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With growth expected to pick up further in 2020 and borrowing
costs continue to drop, the government starts talks with creditors
on relaxing fiscal targets.
Greece issues first 15-year bons as Fitch upgrades country’s
credit rating.
Prime Minister meets with Donald Trump and Emanuel Macron
to elicit support against Turkish aggression.

Greece has set high hopes on EastMed pipeline. However,
the project will need to overcome major obstacles.
A look at how ten years of economic crisis and fiscal
consolidation have changed Greece.
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With GDP growth for 2019 expected slightly above 2%, the recovery of the Greek economy has been
strong, when seen against the background of current European growth rates, but modest compared to
expectations and considering the depth of the recession that preceded it.
The strong tax stimulus announced by the government in the summer and the promises for further tax
cuts for 2020 have been reflected in Economic Sentiment which increased steadily throughout the
year, reaching a 10-year high in November, and Consumer Confidence, which reached a 19-year high
at the end of the year, according to the Foundation for Economic & Industrial Research (IOBE).
Consumers’ expectations of an increase in disposable income have so far not been translated into a
substantial increase in retail sales, which grew by 0.8% in the January-October period, compared to
1.4% in 2018. Food sales increased by a mere 0.6%. Increased optimism appears to have been
channeled primarily to durable goods, as electrical and household equipment sales rose by 6.9% and
new car registrations increased by 12.6%, Building activity also benefitted, with the number of
permits increasing by 8.6% and volume by 5.6% in the January-October period. Following the exemption
of new buildings from VAT, the volume of new buildings granted permits in September surged by 61.5%.
Increased optimism also led to improved tax collection and a large number of Greeks deciding to
participate in a program allowing them to settle their overdue tax obligations in up to 120 monthly
instalments.
Industrial production increased by 3.8% in the January-November period, a clearer sign that the
recovery is strengthening. Exports (excluding oil products and ships) increased by 5.1%, in spite of
stagnating demand among Greece’s European trading partners. However, the trade deficit widened,
as imports picked up once again. Revenues from tourism grew by 13.1%, reaching €17.5b in the first
10 months of the year, while tourist arrivals increased by 3.7%.
The jobless rate continued on its downward slope reaching 16.6% in October, dropping by almost two
percentage points in a year This was primarily due to new jobs in the tourist sector, reflected also in an
increase in flexible work contracts, which reached 54.9% of new jobs in 2019. However, net recruitments
dropped y-o-y in 2019 and were in negative territory in December, for the first time since 2014, indicating
that the decline in unemployment is decelerating.
Inflation dropped to 0.3% in 2019 from 0.6% in 2018 and 1.1% in 2017. However, excluding the impact
of reduced taxes, it actually increased to 1.3% from 0.7% last year and 0.3% in 2017, again a sign of a
modest upswing in demand.
The rate of credit expansion to businesses remained positive, standing at 2.5% in November, a modest
performance given the sharp credit contraction during the previous years. Households’ deposits have
been steadily increasing throughout the year reaching €114.9b, up €4.7b, but still far short of €196.8b
they had reached in December 2009, before the economic crisis.
GREEK ECONOMY
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Forecasts for 2020 range upwards of 2.1%.
The Greek government says it expects the
economy to grow by 2.8%, but has based its
budget on a more realistic 2.5%, which is
close to the forecast of the Bank of Greece.
The country’s creditors, including the IMF
and the EU Commission are less optimistic.

Forecasts for 2020 DGP growth
Greek Government
Bank of Greece
IOBE
EU Commission
IMF
OECD
EBRD

2.5 – 2.8%
2.4 – 2.5%
2.3 – 2.5%
2.2 – 2.3%
2.2 – 2.3%
2.1%
2.4%

Fifth post-bailout review under way
The growth forecasts are among the issues being examined by representatives of the country’s creditors
(the EU Commission, the ESM, the European Central Bank and the IMF) in the course of the fifth
post-bailout assessment of the Greek economy. Although this review is expected to be less stressful
than previous ones, as it is not related to any disbursement of funds, it will cover a number of important
pending issues, where the government needs to step up its efforts. These include among others:
•
•
•
•
•
•
•
•

the course of the privatization program
reform of the pension system
consolidating bank balance sheets and non-performing loans
delays in electronic auctions of real estate assets by banks
loans guaranteed by the Greek state,
the drafting of the new bankruptcy law
the state’s outstanding debts to third parties
the deregulation of the energy market

The review is expected to be made public in late February and approved by the Eurogroup in March,
while another two visits by the institutions’ representatives to Athens have been planned for March and
May.

