BANK OF GREECE

MONETARY
POLICY

2001 - 2002

1 T = v Wy
o e
B
; .

IR l “h 1
D

R

MARCH 2002






BANK OF GREECE
21, E. Venizelos Avenue
GR-102 50 Athens

www.bankofgreece.gr
Economic Research Department - Secretariat
Tel. +30210 320 2392

Fax +30 210 323 3025

Printed in Athens, Greece
at the Bank of Greece Printing Works

ISSN 1108 - 2690



BANK OF GREECE

REPORT ON

MONETARY
POLICY
2001-2002

MARCH 2002



To the Greek Parliament and
the Council of Ministers

The present Report on Monetary Policy is submit-
ted to the Greek Parliament and the Council of
Ministers, as required by the Statute of the Bank
of Greece. The Report examines and assesses
monetary developments and the course of the
economy in 2001, the first year of Greece’s par-
ticipation in the euro area. It also refers to the
launching, as of 1 January 2002, of the euro bank-
notes and coins, which marked the final stage of
the introduction of the single currency. Finally, it
estimates the economic outlook for the euro area
and Greece in 2002.

The Report provides a detailed account of money,
credit and capital market developments, the
course of inflation and economic activity in the
euro area and Greece, as well as the state of the
world economic environment in 2001, a year that
was marked by a slowdown in economic growth
in the euro area and worldwide. This slowdown,
however, had only limited repercussions on the
Greek economy. Towards the end of the first half
of 2001, the annual rate of inflation began to sub-
side in the euro area as a whole and in Greece,
even though the average annual rate of inflation

was higher in both cases than in 2000.

The year 2001 was also the second year of imple-
mentation in Greece of the Eurosystem’s single
monetary policy, whose primary objective is to
achieve and maintain price stability in the euro
area over the medium term. So long as the
achievement of this objective is not jeopardised,
this policy also supports the general economic
policy targets of the European Union. The single
monetary policy is formulated by the ECB

Governing Council, of which the Governor of the

Bank of Greece is a member, and is implemented
by the euro area national central banks. The
Report analyses the monetary policy that was con-
ducted from January 2001 through early March
2002 and deals extensively with the shift in mon-

etary policy stance since last May.

The introduction of the euro area banknotes and
coins in Greece and the concurrent withdrawal
of the drachma were very successful. The new
currency was readily accepted by the public, as
shown by the large volume of transactions car-
ried out in euro from the very first days of the
changeover. By end-January, euro banknotes
represented 74% of the banknotes in circulation
in Greece, compared with an average 68% in the
euro area. By 28 February, the last day of the
dual circulation period in Greece, some 2.7 tril-
lion drachmas (or 90% of the drachmas in circu-
lation at the end of 2001) had been withdrawn
from circulation. As mentioned above, the
preparation and successful realisation of the
changeover in Greece and the contribution of
the Bank of Greece are described in detail in a

separate chapter.

With regard to the economic outlook for 2002,
economic activity in the euro area is expected to
gradually recover, while inflation is projected to
decrease and remain below 2%. Turning to
Greece, the present Report concludes that infla-
tion will decrease slightly this year, but will con-
tinue to exceed the euro area average. The rate
of economic growth, though expected to slow
marginally, will remain considerably higher than
the euro area average, thus leading to further

real convergence. Last, the Report discusses
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how the fiscal and structural policy mix, on the ity and speed up real convergence, which
one hand, and the behaviour of the social part- remains Greece’s primary economic objective.

ners, on the other, can help ensure price stabil-

Lucas Papademos
Athens, March 2002 Governor
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[. Summary

MONETARY POLICY 2001-2002

The Eurosystem’s single monetary policy," imple-
mented in Greece since early 2001, aims primar-
ily at maintaining price stability in the euro area as
a whole over the medium term. The European
Central Bank (ECB) maintained its key interest
rates unchanged during the first four months of
2001, as inflationary pressures remained rela-
tively strong and the Governing Council judged
that risks to price stability had not been elimi-
nated. In the period from the beginning of May
until the beginning of November the ECB lowered
its key interest rates on four occasions, by a total
of 150 basis points. Following the last adjustment,
the minimum bid rate on banks’ main refinancing
operations stood at 3.25%, the marginal lending
facility rate at 4.25% and the deposit facility rate
at 2.25%. This change in the stance of the single
monetary policy was based on the assessment
that monetary developments did not signal risks
to price stability over the medium term, on a drop
in inflation from June and on an improved out-
look that inflation would continue to fall to a
level below 2%. A deceleration of the growth rate
of economic activity and wage restraint were
also taken into account. From the beginning of
November 2001 until early March 2002 the ECB
did not change further its key interest rates, judg-
ing that their level was consistent with maintain-

ing price stability over the medium term.

Cuts in the key interest rates of the ECB and mar-
ket expectations concerning the evolution of
short-term interest rates caused a significant drop
in money market rates as well as bank rates dur-
ing 2001. Yields on long-term securities followed
a generally downward course until October, but
then started to rise. The yield curve therefore

became steeper, as uncertainty stemming from

1 The Eurosystem consists of the European Central Bank and the
national central banks of the European Union Member States that
have adopted the euro.
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the 11 September events subsided and, at the
same time, market expectations concerning the

outlook for global economic recovery improved.

After March 2001, the annual growth rate of M3
accelerated significantly in the euro area and
reached 7.6% in the last quarter of 2001, from
4.2% in the last quarter of 2000. This was mainly
due to the transfer of funds to assets included in
M3, owing partly to the decline in the differential
between interest rates on securities not included
in M3 and yields of M3 components. It was also
due to increased uncertainty in stock markets,
particularly after the 11 September terrorist
attack, as well as to larger cash holdings for trans-
actions (owing to price increases in the previous
period). Falling uncertainty in stock markets and
rising differentials between long-term and short-
term interest rates towards the end of 2001
helped to contain the growth rate of M3 in
December 2001 and January 2002. Moreover, a
sustained deceleration of credit expansion to the
private sector (the rate fell to 6.9% in the last
quarter of 2001, from 10.5% in the last quarter of
2000) was observed in 2001, underpinning the
assessment that monetary developments did not

imply inflationary risks in the medium-term.

As regards monetary developments in Greece,
the annual growth rate of money, which is the
Greek component of M3 in the euro area, slowed
gradually to 6.7% in the fourth quarter of 2001,
from 12.8% in the last quarter of 2000, mainly
owing to the slowdown in credit expansion.
Despite its significant decline, the growth rate of
M3 in Greece exceeded that of the euro area up
to and including August 2001. This development
largely reflected higher credit expansion in
Greece relative to the euro area. The M3 rate of
increase in Greece accelerated to 9.9% in
December, as the repayment of Greek govern-

ment bonds, together with the absence of new

12

issues in this month, caused an expansion of pri-
vate deposits. This rate returned to previous lev-
els in January 2002 (6.8%).

Bank rates in Greece continued to converge
towards euro area rates in 2001, while they were
affected also by cuts in ECB rates. The weighted
average of deposit and repo rates fell by almost 2
percentage points, while that of lending rates fell
by about 2.5 percentage points. Consequently,
the differential between lending and deposit rates
decreased further during 2001, reflecting stronger
competition and the greater effectiveness of

bank intermediation.

Total credit expansion decelerated significantly in
2001 (to 15.9%, from 20.2% in 2000). This is
attributed to a limited increase in credit to gen-
eral government (2001: 10.7%, 2000: 15.9%), as
well as a small deceleration of the annual growth
rate of bank loans to businesses and households
(2001: 24.8%, 2000: 27.6%). However, the fact
that credit expansion to companies and house-
holds was at a high level in 2001 was due to a rel-
atively sharp drop in interest rates. The continued
high growth rate of economic activity and limited
fund raising through the Athens Stock Exchange
(ASE) also contributed to strong demand for bank
loans. On the supply side, high credit expansion
was facilitated to some extent by the gradual
release (following the harmonisation in 2000 of
the Bank of Greece reserve requirement regime
with that of the Eurosystem) of a substantial
amount of bank deposits with the Bank of
Greece. Loans to businesses increased by 18.6%
in 2001, a lower rate than in 2000 (24.9%), while
housing and consumer loans to households
increased at a very high and accelerating rate in
2001 (40%, 2000: 34.8%). Loans to households
reflect both the drop in interest rates and strong
competition between banks in these particular
areas. At the end of 2002, the outstanding bal-
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ance of loans to households represented 18% of
GDP, compared with 13.8% in 2000.

Euro banknotes and coins were put into circulation
on 1 January 2002. The process of introducing the
single European currency was thus completed and
a new monetary environment was established,
which is expected to have a favourable effect on
stability conditions and development prospects
throughout the euro area. The changeover to the
euro went smoothly, since the people became
familiar with the new banknotes and coins quite
soon and the national currencies were withdrawn
mostly before the end of the dual circulation period
(which was different for each country). Greece,
with only one year at its disposal until the date of
circulation of the new currency (compared with
three years for the other 11 euro area countries),
completed the necessary preparations in time,
thereby making the changeover to euro bank-
notes and coins an absolute success. The intro-
duction of the euro proceeded rapidly and the bulk
of transactions were already being conducted in
euro before the end of January 2002, while a lot of
the drachmas had been withdrawn. By the end of
the dual circulation period, on 28 February, almost
90% of the drachmas in circulation on 31
December 2001 had been withdrawn. Finally, in
the euro area as a whole, as well as in Greece, cir-
culation of the single currency and pricing of
goods and services in euro had a slight upward
effect on consumer prices, which is estimated not

to have exceeded 0.1-0.2% in January.

The overall upward trend of inflation in the euro
area since autumn 1999 was reversed during
2001 and the Harmonised Index of Consumer
Prices (HICP) rose by 2.0% in December. The
average annual rate of HICP inflation accelerated
slightly to 2.5%, from 2.3% in 2000. From an aver-

MONETARY POLICY 2001-2002

age 3.4% in 2000, the annual GDP growth rate in
the euro area kept falling during 2001 and stood
at 1.5% for the year as a whole. There are indica-
tions, however, that economic conditions ceased

deteriorating by the end of the year.

Average annual HICP inflation in Greece was
3.7% in 2001. Average annual CPI inflation
reached 3.4%, slightly higher than in 2000
(3.2%). Annual CPI inflation accelerated until
June 2001, then fell steadily until November
(2.4%). In December 2001 and January 2002
inflation rose sharply (mainly because of a very
steep rise in the prices of fresh fruit and vegeta-
bles, which was due to bad weather conditions,
as well as an increase in fuel prices) to 3.0% and
4.4%, respectively, but then fell to 3.4% in
February. The average annual level of core infla-
tion rose noticeably in 2001, but began to decel-
erate after July and reached 3.1% in February

2002, the lowest level since November 2000.

The fact that inflation in Greece remained at rela-
tively high levels in 2001 is mainly due to indirect
and lagged effects that the rise in international oil
prices and the simultaneous drop in the euro and
drachma exchange rates in 2000 had on the prices
of goods (other than oil) and services. To a lesser
extent, the relatively high level of inflation is asso-
ciated with a slight pick up of the growth rate of
unit labour costs in the corporate sector in 2001.
Moreover, while a decrease in lending and
deposit rates owing to the transition to the single
monetary policy had a marked expansionary
effect on demand, it did not seem to make an
overall contribution to the increase in inflationary
pressures (though it may have prevented them
from falling). This is because, on the one hand, a
considerable part of the increase in consumer
demand was channelled to imported products
and, on the other hand, the favourable impact of

growing import price competition partly offset the
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effect of credit expansion and low interest rates

on total demand and prices.

According to recent provisional NSSG estimates,
GDP increased by 4.1% in 2001 (same as in
2000). The increase was achieved notwithstand-
ing the effects of the September events on Greek
exports and tourist activity, as well as on the con-
fidence climate and, through that, on domestic
consumer and investment demand during the last
four months of 2001. Available short-term indica-
tors suggest that in 2001 the annual rate of
increase in private consumer demand remained at
high levels, albeit lower than in 2000. During the
year, however, private consumption fell from a
particularly high level in the first two months to its
lowest level in October, and recovered in
November. The growth rates of secondary pro-
duction, exports and imports of goods, as well as
—according to anecdotal evidence— certain
investment categories showed stronger decelera-
tion. On a whole, investment demand is esti-
mated to have grown at a slower pace than in
2000. Nevertheless, the unemployment rate fell

and the number of salaried workers increased.

The inflation outlook for 2002 is favourable in the
euro area, although the annual rate of HICP infla-
tion reached 2.7% in January this year, which was
almost entirely due to factors considered to have
a temporary effect. On the basis of some assess-
ments and assumptions, the ECB expects that
inflation will drop below 2% this year and will
remain at levels consistent with price stability. In
particular, the ECB estimates that monetary con-
ditions still do not signal imminent or medium-
term risks to price stability. Moreover, it is
assumed that average annual oil prices will fall
and that the average annual level of other raw

material prices will remain almost unchanged in

14

the world market. At the same time, in order to
keep inflation in the euro area below 2% in the
medium-term, the Governing Council of the ECB
assumes that —apart from the self-evident contri-
bution of the single monetary policy, which aims
primarily at ensuring price stability— it is neces-
sary for collective bargaining to result in agree-
ments based on wage restraint. Furthermore, the
Governing Council of the ECB expects Member
States to stay focused on fiscal targets, that is, to
avoid excess deficits and to reduce public debt,
which means that the budgetary position has to
be close to balance or in surplus in the medium-
term. Finally, the importance of rapid and decisive
promotion of basic structural reforms is empha-
sised, which will enhance productivity and the
dynamics of economic development in the euro
area. Since the fundamentals of the European
economy remain robust in general, financing con-
ditions for households and corporations are
favourable and the boosting of real income (owing
to the recent as well as the expected fall in infla-
tion) will support aggregate demand, the GDP
growth rate is forecast to accelerate gradually dur-
ing 2002 and the ECB estimates that it will reach
about 2.5% in the last quarter. According to esti-
mates by international organisations, the average
annual growth rate of euro area GDP will be 1.2-
1.4% in 2002.

In Greece, the adverse effects of external factors
on Greek exports and on the domestic economic
climate may be largely offset by the favourable
impact of other factors. In the first place, available
short-term indicators show that the effects of the
September events on the Greek economy were
temporary. This fact, without stopping the decel-
eration trend observed during 2001, supports the
estimate that the slowdown will be limited,
although it may continue. This estimate is also
supported by other factors, such as favourable

bank credit conditions for households and corpo-
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rations, the expected sharp increase in private and
public investment (connected to receipts from the
3rd Community Support Framework and prepara-
tions for the 2004 Olympic Games) and, finally,
the positive effects of the tax measures package
announced by the government in November on
consumer and investment demand, as well as on
competitiveness. Having regard to the above, the
Ministry of Economy and Finance forecasts that
GDP will increase by 3.8% in 2002. However,
uncertainty about the external factors affecting the
course of the Greek economy has not been fully
eliminated, while there are elements of uncer-
tainty linked to internal factors (such as the time
and degree of realisation of the investment pro-
jects of private corporations, as well as the final
labour cost and its impact on the competitiveness
of the economy). Therefore, it cannot be excluded
that the GDP growth rate may come to a lower
level than forecast by the government. On the
basis of available data and indications, it is quite
probable that the GDP growth rate will be around
3.5% in 2002. The forecasts made by international

organisations range from 3% to 4%.

It is estimated that prices in Greece will be influ-
enced positively by the projected drop in infla-
tion in the rest of the euro area and in industrial
countries in general. Furthermore, it is assumed
that the average annual price of oil will fall,
while the average annual level of prices of other
imported raw materials will remain practically
unchanged. It is also assumed that the effective
exchange rate of the euro will stabilise. The
prices of imported products in the domestic
market are expected to have a dampening effect
on inflation in Greece in 2002, by reducing the
cost of intermediate goods for the manufacture
of Greek products and by containing the
increase in the prices of imported finished
products. The expected deceleration of the aver-

age annual growth rate of aggregate demand is

MONETARY POLICY 2001-2002

an additional reason for businesses to pursue a
policy of price restraint. Inflationary pressures
will be reduced also by the exhaustion of the
upward effect exerted with a time lag on con-
sumer prices by the steep rise —during 2000 —
in fuel prices and in the exchange rate of the US
dollar against the euro. Finally, the continued
deregulation of the telecommunications market
(in particular fixed telephony services) and the
expected normalisation of conditions in the fruit
and vegetables market will also have a dampen-
ing effect on inflation. By contrast, the growth
rate of unit labour costs in the whole economy
is expected to pick up this year, but it could be
restrained to almost 3% (against 2.5% in 2001),
while the corresponding rate for the euro area is

expected to decelerate.

On the basis of the above assumptions and esti-
mates and taking into account the increase in
prices during the first two months of this year,
average annual inflation is expected to be around
3% in 2002. After falling to 3.4% in February, the
annual rate of inflation is expected to decelerate
further during the year and to fluctuate between
2.5% and 3% in December 2002. Consequently,
inflation in Greece in 2002 is going to exceed the
level considered to be compatible with price stabil-
ity (i.e. growth rate below 2%), which is expected
to be achieved in the euro area as a whole this year.
Apart from the obvious influence of oil price devel-
opments, the forecast for inflation in 2002 is based
on, among other things, two basic conditions and
assumptions: first, that there will be no (or limited)
speculative phenomena in the pricing of products
in euro after the end of the obligatory dual price
period and, second, that the growth rate of unit
labour costs in the whole economy will be around
3%. This means that the increase in workers’ earn-
ings should not be excessive and that the produc-
tivity growth rate should not be substantially lower

than the average in recent years.
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It is important to stress that workers’ real earn-
ings may increase steadily at high rates without
adverse effects on inflation (and the purchasing
power of nominal earnings), so long as produc-
tivity also increases correspondingly. For this
reason, structural reforms must be expedited
that will lead to a more effective operation of
markets and to high rates of productivity growth.
This will prevent an increase in unit labour costs
(relative to Greece’s European partners and
other competitor countries) and a concomitant
deterioration of competitiveness. Hence, the
social partners can and should contribute to the
enhancement of the international competitive-
ness of corporations, to the achievement of a
high rate of economic growth in Greece and to a
decrease in unemployment. Consequently, there
will be stable and continuous improvements in
workers’ real income, through agreements on
wage increases that are not incompatible with

these targets.

To approach and maintain price stability and, at
the same time, accelerate real convergence, com-
panies must implement prudent pricing policies.
They must also take innovative and modernising
initiatives concerning their organisational setup
and technological infrastructure. Moreover, it is
necessary to pursue an appropriate economic pol-
icy mix in the medium-term. Given the stance of
the single monetary policy, it is required that, in
addition to the contribution of the social partners,
national fiscal policies should keep fiscal consoli-
dation as their basic medium-term target. Fiscal

consolidation serves the country’s interests, since

16

it is a prerequisite of macroeconomic stability and
growth and an obligation of the Stability and
Growth Pact. Therefore, it should be ensured that
fiscal surpluses are achieved and public debt is
reduced, as provided for in the Updated Stability
and Growth Programme. Within this framework,
it is essential to set clear and binding targets for
current primary expenditure and, at the same
time, strengthen expenditure assessment and
control mechanisms. Furthermore, it is advisable
to expedite tax reforms. A reform of the social
security system is also necessary, not only to
ensure the viability of the pension system and a
fair allocation of the financial burden between
generations, but also to secure fiscal stability in
the long-run. Finally, faster implementation of
structural reforms should enhance the more effec-
tive operation of the markets and the government
and improve productivity and competitiveness. In
this way, a high and sustainable rate of economic
growth combined with price stability will be sup-

ported and, thus, real convergence will progress.

In summary, inflation in Greece is forecast to
decline a little this year, although it will remain
above the average level of inflation in the euro
area. The growth rate of economic activity will
show a limited deceleration, but will remain sig-
nificantly higher than in the euro area, thus result-
ing in further progress towards real convergence
in 2002. In the medium term, the pace at which
real convergence is achieved will depend on the
choice and effective implementation of a suitable
mix of fiscal and structural policies, as well as the

behaviour of the social partners.
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I[I. The international
economic environment
of the euro area

in 2001

MONETARY POLICY 2001-2002

1. Overall developments

The growth rate of world GDP decelerated signif-
icantly in 2001. All international economic organ-
isations repeatedly revised downwards their esti-
mates of global economic activity in 2001.
According to the latest estimates by the
International Monetary Fund (IMF)," world GDP
growth fell to 2.4% in 2001, from 4.7% in 2000.
The IMF forecast for 2001, only eight months ear-
lier, had been rather more optimistic (3.2%). The
slowdown of global economic activity started in
the second half of 2000, almost at the same time
in all the major advanced economies,” and was
marked by the tragic events of 11 September in
the USA, which only worsened an already weak-

ened world economy.

International trade of goods and services has been
one of the main channels for the transmission
and acceleration of negative developments in
world economic activity. The volume of trade
increased by just 1% (in the advanced economies
it decreased by 0.3%), against a steep rise of
12.4% in 2000. Negative developments in 2001
were worsened by factors conducive to the high
growth rate of the global economy over the last
two years, primarily driven by the US economy.
Such factors were the high degree of international
interdependence and consolidation of the mar-
kets for products, money and capital, as well as a
more synchronised —compared with the past—
change in macroeconomic aggregates in the
major economies. Underlying these develop-

ments were mainly the following: (i) a drastic

1 See IMF, World Economic Outlook, 18 December 2001.

2 The group of advanced economies, according to the IMF classi-
fication, includes the economies of 29 countries: the 15 European
Union Member States, the 4 Asian new industrial countries
(Korea, Singapore, Taiwan, Hong Kong) and the USA, Japan,
Canada, Australia, Switzerland, Iceland, Israel, Cyprus, Norway
and New Zealand.
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downward revision of expectations and a decline
in new investment and profitability in high-tech-
nology sectors (chiefly those related to electronic
trade, the Internet, information technology and
telecommunications), a development that started
in the USA but inevitably expanded throughout
the world, (ii) at the same time, a subsequent
deterioration of the financial situation of both
households and corporations, mainly in the
advanced economies, owing to a decline in their
asset value, (iii) a significant drop in raw material
prices, with a negative effect on many, mostly
developing, economies, (iv) the preceding large
increase (116%) in the average annual level of
crude oil prices (US dollars per barrel) between
1998 and 2000,® which had a lagged effect on the
total expenditure of the world economy, (v) dur-
ing the same period, the lagged effect of a gradual
increase in central bank key interest rates in most
of the major economies, primarily in 2000, in
order to constrain inflationary pressures exerted
by the continued rise in oil prices and the US dol-
lar (for non-US economies) and by the high
growth rates, and (vi) the terrorist attacks of 11
September 2001 in the USA, which further
reduced business and consumer confidence,
increased uncertainty and volatility in interna-
tional money, foreign exchange and capital mar-
kets, and hit economic activity and employment
internationally, particularly in industries such as

air transport and tourism.

The growth rate of economic activity in 2001 has
been the lowest in the last eight years. A syn-
chronised deceleration was observed in the USA
and the euro area, as well as a decrease in GDP
in Japan, that is, in economies totalling 45% of
world output. It is difficult to discern the impact
on the economy following the tragic September
events in the USA, both directly and in the long
run, among general developments which had

already been particularly negative before the
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beginning of September. Most of the downward
revision of estimates for 2001 and of forecasts for
2002 is attributed to information excluding the
impact of the 11 September events. However,
three months after these events, the IMF revised
downwards the rate of economic growth of the
world economy by 0.2 percentage point for 2001
(from 2.6% to 2.4%) and by 1.1 percentage points
for 2002 (from 3.5% to 2.4%). Finally, according
to more recent data, the annual GDP growth rate
in 2001 was 1.2% in the USA, 1.5% in the euro
area (see Chapter Ill) and 2.4% in the UK, while
GDP fell by 0.5% in Japan.

Inflation, as measured by the change in the CPI,
remained unchanged in 2001, both in advanced
economies (2.3%) and in developing economies
(around 6%), while further decreasing in transi-
tion economies (16%, from 20% in 2000). In
advanced economies, a significant decline in the
growth rate of productivity in manufacturing to
1.5% (2000: 5.9%) is estimated to have con-
tributed to the increase in unit labour costs (2.9%,
from a 1.4% drop in 2000). The international aver-
age crude oil price, after rising continuously from
December 1998 to November 2000 by a total of
211%,* ranged between $23 and $28 per barrel
until the September events. However, after the
11th of September, crude oil prices initially rose
sharply owing to uncertainty, then fell below $20
per barrel (from an average of $28.2 per barrel
during 2000). The large decline in world demand
(owing to a drop in industrial production, air
transport etc.), together with the inability of oil-
producing countries to reach an agreement on a
noticeable reduction in oil prices, maintained

crude oil prices at $18-$19 per barrel until the

3 IMF, International Financial Statistics.

4 IMF, International Financial Statistics. It is the increase in the
average price of different kinds of crude oil (December 1998:
$10.41, November 2000: $32.34).
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end of 2001.5 The composite index of raw mater-
ial prices, excluding oil, moved downwards
throughout the year and the average annual level
fell by 5.5%* in 2001.

The monetary policy pursued in 2001 in the major
advanced economies, except the euro area,
broadly aimed at either preventing a possible
downturn or facilitating a recovery, ensuring price
stability at the same time. The key interest rates of
central banks in the US, the UK and Japan stood
at the lowest levels in about 40 years by the end
of the year (see Chart 1). The US Federal Reserve
Bank, starting from a relatively more favourable
position regarding the use of interest rate policy,
and facing the largest —relative to other
economies— deceleration of GDP, pursued an
aggressive policy of continued reductions in key
interest rates throughout the year (cumulative
drop of 475 basis points), while the Bank of Japan
further reduced its already low rediscount rate.
The Bank of England also pursued an accommo-
dating monetary policy. Following the terrorist
attack in the USA, the cuts in key interest rates by
the US Fed, the ECB and the central banks of
Canada, Switzerland, Sweden, Japan and England
aimed at dealing with additional risks to growth
and at signalling stability and confidence to the
markets. The cuts in interest rates were combined
with the enhancement of liquidity, in order to
maintain normal conditions in money, foreign

exchange and capital markets.

The year 2001 saw a worsening of the fiscal posi-
tions of non-euro area advanced economies, as
well as of developing and transition economies. As
regards some of the larger advanced economies,
this development is attributed to the impact of the
business cycle, as well as the increase in the struc-
tural deficit,” with the exception of Japan. In the
USA and the UK, the structural surplus as a per-

centage of GDP is estimated to have been practi-
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cally zero in 2001. In Japan, however, the structural
deficit fell (by almost one percentage point). In the
USA, it is estimated that the refund of part of the
tax revenue in June and the extraordinary public
expenditure approved after the terrorist attack
practically reduced the general government surplus
to zero, as a percentage of GDP, in 2001 (from
1.5% in the previous year). Gross public debt as a
percentage of GDP, however, continued its down-
ward course and is estimated to have fallen by
about 2 percentage points in 2001 (from 57.4% in
2000). In Japan, a strongly expansionary fiscal pol-
icy in recent years and the subsequent building up
of high interest expenditure kept exerting upward
pressures on the total budget deficit, despite a sig-
nificant decline in the primary deficit. The total
deficit is estimated to have fallen to 7.2% of GDP in
2001, from 7.9% in 2000, while gross public debt
as a percentage of GDP is estimated to have risen
by another 11 percentage points, reaching 140.8%
of GDP. In the UK, the fiscal surplus fell to 0.5% of
GDP in 2001, from 3.9% in the previous year, while
gross public debt fell to 38.3% of GDP.

2. Developments by main economic region

The US economy, after ten years of continued
and strong economic growth (the longest in the
post-war period), entered a deceleration phase in
the second half of 2000. According to more
recent data,® GDP grew by 1.2% in 2001, against
4.1% in the previous year. This slowdown was
mainly due to a significant decrease in gross pri-
vate investment and to a decline in exports. By
contrast, private consumption was particularly

resistant to economic shocks. Economic slow-

5 Oil prices returned to $21-$22 during February this year.

6 IMF, International Financial Statistics.

7 Estimated as a percentage of potential GDP, not real GDP.

8 Announcement by the Bureau of Economic Analysis, 28
February 2002.
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down continued up to and including the third
quarter of 2001, when a 0.34% decline in GDP
was registered, compared with the previous
quarter.® In the last quarter of the year, however,
GDP grew by 0.35% compared with the previous
quarter.’® Despite this development, the official
estimate that the USA is in a recession since
March 2001 (when the period of economic
expansion that began in March 1991 came to an
end) has not been revised yet." However, the
manufacturing activity index of the Institute for
Supply Management (ISM)™ rose continuously
from November 2001 onwards and reached 49.9
in January this year (against 39.5 in October
2001). Actually, in February it exceeded 50 (the
boundary line between a contraction and an
expansion of economic activity) for the first time
after July 2000, reaching 54.7."* Moreover, the
respective index of the ISM for the services sec-
tor (non-manufacturing activities), which had
dropped to almost 40 in October 2001, started
rising and stood at 58.7 in February, from 49.6 in
January, suggesting a marked expansion of eco-
nomic activity. The unemployment rate, from a
historically low level in October 2000 (3.9%),
rose gradually to 4.9% in August 2001 and
increased significantly after the September
events, reaching 5.8% in December. However, it
fell slightly to 5.6% in January this year and to
5.5% in February.

Extraordinary measures to enhance demand (tax
cuts and higher public expenditure), as well as the
establishment of more relaxed monetary conditions
by the US Federal Reserve Bank, which reduced its
interbank money market intervention rate' on 11
occasions during the year, have also had an
inhibitory effect on economic slowdown. Thus, the
intervention rate stood at 1.75% on 11 December,
from 6.5% at the beginning of the year. The rise in
the value of residences was also supportive to

household expenditure, as they are the main assets
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of medium-income households. (By contrast, high-
income households’ expenditure was adversely
affected by the decline in the current value of equi-
ties.) On the other hand, the limited duration and
strength of the economic downturn —according to
current evidence— is mainly attributable to the
increased flexibility of the economy, which reflects
certain structural changes that have been brought
about, such as the capability of corporations to
access real-time information concerning market
conditions, extensive liberalisation of certain indus-
tries during the last 25 years, as well as liberalisation
of the financial sector together with significant inno-
vations introduced recently (new financial products,
etc.).”” At the same time, owing to the adaptability
of the labour market, the growth rate of productiv-
ity remained relatively high and decelerated less
(1.9% in 2001, from 3.4% in 2000) than the GDP
growth rate. Despite the relaxation of monetary pol-
icy, the decline in economic activity contributed to
the slowdown of the annual rate of CPI inflation to
2.8% in 2001, from 3.4% in 2000. The current
account deficit as a percentage of GDP fell to 4% in
2001, from 4.5% in 2000.

The economy of Japan entered a downturn in

2001, which has been the third and longest one in

9 If annualised, this rate accounts for an increase of 1.3%.

10 If annualised, this rate accounts for an increase of 1.4%.

11 NBER Business Cycle Dating Committee, 11 February 2002.
The definition of a downturn according to the NBER is different
from the one widely accepted (i.e.: decrease in GDP for two con-
secutive quarters) and includes information produced by another
series of variables, such as employment, real disposable income,
sales volume and industrial production.

12 The Institute for Supply Management (ISM) is the new name
of the National Association of Purchasing Managers (NAPM).
Values of the Purchasing Managers’ Index (PMI) below 50 suggest
a decline in economic activity.

13 Following a steady decline for 14 months, the industrial pro-
duction index remained practically unchanged (-0.1%) in January
this year, compared to December, but its level was 5.2% lower
than in January 2001.

14 Federal funds rate.

15 See the testimony by Alan Greenspan before the competent
committees of the House of Representatives (27 February 2002)
and the Senate (7 March 2002) on the submission of the US cen-
tral bank report on monetary policy.
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the last ten years. The restructuring and consolida-
tion efforts of various sectors of the economy did
not have the desired results. Business confidence
indicators kept deteriorating up to and including
December, industrial production fell significantly
in the last months of 2001 (at a rate of 13% annu-
ally in November and 15% in December) and the
unemployment rate increased to 5% in 2001 (from
4.7% in the previous year). GDP decreased contin-
uously for three quarters by a total of 0.5% in 2001
(average annual change),'® following an increase of
2.2% in the previous year. A decline in output was
a result of negative developments both in domes-
tic demand and in exports. Combined with the
effort to enhance demand through fiscal measures,
the Bank of Japan reduced three times its already
exceptionally low rediscount rate, which reached
0.10% on 18 September. The inflation rate
remained negative for the third successive year
(-0.7% in 2001). The current account surplus, as a
percentage of GDP, fell to 2.2% in 2001, from
2.5% in the previous year.

In the UK, the impact of a deceleration of export
growth is estimated to have been offset by
domestic demand, which grew at a satisfactory
pace. The slowdown of GDP growth has been rel-
atively limited (2001: 2.4%, 2000: 3.0%)."” The
Bank of England reduced on seven occasions the
main interest rate of repurchase agreements
(repos), which stood at 4.0% on 8 November
(from 6.0% at the beginning of the year). The CPI'8
inflation rate remained unchanged (2.1%, same as
in 2000), while the unemployment rate kept
falling and reached 5.2% in 2001, from 5.6% in
the previous year. The current account deficit is

estimated to have dropped slightly.

In the transition economies,'® the economic trans-
formation continued in 2001. The smaller, relative
to other European economies, degree of interna-

tional integration of their markets, i.e. the smaller
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inter-dependence between companies and the
financial sector on the one hand and the markets
of the advanced economies on the other, sup-
ported high —albeit lower— growth rates of eco-
nomic activity (2001: 4.9%, 2000: 6.3%). The
inflation rate, from 43.9% in 1999 and 20% in
2000 is estimated to have fallen to 16%, the low-
est rate in the last ten years. The GDP growth rate
in the countries of the Commonwealth of
Independent States was higher than that of central
and eastern European countries in 2001 (6.1%,
against 3%). The Russian economy, taking advan-
tage of developments in the international energy
market in the previous two years, achieved high
output growth also in 2001 (5.8%, against 8.3% in
the previous year), while the current account sur-
plus fell, but remained high (11% of GDP, from

18% in the previous year).

The economies of the accession countries?® as a
whole registered lower GDP growth and higher
inflation rates in 2001. These developments largely
reflect the particular weight of Turkey in this total.
In Turkey, following the financial crisis in
December 2000 and February 2001, a devaluation
of the currency (which, against the US dollar,
reached a total of 59% in September 2001) and
then free floating of the exchange rate were cho-
sen. The devaluation contributed to an increase in

international competitiveness. As a result, the cur-

16 Announcement, 8 March 2002.

17 Press release, 27 February 2002.

18 Retail Price Index, excluding mortgage interest (RPIX). The
annual growth rate of the HICP accelerated from 0.8% in 2000 to
1.2% in 2001.

19 According to the IMF classification, 28 economies, divided in
two sub-groups: the central and eastern European countries (16
countries: Hungary, Poland, Czech Republic, Albania, Bosnia,
Bulgaria, Yugoslavia, Croatia, Romania, FYROM, Slovakia,
Slovenia, Estonia, Latvia, Lithuania and Belarus) and the countries
of the Commonwealth of Independent States (11 countries of the
former USSR plus Mongolia).

20 EU accession countries: Hungary, Poland, Czech Republic,
Estonia, Latvia, Lithuania, Bulgaria, Romania, Slovenia, Slovakia,
Malta, Cyprus and Turkey.
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rent account balance turned from a deficit in 2000
to a surplus in 2001 (1.3% of GDP). GDP is esti-
mated to have fallen by 6.1% in 2001 and inflation
reached 54%, but a relative decline of inflation
(though it will remain high) is forecast for 2002,
along with a recovery of activity and an increase in
GDP around 3%. On 4 February this year, the IMF
approved the supply of stand-by credit (gradually,
within three years), reaching $16 billion, to Turkey.
In its announcement,*' the IMF praises the bold
and comprehensive economic reforms programme
compiled and implemented by Turkey, which is
expected to help overcome the crisis. It refers par-
ticularly to the improvement in the fiscal position
and progress towards restructuring the banking
sector, reforming the public sector and preparing

for privatisations.

The situation in the emerging market economies in
Asia’> was strongly influenced by international
developments, mainly regarding international
demand for information and telecommunications
technology products. Already since mid-2000, a
deceleration in industrial production and exports
had been recorded in these countries. Among
them the strongest impact on the GDP growth rate
was recorded in the new industrial economies®
(2001: 0.4%, 2000: 8.2%). The deceleration of the
GDP growth rate in China, which was officially
accepted by the World Trade Organisation in
2001, was limited (7.3%, from 8% in 2000). The
current account surplus in China decreased
(2001: 1% of GDP, 2000: 1.9%).

The financial crisis in Argentina, with the GDP
falling for the third consecutive year in 2001
(-2.7%), has only affected neighbouring coun-
tries. Even there, however, the effects have been
relatively limited (with the exception of
Uruguay), because events evolved rather slowly
and international markets had taken the crisis for

granted. Argentina managed to achieve stabilisa-
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tion with high growth rates in the 1991-1998
period. During the three years 1996-1998 infla-
tion fell almost to zero, while the average GDP
growth rate was 5.8%. In 1999 the economy took
a downturn. The choice to establish a currency
board back in 1991 in order to peg the peso to
the US dollar (1:1), though initially facilitating
stabilisation, caused a drop in the international
competitiveness of the economy. The subse-
quent decline in economic activity and tax rev-
enue, combined with the international economic
juncture, gradually led to a deterioration of the
country’s financial position. At the beginning of
2001, the government applied to the IMF for a
loan and assumed the obligation to implement an
austerity programme in order to prevent a threat-
ened moratorium on payments. The negative
development of economic aggregates, despite
assistance from the IMF (announced on 12
January 2001), worsened political instability in
the country, making economic consolidation and
the overcoming of the crisis even harder.
Continuous downgrading of the country’s credit
rating by international agencies caused significant
cash withdrawal, an outflow of funds, rocketing
of interest rates and a steep drop in tax revenue
in the summer of 2001, while on 7 September
2001 the IMF approved an increase in stand-by
credit. Following the October elections, an emer-
gency plan was set in motion to restructure pub-
lic debt and restrictions were applied on with-
drawal of bank deposits and on currency transac-
tions. The situation worsened in December, when
the government, in order to be able to negotiate
for further financing with the IMF, had to take
new measures to ensure additional revenue.

These measures (such as imposing a ceiling on

21 Press Release, 4 February 2002.

22 According to the IMF classification, developing Asian economies,
new industrial Asian economies and Mongolia are included.

23 Four economies included in the advanced economies group:
Hong Kong (SAR), Korea, Singapore and Taiwan (province of China).
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the withdrawal of deposits up to a monthly
$1,000 and blocking 90% of insurance funds’
reserves with banks) increased uncertainty con-
cerning the maintenance of the exchange rate
regime. On 6 January this year, free floating of
the peso in international foreign exchange mar-
kets and pulling out of the currency board regime
were announced. Under the new regime, two
exchange rates were adopted: a fixed rate (1.4
pesos per US dollar, which means a 29% devalu-
ation) for exports and certain financial transac-
tions, and a floating rate, to be determined by the
market and to concern mainly tourism. At the
same time, in order to subdue inflationary pres-
sures, prices of social services and certain goods
were frozen. Furthermore, the zero deficit policy
of the previous government was abandoned, but
no precise timing for public debt servicing was
set. At the beginning of February, restrictions on
withdrawal of deposits were partly lifted and then
fully free floating of the peso exchange rate was
implemented. At the beginning of March, the visit
of a special IMF mission was announced, aiming
to comprehensively assess the economic situa-
tion and to offer assistance to the authorities in

drawing up a viable economic programme.?

