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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 in accordance with the Statute of the
Bank of Greece. The Report examines and analy-
ses monetary developments and the course of the
Greek economy in 2002, the second year since
Greece entered the third and final stage of EMU
and adopted the euro and the single monetary
policy on 1 January 2001. It also presents esti-
mates about the prospects of the Greek economy
in 2003, in the light of the high degree of uncer-
tainty that prevails at the current juncture, mainly

owing to the possibility of military conflict in Iraq.

The Report is summarised in Chapter I. Chapter Il
examines the international economic environment
of the euro area in 2002 and the economic outlook
for 2003. Global economic recovery is expected to
continue this year. However, growth rate forecasts
have been recently revised downwards, owing to

the increased uncertainty mentioned earlier.

Chapter IIl discusses the macroeconomic devel-
opments and prospects in the euro area, mone-
tary developments and the single monetary poli-
cy. According to the latest estimates, GDP growth
in the euro area slowed down from 1.5% in 2001
to 0.7% in 2002, while it is forecast to stand at
1.3% in 2003. Euro area average annual inflation
fell slightly, but remained above 2% in 2002
(2.2%). In 2003, euro area inflation is expected to
be 1.3-2.3%. There is also a special focus on euro
area fiscal developments and on the European
Commission’s recent proposals for a more effec-
tive implementation of the Stability and Growth
Pact. Chapter Ill also discusses in detail recent
developments in money and credit markets, bond
and other debt security issuance and the evolu-

tion of equity prices in the euro area.

Chapters IV and V of the Report, wh ch concern
the Greek economy, examine developments and
prospects of inflation, economic cctivity and
employment, on the basis of the latest estimates
and forecasts. Given the unfavourable global eco-
nomic conditions, the general conclusion on the
course of the Greek economy in 200 is positive.
Chapter VI analyses developments in the money,
credit and capital markets in Greece ard its special
annex presents a survey on household borrowing
and indebtedness, commissioned by the Bank of
Greece. The results of the survey confirm the
assessment that household indebtedn=ss is gener-

ally low in Greece.

In 2002, GDP grew by 4.0% and was little influ-
enced by the severe economic slowdown in the
euro area as a whole. At the same time, the unem-
ployment rate fell for the third consecutive year,
albeit rather slowly.

Average annual inflation rose slightly, from 3.4%
in 2001 to 3.6% in 2002 as a whole, while core
inflation was virtually unchanged in 2002.
However, inflation in Greece remained above
inflation for the euro area as a wholz. Given the
high growth rate and the ongoing process of real
economic convergence, this differential is, to
some extent, to be expected, but is also attribut-
able to unit labour costs increasing faster than in
the euro area as a whole for many yezars, as well
as to insufficient competition in some sectors of

the economy.

For 2003, increased uncertainty abo ut the future
path of oil prices and about the impact of the
recent long spell of bad weather on the prices of
fresh fruit and vegetables makes it very difficult

to give a reliable estimate of average CPl inflation
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in 2003 as a whole. A simple extrapolation of cur-
rent data and trends leads to the conclusion that
the average annual CPI will rise faster than in
2002. The forecast about core inflation is more
reliable. Thus, the average annual rate of change
in the CPI, excluding fuel and fresh fruit and veg-
etables, is expected to be almost the same in
2003 as in 2002 (3.6%).

Regarding economic activity, the Bank of Greece
estimates that GDP growth will remain strong in

2003 (at 3.7%, i.e. slightly lower than in 2002).
However, this forecast does not take into account

Athens, March 2003
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the impact of a possible sharp and severe deteri-
oration in external —geopolitical and economic—

conditions.

This impact is discussed in Chapter VII of the
Report. Specifically, in the event of a war in Iraqg,
the magnitude of the impact will eventually depend
on the nature, extent and duration of the conflict.
It is estimated that the effect on the Greek eco-
nomy, compared with the other euro area coun-
tries, may be greater as regards inflation but rather

smaller as far as the GDP growth rate is concerned.

Nicholas C. Garganas

Governor
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. Summary
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The primary objective of the Eurosystem'’s single
monetary policy, implemented in Greece since
2001, is to maintain price stability in the euro area
over the medium term. During most of 2002, this
policy was pursued amid heightened uncertainty
and mixed signals about inflation prospects. Thus,
until early December 2002, the European Central
Bank (ECB) kept its key interest rates unchanged,

as set on 8 November 2001."

