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Prospects of the Greek Economy
A discussion with Mr Yannis Stournaras, the Bank of Greece
Governor

Developing a safe environment where fruitful dialogue occurs among like-minded Greek
CEOs/business leaders and between them and policymakers is one of the primary goals
of CEO Clubs Greece. Within this context and as part of our "On the Frontline" events,
which aim to delve into geopolitical and economic challenges and their potential impact
on the operation of companies in Greece today, we invited Mr. Yannis Stournaras, the
Bank of Greece Governor, as our igniter on the 13" of February to analyze the prospects
of the Greek economy.

In one of the most anticipated events of our Club, Mr Stournaras shared baseline

projections of the Euro Area and Greek economies, highlighted opportunities,
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achievements, and threats, and, most importantly, engaged for over one hour in sincere,
open and productive dialogue with the participants.
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Main indexes and projections in the Euro Area

As per the shared data, in the Euro Area, minimal GDP growth is expected to continue in
2024 (at around 0.5-0.8%), improving in 2025 and 2026 (up to 1.5%), while inflation will
decrease significantly (from 5.4% in 2023 to a projected 2.7% in 2024, up to0 1.9% in 2026),
indicating that the EU achieved a relatively soft landing after the unexpected geopolitical
and economic crises caused by the Russian invasion in Ukraine, the Israeli-Palestinian
conflict, the Red Sea insecurity, and the increasing heat between the US and China. The

deficit (Primary General Government Balance to GDP ratio), which increased in 2021 due
to the pandemic, will decrease to -0.9 in 2024 and up to -0.5 by 2026.
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A major hindrance in the Euro Area is that the Fiscal, Capital Markets, and Banking Unions
remain incomplete despite the complete Monetary Union. Establishing a European
Deposit Insurance Scheme and a Banking Crisis Management Framework are expected to
improve the performance in the Area.

Main indexes and projections in Greece

On the other hand, Greece is regarded as an international success story, with a current
and projected GDP growth higher than the average European one (24% in 2023,
expected to remain at the same levels until 2026) and decreasing inflation (4.2% in 2023,
expected to reach 21% by 2026). The General Government Balance to GDP ratio is
predicted to almost minimize (-0.4%) by 2026, and the Gross Debt to GDP (one of our
weakest points) is expected to drop to 137.8% by 2026 (finally placing Greece in a better
position than other countries like Italy). However, the Current Account Balance to GDP

ratio, which, though decreasing, remains significantly high (-7.5% in 2023, expected to
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drop to -5.7% by 2026 when in the Euro Area it ranges between 1 and 1.2%), remains a
challenge that needs to be addressed urgently.

Greece's success, as confirmed by these primary economic indexes, was achieved thanks

to:

(@) A painful domestic fiscal and structural adjustment

(b) The Greeks' strong will to stay in the Eurozone (the will of the people never fell
below 60%, even in the darkest hour)

(© A generous debt refinancing at very favorable terms

(d) The ECB waiver (which is not needed anymore since Greece obtained investment
grade)

(e) The NGEU-RRF generous participation

() Orthodox fiscal, financial, and structural policies pursued and implemented,
especially during the past few years

The Financial Sector (mainly, Banking and Private Insurance) shows remarkable progress
and recovery with increased profitability and liquidity. More specifically, thanks to the
recapitalization from HFSF and the funding gap from HFSF and HAPS, the banks have
dropped their NPLs to 7.9% from 49% in 2016. Capital metrics are above the minimum
supervisory demand, and strong supervision (from the EU) reinforces a feeling of solidity
and trust. The recent Unicredit-Alpha Bank deal further indicates a return to normalcy as
international banks start to reconsider Greece as an interesting market, hopefully leading
to improved competitive terms in the near future. The lack of a homogeneous crisis
management framework in Europe, the limited competition within Greece, the strong
monetary policy tightening and the tightening financial conditions represent significant
sector challenges.

Similarly, the private insurance sector has a very strong capital position, with gross

written premiums approximately at 2.3% of GDP vs 8% in the EU as per Q4 2023. The fact
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that the government still bears the most significant cost in catastrophes, health, and
pensions remains a challenge, especially considering the increasingly negative impact of
climate change in S. Europe. The need to cover the insurance protection gap (recently
being addressed by initiating tax incentives and obligatory insurance for SMEs related to
natural catastrophes), plus the increasing risk from digitalization and cyber threats,
constitute some of the most significant challenges of the sector.

