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1.4. The Greek economy
has temporarily (re-)entered
a recession

Nikolaos Rodousakis,
George Soklis

1.4.1. Introduction

It is commonly accepted that the Greek economy will
face a very strong blow from the international spread
of the new coronavirus (COVID-19). According to the
European Commission’s spring forecast, the pan-
demic is sinking the Greek economy. Thus, the Gross
Domestic Product (GDP) is projected to decline by
9.7%. The estimates of the Ministry of Finance predict
a recession of 4.7% for this year.

In this article, we explore the multiplier effects that the
change of the components of autonomous demand
(government spending, investment, exports) due to
the pandemic of COVID-19, will have on GDP, employ-
ment and imports of the Greek economy. For this pur-
pose, we use (i) the framework of the Sraffian multipli-
er; (ii) data from the Supply and Use Tables to capture
the structure of the Greek economy; (iii) two alternative
scenarios for the changes to the components of final
demand, based on the projections of the European
Commision and the Greek Ministry of Finance projec-
tions, respectively.

In Section 1.4.2, we briefly present the multiplier effects
of COVID-19 in the Greek economy. In Sections 1.4.3
and 1.4.4, we present the results of the analysis, based
on the forecasts of the European Commission and the
Ministry of Finance, respectively, for the developments
of the components of the autonomous demand of the
Greek economy in 2020. Finally, the relevant conclu-
sions are drawn.

1.4.2. Multiplier effects on the Greek economy

Based on the concept of the Sraffian Multiplier (see rel-
evant Special topic of this issue) and using data from
ELSTAT, we first estimate the multiplier effects of the
increase in government spending, the decline in invest-
ments and the decline in exports on GDP, employment
and imports of the Greek economy.’

Our analysis indicates that for every € 1 million increase
in government spending, the GDP increases about
€ 1.487 million, while for every €1 million decrease in
investment, exports and international travel receipts, the
GDP of the Greek economy decreases about € 0.682
million, € 0.784 million and € 1.076 million, respectively.

In the same way, we estimate that for every € 1 mil-
lion increase in government spending, employment
increases by about € 33.524 persons, while for every
€1 million decrease in investment, exports and in-
ternational travel receipts, the employment decreases
about 18.930 persons, 16.604 persons and 26.403
persons, respectively.

Finally, we estimate that for every € 1 million increase
in government spending, imports increase about
€ 0.359 million, while for every € 1 million decrease in
investment, exports and international travel receipts,
the imports decrease about €0.608 million, €0.507
million and € 0.324 million, respectively.

1.4.3. The multiplier effects of the European
Commission’s projected changes
on autonomous demand

According to the European Commission Spring 2020
forecast (let’s say Scenario 1) for the changes in the
elements of autonomous demand of the Greek econ-
omy in 2020, the government’s final consumption is
expected to increase by approximately 1.782 billion
euros, gross fixed capital formation is expected to
decrease by approximately 6.422 billion euros, and
exports are expected to decrease by approximately
14.918 billion euros.?

1. For details on the methodological framework, see: <https://www.kepe.gr/index.php/el/erevna/dimosieyseis/ergasies-gia-sizitise-el/

item/2735-dp_142.html>.

2. European Commission (2020), European Economic Forecast, Spring 2020, Institutional Paper 125, May 2020, Luxembourg: Publications

Office of the European Union.
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FIGURE 1.4.1
The total effects of COVID-19, Scenario 1:

(a) the distribution (%) of the losses in GDP per commodity;
(b) the distribution (%) of the losses in employment per sector; and
(c) the distribution (%) of the losses in total imports per commodity
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Thus, the European Commission’s projections corre-
spond to a total (direct and indirect):?

e decrease in GDP of about 7.16%, whose distribu-

tion per commaodity is described in Figure 1.4.1a;

decrease in the levels of total employment of about
7.20%, whose sectoral distribution is described in
Figure 1.4.1b;

decrease in total imports of about 15.53%, whose
distribution per commodity is described in Figure
1.4.1c.

