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GOVERNOR’S FOREWORD 

This year marks the 86th anniversary of the Bank of Greece. The similarities and
differences between the distant 1928, when the Bank began operations, and today
are not only interesting but also highly instructive. The same is true of the various
policies by which the Bank responded to routine problems or, at times, major cri-
ses and imminent disasters during the 80 years (up to 2008) covered by this history.
One of the conclusions of this book could be – it is up to readers to decide – that
these policies may have differed, but they were all governed by one constant: a com-
mitment to serve the public interest by ensuring and safeguarding monetary and fi-
nancial stability as essential conditions for fostering economic development. 
The Bank of Greece has repeatedly engaged in the study of its own past and the

economic history of the country. The latest comprehensive retrospect of the Bank’s
history, a collective work by the Economic Research Department entitled The First
Fifty Years of the Bank of Greece, dates back to its 50th anniversary in 1978. Since
then, a number of individual contributions followed: in 2003, the 75th anniversary
provided an occasion to look back at the Bank’s history (Bank of Greece, 75th Anni-
versary, Commemorative Ceremony – 3 November 2003); in 2005, in an homage to
the late governor Xenophon Zolotas, some of his former associates shared
important testimonies and perspectives (Xenophon Zolotas, In memoriam – 25
February 2005); in 2009, the Bank published a volume titled The 1929 Crisis, Greek
economy and the annual Reports of the Bank of Greece for the years 1928-1940
(edited by the Economic Research Department); a study by Michalis Psalidopoulos
(who is also the author of the present book) titled Monetary Management and
Economic Crisis – The policy of the Bank of Greece 1929-1941 followed in 2011; the
biography Emmanuel Ι. Tsouderos 1882-1956: central banker and politician, by
Margarita Dritsas, was published in 2012; and the Bank has already commissioned a
biography of Kyriakos Varvaressos. Moreover, together with the present book, the
Bank is also launching The Chronicle of the Great Crisis: the Bank of Greece 2008-
2013, authored by its staff. 



The history of the Bank of Greece we are now introducing to the public is not in-
tended as the last word on the subject. Its aim is quite different – and this is exactly
where its value lies: using the hitherto unexploited archival material available to the
Bank of Greece (General Council decisions and the Currency Committee archive,
archives of former Governors), Annual Reports and interviews with former Gover-
nors or other of its executives, it seeks to provide an as far as possible comprehen-
sive account of the events and put them in the context of the changing international
environment and the perceptions on economic policy and central banking. This hi-
story falls into the category of the history of the Greek economy and could serve as
a solid basis for future monographs that will delve into more specific issues. 
Yet, this history is also interesting, even captivating, in its own right. Wouldn’t it

be fascinating to learn about a central bank that started operations in 1928 – follo-
wing insistent exhortations by the Financial Committee of the League of Nations (a
body strongly reminiscent of the International Monetary Fund and the Economic
and Financial Committee of the European Union) – and just one year later faced the
challenge of a global economic crisis and lived to tell the tale? 
Soon afterwards and while its necessity as a separate institution was still deba-

ted in Greece, the fledgling central bank was admitted as an equal member to the
newly-founded Bank for International Settlements (BIS) and, in 1931, participated
in the financial support offered to the distressed central banks of Austria and Hun-
gary! In 1932, under the governorship of Emmanuel Tsouderos, the Bank resorted
to imaginative (unorthodox but effective) methods for drawing foreign exchange
from the free market, relying on experienced brokers. Equally intriguing is the story
of the Bank’s international activities in the context of the pre-war clearing agree-
ments with various countries, inevitably including Nazi Germany, Greece’s major
trading partner at the time, only a few years before our country entered the war. 
Then came WWII, with the rescue of the country’s gold reserves via a route

through Crete and South Africa to London, the operation of the Bank in exile with
a staff of six in London, and the heart-breaking efforts of its staff back in occupied
Greece to salvage whatever could be salvaged. 
From 1944 onwards, the Bank played a decisive role in the effort to reconstruct

the ruined economy and monetary system (on 23 October 1944, new banknotes
were issued in denominations of 10 billion and 100 billion inflationary drachmas!). 
The establishment of the Currency Committee in 1946 marked a close link

between the government and the Bank, with the visible presence, during these
first post-war years, of foreign advisers and supervisors, partly as a result of the
Marshall Plan. 
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The post-war period up to 1981, marked by instances of strong economic per-
formance but also by serious structural problems emerging in the economy, is exa-
mined on the basis of – among other sources – untapped material from the archive
of Xenophon Zolotas, Governor during 1955-1967 and 1974-1981. In addition, this
book sheds light on certain aspects of the economic policy pursued by the dictato-
rial regime during 1967-1974. 
In 1982, the abolition of the Currency Committee represented a first step

towards disentangling the respective roles of the Bank and the government,
although the Bank’s independence would only formally be established in 1997-
1998, ahead of EMU accession. Meanwhile, between 1975 and 2008 the monetary
policy regime underwent significant changes, which could become the subject of
a separate monograph. Milestone years during this period were 1998, when the
drachma entered the Exchange Rate Mechanism (ERM), and 2001, when Greece
entered the euro area and the Bank of Greece became a member of the Eurosystem,
thereby participating in the design and implementation of the single monetary
policy of the euro area.
Through the evolution of the Bank’s relationship with the government/state, this

history highlights the importance of its independence. Although this independence
was fully established only in the last decade of the 80-year period under review,
effectively, the Bank enjoyed organisational autonomy right from the start. Its 1928-
2008 course clearly shows the independent critical stance typically held by the Bank,
partly attributable to the strong personalities and the prestige of its successive
governors, while the continuity of its analyses confirms the chronic nature of
certain fundamental weaknesses of the Greek economy. Dealing with several of
these weaknesses remains on the agenda in 2014. 

George Provopoulos 
Governor

of the Bank of Greece
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PREFACE

Central banks, as banking institutions pursuing particular macroeconomic ob-
jectives, such as monetary and financial stability or equilibrium in the real economy,
are largely a feature of the 20th century. The increasing complexity of market eco-
nomies, along with the need for implementing the economic policy and the grow-
ing role of the financial system during not just two world wars but also the Great
Depression of the interwar years, highlighted central banks as necessary institutions
of the highest importance, and also determined their scope of action. 

The Bank of Greece was no exception to this historical process. It began opera-
tions in 1928 as an offspring of the global economic upheavals of the interwar pe-
riod that led up to an international monetary system based on the gold-exchange
standard. During that time, several other central banks were established across Eu-
rope. However, the Bank of Greece made its first steps under peculiar circumstan-
ces, including a League of Nations loan, a domestic banking system in which the
National Bank of Greece (NBG) enjoyed a special status, and the prevailing macro-
economic conditions, all of which will be discussed in detail below. From an insti-
tutional as well as a practical viewpoint, the history of the Bank of Greece has been
inextricably linked with the fortunes of the Greek economy, affecting the latter’s
path towards development. The Bank has experienced, co-shaped and actively par-
ticipated in all the crucial phases of this path: from the gold-exchange standard to
the default of 1932 and the war events of the 1940s; from post-war reconstruction,
the 1953 devaluation and the subsequent regime of financial regulation and con-
trols to the collapse of the Bretton Woods system in the early 1970s; from the oil
shocks of 1973 and 1978 to the gradual liberalisation of the financial system from
the late 1980s onwards; and finally, from the country’s preparations, since the mid-
1990s, for joining the eurozone and for integrating the Bank of Greece into the Eu-
rosystem in the 2000s to the outbreak of the global financial crisis with the collapse
of Lehman Brothers in 2008. 

The admittedly few thorough analyses of Greek economic history in the 20th
century typically focus on the successive governments’ industrial, fiscal, or broader



policies and their relations with the markets. Studies of this type have shed light on
the weaknesses and structural problems of the Greek development model, but have
failed to clearly depict the progress and development achieved by the Greek eco-
nomy as a whole, including its institutional framework. In this sense, monetary and
financial policies are only examined as peripheral or incidental to the broader go-
vernment policy. This obviously does not do justice to these policies and their spe-
cial role in the evolution of the Greek economy from the inter-war period to the
present, all the more so since financial policy proves, now more than ever, to be
equally (if not more) important for the stability and growth of market economies. 

The aim of the present study is to provide a detailed account of the Bank’s
efforts to achieve monetary equilibrium and financial stability in the context of the
developing Greek economy from 1928 to 2008. 

Following a historical approach of the Bank of Greece, this book identifies six
distinct periods: 1928-1941, 1941-1944, 1944-1953, 1953-1971, 1971-2001 and
2001-2008. This periodisation is not based on a single criterion and obviously does
not divide the Bank’s history into equal intervals. The first period (1928-1941) was
the time when the Bank of Greece consolidated its influence on the Greek banking
system and handled the crisis of the 1930s. The second period (1941-1944) coinci-
des with the Axis Occupation of Greece during World War II. The third (1944-1953)
refers to the Bank’s efforts to restore the stability of the currency in liberated
Greece, in cooperation with the successive Greek governments and the foreign
allies. The fourth period (1953-1971) was one of fixed exchange rates accompanied
by several years of growth, economic transformation and low inflation. The fifth
period (1971-2001) starts with the changeover of the world economy to floating
exchange rates, is marked by international and local disturbances, and culminates
with Greece’s shift to a new growth model in 1981; through banking liberalisation
and the new role of central banks worldwide, this period leads to the full
independence of the Bank of Greece and the entry of Greece into the euro area. For
reasons associated with the handling of the archival material, this fifth period is
further divided into two subperiods: 1971-1984 and 1984-2001. The sixth period
(2001-2008) tells the story of the country’s adjustment to the new currency, as well
as the challenges posed by the new, globalised market, until the outbreak of the
international crisis in 2008. This periodisation is considered to be more meaningful
than one based on Governors’ terms of office, and serves to highlight the Bank’s
continuity as an institution in a changing international and domestic environment. 

By tracing the history of the Bank of Greece from 1928 to 2008, this book ulti-
mately aims to highlight the landmarks in the history of the Greek economy and
banking system during these years. The ongoing economic crisis, with the heavy
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toll it has taken on the euro area and the Greek economy, has led many scholars
worldwide to delve into mutatis mutandis comparable historical events of the 1930s,
1970s and 1990s, looking for similarities and differences in the changing economic,
political and international conditions. Therefore, the policy questions by which one
could approach the history of the Bank of Greece are closely related to the events that
have determined its course, as well as to the effectiveness of its responses in ad-
dressing the challenges of each era. 

The questions this study attempts to answer include the following: 
• What have been the international and, in particular, European developments

of relevance to the operation of the Bank of Greece? 
• How have the Bank’s successive Governors contributed to analysing the

problems of the Greek economy and managing monetary developments? 
• How have the macroeconomic circumstances affected the Bank’s monetary po-

licy in different periods? 
• Has there been policy continuity and consistency, by way of monetary discipline? 
• What has been the importance of the Bank’s independence from government

policy, whenever – if ever - such independence existed? 
• What has been the importance of the Bank’s role as regulator of the financial

system and how has this role changed over time? 
• How has the Bank of Greece, through its qualified staff and the unique status

of its Governors, driven institutional modernisation in the banking system and
government policy making, in general? 

• Ultimately, has the Bank of Greece contributed to monetary and financial sta-
bility, thereby also to the country’s economic development, given the institutional –
domestic and international – constraints of each historical period? 

The above questions suggest that the history of the Bank of Greece needs to go
beyond a simple narration of economic and financial events, by combining the lat-
ter with an analysis that takes account of the different contexts and constraints of
exercising economic policy. 

Rather than exclusively targeting an audience made up of economists or eco-
nomic historians, this study aspires to provide critical readers and responsible
citizens with a comprehensive account of the path followed by the country’s
central bank over its first 80 years, in the context of global and Greek economic
developments. By so doing, it links domestic developments to international events
and provides a solid starting point for future research endeavours, which will
address other specific issues of the Greek banking history. As an additional
objective, the study aims to demonstrate how the Bank of Greece – despite
evolving through the Great Depression of the 1930s into the central bank and
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serving the goal of economic development coupled with monetary stability in the
post-war period – gradually, and supported by the international institutional
framework, emerged since 1998 as the principal guardian of financial stability in
Greece. Against this background, the text below follows an analytical/descriptive
method, consigning tables and charts to the Appendix. In the same spirit,
references have been kept to a minimum and, as far as the Bank’s actions are
concerned, are almost exclusively to its own archival and other in-house material,
rather than to secondary sources.

I would like to extend my warm thanks to all those from the Bank’s staff who
reviewed the earlier draft and helped to considerably improve it through their input,
as well as to my research associates for their contribution to the documentation of
this work. All errors and omissions are the responsibility of the author. 
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PART ONE

METHODOLOGICAL, THEORETICAL
AND HISTORICAL CONSIDERATIONS

1. Writing the history of a central bank: methodological remarks

The widespread emergence of central banks is a feature of the 20th century. Cen-
tral banks are institutions that serve public interest and can have various objectives,
as laid down in their statutes: they control money supply in the economy, work to
ensure price stability and maintain the external value of the currency, handle the
primary credit discount rate, and supervise the flow of credit to the economy; they
regulate the smooth operation of commercial banks; keep the government’s ac-
counts; and monitor developments in the economy, taking action to mitigate the im-
pact of output shocks. In times of crisis they act as lenders of last resort, cooperating
in this respect with the State, with which they maintain a close relationship. Over
time, this relationship has become increasingly looser, so that today we can talk of a
relative independence of central banks vis-à-vis the government. This independence
has been enshrined in legislation.

The activities of central banks have often been the subject of historical scrutiny.
Each central bank has at least one publication on its own history to show, authored
either by members of its staff or by academic historians.1 For major central banks 
—such as the Bank of England or the US Federal Reserve to name only a few— more
studies have been prepared.2 In the case of Greece, five such studies have so far been 

1 It is characteristic that the first history of the European Central Bank was written only a few years after
its establishment (see Scheller, 2006).
2 For the Bank of England, see Andréadès (1909), Sayers (1976), and Roberts and Kynaston (1995); for the
Federal Reserve, see Meltzer (2001 and 2009), and Melton (1985); for the Bundesbank, see Marsh (1992), De
Haan (2000), Deutsche Bundesbank (1999), and Frowen and Pringle (1998).



published, on the occasion of various anniversaries of the Bank of Greece,with the
latest extensive one dating back 36 years ago.3

Central banking has attracted renewed scholarly interest since the 1990s, when
the history of corporations in general and of banking institutions in particular emer-
ged as a distinct field of economic history. Dedicated journals have been launched
and a specialist academic society has been established, the European Association
for Banking and Financial History, whose scope includes promoting research and
scientific documentation of central bank activities and analysis of the practical re-
sults of such activities on a comparative basis, so as to draw lessons from the past and
identify any desirable steps for the future.

But how should a history of a central bank be written, and which path should a
researcher follow to glean significant insights into the subject? This is an obvious and
seemingly simple question, which nevertheless conceals inherent methodological
difficulties. Unsurprisingly, this question was discussed at length in an academic
colloquium bringing together the world’s major banking historians, who debated
and illuminated various aspects of the issue.4

According to Βarry Eichengreen (in Holtfrerich et al. 1999), histories of natio-
nal central banks based on Governor reports and General Council resolutions all too
frequently fail to capture what is distinctive about their subject. However essential
such studies may be during the initial stages of an analysis or archival research, a way
of removing the blinkers imposed by the case-study approach is to adopt a compa-
rative perspective. One solution is to concentrate on functional comparisons: to fo-
cus on the evolution of the lender of last resort function, for example, or on the
history of supervisory and regulatory responsibilities. 

According to Pierre Siklos (2002), central bank behaviour can be defined by the
personalities at the head of the central bank (the CEO). Bank archives themselves
cannot reveal all the “secrets” of a bank’s operation, especially at critical moments.
Therefore, the role of central bankers has to be included and taken into account.
This is also acknowledged in Holtfrerich, Reis and Toniolo (1999): ideas play an im-
portant role in monetary policy-making, which cannot be disentangled from the
personalities at the head of central banks. Central banks’ history bears the stamp of
the personalities of their CEOs, who have their own views, ideas and principles,
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drawn from their study of economics and monetary and banking theory, applying
them in practice while exercising their duties on a daily basis.

Rules and regulations are also of particular importance in the history of central
banks. Case studies of the institutional framework, especially of good practice that
has proved resilient and conducive to global coordination in a changing and inter-
connected world, help understand certain aspects of international cooperation and
experience-sharing among countries.On the other hand, Fritz Weber (in Fase et al.
1995) argues that the author of a central bank history should start from some self-
evident but occasionally overlooked facts. Familiarity with the economic history of
a country, region, or even continent is essential before embarking on the study of the
history of a central bank, which does not operate in a vacuum, but in a given time
and within a given economic and policy setting. In particular, familiarity with both
local and world economic history is necessary, as a central bank’s activity is not con-
fined in national borders, but is also affected and shaped by international events
and developments. As regards central bank executives, according to Weber, one
should look into their career and academic background. A central bank’s track record
should not only include successes, but also misjudgements and/or policy errors. The
Friedman and Schwartz (1963b) criticism of the Federal Reserve’s policy in 1929-
1933 is a well-known example. Johan de Vries takes the same view (in Fase et al.,
1995). The history of a central bank cannot be “doxographic” —to use a term coi-
ned by Richard Rorty (1984)— but should be guided by objectivity and should re-
construct decision-making in the context of the overall socio-political circumstances
and the broader developments in a specific country.

The above considerations demarcate the frame of reference of this book on the
history of the Bank of Greece from 1928 to 2008. The current status of research 
—i.e. the fact that the primary material from the Bank of Greece’s Annual Reports
and General Council Decisions have not yet been utilised in long-term studies—
urges us to start from this material, thus providing scholars a solid ground for further
research, in line with Eichengreen’s conclusions. It also places emphasis on the views
of the Bank of Greece Governors as reflected in other sources, and does not fail to
discuss some of their actions and initiatives that were hotly debated in Greek
society. In the absence of exhaustive biographies for some of them, this book had to
rely on their publications, speeches, views and attitudes, as recorded in various
sources.5 In the third part of the book, the core of this study, this material is

METHODOLOGICAL, THEORETICAL AND HISTORICAL CONSIDERATIONS | 7

5 For Tsouderos, see Venezis (1966) and Dritsas (2011); for Mantzavinos, see Stratigakis (1955); for Zolo-
tas, see Psalidopoulos (2008). See also Zolotas (1957).



presented against the economic developments in the country that influenced the
specific responses and initiatives of the Bank of Greece.

In this first part, after having clarified the methodological starting points of the
study, we deal with two topics.

The first refers to the international framework for central banking, the problems
of the global financial system, and the solutions given by the international commu-
nity. Here the study traces how the world economy navigated through the inter-war
crisis to World War II and the Bretton Woods system, and what happened in terms
of worldwide understanding among central banks after the collapse of the fixed ex-
change rates system in 1971. As we move toward the last quarter of the 20th century,
there is a sharper focus on developments in the European context, with which the
Greek economy was more closely linked from 1962 onwards, leading up to Greece’s
accession to the EEC/EU in 1981.

The second topic refers to the major domestic economic and political develop-
ments, providing a concise account of what happened in the Greek economy, focu-
sing not so much on quantitative outcomes but rather on events that more broadly
had a bearing on the scientific debate in the country and prompted responses by
the Bank of Greece. This account organically complements the preceding discussion
of international developments and enables comparisons to be drawn for assessing
lags, linkages and interactions between foreign and domestic factors.

The first part concludes with a brief overview of theoretical economic thought,
particularly on monetary matters, in its historical evolution. The reason is once again
obvious. The history of economic and, in particular, monetary and banking theories
is a reflection of international —and, to the extent these were diffused to Greece, also
domestic— scientific analyses that, over time, influenced and changed the principles
of central banking, with central bank objectives, strategies and policies shifting as
the international environment changed. This overview is not exhaustive, nor does it
attempt to address all the questions raised at times in international academic journals,
societies or conferences. It merely seeks to recall some seminal contributions to the
relevant international academic debate, as a background necessary for under-
standing what will be discussed in the next sections.

The second part of the book starts with a historical analysis of the evolution of
the Greek banking system up to the establishment of the Bank of Greece, showing
how the practices, conventions and operations of Greek banks evolved since the
establishment of the modern Greek State and until the Bank of Greece was founded
in 1927. Then follows a description of how the Bank was established, with referen-
ces made to its Statute and the start of its operations. This section spans the forming
years of the Bank of Greece and its coming of age through its responses to the cri-
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sis of the 1930s and to the extraordinary circumstances of the war in the 1940s. It
discusses how the first 15 years of the Bank shaped the key elements of its identity
in the post-war period. Moving further along the time line, the successive institu-
tional changes are examined, including the establishment of the Currency Com-
mittee in 1946, and the Bank’s important role in achieving and maintaining currency
stability. Also, major statutory amendments are highlighted, the most recent being
the 1998 legislation enshrining the Bank’s independence vis-à-vis the government.

The third part of the book is, as mentioned earlier, devoted to a discussion of
yearly developments in the Greek economy, and the respective Bank of Greece po-
licies and interventions − sometimes preventive, sometimes suppressive, but always
in line with its pursuit of currency stability combined with economic growth. Thus,
the individual chapters of this part follow a broadly similar structure: what hap-
pened in the economy; what the Bank’s assessment of the developments was; and
what its policy responses and actions were.

This enables a full-scale view of the Bank’s history, which at the same time is a
history of the economy of modern Greece.

The final chapter of the book contains some conclusions, followed by a stati-
stical appendix and brief biographies of the Bank’s successive Governors and
Deputy Governors.

With respect to the macroeconomic data on the Greek economy, it is necessary
to note the following: unfortunately, the statistical data for periods before 1953 are
not very reliable. Statistics as a discipline essentially emerged in Greece only in the
late 1910s and early 1920s, when the first population censuses were conducted. In
the inter-war period, the General Statistical Service of Greece launched its “Statistical
Yearbook” (GSSG, 1931), also including a wealth of past data. In the field of econo-
mics, 30 publications by the Supreme Economic Council between 1930 to 1940 and
the “Economic Yearbook of Greece” initially published by the National Bank of Gre-
ece and then by the Bank of Greece (11 volumes from 1929 to 1939) are invaluable
sources of information on the Greek economy and the overall environment of the
1930s. Official historical statistics for the period 1940-1953 are not available. The
National Accounts Directorate of the Ministry of Coordination (1971) filled the data
gap for the period 1953-1970 and, in later publications, the Bank of Greece (1990)
and the Ministry of National Economy (1998 and 2001) released more expanded
historical statistics. The above statistics are sometimes characterised by discrepan-
cies, which are partly reflected in the data reported here. One should therefore bear
in mind that the data found in this study reproduce the figures provided in the
referenced sources.
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Regarding the archival material on which the present study is based, it should be
stressed that the main source of information is the minutes of the Bank’s General
Council meetings, while the Governor’s Annual Reports are used as a complemen-
tary source for the years up to 1980 and as an exclusive source thereafter, as 1980 is
the last year for which General Council records have been processed and archived.
A selective use has also been made of other sources, namely the Currency Com-
mittee archive, the archives of Governors Ε. Tsouderos, Κ. Varvaressos, G. Mantza-
vinos and X. Zolotas, as well as face-to-face interviews with former Governors and
other high-ranking officials of the Bank of Greece.

2. The international historical context. Major political 
and economic events, 1928-2008 

2.1 Post-World War I imbalances6

The outbreak of World War I put an end to what is today called the “first globa-
lisation” of 1870-1914, and the world economy was thrown into great trouble. The
gold standard was suspended and the warring countries increasingly resorted to de-
ficit financing of military operations. For four years, price controls, rationing sche-
mes and various other interventions replaced the mechanisms of free market.

The war put a strain on the public finances of all the warring countries. For-
mer lenders, such as the UK, found themselves in need of funds in 1918. For in-
stance, taxation in this country rose from 362 million to 2,500 million pounds
between 1914-1915 and 1918-1919. The British budget, always balanced in ear-
lier times, showed a deficit of 1,690 million pounds in 1918, while the British
public debt reached 7,830 million pounds.7 The debt-to-GDP ratio rose from
24% in 1914 to 127% in 1919 (calculations based on Mitchell 1988, pp. 600-3 and
832-4). France suffered enormous losses during the war and having had —as a
defeated party in 1870— to pay reparations to Prussia, now demanded repara-
tions from Germany. With its economy in relative decline compared with that of
the United States, Europe entered, with the Treaty of Versailles, a process of
intra-European friction, confusion and confrontation.
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A major cause of friction was the inter-Allied debt, long remaining unresolved as
the former Allies failed to settle this matter despite its huge importance for world
trade and interstate payments. According to available data, France owed US dollars
3,030 million to Great Britain and US dollars 3,991 million to the United States. Great
Britain owed US dollars 4,661 million to the United States and, besides its receiv-
ables from France, had claims of US dollars 8,141 million on various other countries,
which together owed US dollars 3,463 million to France and US dollars 3,209 million
to the United States. Yet, instead of being settled through netting, all these reci
procal debts were left to poison foreign affairs and damage world trade throughout
the inter-war period, preventing mutual understanding and joint initiatives.8

2.2 Dissolution of monetary unions

The return to the gold standard and currency convertibility regimes proved to
be a tough endeavour. The Latin Monetary Union (established in 1865) and the
Scandinavian Monetary Union (formed in 1873) were dissolved, while the
German Monetary Union (set up in 1873) had reached an impasse in 1923 due to
German hyperinflation.9

The discrediting and dissolution of such monetary unions resulted in an upsurge
of insecurity and a further weakening of cooperation ties, mainly among European
countries. These phenomena gradually led to a rise in protectionism, by adopting a
variety of laws that promoted the consumption of domestic products and imposed
tariffs on imports. After all, the impact of the war on productive infrastructure, the
political instability that plagued many continental European countries, and the po-
litical uprisings in countries such as Germany, Hungary and Austria, sapped confi-
dence in the economy and led to persistent unemployment. The latter in turn
triggered a surge in nationalism and —in the case of the countries defeated in World
War I— revanchism.

Another result of the conditions of the time was post-war inflation. Several Eu-
ropean countries experienced hyperinflation and monetary disasters, including Ger-
many (Holtfrerich, 1986), Hungary, Russia after 1917, Austria, and Poland. Greece
as well, experienced a great monetary turmoil between 1920 and 1924.
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2.3 The temporary reinstatement of the gold standard

Following the Genoa Conference in 1923 and the agreement in principle
reached there, some countries readopted the gold standard after 1925, but this
return to economic and financial normality soon collapsed under the coupled
effects of the stock market crash of 1929 and the European banking crisis of 1931
(Drummond, 1987). Britain once again abandoned the gold standard in 1931
(Kunz, 1987) and the US followed suit in March 1933. France led the “Gold Bloc”,
which included Belgium, the Netherlands, Switzerland and —for a while— Italy
and Poland. This Bloc lasted for three and a half years, from 3 July 1933 to 25
September 1936, when France in turn unpegged its currency from gold, following
the electoral victory of the Front Populaire in May. From September 1931 to the
outbreak of World War II, the countries that had their currencies pegged to the
pound sterling and held their foreign exchange reserves in London constituted
the (largely informal) “Sterling Bloc” or “Sterling Area”: this group included
a number of former British colonies (Australia, New Zealand) and the major
Nordic countries (Denmark, Finland, Norway and Sweden).

2.4 The impact of the 1929 crisis on economic policy 

The stock market crisis of 1929 in the USA (Galbraith 1954, Fearon 1979, Parker
2002) and the Great Depression that followed (Kindleberger 1984, Clavin 2000, Ja-
mes 2000, Parker, 2007)10 pushed several European countries —Germany, Greece,
Hungary, Romania, Poland, and Austria (Cassel 1932)— to formally declare a su-
spension of payments and ask for a restructuring of their debt. In the same period, this
was also the case for the majority of Latin American and Asian states (Rothermund
1996). Unemployment rose dramatically resulting in political instability and the emer-
gence of dictatorial governments and authoritarian regimes in a number of European
countries (including Italy and Germany – see von Kruedener 1990).11 Other coun-
tries saw changes in their economic policy mix: in post-1933 USA the Franklin De-
lano Roosevelt administration adopted the policy known as the “New Deal” (Βarber
1985 and 1996, Bernstein 2004); in 1936 France the Front Populaire came to power;
the Soviet Union launched five-year planning as from 1930; while as of 1932 Sweden
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pursued a countercyclical economic policy under the guidance of economists of the
Stockholm School of Economics (Lindbeck 1975, Hansson 1982, Uhr 1977).

2.5 Wartime economy and post-war planning

World War II, which followed, was one of the greatest tragedies in human history
and —at the same time— a catalyst for enormous changes in geopolitics and in the
European economy and society. While a substantial part of the infrastructure of the
warring countries was being destroyed, industry refocused on the war effort, which
resulted in a period of intense industrial activity and technological innovation. The
conscription of practically the entire male populations in all the warring countries led
to the definitive and mass entry of women into the labour market, whilst the con-
vergence between Western powers and the USSR achieved during the war, after the
crush of the Axis gave way to confrontation. The Tehran and Yalta conferences laid
the foundations for the post-war division of the globe into “East” and “West”.

One of the first choices of the future victors of the war, even prior to the capi-
tulation of the Axis powers, was an attempt to regulate the post-war international
monetary and financial regime. The cornerstone document of this arrangement
was the Atlantic Charter, signed by Franklin D. Roosevelt and Winston Church-
ill on 14 August 1941. With reference to the economy, the Charter stated among
other things that the post-war period should see a reduction of trade restrictions,
equal access to raw materials for all nations, and freedom of the seas.

2.6 The Bretton Woods conference. The post-war architecture of world economy,
1944-1971

In July 1944, delegations of the Allies met and conferred for three weeks in Bret-
ton Woods, a resort in New Hampshire, United States, to design the post-war global
economic and banking order: they decided to establish the International Monetary
Fund (IMF), as well as the International Bank for Reconstruction and Development
(IBRD), which today forms part of the World Bank.12 They also adopted a system
of fixed foreign exchange rates vis-à-vis the US dollar, plus the convertibility of this
currency into gold. Their agreements on safeguarding free trade led to the General
Agreement on Tariffs and Trade (GATT) signed in 1947, which a few decades later
(in 1995) evolved into the World Trade Organisation (WTO).
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The reconstruction of the war-ruined economies with the help of the Marshall
Plan (1948-1951), the stable environment of fixed exchange rates and convertibility
of the US dollar into gold, as well as the baby boom and the ensuing rise in private
consumption in the countries of the “West”, resulted in the achievement, from 1945
to 1971, of a “golden triangle”: growth − price stability − (nearly) full employment.

This post-war architecture lasted for approximately 25 years. Any crises that
emerged during that period were short-lived competitiveness or balance-of-
payments crises and led to currency devaluations in France (1959) and in the UK
(1967). While Germany and Japan accumulated huge current account surpluses, the
United States showed deficits, as a result of the Vietnam War, increased public
spending, and capital outflows due to lower market confidence in the US adminis-
tration’s commitment to deficit reduction. As early as the late 1950s, Robert Triffin
had pointed to these risks, which started being debated in international conferences
from 1964 onwards.13 But no reform action was taken, thus prolonging uncertainty
about the future of the global economic system. A consequence of this uncertainty
was the depletion of US gold reserves. The post-war architecture was at breaking
point. In August 1971, President Richard Nixon announced a wage freeze and the
imposition of an import tax, as well as the abolition of the convertibility of the US
dollar into gold. This move, decided without any prior consultation with the inter-
national system, effectively put an end to the dollar-gold standard, and the world
economy entered a period of floating exchange rates.

2.7 The path towards European integration

Another consequence of World War II and the devastation it brought about in
the old continent (but also of the financial and technical assistance offered after the
war by the United States) was the revival of the idea of European integration (Kot-
lowski 2000, James 2012). This idea, which originated in the Pan-Europa Move-
ment of the inter-war years, led in the post-war period to the following European
agreements: the Benelux customs union convention (1944), the Treaty of Brussels
(1948); and the agreement establishing the Organisation for European Economic
Cooperation (OEEC 1948). The OEEC, initially set up in order to coordinate issues
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related to the funds of the Marshall Plan, evolved into the Organisation for
Economic Cooperation and Development (OECD) in 1961. Most European coun-
tries became members of the North Atlantic Treaty Organisation (ΝΑΤΟ) in 1949.
The same era saw the establishment of the Council of Europe (1949), the European
Payments Union (EPU, 1950), the European Coal and Steel Community (ECSC,
1951), the Western European Union (WEU, 1954), and the European Atomic Energy
Community (EAEC or Euratom, 1957).

The year 1957 marked the establishment of the European Economic Community
(EEC), whereas the countries that refrained from joining it went ahead to form the
European Free Trade Area (EFTA) in 1960. The EEC evolved into the European
Union (EU) with the Maastricht Treaty in 1992, a development enshrined in, and
consolidated by, the Treaties of Maastricht, Amsterdam, Nice and Lisbon. The cre-
ation of the single internal market in 1992 and the entry into force of the Maastricht
Treaty in 1993 paved the road to the European Economic and Monetary Union
(EMU), which culminated in the euro cash changeover on 1 January 2002.

2.8 From the Smithsonian Agreement to floating exchange rates

The collapse of the Bretton Woods system highlighted the need for a new inter-
national system of exchange rates. The first step in this direction was taken in De-
cember 1971 with the “Smithsonian Agreement”, entered into by the countries of
the Group of Ten (or G-10), which had been formed in 1962 after the signing of the
General Arrangement to Borrow (GAB). The Smithsonian Agreement set a ±2.25%
fluctuation band for the central parity of each participating currency against the US
dollar. This provided a “tunnel”, that is, a range within which a currency could fluc-
tuate vis-à-vis the other currencies, and which theoretically could be up to ±9%, a
band seen by some as excessive. On 10 April 1972, the six members of the EEC and
the three accession countries (United Kingdom, Ireland and Denmark) decided to
limit the fluctuation band to ±2.25%, thereby establishing the so-called “snake in
the tunnel”, which represented the first attempt at exchange rate policy coordina-
tion among the EEC member countries (and, incidentally, marked the end of the
“Sterling Area”).

However, capital movements remained irregular and the Smithsonian Agree-
ment proved short-lived: it collapsed in May 1973, ushering in the modern era of
floating exchange rates. Unlike the “tunnel”, which collapsed in 1973 with the free
float of the US dollar, the “snake” remained in place, although not without problems,
until 1978. The United States entered a period of stagflation, as the energy crisis that
began in 1973 greatly aggravated the situation.
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The US dollar depreciated considerably during the 1970s, while the United King-
dom was forced to withdraw the pound sterling from the “snake” in 1972 (only
months after joining it), without however managing to avoid a new devaluation a
few years later. The Italian lira was pulled out in 1973, and France was forced twice
(in 1974 and 1976) to withdraw its franc, before rejoining again. In 1975, the EEC
countries agreed to adopt the European Unit of Account. On 13 March 1979, after
nearly two years of negotiations, the European Monetary System (EMS) was finally
launched, and the European Currency Unit (ECU) was adopted, replacing the Unit
of Account at a parity of 1:1.14

2.9 The oil shocks

The first oil shock of 1973 led to stagflation, and western economies came to
realise the need for some kind of economic policy coordination, and possibly a
change in the policy mix. Thus, in 1974 the US administration called an informal
meeting of senior financial officials from the United States, West Germany, Japan,
the United Kingdom and France, who formed the so-called “Library Group”. In
1975, Italy joined the group, which convened as an official Summit in the town of
Rambouillet, France. This marked the creation of the G-6, which became the G-7
when Canada joined in 1976, the G-8 when Russia joined in 1998, and finally the
way more representative internationally G-20 in 2008, when it expanded to include
several other countries. Its composition also included, as from 1977, the President
of the Commission of the European Communities.

2.10 The quest for international understanding

At the fourth Summit held in Bonn in 1978, the G-7 leaders made an effort to co-
ordinate their policies in order to better manage their partly diverging priorities. It
was agreed that Germany should follow a path of credit expansion, while Italy and
Japan announced that they had set clear targets for real growth within the year 1979.
On the other hand, the United States, Canada, the United Kingdom and France had
set as their fundamental aim to rein in inflation. The United States committed to re-
duce its dependence on imported oil and build up strategic oil reserves. In the area
of global trade, it was decided to enhance the GATT procedures, so as to prevent any
weakening of the world trade system, and to set up new mechanisms.15
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As mentioned earlier, this coordination attempt was at first not particularly suc-
cessful, given that the governments of the industrialised countries were facing a
multifaceted crisis, which featured high fuel prices, high inflation and stagnating
output, high and persistent unemployment and growing government and current ac-
count deficits. Moreover, the second oil shock, sparked by the Iranian Revolution
(1979) and the rise of an Islamic regime in power in that country and the Iran-Iraq
War (1980-1988), pushed oil prices even higher, causing soaring inflation rates and
a major destabilisation in the world economy. Against this background, any expan-
sionary policy agendas were abandoned.

Elsewhere, attempts were made to boost demand along Keynesian lines, as well
as to establish wage and price controls, despite objections raised by monetarists
and free marketeers. Thus, in 1977 Paul McCracken and other economists argued in
favour of active demand management, while the OECD too recommended policies
to ensure an expansionary exit from stagflation, relying on controls and anti-
inflationary interventions.16

2.11 A paradigm shift in economic policy

The above-mentioned Keynesian views met with a wave of opposition and trig-
gered controversy among economists. Ultimately, Keynesianism was rejected for
the neoliberal paradigm: in 1979 Margaret Thatcher became Prime Minister of the
United Kingdom and in 1980 Ronald Reagan was elected President of the United
States. Both these conservative leaders of the most powerful English-speaking na-
tions fervently supported supply-side economics, came into conflict with the public
sector and trade unions and pursued a policy of market liberalisation/deregulation,
inspired by the theories of economists such as Friedrich A. von Hayek and Milton
Friedman, exponents of the Austrian School and the Chicago School, respectively.
However, their policies were not identical: Thatcher implemented drastic cuts in
public spending, whereas Reagan increased public spending compared with his pre-
decessor, Jimmy Carter. It is also worth noting that the latter had appointed Paul
Volcker Chairman of the Federal Reserve, a central banker who, as a monetarist, set
as his primary goal to reduce US inflation. This was achieved by raising interest ra-
tes to double digits, which led to a deep recession and, at a later phase, a “purging”
of the economy.17 Similar policy objectives were pursued in the United Kingdom.
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The economic policies of the Reagan administration (“Reaganomics”) involved
a tightening of money supply, higher government expenditure —mostly on de-
fence— and less state intervention in the other sectors of the economy, coupled with
a reduction of income and capital gains taxes. A variant of this policy, with drastic
government spending cuts and a withdrawal of the State from sectors traditionally
under its control, was pursued in the United Kingdom. Gradually, several other
OECD countries followed suit, with their own versions of this approach adapted to
fit their country-specific circumstances.

This policy had a dampening effect on inflation in the short to medium term. On
the other hand, in the case of the United States, it triggered a widening of deficits,
while in the case of the United Kingdom led to a drastic curtailing of the welfare
state, largely dismantling the safety net that protected the more vulnerable groups
of society and the unemployed. Corporate profits, however, increased significantly
and many members of the middle class were able to improve their economic posi-
tion, invest in the stock market and raise their incomes.

2.12 The growing importance of the financial sector

The financial liberalisation/deregulation that accompanied these changes gai-
ned momentum in the 1980s, as did financial innovation with new products such as
forward contracts, structured bonds, credit default swaps, etc. The tertiary sector
grew to gigantic proportions, mainly in Wall Street in New York and the City in
London, but also in other financial centres, in Europe (e.g. Frankfurt), Asia (e.g.
Hong Kong, Singapore) and elsewhere. Aggressive business takeovers, mergers and
high leveraging marked the transition to this new era. Employment stopped being
thought as a responsibility of the State and a sentiment of optimism, prosperity and
confidence gradually prevailed in the business community, encouraging higher risk-
taking relative to the past.

2.13 From the Plaza Accord to the crisis of 1987 

In the field of international economic relations, the five most powerful countries
of the (western) world, namely the United States, the United Kingdom, France, West
Germany and Japan, signed the “Plaza Accord” on 22 September 1985, agreeing to
devalue the US dollar against (mainly) the Deutsche Mark and the Japanese yen.
This agreement initially boosted US exports to the other industrialised countries,
but subsequently the depreciation of the dollar proved to be excessive and could not
be halted by market forces. Thus, on 22 February 1987, a year and a half after the
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Plaza Accord, the same countries plus Canada (Italy was also invited to sign the
agreement but declined), reached the “Louvre Accord”, which put an end to the
downhill run of the US dollar rate. The signatories committed to reduce their
external deficits (France, United States) or balance of payment surpluses (Japan), to
reduce taxes (United Kingdom, Germany, France), to cut public spending (Germany,
United States) and to keep their interest rates low (Japan, United States). As a result of
these two accords, under which the yen strongly appreciated vis-à-vis all the other
currencies, the Japanese currency became particularly expensive and the Japanese
economy was initially led to a stock exchange and real estate bubble followed by
stagnation and recession, which has broadly persisted to this day: although in essence
the phenomenon originates in the Smithsonian Agreement (in 1971, when the yen
had appreciated from 360 to 308 yen per dollar), it was reinforced in 1987-1988 and
peaked in 1995 (when the Japanese currency reached 79 yen per dollar).

The balance struck by the Louvre Accord was put to the test eight months later,
with the Wall Street crash of 19 October 1987. This crisis was attributed to various
factors. The Brady Committee attributed it to the stock market’s reliance on pro-
gram trading (i.e. the use of automated electronic transaction systems). Another
factor seen as the cause or an intensifier of the crisis was the US policy tightening,
which outpaced that in Europe. However, the decisive liquidity-providing inter-
ventions of the Fed, under Alan Greenspan, prevented the crisis from spilling over
to other markets and enabled the US economy to recover rather soon afterwards.

2.14 The emergence of the new globalisation. The new global architecture

The 1990s started with great expectations: the collapse of the Communist Bloc and
the dissolution of COMECON provided the former socialist countries with an op-
portunity to gradually evolve into free market economies, while the Western Euro-
pean countries stepped up and deepened their integration endeavour. Meanwhile,
across the Atlantic, the creation of free trade areas changed the rules of the game,
and the completion of the Uruguay Round of the GATT (1986-1994) led to the esta-
blishment of the World Trade Organisation (WTO). China on the other hand, fol-
lowing the events in Tiananmen Square, embarked on a path of economic (though
not political) liberalisation.

The disintegration of the Eastern Bloc started from Poland in April 1989 and
soon spread across all the member countries. The highly symbolic demolition of
the Berlin Wall took place on 9 November 1989. The US-USSR Summit in Malta (2-
3 December 1989) officially marked the termination of the Cold War. Germany was
reunited on 3 October 1990, while the Warsaw Pact Organisation and the USSR
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were dissolved on 1 July and 25 December 1991, respectively. In 1992, Poland, Hun-
gary and Czechoslovakia (which split in two in 1993) established the Central Euro-
pean Free Trade Area (CEFTA), as a first coordination attempt of the economies of
former socialist countries and as an antechamber to their accession to the European
Union (EU). In 1995 they were joined by Slovenia. While these countries acceded
to the EU in 2004, other Eastern European countries joined the CEFTA in 2006 and
2007. Also in 2004, the three Baltic States (Latvia, Lithuania and Estonia), former So-
viet republics, joined the EU. Most of the remaining former Soviet republics for-
med the Commonwealth of Independent States, which attempted to create a free
trade area from 1994 onwards. The transition from a centrally planned economy to
a market economy was more successful in the countries of Central and Eastern Eu-
rope than in those of the former USSR.

In Western Europe, the twelve Member States of the EEC moved towards deeper
integration, deciding to create the EU and defining its structure, which would rely
on three pillars (European Communities, Common Foreign and Security Policy,
Police and Judicial Cooperation in Criminal Matters). The Maastricht Treaty
(signed on 7 February 1992) led to the creation of the euro and established the four
convergence criteria which each member country should have fulfilled before ado-
pting the new currency. The Maastricht criteria imposed limits on government de-
ficits and debt, inflation rates, interest rates, and foreign exchange rate fluctuations.
In 1995 the EU was enlarged with the accession of Austria, Sweden and Finland,
while Norway decided again not to join. This development led to a marginalisation
of the European Free Trade Association (EFTA) and the adoption (in view of the en-
largement) of the Agreement on the European Economic Area in 1994.

Also, in 1994, the United States, Canada and Mexico signed the North Atlantic
Free Trade Agreement (NAFTA), while in the same year, the Southern Common
Market (MERCOSUR) set up in 1991 in Latin America decided to form a customs
union. These developments provided impetus to expanding the scope of other re-
gional intergovernmental agreements, with additional economic, trade or customs-
related dimensions, while they also encouraged the creation of new regional unions,
such as the CARICOM in the Caribbean, the Andean Community (CAN), the
ASEAN in Southeast Asia, the ECOWAS in West Africa, the SAARC in the Indian
subcontinent, the GCC in the Gulf region, etc. Thus, towards the end of the 20th
century the future seemed to belong to regional economic alliances. Pointing in the
same direction was also the impressive growth of world trade, which from 5% of
global GDP in 1957 had risen to 20% by 2007.

Meanwhile, the OECD, established in 1961 reforming the OEEC, and having al-
ready expanded its membership to Japan in 1964 and Australia and New Zealand in
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1971 and 1973, respectively, welcomed Mexico (1994), the former Eastern Euro-
pean countries (from 1995 onwards), South Korea (1996) and, more recently Chile
and Israel (2010), as new members.

In the Far East, the two major economies followed dissimilar paths: while Japan
was experiencing deflation and recession, China, thanks to the new policy pursued,
entered a phase of strong economic expansion, with double-digit growth rates and
substantial capital inflows due to its booming export sector and inward foreign di-
rect investment. Underlying the new policy, ratified by the leaders of the Chinese
Communist Party (CCP) at the 16th CCP Congress in 2002, was the theory of the
“Three Represents”, allowing private entrepreneurs to become members of the CCP.
China was accepted into the WTO in 2001, becoming a full member in 2002. Ever
since, it has been posting large current account surpluses, has managed the exchange
rate of the renminbi against the US dollar within a narrow band, and has been at-
tracting large amounts of foreign investment from OECD countries. Its foreign ex-
change reserves are recycled in the global market by buying US government bonds.

In the same geographical zone, during the 1980s four countries stood out as dy-
namic emerging economies, also known as the “four Asian tigers”: South Korea,
Taiwan, Singapore and Hong Kong (which was handed over to the People’s Repu-
blic of China in 1997). Four other countries also saw their economies grow rapidly:
Indonesia, Malaysia, the Philippines and Thailand – which were nicknamed “tiger
cubs”. India and Brazil shifted their economic policies, liberalised their economies
and experienced high growth rates. The same happened with Turkey after 2002.

2.15 The rise of the US economy in the 1990s

World economy grew at an initially slow and then faster pace in the course of the
1990s. At first, this upward momentum was seen as a success of monetarism and
market liberalisation/deregulation. In the United States, following the election of
Bill Clinton as President in 1992, Reaganomics gave way to Clintonomics, i.e. a mix
of a restrictive fiscal and an expansionary monetary policy. This policy, which
Treasury Secretary Prof. Lawrence (Larry) Summers had developed into a theore-
tical model termed “stimulative austerity”, aimed at economic growth through the
reduction of fiscal deficits and interest rates (Summers, 1991). Clinton’s term of office
at the White House from 1994 to 2001 marked one of the most important boom
periods in modern American history: GDP rose by roughly 30%, unemployment
fell to a 40-year low, inflation was reined in and the stock exchange experienced an
unprecedented boom, resulting in the emergence of a new group of small- and
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medium-sized investors, who amassed huge personal fortunes. This wealth, never-
theless, was not evenly distributed.

The policies of the Clinton administration were not far from the proposals of
the well-known Jobs Study of the OECD (1994), which, reviewing the policies pur-
sued since 1980, recommended that macroeconomic policy should seek to reduce
unemployment by stimulating supply and should provide a framework, based on
sound fiscal practices and exchange-rate stability, to ensure that economic growth
and increased employment are sustainable. The individual recommendations of the
Jobs Study included enhancing the creation and diffusion of technological know-
how; increasing working-time, wage and labour cost flexibility; nurturing an entre-
preneurial climate; reforming employment insurance provisions and unemployment
and related benefit systems; improving labour force skills and competences; and re-
organising/updating the tax system and business financing.

2.16 Monetary policy in the era of globalisation

During the same period, academic research focused on the balance of payments
as a mechanism for balancing savings and investment on a global scale, as well as on
monetary policy in a broader sense. According to the rational expectations theory,
policy credibility and predictability would lead the markets to grow and prosper.
According to this view, only major shocks could justify temporary deviations from
the above principles.

A factor of continuity in US monetary policy throughout the 15 years of the
Reagan-Bush-Clinton-Bush successive administrations was the Federal Reserve
Board Chairman, Alan Greenspan, whose term started in August 1987 and was
renewed four times thereafter, until he retired in January 2006.

By that time, monetary policy across the globe had become rules-based, and eco-
nomic agents came to view it as unchanging. Having a medium- to long-term
horizon, it was geared towards price stability. The Taylor rule, very popular in 1987-
1992, helped disseminate the idea that for every percentage point increase in
prices, interest rates should be raised by a little more than one percentage point.18

Meanwhile, the question of full central bank independence was a constant topic in
public debate. The discount rate, together with a communication policy aimed at
anchoring market expectations, were highlighted by Jean-Claude Trichet as the key
principle of monetary policy making in Europe.
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According to the same view, financial markets were considered to be efficient
and able to optimally diversify the risks of alternative financial operations.19 Mone-
tary policy was complemented by structural policy, which ensured resilience to
shocks, through interventions in the labour market aimed at increasing productivity
and labour mobility. Policies fostering human capital development and ongoing trai-
ning and less regulation were the rule. Finally, fiscal policies targeted low levels of
deficits and public debt. Automatic stabilisers, and rules in general, were favoured
over “discretionary”, ad hoc interventions.20

Alan Greenspan’s tenure was seen as very successful at the time, but after 2008
came under severe criticism, especially with respect to the policy of market libera-
lisation/deregulation and weak banking and stock exchange supervision, as well as
compliance with international and national accounting standards and transparency
rules. It is not by chance that this period saw the formation of international NGOs
such as Transparency International in 1993, striving to promote transparency in
international and domestic transactions and combat corruption. This criticism was
not unfounded: to a large extent, the crises and corporate accounting scandals that
followed were due to the lack and/or poor implementation of supervisory rules.

2.17 Shocks and crises

While NAFTA contributed to the peso crisis in Mexico in 1994, three years
later the dynamic expansion in the Far East region came to a halt with the collapse
of the Thai baht in July 1997. The crisis soon spilled over to Indonesia and South
Korea, while it also had considerable negative effects on Malaysia, the Philippines,
Singapore, Laos and Hong Kong. In response to this crisis, the IMF offered bailout
programmes for these countries in exchange for harsh fiscal adjustment measures.
Further, the Asian crisis dealt a heavy blow to the Japanese economy. It was followed
by the Russian fiscal crisis in 1998 and the crisis in Argentina in 1999-2002, which
resulted in the unpegging of the Argentine peso from the US dollar. A major crisis
was also experienced by Turkey in the same year.

The European economies, which after the EMS crisis of 1992 —which mostly
hit the United Kingdom, Sweden and Finland— would adapt their monetary poli-
cies to the changing conditions, prepared for the next phase of EMU, which started
on 1 January 1999 and was completed on 1 January 2002 with the cash changeover
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to the euro. The Basel Ι and Basel ΙΙ accords laid the foundations for coordination
and cooperation among banking systems worldwide, including within Europe.21

In the Western world, the limits of the new paradigm became apparent with the
burst of the so-called dot-com bubble in the New York Stock Exchange in March
2000, just a few months after the “millennium bug” panic had subsided. The Y2K
problem, as it was also known, was successfully addressed without causing any
adverse effects, but —combined with the 1987 crisis attributed to the widespread
use of programme trading— revealed the extent of the modern economy’s de-
pendence on information technology.

As the recession that followed the burst of the dot-com bubble had triggered a
shift of investors to the real estate market in search of yields, that market in turn
experienced a bubble, both in the United States and in the countries of the Medi-
terranean south. In the United States, several banks offered loans to high-risk
(subprime) borrowers and, when this bubble burst in 2008, found themselves with
massive toxic assets and a large number of non-performing loans.

As these financial developments unfolded, globalisation encouraged labour
migration flows, which led to lower labour costs worldwide. At the same time, the
availability of low-cost raw materials, food, clothing, etc. was keeping inflation
relatively low and was safeguarding the value of money in Europe, where interest
rates would otherwise have increased. This is more or less how excessive leverage
and risk-taking began in money markets, which was the underlying cause of the
disturbances mentioned above. These crises were not so much due to macroeco-
nomic imbalances as to the introduction of innovative financial products and the
practices followed by hedge funds and investment banks. Practices that were per-
mitted by the then applicable legal framework, such as the transfer of assets to
special purpose vehicles or obfuscation or (in some cases) misleading informa-
tion to investors, led many capital holders away from productive investment to-
wards short-term, high-yield and high-risk assets.

Finally, a succession of crises and scandals —e.g. those of Long-Term Capital
Management (1998), Enron/Arthur Andersen (2001), MCI-WorldCom (2002),
the subprime mortgage crisis (2007), Lehman Brothers (2008) or those of BCCI
(1991), Barings (1995), Fortis (2010), etc.— revealed the problems created during
the previous period of market liberalisation/deregulation.
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2.18 The crisis of 2008 and the prospects for the future

The 2007 banking crisis in the United Kingdom (Northern Rock, Royal Bank
of Scotland) led to the crisis in the US subprime mortgage market and the bank-
ruptcy of Lehman Brothers in September 2008 and sparked contagion across
several European countries which, one after the other, asked for assistance from
the international community: Latvia as early as in February 2008, Iceland in Se-
ptember and Hungary in October of the same year, Serbia in January and March
2009, Romania also in March 2009, Greece on 23 April 2010, Ireland in November
2010, Portugal in May 2011, and Greece again in March 2011. The sovereign debt
crisis threatened to spread to other countries of the European periphery, as well
as to the rest of the world. In the face of this sprawling and deepening crisis,
several countries (their societies and governments alike) initially put part of the
blame on market liberalisation/deregulation and broader trade integration,
threatening to reverse the 1990s’ tendency towards regional free trade areas and
customs unions. However, it soon became evident that the emerging market
economies were unwilling to question their growth model and return to a more
protectionist world economy.

How can the present situation be overcome, given that an exit from the 2008
crisis has been pursued relying on austerity policies?22 As is well-known, the cen-
tral banks of advanced economies have been practising quantitative easing, by
purchasing government bonds with newly created money, coupled with forward
guidance on the future monetary policy stance. In essence they follow a zero in-
terest rate policy, in order to achieve the agendas of their respective governments.
For other economies with strong macroeconomic imbalances, austerity policies
are prescribed. The international assistance provided to them is conditional upon
commitments to implement domestic reforms, which the recipient countries ful-
fil at varying degrees and paces. There is great uncertainty as to how policy mea-
sures affect macroeconomic conditions, after such a major shock as that of 2008.
Under these circumstances, international organisations stick to their typical po-
licy prescriptions: balanced budgets, supply-side policies and monetary stability.
Central banks are called upon to serve this purpose.
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3. The Greek context. The major political and economic events,
1928-2008

3.1 The stabilisation of the drachma, 1928

The monetary upheaval in Greece in the wake of the Asia Minor Disaster and
the need for a social policy placed the governments of the inter-war period be-
fore unprecedented dilemmas. With the Greek economy badly needing bor-
rowed funds, in addition to those obtained up to 1927, the country resorted to the
Financial Committee of the League of Nations in March 1927, asking for its guar-
antee for a new loan. The League of Nations sent a four-member delegation,
headed by Joseph Avenol, to study the economic situation of the country. The
delegation released a report with its findings in May of the same year. The re-
port concluded that an essential condition for providing the loan was a reform of
the Greek banking system. Special mention was made to the National Bank of
Greece, which at the time, in parallel to its banknote issuance privilege, also en-
gaged in commercial banking activities; this caused confusion between its two
functions and complicated the management of currency in circulation. The de-
legation suggested that the National Bank should confine itself to its central bank
tasks, but the National Bank opposed this plan. Under the pressure of circum-
stances, however, it finally agreed to waive its note-issuing privilege in favour of
a new issuing bank.

Thus, on 15 September 1927, the Geneva Protocol was signed, marking the
establishment of the Bank of Greece and the provision of a GBP 9 million loan to
Greece. The legislation ratifying the Statute of the Bank of Greece, the Geneva
Protocol, as well as the transfer of the note-issuing privilege from the National
Bank to the Bank of Greece, was adopted on 7 December 1927. The establishment
of the Bank of Greece brought Greece into line with the international monetary po-
licy management standards of the time, while the Agricultural Bank of Greece
and,later on, the National Mortgage Bank of Greece were added to the domestic
banking landscape, as two specialised banking institutions that each had a specific
mandate to fulfil.

Meanwhile, bimetallism (formally in place since 1868, when Greece joined the
Latin Monetary Union) was abandoned, the gold-exchange standard was introdu-
ced, and the convertibility of the drachma was ensured via its pegging to the pound
sterling at 1/15 of its pre-war value, i.e. at 375 drachmas per pound.
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3.2 The establishment and the first steps of the Bank of Greece (1928-1932)

The new note-issuing bank began operations on 14 May 1928, taking up the
NBG’s assets associated with the note-issuing privilege, after a heated debate con-
cerning the amount of cover in gold that had to be transferred to the Bank of
Greece. Alexandros Diomidis, until then Governor of the National Bank of Greece,
was appointed as first Governor of the Bank of Greece and Emmanuel Tsouderos
was Deputy Governor. The primary policy instrument of the Bank of Greece, at
least until World War II, was the discount rate, while the minimum reserve ratio
was also used as a secondary tool. At first it was very hard to deal with the dominant
market position of the NBG using the discount rate alone, with time however,
under the impact of the crisis and the pressing circumstances, the Bank of Greece
became the undisputed monetary policy maker in Greece.

3.3 The implementation of productive projects

The so-called “productive projects” had been launched under the Pangalos re-
gime, but their implementation was stepped up after 1928 thanks to the impetus
provided by the Venizelos government. These were infrastructure projects, partly
linked to the need to resettle the Asia Minor refugees, and included land improve-
ment projects in the plains of Thessaloniki and Serres-Drama, in the regions of Epi-
rus, Crete, and Boeotia (at the Kifissos river basin), as well as road construction
works across the country. These projects were financed by the Greek State and bor-
rowed private funds, with the total expenditure estimated at 10% of national in-
come.23 They received wide publicity in the press, and provided the Technical
Chamber of Greece (established in 1923) an opportunity to make its presence felt
in society.

The two main views expressed at the time concerning the productive projects
can be summarised as follows: the first criticised the projects because their terms and
conditions had not been negotiated, sufficient funding had not been secured and
the fact that the simultaneous implementation of many public works in a country
characterised by poor planning and inadequate supervision of their execution would
put an excessive burden on the private economy. Indeed, the government’s massive
demand for borrowed funds was crowding out private investors increasing the cost
of money for them. The second view was that the productive projects would not only
improve domestic production structures, but could also increase the farmable lands

METHODOLOGICAL, THEORETICAL AND HISTORICAL CONSIDERATIONS | 27

23 Evelpidis (1950).



in northern Greece (which had received a large part of the refugee flows), thus ena-
bling an increase of agricultural production and, therefore, a reduction of the ba-
lance of payments deficit. Moreover, these projects would help tackle the
unemployment problem as well as the floods and the malaria epidemics that plagued
the relevant areas. The Bank of Greece, realising the importance of these productive
projects, actively supported the efforts for their completion, at a time when —due
to the crisis that followed— this was no longer secured.

3.4 Managing the evolving crisis

The start of operations of the Bank of Greece coincided with an adverse
domestic and international economic conjuncture. The October 1929 stock
market crash in New York and the global depression that followed created a
climate of insecurity in the domestic banking market and put the monetary stabi-
lisation policy to a test. The suspension of the gold standard by the United King-
dom in September 1931 cast doubt on the gold convertibility of the drachma. The
continuing depletion of the Bank of Greece’s foreign exchange reserves forced the
government to take action to protect the national currency in order to avoid a
total collapse of the monetary system.24 In April 1932, Greece abandoned the gold-
exchange standard, and the Administration of the Bank of Greece decided to peg
the drachma to the US dollar. In addition, import quotas were introduced and
foreign amortisation payments were suspended until 1935. Furthermore, deposits
in foreign exchange were converted into drachmas, at a parity lower than the
market exchange rates. These actions helped avert the worst, in particular a bank-
ing crisis in the country. Alexandros Diomidis resigned on 28 September 1931,
after falling out with Prime Minister Eleftherios Venizelos, and was replaced
by Emmanuel Tsouderos, until then Deputy Governor.

3.5 Managing the default

The measures introduced by the Venizelos government helped, up to 1935, to
contain the fiscal and trade deficits and stabilise the drachma, resulting in a gradual
restoration of market confidence and an increase of gold and foreign exchange re-
serves at the Bank of Greece. Upon the default of the Greek State, the Bank of
Greece took up a stabilising role, adjusting its supply of credit to meet demand, in
line with the course of economic activity. The Bank sought to support economic

28 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

24 Bank of Greece (2009).



activity in a deflationary environment, supply credit to the economy and control
foreign exchange. The Bank of Greece, based on the decision of 29 June 1932 “on the
conversion into drachmas of the gold liabilities of government”, controlled money
circulation, gradually reduced the cost of money and lowered its discount rate,
while it also increased its foreign exchange reserves, taking advantage of the 1933
US dollar devaluation. In June 1933 the drachma was pegged to the Swiss franc
and joined the Gold Bloc, in which it remained until 1936, when it was once
again pegged to the pound sterling. A short-lived bank run in August 1939 was
successfully tackled.

With the prudent policy it pursued throughout that period, the Bank of Greece
played an increasingly important role in the national economy, slowly but steadily
upstaging the NBG. Its tasks gradually expanded to its functioning as fiscal agent
and treasurer of the government and the implementation of exchange rate policy. It
also provided credit to the government, while as of 1933 it was entrusted with the
management of external public debt servicing, while maintaining the exclusive
right to raise foreign-currency denominated loans from abroad on behalf of the
State. Finally, it contributed to the organisation and modernisation of the banking
system by establishing and operating cheque clearing offices, implementing
a minimum reserve system and cooperating with foreign banks. Emmanuel Tsou-
deros resigned in 1938 and was succeeded by Kyriakos Varvaressos, until then De-
puty Governor.

3.6 Protecting domestic production – the tariff list of 1935

As was the trend worldwide at the time, Greece gradually shifted to protectio-
nism. This shift became stronger after the failure of the international conference of
the League of Nations in London in 1933 (Clavin, 1991). At first, clearing arrange-
ments were agreed upon with a number of countries, and then in 1935 a new tariff
list was introduced, classifying traded goods into eight categories (classes), from a
first class that was subject to no import-export restrictions to an eighth class that was
absolutely prohibited, with the classes in between being subject to various volume-
or value-related restrictions.

This ensured that the deficit in the balance of payments was reined in, but at the
same time introduced a bureaucratic mechanism that added much hassle to the co-
untry’s post-war economic life at least until 1953. Meanwhile, up to 1936, 76.5% of
exports and 51.8% of imports were carried out through clearing offices. Protectio-
nism eased gradually after 1953, with a relaxation of restrictions and a gradual ad-
justment to the GATT rules.
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3.7 The establishment of ΙΚΑ

The Social Insurance Institute (better known by its Greek acronym, ΙΚΑ) was esta-
blished in 1937, after a long-lasting process. The organisation undertook to provide
healthcare and pension coverage of private sector employees, and its scope was initially
limited but increasingly expanded over time, despite the lack of sufficient funding.

ΙΚΑ was the main pillar of social policy in the post-war period. Its establishment
occurred under the Ioannis Metaxas government, but its spiritual father had been
Alexandros Papanastassiou.

3.8 The Bank of Greece moves to its home

1938 was a milestone year for the Bank of Greece. On 4 April of that year, its Ad-
ministration and staff were relocated to the Bank’s new building on 21 Panepisti-
miou Str., the foundations of which had been laid five years earlier (see Bank of
Greece, 1938). Until then, the Bank had been housed in premises of the NBG. Re-
location to the new building, apart from its functional implications, also had a more
general symbolic significance. It not only marked organisational and logistical au-
tonomy from the NBG, in whose facilities the Bank’s vaults and cashier services
were formerly hosted, but also consolidated its role as a central bank, thus quash-
ing the plans of certain political and economic circles that all this time had been en-
tertaining the idea of a re-merger with the NBG. The Bank of Greece pursued
further its building programme by constructing or acquiring properties to house
its branches across Greece, as well as in Athens, so that it today boasts a sizeable
real estate property.25

Another important decision towards ensuring greater autonomy was that of 7
June 1938, which set up the Banknote Printing Works Department (ΙΕΤΑ), located
at a building plot purchased specifically for that purpose in the Athens district of Ho-
largos (today being part of the Municipality of Halandri). The ΙΕΤΑ started printing
the Greek banknotes in 1947, while today, thanks to its modern facilities, it prints
euro banknotes for the European Central Bank (ECB).
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3.9 The rescue of the gold reserve, 1941

The upward course of the Bank of Greece came to a halt with the outbreak of
World War II. In October 1940, the Bank increased the ceiling on its advance pay-
ments to the State to 1 billion drachmas and, with the start of the Greco-Italian war,
restrictions were imposed on banking transactions. In parallel, negotiations were
launched with the English government for the financing of the Greek war costs, and
the Greek State was granted a loan to be used as cover for issuing new money.

In February 1941, the Administration of the Bank of Greece managed, by a da-
ring act, to load the gold reserve in its possession on ships of the Hellenic Navy and
secretly transport it to its branch in Heraklion, Crete. Shortly before the entry of
German troops in Athens in April 1941, Bank of Greece Governor Varvaressos,
along with Deputy Governor Georgios Mantzavinos and the political leadership,
fled the Greek capital, headed for Crete. Thereafter, the Administration and the gold
were shipped to Cairo, whereas a while later it was decided to transfer the gold re-
serve to Pretoria. This way, a mortgage for the recovery of the national currency
once the war was over was registered. Finally, following a stopover at London, the
gold reserve returned to Greece after the war. Today, according to standard inter-
national practice, the country’s gold reserves are kept in more than one country,
specifically 29% in the United States, 20% in the United Kingdom, 4% in Switzer-
land, and 47% in Greece. This ensures that the country’s foreign exchange needs
can always be met in any emergency situation.

3.10 Under foreign occupation 

The three occupation forces (Germany, Italy, and Bulgaria) put in circulation, in
parallel to the drachma, their own currencies (the “occupation” Reichsmark, the
“Mediterranean” drachma and the lev, respectively) and imposed a new Admini-
stration on the Bank of Greece in Athens, appointing commissioners with full ju-
risdiction in monetary and exchange rate policy. Following a Bank of Greece
intervention, aimed at controlling money circulation, the use of the above curren-
cies was prohibited as of 18 July 1941, and it was agreed that the Bank of Greece
would pay the costs of the occupation troops. This was in accordance with the Law
of War and the Hague Conventions of 1889 and 1907. The Bank of Greece provided
to the occupation authorities an indexed amount of 1,500 million drachmas per
month. In addition, under the Treaty of Rome (1941), the Bank of Greece was
forced to grant, over and above the agreed occupation costs, a special loan (so-called
“Occupation Loan”) to the German and Italian occupation authorities (for more
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details, see further below). These massive banknote issues caused the currency to de-
preciate, as hyperinflation set in and barter was increasingly used in transactions,
and public trust in the drachma plummeted. Meanwhile, the Bank of Greece had in-
creased its operating costs, following mass recruitments of personnel, motivated
mostly by humanitarian reasons in a country plagued by famine and destitution.

The burden on the Greek economy from the costs of occupation and the costs of
supplies to the Axis powers on other war fronts, as well as the detachment of size-
able parts of the national territory (Eastern Macedonia, Western Thrace, Ionian Is-
lands), annexed to Bulgaria and Italy, contributed to a dramatic drop in national
production and thereby in national income, which —combined with the deprecia-
tion of the national currency— led to economic collapse. Indicatively, currency in
circulation rose by 36,000% between October 1939 and October 1944. The value of
the gold sovereign pound, from 1,000 drachmas in 1940, soared to 1.5 billion dra-
chmas in 1944.

3.11 Inflation and hyperinflation (1941-1944)

In July 1942, in an effort to find a solution to the problem of galloping inflation,
the German government sent Hermann Neubacher to Greece. But although the oc-
cupiers approved the delivery of humanitarian aid by the Swedish Red Cross, they
continued to draw funds from the Bank of Greece at increasingly frantic paces to fi-
nance the occupation costs in the context of the Occupation Loan. The gallop of in-
flation started in 1943 and intensified particularly in 1944. In addition, already since
1943, gold sovereigns and gold 20-franc coins had started being sold on the free
market, a fact that wiped out public trust in the domestic currency and contributed
to entrenching the use of gold in transactions. Thus, the end of the occupation pe-
riod found the Greek economy in ruins, with its productive fabric destroyed and its
monetary system critically wounded.

3.12 The Bank’s Administration in exile

In September 1941 the Greek government-in-exile and the legitimate Bank of
Greece Administration arrived in London. In December of the same year, on an ini-
tiative of the British government, a special inter-allied committee was set up to as-
sess Greece’s damage from the war and post-war needs, in which Greece was
represented by the Governor of the Bank of Greece, Kyriakos Varvaressos. The Ad-
ministration of the Bank of Greece was active on several fronts: from briefing the Al-
lies to defending the interests of the Greek economy and from setting up a network
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of humanitarian aid for the population back in occupied Greece to the country’s in-
ternational representation. Thus, in July 1944, Governor Varvaressos represented
Greece in the Bretton Woods conference in New Hampshire, which, as mentioned
earlier, laid the foundations for the post-war global monetary order.

3.13 The first attempts at stabilisation, 1944

The liberation of the country and the repatriation of the Greek government and
the legitimate Administration of the Bank of Greece signalled the beginning of an
effort to stabilise the currency, rein in hyperinflation and revive economic activity.
The Greek government appointed Xenophon Zolotas as Co-Governor of the Bank of
Greece. The plan mapped out jointly by the government, the Administration of the
Bank of Greece and British experts proved to be incomplete, and the new drachma,
introduced in November 1944, failed to displace the gold sovereign. More specifi-
cally, the national unity government that took over in October 1944 introduced, by
Law 18/11 November 1944, the new drachma, which was equal to 50 billion old
drachmas and pegged to the pound sterling at a parity of 600 drachmas per 1 GBP
(1 US dollar = 150 drachmas). This arrangement wiped out all the existing deposits
and liabilities of the Greek State to mark a fresh start, which however was perceived
by Greek citizens as an arbitrary move on the part of the State.26 However, the
tumultuous events of December 1944 and the financing of the budget through credit
from the Bank of Greece triggered strong inflationary pressures, thwarting the effort
to substitute the new currency for the gold sovereign in transactions.

3.14 The Varvaressos policy

The failure of the stabilisation programme led Xenophon Zolotas to resign from
the post of Co-Governor in January 1945. Kyriakos Varvaressos, now the Bank’s
only Governor, undertook also economic policy responsibilities in June 1945 as
Vice-President of the Voulgaris government. Varvaressos sought stabilisation
through a number of measures mostly of an administrative character, including a
ban on the use of gold in transactions and a devaluation of the drachma vis-à-vis the
pound sterling (from 600 to 2,000 drachmas per pound sterling) and the US dollar
(from 150 to 500 drachmas per dollar). He also introduced price controls for es-
sential consumer goods and tried to increase the country’s foreign exchange reserves.
Finally, by Law 362 of 4/06/1945, he imposed an extraordinary levy on industrialists,
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merchants and professionals, with a view to strengthening government revenue
through high taxation of those who had excessive purchasing power and had become
rich during the occupation. His endeavour met with strong opposition from the
social strata concerned and was given up in September 1945. Varvaressos resigned
from all his public offices, and any efforts to stabilise the currency were abandoned for
a long time. He was succeeded by Georgios Mantzavinos. Under his governorship, the
Bank of Greece continued to strive towards monetary orderliness and to finance the
credit system and the economy in general.

3.15 The London Agreement (1946) and the establishment of the Currency 
Committee

The third post-war attempt at monetary reform was made in January 1946, with
the London agreement between Greece and the United Kingdom, whereby the lat-
ter agreed to grant Greece a loan of 10 million pounds sterling and Greece agreed
to radically restructure its fiscal management and establish a Committee to manage
currency in circulation.

Thus, the Currency Committee was established in March 1946, as an indepen-
dent authority within the Bank of Greece, comprising two members of the govern-
ment, the Bank of Greece Governor and two foreign experts. The Currency
Committee became the supreme body responsible for monetary and credit policy
until 1982. All decisions concerning the currency, foreign exchange, lending, etc.,
were subject to its approval. Furthermore, an Industrial Credit Committee was set
up at the Bank of Greece, mainly responsible for authorising loans to industry, in
order to meet needs in raw materials, fuels and low-value repair works. By its decision
of 14 August 1946, the Currency Committee determined, among other things, that
credit to industry should be used for productive purposes and that borrowers were
required to co-finance the investment projects.

Turning to the currency, the drachma was devalued by Emergency Law 879 on
25 January 1946, and its exchange rate was set at 20,000 drachmas per pound ster-
ling and 5,000 drachmas per US dollar. Foreign exchange for imports and invest-
ment was supplied, and the restrictions on the use and circulation of gold coins were
lifted, although the ban on gold coin exports remained in place. However, this
effort too failed to substitute the drachma for the gold sovereign. This policy put
constraints on the monetary authorities, which were forced to use a considerable
part of the country’s liquid resources for supporting the exchange rate of the
drachma rather than for productive activities. Amid the escalation of the civil war

34 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008



in late 1946, speculation on gold sovereigns surged, and the Bank of Greece was for-
ced to proceed to sales in order to maintain stability.

On 22 November 1947, the first post-war General Meeting of Shareholders of the
Bank of Greece was held and was called upon to review and approve the Bank’s
balance sheets for the years 1941, 1944, 1945 and 1946, whereas the financial
statements for the years 1942 and 1943 were not available in the legal form of
balance sheet. The meeting approved the Bank’s policies for all these past years and
reconfirmed the policy to support the drachma through the sale of gold sovereigns.

3.16 Credit control and the Marshall plan

In 1947, the United States took over from Britain the task of providing finan-
cial aid to Greece. In April 1948, the Legislative Decree “on the control of credit”,
was drafted jointly by the government, the Currency Committee and the Ameri-
can Economic Mission, specifying in more detail the responsibilities of the Cur-
rency Committee. The main objective was to crack down on speculation, by
controlling the foreign exchange market and discontinuing interventions in the
market for gold sovereigns. In October 1947, another Legislative Decree, “on sup-
port to external trade”, introduced foreign exchange certificates (“bons”), at a va-
lue higher than the official parity (25,000 drachmas per GBP and 3,000 drachmas
per US dollar), and established a dedicated organisation to coordinate trade
policy. These bons would act to boost exports, investing their owners with incre-
ased credibility in their transactions with the banking system.27 This policy was
strengthened through the aid that Greece received through the European recon-
struction programme, commonly known as the Marshall Plan. However, the coun-
try’s major fiscal problems and low industrial production, which in late 1948 was at
85% of its pre-war levels, were obstructing the monetary stabilisation effort and
were fostering a feeling of uncertainty among the public, which continued to see
the gold sovereign as the dominant currency. In August of the same year, the
Currency Committee set the minimum reserve ratio in the Bank of Greece at 15%
for the NBG and at 5% for the other banks, before increasing it to 22% for all com-
mercial banks in February 1949, in order to curb the circulation of inflationary
money. In the next year, in view of the continued need to control inflationary pres-
sures, the Currency Committee raised further the minimum reserve ratio in the
Bank of Greece for all banks to 25% of sight and time deposits by public entities
and to 12% of all other sight and savings deposits.
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3.17 The path towards stabilisation, 1950-1953

Still, the troubles of the drachma continued. In September 1949, the Diomidis
government decided a new devaluation of the drachma, setting its exchange rates at
42,000 drachmas per pound sterling and 15,000 drachmas per dollar, in line with
those prevailing in the black market. It also reinstated, “for psychological reasons”, the
policy of gold sovereign sales by the Bank of Greece and abandoned the practice of
setting fixed exchange rates of the drachma vis-à-vis the pound sterling and the US
dollar. The Diomidis measures failed to contain the surge in demand for gold sove-
reigns, which intensified further in the following year with the outbreak of the
Korean War, or halt the tendency for commodity hoarding. In May 1951, the
Plastiras government embarked on a programme for stabilising the economy, by
abolishing the “bons” and the then existing dual parity system: a single exchange rate
was set for the drachma, applicable to all transactions, at 42,000 drachmas per pound
sterling and 15,000 drachmas per dollar. The sales of gold sovereigns by the Bank of
Greece were also discontinued, while credit policy was tightened in late 1952, by a
Currency Committee decision to raise the minimum reserve ratio to 35%, on top of
the requirement that at least 50% of lending to industry should be financed with
lenders’ own available funds. This ratio was raised further to 70% in January 1953,
and a month later the Banking Supervision Department was set up within the Bank
of Greece, responsible for the regulation and supervision of banks.

These measures, along with the deficit-reducing agenda of the Plastiras govern-
ment, helped towards disinflation, as well as fiscal consolidation by reducing fiscal
deficits, and stabilised the drachma, paving the way to a definitive solution to the
problem of its exchange rate.

3.18 Regulation and supervision of the banking system

In June 1950, American expert Delos Johns, who was assigned with the task of
recommending reforms to the Greek banking system in collaboration with the two
foreign members of the Currency Committee, submitted to the Governor of the
Bank of Greece a report that suggested a reduction of Bank of Greece credit to com-
mercial banks and the establishment of a body for their supervision. As a follow-up,
under Law 1611/1950 the management of public entity deposits was fully transfer-
red to the Bank of Greece from the NBG and other commercial banks.28 In 1951,
banking supervision rules were introduced, along with stricter criteria for the
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authorisation of credit institutions. Finally, the composition of the Currency Com-
mittee was enlarged to include an economics professor, and Xenophon Zolotas was
appointed by the government as the first incumbent. Control and consolidation of
the banking system was completed with the mandatory merger of the NBG with
the Bank of Athens in January 1953. These measures played a decisive role in the
success of the drachma stabilisation effort, which in April 1953 put an end to the
country’s post-war monetary plights.

3.19 The devaluation of 1953

On 9 April 1953, the new government with Papagos as Prime Minister and Spy
ridon Markezinis as Minister of Finance decided, with the concurrent opinion of the
Currency Committee and the IMF, to devalue the drachma vis-à-vis the US dollar
from 15,000 to 30,000 per US dollar and to join the fixed exchange rates system of
Bretton Woods. This monetary reform was accompanied by measures aimed at a
deregulation of imports, which however at the same time became subject to high
tariffs, as well as the abolition of market controls, the attraction of foreign direct
investment and a far-reaching public investment programme. One year later, on
1 May 1954, in an effort to address the psychological impact from the protracted
monetary instability, the government introduced the “new” drachma setting its pa-
rity at 1 new drachma = 1,000 old drachmas (Eliades, 1954). This move, coupled
with policy commitment to monetary stability and balanced budgets, contributed to
a gradual restoration of confidence in the national currency. Growth gradually
started to pick up and inflation was subdued, averaging 7.3% and 2.2%, respectively,
during the 1953-1970 period.29

The focus of Bank of Greece actions was now on monetary equilibrium and eco-
nomic development. In 1955, Professor Xenophon Zolotas became Governor of the
Bank of Greece; his tenure at the Bank would be long (1955-1967 and 1974-1981)
and he would exert strong influence on monetary and overall economic policy ma-
king. With Zolotas at its helm, the Bank of Greece continued to support manufac-
turing exports, while the Currency Committee managed the interest rates and
volume of credit in line with the economic policy objectives.
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3.20 The institutional underpinnings of economic development from 1953 onwards

Throughout the economy’s course towards higher income levels, the successive
Greek governments strived to transform the institutional framework with a view to
encouraging private initiative, domestic and foreign, to invest in Greece.

Law 3233/1955 amended personal income tax legislation (dating back to 1918-
19), followed by a corporate tax reform by Law 3843/1958, which introduced tax
allowances for reinvested profits and investment expenditure.

Other significant development laws, as they were called, were the following: 
• Law 2176/1952, which supported manufacturing activity in regional Greece. 
• Law 2687/1953, implementing the constitutional provision (Article 112 of the

Greek Constitution of 1952) on the freedom to transfer abroad the profits of foreign
investment in Greece.30

• Law 4171/1961, which provided further incentives for large-scale invest-
ment projects. 

• Laws 147/1967, 1078/1971 and 1312/1972, which subsidised manufacturing
with a view to promoting exports.

Thus, manufacturing increased its share in GDP from 18% in 1960 to 30% in
1980, at the cost, however, of several distortions in the tax system, with the growth
of corporate tax revenue falling short of robust GDP growth.

3.21 Agricultural development, underemployment/unemployment and migration

The Greek economy in this period remained predominantly agricultural: the
agricultural sector accounted for 50% of GDP and 30% of employment. Despite
the strong growth performance, there was a serious problem of unregistered
unemployment and underemployment in agriculture, giving rise to a wave of mi-
gration to Belgium as from 1956 and, later on, to Germany since 1959. Especially
after the Greece-EEC Association Agreement, migration to Western Europe in-
creasingly gathered pace. Between 1956 and 1966, migration outflows came to
679 thousand, of which 185 thousand in 1957-1961, more than doubling to 494
thousand with the second wave (1962-1966).31
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3.22 Association with the EEC

In the late 1950s, faced with a reduction of US financial aid and a trade deficit
problem, the Greek economy sought a closer association with broader economic
areas that were taking shape at the time. After the talks with the EFTA came to an
impasse, Greece turned to negotiations with the EEC, applying for membership in
July 1959. Ιoannis Pesmazoglou, Deputy Governor of the Bank of Greece since 11
February 1960, was in charge of the strenuous negotiations that led up to the
signing of an Association Agreement on 9 July 1961. This agreement envisaged the
abolition of tariffs on Greek exports to the EEC countries over a period of 12 years,
and a respective elimination of Greek tariffs on imports in 22 years. It also provided
for coordination and consultation in the formulation of common policies and the
mediation of the EEC to the European Investment Bank in order to secure financing
for investment projects in Greece.

EEC association provided a fresh impetus to economic growth in Greece and
encouraged a reorientation of Greek exports towards EEC countries. During the
military dictatorship in Greece, the agreement was frozen and was confined to mat-
ters of day-to-day management and reciprocal reduction of tariffs, but was fully
reinstated upon the restoration of democracy in 1974. In 1976, Greece applied for
accession to the European Communities and joined officially on 1 January 1981.

3.23 Developments in the banking system up to the mid-1960s

During the 1960s, further steps were taken towards central coordination of
economic and industrial policy through the establishment of a number of insti-
tutions such as the Investment Bank (1962) by the group of the Commercial Bank
of Greece, the National Investment Bank for Industrial Development (NIBID,
1963) by the NBG group, and the Hellenic Industrial Development Bank (ΕΤΒΑ,
1964). The latter resulted from the merger of the Organisation for Tourism Cre-
dit (formerly “Organisation for Hotel Credit”, 1946), the Economic Development
Financing Organisation (EDFO, 1954) and the Industrial Development Organi-
sation (ΟΒΑ, 1959). These investment banks contributed in multiple ways to the
country’s industrialisation, and by 1981 industry accounted for 20% of the work-
force and 30% of GDP.
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3.24 Eradicating chrysophilia

Until the mid-1960s, and despite the stability of the drachma, all large-value tran-
sactions (mostly involving real estate) continued to be carried out in gold sovereigns.
Amid political turbulence in the wake of the November 1963 elections, there was an
upsurge in demand for gold sovereigns, which was temporarily curbed, but
rebounded with the 1964 events in Cyprus. The Bank of Greece intervened with mass
sales of gold sovereigns at the prevailing parity until January 1964, when its Admi-
nistration proposed the discontinuation of any intervention in the relevant market.
As this proposal was rejected by the political leadership, demand for gold
sovereigns grew stronger in the next period, and the Bank’s gold reserves fell
considerably. In the context of the political crisis that culminated in the July 1965
events, demand for gold sovereigns rose even further. In December 1965, action
was taken to halt this trend: the free market for gold sovereigns was abolished, price
control was maintained, and the free and anonymous conversion of hoarded gold
sovereigns into drachmas was adopted. These measures proved successful, contri-
buting to the flow of large quantities of gold sovereigns back into the vaults of the
Bank of Greece. By the time the measures had run their full course, and also thanks
to the continued strong growth rates, the need to use gold sovereigns in transactions
had faded away.

3.25 Growth and problems. Disorientation after 1967

The Greek economy continued to post high growth rates as the world economy
kept growing. The economic policy mix that the Bank of Greece was called upon to
support was dictated by short-term considerations, particularly after X. Zolotas re-
signed from the position of Governor in 1967, when dictatorship was imposed, and
was replaced by Dimitrios Galanis, until then Deputy Governor. The momentum
developed in the previous years enabled the Greek economy to continue its upward
path well into 1967, despite slowing investment rate. However, the freeze of the EEC
Association Agreement, which (as already mentioned) was confined to matters of
day-to-day management, i.e. an automatic reduction of tariffs, and no longer entai-
led meetings for policy harmonisation and bilateral coordination, deprived Greece
of much-needed credit from the European Investment Bank, and gave rise to an
overall climate of uncertainty, in which the productive classes felt disoriented. The
dictatorship’s policies to support production activity consisted, in its initial phase,
in tax allowances and exemptions and generous credit supply to the private sector,
especially favouring tourism-related and construction activities. Nevertheless, emi-
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gration flows grew bigger, while a policy of large-scale public investment in infra-
structure projects led to an increase in amortisation payments from 7.8% of total
budget expenditure in 1966 to 12.4% in 1971. Monetary expansion caused a gra-
dual overheating of the economy, which peaked at the time when the international
system of fixed exchange rates collapsed.

3.26 The Greek economy after the collapse of the Bretton Woods system

The suspension of the dollar’s convertibility into gold by the US government in
August 1971 led to its depreciation by 8% by the end of the year. The Greek mone-
tary authorities initially kept the drachma/dollar parity unchanged, and thus the
drachma depreciated against all the European currencies by the same percentage.
However, the trade deficit deteriorated and prices started to rise. The Bank of
Greece tightened its monetary policy in 1972, with a view to reducing liquidity in the
economy: the minimum reserve ratio in the Bank of Greece was raised and credit to
construction companies was suspended. In February 1972, when the US dollar lost
10% of its value vis-à-vis gold, the drachma followed suit and depreciated again.

Amid this environment, and following the demise of Dimitrios Galanis, Kon-
stantinos Papayiannis, until then Deputy Governor, became Governor on 7 May
1973. In May 1973, the interest rates on bank deposits, as well as the discount rate,
were raised in a new effort to limit liquidity. Soon afterwards, the first oil shock oc-
curred in October 1973, and higher oil prices were passed through to domestic in-
flation. The Currency Committee, in an ultimate attempt to shore up the drachma,
decided to unpeg it from the US dollar and appreciate it by 10%, alongside a rela-
xation of price controls. In the subsequent period, amid rapid political and econo-
mic developments, domestic economic activity slowed down and growth stalled.
The Greek economy experienced a hard landing, and inflation leaped to 35% year-
on-year between August 1973 and August 1974. The drachma returned to its parity
of 30 drachmas per US dollar in the next few months, while the Bank of Greece pur-
sued once again a disinflationary policy as the political crisis came to a head
following the events in Cyprus.

3.27 Declining growth, 1974-1981

The restoration of democracy in Greece in 1974 marked the beginning of a new
era for economic policy, during which the State gradually took up a more active and
generally more social role in the economy, with multifaceted initiatives and inter-
ventions (Iordanoglou, 2004b). The economic policy reorientation under the Na-
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tional Unity government after the transition to democracy led the real economy to
a partial recovery and the drachma to a moderate depreciation vis-à-vis the major
European currencies. The drachma was devalued against the pound sterling by 7.3%
in 1975 and by 14.2% in 1976, before appreciating slightly by 0.8% in 1977. Against
the Deutsche mark, the depreciation of the drachma was 0.7% in 1975 and 7% in
1976. The National Unity government successfully dealt with the market liquidity
crisis, as the Bank of Greece lowered the discount rate. Economic activity staged a
mild recovery after 1976, when Greece applied for membership in the European
Communities. The drachma was definitively unpegged from the US dollar, and the
Bank of Greece began to set the exchange rate of the drachma with reference to a
basket of currencies. This marked a policy shift, in an effort to safeguard the Greek
economy’s international competitiveness. Monetary policy32 was geared towards
containing price increases, improving the balance of payments, and ensuring a
recovery of domestic economic activity.

However, these efforts coincided with the second oil shock. In this adverse con-
juncture, the Greek economy followed a downward path, with the GDP growth rate
falling from 7.2% in 1978 to 3.3% in 1979, 0.7% in 1980 and -1.8% in 1981.

3.28 Regional development policy

Regional disparities within the country were a major source of concern for the
successive post-1974 governments, also in view of the specificities of the local eco-
nomies in border areas and the potential national defence risks associated with
them. Law 289/1976 introduced incentives for investment in border regions. Law
849/1978 envisaged government financing for investment projects in regional
Greece, up to 60% of the project costs, a subsidisation of interest rates, etc. In the
same vein, Laws 1080/1981, 1262/1982, 1892/1990, 2234/1994 and 2324/1995 placed
emphasis on boosting employment, on new technologies, and on other aspects of in-
vestment endeavours. Finally, Presidential Decree 456/1995 codified all the existing
provisions regarding incentives for investment in regional Greece.

3.29 The nationalisations in the 1970s and “socialmania”

A development of major importance during the post-1974 period was the na-
tionalisation (stepwise between 1975 and 1977) of three large private-sector corpo-
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rations, namely Olympic Airways, the Aspropyrgos Refinery and the Commercial
Bank Group. At the same time, new state-run enterprises were established, such as
the Hellenic Aerospace Industry. Because of these actions, the economic policy of
this period was described as “socialmania”. The term was coined by the Hellenic
Federation of Enterprises (SEV) as an accusation against the political leadership,
which in turn replied by reminding SEV’s extensive interference with economic
policymaking during the dictatorship.

Olympic Airways (OA) had been facing problems after the first oil shock, and
its owner Aristotle Onassis requested a grant of US dollars 45 million from the
government in order to continue its operation. When his request was rejected,
Onassis terminated the contract between the OA and the State, and in April 1975 all
of OA shares were sold to the Greek State for a price of US dollars 68 million.

The Aspropyrgos Refinery had been state-run before its concession by the dic-
tatorship to the Niarchos Group on favourable terms, in exchange for the Group’s ex-
plicit commitment to implement various investment projects. After the restoration
of democracy, the Group was expected to honour this commitment, long overdue
by that time. The dispute was submitted to international arbitration, and a com-
promise settlement was reached in the process, whereby the State took back the
Refinery (for a price of US dollars 12 million) from the Group, and the Group was
discharged from its other contractual obligations.

The problem with the Commercial Bank Group originated from the fact that, in
breach of the applicable legislation and banking ethics, the Commercial Bank had
lended more than one-fifth of its share capital to an oil company owned by Stratis
Andreadis, its own board chairman. As it was not the first time that this happened,
the State decided to double the bank’s capital, excluding Andreadis from the capital
increase. After a long-drawn international litigation, Andreadis was awarded a large
compensation amount, but the Commercial Bank remained under state ownership
for many years to come and was only privatised in the 2000s.

These nationalisations may have been inevitable in strict legal terms, but served
to discourage the investment climate in Greece at a time when the international
trend was in favour of private initiative rather than state entrepreneurship.

3.30 Greece’s accession to the European Communities

Greece’s EEC Accession Agreement was signed on 28 May 1979, effective from
1 January 1981. As from that date, Greece undertook to comply with the law of the
European Communities, except in those cases for which a transition period had
been determined. Specifically, a seven-year transition period had been set with re-
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spect to two agricultural products and for the free movement of labour. In addition,
the agreement envisaged the possibility of special measures being taken should
Greece face extraordinary difficulties in a sector of its economy or in any of its
regions. At the same time, Greece committed to fully harmonising its national
legislation with Community law, as well as to implementing necessary structural
reforms to its administrative set-up in line with EEC membership. Thus, Greece had
to gradually lift all tariffs on agricultural and industrial products and, with immediate
effect, all import quotas, except those on 14 industrial products, which would have
to be phased out gradually. In its trade with third countries, Greece was required to
adapt its tariff list to the Common External Tariff of the EEC within a five-year
transitional period. In the area of public finances, a transitional period of three years
was allowed for the introduction of value added tax, while capital movements would
be immediately liberalised, with only a few exceptions. Greece also undertook to set
up a foreign exchange market in Athens, in order that the movement of the real rate
of the drachma against other currencies could be followed. Moreover, during the
transitional period, discussions would be held regarding the potential participation
of the drachma in the European Monetary System.33

3.31 The new economic policy framework after 1981

The appointment of Gerasimos Arsenis as Governor of the Bank of Greece after
the parliamentary election of October 1981 ushered in an era of stronger State in-
volvement in monetary policy making. At first, topping the list of the new leader-
ship’s priorities was ensuring a more effective functioning of the banking system,
which would enable to achieve the broader economic and social policy objectives.
Soon, however, the policy focus shifted to the need to stabilise the economy and
rein in inflation and current account deficits. Annual consumer price inflation
reached 24.5% in 1981 and remained around 20% in the next five years and at double
digits until the early 1990s. The general government deficit rose sharply from 2.6% of
GDP in 1980 to 8.7% in 1981 and further to 11.6% in 1985. Monetary policy
relaxation coincided with the abolition of the Currency Committee (Law 1266, Go-
vernment Gazette Α 81/2 July 1982) and the assignment of some of its tasks to bodies
outside the Bank of Greece. The growth of broad money (Μ3) was 35.7% in 1981,
28% in 1982 and 29.6% in 1984.
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The tasks of the Currency Committee were transferred to other government po-
licy bodies, most notably the Bank of Greece. Among other things, bank lending
rates were unified while interest rates and credit were liberalised. To tackle the pro-
blems in the balance of payments, a stabilisation programme was launched in Ja-
nuary 1983, accompanied by a devaluation of the drachma (by 16% against the US
dollar and by 15% against the ECU). This effort failed to deliver long-term positive
effects on the economy or to ensure a move to a more open and competitive envi-
ronment, given that economic policy was relaxed again in the following year. On
the other hand, EEC participation had worsened the trade balance (from US dollars
4,342.8 million in 1978, the trade deficit came to US dollars 6,696.8 million in 1981
and US dollars 6,267.9 million in 1985),34 a development which, combined with
higher labour costs due to an increase in minimum wages by 32% in 1982, aggra-
vated the financial problems of many businesses and led to the emergence of the
“ailing companies” phenomenon. With Law 1386/1983 an attempt was made to
manage these companies in principle, succeeding in avoiding job losses, but at the
cost of throwing good money after bad. In the same period, investment as a
percentage of GDP fell from 19.1% in 1980 to 17.7% in 1981 and 16% in 1984.

3.32 The stabilisation programme, 1985-1987

In the face of growing fiscal deficits and high inflation, the second Andreas Pa-
pandreou government, in October 1985, introduced a stabilisation programme that
was submitted to the European Commission. The programme provided for a new
devaluation of the drachma by 15%, cuts in government public spending for 1986
and a legislative restriction on nominal wage increases, which had major implica-
tions for wage earners’ disposable income/purchasing power. The Automatic Wage
Indexation (ATA) system was now based on official inflation forecasts (instead of
past inflation) and excluded imported inflation, while the value of the “green
drachma”, i.e. of Community aid to the agricultural sector, was set as different from
the official exchange rate of the drachma. Assisted by falling international oil pri-
ces, the programme brought about a remarkable improvement in macroeconomic
indicators, but was abandoned after 1987. The budget deficit, which had fallen from
11.6% of GDP in 1985 to 9.6% in 1987, rebounded to 11.4% in 1988.
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3.33 Changes in monetary policy

A significant innovation in monetary policy, already since the 1970s, was the an-
nouncement of intermediate monetary targets. Initially and until 1982 the targeted
aggregate, as an anchor for policy planning and action, was narrow money (Μ0).

Economic policy relied on a combination of measures to control prices and in-
terest rates, acting countercyclically in a volatile environment, which was disrupted
in the wake of the second oil shock. The Bank of Greece tried to help the economy
exit stagflation. In the new context of deregulated capital movements within the
Community, of which gradually Greece became part, essentially from 1986-1987
onwards, competitive conditions were introduced in the banking system. Under the
stabilisation programme of 1985-1987 monetary targets were set. As of May 1986,
measures were adopted to limit credit expansion, all preferential interest rates were
abolished, minimum lending rates were introduced, and the rates on housing loans
and capital outflows for the purchase of assets abroad were deregulated.

The major concern of the monetary authorities since 1983 and throughout the
following decade, in line with the international practices of the time, was to control
broad money (Μ3). One of the results of this policy was a gradual reduction of com-
mercial banks’ compulsory investment in Greek Treasury bills (calculated as a per-
centage of their deposit liabilities) which, from 1986-1987 onwards, led to increased
government borrowing from non-banks through T-bill issues. A direct consequence
was a rise in government borrowing rates.

Meanwhile, Demetrios Halikias, until then Deputy Governor, became Governor
of the Bank of Greece on 20 February 1984.

3.34 The hard drachma policy

With the growth rates of the Greek economy close to zero for a number of years,
and with market deregulation measures having been decided at the European level,
the Bank of Greece took corrective action. In addition to the traditional objectives
—such as lowering inflation and containing the deficit in the balance of payments— the
policy agenda now also included modernising and deregulating the banking system.

Measures were adopted towards greater independence of commercial banks and
greater freedom in managing their asset portfolios. Restrictions on interbank bor-
rowing/lending were abolished, and banks were free to determine their lending
rates as they saw fit.

The “hard drachma” policy was introduced, whereby the drachma depreciated
less than inflation using as a criterion the achievement of more than one economic
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policy target, in an effort to control inflation, as well as the growing —due to the de-
preciation of the currency— public debt. This policy prevented public debt from
increasing excessively, but at the cost of a higher external deficit, which rose from
0.8% of GDP in 1987 to 4.3% in 1989. Following the change of government in 1990,
efforts were resumed to reduce the fiscal deficit, as well as to restructure domestic
production set-up, through a programme of gradual macroeconomic adjustment.
This was in fact necessary due to developments in the context of the European Com-
munities. Already, in accordance with the White Paper (1985) and the Single Euro-
pean Act (1986), work had been underway for the completion of the internal market
by 31.12.1992. This entailed a full deregulation of the banking system, a process that
started being gradually and consistently implemented, especially after 1994 (Gar-
ganas and Tavlas 2001, pp. 108-114). The monetary regime shift from that year on-
wards, as well as a broader targeting including the exchange rate in addition to
monetary aggregates, forced the government to adjust its fiscal policy, and led to
disinflation and a gradual adjustment of the economy to the European standards.

3.35 The Karatzas Report

In view of the strains put on the domestic banking system by the practice of fi-
nancing already insolvent companies, as well as against the backdrop of internatio-
nal developments, a group of experts, known as the Karatzas Committee, was set up
to recommend a banking reform.

The report (Karatzas, 1987) proposed the following: (a) A liberalisation of inte-
rest rates and credit in three steps, starting with a return to positive real deposit
and lending rates, and releasing the credit system from the obligation to support
projects for advancing the social and development policy agenda, which should
normally be financed by the government budget. In a second phase, market
forces should be left to operate and determine the interest rates (excluding the
long-term ones) for loans to small-scale industry and agriculture. Finally, the
third phase should establish the market as the main mechanism for the determi-
nation of interest rates and the allocation of resources. (b) More competition in the
Greek banking system, enabling banks to cope with international competition –
along with the introduction of new innovative banking products. (c) Adoption by
banks of modern accounting and financial reporting practices and by the Bank of
Greece of new methods of banking supervision, with a focus on ensuring capital
adequacy, liquidity and asset quality. In addition to its more specific proposals for
credit to agriculture and for investment banks, the Karatzas Report investigated
the causes behind the underdevelopment of the capital market and suggested
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measures on both the supply and demand sides for securities, centred around a
modern domestic stock exchange market.

It is no coincidence that both the Karatzas Report and the earlier Harissopoulos
Report (prepared on the initiative of the Bank of Greece) stressed the crucial role of
the Bank of Greece, which should lead the process of financial deregulation, once it
became free from the burden of monetising government deficits or supporting bank
balance sheets.35

3.36 The new economic policy, 1990-1993

On 20 February 1992, Εfthymios Christodoulou became Governor of the Bank
of Greece. Meanwhile, at the European level, steps were being taken towards the
completion of the internal market. On 7 February 1992, the Maastricht Treaty was
signed, describing the transition to Economic and Monetary Union (EMU) in
three stages and specifying the fiscal and monetary criteria (known as the Maastricht
criteria) which EU member states were required to meet before entering the third
stage of EMU.

Greek economic policy had to adjust to these new facts, which called for imme-
diate action in line with European developments, through a programme for deficit
reduction, including privatisations. After April 1990, ATA was drastically revised
and was fully abolished as from January 1991. Furthermore, those markets that were
subject to price controls were deregulated. In August 1992, austerity measures were
announced, along with a new convergence programme, which relied on indirect tax
increases and the privatisation of ailing companies. Nevertheless, the fiscal deficit-
to-GDP ratio did not fall below 10% before 1994.

The monetary policy of the Bank of Greece was geared towards supporting the
broader stabilisation policy (ahead of the prospective EMU participation), in par-
ticular disinflation and improvement in the balance of payments. The Bank also un-
dertook to foster the development of money and capital markets. Therefore, a tight
monetary policy was pursued, while as from 1992 the Bank of Greece began to also
monitor a broader monetary aggregate (Μ4) as a complementary liquidity mea-
sure.36 January 1994 marked the start of Stage II of EMU, and a few months later
the drachma came under strong speculative pressure. Ιn response, the Bank of
Greece drastically raised its lending rates. At the same time, it sought to limit the de-
preciation of the drachma to a rate that would not fully offset inflation differentials
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between Greece and its main competitors and began to set intermediate monetary
targets, which in 1990 and 1991 were more than achieved. The interest rates on the
credit facilities offered by the Bank of Greece to commercial banks emerged as a
major instrument for controlling liquidity in the economy.

By 1993, the deregulation of bank interest rates had been completed, with the
abolition of minimum interest rates on savings deposits. Medium- and long-term
cross-border capital movements had also been deregulated (short-term capital mo-
vements followed suit in May 1994), and commercial banks’ compulsory investment
in government debt securities and all remaining foreign exchange restrictions
were abolished.

