





MONETARY SYSTEM AND POLICY IN GREECE

THE "HARD DRACHMA" POLICY THE ROAD TO THE EMU
dest : e . o : HesE S . :
Euﬁ The stagflation of the 1980s, in conjunction with the decision to liberalise markets in [Exan] In December 1991, the EU Member States decided in Maastricht to establish an

the EU, led the Bank of Greece to speed up structural reforms in the banking system
and adopt stricter macroeconomic objectives, such as lowering inflation and containing
the deficit of the balance of payments.

Commercial banks' portfolio management was liberalised. Free interbank lending
was allowed and lending rates were fully deregulated. A tight monetary policy, coupled
with still high fiscal deficits, favoured high real interest rates.

A policy of limited sliding of the drachma was pursued, i.e. the drachma was allowed
to depreciate at a rate lower than inflation (*hard drachma” policy), in an effort to
control inflation. In addition, this policy contained the public debt (still growing due to
the devaluation of the currency), at the cost of a deteriorating balance of payments. The
public debt as a percentage of GDP persisted above 100%, while the current account
deficit rose from 0.8% of GDP in 1987 to 4.3% in 1989.

The European Council, Strasburg, 8-9 December 1989

Economic and Monetary Union on the basis of certain fiscal and monetary criteria.
The adaptation of the Greek economy to the new situation called for immediate action
in line with European developments, warranting a policy to reduce fiscal deficits and
implement privatisations. In August 1992, a number of measures were announced
and a new convergence programme was prepared, based on higher indirect taxes
and privatisations of loss-making firms. At the same time, automatic indexation of
wages was abolished and markets subject to price controls were liberalised.

The Bank of Greece's objectives were to achieve disinflation and promote money and
capital market development. In January 1994, Stage Il of the EMU started and a few
months later the drachma temporarily came under strong pressure; to counter this,
the Bank of Greece drastically raised lending rates to credit institutions. In the next
three years (1995-1997), a policy of limited sliding of the drachma was pursued, while
setting an intermediate monetary target. The Bank of Greece's intervention rates,
through which it absorbed liquidity on the interbank market, proved a key instrument
for controlling liquidity.

Hellenic Republic, 500-drachma commmemorative coin, 1993



MONETARY SYSTEM AND POLICY IN GREECE
FROM THE DRACHMA TO THE EURO

DISINFLATION AND GROWTH — RECOGNITION OF THE INDEPENDENCE

OF THE BANK OF GREECE
E"ﬁM licy shouldered fth ight of th ffort. In 1995 Lpe With th break of the fi ial crisis in South Asia in 1997, the drach
aan onetary policy shouldered most of the weight of the convergence effort. In , I—*,_,’—l ith the outbreak of the financial crisis in Southeastern Asia in , the drachma

inflation dropped to 8.9%, from 10.9% in 1994, and then kept on declining, to reach

2.1% in 1999. Moreover, economic growth continued its uphill course throughout the
second half of the 1990s, coming to 4.5% in 2000.

Regarding structural reforms in the financial system, after the abolition of foreign
exchange restrictions in current account transactions (e.g. tourist exchange) and the
completion of interest rate deregulation, capital account restrictions were removed
for transactions with non-EU countries as well, and commercial banks’ compulsory
investment in government paper was abolished.

In December 1995, the European Council finalised the scenario of transition to Stage |lI
of the EMU and decided that the single currency would be called “euro”. In June 1997,
the Amsterdam European Council adopted the Stability and Growth Pact, under which
governments were committed to continued fiscal discipline.

In December 1997, a new central banking regime was introduced: most importantly,
the Bank of Greece became independent, as required by the Treaty on European
Union. Since 1994, the Bank of Greece no longer financed the government; it continued
to act as treasurer and fiscal agent of the government and managed the government
paper portfolio in which public organisations’ reserves kept with the Bank of Greece
are invested. At the same time, the monetary policy objective was modified decisively.
Now its main objective was to maintain the stability of the general level of prices.

In order to join the Eurosystem, the Bank also had to change its monetary policy
instruments. This procedure had already begun at the start of Stage Il of the EMU
(1994). The monetary policy instruments under the operational framework of the
Eurosystem, inaugurated in 1998, are open market operations, standing facilities and
minimum reserve requirements. Open market operations comprise main refinancing
operations, longer-term refinancing operations, fine-tuning operations and structural
operations. Standing facilities comprise the marginal lending facility and the deposit
facility. The reserve requirement system contributes to maintaining a liquidity
shortfall in the money market and lowering interest rate volatility. The Bank of Greece
phased in the relevant adjustments. It was necessary to bring the Bank of Greece's
monetary policy instruments in line with those of the Eurosystem in time by 1 January
2001, when, as the ECOFIN Council had decided, the euro would be introduced as a
scriptural currency in Greece.

came under pressure. The Bank of Greece responded by raising interest rates
drastically in order to support the exchange rate; at the same time, efforts were made
to achieve the drachma’s prompt admission to the Exchange Rate Mechanism (ERM-
1). The drachma was devalued by 12.3% to 357 drachmas per ECU. It joined the ERM-1
in March 1998, with a fluctuation band of +15% around its central parity. Regarding
economic policy, fiscal adjustment and structural reforms in preparation for Stage

Il of the EMU were continued. In January 2000, the drachma's central parity was
realigned to 340.75 drachmas per euro. Ever since then, the market-set drachma/
euro exchange rate gradually converged towards its conversion rate.

In March 2000, Greece applied for euro area entry and was admitted to the euro area
by the EU Summit in Santa Maria da Feira, Portugal, in June. Under the decision to
admit Greece to the euro area, the drachma’s conversion rate was irrevocably fixed at
1 euro = 340.75 drachmas. On 1 January 2001, the euro was introduced as a scriptural
currency in Greece, and on 1 January 2002 the euro cash changeover took place in

all the euro area countries. After a two-month dual circulation period, the drachma
ceased to be legal tender and was replaced with the euro.

