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ECONOMIC WEAKNESS  
Profound weaknesses within the Greek 
economy are continuing to create a sense 
of economic free fall. The adverse external 
economic environment in 2011 was 
accompanied by a perfect storm of weak 

domestic demand, rising unemployment and severe austerity 
measures, albeit with the latter still proving insufficient to bring 
government finances towards a sustainable position. These 
weaknesses will continue to hit the real economy in 2012 but 
there are some brighter points, with the government’s fiscal 
position expected to improve and the potential for agreement to 
be reached on cutting outstanding debt levels. 

RETURN TO DRACHMA? 
Greek policy makers are facing difficult choices in respect of 
which path the country should take to regain competitiveness. 
The first solution – a return to competitiveness while remaining a 
member of the eurozone - would mean accepting a period of low 
economic growth in Greece. The second solution – an exit from 
the eurozone - could allow a more rapid return to 
competitiveness via reintroducing and subsequently devaluating 
the old national currency. It would not however be easy to give 
up the shelter that eurozone membership provides and it would 
be neither a quick nor a cheap route to growth. 

INVESTORS’ NERVOUSNESS 
The decision last year to press forward with a higher, voluntary 
write-down of privately held Greek government debt was not 
unexpected but has not settled the market.  Over the last few 
months many have suggested that the proposed haircut of 50% 
would still not be sufficient. Angela Merkel too recently hinted 
this. As a result, negotiations have been protracted and at 
present are being delayed by hedge fund bond owners apparently 
wanting a higher interest rate on the new replacement bonds or 
pressing for a formal default so that default insurance will be paid 
out.  The delays being seen at best underline the ongoing 
uncertainty of the process and at worst remind us of the risk of 
the Greek government becoming insolvent. 

OUTLOOK 
There is clearly another hard year ahead for Greece, with a risk 
of unrest, disorderly default or being forced out of the eurozone. 
Consumer demand is hampered by uncertainty, falling wages and 
rising unemployment. Indeed, alongside the need for better tax 
collection, the inflexibility of the Greek labour market is a key 
area needing reform and a test for whether Greece can close the 
growth and competiveness gap on its neighbours and hence 
remain in the eurozone. 

MARKET OUTLOOK 

GDP: GDP anticipated to contract further in 2012.  

Inflation: Inflation expected to moderate.  

Interest rate: ECB expected to lower rates further after the 
December cut to 1%. 

 

Employment: Unemployment anticipated to continue rising 
over the year. 

 

 

ECONOMIC SUMMARY 

ECONOMIC INDICATORS* 2009 2010 2011F 2012F 2013F 

GDP growth -2.3 -4.4 -5.8 -3.9 -2.0 

Consumer spending -1.8 -4.6 -5.5 -5.2 -3.8 

Industrial production -9.4 -5.9 -6.6 -2.2 -3.2 

Investment -11.2 -16.5 -15.5 -12.2 -6.4 

Unemployment rate (%) 9.4 12.5 17.1 20.0 21.3 

Inflation 1.2 4.7 2.9 1.4 0.5 

US$/€ (average) 1.39 1.33 1.39 1.33 1.33 

US$/€ (end-period) 1.44 1.34 1.33 1.35 1.30 

Interest rates: 3-month (%) 1.2 0.8 1.4 1.2 2.2 

Interest rates 10-year (%) 5.2 9.2 17.7 27.7 21.6 
NOTE: *annual % growth rate unless otherwise indicated. E estimate F forecast 
Source: Oxford Economics Ltd. and Consensus Economics Inc 
 

ECONOMIC & POLITICAL BREAKDOWN 

Population 11.3 million (2010) 

GDP US$ 305.6 billion (2010) 

Public sector balance -10.4% of GDP (2010) 

Parliament Pasok 

President Karolos Papoulias 

Prime Minister Lucas Papademos 

Election dates 2012 (Parliamentary) 
2015 (Presidential)  

 

ECONOMIC ACTIVITY 

 
Source: Cushman & Wakefield 
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