3.37 A new monetary policy regime as from 1995

Ioannis Boutos became Governor of the Bank of Greece in December 1993. In
October 1994, he resigned and was succeeded by Lucas Papademos, until then De-
puty Governor. In 1995, the exchange rate target was for the first time expressed in
quantitative terms, i.e. depreciation of the drachma vis-à-vis the ECU by 3.0%, and
an explicit inflation target (below 7% by end-1995) was announced. Thus, the hard
drachma policy acquired a new character, and there was a shift to a new monetary
policy regime (Garganas and Tavlas 2001). The Bank of Greece repeatedly set and
achieved annual quantitative targets for bringing inflation down, while using inte-
rest rates as the main tool for attaining the intermediate monetary policy targets.
Monetary authorities’ actions had a significant impact on other economic aggrega-
tes, which gradually improved, while Costas Simitis became Prime Minister in
1996.37 For instance, inflation dropped to 8.9% in 1995, from 10.9% in 1994, and
then followed a steady downward path, reaching 2.1% in 1999. Furthermore,
growth kept strengthening throughout the second half of the 1990s, while fiscal de-
ficits declined. The high bank interest rates in Greece, compared with the rest of
Europe, encouraged capital inflows.

3.38 Towards Bank of Greece independence

In December 1995, the European Council adopted the scenario for the move to
the final stage of EMU and determined the name of the currency − the “euro”. The
Amsterdam European Council of June 1997 adopted the Stability and Growth Pact,
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by which EU governments committed to pursuing economic stabilisation policies
also after the adoption of the euro (see Papademos, 1990 and 1993; Garganas, 1999).

Meanwhile in Greece, the institutional framework governing the central bank
was undergoing successive changes, with amendments to the Bank’s Statute in De-
cember 1997 and continuous modernisation of the legal framework up to 2000. The
key feature of this new framework was the independence of the Bank of Greece, as
required by the Treaty on European Union, although as early as 1 January 1994 the
central bank had ceased financing the public sector and only reserved the task of ma-
naging the government debt securities holdings of public organisations. However,
the approach to monetary policy conduct was reformulated from 1999 onwards,
with the central bank’s primary objective defined as maintaining the stability of the
general level of prices. With a view to the achievement of this primary objective,
the Bank of Greece was provided with the necessary monetary policy instruments,
and its institutional, personal and operational independence was safeguarded. In
this context, the Monetary Policy Council was set up at the Bank of Greece as the
body responsible for designing and implementing monetary policy, as well as ex-
change rate policy, although the latter responsibility would become obsolete after the
adoption of the euro. The establishment of the Monetary Policy Council marked a
major institutional change in monetary policy-making in Greece and, somehow, in
an entirely different institutional and practical context, closed the cycle that had
opened with the abolition of the Currency Committee in 1982.

In order to adapt to the new conditions and become an integral part of the Eu-
ropean System of Central Banks (ESCB) led by the European Central Bank (ECB),
the Bank of Greece also had to change its monetary policy instruments. This pro-
cess had already begun in the period 1994-1998, after the start of Stage II of EMU.
The operational framework of the Eurosystem included monetary policy instru-
ments such as open market operations (refinancing, fine-tuning and structural
operations), standing facilities (a marginal lending facility and a deposit facility)
and reserve requirements aimed mainly at stabilising the financial system. The
Bank of Greece implemented the necessary adjustments in a stepwise manner, at-
tuned to the gradual pace of financial market development in Greece. An impor-
tant novelty of the period was the creation of a secondary market for government
securities. Following the adjustment of the Bank’s monetary policy instruments to
those of the Eurosystem by end-2000, the cash changeover to the single currency
was also successfully completed on 1 January 2002, with the introduction of the
euro banknotes and coins. This had entailed a colossal and successful effort on
the part of the Bank’s officials and staff to bring its operational and accounting
standards into line with the principles of the Eurosystem.
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3.39 The stock exchange crisis, 1999

In the meantime, and alongside the above developments, the period 1997-1999
saw a boom in stock prices, overheating the Athens Stock Exchange (ASE), and
leading to an asset bubble. The ASE index, having risen by 5.4% in average annual
terms between 1995 and 1996, followed a steep upward path thereafter, increasing
by 58% in 1997, 72% in 1998 and 108.1% in 1999. In the summer of 1999, it incre-
ased exponentially: between end-June and mid-September 1999, stock prices rose
by as much as 61.9%, and the index peaked at 6,355 points on 22 September 1999.
A downward correction followed, with the index falling to 5,535.1 points by end-
1999, compared with 2,737.6 one year earlier. Between December 1999 and
December 2000, stock prices fell by 33.3%,38 and the index, amid some fluctuations,
remained on a strong downward path. The bubble of 1999 left many investors
stranded and gave rise to debates concerning investor strategies and stock market
operation in emerging market economies. Although the Bank of Greece had
warned39 investors aggressively reaching for yield against excessive risk-taking, some
of them continued their speculative activity.

3.40 Joining EMU

In response to the pressures exerted on the drachma in late 1997, the Bank of
Greece raised its interest rates and prepared for the entry of the national currency
into the Exchange Rate Mechanism (ERM), which took place in March 1998. The
drachma was devalued by 12.3% to 357 drachmas per ECU with a fluctuation band
of ±15% around its ERM parity, while the Bank of Greece became part of the Euro-
pean Monetary System. Upon the start of Stage III of EMU, the drachma participa-
ted in ERM II at a central parity of 353.109 drachmas per euro (with a fluctuation
band of ±15%). On 17 January 2000, its conversion rate to the euro was fixed at
340.75 drachmas per euro (implying an appreciation of 3.5%), a level close to its
trading rate since its entry into ERM and thus presumably seen by the markets as
fair. Soon afterwards, Greece applied for joining EMU. Its participation was appro-
ved in June 2000 at the Summit held in Santa Maria da Feira, Portugal and was ba-
sed on the fact that the fiscal deficit had dropped to 1.9% of GDP in 1999 and
inflation to 2.1%. Also, Greece was assessed positively in terms of the criteria re-
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quiring a declining trend in public debt, low interest rates, fluctuation of the
drachma within the narrow ERM-I band, and low inflation. The interest rates on 10-
year government bonds had fallen from 17% in 1995 to 6.3% in 1999. Thus, Greece
was accepted as a full member of the euro area, and the drachma would be replaced
by the euro at the irrevocably fixed conversion rate. The changeover to the euro
started on 1 January 2001 in scriptural form, followed by the cash changeover on
1 January 2002, when the drachma ceased to be legal tender and began to be with-
drawn from circulation and was successfully replaced by euro banknotes and coins.
Thus, although Greece joined the euro area as its 12th member on 1 January 2001,
i.e. two years later than the other partners, it managed to catch up and implement
the cash changeover simultaneously with them.40

3.41 Economic policy in the era of the euro, 2001-2008

In June 2002, Governor Lucas Papademos resigned in order to take up his new
position as Vice-President of the ECB and was succeeded by Nicholas Garganas,
until then Deputy Governor. The economy’s strong performance continued until
the outbreak of the global financial crisis of 2008, although growth rates gradually
declined. Meanwhile, following drastic declines in lending rates, the country en-
tered a cycle of foreign borrowing, imports and consumption; price developments
were partly under control, but ample liquidity caused overheating. The Bank of
Greece consistently warned of potential imbalances should inflation in Greece
continue to be higher than in the euro area. Finally, towards the end of the de-
cade, against the backdrop of the global financial crisis and as Greece’s budgetary
statistics figures were publicly challenged —for the second time since 2004— the
country did face a problem of strong macroeconomic imbalances. A period of
surveillance after 2004 and until 6 June 2007 was followed by substantial fiscal re-
laxation. At the same time, harbingers of the financial crisis of 2008 began to be
felt in the economy. This crisis marked the end of an era and the entry of Greece,
from 2009 onwards, into a phase of unprecedented economic contraction (see
Stournaras and Albani, 2008). By that time, George Provopoulos had become Go-
vernor of the Bank of Greece as from 20 June 2008.
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4. Theoretical considerations on the role of the central bank41

4.1 Historical background

Today, the prevailing view on central banks is that they are institutions serving
the public interest, entrusted with the formulation or implementation of monetary
policy, and safeguarding the stability of the banking system and of the currency. Ac-
cording to Goodman (1992, p. 2), the role of a central bank in an economy and its
relationship with the State is in part a legacy of past political battles over the cur-
rency.

For a deeper understanding of the characteristics of central banks and the
changing perceptions of central banking over time, it is important to note
the following:

In the era of commercial and industrial capitalism, the banks entrusted with the
operations of a central bank were private. They enjoyed privileges which had been
granted by the State and which enabled them to exert influence on the economy and
on the other commercial banks. The Bank of Amsterdam, the Bank of England, and
other similar banks were managers of public debt in their respective countries and
undertook to restabilise the currency in the event of war, fiscal deficits or rising
public debt. The Prussian central bank unified the German monetary and banking
system following Germany’s unification in 1871, concentrating and safeguarding
the reserves of the treasury and putting the monetary chaos in order. All banks of
this nature made profits, among other things from seigniorage, which often caused
a grudge among other commercial banks.

During the 19th century, and for as long as entry into the banking business was
unrestricted, the key debates among economists referred to whether the State’s
special reserves should be centralised and held with a single bank or what the
proportion of the currency in circulation to special reserves should be. The quantity
theory of money was broadly accepted.
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The Bank of England was the most prominent banking institution in the era that
followed the industrial revolution. It acted as a lender of last resort during all the
banking and financial crises of the 19th century, and this despite the fact that, ac-
cording to the Bank Charter Act of 1844, it had no duty to do so. This piece of le-
gislation split the bank into two departments, an Issue Department and a Banking
Department. Ultimately, its function as the banks’ banker became de facto the Bank’s
most important feature, setting an example for other countries to follow. This func-
tion took two forms: protecting the currency and the banking system in the com-
mon interest and protecting any individual commercial bank in distress. Such
protection would manifest itself by the provision of liquidity, and not by rescuing the
owners of a distressed bank, as was demonstrated in the collapse of the Overend
Gurney bank in 1866.

This arrangement obviously provided a solution to a problem: under the previ-
ous regime, a business competitor of other banks could not at the same time act as
an arbitrator or as an accident and emergency nurse for them. The safety provided
by this system created moral hazard: commercial banks could engage in specula-
tive asset allocation, knowing that the central bank would run to their rescue if they
failed. Thus, with time central banks withdrew from commercial banking, after the
problems concerning shareholders’ rights on profits had been resolved. Moral ha-
zard continued to exist, but in a different form.42 Against this background, and with
a view to ensuring the safety of the banking system, the previously unrestricted
banking operations became subject to regulation and supervision, and banking
systems around the world moved from banking freedom to central bank regimes.

Yet, it is important to note that the idea that banking should be driven by com-
petition instead of being supervised continued to have fervent supporters in acade-
mic theory (Hawtrey 1932; Smith 1936; De Kock 1974). For instance, Vera Smith
(1936) argued that the central bank is not a “natural” phenomenon in a free eco-
nomy. But she also admitted that central banks during the inter-war period had
helped their respective economies in many ways, ranging from the restoration of
public confidence to international understanding, even when international con-
ferences failed to produce tangible results.

Until 1914, banking regulation and supervision was relatively simple and consi-
sted in the choices dictated by the gold standard. However, the situation became in-
creasingly complicated during the inter-war years, when the reinstatement of the
pre-war gold standard proved impossible. At the same time, several countries faced
monetary disturbances, thus the international community, through the League of
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Nations, promoted the idea of creating central banks everywhere, including in
countries like Greece, where the necessity of a central bank had not even featured
in public debate.

After World War II and up to 1971, central bank actions were mainly geared
towards keeping exchange rates stable and, in the less developed countries, strength-
ening economic development. Under floating exchange rates, central banks sought to
maintain exchange rate and price stability. Meanwhile, traditional commercial banking
operations continued, now coexisting with new financial practices and products.

Of course, monetary policy was always the primary task of a central bank, and
was adequately fulfilled until the inter-war period, when high unemployment, espe-
cially after 1929, and external account imbalances in several countries rendered mo-
netary policy powerless. Fiscal and other policies were thus called on to shoulder
much of the stabilisation effort. However, from 1975 onwards, monetary policy and
management became once again the key tool for central bank intervention in the
economy, with some central banks (e.g. the US Federal Reserve System) having a
dual mandate to promote full employment and price stability.

As already mentioned, the 1970s and 1980s were decades of transition, marked
by exchange rate fluctuations, high velocity of money and interest rate volatility.
Wherever monetary policy managed to reduce inflation and control money supply,
high unemployment persisted. In the same period, the issue of central bank inde-
pendence began to be hotly discussed, as failure to restore low inflation rates was
often attributed to the influence of the State on central bank decisions. Another re-
lated issue referred to the extent of bank autonomy and discretion vis-à-vis the go-
vernment’s wishes. This is how the debate on central bank independence and the
need to strengthen competition in the banking system started, resulting in the legal
enshrining of central bank independence, which still applies to this day.

4.2 Theoretical contributions

The past two centuries saw a substantial body of theoretical research and eco-
nomic (mainly monetary) policy recommendations based on theoretical analyses.

These theories can be classified into two broad categories. The first comprises vir-
tually all 19th-century contributions, which came from doers, usually bankers or
financial observers. The theories in the second category were developed by acade-
mic economists, as economic science and its individual branches had entered uni-
versity curricula by the 20th century and provided a rich field for academic research.
In fact, some academics moved beyond teaching and research to monetary policy
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making, as members of central bank governing bodies or other institutions re-
sponsible for monetary stability.

A detailed and thorough account of all these contributions is of course impossi-
ble within the scope of this chapter, although it would be very interesting to explore
the history of economic thought on central banking theory and practice.

Instead, we will try to shed light on some of the theoretical contributions that had
a major impact on public opinion as well as on the practice of central banking itself.

Attempts to interpret the dramatic rise in prices date back to the early modern
period, in the wake of new land discoveries and the flux of precious metals from
what we now call Latin America to the Kingdom of Spain. Gold and silver spread
across Europe at a time of subdued economic activity, leading to inflation and to
the idea that what makes a country rich is not its precious metals, but its production
of goods. Accordingly, money supply had to match the value of the goods produced,
and the metallic reserves had to be equal to a fixed ratio of currency in circulation.

The economic weakness observed after 1815 and for at least 15 years in England,
victor of the Napoleonic Wars, led to the formulation of the “currency principle” by
David Ricardo. The idea that restrictions had to be imposed on commercial banks’
lending capacity, so as to prevent excessive money issuance that would lead to in-
flation, gained ground among experts, and this rule was ultimately established by le-
gislation in 1844.

On the other hand, Thornton (1802) argued that a commercial bank should not
be prevented from lending to any prospective borrower whose professional status
and repute are positively evaluated by the bank. Credit may not constitute wealth
but, according to Thornton, with time it turned into real value. At the same time, the
market mechanism would ensure that excessive money issuance would not occur,
and ultimately equilibrium would be restored in the banking system by the full re-
payment of the borrowed funds, including the accrued interest. The same author
also gave practical advice to the Bank of England, if it wished to keep prices stable:
gold should back the value of all paper money, thereby instilling a sense of safety and
confidence, necessary for all transactions. This required a flexible policy in periods
of strong propensity to borrow, letting the sum in circulation “vibrate” within
certain limits (Thornton, 1802, p. 259) and never using inflexible credit rationing,
which would stifle the market (Skaggs, 2012).

More than half a century later, Bagehot in his Lombard Street (1873) codified
the practice of regulating money circulation, while also enriching it with insights
onto banking business and the habits and customs of financial transactions of the
time. For many years, this book was seen as the bible of banking, to which one
would refer for authoritative views on monetary and banking matters. A similar
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status was accorded to the works of Robertson (1926) and Hawtrey (1932) in the
inter-war period.

From the early 20th century onwards, J.M. Keynes introduced new approaches
to banking. In his book Indian Currency and Finance (1913), focusing on the bank-
ing system of India, a still underdeveloped country, he found that the Indian cur-
rency was absolutely inelastic and that the government was not always able to
manage its monetary reserve in line with the economy’s seasonal needs. He conclu-
ded that in the absence of an automatic standard —regardless of the intentions and
desires of the parties involved— there was a failure to deliver socially optimal results
and prevent economic fluctuations. In his book A tract on monetary reform (1923),
Keynes analysed the monetary reforms undertaken in various countries after World
War I and found that in those countries where central banks existed, money issuance
had been managed properly, in a way that changes in money supply were in line
with the changes in money demand by businesses and the public at large. This en-
sured that the needs of the economy would be satisfied in a way that would not un-
dermine economic stability. Finally, in his General Theory of Employment, Interest
and Money (1936), Keynes argued that money should be controlled and the cur-
rency should be “managed”, according to the terminology of the times. Monetary po-
licy was not merely interest rate policy but mainly a policy for adjusting liquidity in
the economy to serve broader economic policy goals such as full employment and
social welfare.

The most important theoretical contribution to post-war monetary literature
came with the framework developed by Jan Tinbergen (1952) and later refined by
Theil (1961). Tinbergen laid the foundations of “scientific” economic policy, as op-
posed to earlier empirical approaches. A key notion of his model was the distinction
between policy targets and instruments. The target of monetary policy was mone-
tary stability, and the instruments for achieving this target were the discount rate,
liquidity, open market operations, etc. Each of the instruments made a different
contribution towards the achievement of the target, on account of time lags, eco-
nomic uncertainty and unpredictability of their effects. Alternative econometric
models could help in selecting the appropriate instruments that would maximise
performance against the target. As a matter of importance, the model should in-
corporate a social welfare function – which was quite challenging, as this was not ex-
plicitly given by the State, but would have to be estimated by the central bank. So,
the development of an econometric model that simulated the operation of the eco-
nomy seemed to solve the problem, despite any weaknesses of this endeavour. After
all, no single econometric model could be so perfect that the central bank would
not need a second one or some alternative, third way for formulating its strategy.
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Another significant contribution was made by William Brainard (1967), who
underscored the uncertainty surrounding the money multiplier and other multi-
pliers related to money supply. He concluded that, once a target had been set, usually
some actions needed to be taken which, taken together, would not meet the target,
but ultimately the market would do, through the operation of multipliers.

In the 1960s, the work by Mundell (1962 and 1963) proved to be a breakthrough
as it linked domestic to external monetary equilibrium under different monetary re-
gimes, and also analysed the role of central banks in relation to the above questions.

In the early 1970s, the focus of academic debate shifted to choosing a monetary
instrument that would stand out in controlling the economy, i.e. the interest rate
versus money stock (Poole, 1970). Initially, money stock seemed to be the favoured
choice, as Friedman’s monetary rule gained in popularity. The use of Μ1, Μ2 and
Μ3 money as a policy instrument had its heyday for some time, and had to be ad-
justed to output fluctuations. Monetary policy quantification prevailed, setting the
tune for various practical applications across countries. Later, however, interest
rates gained prominence, in particular the discount rate at which commercial banks
borrow from the central bank. This “neutral” rate echoed Wicksell’s analysis on the
natural rate of interest, to which the market interest should adjust.

Underlying these perceptions were, as we saw, the quests of monetarists, most no-
tably of Milton Friedman (1960, 1963a, 1963b, 1963c, 1969, 1982). The “optimal”
money stock became the aim of monetary authorities, while at the same time a
rules-based economic policy was advocated, instead of the discretionary or activist
policies along Keynesian lines.43

Against the background of the rise of monetarism, the rational expectations
school came to the fore. Kydland and Prescott (1977) showed that, under a steep
Phillips curve, an expansionary policy could reduce unemployment in the short run,
but would cause inflation and a new shock later on. Assuming rational expectations,
the policy scenario would be transparent and the government’s short-term goals
would be cancelled by the action of private economic agents. A practical result of
this analysis was the notion that the discretion of central banks should be replaced
by commitment to rules (the rules vs. discretion debate from a historical perspective
is discussed by Argy, 1990). The case for rules was supported by the papers of Barro
and Gordon (1983) and Barro (1986). Especially in the latter, the author identifies two
types of policymakers: a “hard” one, who strives for low inflation at any cost, and a
“soft” one, whose primary target refers to credit expansion and puts inflation second.
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With time, these views lost part of their appeal. It was now recognised that in the
face of stagflation, although it was not of their making, central banks could not just
stand and watch, but should instead drastically intervene.

Rogoff (1985) suggested that “conservatives” should be appointed to head the
central banks. Taking this further, Buchanan (1984) —and others later— called for
a link between remuneration and results for those at the head of central banks: in
the event of high inflation, and thus failure to fulfil their mandate, according to Bu-
chanan, bankers’ salaries should be reduced. The denationalisation of money pro-
pounded by Hayek (1978) was in line with these views, as well with the incipient
globalisation process.

Soon, the quest moved from absolute principles to more practical and realistic
answers. The disturbances that emerged in the first decade of globalisation, when the
influential positions were held by persons fitting the profile prescribed by the then
prevailing view, showed that policymakers were not responsible for monetary shocks
but rather faced the actions of others. Thus, the focus of academic debate shifted to
the question of central bank independence (on this issue, as well as for an overview
of the relevant literature, see Blinder 1998, and Goodhart 1988).

Independence can be understood as “operational” (or “instrument”) indepen-
dence or, alternatively, as “goal” independence (ΜcCallum, 1996). Generally, mar-
kets respond more positively to a credible policymaker than to elected politicians
who, regardless of their economic views, may make ad hoc decisions (Persson and
Tabellini, 1993). Central banks may adopt transparency and accountability practi-
ces, thereby enhancing their public image as guardians of monetary stability. The
Taylor rule (Taylor, 1993, see also Koenig et al., 2012) can be of relevance in this
context, as it provides a mathematical formula for an independent central bank’s re-
sponse to changes in the real economy (reaction function). However, central bank
independence has also had its critics, arguing about a possible abuse of this inde-
pendence or a lack of democratic legitimacy of unelected public officials who are
presumed to act as they see fit. But this argument is refutable. The people at the
head of central banks are selected by and interact with governments, while also
being influenced by the society within which they operate. Only they have a diffe-
rent mandate than the governments have. Whether their independence, which is
now established in varying degrees, will continue to exist in the long run will
mostly depend on the effectiveness of their actions and their ability to deliver what
society expects from central banks, i.e. price stability and financial stability.
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PART TWO

HISTORICAL BACKGROUND OF THE
ESTABLISHMENT OF THE BANK OF
GREECE

1. The banking system and the Greek economy from 1830 to the
inter-war period 

The economic history of Greece and, along with it, the history of the Greek cur-
rency, banking system and public finances started before the country officially gai-
ned its independence (Andreadis, 1938): with the two so-called “independence
loans” in 1824 and 1825, Greece assumed a nominal debt of 2,800,000 pounds ster-
ling, although only 1,176,000 pounds actually made it into public coffers. These
funds were partly used for military expenditure (to create a national fleet) and partly
spent, or rather squandered, to finance the factions fighting the two civil wars
during the War of Independence, the so-called “internal struggle”. On 6 April 1826,
the revolutionary government, unable to repay the loans, formally declared the first
Greek default, even before the country’s independence!1

Throughout the War of Independence and until the arrival of Kapodistrias,
dozens of different currencies circulated across the Greek space, with various and
often arbitrary parities. On 8 February 1828, Kapodistrias issued a Decree defining
the exchange rates of all these currencies in terms of “grossia” (piasters), and on 14
February 1828 decided to establish in Aegina the National Finance Bank, with the
help of Jean-Gabriel Eynard. This bank was effectively the national treasury. It was
managed by a three-member Financial Committee, including Georgios Stavros. It
is worth noting that Kapodistrias recognised the country’s debt obligations arising
from the independence loans, but was ultimately unable to honour them.

1 For a long-term economic history of Greece, see Kostis (2013).



On 29 July 1828, the 4th National Assembly in Argos decided to introduce a na-
tional currency (the silver phoenix) and its subdivisions (“lepta”, i.e. cents). One
year later, on 31 July 1829, the decision was taken to set up a mint and strike coins,
which were put into circulation after only two months, on 28 September 1829. The
one-phoenix coin weighed 1 and 3/8 drams (a dram is 3.2 grams) and was made of
silver (90%) and copper (10%). On 25 January 1830, a resolution determined the
exchange rates of foreign currencies vis-à-vis the phoenix. On 17 June 1831, the
government decided to print paper bills in denominations of 5, 10, 50 and 100
phoenixes, totalling 3 million phoenixes. From 1832 onwards, the phoenix became
fiat money.

Trust in the National Finance Bank was low and soon dissipated completely, as
the State was not only unable to provide cover for the bank’s reserves but also drew
on such reserves to finance its expenditure. As a result, the bank went bankrupt.

After Kapodistrias was assassinated and the Protecting Powers brought Otto as
King of Greece, the policy of the Kapodistrian period was overturned: on 8 February
1832, two days after Otto’s arrival in Nafplion, a new currency was introduced, the
drachma, and its exchange rates vis-à-vis foreign currencies were determined, while
the circulation of Ottoman currencies was banned (Alogoskoufis and Lazaretou,
2002). One year later, along with the relocation of the capital from Nafplion toAthens,
the National Finance Bank was dissolved. Negotiations started with foreign bankers
on the establishment of another bank, but initially stalled.

In 1832, in view of the new king’s arrival, the Protecting Powers offered as a to-
ken of good will a loan of 60 million francs, with a maturity of 36 years and an in-
terest rate of 5%. The loan was to be disbursed in instalments, which soon started
to be delayed, as Greece, unable to collect taxes from a still underdeveloped eco-
nomy, fell into arrears on its debt repayments. Eleven years later, following agoni-
sed negotiations with Greece’s creditors, which ended up in an extension of debt
maturity, the London protocol was signed in July 1843, redefining the interest rate
and the repayment profile of Greek debt, but very soon afterwards the modern
Greek State unilaterally suspended payments of the 1832 loan (see Kofas, 1981). Fo-
reign creditors and the Protecting Powers called upon Greece to honour its com-
mitments.2 This second default of the Greek State exacerbated public discomfort
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with the Bavarian administration, triggering the Revolution of 3 September 1843
that forced Otto to grant a Constitution (1844).

On 23 October 1839, the Ionian State Bank was founded in London as a banking
institution for the Ionian Islands, then a British protectorate. Based in Corfu, the
bank began operations on 1 March 1840.

On 30 March 1841, the National Bank of Greece was founded in Athens. Its
founding law, published in the Government Gazette, designated the bank as a fully
private société anonyme, with a total capital of five million drachmas (5,000 shares
of 1,000 drachmas each) and having the privilege to issue notes (up to two fifths of
its capital) and the right to establish branches across Greece; its main activities
would be interest-bearing lending against real estate collateral and discount of
commercial bills and promissory notes. Despite its private status, the National Bank
had from the outset very close links with the State, being effectively under indirect
State supervision, and was strongly connected with and dependent on the
successive governments. In a way, it represented a Greek version of a “universal
bank”, acting as a note-issuing, commercial and investment bank at the same time.
For a very long period —and at least until the establishment of the Bank of Greece
to which it handed over the note-issue privilege— the National Bank was one of the
strongest poles of power within the young modern Greek State. With time, it
developed a peculiar relationship with government: it would provide credit to the
latter in exchange for successive renewals of its note-issue privilege and was
exempted from taxes until 1877 (Stasinopoulos, 2000).

The National Bank, after hard and persistent efforts, managed to impose the
drachma as a means of exchange, gradually superseding the other currencies in
circulation. It maintained a broad shareholders’ base, including a large number of
small investors. In 1843, it began accepting remunerated deposits. From 1849
onwards, it participated in insurance companies and from 1858 in industrial
businesses. In 1859 it expanded into mortgage credit and in 1875 it prevented the
establishment of a specialised mortgage bank. It was involved in all the major
infrastructure projects implemented in the country, such as the drainage of the
Kopais lake in 1876 and the opening of the Corinth canal in 1881, and in the
construction of the national railway network in 1882. In general, it played a domi-
nant role in the country’s economic life.

Meanwhile, the economy continued to face problems and, in 1848, currency con-
vertibility was suspended. Following foreign interventions (e.g. the naval blockade
of Piraeus after the David Pacifico affair, so as to prevent Greek involvement in the
Crimean War), Greece agreed to resume repayments on its debt. Efforts were made
to secure the necessary funds through taxation, domestic borrowing and sale of
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public property, but after one first instalment in 1860, Greece once again suspended
payments, which is considered by some scholars —in a rather exaggerated way— as
a new default).3

In 1862 Otto was deposed, and in 1863 a new dynasty came to the Greek throne
with George I. As a gesture of good will, England gave the Ionian Islands back to
Greece. This introduced a new player into the banking system, the Ionian Bank,
which, under the treaty of London (1864) and a law of the Greek State, maintained
all its privileges, including its note-issuing privilege (up to 1920).

The entry of the drachma into the Latin Monetary Union (LMU), set up in 1865
by France, Italy, Switzerland and Belgium, was decided in 1866. By the relevant agre-
ement, signed on 10 April 1867, Greece accepted bimetallism. Nevertheless, in the
next 15 years, recurrent suspensions of convertibility rendered the country’s parti-
cipation in the LMU a merely formal matter of no importance. In 1874 the silver coi-
nage of the LMU were introduced in Greece, but in the following year silver was
devalued vis-à-vis gold, both in world markets and in Greece (by the National Bank).
In 1877 the LMU adopted the so-called “limping bimetallism” (i.e. it prohibited the
minting of silver coins but did not fully adopt the gold standard and maintained the
gold/silver parity).

Between 1871 and 1873, while informal stock exchanges were operating in Er-
moupolis, Piraeus and Athens, the Lavreotika events took place, the first Greek stock
exchange crisis, which led to the founding of the Athens Stock Exchange in 1876.

In 1879, in the wake of the Congress of Berlin and the associated territorial
changes, Greece sought and achieved a new arrangement on its foreign debt. This
enabled it to embark on massive foreign borrowing, with seven foreign loans
between 1879 and 1890 totalling 630 million drachmas. Professor Andreas
Andreadis estimated the actual new debt at only 389 million drachmas, as a large
part of these loans was used to repay older loans. Of these loans, only that of 1890 and
part of the 1884 loan were channelled into productive uses, such as the construction
of a railway line from the port of Piraeus to the border. All the other loans were used
for military/naval expenditure, repayment of government debt to banks and
repayments of earlier foreign loans. This leverage caused a short-term euphoria and
an asset bubble, while problems were accumulating due to the unproductive use of
the borrowed funds. On the other hand, the tax system could not possibly
contribute any additional resources (Syrmaloglou, 2007).

On 1 November 1882, Greece joined the Latin Monetary Union as a full mem-
ber, and the new drachma replaced the old drachma at a ratio of 1:0.89, i.e. 100 new
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drachmas were equal to 112 old drachmas. The exchange rate of the new drachma
vis-à-vis the French, the Swiss and the Belgian francs and the Italian lira was set at
1:1. Moreover, after Thessaly and Arta, a part of the Epirus region was given to
Greece in 1881, in 1882 the Privileged Bank of Epirus and Thessaly was established
in the city of Volos having the privilege to issue notes in the “new provinces”, i.e.
newly annexed lands. On 31 December 1884, convertibility was formally reinstated,
to be suspended again nine months later (on 30 September 1885) with a return to a
fiat money regime. A few weeks later, Bulgaria annexed Eastern Rumelia, triggering a
Serbo-Bulgarian war, and Greece declared a state of general mobilisation. Between
14 April and 9 May 1886, a naval blockade was imposed on Greece, forcing it to
revoke the mobilisation. This period was characterised by further development and
consolidation in the banking system, with only one new entry into the market, the
Bank of Athens, established on 30 November 1893, ten days prior to the country’s
default (see Kostis and Tsokopoulos, 1988).

In 1892-1893, the currant crisis peaked, depriving the country of export receipts
and resulting in a new default on 9-10 December 1893. Four years of hectic nego-
tiations with Greece’s foreign creditors followed, but to no avail. In the meantime,
the Greco-Turkish War broke out in 1897 and, following its “unfortunate” outcome
for Greece, an agreement was reached (Law 2519, Government Gazette Α28, 26
February 1898), whereby Greece was subject to International Financial Control and
its creditors’ claims were secured by all the revenues from the State monopolies of
salt, oil, matches, playing cards, cigarette paper, and Naxos emery, tobacco tax, stamp
duties and custom duties from the Piraeus Customs Office (totalling 39.6 million
drachmas). Moreover, if such revenues fell short of 85% of the expected amount for
two consecutive six-month periods, the gross annual revenues of the Customs
Offices at Lavrio, Patras, Volos and Corfu would also be seized (making an addi-
tional amount of 7.2 million drachmas). At the same time, currency consolidation
was decided, and a restrictive monetary policy was pursued until 1910.

During the 25 years between 1898 and 1923, the Greek State resumed foreign
borrowing (1,465 million French francs, 10 million pounds sterling, and 64
million drachmas).

After Crete became an autonomous state, the Bank of Crete was established on
30 September 1899, with a note-issuing privilege for the island. Three months later,
on 22 December, the Bank of Epirus and Thessaly merged with the National Bank
of Greece, to which it transferred its note-issuing privilege as from January 1900.
Also, in 1899, amid the continuing currant crisis, a Currant Bank was established to
finance currant producers, but collapsed in 1904.
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The three most important banks founded during that period were the Banque
d’Orient (1904), the Popular Bank (1905) and the Commercial Bank of Greece (1907).

Meanwhile, the labour movement was developing and the economy was expe-
riencing a protracted recession, which was deeper in the agricultural sector: in
1906, Marinos Antypas advocated an expropriation of large farmland holdings, but
was assassinated in 1907; in 1908, farmers’ unions were set up in various parts of
Greece; in 1909, the first protest rallies and demonstrations were organised,
culminating in the 1910 Kileler uprising in Thessaly. At about the same time, in
1909, a group of army officers, the Military League (Stratiotikos Syndesmos), staged
what was called the Goudi Revolution, which brought Eleftherios Venizelos to
power a few months later.

The following year marked the beginning of a new period of modernisation. The
gold-exchange standard was introduced, while Law 3642 authorised the National
Bank of Greece to issue banknotes for the purchase of gold or foreign exchange
beyond the established ceiling.

Greece took part in the Balkan Wars of 1912-1913. As the Great War broke out
in 1914, disagreement on whether the country should join the war or not evolved
into a national schism, effectively putting the economy on a war footing for about
ten years. At first there were no side-effects on the economy, but from 1918 onwards
the drachma started to depreciate again.

In 1920 the Ionian Bank waived its note-issuing right in favour of the National
Bank of Greece, whose note-issuing privilege was renewed on 31 March 1921 for a
period until 1950. On 11 May 1921, a consortium of 25 banks was set up and on 28
May granted a one-year loan of 40 million francs to the State at an interest rate of
6% and backed by tax revenue to be collected from the new territories ceded to
Greece under the Treaty of Sèvres. The next day, on 29 May, Law 2612 was passed,
giving this bank consortium the monopoly of foreign exchange trading. This prefe-
rential treatment was heavily criticised as incompatible with a free market, and the
consortium was ultimately terminated on 23 April 1923.

Greece had already become involved in the Asia Minor Campaign (1920-1922).
In view of the huge military costs, debt monetisation was decided in 1921, followed
by a forced loan on 22 March 1922 by literally cutting all notes in half. The front col-
lapsed in August 1922, and some 1.5 million refugees from Asia Minor flooded the
Greek territory. This caused a major shock to the national economy, which faced
the cost of resettling and integrating the new population against a backdrop of a
slump in production, trade deficits, unpaid debts, staggering unemployment and
unstable currency. In the first months after the Asia Minor Disaster, conditions of
political and economic confusion and social conflict prevailed.
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Turning to the exchange rate of the drachma, the situation was out of control. In
March 1923, the pound sterling peaked at 438 drachmas, from 34.2 drachmas in
1920 and 168.3 in 1922 (annual averages). In summer 1923, when Greece’s applica-
tion for a loan from the League of Nations was seen as likely to succeed, tensions and
speculation abated and the exchange rate of the drachma declined to 170 drachmas
per pound sterling.

The trade deficit increased in 1923, nearly tripling in a year, which favoured the
merchant class. Through a mild protectionism, Law 2948/1922 for promoting in-
dustry helped Greek industrial firms increase its domestic market share.

The first post-1922 loan agreement was signed in 1924: Greece was given a “re-
fugee loan” of GBP 12,300,000, to be managed by a body set up for this purpose,
the Refugee Settlement Commission (RSC).4 At the same time, under the Legisla-
tive Decree of 23 April 1923, the National Bank of Greece was granted the right to
purchase foreign exchange on behalf of the State by issuing new money, a right it
exercised quite extensively in 1924. This practice, although met by mistrust from
foreign markets, strengthened the National Bank’s foreign reserve position and ena-
bled the banking system to generously finance the economy, something which
would have otherwise been impossible.

With the pound sterling trading at between 202 and 298 drachmas in 1924,
there were increasing calls for government action to stabilise the economy and the
currency. The National Bank held a similar view, stressing in its reports that the
drachma’s fluctuations were associated more with psychological factors rather than
with money supply in the economy.5

However, currency stabilisation was impossible given the volatile political
landscape of the time. To deal with this situation, the government repeatedly bor-
rowed from the National Bank, backtracked on the tax reform of 1919 and im-
posed (by the Legislative Decree of 3 March 1923) a one-off tax on all movable
and immovable assets. In addition, the Legislative Decrees of 7 January 1923 and
11 May 1923 regulated the matter of the State’s “gold liabilities” (i.e. government
paper issued with a gold clause as additional bondholder protection): such liabi-
lities were unilaterally converted into drachma-denominated liabilities at par va-
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lue. This, unsurprisingly, impaired the State’s trustworthiness, but also allevia-
ted government expenditure.

One last source of revenue for the State, and a cause of monetary instability until
then, related to the Treasury bills of National Defence. Law 3198/1924 raised to 2.5
billion drachmas the maximum issue of National Defence T-bills in order to meet
various existing liabilities, including those associated with refugee rehabilitation costs.
By 23 January 1926, these T-bills pushed public debt to 1,368 milliondrachmas, of
which 1,272 million represented short-term debt. Given that this floating debt was
taking on threatening proportions, in 1926, the Pangalos government proceeded with
two successive forced loans, similar to that of 1922, with a 50% haircut on these
T-bills and conversion of the remaining 50% into long-term bonds.

The extensive public works programme launched under the Michalakopoulos go-
vernment was continued by all the successive governments, with fresh impetus from
1928 onwards. Under the Pangalos dictatorship in particular, a contract with the En-
glish group Power & Traction Finance Company Ltd. was signed on 16 October 1925;
water supply works began in Thessaloniki on 6 October 1925; the Autonomous Cur-
rant Organisation (ACO) was established on 13 August 1925, ultimately leading to
the introduction of price floors for currants in 1928; and a free trade zone was esta-
blished in Thessaloniki on 15 October 1925. More contracts followed in 1925, with
Power & Traction (electricity, tram) and Ulen & Company (water supply). In 1926
the construction of the Marathon dam began, a concession agreement was signed with
the New Antwerp Telephone & Electrical Works corporation (taken over by Siemens
in 1930, which established the first telephone company in Greece, AETE S.A., in 1931),
and the first Thessaloniki International Fair was held.

Furthermore, three new foreign loans were contracted (known as the railways
loan, the water supply loan and the Swedish loan, respectively), increasing the go-
vernment’s debt service burden accordingly. Overall, this multifaceted investment
activity was driven by the need to build national infrastructures and expand the do-
mestic market to ensure the economic integration of the refugees.

Yet, such activity was taking place at the expense of monetary stability. Thus,
when the Pangalos dictatorship was succeeded by an all-party government in late
1926, in which Georgios Kafantaris served as Minister of Finance for a year and a
half, the question resurfaced about the need to bring public finances and the bank-
ing system back on track. Discussions started which ultimately led to a return to
economic normality with the launch of the Bank of Greece on 14 May 1928 and the
fixing of the exchange rate of the drachma at 375 drachmas per 1 pound sterling.6
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2. Events prior to the founding of the Bank of Greece

As we saw earlier, Greece’s banking history has been a road full of bumps and
pits, in which boom years alternated with years of upheaval and flux. The period
from the Balkan Wars to 1928 was a time of restructuring and reorientation for the
national economy.

On the eve of 1928, the Greek banking system was dominated by the National
Bank of Greece, in its dual role as a note-issuing and a commercial bank. It also in-
cluded: 37 other commercial banks, with the four major ones being the Bank of
Athens, the Commercial Bank of Greece, the Banque d’Orient and the (still British-
controlled) Ionian Bank; three mortgage banks, of which only one was strong; two
smaller banks specialising in agricultural credit; and two specialised banking
institutions, i.e. the Postal Savings Bank and the Consignment Deposits and Loans
Fund.7 In terms of deposits, the National Bank had a market share of 45%, and the
top five banks together had a share of 85%.8 This was an era of free banking, implying
that banking operations were largely unregulated. The banking system was marked
by an oligopolistic structure and lack of competition, while the negative aspects of the
tight embrace between the State and the banks became increasingly visible and
criticised, and it was realised that economic policy should build on the lessons
taught by economic science and international experience.

As already pointed out, monetary stabilisation in Greece was a very challenging
task. The exchange rate of the drachma vis-à-vis the pound sterling had been on a
declining path: from 25 drachmas per GBP in 1919 to 168 drachmas in 1922.9 The
drachma weakened further in 1923 (GRD 309/1 GBP), partially reversed in 1924
(GRD 247/1 GBP) and deteriorated again after 1925, to over 350 drachmas.10 Un-
derlying this depreciation after 1922 were the weak production structure of the eco-
nomy coupled with a deficit bias.

Originally, to address the problem, three different options had been suggested:
(i) an upward revaluation and stabilisation of the drachma to its exchange rate pre-
vailing in 1918; (ii) accepting the then current exchange rate as a given, and stabi-
lising the drachma at that level; and (iii) first balancing the budget and then
stabilising the currency at an exchange rate that would ensure long-term balance-
of-payments and fiscal stability. Eventually, the third option was preferred, as in the
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meantime the “Savings Committee” (in 1924) and the “Experts Committee” (in
1926) had recommended large-scale cuts in government spending, especially in de-
fence expenditure. Among academics, the Athens University professors Andreas
Andreadis and Xenophon Zolotas were the leading advocates of monetary stabili-
sation. Andreadis, at the several committees he was member and in numerous new-
spaper interviews and academic papers, recommended restricting the role of the
State in the economy. Zolotas did the same, with prolific publications on matters of
the Greek economy in the inter-war period.

On the monetary front, the preparation for stabilisation and foreign insistence
on the establishment of a separate central bank can best be understood in the light
of the debate between National Bank Governor Alexandros Diomidis and The Ti-
mes of London. The Times, the revered voice of the City, criticised Greece in gene-
ral and the National Bank in particular for the unreasonably expansionary monetary
policy pursued throughout the inter-war period, which had delayed currency sta-
bilisation; the note-issuing policy of the National Bank had been guided by the bank-
ing principle rather than the currency principle, which since 1844 had been seen as
the most appropriate guide for a stability-oriented monetary policy, in keeping with
the tenets of classical political economy.11 Diomidis, on the other hand, in numerous
articles, defended the policy of the National Bank, which he headed, arguing that
meeting the borrowing needs of Greek capitalists was not incompatible with mo-
netary stability, even when it was not in conformity with standard monetary policy
rules. The truth however was that the United Kingdom, as Greece’s creditor,
demanded that the monetary landscape in Greece be clarified and that the Greek
government commit to the convertibility of the drachma to the pound. 

Thus, under a pressing need for funds and under Eleftherios Venizelos’s vision
of an economically developed Greece, the Hellenic Republic agreed to transfer the
note-issuing privilege from the National Bank to the Bank of Greece, which was
founded for this purpose. Previously, the Minister of Finance, Georgios Kafantaris,
in a letter to the Financial Committee of the League of Nations written on 14 June
1927 in Geneva, had informed the League that, despite the loan assistance received
by then, “[i]t would be impossible to continue the refugee settlement work with any
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hope of rapid and successful completion without concluding a supplementary loan
abroad, and thus make it possible to adopt a far-reaching plan of systematic reform”
(League of Nations, 14 June 1927). Kafantaris recalled that, aside from the current
expenditure for the refugees, Greece also had to finance budget deficits of the past,
and asked the League to ensure the generous funding of the country with a new
loan (the amount asked was nine million pounds). This loan would ensure three
things: rehabilitation of the refugees, stabilisation of the currency, and termination
of the deficits.12

The League of Nations promised to assist, as well as to act as a mediator for
raising the 9 million pounds, while its Financial Committee13 decided to dispatch
a group of experts to inspect the situation of the Greek economy and identify the
measures that needed to be taken. The mission comprised four members, headed
by the Deputy Secretary General of the League of Nations, Joseph Avenol.14 The
Avenol Committee presented in May 1927 a report that referred among other
things to the position of the National Bank in the monetary system. In a relevant
memo, the Financial Committee recommended that the National Bank should
maintain its issuance privilege and become a central bank, shedding all of its
commercial banking activities, and emphatically raised the issue of the inde-
pendence of the National Bank from the government. Following a proposal made
by National Bank Deputy Governor Emmanuel Tsouderos, and endorsed by the
Greek government, the Financial Committee and the Council of the League of
Nations, as well as the National Bank, it was decided that the latter would be con-
fined to its role as a commercial bank and that a new, purely note-issuing bank
would be founded. The relevant negotiations resulted in the Geneva Protocol,
signed on 15 September 1927. On 14 May 1928, Greece adopted the gold-exchange
standard —the drachma was pegged to the pound sterling— and the Bank of Greece
began operations.

The demand of the League of Nations for the founding of a central bank met
with strong opposition from the People’s Party, which decided to pull out from
the government, marking the end of the all-party coalition. The other parties
passed the relevant law, and the birth of the Bank of Greece was a fact. One
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should nevertheless note that this radical change in the country’s banking system
lacked support from a large part of the Greek people. The People’s Party believed
that taking away the issuance privilege from the National Bank and creating a
central bank was contrary to the national interest and posed risks to national
monetary policy.

Public opinion in the country was split, as the founding of the Bank of Greece
was accompanied by a requirement on the National Bank to also transfer the capi-
tal gains on its foreign reserve assets. The matter spurred controversy among eco-
nomists. These capital gains, estimated at roughly 1 billion drachmas,15 had been
generated by the revaluation of the gold and foreign exchange holdings of the Na-
tional Bank since their acquisition and up to that time. The People’s Party argued
that the National Bank should keep the entire amount; on the other side of the po-
litical spectrum, Alexandros Papanastassiou argued instead that all of it should be
transferred to the Bank of Greece. The then National Bank Governor, Alexandros
Diomidis, who would become the first Governor of the Bank of Greece, believed
that the National Bank was entitled to these capital gains which had resulted from
its prudent policy and profitable purchases of gold and foreign exchange.16 So, in
his view, the National Bank should retain the full amount in question. The same
view was later shared by Pyrsos (1940, p. 117), whereas a contemporary commen-
tator (Raptarchis, 1927, p. 30) argued to the contrary. The issue was finally resolved
by government decision: El. Venizelos, enjoying a parliamentary majority, adopted
a Solomon’s solution, allocating the capital gains equally between the National Bank
and the Bank of Greece.

Controversy around the creation of a central bank would continue for a long
time afterwards. During the first period of its operation, the Bank of Greece came
under severe criticism for its actions or omissions, although in effect it was merely
a weak bank within the constellation of Greek banking institutions (Kostis, 1986).
As we will see below, even a merger of the Bank of Greece with the National Bank
was proposed after the default, as a way of facilitating the country’s exit from the cri-
sis, but such proposals were outvoted. While currency stabilisation was an objective
widely shared among economists and political forces, there was divergence of views
on how to achieve it, and consensus on such a vital issue as the stability of the
drachma was very hard to reach.
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3. The establishment and the Statute of the Bank of Greece

As already mentioned, the Bank of Greece began operations on 14 May 1928. Its
Statute, which has the status of a law, comprises 75 articles divided in 16 sections.

The Bank of Greece is a banking institution governed by private law and incor-
porated as a société anonyme. The selection of this legal status is not without signi-
ficance. The Bank of Greece has committed to the greatest possible transparency and
accountability, sound management and profitability, according to private-sector
standards. Thanks to this legal status, it has avoided phenomena of mismanagement
and poor governance like those observed in other public enterprises, and has
managed to safeguard the interests of citizens and society. The Bank of Greece had
a twofold role, as it engaged in banking activities but also fulfilled a public function
in relation to the currency and public finances. It exercised its note-issuing privilege
on behalf of the State, i.e. it used public funds. In turn, the State had a share in its
profits and controlled and supervised the Bank. In addition to its money-issuing
monopoly, the Bank of Greece also engaged in purchases and sales of gold and for-
eign exchange. In respect of gold sales, the Bank of Greece had a monopoly too,
while purchases and sales of foreign exchange could also be carried out by
commercial banks, through the intermediation of the central bank.

Articles 45 to 50 of its Statute defined the relationship of the Bank of Greece with
the State. Article 46 prohibited the Bank from providing loans, advances or other
credit facilities to the State or to public enterprises, while Article 48 excluded go-
vernment representatives from access to the Bank’s books.

The Statute, which aimed at safeguarding the independence of the Bank of
Greece in the fulfilment of its tasks, was of course geared towards maintaining the
value of banknotes (Article 4), the gold-exchange standard and the convertibility of
the currency (Article 5). From 1932 onwards, several additions and amendments
to the Statute were introduced in response to international developments and the
need to safeguard monetary stability in the country. In the mid-1940s, under the
extraordinary circumstances of post-war reconstruction in the midst of the civil
war, the Statute was amended to reflect the transfer of responsibilities to the
Currency Committee (see the next section).

Furthermore, Law 5076/1931 regulated commercial banks, introducing, for the
first time in Greek economic history, operational requirements for the taking up
and pursuit of the business of credit institutions.

Among the numerous amendments that the Statute of the Bank of Greece un-
derwent over time, the most fundamental ones were those of 1998 and 2000, aimed
to ensure its compatibility with the Bank’s membership of the Eurosystem.
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4. The peculiar status of the Currency Committee between 1946
and 1982

The Currency Committee was set up by Law 1015 of 9 March 1946 “on the esta-
blishment and operation of a Currency Committee”, with the aim to ensure credit
policy coordination. Any issuance of new banknotes required a unanimous deci-
sion of the Committee, which was chaired by the Minister of Coordination and in-
cluded as members the Minister of Finance, the Governor of the Bank of Greece
and two foreign experts (one British and one American, both of whom withdrew
after the 1953 devaluation).

The rationale for entrusting money issuance decisions to a new body has been
explained by the future Governor X. Zolotas himself (see Zolotas, 1965 and 1977).
The Currency Committee was responsible for determining money supply, the allo-
cation of credit and the terms of lending to the real economy. Owing to its small
number of members and flexibility, it could more efficiently achieve monetary po-
licy coordination and act as a forum for a thorough preparation of policy measures
in a politically and economically troubled times. Between 1946 and 1953, financial
markets were non-existent, and pressure for monetary financing of all sorts of mi-
litary or social expenditure was huge. After several setbacks and retractions, and
thanks to Kartalis’s tight fiscal policy, gradually from 1950 onwards, favourable con-
ditions were put in place for a stabilisation of the currency. By its success in contai-
ning prices, particularly after 1953, the Bank of Greece assumed also a
confidence-building role. The participation of foreign consultants in the Currency
Committee reflected the country’s dependence on British and American aid in the
first post-war years. In the 1950s, when such aid no longer applied, the respective
positions were abolished.

The Currency Committee was a peculiar body within the universe of Greek
administrative structure, and the policy it pursued was undoubtedly one of con-
trol and intervention, as of course were most policies exercised at the time all
over the world. Whereas it was initially intended to be in charge of banknote is-
suance, with time it also took up powers in the fields of liquidity in the economy
and monetary stability. Effectively, the Bank of Greece would prepare and draft
policy plans, which the Currency Committee would as a rule adopt. By Legisla-
tive Decree 588/1948 and Law 3074/1954, the Committee was authorised to de-
fine credit policy and impose credit allocation rules on commercial banks and,
by Emergency Law 1665/1951, to also supervise banks’ compliance with such
rules. Law 1837/1951 further specified the tasks of the Currency Committee,
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while a few years later Legislative Decree 3074/1954 extensively regulated foreign
exchange operations.

Due to the large volume of decisions and regulatory provisions that had built up,
Currency Committee Decision 1294/1963 codified all the provisions and regula-
tions applicable to the financing of the Greek economy. A new codification took
place in 1979.17

By Legislative Decree 4108/1960, the mandate of the Currency Committee was
extended for an indefinite period of time, while Emergency Law 1015/1964 renewed
the Committee’s exclusive right to authorise the issuance of banknotes. Currency
Committee decisions were prepared by a special substructure, the Credit Commit-
tee, reporting to the Governor of the Bank of Greece.

As from 1978, it became a standard practice for the Currency Committee to offi-
cially announce the monetary programme for the following year, setting a monetary
target, the desirable monetary and credit expansion, the sectoral allocation of cre-
dit, the level of public investment, etc.18

5. Control over the banking system after 1982

The Currency Committee and the Bank of Greece —along with the overall
economic policy pursued by the successive governments— are credited with the
conditions of high growth rates and low inflation that broadly prevailed
between 1953 and 1978. However, the plethora of decisions and overly detailed
guidelines to the commercial banking system have received a lot of criticism
already since 1974. P. Papaligouras, who served as Bank of Greece Governor for
a brief period after the restoration of democracy in 1974, once likened the
decisions of the Currency Committee to a Talmudic text needing an expert to
decipher, as any given decision should be interpreted in the light of earlier
decisions on the same matter.19

The Α. Papandreou government fulfilled its announced intent to abolish the
Currency Committee, and the latter’s tasks were shared among the Bank of
Greece and other government bodies in 1982. According to the new arrangement
(Article 3 of Law 1266/1982), the monetary policy framework and its incorpo-
ration into the broader economic policy planning would be a responsibility of
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the government, while all tasks related to the implementation of monetary, cre-
dit and exchange rate policies were assigned to the Bank of Greece, which was
also entrusted with banking supervision. Moreover, government borrowing from
the Bank of Greece was subject to a ceiling, equal to 10% of government expen-
diture under the regular budget and the public investment budget taken toge-
ther. This in effect strengthened the role of the Bank of Greece in the
implementation of monetary and exchange rate policies and control over mone-
tary aggregates according to its Statute, while the Bank through its recommen-
dations could also influence monetary policy design. However, in this way the
Bank of Greece was unavoidably more closely linked to the executive power, even
more so since its Governor (appointed in November 1981) also became Minister
of National Economy.

According to Zolotas (1965, pp. 63-65) the Currency Committee helped to
reconcile the aims of government policy with the requirements of monetary
equilibrium. With the abolition of the Currency Committee, the economy was
deprived of a centralised body enabling a joint review of matters and a synthe-
sis of the different perspectives, and the Bank of Greece assumed a role more
or less complementary to government policy. However, the relative autonomy
that the Bank of Greece had enjoyed since its inception was restored when
Demetrios Chalikias became Governor in February 1984. On the other hand, the
decision to dismantle the Currency Committee was not easy to reverse, in the
context of an international trend towards deregulation and away from centralised
decision-making.

In fact, the complicated scheme of controls and rules remained in place for
some time afterwards. Gradually, however, from 1987 onwards, the deregula-
tion of the financial system got underway. In the 1990s, liquidity in the eco-
nomy was indirectly controlled through open market operations, the steering
of interest rates and the reserve requirements of commercial banks. After the
entry of the drachma into the Exchange Rate Mechanism I in 1998, the focus was
on maintaining the drachma’s central parity within the mechanism, as an inter-
mediate target, along with the setting of monitoring ranges for monetary and
credit aggregates. Thus, the policy pursued after 1987 —following instructions
to commercial banks to purge their portfolios from unrecoverable claims on ai-
ling companies— and particularly after 1994, was aimed at a gradual and ulti-
mately full deregulation of the banking system, while at the same time
safeguarding financial stability.
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6. Enshrining full independence, 199820

Following the gradual deregulation of the monetary and banking system, as well
as of the banking services, and as part of preparations for EMU participation ac-
cording to the goal the country had set, it was time for a new amendment to the
Statute of the Bank of Greece.

By the decisions of the General Meeting of Shareholders of 22 December 1997
and 25 April 2000 (ratified by Laws 2609/11 May 1998 and 2832/13 June 2000,
respectively), the Statute of the Bank of Greece was amended to ensure compa-
tibility with the requirements of the Treaty on European Union. Price stability
was explicitly defined as the Bank’s primary objective, its independence was
safeguarded, and its relationships with the Hellenic Parliament and the government
were clearly specified.

At the same time, a new body was set up within the Bank of Greece: the Mone-
tary Policy Council, responsible for the formulation and implementation of mone-
tary policy and exchange rate policy, although the latter responsibility became
obsolete after the adoption of the euro in 2001.

Since the replacement of the drachma by the euro, the Bank of Greece operates
as an integral part of the European System of Central Banks, in the pursuit of its
primary objective as well as in the fulfilment of certain other key tasks, acting in
accordance with the guidelines and instructions of the European Central Bank. It
contributes to the achievement of the objectives and the fulfilment of the tasks of the
Eurosystem, which formulates and implements monetary policy in the euro area.

The Bank of Greece is responsible for the implementation of the Eurosystem’s
monetary policy in Greece and for safeguarding the stability of the Greek finan-
cial system. As mentioned above, its primary objective according to its Statute is
to ensure stability of the general level of prices. The Bank of Greece is vested with
wide-ranging supervisory powers over the banking system, monitoring the com-
position and assessing the quality of commercial bank portfolios, as well as eva-
luating their capital adequacy and solvency. Without prejudice to its primary
objective, the Bank of Greece supports the general economic policy of the go-
vernment. In the performance of its tasks, it enjoys institutional, personal and
operational independence as enshrined by law, which is counterbalanced by its
accountability to the Hellenic Parliament.

HISTORICAL BACKGROUND OF THE ESTABLISHMENT OF THE BANK OF GREECE | 77

20 See http://www.bankofgreece.gr/Pages/en/Bank/History/historicalreview.aspx and
http://www.bankofgreece.gr/Pages/en/Bank/default.aspx



On 19 May 2008, the Bank of Greece joined the Trans-European Automated
Real-time Gross settlement Express Transfer (TARGET) system. Its independence
was further specified by Law 4021/2011. In practical terms, independence means
security of tenure for the Governor and other decision-making bodies, such as
the Monetary Policy Council. This ensures stability in policy making and the
unobstructed devotion of such persons to the duties assigned to them by law.

7. The Bank’s staff

All along its history, the Bank of Greece has relied on its staff, constantly deve-
loping the human capital necessary for the fulfilment of its objectives. From the top
officials, i.e. the Governor and Deputy Governor(s), to the lowest-ranking em-
ployees, the Bank’s personnel have always prepared and/or implemented a policy
for stability and growth, working for the benefit of all Greek citizens.

In attempting to reconstruct the Bank’s past policies and actions, an exhaustive
discussion of what the staff did all these years is not possible. Let us just mention some
points that illustrate a small part of the huge human capital that the Bank possesses.

In its first year of operation, the Bank of Greece had a staff of 465, including 199
typists and office clerks. By 1930, it numbered 1,153 employees, surpassing 2,000 in
1938 and peaking at 4,192 in 1952. The vast majority (75%) were accountants and
cashiers, in line with the skills the Bank of Greece needed back then. Later on, the
personnel was reduced and remained below 4,000 up to 2004, gradually falling fur-
ther to below 3,000 and, finally, to 2,500 by 2008. The number of accountants and
cashiers declined to 50% of the total between the mid-1950s and the late 1970s,
while economists first appeared in the relevant statistical tables in the Governor’s
Annual Report for the year 2000 (with data dating back to 1995 and a headcount of
between 30 and 51).21 A similar number of staff has also been employed at the Bank’s
Legal Department, already since the 1950s.

As an employer, the Bank of Greece has always been supportive and understan-
ding towards its staff, striving to ensure a workplace that is conducive to harmoni-
ous cooperation and high productivity. The healthcare fund and other benefits
enjoyed by the staff provide them with assurance that they form part of an organi-
sation which invests in its human resources.
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At the top, of course, stand the Governors, select figures who occasionally also
held other public offices. Four Governors (Ε. Tsouderos, A. Diomidis, X. Zolotas
and L. Papademos) became Prime Ministers; another eight (Κ. Varvaressos, G. Man-
tzavinos, G. Arsenis, Ι. Boutos, Ε. Christodoulou, D. Galanis, Κ. Papayiannis, and
P. Papaligouras) served as Ministers; and some (Tsouderos, Boutos, Papaligouras,
Papayiannis and Arsenis) were at some point elected as members of Parliament,
while Ε. Christodoulou also became member of the European Parliament. All
Governors and Deputy Governors had a professional background in banking and
extensive scientific and managerial experience before taking up positions at the
Bank of Greece. Some Governors (Ε. Tsouderos, Κ. Varvaressos, G. Mantzavinos,
D. Galanis, D. Chalikias, L. Papademos, Ν. Garganas, and G. Provopoulos) had pre-
viously served at the Bank as Economic Advisers and/or Deputy Governors. All
Deputy Governors were experienced economists having excellent knowledge of the
Greek monetary and banking system. Regarding the length of term, Ι. Drossopoulos
was the shortest-serving Governor, just 18 days before his sudden death, while
X. Zolotas unquestionably stands out as the longest-serving, with his three terms
of office adding up to a total of 19 years and nine months. Before or after their
term of office, several Governors published studies in which they attempted to
theoretically explain the policy pursued (see e.g. Zolotas, 1965; Chalikias, 1978
and 1993; Garganas, 1991).

A special place in the organisation chart of the Bank of Greece belongs to its
Economic Research Department (more recently renamed Economic Analysis and
Research Department). Its contribution to the evolution of economic thought in
Greece has been crucial and is well documented (Psalidopoulos, 2000). As from the
1970s or even earlier, the Bank’s Administration provided incentives to its staff for
expanding their academic qualifications, including by postgraduate studies. Later
on, the Economic Research Department was exclusively staffed through examina-
tions. All these years, the staff of the Economic Research Department have under-
taken important research, the results of which have been published in the various
series of Bank of Greece publications.

Extroversion and utilisation of a broader pool of expertise beyond its in-house
resources has been a salient feature of the Bank of Greece over time. Right from its
inception, the Bank benefited from the expertise of a foreign adviser (Horace G.F.
Finlayson) and, later on, the Currency Committee included British and American
economists such as G. Patterson, D. Snider, J. Gunter, T. Gregory, A. Costanzo, etc.
The Bank has also employed several university professors, Greek or foreign, for
shorter or longer periods of time. These would include Αndreas Papandreou (in the
late 1950s) and other well-known economists.
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For decades, business travels abroad required a decision of the General Council,
even for senior officials. In the late 1970s, in view of the forthcoming accession to
the EEC, more and more staff members were sent abroad as an opportunity to gain
first-hand know-how and experience or to participate in various international com-
mittees and working groups.

In the early 1980s, following Greece’s accession to the EEC, the Bank of Greece
initiated the tradition of inviting and hosting famous Greek or foreign economists
from abroad (such as Stephen Triantis, Edwin Kuh, etc.) for the purpose of stu-
dying matters relevant to the Greek economy, often at the request and on behalf of
the Prime Minister’s Office (e.g. Louis Lefeber, Miranda Xafa, etc.) Also, a number
of experts initially recruited for a fixed term were ultimately included in the Bank’s
permanent staff, and some of them rose to high-ranking positions, such as George
Tavlas, or professor Lucas Papademos, who later became Governor. Other Greek
experts who have offered advisory services to the Bank of Greece include Anto-
nios Kourakis, Vassilios Gontikas, Thanos Katsampas, Nicholas Karamouzis,
Yannis Stournaras, Nicos Christodoulakis, Nicholas Economides and Apostolos
Philippopoulos.

To sum up, the Bank of Greece has relied both on its own and on external
human resources in order to monitor, document, analyse, plan, recommend and
implement policies according to its mandate. Its success in fulfilling this mandate
is not accidental: it is largely to be credited to those people who have filled its
ranks over the years. 
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1
PART THREE 

THE INTER-WAR PERIOD,
1928-1941

1.1 The macroeconomy 

After a period of monetary turmoil in the wake of the Asia Minor Disaster, the
Greek economy performed rather well, considering the domestic and international
circumstances. 

According to Evelpidis (1950), national income at constant prices grew at an ave-
rage annual rate of 1.9% between 1927 and 1939, which is remarkable given that this
period includes the 1929 crisis and the concomitant 1932 default. Other authors
(Kostelenos, 1995) estimate an average annual growth rate of 3.4% for the period from
1922 to 1938, a truly colossal performance that can be even stronger depending
on the base year (e.g. 4.35% annually for 1923-1938, 4.16% for 1927-1938). These
divergences in figures warrant caution in their interpretation.

Throughout the inter-war period, the Greek economy remained predominantly
agricultural. Agricultural output doubled between 1928 and 1936, from six million
drachmas (at constant prices of 1914) to 12.1 million drachmas. In particular after
1932, the rise was driven by higher volumes, as prices were falling. 

Industry came into play in inter-war Greece thanks to state support and cheap
labour. Industrial output at constant prices of 1914 rose from 285.4 million in 1922
to 625.2 million drachmas in 1938, after temporary falling to 380.6 million in 1932
(the year of the sovereign default). The industrial production volume-weighted index
increased from 100 in 1928 to 168.1 in 1938.

The country’s trade balance ran deficits, not untypical in modern Greek econo-
mic history, as exports covered roughly half of imports and the country was always
in need of migrant remittances, shipping receipts or, more importantly, foreign bor-
rowing. Developments in the trade balance were positively correlated with those in



economic activity until 1932, when trade regulation implied a decoupling between
the two variables. 

During that period, the general level of prices trended upwards, and at times
very steeply so, with the exception of the years 1928 to 1931, when prices followed
a declining path, falling by a total of 8.6%.1 Particularly between 1920 and 1924, the
consumer price index (1914=100) rose from 351 to 1,235. By mid-1935, it had re-
bounded to its 1929 levels and then kept increasing until 1940, despite the global de-
flationary trends. 

The country’s demographics changed dramatically. According to the 1928 census,
1,222,849 refugees settled permanently in the territory of Greece after 1922
(GSSG 1931, p. 41). Population thus rose sharply by 1.2 million, i.e. by some 25%,
with refugees equally allocated across urban and rural areas. This influx of refugees
resulted in a huge increase in labour supply, which kept wages low, while prices
were increasing. 

Through a mild protectionism, Law 2948/1922 sought to help Greek industry to
gain ground in the domestic market. The modification of the tariff list in 1926 pro-
vided further support to the industrial sector, enabling it to remain on a steady up-
ward path for a number of years. The monetary turmoil and the leveraging that
prevailed up to 1928 gave way to a period of currency convertibility and macroeco-
nomic stabilisation after the establishment of the Bank of Greece through to 1932. 

The Venizelos government of 1928, relying on its strong parliamentary majority,
continued the economic development policies of its predecessors. It went ahead with
industrialisation, but the great crisis that broke out in October 1929 was soon felt in
a small open economy like Greece. Growth rates declined, reaching a historic low
in 1931. The government raised import tariffs on wheat and established the Agri-
cultural Bank of Greece (ATE) to support farmers. International financial markets,
on which the country relied for raising funds, remained shut to Greece. Global agri-
cultural prices fell by around 30%, bringing Greek producers to a state of despair. On
the other hand, the prices of domestic industrial products increased. Meanwhile,
foreign and domestic speculation depleted the reserves of the Bank of Greece, leading
the government to default on its debt on 26 April 1932.2 The superhuman efforts of
the indigenous population and the refugees suffered a strong blow, but a new be-
ginning followed after 1 May 1932. 

From the default onwards, the measures taken by Κ. Varvaressos implied a more
introverted economic policy. Production recovered quickly, domestic output was
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protected by high tariffs, while an effort was made to ensure autarky in staple foods.
Nevertheless, rural populations lived in misery. After the governmental change in
1933, the views of prominent members of the People’s Party about a merger of the
Bank of Greece with the National Bank could not hold sway.3 In 1935, the last land-
less refugees were rehabilitated, with the completion of land reclamation projects
in the Strymon valley in Northern Greece. The same year saw the introduction of a
very strict tariff list that controlled the value and volume of imports and exports,
drastically curtailing the freedom of trade. In 1937, the tariff list became even
stricter, and the merchant class increasingly hopped across commodity classes, prac-
ticing regulatory arbitrage of some sort. Finally, the Metaxas dictatorship broadly
continued along these economic policy lines, but with stronger political control and
intervention in all aspects of economic life. In 1937, a noteworthy development was
the establishment of a workers’ insurance fund (Social Insurance Institute – IKA),
which had been in the making for more than a decade and represented a break-
through in favour of the economically weaker strata. On the eve of the Italian attack
on Greece, the Greek economy was slowly yet steadily turning for the better, under
a dictatorship characterised by a paradoxical mixture of a pro-British economic po-
licy, despite the Greek-German clearing agreement, and totalitarian leanings. 

1.2 Views and initiatives of the Bank of Greece 

The founding act of the Bank of Greece was, as mentioned earlier, the Geneva
Protocol of 15.9.27, which provided for the establishment of an independent
institution, which would in particular “effect and maintain the stabilisation of the
Greek currency in relation to gold and the centralisation at the Bank of all receipts
and payments of the State and of the State enterprises”.4 Its creation was directly
linked to the Greek government’s stabilisation agenda for regaining access to inter-
national capital markets. This access was necessary after the fiscal and monetary
derailment resulting from the military engagements, particularly in 1920-1922, and
the problem of refugee rehabilitation.5 The policies pursued by all inter-war
governments, in particular the Venizelos government after 1928, were centred around
the country’s economic development. Development entailed changing the existing

THE INTER-WAR PERIOD, 1928-1941 | 83

3 The idea was put forward by D. Maximos in 1931 and debated by Varvaressos, Diomidis, Drossopoulos,
Koryzis and others. The issue was discussed again when the People’s Party came to power (see further below).
The debate was put on back burner for a while, but was revived in 1944, peaking around 1946, and closed for
good soon afterwards. 
4 Bank of Greece (1978), p. 3. 
5 Mazower (2002), pp. 100-104. 



structures and, for this to happen, funding should come, apart from domestic
sources, from foreign loans for productive purposes. This in turn required monetary
stability and fiscal consolidation, in order to attract the necessary funds and foreign
exchange to support development.6

To this end, with the Treaty of Geneva, Greece undertook to reform its fiscal ac-
counting system and introduce the single budget principle, abolishing the various
existing special accounts which, although not included in the ordinary budget, ul-
timately affected it. Moreover, to ensure the necessary transparency in government
transactions, the Bank of Greece would record State accounts. 

Turning to the currency, Law 3424/1927 officially abolished bimetallism. The
drachma was devalued against gold, from 0.290 grams to 0.019 grams of gold per
drachma, and the banknotes of the Bank of Greece became the only legal tender. The
drachma was pegged to the pound sterling, as gold-based foreign exchange, at a pa-
rity of 375 drachmas per one pound sterling. The Bank of Greece was required to hold
reserves as cover, equal to not less than 40% (cover ratio) of the sum of currency in
circulation and sight deposits. In exchange for these reforms, Greece would be given
a “stabilisation loan” of nine million pounds to shore up the stabilisation effort. 

At the time when the Bank of Greece was founded, the international monetary
system was based on the gold-exchange standard (according to which currency was
backed by gold and foreign exchange reserves) and was fragile due to an overva-
lued pound sterling, an undervalued French franc and the faltering process of exor-
bitant war reparations paid by Germany with funding from US loans.7 With the
New York Stock Exchange crash of 24 and 29 October 1929, this underlying fragility
unravelled into a major disturbance across financial systems and real economies
worldwide. For the Greek economy, and in particular its central bank that was taking
its first steps amid scepticism from politicians and banking circles,8 the new interna-
tional situation represented a critical test: the Bank of Greece had to prove not only its
raison d’être, but also its ability to respond to a changing economic and financial
environment. Gradually, misgivings dissipated and the Bank of Greece reigned
supreme in the Greek banking sector.

The Bank’s policies from 1928 to 1941 can be better understood by looking at the
views of its Governors and by identifying three periods. The first period lasted from
14.5.1928, when the Bank started operations, to 28.9.31, when the pound sterling
abandoned the gold-exchange standard. This period marks the formative years of
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the fledgling Bank of Greece, in its balancing act between the different respective
agendas of the government, commercial banks and the Financial Committee of the
League of Nations. The second period, between 28.9.31 and 26.4.32, was a time
of crisis and a prelude to the third period. In this second period, the government per-
sisted in its gold-exchange standard policy. Runs on the drachma and speculation
were everyday phenomena, and the Bank of Greece was struggling to tackle market
practices that were depleting its reserves, resorting to foreign exchange controls.
This period saw the introduction of the Laws of 28 September and 8 October 1931,
imposing capital and foreign exchange controls, and the Legislative Decree of 1
February 1932. Finally, the third period starts with the formal suspension of pay-
ments on sovereign debt under Law 5422/1932 and the devaluation of the drachma
on 26 April 1932 and ends with Greece’s entry into World War II and the rescue of
its gold reserve. In that period, the Bank’s operational framework was radically
reformed: the gold-exchange standard was abandoned, and the stabilisation and
convertibility policy (inaugurated with the start of operations of the Bank of Greece
in 1928) was suspended. The Bank played a dominant role in the banking sector and
served as an anchor of stability for the currency and the economy in a tumultuous
domestic and international environment. 

Right from the start, the Bank was fortunate enough to have strong leadership.
Its first Governor, Alexandros Diomidis, and Deputy Governor, Emmanuel Tsou-
deros, who later succeeded him as Governor, were strong personalities and men of
authority. The previous experience of A. Diomidis as Governor of the National Bank
and E. Tsouderos as Deputy Governor was a guarantee of their ability to steer the
Greek banking system into the modern era. The third Governor was professor
Kyriakos Varvaressos, another great economist. Varvaressos had previously been
Adviser to the Governor at the National Bank and then the Bank of Greece, Minister
of Finance in 1932 and Deputy Governor of the Bank of Greece, before succeeding
Tsouderos as Governor in 1938. It is worth noting that on 28.9.31, while he was in
London, he telegraphed to Prime Minister Venizelos, suggesting, to no avail, that
Greece should also follow suit out of the gold standard. This makes him unique among
the mainstream economists of the time. 

The balance sheet position of the Bank of Greece at the time of its establish-
ment was weak. On the asset side, its holdings of debt securities were insignifi-
cant compared with those of the National Bank or other commercial banks, too
small to make its presence felt in the market, totalling 1,605 and 55,311 thou-
sand drachmas in 1928 and 1929, respectively, compared with 1,076,143 thou-
sand and 1,178,715 for the National Bank, 488,135 thousand and 487,369
thousand for the Commercial Bank and 321,081 thousand and 290,377 thousand
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for the Bank of Athens.9 Even the smaller banks such as the Popular Bank or the
National Mortgage Bank were richer in debt securities holdings than the Bank
of Greece. 

One of the first actions that the Bank of Greece took was to reduce its discount
rate from 10% to 9%, on 30 November 1928. As Diomidis explained, this was deci-
ded in order to support lending and prevent a credit contraction. The measure, a first
attempt to assert the presence of a banking institution guided by stability and pro-
sperity goals rather than profitability considerations, triggered a storm of reactions
from bankers and the academia alike.10

Diomidis responded to this generalised attack against the Bank of Greece by ap-
pealing to reason and moderation. In his view, 1921 had marked the start of eco-
nomic dismantling, with the accumulation of deficits and excessive banknote
issuance, which was not sustainable. There was a need for a clear break with the past
and a fresh start. Diomidis described the current situation as one in which the State
kept absorbing all Greek savings, in the absence of a legal brake, and the private
sector kept asking for credit, with neither sector seeming willing to break this vicious
circle. The cumulative deficits between 1921 and 1927 amounted to 8,523 million
pounds, or 3,196,125 million drachmas. In the Governor’s words: “we are drifting
towards a total confusion between the Treasury with the National Bank”.11 Therefore,
the critics were overlooking “certain characteristic phenomena of the modern social
world”.12 Capital was “the most sensitive and most volatile among all commodities”13

and needed low interest rates and currency stability. The reform ensured both, and
the Bank of Greece was satisfied with maintaining the exchange rate of the drachma
vis-à-vis the pound “unimpaired and undisturbed”,14 with full convertibility. 

In reality, however, the commercial banks were testing the strengths of the Bank
of Greece. For instance, knowing that whenever they presented any amount of for-
eign currency to the Bank of Greece they could take the exact drachma equivalent
in exchange, since no fluctuation bands for foreign exchange buying/selling rates
were in place, they were in no hurry to do so, and the Bank of Greece could not pos-
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sibly force their hand.15 Had the Bank of Greece applied such bands, it would not
have lost its reserve at the fast rates that it did. 

One year later, Diomidis admitted that 1929 “was not an uneventful year for the
world economy in general” 16 and stated that the mission of the Bank of Greece was
“to create a favourable climate for attracting the funds floating on the international
market”.17 Once again defending the Bank of Greece against criticism, he stressed
that the Bank was wrongly accused, as its mission was not “to cover all the capital
needs of the market”. He pointed out that the cost of borrowing was high, and the
Bank did its best to help, but stabilisation and convertibility should not be jeopar-
dised. He confessed that the crisis of 1929 “initially found us, too, unprepared”.18

Despite the “exemplary order in the accounts”19 of the Bank of Greece, the year 1930
had been one of the most turbulent years for the Greek economy. As far as the cri-
sis was concerned, Diomidis saw only two ways of getting out of its stranglehold:
“time and austerity”.20 In other words, he recommended patience and disinflation as
key to exiting the crisis. 

It was around the same era that action was taken for limiting the power of com-
mercial banks. In spring 1931, a new Law on sociétés anonymes and banks was en-
acted, requiring banks to hold reserves equal to 12% of their deposit liabilities, up
from 7% applicable since 1927. This triggered a strong reaction by the Hellenic Bank
Association, which saw its members’ freedom being curtailed. Despite the expert
opinions provided by foreign economists (such as Frankfurt University professor
Wilhelm Kalveram, but also Keynes) against this particular provision, the measure
was finally passed, although it would not be fully applied in practice.21

The abandonment of the gold standard by the pound sterling took the Greek
banking establishment by surprise. Fearing for their financial position, banks were
in favour of staying with the gold standard, and the drachma was pegged to the US
dollar. The Bank of Greece initially retained its reserve portfolio of pounds sterling,
both due to its size and as a token of solidarity towards Great Britain (i.e. to prevent
a further depreciation of the pound), but also in order to protect commercial banks,
which also held pounds in their reserves.22
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Varvaressos was the only one who, as mentioned earlier, seeing the reserve of
the Bank of Greece targeted by speculation and quickly diminishing, advised Veni-
zelos to leave the gold standard. Over the next few months, the reserve was running
out, and the government was moving heaven and earth to secure a new loan. By Ja-
nuary 1932, the reserve of the Bank of Greece had fallen below the statutory floor
of 40%, whereupon the floor was suspended and efforts to find a loan continued. 

Ultimately, another meeting was held on 21.4.1932, in which Venizelos, shunning
the protocol in view of the extraordinary circumstances, had also invited the com-
mercial banks along with the Bank of Greece in order to reach a common response
to the situation.23 The attendants in the meeting discussed the potential impact that
a devaluation would have on commercial banks’ balance sheets. Everyone (particu-
larly Diomidis and the Deputy Governor of the National Bank, Evlampios) argued
in favour of continued convertibility. National Bank Governor Α. Koryzis raised the
question of foreign exchange deposits, asking the government to clarify its inten-
tions. Indeed, Venizelos was until then confident that Greece would “extraordina-
rily”24 manage to secure a loan and continue its policy. Thereafter and through to early
April, the government adopted a wait-and-see stance, hoping that its appeals to the
League of Nations and the international markets would be positively answered.25 The
only officials to favour an immediate abandonment of the gold standard were the
delegate of the League of Nations, Sir Otto Niemeyer, and, once again, Kyriakos
Varvaressos. The latter must have felt particularly isolated, but he would soon be
proven right by the developments that followed and brought him to the helm of
the Ministry of Finance to handle the default. The default was decided due to the
depletion of the reserve of the Bank of Greece (from 26,847,934 dollars on
28.9.1931, it had plummeted to 2,336,608 dollars by 26.4.1932), and following a
recommendation by Niemeyer. 

All in all, the criticism that the policy of the Bank of Greece came under through-
out the period from its establishment to the 1932 default was definitely unfair and
exaggerated. The Bank was bound by its Statute and had acted accordingly. But
there has also been one decision that proved to be mistaken, although it was never
criticised. Namely, in order to increase its capacity to intervene in foreign exchange
markets, the Bank sold gold bullion holdings worth 985,532 pounds sterling in 1930
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in return for foreign exchange.26 In less than a year, this move proved loss-generating,
as it weakened the Bank of Greece’s position following the devaluation of the pound.
This must have shaken Venizelos’s confidence in Diomidis and, almost as soon as the
pound sterling abandoned the gold standard, Diomidis was asked (on the pretext of
the “Papastratos affair”) to resign – which he did on 28.9.1931. So, with the benefit
of hindsight, it turns out that the Bank’s Administration led by Diomidis, under
pressure from the 1930 circumstances, made a wrong policy choice. 

In the second period of the Bank’s operation, Tsouderos was Governor. The Bank
of Greece recommended on the Emergency Laws of 28 September and 8 October
1931 for the protection of the national currency, as well as another 30 or so mini-
sterial decisions, Legislative Decrees, etc.27 As Tsouderos stated, the abandonment
of the gold standard by Great Britain had caused “the strongest possible shock”28 to
the Greek economy, and the Bank of Greece was trying to “rein in extreme panic”.29

It raised its discount rate from 9% to 12% in September 1931, to lower it again to
11% very soon, in October. The Stock Exchange closed on 19.9.1931 to avoid the
worse. In the end, forsaking stabilisation was dictated by the force of circumstances
and was not a policy choice of the government. 

Κ. Varvaressos, as Minister of Finance, highlighted the “nakedness” of the Greek
Treasury as a major political issue. Speaking before Parliament on 25.4.1932, he
announced the compulsory re-denomination of US dollar deposit accounts into
drachmas, and in fact not at the then prevailing rate of 145 drachmas per US dollar,
but at 100 drachmas. In a very interesting speech, he drew a line between foreign
exchange purchases for actual needs and those for speculation purposes, while invit-
ing all sides to join forces against the speculators. According to Varvaressos, foreign
exchange “cannot be the subject of private exploitation”.30 And he went on to note:
“Whoever holds in his hands any currency of international value cannot possibly
deny having a duty to contribute to the overall policy of the State from which he
benefits”, concluding that “it is socially fair to impose on them [foreign exchange
holders] an obligation to contribute as well”. 

Among the historians of the Bank of Greece, Pyrsos assesses the above compul-
sory re-denomination arrangement as morally unimpeachable,31 but unfortunate in
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terms of its economic results.32 It would have been fairer, according to Pyrsos, to tax
speculators’ capital gains, and refrain from an arbitrary decision on the part of
the government. 

In response to criticism, in another speech before Parliament on 10 August 1932,
Varvaressos argued that the measure operated to the benefit of the credit sector. It
had saved the Bank of Greece 292,500,000 drachmas, without affecting depositors
or banks, which had gained enough from speculation in the past anyway. But the
times, he argued, had now changed.33

Coming back to Governor Tsouderos, it is important to stress his conviction that
the shape of the global economy was nothing like it had been before 1918, and the
world had yet to see the pre-war growth and employment rates again.34 Autarky and
fragmentation of policymaking across national borders lacking a global perspective
were the root causes of the current situation, which in the case of the predominantly
agricultural economy of Greece was compounded by the falling prices of agricultu-
ral products. As reported by Tsouderos, by the end of 1931 the Bank of Greece had
lost reserves worth 5,300,000 pounds.35

Tsouderos rejected all mercantilist/protectionist theories,36 but thought the time
was “not right for a sudden substitution” of the social status quo of the credit eco-
nomy. For him, the crisis of September had radically changed the conditions, and the
Greek economy could no longer operate by the standards prevailing until then, as
the balance of payments was deep in deficit. Greece, according to Tsouderos, pre-
sented the following paradox: a large part of its population enjoyed a high
consumption level but “although employed and gaining income from their work, did
not actually produce, but rather made plans for... the future production”.37 There was,
in other words, a reversal of the wealth-generating process whereby, instead of the
“supply-income-demand” pattern, the Greek economy operated on an “income-
demand-supply” mode. Unfortunately, Tsouderos did not follow up on this analysis,38

but moved on to argue that citizens should not expect the State to solve their
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problems.39 Further, he argued that it was necessary to fanatically show confidence
in Greek capital, while at the same time restraining “the extremities and insanity
of panic”. 

The third period started, as mentioned, when the then Advisor to the Governor
and subsequently Deputy Governor and Governor of the Bank of Greece, Kyriakos
Varvaressos, became Minister. Further to the aforementioned Law 5422/26 April
1932 (suspension of convertibility), numerous other pieces of legislation followed,
most notably the Emergency Decree of 29 July 1932, by which all of the country’s lia-
bilities in gold and US dollars were re-denominated into drachmas. This re-deno-
mination spurred discontent from those who stood to lose from the measure, and
the Bank of Greece had to defend this government initiative, invoking an opinion
from law professor Κ. Triantafyllopoulos,40 according to which the foreign ex-
change clauses agreed upon before the suspension of currency convertibility were
null and void. It is worth noting that foreign exchange deposits accounted for 34%
of total deposits.41 Tsouderos, in a somewhat sarcastic tone, said that deposits in
drachma “deserve every sympathy”,42 as they had suffered all the hardships of the
national currency; on the other hand, foreign exchange depositors had “escaped all
the national contributions imposed over time” and now it was high time they, too,
contributed to the country’s reconstruction. 

The Bank of Greece also supported the agreement with the bondholders con-
cluded by Varvaressos, and proposed the partial repayment of foreign creditors, ini-
tially for 30% of total debt.43 On a different front, efforts were ongoing to support the
internal purchasing power of the drachma after its devaluation.44

Another achievement of the Tsouderos governorship was that it managed to reco-
ver part of the foreign exchange it had been forced to sell earlier. Specifically, trusted
stockbrokers would go to the Bank of Greece every morning to receive, in absolute se-
crecy, substantial cash amounts in drachmas with which to purchase, supposedly for
their own account, foreign exchange on the informal market at rates slightly above
the prevailing market rates, and then bring it back to the Bank on the same day. Se-
veral stockbrokers responded, and the practice continued until late December 1932.45
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One of the first things that the newly-elected People’s Party government did, suspici-
ous of anything the Bank of Greece was involved in, was to forbid this practice.
Meanwhile, between May and December 1932, the conversion of gold deposits into
deposits in drachmas had brought the equivalent of US dollars 6,533,356 to the
Bank of Greece vaults.46

The New Deal posed new challenges to the Bank of Greece. After the devalua-
tion of the US dollar, the Bank’s Administration considered three options, i.e. to de-
value or revalue the drachma or leave it unchanged.47 Having regard to the interests
of the Greek economy, it decided to peg the drachma to the Swiss franc and thus join
the Gold Bloc.48

In the following years, the Governor repeatedly advocated a policy to support
the agricultural sector.49 The practice of foreign exchange accumulation through
open market operations was resumed. By 31.12.1933, the Bank’s reserve had reached
140 million Swiss francs, up from 66.5 million one year earlier. This increase sub-
sequently led to the —expensive but necessary— conversion of part of this foreign
exchange into gold.50

On many occasions, the Administration of the Bank of Greece made policy
recommendations to the government and the productive classes. In the Report
of the Administration of the Bank on the balance sheet of the year 1935, the
Bank recommended an “effort to raise the deplorably low direct tax revenue”.51

In 1936, it identified a problem with industrial prices and called for their re-
duction, stating that: “A more pragmatic spirit must prevail among industria-
lists when setting the prices of their products”.52 In 1937, it highlighted the need
for “vigilant attention to imports”53 and in 1938, the Governor, in what could be
seen as an act of self-criticism, called for flexible management of money supply,
“not fixed and rigid”.54

In 1939, Varvaressos, now Governor, pointed out that the international envi-
ronment was shadowed by doubts about the past and worry about the future. “The
imperfect tool of individual logic”, he stated, “cannot fully grasp the motivations of
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collective action”,55 underlining that “individualism or private motives have no place
in this endeavour; personal capabilities must be harnessed to drive a common na-
tional effort”.56

The months preceding the Greek-Italian war saw legislative initiatives to further
regulate and shore up economic life in the country. Emergency Law 2476/2 August
1940 introduced extraordinary measures to regulate trade in Greek products; Emer-
gency Law 2511/28 August 1940 allowed public organisations to buy certain cate-
gories of agricultural products and distribute them to the domestic market or export
them; Emergency Law 2592/11 October 1940 established Associations of Greek Ex-
porters; and Emergency Law 2629/7 November 1940 established a Greek Office
for Supplies. 

1.3 Credit and monetary policy 

Every central bank, in order to impose its rules on the market and steer money
supply so as to prevent disturbances in the economy, is expected to control interest
rates and liquidity. The Bank of Greece was no exception. One of the first decisions
of its General Council, on 14 May 1928 was to set the discount rate at 10%.57 Six
months later, on 30 November 1928, the Bank of Greece lowered this rate to 9%,
triggering the reactions discussed above. 

A second focus of the Bank’s monetary policy was to attract deposits from com-
mercial banks. In the absence of a required reserve system at the time, the decision
of 5 June 1928 was significant, setting the interest rate on commercial banks’ depo-
sits with the Bank of Greece at 0.5%.58 Under Article 56 paragraph 5 of the Statute,
these deposits could be remunerated at an interest rate of up to 1%. Met with a
tepid response from banks, the Bank of Greece raised the interest rate to 1% about
eight months later.59 Subsequently, it varied interest rates according to maturity:
0.5% for sight deposits and 1% for time deposits with a maturity of 30 days or more.60
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A third reform came with Law 5076/7 July 1931, whereby commercial banks
were required either to redeposit with the Bank of Greece 7% of their savings deposit
and sight deposit liabilities or, alternatively, to hold 12% of such deposits in their
vaults, as minimum reserves.61 In due course, the time deposit rate was lowered to
0.5%,62 and a reduction in the sight deposit rate followed as from 1 June 1933, from
0.5% to 0.25%.63 On 23.12.1933, the General Council decided to lower the deposit
rate to 0.125% as from 1.1.1934.64 Ultimately, the General Council decision
of 15.12.1934 abolished the deposit rate altogether as from 1.1.1935,65 indicating
that by that time the Bank of Greece had consolidated its power over the Greek
banking market. 

Regarding liquidity, the General Council had already dealt with the issue before
the NY Stock Exchange crash.66 According to Governor Diomidis, there was no
shortage of money supply, as shown by the increases in currency circulation per ca-
pita and in commercial bank credit between 1928 and 1929. Whenever necessary,
the Bank of Greece could issue money, to the extent permitted by its cover ratio.67

In addition, the Bank of Greece was willing to help commercial banks strengthen
their reserves “through rediscounting or acceptation” of notes and bills of exchange.
Using its cover as a “cushion”, the Bank could transfer to it the unused foreign
exchange balances of both the “Tripartite” and the “Productive” loans of 1928. Thus,
shortly before the outbreak of the 1929 crisis, the Bank of Greece seemed confident
that it had sufficient funds to meet the current needs of the economy, while noting
that any increase in money supply to levels unjustified by the strength of economic
activity would lead to inflation and flight of capital abroad. 

Nevertheless, as the National Bank was accusing the Bank of Greece of failure
to support liquidity and the productive classes of Greece in general, the Deputy
Governor of the Bank of Greece, Ε. Tsouderos, in a letter to the Prime Minister
dated 25 November 1929 undertook to respond, giving the central bank’s version of
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the facts.68 According to Tsouderos, the data showed a decrease in the gold and for-
eign exchange reserve of the Bank of Greece between September and November
1929 relative to one year earlier, and this was due to the Bank’s strict adherence to
the convertibility of the currency under the gold-exchange standard. It was true that
the Bank of Greece at the time had a cover ratio higher than the one allowed by the
law, but, according to Tsouderos, it was imperative to keep the cover ratio above the
level of 40% provided for by the law, so that the Bank of Greece would be able to deal
with a potential bank run. Furthermore, Tsouderos attributed the decline in foreign
exchange inflows to stagnation in currant and tobacco exports. Nevertheless, he
continued, the Bank of Greece stood ready to extend loans and advances to banks
or directly to farmers, accepting their produce as collateral, to enable them to cope
with what was seen as a short-term stagnation in external trade. 

Taking this opportunity, Tsouderos railed against lending to “moribund organi-
sations that eat into the country’s economic wealth”. In those he included, above all,
industrial companies that asked for loans to finance fixed equipment —presumably
imported— unlike agricultural export companies that were seen as immediately
productive and a source of foreign exchange. Moreover, he attributed the scarcity
of credit to the fact that a part of banks’ funds was tied up in “immobilised” loans
to businesses facing repayment difficulties, while at the same time the banks were
unable to meet demand for short-term working capital loans. Therefore, the Bank
of Greece attributed the liquidity shortages in the market to the standard practice of
industry, up to 1928, to finance its long-term needs in fixed capital by short-term
borrowing, and considered options for converting these short-term loans to
long-term ones, but only for viable industrial businesses. In the long run, what was
necessary was to establish a new bank specialising in industrial credit, which would
enjoy privileged state funding and would undertake the financing and reorganisation
of industrial companies.

The next issue addressed by Tsouderos was the risk posed to the cover and cur-
rency circulation by excessive speculative demand for foreign exchange. This was
contributing to a reduction of currency in circulation and was causing what was
perceived as a credit crunch. 

Tsouderos continued his letter by listing the tasks with which the Bank of Greece
was entrusted as a central bank, i.e. ensuring the stability of the value of its banknotes,
or, in his own words: “…safeguarding the stability of the gold value of its banknotes”.
It is obvious that the Administration of the Bank of Greece was aware of the fact

THE INTER-WAR PERIOD, 1928-1941 | 95

68 “Currency circulation and credit policy of the Bank”, General Council minutes, Vol. 2, meeting of 27 No-
vember 1929, pp. 293-300, and Vol. 3, meeting of 27 November 1929, pp. 1-15. 



that its commitment to maintain currency stability and convertibility constrained its
ability to meet the financing needs of the economy. The flight of foreign exchange and
the excessive “…accumulation of gold holdings abroad…” deprived the domestic
economy from the funds needed for its development. For this reason, Tsouderos pro-
posed that a part of the gold and foreign exchange cover should be substituted with
a cover consisting in “...safe short-term credit to domestic businesses”, by which he
meant issuing banknotes backed by discounted commercial paper (inside money), as
opposed to money backed by gold, foreign exchange or government paper (outside
money). It thus appears that, right from the outset, the Bank of Greece was well aware
of its dual role in the economy, although adherence to the gold-exchange standard
rather tilted the balance towards its stabilising role. 

Against this background, the Bank’s view was that, if excessive demand for for-
eign exchange was due to speculation in the context of the monetary system of fixed
exchange rates, the direct impact would be a decline in domestic money supply,
along with what it implies for the economy. To corroborate his argument for a need
to limit money supply, the Deputy Governor provided an extensive discussion of
the quantity theory of money, which states that the general price level of goods and
services is directly proportional to the amount of money in circulation, or money
supply. Accordingly, Tsouderos said, for a given volume of transactions (and output),
an increase in money supply would lead to higher prices and put pressure on the cur-
rency’s external and internal value. Therefore, regulation of money supply —other
than necessary to meet needs for transaction balances— depended on its credit pol-
icy and its discount rate decisions. It is important to note that Tsouderos linked the
success of this monetary and credit policy tool to whether “…other banking insti-
tutions, voluntarily or not, keep track of the interest rate policy of the central
bank…”, i.e. whether commercial banks rely on central bank for maintaining their
liquidity. Market conditions could be such that a higher discount rate would entail
losses for producers without affecting speculators. In this case, as Tsouderos wrote,
the central bank would make use of the second credit policy weapon at its disposal,
i.e. direct control on both the quantity and the allocation of credit, favouring pro-
duction and exports over consumption and imports, although credit rationing poli-
cies would be against contemporary economic orthodoxy. 

The Bank’s credit policy was not always successful in ensuring normal repay-
ment of loans, so at times it had to write off business loans, as shown by the Gene-
ral Council decisions of 12.1.1931.69 In three of the five cases considered, up to 70%
of outstanding debts were written off, and only in two of them this percentage was
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below 30%. This fact highlights the Bank’s commitment to help Greek businesses to
recover and steer through the straits of the global crisis. 

One of the most important actions taken by the General Council after the de-
valuation of the pound on 21.9.1931 was its decision, on 26.9.1931, to drastically
increase the discount rate from 9% to 12%, the interest rate on loans backed by debt
securities from 10% to 13% and the discount rate on farmer pledge certificates from
8% to 11%.70 Underlying this decision was obviously the need to contain capital
flight amid the global monetary instability triggered by the devaluation of the pound
and the banking crisis in Europe. However, how the pressure of circumstances can
influence decision-making can be seen from the fact that only one month later, on
29.10.1931, the General Council decided to lower the discount rate from 12% to
11%, the rate on collateralised loans from 13% to 12% and the discount rate on
farmer pledge certificates from 11% to 10%. According to contemporary researchers,
however, it was not at all certain that the level of the discount rate of the Bank of
Greece could make a difference in the economy.71 This erratic response indicates
the Bank’s attempt to strike a balance between defending the currency and its cover
and averting negative effects on the real economy.

In his inaugural speech as Governor, Εmmanuel Tsouderos discusses in detail
the issue of the economic crisis and the policy of the Bank of Greece.72 First of all,
Tsouderos attributed the economic crisis to the dismantling, since 1914, of the in-
ternational financial system that relied on free trade and a respective international
division of labour. For Tsouderos, the root cause of the crisis was overinvestment.
The inflationary environment that had emerged from the war and the autarky pol-
icy ―coupled with relaxed monetary and credit policies and the rise of consumer
demand to levels higher than production, pushing up the prices of products as well
as of securities, and fuelling speculation― had eventually given way to a contraction
of bank credit, the immobilisation of numerous and sizeable bank funds in ineffi-
cient businesses, a drop in industrial and agricultural product prices, and a surge in
unemployment. To this one should add, as Tsouderos noted, the imbalances caused
by the massive transfers of funds across countries due to war reparations and debts,
but also the calculated policies of high tariffs and gold reserve accumulation fol-
lowed by some countries. The consequence of all this was unemployment―his em-
phasis, showing the deep concern of the Bank’s Administration about these
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developments, unlike its detached and unemotional stance prior to 1931. For Tsou-
deros, three had been the factors behind the contagion of the 1929 global crisis to
Greece: the proliferation of small businesses and self-employed individuals,73 excess
bank credit growth, and the poor crops of those years. A noteworthy point of the
Governor’s speech was also his reproach to commercial banks for their credit poli-
cies, as contrasted with the efforts made by the Bank of Greece, already since 1928,
to control bank liquidity.74

The crisis in Greece was milder, for a number of reasons, including: (a) its un-
sophisticated economy; (b) the fact that its industry was oriented to the domestic
market, thus not exposed to international developments, although Tsouderos alerted
to the risks to its robust growth posed by protectionism; (c) a predominantly
domestically-oriented agricultural sector, encouraged by moderate state protectio-
nism; (d) the ongoing infrastructure projects, which absorbed a considerable part of
the labour force and thus helped contain unemployment; and (e) the fiscal consoli-
dation and monetary stability policies pursued, especially after 1928. 

Looking ahead, the Bank’s policy was expected to be shaped in this context. Its
primary objective was to protect the currency; to this end, the Governor proposed
foreign exchange controls of a temporary nature. The most appropriate policy for the
immediate future, in his view, was a disinflationary monetary policy to sustain both
the internal and external value of the currency, coupled with a tight fiscal policy.
Tsouderos invited commercial banks, and the National Bank in particular, to
cooperate with the Bank of Greece in defending the national currency. 

On 28.3.1932, the Bank raised the ceiling on its collateralised loans in drachmas
and foreign exchange from 250 million to 450 million drachmas.75 In his statement
dated 1.11.1932, the Governor revisited the issue of the central bank’s policy on mo-
ney supply and its correlation with the price index.76 Tsouderos initially noted that
a devaluation of the drachma alone could not restore external equilibrium, also
given the restrictions on foreign exchange trading and on imports. In this regard, he
dismissed as unfounded the perceptions that the only risk to the currency stemmed
from excess money supply and argued that the Bank’s money supply policy had been
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“…always within reasonable limits, despite the pressing needs faced by the govern-
ment, banks and all other agents of our national economy”. Comparing the evolu-
tion of the price index with money supply, he remarked that there was no clear
correlation between the two aggregates; rather, the price index tended to move more
in line with the exchange rate of the drachma. On the other hand, the Governor
stated that the policy of issuing banknotes to purchase gold and foreign exchange
had been justified by the urgent need of the country and of the Bank of Greece to
replenish the respective reserves following the devaluation of the drachma. Finally,
to support his argument that the post-devaluation credit policy of the Bank of
Greece had been “reasonable”, the Governor provided a table showing the Bank’s
assets, which revealed an increase in credit, in particular to the Agricultural Bank,
for wheat, olive oil and tobacco, as well as to the government. 

In the course of time and under the fiat money regime, the Bank of Greece, by
several decisions, changed its policy regarding liquidity in the economy. 

Thus, on 2 August 1934, the General Council approved a new agreement
between the Bank of Greece and the Greek State, setting a ceiling on money supply.77

The ceiling would be derived from a complicated formula, as the quarterly average
sum of the following items: (a) the amount of drachmas used to purchase foreign ex-
change and gold, in the context of clearing agreements or otherwise; (b) the level of
reserve assets; (c) total investment, up to 400 million drachmas; (d) government
debt owed to the Bank of Greece; and (e) the Bank’s discounts and credit during the
reference quarter “…and being equal to the amount that, based on the average dis-
count rate over that quarter, would bring about gains of twenty five million drachmas
per quarter”. Article 2 of the agreement stipulated that, should banknote issue
exceed that ceiling, the Greek State would have an additional share in seigniorage as
follows: 50% for amounts up to 50 million drachmas; 75% for amounts of between
50 and 75 million drachmas; and 100% for amounts of 75 million or more, and this
share of the Greek State would be used exclusively to repay its debt to the Bank
of Greece. 

A subsequent agreement between the government and the Bank of Greece was
signed on 4 June 193778 with a view to providing a credit facility to the Greek State.
In particular, the Greek State would draw an advance of 486 million drachmas (12
million Deutsche marks) from its Reichsmark account with the Bank of Greece at
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an annual interest rate of 3% —applicable on the debit balance of such account— re-
payable in instalments and maturing in four years, i.e. 1940. As collateral, the Bank
of Greece would be free to manage the underlying funds, net of government debt re-
payment amounts, as it saw fit and retain the yields. 