Hellenic Republic, 1-drachma coin, 1986

Hellenic Republic, T-euro coin, 2002
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MILESTONES ON THE ROAD TO EUROPEAN MONETARY INTEGRATION
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In a speech in the League of Nations, Gustav Stresemann, German foreign minister,

calls for a European currency against the background of an increased economic
division due to a number of new nation states in Europe after the Treaty
of Versailles.

In September 1946 Winston Churchill calls for a “United States of Europe” in a
speech in Zurich. Churchill advocates as a first step a closer cooperation between
Germany and France. He closes with the words: “Therefore | say to you: let Europe
arisel”

On 9 May 1950 (which was later considered the birth date of the European Union)
Robert Schuman, the French Foreign Affairs Minister, announces an unprecedented
plan to place the Franco-German coal and steel production under an independent
supranational structure, the "High Authority”, open to the participation of the

other countries of Europe. The plan is based on an idea by Jean Monnet, French
economist and statesman, and it is immediately welcomed enthusiastically by the
German Chancellor Konrad Adenauer.

As Monnet points out: “If ... the victors and the vanquished agreed to
exercise joint sovereignty over part of their joint resources....then a solid
link would be forged between them, the way would be wide open for
further collective action, and a great example would be given to the other
nations of Europe.”
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The European Coal and Steel Community (ECSC) is established for 50 years by
Belgium, Germany, France, ltaly, Luxembourg and the Netherlands. The intentions
of the ECSC founders are twofold: the pooling of the coal and steel resources of the
Member States and the launch of a European unification process.

On 25 March 1957 the Treaties of Rome are signed. They are envisaged to enter
into force in January 1958 and comprise:

v’ aTreaty establishing the European Economic Community (EEC), aiming at
realising a customs union and a common agricultural market; and

v’ aTreaty establishing the European Atomic Energy Community (EAEC or
Euratom).

The Treaties are accompanied by a Convention on certain institutions common to
the European Communities.

With the Athens Agreement of July 1961, Greece had become an Associate
Member of the European Economic Community. The Association Agreement
comes into force in November 1962 providing for a customs union between Greece
and the Community at the end of a 22-year transitional period as well as for the
conclusion of a financial protocol and the harmonisation of certain policies in the
areas of agriculture and taxation. The free movement of persons, services and
capital is to take effect at the end of a 12-year period. Article 72 of the Association
Agreement also acknowledges that Greece will, eventually, accede to the
Community.

In 1969 the European Commission had submitted a plan (the Barre Plan) which
proposed greater economic coordination and the creation of a distinct monetary
identity in the Community. On the basis of this plan, the Council mandates a
committee, chaired by the Luxembourg Prime Minister and Minister for Finance,
Pierre Werner, to lay out the options for the realisation in stages of an economic
and monetary union among the six Member States. The so-called "Werner Report”,
the first "blueprint” for a monetary union, is submitted to the Council in October
1970, after consultation with the Committee of Governors of the Central Banks.

The Werner Report

The Werner Report (1970) proposes to create economic and monetary
union in three stages by 1980, i.e. within a ten-year period. Its aim is to
achieve free movement of capital and to limit fluctuations in exchange
rates between European currencies by making use of a reserve fund.
Economic and Monetary Union (EMU] will be completed when exchange
rates are irrevocably fixed and a single currency is introduced.
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As a follow-up to the Werner Report, the Member States agree in March 1971 to
realise an economic and monetary union. As part of the first stage, they establish
a Community system for the progressive narrowing of the fluctuation margins
of the members’ currencies, the "snake”, in a context of increasing instability in

international markets after the abandonment of the Bretton Woods system in 1971.

73

In April 1973 the European Monetary Cooperation Fund (EMCF) is set up as
the nucleus of a future Community organisation of central banks. The United
Kingdom, Ireland and Denmark join the European Communities in their first
enlargement on 1 January 1973.

79

On 13 March 1979 the European Monetary System (EMS] is established. It includes

(i) a basket currency ('ECU", (i) an Exchange Rate Mechanism (ERM], which features
fixed but adjustable central rates between participating Coommunity currencies

with fluctuation margins around the central rates of +2.25% (parity grid), and

(i) the European Monetary Cooperation Fund.

In the second enlargement of the Community, Greece becomes the 10th Member
State on 1 January 1981.

Greece joins the European Community

Greece officially submits its application to the European Economic
Community (EEC) in June 1975. Ongoing accession negotiations had
been interrupted during the dictatorship of 1967-1974. In February
1976, the Council of Ministers approves Greece's application. After
completion of the accession negotiations, the Treaty of Accession is
signed in Athens in May 1979. The Greek Parliament ratifies the Act of
Accession on 28 June 1979.

In general terms, Greece is granted a transitional period of five years
in which to adapt its economy to Community rules. Nevertheless, a
number of elements of accession are made subject to a seven-year
transitional period. The free movement of Greek workers and of
agricultural products does not come into force until 1 January 1988.
For a transitional period Greece is also exempted from part of the
payments relating to value added tax (VAT).

“Let us therefore welcome Ulysses of Ithaca, and pay tribute to his
resourcefulness and spirit of adventure, two things Europe needs so
badly, today more than ever!” [Emanuele Gazzo, «Greece's merchant
fleet and the Community», Europe, No 3117, 10.4.1981]

Spain and Portugal join the Community.

The Single European Act (SEA] comes into force on 1 July 1987. The Act had been
signed in February 1986 by the Foreign Ministers of the Community and envisages
the completion of the single market by end-1992. In addition, it reaffirms the need
for the Community's monetary capacity for achieving economic and monetary
union.

In June 1988 the Hannover European Council authorises the European Commission,
under its President Jacques Delors, to propose practical measures that would lead
to the adoption of a single currency: The full benefits of the internal market would be
difficult to achieve with the relatively high business costs created by the existence

of several currencies and unstable exchange rates. According to the Delors Report,
submitted in April 1989 and envisaging the achievement of Economic and Monetary
Union in three stages, "Economic and Monetary Union in Europe would imply
complete freedom of movement for persons, goods, services and capital, as well as
irrevocably fixed exchange rates between national currencies and, finally, a single
currency’.