3. Foreign exchange, bond and capital
markets

Foreign exchange markets

Uncertainty regarding the size, as well as the
duration of the slowdown in the US economy
and its relation to corresponding developments
in the euro area and Japan significantly affected
the course of exchange rates of major currencies
in 2001. Revisions of long-term data and fore-
casts, as well as changing expectations regarding
the timing and strength of the reduction of key

interest rates by central banks in the major
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economies (see Chart 1 concerning the develop-
ment of key interest rates) were mirrored in the
exchange rate changes, in particular the euro/US
dollar. The euro, after a rise against the US dol-
lar in the last two months of 2000, followed a
steep downward course throughout the first half
of 2001, reaching a historically low level of
$0.838 per euro at the beginning of July. It has
been recovering ever since. The average
exchange rate in August stood at $0.901 per
euro. At the beginning of September, the
exchange rate fell slightly, though it rose tem-
porarily after the 11 September events. However,
pessimistic estimates of economic activity in the
euro area in the last quarter of the year, despite
the underlying uncertainty concerning develop-
ments in the American economy, halted the ris-
ing trend of the euro. As a result, the average
exchange rate of the euro against the US dollar
stood at $0.892 per euro in December, 0.5%
lower than in December 2000 (see Chart 2). The
average annual level of the euro exchange rate
against the US dollar fell by 3.1% in 2001.

Initially, the euro strengthened against the Japanese
currency in January 2001, then fell during the May-
June period, and started rising again gradually,
especially during the last months of the year (see
Chart 2). This development was directly attributed
to the decline of the yen against most major cur-
rencies, owing to adverse developments in the
Japanese economy. During 2001 the euro appreci-
ated by 12.7% against the yen. In the same period,
it appreciated by 1.2% against the pound sterling,
while it depreciated by 2.1% against the Swiss
franc. At average annual levels, the euro appreci-
ated by 9.3% against the yen and by 2.1% against
the pound sterling, while it depreciated by 3.1%
against the Swiss franc (see Chart 3).

24 IMF Press Release, 4 March 2002.
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Chart 1

Central bank key rates
(1 January 2000 - 31 January 2002)

(Percentages per annum, daily data)
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Sources: For the euro area: ECB, minimum bid rate on main refinancing operations. For the USA: Federal Reserve, intended federal funds
rate. For Japan: Central Bank of Japan, official discount rate. For the United Kingdom: Bank of England, repo rate.

Chart 2

Exchange rate of the euro against the US dollar and the Japanese yen

(January - December 2001)

(Daily data)
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Sources: ECB and Bank of Greece.

These developments, together with the course
taken by the rest of the bilateral euro exchange
rates, resulted in a 3.2% appreciation of the euro’s
nominal effective exchange rate index in 2001 (aver-
age annual levels). The real effective exchange rate
(based on the CPI) of the euro rose by an average
annual 2.1%, fluctuating only slightly during 2001.25
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25 Nominal effective exchange rates are the weighted average of var-
ious bilateral exchange rates on the basis of their significance for the
external trade of each country (in this case, the euro area as a whole).
Real effective exchange rates are nominal effective exchange rates
deflated by a weighted average of prices or costs in a foreign country
in relation to prices or costs in the domestic market. For this reason,
they are used to measure the competitiveness of an economy regard-
ing prices and costs. An appreciation of the real effective exchange
rate index of the euro suggests a worsening of the competitiveness of
the euro area (as a whole) relative to its trading partners.
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Chart 3

Exchange rate of the euro against the pound sterling and the Swiss frank

(January - December 2001)
(Daily data)
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Sources: ECB and Bank of Greece.

Bond and capital markets

Heightened uncertainty and the relative invest-
ment risk aversion contributed to a shift of capital
from equities to bond markets in 2001. Increased
interest in bonds caused euro area, US and
Japanese ten-year bond yields to fall to lower lev-
els in the first ten months of 2001. By the end of
the year, the restoration of the confidence climate
and the better outlook for a recovery in 2002
reversed the trend and thus increased bond
yields. The average annual level of US ten-year
bond yields fell by 102 basis points to 5.01% in
2001, the corresponding euro area yields by 41
b.p. to 5.03% and Japanese yields by 42 b.p. to
1.34%. In the euro area, bond yields were larger
than those in the US during the months March
and July to November. The differential between
the two yields was limited in the first seven
months of the year, but started increasing in
August in favour of the euro area bonds, and the
largest differential was observed at the end of
September (around 40 b. points). In December,
however, the differential became negative again.
The average euro area ten-year bond yield was
4.96%, while that of the US was 5.07%. The yields
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on corresponding Japanese bonds showed a small
fluctuation during the year (between 1.2% and
1.5%) and stood at 1.35% in December.

Stock market indices kept falling in 2001 world-
wide, reflecting international economic develop-
ments, mainly regarding the drop in investment
and profitability and the downward revision of
expectations concerning the course of the “new
economy” companies. Gradual correction of stock
price “bubbles” of companies in the technology,
information and telecommunications sectors deci-
sively affected the course of all individual indices
in all international stock markets. The day before
the terrorist attack in the USA, both Standard &
Poor’s 500 and Nasdaq indices were at levels
17.2% and 31.4% lower than at the end of 2000.
During the same period, the Japanese Nikkei 225
index fell by 25.3%. In Europe, Dow Jones EURO
STOXX fell by 25.8% until 10 September 2001,
while the comparatively better performance of the
British economy was reflected in the smaller
decline of the FTSE-100 index (-19.1%) during the
same period. The September events had a signifi-
cant but temporary overall effect on the already

established trend in international capital markets.
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The drop in stock prices and their increased
volatility were inevitable. Particularly for air trans-
port, hotel and recreation services, the decline
reached 40% during the first weeks after 11
September. The initial “overreaction” of stock

markets moderated in the following weeks and
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was reversed in most cases by the end of the year.
On the whole, during 2001 Nikkei 225 (-23.5%),
Nasdaq (-21.1%) and Dow Jones EURO STOXX
(-19.7%) recorded the steepest drop, while
Standard & Poor’s 500 (-13.0%) and the British
FTSE-100 (-16.2%) fell less markedly.
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[II. Inflation and
economic activity
in the euro area and

Greece in 2001
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1. Inflation in the euro area

The general upward tendency that had been evi-
dent in inflation in the euro area since the autumn
of 1999 was reversed during 2001. Specifically,
the rate of increase in the Harmonised Index of
Consumer Prices (HICP) rose to its highest level in
recent years (3.4%) in May. Then it began to slow
down, falling to 2.0%' in December (see Chart 4).
Nevertheless, the average annual inflation rate in
the euro area in 2001 was eventually slightly
higher than in 2000 (2.5%, compared with 2.3%).
These developments during the year were mainly
a reflection of the direct effects of international
crude oil prices, the exchange rate of the euro and,

to a lesser degree, unprocessed food prices.

In contrast, the indirect effects (with a time lag) of
the increase in oil prices in the last months of
1999 and in 2000 on the prices of other goods
and services led initially to a slow rise in core infla-
tion (as measured on the basis of the HICP
excluding unprocessed food and energy) during
2000. Core inflation continued to rise without
interruption and at a noticeably higher rate during
2001, with the result that it reached 2.5% in
December 2001 (the highest level since 1996),
compared with 1.5% in December 2000 and 1.1%
in December 1999 (see Chart 5).3

1 In line with Eurostat practice, to calculate the twelve-month rate
of change in the HICP for 2001, the level of the index in the 11-
member euro area (minus Greece) for the year 2000 was taken
into account, and for 2001 the level of the 12-member euro area
(including Greece) was used. If, for reasons of comparability pur-
poses, Greece were included in the calculation of the HICP in the
euro area for the year 2000, there would have been only minor
differences in the twelve-month rates of change (in the order of
0.1 percentage point).

2 Apart from fresh fruit/vegetables, unprocessed food includes
fresh meat and fish. The prices of meat and fish were affected by
changes in eating habits as a result of BSE and foot and mouth dis-
ease, while the prices of fresh fruit/vegetables were affected (peri-
odically) by adverse weather conditions.

3 The average annual level of core inflation was 2.0% in 2001,
against 1.2% in 2000 and 1.1% in 1999.
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Chart 4

Harmonised index of consumer prices in Greece, the euro area and the European Union

(January 2000 - February 2002)

(Percentage changes over same month of previous year)

Greece
EU-15
Euro area

2000

1 Euro area: EU-11 up to December 2000, EU-12 from January 2001.

Sources: NSSG and Eurostat (provisional estimate for the euro area for February 2002).

Chart 5

Core inflation in Greece and the euro area on the basis of the HICP excluding energy and unprocessed food

prices (January 2000 - February 2002)

(Percentage changes over same month of previous year)

Greece
Euro area

Sources: NSSG and Eurostat.

The considerable acceleration of the annual rate of
increase in unit labour costs in the whole economy,
from 1.1% in 2000 to 2.4% on average in the first
three quarters of 2001, is thought to have con-
tributed, albeit to a limited extent, to the rise in core
inflation in the euro area. Indeed, account must be
taken of the fact that compensation per employee
increased during the first three quarters of 2001 at
an average annual rate of 2.5% (the same rate as in
2000). As a result, the acceleration of the rate of

increase in unit labour costs was due entirely to the
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cyclical downturn and to the fall of productivity
increase almost to zero.* This drop in turn reflected
the fact that the rate of increase in GDP decelerated

far more than the growth rate of employment.

4 The average annual rate of increase in productivity in the euro
area was just 0.1% (in the first three quarters of 2001), while in
2000 it was 1.4% (see ECB, Monthly Bulletin, February 2002,
Table 5.4, page 48*). In contrast, employment levels in the USA
adjusted more rapidly to changes in economic activity. As a result,
productivity continued to rise at a relatively high rate (according
to the latest estimates —7 March 2002 — from the Bureau of
Labour Statistics, this rate was, on average, 1.9% in 2001 in the
business sector, compared with 3.4% in 2000).

MONETARY POLICY 2001-2002



Table 1

Harmonised index of consumer prices: Greece and the EU (2000-2002)

(Annual percentage changes)

2000 2001
Country Dec. 2000 (year average) Dec. 2001 (year average) Jan. 2002 Feb. 2002
Austria 1.8 2.0 1.8 2.3 2.0
Belgium 3.0 2.7 2.0 2.4 2.6
Denmark 2.3 2.7 2.1 2.3 2.5
Finland 2.9 3.0 2.3 2.7 2.9
France 1.7 1.8 1.4 1.8 2.4
Germany 2.3 2.1 1.5 2.4 2.3
Greece 3.7 289 3.5 3.7 4.8 3.8
Ireland 4.6 5.3 4.4 4.0 5.2
Italy 2.8 2.6 2.2 2.3 2.4
Luxembourg 4.3 3.8 0.9 2.4 2.1
Netherlands 2.9 2.3 5.1 5.1 4.9
Portugal 3.8 2.8 3.9 4.4 3.7
Spain 4.0 3.5 3.0 3.2 3.1
Sweden 1.3 1.3 3.2 2.7 2.9
United Kingdom 0.9 0.8 1.0 1.2 1.6
European Union 2.3 2.1 1.9 2.3 2.5
Euro area 2.6 2.3 2.0 2.5 2.7 2.5

Source: Eurostat (euro area for February 2002: provisional erstimate).

Hence, while the slowdown in economic activity led
to an acceleration of the rise in unit labour costs,
contributing to an increase in inflation on the cost
side, it also helped to restrain inflation on the

demand side.

2. Price developments in Greece

Inflation in Greece in 2001 generally followed the
same course as inflation in the euro area as a whole,
though at a higher level. In more detail, HICP infla-
tion (which is used for comparisons) rose from 3.7%
in December 2000 to 4.5% in June 2001, but fell
steadily thereafter until November (2.9%), rising
again in December to 3.5% (see Chart 4) owing to
conjunctural factors.® The differential between infla-
tion in Greece and in the euro area fluctuated from
0.5 to 1.7 percentage points during 2001 (the aver-
age was 1.2 percentage points®). In December,
when the differential stood at 1.5 percentage points,
inflation in Greece was the fourth highest in the euro

area (after the Netherlands, Ireland and Portugal —
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see Table I). Core inflation (when measured on the
basis of the HICP excluding energy and unprocessed
food to facilitate comparison with the euro area) rose
significantly until July (4.2%), but then fell steadily to

3.5% in December.

Inflation based on the national CPI reached its
highest level in June and July, although through-
out the year it did not exceed the level reached in
December 2000 (3.9%). After July it fell signifi-
cantly, reaching 2.8% in October and 2.4% in

November, owing to the fall in fuel prices,” while

5 See below the report concerning the corresponding develop-
ment of the national CPI.

6 In 2001, the average annual inflation rate based on the HICP
was 3.7% in Greece and 2.5% in the euro area.

7 The sharp fall in inflation in October and November reflects the
fact that, using the standard methodology employed by the NSSG,
when drawing up the CPI for the period between the end of April
and mid-October (i.e. for the summer period), the price of heat-
ing oil —which is seasonal in nature— is considered to remain
fixed at the level reached at the end of April. Therefore, the large
cumulative fall in fuel prices during the same period in 2001 —as
far as heating oil is concerned— was recorded from 15 October
onwards. As a result, half of the impact on the CPI became notice-
able in October and the other half in November 2001.
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Chart 6

Consumer price index and core inflation in Greece (January 2000 - February 2002)

(Percentage changes over same month of previous year)
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Source: Calculations based on NSSG data.

Chart 7

Wholesale price index

(January 2000 - December 2001)

(Percentage changes over same month of previous year)

10 Domestic industrial goods (for home consumption) excluding fuel 10
9 Exported goods excluding fuel 9

2000

Source: Calculations based on NSSG data.

in December it rose again (3.0%), mainly because
of a large rise in the prices of fresh fruit/vegeta-
bles.? In contrast, core inflation (measured on the
basis of the national CPI excluding fuel and fresh
fruit/vegetables), which reached its highest level
in July (4.1%), fell steadily in the following months
to reach 3.3% in December (see Chart 6).°

The annual rate of change in the price index for
domestic industrial products for home consump-
tion (the main index at the wholesale level) slowed
significantly during 2001 (from 7.0% in December

30

2000 to 0.3% in December 2001), chiefly because
of favourable developments in fuel prices."

8 Prices rose because of exceptionally poor weather conditions in
December. Another factor which contributed to the acceleration of
inflation in December was the fact that the fall in fuel prices during
the month was smaller than the one noted in December 2000.

9 The average annual rate of increase in the national CPl was
3.4% (against 3.2% in 2000), while the average annual level of
core inflation (CPI excluding fuel and fresh fruit/vegetables) was
3.8% (compared with 2.0% in 2000).

10 The rate of change in industrial producer prices decelerated in
the euro area (from 5.4% in December 2000 to 0.7% in
September) and in Greece (from 6.8% to 0.7% respectively). The
rate subsequently turned negative, standing in December at -1.1%
in the euro area and -0.3% in Greece.
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Table 1l

Export price index and effective exchange rate of the drachma: 2000-2001

(Percentage changes over same month of previous year)

Wholesale prices of exported products

Effective

exchange Total Excluding fuel

rate of

the drachma In drachmas In foreign currency In drachmas In foreign currency

2000 Jan. ......... -5.6 8.1 2.0 4.2 -1.7
Feb. ........ —6.4 10.3 82 5.3 -1.5
March ....... -6.6 10.6 3.3 5.3 -1.7
April ... 6.1 9.1 2.4 5.5 -1.0
May ........ -7.1 10.5 207/ 6.0 -1.5
June ... -6.1 10.4 3.7 5.3 1.1
July oo -6.0 9.2 207/ 5.5 -0.8
Aug. ........ -6.4 9.7 2.7 6.7 -0.2
Sg8b coococooo -6.6 12.8 5.4 8.3 1.2
(©cHINIR -6.7 13.7 6.0 8.8 1.5
Nov. ........ —6.2 12.8 5.8 9.2 2.5
Dec. ........ -4.6 8.6 3% 7.3 2.4
2001 Jan. ......... =3.1 6.1 2.8 5.8 2.6

Feb. ........ 2.5 4.2 1.6 4.3 1.7
March ....... -1.7 3.8 2.1 4.8 3.1
April ... -1.0 5.3 4.2 4.8 3.7
May ........ -0.7 4.8 4.1 4.6 3.9
M2 ccocoooo -1.9 4.9 2.9 6.1 4.1
July ..o -1.5 4.2 2.7 5.5 4.0
MNYZ coocooooo 0.1 2.3 2.3 3.6 3.7
$G8b coocoaooo 1.1 -0.1 1.0 2.4 3.5
Oct. ........ 1.8 2.2 -0.5 1.9 3.8
Nov.......... 1.4 2.1 -0.7 2.0 3.4
Dec.......... 0.9 0.5 1.5 3.0 3.9

Source: Calculations based on NSSG and Bank of Greece data. On the term “effective exchange rate of the drachma” in 2001, see footnote 16.

Excluding fuel, the wholesale prices in question
increased at an almost constant rate in the first
four months of 2001, approximately twice as
fast as they had in the same period in 2000.
Afterwards, however, the rate of increase
dropped back to 3.3% in December (compared
with 5.3% in December 2000 — see Chart 7).
The fall in the rate of increase in the drachma
prices of exported goods (excluding fuel) was
even greater (from 7.3% in December 2000 to
3.0% in December 2001), although the rate of
increase in these prices in foreign currency
terms rose from 2.4% in December 2000 to
3.9% in December 2001 (see Table Il for prices
of exported goods).
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3. Determinants of inflation in Greece

During 2001, CPI inflation fluctuated in line with
corresponding fluctuations in the rate of change in
domestic retail prices for fuel and fresh fruit/veg-
etables. Nevertheless, the annual rate of increase
in the CPI did not exceed the level it had reached
in December 2000. Until the end of November,
however, core inflation remained at higher levels
than in December 2000, despite the fact that, as

already stated, the trend was downward after July.

The increase in core inflation in 2001 in Greece

was mainly due to the indirect and lagged impact
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Chart 8

Evolution of CPI and WPI fuel prices and of the price of crude oil in drachmas (euro)

(January 2000 - February 2002)

(Percentage changes over same month of previous year)
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Source: Calculations based on NSSG data, as well as on US Energy Department data on crude oil prices (average of Brent, Arab Light and

West Texas Intermediate).

on the prices of domestically produced and
imported final products and services of the rise
in international fuel prices and the fall in the
exchange rate of the euro (and, to a lesser
extent, in the exchange rate of the drachma
against the euro) which had been recorded in
2000." This impact began to diminish gradually
after July.” By contrast, the generally downward
trend in international prices of fuel and other raw
materials during 2001 (see Charts 8 and 9),"® the
limited fall (in comparison with 2000) in the
average annual level of the bilateral exchange
rate of the euro against the dollar'* and the entry
into force, on 1 January 2001, of the irrevocably
fixed conversion rate of the drachma against the
euro, all made a direct contribution towards
restraining domestic fuel prices' and the rate of
CPl increase in 2001.

It should be remembered that, from 1 January
until the end of 2001, the central exchange rate
of the drachma (340.75 drachmas to the euro)
was the fixed exchange rate of the drachma
against the euro, as determined irrevocably by
the ECOFIN Council on 19 June 2000. From that
date, the development of the drachma exchange

rate against other currencies except the euro was
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the same as the development of the euro
exchange rate against those currencies. However,
during 2001, a differentiation appeared in the
annual rates of change, owing to the drachma’s
divergence from its central exchange rate in the
previous year (2000). The development of the

11 The same factors are behind the acceleration in the average
annual rate of increase in wholesale prices of domestic industrial
goods excluding fuel (to 4.8% on average in 2001, from 3.3% in
2000) and the relatively small slowdown in the rate of increase in
imported final products excluding fuel (from 5.0% in 2000 to 3.3%
in 2001).

12 It is worth noting that the stiff competition existing in the
deregulated telecommunications market led to a drop in prices for
mobile telephony services, which are still continuing to fall. The
drop in these prices in July and August contributed to limiting the
rise in core inflation by 0.1 percentage point.

13 The price of Brent oil was €21.5 in December 2001, com-
pared with €28.8 in December 2000. In addition, prices for raw
materials excluding energy (in euro) fell at an annual rate of 12.3%
in December 2001, while in December 2000 they had increased
at a rate of 6.1% (revised figures, see ECB, Monthly Bulletin,
January and February 2002, Table 4.2, page 43*). Following the
September 2001 events, the price of crude oil, which at first rose
sharply, later went on to fall significantly. This was because, on
the one hand, the likelihood of any repercussions which would
have jeopardised oil supplies was felt to have diminished and, at
the same time, the deceleration in the growth rate of global eco-
nomic activity began to lead to a reduction in oil demand.

14 The average annual level of the exchange rate was $1.066 per
euro in 1999, $0.924 in 2000 and $0.896 in 2001. See ECB,
Monthly Bulletin, February 2002, Table 10, page 68*.

15 Fuel prices included in the CPI fell at an average annual rate of
4.8% in 2001, compared with a 26.8% increase in 2000. In addi-
tion, fuel prices included in the Wholesale Price Index (WPI) fell at
an average annual rate of 11.2% in 2001, compared with an
increase of 87.0% in 2000.
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Chart 9

Inflationary contribution of changes in fuel prices
(January 2000 - February 2002)
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Chart 10

Index of the "effective exchange rate of the drachma”

(January 2000 - December 2001)

(1990=100, daily data)
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Source: Bank of Greece. On the term “effective exchange rate of the drachma” in 2001, see footnote 16.

euro’s bilateral exchange rates against currencies
outside the euro area resulted in the average
annual level of the “effective exchange rate of the
drachma”® falling by 0.6% in 2001, while the
corresponding fall in 2000 was 6.2% (see Charts
10 and 11).

According to revised estimates, the rate of

increase in unit labour costs, which is also a

key determinant of inflation, declined slightly

MONETARY POLICY 2001-2002

16 The nominal effective exchange rate is the price of a representative
basket of foreign currencies, each of which is weighted according to
how important it is to the country’s external trade. Until the end of
2000, the effective exchange rate of the drachma was arrived at by
weighting the various bilateral exchange rates of the drachma against
the other currencies at the rate reached on the international money mar-
kets. From the beginning of 2001, the drachma became simply a sub-
division of the euro, and its relationship to the other currencies was
arrived at by combining its irrevocable exchange rate against the euro
(1 euro= 340.75 drachmas) with the euro’s bilateral exchange rates
against other currencies outside the euro area. Weighting the drachma
towards other currencies continued to take place on the basis of the
country’s external trade (commercial transactions excluding fuel).
Accordingly, it would be more accurate to use the term “national com-
petitiveness index in nominal terms” from the beginning of 2001, rather
than to refer to the nominal “effective exchange rate of the drachma”.

33



Table 1l

Employees’ earnings, productivity and labour costs (1999-2001)

(Annual percentage changes)

Average gross earnings (nominal):
— whole economy
- central government!
- public enterprises
- banks
- non-bank private sector
Minimum earnings

Net?income of an employee with average earnings
(nominal)
(real)

Total compensation of employees including employers’
social security and other contributions

GDP
Output per person-hour in manufacturing

Unit labour costs:
— whole economy
— business sector?

- manufacturing

1999 2000 2001 (estimate)
4.5 6.2 5.7
3.5 7.1 7.1
4.8 10.5 6.2

13.1 6.8% 6.0
4.4 5.0 5.3
3.5 4.2 3.5
3.6° 8.25 4.3
1.0° 4.8° 0.9
6.3 7.0 6.7
3.6 4.1 4.1
1.9 3.2 3.0
2.6 2.8 2.5
2.7 2.1 2.4
2.5 2.2 2.4

1 Compensation per employee.
2 Gross earnings less employees’ social security contributions less income tax.
3 The business sector comprises private and public enterprises and banks.

4 Excluding a major bank, where average earnings decreased by around 7.5% owing to the retirement of a large number of high-salaried employees (originating from

a merged smaller bank), average earnings of bank employees rose by about 10%.

5 Including tax refunds (in December 1999) to civil servants; the rest of wage earners were refunded by 15 January 2000, which affected disposable income in 2000.
Also including the reduction (as of 1 September 2000) in social security contributions of minimum wage earners.
Sources: NSSG (provisional data for the 1999-2001 GDP, 13 March 2002), Bank of Greece estimates (for the other annual aggregates).

in the whole economy, reaching 2.5% (com-
pared with 2.8% in 2000 - see Table III)."”
However, in the business sector, (i.e. private
and public enterprises and banks), where this
figure has a more direct effect on prices, it has
been calculated that the rate of increase accel-
erated slightly to 2.4% from 2.1% in 2000.
According to revised estimates, it has been
calculated that unit labour costs in manufac-
turing rose by 2.4%, against 2.2% in 2000.
This conclusion is supported by estimates that
the rate of increase in both average earnings
and productivity in manufacturing remained
more or less stable in 2001 (5.5% and 3.0%
respectively, i.e. approximately the same as in
2000)."® Consequently, these developments in
unit labour costs in the business sector con-
tributed to a limited degree to the acceleration

of average annual inflation.
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17 According to estimates by the Macroeconomic Analysis and
Forecast Department of the Ministry of Economy and Finance
(which were included in its recent Half-Yearly Report —December
2001 — on current developments and prospects for the Greek and
the international economy), unit labour costs in the whole economy
rose by 2.2% in 2001, against 1.4% in 2000. The difference between
these estimates and those contained in the present Report is due
only in part to the different definition used. It is in the main a reflec-
tion of the figures concerning the change in total employment in
2000 which were used to calculate the change in productivity (GDP
per employee) in the same year. If the figures are amended to make
them comparable (see below, Section 4 of this chapter, footnote 72),
then the rate of increase in unit labour costs (on the basis of the def-
inition used by the Ministry of Economy and Finance) in 2000 must
be adjusted to 2.1% (from 1.4%). This bears out the conclusion that,
in 2001, the rate remained in effect unchanged.

18 It is estimated that the rate of increase in production per hour of
work remained more or less stable at the level it had reached in 2000
(3.0% compared with 3.2%), despite the fall in the rate of increase in
manufacturing output (from 6.1% in 2000 to 1.7% in 2001). This
estimate appears paradoxical prima facie, given that the data avail-
able show that the number of employees in manufacturing rose by
approximately 2% in 2001 (at an average annual rate of 2.3% over
the first nine months of the year), while it had fallen in 2000 (by
0.5%). It must also be taken into account, however, that the average
number of hours worked per week, which had risen in 2000, is esti-
mated to have fallen sharply from April 2001 owing to the imple-
mentation of the provisions of Law 2874/2000, on the basis of which
extra working hours (“overtime”), were severely curtailed, from 8 to
3 hours a week, while the cost of extra working hours, as with over-
time costs, rose sharply. It is therefore calculated that total person-
hours, which had increased in 2000, fell in 2001.
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Chart 11

Import price index and the inverse of the effective exchange rate of the drachma

(January 2000 - December 2001)

(Percentage changes over same month of previous year)
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Sources: NSSG and Bank of Greece. On the term “effective exchange rate of the drachma” in 2001, see footnote 16.

It is worth noting that the upward divergence' of
the rate of increase in unit labour costs in Greece
over that of the euro area was eliminated in 2001.
This reflects not only the significant slowdown in
the rate of increase in the figures for Greece in
recent years (from approximately 11% in 1994 to
2.5% in 2001), but also a sharp acceleration of the
rate of increase in labour costs in the euro area in
2001 (owing to the conjunctural zero increase in
productivity — see Section 1 of this chapter).
Nevertheless, the rate of increase in average earn-
ings or compensation per employee in Greece in
2001 continued to be more than double that of

the euro area (5.7% against 2.5%).2°

Total domestic (consumer and investment) demand
relative to supply always has a direct or indirect
impact on inflation. It is particularly important to
examine this impact in relation to 2001, the year of
transition to the single monetary policy and a year
marked by a significant drop in interest rates and

increased liquidity.

In particular, private consumer demand for
goods, which can have a direct effect on con-
sumer prices, is calculated to have declined dur-

ing the year. In the first eleven months of 2001,
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however, it is estimated to have grown at a high
average annual rate (4.2%), although this was
lower than in the corresponding period of 2000
(6.0%). Consumer demand for services also
increased in most cases at a lower rate than in
2000 (see Section 4 of this chapter for details).
In the same period of 2001, domestic produc-
tion of industrial consumer goods grew by
3.2%,%" while the volume of total imports of
consumer goods*? rose at a noticeably higher
rate (in the order of 4.5% — see Section 5 of this
chapter). Increased household borrowing, the

result of a rapid expansion of consumer credit,??

19 During the three years 1998-2000, the annual rate of increase
in labour costs in the euro area fluctuated between 0.2% and
1.3%, while in Greece the figure was between 2.6% and 4.5%.
20 During the three years 1998-2000, the annual rate of increase
in average nominal earnings in the euro area was between 1.4%
and 2.5%, while in Greece the figure was between 4.5% and 6.3%.
This is examined more closely (in terms of wage policy and poli-
cies aimed at enhancing competitiveness) in Chapter VI1.2.

21 In the first eleven months of 2001, production of consumer
non-durables grew at an average annual rate of 3.6%, while the
rate for durable goods (a much smaller proportion of the total)
dropped by 4.3%. The corresponding rates for the whole of 2001
were 3.2% and -5.0% (increase in total production of consumer
goods: 2.8%).

22 Including cars, computers, mobile telephone equipment and
other consumer durables.

23 Throughout 2001, the annual growth rate of total consumer credit
was more or less at the same level or higher than in December 2000
(42.7%), and in December 2001 it stood at 42.5%.
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is estimated to have played a substantial role in
maintaining the high level of growth in con-
sumer demand. Credit expansion was in turn
the result of lower lending rates?* and stiff com-
petition between banks.?> At the same time,
there are indications that the average propensity

to save continued to fall.?¢

As far as investment demand is concerned, it is
worth noting that demand for housing increased
rapidly in 2001, according to estimates which take
into account the accelerated rate of increase in
dwelling prices and the level of private building
activity, assessed on the basis of building permits
(see Section 4 of this chapter). This could add to
inflation in 2001. Nevertheless, according to the
data available from the NSSG, the “construction
cost index for residential building” rose by just
2.3% during 2001.

Under certain conditions, maintaining a high rate
of growth in domestic demand could lead to a
widening of corporate profit margins. However,
the annual financial reports of “listed” companies
on the Athens Stock Exchange for the financial
year 2001% actually show a drop in operating
profits, with the exception of companies which
benefit from excess demand conditions (such as
construction companies and companies involved
in the production of building materials). This
development was linked primarily with stiffer
price competition from imported final products
(see Chart 11)?® and with domestic businesses’
efforts to maintain their share of product sales in
the home market (this share, at least in the case
of manufactured consumer goods, was threat-
ened, as imports were rising at a faster rate than
domestic production of goods destined for the
home market). In addition, it appears in some
cases that the substantial increase in sales
enabled businesses to realise satisfactory profits

despite lower margins.
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According to the above information, the reduction
of lending rates and faster credit expansion sup-
ported the high growth rate of demand, but did
not contribute, at least not immediately, to an
increase in inflationary pressures. This happened
because a substantial part of the increase in con-
sumer demand was met by imported goods and
because the impact of credit expansion and low
lending rates on total demand was partly offset by
the pricing policies pursued by the businesses
involved in producing and marketing domestic
products. These companies were obliged to con-
tain or even reduce their operating profit margins
in order to cope with price competition from
imports. It is of course reasonable to assume that
without the reduction in interest rates and high
credit expansion, it is perhaps possible that infla-
tionary pressures would have actually subsided

(instead of simply not increasing).

Finally, it is worth pointing out that the deregulation
of certain markets (or the prospect of their being

deregulated) and the further integration of other

24 In 2001, the average annual level of the average interest rate on
consumer loans was 3.65 percentage points lower than in 2000.
25 See also Chapter 1V.2 below.

26 For the relationship between these developments, and for
other factors which have a positive or negative effect on consumer
demand, see Section 4 of this chapter.

27 “Listed” companies on the ASE are not fully representative of
business in general (though they have become more representa-
tive than they were in the past, precisely because of the listing of
many important companies on the ASE). For other companies, the
details available are inadequate, but it is estimated that profit mar-
gins moved in the same direction throughout the corporate sec-
tor. Therefore, according to the annual financial results of “listed”
companies (excluding investment companies and banks), operat-
ing profits rose in 2001, but did not increase as much as the value
of sales. Total profits (net profits before tax), which reflect losses
incurred on stock market trading, fell. Operating profit margins
also declined in industry (by a significant amount owing to a large
reduction in refineries’ results), which contrasted with the upward
trend evident, with the exception of 1996 and 2000, from 1992
onwards (see also A. Tortopidis et al., Greek industry in the decade
1990-2000, Industrial News and Research, 2001).

28 It should be recalled that in 2001 the average annual rate of
increase in wholesale prices for imported end-products (exclud-
ing fuel) was 3.3%, i.e. lower than the corresponding rate for
domestic industrial goods (excluding fuel) for home consump-
tion (4.8%).
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Chart 12

CPI goods and services prices
(January 2000 - February 2002)

(Percentage changes over same month of previous year)
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markets into the single European market have
caused some goods, especially services, to become
more marketable on a cross-border level than they
were before. This is conducive to a faster rise in pro-
ductivity and stronger competition in services sec-
tors, where previously the lag in productivity (com-
pared with other sectors of the economy) or inade-
quate competitive conditions had led to faster price
increases and helped to raise Greek inflation to a
level above that enjoyed by our European part-
ners.2® While the prices of services included in the
CPI were rising faster than the prices of goods until
1999, the opposite was the case in 2000. In 2001
the prices of services rose at an average annual rate
only slightly higher than that of the prices of goods
(3.7% against 3.2% — see Chart 12).

The main conclusion to be drawn from the above
is that inflation remained at a relatively high level
in 2001. This was chiefly due to the fact that the
rise in international oil prices and the depreciation
of the exchange rate of the euro against the
drachma in 2000* had an indirect impact on the
prices of goods (excluding fuel) and services. To a
lesser degree, the relatively high level of inflation
is linked to the (limited) acceleration of the rate of

increase in unit labour costs in the business sec-
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tor. Moreover, the reduction of interest rates
owing to the transition to the single monetary pol-
icy stimulated demand noticeably, but does not
appear to have contributed to the increase in infla-
tionary pressures, though it may have helped pre-
vent the easing of such pressures. Nevertheless,
the inflationary impact of the reduction in interest
rates was smaller than had been forecast by a

number of international organisations.

29 See “The contribution of the Balassa Samuelson effect to infla-
tion: cross-country evidence,” in IMF, Greece: Selected Issues,
December 1999, and Greece, Staff Report, November 1999. Also,
“Inflation Differentials in a Currency Union”, ECB, Monthly Bulletin,
October 1999. Balassa and Samuelson argue that, in countries which
are in a process of economic convergence, the productivity growth
rate in sectors which produce internationally marketable goods rises
and leads to high salary increases, without adversely affecting unit
labour costs and prices (in the same sectors). However, when large
pay increases “seep” into sectors that do not produce marketable
“goods” (chiefly in the services sector), where the productivity
growth rate remains lower, prices in these sectors rise more quickly
and general inflation increases, though without affecting competi-
tiveness (since price increases concern non-marketable products).
According to a study by the International Monetary Fund, this phe-
nomenon placed a significant burden on inflation in Greece.
Specifically, in the period 1960-90, it is estimated that the burden
was one percentage point per year (with an average annual inflation
rate of 11.8%). In the more recent period 1990-1996, this burden
grew to 1.7 percentage points (with an average annual inflation rate
of 14%). A study comparing various European countries showed
that, in the latter period, a significant part of the inflation differential
between Greece and these countries (1.2 percentage points) was
attributable to the “Balassa-Samuelson effect.”

30 Increased prices of fresh fruit/vegetables also contributed to
the relatively high level of inflation at the end of 2001.
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4. Economic activity, employment and
unemployment

Developments in the euro area

The annual growth rate of GDP in the euro area
averaged 3.4% in 2000 but fell during 2001%' to
1.5%3 for the year as a whole. The slowdown in
the annual rate of increase in GDP in Germany
was particularly significant (from 3.0% in 2000 to
0.6% in 2001),%* but in France, Italy and Spain it

was less pronounced.

An examination of each category of total demand
shows that the most significant slowdown
occurred in the annual rate of change in exports
of goods and services, which fell from an aver-
age of 11.9% in 2000 to 5.6% in the second quar-
ter of 2001. In the fourth quarter it turned nega-
tive (-1.8%), largely because of adverse develop-
ments in the US economy. Fixed capital forma-
tion, which had increased by 4.4% in 2000, grew
at an annual rate of just 0.3% in the second quar-
ter of 2001 and decreased at an annual rate of
-1.9% in the fourth quarter. However, the decel-
eration in the annual rate of increase in private
consumption was relatively limited (from 2.6%
on average in 2000 to 1.7% in the second quar-
ter of 2001 and 1.6% in the fourth), reflecting the
basically stable rate of increase in income from
salaries and the small drop in the growth rate of
other household income. The rate of increase in
public consumption fluctuated between 1.8%
and 2.1% (compared with 1.9% on average in
2000). Domestic production was hit mainly by
the slower increase in exports, while the slow-
down in domestic consumption and investment
demand had a negative impact chiefly on
demand for imported goods. This is indicated by
the fact that the annual rate of change in imports

of goods and services, which was positive and
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high in 2000 (+10.7% on average), initially
slowed (to 0.2% in the third quarter of 2001) and
then turned negative (fourth quarter: —3.7%).3*
The deceleration in domestic consumption
demand and mainly in investment demand was
partly linked to the rapid spread of negative
expectations concerning the global economic
outlook. In particular, growing uncertainty about
the progress of the US and the world economy
after the events of 11 September had an adverse
effect, although only temporarily, on economic
sentiment in the euro area and on the short-term

prospects for economic activity.

The Purchasing Managers’ Index (PMI) for manu-
facturing in the euro area, which had stood at less
than 50 since April (indicating reduced levels of
activity), fell further to 42.9 in October, i.e. the
lowest point for the last four years. However, in
November it showed a clear, continuous rise
(reaching 44.1 in December 20013%), though it
did not exceed 50. Additionally, the correspond-
ing NTC Research Index for the services sector in
the euro area fell for the first time3 below 50 in
September and October (46.7). This index too
began to rise from November and reached 49.2

in December 2001.3” Finally, the European

31 More specifically, in comparison with the immediately preced-
ing quarter, GDP in the euro area (according to seasonally adjusted
figures) was 0.5% in the first quarter of 2001, 0.1% in the second
quarter, 0.2% in the third quarter and -0.2% in the fourth. The
annual rate of increase fell to 2.4% in the first quarter of 2001, 1.6%
in the second, 1.4% in the third and 0.6% in the fourth.

32 Eurostat press release, 12 March 2002. This rate corroborates
previous estimates by the OECD (1.6%, Economic Outlook,
December 2001) and the International Monetary Fund (1.5%,
World Economic Outlook update, 18 December 2001).

33 Press Release from the German Statistics Service, 17 January
2002.

34 For the role played by each factor in increasing GDP in the
euro area in 2001, see Table 8 of the Eurostat Press Release, No.
29 (12 March 2002).