More specifically, in the first few months of 2002,
the Governing Council of the ECB considered that
the persistence of relatively high inflation was due
to exceptional factors. The Governing Council
also judged that the high annual growth rate of
M3 reflected the impact of high uncertainty since
the autumn of 2001, and consequently should not
be seen as signalling upward risks to price stabil-
ity. This assessment was supported by the slow-
down in credit expansion to the private sector.
After May, in spite of a decline in inflation, con-
cerns about inflation prospects intensified, owing
to the increases in oil and services prices and
because there was significantly more liquidity
available in the euro area than may have been
needed to finance sustainable, non-inflationary
economic growth. From August onwards, how-
ever, the Governing Council was of the view that
the upward risks to price stability were offset by
the effect of subdued economic growth and by
the stabilisation of the annual growth rate of loans
to the private sector at around 5%. Finally, at its
meeting on 5 December 2002, the Governing
Council assessed that inflationary pressures
would ease, as economic expansion remained
sluggish and the exchange rate of the euro had
appreciated. It therefore decided to lower its key

1 At that time, the minimum bid rate on the main refinancing
operations and the interest rates on the marginal lending facil-
ity and the deposit facility were 3.25%, 4.25% and 2.25%
respectively,
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interest rates by 50 basis points,* to levels that
remained unchanged until its meeting on 6 Feb-
ruary 2003.

During most of 2002, short-term money market
rates and short-term retail bank rates remained
roughly unchanged in the euro area, reflecting the
stability of the ECB’s key interest rates. In con-
trast, longer-term interest rates followed an
upward trend in the first five months of 2002, as
a result of market expectations of an increase in
interest rales and economic recovery in the
months to come. However, this upward trend
was reversed after euro area growth projections
were revised downward in May, causing interest
rates to fall below their December 2001 levels.
Government bond yields followed a similar pat-
tern and were additionally affected by stock mar-
ket conditions and geopolitical tensions.

Euro area M3 growth gradually slowed from the
beginning of 2002, but still remained high, reflect-
ing portfolio shifts to more liquid assets. These
shifts were due to the decline in stock prices and
to heightened uncertainty in the stock markets,
and were additionally driven by the low opportu-
nity cost of holding money (because of low inter-
est rates). Within M3, the annual growth rate of
credit to the private sector registered a continu-
ous slowdown from the beginning of 2002
onwards, coming to roughly 5% in the second half
of the year (at first slightly above and then slightly
below that level).

The annual rate of increase in the Greek contribu-
tion to the euro area monetary aggregate M3
slowed significantly in 2002 (fourth quarter 2002:
2.1%, fourth quarter 2001: 4.4%) and turned nega-
tive in December (-0.2%). Throughout the year,
M3 growth was appreciably weaker in Greece than
in the euro area, with Greek M3 growth amounting

to roughly one third of the euro area figure. This

12

decline in the Greek M3 growth rate is associated
with a slowdown in total credit expansion brought
about by the contraction in credit e¢pansion to
enterprises and households. 1t is alsc associated
with shifts from repos (as soon as their yields were
once again subject to taxation from Jenuary 2002
onwards) to longer-term deposits (not included in
M3) and government securities (holdir gs of which
by the non-MFI private sector increased in 2002,
after having dropped considerably in 2001).

The rate of increase in total debt financing of the
economy by the MFls (i.e. banks and money mar-
ket funds) decelerated slightly to 8.5%, in 2002
(2001: 9.3%), reflecting a slowdown in bank
financing to enterprises and households.
Moreover, the debt financing of general govern-
ment by the MFls declined further in 2002, albeit
at a slower pace than in 2001 (2002: -1.3%,
2001: -4.6%). In any event, it shoud be noted
that general government borrowing requirements
were slightly lower in 2002 (€5,542 million),
down from €5,715 million in 2001. Credit expan-
sion to enterprises and households fell from
24.8% in 2001 to 16.9% in 2002, mainly on
account of the limited increase in credit to enter-
prises, while credit expansion to households, par-
ticularly consumer loans, also wezkened. The
growth rate of consumer loans, in spite of the
gradual market saturation indicated by their sub-
stantial deceleration from 42.5% in 2001 to 24.2%
in 2002, remains high. This high grov/th rate is in
part associated with the fact that the outstanding
loans-to-GDP ratio is still relatively low, with the
substantial decrease in interest rates and with
Keen competition between banks in the field of

consumer credit. The overall low level of Greek

2 The minimum bid rate on the main refinancing operations was
lowered to 2.75%, while the interest rates on the marginal lending
facility and the deposit facility were lowered to 3.75% and 1.75%
respectively.
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household indebtedness was also confirmed by a
survey recently conducted by the Bank of Greece
(see Annex to Chapter VI).

