catalytically dependent on the Suez Canal, further strain arises from Houthi attacks on
the Bab al-Mandab Strait, which drastically restrict the flow of goods from the Red Sea
and Suez. Consequently, the Greek economy is in a challenging environment with a high
degree of regional uncertainties, which undoubtedly affect it significantly.

7.1. The Global Inflation Wave

One of the main effects of the energy crisis, that the world has experienced and
continues to experience to a smaller degree, has been cost inflation, as the increased energy
cost is injected into all links of every value chain. The energy crisis, however, was not the
only factor exacerbating production costs, but instead came to reinforce already existing
inflationary factors, most of which also had their origins in the pandemic and the problems
it caused to the global supply chain and thus on the global aggregate supply side. At the
same time, the recovery of global economic activity after the pandemic was mainly driven
on the demand side, as, due to the restrictive measures, households had accumulated both
a stock of—obligatory—savings and a stock of deferred consumption. The common factor
of all these was the highly excessive aggregate demand internationally, which led to strong
upward trends in price levels.

In addition to the aforementioned information, mainly due to the climate, but also
reinforced by disruptions in the supply chain of agricultural activity, significant upward
trends in international prices of cereals (including wheat) and oil seeds were observed in
2020 and 2021. These trends were further enhanced by the Russo-Ukrainian war. On the
one hand, both warring sides are major global producers and exporters of these particular
agricultural products. On the other hand, the war has also placed considerable burden on
agricultural production in the rest of the world through the cost of energy and fertilizers.47

As cereals are a major inflow in the stock-breeding sector as well (animal feed), it is clear
that their very high costs were eventually passed on to the whole range of foodstuffs.

The combination of all these factors created an exogenous inflationary wave that hit
all the world’s economies to varying degrees. This wave found the Greek economy in a
multiannual situation of practically constant prices. As illustrated in Figure 18, the inflation
in Greece remained below 1.1% after 2012, by any calculation method. In fact, in the
2013–2016 period (2013–2015, based on the harmonized index of consumer prices—HICP),
it was negative.48 The cumulative price change between 2012 and 2019 was −1.3% according
to the national consumer price index (CPI) and almost zero according to the HICP, meaning
that the average price level in Greece in 2019 was marginally lower than the 2011 level. The
pandemic and the necessary containment measures also led the Greek economy to deflation
again in 2020, with the rate of reduction in price level being 1.25% (or 1.3% according
to the HICP). In mid-2021, as economic activity restarted after the lockdowns, the price
level returned to marginally positive change rates. Then, however, mainly due to the
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skyrocketing in international energy prices and in combination with all the aforementioned
factors, there was a skyrocketing in inflation, which reached 12.1% in September 2022
(similarly by HICP), having, since January of that year, already exceeded any historical
level the Greek economy had shown after its accession into the eurozone.
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For the same period (after 2012), the average inflation rate in the eurozone has re-
mained consistently higher than that in Greece,49 but also consistently below the ECB’s
stated target of an average long-term rate of 2%. Indeed, particularly during the 2014–2016
period, the eurozone’s inflation was only marginally positive, a phenomenon not due to
the reduced economic activity of that period, but rather to the recession of the immediately
preceding period. In general, there was a time lag in the reaction of inflation in the eurozone
to changes in the real economy or in the ECB’s expansionary policy, mainly attributed to
the strong persistence of expectations for price change at very low levels, combined with
other factors.50 The pandemic led to a very low inflation rate of only 0.3% for the eurozone
as a whole in 2020. The resurgence in demand in early 2021 combined with the lagging
supply led to an unusually rapid rise in inflation to 2% by mid-2021, whereas the energy
market crisis together with the other factors—which we have described—led to its spike
later on. The peak recorded was at 10.6% in October 2022, having already surpassed all
previous historical high levels since its creation a year earlier (Oct 2021).

What is the impact on the Greek economy of the soaring inflation in Greece and
the eurozone?

