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Executive Summary

scenario), while there are forecasts of a recession of 
around 10% (European Commission, IMF) or even 
higher (OECD). Respectively, the forecast for the pri-
mary deficit ranges from 1.9% of GDP in the first and 
2.8% of GDP in the second scenario of the Ministry of 
Finance (the IMF forecasts 5.1% of GDP).

The forecasts for the amount of the General Govern-
ment’s gross debt for 2020 are correspondingly omi-
nous (see section 2.1.2). The Greek government’s sta-
bility plan is for an increase of 6.1 billion euros (it will 
rise to 337 billion), but with the parallel decline in GDP, 
it will increase by 12.2 points as a percentage of GDP, 
reaching 188.8%. The European Commission expects 
an increase of 20 percentage points, reaching 196.4% 
of GDP, while the IMF believes that the debt will exceed 
200% of GDP.

ELSTAT’s recent announcement of a 0.9% recession 
in the first quarter on an annual basis demonstrates re-
silience on the part of the economy and that compared 
to Germany (-2.3% in the first quarter on an annual ba-
sis), France (-5.3%), Spain (-4.1%), and Italy (-5.4%), 
Greece’s performance was clearly better. Today, most 
analysts are reassessing the situation with a milder re-
cession. For example, the OECD considers that we will 
have a recession of (only) 8% in 2020 and a growth of 
4.5% in 2021.2 KEPE now estimates the recession in 
the range of 5.67% to 7.16% (see section 1.4). The 
most important element of this change is the trust and 
reliability created in Greece by the management of 
the health and economic crisis by the Greek state. 
Trust and reliability have been the “lost” weapons of 
Greek economic policy for decades. Reliability means 
adherence to the goals of the country’s policy with 
honesty, consistency, transparency and responsibility. 
Reliability effectively strengthens trust both inside and 
outside the country. In turn, confidence improves ex-
pectations and these reward the government’s efforts, 
bringing the desired result, which is nothing more than 
a quick and steady recovery of the economy. The first 
signs support the above hypothesis. They are reflect-
ed in the country’s successful exit to the markets for 

The pandemic interrupted (temporarily) 
the dynamism of the Greek economy at 
the beginning of 2020

By the beginning of 2020, the Greek economy (with 
the exception of private investment) had begun to 
show remarkable momentum (see section 1.1). Hav-
ing solved its main macroeconomic problems, it was 
growing at a faster pace than other Eurozone coun-
tries. It has been a decade since Greece was in the 
throes of the economic crisis. However, concerns 
about the country’s development model had begun to 
develop in the public debate. In fact, since January 
2020, the government has set up a committee head-
ed by Nobel Prize-winning economist Christoforos 
Pissaridis to submit a development plan.1 At a time 
when there were these concerns, a non-economic 
external-global disorder, the pandemic of COVID-19, 
came to overturn the dynamics that, with the efforts 
and sacrifices of the Greek people, had begun to take 
shape in the Greek economy. The new recession has 
taken the place of growth and the frustration has taken 
the place of optimism.

The first effects of the pandemic were visible from the 
reaction of the Athens Stock Exchange index and from 
the rise in bond interest rates (see section 1.6). The 
impact of COVID-19 on tourism, which is a key compo-
nent of the country’s GDP, is also large (see relevant 
special topic). The 30 million tourists who traditionally 
come to Greece support a number of additional ac-
tivities in catering, entertainment and transportation. 
Another consequence is the effect on investor fears. 
Experience shows that when fear spreads due to ex-
ternal events, investors try to find safe “ports” for their 
capital. Finally, a direct impact is associated with the 
temporary closure of businesses and organizations as 
well as the temporary freezing of certain activities (see 
section 1.5).

Macroeconomic forecasts, as captured by the Greek 
government in the stability program, predict a reces-
sion of 4.7% (basic scenario) to 7.9% (unfavorable 

1. <https://www.naftemporiki.gr/finance/story/1551071/sugkroteitai-epitropi-gia-to-sxedio-anaptuksis-tis-ellinikis-oikonomias-proedros-o-xr-

pissaridis>. 

