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Introduction 

In the present study, the first goal is to summarize the history of the post-war Greek 

economy from 1958 until 2002 with its advantages and drawbacks; the 1958-1975 

period of rapid growth, the 1975-1995 period of stabilization and decline, the 1995-

2002 transition period from Drachma to the Euro currency. The second goal is to review 

the early Euro period of 2002-2008 and the effects of the new currency on the 

competitiveness of the Greek economy, as well as the 2008-2011 crisis period which 

brought the country’s economy to the verge of default. The third and most important 

goal is to reveal and analyze the potential of the Greek economy in five key sectors that 

could reverse the present recession status and result in a highly competitive and 

sustainable growth model for the next decade to come.  

 

The methodology used for this study was a literature review of various sources. The 

final selection consists primarily of OECD Economic Surveys concerning Greece 

throughout the time period mentioned above, along with Alpha Bank Economic 

Bulletins and McKinsey & Company Study for the potential of the Greek economy. 
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Part I.    A brief review of the Greek 

economy from 1958 till 2002 

A.  Early years, 1958 – 1975 

 

Having been for almost a decade in a continuous state of warfare – World War II and 

the Civil War – the Greek economy suffered from their catastrophic consequences, 

including considerable loss of infrastructure and human resources. By the end of the 

1950s, the situation had seemed to improve rapidly, thanks to a number of structural 

reforms which allowed the economy to flourish. The currency reform in 1953 ensured 

price stability and encouraged the rise of internal savings. The implementation of the 

Marshall Plan, along with the Five-Year Plan 1960-1964 which provided extra public 

investment money, led the foundations for the establishment of new industries and 

infrastructure. Finally, under the guidance of the Bank of Greece director Xenophon 

Zolotas and his deputy Yiangos Pesmatzoglou, the latter to lead the negotiations, the 

Greek government signed a treaty of association with the countries of the European 

Economic Community, which created new possibilities for the national economy.1 

 

In particular, Greek manufacturing products would be exported to the EEC countries 

under low tariffs for a period of 25 years (1961-1985), while products from the EEC 

countries that were competitive to domestic products would be imported under 

considerably higher tariff. In this way, Greek manufacturing business would have better 

export prospects and also the necessary time to reach higher competitiveness levels until 

the country would enter the EEC. 

 

Nevertheless, the progress achieved didn’t solve overnight all problems of the economy. 

Still, there was considerable unemployment in the urban areas and under-employment 

in the rural areas, because of the population’s tendency to leave their home villages and 

                                                           
1
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.5 
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migrate to the big cities, mainly Athens and Thessaloniki. In addition to this, a great 

number of workers immigrated to Federal Germany, in search of work. Agriculture, 

which employed more than 50% of the country’s population, suffered from low crop 

yields, low levels of rainfall and excessive fragmentation2, while domestic livestock 

production was insufficient and exports lacked elasticity. Mining production was of low 

importance to the national income, and manufacturing industry was characterized by 

very little vertical or horizontal integration of firms, as small businesses represented the 

vast majority.3 It is true, though, that virtually every sector of the economy benefited 

from the implementation of the Five-Year Plan. 

 

In agriculture, irrigation projects, the introduction of machinery and fertilizers increased 

productivity and strategic reorganization towards a more export-oriented profile 

changed the prospects of the whole sector. Besides, incentives were given to farmers, 

such as subsidies for growing cotton and fodder crops and credit facilities.4  

 

Encouraged by the rapid growth of demand in the previous five years, manufacturing 

industry benefited from a considerable increase in bank credit for investments in new 

equipment, achieved improved productivity and expanded its output. New projects were 

completed, including oil refineries and fertilizer industries5. Alongside with the 

improvement in necessary infrastructure (roads, harbors), the government instituted new 

measures towards the acceleration of the country’s industrialization such as: 

• New tariff for greater protection of the industrial sector, with duties reduction 

for imported raw materials 

• Tax concessions of all kind (e.g. no employer contribution, expenditure 

deduction from taxable profits) for businesses carrying out productive 

investment. 

• Preservation of relatively low Unit Labor Cost, by raising minimal wage at a 

lower rate than that of the economy growth. 

                                                           
2
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.6 

3
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.7,9 

4
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.12-14 

5
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.17 
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• Set up of Industrial Development Office with advisory and supportive role for 

private enterprises.6 

 

The necessary money for industrial investment was acquired through commercial banks. 

The latter were obliged: 

• to invest nearly 25% of their deposits in Treasury Bonds 

• to deposit about 5% of their sight and savings deposits to the Bank of Greece, 

with zero interest 

• to lend money to industries up to 15% of their deposits at a low interest rate7 

 

At the same time period, mining production also increased at a very quick pace, 

especially lignite and bauxite production, along with public works and electricity 

generating which benefitted from infrastructure investment. Their total share in the 

national income accounted for more than 8% in 1960. Another sector that improved 

rapidly in terms of its outcome was the merchant navy, which represented about 4% of 

the national income in 1960. This came as a result of the restoration of Greece’s 

economic credibility and the concessions made by the Greek government, including tax 

exemption.8 

 

Internal immigration during 1958-1975 continued unstoppably and the demand for 

accommodation in the cities kept rising. Dwellings and other building construction 

accounted for one third of total fixed investment, as seen below. 

   

                                                           
6
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.14,15 

7
 OECD, “Economic Surveys: Greece”, April 1967, OECD, Paris, p.24 

8
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.15 
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Table 1.  GROSS FIXED INVESTMENT9 

 

 

The tourism sector developed beyond expectations, with the number of foreign visitors 

to exceed 400,000 in 1960. There was also considerable increase in internal tourism, 

altogether providing new jobs for more than 60,000 persons.10 

 

The increase in internal tourism was one of the results of the rise in the standard of 

living in Greece. There was stability in prices after years of continuous rise. People 

could save money and demanded more goods. The rise of private consumption resulted 

in an increase of imports of goods and the worsening of the trade deficit.11 The latter 

was balanced to some extent by the increasing emigrants’ remittances.12 

 

Table 2.  THE GROWTH OF DEMAND AND ITS EFFECTS13 

 

                                                           
9
 OECD, “Economic Surveys: Greece”, April 1967, OECD, Paris, p.9 

10
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.16 

11
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.31 

12
 OECD, “Economic Surveys: Greece”, April 1962, OECD, Paris, p.29 

13
 OECD, “Economic Surveys: Greece”, April 1967, OECD, Paris, p.6 
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The gap between exports and imports for the period 1961-1966 is shown below: 

 

Diagram 1.  FOREIGN TRADE14 

 

 

The continuous progress of the Greek economy in its main sectors resulted in the Gross 

Domestic Product grow at a steadily high rate – over 7% per year – which was the 

second greatest among OECD members (behind Japan), as shown below: 

  

                                                           
14

 OECD, “Economic Surveys: Greece”, April 1967, OECD, Paris, p.29 
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Table 3.  NATIONAL PRODUCT AND EXPENDITURE 15,16 

 

 

  

                                                           
15

 OECD, “Economic Surveys: Greece”, August 1963, OECD, Paris, p.6 
16

 OECD, “Economic Surveys: Greece”, April 1976, OECD, Paris, p.7 
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B. Rise and fall, 1975 – 1995 

 

During the years 1975 – 1995, the profile of the Greek economy changed dramatically. 

The reasons for this change were both domestic and external. Since the 1973 oil crisis, 

which had caused oil prices’ steep rise, production cost increased rapidly due to the 

country’s high dependence on oil imports.  The fall of the military regime (1967-1974) 

and the Cyprus crisis in July 1974 caused great instability to the domestic economic 

environment. For the first time in the post-war era, the new democratic government had 

to deal with radical labor unions exercising great pressure for higher wages. Emigration, 

which had been a solution to the unemployment problem during the 1960s, came to a 

halt. The absence of an investment plan resulted in minimal productive investment over 

this period, along with gradual deindustrialization and loss of competitiveness, 

stagnation and rapid expansion of the public sector and its deficit. 

