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Editorial
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northern neighbour, the immediate integration of the 
Republic of Northern Macedonia into NATO and the 
revitalisation of its European Union prospects. At the 
same time, the four amendments to the Constitution 
–which the House of Representatives voted for on 11 
January– came into force, while the process of issuing 
new passports and installing new road signs has also 
begun. Moreover, within the framework of the Prespa 
Agreement, Statues and Public Buildings that repre-
sent part of Greece’s historical heritage will be given 
new inscriptions with clarifications that they symbolize 
the Ancient Greek period and honour the friendship 
between the two nations. As part of the Prespa agree-
ment, the government of the Republic of Northern 
Macedonia also committed to removing the Vergina 
Sun, including its use in flags, from all public spaces 
and from public use.

The 38th issue of KEPE’s Greek Economic Outlook is 
presented in two parts. Part One examines the recent 
developments and prospects for the main compo-
nents of demand, the Consumer Price Index in Greece 
and the Eurozone, as well as the factor model fore-
casts for short term prospects of GDP. An overview of 
the recent economic developments and prospects in 
the international environment is also presented. Public 
finances are examined through an analysis of the State 
Budget Execution (2018) as well as the evolution and 
structure of public debt. Recent developments in key 
variables of the Greek labour market are discussed, as 
well as the issue of the participation of foreigners in the 
Greek labour market. Finally, sectoral policies are an-
alysed through an examination of the sharing econo-
my-collaborative economy: use of services in Greece, 
as well as key developments in the competitiveness 
of the Greek economy and the Greek capital market. 
Finally, the article presented in Part Two analyses 
“The special purpose vehicle (SPV) as a mechanism 
of banks’ relief from the NPLs through securitization”.

RITSA PANAGIOTOU
Editor

The 38th issue of KEPE’s Greek Economic Outlook 
is circulating at a crucial time, as the Greek econo-
my continues its post-memorandum transition. On 21 
November 2018, the first post-memorandum report 
on Enhanced Surveillance of the Greek Economy was 
published by the European Commission, following the 
visit of the representatives of Institutions to Athens on 
10-14 September. The second report is expected to 
be published on 27 February 2019, where the con-
clusions of the evaluation conducted in Athens from 
21 to 25 January 2019 will be presented. The second 
evaluation focused on the key challenges facing the 
Greek economy: fiscal adjustment and the prospects 
for achieving the primary surplus target of 3.5% of 
GDP, the implementation of 16 specific reform com-
mitments (which should have been completed by 
end of last year), the continuation and completion of 
the key reforms launched under the program and the 
consolidation of financial stability, including the is-
sues of non-performing loans and the revision of the 
First Home Protection Act (Katseli Law). The Institu-
tions have expressed serious reservations about the 
Greek government’s draft revision of the Katseli law: 
they stressed that if their concerns were not addressed 
within the next few weeks, the outcome of the second 
evaluation could be affected. A negative evaluation 
from the Institutions could mean not only that Greece 
might not receive the disbursement of central bank 
profits from Greek bonds –about one billion euros– but 
it could also have a destabilising impact on the mar-
kets. The second report is due to be discussed at the 
Eurogroup meeting in March.

In the international arena, the most important issue for 
Greece was the ratification of the Prespa Agreement 
by the Greek Parliament with 153 votes on January 
25, 2019, following months of intense political con-
frontation and strong social unrest and polarisation. 
The Prespa Agreement entered into force on Febru-
ary 12 and the Former Yugoslav Republic of Macedo-
nia (FYROM) was officially renamed the Republic of 
Northern Macedonia: this paved the way for the nor-
malisation of bilateral relations between Greece and its 
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the corresponding quarter of 2017 (Table 1.1.1). At 
a first glance, this development does not appear to 
differ significantly from the course of the GDP in the 
previous quarters, and therefore the Greek economy 
appears to remain on a path of moderate recovery. 
However, the dynamics of this recovery, as reflected 
in the evolution of individual macroeconomic aggre-
gates, presented during this period comparatively 
more intense elements of instability, mainly on the 
part of domestic demand. More particularly, gross 
fixed capital investment declined considerably in 
the third quarter of 2018, as compared to the cor-
responding quarter of the previous year. In parallel, 
private consumption, although remaining on a rising 

1.1. Recent developments and 
prospects in the main demand 
components

Ersi Athanassiou

According to the most recent seasonally adjusted 
data of the quarterly National Accounts (ELSTAT, 
provisional data, December 2018) during the third 
quarter of 2018 Greece’s GDP continued to increase, 
recording a rate of change of 2.2% as compared to 

1. Macroeconomic analysis and projections

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 4-11

TABLE 1.1.1  Main macroeconomic aggregates
% rates of change compared to the corresponding period of the previous year (seasonally adjusted data 

at constant prices)

        
9 month period 

Jan.-Sept.

 2017Q1 2017Q2 2017Q3 2017Q4 2018Q1 2018Q2 2018Q3 2018 2017

Private consumption 1.1 1.2 1.5 -0.2 0.5 1.3 0.7 0.8 1.3

Public consumption -3.0 -1.1 0.4 1.7 -0.6 -4.3 -4.1 -3.0 -1.2

Gross fixed capital 
formation 8.0 -8.5 26.1 12.2 -8.8 19.2 -23.2 -6.2 8.3

Domestic demand* 1.5 0.0 3.6 1.5 -0.9 2.6 -3.5 0.7 -1.1

Exports of goods and 
services 5.7 9.1 7.0 5.9 8.1 9.2 7.6 8.3 7.3

Exports of goods 3.3 8.3 2.9 8.2 11.0 7.0 7.9 8.6 4.8

Exports of services 9.3 11.4 10.5 2.9 4.8 12.2 8.0 8.3 10.4

Imports of goods and 
services 15.7 5.8 5.3 3.2 -7.5 2.7 15.0 3.1 8.9

Imports of goods 17.5 4.3 4.7 2.2 -11.3 -0.1 15.0 0.6 8.8

Imports of services 9.8 13.6 5.2 7.8 11.8 16.0 16.0 14.6 9.4

Balance of goods and 
services 0.0 1.8 2.0 2.1 2.5 1.7 2.2 2.1 1.2

Source: National Accounts, ELSTAT (December 2018), own calculations.

* Excluding the change in inventories.
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track, seemed to present, once more, a weakening of 
its rate of change. These developments, in combina-
tion with the continuing restraint in public consump-
tion in the framework of fiscal adjustment, resulted in 
a decline in domestic demand by -3.5% as compared 
to the corresponding quarter of 2017, with the corre-
sponding negative contribution to the rate of change 
of the GDP amounting to -3.6 percentage points 
(Figure 1.1.1).

With respect to developments in the external sector, 
favourable conditions in international demand contin-
ued to exert a positive effect on exports, which pre-
sented significant growth for a ninth consecutive quar-
ter. In parallel, a considerable increase was recorded 
over the same period in imports, a development that 

is partly related to the increase in oil prices and the 
consequent pressures on the cost of fuel imports. 
On the whole, the negative contribution to the rate of 
change of the GDP from the increase in imports out-
weighed the corresponding positive contribution from 
the strengthening of exports; the result being a neg-
ative contribution of the external sector to the rate of 
change of the GDP in the third quarter of 2018 (-2.5 
percentage points).

From the aforementioned evolution in the figures of 
domestic demand and the external sector, it is evident 
that developments in inventories played a crucial role 
in shaping positive GDP growth in the third quarter of 
2018. As illustrated in Figure 1.1.1, the contribution of 
the change in stocks to the rate of change of the GDP 

FIGURE 1.1.1
Contributions to the rate of change of the real GDP
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FIGURE 1.1.2
Economic sentiment indicator
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trend prevailing in the first and second quarter of the 
year, the general index recorded positive percentage 
changes in July (2.4%), August (3.6%) and Septem-
ber (2.9%) and a negative change in October 2018 
(-4.0%). With respect to developments in the three 
main retail sector categories, namely the food sector, 
the automotive fuel sector and the non-food sector, 
the trends recorded during the period July-Septem-
ber 2018 were purely positive in the case of the non-
food sector, mostly positive in the case of the food 
sector and mostly negative in the case of the automo-
tive fuel sector. However, in all three categories the 
index recorded a significant decline in October 2018 
(Figure 1.1.3).

The above mixed trends in retail trade are also mirrored 
in the evolution of the indices in the individual retail 
store sub-categories. More particularly, in the period 
from July-September 2018, the indices referring to 
supermarkets, pharmaceuticals-cosmetics, clothing-
footwear, furniture-electrical equipment-household 
equipment and books-stationery-other books record-
ed positive percentage changes compared to the 
corresponding period of 2017 (in the area of 4.3%, 
1.2%, 2.8%, 0.7%, 6.1% and 2.2%, respectively). On 
the contrary, a marginally negative rate of change 
was recorded over the same period in case of the 
index for automotive fuel (-0.2%), while a significant 
reduction was observed in the sub-category referring 
to food-beverages-tobacco (-4.0%). With respect to 
developments in October 2018, the relevant indices 
recorded negative rates of change as compared to 

was unusually high during this period, a development 
which is likely to be related to the weakening of do-
mestic demand and the consequent lower absorption 
of produced and imported goods.

Focusing on the available indications with respect to 
the course of economic activity during the most recent 
period, the economic sentiment indicator remained on 
an upward trend up to August 2018, thereafter exhib-
iting a marked decline in September and small fluc-
tuations up to December (Figure 1.1.2 above). These 
developments suggest that, while the economic cli-
mate remains comparatively favourable, its dynamics 
appear to stabilise recently. 

Regarding the main factors shaping the recent devel-
opments in the GDP and its main components, next 
follows a more detailed analysis of their evolution and 
prospects, on the basis of National Accounts data and 
selected short-term indicators. 

1.1.1. Private consumption

According to National Accounts data, private con-
sumption remained on a rising trend during the third 
quarter of 2018, presenting nevertheless a decelera-
tion of its rate of growth to 0.7% as compared to the 
corresponding quarter of the previous year. 

Additional indications on the recent course of private 
consumption are provided on the basis of the evo-
lution of the monthly volume index in retail trade for 
the period July-October1 2018. Following the upward 

1. The data for October are provisional. 

FIGURE 1.1.3
Percentage changes in the general volume index and the main sector indices in retail trade 
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hand, household savings remain negative, a situation 
which induces households to hold back their con-
sumption or use part of the increase in their incomes 
to lessen their negative savings position, particularly 
in periods of increased financial obligations or rising 
cautiousness. 

Regarding the prospects of private consumption, the 
negative turn in the volume index in retail trade in Oc-
tober 2018 may be incidental, but nevertheless is not 
a favourable sign with respect to developments in con-
sumption in the fourth quarter of 2018. On the other 
hand, the wider prospects for the continuation of the 
recovery of the economy is consistent with a positive 

the corresponding month of the previous year in all 
individual sub-categories except books-stationery-
other books.

With respect to the data and indices mentioned above 
it seems that private consumption is under the influ-
ence of opposing forces and as a result the prevailing 
upward trend is restrained or temporarily interrupted. 
On the one hand, the recovery of private consumption 
is favoured by developments in household disposable 
income, which as illustrated in Figure 1.1.4 recorded 
a significant increase in the first and second quarters 
of 2018 (2.6% and 3.3%, respectively, as compared to 
the first and second quarters of 2017). On the other 

FIGURE 1.1.5
General volume index in retail trade and confidence indicators

% changes, seasonally adjusted general volume index in retail trade
Seasonally adjusted retail confidence indicator (right-hand axis)
Seasonally adjusted consumer confidence indicator (right-hand axis)
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FIGURE 1.1.4
Gross Savings (million euro) and percentage change of the disposable income of households and 
NPISHS
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from -1.1 and 2.1 points in the previous two quarters, 
respectively. 

The decline of gross fixed capital formation in the 
third quarter of 2018 was due exclusively to the drop 
in investment in other constructions, as expenditure 
in this category fell by -49.1% compared to the corre-
sponding quarter of the previous year (Table 1.1.2). 
This development reflects partly a lack of sufficient 
volume of large construction projects which could 
contribute decisively to investment expenditure. In 
contrast to the category of other constructions, in-
vestment in the other main categories increased in 
the third quarter of 2018. More particularly, invest-
ment in transport equipment recorded a large in-
crease (154.4%), while a significant boost was also 
observed with respect to investment in machinery 
and equipment (18.4%) and ICT equipment (16.5%). 
In parallel, investment in other products increased 
marginally (0.2%), while developments were prom-
ising in the case of investment in dwellings (20.8%), 
which seems to be favoured by the apparent trend 
for recovery of the real estate market. 

More particular information with regard to the recent de-
velopments in residential investment is derived, in princi-
ple, from the residential buildings indicator with respect 
to square meters of useful floor area, based on build-
ing permits. According to both the individual monthly 

projection for private consumption in 2019, subject 
to the condition that no further uncertainty will arise 
with respect to compliance with the country’s main 
economic obligations and the further normalization 
of economic conditions. At this point consumers ex-
hibit improved expectations with regard to the course 
of their consumption expenditure, as reflected in the 
significant and continuous increase of the consumer 
confidence indicator during the period July-December 
2018 (Figure 1.1.5 above). In parallel, positive expec-
tations, with some fluctuations, are also observed on 
the part of retailers, with the retail confidence indicator 
rising during the period from July to September 2018, 
falling in October and November and then rising once 
again in December 2018.

1.1.2. Investment 

Following a significant decline in the first quarter of 
2018 and a considerable increase in the second quar-
ter of the year, gross fixed capital formation decreased 
substantially in the third quarter of 2018, with the rele-
vant rate of change amounting to -23.2% as compared 
to the corresponding quarter of 2017 (Table 1.1.2). As 
a result of the latter development, the contribution of 
investment to the rate of change of the GDP amounted 
to -3.3 percentage points in the third quarter of 2018, 

TABLE 1.1.2  Main investment aggregates
% rates of change compared to the corresponding period of the previous year (seasonally adjusted data, 

constant prices)

 Quarters

 2017Q1 2017Q2 2017Q3 2017Q4 2018Q1 2018Q2 2018Q3

Cultivated assets 12.5 20.5 27.6 16.2 3.1 3.6 5.7

Other machinery and 
equipment and weapon systems -5.3 1.7 -1.2 29.3 22.1 20.8 18.4

Transport equipment and 
weapon systems 150.5 0.9 -19.0 89.0 -55.3 -44.5 154.4

Information Communication 
Technology (ICT) equipment -16.6 -1.1 11.2 34.8 25.5 15.8 16.5

Dwellings -8.5 -1.4 -3.8 -8.1 11.1 5.4 20.8

Other construction -13.3 -29.0 89.4 -24.8 9.4 53.2 -49.1

Other products -2.5 -1.7 -1.2 0.2 -1.4 -0.5 0.2

Gross fixed capital formation 8.0 -8.5 26.1 12.2 -8.8 19.2 -23.2

Source: National Accounts, ELSTAT (December 2018), own calculations.
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Looking back to developments in investment over the 
past two years, one observes significant volatility in the 
relevant rates of change, and a failure to maintain the 
positive dynamics prevailing from time to time. This 
turbulence in the path of investment underlines the fact 
that the stabilization of the economy and the general 
improvement of the economic climate are necessary 
but not sufficient conditions for the consistent recovery 
of investment expenditure. The achievement of the fast 
and continuous growth in investment that is necessary 
for securing stable and viable economic recovery, is 

observations of the residential buildings indicator and 
the estimated private building activity,2 conditions have 
improved over the most recent period of reference. 
More specifically, the monthly percentage changes of 
the residential buildings indicator remained significantly 
positive in July, August and September of 2018 (17.6%, 
46.6% and 26.6%, respectively, on a year-on-year ba-
sis), while, in parallel, positive rates of change were also 
recorded during the same period in the estimated pri-
vate building activity (24.7% in July, 28.0% in August 
and 29.2% in September) (Figure 1.1.6).

2. A twelve-month moving average and the related percentage point changes are calculated. 

FIGURE 1.1.6
Estimated residential building activity based on permits
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FIGURE 1.1.7
Construction confidence indicator
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exports was due to the considerable improvement in 
transportation receipts (by 23.8% in the third quarter 
of 2018, according to Bank of Greece data), as well 
as to the continuing rise in tourism receipts (by 4.4%, 
respectively). In the case of transportation receipts, a 
significant positive role in their development seems to 
have been played both by favourable trends in world 
trade, and by the related higher levels of ocean ship-
ping freight rates as compared to the corresponding 
period of the previous year.

With respect to imports, despite the decline in domes-
tic demand in the third quarter of 2018, the overall 
positive expectations with respect to the path of the 
economy appear to have influenced the demand for 
imports of goods and services. Moreover, the value of 
goods imports was augmented, as already mentioned, 
by higher oil prices, while payments for transportation 
services were clearly affected by the rise in ocean 
shipping freights. Thus, in the field of services imports, 
the rate of change as compared to the corresponding 
period of the previous year remained positive (16.0%), 
while in the field of goods exports, the relevant rate 
of change tuned positive (15%) after two quarters of 
decline. As a result of these developments, the con-
tribution of imports to the rate of change of the GDP 
amounted to -5.0 percentage points in the third quarter 
of 2018.

Concerning the prospects of the external sector, the 
projections of international organizations for world 
trade growth and GDP growth in Europe during 2019 
point to a deceleration as compared to the previous 
year. This development, in combination with the recov-
ery of tourism activity in the markets of the Eastern 
Mediterranean, may affect to some extent Greece’s 
exports of goods and services in the current year. On 
the other hand, the lower expected prices of oil in 2019 
will help to restrain fuel imports, while the evolution of 
imports of goods other then fuel will depend on the 
course of domestic demand and more particularly on 
the extent of the recovery of investment and private 
consumption. 

1.1.4. Conclusions and prospects

From the above analysis, one may observe a contin-
uing course of gradual recovery for the Greek econo-
my, but also recurring volatility as to the contribution of 
individual demand components to the rate of change 
of the GDP. An important positive feature of recent de-
velopments is fast growth in exports of goods and ser-
vices. On the other hand, gross fixed capital formation 
continues to fluctuate widely, private consumption dy-
namics are rather weak, while expected developments 

subject, on one hand, to the improvement of financing 
and liquidity conditions in the market through a further 
stabilization of the domestic banking system, and on 
the other hand to the implementation of major projects 
that will boost the investment climate and strengthen 
investment expenditure in the construction sector. 

On the basis of the above, it is evident that the short-
term path of fixed capital formation in the country will 
depend upon progress in the areas just mentioned, 
while effects on investment aggregates may arise in 
2019, in the framework of the election cycle. Concern-
ing the constructions sector, market players appear 
to remain cautious, as indicated by the relevant confi-
dence indicator which recorded a decline in Septem-
ber and an improvement in October and November 
2018 (Figure 1.1.7 above). 

1.1.3. External balance of goods and services

Exogenous factors continued to play a significant role 
in the evolution of the external balance of the country in 
the third quarter of 2018, with the maintenance of high 
rates of growth of international trade favouring exports, 
and the considerable rise in oil prices, as compared to 
the corresponding period of the previous year, weighing 
significantly on the deficit of the balance of trade in fuels. 

More particularly, concerning exports, the third quar-
ter of 2018 was characterized by a significant increase 
both in the case of goods (7.9%) and in the case of 
services (8.0%), the result being a positive contribu-
tion of 2.6 percentage points to the rate of change of 
the GDP (see Figure 1.1.8). The increase in services 

FIGURE 1.1.8
Contributions to the rate of change of the GDP 
Individual components of external demand
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well as to the ability to speed up the implementation 
of major projects that will boost the investment cli-
mate and strengthen the construction sector. Overall, 
developments point to a prospect of the continuation 
of economic recovery in the country in the upcoming 
quarters, an assessment that is in line with the fore-
casts derived on the basis of the KEPE dynamic factor 
model (see Section 1.3).

in world trade and competitor countries in the tourism 
sector constitute additional challenges for the period 
ahead. In this framework, growth in the Greek econo-
my will depend crucially upon further economic stabili-
zation through the implementation of agreed structural 
reforms, as well upon investment dynamics, which are 
in turn subject to the restoration of the mechanism of 
business financing through the banking system, as 
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1.2. The evolution of the Consumer 
Price Index (CPI) in Greece 
and in the Eurozone

Yannis Panagopoulos

Greece

The Greek headline Consumer Price Index (CPI), 
from June 2018 up to end of the year, follows a rel-
atively constant trend of 1.0% annually (see column 
of Table 1.2.1 and Figure 1.2.1). However, there are 
two outliers on this, which appear in October (1.8%) 
and December 2018 (0.6%). On the other hand, the 
core1 of CPI presents a different picture. More spe-
cifically, from the beginning of 2018 up to the end of 
the year, the core of CPI has moved with almost zero 
changes (0%). 

A similar trend was recorded by the Greek harmonized 
CPI (HCPI) and its core. More analytically, up to the 
end of 2018, the HCPI moved steadily with positive 
changes raging between 0.8%-1.1%, with October 

2018 as the only exception (1.8%). On the other hand, 
the core of HCPI moved with a slightly higher percent-
age change than the corresponding core of CPI. 

Additionally, according to the Hellenic Statistical Au-
thority (ELSTAT), the aforementioned headline infla-
tion rate (0.6%, y-o-y, in December 2018) can be main-
ly attributed to subsequent price increases in seven (7) 
main sub-categories, namely: 

(a) the “Communication” category (by 5.3%) mainly 
due to increased fees of telephone services,

(b) the “Alcoholic drinks and tobacco” category (by 
1.2%) basically due to price increases in tobacco,

(c) the “Housing” category (by 1.1%) due to increas-
es of residential heating and natural gas. Part of 
this increase was offset by the decreases in the 
prices in electricity bills, 

(d) the “Transportation” category (by 0.8%) mainly due 
to increases in transport airplane tickets as well as 
in petrol. Part of this increase was offset by the de-
creases of the price of automobile’ fuels and in the 
maintenance and repair of personal transportation 
equipments, 

(e)  the “Restaurants-Hotels-Cafes” category (by 0.8%) 
mainly due to increases in the prices of Restau-

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 12-14

TABLE 1.2.1 Inflation in Greece and in the Eurozone

Headline
inflation
(Greece)

Core inflation
(Greece)

Harmonized 
inflation
(Greece)

Core
Harmonized 

inflation 
(Greece)

Harmonized 
inflation
 (ΕU19)

Core
Harmonized 

inflation 
(ΕU19)

2018M5 0.6 0.0 0.8 0.5 1.9 1.3

2018M6 1.0 0.0 1.0 0.3 2.0 1.2

2018M7 0.9 -0.5 0.8 -0.1 2.1 1.3

2018M8 1.0 0.0 0.9 0.1 2.0 1.2

2018M9 1.1 0.1 1.1 0.4 2.1 1.1

2018M10 1.8 0.3 1.8 0.7 2.2 1.2

2018M11 1.0 0.1 1.1 0.5 1.9 1.1

2018M12 0.6 NA 0.8 NA 1.6 NA

Source: ELSTAT, EUROSTAT.

Note: NA: No available data.

1. The core does not contain the prices of electricity, natural gas, and automobile petrol.
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(c) the “Education” category (by 0.8%) mainly due to 
decreases in the fees for secondary schools,

(d) the “Miscellaneous goods and services” category 
(by 0.8%) basically due to reductions of the prices 
of personal care products, other personal items 
and vehicle insurance.

The Eurozone 

As regards to the change of the harmonized CPI of 
the euro area (HCPI-EU19) we can report that since 
May of 2018 and up to end of the year it has managed 
to stay close to the target/objective of the European 
Central Bank2 (ECB) (see Figure 1.2.2). At the same 
time, the core of the HCPI-EU19 continues to move 
steadily, with positive changes of around 1.1%-1.3%. 
Regarding now the issue of convergence between 
the rate of change of the HCPI of the Eurozone and 
Greece, it is observed that, for the second semester 
of 2018, the difference will range around 0.8%-1.3% 
(with the exception of October 2018). This difference 
is more widened for the corresponding core indicators 
and ranges around 0.5%-1.4%.

rants & Cafes. Part of this increase was offset by 
the decreases of the price of rents in motels and 
hotels,

(f)  the “Health” category (by 0.7%) especially due to 
price increases in pharmaceutical products,

(g)  the “Food and non-alcoholic beverages” catego-
ry (by 0.4%) due to price increases mainly in fresh 
fish, beef, poultry, vegetables and potatoes. Part 
of this increase was offset by decreases in the 
prices of fresh fruits, pork, yogurt, cheese, olive 
oil and cold cuts. 