2. <https://www.capital.gr/oikonomia/3459810/oosa-mikroteri-i-ufesi-stin-ellada-to-2020-se-sxesi-me-tin-eurozoni>.
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es in tourism demand. In a recent “KEPE Contempo-
rary Analysis”, we calculated that in the hypothetical 
extreme scenario of the country’s zero international 
travel receipts, the reduction in the GDP of the econ-
omy would be, ceteris paribus, 10.4%, a decrease in 
employment 11.2% and an increase in the deficit of 
the Balance of Goods and Services by approximately 
€12.226 billion.5 At the same time, however, the mul-
tiplier effects of government spending on the Greek 
economy are significantly stronger than those of the 
tourism sector. Given that the public sector accounts 
for about 1/5 of the Greek economy in terms of pro-
duction and employment, the expansion of fiscal poli-
cy combined with the exercise of appropriate sectoral 
policies is likely to offset a significant part of the neg-
ative impact of declining international travel revenues. 
Consequently, the estimates of the Ministry of Finance 
for a recession of 4.7% to 7.9% seem, with the current 
data, quite reasonable.

Non-performing loans will increase

Non-performing loans (NPLs) are one of the major 
consequences of the long-running crisis in the Greek 
economy that emerged after the 2007-2009 global fi-
nancial crisis. It is noteworthy that the percentage of 
“red” loans of total loans reached an average of 29.6% 
in Greece compared to 6.5% in the Eurozone for the 
period 2009-2015. This ratio skyrocketed in Greece to 
an average of 47.8% in the next period until Septem-
ber 2018, as the European average was then below 
4%, while in September 2019 it dropped to 42.1%. The 
above demonstrates the seriousness of this issue and 
the great distance that Greece must cover in its man-
agement. In this context, the government’s initiative for 
the “Hercules” plan, which was passed by the Greek 
Parliament in December 2019, was included in this 
framework.

The question that arises in the new economic situation 
that is created due to the spread of the COVID-19 pan-
demic is to what extent will the attempt to reduce the 
NPLs from the recession of the Greek economy in the 
coming months be affected. In a study conducted at 
KEPE, we found that the impact of economic growth, 
and in this case the rate of change of real GDP and 
employment in the growth of NPLs, appears to be sta-

a ten-year bond with an interest rate of 1.5%.3 This is 
not the first time the country has entered the markets. 
But this is the first time that the cost of borrowing has 
been so low for a ten-year bond. In March 2019, the 
corresponding lending rate was 3.9%. So trust is a 
“sine qua non” condition in the economy. And this 
is an important message we need to keep in mind for 
the coming months. Foreign investors are lending to 
Greece with low interest rates. And, in fact, in a period 
of geopolitical tensions where Greece is threatened by 
Turkey’s aggression. This is proof of how important 
it is for a country to be tied to the euro.

Tourism is negatively affected

The tourism sector is expected to face one of the 
most significant blows from the international spread of 
the new coronavirus (COVID-19) because this sector 
contributes significantly to the Greek economy. The 
practice that is usually followed for the assessment 
of the contribution of tourism to the Greek economy 
is to divide the domestic tourism expenditure by the 
GDP of the economy. Such an estimate would give a 
contribution of tourism to the Greek economy for the 
year 2018 of 9.7%. However, the modern recognized 
approach to assessing the contribution of the tourism 
sector to the economy is through the system of Sat-
ellite Tourism Accounts, which estimates the tourism 
gross value added, which estimates the tourism gross 
value added, the tourism gross domestic product and 
the tourism ratio index. The tourism ratio, which is de-
fined as the ratio of total (inbound and outbound) tour-
ism consumption to the total supply of the economy, is 
an internationally recognized indicator of the specific 
gravity of the tourism sector in an economy.  In part B 
(special topics), we assessed the contribution ratio of 
tourism to the economy (tourism ratio) using data of 
domestic tourism expenditure (€17.9 billion) as well 
as the overall contribution to the economy for 2018 
and found it to be 5.6%. This size may seem small 
compared to what is usually published about the con-
tribution of tourism to the Greek economy, but it is in 
stark contrast to the relative size of other European 
Union (EU) countries.4 It should also be noted that the 
contribution of tourism to the economy should not be 
confused with the multiplier effects caused by chang-