The direct answer to this question is “it depends”. Mild inflation in Greece, in the
range of 2–3%, would be beneficial to the Greek economy, especially after a long period
of deflation, provided that it is not higher than the current average inflation in the euro.51

The reasons mainly have to do with the flexibilization of the real wage so that it better
reflects the changes in labor productivity, as the nominal wage shows significant stickiness.
An additional benefit for the case of Greece is that the average inflation of the eurozone
countries constitutes the overtime loss in real value of the common currency and therefore
implies a reduction in the real value of Greek public debt.
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However, problems begin at higher inflation levels, which go beyond the range we
call “mild”. The prolonged occurrence of inflation rates significantly above mild creates
a feedback inflationary dynamic that is extremely difficult to stop, mainly because of its
integration in the expectations of economic agents. When the vicious cycle of inflationary
expectations acts in an economy, it both multiplies any preexisting inflationary trend,
creating an unstable system of accelerating inflation, and makes it extremely difficult
to counteract the phenomenon. Blocking this vicious cycle, or at least slowing it down,
requires a systematic effort over a long period of time combined with a significant level
of credibility from the monetary authority, as expectations are always reshaped with a
time lag.

Perhaps the most important risk from the international inflationary wave for the
Greek economy arises from the pressure on the ECB to pursue a drastically restrictive
monetary policy. In mid-2022, as the inflation rate in the eurozone had been well above
the target level of 2% for almost a year, and even on an upward trend, the ECB was forced
to suspend both active quantitative easing programs (the asset purchase program (APP),
which had been active since late 2014 (European Central Bank (n.d.a)), and the pandemic
emergency purchase program (PEPP), which was urgently set up to stimulate the eurozone
economy during the pandemic (European Central Bank (n.d.b))) and embark on a process of
successive and significant increases in key interest rates (Figure 19, European Central Bank
(n.d.c))—from virtually zero to the highest levels recorded after 2001. Both these moves
were not good news for the Greek economy. On the one hand, Greek government bonds
never had time to be included in the APP (especially in the public sector purchase program—
PSPP),52 whereas the emergency PEPP, in which Greece was included by exception,53 had
a very limited duration. On the other hand, a significantly restrictive monetary policy
inevitably limits the investment pace and the development speed of all eurozone economies,
whereas the Greek economy maintains the greatest (among the euro economies) need for
investment and rapid development. Moreover, the increase in the key interest rate of the
euro creates significant upward trends in government bond yield rates, which again will
asymmetrically affect Greece more, the country maintaining the highest debt in terms of
GDP. In this way, the scope for a development-oriented fiscal policy is limited, whereas the
monetary policy is—necessarily—recessionary.
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In this context, a major opportunity arising from the skyrocketing in global inflation is
also pointed out: the possibility of a rapid improvement in the competitiveness of the Greek
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economy.54 The largely imported inflation could be seen as a kind of currency devaluation,
as the cost of imported goods, both final and intermediate, suddenly increased. A currency
devaluation brings about an immediate improvement in the competitiveness of domestic
businesses, through an immediate deterioration in terms of trade, at the cost of a reduction
in the real value of domestic incomes and monetary wealth (in domestic currency). As the
global inflationary wave raises the prices of all imported goods, it implies about half of
the effects of currency devaluation: a reduction in the real value of incomes and monetary
wealth, and a potential deterioration in trade terms. In other words, the Greek economy
is already paying the costs of a currency devaluation, but in order to collect the benefits,
the potential deterioration in trade terms would have to become actual. For this to happen,
the increase in the cost of imported goods needs not to be balanced by a corresponding
increase in the cost of exported goods. Or, respectively, the domestic inflation needs to
remain at lower levels than the international inflation and especially the inflation of the
main trading partners of Greece, that is the EU countries. In order to pursue this objective,
given the concession of the monetary policy to the ECB, only instruments of fiscal policy,
labor market policy and policy to monitor and enforce the proper functioning of markets
and competition can be used. There is therefore significant feasibility for using all these
instruments in a way that will limit the vicious feedback cycle of all price increases as far
as possible.