Most retail bank rates in Greece followed a down-
ward trend in 2002, influenced both by competi-
tion between credit institutions and, towards the
end of the year, by the ECB's key interest rate cuts
of 5 December, which affected retail bank rates
throughout the euro area. With lending rates
adjusting faster than deposit rates in the course of
2002, the spread between the weighted average
lending rate and the respective deposit rate nar-
rowed further. This spread has been declining
over the last few years and was reduced by
slightly more than 3 percentage points from end-
1998 to end-2002. As far as interest rate develop-
ments are concerned, it is worth stating the obvi-
ous that banks in Greece now operate in a dereg-
ulated market and are at liberty to set and change
their interest rates, based solely on cost, risk and

supply and demand considerations.

Developments in the Greek government securi-
ties market in 2002 were similar to those in the
euro area and US markets. More specifically,
transactions in the secondary market for govern-
ment securities registered an impressive upswing,
underpinned by increased demand from domestic
and foreign investors alike. Yields on government
paper declined across the entire maturity spec-
trum from mid-May to end-December, except for
a small recovery in October. This decline in yields
reflects a shift in investor preference towards gov-
ernment bonds, on account of the increased
uncertainty about global economic recovery
prospects, adverse conditions on the international
stock markets and rising tension on the issue of
Iraq in the last months of the year. Funds raised
through the primary market increased and the
issuance of securities shifted significantly, mainly

from 7-year to 3- and 5-year bonds.
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Equity prices on the Greek stock market contin-
ued to fall in 2002 for the third consecutive year,
and more markedly so from September through
December. Meanwhile, stock market transactions
and the amount of funds raised dropped to very
low levels. Strong stock price decreases, with
sharp fluctuations, were also registered on euro
area and US markets. These developments in the
international markets are attributed to increased
uncertainty about global economic recovery
prospects, the fall in corporate profits, corporate
governance and accounting scandals in the US
and, more recently, tension on the issue of Irag.
The domestic stock market was also negatively
affected by the decline in profits of several listed
corporations, mainly in the financial sector. The
fall in equity prices on the Greek stock market in
2002 largely accounted for the continued loss of
asset value of all mutual funds, especially equity
funds.

Global economic recovery in 2002 was weaker
than expected. In spite of the increased uncer-
tainty in the international environment, initial
forecasts for 2003 anticipated a significant pick-
up in world GDP growth. However, more recent
forecasts are less optimistic. The strength of the
recovery in 2003 will depend on the duration of
the current uncertainty, which has heightened pri-
marily on account of the prospects of a war in
Iraq. The same holds for the euro area, with latest
GDP growth forecasts for 2003 ranging between
1.3% and 1.4% (compared with an estimated
0.7% for 2002 and 1.5% in 2001). Annual HICP
inflation in the euro area eased only somewhat to
2.2% in 2002 (from 2.5% in 2001), reflecting per-
sistently high core inflation, in particular the high
prices of services, as well as rising oil prices and
unit labour costs. In the meantime, however, the

continued appreciation of the euro’s nominal
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effective exchange rate, coupled with subdued
demand, has dampened inflationary pressures.
The rate of inflation in the euro area is thus
expected to decelerate to 1.3-2.3% in 2003
(according to the Eurosystem staff macroeco-

nomic projections of December 2002).

In spite of the significant economic slowdown in
the euro area as a whole, Greece's GDP growth
was only slightly affected and remained strong in
2002. However, the increase in employment was
small and progress in reducing the unemploy-
ment rate continued to be relatively slow.
Furthermore, inflation remained higher than in
the rest of the euro area. Higher inflation and
faster GDP growth, compared with the euro area,
have contributed to the widening of the current
account deficit as a percentage of GDP. In addi-
tion, the public debt-to-GDP ratio is still high, in
spite of its reduction in 2002, and the decrease in
the general government deficit-to-GDP ratio over
the 2000-2002 period was limited.

In particular, Greece’s average annual rate of infla-
tion (measured by the Consumer Price Index -
CPI) rose to 3.6% in 2002, from 3.4% in 2001, and
the inflation differential between Greece and the
euro area (based on the Harmonised Index of
Consumer Prices — HICP) increased. Core infla-
tion, however, remained virtually unchanged in
2002, and the corresponding differential with the
euro area decreased. This differential in core infla-
tion is to be expected to the extent that it stems
from the Greek economy’s strong growth and
ongoing process of real convergence. However, it
also stems from the rise in Greek unit labour
costs,* which —for a number of years now— has
been higher than the euro area average, and from
inadequate compelition in cerlain sectors of the
economy. The widening of the HICP inflation dif-
ferential is attributed to country-specific factors,

such as the greater vulnerability of the Greek

14

economy to oil price increases, and to the harsher
impact —in comparison with other euro area
countries — of adverse weather conditions on the
prices of fresh fruit and vegetables in December
2001 and January 2002.

