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I.
 

IS THE INTERNATIONAL 
FINANCIAL CRISIS OVER? 

Yes, but risks remain
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Ι.1
 

Consensus Output Forecasts for
 

2010

2008 2009 2010f

USA 0.4 -2.4 2.9

Euro area 0.6 -4.1 0.7

Japan -0.7 -5.0 1.5

China 9.6 8.7 9.6

Brazil 5.2 0.0 5.5

Russia 5.6 -7.9 4.5

India 7.5 6.5 8.0

Greece 2.0 -2.0 -
 

2.8,-4.7

Bulgaria 6.0 -5.1 -0.8

Poland 5.0 1.7 2.6

Romania 6.2 -7.2 1.0

Serbia 5.4 -2.9 1.5

Turkey 0.9 -5.5 5.0

Real GDP We avoided a 
repetition of the 
1930’s by 
transferring the 
associated costs 
to the future

Stronger recovery 
in the US

Recovery depends 
on Exit strategy of 
monetary & fiscal 
authorities

Sluggish recovery 
in our region, with 
Turkey showing 
the best prospects
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I.1
 

Is the crisis over? Spreads down  
but not at pre-crisis levels

Source: Bloomberg
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I.1
 

Is the crisis over in our region?

Sovereign Spreads
(10-yr $ bonds over US bonds)

IMF funding reduces spreads
around the pre-Lehman levels

Source: JP Morgan EMBIG, Bloomberg

Post-measures 
Greek spreads 
tell a different 
story
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I.2  Slower future world growth ahead

1 Higher real interest rates ahead 
Risk premia to stay high
Higher demand for new bank equity capital will increase the cost of 
intermediation
Fiscal debt will compete with private debt for funding (crowding out)
Central bank intervention interest rates expected to go back up 

2. Future de-leveraging of the government sector, hence restrictive 
fiscal policy

3. Mediation of global imbalances: The US consumer is forced to 
reduce leverage and increase savings – hence lower exports by 
third countries to the US

The Chinese consumer is not ready to close the gap yet
India is still a closed economy
Europe depends on exports

It was not the Great Depression or Capitalism’s 1989, but this 
Great Recession is likely to leave its permanent

 
marks

My long-term view is for lower growth than the period 
leading up to the crisis
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The financial crisis is transformed 
into a debt crisis 
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II.
 

THE GREEK LONG-RUN 
IMBALANCES UNCOVERED 

Two major idiosyncratic imbalances:

i.
 

Lack of Competitiveness

ii.
 

Fiscal laxity
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IΙ.1   Ease of Doing Business rankings 
reveal lack of competiveness

World Bank: 
In

 
2009

 
Greece

 
ranked

 
109th

 
out of

 
183

 
countries

Rank Starting a 
business

(days)

Difficulty 
of hiring
(0-100)

Protecting 
Investors

(0-10)

Exporting 
Goods
(days)

Paying 
Taxes
(hours     

per year)

Greece 109109 1199 4444 33..33 2020 224224
OECD 1313 226.46.4 55..88 1010.5.5 194.1194.1
Portugal 4848 66 3333 66 1616 328328
Czech Rep. 7744 1515 3333 55 1717 613613
Τurkey 7373 66 4444 55..77 1414 223223
Βulgaria 4444 1818 1717 66 2323 616616
Romania 5555 1010 6767 66 1212 202202

Source: World Bank Ease of doing business 2010

Intention to reduce the number of starting days from 19 to 1!
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II.1  Price Competitiveness declines post-EMU
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CPI Real Effective Exchange Rate 
shows large overvaluation

Problem in the product 
markets, not so much in 
the labor market
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IΙ.1
 

Lack of competitiveness shows up in current 
account as well as in inflation differential