The main criticism against the proposed deflationary policy is that it does not allow
for the full protection of the citizens’ real incomes from international inflation. However,
“in reality, there is no way and no possibility of fully protecting the citizens of a small open
economy from (imported) global inflation” (translated by Gatsios and Ioannou 2022). All
efforts to safeguard real income inevitably reinforce the vicious inflationary cycle, with
the end result being low or zero efficiency in terms of real income and at the same time
generating high costs to the productive economy. Therefore, a major risk is also pointed
out: not only of missing the opportunity of a rapid improvement in the competitiveness of
the Greek economy, but also of resulting in the further deterioration of its competitiveness.
This is not difficult, as the rapid increase in price level creates plausible political incentives
for expansionary fiscal policy and the reinforcement of nominal minimum wages. On
the one hand, an expansionary fiscal policy is by definition inflationary, as it stimulates
the aggregate demand. However, between fiscal expansion through more government
expenditure (subsidies to combat price increases) and fiscal expansion through less indirect
tax revenue, it is clear that the latter is preferable, as it partially counterbalances cost
inflation. On the other hand, reckless increases in nominal wages, whether they are the
product of negotiations among social partners or are defined ad hoc by law, pose twice
the risk. If they are not covered by a corresponding change in nominal labor productivity,
then, apart from reinforcing the vicious cycle of price increases, they will cause a direct
reduction in the competitiveness of Greek businesses and, additionally, they could make a
part of labor unprofitable. This is the reason why it is essential that any intervention in the
labor market is carried out following a thorough study that accurately calculates the actual
situation of labor productivity and the potential impact of this intervention.

7.2. The Excessive Level of Public Debt

In recent years, the issue of Greece’s large public debt has become a secondary matter.
The debt remains very high (in both absolute and GDP-relative terms), but its very high
weighted average maturity, combined with the very favorable interest rate conditions
of the debt held by the official sector (states and international organizations) and the
ECB’s previously loose monetary policy, made it easily manageable. Debt servicing costs
remain quite low, despite the very large fiscal expansion required in 2020 and 2021, due to
exogenous needs arising from the pandemic and Turkey’s aggression. At the same time,
credit ratings for the Greek state are becoming better and better and, in fact, since 2023, an
investment grade has been issued by three of the four major rating agencies.55 Nevertheless,
the very high level of public debt is, in itself, an inactive but extremely important risk factor,
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which, under certain circumstances, can be triggered and create major problems for the
Greek economy.