35 In January 2002, it rose to 46.3 and in February to 48.6.

36 Since July 1998, when the index was first compiled.

37 In January 2002, it reached 51.0, indicating an increase in lev-
els of activity, and in February it reached 51.5, a return to its pre-
September 11 level.
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Commission’s*® Economic Sentiment Indicator
dropped continually from the beginning of the
year until November (January: 103.4, August:
100.1, November: 98.6). It picked up in December,

however, rising to 98.9.3°

The slowdown in the growth rate of economic
activity grew was more pronounced in the sec-
ondary sector than in the services sector.* This is
evident from the fact that the industrial production
index fell by 4.1% between December 2000 and
December 2001. However, here, too, there are
clear signs of an upturn: based on seasonally
adjusted figures, industrial production rose by
0.8% in December compared with the immediately
preceding month, while in November it had
dropped by 0.7% and in October by 1.6%. With a
time lag, these developments also had an impact
on employment in the euro area (whose growth
rate decelerated). They also halted the downward
trend of the unemployment rate. Unemployment
rose at an annual rate of 1.9% in the first quarter of
2001 (slightly lower than the average for 2000), but
then fell to 1.6% in the second and 1.3% in the third
quarter.*’ The unemployment rate, which had
fallen by one percentage point in 2000 (average
annual level 8.9% against 9.9% in 1999), remained
unchanged during 2001, standing at 8.4% in
December (against 8.5% in December 2000).#2

Developments in Greece

According to recent provisional estimates pro-
duced by the NSSG,* GDP increased by 4.1% in
2001% (the same figure as in 2000 — see Table
IV). On the basis of these estimates, the Greek
economy’s growth rate in 2001 was the second
highest in the euro area (after Ireland). This
increase was achieved despite the negative
impact of the 11 September events on Greek
exports, tourism and the general climate of con-
fidence (and, thereby, on domestic consumption
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Table IV

Demand and gross domestic
product (2000-2001)

(at constant 1995 market prices)

(Annual percentage changes)

2000 2001
Private consumption 3.3 3.2
Public consumption 0.7 1.8
Gross fixed capital formation: 7.8 7.4
By investor
— General government 4.7 7.4
— Other sectors' 8.4 7.4
By type
— Dwellings -4.3 2.9
— Other constructions 7.5 12.0
- Equipment 17.2 59
— Other investment 0.0 10.6
Stocks and statistical discrepancy
(percentage of GDP) 0.1) (-0.0)
Domestic final demand 4.1 3.8
Exports of goods and services 18.9 2.3
Exports of goods 11.8 1.4
Exports of services 24.0 2.9
Imports of goods and services 15.0 1.9
Imports of goods 15.8 2.9
Imports of services 12.3 -1.6
Gross domestic product
at market prices 4.1 4.1

1 Including investment by public and private enterprises, and by house-
holds (mainly residential investment).
Source: Revised estimates by the NSSG/National Accounts Directorate (March
2002).

38 The revised indicator combines the confidence indicators
derived from surveys carried out for industrial, construction and
retail trade businesses and consumers. See European Economy,
Supplement B, issue 8/9, August/September 2001, and Business
and consumer survey results, February 2001.

39 The indicator continued to rise in January 2002 (99.1) and in
February (99.2).

40 In the primary sector, the stagnation noted in 2000 continued
in 2001.

41 According to available indications, this rate fell further in the
fourth quarter.

42 In January 2002, the unemployment rate was still 8.4%.

43 On 13 March 2002 the NSSG released its revised estimates
concerning GDP on a quarterly and yearly basis for the period
1999-2001. The annual rate of increase in GDP dropped from
5.1% in the first quarter of 2001 to 4.0% in the second and 3.5%
in the third quarter. However, it picked up again slightly in the
fourth quarter to reach 3.7%.

44 The European Commission (“Autumn Economic Forecasts,”
November 2001) and the International Monetary Fund (World
Economic Outlook update, December 2001) have also accepted
this estimate, while the OECD estimates that the increase was
limited to 3.9% (Economic Outlook, December 2001).
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Table V
Indicators of consumer demand (2000-2002)

(Annual percentage changes)

2001 2002
2000 (available period) (available period)

Volume of retail sales' 5.4 4.8 (Jan.-Nov.)

Food 5.3 2.7(» » )

Clothing-footwear 4.3 41(» »

Furniture-household appliances 6.0 47(» » )

Books-newspapers-office equipment 5.2 58(» » )
Index of business expectations in retail trade -0.5 -8.0 (Jan.-Dec.) -7.1 (Jan.-Feb.)
New registrations of passenger cars 12.7 4.4 (» » ) -13.2 (Jan.)
Olympic Airways (passenger-kms) 6.7 -50(» » )
Piraeus Port Authority (OLP) passengers 6.8 9.2 (Jan.-Oct.)
Tax revenue from mobile telephony flat fees 40.3 48.2 (Jan.-Dec.) 30.6 (Jan.)
Travel receipts in drachmas of constant
purchasing power 21.7 0.3 (Jan.-Nov.)
Outstanding balance of total consumer
credit extended by commercial banks 42.7 (Dec.) 42.5 (Dec.)

1 New NSSG-Eurostat index, 1995=100.

Sources: Calculations based on data from NSSG-Eurostat (retail sales), NSSG (cars), IOBE (expectations), Bank of Greece (consumer credit and travel receipts), Ministry
of Economy and Finance (tax revenue from mobile telephony), Olympic Airways and OLP.

and investment demand) in the last four months
of 2001.4

The available short-term indicators suggest that
the annual rate of increase in private consumer
demand in 2001 (at least as far as goods are con-
cerned) remained high, albeit lower than in 2000.
However, during the year, private consumption
fell from the especially high level achieved in the
first two months, reaching the lowest point in
October before picking up again in November. A
sharper slowdown was noted in the growth rates
of secondary production, exports and imports of
goods and also, according to anecdotal evidence,
certain categories of investment. Nevertheless,
the unemployment rate fell and the number of
employees rose. As far as the impact of 11
September on confidence is concerned, the
Economic Sentiment Indicator (ESI) in Greece,
which is compiled by the European Commission,

remained unchanged at 101.8 in September, then

40

dropped slightly to 101.6 in October and 101.7 in
November, with a slight rise to 101.9% in
December. The overall trend of the ESI in 2001
was downward, with the average annual level at
102.0, from 103.4 in 2000.

With particular regard to private consumption (see
Table V and Charts 13 and 14), the volume of retail
sales (NSSG - Eurostat index, which does not
include cars and motorcycles) increased at an aver-
age annual rate of 4.8% in the eleven months from
January to November 2001 (compared with 5.4% in
the corresponding period in 2000). The annual rate
of increase in the index was particularly high in the
first two months of 2001 (which may be linked to
the sharp cuts in interest rates at the end of 2000 and

to the effect of joining the euro area on the economic

45 For the possible effects in 2002, see Chapter VI.2.
46 This improvement continued in January of the current year,
when the ESI rose to 102.0. In February, however, it fell to 101.7.
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Chart 13

Consumer demand (January 2000 - February 2002)

A. Retail sales volume and business expectations
(Percentage changes over same month of previous year)
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Source: Calculations based on NSSG (retail sales and cars) and IOBE data (business expectations). The index of business expectations is
calculated on the basis of business firms’ estimates of sales and stocks, as well as their forecasts of business activity over the

next six months.

sentiment). Overall, the rate tended to slow down
from March (it had fallen to 3.4% by September,
while in October it dropped sharply to 0.3%). This
fall was reversed in November (+3.4%).%” Moreover,
new passenger car registrations decreased in 2001
by 4.4% (as was to be expected following the 12.7%
increase in 2000). If developments in both these

MONETARY POLICY 2001-2002

indices are taken into account,*® it can be seen that

the average annual rate of increase in private con-

47 In the euro area, the annual rate of change in the same index
was 1.6% in September, -0.3% in October, 1.6% in November and
0.4% in December.

48 Bearing in mind that passenger cars represent approximately
7% of private consumer demand for goods.
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Chart 14

Index of retail sales volume

(January 2000 - December 2001)
(Seasonally adjusted levels, 1995=100)
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Sources: Eurostat and NSSG.

sumption of goods was 4.2% in the first eleven
months of 2001, compared with 6.0% in the corre-
sponding period of 2000. It is estimated that the rate
of increase for 2001 as a whole stood at 3.6%
(against 5.9% for 2000 as a whole).* Lastly, con-
sumer demand for services grew at a rate which, in

most cases, was lower than in 2000.°

Households increased their borrowing owing to
the rapid expansion of consumer credit. As men-
tioned previously, this helped to maintain con-
sumer demand at a high level. By contrast, the
growth rate of certain categories of household
income appears to have been limited.

In particular:

— The increase in average pre-tax earnings per
employee (in nominal and real terms) is estimated
to have been slightly lower than in 2000, while
the effect of tax relief measures® was also less
pronounced. As a result, the real net earnings of
average wage-earners (after the deduction of
income tax and social security contributions) rose
at the slower rate —according to approximate cal-
culations — of 0.9% in 2001, compared with 4.8%
in 2000 (see Table 11).2 If the increase in the
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number of employees is taken into account, it is
estimated that the rate of increase in total net
income from earnings decelerated to 2-3% in
2001, from around 5.5% in 2000, in real terms.

— Household income from interest decreased.
This is a reflection of lower interest rates on bank

deposits> and on government paper.>

49 The business expectations index in retail trade (IOBE) suggests
a sharper slowdown, as it shows an average annual decrease of
8.0% in 2001 (in comparison with a fall of just 0.5% in 2000).

50 Travel receipts (calculated in drachmas of constant purchasing
power) increased at an annual rate of 0.3% in the eleven months
from January to November 2001 (against 21.3% in the corre-
sponding period of 2000). During the same period, total travel
payments decreased. This reflects a substantial drop in the num-
ber of Greeks travelling abroad, as stressed by travel agents.
However, State revenue from fixed monthly duties payable for
mobile telephones rose by 48.2% in 2001, compared with 40.3%
in 2000, while the increase in business turnover reported by
mobile telephony companies was also very substantial.

51 See Bank of Greece, Annual Report 2000, Chapter IV.2.

52 Note that net income from earnings is not the same as wage
earners’ disposable income, as the latter must include transfers to
employees.

53 In 2001, the average interest rate on savings deposits and time
deposits was 3.3 and 2.8 percentage points lower (respectively)
than in 2000.

54 The government’s interest payments in 2001 decreased by
2%. This is one of the main reasons behind the improved fiscal sit-
uation, i.e. the appearance of a small general government surplus
in 2001, compared with a deficit of 0.8% of GDP in 2000, accord-
ing to the introductory report on the budget.
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- Sufficient data are not available concerning prof-
its distributed by businesses. Since net corporate
profits rose substantially in 1999 but fell in 2000,
it is reasonable to assume that dividends for the
year 2000 (which formed part of household
income in 2001) were less in comparison with
dividends for the year 1999 (which formed part of

household income in 2000).

— There was a rise of 1.4% in real income from agri-
cultural activities per employee in 2001, according
to recent estimates by Eurostat.> If the estimated
2.9%® fall in employment in the agricultural sector
is taken into account, total income from agricultural
activities (including income subsidies) dropped by

1.5% (according to these same estimates).

— Finally, insufficient data are available concerning
the income of the self-employed in urban areas,
the income derived from black market activities,
and transfers to households (including pensions).
While it would be normal to expect income from
these categories to rise faster than net income
from wages, it has been estimated that when the
other income categories mentioned are taken into
account, the rate of increase in total nominal dis-
posable household income slowed in 2001 and —
moreover — was lower than the rate of increase in

private consumption at current prices.

This estimate leads to the conclusion that the
decrease in the average propensity of households
to save (i.e. the fall in the percentage of disposable
income which appears not to correspond to con-
sumer spending)®” continued in 2001. It should
also be noted that, to a significant extent, the
recorded decrease is due to the way in which dis-
posable income and savings are defined and mea-
sured.® At the same time, however, the consider-
able drop in interest rates on deposits, increased
confidence concerning the economy’s prospects

and the efforts of households to approach con-
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sumer patterns in other European Union countries
may well have led to a reduction in the propensity

to save, regardless of the method of measurement.

Changes in the value of households’ assets also
affect to some degree their consumption and sav-
ing behaviour. More specifically, the continuing
decrease in the current value of shares held by
households* had a direct negative impact on con-

sumption. This negative impact was limited by the

55 See Eurostat, Statistics in Focus, Theme 5-25/2001 (December).
56 Employment is measured in equivalent units of full time
employment.

57 According to estimates by the National Statistical Service of
Greece (NSSG), gross savings by households as a percentage of
their gross disposable income had dropped —with the exception
of 1997 — almost continually from 1995, when they were equal to
16.2%, to 2000, when they reached 11.6%. (For the purpose of
comparison, note that over, the same period, the percentage of
saving also fell in the euro area, but less markedly so, from 17.6%
to 14.9%.) If the figures are adjusted to exclude depreciation from
gross disposable income and instead to add social non-monetary
transfers to such income (and to consumption), then the percent-
age of saving drops from 10.6% in 1995 to 5.3% in 2000. National
accounting estimates are not yet available for 2001. According to
estimates from the Ministry of Economy and Finance, for the pri-
vate sector as a whole (households and business), the percentage
of saving did not change in comparison with 2000.

58 In fact, while disposable income includes interest income
(which decreased), it does not by definition include borrowed
funds (which not only rose, but also facilitated increased consumer
spending, particularly since falling lending rates mean lower liabil-
ities for householders in the future). Also, savings are not mea-
sured directly. The figure for savings is taken to be the balance (i.e.
the difference between disposable income and consumer spend-
ing). For certain methodological problems involved in measuring
saving trends, see also the study “Saving and investment: determi-
nants and policy implications,” (Box IV.1, “Conceptual issues
regarding the measurement of saving in the national accounts”), in
OECD, Economic Outlook, December 2001.

59 The ASE’s composite index of share prices fell by 23.5%
between the end of December 2000 and the end of December
2001 (the index dropped by 25.1% between the end of December
2000 and 10 September 2001, but rose by 2.1% between 10
September and the end of December). Useful information about
share ownership by households is provided by two sample surveys
carried out by ICAP (Greek households: estimates for 1999 and
expectations for 2000, December 1999, and Greek households: esti-
mates for 2000 and expectations for 2001, July 2001). According to
these surveys, the percentage of households which invested in
shares or share-based mutual funds in 2000 fell to 12.8%, from
15.3% in 1999. In 1999, 2.6% of households declared that their
financial situation had improved owing to profits they had made on
the ASE. However, this figure fell to 0.3% in 2000, while just 0.1%
said that they were expecting improved returns from this source in
2001. Similarly, no household (0%) stated that its financial situation
had worsened owing to losses sustained on the ASE in 1999, but
this figure rose to 2% in 2000, though only 0.7% of households
expected worse returns from this source in 2001.
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Table VI

Indicators of investment demand (2000-2002)

(Annual percentage changes)’

2002
2000 2001 (available period)

Capital goods output 8.2 2.0
Investment expenditure (at current prices)

of private industrial firms? 30.0° -31.9* 38.3*
Capacity utilisation rate in the capital goods industry (80.6) (81.4) 78.3 (Jan.-Feb.)
Disbursements out of the public investment budget 11.3 7.3
Volume of private construction activity

(on the basis of permits issued) 5.7 13.4 (Jan.-Nov.)
Cement production 4.5 4.6
Construction business expectations index 4.1 -5.6 0.9 (Jan.-Feb.)
Outstanding balance of total bank credit to housing 31.2 (Dec.) 38.9 (Dec.)

1 Excluding capacity utilisation.

2 Estimates of firms participating in the IOBE investment survey.
3 Estimate of the March-April 2001 survey.
4 Estimate or forecast of the October-November 2001 survey.

Sources: NSSG (capital goods output, cement production, volume of private construction activity), IOBE (capacity utilisation rate, investment survey, business expec-
tations index), Bank of Greece (disbursements out of the public investment budget, housing loans).

steep rise in property prices®® (hence also in cur-
rent house value, which is a key element of house-
hold wealth), which boosted household expecta-
tions concerning available resources in the future,
thereby mitigating the negative impact of falling
share prices and indirectly facilitating consump-

tion (or even recourse to borrowing).

As for investment demand, a slowdown was noted
in the rate of increase in some categories of invest-
ment and an acceleration in other categories (see
Table VI). On the whole, available data suggest
that investment demand grew at a lower rate than
in 2000.

With specific regard to business investment
excluding housing, the level of investment pro-
grammes for which funding was approved under
Law 2601/98 increased by 11.7% in 2001.
Production of capital goods, however, finally grew
by just 2% for the year as a whole, after initially

rising at a relatively satisfactory average annual
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rate (3.4%) in the first eleven months of 2001.
This figure of 2% was noticeably lower than the
figure for 2000 (8.2%). In addition, during the first
eleven months of 2001, the rate of increase in the
volume of imported capital goods was low and
slower than in 2000. This fact should be evaluated
in conjunction with the considerably higher rate
of increase in 2000, which may have led to the
creation of reserves (see Section 5 of this chap-
ter). By contrast, the rate of capacity utilisation in
the production of capital goods rose to 81.4 in
2001, from 80.6 in 2000, which is quite remark-

able considering the cumulative increase in pro-

60 According to information provided by the Bank of Greece, the
annual rate of increase in house prices in provincial urban centres
accelerated between the fourth quarter of 2000 (7.9%) and the
fourth quarter of 2001 (10.8%). However, in comparison with the
previous quarter, the increase in prices was 3.7% in the first quar-
ter of 2001, 2.4% in the second, 1.5% in the third and 2.8% in the
fourth quarter. Also, according to the Propindex , prices of houses
on sale in the Athens-Piraeus area rose by 15.7% in November
2001 compared with November 2000. Note that, according to the
1999 Household Budget Survey, 79.6% of all households own
their house (72.7% in urban areas).

MONETARY POLICY 2001-2002



duction capacity in recent years. Finally, accord-
ing to an investment survey by the IOBE ©' in
October-November 2001, estimates by private
industrial firms relating to investment expenditure
(at current prices) were considerably lower at the
end of the year compared with forecasts made in
March. Whereas an increase of 7.4% had been
predicted (in March) for 2001, the October-
November survey showed a drop of 31.9% (com-
pared with an expected increase in investment
expenditure of 30.0% in 2000).%*> According to the
IOBE, this sharp reversal in the trend indicates “a
significant downward revision of investment pro-
grammes,” which “is definitely associated with
the high degree of uncertainty that prevailed at
the time the survey was carried out (...), in the
immediate wake of the disruption caused to the
markets by the events of 11th September.”
However, given that these same businesses fore-
cast a 38.3% increase in investment expenditure
in 2002, the IOBE emphasises that “such a revi-
sion is the result of a feeling of being on hold,
with decisions being put off until a more suitable
time arrives, rather than reflecting any drastic
reversal of the upward trends which have pre-

vailed in recent years.”

Regarding the sources of funding for private busi-
ness investment, it should be pointed out that
2001 saw a drop in total profits, as already noted,
(on the basis of the annual results of “listed”
companies). This development reflects mainly
the losses sustained by businesses from stock
market transactions, while fund raising through
the ASE was considerably reduced.®® At the same
time, of course, bank credit (and especially the
cost thereof) is no longer a restrictive factor, fol-
lowing the large cut in lending rates.®* The decel-
eration in the annual rate of increase in the bal-
ance of credit to industry, from 12.8% in
December 2000 to 6.7% in December 2001, was
mainly due to the reduced demand for credit.
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The progress of investment in the construction
industry appears to have been more favourable,
although all available indicators are not moving
in the same direction. Firstly, it is significant that
cement production, which mirrors the overall
trends in private and public construction activ-
ity, increased by 4.6% in 2001, i.e. as much as
in 2000 (4.5%). According to a conjunctural sur-
vey carried out by the IOBE, construction com-
pany estimates concerning their current pro-
jects remained positive throughout the year. In
contrast, their estimates on their future
prospects (“work scheduled to be carried out”)
were negative, ultimately causing the business
expectations index for the industry, compiled by
the IOBE, to fall by 5.6% in 2001.%

Public sector investment expenditure (which to a
significant degree concerns construction) showed
a pronounced decline in the annual rate of change
until April, after which it rose again to show a
7.3% increase for the whole of 2001 according to
disbursement data. The budget forecast was for
an increase of 9.9%.%° Negative developments
during the first few months of 2001 are attribut-
able to the changeover from the 2nd to the 3rd
Community Support Framework and to the resul-
tant delay in the approval of jointly funded pro-

61 See the IOBE Press Release of 12 February 2002.

62 Account must of course also be taken of the fact that the
details are not completely comparable as the companies replying
to the survey every six months are not the same. The figures are
heavily influenced by changes in the composition of the sample of
responses.

63 In 2001, companies other than financial institutions raised just
276 billion drachmas on the ASE (compared with 2,267 billion in
2000). Industrial enterprises raised 101 billion drachmas (com-
pared with 649 billion in 2000).

64 The average annual interest rate on short-term loans to busi-
nesses dropped by 3.7 percentage points, while interest rates on
long-term loans recorded a fall of 2.9 percentage points.

65 Nonetheless, the index rose significantly in the three months
from November 2001 to January 2002, although it fell sharply in
February.

66 The Ministry of Finance estimates that the initial forecast for
2001 may have been accurate if account is taken of the extension
of the fiscal year, which is in force for the investment budget.
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Chart 15

Output and business expectations in manufacturing (January 2000 - February 2002)
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grammes. This is reflected in a survey of the eco-
nomic conjuncture carried out by the IOBE: esti-
mates concerning current projects being carried
out by construction companies involved in public
works were negative until April and then positive

during the months thereafter (except December).

Finally, the volume of private building activity
based on the number of building permits issued,
which is a leadind indicator of investment in

housing and other buildings, increased at an
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annual rate of 13.4% over the first eleven months
of 2001 (against a 5.7% increase in 2000 as a
whole).®” Also, both estimates and forecasts by

businesses involved in housing construction were

67 In the early months of 2001, this index benefited both
from the issue of permits to build industrial plants in areas
outside Attica and from the issue of permits to construct
housing in Attica areas which had been struck by the earth-
quake. In addition, the large increase in objective values from
5 March 2001 probably led interested parties to obtain their
permits within the first two months of the year, i.e. earlier
than originally planned.
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Chart 16

Purchasing Managers’ Index (PMI) for manufacturing (June 1999 - February 2002)

(Seasonally adjusted index, positive deviations from the value of 50 indicate an expansion of economic activity)
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on the whole positive in 2001. Investment in
dwellings benefited from cuts in interest rates on
housing loans®® and the rapid expansion of hous-
ing credit.®® The supply of housing was affected
favourably by the rise in house prices.

The annual rate of increase in secondary produc-
tion showed a clear slowdown in 2001. More
specifically, the general index of industrial produc-
tion rose by 1.0% in 2001 (against 7.7% in 2000).
This development is a reflection firstly of the major
slowdown in the rate at which manufacturing out-
put grew, down to 1.7% (compared with an
increase of 6.1% in 2000). It is also a reflection of
the 1.7% decline in mining activity and the 0.3%
drop in the production of electricity, natural gas
and water (in comparison with large increases of
14.0% and 11.3% respectively in 2000).7° It is,
however, a positive sign that, despite the slow-
down in the general index in 2001, 12 of the 22
branches of manufacturing, which represent 68%
of the total in the weighting of the index, increased
their production, while 7 branches (33% in the
weighting of the index) reported an improved
performance, i.e. a larger increase or a smaller
decrease in production, compared with 2000. This

fact indirectly corroborates the existence of a

MONETARY POLICY 2001-2002

2001 2002

dynamic corporate sector. The slower growth of
manufacturing output is evident from the index of
business expectations in industry (see Chart 15)
and from the Purchasing Managers’ Index (PMI),
which is compiled by NTC Research (see Chart 16).
The PMI’s average annual level in 2001 was 51.2,
compared with 56.2 in 2000 (note that a value of
50 represents the dividing line between a rise and
a fall in production). According to this index, the

events of 11 September had a limited effect.”

The fast growth of economic activity in recent

years, together with the programmes aimed at

68 In 2001, the average interest rate on housing loans was 3.3
percentage points lower than in 2000.

69 The annual growth of total bank lending for housing was 38.9%
in December 2001, compared with 31.2% in December 2000.
Obviously, housing loans do not simply facilitate the construction of
new dwellings, but also the purchase of older properties.

70 In the euro area, the general industrial output index dropped
at an annual rate of 0.5% in September, 2.7% in October, 4.2% in
November and 4.1% in December.

71 More specifically, the PMI stood at 50.5 in September and
October, up from 49.8 in August. In November, it fell to 49.2, and
from November showed a steady increase (up to 50.9 in
December 2001, 51.0 in January 2002 and 52.3 in February). The
annual rate of increase in manufacturing, which on average was
2.4% in the first eight months of 2001, remained at relatively sat-
isfactory levels during the following months (September: 2.6%,
October: 1.2%, November: 2.3%), but it dropped sharply in
December (-5.3%), chiefly as a result of poor weather conditions,
which prevented production plants from operating normally.
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Chart 17
Total unemployment rate (1999 - 2001)
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raising employment and —to a lesser extent—
the introduction of reforms to increase flexibility
in the labour market, began to have a beneficial,
albeit delayed, effect on both employment and
unemployment. As early as 2000, the average
annual rate of unemployment had fallen to
11.1%, from 11.9% in 1999 (see Chart 17). In
2000, average annual total employment remained
unchanged (according to the NSSG, this was
due to the use of a newly-defined category,
“assistants in family businesses”, which reduced
the number of registered employed people by
50,0007%), but the average annual figure for wage
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earners rose by 1.3%. In the first nine months of
2001, the average unemployment rate fell further
to 10.4% (compared with 11.3% in the corre-
sponding period of 2000),”® while the number of

long-term unemployed as a percentage of total

72 This new term came into use from the second quarter of 1999.
If the figures are amended so as to exclude the effect of the use of
the new term, average annual employment shows a rise of 0.3-
0.4% in 2000, rather than stabilisation.

73 Regarding unemployment figures recorded by the Greek
Manpower Employment Organisation (OAED) for 2001, the only
figures available show that the number registered as out of work
remained unchanged (+0.1%) in the first quarter of 2001, com-
pared with the corresponding period in 2000.
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Chart 19
Employed persons (1999 - 2001)
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Table VI
Private sector employment flows

Year

1999 2000 2001
New job registrations 886,168 978,266 1,033,085
Labour contract terminations 477,166 534,805 597,575
Voluntary quits 277,725 341,195 386,043
Net balance (new jobs) 131,277 102,266 49,467

Sources: Manpower Employment Organisation (OAED) and Ministry of Labour.

unemployment decreased noticeably to 53.7% (from
57.2%). However, total employment dropped at
an average annual rate of 0.5%, as the 2.7% rise in
the number of wage earners was offset by the fall
in the number of self-employed workers and
“assistants in family businesses”, particularly in

the agricultural sector.

During 2001, employment estimates/forecasts by
businesses (IOBE — see Chart 18) indicated a
marked increase in the construction industry, a
rise in retail trade and a very slight recovery in
manufacturing. It is worth noting that, according
to the survey for the PMI, employment in manu-
facturing increased continuously during 2001

(with the exception of November), but at a lower
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rate than in 2000.7# It is also interesting to note
that purchasing managers reported in July that
“the new regulations to reduce paid overtime
[Law 2874/2000, the implementation of which
began in April] had obliged them to increase
employment levels in order to maintain produc-
tion.” Also, in 2001, employment in central gov-
ernment (including public hospitals) grew at an
average annual rate of 0.6%, while in public enter-
prises it fell by 4.6% (see Chart 19).

Furthermore, the number of new job registra-
tions in 2001 (by private firms) with the OAED

74 The figure continued to rise during the first two months of 2002.
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increased by 5.6%, labour contract terminations
(lay-offs) by 11.7%, and voluntary retirement by
13.1% — all evidence of greater mobility in the
labour market (see Table VII). In absolute figures,
during 2001, recruitment in the private sector
exceeded the number of lay-offs and voluntary
quits by approximately 49,467. This points to an
equivalent rise in the number of new jobs.”
Nevertheless, according to the same data, the
increase in the number of vacancies was less
than it had been in the previous two years (2000:
+102,266, 1999: +131,277).76

Finally, the new procedure to confer legal status
on illegal immigrants (in accordance with Law
2910/2001) is expected to lead to an increase in
officially registered employment (from the last
months of 2001 onwards) as happened —under
similar circumstances— in 1998. More specifi-
cally, 351,000 applications for legal status were
submitted within the time permitted (5 June-2 Au-
gust 2001).

5. Greece’s balance of payments
Current account

The current account deficit in the eleven months
from January to November 2001 stood at €7,094
million, i.e. it was €260 million or 3.5% less than
in the corresponding period of the previous year
(according to details’” collected and processed by
the Bank of Greece — see Table 4 of the Statistical
Appendix). The deficit for the eleven-month
period corresponds to 5.4% of annual GDP, com-
pared with 6% in the same period of 2000. This
development is the result both of the reduction in
the trade deficit and the increase in the surplus
recorded in the services balance and the transfers
balance. In contrast, the deficit in the income

account increased significantly.
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In the eleven months from January to November,
the trade deficit decreased by €570 million or
2.8%, in comparison with that recorded in the
corresponding period of 2000.”® This improve-
ment was almost entirely due to the non-oil trade
balance, while the oil trade deficit fell marginally.
The average dollar price for crude oil, the value of

which accounts for more than two thirds of total

75 Data from the Labour Inspectorate reveal an increase in the
number employed in the private sector in 2001. (The data were
released by the Ministry of Labour on 9 October 2001.) According
to the data, the people employed in a sample of relatively large busi-
nesses increased by 1.9% compared with 2000.

76 It is worth pointing out that these data do not exactly match
data on employment from the NSSG survey. More specifically,
analysis of employment flows in the private sector shows that
131,000 jobs were created in 1999 and 102,000 in 2000. If
account is taken of the fact that the figures for recruitment and
lay-offs are more reliable than figures relating to the number of
people who retire (which can never be fully registered), it is con-
sidered possible that the net increase in the number of new jobs
indicated is actually something of an overestimate. The NSSG’s
survey on the workforce, however, carried out during 1999 (i.e.
between the fourth quarter of 1998 and the fourth quarter of
1999), shows that the number of employees (both in the private
and the public sector) rose by just 14,000, while in 2000 the num-
ber rose by 74,000.

77 The figures were gathered mainly from businesses involved in
the financial sector (banks, mutual funds, etc.) and from certain
large manufacturing plants with substantial financial dealings
abroad (refineries).

78 The NSSG trade statistics show a different picture. According to
these statistics (as announced by Eurostat on 22 February 2002),
the trade deficit rose by €0.6 billion in the eleven-month period
from January to November 2001, while a relatively small reduction
was noted in the value of imports (-4%) and a significant fall in the
value of exports (-16%) in the same period. Note that details of the
September, October and November trade figures for Greece are
those provided by Eurostat. It is important to remember that, while
figures produced by the Bank of Greece reflect payments, those of
the NSSG concern transactions, and it is normal to expect a time lag
between transactions and payments. The NSSG produces its figures
for EU countries on the basis of Intrastat forms, which are filled in
by businesses when submitting their VAT returns. Figures for trans-
actions with other countries are obtained from forms filled in as part
of the procedure for the payment of customs duties. Much of the
paperwork contains errors and is therefore rejected initially before
being corrected after contact with the company concerned. The
same method is used in other Member States of the EU. Therefore,
the NSSG’s details are provisional and, before they are finalised,
which may be up to two years after the month to which they refer,
they generally underestimate the scale of the country’s external
trade, particularly the figures which refer to EU countries. There are
also other reasons for differences between figures produced by the
two sources, which stem e.g. from the method employed to calcu-
late exports of petroleum products or from the fact that the Bank of
Greece figures include expenditure on ship repairs and supplies,
“tripartite” transactions and income from processing imported
goods which are then re-exported.
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fuel imports, was 12.1% lower in the period
January-November 2001 than in the correspond-
ing period of 2000, but expenditure in euro terms
on oil imports was down by just 9.4%, owing to
the appreciation of the dollar against the euro.
The amount of oil imported remained at approxi-
mately the same level. The parallel drop in rev-
enue from oil exports was a little smaller, result-
ing in a slight reduction of €28 million in the oil
trade deficit.

The decrease in the non-oil trade deficit over the
eleven months from January to November 2001
was due to a very rapid rise (17.1%) in revenue
from exports. This more than covered the
increase in spending on imports, which was just
3.2% bigger than in the corresponding period of
2000. If these figures (which refer to the value of
transactions) are deflated on the basis of the
respective wholesale price indices compiled by
the NSSG, it can be seen that the volume of
exports also rose much faster than the volume of
imports (13.7% compared with 1.1%).7°

The positive course of Greek exports, as recorded
on the basis of figures produced by the Bank of
Greece, is connected in part with the cumulative
improvement in business competitiveness in
recent years®® and in part with the fact that advan-
tage has been taken of favourable developments in
certain markets and goods. It is also linked to the
fact that the composition of Greek exports by
product and destination is such that they are
affected less —in comparison with exports of
other EU countries— by the slowdown in global
economic activity, especially in OECD countries.
Thus, as shown by an analysis of the details pro-
duced by the Bank of Greece by group of destina-
tion countries®" (see Table VIII.A), in the eleven-
month period January-November 2001, exports to
Balkan countries continued to increase at a high

rate, while the growth of Greek exports to coun-
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tries of the former Soviet Union and Central
Europe was also satisfactory. By contrast, a signif-
icant reduction was observed in exports to OECD
countries. These developments led to a drop in the
percentage of exports aimed at EU countries in
2000 from 51.5% to 49.1% in the eleven months
of 2001 (for exports aimed at euro area countries,
the percentage fell from 37.2% to 34.7%). Exports
to OECD countries were down from 86.2% to
82.8%. On the other hand, the percentage of
exports to Balkan countries, former Soviet Union
countries and countries in Central Europe, the
Middle East and the Mediterranean increased from
11.4% to 15.8% over the same period.®

According to detailed data compiled by the Bank
of Greece concerning the composition of
exports by product category (see Table IX.A),
the major contributors to the increased non-oil

export receipts were food, beverages, tobacco

79 The small rise in the volume of imports must be interpreted in
conjunction with the very large rise in 2000. Indeed, the rates of
increase in the eleven-month period of 2000 were 21.4% for the
volume of exports and 23.6% for the volume of imports. This was
the prime reason for the deterioration noted in the current
account balance.

80 In more detail, during the four years 1998-2001, the real effec-
tive drachma exchange rate indices, as calculated on the basis of
relative unit labour costs in manufacturing and relative consumer
and wholesale prices, fell on a cumulative basis by 8.2%, 8.2% and
1.5% respectively. Note that a reduction in the real exchange rate
indicates an increase in competitiveness and vice versa.

81 The analytical data for each country and product do not cover
total export receipts and the total import bill, because, when infor-
mation is first gathered by banks, the code numbers of the coun-
try and of the product are not always recorded. Therefore, it is
preferable to base any analysis of the relevant figures on the per-
centage of the total they represent and on percentage changes
rather than on the absolute figures.

82 It appears that figures produced by banks lead to an underes-
timation of the actual level of exports to all these countries — with
a corresponding overestimation of exports to the USA. This is
because, in collecting initial information about each transaction,
confusion sometimes arises concerning the currency used in the
transaction and the destination country. The USA is often named
as the destination country, even though the transaction actually
relates to the above countries, because the transaction has been
arranged in dollars. It should be indicatively noted that, accord-
ing to recent (provisional) NSSG figures, the proportion of Greek
exports aimed at EU countries increased from 45.4% in the
seven-month period January-July 2000 to 50.8% in the same
period of 2001.
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Table VI

Breakdown of Greece’s external trade by geographical area

A. Percentage share of each geographical area in total export receipts

1999 2000 2001 (11months)
OECD! 83.1 86.2 82.8
European Union 5510 51.5 49.1
Euro area 43.7 37.2 34.7
USA 19.0 26.2 27.8
Balkan countries? 3.0 3.4 52
Central Europe and former USSR? 1.8 1.7 2.5
Middle East and Mediterranean* 9.6 6.3 7.1
Other countries 2.5 2.5 2.5
Total 100.0 100.0 100.0
B. Percentage share of each geographical area in total import bill
1999 2000 2001 (11months)
OECD! 87.8 85.4 83.1
European Union 60.7 58.2 61.3
Euro area 49.2 47.4 51.1
USA 12.7 18.8 14.2
Balkan countries? 1.4 1.3 1.4
Central Europe and former USSR® 2.4 3.6 5.3
Middle East and Mediterranean* 2.7 3.8 3.8
Other countries 5.6 5.9 6.4
Total 100.0 100.0 100.0

Poland, Hungary, Czech Republic, Slovakia and former USSR countries.

NG

Source: Bank of Greece.

Twenty-four OECD countries excluding Mexico, South Korea, the Czech Republic, Poland and Hungary.
Albania, Bulgaria, Romania and former Yugoslavia countries (Slovenia, Bosnia, Croatia, FYROM and New Yugoslavia).

Greece’s major trading partners in Nothern Africa, the Middle East and the Mediterranean (Cyprus and Malta).

and consumer durables, and —to a lesser
extent— exports of consumer non-durables. The
following groups of products played a very signif-
icant role in the increase in exports (at the level
of two-digit classification based on the Combined
Nomenclature Codification system): (a) “machin-
ery-appliances, TV sets, video recorders and their
components,” which includes computers and
mobile telephony network installations, (b)
“tobacco and cigarettes” and (c) “clothing,

knitwear and accessories.”
A similar analysis of the figures for the import bill

(see Table IX.B) shows that most of the increase

(approximately two-thirds) stems from the cate-
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gories of consumer non-durables and food-bever-
ages-tobacco. These import trends (as well as
export trends) by product group are generally con-
sistent with developments in industrial production
and retail sales of almost the same groups of prod-
ucts and with estimates of demand and GDP (see
Section 4 of this chapter). Specifically, in the eleven-
month period January-November 2001, imports of
consumer non-durables and computers display the
highest growth rates (compared with the corre-
sponding period of 2000). By contrast, imports of
fixed-voice and mobile telephony products were
down, and there was a slight drop in spending on
passenger car imports (which was expected follow-

ing the sharp rise in 2000). In addition, the slower
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Table IX
Breakdown of Greece’s external trade by product category

A. Export receipts

January - November

Percentage share
in the increase in
total export receipts

Percentage share of each product

category in total export receipts Percentage change

1999 2000 2001 2000/1999 | 2001/2000 |2000/1999 |2001/2000
Food, beverages, tobacco 34.5 27.1 29.3 -7.2 171 -14.0 54.1
Consumer non-durables 32.0 35.3 342 29.8 5.2 53.7 21.5
Consumer durables 6.1 5.2 8.0 0.8 67.6 0.3 40.9
Raw materials and
semi-manufactured products 22.9 28.4 25.6 46.0 -1.9 59.2 -6.2
Capital goods 3.9 3.6 2.6 8.0 -21.1 1.8 -8.9
Other goods 0.7 0,4 0.3 -25.9 -30.0 -1.0 -1.4
Total exports 100.0 100.0 100.0 100.0 100.0
B. Import bill January - November

Percentage share

Percentage share of each product in the increase in

category in total import bill Percentage change total import bill

1999 2000 2001 2000/1999 | 2001/2000 |2000/1999 |2001/2000
Food, beverages, tobacco 16.1 15.2 14.9 14.9 6.1 10.9 11.5
Consumer non-durables 27.5 27.7 29.7 22.8 15.6 28.6 53.9
Consumer durables 8.7 8.6 8.4 19.8 6.3 7.9 6.7
Raw materials and
semi-manufactured products 12.8 14.0 14.1 33.7 8.9 19.6 15.4
Capital goods 17.3 15.0 14.4 5.8 3.4 4.6 6.4
Computers and accessories 2.6 2.9 3.1 35.6 17.7 4.2 6.3
Fixed-voice and mobile telephony 2.1 3.0 2.4 67.8 -11.5 6.6 4.2
Passenger cars 11.7 13.1 11.9 36.5 -1.8 19.4 -3.0
Other goods 1.2 0.6 1.1 -35.5 88.0 -1.9 6.9
Total imports 100.0 100.0 100.0 100.0 100.0

Source: Bank of Greece.

increase in imports of consumer durables, raw
materials, semi-processed products and capital
goods despite the relatively high growth rate of
GDP and disposable household resources (includ-
ing borrowed funds) must be attributed to the fact
that the very high rate of increase in imports in 2000
contributed to the formation of large stocks, which

appear to have decreased in 2001.
There were fewer changes in the countries of origin

of imports than in the destination countries of

exports during the same period. The main increase
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noted was in the share of EU countries as well as
countries of the former Soviet Union and Central
Europe® (see Table VIII.B).

