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Foreword

This Survey is published on the responsibility of the Economic and Development Review Committee of the
OECD, which is charged with the examination of the economic situation of member countries.

The economic situation and policies of Greece were reviewed by the Committee on 1 October 2024. The
draft report was then revised in light of the discussions and given final approval as the agreed report of the
whole Committee on 16 October 2024.

The Secretariat’s draft report was prepared for the Committee by Antoine Goujard and Timo Leidecker,
under the supervision of Jens Arnold.

Statistical research assistance was provided by Mafalda Trincdo and editorial support was provided by
Robin Houng Lee.

The previous Survey of Greece was issued in January 2023.

Information about the latest as well as previous Surveys and more details about how Surveys are prepared
is available at Economic surveys | OECD.
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Basic statistics of Greece, 2023

(Numbers in parentheses refer to the OECD average)

LAND, PEOPLE AND ELECTORAL CYCLE

Population (million) 10.4 Population density per km? 80.4 (39.2)
Under 15 (%) 13.6 (17.0) Life expectancy at birth (years, 2022) 80.6 (79.6)
Over 65 (%) 231 (18.3) Men (2022) 78.1 (77.0)
Iznggg;ational migrant stock (% of population, = 12.9 (13.9) Women (2022) 83.3 (82.4)
Latest 5-year average growth (%) -0.7 (0.4) Latest general election June 2023
Gross domestic product (GDP) Value added shares (%)
In current prices (billion USD) 2435 Agriculture, forestry and fishing 43 (2.8)
In current prices (billion EUR) 225.2 Industry including construction 18.0 (27.2)
Latest 5-year average real growth (%) 1.8 (1.7) Services e (70.0)
Per capita (thousand USD PPP)* 421 (59.0)
Per cent of GDP
Expenditure 495 (43.9) Gross financial debt (OECD: 2022) 180.7 (109.5)
Revenue 48.2 (39.0) Net financial debt (OECD: 2022) 130.6 (67.2)
Exchange rate (EUR per USD) 0.92 Main exports (% of total merchandise exports)
PPP exchange rate (USA = 1) 0.52 Fuels 324
In per cent of GDP Metals 10.2
Exports of goods and services 43.7 (31.2) Chemicals 95
Imports of goods and services 484 (31.2)  Main imports (% of total merchandise imports)
Current account balance -6.5 (-0.3) Fuels 27.8
Net international investment position -142.4 Machinery and electronics 135
Chemicals 11.6
Employment rate (aged 15 and over, %) 46.4 (58.0) Unemployment rate, Labour Force Survey 1.1 (4.8)
(aged 15 and over, %)
Men 54.9 (65.5) Youth (aged 15-24, %) 26.7 (10.6)
Women 38.5 (50.8) Long-term unemployed (1 year and over, %) 6.2 (1.0)
Participation rate (aged 15 and over, %) 522 (60.9) Tertiary educational attainment (aged 25-64, 34.3 (41.0)
%)
Average hours worked per year 1897 (1742) = Gross domestic expenditure on R&D (% of 1.5 (2.9)

GDP, 2021)

ENVIRONMENT

Total primary energy supply per capita (toe) = 1.9 (3.7) CO, emissions from fuel combustion per 46 (7.6)
capita (tonnes)

Renewables (%) 18.7 (12.5) Water abstractions per capita (1 000 m3, 2022) = 1.0

Exposure to air pollution (more than 10 = 96.9 (56.5) Municipal waste per capita (tonnes, 2021, 0.5 (0.5)

pg/me of PM 2.5, % of population, 2020) OECD: 2022)

SOCIETY

Income inequality (Gini coefficient, 2021, = 0.312 (0.315)  Education outcomes (PISA 2022 score)

OECD: latest available)

Relative poverty rate (%, 2021, OECD: 11.7 (11.7) Reading 438 (476)

2020)

Median disposable household income = 17.8 (27.5) Mathematics 430 (472)

(thousand USD PPP, 2021, OECD: 2020)

Public and private spending (% of GDP) Science 441 (485)

Health care 8.4 9.2) Share of women in parliament (%) 23.0 (32.8)

Pensions (2019) 15.7 (9.5) Net official development assistance (% of GNI, 0.2 (0.4
2022)

Education (public spending, % of GNI, 2021) = 3.1 (4.4)

Notes: The year is indicated in parenthesis if it deviates from the year in the main title of this table. Where the OECD aggregate is not provided
in the source database, a simple OECD average of latest available data is calculated where data exist for at least 80% of member countries.
*OECD aggregate refers to weighted average.

Source: Calculations based on data extracted from databases of the following organisations: OECD, International Energy Agency, International
Labour Organisation, International Monetary Fund, United Nations, World Bank.
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The Greek economy has weathered recent crises well

Greece’s economic growth outpaced the euro area average over the last three years (Figure 1). Support
measures protected households and businesses against high inflation, while the public debt-to-GDP ratio
declined significantly. Growing disbursements of the Recovery and Resilience Funds, gradual disinflation
and continuous employment gains are expected to support growth from 2024 to 2026.

Growth moderated from 5.7% in 2022 to 2.3% in
2023. Inflationary pressures related to Russia’s war
of aggression against Ukraine have restrained
private consumption. Tighter monetary policy has
led to a deterioration in financing conditions, but EU
Recovery and Resilience Funds, a sovereign credit
rating upgrade and improving bank health have

Figure 1. GDP growth has been strong
Real GDP, Index, 2019Q1=100

115

supported investment. Fiscal support, amounting to
1% of GDP in 2023 and being phased out in 2024,
limited the impact of high inflation on households
and firms. Headline inflation has declined from high
levels but core inflation remains sticky. Wages
have picked up in late 2023, supported by minimum
wage hikes and growing labour shortages.

Euro area 17 Greece OECD
110 —
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Source: OECD Economic Outlook: Statistics and Projections (database).

Real income growth, a mild improvement in the
global economic outlook and increasing
disbursements of European funds will support
growth over 2024-26 (Table 1). The recovery of
external demand will allow exports to gain
momentum. Further improving bank health and
growing support from EU Recovery and Resilience
Funds will allow credit and investment to pick up.
Growing real wages and sustained employment
gains will support household disposable incomes,

StatLink Sa=m https://stat.link/4ktqgom

consumption and investment. Unemployment is
expected to decline further.

Risks to economic activity are tilted to the
downside. Geopolitical tensions could intensify
and lead to a rise in energy prices, which would
weigh on domestic and global demand. Wage
growth exceeding productivity gains could dent
previous competitiveness gains and exports.
Delays in the implementation of the Recovery and
Resilience Plan would reduce investment.
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Table 1. GDP growth will pick up

Annual growth rates, %, unless specified

| 2023

Real GDP

Private consumption

Government consumption

Investment

Exports

Imports
Unemployment rate (% labour force)
Inflation (harmonised CPI)
Government balance (% GDP)
Government primary balance (% GDP)
Public debt (% GDP)

163.9

111

| 2024 | 2025 | 2026

2.3 2.3 2.2 25

1.8 1.8 1.2 14

26 24 10 09

66 75 8.8 95

1.9 0.7 3.3 2.7

09 6.0 33 28

111 10.1 9.4 8.9
42 3.0 2.7 2.1

13 08 06 07
15 24 24 24

1573 152.2 148.1

Source: OECD Economic Outlook 116.

Strengthening public finances and public services

Public debt amounted to 163.9% of GDP in 2023 and significant primary surpluses over many years are
needed to reduce it. With high investment needs, raising spending efficiency and reallocating spending are
essential (Figure 2). Broadening tax bases, improving tax compliance and shifting the tax burden on labour

towards other taxes would help.

Public debt has declined but remains high.
Strong growth, steady primary surpluses and high
inflation helped reduce the debt-to-GDP ratio from
209.4% in 2020 to 163.9% in 2023, using the
Maastricht definition. A favourable debt structure is
limiting the rise of debt servicing costs. With the
phase-out of inflation-support measures and the
pick-up in economic activity, public debt relative to
GDP is projected to decline further by 2026.

Greece should prepare to expand domestic
funding of public investment once the current
EU funding programmes expire. Reining in staff
expenditures and maintaining efforts to contain
pension expenditures would allow a gradual shift of
public spending towards supporting growth and
equity. Completing the ongoing efforts to build a
comprehensive human resources management
system and promote more mobility among civil
servants can raise spending efficiency, supported
by regular spending and public investment reviews.
Reallocating spending towards training
programmes and in-kind support for families would
also improve support for unemployed workers and
women, as well as labour market outcomes.

