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Greece’s
Comeback

by GIKAS HARDOUVELIS

Minister of Finance

GREECE has put its fiscal affairs
in order, has stabilized the econ-
omy and has enabled its banks to
recapitalise successfully. Competi-
tiveness has been restored and the
country has undertaken a series of
liberalization measures, which have
already had a visible impact on its
critical tourism sector. It is also pre-
paring the ground, through an ambi-
tious privatization program (which
has already raised €3 billion), for a
substantial inflow of foreign capital.
These combined efforts will enable
our nation to fully exploit its exist-
ing business expertise, its sectoral
specialization and geographical ad-
vantage. And a more benign euro
area monetary and fiscal policy will
further reward Greece's determina-
tion to return to high growth.

Getting the basics right

The Greek Government shrank
its fiscal deficit by 12.4% of GDP in
the period 2009-2013, achieving the
biggest and fastest fiscal consoli-
dation among OECD countries, de-
spite the deep and protracted out-
put contraction and the high social
cost. The Government took cumula-
tive fiscal measures of over 30% of
GDP during the period 2010-2014 by
implementing budget cuts and ex-
panding the tax base. Since 2008,
the Greek economy eliminated a
current account deficit equivalent
to 15.6% of GDP, reaching a current
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account surplus of 0.7% of GDP in
2013, the first surplus since 1948.

These achievements would not
have been attainable without a re-
silient consensus held by a signifi-
cant majority of the population in
favor of Greece's eurozone mem-
bership. The Greek people have de-
cided that, despite their extensive
loss of income and deep suffering,
they want to stick with the euro and
preserve Greece’s status as mem-
ber country of the European Un-
jon’s inner core; such status is the
best guarantor of the country's sta-
bility and welfare over time.

As a result, the country was able
to restore its access to the capital
markets, making its post-crisis de-
but with an oversubscribed issue of
5-year bonds last April. Addition-
ally, many private enterprises are
entering the international bond and
capital market, including Greece's
four systemic banks, which boosted
their capital adequacy and liquidity
by raising additional capital of €8.5
billion from international investors
in mid-2014.

Greenshoots of an
incipient recovery are
already visible in the
Greek economy.

Setting the Foundations for Growth

In parallel to restoring its fiscal
stability and recapitalizing its bank-
ing sector, Greece has also restored
its competitiveness and made sig-
nificant steps towards improving
the product and service markets'
efficiency. The country has claimed
back the totality of labor cost com-
petitiveness that was lost in 2000-
2009. We liberalized numerous
professions and service sectors,
ranging from trucking to the cruise-
ship sector, and eliminated numer-
ous bureaucratic hurdles. Several
international rankings have veri-
fied the efficacy of these extensive
reforms. Indicatively, from 2012 to
2013 Greece achieved an improve-
ment in the World Bank ‘Starting
a Business' and ‘Protecting Inves-
tors’ indicators of 111 and 33 posi-
tions respectively. Greece was also
ranked 1st in the OECD reform re-
sponsiveness indicator for 2013 and
2014 as well as the 2013 and 2014
‘Adjustment Progress’ indicator of
the Lisbon Council and Berenberg
Bank.

No major sector exemplifies this
structural transformation better
than tourism. In 2013 tourist arriv-
als and revenue increased by 15%,
a historical record, and an even
better performance is expected for
2014. According to the World Travel
and Tourism Council, the total con-
tribution of the sector to Greek
GDP was 16.3% in 2013 and is /
forecast at 16.9% for 2014. ;

Greenshoots of an incipi-
ent recovery are already vis-
ible in the Greek economy.
Annualized quarterly rates
of GDP contraction are con-
tinuously de-escalating,
from -8% in Q4 2012 to -0.9%
in Q1 2014, with a positive 7§
reading of 0.6% expected for
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2014 as a whole. Private consump-
tion recorded a positive reading
already in Q1 2014; industrial pro-
duction returned to positive ground
in early 2014, for the first time since
2008; the Economic Sentiment indi-
cator improves continuously, con-
verging to the Eurozone average;
the PMI also crossed the threshold
separating GDP contraction from
expansion for the first time since
2009. Growth in 2015 is expected to
reach 3%.

The Greek government is also
determined to fully utilize its as-
sets. Privatizations and conces-
sions in ports, airports, railways
lines, the ownership rights for oil
and gas exploration
and elsewhere are
set to attract the
capital and know-
how necessary for
the Greek economy
to derive the maximum value from
its location and natural resource
advantages. Our tradables are well-
placed to benefit from the arrival of
global players in important sectors,
from the export of commodities to
the growth of cross-border logistics.

Last but not least, Greece’s ma-
jor private Greek corporations are
increasingly seeking partners from
abroad S0

that they can access the capital and
know-how, necessary to prosper in
highly competitive international
markets. This is a trend that | have
unequivocally endorsed.

Safely integrated in a promising
eurozone and the world's largest
free trading zone

I will conclude my analysis where

I started, emphasizing Greece’s
membership in the eurozone as well
as the world's largest free trading
zone. Just as Greece has confronted
the crisis due to its determination
to maintain its membership in the
euro area, the euro area, in turn,
will amply repay this

Growth in 2015 determination.  The
Is expected to
reach 3%.

euro area has reached
a consensus  that
structural reforms are
an indispensable pillar
of the eurozone. At the same time,
there is growing recognition within
the euro area that those structural
reforms need to have two addition-
al characteristics, namely be both
politically viable and economically
effective. European policy makers
are convinced that, for this to hap-
pen, structural reforms need to be
accompanied by a mobilization of
public and private capital invested
in euro area-wide infrastructure
and network industries.

For Greece this means two
things. First, our own reforms will
be strongly tied to a euro area pol-
icy consensus on deepening struc-
tural reforms. Second, the pros-
Y pect of these reforms will be
boosted by a benign euro area
macro-environment, translat-

ing into stronger demand for
goods and services. We are
building an internationalized
economy, which will benefit
significantly from this external
demand. [1E

Greek banks
reach calmer seas

Contributing Editor IL London

For Greek bankers reflecting
on their travails in recent years,
the words of Odysseus—speak-
ing to himself 28 centuries ago
—may have provided fortitude:
“Hold fast, my heart, you have
endured worse suffering.”

Given the highly public and
drawn-out nature of the crisis in
Greece's financial sector starting
in 2009, it is easy to forget that
it was preceded by a domino-
esque collapse of banks in de-
veloped economies, including
the US, UK, Iceland, Ireland, Por-
tugal and Spain. The government
bailouts that followed in those
countries consumed trillions of
taxpayer dollars and euros.

By that standard the Greek fi-
nancial sector was stabilized with
relative ease. Just a few years on
from the worst of the crisis, the
largest institution, National Bank of
Greece (NBG), completed a €2.5bn
equity offering with active partici-
pation from international investors
including funds managed by Fidel-
ity, Pimco and George Soros.

Early this year Piraeus Bank
completed a three-year bond of-
fering of €1.75bn at a yield of 5125%,
covering the worst-case scenario
outlined in the latest stress test
conducted by BlackRock and Roth-
schild. Meanwhile, Alpha Bank was
able to raise €1.2bn in equity from
hedge fund Paulson & Co among
others, and a few months later
found strong demand for a €500m
three-year bond offering at a yield
of just 3.5%.

All three banks and the nation-
alized Eurobank were beneficiaries
of funding provided by the IMF and
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Tourism Council) £it, MEklTE
2013 S 5UER 7 %58 GDP #Y 16.3%,
2014 F£it A 16.9%.
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