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You have been discussing the Greek economy all day and to have to
cannot
listen to an after-dinner speech on the same subject be everybody’s

idea of post-prandial bliss! I shall therefore be selective.
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In the long term the key issues of the Greek economy are development
and Social progress, Despite substantial strides since World War II
we still have a good way to go to catch up with our partners in the
European Community and with other developed countries. But develop-
ment is not a straight path. There are twists and turns on the way.
P roblems accummulate - some exogenous, many of our own making -
and they need to be dealt witﬁtdﬁgvg;é in just such a phase right
now and the key issues in the short run are stabilisation and adju-
stment - adjustment to improve our international competitiveness

adjustment to align our standard of living with the output of the

Greek economy, adjustment to tame an anacceptable rate of inflation
and adjustment to bring the public sector deficit down to a sustai-

nable level.

Adjustment is painful to most people and our public do not like the
pain. I do not like to inflict pain either. Rumours that I do are

firmly denied-and that’s official!
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We have much work of education an persuasion still to do to convince
people that there are no painless solutions to the imbalances which
had built up in our economy. Matters are made more difficult by the
fact that we are very impatient people. If we take stabilisation me-
asures today, we expect the economy to be fully stabilised tomorrow .—
despite our warnings that it takes time. In particular it takes time,
for the greater international competitiveness achieved by the devalu-
ation of last October to work its way through to the Balance of Pay-

ment statistics;- Greece is not immune to the J - Qurue effect de- -

-'spite the fact that there is no letter in the Greek alphabet shaped

like @ adso

But we are reasonably satisfied with progress so far on the two main
fronts - the balance of payments and inflation. Regarding inflation
we are firmly on target: 16% from begining to end of 1986, compared
with 25% in 1985. Indeed on the evidence so far we have high hopes

of beating the target of 16%.
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We have entered the virtuous circle of declining inflation, a self-
reinforcing process which is helped by the wage indexation system

int Eorce.

As Minister of National Economy I like the idea of virtuous circles.
“/ If there are enough of them they may rub off on the minister himself
so that he too, one day, maybe deemed to be virtuous, though I fear

it is a hazard of the job to be perceived alwavs as vicious!

(~Be that as it may, we are determined to stay on this virtuous circle
until we match the low-to-negligible inflation rates of our partners

in the EEC, thus opening up the option - and I emphasize the option -

of joining the exchange rate mechanism of the European Monetary
System, an option to be exercised if warranted by other considerations

of national interest which will be assessed nearer the time.

(An assessment of the Balance of Payments situation is hampered by the
big time-lags in our statistical information. At present, Bank of
Greece data, which concern currencyv flows, go only to the end of
February, while customs data go only to the end of January. Given
that, at best, the stabilisation measures of last October would
only just begin to influence actual import and exports in January,

it is obvious that we are not well equipped to judge our perfor-

mance. The Bank of Greece data on currency flows were heavily and

adversely influenced for some three months after the October

| measures by an orgy of rumours of a further stepwise devaluation.

It will amuse you to hear the following story. On Friday, 13th
December - an unpropitious day for the supérstitious - dozens of
calls were received at the ministry asking whether I was going to
announce a further devaluation that evening. One caller, when told
that it was unlikely that I would, since I was away in Germany,
answered that this was not a convincing reason since he knew that

I had already video-taped my devaluation speech!

In that uncomfortable, rumour-loaded period, I found myself in a
sort of "catch 22" situation. If I denied a new devaluation nobody
would believe it because it is a world-wide convention that a deva-
luation is denied until it happens; If I did not deny it, it would
be taken as confirmation that it would happen! It took, in the end,
the personal intervention of the Prime Minister to turn the tide

of rumours. By the second half of January the rumours had subsided.
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With confidence in the drachma fully restored, our Balance of Pay-
ments stands to gain a great deal. The bulk of the gain will occur
from the second quarter onwards because the leads and lags associ-
ated with anticipations of devaluation became pronounced after
March 1985 and so the gain from their non-recurrence will be con-
centrated in the last three quarters of 1986.