OECD ECONOMIC SURVEYS: GREECE 2024 © OECD 2024

Further strengthening whistleblower
would reduce risks of corruption.

protection

Shifting the tax structure towards more growth-
friendly taxes and broadening the tax base
would support fiscal sustainability and help to
reduce high tax rates. Tax compliance is
improving on the back of policies to foster
electronic transactions, but significant shortfalls
remain. Coverage of consumption and recurrent
property taxes has been broadened, but many
reduced VAT rates and exemptions remain. The
sizeable tax expenditures should be evaluated
regularly to phase out those that do not benefit low-
income households or raise tax compliance costs.
Moreover, strengthening the relatively low taxes on
goods with negative health impacts could boost
health outcomes, public revenues and equity.

Recent tax and social security contribution cuts
have reduced the labour income tax wedge. To
ease the tax burden on low-wage workers further
and mitigate the impact of the ongoing labour-cost
increases around the minimum wage, Greece
could consider introducing in-work benefits and
reducing employer social security contributions for
low-wage workers.
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Figure 2. Public expenditures with a high growth-payoff have fallen behind

Volume index, 2000=100"

220

Investment
200

180

160

140 7\

80
60

40 v 1 1 1 1 1 1 1 1 1 1

Social benefits

e Education Health

2000 2002 2004 2006 2008 2010

2012 2014 2016 2018 2020 2022

1. Expenditures are deflated by the GDP deflator. Public education and health expenditures are defined according to the COFOG classification.
Source: OECD (2024), National Account database and OECD calculations.
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Pursuing structural reforms will boost productivity and employment

Despite recent progress, productivity remains weak. The productivity gap between large firms and micro and
small enterprises is large, with many of the latter failing to grow and adopt new technologies. Skill shortages
have increased but the employment rate remains low, notably for women, youths and low-skilled workers.

Lifting productivity and employment growth
hinges on better skills and stronger investment
(Figure 3). Micro firms account for close to 47% of
business employment, and their low investment
and limited management skills have held back
productivity gains. Continued reductions of still high
regulatory barriers in some services sectors, better
access to finance, and improving lifelong learning
opportunities would support employment, business
innovation and growth.

The past few years have seen ambitious policy
efforts to boost productivity and employment.
This includes cutting business and labour taxes,
better incentives for investment and innovation,
along with structural reforms in the labour market
and reforms to the Public Employment Service
(DYPA), apprenticeships and vocational training.
The new insolvency framework and the ongoing
reform of the judicial system are likely to shorten
judicial processing times and accelerate the
resolution of non-performing loans.

The recent employment momentum must
continue to achieve more inclusive growth. The
capacity of public employment services to tailor
individual employment support programmes is
improving, which can particularly help more
vulnerable jobseekers. Still, large numbers of
registered jobseekers with weak labour market
attachment, scarce funding for Active Labour
Market Policies (ALMPs), and inefficiencies in the
unemployment benefit system hold back further
progress. Increasing the number of specialised
counsellors, redirecting funding towards ALMPs
and further use of jobseeker profiling would
improve job-search and training support. Ensuring
the quality of training providers through regular
evaluations, and improving quality assessments
and certification of adult learning courses could
support this. The unequal distribution of caretaking
responsibilities limits labour market opportunities
for women. Stepping up the provision of early
childcare services would allow more women to join

OECD ECONOMIC SURVEYS: GREECE 2024 © OECD 2024
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the labour market and could be financed by
reducing birth grants. At the same time,
establishing a national system for the Recognition
of Prior Learning would help migrants labour
market integration.

Raising productivity requires more
investments in human capital from an early age.
Educational outcomes and adult skills are lagging
behind other OECD countries, according to the
PISA and PIAAC Surveys. Mismatches between
field of studies and labour market needs remain
high, exacerbated by a low take-up of Vocational
Education and Training (VET). Improving
coordination among social partners and VET
institutes about training content and more work-
based learning will help to provide workers with the
skills needed by firms. Enhancing counselling to
guide students’ study choices from an early age on
would also better align skill development with
labour market needs.

Private investment, albeit increasing, has been
low for many years. Scarce financing, a high
share of small firms, and limited firm turnover are

113

contributing factors. The streamlining of complex
administrative processes as part of the public
sector’s digitalisation efforts is welcome. Rising
foreign  direct investment inflows create
opportunities for domestic firms to improve their
productivity and expand their markets by
developing local value chains. However,
regulations can be further improved by ensuring the
timely consultation of stakeholders on draft
legislation, and formalising the review of existing
regulations. This would also help to reduce still high
restrictions in professional services, including for
lawyers and notaries.

Bank lending to businesses has improved, but
tighter financial conditions are slowing recent
progress. The Hercules securitisation scheme has
enabled banks to shift much of their non-performing
loans off their balance sheets and improved the
quality of their loan portfolios. Accelerating the
resolution of remaining non-performing loans on
banks’ and servicers’ balance sheets would release
assets pledged as collateral and relieve debtors,
supporting credit growth and investment.

Figure 3. Further gains in living standards hinge on higher productivity and employment

A. Labour productivity

USD/hour 2023
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Note: In Panel A, OECD is an unweighted average of 35 countries.

B. Employment rate
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Source: OECD Productivity indicators (database) and OECD (2024), Employment rate (indicator).

The rapid implementation of the new insolvency
framework, and efforts to improve judicial
processing times, are key to ensure swift
restructuring or insolvency processes. To expand
access to finance, the government has deployed

OECD ECONOMIC SURVEYS: GREECE 2024 © OECD 2024
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loan guarantees and is on-lending its
NextGenerationEU loans to fund new private
investments. Such loan guarantee schemes and
the R&D tax credit should be rigorously evaluated
to ensure the best use of public resources.


https://stat.link/8mtek4

14|

Accelerating the green transition

Greece has cut emissions over the past decade and renewable energy generation is expanding rapidly.
However, reaching emission targets for 2030 while raising living standards will require further decoupling of

emissions from economic activity (Figure 4).

Achieving Greece’s ambitious climate targets
requires a broad strategy, including price
signals and regulations. Despite rapid progress,
more investment in expanding renewable energy
sources is needed. Strengthening price signals will
be key to prioritise low-cost emission cuts. Fossil
fuel subsidies remain high and should be phased
out to harmonise effective emission prices.
Opportunities to phase out fossil fuels will be
provided by continued progress with connecting
islands to the mainland grid to expand access to
alternatives to fossil fuels. Tighter regulations,
complemented with financial support for vulnerable
groups, can steer households and business to
invest in greener technologies.

Electricity generation from renewable sources
needs to accelerate further. Greece aims to

almost double the share of electricity generated
from renewable sources by 2030, while electricity
demand is set to grow. A mix of policies offering
financial support and cutting red tape has facilitated
a rapid scale-up of generation capacity, but there is
room for further improvement, including by
implementing the planned one-stop-shop for
renewable energy projects and speeding up
procedures for obtaining environmental licenses.

Greece needs to adapt to a hotter climate.
Extreme weather events, such as the 2023 flood in
Thessaly, are already causing large economic
damages and may well become more frequent and
severe. Adjusting existing structures can limit
damages but takes time. Incorporating climate
hazard planning into infrastructure projects now is
crucial to enhance future resilience.

Figure 4. Emission intensity needs to decrease faster to reach net zero by 2050

Change in total GHG emissions per unit of GDP* from 2002 to 2022, in percent

-40
-50
-60
-70

-80 w < < o
D » xx w
D W

<<
=
<

CAN
TUR
NOR
AUT
GRC
OECD
DEU

1. Total emissions excluding land use, land-use change and forestry (kilogrammes of CO2-equivalent per 1 000 US dollars
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Main findings Key recommendations
Improving macroeconomic and fiscal policies

Public debt has been on a declining trend since 2020 and regained its
sovereign investment grade rating, but it remains high. GDP growth is
projected to pick up and the government plans primary surpluses around
2.4% of GDP in 2024 and 2025.

Spending pressures for public investment, education and health will
remain sizeable for years to come, including after the completion of
current EU funding.

Numerous tax expenditures, notably from widespread VAT reduced rates
and exemptions, reduce public revenues. Evidence on their effectiveness
is weak and VAT expenditures favour wealthier households.

Tax evasion has decreased significantly and measures have been taken
to foster the digitalisation of transactions and invoicing, but the VAT
compliance gap remains large.

Maintain primary fiscal surpluses of 2% of GDP in 2024-25, as planned.
Keep public debt on a firmly declining path through more efficient public
spending, broader tax bases and growth-enhancing reforms.

Gradually shift public spending towards areas supporting growth and
equity, building on regular spending and public investment reviews,
while containing staff expenditures and maintaining efforts to reduce
pension expenditures.