The first stage of Economic and Monetary Union (EMU), envisaged by the Delors
Report, starts on 1 July 1990. On this date all restrictions on the movement of
capital between Member States are to be abolished. The process by this date was
in fact completed in 8 out of 12 Member States. The Committee of Governors of the

central banks of the Member States of the EEC are given additional responsibilities,

in order to promote the coordination of their national monetary policies.

The Treaty on European Union (TEU) is agreed in December 1991 and signed in

Maastricht on 7 February 1992. However, owing to delays in the ratification process,

the Treaty (which replaces the term "European Economic Community” with the
term "European Community” and introduces, inter alia, the Protocol on the Statute
of the European System of Central Banks and of the European Central Bank and
the Protocol on the Statute of the European Monetary Institute) does not come into
force until T November 1993. The Treaty of Maastricht allows for the derogation of
the United Kingdom and Denmark from the third stage of Economic and Monetary
Union. It is ratified in Greece through a parliamentary vote on 31 July 1992.

@90
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Stage Il of EMU is launched on 1 January 1994. The European Monetary Institute
(EMI) is established to start preparations for Stage Ill of EMU. Its two basis tasks
are in the fields of:

(i) strengthening central bank cooperation and monetary policy coordination;

(i) making necessary preparations for establishing the European System of
Central Banks (ESCB], for the conduct of the single monetary policy and for the
launch of the single currency.

A central role is assigned to the avoidance of excessive fiscal deficits. Moreover,
the compliance of EU Member States with the prohibitions of monetary financing
and privileged access is monitored.

Abolition of capital controls in Greece

All medium- and long-term capital movements from Greece are
liberalised vis-a-vis the Community Member States already in 1993.
However, some short-term capital movements remain subject to
restrictions until 30 June 1994, in accordance with Directive 122/1992 of the
Council.

In 1994 capital movements liberalisation is completed with the removal

of controls on short-term capital. Controls are only retained vis-a-vis third
countries on inward investment in certain "sensitive sectors” (e.g. direct
investment in border areas, participations in broadcasting) in Greece. In
the run-up to the completion of capital movements liberalisation, the Bank
of Greece takes all necessary measures (exchange market interventions,
interest rate increases) to relieve excessive pressures on the drachma
exchange rate. In fact, to defuse market anticipations of drachma
depreciation, the Greek Government brings forward the completion of

capital liberalisation, both vis-a-vis the European Union and third countries,

to 16 May 1994.

o

On 1 January 1995, Austria, Finland and Sweden join the European Union, which
thereby expands from 12 to 15 Member States.

The Bank of Greece becomes independent.

The Law on the independence of the Bank of Greece

The Statute of the Bank of Greece is amended to meet the
requirements of the Treaty of the European Union. Price stability is
now explicitly stated as the Bank's primary objective. Moreover, the
independence of the Bank is safeguarded and accountability to the
Parliament is ensured.

A new body is established at the Bank of Greece, the Monetary
Policy Council, responsible for monetary policy and exchange
rate policy. As from the adoption of the euro as the currency of
Greece, the Bank of Greece performs its tasks as an integral part
of the European System of Central Banks in accordance with the
guidelines and instructions of the European Central Bank.

In addition to its tasks in the field of monetary and foreign exchange
policy, the Bank:

v holds and manages the country's official foreign reserves;

v issues banknotes which have the status of legal tender;

v exercises prudential supervision on credit institutions and other
enterprises and institutions of the financial sector;

v’ promotes and oversees the smooth operation of payment and
clearing systems;

v acts as treasurer and fiscal agent for the government.

In May 1998 the selection of countries which would participate in Stage lll of EMU is
made on the basis of the convergence criteria laid down in the Maastricht Treaty.
The EMI is liquidated and on 1 June 1998 the European Central Bank is established in
Frankfurt am Main. Willem Duisenberg is appointed first President of the ECB.
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The third stage of EMU is launched with the participation of 11 Member States

of the European Union (Austria, Belgium, Finland, France, Germany, Ireland,

ltaly, Luxembourg, Netherlands, Portugal and Spain). The ECB is henceforth
responsible for conducting the single monetary policy in the euro area. The euro
(initially in a scriptural form) replaces the national currencies, which are rendered
non-decimal subdivisions of the euro for a transitional period from 1 January 1999
until 31 December 2001, i.e. until the introduction of euro banknotes and coins.

In this transitional period extensive preparations for the cash changeover (i.e.

the introduction of euro banknotes and coins) take place. An important result of
monetary unification is the increase in European financial integration.

In May 1999 the Treaty of Amsterdam, amending both the Treaty establishing

the European Community and the Treaty on European Union (Maastricht Treaty),
enters into force.

Harmonisation of the monetary policy instruments

and procedures of the Bank of Greece

Independently from the prospect of entry into the Monetary Union, the
adoption of an efficient operational framework was a long-standing
desideratum for the Bank of Greece, as it would further its ability to
achieve and establish price stability in Greece.

Thus, even before the preparatory work of the European Monetary
Institute (EMI) which started officially in 1994, the Bank of Greece
attempts to introduce “best-practice”/ 'state-of-the-art” in monetary policy
operations.

Later on, the main adaptations necessary to conform with the monetary
policy framework of the Eurosystem refer to open market operations,
the marginal lending facility, the deposit facility and the reserve
requirement.

Greece joins the euro area.

Greece participates in Stage Il of EMU

The decision for the participation of Greece in Stage IIl of EMU, effective
as of 1 January 2001, had been taken during the European Council of
Santa Maria da Feira on 19 June 2000. Intensive efforts had been made
in the preceding years for the fulfillment of the convergence criteria and
for the harmonisation of the Bank of Greece monetary policy framework
to the standards of the Eurosystem. The cash changeover is envisaged
to take place in Greece and in the other 11 countries of the euro area
simultaneously on 1 January 2002, leaving Greece with a shorter
transitional period.

The Bank of Greece within the Eurosystem
The Bank of Greece becomes an integral part of the Eurosystem.

The Governor of the Bank of Greece participates in the Governing
Council of the ECB. He also continues to participate in the General
Council of the ECB.

