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Latest developments of the Greek economy

After seven consecutive years of economic adjustment, under a changing policy mix of fiscal consolidation, austerity and uneven structural reforms, which had a very high socioeconomic cost in terms of extreme unemployment and poverty, the Greek economy is recovering based on restored confidence, recovery of investments and the decline of the unemployment rate. The process of restoring confidence was based on a large fiscal adjustment, economic reforms and the continued efforts of the Government to safeguard social cohesion.
Thus, fiscal performance improved dramatically by shifting the general government deficit from -3,7% of GDP in 2014 to a surplus of 0,7% of GDP in 2016 and reaching the highest primary surplus of the past 25 years: 4,2% of GDP in 2016, against an initial forecast of -0,5% of the IMF.

The recent recommendation of the European Commission to the Council to close the Excessive Deficit Procedure for Greece is a strong proof of the re-balancing in the country's public finance situation and the resulting return of investor confidence, as evidenced by the country's credit rating upgrade  by Moody's,  S & P and Fitch.

The new Development Law, the simplification of business licensing procedures, the revision and consolidation of wages in the public sector, the merger of pension funds into a single common fund, product markets reforms under the OECD toolkit, full independence of the tax authority, acceleration of privatizations in key markets, the extrajudicial mechanism regulating corporate debt and the implementation of the Minimum Guaranteed Income, are examples of recent structural reforms, which helped restore confidence and growth.
In fact, the reform effort in Greece is one of the most comprehensive between OECD countries after 2010. As a result, Greece registered positive results in three out of the last four quarters and economic growth is expected to further accelerate in the future, according to all official forecasts.

Indeed, the deep recession of 2009-2013 was followed by a stabilization period (2014-2016) while this year's strong first quarter performance confirms that a recovery is underway. In the first quarter of 2017, 

· Real GDP grew annually 0,4%, 

· Gross fixed capital formation increased 11,2%, and, 

· Exports of goods and services increased 4,8%. 

Further indicators of economic recovery include:
· Private consumption grew 3% on average over the last three quarters (3Q2016-1Q2017). 

· Exports of goods and services and industrial production rose annually by 17% and 6% respectively in the first semester of 2017.
· Wage employment increased 37,5% between 2014 and 2016 and 2,8% annually in the seven months of 2017 (263.100 new jobs till July 2017, a record from 2001).

· As a result, unemployment, although still high, fell from 26,5% in 2014 to 22,2% in the first five months of 2017 – the lowest level since 2011 – and 21,7% in May.

· Inflation grew 1,3% in the first semester of 2017, marking the end of deflation and recession. 

· The current account deficit was reduced to -0,6% of GDP in 2016, from -1,6% in 2014 and -11,7% in 2009.

There is strong evidence that the restored confidence in the economy can further boost private investment, thus allowing Greece to grow at or above 2% this year.
1. Strong growth of FDI (37,3% in 2016 compared to 2014 and a robust 184,6% annually in the first six months of 2017).

2. In the first half of 2017 the net number of business start-ups versus closures is positive, at 2.259.

3. Investor confidence in Greece's future prospects is rising. By announcing their new investment plans in Greece, domestic and foreign companies such as Carlsberg, Nestle, Vodafone, Philip Morris, Sobi, CMA and Savidis Group, Accor Hotels Group, Wyndham Hotel Group, CVC Capital Partners , confirm the end of political uncertainty and the establishment of a friendlier investment environment in the country. 

4. Moreover, large companies already participating in Greece's Privatization program (Cosco, Trainose, Fraport, Lamda, Afantou, Cmec-PPC, Tap, Astir Vouliagmeni, etc.) announced multiannual investment projects that add up to more than 2 billion euro a year.

5. The economic climate has steadily improved over the last few months, deposit outflows have reversed lately (after April 2017) and spreads have fallen to 487 basis points in July 2017 from 814 in July 2016, allowing Greece to return to capital markets at an interest rate lower than that achieved in 2014.

6. 2017 is the second consecutive record-breaking year for tourist arrivals, expected to exceed 30 million visitors. 

7. The Purchasing Managers Index (PMI) inched up to 50,5 (June-July) and economic sentiment indicator increased to 94,5 in the first seven months of 2017 from 90,6 last year.
8. Retail trade volume increased 2,2% annually in the first five months of 2017 compared to -3,6% last year.

9. Increase of Public Investments to 6,75 billion euro in 2017 (the higher since 2010).

10. Acceleration of the Government’s privatization program with spillover private investment effects, exceeding 2 billion euro (estimate for 2017).   

Recent investment undertakings include:

1. TEMES SA, investment of 250 million euro for the construction and operation of a luxury golf resort and villas –an expansion to an already operating facility at Navarino Bay;
2. Philip Morris International Inc. (PMI), investment of 300 million euro for the conversion and expansion of the cigarette factory Papastratos;
3. Mytilineos Group, investment reaching 400 million euro for a second aluminum production unit;
4. Hellenic Telecommunications (OTE), investment of 1,5 billion euro, of which 400 million to be spent in the current year, for fiber optic expansion of networks increasing broadband capabilities;  
5. Fraport Airports Greece, investment of more than 400 million euro by 2018 for the upgrading and expansion of the facilities of 14 regional airports; 
6. Athens International Airport SA (AIA), investment of 600 million euro for the 20-year extension of the concession agreement; 
7. Wind Communications, investment of 200 million euro for increased broadband capabilities; 
8. ExxonMobil investment plans of around 5 billion euro in the development of hydrocarbon deposits off Greek shores. 
2nd Review, Return to capital markets, 2017 and Prospects 

· The recent agreement with Greece's lenders, which acknowledges the need to examine debt sustainability, to take additional measures of debt restructuring at the end of the program if needed, and to help the country return to capital markets (participation in the ECB’s QE program remains undefined for now), is expected to further stimulate investment and exports. The Eurogroup stands ready to implement, without prejudice to the final DSA, extensions of the weighted average maturities (WAM) and a further deferral of EFSF interest and amortization by between 0 and 15 years.
· As lower public debt liabilities tend to lower interest rates, rising potential growth and increasing fiscal space enable the reduction of tax rates and the expansion of social policies. The successful completion of the 2nd review of Greece's macroeconomic adjustment programme paves the way for this process.