The services surplus in the eleven months from
January to November 2001 was €8,253 million,

83 By contrast, imports of US goods fell significantly, which must
be attributed to lower spending on fuel imports in conjunction
with errors in the compilation of initial data. An indication of these
errors is given by the fact that, according to (provisional) data
from the NSSG covering the seven months January-July 2001, the
proportion of imports from EU countries appears to have fallen to
54.7% from 58.2% in the same period of 2000.
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an increase of €97 million compared with the
same period in 2000, and played a greater part
(42.3% against 40.6%) in covering the trade
deficit. This development was due to the increase
of €460 million in net receipts from travel ser-
vices, which more than compensated for the fall
in net receipts from transport services. In particu-
lar, gross receipts from travel services, which
showed a 7.5% increase in the seven-month
period January-July, fell during the four months of
August to November but remained increased as a
whole in the eleven months (+2.2% in terms of
their euro value), while they decreased in terms of
constant prices. Although there are no recent offi-
cial figures available concerning the number of
over-night stays by foreign visitors during the
2001 tourist season, it has been estimated that
the country as a whole achieved a slightly higher
number of tourist arrivals and overnight stays, but
at the same time there were significant regional
differences.? Prices for tourist services remained
at approximately the same levels as in 2000,
because the higher hotel rates that were initially
announced were offset by subsequent discounts.
The positive development noted in net travel
receipts is also linked to the reduction in relevant
payments, which was recorded almost every
month in 2001, with the result that there was a
decrease of 5.4% for the eleven months. The
impact of the events of 11 September on travel
services appears to have been less serious for
Greece than for other countries,> with the excep-
tion of the impact on hotels in Attica, where the
already negative trends intensified. Finally, the fall
of €334 million in net receipts from transport ser-
vices was due to the fact that gross receipts
increased by just 7.7% during the eleven months,
while the corresponding payments rose at a much
higher rate (23.4%). The substantial slowdown in
the growth rate of receipts after the early months
of 2001 is directly connected to the recession in

international trade, which led to a fall in cargo
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transport by sea, and, in conjunction with the
increase in the size of the world merchant ship-
ping fleet, also led to a significant drop in freight
rates. Specifically, the BDIY index, which relates
to freight in dollars, had risen gradually during
1999 and 2000 (reaching levels in 2000 which
were twice as high as in January 1999). However,
the index showed a sharp drop in the nine-month
period January-September 2001. By the end of
that period, it had fallen to a level marginally

higher than in January 1999.

The income account deficit almost doubled. The
increase of €882 million over the eleven months
from January to November 2001 was due mainly
to the large drop noted in gross receipts from
interest, dividends and profits, which was associ-
ated with international interest rate developments.
Also, total payments for interest, dividends and
profits showed a small upturn, as —despite the fall
in interest rates — there was a substantial increase
in investment by non-residents. Specifically, in the
eleven months, interest payments alone came to
€3,220 million, of which €1,860 million repre-

sented interest payments by general government.

The transfers surplus grew by €475 million,
mainly owing to increased receipts and lower pay-
ments. The increased receipts were derived both

from “other sectors,” which includes emigrants’

84 More specifically, according to provisional data covering all
domestic airports from the Civil Aviation Authority, arrivals from
abroad in 2001 stood at 12.2 million passengers, compared with
11.8 million in 2000, an increase of 3.6%. However, it has been
estimated that the increase in foreign arrivals was around 2%
(total arrivals include Greek passengers, the percentage of which
increased). As for regional differences, the analytical details show
that the North Aegean islands and the Dodecanese recorded the
highest percentage increase in arrivals (11.9% and 7.5% respec-
tively), while the airports with increased passenger preference
were Kos (19.6%), Chania (14.3%), Cephalonia (15.8%), Skiathos
(18.9%) and Carpathos (22.4%). Also, according to details
released by the Union of Attica Hoteliers, hotels in Attica were
less full in 2001 than in 2000, the figures standing at 52.9% of
capacity in 2001 and 55.7% in 2000.

85 See particularly the relevant references in Chapter VI.2.
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remittances and income from licences for third
generation mobile telephony and from net trans-
fers (receipts minus payments) from the EU,
which amounted to €4,012 million® in the eleven
months from January to November 2001, com-
pared with €3,827 million in the corresponding
period of 2000. The acceleration of the increase in
net transfers, which was noted from April 2001, is
linked with the commencement of the receipt of
advance payments from the 3rd Community
Support Framework (CSF). At the same time, pay-
ments for programmes under the 2nd CSF contin-
ued. In addition, the first payments by the EU for
programmes under the 3rd CSF began in
December 2001.87

The current account balance in euro area coun-
tries as a whole improved significantly in the same
period (January-November 2001).8 In particular,
the deficit was reduced from €61.9 billion in the
corresponding period of 2000 to €12.2 billion.
This was mainly due to a large increase in the
trade surplus, from €10.3 billion to €63.7 billion,
and —to a lesser extent— to the fact that the ser-
vices balance showed a surplus (+€2.6 billion)
instead of a deficit (-<€2.5 billion). By contrast, the
income account deficit widened by €10.1 billion.
Despite the fact that both in Greece and in the
euro area the current account deficit is falling,
there is a significant difference with regard to the
trade balance: in Greece it remains in deficit
(albeit with a tendency to improve), while in the

euro area as a whole it shows a growing surplus.
Financial transactions

During the period from January to November
2001, financial transactions, i.e. the sum of direct
investment, portfolio investment and “other”
investment, showed a small net inflow of €11
million, against a substantial net inflow of €4,756

million in the corresponding period of 2000. In
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particular, the net inflow of funds for portfolio
investment and direct investment (€8,121 million
and €1,155 million respectively) was almost fully
offset by the substantial net outflow of €9,265

million for “other” investment.

The increase of €2,854 million in assets under
the category “other” investment and the
decrease of €6,410 million in corresponding lia-
bilities are the reasons for the large outflow
recorded in this category. Despite the signifi-
cant fall due to the €3,084 million reduction in
Greek residents’ deposits abroad in November,
the increase in assets (residents of Greece on
residents of other countries) is mainly the result
of changes which took place for Greece’s acces-
sion to EMU. These include the gradual freeing
of commercial banks’ redeposits in foreign
exchange with the Bank of Greece and the adop-
tion of a new definition of reserve assets in line
with ECB guidelines.® In addition, the reduction
in liabilities is due to the net decrease in
deposits by non-residents with Greek banks
(€5,496 million) and the settlement of general

government loans totalling €2,715 million.

In the direct investment category, investment in
Greece by non-residents during the period from
January to November 2001 came to €1,764 mil-
lion, a substantial increase compared with the
same period of 2000 (when the figure stood at
€913 million). This development was mainly due

86 Of this sum, €1,738 million (43.3%) relates to transfers of
capital, while the remainder was derived from current transfers,
i.e. income subsidies, etc.

87 In view of these developments, it is expected that the rate of
increase in transfers from the EU will increase in 2002.

88 ECB Press Release, 1 February 2002.

89 Based on this definition, the country’s reserve assets ceased
on 1 January 2001 to include (a) claims in euro against residents
of non-euro area countries, (b) claims in foreign exchange and
euro against residents of euro area countries and (c) the partici-
pation of the Bank of Greece in the capital and reserve assets of
the ECB.
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to the inflow of funds for the acquisition of a stake
in the share capital of INTERAMERICAN by
EUREKO in July 2001. By contrast, residents’
investment abroad during this period fell sharply
to €610 million, compared with €2,248 million in
the same period of 2000.

The inflow of funds from non-residents for portfo-
lio investment came to €8,412 million, a decrease
from the corresponding period of 2000 (the figure
had reached €10,222 million). Despite the grad-
ual convergence of yields with those of bonds
from other euro area countries, the Greek bond
market continued to be the ultimate destination
for most of this inflow (€6,494 million), while, at
the same time, a substantial share of the inflow
went into the market for privatisation bonds. In
the same period, the purchase of foreign shares

by Greek investors eventually led to an increase
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(of €292 million) in residents’ total assets in for-
eign securities, despite the significant sales of for-

eign bonds by them.

As a result of the above developments in the
financial account and the current account, the
country’s reserve assets stood at €7.4 billion at
the end of November 2001.

In the euro area as a whole, direct investment
and portfolio investment in the period January-
November 2001 showed a total net outflow of
€41.9 billion, which was significantly less than
the total net outflow of €100 billion recorded in
these categories in the corresponding period of
2000. In the same period, financial derivatives
showed a net outflow of €21.6 billion and the
category of “other” investment also showed a
net outflow of €27 billion.
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IV. Monetary
developments in
the euro area and
in Greece
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1. Monetary developments in the euro area
1.1 The single monetary policy in 2001

Maintaining price stability is the primary objective
of the single monetary policy formulated by the
Governing Council of the ECB. As long as the
achievement of this primary objective is not at
risk, the monetary policy of the Eurosystem' sup-
ports the general goals of the monetary policies of

the individual euro area Member States.

Price stability has been defined as an annual
increase of not more than 2% in the level of
prices, as this is measured by the Harmonised
Index of Consumer Prices (HICP). The strategy
applied by the Eurosystem in order to achieve
price stability is based on two pillars. These two
pillars form a framework for the analysis of the
economic data that are taken into consideration
during the monetary policy decision-making
process. The first pillar covers the analysis of
monetary and credit developments, in particular
of the broad money aggregate, M3, which pro-
vides useful information about developments in
inflation in the medium term. With respect to the
annual increase in this aggregate, for the current
year —as well as for the previous three years—
a reference value has been set, at a level (4.5%)
which is deemed consistent with the achieve-
ment of price stability in the medium term and
therefore constitutes a benchmark for assessing
monetary developments. The second pillar is
connected with the outlook for inflation, which
is examined on the basis of a wide range of eco-
nomic indicators that relate to developments in

economic activity, wages, the yield curve, the

1 The Eurosystem comprises the ECB and the national central
banks of those Member States of the European Union that have
adopted the euro (see relevant headwords in the Glossary).

57



Chart 20

ECB interest rates and money market overnight rate (EONIA)
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exchange rate, commodity prices, etc. Within
this framework, risks of deviation from the price

stability objective are also assessed.

From January to early May 2001, key ECB inter-
est rates were kept unchanged, because infla-
tion was on the rise and it was estimated that,
although risks to price stability in the medium
term had been reduced to some extent, they
had not been eliminated. Between early May
and early November 2001, the ECB reduced its
key interest rates four times, by a cumulative
150 basis points, and the minimum bid rate on
main refinancing operations, after its latest
adjustment on 8 November, came to 3.25%.

This change in the policy stance of the ECB was
based on the fact that monetary developments
in the above period were not signalling risks to
price stability in the medium term, as well as on
the decline in inflation from June onwards,
which was combined with increasing indica-
tions that inflationary pressures were contained
and prospects for a drop in inflation to a level

lower than 2% were improving. Moreover, after
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the terrorist attack in the United States, uncer-
tainty grew —especially as regards the interna-
tional environment— a fact which had an
unfavourable impact on economic activity and
on consumer and business confidence, and
pushed back prospects for a recovery of the

European economy.

More precisely, in the course of the previous year
the ECB reduced its key interest rates four times
(on 10 May, 30 August, 17 September and 8
November 2001), by a cumulative 150 basis
points. On 10 May, key interest rates were
reduced by 25 basis points, thus bringing the min-
imum bid rate on main refinancing operations to
4.50% (see Chart 20 and Table X). The Governing
Council deemed that the factors related to the first
pillar posed no threat to price stability. Attention
was called to the fact that the three-month average

of the annual rate of increase? in M3 between

2 The annual rate of change in a monetary aggregate is defined as
the percentage change in the balance of this aggregate during the
twelve-month period up to the specific month of reference. The
ECB monitors the average of the annual rate of change for three
consecutive months.
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Table X
Changes in ECB key interest rates

(Percentages per annum)

Date of interest Deposit Main refinancing Marginal lending
rate change' facility operations facility
1 September 2000 3.50 4.50 5.50
6 October 2000 3.75 4.75 5.75
11 May 2001 3.50 4.50 5.50
31 August 2001 3.25 4.25 5.25
18 September 2001 2.75 3.75 4.75
9 November 2001 2.25 3.25 4.25

1 For the deposit and marginal lending facilities, effective dates of interest rate changes (one day following the relevant ECB decision); for the main refinancing oper-
ations, interest rate changes are effective from the first operation following the date indicated.

Source: ECB.

January and March was 4.8%,° and had therefore
come quite close to the reference value (4.5%).
Furthermore, another fact taken into account was
that the recorded growth rate of M3 had been
affected upwards* by increased holdings of liquid
assets by non-euro area residents, which do not
affect domestic demand in the euro area. In addi-
tion, as regards the first pillar, the slowdown in
credit expansion was also taken into considera-
tion. At the same time, based on the analysis of the
factors related to the second pillar, attention was
called to the fact that the deceleration in the rate
of increase in economic activity and wage moder-

ation were containing risks to inflation.

On 30 August 2001, key ECB interest rates were
reduced again, by a further 25 basis points, and
thus the minimum bid rate on main refinancing
operations stood at 4.25%. As regards the first
pillar, it was estimated that monetary develop-
ments did not pose threats to inflation in view of
the fact that the acceleration recorded in the
growth rate of M3 (the three-month average of
the annual rate of increase in M3 from May to
July reached 5.9%°) was considered rather tem-
porary. This development was attributed to an
increased preference of investors for deposits
and short-term securities, due to the narrowing

of the yield spread between long-term securities
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and short-term assets included in M3. It was also
considered a result, on the one hand, of the
increased uncertainty prevailing in stock mar-
kets, which made short-term deposits and mar-
ketable instruments included in M3 more attrac-
tive, and, on the other hand, of the higher hold-
ings in cash-on-hand for transactions, on
account of the rise in energy and food prices
during the previous period. Another fact the ECB
considered in reaching its aforementioned deci-
sion of 30 August was that, until that time, the
annual rate of increase in loans to the private
sector, despite its relatively high level, recorded

a continuous deceleration.

In the context of analysing the economic effects
related to the second pillar, the Governing

Council of the ECB took into consideration the

3 This was later revised to 3.8% —on the basis of final data—
after the deduction of non-euro area residents’ holdings in money
market fund shares/units, money market paper and debt securities
with a maturity of up to two years issued by MFls.

4 Prior to December 2001 the ECB did not publish data on the
M3 adjusted for marketable instruments (money market fund
shares/units, money market paper and debt securities with a
maturity of up to two years issued by MFIs) held by non-euro area
residents.

5 After the deduction of money market fund shares/units held by
non-euro area residents. Once the non-euro area residents’ hold-
ings in money market paper and debt securities with a maturity of
up to two years (issued by MFIs) were also deducted, this rate was
revised to 5.2%.
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signs of a decline in inflationary pressures attrib-
utable to the slowdown of economic activity in
the euro area as well as worldwide. In particular,
it was noted that —mainly as a result of the low
rate of increase in economic activity in the US, the
prolonged weakening of the Japanese economy,
as well as the strengthening of the exchange rate
of the euro— foreign demand remained slack and
less than anticipated. Other factors that con-
tributed to the weakening of domestic inflationary
pressures were the deceleration in private con-
sumption and wage moderation in the first
months of 2001.

The terrorist attack of 11 September 2001 caused
a considerable shock and posed risks to the
smooth operation of world markets. In order to
contain the impact on euro area money and capi-
tal markets, on 12 September the Eurosystem
strengthened the liquidity of banks, so as to
restore smooth market conditions. Furthermore,
the Eurosystem helped European banks cover
their immediate liquidity needs in US dollars,
through currency swaps with the US Federal

Reserve.

On 17 September, the Governing Council of the
ECB decided to further reduce key ECB interest
rates® by 50 basis points, and the minimum bid
rate on main refinancing operations was set at
3.75%. For this decision, the Governing Council
also took into consideration the fact that the
events of 11 September in the United States
threatened to worsen the outlook for the real
economy in the euro area, reducing inflationary

risks even further.

The ECB reduced its key interest rates for the last
time in 2001 on 8 November, by 50 basis points.
Thus, the minimum bid rate on main refinancing
operations was set at 3.25%, the marginal lending

facility rate at 4.25% and the deposit facility rate
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at 2.25%. The Governing Council of the ECB
judged that, according to the statistical data avail-
able at the time, the new level of its key interest
rates was consistent with the maintenance of
price stability in the medium term. More specifi-
cally, within the framework of the first pillar, the
Governing Council judged that, for the reasons
mentioned above, the acceleration in the growth

rate of M3 did not pose risks to inflation.

On the other hand, as regards the second pillar, it
was estimated that increased uncertainty would
intensify the slowdown of economic activity
which —combined with the prolonged low infla-
tion expectations (as the available data confirmed
that the rise in inflation in early 2001 was tempo-
rary) — would help keep labour cost in check. As
a result, it was judged that in 2002 the objective
of price stability would be achieved. This projec-
tion was also in line with the decrease in the

yields of securities in the bond market.

After 8 November 2001, the ECB did not change
its key interest rates any further until the first ten
days of March 2002. In its meetings of 6
December 2001 and of 3 January, 7 February and
7 March 2002, the Governing Council of the ECB
deemed that the new level of its key interest rates
remains consistent with the maintenance of price
stability in the medium term. It was considered
that the continuing acceleration of the growth rate
of M3 (the three-month average of the annual rate
of increase in M3 from November 2001 to January
2002 stood at 8%) still reflects the conditions of
particularly high uncertainty prevailing in the
economy, which favoured holdings of relatively

liquid assets, but do not entail risks of a future

6 On the same day, the US Federal Reserve reached a similar
decision and reduced by 50 basis points (to 3.00%) its target-rate
for money market overnight deposits.
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resurgence of inflation. This conclusion is also
corroborated by the continuing deceleration of
credit expansion to the private sector. Attention
was called, however, to the fact that the ECB will
continue to monitor closely developments in M3,
so as to detect in time the extent to which
increased liquidity is a threat to price stability, as
uncertainty subsides and there are signs of a

recovery of economic activity in the euro area.

On the other hand, it was confirmed once more
that economic activity remained moderate in the
second half of 2001 and is expected to be low in
the early months of the current year as well.
Although the outlook for a recovery in economic
activity in the euro area is favourable, it is pro-
jected that the annual rate of inflation will follow
a downward path and —under normal condi-
tions— will fall below 2% for the current year.”
Furthermore, the Governing Council of the ECB
retains its reservations as regards the effect that
forthcoming wage negotiations may have on
prices. It was noted, however, that until now
there have been no signs that the circulation of
the euro banknotes and coins from 1 January
2002 onwards and the conversion of prices to
euro had any significant effect on the level of
prices, given the intensity of competition, the vig-
ilance of consumers and the commitment of gov-
ernments not to raise the average level of admin-

istered prices.

During its meeting of 6 December 2001, the
Governing Council of the ECB decided that the
reference value regarding the growth of M3 in
2002 will remain at 4.5% on an annual basis,
unchanged from the previous three years. It
should be recalled that the setting of a reference
value does not entail any commitment on the part
of the Eurosystem to react immediately with an
adjustment of its interest rates in order to contain

any possible deviations of monetary expansion
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from the reference value that are deemed to be of

a transient nature.

1.2 Developments in M3 and its components

The slowdown in the growth rate of M3, which
had started in March 2000, continued until the
end of the first quarter of 2001. However, after
March 2001, the growth rate of M3 accelerated
and from 3.8% in that month rose to 7.6% in the
last quarter of 20012 (see Chart 21). This acceler-
ation partly reflects the gradual return of money
holdings to the desired level in the long run (in
real terms).? In addition, an increase was recorded
in demand for money owing to the faster rise in
the price level during the previous period and the
narrowing of the spread between the interest rate
on short-term securities not included in M3 (this
interest rate is proxied by the three-month EURI-
BOR) and the weighted yield of the components
of M3. The uncertainty which is due to the
unfavourable developments in the stock markets,
the persistence of a relatively narrow spread
between long-term and short-term interest rates
until the end of August 2001, as well as the con-
ditions that prevailed in the financial markets after

the terrorist attack of 11 September in the United

7 The acceleration recorded in January 2002 was due to the effect
of special factors, such as bad weather conditions, the increase in
indirect taxes, etc.

8 This rate of change refers to M3, adjusted for the non euro area
residents’ holdings in money market fund shares/units, money
market paper and debt securities with a maturity of up to two
years issued by euro area MFls.

9 The desired level of M3 in the long run in real terms is under-
stood as the level at which this aggregate would stand if the
nominal M3 had been increasing since December 1998 until
today at an annual rate equal to the reference value of 4.5%, and
the price index by which the nominal M3 is deflated had been
rising at an annual rate of less than 2%, i.e. at a rate consistent
with the definition of price stability. Moreover, there are strong
indications that the growth of M3 during the previous year can
be interpreted as a conversion towards the desired level, even if
the latter is determined on the basis of the projections of econo-
metric functions of demand for money in which the indepen-
dent variables, GDP, interest rates, and level of prices, take the
values actually observed each time (see ECB, Monthly Bulletin,
May 2001).

61



Chart 21

M3 in the euro area
(January 1999 - December 2001)
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1 These changes arise from seasonally adjusted data, from which the value of all negotiable instruments held by non-euro area
residents has been deducted.

Source: ECB.

Table Xl
Main components of M3 in the euro area

(Annual percentage changes,” seasonally adjusted data, unless otherwise indicated; quarterly averages?)

2000 2001
Q4 Q1 Q2 Q3 Q4 December
M1 5.6 2.6 2.4 3.9 5.4 5.0
Currency in circulation, MO 1.9 -1.2 -3.2 -7.5 -18.5 -32.2
Overnight deposits 6.4 3.4 3.5 6.3 10.3 12.5
Other short-term deposits (= M2-M1) 2.2 3.4 4.4 4.9 5.8 7.2
Deposits with an agreed maturity of up to two years? 12.6 15.3 14.0 10.9 6.9 6.1
Deposits redeemable at notice of up to three months? —-4.9 4.7 -2.6 0.5 5.0 7.6
M2 3.8 3.1 3.4 4.5 5.6 6.2
Marketable instruments (= M3-M2) 6.5 9.4 10.3 16.2 20.9 20.0
Repurchase agreements® 10.3 20.7 15.5 20.5 19.7 12.8
Money market fund shares/units and money
market paper® 1.8 5.4 11.2 20.5 30.2 34.8
Debt securities issued with a maturity of
up to two years?® 12.1 6.3 1.3 0.9 2.2 -1.9
M3 (adjusted for non-euro area residents’ holdings
of all negotiable instruments) 4.2 3.9 4.3 6.0 7.6 8.0

1 Annual rates of change in the corresponding index, which is compiled on the basis of outstanding stocks for December 1998 and cumulative monthly flows, adjusted for
reclassifications, other revaluations, exchange rate variations and any other changes which do not arise from transactions.

2 The quarterly average is derived from monthly averages (which are calculated as arithmetic means of two successive end-of-month figures) and is not the three-month
average of end-of-month annual growth rates (see the “Technical Notes” in the ECB Monthly Bulletin).

3 Not seasonally adjusted.

Source: ECB.
States, also strengthened demand for certain cat- As from November 2001, uncertainty began to
egories of assets included in M3, such as deposits subside and the slope of the yield curve (i.e. the
and marketable instruments. spread between long-term and short-term interest
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rates) became steeper. These developments con-
tributed to a slower acceleration of M3 at the
beginning of this year (January 2002: 7.9%). On
the other hand, the yields of short-term securities
not included in M3 have fallen to very low levels,
which strengthens demand for liquid assets
included in M3.

The annual rate of increase in M1'° showed a con-
siderable slowdown between January and April
2001 and in the first two quarters of the year stood
below its level in the last quarter of 2000 (first
quarter of 2001: 2.6%, second quarter of 2001:
2.4%, fourth quarter of 2000: 5.6%). Nevertheless,
from May onwards it began to rise and reached
6.0% in November 2001 (see Table XI). This was
due to the considerable acceleration in the growth
rate of overnight deposits (in the retail banking
market)," which more than offset the substantial
decrease in currency in circulation. Households and
enterprises (including non-euro area residents) lim-
ited their cash holdings to facilitate the substitution
of national banknotes and coins with euro bank-
notes and coins as from 1 January 2002. On the
other hand, deposits of cash with banks along with
holdings of considerable amounts of capital in lig-
uid form because of the increased volatility of stock
market prices brought about an acceleration in the
growth rate of overnight deposits. Nevertheless, in
December 2001, a particularly substantial decrease
was recorded in currency in circulation (year-on-
year rate of decrease: 32.2%), which was not offset
by the faster growth of overnight deposits (12.5%).
As a result, the growth rate of M1 fell to 5% in that
month. In January 2002, the year-on-year rate of
decrease in currency in circulation stood at -6.2%
on account of the parallel circulation of euro and
national banknotes and coins, which calls for addi-

tional cash holdings, particularly by retailers.™

The annual rate of increase in other short-term

deposits, which form the bulk of M3 (specifically,
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they represent the difference between M2 and M1),
accelerated gradually to 5.8% in the last quarter of
2001, from 2.2% in the same quarter of 2000. This
is attributable to the substantial acceleration of the
annual rate of change in deposits redeemable at
notice of up to three months™ (fourth quarter 2001:
5.0%, fourth quarter 2000: —4.9%), parallel to the
considerable deceleration of the annual rate of
change in deposits with an agreed maturity of up to
two years' (fourth quarter 2001: 6.9%, fourth quar-
ter 2000: 12.6%). The annual growth rate of mar-
ketable instruments sped up considerably in 2001
(fourth quarter 2001: 20.9%, fourth quarter 2000:
6.5%). This acceleration is associated with portfolio
restructurings, on the one hand owing to the drop in
stock market prices worldwide and, on the other
hand, owing to the fact that the spread between
long-term and short-term interest rates remained

relatively narrow for most of 2001.
1.3 Factors determining the change in M3
As regards the determinants of the change in M3,

credit expansion to the private sector slowed

down in the course of 2001, remaining nonethe-

10 M1 comprises currency in circulation and overnight deposits.
11 This category includes mainly sight deposits that are fully
transferable (e.g. by cheque). It also includes non-transferable
deposits that are convertible to cash on demand or by close of
business on the next working day.

12 Indeed, the general public’s demand for euro banknotes in
early January 2002 was greater than what could have been antic-
ipated on the basis of the frontloading data. However, the hold-
ing of national banknotes by credit institutions (which is not
included in currency in circulation) also appears increased, since
some time was inevitably required for the national banknotes col-
lected by credit institutions to be returned to the national central
banks.

13 These are savings deposits that depositors can withdraw with-
out paying a penalty, provided they notify the bank three months
in advance.

14 These developments are connected on the one hand with the
narrowing of the yield spread between deposits redeemable at
notice of more than three months —not included in M3— and
deposits redeemable at notice of up to three months and, on the
other hand, with the widening of the yield spread in favour of
deposits with an agreed maturity of more than two years (as
opposed to deposits with an agreed maturity of up to two years),
particularly during the last months of 2001.
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Table Xl
Main counterparts of M3 in the euro area

(Annual percentage changes,” data not seasonally adjusted, quarterly averages?)

2000 2001
Q4 Q2 Q3 Q4 December
Longer-term financial liabilities 6.0 4.5 3.8 2.6 3.2 4.6
Deposits with an agreed maturity of over two years 0.9 -0.1 -0.1 -0.4 -0.2 -0.3
Deposits redeemable at notice of over three months 10.9 12.2 8.2 1.2 -5.7 -8.5
Debt securities issued with a maturity
of over two years 5.2 6.3 5.2 4.3 5.8 7.2
Capital and reserves 14.2 7.0 6.1 3.9 4.3 8.5
Credit to euro area residents 6.0 5.6 5.4 5.6 5.2 5.3
Credit to general government -7.0 -7.3 -5.3 -1.9 -0.5 0.1
Debt securities other than shares -10.5 -12.3 -8.2 -2.3 -0.5 1.0
Loans -1.9 -0.1 -1.3 -1.4 -0.8 -1.1
Credit to other euro area residents 10.5 9.8 8.8 7.8 6.9 6.8
Debt securities other than shares 17.8 18.7 23.4 24.3 24.0 23.8
Shares and other equity 17.5 13.6 7.9 4.5 3.1 5.9
Loans 9.6 9.1 8.3 7.4 6.5 6.1

1 Annual rates of change in the corresponding index, which is compiled on the basis of outstanding stocks for December 1998 and cumulative monthly flows, adjusted for
reclassifications, other revaluations, exchange rate variations and any other changes which do not arise from transactions.

2 The quarterly average is derived from monthly averages (which are calculated as arithmetic means of two successive end-of-month figures) and is not the three-month
average of end-of-month annual growth rates (see the “Technical Notes” in the ECB Monthly Bulletin).

Source: ECB.

less at high levels. Its annual rate stood at 6.9% in
the fourth quarter of 2001, compared with an
annual rate of 10.5% in the last quarter of 2000
(see Table XIlI). This development can be attrib-
uted to the slowdown of the rate of economic
growth, the deterioration of the business climate
and the weaker consumer confidence, as well as
—to a certain extent— to the somewhat delayed
effect of the increase in bank lending rates, espe-
cially on corporate loans, in the course of 2000.
Furthermore, the annual growth rate of bank
loans to the private sector seems lower in 2001,
owing to the substitution of bank loans with the
issuance of debt securities, and also on account of
the fact that, in the corresponding period of 2000,
special factors —such as the financing of mergers
and acquisitions between enterprises and the
financing of telecommunication companies for
the purchase of UMTS licences— had led to a
considerable increase in the outstanding balance

of bank loans.
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The annual rates of increase slowed down in all
categories of loans, both to non-financial corpora-
tions (fourth quarter of 2001:"> 6.3%, fourth quar-
ter of 2000: 10.9%) and to households. The annual
growth rate of housing loans fell to 6.6% in the last
quarter of 2001 from 8.6% in the same quarter of
2000, despite the decrease in the cost of borrow-
ing, while the rate of increase in consumer loans

fell to 3.7% from 7.8% in the same period.

The annual rate of change in credit to the general
governments of euro area countries recorded a
considerable recovery in the course of the previ-
ous year and stood at -0.5% in the fourth quarter
of 2001 from -7.0% in the corresponding quarter
of 2000. Despite this development, the participa-
tion of MFIs in the financing of general govern-

ment borrowing requirements decreased further.

15 Data on the breakdown of MFI loans by sector of economic
activity are published by the ECB on a quarterly basis only.
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The annual growth rate of longer-term liabilities'®
of banks and other MFlIs in the euro area gradually
decelerated from 6.0% in the last quarter of 2000
to 2.6% in the third quarter of 2001, but rose to
3.2% in the fourth quarter. The deceleration of the
growth rate of such liabilities until the end of
August 2001 is in line with the foregoing observa-
tion concerning a shift from longer-term invest-
ments to shorter-term financial instruments. The
acceleration of the growth rate of longer-term lia-
bilities, particularly in the last quarter of 2001, is
in line with the fact that the slope of the yield
curve became steeper owing to the reduction of

short-term interest rates (see Section 1.6 below).

Finally, although the net external asset position of
euro area MFIs was gradually declining during the
first five months of 2001 due to capital outflows
from the euro area —mainly towards the US— for
direct and portfolio investment, from June
onwards this trend was reversed. This change is
mainly connected with net capital inflows for
investment in shares, which partly reflect the
decrease in new investment and the liquidation of
already existing holdings by euro area residents of
securities of non-euro area countries. This devel-
opment is in line with the change in portfolio
structure (shift from shares to assets included in
M3) that was mentioned previously. It is also con-
sistent with the reduction of short-term interest
rates in the United States (which was larger than
the reduction of the corresponding interest rates

in the euro area).

The analysis of the determinants of M3 in the
course of 2001 shows that the overshooting of the
reference value (4.5%) set for the growth rate of
M3 entails minor risks for price stability, since it
is largely due to a deceleration of the growth rate
of the longer-term liabilities of MFls on account of
a change in their portfolio structure and to an

increase in their net external asset position and
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does not reflect an acceleration of credit expan-

sion in the euro area.

1.4 Money market interest rates

Interest rates in the single money market of the
euro area followed a broadly downward path in
2001 (see Chart 22), as they were affected by the

reduction of the key ECB interest rates.

The interbank interest rate on overnight opera-
tions, as measured by the EONIA' index, fell in
2001 by a cumulative 149 basis points and stood
at 3.34% on average in December 2001 (see Chart
20). It should be noted that the EONIA increased
during December (28 December: 3.91%) given
that an increase is usually recorded towards the
end of the year in the demand by financial institu-
tions for cash-on-hand. The higher demand for
euro banknotes and the slower than anticipated
withdrawal of national banknotes led to a liquidity
shortage in early January 2002, and in this period
the EONIA remained well above the minimum bid
rate on main refinancing operations. For this rea-
son, by conducting extraordinary open market
operations, the Eurosystem strengthened the lig-
uidity of banks and helped normalise conditions
in the interbank money market, so that the EONIA
gradually declined and stabilised at a level slightly
higher than that of the minimum bid rate on main

refinancing operations (January 2002: 3.29%).

The three-month EURIBOR, a representative mea-

sure of short-term interest rates in the money

16 Such liabilities include fixed-term deposits with an agreed
maturity of more than two years, deposits redeemable at
notice of more than three months, debt securities with an
agreed maturity of more than two years, and MFI equity capi-
tal and reserves.

17 The EONIA (Euro Overnight Index Average) is calculated by
the ECB as the weighted average of the interest rates on unse-
cured overnight operations, as reported by a representative panel
of banks, in the interbank deposits market.
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Chart 22

Short-term interest rates in the euro area (January 2000 - January 2002)

(Percentages per annum, daily data)
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market, fell by 159 basis points in 2001 and stood
at 3.34% on average in December (see Chart 22).
This rate stabilised in January 2002. The spread
between the twelve-month and the one-month
EURIBOR rates, as reflected in the slope of the
yield curve for the interbank money market,
became negative (implying expectations of a
reduction of short-term interest rates) in early
2001 and stood at —12 basis points on average in
December (see Chart 23). In contrast, in January
2002 the slope of the yield curve became positive

(difference of 13 basis points on average).
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These developments in the interbank money
market interest rates are linked to the reduction
of the key ECB interest rates, as well as to market
expectations regarding future developments in
short-term interest rates, which are in turn con-

nected with the outlook for inflation.’® The for-

18 For instance, the fall in the three-month EURIBOR and other
short-term interest rates was substantial in the three months from
September to November 2001, a development that reflected the
considerable downward revision of expectations regarding inter-
est rates in the money market after the terrorist attack of 11
September in the United States.
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ward interest rates in the money market of the
euro area imply expectations of interest rate
increases in the course of 2002. The volatility of
forward interest rates appears increased after the
events of 11 September, although it was some-
what contained following the reduction of ECB

interest rates on 8 November.

1.5 Bank interest rates

The average interest rate on time deposits with an
agreed maturity of up to two years fell by 117 basis
points in the course of 2001 and stood at 2.79% in
December. The rate on deposits redeemable at
notice of up to three months was slightly reduced to
2.15%, falling by 34 basis points between
December 2000 and December 2001, as was also
the case for the rate on overnight deposits (in the
retail banking market), which declined marginally
during the same period by 27 basis points and came
to 0.74% in December 2001.

The average interest rate on short-term loans to
enterprises fell by 94 basis points in 2001 and stood
at 6.24% in December 2001. The drop in this inter-
est rate is considerably smaller than the decline of
interest rates in the interbank market (the three-
month EURIBOR fell by 159 basis points in the
same period), a fact that may be attributed to the
increase in credit risk, given that the growth rate of
GDP slowed down. Finally, the average interest rate
on housing loans fell in 2001 by 91 basis points,
coming to 5.52% in December 2001, while the
average interest rate on consumer loans (which
mainly include personal loans) also followed a
downward path in 2001 and stood at 9.81% in
December 2001, from 10.19% in December 2000.

1.6 Yields of long-term securities

The average monthly yield of government bonds in

the euro area followed a broadly downward path
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from the beginning of 2001 until the end of
October. This trend was mainly connected with
the unfavourable conditions that were prevailing in
the stock markets, the decline in inflation and the
shift of investors to bonds. Similar changes were
also observed in the yields of the corresponding
bonds in the United States. However, the yield dif-
ferential between the European and US ten-year
bonds did not remain unchanged but showed
some fluctuation during the year, reflecting mainly
changes in the expectations of the markets regard-
ing developments in the rate of economic growth
in the euro area compared with the corresponding
one in the United States. In particular, this differ-
ential was generally negative in the first seven
months of 2001, but turned positive from mid-
August onwards and stood at 27 basis points in
October (see Chart 24) from —16 basis points in
December 2000.

In the course of November 2001, long-term
yields started to increase in the euro area and
thus the average yield of ten-year bonds came to
4.96% in December, compared with 4.82% in
October and 5.07% in December 2000. The
average yield of ten-year bonds continued to rise
slightly during January 2002, when it reached
5.02%. This development is a result of the recent
partial reversal of the trend regarding shifts of
capital from shares to bonds, as the market was
normalised after its initial reaction to the terror-
ist attack of 11 September, while market expec-
tations also improved as regards the prospects of
a worldwide economic recovery. These factors,
together with the decisions and expectations
concerning the implementation of an expansion-
ary fiscal policy, contributed to the rise in long-
term interest rates in the United States as well.
The rise in long-term interest rates was more
pronounced in the United States than in the euro
area and thus the spread between the euro area

and the US ten-year bond rates became negative
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Chart 24

Ten-year bond yields in the euro area and the United States

(January - December 2001)

(Percentages per annum, end-of-week data)

i F\’s\/

JAN. FEB. MARCH APR. MAY JUNE

Source: ECB.

again (December 2001: —11 basis points). The
slope of the long-term yield curve —as mea-
sured by the difference between the yield of the
ten-year bond and the three-month EURIBOR—
increased during 2001 (see Chart 23). In
December 2001 this difference was 162 basis
points, compared with 14 basis points in
December 2000, while in January 2002 it
widened further to 168 basis points. The long-
term yield curve and the level of future short-
term interest rates it implies reflect strength-
ened expectations of a recovery in economic
activity and of a rise in interest rates in the
course of 2002.

1.7 Issuance of bonds and other debt securities

The annual growth rate of euro-denominated
debt securities issued by banks and other MFIs
in the euro area slowed down to 5.6% in the
fourth quarter of 2001, from 7.5% in the last
quarter of 2000. This deceleration reflects the
adequacy of the financing resources of MFlIs,
given that the growth rate of M3 is high while
demand for credit slows down. It also reflects
the fact that conditions in the securities markets

after the terrorist attack were unfavourable to
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new issuances. Moreover, a slight deceleration
was also recorded in the annual growth rate of
debt securities issued by non-financial corpora-
tions, which came to 18.6% in the fourth quarter
of 2001, from 18.9% in the last quarter of 2000.
In contrast, the annual growth rate of debt secu-
rities issued by general government in the euro
area countries picked up slightly to 3.3% in the
fourth quarter of 2001, from 2.9% in the last
quarter of 2000.

1.8 Stock market developments

Share prices in the stock markets of the euro area
countries followed a downward path during
2001, with the exception of the April-May period
and the last quarter of the year (see Chart 25).
The Dow Jones EURO STOXX index, which is
compiled on the basis of a large number of stock
prices from euro area countries, fell by 19.7% in
the period between end-December 2000 and
end-December 2001. Among the shares covered
by this index, the steepest fall and the highest
volatility were recorded in the share prices of the
technology and telecommunications industries,
which in the same period dropped by 37.2% and
28.3%, respectively. This development in the
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Chart 25

Stock price indices (January - December 2001)
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euro area stock prices reflects the effect of the
drop in US stock prices and is in line with the fact
that profits announced by major euro area com-
panies are lower than expected. It is also consis-
tent with expectations of a slowdown in world

economic activity.

