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Market aimed at stimulating inter-European trade. A solution
which, finally, would also cover the aspect of social

solidarity.

Allow me to insist, somewhat, on this last point which is
perhaps not so obvious. Communal solidarity within the EC has
two sides to it. Support for the lesser developed member-
countries through the structural funds, and the support of the
non-privileged strata of society -- workers' insurance, working
conditions and programmes for reducing unemployment. We can
observe similar phenomena in the broader economic area of the

western world.

Only here the roles are shared somehwat differently. The area
which is tending to become marginal is Europe in its entirety. I
would like to give you two examples. One refers to West Germany
which is rightly considered to be the heart of the European
economy. With the devaluation of the dollar, Germany is
exporting less in volume than it did in 1985 while its imports
have increased by 6%. The pressure on its national income will
obligé it to grow at a rate of less than 2% in 1988. The second
example is more typical, because it refers to the entire

Community.

Last year, the EC countries had a total external deficit in high
technology goods which is estimated at 10 billion dollars, while
the United States had a surplus of 1.3 billion dollars and Japan

a surplus of 8.6 billion dollars.

This aspect of the European problem was beautifully summarised
by Alain Madelin, France's Minister for Industry. "Europe," he
said, "has no other choice but to try and become a third pole of

equal weight with the other two. Otherwise, poor as it is in raw
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materials, politically divided and technologically dependent, it
is destined soon to end up as a sub-contractor of the other two

industrial powers."

The integration of Europe, for which 1992 has been set as a
deadline, aims precisely at creating the conditions in which
economies of scale and the encouragement of new products will
provoke an increase in productivity to the extent that Europe
can definitely establish itself as a third industrial power,

equal to the other two.

It is, I think, obvious that the road to 1992 will become very
difficult or even impossible if the entire western world was
plunged into a severe economic depression. From this point of
view, Europe, by promotihg a commercial cooperation which would
help the United States to restore its foreign trade without a

depression, would in effect be helping itself.

It would be creating favourable conditions for that member of
the western triad which is in danger of becoming marginalised by
compétition -- for Western Europe itself. This is the first
element of social advantage to be derived from a policy of

economic cooperation on a world scale.

The second refers to the workers, or rather to the unemployed of
Europe. At this moment, in the entire European area, the number
of unemployed is 16.7 million. The average unemployment
percentage in member-countries is about 11.5%. Greece, in this
respect, has managed to be in a better position, with an
unemployment rate of 7.5%. But any longlasting unemployment,
with the exception perhaps of a small percentage of transitory
unemployment, 1is not permissible in modern conditions. In this

respect, European integration in 1992 will not be of much help.
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Recent calculations have estimated the number of new jobs that
will result from the unification of the European market at 1.7
million. This is a negligible number compared to the 17 million

unemployed who will have to be absorbed.

It would be, therefore, a mistake for us to consider that the
achievement of a unified market in 1992 will absolve Europe of
the need for broader international cooperation. It would be a
mistake to consider unification as the stepping stone for future
European domination. It would be an almost egually dangerous
mistake to for the United States to base themselves on the
devaluation of the dollar in order to prevail over their other

two partners.

The proper way is to look at 1992 as the basis for a policy of
equal cooperation with the other two strong economic poles in

the modern western world.

Moreover, we should not overlook the fact that 1992 is perhaps
not so near as it looks on the calendar. In order for
unification to be achieved, 300 of the Commission's proposals
need to be accepted. So far, only 69 of these have been passed.
If one adds the establishment of a Central European Bank and the
currency unification of Europe, measures which Greece supports
within the measure of its powers, we see that a long road still
has to be travelled before a strong enough Europe can be created

which can cooperate on equal terms with America and Japan.

A long road and a good deal of work lie ahead for all and,

naturally, for the Greek presidency which begins on July 1.
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Mister President,

I thank vyou fo¢r the opportunity you give me teoday to addrecss
such & distinguished audience and to present the Greek economy
as & whole as it i1s today, hut also i1te prospects, both 1mme-—

diate and long-term.