Apart from the increases in world oil prices in
2002 and the temporarily very high prices of fresh
fruit and vegetables mentioned above, the upward
rounding or adjustment of prices on the occasion
of or under the pretext of the euro cash
changeover was another factor that contributed to
the small increase in Greece’s average annual rate
of inflation in 2002. All three of these factors were
therefare either extraordinary or exogenous. An
upward pressure on inflation was, however, also
exerted by widening profit margins in certain sec-
tors of economic activity which partic ularly affect
consumer prices, by the insufficiency of competi-
tive conditions in certain services markets and,
perhaps, in some instances, by excess demand.
The inflationary impact of these factors in 2002
slightly outweighed the dampening elfect caused
by (i) the evolution of international import prices
and the appreciation of the euro, and (ii) to a
lesser extent, the reduction in telecorr munication
services prices, as a result of intensified competi-

tion in this deregulated market.

As for unit labour costs, their rate of increase was
slightly lower in 2002 than in 2001 in the eco-
nomy as a whole, but markedly lower in the busi-
ness sector. In the economy as a ‘whole, unit
labour cost growth remains (i) higher than the
maximum rate compatible with price stability (i.e.
2%), and (ii) slightly above the corresponding
euro area rate. It therefore remains a dlefinite con-
tributing factor to Greece’s persistently high rate
of inflation, to its upward deviation from the euro

3 As estimated by the Bank of Greece. See also Box 2, Chapter IV.
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area average and to the deterioration of the Greek
economy’s competitiveness.

In spite of a deceleration in inflation in January
2003 and the anticipated quasi-elimination by
March 2003 of the euro-changeover effects on the
annual CPI inflation recorded in the first quarter of
2002, inflation in the months to come (from
February 2003 onwards) could exceed 3.5% and
might even come close to 4%. The main reason
for this more pessimistic forecast is that the infla-
tion expectations of businesses and consumers,
which have recently been on the rise, may
become more firmly anchored and ultimately
prove to be self-fulfilling. These inflation expecta-
tions in part reflect the rise in world oil prices and
the growing uncertainty about the prospects of a
war in Iraq. Meanwhile, they may build up even
further as a result of the considerable increase in
fresh fruit and vegetable prices in February.

Over 2003 as a whole, upward or downward
effects on inflation should —depending on the
case— be exerted by (i) the anticipated increase
in the average annual level of crude oil prices in
US dollars; (ii) the continued appreciation of the
euro against the US dollar (which would signifi-
cantly dampen the inflationary impact of an oil
price increase in US dollars); (iii) the projected
moderation of inflation in the euro area, which
would cause the already low rate of increase in
import prices of goods and services from euro
area countries to decline even further; and (iv) the
projected increase in unit labour costs, at a
slightly higher rate than in 2002 in the economy
as a whole and at an appreciably higher rate in the
business sector. It is particularly difficult to accu-
rately predict the average rate of CPI inflation for
2003 as a whole, owing to the unusually high
degree of uncertainty surrounding oil price devel-
opments and the impact of this year’s weather

conditions on the prices of fresh fruit and vegeta-
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bles. Based on a simple extrapolation of current
data and trends, the average annual rate of CPI
inflation in 2003 would exceed the rate of 3.6%
recorded in 2002. A more reliable forecast can,
however, be made for core inflation: the average
annual rate of change in the CPI excluding fuel
and fresh fruit and vegetables is expected to be
roughly the same as in 2002, i.e. 3.6%.

Greece’s GDP growth rate came to 4.0% in 2002,
compared with 4.1% in 2001, second only to
Ireland in the EU. The main factors that under-
pinned this sustained and relatively strong GDP
growth were buoyant private consumer demand,
private residential investment and investment by
both public and private enterprises, especially in
the construction and services sectors in the run-
up to the 2004 Olympic Games. The consolida-
tion of an environment of macroeconomic stabil-
ity since Greece joined the euro area and the
implementation of certain structural reforms have
also indirectly boosted GDP growth. On the other
hand, though, the adverse external economic
environment and the deterioration of competitive-
ness already made themselves felt in 2002, as
reflected in the very small increase in both manu-
facturing output and the number of employees,
the lower exports of goods and tourism services,
and the decline in investment by private manufac-

turing enterprises.

