2. Fiscal developments

KEPE, Greek Economic Outlook, issue 42, 2020, pp. 42-47

2.1. State Budget, public debt and
fiscal figures perspectives

Elisavet |. Nitsi?!

2.1.1. State Budget execution, first quarter 2020

According to the most recent data retrieved from the
General Accounting Office,2 on a modified base, the
execution of the State Budget in the first quarter of
2020 was more deficient compared to the correspond-
ing period of 2019, as well as to the monthly estimates,
as they were reflected in the executive summary of the
State Budget for the fiscal year 2020. This deficit was
expected, as less revenue and higher expenditures
were budgeted.

According to the data shown in Table 2.1.1, the State
Budget had a deficit in its balance amounting to 1.82
billion euros in the period January-March 2020, against
a deficit of 768 million euros in the corresponding pe-
riod of 2019, and a target deficit of 1.78 billion euros.
The State Budget Primary Balance had a surplus of
494 million euros, in comparison to primary surplus of
426 million euros for the same period in 2019, and a
primary surplus target of 1.44 billion euros.

The amount of net income of the State Budget reduced
compared to the same period last year, as it amounted
to 11.1 billion euros, a decrease of 883 million euros or
7.37% compared to the revenue of the first quarter 2019
and by 165 million euros or 1.46% against the target
set by the 2020 Budget. Revenue from the Public In-
vestment Program (PIP) amounted to 906 million euros,
increased compared to the corresponding period of
2019 (24 million euros or 2.72%), but reduced relatively
with the budget target (92 million euros or 9.22%). More
specifically, this reduction in spending is mainly due to
a significant reduction in Sales of Goods and Servic-
es, amounting to just 115 million euros, down by 909

million euros or 88.77% compared to the same period
last year. This decline was foreseen in the 2020 Budget,
as it falls short of its target by just 45 million euros or
28.13%. It should also be noted that the collection of
VAT, amounting to 3.97 billion euros, is reduced com-
pared to the first quarter of 2019, by 540 million euros or
11.98%, as well as compared to the target, by 313 mil-
lion euros or 7.31%. On the contrary, transfers, amount-
ing 1.18 billion euros, show a significant rise compared
both to the corresponding period of 2019 (260 million
euros or 28.23%) and to the budget’s target (226 million
euros or 23.66%), which can be attributed to revenue
collection from ANFAs & SMPs of 251 million euros,
which was initially estimated to be collected in April
2020, and from the Other Taxes on Production category
by 528 million euros. In addition, revenues from income
tax, amounting to 2.75 billion euros, increased by 79
million euros or 1.96%, but lag behind the target by 137
million euros or 4.75%.

On the expenditure side, which amounted to 12.93
billion euros, the State Budget’s expenditure in the
first quarter of 2020 increased by 172 million euros or
1.35% compared to the corresponding period of 2019,
but has reduced compared to the target of 13.05 bil-
lion euros, i.e., a shortage of 124 million or 0.95%. The
main reasons for this restriction compared to the same
period last year are the reduced Compensation to Em-
ployees by 226 million euros or 6.46% and the signifi-
cant reduction of Social Benefits by 207 million euros
or 85.89%, while compared to the 2020 budget target
are the execution of both Fixed Assets Acquisition
costs by 99 million euros or 89.19%, as well as Other
Expenditures by 18 million euros, which were supplied
by consuming part of the reserve. On the other hand,
interest payments increased by 106 million euros or
4.79% compared to the previous year and 109 mil-
lion euros or 1.94% against the 2020 target. Finally,
expenditures of the Public Investment Program (PIP),
amounting to 809 million euros, increased by 267 mil-
lion euros or 49.26% compared to the last year’s cor-
responding period and by 59 million euros or 7.87%
compared to target set by the 2020 Budget.