The Bank of Greece is involved in conducting the single monetary
policy of the euro area. It carries out monetary policy operations, such
as providing liquidity to credit institutions, and it ensures settlement
of cashless domestic and cross-border payments. Moreover, it
undertakes foreign reserve management operations on its own
account and as agent for the ECB. In addition, the Bank is responsible
for collecting national statistical data. The Bank continues to perform
also other functions, such as banking supervision.

On 1 January 2002 euro banknotes and coins are put into circulation. Cash
denominated in the legacy currencies ceases to be legal tender at the latest by the
end of February 2002, when the period of dual circulation ends. The logistics of the
cash changeover for over 300 million European citizens represent a tremendous
organisational and technical challenge. The cash changeover requires intensive
planning by all involved parties: governments, central banks, commercial banks,
businesses, retailers, public. A Euro 2002 campaign had been launched by the
Eurosystem to familiarise the public with the new currency and to promote a smooth
transition. At the same time national cash changeover plans were drawn to address
country-specific conditions.

The changeover takes place in a very smooth fashion and the euro is immediately
accepted by the citizens of Europe.

Cash changeover in Greece

As Greece joined EMU in 2001, it had a shorter (one-year) transition
period than the rest of its partners. So in Greece, perhaps more than
anywhere else in the euro area, a smooth cash changeover relied
on thorough planning, as is described in detail in the National Cash
Changeover Plan (December 2000}, which was elaborated jointly by
the Bank of Greece and the Ministry of National Economy/Finance.
The main framework for the Greek changeover intended to generate
by the end of 2001 four important preconditions for a smooth
transition:

v sufficiency of euro banknotes and coins;

v wide frontloading to credit institutions and enterprises to avoid
bottlenecks in the beginning of 2002;

v’ preparation of the retail and banking sectors; and
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v/ familiarisation of the public with the security features, the denominations and
the appearance of the new banknotes and coins, as well as with the basic cash
changeover modalities.

The cash changeover also required rapid ATM conversion. Thus, on the very first
day of January, 92.25% of ATMs had been converted to dispense euro banknots,
while conversion of all ATMs was completed by January, 3rd. Summarising

the experience of the first few weeks of 2002, euro replaces the drachma in
transactions very quickly.

In general, the introduction of euro banknotes and coins and the withdrawal of
drachma in Greece was a great success. A large part of this success should

be attributed to the reception by the Greek public, who from the first moment
supported the decision to join the EMU and enthusiastically welcomed the single
European currency. The public campaign conducted by the Bank of Greece,
complementing the Eurosystem campaign, contributed to this end, along with
similar initiatives by other institutions.

98

The Treaty of Nice (Amended Treaty on European Union) enters into force. It is the
outcome of an Intergovenmental Conference launched in February 2000 with the
mandate to prepare the European Union for enlargement. The Treaty introduces
not only institutional and decision-making reforms, but also provisions relating to
fundamental rights, security and defence policy, cooperation over criminal law and
the status of European political parties.

The main institutional changes introduced by the Treaty refer to four key areas:

v’ size and composition of the Commission;

v weighting of votes in the Council;

v extension of qualified-majority voting;

v" enhanced cooperation.

In the same year the first ECB President, Willem Duisenberg, steps down and Jean
Claude Trichet is appointed as new ECB President. He delivers his first speech in this
capacity in Athens in the framework of the festivities for the 75-year jubilee of the
Bank of Greece.

04
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On 1 May 2004 the European Union welcomes ten new Member States: Cyprus,
the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Slovakia
and Slovenia. The Accession Treaty had been signed in Athens in April 2003. The
Accession Treaty provides for the entry of the new Member States in EMU as soon
as they fulfil the convergence criteria laid down in the Maastricht Treaty.

On 1 January 2007 Bulgaria and Romania join the European Union.

Moreover, on the same date Slovenia becomes the 13th member of the euro area.

On 13 December 2007 the Treaty of Lisbon is signed. The target date for ratification
set by member governments is 1 January 2009 — few months before the elections
for the European Parliament, but the ratification process stalls, after a rejection by
the Irish voters in a referendum in June 2008.

On 1 January 2008 Cyprus and Malta join the euro area. One year later, Slovakia
adopts the euro and on 1 January 2011 Estonia becomes the 17th member of the
euro area.

On 30 June 2013 Croatia joins the European Union.

On 1 January 2014 Latvia joins the euro area, followed by Lithuania one year later.
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%:::E’% MONETARY SYSTEMS IN EUROPE IN THE 19tH CENTURY %::% KING OTTO’S DRACHMA (1833-1867)

From the early 19th century to the start of World War | (1914), the monetary systems On 8 February 1833, Otto's Regents introduced a new monetary system: this change
of European states and the United States were either monometallic (gold standard) or was justified by the fact that the phoenix's weight was lower than that defined by law.
bimetallic. The new monetary unit was the silver drachma, subdivided into 100 lepta. It weighed
Under both systems, low-denomination copper coins are minted to be used in small 4.477 grams., with a silver purity of 900%.. Like the phoenix, Otto’s drachma was
transactions. In the bimetallic system prevailing in several European countries based on the decimal system.
until the late 19th century, the main monetary unit was the silver 5-franc coin; gold Silver quarter-, half-, one- and five-drachma coins were struck. The silver purity of
multiples were also struck. Low-denomination silver coins and copper coinage silver coins was 900%. across denominations. Gold 20- and 40-drachma coins were
constituted supplementary currency: silver coins had a lower silver purity (835%o, also minted, as well as copper 1-lepton, 2-, 5- and 10-lepta drachma coins.
compared with 900%. for the main monetary unit). During Otto's reign, the Aegina National Mint ceased its operations. Several coins of
After World War |, efforts were made to keep European countries’ monetary systems this period were struck in the Athens Mint (1836-1857) and other mints abroad, chiefly
pegged to gold, even indirectly, by pegging national currencies to gold-based exchange in Paris and Munich.
(either the pound sterling or the dollar). However, these efforts were undermined by Otto's monetary system remained in force from February 1833 to April 1867.
both the high inflation episode in the aftermath of World War | and — mainly —the 1929
international crisis.