Private consumption and total investment are
expected to increase in 2003 almost as much as
they did in 2002. More specifically, private con-
sumption growth should be underpinned by an
increase in the real disposable income of house-
holds, while a noticeable further increase in pri-
vate residential investment is expected. Both pub-
lic and business investment connected with the
2004 Athens Olympic Games should also rise sig-
nificantly. Thus, the contribution of domestic
demand to GDP growth should remain steady. In
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contrast, the negative contribution of the real
external balance (i.e. net exports of goods and
services) is expected to be much higher in 2003
than in 2002 since: (i) the rate of economic recov-
ery of our main trading partners and in the coun-
tries of origin of incoming tourists will be rela-
tively slow; (i) the price competitiveness of Greek
goods and services will decrease further (so long
as the inflation differential between Greece and
the euro area or the EU persists, especially con-
sidering that the euro has been appreciating
against major currencies) and (iii) ongoing uncer-
tainty related to geopolitical tension in the Middle
East has already caused a drop in this year’s hotel
reservations. Based on these indications and
assumptions, the Bank of Greece estimates that
the growth of economic activity in Greece will
remain strong this year, at 3.7%, i.e. slightly less
than in 2002.

This forecast incorporates the negative impact
that global uncertainty has already begun to have
on domestic economic magnitudes. In the event
of a sharp deterioration in external —geopolitical
and economic— parameters and taking into con-
sideration the particular factors that could amplify
or moderate the negative impact on the Greek
economy of a war in Iraq, it is possible to draw
the following conclusions: (i) the size of the
impact will ultimately depend on the nature, scale
and duration of the war; (ii) the negative impact
on the Greek economy —compared with the rest

of the euro area— will possibly be greater in the

16

areas of inflation and tourism, but probably
smaller as far as the overall evolution of domestic

demand and GDP growth are concerr ed.

The negative impact could be lessened provided
that the government takes appropriale measures
to monitor the fuel markets and prevent the spec-
ulation that could be prompted by an oil price
shock. The social partners must also strive for an
immediate improvement of compelitiveness in
sectors where pricing policies had caused it to
diminish in 2002 and, more generally, work
closely together and with the government to
ensure that firms’ pricing policies are moderate
and that wage increases do not lead to a spillover

of inflationary pressures.

On a more general note, in spite of the significant
elements of uncertainty discussed above, eco-
nomic growth can remain satisfactory in 2003, so
long as GDP growth continues to be supported by
favourable endogenous factors. As mentioned,
however, the social partners must make con-
certed efforts to improve the competitiveness of
the Greek economy. Furthermore, persistence in
the goals of fiscal consolidation, and the strict
observance of the Stability and Growth
Programme will obviously dampen inflationary
pressures and enhance the climate of confidence.
Finally, the implementation of further structural
reforms can also have the immediate effect of

boosting confidence.
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I[. The international
economic environment
of the euro area
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1. Developments and prospects in the
world economy

In 2002, the recovery of the world economy was
slower than expected . World GDP growth was
initially forecast to accelerate to 3.7% in 2003,
from 2.8% in 2002," despite heightened uncer-
tainty in the international environment. However,
according to more recent estimates, world GDP
will grow in 2003 at a rate only slightly over 3%.2
Growth rates are expected to be higher in most
economic regions, as world economic recovery
takes hold and international trade expands. Devel-
oping countries, which were hit less than advan-
ced economies by the world economic slow-
down during 2001-2002, are expected to achieve
growth rates of more than 5%, while advanced
economies are projected to grow by more than
2% in 2003.

The pace of recovery expected during 2003 will
depend on the duration of uncertainty in world
markets, which increased during 2002, mainly
because of geopolitical tensions, notably the
threat of military conflict in Irag, and concerns
about the possible consequences of a further rise
in oil prices. This uncertainty has had a substan-
tial impact on financial markets, where stock
prices have fallen and corporate bond spreads
have widened. In turn, the decline in prices in
global stock markets has contributed to a fall in

consumer and business confidence.

World economic recovery in 2002 was disap-

pointing. Despite the significant easing of mone-

1 The reported estimates and forecasts for 2002-2003 are based
on information available in February 2003. Where more recent
information is not available, data are drawn from the IMF World
Eeonomic Outlook (September 2002) and the OECD Economic
Outlook (December 2002).

2 See e.g. Consensus Forecasts, February 2003, and statements by
the IMF Director to the German press, 15 February 2003.
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Chart 1

Central bank key interest rates
(1 January 2000 - 28 February 2003)
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tary policy in 2001 (see Chart 1) and the expan-
sionary fiscal policies followed in several major
advanced economies, world output growth accel-
erated considerably only in the first quarter of
2002, losing momentum thereafter. Advanced
economies were characterised by declining cor-
porate profitability and investment, further cor-
rections of stock markets and a high degree of

uncertainty in financial markets more generally.

2. Developments in the major economies
and the main economic regions

In the USA, economic recovery was slower than
expected in 2002, but GDP growth, estimated at
2.4%* (compared with 0.3% in 2001), was consid-
erably stronger than in the euro area and in Japan.
In 2003, the US economy is expected to expand at
a rate somewhat lower than the 2.6% forecast last
autumn and closer to the growth rate recorded in
2002, owing to persisting external and internal

imbalances and increased geopolitical uncer-
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tainty. On the other hand, if the recent US dollar
depreciation continues, it should help improve US
export performance and contain the sizeable cur-

rent account deficit.