1. Data and commentary reflect the time that this article was written (15/6/2020).

2. Based on preliminary data published in the State Budget Execution Monthly Bulletin: April 2020.
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TABLE 2.1.1 State Budget Execution first quarter 2020 (million euros)

Jan.-Mar. 2019 Jan.-Mar. 2020 2019 2020
Outcome Outcome Budget Estimates 2020* Outcome? Budget
2020°
State Budget
Net Revenue 11,986 11,103 11,268 55,097 53,751
Taxes
from which: 10,500 10,419 10,428 51,415 51,997
V.AT. 4,508 3,968 4,281 17,792 18,217
Consumption Taxes 1,621 1,556 1,639 7,125 7,213
Real Estate Taxes 450 369 402 2,786 2,813
Income Taxes 2,671 2,750 2,887 16,716 16,577
Social Contributions 14 14 14 55 55
Transfers 921 1,181 955 44,407 3,880
Sales of Goods & Services 1,024 115 160 1,728 700
Other Current Revenue 488 431 382 2,527 1,713
Sales of Fixed Assets 1 2 310 10 332
Sales of Valuables 0 0 0 0 0
Tax Refunds 962 1,058 984 5,044 4,926
Expenditures 12,754 12,926 13,050 55,265 56,037
Compensation of Employees 3,501 3,275 3,298 13,247 13,403
Social Benefits 241 34 19 653 134
Transfers 6,047 6,321 6,249 28,205 27,824
Purchases of Goods & Services 101 147 77 1,458 1,145
Subsidies 73 9 26 224 89
Interest Payments (gross basis) 2,211 2,317 2,208 5,225 4,500
Other current Expenditures 20 2 28 50 71
Non Allocated Expenditures 0 0 284 0 1,495
Purchase of Fixed Assets 14 12 111 562 623
Purchase of Valuables 0 0 0 0 0

Public Investment Program (P.1.P.)

Revenue* 882 906 998 2,857 3,679
Expenditures 542 809 750 5,642 6,750
State Budget Primary Balance 1,443 495 426 5,057 2,214
State Budget Balance®>57” -768 -1,822 -1,782 -168 -2,286

Source: General Accounting Office, Greek Ministry of Finance.

Notes:

1. Budget targets, according to the total estimates as depicted in the 2020 Budget introductory report

2. The total revenue and expenditure outcome is preliminary and will be finalized after the vote of the 2019 annual Budget report
(for both revenue and expenditure).

3. Annual estimates as depicted in the executive summary of the 2020 Budget introductory report.

4. Revenues from the Public Investment Program (PIP) fall into the categories of “Transfers” and “Other Current Revenues”.

5. + surplus, - deficit.

6. Outcome includes the settlement program of previous years’ arrears and pending pension applications.

7. Data is presented according to the new economic classification (Presidential Decree 54/2018).
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Overall, the Budget implementation in the first quarter
of 2020 has a small deviation from the targets set by
the Ministry of Finance with the 2020 Budget. The de-
viation from the corresponding period of 2019 is due
to the government’s decision to terminate the policy of
overachieving surpluses, but instead to invest in growth
by reducing taxes and social contributions, starting in
2020. A significant development is also that the primary
surplus is higher than expected. Finally, it should be
noted that the impact of the coronavirus pandemic has
not yet affected the development of the State Budget,
as measures to reduce the health crisis leading to ex-
treme economic turmoil began in the second half of
March —a crisis that will significantly affect the execu-
tion of the Budget.

2.1.2. The evolution of Greek public debt

After the country’s public debt climbed to very high
levels, both in absolute terms, reaching 368 billion eu-
ros in 2011, and especially as a percentage of GDP,
exceeding 176% (Graph 2.1.1), the country’s GDP
steadily decreased up to 2016, due to the high re-
cession of the Greek economy. Although Greek debt
dropped by more than 62.4 billion euros in 2012 due
to the Private Sector Involvement (PSI), it remained
particularly high, 158% of GDP, mainly owed to new
loans for the recapitalization of Greek banks that were

GRAPH 2.1.1

automatically enrolled in the country’s debt. In the
subsequent years and until 2016, although the coun-
try’s debt in absolute terms was around 320-325 bil-
lion euros, as a percentage of GDP it continued to
increase, mainly due to the continuing decline in GDP.
Since 2017, although the Greek economy has entered
a growth path, debt has increased by 30 billion euros,
mainly due to the difference between new loans and
the repayments made the previous year. Finally, 2019
is the first year that the debt has dropped both in ab-
solute terms, by 1 billion euros, and as a percentage
of GDP, by 7%.