ﬁ"i] THE DRACHMA IN THE LATIN MONETARY UNION

duch

THE SILVER PHOENIX AND ITS COPPER
SUBDIVISIONS (1828-1833)

As we have already seen, in 1828, Governor loannis Kapodistrias designed and
implemented the first modern Greek monetary system. A National Mint was
established in Aegina, then capital of the Greek State, to strike the first modern Greek
coinage.

The monetary unit was the silver phoenix, subdivided into 100 lepta. It weighed 4.4
grams., with a silver purity of 900%.. It was equivalent to 1/6 of the Spanish distilo.
Copper subdivisions of the phoenix were also struck to be used in small everyday
transactions.

During the 1829-1832 period, silver 1-phoenix coins and copper 1-lepton, 5-, 10- and
20-lepta coins were launched.

The phoenix monetary system was abolished by the monetary reform of February
1833.

On 10 April 1867, the Greek State implemented an ambitious monetary reform,
introducing the monetary system of the Latin Monetary Union (LMU]). A year later,
Greece became full member of the LMU. The monetary system of the LMU was
bimetallic, based on a fixed gold-to-silver ratio of 1/15.5.

In order for bimetallism to be implemented in Greece, it was decided that the main
monetary unit would be the silver 5-drachma coin. According to law, the silver
drachma, subdivided into 100 lepta, would weigh 5 grams., with a silver purity of
900%o. Silver 5-drachma coins were authorised to be launched, as well as gold coins
(of 5,10, 20, 50 and 100 drachmas). The system also envisaged supplementary silver
coins with a silver purity of 835%, (20 lepta, 50 lepta, 1 drachma and 2 drachmas), as
well as copper or cupronickel coins (of 1, 2, 5 and 10 lepta).

The new monetary system was planned to come into effect on 1 January 1868.
However, following successive postponements, it was not until 15 years later {on 1
November 1882) that it was fully implemented. Despite this fact, during the 15-year
transitional period (1868-1882), several of the coins envisaged by the system were
minted and put into circulation: silver 5-drachma coins (1875-1876), gold 5-, 10-, 20-,
50- and 100-drachma coins (1876), supplementary silver coins of 20 and 50 lepta, 1 and
2 drachmas (1868-1876) and copper coins of 1 lepton, 2,5 and 10 lepta (1869-1882). In
the 1880s, gold 20-drachma coins were re-struck (1884), as well as supplementary
silver coins of 20 and 50 lepta and 1 and 2 drachmas. All these coins were minted in
French mints.

The LMU monetary system formally applied in Greece from 1868 to 1926.
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21 INTERNATIONAL ECONOMIC CONTROL AND EFFORTS

TO STABILISE THE DRACHMA (1897-1927)
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In 1893, the Greek State was declared bankrupt and in 1897 the International
Committee for Greek debt management was established. Amidst the fiscal crisis, the
drachma was devalued substantially, and in the mid-1890s lost 40% of its value. Thus,
in the post-1883 period no Greek coins were minted, other than bronze 20-, 10- and
5-lepta coins between 1893 and 1895.

The disinflationary policy pursued by the Greek State restored the drachma'’s parity in
1909. In 1910, the currency was pegged to gold-based exchange.

In 1910 and 1911, supplementary silver 1- and 2-drachma coins were struck in the
Paris Mint, in accordance with the LMU standards.

The monetary stabilisation policy was undermined by the war adventures of the
period: after the defeat in the Asia Minor Campaign, the drachma was devalued
dramatically. Thus, during the reign of King Constantine |, only nickel and cupronickel
coins were minted. During the first period of his reign, nickel 5-, 10- and 20-lepta coins
were minted in Paris, which were commissioned in 1912 and delivered gradually
during the 1912-1920 period. Cupronickel 50-lepta coins were minted in England in
1921, but were never put into circulation. By contrast, the aluminium 10-lepta coins
struck in Paris in 1922 were put into circulation.

In 1926, the First Hellenic Republic decided to strike cupronickel 1- and 20- drachma
and 50- and 20-lepta coins, which were minted in Vienna.

BANKING AND MONETARY REFORM (1928-1941)

A7IeE
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As of 14 May 1928, when the Bank of Greece started its operations, the newly-founded
central bank was granted the exclusive right to issue banknotes. Monetary reform
went hand-in-hand with banking reform. Greece adopted the gold-exchange standard.
Thus, on 14 May 1928, the Greek State fixed the drachma’s parity at 0.01952634 grams.
of gold and, given this parity, the Bank of Greece set the drachma/pound exchange rate
at 1/375.

Under the new monetary system, in 1930 the Bank of Greece struck and launched
silver 10- and 20-drachmas coins, with a silver purity of 500%o, and a nickel 5-drachma
coin.

In 1930, the 1926 cupronickel 50-lepta and 1-drachma coins were re-struck in Vienna
using the original moulds, to which the letter B was added above the minting year
(1926).

SUSPENSION OF METAL COINAGE CIRCULATION
(1941-1953)

Between 1941 and 1953, the minting and circulation of metal coinage were fully
suspended as a result of the negative economic impact from Greece's participation in
World War |l, foreign occupation and the ensuing hyperinflation.

THE DRACHMA IN THE 1954-2001 PERIOD

In 1953, the drachma was pegged to the US dollar (at a parity of 1 dollar = 30,000
drachmas) and Greece joined the Bretton Woods fixed rate system. On 1 May 1954,
in order to achieve monetary stabilisation, the Greek State struck three zeros off

the old notes and set the US dollar/drachma exchange rate at 1/30. The minting and
circulation of drachma coins were resumed in 1954.

In the 1954-2001 period, regardless of important changes in the historical evolution of
the monetary system, drachma coins continued to be minted and launched.