Part of the aforementioned inflation rate was offset by 
the decrease in the prices mainly of four (4) sub-cate-
gories, namely: 

(a) the “Household equipments” category (by 1.7%) 
mainly due to decreases in prices of furniture and 
decoration, household textile products and in 
household consumption items, 

(b) the “Recreation and culture” category (by 0.8%) 
mainly due to decreases in the prices of optical 
and visual equipments, PCs and other repairs,

2. The target of the ECB for the HCPI-EU19 is a percentage change of 2.0%.

FIGURE 1.2.1
CPI, % change relative to the respective month of the previous years
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FIGURE 1.2.2
Harmonized indices of consumer prices, % change relative to the respective month 
of the previous years
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1.3. Factor model forecasts for the 
short-term prospects in GDP

Factor Model Economic Forecasting Unit
Ersi Athanassiou, Theodore Tsekeris, 
Ekaterini Tsouma

The current section presents the updated short-term 
forecasts of KEPE concerning the evolution of the rate 
of change of real GDP in Greece in the last quarter of 
2018 and the first two quarters of 2019.1 The forecasts 
are produced by implementing a dynamic structural 
factor model, a detailed description of which can be 
found in Issue 15 (June 2011) of the Greek Economic 
Outlook. The underlying time series database used to 
estimate the model and produce the forecasts includes 
126 variables, covering the main aspects of economic 
activity in the country on a quarterly basis, spanning 
the time period from January 2000 up to September 
2018. Specifically, the database incorporates both real 
economy variables (such as the main components of 
GDP from the expenditure side, general and individual 

indices concerning industrial production, retail sales, 
travel receipts and the labor market) and nominal var-
iables (such as the general and individual consumer 
price indices, monetary variables, bond yields, inter-
est rates, exchange rates and housing price indices). 
In addition, the data sample includes a considerable 
number of variables reflecting expectations and as-
sessments of economic agents (such as economic 
sentiment and business expectations indicators). It is 
noted that the seasonal adjustment of all time series 
is carried out by the use of the Demetra+ software, 
which is freely available from Eurostat.2 

According to the econometric estimates presented in 
Table 1.3.1, and having incorporated published (pro-
visional) GDP data up to the third quarter of 2018, 
as well as the estimated positive rate of change of 
2.3% for the last quarter of 2018, both the mean an-
nual rate of change of real GDP for the whole year 
2018 and the mean rate of change for the second 
half of 2018 are predicted at 2.2%. Compared to the 
predictions of the preceding period of reference, the 
forecasts of both the quarterly and the mean six-
month rate of change reflect a marginal decrease of 
0.1%, while the estimate for the whole year 2018 re-
mains unchanged. In addition, the forecasted rates 

1. The date of the forecast is the 15th of January 2019.

2. The TRAMO/SEATS filter was used for the seasonal adjustment. 

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 15-17

TABLE 1.3.1 Real GDP rate of change (%, y-o-y)

2018 2019

Quarters 2018Q4 2019Q1 2019Q2

Quarterly rate of change 2.25
[2.18 , 2.31]

2.24
[2.12 , 2.36]

2.10
[1.92 , 2.28]

Mean rate of change, 1st half* 
-

2.17
[2.02 , 2.32]

Mean rate of change, 2nd half** 2.22
[2.19 , 2.26]

-

Mean annual rate of change ***  2.16
 [2.15 , 2.18]

 -

Notes: Values in brackets indicate the lower and upper boundaries of the 95% confidence interval of the forecasts. *The mean 
rate of change is not reported for the first half of 2018, since it does not incorporate a forecast. ** The mean rate of change 
for the second half of 2018 incorporates the officially available (provisional) data for the third quarter of 2018, on a seasonally 
adjusted basis. ***The mean annual rate of change incorporates the officially available (provisional) data for the first three 
quarters of 2018, on a seasonally adjusted basis. 
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3. It is worth mentioning that the observed favourable developments, both for the overall and the internal and external markets, seem to be 

basically driven by the sub-indices for the category of energy.

4. Here again, the ascertainments refer to the course of the variables on a non-seasonally adjusted basis. 

index for motor trade, respectively, (f) building activity, 
in terms of volume, on the basis of permits issued, (g) 
the production index in construction, and the sub-cat-
egories of production of civil engineering and building 
construction, (h) wholesale trade, on the basis of the 
turnover index, and (i) spreads, which declined signif-
icantly. The major macroeconomic component of pri-
vate consumption expenditure was also characterized 
by positive developments, even though the recorded 
rise was rather weak (below unit), while favourable in-
dications are further provided by a number of compet-
itiveness indicators. Positive trends also characterized 
most of the indicators reflecting business expectations 
on a sectoral level (except for expectations in con-
struction), as well as some of the indicators incorpo-
rating the assessments for new and anticipated orders 
in industry and exports, and also the economic senti-
ment indicator for Greece. Of great importance for the 
domestic economic conditions is the further continu-
ation of the gradual reduction in unemployment (on 
an aggregate level, as well as for the long-term and 
the newly unemployed), alongside the preservation of 
the increasing trend in employment (on an aggregate 
level, mainly in the primary and tertiary sectors, and a 
downward course only in the secondary sector), given 
the adverse situation still characterizing the domestic 
labour market. 

On the negative side,4 the decrease in the key mac-
roeconomic component of investment stands out, 
driven by the double-digit negative rate of change in 
investment in other buildings and structures. Moreo-
ver, a fall was recorded in the component of General 
Government consumption expenditure, while down-
ward trends further characterized: (a) the General In-
dex of the Athens Stock Exchange, (b) some of the 
sub-indices of the turnover index in industry, in par-
ticular for durable consumption goods, and (c) some 
of the sub-indices of the volume index in retail trade (in 
particular for the category of department stores and 
automotive fuel). 

The forecasted course of the real GDP in the last quar-
ter of 2018, as well as during the first half of 2019, 
may evolve according to a more or less favourable 
–than indicated by the above presented forecasts– 
scenario, depending on certain critical and decisive 
developments which concern a wide range of factors. 
These are associated, on the one hand, with the de-
velopments in the major GDP components, which de-

of change for the first two quarters and the first half 
of 2019 indicate that GDP growth will move around 
the same levels, without any significant change to the 
upward or downward direction. More specifically, the 
estimate for the first half of 2019 lies at 2.2%, with the 
corresponding quarterly rates of change for the first 
and second quarter of 2019 amounting to 2.2% and 
2.1%, respectively. 

The above presented estimates of the rate of change 
of real GDP mirror the key dimensions of the most re-
cent short-term developments in the Greek economy 
and are consistent with the course indicated by the 
included statistical data for the first nine months of 
2018. At the same time, they are in line with the pre-
vious factor model forecasts for 2018 and the overall 
evidence for a gradual recovery and stabilization in the 
Greek economy. In parallel, they reconfirm the obser-
vation that there is still a lack of indications for stronger 
growth dynamics in the country –a piece of evidence 
relating primarily to the domestic demand component 
and owed, to a significant degree, to the overall finan-
cial burden weighing on enterprises and households. 
In addition, the fact that growth rates are not predicted 
to strengthen in the first half of 2019 might further re-
flect delays in the implementation and reinforcement 
of several necessary structural reforms. It could also 
suggest the reluctance and wait-and-see stance prob-
ably characterizing the decisions of the agents, due to 
the uncertainty associated with the electoral cycle, as 
2019 is a year of elections. 

More analytically, as indicated by the non-seasonally 
adjusted economic data for the third quarter of 2018, 
the most recent upward course in a significant num-
ber of economic variables, as reflected in positive and, 
in many cases, even double-digit rates of change, as 
well as the course of the main GDP components, are 
compatible with the above findings and assessments. 
Indicative are the positive trends in: (a) goods and ser-
vices’ exports, (b) industry, based on both the general 
industrial production index and the individual index 
categories (with the exception of the index for durable 
consumption goods), as well as the general turnover 
index in industry, for the overall as well as for the in-
ternal and external markets,3 (c) retail trade, according 
to the general volume index and most of the individual 
index categories, (d) travel and transport receipts, (e) 
passenger cars and motorcycles trade, according to 
private passenger car licenses issued and the turnover 
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of key structural reforms, as well as the provision of 
smooth financing conditions. Finally, they are linked 
to any potential relief for enterprises and households 
from the severe financial burdens they are facing, the 
elimination or, at least, the limitation of uncertainty 
and gradual attenuation of the reluctance relating to 
domestic political developments, and, finally, the dy-
namics of the growth path of the European and global 
economies.

termine the degree of the medium-term enhancement 
and sustainability of the growth dynamics, mainly 
through the reinforcement of production capacity in 
crucial sectors of the Greek economy and the creation 
of new jobs. In particular, they concern the preserva-
tion of the general favourable sentiment with regard 
to exports, but also the absolutely necessary recovery 
and stabilization in investment and private consump-
tion. On the other hand, they relate to the promotion 
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1.4. International environment: 
Recent developments and prospects 
of the global economic activity

Aristotelis Koutroulis

The growth rate of global economic activity is expect-
ed to slow down amid strong tensions in bilateral trade 
relations between the world’s two largest economies. 
International trade expansion is expected to register a 
slowdown as well. High uncertainty among international 
investors and the large divergence in the growth pros-
pects of national economies around the globe have 
emerged as the key features of the global economy. 

1.4.1. Trends and developments in the global 
economy

Economic activity

According to the estimations of international organiza-
tions, the growth rate of global GDP was maintained 
at 3.7% in 2018 (see Table 1.4.1). Compared to 2017, 
however, the performance of national economies 
across the globe was synchronized to a lesser degree. 
In addition, many analysts share the opinion that the 
global economy has already reached its peak. 

In the short term, global economic expansion will con-
tinue to receive support from accommodative macro-
economic policy and improving labour market condi-
tions in major economies. Nevertheless, global GDP 
growth is projected to register a marginal decrease in 
2019, reflecting: (a) increased trade tensions between 
China and the US, (b) tighter fiscal and monetary pol-
icy in a certain number of countries, (c) lower invest-
ment rates due to increased uncertainty, (d) tighter 
financing conditions, and (e) rising international prices 
of energy products. 

The aforementioned projection relies on the assump-
tion that a series of economic and geopolitical risks 
surrounding the global economy will not be realized. 
These risks are related to: (a) an escalation of trade 
tensions between major economies, (b) an abrupt 

withdrawal of accommodative policy measures, (c) 
the restructuring of international investors’ portfolios 
against emerging economies, (d) a larger than pro-
jected slowdown of the Chinese economy, and (e) 
stronger increases in international oil prices (European 
Commission, 2018 and OECD, 2018). 

Interestingly, all these risks are interconnected with 
each other. For example, additional increases in US 
tariffs may cause successively: an increase of the US 
inflation rate, a hike in US interest rates, turmoil in in-
ternational financial markets and capital flight from 
emerging economies to the US economy (European 
Commission, 2018). 

Inflation and unemployment

In 2018, inflation in advanced economies increased 
(on average) by 0.3%, reflecting higher international 
oil prices and stronger domestic demand (see Table 
1.4.2). Emerging economies experienced (on average) 
slightly higher inflation increases, as some of them 
suffered strong currency devaluations over the same 
period. For the current year, it is expected that tighter 
monetary policy will offset inflationary pressures stem-
ming from elevated oil prices and rising labour costs. 
In this respect, inflation in most advanced and emerg-
ing economies will remain close to last year’s levels 
(see Table 1.4.2). 

Although inflation rates between advanced and emerg-
ing economies are markedly different, inflation chang-
es seem to follow a common trend worldwide. The most 
plausible explanation offered for this common trend is 
related to the process of economic integration through 
the increased participation of national economies in 
international trade and global financial markets. Na-
tional central bankers’ convergent economic philos-
ophy and policy is a plausible explanation as well 
(World Bank, 2019). 

According to the International Labor Organization (ILO), 
the world-wide unemployment rate declined to 5.4%1 
in 2018 (see Table 1.4.3). Labour market recovery has 
been particularly strong in advanced economies, as 
in many of them unemployment rates dropped below 
pre-crisis levels. In addition, there are signs of labour 
shortages, especially for high-skilled labour (OECD, 
2018). At the same time, high-routine low-skilled labour 

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 18-22

1. See <http://www.ilo.org/ilostat/faces/oracle/webcenter/portalapp/pagehierarchy/Page3.jspx?MBI_ID=2>.
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TABLE 1.4.2  Inflation1

(annual percentage changes)

 2017 2018* 2019*

 IMF EC OECD IMF EC OECD IMF EC OECD

Advanced economies 1.7 : : 2 : : 1.9 : :

USA 2.1 2.1 2.1 2.4 2.5 2.5 2.1 2.4 2.3

Euro area 1.5 1.5 1.5 1.7 1.8 1.8 1.7 1.8 1.9

Japan 0.5 0.5 0.5 1.2 0.8 1 1.3 1 1.4

United Kingdom 2.7 2.7 2.7 2.5 2.6 2.5 2.2 2 2.3

Developing economies 4.3 : : 5 : : 5.2 : :

Brazil 3.4 : 3.4 3.7 : 3.8 4.2 : 4.6

Russia 3.7 : 3.7 2.8 : 2.9 5.1 : 5

India 3.6 : 3.6 4.7 : 4.5 4.9 : 5

China 1.6 : 1.5 2.2 : 2 2.4 : 3

Sources: IMF, World Economic Outlook, October 2018, OECD, OECD Economic Outlook (Vol. 2018/2), European Commission, European 
Economic Forecast, Autumn 2018.

* Projections.
Note: 1. The sub-group of emerging economies is included in the group of developing economies. 

TABLE 1.4.3  Annual unemployment rates  

 2017* 2018** 2019**

 ILO OECD ILO OECD ILO OECD

World economy 5.5 : 5.4 : 5.4 :

USA 4.4 4.3 4 3.9 4.1 3.5

Euro area : 9.1 : 8.2 : 7.6

Japan 2.8 2.8 2.5 2.4 2.4 2.4

United Kingdom 4.3 4.4 4 4.1 3.9 4

Brazil 13.3 : 12 : 11.6 :

Russia 5.2 : 5.1 : 4.9 :

India 3.5 : 3.5 : 3.5 :

China 4.7 : 4.7 : 4.8 :

Sources: OECD Economic Outlook (Vol. 2018/2), International Labour Office, database <http://www.ilo.org/ilostat/faces/oracle/webcenter/
portalapp/pagehierarchy/Page3.jspx?MBI_ID=2>.

* Estimations, ** Projections.
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ening external demand, less favourable financing con-
ditions and low rates of new job creation. 

Japan: Due to the natural disasters that hit the country 
and the extremely unfavorable weather conditions that 
prevailed over the past year, the rate of change of the 
Japanese GDP fell to 1% in 2018. Supported by an 
accommodative monetary policy and a new package 
of public expenditures that is expected to offset the 
negative impact of a rise in value added tax, economic 
expansion is projected to remain around 1% in 2019.

United Kingdom: Amid high uncertainty regarding 
the United Kingdom’s exit from the European Union, 
the growth rates of private consumption and invest-
ment declined significantly over the previous year. 
Exports registered a slowdown as well. Against this 
background, the rate of economic expansion fell to 
1.3% in 2018. Under the assumption that the British 
government and European Union officials reach an 
agreement in the spring, GDP growth is set to remain 
around 1.3% in 2019. 

Developing economies 

In the course of 2018, economic activity in emerging 
and developing economies has been under strong 
pressure from international money and capital markets, 
foreign exchange markets, increasing international oil 
prices and rising trade protection. As one would ex-
pect, the challenges that each country faces depends 
on the production structure and the macroeconomic 
fundamentals of the country under consideration. For 
example, countries featuring chronic macroeconomic 
imbalances or high ratios of borrowing in foreign cur-
rencies seem to be more vulnerable to international 
capital market pressures. By the same token, increas-
es in international oil prices have produced negative 
(positive) economic effects for countries that are net oil 
importers (exporters). 

Regarding the four major emerging economies, GDP 
growth over the past year accelerated in Brazil, Russia 
and India. By contrast, economic expansion slowed 
down in China (see Table 1.4.1). For 2019, it is estimat-
ed that GDP growth will be faster in Brazil and remain 
almost unchanged in Russia and India. Given the ten-
sions characterizing US-China trade relations, China’s 
economic expansion is expected to slow down further 
and settle at 6.2%.

1.4.3. World trade and commodity prices

Amid trade tensions, rising trade protection and the 
efforts of countries to deal with current account deficits 

suffers low productivity growth and enjoys low rewards. 
As wages of low- and high-skilled workers follow diver-
gent paths, economic and social inequality increases, 
thereby threatening social cohesion. 

In terms of unemployment rates, the general picture of 
labor markets in the developing world does not seem 
to differ significantly from that of advanced economies. 
However, unemployment rate statistics may hide im-
portant qualitative differences. One such difference 
relates to the ratio of workers in vulnerable jobs. Ac-
cording to the World Bank, the informal economy in 
emerging and developing economies generates 1/3 
of GDP and employs 70% of employees (World Bank, 
2019). In other words, 70% of people who are not reg-
istered as unemployed are employed in economic ac-
tivities with no formal work arrangements, lacking de-
cent working conditions and adequate social security.

1.4.2. Economic developments across the globe

Advanced economies

GDP growth in major advanced economies remained 
strong at 2.3% in 2018 (see Table 1.4.1 above). This 
development is linked to favorable economic policy, 
the high rates of new job creation, and the positive 
business climate that prevailed over the last two years. 
In 2019, growth in the advanced world is set to mod-
erate slowly and align with the production potential of 
the countries. 

USA: In the course of 2018, economic activity re-
mained solid with the growth rate reaching 2.9%. The 
unemployment rate has reached historically low lev-
els, perhaps the lowest levels over the last 50 years, 
as every month 200,000 new jobs are created (World 
Bank, 2019). The economy received support from fa-
vorable tax reforms, increased government spending, 
high confidence on the part of businesses and house-
holds, and improved labor market conditions. In the 
short term, the same factors are expected to continue 
supporting the economy. However, the impact of some 
factors will begin to fade. Against this background, the 
annual growth rate of the US GDP is expected to slow 
down by 0.3 percentage points in 2019.

Eurozone: After an excellent year in terms of econom-
ic expansion, Eurozone GDP growth rates in 2018 
returned to 2016 levels (around 2%). The economy’s 
slowdown partly reflects the lower growth rate of ex-
ports due to the appreciation of the euro and the gen-
eral slowdown of international trade growth over the 
same period. For 2019, GDP growth is expected to 
remain close to 2%. Of course, the actual performance 
of the economy will depend on its resilience to weak-
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through measures that restrict imports, international 
trade lost momentum in 2018 (see Table 1.4.4). In line 
with the perception that trade tensions will not be re-
solved in the short term, international trade expansion 
is expected to be particularly weak this year and settle 
around 4%.

Regarding commodity prices, China’s slowdown is ex-
pected to exert a downward pressure on prices of ba-
sic metals. On the contrary, prices of basic food prod-
ucts are expected to increase due to adverse weather 
conditions that prevailed recently in a certain number 
of countries. As for oil, international oil prices are pro-
jected to fluctuate around USD 76 per barrel. 

TABLE 1.4.4  World trade volume 
(annual percent changes, goods and services)

2017* 2018** 2019**

IMF OECD WB IMF OECD WB IMF OECD WB

5.2 5.2 5.4 4.2 3.9 3.8 4 3.7 3.6

Sources: IMF, World Economic Outlook, October 2018, OECD, OECD Economic Outlook (Vol. 2018/2), World Bank, Global 
Economic Prospects, January 2019.

* Estimations, ** Projections.
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2.1. Evolution of the State 
Budget 2018

Elisavet I. Nitsi

The 2018 State Budget execution, according to the 
most recent data of the General Accounting Office,1 
on a modified cash basis, shows a deficit of 2,316 
million euros or 1.25% of the Gross Domestic Product 
(GPD),2 against 4,268 million euros or 2.37% of GDP 
in 2017, as well as the targets for a deficit of 1,911 
million euros or 1.03% of GDP set by the 2019 State 
Budget and 3,381 million euros or 1.85% of GDP ac-
cording to the Medium-Term Fiscal Strategy (MTFS) 
2019-2022 (Table 2.1.1). It should be noted that the 
initial target set for 2018, by the 2018 State Budget, 
was 943 million euros or 0.5% of GDP, while of the 
MTFS 2018-2021 was 1,096 million euros or 0.58%. 
Accordingly, the primary surplus reached 3,237 mil-
lion euros or 1.74% of GDP, against 1,940 million or 
1.08% in 2017 and a target of 3,604 million or 1.94% 
of GDP based on the 2019 State Budget and the 
MTFS 2019-2022 (Table 2.1.1). Note that the original 
target by the 2018 State Budget was 4,257 million eu-
ros or 2.24%, while that of the MTFS 2018-2021 was 
4,804 million euros or 2.56%. These figures do not in-
clude the impact of the program for past years’ arears 
and pending retirement claims. If included, the prima-
ry outcome of the 2018 State Budged would show a 
deficit of only 68 million euros or 0.04% of GDP, while 
the State Budget Balance would exhibit a deficit of 
183 million or 0.1%.

In addition, net revenues of the 2018 State Budget 
are lower compared to the corresponding period of 
the previous year, as they amounted to 53,682 million 
euros, up by 2,260 million euros or 4.4%, while they 
lag behind the target set for revenues from both the 

2019 State Budget, which amounted to 55,164 million 
euros, that is a loss of 1,482 million euros or 2.69%, 
as well as the 2018 State Budget which projected rev-
enues to reach 54,244 million euros, reduced by 562 
million euros or 1.04%, but also of the MTFS 2018-
2021 at 55,008 million euros, down by 1,326 million 
euros or 2.41%. On the contrary, these revenues are 
higher than those projected by the MTFS 2018-2021 
revenues at 52,820 million euros, up by 862 million 
euros or 1.63%. The increased revenues are mainly 
due to the rise of the ordinary revenues, especially 
from indirect taxes, as well as of the Public Investment 
Program (PIP).

More specifically, net Ordinary Budget revenues of 
2018 amounted to 51,042 million euros, increased 
by 2,069 million euros compared to 2017, while they 
are lower by 267 million euros compared to the 2019 
State Budget target. They also lag behind the target 
set by the MTFS 2018-2021 by 231 million euros. On 
the contrary, revenues are higher by 1,957 with re-
spect to the MTFS 2019-2022 and 533 million euros 
of the 2018 State Budget. It bears noting that the sig-
nificant reduction in revenues from privatizations that 
reached only 234 million euros are lower than any 
target previously set. Noteworthy is also the reduced 
amount paid in interest, reaching 5,554 million euros, 
lower by 654 million euros or 10.53% compared to the 
previous year.

On the other hand, the 2018 State Budget is fairly sta-
ble in its expenditures, as they amounted to 55,998 
million euros, increased by just 308 million euros or 
0.55% compared to 2017, while they are clearly less 
than the target set by both the 2018 Budget, which 
was projected to rise to 57,075 million euros, down 
by 1,077 million euros or 1.89%, and the MTFS 2019-
2022, which was projected to rise to 56,201 million 
euros, down by 203 million euros or 0.36%, and the 
MTFS 2018-2021, with a projection of 56,104 million 
euros, less by 106 million euros or 0.19%. Only the 
2018 State Budget displayed lower expenditures, in 

2. Public finance

1. The State Budget Execution Bulletin, December 2018, Ministry of Finance, January 2019.

2. According to the GDP projections for 2018 from the 2018 State Budget.

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 23-26
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From the above it is clear that the State Budget of 2018, 
on a cash basis, diverts slightly from the targets set 
for expenditure and revenue. Moreover, the surplus, 
which far exceeds the country’s initial commitments 
to the economic adjustment program, enabled the 
Greek government to legislate apart of the program. 
The government chose to implement policies that will 
relieve citizens in great need, over policies reducing 
the tax burden and/or other development policies. Ad-
ditionally, court decisions granting retroactive returns 
to employees and pensioners, the amount of which 
has not yet been determined, and relative decisions 
of compliance, are an important issue that may jeop-
ardize the country’s economic policy. An even more 
important problem may prove to be the emerging polit-
ical uncertainty within the government’s majority in the 
Parliament, which may lead to a more general mistrust 
from the international markets, especially after the issu-
ance of the five-year bond that could form the precon-
ditions for Greece’s return to the markets. Another very 
important issue that needs to be addressed is easing 
the bank’s assets from non-performing (red) loans. Fi-
nally, particular attention should be given to the fact 
that the Greek economy is entering an electoral cycle, 
with great political competition that can lead to political 
parties’ commitments, contrary to the existing econom-
ic policy, sending contradictory messages to investors 
and markets.

the range of 55,188 million euros, less by 810 million 
euros or 1.47%. This increase is owed to an increase 
in salaries and pensions due to the payment of the 
retrospectives to the special wage regime after the 
decision of the Council of State. 