Ladies and Gentlemen,

Before starting, I would 1ike to welcome you and to thank
Euromoney but alsc the five banks which adopted 1ts 1nitiative
for the organization of this Congress i1n the City ¢of Athens.
I hope that your two-day work, with the presence of so0 many
distinguished speakers, will aliow you to shape a clear pic-
ture of whiat has bheen taking place 1n our country 1in a period
whien the European economy has entered a new decilsive stade for

1ts 1nternal i1ntegration.

] would also like to convey to you the greetings of the Min-
1ster of Naticnal Economy Mr. P.Roumelictis, who regrets tor
not being akle to be here with us today. Officlal engagsments
obliged him to accompany the President of the Republic in an

cfficial wvisit abroad.
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Ladies and Gentlemen,

In presenting the Greek economy and the economic policy, the
speaker of the Ministry of National Economy should explain
—and not necessarily justify - the ecdnomic situation and the
economic policy applied, as well as to make, in rough lines, a
summary of the economic prospects for tomorrow and for the
distant future. This is what I shall attempt to do. I hope,
however, that you.would agree with me that an economic policy
should be ‘explained = and ‘assessed - not only on the basis of
the needs of "today"; it should also proceed on the basis of
the experience and the necessities of '"yesterday" and have as
~a criterion the prospects and the limitations of "tomorrow" as

well.

1. Having made these introductory remarks, I would propose to

.\zou to consider the economic policy applied for four months

noew as marking the beginning of the third phase of the more

general economic policy of the Government which ensued from
the elections of 1981. The two previous phases of this eco-
homic policy were the period from October 1981 to October 1985
and the period from November 1985 to December 1987. Befors
explaining the policy of the present phase, it would be useful
to remind vyou of some characte}istics of the two previous
periods as well as of some characteristic magnitudes of the

period before 1981.
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First, I would I}ke to draw your attention to the two last
vyears before 1981: The Greek economy, not having adapted on
time to the necessities resulting from the two oil crises of
the '70s, appears in the years 1979 and 1980 .with some ° very

strong structural characteristics:

i), With a doubled current account deficit as a percentage of
GNP : from about 3,5% of GNP in 1978 to about 6% of GNP ' in

1979 and 1980.

ii) At the same time, inflews of non-borrowed capital as a
percentage of the current account . deficit decrease dramati-
cally during these crucial two years: from about 100% in the

period from 1975 to 1978, to about 56% in 1979 and 1980.

v_iii) The combined effect of these two factors produces a dan-

derous rise in the net liabilities of the country towards
fofeign countries, which from 0,3% of GNP in the period 15675 -

1978, multiply by seven times in'1979 and 1980 and thus become

— 2,1% of GNP.

iv) The vear 1981 is the year when the above magnitudes of the

" economy become permanent and deteriorate further, since within

one single vear the net borrowing reguirements of the public

éector double: from 8,1% of GNP in 1980 they rise to 14,3% cf

75




GNP in 1981. 1In that same year, 1981, the current account
deficit deteriorat?s even more and becomes 6,5% of GNP. 1In
addition, inflows of non—-borrowed capital, as a percentage of
the current account deficit (which was 100% in the period
1975-78 and became 56% in 1979 and 1980) decfease even - fur-
ther, do&n to 45% of the deficit during this year. Finally,
net overdue liabilities of the country towards foreign coun-
tries (which were 0,3% if GNP in 1975-78 and multiplied by
seven times to 2,1% of GNP in 1979.and 1980), 1increase still

further in 1981, becoming 3,1% of GNP.

Although I would not characterize-the figures of 1981 as par—

ticularly worrying, it is yet important to note that:

In the first place. they reached these levels tremendously

fast. within only two to three years. And precisely this is

~._wWorrying because it indicates a tendency of the economy.
a . i

\
\
\
\

In the second place. the external deficit as an absolute per-
centage of GNP (6,5%) does not appear perhaps to be particu-
larly worryvying, vet the percentage of this deficit is affected
by the fact that_ investments are barely growing, what is
identified as a permanent structural phenomenon of the econ-

‘omy. And this last fact jis worrying.