One of the main developments in the 1954-2001 period was the full assumption of
minting activity by the Bank of Greece Printing Works (IETA). Since 1971, IETA, in
addition to printing banknotes, designed and minted all the coins that circulated in
Greece until 2007; today, it is one of the Eurosystem mints producing euro coins and
banknotes.
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valuable in the shaping of central banks responsibilities and functions in the

20th century.
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THE EVOLUTION OF CENTRAL BANKING

B

'ﬁ‘“:ﬁ 17TH-19TH CENTURIES
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The idea of establishing a public or semi-public bank emerged when governments
realised the economic advantages of such an option. Usually an already existing
commercial bank was granted a monopoly over banknote issuance in a geographical
region, in exchange for lending the government in emergencies. These institutions
were responsible for restoring the value of the currency, in particular after wars,
which were invariably connected with paper money overissuance. Finally, certain
institutions were set up in order to promote economic integration in newly liberated
countries, streamlining chaotic monetary systems and rationalising payment
systems. Central banks mainly profited from seignorage. Up to 1900, the main
question in monetary theory concerned the degree of dependence of central banks
on government and the control mechanisms they should be endowed with in order to
achieve their objects.

As soon as a banking institution was granted the note issuing privilege and developed
a special connection with government, it could take on further functions. Not only
was it the government’s banker, but it would also allow commercial banks to open
accounts, discount commercial papers and draw additional liquidity in periods of
liquidity shortage.

In addition to gaining political power, central banking institutions amassed all

the metal currency reserves of the country over time and started conducting a
discretionary monetary policy with a view to ensuring the smooth operation of the
banking system. At international level, this meant ensuring the convertibility of the
currency according to the gold standard prevailing in the 19th century.

E"E’E] 20TH CENTURY

dhc

In the 20th century, central banks undertook to supervise the implementation of

the governments’ monetary and foreign exchange policies. The collapse of the gold
standard in the interwar period gave rise to doubts about the feasibility of stabilising
the economy through monetary management, but did not shake confidence in the
need to concentrate supervisory powers in central banks.

After World War Il, these powers included ensuring the compliance of monetary policy
with the requirements of the Bretton Woods agreements, under which all currencies
were pegged to the dollar at fixed parities. After the abolition of this system in 1971,
central banks" monetary policies were guided by pragmatism and government
economic priorities, such as achieving low inflation or boosting employment.
Moreover, cooperation among central banks of developed economies was enhanced.
Here follow some highlights and milestones in the history of central banking.
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'i‘n:% THE BANK OF AMSTERDAM

The Bank of Amsterdam (Amsterdamsche Wisselbank] was founded in 1609 under
the protection of the City of Amsterdam, then a metropolis of international trade.

This bank was praised by Adam Smith in The Wealth of Nations as an exemplary
semi-public banking institution, being a pioneer in banking innovation. The bank
received both foreign and local coinage, deducted a management fee and credited
clients in its book for the remainder. This credit was known as bank money, a
precursor of the banknote. It facilitated transactions and consolidated confidence in the
Dutch currency, prompting merchants to open accounts with the bank, as bank money
was worth more than real coinage, which was subject to wear.

The Bank of Amsterdam also accepted deposits of gold and silver, granting the
depositor a receipt, which was negotiable in trade transactions or redeemable at

the bank six months later. Thus, it encouraged receipt holders to speculate on the
fluctuations of gold prices, at the same time offering safety against theft or loss.

The Bank of Amsterdam was a profitable business of the City of Amsterdam. It kept
accurate books of account and its fees policy was never questioned. Merchants in
other countries championed the establishment of similar banking institutions.

%::E’E' CENTRAL BANKING IN SWEDEN

&8

In 1656, the first state-authorised bank was established in Sweden, with the proviso that it
would transfer half its profits to the Crown.

The business of Stockholms Banco consisted in accepting non-remunerated deposits in
giro accounts (from which account holders could withdraw money and draw cheques)
and extending long-term loans.

In 1661, Stockholms Banco issued the first convertible banknotes (credit notes), made
available to the bank's customers in exchange for their metal coin deposits with the Bank.
Issued to bearer, these first banknotes were freely transferable and backed by a promise
of immediate payment in metal currency. However, although paper money became quite
popular, Stockholms Banco collapsed in 1668 as a result of its imprudent lending policy
and overissuance of uncovered banknotes.

In 1668, after the dissolution of Stockholms Banco, the right to control banking operations
was transferred by the government to the Riksdag of the Estates (Swedish National
Assembly). This resulted in the establishment of the first public note-issuing bank

in European history, the Sveriges Rikes Standers Bank. However, given the hard
experience with Stockholms Banco, it was not until 1777 that this bank was allowed to
issue banknotes. However, as early as 1701 the bank had been authorised to issue credit
notes (in exchange for metal coin deposits), to be used only in commercial transactions.
Renamed Sveriges Riksbank in 1866, it is still the central bank of Sweden today.
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}%::% THE BANK OF ENGLAND

The Bank of England was established in 1694 by private capital under a Royal
Charter, its main object being to raise private funds in order to finance government
expenditure.

Among its other activities, it issued certificates of metal coin deposits. These
certificates were used in commercial activities as quasi-money, thus gradually
evolving into convertible banknotes (another form of quasi-money was Exchequer
bills, redeemable at the Bank of England).

Over time, the Bank of England became the central bank of the United Kingdom,
playing a key role in both the British and the international monetary system,
particularly between 1870 and 1914, when it was the cornerstone of the international
gold standard. In 1946, the British government nationalised the Bank of England,
paying compensation to its private shareholders.

In 1998, after a long period under complete government control, the Bank of England
became operationally independent from the government, specifically entrusted with
conducting monetary policy and ensuring financial stability. Since 1999, the Bank

of England has been a member of the European System of Central Banks, without
however participating in the euro area and the Eurosystem.

110
%:::% THE BANQUE DE FRANCE
The Banque de France was established in 1800 on Napoleon's initiative as a private '] x
enterprise that would extend credit and issue banknotes so as to promote trade and A losren L LV Lienr
industry.

Specifically, in 1800 Napoleon convinced the shareholders of the Caisse des Comptes
Courants (one of the largest note-issuing commercial banks of the time in Paris) to
dissolve their bank and found the Banque de France.

The Banque de France had a difficult task to accomplish because of public mistrust

in the banking system following the bankruptcy of the Banque Royale in 1720 and the
business endeavours of John Law in France, which undermined business confidence
in the political system and paved the way for the French Revolution.