Phase-out VAT reductions and exemptions.

Continue efforts to strengthen tax compliance by promoting digital
transactions, limiting cash transactions, and rationalising tax
expenditures.

Raising employment and incomes

Youth skills do not appear to match labour market demand. The take-up
of vocational education is low and students lack sufficient information
about future career opportunities.

The social safety net is fragmented and some programmes have low
benefit take-up. The eligibility conditions are heterogenous and the level
of the minimum income benefits is low.

Despite some progress in recent years, difficulties in access to childcare
continue to hold back women in the labour market. Low spending on
childcare contrasts with high birth grants.

Public employment services are spending a disproportionate amount of
effort on direct job creation.

Skill mismatches are pervasive and employers often cannot find workers
with the skills they need. Despite mounting training needs and the
ongoing development of performance-based assessments for providers,
participation in lifelong learning is low and training quality is patchy.
Foreign-born workers make a significant contribution to Greece's
workforce, but their skills are under-used.

Strengthen vocational training at the secondary level and increase the
share of work-based training.

Consolidate the different support programmes for low-income
households and simplify eligibility conditions, while increasing the level
of minimum income benefits.

Improve access to childcare by shifting public spending from birth grants
towards childcare facilities.

Rebalance the high share of support for direct job creation towards more
training and counselling for unemployed workers.

Ensure the quality of training providers through regular quality
assessments and improved certifications of adult learning courses.

Establish a national system for the recognition of prior learning and
facilitate the recognition of education and skills gained abroad.

Supporting the transition towards a green and sustainable economy

Greece’s National Energy and Climate Plan does not list, nor foresees
the phasing out of, comparatively high fossil fuel subsidies.

Delays in obtaining licences for renewable energy projects are slowing
down investments in renewable energy sources. Recent reforms have
simplified procedures for generation licenses and grid connection but not
for environmental licenses.

Climate change will pose challenges for public infrastructure and is likely
to cause damages that can be mitigated through appropriate planning.

Phase out fossil fuel subsidies, including on islands whenever alternative
energy sources are available.

Swiftly implement the planned one-stop-shop for renewable energy
projects and review procedures for environmental licenses.

Incorporate climate hazard planning into the preparation of infrastructure
projects, including by considering shadow carbon prices.

Improving the business environment

The frequent use of short-notice legislative changes and of amendments
limit quality control and stakeholder consultations for draft legislation,
despite existing public consultation requirements.

There is no systematic, formalised process to review burdens from
existing legislation. The government is engaged in the review of
regulations, but the process has made slow progress.

Regulations continue to pose barriers to entry and competition in
professional services, including lawyers and notaries, hurting
downstream activities that rely on these services.

Loan guarantee programmes for SMEs have increased rapidly and risk
to lock-in resources in low-productivity firms and crowd-out alternative
financing sources.

Recent laws have strengthened whistleblower protection in some cases.
However, whistleblower protection remains restricted to a narrow
definition of misconduct not including breaches of national law.
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Ensure the effective and timely consultation of stakeholders on new draft
legislation and regulations, including by avoinding emergency
legislations.

Formalise and accelerate the review of existing business regulations in
cooperation with businesses and union representatives.

Ease regulatory restrictions in professional services such as lawyers and
notaries, including with respect to market entry, pricing of legal services
and professional cooperation between lawyers and notaries.
Systematically evaluate loan-guarantee and subsidised lending
programmes for SMEs.

Further strengthen whistleblower protection by broadening the concept
of misconduct on which reporting is protected to include breaches of
national law and serious violations of codes of conduct.
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1 Key Policy Insights

Antoine Goujard, Timo Leidecker
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Maintaining the reform momentum for strong and sustainable growth in living
standards

The Greek economy has weathered recent crises well. Greece’s GDP-per-capita growth has outpaced the
euro area since early 2021 (Figure 1.1, Panel A). As headwinds are subsiding, the economy is emerging
with significant gains in competitiveness, growing investment and more high-tech exports, and historically
low levels of unemployment (Panel B). Temporary fiscal support helped cushion external shocks, while not
standing in the way of substantial improvements in the fiscal balance. Helped by high inflation as well as
fiscal consolidation, public debt levels dropped significantly, and Greece regained investment grade rating
of its sovereign debt in 2023.

Figure 1.1. The economic rebound has been strong

A. GDP per capita B. The unemployment rate
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Source: OECD (2024), Economic Outlook: Statistics and Projections (database); OECD Infra-annual labour statistics; OECD Productivity levels.
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Beneath this strong performance lie significant challenges (Figure 1.2). Despite strong growth, labour
productivity has stagnated at low levels over much of the past decade (Figure 1.1, Panel C), partly
reflecting a collapse in investment during the economic crisis. Investment remains relatively low,
particularly in intangibles and R&D intensity (Figure 1.2 and Chapter 2) (Greek National Productivity Board,
202313; Hellenic Republic, 20222;). Competitiveness gains have been achieved largely on the back of
declining real wages and may be lost if wages grow in excess of productivity. Moreover, at 163.9% of GDP
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in 2023, public debt remains among the highest in the OECD. This high debt level exposes Greece to
vulnerabilities in the longer run and sustained primary surpluses remain essential to maintain debt on a
prudent path.

Figure 1.2. Improving productivity and employment are long-term challenges

A. GDP per hour worked B. Employment rate
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——DEU ESP GRC  =———PRT
160 70
140 65
120
100 60
_,\‘//
80 55
60 50
40
4
20 S
0I_II|||||||||||||||||||||||||||||||| 40
OXZZ A JCULUXD—-ZZ0 N<CEN-NZ<COO LT LN pay pa pay -~ pag -~ pag = pag
SO oA O PR e 8Meee 3 3 £ g & % 3 2 %
© S 8 8 8 &8 ®8 ® 8§ §
C. Investment D. Public debt
% of GDP, average 2004-23 % of GDP, 2023 (Maastricht definition)
35 180
A2019-2023
30 160
140
25
_ 120
20 1A 100
15 80
60
10
40
5 2
0|||||||||||||||||||||||||||||||||| O
OXE=IIC<ONACXDOOIN ZX NI Z=Z IZ-LUCZnW -2 EFrxWUXDOuUudONDIXDZZZEDE IO <O
e B R R s SRR e S Q5550 522030520 CFRAERS

Notes: 1. Or latest available.
Source: OECD (2024), GDP per hours worked (indicator); National Accounts (database); Economic Outlook: Statistics and Projections
(database); Eurostat (2024), Government deficit/surplus, debt and associated data.

StatLink Si=r hitps://stat.link/uv4i3s

Mobilising larger parts of the working-age population will be important to sustain strong and more inclusive
growth. Labour shortages are growing amidst low employment rates, significant labour-market mismatches
and unfavourable demographic trends (EC, 20243). With some people still struggling to maintain a
continuous attachment to the labour market, and elevated housing and heating costs, parts of the
population are facing a heightened risk of poverty. Many firms are also facing challenges. While some
firms manage to grow and innovate, many of Greece’s small firms — which employ about half of its
workforce — still face large obstacles and fail to make full use of digital technologies and raise their
performance.

Climate change poses a particular challenge for Greece (EC, 2023p4)). In recent years Greece has suffered
unprecedented floods and forest fires, which endangered lives and damaged businesses and

OECD ECONOMIC SURVEYS: GREECE 2024 © OECD 2024


https://stat.link/uv4i3s

119

infrastructure. Fiscal space to protect against and rebuild after damages is limited. Contributing to global
efforts to reach net zero requires large investments, adding to large pre-existing investment gaps and
limited financial resources, while also offering opportunities for greater energy security and adopting new,
cleaner and more productive business models.

Greece is approaching these challenges with an ambitious reform agenda (Box 1.1). The government
reform programme and the revised National Recovery and Resilience Plan “Greece 2.0” (NRRP) —
financed by Next Generation EU (NGEU) funds and totalling EUR 35.95 billion (16% of 2023 GDP),
including EUR 18.22 billion of grants — will support private and public investment over the coming years
(Hellenic Republic, 2023;5)) (Box 1.2). Measures contained in “Greece 2.0” focus on improving the business
climate and advancing digitalisation and could substantially raise growth prospects (OECD, 2023;;
Malliaropulos et al., 20217;). The most recent measures confirm Greece’s commitment to structural
reforms to combat tax evasion, to speed up court procedures, to strengthen digital transitions, and to
improve spatial planning (Hellenic Republic, 2023s)). This comprehensive list of reforms holds the potential
to transform Greece’s economy, including by increasing the effectiveness of the public administration.

