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Greece: Tourism to help weather the
inflation storm

Double digit inflation will likely weigh on domestic consumption but
strong tourism inflows over the summer should help keep the
economy afloat

The Greek Prime
Minister, Kyriakos
Mitsotakis
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Strong start to 2022, notwithstanding inflation

The Greek economy started 2022 on a strong footing, with all demand components providing a
positive contribution to the 2.4% quarterly growth. Despite the speedy rise in inflation, private
consumption proved the most powerful growth driver, possibly reflecting the impact of improving
labour market conditions. In the first quarter, employment was up 11% YoY and the
unemployment rate fell to 12.5%, the lowest level since August 2010.

The Ukraine war's impact on commodity prices is bound to impact this positive pattern but it won't
derail the Greek recovery, at least in the short term. The energy price shock, amplified by the war,
is now showing up in full, with headline HICP inflation at 11.6% in June, and the much-exposed
housing and transport components at 31% and 25%, respectively. The 12% yearly gain of the food
component is also a reason of concern, as it will also hit lower-income households particularly
hard.

Admittedly, pressure on low earners' disposable income is being partly compensated by an
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increase in the minimum wage, but domestic consumption is expected to suffer nonetheless in the
second quarter. Consumer confidence lately started to fall again, with households lamenting

increasing budget pressures. An eventual shortfall from the domestic consumption front could be
at least partially compensated by a solid return of international tourist flows.

Double digit HICP inflation to weigh on domestic consumption
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Source: Refinitiv Datastream

A positive tourism summer season seems likely

Early indications from the tourism sector mean there's some optimism about developments over
the summer season. International travel services data for April showed that travel receipts were
above the corresponding month of 2019 (in pre-Covid times), with both average expenditure per
trip and inbound tourist flows on the increase. Most Covid-related health restrictions were lifted in

May and it seems unlikely they will be re-instated just at the start of the summer season,
notwithstanding a recent rise in cases.

Travel receipts might soon get back to pre-Covid levels
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The implementation of projects financed by European Recovery and resilience funds (RRF) is

another potentially powerful source of support for Greek growth, which will likely act through the
investment channel, more specifically in the energy and construction sectors.
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Public finance ratios to improve further

The public finance picture seems yet to have benefited from the combined effect of reopening-
related GDP growth and inflation on tax revenues. The recent spread widening episode fueled by
the acceleration in the normalisation of the ECB's monetary stance has not altered the debt
sustainability picture, at least in the short run.

With an average time to maturity of more than 18 years, substantial interest rate shocks can be
accommodated quite easily and the inflation tax effect on debt works most effectively. A decline in
the debt/GDP ratio to the area of 186% of GDP (from 193% in 2021) seems a distinct possibility. By
aiming at a primary surplus in 2023, the Greek government is sending an important credibility
message in a pre-election year. Debt sustainability requirements in a normalising inflation
environment will indeed require a return to a sustainable combination of primary surpluses and
decent GDP growth.

The Greek economy in a nutshell (YoY%)

2021 2022F 2023F 2024F
GDP 8.0 4.2 15 2.3
Private consumption 8.1 527, -0.1 7
Investment 193 7.8 2.8 6.0
Government consumption 3.9 1.7 0.8 0.4
Net trade contribution 0.8 0.9 0.2 0.0
Headline CPI 0.6 SN} 319 18
Budget balance as a % of GDP 14 5.0 =5l -1.6
Government debt as a % of GDP 193.3 183.7 178.7 173.6

Source: Refinitiv Datastream, all forecasts ING estimates

Author

Paolo Pizzoli
Senior Economist, Italy, Greece
paolo.pizzoli@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the

Article | 12 July 2022 3


mailto:paolo.pizzoli@ing.com

THINK economic and financial analysis

Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

Article | 12 July 2022


http://www.ing.com