Very important for putting the fiscal house in order and for settling the pend-
ing issues of government debt to the Bank of Greece, was another agreement,
signed by the two parties on 23.12.1938.79 This addressed the total government
debt to the Bank of Greece, stemming from: (a) the loans extended under Law
3642; (b) the loans dating back to the years 1920-1923 (the fiat money period);
(c) the gold drachma-denominated loan under the Legislative Decree of 3 March
1923; (d) the 1.5% gold drachma loan of 1925; and (e) the 1936 and 1937 Reichs-
mark-denominated loans. According to the agreement, the loans referred to in
(a), (b) and (d) above would be consolidated into a single amortised loan, repayable
in 50 years at an interest rate of 0.3%. For the two loans referred to in (e), the agree-
ment provided, among other things, for a 1% reduction of the interest rate on both
and an extension of the repayment period for one of them. Finally, it was agreed
that the loan referred to in (c) would be repaid free of interest within a period of
50 years, starting from 31.3.1945. These arrangements indicate an intention to
streamline and consolidate the various debt liabilities of the Greek State in order to
make them easier to monitor and manage. 

In the General Council meeting discussing the annual balance sheet of 1937,80 the
Governor noted that money supply had risen relative to 1936, as also had foreign ex-
change inflows. Higher money supply was seen as a natural consequence of growing
demand for transaction balances, on the back of a growing cover and rising prices.
In this regard, the Governor made a very interesting point regarding the rise in pri-
ces and its correlation with money supply. In his own words, “it would be a fallacy
to rely on one-sided theories and, reversing the actual relationships, to attribute,
even if only for a part, the higher level of prices to higher money supply”. In other
words, the causality between money supply and prices ran the other way round than
the quantity theory suggested. Higher prices were, according to Tsouderos, driven
by factors relating to the real economy, disturbances in the supply-demand rela-
tionship, as well as by international conditions; they were not due to monetary
factors. “Higher money supply is a necessary consequence of the change in prices, not
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its cause”. And to convince his audience that the monetary system must serve the
needs of production and not the other way round, the Governor emphatically stated:
“Fixed and inflexible money supply is an unhealthy phenomenon. Instead, adjust-
able money supply, in response to the volume of transactions, is a real and appro-
priate instrument for the economy”. And he concluded that the policy of the Bank of
Greece was not inflationary, but consistent with orthodox banking practices.

Discussions with foreign holders of government bonds in general were naturally
a matter of concern to the Bank of Greece, especially given bondholders’ demand for
higher remuneration in the context of the growth of the Greek economy in the pe-
riod from 1935 to 1937. The Bank of Greece suggested a settlement of the debt
against the exports of tobacco and other goods to Great Britain, and argued that
any debt settlement should not overstretch the country’s capacity at the risk of ano-
ther default, which would have devastating consequences both for Greece and for
the bondholders themselves. But as the Greek side did not agree with the practice
of annual settlements preferred by foreign creditors, the Bank of Greece was forced
to agree to the payment of 40% of the interest on foreign currency-denominated
loans for the financial year 1937-1938 as well. 

In the discussion of the balance sheet of 1938,81 the Governor reiterated his view
about “healthy” banknote circulation, despite a slight decline in the cover (from
51.4% to 49.22%) in the year ending on 31 December 1938. One year later, when
WWII had broken out, the discussion of the balance sheet of 1939 was shadowed by
strong concern about the deteriorating international outlook.82 Governor Varva-
ressos noted the adverse climate as a result of the war in Europe, adding that money
circulation had developed smoothly until the end of July 1939, but had risen sharply
in August and September on account of psychological reasons, fuelled also by
commercial banks’ reluctance to lend, triggering mass deposit withdrawals. How-
ever, the Bank’s announcement that it would provide the banks with funding as
necessary for fulfilling their obligations had managed to bring a turnaround, with
deposits returning to banks and currency in circulation declining, although still
above its former levels. The Governor considered this to be normal, as some small
part of higher circulation was associated with hoarding and the remainder reflected
the fact that the outbreak of the war had caused transactions on credit to dwindle
and had increased demand for cash. Against this background, higher money circu-
lation, in the Bank’s view, did not reflect inflationary phenomena. 
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On 9.10.1940, the General Council approved a new agreement to be signed
between the Bank and the Greek State.83 The recitals of the draft agreement recalled
the provisions of the Geneva Protocol and the Statute of the Bank of Greece,
authorising the Bank to grant advances to the Greek State worth up to 400 million
drachmas or up to 800 million drachmas including Treasury bill discounts, and in
any event up to one-tenth of ordinary budget revenue. Taking into account the new
needs of the Greek State and the fact that ordinary budget revenue for 1940-1941
amounted to 12,581 million drachmas, the agreement provided for an increase in the
ceiling on advances to 1 billion drachmas, at an interest rate to be agreed each time
between the parties. As was to be expected in view of international developments,
the country by that time had fully shifted to a war footing, implying higher needs
for public spending and financing. 

In the discussion of the balance sheet of 1940,84 this was vividly described in the
Governor’s words: “The private, the social, the public economy, all economic acti-
vity in general, has turned from a peacetime to a wartime one”. And this implied
not only a reorientation of the country’s production base towards the needs of a
country at war, but also that monetary and foreign exchange aggregates would be af-
fected too. Thus, the increase in money circulation, which from January to October
1940 had been 2,072 million drachmas only, was mainly due to rising international
prices as a result of higher risk premia, and to a lesser extent to widespread hoarding.
However, between late October 1940, when the war started for Greece, and 31
December of that year, circulation had risen by another 3,844 million drachmas, i.e.
33.3% in about two months, solely due to higher, war-related government expendi-
ture. As the Governor explained, in an effort to reassure the public, the cover for
this higher circulation consisted in British wartime credit in foreign exchange,
which the government had put at the Bank’s disposal for the purpose of acquiring
the necessary drachmas. Moreover, such foreign exchange could also be used for
imports from the Sterling Area to cover the needs of production and of the popula-
tion. Nevertheless, for the Governor, the resulting higher circulation did not give rise
to concerns about potential inflationary pressures that could threaten the value of
the drachma, thanks to the adequate foreign exchange cover and the ability of the
State “…to sterilise any amount of drachmas exceeding the needs of transactions, so
as to prevent the effects of higher circulation on … the price index”. 
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On 2.4.1941, the Bank identified85 that money supply was not sufficient to meet
demand for cash balances, which had been increasing on account of the war. Thus,
given also the logistical difficulties in procuring new banknotes from abroad, it was
decided to put the existing, newly delivered stock of 100-drachma notes into circu-
lation as 1,000-drachma notes, by overstamping them with the new denomination.
Accordingly, new 100-drachma banknotes would be procured from within the
country. However, the collapse of the front of the Greek-Italian war and the capitu-
lation of the Epirus Army on 21.4.1941, precipitated by the German attack across
Greece’s Serbo-Bulgarian border on 6.4.1941, effectively signalled also the collapse
of any control over currency in circulation. Indeed, by a decision made on 25.4.1941,
two days before the German troops entered Athens, the General Council approved
the circulation of old-series 50-, 100-, 500- and 1,000-drachma banknotes that were
about to be destructed, in order to cover the needs in money supply.86 This decision
built on the discussions during a previous meeting, on 24.4.1941,87 in which the
Bank’s Directors had identified a banknote demand-supply gap, but also an excess
of 400 million drachmas above the ceiling on permitted temporary advances from
the Bank of Greece to the Greek State, due to the extraordinary circumstances. 

To sum up, the credit and monetary policy of the Bank of Greece up to 26.4.1932
was clearly marked by its adherence to the gold-exchange standard and its
commitment to defend stabilisation. The Bank’s rather unsuccessful handling of the
discount rate, as well as its actions with a view to luring deposits from commercial
banks (prior to the establishment of reserve requirements), were aimed to control
liquidity and assert the Bank’s role, not as ends in themselves, but as tools for
achieving economic stabilisation. On the other hand, the documents referring to
monetary and credit policy, both in that period and after the suspension of stabili-
sation, testify to a strong effort to communicate the disinflationary policy stance of
the Bank of Greece, without compromising its role in supporting the banking system
and the real economy. After April 1932, a shift towards closer cooperation slowly
but steadily appears in the relations between the State and the Bank of Greece,
evident in the efforts to settle the State’s liabilities vis-à-vis the Bank of Greece and
to finance the State. This however was always done with caution, so as to avoid
creating inflationary pressures, at least until shortly before the war.88
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1.4 Banknote cover and foreign exchange policy 

Currency stabilisation was inextricably linked to the very existence of the Bank of
Greece, as can also be seen in the minutes of the General Council meeting of
14.5.1928,89 in which the Governor, in addition to announcing the fixed exchange rate
of the drachma vis-à-vis the pound sterling (375 drachmas per 1 GBP), focused on the
Bank’s cover in relation to its liabilities. Thus, the cover as a ratio of total liabilities stood
at 53.67%, well above the minimum level of 40% prescribed in the Statute, and at 81.51%
as a ratio of banknotes in circulation; both ratios were seen by the General Council as
demonstrating the strength of the Bank of Greece. However, these figures provided no
information about the composition of the Bank’s assets, in particular the considerable
share of “immobilised” assets, i.e. assets sunk up into legacy debt liabilities of the State
to the Bank of Greece taken over from the National Bank.90

Just a few days into its life, the Bank of Greece conducted foreign exchange ope-
rations, mainly involving the conversion of part of its gold bullion holdings into
foreign (British and US) gold-backed Treasury notes that would generate income.
To refute potential criticism, the Governor argued that the Treasury notes acquired
were denominated in currencies on the gold standard and the issuing countries did
not restrict gold exports, suggesting there was no risk to the position of the Bank of
Greece. His arguments are typical of the faith that almost all bankers of the time put
in the stability of the international monetary system, which was based on precious
metals and on the reserve currencies that were convertible into gold or silver. Com-
mitment to this system and trust in its effectiveness can explain the clear statement
of the Governor that, although the cover ratio was well above the statutory mini-
mum of 40%, an increase in banknote circulation, albeit feasible, would “under no
circumstances” be allowed.91

An important milestone in the Bank’s foreign exchange policy was marked by
the withdrawal of the pound from the gold standard on 21.9.1931. In response, a
decision issued by the Bank’s Executive Committee on 23.9.1931 and approved by
the General Council in its meeting of 29.9.1931 pegged the drachma to the US
dollar, at a parity of 77.05 drachmas per dollar.92

Indicative of the prevailing climate and of the Bank’s need to reinforce its gold
reserves was the decision of the General Council of 22.10.1931 to purchase
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gold bullion bars worth one million gold sovereign pounds from the Banque
de France.93

In the General Council meeting of 29.10.1931, the first after his appointment as
Governor on 24.10.1931 and even before he was sworn in, Tsouderos discussed the
level of the cover,94 noting that the gold and foreign currency reserves had dropped
to about 1.8 billion drachmas (regarding the same matter, Tsouderos would also
send an aide-mémoire to the Prime Minister a couple of months later).95 The cover
consisted in: gold; foreign currency convertible into gold; the gold-denominated
government bonds handed over by the National Bank along with the note issue pri-
vilege; and the part of the tripartite loan (3,000,000 pounds) that was used directly
for the repayment of State debts to the Bank of Greece, making a total of $55,037,000
as at 31.12.1928. The cover had subsequently fallen to $31,330,000 as at 15.9.31, i.e.
shortly before the devaluation of the pound, and to $24,592,000 (excluding
$5,500,000 handed over by the National Bank) as at 15 November 1931. This implied
losses of $20,130,000 in a span of 40 months (between 14.5.1928 and 15.9.1931),
followed by further losses of $6,738,000 in just two months (from 15 September to
15 November 1931).96 According to the Governor, the most recent losses were due
both to foreign exchange outflows triggered by the devaluation of the pound and to
the “…automatic depreciation of the pound-denominated component of the cover,
as a result of the devaluation of the pound sterling”. 

Looking at the individual years of the period from 14.5.1928 to 23.11.1931, Tso-
uderos noted that capital outflows had peaked in the years prior to the pound ster-
ling’s devaluation, despite Greece’s favourable interest rate differential, and this was
due to the tax exemption of income from Greek government gold-backed bonds as
well as mistrust in the stability of the Greek economy. For 1929-1930 alone, these
outflows were estimated at no less than $22,000,000. Moreover, foreign exchange
equivalent to $140,298,233 had flowed out throughout this period for meeting
government needs (service of foreign loans, import of supplies, etc.), while foreign
exchange inflows (coming from sources of the government, the Refugee Settlement
Commission, etc.) amounted to only $75,117,353. This left a deficit of $65,180,880,
covered by gains from market operations, interest income and reserves held abroad,
as well as by drawing down the cover. Two key conclusions emerge from the above:
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(a) To a large extent, foreign borrowing represented borrowing of domestic funds,
exported with the sole purpose of being converted into gold-convertible foreign ex-
change and then flowing back into the country in the form of debt financing of the
Greek State. In this sense, many Greek capital holders would lend to the State, using
a method that they perceived to be both profitable (due to the tax exemptions
entailed) and safer (being repayable in currencies convertible into gold). However,
these capital outflows took a toll on central bank reserves, and here the second
conclusion comes into play, namely that (b) the burden of servicing the public debt
in foreign exchange was exceptionally heavy. 

Turning to the evolution of banknotes in circulation and the other liabilities of
the Bank of Greece, the Governor noted that the cover had been on a steady down-
ward path, falling from 53.7% on 14.5.1928 to 45.36% on 15.11.1931. Excluding
from the cover certain amounts temporarily handed over by the National Bank, or
including time deposits in the Bank of Greece’s liabilities, then the cover came to
37.07% or 32.17%, respectively, in both cases below the statutory minimum of 40%. 

According to the Governor, the Bank’s credit policy was constrained by the fact
that half of its total assets was tied up in loans to the State, which were amortised at
a very slow pace. The most liquid among the Bank’s assets were the gold and foreign
exchange components of the cover. Yet, the Bank refrained from an active manage-
ment of such assets, in order to avoid inflationary effects. Therefore, the criticism
voiced by certain banking, merchant and industrial circles was unreasonable. These
circles, “addicted to inflation and the expansion … of credit … beyond the country’s
means, now rant over a stifling shortage of liquidity and have repeatedly attempted
to drag the Bank into an inflationary policy …”. Moreover, Tsouderos criticised com-
mercial banks for having pursued expansionary lending policies in 1928-1931,
thereby neglecting the liquidity of their assets and pushing consumption beyond
the economy’s productive capacity, which resulted in growing deficits on the
balance of payments. The immobilisation of banks’ funds in such assets impaired
their ability to adapt to the new conditions created when the pound abandoned the
gold standard, and the returns on these assets fell. 

The situation after September 1931 was worrying, according to the Governor, be-
cause the country was in need of foreign exchange inflows, and prospects for their
continuation were deteriorating. It was thus imperative to step up efforts to save
foreign exchange. In this respect, the trade balance was projected by the Bank of
Greece to remain in deficit, and capital flows were likely to turn out unfavourably, de-
spite an expected drop in imports due to lower income, higher cost of money and
foreign exchange controls, as Greek exports were set to decline too, as a result of the
international crisis and the devaluation of the pound. Against this background, the
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Bank of Greece, the State and the private sector all had to rise to the circumstances
and repatriate assets held abroad. By this, the Governor probably meant commer-
cial banks in particular, whose foreign exchange holdings would be valuable in
dealing with the global crisis. One month later, new announcements on the cover
ratio followed.97 The cover of banknotes in circulation and other sight liabilities had
fallen below the statutory minimum of 40% by 12.1.1932. The Bank of Greece there-
fore decided to raise the interest rates on its discount facility from 11% to 12%, on its
collateralised lending (Lombard) facility from 12% to 13% and on discounts of farmer
pledge certificates from 10% to 11%. In addition, it notified the government that the
reduction of the cover ratio below the statutory minimum was due to the Bank’s
increased foreign exchange advances to the State for its needs. The Governor also
asked the government to suspend Article 61 of the Statute of the Bank of Greece
(which set the cover ratio at 40%) for a month, as well as to temporarily exempt the
Bank from tax, an option available for similar cases, given its financial condition and
the immobilisation of its assets related to State debt. Over time, the discount rate was
lowered again, to 11% on 20.2.1932,98 to 10% on 8.8.1932,99 to 9% on 17.12.1932,100 to
7.5% on 29.5.1933,101 to 7% on 13.10.1933102 and to 6% on 4.1.1937.103

Ultimately, taking into account the drop in the cover ratio below the 40% threshold,
the government agreed to exempt the Bank of Greece until end-August of the same year
from any amount of tax in excess of interest payable by the State on the advances it had
obtained from the Bank of Greece.104 Indeed, in the recitals of the ministerial decision
issued to this effect and published in the Government Gazette on 19.3.1932, the go-
vernment acknowledged the loss incurred by the Bank of Greece from the devaluation
of the pound and that the shortfall of the cover ratio had not been caused by excess Bank
of Greece credit growth that would have justified levying the tax in question.105
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Moreover, following the consent of the Financial Committee of the League of Nations,
as confirmed by the Governor in a telegram he sent from Paris, the General Council
amended Articles 61 and 62 of the Statute. Specifically, the basis for the calculation of the
cover ratio would exclude the Bank’s sight liabilities in respect of its silver coin holdings
up to an amount of 150 million drachmas but would include —in addition to gold and
foreign currency convertible into gold— gold-backed Greek government bonds up to the
amount of 650 million drachmas.106

The minutes of the General Council make only a brief and neutral reference to
the effective abandonment of the gold-exchange standard by the drachma, under
Law 5422 “Suspension of the obligation of the Bank of Greece to redeem its
banknotes and regulation of foreign exchange purchases and sales”.107 Actually, the
minutes only announce the relevant Law and the names of the banks that would be
authorised to engage in purchases/sales of gold and foreign exchange, without any
comment from the Governor. 

The devaluation of the drachma gave rise to another issue, referring to the allo-
cation of the resulting revaluation gains from the cover,108 i.e. the difference
between its valuation based on the earlier exchange rate of the drachma and its new
exchange rate, respectively. The government claimed these foreign exchange valua-
tion differences, as Law 5422 stipulated that any foreign reserves in excess of the
banknote circulation cover “…shall henceforth be managed on behalf of the State…”.
This can be seen in a letter from Finance Minister Κ. Varvaressos to the Governor
of the Bank of Greece (28.4.1932), also asking from the Bank of Greece a detailed
list of the reserve assets remaining in its hands. The Governor replied that the gold
and foreign exchange holdings of the Bank of Greece were only $2,349,290.46 as at
26.4.1932. This did not include the foreign exchange surrendered by commercial
banks to the central bank (mandatory redeposits of foreign exchange deposits). The
Governor agreed to the government taking the revaluation gains, but argued that
these should be used to pay down government debt to the Bank of Greece and
should be calculated based on the drachma exchange rate prevailing prior to pound
devaluation. Both points were rejected by the government, as can be seen from the
Minister’s letter dated 23.5.1932,109 arguing that the exchange rate to be applied sh-
ould be that prevailing before the entry into force of Law 5422 rather than prior to
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the devaluation of the pound, as the losses suffered by the Bank of Greece from the
devaluation were the Bank’s business and unrelated to the fiat money regime intro-
duced by Law 5422. The government also refused to use these gains towards debt
amortisation, intending to use them instead for grain supplies, by Cabinet decision. 

At the same time, as shown by the minutes of 19.5.1932, the Bank of Greece em-
barked on an effort to replenish its gold reserves by setting up a dedicated service
with the task of purchasing gold objects to be melted and refined into pure gold.110

The Governor referred to foreign exchange policy again in a letter he sent to Prime
Minister Panagis Tsaldaris on 17.12.1932, 111 trying to convince him that the
purchases/sales of foreign exchange on the informal market were justified by an
overriding purpose. In the Governor’s own words, the Bank of Greece “…was
forced to deviate…” from the law and, in an effort to increase its reserves, had
resorted to the informal foreign exchange market, using brokers and offering a rate
slightly above its official exchange rate quotations. This unorthodox strategy, the
Governor pointed out, had enabled the Bank to build up sizeable foreign exchange
reserves, although it entailed a risk of the Bank falling victim to speculation on the part
of brokers and the rumours spread regarding this practice of the Bank of Greece,
which ultimately dampened foreign exchange supply on the informal market. The
fact remained that State control over foreign exchange movements were deemed
necessary to limit foreign exchange demand to lawful uses and to stringently com-
bat speculation. The Bank of Greece recommended tighter foreign exchange
controls and argued that the most effective way to achieve this was through the
banking system. 

On 27.9.1936, the General Council, in agreement with the government, decided
to re-peg the drachma to the pound sterling, setting a fluctuation band of between
540 and 550 drachmas for the buy rate and adjusting the selling rate accordingly,
while the exchange rates of the drachma vis-à-vis other currencies would be
determined by reference to the respective bilateral rates of those currencies versus
the pound sterling.112

In the General Council discussion of the balance sheet of 1936, the Governor
referred to the stricter foreign exchange controls imposed by the Metaxas regime.113

As a result of these measures, which were aimed at cracking down on speculation,
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the foreign exchange deficit had narrowed after August 1936, while the widening of
the trade deficit suggested that foreign exchange restrictions and controls should
remain in place. 

In the discussion of the balance sheet of 1937, the Governor made some new re-
marks on the foreign exchange situation,114 noting that the growing deficit of the
balance of payments had caused gold reserves to shrink in 1935 and 1936. In 1937,
however, the balance of payments had performed more satisfactorily, and the cover
had increased. This increase was even more remarkable considering that it had not
resulted from a lower import bill —which actually rose, reflecting higher import
prices— but rather to stronger foreign exchange inflows. The purchase by the Bank
of Greece of foreign exchange stemming from migrants’ remittances and shipping
receipts were 44,385,393 gold francs in the first ten months of 1937, up from
5,270,000 gold francs one year earlier, suggesting that foreign exchange controls had
worked. One year later, the Governor would announce that the Bank’s reserves in
gold and “free” foreign exchange (other than under the clearing agreements) had
increased by another 2,374,903 gold French francs.115

The foreign exchange situation was disturbed in the following year, which coin-
cided with the outbreak of the war in Europe.116 Thus, although Greece managed
to maintain a net inflow of free foreign exchange of 218,000 pounds sterling, both
inflows and outflows fell relative to 1938. The outbreak of the war definitely
affected the Greek balance of payments, at least in terms of aggregate figures and
their composition.

In its meeting of 13 June 1940, the General Council decided to adjust exchange
rate policy117 in line with the decision of the British government on 9 June 1940 to
suspend the convertibility of the pound. In this context, the Bank’s pound-denomi-
nated reserves could only be used for payments to the UK and/or to countries within
the Sterling Area, implying that the pound was now effectively treated similarly as
the currencies that were subject to clearing agreements. The drachma was pegged to
the US dollar, the only remaining freely exchangeable currency, at a parity of 150
drachmas per dollar. The other currencies, including the pound sterling, would re-
tain their fixed exchange rates versus the drachma, but would exclusively be used as
clearing currencies. Accordingly, a “Payments Agreement” between the Bank of
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Greece and the Bank of England118 stipulated that the sterling reserves held by the Bank
of Greece with the Bank of England, as well as any further amounts to be acquired from
transactions with the sterling area, would be pooled in a dedicated “Special Account”
and would be used for payments within this area. All the other Greek banks could open
similar accounts for their transactions within the sterling area. Respectively, payments
to Greece by sterling area countries —including shipping receipts— would be carried
out only through this “Special Account”, and the balances of this account could not be
used for payments outside the sterling area. Moreover, it was agreed that the value in
gold of the reserves included in the “Special Account” would remain unchanged, even
if the sterling/gold parity were to change in the future, implying that the value of the
sterling reserves would increase commensurately with a potential depreciation of the
pound sterling. However, any accounts held by Greek citizens in the UK were not
protected against depreciation of the sterling, unless they became subject to the
abovementioned “Special Accounts” regime.

Greece’s entry into the war does not seem to have had a negative impact on its
foreign exchange reserves. As pointed out in the discussion of the balance sheet of
1940,119 despite the higher import needs and costs as a result of higher freight rates
and insurance premia, the country’s foreign exchange reserves had actually increa-
sed, even without taking British war credit into account. 

The chapter in the Bank’s foreign exchange policy that had opened with its in-
ception in 1928 would effectively close in April 1941, when the Bank undertook to
rescue the gold reserve and transport it abroad, out of the reach of the occupation
forces. Governor G. Mantzavinos, in his Report on the balance sheets of the years
1941, 1944, 1945 and 1946,120 mentioned that the gold reserve (610,796.431 ounces)
was first transported to Heraklion, Crete. Then, on board HMS Dido it was brought
to Alexandria, Egypt, then via an English cargo ship to Durban, South Africa, to
end up in Pretoria by railway. The Administration of the Bank of Greece itself
accompanied the gold reserve all along its journey to South Africa, staying for two
months in Johannesburg and then Cape Town, before finally moving to London,
where the Bank’s headquarters were relocated on 22.9.1941. 

The policy of the Bank of Greece that best reflects the three periods mentioned
in the introduction to this chapter was its foreign exchange policy. And, of course,
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the history of its foreign exchange policy is the history of the cover. The rapid de-
pletion of the cover marks a watershed between two subperiods, before and after
the devaluation of the pound. In effect, the fall in the cover below the statutory mi-
nimum of 40% already since January 1932 foreshadowed the drachma’s subsequent
abandonment of the gold-exchange standard and its devaluation. However, it is im-
portant to note that the new conditions did not affect the Bank of Greece’s firm com-
mitment to a balanced and internationally oriented foreign exchange policy, as can
be seen in its efforts to replenish the gold reserves it had lost, coupled with the use
of foreign exchange controls to maintain adequate foreign exchange reserves, as well
as in the re-pegging of the drachma to the pound in 1936 and for as long as the lat-
ter remained a freely exchangeable currency, i.e. until 1940. Meanwhile, although in-
flation showed fluctuations, prices on average fell over the three-year period
1930-1933 and remained at relatively low levels compared to the 1920s. One could
therefore conclude that the policy of the Bank of Greece had a favourable effect on
the level of prices, considering the circumstances of the economy in that period. 

1.5 The international relations of the Bank of Greece: League of Nations and Bank
for International Settlements 

From its inception to the outbreak of World War II, the Bank of Greece main-
tained a close link to the Financial Committee of the League of Nations through the
presence and involvement in its operations of a foreign expert, Horace C. F. Finlay-
son, up to 1937. The relevant agreement between Governor Alexandros Diomidis
and Finlayson, Adviser to the Bank, was signed on 14.5.1928 and submitted to the
General Council of 26.5.1928 for approval, accompanied by the correspondence
between the two men.121 As envisaged in this documentation, Finlayson served as a
liaison between the Financial Committee of the League of Nations and the Admi-
nistration of the Bank of Greece. The agreement provided for close cooperation
between Finlayson and the Bank’s Governor and Deputy Governor and required
the personnel to provide any assistance necessary for the fulfilment of his tasks. Fin-
layson was authorised to attend the meetings of the General Council in his capacity
as Adviser of the Bank of Greece on behalf of the Financial Committee of the Lea-
gue of Nations. Finally, based on the terms set out in a letter from Tsouderos to the
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Financial Committee dated 15 June 1927, Finlayson was expected to accompany the
Bank’s delegates in their visits to Geneva for discussions with the Financial Com-
mittee. Apparently, the only commitment undertaken by the appointed foreign Ad-
viser, according to a “Statement” he signed, was to perform his duties in the best
interests of the Bank of Greece and to observe confidentiality with respect to the
Bank’s dealings with its customers. However, as these duties were not clearly defined,
the exact scope of Finlayson’s work as technical adviser remained vague. His com-
pensation was determined by the budget for 1928122 at 613,500 drachmas annually,
compared with 487,500 drachmas for the Governor and Deputy Governor combi-
ned. This was only partly reversed in the following years. In 1931, Finlayson’s salary
was set at 937,500 drachmas, compared with 1,579,920 drachmas for the Governor
and Deputy Governor combined.123 However, by a decision made on 4.12.1931,
i.e. after the outbreak of the banking crisis, the General Council refused to pay Fin-
layson’s salary in gold sovereigns or dollars instead of pounds sterling, as had been
agreed before the devaluation of the pound, invoking the Bank’s losses as a result of
such devaluation, although at the same time it recognised the fruitful cooperation
between the Bank and the Adviser.124 It should be noted that this was a time when
the Bank of Greece was making efforts to cut costs, including the representation
costs of the Managers and Deputy Managers of its branches, and even introduced a
cash reward for any employee who submitted a practicable proposal for improving
the cost efficiency of operations.125 In 1932, the foreign Adviser’s salary was lower
than in the previous year, i.e. 750,000 drachmas, while the sum of the salaries of the
Governor and Deputy Governor remained unchanged at 1,579,920 drachmas.126

The presence of a foreign expert also established a more permanent contact
between the Bank and the international community, as can be seen in the Bank’s
proposal to the Financial Committee of the League of Nations to extend Finlayson’s
term of office, ending in May 1931, for another two years.127 His term of office was
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renewed on 08.3.1933 for another year, until 14.5.1934,128 with the possibility of an
early unilateral termination on his part, should he be offered a more advantageous
position elsewhere.129 New extensions for one year each, ending on 14.5.1935,
14.5.1936 and 14.5.1937, respectively, were approved by the General Council deci-
sions of 17.4.1934,130 29.3.1935131 and 18.5.1936.132 It is characteristic that the Adviser’s
monthly earnings on these last occasions of successive annual extensions remained
unchanged at 2,500 pounds, plus 6,000 drachmas per month as travel allowance. Still,
it is interesting that on 12.8.1936 the Governor needed to argue for an extension
of Finlayson’s term of office, stressing that this was the “…opinion and wish of the
Government, expressed orally…”. The Government’s consent was confirmed in
writing, by a document dated 25 June 1936 and signed by Finance Minister
G. Mantzavinos.133

As can be deduced,134 the newly established Metaxas regime was eager to tighten
the government’s grip on the central bank, in order to better control the state appa-
ratus. It therefore proposed or rather imposed the establishment of the position of
a second Deputy Governor, entrusted to G. Mantzavinos. The overall feeling was
that the Bank of Greece’s relationship with the Financial Committee of the League
of Nations increasingly weakened as the international crisis deepened. In May of
the following year (1937), Finlayson’s term of office ended for good.135

It should be noted that the close links of the Financial Committee with the Greek
economy had started as early as 1923, when the League of Nations received Greece’s
request for assistance in rehabilitating the refugees. Since then, the minutes of the
Financial Committee of the League of Nations constantly referred to the refugees in
Greece and the progress made in addressing their problems (see League of Nations:
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21.6.1923, 2.9.1925, 3.12.1925, 10.6.1926, 2.12.1926, 9.12.1926 and 2.3.1927). On
8.6.1927, reference was made for the first time to the need for a comprehensive
solution to the problem of the Greek budget (in view of Greece’s high indebtedness)
and to the need to stabilise the currency. A letter from Kafantaris followed (as
mentioned earlier), and by 1.9.1927 the lending scheme had already been drawn
up, along with the agreements to be signed between the Greek government and
the League of Nations and between the Greek government and the National Bank.
This was the background of the close relationship of the Bank of Greece with
the Financial Committee and the role the former assumed after 1928 as an
interlocutor of the international community in the consultations and contacts
with Greece. 

In this context, the Financial Committee continued to closely monitor the
financial position of the Bank of Greece (see League of Nations, 30.5.1928, 30.8.1929,
20.1.1930, 8.5.1930, 4.9.1930, 15.1.1931 (noting that the financial statement of the
Bank of Greece was satisfactory), 14.9.1931 (when the Financial Committee decided
to set up a group of experts to study the phenomenon of depression and 28.1.1931
(noting the Bank’s request for an on-site enquiry into the country’s financial situation
by the League of Nations, p. 6). 

On 3.3.1932, the Financial Committee, unable to satisfy Greece’s request for a
new loan, agreed to a twelve-month suspension of payments on the country’s
public debt to international organisations such as the League of Nations and the
International Financial Commission (IFC), in order to facilitate Greece’s recovery.
Greece would in exchange commit to honour its other contractual obligations (pp.
14-15). When the Financial Committee met again on 27.7.1932, it criticised
Greece’s unilateral actions and noted the protests of bondholders voiced by the
British delegate, adding that it regarded Greek actions as “gravely prejudicial to
Greece’s credit” (p. 3). 

The cooling of relationships between Greece and the League of Nations, as the
tap turned off on international loans to sustain convertibility in Greece, did not put
an end to the bilateral dialogue. On 9.1.1933, the Financial Committee expressed its
“gravest apprehensions” regarding the financial and monetary situation in Greece
(p. 7). On 24.4.1933, the People’s Party asked for a new on-site enquiry into the
Greek economy, which was swiftly completed and recorded in the minutes of the
League of Nations on 6.6.1933. The resulting report, in more than 48 pages, rather
long by the Financial Committee’s standards, exhaustively examined all the aggre-
gates of the economy, with detailed statistical tables, and recommended: (a) greater
reliance of the government on domestic savings rather than on foreign loans;
(b) cuts in public spending; (c) a balancing of the budget; and (d) prudent completion
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of public works, to be exclusively financed by tax revenues. These recommendations,
in other words, reiterated past disinflationary prescriptions, which were now even
harder to implement in the prevailing conditions. On 18.9.1933, the Financial
Committee turned its focus on a resumption of payments to bondholders, and on
7.5.1934 it noted an improvement in the financial situation of Greece. 

The close links of the Bank of Greece with the League of Nations are also
evidenced by the travels of its senior officials, as recorded in the minutes of the
General Council. Starting from 1929, the Governor regularly visited the headquarters
of the League of Nations for exchanges of views and information.136 On 5.12.1931, the
new Governor, Εmmanuel Tsouderos, embarked on a tour of the major financial
centres of the time, namely London, Paris and Basel (location of the Bank for
International Settlements), for a series of contacts with other central bankers and
leading economists to discuss the turbulent international economic situation.137

In turn, in January 1932 the Bank of Greece welcomed Sir Otto Niemeyer, a de-
legate of the Financial Committee who came to study the impact of the economic
crisis on Greece and recommend actions to address it.138 The conclusions of his re-
port were discussed extensively by the General Council.139 As mentioned earlier, the
Financial Committee agreed to a suspension of payments on government debt to the
Bank of Greece and the National Bank for one year, on condition that part of the
debt would be repaid from the State’s participation in the profits of the Bank of
Greece and that the Statute of the Bank of Greece would be amended, including an
increase in the proportion of the cover. However, the Financial Committee also
recalled the importance of the Geneva Protocol of 1927 with regard to maintaining
the Bank of Greece as a separate central bank. This was meant as an answer to
those economic and political circles in Greece which favoured a merger between
the Bank of Greece and the National Bank. Such a move, continued the Financial
Committee’s report, would not only infringe the Protocol, but would also hold back
the Greek banking system, which needed an impartial and reputable central bank.
The report included two very important points concerning the Bank of Greece. First,
it recommended that the Greek authorities should not change the status of the Bank
of Greece as laid down in the Geneva Protocol and its Statute. Second, it commended
the Bank’s policy regarding foreign exchange and banknote circulation, given that,
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despite the reduction of the discount rate, no excess money supply had emerged,
therefore the internal value of the drachma and the stability of the exchange rate
had been preserved. Both these points are important weapons against the criti-
cism that the Bank of Greece was facing in the country, as much for its policy as
for the very reason of its existence, especially during the time of the suspension of
stabilisation efforts. 

The issue of the Bank’s continued existence as a separate issuing institution or
merger with the National Bank was discussed again by the General Council on ac-
count of a letter from the Bank for International Settlements (BIS), dated
12.12.1932.140 Having heard of a statement by Dimitrios Maximos at the Hellenic
Parliament, as reproduced in the European press, in favour of a merger between the
two banks, the BIS requested the Bank of Greece to confirm these rumours, sugge-
sting that such a move would challenge the new institution’s status as a central bank,
hence its eligibility as a BIS shareholder, or even partner. In his response, the Go-
vernor stated that the government was indeed contemplating the merger of certain
commercial banks and a closer cooperation between the Bank of Greece and the
National Bank, but without questioning the autonomy of the issuing institution, al-
though no final decision had been made thus far. 

On 31.5.1933, Governor Tsouderos travelled to London to attend the Interna-
tional Economic Conference and negotiate the country’s external debt.141 Upon his
return, the Governor briefed the other General Council members on the outcome
of his visit.142 Also, on 24.2.1934 the General Council was informed of a decision
by the Executive Board of 20.2.1934 regarding a planned visit of Ε. Tsouderos to
Switzerland, England and France for talks with the BIS, the Bank of England and the
Banque de France on monetary and other matters.143 Travels abroad continued: the
Bank of Greece was represented at the Annual General Meeting of the BIS on
14.5.1934 by technical adviser H.C.F. Finlayson and economic expert G. Charitakis;
this followed Finlayson’s visit to Geneva, to represent the Bank of Greece at the
Financial Committee meeting.144 In addition, the General Council approved on
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23.10.1934 a travel of the Governor to Basel in order to participate in the meeting of
the Annual General Meeting of the BIS.145 A little later, on 1.12.1934, the General
Council was briefed by the Governor of the outcome of his travel to Vienna, Basel and
Paris. In Basel in particular, Tsouderos had met with the central bank governors of
the UK, France, Germany, Italy, Belgium and the Netherlands, and the President
of the BIS. The view prevailing in Europe at the time was that the crisis would con-
tinue for another two to three years. Central bankers did not expect that the US
would devalue the dollar further, but there were risks to the economic outlook and
the US dollar, associated with a surge in unemployment, credit inflation and politi-
cal developments. On the positive side, however, the countries on the gold standard
appeared well-anchored to that regime, implying that the monetary situation was
likely to remain stable, save in case of political upsets. 

Another aspect of the Bank’s international bonds emerges from its positive re-
sponse to a letter dated 17.5.1930 from the President of the newly-established BIS,
inviting the Bank of Greece to participate in the BIS’s capital.146 The invitation is
evidence of the repute that the Bank of Greece enjoyed abroad. Indeed, as stated in
the BIS letter, eligible to participate in its capital were only central banks interested
in the settlement of the debts and reparations from the Great War, or having a cur-
rency of satisfactory value based on the principles of the gold standard or the gold-
exchange standard. Therefore, both the Greek economy, which followed the
gold-exchange standard, and the Bank of Greece, which supported it with its po-
licy, were in line with the accepted principles of the time, which, it should be recal-
led, was the period after the 1929 New York Stock Exchange crash but before the
devaluation of the pound and the banking crisis of 1931. 

With the incipient signs of the banking crisis in Europe, the Bank of Greece stood
ready to assist foreign central banks in distress. Thus, in the General Council
meeting of 22.6.1931 it was decided to join other central banks and the BIS in pro-
viding financial support to the Oesterreichische Nationalbank (National Bank
of Austria).147 In fact, the Bank’s willingness to contribute to a second loan to that
central bank indicated not only its wish to take part in an effort spearheaded by the
BIS, but also the confidence of its Administration in the soundness of monetary ma-
nagement in Greece, as well as to its optimism that the country and its banking
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system were able to overcome the crisis, which seemed to increasingly spread
across Europe. 

It is indicative that on 12.1.1932, the same day when the dramatic announce-
ments about the fall of the cover ratio below the statutory minimum took place, the
Governor had to propose to the General Council the renewal of the credit lines
granted to the central banks of Austria and Hungary.148 It seems that the Bank
of Greece was initially reluctant to agree on this renewal, due also to the circum-
stances it faced on the domestic front, but finally agreed after repeated pressures by
the BIS and after the latter refused to mediate for the full repayment of the loans by
the two borrower central banks. On the part of the Bank of Greece, this was an act
of international banking solidarity, which raised its international profile. 

In addition, on 16 November 1933, the General Council endorsed a decision of
the Executive Board of 6 November 1933 to freeze for three years, until 18.10.1936,
the repayment of credit in gold dollars extended by the Bank of Greece to the
National Bank of Hungary, on the grounds that repayment was impossible, due to
the adverse economic conditions in Hungary.149 The debt of the National Bank of
Hungary was finally settled in August 1940.150 This bank had already paid 5% of its
debt in three instalments between 1937 and 1939, and before paying the instalment
for 1940, asked for a new settlement, proposing, among other things the conversion
of the outstanding amount from gold dollars into Federal Reserve note fiat currency
and repayment by end-1940. This proposal was accepted by the Bank of Greece. 

Right from the start, the policy of the Bank of Greece had a strong international
dimension. This is confirmed not only by its close relationship with the Financial
Committee of the League of Nations during the first years of its life, but also by its
eagerness to be part of international banking and economic developments through
numerous initiatives, such as its participation in the capital and interventions of the
BIS, support to foreign central banks and the frequent visits of its senior officials to
international economic centres for face-to-face contacts and to gain first-hand
knowledge of the changing international environment. In addition, among the
benefits of the Bank’s international relations, one should certainly include the
support that the Bank consistently received from international organisations when-
ever its role or its autonomous existence as a central bank in Greece were challenged.
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In the long run, such support may have been the most important positive consequence
of the Bank’s international activity.

1.6 The Bank of Greece and the clearing agreements 

The 1930s ushered in a new chapter of economic policymaking, i.e. protectio-
nism. After the United States put up tariff walls, all countries followed suit. In an en-
vironment of foreign exchange controls, any means to facilitate trade was welcome.
This is how bilateral clearing agreements emerged. Given that they ultimately in-
volved the transfer of foreign exchange, the Bank of Greece undertook to oversee the
process on the Greek side. 

A characteristic clearing agreement was concluded with the government and the
central bank of Yugoslavia. Under this agreement, for 35% of the value of imported
Yugoslav products, the price would be paid in drachmas to the Bank of Greece. The
Bank would in turn issue to the Yugoslav exporter transferable bonds payable on
demand (bons de caisse), which would be exclusively used to pay for the value
of Greek exports to Yugoslavia.151 The same General Council minutes stated that
the Governor informed the General Council that similar clearing agreements had
also been signed by other countries, such as Austria, France, Germany, Sweden
and Czechoslovakia. 

In September 1933, the General Council approved the payment of a monthly sa-
lary to the trade attaché at the Embassy of Greece in Belgrade, on the grounds that
he would undertake not only to promote Greek exports to Yugoslavia, but also to
monitor the clearing trade with that country.152 Moreover, on 17.4.1934 it approved
the travel expenses of two Bank of Greece officials, Director Giannakopoulos and
Head of Section Dimopoulos, who would go to Bucharest and Berlin, respectively, in
order to negotiate matters relating to the Greek-Romanian and the Greek-German
clearing agreements.153 An announcement on 30 June 1934 informed of the positive
outcomes of the trip of Deputy Governor Varvaressos to Germany in relation to the
Greek-German clearing agreement.154 Specifically, the Bank of Greece had obtained
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the consent of the Reichsbank for the conversion of 4 million Reichmarks into
drachmas, at a parity of 40 drachmas per RM, while negotiations were also underway
for the allocation of 5 million marks to offset debts of the Greek Telephone Company
and of 900 thousand marks for the procurement of railway rolling stock. The
importance of the Greek-German clearing is also testified by the Deputy Governor’s
new trip to Germany on 29.3.1935.155 The outcome of this visit156 was encouraging as
regards both the implementation of the previous agreement concerning the transfer
of 4 million marks into a guaranteed account in drachmas, as well as the lifting of
various impediments that made the import of some Greek products in Germany
particularly difficult, hampering the operation of the clearing agreement. In the
context of the Greek-German clearing agreement, the Railways of the Greek State were
financed with an amount of up to 150 million drachmas, at a rate of 4%, for the
supply of equipment and materials from Germany.157

The Greek-German clearing agreement drew attention once again in February
1936.158 By then, clearing trade with Germany had left a net balance of 32 million
marks in favour of Greece. However, as the Bank of Greece paid to Greek exporters
the value of their commodities in drachmas, it had a claim on this amount of marks.
And this balance kept growing and could not possibly be offset against the value of
imports from Germany. On the other hand, the practice followed by the Bank of
Greece, consisting in “[…] the unconditional purchase of the marks representing the
value of the products exported to Germany”, which had led to an “[…] excessive
[…] increase […] of the credit balance on its mark account, exceeding RM
32,000,000 already – and the fact that this account mirrored the drachmas issued by
the Bank of Greece to pay out the exporters” imposed on the Bank of Greece “[…]
the obligation to also formally hedge this account…”. Apparently, by paying drachmas
to the exporters without having the corresponding marks in its vaults (which were
blocked at the Reichsbank), the Bank of Greece effectively granted interest-free
credit to exporters, without any guarantee that its clearing claims would be satisfied.
Instead, the common international practice would involve extending credit to
exporters in the relevant foreign currency (in this case, marks), to be settled in the
domestic currency (in this case, drachmas) after equal imports of German products. 
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As a way out of this impasse, the Bank of Greece proposed a set of actions: (a) the
State would purchase the amount of marks in question (up to 15 million), which
would be settled against imports of military supplies from Germany; (b) from then
on, the Bank of Greece would be authorised to purchase on behalf of the central
government the marks corresponding to the value of the products exported to Ger-
many beyond the existing balance of 32 million marks; and (c) the amount of marks
remaining after subtraction of the 15 million would be settled through imports from
Germany. The minutes of the Supreme Command of Economic Defence, on
22.2.1936, reported suspicions that Germany’s mass imports of Greek products were
intended for resale to Italy, while the rising prices of Greek products made them
unattractive to other countries which had to pay for them in free foreign exchange.
This implied that Germany had practically a monopsony on Greek exports, hence
the high credit balance of the Bank of Greece with the Reichsbank. As the govern-
ment failed to arrive at any decision on the proposals, the Bank of Greece decided
to stop purchasing marks and took the following steps: (a) it would no longer pay
to the exporters the value of their commodities in drachmas, but would instead
credit them with the respective value in marks; (b) against this amount, which would
serve as collateral, it would grant them an interest-free loan in drachmas for up to
60% of the invoice in marks. By so doing, the Bank of Greece believed that it had
done its part and it was now the turn of the State to settle the matter that had arisen. 

Indeed, the minutes of 3.3.1936159 refer to an announcement by the Deputy
Governor, according to which, after the Bank took these steps, the council of poli-
tical leaders had convened to discuss the German clearing situation. This council re-
cognised the difficult position in which the Bank had been put and the fact that it
took all the risk, but decided to suspend the recent steps of the Bank of Greece and
reinstate the previous system (advance in drachmas to the exporters for the value of
their exports to Germany). However, it also specified that the marks would be pur-
chased on behalf and at the risk of the State rather than of the Bank of Greece. Also,
the State would purchase 22 million marks out of the Bank’s credit balance in Ger-
many for the procurement of military equipment. To this end, the State would ob-
tain a 15-year loan from the Bank of Greece, at an interest rate of 3% per annum. 

The negotiations regarding the German clearing were probably the context for
a visit from Reichsbank Governor H. Schacht to Athens between 13-17 June 1936,
requesting a meeting with the Bank’s Administration.160 In turn, the minutes of 26
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June 1936 mention an upcoming visit of a delegation of Greek government officials
to Germany to discuss the procurement of military equipment and supplies.161 The
delegation was accompanied by the Head of the Foreign Exchange Control Section,
Dimopoulos, who would expect Deputy Governor Varvaressos to join him in Ger-
many for talks on the clearing. In this connection, on 23.12.1936 Governor Tsou-
deros informed the General Council of the outcome of his tour in Europe.162

Regarding the talks he had had in London, Paris and Basel, his conclusion was that
monetary instability would persist for long. However, the point of focus —judging
from the greater detail in the minutes— was the matter of the prolongation of the
trip as negotiations in Germany on a loan to the Greek State for completing its ar-
mament programme took 20 full days. The loan, amounting to 30 million marks,
was finally granted by the Golddiskontbank in the form of discounts on Greek
Treasury bills, with which Greece would pay the German suppliers. The agreement
was deemed to be advantageous from the Bank’s perspective, not least because the
servicing cost of these state procurements would not encumber the Bank of Greece
and its monetary policy. Visits to Germany in connection to the clearing agreement
between the two countries continued in the next few years, as seen from references
in the General Council minutes to a travel by Head of Section Dimopoulos in May
1938163 and Deputy Governor Varvaressos in the summer of the same year.164

This attachment of Greece to the interests of the Axis did not go unnoticed by
Great Britain. The Governor visited London in the summer of 1938, where he was
surprised by the cordial reception of the local political and economic circles. His
impression from the contacts he had there was that “…it will not be long before Bri-
tish trade policy shifts in favour of Greece”.165 To understand his enthusiasm at the
news, one should consider Greece’s effort to diversify its external trade, as well as
the promise carried by the possibility of closer trade relations with Great Britain,
which was the home country of the foreign holders of Greek government bonds. Go-
vernor Varvaressos returned satisfied from another trip to London in early 1940.166
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Negotiations had been “…conducted in a most friendly atmosphere and a spirit of
mutual understanding, and he [the Governor] thinks that the achieved public debt
settlement is a very happy development”. 

The importance of Germany as Greece’s trading partner is also confirmed by the
General Council minutes of 12.11.1937, mentioning that the Governor proposed
that the Bank pay a monthly remuneration to the trade attaché at the Greek Embassy
in Berlin,167 on the grounds of the special significance of Germany for the Greek
economy, given the size of trade between the two countries, and of the importance
attached by the Bank of Greece to monitoring the Greek-German clearing. 

In December 1936, the Bank of Greece hosted the central bank governors of the
Balkan Pact countries,168 who met up in Athens to jointly review the international
economic and monetary situation and discuss matters regarding their coopera-
tion.169 In this context, on 22.11.1937170 the Governor went to Ankara for the second
meeting of Balkan Pact governors. 

The problems associated with the clearing agreements were highlighted in the
discussion of 23.6.1937, concerning the Greek-French clearing trade.171 This was
based on the principle that payment to French exporters would be subject to an in-
flow of an equal amount of foreign exchange to Greece as a result of Greek exports
to France. But as Greece’s trade balance with France was deeply in the red, the above
principle was holding back imports from France. Thus, some Greek banks, in order
to better serve their customers, paid in advance French exporters in francs, expect-
ing to recover the relevant amounts in the future through the clearing process. But
the persistent trade deficit was a drag on Greek importers, who, although they had
paid for their imports in drachmas, were charged with interest and commission fees
for the francs already paid by their bank. To relieve importers from such costs, the
Bank of Greece proposed to pay to the banks interest-free the drachma equivalent
of the francs they had paid, so that banks would keep the amount of francs to arise
from the clearing process and refund the drachmas to the Bank of Greece. 
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A similar problem, but in the opposite direction, was mentioned in the minutes
of 18.4.1938 with respect to the Greek-Italian clearing.172 In more detail, as the trade
with Italy showed a positive balance of 18 million Italian liras in favour of Greece,
payment to Greek exporters was delayed until the creation of an equivalent debit
balance through imports from Italy. Thus, the General Council approved a proposal
according to which the Bank of Greece would pay in advance to the exporters 60% of
their receivables, charging a rate 1% higher than the discount rate, in exchange taking
over their total claim in Italian liras. 

Clearing agreements were a major chapter in the international and foreign ex-
change policy of the Bank of Greece after the suspension of the stabilisation effort.
Apart from the distortions they caused in pricing and the distribution of trade across
countries, what is particularly interesting is how the Bank of Greece managed to
strike a balance between having foreign exchange holdings tied up abroad and
paying domestic exporters, as in the case of the Greek-German clearing, or between
advance foreign exchange payments to foreign exporters in anticipation of a clearing
of the remainder from the positive balance of Greek exports, as in the case of the
Greek-French clearing. The way the Bank handled these matters reveals its flexibi-
lity in responding to the challenges posed by the prevailing regime of trade arran-
gements of the era, a flexibility that the Bank had to accept in order to facilitate
domestic business activity and Greek exporters and importers. This handling also
helped Greece to prepare for the imminent war, securing resources for the Greek
State that otherwise would simply not have existed. 

1.7 Financial stability in practice 

As part of its efforts to modernise the Greek financial system, the Bank of Greece
also decided to set up a Clearing Office.173 The agreement establishing the Athens
Clearing Office was signed on 5.12.1928 between the Bank of Greece and the six
larger Greek banks of the time: the National Bank, the Bank of Athens, the Ionian Bank,
the Popular Bank, the Commercial Bank, and the Banque d’Orient. The Clearing Office
would be seen as a crucial institution that would reduce cash transfers in interbank
transactions. This, along with the fact that the Bank, as manager of the Athens
Clearing Office, operated the accounts held by the clearing banks, suggests that
the importance of the Clearing Office was much greater and associated both
with the goal of controlling bank liquidity and consolidating the Bank’s position
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within the Greek banking system and with the role the Bank intended to play
in currency stabilisation. 

The interventions of the Bank of Greece aimed at ensuring the smooth
functioning of the banking system included its participation in the liquidation of
failed banks. Even before the economic crisis of 1929 or the banking crisis of 1931,
the Bank of Greece took part in initiatives such as the Syndicat de Garantie that
undertook to liquidate the Bank of Thessaly.174 The reason behind the Bank of
Greece’s involvement, as mentioned in the relevant General Council minutes, was
that in its capacity as the country’s issuing institution the Bank could not remain
outside a government initiative aimed at restoring confidence in the country’s bank-
ing system, even more so when it saw itself as regulator of this system. However,
indicative of the banking reality in 1929 and of the Bank’s minor role in develop-
ments at the time was the fact that it participated with a share of 10%, equal to that
of the Bank of Athens, but clearly lower than the National Bank’s share of 20%. 

Furthermore, the Bank of Greece took initiatives in connection with the valua-
tion of assets and the mergers between banking institutions, such as that of the Bank
of Industry with the Bank of Laconia and the Bank of Greek Commercial Credit
shortly before the New York Stock Exchange crash.175 In this context, the Bank of
Greece stepped in, jointly with the National Bank, to prop up the Bank of Industry,
which was facing liquidity problems. The Bank of Greece had assessed the asset
portfolio of the Bank of Industry as healthy overall, although its was burdened by
troubled assets. Still, it saw it as its duty to support that bank amid the prevailing
unstable market conditions, given the broader repercussions of a potential bank
failure. The importance attached by the Bank of Greece to rescuing the Bank of
Industry is evidenced by the fact that the General Council was called to approve a
loan to that bank that exceeded one-tenth of the paid-up capital of the Bank
of Greece.176

On 31.1.1932, the Kosmadopoulos Bank formally declared inability to meet its
obligations to depositors, and thus the Ministry of National Economy requested
the Bank of Greece to undertake, jointly with the National Bank, its liquidation.177

The Kosmadopoulos Bank attributed its default to mass deposit withdrawals in
early 1932 and the illiquidity of a considerable part of its assets. The same minutes
report that the Bank of Trikala, as well, declared inability to meet its obligations.
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In addition, the failure of the Kosmadopoulos Bank worsened the overall economic
situation in the cities of Volos and Larissa, as the General Council revoked a pre-
vious decision to raise the credit extended to the Ι. Cholevas & G. Markaras Sons
Bank from 300,000 to 4,000,000 drachmas.178 Ultimately, following a new refusal
by the Bank of Greece to grant the requested loan, the Cholevas & Markaras
private bank was placed in liquidation, which the Bank’s Agency in Larissa was
tasked to conduct.179

On 24.5.1932, yet another bank, the Central Bank of Greece, announced its
inability to repay depositors.180 This bank had for long been facing serious problems,
due to mass deposit withdrawals. Despite the efforts of the Bank of Greece to sup-
port the Central Bank of Greece in meeting its short-term liabilities, in the end the
bank formally declared a suspension of payments. Once again, the liquidation of
this bank was entrusted to the Bank of Greece. 

On 17.6.1932, the General Council approved two new loans to banks: one for
150,000,000 drachmas to the Agricultural Bank against collateral of assets from its
farmer portfolio, amounting to at least 200 million drachmas,181 and one for 20
million drachmas (topped by 5 million drachmas from the National Bank) to the un-
der liquidation Kosmadopoulos Bank, against collateral of the bank’s total assets.182

On the other hand, in August 1932 the Bank of Greece refused to reduce the in-
terest rate on a loan granted to the Postal Saving Offices, on the grounds that they
engaged in banking operations and should therefore be treated like any other bank.183

The situation of the banking system and the Bank’s role in it can be best under-
stood by looking at the decision made by the General Council on 11.9.35 to increase
credit to banks.184 The relevant General Council discussion started with the
announcement by the Deputy Governor that banks’ deposits with the Bank of
Greece had declined from 1,767 million drachmas on 7.1.1935 to 160 million, indi-
cating reduced bank liquidity, which impaired their lending capacity and caused
them to charge higher lending rates. The banks themselves, including the National
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Bank, had turned to the Bank of Greece for support, and the National Bank, in par-
ticular, had asked for an urgent injection of 275 million drachmas, which was ap-
proved by the Executive Board as the matter could not wait for the General Council
to convene.185 The Deputy Governor expressed the view that the discount rate, which
stood at 7%, should be lowered, especially for banks. However, this was not per-
mitted by the Statute, so he suggested instead that in the future, provided that the
circumstances allowed, the hitherto non-interest-bearing deposits of banks should
be remunerated at a rate of 1% until an amount equal to 1% of credit extended to
banks was reached. 

A similar issue regarding credit to commercial banks is mentioned in the minu-
tes of 31 August 1939.186 The Governor invited bank representatives to jointly ad-
dress the crisis,187 as there had been instances of refusal by banks to lend to their
customers, which gave rise to insecurity and triggered deposit withdrawals. He as-
sured bank managements that neither the Bank of Greece nor the government ap-
proved of any sort of restriction to the repayment of deposits and that, if necessary,
the Bank of Greece could strengthen banks’ liquidity. Indeed,188 the banks facing
mass deposit withdrawals drew down their deposits with the Bank of Greece and
made use of rediscount or credit line facilities. Such phenomena emerged on 24 Au-
gust 1939 and lasted until the end of September 1939, when deposits returned to
banks and liquidity was restored. 

Interesting insights into the economic climate of the era are provided by the parts
of the minutes referring to settlement of debts of the Bank’s customers. In the case
of tobacco merchants Papadatos Bros, half of their debt would be recovered through
the sale of the tobacco products they had pledged as collateral and the other half
would be repaid in ten biannual interest-free instalments.189 Another case was that
of the Greek Enamelware Industrial Company SA, where the Bank of Greece deci-
ded to accept avalised promissory notes of the company and waive the interest ac-
crued on a part of the debt.190 The minutes of 1.11.1932 mention a new debt
settlement with respect to Diamantopoulos & Co. SA, through discount of bills of
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exchange against collateral of the company’s claims on the Municipality of Thessa-
loniki.191 The minutes of 6.2.1935 refer to a settlement of interest owed by the cot-
ton wholesaler A. Andritsakis.192 The General Council, accepting the borrower’s
request, applied a single interest rate of 7% on all debts, given that the current
discount rate ranged between 12% and 7%. On 24.2.1937, the General Council
granted another request by the Agricultural Providence Cooperative of Aspropyrgos
to reduce the default interest on loans dating back to the years 1928 and 1929,193 rea-
soning its decision to do so by the fact that this was a long overdue agricultural debt
that could be fully recovered only by harsh measures − which the Bank of Greece
obviously did not want to take, given the nature of the debtor entity. 

To sum up, from the first years of its operation, the Bank of Greece introduced
significant institutional innovations in the Greek banking system, such as the Clear-
ing Office, and above all, unfailingly took steps to support banks and the system as
a whole. This became vital especially from 1935 onwards, when commercial banks
came to acknowledge this role of the Bank of Greece and increasingly resorted to it
for funding. This consolidated the Bank’s presence in the Greek banking system and
provided tangible proof of its necessity and the important role of central banks in
financial stability. 
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2THE OCCUPATION PERIOD,
1941-1944 

2.1 Economic developments

The period of Axis Occupation was devastating for the Greek economy and its
currency. The economic improvements achieved after the default of 1932 were
wiped out, giving way to chaos and absolute disorder on the eve of the country’s
liberation (Mazower, 1994). Against this background, to describe the situation in
the country’s economy during the war, we cannot even talk of macroeconomic
developments, but rather of a road to the abyss. 

Starting with demographics, the population, from around 7,336,000 accord-
ing to the 1940 census, plummeted by 415,300 during the Occupation. Of these
losses, about 260,000 were civilians who died of starvation or violence. The
average daily calorie intake in 1941 was 900 per person and never exceeded 1,400
throughout the Occupation period. Between 1940 and 1944, agricultural pro-
duction fell by 70% and industrial production by 82%, 60% of livestock was lost,
shipping lost 78% of its capacity, 72% of vehicles (trucks and lorries) vanished,
and 25% of the country’s forests were destroyed. Although Greece (Κonstanti-
nos Doxiadis) calculated its losses at about 15 billion pre-war US dollars, the
Economic and Social Council of the United Nations estimated a more conserva-
tive 1-2 billion.1

The production engine was ruined, and so was commerce. Food shortages pla-
gued the poorer social strata of the urban population, while the middle and upper
classes lost accumulated wealth to hyperinflation and the black market. Hyperin-
flation wiped out any previous savings and the black market reigned supreme.2

1 Psalidopoulos (2013), p. 19. 
2 Thomadakis (1984). 



The worst of all evils, however, was the country’s monetary disaster. It started
with the partition of the territory into three occupation zones, in each of which a dif-
ferent currency was introduced, co-existing with the drachma, by the occupation au-
thorities: the Occupation mark (Reichskreditkassen – RKK), the Mediterranean
drachma, and the lev, in the German, Italian and Bulgarian zones, respectively. These
remained in circulation for a few months until 18.7.1941, when the drachma was
declared sole legal tender, following persistent requests by the Bank of Greece, in an
aim to regain at least some control over money circulation. 

Right from the start, the occupation authorities, in collaboration with the Tso-
lakoglou government, confiscated agricultural products (tobacco, olive oil, etc.) and
mineral ores (bauxite, chromium, etc.), and shipped to Germany whatever goods
they had found stored. The Greek industrial firms that were relevant for the war
economy of Germany were purchased, rented or commandeered to supply the Ger-
man market with any volumes of pyrite, iron ore, chromium, nickel, manganese and
granite they could produce. The Italians asked for a share in the loot and managed
to secure some privileges after the spring of 1942, without however reversing the
flow of trade to Germany. Around 76% of Greek exports were channelled to Ger-
many and 17% to Italy. 

The above clearly show that the occupying forces came with the worst of inten-
tions for the Greek economy, stopping at nothing, systematically destroying its
physical basis and its currency, and more fiercely so as the resistance of the Greek
people gained ground. It is not by chance that a short while before the beginning of
hostilities between Greece and the Axis forces, the German government had com-
missioned and received from the Kiel Institute for the World Economy six studies
on Greece’s natural resources and industrial sector. 

As regards the value of the drachma, total currency in circulation rose by
36,000% between October 1939 and January 1944. The Bank of Greece was unable
to influence the decisions of the occupation authorities. In the last ten months of the
occupation period, the currency was totally ruined. The value of the gold sovereign,
from 1,000 drachmas in 1940, reached 1.5 billion drachmas in 1944. 

According to available data, currency in circulation evolved as follows: 
• 11.2 billion drachmas in 1940; 
• 19.4 billion on 30.4.1941; 
• 79.1 billion on 30.4.1942; 
• 560 billion on 30.4.1943; 
• 18,100 billion on 30.4.1944; and 
• 604,570,000 billion on 31.12.1944. 
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As the situation was spiralling out of control, the occupiers were alarmed. In No-
vember 1942, the Germans appointed Hermann Neubacher as Special Plenipoten-
tiary of the Reich for Economic and Financial Affairs in Greece (the Italians followed
suit by dispatching D’Agostino as special emissary). Following the high number of
deaths of starvation in the winter of 1942, the occupiers consented to shipments of
food through the International Red Cross, while, later on, the Germans also sold
gold sovereigns and francs through the Bank of Greece and the Athens Stock Ex-
change, in order to halt the freefall of the drachma and thus contain the occupation
costs. This proved impossible. The loads of gold sovereigns sent by the Allies to the
mountain-based Greek guerrilla bands also contributed to a complete loss of con-
fidence in the currency and its de facto substitution with gold in transactions, as in-
flation started galloping from winter 1943 onwards. 

The liberation of Athens on 12.10.1944 found the Greek economy and currency
in a critical state. However, the common experience of deprivation, starvation and
death, as well as the Resistance, united the Greek people and inspired some opti-
mism that wounds could quickly heal and the Greek economy would soon get back
on track. 

2.2 The Occupation Loan 

The monetary disorder described above came about because Germany and Italy,
under the Treaty of Rome of 14.3.1942, forced Greece to grant them a loan, over
and above the agreed amount of occupation costs, to be disbursed by the Bank of
Greece to the local German and Italian occupation authorities.3

The data explaining the collapse of the Greek currency, as reported by Bank of
Greece Governor G. Mantzavinos in 1947, are the following: under the 1907 Hague
Convention Respecting the Laws and Customs of War on Land, Greece paid to Ger-
many and Italy 87,811,216,671,480 drachmas, or 3,381,001 gold sovereigns as oc-
cupation costs (on the basis of the average price of the pound on the Athens Stock
Exchange during the Occupation period). In addition, it extended a loan totalling
1,530,190,356,165,819 drachmas, or 4,506,226 gold sovereigns, in the form of ad-
vances. Thus, the total sum of occupation costs and advances had come to
1,618,001,572,837,299 drachmas, or 7,887,227 gold sovereigns.4

In other words, the occupation authorities, judging that the occupation costs ex-
torted from Greece (1,500 million drachmas per month) were not enough, signed
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the Treaty of Rome requiring the occupied country to pay them on a monthly basis
additional amounts to meet their needs, in the form of advances. The Treaty of Rome
did not explicitly provide for any interest rate or amortisation arrangements, but
did include a clear reference to a future repayment of the loan. According to the col-
laborationist “Minister” of Finance, S. Gotzamanis (1954, p. 8), there was a contro-
versy between the German government and the German occupation authorities in
Greece on how to manage the finances of the occupied country; and although the
latter, continuously pressing for unlimited funds, eventually prevailed, the German
government decided, as mentioned earlier, to appoint a special plenipotentiary for
economic affairs (Neubacher) in Athens (the Italians appointed D’Agostino). The
two plenipotentiaries instructed the military authorities in the country to notify the
Greek Ministry of Finance the detailed amounts of money they paid to which Greek
citizens. This practice was relaxed in the course of 1943. 

On 1.12.1942, following intense pressure by the occupation authorities, the Greek
government was forced to inflation-adjust the occupation costs to a new figure, to
be decided by a Greek-Italian-German committee, based on the evolution of the
price index after 14.3.1942 (the date when the Treaty of Rome was signed). By this
fresh extortion of Greece, the occupation authorities sought to retroactively increase
the monthly occupation cost amounts, as they realised that their debt was rising by
leaps and bounds and had to be reduced. Under this new arrangement, the exten-
sion of new advances stopped for a while, occupation costs were capped at 8 billion
drachmas per month, and the occupation authorities undertook to start, as of
1.4.1943, repaying the credit already received, in monthly instalments equal to 10%
of the outstanding debt as at 31.3.1943. Neither this arrangement referred explicitly
to any interest rate, but indirectly yet clearly implied an indexation of the amount
being repaid. Still, on that day (1.4.1943), to avoid fulfilling their undertaken obli-
gation, the occupiers sacked “Prime Minister” Κ. Logothetopoulos, replacing him
with Ιoannis Rallis, and so the whole matter was postponed indefinitely. On
18.5.1943, with retroactive effect as of 1.4.1943, the 8 billion drachma cap on
monthly occupation costs was removed, while the price index used in their calcu-
lation became more broad-based, so as to better serve the purposes of the occupa-
tion authorities. From then to October 1944, the drachma plummeted. As the free
Greeks and the Allied troops were advancing, the occupation troops retreated, but
not without drawing off drachmas from the Bank of Greece, thus dealing even
heavier blows to the country’s currency. 

Under these circumstances, the Bank of Greece acted on behalf of the Greek
State. Consequently, it is an indisputable fact that a loan was indeed granted and
disbursed and, therefore, a legal obligation to repay it exists, although the whole
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process, as well as the overall conditions governing the relationship between the
conquered and the conqueror at the time of conclusion of legal agreements, raise a
number of questions. These would relate, in the event of any claims to a repayment
of such loans, to the debts’ conversion into present values, the methodology that
should be followed, the interest rate that must be applied (regardless of the fact that
it was not agreed at the time), the inflation recorded in the meantime that must be
factored in, as well as several other parameters. 

The Bank of Greece has always provided assistance to all Greek post-liberation
governments that have explored legal, financial, as well as political aspects of the is-
sue. As a matter of fact, the issue of the Occupation Loan was first brought up in the
Treaty of Paris in 1945, although for procedural reasons its resolution stalled. In the
early 1960s, the Federal Republic of Germany acknowledged the occupation loans
the Third Reich had concluded with Yugoslavia and Poland, and proceeded to a
settlement with these countries. In 1963, by a rigorous study, the Bank of Greece
informed the political authorities of Greece on the historical background and the
then existing estimates of the value of the loans. The same was repeated in 1991,
after the “Two plus Four” Agreement, and again in 1995, 2000, and every year
throughout the first decade of the 21st century, up to 2012-2013. 

Consequently, whenever the Greek authorities deem it appropriate, the Bank of
Greece will once again be ready to assist in a legal claim to the Occupation Loan,
with several alternative economic analyses and recovery scenarios based on studies
and calculations already carried out by its staff in the years mentioned above. 

2.3 Initiatives of the Bank of Greece in occupied Greece, 1941-1944 

Already since late October 1940, with the outbreak of war on the Albanian front,
and until the eve of the German invasion on 6 April 1941, the Bank of Greece stood
as a key buttress of the Greek government in managing the country’s war economy.
A typical example is its agreement with the British Military Base in Greece, under
which the Base would hold in the Bank of Greece a non-interest bearing open de-
posit account, built up by remittances from Great Britain.5

More specifically, the Bank’s relationship with the State had officially entered a
new phase, as evidenced by the amendments to Article 55 of its Statute. These ch-
anges were effected in order to ratify the agreement signed between the Bank of
Greece and the Greek State on 9.10.1940, i.e. just before the outbreak of the Greek-
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Italian war. In essence, the amendments to Article 55 allowed the Bank to finance
more generously the State’s expenditure, by: (a) removing the ceiling on total dis-
counts, guarantees and advances that the Bank was allowed to grant to the Greek
State (originally capped at one-tenth of total estimated revenue of the ordinary
budget for a given year); and (b) raising from 400 million drachmas to 1 billion
drachmas the limit on its temporary advances to the Greek State.6 However, even this
limit finally proved to be insufficient following the dramatic rise in the State’s
financing needs in the context of the war. Indeed, days before the German troops
entered Athens, the State had already exceeded the advances limit by 400 million
drachmas, while the General Council had authorised a continuation of disburse-
ments, effectively unlimited, in order to help the State succeed in its war effort and
continue its operation.7

At the same time, the Greek economy, by now on a war footing, was increasingly
in need of money. Banknotes commissioned and delivered before the war were not
enough to cover the circulation needs. In addition, the procurement of banknotes
from abroad was too risky in terms of timely delivery, due to the disruption of trans-
portation caused by the war. The solution given by the Bank of Greece was to issue
as 1,000-drachma bills the 100-drachma bills that had already been ordered from the
UK, by deleting the original denomination and overstamping them with the new
one.8 Furthermore, it commissioned new 100-drachma banknotes in Greece to re-
place those converted into 1,000-drachma notes as described above.9 In the mean-
time, part of the Bank’s cash stocks was lost due to the ongoing hostilities and air
bombardments, as was the case at the Larissa Branch, where a banknote stock of
185 million drachmas was buried under the debris of the bombed-out building.10

However, the increase in circulation was so large and the demand for banknotes so
strong that in late April 1941 it was suggested to put back into circulation banknotes
that had been withdrawn, although some of them had already been marked as “can-
celled” or punched.11 The proposal was accepted in view of the extraordinary
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circumstances, and all of the cancelled banknotes of 50, 100, 500 and 1,000 drachmas
that were to be destroyed were instead put back into circulation.12

Commercial banks, also facing considerable problems in their transactions with
customers, asked the Bank of Greece to help by cutting its discount rate. As a result,
the Bank lowered its discount rate from 7% to 5%, as of 7.4.1941.13 However, this
decision was suspended two months later, on the grounds that the reasons that had
made it necessary no longer applied.14 In July 1941, while discussing the reduction
of the Bank’s discount rate, the General Council returned to the matter of the
stressed condition of commercial banks, which evidently could not cover their
expenses by the existing net interest margins.15

April 1941 was an important milestone for the next four years in the history of
the Bank of Greece, as the Bank was split in two: on the one hand, Governor Κ. Var-
varessos and Deputy Governor G. Mantzavinos fled with the gold reserve initially
to Crete and then, on an odyssey, via Johannesburg to London, and on the other
hand, the rest of the Bank’s staff was stranded in Greece and suffered the hardships
of foreign occupation. Thus, the General Council appointed Μ. Negrepontis as
Acting Governor, awarding him a monthly remuneration equal to the Deputy Gover-
nor’s salary,16 and P. Dekazos as his alternate.17

The Bank of Greece kept on acting as the government’s banker, even during the
occupation period. Indeed, the agreement of 3.7.1931 between the Greek State and
the Bank of Greece, designating the latter as fiscal agent of the Greek State, was
renewed in June 1941 for another ten years.18 But although until then the relation-
ship of the Bank of Greece with the Greek State focused on the former’s contribu-
tion to the management of the latter’s needs, this framework changed as of May 1941
due to the war and the country’s conquest by the Axis powers. The country’s occu-
pation suddenly redefined the State’s needs. Thenceforth, the Bank was effectively
compelled to satisfy the needs of the occupation authorities, which, on a practically
permanent basis, took the form of demands of payments on the Greek State. 
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An indicative example is the agreement signed between the Bank of Greece and
the Greek State concerning a one-off discount of Treasury bills, amounting to 500
million drachmas, overrunning the 400-million-drachma limit provided for under
Article 55 of the Statute, in order to pay suppliers of the Greek State in Germany, na-
mely German tobacco industries.19 Such overruns were enshrined in an amendment
to Article 55 (paragraph 11) of the Statute removing the restrictions under this ar-
ticle until the end of the war, so as to cope with the needs of both the Greek State and
the occupation authorities.20 The amendment to Article 55, paragraph 11, and the
inclusion of a new paragraph, 11a, were ratified by Legislative Decree
1991/1.12.1942, authorising the Minister of Finance to draw unlimited funds from
the Bank of Greece for the needs of the occupation authorities and the Greek State,
while also providing for the conclusion of a relevant agreement between the Greek
State and the Bank of Greece that would regulate the status of the relevant loans.
However, the collaborationist government was delaying the signing of the draft agre-
ement prepared by the Bank of Greece, so the General Council authorised the Ad-
ministration to proceed to such lending operations in the absence of a signed
agreement on their settlement.21

Another aspect of the activity of the Bank of Greece, closely linked to its forced
relationship with the government of the time, is the financing of the Agricultural
Bank of Greece (ATE) with a view to concentrating agricultural products. Although
the justification used was the need to prop up “national production” amidst adverse
social and economic conditions, it became evident in the winter of 1942 that feeding
the population was not among the priorities of the occupation authorities. Thus, a
new amendment to Article 55 of the Statute of the Bank of Greece was introduced,
adding a paragraph that authorised the Bank of Greece to finance ATE with credit
up to an amount of 3 billion drachmas “by way of derogation from the provisions
of the present article and Article 56 below, and without being subject to the restric-
tions provided for thereunder…”.22 However, the collaborationist government revi-
sited the matter, insisting on a new amendment that would require, rather than
simply authorise, the Bank of Greece to finance ATE, along with setting a particu-
larly low interest rate, no higher than 3%. 
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The General Council, which had right from the start expressed reservations re-
garding the amendment to Article 55,23 opposed this, considering that the Bank’s
Statute should neither require it to lend ATE nor set an upper limit on the lending
rate.24,25 In the face of the occupation authorities’ intransigence, in the end not only
was the Statute changed to require the Bank of Greece to finance ATE, but also the
3 billion drachma cap was scrapped, leaving the collaborationist Ministers of Fi-
nance and Agriculture free to determine the amount of loans at will.26 The financing
of ATE continued throughout the occupation period, as evidenced by the relevant
decisions of the General Council,27 and intensified in the course of its final year,
among other things due to hyperinflation, despite the fact that the relevant guaran-
tees asked by the Bank of Greece from the Greek government were not provided.28,

29,30,31,32,33,34,35,36,37,38,39,40,41,42 Due to the enormity of these credits, the Bank of Greece
had to establish a new Section for “Monitoring and Control of Special Credits”, in
order to retain some control over the management of these loans by ATE (and the
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organisations it financed using the funds concerned).43 This great interest in the fi-
nancing projects of ATE is explained by the need to support agricultural production
for the reasons described earlier. In parallel, the Bank of Greece also extended
discount credit to the National Bank that could be used to rediscount promissory
notes issued by sociétés anonymes such as the Power Company of Athens-Piraeus,44

the Electric Transport Company,45,46 and the Greek Telephone Company.47

Dealing with inflation and its impact on the cost of living was a permanent con-
cern of the Bank of Greece; this time, however, not in the context of a policy to
limit money supply (as would be the case in normal periods), but through defensive
measures taken to relieve wage-earners. This problem was also recognised by com-
mercial banks when they discussed rises in their employees’ salaries, despite their
own dire financial position.48 The Bank of Greece granted a “monthly cost-of-living
allowance” to its personnel, which was inversely proportional to an employee’s rank
in the hierarchy.49 Moreover, in autumn 1943 the Administration of the Bank of
Greece, recognising the stretched financial condition of its staff members, especially
of those that had to work overtime because they sat on councils and/or committees,
suggested paying them a compensation, in line with a similar practice followed in
the public sector.50 Another measure taken by the Bank of Greece for the protec-
tion of its employees, this time from disease and infections, was the establishment
of a Healthcare Service headed by a chief medical officer.51

In a move to tighten their grip on the Bank of Greece, in September 1941 the
occupation authorities appointed commissioners of the German and the Italian
governments. The relevant announcements stated that all payments by Greece to
third countries would be processed by the Italian Clearing Office and be subject
to the authority of the Italian commissioner. In contrast, payments to Germany
and the countries it controlled would be subject to the authority of the German
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commissioner.52 However, the two commissioners’ authority was much broader.
They had the right to control the operation of the accounts of the Bank of Greece,
the documents of its Administration, the expenses it made, as well as the circula-
tion of its banknotes. They were authorised to demand the implementation of any
instruction regarding monetary and/or banking policy they deemed necessary. Al-
though the orders of the commissioners were formally addressed to the Admini-
stration of the Bank of Greece, in extraordinary cases they could also be given
directly to the Bank’s Departments. In addition, the Administration had to submit
a monthly report to the commissioners, while all new staff hirings were subject to
their approval. The commissioners also had the right to demand the cancellation
of an employee’s hiring due to incompetence, as well as the right to participate in
the General Meetings of Shareholders and the meetings of the General Council
and the Board of Directors, while the relevant Minutes had to be submitted to
them, as they had the right to annul any decisions made. Moreover, even the de-
cisions of the Executive Board were subject to the commissioners’ approval. Fi-
nally, they had the right to unilaterally change the above principles that governed
their role in the Bank of Greece, while the Bank of Greece would in turn have to
amend its Statute to bring these principles in line with the legal framework.53 It is
also interesting to note that the Bank of Greece at the time wanted to set up an
“Economic-political Research Service”, by hiring experts fluent in German and
Italian.54 Furthermore, in October 1943 it established a committee of experts “to
study the country’s agro-economic problem”.55

On 3.7.1941, D. Santis, until then government commissioner, was appointed
Governor of the Bank of Greece, and Director Α. Papadimitriou was made Deputy
Governor.56 Santis was succeeded by S. Hatzikyriakos on 20.1.1943. 57, while from
19.4.1943 until 13.4.1944 Th. Tourkovassilis was served as Governor of the Bank.58
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As already mentioned, the occupation authorities demanded the Greek govern-
ment to pay occupation costs in accordance with the Hague Convention Respect-
ing the Laws and Customs of War on Land. The Bank of Greece inevitably became
involved, as the Greek government was unable to raise enough revenue through tax-
ation or borrowing to cover these costs. Thus, the only option that the Bank of
Greece had was to grant “temporary advances” to the government by resorting to the
printing press, also in order to replace all the banknotes issued by the occupation
authorities, such as the Germans’ Occupation marks (RKK) and the Italians’
Mediterranean drachmas.59 The withdrawal of these “currencies” was carried out
following persistent requests by the Bank of Greece, in an effort to achieve a mini-
mum of control over money supply and put an end to parallel circulation. In addi-
tion, the Ordinary General Meeting of Shareholders, which would discuss the
balance sheet of 31 December 1941 and had to be held no later than April 1942, was
postponed, initially for six months60 and then for a further two-month period,
until late December 1942.61 However, the balance sheet of 1941 was submitted to
the General Council and was included in its Minutes of 18.9.1942.62 The practice of
postponing the General Meetings of Shareholders was systematically followed
throughout the occupation period. As a result, the Ordinary General Meetings of
Shareholders for the years 1942-1943 were postponed anew, initially until September
1943,63 and then until April 1944.64 In the end, the convocation of these meetings,
along with the one regarding the year 1944, was deferred until December 1944 by a
decision made in March of that year.65

In an effort to contain the inflation generated by the incessant printing of bank-
notes for payments to the occupation authorities, the Bank of Greece was granted,
pursuant to Legislative Decree 1984/24.11.1942, the right to issue IOUs, which
would be used to pay 75% of the price of the agricultural products purchased by the
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government. These would have a maturity of four months, ending on 31 March
1943. They were issued in the hope that the government by that time would have
managed to raise enough revenue by selling these products to deposit the relevant
funds with the Bank of Greece, so as to avoid new banknote issuance.66 Later on, in
October 1943, ATE itself was authorised to issue IOUs on behalf of the Bank of
Greece, in order to pay for agricultural products.67 The minimal effectiveness of this
measure in limiting inflationary circulation becomes evident from the fact that, hard
on the heels of the launch of new 1,000-drachma banknotes (fourth series) in
September 1942,68 the General Council authorised the issuance of 10,000-drachma
banknotes in December of that same year.69 At the same time, the Bank of Greece
temporarily suspended its Banknote Register due to the costs associated with keep-
ing it, staff shortages and, predominantly, the difficulties of monitoring banknotes
in circulation due to their rapid proliferation. As a result, new series of banknotes
put into circulation were not recorded.70 On the other hand, the procedures for de-
stroying worn-out banknotes were expedited, as the presence of General Council
Members sitting on the relevant Committee was no longer required, and the task was
delegated to the competent heads of sections.71

Finally, the practice of prolonging the circulation of older-series banknotes was
also used in this period.72 October 1943 saw the approval of the circulation of a
25,000-drachma banknote,73 while February 1944 saw the launch of denomina-
tions of 50,000 and 100,000 drachmas.74 The Bank of Greece, keeping track of the
surge in inflation, just one month later, in March 1944, issued 500,000-drachma
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banknotes.75 Amidst rampant inflation in the last few months of the occupation
period, on 10 July 1944 the issuance of 1,000,000-drachma banknotes was autho-
rised,76 while on 28 July of the same year, i.e. only a few days later, 5,000,000-
drachma banknotes were issued.77 New banknote denominations were launched
on 23 August, of 10,000,000 and 25,000,000 drachmas,78 and on 9 September, of
200,000,000 drachmas.79 Upon the departure of the Germans from Athens in
October 1944, accompanied by the German commissioner Paul Hahn and the
Governor S. Hatzikyriakos, the Bank of Greece discovered that its vaults were
empty and had to issue new banknotes, first of 500,000,000 drachmas80 and then of
2,000,000,000 drachmas.81

The Bank financed the country’s trade with Germany and Italy by extending cre-
dit to German and Italian companies, such as a loan of 50 million drachmas (excee-
ding 1/10 of the paid-up capital of the Bank of Greece) to the Italian company
“Compagnia Italiana per l’ Oriente Mediterraneo”.82 Another example was the ex-
tension of credit of 600 million drachmas to the government for purchasing tobacco
from the Italian Tobacco Company in order to cover the needs of the Greek Tobacco
Industry.83 Along the same lines, in March 1944 it was decided to raise the discount
credit to the “Banca Commerciale Italiana e Greca” from 25 million to 2 billion dra-
chmas (a huge increase, obviously explained by hyperinflation), so as to allow the
said bank to rediscount promissory notes of ΕΤΜΑ industry,84 while in May 1944
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the Bank of Greece increased its discount credit to a distillery based in Chania, Crete
(which worked for the occupation authorities), from 3 million to 300 million drach-
mas, by personal approval from the German commissioner at the Bank of Greece.85

Indicative of the living conditions faced by the Bank’s staff of all ranks was the
General Council’s decision to distribute food to General Council members, as it did
with lower-ranking employees, and to include its unsalaried Legal Advisers in this
scheme.86 Another example was the “common list of foods” for the personnel of the
three major banks (the Bank of Greece, the National Bank and ATE), defining
monthly rations of various types of food to be allotted individually to each employee
and to each member of their families.87 Special care was taken for tenured employees’
children according to their age, from one month to 16 years old, while each employee
was entitled to food rations for no more than two children.88

2.4 Activities of the legitimate Administration

As regards the activity of the legitimate Administration of the Bank of Greece in
London, first of all it is worth mentioning that it remained in contact with certain
members of the Bank’s Administration and senior staff in Greece, which transmitted
news, statistics and other input from Athens, despite the existing official prohibition.
Including the Governor and Deputy Governor, the Bank-in-exile operated with a
team of six people, who, using this input, kept the Allies informed and promoted
Greek interests abroad. The Bank of Greece was instrumental in overcoming British
objections to the supply of food to the starving people of Athens through the Swedish
Red Cross. Of particular importance was also the effort to acquire foreign exchange
by taxing the profits of Greek shipowners whose ships were time-chartered to the
British government, without precluding private operation of ships. Revenue from the
taxation of requisitioned ships in the first years of the implementation of this mea-
sure (1941 and 1942) was around 350 thousand pounds sterling per year and 1.2 mil-
lion pounds overall. In the subsequent years, as part of the fleet was lost, shipping tax
revenue fell.89
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Κ. Varvaressos, in addition to his position as legitimate Governor of the Bank of
Greece, also served as Minister of Finance of the government-in-exile. However, he
resigned from the latter position in December 1943 to become ambassador in charge
of Greece’s economic affairs abroad. In this capacity he took part in both the prepara-
tory and the main sessions that laid the foundations of the post-war economic
architecture, in Hot Springs, Atlantic City, and most importantly, Bretton Woods.
There, Governor Varvaressos played an important role, earning a seat in the five-
member committee responsible for settling any disputes arising between member
countries of the IMF and the World Bank in connection with provisions in the
Statutes of these two organisations. Regarding the new international architecture,
Varvaressos backed the Keynes plan, which —as known— was not adopted. In these
discussions Varvaressos voiced the concerns of a number of countries with “scarce”
currencies, which were barred from world trade due to lack of adequate foreign
exchange. In this context, he achieved the inclusion of the “scarce currency clause”
and the possibility of loans to such countries for supporting their international trade. 
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3THE PERIOD OF RECONSTRUCTION,
1944-1953 

3.1 Macroeconomic developments

From the country’s liberation to the monetary reform of April 1953, the Greek
economy followed an upward path. On the downside, this period was marked by the
Civil War and failure to take full advantage of the foreign aid made available to
Greece to support its reconstruction and economic development.

The years 1944-1946 saw high inflation, despite efforts to the contrary. There-
after, inflation gradually declined, to 47.9% in 1947, 23.1% in 1948, 6.4% in 1949,
14.5% in 1950, 9.9% in 1951 and 0.6% in 1952 (Bank of Greece, 1978, p. 290). Eco-
nomic activity also increased and, by 1950, the standard of living had almost re-
bounded to close to pre-war levels. The national income index (1938=100), from 31
in 1945, rose to 51 in 1946, 68 in 1947 and 72 in 1948 (ibid., p. 238). The index of
GDP at constant prices (1970=100) was 58.5 in 1948, 70.2 in 1949, 74.7 in 1950,
81.1 in 1951 and 81.5 in 1952 (ibid, p. 283).

Key developments during that period included the sales of gold sovereigns by
the Bank, aimed to contain post-war inflation, and the introduction of the “new
drachma” in November 1944. The policy of selling gold sovereigns, initiated in 1944
when Zolotas was Co-Governor, was subsequently discontinued and resumed three
times. This outflow of gold sovereigns definitely weakened the asset position of the
Bank of Greece, but on the other hand provided vital liquidity to the economy,
which with time enabled a rebuilding of capital stock and house purchases or was
used as collateral for investment or, ultimately, flowed back into the vaults of the
Bank of Greece 20 years later.

For commercial banks, the major problem during that period was their inability
to attract savings. Any savings that existed were siphoned off onto the black market
for gold sovereigns, amid public mistrust in bank deposits due to the risk of losing



their value. Gradually, under the steering of the Currency Committee, confidence
in the banking system was restored, with a credit policy based on centralised allo-
cation of credit to productive purposes (Bank of Greece, 1978, pp. 263-264).

Meanwhile, the country was totally dependent on foreign assistance. The aid in
kind from the UNRRA up to 1947 and British loans (GBP 10 million) provided
some relief until US aid came into play. The latter, which initially aimed to address
Greece’s external imbalance, soon (in 1948) became part of the Marshall Plan for
Greece and continued, although diminishing, until after the 1953 devaluation of the
drachma. This aid was managed by various agencies and bodies, including the Cen-
tral Loans Committee, and amid growing nervousness on the US side, which, once
the Greek civil war was over and the Korean War had broken out, was more preoc-
cupied with Greece’s defence rather than with its economic development.

Unlike shipping, which with a sizeable fleet of Liberty ships recovered quickly
after the country’s liberation and benefited from the Korean War, the other sectors
of the economy managed to recover only after the end of the Civil War in 1949.
Thus, reconstruction took long, but, in the process, economic policy makers
gained invaluable experience with extraordinary situations and built the capacities
that enabled Greece’s path to prosperity and progress from 1953 onwards.

3.2 Credit and monetary policy in the first years after liberation, 1944-1945

The withdrawal of the German occupation forces and the liberation of Athens in
October 1944 found the Bank of Greece in a pressing need to replete its vaults, which
had been emptied by the departing Germans, and to cater for the increased trans-
actional needs due to rampant inflation. On 7 October, even before Athens was
liberated, the General Council had authorised the printing of a 500 million drachma
banknote,1 while a few days later, on 12 October, a new banknote was launched,
denominated at 2 billion drachmas.2 Finally, on 23.10.1944, new banknotes in
denominations of 10 billion and 100 billion drachmas were issued.

The new, post-liberation General Council of the Bank of Greece, including Co-
Governor X. Zolotas and Deputy Governor G. Mantzavinos, was sworn in on
30/11/1944.3 Varvaressos, annoyed at the appointment of a Co-Governor without his
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knowing or consent, abstained from his duties until Zolotas resigned on 3.1.1945.
The dire situation that the General Council had to address is reflected in its first de-
cisions, envisaging the supply of emergency credit to commercial banks to help them
cover their working capital needs.4 At the same time, the first attempt at monetary
stabilisation was made, as reflected in the decisions to print and put into circula-
tion banknotes of “new” drachmas in denominations of 50, 100 and 1,000
drachmas.5 According to the General Council minutes,6 X. Zolotas reviewed the
economic situation, noting a shortage of funds in the money market and a total lack
of income for banks, including the Bank of Greece. Commercial banks had to resort
to the Bank of Greece for liquidity, which inevitably entailed increased currency in
circulation. For this reason, the Co-Governor’s view was that a high discount rate of
at least 11% should be set as from 1.12.1944, given that the one-month money
market rate was 10%.

Another important concern, according to Zolotas, was the supply of bank credit
to the various sectors of production. Under government decisions, only industry and
small-scale manufacturing were eligible to credit, which was to be extended by com-
mercial banks based on funding from the Bank of Greece. For managing the alloca-
tion of credit and determining the applicable terms and conditions, it was proposed
to set up a Credit Committee, bringing together the Governor of the Bank of Greece,
the Director General of the Ministry of National Economy, the Director for Industry
of the same ministry, three General Council members of the Bank of Greece, the Go-
vernor of the National Bank, and two Directors of the Bank of Greece. The Head of
the Bank of Greece’s Discount and Credit Section would serve as Secretary to this
Committee. The Bank of Greece would provide the necessary funds, while the re-
sponsibility for assessing the creditworthiness of potential borrowers would lie with
the relevant lending bank. Moreover, an 11% ceiling was set on lending rates, and
the Bank of Greece would refund to commercial banks 2%-3% of the interest ac-
crued on its credit to banks, against their operating costs and the risks they assumed.

The hiatus in the series of General Council minutes between 30.11.1944 and
24.1.1945 can be explained by the events of December 1944. Thus, the review of
the Bank’s activity during the Occupation only took place in the first meeting of
the General Council in 1945.7 Looking back on these years, Deputy Governor
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G. Mantzavinos described how, in April 1941, it had become necessary for the
Administration of the Bank of Greece to follow the government in exile, in order to
assist in wartime fiscal management and in preparing for the aftermath of the war.
Mantzavinos provided a detailed account of the Bank’s actions, which are worth
repeating here, although they have broadly been discussed above.

The Bank’s Administration moved to Crete and then to Alexandria, Cairo and fi-
nally London, where it stayed until Greece’s liberation. In effect, the Bank-in-exile
operated with a staff of six, who served the needs of both the Bank itself and the
Treasury-in-exile.

Back in occupied Greece, General Council member Μiltiadis Negrepontis be-
came Acting Governor for about three months, until he and the other members of
the General Council, some of whom were persecuted and imprisoned, were repla-
ced by persons appointed by the occupation authorities. Despite a virtual standstill
in the Bank’s operations, its staff grew by 51%, from 2,200 to 3,325 during the
occupation period.

Meanwhile, the Bank-in-exile, with its small team of officials and staff, had an
important role to play. The Governor and Deputy Governor formed part of the
governments-in-exile, as Minister and Deputy Minister of Finance, respectively,
while Governor Κ. Varvaressos also represented the government and the Bank of
Greece in international conferences during the war. The Treasury-in-exile relied on
funding from the Allies and on the only remaining source of revenue, taxation of
merchant shipping. When the Allies’ funding ran out and two-thirds of the Greek-
owned merchant fleet were sunk, the Bank of Greece had to extend advances to the
Greek State, amounting to 2,150,000 pounds sterling by September 1944.

While the Greek government, on its way back home, was in Cava dei Tirreni,
Italy, Law 3325/1.10.1944 was issued, establishing the position of a Co-Governor
at the Bank of Greece, cancelling that of a second Deputy Governor, and modifying
the composition of the General Council. As already mentioned, Professor X. Zolotas
was appointed Co-Governor. The position of Co-Governor was ultimately abol-
ished by Law 82/7 January 1945, which also re-established the position of second
Deputy Governor and reinstated the General Council that existed on 27.4.1941.
Finally, the government invited Governor Varvaressos to return to his post in
Athens, and he accepted. Varvaressos himself explained his former stance as
follows:8 although he had no problem working with Zolotas, he had seen it as
“improper and indecorous” towards both himself and the Deputy Governor to
establish a Co-Governor’s position for a young professor who had no previous
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experience in the management of organisations or of the Bank of Greece. More-
over, he had thought that the government at the time did not want him to come
back to Greece, and this had been why he had submitted his resignation, which
had however been rejected.

The top priority after the liberation was to secure food supplies for the popula-
tion and restore essential functions in the economy. Thus, as mentioned by Co-
Governor Zolotas, following an appeal to the Allies, he had secured a doubling of
food aid and had also tried to lay the foundations for the country’s economic re-
construction. The main obstacle to this attempt was the huge monetary instability,
in response to which the new drachma was introduced by Law 18/11.11.1944,
corresponding to 50 billion old drachmas. Currency in circulation on that date
amounted to 125 million new drachmas, but about two and a half months later it
came close to 3,400 million drachmas, without including the circulation of 2,776,000
BMA (British Military Administration pounds), equivalent to about 1,665 million
drachmas. Against this background, efforts were made to release and repatriate de-
posits from abroad. However, despite the December 1944 civil conflict in Athens
(the so-called Dekemvriana) and their economic, not to mention other, repercus-
sions as reflected in the above figures, Zolotas noted that the new drachma had
weathered rather well, and for that reason he thought its introduction had been a
major achievement. The policy pursued in these first post-liberation months was
criticised by Κ. Varvaressos,9 who instead thought that the government’s primary
concern should be to drastically tackle chrysophilia and bolster confidence in the
drachma as the national currency. Regarding the exchange rate of the drachma,
Zolotas continued, this should be determined taking into account the needs of the
market and of the Greek State, as well as the levels of wages and prices, which, as it
seems, could not be done in an effective manner.

High on the new Administration’s agenda was the determination of terms and
conditions of credit.10 At a first stage, only industrial and handicraft enterprises
would be eligible for credit, extended mostly by commercial banks and by only one
bank for each borrower, excluding businesses with stocks of finished products. Lend-
ing would be accompanied by control over the prices charged by the borrower. Any
businesses found to have used the funds for purposes other than those intended
would be disqualified from further credit and would be liable to a financial penalty
in favour of the Greek State of three times the misused funds.
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The extension of a loan was subject to the prior approval of the Credit Commit-
tee, prioritising industries that produced essential goods or goods in high demand,
to enable them to immediately resume their production, using raw materials that
they already had or would receive from the Allies. Priority would also be given to
industries producing essential inputs for other industries, or to the sectors of trans-
portation, food, public health and clothing. Credit would be disbursed in three 10-
day tranches and according to the progress of the financed project, as verified by
the creditor bank or, as appropriate, by Bank of Greece inspectors and the relevant
ministries. Loan applications would be forwarded by the relevant commercial bank
to the Credit Committee for review. In making its final decision, the Committee
would consult a recommending body, comprising representatives of the local
Chambers of Industry or Handicrafts, as appropriate, and of the relevant ministries,
and determine the maximum amount for the loans approved, without obliging the
bank to actually extend the loan. Funding to banks would be provided through dis-
count of bills of exchange or promissory notes with a 3-month maturity or through
credit lines backed by such securities. The banks that were originally granted access
to Bank of Greece funding for on-lending were the National Bank, the Bank of
Athens, the Ionian Bank, the Commercial Bank, the Popular Bank, and the Banque
Anglo-Française, with the maximum amount of funding specified on a case-by-
case basis by the Bank’s Administration and approved by its General Council. The
same procedure also applied for loans extended directly by the Bank of Greece
to businesses.

As the productivity of the prospective borrower was one of the criteria under-
lying loan decisions, industrialists were often required to commit to cutting their
production costs. This was intended to encourage savings on raw material costs. On
the other hand, lending to industrial firms that had survived the Occupation and
emerged cash-rich from the war should be avoided, in order to discourage spe-
culation. The Credit Committee should have the discretion to decide on a case by
case basis.11

Funding to banks for on-lending to industrial firms began to be provided in
February 1945, subject to bank-specific ceilings,12 along with funding to all banks
for meeting their payroll needs,13 a practice that continued throughout the 1940s.
Moreover, the Bank of Greece extended its first direct loans to industrial corpo-
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rations and funding to the Agricultural Bank for on-lending to farmers according
to Credit Committee decisions.14

In February 1945, following a proposal by Governor Varvaressos, the discount
rate was lowered to 7% and the rate on funding to commercial banks was set at 3.5%,
with the exception of the Agricultural Bank for which it was set at 3%. The real
interest rate of the time is hard to estimate, given the prevailing high inflation, but
was definitely negative. The same General Council decision imposed a 7% ceiling on
banks’ lending rates, except in the case of current accounts overdrafts where an
additional 1% was justified by the higher administrative costs involved.15 The
interest rate on Bank of Greece funding for banks’ payroll needs was set at a lower
level of 1.5%.16 Meanwhile, with a view to supporting liquidity in the economy, a
new article (numbered 56a) was added to the Bank’s Statute, authorising the Bank
to extend loans to other banks and to enterprises on terms and conditions to be
determined by the General Council. The effect of the article started retroactively
from 11.11.1944 and would end on 31.12.1946.17 For the same purpose, a draft law
on “Bank of Greece financing to businesses” was prepared and submitted by the
Governor to the General Council for approval, which regulated Bank of Greece
credit to industrial, agricultural, banking and other enterprises, as defined from
time to time in General Council decisions.18

Credit to commerce was addressed separately, by a new decision of the Gover-
nor, approved by the General Council.19 Such credit would be extended directly by
the Bank of Greece or, alternatively, through commercial banks using own-sourced
funds. Eligible for financing would be exclusively growth-enhancing activities rela-
ting to the transportation and distribution of goods, prohibiting the use of the bor-
rowed funds for speculation in gold or foreign exchange, for stockpiling aimed at
price manipulation. Once again, banks should refrain from lending to businesses
that had continued their operations during the Occupation and had built up suffi-
cient cash reserves. Loans to businesses trading in luxury items or having sufficient
stocks of finished products were explicitly prohibited, as were also multiple credi-
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tors for any given borrower. Funding to banks for this purpose would be provided
by the Bank of Greece, at an interest rate of 3.5% per annum, and bank lending rates
would be 7% in the case of discounts of 3-month promissory notes or bills of ex-
change or 8% in the case of current account overdrafts backed by such securities.
The lending bank would be responsible for verifying compliance by the borrower
with the terms of the loan agreement and, in the event of non-compliance, would
discontinue financing and call in the entire outstanding amount. Also, a penal clause
would be activated in the event that the loan amounts were found to have been used
for purposes other than the intended use.

The requirements for the activation of this penal clause were laid down by a Gen-
eral Council in July 1945:20 borrowers that were found to have used the funds for
other purposes would, in addition to any other consequences under the loan agree-
ment, be liable to pay a financial penalty in favour of the Greek State equal to up to
three times the amount misused, or equal to the entire amount of the loan, should
they refuse inspection of the company’s books by the competent officials of the Bank
of Greece.

In August 1945, the Bank of Greece set up a new business unit, the Banks and En-
terprises Inspection Section,21 with the task of carrying out wide-ranging inspec-
tions at banks to verify: (a) compliance with the applicable legislation on the
protection of the national currency; (b) compliance with the reserve requirements;
(c) compliance with the rules on the sectoral allocation of credit and the intended
use of the borrowed funds; and (d) the collection of commission fees and interest.
Moreover, it would also carry out inspections of industrial, handicraft and com-
mercial firms and natural persons in order to verify compliance with the terms of
the loan agreement.

Recognising the special role of industry and commerce as key drivers of econo-
mic growth and signalling its commitment to support these sectors, the Bank of
Greece decided to reinstate the position of trade and economic adviser, to oversee
both the Economic Research Section and the newly-established Commercial and
Industrial Affairs Service.22

154 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

20 “Responsibility for the activation of a penal clause”, General Council minutes, Vol. 12, meeting of
28.7.1945, p. 92.
21 “Establishment of a new Section for ‘Banks and Enterprises Inspections’”, General Council minutes, Vol.
12, meeting of 21.8.1945, pp. 109-111.
22 “Re-establishment of the position of Commercial and Economic Adviser. Establishment of a position of
Alternate Commercial and Economic Adviser. Establishment of a Commercial and Industrial Affairs Service
at the Bank”, General Council minutes, Vol. 12, meeting of 31.3.1945, pp. 10-11.