More specifically, as shown in Table 2.1.2, the compo-
sition of the Central Government’s debt has changed
significantly. In the period after the country’s acces-
sion to the Support Mechanism, the composition of
the Central Government’s debt, based on the type
of interest, displayed a significant change in favor of
floating versus fixed rate, while in the last two years,
the debt composition has changed again toward fixed
rate. The ratio of fixed to floating interest rates changed
from 1:2.41in 2010 to 1:0.5 in the years of the mem-
oranda, while from 2016 it increased rapidly, reach-
ing in 2019 to 1:17.5. Similarly, but not to such an
extent, was the change in the Central Government’s
debt composition in its way of trading, where the ratio
of negotiable to non-negotiable debt from 1:5.25 in
2010 became 1:0.4 in 2013, while, since then, it has
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been constantly declining, reaching in 2019 a ratio of
1:0.24. Regarding the guarantees of the Greek state,
these declined throughout the period under review,
reaching 9.97 billion euros in 2019. The total amount
of guarantees decreased by about 60% in the period
under consideration.

Finally, debt distribution over the remaining physical
duration has, also, changed significantly. The short-
term Greek Government securities (with maturity less
than one year) represent a relatively stable percent-
age of the total (from 9.9% to 14.4%), in the period un-
der consideration. On the contrary, there is an exten-
sive replacement of medium-term securities (with ma-
turities of one to five years) with long-term securities
(maturity after five years). The ratio of medium-term
to short-term loans, which in 2010 was 1:0.94, i.e.,
loans were almost divided among the two categories,
in 2016 reached 1:0.1, and began to increase slightly
since then, reaching a ratio of 1:0.13 in 2019.

As a consequence, the continuing increase in the av-
erage residual maturity of the total debt of the Central
Government reached 20.53 years on 31/12/2019. It
is clear that the average residual maturity of the to-
tal debt of the Central Government has almost tripled
since the country’s accession to the Support Mech-
anism, which amounted to 7.65 years in the second
quarter of 2010.

2.1.3. Fiscal figures perspectives

The expected global economic crisis due to the health
crisis is inevitably affecting our country and requires
ambitious, coordinated and urgent policy action at all
levels to support people and businesses at risk. There
are many predictions regarding the upcoming reces-
sion that the Greek economy will suffer, the Greek
State’s debt, as well as unemployment not only for
the current year, but also for the following years. In
this context, significant discrepancies are expected
in the implementation of the 2020 Budget, due to the
increased costs of dealing with the health crisis and
the costs of strengthening the public health system,
as well as the support of the economy and the costs
of compensating employees and businesses affected
by this crisis.

Macroeconomic forecasts, as depicted by the Greek
government in the stability program, foresee a re-
cession of 4.7% (basic scenario) to 7.9% (unfavora-
ble scenario), while there are forecasts for recession
of around 10% (European Commission, IMF) or even
more (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
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Finance (the IMF forecasts 5.1% of GDP). These fore-
casts foretell that the country will face serious prob-
lems, as there will be a great need to finance the nec-
essary interventions so as to stimulate liquidity in the
real economy, reduce unemployment and strengthen
social cohesion through innovative financial instru-
ments as well as the use of European funds.

The forecasts for the gross debt of the General Gov-
ernment for 2020 are correspondingly ominous. The
Greek government’s stability plan foresees an in-
crease of 6.1 billion euros (up 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 per-
centage points, reaching 196.4% of GDP, while the
IMF believes that the debt will exceed 200% of GDP.

The government, according to the Stability Program,
has approved 17.35 billion euro of successive expan-
sion packages to deal with the COVID-19 pandemic,
amounting to 10% of GDP, while their total cash base
cost is 11.5 billion euros (6.5% of GDP) for the year
and 12.35 billion euros for the months up to June, giv-
en that tax and insurance refunds will be issued from
August onwards. The corresponding fiscal costs of the
interventions amount to 10.35 billion euros (5.8% of
GDP) by June and 9.5 billion euros (5.4% of GDP) at
the annual level. The cash basis cost, which is directly
related to cash reserves, is higher, reaching 12.35 bil-
lion euros by June. These amounts do not include the
enhancement through ESPA and other European pro-
grams. Part of the expenditures will be covered by the
reserve created in previous years and the rest by the
State Budget. An additional budget has already been
passed to increase credits by 5 billion euros. It is also
clear that other measures to support the economy will
follow, as the way out of the crisis will be long.