II1. Meny have criticized — in good faith I have to admit - the
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government policy of our first period (1982 to October 1985),

and the critic can be summarized as follows:

“"Since the downward process of the economy in the three-year
period 1979-1981 was already Kknown, why did you follow an
expansionary income, fiscal and monetary policy which would

preserve or even worsen the public and external deficits?"

1 shall argue that this critic — no matter how sincere it is -

suffers because it is incomplete. It ignores the real finan—

cial and social situation-of the country during these times

and it confronts our economic policy of the period 1982 - 1985

~under the simplictic - and therefore wrong — keynesian prism

of "overheating"”. And this becguse it ignores that especially
during the previous three years the income situation of the
working péople haa reached levels which were no more toler-
able. It ignores that the introduction and setting into
a;?ion of new social and economic institutions (which was a
request of the Greek society as a whole), the change in the
educational and social policies (health, welfare, etc.) aimed
at the establishment of a minimum level of social and economic

protection, all these things new for Greece but already very

0ld and well-established for the whole West—European terri-

tory have two characteristics:

firstly. thevy create the permanent and safe precondition for a
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minimum social consensus, which will allow the realization of

the modernization breakthroughs our economy and our society

are in need of and,

secondly, all these things involve cost: cost in public
expenditure, cost in foreign exchange, cost in monetary cir-

culation and., naturally, cost as regards inflation.

In other wbrds, it is the Government elected in 1981 which had
to assume the task of curing and modernizing the productive,
economic and social structures of an economy and of a society
which had not got modernized when it ought to have, 1i.e.

already twenty or at least ten years before that.

Yet it is a fact that the policy of the period 1982 to October
1985 has an influence on business profits and on Dbusiness
perspectives. The investment inertia established in the years
1979-1981 contihues during this period as .well. In fact,
perhaps it is getting even worse due to the more general res-
ervedness of the private sector which shows: to be sometimes
worried,-unjustifiedly 1 believe,. by the income and and social
pelicy of this period. However, I shall not deny that our
actions had, at times, their share as well for the anxiety or

the reservedness of businessmen during this first phase.

IT1. The period from October 1985 tc December 1987 marks the
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second phase of our economic policy. It is the period of the

Two—Year Stabilization Program, which I would also call "a

period of the realization of the truth'" as regards the Greek

economy. Of a "truth" which, as I mentioned above, should
have been "discovered" or rather revealed twenty or ten yvears
before. Some define one—-sidedly - and therefore wrongly — the
Stabilization Program of the period from October 1985 to
December 1987 as ‘"Austerity Program'". These sides ignore, and
I believe‘ on purpose, that during this two-year period, a
tremendous effort was being made for the restoration of
internal and external balances regarding, as a matter of fact.

the whole post—yar process of the economy.

The achievements of this two-year effort - which I must say
were vrealized in some cases with hard measures — are numerous

and important:

In the first place, a remarkable decrease. .of the current

account deficit with an almost absolute attainment of the aims

of its decrease set for the two years. More concretely, as a

percentage of GNP, the deficit decreased from 9.,8% in 1985 to.

4% in 1986 and to about 2,5% in 1987. In absolute and current
prices, the current acocunt deficit fell from 3,3 bn. dlrs. in
1985 and from 1,8 bn.dlrs. in 1986 to 1,3 bn. dlrs. in 1987.
And, _of course, 1t is of particular importance that the net

external borrowing for 1987 was almost zero, while in 1985 it
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was running at a rate of 31% and in 1986 at a rate of 21%. At

the same time, in the two-year period between 1985 and 1937
the supplies in foreign exchange of the'Bank of Greece almost

tripled.