The General Council minutes that record the sectors and activities targeted from
time to time by credit decisions vividly illustrate the changing needs of the Greek
economy and the respective priorities of the Bank’s credit allocation policy. For in-
stance, tobacco trade was one of the first industries to be targeted, as early as April
1945.23 Tobacco traders faced severe strain, not least because they were unable to ex-
port. The Bank of Greece therefore decided to extend limited credit to them, follow-
ing approval by the Credit Files Committee. The regular flow of credit to tobacco
trade from then onwards attests to the Bank’s keen interest in this export-oriented
sector, as well as its intention to address the so-called “tobacco issue” in the context
of the effort to revive the economy of northern Greece and the overall reconstruc-
tion endeavour. This policy was hardly new: it had been followed in the four years
prior to the Occupation and it was only natural to be resumed now that the coun-
try was free and in desperate need to recover its heavy losses. And this time the
terms and conditions were more favourable: the loan-to-collateral ratio was 100%,
compared with 80% previously, and the amount of the loan was not strictly limited
by the value of available collateral (pledged unmanufactured tobacco), but qualita-
tive characteristics also mattered, such as the integrity and professional competence
of the entrepreneur.24

Another industry featuring in credit decisions of the time was that of livestock
trade. Livestock merchants, through their association, asked for short-term loans
enabling them to supply the Athens and Piraeus market.25 At any rate, the country
still faced severe shortages in food and other essential goods, as indicated by
the fact that the Bank of Greece was commissioned by the Ministry of Supply to
print (at its Banknote Printing Works at Holargos) ration cards for bread, food,
clothing, etc.26

As part of its overall regulatory role in the banking system, the Bank of Greece
set the commission fees to be charged by commercial banks on their various ope-
rations with customers. This responsibility previously lay with the Hellenic Bank
Association, until it was dissolved by the occupation authorities. Now the Bank of
Greece stepped in, emerging as the key regulator of the domestic financial system.27
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Moreover, to assert itself as a responsible regulator, it sought to become subject to
the scope of Emergency Law 431/1945,28 which imposed an extraordinary monthly
levy on banks, at 25% of their June 1945 wage bill, for a temporary period from
1.7.1945 to 31.3.1946. Although the law had exempted the Bank of Greece from this
obligation, its Administration considered that the Bank, too, should voluntarily pay
the levy, as a token of its active contribution to the national effort for reconstruction
and currency stability.

On 19.9.1945, the General Council was informed that Governor Varvaressos had
tendered his resignation to Prime Minister Petros Voulgaris.29 Explaining the
reasons for his decision to resign, Κ. Varvaressos recalled the key principles of the
programme he had announced in June 1945, when he became, in addition to Bank
of Greece Governor, Vice-President of the Government and Minister of Supply, for
addressing the country’s economic and fiscal problem. These principles were:
(a) state-led price and supply controls to combat hoarding and speculation; (b) im-
position of a levy (so-called “special contribution”) on enterprises with a view to
income redistribution, as the rich had profited from the country’s plights and the
poor were struck by high inflation and indirect taxes; (c) achieving a fair distribu-
tion of goods, including foreign aid deliveries, based on the population’s needs and
not on their purchasing power, along with preventing any speculative activities. The
success of this programme in the first two and a half months of its implementation,
Varvaressos continued, had contributed to a turnaround in public sentiment. How-
ever, its implementation had met with reactions from vested interests. This reac-
tion took the form of artificial shortages of goods in the market, even of the most
essential. Eventually, Κ. Varvaressos resigned from Vice-President of the Govern-
ment and Minister of Supply. And given the close interaction of the Bank of Greece
with the government in economic and fiscal policy making and the status of its go-
vernor as natural adviser to the government, he could not but resign from his posi-
tion as governor, too. Ultimately, Varvaressos left for England on 7.10.1945,30 before
moving to the US when he was elected executive director of the World Bank. In
February 1946, the long-serving Deputy Governor G. Mantzavinos was appointed
new Governor of the Bank of Greece.31
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Amid a succession of short-lived governments, the Bank’s powers in the field of
credit policy were jeopardised for a moment, given that the law (“Control on credit”)
envisaged that credit policy would be regulated by a decree recommended by the Mi-
nister of Finance. However, the Administration of the Bank of Greece reacted and
obtained assurances from the new government that a new law would be adopted
fully respecting the Bank’s credit policy competence.32

Characteristic of the extraordinary situation in which the economy was in 1946
and which inevitably affected the functioning of the Bank of Greece was the long
postponement of Annual General Meetings of Shareholders. During the Occupation,
such meetings to discuss the balance sheets for the years 1941, 1942 and 1943 had been
deferred to the end of December 1944. This was postponed too, by decision of the
General Council, until July 1946.33

The credit policy of the Bank of Greece continued, intensified and became more
broadly based across recipient sectors and activities, from provincial electricity com-
panies34 to Privileged Company of General Warehouses of Greece S.A.35 and from
tobacco manufacturers 36 to chemical industries.37 General Council Minutes make
a specific reference to funding to banks enabling them to extend export credit,38 but
also import credit, for which Bank of Greece funding would be in foreign currency.39

The Bank of Greece also appointed inspectors to supervise its borrowers on an on-
going basis, reporting to the Bank’s Administration on (a) receipts from sales and
other sources of income of the businesses concerned; (b) absorption and use of avai-
lable financing; (c) expenditure for raw materials, working capital, fuel, wages and
other costs; (d) volume and value of output; and (e) volume and value of sales, and
share of exports in total sales.40 With regard to import credit, the problem was that
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the pre-war credit files were obsolete, while there were creditworthy importers that
needed confirmed letters of credit for free imports. To address this problem, the Ge-
neral Council authorised the Administration of the Bank of Greece to extend cre-
dit to such importers at its discretion, against adequate collateral.41

3.3 The establishment of the Currency Committee, and American aid, 1946-1951

The establishment of the Currency Committee, in accordance with the London
agreement signed between the British and Greek governments on 24 January 1946,
ushered in a new era, although it effectively continued the Bank’s credit control re-
gime in place since late 1944. The Bank of Greece would host the Committee at its
premises and make offices available to the foreign (British and American) members
of the Committee.42

One of the first industries to be financed after the Currency Committee was set
up was that of dairy products. The relevant loans were extended by commercial
banks at an interest rate of 8%, while the underlying Bank of Greece funding to
banks carried an interest rate of 3.5%. The amount of the loan could not exceed 60%
of the value of current dairy production to be financed or, if the purpose of the cre-
dit was to support future production, a credit line would be established against col-
lateral of cheese stored in the facilities of the General Warehouses. Excluded from
financing were firms that had remained active during the Occupation, which were
seen as already possessing funds of their own.43 Another industry that was targeted
was that of tourism, in particular hotels.44 The loans granted to the various compa-
nies often required approval by the General Council, as they involved high
amounts, in excess of one-tenth of the paid-up capital of the Bank of Greece, for
each borrower.45 A large part of the Bank’s credit activities were geared to enhancing
the country’s infrastructures, e.g. by financing the Thessaly Railways Company
S.A.,46 while the tobacco industry remained a constant recipient, as exemplified
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in a State-guaranteed loan to Kavala Tobacco Manufacturing Company for the
purchase of tobacco inputs.47

The Bank’s relations with the State at the time can be approached by looking at
how it responded to the latter’s occasional requests for financial assistance in the
face of a distressed budget. One such request was discussed when Prime Minister
Konstantinos Tsaldaris asked for a loan in pounds sterling to finance the government
and the Greek diplomatic missions in London, Washington, Paris, Bern and Cairo.
The rationale was that the Bank should support the government in its fight for the
nation’s rights and for reconstruction, thereby also contributing to economic reco-
very. Technically, the loan would be part of the advances to the State and would be
settled in due time along with the other government debts to the Bank. Moreover,
a draft law was submitted to the Fourth Revisory Parliament, expanding the scope
of Bank of Greece credit to include (apart from industrial) agricultural, banking and
other enterprises until 1947 and authorising the Bank to extend foreign-currency-
denominated loans to the State.48

However, the problem of currency instability persisted, and so did the associa-
ted gold hoarding trend, as can be seen by a reference in General Council minutes
to the unsuccessful attempt to contain the price of the gold sovereign.

The Administration suggested that an “invisible” market intervention of the
Bank of Greece would have been more effective than using the official stock ex-
change market as the British Economic Mission insisted. However, under pres-
sure from the latter, the Bank of Greece followed the second course of action, but
failed to contain the price of the gold sovereign, despite the high volume of
sales. Thus sales through the Stock Exchange were suspended and substituted
with over-the-counter sales of gold sovereigns, subject to a ceiling per customer.
Meanwhile, the Bank carried out “invisible” sales in the free market, along with
visible ones via stockbrokers selected by the Bank. The former lasted from
11.6.1946 until 19.6.1946, while visible sales ended on 27.6.1946. By these
operations, the Bank managed to rein in the price of the gold sovereign at 135,000
drachmas by end-June 1946, with minor fluctuations, compared with a black
market price of 136,000 drachmas as at 1.6.1946 and occasionally even 155,000
drachmas.49 To replenish its gold reserves, the Bank of Greece purchased gold
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from the Bank of England and the Banque de France, the US Federal Reserve
and investors in Athens.50

The Currency Committee decision of 7 August 1946 laid down the requirements
for financing the various sectors of the economy.51 For industry and handicraft, eli-
gible for financing, either directly from the Bank of Greece or through commercial
banks, were only working capital needs or expenditure aimed to restore production
capacity, i.e. purchase of machinery spare parts and repair of machinery and buil-
dings, excluding expansion of existing fixed equipment or acquisition of new ma-
chinery. Working capital needs referred only to the purchase of raw materials and
fuel and, exceptionally for mining firms, compensation of employees.

The procedure was as follows: prospective borrowers applied to their bank,
which reviewed the application, also from a risk perspective, and referred the mat-
ter to the Bank of Greece for approval. A new review followed by the Industrial
Credit Committee, comprising the Governor and Deputy Governor of the Bank of
Greece, two members of its General Council, two high-ranking officials from the
Ministry of National Economy (the Director General for Commerce and Industry
and the Director for Industry), one official from the Ministry of Supply, the
Governor of the National Bank, the Directors of the Banking Supervision and
Credit Departments of the Bank of Greece, representatives of the Bank of Athens,
the Ionian Bank, the Popular Bank and the Commercial Bank, and the Presidents
of the Hellenic Federation of Enterprises (SEV) and the Athens Chamber of
Commerce and Industry. This committee evaluated the advisability of the loan and
its terms and conditions. Loans to the Hellenic Chemicals and Fertilisers
Company, to the Greek Gunpowder and Cartridge Company S.A., and to tobacco
manufacturers, given “…their special nature and their scope…”, were governed by
specific provisions set each time by decision of the Currency Committee. Private
educational institutions or hospitals were treated the same as industrial corpora-
tions, whereas public transport and hotel enterprises were subject to specific deci-
sions of the Currency Committee.

For credit to commerce, different arrangements applied to import, export and
domestic trade, respectively. Currency Committee decisions were required for cre-
dit to consumer cooperatives, tobacco and currant exporters, livestock dealers and
dairy manufacturers. While allocation of industrial and handicraft loans among
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commercial banks would be driven by bank-specific demand, the allocation for cre-
dit to commerce was fixed in advance, i.e. 58% for the National Bank, distantly fol-
lowed by the Bank of Athens with only 14%, the Commercial Bank and the Ionian
Bank with about 8% each, and less than 2% for most of the other commercial banks.
This allocation was determined on the basis of banks’ loan market shares for 1939.

Payroll funding to banks was standard practice for a couple of years after the
war, but was phased out over the period of September 1946 through to August 1947,
by monthly reductions equal to one-twelfth of monthly compensation of employees.

The discount rate and the lending rate of the Bank of Greece were set at 10%, with
the exception of (a) funding to other banks for on-lending to industry and com-
merce, for which the interest rate was set at 3.5%; (b) loans to the Agricultural Bank
(3%); and (c) payroll funding to commercial banks (1.5%). The ceiling on bank
lending rates was set at 10%.

The Currency Committee prohibited banks from allocating funds to assets other
than those it designated. Thus, banks were not allowed to invest in real estate, debt
and other transferable securities, foreign exchange, gold and valuables.

In the summer of 1946, the Currency Committee approved credit to, among
other agricultural associations, the Co-Operative Sultanas Associations – KSOS S.A.,
aimed at financing the centralised marketing and export of sultana raisins. These
loans were guaranteed by the Greek State, did not entail collateral of commercial
paper and enjoyed a favourable interest rate of 3%.52 Soon afterwards, the Committee
approved credit for infrastructure projects, including the tramway of Thessaloniki,
operated by the newly set up Autonomous State Organisation of Electric Transport of
Thessaloniki and financed by a State-guaranteed Bank of Greece loan at an interest
rate of 3%.53

Reflecting the Bank’s focus on credit matters, credit to industry in particular, a
new business unit was created, the Industrial Credit Section. Its tasks were to re-
view loan applications; recommend to the Credit Committee; keep records of Com-
mittee meetings; follow up on Credit Committee decisions; verify borrowers’
compliance with the terms of loan agreements; and collect data on the activities of
industrial companies across the country.54
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Nevertheless, normal working order had yet to be restored in the country and its
economy. The convening of a General Meeting of Shareholders, which had been post-
poned anew for October 1946 because the “…economic situation of the country…”
was not “…opportune for a review of the various matters that need to be discussed
at the forthcoming General Meeting…”, was eventually approved by the General
Council in May 194655 and by the Minister of National Economy in June 1946.56

However, in October 1946 the meeting was postponed again for April 1947, which
was not judged to compromise central bank communication, as the Bank regularly
published its financial statements every two weeks.57 In the meantime, amid renewed
currency instability between late August and early September 1946, the Bank sold
gold sovereigns on the market and managed to contain the price of the gold
sovereign to 136,000 drachmas and prevent its rise in the context of a surge in
all other prices.58

Financing to consumer cooperatives was one of the credit policy priorities at the
time and was regulated by a Currency Committee decision, allowing banks to ex-
tend loans to consumer cooperatives with a maturity of 12 months or, in exceptio-
nal cases, 15 months, at an interest rate of 3%, with funding from the Bank of Greece
at an interest rate of 1.5%.59

The sectoral allocation of credit for the year 1946 was outlined at the March 1947
meeting of the General Council discussing the balance sheet of the years 1945 and
1946.60 The bulk (60%) was accounted for by agricultural production, compared
with only 6% for industry, 15% for tobacco trade and 10% for other trade. At cur-
rent prices, the Bank’s lending rose from 29 billion drachmas at end-1945 to 643
billion at end-1946, while the outstanding amount of Bank of Greece advances to the
Greek State rose from 85 billion drachmas to 510 billion during the same period.
Both increases are huge, even factoring in inflation.

On the other hand, the Bank’s gold and foreign exchange reserves had declined
by end-1946, due to the sales of foreign exchange to finance imports of food and
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raw materials and of gold sovereigns with a view to containing their price. How-
ever, this policy of sales was seen as essential for preventing economic collapse; in
particular gold sovereign sales were a necessary but temporary measure in the face
of widespread gold sovereign hoarding and speculation, which were a major obsta-
cle to economic recovery and deprived the economy of resources for productive
investment. The sales of gold sovereigns by the Bank of Greece were aimed precisely
at cracking down on the phenomenon of chrysophilia, or gold thirst.61

On the inflation front, the Bank’s policy had been successful: after the parity of
the drachma’s exchange rate to the pound sterling and the US dollar had been ad-
justed in February 1946, prices had remained broadly stable, providing favourable
conditions for a pick-up in agriculture and industry and continued adequacy of sup-
plies and imports. By December 1946, industrial production had rebounded to
60% of its pre-war level, while agricultural production had performed satisfacto-
rily, considering the conditions prevailing in rural Greece. Foreign aid was deemed
absolutely necessary for the country’s reconstruction, but the success of the
endeavour necessitated a domestic effort, hard work, expenditure cuts, savings and
discipline to government policy guidelines.

Thus, the Bank of Greece, despite the adverse environment within which it had to
contribute to economic recovery, carried through its efforts towards a turnaround in
economic and social sentiment. While continuing to finance the tobacco industry,62 it
also provided loans for the development of tourism. Specifically, in March 1947, follow-
ing a Currency Committee decision, the General Council approved a loan to the Or-
ganisation for Hotel Credit, to support a number of hotels with a total capacity of 1,300
beds so that they could restart business. The loan was guaranteed by the Greek State,
had a maturity of two years and an annual interest rate of 10%.63 The same period also
saw the first cases of penal clauses in favour of the Greek State called in, because loans
for productive purposes (namely the operation of manufacturing plants or purchase of
raw materials) had been used for the financing of trade or the production of goods
other than those designated.64 Finally, in July 1947, following a decision by the Cur-
rency Committee, the Bank of Greece also financed the Greek Carpet Organisation
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(Office Hellenique de Tapis) with a State-guaranteed three-year loan at an annual in-
terest rate of 3%, to enable it to resume operations.65

As part of its responsibilities, the Bank of Greece also covered the salaries and li-
ving costs of the foreign members of the Currency Committee. Thus, the General
Council approved in July 1947 the relevant outlays for American adviser Gardner
Patterson, following the extension of his term until 30.6.1948. His salary was set at
US dollars 12,000 per annum plus a monthly allowance of 400 dollars for represen-
tation, travel and other expenses, as well as house rent. At the end of his tenure he
would take one extra monthly salary, US dollars 1,400 for relocation costs and his
fare back home.66 A similar arrangement was made for the British member of the
Currency Committee, Theodore Gregory, and his assistants.67 Moreover, the Bank
of Greece covered the living and accommodation expenses of the three foreign
members of the External Trade Directorate, given the entity’s relevance to monetary
and credit policy making by the Bank of Greece.68

As another line of credit activity, the Bank extended loans to the Ministry of Fi-
nance, to build up a “Providence reserve” for extraordinary social transfers, such as
to workers of tobacco industries. These loans carried a favourable annual interest
rate of 1%.69 In other cases, credit decisions sought to support specific regional ac-
tivities under favourable conditions. Thus, the Agricultural Bank was financed at a
rate of 2%, instead of the standard 3%, for on-lending to Dodecanese grape growers
charging the borrowers with a total cost of no more than 5% per annum.70 Also, gi-
ven the harsh conditions in rural areas, the Currency Committee approved loans
(by the Bank of Greece and commercial banks) to support domestic distributional
trade and transport of goods.71

The introduction of “bons” was announced at the General Council meeting of
13.10.1947 by the Governor of the Bank of Greece. The measure had been agreed
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between the government and the American Mission, and the Bank of Greece had
been assigned to print the securities in utmost secrecy before their launch was pu-
blicly announced.72

The new credit policy of the Bank of Greece was made official with the in-
clusion of a new Article 75 in its Statute, allowing the Bank, by way of derogation
from its Statute and with a view to supporting the national economy, to extend
credit to industrial, agricultural, banking or other enterprises until the end of
1948, on terms to be specified by the General Council. The Bank was also
allowed to introduce to contracts a penal clause in favour of the Greek State, as
well as to extend advances (until end-1948) to the Greek State against bills of
exchange or promissory notes issued or endorsed by the latter, on terms to be
bilaterally agreed upon.73

A category of loans that became standard practice as from early 1948 were those
to the National Mortgage Bank of Greece, which provided long-term financing to
various entities, such as the National and Kapodistrian University of Athens,74 the
Aristotle University of Thessaloniki75 and the Panteios School of Political Sciences,76

the Piraeus Port Authority,77 the Athens-Piraeus Power Company, etc.78 These loans
had a maturity of ten years and carried an interest rate of 2%. Credit to exporters
also continued, e.g. with loans to olive oil exporters,79 approved by the Currency
Committee following a recommendation of the Ministry of National Economy, to
help them export the bumper crop of 1948.

An overview of the economic situation as at the end of 1947 was provided by
Governor G. Mantzavinos at the General Council meeting discussing the balance
sheet for that year.80 Banknotes in circulation had almost doubled between 31.12.1946
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and 31.12.1947 to 973.6 billion drachmas, but were more than offset by the Bank’s
“productive investment”, which stood at 1,168 billion drachmas. This indicated that
the Bank of Greece was right to not see itself as responsible for the inflationary
phenomena of the time.

However, acting in line with the instructions of the Currency Committee and
the government, the Bank of Greece did not let monetary policy constrain its
growth-enhancing credit policy. This credit policy seemed to work: industry and
agriculture recovered, with their output indices rising to 72% and 65% of their re-
spective pre-war levels. On the other hand, foreign exchange reserves dropped and,
but for American aid and UNRRA relief, the consequences for the economy would
have been devastating. At the same time, the Bank of Greece pursued a strong
disinflationary policy, including sales of gold sovereigns in order to contain their
price and ensure that the prices of goods remain unaffected. Advances to the Greek
State also increased, by about 35%, but, insofar as they were used for the manage-
ment of supplies, they were in effect no different from productive credit to trade
and therefore did not contribute to inflation. The Bank of Greece welcomed the im-
provement in public finances, although associated with high and broad-based
taxation; still, this was preferable to creating deficits that would in turn necessitate
increased banknote issuance. The Bank’s view was that taxation should optimally
leave such after-tax disposable income as to sustain the development effort.

The declining purchasing power of the drachma remained a source of concern,
as about one-third of this power had been lost by the end of 1947 relative to one
year earlier. The Bank of Greece attributed the rise in prices to the high import
prices, higher indirect taxation, continuing difficulties in international trade ex-
changes, as well as to the civil war that had disrupted the transportation of goods
across the country. Most importantly however, higher prices were due to the
decline in imports during 1947, which had impaired the adequate supply of goods,
and the delayed introduction of an effective price control system.81 The Bank of
Greece believed that by addressing these problems, and mainly by utilising American
aid to support industrial and agricultural production, it would be possible to
overcome the economic crisis and move on to development and a brighter future for
the country.

In the next period, financing continued apace. Recipients included iron indu-
stries that needed imports of raw materials;82 the National Bank for financing the
purchase of 1,000 vehicles from Greek Gunpowder and Cartridge Company S.A.
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for professional motorists;83 and the National Mortgage Bank for long-term loans to
construction firms enabling them to restore their equipment.84

In July 1948 the Bank of Greece changed its interest rate policy: it raised the ceil-
ing on its lending rate to 12% and specified that banks could not charge borrowers
with more than 15% per annum (increased to 16% by a later decision), including
commission fees and other costs.85 Also, it raised from 3.5% to 5% the annual interest
rate on funding to commercial banks for on-lending to commerce and industry,
leaving unchanged the interest rates on the Bank’s loans to tobacco trade and the
favourable interest rates applying to public utilities, consumer cooperatives, the
Agricultural Bank and the National Mortgage Bank.86 In addition, the Bank of
Greece required commercial banks to provide the Currency Committee with any
financial and accounting data upon request; any institutions that failed to comply
would face an increase in their required reserves with the Bank of Greece and, in
case of repeated breaches, exclusion from central bank funding.87 At the same time,
the Currency Committee introduced the compulsory use of cheques in the
disbursement and repayment of loans, with a view to reducing the need for cash,
encouraging bank intermediation and exercising more effective control on the
relevant transactions.88

The Bank’s delegate at the Annual General Meeting of the Bank for Internatio-
nal Settlements in June 1948, Κosmetos Kosmetatos, reported to the General
Council on the international economic and banking state of affairs.89 The meeting
brought together central bank governors from across Europe and, for the first time,
American delegates of the World Bank and the International Monetary Fund. Par-
ticipants commended the stance of the Bank of Greece during the war and its efforts
to resume its role in international cooperation based on its pre-war experience. One
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of the issues discussed referred to payment agreements among European countries
and multilateral monetary compensation, enabling to economise the use of foreign
exchange, mainly dollars of American aid. The BIS had undertaken the technical
management of these multilateral monetary compensation schemes. However, a
problem that could not be addressed by these payment agreements was the existence
of a majority of countries with a permanent debtor position and a minority of
countries with a permanent creditor position on the relevant accounts. Thus, to cover
intra-European transactions, it was proposed to use part of the aid available under the
Marshall Plan. Kosmetatos argued that, in his view, the BIS’s effort to rehabilitate the
European economy was motivated by its aspiration to become, with the help of the
United States, the central bank of Europe.

As a follow-up to the Economic Cooperation Agreement signed between the go-
vernments of the United States and Greece in July 1948, an agreement on industrial
and agricultural loans was signed and was announced to the General Council in
November 1948.90 The rationale behind this agreement was that economic recovery
necessitated a more effective utilisation of Greece’s natural resources and the deve-
lopment of agriculture and industry; this effort required funding that could not pos-
sibly come from domestic sources alone. The amounts of dollars and pounds
available under the agreement would be used to finance imports for supporting in-
dustry and agriculture. Moreover, a Central Loans Committee was set up, compri-
sing representatives of the Greek government, the Bank of Greece, the American
Mission and the banks participating in the programme. The Central Loans Com-
mittee would decide by majority vote on loan applications forwarded by the parti-
cipating banks, following an assessment of their compatibility with Greek law, the
requirements of the aforementioned agreement, the government’s credit policy
orientations, the Greek Recovery Programme and the specific lending policy of the
Central Loans Committee. The Currency Committee would prepare a list of the
banks eligible to participate in the programme, and the terms and conditions for
such participation would be agreed between banks and the Greek government. Par-
ticipating banks would receive the relevant loan applications and undertake to mo-
nitor and execute the loan agreements in accordance with the instructions of the
Central Loans Committee. The maximum maturity of these loans was 12 years and
the maximum lending rate 8%. The agreement would expire on 30.6.1952, although
the United States reserved the right of early termination.
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Another agreement addressed the supply of capital goods in the context of the
Greek Recovery Programme.91 Specifically, the ministries involved in the recovery
programme needed to import certain goods. Financing for these imports would
come from (a) the Economic Cooperation Administration (ECA), which would pro-
vide loans in US dollars; (b) the relevant bodies of European Economic Cooperation,
which would provide multilateral monetary compensation; and (c) the Bank of
Greece, which would supply foreign exchange in pounds sterling, as well as drachmas
for the domestic part of import payments under clearing arrangements. Based on
this agreement, the Greek State was required to deposit with the Bank of Greece the
drachma equivalent of American aid, of which 95% would be blocked and offset
against the outstanding debt of the Greek State vis-à-vis the Bank of Greece in the
context of these supplies.

Under the Greek-American trade cooperation agreement, several financing ope-
rations took place: loans for the import of automobiles, approved by the Currency
Committee following a relevant decision by the Hellenic-American Automobile
Committee;92 funding to the National Mortgage Bank for a 10-year loan to support
the import and installation of US-manufactured machinery by Hellenic Steel Sheet
and Tin S.A.;93 a loan to Attica Lignite Mines S.A., which ultimately benefited from
a favourable repayment arrangement taking into account the firm’s financial condi-
tion and importance for the Greek State.94 The management of these operations as
well as of all American aid loans was entrusted to a newly established Section of the
Bank of Greece.95

To facilitate import trade, especially imports of essential inputs to industry, the
Currency Committee, following a proposal by its representative at the Ministry of
National Economy, Charles Terrell, specified that importers could be financed for up
to 50% of the value of their foreign exchange vouchers (or bons) upon the opening
of the letter of credit. Also, upon arrival of the imported goods at the customs they
could be financed for 50% of the invoice in foreign exchange (having to pay the
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remaining 50% on their own). Imports by industrial or handicraft enterprises would
again be financed up to 50% of the value of foreign exchange vouchers, but in the
case of imports of raw materials and fuel, the financing upon arrival would be up to
70%.96 These percentages were changed by a new decision in July 1949, envisaging
the financing of up to 40% of foreign exchange vouchers and the invoice price upon
arrival, with the exception of raw materials and fuel for industry and handicraft in
which case financing was up to 60%.97 Finally, by a new decision in August 1949, fi-
nancing to import trade via letters of credit upon arrival of the goods was increased
to 70%, or 90% for raw materials and fuel to industry and handicraft.98

At the 19th Annual General Meeting of the Bank for International Settlements
in Basel on 13.6.1949, the Bank of Greece was represented by its adviser Κ.
Kosmetatos.99 Participants also included representatives of the US State Department,
the US Treasury, the Economic Cooperation Administration, the Organisation for
European Economic Cooperation (OEEC), the US Federal Reserve, the Interna-
tional Bank for Reconstruction and Development and the International Monetary
Fund, as well as central banks, including those of Egypt, Turkey, Portugal, Ireland
and the Eastern European countries.

The BIS provided technical assistance to the OEEC for the settlement of trans-
actions in the context of bilateral agreements and indirect aid. According to
Kosmetatos, although the BIS’s report revealed its adherence to economic ortho-
doxy, which, in his view, could not fit the specific circumstances of Greece, still he
saw it as useful to mention the key points of the report. He went on to note that the
BIS had assessed the year 1948 as one of “…economic and monetary rehabilitation”.
Whereas the first post-war years had rightly been marked by disinflationary policies
alongside measures to bolster output, thereafter less control was warranted. Thus,
according to the orthodox view, higher investment could not contribute to economic
stability unless it was matched by sufficient savings, with government expenditure
financed by additional taxation. A country would not be able to stand back on its feet
through “excessive” investment in capital goods, if it lacked a sound credit policy and
had an overvalued currency and high output prices, all of which would lead to a
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deficit in the balance of payments, a drain on foreign exchange holdings and a
“…squandering of foreign credit…”, thereby perpetuating economic imbalances.

Continuing his discussion of the BIS report, Kosmetatos noted that according to
the BIS “…the advocates of controls should not forget that these, although they help
to save foreign exchange, on the other hand cause, or at least greatly contribute to,
higher domestic consumption to the detriment of exports”. Therefore, all forms of
prohibitions and restrictions imposed for monetary or other reasons had to be abo-
lished. At the national level, each country should take care to maintain its internal
and external stability, without creating excessive domestic purchasing power. In con-
cluding his account, K. Kosmetatos remarked that, although these views were not re-
levant for Greece at the time, they could become so in a future different context of
the Greek economy and thus deserved the attention of the Bank of Greece.

On 22.9.1949, the Governor of the Bank of Greece announced an adjustment of
the exchange rate of the drachma vis-à-vis the pound sterling,100 necessitated by the
devaluation of the pound, which affected most of the currencies of Marshall Plan
countries. The new parities of the drachma against the US dollar and the pound
sterling reflected Greece’s economic reality. To prevent a pass-through to domestic
prices, the Greek government took a number of measures, such as: (a) maintaining
at pre-devaluation levels the administered prices of essential foodstuffs, as well as the
prices of all other food and clothing items, fuel and certain raw materials for
industry; and (b) strict price controls for all other goods. At the same time, legisla-
tion was adopted to ensure a corresponding adjustment of foreign exchange and
credit policy, as well as of the policy to boost production and exports, in line with
the economic development agenda.

With respect to export trade, in October 1949 the Currency Committee decided
that exporters could obtain financing for up to 70% of confirmed letters of credit, to
be disbursed two months prior to the execution of the credit, at the latest.101

In January 1950, Deputy Governor S. Grigoriou announced to the General
Council that Governor G. Mantzavinos had been appointed Minister of Finance102

and had been sworn in as a member of the government at the Greek Embassy in
Washington, D.C. on 9.1.1950.

At around the same time, a new Currency Committee decision introduced even
stricter penalties for non-compliance by banks with Currency Committee’s credit
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control guidelines. Sanctions included a higher minimum reserve ratio, a higher in-
terest rate on Bank of Greece funding, as well as criminal liability for the natural
persons involved, whether employees or board members of the bank concerned.103

In March 1950, the General Council was informed that the Governor, on a visit
to the United States together with Theodore Gregory, had requested the Federal Re-
serve Board in Washington to send a banking expert to Greece to assist the Currency
Committee in its enquiry into the Greek banking system. The Fed appointed Delos
C. Johns, general counsel and secretary (and later vice president) of the Federal Re-
serve Bank of Kansas City.104 Johns joined the Bank of Greece and, in April 1950, a
General Council decision defined his remuneration and the costs of his three-month
stay in Greece, which would be paid by the Federal Reserve Bank of Kansas City
and debited to the account of the Bank of Greece.105,106

In view of the growing financing needs of domestic trade businesses, the Bank
of Greece decided to raise the loan amount threshold that could be approved by a
number of its branches, as well as by its Head Office.107 Moreover, the Bank of
Greece extended credit to HELLAS Hellenic Airlines for the purchase of an aircraft
for its Athens-London flight connection,108 as well as to National Greek Airlines
(ΤΑΕ) for working capital, due to a deterioration of its financial condition.109 Mean-
while, arrears on past loans had been accumulating; to address this problem, a Cur-
rency Committee decision was issued, as announced to the General Council in
August 1950.110 The decision called for banks’ best efforts to ensure the settlement of
such arrears. Subject to prior approval by the Currency Committee or the Industrial
Credit Committee, banks were authorised to lengthen the repayment period only for
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borrowers that had repaid a considerable part of their debt. For every month in ar-
rears, borrowers would face an additional charge of 0.5%. Commercial banks were
not allowed to extend credit to borrowers with outstanding debts to the same or any
other bank without prior approval of the Currency Committee.

By a new amendment to the regulations on the financing of domestic trade, the
Currency Committee decided that financing should not exceed 40% of the value of
goods, except for building materials and other inputs to construction activity. Also,
along with the loan application, prospective borrowers had to submit a statutory
declaration regarding any existing debts to other banks. Those whose loan applica-
tions were rejected had the right to appeal before a review committee to be set up
at the Bank of Greece and bringing together the Director of the relevant Depart-
ment of the Bank of Greece, a representative of commercial banks and a represen-
tative of the local Chamber of Commerce and Industry or Merchant Association.111

In late 1950, the Bank of Greece began to extend loans, repayable in 30 monthly
instalments at an annual interest rate of 3%, to its employees for repurchasing their
homes that had been sold under duress during the Occupation.112 Also, in the con-
text of the effort to ensure the adequacy of supplies, working capital financing was
extended to oil companies for imports of oil products; the loans covered 100% of im-
port invoices or foreign exchange vouchers and were repayable in two years.113

The financing of the Thessaloniki International Trade Fair was announced for the
first time in May 1951. After a suspension of 10 years, the Fair would open again in
September of that year and was in need of financing to repair war damages and re-
store its pillaged facilities. The loan, which would top up the Marshall Plan aid, was
guaranteed by the Greek State and was repayable by 30.11.1951.114

In June 1951, the Governor reported to the General Council on his visit to the
United States and the talks he had there with Federal Reserve, IMF and IBRD offi-
cials. The discussions focused on problems arising from the abolition of bons and
matters relating to the introduction of a rationing system in Greece, mostly for olive
oil. Also, the Governor informed the General Council that one of the main recom-
mendations of the Johns Report was the establishment of a new Banking Supervi-
sion unit, reporting to the Currency Committee. Thus, the Governor suggested that
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an American expert should be assigned to organise such a unit. Federal Reserve au-
ditor W.H. Dillistin was chosen for the task, and his recruitment by the Bank of
Greece under a one-year contract was proposed.115

At the Annual General Meeting of the BIS in Basel on 11.6.1951, the Bank of
Greece was once again represented by its adviser Κ. Kosmetatos. The meeting re-
viewed the global economic situation and recommended policies in line with eco-
nomic orthodoxy. Τhe BIS report focused on possible ways to avoid inflation as a
result of increased armament expenditure in Europe. All countries had to re-
examine their tax policies, curtailing non-essential expenditure, and address the
decline in investment. As rephrased by Kosmetatos, the report also noted that
balance-of-payments equilibrium had broadly been restored in the dollar area, thus
the only reasons why foreign exchange restrictions remained in place were associated
with vested interests or foreign exchange shortages. Disagreeing with “those which
adhere to a collectivist type of economy”, the BIS argued that the wartime credit
controls could not be usefully employed in time of peace, even if it were an “armed
peace”. The great risk lay in a relapse to inflation as a result of re-armament, which
would weaken economic and social structures, especially in “countries with a rela-
tively free system”. Other proposed ways to finance the increased military expendi-
ture, apart from higher taxation and cuts in other types of spending, included
borrowing and a restrictive credit policy through interest rate increases. Further-
more, in order to maintain monetary equilibrium, which would also contribute to
higher saving levels, there should be no recourse by governments to money issuance
through the central bank for financing their expenditure. Economic growth would
also be supported by a gradual relaxation of import restrictions and by restoring free
scope for foreign competition. Overall, the BIS considered that international com-
petition would keep prices down, boost production and —coupled with a prudent
credit policy at the national level— enhance confidence in the currency, thus gene-
rating savings that could be used to finance armaments without causing inflation.

Kosmetatos believed that these views could not be fully applied in the case of
Greece, which, saddled with the devastating impact of the civil war, balance-of-
payments and fiscal deficits and unemployment, lagged behind the recovery under-
way in Western European countries. Under the prism of the orthodox stance of the
BIS, the effort of the Bank of Greece to stabilise the currency by selling gold sovereigns,
as well as its credit policy aimed at strengthening productive capacity, were seen as
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positive. What was inconsistent with that orthodoxy was only the growing govern-
ment spending financed by the Bank of Greece, which along with the rising world
prices of raw materials and the psychological factors associated with Greece’s border-
ing on the Eastern Bloc, caused the domestic purchasing power of the drachma to de-
cline. Therefore, the sound policy of the Bank of Greece was distorted by factors
beyond its control.116

At the International Credit Conference held in Rome in 1951, the Bank was re-
presented by its Deputy Governor and, on behalf of the Currency Committee,
T. Gregory. Discussions focused on bank liquidity and control on money circulation
and credit. The conference brought together representatives of the major European
and US banks and academics. T. Gregory talked about bank liquidity, while the
Deputy Governor of the Bank of Greece focused on the issue of inflation in Greece.
After presenting an overview of the policy of the Bank of Greece, in particular its
policy with respect to gold, the Deputy Governor described the situation of
the Greek economy, highlighting the psychological factor, while also stressing the
need for a well-functioning banking system and for the operational autonomy
of central banks.117

In November 1951 the General Council was officially informed of a Currency
Committee decision regulating credit to import trade.118 The decision identified
three classes of imports and specified the percentage of import value that could be
financed, as follows: 60% for Class Α, comprising basic foodstuffs and livestock;
50% for Class Β, encompassing all consumer goods and raw materials under the
current needs plan other than those included in Class A; finally, Class C goods, to
be specified by joint decision of the Ministers of Finance and Commerce, were not
eligible for financing. Loans would be extended by commercial banks, with the
possibility of recourse to the Bank of Greece for funding only where their own
available funds were insufficient.

As the problem of arrears on bank loans persisted, the Currency Committee is-
sued a new decision,119 whereby banks were not allowed to grant any loan repayment
extension without the approval of the Currency Committee. Banks were authori-
sed to use any means, including legal action, to recover loan amounts, while the
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Currency Committee also urged the government to take the necessary steps for a
faster enforcement of court rulings.

In December 1951, the General Council was informed of the return of Κ. Var-
varessos to Athens from Washington. Κ. Varvaressos, serving at the International
Bank for Reconstruction and Development, had been invited by the government
to review the economic situation of the country and recommend measures for
its reconstruction.120

The Currency Committee decision of 20 December 1951 laid down the provi-
sions on banking supervision, in line with the recommendations of American ex-
pert W.H. Dillistin. A dedicated Section for Banking Supervision would be set up
at the Bank of Greece, divided into a Secretariat Service and an Inspection
Service. The former would determine the type of data banks that would be required
to report and collect such data. The latter would conduct on-site inspections at
banks and, if necessary, at their customers, to verify compliance with Currency
Committee decisions.121

3.4 Credit and monetary policy until the 1953 devaluation

A new Currency Committee decision on 16 January 1952 reformed the import
credit framework.122 Imports were now classified in four classes: Class Α included
food, draught and breeding animals, chemicals, fuel, metals, textiles, raw materials
for industry, timber, paper and finished paper products, leathers and skins, rubber,
minerals and mineral products, (road, railway and air) transport equipment, ma-
chinery and parts of machinery. These items could be financed up to 50% of their
import value. Class Β referred to goods that could be financed up to 25% of their va-
lue and included, in addition to specific items under the above categories, pharma-
ceuticals, medical supplies, electrical appliances, scientific instruments and office
supplies. Class C included fuels, which could be financed up to 100% of their value
based on relevant decisions by the Currency Committee, while Class D related to
items excluded from financing. The lists of Classes Α and Β were revised in August
1952 by decision of the Currency Committee,123 although the respective financing
percentages were kept unchanged.
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“The emblem of the Bank”, drawing by Michael Axelos, 1928
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Top: “The Administration and the Members of the General Council
convening on 23 November 1933”, painting by Michael Axelos, 1947

Bottom: The 1st General Council of the Bank of Greece
convening on the plot of its Head Office on 20 November 1933 

(according to the handwritten inscription at the bottom of the picture)
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Top left: Ceremonial laying of the foundation stone of the Head Office
(20.11.1933). Consecration by Archbishop Chrystostomos of

Athens; next to him, Emm. Tsouderos delivers a speech
Top right: Construction of the Head Office, 3.8.1934

Bottom: The General Council of the Bank of Greece, session of 4.4.1938,
the same day that the Head Office was inaugurated.

At the head: on the left Deputy Governor K. Varvaressos, in the middle
Governor Emm. Tsouderos and on the right Deputy Governor G. Mantzavinos
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Top: Perspective design of the Main Hall of Bank of Greece’s
Head Office by Dimitrios Tripodakis, 1933

Bottom: View of the Main Hall
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Top: Celebration of 50 years from the establishment of the Bank and commemorative coin
Bottom: Celebration of 75 years of operation and commemorative coin
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General Council minutes
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Banknotes issued by the Bank of Greece
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Bank of Greece publications



The minutes of the General Council of 6 February 1952 recorded for the first
time a divergence of views among its members, following the announcement of a
Currency Committee decision regarding the collection of debt arrears, whereby the
additional charge for every month in arrears would be increased from 0.5% to 1%,
payable to the Greek State. General Council member Α. Fix asked the Governor
whether this decision was binding on the Bank of Greece. The Governor replied that
indeed it was, and this was simply about its announcement to the General Council.
Then, members Μ. Finopoulos and G. Mamais protested, arguing that such mea
sures “…will bring about no benefit to the economy of the country, on the contrary
… they are … damaging”. Nevertheless, the General Council finally endorsed the
decision of the Currency Committee.124

The economy had not yet been stabilised, as was evident also by the urgent fun-
ding requested by the National Bank in February 1952.125 Specifically, the National
Bank, through its Governor, attributed its illiquidity to: (a) the penalties it had in-
curred for exceeding the ceiling on lending to domestic trade; (b) exceptionally high
deposit withdrawals; and (c) the delays in loan repayment by borrowers. Taking
these points into consideration, the Currency Committee decided to “…exceptionally
and strictly temporarily…” approve emergency credit from the Bank of Greece to
the National Bank, at an interest rate to be set by the General Council, and subject
to a regular reporting to the Currency Committee on the daily debit balance of the
National Bank’s account with the Bank of Greece.

In July 1952, the Bank of Greece extended a State-guaranteed loan to the
Greek National Tourism Organisation for the needs of its programme.126 Also,
by government decision, the Bank of Greece transferred to the Athens Stock Ex-
change, as temporary support, 0.5% of the drachma equivalent of banks’ foreign
exchange purchases and sales. By a new decision, this percentage was reduced
by one-fifth to 0.4%, with retroactive effect as from 1.1.1952, and became subject
to the requirement that such transactions should have generated gains for the
Bank of Greece.127
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In late July 1952, the Currency Committee revisited the matter of bank loan ar-
rears.128 A list was prepared with all borrowers having overdue bank debts of more
than 1 billion drachmas. Named in the list were manufacturers producing machin-
ery (6 companies), building materials (4), textiles (29), food (7), chemicals (9),
leather (1) paper (1) and tobacco (2 companies), one mining company, three
construction firms, 14 retailers and nine other organisations and enterprises, in-
cluding the Hellenic Telecommunications Organisation (ΟΤΕ), hospitals and agri-
cultural enterprises. Under the new Currency Committee decision, 40% of industrial
corporations’ debt would be refinanced against collateral of 3-month promissory
notes, while the remaining 60% would be exempted from the additional charge of
1% for every month in arrears. The Currency Committee had the power to remove
from the list a debtor enterprise whose total outstanding debt had fallen to less than
1 billion drachmas, including favourable repayment arrangements for enterprises
normally continuing their activity. In the event that the above enterprises failed to
settle their debts as prescribed by the decision of the Currency Committee, the lend-
ing bank would initiate judicial enforcement proceedings. These favourable provi-
sions would not apply to trade companies, which faced immediate legal enforcement
proceedings and could only avoid the sanctions for overdue debts by repaying 80%
of these debts.

A challenge for the Bank of Greece was ensuring co-financing by banks with
their own available funds, where required. The Credit Files Committee examined the
issue and concluded that: (a) it was absolutely necessary to continue the financing
programme in the cases where banks did not have sufficient funds to contribute;
(b) it was impossible, both in theory and in practice, to verify the accuracy of banks’
reported lack of funds; (c) therefore, for ensuring continued financing in such ca-
ses, the only option was for the Bank of Greece to provide funding assistance.

Of course, this would only be done for the part that banks were unable to con-
tribute and at interest rates less favourable than their respective retail deposit rates,
which would act as a disincentive to misrepresent their lending capacity. For that
part, banks would obtain funding in the form of rediscounts of (at most) three-
month promissory notes out of their commercial paper portfolio, at an interest rate
of 10%. Failing this, the Bank of Greece would extend the loan directly and for the
entire amount.129
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In September 1952, with a view to ensuring the viability of social security funds,
the Currency Committee prohibited them from forbearing social security arrears of
debtor enterprises, and introduced, with retroactive effect as from 1.8.1952, a
requirement on all businesses to submit a social security clearance certificate as a
precondition for their loan applications to be considered.130 Also in September 1952,
the Currency Committee abolished the established co-financing rates between the
Bank of Greece and commercial banks for loans to trade and industry, excluding to-
bacco trade, export trade in general, handicraft and consumer cooperatives. Financ-
ing projects would be provided exclusively by commercial banks out of their own
resources, indicating that banks had strengthened their balance sheets. Of course,
banks could also use funding they obtained from the Bank of Greece in the form of
commercial bill discounts. The interest rate was set at 5% per annum. To monitor
compliance with the terms specified by the Currency Committee in respect of loans
to trade and industry, a new committee (the Credit Committee) was set up within the
Bank of Greece, composed of the Governor and Deputy Governor of the Bank of
Greece, the two foreign members of the Currency Committee, one Currency Com-
mittee member in their capacity as University of Athens professor and, without the
right to vote, the Directors of the relevant Departments of the Bank of Greece.131

Yet another step towards assigning greater responsibility to commercial banks,
which also shows improved confidence in their ability to effectively implement the
defined credit policy, was the decision on the allocation of responsibilities between
commercial banks and the Industrial Credit Committee.132 First of all, the terms of
financing to industry were modified. Industrial companies would be financed for
their imports of raw materials and other inputs and, exceptionally, for domestic sup-
plies, only if they lacked own resources or commercial bill portfolios to discount.
Also exceptionally, lignite and ore mines would be financed to pay extraction wor-
kers. Costs related to expansion of facilities, repair of buildings and/or machinery
or the purchase of new machinery and parts were in principle ineligible for finan-
cing. As from 1.10.1952, prior approval of the Industrial Credit Committee for the
financing of industry would not be required in the following cases: (a) imports of
raw materials; and (b) purchases of raw materials from the domestic market, alth-
ough a long list of exceptions applied. An upper limit to credit per industrial
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plant was also introduced. The Industrial Credit Committee would decide on
applications by lignite and ore mining firms for loans to finance extraction costs
and exports of manufactured products and ores. Credit to commerce, related
to either import or domestic trade, was brought under the responsibility of
commercial banks.

In November 1952, it was announced to the General Council that the Currency
Committee had decided to set up a permanent Industrial Companies Audit Service
within the Bank of Greece, as recommended by British certified auditors. Its staff
would include auditors and supporting personnel, including translators, as its tasks
would involve contact and consultation with British experts.133 Furthermore, by a
decision adopted in December 1952, the additional charge of 1% per month in ar-
rears imposed on enterprises was also extended to banks with overdue debts to the
Bank of Greece,134 although a subsequent decision135 allowed for exemptions in the
following cases: (a) loans of less than 30 million drachmas; (b) arrears settled within
one month; (c) arrears settled within four months, for which the additional charge
was set at 0.5%; and (d) arrears for which the Currency Committee had approved a
repayment time extension.

In early February 1953, the Bank began to consider ways of cutting its operat-
ing costs, 136 and on 20.2.1953 it was announced to the General Council that,
owing to the decline in its gross income that had been observed in 1952 and was
projected to continue at a faster pace in 1953, it was necessary to reduce adminis-
trative costs. This led to the abolition of overtime pay, travel allowances to Direc-
tors, rent allowances to employees, the 15% bonus to staff in northern Greece, all
sorts of remunerations for participation in committees and councils, as well as the
adoption of a number of other drastic cost-cutting measures. Furthermore, the de-
cision to establish branches in the towns of Trikala and Livadia was cancelled, a
number of Director positions were abolished, and a target was set to downsize staff
by 350 persons.137

In March 1953, under Legislative Decree 2176/1952 “Measures to protect pro-
vincial industry”, the Currency Committee introduced a framework to govern cre-
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dit to industrial companies located outside large urban centres.138 These companies
enjoyed a favourable interest rate, 20% lower than the one applicable on other in-
dustries. In addition, banks were obliged to allocate to provincial industry at least
30% of their total lending to industry.

On 9.4.1953, the Governor of the Bank of Greece announced to the General
Council the government’s decision to adjust the exchange rate of the drachma to
the US dollar to 30,000 drachmas per dollar. The Governor explained to the Gene-
ral Council that the nature of the measure and the need for absolute secrecy to en-
sure its success had prevented him from announcing it to the General Council
sooner. Then, the Governor explained the reasons behind this devaluation and why
the prevailing conditions were favourable for its success.139

On 22.4.1953, announcement was made of the settlement of the issue of with-
drawals by the former National Bank and Bank of Athens after they had merged
into National Bank of Greece and Athens S.A. The settlement concerned the conti-
nuation of the right of the former National Bank to withdraw funds from Bank of
Greece deposits at its branches up to a fixed monthly amount and without any com-
mission fee, in exchange for the services it provided to the Bank of Greece free of
charge through its local branches.140

On the occasion of the Bank’s 25th anniversary on 14/05/1953, Governor
G. Mantzavinos conveyed a greeting message to the General Council, the staff and
the Bank of Greece Employees’ Union.141 Commenting on this, Deputy Governor
S. Grigoriou stressed that the Bank’s 25-year-long history had been inextricably
linked to the country’s economic development, while he also recalled the conditions
in which the Bank of Greece had been founded as a separate institution and the
efforts it had made to support the currency and credit. In all these years, the Bank of
Greece had not been guided by a profit-making motive, but rather by its commitment
to serve society at large and the productive classes.
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4THE PERIOD OF FIXED EXCHANGE
RATES, 1953-1971

4.1 Introduction

The 1950s found Greece with still open wounds from the Occupation and the
Civil War in all aspects of the nation’s life. The need to quickly increase production and
raise the standard of living was pressing and guided the economic policies pursued
during that period, particularly in its first years.

The actions of the Bank of Greece, whose role as bank of issue and monetary
and credit policymaker was strengthened further during the period 1950-1956,
were geared towards ensuring both currency stability, amid ongoing efforts for
economic reconstruction, and adequate supply of credit to the productive sectors
of the Greek economy. At the same time, efforts were made by the Bank of Greece
and the Currency Committee, in cooperation with the successive governments, to
ensure a strong and healthy banking system and to address chronic weaknesses
that were reflected, among other things, in persistent external and fiscal imbalances
until 1952.

As mentioned earlier, the monetary reform of 9.4.1953 was a milestone in Greek
post-war economic history.1 This adjustment of the exchange rate of the drachma,
implying its devaluation by 50% vis-à-vis the US dollar and the other foreign
currencies, was the result of long-term planning.2 The reform was introduced by
Law 2360/30 March 1953 “Emergency measures for balancing the budget and for re-
construction” and Law 2366/7 April 1953 “Abolition of tax exemptions and deroga-

1 “Announcement by the Governor regarding the adjustment of the drachma to the dollar”, General Council
minutes, Vol. 30, meeting 16, 9.4.1953, pp. 217-218. For the monetary reform of 9.4.1953 “Adjustment of the
exchange rate of the drachma”, ratified by Law 2415/9 May 1953, see also Annual Report for 1953.
2 Bank of Greece (1978), pp. 393-394. Also, Varvaressos (2002), pp. 375-406, and Psalidopoulos (2013).



tions”. Also, for the first time in more than 30 years, the government was able to is-
sue a domestic drachma-denominated loan of an “entirely voluntary character”.3

Before long, the monetary reform started to work as a driver of economic de-
velopment, confirming the expectations of its architects. In 1957, the then Gover-
nor of the Bank of Greece, Xenophon Zolotas, was happy to announce to the General
Meeting of Shareholders of the Bank of Greece that “the material improvement in
public finances and the relative credit relaxation provide for the first time the
opportunity to mobilise, on a large and increasing scale, the country’s national
resources towards the modernisation and development of agriculture and industry,
as well as the swift promotion of smaller projects of more immediate yield and
investments with a far-reaching impact on output growth”.4

The international environment, directly or indirectly, had a bearing on the path
of the Greek economy. The Korean War (1950-1953) benefited Greek shipping, but
also caused strong inflationary pressures on both sides of the Atlantic, first affecting
raw materials. Consumer inflation came close to 12% in the United Kingdom and
22% in France. In industrialised countries, employment rose by between 1% and
5%, unemployment declined and industrial output grew, in particular the produc-
tion of military equipment.

Global inflationary pressures began to abate after the end of the Korean War,
largely thanks to declining raw material prices, which fell by about 11% on average.
Still, it was obvious that the world economy was poised for a downturn, as evidenced
in a slight decline in economic activity and its low responsiveness to active demand.
The trade balance of Europe had improved, and so had its foreign exchange reserves,
but payments in hard currency remained a problem, as US dollars were hard to find.
The European Payments Union operated in the right direction, but had yet to
produce satisfactory results.

According to data from the Organisation for European Economic Cooperation
(OEEC), annual real GDP growth in OEEC member countries averaged 4% in the
period 1951-1954 and 6% in 1954-1955. Private consumption rose by 5% in Euro-
pean countries and by 6% in the United States, whereas government consumption
remained broadly unchanged or trended downwards. The rise in output from mid-
1954 onwards was accompanied by a wave of mergers in the industrial and bank-
ing sectors. Private investment increased, with a shift from construction and public
works in 1953-1954 towards investment in industry and productive equipment in
1955. World trade in value terms grew by 5%. However, Western European coun-
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tries still faced a shortage of US dollar funds, and American aid continued to bridge
the gap.

Amid conditions of strong demand, inflationary pressures resurfaced, while in
several economies —mainly in the United Kingdom and the Scandinavian coun-
tries— wage growth in industry outpaced the respective increase in productivity.
These countries responded by various measures, such as increases in the discount
rate and/or interest rates in general, credit restrictions on purchases of durable
consumer goods and construction loans, higher indirect taxes and a curtailment
of subsidies.

The initiatives aimed to create a European Common Market (or European Eco-
nomic Community (EEC) as it was officially named) and a European Free Trade
Area (EFTA) reflected a broader trend towards economic integration worldwide.
According to the Bank of Greece, the country’s political leadership should reconsi-
der its economic development agenda in the light of these international develop-
ments. The negotiations for EEC association lasted from 1958 to 1961, with the
Greek delegation led by Ioannis (Yangos) Pesmazoglou, Economic Advisor to the
Bank of Greece, close associate of X. Zolotas since 1955, and Deputy Governor as
from 1960.

Following the Association Agreement of Greece with the EEC, which came
into effect on 1.11.1962, the Bank of Greece emphatically pointed out a need for
structural changes that would gradually —over the next decade— make the Greek
economy competitive vis-à-vis the advanced economies of the EEC. According
to X. Zolotas, the benefits of economic integration and trade liberalisation could
be reaped only when participating countries were “of an approximately equal
economic strength”.5

The Bank’s assessment was that Greece should use the transitional period (1962-
1972) to broaden export opportunities for its fast-growing output, concentrating
“on a smaller number of products, for which to achieve internationally competitive
conditions of supply”.6 On the other hand, Zolotas warned against a protectionist po-
licy of high tariffs such as the one pursued in inter-war years. In his own words, “the
mentality of closed space and increased protection should be replaced by awareness
of the need for constantly better performance with a view to increasing and impro-
ving production and introducing modern methods of production organisation
and marketing”.7
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This implied a need to develop new and modern entrepreneurial units that, in
cooperation with foreign enterprises, could ensure the transfer of know-how, hence
a faster promotion of their exports. Greece’s success within the newly-established
Community depended on “a radical change in the attitude of the Greek business
community, which was formulated under the influence of protectionism”.8

From the Treaty of Rome in 1957 through to 1962, average annual GDP growth
in the EEC as a whole was 5.4%, and industrial production growth was 8%. Equally
remarkable was the trade performance of the EEC, as the combined trade of its six
countries rose by 132% between 1958 and 1963, having a significant contribution to
global trade.

In the eleven years from 1956 to 1966, the Bank of Greece continued to recom-
mend to the successive governments a prudent policy, aimed at ensuring that the
economy’s available credit resources were channelled into productive investment. As
asserted by I. Pesmazoglou (in a biographical note forming part of his archive), mo-
netary and credit policy planning and credible implementation by the Bank of
Greece had a major contribution to the country’s positive economic performance in
that period. The Bank of Greece placed emphasis on qualitative controls on the do-
mestic financial system, while at the same time working towards the fast develop-
ment of the secondary sector and the modernisation of the agricultural sector. It is
worth noting that its advisory role was not limited to the area of monetary and cre-
dit policy, but spanned the entire spectrum of economic policy. Nevertheless, cur-
rency stability always remained the central objective that guided the credit policy
measures taken by the Bank of Greece in cooperation with the Currency Commit-
tee. Monetary equilibrium, coupled with fiscal discipline, was seen by the Bank as
a sine qua non for economic development.

Between 1967 and 1971, the military dictatorship radically changed these ob-
jectives, aiming for faster economic growth at any cost. Growth rates were satisfac-
tory in that period as well, but were mainly driven by higher public investment and
credit relaxation. The growth path was lopsided: the primary sector was neglected,
in favour of construction and tourism. In that period, the Bank of Greece and the
Currency Committee had a rather redistributive role, focused on allocating the avai-
lable credit resources. And although active support by the banking system was ne-
cessary for the fulfilment of this role, this was not the case. The relaxation of credit
rules and the shift of credit policy away from qualitative control towards quantita-
tive credit rationing led to overindebtedness in certain sectors of the economy, com-
plicating the Bank’s job in controlling money circulation.
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During the seven years of the dictatorship (1967-1974), the Association Agree-
ment of Greece with the EEC was frozen. That period was marked by the interna-
tional monetary crisis of 1971 and the enlargement of the European Community
with the accession of the United Kingdom, Ireland and Denmark in 1973.

The first signs of the monetary crisis emerged as early as the 1960s, when it be-
came obvious that the international monetary system of Bretton Woods —with its
fixed exchange rates, the gold convertibility of the US dollar and the gradual libe-
ralisation of trade and foreign exchange— needed a drastic reform if it were to re-
spond to the new conditions being created by the rapid growth of the German and
Japanese economies, ongoing industrialisation, the dynamic expansion of the EEC
and the weakening of the dominant role of the United States in the world economy.

In the view of the Bank of Greece, the crisis of 1971 created favourable conditions
for improving Greece’s trade balance and more generally its foreign exchange posi-
tion within the international environment. However, it also implied a need to refocus
economic policy on currency stability, which had been sidelined in the context of the
Five-Year Economic Development Plan (1968-1972). The overheating of the economy
and the inflationary pressures that started building up in early 1972 called for a reo-
rientation of credit policy towards a disinflationary management of active demand.

4.2 Macroeconomic developments

In the first couple of years after the Civil War, Greece’s key social and eco-
nomic structures were broadly the same as in the pre-war period. From the early
1950s through to the late 1970s, however, the Greek economy followed an up-
ward path. Between 1953 and 1971, annual GDP growth averaged about 7%, with
considerable fluctuations.9

Overall, with the exception of the two years of economic stabilisation (1951-
1952), real GDP recorded positive growth, rising by 4% from 1953 to 1954 and by
6% in the next two years, driven by manufacturing and services.10

The supply of credit to the economy had an upward effect on currency in circu-
lation, which rose by 11% in 1954, whereas higher deposits held by public entities
with the Bank of Greece dampened money growth.11 Banknote circulation increased
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by 27% in 1955 and by 24% in 1956, though without disturbing monetary equilib-
rium. By the mid-1950s, currency in circulation and sight deposits (together
making up narrow money, Μ1) had been 39% and 11% higher, respectively, relative
to 1938, the last “normal” pre-war year.12 During that period (1954-1955), the rising
indices of producer prices, retail prices and cost of living were a source of concern for
the Bank of Greece.13 To a large extent, these rises stemmed from the supply of credit
to the economy, in particular to tobacco trade using Bank of Greece funds.14

The disinflationary policy pursued since early 1952 and the monetary reform of
April 1953, with the introduction of the new drachma and the elimination of the
zeros as from 1.5.1955, helped to contain inflation and restore public confidence in
the national currency.15 By 1955, the staggering inflation of the 1940s had been
reined in. In the latter half of the 1950s, the rise in prices averaged 2.3% annually
and, with a slight upward trend, hovered around 2.5%-3% up to 1971.16

The standard of living improved markedly in the period 1949-1974 and, mainly
from 1963 onwards, wages evolved in line with rising productivity, without how-
ever weighing on corporate profitability or investment.17

Unemployment and underemployment were two of the major social problems
faced by the country, which were expected to be addressed by the anticipated eco-
nomic growth. One-third to one-fourth of total labour force were unemployed,
which explains the continued migration outflows until 1972.18

The primary sector, in particular agriculture, performed satisfactorily, but the
structural reforms that would ensure its modernisation lagged behind. The intro-
duction of support prices in 1952 failed to bring about the desired restructuring of
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crops that would make Greek agriculture competitive. Thus, although output of cer-
tain products rose considerably, overall agricultural output lost part of its momen-
tum, due to delays in adopting new and advanced cultivation methods.19

The Bank of Greece, with its direct lending or loans intermediated by the
Agricultural Bank and the National Mortgage Bank, was the main source of
financing for the primary sector, offering preferential interest rates and supporting
efforts and initiatives aimed at a qualitative and quantitative improvement of
agricultural production.20

The secondary sector, mainly light industry, experienced robust growth from
the late 1950s onwards. Between 1959 and 1971, the general index of industrial pro-
duction rose by 179%, while investment in industry represented roughly 30% of
GDP in the period 1960-1975.21

Despite the strong performance of the primary and secondary sectors, imports
kept rising faster than exports, leading to growing deficits in the balance of pay-
ments and the trade balance in particular. The 1950s saw several bilateral trade and
payment agreements between Greece and other countries (mainly European), with
a view to expanding the markets for Greek exports.22 Nevertheless, during most of
the period under review, exports corresponded to only 30%-35% of imports, half the
pre-war (1938) percentage, and mainly concerned certain agricultural products such
as tobacco and cotton. Imports were dominated by finished manufacturing pro-
ducts and, starting from the 1960s, private passenger cars.
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Invisible receipts rose rapidly in the 1950s, steadily covering a considerable part
of the balance of payments deficit. This increase continued at an accelerating pace
throughout the 1960s, driven both by migrant remittances and foreign exchange in-
flows from shipping and tourism, two sectors that had received particular attention
under the reconstruction programme.23

From 1959 onwards, the emigration wave grew increasingly stronger. In the short
term, emigration helped to export unemployment and, through migrant remit-
tances, provided some relief to the balance of payments. In the long term, however,
it entailed a loss of human capital, which held back domestic economic develop-
ment. Between 1959 and 1965, the total number of Greek emigrants was some 538
thousand, 6.4% of total population. In 1961-1965, emigration flows rose at an ave
rage annual rate of 20.3%.

Handicraft, industry, agriculture and export trade were the priority sectors for
bank credit and benefited from favourable lending terms and conditions. In the
1950s, agriculture absorbed 55%-56% of bank credit (this share included credit to
export trade and tobacco trade), while manufacturing had a share of 33%-35% and
domestic trade accounted for a mere 11%. For the systematic supply of long-term
credit to support development, specialised state-run institutions were established,
such as the Economic Development Financing Organisation (OXOA) that under-
took to promote productive investment, mainly in industry.24

The period 1957-1971 saw an investment boom, which up to 1966 was financed
by 87% through domestic resources, with the remainder covered through foreign
funds. Foreign borrowing rose after April 1967, to serve the goals of the Five-Year
Economic Development Plan (1968-1972) of the military dictatorship; as a result,
foreign debt service payments increased sharply, to US dollars 76 million in 1969,
US dollars 80.8 million in 1970 and US dollars 106.6 million in 1971. Building
activity also flourished, supporting growth in the secondary sector. Against the
background of growing housing needs in urban centres, residential investment
soared, rising by more than 10% on average between 1963 and 1973.25

Law 2687/1953 “Foreign investment and protection of foreign capital”, imple-
menting Article 112 of the 1952 Constitution, enshrined the legal protection of pro-
fits arising from inward foreign direct investment, prompting the first capital inflows
into the country, which boosted investment and foreign exchange deposits. Attrac-
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ting investors hinged crucially on addressing the problem of Greece’s outstanding
foreign debt liabilities – in fact, this had been the rationale behind the adoption of
Emergency Law 1529/1950 “Settlement of recognised foreign exchange liabilities”
and Law 1586/1950 “Ratification and supplementation of Law 1318/1949”.26

However, the inflow of foreign private capital was rather sluggish during most of
the period under review.

In specific, foreign capital inflows picked up between 1956 and 1971, but still re-
presented only a small fraction of foreign exchange receipts. This period saw the
launch of important investment projects, such as the extraction of asbestos in the
area of Kozani, new shipyards, takeover and operation of air transport companies, etc.
Private investment rose sharply in the 1960s, and new major industrial plants were
put into operation, including the Nitrogen Industry, the Aluminium of Greece
(Pechiney), Esso-Pappas, Larco − General Mining and Metallurgical Company, Pirelli
Hellas, the Chemical Industries of Northern Greece, the Hellenic Steel Industry −
Halyvourgiki, and GoodYear Hellas, often involving foreign direct investment.

In the area of monetary policy, the Bank of Greece and the Currency Commit-
tee continued to play a dominant role and are credited with the stability of the
drachma in 1953-1971. During most of that period, the Currency Committee
exercised tight control on the banking system, which benefited from a return of
saving deposits, marking an end to the gold sovereign craze of the past decades.

The upward trend in bank deposits that started in the 1950s was temporarily in-
terrupted due to the Korean War (1950-1953). Thereafter, between 1953 and 1956,
saving deposits rose substantially, and so did the number of depositors, rising by
80% for the National Bank and Bank of Athens and tripling for the Postal Savings
Bank. The increase in saving deposits outpaced the growth of banknotes in circu-
lation, attesting to improved public confidence in the national currency. As in the
case of the Korean War, the Suez crisis of 1956 also triggered a temporary drop in
deposits. Among positive developments, under Emergency Law 1611/1950, depo-
sits held by public entities with the Bank of Greece increased, and banks became
less dependent on central bank funding.27

Between 1956 and 1973, propensity to save was strong —not that households had
large surpluses to save at the time— and saving accounts were the most profitable
choice. That period saw a mass inflow of deposits into commercial banks and the
Postal Savings Bank. By 1960, the total amount of saving deposits with commercial
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banks and specialised credit institutions had increased by 75% relative to 1958, reach-
ing 18 billion drachmas.28 Also, savings per capita more than doubled, from 513
drachmas in 1957 to 1,088 in 1959 and 1,285 in 1960.29 According to the then
Governor of the National Bank, Dimitrios Helmis, these figures indicated that the Greek
credit system had fully recovered, boding well for the future of the Greek economy.30

Private deposits by natural and legal persons rose by 62.5% in 1962 relative to the
previous year, with nearly 97% of this rise stemming from household deposits. Pri-
vate saving deposits increased by 52.9%, and time deposits by 41.1%.31 In nominal
terms, the volume of private deposits rose 41 times between 1956 and 1973.32 Short-
lived episodes of mass deposit withdrawals were occasionally triggered by the Cu-
ban crisis of 1962; domestic political developments in 1963-1965 (which coincided
with the Cyprus crisis and a deterioration in Greek-Turkish relations); the Arab-
Israeli War of June 1967; and a new Cyprus crisis in November 1957. With the me-
mories of World War II still alive, it was only natural that depositors panicked at
the mere thought of a new global conflict.33

In the area of public finances, the successive governments (led by the National
Radical Union and the Centre Union parties) more or less respected the fiscal rules,
thus the ordinary budget (which by definition does not include public investment)
was balanced or in surplus throughout the period 1957-1974. On the other hand,
the public investment budget, weighed down by the infrastructure projects of
the 1950s and 1960s, recorded deficits, which were partly covered by ordinary
budget surpluses, bond issues or borrowing from commercial banks through
Treasury bill issues.34

4.3 The Bank’s policy stance through the views of its Governors

The Governor’s Annual Reports presented to the General Meeting of Share-
holders of the Bank of Greece provide information on the annual accounts of the

192 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

28 National Bank of Greece (1960), p. 11. Prominent among the specialised credit institutions in that period
were the Postal Savings Bank, the Agricultural Bank and (as of 1964) the Hellenic Industrial Development
Bank (ETBA).
29 Ibid., pp. 11-12.
30 Ibid., p. 12.
31 Postal Savings Bank (1963), pp. 1-5.
32 Iordanoglou (2004a), p. 77.
33 Bank of Greece (1978), pp. 622 and 664.
34 For the contribution of American aid to covering the public investment budget deficit, see Stathakis
(2004), p. 187; for the economic growth model, see Psalidopoulos (2011).



Bank and review the monetary and credit policies pursued in the reported year.
They also provide an overview of the economic situation, challenges and prospects,
put in the context of international economic developments, and offer relevant
policy recommendations.

Throughout the period of the Zolotas governorship, Annual Reports warned
about the risks to the economic outlook and to monetary stability arising from a
potential rise in inflation and/or fiscal deficits. They also expressed concerns about
occasional surges in demand for gold sovereigns, which depleted the foreign ex-
change reserves of the Bank of Greece. In the period 1953-1966, the Bank of Greece
fervently advocated a restructuring in the primary sector, which it continued to sup-
port with financing (either by direct loans or by loans intermediated by the Agri-
cultural Bank). Permanent features on the policy agenda of that period were two
issues: the deficit in the balance of payments and the pressing need for a shift of
Greek production towards greater extroversion, i.e. from a domestic demand-led
model to export market penetration.35

The pursuit of economic development —which, as the Bank of Greece strongly
argued in the 1960s, should be elevated to a “national and social ideal”— was clo-
sely associated with a number of requirements, such as large-scale productive invest-
ment, modernisation of the banking system, an increase in long-term lending,
capital market reform and securities offering. For achieving this economic goal,
which was seen as very important also from a social point of view, the government
needed to ensure favourable conditions for attracting entrepreneurial capital and
borrowed funds. The implementation of public infrastructure projects and the pro-
vision of (mainly tax-related) incentives were only some of the necessary govern-
ment actions for the economy to embark on a path of development and growth.

Between 1957 and 1964, education reform stirred controversy in Greek society.
For the Bank of Greece, a reorientation towards technical education and voca-
tional training was an issue of high relevance for the country’s social and eco-
nomic progress and an answer to the acute problem of unemployment and the
resulting emigration.36

As already mentioned, starting from the mid-1950s, bank deposits grew
strongly and commercial banks became less and less dependent on Bank of Greece
funding. The Bank of Greece, in cooperation with the Currency Committee,
relaxed its quantitative and qualitative control over commercial banks, allowing
them greater freedom of action. Nevertheless, the diversion of bank funds to
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non-productive investment revealed the banking system’s weaknesses, which
exacerbated in 1967-1971.

The following sections discuss some of the major challenges facing the Greek
society and economy in the period 1953-1971, along with the respective views and
responses of the Bank of Greece. The views of Bank of Greece Governors Georgios
Mantzavinos (1946-1955), Xenophon Zolotas (1955-1967) and Dimitrios Galanis
(1967-1973) provide insights into the Greek economy’s capabilities and prospects in
the context of a changing international environment; they also confirm the role of
the Bank of Greece as an adviser to the government in terms of economic policy
strategy, design and implementation. During the dictatorship, this role was signifi-
cantly undercut. Given the overall climate that prevailed in this period, all the Re-
ports for the years 1968-1970 refrain from any criticism on the design and objectives
of the Five-Year Economic Development Plan (1968-1972), instead of extolling the
strong growth of national income, which however had been achieved through an
overheating in certain branches of the secondary (manufacturing, construction)
and tertiary sectors (tourism).

4.3.1 Inflation and “chrysophilia”

In the early 1950s, high inflation represented a key challenge for the Bank of
Greece. Governor Georgios Mantzavinos stressed that “…we started and we con-
tinue unceasingly our efforts against inflation”,37 since “the specter of inflation is still
haunting the restless world and... widespread efforts are being made to curtail the
creeping inflationary pressures”.38

In the face of the inflationary pressures triggered by the outbreak of the Korean
War in the summer of 1950, the Bank of Greece called for measures to control pro-
duction, prices and wages, combined with higher taxation and a moderation in bank
credit. This latter measure risked creating conditions of recession that would jeo-
pardise the reconstruction and development programme: “On the contrary, the
tightening of note-circulation and the decrease of credits below the essential limits
may bring about non-recommended anti-inflationary [: deflationary] consequences
and such a policy we reject altogether”.39 Thus, disinflationary measures were
deemed necessary, and their successful implementation required international
cooperation. In the case of Greece, delicate handling was needed to ensure that
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disinflation would not harm growth.40 According to the Bank of Greece, the mone-
tary policy pursued at the time could not be characterised as purely disinflationary,
but rather as a “policy for economic stability”.41

According to G. Mantzavinos, in the two-year period 1950-1951 the rise in pri-
ces would have been steeper, had not production increased by 10%, while the infla-
tionary pressures observed were largely attributable to the negative impact of the
Korean War rather than higher money supply.42 They were, in other words, a con-
junctural phenomenon, unrelated to the monetary and credit policies of the Bank
of Greece, and bound to fade away once the hostilities ended.

In the mid-1950s, the rising level of prices was still a cause of concern for the
Bank of Greece, which argued that all possible efforts should be made to stabilise pri-
ces. In this context, the Bank recommended credit facilities to certain branches of
import trade so as to speed up imports of basic goods; distribution of certain im-
ported goods by the State, keeping them in sizeable stocks to ensure effective con-
trol on the market; better organisation of the domestic market; and a compression
of transportation and intermediation costs.43

What was most urgently needed, according to G. Mantzavinos, was the completion
of the armament programme, which would put an end to the increase in defence
spending.44 The continued armament programme caused strong inflationary pressures,
which were compounded by the abolition of import subsidies, wage growth and the rise
in support prices for certain agricultural products in fiscal year 1950-1951.45

Nevertheless, between 1955 and 1972 average annual inflation hovered around
2.5%, one of the lowest worldwide at the time.46 Thus, throughout the period under
review, inflationary trends were broadly contained, with the exception of the years
1964 and 1965, when a pick-up in inflation threatened the monetary stability
achieved by then. In his Report for the year 1964, Governor Xenophon Zolotas
warned: “No economic phenomenon is more dangerous to social welfare and
democracy than rapid inflation”.47

The assessment of the Bank of Greece was that there were two factors that could en-
danger monetary stability in Greece. First, the psychological after-effects of the wartime
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and post-war inflation had not disappeared completely. The fear of inflation affected the
economic behaviour of individuals, as well as the composition of national expenditure.
The second factor had to do with continuous demands on behalf of various social
groups for increases in money incomes in excess of productivity increases.48

The inflationary phenomena of the two-year period 1964-1965 were accompa-
nied by a resurgence in demand for gold sovereigns, with serious repercussions on
foreign exchange reserves. Initially, the Cuban crisis in October 1962 triggered pri-
vate deposit withdrawals, which however did not exceed 1% of total deposits, while
private hoarding of gold was limited. Tension in Greek-Turkish relations on account
of the Cypriot issue in the period 1963-1964 and the political upheaval in July 1965
led to a considerable drop in the rate of increase in deposits and to stronger gold so-
vereign hoarding, phenomena that persisted until the end of that year. From De-
cember 1963 to December 1965, the gold and foreign exchange reserves of the Bank
of Greece fell by the equivalent of some 2 billion drachmas.49 At the same time,
there was a shift of savers away from bank deposits towards investment in land.

In the 1953-1966 period, both the Bank of Greece and the successive govern-
ments looked into drastic measures to curb the widespread chrysophilia. In 1955,
following a recommendation by the Bank of Greece, the government allowed the
Bank of Greece flexibility in pricing its sales and purchases of gold sovereigns, which
introduced an element of uncertainty and risk that discouraged speculators. The
measure met with relative success until late 1963; the occasional bouts of
chrysophilia during 1955-1963 were short-lived and did not disturb monetary equi-
librium or the buffer stock of the central bank. The advantage of this policy, as
opposed to an outright ban on gold coin transactions that was the most common
practice internationally, was that it did not undermine public confidence in the
currency and, above all, kept a channel open for gold sovereigns to flow back into
the Bank of Greece. The practice continued for years, enabling the Bank of Greece
to amass several millions of gold sovereigns.

In January 1964, demand for gold sovereigns returned with a vengeance.
Following much vacillation and lengthy discussions between the Bank of Greece and
the government, as from 27.1.1964, sales of gold sovereigns were subject to a regu-
lated procedure entailing buyer identification, but at the same time the Bank of
Greece recommended stopping any intervention in gold sovereign market altogether.
Although this recommendation was not acted on, the introduction of the regulated

196 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

48 Ibid.
49 From about 8.8 billion drachmas, it fell to 7.1 billion drachmas. See Annual Report for 1964 and Annual
Report for 1965.



procedure itself had an immediate impact, dampening excessive demand for gold
sovereigns. About three months later, however, excessive demand returned, and the
method of intervention in the gold sovereign market was reconsidered. The Bank
of Greece recommended a reintroduction of flexible pricing, which was rejected by
the government,50 thus it continued to intervene in the market, with large quantities,
to keep the price of the gold sovereign stable.

The Bank of Greece argued that a stable or broadly stable gold sovereign price, in-
stead of reducing demand, actually strengthened it. Indeed, mass sales of gold sove-
reigns followed, urging the Bank to call once again, by a memo dated 19.2.1965, for a
more flexible pricing.51 This was ultimately adopted in July 1965, at first without any
effect on the market. In fact, November 1965 saw a renewed wave of chrysophilia.
Against this background, the policy long advocated by the Bank of Greece, i.e. aboli-
shing the free (unofficial) market for gold sovereigns, maintaining the regulated mar-
ket and establishing a procedure of free conversion of gold hoardings into drachmas,
became unavoidable. This policy, introduced on 23.12.1965, exerted a dampening ef-
fect on excessive demand and, by end-1966, had delivered successful results, drasti-
cally reducing gold hoarding and eliminating the unofficial gold market, this “source of
perverse psychological influences” as Zolotas stated.52 This was largely due to the con-
tinuous and systematic follow up by the Bank of Greece over the gold market.

4.3.2 Fiscal policy

The years 1952-1953 marked a turning point in the reconstruction effort. Up to
1949, the Greek economy effectively continued to operate in war mode, with de-
fence spending absorbing about 50% of American financial aid, also in view of the
impact of the Korean War. Unlike government debt to the Bank of Greece, which the
Bank assessed as not posing monetary risks as long as American aid continued to
flow in, government deficits, which were covered by American aid, were a serious
problem and their reduction was urgently necessary.53
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With exorbitant defence spending and higher social expenditure, fiscal deficits
were unavoidable. In addition, the tax burden at the time was quite heavy, corre-
sponding to 27% of national income. According to the Bank of Greece, there was still
“room for the reduction of State expenditure, attainable by the reorganisation of the
whole administrative system and by the strict application of the principle of the
Budget’s unity. The latter should be applied by abolishing all special funds or
head[ing]s of expenditure. These should be included either in the General Budget
of the State or in the budgets of municipalities and communities, according to
whether general or local interests are being served”.54

Despite high defence spending, the State budgets for fiscal years 1952-1953 and
1953-1954 anticipated a balanced outcome without the use of US aid. In the view of
the Bank of Greece, both the policy for increasing public revenue and cracking down
on tax evasion and the policy of “cutting down all expenditure which is not absolu-
tely essential for the normal continuation of State activity”55 had to remain in place
and be intensified.

Higher-income classes, which had benefited the most from post-war economic
growth, were now called on to shoulder a greater tax burden. It was at these classes
that the government should target direct taxation in its effort to raise revenue.
However, as the tax burden was already about 23-25% of net national income,56 fiscal
consolidation could only be pursued by combating tax evasion, “taxing fully all tax
evaders” and by improving tax administration.57

After the tax reform of 1955 (Law 3323) and further measures adopted in 1957-
1958, the tax burden fell to 17%. These measures were aimed at simplifying the tax
system, improving tax efficiency and curbing tax evasion.58 According to the Bank
of Greece and Governor Zolotas, the cuts in income tax rates introduced by Legis-
lative Decree 3765/1957 were bound to reduce further the low share of direct taxes
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in total revenue, which was inconsistent with the principles of tax equality and so-
cial justice.59

In addition to tax evasion, another source of concern for the Bank of Greece was
rising government consumption, which had to be contained, always on the basis of
a clear planning. In particular, in case of extraordinary needs in the primary sector,
agricultural subsidies should be covered by the state budget.

To prevent demand from growing in excess of the available resources, it was ne-
cessary to take counterbalancing measures: “The principal and most healthy coun-
terbalancing measure, under the conditions prevailing in Greece at present, would
be the restriction of funds used by the government for current expenditure in excess
of current receipts, so that the rate of expansion in the financing of the economy
from Bank of Greece funds may be maintained”.60 Therefore, an improvement in
the cash position of the Greek State would have a beneficial effect on the financing
of the economy by the Bank of Greece.

The Bank of Greece always evaluated carefully its financing to the government,
thereby avoiding over-financing which would jeopardise monetary equilibrium.
Subject to a maximum ceiling as specified in agreements between the Greek State
and the Bank of Greece from 1949 onwards, the government received finance mainly
through the Centralised Receipts and Payments account and (as from 1955) the
Consumer Goods account, as well as in the form of advances against expected re-
ceipts (e.g. from NATO).

The increase in Bank of Greece advances to the government was driven by two
main factors: the purchase by the Greek State and pooling of agricultural products
(chiefly wheat and tobacco) and the financing of public investment. The Bank of
Greece had long called for a crop reform and a modernisation of agricultural pro-
duction. Excessive storage of agricultural products was leading to fiscal problems,
which in turn threatened monetary stability.

In view of this risk, Zolotas stressed that: “Experience has shown that fiscal de-
ficits constitute a main factor upsetting monetary equilibrium in developing coun-
tries”.61 The country’s development path at the time allowed no deviation from a
policy of cutting fiscal expenditure other than envisaged in the ordinary or the
public investment budget. It also dictated a measured increase in taxation and an in-
tensification of efforts to combat tax evasion. A lowering of tax rates could instead
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prove counter-productive, leading to higher consumer spending at the expense of
saving, hence investment.

It is worth noting that the Administration of the Bank of Greece itself practised
the cost-saving policy it preached. Thus, in the twelve years from 1954 to 1966, it
downsized its staff by 383 members, at a time when the volume of its operations
had more than doubled.62

4.3.3 Public and private investment

By 1950, the reconstruction programme had been reduced to the absolutely ne-
cessary projects, without helping to address the country’s economic problem,
which clearly required investment of a larger scale. Against this background, it was
necessary to attract funds from international organisations or private investors. The
first step in this direction was taken on 10.11.1953 with Law 2687 “Foreign invest-
ment and protection of foreign capital”, which concerned both long- and short-term
investment, but also included measures encouraging a repatriation of Greek ships
and attracting foreign ships to the Greek flag.63

In the Bank’s view, the low-income level in Greece created conditions for fast
production growth, making investment the primary focus of the economic effort.
Unemployment, widespread underemployment, cheap labour and, since 1953, cur-
rency stability created favourable conditions for foreign investment in Greece, at a
time when industrial production growth in developed countries had weakened due
to shortages in labour and basic materials (mostly steel). If supported by a more sta-
ble tax system and less cumbersome bureaucratic procedures for starting a business
in an environment of exchange rate stability, the country would become suited for
foreign investment and would attract international entrepreneurship.64

Investment by the Greek State and public organisations and enterprises would
play an important role and could, according to the Bank of Greece, be divided into
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large infrastructure projects and minor agricultural projects of rapid return. The
projects of the first category would be chiefly concerned with electrification, indu-
strialisation and expansion of the possibilities of agricultural production, while the
small-scale projects would make possible the rapid increase in production, mainly
of foodstuffs and basic raw materials. These small-scale projects could be carried out
in cooperation with the Army, which possessed appropriate technical equipment
and thus less expenditure would be required. However, despite the progress achie-
ved, the economic and investment effort was not sufficiently geared towards direc-
tions that would deliver high rates of increase in national product and employment.
It was necessary to create attractive opportunities for productive investment, scaling
down the pressure for investing public entities’ funds in construction and real estate
investment. The already strong tendency towards higher consumption should not
be encouraged, and all non-productive or less productive expenditure should be
curtailed. Mainly, public expenditure should be restricted, in particular investment
in construction projects of low economic benefit and of minor importance to the
majority of the population.65

Public investment projects were for the most part financed by healthy sources,
including the state budget, Treasury bill issues (particularly from 1958 onwards)
and US aid loans. Investment projects focused on the areas of irrigation and land
reclamation, road construction, energy and tourism. On the other hand, non-
productive investment showed persistently high growth. In 1959, construction
(mostly of houses) continued to represent 45% of total fixed capital formation, which
was seen as incompatible with the pressing problems for the economic development
of the country. Still, with small fluctuations, residential investment remained buoyant
throughout the period under review.66

As from the late 1950s, the execution of purely productive investment projects
was no longer hindered by shortage of funds. In the early 1960s, public investment
increased substantially, and private investment followed suit. To encourage private
productive investment, Legislative Decree 4256/1962 “Establishment and expan-
sion of industrial and handicraft companies” relaxed state control on private initia-
tive and simplified the procedures for the licencing and operation of businesses. In
the same year, new loans for fixed industrial investment (mainly from the Economic
Development Financing Organisation – OXOA) more than doubled as a percen-
tage of industrial investments, to 32.4% from 14.4% in 1961. This development
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clearly indicated that private initiative had started responding to the need for
intensified investment activity.67

In the mid-1960s, the launch of new large industrial plants, such as the Nitrogen
Industry, Aluminium of Greece (Pechiney), Esso-Pappas, Larco S.A. and the Chem-
ical Industries of Northern Greece was accompanied by a fast rise in private invest-
ment (25.4% in 1964 and 18.8% in 1965) and strong capital inflows, which doubled
relative to 1963 and hit a post-war high.

That period also saw the establishment of investment banks,68 such as the
Investment Bank (1962), the National Investment Bank for Industrial Development–
ETEBA (1963) and the Hellenic Industrial Development Bank – ETBA (1964). In the
view of the Bank of Greece, investment banks would only be able to operate effi-
ciently if they became channels through which foreign capital could flow into the
country.69 That said, the Bank of Greece had advocated the establishment of a single
investment bank, with the participation of the major Greek commercial banks and
possibly of other Greek credit institutions. An investment bank of this type would
enjoy greater independence from the parent organisations and would be able to
undertake bolder reforms.

In Zolotas’ words, the Bank of Greece had also taken various steps in support of
the establishment of investment banks, “although it has always been of the opinion
that the banks should cooperate in setting up a major investment bank that would
be able to play a decisive role in promoting economic and industrial development”.
Also, capital market deepening and wider stock ownership were necessary, with a
broader risk-sharing by the government or government agencies.70

Among the Bank’s recommendations for attracting funds directly into the exe-
cution of major developmental projects was the formation of joint-stock companies
with State participation and rights of control. At first, the government and public or-
ganisations would hold all the shares until such time as the conditions were created
for making them available to private individuals. It was necessary to attract private
capital and mobilise private resources. In this respect, the Bank argued that “the
idea of the appropriation of profits by the individual but the sharing, by the entire
community, of losses must definitively be abandoned”.71 Moreover, a permanent

202 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

67 Annual Report for 1962.
68 Vousvounis (2010) and Loizos (2012a).
69 Annual Report for 1963.
70 Annual Report for 1966.
71 Annual Report for 1954.



settlement on foreign public debt and a national, non-partisan, economic policy
were key prerequisites for the inflow of investment capital.72

Throughout the 1960s, the Bank of Greece stressed the need for the country’s
credit institutions to take, prudently but also boldly, more initiative. According
to the Bank of Greece, in a free market economy based on private initiative, it was
inconceivable to expect everything from the State. After all, the potential of
the state budget for investment was not unlimited, and the State was not an
“all-powerful economic entity”.73 At the same time, consumption absorbed a grow-
ing share of national resources, and the rise in investment was largely financed by
external borrowing.

Under the Five-Year Economic Development Plan (1968-1972), public invest-
ment expenditure more than doubled, reaching 61 billion drachmas, from 30 billion
drachmas in the previous five-year period (1963-1967). By 1971, fixed capital
investment as a percentage of total expenditure had reached 24.7%, up from 19.7%
in 1965. Investment also improved as a percentage of gross national product, to 27%
in 1971, from 22% in 1965.74

As the Bank of Greece had already warned in the period 1966-1967, the expan-
sion of government investment for its own sake and regardless of the general con-
ditions prevailing in the economy could have very adverse effects on monetary
equilibrium and economic development. This was more so if such an expansion of
public investment was financed by foreign borrowing. 75

4.3.4 The banking system and credit to the economy

In 1950, Governor Georgios Mantzavinos pointed out the need to strengthen
“by all means the tendency towards placing savings with banks because it constitu-
tes the basic prerequisite for the monetary and credit healthiness of our economy,
since the increase in the volume of deposits shall render possible the extension of
financing, not, however, by the use of means of payments created by the bank of
issue, but by the means which will come from the normal channels, i.e. the healthy
savings effected out of the national income”.76
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The rise in bank deposits that had started in 1949 enabled the Bank of Greece to
reduce banknote issuance: “In this direction, we think, lies the solution to our cre-
dit problems, i.e. in the financing of the productive branches on a continuously in-
creasing scale, from private savings flowing into the commercial banks”.77 According
to G. Mantzavinos, this would allow the Bank of Greece to return to its main func-
tion, which was “to supplement the money for the economy by issuing banknotes
and not, as it happens with us, out of dire necessity to supply the biggest percentage
of the economy’s financial requirements through the note-issuing privilege”.78 In
other words, the accumulation of savings at commercial banks was key to solving the
economy’s credit problem.

On the other hand, an expansion of financing, as a result of higher bank
liquidity created by deposits, was not free of inflationary risks.79 It was therefore
necessary to introduce effective means of controlling the size and impact of
the total money supply in the country. In the Bank’s view, the most appropriate
line of action in this respect would be to contain any expansion in banknote
circulation and absorb part of the increased liquidity to meet the needs of the
population and to strengthen the balance of payments.80 It was equally essential,
according to G. Mantzavinos, to make clear to economic agents, financial insti-
tutions in particular, that the scarcity of resources allowed no room for ineffi-
cient or non-productive investment. As the Governor said, “The fact that credit
means are drawn from a common pool and that, therefore, the use of finite
resources for specific purposes necessarily restricts the margins for the satisfac-
tion of others, is usually disregarded”.81

Credit had to be allocated (in 1955) mainly to handicraft and, through the Agri-
cultural Bank, to agriculture. Short-term loans to handicraft firms aimed to support
these businesses as well as employment. Handicraftsmen were seen as “a very sym-
pathetic class constituting one of the main pillars of the Greek economic structure”.82

Also, it was necessary to support agricultural production, through the Agricultural
Bank and US aid loans financing small-scale investment projects and the acquisition
of mechanical equipment. However, finding the means of endowing the Agricultu-
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ral Bank of Greece with cheap capital, enabling it to extend short-term agricultural
credit, was a matter still pending.

The financing of industry required a programme of medium- and long-term
loans, along with the introduction and use of Treasury bill and bond issues. T-bills
and bonds with security clauses and bank guarantees along with tax exemptions for
issuing securities represented, according to the Bank of Greece, desired and feasible
measures for financing productive investment.83

The Bank of Greece had good reason to question the effective and efficient
channelling of bank credit to the economy: in 1956, financing to industry had in-
creased by 11%, while industrial production had not increased more than 2%-3%.84

Sizeable amounts had been directed to export trade as well, but had failed to bring
about a proportionate increase in exports.85 It was thus a mistake to keep support-
ing enterprises which, despite ample financing, showed little or no improvement at
all in their condition. “It is, therefore, suggested that preferential assistance be given
to those enterprises which show ability and progressive spirit”.86 Nevertheless, the
higher supply of bank credit had considerably reduced firms’ reliance on costly non-
bank borrowing.

The reform of the banking system and the development of the capital market 
—which would have a crucial role to play in the sale of Treasury bills and bonds in
times of increased liquidity— represented major challenges in that period. In 1950,
on the initiative of the Bank of Greece, Delos C. Johns (Vice-President, Federal Re-
serve Bank of Kansas City), Theodore Gregory and John W. Gunter (the British and
American members, respectively, of the Currency Committee) were assigned to
study the Greek banking system.87 The conclusions of their report highlighted,
among other things, two fundamental problems of the Greek financial system: first,
a serious insufficiency of savings and, by consequence, the very high interest rates
offered in order to attract depositors; and second, the fact that two thirds of bank
credit to commerce, industry and agriculture were funded by the Bank of Greece.88

Based on the recommendations of the three experts, Emergency Law 1611 “De-
posits by Legal Persons Governed by Public Law and Insurance Funds” (“Public En-
tities”, as they are collectively called in the report) was adopted on 31.12.1950, under
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which a “Special Account for the Management of Funds of Public Organisations”
was established at the Bank of Greece. Thus, Public Entities’ funds in excess of
day-to-day operating needs would be deposited in a centralised manner with the
Bank of Greece, rather than being scattered among commercial banks as was
previously the case. Emergency Law 1665 “Operation and control of banks” followed
on 27.1.1951, further enhancing the role of the Bank of Greece in the domestic
banking system.89

In that period, consolidation in the banking sector was in the best interest of the
national economy, according to the Bank of Greece.90 Under Law 2292 “Merger of
Banking Sociétés Anonymes”, adopted on 18.2.1953, a decree was issued regarding
the merger between the National Bank and the Bank of Athens.91 This merger was
a result of the new policy for ensuring a healthier domestic banking system, expected
to bring about “a substantial reduction in bank expenditure and consequently in the
cost of bank money and the rate of bank interest”.92

A new policy was also required with respect to interest rates. In the Bank’s view,
a liberalisation of bank interest rates was preferable to the policy of successive inte-
rest-rate reductions pursued until then. This new policy however depended on a
number of prerequisites, including a gradual shift towards a uniform system of in-
terest rates, through coordination among banks and under the supervision and full
control of the Currency Committee and the Bank of Greece; relative price stability;
and a change in banking practices, with bank credit directed to strictly productive
investment. But as these prerequisites were not yet in place, banks were encouraged
to offer attractive deposit rates of interest according to maturity.93

Another problem was the fact that short-term credit was often extended for
long-term purposes.94 Thus, in 1957, when saving deposits had more than doubled
relative to the previous year and long-term financing represented only one fifth of
total bank credit, the Currency Committee decided that commercial banks should
channel up to 10% of their deposit liabilities into long-term loans.95 Furthermore,
it was decided that the Bank of Greece would no longer make its own funds avai-
lable for long-term lending, as it used to do after the war due to scarcity of funds,
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but instead all long-term credit should be funded from public entities’ deposits
with the Bank.96

The large increase in deposits, which took place within a short period of time,
changed the relationship of commercial banks with the Bank of Greece: “The
adequacy of banks’ own available funds has resulted in a decisive reduction of the
quantitative and qualitative control which was exercised by the Bank of Greece
while advancing funds to commercial banks”.97 In 1958, deposit and lending inte-
rest rates declined. Deposit rates in particular stood at 8% for saving deposits, 9%
for time and 5% for sight deposits. In the Bank’s view, interest rates should grad-
ually be reduced and set at “more normal” levels, given that confidence in the
currency had been restored and the propensity to save had increased consider-
ably. Although bank profits had risen, the cost of bank borrowing, i.e. lending
rates, had not declined, at least for some loan categories. Thus, the Bank of Greece,
through its direct lending to the economy, had to set the tune for new interest
rate reductions.98

Among the banking reforms introduced during that period were also the com-
pulsory increase in bank funds to be channelled into long-term loans for the mo-
dernisation or expansion of businesses, and the abolition of the preventive
qualitative control exercised by the Bank of Greece and the Currency Committee on
most bank credit with a maturity of up to three years. In addition, it was decided to
set up a “Central Service for Monitoring Bank Lending”. According to the Bank of
Greece, the present-day mission of banks in a developing country like Greece
required them to play a more active role in the economy: “In a country of small
business enterprises, such as Greece, where the need for economic development and
modernisation of technical equipment is pressing, the active contribution and
assistance of the banks towards this need is an essential prerequisite together with
government policy and activity”.99

Lending rates fell in 1958, by 0.5-1 percentage point. The Bank of Greece deci-
ded to further reduce its interest rates on lending to industry (in particular for cer-
tain short-term industrial loans) from 9% to 8%, and those on loans to export trade
and tobacco trade from 8% to 7%.100 In that period, long-term lending accounted for
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one fourth of total bank credit, but long-term loans to industry had quadrupled
between 1956 and 1958.101

In the late 1950s, the problem of qualitative control on bank lending persisted,
and the Currency Committee took a number of decisions in response. Other deci-
sions sought to boost long-term credit, as well as the participation of banks and
OXOA in the share capital of enterprises, serving the dual goal of supporting new
productive investment and providing technical advice and assistance. Meanwhile,
activity in the Athens Stock Exchange was very weak compared with pre-war levels
and insufficient to meet the long-term financing needs of economic development.

The early 1960s saw strong credit expansion to industry, handicraft and dome-
stic trade, 60% of which was accounted for by commercial banks. This credit ex-
pansion was a combined result of higher bank liquidity and of Currency Committee
decisions that markedly eased restrictions on credit to industry and handicraft.
Nevertheless, according to the Bank of Greece, “Commercial bank policies in this
respect have often diverged from the principles established by monetary authori-
ties. The essence and the objectives of the decisions of the Currency Committee
were not to abolish all controls and selective processes in the allocation of credit,
[…] but rather to transfer the authority of control to commercial banks in order to
simplify the credit mechanism”.102 In other words, the credit policy followed by
commercial banks at the time effectively annulled the monetary authorities’ deci-
sions that were intended to reassign the responsibility for, rather than cancel, con-
trol on bank credit.

A consequence of this policy of commercial banks was the excessive short-
term indebtedness of many enterprises, posing serious risks to the economy due
to overborrowing/overlending. Thus, it was necessary to exercise tighter control
on bank liquidity. To this end, a decision of the Currency Committee and the Bank
of Greece in early 1961 raised the ratio of commercial banks’ compulsory invest-
ment in Treasury bills from 10% to 18% of all their sight and saving deposit lia-
bilities. In addition, it was deemed necessary to increase the share capital of banks
and raise the interest rates on time deposits.103 According to Zolotas, the business
world failed to understand that these measures helped to rationalise business
operation, while avoiding to increase share capital, in order to maintain the fam-
ily character of corporations, as well as relying on bank credit alone were “not
compatible with the creation and development of sound, dynamic and competi-
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tive enterprises”.104 In other words, businesses had to evolve into sociétés
anonymes owned by “a large number of shareholders”, in order to secure ampler
and lower-cost funding.

In the two-year period 1963-1964, credit policy reforms were introduced by Cur-
rency Committee and Bank of Greece decisions, marking a “substantial liberalisa-
tion of credit”.105 Still, the diversion of bank credit to non-productive purposes
remained a concern for the Bank of Greece. Thus, by the measures taken in Se-
ptember 1964 “to contain credit expansion” commercial banks were instructed to ac-
cord top priority, and satisfy in full, the credit requirements of handicraft enterprises
and demand for short-term credit related to actual needs of enterprises for their
production and transactions; apply more conservative policies in respect of other
forms of loans; and extend without restriction long-term credit to finance the invest-
ment activity of domestic enterprises.106

4.3.5 Balance of payments

One of the crucial structural problems of the Greek economy throughout the
period under review was the deficit on the trade balance and, by extension, on the
overall balance of payments (Chalikias, 1958). In the early 1950s, G. Mantzavinos
remarked that the country’s foreign exchange position “continues to be weak, owing
to the deficiency of our balance of trade, creating for this country, which is depri-
ved of other sufficient resources, an equally great deficiency in its balance of pay-
ments”. He also stressed that, since the launch of the Marshall Plan in April 1948,
the foreign exchange policy of the Bank of Greece consisted, on the one hand, in
“the strict application of restrictive measures in the disposal of foreign exchange”,
and on the other hand, in helping and ensuring “the greatest possible volume of
exports by granting a subsidy on certain products whose export is becoming
difficult under cost of production conditions prevailing in Greece and owing to
international prices”.107

The Greek economy therefore had to become more competitive, and measures
needed to be taken to reduce the production costs of Greek exports and at the same
time broaden their destination markets. The policy imposed by circumstances ac-
cordingly consisted in handling the foreign exchange available for imports with the
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greatest economy, vigorously excluding the import of any item which was not indi-
spensable for basic needs. The imports restriction policy was, in the Bank’s view, a
tool facilitating negotiations for trade agreements, bringing greater benefits to the
country. Overall, efforts to reduce the trade deficit had to intensify, and priority had
to be given, among other things, to the problem of Greek tobacco exports to Ger-
many, which had deteriorated.108

To support export trade, and tobacco trade in particular, the Bank of Greece re-
commended a three percentage point reduction (from 8% to 5%) in the interest rate
on credit to tobacco trade, in order to reduce the cost of tobacco. In agreement with
the Currency Committee, this rate was lowered from 8% to 6%, and the maturity of
tobacco-related loans was increased from six months to two years.109

The trade deficit declined in 1952, as exports increased, but the balance-of-
payments problem remained acute. The 1953 devaluation represented a decisive
step towards addressing this problem: “With a view to creating the most favourable
conditions for the equilibrium of the balance of payments, the government centred
its full attention on the solution of this basic problem of exports and on the attrac-
tion of foreign exchange. Through the recent devaluation of the drachma, the go-
vernment aims at the decisive solution of these problems”. According to the Bank of
Greece, this measure was long overdue, but the necessary political and economic
conditions for its effective and successful implementation had not been in place.110

In the Bank’s view, the adjustment of the exchange rate of the drachma would im-
mediately act as a driver of economic development. The former exchange rate hin-
dered export growth, the inflow of invisible receipts and the attraction of capital
and, more generally, prevented the consolidation of the balance of payments. “The
reason for Greece’s unhealthy economic state of affairs had been revealed and it was
only a question of time, suitable conditions and favourable outlook for the applica-
tion of a measure which would definitely purge the Greek economy both for the
present and the future”.111

However, a permanent consolidation of the balance of payments was inextrica-
bly linked to the completion of the key projects of the public investment programme.
This would strengthen national production and stabilise the sources of foreign ex-
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change inflows in the country. Moreover, higher production of foodstuffs would
make a crucial contribution towards reducing imports.