Government ready to negotiate relaxing fiscal targets
During these meetings the government will be presenting its own case for relaxing the country’s fiscal
targets. Under the previous government, Greece had committed to achieving primary budget surpluses
of 3.5% until 2022 and 2.2% thereafter and up to 2060. PM Mitsotakis had pledged to renegotiate these
targets once he has established his credibility with the country’s creditors, aiming to create the “fiscal
space” that would allow him to implement the full package of tax cuts that he believes will reinvigorate
the economy. He would like to reduce the short-term targets to around 2% for 2021 and 2022 and 1.8%
after 2023.
The government argues that the current targets were agreed at a time when the GDP was shrinking and
worldwide and Greek borrowing costs were much higher. The IMF and the ECB appear to support the
Greek position, while the ESM and individual EU governments, most notably Germany, are
unimpressed.
As a temporary solution, the government has put forward three alternative proposals that would create
additional fiscal space without actually revising the 2015 agreement:
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•

•

•

Using the profits made by eurozone central banks from their Greek bond holdings (SMPs and
ANFAs), which are being returned to Greece as part of the agreement easing the country’s debt, to
finance investment projects by the Greek state. These revenues, totaling €7.7b spread between 2015
and 2020, are currently included in the definition of the primary surplus by Eurostat but are excluded
by the enhanced surveillance methodology.
Introducing a smoothing mechanism, which would allow the transfer of funds from overshooting the
surplus target from one year to the next. The surplus for 2019 was €4.96b, €560m above the 3.5%
target. If the proposal were accepted, this would be subtracted from next year’s target.
Excluding the costs incurred by Greece due to increased migration flows from the expenditure side
of the budget (€200-400m).

If the government has its way, it will be able to implement additional tax cuts this year, including a further
reduction of the property tax, ENFIA, and halving the “solidarity levy” imposed on self-employed earning
more than €20,000.
Finance minister, Christos Staikouras, says he would like to reach an agreement with the institutions
in the coming months and is expected to officially raise the issue at the March Eurogroup meeting.
Accordingly, Greece’s medium-term fiscal plan, which will be submitted by May, will include two fiscal
scenarios, one with the agreed targets and another with reduced targets. However, Germany has warned
the Greek side over the difficulties of passing a new agreement through parliament at this stage. Thus,
a decision is unlikely before the last quarter of the year, by which time the IMF will have released its
updated debt sustainability analysis, which will encompass the latest figures on GDP growth and cost of
debt servicing. This document should provide ample ammunition to the Greek side to defend its cause.
Credit rating still far below investment grade, despite recent upgrades…
On January 24th, Fitch upgraded Greece’s credit rating from BB- to BB and its outlook to from neutral to
positive, noting hat GDP growth and fiscal prudence were leading to government debt remaining at
sustainable levels. This leaves Greece’s sovereign rating between two and four notches below
investment-grade rating, according to the four main rating agencies, which would make its bonds eligible
for the European Central Bank’s bond-buying programme.