More specifically, as shown in Figures 20 and 21, Greece after 2015 and until 2019
managed to achieve not only sufficient primary fiscal surpluses and a breakeven fiscal
balance (FB), as it was obliged to do, but also notable fiscal surpluses. During the same
period, however, public debt did not decrease, as would be expected with current fiscal
surpluses, but marginally increased, as the Greek state accumulated a generous level of
cash reserves (reaching EUR 32 billion at the end of 2019) (Hellenic Republic and PDMA
(Public Debt Management Agency) (2019)). The need that arose in 2020 for significant,
urgent government expenditure turned the 2019 primary fiscal surplus of EUR 7.1 billion
(3.9% of GDP) into a primary fiscal deficit of EUR 11.1 billion (6.7% of GDP), a change of
around EUR 18.2 billion (10.6 pp of GDP). The result of all these changes was an increase
in nominal debt by EUR 10.4 billion and the skyrocketing in the debt-to-GDP ratio from
180.6% to 207% of GDP, also due to the major recession in 2020 (9.3%, in real terms). The
situation in nominal terms deteriorated further, reaching EUR 356.6 billion by the end of
2022, a level that exceeded the previous historical high level of EUR 356.2 billion in 2011,
while the EC estimates that public debt continued to increase in nominal terms in 2023
as well. However, the significant real GDP growth in recent years, combined with strong
inflation, resulted in GDP-relative debt drastically decreasing in the 2021–2022 period
(to 172.6% of GDP at the end of 2022, reduced by 34.4 pp), which is estimated to have
continued in 2023 as well (a reduction by 11.7 pp to 160.9% of GDP). The restoration of
the fiscal constraints of the revised Stability and Growth Pact from 2024 is a sufficient
guarantee that further de-escalation of Greek public debt in nominal terms will follow,
whereas together with the continuation of the course of real growth in the Greek economy
and the maintenance of relatively high inflation rates, a further significant reduction in
debt is expected in GDP-relative terms as well.
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The current state of Greek debt, despite its large size, seems to be quite good. Accord-
ing to official data, the weighted average maturity currently remains at a very high level
of 20 years (Hellenic Republic and PDMA (Public Debt Management Agency) (2023)); the
average effective interest rate (the interest paid-to-debt ratio) in 2022 was around 1.45%,
whereas it is estimated to have risen to 2.16% in 2023;56 debt servicing costs were 2.5% of
GDP in 2022, whereas in 2023, they reached 3.5% of GDP; 71% of the total debt is held by
official sector creditors; and the cash reserves held by the Greek government at the end of
2023 amounted to EUR 30 billion, a figure that would cover the gross refinancing needs of
the Hellenic Republic for around 3 years. Because of all these factors, international markets
are demonstrating practical confidence in the Greek public sector’s credit, documented by
the yield rates offered at the issuance of new Greek bonds as well as the yields of Greek
government bonds in the secondary market, especially compared to the yield rates of the
strongest EU economy (Greece–Germany yield spread, Figure 22).
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The secondary market may not directly affect the cost of Greek public sector borrowing,
but it is a very good indication of the valuation of previously issued bonds of a certain
maturity by international markets in a continuous, indeed, time. Greek bond yields,
therefore, showed a significant downward trend in the 2016–2017 period, from the very
high levels of early 2016 to a level between 4% and 4.5%. At this lower level, which
continued to be quite high, they fluctuated steadily from early 2018 to mid-2019, and
thereafter showed a new downward trend until the onset of the pandemic. The pandemic
initially halted the decrease in Greek bond yield rates, in a transient market reaction
specifically to Greece’s idiosyncratic risk (a reaction that fully captures the changes in the
spread). But the downward trend resumed soon enough, certainly due to the integration
of Greek bonds in the ECB’s emergency PEPP program. As a result, in August 2021, a
historical low level of 0.533% was reached (August 5) with the average monthly yield at
0.59%. Subsequently, however, for about a year (until October 2022), there was a significant
upward trend in Greek yields, which reflected both the general upward trend in yields in
all eurozone countries and a more specific increase in the risk premium of the Greek state
(a positive trend in the spread as well). This behavior can be explained by the increasing
likelihood of discount by markets of the reversal in the ECB’s hitherto highly expansionary
monetary policy. Since then, Greek yields have shown relative stability, around the 4.1%
level, with the spread having a significantly decreasing trend.

The behavior of the yield spread between Greek and German government bonds is
of particular interest. In every critical circumstance in recent years (the outbreak of the
pandemic, the expectation of a change in monetary policy and the outbreak of the war
in Ukraine), it seems that markets initially react more quickly and more sharply to Greek
public sector securities, whereas subsequently they probably turn out to have overreacted
and proceed to a counterbalancing correction. The only exception to this rule, at least on
the basis of the data so far, is the crisis in the Middle East, following the Hamas attack on
southern Israel in October 2023. In times of crisis, this behavior is not unprecedented for
markets, as investors are agitated and try to determine the extent of their exposure, usually
taking short positions on the issuers they regard as the weakest links. This highlights how
precarious the position of the Greek state becomes because of the amount of public debt,
the credit rating it receives, and the idiosyncratic risk that the markets themselves assign
to it.