According to the Bank of Greece, in order to check the rate of imports, under
conditions of free trade, it was essential that the rise in money incomes be
restrained.112 On the other hand, as long as the tariff policy did not protect
domestic production, import quotas were deemed necessary in the case of
Greece: “It is not possible to allow the unrestricted undertaking of foreign obli-
gations for goods of non-basic importance, even more so the financing and en-
couraging of such imports by loans from our banking system”.113 The freedom of
imports, i.e. the absence of import quotas, presupposed credit, tariff and taxation
policy measures.114

In the economic circumstances of the time, domestic production had to be shel-
tered from international competition, i.e. foreign enterprises which operated within
a more favourable technical, economic and credit environment. In the Bank’s
view, the benefits from unlimited free trade had “no meaning when the weaker
countries, which are supposed to enjoy these benefits, are doomed to reduced
levels of production, income and employment”.115

More specifically, Greek industry was in need of protection until it “matured”
and became autonomous. In this respect, tariffs were seen as a more effective tool
compared with import quotas. But a new tariff policy would be to no avail unless
businesses were modernised. Higher productivity could be achieved through a mod-
ernisation of equipment and administrative reorganisation: “Credit and other
measures should, by positive assistance, induce and support enterprises to direct
their productive efforts towards these aims”.116

Furthermore, healthy competition among enterprises and against imported
goods should not rely on longer-term credit, but rather on lower prices and improved
quality. The artificial maintenance, through subsidies, of prices below their normal
levels was anti-economic and dangerous. Subsidies should therefore be entirely pro-
visional. The price support policy should always be formulated in accordance with
the conditions and trends prevailing in international markets and with the prices of
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the respective products so that the position of Greek foreign products would be
safeguarded and improved.117

To avert a negative impact on exports, “irregularities in financing” should be
addressed, by a qualitative structure of credit and a careful selection of the en-
terprises to be financed. The privileged assistance to handicraft industry, for in-
stance, should be continued, as this industry provided a productive outlet for
thousands of persons who would otherwise have remained unemployed.118 Inve-
stment was also required in directly productive sectors —agriculture, manufac-
turing, electric power and transportation— which in the mid-1950s accounted
for a relatively low share of aggregate investment: 50% in 1956, compared with
47% in 1955.119

In 1956, despite the progress made in the Greek economy, the balance of pay-
ments showed persistent deficits, partly financed by American aid. By that time,
American aid was provided in the form of long-term loans (rather than grants), re-
payable in drachmas with a maturity of 40 years and an interest rate of 4%. The Bank
of Greece argued that “aid” in the form of loans was not justified in the case of
Greece. Irrespective of its form, however, this aid should be used for the economic
development of the country and particularly for basic productive projects “which
cannot be undertaken by private initiative”.120

The steady increase in the import bill was offset by the strong increase in invisi-
ble current receipts, of which one third were migrants’ remittances, while shipping
and tourism earnings were also strong. Nevertheless, invisible receipts should be
considered “a sensitive item of the balance of payments”, that could not substitute ex-
ports, and “it must be generally realised that large-scale import and consumption of
many commodities is not as yet in keeping with the possibilities of the Greek eco-
nomy, even though such goods may be considered as essential […] in other coun-
tries”.121 In the Bank’s view, the country’s growing dependence on unilateral transfers
of shipping and migrant remittances, which did not emanate from the domestic
production process, was neither healthy nor encouraging.

In the latter part of the 1950s, exports tended to stagnate. On the other hand,
the Bank of Greece expected that until the mid-1960s the Greek economy would
heavily rely on agricultural exports: “It is certain that for a long time to come
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Greece will depend on its agricultural exports and the effort to increase and orga-
nise these exports is necessary”.122 The need for more extroversion was encouraged
at the time by commercial banks’ proclaimed initiatives aiming to support exports,
which signalled an incipient reorientation towards a healthy direction.

A leitmotif in the Reports of the Bank of Greece in the 1960s was the need for
the country’s rapid industrialisation and, by extension, an increase in industrial
exports. Wage moderation in line with productivity growth and agricultural pri-
ces that would not exceed the respective international prices were seen as sine
qua non conditions for improving the country’s balance of payments and foreign
exchange position. In contrast, subsidies to strengthen exports could not provide
a solution to the problem: there was also a need to establish favourable conditions
for attracting long-term entrepreneurial capital and debt financing, mainly for
industrial investment, and to provide incentives to industrial exporters. Finally,
it was considered necessary to use modern methods for advertising Greek
products abroad.123

4.4 Credit and monetary policy, 1953-1966

In the 1950s, the crucial challenge for the Bank of Greece and a steady preoccu-
pation of the General Council was the financing of the productive sectors of the
Greek economy. In particular, “funding to banks for on-lending to industry and
handicraft” was the most frequent agenda item during that period.124

In the two-year period 1949-1950, credit was extended for the first time since
1944 to handicraft industry, while at the same time credit to agriculture increased.125

Credit to agriculture was extended either directly by the Bank of Greece to agricul-
tural organisations/cooperatives or with the intermediation of the Agricultural
Bank. In that period, sizeable funding was provided to the National Mortgage Bank
and the Agricultural Bank for their agricultural development programmes.126
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In the Bank of Greece’s opinion, the rising prices of agricultural products called
for larger-scale credit support to the agricultural sector.127 The development of agri-
culture and mortgage credit had implications for the entire economy. Thus, the Agri-
cultural Bank had to reshape its relationship with cooperatives, support a policy of
medium-term credit, and mobilise and attract farmers’ small savings.128

The need for more and more credit was pressing during most of the 1950s and
was mainly covered by Bank of Greece funds. However, the main pursuit of the
Bank, acting in accord with the Currency Committee, was “to secure through the se-
lection of the most eligible enterprises, the most advantageous channelling of avai-
lable funds”.129 At the same time, financing should be provided in a timely manner,
without any setbacks or delays in disbursements. On the other hand, credit expan-
sion through the creation of new money was permissible to the extent that econo-
mic activity in general expanded.130

In the two-year period 1949-1950, total bank credit to the economy rose by
34.5%, with the share of the Bank of Greece in total bank credit increasing to 74.4%,
from 62.5% in 1948-1949. The share of commercial banks fell, accordingly, from
37.5% in 1949 to 25.6% in 1950.131 By contrast, in the next two years (1951-1952),
total bank credit rose by about 23%, but the share of the Bank of Greece remained
very high, at 73.3%.132

Bank credit growth remained very strong, at 35% in 1954. From a sectoral per-
spective, credit to agriculture grew by 30%, while credit to trade and to industry
both rose by 36%. The Bank of Greece considered this credit as sufficient for that
year’s production and distribution of the country’s increased output. On the other
hand, credit developments were marked by commercial banks’ reduced reliance on
central bank funding as a result of higher private deposits. The share of commercial
banks’ own-funded credit in total credit rose considerably between 1951 and 1954,
from 30% to 42.7%.133

Total bank credit increased only by 6.5% in 1955. In fact, total credit declined by
350 million drachmas in December 1955 relative to the previous month, but this
reflected the policy to decrease funds to the tobacco industry.134
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The rise in private deposits in the mid-1950s, coupled with the wider use of such
deposits together with public entities’ deposits, allowed the Bank of Greece to reduce
its share in credit growth.135 This reduced reliance of banks on central bank funding
largely stemmed from the systematic control, by the Bank of Greece, on the con-
centration of public entities’ deposits, as well as on the advances made from these
deposits through commercial banks.136

During the 1950s, credit policy was fundamentally revised, in line with the
changing economic conditions. Jointly with the Currency Committee, the Bank of
Greece revised the terms and conditions for the financing of the various sectors, in-
creasing the credit allocated to industry and export and import trade, lengthening
loan maturities and, where necessary, exceeding the defined percentages of finan-
cing. In addition, it lowered the interest rate on specific types of lending and, in the
case of export trade, reduced the commission fee to 9%.

The revision of credit policy was guided by the need to support the development
of industry and export trade. According to Governor G. Mantzavinos, “every care
was taken so as not to negatively affect the industrial sector”, while for the trade sec-
tor the Governor stated that “it is necessary to take all measures that will ensure the
ability of Greek products to compete in foreign markets”.137 Nevertheless, the policy
for boosting export trade only began to bear fruit after the monetary reform
of 1953.138

Credit policy was in keeping with the “orthodox principles”, avoiding any prac-
tices that could endanger the much sought after currency stability. In this regard, the
expansion of credit limits and the granting of credit facilities (loan extensions or re-
newals) were to be avoided.139 Accordingly, a tightening of credit policy, whereby
total credit fell by 3.3% in 1952, was aimed, among other things, at curbing product
stock-piling tendencies that had in the past created artificial supply shortages and
inflationary pressures.140

During the Korean War, the Bank of Greece continued its policy of gold sove-
reign sales to avoid monetary disturbances. Still, the Bank’s Administration conti-
nued to be concerned about the occasional bouts of “chrysophilia” and, as Governor
G. Mantzavinos stated, “it is indeed not understood that the investment of the very
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substantial amount of almost 560 billion drachmas in gold sovereigns deprives the
economy of means of payment for the purchase of other goods”.141

A significant development in the context of credit policy was the establishment,
as from 1952, of commercial promissory notes as the main instrument for the pro-
vision of credit by the Bank of Greece or commercial banks.142 Also, a Currency
Committee decision of 1953 laid down rules on the use of private cheques in
banking operations.143

The “credit arrhythmia”, as it was called, and a broader credit gap arising from the
shortage of medium- and long-term loans to support the primary sector, as well as
a growing number of new handicraft and industrial enterprises, were major handi-
caps to the development path, often necessitating Bank of Greece funding to com-
mercial banks and specialised credit institutions, such as the Agricultural Bank.144

To help bridge this credit gap, the Bank of Greece required banks to allocate 10%
of their total deposit liabilities to medium- and long-term loans. According to the
Bank of Greece, this measure would not compromise bank liquidity, while, for hea-
vily indebted undertakings, the new long-term loan agreements could envisage an
option to convert debt into equity.145

In 1956, medium- and long-term credit by the Agricultural Bank rose consi-
derably; among other long-term loans, only those to the ore mining industry re-
corded an increase. The already identified “serious gap” obviously persisted.146 It
is worth noting that in 1955 a new category of loans was introduced, those to
professionals, which was tantamount to a rise in the level of financing to dome-
stic trade.147

By the Currency Committee decision of 30.9.1949, the Handicraft Loans
Committee was set up, but only became operative in 1950. By a later decision, on
26.7.1950, the Currency Committee decided to allocate Bank of Greece funds for
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the purpose of credit support to handicraft industry, at an interest rate of 6%-8%
depending on the maturity of the loan.148 Meanwhile, in 1950, credit continued
to be provided to enterprises coming under the “special financing” category, in-
cluding the Hellenic Chemical Products and Fertilisers Company,149 provincial
electrical power companies150 and large agricultural enterprises.151 As from
10.11.1951, eligible for financing were only enterprises that had fulfilled their
tax obligations.152

Legislative Decree 588/1948 “Control of credit”, supplemented by Emergency
Law 1387/1950, raised the ratio of banks’ compulsory deposits (required reserves)
with the Bank of Greece and the interest rate on their financing from the central
bank.153 Specifically, according to a Currency Committee decision, the percentages
of deposit liabilities that banks were required to deposit with the Bank of Greece
were set at 25% for sight and time deposits held by public entities and 12% for all
other sight and saving deposits.154

In early 1952, further measures were taken regarding the organisation and con-
trol of the banking system, heavily influenced by the recommendations of William
H. Dillistin: a Credit Committee was set up within the Bank Inspection Section, and
a position of General Inspector was established.155

In the mid-1950s, the rediscounting of commercial bills as a method for Bank of
Greece funding to banks was “flexible and suitable for the rapid restoration of bank-
ing liquidity in periods of falls or only minor rises in their deposits”. In addition,
the ability of banks to overdraw their accounts with the central bank in order to
meet temporary cash shortages was, in the Bank’s view, a considerable step towards
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securing more flexibility in the banking mechanism and greater stability in the fi-
nancing of the economy.156

The decisions introducing discounting and allowing overdrafts (i.e. debit balan-
ces on the accounts held by commercial banks with the Bank of Greece), as well as
the new arrangements for desirable allocation of bank credit, helped to put the
banking system on more healthy foundations and fostered its further develop-
ment.157 In particular, 33% of private deposits with the four major commercial banks,
together with the aggregate deposits of public organisations allotted among them,
should be directed to financing activities of major productive importance. Should
the banks be unable to meet these percentages, the amount of the shortfall had to
be invested in Treasury bills and, until such bills were issued, deposited in a special
account with the Bank of Greece, remunerated at an interest rate of 5%. According
to X. Zolotas, despite the initial reactions, the new system was conducive to the
development effort.158

By Cabinet Act 1272/30.10.1953 “Setting bank lending rates”, the maximum in-
terest rate on bank loans was lowered from 12% to 10%, effective from 1.1.1954,
and to 9%, effective from 1.1.1955. The same legislation reduced the commission
charged on loans from 4% to 2% (and to 1% as from 1.1.1955)159 and the default
interest rate from 16% to 13% for the first quarter in arrears and from 17% to 14%
for each subsequent quarter. The rates on short-, medium- and long-term loans to
farmers, cooperatives and associations of cooperatives were set at 7%, 6.25% and
6%, respectively. For collateralised loans the respective rates were 8.5%, 7.5% and
7%.160 In addition, the Bank of Greece lowered to 1.5% the rate on its lending to the
Agricultural Bank, while three years later (1956) reduced it further, to 1%.161

Meanwhile, interest rate differentiation across categories of loans to commerce and
industry had been abolished as from 1954.162

The average annual interest rate of the Bank of Greece, i.e. the cost of its loans
to the economy and banks, followed a downward trend during the 1950s, falling
from 3.54% in 1953 to 2.17% in 1960. In the three-year period 1961-1963, it rose to
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2.82%, before falling again to a low of 2.08% and to 1.97% in 1967 and 1968, re-
spectively. The successive reductions of the Bank’s average lending rate reflected a
shift of its lending policy towards low-interest-rate loans, the bulk of which was ab-
sorbed by the agricultural sector.163 Thus, the percentage of total Bank of Greece
credit that was channelled to agriculture, through the Agricultural Bank, was 67.2%
in 1954, rising further to 85% by 1959.

In the 1960s, the Agricultural Bank remained dependent on Bank of Greece cre-
dit. Commercial banks and the Postal Savings Bank had benefited from the con-
temporary higher propensity to save, but the Agricultural Bank failed to attract
private savings. Its deposit-to-loan ratio stood at a mere 16% in 1963, compared
with 75% before the war. The Agricultural Bank’s inability to attract private depo-
sits and its consequent dependence on Bank of Greece funding, apart from poten-
tial inflationary effects, posed a risk to the adequate supply of credit to the
agricultural sector in the future.164

Against this background, a reform of agricultural credit was deemed necessary,
and a set of measures were adopted in late 1963 to this end. A review of the meth-
ods and procedures for lending to agriculture, a lowering of the applicable interest
rates and a settlement of agricultural debts in arrears were among the key recom-
mendations of the Bank of Greece, which the Centre Union government took into
consideration in December 1963: “the Bank of Greece has always advocated the re-
troactive cancellation of the interest on delayed repayments as well as the settlement
of debt on an individual basis”.165

The policy of increasing credit to the Agricultural Bank and, more generally, to
the public sector, had a direct impact on money supply. Between 1954 and 1964,
money supply grew at an average annual rate of 18%, and currency circulation at
about 19%.166 Meanwhile, an average money supply growth of between 3% and 10%
was observed in most countries of the world, developed or not. Money growth had
therefore to be contained, although —as already mentioned— this strong monetary
dynamics did not significantly affect prices or the balance of payments.

Towards the late 1950s, the Bank’s Administration confirmed the need to keep
credit controls in place, arguing that “in a country such as Greece, where it is
vitally important to raise productive investment… consumer expenditure or non-
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productive investment should be kept under strict control”. Any easing of credit
controls would increase expenditure, particularly on building or durable consumer
goods, crowding out productive investment. “The suggestions, therefore, which
are occasionally put forward advocating credit liberalisation” were “irresponsible
and dangerous”.167

As mentioned earlier, in the early 1960s the easing of credit rules led to wide-
spread overborrowing and overfinancing phenomena, which had begun to emerge
in 1957-1958. A careful qualitative selection and monitoring of loans was therefore
warranted, and the Central Service for Monitoring Bank Loans was established pre-
cisely for this purpose.

On the other hand, the decline in deposit rates implied a need to adjust lending
rates accordingly.168 The Bank of Greece decided to lower further, by another per-
centage point, its rates for lending to industry (in particular for certain short-term
industrial loans) to 8% and for export and tobacco trade to 7%, down from the
levels of 9% and 8% respectively set on 1.4.1959. Significant cuts in bank lending
rates followed: from 9% to 6% for export trade (as from 1.4.1960); from 10% to 8%
for short-term credit to industry; and to 7% for medium- and long-term loans (as
from 1.10.1959). For loans to handicraft industry, interest rates fell by 2.5 percentage
points, from 10% in March 1959 to 7.5% in April 1960.

New credit policy measures were taken in 1962 and 1963. These included a re-
duction of the cost of bank borrowing (3 to 5 percentage points lower rates on loans
to industrial and handicraft exporters), a raising of the credit ceiling for working
capital, a reduction in the interest rates on long-term bank loans for fixed invest-
ment, coupled with an extension of the maximum maturity of these loans from
seven to ten years. By decision of the Currency Committee, commercial banks were
allowed to extend long-term loans for up to 15% of their total deposit liabilities.
The largest commercial banks were also allowed to invest up to 5% of their total
deposit liabilities in shares of newly-established or expanding enterprises.169

In 1964, measures were taken to contain credit expansion in response to a re-
duction in commercial bank liquidity and with a view to a more rational allocation
of credit according to businesses’ actual financing needs. More specifically, to re-
lieve the temporary shortage in commercial bank liquidity, the Bank of Greece
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permitted a substantial increase in the rediscounting of bank portfolios. Thus, total
rediscounting and other advances extended by the Bank of Greece to commercial
banks rose by 900 million drachmas between July and September 1964. In addition,
credit regulations were amended: (a) the discount period for bills delivered by
handicraft and industrial firms was reduced by one month (half a month in the case
of trade); (b) financing of domestic trade through overdrafts was reduced from 7%
of the previous year’s sales to 6% of the previous year’s purchases; (c) minimum down-
payments for instalment sales were raised by 5% and the maturity of rediscountable
bills signed by purchasers was shortened, in order to curtail the excessive expansion
of sales on instalment credit. In addition, commercial banks were instructed to
accord top priority to, and satisfy in full, the credit requirements of handicraft enter-
prises and demands for short-term credit related to actual needs of enterprises for
their production and transactions, and to apply more conservative policies in respect
of other forms of loans, but extend without restriction long-term credit to finance the
investment activity of domestic enterprises.170

Some steps towards credit liberalisation were taken in 1966: restrictions on the
financing of industrial and handicraft firms through overdrafts were abolished, and
the margins within which commercial banks were allowed to grant long-term in-
vestment loans were widened.171

At the end of 1959, direct advances by the Bank of Greece accounted for 6% of
aggregate bank financing, down from 12% in 1939. Central bank financing was ne-
cessary for as long as the capital market was still underdeveloped. Despite a nascent
shift of the general public towards investment in stocks in 1960, the utilisation of the
capital market as a source of long-term financing to support economic development
remained a challenge until the early years of the next decade. In the meantime,
legislation was adopted to foster a well-functioning capital market, such as Law
4237/1962 amending the legal framework for sociétés anonymes, and regulatory
bodies were established, notably the Capital Market Commission in 1965.172

The Bank of Greece was actively involved in the effort to secure funds for pro-
ductive investment and often —via its Governors and/or Deputy Governors— ne-
gotiated foreign loans on behalf of the Greek government. In 1964, Deputy Governor
Dimitrios Galanis travelled for this purpose to the United States and, on behalf of
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the Greek State, successfully negotiated loan agreements with US commercial banks
for a total amount of US dollars 27 million.173

In the period 1953-1966, the Bank of Greece stood ready to support commer-
cial banks whenever their liquidity fell to levels insufficient to meet financing
needs. The banking system at the time was unable to cope with higher demand for
long-term credit.

To sum up, in 1953-1966, and especially in the 1956-1966 eleven-year period,
the Bank of Greece consistently advocated policies in line with the economy’s pro-
ductive capacity. In its recommendations to the governments of the time, the Bank
invariably pointed out that a rise in money incomes faster than in production and
real national product could disturb the domestic and external stability of the cur-
rency. Accordingly, it was necessary to contain wage growth within the increase
in productivity, as well as to keep the prices of agricultural products in line with
world prices.174

In other words, an increase in money incomes that was not accompanied by a
corresponding rise in productive investment and in the country’s productive capa-
city was certain to disturb monetary equilibrium, aggravate the deficit in the
balance of payments, interrupt the economic development process and, ultimately,
lead to a deterioration in the employment situation and the standard of living of the
population. According to Zolotas, “the rate of economic growth cannot be accele-
rated by simple interventions strengthening demand which is nearly always the aim
of the various irresponsibly proposed measures”.175

In the early 1960s, developed European countries pursued policies of monetary
stability and austerity, which, according to the Bank of Greece, showed the way to
go as far as Greece’s economic policy was concerned: “It is characteristic that some
of the richest countries in Europe have recently adopted austerity programmes to
maintain monetary stability and safeguard their economic and social progress”.176

According to Zolotas, all social groups had to carefully weigh their income de-
mands against the economy’s actual capacities. A risk to monetary equilibrium stem-
med from the continuous demands made by various social groups for increases in
money incomes in excess of productivity increases.177
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As mentioned above, throughout the eleven-year period 1956-1966 the Bank
of Greece argued in favour of a reasonable increase in taxation and called for an
improvement in tax collection in order to combat tax evasion, also given that tax-
evading incomes were largely used for conspicuous consumption, with adverse
effects on the balance of payments. In addition, the Bank welcomed the financing
of investment in public infrastructure projects through the government budget,
Treasury bill issues and American aid loans. In the field of credit policy, the Bank
—in collaboration with the Currency Committee— emphasised qualitative control
on credit, in order to prevent overlending to businesses and a diversion of funds to
non-productive investment.

4.5 Policy changes, 1967-1971

The orientations of economic policy, in particular credit policy, as described in
the previous section, were drastically changed during the military dictatorship. As
the keystone of the policy that it intended to pursue, the dictatorial regime promi-
sed to free the economy of controls and restrictions and reduce state intervention.
Emphasis was placed on galvanising the economy by increasing public investment
expenditure, supporting the construction and tourism industries, repealing tax pro-
visions such as those regarding taxation of capital gains on immovable property,
lowering tax rates and raising tax-free thresholds.178

In early August 1967, Governor X. Zolotas and Second Deputy Governor Ι. Pe-
smazoglou resigned, and Dimitrios Galanis, until then First Deputy Governor, was
appointed Governor. Emergency Law 278/1968 amended Article 71 of the Statute of
the Bank of Greece, doubling the percentage of the Bank’s net profit to be distribu-
ted as first dividend, from 4% to 8%, which, together with an additional dividend of
4%, made a total of 12%, up from 8% previously. Law 151/1969 amended Article 55
(paragraphs 6 and 11) of the Statute, raising the ceiling on the Bank’s temporary fa-
cilities to the Greek State (from the level last set in 1955), including the ceilings on
Treasury bill discounts and temporary advances to the Greek State for expenditure
authorised in the annual state budget. Legislative Decree 513/1970 increased the
share capital of the Bank of Greece by 25%, with a view to strengthening the Bank’s
capital position but also stimulating the capital market through the public offering
of the new shares.179 The amount of the dividend per share almost doubled (from
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252 to 489 drachmas) between 1969 and 1970, while in 1971 the total distributable
dividend was increased to 15% of net profit.

The monetary and credit policy of that period was expansionary and geared to-
wards the goals of the Five-Year Economic Development Plan (1968-1972), while also
having “a redistributive character” in terms of reallocation of the available credit re-
sources.180 According to the Annual Report for 1968, “the credit policy pursued in 1967
and 1968 aimed primarily at counterbalancing the deflationary pressures of 1966”.181

The second half of 1967 saw an increase in commercial bank liquidity and im-
proved central bank funding conditions, as the discount rate of the Bank of Greece
was lowered from 5.5% to 4.5%, whereas bank lending rates remained unchanged.
For the first time, the Bank of Greece was allowed to discount medium-term loans
extended by banks for investment in industry, construction, tourism and shipyards;
to this end, the Bank would mainly use public organisations’ funds under Emer-
gency Law 1611/1951. This measure was intended to encourage certain investment
activities in the above four sectors on a more permanent basis. Furthermore, special
low-cost credit in the form of discounts was granted for new categories of short-
term financing, inter alia, to wheat merchants and public works contractors, while
the long-term funding programmes for the specialised financial institutions, such as
the Agricultural Bank, the Postal Savings Bank, the National Mortgage Bank and
the Consignment and Loan Fund, were expanded. A large-scale agricultural housing
programme and an affordable workers’ housing programme were launched, along
with an expansion of the existing housing loan schemes of mortgage banks. In the
tourism sector, a special programme for the financing of tourism facilities was
launched, and the Greek National Tourism Organisation was supported by Bank of
Greece funds for extending loans to tourism enterprises.

Credit regulations underwent fundamental changes: commercial banks were al-
lowed to extend medium-term financing for residential construction (high-rises)
and investment in tourism. Credit to shipyards was expanded, the procedure for the
financing of domestic trade was simplified, and a scheme was introduced for the
short-term financing of wheat trade by commercial banks.

According to Governor Dimitrios Galanis, some of these changes were connec-
ted with “countercyclical policy” and other changes were aimed at establishing “a
more liberal credit system” and restore banks’ functional role in managing the
available credit instruments.182 The changes represented “a transition from specific
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to general regulations” and to a “more flexible” credit control system, marking a first
step towards a full abolition of qualitative controls on credit.183

Between June 1968 and February 1969, the discount rate was gradually increa-
sed to 5.5%. Bank deposit rates remained unchanged, whereas lending rates were
lowered by 1 percentage point. Among the credit policy measures taken in 1968,
the ceiling on credit to domestic trade and professionals was raised by 15%. On the
other hand, the requirement on prospective borrowers to submit tax and social se-
curity contribution clearance certificates was abolished. Commercial banks were gi-
ven a free hand to carry out lending operations at their own discretion, with almost
no restriction as to the type of lending.184 This marked a shift from qualitative to
quantitative credit controls, within the credit ceilings and general guidelines esta-
blished by the Bank of Greece.

During 1969, bank credit to private and public investment grew rapidly. Accor-
ding to Governor Galanis, there was no objective criterion by which to determine
the limits for a safe monetary and credit expansion. It was, therefore, natural that the
policy pursued in this respect was sometimes criticised, especially when the mea-
sures taken affected individual interests.185

The discount rate of the Bank of Greece applicable to funding to commercial
banks was also raised, reaching a relatively high level of 6.5%, compared with
lending rates of between 1.5% and 4% applicable on bank funding for special cate-
gories of loans (wheat trade, shipyards). For investment banks, the discount rate
stood at 5.5%, while for shipyard and tourism loans at 3%-4%.

In the context of the policy of quantitative credit controls, banks’ compulsory
investment in Treasury bills and government bonds, as a ratio of their drachma-
denominated sight and saving deposit liabilities, was raised from 27% to 29.5% in
1969 and further to 31.5% in February 1970. This measure was deemed necessary
due to the strong acceleration of the government’s infrastructure works programme.
Other credit policy measures taken in 1969 included: credit expansion to domestic
trade was contained; commercial banks’ compulsory deposits with the Bank of Greece
in connection with credit to domestic and import trade were increased from 30% to
35%; it was permitted to extend credit for the purchase of ships flying the Greek flag;
and the facility to finance importers for unspecified needs was abolished. It is worth
noting that the general guidelines provided by the Bank of Greece to commercial
banks did not include restrictions, but only recommendations, e.g. to avoid the
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overfinancing of enterprises. Thus, banks were “absolutely free to make decisions on
the best part of their financial operations”.186

In the period 1967-1970, the primary objective of currency stability was super-
seded by the pursuit of fast economic growth. In an attempt to comply with the in-
structions of the military dictatorship, D. Galanis noted that monetary equilibrium
was not an end in itself and that the role of the Bank of Greece was to promote the
development process and implement the Five-Year Economic Development Plan. As
he stated, “monetary stability is not viewed by the Bank of Greece as an exclusive and
independent goal. On the contrary, the central bank regards as its basic objective,
mainly through its redistributive role, the rapid promotion of the country’s econo-
mic development”, adding that economic policy should be prepared for any adju-
stments needed to maintain monetary equilibrium and continue the economic
development process without any interruption, which represented a national target
and the point on which the efforts of the Greek people were focused.187

During the same period, the Bank of Greece extolled economic policy achieve-
ments, which overshot the targets of the Five-Year Plan. This stance in support of the
dictatorial regime’s choices began to gradually change from 1971 onwards, against
the backdrop of the international monetary crisis and, subsequently, the emergence
of strong inflationary pressures in early 1972. Thus, in the Report for 1971, Gover-
nor Galanis called attention to the overexpansion of building activity, underscoring
both the negative and positive effects of the phenomenon. In his own words, this ex-
pansion “cannot be beneficial for the economy, as it leads to development-inhibiting
asymmetry in the structure of production and the allocation of available resources.
Nevertheless, there can be no doubt as to the importance of building activity from
the standpoint of its repercussions on overall economic activity”.188

According to the then Administration of the Bank of Greece, monetary deve-
lopments in 1970 vindicated the pursued expansionary, although it was equally true
that since the last quarter of 1970 there had been signs of a self-sustained accelera-
tion in effective demand, especially in private consumer spending, which seemed to
continue into 1971. Consumption growth rate (6.7% at current prices) outpaced the
growth rate of gross national income (5.6%). This trend, according to Galanis,
should be properly evaluated so as to readjust credit policy accordingly. Potential
steps in this connection “would be aimed at preventing any further excessive incre-
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ase in credit and at a stricter application of credit allocation criteria based on deve-
lopment priorities”.189

The international monetary crisis coincided with strong growth performance in
Greece. There was an increase in invisible receipts and a rise in total liquidity,
which however made the Greek economy more vulnerable to changes in sentiment
and less responsive to monetary steering.

Galanis defended the policy choice to keep the drachma pegged to the devalued
US dollar by invoking the country’s long-term orientations, the expected beneficial
effects of this peg on the Greek economy’s competitiveness, and the certainty
that the international monetary system would rebalance with a new exchange
rate arrangement.

Between 1953 and 1971, the exchange rate of the drachma remained stable at 30
drachmas per US dollar, whereas the exchange rates of most foreign currencies were
adjusted (e.g. the French franc was devalued in 1957), and Greece’s competitive po-
sition gradually weakened, as reflected in its balance of payments. Thus, according
to Galanis, it was “evidently necessary to regain the advantages and secure the con-
ditions for improving the competitive position of the Greek economy internatio-
nally”. The streamlining of the production structure, which is sought as a basic
condition for accelerated and self-sustained economic growth in the long run, re-
quired that Greece should keep up a steady and increasing inflow of capital equip-
ment, raw materials and machinery from abroad. To this end, the economy should
increase its foreign exchange reserves by expanding export trade, speeding up the
import substitution process, increasing invisible receipts and encouraging the in-
flow of foreign venture capital. These aims would certainly be promoted in the best
possible way thanks to “the country’s improved position in the international struc-
ture of exchange rates and the advantages secured thereby”. In other words, the re-
alignment of exchange rates had created favourable conditions for improving
Greece’s trade balance and for stimulating inflows from abroad, as reflected in the
tourism sector, which had gained striking advantages. Thus, “Greece’s decision not
to change the long-established dollar-drachma parity was the best of all available
alternatives. In fact, the solution chosen may be said to be in line with the economy’s
current needs and its long-range targets in terms of structural readjustments and
sustained growth, besides serving to strengthen its foreign sector”.190

According to Galanis, the Smithsonian Agreement (Washington, December
1971) had not introduced an organic reform in the international monetary system,
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but was able to restabilise the existing system at a new level of equilibrium. Although
the Agreement provided no final solution, yet it ensured the conditions needed, in
terms of time and psychological climate, for a more systematic and effective
tackling of the problem in the future. Greece’s handling of the situation had placed
the economy in a position “reasonably in line with its present phase of development
and the prospects of further growth”.191

The international monetary crisis brought monetary stability back into policy
focus, while at the same time prompting a revision of credit policy to deal with pro-
blems in the financing of economic development. According to Galanis, the existing
monetary conditions had favoured the implementation of an eased credit policy,
which had served the economic development process satisfactorily. The rapid
growth of all types of bank deposits had provided healthy resources for strong
credit expansion. However, after August 1971, “credit measures were dictated… by
international monetary developments and by the concomitant need to strengthen
the country’s balance of payments position”.192

The discount rate of the Bank of Greece was kept at the high level of 6.5%,
while bank deposit and lending rates remained unchanged. Changes were recorded
in the following categories of interest rates: the interest rate on foreign exchange
deposits under the Housing Loan Deposit Scheme, which was raised from 6.25% to
6.75%-7.25% depending on the amount and maturity of the deposit; interest rates
on deposits in drachmas from converted foreign currency (a new category intro-
duced in 1971) were made equal to the interest rates on deposits in foreign exchange,
which were higher than those on drachma deposits (savings deposits: 6.25%, com-
pared with 4.5%-5.5%; time deposits: 6.75%-8%, compared with 5.75%-7%); a new
category of sight deposits was introduced, for exclusive use by private individuals,
up to a maximum amount of 200,000 drachmas, remunerated at a rate of 4%
instead of the standard 0.75%; the interest rate on loans to depositors under the
Housing Loan Deposit Scheme was reduced by 1 percentage point; the interest rate
on loans for shipbuilding at Greek yards was raised by 0.25 percentage point (from
7% to 7.25%) and that on loans for working capital of shipping enterprises was also
raised, by one percentage point (from 10% to 11%). Finally, the interest rates for
prefinancing and financing exports of minerals were reduced.

These interest rate changes were mainly aimed at attracting saving deposits in
foreign currency by Greeks working abroad. According to Galanis, it should be noted
“that the interest rate policy has not, up to now, been used to any considerable
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extent as an instrument of monetary control; changing or maintaining interest ra-
tes is not, therefore, sufficiently suggestive of the short-term policy followed”.193

When fixing interest rates on deposits, the requirements for a balanced develop-
ment in the credit market in the long run were given primary consideration,
whereas, when determining the structure of interest rates on loans, criteria related
to economic development prevailed. The period 1970-1971 had seen, in the
Governor’s view, changes aimed at enhancing the importance of interest rates as a
means of credit allocation. Still, it was necessary to reinstate the qualitative and
quantitative control measures that had been lifted or eased during the four-year
period 1967-1970. “The part played by interest rates in monetary policy was taken
over mostly by quantitative and qualitative credit controls, which became necessary
in the first post-year decade because of a marked shortage of loanable funds and, in
the following years, because of the extensive recourse to credit policy as a means of
influencing the allocation of available savings”.194 As more savings flowed into bank
deposits and, accordingly, bank credit flows grew, as the financing mechanism was
increasingly connected to foreign markets and, finally, as the capital market deve-
loped, the effectiveness of direct credit controls as a tool to influence liquidity was
reduced. Against this background, it was time to reconsider the whole structure of
interest rate policy, with a view to introducing more flexibility, which would enhance
the role of interest rates as a standard means of influencing demand trends, capital
movements and the allocation of savings.195

Quantitative and qualitative controls on credit in Greece were the principal in-
strument for influencing total bank credit volume and allocation, as well as liquidity.
Among the credit control measures adopted in 1971, the percentages of commercial
banks’ primary reserve requirements (compulsory interest-free deposits with the
Bank of Greece) were increased; banks were required to maintain interest-bearing
seasonal deposits with the Bank of Greece, during the period from October 1971 to
January 1972; the percentages of commercial banks’ secondary reserve requirements
(compulsory investment in Treasury bills and government and public enterprises’
bonds) were raised from 34.5% to 36.5%; credit out of funds controlled by the Bank
of Greece, which was granted through specialised credit institutions, to finance pro-
ductive investment, increased at a high rate; credit regulations were also revised: the
percentage increase in the average amount of credit provided by commercial
banks to individual enterprises for working capital had to be kept within limits
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determined by the growth rate of borrowers’ productive activity; bank credit for
fixed capital formation was subject to a ceiling of 70% of total cost; the terms on
loans to importers of foreign exchange for the purchase or construction of real
estate in Greece were improved; and the terms on loans to depositors under the
Housing Loan Deposit Scheme were also improved, both for deposits in foreign
exchange and drachma deposits.196

According to Galanis, the quantitative and qualitative credit control exercised in
1971 had been mainly of a “redistributive nature”, given that interest rates were not
extensively used in Greece as a credit allocation instrument. It was therefore neces-
sary to use direct credit rules for that purpose. Thus, rather than the “free hand”
that had been given to banks according to his Report for 1969, the Governor noted
that an expansionary credit policy going beyond the limits of safety risked distur-
bing monetary equilibrium: “credit measures that are seemingly restrictive are often
no more than a means of shifting available funds to other activities of higher prio-
rity in the process of economic development. It is evident, of course, that at the same
time the authorities attempt to contain overall credit expansion within limits not
liable to upset monetary stability, which is the basic prerequisite for economic de-
velopment”.197 Putting this differently, the Governor stressed that “an expansionary
monetary and credit policy can only be stretched to the limits imposed by the need
to safeguard monetary stability”.198

The problems with financing economic development involved the financing
triangle: banks, enterprises and the capital market. Excessive bank credit to busi-
nesses in the period 1967-1970 had not only reduced the funds available for new
productive activities and investment, but had also slowed down, according to Ga-
lanis, “the transition from family businesses to genuine sociétés anonymes, which of-
fer business activity a wider and firmer basis for growth”.199

The rapid rise in deposits during that period reflected the underdevelopment of
the capital market, with the result that Greek industrial enterprises heavily depen-
ded on bank credit. Thus, the functioning of the banking system was key to tackling
the financing problem: “Therefore, it is ultimately up to the banking system itself to
make full use of the opportunities offered by the new credit regulations for impro-
ving existing conditions”.200
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Banks were called on to play an active role in the development of the stock mar-
ket, since the measures taken earlier (including Emergency Laws 148 and 149 of
October 1967) had yet to deliver visible results, due to insufficient supply of secu-
rities “from healthy sources”.201 This supply could not be increased as long as banks
continued to accommodate at a low cost the financing needs of enterprises,
including those with access to the capital market: “The required institutional and
organisational framework has been provided. The missing factor is the business
world’s interest and boldness and, mainly, the active cooperation of the banking
system, which must develop vigorous activity to this end”.202
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201 For the measures to support the capital market, see Annual Report for 1968. Legislative Decree 608/1970
“Investment Trusts and Mutual Funds”  aimed to promote a shareholder society.
202 Annual Report for 1970, p. 27. By Legislative Decree 827/1971 “Amending and supplementing the provi-
sions on the Athens Stock Exchange, and regulating other relevant matters”, the Athens Stock Exchange Rulebook
was amended, and a special account was opened at the Bank of Greece for increasing the joint guarantee fund.





5DESTABILISATION,
OIL SHOCKS, STAGFLATION:
1971-1984

5.1 The 1971-1973 period: monetary policy in crisis

In May 1971, the term of Dimitrios Galanis as Governor was renewed.1 When he
died in spring 1973,2 Konstantinos Papayiannis became Governor,3 while Ε. Panas
remained Deputy Governor.4

As far as the Bank of Greece is concerned, the main developments during that pe-
riod included new trends in financing and credit, the Bank’s position within the in-
ternational banking environment, and its activities as government’s banker. All these
occurred against the backdrop of the monetary turmoil triggered by the suspension
of the gold convertibility of the US dollar on 15 August 1971.

As early as May 1971, the Bank of Greece noted the developments in the inter-
national monetary system and their impact on its foreign exchange reserves. The
Bank had taken positions in Swiss francs and Deutsche marks, converting into the
latter currency part of the 60 million US dollars syndicated loan. As a result, it
gained from the appreciation of the Swiss franc and the floating of the Deutsche
mark as from 10.5.1971.5 The Bank of Greece responded to the events of 15.8.1971
by a brief announcement by its Governor on 18.8.1971, mentioning that, despite

1 “Renewal of the term of office of Governor D. Galanis”, General Council minutes, Vol. 75, meeting of
24.5.1971, pp. 257-258, and “Announcement of swearing-in of D. Ν. Galanis as Governor of the Bank upon
renewal of his term”, General Council minutes, Vol. 76, meeting of 9.6.1971, pp. 1-2.
2 “Resolution of the General Council of the Bank of Greece following the demise of Governor Dimitrios
Ν. Galanis”, General Council minutes, Vol. 82, meeting of 3.5.1973, pp. 198-199.
3 “Announcement of the appointment of Mr. Konstantinos Ε. Papayiannis as Governor of the Bank”, Ge-
neral Council minutes, Vol. 82, meeting of 7.5.1973, pp. 201-202.
4 “Expiry of the term of office of Deputy Governor Ε.G. Panas, and proposal for his reappointment”, Ge-
neral Council minutes, Vol. 83, meeting of 11.7.1973, p. 44.
5 “Announcements by the Governor”, General Council minutes, Vol. 75, meeting of 13.5.1971, pp. 195-196.



exchange market developments, the Currency Committee had decided on 16.8.1971
to keep the exchange rate of the drachma vis-à-vis the US dollar unchanged at 30
drachmas per dollar and retain the fluctuation bands as determined by the Inter-
national Monetary Fund.6 About two years later, in October 1973, it was announced
that the Bank of Greece had been authorised to set a different exchange rate by an
Act of its Governor. Thus, Governor’s Act 965/19 October 1973 established a new
parity of 27 drachmas per dollar.7

5.2 Financing operations

In that period, the bulk of credit to the real economy was provided through de-
velopment banks, i.e. the Hellenic Industrial Development Bank – ETBA (state-
owned), the National Investment Bank for Industrial Development (ETEBA/
NIBID) and the Investment Bank (subsidiaries of the National Bank and the Com-
mercial Bank, respectively). These banks extended medium-to-long-term loans to
large corporations, with a view to supporting industrial development. Their main
sources of funding were the Bank of Greece and loans from foreign banks.

Loan approvals by the Bank of Greece often included specific provisions, such as
that the fiduciary assignment by the lending bank of its receivables to the Bank of
Greece would not be notified to the borrowers or annotated in Mortgage Registries,
where applicable. The rationale was that these claims concerned “serious” banks, with
investments considered to be safe to the extent that they relied on detailed studies.8,9

In some cases, the Bank of Greece also granted a cost-free extension of the repayment
period for development banks’ claims (although often the original maturity was ten
years), at a favourable interest rate and with a grace period of a few years.10 The Bank
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6 “Announcements by the Governor”, General Council minutes, Vol. 76, meeting of 18.8.1971, p. 189.
7 “Announcement by the Governor regarding the exchange rate of the drachma vis-à-vis the dollar”, General
Council minutes, Vol. 83, meeting of 24.10.1973, p. 257.
8 “Approved funding of up to 300 million drachmas to the National Investment Bank for Industrial Deve-
lopment (ΕΤΕΒΑ) for supporting its lending capacity. Approval of non-notification to borrowers of the fidu-
ciary assignment to the Bank of Greece of the lending bank’s receivables from long-term loans by it, and of
non-annotation in Mortgage Registries, where applicable”, General Council minutes, Vol. 75, meeting of
17.3.1971, pp. 39-41.
9 “Approved funding of 100,000,000 drachmas to Investment Bank S.A. for its investment programme. Ap-
proval of non-notification to borrowers of the fiduciary assignment to the Bank of Greece of the lending bank’s
receivables from long-term loans by it, and of non-annotation in Mortgage Registries, where applicable”, Ge-
neral Council minutes, Vol. 77, meeting of 15.12.1971, pp. 240-242.
10 “Modification of repayment period for approved funding of 300,000,000 drachmas to the National Invest-
ment Bank for Industrial Development (ΕΤΕΒΑ) from Public Organisations’ funds, for supporting its lending
capacity”, General Council minutes, Vol. 75, meeting of 14.4.1971, pp. 133-134.



of Greece operated both as direct lender and as banker of public organisations, whose
funds it channelled towards supporting the investment programmes of develop-
ment banks.11,12,13,14,15

Moreover, the Bank of Greece continued to extend credit to the National Mort-
gage Bank for supporting its investment programme.16 Particularly for loans to ho-
tel and tourism enterprises by the Hellenic Industrial Development Bank (ETBA),
the National Mortgage Bank and the National Bank, special terms applied, namely:
(a) a share of Bank of Greece funds of up to 100% of the loan amount; (b) a grace
period of three to five years; (c) an annual interest rate of 4% for the grace period,
free of any commission fees; and (d) repayment of the loans upon expiry of the grace
period and rollover of principal, using public organisations’ funds at an annual
interest rate of 5.5%, without any commission fees. Other development banks could
also be subject to this arrangement upon request.17

Loans to the tourism industry were channelled via the Greek National Tourism
Organisation, which allocated the relevant funds to cover the working capital needs
of hoteliers and other tourism-related firms, such as travel agencies.18
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11 “Extension of supplementary advance of 100 million drachmas to the Hellenic Industrial Development
Bank (ΕΤΒΑ) pending the approval of funding for its 1971 programme, of which (a) 80,140,030 drachmas
from Public Organisations’ funds for the investment programme of 1971; and (b) 19,859,970 drachmas from
Bank of Greece funds for the financing of tourism and hotel enterprises, with a grace period”, General Coun-
cil minutes, Vol. 75, meeting of 17.3.1971, pp. 42-43.
12 “Extension of supplementary advance to the Hellenic Industrial Development Bank (ΕΤΒΑ) of 100 mil-
lion drachmas pending the approval of funding for its 1971 programme, of which 55,737,530 drachmas from
Public Organisations’ funds for the investment programme of 1971 and 44,262,470 drachmas from Bank of
Greece funds for the financing of tourism and hotel enterprises, with a grace period”, General Council minu-
tes, Vol. 76, meeting of 23.6.1971, pp. 40-41.
13 “Approval of funding of up to 350,000,000 drachmas to the National Investment Bank for Industrial De-
velopment (ΕΤΕΒΑ), from Public Organisations’ funds, for supporting its lending capacity in 1972”, General
Council minutes, Vol. 78, meeting of 22.3.1972, pp. 236-237.
14 “Funding to the National Investment Bank for Industrial Development (ΕΤΕΒΑ) with an amount of up
to 500,000,000 drachmas, from Public Organisations’ funds, for the support of its financing capacity in the year
1973”, General Council minutes, Vol. 82, meeting of 14.2.1973, pp. 7-8.
15 “Funding of up to 150,000,000 drachmas to Investment Bank S.A. for its 1973 investment programme”,
General Council minutes, Vol. 82, meeting of 28.2.1973, pp. 46-47.
16 “Approval of funding of 100 million drachmas to the National Mortgage Bank in April 1971, pending the
approval of its lending programme for 1971”, General Council minutes, Vol. 75, meeting of 13.5.1971, p. 201.
17 “Funding to the National Investment Bank for Industrial Development (ΕΤΕΒΑ), on the terms applica-
ble to the Hellenic Industrial Development Bank (ETBA), the National Mortgage Bank and the National Bank,
for on-lending to hotel and tourism-related enterprises”, General Council minutes, Vol. 76, meeting of
7.7.1971, pp. 97-98.
18 “Loan of 190,000,000 drachmas to the Greek National Tourism Organisation (EOT/GNTO). EOT credit
lines to hotel and tourism enterprises and travel agencies for working capital”, General Council minutes, Vol.
77, meeting of 29.9.1971, pp. 8-9.



Meanwhile, agricultural credit remained a constant concern for the Bank of
Greece in the form of funding to the Agricultural Bank19,20,21,22 or financing to
organisations such as the Autonomous Currant Organisation for the pooling of
crops23 or to exporters of agricultural products such as currants,24 tobacco,25,26 olive
oil and cotton,27,28,29 or even to industries relevant for agricultural development, such
as fertilisers manufacturing.30

Furthermore, the Bank of Greece provided guarantees on behalf of the Greek State
to foreign banks for loans to Greek construction firms,31,32 while another and quite
interesting aspect of its activities was the financing of the construction of a high-rise
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19 “Supplementary funding of 50,000,000 drachmas to the Agricultural Bank of Greece in March for its
short-term lending programme”, General Council minutes, Vol. 75, meeting of 14.4.1971, p. 134.
20 “Funding of 900,000,000 drachmas to the Agricultural Bank of Greece in August 1971 for its short-term
lending programme”, General Council minutes, Vol. 76, meeting of 18.8.1971, pp. 190-191.
21 “Funding of 330,000,000 drachmas to the Agricultural Bank of Greece, for financing 1971 tobacco crop”,
General Council minutes, Vol. 76, meeting of 18.8.1971, pp. 193-194.
22 “Extension until 31.12.1973 of the maturity of agreements for State-guaranteed funding to the Agricul-
tural Bank of Greece for the pooling of tobacco crops of the years 1963-1969”, General Council minutes, Vol.
82, meeting of 14.2.1973, p. 6.
23 “Extension until 30.6.1971 of the maturity of loans to the Autonomous Currant Organisation for the
pooling of the 1967 currant crop”, General Council minutes, Vol. 75, meeting of 14.4.1971, p. 135.
24 “Limits to Bank of Greece financing of exporters of dried grapes and figs”, General Council minutes, Vol.
76, meeting of 18.8.1971, pp. 195-197.
25 “Shipments of tobacco to be delivered to the tobacco industry Roth-Händle in exporting period 1971-
1972”, General Council minutes, Vol. 77, meeting of 29.9.1971, pp. 11-13.
26 “Shipments of tobacco to be delivered to tobacco manufacturer H. F. and PH. F. Reemtsma in exporting
period 1971-1972”, General Council minutes, ibid., pp. 13-14.
27 “Financing of export trade. Provisional increase, until end-May 1972, of the 16,000,000 drachmas
discount credit to Thessaloniki Oil and Cotton Industry S.A., borrower of the Thessaloniki Branch, by
16,000,000 drachmas”, General Council minutes, Vol. 77, meeting of 29.9.1971, pp. 19-20.
28 “Financing of export trade. Provisional increase, until end-May 1972, of the discount credit of 2,000,000
drachmas to Cotton Grins of Macedonia S.A., borrower of the Thessaloniki branch, by 5,000,000 drachmas”,
General Council minutes, ibid., pp. 20-21.
29 “Financing of export trade. Provisional, until end-May 1972, increase of the discount credit of 6,500,000
drachmas to the borrower of the Thessaloniki Branch Antoniadis-Athanasiadis Cotton Industry S.A., by
6,500,000 drachmas”, General Council minutes, ibid., pp. 22-23.
30 “Funding of 50,000,000 drachmas to the Agricultural Bank of Greece for credit to Chemical Industries of
Northern Greece S.A. for the production of fertilisers in the period 1971-1972”, General Council minutes,
ibid., pp. 9-10.
31 “Provision of a guarantee for up to US dollars 1,035,000 dollars by the Bank of Greece to Hambros Bank
Ltd, London, on behalf of the Greek State, for a loan to the construction firm Skapanefs S.A.”, General
Council minutes, Vol. 76, meeting of 18.8.1971, pp. 191-192.
32 “Provision of guarantee by the Bank of Greece to the Hessische Landesbank Girozentrale, Frankfurt, for
an amount of up to 1,000,000 DM on behalf of the Greek State, for the extension of a loan to Elliniki Techniki
S.A.”, General Council minutes, ibid., pp. 192-193.



office and retail building by the Municipality of Piraeus. The latter obtained a State-
guaranteed loan (at an annual interest rate of 6% and repayable in 15 years in 30 bian-
nual instalments) from the National Mortgage Bank, funded by the Bank of Greece.33

A considerable part of total allocated credit was absorbed by the shipping sector,34

in the form of bank loans to shipping companies for building and/or converting ves-
sels at Greek shipyards. All types of vessels were eligible (cargo, passenger, fishing, etc.);
the loans covered 80% of total costs and were repayable in 18 equal biannual instal-
ments, starting six months after the delivery of the ship. More specifically, loans for the
building of all types of smaller-tonnage Mediterranean ships were repayable in 12.5
years, with a grace period of two and a half years. The lenders (commercial banks and
the Hellenic Industrial Development Bank) would in turn have their receivables
discounted by the Bank of Greece at an annual interest rate of 4.2% for Bank of Greece
funds and of 5.2% for public organisations’ funds managed by the Bank of Greece.35

Such loans continued to be extended in the following years, mostly but not exclusively
intermediated by the State-owned Hellenic Industrial Development Bank,36,37,38 and in
certain cases with a cost-free lengthening of the repayment period.39,40,41
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33 “Funding of 25 million drachmas to the National Mortgage Bank, from Public Organisations’ funds, for
extending a State-guaranteed loan to the Municipality of Piraeus, for the construction of an office and retail
building”, General Council minutes, Vol. 77, meeting of 13.10.1971, pp. 49-50.
34 “Codification of Currency Committee decisions on the financing of shipping”, General Council minutes,
ibid., p. 193.
35 “Funding to commercial banks and the Hellenic Industrial Development Bank (ΕΤΒΑ) for on-lending to
shipping companies, for building and conversion of vessels at Greek shipyards”, General Council minutes, Vol.
76, meeting of 1.9.1971, pp. 211-213.
36 “Determination of the level of Bank of Greece funding to the Hellenic Industrial Development Bank
(ΕΤΒΑ) in 1971 at up to 1,150,000,000 drachmas, for on-lending to shipping companies for building and con-
version of vessels in Greece, based on the applicable specific decisions of the Currency Committee”, General
Council minutes, Vol. 78, meeting of 26.1.1972, pp. 69-70.
37 “Approval of refinancing of the Hellenic Industrial Development Bank (ΕΤΒΑ) with 669,600,000
drachmas – i.e. 90% of its loan to Constant Shipping Company, for the building of 5 product carriers”, Gene-
ral Council minutes, Vol. 80, meeting of 4.10.1972, pp. 201-202.
38 “Funding to commercial banks and the Hellenic Industrial Development Bank (ΕΤΒΑ) for extending
supplementary loans related to building and conversion of vessels at Greek shipyards”, General Council mi-
nutes, Vol. 81, meeting of 6.12.1972, pp. 62-63.
39 “Approval of further postponement of the start of repayment of funding to the Hellenic Industrial Deve-
lopment Bank (ΕΤΒΑ) to finance the building of two bulk carriers”, General Council minutes, Vol. 79, meet-
ing of 24.5.1972, pp. 80-82.
40 “Extension by two months of the maturity of the fifth tranche, amounting to 133.95 million drachmas,
out of total 669.6 million drachmas funding to the Hellenic Industrial Development Bank (ΕΤΒΑ) to finance
the building of a bulk carrier by Constant Shipping Company at Hellenic Shipyards S.A.”, General Council
minutes, Vol. 81, meeting of 20.12.1972, p. 133.
41 “Extension of the maturity of funding to Hellenic Industrial Development Bank (ΕΤΒΑ) S.A. to finance
the building of an oil tanker in Greece by Symianos Bros Shipping Enterprises S.A.”, General Council minu-
tes, Vol. 83, meeting of 7.11.1973, pp. 295-296.



Other recipients of intermediated loans were export companies, specifically
Greek Exports S.A.,42,43,44 handicraft enterprises,45 as well as the film industry for
domestic productions.46 Finally, the Bank of Greece also participated in the
financing of large-scale international projects, such as the Suez-Alexandria
oil pipeline.47

5.3 Foreign borrowing

The Bank of Greece was involved as a party or agent in major foreign borrow-
ing operations between the Greek State, Greek banks and foreign financial institu-
tions. In 1971, negotiations were concluded for a 60 million US dollars loan by a
syndicate of foreign banks (Bank of America, First National Bank of Chicago,
Continental Illinois National Bank & Trust Company Chicago, The Chase Manhattan
Bank, Bank of Nova Scotia, Morgan Guaranty Trust Company of New York, Manu-
facturers Hanover Trust Co, Bankers Trust Company and American Express Interna-
tional Banking Corporation) led by First National City Bank. The loan had a maturity
of six years, with a grace period of three years, during which only interest would be
payable. The interest rate would be the Eurodollar Libor plus one percentage point.
The Bank’s Administration welcomed the loan as a great success, not only for its
favourable terms, but also because the participation of major foreign private banks
was evidence of confidence in the outlook of the Greek economy.48 A new deal in
January 1972 concerned a loan of US dollars 30 million to the Bank of Greece from
Bankers Trust Company, Continental Illinois National Bank & Trust Company of
Chicago and Goldman Sachs International Corporation, Canadian Imperial Bank
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42 “Funding of 100,000,000 drachmas to the Hellenic Industrial Development Bank, for lending to Greek Ex-
ports S.A. prior to the issuance of a Greek State guarantee”, General Council minutes, Vol. 81, meeting of
6.12.1972, pp. 64-65.
43 “Revision of the 1973 funding programme for the Hellenic Industrial Development Bank (ΕΤΒΑ)”, Ge-
neral Council minutes, Vol. 83, meeting of 22.8.1973, pp. 129-130.
44 “Revision of the 1973 funding programme for the Hellenic Industrial Development Bank (ΕΤΒΑ)”, Ge-
neral Council minutes, Vol. 83, meeting of 7.11.1973, pp. 294-295.
45 “Funding of up to 6,000,000 drachmas to Traders’ Credit Bank from Public Organisations’ funds, for on-
lending to handicraft enterprises”, General Council minutes, ibid., p. 298.
46 “Refinancing by the Bank of Greece of loans extended by commercial banks, investment banks and the
Hellenic Industrial Development Bank (ΕΤΒΑ) to Greek and foreign film enterprises for domestic produc-
tions”, General Council minutes, Vol. 81, meeting of 6.12.1972, pp. 63-64.
47 “Announcement of the Government Political Council decision on Greece’s participation in the financing
of the Suez-Alexandria oil pipeline project, and authorisation of negotiations with Egypt on Bank of Greece
financing”, General Council minutes, Vol. 80, meeting of 19.7.1972, pp. 16-18.
48 General Council minutes, Vol. 74, meeting of 4.2.1971, pp. 285-287.



and Toronto Dominion Bank; Barclays Bank International, Bank of Tokyo Trust,
Sumitomo Bank, Associated Japanese Bank, Japan International Bank, Sanwa Bank
and Dai-Ichi Kangyo Bank. The loan had a maturity of ten years, with a three-year
grace period and an interest rate equal to that of the Eurodollar Libor, plus 1.05 per-
centage points on average. This loan was also seen as a success, particularly in view
of its rather long maturity by the market standards of the time (5-6 years),49 and was
greatly praised by the dictatorial government,50 to which the loan was handed over
by the Bank of Greece.51

In April 1972, a new loan for US dollars 70 million was obtained from Goldman
Sachs International Corporation, Continental Illinois National Bank and Trust
Company, Japan International Bank and Orion Banking Group, with the same
maturity (ten years) and the same average interest rate as in the previous loan.52 In
May 1972, the Greek State received a 25 million US dollar loan from First National
City Bank N.Y., with the Bank of Greece acting as agent of the State, to finance the
procurement of military equipment and services from the United States. The loan
had a maturity of at least ten years and an interest rate equal to the base rate of First
National City Bank plus 0.5%.53

In October 1972, the Bank of Greece obtained a loan of US dollars 70 million from
a syndicate of banks led by Crocker National Bank of San Francisco, California, the
terms of which were even more favourable than for earlier loans, as they provided for
an interest rate of only one percentage point over the Eurodollar Libor and a longer
grace period of five years.54 These exceptionally favourable terms also received posi-
tive comments from the international financial press such as The Financial Times,
The Wall Street Journal and The International Herald Tribune.55 Finally, in July 1973
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49 “Announcements of the Governor on a 30,000,000 US dollar loan from a syndicate of foreign credit in-
stitutions”, General Council minutes, Vol. 78, meeting of 29.12.1971, pp. 18-21.
50 “Announcement of a letter from Mr. Ν. Makarezos, Vice-President of the Government, to the Governor
regarding the 30,000,000 US dollar loan”, General Council minutes, Vol. 78, meeting of 9.2.1972, p. 131.
51 “Approval of the transfer to the Greek State of the 30,000,000 US dollar loan contracted by the Bank of
Greece, under Currency Committee Decision no. 3056/9/22.12.1971, with London-based credit institutions”,
General Council minutes, ibid., pp. 132-133.
52 “Announcements by the Governor regarding the 70,000,000 US dollar loan from a syndicate of foreign cre-
dit institutions”, General Council minutes, Vol. 79, meeting of 19.4.1972, pp. 20-23.
53 “Announcements by the Governor regarding the 25,000,000 US dollar loan from First National City Bank
N.Y. to the Greek State via the Bank of Greece acting as an Agent of the Greek State”, General Council minu-
tes, Vol. 79, meeting of 24.5.1972, pp. 69-70.
54 “Loan of US dollars 70 million to the Bank of Greece”, General Council minutes, Vol. 80, meeting of
4.10.1972, pp. 224-227.
55 “Loan of US dollars 70,000,000 from a syndicate of international banks led by Crocker National Bank of
San Francisco”, General Council minutes, Vol. 81, meeting of 6.12.1972, p. 60.



the Bank of Greece was granted a credit line of US dollars 200 million by a syndicate
of foreign banks led by First Boston (Europe) Limited, London, with a 12-year ma-
turity and an interest rate 0.75% above the Eurodollar Libor applicable on three-
month or six-month deposits in US dollars.56 This loan was also handed over to the
Greek State in December 1973.57

Throughout that period, along with the temporary advances it continued to ex-
tend to the Greek State,58 the Bank of Greece was also involved in the management
of Greek government bond issues on the domestic market (the so-called develop-
ment bonds).59, 60, 61

5.4 International relations and interventions of the Bank of Greece

In the period under review, the Administration of the Bank of Greece sought
to strengthen the Bank’s presence within the international banking and economic
research community, as well as to make the achievements and the upward path
of the Greek economy known. This was a practice followed also by other central
banks, at a time of information dissemination and worldwide quest for credit.
In this context, the Governor of the Bank of Greece joined international
research institutes and organisations, such as the Stanford Research Institute62

and the Organisation for International Economic Relations,63 and summaries of
the Annual Report and articles on Greek economic developments were frequently
published in prominent foreign journals and newspapers, such as The American
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56 “Announcements by the Governor regarding a 200,000,000 US dollar loan agreement concluded by the
Bank of Greece with foreign credit institutions”, General Council minutes, Vol. 83, meeting of 11.7.1973,
pp. 45-46.
57 “Transfer to the Greek State of the 200,000,000 US dollar loan concluded by the Bank of Greece under the
agreement of 24.7.1973, with foreign credit institutions”, General Council minutes, Vol. 84, meeting of
20.12.1973, pp. 116-117.
58 “Extension of temporary advance to the Greek State”, General Council minutes, Vol. 76, meeting of
18.8.1971, p. 198.
59 “Domestic Economic Development Lottery Loan for 2,350,000,000 drachmas at 6.5%, 1971”, General
Council minutes, ibid., pp. 201-202.
60 “Extension of loans using as collateral bonds of the 1972 6.5% 3,000,000,000 drachmas Lottery Loan”,
General Council minutes, Vol. 81, meeting of 1.11.1972, p. 5.
61 “Appointment of the Bank of Greece as underwriter of a 260,000,000 drachmas tranche of the 6.5% 1972
Domestic Lottery Economic Development Bond Issue to be launched under Legislative Decree 1183/72”, Ge-
neral Council minutes, ibid., pp. 6-9.
62 “Registration of the Governor of the Bank of Greece as member of the Stanford Research Institute, Cali-
fornia”, General Council minutes, Vol. 76, meeting of 23.6.1971, p. 82.
63 “Registration of the Bank of Greece as member of the Organisation for International Economic Rela-
tions, Vienna”, General Council minutes, Vol. 83, meeting of 27.6.1973, p. 43.



Banker,64,65 The Economist,66,67,68 Corriere della Sera,69 Libre Belgique,70 Journal of
Commerce,71,72 The Wall Street Journal,73,74,75,76 The Financial Times,77,78, 9 Al-Ahram,80

Die Presse,81 The Times of London,82 Le Figaro, Frankfurter Allgemeine Zeitung,
Washington Post,83 and The New York Times.84 At the same time, by demand of
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64 “Publication of the Annual Report in the New York newspaper The American Banker”, General Council
minutes, Vol. 76, meeting of 23.6.1971, p. 82.
65 “Publication of a summary of the Annual Report in the New York newspaper The American Banker”, Ge-
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the dictatorial government, the Bank of Greece sponsored propaganda publica-
tions, targeted at domestic and international audiences, on the dictatorship’s
economic achievements.85

As part of its international contacts, the Bank regularly invited foreign acade-
mics, bankers and other prominent figures to give lectures in Greece and exchange
views with the Administration of the Bank of Greece on economic and financial
matters, also as a way of promoting Greek interests. This programme was launched
before the dictatorship, by the General Council decision of 2.11.1966. Among others,
Gottfried Haberler visited Greece in October 197186 and Gordon F. Boreham, pro-
fessor at the University of Ottawa, in July 1972.87

In the context of its international relations, the Bank participated in the Annual
General Meetings of the International Monetary Fund (IMF)88 and the Bank for In-
ternational Settlements (BIS). The 41st Annual Meeting of the BIS, held in Basel on
14.6.1971, brought together the Bank’s Administration with its peers from the BIS,
the Nederlandsche Bank, the Bank of England, the Bundesbank, the Federal Re-
serve Bank of New York, as well as certain Swiss banks.89 The meeting focused on
international instability, marked by an increase of nominal income above produc-
tivity gains and the emergence of cost inflation, although demand inflation had been
reined in through restrictive monetary policies. The result had been economic
stagnation and higher unemployment. These domestic imbalances had affected
external economic relations, with adverse repercussions on the international mo-
netary system, mainly via the persistent payments deficit of the United States and the
abundant supply of Eurodollars since 1970. The appreciation of major European
currencies (such as the Deutsche mark, the Dutch guilder and the Swiss franc)
vis-à-vis the US dollar and gold triggered chain reactions across the international
monetary system. The Bank of Greece had predicted, already in June 1970, that an
appreciation of the hard European currencies was more probable than a deprecia-
tion of the US dollar vis-à-vis gold.
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In the view of the BIS, which was shared by the Bank of Greece, although a cor-
rection of exchange rates was necessary, it was of the utmost importance to restore
domestic stability, not only through appropriate monetary and fiscal policies, but
also through a restrictive incomes policy that would ensure wage growth in line
with the increase in productivity. Moreover, monetary policy coordination was ne-
cessary, especially with respect to the Euro-dollar market.

In June 1972, the Bank of Greece attended the 42nd Annual General Meeting
of the BIS, along with other central banks and international organisations. The
meeting confirmed once again that inflation was the major problem of the world
economy, having a serious impact on the international monetary system and fo-
reign exchange markets. This time, however, the upsurge in inflation was attri-
buted to excess demand, and the focus shifted to policies for containing demand.
The Smithsonian Agreement of 18.12.1971 in Washington that introduced a
new exchange rate regime was welcomed, but its successful implementation
crucially hinged on national policies. In parallel, the meeting called for monetary
policy coordination across countries, noting the destabilising role of short-term
capital movements.90

In the next Annual Meeting of the BIS, on 18.6.1973, the assessment was that
no progress had been made on the inflation front internationally. This was
attributed to the failure of governments and central banks to curb the demands
made by various social groups for higher incomes and prices. The direct con-
trols on prices and incomes implemented by some governments had not been
successful either, in the absence of public support to disinflationary policies. At
the same time, also due to the lack of coordination of economic policies across
countries, the Smithsonian Agreement collapsed and the Bretton Woods system
was abandoned in early 1973. However, despite the shift to floating exchange rates,
outflows from the US dollar continued, mainly on account of the lack of a sys-
tematic disinflationary policy in the United States. It is interesting that the policy
of de facto devaluation of the dollar was seen as being supported by both the
United States, seeking to improve its balance of payments, and West Germany,
which saw the strong mark as a bulwark against inflation. The Bank of Greece
pointed out the risk of monetary instability leading to competitive devaluations,
protectionism and controls reminiscent of those prevailing in the 1930s. Still, it
believed that there was scope for establishing a new international system that
would retain the basic characteristics of the Bretton Woods system, which had
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significantly contributed to international prosperity during a quarter of a century
after the end of World War II.91

Finally, the Bank of Greece entered into agreements with American banks ac-
tive in the international Eurodollar market, to open time deposits in US dollars by
such banks. One such agreement was signed on 25.11.1970 (and renewed twice, in
December 1971 and February 1973) with The Chase Manhattan Bank, for a depo-
sit of one million US dollars, with a facility of overdrafts in drachmas up to the
amount of 30 million.92,93 Similar agreements were signed with the Bank of Nova
Scotia on 9.9.1970 (renewed in September 1972) for a time deposit of two million
US dollars;94 First National Bank of Chicago, Athens for a time deposit of one million
US dollars, renewed on 13 February 1973 for an additional year;95 and First National
City Bank for a deposit of 5 million US dollars, effective from January 1973.96

5.5 The collapse of the Bretton Woods system and its consequences for exchange
rate policy

The year 1971, the second to last of the dictatorship’s Five-Year Economic De-
velopment Plan 1968-1972, was characterised by rapid economic growth in Greece,
in spite of strong inflationary pressures abroad in the wake of the international
monetary crisis. According to the Annual Report of the Bank of Greece, the balance
of payments was in surplus —partly thanks to higher invisible inflows— that led to
a substantial increase in the country’s foreign exchange reserves. The impact of the
international monetary crisis manifested itself through abrupt and strong fluctua-
tions in the trade balance, mainly imports. The decision to maintain the
drachma/dollar exchange rate at the level last set in 1953 (30 drachmas per dollar)
implied that the drachma was less expensive than the currencies of the EEC coun-
tries and Japan and contributed to a rise of inflation in Greece. Regarding the struc-
ture of the Greek economy, a slowdown was observed in the rate of growth in
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agricultural income growth in favour of manufacturing, which from 1969 onwards
had exceeded the agricultural sector in terms of relative size.

Developments in 1972 were marked by an overheating in certain sectors of the
economy, most notably construction, along with a pick-up in inflation and import
prices. In the labour market, conditions of nearly full employment prevailed. Indus-
trial production increased, driven by buoyant building activity and higher public
expenditure. The share of manufacturing in GDP rose from 16.5% in 1962 to 22.9%
in 1972 (at 1958 prices), and that of the secondary sector as a whole was 33.5% of
GDP in 1972. The Bank’s Annual Report noted that “Rapid industrial expansion is
coupled with a commensurate increase in social cost owing to the strong and
multiform incentives given to promote industrial development”, and “industrial de-
velopment and production are being promoted through disproportionately large
and growing support from the banking system”.97 Moreover, after a long period of
relative stagnation, prices were rising at accelerating rates (on average 6.5% in 1972,
while the wholesale price index increased by 10.5%).

The economy faced much more adverse conditions in 1973, against the back-
drop of the first oil shock: between the beginning and the end of the year, the Con-
sumer Price Index (CPI) increased by 30.6%, being on average 15.5% higher than in
1972, and the rise in the wholesale price index (which is directly affected by inter-
national prices) came to 44.2%. At the same time, a slowdown in agricultural pro-
duction was a cause of concern. The Bank of Greece pointed out a need for a review
of agricultural policy and the relevant objectives, recalling that agriculture employed
and secured income for 40% of the population and contributed about 15% to GDP.
The slowdown in agricultural production was associated with urbanisation and the
excessive growth of the construction sector: during the 1969-1973 period, residen-
tial investment as a percentage of total gross fixed capital formation was 30%, much
higher than in comparable economies (Turkey 22%, Spain 18%, Portugal 17%). The
Report stressed that “the overexpansion of the building sector cannot be considered
to be a favourable development in the long run, since it entails a lopsided structure
of the productive mechanism”.98

After several decades of a fixed exchange rate between the drachma and the US
dollar (and the dictatorship’s successive decisions to maintain this exchange rate), in
October 1973 it was decided to unpeg the drachma from the US dollar and revalue
it upwards by 11.1%. With subsequent developments, most notably the recovery of
the dollar, the drachma-US dollar parity broadly returned to about 30 drachmas per
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one dollar; still, the lasting impact of the measure was that the peg was abandoned
and, as the Report mentioned, “a controlled float was maintained, which makes for
more elastic arrangements”.99

In conclusion, the exchange rate policy of the Bank of Greece after the collapse
of the Bretton Woods system, as well as the overall policy of the military dictator-
ship, were erratic, complicated and often contradictory. While the economic devel-
opment process continued, the Bank of Greece, lacking Zolotas’ steady hand and
commitment to monetary stability, put up with an overheating of the economy, only
taking comfort in the attainment of full employment. Pressures on the drachma be-
came unsustainable, and no alternative strategy was in sight, as the dictatorial regime
was by its nature averse to plurality of views. Even though the country’s European
prospect appeared too remote at the time, it was a fact that Europe was the chief de-
stination for Greek exports, and this should normally not have been forgotten in
exchange rate policy making. The —albeit short-lived— pegging of the drachma to
the US dollar perhaps reflected contemporary political priorities, but these were not
in line with the long-term interests of the Greek economy.

5.6. The Bank of Greece following the restoration of democracy

A few months after the General Meeting of Shareholders of the Bank of Greece
on 29.4.1974, a number of major developments took place: a coup against Arch-
bishop and President Makarios in Cyprus (15.7.1974); the Turkish invasion of
Cyprus (20.7.1974); and the fall of the dictatorship in Athens (23-24.7.1974),
followed by the Attila II operation in Cyprus on 14.8.1974. In September, new po-
litical parties were formed in Greece, including the Panhellenic Socialist Movement
(PASOK) on 3.9.1974 and New Democracy on 29.9.1974, while some older parties
were reactivated and/or legalised: the Centre Union − New Forces party on
20.9.1974, the Communist Party of Greece (ΚΚΕ) on 23.9.1974, the ΚΚΕ Interior,
and the United Democratic Left (EDA). A national election was held on 17.11.1974,
followed by a referendum on the form of government on 8.12.1974.

Meanwhile, the acting Governor of the Bank of Greece, Panayis Papaligouras,
addressed the extraordinary General Meeting of Shareholders held on 23.9.1974 with
the following statement: “We are called: first, to assist the government in dealing with
the direct economic consequences of the Cypriot crisis; second, to contribute to a
rationalisation of the operating conditions of the disorganised banking system;
and third, to restore within this national institution staff order and legality”.
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The situation of the economy was improving, as Papaligouras assured the Bank’s
shareholders: “…the rate of increase in price indexes is declining. It is also projec-
ted that in the second half of the current year the total increase will not exceed 4%
for the Consumer Price Index and 5%, at most, for the wholesale price index”.
These developments had strengthened depositor confidence: “Between 1 and 18
September, private deposits rose by 3,636 million drachmas, while banknote
circulation fell by 3,180 million drachmas”.100

At the next Ordinary General Meeting of the Bank of Greece held on 24.4.1975,
Xenophon Zolotas, reinstated as Governor, presented his first post-1974 Report,
noting among other things the following: “When the Government of National Unity
came to power on 24 July 1974, the economy was marked by recession, a high rate
of inflation and a large deficit in the balance of payments”, adding that “the decline
in economic activity was halted during the last months of 1974”,101 although it was
not clear whether the economy had started recovering. Despite a significant weake-
ning in imports, the balance of payments remained in deficit, which was due to an
almost fourfold increase in oil prices, as well as exceptional imports of defence
equipment in the context of the Cyprus crisis. The Report went on to note that “the
state budget is burdened by the legacy of the period of the dictatorship, which is
characterised by an unplanned swelling of public spending, both consumer and
investment, in directions of low productivity”.102 By this, the Governor implied that
the dictatorial regime had focused on providing liquidity for consumption and low-
yield investment in order to generate consumer affluence and thereby raise its
popularity, making up for its lack of legitimacy. This policy, according to Zolotas,
had been unacceptable and against the long-term interests of the Greek economy.

With regard to the unpegging of the drachma from the US dollar, the Report ex-
plained the rationale behind the decision of 8.3.1975, as well as the functioning of
the new system of setting exchange rates based on a basket of currencies. This
choice, along with a number of other government decisions in the areas of incomes,
credit and fiscal policies, had brought the Greek economy out of recession and onto
a path of recovery, with GDP growing by 3.7% in 1975, compared with a decline of
2.5% for the OECD’s European members as a whole. Inflation was still high, at
double-digit levels (15.2% in 1975, up from 13.5% in 1974), which was partly attribu-
ted by the Bank of Greece to higher indirect taxes. According to the Bank of Greece,
the authorities should take steps to prevent an excessive increase in profits, especially
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those arising through the abuse of monopoly power, in order to bring inflation
under control in the period ahead, during which further recovery and higher
demand were expected. The Bank also called for effective measures to reduce the
high cost of marketing of agricultural products and the unjustifiably high profits of
middlemen. An important problem was the lower level of savings (from about 23%
of GDP in 1973 to 15.7% in 1975), as a result of inflation and recession. Moreover,
it was stressed that “the substantial credit expansion that took place in the second
half of 1974 and continued for the best part of 1975 was aimed at helping the eco-
nomy out of the recession”.103 This credit expansion had been allocated unevenly
across the private and the public sector, almost 58% and 42% respectively, in 1975.
The goal was to support industry and export trade, but this policy had inflationary
side-effects. The Report for 1975 featured, for the first time, a section on “Accession
to the EEC and economic development”. In this context, the Bank of Greece pointed
out that “the process of tariff elimination will be speeded up during the next few
years and [….] other forms of protection against foreign competition will be
gradually abandoned”.104

5.7 Between an energy shock and inflation

In the next two years (1976-1977), the Bank of Greece noted an increase in dis-
posable income and a decline in inflation. However, the oligopolistic structure of
the domestic market and the resulting weak competition remained a source of con-
cern. The Bank of Greece also continued to monitor monetary policy developments,
particularly in EEC member countries, “looking into the possibility of setting tar-
get rates for the expansion of the money supply. These targets will vary in accor-
dance with the unique conditions prevailing in each country. They will, however, be
binding on the other EEC member countries”.105 Also, “the rapidly rising and highly
liquid nature of private savings in the banking system is by itself a potential source
of inflation”. As stated in the Report, “the most effective means of curtailing exces-
sive credit expansion is to control commercial bank liquidity”. Other significant
goals were also the development of a capital market and the familiarisation of the
general public with other forms of savings, such as bank and corporate bonds.

Turning to the structure of the economy, it was proposed to “place under control
the increase of profit margins and other incomes, mainly derived from intermediary
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professions, services and other profiteering parasitic-type activities. In addition, ef-
fective measures had to be adopted to bring these incomes under taxation. Signifi-
cantly, incomes from these categories were numerous, comparatively high and
rapidly rising. These incomes were, therefore, a significant source of overconsum-
ption and strong demand for luxury goods imports. At the same time, the consum-
ption patterns of these social groups influenced the consumer behaviour of the
population at large”.106 This was a view consistently supported by X. Zolotas through-
out the post-1974 period.

Energy self-sufficiency was a major matter for the Bank of Greece: the Report for
1976 noted that “aside from traditional energy sources (petroleum, lignite) Greece
also seems to have some possibilities of developing geothermic energy sources. In
the absence of rapid utilisation of these resources the country’s growing dependence
of fuel imports becomes inevitable”.

The following year, the Bank of Greece ascertained a slowdown in the growth
rate, accompanied by a deterioration in the composition of growth: the share of the
primary sector had shrank by almost 5%, manufacturing output had also slowed
down, and GDP growth was exclusively driven by services and building activity,
further aggravating a problem identified in the past. Throughout that period, the
Administration of the Bank of Greece was deeply concerned about developments in
the Agricultural Bank, its borrowing from the Bank of Greece, as well as its lending
to farmers. Another cause of concern was the weakness of industrial production,
which was attributed to the decline in exports as a result of higher protectionism that
affected mainly textile and clothing/footwear manufacturing. On the other hand,
both the agricultural and the industrial sectors seemed to be inadequately adjusted
to the requirements of the EEC.

5.8 The path towards EEC participation

After a year of stagnation, exports of goods and services increased by a substantial
19% at constant prices in 1978. Given a slight deceleration in the growth rate of the re-
spective imports (to 7% from 8%), the deficit in the real external balance narrowed
considerably. In addition, the assessment of the Bank of Greece was that, unlike most
other OECD countries, Greece was among the few OECD countries that were not fa-
ced with unemployment problems. On the contrary, the economy was operating near
full employment, despite the repatriation of considerable numbers of Greek workers
from Western Europe. The shortages in the labour market were also evidenced by the
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change in the composition of crews of ships under the Greek flag, about one-third of
which consisted of foreigners. On the inflation front, the government implemented a
strict disinflationary programme, aimed at limiting the growth of commercial bank
credit to 18% in 1979, compared with 24.5% in 1978 and 26.5% in 1977.

However, the economic targets set by the government had proved to be unattai-
nable, due to the second oil shock and the economic slowdown in OECD member
countries. These events had resulted in a considerable deceleration of the rates of
increase in disposable private income and private consumption, as well as in GDP, in
addition to a dramatic upsurge in inflation: consumer prices rose by 24.8% during
1979, while on an average annual basis the increase was 19%. The situation worse-
ned the following year, with a persistent rise in oil prices: between end-1978 and end-
1980, oil prices in US dollars rose by 150%. Most OECD countries entered recession,
which affected the Greek economy via exports. Gross fixed capital formation fell by
8.3% in 1980 (compared with a 7.9% increase in 1979). Inflation kept on rising.

The Governor’s Report presented at the Annual General Meeting of 30.4.1981,
five months before the national election that brought PASOK to power, seemed to
contain a subtle criticism against the current government: “In past annual reports
as well as at the joint annual meetings of the International Monetary Fund and the
World Bank, the Governor of the Bank of Greece has pointed out that the effective
combatting of inflation, adjustment of balance of payments and achievement of self-
sustained economic development require a policy that will encourage productive
investment.”107 Governor Zolotas went on to recall the recommendations that the
Bank of Greece had made in 1976, concluding that “it is along these lines —which
we think are the basic elements of an efficient development and anti-inflationary
strategy— that the government has orientated its policies, and progress has already
been achieved over the past few years”. Lastly, he added: “as has already been men-
tioned, the country’s economic development is adversely affected by complex
bureaucratic procedures and various disincentives, which must be eliminated as
soon as possible”. In other words, Zolotas pointed out that certain chronic policy
weaknesses, of which he had repeatedly warned the political leadership, hampered
the country’s efforts to catch up with European standards.

5.9 A Governor’s correspondence with a political leader and two governments

During his (second) seven-year term as Governor of the Bank of Greece,
between 1974 and 1981, Xenophon Zolotas used to regularly send memos to the
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government, in particular to the Prime Minister (and subsequently President of the
Republic) Constantinos Karamanlis, with whom he had long ties of friendship and
mutual respect. In these reports, memos, or even simple notes, Zolotas never left
their personal relationship show and always addressed Karamanlis as “Dear Mr.
President”. Only once, in January 1981, did Zolotas express his concern about the
future in somewhat more emotional terms, but nevertheless his style remained
meticulously formal.

5.9.1 Tax reform considerations

During the transitional phase between the restoration of democracy in 1974
and the formation of an elected government to succeed the National Unity
government after the 17.11.1974 vote, two public figures who enjoyed Constantinos
Karamanlis’s absolute trust, Panayis Papaligouras and Xenophon Zolotas, switched
positions as Minister of Coordination and Governor of the Bank of Greece: Zolotas
took up the Ministry on 24.7.1974 (under the National Unity government),
handing it over on 21.11.1974 to Papaligouras, who had been Bank of Greece
Governor from 9.8.1974 to 24.10.1974, and Zolotas moved to the Bank of Greece
on 26.11.1974.108

This was a very challenging period for the new government. The state apparatus
had been disorganised during the seven years of the dictatorship, especially in the
aftermath of its downfall. As noted by Papaligouras —although the adoption of a
relevant law would enable the rehiring of civil servants who had been fired by the
military junta— “incomparably more difficult […] will be the enactment and
implementation of procedures that, little by little, will eventually restore the staff
hierarchical order that has been upset as a result of gratuitous actions or impermis-
sible omissions by the responsible bodies”.109 Zolotas, on the other hand, closed one
of his memos to Karamanlis, dated 30.12.1974, with the remark: “During the seven
years of the dictatorship, the most competent employees of the government and
public organisations left their posts […]. As a result, there is scarcity […] of com-
petent personnel. All these services should be restaffed by qualified and experienced
employees, and the government should spare no expense to ensure this”.110 More-
over, the dictatorship had brought about changes in the composition of society. Pa-
paligouras noted: “the seven-year dictatorship has created many newly rich, but few
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responsible and assertive young people and internationally competitive entrepre-
neurs”.111 A few months later, Zolotas noted that “it is known that there is sizeable
tax-evasion in the higher income brackets, whereby direct taxation, rather than cor-
rective of the distribution of income, becomes supportive of inequality and unfair-
ness”. From a longer-term perspective, he added that “the large real estate properties
have been created mainly during the last 25 years, as a result of the country’s eco-
nomic growth, tax-evasion by the high income brackets and the automatic colossal
overvaluation of land”.112

Furthermore, the later phase of the dictatorship had been marked by a slump in
economic activity, a surge in inflation and a shortfall in tax revenue. After beco-
ming Governor of the Bank of Greece, Zolotas wrote two policy memos, recom-
mending an effective and cohesive tax policy.

In a note dated 27.5.1974 (obviously serving as a draft for his later policy memo),
X. Zolotas reviewed the real estate tax systems of developing countries and identified
rental income taxation and capital taxation as the most common types of non-
agricultural property taxation. He remarked that “Greece follows property taxation
based on the value of the building plot”, along with a few Third World countries.113

In the election of 17.11.1974, the first in almost 11 years, New Democracy (the
party founded by Constantinos Karamanlis) won 54.37% of the vote, a landslide
victory unprecedented in modern Greek parliamentary history. The new govern-
ment was sworn in on 21 November.

In the first of his two policy memos (dated 23.12.1974 and not addressed to any
particular person), Zolotas recommended a set of measures, including:

• A higher tax-free threshold for low incomes, taxation of dividends, and aggre-
gation of dividends with incomes from other sources.

• Taxation of the retained profits of listed sociétés anonymes and expansion of its
scope to include limited liability companies and joint ventures.

• Reinstatement of the law of 1951 on the taxation of shipping companies, and
abolition of the junta law whereby “Greece […] has become a tax haven for ships
under the Greek flag”.

• Establishment of objective values for the taxation of real estate —since it was
impossible to annually calculate the associated capital gains— according to a pro-
gressive tax scale. Zolotas recommended a tax-free threshold of two or three
million drachmas.
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• Introduction of an annual tax on the net worth of sociétés anonymes (which he
defined as the “difference between the company’s assets and liabilities”).

• Updated market valuation for fixed assets in the balance sheets of sociétés ano-
nymes, given that “the latest such valuation took place on 1 January 1957, thus the
relevant balance sheet entries are quite unmeaningful”.114

It is worth noting that Zolotas envisaged an exemption of public sector property
from these measures: “It goes without saying that the scope of this tax property
system should exclude any real estate owned by central government, local authorities,
legal persons in public law, public organisations, institutions and enterprises”.115

Following up on a meeting he had had earlier with Karamanlis, Zolotas revisi-
ted the matter on 3.12.1974 in an official policy memo, whereby he assured the
Prime Minister that “our cooperation with the Ministers of Coordination and
Finance is excellent, and this will be very helpful in dealing with the various
problems”.116 In that document, Zolotas argued that “if we keep attempting to cover
the deficit by new burdensome loans, we will contribute to a further deterioration
in the situation” and provided specific recommendations on tax policy: certain
—inevitable, as he wrote— indirect taxes; higher tax breaks for low incomes; higher
tax rates for high income brackets, even above the currently applicable 49% (“perhaps
54% for the part of the income in excess of 2.5 or three million drachmas”); and a pro-
perty tax with a high tax-free amount “so as to fully exempt the lower social strata”. In
fact, Zolotas recommended “avoiding labyrinthine procedures […] even if this could
entail some loss of revenue”.

The memo also addressed other policy areas, such as prices and incomes. In this
regard, Governor Zolotas noted that “in the Ministry of Coordination [headed by
himself in the previous period], over the last four months the Prices and Incomes
Department has undergone a reform”, in order to ensure a constant monitoring of
prices, productivity, incomes and corporate profits. He also recommended a reform
in arbitration courts —under Law 3239/1955, these were competent to resolve la-
bour disputes (mainly with respect to wages)— with a view to improving their ex-
pertise, capacities, as well as prestige and authority, which Zolotas saw as a deterrent
to industrial action.

In concluding his memo, the Governor alerted to the fact that foreign investment
projects had long been stalling at the Ministry of Coordination, as the committee re-
sponsible for their approval had been inactive during the dictatorship. He recom-
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mended that an incentives policy should be studied and planned, using Ireland as a
model. The comparison of our country with the Celtic tiger, as it later came to be cal-
led, in terms of foreign investment and more generally of growth, would come again
to the fore 30 years later.

5.9.2 Economic policy concerns

The new government under Constantinos Karamanlis, winner of the 17.11.1974
election, was confronted with two major challenges: consolidating democracy (and
bringing the junta leaders to justice), and healing the wounds that the Greek eco-
nomy had suffered from a cascade of events during the previous two years.117

In his capacity as Governor, Zolotas provided input and advice in a number of
policy areas. With two memos, both dated 8.1.1975, he formulated “Recommenda-
tions for reducing the deficit in the balance of payments of 1975” and “Recommen-
dations for strengthening economic activity”.

In the former document, Zolotas expressed the mainstream views of the time:
state monopoly in fuel and refining; administrative measures to contain oil con-
sumption; protectionism and import substitution; reduced consumption of goods
produced using imported raw materials; additional taxation of selected imported
and domestically produced goods, which in the case of domestic producers could be
compensated by a covert subsidisation; and expansion of the scope of import tariffs
to include hitherto exempted enterprises. At the same time, however, he emphati-
cally noted that “neither general import quotas nor a general burden on the cost of
imported products are recommended”.118 In an economy exposed to rising interna-
tional commodity prices, it was only natural that the Bank of Greece fervently ad-
vocated the largest possible expenditure cuts.

Turning to exchange rate policy, Zolotas argued that a “devaluation of the cur-
rency is not appropriate”. Instead, he recommended “the unpegging of the drachma
from the dollar and a free and uncommitted tracking of a stable leading currency
(e.g. the Deutsche Mark)”. This, in his view, would enable the country, on the one
hand, to avoid an appreciation of the drachma in the event of a strengthening of the
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US dollar, and on the other hand to implement a crawling peg policy (with “small
imperceptible depreciations […] since all currencies float in various directions and
in various proportions”), in order to counterbalance any pressures.119 Indeed, as al-
ready mentioned, the drachma was unpegged from the US dollar on 8.3.1975.

This point in Zolotas’ recommendations essentially heralded the future crucial
policy choice of the Karamanlis government, and indeed the most fundamental
shift in Greek post-war foreign policy: amid conditions of widespread monetary in-
stability (after the abandonment of the Bretton Woods system in 1971), the drachma
gravitated towards European currencies (mainly the Deutsche mark), just as Greece
was moving closer to the EEC ahead of its accession to the European Communities
on 1.1.1981.

The second set of recommendations, with a view to strengthening economic ac-
tivity, was informed by the same adherence to a state-steered economy: they invol-
ved expanded funding programmes for specialised credit institutions (the
Agricultural Bank, the National Mortgage Bank, the Hellenic Industrial Develop-
ment Bank, the National Investment Bank for Industrial Development, the Postal Sa-
vings Bank, and the Consignment Deposits and Loans Fund), with an emphasis on
housing and agricultural loans (from the National Mortgage Bank and the Agricul-
tural Bank, respectively), as well as on investment financing. One interesting point
was the proposed re-engagement of the Hellenic Industrial Development Bank
(ETBA) in private business initiatives (to “take up business initiatives preferably in
cooperation with domestic or foreign entrepreneurial capital”).120

In mid-August, Zolotas returned to this matter, addressing in particular invest-
ment in industry, a very relevant topic at the time given the international context and
the Greek economy’s lagging behind. This followed a nine-page-long memo, dated
12.8.1975, sent to the Prime Minister by Konstantinos Nevros, a well-known
chemist and industrialist,121 who outlined plans for the development of key chemi-
cal industry plants.122 Four days later (on 16.8.1975), Zolotas sent to Karamanlis an
18-page “preliminary study on the urgent matter of establishing industries in the
mining and chemical sectors”.123 The document enumerated 16 industrial plants,
which would take some one and a half billion dollars and three to five years to
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develop and, once they became operative, would deliver “net foreign exchange gains
of about 800 million dollars per year”, reproducing in an attachment a table with
Nevros’s initial estimations and figures. It should however be noted that in the
course of time these plans were revised, and specifically the investment regarding the
development of a petrochemical plant was never implemented.

5.9.3 In the run-up to a snap election − Accession negotiations with the EEC

In mid-1976, by which time Constantinos Karamanlis had started to consider a
snap election, measures were agreed between the government and the Bank of
Greece, as summarised by Zolotas in a note entitled “Decisions of the meeting of 14
July 1976 chaired by the Prime Minister”.124 These measures included “A balanced
people-friendly budget for 1977 [where the words “people-friendly” have been cros-
sed out by hand], of about 200 billion drachmas, without imposition of new taxes,
through limiting tax evasion, organisational changes and other tax reform measu-
res” (point 4); “exploring the possibility of implementing a wage indexation system”
(point 6);125 and “improving the structure and performance of the Public Investment
Programme for 1977, focusing on a small number of projects of high and imme-
diate yield”.

One year later, on 12.7.1977, by which time Karamanlis had decided to call a
snap election, a new meeting took place at the Prime Minister’s office. Ahead of that
meeting, Zolotas had sent to Karamanlis a six-page review of recent developments
in money supply, noting that between 1975 and 1977 banknote circulation had in-
creased from 15.6% to more than 20%, liquid assets (Μ3) had risen from 22.5% to
27%, and total credit to the private sector had increased by 25%, 22% and 24% in
these three years. Zolotas concluded that “credit expansion more than covers the eco-
nomy’s actual needs in working capital. This inevitably implied a diversion of funds
to the financing of unnecessary imports, speculative or parasitic activities or other
undesirable purposes”.126 Further below, adopting a monetarist approach, Zolotas
noted: “A view that has been gaining ground among OECD countries is that setting
medium-term monetary and fiscal targets, which would diminish year after year, is
an effective tool for combating inflation. […] These would serve to anchor infla-
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tion expectations”.127 Finally, he stated that “the ample credit supply in Greece over
the past three years ultimately finances a relatively fast growth of production costs”.

At the meeting itself, it was decided to contain money supply to about 20%; to
refrain, for the time being, from a drachma devaluation (“should the international
competitiveness of Greek products be put at risk, the Prime Minister shall be
promptly notified so that appropriate actions can be taken”); to make an effort to
contain the prices of vegetables, tuition fees, and livestock produce, with a view to
reducing the rise in the price index; and “to have the Minister of Coordination
examine the possibility of purchasing electricity from Bulgaria at affordable prices,
on a short-term basis”.

In the run-up to the election, a major economic event took place beyond the
Greek borders: the partial suspension of external payments by Turkey. Soon after-
wards, in a document dated 2.9.1977,128 Michalis Vranopoulos (then Economic
Advisor at the Bank of Greece) described Ankara’s choices in an effort to avoid
a default, concluding that: “The assessment of the Turkish authorities is that
the problem is temporary […]. On the other hand, foreign banking circles think
that a normalisation of the situation is unlikely without generous support from
international organisations and/or adoption of unpopular measures in the
country”. Eventually, as known, Turkey received assistance from the international
community.

The second post-1974 parliamentary elections were held one year before the ex-
piry of the government’s four-year term of office, on 20.11.1977. The new govern-
ment was sworn in on 28.11.1977 and, four days later, on 2.12.1977, a “meeting at
the Ministry of Coordination chaired by the new Minister, Mr. G. Rallis” took
place.129 On that occasion, Zolotas had sent to Karamanlis two reports entitled
“Problems and recommendations”, focusing on economic policy (18 pages) and
monetary and credit policy (21 pages), respectively.

In the former report,130 Zolotas reviewed the negative developments in inflation,
GDP growth and agricultural and industrial production (arguing that “a shift of do-
mestic demand towards imported goods is likely to have an adverse effect on do-
mestic industrial production”). He went on to note that “Greece’s economic policy
is considered [by the OECD and the IMF] to be expansionary”, pointing out that
“the deficit of central government is close to 6% [of GDP]” and that “currency in cir-
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culation is growing at an annual rate of more than 20%, far exceeding the targeted
level of below 15%”.

With regard to incomes policy, Zolotas recommended an increase of only 2-3%
in real incomes, which would be hard to achieve “particularly after the pick-up in
inflation […] and the expectations created during the pre-election period”. Zolotas
here seems to be indirectly criticising the generous spending policies associated with
the electoral cycle.

As the process of Greece’s accession to the EEC was ongoing, the Governor of the
Bank of Greece recommended to the Prime Minister that an information campaign
be organised, which would also promote the overall policy of the government. The
campaign should “also address the long-standing structural problems of the Greek
economy and the more general economic orientations of the country, including EEC
participation.  […] Public communication of policy is key and urgently necessary.
[…] Whenever economic policy measures are taken, their impact, purpose and
rationale will thus be explained to the public. This is the only way to counter mis-
information and self-interested or ill-advised criticism that cause unwarranted
reactions by the public”.131

For Zolotas, accession to the EEC provided a prime opportunity for mod-
ernising the economy, helping it to break with obsolete mentalities and prac-
tices: “in view of the country’s accession to the EEC, the creation of a favourable
business environment is the most effective, as well as the only possible method
for making Greece an attractive place for industrial activity”; “[...] a reform
of the overall system of incentives is anyway necessitated by EEC membership”;
“[…] it is urgently necessary to introduce a stable tax regime, preferably one
that would be more favourable than those in place in other industrialised
countries, in EEC countries in particular”. As a follow-up on this recommen-
dation, an ad hoc working group was set up to prepare a report on “counter-
incentives”, which was published by the Bank of Greece during the term of Zolotas
(Harissopoulos, 1979).

In his latter report to Karamanlis,132 Zolotas discussed recent monetary and cre-
dit developments and provided policy recommendations. Arguing that “reducing
inflation should be the central goal”, he suggested that “a slowdown in credit ex-
pansion must be combined with a stricter selection of bank credit allocation”, before
elaborating on how to achieve this. He also reiterated the need to “strictly contain
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money supply (Μ1) growth to 13-14% and total credit expansion to the private sec-
tor to 16-17%”; according to his “ambitious” calculations, these rates could support
GDP growth of 5%.

Zolotas in effect suggested greater independence and a stronger supervisory role
for the central bank: “Commercial banks should stop taking for granted their access
to central bank funding, at their discretion, through their current accounts or redis-
counting operations, even for financing a credit expansion in excess of the level
determined by the monetary authorities […]. To support the effectiveness of mo-
netary policy, it is necessary for the central bank to consider whether and to what
extent it has to inject liquidity to commercial banks, always in line with the targets
set by the Currency Committee. For the same purpose, the penalty rates on com-
mercial bank overdrafts on their current accounts with the Bank of Greece must be
strictly imposed”. Reading between the lines, what the Governor was actually telling
the government was “let me do my job”.

This message should be seen in the context of Zolotas’ call for tighter procedu-
res in the Greek banking system. Regarding the commercial banks’ practice of re-
paying time deposits before maturity “virtually at no cost to depositors”, Zolotas
stated: “It should be noted that this is largely a result of a mentality and conviction,
shared at least by certain banks, that ensuring their profitability is not their own
task but a task of the monetary authorities, which have indeed been accommodating
in the last few years in order to secure sufficient profits to banks”.

In another point, Zolotas observed that “foreign currency-denominated time de-
posits have, in effect, often turned into sight deposits, insofar as banks assume in ad-
vance an obligation to repay them on demand, virtually at no cost to depositors.
[…] The share of foreign-currency denominated time deposits in total deposits rose
from 44% in March 1973 (when the penalty for early withdrawal was abolished) to
68% in September 1977”.

With respect to foreign currency-denominated deposits, the Governor’s recom-
mendations included the following: an across-the-board cut in interest rates; a ceil-
ing per depositor (US dollars 100,000 for new deposits by workers and seamen and
US dollars 200,000 for the renewal of existing deposits); a compulsory discount at
a rate of 2% in the event of withdrawal before the agreed maturity; free negotiation
of the interest rate between banks and expatriates; and discontinuation of interest
rate subsidisation by the Bank of Greece. These recommendations in essence
reflected the shift in the social and economic profile of the holders of such deposits,
from Gastarbeiter in the 1960s to the petit-bourgeois and middle-class depositors
in the late 1970s.
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5.9.4 Concerns about overconsumption and lower productive investment

On 8.5.1978, Xenophon Zolotas took part in meeting no. 78/70 of the Executive
Board of the International Monetary Fund, which discussed, among other things,
the situation and prospects of the Greek economy. Four days later, on 12 May, he sent
to C. Karamanlis a “note on the evolution of deposits and a draft comprehensive
plan for dealing with the economic situation”.133 In the cover letter, Zolotas indicated
that “This note, sent earlier to the former Minister of Coordination, Mr. G. Rallis,
is being forwarded today to the new Minister, Mr. Κ. Mitsotakis”.

This note was soon followed by two memos focusing on the same matters, one
entitled “Consumption expenditure” (16.5.1978) and one (sent to Karamanlis on
19.5.1978) with an official briefing on the IMF Executive Board’s comments on the
Greek economy.

These documents clearly indicate that both the Bank of Greece and the IMF were
concerned about the negative developments in the Greek economy. These included
a number of phenomena that together threatened fiscal stability: higher consumer
spending, with a shift towards imported durables and luxury goods; declines in
savings and deposits; higher demand for real estate and a sharp increase in apart-
ment prices at the high end of the market; and a rise in inflation.