1n the second place, both inflationary expectations and infla-

tion as absolute figures have already entered the track of
constant de—escalation. In the last two-year period we have
had a decréase in the rate of inflation by 9 percentage points
while in other European countries a decrease of 7 -8 percent-
age points was achieved through stabilization programs of a
five-year duration. 1In fact, I should underline that in' the
first quarter of 1988; after a negative inflation rate of Jan-
uary and February (a phenomenon which had not been observed in
our country for a decade) the inflation rate was 2,4%. I
should also remind you that in 1987 the inflation rate was
15,7% as against 16,9% in 1986, 25% in 1985 and about 26% in
}981. At the same time - and this is particularly important
—-the decrease of inflation in our country has taken and is
taking place without an increasé in unemployment, a thing usu-
ally observed 1in such cases. -0On the contrary, there was a
slight decrease in unemployﬁent in 1987. At present, our
country has one of the lowest percentages of unemployment in

Europe, amounting to about 7%.

In the third place an improvement of the competitiveness of
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the Greek. economy has Dbeen achieved, according to the most

recent estimations of the OECD.

In the fourth place, there has been an improvement of private

investmente 1in fixed capital in real terms, since in 1987,
after many vears, we had an important increase of 6,7%, while

a more vigorous recovery is expected for 1988.

In the fifth place during the last two yvears there has also

been a spectacular rise in the inflow of foreign capital for

investments. More specifically, between 1985 and 1987 approv-—

als for import ;n our country of foreign capital according to
[

the provisions of L.D. 2687/1953 and of P.D. 207/1987 gqua-—

drupled (1985: 37 mn. dlrs - 1987: 150 mn. dlrs.).

In the sixth place as regards the public sector deficit: this

deficit showed an important, decrease, although not to the

desired level: from 18% of GNP in 1985 it fell to about 13% in

1987.

Finally, as regards our net liabilities to foreign countries,
I would like to remind you that in 1981 we found them at 3,1%
of GNP. 1In the two-year reriod 1986-1987 we managed to lower
this percentage by about six times, which has now become 0,5%

of GNP.
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Iv. However, I would like to emphasize mainly the huge psy-
chological and social essence of the Stabilization Program. As
I already mentioned, during this two-year period the Greek
society and the Greek productive base were obliged, for the

L4

first time in decades, to come face to face with the truth,

i.e. with the necessities of economic reality. And one, I

think the most essential of these necessities, is that one

cannot consume. permanently and for a long time span, more

than what one produces. Thus, after the painful process of

stabilization, our economy was exposed to the truth. At the
same time, the productive base of our economy became conscious
of the fact that, apart from organization and rehabilitation

there is the dire necessity of capital accumulation as a pri-

mary factor of economic growth, which together with the

restoration of the domestic and international competitiveness

.0of the products, secure tomorrow's economic prospects.

V. The beginning of 1988 marks the third phase of our eco-
nomic policy. The two potentials I just mentioned - the res-
toration of macroeconomic imbalances and the consolidation of
a favourable climate in combination with business profits of
the two previpus years - allow the Greek economy to enter a
stage of self-propelled economic growth which will not jeop-
ardize the important achievements of the Stabilizatipn Pro-

gram. Thus, our economy has inaugurated its new, equally



difficult phase, the phase of growth 1in parallel with the

preservation of stability.

However, I would like to stress that the possibilities for a

spectacular recovery during the first year of this effort for

growth are not unlimited. Poth the absolute level of infla-

tion and inflationary expectations have marked a substantial

de-escalation, vyet the rate itself, although lowered., remains
still high: The Government will continue the effort for its
further dé-escalation and, I should repeat here that the fig-
ures of January, February and March 1988 are sufficiently
encouraging since, despite the easing of income policy and
despite certain cleariy better income expectations, the infla-
tion rate was negative (about -0,7%), a phenomenon which had
not been observed in the Greek economy for decades. During

the whole first qdarter this rate was 2,4% as against 4,7% in

the respective quarter of 1987.. Yet, we are fully conscious

of the dangers which exist and our concern for the preservat-

ion of stability remains unrchanged.

Particular emphasis will be given by the Government at the
front of publié deficits where, I have to admit, the power cof
resistance of, the mechanisins responsible for the creation and
for their swelling, is particularly strong. As was mentioned
by the Prime Minister, "the public deficits and their further

limitation are the main gcal of the economic policy of 1988",
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and I think, that certain important conclusions towards sev-

eral directions can be drawn from this declaration.