The terrorist attack of 11 September 2001 in the
United States had a direct effect on European
stock markets and, as a result, between 11 and
21 September 2001 share prices in the euro
area —as measured by the Dow Jones EURO
STOXX index— dropped by 17.3%. The steepest
fall was recorded in the share prices of hotel,
airline and insurance companies, as their activ-
ity was considered to be directly affected by the
terrorist attack. In the period from 21
September until the end of the year, as share
prices initially recovered and then stabilised, the
Dow Jones EURO STOXX index rose by 31%.
This development shows that market partici-
pants gradually came to the conclusion that the
impact of the terrorist attack on the economic
activity and profitability of enterprises —includ-
ing those initially considered to be particularly

vulnerable — was temporary.
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2. Monetary and credit developments in
Greece

2.1 Developments in monetary aggregates in

Greece

The annual rate of change in M3 in Greece,” i.e.
the annual growth rate of the Greek component of
the total euro area M3, declined markedly in 2001.
Specifically, it fell to 6.7% in the fourth quarter of
2001, from 12.8% in the same quarter of 2000
(see Table XIlI). The growth rate of M3 slowed
down gradually during the year and reached 5.6%

in October, but accelerated in December to 9.9%

19 As already mentioned in Monetary Policy —Interim Report
20017 (November 2001), starting from the beginning of 2001 the
Bank of Greece calculates— on the basis of the ECB’s single defi-
nition — a new monetary aggregate (M3) which is added to the
corresponding aggregates of the other euro area countries to yield
the total euro area M3. M3 is defined as the sum total of currency
in circulation and the outstanding amounts of certain liabilities of
euro area MFIs to euro area residents —excluding general gov-
ernment—which have a high degree of moneyness (i.e. overnight
deposits, savings deposits, deposits redeemable at notice of up to
three months, deposits with an agreed maturity of up to two
years, repurchase agreements (repos), money market fund
shares/units and debt securities with an agreed maturity of up to
two years issued by MFls).
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Table Xl

Greek contribution to the monetary aggregates of the euro area

(Not seasonally adjusted data)

Outstanding balances Annual percentage changes', quarterly averages?
on 31.12.01
2000 2001
(million (billion
euro) drachmas) | Q4 Q1 Q2 Q3 Q4 December
1. Currency in circulation, MO 7,180 2,447 2.6 1.8 1.2 4.0 0.4 -7.2
2. Overnight deposits 16,145 5,501 -6.6 -7.7 -8.8 -9.7 5.1 21.0
3. M1 (1+2) 23,325 7,948 -3.7 -4.6 -5.5 -5.1 3.5 10.6
4. Savings deposits and deposits
redeemable at notice of up to
three months 57,184 19,485 2.7 0.6 6.8 8.4 12.7 14.7
5. Deposits with agreed maturity of
up to two years 33,314 11,352 6.6 -3.1 -16.0 -15.1 -17.4 -7.8
6. M2 (3+4+5) 113,823 38,785 2.7 0.6 -3.6 -2.3 0.4 6.3
7. Repurchase agreements 26,086 8,889 113.9 98.3 106.4 69.4 36.3 28.6
8. Debt securities up to two years 136 46 -42.8 -21.0 -7.3 2.7 1.4 -9.1
9. M3 (6+7+8) 140,045 47,720 12.8 1.1 9.5 8.4 6.7 9.9

1 Annual rates of change in the corresponding index, which is compiled on the basis of outstanding stocks for December 1998 and cumulative monthly flows, adjusted for
reclassifications, other revaluations, exchange rate variations and any other changes which do not arise from transactions.

2 The quarterly average is derived from monthly averages (which are calculated as arithmetic means of two successive end-of-month figures) and is not the three-month
average of end-of-month annual growth rates (see the “Technical Notes” in the ECB Monthly Bulletin).

Sources: Bank of Greece and ECB.

(see Chart 26).2° The latter development is con-
nected with the private sector’s high liquidity in
December, which stemmed from redemptions of
Greek government bonds, as there has been no
new issuance during that month, resulting in a
bulge in private deposits. Indeed, in January 2002,
the growth rate of M3 returned close to its level
prior to December 2001 (6.8%). Developments in
the national component of M3 provide a useful
indicator of monetary conditions in Greece.
However, as already mentioned, the ECB’s single
monetary policy is formulated taking into account
—under the first pillar— developments in M3 in

the euro area as a whole.

The gradual decline in the growth rate of M3 dur-
ing 2001 is connected with the slowdown in total
credit expansion, particularly in the period from
August to December 2001. It is also associated
with the considerable growth of longer-term lia-

bilities of MFIs not included in M3 (mainly of time
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deposits with an agreed maturity of more than
two years and of capital and reserves of credit

institutions in the same period).

Up to the end of August 2001, the annual
growth rate of the Greek M3, despite its decel-
eration, exceeded the corresponding rate of the
total euro area M3. On the supply side, this
deviation between the growth rates of the two
monetary aggregates reflected the considerably
higher credit expansion in Greece compared
with the euro area, as much to enterprises and
households as to general government. On the
demand side, the faster growth rate of the

Greek M3 was associated with the higher rate of

20 These rates have been calculated on the basis of data adjusted
for differences attributable to changes in exchange rates, etc. If the
annual growth rate is calculated on the basis of the original data,
which are presented in the Statistical Appendix of this volume, it
shows a deceleration from 15% in December 2000 to 9.9% in
December 2001.
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Chart 26

Greek contribution to the euro area M3
(January 2000 - December 2001)

(Percentage changes over same month of previous year)
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Sources: Bank of Greece and ECB.

increase in the Greek real GDP, but also with
shifts of savings of the non-bank private sector
from assets not included in M3 to assets
included in M3 (mainly repos, the yields of
which were not subject to taxation as from
September 1998). From September until the
end of November —as a result of the continued
acceleration of the growth rate of M3 in the
euro area on account of the reasons analysed
above and the faster deceleration of credit
expansion in Greece— the growth rate of the
total euro area M3 was higher than the corre-
sponding rate of the Greek M3.

As far as the key components of M3 are concerned,
the annual rate of change in currency in circulation
fell to 0.4% in the fourth quarter of 2001, from
2.6% in the last quarter of 2000. In December
2001, the quantity of currency in circulation was
7.2% lower than in the same month of 2000?' (see
Table XIII). This development is directly connected
with the cash changeover to the euro as from
1 January 2002, given that private customers
reduced their holdings of drachma banknotes and
coins, proportionately increasing their bank
deposits, in order to facilitate the process of con-

verting drachma banknotes and coins into euro.
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Overnight deposits (sight deposits and current
account deposits) recorded negative annual rates
of change up to the end of September 2001,
reflecting in part a considerable drop in the vol-
ume of stock exchange transactions. However,
from October to the end of 2001, the outstand-
ing balance of overnight deposits increased,
given that —as was mentioned — part of the cur-
rency in circulation was shifted to such deposits.
Their annual rate of change rose to 5.1% in the
fourth quarter of 2001, from —6.6% in the same
quarter of 2000, due to the high acceleration it
recorded in December 2001 (21%). A consider-
able increase was also observed in savings
deposits and deposits redeemable at notice of up
to three months, the annual growth rate of
which accelerated in 2001 and stood at 12.7% in
the fourth quarter, from 2.7% in the last quarter
of 2000. In contrast, time deposits with an
agreed maturity of up to two years gradually
decreased during the previous year (see Chart

27) and thus their level in the last quarter of

21 The quantity of currency in circulation in December 2000 was
also lower compared with December 1999, but this reflected the
large amounts of currency that were held by the public in
December 1999 to cope with possible problems in the operation
of information systems at the beginning of the year 2000.
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Chart 27

Deposits and repurchase agreements (repos) in Greece'

(January 2000 - December 2001)
(End-of-period balances, in billion drachmas)
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2001 came out 17.4% lower than in the corre-
sponding quarter of 2000. In December, the
negative rate of change in these deposits
decreased markedly (December 2001: -7.8%,
November 2001: —18.6%). This is attributable to
the shift of funds from repos to time deposits fol-
lowing the Greek government’s announcement
(on 15 November 2001) that the yields of repos
would be subject to a tax rate of 7% for agree-

ments to be concluded from January 2002.

Repo holdings rose considerably in 2001 as well,
but their increase was smaller than in 2000 (2001:
€5,805 million or 1,978 billion drachmas, 2000:
3,096 billion drachmas). The annual growth rate of
repos dropped to 36.3% in the fourth quarter of
2001 from 113.9% in the corresponding quarter of
2000. The announcement regarding the taxation of
their yields, as mentioned above, affected invest-
ment in repos, which shrank by €4,364 million or
1,487 billion drachmas in December 2001, leading
to a further deceleration of their annual growth rate
in that month (28.6%). The fact that their yields
were not subject to tax constituted an important
comparative advantage of repos against other alter-

native assets. In this respect, it should be noted
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that total investment by the domestic non-bank pri-
vate sector in government bonds shrank in 2001 by
€4,340 million or 1,479 billion drachmas (2000:
decrease of 2,218 billion drachmas) and invest-
ment in equity-type mutual fund shares/units,
adjusted for the change in share prices,? decreased
in 2001 by €1,030 million or 351 billion drachmas
(compared with a decrease of 937 billion drachmas
in 2000).

Total deposits held by Greek residents (house-
holds and enterprises) in drachmas and other cur-
rencies increased in 2001 at an annual rate of
8.2%, which was almost the same as in 2000
(8.1%). However, developments in the rate of
change in individual components present differ-
entiations depending on the currency in which
deposits are held. Specifically, deposits in euro/
drachmas grew in 2001 by 11.5%, compared with
an increase of 5.1% in 2000, while, in contrast,
the outstanding amount of deposits in currencies
other than euro or drachmas at the end of 2001

was 2.6% less than at the end of 2000, compared

22 This adjustment was made using the Composite Share Price
Index of the Athens Stock Exchange.
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Table XIV
Total credit expansion in Greece

(Percentage change in outstanding balances over previous year)

December
2000 2001*
1. Total credit expansion 12.2 20.2 17.6
2. Credit expansion to general government! 11.0 15.9 10.7
3. Credit expansion to enterprises and households 12.2 27.6 24.8
3.1. Credit expansion to enterprises 8.0 24.9 18.6
3.2. Credit expansion to households 27.3 34.8 40.0

*  Provisional data.
Source: Bank of Greece.

with an increase of 18.6% in 2000. This develop-
ment is partly associated with the fact that in 2001
interest rates on deposits in US dollars were
reduced much more than the corresponding rates

on deposits in euro/drachmas.??

2.2 Credit expansion

Total credit expansion recorded a considerable
slowdown in 2001 and stood at 15.9%, compared
with 20.2% in 2000. This development is mainly
attributable to the smaller increase in credit to
general government, while credit expansion to
enterprises and households decelerated to a

lesser degree (see Table XIV).

In 2001, the growth of bank credit to general gov-
ernment decelerated considerably (2001: 10.7%,
2000: 15.9%), because private holdings in Greek
government securities decreased this year much
less than in 2000 (2001: €-4,499 million or 1,533
billion drachmas, 2000: -3,125 billion drachmas).

Bank credit to enterprises and households
Bank lending to enterprises and households
increased by 24.8% in 2001, compared with an

increase of 27.6% in 2000 (see Table XIV). Thus,
despite its deceleration, credit expansion remained
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high. The slowdown in credit expansion, which
was mainly recorded from June 2001 onwards, is
due to the relatively moderate increase in short-
term loans, the growth rate of which fell to 20.5%
in 2001 from 27.6% in 2000, whereas long-term
lending continued to grow at a high rate
(December 2001: 31.0%, December 2000: 27.7%).
It should also be noted that the increase in bank
credit stemmed solely from loans denominated in
euro/drachmas. Loans in other currencies
decreased further in 2001 and their share in total
lending dropped to 9.5% at the end of 2001 from
13.5% at the end of 2000.

The fact that credit expansion remained at high lev-
els on the demand side is associated with the rela-
tively steep drop in interest rates, which were
reduced by more than 2 percentage points in the
course of 2001 (see Chart 29). The convergence of
Greek bank rates towards the lower interest rates in
the euro area —a process that had started in the
second half of 2000— continued in 2001. At the
same time, the ECB also reduced gradually its key

interest rates from May 2001 onwards by 1.5 per-

23 It should be noted that the spread between interbank interest
rates on deposits with an agreed maturity of three months in US
dollars and in euro was positive (96 basis points) in January 2001
but turned negative (141 basis points) at the end of December of
the same year.
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Table XV

Breakdown of credit to the private sector, by branch of economic activity

Outstanding balances Annual percentage changes, quarterly averages'
on 31.12.01*
2000 2001

(million (billion

euro) drachmas) | Q4 Q1 Q2 Q3 Q4 December*
— Agriculture 3,724 1,269 13.3 8.6 8.8 3.2 2.6 4.1
- Industry? 12,615 4,299 10.8 14.4 15.5 16.6 10.2 6.7
— Trade 15,524 5,290 28.7 27.6 25.0 22.3 20.3 25.5
- Housing 15,652 5,333 29.9 32,5 36.4 36.3 36.7 38.9
— Consumer credit 7,852 2,676 36.9 44.0 51.7 48.5 44.3 42.5
- Other 15,816 5,389 44.1 42.0 40.5 33.3 32.6 38.7

Total 71,183 24,256 26.6 27.9 29.0 26.9 24.5 26.3

1

The quarterly average is derived from monthly averages (which are calculated as arithmetic means of two successive end-of-month figures) and is not the three-month

average of end-of-month annual growth rates (see the “Technical Notes” in the ECB Monthly Bulletin).

2

*

Including mining and small-scale manufacturing.
Provisional data.
Source: Bank of Greece.

centage points. The increased demand for bank
loans was a result of the continuing high growth
rate of economic activity and the limited amount of
funds raised through the Athens Stock Exchange
(ASE). In 2001, non-financial corporations (i.e. other
than banks and portfolio investment companies)
raised only €812 million or 276 billion drachmas
through the ASE, compared with 2,267 billion
drachmas in 2000. On the supply side, credit
expansion remained at high levels as it was facili-
tated —to some extent— by the gradual release of
a considerable amount (€ 8,091 million or 2,757 bil-
lion drachmas) of the banks’ deposits with the Bank
of Greece, following the harmonisation —in the
course of 2000— of minimum reserve require-

ments with those of the Eurosystem.

The growth rate of credit to enterprises deceler-
ated considerably (2001: 18.6%, 2000: 24.9%).
More specifically, the increase in credit to indus-
try was limited to only €792 million (270 billion
drachmas) or 6.7% in 2001 (see Table XV), com-
pared with 457 billion drachmas or 12.8% in the
previous year. A marked slowdown was also
recorded in credit expansion to trade. However,
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the annual growth rate of bank credit to that sec-
tor remains at relatively high levels (2001: 25.5%,
2000: 34.2%). Moreover, bank lending to agricul-
ture declined in 2001 by €161 million (55 billion
drachmas) or 4.1%, compared with an increase of
92 billion drachmas or 7.5% in 2000.

Developments were different in bank lending to
households, i.e. in consumer and housing loans.
Total lending in these two categories of loans
rose by 40% or €6,720 million (2,290 billion
drachmas) in 2001, compared with an increase
of 34.8% or 1,475 billion drachmas in 2000. As a
result, their outstanding balance at the end of
2001 accounted for 31.9% of total bank loans to
enterprises and households, compared with 29%
at the end of 2000. Despite this rise, the share of
loans to households in the total of bank loans to
enterprises and households in Greece remains
lower than the average in the euro area, where
bank lending to households accounts for 47.8%

of total loans to enterprises and households.?*

24 According to data for September 2001 published in the
Monthly Bulletin of the ECB, December 2001.
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BOX 1
The indebtedness of households

The total outstanding balance of consumer and housing
loans as a percentage of GDP in Greece grew at a high
rate in the 1996-2001 period (see chart). In more
detail, while until 1995 household indebtedness fluctu-
ated between 5% and 6% of GDP, from 1996 onwards
this ratio started to rise at a very fast pace, so that it

30
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Sources: Bank of Greece, NSSG and Ministry of National Economy.

stood at 18% by the end of 2001. This rise is connected
with the deregulation of consumer and housing credit,
the intense competition between banks —particularly
in the field of consumer credit— and the drastic fall in
bank lending rates, both nominal and real. It is esti-
mated that in the 1996-2001 period interest rates on
consumer loans were reduced by 13 percentage points.
In the same period, inflation fell from 7.9% in
December 1996 to 3% in December 2001, and thus the
drop in real interest rates came close to 8 percentage
points.

Bank credit to households in Greece has to be evalu-
ated in relation to corresponding developments in
other economies. In this respect, it should be noted

Total bank debt of Greek households as a percentage of GDP (1990 - 2001)

that in the 1996-2001 period the rise in household debt
as a percentage of GDP was recorded in the euro area
countries as well as in the United States, Japan and the
United Kingdom, as these economies were developing
at relatively high rates in that period and consumer
confidence was generally strong.
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However, in all these countries the ratio of household
debt to GDP is much greater than in Greece. According
to the latest available data —which refer to the second
quarter of 2001 — this ratio was 50% in the euro area,
90.9% in the United States, 70.4% in Japan and 74.3%
in the United Kingdom." As regards the euro area in par-
ticular, an increase in household debt as a percentage of
GDP was recorded up to the end of 1999, a period in
which interest rates on housing and consumer loans fell
to historical lows. This rise was interrupted in the 2000-
2001 period, when the household debt as a percentage
of GDP showed a slightly downward trend.

1 Sources: US Federal Reserve System, Bank of Japan, ECB.

Moreover, as a percentage of GDP, the out-
standing balance of bank loans to households in
Greece has increased considerably in the last

few years, but remains at relatively low levels.
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At the end of 2001, the total of consumer and
housing loans amounted to 18% of GDP, com-
pared with 13.8% in 2000. At the end of June
2001, the corresponding euro area average was
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BOX 2

The Interbank Credit Data Information System “Tiresias S.A.”

The company bearing the trade name “Interbank
Credit Data Information System” and the title
“Tiresias S.A.” was founded in September 1997 on
the initiative of the Assosiation of Greek Banks and
is a non-profit organisation. Its aim is to contribute
to the protection of the institution of bank credit
and in particular, through a more comprehensive
assessment of the creditworthiness of the cus-
tomers of credit institutions, to the limitation of the
risks the latter take up. Today, “Tiresias S.A.” spe-
cialises in the collection and supply —to credit
institutions, financial corporations and Greek gov-
ernment organisations— of information regarding
the financial behaviour of enterprises and private
customers (e.g. bounced cheques, unpaid bills of
exchange, bankruptcies, etc.). Furthermore, it has
been provided for that in the near future the system
will be collecting information regarding the liabili-
ties of private customers to the entire banking sys-
tem on account of personal and consumer loans and
loans through credit cards, while the technical pos-
sibility to include information on other categories of
loans or credit will also be available. Therefore, a
“Credit Profile Databank” —the operation of which
in foreign countries has yielded very positive

results— is being built in Greece as well. Through
these data files the institution of bank credit is being
modernised and banks can more accurately assess
the creditworthiness of their customers, as they are
better able to evaluate their customers’ credit
standing and loan repayment capacity. Therefore,
banks are supplied with a wider database that
allows for a more efficient management of the credit
risks they take up. At the same time, the cost of
information for banks is reduced and the faster pro-
cessing of their customers’ requests is facilitated, so
that banks will be able to grant loans at lower inter-
est rates.

The company has communicated its Data Proces-
sing Regulation to the Hellenic Data Protection
Authority and has received the relevant approval.
With respect to the content and the operation of its
data files, the company regularly notifies all inter-
ested parties by announcements to the press. All
natural and legal persons have a right to access the
Data Files of “Tiresias S.A.” in order to be informed
of any personal data stored therein. If any interested
parties find any errors in these data, they are enti-
tled to request their correction.

50%.2° It should be noted, however, that,
although on the basis of the data available so far
Greek households are not overindebted, a con-
tinuation of this trend during the next few years
will increase their liabilities excessively and
might cause problems in the servicing of loans.
Furthermore, average indebtedness may be con-
cealing a substantial overindebtedness of a
number of households. It is true that during the
last few years the considerable increase in loans
to households absorbs a high percentage of
Greek banks’ total credit expansion to enter-
prises and households (2001: 46.8%, 2000:
34.6%), a fact that may be affecting the quality
of the banks’ lending portfolio. For these rea-

sons, the Bank of Greece monitors develop-
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ments in bank loans to households, especially
consumer loans. Enhanced transparency in that
market would render the management of credit
risk by the banks more effective and could lead
to lower lending rates. The monitoring of house-
hold debt is expected to be considerably facili-
tated by the Interbank Credit Data Information
System “Tiresias S.A.”, which needs to become

fully operative as soon as possible (see Box 2).

In more detail, housing loans rose by 38.9% in
2001, compared with an increase of 31.2% in

2000. High credit expansion in the sector of hous-

25 See Box 1.

MONETARY POLICY 2001-2002



Chart 28

Bank deposit rates? in Greece (January 2000 - December 2001)

(Percentages per annum, monthly averages)

7 =

Source: Bank of Greece.

ing during 2001 was associated with the reduc-
tion of lending rates?® and with the keen interest
banks are taking in this sector, offering a variety of
products combined with flexible programmes for
loan repayment. The growth of housing loans is
also connected with the rise in real estate prices,
which increases the borrowing requirements of
purchasers. It should be noted that in the course
of 2001 the prices of real estate (houses) rose by
11-16% (see Chapter Il1).

The growth rate of consumer loans remained at a
very high level in 2001 (2001: increase of €2,342
million or 798 billion drachmas, i.e. by 42.5%,
2000: increase of 562 billion drachmas, i.e. by
42.7%). The increase was more pronounced in
borrowing through credit cards, which are used
mainly for the purchase of consumer goods
(2001: 62.7%, 2000: 49.8%), while growth rates
were lower and decelerating both in loans granted
against supporting documents (2001: 35.1%,
2000: 46.4%) —which finance the market of con-
sumer durables, particularly cars— and in per-
sonal loans (2001: 22.4%, 2000: 31.9%). As a
result of these developments, the composition of
consumer loans has changed considerably, as the

share of loans through credit cards increased
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e Savings deposits

12-month time deposits

(2001: 47.4%, 2000: 41.5%), unlike that of loans
against supporting documents (2001: 24.9%,
2000: 26.3%) and the share of personal loans
(2001: 27.6%, 2000: 32.2%).

2.3 Bank interest rates

During 2001, bank interest rates in Greece con-
tinued to converge towards those in the euro
area. In particular, Greek deposit rates converged
almost completely to the corresponding deposit
rates in the euro area, as the money market has
now been unified. Interest rates on savings
deposits and time deposits with an agreed matu-
rity of twelve months in Greece fell in 2001 by 2.1
and 2.4 percentage points, and in December
stood at an average of 1.7% and 2.4%, respec-

tively?” (see Chart 28). In the same month, the

26 On the basis of the interest rates on housing loans at the end
of 2001 (average interest rate: 5.78%), the annual amortisation
payment of a loan of 10 million drachmas with a maturity of 25
years amounted to 760 thousand drachmas, compared with 1,306
thousand drachmas at the end of 1999, when the average interest
rate on such loans was 12.42%.

27 Repo yields also followed a downward path throughout 2001.
The yield of repos with a maturity of one month fell by 1.8 per-
centage points on average and stood at approximately 3.4% in
December 2001.
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Chart 29

Bank lending rates in Greece (January 2000 - December 2001)

(Percentages per annum, monthly averages)
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Source: Bank of Greece.

Table XVI

e— Consumer loans

Short-term corporate loans

Evolution of lending rates in the euro area and Greece

(Percentages per annum)

Floating-rate housing loans

20
19
18
17
16
15
14
13
12
11

10

Drop between
December 2000 December 2001 Dec. 2000 kot Dec. 2001
Short-term corporate loans
Euro area: average interest rate 7.18 6.24 0.94
maximum interest rate 9.94 8.44 1.50
minimum interest rate 5.66 4.45 1.21
Interest rate in Greece 10.15 7.79 2.36
Fixed-rate housing loans
Euro area: average interest rate 6.43 5.52 0.91
maximum interest rate 6.99 6.29 0.70
minimum interest rate 5.99 4.52 1.47
Interest rate in Greece 6.98 6.03 0.95
Consumer loans (personal loans)
Euro area: average interest rate 10.19 9.81 0.38
maximum interest rate 12.26 11.62 0.64
minimum interest rate 713 5.45 1.68
Interest rate in Greece 13.83 11.62 2.21

Sources: ECB and Bank of Greece.
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Chart 30

Bank lending rate differentials between Greece and the euro area

(January 2000 - December 2001)

(Percentage points)

2000

Sources: Bank of Greece and ECB.

corresponding deposit rates in the euro area were
at slightly higher levels than the Greek ones
(deposits redeemable at notice of up to three
months: 2.2%, time deposits with an agreed
maturity of up to two years: 2.8%). Nevertheless,
it should be noted that the competitive conditions
and the services offered by banks through deposit
accounts might lead to a slight differentiation of

relevant rates across euro area countries.

As mentioned above, bank lending rates also fol-
lowed a downward path (see Chart 29), converging
even further towards the corresponding euro area
rates. In particular, the average interest rate on
short-term corporate loans (see Table XVI) was cut
in 2001 by approximately 2.4 percentage points
(December 2001: 7.8%, December 2000: 10.2%).
As a result, the spread between this rate and the
corresponding euro area rate shrank to 1.6 per-
centage points, compared with 3.0 percentage
points at the end of 2000 (see Chart 30). The aver-
age interest rate on long-term corporate loans
decreased by 2.1 percentage points (December
2001: 7.7%, December 2000: 9.8%), while the

MONETARY POLICY 2001-2002

e Personal loans
Short-term corporate loans 9
Fixed-rate housing loans

spread between this rate and the corresponding
euro area rate narrowed to approximately 2.0 per-
centage points in December 2001, from 3.3 per-
centage points in December 2000. Similar cuts
were recorded in interest rates on loans to house-
holds. Specifically, the average interest rate on con-
sumer loans of all categories fell to 12.7% in
December 2001, from 14.7% in December 2000,
while the rate on floating-rate housing loans with
an agreed maturity of more than five years dropped
to 5.8% in December 2001, from 8.2% in
December 2000. It should be noted that the inter-
est rate on personal loans, which is more compa-
rable with that published in the Monthly Bulletin of
the ECB as “interest rate on consumer loans”,
decreased to 11.6% in December 2001, from
13.8% in December 2000, while that on fixed-rate
housing loans fell by 1.0 percentage point and
stood at 6.0% at the end of 2001. Thus, in both
these categories of loans, the spreads between
Greek interest rates and the corresponding average
interest rates in the euro area shrank further, to 0.5
percentage point for housing loans and to 1.8 per-
centage points for personal loans.
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Chart 31

Yields on the 10-year Greek government bond and the comparable German bond

(January 2001 - January 2002)

(Percentage points, daily data)
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Sources: Bank of Greece and Bloomberg.

2.4 Capital markets

2.4.1 The bond market

In 2001, the Greek government bond market was
marked by an impressive growth of transactions in
the secondary market, a drop in bond yields, as well
as certain structural and organisational changes?
that improved its operation. These positive devel-
opments were driven by factors such as Greece’s
entry into the euro area (and its participation in the
single bond market), which resulted in the elimina-
tion of risks related to the exchange rate of the
drachma vis-a-vis the euro, and the upgrading of the
country’s credit rating.?° These factors led to a fur-
ther convergence of Greek government bond yields
towards the lower yields of the corresponding euro
area securities. Another positive factor was the
favourable conditions that prevailed in world bond
markets due to the downward path that share
prices followed in world stock markets from the end

of the second quarter of 2000 until recently.

In more detail, the yield of the ten-year Greek gov-

ernment bond fell to 5.31% at the end of January
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2002, from 5.46% at the end of December 2000,
i.e. by 15 basis points, having fluctuated widely
during this period (see Chart 31). Specifically, in
the course of 2001, a trough of 4.69% was
recorded on 8 November and a peak of 5.63% on
28 May. These fluctuations reflect those recorded
in bond yields in the euro area in general. The yield
differential between the Greek ten-year bond and
the comparable German bond narrowed to 38
basis points at the end of January 2002, from 62
basis points at the end of December 2000. The
yields of other Greek government bonds also
declined in 2001, continuing to converge towards
the lower yields of comparable euro area securi-

ties. The decline in yields was more pronounced

28 These changes had to do with the fact that, as from the begin-
ning of 2001, non-resident foreign credit institutions were allowed
to become Primary Dealers. They also involved the creation of the
necessary liquidity in the issues that constitute reference securi-
ties, the pre-announcement of the total amount of new borrowing
by central government, and the publication of the tenders pro-
gramme on a three-month basis, as well as the establishment, as
from May 2001, of new structured maximum spreads in the
quotes entered in the Electronic Secondary Market for Securities
(HDAT) for the purchase and sale of securities.

29 On 13 March 2001, Standard and Poor’s upgraded Greece’s
long-term foreign debt from A- to A. In June 2001, FITCH-IBCA
also upgraded the country’s long-term credit rating from A- to A.
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Chart 32

Greek government paper yield curves
(Yields in percentages per annum)
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for the shorter maturities (of up to 7 years), partic-
(of up to 7 years), p Table Xxvil
ularly after the heightened uncertainty caused by Greek government paper issuance
the events of 11 September in the United States. Veur
However, towards the end of 2001, there was an — p—
. . . ™ . Type of
increase in bond YIE|0|S for all maturities, which security (billion drachmas) | (billion drachmas) | (million euro)
continued in January 2002 as well. :
Treasury bills 1,095 412 1,209
Bonds’ 8,037 7,832 22,984
Between the end of December 2000 and the end 2-year 38 = =
of December 2001, the government paper yield 3-year 1,728 - -
. . . 5-year 1,796 1,796 5271
curve shifted downwards and its positive slope 7-year 526 1739 5103
became steeper® for maturities ranging from 12 10-year 2,224 2,771 8,132
. 15- 129 229 672
months to 10 years (see Chart 32). In particular, year
20-year 1,596 1,297 3,806
the slope of the yield curve —as measured by the
Total 9,132 8,244 24,193
spread between the yields of the ten-year bond

and the twelve-month Treasury bill— increased
from 0.70 percentage point at the end of
December 2000 to 1.95 percentage points at the
end of December 2001, although it subsequently
decreased to 1.69 percentage points at the end of
January 2002. Similar changes were recorded with
reference to the shift and the slope of the yield
curve of euro area bonds (see Chart 23). These
developments confirm the further integration of
the Greek bond market into the corresponding
European one and the increased confidence of

investors in the Greek economy.
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1 Breakdown by initial (not residual) maturity.
Source: Bank of Greece.

The primary market for Greek government
bonds in 2001 was characterised by regularly
conducted tenders, which were associated
mainly with re-openings and to a lesser extent

with new issues. However, aside from the ten-

30 The steeper positive slope of the bond yield curve reflects
market expectations that the reduction of interest rates by the ECB
will contribute to a recovery in economic activity.
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Chart 33

Average daily value of transactions in the Electronic Secondary Market for Securities (HDAT)

(January - December 2001)
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ders conducted in the domestic market, on 30
January 2001 a euro-denominated ten-year bond
was issued in the form of a syndicated loan.’’
The total amount of all issues in 2001 rose to
€24,193 million or 8,244 billion drachmas, com-
pared with 9,132 billion drachmas in 2000 (see
Table XVII). Nearly half of the Greek government
tenders that were conducted in the period under
review concerned bonds with a maturity of ten
or more years. In the same period, the bid-ask

ratio averaged almost 2.

The average daily value of transactions in the
Electronic Secondary Market for Securities
(HDAT) stood at €1,256 million or 428 billion
drachmas in 2001, compared with 87 billion
drachmas in 2000.32 This mainly reflects the pos-
itive effect of the country’s entry into the euro
area on the Greek bond market. The increase
was particularly pronounced during the last
months of the year (see Chart 33) and is attrib-
utable to the special conditions in the stock mar-
kets following the terrorist attack of September
2001 in the United States. Stronger liquidity in
the market —a development induced by
increased transactions— led to a further narrow-

ing of the spread between the prices offered and
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asked for with respect to securities with a matu-
rity of more than three years. Specifically, in
December 2001 the spread fell to approximately
10 basis points, from 14 basis points in
December 2000, showing that the effectiveness

of this market has increased.

2.4.2 Stock market developments

In 2001, share prices, stock exchange transactions
and fund raising through the stock market stood

at lower levels than in 2000.

During the five months from January to May
2001, the composite share price index of the
Athens Stock Exchange (ASE) showed some
fluctuation, but its average level did not fall per-

31 For this bond issue a total of five banking organisations —two
from the Greek market (National Bank of Greece and Alpha Bank)
and three from the international market (Schroder Salomon Smith
Barney, Goldman Sachs and UBS Warburg)— had been pre-
selected to operate as leading arrangers of the issue. The total
amount of the issue was €2,600 million and the relevant interest
rate stood at 5.35%.

32 The total value of transactions rose to € 314,949 million or
107,319 billion drachmas in 2001, from 21,675 billion drachmas
in 2000. The ten-year bond continued to be the focus for the
largest part of transactions in the secondary market. The value of
transactions in bonds with this maturity accounted for approxi-
mately 40% of the total value of transactions in 2001.
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Chart 34

Athens Stock Exchange: composite share price index and value of transactions

(January - December 2001, daily data)
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ceptibly lower than that at the end of December
2000. However, from early June to mid-July
2001, share prices presented a strong down-
ward trend. This development was recorded
after the upgrading of the Greek stock market
on 31 May 2001 from the category of emerging
markets to that of developed markets. The
upgrading led to a restructuring of the portfo-
lios of foreign institutional investors that had
placed funds in the Greek stock market, which
resulted in net capital outflows. Specifically, as
balance of payments data reveal, a considerable
net capital outflow was recorded in May 2001,
which was associated with the liquidation of
non-residents’ holdings in the Greek stock mar-
ket. It is estimated that this development was
driven by the reduction of investment in Greek
stock market shares by foreign institutional
investors who mainly invest in emerging stock
markets, as well as the —at least initially — lim-
ited investment by those who mainly invest in
developed markets. From mid-July onwards,
share prices recorded a slight increase, while
after the terrorist attack of 11 September in the
United States they fell considerably again, with a
tendency towards recovering from early October
and until the end of 2001.
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In more detail, between the end of December
2000 and the end of December 2001, the ASE
composite share price index fell by 23.5%.%* The
index peaked at 3,360.5 points on 3 January 2001
and reached a trough of 2,105.6 points on 21
September 2001 (see Chart 34). Share prices
moved downwards in all individual sectors,
except for the share prices of insurance compa-
nies, which recorded an increase. Compared with
the composite index, between the end of
December 2000 and the end of December 2001,
the fall was more pronounced in the share prices
of portfolio investment companies (42.9%), hold-
ing companies (35.4%), banks (34.5%), industrial
companies (25.9%) and firms listed on the paral-
lel market (24.2%). The share prices of construc-
tion companies dropped by 9.9%, i.e. less than

the composite index.

The average daily value of transactions, despite
having recorded some fluctuation in the course of
2001 (see Chart 34), broadly remained at a level

lower than in the previous year. Specifically, the

33 The average monthly level of this index in December 2001
was 25.7% lower than in December 2000.
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Table XVII

Fund-raising through the Athens Stock Exchange

Number of firms Funds raised'
2000 2001*
Branches 2000 2001* (billion drachmas) | (billion drachmas) | (million euro)
Listed companies 98 19 2,374 125 367
Newly listed companies 48 21 619 160 468
Total 146 40 2,994 ** 285 ** 835 **
- Banks 4 1 211 1 1
— Investment 10 5 516 8 22
— Insurance 3 0 59 0 0
— Leasing 1 0 53 0 0
— Industrial 49 9 649 101 295
— Construction 17 9 436 78 228
— Commercial 14 6 134 13 37
- Telecommunications 1 0 56 0 0
- Shipping 5 0 99 0 0
- Information technology 10 4 184 10 29
— Energy 1 1 65 5il 151
— Publishing 7 0 92 0 0
— Other 24 5 440 25 73

1 Share capital increase through public offerings and private placements. Subscriptions to new capital are entered on the last day of the subscription period.

*  Provisional data.

** Figures do not add up due to rounding. Also due to rounding, amounts in drachmas may not always be equivalent to those in euro.

Sources: Athens Stock Exchange and Bank of Greece.

average daily value of transactions® 35 stood at
42% of that in 2000 (2001: €167 million or 57 bil-
lion drachmas, 2000: 136 billion drachmas). The
share marketability index** declined to 4.4% in
December 2001, from 5.0% in December 2000.

The steep drop in share prices more than offset
the positive effect exerted on market capitalisa-
tion by the listing of new companies on the ASE
in 2001. As a result, the stock market value of
shares fell to €96,950 million (33,036 billion
drachmas) or 74% of GDP in December 2001,
from 40,194 billion drachmas or 97% of GDP in
December 2000 and 71,087 billion drachmas or
185% of GDP in November 1999, when it had
reached a historical peak. A decline was
recorded in the market capitalisation of all com-
panies listed on the main market as well as on
the parallel market.
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The conditions that prevailed in the stock market in
2001 limited considerably the funds raised through
this market both by new enterprises and —
mainly— by already listed companies. Total funds
raised through capital increases®” amounted to only
€835 million or 285 billion drachmas in 2001,3®
compared with 2,994 billion drachmas in 2000 (see
Table XVIII). These funds were raised by 40 compa-

34 The value of transactions in shares in the stock market stood at
€41,467 million or 14,130 billion drachmas in 2001, from 34,429
billion drachmas in 2000. As the composition of transactions bro-
ken down by branch of activity reveals, the participation of com-
mercial/industrial companies, portfolio investment companies, leas-
ing firms and companies listed on the parallel market decreased,
while the participation of all the other branches increased.

35 The total of transactions does not include transactions related
to the sale of existing shares.

36 Number of shares traded to total number of shares listed.

37 By public offering and private placement.

38 In addition, the amount of 205 billion drachmas was raised
through the stock market in 2001 by the sale of existing shares,
compared with 370 billion drachmas in 2000.

MONETARY POLICY 2001-2002



nies (2000: 146 companies), out of which 21 were
newly listed on the stock exchange and accounted
for €468 million or 160 billion drachmas of the
aforementioned amount. In particular, companies in
the oil products industry raised approximately one
fourth of these funds, while construction companies

raised roughly the same amount.

Overall, in 2001 the Greek stock market was neg-
atively affected by the unfavourable climate that
prevailed in international stock markets, which
was due to the slowdown in the growth rate of
economic activity (mainly in the United States), to
the expectations of limited business profitability
in many industries —mainly telecommunica-
tions— as well as to the impact on international

stock markets of the 11 September 2001 terrorist
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attack in the United States. It should be men-
tioned that between the end of December 2000
and the end of December 2001 the main share
price indices in the euro area (Dow Jones EURO
STOXX), in the United States (Standard and Poor’s
500) and in Japan (Nikkei) fell by 19.7%, 13.0%
and 23.5% respectively (see Chart 25). Moreover,
share price indices in international stock markets
fluctuated widely in the course of 2001, a fact that
reflects the increased uncertainty about short-
term developments in the world economy.
Additionally, as already mentioned, the upgrading
of the Greek stock market from the category of
emerging markets to that of developed ones has
led to net capital outflows, which had a negative
effect on stock market developments, particularly

in the period from the end of May to mid-July.
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V. The introduction
of euro banknotes
and coins

MONETARY POLICY 2001-2002

1. General overview

Euro banknotes and coins were brought into circu-
lation throughout the euro area on 1 January 2002.
This step completed the euro cash changeover and
a new monetary environment was established,
which is expected to have a favourable effect on the
growth performance of euro area countries.
Although the transition period for Greece lasted
only a year, from the country’s accession to the
monetary union to the entry of the euro into circu-
lation (compared with three years for the other 11
countries of the euro area), Greece completed the
necessary preparations’ in time, thereby making the

cash changeover an absolute success.