Box 1.1. Recent and ongoing structural reforms improve the business environment

Greece has undergone substantial structural reforms in recent years and is continuing its reform agenda
with several ongoing and planned measures. Many reforms address key issues highlighted in this and
previous Economic Surveys of Greece, as reflected in the tables on Past OECD Recommendations and
Actions Taken throughout the Survey. A selection of recent and planned key measures is listed below.

Measures on the business environment aim to:

e reduce regulatory burdens by pursuing codification of tax laws, making new legislation easier
to understand, introducing risk-proportionality for new licenses and permits, and improving
stakeholder consultation (Chapter 2).

o strengthen competition in electricity, transport and telecommunication by improving market
functioning, for example through price transparency, and facilitating sharing of infrastructure
(Chapter 2).

o facilitate the enforcement of property rights through a new insolvency regime, the consolidation
of first-instance courts and the simplification of legal procedures to increase judicial efficiency
(Chapter 2).

e combat tax evasion through measures incentivising electronic payments and reforms and
observe electronic payments in real time.

o strengthen education and skill supply by expanding access to early childhood education,
increasing school autonomy while providing feedback to teachers, and improving lifelong
learning, training and job search, notably through the public employment services.

Measures on public sector efficiency and fiscal sustainability aim to:
e strengthen public sector capacity by improving human resource management including revising
civil servant pay scales as well as the recruitment, evaluation, training, and incentives.

e continue to foster public sector digitalisation by digitalising processes, upgrading digital

infrastructure, and implementing data governance policies.
Measures on the green transition aim to:

o support the energy transition by encouraging investments in renewable capacities through
contracts-for-difference, simplifying licensing and permitting procedures, and simplifying
licensing and addressing grid congestion.

Source: (Hellenic Republic, 2023jg)).

OECD ECONOMIC SURVEYS: GREECE 2024 © OECD 2024



20 |

Against this background, the key messages of this Survey are:

e Greece has made substantial progress in addressing long-standing imbalances but continuous
policy action is needed to ensure strong growth and fiscal sustainability.

e Maintaining public debt on firmly declining path and increasing fiscal space for investment requires
additional efforts to tackle tax evasion, combined with a gradual shift of spending towards
infrastructure, education and health.

e Continuing the reform momentum and a swift implementation of the Recovery and Resilience Plan
are essential to raise low productivity and employment.

e Further reforms to strengthen competition, reduce regulatory burdens, improve access to skills and
financing would support firm growth and innovation.

e Achieving net zero emissions by 2050 and adapting to climate change requires further efforts,
notably in the transport sector, through a mix of investment, regulations and emission pricing.

Economic prospects remain strong but risks are high

The economy has performed well

Greece’s economy held up well during recent crises and outpaced growth in the euro area and the OECD
average in recent years (Figure 1.3, Panel A). Floods in September 2023 — temporarily disrupting transport
links and affecting agricultural production — contributed to more moderate growth in 2023, but the economy
recovered in early 2024, following a strong rebound since 2021.

The outlook remains positive. Business expectations are above their long-term average (Figure 1.3, Panel
B). The manufacturing purchasing manager’s index eased but continues to point toward expansion. Growth
is projected at 2.3% in 2024 before picking up to 2.5% in 2026 (Table 1.2). A recovery of external demand
and continued growth in tourism will support exports. Ongoing employment gains and recovering real
wages will raise consumption. The disbursement of Recovery and Resilience Funds and improving bank
health will boost investment.

Figure 1.3. Greece has outperformed peer economies and business confidence remains strong
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industry, construction, retail trade and services.
Source: OECD database — Key short-term economic indicators and Eurostat.
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Since September 2023, four major rating agencies upgraded Greece’s sovereign debt to investment grade
rating, which it had lost during the economic crisis in 2010 (ECB, 20249). Besides improving fiscal
outcomes, this upgrade reflects sustained structural reforms and enhanced banking-sector resilience
(ESM, 202310]) (Box 1.1). Improvements in the business environment are supporting employment growth
and a recovery of private investment, contributing to the positive outlook (Chapter 2). Accompanying these
improvements, net inflows of foreign direct investment have risen in recent years, of which a growing share
is directed towards manufacturing (Figure 1.4, Panel A). Regaining investment grade additionally broadens
access to funding for the banking sector, supporting business lending and investment as monetary policy
in the euro area remains tight.

The Recovery and Resilience Plan “Greece 2.0” (Box 1.2) is supporting investment growth, which is
projected to pick up further to 9% in 2026. The growing disbursements of Recovery and Resilience Funds
are expected to continue to outweigh the effects of tight monetary policy in the euro area, which has led to
a doubling of interest rates for non-financial corporations since July 2022, but new business lending
remains high (Figure 1.4, Panel B). Greece revised its Recovery and Resilience Plan in November 2023,
raising additional funds of EUR 795 million (0.3% of 2023 GDP) for the energy transition and energy-
improving renovations and expanding the loan component to businesses by EUR 5 billion, to a total of
EUR 17.7 billion (7.9% of 2023 GDP) (Hellenic Republic, 20235). Reflecting these revisions, the
government projects grant disbursements to rise from 0.9% of GDP in 2023 to 1.5% of GDP in 2024 to
2.0% in 2025 and 2.7% in 2026. Additional impetus for private investment growth will be provided by the
on-lending of funds, mostly through banks, with EUR 13.8 billion of loans (6.1% of 2023 GDP) having been
contracted in early 2024.

The effective implementation and disbursement of Recovery and Resilience Funds will be crucial to realise
the plan’s full potential to boost economic growth. Greece ranks first in the EU in absorbing Next
Generation EU funds (IMF, 202411). Meanwhile, disbursements to businesses were delayed in 2023 due
to bottlenecks at local and regional administrations and Greece’s elections in May and June 2023 (Bank
of Greece, 2023127). From 2027 onwards, after the plan ends, more of the increased public investment will
need to be financed through the national budget.

Figure 1.4. Investment is growing

A. Net foreign direct investment inflows, B. New loans to non-financial corporations,
in percent of GDP three-months backward moving average, in EUR mio.
45 3500
@ Other
4
35 W Financial and insurance activities 3000
@ Manufacturing 2500

W Real estate & construction

2000
1500
1000

500

2021

2022

2023
Nov-21f
Aug-22
May-23
Feb-24

Note: Panel B: Euro-denominated new loans vis-a-vis euro area residents from domestic credit institutions.
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Greece’s export performance has also improved, building on higher goods exports and a strong tourism
sector. Goods exports grew faster than service exports over the past five years and accounted for more
than half of Greece’s total exports over 2020-23. An increasing share of goods exports are high-tech,
according to 2022 data (MoF, 202413)), though tourism and shipping services still account each for about
one fifth of exports (Figure 1.5). Tourism remains on a strong upward trend: travel receipts over the first
half of 2024 were 12% higher compared to the same period in 2023 (27% higher compared to the same
period in 2019), mostly reflecting an increase in inbound travelers (Bank of Greece, 202414)).

Strong employment gains pushed the employment rate close to its pre-crisis peak (Figure 1.6, Panel A).
The increased employment also reflects sizeable gains among women and the youth, narrowing gaps to
the OECD average (Panel A). Employment gains are occurring against the backdrop of ongoing population
ageing that subtracts from the labour force (Panel B). The unemployment rate fell to 9.3% in September
2024, the lowest level since the beginning of the economic crisis in 2009 — though remaining high
compared to other OECD countries (Panel C). Labour shortages have been rising and are high especially
in construction and tourism (Bank of Greece, 2023(12;). Greece experienced the sharpest drop in labour
market slack among EU countries since the start of the pandemic in early 2020 (Panel D).

Box 1.2. The Recovery and Resilience Plan “Greece 2.0”

Greece’s Recovery and Resilience Plan “Greece 2.0”, updated in November 2023, contains 103
planned investments and 76 structural reforms spread across four pillars: green transition; digital
transformation; employment, skills and social cohesion; and private investment and transformation of
the economy. The plan’s funds total EUR 36.0 billion (16% of 2023 GDP), including EUR 18.2 billion of
grants and EUR 17.7 billion of loans. Of these funds, 38% are allocated to climate objectives and 22%
to support the digital transition. The government expects total investments mobilised through the plan
to amount to over EUR 60 billion of total investment (27% of 2023 GDP) by 2026. Besides improving
Greece’s capital base, administrative and policy reforms funded from the plan are likely to have lasting
effects for Greece’s public services and business environment.