4It is also true that the bulk of the Balance of Payments gain from

lower o0il prices will be concentrated in the last thgﬁe quarters of

1986 . (Mr o Papantomion has already refexred o this morming, but—i
/ Heafs-Tepeating—that). In February we replenished stocks of o0il which

were very down in December while the much lower cost of oil purcha-
S sed in March by our state refineries relatively to March 1985 will
reflect itself in the currency flows recorded in the Balance of Pay-
§ ments statistics 30 to 60 days later.

In interpreting our Balance of Payments data so far, these things
must be born in mind. Also, inasmuch as our Balance of Payments
statistics are expressed in dollars, we must make allowances for
the drastic depreciation of the dollar, while we must discount an
untypically large transfer payment from the EEC in January. Taking
all these things into account,we are reasonably satisfied with the

Balance of Payment record of the first two months of 1986. Of course,

i I say this with all the reservations appropriate to impressions
drawn from two months' data.I add that we remain alert, watching

the evidence as it becomes available and ready to act as necessary.
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Naturally, we all sleep in our beds mor peacefully because of our

good fortune regarding exogenous events.Tin addition to the drama-

tic fall in the price of o0il, to which I have referred already, we

SRS |

benefit from the depreciation of the dollar (a fact which lightens

the burden of our foreign debt), and the lowering of international
interest rates which reduces the cost of servicing the debt. I do

- not add to this list the expected faster growthof the industriali-
sed economies because our improved market opportunities on that

tracti
score will be offset, partly at least, by drast1call§qgarﬁc s™9

| the oil-exporting countries,

I~
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On the dark side, we will also have to face the fall-out of ter-
rorist actions and events in Libya. American tourists are repor-
ted tobe cancelling visits to European and especially Mediterra-
nean countries. But are they being rational? Does the record sug-
gest that, by going to, say, Florida instead, they will be expo-
sed to a lower risk of wiolent crime than by coming to Greece,
even after full allowance is made for politically motivated vio-
lence in the Mediterranean region? On our part, I can repeat em-
phatically what has often be said before that we shall do our
utmost to prevent Greece being used either as a ground or as a

springboard for terrorism of any sort.

Iﬁut despite some clouds, the conjuncture of exogenous events is,
| on balance, favourable to us and for this we are duly thankful.
/ I add immediately, lest there be any misunderstanding on this
score, that we do not intend to use these favourable circumstan-
ces as an excuse for not carrying out the adjustment process on
which we have embarked. For adjustment is needed not only in order
| to correct the imbalances which have built up over the years but
Ealso in order to establish strong foundations for development.
;A Key element in the adjustment process which is also fundamental
- for successful long-run development is the international competi-
tiveness of the Greek economy. We made a big stride in competiti-
veness by the devaluation of 11th October. But the critical thing

is that thereafter we have not gone backwards and will not go

| - . . 3 .
backwards ! |\We have surrounded our gain in competitiveness with

e
armour — plated defences, a combination of incomes policy and

exchange rate policy which will not yield &n inch of competitive-

ness and will rather enhance it.

Some critics have said that our devaluation of 15% was not enough.
I was angry with them, despite my reputation for having an even
temper - at any rate for a Greek! I was angry because by saying
that our devaluation was not enough they fuelled, intentionally
or unintentionally, the rumours that another devaluation was to
follow which created such difficulties for the economy for some
three months. Now that these difficulties are behind us, I am
back to my magnanimous self (!) and with no ill-will I address
them the following question: did they realise that this was a de-
valuation with nie erosion built-in to it? Many larger devalua-

(g
tions of variety offcurrencies have taken place since the days
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of the pre-First World War Gold Standard. But very very few
had nie erosion after seven months and the firm prospects of

15% remaining uneroded after two years.
-

So long as we have inflation, costs of the goods and services
we produce are of course rising, but this is fully offset by a
combination of a sliding parity and a wage-indexation scheme

| that does not compensate for price increases of imported goods.