So, despite the fact that the most important part of the decrease in Greek yields in
recent years—according to the price signals given by international markets—is due to the
drastic reduction in the idiosyncratic risk of the Greek state vis-à-vis the German state, with
a secondary part being due to the ECB’s highly expansionary monetary policy, the same
markets show greater sensitivity/concern towards Greek securities in times of general
turmoil. For the time being, the Greek state is quite protected from extreme volatility in
the yield rates that markets demand to hold its debt, given that the vast majority of it is
held by the official sector and has a fixed rate, whereas market yields only affect new issues.
However, the relative participation of the official sector will decline over time, as the public
debt of Greece will be refinanced with new issues from markets. And, according to the
current amortization schedule, the upcoming 2026–2033 period has particularly demanding
refinancing needs. This implies that (a) the Greek government will need to issue more new
bonds in a period of relatively high yields; (b) as a result, the average cost of servicing
the debt will increase quite rapidly; (c) at the same time, the pace at which public debt is
transferred to private sector creditors will have accelerated. Thus, the characteristics of
Greek debt that currently make it sound, despite its size, may be quite different at the end of
this period and the sensitivity of its sustainability to the faith of markets will be significantly
higher. If for some reason, then, a significant increase in Greece’s idiosyncratic risk or in
the systematic risk of the eurozone/EU occurs, it is not impossible that an unintended
overreaction of markets (like those observed in recent years) or a voluntary mistrust by
them could lead to a feedback loop of higher and higher risk premia and lower and lower
credit, with the inevitable result of a new debt crisis.57
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Therefore, the size of Greek debt, as long as it remains particularly high in relation
to Greece’s economic capacity (i.e., in GDP terms), in itself constitutes a risk factor for the
Greek economy, threatening it as a “sword of Damocles”, already limiting its developmental
prospects in the present. Seeking to neutralize this threat as soon as possible is therefore
a one-way street. Over time, there have been three alternative methods for decreasing
public debt: firstly, through a policy of fiscal austerity for the creation of a budget surplus;
secondly, through debt restructuring or partial debt cancellation; and thirdly, through a
“mild adjustment”, i.e., a gradual decrease in the importance of debt due to economic
growth (a reduction in the debt-to-GDP ratio) and inflation (a reduction in the real value of
debt)58. The only realistic option is the third. On the one hand, after ten years (2010–2019)
of harsh fiscal austerity, there is no margin for further reduction in public expenditure
and the increase in taxes will have a negative impact on the restart of the economy. On
the other hand, the current creditors of the Greek state are mainly European institutions
and eurozone member states, which would not consent, under any circumstances—and
especially not unanimously—to the restructuring or cancellation of the Greek debt.59

The “mild adjustment” option essentially requires the Greek economy to “move forward”
rapidly, achieving significant and sustainable growth rates in the following years. As
discussed in a relevant policy paper by diaNEOsis (Christodoulakis et al. (2020)), this
implies the adoption of front-loaded policies for the rapid growth in domestic income that
will prevent the debt-to-GDP ratio from increasing and keep it at serviceable levels. It
remains to convince both European institutions and international markets of the adequacy
of the “mild adjustment” in addressing the debt problem, which makes the need to achieve
immediate and strong rates of economic growth even more urgent.

8. Conclusions

Despite the significant rates of investment and growth in the Greek economy since
the pandemic crisis, there is still a long way to go for Greece to enter sustainable economic,
social and political development orbit. And, as Sharma Ruchir aptly points out in his
book The Rise and Fall of Nations, Forces of Change in the Post-Crisis World (Sharma (2016)),
periods of long-term economic development occur because leaders avoid the excesses that
produce debt and investment bubbles, currency and financial crises, and hyperinflation.
With this in mind, in order to avoid a new Greek fiscal derailment, it is important that
the significant European financial resources that enter the Greek economy do not create
the illusion that “money is there” and thus lead to inertia, but that they mobilize us so
that the “money will be put to good use”. They should be directed towards productive
and innovative investments that will increase the country’s exports, create new jobs and
have the maximum development footprint. And to achieve this, the public sector and
market reforms are a one-way street, as is the addressing of major challenges that mine
development, such as Greece’s rapidly ageing demographic.60
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Notes
1 The entire analysis contained in this paper is based on open data from as late as 15 February 2024.
2 Throughout this paper, we use estimates and predictions by the European Commission, available in the AMECO database. There