More specifically, 2018 State Budget expenditures 
amounted to 49,761 million euros, the same level of 
the previous year, while they were less by 564 mil-
lion euros or 1.12% against the targets set with the 
2019 State Budget. On the contrary, expenditures are 
higher in comparison with the targets set by MTFS 
2019-2022 (310 million euros or 0.63%), the MTFS 
2018-2021 (407 million euros or 0.82%), and the 2018 
State Budget (1,323 million euros or 2.73%). It’s worth 
noting that the increase in salaries and pensions was 
offset by the decrease in PIP. Primary expenditures 
amounted to 44,207 million euros, and rose in com-
parison to 2017 by 675 million euros or 1.55% of GDP 
and 969 million euros or 2.24% against the 2018 State 
Budget, while it was decreased by 96 million euros or 
0.21% of GDP in comparison the MTFS 2019-2022 tar-
get and 603 million euros or 1.35% versus the MTFS 
2018-2021 target. On the contrary, interest payments, 
which amounted to 5,554 million euros, decreased by 
654 million euros or 10.53% of GDP versus 2017, as 
against the target set by MTFS 2018-2021 by 346 mil-
lion euros or 5.86%.
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As far as the Central Government debt is concerned, 
according to the State Budget of 2019, it is estimat-
ed in 2018 to stand at 357.2 billion euros, which is 
well higher than that of the General Government. 
This picture is due to intergovernmental debt, which 
includes the short-term borrowing through repos 
agreements with General Government entities. Ac-
cording to the data of the General Government 
Monthly Bulletin, the Central Government debt in No-
vember 2018 stood at 354.5 billion euros, increased 
by 25.8 billion euros compared to the end of 2017, 
while in 2019 –according to the estimations of the 
State Budget of 2019– it is expected to reach 346.2 
billion euros. This development is mainly due to the 
increase in funding –until the end of the fiscal adjust-
ment program– from the European Stability Mecha-
nism (ESM) as well as to the large increase in short-
term borrowing. Thus, according to data of Novem-
ber 2018, compared to December 2017, loans from 
the financial support mechanism increased by 20.5 
billion euros –the last installment of the program (Au-
gust 2018) standing at 15 billion euros– and reached 
253.5 billion euros. These loans now account for 
71.5% of Central Government debt, while in Novem-
ber 2018 the corresponding share of debt in bonds 
was 14.5% of debt (51.6 billion euros) (Table 2.2.1). 
Also, there was no significant change in Central Gov-
ernment funding through short-term securities and, 

2.2. The evolution and structure 
of public debt

Christos Triantopoulos 

The public debt in 2018, apart from the fiscal balance, 
was significantly affected by the country’s treas-
ury management policy, which aimed at creating a 
“safety net” –in terms of liquidity– for the country’s 
financial needs, following the end of the fiscal and 
economic adjustment program in August 2018. Thus, 
according to the State Budget of 2019 (November 
2018), the General Government debt of 2018 is esti-
mated at 335 billion euros (or 180.4% of GDP), as a 
result of an increase of about 18 billion euros com-
pared to the levels of 2017, when it stood at 317.4 
billion euros (or 176.1% of GDP). This is the country’s 
highest historical public debt level in relation to the 
GDP; however, it is projected to decline in 2019. In 
particular, according to the State Budget 2019, Gen-
eral Government debt will be set at 323.5 billion eu-
ros (or 167.8% of GDP) in 2019, as, in parallel to the 
outcome of the fiscal policy and the utilization of part 
of the “safety net”, an increase of nominal GDP is 
projected (Figure 2.2.1).
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FIGURE 2.2.1
General Government debt (1995-2019)
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in particular, Treasury bills, which stood at 15.3 bil-
lion euros (Figure 2.2.2).

Along with the funding from the support mechanism, 
another significant (in terms of its relative share) 
source of funding –that turned out to be a liquidi-
ty-providing tool– is the short-term borrowing through 
the repos agreements with General Government en-
tities, which increased compared to December 2017. 
More particularly, in November 2018, intergovern-
mental borrowing through repos amounted to 19.6 
billion euros, that is 4.7 billion euros higher than in 
December 2017, but also 3.9 billion euros lower than 
in July 2018 –before the collection of the large last 
installment of the Support Mechanism (Figure 2.2.3). 
Thus, according to November 2018 data, this source 
of funding constitutes 5.5% of the Central Govern-
ment debt (Figure 2.2.2), and could reach –according 
to the State Budget 2019 data– the amount of 23 bil-
lion euros (Figure 2.2.3). In the event that exposure to 
intergovernmental repos increases, the General Gov-
ernment debt will be reduced, as the Central Govern-
ment intergovernmental debt, which is not “captured” 
by the General Government, will increase.

TABLE 2.2.1  Structure of Central Government debt

 2011 2013 2017 November 2018

Million 
euros

%
debt

Million 
euros

%
debt

Million 
euros

%
debt

Million 
euros

%
debt

Α. Bonds 259,774.18 70.6 76,296.25 23.7 50,457 15.4 51,548 14.5

Bonds issued domestically 240,940.37 65.5 73,415.28 22.8 48,681 14.8 49,779 14.0

Bonds issued abroad* 18,833.81 5.1 2,880.97 0.9 1,776 0.5 1,769 0.5

Β. T-Bills 15,058.63 4.1 14,970.82 4.7 14,943 4.5 15,279 4.3

C. Loans 93,145.19 25.3 230,210.90 71.6 248,373 75.6 268,052 75.6

Bank of Greece 5,683.99 1.5 4,734.61 1.5 2,849 0.9 2,379 0.7

Other domestic loans 836.71 0.2 115.50 0.0 247 0.1 229 0.1

Financial Support 
Mechanism loans

73,210.36 19.9 213,152.48 66.3
232,959

70.9
253,555 71.5

Other external loans** 13,414.13 3.6 12,208.31 3.8 12,318 3.7 11,889 3.4

D. Short-term loans*** 0.00 0.0 0.00 0.0 14,931 4.5 19,630 5.5

Total (Α+Β+C+D) 367,978.00 100.0 321,477.97 100.0 328,704 100.0 354,509 100.0

Source: Public Debt Bulletin (December 2011, December 2013) and General Government Bulletin (November 2018).

Notes:  * Including securitization issued abroad.
 **Including special purpose and bilateral loans. 
*** Including repos.

FIGURE 2.2.2
Central Government debt (November 2018), 
(million €; % debt)

49,779· 14%

1,769; 0%

15,279; 4%
2,379; 1%
229; 0%

253,555; 72%

11,889; 3%

19,630; 6%

Bonds issued domestically

Bank of Greece loans

Other external loans

Bonds issued abroad

Other domestic loans

Short-term loans (repos)

T-Bills

Financial Support Mechanism loans

Source: Ministry of Finance, General Government Bulletin 
(November 2018).



KEPE, GREEK ECONOMIC OUTLOOK 2019/38 29

FIGURE 2.2.3
Central Government short-term loans (repos)
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(a) State Budget 2019 Estimate.
(b) The July 2015 performance is widely diverted as it includes the short-term “bridge” loan of €7.16 billion from the European 
Financial Stability Facility that Greece received during the period between the second and third adjustment programs.

TABLE 2.2.2 Composition of Central government debt

December
2011

December
2012

December
2013

December
2017

September
2018

Α. Rate

Fixed rate1 62.0% 32.7% 28.5% 48.1% 85.4%

Floating rate1,2 38.0% 67.3% 71.5% 51.9% 14.6%

Β. Trade

Tradable 74.7% 34.3% 28.4% 19.9% 18.8%

Non-tradable 25.3% 65.7% 71.6% 80.1% 81.2%

C. Currency

Euro 97.5% 96.7% 95.9% 97.4% 97.8%

Non-Euro area currencies 2.5% 3.3% 4.1% 2.6% 2.2%

Source: Public Debt Bulletin (December 2011, December 2012, December 2013, December 2017, September 2018).

Notes:  1. Fixed/floating participation is calculated including Interest Rate Swap transactions.
 2. Index-linked bonds are classified as floating rate bonds.
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48.1% of the debt in December 2017 and 28.5% of 
the debt in December 2013 (Table 2.2.2). The result 
is, therefore, the strengthening of the country’s pub-
lic debt against the risks associated with interest rate 
fluctuations and changes in monetary policy. With re-
gard to the other characteristics, in September 2018 
the non-negotiable debt remained at 81.2% of the 
debt, while the share of the debt expressed in euros 
increased to 97.8% (Table 2.2.2).

As far as the structural characteristics of the Central 
Government debt are concerned, there were chang-
es in 2018 as a result of the promotion of short-term 
measures aiming at strengthening the long-term sus-
tainability of public debt. In particular, the structure of 
the Central Government debt was mainly affected by 
the stability or instability of the interest rate. Thus, in 
September 2018, the share of the Central Government 
debt at fixed-rate stood at 85.4% of the debt, against 
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3.1. Recent developments in key 
labour market variables

Ioannis Cholezas

3.1.1. Introduction 

This article draws upon data up to the third quarter 
of 2018 from the Labour Force Survey (LFS) conduct-
ed by ELSTAT. Labour market variables improved in 
most cases in the first nine months of 2018. In the third 
quarter, the number of the employed reached 3,894.2 
individuals and the number of the unemployed shrank 
to 871.8 thousand people. There are differences in the 
composition of those changes with respect to gender, 
age, education and region of residence. Moreover, 
there are differences traced in employment across var-
ious industries of economic activity and occupations. 
Underemployment, i.e., involuntary part-time employ-
ment, continues to score double digit rates, at least 
for some population groups. Paid employment, on the 
other hand, continues to expand, coupled with an in-
crease in the number of, mostly small, firms. 

3.1.2. Employment

There were 3,894.2 thousand people employed in the 
third quarter of 2018. Six out of ten were men (Graph 
3.1.1). Their number increased in the first nine months 
of 2018 by 68 thousand people or 1.8% compared to 
the respective period in 2017 (Graph 3.1.2). The num-
ber of employed men increased faster (2.5% or 54.6 
thousand) than the number of employed women (0.9% 
or 13.5 thousand). Consequently, approximately 80% 
of newly employed individuals were men. On the oth-
er hand, the increase in the number of the employed 
involves primarily age group 45-64 (86.3% of the to-
tal increase), while almost 70% of those are men. The 
second fastest-growing group of the employed con-
sists of youth aged 25-29, which increased by 2.4% 
in total (or 8.1 thousand). In that case, though, there 
are considerable variations between genders. In par-
ticular, the number of employed men aged 30-44 ex-

hibited the second strongest increase (8.2 thousand 
or 0.9%), while the number of employed women aged 
25-29 exhibited the fastest increase (8.4 thousand 
or 6.1%). Moreover, despite the general increase in 
the number of employed men and women, the num-
ber of employed men aged 20-29 and the number of 
employed women aged 15-24 and 30-44 actually de-
creased. Those facts support the view expressed in 
previous issues of the Greek Economic Outlook that 
it is primarily the employment of men that has been 
recovering lately and, in particular, mature men, since 
60% of the newly employed are men aged 45-64, fol-
lowed by women of the same age group (25.6%). That 
could be strongly related to the industries and occu-
pations recovering faster than others, which are dis-
cussed in the following pages. 

The result of the changes that took place in the num-
ber of the employed and the population is the increase 
in the employment rate by 0.9 percentage points for the 
entire population over 15 years of age; the rate reached 
41.8% in the first nine months of 2018, 1.4 percentage 
points higher for men and 0.4 percentage points high-
er for women. The employment rate is typically bigger 

3. Human resources and social policies
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GRAPH 3.1.1
The composition of the employed in the third 
quarter of 2018 (%)
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planation, since one would probably involve structural 
changes first, which did not take place (social security 
regime, tax regime, etc.). On the other hand, improv-
ing employment opportunities for technical and voca-
tional education graduates has always been a policy 
target, and it is expected to reinforce student flows 
towards it.2 

On the contrary, the number of employed lower sec-
ondary or less graduates decreased and so did the 
number of employed university graduates. Therefore, 
the increase in the number of the total employed in-
volves primarily technical and vocational education 
graduates (66.1% of the total increase) and then hold-
ers of a Master’s degree or a PhD (51%), followed by 
upper secondary education graduates (23.3%). Thus, 
there is no clear picture, since it is difficult to conclude 
without any doubt that there was an increase in the 
employed graduates of a specific level of education. 

It is indicative, though, that the rate of employment 
increased primarily for technical and vocational edu-
cation graduates (by 2.4 percentage points), getting 
close to 63% in 2018 on average (9-month figure), 
while it decreased considerably for primary educa-

for men than women, while in the past year the differ-
ential expanded from 16.1 to 17.1 percentage points, 
which reflects the fastest recovery in male employ-
ment. Note that the employment rate is bigger for both 
genders in the age group 15-641 and, in particular, it 
is close to 66% for men and 46% for women. The wid-
ening of the differential is still bigger than before and 
has been expanding, reaching 19.7 percentage points 
in the third quarter of 2018.

Bringing education into the analysis adds another 
parameter of variation. Technical and vocational edu-
cation graduates reported the biggest increase in the 
number of the employed, which came close to 44.9 
thousand individuals. However, in terms of percentage 
change, the biggest increase was recorded amongst 
those holding a Master’s degree or a PhD; it stood at 
19.4% on a year-on-year basis. Note also that on an 
annual basis, the increase in the number of the em-
ployed was 24.6% for the third quarter of 2018 alone 
(compared to 2017Q3). Undoubtedly, that observation 
seems a little out of context, since data so far suggests 
that new jobs involved primarily low skilled labour. It 
could be, though, that this finding reflects the slowing 
down of brain drain, admittedly without an obvious ex-

1. This is expected since individuals over 64 years of age usually do not participate in the labour force; they are retired.

2. Recall that technical and vocational education includes both upper secondary vocational education (EPAL) graduates and technical 

tertiary education (TEI) graduates. Moreover, students choose the level and type of education to attend after considering employment 

opportunities first, among other things. 

GRAPH 3.1.2
The composition of the change in employment, 2017-2018 (%)
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number of employees and that of self-employed with 
personnel increased. In relative terms the number of 
assistants in family businesses decreased the most 
(4.4%), while the number of self-employed with per-
sonnel increased the most (7.1%). As a result, 92.2% 
of the increase in the number of the employed involved 
employees. That seems to justify views expressed in 
previous issues of the Greek Economic Outlook that 
changes in employment favour paid employment and 
businesses, perhaps also fuelled by reforms intro-
duced in the social security regime. 

There were 68 thousand newly employed individuals 
during period 2017-2018, but they were not equally 
distributed across industries (Graph 3.1.3). Approxi-
mately one out of four new jobs was created in agri-
culture, forestry and fishery, one out of five new jobs 
was created in the health industry and approximately 
two out of eleven new jobs were created in wholesale 
and retail trade. In relative terms, the biggest increase 
in the number of the employed was reported in real 
estate activities (a near 30% increase) and in water 
provision, sewarage, etc. (a near 20% increase). Nev-
ertheless, it should be mentioned that those industries 
are relatively small, i.e., they employ only a small share 
of the total employed. For instance, in the former, there 
was an increase of 1.1 thousand employed; in the lat-
ter, the increase involved 5.5 thousand new jobs. On 
the other hand, employment decreased in some indus-
tries. The biggest decrease was reported in financial 
and insurance activities; some 6.1 thousand jobs were 
lost or 6.5% of the total employment in the industry. 
Households as employers followed with a decrease 
of 5.2 thousand jobs or 14.6% of total employment in 
the industry. Generally speaking, the latter industry is 
one of those that reported the biggest employment 
losses during the past few years. Despite the fact that 
employment has been recovering lately, the number 
of the employed is 60% smaller than 2008. Only con-
struction had equally big losses. On the contrary, in 
2018 there were more employed individuals in tourism 
than there were in 2008. That is also true for smaller in-
dustries, which seem to have recovered fully, such as 
information and communication or administrative and 
other support services, amongst others. 

There was a considerable increase in the number of 
those employed as plant and machine operators and 
assemblers on an annual basis;3 the increase involved 
19.2 thousand new jobs, and it represented 28.2% of 
total new jobs (Graph 3.1.4). The number of members 
of parliament and managers also increased fast, both 
in relative (19.7%) and absolute terms (17.7 thou-

tion (or less) graduates (by 6.5 percentage points). 
Note also that the employment rate generally increas-
es with the level of education; for example, holders 
of a Master’s degree or a PhD have the biggest em-
ployment rate in 2018 at almost 80%, nearly six per-
centage points above 2013, but still lower than 2008. 
Compared to 2008, it seems that primary education 
(or less) graduates suffer the biggest losses (20.6 per-
centage points lower) along with university graduates 
(13.4 percentage points lower). 

There was a very strong increase in the number of the 
employed in the region of West Macedonia; the num-
ber of the employed increased by 16.3 thousand in the 
first nine months of 2018 compared to the respective 
period in 2017, representing approximately 24% of all 
newly employed individuals. The second biggest con-
tribution in employment came from Crete, where the 
number of the employed increased by 10.9 thousand, 
representing 16% of the total increase. East Mace-
donia and Thrace follow with a two-digit contribution 
(12.1%). In relative terms, i.e., considering the initial 
number of the employed in the region, employment 
increased considerably in the Ionian Islands (6.5%), 
Crete (4.6%), Epirus (4.2%) and East Macedonia and 
Thrace (4%). However, the employment rate is still big-
ger in the South Aegean islands, Crete and the Ionian 
Islands, where it increased by more than 3.1 percent-
age points. Crete follows with an increase of two per-
centage points. In Attica, the biggest region in terms of 
the number of residents, the number of the employed 
increased by nearly 3.2 thousand, representing 4.7% 
of the newly employed country-wide. It is no accident 
that the employment rate in Attica stands almost nine 
percentage points lower than 2008, but still two per-
centage points above the country average. 

Employment composition

Typically, the greatest share of the employed are paid 
workers, i.e., employees. That share reached 67% of 
the total employed in the third quarter of 2018, fol-
lowing an increasing path; self-employed with no 
personnel was the second group (around 22%) and 
self-employed with personnel was the third biggest 
group (7.6%). Those employed as assistants in family 
businesses constitute the smallest group of employed 
individuals. The latter, along with the self-employed 
with no personnel, exhibited the biggest decrease in 
their number in the first nine months in 2018 compared 
to the respective period in 2017, i.e., 7.5 thousand and 
6.5 thousand, respectively. On the contrary, both the 

3. Unclassified employed individuals include primarily members of the armed forces. 
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GRAPH 3.1.3
The composition of the change in employment by industry, 2017-2018 (%)
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GRAPH 3.1.4
The composition of the change in employment by occupation, 2017-2018 (%)
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new businesses operated compared to 2017, most of 
which were very small (8,473), i.e., business that employ 
1-10 individuals. Another 1,357 new businesses were 
small (11-50 individuals) and 206 businesses were me-
dium (51-250 individuals). At the same time, the number 
of big businesses (2,501-3,000 individuals) decreased 
by two. As a result, all types of businesses kept their 
share almost constant. The share dropped a little for 
businesses employing 1-10 individuals, while the share 
of businesses employing 11-50, 51-250 and 251-500 
increased marginally. It is likely that some businesses 
have grown and moved from one class to the other due 
to the increase in the number of their personnel. These 
facts suggest that the size of Greek businesses did not 
change much. Approximately 89% of businesses contin-
ued to be very small (1-10 persons) and employ 28.6% 
of all employees in 2018. On the other hand, 0.2% of 
businesses employ more than 250 persons each; that 
figure corresponds to 25.6% of total paid employment. 

With respect to gross earnings from work, the total 
budget increased by 9.4% or approximately €175.3 
million. This does not represent an increase in wages 
for those already employed, but wages also paid to 
the newly employed. A careful look at the wage distri-
bution reveals that there have not been important re-
arrangements in the shares of the employed by class 
of gross wages. Admittedly, there was an increase in 
the share of those who are low paid. In particular, the 
number of those paid €501-€600 increased by 7.7%, 
those paid €601-€700 increased by 6.8% and those 
paid €801-€900 increased by 6.5%. The number of 
those paid €1.501-€2.000 exhibited the smallest in-
crease. These facts seem to suggest that the market is 
moving towards a new equilibrium with lower wages. 

3.1.3. Underemployment6

Assuming that the employed are the most strongly at-
tached to the labour market, then the underemployed 
would be in the second position, the unemployed in 
the third and the economically inactive in the fourth 
position, i.e., the most weakly attached to the labour 
market.7 Structural reforms that were introduced in 
the labour market over the past years and the diffi-
cult economic circumstances contributed to the ex-

sand) and was the occupation with the second larg-
est increase (26.1% of the total). On the other hand, 
there were only two occupations which reported a 
decrease in the number of the employed. Namely, 
elementary occupations (4.5%) and craft and related 
trades workers (0.9%). 

ERGANI

The most recent available report at the time this article 
was written referred to November 2018. In November 
there was a negative sign in the flow of paid employ-
ees as a result of seasonal fluctuation. Nevertheless, 
the performance from January until November 2018 
was better than the one in 2017, since 6.8 thousand 
more new jobs of paid employment were created; net 
new jobs amounted to 135 thousand, which is the 
biggest figure since 2001. Almost 46% of new hires 
involved full-time jobs, while another 41.6% involved 
part-time jobs. Compared to 2017 (11-month period), 
the share of work-in-shifts job contracts decreased by 
one percentage point. 

Additional data on paid employment collected by the 
information system ERGANI and reported in the special 
report in December 2018 paint a positive picture of the 
labour market.4 The number of employees increased 
to approximately 1,908 million, a figure which is 4.6% 
bigger than the respective one in 2017. Note that the 
LFS for the first nine months of 2018 shows a smaller 
increase in paid employment, equal to 2.5% (but also 
a bigger number of paid employees, i.e., 2.5 million). 
More than half of those are men (54%); they exhibited a 
faster increase over the past year compared to women. 
Nearly seven out of ten employees were working more 
than 35 hours a week, approximately 60 thousand 
more compared to 2017. On the other hand, 4% of the 
employees or 120 thousand persons continued to work 
fewer than 10 hours a week. The share of that group 
has remained constant over the past two years at 6%. 
This has everything to do with underemployment, dis-
cussed next. In particular, the number of employees 
with part-time or work-in-shifts job contracts increased 
by 8.8 thousand or 2.2% compared to 2017.5

The increase in paid employment can come either from 
current businesses that grow or from the establishment 
of new businesses. In 2018 approximately 10 thousand 

4. The data refer to October 2018. 

5. The information originates in Table IB3, page 13 of the report, which refers to wages. 

6. According to ELSTAT’s official definition, the underemployed consist of the part-time employed who would prefer working full-time and 

are immediately available to do so, but cannot find such a job. 

7. Obviously, one could propose more distinct groups with respect to their attachment to the labour market, depending on the criteria used, 

e.g., the duration of the unemployment spell.
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those and one out of three were young, aged 15-29. 
The decrease came primarily from the reduction of the 
underemployed aged 45-64, a figure that corresponds 
to approximately 70% of the total decrease. On the 
contrary, the number of the underemployed aged 15-
19 increased a lot,8 while the same happened with the 
number of the underemployed aged over 60. Conse-
quently, the share of the underemployed in the total 
employed decreased from 7% to 6.4%. That means 
that, ceteris paribus, the utilisation of labour improved. 
The decrease in the underemployment rate was big-
ger for women and especially for youth aged 15-29. It 
should be noted, though, that, within youth, there was 
a big increase in the number of the underemployed 
aged 15-19, which may be attributed to data anoma-
lies.9 It is interesting that the differential between men 
and women with respect to underemployment has 
been almost stable since 2014 and onwards, with only 
small fluctuations, while the differential between youth 
and mature individuals (aged over 30) has been stead-
ily widening (Graph 3.1.5). That does not seem to be 
circumstantial and, therefore, it should be treated with 
caution and deserves further investigation.

3.1.4. Unemployment

The increase in the number of the employed document-
ed in the previous sections was accompanied by the 

pansion of underemployment, which is reflected in 
flexible forms of employment, e.g., part-time employ-
ment, work-in-shifts, etc. 

When someone is employed and paid for at least one 
hour a week, he/she is classified as employed. Admit-
tedly, a line has to be drawn at some point. However, 
one of the main reasons for working is to ensure a 
decent living. A job that pays too little, as is surely the 
case with jobs that involve only a few working hours a 
week, is probably unable to ensure a decent living and 
allows for the definition of the employed to be serious-
ly questioned. As often discussed in previous issues 
of the Greek Economic Outlook, due to the economic 
troubles of the past years, flexible forms of employ-
ment expanded, e.g., part-time jobs and work-in-shifts 
contracts, although not always in accordance with the 
will of the workforce. Currently and while unemploy-
ment has been decreasing lately, the share of those 
who report that they are employed part-time because 
they cannot find a full-time job has been also decreas-
ing from 10% in the end of 2014 and beginning of 2015 
to approximately 9% in 2018. 

Since 2014 and onwards it seems that the size of un-
deremployment has been stabilising around 6.5%. 
Over the past year the number of the underemployed 
decreased by 17.5 thousand or 6.6%. The total number 
of the underemployed reached 246.5 thousand in the 
first nine months of 2018. Women represented 54% of 

8. Note that the data show an unusually large decline in the number of the underemployed youth aged 15-19 in 2017. Therefore, the in-

crease in 2018 leads closer to the numbers reported in 2016.

9. See Footnote 8. 

GRAPH 3.1.5
The evolution of the underemployment rate over time, 2008-2018 (%)
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smallest decrease in the number of the unemployed, 
doing better only compared to West Macedonia and 
the North Aegean islands. The biggest unemployment 
rate in the third quarter of 2018 was reported in West 
Macedonia (27.6%) and West Greece (23.8%). Those 
two regions, along with the North Aegean islands, are 
further away from their minimum unemployment rates 
recorded in 2008. Since employment started to recov-
er in 2014, the fastest de-escalation of the unemploy-
ment rate is reported in West Macedonia and Thrace 
and Crete; at the same time, there seems to be no 
change in the North Aegean islands. At this point it 
seems that the North Aegean islands stand out in a 
negative way with respect to unemployment. Perhaps 
the refugee crisis and the accompanying blow in tour-
ism have something to do with it. 

3.1.5. Conclusions

The situation in the labour market continued to im-
prove in the first nine months of 2018. The number of 
the employed increased and that of the unemployed 
decreased. Employment is recovering especially for 
mature men, since most of the newly employed are 
men aged 45-64; women of the same age group follow 
closely. However, the imbalance reported in previous 
quarters persists; technical and vocational education 
graduates benefit the most from the increase in em-
ployment and university graduates the least. The best 
performance with respect to expanding employment 
was reported in West Macedonia, Crete and East Mac-
edonia and Thrace, while other regions such as the 
Ionian Islands and Epirus did well too. Moreover, the 
number of employees and self-employed with per-
sonnel increased at a faster rate, which suggests that 
employment is transforming. Agriculture, health and 
trade created most of the new jobs, while financial and 
insurance services and households as employers ex-
hibited the strongest decrease in the number of the 
employed. It seems that employment is recovering 
lately due to the establishment of new, mostly small 
sized, businesses. 