Agency

Rating / Outlook

Fitch
Moody’s
S&P
DBRS

BB / positive
B1 / stable
BB- / positive
BB (low) / positive

Distance
to investment grade
2
4
3
3

Last Upgrade

Next updates

Jan 24 2020
May 01 2019
Oct 25 2019
Nov 01 2019

July 24
May 08 Nov 06
Apr 24 Oct 10
Apr 24 Oct 10

The Prime Minister had pledged that Greece would reach investment grade within the first 18 months of
his government, that is by the end of 2020. This now seems overoptimistic, given that the rating agencies
have scheduled two revisions each for this year. The Bank of Greece now estimates that Greece’s
sovereign rating will reach investment grade by the first half of 2021. A recent report by Citi, noted that
Greece can look forward to several upgrades in the course of the year, but argued that it will need a
period of 2-4 years to reach investment grade.
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According to the same report by Citi, spreads on Greek bonds will shrink further during this year, reaching
100 BPS by the fourth quarter with the yield of 10-year government bonds dropping below 1%, possibly
as far as 0.7%. The report argues that Greece will have no problems in refinancing its debt in 2020,
raising up to €10b, well above the 4-8b officially planned by the Public Debt Management Agency
(PDMA).
…but markets appear more confident
On January 28th, immediately after the upgrade by Fitch, Greece issued a 15-year bond, raising €2.5b,
with a yield of 1.875%, close to what Greece paid to issue seven-year debt last summer. This is Greece’s
longest-date bond since the onset of the crisis in 2009, and a major step, given that the bond’s maturity
extends beyond the period covered by the measures adopted in 2018 by Greece’s European creditors to
lighten the country’s debt burden.
The bond sale, managed by Barclays, BNP Paribas, BofA, Goldman Sachs, HSBC and JP Morgan,
met with vigorous demand, with the final orderbook in excess of €18.8b. Once again, the participation of
real money investors was significant, with fund managers accounting for 68% of allocations and hedge
funds limited to 5%. 84% of investors originated from outside Greece.
... and by region

Distribution of investors by type...

UK 32%
Greece 16%
France 14%

Asset Managers 68%
Banks / Private Banks 14%

Germany/Austria/
Switzerland 10%
Italy 7%

Insurance / Pension 7%
Hedge Funds 5%
CB / OI 5%

Nordics 6%

Other 1%

US 4%

Others 11%

What is certain is that the markets have so far shown greater confidence in the Greek economy than the
rating agencies. In the course of 2019, yields of 10-year Greek government bonds had dropped from
close to 4.5% to below 1.5%, and to 1.14% in the last week of January. The spread against the German
benchmark has slipped by 250 BPS over the same period, while Greek bond yields have approached
those of Italian bonds. 5-year CDS for Greece are presently slightly lower than those for Italy. This is a
remarkable feat for a country that went through three bailout programs and has still not secured
investment grade rating.
10-year Greek government bond yields and spread against German benchmark
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2. Key economic indicators
The state budget posted a primary surplus of €4.96b in 2019, against a target of €4.4b
according to preliminary data from the Finance Ministry. State net revenues at €55b fell short
of the target by €7b.
The public debt dropped slightly in Q3 2019, q-o-q to €334.26b from €335.4b.
Households’ disposable income increased 3.5% in the third quarter compared to the same
period last year, reaching €31.9b. Households’ final consumption increased by 0.9%.
Unemployment rate continued to decline in October reaching 16.6%, from 16.8% in
September. The jobless rate among 15-24 years old and women stood at 35.6% and 20.2%
respectively.
Industrial sales declined by 7.9% y-o-y in November. Sales to the domestic market dropped
by 1.9%, while non-domestic sales dropped 17.3%.
The Commercial transactions' trade balance deficit increased by 7% in November (3.7%
excluding oil products and ships). Imports fell 5.3% y-o-y and exports 11.4%. In the January
November period, the trade deficit reached €20.1b, up 6.2% y-o-y.
The balance of travel services posted a €15.4b surplus in the January-November period,
up from €13.9b in the same period in 2018.
Industrial output declined 8.1% in November, after a 0.1% increase in October.
Retail sales grew in October by 6.6% y-o-y, while volumes were also up 7.1%.
Building activity returned mixed signals in October, with the number of new building permits
increasing by 12.6% while volume fell by 12. In the January – October period the number of
permits increased by 8.6% and volume by 5.6%.
Consumer confidence reached a 19-year high in December reaching -6.2 from -6.8 in
November, according to the Institute for Economic and Industrial Research (IOBE). Economic
sentiment also strengthened reaching 109, up from 107 in November.
New car sales were up 11%, in 2019, while new car registrations (including imported secondhand cars) increased by 12.6%.
Greek state’s total outstanding debts to third parties declined further in November to
€2.26b, from €2.46b the previous month, according to the Ministry of Finance.