3. <https://m.naftemporiki.gr/story/1607198/neo-10etes-poioi-agorasan-to-elliniko-omologo>. 

4. The contribution of tourism to these economies ranges between 3.9% (Italy) and 5.8% (Malta), while the corresponding average of EU 

countries is 3.4%. That is, the contribution of tourism to the Greek economy is significantly higher (on average by about 50%) than the aver-

age of EU countries, but in absolute proportion to that of other countries in the European south. Therefore, our assessment of the contribu-

tion of tourism to the Greek economy is absolutely realistic and in line with the relevant estimates of other EU countries.

5. <https://www.kepe.gr/index.php/el/ta-nea.html>.
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and has implemented several bold measures in a very 
short period of time. The measures were meticulously 
observed by the citizens, leading to the reduction of 
the spread of coronavirus and the small number of cas-
es, hospitalized and deaths by the beginning of May 
2020. In this context, the compulsory closure of almost 
all retail businesses, the closure of sports venues and 
entertainment venues were imposed and at the same 
time unnecessary travel was banned. At the same time, 
measures were implemented to support the income of 
workers who became inactive, the duration of the un-
employment benefit was extended and policies were 
implemented to maintain the existing jobs. Companies 
that could continue their production process, under the 
broader framework of restricting travel and the need to 
protect the public health and safety of their employees, 
where possible, applied for part or all of their personal 
employment status by home, while the public sector 
encouraged where work could be done from home. 
Overall, the percentage of workers who could work 
from home is 32.8% (see specific topic in part B). How-
ever, the possibility of expanding work from home to 
the post-corona virus era requires careful steps, as it 
may widen the existing inequalities between good and 
less good jobs, while it may harm the effective employ-
ment of some workers. The productivity of work from 
home is not necessarily and permanently the same as 
in the workplace. It is necessary to rationally regulate 
the work from home taking into account, in addition 
to the opinion of those involved, the structural features 
and the operation of the individual labor markets. The 
degree of expansion of work from home also depends 
on the technological capabilities of the country, which, 
although improving, in some geographical areas still 
remain limited.

It is also advisable to take into account the interac-
tions from the decision to work from home. For exam-
ple, the widespread implementation of homework for 
a professional group may require staying at home for 
other members of the household. In other cases, work-
ing from home can have significant mutual benefits for 
employees and employers and help in the profession-
al integration of people with mobility problems, as well 
as expand the period of service. However, it is nec-
essary for the employer to bear the cost (equipment, 
increased operating costs of the house due to longer 
stay). In addition, it is necessary to strictly adhere to 
the working hours and this should not be extended un-
der the pretext of staying at home, while the conditions 
of hygiene and safety at home are essential.

tistically the most powerful factor influencing the num-
ber of NPLs.6 In particular, the acceleration of the un-
employment rate by 1% could lead to a corresponding 
acceleration of the increase in NPLs in percentages 
ranging between 0.33% and 0.96% for business and 
consumer loans. On the other hand, reducing the rate 
of change in real GDP by 1% would lead to an increase 
in housing NPLs by about 3%.