In the mid-1970s, GDP continued to grow by 6%, supported by a strong rise in 

industrial production. Manufactured exports increased significantly, but domestic 

demand grew mainly because of private consumption and construction of new houses. 

Investment in productive activities was almost absent.17 Public investment focused 

mainly on the purchase of new civil aircrafts for the recently nationalized Olympic 

Airways. 

Table 4.  INDUSTRIAL PRODUCTION 18 

Percentage change 

 

 
                                                           
17

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.5 
18

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.6 
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National savings utilized for investment purposes were merely guided to the 

constructions sector (house building) and only a minor fragment was invested in 

machinery and manufacture.19 

 

Wages in manufacturing kept rising sharply, by 25 to 30 per cent per year. This had an 

impact on the profitability of businesses, but did not affect much export-oriented 

industrial sectors like textiles, clothing and leather goods.20 

 

 

Diagram 2.  Earnings21 

 

The emigration flow of 1958-1973, which had caused 20 to 25 per cent of the labor 

force – some 800,000 people – to move abroad in search of employment, mainly in 

Federal Germany, was reversed since 1974. Emigrants coming back, though, were 

mostly pensioners and women not in search of work.22 

 

During the military regime period, certain social services (e.g. education) had been 

neglected. Public expenditure in social services increased quite fast. In addition, the 

                                                           
19

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.9 
20

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.10 
21

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.11 
22

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.12 
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domestic demand-oriented growth model of the economy couldn’t compensate for the 

rise in oil price and the balance of payments deficit worsened.23 Another important 

factor that hindered state revenue was tax avoidance and evasion, mainly due to the 

inability to control non-wage incomes, which represent a very large proportion of total 

income.24 

Table 5.  THE STRUCTURE OF TAXATION 25 

Percentage of GNP in 1974 

  

 

In 1981 Greece became the tenth member of the European Economic Community 

(EEC). From now on, the country would have to compete with some of the largest and 

strongest European economies, but situation in the domestic economy was far from 

favorable. In the early 1980s, fiscal policy was strongly expansionary, with the public 

sector borrowing as GDP percentage almost doubling compared to the previous years. 

Inflation rated at 25%, partially because of excessive rises in house prices, while the 

new-elected socialist government announced pro-worker policies in labor market and 

wages. This resulted in a further loss of international competitiveness and soon after the 

real GDP stagnated, investment declined considerably and unemployment increased.26 

 

                                                           
23

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.20 
24

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.24 
25

 OECD, “Economic Surveys: Greece”, June 1977, OECD, Paris, p.6 
26

 OECD, “Economic Surveys: Greece”, May 1982, OECD, Paris, p.7 
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The economy suffered from imbalances, such as low productive investment, slower 

productivity gains and increasing inflationary pressures. After the second major oil 

crisis in 1979 which had created a less favorable international environment, the rate of 

GDP growth reduced significantly. The application of inadequate development policies 

in the past resulted in the absence of a trustworthy industrial investment policy, which 

would prepare the domestic industry for the country’s entry into the EEC.27  

 

Diagram 3.  Investment ratios to GDP28 

 

Manufacturing productivity, already slowing down since the early 1970s, decelerated 

sharply, as shown below: 

 

                                                           
27

 OECD, “Economic Surveys: Greece”, May 1982, OECD, Paris, p.10,12 
28

 OECD, “Economic Surveys: Greece”, May 1982, OECD, Paris, p.13 
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Diagram 4.  Productivity in manufacturing29 

Percentage change per man 

 

In 1985, in order to reverse macroeconomic imbalances, in spite of strong labor union 

opposition the government implemented a Stabilization Program, which – as described 

below in the OECD Survey – included: 

1. “A 15 per cent devaluation of the drachma and a temporary obligatory six-

month non-interest bearing deposit equivalent to 40 per cent or 80 per cent of 

the value of selected imported goods (mainly manufactures); 

2. A modification of the wage-price indexation scheme (ATA), excluding the 

impact of import prices and adjusting wages on the basis of projected, instead of 

past, inflation. This system was made compulsory for both public and private 

sector employees and implied significant reductions in real pay; 

3. A reduction of the public sector borrowing requirement (PSBR) by about 4 per 

cent of GNP in both 1986 and 1987 to be achieved by curtailing expenditure, 

raising taxes and increasing administered prices; 

4. A tightening of monetary policy through a reduction of the growth of domestic 

credit expansion, the increase of subsidized interest rates to ‘privileged’ 

borrowers and the gradual establishment of positive real interest rates for all 

borrowers.”30 

 

                                                           
29

 OECD, “Economic Surveys: Greece”, May 1982, OECD, Paris, p.13 
30

 OECD, “Economic Surveys: Greece”, July 1987, OECD, Paris, p.8 
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As a result of pro-worker wage and labor market policies issued in the beginning of the 

decade, the Unit Labor Cost increased significantly, as shown below: 

 

Table 6.  WAGES AND SALARIES31 

Percentage changes 

 

It would be of great importance to lower Unit Labor Cost, otherwise the country’s 

competitiveness abroad would continue to decrease rapidly. The first could be achieved 

by halting wages and increasing labor output. This could be a serious, but not the only 

reason of failure to survive in a highly competitive international environment. As an 

example of avoidance, the manufacturing sector failed to adapt to changes in 

international environment after the two oil crises. The main reasons for that – according 

to the OECD Survey – were: 

1. “The high protection enjoyed by manufacturing industries prior to Greece’s 

entry into the EEC; 

2. The scarcity of managerial skills owing to the predominance of family-run 

business and an inadequate educational system; 

3. The shortage of highly qualified scientific personnel, reflecting the heavy 

concentration of Greek industry on traditional sectors and the brain drain 

associated with the lack of research facilities and relatively low salary levels; 

                                                           
31

 OECD, “Economic Surveys: Greece”, July 1987, OECD, Paris, p.15 
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4. The comparatively greater difficulties of small-sizes firms, which dominate the 

manufacturing sector, in raising the necessary capital for diversification towards 

more technologically advanced and R&D-intensive lines of production; 

5. A financial system biased in favor of existing production patterns and against 

the provision of venture capital and the creation of new firms; 

6. Administrative inefficiencies and bureaucratic obstacles, together with frequent 

changes in business laws and policies generating uncertainty and making 

medium-to-long-term planning extremely difficult; 

7. Laws and practices leading to labor-market rigidities.” 

 

All the above could be described as structural deficits. The biggest loss-making firms 

suffering from such deficits were called “ailing firms” and were kept operational 

through excessive borrowing from publicly-controlled banks which were their main 

shareholders. 

Table 7.  PROBLEMATIC FIRMS 32 

Drachma billion 

 

                                                           
32

 OECD, “Economic Surveys: Greece”, July 1987, OECD, Paris, p.15 
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The numbers weren’t favorable at all for the Greek economy in the 1980s, thus in the 

early 1990s foreign creditors were reluctant to continue financing a consumption-

oriented economy. “It was now more obvious than ever before that the expansionary 

income-support and consumption-oriented policies followed during most of the 1980s 

resulted not only in disappointingly low real GDP growth, but also in excessively high 

public sector debt, the servicing costs of which absorb considerable resources (about 14 

per cent of GDP) at the expense of investment and living standards”, reported the 1992 

OECD Survey for Greece33. The New Democracy government set as top priority of its 

Adjustment Program the reduction of the oversized public sector and the high deficits 

produced by the latter, along with the Unit Labor Cost decrease.34 

 

 

Diagram 5.  The widening prosperity gap35 

                                                           
33

 OECD, “Economic Surveys: Greece”, July 1992, OECD, Paris, p.14 
34

 OECD, “Economic Surveys: Greece”, July 1992, OECD, Paris, p.11 
35

 OECD, “Economic Surveys: Greece”, July 1992, OECD, Paris, p.12 
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Table 8.  PUBLIC-SECTOR IMBALANCIES 36 