· Following the successful review and agreement with the country’s international lenders, Greece achieved solid demand for its first bond issue in three years, primarily from foreign funds, with falling bond yield spreads , , signaling the country’s successful return to the bond market.

Prospects for 2017 remain positive given (a) the restoration of cost competitiveness and profitability during 2015-16, (b) the implementation of the short-term debt relief measures as of January 2017 (c) the completion of the second review and (d) the speeding up of the privatization program with further relaxation in capital controls, (e) political and social stability in the country. 

Moreover, should the planned private and public investment projects proceed and the reduction of non-performing loans materialize, the favorable effect on the pace of economic recovery will be significant, given the multiplier effects both on the real economy and on the banking system; banks would benefit from higher asset quality, higher liquidity, lower financial risk and hence lower funding costs; this would translate into higher loan supply, as well as into a boost in demand growth.

The investment prospects are positive for the following reasons:

1. Investments should rebound from a very low base and gather pace just to satisfy entrepreneurial machinery needs neglected for years. For example, production of capital goods is already recovering by 7% annually in the first semester of 2017.

2. The digital economy is underdeveloped in Greece (only 28% of Greeks use e-banking compared to an average of 60% EU-wide) offering a great growth potential and plenty of  investment opportunities.

3. In 2008, Gross Fixed Capital Formation (GFCF) to GDP was 23,8% in Greece and 23% in EU19 while Greek unit labor costs were 65,5% of EU19. In 2016, the GFCF/GDP ratio was 11,4% in Greece and 20,1% in EU19, while the Greek unit labor cost was only 47,7% of the EU19. This makes Greece a country with a highly specialized, yet very competitive human capital attractive to private investment.

4. Lately, the structure of inward FDI has improved, since greenfield investments share of inward FDIs was 24,7% in 2014, increasing to 35% in 2016.

5. Investment opportunities abound in real estate, both residential and commercial (with 40% decreased market prices since their peak in 2008), transport infrastructures (logistics), energy, IT and Communications, biotechnology and health services, including clinical trials and the pharmaceutical industry, the many form targeted-tourism (agro, cultural heritage, religion, medical, thermal spring), and agrifood production focusing on the popular Mediterranean diet. 

6. Geopolitical changes in the region are transforming Greece into a stable economy in the SE Europe and Mediterranean regions, and finally 

7. The country is rapidly becoming a transit center and an energy node for Eurasia, with its natural gas deposits attracting increased FDI interest.

8. The Government is gradually creating a fiscal space for the private sector, and is implementing policies stimulating investments and exports. 

9. The share of exports of goods and services as a percentage of GDP increased substantially from 20% in 2009, to 30% in 2015-16.

10. The Government is encouraging private and public sectors to join forces in using the available national and EU institutional financing tools.  

11. The Government is increasingly encouraging the private sector's involvement in  infrastructure projects (e.g. through PPPs), as private sector participation significantly increases efficiency in creating public assets and providing services. 

12. A strong record of very successful PPP projects (waste management, school construction, recycling facilities, street electrification, etc.) has been established demonstrating the projects’ social acceptance and innovative financing.

Reforms

By the end of 2016 Greece had implemented 186 out of the 369 recommendations of the OECD Toolkit III, thus meeting the agreed target. The implementation process is ongoing. 
The overall framework within which the Greek state and enterprises have functioned is being revisited and improved with the adoption of new laws aiming at the simplification of the processes of starting and licensing new businesses.

A Fast Track law has been enacted providing an environment of transparency and security for strategic investments, accelerating the implementation of large-scale investment plans, whether private or public-private partnerships. 

The law is expected to shorten the implementation process by setting new and exclusive deadlines with which the public administration must comply.

A new Tax Law was enacted in 2016 establishing a simple, fair and stable tax system for strategic investments that guarantees the tax rates for twelve years in addition to offering discounted tax rates depending on the size of investment and the number of jobs created along with employment subsidies for new hires. 

Non-performing loans are being legally settled to the benefit of both creditors and borrowers, and further legislation has been enacted for an out of court mechanism addressing NPLs of small and medium size enterprises. The banking system’s goal is to reduce NPLs by 40 billion euro by the end of 2019.

Greek banks were successfully recapitalized and their capital adequacy ratio, as calculated by the Basel II and III agreements, is twice the one required. The recent credit rating upgrades by Moody’s and Fitch indicate the robustness of the banking system.  

Modernizing the public administration, promoting speed and efficiency in the judiciary system, combating corruption and fighting tax evasion, are part of the reform effort underway that will make a significant contribution to attracting foreign investments.

To further stimulate exports and investment the Government seeks strategic partnerships with non-European countries, i.e., USA, Israel, China, the Arab States, etc.  

A strategic partnership between Greece and China is established as Greece’s Piraeus Port Authority SA approved a long-term concession agreement with COSCO, investment that transformed Piraeus and Greece into the main gateway to Europe for trade flows from Asia. Other Chinese companies have expressed strong investment interest in infrastructure, logistics, insurance and commercial real estate.
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