The monetary reform of 1803 in France (with the introduction of the franc as the
currency unit) laid the foundations of the French bimetallism, based on gold/silver
coinage and combined with parallel circulation of convertible banknotes. In this B _ | | iz
context, the Banque de France obtained the exclusive right to issue banknotes, initially " = =+ PRt

within the city of Paris in 1803, and then for the entire country, starting from 1848. jum § | =i E 'E‘t _][ S| S | ]
Throughout the 19th century and until the late 1930s, both the Bank's pivotal role and M . ' ' (i i 3|l | ! 4{ RS = i =l J'
its control by the government gradually increased, leading to its nationalisation in 1945. i II| '*3 - _' LU --fi-l“ __E'.‘.__ -___-' 17 m

In 1993, the Banque de France was granted full independence from the government B VBE } HEOURBRERNUS P : ) — e E

in conducting monetary policy, while in 1999, when France joined the Economic and E B[ ﬂg E i

Monetary Union, it became a member of the European System of Central Banks, the 1
euro area and the Eurosystem. — s Cred
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%::% CENTRAL BANKING IN GERMANY

The first central issuing bank in Germany, named Reichsbank, was founded in 1876

and had nationwide jurisdiction. Albeit privately-owned, it was fully controlled by the

German State, which appointed its administration and defined its note-issuing policy.

Dissolved in 1945, the Reichsbank was succeeded by the Bank deutscher Lander in -

1948, the forerunner of Deutsche Bundesbank, which was founded in 1957. [

The Bundesbank became the central bank of the Federal Republic of Germany, QT-\\
enjoying full independence in the conduct of monetary policy and banknote issuance.

In 1990, after the reunification of Germany, its authority expanded to include the

former German Democratic Republic.

Since 1999, it has been an integral part of the Eurosystem, which is responsible for

formulating and conducting monetary policy in the euro area.
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dest .
%::% CENTRAL BANKING IN THE UNITED STATES E“"&E‘ CENTRAL BANKING IN THE PEOPLE’S

In 1791, by a decision of Congress, the First Bank of the United States was established
as a note-issuing commercial bank, vested with the additional task of managing

the central government financing requirements. Its 20-year long life was marked

by endless political disputes on whether it was actually needed, and the bank was
dissolved in 1811, when its charter was not renewed. However, in 1816, in the face
of economic problems inherited from the Anglo-American war of 1812-1814, the
government and Congress established the Second Bank of the United States, which
operated as a note-issuing commercial bank under central government control until
1836. Between 1837 and 1913, the US financial system carried on with several private
note-issuing commercial banks, but no central bank.

The problems accumulated during that period led President Woodrow Wilson to
establish in late 1913 the first federal central banking system in history, named
Federal Reserve System, informally the Fed. The Fed comprises a network of 12
regional Federal Reserve Banks and 25 branches, under the general supervision of
the Board of Governors, which is its supreme governing body at country level.

The seven Board members constitute a majority of the Federal Open Market
Committee (FOMC]), which formulates monetary policy with a view to ensuring price
stability and promoting economic growth.

f7IGE
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REPUBLIC OF CHINA

The People’s Bank of China was established in 1948. In the beginning, it was neither
a central bank in the true sense nor a commercial bank, as it not only exercised the
functions and powers of a central bank, but also extended industrial and commercial
credit and accepted deposits.

It was not until 1983, as part of the economic reforms that had begun in 1979, that the
State Council decided that the People’s Bank of China would function as a central bank
exercising macro-control and supervising the nation's banking system, whereas its
central bank status was legally recognised in 1995.

In 2003, the role of the People’s Bank of China in the formulation and implementation
of monetary policy, in safeguarding overall financial stability and in the provision

of financial services was further enhanced, while its banking supervisory tasks

were separated and assigned to the newly established China Banking Regulatory
Commission.

CENTRAL BANKING IN JAPAN

In the 19th century, the government of Japan set up a national banking system which
was modelled after that of the United States, comprising 153 national banks, capable
of issuing banknotes as well as accepting deposits. During the Seinan War, which
broke out in 1877, the overissuance of government notes (issued by the State) and
national banknotes (issued by the national banks) to finance war expenses led to a
sharp rise in inflation.

In order to prevent the issuance of inflationary money and stabilise the value of the
currency, it was decided that the issuing privilege should be assigned to one bank.
The Bank of Japan was therefore established under the Bank of Japan Act and began
operating in 1882 as the nation’s central bank. The Bank started issuing convertible
banknotes in 1885, when the exchange rate between silver coins and (government and
national) banknotes was stabilised.

The Bank was reorganised in 1942 and its amended Act strongly reflected the wartime
situation. The Act of 1942 was amended several times after World War Il and was
revised completely in June 1997 in line with the two principles of independence and
transparency.
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THE EUROPEAN CENTRAL BANK, THE EUROSYSTEM AND THE EUROPEAN
SYSTEM OF CENTRAL BANKS

%::% THE EUROPEAN CENTRAL BANK e ECBhas e e competence for a list of ta elating to the prudentia

The European Central Bank (ECB] is established in June 1998 in Frankfurt am Main,
taking over from its predecessor, the European Monetary Institute (EMI). It is a supra-
national institution with its own legal personality. The members of its staff come from
all countries of the European Union.

The Eurosystem comprises the ECB and the national central banks (NCBs) of the
Member States which have adopted the euro. The European System of Central Banks
(ESCB] comprises the ECB and the NCBs of all EU Member States.

e
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THE EUROSYSTEM are necessary for the B's ta 0 be

The primary objective of the Eurosystem is to maintain price stability. Price stability is
the most important contribution of monetary policy to the achievement of a favourable
economic climate and a high level of employment.
In the pursuit of price stability, the ECB aims to maintain positive inflation rates below Mk
116 but close to 2% over the medium term. It accomplishes this through the key ECB | . |
interest rates it sets, thereby influencing the level of short-term market rates. i
Price stability must be maintained over the medium term, which reflects the need i
for monetary policy to be forward-looking, since there are significant lags in the
transmission mechanism, i.e. the process through which monetary policy decisions
affect the economy in general. Moreover, monetary policy should anchor inflation i |
expectations and help to reduce volatility in economic developments.
In addition to the definition of price stability, the monetary policy strategy consists of a i b L i
comprehensive assessment of the risks to price stability consisting of an economic i e ! it
analysis and a monetary analysis. Every decision on monetary policy is preceded by a T il g
thorough cross-checking of the information coming from the two analyses. . LT T

Moreover, the Eurosystem has the following tasks: i EREAL
* to formulate and carry out the monetary policy for the euro area; "EEGEE L
* to conduct foreign exchange operations; / TRi
¢ to hold and manage the official reserves of the euro area countries (portfolio '

management);
* to promote the smooth operation of payment systems.