Given the difficulty in the private economy, at the lev-
el of economic policy, the main compensatory factor 
may be the increase in government spending to sup-
port the real economy. This may mean a reduction in 
the required primary surpluses of the state budget 
for as long as is required, in order to support the 
economy under extraordinary conditions of recon-
struction. The relatively small effect of the amount of 
public debt on the increase in NPLs is an encouraging 
message to those responsible for drawing up a more 
intervening policy support for businesses and house-
holds. In addition, the role of the budget balance and 
the state budget deficit in the development of NPLs 
should be assessed in conjunction with the expect-
ed positive effect of public spending on income and 
GDP support, which are the main factors influencing 
non-income serviced loans. On the other hand, the fi-
nancial strength of banking institutions, as reflected in 
the maintenance of strong capital adequacy of banks, 
is the second important line of defense to stop new 
non-performing loans of all categories in the future. Fi-
nally, the negative impact of possible adverse chang-
es in real estate prices in housing loans is expected 
to be small, while the increase in incentives to credit 
institutions to strengthen credit expansion to the econ-
omy will be beneficial in the short term. Therefore, the 
main lever to support the economy and suspend 
NPLs should be to increase government spending 
as a major pillar of income in times of crisis while 
taking care of maintaining the financial strength of 
banks as the necessary bridge for the next day of 
the Greek economy.

The daily lives of workers, households and 
businesses will change

The unprecedented outbreak of the COVID-19 pan-
demic has drastically affected the daily lives of work-
ers, households and businesses worldwide. The Greek 
government, prioritizing the health of its citizens, has 
immediately adopted the proposals of the scientists 
of the National Organization for Public Health (EODY) 

6. <https://www.kepe.gr/index.php/el/ta-nea.html>.
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cohesion and solidarity in the European Union. It is 
now up to us to use all this money. And this must be 
done with proper planning and targeting.

The fourth factor is related to the government’s man-
agement of the economic crisis. So far, the crisis has 
shown the credibility of politics and technology to be 
strong allies in the battle with the pandemic. The two 
together contributed to the country’s rebranding and 
acted as accelerators of its digital transformation. If a 
similarly successful tactic is followed in the economic 
treatment of the pandemic, that is, based on hones-
ty, reliability, determination and consistency, then the 
recession will be closer to 4.7%. The data so far are 
encouraging as various precursors show improve-
ment after the crisis erupted. For example, the fear 
index compiled by KEPE shows a continuous decline 
from April 2020, reaching 29.56% on 29/5/2020 from 
32.66% on 30/4/2020 and 48.94% on 31/3/2020.7 This 
significant drop in the index reflects the reduction 
of uncertainty in the Greek market associated with 
the effective management of the coronavirus pan-
demic in Greece.

The fifth factor is related to the continuation of the 
country’s digital transformation. The project that has 
already been implemented by the State is impressive. 
But we cannot be complacent. There is still much to be 
done to reach the digital maturity levels of technologi-
cally advanced countries.

Finally, much will depend on the continuation of reforms 
in areas such as justice, education, health, the green 
economy and the state. Accelerating reforms strength-
ens the country’s attractiveness and attracts investors.

The road ahead: a comprehensive plan for 
recovery and reform (2020-2030)

In any case, it will take planning, patience and social 
tolerance to manage the next day. It will take a plan to 
recover the economy and rebuild the country on which 
political forces and social partners will agree. A plan 
that will include profound reforms for the state, the jus-
tice system, education, health and many other areas. 
A plan that will support healthy and innovative business 
forces. A plan that will liberate the productive forces 
and enable us to weave another perception of the 
country’s development. The necessary Recovery Plan 
of our country must support the doctrine that says: “We 
produce and export”. A useful basis for the preparation 
of this project could be the integrated development 

Like everything new, homework, which is a manifes-
tation of flexibility in the job market, has advantages 
and disadvantages. If there is a political will, the nec-
essary legal framework can be formed, which will 
ensure the rights of the employee and will not make 
it difficult to choose a job from home for business. 
Recent experience has shown that working from home 
on extreme occasions, such as the COVID-19 pandem-
ic, is necessary for both psychological and economic 
reasons.