Source: Bank of Greece
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II.1
 

Gross External debt shoots up

The 6-year rise in external debt was more than 75 pp of GDP or €244 bn

169,1162,9
153,7

151,6146,2
141,0

133,6136,3
130,0

123,1119,2
120,2

117,9
112,8114,1

109,6 111,2112,7
103,2

99,5 100,199,7
94,693,9

60

80

100

120

140

160

20
03

 Q
4

20
04

 Q
1

20
04

 Q
2

20
04

 Q
3

20
04

 Q
4

20
05

 Q
1

20
05

 Q
2

20
05

 Q
3

20
05

 Q
4

20
06

 Q
1

20
06

 Q
2

20
06

 Q
3

20
06

 Q
4

20
07

 Q
1

20
07

 Q
2

20
07

 Q
3

20
07

 Q
4

20
08

 Q
1

20
08

 Q
2

20
08

 Q
3

20
08

 Q
4

20
09

 Q
1

20
09

 Q
2

20
09

 Q
3

% ΑΕΠ

The competitiveness deterioration is the deepest problem
The country lives way beyond its means

Source: 
Bank of 
Greece

€162 bn

€406 bn



Gikas A. Hardouvelis, March 8, 2010 14

0

20

40

60

80

100

120

140

Es
to

ni
a

Lu
x/

bo
ur

B
ul

ga
ria

R
om

an
ia

Li
th

ua
ni

a
La

tv
ia

D
en

m
ar

k
Sl

ov
ak

ia
Sl

ov
en

ia
C

ze
ch

Fi
nl

an
d

Sw
ed

en
Po

la
nd

C
yp

ru
s

Sp
ai

n
N

et
he

rla
Ire

la
nd

M
al

ta U
K

A
us

tri
a

EU
-2

7
G

er
m

an
y

Fr
an

ce
Po

rtu
ga

l
EU

-1
6

H
un

ga
ry

B
el

gi
um

G
re

ec
e

Ita
ly

II.2 Fiscal laxity is the second problem: 
Greek government debt soon to be 
the worst in EU-27

% GDP, 2009

Source: European Commission
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Greece

2010 2020 2035 2060
Pension

 
Expenditure

(% GDP)
11.6 13.2 19.4 24.1

Pension
 

system
dependency

 
ratio

 
(%)*

56 59 78 102

Euro Area
2010 2020 2035 2060

Pension
 

Expenditure
(% GDP)

11.2 11.6 13.2 13.9

Source: European Commission 2009

II.2  More fiscal problems ahead thanks to 
the unreformed pension system

* Number of pensioners relative to the number of contributors in public pension 
schemes

Pension system future pressures bigger in Greece
Lack of credibility of Greek fiscal statistics
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III.
 

IS THE CURRENT 
RESPONSE ADEQUATE? 

1)
 

The gloomy market view

2)
 

Greek SGP and its required revisions 

3)
 

When and how can the economy recover?
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III.1  Markets focused on Greece in early December

5/3: 272

5/3:113.7

FITCH S&P Moody’s SGP PrMin EU

Source: Bloomberg

5-yr 
Credit 
default 
swaps

The cost of prote-
ction against
default on $10 mn
Greek gov. bonds
is $272,000 
annually for 5 
years

Crisis began after Fitch downgrade and BoG statements on liquidity withdrawal

New measures
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III.2  SGP: General Government Revenues 
and Expenditures

Source: SGP
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III.2 Euro Area expenses also show 
deterioration in 2008, 2009
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Unlike Greece, EA countries entered Euro Area by 
cutting expenses
In fact, during 2009 , expenses lower in EA
Revenues were always higher in EA

The 2007-2009 deterioration was 4.4% 
of GDP, whereas in Greece 7.9%
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III.2  Greek Response:  SGP’s
 

strong points

Re-designing the budget framework
Single Payments Authority will become operational
Establishment of "fiscal rules" to ensure budget execution
Creation of a 10 percent contingency reserve
Ministries required to submit three-year budgets by end-January
‘‘zero-basis’’ for the re-evaluation of all applications for funding
Monthly reporting requirements for key ministries
Creation of a Parliamentary Budget Office
National Statistical Agency becomes independent
Use of external auditors in public sector entities