The news for paid employment is also encouraging. 
The increase in net flows of paid employment shows 
that it is recovering, while the share of full-time hires 
was almost steady. However, the share of those with 
flexible forms of paid employment (i.e., part-time and 
work-in-shift contracts) also remained stable, which 
indicates that the market has a stable preference 
towards such forms of employment; this may im-
pact living conditions negatively though. Moreover, 

reduction in the number of the unemployed and the un-
employment rate. In the third quarter of 2018, the unem-
ployment rate for people over 15 years of age stood at 
18.3%, lower than the respective quarter in 2017 (20%) 
and following the seasonal downward trend that is com-
mon in the third quarter. The average reduction in the 
first nine months reached 2.1 percentage points.10 The 
unemployment rate fell a little faster for men (2.4 vs. 1.7 
percentage points for women). The unemployment rate 
for youth, on the other hand, also decreased, but it still 
stands several percentage points above the unemploy-
ment rate for people over 30 in the third quarter of 2018: 
30.2% vs. 16.2%. Note, though, that the differential in 
the unemployment rate with respect to age narrowed 
by 1.3 percentage points in 2018, while the differen-
tial with respect to gender widened by 0.7 percentage 
points. Consequently, the share of unemployed women 
over all the unemployed increased to 55.5%. 

In accordance with the increase in the number of the 
employed, the number of the unemployed decreased 
from 1.034 million individuals in the first nine months in 
2017 to 926.3 thousand unemployed in the respective 
period of 2018. The number of unemployed men de-
creased by approximately 65 thousand or 13.6% and 
the number of unemployed women by 42.5 thousand 
or 7.6%. Moreover, during the same period, the num-
ber of unemployed youth, i.e., aged 15-29, decreased 
by 32 thousand or 12.1%. As a result, nearly six out of 
ten unemployed persons who got a job were men and 
one in three was youth. To give a proper perspective, 
it is useful to note that the number of the unemployed 
aged 30-64 decreased during the same period of time 
by 9.9%. A more thorough investigation of the data re-
veals that the faster de-escalation of the number of un-
employed men is due to the more than double reduc-
tion of the number of the unemployed men aged 30-
64 compared to women of the same age group. The 
decrease in the number of unemployed is bigger than 
the increase in the number of the employed; therefore, 
one must assume that the labour force declined be-
tween 2017 and 2018. 

The de-escalation of the unemployment rate over the 
past year is evident in almost every region. The islands 
of the North and South Aegean are the exceptions to 
the rule. The unemployment rate decreased faster in 
East Macedonia and Thrace and Epirus (4.3 percent-
age points), while Crete followed closely (3.9 percent-
age points). In relative terms, though, the number of 
the unemployed decreased over 22% in the first and 
the third regions mentioned above. The performance 
of Attica is quite disappointing; the region had the third 

10. The average unemployment rate in the first nine months of 2018 was 19.5% compared to 21.6% in 2017. 
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to men of the same age. Since the beginning of the 
de-escalation in the unemployment rate in 2014, East 
Macedonia and Thrace, along with Crete, exhibit the 
fastest rate of decrease, while there does not seem to 
be a noteworthy change in the unemployment pros-
pects in the North Aegean islands, a fact that should 
cause concern.

the share of the underemployed seems to stabilise, 
but the divergence between age groups persists. 
Gross earnings from work increased, but new hires 
involve mainly a lower level of wages. Last but not 
least, the unemployment rate dropped faster for men 
and youth. Unemployed women aged 30-64 seem to 
face the greatest difficulties in finding a job compared 
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3.2. Foreigners in the Greek 
labour market

Ioannis Cholezas

This article describes the evolution of foreigners1 in 
Greece, most of which come from non-EU countries, 
i.e., third countries, and the changes that took place in 
the labour market over the past few years, especially 
since 2008. Before the recent economic turbulences, 
Greece was an attractive destination for immigrants 
coming from mostly neighbouring countries, such as 
Albania and Bulgaria, but also from Asian countries. 
Since then a lot has changed regarding economic 
prospects affecting the migration plans of immigrants 
who are considering migration, but also of immigrants 
who are already here. 

3.2.1. Foreigners in Greece and the EU

It is often mentioned in public discourse that the Eu-
ropean countries are taking in a large number of for-
eigners, which may cause problems with the social 
cohesion of the host countries. The data from Eurostat, 
however, seems to suggest that such concerns are dif-
ficult to support. At the European Union level (EU-28), 
the share of people aged 15-64 with a foreign national 
origin ranged from 4.4% to 8.4% for the period 2002-
2017, while the average share for the past ten years did 
not exceed 7.5%. Although it is highly probable for the 
density of migrant populations in specific areas within 
a country to be much bigger than the country average, 
at the country level any concerns seem unjustified. On 
the other hand, the concentration of immigrants in spe-
cific regions or areas within regions may, to some ex-
tent, be a rational choice they themselves made2 and, 
to some extent, may be a choice of the host country.3 

The choice of the destination country is the outcome of 
a complicated decision process during which a num-

ber of different factors are taken into consideration, 
such as the proximity to the country of origin, cultural 
ties, the presence of an ethnic community in the desti-
nation country, the economic situation of the destina-
tion country, employment opportunities for foreigners, 
the immigration policy applied, etc. As a result, there 
are more and less attractive countries and, therefore, 
not all countries attract migrant flows equally. 

There are wide divergences between EU-28 member 
states, for example. In 2017 there were countries with 
an almost zero share of foreigners (e.g., Bulgaria, Ro-
mania), and other countries in which the share of for-
eigners exceeded 15% (e.g., Ireland, Austria, Malta and 
Cyprus). At the same time, there are also countries in 
which the share of foreigners is considerably bigger: 
Switzerland, for instance, with a share of foreigners 
equal to 27.2% or Luxembourg with a respective share 
of 54.1%. Considering that one of the main reasons for 
immigrating during peace time is to improve living con-
ditions through getting a better job, both in terms of 
working conditions and rewards, it becomes clear why 
countries with a high per capita GDP, like Switzerland 
and Luxemburg, face a much higher flow of foreigners 
than poorer countries. 

Those who migrate are more often men, which proba-
bly has to do with social norms in the country of origin. 
It also has to do with employment opportunities avail-
able for immigrants in the receiving countries, which 
sometimes are not gender neutral. However, there is 
considerable divergence in the share of male foreign-
ers between countries. For instance, in Denmark half of 
the foreigners are men, while in Slovenia men account 
for approximately 70% of foreigners. Another differ-
ence is more pronounced though: that of ethnic origin. 
In Luxembourg, for example, which has the biggest 
share of foreigners in the population, during the past 
ten years only 8.7% of them come from third countries. 
In Switzerland, on the other hand, approximately one 
out of three foreigners is not an EU-28 citizen. More-
over, almost half of the foreigners in Germany come 
from third countries and in France the share climbs 
even higher, to six out of ten. Differences in labour 

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 39-45

1. The term “foreigners” refers to immigrants who plan to stay in Greece for a short or longer period of time.

2. Reasons for choosing to settle in a specific area may involve more and better employment opportunities, the presence of an ethnic 

community already living there, the proximity to the country of origin, etc. 

3. There are cases in which the host country chooses certain areas for the accommodation of immigrants, such as the accommodation 

centres for refugees, in order to avoid unwanted reactions by the local population. Moreover, insufficient care for foreigners and inadequate 

actions to facilitate their integration into the receiving country may force them to concentrate in specific areas or regions. 
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by 91 thousand. That is obviously due to the fastest 
decrease of foreigners overall, as already discussed. 
In the EU-28 the respective share decreased consid-
erably (>8 percentage points), despite the increase in 
the number by almost 659 thousand persons, since 
foreigners overall increased by 3.8 million. Given refu-
gee flows, it is easily understood that foreigners have 
been leaving Greece over the past years. 

3.2.2. The population of foreigners in Greece 
and their status in the labour market

The inflow of immigrants in Greece began at the end 
of the 1980s, after the end of the cold war. Until then 
Greece was an immigrant sending country, but was 
quickly converted to an immigrant receiving country. 
The majority of immigrants came from neighbouring 
countries and especially Albania. Being mostly un-
skilled by Greek standards and without any knowl-
edge of the Greek language, men used to work in the 
construction business and in agriculture, while wom-
en offered their services in households, either looking 
after young children or helping out the elderly. The 
problematic residence status involved, which often 
led to informal stays, coupled with inadequate state 
measures to protect immigrants against abuses, al-
lowed for the undeclared work phenomena to expand. 
In any case, the fast-growing economy at the begin-
ning of the 2000s allowed for the quick integration of 
immigrants into the labour market, since they proved 
to be supplements to their Greek counterparts and 
contributed to the parallel increase of their employ-
ment too.6 

Graph 3.2.1 shows the evolution of the share of for-
eigners in the country over time. In 2004 almost 5.5% 
of the population did not have Greek nationality. That 
share increased until 2009-2010 to reach approximate-
ly 8%; it then started to drop and ended up at 5% in 
2017. The share of foreigners aged 15+ in the labour 
force is also shown in the same graph. It exhibits a 
similar path; the only difference is that it lays 1.5-2.0 
percentage points lower than the share of foreigners in 
the population. Thus, it ranges from 6.3% to 10%. The 

demand, which are directly affected by a country’s 
production structure, combined with the immigration 
policy applied, have an undoubtedly strong impact on 
the composition of foreigners in a country. Therefore, 
European citizens are more likely to move to wealth-
ier EU countries in search of better living conditions, 
while immigrants from third countries are more likely to 
move to countries which have less strict rules and offer 
more jobs that require unskilled or low skilled labour.4 

The case of Greece is not very different than that of 
the other European countries. In particular, the share 
of foreigners living in the country has hardly exceed-
ed 8.3% over the past ten years. That puts Greece in 
the 13th place behind Austria, Cyprus, Ireland, Spain 
and Italy, but in front of Portugal, Sweden, Finland, 
etc. Over the last few years that share has dropped 
even more. In 2017 the share of foreigners aged 15-64 
dropped further to 6.2%, more than two percentage 
points lower compared to the EU-28 average. During 
period 2008-2017, the share of foreigners dropped by 
2.1 percentage points, which corresponds to approx-
imately 114 thousand fewer foreigners.5 The greatest 
drop was recorded in Spain, which continues to have 
twice the share of Greece nevertheless, and Portugal, 
where the share is one-third compared to the one in 
Greece. Adverse economic conditions facing those 
countries may have contributed to the drop in the 
number of foreigners. However, it should be noted that 
the share of foreigners has increased in most coun-
tries over the past years. 

Another interesting fact is that the majority of foreign-
ers in Greece come from third countries (83% in 2017). 
The same is true for about half of the foreigners in the 
EU-28, on average. Therefore, Greece seems to be 
less attractive as a destination country to Europeans, 
but not to third-country nationals. To some extent that 
is the result of the refugee flows of the past years which 
have boosted the population of foreigners in the coun-
try, many of whom are here only temporarily. Never-
theless, looking at the data on foreigners between 
2008 and 2017, it turns out that the share of third-coun-
try nationals increased by less than one percentage 
point, despite the decrease in their absolute number 

4. Obviously, there are other reasons for moving, as already mentioned. However, it is hard to think of a Greek doctor moving to Bulgaria 

to look for a job (with relatively low rewards) and not Sweden. The distance, in terms of welfare, between EU-28 member states is shorter 

than the distance between EU and third countries. Therefore, immigrant flows move towards comparatively richer countries that offer better 

employment and welfare prospects (or at least they are expected to do so). 

5. At the same time, the population overall decreased by 210 thousand. A plausible explanation is that Greeks left the country due to the 

adverse economic conditions to look for a job abroad. Note also that the population in the EU-28 aged 15-64 increased by approximately 

5 million.

6. See Hatziprokopiou, P. (2005), Immigrants’ Integration and Social Change: Greece as a Multicultural Society. Paper presented at the 2nd 

LSE Symposium on Modern Greece, Current Social Science Research in Greece, LSE, European Institute, Hellenic Observatory.
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The difference between the share of foreigners in the 
population and their share in the labour force is due 
to the different “behaviour” of the two groups in the 
labour market. For example, foreigners aged 15-64 
participate in the labour force much more often com-
pared to Greeks (Graph 3.2.2). That is no surprise 
since the main reason for migrating is finding a job 
and improving living conditions through it,7 at least 
according to earlier surveys.8 However, there is a big 
difference in men. In period 2004-2017 the participa-
tion rate in the labour market for foreign men was, 
on average, approximately twelve percentage points 
higher than the one for Greeks, while for women that 
difference was lower than three percentage points. 
Therefore, the behaviour of men seems to be de-
pendent on their nationality (Greek or non-Greek), 
but the same does not hold for women. Two addi-
tional observations are interesting. First, until 2010 
the participation rate had been increasing for both 
foreigners and Greeks. That is probably the result of 
increasing wages (or rewards in general) that attract 
people to the labour market as they exceed the res-
ervation wage of more and more people.9 The sec-
ond thing is that after 2010 the participation rate for 
Greeks stayed almost constant, while it decreased 
for foreigners. Consequently, the gap between the 
two groups shrank from 8.3 percentage points in 

minimum value was recorded in 2017 and the max-
imum in period 2009-2010. The share of employed 
foreigners over the entire employed population aged 
15+ followed a similar path. The only difference is that 
it has been dropping faster since 2010 to end up one 
percentage point lower than the 2004 level, when the 
increase started. 

7. Refugee flows are a special case, since survival is probably the strongest reason for migrating –especially when these flows originate 

from regions at war. 

8. A discussion of the Greek case can be found at Cholezas, I. and Tsakloglou, P. (2009), The economic impact of immigration in Greece: 

taking stock of the existing evidence, Southeast European and Black Sea Studies (9: 1-2), pp. 77-104. 

9. According to the evolution of the wage index estimated by ELSTAT, wages went up in 2010 on a quarterly basis, with the exception of 

the first quarter when wages always fall due to the Christmas benefit paid in the last quarter. 

GRAPH 3.2.1
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GRAPH 3.2.2
Participation rate (%) for individuals aged 15-64, 2004-2017
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lower for Greeks) and the minimum in 2013 (49% for 
foreigners and 46.7% for Greeks). 

There are two more interesting facts. First, the typ-
ically bigger employment rate for foreigners seems 
to diminish while, since 2014, when the slow recov-
ery began, the difference has almost disappeared. It 
seems, then, that lately it has been easier for Greeks 
to get a job, probably due to the nature of the jobs 
offered, which may fit less well the attributes of human 
capital embodied by foreigners. However, since the 
employment rate is calculated using the number of 
the population in the denominator, parallel changes in 
those two variables (employed and population) may 
blur the picture. It is often mentioned in public dis-
course, for example, that one of the consequences 
of the economic recession the country faced over the 
past ten years is immigrants leaving the country and 
well educated Greeks migrating to mostly European 
countries in search of a job (brain drain). A closer look 
at the data on population aged 15-64 reveals that the 
number of Greeks had been decreasing even before 
2008. On the contrary, the number of foreigners in 
the country continued to increase until 2009, when 
it reached 666 thousand, and has been decreasing 
ever since. Apparently, the problems caused by the 
economic recession forced people to leave the coun-
try, an argument which seems particularly strong in 
the case of foreigners. Note that less developed social 
networks for foreigners, as well as their mentality (they 
have migrated at least once in the past), may induce 
them to migrate again. The fact that immigrants are 
leaving the country at a faster rate may interpret the 
reduction in their share on the population already dis-
cussed in Graph 3.2.1. In this context, the increase in 
the employment rate of foreigners is not accompanied 

2010 to 4.4 percentage points in 2017. Thus, foreign-
ers appear to be more vulnerable to the reduction of 
wages that followed 2010 (and speeded up in 2012 
and 2013) and decide not to participate in the labour 
market. 

An interesting observation is that the difference in the 
participation rate between men and women is wider 
amongst foreigners, obviously because of the much 
higher participation rate of foreign men, since the dif-
ference between foreign and native women is small. 
Another interesting observation is that the gender par-
ticipation gap has been decreasing amongst Greeks; 
that seems to suggest an increasing participation rate 
for Greek women over time. On the other hand, the 
gender participation gap had been increasing up to 
2008, but has started to narrow since. The diminish-
ing gender participation gap for both groups could be 
explained as a change in the participation decision 
of women, in order to support household income, 
which is independent from ethnic origin. Neverthe-
less, considering the changes that have taken place 
since 2014 and onwards, when the slow recovery of 
employment started, Greek women increased their 
participation rate faster than foreign women. 

The employment rate for foreigners aged 15-64 was 
also higher than that of Greeks, at least until 2011. A 
plausible explanation is that foreigners are more flexi-
ble than Greeks, since the latter are more likely to have 
alternative sources of income, perhaps through their 
wider family or some real estate property. That may 
allow them to be more selective, i.e., have a higher 
reservation wage regarding the job offers they accept. 
The maximum employment rate for the entire period 
2004-2017 is traced in 2008 for both groups (68.7% 
for foreigners and approximately 8 percentage points 

GRAPH 3.2.3
Employment rate (%) and number of employed aged 15-64, 2004-2017
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foreigners working in tourism, agriculture and trade 
increased. Especially in agriculture, the increase is ap-
proximately 10 percentage points higher. Likewise, al-
most 60% of foreign women continue to be employed 
in households, despite the general decline since 2008. 
It should be noted that the share of foreign women 
employed in tourism has increased by approximate-
ly 11 percentage points, while they also increased 
their share in manufacturing and agriculture. Note 
that changes in shares do not necessarily reflect an 
increase in the number of the employed, since they 
may result from the slower decrease in employment in 
the specific industry. 

The second interesting question is answered in Graph 
3.2.5 which depicts the share of employed foreigners 
in total employed in selected industries for men and 
women separately. The bigger the share of employed 
foreigners in an industry, the more that industry de-
pends and is affected by foreigners and their decisions. 
The industries that rely most on a foreign male work-
force include households, manufacturing, construc-
tion activities, administrative and other activities and 
tourism. Note that the share of foreign men employed 
in households is very small (check Graph 3.2.4), but 
three out of four men employed in the particular indus-
try are foreigners. The share declined sharply over the 
past two years, due to a decrease in foreign employ-
ment and an increase in employed Greek nationals. 
At the same time, construction activities seem to be 
much less dependent on a foreign workforce than in 

by a similar increase in the number of the employed, 
since that number decreased and has not been recov-
ering, despite the general increase in employment. 
On the contrary, the number of employed Greeks has 
been increasing steadily since 2014. Among others, 
the concentration of foreigners in specific industries, 
which are not recovering yet in terms of employment, 
such as construction activities and households as em-
ployers, may be responsible for that. 

There are two key questions regarding foreigners’ 
employment. The first one involves the industries in 
which they are usually employed, and the second one 
is the degree to which a given industry relies on for-
eigners’ employment. Given that job preferences differ 
between men and women, these questions must be 
answered for each gender separately. 

Employed foreigners are distributed across industries. 
That distribution is presented in Graph 3.2.4 which 
addresses the most important industries, in terms of 
the number of employed foreigners. As expected, im-
portant industries differ for men and women. Foreign 
men are more often employed in construction, trade, 
agriculture, manufacturing and tourism. Despite the 
generalised decrease in employment over the past 
years, the distribution of employed foreigners has not 
changed dramatically. It is also interesting that while 
the employment of foreign men decreased in construc-
tion (half were foreigners in 2008 vs. one fifth in 2017) 
and in manufacturing it is still five percentage points 
lower compared to its maximum value, the share of 

GRAPH 3.2.4
The distribution of foreigners by gender in selected industries (%)
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employed foreigners started to increase in 2006, two 
years before the number of unemployed Greeks start-
ed to increase also. Therefore, it could be argued that 
the number of unemployed foreigners was a sign of the 
difficulties ahead. On the contrary, the maximum num-
ber of the unemployed was reached in 2013 for both 
groups. The second interesting fact is that the reduction 
of the unemployment rate since 2014 has been faster 
for foreigners. Just to get a picture of this, note that in 
period 2014-2017 the unemployment rate went down 

the past. As far as women are concerned, six out of 
ten foreigners are employed in households, although 
their importance has decreased over the years. The 
two other industries most dependent on a foreign fe-
male workforce, i.e., tourism and administrative and 
other related activities, seem to be relatively stable 
over the past few years.

Concluding, employed foreigners are still concentrat-
ed in the same industries as they were in the past, 
which are not the same for men and women. In some 
industries the concentration has been getting strong-
er over the past years, but in others it is diminishing. 
Ceteris paribus, the dependence of industries on a 
foreign workforce seems to decrease as employment 
increases. 

The other side of employment is, of course, unemploy-
ment, which reflects all the difficulties in finding a job 
that often lead people to leave a country in search of a 
job abroad. In the case of Greece, employment pros-
pects for foreigners used to be more favourable than 
those for Greeks until 2008 and the beginning of the 
country’s economic troubles (Graph 3.2.6). The unem-
ployment rate reached 6% for the former in 2008 and 
approximately 8% for the latter. From 2008 until 2013, 
the employment increased faster for foreigners than for 
Greeks. The following year, when employment started 
to recover, this differential dropped between six and 
seven percentage points. It is interesting that despite 
the almost parallel movement of the unemployment 
rate for both foreigners and Greeks, the number of un-

GRAPH 3.2.5
Share of employed foreigners by gender in selected industries (%)

Men Women

Administrative, etc. activities
Manufacturing

Households as employers

Construction
Tourism

Tourism

Households as employers
Administrative, etc. activities

90

80

70

60

50

40

30

20

10

0

80

70

60

50

40

30

20

10

0

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

Source: Labour Force Survey, ELSTAT, primary data, KEPE processing.

Note: Industry codes are based on STAKOD-08 classification used by ELSTAT (based on NACE Rev2).

GRAPH 3.2.6
Unemployment rate (%) for individuals aged 
15-64, 2004-2017
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The situation of foreigners in Greece has changed for 
the worse over the past few years, most likely due to 
the economic troubles the country faced. The unem-
ployment rate was lower for foreigners before 2008; it 
increased faster in period 2008-2013, but it has also 
been decreasing faster ever since, both for the for-
eigners in total and for foreign youth. It is important 
that this is happening despite the fact that industries 
that typically employed foreigners in the past are far 
from the high employment levels recorded in 2008. 
That could signal the expansion of the presence of for-
eigners in other industries. For instance, the share of 
foreigners working in tourism and trade increased for 
both men and women. There are bigger differentials 
amongst men of a different nationality than women in 
labour market variables, like the labour force partici-
pation rate. In any case, those differentials have been 
decreasing over the past years, while the presence of 
women in the labour market was reinforced, probably 
in an effort to compensate for the decrease in house-
hold income. 

Employment prospects have been improving for 
everyone in Greece and, consequently, for foreigners 
also. The increase in the number of employed foreign-
ers seems to perpetuate their concentration in specific 
industries, meaning that they continue to be employed 
in the same industries as they were in the past, de-
spite the fact that they have a stronger presence lately 
in other industries as well. In some industries, indeed, 
the concentration has been getting stronger over the 
years. Nevertheless, the dependence of industries on 
a foreign workforce seems to decrease with the ex-
pansion of employment. Although employment op-
portunities seem to improve since 2014 for everyone, 
but particularly for foreigners, they seem to continue 
to migrate to other countries. That is verified by the 
decrease in their share in the population and the la-
bour force. Moreover, the increase in the employment 
rate of foreigners is not accompanied by an increase in 
the number of the employed, which suggests that their 
population has been shrinking. 

As long as the Greek state recognises the positive role 
of foreigners in the Greek economy, primarily but not 
only through the relief of the demographic problem, it 
should do more to facilitate their smooth integration 
into the Greek labour market and society. Ensuring 
a field of equal opportunities for all and protection 
against malpractices in the labour market should be 
amongst the top priorities in that process. 

by 10.3 percentage points for the latter compared to 
5.5 percentage points for Greeks, while the number of 
unemployed foreigners dropped by 47.6% vs. 19.9% for 
Greeks during that period. Nevertheless, the number of 
foreigners in Greece has been dropping, as already 
noted above. 

Another interesting fact is that the unemployment rate 
differential between men and women is similar for the 
two groups; in both cases women face more difficul-
ties in getting a job. The widest gender unemployment 
differential does not exceed ten percentage points for 
foreigners and eleven percentage points for Greeks. 
However, comparing the same gender shows that the 
unemployment rate differential is bigger amongst men. 

Young people have always been a special population 
group for the Greek labour market. During the econom-
ic turbulences youth were faced with more severe prob-
lems compared to older individuals. The term ‘youth’ 
refers to people aged 15-29, a slightly wider definition 
than the usual one because of the Greek peculiarity 
involved, i.e., many prolong their studies beyond the 
statutory period. Until 2011, foreign youth had better 
employment chances than Greek youth; the unem-
ployment rate they were facing was always lower, al-
though the differential had been gradually diminishing 
since 2004. In 2013 the unemployment rate for youth 
reached 48.4% for Greeks and 50.8% for foreigners. 
That was the first year for which the unemployment rate 
for foreign youth exceeded that for Greeks. Ever since, 
the difference does not have a stable sign. The reduc-
tion in the unemployment rate, which started in 2014, 
favoured foreign youth. Moreover, the unemployment 
rate dropped by 17.5 percentage points (vs. 12.6 per-
centage points for Greeks) and the number of the for-
eign unemployed youth also dropped by approximate-
ly 62% (vs. 36% for Greeks). However, it seems that the 
advantage of foreign youth in terms of a lower unem-
ployment rate has vanished over the past few years.