In this chapter, the different stages of the
changeover are presented and a comprehensive
evaluation of the process is attempted. In partic-
ular, this chapter examines the way in which the
necessary amounts of euro banknotes and coins
were determined, their production, the front-
loading of banks, enterprises and the public with
euro before 1 January 2002, as well as the
progress made in launching the euro and with-

drawing the drachma as from 1 January 2002.2

2. Determining the required amounts of euro
banknotes and coins

When Greece was allowed to join the euro area
from the beginning of 2001, after the decision

1 The Bank of Greece and the Ministry of Finance and National
Economy, in cooperation with other institutions, such as the
Hellenic Bank Association, drew up the “National Plan for the
Introduction of Euro Banknotes and Coins”, which was published
in December 2000. The National Plan includes a detailed descrip-
tion of guidelines and procedures pursued for the euro cash
changeover.

2 “Launching the euro” stands for the start of circulation of euro
banknotes and coins. “Withdrawing the drachma” refers to the
withdrawal of drachma banknotes and coins.
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taken in June 2000 by the Ministers of Finance
(ECOFIN), the Bank of Greece set in motion the
necessary procedures to enable smooth replace-
ment of drachma banknotes and coins with
euro banknotes and coins. First, the Bank pro-
ceeded to estimate the amounts of euro bank-
notes and coins needed to replace the drachma
notes and coins in circulation at the end of
December 2001.

Specifically, the Bank of Greece estimated the
amounts of drachmas in circulation at end-2001
on the basis of projected GDP growth in 2001,
as well as on the basis of the income elasticity of
demand for individual denominations. The quan-
tities calculated as above were corrected for the
estimated volume of banknotes and coins which
have been lost or remain unused in the posses-
sion of the public (dormant holdings), thus form-
ing the projected active circulation by the end of
2001. The amounts of projected active circula-
tion in drachmas were converted into euro on
the basis of the euro/drachma conversion rate
and a substitution key of drachmas to euro by
denomination. Logistical stocks, equal to 20% of
the amounts estimated to be necessary for the
replacement of drachmas, were added to the
above quantities.> Thus, it was ensured that it
would be possible to deal with any calculation
errors, difficulties in exchange procedures or
other uncertainties, connected on the one hand
with the particular geographical structure of
Greek territory and on the other hand with the
significant denomination mismatches between
euro and drachma banknotes and coins, thereby
shifting upwards the boundary line between

banknotes and coins.*

It was estimated that 617 million euro banknotes
should be made available, as well as 1,600 million
euro coins of various denominations, weighing a
total of 8.3 thousand tonnes (see Table XIX).
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Table XIX
Quantities of euro banknotes and coins
required for Greece

Quantity Value
Nomimal value (million pieces) (million euro)
Banknotes
Ei5) 158 790
€10 183 1,830
€20 178 3,560
€50 67 3,350
€100 26 2,600
€200 4 800
€500 1 500
Total 617 13,430
Coins
1 cent 88 0.88
2 cents 172 3.44
5 cents 287 14.35
10 cents 257 25.70
20 cents 371 74.20
50 cents 145 72.50
€1 117 117.00
€2 163 326.00
Total 1,600 634.07

Source: Bank of Greece. The quantities include logistical stocks.

3. Production of euro banknotes and coins

After the decision for the accession of Greece into
the euro area was taken, the Bank of Greece
Printing Works (IETA) proceeded to purchase raw
materials and the necessary mechanical equip-
ment in order to be able to produce euro bank-
notes and coins. To be able to print banknotes,
the IETA acquired a silk screen printing machine,

while existing machinery was improved and mod-

3 With the exception of the €5 denomination, as the initially pro-
jected amount to replace drachmas increased by 20 million bank-
notes, without an equal increase in the logistical stocks. It should
be noted that such stocks were created invariably by all national
central banks of the euro area countries.

4 The value of the €2 coin, representing the highest euro coin
denomination, exceeds significantly the value of the highest
drachma coin denomination.
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ernised, particularly the banknote ground printing
machines and the copperplate printing machines.
For the striking of coins, appropriate machines
and cartridge-making equipment were also
acquired. Finally, a monthly production pro-
gramme was set by IETA, which was also submit-
ted to the competent committees of the European
Central Bank.

The production of euro banknotes and coins
started in October 2000, as no raw material orders
(ink, paper, discs) could be placed before June
2000, when accession of Greece into the euro area
was decided. Owing to the shorter transition
period allowed to Greece, production of the full
amount of euro banknotes and coins by IETA was
not feasible, despite the intensification of its oper-
ation.> However, the bulk of the required quantity
of euro banknotes and coins was produced by
IETA, while the remainder was delivered to the
Bank of Greece by euro area printing works and
mints, which also produced banknotes and coins

for other euro area countries.

Euro banknotes incorporate a large number of
security features, in order to be effectively pro-
tected against counterfeiting and facilitate
recognition by visually impaired people. The
banknote paper is made of cotton fibres, which
give it a distinctive texture. The banknotes also
contain a watermark, a security thread, a holo-
gram and incomplete drawing and printing of
certain figures with ink of variable colour. The
banknotes have relief elements, created by deep
engraving techniques and copperplate printing,
while they also include security features that
can be identified by cashiers, as well as other
machine-readable features to be identified by
special detectors. The overall design of the bank-
notes and the technologically advanced security
features call for printing procedures of the high-

est standard.
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Ensuring the quality of euro banknotes and coins,
as well as strict adherence to specifications in
their manufacture, are of crucial importance,
because the new banknotes and coins are used
throughout the euro area. For this reason, a single
quality control system is applied at all printing
establishments and mints engaged in the produc-
tion of euro banknotes and coins in order to
ensure the uniformity of banknotes and coins,

irrespective of where they are produced.

Since 2002, IETA, like the rest of the euro area
printing establishments, is included in the euro
banknotes production system of the Eurosystem.
Each central bank will be responsible for the pro-
duction of euro banknotes of one or two denom-
inations, in order to save costs owing to speciali-
sation. Banknotes of each denomination will not
be produced by more than four printing works in
the euro area. IETA will produce exclusively €10-
euro banknotes, and any quantity exceeding the
needs of the Greek economy will be delivered to
other euro area national central banks to meet
their needs. Conversely, the Bank of Greece will
obtain banknotes of the remaining denomina-
tions from other printing establishments in the

€euro area.

4. Frontloading of credit institutions,
companies and the public

Frontloading of credit institutions with euro
banknotes and coins was realised within the
framework set by the relevant Guideline of
the European Central Bank (ECB/2001/1 of 10
January 2001) to the national central banks of the
Eurosystem. In Greece, frontloading of credit

institutions with euro banknotes started on 1 Oc-

5 It should be mentioned that IETA operated 13 hours a day over
a long period, while the staff worked on Saturdays as well.
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tober 2001, while frontloading of coins started
earlier, on 1 September, as it was estimated that,
owing to the relatively large weight of coins, their
transport called for further preparations. These
provisions were incorporated in Art. 7 of Law
2948/2001, which was the legal basis of front-
loading and sub-frontloading in Greece.®

The Bank of Greece organised frontloading of
credit institutions using its head office and its 27
branches around the country as distribution cen-
tres for euro banknotes and coins. For the same
purpose, 96 branches of the National Bank of
Greece where the Bank of Greece keeps cash
reserves were also used. In order to coordinate
this operation, the Bank of Greece cooperated
closely with credit institutions, which sent to the
Bank their orders for the amounts of euro bank-
notes and coins by denomination, allotted to each
one of their branches, as well as their frontloading
schedule. A total of 3,233 branches of credit insti-
tutions and of the Greek Postal Savings Bank
branches throughout the country were supplied

with euro banknotes and coins.

Due to the geographical peculiarities of Greece
(inaccessible and remote mountainous and insu-
lar areas), emphasis was laid on the timely supply
of these areas with euro banknotes and coins
from the beginning of the frontloading exercise.
Whenever necessary, the frontloading schedule of
credit institutions was adjusted by bilateral
arrangements, so as to take into consideration any
developments that could affect frontloading

unfavourably, such as bad weather.

The Bank of Greece estimated the geographical
distribution of the amount of euro banknotes and
coins by denomination, taking account of the
contribution of each prefecture to GDP, as well
as certain local factors. On the basis of this dis-

tribution, it proceeded to increase its branches’
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Table XX
Euro banknotes and coins frontloaded
to credit institutions

Front-
loaded Percentage
quantity of required | Value in
(million quantity million
Nomimal value pieces) (Table XIX) | euro
Banknotes
€5 107.1 67.8 535.5
€10 113.0 61.7 1,129.9
€20 111.1 62.4 2,221.7
€50 29.0 43.3 1,449.4
€100 3.6 13.8 359.7
€200 0 0 0
€500 0 0 0
Total 363.8 59.0 5,696.2
Coins
1 cent 61.3 69.7 0.6
2 cents 104.7 60.9 2.1
5 cents 185.2 64.5 9.3
10 cents 161.4 62.8 16.1
20 cents 227.5 61.3 45.5
50 cents 92.0 63.4 46.0
€1 77.6 66.4 77.6
€2 102.0 62.5 203.9
Total 1,011.7 63.2 401.1

Source: Bank of Greece. Differences between, on the one hand, the product
of euro banknote and coin quantities times the respective nominal
value and, on the other hand, the figures in the last column are due

to rounding.

reserves in areas where frontloading of credit
institutions was less than the estimated needs by

geographical region.

Furthermore, the Bank of Greece provided stor-
age space for the euro banknotes and coins,
by expanding its branches and taking care to

secure additional space, where necessary. In

6 “Sub-frontloading” means the supply of euros to companies
and the public before 1 January 2002. Frontloading dates varied
between euro area countries; but all were within the framework
of the Guideline.
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order to supply all distribution centres with
euro banknotes and coins, Bank of Greece
transport means and the appropriate personnel
were employed. Transport took place under
strict security measures (armoured vebhicles,
armed escort etc.) and no problems occurred.
The police provided security escort for all quan-
tities of euro transported both by the Bank of
Greece and its distribution centres to branches

of credit institutions.

Frontloading of credit institutions with euro
banknotes and coins has been particularly effec-
tive. This, together with the sufficient supply of
the branches of the Bank of Greece, resulted
in a fully successful euro cash changeover
throughout Greek territory, as branches of
credit institutions had sufficient amounts of
euro to meet public demand. The value of euro
banknotes and coins frontloaded to credit insti-
tutions totalled €6,097.4 million (see Table XX),
equivalent to almost 70% of currency in circula-
tion at the end of December 2001. Euro bank-
notes and coins made available for frontloading
reached 59% and 63.2%, respectively, of the
amount of euro banknotes and coins projected
to replace drachma banknotes and coins in cir-
culation. Particular emphasis was laid on front-
loading credit institutions with small denomina-
tions of euro banknotes and all denominations
of coins, while frontloading with big denomina-
tions (€200 and €500) of banknotes was
avoided, so that commercial firms would not
have to pay back small change to a lot of cus-
tomers during the early days of circulation of

the euro.

The Bank of Greece also frontloaded certain cen-
tral banks of neighbouring countries, thus imple-
menting the Guideline of the European Central
Bank ECB/2001/8 “on the frontloading of euro

banknotes outside the euro area”.
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The demand by commercial firms for sub-front-
loading with euro banknotes and coins was signifi-
cantly smaller than that for frontloading credit insti-
tutions. The number of firms supplied with euro
before 1 January 2002, including the number of
companies supplied with euro coin cartridges after
17 December 2001, reached almost 107,000, i.e.
43% of the total number of firms with declared
cash registers.® Although this percentage is not par-
ticularly high, experience from the introduction of
the euro during early January 2002 showed that
there have been no problems in the market. This is
attributed both to sufficient frontloading of credit
institutions throughout Greece, which were actu-
ally able to meet the demand for euro banknotes
and coins in the first few days without significant
problems, and to the uninterrupted supply of euro
by the Bank of Greece.

Frontloading of euro coins to the public started
on 17 December 2001.° A total of 3 million
starter kits, each containing an assortment of 45
coins totalling €14.67 were sold for 5,000
drachmas each and were almost fully taken up.
In particular, up to and including 31 of
December 2001, the banking system supplied
about 2,850,000 kits, i.e. 95% of the total.
During the very first day of sale of the starter
kits, 39% of them was purchased. The objective
of supplying the public with a large quantity of
euro was achieved (almost 130 million coins).
The sale of these kits was an effective way to
help the public become familiar with the new
coins, especially in the case of people with

impaired vision.

7 Minister of Finance Decisions 2/57250/0025 and 2/74086/
0025. Note that certain banks prepared and supplied corporations
with special euro coin packages, which included a specific num-
ber of cartridges.

8 According to Ministry of Finance data, the number of active cor-
porations with declared cash registers totalled 248,221 in
December 2001.

9 Minister of Finance Decision 2/59329/0025.
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BOX 3

The Bank of Greece, convinced that the smooth intro-
duction of euro banknotes and coins requires the brief-
ing and timely preparation of the public, started an
information campaign in 2001, which was completed
in the early months of 2002. Thus, the Bank of Greece
participated in the Euro 2002 Information Campaign,
organised by the ECB in co-operation with the national
central banks of the Eurosystem, but also undertook
additional information activities, aiming at the full suc-
cess of its communication objectives.

Euro 2002 Information Campaign

The Euro 2002 Information Campaign was undertaken
at a euro area level, with the support of a private adver-
tising company, comprising four levels of activity: the
Mass Media Campaign, the Public Relations and Press
Programme, the Partnership Programme and the Train-
ing Programme for cashiers in various institutions.

® The aim of the Mass Media Campaign was to provide
the public with information concerning the appear-
ance, security features and start of circulation of euro
banknotes and coins. The campaign took place in
Greece and the rest of the euro area countries
through television and newspapers, while an infor-
mation leaflet was distributed to Greek households
entitled “Getting ready for the euro”. Moreover,
posters, information booklets, euro converting cards
etc. were distributed to various institutions and the
public. At the same time, a competition with the title
“Be a Euro Superstar” was organised throughout the
euro area countries (in Greece it was organised by
the Bank of Greece), with the participation of child-
ren aged 8-12 years. The first two lucky winners in
each country were drawn and received their prizes in
a special event in Frankfurt, while the rest of the 100
winners received their prizes by mail.

® Within the framework of the Public Relations and
Press Programme, an event was organised at the
Bank of Greece on 5 September, during which the
security features of euro banknotes were revealed

Bank of Greece briefing activity concerning the introduction of euro banknotes and coins

and the Euro 2002 Information Campaign was
analysed to mass media representatives. On 17
October 2001 an information conference was held at
the Bank of Greece, with the participation of the
President of the ECB Willem Duisenberg.

® The Partnership Programme played an important
role in the Information Campaign, seeking to max-
imise the communicative benefits by taking advan-
tage of the multiplier effect of agents participating in
informing the citizens in Greece. A total of 120 pri-
vate and public institutions participated in this
Programme (ministries, banks, public entities and
enterprises, chambers of commerce, professional

unions, insurance organisations, chain stores etc).

® During the year 2001 the Bank of Greece organised
seminars, in which 6,500 cashiers from corporations
and private and public institutions were trained to
identify genuine euro banknotes, so that they, in turn,
would train their co-workers in the establishments
where they came from. Training was completed
through 500 seminars, 115 of which were organised
in the head offices of the Bank of Greece and 385 in
its 27 branches. Among the participants were min-
istries (tax offices, custom houses), banks, public
entities and enterprises (Public Power Corporation-
DEH, Hellenic Telecommunications Organisation-
OTE, Hellenic Postal Service-ELTA), Athens Water
Supply and Sewerage Company-EYDAP), the Central
Union of Municipalities & Communities of Greece
and many public and private enterprises.

Other briefing initiatives

Moreover, the Bank of Greece undertook additional
communication initiatives, apart from the Euro 2002
Information Campaign, with the aim of providing com-
prehensive information to the Greek public and cover-
ing special information needs. Specifically:

® The Bank of Greece undertook the screening of
additional TV messages and press entries from —
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- December 2001 to February 2002. Those mes-
sages contributed to raising public awareness and
informing the Greek public, as they provided specific

guidance and advice was observed and were consid-
ered to be particularly necessary to complete the
Euro 2002 Information Campaign.

® In November and December 2001 information
events were organised in cities where branches of the
Bank of Greece are located, specifically in Volos,
Herakleion, Thessaloniki, loannina, Kavala, Kalamata,
Corfu, Larissa, Xanthi, Patras, Serres, Tripoli and
Chania, with the participation of members of the
Bank of Greece Administration, while local authori-

at a local level, the security features of euro bank-
notes were presented and the public and local
authorities were informed about preparations for the
euro cash changeover.

® From 15 November to 10 December 2001, the
EURO CITY TOUR exhibition of euro coin models,

information, laying emphasis on fields where lack of

ties were invited. The events received wide publicity

made of polyester and painted by children and
famous artists was organised in Athens. At the end of
the exhibition the works of art were auctioned and
the revenues were given to children’s cancer support

and treatment institutions.

The Bank of Greece, based on the assumption that
youngsters and schoolchildren form the part of the
public that can absorb information and knowledge
easily and effortlessly, while operating effectively as
information multipliers, created the board game
“Euroraces” and the comic book entitled “Eurocles”,
intended to smoothly familiarise children with the
new currency. With the support and approval of the
Ministry of National Education and Religious Affairs
the game was distributed free of charge to the higher
primary school classes, while the comic book was
distributed to secondary schools all over the country.

Finally, on New Year’s Eve an event was organised at
the Bank of Greece to celebrate the start of circula-
tion of the euro banknotes and coins, which was
transmitted via satellite all over the world.

5. Introduction of euro banknotes and coins
and drachma withdrawal

Considering that higher-denomination banknotes
are channelled into the economy mainly through
credit institutions (and Automatic Teller Machines),
while coins and small-denomination banknotes do
so through commercial firms, the following steps
were taken to facilitate the circulation of euro bank-

notes and coins:

Credit institutions stopped paying sums in
drachmas after 1 January 2002, thus doing
away with the main channel for feeding drach-
mas into the economy. The conversion of ATMs
in order to supply the public with euro bank-
notes from the first day of circulation was also
very significant. The Bank of Greece monitored

the effort of credit institutions to convert these
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Table XX
Progress of ATM conversion
Corresponding
percentage
Converted Percentage of | for the euro
Date ATMs total area
1 Jan. 02 3,987 92 80
2 Jan. 02 4,239 98 91
3 Jan. 02 4,326 100 97
4 Jan. 02 100

Sources: Bank of Greece and European Commission.

machines. The process was completed earlier
than expected,” within 3 days only, throughout
the country (see Table XXI). It should be noted

that credit card payment machines had no prob-

10 National Cash Changeover Plan, December 2000.
11 Any ATMs that had not been converted continued to dispense
drachmas.
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Chart 35

Cumulative inflows of drachmas to the Bank of Greece
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Chart 36

Euro Progress Ratio (EPR') in Greece and the euro area
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1 Value of euro banknotes as a proportion of the total value of banknotes in circulation.

Source: Bank of Greece.

lems and their conversion was completed in the

early days of January.

The value of euro banknotes and coins outside
the Bank of Greece on 28 February 2002 totalled
€7,216 million or 83% of currency in circulation
at the end of 2001. Since the beginning of the
year, euro banknotes and coins flow continu-
ously out of the Bank of Greece. However, (net)

inflows where also realised on certain days from
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credit institutions to the central bank, owing to
the return of certain quantities of euro bank-
notes, mainly of smaller denominations. This was
due to the fact that the allocation of euro bank-
notes and coins between branches of credit insti-
tutions did not fully correspond to demand, thus

forcing them to restructure their reserves.

During this period, the inflow of drachmas was high

and constant. Total drachma withdrawal reached
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2.7 trillion drachmas by 28 February 2002, which
was almost 90% of currency in circulation on 31
December 2001 (see Chart 35). Note that a small

part of drachmas in circulation at the end of 2001 is

satisfactory pace. The success was also obvious
in market transactions. By the end of January
2002, over 90% of these transactions was con-
ducted in euro.’

either lost or remains in the possession of collec-

tors. Moreover, a small part is expected to return to

the Bank of Greece after the dual circulation period.

12 EPR is monitored by the European Central Bank for the
Eurosystem as a whole and is defined as the ratio of the value of

The Euro Progress Ratio (EPR) confirms the fast
introduction of the euro into circulation, as well as

the swift drachma withdrawal (see Chart 36)."2

In summary, introduction of the euro into circu-

lation and drachma withdrawal evolved at a very

euro banknotes in circulation to the total value of euro banknotes
and the national currency in circulation.

13 According to Ministry of National Economy and Finance data
presented at the meeting of the National Coordination
Committee in Zappeio on 1 February 2002, based on a Metron
Analysis survey, up to January 30, 2002, 99% of participants had
acquired euro, 73.1% conducted their transactions mainly with
the new currency, while 94.2% had already conducted transac-
tions in euro.

BOX 4
Measures to deal with counterfeiting

The euro banknotes and coins are made in a way that
ensures maximum protection against counterfeiting
attempts, as the sophisticated security features incorpo-
rated in the designs make them hard to reproduce.
Nevertheless, an extensive network of organisations and
procedures has been set up, at a local and regional level,
to enable the competent authorities to deal with any
attempt to counterfeit euro banknotes and coins, which
extends beyond the euro area. These arrangements are
defined in Council Regulations (EC) 1338/2001 and
1339/2001:

The main tasks of the network are:

® to collect statistical data, which will help deal with
counterfeiting attempts across the EU countries and
identify the strong and weak points of the security

features of the new currency;

® to assist police authorities at a European and national
level in their fight against counterfeiting;

® to provide timely and accurate information to the
public, where necessary.

In order to achieve these goals, the Counterfeit Monitoring

System (CMS) was established. The System includes a
database, which stores and processes all information
relating to counterfeit euro banknotes and coins, either
from Member States or from third countries. It is based in
Frankfurt and can be accessed by the network’s partici-
pants, depending on their roles and responsibilities.

At a central level, the Counterfeit Analysis Centre (CAC)
was established, based in Frankfurt, which will address
banknote-related issues, while the European Technical
and Scientific Centre (ETSC), based in Pessac (France),
will be responsible for coin-related issues. Respective
structures will be set up in each participating country. In
this process, the Eurosystem has established close links
with the European Commission, as well as with Europol,
which is responsible for the fight against counterfeiting,
in cooperation with national police forces. The European
Central Bank and Europol have signed a special cooper-

ation agreement.

The Bank of Greece, playing an active part within the
bodies that elaborate anti-counterfeit measures, is pro-
moting the establishment of a National Counterfeit
Centre (NCC) under its supervision. This body will be
exclusively responsible for coordinating activities of the
centres established in Greece (mentioned below), is =
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— the link with the central bodies of the network and
is responsible for monitoring and controlling the imple-
mentation of the CMS in Greece. The Centre is based
in the Cash Department of the Bank of Greece and is
already in operation.

Moreover (according to Council Regulation (EC) 1338/
2001), the European Central Bank and the Economic and
Fiscal Committee —EFC— have been informed by
the government on the establishment of a National
Analysis Centre for banknotes and coins (National
Analysis Centre —NAC— and Coin National Analysis
Centre — CNAC), to be operated and supervised by
the Hellenic Police Forensic Science Department,
Counterfeit and Forgery Section. These centres have
already been appropriately equipped and organised
and their operation has started. Similar actions have
been taken in all 11 euro area countries, depending
on the national characteristics of each one.

Counterfeit euro banknotes and coins will be delivered
to the respective National Analysis Centre (either for
banknotes or for coins) for control, certification and
update of the database.

According to Council Regulations (EC) 1338/2001 and
1339/2001 and Bank of Greece Governor’s Act No
2484/27 Dec. 2001, credit institutions and any other

establishments involved in the sorting and distribution
of notes and coins to the public will be under an oblig-
ation to withdraw from circulation euro notes and
coins which they know or have sufficient reason to
believe to be counterfeit and hand them over to the
competent national authorities.

Citizens obtaining in any way banknotes and/or coins for
which they have sufficient reason to believe that are
counterfeit, should refer to the Hellenic Police. Legal
sanctions for counterfeiting and circulation of counterfeit
banknotes and coins are included in Article 207 ff. in the
Penal Code, as amended by Law 2984/2001 on the “cir-
culation of euro banknotes and coins”. The law provides
for a sentence of imprisonment up to 10 years and
penalty payment, while in simpler cases the law provides
for at least three months of imprisonment and penalty
payment. The making, receiving, obtaining or possession
of means of counterfeiting (equipment, computer pro-
grammes, etc.) is punished by imprisonment of at least
one year and penalty payment. Finally, administrative
penalties are provided for (a fine up to €1,000,000, tem-
porary or permanent deprivation of the right to entre-
preneurship, temporary or permanent exclusion from
public welfare payments and benefits), which are
imposed on legal entities by a decision of the Minister of
Finance, if one of the above mentioned crimes benefits
the legal entity (Art. 8 §5 of Law 2948/2001).

6. Arrangements to collect and destroy
drachma banknotes and coins

The withdrawn drachma banknotes are collected
at IETA, after they are counted and checked for
genuiness. A total of 180 million drachma bank-
notes were destroyed in 2001 and 183 million

drachma banknotes since the beginning of 2002.
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The coins are destroyed by defacing machines at
a local level in the head office and the branches
of the Bank of Greece. Then, they are delivered
to the Organisation for the Management of
State-Owned Movable Property (ODDY), so that
the raw material can find further use. Up to 28
February 2002 a total of 93 million drachma

coins had been destroyed.
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VI. Economic outlook in
2002 and the single
monetary policy

MONETARY POLICY 2001-2002

1. Economic outlook in the euro area and the
stance of the single monetary policy

Today, the global economic outlook appears to be
on the whole more favourable than in the last four
months of 2001. At that time, the 11 September
events had added to the already noticeable decel-
eration of the growth rate of world economic activ-
ity, thereby increasing uncertainty, with adverse
repercussions on consumer and business confi-
dence. During the first two months of 2002, how-
ever, uncertainty decreased (but was not elimi-
nated) and there is evidence that economic condi-
tions worldwide did not deteriorate further after
the end of 2001.

In particular, available short-term indicators and the
estimates made by international organisations lead
to the conclusion that the growth rate of GDP will
recover to a degree during this year. However, it is
estimated that the average annual growth rate of
GDP in 2002 will not exceed that in 2001. In fact, the
International Monetary Fund forecasts that world
GDP will increase this year by 2.4%, the same as in
2001, while GDP in the advanced economies will
rise by a mere 0.8%, compared with 1.1% in 2001."
As regards the USA, the IMF as well as the OECD
projected a 0.7% rise in GDP this year, against 1.1%
in 2001.2 However, according to more recent fore-
casts based on positive data or evidence for the
fourth quarter of 2001 and the first two months of
2002, GDP in the USA may record a faster recovery

this year (at an average annual rate of 1.6-1.7%3).

1 See IMF, World Economic Outlook, 18 December 2001.

2 See also OECD, Economic Outlook, December 2001.

3 See for example “The Economist Poll of Forecasters”, March
2002, and Consensus Forecasts, February 2002. Moreover, the Fed
estimates that during the last quarter of 2002 the annual GDP
growth rate will be around 2.5% to 3.0%. See Alan Greenspan'’s
testimony before the House of Representatives (27 February 2002)
and the Senate (7 March 2002). Note that in the last quarter of
2001 GDP in the USA increased much more than initially esti-
mated (see Chapter II).
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International organisations forecast that the
global economic growth rate will be much higher
in 2003.*

The slowdown of economic growth in 2001 eased
the pressure exerted by total demand on the over-
all price level, thus contributing to a decrease in
inflation globally since mid-2001 and to a drop in
the prices of oil and other raw materials. If oil
prices stabilise at the end-of-2001 levels (around
$19 per barrel) or increase only slightly, their
average annual level in 2002 will be almost 20%
lower than in 2001, while the average level of
other raw material prices is estimated to remain

virtually unchanged compared with 2001.

In the euro area, the growth rate of economic
activity had already started decelerating before the
11 September events, but there is evidence that
the worsening of economic conditions was halted
at the end of the year (see Chapter Ill). The
European Commission is already forecasting that
GDP will increase (against the previous quarter) by
0.1% to 0.4% in the first quarter and by 0.4% to
0.7% in the second quarter of 2002.° For the whole
of 2002, the European Commission projects an
increase of 1.3%,° while the European Central
Bank staff forecast an increase between 0.7% and
1.7%.7 The projections of the OECD (1.4%) and
the IMF (1.2%) are similar.® On the whole, a grad-
ual improvement is forecast for 2002 and the ECB
estimates that the annual GDP growth rate will
reach almost 2.5% in the last quarter of the year,
since the fundamentals of the European economy
remain robust in general, financing conditions of
households and enterprises are favourable and the
increase in real incomes (owing to the recent as
well as the expected fall in inflation) will support

total demand.

Indeed, concerning inflation, the acceleration of

the annual rate of increase in the HICP to 2.7%
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in January this year (from 2.0% in December
and 2.1% in November 2001) was almost exclu-
sively due to extraordinary as well as special
factors estimated to have a temporary effect
(such as the rise in food prices, because of
adverse weather conditions, changes in fuel
prices and the increase in indirect taxes in some
countries). The introduction of euro banknotes
and coins since 1 January has had a very small
impact on inflation (see also Box 5). This analy-
sis is supported by the fact that core inflation in
the euro area (measured on the basis of the
HICP excluding energy and unprocessed food)
remained virtually unchanged at 2.6% in January
(from 2.5% in December 2001). Moreover, in
February, according to preliminary estimates by
Eurostat, the annual rate of increase in the HICP
fell to 2.5%.

According to the Governing Council of the ECB,
the outlook regarding inflation is favourable and,
on the basis of certain estimates and assumptions,
inflation will fall below 2% this year and will

remain at levels consistent with price stability.°

4 For example, the OECD projects that total GDP for its member
countries (which mostly belong to the advanced economies
group) will rise by 3.2% in 2003, against 1.0% this year. See
OECD, Economic Outlook, December 2001.

5 It is the most recent projection of the European Commission
(12 March 2002) based on a three-month econometric model,
which depends on short-term activity indicators. Note that GDP
changed by only 0.1% in the second quarter, 0.2% in the third
quarter and -0.2% in the fourth quarter of 2001, compared with
the previous quarter (see Chapter Ill). On the basis of the above,
the annual growth rate fell gradually, from 2.4% in the first quar-
ter of 2001 to 1.6% in the second quarter, 1.4% in the third quar-
ter and 0.6% in the fourth quarter of 2001, while in the first quar-
ter of 2002 it will stand at 0.2% to 0.5% and in the second quar-
ter at 0.5% to 1.1%.

6 See “Autumn 2001 Forecasts”, European Economy, Supplement
A, October-November 2001.

7 See ECB, Monthly Bulletin, December 2001.

8 Additionally, certain more recent projections (Consensus
Forecasts, February 2002, and “The Economist Poll of
Forecasters”, March 2002: 1.2%) lead to the conclusion that the
growth rate of the US economy may exceed that of the euro
area economy.

9 See the introductory statement at the ECB President’s press
conference given on 7 February 2002.
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In particular, monetary conditions, notwithstand-
ing the growth rate of M3, do not signal imminent
or medium-term risks for price stability, as shown
by the ongoing deceleration of credit expansion to
the private sector. In addition, it is assumed that
the average annual level of oil prices will fall and
that the average annual level of other raw mater-
ial prices will remain almost stable in the world
market in 2002.

At the same time, in order to keep inflation below
2%, the Governing Council of the ECB assumes
that it is necessary for collective bargaining to
result in agreements based on wage-restraint.
Furthermore, the Governing Council of the ECB
expects Member States to stay focused on fiscal
targets, that is to avoid excess deficits and to
reduce public debt, which means that the bud-
getary position has to be close to balance or in
surplus in the medium term. This could enhance
the confidence climate and —therefore — the out-
look for a recovery. Moreover, in order to con-
tribute to keeping inflation below 2% in the
medium term, the Governing Council of the ECB
lays emphasis on the importance of rapid and
decisive promotion of basic structural reforms in
the goods, services and labour markets, which
will enhance productivity and the dynamics of

economic growth in the euro area.

Finally, the single monetary policy has so far
helped minimise adverse spillover effects on infla-
tion from the rise in oil prices and the exchange
rate of the US dollar against the euro during 2000.
It will continue to be implemented in a way that,
among other things, will have a favourable effect
on the inflationary expectations of households,
employees and businesses in the euro area. It will
thus achieve its primary objective, which is to
ensure price stability in the medium term. In this
way, the single monetary policy contributes to the

creation of conditions that promote economic
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growth. Moreover, without jeopardising the
achievement of its primary objective, the single
monetary policy supports the objectives of the EU
economic policy,’ which include sustainable and
non-inflationary growth and a high level of

employment.

2. The prospects of the Greek economy

The adverse effects of certain external factors —
such as the relatively low growth rate of economic
activity worldwide and particularly in the euro
area, as well as the conditions prevailing in the
international markets — on Greek exports and the
domestic economic sentiment may be largely off-
set by the favourable effects of other factors. It is
therefore forecast that the growth rate of the
Greek economy will remain at a satisfactory level
in 2002 and will be significantly higher than the

corresponding rate in the euro area.

The impact of the 11 September events on the Greek
economy was temporary, as indicated by available

short-term indicators (see also Chapter lII):

— The annual growth rates of manufacturing out-
put and of retail sales volumes, which had dropped
in October, recovered in November 2001. The
sharp fall in manufacturing output in December
was largely due to exceptionally bad weather con-
ditions, which hindered the normal operation of

production plants in many parts of the country.

— The Purchasing Managers’ Index (PMI) for
manufacturing, after declining in November 2001,
rose constantly in the following three months
until February this year and stood at levels imply-

ing an increase in output.

10 See also the ECB President’s press conference on 8 Novem-
ber 2001.
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— The estimates of private industrial firms con-
cerning their investment expenditure in 2001
were negatively affected by the uncertainty pre-
vailing in October and November (when the latest
investment survey was carried out by the
Foundation for Economic and Industrial Research
—lOBE). According to the same survey, these firms
appear to be particularly optimistic regarding their

investment plans for this year.

— The composite Economic Sentiment Indicator
(compiled by the European Commission) continued
to rise during the three months from November
2001 to January 2002. In February the indicator fell,
but stood at levels only marginally lower than those

just before the 11 September events.

— The decline in the incoming tourist flows in the
last four months of 2001 is estimated to have
been smaller in Greece than in other countries."
Moreover, suppliers to the tourist industry say
that an increase in arrivals from European coun-
tries is already being recorded, while a recovery of
arrivals from the USA is considered possible dur-

ing the summer."

— A growing share of exports of Greek products
in recent years is directed to the Balkans, Central
and Eastern Europe, as well as the Middle East
and the Mediterranean™ (see Table VIIILA in
Chapter Ill). Exports this year are expected to
achieve faster growth rates than in 2001.™

Although the above developments do not offset
the overall slowdown recorded in 2001, they sup-
port the estimate that the deceleration will be lim-
ited, if it continues. This estimate is also based on

other factors. In particular:
- Bank credit to households and enterprises is

on exceptionally favourable terms, as lending

rates are at historically low levels owing, on the
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one hand, to the convergence of Greek interest
rates towards those in the euro area and, on the
other hand, to falling interest rates throughout
the euro area during 2001 (particularly from
May onwards). The decrease in interest rates,
combined with stronger competition between
banks, has led to a particularly high growth rate

of credit.

— A significant increase is expected in private and
public investment. This is due, on the one hand, to
the efforts to absorb considerable resources from
the Third Community Support Framework CSF 111,'>
and, on the other hand, to the need to complete
on time the public and private investment pro-
gramme connected with the preparations for the
Athens 2004 Olympic Games. Although business
investment has already increased by 75-80% at
constant prices between 1994 and 2001, the fore-
casts of private industrial enterprises for the cur-
rent year are positive, as mentioned above.
Moreover, spending under the Public Investment
Programme is expected to rise by 12.1% (at cur-

rent prices). The inflow of resources from the EU

11 According to recent estimates by the World Tourism
Organisation (press release, 29 January 2002) for the whole of
20071, tourist arrivals in Greece rose by 2% (2.8% in 2000), while
in Europe as a whole they fell by 0.7% (increase of 5.7% in 2000).
Arrivals also rose in Turkey, Spain and Cyprus, but fell in Italy.
12 Notwithstanding increased uncertainty concerning the outlook
for international tourist traffic, the highly pessimistic forecasts
expressed after the 11 September events seem to be revised
upwards. However, whether the Greek tourist market will be
affected by international developments will depend on the size of
disposable income in the countries of origin of foreign tourists, on
the competitiveness of the Greek tourist product compared with
that of other —mainly neighbouring— countries, as well as on any
political events in the region that could affect the inclination of
people to travel by air or by other means of transport.

13 The main trading partners of Greece in Northern Africa, the
Middle East and the Mediterranean (Cyprus and Malta) are included.
14 See IMF, World Economic Outlook, 18 December 2001. A
deceleration is projected only for the Commonwealth of
Independent States, though the growth rate remains high.

15 Timely absorption is a precondition for the allocation of funds.
On the basis of new regulations, implemented for CSF Ill, dis-
bursement of funds from Community Funds should take place
within two years from the time of their commitment.
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Structural Funds and the Cohesion Fund will
remain substantial, at least until 2006-2008.

— On 15 November 2001 the government, taking
into account the economic slowdown, announced
a package of tax measures,'® in order to boost
economic activity'” (through private consumption
and private investment), encourage job creation
and enhance competitiveness. According to
approximate calculations, these measures will
lead to an acceleration in the growth rate of total
disposable income in the private sector (house-
holds and enterprises) by more than 0.7 percent-
age point, compared with the acceleration that
would have been recorded if no measures had
been implemented. In particular, it is estimated
that the growth rate of the net income of employ-
ees will rise by 0.9 percentage point, owing to the
increase in the tax-free amount and the abolition
of the stamp duty paid by employees (0.6% of
wages). At the same time, because of the abolition
of the stamp duty paid by employers (0.6% of the
wage bill) the growth of labour costs in the busi-
ness sector will be 0.5 percentage point lower
(compared with what it would have been if the
duty had not been abolished).

Considering the above, the Ministry of Economy
and Finance forecasts a 3.8% increase in GDP this
year. The Council of the European Union, in its
recent opinion about the Updated Stability and
Growth Programme,'® considers this rate to be
feasible. However, although uncertainty concern-
ing the external factors affecting the Greek econ-
omy (such as the pace and size of the recovery of
the European and the American economy, the
development of oil prices) has subsided in recent
months, it has not been eliminated, while there is
some uncertainty regarding domestic factors
(such as the time and degree of realisation of
investment plans of private enterprises, as well as

the cost of labour and its impact on the competi-
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tiveness of the economy). Therefore, it cannot be
excluded that the GDP growth rate may be lower
than the government projections. On the basis of
available data and indications, the GDP growth
rate is more likely to stand around 3.5% in 2002.
The forecasts of international organisations range
from 3% to 4%."°

With respect to the outlook for inflation, the aver-
age annual level is expected to fall in 2002 from
the level (3.4%) recorded in 2001, notwithstanding
the substantial acceleration of the annual rate
of CPI increase in January 2002. This forecast is
based on the estimated total impact of the main
determinants of inflation on prices in 2002 and the
conclusion that the rise in inflation in December
2001 and January 2002 was due to special factors
with a temporary impact. In particular, the fact that
the CPI accelerated at an annual rate 1.4 percent-
age point higher in January (4.4%) than in
December (3.0%), is attributed to the following:
— 0.6 percentage point to the prices of fresh veg-
etables, which rose at an annual rate of 59%
(against 39.6% in December).