These phenomena reflected a fundamental change in the Greek society and
economy post-1974, which was even more pronounced after 1981, due both to
Greece’s entry into the EEC and the income policies of the first PASOK govern-
ments, as well as a change in perceptions of the social role of the State.

Zolotas came back to the topic of overconsumption four days later (on 16.5.1978)
with a two-page note, drawing a sketchy picture of the growing consumerism during
the eight-year period 1970-1977: “private cars have tripled”; “the number of tele-
phone connections has doubled” (and “has come close to the levels of France […]
or Italy”, countries with much higher per capita incomes); “the number of Greeks
travelling abroad [has risen] from 652 thousand to 1,265 thousand”; “the number of
boutiques has more than tripled”. As Zolotas indicated, the strongest rise in living
standards was recorded in the area of Athens: “Characteristic is also a proliferation
of night clubs, tavernas, etc., which have reached 3,243 in the Athens-Piraeus area”.
Zolotas also often mentioned the higher consumption of meat.

The increase in consumption was not at pace with the increase in production.
In addition, “investment in manufacturing dropped significantly […], repre-
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senting a mere 2.8% of GDP. “By contrast, housing investment […] in 1977 ac-
counted for about 39% of total private investment expenditure, one of the highest
percentages worldwide”.134

This view seems to have been shared by international organisations. The IMF
Executive Board had wondered whether “Greece was approaching an income level
at which demand for imported industrial goods would start increasing at a
fast pace”.135

The recommendations of the IMF are reproduced in the memos that Zolotas
subsequently sent to the government. Thus, “although wage moderation could help
small enterprises, particularly in the export sector, some speakers observed that
controls alone would not enable the authorities to achieve their objectives. Greater
reliance on market discipline was required, especially in connection with the inter-
est rate policy. Financing the budget exclusively through note issuance was equally
imprudent”.136 Echoing remarks by IMF experts, Zolotas sounded the alarm to the
government: the Bank of Greece could not possibly keep on printing money and
causing inflation to accommodate the government’s expansionary policy.

In his nine-page memo dated 12.5.1978, Zolotas (following a detailed discussion
of sectoral developments) recommended concrete actions, adding that these should
be seen as a package of mutually complementary measures. Piecemeal implemen-
tation could prove counterproductive”.137 The eight “Stabilisation Policy Measures”
he recommended were: a drastic curtailing of the public investment programme by
5 billion drachmas; increases in lending and deposit rates; stricter control on the
credit expansion of commercial banks; measures for addressing loan repayment
arrears; a reduction of subsidies in general, and subsidisation of luxury con-
sumption in particular; a tighter incomes policy; control and stabilisation of prices
of broad consumption goods; and containment of the prices of luxury goods
and services.

Another concern for the government at the time (and all Greek governments
over time, for that matter) was tax evasion. Following the announcement of tax
measures by Finance Minister Athanasios Kanellopoulos, Zolotas sent a four-page
memo to Karamanlis (carbon copied to Κonstantinos Mitsotakis), with comments
and remarks on the new policy.138
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5.9.5 Greece in the maelstrom of the second oil shock

In 1979, Greece and the entire industrialised world suffered the dramatic con-
sequences of the second oil shock.139 Although the first oil shock had been more
important from a geopolitical point of view, the second one had a much stronger and
lasting impact on the world economy. It effectively started on 7.11.1978 when, amid
the Islamic Revolution, 37,000 workers at the state-run oil refineries of Iran went on
a protracted strike, causing Iranian oil supply to drop from 6 million barrels to 1.5
million barrels per day,140 directly affecting international oil prices. After two
months, on 16.1.1979, the Shah fled Iran, leaving Prime Minister Shapour Bakhtiar
in charge.141 Just four days later (on 20.1.1979), Saudi Arabia decided to drastically
reduce its oil production to nine and a half million barrels per day. As a result, the
price of crude oil soared by 36%.

Already since 11.1.1979, Zolotas, in a document sent to the Prime Minister and
six more members of the government,142 had warned that one of the factors likely to
drive inflation higher in 1979 was “the impact of the recent oil price increase,
which will affect, directly or indirectly, the cost of a large number of goods and
services included in the price index”.143

In that memo, entitled “Prices and Incomes Policy in 1979”, Zolotas noted that,
although the CPI had risen by 11.6% in 1978, compared with 12.8% in 1977, this
slowdown was due to individual administrative measures without which inflation
would have been much higher, and pointed to a need to develop and implement a
consistent disinflationary programme. After stating that “in the past few years, the
effect of import prices on the domestic level of prices has weakened considerably,
implying that inflation in Greece today is mostly of a domestic origin”,144 he recom-
mended measures for reducing annual inflation to 10%. “The implementation in
1979 of a wage policy aimed at a substantial reduction of the increase in labour in-
come is, as already mentioned, a key prerequisite for combating inflation”.145
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Eleven months later (on 26.11.1979), Zolotas returned to the matter with a new
document entitled: “Proposed measures for combating inflation and improving the
balance of payments”. This document —addressed to Coordination Minister
Κonstantinos Mitsotakis, Finance Minister Athanassios Kanellopoulos and Deputy
Coordination Minister Ιoannis Paleokrassas— came at a very sensitive time: 1980 was
the final year of the term of office of Konstantinos Tsatsos as President of the Hellenic
Republic, and there was widespread speculation both in political circles and in the press
that Constantinos Karamanlis intended to move from his post as Prime Minister to
the Presidency. The problem was that the New Democracy party numbered a total of
173 seats in Parliament, while the election of Karamanlis as President of the Republic
required at least 180 at the third and final voting round. This meant that the candidacy
of Karamanlis needed to be supported by MPs outside the New Democracy party,146

otherwise new parliamentary elections would have to be held. For the government it
was equally important to rein in inflation as well as not to displease a large part of Greek
voters ahead of a potential early election, at a perhaps high political cost.

Right from the introduction, Zolotas warned: “the economic situation is worse-
ning and the outlook for 1980 does not appear, at least for the time being, favoura-
ble”. He attributed this situation “to the prevailing strong inflationary psychology”,
as well as to the “high uncertainty about the imminent oil price increases, which
could possibly come close, even if only gradually, to the increases recorded this
year”.147 Zolotas found that “the adverse outlook for the level of oil prices in 1980
leaves no room for optimism that the current account deficit will narrow in the next
year. Thus, the problem of the balance of payments is reaching critical proportions”.
He also predicted that “the rise in prices will likely be close to 19%”.

The effect of oil prices, according to Zolotas, was compounding the problems
caused by strong credit and fiscal expansion, as well as by the incomes policies of the
preceding years, which had resulted in “a redistribution of income in favour of large
categories of self-employed and small-business owners who earn income outside
the formal economy”. The informal economy, according to the Governor, was a ty-
pical source of income for the newly rich and “very harmful for the economy, be-
cause such incomes are as a rule used for conspicuous consumption and, above all,
fuel demand for imported goods”. Further below, Zolotas reiterated one of his ear-
lier recommendations,148 i.e. “the imposition of a special levy on self-employed pro-
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fessionals, who would be required to be listed in appropriate professional registers
and classified for tax purposes on the basis of certain objective criteria (a study on
the organisation and implementation of this new levy has been carried out by the
Bank of Greece). This special taxation scheme can capture, even if only in part, in-
comes created on the margins of the economy”. Zolotas believed that “this measure
offers the significant advantage that the resulting tax burden is extremely hard to
pass on to prices” and that “its acceptance by the tax subjects will not meet with any
difficulties, because upon its announcement it will become known that tax services
will have no involvement in determining and collecting this tax”.

Another measure recommended by Zolotas was a reorganisation of public utility
enterprises, through zero-based budgeting; a rationalisation of their operation; in-
creased productivity; a reduction of their deficits; gradual rises in their rates; and lower
recourse to borrowing. Turning to efforts towards reducing imports, he recommended
a set of nine (mostly administrative) measures, including one “emergency”, as he called
it, measure that consisted in the imposition of a temporary universal tariff of 10% on
all imported goods, with the exception of certain basic foodstuffs.

However, the main part of the Governor’s recommendations referred to mea-
sures to control energy consumption. As he noted, “the net oil import bill in 1979
is estimated at 1,600 million US dollars and, according to available evidence, could
reach 2,100 million US dollars in 1980. […] A key target for 1980 must be a
reduction of energy consumption by 10%”. In order to achieve this target, Zolotas
recommended increasing the prices of fuel oil and electricity for industrial use;
expanding the measure of alternate-day car circulation in the centre of Athens;
increasing roadduties and car-ownership imputed incomes; and increasing the
price of diesel oil.149

Fully aware of the political situation and the sensitive conjuncture, Zolotas con-
cluded as follows: “the effectiveness of this policy will crucially hinge on the strict and
systematic implementation of the recommended measures. Unless the measures are
implemented in a resolute and rigorous manner, they would be counterproductive”.

5.9.6 Inadequate adjustment to the conditions of the EEC

After Constantinos Karamanlis became President of the Republic, Georgios
Rallis was elected by New Democracy MPs as president of the party on 8.5.1980 and
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was sworn in as Prime Minister on 9 May. The newly-formed New Democracy
government, without the active involvement of the party’s founder, was faced with
a major challenge: Greece’s adjustment to the acquis communautaire and its
accession to the EEC on 1.1.1981.

This heavy duty fell onto Georgios Rallis. On 27.5.1980, three weeks after the
appointment of Ιoannis Boutos as Minister of Coordination (and ex officio chairman
of the Currency Committtee), Zolotas sent him a note and, on the next day,
28.5.1980, a detailed nine-page memo focused on foreign exchange deposit rates, a
burning issue at the time: “the main cause of the crisis was staggering inflation and
profiteering importers who proceeded with mass imports from abroad, withdrawing
deposits from the banking system”.150

In another note dated 27.5.1980, Zolotas stressed that “by decision no.
269/2/180 of the Currency Committee, the interest rates on dollar and pound
deposits were deregulated effective from 1.5.1980. Consequently, as of that date,
the banks are free to determine their respective rates, in line with international
money market rates”, and assured that “to prevent unfair competition […], banks
were informed by telex that their rates may not exceed the respective rates in the
London market”.151

Moreover, he observed that “the definite elimination […] of the deposit rate dif-
ferential in favour of domestic deposits has removed the associated incentive for
depositors, which used to be attracted to Greek banks offering higher rates than the
international ones” and suggested “exploring the possibility of establishing a one
percentage point differential in favour of deposits with Greek banks, although this
would entail […] a risk of attracting hot money”.

In his document dated 28.5.1980, Zolotas provided an overview of current de-
velopments: “inflationary pressures in the economy continue unabated, and their
disturbing effects on currency in circulation (both internal and external money sup-
ply), as well as on the behaviour of private economic agents, remain acute”.152 He
concluded that it was absolutely necessary to raise both deposit and lending interest
rates. To this end, two proposals had been submitted: one by an ad hoc committee,
recommending a partial or total deregulation of deposit and lending rates, and one
by the Bank of Greece, recommending a managed increase in all interest rates,
grouped in broad categories.
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The latter proposal, which Zolotas explained in detail, entailed increases of four
percentage points in deposit rates, three percentage points in Treasury bill rates and
five percentage points in investment bank bond rates. Lending rates would be raised,
to 25% for loans (not subject to prior Bank of Greece approval) to trade, handicraft
and manufacturing; to 20% for loans to agricultural manufacturing and tourism;
and to 15% for loans to tobacco trade and mining. Finally, the interest rates on loans
to tobacco manufacturers would be raised by four percentage points and those for
housing loans by two percentage points. The interest rates of the Bank of Greece
would also be increased by 4 percentage points (bringing the discount rate to 23%).

Six months prior to the country’s accession to the EEC, in a note dated 7.7.1980,
to which a table marked “confidential” was attached, Zolotas provided “Exchange
rate policy directions”, stating that “in the first half of 1980 the drachma deprecia-
ted by 12.7% vis-à-vis the US dollar, by 10.51% vis-à-vis the Deutsche mark and by
10.59% and 10.65% vis-à-vis the two baskets of currencies used by the Bank of
Greece (the currencies of denomination of trade inflows and outflows, respectively).
Therefore, a further significant devaluation is not deemed necessary, but instead,
given the persistent inflation, a further sliding depreciation”.153

The Governor noted that, in the future, “in addition to the currency basket, ac-
count should also be taken of the currency unit of the European Monetary System,
in which we will eventually have to participate”, although a peg to the ECU was in
his view “at present impossible and disadvantageous”. According to Zolotas, what
was necessary was a “skilful management of the external parity of the drachma, al-
ways taking into account the parity between the US dollar and the Deutsche mark
as the representative currency of the EEC”. However, he warned that “nevertheless,
under no circumstances should we repeg the drachma to the dollar, which floats er-
ratically and is exogenous to the Greek economy, nor should we peg it to the mark,
which is on a constant appreciating trend vis-à-vis all other currencies”.

Ahead of a meeting at the Prime Minister’s office on Thursday, 9.10.1980 (as is
stated on a handwritten attached card note), which took place just one day before
Ιoannis Boutos resigned from Minister of Coordination, Zolotas prepared a five-
page memo dated 8.10.1980.154 Entitled “Preliminary forecasts as input to the pre-
paration of the state budget for 1981”, the document mentioned that the budget
balance for 1980 “will turn out in deficit of about 20 billion drachmas, compared
with a surplus of six billion drachmas anticipated at the time when the budget
was enacted”.
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To a large extent, this was due to revenue shortfalls, mainly from road duties,
tariffs and taxes on imports and transaction taxes. On the expenditure side, there
was an overrun of more than ten billion drachmas. For 1981, he projected a deficit
of 45 billion drachmas in the ordinary budget. For the public investment budget,
the expenditure overrun was 25 billion drachmas (an outcome of 85 billion versus
a budgeted 60 billion). In closing, Zolotas predicted that: “the negative fiscal posi-
tion in 1981 will reach 169 billion drachmas, up from 126 billion drachmas in 1980
and 93.4 billion drachmas in 1979”. Subtracting 5 billion drachmas representing
net transfers from the EEC, he calculated the net borrowing requirement at
163 billion drachmas.

Three weeks later (on 29.10.1980), Zolotas sent a note (addressed to Messrs Kon-
togeorgis, Paleokrassas and Oikonomou) on “exchange rate developments in 1980”:
between 2.1.1980 and 3.6.1980 the drachma depreciated by 13.69% against the US
dollar and by 11.79% against the ECU. On 3.6.1980, a decision was made to stabi-
lise the drachma vis-à-vis the US dollar at the level of 43-44 drachmas per dollar,
which led to a 4.39% appreciation of the drachma against the ECU. Zolotas sounded
the alarm, given that “the ECU/drachma exchange rate of 1 January 1981 will also
be the value of the green drachma”, and proposed an adjustment to around 62
drachmas per ECU.

On 27.11.1980, one month before accession to EEC, Zolotas sent a note to
G. Rallis, observing that “in the four-year period 1975-1978, the Greek economy
recorded relatively high growth rates, while inflation hovered around 12%. […] The
expansion of the public sector and fast growing borrowing requirements resulted in
an overheating of the economy and […] contributed to a doubling of inflation in
1979 and 1980”.155

As a result, since 1980 the Greek economy had faced a “serious problem of
stagflation, an exit from which will be difficult unless coordinated and systematic
efforts are made and decisive measures are taken”. Zolotas went on to forecast
strong inflationary pressures, a contraction of credit to the private sector, higher
supply and lower demand. And he warned Rallis against issuing new money,
because “due to inflation, the public avoids holding large quantities of money, and
thus monetary expansion ends in (and is absorbed by) a widening of the balance-
of-payments deficit”.

On the other hand, he warned that “temporary import-dampening measures,
such as those used in the past, will be very hard to apply following full accession to
the EEC”. This sentence implicitly indicates how long back goes the political
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system’s failure to understand —or accept— the changes in attitudes needed for
Greece to adapt to the conditions of the common market and, later on, the single
currency area.

Zolotas went on to note: “The above adverse developments and risks must be
prevented. The most appropriate means to this end would be a substantial curtail-
ment of public sector expenditure”. As seen from a later document by Zolotas,156 the
Rallis government had engaged in an electioneering spending spree after spring
1981, when the defeat of New Democracy was clearly in sight.

“Releasing financial resources from the public sector”, Zolotas continued, would
strengthen private initiative and in particular the building sector, to the reactiva-
tion of which “the Government and especially the Ministry of Coordination157 have
rightly shifted their focus”.

In closing, Zolotas recommended: “We should also seek to attract investment
from EEC countries. This can bring us know-how and organisational expertise. […]
So far, foreign investment, instead of being encouraged, has been obstructed and
an unfavourable climate has been created both by the relevant government agen-
cies and by the press. This should be a matter of concern for the Government, and
an information campaign could be considered in this regard”.

As judged ex post, almost 35 years on, the failure of economic policy on several
of these fronts has been huge. Despite the above analyses and recommendations,
the Greek political system failed to implement major reforms in the areas of tax eva-
sion by self-employed professionals, real estate taxation and overvaluation, as well
as to contain public expenditure and deficits. In fact, the exactly opposite happe-
ned: since its accession to the European Communities, the country pursued policies
that tolerated inflation and a growing public debt and utilised the resources and the
opportunities afforded by EEC participation not to modernise itself, but to preserve
an ineffective and inefficient growth model. Despite some occasional reforms that
gave the impression of a change, Zolotas’ recommendations turn out to be prophe-
tic and still remain extremely relevant.

5.9.7 Nervousness due to the accession to the EEC and in view of a political change

By early 1981, it had become obvious that PASOK held a clear lead and that the
autumn elections, for the first time in Greek history, would bring a majority socia-
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list government to power. Constantinos Karamanlis had moved on to the Presidency
of the Republic since the spring of 1980. Despite the presence of Karamanlis at the
Presidency (which under the Constitution of 1975 was vested with certain overar-
ching powers), those in the bourgeois political spectrum were quite nervous about
the prospect of Αndreas Papandreou becoming Prime Minister.

This can be seen from the cover letter of a memo dated 8.1.1981 on develop-
ments and prospects of the Greek economy. In that letter, addressed to Karamanlis
personally, Zolotas wrote: “from the position you hold, you are the only real gua-
rantee for our democratic institutions and peace in the country”.158

In the memo itself, Zolotas stated that the country had been in a protracted pe-
riod of stagflation, “exit from which […] requires delicate handling, perseverance
and consistency”,159 and provided Bank of Greece forecasts, somewhat more pessi-
mistic than those of the OECD, as he said: following inflation rates of 24.8% in 1979
and 26% in 1980, inflation would be about 24% in 1981, more than double the ave-
rage of the EEC countries (the latter, as well as those of the OECD more generally,
were also facing economic stagnation, “following modest growth in 1980”). Adding
that this outlook was subject to risks associated with labour cost developments, he
warned against introducing a wage indexation scheme, which would make it harder
to combat inflation.

Of particular interest is the Governor’s remark that “central government has been
absorbing, for the second consecutive year, more than 90% of funding capacity gains
from healthy domestic resources (deposits and public organisations’ funds)”. This
finding encapsulates the cause of the country’s economic predicament during the pe-
riod that followed.

As a follow-up to the Accession Agreement of 29.5.1979, Greece joined the Eu-
ropean Economic Community on 1.1.1981, with a transitional period of five years
(or seven years in respect of certain matters such as the free movement of labour).
This occurred a few months before the electoral victory of PASOK, whose stance to-
wards Greece’s European orientation was unclear: initially abstaining from the vote
on accession, gradually, as it moved closer to power, it supported a renegotiation of
the terms of the Accession Agreement.160

The conditions under which the country was joining the Community, as well as
the consequences of its accession, were reasonably seen as key issues of high concern
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for Greek policymakers. In January 1981, Zolotas expected the trade deficit to rise
to 7.9 billion US dollars during the year, recalling that EEC participation would
imply greater freedom of imports. Moreover, he argued that various factors, inclu-
ding the “urgent need to curb inflation, for the purpose of supporting growth as
well as ensuring a seamless integration into the monetary setup of the EEC [...], war-
rant continued disinflation policy”.161

The Bank of Greece forecasts were for nominal GDP growth of 25% in 1981, of
which 1% would be real growth and the remainder would be the effect of inflation.
Stressing that combating inflation was “a paramount social cause”, Zolotas argued
that “the prevailing view is that a policy of stimulating demand to achieve recovery
through a supposedly concomitant increase in supply is wrong, because it ulti-
mately leads to stronger inflationary pressures and expectations and a new cycle
of stagflation”.

Six months later, on 6.7.1981, Zolotas wrote a note entitled “Reassessment of for-
eign borrowing requirements”, which was communicated to Ιoannis Paleokrassas,
newly appointed (as from 29.6.1981) Minister of Coordination. In this note, Zolotas
identified a “risk of foreign exchange outflows”, resulting in a larger-than-projected
current account deficit.162 With weaker private capital inflows and with the private
sector crowded out of the credit market, “foreign exchange reserves should be some
400 million US dollars lower at the end of 1981” relative to 1980. Against this back-
ground, “additional borrowing of 400-500 million US dollars, bringing up total pub-
lic sector borrowing […] to 1,900 million US dollars, […] was deemed absolutely
necessary”. Given that the Public Power Corporation (PPC/DEH) was currently look-
ing for market-based borrowing of 425 million US dollars and the Hellenic Telecom-
munications Organisation (ΟΤΕ) for another 200 million US dollars, Zolotas argued
that it would “not be advisable for the Bank of Greece to tap the market again, only a
few months after the latest loan of 400 million US dollars, because this could be seen
as an indication of a sharp deterioration in the country’s external transactions”.
Instead he recommended raising “several loans […] outside the market (directly from
banks)”. Due to the pre-electoral spending spree of the Rallis government, coupled
with fears among economic agents and market participants about the upcoming
victory of the socialists, the economic situation went off track, as Zolotas would point
out to the newly-elected PASOK government several months later.

On 27 August, Zolotas sent to Demetrios Chalikias (then Economic Advisor at
the Bank of Greece and later appointed Deputy Governor as from 16.11.1981) a
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note regarding the curtailed investment programmes of several public enterprises,
with detailed data on their operating budgets.163

On 18.10.1981, a broadly anticipated change of the political tide brought
PASOK to government. Two days later, Zolotas sent to Apostolos Lazaris
(newly-appointed Minister of Coordination and second highest-ranking offi-
cial in the Cabinet) a memo with an overview of economic developments and
policy recommendations.164

Zolotas noted that “the country’s economic situation is critical” and that mone-
tary and fiscal policies had become expansionary since spring 1981 (ahead of the
election), leading to higher credit expansion and excessive growth of liquidity. The
economy had entered recession, stabilisation was urgently needed, and any reco-
very would be slow.

The competitiveness of the Greek economy had been declining. Labour cost
growth in the first quarter of the year was estimated at 31% (of which 26.2% was
attributed to higher average hourly wage and 3.7% to lower productivity), and
expectations of a drachma devaluation had built up. The Governor alerted to the fact
that foreign exchange reserves had fallen below the safety level and developments in
the balance of payments were worrying, while also pointing out that borrowing
posed a serious threat to stability.

Obviously, by this note Zolotas attempted (or at least hoped) to influence the eco-
nomic policy being formulated and about to be announced by the new government,
and to mitigate what he saw as populist and economically unsustainable policies.

Credit expansion was to him a crucial matter: the growth of bank credit to the
private sector was 30%, against a targeted 18%, while low-cost subsidised loans to
private enterprises returned to banks in the form of deposits, leading to increased
bank liquidity and so on. In an uncertain political environment, businessmen were
risk-averse and, rather than investing, preferred to park their borrowed funds in de-
posits, benefiting from a negative interest rate margin; this pattern epitomised the
Greek economy’s distortions.

Among other things, Zolotas recommended an economic stabilisation pro-
gramme (without which “recovery does not seem to be possible”); strengthening
productive investment; containing the increase in the fiscal deficit; and reducing the
central government’s borrowing requirements. He was not optimistic: “…an even-
tual economic recovery will be slow”, he wrote. On the controversial matter of pu-
blic organisations and enterprises (whose employees formed a key pillar of PASOK’s
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base), Zolotas argued that these entities needed restructuring and suggested that
they should issue corporate bonds, “as a first step” with a five-year maturity and a
floating coupon. With respect to interest rate policy, the note expressed seemingly
contradictory views, on the one hand recommending an interest rate increase and
unification, “if not immediate liberalisation”, and “some proportionality” to foreign
interest rates (taking into account the inflation differential) and, on the other, ar-
guing that high interest rates would dampen investment, and therefore suggesting
interest rate subsidisation for certain loan categories, i.e. those financing “desirable
expenditure (productive investment, exports, housing)”. Meanwhile, Zolotas called
for price controls, but only for consumer staples.

As a stable exchange rate reduced not only inflationary pressures, but also com-
petitiveness, Zolotas believed that a drachma parity adjustment was inevitable, but
this should be done preferably through a sliding depreciation, given its less negative
inflationary effects, rather than a devaluation.

In this regard, he made specific proposals: although he admitted that “it is very
difficult to determine an appropriate level for the parity of the drachma”, he sug-
gested that depreciation should “cover a fraction (e.g. half to two thirds) of the
inflation differential between Greece and the countries of Western Europe in the
last 15 months”, noting that France and Italy stood out among Greece’s main com-
petitor countries, with inflation rates above the EEC average. Finally, he suggested
that depreciation “should lag monetary and credit policy tightening by at least
two or three months”.

5.10 The Bank of Greece after the rise of PASOK to power

On 3.11.1981, X. Zolotas resigned and was succeeded by Gerassimos Arsenis.
In the Annual Report for 1981 (the first signed by Arsenis), the style and content

were very different from those of Xenophon Zolotas: the Report started with the
remark that “Since 1979 the Greek economy has been going through a new and
critical phase, characterised by a decelerating growth rate —which in 1981 became
negative— by rapidly accelerating inflation and a widening balance-of-payments
deficit”. In essence, the new Governor pointed out the legacy problems facing the
new government. Continuing his criticism against the previous government, Arse-
nis noted that “it was sought to combat inflation not by removing its causes but by
eliminating its symptoms, mainly by freezing public utility rates and by increasing
state subsidies”.165 The conclusion was that “provided inflation can be kept down at
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the targeted level, real incomes, particularly of lower income groups […] will in-
crease”,166 which should strengthen domestic demand.

Of course, by that time, the new government had introduced a huge increase in
minimum wages and an average increase of 35% in low wages through the so-called
“corrective amounts”. These income policies would ultimately add to the current
account deficit. Moreover, it should be noted that a little later, on 5.7.1982, the Gover-
nor of the Bank of Greece was also appointed Minister of National Economy, thus
holding two offices which were seen as incompatible in other countries. This signalled
the Bank’s alignment with the government in conducting economic policy in line with
the Greek people’s vote for a shift to a new economic model (Psalidopoulos, 2011).

Noting that the problems were only partly attributable to the actions of recent go-
vernments or to the international conjuncture, the Governor pointed the finger of
blame at “the pattern and process of economic development during the post-war
period”, which had led to the structural weaknesses of the Greek economy, including
the overexpansion of the services sector at the expense of the goods sectors.167 It was
therefore necessary that “all available human and material resources are sufficiently
mobilised”, a strategy embodied in the five-year development plan 1983-1987 being
prepared by the government. Regarding credit policy, the Report announced that
credit expansion would be 580 billion drachmas in 1982, up from 458 billion in 1981
but lower as a percentage of GDP.

Turning to exchange rate policy, the Governor argued that “the continuous de-
valuation of the drachma over the past eight or ten years is considered to have been
larger than what is justified on economic grounds”, adding that “it is our belief that
[...] a policy of continuous devaluations provides no solution”, but rather “the solu-
tion to the balance-of-payments problem lies in improving productivity”.168

In his next Annual Report, Gerassimos Arsenis recalled that “since 3 July 1982,
when Law 1266/1982 came into effect,169 the Bank of Greece is solely responsible to
decide, by Acts of its Governor or bodies authorised thereby, on monetary, credit
and exchange rate matters, within the framework of the [...] policy determined by
the Cabinet”. The Report went on to note that “foreign exchange policy in 1982
aimed at maintaining the competitiveness of Greece products”, a policy that “led to
the depreciation of the effective exchange rate of the drachma by 9.5%, against 11.2%
in 1981”, with the largest part of this change estimated to have reflected the appre-
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ciation of the dollar. Without explaining the government’s change of mind in this
respect, the Report mentioned that “At the beginning of January 1983 the drachma
was devalued by 15.5%, to restore the competitiveness of Greek products”,170 adding
that “for the purpose of stepping up exports […] an active and coordinated
participation of the public sector was needed”. In connection with this latter point,
agencies had been set up for export promotion and insurance and for setting
standards for production and packaging.

In other respects, PASOK’s first full year in government was marked by eco-
nomic stagnation, with GDP growing by 0.2%, compared with a 0.2% decline in
1981, while inflation remained above 20% (at 21%, down from 24.5% in 1981,
which was characterised as “significant progress”). In response, the government
had taken a number of actions, including an investment programme that focused
on technological upgrading with a view to ensuring Greece’s international com-
petitiveness, as well as a higher education reform by Law 1268/1982. Nevertheless,
the Governor admitted that “although significant progress was made in 1982 [...],
not all of the problems identified in last year’s Report have been adequately solved”,
as this endeavour had been hampered by the structural nature of the problems and
the adverse international environment. One cannot but notice the belief (or hope)
shared between the new government and the Bank of Greece that the problems
facing the Greek economy could be solved rather soon and, once the problems were
over, economic growth would kick in.

The new Administration of the Bank of Greece endorsed the government’s view
that “Greece’s accession to the EEC has removed all barriers to imports from the
Community and has rendered effective the productivity differentials existing
between Greece and the other member countries”, noting that it had been decided
to take measures, within the framework of the Accession Agreement, to protect
those domestic industries that had run into serious difficulties owing to sharp
competition from other EEC countries. This was “being done by means of tempo-
rary import restrictions on the respective products”.171

Regarding monetary and credit policies, Gerassimos Arsenis argued that “even
though interest rate differentiation is sometimes justified for economic or social
reasons, it is often doubtful whether the existing range of lending rates really serves
the economic and social aims for which it was introduced” and stated that “the
monetary authorities believe that the existing interest rate subsidisation system
should gradually be replaced by a system of direct subsidisation out of the budget”.
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5.11 Financing to banks and enterprises

General Council decisions reflect quite accurately the contemporary economic
and political conditions, as well as the major policy challenges faced by the Bank of
Greece and the government alike.172 Furthermore, they provide insights into the
structure of the Greek economy and state intervention mechanisms. The minutes of
General Council meetings refer to Governor’s Acts, decisions of the Currency Com-
mittee (until 1982, thereafter Acts of the Monetary and Credit Matters Committee),
decisions of the Loans and Foreign Exchange Sub-Committee and decisions of the
Credit Files Committee.

In the early 1980s, the Bank of Greece continued the same policy as in the recent
past, which involved decisions on:

1. Refinancing operations, repayment period extensions and credit to state-owned
banks: the largest recipient of refinancing was the Agricultural Bank,173 followed by the
National Mortgage Bank,174 the Mortgage Bank, the Investment Bank and the Na-
tional Investment Bank of Industrial Development (ΕΤΕΒΑ); the General Bank of
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drachmas – in more detail: 7 billion + 5.6 billion + 1.84 billion (for KYDEP) + 2.5 billion (for Agricultural
Exports S.A.) + 1.9 billion + 2.5 billion + an unspecified sum for loans to professionals – while it was also
decided to increase from 1 billion to 1.2 billion drachmas the limit approved for weekly withdrawals by the
Agricultural Bank of Greece. It should be noted that the previous increase, from 900 million to 1 billion
drachmas, had been decided by the General Council no. 13/81 of 1.7.1981. On the same day, i.e. 1.7.1982, it
was decided to refinance the National Mortgage Bank with 25.62 billion drachmas “from Public Organisations’
funds”. In the next meeting (no. 16/82 of 20.7.1982), i.e. just three weeks later, it was decided to refinance the
National Mortgage Bank with 36 billion.
174 Indicatively: 600 million on 12.3.1980 (General Council meeting no. 5/80); 8.96 billion on 26.3.1980
(General Council no. 6/80); 700 million on 26.4.1980 (General Council no. 9/80).



Greece is very rarely mentioned.175 Whereas refinancing decisions typically took the
form of Acts of the Monetary and Credit Matters Committee, as we can see from Gen-
eral Council no. 11/84 of 29.6.1984, a Governor’s Act was issued in the case of fund-
ing to the National Mortgage Bank and the Agricultural Bank “for financing the
Central Agency for the Management of Domestic Products (KYDEP) and agricul-
tural coope-ratives with an amount of up to 28 billion drachmas for the purchase of
wheat and barley harvested in 1984”. Moreover, the General Council, in its meeting no.
9/86 of 27.5.1986 approved funding to the Hellenic Industrial Development Bank
(ETBA) for covering its participation in the capital of the Hellenic Arms Industry.

2. Repayment period extensions for loans to government-owned enterprises and or-
ganisations: Ethnoktimatiki Active Urban Planning S.A. (EKTENEPOL), subsidiary of the
National Mortgage Bank; Greek Gunpowder and Cartridge Company S.A. (PYRKAL);
Hellenic Water Company S.A. (EEY);176 Central Agency for the Management of Domes-
tic Products (KYDEP); Association of Sultana Raisin Co-operatives (KSOS); Autonomous
Currant Organisation (ACO); Hellenic Sugar Industry (HSI), etc.177

3. Financing to agricultural enterprises: in the early 1980s, the most frequent re-
cipients of financing —by decisions of the Credit Files Committee— financing were
Thrace Mills − I. Ouzounopoulos S.A. and Macedonian Ginning Mills S.A. as well
as the Kapetanakis and the Melisseidis currant manufacturing companies.178 In the
mid-1980s, we can often see tobacco manufacturers Allamanis S.A. (Volos) and Pe-
tridis S.A. (Kavala), and currant manufacturers Petropoulos S.A. (Kalamata) and
Melisseidis (Heraklion).179 After 1985, this type of decisions became less frequent
(only two in each of the years 1986, 1987, 1988 and 1989) and concerned fewer en-
terprises, exclusively in the tobacco industry. In the last two years of PASOK go-
vernment (1988-1989), financing was provided to Reemtsma S.A. and only two
other companies, one each year. In 1990, as recorded in the General Council minu-
tes, meeting no. 11/90 (of 30.7.1990), “on the occasion of the discussion of ‘Reports
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175 Special financing of the General Bank of Greece amounting to 85 million drachmas on 11.6.1980 (General
Council no. 11/80).
176 Indicatively: modification of the Bank of Greece’s financing or refinancing of the National Bank for the
extension of loans of 500 million on 14.5.1980 (General Council meeting no. 10/80) and 500 million
on 17.9.1980 (General Council meeting no.19/80) to Hellenic Water Company S.A., plus of 500 million
on 19.11.1980 (General Council meeting no. 23/80) to the Athens Water Supply and Sewerage Company
(EYDAP S.A.).
177 At least once (in General Council meeting no. 11/82 of 28.4.1982) it was decided to finance through the
Agricultural Bank of Greece a private enterprise (namely Nestlé), with 1.5 billion drachmas.
178 For instance, General Council minutes, meeting no. 17/80 (of 20.8.1980).
179 See General Council decisions in 1984 and, most importantly, in 1985, a peak year in this regard
(meetings no. 4/85 of 11.2.1985; no. 15/85 of 24.6.1985; no. 19/85 of 2.10.1985; and no. 23/85 of 20.12.1985).



on the operations of the Credit Department’, and following a relevant proposal by
the Governor, the Council decides that as of 1.9.1990 the Bank of Greece shall stop
financing the private sector of the economy”.180 Five years later181 decisions were
made on “Resuming operations for the financing of tobacco trade by the Bank of
Greece”, “Setting up a Credit Files Committee at Thessaloniki Branch”, while “other
related matters” were also discussed.182 Decisions made in 1996 addressed matters
such as the following:

• renaming and expanding the scope of the Credit Files Committee at the Thes-
saloniki Branch;

• remuneration of tobacco appraisers; and
• an amendment to paragraph 446 of the Regulation on Discount and Credit

Operations of the Head Office and Branches.183

In early 1980, following arsons that destroyed several department stores in
Athens and Piraeus (Minion and Katrantzos Sport on 19/12/1980; Atheneé and
Klaoudatos on 3.6.1981; Dragonas and the Piraeus branch of Lambropoulos Bros on
4.7.1981), the Bank of Greece decided to provide successive funding to commercial
banks for financing these enterprises, to help them survive and recover.184

Private banks were less frequent recipients of Bank of Greece credit, often for
the purpose of on-lending to businesses.185 Other decisions concerned the pay-
ment of contributions to mass media, cultural and other organisations and
NGOs.186 One 1981 decision concerns the “adjustment of the interest rate on the
amount of 17.3 million drachmas provided by the Bank of Greece to the Helle-
nic Industrial Development Bank (ETBA) for the financing of TeleVision Enterprises
S.A.”.187 In 1991 it was also decided for the Bank of Greece to establish an annual ex-
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180 General Council minutes, meeting no. 11/30 July 1990.
181 Although, earlier, items 9-10 of the Agenda of meeting no. 8/92 (of 28.4.1992) refer to a “Financing of the
tobacco trader A. Christidis for the purchase and processing of oriental tobacco harvested in 1991, intended
for exports – Kavala”.
182 General Council meeting no. 2/95 (of 27.1.1995).
183 General Council meeting no. 2/96 (of 15.3.1996).
184 For example, the decision of General Council meeting no. 6/81 (of 23.3.1981), regarding Katrantzos Sport,
refers to Currency Committee decision no. 298/13/22.1.1981, specifying the annual interest rates as follows:
3% for overdue debts, 5% for working capital, and 6% for the purchase or building of premises. A similar
decision followed for Minion (General Council meeting no. 7/81 of 8.4.1981), approving credit of 700
million drachmas.
185 For example, to the Ionian and Popular Bank for covering up to 50% of its loan to D.A.N.E. S.A. Sea
Lines, by decision of General Council no. 12/1980 (of 11.6.1980), and to Credit Bank for covering up to 50%
of its loan to the same company, by decision of General Council meeting no. 14/1980 on 9.7.1980.
186 For example: short-term financing of Athens daily newspapers (with 80 million drachmas) “for covering
urgent needs in working capital” (due to a strike of press workers), by decision of General Council no. 14/80



cellence prize for Economics graduates.188 In some cases, there is a discernible effort

towards an even-handed and balanced approach: thus, in a single meeting, no. 3/95 on

24.3.1995, the General Council approved grants to the Foundation for Economic and

Industrial Research (IOBE), to the Communist Party of Greece (ΚΚΕ), for the restora-

tion of its historical archives, and to the Sakis Karagiorgas Foundation.189

In addition to the direct financing provided to private enterprises, decisions were

also made for the continued refinancing of the Agricultural Bank for on-lending

to businesses within its scope, such as in the tobacco, cotton, grape, currant and

potato industries.

In one case, the refinancing of the National Mortgage Bank and the Agricultu-

ral Bank was approved by a Governor’s Act, rather than by a Decision of the Mone-

tary and Credit Committee, as was the rule: this unusual practice was discussed and

decided on 11.2.1984 (General Council meeting no. 11/84). This decision was ac-

companied by two more Governor’s Acts, determining the level and sources of

funding for the 1984 financing programmes of the Agricultural Bank (no. 7/84 of

14.4.1984) and the National Mortgage Bank (no. 13/84 of 7.9.1984).
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(of 9.7.1980); contribution in favour of the Foreign Press Association of Greece, by decision of General Coun-
cil no. 16/80 (of 6.8.1980); refinancing of the National Bank for the financing of the Athens Newspapers
Agency (with 12 million drachmas) and the New Newspapers and Magazines Agency (with 8 million
drachmas), by decision of General Council no. 19/80 (of 17.9.1980); refinancing “of the financing of the daily
political newspapers of Athens and Thessaloniki by commercial banks against the return of newsprint paper
of 1980”, by decision of General Council no. 13/81 (of 1.7.1981); refinancing of commercial banks for the
financing of weekly political newspapers of Athens against the return of newsprint paper of the period
1.1.1981-31.10.1981, by decision of General Council no. 10/81 (of 14.4.1981); and (in the following month)
refinancing of the National Bank (with 6.57 million drachmas) for the financing of weekly political newspa-
pers of Athens against the return of newsprint paper of the period 1.1.1981-31.10.1981, by decision of
General Council meeting no. 13/81 (of 20.5.1981), etc. In addition, as part of the Bank’s policy of grants to
cultural organisations and publications, the General Council often decided to extend grants to journals and
magazines. These included, more frequently, the Diavazo and Nea Estia literary reviews and the Greek Economic
Review, while a grant was also provided to the Foreign Press Association of Greece. Rather regular recipients
of grants among cultural organisations were the Athenaeum International Arts Centre and the Dora Stratou
folk dance theatre, and, outside the area of culture, the Foundation for Economic and Industial Research
(IOBE) and the Hellenic Red Cross.
187 General Council meeting no. 25/81 (of 25.11.1981). “TeleVision Enterprises S.A”, or TVE, is an audiovi-
sual productions company that was founded in 1975, started operating in 1977, and since 1989 has an exclu-
sive technical management contract with Mega Channel (see http://www.tve.gr/about-us/).
188 General Council meeting no. 5/91 (of 15.2.1991), paragraph 31.
189 General Council meeting no. 3/95 (of 24.3.1995), paragraphs 39, 40 and 41, respectively.



5.12 The Bank of Greece and state-owned enterprises: the case of the
Aspropyrgos Refinery

During the 1980s and in the context of the economic policies then pursued, the
Bank of Greece was often called upon to support state-owned enterprises. The re-
levant decisions are too many to list here. We could instead look at General Coun-
cil decisions on Hellenic Aspropyrgos Refinery S.A. (ELDA) as an example of the
relationship of the Bank of Greece with state-owned companies. This company was
established in 1955 by government decision, founded by shipowner Stavros Niar-
chos. In 1976, it was purchased by the Greek State and in 1985 became part of the
group of Public Petroleum Corporation S.A. (DEP). In 1998, DEP was renamed
Hellenic Petroleum S.A, absorbed ΕΚΟ-Hellenic Refineries & Chemicals of Mace-
donia S.A.; the manufacturing branch of ΕΚΟ S.A.; ELDA; and DEP-ΕΚΥ, and was
listed on the Athens and London stock exchanges.190

In July 1983, the General Council, alongside a decision to reduce the ex-
change rate applicable on the drachma conversion of foreign loan disbursements
to the Public Power Corporation (DEH), also decided to reduce the commission
fee on transactions with ELDA.191 In September 1984, it authorised a loan agree-
ment between Citibank (Channel Islands) Ltd. and ELDA for an amount in yen
equivalent to 200 million US dollars, guaranteed by the Bank of Greece.192 This
was followed by another General Council decision in December 1988, whereby
the Bank of Greece would issue a guarantee in favour of a syndicate of foreign
banks for an interest rate swap to be conducted in future by ELDA.193 The swap
operation was later cancelled, as we can see from a General Council decision, in
September 1990, granting the Bank’s consent, in its capacity as guarantor, to the
cancellation of the swap agreement.194 In the following month, it decided the pro-
vision of a Bank of Greece guarantee for a 100 million US dollars loan from a
syndicate of banks to ELDA.
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190 https://www.helpe.gr/en/the-group/from-past-to-present/,https://www.eko.gr/i-etairia-mas/istoriko/,
https://www.csrhellas.net/about-us/timeline/
191 General Council meeting no. 14/83 (of 6.7.1983), paragraphs 12-13.
192 General Council meeting no. 13/84 (of 7.9.1984).
193 General Council meeting no. 17/88 (of 22.12.1988), paragraphs 5-6.
194 General Council meeting no. 13/90 (of 4.9.1990), paragraph 6.



5.13 The armament programmes

During the 1980s, the Bank of Greece, as part of the responsibilities it had back
then, was involved in finance operations regarding the procurement of defence
equipment for Greece’s armed forces. Some examples are the following operations:

General Council meeting no. 8/81 (of 22.4.1981) decided to issue an irrevocable
documentary credit for DEM 370 million concerning the purchase of military
equipment by the Hellenic Army General Staff.

Under General Council no. 3/82 (of 4.2.1982), the Bank of Greece provided an
aval for promissory notes issued by the Hellenic Air Force General Staff that cove-
red price adjustment, plus interest, of helicopters purchased from the Costruzioni
Aeronautiche G. Augusta SpA under contract no. 3/1980.

In the same year (General Council meeting no. 27/82 of 22.12.1982, paragraph
8) it approved an amount as Greece’s contribution to the operation and maintenance
costs of the NATO FORACS Station in Crete.

By decision of the General Council (meeting no. 7/85 of 26 March 1985), para-
graph 29, it was decided for the Bank of Greece to open an irrevocable documen-
tary credit for 356,671,500 French francs for an advance payment to the French
companies Marcel Dassault, Snecma and Thomson/CSF, against the value of forty
Mirage-2000 aircraft to be supplied to the Ministry of National Defence/Hellenic
Air Force General Staff, while in General Council no. 16/85 (of 18 July 1985), pa-
ragraphs 3-4, a decision was made to increase, by 119,809,520 French francs, irre-
vocable documentary credit no. 1855333 opened by the Bank of Greece as a
guarantee for the financing, by the French bank Banque Nationale de Paris, of the
advance payment to the above French companies.

In 1986, General Council meeting no. 8/86 (of 21 May 1986) approved the con-
clusion of a short-term credit facility loan with the RBC Finance B.V., amounting
to US dollars 25 million, which on 25 July 1986, by decision of the next General
Council (no. 9/86), was to be used for the opening by the Bank of Greece, without
a deposit of the corresponding coverage in drachmas, of an irrevocable letter of
credit up to the amount of US dollars 25,000,000 in favour of the American
supplier company General Dynamics for covering any expenses that would emerge
from a cancellation by the Ministry of National Defence/Hellenic Air Force
General Staff of the contract for the procurement of forty F16 fighter aircraft.
On 22.12.1986 (General Council meeting no. 23/86, paragraphs 4-5), a decision
was made for a new stand-by letter of credit to General Dynamics, amounting to
US dollars 81 million.
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Finally, General Council meeting no. 7/88 (of 9.6.1988) approved the opening by
the Bank of Greece of an irrevocable divisible letter of credit for DEM 33,432,793
and GBP 6,452,049, without deposit of a coverage in drachmas, in favour of the Ger-
man supplier company Siemens AG Radio and Radar Systems Division, Munich,
on behalf of the Hellenic Army General Staff/731 Military Works Division, through
the German Bank Bayerische Vereinsbank AG, Muenchen.
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6THE LONG ROAD
TO STABILISATION AND EURO AREA
ENTRY, 1984-2001

6.1 Introduction 

The 1984-2001 period can be divided into two sub-periods. The first, from 1984
to 1994, saw the Bank of Greece gradually regain its past relative autonomy within
the domestic financial system and the first steps towards a new era, free from re-
strictions and tight controls. In 1984, there were about 80 administered interest
rates and tight credit allocation rules. The banking system was also weighed down
by exposures to the so-called ailing firms, which obscured banks’ balance sheets and
did not ensure the necessary transparency. On the other hand, the path to financial
liberalisation, which was seen as indispensable by experts, had to be gradual and
cautious, so as not to disturb economic activity. The governments of the 1970s and
1980s had social policy mandates. It was against this backdrop, and amid fiscal de-
ficits, that Greece’s adaptation to the new era was undertaken. This adaptation was
not painless, nor did it follow a straight upward path until 1994. But the important
thing is that the process was not reversed and that the way was paved for the next
phase of financial liberalisation.

In the second sub-period, from 1994 to 2001, Greece faced two interrelated
challenges: the institutional modernisation of its financial system and adaptation
with a view to joining the European monetary union. The main feature of that
period was therefore an effort to ensure economic stabilisation, along with the
necessary fiscal consolidation, in an economy like Greece vexed by chronic infla-
tion and high deficit and debt levels. Throughout that period, the Maastricht cri-
teria served as benchmarks for the Bank of Greece too, in its effort to achieve the
monetary and exchange rate policy targets towards the fulfilment of the criteria for
the adoption of the single currency. Monetary policy shifted to a new regime, en-
tailing changes in strategies and targets that, over time, proved to be effective.



With perseverance and constant vigilance, the Bank of Greece reinforced policy
credibility and achieved gradual disinflation until 1998, which made possible the
entry of the drachma into ERM Ι in March 1998 and ERM ΙΙ in January 1999 and,
subsequently, entry into the euro area and the adoption of the euro in 2001, which
was a watershed in Greek economic and monetary history. In the same vein, the
institutional modernisation of the Greek banking sector and of the financial
system in general was completed during that period, in line with broader develop-
ments in Europe.

6.2 The beginning of the turnaround in economic policy

The state of the economy did not improve, despite a shift from the sizeable wage
increases of 1982 towards the devaluation of 1983 and deferred wage indexation.
Against this background, in the Annual Report for 1983, the new Governor, Deme-
trios Chalikias —appointed just two months before the Annual General Meeting of
Shareholders held on 27.4.1984— noted that “a limited economic recovery is anti-
cipated […]. Nevertheless, the prerequisites for a substantial and sustained expan-
sion of the economy have not yet been ensured”.1

The two major concerns of the new Administration of the Bank of Greece were
inflation and the deficit in the balance of payments. Public debt, which had risen
from 10.5% of GDP in 1978 to 23.8% of GDP (US dollars 8.1 billion) in 1983, was
yet another crucial aggregate, which, according to D. Chalikias, was due to the fiscal
deficit that “led to a substantial increase in foreign borrowing”. Notably, the Report
mentioned that foreign debt service as a percentage of exports of goods and services
had risen from 8 per cent in 1978 to 16 per cent in 1983.2

Two important initiatives in 1983 and early 1984 (when Gerassimos Arsenis was
both Governor and Minister) were a tightening of the incomes policy, leading to a
reduction in the growth rate of average nominal earnings from 26% in 1982 to 17%
in 1983 (falling short of inflation by an estimated 3%), and an increase in interest
rates on bank deposits and Treasury bills as of 15.2.1984. Nevertheless, D. Chalikias
acknowledged in his Report that, although the changes had been substantial, they
had not as yet had a significant effect on the course of the economy, which he
attributed to the policies pursued during the 1975-1982 period. In other words, his
criticism included the first year of PASOK government.
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1 Annual Report for the year 1983.
2 Ibid.



The Report argued that Greece’s accession to the EEC had adversely affected the
trade balance in the short run, as the balance of trade in agricultural products with
the Community had turned negative after accession (the agricultural sector ac-
counted for 16% of GDP). At the same time, domestic industrial goods had been in-
creasingly displaced by imports from the Community, while the implementation of
policies designed to support the industrial sector of Greece’s EEC trading partners
created serious difficulties for Greek exports to the Community.

The Report indirectly criticised the exchange rate policy pursued after the de-
valuation of the drachma, implying that it was a missed opportunity. The Bank of
Greece “intervened in the foreign exchange market to maintain the dollar/drachma
parity stable up to early August 1983. This policy resulted in a significant apprecia-
tion of the drachma and consequently in a loss of part of the competitiveness gai-
ned by the devaluation […]”.3 The decision to devalue the Greek currency was in line
with the government initiatives and policy choices of the time. The pegging of the
drachma to the US currency could not be maintained (especially in view of the dol-
lar’s continuing appreciation), thus the drachma was unpegged from the US dollar
in August 1983. By the end of 1983, the exchange rate of the drachma vis-à-vis the
ECU had returned to its pre-devaluation levels, but it was still higher relative to se-
veral other European currencies.

The next Annual Report, reviewing the year 1984, noted that the economy had
entered a phase of recovery. Part of this recovery stemmed from the agricultural
sector, thanks to higher yields per hectare, crop restructuring, increased invest-
ment in agricultural machinery and improved processing and marketing of agri-
cultural products. Industrial production grew slightly, mainly driven by consumer
non-durables and capital goods, and partly offset by an increase in imported con-
sumer goods, reflecting a consumer preference “in many cases not justified by
differences in price or quality”.4 The Bank of Greece noted that the competitive-
ness of the Greek economy remained low and highlighted the need to raise com-
petitiveness through investment for modernisation and expansion of productive
capacity. At the same time, fixed investment in manufacturing had declined in
the past few years, with only a slight recovery in 1984, while residential investment
had also weakened. A reversal in the downward trend of employment and a slight
increase in productivity had been observed in the manufacturing sector. The re-
latively high rate of youth unemployment was seen as a serious problem. Pressu-
res on the labour market were exerted by the supply side, owing to the natural
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3 Ibid.
4 Annual Report for the year 1984.



growth of population, the increased participation of women in the urban labour
force and the repatriation of emigrants. The increase in the consumer price index
(CPI) had averaged 18.5% in 1984, consistent with government forecasts; as a re-
sult, “inflation continues at a high rate [...] and inflationary pressures on the cost
side remain strong”.5

The Governor described the high balance-of-payments deficit as a serious pro-
blem and criticised the policy that had been pursued over the past few years, stres-
sing that “the current account deficit remains at a high level, probably the requisite
measures had been delayed and the imbalances and structural weaknesses of the
economy had worsened, before the stance of economic policy changed in the spring
of 1982”.6 According to Governor D. Chalikias, the most critical structural weak-
ness referred to the difficulties faced by manufacturing, largely resulting “from
excessive protection and subsidisation”, while it was only “after Greece’s accession
to the EEC” that Greek manufacturing firms “were exposed to market pressure”.7

As mentioned in the Report, “during the entire post-war period the large manu-
facturing firm was regarded as the lever of industrialisation [...], whereas the small-
or medium-size productive unit was all but neglected”. This policy “did not promote
the development of new and dynamic small- and medium-size firms and thereby
discouraged the necessary changes in the structure of Greek industry”. This attitude
was deeply rooted: “Even today, despite the fact that the stance of industrial policy
has changed, there is still widespread acceptance of the view that the large manu-
facturing firm is the lever of industrialisation”. The Report underscored the signi-
ficant role of large, technologically advanced enterprises, although some of them
were facing difficulties, usually reflecting poor capital structure as a result of over-
dependence on bank credit.8

6.3 The stabilisation programme 1985-1987

The political landscape in Greece changed in 1985, after a new President of the
Republic was elected and PASOK once again formed a majority government. A
cabinet reshuffle followed a few months later, accompanied by a radical change in
the stance of economic policy with the launch of a two-year stabilisation programme
on 11.10.1985.
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5 Ibid.
6 Ibid.
7 Ibid.
8 Ibid.



At the Annual General Meeting of Shareholders on 28.4.1986, D. Chalikias
opened his Report by stating that “the main feature of economic developments in
1985 was the significant deterioration of the internal and external balances. At the
same time, however, 1985 was the year in which the stance of economic policy
changed radically. The new policy aims at stabilising the economy”. Furthermore, he
conceded that “practically all macroeconomic magnitudes in 1985 deviated from
targets or forecasts.” The balance of payments had also deteriorated considerably.
“The current account deficit amounted to [...] 10 per cent of GDP, whereas in the
previous five years it had ranged between 5 per cent and 6.4 per cent of GDP. The
trade deficit was [...] higher […]. The surplus on invisibles decreased again [...]. The
rise in invisible payments was mainly due to higher interest payments, reflecting
the increase in the country’s foreign debt. [...] Finally, autonomous net inflow of pri-
vate capital has slowed down considerably over the past few years”.9

It is worth noting that Chalikias extended his severe criticism to the overall eco-
nomic policy pursued during the first four-year term of the PASOK government,
pointing out that “net invisible receipts have declined steadily in recent years and
since 1983 they have fallen below earnings from non-oil commodity exports.
Between 1980 and 1985, net invisible receipts decreased by US dollars 1.6 billion,
which largely accounts for the deterioration of the balance of payments”.10

According to the Governor of the Bank of Greece, the policy package intro-
duced in October 1985, chiefly including a 15% devaluation of the drachma and
a six-month advance deposit requirement (corresponding to 40% or 80% of im-
port value) on a wide range of imports, had failed to halt the sharp rise in infla-
tion, despite a modification of the wage indexation mechanism and the
prohibition of any other wage increases. The inflation rate was thus projected to
reach 25% for 1986 as a whole.

A considerable destabilising factor identified by the Governor was “expan-
sionary fiscal policy [which] was a major cause of adverse economic developments
[in 1985]. The public sector’s borrowing requirement (PSBR) rose to 18.1 per cent
of GDP, up from 15.6 per cent in 1984. […] The rising PSBR contributed to do-
mestic credit expansion and money growth at rates higher than the targets.
Domestic growth rose by 26.4 per cent in 1985, substantially above the target of
21.3 per cent”, while “the increase in public and private expenditure did not con-
tribute to a corresponding increase in domestic production, but was largely re-
flected in a widening of the balance of payments deficit”, as a result of greater
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9 Annual Report for the year 1985.
10 Ibid.



import penetration.11 These developments “should also be seen in the light of the
steady loss of competitiveness […] of Greek products between 1980 and 1984, by
30.6 per cent in relation to Greece’s 15 major trading partners and by 38.4 per cent
in relation to other member states of the European Economic Community”.12

Moreover, the country’s external debt had more than tripled in seven years, soar-
ing from US dollars 4,489 billion in 1978 to US dollars 14,775 billion in 1985.13

A very interesting observation by Governor Chalikias was that 74% of the in-
crease in GDP had stemmed from the services sector: “The tendency of this sector
to expand at a higher rate than the rest of the economy was observed after the first
energy crisis and has become more pronounced since 1979. The 7.5 per cent incre-
ase in GDP over the last six years derived exclusively from the growth of services”,
the aim of which was “largely to satisfy collective needs”, combined with a decrease
in exports of services. These developments indicated a need to raise productive in-
vestment and productivity.14

The Report concluded that “a new economic policy was adopted […]. The grad-
ualist approach to economic adjustment pursued over the past few years had been
abandoned. This new policy, provided that it is supplemented with appropriate
structural measures, represents a break from post-war economic policy, and will
have a major impact on the course of the Greek economy”. The new policy was prag-
matic, as it had been based on the correct assessment that the difficulties were to a
large extent associated with structural imbalances, while at the same time it had
been designed to make up for the wrong macro- and micro-economic policies of the
past.15 This juxtaposition with the economic policies pursued before the stabilisation
programme of October 1985 is perhaps one of the harshest criticisms ever expres-
sed in a Bank of Greece Annual Report.

In his Report for 1986, D. Chalikias began by reiterating the main targets of the
two-year stabilisation programme: to bring inflation down from 25% to 16% in
1986 and 10% in 1987, as well as to reduce the current account deficit from US dol-
lars 3.3 billion to US dollars 1.7 billion in 1986 and US dollars 1.25 billion in 1987.
He went on to assess that the targets had been broadly achieved: inflation stood at
16.9% and the current account deficit came to US dollars 1,704 million. The net
public sector borrowing requirement declined by 3.9%, against a target of 4%, while
real earnings decreased by 8%. However, he also detected an indirect and lagged
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11 Ibid.
12 Ibid.
13 Ibid.
14 Ibid.
15 Ibid.



adjustment of the economy to the stabilisation programme: “the decline in the real
disposable income of wage earners was partly offset by an increase in [business]
profits and the incomes of the self-employed”.16

Furthermore, several external factors, including a sharp drop in international
oil prices, the depreciation of the US dollar and the continuing decline of inter-
est rates in international markets, had a positive effect on the Greek economy. As
a consequence, “favourable conditions have thus been created which ensure that
inflation will continue to decelerate in the ensuing months and that the balance
of payments will improve further”. In 1986, GDP grew by 1.4%, real disposable
income shrank by 5%, and private consumption rose by 0.8%. This suggested
that private savings had declined, “unless there was an increase in income in the
underground economy”.17 The public sector had not contributed to a reduction
of consumption expenditure. On the other hand, public investment had con-
tracted by 20%, unlike private investment that had expanded by 5%, although
“this recovery […] may be transitory”. Business investment had not yet shown a
clear trend, largely as a result of time lags between an improvement in the rate of
return on investment and the planning and implementation of new investment.
Still, some optimism was expressed, particularly for medium-sized firms.

According to D. Chalikias, the stabilisation programme had worked well: “the de-
valuation of the drachma and the modification of the wage indexation scheme have
substantially strengthened the competitiveness of Greek products since the last quar-
ter of 1985. In addition, the imposition (from November 1985 through April 1987)
of advance deposit requirements on a wide range of imported goods was aimed at
curtailing demand for imports”.18 Yet, the volume of imports kept rising, mainly as
a result of the failure of domestic supply to meet domestic aggregate demand, in
terms of both quantity and quality.

With respect to the other main target of the programme, the Report noted a de-
cline in the net PSBR as a percentage of GDP from 17.6% in 1985 to 13.7% in 1986.
This drop resulted from the lower borrowing requirements of both central govern-
ment and public enterprises. The Report also noted that “by contrast, the deficits of
public organisations, especially social insurance agencies, continued to widen” in
1986,19 adding that “the net PSBR target in 1987”, i.e. a reduction by another four
percentage points, “appears to be ambitious”.
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Turning to monetary and credit developments, the Report noted a substantial
slowdown in the growth rates of monetary and credit aggregates, as well as the sig-
nificant progress achieved in interest rate unification and in controlling the credit ex-
pansion of the Agricultural Bank of Greece and the National Mortgage Bank:
“Today, the Bank of Greece treats these [specialised credit] institutions in virtually
the same way as commercial banks”. With regard to money supply, Μ3 growth de-
clined from 29.6% in 1984 to 27.3% in 1985 and 19.2% in 1986, while Μ1 (com-
prising currency in circulation and private sight deposits) grew by only 9.7% in
1986, compared with an increase of 24.4% in 1985. Specifically, the growth of cur-
rency in circulation (Μ0) slowed down considerably, from 26.1% in 1985 to 7.5% in
1986 (in average annual terms: 15.5%), while a weaker slowdown was seen in the
growth rate of sight deposits, from 19.8% in 1985 to 16.2% in 1986.20 Meanwhile, the
growth rates of bank credit to the private sector had been diminishing: 20.5% in
1984, 19.9% in 1985 and 15.4% in 1986. In particular, commercial bank credit to
the private sector grew in 1986 by 14.8%, compared with an increase of 17.7% in
1985. “Credit expansion decelerated after the Bank of Greece took certain measures
in June 1986 which drastically curtailed bank liquidity”.21

The measures adopted in June 1986 included the establishment of a minimum
interest rate of 15% on medium- and long-term bank loans, the abolition of the sub-
sidised interest rate on “ordinary” housing loans, the imposition of a maximum in-
terest rate of 21.5% on loans to governmental agencies which intervened in the
markets of agricultural products, and an increase in the interest rate on short-term
loans to small and medium-sized handicraft firms.22

One year later, by which time the stabilisation programme had been completed,
the Governor stated: “Following the stabilisation programme implemented over the
period 1986-1987, the Greek economy has entered a new phase characterised by an
easing of economic imbalances” and “thus in 1987 external equilibrium was
achieved and the country’s external position was strengthened”, adding that “the
implementation of the stabilisation programme had a limited negative impact on
economic activity. In 1987, GDP decreased by only 0.6 per cent”.23

According to the Bank of Greece, “irrespective [...] of the costs entailed [mostly
affecting wage earners], it seems that the economic stabilisation programme has
created favourable conditions which, if exploited, can ensure a further deceleration
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of inflation”.24 The wording further below is clear, showing Chalikias’ concerns about
the policy that would be pursued after the stabilisation programme (P. Roumeliotis
had already replaced C. Simitis in the Ministry of National Economy on 27.11.1987):
“The implementation of prudent economic policies is an essential prerequisite for
maintaining stable economic conditions. Of crucial importance in this respect is to
continue the efforts for a drastic reduction of public sector deficits”.25

According to the Governor, some signs were alarming: “The decline in private
consumer expenditure was smaller than in real private disposable income. As a re-
sult, the share of private saving in private disposable income decreased for the se-
cond consecutive year. [...] Total fixed asset formation declined by 2.3 per cent, as
the sharp decrease in public investment was not offset by the increase in private in-
vestment”.26 On some other fronts, however, developments had been encouraging:
“There are indications that a steadily growing number of firms, mainly of medium
size, are adapting to the new competitive environment. [...] Developments in the
Greek balance of payments were particularly favourable [...]. The improvement in
the current account was accompanied by a rise in net private capital inflows, which
increased by 81.8 per cent in 1987 [...] the country’s net foreign exchange position
improved by US dollars 541 million in 1987”.27

The Governor argued that a central aim of economic policy should be to bring
about a permanent improvement in the balance of payments, which called for the
promotion of structural changes and the implementation of appropriate fiscal and
monetary policies, as “it is significant that it has now become widely accepted that,
in a small and open economy like Greece, the conduct of an autonomous monetary
policy is not feasible”.28

It was crucial to strengthen the export orientation of the Greek economy, given
that the opening of the domestic market to foreign competition following EEC ac-
cession had led to an increase in import penetration of manufactured goods from
23.6% in 1980 to 34.7% in 1987, and this trend was expected to continue in the fol-
lowing years, “even though at a slower pace”. Nevertheless, the non-oil trade deficit as
a percentage of GDP had not widened over the same period and averaged 10.4% in the
first seven years after EEC accession (under PASOK governments), compared with
10.9% in the seven years before 1981 (under New Democracy governments).29
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With regard to the public sector, D. Chalikias was strict in his judgment: “Ef-
forts to reduce the public sector deficit continued into 1987, but the outcome
was less satisfactory, compared with the progress made in 1986 and the targets set
by the Government”. He pointed out that the net PSBR as a percentage of GDP
had declined by only half percentage point in 1987, against four percentage points
in 1986. “The improvement in 1987 was limited because of the widening of the
central government deficit”, which was due to a shortfall in tax collection (partly
on account of a strike of tax office cashiers), the inadequate adjustment of do-
mestic oil prices and increased government transfers to the Social Insurance
Institute (ΙΚΑ) and public transport organisations. Conversely, the net borrowing
requirements of social security funds, local authorities and other public organi-
sations had decreased visibly. D. Chalikias went on to note that: “The contain-
ment of public sector expenditure comes up against certain difficulties,
considering that the high deficits of recent years have increased the inelasticity of
expenditure […] expenditure for interest payments more than doubled between
1982 and 1987”.30

On the other hand, “in 1987, major steps were taken towards the liberalisation
of bank interest rates and the abolition of a host of credit rules and regulations re-
stricting the management of banks’ portfolios. As a result of a series of measures ta-
ken by the Bank of Greece, only a few interest rates are still administratively
determined. These are mainly interest rates on savings deposits, the special interest
rates on loans to small and medium-size manufacturing firms, and the interest ra-
tes on loans under some categories of social housing programmes. In particular,
commercial bank loans with market determined interest rates account for more than
80 per cent of commercial bank credit to the private sector”.31

More specifically, “liberalisation of bank lending rates started towards the end
of June 1987 with the abolition of the maximum rate of 21.5 per cent on short-
term credit and other categories of bank loans, accounting for about 55 per cent
of commercial bank lending to the private sector. The minimum interest rate on
these loans was set at 21 per cent and banks were permitted to set lending rates
above this minimum”.32
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6.4 The Bank of Greece and the Greek banking system in 1987

Greece’s bank-centric and “traditional” financial system was among the main
preoccupations of governments and the Bank of Greece, but also of the banking
system itself.

The relevant discussion dates back to the second Karamanlis government, when
the Minister of Coordination, Georgios Rallis, decided (22.2.1978) to set up a group
of eleven experts, led by Bank of Greece Deputy Governor Nikolaos Harissopou-
los,33 for the purpose of preparing a study of the Greek banking system. The
“Harissopoulos committee”, as it became known, assigned eight working groups to
prepare individual reports. The final comprehensive report, including 17 specific
recommendations, was released in 1979. As mentioned by Ν. Harissopoulos in the
introduction to the report, “The common thrust of the recommendations that fol-
low is the phasing out of administrative restrictions and a smooth transition to a
system where market mechanisms play a more important role, irrespective of
whether the State will maintain a strong presence through direct or indirect
control on various credit institutions. Such transition is seen as a necessary condi-
tion for eliminating several structural weaknesses”.34 The release of the Haris-
sopoulos report took place shortly before Constantinos Karamanlis moved from
premiership to the Presidency of the Hellenic Republic and the political develop-
ments that followed. This timing was the reason why the report did not have a
direct effect on current economic policy.

Six years later, in a separate section of his Annual Report for 1984 (April
1985), Demetrios Chalikias discussed in detail the need for banks to adapt to the
new conditions. He noted that the past three years had seen important changes
to the system of credit rules and controls, giving a freer hand to banks in their
lending decisions and loan repayment arrangements. However, the adaptation
of banks to the new conditions was slow, due to a lack of appropriate mecha-
nisms and specialised staff, as well as to a long-entrenched mentality among
part of their staff.35

Further below, it was stressed that the Bank of Greece had opened up the bank-
ing system to new loan categories and to the financing of economic activities that
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had previously been regarded as less productive, if not undesirable.36 Among other
concluding remarks, the section stressed that a shift of focus to an assessment of the
prospects and financial condition of prospective borrowers was in the best interests
of both the economy and banks, as experience had shown that real estate collateral
did not adequately secure the repayment of loans.37

Ten months later, during the second premiership of Αndreas Papandreou,
and while the stabilisation programme launched on 11.10.1985 was already un-
derway, the Minister of National Economy − and the main champion of stabil-
isation − C. Simitis set up a committee on 18.2.1986, with the task of designing
the reform and modernisation of the Greek banking system ahead of the com-
pletion of the European Single Market in 1992. The committee, bringing to-
gether the Deputy Governor of the Bank of Greece, Efstathios Papageorgiou,38

as well as Georgios Kasmas, Fotios Panagiotopoulos, Efstratios Papaefstratiou
and Panayiotis Poulis, became known as the Karatzas Committee, after the
name of its chairman, Theodoros Karatzas. Between 1982 and 1985, Karatzas
had been Managing Director of the National Investment Bank for Industrial
Development (ΕΤΕΒΑ) and president of the Banque Franco-Hellénique de
Commerce International et Maritime, and would later serve as Secretary Ge-
neral of the Ministry of National Economy (1985-1987), Deputy Minister of
National Economy (24.6.1987-22.12.1988) and Governor of the National Bank
of Greece (1996-2004).39

The report of the Karatzas committee, released on 13.2.1987, provided a
clear overview of the Greek banking system in 1985-1987. Banks dominated
the Greek economy almost entirely: in 1985, around 90% of saving resources
(other than those channelled into bank bonds) were held in bank deposits –
nearly 70% with commercial banks.40 It should be noted that bank bonds were
introduced in 1975.41 In more detail, in May 1986, the breakdown of deposits
was as follows:42
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Greek commercial banks43 63.80%
Foreign commercial banks 1.60%
Total commercial banks 65.40%
Agricultural Bank of Greece 13.00%
Investment banks44 4.60%
Mortgage banks45 2.50%
Postal Savings Bank 13.50%
Consignment Deposits and Loans Fund 0.90%

On the other hand, the breakdown of loans was as follows:46

National Bank of Greece 28.50%
Commercial Bank of Greece 8.20%
Ionian Bank 3.80%
Credit Bank 5.30%
Agricultural Bank of Greece 25.45%
Investment banks 7.20%
Mortgage banks 10.70%
Postal Savings Bank 2.00%

The Committee concluded that “the banking system cannot be modernised as
long as it remains the exclusive manager of the credit resources of the economy. The
capital market should become the main mechanism for raising and allocating the
long-term funds of the economy.47 The problem became more obvious with the
prospect of the completion of the Single Market in 1992. The Single European Act,
signed in Luxembourg on 17.2.1986 by nine member states and on 28.2.1986 by
Denmark, Italy and Greece,48 came into effect on 1.7.1987.

The Annual Report for 1987 was an implicit response to the Karatzas Report.
The standard overview of “Economic developments and monetary policy” in
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Chapter II featured, for the first time, sections focusing on “Liberalisation of inte-
rest rates and of the banking system” and “Supervision of the banking system”,49

emphatically noting that, in view of the integration of European financial markets
by 1992, Greek banks would face competition from foreign banks in the provision
of banking products and services in which they had limited experience, as their
business was still concentrated on the “traditional” activity of lending. The problem
would exacerbate to the extent that the government, other public bodies and private
enterprises increasingly resorted to domestic and international money and capital
markets for fund raising.50

Although C. Simitis resigned from Minister of National Economy on
27.11.1987,51 and the stabilisation programme was abandoned, a large part of the re-
commendations of the Karatzas Committee was adopted in the following years,
marking a significant shift in economic policy, with a far-reaching impact on eco-
nomic and political developments.

6.5 Balance of payments and foreign borrowing

Throughout the 1980s, Greece faced problems with its balance of payments,
leading to increased foreign borrowing and hence a burgeoning public debt, which
would eventually take on dramatic proportions.

On at least one occasion, the General Council (which usually met once a month)
convened for an extraordinary meeting in order to approve a new large loan: the
new meeting was held on 6.5.1982, eight days after the previous regular meeting of
28.4.1982, and the only agenda item referred to a loan of US dollars 550 million
from foreign banks. The urgent character of the matter can be seen from a hand-
written note at the bottom of the page: “Approval [of the minutes] on the same day”.

The early 1980s had seen a change of practice with regard to the extension of
loans to the Greek State: whereas a period of a few months (corresponding to two
or even three meetings of the General Council) would typically elapse between the
signing of a loan and its assignment to the Greek State, this period was at first
gradually reduced to only a few weeks (signing of a loan amounting to US dollars
500 million on 14 April and assignment on 27 April) to be further shortened to the
same day of the General Council’s meeting (e.g. General Council no. 25/82 of
28.12.1982: the decision on the conclusion of a loan agreement amounting to 500
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million Dutch guilder was referred to in paragraph 21, while the decision on the
assignment of the same loan was mentioned in Paragraph 22).

In some cases, it was decided to grant —some form of— advance payment to the
government; by way of illustration, according to the agenda of General Council
meeting no. 24/82 of 2.12.1982, it was decided (under paragraph 10) that the Bank
of Greece would issue a bond amounting to 15 million Deutsche marks, while at
the same time (under paragraph 17a) it was decided that a bond issue denominated
in foreign currency, amounting to 15 million Deutsche marks, would be assigned to
the Greek State [by the Bank of Greece], brokered by County Bank Ltd., London.
Similarly, according to the agenda of General Council meeting no. 19/85 of
14.6.1985, it was decided (paragraphs 2-4) to issue floating rate notes in foreign cur-
rency, amounting to 500 million Deutsche marks, and (paragraph 5) to assign to
the Greek State the notes that would be issued on the Euromarket.

Successive loan agreements were concluded with foreign banks in the first
months of 1983 and again in the last months of 1984.52 A short-lived turn to Arab
banks was also observed (e.g. Commercial Bank of Kuwait on 17.10.1985; Arab
Banking Corporation on 27.5.1986, together with Western banks and one Japanese
bank). In the late 1980s, bond issues in the large German and Japanese markets were
decided (namely, General Council meeting no. 10/87 of 1.6.1987: two series of fixed-
coupon bonds of a total nominal value of DEM 300 million; and General Council
meeting no. 11/88 of 17.8.1988: bond issue of JPY 20 billion). At the same time, the
Euromarket was also being explored (General Council meeting no. 4/89 of
20.1.1989: floating-rate bond issue of US dollars 250 million; General Council meet-
ing no. 2/91 of 22.1.1991: loan in foreign currency, amounting to 10 billion Italian
liras and 60 million XEU – the ISO code for the ECU).

The gradual shift towards Japan as from the mid-1980s peaked in the early 1990s
when a large part of the loans originated from the Japanese market. Some indicative
cases are the following:

At its meeting in February 1992, the General Council approved a bond issue
of JPY 70 billion in the Japanese market, and interest rate and foreign exchange
swap operations between the Bank of Greece and two Japanese banks, Sumitomo
Bank Capital Markets Inc. and Mitsubishi Bank Ltd., for JPY 20 billion and JPY
10 billion, respectively.53
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Ten months later, in late December, the General Council decided to renew the re-
quest made to the Japanese Ministry of Finance regarding the issuance of bond lo-
ans by public offering in the Japanese capital market, to transfer to the Greek State
the Bank of Greece’s obligation to pay the fee (amounting to JPY 500,000) plus ex-
penses of the law firm Nishimura & Sanada, and to issue a floating-rate bond loan
of JPY 100 billion in the Euromarket.54

This trend of high foreign borrowing continued through 1993, but it was abruptly
brought to a halt when the Bank of Greece was banned from engaging in monetary
financing. The last relevant decision was made at General Council meeting no. 22/93
(of 6.12.1993) regarding the issuance of floating rate notes, amounting to US dollars
500 million, by public offering. This abrupt halt was directly associated with the
launch of Stage II of EMU (from 1.1.1994 to 31.12.1998), which provided for a pro-
hibition of monetary financing. Thereafter, the Greek State had to directly tap the
capital markets (through the Greek Public Debt Management Agency since 1998)
in order to meet its borrowing requirements.

In the light of the above, the Bank of Greece had to resort to foreign borrow-
ing, in an effort to address a worsening balance of payments. The factors behind
this deterioration were the high borrowing requirement of the public sector55 and
the manner in which it was financed, which drove inflation up to double-digit
levels for 16 years in a row (1979-1994), which exceeded 20% in seven of those
years. In turn, double-digit inflation levels, compounded by the incomes policy
pursued from 1982 to early October 1985 (with the exception of 1983), led to a
sharp increase in production costs and a loss of competitiveness for the Greek
economy.56 This development brought about a decline in exports and a rise in im-
ports, although this rise was temporarily interrupted by the two devaluations of
the drachma (in January 1983 and in October 1985). However, from 1988 on-
wards, the ratio of exports of goods to imports of goods continuously deteriorated
(from 39.8% in the period 1975-1979 to 31.3% in the period 1990-1994, on aver-
age). Especially in 1981-1982, private capital inflows plummeted, mainly for
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political reasons (-17.9% in 1981 and -39.7% in 1982), thereby increasing the need
for foreign borrowing.57 In this context, the balance of payments was under
continuous and severe strain.

In conclusion, to offset negative developments in the balance of payments, the
Bank of Greece had to turn to foreign borrowing. Besides, it is no coincidence that
most of the abovementioned cases of foreign borrowing refer to the years 1982 and
1985, just a few months before the respective devaluations of the drachma. Finally,
the shift to Japan (for borrowing in yen) was explained by the particularly low
interest rates of the yen that prevailed at the time, as well as by Japanese banks’
ample liquidity.

In addition, it should be noted that over the same period domestic borrowing in-
creased as well. The result was a rapid accumulation of public debt, which conside-
rably limited the options of economic policy in the run-up to EMU.

6.6 The aftermath of the stabilisation programme and the path towards the Single
Market

The Annual Report for 1988 featured a new section entitled “The Single European
Market and the Greek economy”, indicating the Bank’s and the Greek government’s
attention to developments leading up to the completion of the Single Market in 1992.
The Report noted that the process of European economic unification had accelera-
ted and deepened, a development that would be to the benefit of consumers, but at
the same time entailed risks “for countries like Greece, which [were] experiencing
serious economic imbalances. […] Moreover, the establishment of a single Euro-
pean market by the end of 1992 represents a challenge for the less developed mem-
bers of the Community”, given that “all trade barriers set up to protect domestic
markets against foreign competition [would] have been abolished”.58 The Report
identified a need for closer cooperation and coordination of economic and mone-
tary policies among Member States, while special mention was made to the (De-
lors) Committee for the Study of Economic and Monetary Union. Its proposals
would “be discussed at the European Council’s meeting next June [...] however …
there are limited possibilities for conducting an independent monetary policy [espe-
cially as regards interest rates], even in countries like Greece which do not yet par-
ticipate in the exchange rate mechanism of the European Monetary System”.59

THE LONG ROAD TO STABILISATION AND EURO AREA ENTRY, 1984-2001 | 299

57 Annual Report for the year 1982.
58 Annual Report for the year 1988.
59 Ibid.



Further below, D. Chalikias referred to the North-South divide in Europe, the op-
portunities opened up by EMU participation, but also the risks entailed if the
country failed to seize these opportunities. As he pointed out, “it would be incorrect
to assume that potential risks [...] can be dealt with by the transfer of resources from
the richer to the less developed countries”, while “if Community resources were used
mainly to sustain a higher level of consumption [rather than to complement dome-
stic savings], the country would fail to reap the benefits from the integration of the
European market”.60 This far-sighted warning went rather unheeded by Greek
governments in the next decades.

In the meantime, the relatively successful implementation of the stabilisation
programme in 1985-1987 had started to bear fruit: GDP growth had been 3.5% in
1988, which “set a new record for the eighties, [while] as a proportion of GDP, the
current account deficit in 1988 fell to its lowest level in the last twenty-five years
and was financed by autonomous private capital flows”. Output grew by 6% in the
primary sector and by 5% in the secondary sector (manufacturing 5%, construc-
tion 7.3%), compared with a mere 2.1% in the tertiary sector. Moreover, private con-
sumption increased by 6.4% (as a result of a 4.4% increase in real wages, following
a cumulative contraction of 11.4% during the period 1986-1987) and private inve-
stment picked up by 10.5%, while private savings came to 12.8% of GDP (up from
11% year-on-year).61

The Governor concluded that “developments in production and investment are
generally satisfactory”, while “progress is being made towards the necessary struc-
tural adjustments, […] “though not at the pace needed if the country is to weather
the keener competition that is bound to develop as the Community advances to-
wards economic integration”. On the other hand, the faster increase in wages had
been pushing up production costs, leading to discouraging developments in infla-
tion, which decelerated at a much slower pace than the targets set. Another factor
that contributed to this development was low and stagnant productivity.

Moreover, after two years of contraction, the public sector borrowing require-
ment had shown an upward trend, standing “at a level which could prove to be a
source of economic instability”: following the replacement of C. Simitis by P. Rou-
meliotis, the stabilisation programme was seen as completed and economic policy
relaxed. The Report stressed that “if the economy was led into a new phase of in-
stability, it would run a serious risk of entering a prolonged period of stagflation [si-
milar to that experienced after the second oil crisis]; hence the imperative need for
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fiscal discipline and prudent monetary and incomes policies”. In other words, a re-
laxation of discipline would cancel the efforts and sacrifices made in 1986-1987, and
the economy would backtrack to the situation prevailing before the devaluations.

6.7 The collapse of the Bank of Crete

Meanwhile, the country had plunged into a deep political crisis due to the
Prime Minister’s illness and absence abroad. During this power vacuum, the Bank
of Crete collapsed: on 8.7.1988 the Governor of the Bank of Greece, D. Chalikias,
sent a letter to the Minister of National Economy, P. Roumeliotis, requesting the
lifting of banking secrecy on the accounts of the Bank of Crete. On 19.10.1988, by
Governor’s Act no. 1375, Spyros Papadatos, a senior Bank of Greece official, was
appointed Temporary Commissioner at the bank. After his sudden death on
23.12.1988, he was succeeded by another Bank of Greece official, Ioannis Kama-
ras, under Governor’s Act 1416/23.12.1988. The president of the Bank of Crete,
Georgios Koskotas, who had been indicted on 20.10.1988, fled abroad, was arrested
one month later in the Unites States and was extradited to Greece.

On that matter, D. Chalikias stated in his Report for 1988: “For being able to
effectively supervise the country’s banking system, the Bank of Greece must have
full freedom of action. Most importantly, it is necessary to lift the secrecy of de-
posits against the Bank of Greece and its inspectors [...]. This gap is being ad-
dressed by a recent62 draft amendment to legislation,63 to the effect that deposit
secrecy shall no longer apply to the Bank of Greece in the performance of its tasks”.
Next, defending the Bank against those who had accused it of inadequate bank-
ing supervision, particularly in the case of the Bank of Crete in the 1985-1988 pe-
riod, he pointed out that: “the regular inspections at the Bank of Crete in 1987
did not identify, and actually could not have identified, any embezzlement or other
unlawful acts, as our inspectors were not granted access to the personal bank
accounts in drachmas and in foreign currency of the then President of that credit
institution or to the sight accounts of the companies controlled by the Bank of
Crete and its President at the time. Similar insurmountable obstacles had been
encountered during the extraordinary on-site inspection at the Bank of Crete
carried out by our inspectors during the four months from 20.6.1988 to
19.10.1988, when a Temporary Commissioner was appointed. Once again, the
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embezzlements that had been committed were not identified, nor could have been
identified, due to deposit secrecy”. The Governor then set out the proposals of the
Bank of Greece for enhancing its supervisory tasks, in line with practices followed
by “countries with developed financial systems” and, putting the blame for the Bank
of Crete crisis on the government, added that: “The Bank of Greece had recom-
mended to the Government these legislative measures as early as in early 1988”.

While the Bank of Crete case continued to make the headlines, the Bank of
Greece, given its role as banking supervisor, was taking steps to ensure a smooth
winding-up process. At General Council meeting no. 11/89 of 28.6.1989, two deci-
sions were made. First, to provide credit of 25 billion drachmas to the Bank of Crete.
As stated in the decision,64 “Under Law 1858/1989 [...], Article 11(8), an amount of
25,000,000,000 drachmas out of the total credit granted by the Bank of Greece to the
Bank of Crete pursuant to earlier legislation (Article 39 of Law 1828/1989) shall be
converted into a loan with a maturity of 12 years at an interest rate of 5% per annum
and a 5-year grace period, during which no interest shall accrue. It should be noted
that the above financing to the Bank of Crete exceeds one-tenth of the paid-up cap-
ital of the Bank of Greece (Article 56 paragraph 10 of the Statute)”.

The second decision concerned the Bank of Crete’s request for a modification of an
earlier credit agreement. Specifically, as stated in the decision of the General Council,65

by “document no. 507/26.6.1989 of the Bank of Crete, [...] the bank in question, with
reference to the credit it had received from the Bank of Greece on 1.6.1989 under Law
1858/1989, for an amount of 25 billion [drachmas] at an interest rate of 5% per annum,
requested that the same rate (5%) be also applied to the period prior to the entry into
force of that credit agreement, i.e. until 31.5.1989. It should be noted that, for the
period between the appointment of a Temporary Commissioner at the Bank of Crete
on 19.10.1988 and the entry into force of Law 1858/1989, the debit balance of the Bank
of Crete’s current account with the Bank of Greece (part of which is being converted
into a loan) is not subject to the high interest rates applicable on current account debit
balances, but instead to an interest rate of 14.5% per annum as determined by the
Administration of the Bank of Greece, and that interest accrued in the period up
to 31.12.1988 has already been collected”.

The Bank of Crete case was closed six and a half years later (see Section 6.15 below).
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6.8 Political instability and economic uncertainty

The general election held on 18.6.1989, in a polarised political climate, removed
PASOK from power and led to a hung parliament. Previously, in anticipation of an
election as its four-year term was coming to a close, the government had relaxed
further its incomes policy and promised even more generous spending. At a pre-
election rally at Peristeri, Attica, Prime Minister Andreas Papandreou came up with
a phrase that caught up as a slogan, urging his Finance Minister Dimitris Tsovolas
to dole everything out.

With the formation of a government still pending, at the crucial EEC Summit
in Madrid in June 1989 Greece was represented by the President of the Repub-
lic, Christos Sartzetakis. The Madrid Summit, “accepting the ‘Delors Report’ as
a useful basis for further work on EMU, decided in June 1989 to begin the process
of creating a single currency with the first stage starting on 1 July 1990”.66 While
in Eastern Europe the communist regimes were collapsing one after another,67 a
coalition government under Tzannis Tzannetakis was formed in Greece on
2.7.1989, by New Democracy and the Coalition of the Left and Progress
(Synaspismos, comprising the Communist Party of Greece (ΚΚΕ), and the Greek
Left (EAR), and pledged a purge against corruption. A new election was held on
5.11.1989, again resulting in a hung parliament. Eighteen days after the election,
the three largest parties formed an all-party government under the premiership
of Xenophon Zolotas, former Governor of the Bank of Greece. The Zolotas gov-
ernment, after a radical cabinet reshuffle on 13.2.1990 (turning it into a care-
taker government), held a third election on 8.4.1990, which brought New
Democracy to power.

At the Annual Meeting of Shareholders on 30.4.1990, D. Chalikias presented his
Report for the year 1989, starting with a harsh, aphoristic assessment: “The main
feature of economic developments in 1989 was a reversal of the improvement in
economic fundamentals which followed the 1986-1987 stabilisation programme,
while  economic imbalances worsened sharply. A particularly unfavourable develop-
ment was the further increase in the public sector deficit and the public debt. At the
same time, the balance of payments deteriorated”.
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Regarding the factors behind these developments, the Governor noted: “To a
significant extent, the worsening of economic imbalances was due to the expansion-
ary fiscal and incomes policies pursued since the beginning of 1988. In particular,
increasing public expenditure and tax evasion, tax reliefs and rapidly rising real
incomes led to an overheated economy and, through it, to an increase in inflationary
pressures as well as a widening of the current account deficit”.68

According to the Governor, the outlook was gloomy: “The economy is again en-
tering a phase of stagflation. This time, however, the public sector deficit is larger.
The public debt —both domestic and foreign— is also greater, and obligations for
servicing it will be heavier. [...] Fiscal policy contributed to a sharp increase in the
public sector deficit as a proportion of GDP in 1988-1989, while in the previous two
years it had helped reduce it”. Specifically, the net PSBR, on a cash basis, after decli-
ning from 18% of GDP to 13.5% of GDP between 1985 and 1987, had risen again
to 16% of GDP in 1988 and to 18.1% of GDP in 1989 – and could actually have been
one percentage point higher than that, taking into account that sizeable budget out-
lays were deferred to 1990 and Community fund transfers for 1989 were disbursed
in 1990.69 Moreover, in 1988 and 1989, real wages rose by 6.4% and 5.3%, while la-
bour productivity increased by only 3% and 2%, respectively. In the same two years,
aggregate consumer spending grew by 4.6% and 5.1%, leading to an increase in the
current account deficit, i.e. a rise in imports rather than in domestic output. Obvi-
ously, the stabilisation gains had been wiped out, and the economy was back to the
state it was five years earlier.

Moreover, inflation, which had started to pick up since mid-1988, increased
further, with the consumer price index (CPI) rising by 14% and 14.5% in 1988 and
1989, respectively. As mentioned in the Report: “The government that took office
after last November’s elections [i.e. the Zolotas government] raised the prices of
certain goods and services supplied by public enterprises, abolished some state
subsidies, and increased a number of indirect taxes. Inevitably, the consumer price
index rose faster”. Yet, the Governor added that those decisions “have positive
effects to the extent that they help contain inflationary pressures by reducing the
public sector deficit”.70

304 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

68 Annual Report for the year 1989.
69 Ibid.
70 Ibid.



6.9 Trading with Eastern Europe

The Bank of Greece had long supported Greek exports to the USSR and other
Eastern Bloc countries that were under communist rule until 1989. The minutes of
the General Council of the Bank of Greece include many decisions related to the
extension of credit for trade with those countries. Two examples, although not very
typical, are the following.

The first decision, referred to in the agenda of the General Council meeting
no. 15/91 of 29.8.1991 (paragraph 4), concerns a deposit of US dollars 100 million
by the Bank of Greece with the National Bank of Greece for the extension of trade
credit in foreign currency to the Soviet Union. Such credit would have a maturity of
six months, renewable for up to three years, and would be LIBOR-based and
disbursable as a lump sum or in tranches within the six-month period. The decision
was taken one week after the failed Soviet coup of 19-21.8.1991 that led to the
dissolution of the Soviet Union just four months later, on 25.12.1991.

Under the second decision, referred to in the agenda of General Council meet-
ing no. 8/93 of 18.5.1993 (paragraphs 5-6), US.dollars 40 million would be deposited
by the Bank of Greece with the National Bank of Greece to finance a credit facility
to the Bank of Foreign Economic Affairs of the USSR, Moscow (Vneshekonombank
or VEB). This decision, which was amended two months later71 reducing the amount
to US dollars 37,404,237.43, confirmed that, after the dismantling of the USSR,
Greece’s trade relations with the successor states were not discontinued, as well as
that trade relations remained under the management of traditional Soviet-era
institutions such as the VEB, which later evolved into a Russian government-owned
bank. These decisions of the General Council were made in the wake of the disso-
lution of the USSR. As part of the Bank’s effort to mitigate its negative consequences,
the General Council adopted decision no. 24/93 of 28.12.1993 (paragraph 37)
regarding the provision of “financial support to ethnic Greeks repatriated from the
former Soviet Union”.

6.10 Adverse trends and deterioration

The economic situation was getting worse and worse: in the Annual Report for
1990, D. Chalikias noted that “the unfavourable trends [...] continued into 1990,
causing a further deterioration of macroeconomic imbalances. The dominant fea-
tures of economic developments were a high public deficit combined with an upsurge
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of inflation, a further widening of the current account deficit and a decline in GDP”.
The Governor considered that exogenous factors were “only partly” responsible for
these adverse developments, which he clearly ascribed to endogenous factors: “The
unfavourable economic developments were mainly due to serious structural weak-
nesses, inflationary pressures built up over a number of years as a result of the large
public deficits and the increase in liquidity and nominal income, as well as the sub-
stantial deterioration of competitiveness”.72

D. Chalikias gave credit to the New Democracy government (“in April 1990,
economic policy started becoming progressively tighter”), but thought that this
tightening had not been bold enough (“adjustments were insufficient to reverse the
deterioration”).73 He was more specific: the net PSBR on a cash basis rose from 18.3%
to 19% of GDP, inflation rose sharply from 14.8% to 17.9% (which was partly at-
tributable to higher taxes and public utility rates), while unit labour costs in manu-
facturing increased by about 21% (i.e. same as in 1988 and 1989). The current
account deficit widened considerably, from US dollars 2.57 billion in 1989 to US
dollars 3.56 billion in 1990. Against this background, the Greek economy entered a
phase of economic downturn: “The rate of economic growth began to decelerate in
the first half of 1989 and became negative in the course of 1990. GDP at constant
prices declined by 0.4 per cent in 1990”.74 Consumption growth slowed: from 3.6%
to 2% for the private sector and from 4.3% to 0.4% for the public sector. By contrast,
the growth of private investment, including residential investment, remained strong
and broadly unchanged from the past two years, mainly on account of inflationary
expectations and households’ efforts to hedge against inflation. It should be noted
that the previous twelve months had seen mounting expectations of a currency
devaluation: “There are signs that, since the second half of 1990, a number of firms
have been trying to get rid of the large stocks of goods accumulated in 1989 and early
1990, when speculation about a drachma devaluation was widespread”.75

Furthermore, “the deterioration of the balance of payments, which had started
in the spring of 1989, continued at a faster pace […]. The current account deficit had
already reached US dollars 2,502 million in the first four months of 1990, compared
with US dollars 884 million in the corresponding period of 1989”, while for the year
as a whole it was 38% higher than in 1989.76
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While the services sector continued to expand, the output of goods fell consider-
ably behind, accompanied by declines in the output of the primary sector and of
manufacturing. These developments were a cause of concern for the Bank of Greece,
which pointed out that “for the most part, it reflects the growing difficulties faced by
the manufacturing sector in coping [with foreign competition and import penetra-
tion]” and that “the substantial improvement in agricultural income in the last ten
years has been largely due to subsidies”.77

The Governor sounded the alarm with regard to the stabilisation programme
announced by the New Democracy government in April 1990, noting that “the
public deficit remains at a level without precedent in peacetime”, and reminded that
“the state budget includes additional revenue of 300 billion drachmas from the sale
of ailing firms, mortgage bonds and public utility shares”, while “the budget provi-
des for a reduction in the deficits of public enterprises and organisations”. According
to budget forecasts, if all measures were fully implemented, the net PSBR would fall
from 19% of GDP in 1990 to 13% of GDP in 1991.78

D. Chalikias concluded that “the implementation of the economic stabilisation
programme and the unfavourable international economic environment are expected
to have a strong impact on economic activity [in 1991 as well]”. This would be the
last Annual Report submitted by D. Chalikias, before he was succeeded by Efthymios
Christodoulou on 20.2.1992.

6.11 New tasks, organisational structure and adjustment to European standards:
General Council decisions in 1982-1995

The Bank of Greece has repeatedly revised its internal structure and reallocated
or expanded the tasks of its units, often renaming them accordingly. The changes are
far too many to list in an exhaustive manner, but we could selectively mention some
General Council decisions.

Decision no. 13/82 of 20.5.1982: abolition of the Administration Offices Depart-
ment and transfer of its responsibilities to the Administration Department;

Decision no. 7/88 of 9.6.1988: establishment of an Art Conservation and Greek
Numismatic Collection Service;

Decision no. 17/92 of 16.9.1992: abolition of the Credit Department and esta-
blishment of a Studies Office within the Government Financial Operations and
Accounts Department;

THE LONG ROAD TO STABILISATION AND EURO AREA ENTRY, 1984-2001 | 307

77 Ibid.
78 Ibid.



Decision no. 4/94 of 16.3.1994: restructuring of the Economic Research De-
partment, establishment of a Balance of Payments Statistics Division, establishment
of a new Book-Entry Securities Management Section within the Public Sector Ac-
counts Department, and restructuring of the Banking Supervision Department;

Decision no. 13/94 of 2.12.1994: installation of an IT interconnection at the
Banking Supervision Department and linking of the Legal Department with the
NOMOS Database;

Decision no. 8/95 of 24.5.1995: execution by the Bank of Greece of operations
under Law 2198/1994 on book-entry securities;

Decision no. 9/95 of 27.6.1995: participation of the Bank of Greece in the inter-
bank payment system DIAS S.A.

Moreover, the accession of Greece to the European Communities, the transfor-
mation of these Communities into the European Union, the deepening of the Union,
and the process for the establishment of the euro area are key developments which
are reflected in the General Council meeting agendas.79

On 24.1.1986 the General Council decided to open accounts in Spanish pesetas
and Portuguese escudos, following the accession of the two Iberian countries to the
EC, while on 7.10.1988 it approved the costs for a meeting entitled ‘Coordination of
economic policies and the prospects of the European Monetary Union’, to be held
in Athens in the context of the Greek Presidency of the EEC”.80

6.12 The long road to Economic and Monetary Union

In his first Report, Governor Εfthymios Christodoulou criticised in strong terms
PASOK’s economic governance: “The 1980s were characterised by high inflation,
which averaged 19.4 per cent, and a low average [GDP] growth rate of 1.7 per cent.
During the same period, the country faced serious balance of payments problems
that brought it to the brink of a foreign exchange crisis in 1985, and again at the end
of 1989 and the beginning of 1990. The economy’s performance was largely due to
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the economic policies pursued over most of the period. The efforts made from time
to time, and especially during the 1986-1987 economic stabilisation programme,
were short-lived and inadequate [...]. As a result of the economic policies pursued,
the economy’s performance diverged instead of converging towards that of our EC
partners”.81 Furthermore, Ε. Christodoulou pointed out the sharp rise in public debt
from 32.8% of GDP in 1981 to 98.3% in 1991.

The Report extensively discussed the stages of Economic and Monetary Union
and the steps that Greece was required to take in order to participate in EMU, de-
tailing the so-called Maastricht criteria. On the one hand, Governor Christodoulou
concluded that “the extent of the fiscal adjustment needed in our country is still
considerable and time is running out”. On the other hand, he warned that “in an
economy like Greece the process of reversing trends and establishing the precondi-
tions for a move in the desired direction is initially slow, but accelerates when the
structural adjustment measures already taken, such as those designed to improve the
tax system and promote privatisation, begin to yield results”.82

One year later, in the Annual Report for 1992, the Governor’s assessment was
that “three years of concerted efforts to stabilise the economy have resulted in en-
couraging signs of recovery and have opened up positive prospects […], despite ad-
verse conditions in the world economy. [...] The deregulation of the banking system
[…] and the liberalisation of capital movements are gaining momentum. Major in-
frastructure projects are under way, partly with the help of financial resources sup-
plied by the European Community, which are expected to increase substantially
over the coming years. [...] Nevertheless, the central goals of economic policy —a
drastic reduction in inflation and a satisfactory and sustainable rate of economic
growth— are still out of reach. Serious problems associated with the structure of
production, the lack of modern infrastructure, the educational system, the social
security system, the labour market and the inefficiencies of public administration re-
main unresolved”.83

Furthermore, the Governor referred to the EMS crisis in 1992, “the worst in the
system’s history, with the withdrawal of two national currencies from the exchange
rate mechanism (ERM) in September 1992 and with four central rate realignments
over a period of five months. Uncertainty regarding progress towards EMU [...]
released underlying pressures in the markets which, as a result of favourable
expectations […], had been contained earlier”. The crisis affected Greece as well:
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“It has had a direct and strong impact on the balance of payments, particularly
on capital movements, and it has also had indirect consequences due to the need
to adjust monetary policy so that it can cope with pressures in the foreign ex-
change market”.84 The attacks against the drachma, similar to those that would
follow in May 1994, were decisively addressed by the Bank of Greece under
Christodoulou’s governorship.