Per cent of GDP 

 

 

Table 9.  THE PUBLIC SECTOR BORROWING REQUIREMENT AND ITS FI NANCING 37 

 

 

 

                                                           
36

 OECD, “Economic Surveys: Greece”, May 1991, OECD, Paris, p.13 
37

 OECD, “Economic Surveys: Greece”, July 1992, OECD, Paris, p.19 
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Table 10.  WAGES AND LABOR COSTS38 

Annual percentage change 

 

 

In order to reduce the public sector deficits, the government attempted to privatize a 

large number of state-controlled firms, some of them being already problematic and 

making big losses. The privatization program, though, didn’t become a success mainly 

to the following reasons: 

1. Legal obstacles due to the previous private owners claims; 

2. Administrative deficiencies and lack of proper co-ordination among the different 

ministries responsible for privatization; 

3. Overestimation of the market value of the firms; 

4. Hesitation of the government to sell-off valuable assets at a “low” price 

5. Strong political and labor union opposition39 

 

                                                           
38

 OECD, “Economic Surveys: Greece”, July 1992, OECD, Paris, p.19 
39

 OECD, “Economic Surveys: Greece”, July 1992, OECD, Paris, p.65-66 
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C. Preparation time, 1995 – 2002 

 

In the mid-1990s, the ultimate goal for the Greek economy was to fulfill the criteria of 

convergence with the European Union (EU) and enter the Eurozone by 2002. The 

prospects of success weren’t much favorable in the early 1990s. Nevertheless, 

substantial progress made in the later years helped the GDP grow at rates higher than 

those of the EU average. 

 

Inflation rate was below 10%, with a prospect of further decline. This proved to be 

crucial for the boost in consumer and business confidence, since interest rates lowered. 

Output growth reached 2.5% in 1996, well above the EU average. The economic 

activity accelerated due to extensive investment by the public sector, supported by EU 

economic aid. Among the sectors benefiting from the conjuncture was residential 

construction. The increase of real wages strengthened private consumption40, but high 

Unit Labor Costs, outpacing those in major trading partners, resulted in low 

competitiveness and exports declined. Tourism was also affected and lost part of the 

market share.41 

 

On the road for the Eurozone, the 1994-1999 convergence program strategy was based 

on three key targets: 

1. Fiscal consolidation in order to bring the deficit of general government down 

from 14% in 1993 to below 3% of GDP in 1998 and reverse debt dynamic; 

2. Further pull down inflation. This could be achieved with the use of a stable 

exchange rate. 

3. Increase wages as low as possible, both in the public and private sector, in order 

to support the exchange rate policy, reduce inflation and interest rates, and allow 

the economy to recover from the stagnation of previous years with new 

investment.42 

 

                                                           
40

 OECD, “Economic Surveys: Greece”, July 1997, OECD, Paris, p.1 
41

 OECD, “Economic Surveys: Greece”, July 1997, OECD, Paris, p.2 
42

 OECD, “Economic Surveys: Greece”, July 1997, OECD, Paris, p.3 
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The above targets, nevertheless, should be assisted by the vital structural reforms in the 

operations of public enterprises and entities outside general government and in banks 

under state control, in order to boost the output of the economy and enhance 

competitiveness.43 

 

All in all, it was attempted to rationalize public expenditure wherever possible and get 

the public sector to work more efficiently. On the other hand, the flowing funds from 

the Community Support Framework II required that the government raised public 

investment budget. Besides, due to bad neighbor relations with Turkey, increased 

defense spending was inevitable. The only feasible countermeasure was to “limit public 

workers’ compensation, interest payments, along with social security expenditure”, 

mentions OECD Survey for Greece.44 

 

By 2001, thanks to the EU funds flowing to Greece and the strong recovery of business 

investment, the capital stock of the business sector was growing quickly at around 3 per 

cent, in comparison to 2 per cent in the mid-1990s.45 Nevertheless, domestic demand 

remained the major activity factor, assisted by low nominal and real interest rates, 

consumer confidence and preparations for the 2004 Olympic Games.46 As far interest 

rates are concerned, the liberalization of the financial market being in progress since the 

1990s had gradually removed the constraints on Greek banks for giving loans to the 

private sector. There was abundant available money at low cost and it seemed like an 

opportunity for the realization of any project, both for business and individuals. 

Economic activity flourished and GDP kept growing by 1% higher than the EU average. 

  

                                                           
43

 OECD, “Economic Surveys: Greece”, July 1997, OECD, Paris, p.5 
44

 OECD, “Economic Surveys: Greece”, July 2002, OECD, Paris, p.10 
45

 OECD, “Economic Surveys: Greece”, July 2002, OECD, Paris, p.10 
46

 OECD, “Economic Surveys: Greece”, July 2002, OECD, Paris, p.9 
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Table 11.  DEMAND AND OUTPUT47 

Percentage change, volume 

 

 

In June 2000, Greece became a member of the Eurozone. The Greek drachma, 

connected to the ERM central rate, followed the depreciation of the weak Euro currency 

and, despite the higher price and cost inflation, resulted in a relative reduction of Unit 

Labor Costs, as seen below: 

 

                                                           
47

 OECD, “Economic Surveys: Greece”, July 2002, OECD, Paris, p.26 
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Diagram 6.  International competitiveness indicators48 

Index 1995 = 100 

In the years prior to entering the Eurozone, the Greek government tried to reduce the 

national debt at around 100-110% of GDP and furthermore in the upcoming years. As 

the OECD 2002 Survey notes, “In addition to debt reduction, the government’s debt 

management strategy in recent years has been focused on: 

• improving the currency and interest composition of the outstanding debt stock 

by lengthening average maturity, smoothing the yield curve, the use of 

derivatives and other policy instruments. Within the broader aim of improving 

the debt dynamics, debt management has also focused on reducing government 

guarantees;  

• increasing transparency and efficiency of the bond market, through 

improvements in primary and secondary markets of government securities, 

including the introduction of electronic systems and the establishment of active 

repos and future markets;  

• improving the competitiveness and attractiveness of Greek government 

securities in the integrated Eurozone market, through the establishment of 

benchmark issues.”49 
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Part	II.	 The	 consequences	 of	 the	

Euro	Currency	in	the	competitiveness	

of	the	Greek	economy,	2002-2008	

On January 1st 2002 the Euro currency began to circulate in the member countries of the 

Eurozone. The new currency represented a market of more than 400 million consumers. 

From the arctic territories of Finland to the southernmost edge of Crete, all transactions 

would be held in a single currency, a unique phenomenon in the European history. A 

strong and stable Euro, carrying the ambition to become the leading depository currency 

taking the place of the US Dollar, was in the hands of citizens of both wealthy north-

European and less wealthy south-European countries. Giants and mice were suddenly 

dancing together. 

 

With the adoption of the Euro currency by Greece, there was an impressive reduction in 

borrowing costs. For instance, while in 1997 the differential with the short- and long-

term rates of Germany was over 700 and 400 basis points, respectively, in 2002 the 

differential on short rates was practically zero and on 10-year bonds just over 0.3%.50 

The ease of access to relatively “cheap loans” from the international money markets led 

gradually to the dependence of the economy from its foreign creditors. 

 

 

Diagram 7.  Risk premia51 
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The GDP continued to grow at an average of 4.5% per year throughout the period, aided 

by the pre- and post-Olympic Games momentum. Large-scale preparations for the 2004 

Olympics, including the construction of necessary infrastructure, boosted employment 

and public investment. 