The size and duration of the recession will be 
judged by external and internal factors

Whether the recession will be closer to -10% or -4.7% 
depends on exogenous and endogenous factors. Med-
ical progress is the first determining factor. The sooner 
an effective antiviral drug is found, or even better, a 
vaccine against coronavirus, the faster the recovery 
from the damage and, of course, the less severe the 
recession. The data so far show that by the end of the 
year at the latest, a vaccine against coronavirus will 
have been found, while earlier we will have effective 
antiviral drugs.

The second exogenous factor is related to the success 
of the crisis in other countries. Our economy is small 
and open and, unfortunately, it depends to a large ex-
tent on one sector, tourism, with obvious interconnec-
tions with the outside world. We would be in a better 
position if we had taken measures before the arrival 
of the coronavirus, e.g., during the previous crisis, to 
change our production model, strengthening sectors 
other than tourism, like agri-food and processing in-
dustry. 

The third factor is related to the European Union. Here 
things are positive for two reasons. First of all, the Eu-
ropean Central Bank (ECB) is now our ally, in contrast 
to the previous crisis where we were not able to take 
quantitative easing measures. Second, the rest of the 
European Institutions (the European Council, the Euro-
pean Commission, the European Stability Mechanism) 
responded positively, to a greater or lesser degree. 
The €22.5 billion in subsidies (12% of GDP in 2019), 
as well as the €9.4 billion in loans that appear to be 
from the European package in Greece, is a very large 
amount. If we add it to the other financial instruments, 
we end up with a financial support of more than 60 bil-
lion euros for the next seven years. This support marks 
a new Marshal Plan for our country. The European 
Commission has taken the coveted step to strengthen 

7. <https://www.capital.gr/epixeiriseis/3458982/kepe-stadiaki-meiosi-tis-abebaiotitas-ton-ependuton-gia-tin-elliniki-agora>. 
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that will keep pace with the EU’s strategic priorities 
(green development, digital transformation, etc.). The 
government has the golden opportunity to challenge 
the transformation of the country’s productive model 
by strengthening the primary and secondary sectors, 
highlighting local production in order to reduce our 
dependence on other countries. This can be done by 
stimulating the primary sector with new technologies 
and ideas. And then focus on the secondary sector, 
which can play a role in multiplying the value of our 
production. Greek production in all its forms could 
be the alternative supplier in a market model that is 
now changing focus from the speed of delivery to 
the safety of delivery. To achieve this, however, we 
need to look at key issues, such as energy and/or labor 
costs (e.g., insurance deductions). These are issues 
that we have been discussing for years that have to do 
with the country’s competitiveness. A national strategy 
to resolve these can only bring benefits to the country.

Professor PANAGIOTIS G. LIARGOVAS
President and Scientific Director of KEPE

plans as well as sectoral studies and studies for the 
evaluation of structural reforms in key sectors of the 
economy, which have been prepared by universities 
and public and private bodies.8

It is also important that not a single euro be “lost” from 
the money of the EU support package for our country. 
This means that the state mechanism must be ready 
to manage an overall recovery plan. It is necessary to 
start the preparation in time and to have coordination. 
But the absorption of funds is not enough because it 
is not a question of financing consumer activities, as 
has been done several times in the past in the case 
of the EU’s structural support packages. Efficiency is 
also needed. And in order to do that, it is necessary 
to formulate a broader plan for the recovery and re-
form of the decade (2020-2030), which will include all 
Development Programs, regardless of their source of 
funding (NSRF, National PDE, PPP, SURE, Recovery 
Fund, NBG, own resources of local authorities, etc.), 
under the coordination of an overriding authority (e.g., 
Government Presidency or the Ministry of Develop-
ment and Investment) with a single operating system 

8. Through its many years of action, KEPE has led the way in preparing of corresponding development plans. Despite the progress made in 

several areas since the writing of these studies, the key issues and policy directions included in these plans remain relevant.