Private sector new debt to the state increased by 737m m-o-m in November,
reaching €6.95b since the start of the year. Total debt to the state amounted to €105.4b.
The number of debtors reached 4.24 million.
The spread between loan and deposit rates remained unchanged at 4.15% in November.
Weighted average interest rate on new deposits was 0.19% and on new loans 4.34%.
Credit expansion in December remained negative, at -1.2% y-o-y. Private sector deposits
in Greek banks increased by €3.65b in December, after a small drop in November. The
annual growth rate stood at 9.8%.
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On January 22nd Katerina Sakellaropoulou was elected by Parliament to serve as the next President of
the Hellenic Republic. Sakellaropoulou was nominated by the ruling New Democracy party, but also
secured the backing of the main opposition party SYRIZA and the center-left KINAL. The Communist
party, the right-wing Greek Solution and Diem-25, the radical-left party led by Yanis Varoufakis
abstained.
Although the post of President is largely ceremonial, the election traditionally carries a disproportional
political significance. Until recently, the constitution required a three-fifths majority for the election of the
President. If this was not secured, Parliament was dissolved and fresh elections called. This was
designed to ensure a wider consensus, but in practice allowed the opposition to bring down the
government by blocking any candidate it put forward. This provision was amended last year by
Parliament, allowing the ruling party to secure the election of the candidate of its choice with a simple
majority of 150 votes.
By selecting Sakellaropoulou, Mitsotakis chose to send a clear message that he will seek to secure a
wide consensus on major issues. Sakellaropoulou, the country’s top judge, has no political affiliations,
but is believed to hold left-of-center views. She had been appointed president of the Council of State by
the SYRIZA government and has consistently taken a progressive stand on human rights and the
protection of the environment. However, during the crisis years, she adopted a cautious and balanced
approach on issues where individual rights clashed with the public interest, for example when ruling on
the constitutionality of pension cuts.
Both Mitsotakis and opposition leader, Alexis Tsipras, used the presidential election to gain political
capital. Months before the election, in a move designed to split government MPs, Tsipras had proposed
the reelection of the incumbent, Prokopis Pavlopoulos, a former New Democracy MP with close ties to
the statist wing of the party. Pavlopoulos, who as Interior Minister in the years that preceded the crisis
was responsible for a massive expansion of the public sector, was unacceptable to Mitsotakis and his
more liberal followers. The Prime Minister was the only New Democracy MP who had refused to vote for
Pavlopoulos when he was first elected in 2015. By nominating Sakellaropoulou, Mitsotakis reversed the
challenge: Tsipras would have to explain to his party why he preferred a right-winger to a candidate with
left-of-center origins.
Mitsotakis’ gamble paid off, but he may have displeased some of his followers. Former Prime Minister,
Antonis Samaras, who would have liked to be nominated himself, was absent on the day of the vote,
citing a pre-planned trip abroad. While most New Democracy supporters praised Mitsotakis on social
media for nominating Sakellaropoulou, there was also widespread disappointment with the choice of a
left-leaning outsider. A large number of posts suggested that an elder statesman with greater political
gravitas would have been a more appropriate choice at a time of increased aggression by Turkey. A
survey by Pulse, for Skai TV, showed a full 20% of New Democracy voters dissatisfied with their leader’s
choice.

w
POLITICAL
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What is your view on the selection of K. Sakellaropoulou?
New Democracy voters

37%

36%

10%

10%

7%

Strongly positive
Rather positove

SYRIZA voters

18%

35%

24%

13%

10%

Rather negative
Strongly negative

KINAL voters

36%

0%

10%

20%

30%

30%

40%

50%

20%

60%

70%

80%

8%

90%

6%

No view

100%

The pursuit of consensus is clearly not universally accepted by New Democracy supporters. Mitsotakis
will have to settle for being recognised as the man who nominated the first female head of state, at least
until the new President proves her worth on the job.