Real GDP rose at an annualised rate of 1.4% in the
fourth quarter of 2002 (compared wit1 4.0% in the
third quarter). Recent short-term indicators give
mixed signals, but the overall tone is ra-her negat 've.
Retail sales dropped in January 2003 and consurner
confidence weakened in January and February. By
contrast, industrial production increased in Janu-
ary 2003, following a decrease (notatly in the pro-

duction of motor vehicles) in Decernrber 2002.

Sluggish demand and declining unit labour costs
contributed to the fall of CPI inflation to 1.6% in
2002, from 2.8% in 2001. The fall in total employ-
ment raised the unemployment rate to 5.8% in
2002, from 4.8% in 2001.

3 US Bureau of Economic Analysis, Press Recase (provisional
estimates) 28 February 2003,
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The current account deficit widened in 2002,
despite the weaker US dollar, and is estimated to
have reached around 5% of GDP, compared with
3.9% in 2001. This partly reflects the economic
recovery and, possibly, lagged effects of the large
-umulative loss of international price competitive-
1ess of the USA, due to the appreciation of the
follar in previous years.

SDP growth in 2003 is expected to be driven
nainly by investment. After two years of negative
srowth rates, gross fixed capital formation should
srow by 2-3% in 2003. However, its positive effect
n domestic demand should be partly offset by
he slowdown in private and public consumption
not counting in possible effects from the pro-
posed fiscal package - see below). Stock-building
5 expected to decelerate in 2003 in comparison
vith 2002, although its contribution to real GDP
srowth will remain positive, while the foreign bal-
nce should have a smaller negative effect on
iDP growth than in 2002.

| conomic recovery in 2002 was supported by the
scal and monetary policies pursued during 2001.
)n 7 January 2003 the Federal Government pro-
osed a new fiscal package amounting to $674
illion over ten years. The expansionary effect of
“1e new package is expected to be relatively small
112003 and more significant in subsequent years.
" he fiscal deficit is estimated to have increased to
©.1-3.2% of GDP in 2002, from 0.5% in 2001, and
i expected to rise further in 2003. Monetary con-
citions will most probably remain supportive of
«conomic recovery. The US Federal Reserve, hav-
ing reduced its federal funds target rate repeatedly
curing 2001 (by 475 basis points cumulatively),
reduced it further by an additional 50 basis points,
t 1.25%, on 6 November 2002.#

I Japan, the economy has shown occasional

signs of recovery, as GDP grew by 0.3% in 2002,
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Sustained recovery in the Japanese economy is
unlikely in 2003, as the problems of the financial
sector are still present and deflationary trends are
expected to continue to have a negative effect on
domestic demand in 2003. This view seems plau-
sible, considering the very limited scope for fur-
ther macroeconomic management (nearly zero
nominal interest rates and very high fiscal deficits
and government debt) and the fragility of the
financial system. Annual GDP growth may accel-
erate somewhat in 2003, as in 2002. The unem-
ployment rate rose to 5.5% in 2002 (from 5.0% in
2001) and is expected to change very little this
year.

Japan'’s fiscal deficit remained high in 2002 (at an
estimated 7.2% of GDP), mainly owing to a dete-
rioration in the primary balance. Interest pay-
ments kept rising as a percentage of GDP, in spite
of very low yen interest rates, as the government-
debt-to-GDP ratio is high and rising. Gross gov-
ernment debt is estimated at around 155% of
GDP in 2002, up from 145% in 2001. It should be
noted, however, that about 95% of government
debt is domestically held (and that the net gov-
ernment debt, although also growing rapidly, is
considerably lower than the gross debt). Since
November 2000, the Japanese yen has been
depreciating against the euro. On 14 February
2003, the exchange rate of the yen vis-a-vis the
euro was 4.3% lower than at end-December 2002
and 9.2% below its 2002 average (see Chart 2).
Developments in effective exchange rates showed
a 5% depreciation of the yen in 2002 (average
annual level). Japan’s current account surplus is
estimated to have increased to 3.0% of GDP in
2002, from 2.1% in 2001.

4 Among the central banks of major advanced economies, only
the Bank of Canada raised interest rates during 2002. The
overnight target rate (key policy rate) increased 3 times by 25
basis points on each occasion, on 16 April, 4 June and 16 July. It
now stands at 2,75%.
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Chart 2

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

(January 2001 - February 2003)
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Sources: ECB and Bank of Greece.