VI. To make possible the targets set for 1988, the individual

components of our economic policy will be as follows:

i) The income policy enters into a period of careful expan-

sion, which 1is not expected to have a negative impact on the
stability of the economy, since at the same time care is taken
for the increases to be sustainable by the economy. An example

of this policy is the recent National Collective Agreement.

ii) The fiscal policy is formulated in such a way as to allow

a reduction of net borrowing requirements of the public sector
by about one percentage point (from 13,3% of GNP in 1987 to
12,2% of GNP in 1988). At the same time, a fundamental reform
of the tax system is being attempted with a view to its
rationalization and simplification, a more. fair distribution
of tax burdens and, finally, & tax relaxation for the average

tax payer. The policy applied in public expenditure is in

line with the attainment of macroeconomic targets, it

expresses ths priority scale of the government policy and will
be achieved tbrough improvement of management methods in the
Public Enterprises and Organizations and by imposing transpar-

ency in the network of their expenditures.
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iii) The monetary policy will consist of: (1) strict adherence

to the monetary program, (2) continued application of last
vear's flexible interest rates policy, (3) preservation of the
satisfactorily positive interest rates on deposits, (4) imple-
mantation of the basic economic principle implying that any
borrower should pay as a loan interest rate the real money
cost, (5) moving still further away from the banking system as
an only source of drawing capital and further consolidation of
the role of the capital market, (6) further encouragement of
the competition among commercial banks and, (7) strengthening
of the role of the Central Bank rather as the basic executive
body of the monetary policy than as a place of issuing acts of
the Governor which inéervene administratively in sectors prac-

tically beyond'control.

iv) The foreign exchange policy will be aimed at the preser-

vation of the competitiveness of the economy by means of a
careful adjustment of the drachma parity as the conjuncture

may require it.
VII. Ladies and Gentelemen,

It is a fact that the Government has already created a fav-
ourable <climate - I would say a ‘"green-house' - for the
flour?shment of private investment initiatives. It has ela-

borated the appropriate policy, which reinforces the favour-
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able climate. This policy aims at the following:.

— First and mainly at the further securihg and the reinfor-
cement of the stable economic and political environment.

— At the garanting of investment incentives (grants, tax
allowances, etc.).

— At the further accumulation of capital which will Dbe wused
for the realization of investments.

— At the ﬁodernization of the public sector and at the impro-
vement of the quality of services it provides.

— At the modernization and the further expansion of works of
infrastructure.,

- Finally, at the .modernization of the whole institutional

framework in which investments are realized,.

Thus we believe tﬁat the appropriate environment for the
further development of profitable productive investments
exists. Therefore, what remains for the enterprises — domestic
and foreign - 1is to respond in time with serious intentions
and visiqn to this favourable environment, undertaking appro-
priate investment, financial, technological and other initia-
tives all of which are both necessary and welcome.

We are at the threshold of 1992. Thus, as in the other EEC
countries, 1in Greece, too, the pace has been accelerated,

which will raise the adaptability of the economy to the con-
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temporary requirements. With the reinforcement of the inter-
nal cohesion of the European Community, it is our conviction
that soon we shall reach the point when ﬁhe level of the econ-
omies of member-states will converge. Our aim is, in parall-
lel with this convergence, our country to continue its upward
course in which it has entered, so as to reach soon the levels

of growth of other developed countries,

.