Implementation is proceeding well. The Plan was among the first submitted and approved for access
to the NextGenerationEU Facility. Progress with the reforms and investment projects allowed Greece
to access the fourth payment in September 2024. Concluded milestones include measures on the green
energy transition, simplification and digitalisation of public services, and financial incentives for private
investment and firm growth. By April 2024, 768 projects with a total budget of EUR 21.8 billion (9.7% of
2023 GDP) were ongoing.

Table 1.1. Greece 2.0 foresees growing disbursements of EU funds until 2026
Disbursements of NextGeneration EU resources by Greece, % of GDP

2021 2022 2023 2024 2025 2026
Disbursed Disbursed Disbursed Projected Projected Projected
NextGenerationEU
S— 0.2 0.5 1.3 2.3 3.9 4.7
of which
Grants 0.2 0.4 0.9 1.5 20 27
Loans 0.0 0.1 04 0.8 1.9 20

To facilitate implementation and address challenges like administrative hurdles, supply and workforce
constraints, and political resistance from affected groups, the government has created a dedicated
secretariat in charge of implementing and monitoring the Plan linked to the Prime Minister’s office. This
secretariat has developed a strategic project pipeline and project preparation facility, and dedicated
units to manage, control and audit the Greece 2.0 programme and investments.

Source: (RRF Agency, 20241s}; Hellenic Republic, 202416}; Hellenic Republic, 2024(17))
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Figure 1.5. Greece’s export performance and structure
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Real wages have seen several years of decline. From the onset of the pandemic until the year of Russia’s
war of aggression against Ukraine real wages dropped as inflation outpaced nominal wage growth in the
total economy, driven by public-sector wage restraint (Figure 1.7, Panel A). However, private sector wages
have recorded modest real increases. Despite these developments in real wages, unit labour costs have
been increasing — though less so than in other OECD countries — reflecting weak productivity growth
(Figure 1.7, Panel B). Moderation in nominal wage growth therefore contributed to Greece’s
competitiveness.

Since 2022, real wages picked up again. Nominal wages grew by 13.8% from the second quarter in 2022
to the second quarter in 2024, while prices rose by 6.6%. Minimum wage increases, the latest in April 2023
and April 2024, and a tightening labour market are supporting wage growth. The minimum wage has
increased by 41.6% since late 2018 (Bank of Greece, 20241g)). Greece also re-introduced a mandatory
seniority allowance for minimum wages in April 2024, meaning that minimum wages are higher for those
with more years of experience, which includes the bulk of Greece’s workforce. The statutory minimum
wage now stands at EUR 830 per month or EUR 968 per month accounting for the Christmas, Easter, and
holiday bonuses. Going forward, high and growing labour shortages and labour force upskilling and
reskilling are projected to support stronger wage growth, which will improve households’ purchasing power.
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Table 1.2. Macroeconomic indicators and projections

2021 2022 2023 2024 2025 2026
Current prices
(billion EUR)

Gross domestic product (GDP) 184.6 5.7 2.3 2.3 2.2 25
Private consumption 126.3 8.6 1.8 1.8 12 14
Government consumption 39.8 0.1 2.6 24 1.0 0.9
Gross fixed capital formation 255 16.4 6.6 75 8.8 9.5

Housing investment 2.3 339 20.0 -5.9 24 1.8
Final domestic demand 191.6 7.9 26 1.8 2.3 26
Stockbuilding? 6.8 0.2 -0.8 1.7 0.1 0.0
Total domestic demand 198.4 7.8 1.7 34 21 2.6
Exports of goods and services 74.3 6.6 1.9 0.7 3.3 2.7
Imports of goods and services 88.1 11.0 0.9 6.0 3.3 2.8
Net exports' -13.8 2.6 0.4 2.6 0.2 0.2

Other indicators (growth rates, unless specified)

Potential GDP . 1.8 22 22 22 2.3
Output gap? . 0.1 0.0 0.1 0.1 0.3

Employment . 54 1.3 23 0.7 0.6

Unemployment rate . 124 111 10.1 9.4 8.9

GDP deflator . 6.5 59 35 26 1.7

Consumer price index . 9.3 4.2 3.0 2.7 2.1

Core consumer price index . 46 53 37 33 2.1

Household saving ratio, net? .. 114 -10.6 -11.6 -10.2 -10.0

Current account balance* . -10.1 -6.5 54 5.2 5.2

General government fiscal balance* . 25 -1.3 -0.8 0.6 0.7

Underlying general government fiscal balance? . 2.8 2.2 24 2.7 -34

Underlying government primary fiscal balance? . -0.5 0.5 0.8 0.3 0.3

General government gross debt (Maastricht)* . 177.0 163.9 157.3 152.2 148.1
General government net debt# . 137.6 130.6 124.0 118.9 114.8
Three-month money market rate, average . 0.3 34 3.6 24 21
Ten-year government bond yield, average . 35 4.0 34 3.1 3.2

Note: 1. Contribution to changes in real GDP.

2. As a percentage of potential GDP.

3. As a percentage of household disposable income.
4. As a percentage of GDP.

Source: OECD Economic Outlook 116.

Inflation is proving persistent. After a swift decline driven by the reversal of energy prices, inflation levelled
off in the second half of 2023 and reached 3.1% in October (Figure 1.8, Panel A). Energy prices decreased
by 1.6% in the year to October 2024, while food prices rose by 1.0%. Core inflation remains sticky at 4.3%
in October 2024, mostly reflecting increases in prices for services, which rose by 5.6% the year into
October 2024, and a tight labour market. Expectations for further price rises have eased across many
sectors, including retail and manufacturing, while proving more persistent in services and construction
(Figure 1.8, Panel B). Headline and core inflation are projected to decline slowly amidst modest wage
pressures, returning close to target by end 2026 (Table 1.2).

Fiscal support in response to the inflation peak is gradually being reduced. The primary surplus reached
1.5% of GDP in 2023 and is estimated at 2.4% from 2024 to 2026. Emergency energy measures, which
amounted to 1% of GDP in 2023, are set to be phased outin 2024. Government compensation for damages
from forest fires and floods is estimated at 0.3% of GDP in 2023. A growing economy and further progress
in combatting tax evasion (discussed below) will bolster revenues, which will create some fiscal space for
priority measures, while increasing primary surpluses. Additional measures for 2024 amount to 0.4% of
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GDP and include a public sector wage reform, discounts for taxpayers with children, and increases in the
guaranteed minimum income. A one-off tax on refineries (0.1% of GDP) will also finance pension top-ups.
In 2025, a reduction in social security contributions (0.2% of GDP) and the indexation of pensions (0.2%
of GDP) will support incomes. Public sector wages, previously frozen, will also be raised to align with

minimum wage increases.

Figure 1.6. Employment rates have increased

A.Employment rate by gender
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C: OECD Infra-annual labour statistics. Panel D: OECD calculations based on Eurostat.

StatLink Si=r hitps://stat.link/v803qb


https://stat.link/v8o3qb

26 |

Figure 1.7. Moderate wage growth has contributed to competitiveness gains

A. Change in average real wages from 2019Q2 to
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Figure 1.8. The decline in inflation is slowing down amidst growing wage pressures
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B. Inflationary expectations
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The balance of risks is tilted to the downside

Significant uncertainty about economic prospects remains, with major risks being on the downside. Like in
other OECD countries, businesses have been hit by two shocks in a row, as the pandemic was immediately
followed by the war in Ukraine and imported price pressures. High input costs, including for energy, have
stretched thin financial buffers and some firms will face liquidity and solvency challenges that could
potentially lead them into bankruptcy. Households are facing higher debt-servicing costs that may become
difficult to meet. Meanwhile, direct macroeconomic risks from Russia’s war against Ukraine are limited, as
Greece’s goods trade with Russia and Ukraine is modest. The implementation of reforms and investments
of Greece’s Recovery and Resilience Plan “Greece 2.0, including the disbursement of loans funds to
businesses, is currently on track, but potential delays could pose risks for investment and potential growth.
New extreme weather events, such as last year’s floods in Thessaly, are becoming more likely with a
warming climate and could disrupt production and reduce domestic demand. A possible need for the public
sector to bear part of the private sector's damages from climate change might entail additional fiscal costs
(see below). Finally, major potential shocks could also alter the outlook (Table 1.3).

Table 1.3. Low probability events that could lead to major changes in the outlook

Vulnerability Possible outcome
Geopolitical tensions could intensify. A loss of confidence among investors would reduce global demand and foreign direct investment,
and lead to lower growth in Greece. Higher energy prices and disruptions to global supply chains
would induce a rise in inflation, a fall in incomes and a worsening current account balance.