— 0.6 percentage point to oil prices, which fell at
an annual rate of 6.4%, lower than the corre-

sponding rate in December (-18.3%).2°

16 Some of the measures were included in Articles 2 and 3 of the
Legislative Act of 21 December 2001. The rest are included in the
bill for the strengthening of the capital market and entrepreneur-
ship, submitted to Parliament on 11 February 2002.

17 In the State Budget report (p. 37) it is mentioned that one of
the aims of the measures is to “accelerate growth in view of recent
international developments”.

18 Opinion of the Council concerning the Updated Programme,
12 February 2002. The Council also considers that it is feasible to
achieve an average annual growth rate of 4% in the three years
2002-2004, as projected in the Programme.

19 Specifically, the IMF (“Public Information Note” for Greece,
1 March 2002) forecasts an increase of 3%, the European
Commission considers it “possible that the GDP growth rate will
remain above 3%” (Report on the implementation of broad eco-
nomic policy guidelines of 2001, 21 February 2002) and the
OECD (Economic Outlook, December 2001) expects a rise of 4%.
20 During January 2002, fuel prices increased by 2.1%, while
during December 2001 they fell by 3.4% and during January 2001
by 10.8%.
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— 0.1 percentage point to the slightly higher
annual rate of increase in clothing and footwear

prices (4.7% against 3.9%), as well as durable

consumer goods and household equipment (2.1%
against 1.7%), as the winter sales started a week

later than in January 2001.

BOX 5

The impact of the introduction of the euro on price developments in Greece in January 2002

According to available data and evidence, the intro-
duction of the euro banknotes and coins since 1
January 2002 and the pricing of goods and services
had a small effect on consumer prices in Greece in
January. Indeed, based on the analytical data of the
national Consumer Price Index (CPl) for the first
month of 2002, the higher than usual increases in the
prices of certain goods and services during the month
had an upward effect on the rate of change in the CPI,
which does not exceed 0.2 percentage point.
Therefore, had these increases not taken place, (i) the
annual growth rate of CPI in January would not be
4.4%, but 4.2% and (ii) the monthly rate of decline of
the CPI compared to the previous month (December)
would not be 0.3%, but 0.5%. (Note that the change of
the CPI in January compared to December is usually
negative, due to winter sales.)

The method used to make this estimate is similar to that
employed recently by Eurostat in order to calculate the
possible impact of the introduction of the euro on the
monthly change in the Harmonised CPI of the euro area
in January (see Appendix to Press Release No. 23/28
February 2002). According to Eurostat, this upward effect
may fluctuate between 0.0% and 0.16%. This means that
the impact calculated for Greece is almost the same with
that calculated for the euro area as a whole.

Note that in order to calculate the impact, certain fac-
tors were not taken into account, i.e. (i) the extremely
large increases in the prices of fresh fruit and vegeta-
bles during the month under review, attributed to
exceptionally adverse weather conditions, (ii) the
changes in oil prices, which were mainly influenced by
developments in global markets and (iii) the relatively
small decrease in prices of clothing and footwear, as
well as household appliances, owing to the fact that
winter sales in January 2002 started a week later than
in January 2001.

In contrast, other factors were taken into account —on
the basis of the more detailed data available and not the
data arranged by commodity —that is, the differentials
between increases in all other goods and services in
January 2002 and the corresponding increases (or
decreases) in January 2001, and the contribution of these
differentials to the increase in the CPl was calculated after
being weighted according to the contribution of those
commodities to the “CPI basket”. Naturally, the differ-
ences identified in this way cannot be exclusively attrib-
uted to the introduction of the euro, as they could also be
due to other factors (e.g. larger increases in cost compo-
nents for a certain type of commodity in January 2002 or
the adoption of different schedules of price adjustment
by an enterprise in 2002 compared with 2001).
Therefore, the resulting estimate simply suggests the
maximum impact (during the month under review) and
does not necessarily represent the actual impact.

The commodities that recorded a larger increase in
January 2002 than in January 2001 include certain
processed foodstuff, beverages and drinks, served food
and drink, certain personal equipment, health services,
house repairing and maintenance services, personal
care services (hairdressers), cleaning shops and shoe
repair, municipal duties, household services, certain
transport services (urban public transport in the
provinces, long-distance buses and railway, other car
expenses) and recreation services (cinema, theatre and
museum tickets, leisure activities). In most cases,
increases concern goods and services sold by profes-
sionals or small family businesses. However, in other
cases (such as processed food, beverages and drinks),
there are indications showing that increases are con-
nected to the pricing policy of big enterprises.

The impact of the introduction of the euro on con-
sumer prices was clearly limited by measures taken
to this end (rounding down of duties paid to the —

102

MONETARY POLICY 2001-2002




I//

- government, “standstill” on prices and accurate
conversion or rounding down of the public utility
rates during the cash changeover, agreements with
businesses and professionals to avoid readjustment
of prices during this period, etc. — see detailed pre-
sentation in Bank of Greece, Monetary Policy, Interim
Report, November 2001, pp. 73-77). In particular,
the accurate conversion or rounding down of prices
in euro (by the public sector and certain big private
enterprises) substantially offset the effect of rounding
up (or even speculative increases in some cases)
implemented mainly by small enterprises and profes-
sionals, leading to a very small recorded net effect.

Thus, the difference between the impression formed by
many consumers (about significantly higher prices) and
the statistical findings can be explained. As noted in the
Eurostat analysis, consumers focus in the short-term on
more frequent and important purchases, therefore their
impression about inflation mostly depends on the
changes in the prices of goods and services of a relatively
small value, purchased on a daily basis. Thus, for exam-
ple, it is not clear that any large increase in the price of
served coffee may be offset by a decrease in the price of
a computer or a refrigerator (even if the small incidence

of this kind of purchase is taken into account).

Concerning the impressions of consumers, it is worth
mentioning the findings of a big survey (Flash Euro-
barometer) conducted on behalf of the European
Commission by the cooperative companies of EOS
Gallup Europe (ICAP in Greece) from 21 to 30 January
2002 throughout the countries of the euro area, in a
sample of 6,046 consumers (500 in Greece). In par-
ticular, when asked whether they felt that during the
conversion of prices in euro (i) prices were usually
rounded up, (ii) prices were usually rounded down,
(i) round ups and round downs offset one another,

consumers answered as follows:

Greece Euro area
Rounding up 62.4% 67.3%
Rounding down 3.2% 1.9%
Offset 29.6% 28.5%
Don’t know/no answer 4.8% 2.3%
Total 100.0% 100.0%

This survey shows that, according to consumers’ esti-
mates, the impact of rounding on prices in Greece was
smaller than the average of the euro area. The coun-
tries which recorded the highest percentages for
round-ups were Germany (76.3%), France (75.8%), the
Netherlands (72.5%) and Ireland (71.4%).

Moreover, the question relating to whether enter-
prises had implemented readjustments of their prices
in drachmas in advance during the last months of
2001, just before the introduction of the euro, is also
of particular interest. Based on the data collected by
the Bank of Greece, the prices of certain products
increased between end-September and end-December
2001 (excluding fuel and fresh fruit and vegetables),
which formed almost 20% of the CPI “basket”, while
the prices of the same products in the corresponding
period of 2000 showed a smaller increase, or a
decrease, or remained stable. Naturally, it is not pos-
sible to discern whether those increases were realised
in view of the circulation of the euro. It seems, though,
that their impact on the development of the CPl was
more than offset by the impact —in the opposite
direction— of the change in the prices of other goods.
Indeed, CPI excluding fuel and fresh fruit and vegeta-
bles increased by 1.2% between September and
December 2001, i.e. less than in the corresponding
period of 2000 (1.7%).

The above findings do not necessarily suggest that
the impact of the introduction of the euro on prices
was restricted within January. Particularly after the
period of dual circulation and obligatory dual price
(ending on 28 February), the impact of rounding may
have increased. Therefore, in cases when rounding is
considered to be necessary by a company in order to
facilitate transactions, either the company should not
round up or rounding up should be offset by round-
ing down in the prices of other goods sold by the
same company. In general, enterprises and profes-
sionals are asked to show increased responsibility,
consumers should be vigilant, control mechanisms of
the state should be activated and, naturally, competi-
tion should operate, thus preventing unwanted price

increases and the creation of an inflationary climate.
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— 0.1-0.2 percentage point to the rounding or
raising of prices, using the introduction of the euro
as a pretext (see the relevant estimates in Box 5).
— In contrast, the lower annual growth rate of
prices of other goods (foodstuffs excluding fruit
and vegetables as well as other goods) partly off-
set the above impact, though only by about 0.2

percentage point.

This analysis is supported, first, by the fact that
core inflation, i.e. the annual rate of change in the
CPI excluding fuel and fresh fruit and vegetables,
which fell to 3.3% in December from 3.8% in
November, also stood at 3.3% in January, and,
second, by the decrease in the annual rate of
increase in the CPI to 3.4% and core inflation to

3.1% in February.

In general, it is estimated that price developments
in Greece will be favourably affected by the pro-
jected fall in inflation in the other countries of the
euro area and other industrial countries (thus,
also in the rate of increase in the prices of finished
products imported by Greece from these coun-
tries). At the same time, it is assumed that the
weighted average exchange rate of the euro will
stabilise and oil and raw material prices will
evolve as described in Section 1 of this chapter.
The formation of import prices in the domestic
market will be the main factor which will affect
inflation downwards in Greece in 2002, as it will
lead to a decline in the cost of intermediate goods
for the production of Greek products on the one
hand and to a deceleration in the rate of increase
in the prices of imported finished products. This
development will not only be directly beneficial
for consumer price formation, but it will also be
an incentive for domestic enterprises to pursue a

price restraint policy (as they did in 2001).

The anticipated deceleration in the average annual

growth rate of aggregate demand is an additional
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reason for enterprises to show moderation in their
pricing policy. The fact that, notwithstanding the
deceleration, the growth rate of domestic demand
will remain relatively strong is not expected to
create inflationary pressures, given that supply is
expected to respond in a satisfying way, due to the
significant increase in investment and the strength-

ening of production potential in recent years.

Moreover, the exhaustion of the lagged indirect
upward effect on consumer prices of the sharp rise
during 2000 in fuel prices, as well as in the
exchange rate of the US dollar against the euro will
help reduce inflationary pressures. Indeed, core
inflation fell in recent months (from 4.1% in July
2001 to 3.1% in February this year — see Chart 6 in
Chapter Ill). Additionally, according to business sur-
veys by the IOBE and the European Commission,
manufacturing enterprises forecast until the end of
November a deceleration in the increase in their
product prices (see Chart 37). However, this trend
was reversed during the period from December
2001 to February 2002. This may suggest a
strengthening of inflationary pressures, but it may
also indicate that enterprises were influenced by the
acceleration of the annual rate of increase in con-

sumer prices in December and January.

Finally, the ongoing deregulation of the telecom-
munications market (particularly fixed telephony
services),?" as well as the expected normalisation
of conditions in fruit and vegetable markets, will

have a downward effect on inflation.

In contrast, the growth rate of unit labour costs in

the whole economy is expected to accelerate, but

21 Already since the end of January-beginning of February, four
companies have been involved, at competitive rates, in the supply
of fixed telephony services, which used to be a monopoly of OTE.
For the time being, competition mostly concerns national and
international calls, calls to mobile phones and Internet connec-
tions, while in the coming months it will expand to local calls.
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Chart 37

Inflationary expectations? of consumers and business firms (January 2000 - February 2002)
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1 The responses of business firms concern the prospects, in the next 3-4 months, of price increases for the goods they produce, while
consumers’ responses concern the prospects of a faster increase in consumer prices in the next 12 months. The data for consumers

are seasonally adjusted.

Sources: IOBE and European Commission (European Economy, Supplement B).

it is estimated that it might be contained to
around 3% (against 2.5% in 2001), while in the
euro area it is estimated that the corresponding
rate will decelerate from 2.5% to 1.9%.?2 The esti-
mate concerning unit labour costs in Greece is
based on data related to forecasts of the govern-
ment budget on the increase in the wage bill, to
the corrective pay rise already granted to employ-
ees in the non-bank private sector and to the abo-
lition of the stamp duty that burdened labour
costs in the business sector until last year. It is
also based on assumptions regarding wage
increases in the business sector as well as esti-
mates about the final level of the productivity

growth rate.

In particular, average earnings in central govern-
ment are estimated to grow at the same pace as in
2001.% In the business sector, however, the aver-
age annual increase in average earnings will proba-
bly be larger than in the previous year, mainly
because it will include the projected, in most cases,
0.9-1.1% corrective pay rise in the non-bank pri-
vate sector (which was granted in January 200224
if the increases to be agreed upon for 2002 are sim-
ilar to those in 2001 (see Table 11l in Chapter IlI for

the rise in earnings in 2001). Moreover, productiv-
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ity growth is estimated to decelerate almost as
much as GDP growth, given that the growth rate of
employment is not expected to be significantly
influenced by the deceleration in economic activity.
The upward effects of the above factors on the
growth rate of unit labour costs are partly offset by
the decline in non-wage labour costs, owing to the
abolition of stamp duties, which are calculated on
the basis of the wage bill and are paid by employ-

ers in the business sector.?®

Based on the assumptions and estimates con-
cerning the impact of the determinants of inflation
mentioned above and taking into consideration
the effects of changes in the prices of fruit, veg-

etables and fuel in December and January, which

22 See “Autumn 2001 Forecasts”, European Economy, Supple-
ment A, October-November 2001.

23 The budget forecasts on the earnings of civil servants are taken
into account. The bill concerning the relevant increases was sub-
mitted to Parliament on 7 March.

24 Pursuant to the two-year agreements (2000-2001), employees
in the private sector did not receive a corrective pay rise in early
2001, but the agreements provided for such a rise for the begin-
ning of 2002, if average annual inflation in 2001 (on the basis of
CPI) exceeded 2.3% or 2.5%. Actually, therefore, the corrective pay
rise in January 2002 was mainly due to the increase in fuel prices
in the last months of 2000, whose direct and indirect effect was a
faster increase in the average annual level of the CPI in 2001.

25 See above, page 101.
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are seen as “unpredictable shocks”, average
annual inflation is expected to stand around 3% in
2002.2° The annual inflation rate fell below 3.4%
in February and is expected to drop further during
the year and range from 2.5% to 3% in December
2002. Therefore, inflation in Greece in 2002 will
exceed the rate considered to be consistent with
price stability (below 2%), which is expected to be

achieved in the euro area as a whole this year.

The forecast on inflation in 2002 is based not only
on the aforementioned assumptions about oil
price developments (the significance of which is
obvious), the prices of raw materials and fruit and
vegetables, as well as the effective exchange rate

of the euro, but also on two key assumptions:

First, that no speculative phenomena will be
observed in the pricing of products in euro (or
that they will be limited) after the obligatory dual
price period. Competition forces are expected to
contribute to this result in many sectors. The
alertness of the state and consumers can and

should also contribute towards this end.

Second, that the growth rate of unit labour costs in
the whole economy (which results from the
increase in average nominal earnings minus the rise
in productivity) will stand around 3%. In order for
this to happen, increases in earnings should not be
excessive and the rise in productivity should not be
substantially lower than the average in recent years
(around 3% in the six-year-period 1996-2001).

To this end, during the collective bargaining about
wage increases, the social partners should take

into consideration the following:

— The increase in inflation in December and
January was conjunctural, as already explained.
Given the temporary and exogenous character of

inflationary developments in those two months
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and the favourable effect of other factors, it is esti-
mated that —as mentioned above— the annual
rate of inflation will fall during the year, as shown
by its level in February, which was around 3.4%.
However, if these conjunctural developments are
allowed to influence bargaining, then there will be
a serious risk of more permanent adverse effects
on inflation. This would have negative repercus-
sions on the competitiveness of Greek output

and, therefore, on employment and real income.

— Recent tax measures, as already mentioned,

boost disposable income by almost 1%.

— Although in 2001 the upward deviation of the
growth rate of unit labour costs*” in Greece from
the corresponding rate in the euro area fell to
zero, in previous years this deviation had been
significant, on average. Therefore, it is necessary
to limit the deviation as much as possible during
2002 (the available initial forecasts are mentioned
above), so as to mitigate the effects on the com-
petitiveness of the Greek economy, particularly in

a period when foreign demand remains low.

Greece’s entry into the euro area and the opera-
tion of the single market certainly facilitate the
gradual convergence of incomes, particularly
employees’ earnings. However, it is important to
note that workers’ real earnings may increase
steadily and rapidly with no adverse effects on
inflation (and, therefore, the purchasing power of
nominal earnings), so long as productivity also
increases correspondingly. Hence, structural
reforms should be promoted faster, leading to
more efficient market operation and to high

growth rates of productivity. This would prevent

26 “Unpredictable shocks” experienced in December and January
were the reason for the upward revision of the forecast presented
in the November 2001 Monetary Policy, Interim Report that aver-
age annual CPI inflation would be 2.5% in 2002.

27 See Chapter llI for the reasons underlying this development.
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both an increase in relative unit labour costs
(compared to our European partners and other
competitor countries) and a consequent worsen-

ing of competitiveness.

The social partners can and should help to boost
the international competitiveness of enterprises,
attain a high rate of economic growth and reduce
unemployment. In this way, there will be a steady
and continuous improvement in real incomes.
This can be done through agreements on wage
increases that do not run counter to the above

mentioned objectives.

Nevertheless, the approach and maintenance of
price stability and, at the same time, the faster
increase in real incomes and in productivity (that
is, the acceleration of real convergence) do not
depend solely on the choices made by the social
partners in the field of collective bargaining:
companies should pursue prudent pricing poli-
cies, consistent with their medium-term inter-
ests, as well as take innovative and modernising
initiatives concerning the organisational structure
and technological infrastructure of business
activity. In this way, enterprises will be able to
develop faster and increase their profitability in

the new competitive environment.

Finally, in order to combine faster economic
growth with price stability, it is essential to imple-
ment a suitable economic policy mix in the
medium term. Given the stance and the objec-
tives of the single monetary policy (presented in
Section 1) and apart from the contribution of the
social partners towards securing price stability
and the purchasing power of incomes, national
fiscal policy must continue to pursue the medium-
term objective of fiscal consolidation. The latter
serves the interests of the country, as it is a pre-
requisite for macroeconomic stability and growth

besides being an obligation stemming from the
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Stability and Growth Pact. It is therefore neces-
sary to ensure the achievement of fiscal surpluses
and reduce public debt, as provided for in the
Updated Stability and Growth Programme of the
Greek economy. Within this framework, clear and
binding goals must be set for current primary
expenditure (which includes central government
expenditure for wages). This can be partly
achieved by accelerating programmes aimed at
the consolidation of public enterprises and organ-
isations, so as to cut down grants out of the gov-
ernment budget, as well as by reforming the sys-
tem of planning, controlling and evaluating expen-
diture.?® At the same time, it is advisable to pro-
mote tax reform measures as soon as possible.??
A reform of the social security system is also nec-
essary, not only to secure the viability of the pen-
sion system and a fair allocation of financial costs
between generations, but also to ensure fiscal sta-

bility over the long-term.%

As regards structural policy, the prompt comple-
tion of the privatisation programme —after the
delays and problems recorded and partly relating
to the deterioration of conditions in international
capital markets— will not only increase public
sector revenue, but will also enhance the effec-
tiveness of the enterprises that become priva-
tised, thereby helping to raise productivity. In
general, it is essential to boost medium-term
growth prospects via endogenous mechanisms,
as intended by the government. In particular,
the deregulation of markets (particularly the
energy market) should be accelerated, their
effective operation (particularly of the labour

market) should be facilitated and measures

28 The relevant bill is expected to be submitted to Parliament in
March.

29 The relevant bargaining will start at the end of March and
the regulations established will enter into force at the beginning
of 2003.

30 The bargaining started on 5 March.
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should be taken to enhance competition and
stimulate the investment climate.?' These should
include measures to improve public administra-
tion via the simplification of bureaucratic proce-
dures that put obstacles to business activity.
Such structural reforms will help support a high
and sustainable rate of economic growth, com-
bined with price stability, and thus accelerate

real conve rgence.

To sum up, inflation is expected to fall this year, but
will continue to be above average inflation in the
euro area. The GDP growth rate will record a small
deceleration, but will remain well above the corre-

sponding rate in the euro area, resulting in further
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progress towards real convergence in 2002. In the
medium-term the pace of real convergence will
depend on the selection and effective implementa-
tion of a suitable mix of fiscal and structural policies,

as well as on the behaviour of the social partners.

31 The bill concerning entrepreneurship has already been sub-
mitted to Parliament (11 December 2001). This bill includes
incentives for mergers and employment, as well as provisions for
income tax relief, the reforming of the operating framework of the
New Economy Fund (TANEO) and the introduction of interna-
tional accounting models. A bill concerning the management of
“listed” companies has also been published. Finally, the estab-
lishment of construction by licensing contracts (PFI — Private
Financial Initiatives), the modification of the development law,
aiming among other things at attracting foreign direct investment,
as well as the bill on the introduction of modern methods and
tools for privatisations are also expected.

MONETARY POLICY 2001-2002



Monetary policy measures
of the Eurosystem

MONETARY POLICY 2001-2002

4 January 2001

The Governing Council of the ECB decides that
the minimum bid rate for the main refinancing
operations and the interest rates on the marginal
lending facility and the deposit facility will
remain unchanged at 4.75%, 5.75% and 3.75%
respectively.

In addition, it decides on an allotment amount of
€ 20 billion per operation for the longer-term refi-
nancing operations to be conducted in 2001. This
amount takes into consideration the expected lig-
uidity needs of the euro area banking system in
2001 and the desire of the Eurosystem to continue
to provide the bulk of refinancing of the finan-
cial sector through its main refinancing opera-
tions. The Governing Council may adjust the
allotment amount in the course of the year in the
event of unexpected developments in liquidity

needs.

18 January, 1 February, 15 February,

1 March, 15 March, 29 March, 11 April,

26 April 2001

The Governing Council of the ECB decides that
the minimum bid rate on the main refinancing
operations and the interest rates on the marginal
lending facility and the deposit facility will
remain unchanged at 4.75%, 5.75% and 3.75%

respectively.

10 May 2001

The Governing Council of the ECB decides to
lower the minimum bid rate on the main refi-
nancing operations by 0.25 percentage point to
4.50%, with effect from the operation to be set-
tled on 15 May 2001. In addition, it decides to
lower the interest rates on both the marginal lend-
ing facility and the deposit facility by 0.25 per-
centage point, to 5.50% and 3.50% respectively,
both with effect from 11 May 2001.
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23 May, 7 June, 21 June, 5 July, 19 July,

2 August 2001

The Governing Council of the ECB decides that
the minimum bid rate on the main refinancing
operations and the interest rates on the marginal
lending facility and the deposit facility will
remain unchanged at 4.50%, 5.50% and 3.50%

respectively.

30 August 2001

The Governing Council of the ECB decides to
lower the minimum bid rate on the main refi-
nancing operations by 0.25 percentage point to
4.25%, with effect from the operation to be set-
tled on 5 September 2001. In addition, it decides
to lower the interest rates on both the marginal
lending facility and the deposit facility by 0.25
percentage point, to 5.25% and 3.25% respective-
ly, both with effect from 31 August 2001.

13 September 2001

The Governing Council of the ECB decides that the
minimum bid rate on the main refinancing opera-
tions and the interest rates on the marginal lending
facility and the deposit facility will remain
unchanged at 4.25%, 5.25% and 3.25% respectively.

17 September 2001

The Governing Council of the ECB decides to
lower the minimum bid rate on the main refi-
nancing operations by 0.50 percentage point to
3.75%, with effect from the operation to be set-
tled on 19 September 2001. In addition, it decides
to lower the interest rates on both the marginal
lending facility and the deposit facility by 0.50
percentage point, to 4.75% and 2.75% respective-
ly, both with effect from 18 September 2001.

27 September, 11 October,
25 October 2001
The Governing Council of the ECB decides that

the minimum bid rate on the main refinancing
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operations and the interest rates on the marginal
lending facility and the deposit facility will
remain unchanged at 3.75%, 4.75% and 2.75%

respectively.

8 November 2001

The Governing Council of the ECB decides to
lower the minimum bid rate on the main refi-
nancing operations by 0.50 percentage point to
3.25%, starting from the operation to be settled
on 14 November 2001. In addition, it decides to
lower the interest rates on both the marginal lend-
ing facility and the deposit facility by 0.50 per-
centage point, to 4.25% and 2.25% respectively,
both with effect from 9 November 2001.

6 December 2001

The Governing Council of the ECB decides that
the minimum bid rate on the main refinancing
operations and the interest rates on the marginal
lending facility and the deposit facility will
remain unchanged at 3.25%, 4.25% and 2.25%

respectively.

In addition, it decides that the reference value for
the annual growth rate of the broad monetary

aggregate M3 will remain at 4.5%.

3 January 2002

The Governing Council of the ECB decides that
the minimum bid rate on the main refinancing
operations and the interest rates on the marginal
lending facility and the deposit facility will
remain unchanged at 3.25%, 4.25% and 2.25%

respectively.

The Governing Council also decides on an allot-
ment amount of €20 billion per operation for the
longer-term refinancing operations to be conducted
in 2002. This amount takes into consideration the
expected liquidity needs of the euro area banking

system in 2002 and the desire of the Eurosystem
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to continue to provide the bulk of refinancing of
the financial sector through its main refinancing
operations. The Governing Council may adjust the
allotment amount in the course of the year in the
event of unexpected developments in liquidity

needs.
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7 February, 7 March 2002

The Governing Council of the ECB decides that the
minimum bid rate on the main refinancing opera-
tions and the interest rates on the marginal lending
facility and the deposit facility will remain
unchanged at 3.25%, 4.25% and 2.25% respectively.
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Glossary

Collateral: assets pledged as a guarantee for the repayment of short-term loans which credit institutions
receive from central banks, as well as assets sold by credit institutions to central banks as part of repur-

chase agreements.

Community Support Framework (CSF): it is drafted by the Commission of the European Communities
(European Commission) in cooperation with the EU Member State concerned and it is approved by the
Commission. It includes the development strategy of the country, the action lines and the financing

sources (community funding, national public expenditure, private funding).

Deposit facility: a standing facility of the Eurosystem, which counterparties may use to make overnight

deposits at a national central bank and which are remunerated at a pre-specified interest rate.

Deposits redeemable at notice: this category consists of saving deposits for which the holder has to
respect a fixed period of notice before being able to withdraw the funds. In some cases there is the pos-
sibility of withdrawing a certain fixed amount in a specified period or of earlier withdrawal subject to the
payment of a penalty. Deposits redeemable at a period of notice of up to three months belong to M2 (and
hence to M3), while those with a longer period of notice belong to the (non-monetary) longer-term finan-

cial liabilities of the Monetary Financial Institution (MFI) sector.

Effective (nominal/real) exchange rates (EERs): nominal effective exchange rates consist of a geometric
weighted average of various bilateral exchange rates. Real effective exchange rates are nominal effective
exchange rates deflated by a weighted average of foreign, relative to domestic, prices or costs. They are

thus measures of price and cost competitiveness.

EURIBOR (euro interbank offered rate): the rate at which a prime bank is willing to lend funds in euro
to another prime bank. The EURIBOR is computed daily for interbank deposits with a maturity of either
one week or one to 12 months as the average of the daily offer rates of a representative panel of prime

banks, rounded to three decimal places.

Euro area: the area encompassing those Member States in which the euro has been adopted as the
single currency in accordance with the Treaty and in which a single monetary policy is conducted
under the responsibility of the Governing Council of the ECB. The euro area currently comprises
Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands,

Portugal and Spain.

European Central Bank (ECB): the ECB lies at the centre of the European System of Central Banks (ESCB)
and the Eurosystem and has legal personality under Community law. It ensures that the tasks conferred
upon the Eurosystem and the ESCB are implemented either by its own activities or through the national
central banks, pursuant to the Statute of the ESCB and of the ECB.
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European System of Central Banks (ESCB): is composed of the ECB and the national central banks of all
15 Member States, i.e. it includes, in addition to the members of the Eurosystem, the national central banks
of the Member States which have not yet adopted the euro. The ESCB is governed by the Governing Council
and the Executive Board of the ECB, and, as a third decision-making body of the ECB, by the General Council.

Eurosystem: comprises the ECB and the national central banks of the Member States which have adopted
the euro. There are currently 12 national central banks in the Eurosystem. The Eurosystem is governed by
the Governing Council and the Executive Board of the ECB.

Executive Board: one of the decision-making bodies of the ECB. It comprises the President and the Vice-
President of the ECB and four other members appointed by common accord by the Heads of State or

Government of the Member States which have adopted the euro.

General Council: one of the decision-making bodies of the ECB. It comprises the President and the Vice-

President of the ECB and the governors of all 15 EU national central banks.

General government: as defined in the European System of Accounts 1995 (ESA 95), it consists of cen-

tral, state and local government, and social security funds.

Governing Council: the supreme decision-making body of the ECB. It comprises all the members of the
Executive Board of the ECB and the governors of the national central banks of the Member States which

have adopted the euro.

Harmonised Index of Consumer Prices (HICP): the measure of prices used by the Governing Council
for the purpose of assessing price stability. The HICP was developed by the European Commission
(Eurostat) in close liaison with the national statistical institutes and the European Monetary Institute (EMI),
and later the ECB, in order to fulfil the Treaty requirement for a consumer price index constructed on a

comparable basis, taking into account differences in national definitions.

Key ECB interest rates: the interest rates which reflect the stance of the monetary policy of the ECB. At
present, the key ECB interest rates are the minimum bid rate on the main refinancing operations, the inter-
est rate on the marginal lending facility and the interest rate on the deposit facility. Prior to the decision
to conduct the main refinancing operations as variable-rate tenders, the rate on fixed-rate tenders had
played the role of “key rate”. This role is currently performed by the minimum bid rate on the main refi-

nancing operations of the ECB.
Main refinancing operation: a regular open market operation executed by the Eurosystem in the form
of a reverse transaction. Main refinancing operations are conducted through weekly standard tenders and

normally have a maturity of two weeks.

Marginal lending facility: a standing facility of the Eurosystem, which counterparties may use to receive

overnight credit from a national central bank at a pre-specified interest rate against eligible assets.
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Monetary aggregates: currency in circulation plus outstanding amounts of certain liabilities of monetary
financial institutions and central government that have a high degree of “moneyness” (or liquidity in a
broad sense). The narrow monetary aggregate M1 has been defined by the Eurosystem as: currency in
circulation plus euro area residents’ (other than central government) holdings of overnight deposits with
euro area money-issuing institutions. The “intermediate” monetary aggregate M2 comprises M1 plus
deposits with agreed maturity of up to two years and deposits redeemable at notice of up to three
months. The broad monetary aggregate M3 includes M2 plus repurchase agreements, money market fund
shares/units, money market paper and debt securities with a maturity of up to two years. The Governing

Council has announced a reference value for the growth of M3.

Reserve base: the sum of the balance sheet items (in particular: liabilities) which constitute the basis for

calculating the reserve requirement on a credit institution.

Reverse transaction: an operation whereby the central bank buys or sells assets under a repurchase

agreement or conducts credit operations against collateral.

Standing facility: a central bank facility available to counterparties on their own initiative. The Eurosystem

offers two overnight standing facilities: the marginal lending facility and the deposit facility.

TARGET System (Trans-European Automated Real-time Gross settlement Express Transfer system): a
decentralised system consisting of 15 national RTGS (Real-Time Gross Settlement) systems (one in each
of the 15 EU Member States) and the ECB payment mechanism. These are interconnected by common
procedures (Interlinking Mechanism) to allow cross-border express transfers throughout the EU to move

from one system to another.
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Table 1

Consumer price index: general index and basic sub-indices

CPI excluding fresh fruit/

CPI excluding

General index Goods Services vegetables and fuel food and fuel
Percentage Percentage Percentage Percentage Percentage
change change change change change
over over over over over
previous previous previous previous previous
Period (1999=100) | year (1999=100) | year (1999=100) | year (1999=100) | year (1999=100) | year
1999 ........ 99.7 2.6 100.0 1.7 99.3 4.1 99.5 2.9 99.3 3.0
2000 ........ 102.9 3.2 103.4 3.4 102.1 2.8 101.4 2.0 101.3 2.0
2001 ........ 106.4 3.4 106.7 3.2 105.9 3.7 105.3 3.8 105.0 87
2000 I ...... 101.1 2.9 101.4 3.0 100.6 2.8 99.6 1.7 99.3 1.6
M oocooo 103.2 2.7 104.2 2.7 101.8 2.6 101.6 1.6 101.5 1.5
M coooo 102.1 3.0 101.9 3.2 102.3 2.7 101.0 1.6 100.7 1.7
Y ooooo 105.1 4.1 106.2 4.6 103.6 3.2 103.5 2.9 103.6 3.0
2001 I ...... 104.5 3.3 104.4 2.9 104.5 3.9 103.4 3.8 103.0 3.8
n...... 107.0 3.7 108.0 3.7 105.6 3.7 105.4 3.8 105.2 3.6
m ..... 105.9 3.8 105.9 3.9 106.0 3.6 105.0 4.0 104.6 3.9
WV cocoo 108.0 2.7 108.5 22 107.3 3.6 107.3 3.6 107.1 3.4
2000 Jan. .... 100.4 2.6 99.9 2.4 101.1 3.0 99.5 2.0 99.1 1.9
Feb. .... 100.2 2.9 100.1 3.0 100.3 2.8 98.7 1.7 98.1 1.5
March 102.7 3.1 104.2 3.6 100.3 2.5 100.8 1.6 100.6 1.4
Apr. .... 103.2 2.6 104.2 2.9 101.7 2.1 101.4 1.4 101.4 1.2
May 103.5 2.9 104.4 2.8 102.0 3.1 101.6 1.9 101.6 1.7
June 103.1 2.5 104.0 2.5 101.7 2.6 101.7 1.5 101.6 1.5
July 101.3 207/ 100.8 3.0 101.9 2.4 100.1 1.2 99.7 1.3
Aug. 101.4 3.0 100.8 3.2 102.2 2.7 100.3 1.4 99.9 1.5
Sept. 103.5 3.1 103.9 3.3 102.9 2.9 102.5 2.1 102.4 2.3
Oct. . ... 104.7 4.0 105.8 4.8 103.0 3.0 103.1 2.7 103.1 2.8
Nov. 105.2 4.2 106.6 5.1 103.1 3.0 103.3 2.8 103.3 2.9
Dec 105.5 3.9 106.1 4.1 104.6 3.7 104.2 3.4 104.2 3.4
2001 Jan. .... 103.8 3.4 103.2 3.3 104.9 3.7 103.1 3.7 102.7 3.7
Feb. .. .. 103.7 3.5 103.4 3.3 104.2 4.0 102.5 3.9 101.9 3.9
March 105.8 3.0 106.7 2.3 104.4 4.1 104.7 3.9 104.4 3.7
Apr..... 106.8 3.5 107.4 3.1 105.8 4.1 105.4 3.9 105.1 3.7
May 107.2 3.6 108.4 3.8 105.4 3.3 105.2 3.5 105.0 3.3
June 107.1 3.9 108.2 4.0 105.5 3.7 105.6 3.8 105.4 3.8
July 105.2 3.9 104.8 4.0 105.8 3.9 104.2 4.1 103.8 4.1
Aug. 105.3 3.8 104.8 4.0 105.9 3.6 104.4 4.0 103.8 3.9
Sept. 107.3 3.6 107.9 3.8 106.3 3.3 106.4 3.8 106.1 3.6
Qb ooo- 107.6 2.8 108.1 22 106.8 3.7 106.9 87 106.7 3.5
Nov. 107.7 2.4 108.1 1.4 107.1 3.9 107.2 3.8 107.0 3.6
Dec 108.7 3.0 109.2 2.9 108.0 3.3 107.7 3.3 107.5 3.1
2002 Jan...... 108.4 4.4 108.5 5.2 108.4 3.3 106.5 3.3 106.0 3.2
Feb. .. .. 107.3 3.4 106.7 3.1 108.3 3.9 105.7 81 105.2 3.2
Source: Calculations based on NSSG data.
MONETARY POLICY 2001-2002 121



Table 2
Wholesale price index: general index and basic sub-indices

Domestic primary Domestic industrial
General index products’ products’ Exported products Imported products
Percentage Percentage Percentage Percentage Percentage
change change change change change
over over over over over
previous previous previous previous previous
Period (1990=100) | year (1990=100) | year (1990=100) | year (1990=100) | year (1990=100) | year
1999 ........ 192.5 2.1 198.3 3.4 199.6 3.7 184.5 -0.1 184.3 0.5
2000 ........ 207.6 7.8 204.4 3.0 216.5 8.4 203.9 10.5 195.6 6.1
2001 ........ 214.8 3.5 226.4 10.8 223.2 3.1 209.0 2.5 201.5 3.0
2000 I ...... 202.1 7.0 211.9 1.0 209.3 8.2 196.6 9.6 190.9 4.9
Mooocooo 205.8 7.6 207.8 2.7 213.8 8.2 201.5 10.0 194.4 6.0
mnm ..... 209.1 8.3 197.7 9.0 219.3 8.4 205.7 10.6 196.5 6.2
| VAR 213.5 8.4 200.1 0.2 223.4 8.9 211.6 11.7 200.8 7.4
2001 | ...... 211.6 4.7 210.7 -0.6 220.5 5.4 205.8 4.7 200.5 5.0
| [P 216.6 5.3 230.6 11.0 225.2 5.3 211.5 5.0 201.8 3.8
nm..... 215.5 3.1 220.8 11.7 224.7 2.4 210.0 281 202.0 2.8
| VAR 215.5 1.0 243.5 21.7 222.2 -0.5 208.9 -1.3 201.5 0.3
2000 Jan. .... 199.9 6.1 21A7 0.4 207.1 7.4 192.5 8.1 189.3 3.8
Feb. .. .. 202.2 7.2 213.1 -0.1 209.1 8.3 197.3 10.3 191.1 5.3
March .. 204.1 7.8 210.5 2.6 211.6 8.8 200.1 10.6 192.2 5.6
Apr..... 204.7 7.0 216.0 4.0 211.6 7.4 199.4 9.1 193.7 5.7
May . ... 206.4 7.7 213.3 1.7 213.9 8.4 202.2 10.5 194.7 6.2
June ... 206.2 8.0 194.0 2.4 215.9 8.9 202.8 10.3 194.7 6.0
July ... 206.4 7.7 191.9 9.2 216.7 7.8 202.3 9.2 195.0 5.9
Aug. ... 208.0 7.9 199.3 12.9 217.8 7.6 203.9 9.7 196.1 6.2
Sept. ... 212.8 9.2 201.9 5.2 223.5 9.8 210.9 12.8 198.3 6.6
Oct.. ... 214.1 9.5 195.3 -0.8 224.6 10.3 213.6 13.7 201.0 7.9
Nov. ... 214.2 9.0 197.8 0.6 224.4 9.5 213.3 12.8 201.3 7.7
Dec. ... 212.1 6.7 207.1 0.7 221.3 7.0 207.9 8.6 200.2 6.6
2001 Jan. .... 210.1 5.1 207.0 -2.5 218.8 5.6 204.2 6.1 199.9 5.6
Feb. .. .. 212.0 4.8 211.4 -0.8 221.3 5.8 205.5 4.2 200.6 5.0
March .. 212.8 4.3 213.7 1.5 221.5 4.7 207.7 3.8 200.9 4.5
Apr..... 215.2 5.1 222.8 3.1 2243 6.0 209.9 5.3 201.3 3.9
May . ... 217.3 5.3 233.8 9.6 225.9 5.6 212.0 4.8 201.9 3.7
June ... 217.4 5.4 235.1 21.2 225.5 4.4 212.7 4.9 202.3 3.9
July ... 215.6 4.5 222.6 16.0 224.2 3.5 210.8 4.2 202.3 3.7
Aug. ... 214.5 3.1 214.0 7.4 224.1 2.9 208.5 2.3 201.9 3.0
Sept. ... 216.4 1.7 225.8 11.8 225.8 1.0 210.6 -0.1 201.9 1.8
Oct.. ... 214.9 0.4 225.5 15.5 223.1 -0.7 208.8 2.2 202.0 0.5
Nov. ... 214.6 0.2 234.4 18.5 221.7 1.2 208.8 =2.1 201.5 0.1
Dec. ... 217.1 2.4 270.6 30.7 221.9 0.3 209.0 0.5 201.1 0.4