are a multitude of other estimates/forecasts, using macroeconomic models specific to Greece, from domestic institutions, e.g.,
the Bank of Greece, the systemic banks, the Centre of Planning and Economic Research (KEPE) and academic research groups.
AMECO was selected on the basis of the open access of all estimated variables and indicators necessary for the present analysis.
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3 It should be noted that these three bailout programs were not undertaken for the benefit of Greece alone. The official default of a
Eurozone member state would set a very negative precedent for the edifice of the monetary union, with obvious implications
in terms of trust in the common currency and the EU and would expose other member states with high debt/GDP ratios or
significant external imbalances to similar risks. A destabilization of the euro area could also have repercussions for the global
economy as a whole. For these reasons, Greece should have been rescued, but at the same time, Greece should also have set an
example to be avoided. These factors led to “bitter” bailout programs, combined with very strict fiscal austerity that inevitably
resulted in a deepening of the economic recession.
For a very comprehensive chronology of Greece’s bailout programs, and the underlying factors that shaped them, see
Dallara (2024).

4 For a general overview of the current assessment of the Greek economy by international organizations, see European Commission
and Directorate-General for Economic and Financial Affairs (2023a, 2023c), and OECD (2023).

5 Regarding the other three periods of great recession of the UK’s in modern history, its recession during the period of the “Great
Depression” did not exceed 5.4% cumulatively and had been overcome by 1934; during the war and post-war period of 1944–1951,
it did not exceed 12.2% cumulatively and lasted 7 years; and during the financial crisis of 2007–2008, it did not exceed 4.9%
cumulatively and lasted 5 years.

6 According to the latest data by ELSTAT (the Hellenic Statistical Authority) and Eurostat, Greek GDP in the third quarter of 2023,
with a calendar and seasonal correction and in 2015 values, was EUR 48.7 billion. This amount is equivalent to an annual GDP of
EUR 194.8 billion in 2015 values, which is approximately equal to 81.5% of 2008 GDP in 2015 values.

7 For a more detailed analysis of the Ireland case, see the relevant case study by diaNEOsis: Mitsos and Linardatou (2019).
8 For a very comprehensive description of the chronic problems that led to the Greek economic crisis, see Kostis (2018).
9 This reference focuses only on the depreciation due to the underemployment and/or the preservation in an inactive state. The

constant and usual depreciation and decrease in physical and human capital is not included here.
10 As an indicative example regarding employment, according to the annual data of the Labor Force Survey of ELSTAT, in 2019, the

labor force of the country was smaller by approximately 311 thousand people in comparison with the 2009 level, an alteration
of 6.2%.

11 Data from the diaNEOsis research: Matsaganis et al. (2018).
12 As this analysis seeks a diachronic comparison of the consumption expenditure with the disposable income, we have chosen to

ignore—and therefore, not to exclude—the share of social security contributions that is not returned to the private economy as
pensioners’ income. The reason is that it would significantly increase the complexity of the analysis, without any real benefit. The
same applies to the inclusion of urgent state aid to the insurance funds, which is of course a net flow from taxes to pensions.
These calculations are therefore only of value in a diachronic comparison and not as absolute amounts.

13 In fact, in 2022, the share of per capita consumption in per capita disposable income (with contributions) reached an all-time high
of 99% and the remaining per capita savings reached an all-time low of EUR 127.

14 These 14 categories correspond to the NACE rev.2 classification as follows ([group]: [NACE rev.2 codes]): agriculture, forestry
and fishing: A; manufacturing: C; energy (excluding oil products), water and telecommunications: D, E and J61; construction:
F; wholesale and retail trade: G; transportation and storage: H; accommodation and food service: I; financial and insurance
activities (excluding social security): K; real estate activities: L; professional and administrative/support service activities: M and
N; public administration, defense and compulsory social security: O; education: P; human health and social work activities: Q;
other: B, J58-J60, J62, J63, R, S, T and U.