Inflation could remain high for longer than = Persistently high inflation would reduce households’ real incomes. Wage increases could exceed

expected. productivity growth, reversing past competitiveness gains and weighing on the trade balance.
Financial conditions could remain tight for = Borrowing costs remaining high for longer would dampen investment growth. The impact on
longer than expected. Greece’s sovereign debt re-financing costs in the short- to medium-term would be mitigated by

long debt maturities and fixed interest rates.

Several risks — including a flaring up of geopolitical tensions, slower growth among Greece’s main trading
partners, or a deterioration of Greece’s competitiveness due to wage growth exceeding productivity gains
— could weaken export growth and widen the large current account deficit (Figure 1.9). The current account
deficit had first widened since 2019 amid a growing trade deficit — first due to a halt in tourism during the
pandemic and the rising prices for energy imports after Russia’s invasion of Ukraine. Despite declining
substantially in 2023, with the decrease in energy prices and further growth in tourism, the current account
deficit remained at 6.5% of GDP in 2023.

Figure 1.9. The current account deficit narrowed with falling energy prices
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Source: Panel A: OECD calculations based on Bank of Greece (2024); Panel B: OECD Database.
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OECD ECONOMIC SURVEYS: GREECE 2024 © OECD 2024


https://stat.link/soqnhj

28 |

Financial risks require close monitoring

Bank balance sheets and profitability have improved

The resilience of Greece’s financial system has improved significantly since 2007 (Figure 1.10). Financial
soundness indicators show a recovery since the onset of the sovereign debt crisis in 2010 and the credit
ratings of major Greek banks have improved over recent years (Figure 1.11) (HFSF, 202319;; Bank of
Greece, 2024p20)). The securitisation of banks’ non-performing loan (NPL) portfolios under the Hellenic
Asset Protection Scheme (“Hercules”) allowed the NPL ratio to decline to 6.9% by June 2024 — down from
their peak at 49.1% in March 2017 (Bank of Greece, 20242q) (Figure 1.11, Panels A and B). Still, current
NPL levels remain well above the OECD and euro area averages. The Hercules scheme has been
renewed in 2024, but additional policy action could further improve loan restructuring and insolvency
procedures, as well as the handling of NPLs that are now managed by credit servicing firms (CSFs) (see
Chapter 2) (IMF, 202421;; EC, 202422)).

Figure 1.10. Macro-financial vulnerabilities remain sizeable

Index scale of -1 to 1 from lowest to greatest potential vulnerability, where 0 refers to long-term average
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longterm average resulting in less vulnerability, 0 refers to long-term average and 0 to 1 refers to deviations from long-term average resulting in
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Source: Calculations based on OECD (2024), OECD Resilience Database, April.

StatLink = hitps://stat.link/40kx7n

Banks’ profitability and capital ratios have also improved, although capital ratios remain below the OECD
average (Figure 1.11, Panels C and D). Returns on assets and equity increased further in 2023, owing to
the fast repricing of loans with adjustable interest rates and accompanied by widening net interest margins
and rising deposits (IMF, 202421); EC, 202422]). Despite the high interest rate environment, the return to
investment grade in the second half of 2023 contributed to a further decline in sovereign and bank bond
yields and facilitated the access of Greek banks to capital markets (Bank of Greece, 2024 20)).

However, long-term profitability and capital adequacy remain potential sources of concern. The quality of
Greek banks’ prudential own capital remains low, weakening the loss absorption capacity of the banking
system: in June 2024 deferred tax credits (DTCs), special deferred tax assets guaranteed by the state in
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case of reported losses, represented 41% of total prudential own funds (down from 52% in December
2022). DTCs result from the offsetting of past losses against tax liabilities, for losses resulting from the
restructuration of the Greek sovereign bonds or past bad loans. However, in an adverse scenario where
bank health were to deteriorate, DTCs could discourage banks from disposing of non-performing loans, as
this would lead to additional net accounting losses, which could lead banks to issue equity in favour of the
government and dilute existing private shareholders. Moreover, other deferred tax assets are included in
Greek banking groups’ prudential own funds, accounting for around 9% of their total prudential own funds
(Bank of Greece, 202420)).

Figure 1.11. Bank health has improved
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StatLink Sz hitps://stat.link/x1y740

The exposure of Greek banks to sovereign debt remains high. Greek sovereign debt securities accounted
for 10% of the banking system’s assets in early 2024, higher than the 2.8% euro area average (ECB,
202423)). Prudence with respect to dividend distributions and the activation of a countercyclical capital
buffer would help to further increase banks’ resilience (IMF, 202421)).

Developments in non-performing loans, including the unlikely-to-pay segment, should be closely
monitored. Going forward, the positive effect of elevated interest rates on net interest margins and capital
is likely to diminish in light of the recent gradual shift in monetary policy and the maturing of TLTRO III
operations that allowed banks to benefit from low cost of funding and increased liquidity. The net inflow of
new NPLs was slightly positive in 2023 and, for smaller banks (less significant institutions or LSIs), the
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NPL ratio, although declining, remained particularly high, standing at 36.4% in June 2024 (Bank of Greece,
2024201). The authorities should also continue to carefully monitor the performance of securitised NPLs.
The recovery performance of distressed debt by credit servicers stands below expectations (IMF, 202421)),
and pressures on borrowers are rising as financial conditions have tightened and the economy has slowed.

Rising house prices could affect the quality of banks’ housing loan portfolios

Risks associated with higher debt service costs for mortgage loans are mitigated by the improved financial
situation of households over the past decade and the historically low unemployment rate (Figure 1.12 and
Figure 1.6). Gross household debt as a share of gross disposable income has fallen to 76% in 2022, a
decline of around 38 percentage points since 2012. Loan portfolios are mostly healthy, with loan-to-value
(LTV) ratios at or below 80% for 88% of loans collateralised by residential real estate in the first half of
2024 (Bank of Greece, 202420)). Yet, banks should continue to identify and present solutions to prevent
household credit default. This could include the renegotiation and restructuring of credit contracts to adapt
loan conditions to borrowers’ ability to service their debt.

Figure 1.12. House prices have increased faster than household income
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Source: OECD Analytical House Prices Indicators (database); OECD Financial indicators dashboard: Households and NPISH.
StatLink Sa=P https://stat.link/abxdpv
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House prices have increased by 69% since the 2017 trough to the second quarter of 2024 and have
reached high levels compared to incomes and rents, creating affordability issues (Figure 1.12). In 2022,
27% of the country's population shouldered housing costs that accounted for over 40% of their disposable
income, compared with 9.4% of the euro area population (Bank of Greece, 2023241). The fast increase in
housing prices is concentrated in the largest cities and is in part due to the increasing share of non-resident
buyers in the Greek real estate market, notably in the Attica region that includes the Athens metropolitan
region and in tourists areas (EC, 202422;). While in the short term, the risk of a sharp decline in house
prices and the associated financial stability risks is limited (ESRB, 202425)), the housing market requires
careful monitoring. The government tightened the eligibility conditions of its golden visa programme in April
2024, which may reduce demand for properties by foreign buyers, and launched the “Renovate-Rent”
programme to increase housing supply through renovation subsidies of up to EUR 50 million. In a welcome
move, the Bank of Greece introduced limits on loan-to-value and debt-service-to-income ratios effective
from January 2025, with more lenient caps for first time buyers, which will reduce the risk profile of new
borrowers (Bank of Greece, 2024 2g)).

Business loans appear resilient

The financial situation of non-financial corporations, which account for around 57.4% of banks’ loan
portfolio (Bank of Greece, 2024 27)), has improved over the past decade (IMF, 2021 25]). After a temporary
increase in 2020, corporate debt declined to its pre-crisis level in early 2023 (Figure 1.13, Panel A). Though
interest rates on new loans of non-financial corporations have increased sharply from 2.5% in September
2021 to 5.3% in September 2024, adding to the financial challenges resulting from the pandemic and the
rise in energy and other input costs, insolvencies remained well below their 2019 level in 2022 (ELSTAT,
202329)). Firms’ profit margins have declined since 2021, but they remained above the level observed prior
to the COVID-19 crisis (Figure 1.13, Panel B). However, profit margins could decline further, particularly
for those firms most exposed to wage increases, or reflecting damages from the recent disasters caused
by extreme weather. To better identify and monitor vulnerable firms, regular micro data-driven approaches
of corporate balance sheets could be deployed, as in France and Portugal (Bank of Portugal, 202230,
Bénassy-Quéré, 2022;31]). Such approaches could also help improve the targeting of measures to support
viable firms that face temporary liquidity problems (Chapter 2).