Tax reform with tax base broadening and a fight against tax evasion 
A hiring freeze in 2010, and a 5:1 rule from 2011 in the public sector
Pension system reform soon
Expenditure switch: More investment and less gov. consumption
Privatisation revenues of approximately 2.3 % of GDP per year
Willingness to proceed with missed structural reforms and a new 
export-oriented growth model
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II.5 Greek response: New Fiscal Measures 

Measures announced on February 3rd
Increase in fuel tax rate
Wage freeze in the public sector
Increase in retirement age

Measures announced on March 3rd
60% cut in  public employee 14th salary,  additional wage cuts (30% cut in overtime 
pay, abolition of special public-sector committees compensation, elimination of bonuses) 
12% cut in public employee wage allowances
Horizontal freeze in all state pensions
VAT rates increase (21% from 19%, 10% from 9% and 5% from 4.5%)
Increase in excise taxes on tobacco products, gasoline, electricity and luxury goods
Marginal tax rate on personal incomes in excess of €100k from 40% to 45%. 
Tax rate on property worth over €5mn will be raised to 2.0% from 0.1%, currently. 
Effective tax rate applied to real estate owned by offshore companies to 15% from 3%
Taxation of church property and income.
The public investment budget (PIB) for 2010 will be slashed by €500mn, plus €200mn 
from Min Education.
1% special levy on individuals that declared incomes in excess of €100k in FY 2009 
Cuts in special transfers to local governments, other public sector entities, reduced 
subsidies to OTE and PPC pension funds 
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III.3  Recent fiscal measures corrected SGP 
weaknesses and minimized nightmares

Greek
 

Gen. Gov. Debt
 

(%GDP) 2010 2011 2012 2013
SGP (Plan A & B) 120.4 120.6 117.7 113.4
Feasible* (baseline scenario) 124.1 130.5 132.6 133.1

Primary surplus -3.5 -1.3 1.7 2.4
Possible (pessimistic) 127.7 135.1 137.8 139.4

Primary surplus -4.8 -1.6 1.6 2.1

Greek
 

GDP Growth
 

(%) 2010 2011 2012 2013
Plan

 
A -

 
SGP -0.3 1.5 1.9 2.5

Plan
 

B -
 

SGP -0.8 1.0 1.5 2.0

Feasible (Baseline scenario) -2.8 -0.7 0.5 1.2

Possible (pessimistic) -4.7 -1.2 0.2 0.8

* Without new additions from calling to honor past guarantees of €26 bn or 11% of GDP

Implementation risks are high and the 
length of the recession unknown 

Both scenarios assume the recovery is back in H2-2011
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III.3   A balanced recent view from Moody’s

Moody’s released an 
assessment on March 3 
defending its A2 rating 
with a negative outlook  
It will closely watch the 
size of the primary balance 
and within a couple months 
know if it is going to 
downgrade Greece further

Source:  Moody’s
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III.3   When will Greece recover?
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IV.  Conclusions

A weak global recovery in 2010 and lower world growth in the next 5-7 
years with strong pressures on international banking
The crisis was imported in the region in 2008Q4, yet it uncovered the two 
major imbalances of the Greek economy, the lack of competitiveness and 
the lack of fiscal discipline
The EU supervision plus the market pressure are likely to trigger the 
structural reforms the country never dared to undertake before
The Greek SGP put an anchor on economic policies but required major 
correction, which took place in early March
Bond spreads are unlikely to rise unless fiscal implementation lags behind 
its targets
More fiscal measures may be needed if revenues do not materialize
A consensus for mutual sacrifices is required among Greek households 
and business owners
Politicians ought to reform themselves and begin viewing the state not as 
a source of political perks and benefits but as a engine to be managed
Competitiveness will be established only when the state sector becomes 
efficient, complementing rather than fighting the private sector
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