The Prime Minister’s effort to secure consensus met with a brick wall from opposition parties when it
came to the electoral law.
Mitsotakis had pledged, before coming to power, that he would seek to replace the electoral system of
proportional representation introduced by SYRIZA, with a system that would favor the party that wins the
plurality of the vote and allow the formation of a stable government. To discourage the party in power
from tampering with the electoral law to suit its own agenda, the constitution provides that any change in
the electoral law comes into effect in the next-but-one election, unless a two-thirds parliamentary
supermajority (200 or more votes) is achieved.
The bill presented by the government gives the largest party a bonus of 25 seats, if it secures more than
25% of the national vote, rising to 50 seats if it exceeds 40% of the vote. The law also reintroduces a 3%
threshold for a party to be represented in Parliament. The larger the cumulative share of the parties that
fail to reach the threshold, the easier it becomes for the first party to secure a parliamentary majority. In
practice, this would mean that the wining party would be able to form a government by securing 35-39%
of the vote.
By proposing a system that is more proportional than the one scrapped by SYRIZA – in the old version,
the 50-seat bonus was not dependent on the party’s share of the vote – Mitsotakis was hoping to secure
the support of at least part of the opposition, so that the law could be passed with 200 votes and come
into effect immediately. This was probably a non-starter, as SYRIZA and the Communist Party, which
between them control 101 seats, are in principle committed to proportional representation. In the end,
only the right-wing Greek Solution supported the bill which was passed with 163 votes.
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Significantly, the socialist party, KINAL, which in the past had proposed a similar system, voted against.
The party’s leadership is becoming concerned about the government’s high approval rates among its
followers and is desperately searching for issues on which to dissociate itself from K. Mitsotakis.
As the law failed to secure the two-thirds majority, the next election will be held under the existing
proportional representation system. This will almost certainly result in a hung parliament, where, to
command a majority, a coalition will need the support of both major parties. As neither party would be
prepared to enter such a coalition, a second election will need to be held, under the newly adopted
system, to resolve the deadlock.
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Greece, Turkey and the US: a brief overview
.
Greece and Turkey have been key strategic allies of the US in the region since the
announcement of the Truman doctrine in 1947, which sought to counter Soviet expansion
during the cold war. The two countries, in combination with Iran, were seen as a natural barrier
between the Soviet threat and vital oil-producing areas and strategic communication routes
in the Middle East. Turkey provided geographical proximity, valuable strategic depth and
powerful armed forces. Greece was Turkey's natural link to the West, while the Greek
archipelago, as a continuation of the Straits, secured control of access from the Black Sea to
the Mediterranean. Turkey however was always considered the strongest link in this chain.
Throughout this period, the US has sought to ensure that its two NATO allies resolve their
numerous disputes peacefully. The US administration has repeatedly intervened at times of
crisis to avoid a military escalation. The invasion of Cyprus by Turkey in 1974 was a notable
exception. In 1976, Henry Kissinger signed a statement declaring that the US would respond
“actively and unconditionally” to any attempt to resolve bilateral issues between Greece and
Turkey by military force.
Although access by the US and its partners to the Middle East’s oil reserves remains at the
center of this strategy, the nature of the potential threat has changed with the end of the cold
war. Endemic instability in the Middle East, the Islamic regime in Iran and the emergence of
Islamic fundamentalism have replaced the Soviet Union as the key threats. This has upgraded
Turkey's strategic role, while the refugee crisis and the threat of uncontrolled population flows
has strengthened its bargaining position towards Europe.
Greece cannot realistically hope to replace Turkey as a cornerstone of Western security in
the Eastern Mediterranean and the Middle East. However, as Ankara threatens to sever its
ties with the West and Washington’s influence over the Turkish leadership weakens, Greece
can clearly strengthen its role as a strategic ally.