Figure 1.13. Corporate vulnerabilities have declined
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Source: BIS, Credit to the non-financial sector, BIS WS_TC 2.0 (data set); Eurostat (2024), National Accounts (database).
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Table 1.4. Past OECD recommendations to address financial risks

Recommendations in past surveys Actions taken since 2023
Swiftly complete the clearance of non-performing loans, including In December 2023, the Hercules scheme was reintroduced until end
through the Hercules scheme. December 2024 and the supervision of credit servicers was

strengthened. The planned 2024 judicial reform also aims at speeding
up insolvency procedures.

Encourage the growth of non-bank financing by regulating to ensure In December 2023, a new law authorised non-bank lending to
transparency and information sharing about loan portfolios and households and firms.
platforms’ performance.

Reducing public debt while supporting growth and equity

Fiscal policy will need to maintain public debt on a firmly declining path

Like in all OECD countries, the COVID-19 crisis triggered a deterioration of public finances in Greece,
widening the fiscal deficit to 9.6% of GDP in 2020. Since then, the deficit progressively declined to 2.5%
of GDP 2022 and 1.3% in 2023, significantly exceeding the 2023 budget target of -2.1% of GDP
(Figure 1.14, Panel A). Public debt declined to 163.9% of GDP in 2023 (Maastricht definition), the lowest
ratio since 2010 (Figure 1.14, Panel B). The strength of the economy, inflation and the reduced budget
deficit contributed to the decline in the debt ratio in 2023, together with a partial phasing-out of the
significant support measures linked to surging inflation and the better-than-expected performance of tax
revenues, in particular from value added tax and social security contributions (HFF, 2023(32;; Hellenic
Republic, 202333]). After more than a decade, Greece’s credit rating returned to investment grade in late
2023, making Greek sovereign bonds eligible for the ECB’s monetary policy operations in the standard
collateral framework. Markets have already priced down Greek sovereign bond risks significantly
(Figure 1.14, Panels C and D).

Current fiscal plans are projected to result in a continuous improvement in headline and primary fiscal
results, leading to a continuous decline of the debt-to-GDP ratio over 2024-25. Refinancing risks are limited
in the medium term. Though public debt will remain at very high levels (Figure 1.14, Panel B), it is set to
decline from 163.9% of GDP in 2023 to 148.1% in 2026, ensuring compliance with the recently adopted
EU fiscal rules (Council of the EU, 2024 34)).

The structure of public debt is dominated by loans from official institutions. Its weighted average maturity
is close to 19 years in 2024 (Hellenic Republic, 2023331). Nearly all these loans are at fixed interest rates
and denominated in euros, limiting the exposure of Greece’s public debt to currency or interest rate risks.
The government has repaid more expensive credits, including all of its borrowings from the IMF in April
2022. In December 2023 it held cash reserves of EUR 33.5 billion (15% of GDP) as protection against
potential interest rate rises or market disruptions. Fiscal authorities intend to use some of these cash
reserves to repay in advance nearly EUR 8 billion of debt to the Greek Loan Facility (GLF) in late 2024,
which would help to accelerate debt reduction.

Off-balance-sheet liabilities could imply risks for fiscal accounts if executed. Government support, notably
to the financial system (IMF, 201935)) and corporations (Chapter 2), has led to government guarantees
amounting to 12.2% of GDP in 2022, and liabilities linked to State-Owned Enterprises (SOEs) reached to
144.1% of GDP in 2022, though on a declining trend since 2020, while liabilities from off-balance sheet
Public Private Partnerships (PPPs) are low, at 0.2% of GDP (Eurostat, 202436)). Climate change and the
related extreme weather events could also have a significant negative fiscal impact, although mitigated by
the ongoing build-up of fiscal buffers (see below).

The government plans to achieve primary budget surpluses of 2.4% of GDP in 2024, 2.5% in 2025, and
2.4% in 2026 and to lower the headline deficit further to 0.6% of GDP in 2025 and 0.8% in 2026. This is to
be achieved on the back of robust economic growth and through the phase-out of emergency support
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measures and the containment of public spending, despite a planned increase in defence expenditures
(Hellenic Republic, 202437). At the same time, grants from the Recovery and Resilience Facility are set to
provide yearly funding of 1.5% of GDP in 2024, 2.0% in 2025 and 2.7% in 2026, which will support the
economy (Box 1.2). Reaching these targets would help Greece to maintain fiscal credibility and lower its
funding costs. However, this strategy needs to contain escape clauses and allow the work of automatic
stabilisers to avoid that maintaining targets despite slower growth leads to a pro-cyclical fiscal stance. This
would be in line with the new EU fiscal rules which aim to provide more scope for countercyclical fiscal

policy.

Figure 1.14. The budget position is projected to improve in the short term
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Both sustained strong growth and sustained primary surpluses are needed to continue to reduce the debt-
to-GDP ratio over the long term. From the late 2020s, an ageing workforce and the effects of the green
transition will act as a drag on growth and on public finances (OECD, 2023)). However, ongoing policy
efforts are set to limit the impact of demographic changes on public finances. Recent 2016 and 2020
reforms have raised the minimum and statutory retirement ages, reduced early retirement options, and
established an automatic one-to-one link between them and life expectancy, as discussed in the 2023
Economic Survey of Greece (de Tavernier and Boulhol, 20213s;; NAA, 2023(39]). The effective retirement
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age is set to increase by a full year over the coming decade and more than three years until 2060, while
gross replacement rates would remain among the highest in the European Union (EC, 20243). This is
expected to lead to a large decrease in public pension expenditure by approximately 2.5% of GDP. Since
2022, new labour market entrants have also been enrolled in a new defined-contribution scheme, the
Hellenic Auxiliary Pensions Defined Contributions Fund (TEKA), replacing the existing notional defined-
contribution scheme for mandatory auxiliary pensions. This will reduce the impact of long-term
demographic pressures, despite transitional costs.

According to the baseline scenario of the European Commission’s Ageing report, ageing-related
expenditures are set to decline by 0.8% of GDP by 2030 in contrast to the European average country
(Table 1.5) (EC, 20243)). This projected long-term decline of ageing-related costs is subject to significant
risks and ageing costs may well turn out higher than expected (Table 1.5). The foreseen decrease in
pension expenditures will need to be supported by improving employment opportunities for older workers
so that workers can actually remain active for longer. Although rising and supported by improved tax
incentives for pensioners who chose to continue to work in January 2024, the employment rate of the 55—
64-year-olds remains 9 percentage points below the OECD average in early 2024, reducing contribution
periods and pension rights.

Table 1.5. Ageing-related spending is projected to decrease in Greece

As a percentage of GDP unless otherwise indicated

2024 2027 2030 2040 2050 2060 2070
Public pensions expenditure, gross! 13.4 128 127 137 140 127 120
of which:
Old-age and early pensions 9.9 95 95 106 112 101 9.8
Disability pensions 0.8 0.8 0.7 0.7 0.6 0.6 0.5
Survivors pensions 2.2 2.2 2.2 2.2 2.0 1.8 15
Other pensions 04 0.3 0.2 0.2 0.2 02 0.2
Public spending on healthcare? 52 53 5.4 58 6.0 6.1 5.9
Public spending on long-term care? 0.1 0.1 0.1 0.1 0.1 0.2 0.1
Education 32 3.1 3.0 29 3.1 3.0 29
Total ageing-related spending 22,0 213 212 225 233 219 210
Risk scenario: Possible additional spending on healthcare and long- 0.1 0.2 0.3 0.7 1.2 22 41
term care 3
Old-age dependency ratio (20-64) 404 431 460 606 744 721 660
Life expectancy at 65¢ 20.7 21.0 213 224 234 244 253
Total ageing-related spending European average 24.3 245 246 252 255 255 25.6

Note: 1. AWG baseline scenario, 2. AWG Reference scenario. 3. The European Commission’s risk scenario assumes an upward convergence
of coverage and costs profiles towards European Union averages for long-term care, as well as a partial continuation of recently observed
upward trends in health care expenditure. 4. Average of men and women’s life expectancy.

Source: EC (2024), The 2024 Ageing Report: Economic and Budgetary Projections for the EU Member States (2022-2070).