 

Table 12.  RECENT GROWTH AND PROSPECTS52 

Percentage change 

 

 

An economy undergoing income convergence – like the Greek economy – was 

unsurprisingly in need of high financing and monetary union offered the proper 

borrowing conditions to do so. This trend was responsible mainly for the increase in the 

current account deficit, averaging over 6% of GDP between 2000 and 2005 and 

reaching 9.5% in 2006.53 Indeed, wages continued to rise at an average of 7% per year 

(diagram 9). 
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Additionally, consumer price inflation at about 3.5% was continuously above the Euro 

area average – some 2%. This reflected a steady loss in competitiveness in terms of 

relative Union Labor Costs in relation to almost all other euro area countries.54 

 

Diagram 8.  Competitiveness has deteriorated55 

 

 

Diagram 9.  Government and private sector wage increases – Annual percentage change56 

As a result of competitiveness deterioration, exports to other EU countries decreased, 

but the increase in exports to fast emerging and relatively proximate markets like the 

Balkans, Central and Eastern Europe and the Middle East compensated for most of the 

losses.57 
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Part	III.	 The	Crisis,	2008-2012		

The Greek economy over time suffered from structural weaknesses. The GDP growth 

was based mainly on domestic consumption and public investment, with exports 

making up for only a minor share of it. Wages increased significantly, almost by 50% 

from 2000 to 2008. Thus, Unit Labor Costs were relatively higher than those in other 

neighboring European countries (e.g. Italy, Spain and Portugal) and the economy was 

not very competitive at an international level, not to mention the lack of extroversion. 

Corruption, bureaucracy, strict worker-protective legislation and rigidities in the labor 

market created a business-unfriendly environment. The rapid expansion of the public 

sector from 2005 to 2008 raised payroll expenditure by 50%, without a respective 

productivity increase. Lack of fiscal discipline, which was common among the 

Eurozone countries after 2000, the waste of public resources, tax evasion and absence of 

innovative spirit in business worsened budget deficit.58 The 2004 Olympic Games 

demanded extra funding and public sector debt increased rapidly. In 2008 the world 

economic crisis affected Greece as well; public investment decreased rapidly, 

consumption declined and the economy stagnated. 

 

Diagram 10.  Macroeconomic developments since 2000 59 
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The GDP reduced by 0.3% in the beginning of the crisis, 2008. At the same time, debt 

was 110% of GDP. In January 2009, international rating agencies begun to downgrade 

Greece’s creditworthiness from AAA to A-, with the prospect of further downgrading. 

Later in autumn, predictions about the economy’s negative prospects caused the Credit 

Default Swaps (CDS) rates to rise rapidly. By the beginning of 2010, borrowing interest 

rates had increased at 6% for long-term state bonds and the country’s creditworthiness 

declined to BB+. The government had no choice but to consent to extensive funding 

from the European Central Bank (ECB), the European Union (EU) and the International 

Monetary Fund (IMF), the well-known Troika. In return, an ambitious adjustment 

program had to be implemented in the next years, carrying out all necessary – yet 

painful – structural reforms to the Greek economy.60 

 

 

Diagram 11.  Public and external imbalances 61 

% of GDP 
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In 2009, the budget deficit exceeded 15% of GDP, due to increased public expenditure, 

serious decline in tax revenues and the start of a recession, while public debt reached 

140% of GDP in 2010.  

 

The economic program issued in May 2010 envisaged a large-scale fiscal consolidation, 

wages cuts to more sustainable rates, reductions in pensions, as well as crucial structural 

reforms in the public sector, in product and labor markets. The program required: 

1. Generation of a sustained balance in government budget which would range 

from -1.5% to 1.5% of GDP, equal to a primary surplus of 5-6% of GDP, 

starting from 2015; 

2. Rapid privatizations; 

3. Structural reforms to revive potential growth.62 

 

During the first year of the economic program implementation, the budget deficit 

narrowed by 5% of GDP, while the 2010 fiscal deficit target was missed by only 0.5% 

of GDP. Pay and pension cuts, along with higher direct and indirect taxation, resulted in 

a rapid reduction in household income.63 Tax evasion, though, continued and recession 

was deeper than expected.64 Similar results were depicted in the 2011 reports. In just 3 

years, from 2009 to 2011, the GDP decreased by 15% and unemployment exceeded 

20%. In spite of predictions for the end of recession by 2012, the economy was trapped 

in a vicious circle of strong recession, unemployment and low consumption. 

 

In order to reverse this situation, in July 2011 a second financial support package for 

Greece was agreed, providing reduced interest rates, extended maturities, partial Private 

Sector Involvement (PSI), protection of Greek banks and measures to support economic 

growth in Greece.65 Soon, though, it was clear that the viability of the Greek debt 
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wasn’t ensured and on October 26th 2011 the Eurozone Summit validated a revised 

financial support package66. 

 

Diagram 12.  Unemployment and inflation 67 
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Part	IV.	 Ways	 out:	 Proposals	 for	 a	

New	Growth	Model	

The present economic situation in Greece could be described as complex and difficult, 

in the middle of the recession period, with unemployment in historical high rates and 

businesses closing down one after another. At this time, it is more urgent than ever 

before that a new mid-term economic Plan be put forward as soon as possible. Through 

the implementation of the mid-term Plan, the Greek economy will establish a 

sustainable growth model for the next five to ten years and achieve its goal of 

overcoming the present crisis. 

 

The new National Growth Model for the Greek economy should include five major 

requirements: 

 

1. The economy should become more export-oriented and be able to import foreign 

capital. It should therefore focus on foreign markets68, providing them with 

goods and services. More resources and money should be invested in tourism, 

agriculture, manufacturing and business services sectors, thus giving them a 

chance of building “scale, expertise and competitiveness at an international 

level.”69 

2. In terms of investment, the Greek economy should become more attractive, both 

for domestic and – most importantly – Foreign Direct Investments (FDIs). This 

goal would be reached through the establishment of a much more business-

friendly environment, and new capitals flowing into the economy would create 

new jobs and expand GDP. By this, the country should gradually rely less on 

foreign loans to the public sector. 

3. Both public and private sector should become more productive and efficient. As 

far as public sector is concerned, excessive activities not contributing to the 

public good should be abandoned. Furthermore, an overall improvement in 

efficiency should be achieved gradually. As far as private sector is concerned, it 
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should be in constant search of business and investment opportunities, especially 

abroad. Being extrovert will set new higher standards of competitiveness and 

help existing undertakes transform into larger business schemes, thus utilizing 

resources, investment capital and technology more efficiently. 

4. Tax evasion, which has created social imbalances and has deprived the state of 

precious revenue for many decades, should be minimized as much as possible. 

More importantly, the causes of tax evasion should disappear. In addition to this, 

official corruption should be eliminated, through the minimization of 

transactions and interfaces between state agencies and the private sector. Such 

policies should relate to tax administration and any other business and 

investment activities. 

5. New employment opportunities and culture should be created, so that 

employees, especially women and young people, are motivated to join the 

workforce. Nepotism in the public sector should be abandoned and replaced by 

policies which would reward individual effort and skill. The employment base 

should also be broadened through the institution of part-time work as an 

alternative to full-time employment. This would increase flexibility and help 

reduce unemployment considerably. As far as education is concerned, 

universities should be reorganized, with the establishment of new faculties in 

fields that could be of great importance to the new economic model – e.g. 

agriculture and tourism – and the junction between academic institutions and 

business, which would benefit innovation and entrepreneurship. 

 

Other important goals to be achieved in the New Growth Model should be:  

• Much lower private and public consumption as GDP percentage (smaller 

fraction) 

• Increasing exports 

• Higher levels of investment 

• Closing tax gap 

• Increasing employee turnover  

• No more domestic consumption orientation for private sector, more exports. 

• Fiscal stabilization 

• FDIs above EU average 
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Since the spirit of the New Growth Model would be favoring competitiveness, 

productivity and extroversion, a thorough examination of the Greek economy may lead 

to the conclusion that there are five major sectors which, provided adequate support, 

could flourish and become the pillars of sustainable growth over the next ten years. 