&
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DECISION-MAKING BODIES OF THE EUROPEAN CENTRAL BANK

%::E’% THE GOVERNING COUNCIL

The Governing Council, which is the main decision-making body of the ECB,
comprises the members of the Executive Board of the ECB and the governors of the
National Central Banks (NCBs) of the euro area countries. It currently meets twice a
month, usually on the first and third Wednesday and/or Thursday of each month.

The main responsibilities of the Governing Council are:

* to adopt the guidelines and take the decisions necessary to ensure the performance
of the tasks entrusted to the ECB and the Eurosystem;

* to formulate monetary policy for the euro area. This includes decisions relating to
monetary objectives, key interest rates, the supply of reserves in the Eurosystem, and
the establishment of guidelines for the implementation of those decisions;

* in the context of the ECB's new responsibilities related to banking supervision, to
adopt decisions relating to the general framework under which supervisory decisions
are taken, and to adopt the complete draft decisions proposed by the Supervisory
Board under the non-objection procedure.

When taking decisions on monetary policy and other tasks of the Eurosystem, the
Governing Council takes into account the developments in the euro area as a whole.

g7l
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'ﬂ("'n“j{ THE EXECUTIVE BOARD
Ehacl The Executive Board comprises the President and the Vice-President of the ECB plus
four other members, who are appointed from among persons of recognised standing

and professional experience in monetary and banking matters.
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The main responsibilities of the Executive Board are:

* to prepare the meetings of the Governing Council;

* to implement monetary policy in the euro area in accordance with the guidelines
and decisions of the Governing Council and, in so doing, to give instructions to euro
area NCBs;

* to manage the day-to-day business of the ECB;

* to exercise certain powers, including regulatory powers, delegated to it by the
Governing Council.

THE GENERAL COUNCIL

The General Council comprises the members of the Executive Board of the ECB and
the governors of all NCBs of the EU Member States. The General Council generally
meets every three months.

The General Council is responsible primarily for reporting on the progress made
towards convergence by EU Member States which have not yet adopted the euro,
and for giving advice on the preparations necessary for adopting the euro as their
currency. It contributes to the advisory functions of the ESCB and helps to collect
statistical information.

The General Council can be regarded as a transitional body. It carries out the tasks
taken over from the European Monetary Institute which the ECB is required to perform
in Stage Three of Economic and Monetary Union on account of the fact that not all EU
Member States have adopted the euro yet.

In accordance with the Statute of the European System of Central Banks and of the
European Central Bank, the General Council will be dissolved once all EU Member
States have introduced the single currency.
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THE BANK OF GREECE
gacE . . gacp
'E‘EUE’E] The Bank of Greece is the central bank of the country. It was established in 1927 by an E‘E’E' OTHER TASKS OF THE BANK OF GREECE
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Annex to the Geneva Protocol and started operations in May 1928. It was incorporated
as a société anonyme. According to its Statute, its head office is in Athens. It has a
nationwide network of 17 branches, 32 agencies and 5 outlets.

As from January 2001, the Bank of Greece is an integral part of the Eurosystem

and contributes through its activities to the achievement of the objectives and the
performance of its tasks. According to its Statute, its primary objective is to ensure
the stability of the general price level. Without prejudice to its primary objective, the
Bank supports the general economic policy of the government. In the performance of
its tasks, the Bank enjoys institutional, personal and operational independence, and is
accountable to the Greek Parliament.

The tasks of the Bank of Greece can be divided into Eurosystem-related tasks and
other tasks.

EUROSYSTEM-RELATED TASKS OF THE BANK OF GREECE

The Bank of Greece:

* participates in the formulation of the single monetary policy in the euro area and
implements it in Greece;

* manages part of the ECB's foreign exchange and gold reserves on behalf and in line
with the instructions of the ECB;

* oversees payment systems and instruments with a view to ensuring their
soundness, reliability and efficiency. In this context, it supervises, inter alia, DIAS S.A.
and the Athens Clearing Office. As from 19 May 2008, the Bank of Greece is a member
of Target2, the new trans-European automated real-time gross settlement express
transfer system;

» promotes arrangements for the maintenance of financial stability and effective
management of financial crises;

* collects statistical data from monetary financial institutions (i.e. banks and money
market funds);

* issues legal tender euro banknotes, subject to prior approval by the ECB, and is
responsible for the circulation and handling of euro banknotes and coins in Greece;
more specifically, it ensures the supply of the necessary quantities per denomination,
either through the Bank of Greece Printing Works (IETA] or through cross-border cash
shipments, as well as their safe storage, transport and recycling or destruction and
guarantees the smooth supply of the economy.

The Bank of Greece:

* supervises credit institutions and certain categories of enterprises in the financial
sector;

* supervises and monitors insurance and reinsurance firms, as well as insurance
intermediaries;

* is responsible for the management and operation of the System for Monitoring
Transactions in Book-Entry Securities;

* is responsible for the operation of the Electronic Secondary Market for Securities
(HDAT];

* holds and manages the country’s official reserve assets, including the foreign
exchange and gold reserves of the Bank of Greece and the government;

* acts as treasurer and fiscal agent of the government;

» compiles and publishes monetary and credit aggregates concerning the Greek
economy and conducts specialised statistical surveys;

* publishes reports and conducts research, in the framework of monitoring and
analysing monetary policy and the economic conjuncture.
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