In the United Kingdom, quarter-on-quarter GDP
growth slowed down to 0.4% in the fourth quar-
ter of 2002, from 0.9% in the third and 0.6% in the
second quarter; for the whole year 2002, the GDP
growth rate was 1.7%, according to initial esti-
mates. An acceleration of GDP growth is forecast
for 2003, mainly depending on the pace of recov-
ery of business investment, which fell by 10% in
2002. HICP inflation is expected to rise somewhat
in 2003, after stabilising at 1.3% in 2002. The
unemployment rate, which remained unchanged
at 5% in 2002, is expected to record a small drop
in 2003. As regards public finances, the decrease
in the primary surplus led to a government bud-
get deficit, for the first time in the last five years.
On 14 February 2003, the exchange rate of the
pound sterling vis-a-vis the euro was 5.8% lower
than its average for 2002 (see Chart 3). On 6
February 2003, the Bank of England reduced its
repo rate by 0.25% to 3.75%.

In the emerging economies in Asia,> conditions
continued to improve after the 1997-98 crisis,
helped by buoyant domestic demand. These eco-
nomies did not appear to be affected significantly
by the crisis in Latin America and the continuing

weakness of economic activity in Japan. In 2002,
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they recorded the highest regional growth rate in
the world (5.9%, against 5% in 2001). Meanwhile,
their inflation remained low (at 2%), though this
average rate was partly due to negative inflation
rates in China and Hong Kong. Desp te the satis-
factory performance of exports, the current
account surplus fell in 2002 to 2.6% of GDP,
down from 3% in 2001, mainly reflecting strong
domestic demand in the region. In China, in par-
ticular, GDP growth has continued to exceed
expectations, as the economy is estir ated to have
grown by 7.5% in 2002, underpinned by a sharp
increase in public investment and exports. In
India, GDP growth accelerated to 5.0% in 2002,
from 4.1% in 2001. Assuming that world eco-
nomic recovery and improvement in the IT sector
will continue, the emerging Asian economies are
expected to keep growing at a high rate (6.0%) in
2003. China is expected to show the highest
growth rate (7.0%) and the Indian economy is
projected to grow by 5.7%.

5 According to the IMF classification, emerging Asian economies
include Developing Asia (25 countries), the Newly Industrialised
Asian Economies (4 countries) and Mongolia. This group, includ-
ing nearly all Asian countries (except Japan and the CIS), accounts
for 25.5% of world GDP.
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Chart 3

Exchange rate of the euro against the pound sterling and the Swiss frank
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Latin America was the worst performer among
the world’s main economic regions in 2002. Eco-
nomic activity was adversely affected by the con-
tinuing economic crisis in Argentina, as well as by
economic developments and political uncertainty
in Brazil and Venezuela. Economic activity con-
tracted by 16% in Argentina, 11% in Uruguay and
6% in Venezuela. Brazil's GDP is estimated to
have grown by 1.5%, unchanged from 2001. On
the basis of a projected continuation of relatively
better performance of the two largest economies
in the area (Mexico and Brazil), GDP growth of
about 3% is expected for the whole of Latin
America in 2003, compared with -0,6% in 2002.

The GDP of the ten acceding countries,® i.e. those
whose accession was decided by the European
Council at Copenhagen (12-13 December 2002),
is estimated to have grown at a rate marginally
lower than in 2001 (2.7%, compared with 3.0%).
This was due to a decline in investors’ interest and
in exports. In these countries, inflation continued
to fall in 2002 (6.2%, down from 9.8% in 2001).
The current account deficit stood at almost the
same level (4.5% of GDP, compared with 4.3% in
2001). The prospects for economic growth
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remain favourable. The average GDP growth rate
is projected at around 3.7% in 2003, but is
expected to exceed 4.5% in the Baltic countries
and Malta. Estimates are less optimistic for the
path of inflation, which is not expected to decrease
considerably against a background of price and
market deregulation and high growth rates. The
current account deficit is expected to stand at the
same level (4.4% of GDP). These countries are
steadily improving their productive and financial
infrastructure, developing their markets and try-
ing to attract more foreign capital. Specifically in
Cyprus, the GDP growth rate slowed down to
2.3% in 2002 (from 4.0% in 2001), mainly owing
to the decline in tourism, which also led to an
increase in the current account deficit (to 5.5% of
GDP, from 4.3% in 2001). In 2003, however, GDP
is expected to grow by 3.5%, while the current
account deficit will drop to 4.3% of GDP (the
same as in 2001). Inflation rose from 2.0% in
2001 to 2.8% in 2002 and is expected to reach
4.5% in 2003, mainly owing to the adjustment of

indirect taxation. Finally, the general government

6 Czech Republic, Cyprus, Estonia, Hungary, latvia, Lithuania,
Malta, Poland, Slovakia and Slovenia.
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deficit is around 3% of GDP, while the general
government debt stood at 56.6% of GDP in 2002.7

Candidate countries (Bulgaria, Romania and Turkey)?
recorded high GDP growth rates in 2002 (bet-
ween 4% and 6%). The outlook for growth in 2003
is more favourable (5% to 7%). Inflation in 2002
remained high in Romania (24.2%) and Turkey
(31.1%), but in 2003 it is expected to decelerate,
to 15% and 18% respectively.