The majority of output losses correspond to ‘Water
transport services’ (25.6%), ‘Construction work’ (20.9%)
and ‘Accommodation and food services’ (17.6%). The
most significant decreases in the levels of employment
correspond to the sectors ‘Agriculture’ (19.8%), ‘Con-
struction’ (19.1%), and ‘Hotels and restaurants’ (11.6%),
and the most significant decreases in total imports cor-
respond to ‘Mining and quarrying’ (18.8%), ‘Computer,
electronic and optical products’ (10.1%) and ‘Other
transport equipment’ (9.2%).

3. For details on the multiplier effects of investment and exports, see: KEPE (2020), National Productivity Board Annual Report 2020, Athens,

forthcoming.
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1.4.4. The multiplier effects of the Ministry
of Finance’s projected changes on autonomous
demand

According to Ministry of Finance (MinFin) projections
for the changes in the elements of autonomous de-
mands of the Greek economy in 2020 (let's say Sce-
nario 2), the government’s final consumption is expect-
ed to increase by approximately 0.364 billion euros,
gross fixed capital formation is expected to decrease
by approximately 0.985 billion euros, and exports are
expected to decrease by approximately 13.384 billion
euros.*

FIGURE 1.4.2
The total effects of COVID-19, Scenario 2:

Our estimations suggest that MinFin projections corre-
spond to a total (direct and indirect):

e decrease in GDP of about 5.67%, whose distribu-
tion per commodity is described in Figure 1.4.2a;

e decrease in the levels of total employment of about
5.32%, whose sectoral distribution is described in
Figure 1.4.2.b;

e decrease in total imports of about 10.40%, whose
distribution per commodity is described in Figure
1.4.2c.

As it follows, the majority of output losses correspond
to ‘Water transport services’ (29.1%), ‘Accommoda-

(a) the distribution (%) of the losses in GDP per commodity;
(b) the distribution (%) of the losses in employment per sector; and
(c) the distribution (%) of the losses in total imports per commodity.
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4. Ministry of Finance (2020), Stability Program 2020, Hellenic Republic, April 2020, Athens.
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tion and food services’ (19.8%) and ‘Coke and refined
petroleum products’ (12.7%). The most significant de-
creases in the levels of employment correspond to the
sectors ‘Agriculture’ (23.4%), ‘Hotels and restaurants’
(13.9%) and ‘Construction’ (5.7%), and the most signif-
icant decreases in total imports correspond to ‘Mining
and quarrying’ (23.8%), ‘Coke and refined petroleum
products’ (10.7%) and ‘Food products’ (7.2%).

1.4.5. Conclusions

The analysis of the multiplier effects of COVID-19 in the
Greek economy shows that, based on the projections
of the Ministry of Finance and the European Commis-
sion for autonomous demand changes, we estimate
a decrease in GDP of about 5.67% and 7.16%, in em-
ployment of about 5.32% and 7.20%, and in total im-
ports of about 10.40% and 15.53%, respectively.

These results are in line with our previous analyses,
where we focused on the effects of the decline of tour-
ism revenues and the increase of government spend-
ing, in which we highlighted the potential for limiting
the recession. This is mainly due to the fact that the
contribution of tourism to the Greek economy (tourism
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ratio) is equivalent to other countries in the European
South, and not multiple, as is sometimes said by vari-
ous estimates (see relevant Special topic of this issue).

Our estimates show that most of the downturn in the
economy is expected to be due to the negative effects
of declining exports, especially in the tourism and ship-
ping sectors, while the impact on domestic demand is
mainly in the construction sector. About the reduction
in GDP, our estimates are closer to the forecasts of the
Ministry of Finance, which speaks about a recession of
5%. Regarding the reduction of employment and the
increase in the deficit of the Balance of Goods and
Services, both the Ministry and the European Commis-
sion seem to underestimate them.

All of the above, in combination with the fact that the
differences between the two scenarios for government
spending, investment and exports could lead to signif-
icant differences in the impact on GDP, employment
and total imports by sector (commodity), we conclude
that tackling the effects of the pandemic requires plan-
ning and targeted sectoral policies. Therefore, on the
basis of these policies, we can be optimistic that the
Greek economy has entered only temporarily into a
recession.
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