I hope tﬁat this Congress, apart from making you acquainted
with the recent positive developments of the Greek economy,
will help you understand why and how much it would be to your
advantage to deyelop or expand any form of vyour economic
activities in Greece,-thus contributing to this overall effort

for stable and fast growth of the country.
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Address by the Governor of the Bank of Greece, Mr. Dimitrios
Chalikias, to the Buromoney Conference titled "Greece in the

World Economic Community" held in Athens, April 20-21, 1988

THE GREEK FINANCIAL SYSTEM-THE ROAD TO DEREGULATION

The Greek financial system and the scope and
instruments of monetary policy have undergone significant
changes in recent years. For several decades, the central aim
of monetary policy was to influence the allocation of economic
resources. To this end, a highly complicated system of
selective credit controls and regulations had been gradually
established since the 1950s, combined with a wide range of
administratively determined interest rates. This system
remained virtually unchanged until <the early 1980s. The
interest rate structure was arbitrary, in the sense that it
did ﬁot comform to banking criteria and had to be supplemented
by a reserve/rebate system on bYbank c¢redit, which aimed at
equalising the rate of return on different categories of bank
credit, and by the earmarking of part of commercial bank funds
for the financing of specific economic activities.

In practice, this system proved to be ineffecqtive. It
did not, and could not, contribute to an efficient allocation
of financial resources; even worse, it led to serious
distortions in the operation ¢f financial markets. Extensive

controls and regulations had the effect of isolating the Greek
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Einancial system from developments in international financial
markets. In addition, the maintenance of 1low, subsidised
interest rates hindered the development of an efficient money

and capital market.

The conduct of an effective monetary policy was also
adversely affected. The Bank of Greece was not in a position
to pursue an interest rate policy which could bDbe readily
adjusted to changing conditions at home and abread. Monetary
policy had to rely excessively on direct controls, despite
thelr obvious drawbacks. Moreover, since interest rates were

set at lower than equilibrium 1levels, competition between

banks was limited.

Another important constraint on the c¢onduct of an

effective monetary policy was the financing of a large part of

the PSBR either directly by the Bank of Greece or by
commercial banks, which were required to invest a proportion
of their funds in treasury bills. Both methods resulted in
the monetisation of the public debt. In addition, the
dependence of the specialised credit institptions (namely, the
Agricultural Bank, the mortgage bkanks and the investment
banks) on central-bank financing increased the monetary base

and undermined the effectiveness of monetary policy.

Finally, the conduct ¢of an effective monetary policy

was hampered by the practice of <the c¢entral Dbank to
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refinance certain categories of bank loans solely in order to

maintain low interest rates on these loans.

Since 1982, the conduct of monetary policy has taken a
new direction, and the groundworkx has been laid for a
fundamental reform of the financial system. Appreopriate
conditions had to be created before the Bank of Greece could

proceed to the liberalisation of the financial system.

; A number of difficulties were primarily related to
misconceptions concerning the role of monetarv policy. 1In
addition, the adjustment of monetary policy was also impeded
by objective difficulties. The wide range of administratively
determined lending rates that prevailed at the beginning of
the 1980s could not be eliminated at once without undermining
the financial position of a large number of enterprises. This
is particularly true ih view of the fact that negative real
interest rates had 1led to excessive Dborrowing and to a
deterigoration of the capital structure of many enterprises.
Under these circumstances, interest rate adjustments had to be
gradual.' Actually, to the extent permitted Dby economic
conditiéns, the Bank of Greece sought a convergence of lending

rates at a higher level. At the same time, it proceeded to

abolish, simplify and rationalise credit controls.

Furthermore, it was necessary to put an end to the

heavy reliance of specialised credit institutions on

90




central-bank funding of <their 1lending activities. This
dependence was 1largely the result of administratively
determined low 1lending rates, which made it unprofitable for
these institutions to attract private savings by offering
competitive rates on their liabilities. Following systematic
efforts, these institutions have recently attained full
financial autonomy. In addition, the refinancing by the Bank
of Greece of certain categories of bank credit, in order to

support low lending rates, was abandoned.

Finally, although the public sector borrowing
requirement remains large and exerts pressure on available
financial resources, considerable progress has been made as
régards the methods of financing the PSBR. Under
legislation enacted in 1982, a ceiling was imposed on
central-bank credit to the Government, thus eliminating a
major cause of monetary instability. It should be pointed out
that central bank financing of public sector deficits has been
reduced to around 10 percent in recent years, against more
than 50 percent in the period 1981-1982.