Mr. Mitsotakis goes to Washington
Six weeks after Turkey and Libya's government under Fayez al-Sarrai signed an MOU purporting to
delimitate their respective maritime areas in the Eastern Mediterranean, Prime Minister Mitsotakis visited
Washington, in an effort to drum up US support against Turkey’s continuous provocations. The MOU
completely ignores the presence of a number of Greek islands, including Crete, Rhodes and other
smaller islands located along the corridor between Turkey and Libya, depriving them of their continental
shelf and exclusive economic zone (EEZ) and leaving them with just six nautical miles of territorial waters.
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The timing of the visit was unfortunate, as it came a few weeks after President Trump’s impeachment
vote in Congress and only four days after the killing of Qasem Suleimani with Iranian retaliation
imminent.
During the two men’s meeting at the Oval Office, questions by journalists focused almost exclusively on
internal politics and Iran. When the President was asked by a Greek journalist if he would demand from
Turkish President Erdogan to pull back from his provocative move, his reply was non-committal: “When
you’re talking about Libya, we’re discussing with President Erdogan, we’re discussing with many other
countries… I just spoke with Angela Merkel… We’ll be talking to Russia. A lot of countries are involved…
and it’s, right now, a mess.” Mitsotakis was obliged to intervene and point out to his host that Turkey is
infringing upon Greece’s sovereign rights and destabilizing the region. President Trump did not respond.
It is not clear whether the meeting held behind closed doors was more productive. Mitsotakis reported
that he had left Trump in no doubt about Athens’ position. “It became very clear to the American side that
we will not tolerate any violation of our sovereign rights,” he said. President Trump’s response was,
reportedly, unenthusiastic, urging his guest to avoid escalation and seek a peaceful solution with Turkey.
The two men also discussed an eventual purchase of F-35 fighters, but Mitsotakis may have displeased
his host by indicating that this could follow the current upgrading of F-16s, possibly starting in 2023.
However, he offered Washington strong backing over Iran, at a time when other European leaders were
more reserved in their support: “We have close relations with the Arab world, but we do not forget who
our allies are” he said while speaking at the Atlantic Council, a think tank, in Washington. “We stand by
our allies… and… I stand by this particular decision” he added.
Mitsotakis met with a warmer response during his meetings with Vice President Mike Pence, Foreign
Secretary Mike Pompeo and congressional leaders. Pompeo has consistently advocated a stronger
stand against Turkey, while the State Department has on several occasions criticized the Turkey-Libya
agreement. A few days after the visit it reiterated that the agreement was “unhelpful and provocative”
adding that Ankara’s claims are contrary to international law and that inhabited islands are on the same
footing as mainland coastline in the delineation of the exclusive economic zone (EEZ) and continental
shelf.
The US Congress, on the other hand, has passed several resolutions condemning Turkey’s invasion of
Northern Syria and proposed stronger sanctions. The bipartisan East Med Act, introduced by Senators
Bob Menendez and Marco Rubio, and adopted with reservations by President Trump, has sought to
place the tripartite co-operation between Greece, Israel and Cyprus at the center of US strategy in the
southeastern Mediterranean.
Mitsotakis also received a warm welcome at the Atlantic Council, where he outlined his government’s
reform agenda and urged American businessmen to invest in Greece.

Was the visit a success?
Speaking in Athens, US ambassador Geoffrey Pyatt, described the visit as extremely successful. “In 30
years as an American diplomat I’ve seldom seen such a genuinely warm and enthusiastic welcome for a
foreign leader” he claimed. A Greek government source declared that "Greek positions have never had
such a resonance with the American establishment." Both statements may overstate the importance of
the visit.
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At the same time, critics have argued that Mitsotakis should have taken advantage of the Iran crisis to
obtain a clear condemnation of Turkey from Donald Trump. Some argue that Mitsotakis should have
offered full and unequivocal Greek military support in a possible confrontation to convince the President.
Others argue that he should have leveraged the recently signed agreement to expand the presence of
U.S. military bases in Greece, to pressure Trump. The naval base of Souda Bay in Crete may play a
critical role in military operations in the Middle East. Opposition leader, Alexis Tsipras, who described
the trip as an “unprecedented fiasco”, asked the government to suspend the bill on the upgrading of
Greece’s defence cooperation with the US “until tangible support of our sovereign rights is guaranteed.”
In reality, the escalation of the Iran crisis made it very unlikely that the President would risk alienating
Turkey, the only US ally in the area talking to Iran. If Greek political leaders were – unrealistically – hoping
that Mitsotakis would obtain an unequivocal condemnation of Turkey by President Trump, they must have
been disappointed. What Mitsotakis accomplished in Washington was more limited, but still substantial:
1. He explained to his hosts that there are certain red lines with regard to its relations with Turkey that
no Greek government can go beyond.
2. He presented Greece as a reliable and predictable ally in a volatile region with which the US can build
a long-term strategic relationship.