Some opposition critics have argued that the competitiveness
gained by the October devaluation has been badly eroded by ap-
pealing to the fact that,since ithecdevaluation,the rise in the

Consumer Price Index has been faster than the slide of the
exchange rate parity. But the Index contains videos, private
motor cars and other imported goods the prices of which have

the ‘cost .of producing

risen as a result of devaluation; the costs of producing which
\/ have nothing to do with the goods and sérvices which compete

| with the foreign products{)The reasoning of such critics is so
|_grossly erroneous that its continuous repetition puzzles me -

charity forbids = me to use a stronger term.

For our part when we say that we are defending our gain in
competitiveness to the last inch we mean that we offset through
\J exchange rate sliding the difference in cost inflation between
ourselves and our competitors on average. I say on average,
which implies that our exchange rate policy is related to the,
so called, effective exchange rate, i.e the trade-weighted index

of®basket of currencies.

-

By emphasising average competitiveness,iEhé% %éegﬁprove
competitiveness with respect to some countries while
we experience deterioration with respect to some other countries.
In a world of fluctuating currencies this is inevitable. In a
period during which the U.S. dollar has been depreciating heavily,
the drachma has appreciated quite strongly vis-a-vis the dollar
in the 1last seven months, leading to burned fingers for many
who speculated against the drachma. For them I shed no tears. I
have, on the other hand, much sympathy for exporters to the United
States who are finding the competitive conditions tougher. I know
it is no consolation to them that those who export to the EEC
countries find their competitiveness correspondingly enhanced.

But more than sympathy I cannot offer. It is the duty of the Go-

vemment to do itsbest to guard against erosion of competitiveness
/ on average. It cannot be the duty of the Government to protect the
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LFhe competitiveness of every single exporteri]to try and do so
would lead to the nanny state and we have gone too far down that
road already. Our exporters, I am sure, are vigorous and enter-

prising and they do not need a nanny!

Since costs are rising slowly, thanks to the incomes policy,

the exchange rate sliding needed to offset them is also moderate.
This means that with interest rates on drachma bank deposits and
bank bills ranging from 15 to 21% there is little incentive to
get out of drachmas and into foreign currency bank deposits. Thus
the law=-abiding citizen, who has always comformed to the exchange
control regulations,now also serves his own interest by such a

practice.

[; said earlier that international competitiveness was essential
not only in the context of our stabili sa tion measures but also
in the context of our long-run. development. One important link
between the two that I have in mind is investment in the sectors
producing tradeable goods and internationally competing services.
With vigorous investment in these sectors we shall sustain a

healthy Balance of Payments position in the long term, which is

an assential underpinning for the resumption of rapid growth

and all-round development of the Greek economy.

In our judgment the climate for such investment is now very favour-
able. The gain in competitiveness achieved by the devaluation of
last October has been maintained and, what is more important, will

be maintained in the foreseeable future as I have already explai-

ned. Thus a secure foundation has been laid on which entrepreneu-
rial flair can be exercised withagood prOSpectpgchieving satis-
factory rates of return in the tradeable goods sectors.

Together with the generous grants available for investment to

both Greek and foreign investors, the determination of the Govern-
ment to cut red tapé?g%se the path of negotiations and, not least,
free access to the entire market of the European Economic Communi-
\'ty, we have an overall framework which provides favourable oppor-

' tunities to the enterprising.

We seek to encourage investment, both Greek and foreign, for the
sake of the national interest. This is a steady, long-term objecti-

ve which we are going to pursue in keeping with overall government
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I am told that in the United States industry is moving to the
sunbelt in the South. It seems also to be true that European
firms choose the location of their plants with an eye on con-
genial surroundings for senior personnel and their spouses.
Well, we have a lot of sun here(!) - and I think, I can say

this without risk of denial by the opposition! Seriously though,
to potential foreign investors around this table we say that

we warmly welcome their interest. For mutually beneficial in-

vestment projects we shall give them help an cooperation.