I have referred to the prerequisites for implementing a
programme of monetary reforms and to the progress that has
been made so far in meeting these prerequisites. Changes were
introduced gradually for the reasons mentioned before. 1In
1987 significant steps were ¢taken by the Bank 0of Greece

towards the liberalisation ¢f bank lending and deposit rates.
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Until a year ago, all interest rates on bank deposits and bank
loans were administratively determined. Today, as a result of
the measures taken, only few interest rates are still
administratively determined, specifically those on savings
deposits, on 1loans to small manufacturing £irms and on
moxtgages granted under certain social housing programmes. In
particular, the interest rates on more than 80 per cent of
total commercial bank credit to the private sector are market
determined, while in the case of investment banks interest
rates are market determined on all categories of 1enéing. As
regards credit provided by the Agricultural Bank, lending
rates on some categories of loans have Dbeen liberalised but
for the majority of loans, minimum interest raztes are still in
effect. lLastly, mortgage banks have been permitted to érant

housing loans at negotiable interest rates.

AS regards bank deposits, interest rates on all
categories of time deposits with a maturity of seven days or

longer are negotiable,

Parallel to the initial unification of interest rates
2t higher levels and their subsegquent liberalisation, the Bank
of Greece took significant measures aimed at abolishing or
simplifying the existing system of c¢redit controls and
regulations. This has provided more flexibility to the banks
in managing their portfolios. The Bank of Greece intends to

Al eman+sl~ R
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grodually Lue euvire reserve/rebate system, so that
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the structure of lending rates will be determined exclusively

on the basis of banking criteria. It should be noted, however,

that reductions in reserve/rebate rates have monetary

repercussions, and that they will therefore have to be reducged

gradually, in a manner that would not undermine the

effectiveness of monetary policy. In addition, a series of

measures have been taken which enable banks teo offer new

services and adopt new methods of financing, along with

abolishing credit restrictions and simplifying regulations on

bank credit. Such measures, in conjunction with interest rate

liberalisation, have strengthened competition in the banking

system, and have contributed to a more efficient a%location of

economic resources.

It should also be noted that significant changes were

introduced in central-bank financing of the Ac¢riculrunral =Ranb

and mortgage banks. These credit institutions are currently

financing their 1lending activities by attracting private

savings or by securing funds from sources other than the Bank

of Greece. Moreover, the Bank of Greece will make credit

available to the Agricultural Bank and moyrtgage Panks on the

same terms and conditions as those applicable to commercial

banks, while in the second half of 1987, the Agricultural Bank

was included -for the first time - in the system of reserve

requirements.

Parallel <to the above measures, the proportion of the
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PSBR financed directly from the money and capital markets
increased substantially in 1987, especially in the second
half of the year, reaching 19 percent compared with 4 percent
iq 1986. It is estimated that around 40 percent of <the PSBER
in 1988 will be raised from the financial markets. These
significant developments are made possible by the issue of
Government securities on market terms. Specifically, in 1987
there were three issues of Government bonds, while treasury
bills continued to be sold on a regular monthly basis. The
increase in <the interest rates on treasury bills has
stimulated demand by the public, <thereby reducing the
monetisation of the PSBR by the banking system, with a
restraining effect on the growth of bank liquidity. 1In
addition, the high interest rates offered on government
securities have kept bank lending and deposit rates at high

levels, thus enhancing the effectiveness of monetary policy.

Interest rate liberalisation and the abolition of a large
number of selective credit controls have paved the way for the
required adaptation and modernisation of the credit system.
It should be noted <that since the segond half of 1987,
following the liberalisation of interest rates, competition
between Dbanks has strengthened, although banks' adjustment to
the new deregulated environment and <their responsiveness to

changes in monetary policy remain rathexr slow.