One should not underestimate the importance of this second message. Successive Greek governments,
including the SYRIZA-led government of Alexis Tsipras, have worked hard to establish this position by
strengthening ties with the US, ending anti-American rhetoric and building a strategic alliance with Israel,
leveraging its huge influence in the US.
What is less clear is whether Mitsotakis managed to establish with Donald Trump a rapport which could
potentially balance the close, if complicated relationship between the President and R.T. Erdogan. Trump
may have threatened the Turkish strongman to “destroy the Turkish economy,” in a letter on Syria that
Erdogan said he “threw in the bin,” but he later declared he is “a big fan” and has played along with
Turkey’s plan to neutralize the Kurds in Northern Syria. In the President’s view, Turkey is not only a
critical, if unreliable ally in a troubled region, but also one of the world’s 20 largest economies offering
huge opportunities for business. This view is unlikely to change in the near future.

.

US military presence in Greece
US military bases (facilities) were established in Greece at the height of the cold war, in 1953. In
1984, the socialist government of Andreas Papandreou, who came to power on a promise to
put an end to US military presence in Greece, renegotiated and extended the agreement instead.
With the end of the cold war, the US closed down three of the four main facilities, leaving only
the air base at Souda, in Crete and the right to use the adjacent naval base, the largest and only
deep-water port in the Eastern Mediterranean. In 2001, the Americans removed the last nuclear
warheads from Greece.
Since then, developments in the Middle East and increasing tensions in US-Turkish relations
under President Erdogan have renewed US interest in Greek facilities. In 2018, the US begun
operating drones from an airfield in Larissa, in Central Greece, for intelligence, surveillance,
and reconnaissance missions “specifically to address threats emanating from the south.” The
SYRIZA-led government under Alexis Tsipras negotiated the use of additional facilities,
including two air bases in central Greece and the port of Alexandoupoli in Thrace, close to the
Turkish border. The negotiations were successfully completed by the current government in
October and the relevant bill is expected to be approved by the Greek Parliament soon.
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Unlike his visit to Washington, Mitsotakis’ meeting in Paris with Emanuel Macron in late January was
a definite success. The two men see eye to eye on a wide range of issues including the need for a
common European Asylum arrangement, climate change, the new European Green Deal and, most
importantly, security in the Eastern Mediterranean.
The French President pledged France would step up its strategic bond with Greece, adding that France
stands unequivocally by Greece and Cyprus against the Turkish provocations and violations of their
sovereign rights. Macron accused Turkey of exacerbating regional tensions but also failing to adhere to
the decisions of the Berlin conference on Libya. During his meeting with the Greek PM, he reportedly
shared intelligence on how Turkey is breaking the military blockade by sending Syrian mercenaries.
France will send an aircraft carrier to the Eastern Mediterranean in the next few weeks, which will
participate in joint exercises with the Greek fleet South of the island of Crete. The two sides signed a
declaration of intent for the purchase of two French Bellh@ra intermediate-size frigates, although
outstanding issues of price, payment and delivery schedule remain: The Greek navy must cover
immediate needs, while the first ultra-modern frigates will not be delivered to the French Navy before
2023.
The Greek Prime Minister also met with Total Chairman and CEO Patrick Pouyanne. The French energy
giant has secured permission for gas and oil exploration from the Greek government South of Crete.
Athens would like to draw Total, backed up by the powerful French military, into the Eastern
Mediterranean equation as a bulwark against Turkish aggression.
On the same day, the Greek-French Chamber of Commerce organized a forum in Paris, under the title
“Greece a Strategic Factor in Southeastern Europe: Trust is Reborn.” The forum was attended by
more than 24 French multinationals in the fields of energy, defense, construction, mining, waste
management, technology, insurance and tourism, including ΕDF, RTE, Total, Imerys, Engie, Suez,
Veolia, AKUOEnergy, EREN and VINCI Energy. The French are showing interest in the Greek
privatization program including the Public Gas Corporation (DEPA), the Power Transmission Operator
(ADMIE), the Electricity Distribution Network Operator (DEDDIE), the water companies of Athens and
Thessaloniki and waste management projects.

FOREIGN RELATIONS

18

δδδδ δδ δδδ δδδ δδδ δδ

In early January, right before the Greek Prime Minister’s visit to Washington, Greece, Cyprus and Israel
met in Athens to sign a long-discussed deal to construct a pipeline designed to move gas from the eastern
Mediterranean to Europe.
The 2,000-kilometre EastMed pipeline is intended to provide an alternative gas source for energy-hungry
Europe, transferring up to 12 billion m3 of gas a year from offshore gas reserves of Israel and Cyprus to
Greece, and then onto Italy. It could provide up to 10% of the EU's natural gas needs.
The agreement, which is the culmination of the growing cooperation between the three countries, was
heralded as “the crowning of a new geopolitical partnership” by the Greek Premier. Benjamin
Netanyahu, who first proposed the project almost ten years ago, spoke of “a historic day for Israel,”
before flying home urgently upon news of the killing of Qasem Soleimani. The project has the strong
support of the US, as it could reduce Europe’s dependence on Russian gas.