1 For home consumption.
Source: Calculations based on NSSG data.
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Tab

Gross domestic product at market prices

le 3

Billion Annual percentage changes

drachmas (at constant prices of year 1995)

1995 1996 1997 1998 1999 2000 2001
1 Private consumption 19,901.6 2.4 2.7 3.5 2.9 3.3 3.2
2 Public consumption 4,174.1 0.9 3.0 1.7 0.9 0.7 1.8
2.a Individual consumption 1,600.7 3.8 1.3 2.3 -0.4 0.0 0.3
2.b Collective consumption 2,573.4 -0.9 4.1 1.3 1.8 1.2 2.7
3 Gross fixed capital formation 5,066.0 8.4 6.8 10.6 6.2 7.8 7.4
3.aa Byinvestor:  General government 864.0 3.0 12.3 8.3 6.9 4.7 7.4
3.ab Other sectors 4,202.0 9.5 5.8 11.0 6.0 8.4 7.4
2.3.b.a By type: Construction 3,210.5 1.8 7.1 9.2 7.6 2.9 8.6
3.b.b Equipment 1,594.5 23.1 5.2 16.5 1.0 17.2 5.2
3.b.c Other investment 261.0 -0.9 162 | -14.0 34.0 0.0 10.6
4 Change in stocks and statistical discrepancy

(as a percentage of GDP) 85.7 0.4 0.3 0.3 -0.3 0.0 -0.1

5 Domestic final demand 29,227.4 3.3 3.5 4.6 2.7 4.1 3.8
6 Exports of goods and services 4,800.2 3.5 20.0 5.3 8.1 18.9 253
6.a Exports of goods 2,843.2 0.6 2.1 2.7 -4.9 11.8 1.4
6.b Exports of services 1,957.0 7.7 44.3 7.7 20.0 24.0 29
7 Final demand 34,027.6 3.3 5.8 4.7 3.6 6.6 3.6
8 Imports of goods and services 6,792.4 7.0 14.2 9.2 3.6 15.0 1.9
8.a Imports of goods 6,162.2 7.8 6.4 9.4 -5.1 15.8 2.9
8.b Imports of services 630.2 -1.1 96.4 8.5 54.4 12.3 -1.6
9 GDP at market prices 27,235.2 2.4 3.6 3.4 3.6 4.1 4.1
Source: NSSG/National Accounts (provisional estimates for 1999-2001), March 2002.
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Table 4
Balance of payments

(Million euro)

January — November November
1999 2000 2001* 1999 2000 2001*

1 CURRENT ACCOUNT BALANCE (I.A+1.B+I.C+1.D) -4,209.2 -7,353.8 -7,094.3 -1,127.2 -1,308.0 -1,304.7
I.LA TRADE BALANCE (1.A.1-1.A.2) -15,120.2 -20,080.0 | -19,509.7 -1,807.9 -2,013.4 -1,770.6
NON-OIL TRADE BALANCE -13,839.1 | -17,402.2 | -16,859.9 | -1,583.0 -1,621.7 | -1,488.4

OIL TRADE BALANCE -1,281.0 -2,677.8 -2,649.8 -225.0 -391.7 -282.2
.A.1 Exports of goods 7,235.3 10,035.7 10,947.6 727.0 1,070.6 985.9
Fuel 946.0 2,180.4 1,752.2 134.9 226.0 101.9

Other goods 6,289.3 7,855.3 9,195.3 592.1 844.5 884.0

1.A.2 Imports of goods 22,355.5 30,115.7 30,457.3 2,535.0 3,084.0 2,756.6
Fuel 2,227.0 4,858.2 4,402.1 359.9 617.7 384.1

Other goods 20,128.5 25,257.6 26,055.2 2,175.1 2,466.3 2,372.5

I.B SERVICES BALANCE (I.B.1-1.B.2) 6,513.3 8,155.7 8,252.5 488.8 558.2 375.3
1.B.1 Receipts 14,308.1 19,371.5 20,232.3 1,391.4 1,706.7 1,481.7
Travel 7,868.4 9,502.5 9,714.3 571.3 595.9 579.2
Transport 4,246.9 7,826.5 8,431.3 595.4 932.9 721.5

Other services 2,192.8 2,042.4 2,086.7 224.7 177.9 181.0

1.B.2 Payments 7,794.8 11,215.8 11,979.8 902.6 1,148.4 1,106.4
Travel 3,412.9 4,592.6 4,344.5 385.8 396.9 392.4
Transport 1,990.3 4,016.0 4,954.7 259.0 506.7 439.2

Other services 2,391.6 2,607.3 2,680.7 257.9 244.8 274.8

I.C INCOME BALANCE (1.C.1-1.C.2) -606.7 -920.5 -1,802.7 -84.7 -82.3 -171.1
1.C.1 Receipts 2,164.8 2,737.1 1,948.4 225.5 320.5 158.2
Wages, salaries 531.9 576.7 555.5 45.5 59.9 50.4
Interest, dividends, profits 1,632.9 2,160.4 1,392.9 180.0 260.6 107.8

1.C.2 Payments 2,771.6 3,657.6 3,751.2 310.2 402.8 329.4
Wages, salaries 208.5 249.5 257.9 20.5 24.3 21.3
Interest, dividends, profits 2,563.1 3,408.1 3,493.3 289.7 378.5 308.1

I.D CURRENT TRANSFERS BALANCE (1.D.1-1.D.2) 5,004.5 5,491.1 5,965.7 276.6 229.4 261.8
1.D.1 Receipts 5,850.2 6,401.0 6,812.1 467.4 367.3 339.0
General government (mainly transfers from the EU) 3,541.9 3,826.9 4,011.6 253.1 129.0 98.3

Other sectors (emigrants’ remittances etc.) 2,308.3 2,574.1 2,800.4 214.3 238.3 240.7

1.D.2 Payments 845.7 910.0 846.4 190.8 137.9 77.2
General government 184.6 204.8 100.7 123.6 61.7 14.1

Other sectors 661.2 705.1 745.7 67.1 76.2 63.2

I FINANCIAL ACCOUNT BALANCE (I.A+11.B+I11.C+11.D) 3,445.6 8,544.0 5,787.7 762.1 728.5 1,012.5
II.A DIRECT INVESTMENT' 155.9 -1,334.8 1,154.6 -113.0 52.0 145.3
By residents abroad -387.4 -2,247.9 -609.5 =111.1 -30.9 -22.5

By non-residents in Greece 543.4 913.1 1,764.1 -1.9 82.9 167.9

11.B PORTFOLIO INVESTMENT’ 6,258.5 9,386.1 8,120.8 711.0 1,136.6 | -1,873.6
Assets -452.0 -836.3 -291.5 12.0 -283.0 -328.5
Liabilities 6,710.5 10,222.5 8,412.3 699.0 1,419.6 -1,545.1

I1.C OTHER INVESTMENT' -2,419.6 -3,295.5 -9,264.7 -797.9 37.3 2,773.8
Assets -3,5627.3 -0.5 -2,854.3 -380.0 998.9 3,017.6
Liabilities 1,107.5 -3,295.1 -6,410.4 —417.8 -961.6 -243.8
(General government loans) (165.3) (-788.5) (-2,715.1) (-945.7) (-497.3) (—435.8)

I1.D CHANGE IN RESERVE ASSETS 2 -549.1 3,788.2 5,777.0 961.9 -497.4 -33.0
I ERRORS AND OMISSIONS 763.6 -1,190.3 1,306.6 365.1 579.6 292.2
RESERVE ASSETS 18,824.2 17,643.3 7,431.0°

1 (+) net inflow, (-) net outflow.
2 (+) decrease, (-) increase.
3 Reserve assets, as defined by the ECB, do not include:
(a) claims in euro on non-euro area residents,
(b) claims in foreign currency and in euro on euro area residents and
(c) the Bank of Greece participation in the capital and the reserve assets of the ECB.
*  Provisional data.
Source: Bank of Greece.
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Table 5

Monetary aggregates in the euro area’

(Outstanding balances in billion euro, not seasonally adjusted)

Money
Deposits market
with Deposits paper,
agreed redeemable Money and debt
Currency maturity at notice market securities
in Overnight up to two | up to three Repurchase | fund up to two
circulation | deposits | M1 years months M2 agreements | shares/units | years M32
End (6)=(3)+(4) (10)=(6)+(7)
of period M @) B)=(+@2) |4 (5) +(5) @) @8) 9) +@)+9)
1999 ........ 350.0 1,614.5 1,964.5 882.6 1,287.7 4,134.8 143.9 280.0 142.5 4,701.2
2000 ........ 347.6 1,728.7 2,076.3 991.8 1,221.0 4,289.1 174.9 300.1 134.9 4,898.9
2001 ........ 240.2 1,963.6 2,203.8 1,094.3 1,367.2 4,665.3 219.4 393.6 146.7 5,425.0
2000 Jan. ... .. 333.0 1,642.4 1,975.4 864.8 1,288.9 4,129.1 155.0 412.4 87.2 4,783.7
Feb. .... 331.1 1,634.3 1,965.4 879.9 1,278.0 4,123.4 159.5 430.9 90.9 4,804.5
March 334.6 1,642.8 1,977.4 888.2 1,267.5 4,133.1 177.3 443.7 90.7 4,844.8
Apr. .... 337.7 1,680.9 2,018.6 896.3 1,260.1 4,174.9 179.8 451.2 89.7 4,895.7
May 337.5 1,662.8 2,000.3 914.1 1,251.9 4,166.3 181.2 456.7 87.5 4,891.6
June 341.2 1,674.1 2,015.3 912.7 12446 | 4,725 167.3 452.3 86.8 4,878.9
July ..... 343.0 1,672.3 2,015.3 922.8 1,236.8 4,174.9 172.0 463.3 76.7 4,886.9
Aug. . ... 337.9 1,643.1 1,981.0 953.3 1,230.4 4,164.6 169.4 470.6 81.0 4,885.6
Sep 338.9 1,654.4 1,993.4 956.1 1,220.3 4,169.8 171.4 461.5 81.5 4,884.2
Oct. .... 336.7 1,656.8 1,993.6 972.2 1,211.1 4,176.8 170.6 466.5 88.2 4,902.2
Nov. .. .. 336.8 1,675.2 2,012.1 985.4 1,202.0 4,199.5 173.5 463.6 97.3 4,933.9
Dec. .. .. 347.5 1,728.8 2,076.4 990.8 1,221.0 4,288.2 174.9 439.6 106.4 5,009.1
2001 1 Jan.? 355.3 1,743.5 2,098.8 1,027.6 1,271.1 4,397.6 195.2 439.6 106.6 5,138.8
Jan. ... .. 335.2 1,692.7 2,027.9 1,042.1 1,275.0 4,344.9 213.8 456.1 106.9 5121.8
Feb. .... 334.2 1,692.9 2,027.2 1,054.6 1,269.6 4,351.3 215.8 468.8 115.1 5,150.9
March 335.4 1,703.3 2,038.7 1,070.7 1,269.7 4,379.1 225.9 475.2 119.6 5,199.8
Apr. .... 335.3 1,735.8 2,071.2 1,072.0 1,273.3 4,416.5 224.9 476.8 125.3 5,243.6
May 332.0 1,759.1 2,091.1 1,072.9 1,273.1 4,437.2 237.3 480.2 133.9 5,288.6
June 332.1 1,798.4 2,130.6 1,070.3 1,282.9 4,483.8 225.8 485.2 144.6 5,339.3
July .. ... 327.2 1,780.2 2,107.4 | 1,077.2 1,287.1 4,471.7 226.4 493.3 143.2 5,334.7
Aug. . ... 318.4 1,747.4 2,065.8 1,092.7 1,292.8 4,451.3 233.9 499.1 146.6 5,330.8
Sept.* 308.6 1,817.4 2,126.1 1,074.9 1,299.0 4,499.9 229.3 503.6 146.4 5,379.2
Oct. .... 294.7 1,816.1 2,110.8 1,078.9 1,311.5 4,501.1 236.9 386.4 149.8 5,274.3
Nov. .. .. 279.0 1,864.6 2,143.6 1,081.0 1,326.4 4,551.0 229.5 395.2 151.7 5,327.5
Dec. .. .. 240.2 1,963.6 2,203.8 1,094.3 1,367.2 4,665.3 219.4 393.6 146.7 5,425.0

1 Monetary aggregates comprise monetary liabilities of MFls and central government (Postal Savings Bank, Treasury) vis-a-vis non-MFI euro area residents excluding central

government.

2 Excluding non-euro area residents’ holdings of: money market fund units, money market paper, and debt securities up to two years.
3 Data for the euro area until the end of 2000 concern the Euro-11. As from 1 January 2001, they concern the Euro-12.

*  Provisional data.
Source: ECB.
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Table 6
The Greek contribution to the monetary aggregates of the euro area’

(Outstanding balances in billion euro, not seasonally adjusted)

Savings
deposits and
deposits
redeemable | Deposits
at notice up | with agreed
Currency in | Overnight to three maturity up Repurchase
circulation | deposits M1 months to two years | M2 agreements | Other M3
(E)? (:)eriod 1 @ B=Mm+@) @ ®) ©)=C)+@+06) | (7) ® O=0)+(7)+®)
1999 ......... 8.1 141 22.2 47.6 32.7 102.5 11.5 0.2 114.3
2000 ......... 7.7 13.3 21.1 49.9 36.0 106.9 20.3 0.2 127.4
2001 ......... 7.2 16.1 23.3 57.2 33.3 113.8 26.1 0.1 140.0
2000 Jan. ..... 6.6 13.3 19.9 46.6 34.7 101.3 11.8 0.2 113.3
Feb. ..... 6.2 13.5 19.7 46.1 35.0 100.8 12.6 0.2 113.6
March ... 6.4 13.1 19.4 45.8 35.9 101.2 12.6 0.2 114.0
Apr. ..... 7.3 12.8 20.1 46.4 36.8 103.3 14.2 0.2 117.7
May ..... 6.6 12.9 19.5 471 36.4 103.0 14.1 0.2 117.2
June ... .. 7.0 14.7 21.7 48.1 37.3 107.1 15.7 0.2 123.0
July ... 7.3 141 21.4 47.6 34.6 103.6 17.4 0.2 121.2
Aug. ..... 6.9 13.3 20.2 47.8 34.1 102.2 20.3 0.2 122.6
Sept. .... 7.0 12.9 19.8 47.9 35.4 103.1 21.1 0.2 124.3
Oct. ..... 6.7 12.2 18.9 47.3 36.8 103.0 22.3 0.2 125.4
Nov. ..... 6.6 12.5 19.1 471 36.7 103.0 23.2 0.2 126.3
Dec. ..... 7.7 13.3 21.1 49.9 36.0 106.9 20.3 0.2 127.4
2001 Jan. ..... 6.7 12.5 19.2 49.0 34.2 102.4 23.4 0.2 126.1
Feb. ..... 6.5 12.4 18.9 49.1 33.0 100.9 25.1 0.2 126.3
March ... 6.6 11.6 18.2 49.1 32.3 99.6 27.6 0.2 127.3
Apr. ..... 6.9 12.4 19.2 50.0 31.6 100.8 28.8 0.2 129.7
May ..... 6.9 11.8 18.7 50.1 31.0 99.8 29.7 0.2 129.7
June ... .. 7.4 12.4 19.8 51.2 30.7 101.7 30.3 0.2 182N
July ... 7.5 12.5 20.0 51.5 30.2 101.7 31.6 0.2 133.5
Aug. ..... 7.3 12.3 19.6 52.2 29.8 101.6 31.5 0.2 133.2
Sept. .... 7.2 12.2 19.5 52.7 28.4 100.5 31.8 0.2 132.4
Oct. ..... 6.8 12.4 19.3 52.9 28.9 101.1 30.6 0.2 131.8
Nov. ..... 6.7 13.2 19.9 53.7 29.8 103.4 30.5 0.1 134.0
Dec...... 7.2 16.1 23.3 57.2 33.3 113.8 26.1 0.1 140.0

1 The Greek contribution begins upon Greece’s entry into the euro area (1 January 2001). For statistical reasons, however, the data on monetary aggregates were extended
to cover previous years as well.
Source: Bank of Greece.
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Table 7

The Greek contribution to the monetary aggregates of the euro area’

(Outstanding balances in billion drachmas, not seasonally adjusted)

Savings
deposits and
deposits
redeemable | Deposits
at notice up | with agreed
Currency in | Overnight to three maturity up Repurchase
circulation | deposits M1 months to two years | M2 agreements | Other M3
End
of period ) @ B=M+@) @ 6] O=B)+A+06) | 7) ® 9=6+(7+@®)
1999 ... ....... 2,683.0 4,648.4 7,331.5 15,722.5 | 10,800.9 | 33,854.9 3,814.7 80.2 37,749.7
2000.......... 2,637.7 4,540.2 7,177.8 16,992.1 12,269.1 36,439.1 6,910.7 51.3 43,401.1
2001 .......... 2,446.6 5,501.4 7,948.0 19,485.5 11,351.9 38,785.4 8,888.9 46.2 47,720.5
2000 Jan. ..... 2,184.6 4,426.0 6,610.6 15,481.7 11,534.5 33,626.8 3,911.9 75.2 37,613.9
Feb. ..... 2,083.4 4,500.9 6,584.2 15,385.7 | 11,6792 | 33,649.1 42220 73.4 37,9445
March 2,130.3 4,377.4 6,507.7 15,330.0 12,027.3 33,864.9 4,220.6 67.6 38,153.2
Apr. ..... 2,439.1 4,310.6 6,749.7 15,597.3 12,382.1 34,729.0 4,772.8 66.5 39,568.2
May .. ... 2,229.7 4,333.8 6,563.4 15,859.2 | 12,269.0 | 34,691.6 4,742.8 63.7 39,498.1
June .. ... 2,343.6 4,963.9 7,307.5 16215.4 | 12,5492 | 36,072.1 5,284.1 59.7 41,415.9
July ... 2,458.5 4,760.6 7,219.1 16,049.7 11,664.6 34,933.3 5,885.6 56.8 40,875.7
Aug. .. ... 2,340.4 4,478.9 6,819.3 16,155.4 | 11,5225 | 34,497.2 6,849.1 58.3 41,404.6
Sept. 2,368.3 4,365.4 6,733.6 162362 | 11,997.3 | 34,967.1 7,147.5 55.3 42,170.0
©&b 0000 2,270.9 4,152.3 6,423.2 16,066.4 12,489.4 34,979.0 7,562.4 52.9 42,594.3
Nov. .. ... 2,234.7 42733 6,507.9 16,0542 | 12,509.2 | 35,071.4 7,888.4 52.1 43,011.9
Dec. .. ... 2,637.7 4,540.2 7,177.8 16,992.1 12,269.1 36,439.1 6,910.7 51.3 43,401.1
2001 Jan. .. ... 2,290.5 4,266.9 6,557.5 16,698.6 | 11,6483 | 34,904.4 7,987.7 61.8 42,954.0
Feb. ..... 2,209.4 4,219.0 6,428.4 16,722.4 11,240.7 34,391.5 8,566.8 61.5 43,019.9
March 2,248.6 3,936.5 6,185.1 16,739.6 | 11,010.1 33,934.7 9,389.3 60.1 43,384.0
Apr. ..... 2,342.2 4215.9 6,558.2 17,021.0 | 10,754.7 | 34,333.9 9,803.1 60.5 44,197.5
May ..... 2,345.2 4,025.6 6,370.8 17,071.2 10,562.4 34,004.4 10,115.9 60.8 44,181.1
June .. ... 2,515.9 42312 6,747.2 17,4456 | 10,4555 | 34,6482 | 10,311.1 60.2 45,019.6
July ... 2,548.9 4,268.0 6,816.9 17,533.5 | 10,295.8 | 34,6462 | 10,773.2 59.5 45,479.0
Aug. ... .. 2,472.4 4,203.5 6,675.9 17,771.0 10,159.2 34,606.1 10,721.2 59.2 45,386.5
Sept. 2,460.6 4,168.4 6,629.0 17,941.0 9,660.4 | 34,2304 | 10,828.1 58.4 45,116.9
Oct. ..... 2,320.1 42420 6,562.1 18,020.2 9,852.7 34,4350 | 10,432.9 57.4 44,9253
Nov. ..... 2,268.4 4,509.9 6,778.3 18,296.0 10,153.5 35,227.7 10,376.0 45.9 45,649.3
Dec. .. ... 2,446.6 5,501.4 7,948.0 19,4855 | 11,3519 | 38,785.4 8,888.9 462 47,720.5

1 The Greek contribution begins upon Greece’s entry into the euro area (1 January 2001). For statistical reasons, however, the data on monetary aggregates were extended
to cover previous years as well.
Source: Bank of Greece.
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Table 8
Deposits of domestic firms and households, by currency and type

(Outstanding balances in billion drachmas, not seasonally adjusted)

Breakdown by currency Breakdown by type
Deposits Deposits

End Total in drachmas and in other Sight Savings Time

of period deposits euro' currencies deposits deposits deposits?

T8 c0000000000 30,860.4 24,170.2 6,690.2 3,844.3 16,069.6 10,946.6

2000 ........... 33,345.4 25,408.8 7,936.6 3,750.6 17,350.3 12,244.5

2001 ........... 36,066.6 28,336.0 7,730.6 4,588.9 19,873.6 11,604.1

2000 Jan. ....... 31,071.4 24,176.3 6,895.2 3,658.6 15,825.1 11,587.7
Feb. ....... 31,008.4 23,906.9 7,101.4 3,537.6 15,730.5 11,740.3
March ..... 31,327.6 23,881.1 7,446.5 3,561.7 15,673.5 12,092.4
Ao 0000000 31,889.4 24,056.6 7,832.8 3,510.7 15,939.7 12,438.9
May ....... 32,052.3 24,250.4 7,801.9 3,533.8 16,203.5 12,315.1
June . ...... 33,203.6 24,888.4 8,315.2 4,054.8 16,565.5 12,583.3
July ... 32,004.9 24,433.3 7,571.6 3,946.2 16,399.1 11,659.6
Aug. . ...... 31,561.8 24,226.2 7,335.6 3,568.2 16,504.9 11,488.7
S cooooo 32,008.1 24,272.7 7,735.4 3,484.8 16,581.4 11,941.9
@b 0000000 32,126.1 23,855.6 8,270.5 3,284.4 16,405.7 12,436.0
Nov. ...... 32,116.9 23,859.2 8,257.7 3,305.1 16,395.0 12,416.8
Dec. ...... 33,345.4 25,408.8 7,936.6 3,750.6 17,350.3 12,244.5

2001 Jan. ....... 32,294.3 24,595.7 7,698.6 3,408.9 17,070.6 11,814.8
Feb. ....... 31,942.7 24,566.2 7,376.5 3,414.3 17,078.9 11,449.5
March ..... 31,466.9 24,226.8 7,240.1 3,194.9 17,093.4 11,178.6
Ao 6000000 31,786.0 25,104.0 6,682.0 3,458.5 17,375.2 10,952.3
May ....... 31,368.6 24,822.8 6,545.8 3,244.7 17,433.1 10,690.8
June . ...... 31,826.1 25,287.2 6,538.9 3,452.6 17,814.5 10,559.0
July ..., 31,784.5 25,440.1 6,344.4 3,457.3 17,898.8 10,428.4
Aug. . ...... 31,779.3 25,538.4 6,240.9 3,348.4 18,135.7 10,295.2
Sept. ...... 31,490.3 25,352.0 6,138.3 3,356.3 18,308.4 9,825.6
@b 0000000 31,875.5 25,588.3 6,287.2 3,450.1 18,391.0 10,034.4
Nov. ...... 32,753.8 26,300.9 6,452.9 3,734.0 18,669.8 10,350.1
Dec. ...... 36,066.6 28,336.0 7,730.6 4,588.9 19,873.6 11,604.1

1 Including deposits in the other legacy currencies.
2 Including blocked deposits.
Source: Bank of Greece.
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Table 9

ECB and Bank of Greece interest rates

(Percentages per annum)

1. ECB interest rates

2. Bank of Greece interest rates

Overnight Overnight
Main Marginal deposit deposit 14-day
With Deposit refinancing | lending With facility — facility — intervention | Lombard
effect from’ facility operations® | facility effect from first tier* second tier* | rate rate
1999 1 Jan. 2.00 3.00 4.50 1999 14 Jan. 11.50 9.75 12.00 13.50
4 Jan? 2.75 3.00 3.25 21 Oct. 11.00 9.75 11.50 13.00
22 Jan. 2.00 3.00 4.50 16 Dec. 10.25 9.25 10.75 12.25
9 Apr. 1.50 2.50 3.50 27 Dec. 10.25 9.00 10.75 11.50
5 Nov. 2.00 3.00 4.00
2000 4 Feb. 2.25 3.25 4.25 2000 27 Jan. 9.50 8.50 9.75 11.00
17 March 2.50 3.50 4.50 9 March 8.75 8.00 9.25 10.25
28 Apr. 2.75 3.75 4.75 20 Apr. 8.00 7.50 8.75 9.50
9 June 3.25 4.25 5.25 29 June 7.25 - 8.25 9.00
28 June® 3.25 4.25 525 6 Sept. 6.50 - 7.50 8.25
1 Sept. 3.50 4.50 5.50 15 Nov. 6.00 - 7.00 7.75
6 Oct. 3.75 4.75 5.75 29 Nov. 5.50 - 6.50 7.25
13 Dec. 4.75 - 5.75 6.50
27 Dec. 3.75 - 4.75 5.75
2001 11 May 3.50 4.50 5.50
31 Aug. 3.25 4.25 5.25
18 Sept. 2.75 875 4.75
9 Nov. 2.25 3.25 4.25

1 The date refers to the deposit and marginal lending facilities. For main refinancing operations, unless otherwise indicated, changes in the rate are effective from the first

operation following the date indicated, with the exception of the change on 18 September 2001, which was effective on that same day.

2 On 22 December 1998 the ECB announced that, as an exception measure between 4 and 21 January 1999, a narrow corridor of 50 basis points would be applied between

the interest rates for the marginal lending facility and the deposit facility, aimed at facilitating the transition to the new regime by market participants.

3 Until 21 June 2000: fixed rate tenders, from 28 June 2000: minimum bid rate in variable rate tenders.

4 On 29 June 2000 the second tier of the deposit facility was abolished; the interest rate thereafter applies to the unified deposit acceptance account.

Sources: ECB and Bank of Greece.

MONETARY POLICY 2007-2002

129



Table 10
Money market interest rates

(Percentages per annum, period averages)

Overnight 1-month 3-month 6-month 9-month 12-month
Period deposits’ deposits* deposits? deposits? deposits? deposits?
1999 ............ 10.34 10.41 10.33 10.00 9.68 9.41
2000 ............ 8.24 8.28 7.89 7252 6.90 6.55
2001 ............ 4.39 4.33 4.26 4.16 4.10 4.09
2000 Jan. ........ 9.40 9.46 9.13 8.69 8.30 7.92
Feb. ....... 9.17 9.16 8.72 8.17 7.70 7.24
March ... ... 9.09 9.33 8.90 8.14 7.54 7.03
Apr. ....... 8.47 8.95 8.69 7.99 7.39 6.81
May ....... 8.65 8.77 8.50 7292 7.39 6.88
June ....... 8.41 8.74 8.41 7.84 7.30 6.81
July ..o 7.99 8.31 8.16 7.70 7.10 6.66
Aug. ....... 8.26 8.29 8.06 7.48 6.88 6.51
Sept. ....... 7.91 7.91 7.57 6.72 6.36 6.19
Oct. ....... 7.79 7 7.03 6.22 5.96 5.87
Nov. ....... 7.58 7.20 6.25 5.86 5.73 5.64
Dec. ....... 6.20 5.50 5.20 5.14 5.10 5.08
2001 Jan. ........ 4.75 4.81 4.77 4.68 4.60 4.58
Feb. ....... 4.99 4.80 4.76 4.67 4.61 4.59
March ... ... 4.78 4.78 4.71 4.58 4.49 4.47
Apr. ....... 5.06 4.79 4.69 4.57 4.50 4.49
May ....... 4.65 4.67 4.64 4.57 4.53 4.53
June ....... 4.54 4.53 4.45 4.35 4.33 4.31
July ..o 4.51 4.52 4.47 4.39 4.33 4.31
Aug. ....... 4.49 4.46 4.35 4.22 4.14 4.1
Sept. ....... 3.99 4.05 3.98 3.88 3.80 3.77
Oct. ....... 3.97 8.72 3.60 3.46 3.39 3.37
Nov. ....... 3.51 3.43 3.39 3.26 3.20 3.20
Dec. ....... 3.34 3.42 3.34 3.26 3.25 3.30
2002 Jan. ........ 3.29 3.35 3.34 3.34 3.39 3.48

1 Until December 2000: interbank overnight rate in Greece. As from January 2001: euro overnight index average (EONIA).
2 Until December 2000: interbank rates (ATHIBOR). As from January 2001: euro interbank offered rates (EURIBOR).
Sources: Bank of Greece and Bloomberg.
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Table 11
Total bank lending to the private sector’

(Balances in billion drachmas)

| Branches of economic activity
End dr:fachmas, In other Agricul- Consumer
of period Total euro currencies | ture Industry? Trade Housing credit Other
1996 ........ 9,676.1 7,362.2 2,313.9 1,087.6 3,028.9 1,890.4 1,554.4 574.5 1,540.3
1997 ........ 11,145.8 8,407.5 2,738.3 1,118.4 3,185.4 2,316.9 1,924.4 731.6 1,869.1
1998 ........ 12,817.7 9,703.1 3,114.6 1,128.1 3,200.0 2,971.5 2,332.3 1,000.6 2,185.2
1999 ........ 14,636.6 | 10,796.3 3,840.3 1,231.9 3,571.6 3,141.1 2,927.9 1,315.9 2,448.2
2000 ........ 18,810.4 13,609.4 5,201.0 1,323.8 4,028.9 4,216.5 3,840.9 1,878.0 3752243
2001* ........ 24,255.7 | 21,893.8 2,361.9 1,269.0 4,298.5 5,289.9 5,333.5 2,675.6 5,389.2
2000 Jan....... 14,901.2 | 10,978.4 3,922.8 1,207.0 3,540.9 3,261.4 2,979.5 1,338.2 2,574.2
Feb. ..... 15,080.1 11,038.1 4,042.0 1,166.2 3,469.4 3,405.8 3,036.0 1,367.9 2,634.8
March. . .. 15,108.4 10,941.8 4,166.6 1,181.1 3,453.0 3,457.4 3,031.5 1,345.9 2,639.5
Apr. ..... 15,716.5 | 11,349.8 4,366.7 1,210.1 3,572.5 3,583.0 3,096.2 1,372.4 2,882.3
May ..... 15,990.3 11,496.8 4,493.5 1,224.1 3,5673.2 3,633.4 3,168.6 1,418.8 2,972.2
June . .... 16,472.7 | 11,934.0 4,538.7 1,235.1 3,638.9 3,781.0 3,252.9 1,471.8 3,093.0
July...... 16,854.2 12,140.1 4,714.1 1,251.0 3,661.7 3,904.2 3,344.4 1,523.9 3,169.0
Aug. .. ... 17,340.4 | 12,337.5 5,002.9 1,259.6 3,708.5 3,942.7 3,503.0 1,614.4 3,312.2
Sept...... 17,9319 | 12,706.6 5,225.3 1,266.2 3,847.9 4,130.7 3,587.8 1,647.1 3,452.2
Oct. ..... 18,290.9 12,787.5 5,503.4 1,323.6 3,866.8 4,162.3 3,686.4 1,733.1 3,518.7
Nov...... 18,575.9 | 13,039.4 5,536.5 1,293.9 4,008.8 4,200.8 3,769.7 1,798.5 3,504.2
Dec...... 18,810.4 13,609.4 5,201.0 1,323.8 4,028.9 4,216.5 3,840.9 1,878.0 3,522.3
2001 Jan....... 19,402.0 16,496.8 2,905.2 1,298.1 3,958.5 4,215.3 3,933.2 1,908.6 4,088.3
Feb. ..... 19,677.7 16,857.9 2,819.8 1,268.9 4,025.6 4,216.7 4,012.3 1,947.6 4,206.6
March. ... | 203026 | 17,510.0 2,792.6 1,318.4 4,079.5 4,338.2 4,112.0 2,035.5 4,419.0
Apr. ..... 20,516.5 17,796.3 2,720.2 1,348.5 4,021.6 4,333.0 4,200.5 2,081.7 4,531.2
May,. . ... 21,225.7 | 18,300.3 2,925.4 1,307.8 4,151.9 4,640.9 4,345.5 2,154.3 4,625.3
June . .... 21,826.1 18,982.1 2,844.0 1,295.7 4,257.3 4,808.2 4,452.2 2,236.9 4,775.8
July...... 22,117.9 | 19,366.2 2,751.7 1,297.4 4,331.9 4,775.5 4,610.9 2,292.4 4,809.8
Aug. .. ... 22,2706 | 19,626.0 2,644.6 1,283.7 4,303.7 4,781.2 4,722.7 2,346.8 4,832.5
Sept...... 22,820.1 20,206.0 2,614.1 1,302.3 4,376.5 4,926.2 4,856.0 2,425.3 4,933.8
Oct. ..... 23,0642 | 20,568.7 2,495.5 1,272.9 4,333.8 4,944.5 5,007.6 2,514.6 4,990.8
Nov...... 23,659.7 21,150.3 2,509.4 1,249.5 4,338.8 5,028.1 5,175.2 2,567.7 5,300.4
Dec...... 24,255.7 | 21,893.8 2,361.9 1,269.0 4,298.5 5,289.9 5,333.5 2,675.6 5,389.2

1 As of January 2001, loans in euro and in the euro legacy currencies were deducted from foreign currency loans and added to drachma loans. Besides, loans to residents
came to include the balance of loans to off-shore companies.

2 Including mining and small-scale manufacturing.
Provisional data.

Source: Bank of Greece.
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Table 12
Greek government paper yields

(Percentages per annum, period averages)

Yield on Yield on drachma bonds
one-year
Period Treasury bills 3-year 5-year 7-year 10-year 15-year 20-year
TEED coooooacooo 8.95 7.49 6.58 6.47 6.30 6.48 -
2000 ........... 6.22 5.99 5.98 6.05 6.10 6.26 6.35
2001 ........... 4.08 4.28 4.58 4.82 5.30 5.51 5.76
2000 Jan......... 7.42 6.71 6.47 6.53 6.60 6.75 6.79
Feb. ....... 6.84 6.35 6.31 6.42 6.48 6.59 6.62
March .. .... 6.64 6.09 6.09 6.16 6.24 6.34 6.41
Apr. ....... 6.40 5.93 5.95 6.01 6.09 6.21 6.28
May ....... 6.48 6.22 6.21 6.23 6.18 6.34 6.39
June ... 6.44 6.14 6.08 6.12 6.06 6.22 6.27
July ... 6.36 6.15 6.09 6.13 6.08 6.23 6.32
Aug. ....... 6.27 6.12 6.04 6.08 6.04 6.14 6.25
S8 0000000 5.90 5.90 5.95 6.00 6.05 6.17 6.29
Oct. ....... 5.59 5.68 5.77 5.86 5.97 6.17 6.32
Nov. ....... 5.41 5.52 5.62 5.73 5.87 6.14 6.32
Dec. ....... 4.89 5.02 5.21 5.31 5.54 5.85 6.05
2001 Jan......... 4.57 4.66 4.91 5.03 5.35 5.61 5.81
Feb. ....... 4.59 4.66 4.90 5.04 5.35 5.56 5.78
March ...... 4.47 4.50 4.73 4.94 5.28 5.49 5.71
Apr. ....... 4.48 4.53 4.79 5.00 5.39 5.55 5.77
May ....... 4.52 4.59 4.89 5.08 5.54 5.70 5.92
June ....... 4.31 4.40 4.73 4.99 5.48 5.66 5.91
July ... 4.31 4.39 4.75 5.00 5.52 5.71 5.94
Aug. ....... 4.11 4.17 4.52 4.80 5.33 5.56 5.82
SE 0000000 3.77 3.78 4.27 4.64 5.31 5.55 5.88
Oct. ....... 3.37 3.40 3.97 4.39 5.07 5.30 5.64
Nov. ....... 3.20 4.12 4.14 5.07 4.90 5.10 5.36
Dec. ....... 3.30 4.15 4.37 4.73 5.13 5.28 5.52
2002 Jan......... 3.48 4.27 4.51 4.95 5.24 5.36 5.55

Source: Bank of Greece.
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Table 13

Bank deposit and lending rates in Greece

(Percentages per annum, period averages)

Deposit rates

Lending rates

Loans to firms

Loans to households

12-month time
Period Sight deposits Savings deposits | deposits Short-term Long-term Consumer' Housing?
I8 co0000000000 3.41 8.03 8.67 15.00 13.53 20.41 12.62
2000 ........... 2,79 5.71 6.14 12.33 11.52 17.00 9.76
2001 ........... 1.45 2.40 3832) 8.58 8.66 13.35 6.45
2000 Jan......... 3.38 7.50 7.74 14.15 13.04 19.86 11.72
Feb. ....... 3.44 6.97 6.97 13.71 12.50 19.66 11.15
March . ... .. 3.01 6.64 6.65 13.49 12.95 19.22 10.66
Apr. ....... 3.04 6.32 6.32 12.80 12.08 18.54 10.19
May ....... 2.97 5.96 6.17 12.64 11.45 17.90 9.87
June ....... 2.50 5.95 6.20 12.46 11.56 17.82 9.74
July ... 2.41 5.51 5.97 12.18 11.31 15.87 9.55
Aug. ....... 2.37 5.45 5.96 12.13 11.29 15.48 9.40
Sept. ....... 2.48 5.03 5.80 11.78 11.45 15.15 9.15
@@ 0000000 2.46 4.78 5.63 11.28 10.51 14.96 8.85
Nov. ....... 2.47 4.62 5.42 11.14 10.28 14.85 8.68
Dec. ....... 2.23 3.76 4.82 10.15 9.77 14.71 8.20
2001 Jan......... 1.66 2.93 3.84 9.40 9.12 14.37 7.31
Feb. ....... 1.62 2.69 3.74 9.10 9.31 14.25 6.89
March . ..... 1.60 2.70 3.71 8.78 8.99 13.93 6.70
Apr. ....... 1.69 2.71 3.62 8.88 9.08 13.80 6.60
May ....... 1.54 2.57 3.64 8.87 8.98 13.53 6.55
June ....... 1.52 2.47 3.57 8.65 8.69 13.25 6.49
July ... 1.42 2.46 3.55 8.64 8.61 12.97 6.50
Aug. ....... 1.51 2.47 3.45 8.59 8.74 12.94 6.48
Sept........ 1.31 2.30 3.05 8.35 8.38 13.07 6.38
@8k cocoooo 1.09 1.93 2.71 8.08 8.33 12.76 6.00
Nov. ....... 1.28 1.90 2.51 7.87 8.00 12.68 5.77
Dec. ....... 1.20 1.69 2.41 7.79 7.65 12.65 5.78

1

Average rate on all categories of consumer loans.
2 Average rate on variable-rate housing loans with a maturity of over 5 years.

Source: Bank of Greece.
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