As far as Greece was concerned, the Report admitted that the targets had been
missed: “The mitigation of the economic imbalances […] was not consistent with
initial forecasts”, while “the curtailment of fiscal deficits was only partly the out-
come of measures to consolidate the public sector” and had largely been achie-
ved “by means of additional taxes and higher contributions to social insurance
funds. This, however, caused an acceleration of the rise in the consumer price
index, [...] with the result that inflation was eventually not reduced to the ini-
tially forecast level”.85

According to data provided further below in the Report, the consumer price in-
dex declined from 22.9% in 1990 and 18% in 1991 to 14.4% in 1992, while the rate
of increase in unit labour costs in the non-agricultural sector moderated, respecti-
vely, from 19.2% and 13.6% to 11.9%. Still, annual consumer price inflation remai-
ned almost four times the Community average (15.8% compared with 4.3%). The
Report underlined that “if Greece is to participate in EMU, however, domestic in-
flation must not exceed by more than 1.5 percentage points the average rate in the
three EC countries with the lowest inflation, which was 2.4 per cent in 1992”, adding
the assessment and warning that “prospects are favourable, provided that the eco-
nomic policy announced by the government is implemented”.86

The Governor discussed developments in the current account deficit, which
“widened significantly and reached US dollars 2,081 million from US dollars 1,520
million in 1991. Half of this increase (US dollars 234 million), however, concerned
arrears of interest on Ministry of National Defence loans [...]. If these interest pay-
ments are spread over the years in which they should have been made, the current
account deficit falls to US dollars 1,847 million in 1992 and rises to US dollars 1,622
million in 1991”.87 Further below, the Report stated that “the Bank of Greece has
started the restructuring of the balance of payments collection system, in order to
improve both the coverage and reliability of statistical information in this field,
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which has been adversely affected by the completion of the single market and the
liberalisation of capital movements”.88

Regarding Greece’s transition to Stage III of EMU, the Bank of Greece noted: “A
major question concerning the balance of payments is whether the current account
deficit is likely to be restrained in the medium and long run at roughly 2 per cent of
GDP and be financed by inflows of non-debt-creating private capital, in order to
prevent a further rise in the country’s foreign debt. Experience gained during the last
two and earlier years has shown that, under normal circumstances, the financing of
a deficit of this size is feasible. Doubts arise, however, as to whether it is possible in
the medium and long run to contain the current account deficit at this level, given
that the growth of the Greek economy must be both faster than at present as well as
relative to the other EC economies, if the required convergence of living standards
is to be achieved”.89 The appropriate policy would be to raise investment in infra-
structure, although the trade deficit would increase during the period of adjustment
of the economy’s production base, as capital goods would be predominantly im-
ported and export performance was not expected to improve soon. The solution
seen by the Administration of the Bank of Greece lay in the absorption of transfers
from the European Community over the next five years, when “the contribution of
the EC structural funds in the context of the second Delors package is expected to
be particularly large”.90

On a positive note, “the government budget for 1992 left a primary surplus of 253
billion drachmas”, mainly as a result of the containment of primary expenditure un-
der the ordinary budget and a fast increase in revenue (which, despite the positive
effect of proceeds from the sale of the Heracles Cement Company and the mobile
telephone concession, still fell 130 billion drachmas short of the budgeted amount).91

Six months later, the Mitsotakis government resigned, having lost its parlia-
mentary majority. The election that followed on 10.10.1993 was won by PASOK,
which again formed a government under Andreas Papandreou. On 1.12.1993, the
new government appointed Ioannis Boutos as Governor of the Bank of Greece and
Lucas Papademos and Evangelos Kourakos as Deputy Governors (the latter was
reinstated as Deputy Governor after approximately eight years).
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6.13 Strengthening the balance sheet of the Bank of Greece and safeguarding its 
financial independence

The last meeting of the General Council for 1993, held on 28 December, was of
particular importance. The main agenda item was the “Settlement of claims by the
Bank of Greece on the Greek State ahead of the start of Stage II of EMU”. As evi-
denced by the relevant decision of General Council meeting no. 24/93: “In view of
the start of Stage II of EMU on 1.1.1994, certain claims of the Bank of Greece on the
Greek State must be settled, such as those arising from the current accounts of the
Greek State with the Bank of Greece. Such claims must be converted into long-term
loans or bonds, subject to specific terms as to the applicable interest rate and
repayment schedule”. As clarified, “the settlement must be carried out in accordance
with Articles 104 and 109e of the Treaty on European Union and the Council Re-
gulation specifying definitions for the application of the prohibitions referred to in
Articles 104 and 104b(1) of the Treaty establishing the European Community”.92

This settlement referred to the balances of three accounts held by the Greek
State with the Bank of Greece (the oil products account, the foreign exchange
valuation differences account and the centralised receipts and payments account),
totalling 3.1 trillion drachmas. As a result of this settlement, public debt rose from
87.8% of GDP at the end of 1992 to 110.1% of GDP on 31.12.1993, or from 93.3%
to 119.6% according to data available at the time (see Table 1.3 in Annex 1, as well
as Section 6.14 below). The importance of the settlement lay in the fact that it
increased transparency about the level of public debt, while at the same time
it helped to strengthen the Bank’s balance sheet and safeguard its financial inde-
pendence, as required for the country’s path towards EMU. For the Bank of Greece
in particular, the settlement was necessary to ensure compliance with the prohi-
bition of any measure establishing privileged access by the Greek State to finan-
cial institutions from 1.1.1994, as required by Article 104a of the Maastricht Treaty
for all EU Member States.

This General Council decision was made after about one-year-long negotiations
with the Ministry of Finance.

6.14 Gradual recovery of lost ground, and the attack against the drachma

On 27.4.1994, the new Governor, Ioannis Boutos, presented his first Annual
Report for the year 1993 (which would be also his last Annual Report), in which he
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expressed strong criticism in all directions: “In 1993, […] some basic economic ag-
gregates deviated from the targets set at the beginning of the year. Deviations from
targets occurred in public sector deficits and the public debt, the deceleration of in-
flation and the rate of economic growth, resulting in a worsening of the overall eco-
nomic situation”. Elaborating on this, the Governor noted that “the substantial
widening of the PSBR is mainly due to the shortfall in tax revenue”, which “for 1993
is estimated at 980 billion drachmas. [...] These deviations are partly due to the ge-
neral elections, which had an unfavourable effect on public revenue and contribu-
ted to the increase in outlays [which overshot forecasts by 325 billion drachmas],
owing to the rise in pre-election grants”.93

The most dramatic developments referred to public debt: “The public debt rose
to 119.6 per cent of GDP at the end of 1993 (from 93.3 per cent in 1992), also be-
cause the following extra items are included in its definition: (a) Claims of the Bank
of Greece on the government, regarding the total balance of the three government
accounts with the bank: i) the current receipts and payments account, ii) the oil pro-
ducts account, and iii) foreign exchange valuation differences, which were conver-
ted on 31st December 1993 into 30-year loans to the government; (b) Bond issues
through which the government rescheduled the accumulated debts of the Agricul-
tural Bank and the National Mortgage Bank and increased the capital of the Helle-
nic Industrial Development Bank (ΕΤΒΑ). Under the prevailing economic
conditions of high real interest rates and slow rate of growth, the worsening of fiscal
deficits and the increase in public debt in 1993 make particularly difficult the stabi-
lisation of the public debt as a percentage of GDP and disrupt the implementation
of the convergence programme of the Greek economy towards the economies of the
EU member states”.94

As a result of these developments, total credit expansion had accelerated, reach-
ing 13.2% in 1993, compared with a targeted 6%-8% (and an outcome of 11.6%
in 1992). Broad money (Μ3) grew by 15.2% in 1993, compared with a targeted
rate of 9%-12% (and an outcome of 14.4% in 1992). GDP at constant prices
declined by 1.6% in 1993, against a targeted increase of 2% (and a small increase
of 0.9% in 1992).

The Governor’s assessment was that “the efforts made to stabilise and adjust the
Greek economy in recent years had limited and —as regards certain aggregates—
only temporary results. The progress made [...] not only proved inadequate [...], but
was also reversed in the crucial field of fiscal adjustment, which was the central goal
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of the 1990-1993 economic stabilisation programme. As a result, Greece’s partici-
pation in the process of European economic and monetary unification is becoming
increasingly difficult”. Noting that all those factors fed each other into a vicious cir-
cle, which could only be broken by drastically reducing public deficits, the Gover-
nor warned that “without such a drastic reduction, economic stabilisation, which is
a prerequisite for the country to get out of the economic crisis, is impossible”.

Turning to the goals of the new PASOK government, as reflected in its budget for
1994, namely disinflation and deficit-to-GDP ratio reduction, I. Boutos noted that
a stabilisation of the deficit ratio would require large primary surpluses, which in
turn necessitated a long-term policy effort. In view of the severity of accumulated
structural problems, only a new and credible medium-term fiscal consolidation pro-
gramme would serve the purpose. The measures taken by the new government were
“merely a first step”, according to Governor Boutos.95

Six months later, on 26.10.1994, Lucas Papademos was appointed Governor. In
his first Annual Report, in April 1995, he noted the progress that had been achieved
towards stabilisation, while stressing the need to effectively tackle a number of long-
standing structural weaknesses in order to meet the main targets of economic
policy: “The year 1994 was marked by notable progress towards the stabilisation of
the Greek economy. The annual rate of inflation fell to 10.9 per cent from 14.4 per
cent in 1993. The public deficit, on a cash basis, was reduced to 11.7 per cent of GDP
from 13.4 per cent in 1993. The balance on current account improved significantly,
with the deficit falling to the historically low level of US dollars 127 million, while
foreign exchange reserves, including gold, rose to US dollars 15.4 billion at the end
of 1994, compared with US dollars 8.7 billion at the end of 1993. The intermediate
monetary policy targets were attained: monetary expansion fell to 8.3 per cent in
1994 from 15 per cent in 1993, […] while the rate of depreciation of the drachma
against the ECU was contained to 5.6 per cent during the year, despite the monetary
turmoil in May 1994. Finally, economic activity showed a limited recovery, notwith-
standing the anti-inflationary policy stance. These positive results have contributed
to boosting confidence and increasing the credibility of economic and monetary
policies”.96 Further below, Lucas Papademos stressed that “favourable economic
developments in 1994 […] should lead neither to complacency nor to the conclu-
sion that sustainable stabilisation trends and the prerequisites for steady economic
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growth have already been established. […] In spite of the progress that has been
made, the structural problems of the Greek economy —fiscal imbalances and low
productivity— have not yet been resolved and are not going to be tackled effectively
unless radical reforms are introduced that will affect the size and functioning of the
public sector, as well as the organisation of markets and production. The gap
between the present state of the economy and the main economic policy objectives,
namely fast growth and monetary stability, is still wide”.97

In addition, he mentioned that “despite the significant fiscal adjustment of cen-
tral government, the deficits of many public entities and enterprises widened
appreciably” and that “investment activity […] fell short of the growth rate required
for a substantial broadening of the production base, while unemployment, parti-
cularly among the young, remained at a high level, threatening to become a serious
economic and social problem”, and added that “these observations do not call into
question the notable progress made. They underscore, however, the imperative need
to keep up, persistently and systematically, the effort leading to the stabilisation and
recovery of the economy. Furthermore, they imply that, for this effort to succeed, it
is important to take structural measures aimed at fiscal consolidation, enhancing
productivity and combating unemployment”.98

The Governor pointed out that “in Greece, as in the other countries of the Eu-
ropean Union, the main objectives of economic policy have to be achieved in the
context of the process leading towards European economic and monetary integra-
tion”. He referred to the goals, criteria and timetable set out in the Treaty on Euro-
pean Union, adding the caveat that economic developments and prospects in Greece
inevitably hinged upon the international economic environment. Lucas Papademos
highlighted the importance of real convergence: “Along with the establishment of
stability, however, it is essential to promote, over the coming years, the real conver-
gence of the Greek economy towards the economies of the other EU Member Sta-
tes. The attainment of real as well as nominal convergence constitutes a challenge for
economic policy. It is, however, essential, not only because a rise in living standards
is important to the welfare of the nation, but also because sustainable economic
growth will contribute towards resolving the problems of public deficits and unem-
ployment more effectively as well as towards reducing inflationary pressures”.99

A very important document, endorsed by the ECOFIN in September 1994, was
the revised Economic Convergence Programme 1994-1999, prepared by the Mini-
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stry of National Economy in summer 1994 (when Y. Stournaras was head of its
Council of Economic Advisers). The revised programme set out the economic po-
licy objectives and framework for achieving the convergence criteria laid down in
the Maastricht Treaty. As noted in a separate section of the Governor’s Annual
Report, entitled “Convergence of the Greek economy”, the Convergence Programme
aimed at “reducing the general government deficit from 13.2 per cent of GDP in
1994 [...] to about 1 per cent in 1999” and provided for the “stabilisation of public
debt as a percentage of GDP in 1996 and its gradual reduction to 103 per cent of
GDP by 1999. […] To attain these fiscal targets, it will be necessary to achieve sub-
stantial primary surpluses in the government budget during the implementation of
the Programme. Specifically, the primary surplus of the government budget is
expected to rise gradually from 2 per cent of GDP in 1994 to about 6 per cent in
1999. This will require continuous efforts to increase revenue, chiefly by expanding
the tax base and curbing tax evasion, and to stabilise primary expenditure as a per-
centage of GDP”. And the Report concluded that: “Unless tax evasion is curbed, it
will be difficult to achieve a sustainable improvement in fiscal aggregates and a more
equitable distribution of the tax burden. Along with the efforts on the tax revenue
front, it is also necessary to continue the process of rationalising public expenditure
and improving the efficiency and quality of public administration”.100

Regarding the role of the Bank of Greece in the effort to stabilise the Greek eco-
nomy, Lucas Papademos stressed: “A significant part of the burden of attaining the in-
flation targets, particularly in the years immediately after the implementation of the
programme, will be borne by monetary policy. A tight monetary policy is necessary
in order to support a slow depreciation of the drachma, at rates not fully accommo-
dating inflation differentials between Greece and its trading partners, which is an es-
sential element of the convergence strategy. As in recent years, non-accommodating
exchange rate policy is aimed at mitigating inflationary pressures and expectations
and, more generally, at fostering economic discipline, with a favourable impact on the
behaviour of market participants and, consequently, on production cost and prices”.101

The Report discussed in detail the speculative attack on the drachma in May 1994
and its successful handling by the Bank of Greece: “After May 10 […] strong pressu-
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res began to build up on the foreign exchange market […], leading to the loss of a sub-
stantial amount of foreign exchange reserves. The principal cause [...] were expecta-
tions that the lifting of the remaining restrictions on short-term capital movements
[in the EU countries], planned for July 1, 1994 would be accompanied by a change
in the exchange rate policy and a sharp depreciation of the drachma. [...] To dampen
expectations of a devaluation [...], the government and the Bank of Greece advanced
the lifting of exchange controls on short-term capital movements to May 16, 1994.
With the removal of these restrictions, the liberalisation of capital movements, which
had started in 1993, was effectively completed. [...] The Bank of Greece intervened
decisively, by means of substantial sales of foreign exchange, to weaken pressures in
the foreign exchange market and support the drachma. It also intervened in the
domestic money market in order to control the increased demand for drachmas by
raising the cost of funds for those taking speculative positions. The Bank of Greece
increased its basic rates on lending to the commercial banks. [...] Pressures [...] eased
substantially by mid-June, and the Bank of Greece ceased to intervene with sales in
the foreign exchange market. [...] At the same time, [...] market confidence in the
Greek government’s commitment to an open market policy was enhanced. As a
result [...], capital repatriation started during the summer months. [...] In fact,
December-on-December, the effective depreciation of the drachma in 1994 was con-
tained to 5.3 per cent (1993: 7.8 per cent), while the rate of gradual depreciation
against the ECU was 5.6 per cent, compared with 6.6 per cent in 1993”.102

Summing up his assessment of economic developments and prospects, the Go-
vernor noted, among other things, the progress achieved, as well as the drag from
past economic policy failures: “Despite the efforts made over the last ten years, the
necessary conditions for fast growth combined with stability have not yet been esta-
blished. The high public debt relative to gross domestic product reflects failures of
economic policy in the past and, at the same time, it imposes strong constraints on
the conduct of economic policy in the future. […] The recent progress and the fa-
vourable short-term prospects are partly the result of the policy pursued, which,
however, […] reflect[s] […] market expectations that fiscal consolidation and eco-
nomic restructuring will continue and will be accelerated in the years ahead.
Should this expectation not be realised, the progress made will prove reversible and,
in particular, the external balance fragile”.103

Last but not least, particular emphasis was placed on the significance of fiscal ad-
justment for economic growth and on the need to complete fiscal consolidation. “The
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size of the public debt and high interest rates entail large debt servicing costs which,
if not offset by substantial primary state budget surpluses over the next few years, will
lead to a vicious circle of high interest rates, high public deficits and growing debt,
making it impossible to restore stable conditions and achieve steady growth. There is
therefore no room for relaxing fiscal discipline without painful consequences for the
economy. It must be realised that, given the extent of the fiscal imbalances, meeting de-
mands for benefits that are incompatible with budget constraints may temporarily al-
leviate some social pressure, but shifts the relevant cost to the not-so-distant future”.104

It should be noted that on 29.12.1994, Law 2275/1994 (Article 1) ratified the loan
agreements signed on 31.12.1993 and on 6.7.1994 between the Greek State and the
Bank of Greece, regarding (a) the conversion of claims of the Bank of Greece on the
Greek State; and (b) the conversion of the balance of the foreign exchange valuation
differences account under Law 1083/1980 into long-term interest-bearing loans to
the Greek State.105 The conversion of claims in case (a), which, as mentioned in
Sections 6.13-6.14 above, brought about a sharp rise of 22-26 percentage points
in public debt, was a prerequisite for the subsequent participation of the Bank of
Greece in the Eurosystem.

In early 1995, the General Council approved the “Participation of the Bank
of Greece in the capital of the European Monetary Institute” (the forerunner of
the European Central Bank, which operated from 1.1.1994 until 1.6.1998, when the
ECB was established).

6.15 The liquidation and resolution of the Bank of Crete

The Bank of Crete continued to be managed by a Bank of Greece commissioner
since 1988 (see Section 6.7 above). The initially appointed commissioner, Ιoannis
Kamaras, was replaced by Κ. Kalyvianakis (Bank of Greece Governor’s Act
2279/28.12.1993 issued by Governor I. Boutos), in turn succeeded by Κ. Georga-
kopoulos (Governor’s Act 44/24.2.1995 issued by Governor L. Papademos).

Following the enactment of Law 2330 (“Provisions on the resolution of Bank of
Crete S.A.”) in August 1995, and in accordance with Article 6(1) of that law, the
General Council approved on 29.12.1995 a loan from the Bank of Greece to the
Bank of Crete,106 along with a press release to be issued on 2.1.1996, which, among
other things, stated the following:
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“On 1.1.1996 a new banking société anonyme by the name ‘Bank of Crete S.A.’
and with a share capital of 38.1 billion drachmas was established and authorised by
the Bank of Greece. [...] The new bank was established in accordance with the pro-
visions of Law 2330/1995 [...] by directly applicable decisions of the Bank of Greece
(Governor’s Acts 2377, 2378 and 2379/1.1.1996), a relevant decision by the Minister
of Trade and two joint decisions issued by the Minister of National Economy, the Mi-
nister of Finance and the Governor of the Bank of Greece [...]. The Greek State par-
ticipates in the share capital of the new bank with non-voting preference shares of
a nominal value of 38 billion drachmas, while the participation of the ‘former Bank
of Crete under liquidation (Law 2330/1995)’ consisted in common shares of a no-
minal value of 100 million drachmas. The establishment of the new bank marked the
end of a long period of management by a commissioner”. The same was reiterated
by L. Papademos in his Annual Report to the General Meeting of Shareholders in
April 1996, who added that “the capital restructuring of the former Bank of Crete
was also completed” and that the decision to place the former Bank of Crete under
liquidation and to set up a new banking société anonyme “has greatly enhanced the
credibility of the banking system”.107 More specifically, Governor’s Act 2377/1.1.1996
withdrew the authorisation of the “former” Bank of Crete S.A., placed it under li-
quidation and appointed Κ.G. Tsaltas as its liquidator, while Governor’s Act
2378/1.1.1996 authorised the “new” Bank of Crete S.A.

The Bank of Crete crisis put the Bank of Greece to a test: the latter had to deal
with a bank that had abused the freedoms available in the context of the new post-
1987 deregulated banking landscape, thereby exposing the entire Greek banking
sector to systemic risk. The Bank of Greece liquidity-providing intervention pre-
vented a contagion of risks, while the split into a “good” and a “bad” bank, a com-
mon practice internationally implemented for the first time in Greece, and the
subsequent privatisation of the “good” bank averted the worst and confirmed the
Bank’s role as lender of last resort in Greece.

6.16 The path towards nominal convergence

January 1996 was heavy in political developments, as Prime Minister Α. Papan-
dreou resigned due to health problems and was succeeded by Costas Simitis on
18.1.1996. Also, the Imia crisis between Greece and Turkey, which was triggered
on 26.12.1995 when a Turkish ship ran aground on the uninhabited islet, peaked in
late January.
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At the General Meeting of Shareholders of the Bank of Greece in April 1996, the
Governor stated: “The key features of the Greek economy in 1995 were substantial
progress towards stabilisation combined with faster economic growth, but also li-
mited structural adjustment which did not allow dealing effectively with the deeper
weaknesses of the economy”.

While noting on the one hand that “the further deceleration of inflation by about
three percentage points, [...] the reduction in the general government deficit, on a
national accounts basis, by about three percentage points of gross domestic product”,
coupled with “limiting the rate of gradual depreciation of the drachma against the
ECU to 3 per cent”, had contributed “to the inflow of private business capital from
abroad, leading to a further reduction in average financing costs and to downward
pressure on drachma interest rates”,108 on the other hand the Governor pointed out
that “neither unemployment nor the balance of payments evolved satisfactorily”.
More specifically, “the relatively limited expansion of employment, along with
greater labour supply (caused by increases in the active population, immigration
and the female labour force participation rate), led to a rise in the unemployment
rate to 10 per cent from 9.6 per cent in 1994” and “increased domestic demand was
met to a significant extent by imports, resulting in a wider trade deficit, […] whereas
the invisible trade surplus did not record a similar increase”109 and, as a result, the
current account deficit widened to 2.5% of GDP.

Once again, the Governor referred to structural factors: “Macroeconomic deve-
lopments in the labour market and in external transactions reflect mainly the impact
of structural factors which, at the microeconomic level, act as constraints on the
growth of domestic production. These constraints become especially noticeable
when aggregate demand rises at a fast pace. This phenomenon is to a large extent ex-
plained by low productivity, the inadequate quality of various domestically produ-
ced goods and services, as well as administrative structures and organisational
structures that hamper the flexible adjustment of markets and productive potential
to changing economic conditions”.110 The analysis led to policy recommendations:
“The above facts confirm the need for immediate adoption of measures that will
enhance the productivity and competitiveness of the economy”. At the same time,
it was highlighted that, out of all those factors that affected the course of the Greek
economy, only the international environment was an exogenous factor, whereas all
other factors (structural weaknesses, income constraints, the economic and mone-

320 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

108 Ibid.
109 Ibid.
110 Ibid.



tary policy, etc.) “can be influenced [...] by decisions and actions of the government
and the social partners” and that “once the importance and implications of these
factors for the economy are realised, the only obstacle to further progress will be
our own behaviour”.111

Regarding the nominal convergence of the Greek economy towards EMU eco-
nomies, and fiscal adjustment in particular, L. Papademos warned that “The gene-
ral government deficit, […] despite its appreciable drop in 1995, is still the highest
among all EU member states and almost three times the reference value laid down
in the Maastricht Treaty as a criterion for participation in the monetary union. Fur-
thermore, the deviation of the public debt ratio from the relevant convergence cri-
terion is still considerable. Although the borrowing requirement of the general
government declined, public debt is estimated to have increased to 111.7 per cent of
GDP at the end of 1995 from 110.4 per cent twelve months earlier”.112 “Fiscal adjust-
ment has not yet reached the level required to prevent a further rise in the public
debt-to-GDP ratio”.113 And in connection with the further fiscal consolidation effort
needed, he added: “The progress made in 1994-1995 towards fiscal consolidation is
undoubtedly significant and promising. However, […] fiscal adjustment has not
acquired those structural characteristics which will allow a self-sustained reduction
in the public deficit. The improvement achieved so far is therefore precarious and
reversible. Far from justifying complacency, the present state of public finances ne-
cessitates stronger efforts towards deeper fiscal consolidation”.114 “The higher pri-
mary surpluses forecast in the convergence programme for the coming years do not
seem feasible unless a more radical approach to the country’s fiscal problem is ado-
pted. […] However, the size of the problem and the additional debt obligations that
the state is likely to incur make it necessary to contain public expenditure as a pro-
portion of GDP and reduce the participation of the state in business activities that
eventually burden taxpayers instead of increasing social welfare. Reducing expen-
diture and speeding up the privatisation process should be economic policy priori-
ties; quite rightly the government is moving in this direction. The relevant measures,
though, should be more decisive and be implemented promptly”.115

With respect to the monetary policy pursued in 1995, this was “aimed at contri-
buting to the further decline of inflation and, at the same time, supporting the pro-
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jected real GDP growth in a manner consistent with the disinflation objective”. More
specifically: “To attain the ultimate inflation goal, the Bank of Greece adopted two
intermediate targets: to restrain the rate of drachma depreciation against the ECU
to 3 per cent between the beginning and the end of the year, and to contain the
growth rate of broad money (Μ3) to 7-9 per cent in 1995”. The Report summarised
the outcome of the policy pursued by the Bank of Greece as follows: “The rate of de-
preciation of the drachma against the ECU was contained to 3 per cent during 1995.
Consequently, the target for the rate of depreciation of the drachma against the ECU
between the beginning and the end of the year was achieved exactly. […] Broad mo-
ney (Μ3) increased faster in comparison with both the 1994 outcome and the ini-
tial target for 1995 […] and eventually rose to 10.4 per cent at the end of the year,
against a target of 7-9 per cent and an outturn of 8.8 per cent in 1994. […] Total
credit expansion was restrained within the initial forecast range (6-8 per cent) and
came to 7.9 per cent, compared with 8.9 per cent in 1994”.116

In the same Report, the assessment of economic developments during 1995 was
mixed: “On the one hand, it is a fact that notable progress has been made in nume-
rous areas. The slowdown of inflation, the reduction in the public deficit as well as
greater stability and confidence in the drachma exchange rate are particularly posi-
tive developments that contribute to the gradual establishment of stable economic
conditions. At the same time, the significant increase in private and public invest-
ment lays the foundations for more rapid and sustained economic growth. On the
other hand, it is quite clear that the road leading to the final goals of economic po-
licy is still long and rough. Although the economy is undoubtedly nearer these
goals than in the past, their attainment demands continuous efforts, because some
basic problems, which by their very nature are hard to solve, have not been ade-
quately dealt with”.117

Lucas Papademos also discussed the complex relationship between monetary
stability and economic growth, specifying the role of the central bank: “The central
bank has set monetary stability as its primary objective, not because it underesti-
mates the importance of growth but because monetary policy, given the instruments
at its disposal, can influence only the price level in an effective and sustainable man-
ner. Securing monetary stability, however, establishes a necessary and essential con-
dition for economic growth. […] It is therefore imperative, in the current phase,
that priority be given to dealing effectively with inflationary pressures, so that they
do not become permanent; such an eventuality would have particularly adverse
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repercussions on the economy, not only directly, by squeezing real incomes, but
mainly indirectly, by increasing the cost of public debt servicing and reducing the
international competitiveness of Greek products”. As to the prerequisites for growth,
he pointed out that “high economic growth will not occur automatically, with the at-
tainment of stability, even though stability is a necessary condition for economic
growth. The competitiveness of the economy must be enhanced, and this in turn
presupposes a corresponding steady improvement in productivity, which can be
realised primarily through structural reforms and investments that will help broaden
the economy’s production base and upgrade human capital. […] [Economic po-
licy] should also comprise measures aimed at establishing an appropriate and
stable framework for the efficient operation of markets, the modernisation of
public administration and the upgrading of education at all levels”.118

The Report also addressed incomes policy: “[…] salaries of civil servants rose by
2.5 per cent in January 1996 and will rise by another 2.5 per cent in July 1996. If the
corrective increase of 2.1 per cent awarded in January, the carry-over effect and the im-
pact of seniority are included, the average annual increase in earnings of civil servants
will not exceed 9.5 per cent this year, compared with 13 per cent in 1995. [...] More-
over, in the private sector, under the National General Collective Labour Agreement
signed on April 2, 1996, minimum pay will rise at a rate about one percentage point
lower than in 1994 (8.2 per cent compared with 9.4 per cent). Collective bargaining
at branch or occupational level is expected to lead to similar results”.119

In his Annual Report for 1996, L. Papademos noted that the progress made in in-
flation and fiscal aggregates had been accompanied by negative developments in ex-
ternal balance and unemployment: “Progress towards monetary stability continued:
inflation decelerated further; the fiscal deficit decreased; and the public debt-to-GDP
ratio stabilised. For the first time in many years, the exchange rate of the drachma re-
mained practically unchanged and interest rates actually fell. Meanwhile, economic
activity started recovering […]”. On the other hand, he pointed out that “certain pre-
existing macroeconomic imbalances deteriorated: the current account deficit widened
and unemployment rose slightly further, despite an increase in employment”, and con-
cluded that “consequently, the basic challenge for economic policy is to combine
progress towards monetary stability and fiscal consolidation with an expansion and
upgrading of the country’s productive capacity, which will render feasible the gradual
absorption of unemployment and the attainment of external balance”.120
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Developments in the Exchange Rate Mechanism (ERM) of the European Mone-
tary System were relatively normal, while all aggregates that were associated with the
convergence criteria evolved at a satisfactory pace. As mentioned in the Report, “to
achieve its primary objective, namely a further deceleration of inflation, the Bank of
Greece focused its policy last year on the attainment of two intermediate targets.
The first was to maintain the drachma broadly stable on average against the ECU du-
ring 1996. Short-term exchange rate fluctuations were not ruled out, depending on
conditions in money and foreign exchange markets or developments in inflation.
The Bank’s second intermediate target was the containment of broad money (Μ3)
growth during the year to 6-9 per cent”, while the Bank also “announced limits of
[…] 5-7 per cent for total credit expansion”. The exchange rate of the drachma as well
as monetary and credit aggregates were finally in line with the targets or limits that
had been set. In particular, “the depreciation of the drachma against the ECU was
contained to 1 per cent between the beginning and the end of the year, down from
3 per cent in 1995. At average annual levels, the ECU fell by 0.6 per cent against the
drachma in 1996, compared with 4.1 per cent in 1995”. Meanwhile, “the growth rate
of Μ3 […] moved within the target range and finally reached 9.3 per cent by year-
end. […] Total credit expansion in 1996 also remained within the forecast range
[and] fell to 6 per cent”.121

The Report also highlighted the role of interest rate policy in the attainment of
the above targets: “Interest rate policy was the main means of achieving the exch-
ange rate target and controlling liquidity. [...] The Bank of Greece reduced its inter-
vention rates very little [..]: it gradually cut the overnight rate from 14 per cent at the
end of 1995 to 12.4 per cent at the end of August 1996, and this rate remained un-
changed until mid-February 1997, when it was further reduced by half of one per-
centage point”.122 Furthermore, reference was made to interest rates on government
paper as well as to the importance of the issuance of long-term fixed-rate bonds:
“The decline in interest rates on government paper was significant, both in nomi-
nal and in real terms. Nominal interest rates fell by 2.4 to 3.3 percentage points [...].
Yields on long-term government paper in other countries, such as Germany, the
Netherlands and Austria, declined much less (by 0.30 to 0.60 percentage point)”. At
this point, the following remark and suggestion was expressed in the Report: “The
issuance of long-term fixed-rate bonds is a particularly positive development, since
it is helpful in assessing the fulfilment of the Maastricht Treaty criterion regarding
the convergence of long-term interest rates. The market for these securities must be
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deepened and broadened. Specifically, it is necessary and advisable to issue securi-
ties of longer maturity, because the convergence criterion is evaluated on the basis
of government paper with a residual maturity of at least ten years”.123

With respect to public finances, L. Papademos stressed that “strong emphasis
must be placed on controlling public expenditure” and that “to permanently reduce
public deficits, […] privatisation must be expanded and accelerated”. He also poin-
ted out that “large amounts have been paid so far out of the government budget [i.e.
by society as a whole] to support the operation of public enterprises, banks, ship-
yards, agricultural co-operatives, etc.” and that “in addition to reducing the deficits,
privatisation will help improve the allocation of resources and the efficiency and
competitiveness of the economy”, while “the large deficits of the major social secu-
rity funds are another serious structural problem, the resolution of which will be
decisive for the substantial reduction of public deficits in the long term”.124

The Report for 1996 explored for the first time the appropriate policies for dea-
ling with the problem of unemployment, an important and pressing matter in view
of the country’s participation in the monetary union, “when it will no longer be pos-
sible to pursue an autonomous national monetary policy in order to support eco-
nomic activity”.125 In addition, it thoroughly discussed the challenges faced by the
Greek credit institutions after the full liberalisation of the capital account in 1994 and
in the context of the emerging conditions and trends in the European Union; the
preparations that banks needed to undertake for the introduction of the euro, in
particular for their future participation, on competitive terms, in single monetary
policy operations; and the necessary “technical adjustments for the changeover from
the national currency to the euro”.126 The Bank of Greece, on its part, had almost
completed the adjustment of its operational framework to the European standard.127

A key conclusion regarding economic policy, as stressed once again in the Re-
port for 1996, was “the great importance of promoting structural reforms imme-
diately in all sectors of the economy” in order to address the root causes
“preventing a more substantive and lasting solution to fiscal problems and a faster
deceleration of inflation” and the factors “negatively affecting competitiveness,
the balance of payments and the labour market […]”. As noted by Lucas Papade-
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mos, “the need to immediately promote radical structural reforms over the entire
spectrum of the economy becomes all the more pressing in view of the establish-
ment of the monetary union at the beginning of 1999 and Greece’s entry by the
end of 2001”.128

6.17 Modernisation and information technology at the Bank of Greece

The introduction of information technology in the Bank of Greece proceeded at
first with small steps, starting with the important decision to procure an IBM 3031
mainframe computer.129 Several decisions can be found in General Council minu-
tes, which addressed IT needs arising from time to time. It should be recalled that
the cost of IT products was very high in the early 1980s. For instance, at its meeting
no. 6/80 of 26.3.1980, the General Council approved the procurement of a 64 Κilo-
bytes130 memory for the Piraeus branch (paragraph 47) and of a banknote counting
machine (paragraph 48). The cost of the former was “8,000 US dollars, 2,000
dollars less than the price paid last year, plus about 17% for freight, insurance and
customs”, whereas the cost of the “electronic device for counting banknotes and
coupons” manufactured by the US company Glory was 425,000 drachmas.

At the same meeting, the General Council approved the participation of staff
from the Data Processing Section of the Bank of Greece in IBM training courses
in London.131

In 1984, the General Council made more than a dozen decisions in a single
meeting, relating to the “renaming of the Organisation and Data Processing Depart-
ment to Organisation and Programming Department, its organisational restructu-
ring, and responsibilities of its units”.132 In 1994, it was decided to set up a new Strategic
Planning and Information Systems Evaluation Section within the Organisation and
Programming Department.133

In 1995, the Bank expanded its IT policy and objectives and sped up the pace of
change. Within a few months, a number of important decisions were made: on 27
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January, the General Council approved the cost of external expert consultancy ser-
vices for IT strategic planning and development.134 Numerous decisions followed
two months later, regarding the purchase of hardware and software, maintenance
and rental of equipment, the computerisation of the Library Section and a new ope-
rating system for SWIFT.135

On 11.3.1995, a competition was carried out to recruit staff for the Data Pro-
cessing Centre. The General Council approved the appointment of the successful
candidates at its meeting no. 8/95 of 24.5.1995 and of another five runners-up at its
meeting 1/96 of 29.1.1996.

In May 1995, the General Council decided to expand the scope of the Organi-
sation and Programming Department and rename it Information Systems and Or-
ganisation Department,136 while in October it discussed the further utilisation of
the already established SQL database.137

This momentum was kept up in the following year: at one of its meetings,138 the
General Council approved the procurement of hardware and software for the Ba-
lance of Payments Statistics Division of the Economic Research Department, the
procurement of hardware for the IT infrastructure of Treasury bills, and a techni-
cal support agreement for the Book-Entry Securities infrastructure.

Finally, a decision made at the meeting of 15.3.1996 concerned “approval of
expenditure for connection with the worldwide information network Internet” (pa-
ragraph 43). The wording is indicative of the unclear perception of the Internet at
the time.

6.18 Preparation for EMU entry

The 1997-2001 period was marked by a stepping up of economic and monetary
policy efforts to meet the requirements for Greece’s entry into the Economic and
Monetary Union.

The Greek economy had been on a path of gradual improvement since the mid-
1990s, geared towards macroeconomic stabilisation. In terms of economic indica-
tors, this improvement meant a deceleration of inflation, a reduction of fiscal deficits
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and stronger economic activity, which outperformed the European average. All this
contributed to the nominal as well as real convergence of the Greek economy to-
wards the economies of the other EU Member States. Despite the significant pro-
gress achieved, challenges remained, relating to the sizeable external deficit and
persistently high unemployment. This implied that the positive economic develop-
ments were associated with the successful implementation of tight fiscal and mo-
netary policies. On the other hand, the two remaining challenges mainly reflected
structural weaknesses, which had negative multiplier effects on both nominal and
real economic aggregates.

According to the Bank of Greece, “the structural adjustment of the economy has
been slow and inadequate, while the evolution of unit labour costs, particularly in-
comes policy in the public sector, prevented a faster deceleration of inflation, ad-
versely affected the country’s international competitiveness, and did not help
increase employment”.139

The year 1997 was of particular importance to the Bank of Greece, especially in
view of the upcoming launch of Stage III of EMU, as the Hellenic Parliament pas-
sed Law 2548 “Provisions relating to the Bank of Greece”, which was published in the
Government Gazette (A 259) on 19.12.1997. This law introduced a modern insti-
tutional framework to govern the operation of the central bank, in accordance with
the provisions of Article 108 of the Treaty on European Union and the Statute of
the European System of Central Banks (ESCB). The Bank of Greece would become
an integral part of the ESCB upon its establishment in June 1998, irrespective of the
date of Greece’s entry into EMU.140

In more detail, Law 2548/1997 specified the key objectives and the main tasks of
the central bank. Maintaining price stability was defined as the primary objective of
the Bank of Greece and, without prejudice to this primary objective, the Bank
would support the overall economic policy of the government. To achieve its primary
objective, the Bank was provided with the necessary monetary policy instruments,
while its institutional, personal and operational independence was safeguarded. In
addition, in view of the Bank’s new tasks and independence, as well as its future ESCB
participation, the law introduced changes to the decision-making structure of
the Bank of Greece: the Monetary Policy Council was established as a new body,
responsible for the formulation and implementation of monetary policy and for
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decisions relating to exchange rate policy, the operation and efficiency of payment
systems and instruments and the issuance of banknotes.141 (See also 6.19 below).

The Extraordinary General Meeting of Shareholders of the Bank of Greece,
which was held on 27.12.1997 to decide on the amendments to the Bank’s Statute in
accordance with the provisions of Law 2548/1997, renewed the term of Lucas
Papademos as Governor for another six years. The reappointment of the Governor
and the Deputy Governors, Nicholas Garganas and Panayiotis Thomopoulos, was
effected by a Presidential Decree published in the Government Gazette on 26.2.1998.
By another Presidential Decree published in the same issue of the Government
Gazette, the six members of the Monetary Policy Council were appointed: namely,
the Governor and both Deputy Governors, Vassilios Droukopoulos, Antonios
Mantzavinos and Nikolaos Paleocrassas.142

Monetary policy was for the Bank of Greece the key policy by which it contri-
buted to the national effort to meet the convergence criteria and join EMU. The
monetary policy pursued in 1997, apart from supporting the projected growth rate
of economic activity, sought, as the main policy target, to bring inflation down to
4.5% by end-1997 and below 3% by end-1998, and to attain two intermediate
targets, relating to the exchange rate of the drachma and to broad money (M3)
growth,143 i.e. (i) a broadly stable exchange rate of the drachma against the ECU;
and (ii) a 6%-9% growth rate of Μ3, with emphasis on the medium-term relation-
ship between inflation and M3.144

Furthermore, the Bank of Greece continued to monitor developments in certain
other monetary and credit aggregates which provided useful information on the fu-
ture course of inflation. In this regard, it set monitoring ranges (rather than targets)
of 8%-11% for the growth rate of the liquidity indicator Μ4 (comprising Μ3 plus
non-bank holdings of government paper maturing in up to one year) and of 4%-6%
for total credit expansion to the private and the public sectors, while at the same
time monitoring the core inflation trend so as to enable policy instruments to be
more readily adjusted to the forecast path of inflation.145

Throughout 1997, interest rate policy was the primary instrument used by the
Bank of Greece to achieve its final and intermediate monetary policy targets. Mo-
reover, as the interbank money market was characterised by excess liquidity in the
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first five months of 1997, owing to increased capital inflows at the beginning of the
year and an acceleration of credit expansion to the public sector, the Bank of
Greece intervened extensively in the interbank market, absorbing liquidity in order
to maintain interest rates at levels consistent with its disinflation goal.146 At the same
time, to enhance the effectiveness of monetary policy, the Bank of Greece introdu-
ced a number of changes in its monetary policy framework.147

Monetary policy targets were broadly achieved in 1997, in an environment cha-
racterised at times, particularly during the last two months of the year, by conside-
rable market pressures linked to international monetary disturbances. The drachma
remained stable or appreciated vis-à-vis the major EU currencies, while it depre-
ciated by 1.7% against the ECU. Μ3 grew by 9.5%, i.e. at a slightly higher rate than
the upper limit of the target range. On the other hand, total credit expansion over-
shot the relevant forecast, largely due to changes in the methods and means of fi-
nancing the central government deficit.148

In the last months of 1997, the drachma came under strong pressure. The mo-
netary turmoil in Southeastern Asia, with its adverse repercussions on the foreign
exchange and capital markets in several emerging economies, fuelled the pressure
exerted on the drachma in October 1997. “The extent and duration of the pressure,
however, reflected certain characteristics and weaknesses of the Greek economy
which made it more vulnerable than other EU countries to market concerns and
expectations”. As pointed out in the Annual Report, “the factors behind the market
pressures included: the current account deficit and the loss of competitiveness, the
external debt of the private and public sectors, as well as market expectations re-
garding the entry of the drachma into the Exchange Rate Mechanism (ERM) of the
European Monetary System (EMS) accompanied by an adjustment of the exchange
rate of the drachma. The Bank of Greece dealt with those pressures effectively by rai-
sing the interest rates and making extensive interventions in the money and foreign
exchange markets”.149

In early January 1998, the exchange rate of the drachma came under renewed
pressure, and capital outflows occurred. In response, the Bank of Greece raised its
intervention rates in the interbank market. Although the subsequent two months
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saw some occasional capital inflows and an easing of pressures on the drachma, the
rekindling of the monetary crisis in Eastern Asia and market expectations that the
drachma would join the ERM in May 1998 and would be devalued prevented mo-
ney market conditions from returning to normal. As a result, interbank market ra-
tes remained relatively elevated. Given that interest rates would not be sustained at
high levels for long without adverse effects on the economy, the government, in con-
sultation with the Bank of Greece, judged it appropriate to promptly apply for
ERM membership.150

On 16.3.1998, the drachma joined the ERM at a central rate of 357 drachmas
per ECU, which implied a drachma devaluation of 12.3% relative to the rate of
313.05 drachmas per ECU at the fixing session of 12.3.1998. The new exchange rate
was appropriate for offsetting the loss of competitiveness of Greek goods and
services, which had resulted from the real appreciation of the drachma in the pre-
vious years, also taking into consideration the need to ensure exchange rate stabi-
lity for at least two years before joining the monetary union, as required by the
Treaty.151 In this way, the convergence criterion on exchange rate stability would
be fulfilled.

Markets reacted positively in the first weeks after the drachma’s entry into the
ERM. Specifically, from 16 March to 10 April 1998, 3.1 billion US dollars flowed
into the foreign exchange market, resulting in an increase in foreign exchange re-
serves to 19.2 billion US dollars and a 2%-3% appreciation of the drachma against
its central ERM rates. Over the same period, the Athens Stock Exchange price
index rose by 40%. The price of 10-year government bonds also recorded a sharp
rise, leading to a decline of two percentage points in their yields, to below 8%.152

The favourable market reaction confirmed that both the timing of ERM entry
and the level of the drachma’s central rate were indeed appropriate (Malliaropulos
and Hardouvelis, 1998).153

The entry of the drachma into the ERM of the European Monetary System on
16.3.1998 was an important event, which decisively affected economic developments
and the policies pursued in 1998 and beyond. As Governor, L. Papademos stressed
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in his Report in April 1999: “The significance of the drachma’s participation in the
ERM for the economy’s performance and prospects is manifold. First, another ma-
jor step was taken towards fulfilling the convergence criteria as, according to the
Treaty, ERM participation and exchange rate stability are prerequisites for joining the
monetary union. Second, ERM entry and the simultaneous devaluation of the dra-
chma led to a weakening of the pressures that had built up in foreign-exchange and
bond markets mainly since October 1997 and persisted in early 1998 […].Third,
after the drachma joined the ERM, the economic policy mix was redefined”.154 Ac-
cording to the Governor, the “successful entry of the drachma into the ERM and its
subsequent smooth participation” reflected the “meticulous preparations and con-
sultations that preceded it”, as well as the “selection of the central exchange rate of
the drachma […] to enable the Greek economy to regain international competiti-
veness […] and to set a stable central rate for the period until participation in the
monetary union”, i.e. a central rate that “had to be credible and consistent with sus-
tainable external balance […] in the medium term”. “However, the most important
factor for the smooth participation of the drachma in the ERM was that the econo-
mic and monetary policies pursued since joining the mechanism were stability-
oriented and compatible with ERM requirements, while labour market
developments were consistent with the containment of inflationary pressures and
the maintenance of the competitiveness regained following the devaluation of
the drachma”.155

The primary goal of monetary policy in 1998 was to achieve price stability by
the end of 1999, which was compatible with an annual rate of inflation that did not
exceed 2%. In more detail, in 1998 monetary policy was aimed at ensuring that in-
flation would resume a downward path as quickly as possible, following a temporary
rise caused by the drachma devaluation of March 1998.

The intermediate target of the Bank’s strategy was the relative stability of the
drachma’s exchange rate within the ERM. The conduct of monetary policy focused
on attaining the primary objective of price stability by maintaining interest rates
relatively high, thereby resulting in an appreciation of the drachma above its central
rate against the ECU.

The drachma had remained strong since joining the ERM. More specifically, im-
mediately after entry, significant capital inflows, coupled with the tight monetary
policy of relatively high interest rates, led to a gradual strengthening of the drachma
above its central rate against the ECU, which stood at 8.1% in mid-August. Capital
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inflows resumed in the last two months of the year causing the drachma to appre-
ciate by 7%-8.5%, despite the substantial interventions of the Bank of Greece to re-
strain the appreciating pressure on the drachma.156

In 1998, after the drachma had joined the ERM, the Bank of Greece did not
adopt any intermediate targets for M3 growth and credit expansion as in the past,
but instead announced “indicative projections” of 6%-9% for M3 growth and
4%-6% for total credit expansion, which were deemed consistent with the intended
decline in inflation over the medium term. M3 growth rose by 8.9% in 1998, within
the forecast range, compared with 9.6% in 1997. However, total credit expansion
reached 9.7% in 1998 (as in 1997), overshooting the projected range. The Bank
of Greece noted that credit expansion to the private sector was affected in 1998
by the depreciation of the drachma, which increased the value in drachmas of
outstanding foreign currency loans, without being associated with the flow of
new loans.157

The Bank of Greece followed a policy of gradual cuts in its key interest rates in
1998. Nevertheless, interbank rates as well as deposit and lending rates fell even
lower in the course of the year. Besides, on the back of lower inflation and weakening
inflation expectations, coupled with growing confidence in the prospects of Greece
joining the EMU, 10-year government bond yields dropped from 10.7% at end-1997
to 6.9% at end-1998.158

In December 1998, in the context of creating the necessary conditions for the
conduct of the single monetary policy, Governor Papademos signed three agree-
ments with the ECB, regarding: (a) the operating procedures of the ERM; (b) the
linking of non-euro area Member States with the TARGET payment system; and (c)
the cross-border use of collateral within TARGET.159

Regarding the prospect of EMU entry, the Report for 1998, presented by the Go-
vernor at the General Meeting of Shareholders in April 1999, stated that “it is feasi-
ble and highly probable that the criteria for the adoption of the euro in 2001 will be
met in 1999, but it should not be taken for granted”. Some exogenous effects, the
behaviour of social partners (firms’ pricing policy, wage increases), as well as new
elements of uncertainty, although the impact from the crisis in Yugoslavia was not
deemed significant, were mentioned as potential inhibiting factors.160 Of particular
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interest was the analysis of the prospects of price stability, in connection with ex-
pectations about interest rate cuts and the role of social partners: “Labour’s contri-
bution, in 1999 and 1998, to the effort to hold prices down is recognised and
important. However, the evolution of prices, at least in some markets, is not so
satisfactory. Business firms must adjust their […] pricing policies to the new, more
favourable, conditions […] in view of the country’s entry into the more competitive
environment of the single currency”. In fact, “at the present juncture, stability or
even reduction of prices will not only contribute to the achievement of the national
goal of adopting the euro, […] but will also yield immediate and substantial finan-
cial gains. […] Businesses and self-employed professionals are rightly looking for-
ward to interest rate cuts […]. However, they must understand that the more direct
and substantial their contribution to the deceleration of inflation and its mainte-
nance at a low level, the faster the desired interest rate cuts will proceed. This is be-
cause only when price stability has been achieved and secured will the Bank of
Greece allow a significant reduction in interest rates”.161

The year 1999 was marked by an historic event: the introduction of the single Eu-
ropean currency, the euro, and the establishment of the European monetary union,
in which Greece did not participate from the start. Since the beginning of 1999, the
ERM ΙΙ, which was based on the determination of central rates vis-à-vis the euro
(instead of the ECU), replaced the ERM I of the European Monetary System, which
the drachma had joined in March 1998. With the establishment of the euro area, the
drachma entered the ERM ΙΙ at a central rate of 353.109 drachmas per euro and with
the standard fluctuation band of ±15%, as also applicable in the ERM I. For techni-
cal reasons, the new central rate of the drachma against the euro was slightly diffe-
rent from its previous central rate against the ECU.162 On 17.1.2000, the central rate
of the drachma vis-à-vis the euro was revalued by 3.5% to 340.750 drachmas per
euro, in order to support a disinflationary monetary policy, thereby creating favou-
rable conditions for sustainable growth.163

The primary goal of monetary policy for 1999 was to achieve and maintain
price stability, i.e. an annual rate of inflation below but close to 2%. The Bank of
Greece had underlined the importance of the timely attainment of this goal for
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meeting the inflation convergence criterion of the Maastricht Treaty and had
stressed that price stability should be maintained on a more lasting basis, espe-
cially in 2000, so that the competitiveness of the Greek economy would not
be compromised.164

The background against which monetary policy was conducted in 1999 was de-
termined by the participation of the drachma in the ERM ΙΙ and by the Bank’s in-
termediate target to maintain a relatively stable exchange rate of the drachma against
the euro. Moreover, to assess monetary conditions, the Bank of Greece would use a
broader liquidity indicator it had recently defined (Μ4Ν),165 and total credit,
having announced a forecast range of 7%-9% for the growth rate of each aggregate
for 1999. These forecasts were based on certain assumptions regarding the income
velocity of currency in circulation and the financing of the fiscal deficit, and were
deemed to be consistent with the inflation target. Nevertheless, the Bank of Greece
had pointed out that it would not automatically adjust its policy instruments to any
possible deviations of those monetary and credit aggregates from relevant forecasts,
but would carefully analyse the causes and nature of these deviations, evaluating
their medium-term effect on inflation.166

The price stability goal was largely achieved in 1999. CPI inflation followed a down-
ward path in the first half of 1999 and declined sharply from 3.9% in December 1998
to 2.0%-2.1% in the period from June to September 1999. From October 1999
onwards, it rose progressively, given that world oil prices had more than doubled, and
reached 2.7% in December 1999. Nevertheless, core inflation, which reflects more
accurately the endogenous trends of inflation by excluding developments in the prices
of fuel and fresh fruit and vegetables, dropped to 1.9% in October 1999, three
percentage points lower than in December 1998, and did not exceed 2% thereafter
and up to the first quarter of 2000. This development indicated that a high degree of
price stability had been achieved in 1999. Most importantly, measured by the
Harmonised Index of Consumer Prices (HICP), by which the inflation convergence
criterion would be assessed, average inflation stood at 2.1% in 1999 and fell further to
2% in the twelve months to March 2000. This meant that Greece had fulfilled the
relevant convergence criterion of the Maastricht Treaty since December 1999.167
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Turning to the exchange rate of the drachma, between ERM entry in March 1998
and early 2000, the drachma had not come under significant pressure that would
create tensions in the foreign exchange market. During those two years, the con-
duct of a disinflationary monetary policy by maintaining relatively high interest ra-
tes, as well as favourable market expectations about the prospect of stabilisation and
convergence of the Greek economy resulted in a constantly appreciated drachma
vis-à-vis its central rate in the ERM. The positive deviation of the current exchange
rate from the central rate ranged between 2% and 9%.168

More specifically, during 1999 and until the adjustment of its central rate against
the euro by 3.5% on 17.1.2000, the drachma deviated from the central rate within a
much narrower band of 6.5%-9%.169

The challenges for monetary policy in 1999 were associated with the prospect of
the Greek economy’s convergence and entry into the euro area, growing competi-
tion in the banking system and the participation of the drachma in the ERM ΙΙ. The
positive outlook for the convergence of the Greek economy, combined with the high
interest rates necessitated by the disinflationary stance of monetary policy, brought
about considerable capital inflows into investment in government bonds and short-
term investment in the interbank market. Capital inflows created conditions of ex-
cess liquidity in drachmas, which was sterilised by the Bank of Greece through
liquidity-absorbing operations, with a view to containing monetary and credit ex-
pansion at rates consistent with the inflation target. In a liberalised banking envi-
ronment, the Bank of Greece could not exert direct control on credit expansion,
while the appreciation of the drachma in the ERM ΙΙ constrained the use of interest
rates as a toll for limiting credit expansion. In this context, the Bank of Greece
decided to adopt alternative measures to contain monetary and credit expansion.
To this end, reserve requirements were imposed on banks in the form of non-
remunerated six-month deposits with the Bank of Greece in amounts equal to
those by which individual banks’ credit expansion to the private sector and public
enterprises and entities exceeded an annual rate of 12%. The aim was to mitigate the
inflationary risks which were mainly associated with the fast rise in credit, consu-
mer credit in particular.170

The annual growth of Μ4Ν turned out at 5.6% in 1999, compared with 9.8% in
1998. The year-on-year rate of increase in Μ4Ν had followed a downward path since
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early 1999. Between March and July, it broadly hovered within the forecast range
(7%-9%), but from August through December it remained below the lower limit of
the forecast range. Nevertheless, total credit expansion, adjusted for the effect of the
strong appreciation of the Japanese yen and, to a lesser extent, the US dollar on the
outstanding amount of foreign currency loans, stood at 10.9%, higher than both the
forecast for 1999 (7%-9%) and its 1998 level (9.1%).171

With respect to the fulfilment of the fiscal deficit criterion and to Greece’s
EMU entry, the Report noted that over the previous decade remarkable fiscal ad-
justment had been achieved, with the general government deficit falling from
roughly 16% of GDP in 1990 to 1.6% of GDP in 1999 (or from 14.2% to 3.1%
according to later estimates), reflecting on the one hand an improved primary
balance, with large primary deficits turning to almost equal primary surpluses,
and on the other hand (albeit to a lesser degree) reduced interest payments. The
improvement of the primary balance was driven by “the almost uninterrupted
and substantial growth of revenue as a proportion of GDP during the 1990s,
while the primary expenditure-to-GDP ratio remained broadly stable”. As a po-
licy implication, the Report warned that “the trends of major fiscal aggregates
and their more comprehensive analysis also imply that […] the fiscal consolida-
tion effort should be based on the containment of primary expenditure rather
than an increase in revenue, especially since a tax reform is advisable to enhance
the competitiveness of the economy and promote employment in the new environ-
ment of ‘tax competition’ and ‘tax approximation’ which is gradually taking shape in
the European Union”.172

In the same Report, while noting that 1999 was the fourth consecutive year in
which the growth rate of the Greek economy was clearly higher than the EU av-
erage, the Bank of Greece called once again attention to the major problem of
unemployment. In the 1994-1998 period, which covered the first five years of
the implementation of the Convergence Programme 1994-1999, the unemploy-
ment rate rose from 8.9% in 1994 to 10.8% in 1998, whereas in the EU it declined
from 11.1% to 9.9%. The Bank of Greece underscored the structural weaknesses
of the Greek labour market and the need to improve general education and vo-
cational training systems in line with both market demand for skills and tech-
nological advances. Other measures recommended by the Bank of Greece
referred to reducing the tax burden on labour, in particular on low-skill and low-
paid labour; strengthening tax incentives for hiring young workers; lowering
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total labour costs. Regarding the employment of women and the long-term un-
employed, the suggested measures focused on the promotion of equal employ-
ment opportunities for men and women, as well as on life-long learning,
respectively. Finally, measures aimed at greater flexibility in working hours and
wages were seen as necessary by the Bank of Greece, which however acknow-
ledged that the Greek labour market had proved flexible enough to absorb thou-
sands of economic immigrants, modernise the collective bargaining system from
1990 onwards and allow for flexible working time arrangements, particularly in
very small businesses.173

According to the Bank of Greece, the overall assessment of economic deve-
lopments in 1999 led to the conclusion that “for the first time in several decades,
conditions of monetary stability were established [which] was the outcome of a
long and arduous effort” and that “the deceleration of inflation, progress towards
fiscal consolidation and the relative stability of the exchange rate of the drachma
against key European currencies have all contributed to the creation of a new eco-
nomic environment, which is compatible with the fulfilment of the convergence
criteria for the participation of Greece in the European Economic and Monetary
Union (EMU)”.174

At the same time, however, and in view of the country’s future euro area
entry, the Bank of Greece highlighted the new possibilities and prospects for the
Greek economy. In more detail, at the General Meeting of Shareholders in April
2000, Governor L. Papademos stated the following: “Greece’s participation in the
euro area will decisively influence the functioning and performance of the Greek
economy in the future. The adoption of the euro will cause considerable changes
in the economic environment: it will bring benefits and create opportunities, but,
at the same time, it will imply constraints and pose challenges for economic
policy. The economy’s performance in the coming years will therefore hinge upon
the ability of the private sector and the economic authorities to secure the
potential benefits, take advantage of the opportunities, adjust successfully to the
constraints and deal effectively with the new challenges. The crucial issues for
the post-entry period are the consequences of the introduction of the single
currency for monetary stability, on the one hand, and for the acceleration of
economic growth and, hence, the prospects for real convergence of the Greek
economy in the next ten years, on the other”.175
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Since early 2000, the Bank of Greece had repeatedly stressed the importance of ti-
mely preparation for the “day after” the adoption of the new currency, the euro.
Weighing the pros and cons, it remarked that the prospect of price stability offered
significant benefits, which however could only be reaped if structural measures and an
appropriate economic policy were adopted, in order to ensure that Greek inflation does
not exceed the European average. In turn, the ensuing macroeconomic stability and
full participation in the euro area would support faster economic growth. The main
contributing factors were the elimination of foreign exchange risk in intra-euro area
transactions, the lower financing costs resulting from the integration of financial mar-
kets and the convergence of interest rates, as well as lower transaction costs. Neverth-
eless, all of the above factors could have a desirable, long-term effect only to the extent
that economic policy makers took the necessary measures to improve the competiti-
veness of the Greek economy and exploit the country’s comparative advantages.176 The
Bank of Greece stressed that, in a monetary union where a single monetary policy was
conducted and fiscal policy had to comply with the Stability and Growth Pact, any de-
viations from price stability and average economic growth in the euro area were ac-
tually due to country-specific structural characteristics. Both economic theory and past
experience suggested that the impact of the single monetary policy on inflation and
economic growth across member countries depended considerably on the structure
and functioning of their respective financial sectors and labour markets. In addition to
structural characteristics, differences in the cyclical positions of euro area countries, as
well as the asymmetric effects of external shocks on individual economies could also
bring about economic performance divergences. Against this background, the primary
objective of national economic policy after the country’s entry to the euro area should
be to step up efforts to raise the competitiveness of the small and open Greek economy.
To this end, the reforms recommended by the Bank of Greece mainly focused on:
(a) deregulating markets and reducing state intervention, with an emphasis on the
energy, telecommunications and services sectors, as well as speeding up privatisations;
(b) strengthening the role of the State in certain areas, particularly in improving edu-
cation and vocational training and promoting new technologies, which would consi-
derably raise productivity; (c) implementing institutional reforms that would boost
investment, such as simplifying procedures for starting a business and attracting fo-
reign direct investment; and (d) promoting reforms that would improve the functioning
of the financial sector and the financing of small and medium-sized enterprises.177
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In this context, fiscal policy should strike a balance between the objectives of fi-
scal consolidation, which would contribute to macroeconomic stability, and faster
economic growth, by restructuring government expenditure and reforming the tax
system. The Bank of Greece considered that the achievement of sustainable primary
surpluses over the following few years was “indispensable” to ensure long-term fi-
scal balance, given that the public debt-to-GDP ratio remained particularly high.
Furthermore, the Greek economy should be able to deal with potential strains on the
budget associated with the future obligations of major social security funds and
public enterprises. Almost prophetic about what the country would experience after
the outbreak of the crisis in 2008, as early as in 2000 the Bank of Greece stressed in
the Annual Report that “[…] fiscal consolidation efforts should be kept up so that
fiscal policy can be given sufficient room for manoeuvre to deal with exogenous
shocks that may affect the Greek economy once it joins the euro area”.178

The year 2000 was a milestone in modern Greek economic history. The EU Sum-
mit in June of that year confirmed that Greece had met the convergence criteria for
joining the euro area as of 1 January 2001. 2000 was particularly important to the Bank
of Greece as well, which was faced by multiple challenges in the area of monetary po-
licy but also had to carry out the necessary institutional, operational and technical ad-
justments for the introduction of the euro as a unit of account in Greece and for its
own participation in the Eurosystem. The demanding objective of monetary policy was
now to ensure a smooth transition to the euro through a gradual convergence of the
current exchange rate of the drachma towards its rate of conversion into euro, as well
as of interest rates in the domestic interbank money market towards the respective euro
area rates.179 This convergence had to be carried out in a way that would help contain
domestic inflationary pressures associated with the easing of monetary conditions and
reduce the impact of inflationary pressures on domestic prices as a result of the steep
rise in world oil prices and the appreciation of the US dollar vis-à-vis the euro.

Monetary policy in 2000 was conducted in a new environment for the Greek
economy, which was characterised by: (a) much lower inflation than in the past, but
still higher than average euro area inflation and the level that was considered to be
consistent with price stability (2%);180 (b) a significantly improved fiscal position of
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general government and decreasing public debt; and (c) high and rising economic
growth rate, which exceeded the EU average. However, the Greek economy was still
characterised by structural weaknesses, resulting in persistently high unemploy-
ment and public debt-to-GDP ratio and a widening current account deficit.181

The main goal of monetary policy in the first half of 2000 was to help meet the
convergence criteria on inflation, the stability of the exchange rate of the drachma
and long-term interest rates. Following the decision reached in June regarding
Greece’s entry to the euro area, monetary policy shifted its focus to ensuring a
smooth transition to the single currency, as well as to mitigating inflationary
pressures caused by exogenous factors (such as rising world oil prices and the
appreciation of the US dollar vis-à-vis the euro). The Bank of Greece slowly lowered
its policy rates towards the ECB key interest rates and at the same time made inter-
ventions in the foreign exchange and money markets to ensure that the drachma’s
current exchange rate would smoothly converge towards its euro conversion rate
by end-2000. All of the above took place amid foreign exchange market tensions
from the end of 1999 through to the first few months of 2000, reflecting uncer-
tainties as to whether Greece could meet the convergence criteria in time and, sub-
sequently, as to whether the drachma’s euro conversion rate would be its central
rate in the ERM II. The climate reversed and expectations stabilised after the
ECOFIN decision of June 2000 that the central rate of the drachma (340.75 drach-
mas per euro) would be its conversion rate. The interest rate on Bank of Greece
interventions in the interbank market (for 14-day operations) was gradually lowered
from 10.75% in the beginning of 2000 to 4.75% in December 2000 and was aligned
to the respective ECB’s rate on main refinancing operations. The interest rate cuts
of the Bank of Greece led to declines in bank rates, which however were uneven:
lending rates declined more than deposit rates, thereby reducing the spread between
them by about one percentage point.182

In light of the above, it becomes evident that the interest rate policy of the Bank
of Greece as well as its interventions in the foreign exchange and money markets en-
sured the convergence of the exchange rate and interest rates in a way which mo-
derated inflationary pressures and favourably affected inflation expectations.
However, the inevitable easing of monetary conditions in 2000 before euro area
entry, coupled with the higher-than-projected increase in nominal GDP and the
effect of some special factors, resulted in higher-than-projected increases in liqui-
dity and bank credit. Specifically, the monetary aggregate Μ4Ν rose by 10.5% in 2000,
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exceeding the upper limit of the forecast range (5%-7%). This development partly
reflected portfolio shifts towards repos and money market fund shares/units, as well
as higher demand for transaction balances in the context of strong nominal GDP
growth. Total credit expansion accelerated considerably, while the contribution of
the private sector to this rise (28.5% in 2000, compared with 14.2% in 1999) was
larger than that of the public sector (16.1% in 2000, compared with 11.3% in 1999).
To a great extent, stronger credit expansion to the private sector helped to meet
increased demand, which partly reflected a pent-up effect from the 1999 measures
to restrain credit expansion that expired in March 2000 and partly came about as a
result of lower interest rates and stronger GDP growth.183

The Report for the year 2000 reviewed the changing conditions in the financial
sector on the eve of EMU entry, summarising them as follows: “The Greek banking
system has entered a phase of transformation and of reorientation of its strategic
goals and activities, particularly after Greece’s entry into the euro area. The most
important reasons are fast technological progress in the fields of communications
and IT, increasing integration of international money and capital markets, as well as
changes in the firms’ and households’ needs for bank products and services.
Growing competition reduces profit margins related to the supply of traditional bank
services and induces banks to intensify efforts to diversify their products and expand
into new markets […]. The introduction of the single currency and the pricing of all
goods and services in euro from the beginning of 2002 will increase transparency
in banking transactions. It is estimated that this will accelerate the integration of
financial markets and lead to the creation of larger banks or bank groups that will
offer a broader range of financial products. The outcome will be a further strength-
ening of competition between banks, as well as an increase in their exposure to
systemic risks that will no longer be confined within national borders, precisely
because of the increased interdependence of the financial markets”.184

As noted in the Report, the expected further integration of money and capital
markets following the introduction of the euro and the emerging trends in the fi-
nancial sector “brought to the fore the role of national central banks in exercising
prudential supervision over the banking system in euro area countries”. The Bank
of Greece favoured comprehensive supervision encompassing the financial system
as a whole, with the central bank in a leading role, as experience in other countries
had shown that whenever the task of supervision was assigned to central banks, the
emphasis was placed on the stability of the financial system through what is now
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called macro-prudential supervision, as opposed to the micro-prudential approach
adopted by other supervisory bodies. The comparative advantages of the central
bank included its established operational independence, its ability to gather timely
information and its expertise in identifying and addressing systemic risks. The com-
bined effect of the above “guarantees that supervision of the financial sector can
continue effectively and without shocks”.185

Ahead of the adoption of the euro, it was important for the Bank of Greece to ad-
just its monetary policy framework and the technical parameters of monetary po-
licy instruments. This adjustment was carried out in gradual steps during 2000, to
avert any disruptions in money, foreign exchange and capital markets. Changes
without a direct effect on monetary conditions were implemented in early 2000,
while the timing and modalities of certain other changes in the operational frame-
work which would, directly or indirectly, affect the conditions in money and foreign
exchange markets were carefully designed by the Bank with a view to avoiding any
unwarranted side-effects. The latter category notably included the harmonisation of
the Bank’s minimum reserve system with that of the Eurosystem, involving the
establishment of a lower reserve ratio (2%), instead of a 12% ratio which was appli-
cable until then. As mentioned in the Report for the year 2000, “in order to smooth
the effect on liquidity conditions in the domestic money market, the Bank of Greece
decided that the excess reserves were to be held in fixed-term deposits maturing
gradually over a period of 18 months”, while “at the same time, due consideration
was given to the need to secure adequate liquidity in the period shortly after the
entry of Greece into the euro area”. Furthermore, given that a safe and reliable
real-time payment system was essential for the conduct of the Eurosystem’s single
monetary policy (in which operations were exclusively processed through the re-
spective national payment system and the cross-border system TARGET), at the
beginning of 1999 the Bank of Greece launched Hermes-euro, which was linked to
TARGET, while its drachma counterpart (Hermes-drachmas) became operative in
March 2000. On 2.1.2001, the two systems were merged into a single Hermes
system settling in euro, which facilitated the effective and smooth integration of
domestic money and capital markets into the single European market, as well as
efficient cash management by credit institutions.186

The year 2000, during which it had been confirmed that Greece could join EMU
on 1.1.2001, was a milestone in Greek economic history. As noted by the Governor,
this achievement was “the culmination of a long and arduous effort to stabilise the
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Greek economy”,187 but at the same time should also be a stepping stone to “a
consistently high economic growth rate, so as to speed up the real convergence of
the Greek economy and reduce the high rate of unemployment”, which should be
“the primary objective of economic policy in the current decade”.188 The Bank of
Greece considered that the real convergence of the Greek economy towards the other
European economies within a reasonable time horizon (i.e. within a decade, as set
by the Lisbon European Council for achieving EU growth objectives) was “certainly
a desirable, albeit ambitious, goal”. As L. Papademos stressed: “The environment of
stability entailed by euro area membership is a necessary but not sufficient condi-
tion for real convergence. To achieve real convergence requires […] implementation
of appropriate fiscal and structural policies, faster modernisation and more efficient
operation of both the public and the private sector”.189

According to the Bank of Greece, the amount of effort that Greece had to make
in order to achieve real convergence and raise employment was evidenced by spe-
cific data related to the gap between Greece and its European partners, as well as by
anticipated developments in the EU. Specifically, in terms of purchasing power pa-
rity, GDP per capita in Greece was 67.3% of the EU average in 2000. The employ-
ment rate of persons aged 15-64 stood at 55.8% in Greece, compared with 63.3% in
the EU, while the unemployment rate was three percentage points higher than the
EU average. Besides, Greek productivity (GDP per hour worked) amounted to 62%
of the European average and Greece’s public debt-to-GDP ratio was over 100%,
when in most EU countries it was close to the reference rate of 60%. Furthermore,
chronic rigidities in certain markets and the inefficiency of public administration in
Greece, compounded by an expected reduction in resources from Structural Funds
after the forthcoming EU enlargement, were additional factors hindering the eco-
nomy’s real convergence. In the light of the above, the Bank of Greece stressed the
need for economic policy makers and the social partners to focus their efforts over
the following years on two “intermediate objectives”: (a) raising productivity and
competitiveness; and (b) completing fiscal consolidation.190

The Report for 2000 went on to discuss the main factors and policies that
would affect the path towards fiscal stability, with special emphasis on the negative
consequences of the social security system and adverse demographic prospects, as
well as on reforms which would bring about a “substantial” improvement in
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competitiveness and help to address the issue of high unemployment effectively,
building on the experience and practices of other EU countries that had visibly
reduced unemployment.191

At the General Meeting of Shareholders of the Bank of Greece in April 2001, Go-
vernor L. Papademos closed his Report for 2000 with the following remark and wish:
“Only a few years ago, Greece’s nominal convergence by the year 2000 and subse-
quent entry into EMU might have seemed to be a particularly ambitious, if not en-
tirely unattainable, goal. This difficult venture was, however, successfully completed,
thanks to the conduct of an appropriate policy, the efforts made by the social part-
ners and widespread social acceptance. If the aims and actions of the social partners
and the government are imbued with the vision of real convergence and full em-
ployment, which should normally enjoy the widest possible acceptance, then also
this vision will become a reality”. Ten years later, the goal of real convergence re-
mained unfulfilled, despite some progress, becoming more remote after the debt
crisis in Greece and the euro area.

6.19 Institutional and organisational changes

At institutional level, preparations for the single currency began at the Bank of
Greece as early as 1997, irrespective of the final date of entry into the future mone-
tary union. The technical preparation was a real feat, about which too little has been
written. Hectic work was carried out to harmonise accounting methods with Euro-
pean standards and adapt procedures to the requirements of EMU. The Bank’s staff,
across all levels of hierarchy, gave a fight that could not have been won unless
everyone worked in the right direction. And this fight was won.

In late 1997, the Hellenic Parliament passed Law 2548 on “Provisions on the
Bank of Greece”, whereby the institutional framework governing the Bank of
Greece was harmonised with the provisions of the Treaty on European Union and
the Statute of the European System of Central Banks (ESCB). The Bank of Greece
became a member of the ESCB as soon as it was established in June 1998. Under that
law, the Monetary Policy Council was established, as a body responsible for mone-
tary and exchange rate policy. Furthermore, the Extraordinary General Meeting of
Shareholders of the Bank of Greece held on 22.12.1997 approved the necessary
amendments to the Bank’s Statute, including the provisions on its independence.192
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These decisions of the Extraordinary General Meeting of Shareholders were rati-
fied by Law 2609 on 11.5.1998,193 explicitly stating that “the primary objective of the
Bank of Greece shall be to ensure price stability. Without prejudice to this primary
objective, the Bank shall support the general economic policy of the Government”.
These provisions were accompanied by the necessary safeguards of the institutional,
personal and operational independence of the Bank of Greece.194 Meanwhile, the
Bank, with a number of publications, undertook to inform the public on the
upcoming economic and monetary union, the prospective adoption of the euro and
its implications for the Greek economy and society.195

Given that the national central banks would be responsible for implementing
the monetary policy formulated by the European Central Bank, and with a view to
testing operational preparedness for the requirements of the ESCB, the Bank took
part with great success in a number of tests carried out at the EU level in the second
half of 1998. Adjustments were also made in the areas of the institutional frame-
work of the domestic foreign exchange market, monetary policy instruments, sta-
tistics and payment systems, in line with European standards. In 1998, an Office for
the Management of ESCB-related Foreign Exchange Operations was set up.196 In
1999, organisational changes were made in key functions, such as the Monetary Po-
licy and Banking Department, the Government Financial Operations and Accounts
Department, the Information Systems and Organisation Department and the Ad-
ministration Department, and an Information and Communications Office was set
up, among other things in charge of the Bank’s website.197

In 2000, the statistics function, formerly part of the Economic Research Depart-
ment, became a separate Statistics Department.198 Finally, it was decided to set up
a Historical Archive of the Bank of Greece, to highlight the Bank’s role in Greek
economic history since its foundation.199

With a view to ensuring a more effective management of its gold reserves and
their eligibility for foreign reserve asset transfers by national central banks to the
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future European Central Bank, the Bank of Greece decided an upgrading and con-
version into gold bullion conforming to international standards. The upgrade ap-
plied to gold reserves kept abroad (at the Federal Reserve Bank of New York, the
Bank of England and the Union Bank of Switzerland in Zürich), as well as in the va-
ults of the Bank of Greece.200

As part of the efforts towards modernisation, the Electronic Secondary Securi-
ties Market (HDAT) was set up within the Bank of Greece, covering all over-the-
counter transactions in government securities and ensuring automation not only of
the secondary but also of the primary securities market, as well as the greatest pos-
sible transparency. In the area of information systems, the Bank of Greece com-
pleted the necessary adaptations to put in place the IT infrastructure supporting
payment systems and balance-of-payments compilation, while steps were taken to
address the millennium bug.201 HDAT was effectively launched in May 1998, en-
abling, among other things, the reliable valuation of the relevant portfolios of banks,
insurance undertakings and other firms.202 Improvements in HDAT continued in the
following years, with the development of an electronic trading system for securities
and the introduction of a new segment for repos and a credit risk management sys-
tem, helping to reduce systemic risk in the Greek banking system. Adaptations were
also made with a view to interlinking the book-entry securities system with the
HERMES payment system.203 Furthermore, it was decided to set up a special
depository for securities, which would also provide custodian services.204

To enable the smooth integration of the Bank of Greece into the Eurosystem as
of 1.1.2001, a number of substantial adjustments were also made. Specifically,
(i) the drachma balances of credit institutions’ accounts with the Bank of Greece,
which were associated with the conduct of monetary policy, were converted into
euro; (ii) the HERMES and the EURO-HERMES payment systems were merged
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into a single system to ensure that as from 1.1.2001 all interbank market operations
are conducted in euro; (iii) the Bank undertook major investment in technological
equipment and adjusted its system for the management of foreign exchange reser-
ves; (iv) the Bank’s accounting system successfully migrated to the euro environ-
ment, and its systems of communication with the ECB were adjusted; (v) the systems
related to the management and trading of Greek government securities successfully
migrated to the euro environment, public debt was redenominated in euro and, as
from 2.1.2001, HDAT operated in euro. At the same time, the Bank implemented an
information campaign, in cooperation with the ECB, so as to properly prepare the
public for the introduction of the euro and the withdrawal of the drachma.205

In the context of improving the procedures and methods for government secu-
rities trading, competitive bid tenders were introduced, securities were demateria-
lised and the institution of Primary Dealers was put into effect; in February 1999,
Primary Dealers comprised eight Greek and six foreign banks. Moreover, the go-
vernment established, by Law 2628/98, the Public Debt Organisation, which started
operating in 1999.206 On 29.4.1999, the Annual General Meeting of Shareholders
decided to dematerialise the shares of the Bank of Greece. Furthermore, by new
amendments to the Statute (Articles 8, 9 and 13), approved by the extraordinary
General Meeting of Shareholders of 7.10.1999, enabled: (i) an increase in maximum
government participation in the share capital of the Bank to 35%, so as to compen-
sate for a possible decrease in social security funds’ participation; and (ii) a split of
Bank of Greece shares, subject to government approval; and (iii) a modification of
the minimum number of shares needed by a shareholder to participate and vote at
General Meetings.207

A notable development in 1998 was the boom in the Athens Stock Exchange,
with share prices rising by 85% between end-December 1997 and end-December
1998. This enabled banks to improve their capital base by tapping the stock market.
Favourable stock market developments were attributed by the Bank of Greece to the
entry of the drachma into the ERM, the downward trend of nominal interest rates
and the higher profits of most listed companies. Yet, the Bank noted that, despite the
steep rise in share prices, the P/E ratio in the Greek stock market did not exceed the
respective levels seen in other countries of the European South, namely Italy, Spain
and Portugal.208 Share prices and trading volumes on the Athens Stock Exchange
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moved upwards in 1999, particularly in August and September, falling sharply
thereafter. Just before the start of this downward path, Governor Papademos issued
a strong but carefully worded warning to investors.209

Overall, the Composite Athens Stock Exchange Index rose sharply by 102.2%
between December 1998 and December 1999 (reflecting the rise observed in the
year to September), compared with increases of 58.5% in 1997 and 85.1% in 1998.210

For the Bank of Greece, developments in the Greek stock market also revealed its
weaknesses as a market in transition to maturity. Large numbers of new market par-
ticipants in summer 1999 lacked the necessary knowledge and understanding of the
risks involved. As a result, excessive expectations were created, which did not re-
flect the market’s fundamentals. Alongside the first downward correction in
September 1999, the market also faced challenges as a result of short-selling by
securities firms. Eventually, in order to prevent a spillover of these problems to the
broader financial sector, the Bank of Greece took action twice, on 27.9.1999 and
on 17.3.2000, to facilitate the financing of natural persons (against collateral of se-
curities) and securities firms.211

6.20 The banking system

In the new, deregulated international financial environment, banks faced strong
competition from insurance companies and mutual funds. Bank intermediation de-
clined, as savers now had more options for placing their money and financial inno-
vation gained ground. The upcoming introduction of the euro would speed up
financial integration in Europe, removing barriers to market entry. The late 1990s
saw the lifting of the last remaining restrictions on the Greek financial system:
among other things, foreign currency-denominated deposit accounts were fully de-
regulated; the compulsory conversion into drachmas of income arising from invest-
ment abroad and flowing back into Greece was abolished; and non-residents were
allowed to open bank accounts. Of course, banks needed to carry out the necessary
adjustments, both for the upcoming changeover to the euro and for coping with the
new competitive environment. The changeover to the euro would entail costs for
banks, not only in terms of the technical adjustment of their operating and account-
ing systems, but also in terms of their income, insofar as they would lose foreign
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exchange business. Against this background, the most dynamic parts of the Greek
banking sector were reoriented to the provision of flexible and innovative products
and to universal banking business models. At the same time, there was a tendency
towards forming financial groups, comprising diverse subsidiaries, such as mutual
funds, investment firms, securities firms, insurance undertakings, etc. Despite the
satisfactory profitability of Greek banks, the Bank of Greece strengthened its pru-
dential supervision, keeping a close eye on certain credit aggregates such as consu-
mer credit and loans in foreign currency.212

These developments continued well into 1999. The banking system underwent
significant consolidation through mergers and acquisitions, and banks strengthened
their capital base, expanded their activities (also abroad, often in cooperation with
foreign credit institutions) and considerably improved their profitability. In the face
of stronger competition and reduced bank intermediation, banks implemented cost-
cutting policies through mergers and introduction of new technologies, and ex-
panded into new lines of activity, such as insurance, asset management and supply
of new financial products and derivatives. Despite consolidation, the size of Greek
banks remained small by EU standards.213 In addition, the Bank of Greece noted
that banks’ high profitability was partly due to high stock market gains in 1999.214

Another point made by the Bank of Greece was that interest income, traditionally
the main income source for banks worldwide, represented only a small share of Greek
banks’ income, although this share tended to increase. The fast growth of this income
reflected the large increase in loans to the private sector (in particular households)
since 2000, whereas the spread between lending and deposit rates had diminished. A
stronger increase in interest income was expected in view of the shift in bank credit
towards the private sector, as these loans offered higher yields than government paper,
as well as in the context of the reduction in the reserve ratio from 12% to 2%.

On the other hand, income from commission fees had been declining, which was
seen as a negative development, given that this type of income contributes to a further
diversification of bank income sources and is less volatile and less exposed to the busi-
ness cycle. Nevertheless, banks’ capital adequacy was seen as satisfactory, with the re-
levant ratio standing at 16.5% by end-June 2000, offsetting increased credit risk
associated with strong credit expansion, most notably in the area of consumer credit.215

350 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008

212 Annual Report for the year 1997.
213 Annual Report for the year 1999.
214 Ibid.
215 Annual Report for the year 2000.



On 15.12.1998, the Bank of Greece and the Hellenic Capital Market Commis-
sion signed a Memorandum of Understanding, establishing a framework for
information exchange and mutual assistance between the two institutions in
order to ensure coordinated and effective supervision of both credit institutions
and investment firms.216

In the context of its bilateral and/or multilateral cooperation with other central
banks in the Balkan region, the Bank of Greece signed an agreement on supervisory
cooperation with the Central Bank of Albania (January 1999)217 and an agreement
with the Central Bank of the Former Yugoslav Republic of Macedonia (February
1999) on cooperation in the areas of banking supervision, monetary policy, capital
market, statistics, cross-border payment systems and staff training.218

In the field of banking regulation and supervision, the Bank of Greece set ge-
neral criteria and principles to govern banks’ internal control systems, instructed
banks to establish independent audit and risk management functions and required
them to report, on an annual basis, on the adequacy of their lending procedures.
The Bank also established a framework of minimum quantitative criteria for
assessing the adequacy of banks’ loan loss provisions. Capital adequacy was
broadly satisfactory in 1998, with the average capital adequacy ratio standing well
above 8% and rising.219

Lastly, as part of payment system modernisation, the Bank of Greece created the
HERMES system, the real-time gross settlement (RTGS) system for payments in
drachmas.220 Since the beginning of 1999, an RTGS for payments in euro (Euro-
HERMES) operated alongside the Trans-European Automated Real-time Gross Set-
tlement Express Transfer System (TARGET), while work was carried out to
incorporate additional functionalities into the drachma RTGS system and to intro-
duce a new Accounting Plan for the Bank of Greece. In the area of information
systems, the Help Desk and the Information Systems Security Unit were set up.221

In that period, the Bank of Greece stepped up its personnel training programme,
enriching it with subjects such as the use of new IT systems, Greek and internatio-
nal money and capital markets, new risk management methods and tools, etc.222 In
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1997, the Bank of Greece launched its Monthly Bulletin of Conjunctural Indicators
(replacing the Monthly Statistical Bulletin) and, as from 1999, a new bimonthly Bul-
letin of Regional Conjunctural Indicators for Macedonia-Thrace, prepared by its
Thessaloniki Branch.223

Committed to promoting economic research and disseminating research results,
the Bank of Greece held, in cooperation with the Brookings Institution, a two-day
conference in December 2000, entitled “Greece’s Economic Performance and
Prospects”. The conference covered a broad range of topics, with a focus on mone-
tary, economic and structural reform policies.224
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7THE ECONOMY IN THE ERA OF THE
EURO, 2001-2008

7.1 Introduction

This comparatively shorter period covers the first years of Greece’s participa-
tion in the euro area, from 2001 to 2008, when the global financial crisis inten-
sified. Insofar as these first years were marked by enthusiasm for a united Europe
and its common currency, as well as for the ensuing benefits for countries like
Greece from the drastic reduction in borrowing rates both for the private and
the public sector, this period can be seen as the honeymoon of the euro, before
the outbreak of the global crisis and the subsequent euro area crisis. The post-
2008 period will be discussed in a separate section at the end of this chapter.
Before that, it is necessary to review this relatively short period in the history of
the Bank of Greece: it was the “roaring 2000s”, when the Bank’s warnings against
an overheating of the economy fuelled by excess borrowing, failure to stem in-
flation and widening fiscal deficits fell on deaf ears. The key feature of that pe-
riod was that, by adopting the euro, Greece became part of a broader economic
area, within which it had to trade off its monetary and exchange rate sovereignty
against the benefits that would arise. The Bank of Greece would from now on
implement the single monetary policy and participate in its formulation, but
would no longer conduct a national monetary policy, while its core functions
would be to ensure price stability (a task mainly carried out through public
interventions and statements) and to supervise the domestic credit system.



7.2 The first year of Greece’s participation in the euro area and of the Bank of Greece
as member of the Eurosystem

2001, the first year of the country’s participation in the euro area, was a turning
point for the Greek economy, which, since the adoption of the single currency on
1.1.2001, entered a new monetary environment that ensured a high degree of price
stability and favoured economic growth. At the same time, the year 2001 was a
milestone in the history of the Bank of Greece, as the Bank became a member of the
Eurosystem (which comprises the ECB and the national central banks of the countries
that have adopted the euro) and started implementing the single monetary policy.

As a necessary condition for the implementation of the single monetary policy
in Greece, the euro had to be introduced in scriptural form, and the domestic
money market had to be linked to the euro area money market. This endeavour was
successfully carried out on 1.1.2001, following systematic preparations and coordi-
nated actions by the Bank of Greece and domestic credit institutions. In the course
of 2001, the production of euro banknotes and coins was completed, followed by
the frontloading of credit institutions. The Bank of Greece, in cooperation with the
government, commercial banks, economic agents and professional cash handlers,
played a decisive role in the smooth introduction of euro banknotes and coins and
the gradual withdrawal of the drachma from circulation from 1.1.2002 onwards.
A major component of this preparatory work was an information campaign that
was implemented by the Bank of Greece and lasted for several months. The euro
cash changeover marked the completion of the process for the introduction of the
single currency and the transition to a new monetary environment.1

The primary objective of the single monetary policy of the Eurosystem – in the
formulation and conduct of which Greece has participated since 2001 – is to achieve
and maintain price stability in the euro area. Without prejudice to this objective,
monetary policy also supports the general economic policy goals in the European
Union.2 In 2001, the single monetary policy was conducted in an environment
characterised by significant economic slowdown in the euro area and worldwide, as
well as heightened uncertainty in international financial markets in the wake of the
9/11 terrorist attacks in New York. Although in the first four months of the year,
against the background of rising inflation, the ECB kept its key interest rates
unchanged, thereafter (between early May and early November 2001) lowered its
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policy rates on four occasions, by a total of 150 basis points, judging that monetary
developments did not pose risks to price stability in the medium term.3

The performance of the Greek economy in 2001, the first year of EMU partici-
pation, was determined by the single monetary policy of the ECB, national eco-
nomic policy and developments in the global economy. Global economic
developments contributed to a slowdown in the growth rates of exports of goods
and services, industrial output and private business investment, but their adverse im-
pact on economic activity was offset by other factors, such as buoyant private con-
sumption and a strengthening in residential investment. As a result, real GDP
growth remained unchanged from 2000, at 4.1%, well above the euro area average.4

Inflation in Greece broadly mirrored the pattern of euro area inflation, but stood at
higher levels: in 2001, average annual HICP inflation was 3.7% in Greece, compared
with 2.9% in 2000 and 2.6% in the euro area. The persistence of inflation at a rela-
tively high level was primarily due to the indirect and lagged effect of exogenous
factors that had emerged in 2000 (higher international oil prices, appreciation of
the US dollar vis-à-vis the euro) and to a much lesser extent to a slightly faster rate
of increase in unit labour costs, which nevertheless had declined sharply compared
with 1994 (when Greece started its effort to meet the convergence criteria under
the Maastricht Treaty). As noted by Governor L. Papademos, while “the fall in
interest rates due to the changeover to the single monetary policy had a clear
expansionary impact on demand”, it did not eventually lead to an “increase in
inflationary pressures (although it may have prevented their reduction), because,
on the one hand, a significant part of the rise was channelled to imported products
and, on the other hand, the intensifying price competition on the import side kept
in check the profit margins and the rise in the prices of domestic products”.5

The Bank of Greece estimates about the impact of the euro cash changeover on
price developments are also of particular relevance. Indeed, on the basis of data
from the national CPI for the first quarter of circulation of euro banknotes and coins
in 2002, the new currency contributed 0.5 percentage point to the annual rate of in-
crease in the level of prices excluding fuel and fresh fruit and vegetables. Price in-
creases concerned goods and services provided mainly by sole proprietors or small
family businesses, although, in some cases, they were also associated with the pri-
cing policies of large corporations. This upward rounding of prices was only partly
offset by a downward rounding implemented by the public sector and some large
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private enterprises. It should also be noted that hikes in the prices of certain goods
that accounted for roughly 20% of the CPI basket, had already been recorded shortly
before the introduction of the euro, i.e. between September and December 2001.
Besides, the findings of a relevant survey confirmed that the main effect of the cash
changeover on inflation stemmed from higher prices of services rather than of con-
sumer goods. Finally, another survey showed that the rounding-up of prices was
not peculiar to Greece, with the Greek percentage of round-ups standing close to the
euro area average.6

The current account deficit fell to 6.2% of GDP in 2001 (from 6.8% in 2000), still
remaining high. Of course, as noted by L. Papademos, the adoption of the single
currency had significantly reduced the importance of the current account deficit
(and its financing) as a constraint on the conduct of economic policy. Nevertheless,
developments in the current account balance “continue to provide useful informa-
tion about the competitiveness of the Greek goods and services both in the dome-
stic and in the world markets and affect GDP growth”.7

With respect to public finances, as mentioned in the Annual Report,8 the sys-
tematic effort made over a number of years resulted in a small general government
surplus in 2001, amounting to 0.1% of GDP, against a deficit of 0.8% of GDP in 2000,
according to the then available data.9 At the same time however, L. Papademos
noted that the observed elimination of the general government deficit resulted
mainly from reduced interest payments, while the increase in the general govern-
ment primary surplus was marginal, reflecting exclusively increased capital trans-
fers to general government from the EU, given that primary expenditure remained
unchanged as a percentage of GDP, and government revenue and social security
contributions decreased.

The implementation of the single monetary policy in Greece from 2001 onwards
pushed bank rates downwards. Deposit rates converged almost fully to the respec-
tive euro area rates, and the weighted average rate on deposits and repos fell by
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2 percentage points in 2001. Similar reductions were also observed in bank lending
rates.10 It goes without saying that monetary and credit aggregates in Greece were no
longer influenced by a national monetary policy pursued by the Bank of Greece, as
was the case prior to 2001, whereas they only partly reflected the effects of the sin-
gle monetary policy, which was formulated at the euro area level. As pointed out in
the Annual Report by Governor L. Papademos, 2001 saw a considerable deceleration
in the increase in Μ3, which was now a component of the euro area Μ3. Greek M3
growth moderated to 6.7% in the fourth quarter of 2001, from 12.8% one year
earlier. This moderation was mainly associated with a slowdown in credit expansion
to both the private and the public sectors, although credit growth in Greece was
higher than in the euro area. Total credit expansion slowed down to 15.7% in 2001,
from 20.2% in 2000.

With respect to the changing composition of bank credit, the Bank of Greece
noted that credit expansion to households (housing and consumer loans) had
accelerated to 40%, while credit expansion to enterprises had declined to 18.6%,
with the exception of tourism-related and leasing companies. However, the out-
standing amount of bank loans to households accounted for only 18% of GDP at
end-2001, well below the respective euro area ratio (50% of GDP at mid-2001). In
addition, the share of household loans in total loans was lower in Greece than in
the euro area. Nevertheless, the Governor pointed out that the share of household
loans in total loans had been increasing, with direct implications for the quality of
Greek banks’ loan portfolios. Certainly, another factor behind strong credit
expansion to households was a decline in bank rates in Greece, as a result of ECB
interest rate cuts. Specifically, the interest rate on consumer loans fell to 12.7% in
December 2001, from 14.7% in December 2000, while that on housing loans
dropped to 5.8% from 8.2% in the same period.11 (For developments in the banking
system and the Bank’s supervisory role in 2001, see Section 7.5 below.)

Turning to the medium-to-long-term prospects of the Greek economy and the
challenges for economic policy, in April 2002, 16 months after the adoption of the
euro, Governor L. Papademos noted in his Annual Report for the year 2001 that the
impact of significant factors that had supported long-term growth prospects would
gradually, and perhaps substantially, fade five years ahead. Such factors included in-
flows from the EU budget as well as the expenditure associated with the Athens
2004 Olympic Games. On the other hand, he stressed that the “comfortable finan-
cing conditions for households and firms”, which had supported economic growth
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in the previous years, were expected “to continue in the future”, although he clar-
ified that “this means that they will remain more favourable than they were
before Greece joined the euro area, but not necessarily more favourable than they
are today” and cautioned that “in Greece the debt of the private sector, and more
particularly of households, as a percentage of GDP is still low, compared with
the euro area as a whole or the US. Nevertheless, while Greek households are not
overindebted, on the basis of available data, the persistence of current trends over
a number of years may increase their liabilities excessively. This would create
problems as far as debt servicing is concerned, with negative effects on consumer
spending and economic activity. The Bank of Greece is of course monitoring
these developments closely and is striving […] to increase transparency in the
credit market, so as to – among other things – make credit risk management by
banks more efficient and prevent negative developments of this type”.

This assessment of the long-term economic outlook, including the diminish-
ing effect of favourable factors, had important policy implications: “First, […]
resources available during the current period must be utilised efficiently, so as to
multiply their effectiveness and prolong their beneficial effect. Second, fiscal po-
licy must be able to mitigate the short-term consequences of cyclical shocks due
to the gradual decrease in the positive contribution of the above factors and, more
generally, the impact of shocks that could cause fluctuations in economic acti-
vity. Therefore, the fiscal consolidation effort will have to be sustained, as pro-
vided for in the Greek Stability and Growth Programme, so that fiscal surpluses
and a drop in the public debt-to-GDP ratio over the coming years will make the
conduct of anti-cyclical fiscal policy possible whenever necessary, without imped-
ing the achievement of balanced budgets in the medium term. Third, appropriate
conditions and policies must be created and formulated in time, in order to help
maintain high growth rates, mainly by increasing net exports and utilising
opportunities in the world market. Such policies include those aimed at attracting
foreign direct investment. Greece must take advantage of its participation in the
euro area more, and expand its trade transactions with the other Member States,
while particular attention must also be paid to developing trade with the EU
candidate countries. The expansion of exports presupposes, inter alia, that Greece
will succeed in utilising its comparative competitive advantages (primarily in the
sectors of tourism and shipping, but also in certain branches of agricultural and in-
dustrial production). Such advantages also include Greece’s position in a geo-
graphical region where it is – so far – the only Member State of the EU. The question
therefore is how Greece can improve the conditions and policies that will provide
continued and substantial support to the growth dynamics of the Greek economy
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over the next ten years”.12

According to the Governor, the answer to this question was “reforms in several
sectors [that] will have to be accelerated and widened in scope, so as to increase the
efficiency of the economy and improve its competitiveness”, as well as the “comple-
tion of fiscal consolidation, and the steady reduction of the debt-to-GDP ratio
[…which] will also contribute to the achievement of growth targets and […] enable
fiscal policy to help stabilise economic activity in the short term”.13

As key policy priorities with a view to long-term fiscal stability, L. Papademos
identified the reform of the social security system (the “major economic policy
issue”); the tax reform; and effective control on primary public expenditure, by in-
troducing rules and limits across all the components of the public sector and by
enhancing transparency concerning total – current and future – liabilities of the ge-
neral government sector.

In his Annual Report for 2001 (April 2002), Governor L. Papademos elaborated
further on the social security issue, which was a ticking time bomb threatening fiscal
stability. Once again he identified a combination of factors as the root cause of the
problem, namely (a) population ageing; (b) the pay-as-you-go character of the exi-
sting pension system; and (c) the accumulation of financial burdens from past policy
choices. A reform of the pension system was necessary to secure its viability, to safe-
guard long-term fiscal stability, as well as to ensure a fairer distribution of the burden
across generations. According to the Bank of Greece, a comprehensive approach to
the problem was warranted, involving: (a) policies geared towards boosting employ-
ment, through the integration of immigrants into the formal labour market and the
social security system; (b) strategies to reduce contribution evasion; and (c) a policy
for better linking pension contributions to benefits, through parametric and structu-
ral changes, as well as through the direct funding of welfare or social policy benefits
by the ordinary budget rather than by social security funds. In connection with this,
and with respect to the crucial issue of social security funding, L. Papademos drew the
attention of the successive governments to a high and rising public debt and to the
urgent need to reduce it, adding that the resources needed for financing the social se-
curity system should come from cuts in other, non-productive government expendi-
ture rather than from increased total expenditure or a higher tax burden.14
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In addition to the pension and tax reforms, and with a view to promoting
sustainable growth after Greece had joined the euro area, the Governor highlighted
the importance of reforms aimed at modernising public administration; enhance
the efficiency of the labour market; increase market competition, particularly by
opening up the energy market; speed up privatisations; and further improve the
effectiveness of the banking system.

Summing up the assessment of Greece’s economic prospects and of policy chal-
lenges in the era of the euro, L. Papademos highlighted the following: “The pro-
spects of achieving real convergence and full employment are favourably affected by
the adoption of the euro and the monetary and exchange rate stability this entails
[…]. The real convergence process is, however, impeded by the constraints impo-
sed by high public debt, low productivity, and the combination of ineffective func-
tioning and insufficient competition in some markets. Consequently, the monetary
stability ensured by the adoption of the euro […] should not lead to complacency
and a slackening of the efforts to complete fiscal consolidation and improve the eco-
nomy’s productivity and international competitiveness. Furthermore, the main goal
should be to achieve and maintain price stability in our country, which cannot be
ensured solely by means of the single monetary policy. The conduct of an appro-
priate national economic policy is also required, as well as the contribution of the
social partners, through the implementation of a prudent pricing policy and agree-
ments on collective wage increases that match the rise in productivity and ensure
price stability. […] Through a systematic approach, prudence and consensus, we
can successfully carry out the reforms that will lead to a significant improvement in
competitiveness and the completion of fiscal consolidation. These are the two main
prerequisites that must be ensured in order to achieve full employment and real
convergence and enhance social cohesion”.15

As mentioned at the beginning of this chapter, the Bank’s warnings were not hee-
ded, and its recommendations were not acted on. In the eight years that followed,
not only did fiscal consolidation remain incomplete, but also fiscal deficits wide-
ned, while the international competitiveness of the Greek economy suffered consi-
derable losses.

L. Papademos resigned from the Bank of Greece on 27.5.2002, when he was
appointed Vice-President of the ECB. On 14.6.2002, Deputy Governor Nicholas
Garganas was appointed Governor of the Bank of Greece, and Nikolaos Paleocrassas
became Deputy Governor.
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7.3 Macroeconomic and monetary developments, fiscal adjustment and structural
problems, 2002-2007

In his first Report as Governor, presented to the Annual General Meeting of
Shareholders in April 2003, Νicholas Garganas noted that the high degree of eco-
nomic stability and credibility stemming from Greece’s EMU participation had
contributed in recent years to an acceleration in GDP growth, which stood at 4%
in 2002, i.e. roughly unchanged compared with 2000 and 2001, despite the adverse
international economic environment. The Governor highlighted the positive con-
tribution of considerable inflows from the EU Structural Funds. On the other
hand, he pointed out that the rise in employment had been small and the unem-
ployment rate had declined at a slow pace. Moreover, average annual HCPI inflation
had picked up slightly to 3.9% in 2002 (from 3.7% in 2001) and its differential from
the average euro area inflation had widened, while the current account deficit had
narrowed only marginally, to 6.1% of GDP (from 6.2% in 2001). With respect to the
latter, the Governor remarked that, although “the existence of a high current
account deficit, which reflects a shortfall in domestic saving relative to domestic
investment, is to be expected in a fast-growing economy which is traditionally a net
capital importer […], the deficits recorded in recent years seem to stem also from
a loss of price competitiveness”, and warned that “if the current levels of the deficit
persist, they could have negative repercussions on growth and employment”. The
policy implication was that there was a need for further structural reforms in the
product and labour markets, as well as fiscal adjustment, in order “to improve the
competitiveness of the Greek economy and achieve real convergence towards the
other euro area countries”.16

On the monetary front, Greek Μ3 growth continued to slow down in 2002, fal-
ling to 2.1% in the last quarter of 2002, from 4.4% one year earlier (according to re-
vised data), before turning negative (-0.2%) for the first time in December 2002.
Overall, monetary dynamics remained weak in 2002, with the Greek M3 growth
rate corresponding to about one third of that for the euro area aggregate. This was
due to weaker credit expansion to firms and households, as well as to a shift from
repos (which were again subject to tax) to longer-term deposits and government
paper. At the same time, interest rates on deposits and repos dropped by 0.3 per-
centage point on average, also on the back of lower ECB key interest rates. Howe-
ver, real interest rates largely hovered in negative territory, as inflation was above
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nominal interest rates. Interest rates on housing loans also declined, while those on
consumer/personal loans remained unchanged at their December 2001 level.17

Notably, loans to households accounted for 61.4% of total credit expansion, a
considerably higher share relative to 2001 (46.7%) and 2000 (34.7%). However,
households’ total liabilities vis-à-vis the banking system stood at 22.3% of GDP at
end-2002, compared with 47% in the euro area. Therefore, Governor Ν. Garganas
considered that Greek households’ indebtedness was not high by European stan-
dards. In this connection, a survey conducted on behalf of the Bank of Greece in-
dicated that the majority of bank debtors were households of relatively high income
and wealth, while the outstanding balance of loans did not exceed, on average, their
annual income, even in the lowest income brackets.18

In November 2002 and April 2003, looking into the social security issue from a
longer-term perspective, Ν. Garganas also highlighted the need to speed up the esta-
blishment of the other two pillars based on capitalisation: the second pillar, i.e. oc-
cupational funds, and the third pillar consisting in voluntary retirement savings.
Such a three-pillar system would offer multiple advantages, as it would: (a) offer
workers a wider array of options regarding their social security coverage; (b) help to
reduce mandatory social security contributions and public expenditure for pen-
sions; and (c) improve the relationship between contributions and benefits. More-
over, the Bank of Greece warned that, despite potential social reactions, failure to
reform social security in a timely manner would lead to much heavier tax burdens
on future generations.19

In the Annual Report for 2003, presented at the General Meeting of Sharehold-
ers in April 2004, Governor Ν. Garganas took stock of the performance of the Greek
economy in the first three years of euro area participation and observed that,
although the growth rate had remained high, productivity was still low and the de-
cline in the unemployment rate had not been satisfactory. Most worryingly, inflation
had remained above the euro area average, implying further competitiveness losses.
In addition, the current account deficit, which had declined slightly to 5.7% of GDP
in 2003, had overall increased in the preceding four years, while the fiscal position
had deteriorated, with the general government deficit coming close to the reference
rate of 3% of GDP in 2003 (based on data available at the time) and public debt
declining marginally and remaining above 100% of GDP. Ν. Garganas reiterated
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that achieving real convergence called for a policy geared towards the dual goal of
reducing inflation and increasing productivity and growth. It was therefore necessary
to speed up structural reforms that would make the Greek economy more competi-
tive. In this respect, the Bank recommended: (a) promoting reforms to ensure a more
flexible labour market, as well as active employment policies combining flexibility and
job security and encouraging labour demand and supply; (b) supporting entrepre-
neurship, with an emphasis on R&D and innovation; (c) speeding up privatisations,
opening up closed-shop (regulated) professions and strengthening the role of the
Competition Commission; (d) upgrading the education system and modernising
public administration; (e) pressing ahead with fiscal consolidation, in tandem with
effectively tackling the social security problem; and (f) maintaining price stability, in
cooperation with the social partners, through wage moderation and appropriate
pricing policies. As Ν. Garganas warned – and subsequent developments proved him
prophetic – “… however, these reforms are essential […] for rapid and sustainable
economic growth […]. Failure to act will have dire consequences”.20

In general, the Governor never failed to stress that the competitiveness of the
Greek economy as a member of the euro area hinged upon reforms that would
counteract the loss of national policy instruments, such as exchange rate policy.21

Greek governments should seek to offset the impact of a persistent positive inflation
differential vis-à-vis the euro area by fiscal and labour market policies, as well as
structural reforms to enhance productivity and competitiveness. Euro area mem-
bership left no room for complacency in economic policy; rather than a reward for
the country’s past achievements, it should be seen as a commitment to a reform
policy in the future. A similar stand was taken by the Governor at ECB bodies,
where, unlike what some could expect of a central banker of a Mediterranean coun-
try traditionally favouring more relaxed policies, he fervently advocated monetary
discipline, at the European level as well, rather than a short-term discretionary
policy that would fan inflation.