Moreover, health spending could also increase faster than expected with population ageing, as Greece
spends less than half the EU average on health. Unmet needs and out-of-pocket expenditures are high
(OECD, 2023u0q). In addition, the EU Ageing report projections foresee a stable and very low level of public
spending on long-term care at 0.1% of GDP, while the average public spending on long-term care reached
close to 1.8% of GDP in OECD countries in 2021 (OECD, 202341j). The current publicly funded long-term
care programmes are a good distance away from providing high-quality care to all those in need, and the
main burden of care continues to fall on family carers, a disproportionate share of whom are women
(OECD, 202442); 2023141]). Greece’s forthcoming Action Plan, supported by the OECD, will have to improve
access to affordable and high-quality long-term care, which may lead to further spending needs.
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Public debt is projected to decline further relative to GDP over the next decades, provided that none of
these or other risks materialise and that current policies are pursued as planned, including the ongoing
reform programme. In the baseline scenario, the debt-to-GDP ratio will fall below 90% by 2060
(Figure 1.15, Panel A, Scenario A). This baseline scenario assumes a primary surplus of 2.0% of GDP in
2027 and that the primary surplus then evolves in line with ageing-related spending in Table 1.5, as well
as a continuation of the current low debt service costs linked to the high share of official lending and
Greece’s recent rating upgrade to investment grade.

Figure 1.15. Structural reforms are needed to keep public debt on a declining path

A. Projected impact of structural reforms on gross government debt (Maastricht definition) as % of

GDP
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1. The “current policies” scenario assume that real GDP and the GDP deflator rise by 1.7% and 2.0% annually from 2027. The budget primary
balance is projected to be constant at 2.0% of GDP before adding the changes in ageing costs in Table 1.5. Long-term risk-free interest rates
are projected to increase to 3.4% from 2030; interest rates on official debt are expected to remain at 1.4%, and spreads remain constant at 93
basis points. 2. The "full implementation of Greece 2.0” scenario assumes higher GDP growth as in Table 1.10, as well as a higher primary
balance by 0.3% of GDP due to measures to increase digital transactions and improve tax compliance. 3. The "full implementation of Greece
2.0 and Survey recommendations” scenario assumes higher GDP growth as in Table 1.10, as well as a higher primary balance as in Table 1.6.
4. The “Higher ageing costs” risk scenarios include the full impact of the additional spending due to health and long-term care in the European
Commission’s risk scenario (Table 1.5). 5. The “Higher spreads” scenario assumes that spreads increase to 143 basis points from 2027.
Source: Simulations based on the OECD’s Global Long-Term Model, EC (2024), The 2024 Ageing Report: Economic and Budgetary Projections
for the EU Member States (2022-2070), Eurostat population projection scenarios, and OECD Economic Outlook 116 (database).

StatLink Sir=r https://stat.link/h7zIf2
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Stronger growth could support further declines in the public debt-to-GDP ratio, for example if the planned
Greece 2.0 reforms are fully implemented (Figure 1.15, Panel A, Scenario B). In this case, debt would
decline below 75% of GDP by 2060. If these reforms were combined with a full implementation of this
Survey’s policy recommendations to boost investment and growth beyond the Greece 2.0 reforms (Box 1.3
and Table 1.10), debt could decline to as low as 57% of GDP by 2060 (Figure 1.15,Panel A, Scenario C).

The public debt trajectory could be subject to significant deviations from the baseline scenario in the case
that some of the aforementioned fiscal risks materialise. If ageing-related spending on health and long-
term care were to increase by more than currently projected (Table 1.5), public debt would fall more slowly
and could start to increase again after 2040, exceeding 120% of GDP by 2060 (Figure 1.15, Panel B, Risk
scenario D). If on top of that, spreads on Greek government debt were to increase again, the rebound in
debt levels would be even stronger (Figure 1.15, Panel B, Risk scenario E).

Only strong structural reform momentum would be able to prevent a resurgence of public debt in the case
of these fiscal risks. Implementing this Survey’s policy recommendations to boost investment and growth
beyond the Greece 2.0 (Table 1.10), as depicted in Figure 1.15, Panel A, Scenario C, would keep public
debt on a firmly declining path even in the case of higher ageing-related spending and higher spreads
(Figure 1.15,Panel B, Scenario F). Although clouded by significant uncertainty, these debt simulations
appear broadly in line with recent analyses by the European Commission and the IMF (EC, 202422;; IMF,
2024111)).

Box 1.3. The proposed reform and investment programme would improve the budget balance

Table 1.6 presents illustrative estimates of the fiscal effects of the recommended reform package,
allowing for limited behavioural responses. Most reforms are also assessed for their long-term GDP
effects in Table 1.10. Reforms with minor fiscal impacts are not presented.

Table 1.6. lllustrative fiscal impact of OECD-recommended reforms

Fiscal savings (+) and outlays (-)!, % of current GDP' 2025 2030 2040 2050 2060
Introduce an emission tax price floor or EUR 120/tC022 1.0 0.8 0.5 0.0 0.0
Progressively phase out fossil fuel subsidies 0.1 0.3 0.3 0.0 0.0
Invest in transport infrastructure for net-zero emissions2 -0.1 -0.1 -0.1 0.0 0.0
Increased financial support for building renovation2 -0.1 -0.1 -0.1 0.0 0.0
Investment in renewable energies? -1.5 0.6 04 0.0 0.0
Raise active labour market and training spending to OECD average -0.1 -0.2 -0.2 0.2 -0.2
Raise education spending 0.0 -0.1 -0.1 0.1 -0.1
Increase in-kind childcare support 0.5 0.5 0.5 05 0.5
Reduce family cash benefits, including birth grants and periodic non-contributory benefits 0.4 0.4 0.4 04 0.4
Revenue gain from more consistent rates, improved compliance and broader coverage3 1.0 1.0 1.0 1.0 1.0
Reduce the labour tax wedge -0.1 -0.2 -0.2 0.2 -0.2
Increase spending efficiency 0.1 0.2 0.2 0.2 0.2

Overall budget impact of recommended reform package 0.2 1.0 0.9 0.7 0.7

Note: 1. Only measures with significant ongoing fiscal implications included. 2. Costs of measures supporting the green transition are
developed in (OECD, 2023p)). 3. Potential revenue gains from reducing tax evasion and improving collections are based on OECD estimates
of the gap between realised and potential VAT revenues, adjusted for projected nominal GDP growth, and given revenue gains from past
compliance measures. 4. Additional expenditure to increase education quality and access to lifelong education and skill training gradually
brings Greece’s spending up to the OECD average.

Source: OECD calculations.
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Table 1.7. Past OECD recommendations on fiscal sustainability

Past Recommendations Actions taken since 2023
Return the primary budget balance to surplus from 2023 and maintain =~ The primary surplus reached 1.5% of GDP in 2023 and it is projected to
thereafter a primary budget surplus of at least 1.5% to 2% of GDP. reach 2.4% in 2024 and in 2025 and 2026.

Focus fiscal responses to high energy prices on well-targeted, temporary | Fiscal support related to high energy prices has been withdrawn in 2023-
support for vulnerable households. Use any unplanned fiscal space to = 24.
build fiscal reserves to cover contingent liabilities.

Strengthening the efficiency of public spending

Creating fiscal space for public investment, education and health

Public spending as a share of GDP has declined in recent years, approaching the OECD average
(Figure 1.16, Panel A). It remains elevated reflecting a comparatively high public sector wage bill, high
spending on public pensions, and the still high debt burden (Panels B and C). Spending on pensions and
debt is expected to diminish significantly over time (see above), which will create some fiscal space.
However, high spending needs will persist in areas that support growth and well-being such as public
investment, education, and health (Panel C).

Figure 1.16. Shifting public spending towards areas supporting growth and equity is a challenge

A. General government expenditure, excl. interest B. Components of total public expenditure
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C. Expenditure by broad categories, 2022
% of GDP
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Note: “OECD projections. Panel C: data for 2022 except for COL and CRI (2021).
Source: OECD database, OECD National Accounts.
StatLink Sz hitps://stat.link/wfypc3
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Public investment as a share of GDP has been increasing since 2019, following a sharp decline with the
onset of the Great Recession and now supported by projects funded by the Recovery and Resilience Plan
(Figure 1.16, Panel B). As the Recovery and Resilience plan will end in 2026, more domestic resources
will be needed to maintain high rates of public investment. Increasing spending on education towards the
OECD average and ensuring an effective use of these resources can improve relatively weak educational
outcomes (see below). Many health outcomes are solid, despite rapidly declining public spending on health
during the crisis. Part of this decline in public healthcare spending rests on high out-of-pocket payments
which restrict access to healthcare for lower-income households (OECD, 2023u3); Pissarides et al.,
2023p41; OECD, 2023(6)). As the population ages in the longer term, there may be a need to raise public
health expenditures.

Using public resources more effectively would help to raise public expenditures with a high-growth payoff.
Potential to reallocate spending include phasing out fossil-fuel subsidies, which amounted to 0.8% of GDP
in 2023, while expanding support for renovations and electric vehicles (Section 1.5). Family policies could
be made more effective by reducing birth grants while improving access to early childcare (Section 1.4).
Social policies could make more out of c