The decisions that will be taken at the level of the Eu-
ropean Union will also play an important role; if there is
no significant assistance in financing the interventions
required by the EU, the Greek economy will probably
face the most difficult scenarios. The European Cen-
tral Bank’s (ECB) stance on maintaining liquidity in
the financial sector and ensuring supportive financing
conditions for all sectors of the economy due to the
pandemic is encouraging, as a new EU-wide program
of buying assets of 870 billion euros up to the end of
the year has been announced, amounting to 7.3% of
the Eurozone’s GDP. In addition, it provides a liquidity
of up to 3 trillion euros, through the ECB’s refinancing
operations, among others, with the lowest interest rate
set to date (-0.75%). The ECB further reduced interest
rates on long-term loans (TLRTIII), which will be pro-
vided to banks for 12 months from June 2020, and, at
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the same time, granted new loans (PELTRO). Finally,
the ECB’s Board announced that the ECB is fully pre-
pared to increase the size of its pandemic purchasing
bond (PEPP) program and to adjust its composition to
the extent and time needed. Greece is participating in
a quantitative easing program for the first time since
the country joined the economic consolidation pro-
grams —a measure that will bring significant liquidity to
Greek banks to assist Greek companies in this crisis.
The ECB’s measures are tools that can be used by the
Greek government to deal with the crisis.

To the contrary, first reaction of the European Union,
and especially of the Eurozone was not up to the cir-
cumstances. In a Europe that is experiencing such an
enormous health crisis, with tens of thousands dead,
the northern countries have refused to issue a Europe-
an bond (coronavirus bond) to finance all needs stem-
ming from the pandemic and the extreme economic
recession that will follow the lockdown in all countries,
and instead demanded that the southern countries fi-
nance their badly hurt economies from the European
Stability Mechanism and its processes, which will lead
them to new consolidation programs.

In this context, the European Commission has an-
nounced its proposal for the “Next Generation EU”
program, amounting to 750 billion euros. The program
will be financed by EU borrowing, and is added to the
package of 540 billion euros that has already been an-
nounced (the combination between the SURE program
for subsidizing employment, the ESM emergency credit
line for the pandemic and the guarantees for borrowing
from the European Investment Bank) and the 1.1 trillion
euros of the Multiannual Fiscal Framework 2020-2027.
This proposal, however, will have to be approved by the
Member States and the European Council.

The main obstacle to the adoption of this proposal
comes from the northern countries (Finland, the Neth-
erlands, Austria, Denmark, Sweden, Hungary, the
Czech Republic and Belgium), who raise three major
issues: (a) the loan-subsidy ratio, (b) the total amount
of the 750-billion-euro package and (c) the system of
managing and disbursing of resources. The latter is
what will determine both the terms and conditions of
the disbursement of funds. The Commission’s propos-
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al is already quite specific, so that concerns are ex-
pressed as to whether it will be easy to disburse the
funds, which will not be forward-looking, but will be
available over a period of 7 years.

The development of the economic crisis and the final
level of the recession in the country will be affected,
initially, by the duration of the health crisis, which is pri-
marily a factor that cannot be controlled by the Greek
state, as it depends on global medical research for
finding vaccines and drugs to treat COVID-19 and the
socially responsible behavior of citizens by adhering
to the measures of social distancing, which will have a
catalytic effect on the final fiscal result.

As mentioned above, a very important factor that will
help restrict the recession is the stance of European
Partners in tackling this health/economic/social crisis.
If the EU responds to this global problem and the eco-
nomic downturn is addressed with EU subsidies, then
the Greek economy will overcome the economic crisis,
most likely in 2021 at a much lower budgetary cost
to the country. Otherwise, if the Northern countries’
opinion prevails or if they veto, Greece will be called
upon to finance these expenditures by borrowing, ei-
ther from the ESM with fiscal constraints or from the
market, resulting in a deviation from its Budget fore-
casts for both the budget figures as well as the pub-
lic debt. Furthermore, the nature and size of the fiscal
and monetary support measures that the government
will take to address the economic problems that arise
as the crisis deepens, as well as the behavior of con-
sumers and investors after the crisis, will prove to be
the determinants that will allow the country’s economy
to recover at a faster pace. Particular attention should
be paid to the return of the economy and especially
tourism to operation, even with preventive measures
in favor of public health, as it is a key parameter for
limiting recession and collecting revenue. Finally, the
reform program should continue, and in this context,
reforms should not be stopped, but instead continued
and strengthened, such as those related to the digiti-
zation of services, which have been adopted by both
the public and private sectors and were established
during the COVID-19 crisis.

47