3.2.3. Conclusions

Over the past ten years approximately 8% of the popula-
tion in Greece has consisted of foreigners, i.e., they do 
not have Greek nationality. Lately, probably because of 
the economic troubles, both the number and the share 
of foreigners have been decreasing. Most foreigners 
come from third-countries; this is a fact that distinguish-
es Greece from many other, mostly advanced, EU-28 
countries. 
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On the basis of a commonly used definition, the shar-
ing economy is identified as a phenomenon by which 
consumers grant other consumers temporary access 
to under-utilised assets (“idle capacity”), possibly for 
money (Frenken et al., 2015). In a sense, this defini-
tion may be characterised as being precise, since it 
does not detract significantly from the idea of tempo-
rary sharing, e.g., of a residence or car ride, a practice 
that in the past took place mainly among friends and 
relatives and is now possible between strangers via 
an online platform. On the other hand, this definition 
may be regarded as being fairly restrictive (Maselli, Le-
naerts and Beblavý, 2016), as it excludes similar forms 
of transactions which are currently placed within the 
framework of collaborative activities. More particular-
ly, on the basis of this definition, the concept of the 
sharing economy covers solely consumer-to-consum-
er or peer-to-peer transactions, thus excluding similar 
business-to-consumer transactions. Furthermore, the 
definition does not include activities that refer purely to 
the supply of services. Thus, according to this particu-
lar definition, the sharing economy includes, e.g., the 
rental of a residence under-utilised by its owner through 
platforms such as Airbnb, or the sharing of a journey 
with a private car (carpooling) through platforms such 
as BlaBlaCar. It does not include, e.g., activities re-
ferring to the on-demand satisfaction of requests for 
services, such as taxi orders through platforms such 
as Uber, or the satisfaction of needs for domestic ser-
vices, through platforms such as TaskRabbit.

Towards a less restrictive conceptual approach of 
the sharing economy, other definitions are offered in 
the literature, which limit the spectrum of transactions 
covered by the term without excluding collaborative 
activities widely regarded as part of the sharing econ-
omy. Depending on the case, such definitions may not 
encompass, e.g., business-to-business transactions 
or the transfer of ownership of products among con-
sumers through platforms such as E-bay. On the other 
hand, these definitions may incorporate notions that 
are close to that of the sharing economy, such as the 
collaborative economy, the on-demand economy, or 
the product-service economy.

• The collaborative economy is a term often regarded 
as synonymous to the sharing economy, in a wider 

4.1. Sharing economy-Collaborative 
economy: Use of services in Greece

Ersi Athanassiou

Agapi Kotsi

4.1.1. Introduction

The terms “sharing economy” and “collaborative econ-
omy” encompass various activities which have been 
emerging and developing rapidly in recent years via 
online collaborative platforms. In the present article, we 
first consider the meaning of these and other related 
terms that are frequently used in the literature and pub-
lic dialogue. Furthermore, as a next step, we examine 
recent trends in the use of collaborative platforms in 
Greece and in the European Union (EU-28), focusing 
on general and more specific characteristics concern-
ing the profile of users (gender, age, education, etc.), 
the kind of services used, and the main advantages 
and disadvantages of the collaborative economy ver-
sus the traditional trade of goods and services. The 
data employed in this analysis originate mainly from 
the recently published survey of the European Com-
mission on the use and supply of services via collabo-
rative platforms (European Commission, 2018), as well 
as from the earlier corresponding survey published for 
the first time in 2016 (European Commission, 2016).

4.1.2. Conceptual approaches

The term “sharing economy” was first used in 2009 
(Demary, 2015) and since then it has spread globally, 
without there being a commonly accepted definition 
or notion of its content. Depending on the point of 
view or the objectives of each user, the term can be 
used in a narrow or a broader sense. A common de-
nominator of the different conceptual approaches is 
usually the mediation of an internet platform connect-
ing users and suppliers of services, with the aim to 
achieve a more efficient use (sharing) of natural or 
human resources. 

4. Development policies and sectors

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 46-54
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1. The survey of 2018 was carried out via phone interviews on a representative sample of 26,544 persons from the 28 member states of the 

EU, including 1,000 persons in Greece during the period 23-30/4/2018. The survey of 2016 was carried out on a sample of 14,050 and 500 

persons, respectively, during the period 15-16/3/2016.

labour. On the basis of such a definition, the sharing 
economy includes peer-to-peer transactions for the 
sharing of under-utilised assets, business-to-consum-
er transactions, as well as activities that concern purely 
the provision of services, subject to the condition that 
all these transactions are performed via an online plat-
form. According to this definition, the sharing econo-
my includes, for example, both transactions through 
Airbnb and BlaBlacar, and the activities of Uber and 
TaskRabbit. 

4.1.3. Use of services offered via 
collaborative platforms 

The evolution of technology and high-speed net-
works, the growth of social networks and the increas-
ing access of Greek citizens to the internet have 
played an important role in the development of the 
sharing economy and related digital platforms and ap-
plications in Greece over recent years (Athanassiou 
& Kotsi, 2018). The awareness of citizens about the 
sharing economy, its use and the characteristics of 
users in Greece and Europe are recorded in two rele-
vant studies performed in 2016 and 2018 on a repre-
sentative sample of the population of the EU-28 aged 
15 years and over (European Commission, 2016, 
2018).1 According to the results of these surveys, in 
2018 a share of 22% of Greek respondents stated that 
they have used services offered via collaborative plat-
forms. This share is considerably higher compared to 
the corresponding figure for Greece in 2016 (9%), and 
is also very close to the average of EU-28 member 
states for 2018 (23%), with the corresponding shares 
for other countries ranging from 17% in Portugal to 
40% in Latvia (Figure 4.1.1). With respect to the fre-
quency of use, in Greece, 10% of respondents stat-
ed that they have used these services once or a few 
times (versus 2% in 2016 and 9% on average for the 
EU-28 in 2018), 7% stated that they have used the 
services occasionally-once every few months (versus 
5% and 10%, respectively) while 5% reported frequent 
use-once a month or more often (versus 1% and 4%, 
respectively).

Those who responded that they have not used servic-
es via collaborative platforms mentioned more frequent-
ly as a reason the lack of knowledge about what col-
laborative platforms are (36% of non-users in Greece 
and, on average, in the EU-28). Other reasons offered 

sense than that of Frenken et al. (2015). Accord-
ing to the definition of the European Commission 
(2016), which shows preference to this particular 
term when referring to collaborative forms, the 
collaborative economy refers to business models 
where activities are facilitated by online platforms. 
Collaborative platforms create an open market-
place for the temporary use of goods or services 
often provided by private individuals. The collabo-
rative economy involves: (i) service providers who 
share assets, resources, time and skills; these can 
be private individuals offering services on an occa-
sional basis (‘peers’) or professional service pro-
viders, (ii) users of these services and (iii) collabo-
rative platforms that connect providers with users 
and facilitate transactions between them. Generally 
speaking, collaborative economy transactions do 
not involve a change of ownership and can be car-
ried out for profit or not for profit.

• The on-demand economy is a term employed main-
ly to describe the mediation of online platforms to 
create open markets through which workers can 
freely be assigned to cover the demand for per-
sonal or professional services. A key feature of the 
on-demand economy is that the mediation of the 
platform concerns the supply of some form of la-
bour. This labour may cover needs for local/manual 
tasks (on-demand work), or can be offered online 
from a distance, through the so-called crowdsourc-
ing platforms. 

• The product-service economy is a term used less 
frequently in the literature compared to the terms 
mentioned above. It is used mainly to describe the 
mediation of platforms for the execution of transac-
tions between businesses and consumers. 

The less restrictive definitions of the sharing economy 
are usually quite close to the notion of the collaborative 
economy, and hence may cover, apart from the activ-
ities included in the definition of Frenken et al. (2015), 
other transactions belonging to the on-demand econ-
omy and the product-services economy. Within a con-
ceptual framework of this kind, a pertinent approach is 
that of Dølvik and Jesnes (2017). The authors define 
the sharing economy as a phenomenon according to 
which an intermediary company, in the form of a digital 
platform, helps to connect providers and consumers/
clients to perform transactions such as the provision 
of services and the sharing of assets/property, skills or 
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concept of the sharing economy, while 8% stated that 
they had made use of a relevant service.

4.1.3.1. Profile of users

The use of services via collaborative platforms seems 
to differ depending on the profile of users. Starting 
with gender, in 2018 females exceeded males in the 
use of services via collaborative platforms in Greece 
(24% of females versus 20% of males), in contrast 
to the average of the EU-28 where males presented 
slightly higher shares of use compared to females 
(25% versus 23%, respectively) (Table 4.1.1). With re-
spect to age, users of the relevant services belong 
primarily to age groups below 40 years. More particu-
larly, in Greece, the higher shares of use appear in 
the age groups of 15-24 years (38%) and 25-39 years 
(33%), while in the EU-28, the higher shares of use 
appear on average in the age groups of 25-39 years 
(38%) and 15-24 years (37%). In Greece, the share of 
users has increased considerably compared to 2016 
for both genders and in all age groups, with the most 
notable increase in use for the age group of 15-24 
years (from just 5% in 2016 to 38% in 2018). These 

as explanations for non-use of these services were a 
preference for services offered via traditional channels 
(e.g., with direct personal contact) (27% of non-users 
in Greece and 34% on average in the EU-28), a lack 
of trust in the services offered (20% and 17%, respec-
tively), a lack of technical knowledge about how to 
use collaborative platforms (18% and 14%), concerns 
about sharing personal data on the platform or the in-
ternet (16% and 20%), and, finally, poor internet ac-
cess (6% of non-users in both Greece and the EU-28 
average).

In all EU-28 countries, 2018 was characterized by 
increases in the awareness and use of the relevant 
services as compared to 2016. At that time, 35% of 
respondents had heard about collaborative platforms, 
while 17% had used a service at least once (the rele-
vant percentages ranged from 2% in Cyprus to 36% 
in France). In Greece, the corresponding shares for 
2016 amounted to 25% and just 9%, with these figures 
being slightly higher than those recorded for the first 
time in a relevant survey conducted in 2015 by MRB 
Hellas on behalf of the mobile-phone company Cos-
mote (MRB Hellas, 2015).2 According to this survey, 
24% of respondents stated that they were aware of the 

2. The survey was conducted through phone interviews in February 2015, on a sample of 500 mobile phone subscribers in Athens and 

Thessaloniki, in parallel with online interviews of 160 mobile phone subscribers in Athens and Thessaloniki who had made use of sharing 

economy services. 

FIGURE 4.1.1
Total use of services offered via collaborative platforms (% of respondents), 2018
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share of users amounted to 40% in Greece and 39% 
on average in the EU-28. In the category of persons 
with a higher educational level (20+ years of educa-
tion) the share of users amounted to 26% in Greece 
and 32% in the EU-28. For persons with fewer years of 
education (up to 15) the share of users was low both 
in Greece and in the EU-28 average (5%).

In terms of employment status, employees were the 
group with the highest share of users of services via 
collaborative platforms in Greece in 2018 (32% ver-
sus 22% in 2016), in contrast with the EU-28 where, 
on average, the self-employed presented a high-
er share of use (37% in 2018 from 26% in 2016). In 

figures confirm the initial indications provided by the 
survey of MRB Hellas (2015). According to this survey, 
despite the fact that awareness regarding the concept 
of the sharing economy was, at the time, still limited, 
the interest of the public seemed to be quite high, with 
the most dynamic age group of the new economic 
model being the population of youths aged between 
18 and 24 years.

In relation to the educational level of users, students 
and persons with more years of education present 
higher shares of use of services via collaborative plat-
forms in both Greece and the EU-28 average. More 
particularly, in 2018, in the category of students, the 

TABLE 4.1.1  Profile of users of services via collaborative platforms in Greece and the average of the 

EU-28, 2018, 2016

Characteristics Categories 2018 2016

Greece ΕU-28 Greece ΕU-28

Gender

Total 22% 23% 9% 17%

Male 20% 25% 9% 21%

Female 24% 23% 8% 15%

Age

15-24 38% 37% 5% 18%

25-39 33% 38% 17% 27%

40-54 24% 26% 13% 22%

55 + 9% 11% 2% 10%

Education
(years) 

15- 5% 5% 0% 4%

16-19 11% 16% 4% 13%

20+ 26% 32% 14% 27%

Still studying 40% 39% 7% 21%

Employment status

Self-employed 27% 37% 14% 26%

Employee 32% 34% 22% 25%

Manual workers 14% 15% 0% 14%

Not working 17% 16% 3% 11%

Urbanisation

Rural village 13% 19% 5%  

Small/mid size town 20% 22% 9%

Large town 25% 34% 10%  

Region

Northern Greece 20%  10%  

Central Greece 13%  7%  

Attiki 27%  7%  

Aegean Islands, Crete 29%  17%  

Source: European Commission, 2018, 2016.
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and the EU-28 amounted to 35% and 51% for transport 
services (e.g., car sharing), 28% and 33% for food-re-
lated services, 15% and 14% for household services 
(child care, repairs, gardening, etc.), 10% and 9% for 
professional services (IT services, accounting, etc.) 
and 5% and 8% for collaborative finance (e.g., crowd 
funding).

With reference to responses from the entire sample, 
it seems that in Greece 15% of those asked used ac-
commodation services, (versus 14% on average in the 
EU-28), 8% used transport services (versus 12%, re-
spectively), 6% used food-related services (compared 
to 8%, respectively), 3% used household services and 
2% used professional services as on average in the 
EU-28, and 1% used collaborative finance (versus 2%, 
respectively).

In 2015, the most recognizable services of the shar-
ing economy among the Greek population (MRB 
Hellas, 2015) were home exchange (25% of the 

terms of urbanization, residents of large towns pre-
sented higher shares of use both in Greece and in 
the EU-28 (25% and 34%, respectively). In 2018 all 
geographical regions of Greece presented consid-
erable increases in use as compared to 2016, with 
the highest shares of users in 2018 being recorded 
in the Aegean Islands and Crete (29%), followed by 
Attica (27%).

4.1.3.2. Type of services used 

Among the services offered via collaborative plat-
forms, the ones presenting the highest frequency 
of use among users relate to accommodation (e.g., 
renting an apartment) and transport (Figure 4.1.2). 
In 2018, 67% of users in Greece stated that they used 
accommodation services, with the corresponding EU-
28 average amounting to 57%. In parallel, in the same 
year, the corresponding frequency of use in Greece 

FIGURE 4.1.2
Use of services offered via collaborative platforms in Greece and the EU-28 by sector, 2018
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were the availability of ratings and reviews by users, 
reported by a share of 60% of users for both Greece 
and the EU-28 on average, wider choice (55% and 
56%, respectively), the possibility of exchanging ser-
vices instead of paying for them (32% and 31%) and 
opportunities to interact with interesting people (24% 
and 34%).

In the case of Greece, the advantages reported by us-
ers differ depending on the type of services used (see 
Table 4.1.2). More particularly, for users in Greece, the 
most important advantage is reported to be cheaper 
or free supply in the case of transport services (79%), 
more convenient access in the case of food-related 
services, accommodation and household services 
(76%, 69% and 66%, respectively), wider choice in the 
case of professional services (79%) and the availability 
of ratings and reviews in the case of users of collabora-
tive finance (67%). On the other hand, in the EU-28, on 
average, more convenient access is reported as the 
most important advantage by users of all kinds of ser-
vices (by a share ranging from 75% for accommoda-
tion and professional services to 89% for collaborative 
finance). 

general population and 67% of users), the rental of 
housing in Athens for exchange students (17% and 
33%, respectively), the exchange of books (16% and 
64%), the online market for crafts (14% and 58%), 
carpooling (13% and 50%), orders via the internet 
for ready meals cooked by others (13% and 43%) 
and bike sharing (13% and 28%). Among users, the 
most popular services were the exchange of books 
(40%), carpooling (37%), the online market for crafts 
(14%), housing rentals (12%), home exchange (11%) 
and orders via the internet for ready meals cooked 
by others (11%).

4.1.3.3. Advantages

On the basis of the responses of users of services via 
collaborative platforms, the most important advantag-
es of platforms compared with traditional channels, 
for Greece in 2018, were more convenient access 
to services (65% versus 42% in 2016) and cheap-
er or free services (64% versus 36% in 2016). The 
corresponding figures for the EU-28 average were 
73% and 59% (versus 41% and 33% for 2016) (Fig-
ure 4.1.3). Other key reasons for the use of platforms 

FIGURE 4.1.3
Advantages of using collaborative platforms compared with traditional channels, Greece, EU-28, 2018
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TABLE 4.1.2  Advantages of using collaborative platforms compared with traditional channels, 
Greece, ΕU-28, 2018

Advantages Sectors

Total Transport Accommodation Food-related 
services

Household 
services

Professional 
services

Collaborative 
finance

Greece

Cheaper or free 
services offered 
via collaborative 
platforms 64% 79% 69% 77% 64% 77% 55%

A wider choice of 
services unavailable 
via traditional 
channels 55% 58% 57% 70% 51% 79% 51%

More convenient 
access to services 65% 74% 69% 76% 66% 76% 46%

The availability of 
ratings and reviews 
by users 60% 72% 67% 71% 63% 74% 67%

The opportunities 
they offer to interact 
with interesting 
people 24% 25% 22% 30% 30% 37% 39%

Possibility of 
exchanging services 
instead of paying for 
them 32% 31% 34% 29% 42% 32% 38%

EU-28 

Cheaper or free 
services offered 
via collaborative 
platforms 59% 68% 64% 59% 57% 53% 76%

A wider choice of 
services unavailable 
via traditional 
channels 56% 58% 61% 65% 62% 60% 72%

More convenient 
access to services 73% 76% 75% 85% 79% 75% 89%

The availability of 
ratings and reviews 
by users 60% 62% 66% 68% 67% 58% 74%

The opportunities 
they offer to interact 
with interesting 
people 34% 40% 33% 34% 32% 37% 46%

Possibility of 
exchanging services 
instead of paying for 
them 31% 35% 31% 33% 29% 32% 54%

Source: European Commission, 2018.
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laborative finance to 73% for professional services) 
and in the EU-28 average (at a share ranging from 50% 
for transport and accommodation services to 56% for 
food-related services).

4.1.3.5. Complementarity and substitution 

A share of 37% of users in Greece reported that they 
have substituted services offered via traditional chan-
nels with services via collaborative platforms, versus 
a respective share of 32% in the EU-28 average. On 
the other hand, 57% of users in Greece reported that 
they use the services of collaborative platforms as a 
complement, with the respective share in the EU-28 
average amounting to 60%. 

More particularly, in Greece, 39% of users declared 
that they use, in about the same degree, the servic-
es offered via traditional channels, while also using 
the services offered via collaborative platforms; 24% 
reported that they have partially substituted the ser-
vices via traditional channels; 18% mentioned that 
they started using the relevant services only when 
they started to be offered via collaborative platforms; 

4.1.3.4. Main disadvantages

The main disadvantages reported by users of collabo-
rative platforms as compared with traditional channels 
were, in the case of Greece for 2018, the lack of clarity 
about who is responsible in the event of a problem 
(48% versus 49% in the EU-28 average), misleading 
ratings and reviews from users (44% versus 38%, re-
spectively), the misuse of personal data (39% versus 
37%, respectively) and less trust in the providers of ser-
vices offered (37% versus 34%, respectively) (Figure 
4.1.4). Smaller shares of users were concerned about 
problems with the online booking process or payments 
(20% and 22%, respectively) and with services offered 
via collaborative platforms being not as expected (17% 
and 24%, respectively). Similar problems were report-
ed by users in 2016, with first in rank for Greece being 
the lack of trust (39%); second, the lack of clarity about 
who is responsible (34%) and, third, disappointment in 
the services offered (29%). 

The lack of clarity about who is responsible in the 
event of a problem was reported as the most common 
disadvantage by users of all types of services used, 
both in Greece (at a share ranging from 44% for col-

FIGURE 4.1.4
Disadvantages of using collaborative platforms compared with traditional channels, Greece, 
ΕU-28, 2018
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platforms seem to converge in Greece and the EU, 
with the most frequently reported advantages identi-
fied in terms of the availability of ratings, the cheaper 
or free services offered and the wider choice. The most 
common disadvantages mentioned refer to the lack of 
clarity about who is responsible in the event of a prob-
lem, the misleading ratings and reviews, the misuse of 
personal data and the lack of trust in the provider of 
services. The majority of users in Greece and the EU 
employ the services offered via collaborative platforms 
as a complement to those offered via traditional chan-
nels (57% and 60%, respectively), while a large share 
of users have substituted services via traditional chan-
nels with services via collaborative platforms (37% in 
Greece versus 32% in the EU).

References

Athanassiou, Ε. & Kotsi, Α. (2018). The Sharing economy in 

Greece: Developments in short-term real estate rentals. KEPE, 

Greek Economic Outlook, issue 37, 2018, pp. 49-54.

Demary, V. (2015). Competition in the Sharing Economy. Cologne 

institute for Economic Research, IW policy paper 19/2015. 

Dølvik, J. E. and Jesnes, K. (2017). Nordic labour markets and the 
sharing economy. Report from a pilot project. TemaNord 2017:508. 

Nordic Council of Ministers.

European Commission (2018). Flash Eurobarometer 467. The use 
of the collaborative platforms.

European Commission (2016). Flash Eurobarometer 438. The use 
of collaborative platforms.

European Commission (2016). European agenda for the collabora-
tive economy. Communication from the Commission to the Euro-

pean Parliament, the Council, the European Economic and Social 

Committee and the Committee of the Regions. {SWD(2016) 184 

final}. Brussels 2.6.2016, COM(2016)356 final (in Greek).

Frenken, K., Meelen, T., Arets, M. and Van de Glind, P. (2015). 

Smarter Regulation for the Sharing Economy. The Guardian (May 

20), <https://www.theguardian.com/science/political-science /2015 

/may/20/smarter-regulation-for-the-sharing-economy>.

Maselli, I., Lenaerts, K. and Beblavý, M. (2016). Five things we need 
to know about on-demand economy. Centre for European Policy 

Studies, CEPS ESSAY, No 21, January 2016.

MRB Hellas (2015). Survey for the Sharing Economy, Cosmote Mo-

bile Services S.A. (in Greek).

and 13% stated that they have fully substituted some 
types of services which they obtained in the past via 
traditional channels. Moreover 91% of users in Greece 
recommend the services offered via collaborative plat-
forms (40% totally and 51% to some extent), while 7% 
do not recommend them. In the EU-28 average, the 
corresponding share of users recommending services 
via collaborative platforms is slightly lower than that 
of Greece, standing at 88% (35% totally and 53% to 
some extent), while the share of users that do not rec-
ommend them is similar to that of Greece.

4.1.4. Conclusions

The terms “sharing economy” and “collaborative econ-
omy” encompass various activities that have been 
emerging and developing rapidly in recent years via 
online collaborative platforms. A common feature of 
these activities is the mediation of online collaborative 
platforms connecting users and suppliers of services, 
with the aim to achieve a more efficient use (sharing) 
of natural or human resources. 

Greece follows the international trends in the growth 
of the use of collaborative platforms, presenting, ac-
cording to the relevant survey of the European Com-
mission, a large increase of the share of users in the 
population (from 9% in 2016 to 22% in 2018). As a re-
sult, Greece has now converged to the corresponding 
EU-28 average (23% in 2018), from which it lagged be-
hind by 8 percentage units in 2016. Growth in the use 
of collaborative platforms in Greece is observed in all 
categories of users in terms of gender, age, education 
and other characteristics, with particularly notable fea-
tures the higher participation of females in the total use 
of services via collaborative platforms (something that 
is not observed in the EU-28 average), and the rapid 
rise of the share of users in the age group of 15-24 
years (from just 5% in 2016 to 38% in 2018). As to the 
type of services used, the main sectors in Greece and 
the EU-28 average are accommodation and transport, 
with Greece exceeding the EU-28 average in the first 
sector and lagging behind in the second sector. The 
perceptions of users with respect to the advantages 
and disadvantages of using services via collaborative 
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4.2. Competitiveness of the 
Greek economy

Athanasios Chymis

While the Greek economy seems to be exiting the cri-
sis, growth remained weak at 1.4% in 2017 and is 
expected to be just above 2% in 2018. Comparative-
ly, the rate of growth of the other economies, like 
Cyprus, Ireland, Portugal and Spain, that also went 
through a severe economic crisis and had economic 
supervision was at 3.1%, 7.8%, 2.7% and 3.6% re-
spectively.1 

Economics supports that the rate of growth is di-
rectly correlated with competitiveness because the 
latter affects significantly the level of productivity of 
the economy (WEF, 2015). Despite the fact that 
Greece is leaving the crisis behind, its ranking is 
still at low levels and has been worsening over the 
last few years.

According to the annual Global Competitiveness Re-
ports (GCRs) of the World Economic Forum (WEF), 
the Greek economy lost another 4 places in global 
ranking and ranks 57th in 2018 from 53rd in 2017.2 
It should be noted that the latest GCR, published 
last October, has applied a new method which takes 
into consideration the new global economic and so-
cial conditions, namely, the 4th Industrial Revolution 
(4IR). Human capital, innovation, resilience and flexi-
bility play significant roles in an environment of rapid 
technological change and accelerating developments 
in artificial intelligence (WEF, 2018). Accordingly, the 
WEF decided to publish a new Index, the GCI 4.0 
which grades economies on a scale of 0-100 where 
100 is the ideal score (WEF, 2018).

The total number of subindices is now 98 compared 
to 114 of previous reports, while the Pillars remain at 
12, with some minor changes compared to the Pillars 
of previous years’ reports. Specifically, the new Pil-
lars are the following: Institutions, Infrastructure, ICT 
adoption, Macroeconomic stability, Health, Skills, 

Product market, Labour market, Financial system, 
Market size, Business dynamism and Innovation ca-
pability (WEF, 2018).