15 This analysis as a whole has been conducted at constant prices (2015) and is therefore about real changes.
16 The entire air transport sector—including freight transport—which depends on tourism to a higher degree, has a GVA that does

not exceed EUR 771 million or 0.48% of total GVA (the highest achieved in 2018).
17 See Figure 13 in the next section.
18 We exclude from this phrase the trade policy instruments that have been used over time for CAB improvement, such as import

duties and export subsidies, as their use is not free in member countries of customs or economic unions, as is the case of Greece.
19 According to the balance of payment statistics (BOP) methodology by the Bank of Greece. This does not apply on a national

accounting basis.
20 In all election years of this specific period, that is, 1981, 1985, 1989, 1990, 1996 and 2000, except for the year 1993, the CAB

deteriorated significantly.
21 From travel collections from abroad alone, there was a loss of EUR 13.9 billion compared to 2019 (−76%). Of course, travel

payments to foreign countries also decreased by around EUR 2 billion (−71%). Therefore, the travel balance showed a loss of
almost EUR 12 billion in 2020 compared to 2019 (−77%).

22 Exports of goods decreased by EUR 3.5 billion compared to 2019 (−10.9%), whereas imports of goods decreased by EUR 7.8
billion (−14.2%).
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23 Examples of such factors can be the recent pandemic and previous, less severe pandemics (e.g., SARS in 2004, the bird flu in 2007),
various international developments (such as wars or turmoil in nearby or competitive—from a tourism point of view—countries,
and financial difficulties in countries of origin), international or domestic terrorism, migration crises, etc.

24 For a more detailed analysis of this issue and relevant proposals, see relevant studies by diaNEOsis: diaNEOsis and ISPM (2019)
and Vaggelas et al. (2021).

25 Specifically, “food, drinks and tobacco products”: SITC0 and SITC1; “raw materials”: SITC2 and SITC4; “mineral fuels, lubricants
and related materials”: SITC3; “chemicals and related products, n.e.s.”: SITC5; “machinery and transfer equipment”: SITC7;
“other manufactured goods”: SITC6 and SITC8; and “other”: SITC9.

26 Specifically on the issue of R&D and innovation in the Greek economy, see the relevant study by diaNEOsis:
Kalogirou et al. (2021).

27 For a detailed mapping of the current situation in the Greek startup ecosystem, see a relevant study by diaNEOsis:
Pepelasis et al. (2022).

28 The average of the three-year period of 2006–2008. We avoid counting the years until 2004, as investment expenditure was
increased due to an exogenous need, the preparation of the Olympic Games. We also avoid counting the year 2005, as the reduced
investment in this year is partly caused by investment “fatigue”, after a long period of exogenously increased investment, and
cautiousness about the course of the Greek economy in the post-Olympic Games era.

29 Of the total NGEU resources (EUR 750 billion in 2018 constant values), Greece was allocated EUR 29.1 billion from the recovery
and resilience facility (RRF—EUR 16.5 billion in grants and EUR 12.6 billion in loans), as well an additional amount of EUR 3
billion from the other NGEU funds.

30 For the benefits that a well-designed and targeted FDI attraction policy can have, see the case study on Ireland as a role model for
Greece, by diaNEOsis: Mitsos and Linardatou (2019).

31 The first round of recapitalizations was completed in 2013, as a result of private sector involvement (PSI), with EUR 25.5 billion
from the Hellenic Financial Stability Fund (HFSF) and EUR 3 billion from private investors. The second round took place in 2014,
with EUR 8.3 billion from private investors. The third round took place in late 2015, in the shadow of the referendum, with EUR
5.4 billion from the HFSF and EUR 9 billion from private investors.

32 The value of the equity capital of the banks was zeroed out twice: in February 2012 and November 2015.
33 For a better understanding of this level, we indicatively note that the corresponding share at the end of 2008 was 5.7%.
34 For a more detailed analysis of this, see Hardouvelis (2021).
35 The “Hercules” scheme provided for the creation of a special-purpose vehicle (SPV), which would purchase the non-performing

exposures with resources derived from the issuance of securities of three quality grades. The low-rated securities would be
transferred to an investor for a fee and the high-rated securities would be retained by the bank and guaranteed by the Greek
public sector for a royalty.