The enthusiasm of all sides, however, may be premature, given the significant obstacles the project must
overcome.
•

•

The pipeline would be the world’s biggest submarine pipeline in terms of length (1,900km of which
1,300 underwater) and depth (up to 3,000m). Though it is technically feasible, there are only a few
companies in the world with the necessary technical capabilities.
The cost of the project has been estimated at €7b, but could easily exceed €10b, as the experience
of NordStream has shown. It has been included in the EU’s Projects of Common Interest (PCIs),
which are eligible to receive public funds. However, the European Investment Bank is becoming
increasingly reluctant to finance any project related to fossil fuels.

•
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•

•

Then there are geopolitical considerations, not least the recent agreement between Turkey and
Libya, purporting to delimitate their respective maritime areas in the Eastern Mediterranean, which,
if applied, would disconnect the Greek and Cypriot Exclusive Economic Zones, meaning that Eastmed
would need the approval of Turkey to proceed. This is a major obstacle, that only the outright rejection
of the deal by the international community can overcome.
Last but not least, there is the key question of whether adequate quantities of gas to make the project
financially viable will be available. Egypt, which is the key energy player in the region, could supply
40 t ft3, mainly from the Zohr gas field, discovered in 2015, and possibly an additional 80-90 t ft3 from
the Noor field. Egypt however has a significant local market and two liquefaction stations already in
operation and has been examining the option of a third station in the Red Sea, to export gas to the
Far East. Israel has a capacity of close to 35 t ft3, while the reserves recently discovered by Cyprus
amount to around 20 t ft3. Cyprus is proceeding with further exploration activities, in spite of obstacles
raised by Turkey, while Greece has also joined the race, granting offshore exploration rights South
of Crete. However, it will be several years before these bear fruit. Given that Eastmed’s capacity
would be 10t m3 (350 t ft3), it is clear

.
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As the country enters a new decade, with optimism soaring, it is worth looking at how the last ten years
of economic crisis and fiscal consolidation have changed Greece, for better or worse. Achilleas
Hekimoglou, a Greek journalist, has compiled a set of statistics which give a clear picture of the
country’s transformation.

The economy
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Demographics

Education, technology & startups

GREECE IN NUMBERS

24
24

Energy, utilities & transport

Sources: ELSTAT, Eurostat, OECD, Bank of Greece, Telecommunications Regulator, Ministries
(Finance, Labour, Digital Governance, Interior Affairs, Environment & Energy), Athens Transport,
ΑΤΗΕΧ, Energy Regulator, Motor Vehicle Importers
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About the Greek Monitor
Greek Monitor Ltd is a consultancy offering monitoring and intelligence services on the Greek
political, economic and business environment. We seek to provide independent, concise and
timely insights into political, macroeconomic and sectoral developments to help you understand
the Greek market and assess prospects, opportunities and risks.
The Greek Monitor is a subscription product, addressed to companies and individuals with an
active presence or interest in Greece.
Our subscribers include multinational companies operating in Greece, hedge funds, professional
services firms, companies with major investments in Greece, Greek and foreign law firms,
European and other embassies in Athens and academic institutions.
Our reports are prepared by a team of analysts with no political affiliations and a diverse background
in economics, finance, business and the media.

Subscription options
The first copies of this newsletter will be sent free of charge.
Please see our website, greekmonitor.com for subscription options, invoicing and payment
methods. Each subscription is valid for up to three users within an organization.

Copyright
No part of this newsletter may be reproduced, or shared, without the prior written permission of
the Greek Monitor Ltd.

Disclaimer
No information provided in this newsletter should be understood as a recommendation to invest,
buy, or sell assets in Greece or elsewhere.

Feedback
We appreciate you feedback on the contents of our newsletter and look forward to your comments
and suggestions at research@greekmonitor.com
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