Turning to monetary developments, the downward path of interest rates conti-
nued in 2003, with a concurrent increase in Μ3 growth. However, interest rates in
Greece were still well above euro area average rates, with the widest interest rate dif-
ferential observed in consumer loans. Consumer loan growth had declined less than
the growth of total loans to households in 2003. On the other hand, 2003 witnessed
the first housing loan securitisation to be carried out by a Greek bank.22
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In April 2005, the Report for 2004 confirmed a weakening in the robust econo-
mic growth rate, from 4.7% in 2003 to 4.2% in 2004, while a further slowdown to
about 3% was projected for 2005.23 Strong GDP growth and the hosting of the 2004
Olympic Games boosted employment, but this was not accompanied by a significant
decline in the unemployment rate, which stood at 10.5% in 2004, 2.5 percentage
points higher than the EU-15 average.24 HICP inflation remained unchanged at its
end-2003 level of 3.2%. However, core inflation picked up in 2004 (3.4%) relative to
2003 (3.1%). According to Ν. Garganas, persistently high core inflation was due to
inflationary pressures from higher labour costs25 and inadequate competition in cer-
tain markets.26 On the positive side, the current account deficit decreased markedly,
to 3.9% of GDP in 2004 from 5.6% in 2003. This decrease could only be sustained
if further reforms to raise productivity and competitiveness were implemented, as
repeatedly stressed by the Bank of Greece.27

Even stronger was the Governor’s warning about fiscal imbalances: based on the
then available data, the general government deficit rose further in 2004, to 6.1% of
GDP, the highest ratio in the euro area. Primary expenditure of the ordinary bud-
get, which included compensation of central government employees, pensions and
grants, grew by 15.1%, while investment budget expenditure rose by 12.8%. The ge-
neral government deficit as a percentage of GDP was much higher than the initial
budget forecast (for a mere 1.2% of GDP!).28 The overrun was partly due to a tech-
nical factor, i.e. the 2004 Fiscal Audit, which, because of the way it had been carried
out, ended up in undermining the credibility of Greek statistics and of the country
in general. The audit not only failed to trigger institutional changes that would en-
sure reliable Greek statistics in the long run, but also proved to be ineffective, as it
had been motivated by domestic political considerations which however affected
an area where the markets are the ultimate judge. The harm that was done would be-
come evident much later, when the Greek crisis broke out.

Meanwhile, following the ECOFIN’s decision of 5.7.2004, an Excessive Deficit
Procedure (EDP) was opened against Greece. The set of measures to reduce the de-
ficit submitted by Greece in November 2004, although in the right direction, were
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not considered sufficient, according to the European Commission’s assessment on
22 December.29 Thus, the EDP was stepped up, from Article 104(8) of the Treaty to
Article 104(9), i.e. the last step before sanctions. New recommendations were
issued on 17.2.2005, when Greece was granted a one-year extension of the deadline
and was invited to reduce its deficit below 3% of GDP by end-2006. In response, the
Greek government prepared and submitted a revised update to its Stability and
Growth Programme for 2004-2007, which was reviewed by the ECOFIN on
12.4.2005 and found to be in line with the recommendations of the Council’s pre-
vious decision.30 On 24.11.2005, the European Commission assessed the biannual
progress report submitted by Greece and noted that most of the fiscal adjustment
had been due to lower investment spending, while current spending had only been
curtailed to a limited degree.

Furthermore, the assessment of the Updated Stability and Growth Programme
2005-2008 by the European Commission and the ECOFIN stated that the long-
term sustainability of Greece’s fiscal position was seriously threatened by the high
public debt, compounded by the expected burdening of public finances as a result
of population ageing.31

Against this background, Ν. Garganas stressed that: “Fiscal consolidation, in the
context of the revised Updated Stability and Growth Programme 2004-2007, as well
as in the longer run, is a top priority for the years ahead. The magnitude of fiscal im-
balances is indicated by the very high levels of the general government deficit and
debt, which are the highest in the euro area. Furthermore, the impact of population
ageing on pension and health expenditures is expected to be quite large and growing
after 2015 and to be the largest (as a percentage of GDP) in the euro area. If fiscal
imbalances are not addressed effectively on time, the public sector’s creditworthi-
ness and macroeconomic stability will be jeopardised. There will also be un-
favourable implications for the viability of the social security and health systems,
specifically as regards their ability to cover pension and health expenditures, as
well as for the quality of services the public sector provides. Instead, early progress
with the correction of fiscal imbalances will help safeguard such social and public
benefits, in an environment of economic stability and growth”. At the same time, he
explained the relationship between the necessary sustained improvement of the
fiscal position and the pursuit of economic growth and social progress: “Over the
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longer term, fiscal policy should be geared towards attaining a budgetary position of
close to balance or in surplus, so as to facilitate debt reduction to sustainable levels,
i.e. not exceeding the reference value of 60% of GDP provided for by the Treaty on
European Union. Besides the envisaged sharp reduction of the deficit in 2005 and
2006, there will be a need for a durable further improvement in the fiscal position
through structural changes in public expenditure and revenue collection. Purely
indicatively, a debt reduction to, say, 60% of GDP by 2015 would require – on the
basis of certain assumptions regarding mainly nominal GDP growth and interest
rates – primary surpluses of more than 4% of GDP annually, compared with a pri-
mary deficit of 0.4% of GDP in 2004. The gradual decline in government debt will
imply lower interest payments, thus releasing considerable resources for other uses.
There will also be a need for strict control and review of current expenditures, broad-
ening the tax base and curbing tax evasion. This will ensure that the deficit reduction
will be consistent with undertaking adequate public investment in infrastructures
and human capital, as well as with implementing further cuts of direct tax rates, which
are desirable both because high tax rates act as economic disincentives and because
there is intense ‘tax competition’ among the EU countries”.32

The Report for 2004 discussed more thoroughly the projected serious demo-
graphic changes, which were expected to have major implications for the pension
system. On the one hand, higher average life expectancy, reflecting improved living
conditions and health, and on the other hand, the low fertility rate of roughly 1.3,
which was falling short of the 2.1 threshold needed to renew the population, would
lead to a 38% rise in the population aged 65 or over and to a 4.5% decrease in the pop-
ulation aged 15-64 between 2005 and 2030. Those data suggested that the elderly
dependency ratio (i.e. the number of persons aged 65 or over as a percentage of the
number of those aged 15-64) would rise from 26% in 2005 to 37% by 2030. As a
result, pension expenditure was projected to rise from 12.4% of GDP in 2005 to 22.6%
of GDP in 2050. Moreover, total age-related spending should increase from 21.1% of
GDP in 2005 to 32.6% of GDP in 2050. As mentioned in the Report, although it was
not safe to rely on projections referring to such long horizons, these estimates clearly
demonstrated the magnitude of the problem. Another consequence would be that,
despite the positive effects on productivity from a higher share of labour force with
longer work experience, the increase in the workforce’s average age also implied
lower adaptability to new technologies, which would weigh on productivity growth.
However, the negative impact of population ageing on the viability of the social
security system in general could be eased through measures aimed at raising the
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employment rate, such as encouraging the labour market entry of immigrants, in-
creasing female labour market participation and limiting early retirement.33 Early re-
tirement was strongly criticised by the Bank of Greece as socially unfair and
uneconomic. Given that an early retiree received a pension which was a multiple of
total contributions paid during his/her working life, while a person retiring at the
statutory retirement age received a pension that was only a fraction of his/her total
contributions (even if it might be higher in absolute terms), this inevitably gave rise
to blatant social inequalities. Furthermore, early retirement placed a huge burden on
the finances of social security funds, as this translated into a reduction in social
security contributions and a corresponding additional increase in pension pay-
ments. Besides, contribution evasion was directly linked to the non-contributory
nature of the existing social security system, to the extent that the weak link
between contributions and benefits acted as a disincentive for insured workers to pay
their contributions.34

With regard to monetary and credit developments in 2004, Μ3 growth in
Greece increased considerably, while interest rates on new loans to households,
and mostly on consumer loans, fell significantly, unlike those on business loans,
which remained broadly unchanged. The above developments were reflected in the
growth rate of loans to households, which remained elevated (close to 28%) at end-
2004. In particular, consumer loans grew by 37.9% year-on-year in the last quarter
of 2004. At the same time, the share of household loans in total loans continued to
increase, reaching 44.1% at end-2004, compared with 39.7% at end-2003 and 36.4%
at end-2002.35

As stressed in the 2005 Annual Report, which was published in April 2006, GDP
growth was stronger than the EU-15 average for the tenth consecutive year, despite
a relatively small deceleration to 3.7% and an anticipated further slight decline to
3.5% for 2006 according to Bank of Greece forecasts. However, a number of serious
macroeconomic and structural imbalances still remained, as evidenced by relati-
vely high inflation rates (with HICP inflation rising to 3.5% and driving the diffe-
rential from the euro area average further upwards), an unemployment rate that
was among the highest in the EU (despite a small drop to 9.9%) and a current ac-
count deficit which widened significantly to 7.9% of GDP in 2005. Ν. Garganas ad-
ded that the sizeable current account deficit was attributable to the relatively high
level of investment alongside a shortfall in savings (as a result of the fiscal deficits and

THE ECONOMY IN THE ERA OF THE EURO, 2001-2008 | 367

33 Ibid.
34 Annual Report for the year 2005.
35 Annual Report for the year 2004.



household consumption behaviour), as well as to low structural competitiveness
and losses in international price and cost competitiveness. In sum: “This uneven
performance of the Greek economy reflects, on the one hand, the loose monetary
conditions that currently prevail across the euro area and, on the other hand, the
large budgetary deficits, the relatively high rate of unit labour cost growth in a se-
ries of years […] and the serious structural weaknesses of the Greek economy”. The
Report recorded a fall of 2.4 percentage points of GDP in the general government
deficit in 2005, noting that the deficit was the second highest in the euro area and
underscoring the government’s commitment (in line with the aforementioned ECO-
FIN recommendation of 17.2.2005) to correct the “excessive deficit situation”
by end-2006.36

Turning to monetary developments, interest rates continued on the same trend
in 2005, with small movements in interest rates on business loans (upward changes
in some categories) and decreases in interest rates on (consumer and housing) loans
to households. In fact, although the ECB raised its key interest rates by 25 basis
points, interest rates on consumer loans dropped further in December 2005, on the
back of strong bank competition in the area of consumer credit.37 Against this back-
drop, the share of household loans in total loans kept rising and accounted for 61.6%
of the increase in total credit by Monetary Financial Institutions (MFI), i.e. banks
and money market funds,38 to enterprises and households in 2005, compared with
60.3% in 2004.

According to the 2006 Report presented by Ν. Garganas at the Annual General
Meeting of Shareholders in April 2007, the Greek economy continued to grow strongly
in 2006, by 4.3%, performing better than expected (the Bank of Greece forecast in
April 2006 was for a slowdown to 3.5%). From a longer-term perspective, Greece had
experienced a protracted period of economic growth, with its GDP growing by 4.1%
on average over the past ten years and per capita GDP by 3.7%. This had resulted in a
faster convergence of living standards in Greece with the average of the more advanced
EU countries. The main drivers of the upturn observed between 1997 and 2006 were
stronger domestic demand, also supported by inflows from EU Structural Funds; a
rise in public and private investment in the run-up to the Athens 2004 Olympic Games
and as a result of several structural reforms; high credit growth, coupled with
lower borrowing costs, due to the deregulation of the financial system in the 1990s and
the country’s subsequent euro area entry; as well as increased exports to the markets
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of Southeastern Europe. The combined result was a drop of one percentage point in the
rate of unemployment, from 9.9% in 2005 to 8.9% in 2006; an increase of 2.5% in
productivity; and a slight decline in inflation to 3.3% in 2006 from 3.5% in 2005.39

In the context of these favourable economic developments, Greek Μ3 growth
accelerated in 2006, exceeding the respective euro area average since the second half
of the year. Another indication of the favourable environment was a shift from (more
liquid) saving deposits towards time deposits with an agreed maturity of up to two
years.40 Yet, bank deposit and lending rates followed the upward path of the ECB key
interest rates, although their rise was smaller compared with the remaining euro
area countries, and some categories of consumer and housing loans even saw inter-
est rates fall.41 Meanwhile, the growth rate of total MFI credit picked up in 2006,
mainly driven by business loans, with MFI holdings of corporate bonds making a
considerable contribution. By contrast, the growth rates of both financing of general
government and credit to households weakened. With respect to households, this
slowdown in credit expansion was primarily associated with consumer credit and
secondarily with housing loans. Overall household indebtedness reached 44% of
GDP at end-2006, from 38% in December 2005.42

In his Report for 2006, Governor Garganas extensively discussed appropriate
policies for increasing potential growth, concluding that: “[…] structural reforms
must continue over a wide range of sectors of the economy in order to reduce rigi-
dities in the labour and product markets, upgrade human capital, improve the effi-
ciency of public administration and, eventually, restructure the economy’s
production base. It will thus be possible to reshape the Greek economy so that its
future growth will rely on exports and business investment to a much greater extent
than is the case today. These reforms will increase opportunities for all to participate
in a more broadly based process of growth. It is also extremely important that the
education system be restructured at all levels so as to increase productivity, boost
employment, reduce unemployment and limit income inequalities. School and uni-
versity graduates will thus have the qualifications required for them to keep abreast
of technological developments and take part in the rise of technologically advanced
branches of economic activity, besides benefiting from this rise and, thereby, im-
proving their income prospects”.43 In addition, in view of new legislation (Law
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3536/2007) aimed at encouraging the integration of immigrants into the labour mar-
ket, the Report discussed the impact of immigration on the Greek economy and
concluded that: “In general, the economic activity of migrants contributes to GDP
growth, increases labour market flexibility, helps contain labour costs and delays
population ageing. Recent legislative initiatives for the regularisation of immigrants
are in general viewed positively by the social partners, given that they simplify the
necessary procedures”.44

2007 was a turning point for international economic developments, as it saw
financial market turmoil and a surge in oil and food commodity prices. These de-
velopments also impacted on the Greek economy, and annual GDP growth
decelerated from 4.2% in the first half of 2007 to 3.7% in the second half. (It is worth
noting here the unfortunate proposal by the National Statistical Service of Greece
(NSSG) to revise GDP upwards by almost 26.0%. The size of the proposed revision
met with sarcastic comments by international media and further undermined the
credibility of Greek statistics. Eventually, Eurostat approved a GDP revision of only
9.6% for the years 2000-2007.) Furthermore, average annual inflation fell to 3% in
2007, from 3.3% in 2006, before rising again to 3.6% in the last months of 2007,
compared with 3.2% in the fourth quarter of 2006. (For 2008, the Bank of Greece
projected an average annual inflation rate of about 4%, i.e. one percentage point
higher than the 2007 figure.) At the same time, the current account deficit, which
had remained persistently high in the previous years, widened further to 14.1% of
GDP in 2007. The growing deficit reflected the Greek economy’s lower competi-
tiveness, a shortfall in domestic savings relative to domestic investment, as well as
the impact of high oil prices. In light of the above, the Bank of Greece recommended
the adoption of measures aimed at strengthening the Greek economy, making it
more resilient to external shocks. Such measures should include the continuation of
the fiscal consolidation effort under the Updated Stability and Growth Programme
2007-2010, with a view to drastically reducing the fiscal deficit and public debt. At
the same time, measures to improve productivity, reduce production costs and
increase competitiveness and national savings were warranted in order to reduce
the current account deficit.45

International developments did not seem to have affected bank lending in
Greece, as credit expansion, mainly to the private sector, remained elevated, at 21.2%
in the last quarter of 2007, compared with 21.3% one year earlier. The annual growth
rate of MFI credit to households remained strong in 2007 (fourth quarter of 2007:
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23.2%), despite falling year-on-year (fourth quarter of 2006: 26.7%). Household in-
debtedness reached 41% of GDP in December 2007, or 45.5% of GDP including se-
curitised loans. Moreover, the upward path of key ECB rates pushed bank deposit
and lending rates in Greece further up.46

More generally, the Bank of Greece highlighted the need to shield the Greek
economy from the negative effects of developments in international financial
markets, inflationary pressures and an incipient slowdown in global economic
activity. Therefore, it called for fiscal consolidation and policies to raise competi-
tiveness, with priority on structural reforms in domestic markets. (To this end, the
Bank of Greece commissioned the Foundation for Economic and Industrial
Research (IOBE) to conduct a survey on wage and pricing policies at the firm level.)
In addition, the Bank of Greece noted that the benefits of economic growth of
previous years were not evenly distributed across the population and stressed the
need to address poverty, afflicting one fifth of Greek households. Against this back-
ground, the Bank of Greece argued that it was necessary to place much greater
emphasis on productivity-led growth rather than demand-led growth, with a view
to better insulating the economy from external shocks.47

7.4 Institutional and organisational changes, 2001-2008

Right from the start of this period, the Bank of Greece faced a massive logistical
challenge, i.e. ensuring the smooth withdrawal of drachma banknotes and coins and
the timely and adequate supply of euro banknotes and coins, to avoid disruptions in
cash transactions.

In 2001, the Bank of Greece recruited 21 technicians for its Printing Works
Department (ΙΕΤΑ), while both ΙΕΤΑ and the Cash Department were equipped
with state-of-the-art machinery for counting, sorting and authenticating bank-
notes, as well as for destroying withdrawn coins. The early preparations of the
Bank of Greece were key to the successful production and distribution of euro
banknotes and coins and to the safe and timely frontloading of banks with euro
cash. Moreover, the Bank of Greece, in cooperation with the ECB, engaged in
broad-ranging communication activities to familiarise the public with the new
currency. Specifically, 500 training courses were held across Greece in 2001,
during which 6,500 professional cash handlers from private and public enterprises
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and credit institutions were trained in checking the authenticity of euro banknotes.48

The communication initiatives undertaken by the Bank of Greece included events
held in Athens and other cities in Greece, distribution of information leaflets
and a mass media campaign, alongside special training programmes targeted at
schoolchildren.49

The euro cash changeover progressed smoothly and quickly, thanks to warm
public acceptance and the Bank’s timely preparation.50 Credit institutions were
frontloaded with euro coins as from 1.9.2001 and with euro banknotes as from
1.10.2001. A total of 3,233 bank branches and post offices across Greece were
initially frontloaded. Finally, on 17.12.2001 euro coins began to be frontloaded to
the public in the form of starter kits. The circulation of euro banknotes and coins
and the parallel withdrawal of drachmas started on 1.1.2002. The necessary con-
version of automated teller machines (ATMs) was rapid and was completed all over
the country in just three days. A faster-than-expected adjustment of the public and
enterprises to the new currency was evidenced by the fact that more than 90% of
all transactions were already carried out in euro by the end of January. The last
phase of the euro cash changeover was completed on 28.2.2002, when the dual
circulation period ended. The total value of drachma banknotes and coins with-
drawn by end-February amounted to 2.7 trillion drachmas, or around 90% of the
currency in circulation as of 31.12.2001.51 Lastly, in order to ensure the security
of transactions in the new currency, the Bank of Greece took the necessary steps
to establish and operate a National Counterfeit Centre, while National Analysis
Centres for counterfeit banknotes and Coin National Analysis Centres were set up
by the Hellenic Police.52

During the period under review, the Bank of Greece continued to upgrade its IT
systems and operations, with a view to enhancing functionality and effectiveness
in the context of the Eurosystem. Thus, in 2002 the equipment supporting the
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Electronic Secondary Securities Market (HDAT) and the repo market was replaced
with a new, more advanced system. In this connection, the systems supporting
the operations of the Foreign Exchange Department were upgraded, while the
procurement of the Trados software was approved for the Economic Research
Department with a view to supporting the work of its Publications and Translation
Section. In addition, ΙΕΤΑ was equipped with state-of-the-art machinery, following
the strategic decision to choose Greece as one of the countries that would produce
euro banknotes. Moreover, the International Relations Service, the Secretariat Section
and the Communication, Press and Public Relations Section were restructured to
facilitate cooperation with the Eurosystem.53

Another important institutional initiative of the Bank of Greece was its active
contribution, since 1995, to the development of the operational framework of the
Hellenic Deposit Guarantee Fund (ΤΕΚ), a legal person in private law providing a
deposit guarantee scheme. ΤΕΚ was established under Law 2324/1995 by the Bank
of Greece and the Hellenic Bank Association, which held 60% and 40%, respectively,
of its initial capital. In 2000, the law was amended (by Law 2832/2000), and later on
(under Law 3746/2009) ΤΕΚ expanded in scope and was renamed Hellenic Depo-
sit and Investment Guarantee Fund (TEKE). The Bank of Greece has held a con-
trolling interest in the fund, in its successive forms, and a majority in its Board of
Directors, chaired ex officio by one of its Deputy Governors. Thanks to prudent
management by the Bank of Greece, ΤΕΚ/TEKE has evolved into one of the best
capitalised deposit guarantee schemes in Europe. Its importance became evident
after 2008, when it played a key role in the resolution of Τ-Bank and Proton Bank,
as the Hellenic Financial Stability Fund had not yet been established.54

In addition, a new IT system needed for the Bank of Greece to join the Interbank
Electronic Cheque Clearing System DIASCHEQUE (the Bank had been a majority
shareholder in “Interbank Systems S.A.”, or DIAS S.A., since mid-1995), while the
necessary IT infrastructure was set up in 2005 to enable the exchange of statistical
data with the ECB and other international institutions.55 Furthermore, the expendi-
ture required for linking the Bank’s IT systems with the electronic trading platform
of the Athens Stock Exchange was approved in March 2003.56 In December 2005, the
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Bank of Greece decided to undertake the cash settlement of transactions on the
Athens Exchange and the Athens Derivatives Exchange, thereby helping to improve
the ratings of both exchanges by the ECB and international rating agencies.57

In 2006, the Bank of Greece, in the context of its organisational restructuring,
decided to gradually suspend the operation of 10 branches, 26 agencies located
within Internal Revenue Offices and 8 Sections at its Head Office. Specifically, the
Argostoli and Drama branches would close in 2007, the Piraeus, Agrinion and
Xanthi branches in 2008, the Sparta and Florina branches in 2009, the Corfu and
Rethymnon branches in 2010 and the Pyrgos branch in 2011. Those branches were
converted to outlets, carrying out transactions with the State and public organi-
sations, while the operations of the Piraeus branch were transferred to the Head
Office in Athens.58

Noteworthy organisational reforms in 2007 included a remodelling at the
Bank’s Head Office to accommodate the Historical Archives Service and the
Disaster Recovery Site; the installation of the Securities Management Applica-
tion Real-time Technology (SMART) for the Central Securities Depository of
Athens;59 and the decision to establish the Museum of the Bank of Greece, aimed
at serving as an invaluable point of reference for research and documentation in
Greece’s monetary history, especially from the first quarter of the 20th century
onwards.60 Meanwhile, aiming to promote economic research, the Bank had
launched in 2003 its Working Papers series, featuring studies by Bank of Greece
economists and associates.

On 3.11.2003, the Bank of Greece held an event to commemorate its 75th anni-
versary, featuring speeches by the then Prime Minister, C. Simitis, the Governor of
the Bank of Greece, Ν. Garganas, the President of the ECB, Jean-Claude Trichet, as well
as L. Papademos, Vice-President of the ECB and former Governor of the Bank of
Greece, focusing on “Growth and stability in Europe – The role of monetary policy”.61

After the demises of former Deputy Governor, Ioannis Pesmazoglou, in late 2003
and former Governor, Ι. Boutos in mid-2004, the Bank of Greece adopted resolu-
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tions in their memory.62 In June 2004, Professor Xenophon Zolotas, the longest
serving Governor of the Bank of Greece passed away. The Bank held an event
on 25.2.2005 to honour his memory. Among the speakers were the President of
the ECB, Jean-Claude Trichet, and the former Governor of the Bank of Greece,
D. Chalikias.63

7.5 The banking system and the supervisory role of the Bank of Greece, 2001-2007

At the end of 2001, the size of Greek banks was still comparatively small by
European and international standards. In terms of total assets, their domestic mar-
ket share stood at 80%, with the remainder of the market shared among specialised
credit institutions (10%), foreign bank branches (9.5%) and cooperative banks
(almost 0.5%). The asset market share of credit institutions directly or indirectly
controlled by the State had declined to 53%, from 63% at end-1998, also reflect-
ing the acquisition of the National Industrial Development Bank (ΕΤΒΑ) by
Piraeus Bank. As noted by the Bank of Greece, the broadly unchanged market
share of foreign bank branches indicated that the initial forecasts of stronger
competition in the domestic market from foreign credit institutions as a result of
euro area participation had not materialised. However, competition had been
intensifying in the Greek market, particularly in the areas of consumer and hous-
ing credit that had showed the highest rates of credit expansion, and intermedia-
tion margins had declined as a result. Moreover, the decision of the Bank of Greece
to allow the establishment and operation of Financial Companies, mainly engag-
ing in the provision of consumer and personal loans, was expected to further
strengthen competition in that market segment. Although the Annual Report for
2001 (published in April 2002) noted that total household indebtedness as a
percentage of GDP remained relatively low compared with the euro area average,
it cautioned that “this could possibly point to a problem with the allocation of
credit and to overindebtedness of particular households”, calling on credit institu-
tions “to prevent a deterioration in the quality of their consumer and personal
loan portfolios”.64
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In the area of banking regulation and supervision, the Bank of Greece adopted
a number of measures, often as part of EU-wide interventions: (a) the minimum
initial capital of credit institutions (incorporated as sociétés anonymes) was raised
from EUR 11.7 million to EUR 18 million, in view of the need for credit institu-
tions to undertake sizeable investment in infrastructure so as to remain competitive;
(b) the maximum period allowed for credit institutions to accrue interest on over-
due loans was reduced from 12 to six months; (c) a moratorium was allowed on part
or all of overdue obligations of credit institutions facing liquidity shortages and po-
tential capital inadequacy, so as to give them time for remedial action before the
adoption of more radical corrective measures became inevitable; and (d) the
framework of co-operation between the Bank of Greece and the auditing profes-
sion was strengthened. In addition, “the discretionary scope of the Bank of Greece
has been expanded in order to better serve the broader goal of financial stability: the
Bank may determine capital requirements also at the level of individual institutions,
further to general capital requirements”. The Bank of Greece considered that further
steps should be taken towards the development of a regulatory and tax framework
for securitised loans, to ensure a more efficient management of bank assets. Also,
having established a framework of mandatory (general and specific) provisioning
ratios for non-performing loans, it urged banks to maintain provisions above the
supervisory minimum levels. Banks’ capital adequacy ratio for credit and market
risks had declined to 12.6% in the first half of 2001, i.e. down by roughly two
percentage points from the 1998-2000 average. This was largely associated with the
release of banks’ high minimum reserve holdings with the Bank of Greece (see
Chapter 6.18 above) and the use of those funds for granting loans to the economy.65

On 15.1.2003, after assessing the risks entailed by the high rate of credit expan-
sion, particularly in consumer loans to households, the Bank of Greece raised the pro-
vision coverage ratios for non-performing loans by 10 percentage points and
introduced special arrangements regarding provisioning for housing and consumer
loans.66 It should be recalled that, owing to the deregulation of the banking system, the
Bank of Greece could no longer impose restrictions on credit expansion or
control the level of bank interest rates for macroeconomic purposes. Nevertheless,
there were still some useful tools at hand, namely the provisioning policy and,
secondarily, the establishment of transaction transparency rules to the benefit of
borrowers (although their main objective was to safeguard financial stability). The
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above clearly demonstrate that the criticism that the Bank of Greece allowed credit
expansion to run out of control after the country’s entry into EMU is unfounded.

The Bank of Greece called attention to the impact of the downward spiral of the
Athens Stock Exchange (ASE) on the Greek banking system since the end of 1999,
reflected mainly in banks’ lower pre-tax profits in 2002 despite strong economic
growth. Relying on retail business and their extensive branch networks abroad,
Greek banks had managed to mitigate the impact on profits. However, their capital
adequacy ratio was adversely affected, declining from 13.6% in 2001 to 12.5% at
end-2002, still remaining higher than the regulatory minimum of 8%. The core
(Tier 1) capital ratio also remained higher than 8%, indicating the high quality of
banks’ equity.67 This notwithstanding, the Bank of Greece urged banks to further
strengthen their capital base, by issuing subordinated debt and hybrid instruments,
while it closely monitored the development of internal credit risk measurement and
management systems by certain large banks. Further banking regulation measures
in 2002 included: (a) the release of banks’ redeposits with the Bank of Greece
earmarked for financing small-scale manufacturing firms, also given that the access
of such firms to finance would now benefit from the newly established Guarantee
Fund for Small and Very Small Enterprises under Law 3066/2002 and from recourse
to other sources; (b) expansion of the scope of consolidated supervision to include
banks’ real estate management subsidiaries; and (c) the option, under certain
conditions, of banks to use an internal model-based approach to market risk
capital requirements.68

Conditions in the banking market took a turn for the better in 2003, as the con-
tinuous decline in the Athens Stock Exchange index came to a halt and the inter-
national economic environment improved. Overall, Greek banks’ profitability
increased by 46.8% relative to 2002. In addition to a rebound of net income from
commission fees and financial operations in the context of stock market recovery,
profitability was supported by higher net interest income as a result of fast credit
expansion, particularly in the area of retail banking, as well as by a more moderate
growth in operating costs. Another positive development was the rise of banks’
capital adequacy ratio to 12.8% in 2003, as regulatory capital grew more strongly
than risk-weighted assets, although the Tier 2 ratio dropped to 10%. The increase
in regulatory capital reflected valuation gains from fair value accounting of real
property under IAS 16, the issuance of subordinated debt, as well as hybrid capital,
namely long-term securities convertible to equity where holders are ranked below
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other creditors in the event of liquidation. Moreover, no bank had a capital ade-
quacy ratio lower than the level seen as satisfactory, i.e. 9%. Nevertheless, in the
presence of uncertainties in the international environment and noting a shortfall
against the provision coverage ratio, the Bank of Greece called on banks to improve
their capital ratios, also factoring in the risks entailed by fast credit expansion to the
private sector. The Bank stated that it would continue to monitor the adequacy of
provisions and, where appropriate on a case-by-case basis, impose additional capi-
tal requirements above the minimum 8% under Pillar II of the New Basel Capital
Accord (Basel ΙΙ).69 The transition to the International Accounting Standards (IAS)
as from 2005 was both a milestone and a challenge for the banking system, given the
cost of the transition itself and the expected impact on banks’ balance sheets.70

Greek banks increasingly used internal models for the assessment of credit and
market risks, based on the options available under the new capital adequacy frame-
work. Furthermore, a rising number of banks used risk transfer instruments such as
securitisation and credit derivatives, in order to reduce the relevant capital require-
ments. The Bank of Greece encouraged this practice, provided that credit risk trans-
fer was genuine and the quality of banks’ loan portfolios was not adversely affected,
which would undermine their capital position in the long run. In this context, the
Bank of Greece issued two circulars on the supervisory treatment of securitisation
and credit derivatives.71 On the other hand, the internationalisation of Greek banks’
activities observed since the late 1990s, especially their expansion to the countries
of Southeastern Europe, had supported their growth, but had also increased the
potential risks that banks had to properly address.72

In addition, the Bank of Greece developed special quantitative models to evaluate
the resilience of the Greek banking system to potential crises. Specifically, these
models would measure the impact on banks’ capital adequacy ratio from adverse
developments in key macroeconomic aggregates, with a view to assessing the
shock-absorbing capacity of Greek banks.73

In 2004, the capital adequacy ratio of Greek banks rose, on a non-consolidated
basis, to 13.5% (2003: 12.8%), reflecting a 15.2% increase in regulatory own funds,
and, on a consolidated basis, to around 12.8%, from 12% in 2003. On the other hand,
the (non-consolidated) Tier 1 ratio declined further to 9.6%, as Tier 1 capital grew
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moderately, whereas Tier 2 capital rose substantially.74 By Governor’s Act
2557/26.1.2005, the Bank of Greece raised the provision coverage ratios for non-
performing consumer loans from 70% to 90% and for doubtful loans from 84% to
100%. This measure aimed to prevent risks to banks’ financial soundness from
strong consumer credit growth, as well as to encourage banks to write off unreco-
verable non-performing loans.75 Furthermore, acknowledging the growing impor-
tance of operational risk worldwide, as a result of the complexity of banking
operations and increased IT dependency, the Bank of Greece complemented the in-
stitutional framework for banks’ internal control systems by specifying the princi-
ples and standards for the operation of their IT systems. Furthermore, reference was
also made to the fact that the Basel ΙΙ framework would introduce capital require-
ments against banks’ operational risk as from 31.12.2006. Regarding liquidity risk,
Bank of Greece Governor’s Act 2560/1.4.2005 introduced two minimum liquidity
ratios (a liquid asset ratio and an asset/liability mismatch ratio). At the same time,
banks were requested to carry out stress tests to assess the impact on their capital
adequacy from adverse credit and market risk scenarios, including extreme
changes in probability of default, loss given default, interest rates, equity prices and
exchange rates. Moreover, as mentioned in the Annual Report for 2004 (April 2005),
Greece had requested to be included in the IMF’s Financial Sector Assessment
Program (FSAP), which – among other things – would assess the Greek banking
supervision framework against the 25 Core Principles for Effective Banking
Supervision and the standards established by the Basel Committee.76

The capital adequacy ratio of Greek banks remained broadly unchanged in 2005,
at 13.3%, well above the regulatory minimum of 8%, although the Tier 1 ratio
declined further to 8.7%.77 However, in the face of a rise in total household
borrowing and concerns about potential overindebtedness and its implications
for banks’ credit risk, the Bank of Greece commissioned a new survey to TNS-
ICAP. The survey was conducted in the fourth quarter of 2005 and covered 6,000
households in urban and semi-urban areas, 3,120 of which responded fully. The
survey showed that 47% of households had taken on a loan, while the average
outstanding debt per household had risen by 26.4% relative to 2002. Moreover,
between 2002 and 2005 the median debt-to-income ratio and the median debt-to-
wealth ratio had increased. Both ratios were particularly high for households at the
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lower income and wealth brackets, although their debt as share of total debt was
lower than 5% in either case. The percentage of households whose monthly debt
service payments were lower than 40% of their monthly incomes had reached
88%, from 85% in 2002, supported by low interest rates. Overall, households’
debt-to-income and debt-to-wealth ratios were seen as reasonable. Nevertheless,
the Bank of Greece advised banks to ensure that, in the approval of loans, the
amount of debt service payments relative to disposable income did not exceed
30%-40% for any given customer.78

On the other hand, the operation of the Risk Consolidation System of Tiresias
S.A. since 2003 had helped banks to obtain extensive information about borrowers’
full credit history and thus manage the associated credit risk more effectively.79

Overall, the liquidity of Greek banks appeared to be satisfactory based on the
two liquidity ratios established by the Bank of Greece. On 31.12.2005 the liquid
asset ratio stood at 23.3% and the asset/liability mismatch ratio was -2.2%, safely
meeting the regulatory thresholds of 20% and -20%, respectively. Finally, the
loan-to-deposit ratio came to 94.5% in 2005, lower than the euro area average of
119% for 2004, but higher than in 2004 (86.1%, which suggested a growing weight
of interbank market financing and bond issuance among bank funding sources).

In the second half of 2005, new stress tests were carried out to assess the im-
pact on banks’ own funds under worst-case scenarios of credit quality deteriora-
tion and adverse changes in equity prices, interest rates and the exchange rate of
the euro. The stress tests revealed that equity price decline and credit quality de-
terioration had the strongest impact on banks’ capital adequacy ratio by one per-
centage point, leaving it however well above the regulatory minimum of 8%.80 In
the same year, the aforementioned assessment of the Greek financial system by
the IMF was completed, and the relevant report was released in January 2006. The
assessment report confirmed that Greek banks were profitable, well-capitalised
and liquid, but faced a number of challenges that were mainly associated with
risks arising from strong credit expansion, a high ratio of non-performing loans
to total loans (NPL ratio) and the adverse impact on banks’ competitiveness from
their small size and labour market rigidities. The IMF found that the supervision
conducted by the Bank of Greece was effective and that Greece was fully com-
pliant with 22 criteria, largely compliant with eight other criteria and (until then)
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non-compliant with only one criterion.81 The criteria reflected the Core Principles
for Effective Banking Supervision established by the Basel Committee on Ban-
king Supervision. Besides, the implementation of the International Financial Re-
porting Standards did not appear to have significantly affected the overall capital
adequacy of Greek banks. Still, by Governor’s Act 2577/2006, the Bank of Greece
introduced a framework of operational principles and criteria for the evaluation
of the organisation and internal control systems of credit institutions, with a view
to ensuring a level playing field across banks and mitigating operational risk wi-
thout imposing an excessive regulatory burden.82 Also, in order to strengthen
competition and help bank customers to make informed decisions, the Bank be-
gan in 2005 to regularly publish on its website comparative data on interest rates
and commission fees charged on key banking products, as reported by banks. In
the same vein, the Bank established ongoing cooperation with the Ministry of De-
velopment as well as with consumer associations, and dedicated considerable re-
sources to examine customer complaints and conduct on-site inspections.83

More generally, the Bank of Greece contributed to the preparation of legislation
for the transposition into Greek law of the EU Directives adopting the rules of the
Basel ΙΙ Accord for calculating bank capital requirements.84 Once again, the capital
adequacy of the Greek banking system was found to be satisfactory. Specifically, the
CAR stood at 13.6% in 2006, compared with 13.3% in 2005, while the Tier 1 ratio
was 9.5%, compared with 8.7% in the previous year. However, at banking group le-
vel, both ratios declined relative to 2005. Namely, the CAR stood at 12.2%, compa-
red with 13.2% in 2005, while the Tier 1capital ratio was 9.9%, down from 10.9% in
the previous year. On a positive note, the quality of banking groups’ capital remai-
ned broadly unchanged, as the share of core capital in total capital remained roughly
the same (79.1% in 2006, against 80.9% in 2005).85 The main risk facing Greek banks
was credit risk, as lending accounted for 62% of their assets, compared with 49.7%
for EU banking groups. Furthermore, the NPL ratios for household loans, despite
their improvement, continued to be more than double those in the EU. In this re-
spect, the Bank of Greece recommended that banks should take measures to im-
prove the quality of their loan portfolios and increase the coverage ratio of provisions
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to non-performing loans. Moreover, the Bank of Greece requested commercial
banks to formulate policies that would bring their NPL ratios down to 3.5%, as well
as to always take into consideration loan approval percentages, credit risk pricing,
NPL recovery procedures, loan-loss provisioning and write-offs.86 On the other
hand, banks’ risk-weighted assets for market risk, despite having increased by 57.8%
in 2006, still accounted for a small percentage (4.3%) of total weighted assets.87

Despite the global financial turmoil of 2007, the Greek banking system managed
to remain profitable and well-capitalised. Profitability – especially that of banks ac-
tive in Southeastern European markets – was high, although rapid credit expansion
could expose some banks to credit and country risks. The Bank of Greece also war-
ned banks to refrain from lending to borrowers with poor credit scores, as the re-
sulting short-term improvement in profitability was outweighed by an increased
risk of steep losses in the future. Besides, the Bank of Greece commissioned once
again a private polling company to conduct a survey on household indebtedness.88

As the increase in banks’ risk-weighted assets outpaced regulatory capital growth,
the capital adequacy ratio of banking groups declined from 12.2% at end-2006 to
11.2% at end-2007. This notwithstanding, its level was deemed satisfactory, as it was
close to the level recorded for large banks in the EU. Similarly, the Tier 1 ratio fell
to 9.2% in 2007, from 9.9% at end-2006.89

Credit risk remained the main risk faced by Greek financial institutions, while
market risk continued to be less of a concern during 2007. However, the liquidity ra-
tios showed considerable volatility, signalling the banking system’s liquidity risk. In
any event, two liquidity stress tests with scenarios of turmoil continuing until end-
March and end-June 2008, respectively, confirmed that banks’ liquidity should be
continuously monitored. In addition, the turmoil in international markets, strong
credit expansion and the penetration of Greek banks into new markets confirmed
the need for continuously adjusting risk measurement mechanisms, as well as for
correlating the two measures, in line with the Basel ΙΙ supervisory framework.90

In the light of those new risks facing the financial system, coupled with the need
for their timely identification by the supervising authority, a number of training
courses were organised, focusing on market risk assessment and a more effective
supervision of the banking system, the new accounting standards, as well as on risks
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related to e-banking. Training continued throughout the period under review, to
keep the Bank’s staff abreast of ongoing developments.91 Moreover, training activi-
ties were also carried out in 2007 in the areas of the new TARGET2 payment sy-
stem, and the detection and prevention of e-fraud and money laundering.92

In the context of further promoting cooperation with foreign central banks, par-
ticularly in countries of Southeastern Europe and Asia, two international meetings
were held in 2001, in Athens (in May) and in Rhodes (in October), bringing toge-
ther the 16 members of the Central Bank Governors’ Club (from Balkan, Black Sea
and Central Asian countries) and chaired by the Governor of the Bank of Greece.
Distinguished economists and senior officials from international economic organi-
sations delivered speeches on monetary and exchange rate policies and banking
supervision.93 Similar meetings were held in Thessaloniki in May 2002 and in Nafplion
in October 2002, focusing on international economic financial developments.94 In June
2005, the Bank of Greece hosted the annual roundtable of the “EURO 50 Group”,
which brought together distinguished economists, academics, bankers and politi-
cians from Europe, North America and Japan, focusing on “An Assessment of the
Single Monetary Policy of the ECB”, while on 6.10.2005 the Bank hosted the
meeting of the ECB Governing Council.95 In addition, in an effort to promote
cooperation between the Eurosystem and non-euro area Mediterranean central
banks, the Bank of Greece, together with the ECB, hosted the third Euro-Medi-
terranean seminar in Nafplion in January 2006. The main focus of the seminar was
on capital account liberalisation and the reform of monetary policy instruments in
Mediterranean countries.96

Furthermore, a number of Memoranda of Understanding regarding the supervi-
sion of credit institutions were signed with the National Bank of Yugoslavia in Belgrade
in December 2002, with the Bank of Romania in Bucharest in January 2003,97 with
the Banking Regulation and Supervision Agency of Turkey in Istanbul in January 2005
and with the Central Bank of Cyprus in Athens in March 2005.98 Finally, in July 2007
the Governors of the national central banks of Albania, Bulgaria, Greece, Cyprus,
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FYROM, Romania and Serbia met in Athens to strengthen cooperation in the area of
banking supervision, with a view to safeguarding financial stability in the region.99

7.6 The Bank of Greece in the wake of the 2007-2008 global crisis and on the eve of
the Greek crisis of 2009

In February 2007, the most severe turmoil in financial markets after the Crash
of 1929 broke out in the United States. In August 2007, the crisis spread to Europe.
By early 2008, the turbulence had spilled over to the rest of the world via globalised
financial markets. Compounded by a surge in oil, food and other commodity pri-
ces, this strongly affected the real economy, mainly of advanced countries.

Meanwhile, on 14.6.2008 the terms of Governor Nicholas Garganas and of
Deputy Governor Nikolaos Paleocrassas ended. On 20.6.2008, George Provopoulos
was appointed Governor of the Bank of Greece, and Eleni Dendrinou-Louri became
Deputy Governor. Panayiotis Thomopoulos continued to serve as Deputy Governor,
a position he had held since 26.10.1994. (His long tenure, following successive
renewals of his term, ended on 26.2.2009.)

In September 2008, world economic developments took a dramatic turn, with the
default of Lehman Brothers and the collapse of confidence in the financial system.
Against this background, a credit crunch was observed, equity prices dropped dra-
matically and business confidence deteriorated sharply, while by the end of 2008
most advanced economies had fallen into recession.100

The intensification of the global crisis since September 2008 started to affect the
Greek economy. The main contagion channels of the international crisis and its im-
pact to the domestic economy were the financial system and the external balance.
In more detail, the financial crisis brought about a decline in credit supply and a
tightening in banks’ credit standards, while credit demand by households and firms
decreased amid worsening expectations. Furthermore, the worldwide economic
downturn led to a decline in Greek exports of goods and services, including ship-
ping and tourism.101 In response, the government passed Law 3723/9.12.2008,in-
jecting liquidity of EUR 28 billion to the Greek banking system. The Bank of Greece
had already recommended this course of action and encouraged commercial banks
to take advantage of these facilities, which at first banks had dismissed as unneces-
sary or were reluctant to use fearing a stigma effect.
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As early as early 2008 the Bank of Greece noted that the crisis had revealed the
structural weaknesses and imbalances of the Greek economy. Besides, as repeatedly
stressed in the past, the level of the fiscal deficit, the high public debt and the large
current account deficit were major sources of concern.102

In essence, the Bank of Greece noted that the global crisis had brought into sharp
focus the unsustainable growth model of the Greek economy since the country had
joined the euro area. It became evident that the strong economic growth of that time
had been driven by external factors, such as euro area participation and the
favourable international economic environment, rather than a restructuring of the
domestic production base. At the same time, participation in the euro created a climate
of security, while lower interest rates drove credit expansion and domestic demand
sharply upwards. With domestic demand outpacing domestic supply, inflation soared
to levels above the European average, resulting in a widening current account deficit
and a high and rising foreign debt.103

A top priority on the agenda of the Bank of Greece – even before the outbreak
of the Greek fiscal crisis in late 2009 – was once again the pressing need for fiscal
consolidation and structural reforms aiming to raise competitiveness and produc-
tivity. But most importantly, the Bank of Greece kept stressing that, in times of tight
budgetary conditions, emphasis should be placed on the reallocation of public spend-
ing towards more effective uses, in order to support the more vulnerable social groups
and boost public investment, which is clearly more growth-generating than other
government expenditure components.104 At the same time, reforms to cut red tape
and enhance competition would also contribute to higher productivity and economic
growth.105 As Governor G. Provopoulos remarked in April 2009: “Thus, a prima facie
restrictive fiscal policy could in fact have an expansionary effect. Conversely, in the
current circumstances, a prima facie expansionary fiscal policy would entail multiple
fiscal costs – both directly and in the medium run – so that it would ultimately turn
out de facto to be restrictive”. In addition, “[…] any increase in Greece’s fiscal deficit
would not even have a counter-cyclical effect, since it would lead to an outright
increase in the costs of borrowing for both the public and the private sectors, thereby
directly undermining the recovery”.106
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Sadly, this recurring appeal from the Bank of Greece went unheeded by the go-
vernment of that time, while the government that came to power after the October
2009 election did not fully realise its significance before it was too late.
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CONCLUDING REMARKS 

In the present study, we dealt with a major institution in Greek economic life, the
Bank of Greece, tracing its path during its first 80 years. Starting with an overview
of the international background against which the world economy has evolved since
1928, we went on to a brief discussion of the key events and developments in the
Greek economy in the same period. We looked back at Greece’s banking history be-
fore 1928, thus deepening our understanding of certain key aspects of the functio-
ning and evolution of the Bank of Greece, while also discussing the problems and
views that had a broader impact on central banking theory and practice. Moving on
to the main part of the narration, we looked at the activity of the Bank of Greece year
after year, and its respective assessments, forecasts, recommendations and actions
in the fulfilment of its mandate. This narration is divided into chapters, each cove-
ring a long period, helping to highlight the main features of policy making and goal
setting in each period. Having done this, we can now summarise the analysis and at-
tempt to answer the questions raised in the introduction.

In assessing the contribution of an institution to the economy, one needs to have a
number of criteria defined in advance, so that judgment can be objective and any cri-
ticism can be consistent and well-founded. Unfortunately, this is often not the case in
social sciences, with the result that sound judgement tends to give way to rhetoric and
emotional or voluntarist interpretations of facts and events. One such approach is the
cynical view that dealing with Greek economic and banking history is much ado about
nothing. Another is giving too much credit to the ability of policy to transform the pre-
sent by providing a prospect for the future, which logically leads to expecting from an
institution to have and use infinite potential within a de facto finite and predetermined
system of social relations. However, institutions cannot give an identity to those who
have lost theirs nor can they accommodate those that feel economically and politically
disoriented for expressing their views and for aligning themselves in a common cause.
Institutions do not exist in society in order to betray their role and substitute other state
authorities and institutions in their tasks. They serve the purposes for which they have
been established in the first place, according to their statutes. They act right when they



adhere to their statutory objectives and procedures and when their actions are guided
by the purpose they have been mandated to serve. They act wrong when they violate
the principles governing their existence and operation.

A second element essential for an impartial observer is a grasp of time, evolution
and change in economic and social life. Institutions change over time, in line with
changing circumstances, perceptions and realities. This causes their functioning to
change too; their statutes are amended through legitimate democratic procedures,
their tasks are revised in the light of new circumstances that often necessitate a
change of course and new ways of operation, in response to new challenges.

Against this background, looking at how the Bank of Greece has acted within
the Greek economy and society, we can conclude that throughout its long years of
operation the Bank has always shown commitment to the principles that it was ex-
pected to uphold, according to its Statute.

Initially (from 1928 to 1941) the Bank undertook to safeguard the stability and
convertibility of the currency. It fought its way into an environment in which it was
unwanted. Indeed, an independent central bank was not something that the major-
ity of entrepreneurs or economists wanted back then; both seemed to be more or less
comfortable with the way in which the Greek banking system operated and with
the dominant position of the National Bank. The establishment of the Bank of
Greece was a decision made by a Greek government under pressure from the League
of Nations and desperate to ensure monetary equilibrium and access to funds
necessary for rehabilitating its refugees and promoting economic development. Its
establishment was also necessary for bringing the country in line with the then pre-
vailing international standards. The Bank of Greece had rough forming years,
struggling to establish itself within the domestic banking system and at the same
time fighting the raging storm of the global economic crisis of 1929, which had
knocked hard on the country’s door in 1932. With its unwavering commitment to
safeguarding the convertibility of the currency, it did everything in its power to
achieve this goal, but ultimately failed, and a sovereign default followed.

Should one put the blame on the Bank of Greece for this? Anyone who is igno-
rant of the historic abandonment of the gold standard by Great Britain in 1931 and
of the devaluation of the US dollar in 1933 might attempt to do so, but would be
wrong. Despite the above adversities, quite soon the Bank of Greece, taking advan-
tage of the protectionist international environment, recovered from the free market
the temporarily lost foreign exchange, while also improving its financial position
thanks to the government’s legislation on conversion of gold deposits. The economy
recovered within a year after the default and navigated through the agricultural cri-
sis and protectionism towards gradually overcoming its weaknesses. Meanwhile,
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the Bank of Greece increasingly consolidated its position in the domestic banking
universe, acting, as we saw earlier, as lender of last resort, and heroically managed
to rescue Greece’s gold reserves.

In the next period (from 1941 to 1944), the legitimate Administration of the Bank
of Greece handled the country’s affairs abroad, securing resources for the future and
the presence of Greece in international conferences at the side of the victors of World
War II. Back in occupied Greece, the collaborationist Administration acted as dicta-
ted by the occupation forces. Even in that period one cannot but praise the determi-
nation with which the legitimate Administration successfully handled and served,
amid peculiar political situations, the interests of the occupied Greek people.

In the years from the country’s liberation in 1944 to the stabilisation of the drachma
in 1953, the Bank of Greece was once again in the frontline, giving fight after fight for
recovery and reconstruction. The process was long, due to the war-time monetary
disaster, the civil war and the prevailing speculative psychology. In that period, the
Bank of Greece, in cooperation with the successive governments and Greece’s allies,
and through a process of learning by doing, managed to gradually restore normal
conditions in the economy, create liquidity and regain control on monetary and credit
developments, ultimately leading to the much-desired stabilisation.

Then followed the golden era of the 1950s and 1960s. The Bank of Greece ensu-
red monetary equilibrium, a prerequisite for the economic development that the
governments of the time sought to achieve. Thus, the country transformed from a
poor agricultural to a medium-income agro-industrial economy, recording for two
decades the second highest growth rate (after Japan) among OECD countries, with
very low inflation. The anchor of the fixed exchange rate provided scope for the
Greek economy to develop. Greece did not become a major European economy, but
adapted to the Bretton Woods era, narrowing its economic gap from the developed
world and leaving behind its neighbouring countries, which were experimenting
with other economic models. Much credit for this success should go to the Bank of
Greece, although the centralised and overregulatory role of the Currency Commit-
tee has been criticised later on. Despite the fact that the policies of the military dic-
tatorship (especially after the collapse of the Bretton Woods system) were not free
of contradiction, the Bank of Greece, by corrective actions, steered the country into
the post-1974 period without any major economic disturbance.

The period from 1971 to 1984 includes the two oil shocks, the world economy’s
transition to floating exchange rates and shift from demand-side to supply-side po-
licies, as well as the drawing up (by the European Communities) of the plan for the
European Monetary System, the forerunner of the Economic and Monetary Union.
At the same time, it became evident that the Greek society was at the end of a
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period of economic growth and facing a need to look for a new safe anchorage.
Greece joined the European Economic Community (EEC) as a full member in 1981,
while a few months later the alternative economic policy model advocated by the
opposition in the late 1970s became a government programme.

The Bank of Greece remained focused on its mission as a public policy institu-
tion, supporting economic policy and fostering the return of the Greek economy to
a path of growth through a reduction of fiscal deficits. It invariably stressed the need
for policy to adapt to the new, post- Bretton Woods environment. Its task was far
from easy, given its obligation to comply with government choices that were legiti-
mised by the Greek people’s vote and held the majority in the Currency Committee.
But even when the latter was abolished, the Bank of Greece had to continue a defi-
cit financing policy under the growth strategies of the governments of the time. Ne-
vertheless, the Bank of Greece early identified the shifts in international economic
theory, criticised the failure of economic policy to break with the stagflation night-
mare, and amid shocks, regained the lost ground after 1984.

The period from 1984 to 2001 started with a reshaping of the domestic monetary,
credit and banking landscape, in particular after 1987. The transition of the banking
system away from a centralised model of financing the deficits and supporting the
agricultural sector and the country’s defence needs took place in parallel to the su-
pervision and steering of credit towards the real economy. The banking system ac-
quired considerable freedom, within a framework of preventive and suppressive
controls, combined with the new international obligations of Greece as an EEC
member country. It was assisted by the full acceptance of the European acquis com-
munautaire by the governments in power after 1985. The desire to participate in the
European processes bore fruit. Monetary policy became increasingly tighter and the
governments of the 1990s allowed greater freedom to the Bank of Greece, so as to
enable accession to EMU. As a result of the monetary regime shift that took place,
inflation gradually fell to single-digit levels and growth rates became stronger since
1995 and for more than a decade, initially also thanks to the reduction of fiscal de-
ficits. The Bank of Greece not only spearheaded the effort for full membership of
EMU, but also successfully carried out the often overlooked but major task of adju-
sting its operational framework to that of the Eurosystem and the changeover from
the drachma to the euro. At the same time, as a member of the Eurosystem,
the Bank of Greece was granted full independence from the government in the
performance of its tasks, and the maintenance of price stability was enshrined in
its Statute as its primary objective.

In the next period, marked by the entry and participation in the euro area (i.e.
from 2001 to 2008, which is the last year covered by the present history), Greece
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started by adopting the euro as its national currency. As if it had no right to relax,
the Bank of Greece soon found itself on the horns of new dilemmas, associated with
ample liquidity as a result of borrowing at euro area interest rates; consumer credit
expansion; and inflationary pressures. Such pressures led the Bank of Greece to
systematically criticise all the governments of the first decade of the 21st century for
the weaknesses of the economic policies pursued, in particular the failure to promote
and complete economic reforms and adjustments required by the country’s full inte-
gration into the new international environment. At the same time, however, the Bank
was deprived of the exchange rate policy tool. With growth rates diminishing and with
the major Greek political parties accusing each other of creative accounting that
undermined the country’s credibility in international financial markets, the future of
the Greek economy was bleak. The Bank of Greece performed its duty, by warning,
recommending and criticising. As the credit bubble inflated, more and more disre-
garded the Bank’s criticism on economic policy – it is important to note that such
criticism, far from overstepping into the government’s field of competence, was
always meant as policy advice regarding possible corrective actions.

To sum up, the Bank of Greece as an institution has served the country well since
1928. The first 80 years of its history, despite its efforts to the contrary, have seen one
default (in 1932) and long periods of high inflation (in 1944-1953 and 1980-1994).
This was because the governments of the country in these periods, relying on their
democratic legitimacy, confined the Bank of Greece to a role of an obsessed
schoolteacher trying to persuade a bad pupil back to a track of progress and learning.
The country’s governments, by voting in favour of the Maastricht Treaty, accepted
the predominance of the Bank of Greece in matters of monetary policy, financial
stability and supervision. The Bank’s independence after 1998 offered it high
degrees of freedom which it lacked in the past. And the Bank made best use of this
freedom in order to warn against adverse developments, always within its mandate.

One could therefore argue that the Bank of Greece, as an institution, has lived up
to its statutory role. Its history is the history of the Greek economy, with all its
achievements and setbacks. For 80 years, the Bank of Greece has played a dual role.
On the one hand, it has been a guardian of monetary stability: it delivered this sta-
bility (given the limitations arising from the operation of the political system) for
long periods of Greek economic history, and whenever it did not, it was not its fault.
On the other hand, it has been a soldier standing at the side of the Greek people and
the Greek economy, offering great services to the national economy in its 80 years of
operation. Today, its independence can once again, as has happened in the past, con-
tribute to a return of the Greek economy to a path of growth and economic progress.
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Table 2.1  Governors of the Bank of Greece, 1928-20081

1 During the Occupation (1941-1944) Governor Kyriakos Varvaressos and Deputy Governor Georgios Mantzavinos followed to
London (under Mandatory Law 3004/7.5.1941) the Greek government into exile. Occupation-era governments in Greece dismissed
Kyriakos Varvaressos and Georgios Mantzavinos in 1941 and appointed initially Miltiades Negrepontis as Acting Governor (24.4-
3.7.1941) and subsequently Demetrios Santis (3.7.1941-20.1.1943) and Theodoros Tourkovassilis (19.4.1943-13.4.1944) as Gover-
nors. After the country’s liberation, all dismissals and appointments by occupation-era governments concerning members of the
Administration of the Bank of Greece were cancelled by Law 89/15.1.1945.
Source: Historical Archives of the Bank of Greece. See also https://www.bankofgreece.gr/BogDocumentEn/Governors.pdf.

Governors From To

Alexandros Diomidis 21.04.1928 29.09.1931

Emmanuel Tsouderos (1st term of office) 31.10.1931 13.08.1935

Emmanuel Tsouderos (2nd term of office) 20.03.1936 10.07.1939

Ioannis Drossopoulos 10.07.1939 28.07.1939

Kyriakos Varvaressos1 04.08.1939 11.02.1946

Xenophon Zolotas
(1st term of offfice – Co-governor)

12.10.1944 08.01.1945

Georgios Mantzavinos 11.02.1946 02.02.1955

Xenophon Zolotas
(2nd term of office)

05.02.1955 07.08.1967

Demetrios Galanis 07.08.1967 04.05.1973

Konstantinos Papayiannis 07.05.1973 09.08.1974

Panayis Papaligouras 09.08.1974 24.10.1974

Xenophon Zolotas
(3rd term of office)

26.11.1974 03.11.1981

Gerassimos Arsenis 03.11.1981 20.02.1984

Demetrios Chalikias 20.02.1984 20.02.1992

Efthymios Christodoulou 20.02.1992 01.12.1993

Ioannis Boutos 01.12.1993 26.10.1994

Lucas Papademos 26.10.1994 14.06.2002

Nicholas Garganas 14.06.2002 14.06.2008

George Provopoulos 20.06.2008



Table 2.2  Deputy Governors of the Bank of Greece, 1928-2008

1 During the Occupation (1941-1944) Deputy Governor Georgios Mantzavinos followed to London (under Mandatory Law
3004/7.5.1941) the Greek government into exile. Occupation-era governments in Greece dismissed Georgios Mantzavinos in 1941
and appointed Andreas Papadimitriou (3.7.1941-16.11.1944) and Spyridon Hatzikyriakos (5.4.1943-5.10.1944) as Deputy Gover-
nors. After the country’s liberation, all dismissals and appointments by occupation-era governments concerning members of the Ad-
ministration of the Bank of Greece were cancelled by Law 89/15.1.1945.
2 Succeeded by Deputy Governor Ioannis Papadakis on 3.3.2009.
Source: Historical Archive of the Bank of Greece. See also https://www.bankofgreece.gr/BogDocumentEn/Deputies.pdf.

Deputy Governors From To

Emmanuel Tsouderos 21.04.1928 31.10.1931

Emmanuel Kamaras 25.11.1931 30.05.1932

Kyriakos Varvaressos 01.03.1933 04.08.1939

Georgios Mantzavinos1 28.09.1936 11.02.1946

Ioannis Arvanitis 04.08.1939 26.04.1941

Stylianos Grigoriou 28.03.1945 02.02.1955

Vassilios Kyriakopoulos 05.02.1955 24.12.1955

Demetrios Galanis 31.12.1955 07.08.1967

Ioannis Pezmazoglou 11.02.1960 05.08.1967

Konstantinos anos 05.01.1968 10.09.1969

Efstathios Panas 11.09.1969 09.08.1974

Nikolaos Kyriazidis 09.08.1974 05.01.1977

Nikolaos Harissopoulos 21.10.1975 06.11.1981

Evangelos Devletoglou 23.12.1977 08.11.1978

Georgios Drakos 24.11.1978 20.10.1981

Demetrios Chalikias 16.11.1981 06.02.1984

Evangelos Kourakos (1st term of office) 10.07.1982 11.02.1986

Panagiotis Korliras 20.02.1984 30.08.1985

Efstathios Papageorgiou 17.09.1985 17.09.1989

Georgios Provopoulos 01.10.1990 29.11.1993

Vassilios Antonioudakis 01.10.1990 19.12.1991

Panagiotis Pavlopoulos 21.02.1992 29.11.1993

Evangelos Kourakos (2nd term of office) 01.12.1993 04.09.1996

Lucas Papademos 01.12.1993 26.10.1994

Panayiotis ompoulos2 26.10.1994 26.02.2009

Nicholas Garganas 05.09.1996 13.06.2002

Nikolaos Paleocrassas 14.06.2002 14.06.2008

Eleni Dendrinou-Louri 20.06.2008
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3GOVERNORS OF THE BANKOF GREECE 1928-2008:
SHORT BIOGRAPHICAL NOTES





Alexandros Diomidis 

Alexandros Diomidis studied in Greece,
France and Germany. He obtained a Docto-
rate Degree in law in 1895 in Leipzig and a
Doctorate Degree in political sciences in 1905
in Weimar, and became Assistant Professor of
Administrative (Fiscal) Law at the University
of Athens. In 1908 he was appointed Secre-
tary to the Greek Delegation to the Second
Hague International Peace Conference. In
1909 he was appointed Prefect of Attica and
Boeotia and in 1911 he was elected as mem-
ber of the Hellenic Parliament. He served as
Minister of Finance in the period 1912-1915
under the Venizelos government. He participated in the National Defence uprising
and represented the provisional Thessaloniki-based government in France and Great
Britain. He was actively involved in the negotiations with the Allies that led to a loan
agreement. Between 1918 and 1919, he was Minister of Foreign Affairs and from
1918 to 1920 he was Co-Governor of the National Bank of Greece. Between 1920
and 1922 he lived abroad and returned to Greece to take up the Ministry of Finance
in the S. Krokidas government, but soon resigned due to his opposition to the exe-
cution of “the Six”. He was Governor of the National Bank of Greece (1923-1928)
and Governor of the Bank of Greece (1928-1931). From 1931 to 1941 he was mem-
ber and subsequently Chairman of the Supreme Economic Council, while from 1945
until 1949 he was Chairman of the General Council of the National Bank of Greece.
In 1945 he was appointed President of the Supreme Council for Reconstruction,
and in 1946 he was elected member of the Academy of Athens. He joined the So-
phoulis government as minister without portfolio and Deputy Prime Minister (Ja-
nuary-July 1949), while following Sophoulis’s death he became Prime Minister (July
1949-January 1950). He was one of the most prominent figures of economic, scien-
tific and political life in interwar Greece. He wrote several books, mainly in the field
of economics, as well as studies regarding the Byzantine Empire and its economy.
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Emmanuel Tsouderos

Emmanuel Tsouderos studied law at the
University of Athens and economics in Paris
and London, and obtained a Doctorate De-
gree in law. He was elected member of the
Cretan Assembly, representative of the Cre-
tan State to the Hellenic Parliament, and
commissioner of public security and public
works in the Administrative Committee of
Crete. Following the union of Crete with
Greece, he continued his parliamentary ca-
reer and served as technical advisor of the
Greek delegation at the Versailles Peace
Conference, and as Minister of Transport

and Minister of Finance in 1924 and 1925, respectively. From 1925 onwards, in
his capacity as Deputy Governor of the National Bank of Greece, he actively par-
ticipated in the negotiations with the Financial Committee of the League of Na-
tions that led to the establishment of the Bank of Greece. Between 1928 and 1939
he was Deputy Governor (1928-1931) and subsequently Governor of the Bank of
Greece (1931-1939). During World War II, he was Prime Minister of the Greek
government in exile from 21 April 1941 to 14 April 1944. Following the country’s
liberation, he was Vice-President of the government and Minister of Coordina-
tion with the National Progressive Centre Union (EPEK) party, while in 1950 he
was elected member of the Hellenic Parliament in the constituency of Piraeus
and, later on, of Athens. He served as minister without portfolio in the Papagos
government from 19 November 1952 to 6 October 1955. He authored several
studies and books, including: Το Κρητικόν Πολίτευμα του 1896 [The Cretan State
of 1896] (1903), Η αποζημίωσις των ανταλλαξίμων [Compensation of exchange
populations] (1927), and La Banque de Grèce (Paris, 1928). 
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Ioannis Drossopoulos

Ioannis Drossopoulos was recruited by
the National Bank of Greece at the age of 18,
as soon as he graduated from high school. He
worked in various towns across Greece be-
fore being transferred to Athens, where his
career took off, becoming, in 1911, by deci-
sion of the General Meeting of Shareholders,
Director of the bank’s head office in Athens.
In 1914 he was appointed Deputy Governor
and in 1918 Co-Governor of the National
Bank of Greece, while in 1917 he served as
Minister of Food for two months. In 1926 he
became Minister of Finance in the Kondylis
government. In April 1928 he was appointed Governor of the National Bank of
Greece, and in 1939 he succeeded Ε. Tsouderos as Governor of the Bank of Greece,
but passed away 18 days after. Ι. Drossopoulos was the first governor of a major
credit institution in Greece who, without formal academic qualifications but re-
lying on his first-hand knowledge of the banking system, was universally recog-
nised by Greek society and honoured with high-ranking state offices.
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Kyriakos Varvaressos

Kyriakos Varvaressos obtained a Doctor-
ate Degree from the Athens Law School in
1906 and went on to study economics and
statistics at the Universities of Berlin and Mu-
nich, while working as an intern at the Royal
Prussian Statistical Office. In 1911 he was ap-
pointed Head of Section at the Statistics
Department of the newly-established Greek
Ministry of Agriculture, Commerce and In-
dustry, becoming Director of that department
in 1913. In 1916 he was seconded to the Food
Service as Director General of the Ministry of
Food, where he remained until 1918, when he

was elected non-tenured Professor of Political Economy at the University of Athens.
He served as technical advisor of the Greek delegation at the Versailles Peace Con-
ference. He was removed from his academic position in 1920 and reinstated in 1922,
while in 1924 he was elected Full Professor of Political Economy at the Athens Law
School. He was appointed Economic Adviser at the National Bank of Greece in 1924
and at the Bank of Greece in 1928.

In 1932 he was invited by Eleftherios Venizelos to take up the Ministry of
Finance. In the next year, he was appointed Deputy Governor of the Bank of
Greece, while in parallel taught as Full Professor at the University of Athens. In
1936 he was elected member of the Academy of Athens. Following Drossopoulos’s
death, he was appointed Governor of the Bank of Greece. During the Axis Occupa-
tion, he served as Minister of Shipping and Minister of Finance in the London-based
Greek government in exile and later represented the country at the international
peace conferences. Between May and September 1945 he was Vice-President of the
Voulgaris government, with unlimited authority in economic matters. Later on, he
resigned from that position and all other public offices he held in Greece, and
settled in the United States. He was Executive Director and subsequently Chief
Economist at the World Bank. In January 1952 he submitted his Report on the
Economic Problem of Greece, as commissioned by the Plastiras government. His
work as an author includes Η θεωρία του πληθυσμού [Population theory] (1913)
and Αι οικονομικαί συνέπειαι της συνθήκης των Βερσαλλιών [The economic con-
sequences of the Treaty of Versailles] (1922).
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Xenophon Zolotas

Xenophon Zolotas studied law at the Uni-
versity of Athens, as well as economics and
political sciences at the Leipzig Graduate
School of Management (Handelshochschule)
and at the University of Leipzig, from which
he obtained a Doctorate Degree in econo-
mics in 1926. In 1928 he was elected Assi-
stant Professor at the Athens Law School, and
soon afterwards Full Professor of Political
Economy at the Aristotle University of Thes-
saloniki. In 1931 he was elected non-tenured
Professor of Political Economy at the Athens
Law School and in 1933 he became Full Pro-
fessor, a position he held until his retirement in 1968. In the 1930s he was member
of the Supreme Economic Council, Head of the Greek Delegation to the Economic
Council of the Balkan Pact, and Chairman of the Board of Directors of the Agri-
cultural Bank of Greece. After the country’s liberation, he served for three months
as Co-Governor of the Bank of Greece to later return as its Governor from 5
February 1955 to 5 August 1967 and from 26 November 1974 to 27 October 1981.
He held several senior offices, serving among other things as (twice) caretaker Mi-
nister, as Greece’s representative at the IMF, as member of international commit-
tees and, most prominently, as Prime Minister from 23 November 1989 to 11 April
1990. He was member of the Academy of Athens since 1952. 

He launched the scientific journals Επιθεώρησις Κοινωνικής και Δημόσιας Οι-
κονομικής [Review of Social and Public Economics] (1931-1943) and Επιθεώρησις
Οικονομικών και Πολιτικών Επιστημών [Review of Economic and Political Sciences]
(1946-1967). As an author, he left a rich legacy in the areas of economic theory and
policy, fiscal policy and monetary policy. Several of his studies were either origi-
nally written in or translated into English, French, Russian and German. For a full
bibliography, see Psalidopoulos (2008).
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Georgios Mantzavinos

Georgios Mantzavinos studied at the
University of Athens, from which he obtai-
ned a Doctorate Degree in law. In 1906 he
was recruited by the State General Account-
ing Office. He gradually moved up all
hierarchy levels to the very top, becoming
Director General in 1928. He served until
1936, when he was appointed Deputy
Governor of the Bank of Greece, a position
he held even in exile during the Occupation
period. Between May 1943 and May 1944 he
was also Minister of Finance in the Greek
government in exile. In 1945 (April-Octo-

ber) he became Minister of Finance in the P. Voulgaris government, while from
February 1946 to February 1955 he was Governor of the Bank of Greece. Mantza-
vinos had an excellent knowledge and understanding of fiscal, monetary and
banking matters, greatly contributing to the transition of the war-torn Bank of
Greece and Greek economy to reconstruction and normalcy.
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Demetrios Galanis

Demetrios Galanis studied law and eco-
nomics at the University of Athens and
economics at the University of Berlin and the
Berlin Graduate School of Management
(Handelshochschule). In 1926 he joined the
Commercial Bank of Greece, where he
worked for nearly a quarter of a century. In
1945 he was appointed Minister of National
Economy, while from 1945 to 1951 he was
professor of banking policy at the Higher
School of Industrial Studies in Piraeus (now
the University of Piraeus). He served as
General Manager of the Marshall Plan Re-
construction Loans, Chairman of the Board of the Greek Postal Savings Bank,
Chairman of the Board of the Economic Development Financing Organisation
(OXOA), and Vice-President of the Greek Public Power Corporation (DEH). From
December 1955 to August 1967 he was Deputy Governor of the Bank of Greece. On
7 August 1967 he was appointed Governor of the Bank of Greece and remained in
this position until his death, on 4 May 1973, which makes him one of the longest-
serving central bankers in Greece. His published work includes: Αι τράπεζαι ως
ιδιωτικά και ως κρατικά ή ημικρατικά ιδρύματα [Banks as private and as public or
semi-public institutions], Νομισματική πολιτική και πιστωτικοί έλεγχοι [Monetary
policy and credit controls] and Προοπτικαί και προβλήματα της Κεφαλαιαγοράς
[Prospects and challenges of the capital market].
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Konstantinos Papayiannis

Konstantinos Papayiannis studied eco-
nomics at the University of Neuchatel in
Switzerland. Between 1921 and 1951 he
worked at the eponymous family industrial
and commercial business in Athens. In 1935
he was appointed Secretary General of the
Athens Traders Association and from 1936
to 1941 he was its President. Between 1939
and 1951 he was Head of the Commercial
Sector of the Athens Chamber of Commerce
and Industry. In 1946 he was elected member
of the Hellenic Parliament, while he was also
a founding member of the New Party led by

Spyridon Markezinis. In the 1952 election he was elected member of the Hellenic
Parliament in the constituency of Athens with the Greek Rally party, taking up
the Ministry of Finance in the Papagos cabinet. In 1953-1954 he was Head of the
Greek delegation at the conferences held in Geneva for the General Agreement on
Tariffs and Trade (GATT), as well as at the ΝΑΤΟ conference in 1953. From 1968
until 1973 he was member of the Board of Directors of the National Bank of
Greece. In 1973 he served as Governor of the National Investment Bank for
Industrial Development (ETEBA). On 7 May 1973, Κ. Papayiannis was appointed
Governor of the Bank of Greece, resigning on 5 August 1974.
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Panayis Papaligouras

Panayis Papaligouras studied law, eco-
nomics and political sciences at the Univer-
sity of Athens, while he obtained a Doctorate
Degree from the University of Geneva. In
World War II he served in the Middle East as
an army reserve officer, and in 1945 he be-
came Secretary General of the Ministry of
Supply. In 1946 he was elected member of the
Hellenic Parliament with the Unity Party in
the constituency of Argolida and Corinthia,
while he was re-elected to the Hellenic Par-
liament with the Greek Rally party in 1951
and 1952. He served as Deputy Minister
(1952-1953) and then (1953-1954) Minister of Commerce. In 1954-1955 he was
Minister of Coordination of the Papagos government. In 1956 he was elected Mem-
ber of Parliament with the National Radical Union (ERE) and in 1958 with the New
Political Movement party. From 1956 to 1958 he was Minister of Commerce and
Industry under C. Karamanlis. In the years 1961, 1963 and 1964 he was re-elected
Member of Parliament with the ERE party. From 4 November 1961 to July 1963 he
served as Minister of Coordination, and then in 1967 as Minister of National De-
fence. On 9 August 1974 he was appointed Governor of the Bank of Greece for a
four-year term, but resigned on 24 October of the same year. In 1974 and 1977 he
was re-elected to the Hellenic Parliament, this time with the New Democracy party.
Over the period 1976-1980 he drew up the Economic and Social Development Pro-
gramme of the New Democracy, and subsequently led the negotiations of Greece’s
accession to the EEC. In 1977-1978 he served as Minister of Foreign Affairs. He
published political and philosophical studies, as well as the seminal work Θεωρία της
διεθνούς κοινωνίας [The theory of international society] (1941).
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Gerassimos Arsenis

Gerassimos Arsenis studied law at the
Athens Law School and economics at the
Massachusetts Institute of Technology (MIT). 

In 1960 he joined the United Nations
Secretariat (Prebisch Group), where he
worked for the next 20 years. From 1964 to
1967 he served as Director of the Research
Division of the OECD Development Centre
in Paris. In 1967, following the establishment
of a permanent secretariat of the United
Nations Conference on Trade and Develop-
ment (UNCTAD), he re-joined the United
Nations as a senior economist working closely

with Raúl Prebisch in the areas of planning and trade with the Third World. He
engaged in research and economic diplomacy in the context of discussions on the
reform of the international monetary system. He was appointed Deputy Director
(1971) and Director (1973) of UNCTAD on monetary and trade finance issues. As
from 1976, he dealt with matters related to foreign borrowing and debt in the
context of UNCTAD and the Paris Club, while he worked as advisor to several
governments on foreign borrowing and trade debt settlement matters. 

On 3 November 1981 he was appointed Governor of the Bank of Greece. In
parallel to his position as Governor, he was also appointed Minister of National
Economy on 5 July 1982 and Minister of Finance on 27 March 1984. Arsenis
resigned from Bank of Greece Governor on 2 February 1984. He was elected
Member of Parliament, and served as Minister of National Defence (13 October
1993-22 September 1996) and Minister of National Education and Religious Affairs
(25 September 1996-13 April 2000).
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Demetrios Chalikias

Demetrios Chalikias studied at the Higher
School of Economics and Commercial
Sciences (ASOEE, now the Athens University
of Economics and Business) in Athens and at
Cambridge University, UK. 

From 1951 to 1954 he worked for the
Ministry of Coordination as Secretary General
and Economic Adviser. In 1957 he joined the
Economic Research Department of the Bank
of Greece, while in August 1974 he became
Economic Adviser (Chief Economist). In
November 1981 he was appointed Deputy
Governor of the Bank of Greece and in July
1982 he became Chairman of the Bank’s Monetary and Credit Policy Committee.
Between 20 February 1984 and 19 February 1992 he served as Governor of the
Bank of Greece. Throughout his professional career, D. Chalikias held various
public offices related to the banking sector and monetary policy. 

His work as an author includes: Οικονομική και Ισοζύγιο Πληρωμών [Economic
growth and balance of payments], Το πρόβλημα του ελληνικού ισοζυγίου πληρωμών
[The problem of the Greek balance of payments] (1956), Η Εκβιομηχάνισις της
Ελλάδος [The industrialisation of Greece] (1958), Δυνατότητες και Προβλήματα
πιστωτικής πολιτικής: Η ελληνική εμπειρία [Credit policy prospects and challenges: the
Greek experience] (1976), Νομισματική Πολιτική για το έτος 1991 [Monetary Policy
in 1991] (1991), Οικονομική σταθεροποίηση και ανάπτυξη: Η περίπτωση της
Ελλάδος [Economic stabilisation and growth: the Greek case] (1993), Πορεία προς
την Ευρωπαϊκή Νομισματική Ένωση [The road to the European Monetary Union]
(1996), and Η Ελλάς στην Ευρωπαϊκή Νομισματική Ένωση [Greece in the European
Monetary Union] (2000).
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Efthymios Christodoulou

Efthymios Christodoulou studied eco-
nomics at Hamilton College and then pur-
sued postgraduate studies at Columbia
University in New York, from where he
obtained a Master’s degree in Economics in
1955. He was a senior economist at the
National Bureau of Economic Research in
New York and Lecturer at the New York
University. As from 1959, he served as Eco-
nomic Adviser at the National Bank of
Greece, while in 1965 he was appointed Di-
rector General of the National Investment
Bank for Industrial Development (ETEBA).

In 1977 he became CEO of Olympic Airways S.A. From 1979 to 1981 he was Gov-
ernor of the National Bank of Greece and President of the Hellenic Bank Associ-
ation. From 1984 to April 1990 he was member of the European Parliament and
representative of the Group of the European People’s Party. He served as Alter-
nate Minister of Foreign Affairs (April-September 1990) and as Minister of Na-
tional Economy (October 1990-February 1992). 

On 20 February 1992 he was appointed Governor of the Bank of Greece, and
on 19 November 1993 he submitted his resignation. In the European elections of
1994, he was re-elected to the European Parliament with the New Democracy
party, while later on he became CEO of Hellenic Petroleum S.A.

418 | THE HISTORY OF THE BANK OF GREECE 1928 TO 2008



Ioannis Boutos

Ioannis Boutos studied law at the Univer-
sity of Athens and economics at the London
School of Economics. In 1950 he was elected
Member of Parliament with the Liberal Party
in the constituency of Messinia and in 1956
he was re-elected with the same party. In the
elections held in 1961, 1963 and 1964 he was
elected to the Hellenic Parliament, this time
with the ERE party, whereas in the elections
of 1974 and 1977 he was elected with the New
Democracy party. He served as Deputy
Minister of Coordination in 1961-1963 and
in 1967 in the Kanellopoulos government. In
1974, when Constantinos Karamanlis returned to Greece and democracy was re-
stored in the country, he joined the National Unity government as Deputy Minister
to the Prime Minister. In the first government formed by C. Karamanlis after the
election of 1974, he was appointed Minister of Commerce. From February 1975 to
September 1976 he served as Alternate Minister of Coordination, and then as
Minister of Agriculture until the election of 1977. Between November 1977 and
May 1978 he was Minister of Finance and later on Minister of Agriculture until May
1980. In the Rallis government he served as Minister of Coordination from
May 1980 until his resignation on 10 October 1980. In the elections of 1981 and
1985 he was re-elected member of the Hellenic Parliament in the constituency of
Messinia with the New Democracy party. In the European elections of 1984, he led
the party’s ballot and was elected to the European Parliament. He left the New
Democracy party on 15 July 1985, remaining an independent Member of Parliament
until 1989. Ι. Boutos was not a candidate in the national election of June 1989, but ran
again in the elections of 5 November 1989 and 8 April 1990 for State Deputy with the
Democratic Alignment, with the ballot of the Panhellenic Socialist Movement
(PASOK). In September of the same year he joined PASOK. On 1 December 1993
he was appointed Governor of the Bank of Greece, to resign on 26 October 1994.
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Lucas Papademos

Lucas Papademos studied at the Massa-
chusetts Institute of Technology (MIT),
where he obtained a Bachelor’s degree in phy-
sics, an MSc in electrical engineering and a
PhD in economics. 

From 1975 until 1984 he taught succes-
sively as Lecturer, Assistant Professor and
Associate Professor in economics at Colum-
bia University, New York. In 1980 he joined
the Federal Reserve Bank of Boston as Senior
Economist. From 1984 until 1985 he was
Visiting Professor of Economics at the Athens
School of Economics and Business. In 1988

he was elected Full Professor of Economic Sciences at the University of Athens. 
Between 1985 and 1993 he held the position of Economic Adviser (Chief Eco-

nomist) at the Bank of Greece. In parallel, he served as Head of the Bank’s Economic
Research Department from 1988 until 1993. On 1 December 1993 he was appointed
Deputy Governor and on 26 October 1994 Governor of the Bank of Greece. On 26
February 1998 his term as Governor of the Bank of Greece was renewed for six more
years. Following a consensus nomination by EU finance ministers (ECOFIN Coun-
cil), in April 2002 the European Parliament delivered a favourable opinion on the
appointment of L. Papademos to the office of Vice-President of the European
Central Bank (ECB). On 26 April 2002 the General Council of the Bank of Greece
awarded him the title of Honorary Governor, while on 27 May 2002 he resigned
from the position of Governor of the Bank of Greece to assume his duties as Vice-
President of the ECB, a position he held from 1 June 2002 to 31 May 2010. In
November 2011 he was invited to lead the country’s Coalition Government, serving
as interim Prime Minister of Greece from 11 November 2011 to 16 May 2012.
Throughout his tenure at the Bank of Greece as Economic Adviser (Chief Econo-
mist), Deputy Governor and Governor, he took part in various committees and
councils. He was member (1985-1993) and Chairman (1989) of the Committee of
Alternates of the Committee of the EC Central Bank Governors. He was also mem-
ber of the Monetary Committee of the European Communities (1985-1988 and
1990), of Greece’s Council of Economic Experts for several years (1985-1988 and
1991-1994) and of the Council of the European Monetary Institution (1994-1998).
He served as Governor of the International Monetary Fund for Greece (1994-2002).
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He was elected Chairman of the Monetary Policy Sub-Committee of the Com-
mittee of the EC Central Bank Governors in 1993, and served as Chairman of the
Monetary Policy Sub-Committee of the Council of the European Monetary
Institute in 1994-1995. In 1986-1987 he was member of the Padoa-Schioppa Study
Group, which was formed by J. Delors and prepared the report on “Efficiency,
Stability and Equity: A Strategy for the Evolution of the Economic System of the
European Community”, while in 1989-1990 he participated in the Angelopoulos
Committee, which prepared the Report on the “Stabilisation and Recovery of the
Greek Economy”. 

In his capacity as Vice-President of the European Central Bank, he was mem-
ber of the Executive Board and of the Governing Council of the ECB (2002-2010).
In addition, he participated in many international committees and bodies, such as
the Financial Stability Forum and its successor, the Financial Stability Board
(2006-2010), the Economic and Financial Committee of the European Union
(2002-2010) and the Central Bank Governance Group at the Bank for Internatio-
nal Settlements (2002-2010). 

In 2006 Lucas Papademos was elected member of the Academy of Athens. His
work as an author is extensive, comprising books, articles and research papers on ma-
croeconomic theory and policy, the functioning of the financial system, monetary po-
licy, as well as on financial stability and economic policy in the European Union.



Nicholas C. Garganas

Nicholas C. Garganas studied at the
Athens School of Economics and Business
(ASOEE). He worked for the Agricultural
Bank of Greece (1964-1966) and pursued
postgraduate studies in economics at the
London School of Economics. Between 1966
and 1968, under an OECD scholarship, he
studied at the University College London,
where he obtained a Ph.D. in economics. In
1970-1971 he taught at Brunel University.
Between 1968 and 1975 he served as re-
search officer at the National Institute of
Economic and Social Research in London. 

In 1975 he joined the Bank of Greece as a senior economist. He was member
of the OECD Economic Policy Committee (1975-1988), of the Economic Policy
Committee of the European Communities (1982-1985) and of the Monetary
Committee of the European Communities (1985-1987 and 1994-1998). In 1985-
1987 he served as Chief Economic Adviser in the Greek Ministry of National
Economy and was a founding member of Greece’s Council of Economic Experts
and member of the Board of the Centre of Planning and Economic Research
(KEPE). From 1984 until 1993 he was Director-Adviser in the Economic Re-
search Department of the Bank of Greece and, from 1993 to 1996, held the
position of Economic Adviser (Chief Economist) at the Bank. Ν. Garganas was
appointed Deputy Governor of the Bank of Greece on 5 September 1996. He was
member of the Committee for the Examination of Long Term Economic Policy
(known as the Spraos Committee) from September 1996 to November 1997, and
Chairman of the Deposit Guarantee Fund in Greece (1996-2002). Since Decem-
ber 1997 he has been an Honorary Fellow of the London School of Economics
and Political Science. He was member of the Economic and Financial Commit-
tee of the European Union (1998-2002). On 26 February 1998 he was re-
appointed Deputy Governor of the Bank of Greece, and on 14 June 2002 he was
appointed Governor of the Bank of Greece. His term ended on 14 June 2008, but
by its decision of 12 May 2008 the General Council of the Bank of Greece
awarded him the title of Honorary Governor. He served as Governor of the In-
ternational Monetary Fund for Greece from 14 June 2002 to 14 June 2008.
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Ν. Garganas has published several books and articles, mostly in the areas of
macroeconomics, economic modelling, European economic and monetary union,
and monetary policy.

For his full curriculum vitae (in Greek), see
http://el.wikipedia.org/w/index.php?title=Νικόλαος_Γκαργκάνας.



Georgios Provopoulos

Georgios Provopoulos was born in Piraeus
and studied economics at the Department of
Economics of the University of Athens, while
he continued his studies at the University of
Essex, UK, obtaining a Master’s degree in 1974
and a Doctorate degree (Ph.D.) in 1977. Both
as an undergraduate and a postgraduate
student he was awarded scholarships by the
Greek State Scholarships Foundation (ΙΚΥ).
From March 1979 to September 2007 he
taught at the Department of Economics of the
University of Athens. In parallel to his aca-
demic career, he held high-ranking positions

in research institutes, as well as in the banking sector. He was Chairman of the Board
of Directors of the Centre of Planning and Economic Research (KEPE) (1989-1990),
President of the Council of Economic Experts of the Ministry of Economy and
Finance (1989-1990), and Deputy Governor of the Bank of Greece (1990-1993). He
was General Manager of the Foundation for Economic and Industrial Research (IOBE)
from December 1993 to August 1997, Economic Adviser and Executive General
Manager of Alpha Bank from January 1994 to March 2004, Chairman of the Board and
CEO of Emporiki Bank from March 2004 to August 2006, and Vice-Chairman and
Managing Director of Piraeus Bank from October 2006 to May 2008. On 20 June 2008
he was appointed Governor of the Bank of Greece.

He has written numerous studies and articles. His book (co-authored with P. Ka-
popoulos) entitled Η Δυναμική του Χρηματοοικονομικού Συστήματος [The dyna-
mics of the financial system] received in 2003 the award of the Academy of Athens
(Class of Ethical and Political Sciences). His participation in international organi-
sations, governing councils and committees stands as follows: 

• Member of the Governing Council of the European Central Bank (ECB) (since
June 2008). 

• Alternate Governor of the International Monetary Fund (IMF) for Greece
(1990-1993 and from 2008 to the present day). 

• Vice-President of the Hellenic Bank Association (2004-2008). 
• Member of the Monetary Committee of the European Union (1990-1993). 
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• Member of the Angelopoulos Committee which prepared the Report on the
“Stabilisation and Recovery of the Greek Economy” (April 1990), as commissioned
by Ecumenical Government Prime Minister Professor X. Zolotas. 

• Chairman of the Committee for the study and implementation of mutual fund
status in the Social Security Funds (established by joint decision of the Ministers of
Economy and Finance, and of Health, Welfare and Social Insurance). 

• Chairman of the Committee established in November 1989 for the reform of
the Greek tax system. 

• Chairman of the Board of Directors of ICAP S.A. (2000-2005). 
• Member of the Board of Directors of the Foundation for Economic & Indu-

strial Research (ΙΟΒΕ) (1998-2006). 
• Member of the Board of Directors of TITAN CEMENT company (1996-2004). 
• Member of the Board of Directors of the Hellenic Center for Investment

(ELKE) (1999-2004). 
• Member of the Coordination Committee of the Ministry of Finance for the re-

form of the tax system (the so-called “Georgakopoulos Committee”), established in
February 2001 by the Minister of Finance.
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5MONETARY AGGREGATES





In billion drachmas

Table 5.1  Monetary aggregates, 1928-1939

N/A: data not available.
1 The interest rate was changed to 12.0% on 26.9.1931 and to 11.0% on 29.10.1931.
2 The interest rate was changed to 12.0% on 21.1.1932, to 11.0% on 20.2.1932, to 10.0% on 8.8.1932 and to 9.0% on 3.12.1932.
3 The interest rate was lowered to 7.5% on 6.6.1933 and to 7.0% on 14.10.1933. 
Sources: Kostelenos (1995) and Psalidopoulos (1989).

Currency in
circulation 

Μoney
supply Μ1

Liquid
assets Μ3

Bank of Greece
discount rate (%)

1928 0.316 14.873 N/A 9.0

1929 0.298 14.222 N/A 9.0

1930 0.297 13.889 N/A 9.0

1931 0.290 11.336 N/A 12.0/11.01

1932 0.241 11.411 N/A 12.0/11.0/10.0/9.02

1933 0.246 12.997 N/A 7.5/7.03

1934 0.273 14.380 N/A 7.0

1935 0.281 14.729 N/A 7.0

1936 0.283 15.346 N/A 7.0

1937 0.281 16.817 N/A 6.0

1938 302.10 16.058 N/A N/A

1939 378.10 N/A N/A N/A
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In billion drachmas

Table 5.2  Monetary aggregates, 1946-1959

1 The interest rate was lowered to 10.0% in April 1959 and to 9.0% in October 1959.
Source: Bank of Greece, Η Ελληνική Οικονομία. Ερευνητικά Δοκίμια και Στατιστικές Σειρές (The Greek Economy. Research Papers
and Statistical Series), Volume ΙΙΙ, Athens, 1984 (in Greek).

Currency in
circulation 

Money
supply Μ1

Liquid assets
Μ3

Bank of Greece
discount rate (%)

1946 N/A N/A N/A N/A

1947 N/A N/A N/A N/A

1948 1.149 1.538 1.415 N/A

1949 1.753 2.344 2.208 N/A

1950 1.812 2.621 2.453 N/A

1951 2.070 3.215 3.027 N/A

1952 2.348 3.553 3.362 N/A

1953 3.378 5.216 4.944 N/A

1954 3.847 6.194 5.948 N/A

1955 4.894 7.673 7.641 N/A

1956 6.031 8.658 9.969 11.0

1957 6.996 10.276 14.062 11.0

1958 7.613 11.227 17.014 11.0

1959 8.803 13.050 21.695 10.0/9.01
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In billion drachmas

Table 5.3  Monetary aggregates, 1960-2000

Sources: Ministry of National Economy, Η Ελληνική Οικονομία 1960-1997. Μακροχρόνιες Μακροοικονομικές Στατιστικές Σειρές
(The Greek Economy 1960-1997. Historical Macroeconomic Statistical Series), Athens, 1998 (in Greek) and Bank of Greece, Gover-
nor’s Annual Report, various years. ➛

Currency in
circulation Μ0

Money
supply Μ1

Liquid
assets Μ3

Bank of Greece
discount rate (%)

Liquidity
indicator Μ4Ν

1960 10.5 13.8 25.8 6.0 N/A

1961 12.2 15.7 30.0 6.0 N/A

1962 14.4 18.5 37.0 6.0 N/A

1963 16.8 21.3 45.2 5.5 N/A

1964 20.2 25.4 52.3 5.5 N/A

1965 23.3 29.1 58.9 5.5 N/A

1966 26.1 32.1 69.8 5.5 N/A

1967 33.4 39.5 81.4 4.5 N/A

1968 33.1 40.5 95.8 5.0 N/A

1969 35.4 43.7 111.5 6.5 N/A

1970 38.9 48.7 133.7 6.6 N/A

1971 43.0 54.5 163.2 6.5 N/A

1972 50.6 67.2 201.9 6.5 N/A

1973 64.9 83.9 232.0 9.0 N/A

1974 80.2 100.2 280.4 8.0 N/A

1975 91.6 115.7 355.9 10.0 N/A

1976 111.7 140.2 450.8 10.0 N/A

1977 132.2 165.6 558.2 11.0 N/A

1978 160.1 202.9 704.9 14.0 N/A

1979 182.9 235.4 837.1 19.0 N/A

1980 209.6 267.9 1,039.0 20.5 N/A
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In billion drachmas

Table 5.3  Monetary aggregates, 1960-2000 (cont.)

Sources: Ministry of National Economy, Η Ελληνική Οικονομία 1960-1997. Μακροχρόνιες Μακροοικονομικές Στατιστικές Σειρές
(The Greek Economy 1960-1997. Historical Macroeconomic Statistical Series), Athens, 1998 (in Greek) and Bank of Greece, Gover-
nor’s Annual Report, various years.

Currency in
circulation Μ0

Money
supply Μ1

Liquid
assets Μ3

Bank of Greece
discount rate (%)

Liquidity
indicator Μ4Ν

1981 260.5 335.3 1,417.1 20.5 N/A

1982 300.2 389.7 1,821.4 20.5 N/A

1983 342.6 449.4 2,221.5 20.5 N/A

1984 400.8 542.5 2,905.7 20.5 N/A

1985 505.3 675.1 3,722.0 20.5 N/A

1986 541.4 738.8 4,479.0 20.5 N/A

1987 628.9 843.4 5,551.9 20.5 N/A

1988 735.5 973.2 6,832.5 19.0 N/A

1989 969.3 1,264.9 8,500.8 19.0 N/A

1990 1,162.0 1,583.4 9,799.2 19.0 N/A

1991 1,255.5 1,742.9 11,001.9 19.0 N/A

1992 1,410.0 1,968.2 12,588.5 19.0 N/A

1993 1,512.0 2,223.7 14,474.8 21.5 N/A

1994 1,687.7 2,793.5 15,755.4 20.5 N/A

1995 1,863.6 3,149.0 17,380.4 18.0 N/A

1996 1,941.4 3,548.0 19,005.3 16.5 N/A

1997 2,185.5 4,002.6 20,807.4 14.5 N/A

1998 2,229.3 4,538.5 22,689.3 N/A N/A

1999 2,671.9 N/A N/A N/A 35,828.9

2000 2,672.9 N/A N/A N/A 39,578.1
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In million euro

Table 5.4  Monetary aggregates,1 2001-2008

1 As of 31 December of each year.
Source: Bank of Greece, Greek contribution to euro area monetary aggregates,
https://www.bankofgreece.gr/Pages/en/Statistics/monetary/monetary.aspx

Currency in
circulation Μ0

Money
supply Μ1 Μ2

Liquid
assets Μ3

2001 7,180 77,986 109,832 143,842

2002 7,401 79,111 110,292 141,157

2003 8,791 88,243 122,577 149,577

2004 10,835 102,530 137,877 163,099

2005 12,212 111,419 167,618 175,640

2006 13,377 113,485 185,751 193,617

2007 14,247 113,084 212,893 219,927

2008 16,318 106,917 246,627 251,397
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6BANK OF GREECE: FINANCIAL RESULTS





In billion drachmas

Table 6.1  Bank of Greece:
Annual financial results, 1928-1941

Source: Bank of Greece, Governor’s Annual Report, various years.

Year Income Expenses Profits

Share of profits
transferred to the

Greek State

1928 0.116 0.055 0.061 0.019

1929 0.225 0.116 0.109 0.036

1930 0.181 0.136 0.045 0.006

1931 0.177 0.143 0.034 -

1932 0.262 0.192 0.070 0.017

1933 0.217 0.178 0.039 0.002

1934 0.207 0.168 0.039 0.003

1935 0.226 0.180 0.046 0.005

1936 0.249 0.186 0.063 0.014

1937 0.302 0.221 0.081 0.022

1938 0.358 0.242 0.116 0.039

1939 0.384 0.295 0.089 0.026

1940 0.422 0.334 0.088 0.026

1941 0.464 0.417 0.047 0.005
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In billion drachmas

Table 6.2  Bank of Greece:
Annual financial results, 1946-1974

Source: Bank of Greece, Governor’s Annual Report, various years.

Year Income Expenses Profits

Share of profits
transferred to the

Greek State

1946 34.299 29.463 4.836 -

1947 49.736 49.629 0.107 -

1948 84.417 80.972 3.445 0.300

1949 119.026 116.449 2.577 -

1950 157.708 154.612 3.096 -

1951 205.973 203.394 2.579 -

1952 239.221 236.471 2.750 -

1953 255.071 239.821 15.250 6.000

1954 0.291 0.279 0.012 0.006

1955 0.322 0.305 0.017 0.011

1956 0.423 0.380 0.043 0.026

1957 0.479 0.408 0.071 0.050

1958 0.445 0.405 0.040 0.025

1959 0.455 0.414 0.040 0.025

1960 0.523 0.434 0.089 0.071

1961 0.538 0.445 0.093 0.075

1962 0.599 0.508 0.091 0.073

1963 0.638 0.534 0.103 0.084

1964 0.690 0.583 0.107 0.088

1965 0.801 0.697 0.104 0.086

1966 0.867 0.765 0.102 0.083

1967 0.909 0.770 0.139 0.112

1968 1.055 0.773 0.282 0.248

1969 1.093 0.778 0.315 0.279

1970 1.247 0.840 0.408 0.296

1971 1.335 0.858 0.477 0.329

1972 1.746 0.949 0.797 0.661

1973 2.365 1.490 0.875 0.770

1974 6.879 1.683 5.196 5.078
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In billion drachmas

Table 6.3  Bank of Greece:
Annual financial results, 1975-2000

Source: Bank of Greece, Governor’s Annual Report, various years.

Year Income Expenses Profits

Share of profits
transferred to the

Greek State

1975 5.680 2.133 3.547 3.397

1976 5.874 2.716 3.158 2.985

1977 7.670 3.099 4.571 3.561

1978 5.776 3.423 2.353 2.129

1979 7.394 3.814 3.580 3.326

1980 9.033 4.551 4.482 -

1981 6.277 5.686 0.591 -

1982 9.804 7.311 2.493 -

1983 11.870 9.629 2.241 -

1984 15.570 11.898 3.671 -

1985 15.082 14.078 1.004 -

1986 17.134 15.357 1.777 -

1987 17.659 16.601 1.058 -

1988 20.725 19.473 1.251 -

1989 35.701 24.143 11.558 -

1990 35.914 28.432 7.482 -

1991 42.087 32.218 9.869 -

1992 44.648 33.900 10.748 -

1993 68.141 37.399 30.742 -

1994 74.711 44.979 29.732 23.131

1995 85.112 50.258 34.853 30.269

1996 92.129 55.517 36.612 31.232

1997 164.498 64.064 100.434 94.432

1998 169.800 68.604 101.196 90.717

1999 188.053 77.921 110.132 99.703

2000 274.979 107.752 167.226 152.030
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In million euro

Table 6.4  Bank of Greece:
Annual financial results, 2001-2008  

Source: Bank of Greece, Governor’s Annual Report, various years.

Year Income Expenses Profits

Share of profits
transferred to the

Greek State

2001 803.430 297.145 506.285 457.899

2002 553.925 340.689 213.236 155.993

2003 529.351 311.091 218.260 172.418

2004 598.624 393.019 205.605 153.345

2005 610.799 382.340 228.459 150.121

2006 830.854 586.218 244.635 160.725

2007 825.498 540.814 284.684 180.878

2008 823.546 598.462 225.084 139.268
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