36 This reference focuses on intellectual property products that constitute a fixed capital and are therefore used in the produc-
tion process.

37 AMECO database, accessed on: 24 January 2024. The capital stock in this database is estimated by using historical fixed capital
flows (GFCF and FCC) with an initial level defined as three times the GDP in 1960.

38 As there are no significant differentiations from the rest of the world in terms of relative changes in production technology and
productivity of individual sectors during the same period.

39 European Commission et al. (2023). Annual report on European SMEs 2022/2023 and its accompanying documents: “2023 SME
Country Fact Sheet. Greece” and “2023 SME Country Fact Sheet. EU27”.

40 The non-financial business sector includes industry, construction, trade and services (NACE rev. 2, divisions B to J, L, M and N),
but excludes agriculture, forestry and fishing as well as services that do not participate in the market to a high degree, such as
education and health.

41 See the relevant information in the study by diaNEOsis: Kalogirou et al. (2021).
42 The fifth highest VAT coefficient in the EU, after Hungary (27%), Denmark, Croatia and Slovenia (25% for all three of them),

whereas Finland also has a 24% coefficient.
43 For a detailed description of what happened in all energy markets in 2020, see IEA (2021).
44 For a detailed inventory of the issues faced by Greek export businesses, see Kalyvitis et al. (2018).
45 diaNEOsis and IOBE (2021). This analysis focused on electricity and NG, as the prices of these energy sources determine the

competitiveness of the energy-intensive industry to a significant degree.
46 See the crisis at the Evros border in March 2020, within the framework of asymmetrical operations by Turkey.
47 One of the main raw materials for the production of fertilizers is NG (70–90% methane), which is used to mass-produce the

ammonia contained in fertilizers. In addition, Russia is one of the main producers of fertilizers internationally, and together with its
partner Belarus, they have a significant share in the global production of another important raw material for fertilizers: potassium.

48 Conventionally, unless otherwise stated, the calculation basis of the reported item will be the national consumer price index (CPI).
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49 Based on the HICP, on the basis of which the interstate comparison should be made.
50 See the relevant ECB study: Koester et al. (2021).
51 In order to avoid a loss of competitiveness in the Greek economy vis-à-vis its main trading partners. It also implies the additional

assumption that the monetary policy will be such that it will not allow for a loss of competitiveness vis-à-vis the rest of the world.
52 Since the Greek public sector had not had time to be rated by at least one rating agency (out of the four main agencies recognized

by the ECB) with an investment grade.
53 While, in general, the eligibility requirements for eligible debt instruments set out in the APP were maintained, an exemption

was granted specifically regarding securities issued by the Greek public sector. The total amount of the Greek debt purchased by
the ECB under the PEPP exceeds EUR 39.2 billion.

54 See the relevant paper: Gatsios and Ioannou (2022).
55 S&P: BBB (20 October 2023, Standard & Poor’s (2023)); Fitch Ratings: BBB (1 December 2023, Fitch Ratings (2023)); and DBRS:

BBB (low) (8 September 2023, DBRS Ratings (2023)); whereas only Moody’s rates Greek state bonds at one step below its lower
investment grade (Baa3): Ba1 (15 September 2023, Moody’s (2023)).

56 According to Eurostat figures (as of January 2024) and EC estimates (November 2023).
57 See Calvo (1988) for such a feedback mechanism.
58 On the condition that government bond yields remain below the sum of GDP growth and inflation.
59 See Alogoskoufis (2021) for a more detailed analysis of these available options and the arguments in favor of the third of them.
60 For a comprehensive analysis of Greece’s demographic problem, see the relevant study by diaNEOsis: Balourdos et al. (2019).
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Innovates and Does Business]. Athens: diaNEOsis. Available online: https://www.dianeosis.org/research/research_policy
(accessed on 15 February 2024).

Kalyvitis, Sarantis, Margarita Katsimi, and Thomas Moutos. 2018. Eξαγωγές και Eξαγωγικές Eπιχειρήσεις στην Eλλάδα [Exports
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