As in previous reports, many subindices are calcu-
lated based on secondary data from international 
organizations such as the OECD or the World Bank. 
However, many other subindices are calculated based 
on primary data collected from the Executive Opin-
ion Survey conducted each year. WEF reports are 
internationally recognized and the Index is widely 
used by academics as well as practitioners, policy 
makers and governments. GCRs offer useful infor-
mation and benchmarking countries can use this 
in order to decide what measures and policies are 
best for them to improve competitiveness (WEF, 
2018).

Tables 4.2.1 and 4.2.2 present the score and the rank-
ing, respectively, of the Greek economy compared to 
the other four economies that also went through an 
economic crisis and also signed memoranda of un-
derstanding. Note that for Table 4.2.1 –the scoring ta-
ble– the higher the score, the higher the competitive-
ness of the economy, while for Table 4.2.2 –the rank-
ing table– the higher the number of ranking, the lower 
the competitiveness. The global average is close to 
60, which shows the long way countries have to go to 
get closer to 100 and improve their competitiveness. 
GCR 2018 includes 140 countries.

The Greek economy is compared with countries of 
the group ‘Europe and North America.’ The last col-
umn of Table 4.2.1 presents the average score of this 
group. It is clear that Greece lags considerably be-
hind not only the regional average, but also the four 
economies which had a similar economic crisis and 
fiscal supervision. The only Pillars in which Greece 
scores comparatively satisfactorily are Health (the in-
dex measures healthy life expectancy), Infrastructure 
and Skills. 

Regarding Market size (i.e.: essentially the coun-
try’s GDP size, taking also into consideration the 
GDP of trading partner countries and the size of 
investments), Greece is close to the average sim-
ply because Europe has many small economies. 
It is worth noting that Ireland has less than half of 

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 55-58

1. <https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG>.

2.  It is explained in the next paragraphs that the method of calculating the index has changed. Consequently, while the Greek economy 

ranked 87th in 2017 (see last year’s article), based on the new method, it ranked 53rd.
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TABLE 4.2.1  Competitiveness Score based on the Global Competitiveness Index 2018 

Greece Cyprus Ireland Portugal Spain Average*

General score 62 66 76 70 74 71

1. Institutions 50 63 73 64 64 64.5

2. Infrastructure 76 75 77 83 89 78.7

3. ICT adoption 59 69 66 67 74 68.0

4. Macroeconomic stability 74 79 99 85 90 91.8

5. Health 96 94 95 95 100 90.7

6. Skills 70 73 80 70 71 74.2

7. Product market 57 63 64 62 62 62.0

8. Labour market 52 67 77 65 59 66.2

9. Financial system 49 53 69 68 75 69.5

10. Market size 59 39 64 60 77 59.6

11. Business dynamism 58 67 77 70 66 68.3

12. Innovation capability 45 45 67 53 63 58.1

Source: Global Competitiveness Report 2018 (WEF, 2018).

* It is the average of the group ‘Europe and North America’ of which Greece is a part.

TABLE 4.2.2  Ranking based on the Global Competitiveness Index 2018 

Greece Cyprus Ireland Portugal Spain

General Rank 57 44 23 34 26

1. Institutions 87 37 17 30 28

2. Infrastructure 38 43 34 19 10

3. ICT adoption 57 33 41 37 21

4. Macroeconomic stability 83 63 37 58 43

5. Health 21 26 24 23 1

6. Skills 39 33 15 41 37

7. Product market 63 26 23 35 34

8. Labour market 107 28 7 35 68

9. Financial system 114 95 37 38 27

10. Market size 58 110 44 52 16

11. Business dynamism 72 34 10 27 36

12. Innovation capability 44 45 21 32 25

Source: Global Competitiveness Report 2018 (WEF, 2018).
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FDI in Greece for the 5-year period 2013-2017 was a 
meager 1.2% of GDP.

Table 4.2.3 presents some socio-economic and en-
vironmental performance indices that are included 
for the first time in the WEF competitiveness report. 
These indices are presented separately from the 
Pillars that affect competitiveness in order to give a 
more informed view of each economy. The inclusive 
development index tries to capture a more social 
aspect of growth while the income Gini indicates 
the level of inequality within the economy. The en-
vironmental footprint is defined as the biologically 
productive area needed to provide for everything 
people use: fruits and vegetables, fish, wood, fibers, 
absorption of carbon dioxide from fossil fuel use as 
well as space for buildings and roads. It is measured 
in global hectares (gha) per capita.

Regarding inclusive development, the higher the 
number, the more inclusive the development. It seems 
that the other economies that went through a similar 
crisis perform much better in achieving development 
that does not exclude most groups of people. The 
Gini coefficient takes values from 0 (perfect equality) 
to 100 (perfect inequality). It is worth noting that Ire-
land, a country which is highly competitive, attracts 
large quantities of FDI each year and, consequently, 
has achieved high rates of growth after leaving the 
crisis, but, at the same time, manages to keep the 
inequality at low levels compared to the other four 
economies. The lesson for Greece is clear: improve 
institutions, reform the labor market and amend the 
financial system in order for FDI to increase and give 
the necessary boost to inclusive growth, creating op-
portunities for all.

Greece’s population but more than double its per 
capita GDP (as well as much larger trade volumes 
with other economies and investments), thus a larg-
er market size than Greece. Similarly, Portugal has a 
slightly smaller population than Greece but a slightly 
larger per capita GDP as well as larger trade vol-
umes with other economies.

It is interesting that despite the reforms that took place 
during the years of the crisis, the Greek economy still 
suffers from a non-competitive and rigid labour mar-
ket which ranks far behind most European countries. 
This is evidence that reducing wages is not the most 
appropriate policy to boost competition. The Greek 
labour market needs reforms that include incentives 
for hard work and innovative thinking and policies that 
align pay with productivity. Another Pillar that needs 
major reforms based on the GCI data is Institutions. 
Part of Institutions is the judicial system, which is 
very time consuming in Greece. According to the Do-
ing Business report the World Bank publishes every 
year, it takes 1,580 days (approximately 4 years and 
4 months) for the Greek judicial system to resolve an 
average case, while the average time in the rest of the 
developed OECD member countries is around 600 
days (WB, 2018).

The Financial system is another Pillar that needs 
amendments. Specifically, on the subindices ‘financ-
ing of SME’s,’ ‘soundness of banks’ and ‘non-perform-
ing loans’, Greece ranks 137th among 140 countries, 
far behind any European economy. Weak Institutions 
and the financial system are two major factors that ex-
plain why Greece had and still has very limited Foreign 
Direct Investments (FDI) inflows. As Table 4.2.3 shows, 

TABLE 4.2.3  Selected Indices for the Greek economy based on the Global Competitiveness Report 
2018 (2017 data) 

Index / Country Greece Cyprus Ireland Portugal Spain

Unemployment rate % 21,5% 11,0% 6,4% 8,9% 17,2%

FDI inflows (5-year average) (% GDP) 1,2% 40,5% 23,8% 2,7% 1,9%

Environmental footprint (gha/capita) 4,3 3,3 4,7 3,7 3,8

Inclusive development (1-7, 7 best) 3,7 - 5,4 4,0 4,4

Income Gini (0-100) 36,0 34,0 31,8 35,5 36,2

Source: Global Competitiveness Report 2018 (WEF, 2018).
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World Economic Forum (2015). Global Competitiveness Re-
port 2015-2016. Available at: <http://www3.weforum.org/docs/

gcr/2015-2016/Global_Competitiveness_Report_2015-2016.

pdf>.
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4.3. Developments in the Greek 
capital market

Fotini Economou

4.3.1. Introduction

Financing is crucial for business growth and efficiency, 
and the role of the capital market is critical in provid-
ing ways to raise capital, apart from traditional bank 
lending.

In this context, the Greek capital market faces signifi-
cant challenges in order to affect and promote econom-
ic growth. Despite the conclusion of Greece’s memo-
randum programmes and the country’s upgrades by 
international rating agencies, 2018 was a year of nega-
tive returns for the domestic stock market, following the 
negative course of international markets, while domes-
tic developments in 2018 highlighted the critical role of 
corporate governance.

This article attempts a brief overview of developments 
in the Greek capital market during 2018, focusing on 
the stock market, the bond market, and the institution-
al management sector.

4.3.2. Developments in the stock market

The year 2018 saw the Greek stock market de-
cline sharply, following the downturn in internation-
al stock markets. According to Athens Stock Ex-
change (ATHEX) data (2019a), the Athex Composite 
Share Price Index recorded a significant decrease of 
-23.56%, similar to the one reported in 2015 (-23.58%), 
after two consecutive years of positive returns (1.95% 
in 2016 and 24.66% in 2017). By the end of 2018, the 
Athex Composite Share Price Index was near its one-
year minimum levels (613.30 points), with a three-
year (2016-2018) cumulative return of -2.86% and a 
five-year (2014-2018) cumulative return of -47.25%. 
Taking a closer look at the volatility of the index, the 
standard deviation of the daily returns of the Athex 
Composite Share Price Index was 1.26% in 2018 from 
1.07% in 2017. 

As presented in Table 4.3.1, almost all ATHEX stock 
indices reported negative returns, with the exception 

of the ATHEX Mid & SmallCap Price Index (14.44%) 
and the FTSE/ATHEX Mid & Small Cap Factor-Weight-
ed Index (13.37%). Despite the overall negative mar-
ket trend, this positive performance indicates that 
there were also companies that achieved positive 
returns. The individual sectoral indices also report-
ed negative returns, with the exception of the FTSE/
Athex Oil & Gas which exhibited a positive return 
(7.30%). The sectors that reported the worst perfor-
mance were retail (-97.85%) and banks (-49.82%). In 
fact, the banking sector reported new historical min-
imum levels at some point in 2018, with a negative 
return of -54.53%.

Overall, in 2018, the market was significantly affect-
ed by domestic factors as well as by the internation-
al conjuncture. Focusing on the domestic market, 
the negative returns can be largely attributed to the 
banking sector. In fact, MSCI shifted three of the four 
Greek systemic banks (National Bank, Piraeus Bank 
and Eurobank) from the MSCI Standard Greece in-
dex to the MSCI Small Cap index in November 2018. 
In addition, Folli Follie’s case has shaken investor 
confidence, highlighting the critical issue of corpo-
rate governance. It should also be noted that the 
ATHEX experienced a significant decline in trade ac-
tivity during the second half of the year (see Figure 
4.3.1).

According to ATHEX (2019a) data, the total market 
turnover decreased by -6.1% in 2018, from €14.76 
billion in 2017 to €13.86 billion in 2018, with an aver-
age daily value of transactions at €55.67 million from 
€58.81 million in 2017 (-5.3%). Over the same period, 
the ATHEX total market capitalization decreased by 
-19.1%, from €43.54 billion on 29/12/2017 to €35.21 
billion on 31/12/2018 (see Figure 4.3.1). Without the 
participation of the Hellenic Financial Stability Fund 
(HFSF) in total capitalization, the decrease was 
-17.2%, from €41.66 billion on 29/12/2017 to €34.50 
billion on 31/12/2018. The participation of interna-
tional investors in the total market capitalization de-
creased by -0.5%, from 63.5% on 29/12/2017 to 63.3% 
on 31/12/2018. Without the participation of the HFSF, 
the decrease was -2.8%, from 66.4% on 29/12/2017 to 
64.6% on 30/12/2018. The participation of internation-
al investors in the ATHEX has remained above 60% 
(without the participation of the HFSF) since Decem-
ber 2015. Also note that foreign investors constituted 
57.5% of total turnover in December 2018, from 64.3% 
in December 2017.

ΚΕPΕ, Greek Economic Outlook, issue 38, 2019, pp. 59-63
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investors in the total open interest of the derivatives 
market was 5.25%, from 2.90% at the end of 2017. 
The total trading volume decreased from 2,124,308 
contracts in December 2017 to 1,323,543 contracts in 
December 2018. 

Looking at the evolution of the KEPE GRIV implied vol-
atility index, which reflects the uncertainty of the deriv-
atives market participants for the expected short-term 

Looking at the derivatives market, according to ATHEX 

(2019b) data, there were 35,406 active investor ac-

counts in December 2018, from 37,189 in December 

2017, of which 2,041 (5.8% of the total active investor 

accounts) traded, from 2,194 (5.9% of the total ac-

tive investor accounts) in December 2017. The total 

number of open interest was 249,183 from 407,518 at 

the end of 2017, and the participation of international 

TABLE 4.3.1  Prices and returns for selected indices of the ATHEX in 2018

 
31/12/2018 29/12/2017 Year min Year max Year 

change(%)

ATHEX Mid & SmallCap Price Index 3,962.08 3,462.23 3,459.89 4,442.84 14.44%

FTSE/ATHEX Mid & Small Cap Factor-
Weighted Index 2,215.20 1,953.87 1,953.64 2,464.88 13.37%

Athex All Share Index 158.02 190.26 152.89 209.09 -16.94%

FTSE/Athex Mid Cap Index 975.09 1,198.22 911.71 1,417.74 -18.62%

FTSE/Athex Large Cap 1,608.40 2,083.22 1,548.58 2,275.91 -22.79%

Athex Composite Share Price Index 613.30 802.37 592.70 895.64 -23.56%

      

FTSE/Athex Oil & Gas 4,860.12 4,529.60 4,087.64 5,396.31 7.30%

FTSE/Athex Food & Beverage 10,110.82 10,153.19 9,316.14 11,879.29 -0.42%

FTSE/Athex Construction & Materials 2,582.29 2,818.18 2,457.94 3,244.17 -8.37%

FTSE/ATHEX Real Estate 3,020.04 3,408.70 2,706.93 3,587.02 -11.40%

FTSE/Athex Utilities 1,758.98 1,992.30 1,727.30 2,508.45 -11.71%

FTSE/Athex Personal & Household Goods 6,878.36 8,000.46 6,088.80 8,843.95 -14.03%

FTSE/Athex Industrial Goods & Services 1,909.50 2,246.15 1,779.28 2,717.62 -14.99%

FTSE/Athex Telecommunications 2,620.45 3,165.46 2,587.42 3,526.04 -17.22%

FTSE/Athex Basic Resources 3,280.77 4,032.43 2,919.09 4,731.18 -18.64%

FTSE/Athex Technology 709.21 910.73 668.53 1,116.72 -22.13%

FTSE/Athex Travel & Leisure 1,323.07 1,829.76 1,313.92 1,962.01 -27.69%

FTSE/Athex Chemicals 8,175.81 11,472.39 7,778.54 12,117.06 -28.73%

FTSE/Athex Financial Services 780.26 1,125.44 737.75 1,309.27 -30.67%

FTSE/Athex Banks 439.63 876.19 398.39 1,042.30 -49.82%

FTSE/Athex Retail 59.91 2,782.06 51.91 2,921.52 -97.85%

Source: Daily official list of trading activity of the ATHEX (31/12/2018 and 29/12/2017).
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a 1.25% rate) for the first time in the last eight years 
(from April 2010 with a 4.85% rate). Moreover, ac-
cording to Bank of Greece data, the total nominal 
value of transactions in the Electronic Secondary 
Securities Market (HDAT) on the Greek government 
securities in 2018 witnessed a significant increase at 
€5,002 million, from €555 million in 2017 (9 times 
higher).

ATHEX (2019a) data indicate increased interest in cor-
porate bonds of the Organized and Alternative Mar-
ket in 2018. Trading activity had a significant increase 
(18.3%) compared to 2017. The total value of bonds 
transferred due to settlement reached €163.70 mil-
lion, from €138.41 million in 2017. The total number 
of bonds transferred significantly increased as well, 
at 27,125,596 items from 14,929,668 items in 2017. 
The average daily value of transactions reached 
€657,424 from €551,425.81 in 2017 (+19.2%), with 
an average daily number of bonds transferred due 
to settlement at 108,938 items, from 59,481 items in 
2017 (+83.2%). 

Finally, the Hellenic Corporate Bond Price Index, which 
is based on the net price of each bond, declined by 
-4.09%, at 95.86 points in 2018, while during the same 
period the Hellenic Corporate Bond Index, which is 
based on the net price, accrued interest and the value 
of the payments of each bond recorded a small de-
crease of -0.47%, at 116.39 points. 

direction of the Greek market and is calculated on 
the basis of the FTSE/ATHEX Large Cap options’ 
prices, provides useful insight for the market. The 
KEPE GRIV index reached 15.61% at the end of De-
cember 2018, remaining below its historical average 
(34.07%). However, the average daily value of the 
index for 2018 increased to 24.63% from 22.97% in 
2017, displaying significant variability in the daily ob-
servations. 

4.3.3. Developments in the bond market

According to Bank of Greece data, five-year, ten-year 
and fifteen-year bond yields were lower at the end 
of 2018 compared to the end of 2017. The largest 
decline was observed in the Greek five-year bond 
(from 3.75% to 3.28%), while a small increase was 
observed in the twenty-year and thirty-year bond 
yields (see Table 4.3.2). It should also be noted that 
the ten-year bond yield was over 4% at the end of 
2018. In addition, a seven-year bond was success-
fully issued in February 2018 (€3,000 million) at a 
fixed rate of 3.375%. Over the same period, the cost 
of borrowing through Greek Government Treasury 
bills (T-bills) was significantly decreased compared 
to 2017 at 1.09% for 12-month (September 2018), 
0.90% for 6-month (December 2018) and 0.65% for 
3-month T-bills (October 2018). Note that 12-month 
T-bills were successfully issued in March 2018 (with 

FIGURE 4.3.1
ATHEX market capitalization and transactions value in 2018
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Countries (0.54%). The worst performing categories 
were the ones that invest in the Greek stock market: In-
dex Equity Funds (-22.63%) and Equity Funds-Greece 
(-16.21%).

Over the same period, total net outflows decreased 
by -45.98%, at €256.5 million from €474.8 million 
in 2017. The largest net outflows were recorded for 
short-term money market funds (€230.5 million) and 
money market funds (€169.5 million), while Greek 
bond funds and balanced funds of funds recorded 
the largest inflows (€147.8 million and €109.2 mil-
lion, respectively).

Finally, Hellenic Fund and Asset Management Asso-
ciation (2019) data report a decrease of -1.76% in the 
total amount of funds under management in the insti-
tutional management sector in 2018, at €14.52 billion 
on 31/12/2018. These assets are 41.7% UCITs, 38.2% 
Asset Management sector, 19.7% Real Estate Invest-
ment Companies (REICs), and 0.4% Alternative Invest-
ment Funds (AIFs).

4.3.4. Institutional management sector

The year 2018 was quite bad for the institutional man-
agement sector as well. Hellenic Fund and Asset Man-
agement Association data report a decrease of -8.97% 
in the total Collective Investment Schemes’ (UCITs) 
assets, at €6,059.9 million at the end of 2018, from 
€6,656.9 million at the beginning of the year. Of these 
assets, 31.27% are bond UCITs, 21.81% balanced, 
14.37% equity, 16.44% funds of funds, 12.93% money 
market, 2.89% specialist, and the remaining 0.30% are 
index funds. Note that 87.4% of the total assets is man-
aged by five out of the fourteen existing Mutual Fund 
Management Companies.

In the year 2018, UCIT returns followed the negative 
performance of stock markets. Only four UCIT cate-
gories managed to record small positive returns (on 
average1): Global Bond Funds (1.28%), Money Mar-
ket Funds 1.20%, Specialist Funds-Absolute Return 
(0.72%) and Government Bond Funds-Developed 

TABLE 4.3.2 Government benchmark bond prices and yields for maturities of 5, 7, 10, 15, 20 and 30 

years

 Price

 

Yield %

Maturity (Years) 5 7 10 15 20 30 5 7 10 15 20 30

January 2018 101.85 - 99.64 96.41 96.09 96.17 3.10 - 3.79 4.23 4.31 4.46

February 2018 100.46 96.07 96.90 91.81 90.73 90.84 3.40 4.03 4.14 4.68 4.76 4.86

March 2018 99.94 96.58 95.88 91.40 88.44 88.38 3.51 3.95 4.27 4.72 4.96 5.05

April 2018 101.47 98.24 97.68 93.66 91.57 91.62 3.16 3.67 4.04 4.50 4.68 4.80

May 2018 100.73 96.76 95.81 91.30 88.69 88.66 3.33 3.93 4.29 4.74 4.94 5.03

June 2018 99.49 96.31 95.04 90.22 87.94 87.92 3.62 4.02 4.39 4.85 5.01 5.09

July 2018 102.34 99.72 98.97 93.86 91.32 91.31 2.94 3.42 3.88 4.48 4.71 4.82

August 2018 101.30 97.68 96.69 90.87 86.87 86.86 3.18 3.78 4.18 4.79 5.12 5.18

September 2018 101.13 97.85 96.76 90.58 86.31 86.28 3.22 3.76 4.17 4.82 5.17 5.23

October 2018 100.34 96.38 95.35 90.26 86.19 86.13 3.41 4.03 4.37 4.86 5.19 5.24

November 2018 100.39 96.08 95.03 89.49 85.72 85.55 3.40 4.10 4.42 4.95 5.23 5.30

December 2018 100.84 96.75 96.08 91.30 87.48 87.35 3.28 3.98 4.28 4.76 5.07 5.15

Source: Bank of Greece.

Note: Monthly average observation. The bond prices given are the clean prices per €100 nominal, while the respective yields are 
expressed in percentages.

1. Including UCITs activated within the year 2018.
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Furthermore, given the strong relationship of the Greek 
capital market with the domestic economy, the pro-
motion of economic growth by the capital market re-
mains a challenge. An important step in this direction 
is the Roots program, which commenced in December 
2018, and is an initiative of the Athens Stock Exchange 
carried out in cooperation with the American-Hellenic 
Chamber of Commerce, with the support of the Glob-
al Federation of Competitiveness Councils and the 
Greek Ministry of Foreign Affairs. The program aims to 
improve the growth prospects of innovative small and 
medium-sized enterprises as well as to facilitate their 
access to investment funds by familiarizing companies 
with rules and best practices applied internationally. A 
key element of the program is to guide the participat-
ing companies, employing the Greek capital market 
ecosystem.

Similar actions and initiatives could enhance the cred-
ibility of Greek companies and provide new financing 
opportunities that facilitate economic growth via the 
capital market. 
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4.3.5. Conclusions

Domestic developments and the international environ-
ment adversely affected investors’ expected returns in 
2018. The Greek stock market experienced significant 
losses, with the banking sector having a key role for 
another year. Despite the continuous interest of for-
eign investors (as reflected in their participation in the 
ATHEX in recent years), negative returns, reduced 
transactions value and capitalization of both the bank-
ing sector and the ATHEX, along with the specific char-
acteristics of the domestic economy, create a difficult 
situation to deal with. At the same time, the corporate 
bond market provides an alternative form of business 
financing that attracted increased interest in 2018.

It seems that the evolution of the Greek capital market 
in the near future will be largely determined by develop-
ments in the banking sector as well as by the ability of 
companies to respond and effectively implement corpo-
rate governance rules so as to eliminate suspicion con-
cerning Greek companies, which inevitably shakes inves-
tor confidence. In this context, a joint initiative of the Hel-
lenic Federation of Enterprises (SEV), the Athens Stock 
Exchange and the Hellenic Bank Association for the reor-
ganization of the National Corporate Governance Council 
was launched last November by providing proposals in 
order to improve and strengthen corporate governance 
on the part of companies, auditing authorities and of 
the state. The key objective is to restore the credibility of 
Greek companies and to strengthen the corporate gov-
ernance culture in both listed and non-listed companies.
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Abstract

The purpose of this article is to reveal the importance 
of the special purpose vehicle (SPV) for the implemen-
tation of the necessary securitizations of the banking 
system. In particular, an overview of the functioning 
of the mechanism of the securitization of bank loans, 
through an SPV, is attempted. Additionally, the nor-
mative approach to the concept of securitization and 
SPV, according to the mandates of the European Un-
ion (EU), is also described. Then, using an example of 
linear programming (LP), we estimate the necessary 
costs and the structure of the bonds of such a vehicle 
to ensure the viability of a mechanism that can relieve 
banks from their non-performing loans. Finally, in the 
conclusions, the long-run impact of the implementa-
tion of such a policy tool for the Greek banking system 
is discussed.

Classification: G28, G33

Key words: Non-performing loans (NPLs), special pur-
pose vehicles (SPVs), securitization.

1. Introduction 

The issue of the non-performing loans (NPLs) of the 
systemic Greek banks, as indicated in our previous 
articles (e.g., Mouzoulas et al., 2017 & 2018), was 
and still remains one of the most critical matters for 
the growth of the Greek economy. In mid-2018 NPLs 
stood at very high levels, as a percentage of the total 
loans of systemic banks.1 This evidence creates: a) 
a negative impact on both the issue of banks’ credit 
policies, in the process to cover the financial needs of 
viable enterprises and b) a serious problem for the for-
mation of a reliable capital adequacy of banks, from 
the perspective of Basel III (2011, 2017) mandates, 
in order to boost the credibility of the Greek banking 
system.

In this context, both the institutions (and especially the 
European Central Bank-ECB) and the Greek govern-
ment are seeking some alternative as well as com-
plementary ways to deal effectively and immediately 
with the specific problem of the high percentages of 
the banks’ NPLs (Stournaras, 2018). So, apart from 
the possible arrangements of claims or write-offs of 
bank provisions, the possibility of creating a special 
purpose vehicle (SPV) is discussed, targeting the se-
curitization of the NPLs (Pantelias, 2018). Thus, the 
creation and the adequate funding of such a vehicle, 
which could effectively assist with a partial recovery 
from the NPLs claims, is one of the most important 
mechanisms in the effort to relieve the systemic banks 
from the NPLs burden until 2021, as is also recom-
mended by the ECB.