These sectors are: 

1. Tourism; 

2. Energy; 

3. Manufacturing – Food processing; 

4. Agriculture – Crops agriculture; 

5. Retail and wholesale 

 

In addition to the above major sectors, there will be a brief presentation of the ‘rising 

star’ sectors of the economy, which may contribute further to the New Growth Model, 

along with the necessary privatizations’ policies over the next years. 
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Tourism 
 

Tourism contributes about 15% to the Greek economy’s Gross Value Added (GVA) and 

has been growing for a decade. Nevertheless, 70% of that growth was achieved through 

domestic demand and the remaining 30% comes from foreign visitors, mainly from 

Germany and the UK. In the recent years, Greece has lost some of its shares in its 

traditional markets and has done almost nothing to attract tourists from emerging 

markets like China and Russia. 

 

 

Diagram 13.  Market shares for Greek tourism 70 

 

The ‘sun and beach’ product surely appeals to masses, but lacks quality and doesn’t 

differentiate from other neighboring countries offering pretty much the same at lower 

prices and higher quality. Things become worse by several restrictions discouraging any 

investor. Also, high airport costs and absence of academic institutions associated with 

tourism pose as threats to the “heavy industry” of Greece. 
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Necessary measures that can reverse the negative prospects of tourism are grouped into 

four main categories:71 

1. Form a new strategic plan on the approach to different tourist markets. There 

will be a different goal for each type of market. In traditionally favorable 

European markets, such as Germany, the UK and Scandinavia, as well as in 

other European markets, like Italy, France and the Netherlands, the goal will be 

to maintain its share. In rapidly emerging markets – especially those of Russia 

and China – and long haul markets like the USA it will aim at a substantial 

share. Besides this, the country must make efforts to attract more visitors of high 

income, who can spend more money during their stay. This can be achieved by 

developing higher-quality services like: nautical tourism and cruises, 15 to 20 

large-scale luxury resorts and some 50,000 vacation homes around the country 

and promoting the tourist and shopping sites of Athens and Thessaloniki 

(Diagram 14). 

2. Invest more money in constructing high-level or developing existing 

infrastructure. Priority will be given to congress tourism by investing in 2-3 

major conference centers in the two biggest cities, Athens and Thessaloniki. 

Additionally, marinas will become double their present number and along with 

3-4 embarkation ports suitable for hosting cruising ships will support nautical 

tourism, which can contribute highly to the country’s overall tourism income 

(Diagram 15). It is vital to abolish any restrictions and bureaucracy issues 

concerning vacation home and large-scale integrated resorts development and 

exploit usefully any unused tourism assets. 

3. Make access and transportation to Greece from all around the world easier. This 

can be implemented by establishing more direct flight routes from emerging and 

long-haul markets, by making airport charges less costly and by simplifying 

entry procedures e.g. for Schengen Visa processes. 

4. Reorganize the country’s tourism capabilities and expertise. First of all, 

universities must offer a tourism degree (undergraduate and graduate) 

recognized widely abroad and adjust their academic curricula to supplement this 

degree with the required technical capabilities. Moreover, as the McKinsey 

report states, “it is critical to set up eight functions (i.e., tourism strategic 

planning, source market and product management, marketing execution, 
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channel/sales support, accreditation, sector intelligence, fast-track for large 

tourism investments, tourism operation facilitation / local tourism KEPs).”72 

Existing capabilities will be extended and Tourism Ministry along with the 

Greek National Tourism Organization (GNTO) will be reorganized to respond 

more quickly and efficiently to the changes in the tourism environment, 

international and domestic and to carry out PPP (Table 14). 

 

Table 13.  THE NEW TOURISM STRATEGY73 

 

The implementation of this new strategy is estimated to secure a minimum tourism 

income of 10 billion Euros per year in the next 5 years and over 25 billion Euros per 

year in a ten-year perspective. The increase in demand is expected to come mainly from 

foreign visitors (about 62%), their total number arriving to Greece will increase by 48% 

until 2021 and their daily expenditure will rise by 32% by 2021 (Diagram 16)74. 
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Diagram 14.  Greece’s source market and product focus driven by fundamentals 75 

 

 

Diagram 15.  Opportunities in the cruise industry 76 
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Table 14.  EIGHT CRITICAL TOURISM FUNCTIONS 77 

 

 

 

Diagram 16.  Prospects of tourism demand 78 
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Energy 

 

The energy sector contributes by roughly 4% to the Greek GVA and determines 

decisively the competitiveness of domestic industries. The sector’s GVA contribution is 

higher in comparison to other south-European countries and Germany and was growing 

from 2000 to 2008 uninterruptedly, while at the same time in the countries mentioned 

above there was a decline throughout the decade.  This is attributed to the sector 

inefficiencies.79 

 

The Greek energy sector is characterized by the fact that energy consumption is high 

(Diagram 17), fuel efficiency is low, productivity of labor and capital is also low and 

the energy mix used is expensive. Compared to other countries of south Europe and 

Germany, Greek households and commercial stores consume 40% more electricity, 

while transportations also require 10% more fuel. The current energy mix consists very 

much of petroleum products instead of less costly gas used in other countries. If 

predictions for future use of renewables are verified, costs may increase even more. 

Nevertheless, regulated low electricity tariffs and the efficient use of electricity by the 

industrial sector maintain a low energy cost compared to other European economies. It 

is possible, though, to achieve even lower costs once these inefficiencies are 

addressed.80 

 

Another negative aspect of the energy sector is its limited ‘extroversion’, since Greek 

energy firms have a relatively insignificant part in the international energy field. 

Additionally, their activity across the value chain is considered narrow and when it 

comes to oil and gas upstream activity things are even worse, due to their complete 

absence from this field. Their part in the manufacturing of infrastructure for the sector 
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can be described as rather small. All the above result in pessimistic growth prospects for 

the country’s energy sector.81 

 

 

Diagram 17.  Energy consumption levels per capita 82 

 

These pessimistic prospects can be reversed once a series of policies are put into action. 

It is necessary to set as many as 14 priorities grouped into four areas that energy firms 

and the Greek state must think of (Table 15): 

1. More efficient energy use. This can be achieved by rationalizing energy 

consumption in buildings (Diagram 18) and transportation. An effective 

building energy efficiency program will be of great help towards the 

implementation of such policies, as it will set specific construction and 

renovation standards that everyone will have to comply with and eventually 

favor the manufacturing and construction sectors. According to estimations, this 

will result in a GVA increase of about 1.5 billion Euros per year until 2021. 

2. Improve productivity. Estimates show that with regards to electricity, higher 

efficiency and productivity can help lower unit costs by a minimum of 10-15%. 
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For the petroleum sector, respectively, unit costs can be lowered by at least 5-

10% with an estimate of 6%. These goals can be achieved through a series of 

actions, which (McKinsey&Company,2011) “include availability, operating 

efficiency (fuel, labor and third party costs) and capital productivity 

improvements, reducing power transmission and distribution losses (e.g. by 

installing smart meters, and minimizing informality / illegal imports in 

petroleum retail.)” 

3. Optimize the energy mix by means of evaluating fuel and technology 

substitution alternatives as far as (McKinsey&Company,2011) “security of 

supply, financial impact and environmental implications” are concerned. This 

requires an integrated country strategy which will point out any necessary 

revisions of the plan towards the EC202020 targets and, thus, ensure proper 

balance of environmental and economic sustainability – concerning CAPEX 

and OPEX implications (Table 16). Finally, it will be vital to prepare and carry 

out (McKinsey&Company,2011) “an economically viable and sustainable plan 

for the interconnection of the islands.” 

4. Reach higher levels of ‘extroversion’ and exploitation of the sector’s value 

chain. Priority must be given to upgrade Greece’s geopolitical role in the 

region, with more active participation of Greek energy firms in gas 

infrastructure and power projects, effective promotion of energy products’ 

exports in the next five years and multiplication of the upstream oil and natural 

gas potential. 

 

The implementation of a comprehensive policy in the energy sector may bring in GVA 

of nine billion Euros by 2021 and improve trade balance by nearly one billion Euros.83 
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Table 15.  THE NEW ENERGY STRATEGY84 

 

 

 

Diagram 18.  Energy efficiency opportunity in buildings 85 
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Table 16.  RENEWABLES86 
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Manufacturing – Food processing 
 

In the past 20 years Greece, following the EU-15 trends, has been deindustrialized and 

the manufacturing sector contribution to GVA has decreased from 13% to only 8%. 