The slow response ©of +the banks should have been
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expected. It can be partly attributed to the oligopolistic
structure, especially of the commercial banking system. But
most importantly, banks operated for a long period under a
highly complicated system of credit controls and regulations,
Qhere interest rates were administratively determined, new

initiatives were suppressed and to a large extent

prOfltabllitv was assured. T+ \! f'\'\nvnfﬁs-n Ak messsen

——-— e w el prde ;ﬂ.h;&g Lllﬂb
banks are surrently Jolng Llzough & Iranailivuael period of
slow adjustment and adaptation.

n

Y 2Additinon

n, 2 sgricus Suatacle Lo the development or
competition between banks is the absence of well-developed
money and capital markets. Banks have essentially monopolised
the financial intermediation process and have therefore become
complacent to some extent. Thus the development of financial
markets should be given top priority, because it could have
widespread favourable effects on the economy. Resort by the
Government to the market has already started exérting pressure
on credit institutions to introduce more efficient methods of
attracting savings, upgrade the quality of their services,
expand into new banking operations and improve profitability.
It appears that foreign banks operating in Greece have shown
greater adaptability to the new deregulated environment, thus
making a positive contribution to the development of

competition and the promotion of financial innovations.

It 1is the view of the Bank of Greece that competition
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is the most effective means of speeding up adjustment of the
banking system to the new conditions and requirements.
Interest rate 1liberalisation and deregulation of the banking
system provide banks with considerable 1leeway for expanding
into new areas of financial activities which will enhance
their profitability. 1Indeed. there is avidenme that hanke awa
moving in this direction by introducing new, more effective
methods of operation and organisation. In fact, those
financial institutions that adapt faster to the new

environment will in all likelihood increase their returns and

market share.

The 3Bank of Greece has pursued,and will continue to
pursue, policies which are neutral and do not discriminate
between financial institutions. It has ceased to extend
preferential treatment to any category of credit institutions;
in fact, all specialised credit institutions are treated on an
equal basis with the commercial banks as far as financing by
the central bank is concerned.

A major obstacle to the developgéﬁgw;; more competitive
conditions in the banking sector is the requirement imposed on
credit institutions to earmark a large part of their deposits
for the financing ¢of public sector deficits. If Dprogress
towards the development of money and capital markets
continues, the public sector will soon be able to finance its

borrowing needs through the financial markets. This will make
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the compulsory investment of commercial banks' £unds in
treasury bills redundant. To this end, it is also important

for the Government to continue its present efforts to reduce

the PSBR.

Modernisation and rapid adjustment of the Greek banking
system, along with the development of efficient primary and
secondary meoney and capital markets, are also essential,
prerequisites for the Greek financial system to be able to
cope with the intensification of competition stemming from the
creation of a single financial market in the EEC by the end of
1992. The Greek banks have already begun adapting to the new
conditions, taking advantage of the new opportunities. They
are aware that any delay in adjusting and modernising will
render the banking system unable to ¢cope with competition from
foreign banks, not only those operating in Greece, but also
those coperating in other member-countries, as these banks will
be able from abroad to extend loans or provide other financial

services to the domestic market.

Benefits of a more permanent nature will accrue to the
banks and the Greek economy if banks take full advantage of
the transitional phase to reorganise Operaﬁions, improve
efficiency, and expand and upgrade the quality of £inancial
services they offer, parallel to the promotion of the money
and capital market. Progress in these areas would provide

savers with alternative portfolio opportunities, which would
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stimulate saving, and increase autonomous private capital
inflows. Because in the case of Greece most of these inflows
originate from Greeks 1living or working abroad, they do not
increase the external indebtedness of the country. Moreover,
business firms would be able ¢to diversify the sources and
means of their financing, while <the methods and terms of
borrowing by the prublic sector would significantly enhancethe

conduct and effectiveness of monetary policy.

Iu clusing, I would 1ike to emphasise that the Greek
banking system has entered a new phase of substantial
adjustments which, although difficult, are necessary for the
development of an efficient financial sector that would be
capable of facing the challenge of 1992. The Bank of Greece
will continue its effort to adapt its role to the new
deregulated environment and encourage and suppert the

modernisation of our credit system.

98




GROWTH POTENTIAL, CAPITAL MOVEMENTS AND
THE GREEK FINANCIAL MARKETS
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