In Section 2, below, a brief presentation of the mech-
anism of bank assets’ securitization, through the crea-
tion of an SPV, is discussed. In Section 3, a regulatory 
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credit risk (Cardone-Riportella et al., 2010) and also 
significantly assists in producing liquidity for banks 
(Buchanan, 2016).3 The specific institutional function 
of securitization is implemented through the sale of 
these selected loans (mainly NPLs, but not exclusive-
ly) of the banks to the SPVs, which then are “con-
verted” to some tranches (titles), appealing next to 
perspective investors.

Securitization may include some categories of the 
main asset claims of banks (BCBS, 2009). For exam-
ple, mortgages, credit cards, corporate loans, student 
loans, car loans, accounts payable, etc.

Often, securitizations are made from homogenous as-
set claims of banks. In this context, it is possible to 
securitize separately different categories of loans (e.g., 
mortgages, business, consumer, etc.) and to issue, for 
each category, a different title (tranche). Similarly, the 
securitization can be carried out, by issuing different 
titles, depending on the classification of the loans. This 
operation is carried out by some financial rating agen-
cies, with whom the particular bank cooperates (see 
Gorton & Souleles, 2007).

As regards the type of securitization, two basic catego-
ries are recognized: traditional (classical) and synthet-
ic securitization.4

In accordance with the method of traditional securiti-
zation, which is internationally known as a “true sale 
securitization”, the assets for securitization (loans) are 
transferred to the vehicle, which will issue the corre-
sponding financial instruments (bonds). The cash 
flows of those securitized loans are used for servic-
ing the bonds issued by the specific SPV. Through 
these bonds, which are bought by the investors, the 
SPV finances the initial payment for the transfer of the 
“problematic” loans. This transfer of loans to the ve-
hicle also implies the transfer of risks associated with 
these loans (NPLs), mainly the credit risk (i.e., the 
risk of non-repayment of loans). Thus, if a transferred 
banking asset (e.g., like the NPLs) is led to a default, 
the accompanied credit risk will essentially be spillo-
ver to the lenders/investors of the bonds issued by the 
SPV. In Figure 1, a simple schematic presentation of 
classical or traditional securitization is drawn.

approach to the concepts of securitization and SPV, 
as they are applied at the EU level, is presented. Then, 
in Section 4, a linear programming (LP) example is im-
plemented, in order to estimate the necessary costs 
and bond structure of such a vehicle that can ensure 
its long-run sustainability, fulfilling the systemic banks’ 
target, which is their relief from “problematic loans”. 
Finally, in the last section of the article, some conclu-
sions are recorded which are essentially related to the 
impact of the implementation of such a policy tool for 
the Greek banking system.

2. Securitization and the special purpose 
vehicle (SPV)

2.1. Securitization

“Securitization is the process of converting cash 
flows arising from underlying elements or debts (re-
ceivables) due to the originator into a smoothed re-
payment stream, thus enabling the originator to raise 
asset-backed finance through an issue of debt secu-
rities –generally known as asset-backed securities or 
ABS– which is limited resource in nature to the credit 
of the receivables rather than that of the originator as 
a whole, and with the finance being self liquidating 
in nature” (Deacon, 2004:1). Alternatively, in accord-
ance with Diamond & Dybvig (1983), securitization is 
a process through which the bank is converted into an 
intermediary between lenders and capital market bor-
rowers, allowing this way the greatest possible issue 
of loans.2

In the international literature, the securitization of the 
banks’ assets became acknowledged for different 
reasons, though the main one was the desire to cast 
off the burden of NPLs, which constitutes a problem 
not only for banks’ profitability, but also for their ex-
pansion into the area of new credit (see Gambacorta 
et al., 2004; Bonner et al., 2016, etc.). Theoretically, 
we can also say that NPLs’ securitization reduces new 
funding costs for the banks (see Buchanan, 2016), 
releases banks from the corresponding capital ade-
quacy for these “problematic” loans (see Jassaud & 
Kang, 2015; BCBS, 2016), “transfers” [to the SPV] any 

2.  The securitization is also known as “Originate to distribute Model” (see Gorton & Souleles, 2007 & Buchanan, 2016). 

3. There are, of course, some problems associated with securitization, such as, for example, the existence of distortions in the classification 

of the NPLs tranches, which are mainly related to the business cycle (Bolton et al., 2012), but also associated with the “moral hazard” issue 

that can be derived from the insufficient control of the borrower, from the bank, due to the potentiality of a future securitization of the loan 

(Petersen & Rajan, 2002). Additionally, as Casu et al. (2013) claims, the merits of a securitization in the US were questioned, especially with 

respect to the future expansion of credit.

4. In BCBS (2009) a number of alternative forms of securitization are presented in detail, which is not our concern here. 
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bonds, and the amounts it receives are used to obtain 
low-risk bonds. With the amounts received from these 
bonds, the vehicle will be able to fulfill its financial ob-
ligations against the bank, stemming from the deriv-
ative, but also to repay the funds being paid by the 
investors for the acquisition of the titles. Consequently, 
the bank, which enjoys “protection”, is not exposed 
to the risks covered by this “protection”. On the con-
trary, when the synthetic securitization is unfunded, 
the bank is exposed to credit risk against the vehicle 
which provides “protection”, just because this “protec-
tion”, by the vehicle, is not financed by investments in 
financial securities.7

It is also noted, as mentioned by Maroulis (2004), that 
in traditional securitization we have an immediate im-
provement of the bank’s financial position through the 
increasing liquidity, while in synthetic securitization, 
we only have an indirect improvement of the bank’s fi-
nancial position through the improvement of the credit 
rating results concerning its assets (which implies a 
reduction of the capital charges in the equity of the 
“transferring bank”).

However, the transfer to the vehicle of simply the risk 
from the loan without any actual loan transfer (NPLs) 
cannot be ruled out, according to the model of syn-
thetic securitization. With this second method of se-
curitization,5 the results that would lead to the sale of 
NPLs to the vehicle are now reproduced in a “synthet-
ic” way. Additionally, the vehicle invests its reserves, 
basically, in reduced risk bonds (usually with AAA rat-
ings), which can produce some secure yield to it. This 
securitization is achieved through a credit derivative 
(credit default swap), which operates both as a means 
of funding and as a means of protection against certain 
risks arising from the loans. In particular, the credit de-
rivative is a financial contract where an agent provides 
protection against a predetermined premium (usually 
the SPV) and is obliged to pay a certain amount to 
another agent (usually a bank), which provides “pro-
tection”, which is activated in the case that some risks 
have been realized in accordance with the terms and 
the time of the contract.6

The model of synthetic securitization may be funded 
or unfunded. In the first case, the vehicle issues rated 

5. For the distinction between classical and synthetic securitization, see Quiquerez (2018), p. 32 and Sekfali (2018), p. 529.

6.  In practice, for the transfer of risk, other derivative financial products are also used, such as total return swaps, while the issuance of titles, 

which are associated with the risk, is also possible (Credit linked notes). See also Sekfali (2018), p. 529.

7. See Quiquerez (2018), pp. 36-37.

FIGURE 1
A schematic description of the traditional securitization of the NPLs
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assist in setting up the structure of the SPV and then in 
the subsequent issuing and selling of the rating bonds.

The administrator is the entity that collects the pay-
ments of the transferred assets to the SPV and also 
provides regular information services (e.g., monthly) 
about the performance of the assets. The administra-
tor may be the transferring bank, but it may also be 
a third party that undertakes the safeguarding of the 
bank’s assets.

The issuer is the SPV itself, which holds as an entity 
the assets of the transferring bank and then securitiz-
es them through the issuance of bonds. At the same 
time, the issuer is in contact with the two above-men-
tioned agents. Additionally, there is a bank account 
that provides all payment services for the SPV, as, for 
example, the safeguarding of any reserve account of 
the “vehicle”.

In addition, there is a counterparty agent (for the prin-
cipal or for a third party, e.g., a financial institution) 
which provides exchange contracts (e.g., foreign ex-
change swaps, swap interest rates, etc.) to the SPV. 
Such swaps are encountered when the interest rate or 
currency of assets (e.g., fixed interest rate and mort-
gage loans denominated in dollars) does not match the 
type of interest rate or currency of the existing liabilities 
(e.g., floating interest rate and euro bonds).

There are also the institutional and other investors of 
the rated bonds issued by the SPV. Usually the in-
vestors appear mainly in the regulated market where 
these securities are traded.

The SPV, for the purchase of any NPL package from 
the transferring bank, issues a (often rated) bond, 
which is targeted to the investors, so to be in the fi-
nancial position to purchase these assets (see Figure 
2). The general idea here is that the proceeds of the 
SPV from the transferred –with some discount– assets 
are expected to be greater than the initial purchasing 
amount. The SPV is expected to be directly funded 
from the proceeds of selling rated bonds to the po-
tential investors/buyers. This way, some benefits [from 
the spread] derived from the operation (and manage-
ment) of the SPV will be produced, as will an immedi-
ate liquidity inflow for the “transferring bank”. And in 

The distinction between the traditional and the syn-
thetic securitization model is not absolute. Intermedi-
ate models, more typical of securitization based on a 
secured loan, are also met in practice. Especially, in 
such a model, the SPV provides the credit institution 
with a loan, secured by tangible security on its assets. 
There is no transfer of the bank’s assets to the SPV, 
so it is not a traditional securitization, as stated above. 
The asset is safely pledged and transferred only if the 
credit institution fails to meet its obligation to pay an 
amount against the SPV. On the other hand, the SPV 
is exposed to credit risks arising from NPLs that are 
securitized, as long as it is exposed to the credit risk of 
the impairment of these assets at the time of their pos-
sible forced sale. However, unlike synthetic securitiza-
tion, there is no transfer of the cover from the risks, but 
a funding act is carried out.8

2.2. The special purpose vehicle (SPV)

The SPVs are thinly capitalized special purpose com-
panies, which buy the receivables from the origina-
tors and sell rated bonds (or other instruments) to 
the investors. They will usually be set up as bank-
ruptcy remote, orphan companies with their shares 
being held by charitable trusts (Burns, 2012). These 
vehicles occurred some 30 years ago, often used as 
securitization mechanisms of claims of assets of var-
ious large companies and commercial banks,9 which 
were mostly covered by insurance and were usually 
financed with ABS (Asset backed securities).10 The in-
ternational crisis of 2008 highlighted further, also via 
the international literature,11 the contribution of such 
vehicles during the crisis, but also made obvious their 
structural problems.12

There are several factors involved in the formation and 
operation of SPVs aiming to the aforementioned se-
curitization. The main factors are the following (BCBS, 
2009):

The transferring bank (seller or originator) initially owns 
the assets and then transfers them to the created SPV 
for the purposes of their securitization. Due not only to 
its structure, but also to marketing issues, the transfer-
ring bank often involves an investment bank as well to 

8. See Quiquerez (2018), pp. 37-38.

9. An interesting presentation and analysis that relates to the extensive use of the SPVs are given by Feng et al. (2009).

10. There are, of course, other categories of funding like the CDOs (Collateralized Debt Obligations), the CDSs (Credit Default Swaps) and 

repo rates (see Gorton & Metrick, 2012). 

11. See also Schäfer & Zimmermann (2009), Gorton & Metrick (2010), Godfrey et al. (2015), etc.

12. An extensive institutional analysis of the positive and the negative views concerning the SPVs and the securitizations are given by Pearce 

II & Lipin (2014).
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the European Union, several texts provide definitions 
of the term for the purposes of their implementation.

In particular, EU Regulation 575/2013 on prudential 
requirements for credit institutions defines securitiza-
tion as a transaction or scheme whereby the credit 
risk associated with an exposure or pool of exposures 
has the following characteristics: (a) payments under 
the operation or program depend on the return of the 
exposure or the pool of exposures; and (b) the classi-
fication of the securitization tranches determines the 
breakdown of losses during the operation or the pro-
gram.13 This definition, in order to cover securitization 
in all its forms, does not specify how exposure to credit 
risk is concerned, and only takes into account the se-
curitization with more segments.14

this case, as with the tranches of NPLs, we have about 
the same rating process with high-quality bonds carry-
ing a low risk and a low-level yield (Senior notes), the 
medium-quality bonds carrying an average level of risk 
and yield (Mezzanine notes) and the low quality bonds 
with high levels of risk and yield (Junior notes).

3. The regulatory approach to the concept 
of securitization and SPV in the EU

3.1. Securitization

The regulatory approach to the concept of securitiza-
tion by the various texts is not uniform, although a com-
mon core is maintained in every case. At the level of 

13.  Article 4 (61) of the Regulation.

14. See Quiquerez (2018), p. 41. 

FIGURE 2
A schematic description of the the SPV
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The term ‘sub-participation’, also mentioned in Regu-
lation 24/2009 of the ECB, in the definition of securiti-
zation, has no strict legal meaning, since it is a tech-
nique based on banking practices that are specified 
by the conclusion of agreements of different natures 
and are often confidential. Actually, through a contract, 
the bank acquires a “participation” in a loan originally 
provided by another credit institution.

The sub-participation may be funded sub-participation 
when the first-ranked bank (participant) enters into a 
contract with another, a second-tier bank (a sub-partic-
ipant), on the basis of which the latter provides with the 
first the funds needed in order to participate in a credit 
operation, and thus, the two banks undertake the rele-
vant credit risk. This translates risk without the transfer 
of assets (in the case of bank loans). However, it may 
also be unfunded sub-participation when the sub-par-
ticipant bank agrees to provide funds to the first-ranked 
credit institution solely in the case where the original 
obligor fails to meet its obligations.16 Instead of the sec-
ond credit institution (sub-participating), there may be 
an SPV, with the conditions specified by the legislation 
governing it. It is also possible that sub-participation is 
transferred from the sub-participating credit institution 
to an SPV, e.g., an investment fund.17

Regulation 2017/2402 of the European Parliament 
and of the Council, which establishes a general reg-
ulatory framework for securitization, distinguishes be-
tween classical (traditional) and synthetic securitiza-
tion.18 The former entails the transfer of the financial 
interest to the securitized assets through the transfer 
of ownership from the original holder to the special 
purpose vehicle (SPV) or through a sub-participation 
of the SPV, which issues securities that do not rep-
resent an obligation to the transferring entity.19 In the 
second, the transfer of the risks is effected by the use 
of credit derivatives or guarantees, while the assets 
and the related report remain with the holder of the 
securitized assets.

The Basel Committee on Banking Supervision20 also 
distinguishes between traditional and synthetic secu-

Differences in the definition of securitization in Regu-
lation 575/2013 could be found in the corresponding 
definition of Regulation 2017/2402, which establishes 
a general regulatory framework for securitization. In 
particular, Article 2 (1) of the Regulation defines as 
securitization the transaction or scheme whereby the 
credit risk associated with an exposure or a pool of ex-
posures is tranched and has all of the following char-
acteristics: a) payments in the transaction or scheme 
are dependent upon the performance of the expo-
sure or the pool of exposures, b) the subordination 
of tranches determines the distribution of losses dur-
ing the ongoing life of the transaction or scheme, c) 
the transaction or scheme does not create exposures 
which possess all of the characteristics listed in Article 
147(8) of Regulation (EU) 575/2013.

Regulation 24/2009 of the European Central Bank 
sets another definition, to which Directive 2011/61/EU 
for Alternative Investment Fund Managers also refers. 
Pursuant to this last definition, securitization means 
the transaction or the scheme whereby an asset or 
pool of assets is transferred to an entity that is sep-
arate from the originator and is created for or serves 
the purpose of the securitization and/or the credit risk 
of an asset or pool of assets, or part thereof, is trans-
ferred to the investors in the securities, securitization 
fund units, other debt instruments and/or financial 
derivatives issued by an entity that is separate from 
the originator and is created for or serves the pur-
pose of securitization with the following results, in 
each case: a) the transfer of credit risk is achieved 
either by transferring the ownership of the assets to 
the separate entity or through a sub-participation, or 
by recourse to a credit derivative, guarantees or oth-
er similar mechanism; and (b) securities, shares or 
derivatives of financial derivatives do not represent 
an obligation on the original beneficiary of the asset 
to be paid. This latter definition is more accurate than 
the previous one; it is also characterized by flexibili-
ty,15 and it occupies the securitization regardless of 
whether or not it is carried out in parts.

15. See Quiquerez (2018), p. 42. 

16. In particular, see Quiquerez, (2018), p. 207. From the Greek bibliography Venieris (2005), pp. 166-168, who adopts the term «sub-par-

ticipation», in line with the corresponding English and French term, and points out the fact that this form of funding was not chosen by the 

authors of Law 3156/03.

17. Especially for these cases, see Quiquerez (2018), pp. 209-210. 

18. See Article 2 (9) and (10).

19. Greek Law 3156/03 contains regulation solely for this form of securitization and not for the synthetic one. See, relatively, Lekkas (2005), 

p.104 in fine-105, Venieris (2005), p. 511. In addition, Kouloridas (2017), p.1022. 

20. See, relatively, BSBC (2016).
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However, this definition is not identical to the corre-
sponding definition contained in Regulation 2017/2402. 
In Article 2 (2) of the Regulation, a special purpose entity 
for securitization is a company, trust or other entity, oth-
er than a transferring entity or a sponsor, set up for the 
purpose of securing one or more securitizations, while 
its activities are limited to appropriate steps to achieve 
this purpose and its structure aims to separate the obli-
gations of the SPV from those of the transferring entity.

4. A computational estimation for a sustainable 
operation of the SPVs

The purpose of the following section is to calculate, 
ceteris paribus, the maximum26 cost of issuing rated 
bonds of an SPV to ensure its sustainable operation 
as part of an effective mechanism which will relieve the 
systemic banks from their NPLs.

– The problem

The SPV will issue different types of bonds in or-
der to finance the buyout of the transferred receiva-
bles from the existing group of NPLs. Those bonds, 
based on the credit risk which would be incorporat-
ed, will be nominated as Senior, Mezzanine & Junior 
(see Figure 2).

Each category of bonds will carry a different coupon. 
The coupon which expresses the yield of each bond 
should be determined in a way to avoid mispricing. 
At the same time, the value of each coupon deter-
mines the buying interest among investors. In the 
case that the coupon series of bonds are determined 
higher than the risk and therefore the payable cash 
flows associated to it, derived from the NPLs portfo-
lio management of the SPV, then this would imply a 
transfer of value from the issuer to the bondholders. 
In addition, the annual cost to the issuer, from the 
payments of coupons, would be significantly higher.

If the coupon is determined to be at a level that does 
not reflect the actual risk attached to it, then buying 
interest from potential buyers would be reduced. Con-
sequently, this would lead to selling them [bonds] at 
a lower value than the face value, resulting in either 

ritization. In fact, the Commission considers as an el-
ement that defines traditional securitization as a con-
cept the fact that the cash-flow from the underlying 
pool of assets is used to serve at least two different 
risk positions or tranches, which reflect a different de-
gree of credit risk. Similarly, the definition of synthetic 
securitization, as given by the Basel Committee on 
Banking Supervision, requires at least two different 
stratified risk positions or tranches that reflect different 
degrees of credit risk where the credit risk of an un-
derlying pool of exposures is transferred, in whole or 
in part, through the use of funded or unfunded cred-
it derivatives or guarantees that serve to hedge the 
credit risk of the portfolio.21

3.2. The special purpose vehicle (SPV)

An SPV is an ad hoc legal entity, which has some au-
tonomy and whose purpose is to achieve a specific 
objective, in this particular case, securing the secu-
ritization.22 Such an SPV may act as a company, as 
a collective investment undertaking without a legal 
personality or as a trust. It is distinguished from the 
institution, usually an investment bank, which deals 
with the design and implementation of the individual 
transactions where the securitization is achieved and 
brings the participants23 into contact with the latter. 
The asset autonomy of the SPV against the bank does 
not allow the creditors of the SPV to pursue their ex-
posures against the SPV. From this perspective, the 
exposure of the SPV is limited. Similar limitation is 
also achieved by limiting the SPV’s activity solely to 
issues relating to the securitization of the assets it ac-
quires or the risk to which it is exposed.24

EU Regulation 575/201325 defines as an SPV for secu-
ritization a corporation trust or other entity, other than 
an institution, organized for carrying out a securitiza-
tion or securitizations, the activities of which are limited 
to those appropriate to accomplishing that objective, 
the structure of which is intended to isolate the obli-
gations of the SPV from those of the originator institu-
tion, and in which the holders of the beneficial interests 
have the right to pledge or exchange those interests 
without restriction.

21. Ibid.

22. See Quiquerez (2018), p. 29. 

23. Ibid., 29 in fine-30.

24. BSBC (2009).

25. Article 4 (66).

26. We seek the maximum of the optimization problem because we refer to the upper boundary of the bearable cost that the SPV could afford 

to pay under specific performance scenarios.
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According to this method, the optimization of a func-
tion is attempted based on the elements of the prob-
lem that must be solved. In this case, the magnitude, 
which is minimized here, is the weighted cost of bonds 
that the SPV will issue. The cost of such an issue will 
be weighted on the basis of the participation (%) of 
each bond category in the total portfolio of potentially 
issued bonds.

The optimization problem, as any such problem, con-
tains some constraints. In this case the main constraint, 
faced by the SPV, is its repay obligations whenever 
they arise. So the yields of the potentially transferable 
NPLs should be at a level that they can cover annual 
interest and principal repayments of the issued bonds.

– The hypotheses of the problem

It is assumed here that three (3) series of bonds of 
different maturities are to be issued: more specifically, 
debt securities of 5 (bond 1), of 10 (bond 2) & of 15 
years (bond 3). These bonds are expected to pay a 
coupon once a year. On the expiration date the princi-
pal will also be paid off.

In the case of the issuance of different seniority bonds, 
we set the assumption that they will have the same 
maturity date of, say, 15 years and that the three (3) 
series to be issued will be graded, according to the in-
corporated credit risk, as Senior, Mezzanine, & Junior.

The bonds’ coupons are differentiated according to 
the duration of the respective debt securities. In that 
sense, the longer the time period, the greater the risks 
included (assuming an ascending interest rate curve). 
The placing of all series, regardless of the duration, 
is carried out simultaneously for reasons of simplifi-
cation. Also, the pricing in the bond market is set at 
100% of their nominal value, which implies that up to 
the expiration date, their yield is equal to their coupon.

In the first columns of Table 1 some elements regard-
ing every bond appear. More analytically, the coupon 
of each series, the hypothetical date of issue and ex-
piration, the duration, the yield to maturity and the 
payment frequency are presented. In the subsequent 
columns the recovery time (duration) is calculated 
for each series according to the initial data of each 
bond and under the assumption that all series have 
the same weight. Additionally, the total recovery time 
period of the three weighted bonds’ portfolio is cal-
culated, as well as the total annual interest cost of all 
bond series.

In the columns that follow, numbered from 1-15 (Ta-
ble1), we calculate the annual cost of the bonds’ port-
folio that the SPV should issue in order to purchase the 
NPLs of all or of individual systemic banks. It is obvi-

a lower selling price of the transferred NPLs portfolio, 
which would raise a possible need for additional cap-
italization for the originator [bank], or reduce the ex-
pected amount of purchased NPLs by the SPV, which 
implies a rather non-effective mechanism of NPL clear-
ance from the systemic banks’ balance sheets. The 
bonds can be differentiated on the basis of maturity. 
So bonds of same expiration date will bear the same 
coupon, which would be determined on the basis of 
other benchmark bonds with coupons, e.g., Greek 
government bonds of similar maturities, bonds of oth-
er trustworthy publishers, etc.

In this approach, we seek out the appropriate mix of 
various types of bonds which would not lead to in-
creasing costs for the SPV and would also be served 
from the expected cash flows that would result from 
the asset portfolio management from the transferred 
banks (i.e., the NPLs). Additionally, a proper mix of 
obligations from the coupon and principal payments 
of bonds is sought that would timely coincide with the 
corresponding estimated receipts of cash flows that 
emerge from the portfolio management of the NPLs.

Other issues addressed and resolved through the de-
velopment of our problem are the following:

a)  Finding the bonds’ mixture (based on their char-
acteristics) whose obligations are covered in time 
from the allocation of the resulting yields derived 
from the management of the loans. This answers 
the question of the allocation of bonds per matu-
rity date in accordance with the purchased port-
folio yields of the NPLs (a choice between front or 
back-loaded yields),

b)  Investigating the way the mixture of rated bonds 
are diversified in accordance with the annual esti-
mated portfolio performance of loans (NPLs),

c)  Determining the required minimum loans’ yield in 
order to satisfy every possible combination of the 
bond yields,

d)  Presenting how management mechanisms oper-
ate in the case where the loans’ yields are smaller 
than the yields required by the plan to repay is-
sued bonds (a possible default),

e)  Presenting the margins for the different selected 
mixture of bonds under different assumptions 
concerning the determinants of the model (sensi-
tivity analysis).

– The method of approach

The method of approaching the problem, as stated 
above, is linear programming (LP) optimization (see 
Boyd & Vandenberghe, 2004).
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ous here that, except for the annual coupons in years 
5, 10, 15, the issuer of bonds (in this case the SPV) 
would be obliged to repay and the corresponding face 
value (principal). This is the reason why during those 
specific years the amounts of the corresponding out-
flows, in Table 1, appear exceptionally high.