Despite its losses, the manufacturing sector is still the second largest GVA contributor, 

and holds third position in employment among the country’s ‘production’ sectors. 

Considering its contribution to tax revenues and social security contributions, the 

manufacturing sector is still leading. 

 

In comparison with other economy sectors, the majority of the companies that employ 

more than a hundred employees are involved in manufacturing (Diagram 19). Among 

these are a lot of large scale export-oriented companies, running by the most modern 

standards and being highly competitive internationally. Any existing cross-sector 

macroeconomic obstacles have to be removed towards creating a business-friendly 

environment and assisting the competitiveness of these extrovert companies.87 

 

 

Diagram 19.  Economy sectors and companies with 100+ employees 88 
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Four broad sub-sectors are included in the manufacturing sector: 

1. Food processing, which contributes to the manufacturing GVA by nearly 30% 

and employs  about 20% of manufacturing labor force; 

2. Heavy industry, which contributes to the manufacturing GVA by 26% and 

employs 33% of manufacturing labor force; 

3. Beverages subsector, which contributes to the manufacturing GVA by 10%; 

4. A set of smaller size subsectors, involving in various manufacturing activities, 

which contribute to the manufacturing GVA by 34% (Table 17). 

 

Table 17. MANUFACTURING SUBSECTORS89 

 

 

Food processing is the largest of the manufacturing subsectors. Due to the strong 

demand for packaged foods around the EU and “the more regional competitive nature of 

the sector” (McKinsey, 2011), it continues to grow. Heavy industry consists of a smaller 

number of firms known for their international presence in fields such as metals, cement 

and mining. These firms can be supported by measures affecting other sections of the 

economy, as well as by reducing their energy costs. Beverages include mainly large 
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multinational companies and some local ones, which can benefit from the cross-section 

reforms. The rest of the manufacturing section includes publications, communication 

equipment and is characterized by fragmentation and diversity.  

 

In food processing, there is abundance of the best quality raw materials, specialized 

knowledge and relatively low cost levels (in some categories). All these justify Greece’s 

great potential of increasing its output and exports while containing imports, especially 

in four categories: oils and fats, fruits and vegetables, dairy and bakery products.90 

 

Of course, in order to achieve the ambitious goal of exports growth, Greece has to 

eliminate a number of persistent problems, such as (McKinsey, 2011) the absence of 

“large scale modern and productive capacity, product innovation and international 

market access”. For instance, Greece’s olive oil exports go to Italy in bulk and Italy 

exports it again after bottling it and earns a 50% premium on the price of the final 

product (Diagram 20). There are also great possibilities in the fields of Greek feta 

cheese and yogurt, since the country’s market share is relatively low, 28% globally for 

feta and 30% in the US for yogurt. 

 

Diagram 20.  Greek exports 91 

                                                           
90

 McKinsey & Company, 2011, “Greece 10 Years Ahead – Defining Greece’s new growth model and 

strategy”, McKinsey & Company, Athens Office, p.48 
91

 McKinsey & Company, 2011, “Greece 10 Years Ahead – Defining Greece’s new growth model and 

strategy”, McKinsey & Company, Athens Office, p.49 



 

44 

 

 

 

Top priorities and measures taken to assist the manufacturing section can be grouped 

into four strategic directions (McKinsey, 2011):92 

1. “Prioritizing target export markets. The would first involve the clustering of 

foreign markets based on common retailer presence and commercial synergies 

and a subsequent prioritization of these markets based on their size, growth 

potential and receptiveness to Greek products (proxied by Greek diaspora and 

tourist origination). Top priority markets include North America, UK, 

Germany/Austria, and the Balkans. Priority markets include Italy, 

France/Belgium, Scandinavia, Russia, Australia, and selected CEE countries 

(Diagram 21). 

2. Step-improving product value proposition and innovation. Initiatives include the 

introduction of a globally visible and recognizable certification mechanism for 

original Greek products and product-specific actions, such as packaging and 

branding olive oil and substituting imports of other oils (i.e., sunflower, palm) – 

mainly for wholesale use -, further driving product innovation and advertising of 

place of origin for Greek flagship dairy products (strained yogurt and feta 

cheese), and selectively marketing high-potential, non-feta cheese categories. 

3. Increasing Greece’s processing capacity and efficiency. Examples of important 

initiatives here would be the development of 4-6 modern large scale processing 

and packaging units (for priority products such as olive oil, olives, tomatoes and 

potatoes) strategically located close to raw material supply. 

4. Securing strong commercial access to priority target markets. An important 

action would be to establish the ‘Greek Foods Company’ (private company of 

Public-Private Partnership – PPP), to provide competitive Greek products and 

manufacturers extensive access to priority target markets by building up and 

managing wholesaler and retailer networks, coordinating marketing and trade 

marketing campaigns and developing and managing a limited retail ‘Greek 

Products Corner’ store network in high traffic locations in top priority markets.” 
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It is estimated that by 2021 the annual contribution of the sector to GVA will be about 

six billion Euros, while there will be 120,000 new jobs and the trade balance will 

improve by some 1.2 billion Euros.93 

 

Table 18. THE NEW MANUFACTURING STRATEGY 94 
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Diagram 21.  Market targets for Greek exports 95 
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Agriculture – Crops agriculture 

 

Throughout history, agriculture has played an important role to the Greek economy. 

Some 500,000 people work in the sector, almost 13% of total employment. Agriculture 

accounts for about 4% of the country’s GVA, which is three times larger than the 

average ratio of the EU-15, and possesses fifth place among other sectors contributing 

to the Greek economy output. Besides, it supports rural and environmental development 

and has positive impact on other sectors of the economy, for example on food 

manufacturing.96 

 

The main characteristic of the sector, which includes crops, livestock and fishing, is low 

productivity, lying about 44% lower EU-15 average rate according to Eurostat pre-crisis 

GVA per person employed statistics (€17,200 versus €30,900 of EU-15 average). In 

addition to this, Unit Labor Costs have increased by almost 100% from 2000 to 2008, 

resulting in a further loss of competitiveness, whereas labor costs in Germany, Italy and 

France increased by 3%, 23% and 38%, respectively.97  

 

Of the three sub-sectors mentioned above, crops agriculture contributes 62% to GVA 

and employs 80% of the labor force working in agriculture. Before crisis begun, crops 

agriculture faced numerous challenges; the decline of overall production by more than 

15%, an increase in production costs by 40% and prices by roughly 25% and the 

worsening of the trade balance because of imports increasing at a higher rate than that 

of exports (44% versus 28%, respectively).98 

 

Compared to Italy’s and Spain’s achieving 10% and 13% shares of major European 

markets, respectively, Greece’s share is below 2%. This is relevant to the absence of an 

integrated product and export plan. Labor input and land productivity are well behind 

those of other competitive south European countries (Diagram 22), as numbers indicate. 
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Agricultural units, averaging about 5 times smaller than EU-15 levels, result in 

production fragmentation and loss of competitiveness internationally. In spite of these 

difficulties, Greek agriculture has the potential to achieve higher competitiveness levels, 

become more extroverted and substitute imports, through the implementation of an 

integrated policy to its most dynamic categories.99 

 

Any problems hindering the sustainable growth of the crops agriculture sector need to 

be solved effectively. The following nine potential measures proposed by the McKinsey 

study (2011) are grouped in four strategic directions (Diagram 22):100 

1. “Differentiating and focusing Greece’s product and market strategy. This 

involves clustering products into four distinct groups - i.e., ‘consumption 

majors’; ‘domestic / processed-focused’; ‘emerging traders’; ‘export engines’ - 

and tailoring their production and commercial strategies to their fundamentals 

(Diagram 23). In addition, Greece should focus on developing a dedicated 

proposition and scale in ‘niche’ (PDO and non-PDO) categories (e.g. mastiha, 

saffron, asparagus), further assessed as secondary ‘rising stars’.  