Given the status of its economy, the promise of considerable investment opportunities
(among other things, thanks to an amount of 65 billion euros that will pour into our
country until 2028 through RRF and EU Structural Funds), and a series of other currently
positive parameters (for example, a favorable "snowball effect"), Greece goes through
one of the most promising economic periods of its modern history. Having (hopefully)
learnt the hard lessons of the recent past, we have a unique opportunity to achieve real
convergence without macroeconomic imbalances and a higher credit rating. To
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accomplish such ambitious - yet feasible - goals, some of the most crucial
recommendations include the following:

= Elimination of existing rigidities, improvement of structural competitiveness, and
enhancement of competition

= Achievement and maintenance of a primary general government surplus of 2%
cyclically adjusted for several decades ahead

= Creation of additional fiscal buffers for unforeseen events and climatic crises

= Acceleration in Energy Conservation and Green Transition

= Decrease of imports in parallel to the increase of exports

= Maximization of the productive use of the EU funds and expansion of FDI

Structural rigidities that negatively impact our structural competitiveness include delays
in the delivery of Justice, red tape, poor infrastructure, delays in the National Cadaster
and Land Use plans, low female and youth participation in the labor market and
mismatches in labor skills, adverse demography, tax evasion, problems in the "triangle of
knowledge" (education - research - innovation), and oligopolies (especially in the food,
fuels, banking, and private hospital care sectors).

Main points raised during the discussion that followed

The above analysis was followed by a dynamic and healthy exchange between Mr
Stournaras and the participating CEO Clubs members. Some of the points raised and
information shared included the following:

v Although exports have significantly increased, the productive model needs to
change so that imports decrease further. Research and innovation should connect

better with production, while the focus on the green economy should increase.
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v" Although increased competition is a desired outcome, we may also need to
accept that Greece is a small market, and perhaps it is not feasible or meaningful
to have many players. However, such an assumption is often an excuse since we
can observe countries with similar population sizes being more competitive than
ours. Improvement of the structural rigidities mentioned above will and should
improve competition (especially in the food, banking, private healthcare, and
energy sectors), leading to better balances and more advantageous results.

v" Significantly high indirect taxes also decrease competitiveness. It was admitted
that indirect taxes (VAT on consumption) are more effective because of the tax
evasion. However, given the technological advances and their implementation in
restructuring the taxation system, tax evasion will decrease, hopefully leading to
the subsequent decrease of indirect taxation. It was also suggested that
individuals’ taxation is taxed on the net amount of income minus all expenses. This
way, tax evasion will also diminish thanks to the tax incentives consumers will be
able to enjoy, and, hence, taxation will become fairer. Such a system was tried in
the past without positive results, but given the current technology support, it may
be worth trying again. Finally, tax exemptions should be implemented more
strategically and cautiously. However, despite our generally-voiced intentions to
rise to European levels of transparency, it is not certain that we are all willing to
undergo in-depth audits, abide to stricter criteria, and report all property
(including jewellery, paintings, etc.), meaning items that, so far, have remained
undeclared.

v" High copyright and goods’ transportation costs, plus high indirect taxes and unfair
competition among retail outlets (physical or online), significantly impact the
prices of technology products (like Apple phones, etc.), which end up being more
expensive in Greece than in other EU countries.

v" The three most significant weaknesses of the Greek economy in terms of expenses
are the gross debt, national defense (in Greece, 4% of GDP vs 0.2% in Germany)

and pensions.
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v" Financial benefits should be re-examined to become more targeted with positive
long-term effects. For example, the various unemployment benefits provided to
those working in the tourism sector (to compensate for the sector's seasonality)
create a young generation unwilling to work full-time or invest in personal growth.
Such a mentality, in turn, has led to a significant labor gap since the available
employment opportunities remain unattractive (mainly because there are easier
solutions, even if not career-promising).

v Recent exports were lower than expected due, among other things, to the
decreased purchasing power of central Europe. The current stagnation of the
European economy inevitably has a negative impact on Greece. However, this
situation is expected to change soon, as, based on current projections GDP will
soon start increasing again in the Eurozone (led by Germany).

v" The recent severe recession in Greece has scarred the consumers' trust. Although
the economy is improving now and all indexes are promising, most Greeks remain
cautious and conservative in their consumption expenses, fearing a renewed
financial crisis. Unfortunately, such a negative mentality is reinforced by the
media, leading to misperceived estimations by the consumers (inflation is
believed to be at 10%, while in reality, it is 4%) and an overall negative psychology
that inevitably projects in the economy.

v" The pharmaceutical sector is concerned about decreased competitiveness that
may lead to the unavailability of more innovative/developed medication in
Greece in the near future.

v The most significant internal risk that Greece is facing regarding its economic
growth is our own mindset. After all, we are our own biggest enemy. External risk
factors include the European economic stagnation and the unexpected
geopolitical instability that has increased in our broader region over the past few
years.

v" Digitalization and improving public infrastructure are the main objectives of the

upcoming RRF support.
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v Improvements in the educational sector are imperative (both for teachers and
students) to secure human talent's competitiveness in the future, especially in
new technologies and Al. The educational system should be restructured, the gap
between private and public schools should be decreased, and decision-making
should be decentralized.

v Three areas where the Greek economy lags behind include green transition,
technology, and climate change.

In general, the prospects of the Greek economy are positive, and the various challenges
also represent opportunities worth exploring. Through the vibrant exchange of views
that followed the initial presentation, both sides gained access to meaningful new
information, confirming, thus, the need to maintain an ongoing, open, two-way
communication between the Bank of Greece and the country's most prominent CEOs to
guarantee further positive changes for individuals, corporations, and our society as a

whole.