The last row of every part of Table 1 contains the total 
amount of each series of bond participation (%) in the 
total bonds’ portfolio (which, for simplicity reasons, is 
initially assumed as equally weighted), the weighted 
average of the recovery time period for the portfolio 
and the weighted average of its interest rate cost. In 
columns 1-15, we calculate the annual interest pay-
ments per bond and overall, as well as the total annual 
outflows for every bond and for the entire bonds’ port-
folio to be issued (in euro amount terms).

In Table 2, we attempt an adaptation of the cost el-
ements of the total bond portfolio, which would be 
issued in terms of the total asset value of the SPV; in 
this example, it is assumed to be €1,000. The SPV’s 
assets consist of one or more of the systemic bank’s 
NPLs. In our example, the nominal value of NPLs be-
fore provisions is counted because this is the maxi-
mum amount of the asset that would be transferred 
to the SPV and the maximum amount that would be 
requested to be recovered by each of the transferred 
loans.

A cost adjustment of the bonds’ series is attempted in 
Table 2. More specifically, the percentage (%) of the 
nominal value of the NPLs, which the SPV would buy 
from banks, would operate as a weighted index for is-
suing an equal amount of bonds. It is therefore obvi-
ous that the smaller the discount, with respect to the 
nominal value of the market portfolio of the NPLs, the 
higher the value of bonds that should be issued by the 
SPV. Then this amount of money would be spent for 
the buyout of the “problematic” loans from the banks. 
Conversely, the greater the discount of the NPLs, the 
lesser the value of bonds that should be issued by the 
SPV and, ceteris paribus, the smaller the total cost to 
be paid to the bonds’ investors.

More specifically, in the first row and in each column 
(1-15) of Table 2, the annual weighted average cost 
of the issued bonds is presented after their conver-
sion to a percentage rate (%) of their nominal value 
(this value is assumed as €1,000). In the second row 
of Table 2, the remaining value after discount of the 
NPLs portfolio buyout, from the SPV, appears with 
respect to its nominal value (assumed, for the sake of 

simplicity, to be €1,000). This value here is assumed 
to be 51%.27 This percentage essentially means that 
if the market rate of the NPLs portfolio’s value is set 
at 51% of the nominal value that it contains (as hy-
pothesized above), then for each €1,000 of nominal 
“problematic loans” the SPV will need to issue €510 
in bonds.

By multiplying the percentage (%) of the annual cost 
of bonds –which was previously calculated on their 
nominal value– with the buyout rate of the NPLs, as 
discussed above, essentially we transform the annual 
cost of the bonds, as a percentage (%) of the nomi-
nal value of NPLs acquired by the SPV. This process 
transforms the annual cost of bonds into a percentage 
(%) of the SPV total assets. Those transformations take 
place in the two rows of Table 2, which are named 
“Cost of bond financing per €1,000 nominal value of 
the acquired NPLs” and “Least required percentage 
(%) yield by the NPLs portfolio per €1,000 nominal val-
ue for financing the issued bonds”.

In the next row of Table 2, we estimate the average 
annual real return of the NPLs portfolio after taxes 
but before interest with respect to its nominal value. 
As mentioned above, the nominal value of the NPLs 
would actually compose the assets of the SPV. So the 
average annual return which the SPV would accom-
plish, by managing this NPLs portfolio, is in essence 
its actual return on assets (ROA). It is understood that 
we speak for the SPV yield after taxes but before in-
terest because part of this performance will be used 
to repay the cost of its issued bonds. Additionally, we 
should mention that we are talking about yields after 
subtracting the operational costs and expenses of the 
SPV payable to companies managing the NPLs (man-
agement fees).

The yield of the NPLs portfolio, owned by the SPV, is 
actually unknown. It is obvious that it will not be con-
stant and will vary from year to year. It is assessed that 
this yield would be high in the first years of the portfo-
lio management but would gradually be reduced. This 
is because in the initial years of the SPV operation, 
proceeds would occur from the sale of collaterals of 
the borrowers, which would supplement the revenues 
that would result from the legal regulations, as well as 
capital and interest pay offs. In the subsequent years, 
however, the receipts from the legal regulations are 
expected to prevail. This, of course, cannot be verified 
in practice if the real estate market delays in respond-
ing to the increased supply of assets (mortgages), 

27. The 51% value was selected here due to the coverage ratio of the NPLs from the accumulated provisions of the four systemic banks. In 

mid-2018, this indicator was at 49% (Source: Bank of Greece, November 2018).
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the annual returns required by the bond hold-
ers. In other words, from the management of the 
NPLs, the obligations derived from the bond series 
should at least be met. The yield includes also the 
repayment of the principal of each series of bonds 
on their expiration date.

Empirical results when the SPV issues bonds with 
different maturities

In the following Tables we present the results from the 
LP of the optimization problem. More specifically, in 
columns 2-4 of Table 3, the percentage (%) solutions 
from the different maturity bonds’ participation are pre-
sented, based on the average annual yield of the NPLs 
portfolio.

More analytically:

a)  As long as the expected average annual yield of 
the NPLs portfolio remains high (e.g. > 13%) and 
in order to minimize the cost of servicing the SPV 
borrowing, the issuance of bond 1 is only select-
ed, in Table 3, with the lowest coupon (5.0%). This 
can also be read in a different way. When, from 
the management of the NPLs portfolio, some very 
high annual revenues are expected and the over-
all default risk and the corresponding anticipated 
losses for the investors are low, then the “reci-
pe” of debt securities (bonds) with the lowest risk 
might be selected. As the expected yields of the 
NPLs portfolio decrease, and so their default risk 
increases, it is more likely that some higher yields 
and risk-rated bonds will be selected. The model 
essentially confirms the positive relationship be-
tween risk and yield regarding to the investors’ 
behavior in fixed income securities products.

b)  There is also a trade-off relationship between time 
and yields. More specifically, as the yields from 
the NPLs management become smaller and are 
realized later on, i.e., at a later time period, the 
participation of longer-term bond series becomes 
unavoidable. Additionally, the belief that the high 
yields of the NPLs portfolio will be realized later on 
in time advocates for selecting long-term bonds. 
In practice, as long as the yields derived from the 
NPL portfolio’s management improve, as the time 
goes by, through the macroeconomic expecta-
tions concerning the increase of GDP growth and/
or the aggregate unemployment decline, then the 
bonds’ pay-off option later on in time will be se-
lected.

c)  Investors with a preference for riskier debt securi-
ties and a long-term duration would benefit from 

which are considered as collaterals to the “problem-
atic loans”. Also, if GDP growth faces a rapid increase 
in the forthcoming years, then it is probable that we 
will have a more balanced distribution of the NPL 
portfolio’s yield throughout the management period. 
However, as already mentioned, the NPL portfolio’s 
yield is a great unknown. In our example (Table 2), 
we vary this yield in order to investigate its impact on 
the selection on the bonds’ portfolio mixture, which 
should be issued in order to acquire these “problem-
atic loans”.

In the next row of Table 2, we calculate the difference 
of the NPL portfolio’s yield of the SPV with respect to 
the required yield of the mixture of bonds issued. It is 
obvious that the difference between these two yields 
is required to be positive because, this way, the SPV 
will fully meet the obligations that are basically derived 
from its issued bond portfolio. It is also obvious that 
this “spread” in the yield depends both from the per-
formance of the NPLs and the cost of bonds to be is-
sued. This cost, in turn, depends on both the individual 
coupons and their mixture in the total bond portfolio. 
Bonds issued with a short-term expiration date have 
the advantage of a lower coupon, but also the disad-
vantage of a quick pay off of the principal, which re-
quires either exaggerated NPL yields in the initial years 
or over-yields in the years of the final repayment of the 
bonds.

Notice that any excess NPL yield must be maintained 
and be reinvested mainly in money market instruments 
with a yield, as appears in the last row, that today is 
not expected to exceed 0.5% (“a reinvestment rate of 
profits”).

– Function optimization

A bond mixture, with the characteristics presented in 
Table 2, is sought here, which is expected to minimize 
the total cost of its repayment. This function is essen-
tially the sum of coupons (and the principal at the ex-
piration time) for each bond series weighted with the 
percentage (%) of participation of the particular series 
in the overall bond portfolio.

– Restrictions

a)  The sum of the percentage (%) of each bond se-
ries in the total portfolio should be equal to the 
unit,

b)  The individual participation rates of each bond 
series should be positive numbers less than or 
equal to the unit,

c)  The annual accumulated return on surplus, by 
managing the NPLs, should be at least equal to 
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example, contain some additional terms/man-
dates on the bonds’ series that would ensure, for 
some limited number of cases, the capability for 
temporal postponement of coupons and/or prin-
cipal payments and their realization at a later time 
period (of course with some additional cost).

This, of course, creates some problems of the 
bonds’ valuation by the investors, during the IPO 
process. More analytically, such kinds of options 
subtract value from the bonds and the outcome 
is that the SPV fails to absorb the required funds. 
As a consequence, the buyout of the NPLs port-
folio takes place at lower market prices, resulting 
in the need to fill, on behalf of the systemic bank, 
the produced difference in value (accounting 
and sales price) from their equity (or deposits). A 
supplementary solution can also be the holding 
of some of the issued debt securities (bonds) 
from the transfering banks, which provide their 
problematic loans to the SPV and the capability, 
for these bonds’ series, to “absorb” any of their 
negative shocks (yields). This last point creates, 
of course, some problems of how we will val-
ue those holding titles as assets on the balance 
sheet of the banks and what provisions we should 
create in the banks’ equity.28

a shorter recovery time period of the principal (in 
our example it is assumed that the coupon and 
yield to maturity of each bond series are equiv-
alent). So if the bondholders of bond 1 recover 
their capital, invested in the SPV, in 4.55 years, 
with an overall title duration of 5 years, investors in 
longer-term bonds (e.g., 15 years) would recover 
their invested capital in 8.37 years. This character-
istic “protects” and subsidizes investors in such 
kinds of bonds, which are sensitive to (increasing) 
changes of interest rates.

d)  Any anticipated yield of the SPV that is less than 
6.6%, concerning the bonds’ coupons, which are 
expected to finance the NPLs purchases in our 
example (Table 3), does not provide any alge-
braic solution to the aforementioned optimiza-
tion problem. More specifically, any yields that 
are smaller than the above minimum percentage 
(6.6%) are considered as not sufficient to meet the 
required pay-off obligations (coupons) imposed 
by the bonds issued. Because of the uncertainty 
regarding the actual yields that the NPLs portfolio 
is expected to produce, a mechanism of liquidity 
recovery should be established, on behalf of the 
SPV account, in order to confront any potential 
negative shocks. Such a mechanism could, for 

TABLE 3  The results from the optimization method concerning bonds of different maturities

(%) participation

SPV, 
Annual average 

yield 

Bond 1 Bond 2 Bond 3 Weighted interest 
rate

Weighted 
time period 
for recovery 
(duration)

13% 100% 0% 0% 5.0% 4.55

12% 93% 7% 0% 5.1% 4.76

11% 82% 18% 0% 5.4% 5.09

10% 71% 29% 0% 5.6% 5.41

9% 60% 40% 0% 5.8% 5.74

8% 49% 51% 0% 6.0% 6.07

7% 34% 42% 24% 7.0% 6.72

6.6% 27% 33% 40% 7.7% 7.07

6% No solution which can satisfy the restrictions

28. If a bank decides to hold, in its balance sheet, a rated bond from the SPV in which it participates, the Basel II (& III) clarifies that it should 

also hold the corresponding regulatory capital in its equity (securitization exposure).
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It is assumed here that all series of bonds allow for a 
reduction of the coupons’ level up to 100%. Also the 
limits for any viable solution are greater in bonds with 
smaller coupons, while in the long-term titles there is 
less space for maneuvering.

Table 5 shows, in a simplified form, the minimum av-
erage annual SPV yield in order to fully meet its obli-
gations derived from the issued bonds, under different 
market scenarios, with respect to the buyout senarios 
of the NPLs portfolio from banks.29

It is evident from Table 5 that as long as the discount 
rate of the NPLs portfolio increases (decreases), the 
minimum required yield, arising from the management 
of the portfolio, decreases (increases). This means that 
the cheaper the purchase value of the NPLs portfolios 
is (as a percentage of their nominal value), the smaller 
the required NPLs’ yield will be in order to meet the 
SPV’s obligations and, consequently, the more secure 
the repayment of the principal and interest of the is-
sued bonds (ceteris paribus).

The participation rate of each issued bond remains 
approximately constant for all sizes of the market dis-
count rate of the NPLs portfolios studied. This happens 
because, based on the assumptions of the problem, 
we always look here for the minimum percentage rate 
of the NPLs portfolio’s yield that is capable of satisfy-
ing the prolonged viability of the SPV.

Sensitivity analysis (of different bonds’ maturity)

In Table 4 the margins for reaching a viable solution 
for the funding of the SPV are demonstrated in accord-
ance to the variations of the coupons of each series 
of bonds.

It is important to notice here that the potential changes 
of each coupon are treated separately from all other fac-
tors (including the coupons of other series), unchanged 
in their initial values. Also, we present only scenarios 
that operate at the breakeven level for the SPV yield 
(minimum required yield to cover the liabilities) and not 
for higher yields.

29. Footnote 27 applies here also.

TABLE 4  Sensitivity analysis concerning 
bonds of different maturities 
(SPV yield, 6.60%)

Coupon Bond 1 Bond 2 Bond 3

Central 
price 5.0% 7.0% 10.0%

Potential 
increase 1.1% 0.5% 0.3%

Potential 
decrease 5.0% 7.0% 10.0%

TABLE 5  NPLs’ buyout price with respect to the minimum required yields by the SPV

(%) Mixture of bonds’ participation

Buyout price with respect 
to the NPLs’ nominal 
value through bond 

issuance (%)

Minimum required yields 
by the NPLs portfolio 

of the SPV for paying off 
the issued bonds 

Bond 1 Bond 2 Bond 3

51% 6.60% 26.63% 33.358% 40.01%

50% 6.40% 25.35% 31.757% 42.89%

45% 5.80% 26.16% 32.765% 41.08%

40% 5.20% 27.17% 34.025% 38.81%

35% 4.50% 25.87% 32.405% 41.72%

30% 3.90% 27.17% 34.025% 38.81%

25% 3.20% 25.35% 31.757% 42.89%

20% 2.60% 27.17% 34.025% 38.81%
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a)  Compared to the previous example of different 
maturity bonds, the case of issuing different rat-
ing bonds (seniority) requires smaller yields by 
the NPLs portfolio, which should be managed 
by the SPV. This happens because the likeli-
hood for actual losses, mainly from the junior 
notes, is accepted. The overall weighted aver-
age servicing costs of the issued bonds is also 
lower here.

b)  As long as the yield, arising from the NPLs portfo-
lio’s management, decreases, the participation of 
the junior notes in the total issued bonds’ portfolio 
increases. Consequently, the weighted average 
cost and time of capital recovery follow an oppo-
site path.

c)  The probability of default concerning the capital 
repayment creates concerns with respect to the 
realized losses mainly from the junior notes of the 
investors during the IPO period and, subsequent-
ly, during the pricing period at secondary bond 
markets. A lower (than the nominal) offering price 
of such debt securities –when issued– will result in 
a failure to raise the necessary funds for the pur-
chase of NPLs from systemic banks and thus their 
buyout in smaller values. This event can generate 
oppressive conditions in the equity of banks and 
may raise the need for new forms of capital (e.g., 
cash injection, haircut on deposits, new bank 
mergers & acquisitions, etc.).

d)  Some concerns regarding the true yields of the 
NPLs and the probability of an incomplete cover-
age of the SPV obligations arising from the differ-
ent categories of bonds bear the need for some 

Empirical results when the SPV issues bonds with 
different seniorities

In this section we study the impact from issuing, on 
behalf of the SPV, different type of bonds. We mean 
here the bonds which differentiate on the priority of re-
payment in case of default (the question of seniority).

Such bonds are differentiated in the coupon and in 
the extent of acceptance of any possible losses. Spe-
cifically, the issuance of three (3) different types of 
bonds is examined here, that is: Senior notes, mez-
zanine notes & junior notes. The senior notes pay 
their contribution equal-proportionally at the end of 
each year, and for this reason, it is assumed that they 
are attractive debt instruments with a coupon, e.g., 
5.5%. The mezzanine notes bear a coupon equal to 
8%, while those of the junior notes bear a coupon 
equal to 11%. We also assume that junior notes do 
not exceed 20% of the total value of bonds, while they 
may absorb some part of the losses in case of an un-
satisfactory performance of the portfolio assets of the 
SPV, which on aggregate cannot exceed 30% of its 
total value. Both the mezzanine and the junior notes 
are set to pay the face value of their titles at their ex-
piration date.

The duration of all categories of bonds, for simplicity 
reasons in our example, are set up at 15 years, and this 
coincides with the estimated recovery period of claims 
from the NPLs portfolio of the SPV (ceteris paribus).

In Table 6, the results from the participation of the rat-
ed bonds in the SPV are presented.

Based on the results of Table 6, we end up with the 
following conclusions:

TABLE 6  Results concerning bonds with different seniorities

(%) participation

SPV, 
Annual 

average yield 

Senior 
notes

Mezzanine 
notes

Junior 
notes

Weighted 
interest rate

Weighted 
time period 
for recovery 
(duration)

6.00% 75.95% 4.05% 20.00% 6.7% 10.01

5.90% 71.25% 8.75% 20.00% 6.8% 9.95

5.82% 67.48% 12.52% 20.00% 6.91% 9.9

5.80% No solution which can satisfy the restrictions

Note: Any average annual return of the SPV over 6.0% leads to the participation of senior and junior notes –with rates of 80% 
and 20%, respectively– in the bonds’ mixture and therefore are not analytically presented in Table 6.
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so-called “bad bank”, where the “problematic” assets 
of a credit institution are transferred. In principle, the 
SPV has a specific and exclusive purpose which, in 
this case, is the securitization of bank loans, while the 
“bad bank” has the advantage of engaging in any ac-
tivity connected with the management of any estate 
that would be transferred to it. In addition, the SPV is 
chosen as the entity which is detached from the pos-
sibility of bankruptcy, while the risk of insolvency of a 
“bad bank” is always high. The two cases should be 
distinguished from each other, something that is not 
always the case.

One of the key elements of our approach is to show, 
with the help of a linear programming (LP) exercise, 
the mechanism through which such a vehicle would 
remain viable for several years, in order to fulfill its key 
role, which is to “relieve” the banking system of the 
NPLs. This would, consequently, allow the banking 
system to perform its traditional role, which is to sup-
port, through credit expansion, the Greek economy.

Based on our financial analysis, some critical factors, 
which are important for achieving a prolonged viability 
of an SPV, are addressed. Specifically, the anticipated 
yields of the NPLs portfolio appear to affect the par-
ticipation and the selection of the rated bonds. More 
analytically, as long as the NPLs portfolio’s yields in-
crease, we will lead to the selection of senior notes with 
a short-term duration. Otherwise, long-term bonds will 
prevail with a greater participation of junior & mezza-
nine notes.

Furthermore, the initial purchase price of the NPLs 
portfolios will play an important role both for the vi-
ability of the SPV and the future robust behavior of 
the transferring bank. More specifically, the bigger 
the sale price of NPLs from the banks (the smaller 
the discount), the smaller the possibility for the long-
term survival of the SPVs due to the need for higher 
value of bonds issuance and, therefore, high future 
cash flow servicing payoffs. In addition, the sale of 
NPLs at a high price (and therefore low discount) re-
moves any fears of a new capitalization of the system-
ic banks. In the opposite case, i.e., a low selling price 
of the NPLs portfolios, which means a high discount 
rate, implies that both banks and the SPVs will move 
in opposite directions. More specifically, positive im-
plications for the SPVs’ sustainability are expected, 
but, simultaneously, so are major problems concern-
ing the capitalization needs of the banking system. 
Hence, this opposite (trade off) relationship will be 
solved at the point where the two parties –banks and 
SPVs– agree that no problem of viability will be raised 
for both sides.

kind of coverage or guarantee that the SPV could 
use in case of insolvency. We refer to some sort of 
guarantees or the usage of other financial prod-
ucts that could be used in case of some economic 
hardship. This factor could provide the necessary 
assurances to the prospective investors for a full 
recovery of their capital as well as the recogni-
tion of lower issuing costs (rate of coupons) for all 
bond series.

Finally, Table 7 analytically presents the inverse rela-
tionship that exists between the required annual NPLs 
portfolio’s yields of the SPV and the lossses that the 
junior notes could potentially absorb.

5. Conclusions

The purpose of this article is to present the contribu-
tion of setting and organizing a special purpose vehi-
cle (SPV) in an attempt to relieve and reconstruct the 
loan portfolios of the systemic banks. The creation of 
an SPV, for the securitization of the receivables from 
bank loans, contains the merit that the management 
of the loans is implemented by the same entity that 
has initially acquired them. In this sense, the existence 
of two companies, one that would acquire the NPLs 
while the other would take over the management of 
these “problematic” loans is not required, as specifi-
cally defined in Greek Law 4354/15, which is valid to-
day. Consequently, with the establishment of a single 
entity (SPV), economies of scale are achieved.

It is also important that an SPV, as a mechanism for 
managing NPL portfolios, is differentiated from the 

TABLE 7  Least potential losses from 
Junior notes and required yields of the 
NPLs portfolios

Junior notes: 
potential losses 

(%)

Least required yield 
of the NPLs 

portfolio

0% 5.92%

10% 5.88%

20% 5.85%

30% 5.81%

40% 5.78%

50% 5.75%

60% 5.71%
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In English/French

Basel Committee on Banking Supervision (2017), “Basel III: finaliz-
ing post-crisis reforms”, Basel: Bank for International Settlements, 
December.

Basel Committee on Banking Supervision (2016), “Basel III docu-
ment: revisions to the securitization framework”, Basel: Bank for 
International Settlements, July.

Basel Committee on Banking Supervision (2011), “Basel III: a glob-
al regulatory framework for more resilient banks and banking sys-
tems”, Basel: Bank for International Settlements, June.

Basel Committee on Banking Supervision (2009), “Report on Spe-
cial Purpose Entities”, Basel: Bank for International Settlements, 
September.

Bolton, P., Freixas, X. & Shapiro, J. (2012), “The Credit Ratings 
Game”, Journal of Finance, pp. 85-111.

Bonner, C., Streitz, D. & Wedow, M. (2016), “On the differential im-
pact of securitization on bank lending during the financial crisis”, De 
Nederlandsche Bank, Working Paper, No. 501.

Boyd, S. & Vandenberghe, L. (2004), Convex Optimization, Cam-
bridge University Press.

Buchanan, B. (2016), “Securitization: A financing vehicle for all sea-
sons?”, Bank of Finland Research, Discussion Paper, No. 31.

Burns, T. (2012),“The shadow banking system as a new source of 
financial turmoil” in Alexander, K. & Dhumale, R. (eds.), Research 
Handbook on the International Financial Regulation, Edward Elgar 
(EE), Cheltenham, UK.

Cardone-Riportella, C., Samaniego-Medina, R. & Trujillo-Ponce, A. 
(2010), “What drives a bank securitization? The Spanish experi-
ence”, Journal of Banking & Finance, pp. 2639-51.

Casu, B., Clare, A. Sarkisyan, A. & Thomas, S. (2013), “Securitiza-
tion and bank performance”, Journal of Money, Credit and Banking, 
pp. 1617-1658.

Deacon, J. (2004), Global Securitisation and CDOs, Chichester, 
John Wiley & Sons Ltd.

Diamond, D.W. & Dybvig, H.P. (1983), “Bank runs, deposit insur-
ance, and liquidity”, Journal of Political Economy, pp. 401-419.

Feng, M., Gramlich, J. & Gupta, S. (2009), “Special purpose ve-
hicles: Empirical evidence on determinants and earning manage-
ment”, The Accounting Review, pp. 1833-1876.

Gambacorta, L. & Mistrulli, P. (2004), “Does bank capital affect lend-
ing behavior?”, Journal of Financial Intermediation, pp. 436-457.

Godfrey, Β., Killeen, N. & Moloney, K. (2015), “Data gaps and 
shadow banking: profiling special purpose vehicles’ activities in 
Ireland”, Central Bank Quarterly Bulletin Q3, pp. 48-60.

Gorton, G. & Metrick, A. (2012), “Securitized banking and the run 
on repo”, Journal of Financial Economics, pp. 425-51.

Gorton, G. & Metrick, A. (2010), “Regulating the shadow banking 
system”, Brookings Papers on Economic Activity, pp. 260-312.

Gorton, G. & Souleles, N. (2007), “Special purpose vehicles and 
securitization”, in Stulz, R., Carey, M. (eds.), The Risks of Financial 
Institutions, University of Chicago Press, Chicago, IL.

There is, however, an additional factor which may help 
in the development of the whole project: the macroe-
conomic situation of the country, as will be expressed 
through the increase of the GDP and the total employ-
ment in the coming years. This point is underlined be-
cause it is estimated that a good course of the Greek 
economy will positively affect the portfolio performance 
of the SPV, which will further facilitate the long-term 
sustainability of this vehicle.

Finally, the State should proceed with other necessary 
actions, including the improvement of the institutional 
framework for the insolvency issue as well as the in-
centives (see, for example, the issue of deferred tax 
as it has already been suggested) which will support 
the project. This support could take the form of tax in-
centives and/or the form of guarantees, in relation to 
the notes of the classified bonds of the SPV. This is 
expected to further facilitate the relief of the systemic 
banks from the “debt burden” of the NPLs, and, to a 
considerable extent, to prevent the possibility of new 
banks’ equity requirements.
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