2. Improving competitiveness through scale, productivity and quality. This 

involves revisiting arable land allocation to products, potentially utilizing 

publicly-owned land (e.g., with long term leasing) to increase scale and 

introducing modern methods to boost land productivity while providing relevant 

incentives that are output and result based (e.g. proven capacity and production, 

investments in modern methods). The launch of a new standardization and 

certification mechanism for agricultural products and methods (inducing 

biological farming) would also be critical.  

3. Securing international market access and presence. This involves establishing 

the ‘Greek Foods Company’ (private company or PPP to pool production, 

coordinate, establish and manage distribution networks abroad (same platform 

as in the food processing sector), while launching an aggressive Greek 

agricultural products campaign.  
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4. Revamping capabilities. This involves establishing an Agriculture University 

degree focusing on both business and practical agricultural aspects, and creating 

an ‘Agricultural Development Institute’ to disseminate and promote know-how 

and innovation to agricultural units and cooperatives. Finally, introducing 

incentives for new farmers focused on scale and exports oriented faming so as to 

rejuvenate the labor force and create additional employment opportunities.” 

 

It is estimated that by 2021 the annual contribution of the sector to GVA will be about 

4.5 billion Euros, while there will be 140,000 new jobs and the trade balance will 

improve by some 2.7 billion Euros.101 

 

 

 

Diagram 22.  Land and labor productivity and quality comparisons 102 
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Diagram 23.  Land area comparisons 103 

 

Table 19. THE NEW AGRICULTURE STRATEGY 104 
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Diagram 24.  Priorities and strategies over different product categories 105 
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Retail and wholesale 

 

Retail and wholesale is the greatest sector of the Greek economy, since it contributes to 

the total GVA by 19% and employs 18% of the total labor force. It is considered to be 

one of the most dynamic sectors, achieving growth rates over 100% higher than those of 

the economy in total. The key sub-sectors are to be examined; grocery, apparel and 

electronic appliance, which together have a share in retail sales greater than 50%.106 

 

Of course, there is still much to be done towards improving productivity (GVA per hour 

or per m2) of the retail sector, which is 30% to 40% lower than EU-15 average score. 

Furthermore, as Diagrams 25 and 26 show, there are productivity gaps across sub-

sectors. In the following lines, the main features and problems of the retail sector are 

being analyzed by McKinsey (2011)107 (Diagram 27): 

• “Format mix. International experience indicates that, especially in grocery, 

larger formats are generally more productive. However, the Greek market, 

especially in grocery and apparel, has almost double the number of stores per 

capita compared to Europe and a relatively larger share of fragmented trade 

(Diagram 28). This format mix is driven by consumer preferences, regulatory 

costs and restrictions, and sector informality. Online retailing penetration is also 

low in Greece compared to peers. 

• Operating model. Greek retailers are challenged by the limited usage of 

innovative IT and supply chain management solutions, high transportation costs 

to remote areas, lower transportation operating productivity (Diagram 29), and 

lower labor flexibility compared to peers. 

• Upstream value chain. Wholesales in Greece appear to be less productive than in 

other countries due to lower scale, driven by heavy category specialization and 

observed lower levels of sophistication in terms of inventory management, 

customer service levels and warehouse management. 

• Market competition. While retailers’ concentration is similar to, or below that of 

other EU countries, supplier concentration, specifically for selected categories 
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within grocery, is higher. This is partly driven by the lower penetration of 

private label products (12% versus an average of 24% for selected European 

countries) and the lower penetration of discounters (6% versus average of 13% 

for some other European countries).” 

 

There are 10 measures that could be of great priority both for the Greek state and all 

those involved in the retail sector and can be grouped in two major directions (Table 

20):108 

1. Reinforce competition to a higher level, increase commercial investment and 

strengthen regulations abidance. It will be crucial to define commercial zones in 

and out of the city areas, in order to make things easier for commerce 

investments. Estimates show that the establishment of large single stores is more 

likely to account positively for GVA in comparison to larger multi-store 

formats. In addition, the abolishment of retailers’ constraints to sell products of 

specific categories, such as OTC drugs and baby food, and the enhancement of 

price transparency (by assigning a more active role to the Price Observatory and  

other responsible sector agencies) will be of great importance to the cause. It 

will be also useful to exploit the benefits of instituting platforms for comparing 

price / performance, following German standards of ‘Stiftung Warentest’. 

Finally, the Competition Committee must be more staffed and conduct intensive 

informality controls on unlicensed traders.    

2. Achieve higher retailer and wholesaler productivity rates. This requires larger-

scale players in the market, through merge-encouraging policies by the state for 

small and medium enterprises, along with selective investments in IT, logistics 

and e-commerce in order to gradually improve value chain efficiency. It is of 

great importance to lift any rigidities in the retail sector labor market, for 

example employee mobility across stores, split daily shifts, liberalize as soon as 

possible public road transportation and establish simpler reporting rules and 

obligations.     
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Considering upside, it is estimated that by 2021 productivity will increase by roughly 

22% and retail sales by some 1.5 billion Euros. The annual contribution of the sector to 

GVA will be about 4 billion Euros (2.5 billion direct and 1.5 billion indirect), while tax 

revenues will be higher by some 0.6 billion Euros.109 

 

 

Diagram 25.  Pre-crisis Greek retail productivity compared to EU-15 averages 110 

 

 

Diagram 26.  Pre-crisis retail sub-sectors’ productivity compared to EU-15 averages111 
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Diagram 27.  Productivity gap factors112 

 

 

Diagram 28.  International productivity and mix references in grocery113 
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Diagram 29.  Transportation operating productivity in Greece114 

 

Table 20.  THE NEW RETAIL SECTOR STRATEGY 115 
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Rising Stars 
 

Greece possesses or has the potential to develop a relative competitive advantage in 

eight niche areas of expanding economic activity. Up to now, these areas are rather 

small in size; nevertheless they could account for a substantial share of the total GVA 

and create thousands of new jobs, thus effectively assisting Greece’s New Growth 

Model and acting like the ‘secret hopes’ of the country for a more innovative and 

dynamic future in entrepreneurship. According to their size and timing of projected 

accountancy for GVA, the rising stars are described as primary or secondary.116 

 

The six primary rising stars for the next five to ten years consist of (McKinsey, 

2011):117  

1. “Manufacturing of generic pharmaceuticals; 

2. Aquaculture; 

3. Medical tourism; 

4. Elderly care; 

5. Regional cargo hub development; 

6. Waste management” 

 

The two secondary rising stars are (McKinsey, 2011):118 

1. “Specialized food categories; 

2. Development of graduate and post-graduate classics education programs” 

 

The potential total contribution of the eight rising stars to GVA by 2021 may be as high 

as 7 billion Euros and 70,000 new jobs.119 In the following pages there will be a brief 

analysis on the current situation and future prospects of the six primary rising stars. 
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Manufacturing of Generics Pharmaceuticals 
 

The Greek economy is suffering deep recession consequences and the state is 

committed to raise the relatively low share of generic drugs, which currently represent 

32% of unpatented drugs sales, whilst in Germany, Italy and the UK (Diagram 30) their 

share is 60%. Apparently, there is space for further development of the local generics 

market, which can result to higher sales inside and outside the country by 1 billion 

Euros in 2021 (2.2 billion Euros in 2021 versus 1.2 billion Euros in 2010). Local 

pharmaceuticals industries can benefit and expand their output and become significant 

international players, along with providing new jobs. 

 

The industry leverage will be achieved on condition that four strategic themes are 

adopted (McKinsey, 2011):120 

1. “Promoting generics attractiveness and penetration; 

2. Competing through scale, focus and innovation; 

3. Penetrating high potential export markets; 

4. Securing access to alternative financing sources”. 

 

Diagram 30.  Generics penetration in the Greek and international markets121 
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Aquaculture 
 

Aquaculture expands by 3% per year, accounts for 400 million Euros to GVA (2010 

stats) and exports 80% of its production, which by 90% consists of sea bass and sea 

bream. Almost 50% of the global sea bass and sea bream production takes place within 

Greece. The main priorities towards achieving higher competitiveness should be 

(McKinsey, 2011):122 

1. “Pursuing a phased product and market strategy; defend leadership position in 

sea bass and sea bream in core European markets, expand geographic coverage 

of existing products in Europe and broaden product portfolio into mussels; 

2. Building competitiveness through scale, product focus and labor efficiency; 

3. Ensuring systematic planning and regulatory compliance, in order to avoid 

excessive oversupply and major price volatility.” 

 

Table 21.  THE NEW AQUACULTURE STRATEGY 123 
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Medical tourism 
 

Medical tourism has been growing rapidly for the last fifteen years. The out-patient 

segment, which – among others – includes dental care, specific cosmetic procedures and 

eye surgery, is 3 to 4 times larger the value of the in-patient segment (for example, 

cardiovascular interventions and orthopedic procedures (Diagram 31). 

 

 

Diagram 31.  Medical tourism economics124 

 

In order to benefit from the global favorable trends, the policies in this sector should be 

directed towards (McKinsey, 2011):125 

1. “Developing a national strategy to position Greece in the ‘middle market’ with 

specific product/market focusing, primarily outpatient product focusing (e.g. eye 

surgery, cosmetics, fertility, obesity, hemodialysis), with only a focused 

inpatient offer (e.g. cardiovascular surgery, hip replacement) and geographic 

focus on Russia/CEE, Balkans, Middle East, the UK and Germany; 
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2. Establishing modern quality assurance and licensing and control frameworks, in 

particular for outpatient services, in order to satisfy the requirements of EU 

directives; 

3. Pursuing and maintaining ‘offer’ specialization to reduce costs through scale in 

key procedures; 

4. Leveraging networks to attract inbound volumes; 

5. Complementing the offer with the necessary auxiliary services for medical 

tourists (e.g. multilingual support, logistics support, informatics consultations 

and electronic patient record sharing, and closer links to the travel industry for 

‘wellness’ tourism). 
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Elderly care 
 

As a result of the global population ageing and the disproportionate cost created to 

healthcare systems (Diagram 32), there are opportunities for substantial income from 

elderly care. Out-of hospital programs and services provided for the elderly population 

should include (McKinsey, 2011):126 

• “Long Term Conditions (LTC) case management; 

• Care at home; 

• Telemedicine; 

• Medication adherence programs” 

 

 

Diagram 32.  Consequences of ageing population for healthcare systems127 
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Regional cargo hub development 
 

Greece is well positioned in a region where one of the three biggest intercontinental 

routes worldwide passes through (Diagram 33) and can benefit considerably from 

transshipment and gateway trade, exploiting to the highest level the port of Piraeus and 

other Greek cities (Thessaloniki, Kavala and Alexandroupoli). In order to achieve the 

goals named above, it has to stand up to the competition from Bulgarian, Romanian and 

Turkish ports, ensure operational stability (fewer non-operating days) and improve 

customs and faster unloading services. This will be implemented through (McKinsey, 

2011):128 

• “Reviewing  and enforcing legislation to ensure a smooth and continuous 

operation of the ports; 

• Improving the infrastructure that could help connectivity with the main ports 

(e.g. necessary port infrastructure, high speed cargo train lines).” 

 

 

Diagram 33.  International container trade flows129 
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Waste management 
 

Greece generates about 15% less waste volumes compared to EU-27 and relies on 

landfill for managing its municipal waste by 80% (versus 40% for the EU-27 average 

and less than 10% for certain Western European countries) (Diagram 34). 

 

 

Diagram 34.  Share of landfilling across the EU-27130 

 

It is essential for Greece to abolish land-filling practices and issue higher value-add 

methods of waste management, with the implementation of policies for (McKinsey, 

2011):131 

• “Incineration; 

• Recycling; 

• Composting; 

• Recovering more energy from waste”. 
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Privatizations 

 

The government’s privatization program relies on (Alpha Bank, 2011) “selling 

additional stakes in state-controlled entities, offering long-term concessions for 

commercial exploitation”. In exchange, the private-sector will participate in investments 

in infrastructure. Ports, airports, railway stations and other places will also be 

privatized. Furthermore, actions will be taken towards exploiting real estate assets. 

Hundreds of prime land pieces can be exploited for tourism purposes.132  

 

Prior to any actions taken, the Greek state has to (Alpha Bank, 2011) “define the zoning 

and building conditions for specific large state properties and establish surface rights 

and long-term leaseholds.”133 

 

In the Athens region, it is being planned to encourage (Alpha Bank, 2011) “commercial 

promotion of the west coast (Glyfada), the east coast (Marathon, Nea Makri and 

Rafina), the coast between Neo Faliro and Microlimano in Piraeus, as well as several 

major office buildings in Athens”. Above all, though, will be the commercial utilization 

project of the former airport at Hellinicon, with its land value being estimated at roughly 

4 billion Euros.134 

  

In the energy sector, the privatization program targets renewables and their rapid 

development, while in the area of transport infrastructure, its goal being to modernize 

existing airport and port facilities, thus supporting tourism, trade and growth, and to 

expand railways and road networks along with better managing. In addition, important 

reforms will take place in telecommunications sector (broadband infrastructure), and in 

gaming market for greater transparency.135 
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Privatization program will be conducted under two state-controlled companies, the 

Tourist Real Estate (ETA) and Real Estate Management Company of State Holdings 

(KED).136 The success of the plan relies merely on the government’s will to simplify 

time consuming procedures, while retaining transparency. The total value of assets – 

though quite underestimated - is about 300 billion Euros.137 The ultimate goal of the 

program is, by the end of the program in 2015, to generate some 50 billion Euros, with 

an intermediate goal of 12-17 billion Euros by 2013. If it succeeds, the country’s GDP – 

according to OECD projections – will grow by 22%, by 2015, while Greece will have a 

more competitive and dynamic economy. 138 
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Table 22.  THE 2011-2015 GREEK PRIVATIZATION PROGRAM139 
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Part V.  Policy implications and 
conclusions 

The Greek economy in the 1958-1975 period achieved high growth rates, by 

implementing quite successfully mid-term economic plans. Substantial amount of 

money were invested in productive activities, as well as infrastructure. Wages and labor 

market policies were rather in favor of businesses, thus unit labor costs remained 

relatively low. Nevertheless, internal savings and social security contributions were 

utilized for investment purposes with zero interest rates. 

 

The necessary structural reforms for the development of a more export-oriented 

economic model were never implemented and this had long-term influence on the 

economy.  Growth was based merely on domestic consumption and businesses never 

showed real interest in preparing for more serious competition with their European 

partners, although the treaty of association with the EEC countries had given them a 25-

year period of protection in order to converge. 

 

After entering the EEC, the economy growth model remained the same, with low 

investment consisting mostly of EEC funds. The rigidities and strict worker laws in the 

labor market, along with other negative aspects of the extensive public sector created 

unfavorable business environment and the economy faced deindustrialization and 

stagnation. 

 

In the mid-1990s some important reforms along with fiscal discipline gave boost to the 

economy and allowed the country to enter the Eurozone in 2000, but the Euro currency 

gradually revealed the long-term weaknesses of the economic model. When the world 

economy underwent crisis, Greece fell into recession and since then hasn’t recovered. 

The country has been given time, though, by its EU partners to implement a large-scale 

reform plan in order to raise structural weaknesses of the past.  
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Once the necessary reforms are implemented, along with a large privatization program, 

they should create a more business-friendly environment, restore the competitiveness of 

the economy and increase the chances of recovery from recession. The latter would be 

achieved through a 10-year recovery plan giving emphasis to developing primarily five 

major sectors – and secondarily eight ‘rising stars’ sectors – and creating a sustainable 

New Growth Model. 
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