The performance of the other Balkan economies®
(excluding Bulgaria, Romania and Turkey) remained
virtually unchanged in 2002 and GDP growth
averaged 3.8%. Inflation dropped marginally, to
between 2.3% and 6.4%. The current account
deficit ranged from 5.0% in Albania to 20% in
Bosnia-Herzegovina (owing to special circum-
stances). For 2003, average GDP growth rates in
these countries are expected to accelerate signifi-
cantly to nearly 5%, while inflation should drop
considerably, to between 1% and 4%. The current
account deficit is expected to show little change.

In the Commonwealth of Independent States
(CIS)," the GDP growth rate averaged 4.6% in
2002 and average inflation fell to 14%. Specifi-
cally, the Russian economy continues to grow by
around 5% per annum, favoured by high oil
prices. Inflation decelerated to 15% in 2002 and is
expected to drop to almost 10% in 2003.

3. International trade

The volume of world trade is estimated to have
increased by 2.5% in 2002, after contracting by
0.1% in 2001. The rate of increase in trade volume
accelerated in developing countries, but lost
momentum in transition economies owing to
weak demand from EU countries. Indeed, the

pronounced economic slowdown resulted in an
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estimated 0.3% decrease in the volume of goods
imports into EU countries in 2002, World trade
volume is expected to increase by 6% in 2003,
reflecting the projected acceleration of economic
activity in the industrial economes, which

account for more than 70% of world i nports.

Increased geopolitical tensions contr buted to a
sharp increase in oil prices during 200:. Oil prices
picked up during the first quarter of 2002 because
world economic activity grew faster than expected.
Subsequently, oil prices kept rising as the likeli-
hood of armed conflict in Iraq increased. After
falling to $18.6 per barrel in December 2001 (the
lowest level of the year), Brent crude oil prices
gradually rose to $25.1 and $26.9 in the second
and the third quarter of 2002, respectively. After a
temporary decline in October and November,
crude oil prices rose again, as strikes i1 Venezuela
(the world’s fifth largest oil exporter, accounting
for 3.4% of world oil output) reduced oil supplies.
Although OPEC raised official production quotas
by 6.5% in mid-January 2003, the oil market con-
tinued to be tight. The average price of crude oil
exceeded $33 per barrel after mid-Feoruary 2003
and is expected to remain at high levels so long as
the uncertainty associated with geopolitical ten-
sions weighs on the world economy. 11 the light of
current prices in the futures market, the average
annual price of crude oil is expectec to stand at
$28 per barrel in 2003. The dollar prices of non-
fuel commodities, after falling in 2001 to their low-
est level since 1986, increased by 4% in 2002 and
are expected to continue rising (by rearly 6%) in
2003. The price of gold rose gradually during
2002, as a sharp drop in stock prices, together with

7 See IMF, Public Information Notice No. 03/13, 14 February 2003.
8 Bulgaria and Romania have not been given an accession date
yet, while a date for the commencement of acces sion negotiations
with Turkey has not been decided yet.

9 Albania, Bosnia-Herzegovina, Former Yugoslav Republic of
Macedonia and Serbia-Montenegra.

10 The 12 former USSR countries and Mongolia
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heightened volatility and uncertainty in world
financial markets, boosted safe-haven demand. The
price of gold increased from $278 per ounce in the
fourth quarter of 2001 to $313 in the second quar-
ter of 2002 and to $343 by the end of the year. In
early February 2003, the price of gold exceeded
$370 per ounce (the highest since 1997), but drop-
ped to $350 by the end of the month.

4. Financial markets

Against a background of heightened global uncer-
tainty, world financial markets experienced a tur-
bulent year in 2002. Amidst considerable volatil-
ity, stock markets weakened markedly during 2002.
Their decline was especially pronounced during
the period from end-March to early-October 2002,
reflecting an erosion in investor confidence and
increased risk aversion. Unexpected falls in cor-
porate profitability and disclosures of fraud as
well as accounting and auditing abuses in several
big US corporations increased volatility and
sharpened the correction path of stock market
indices. As a result, there was a portfolio shift
from equities to bonds and gold, as well as to

euro-denominated assets.

In 2002, world stock markets recorded their third
consecutive year of annual losses. Stock prices in
the high-technology sector continued their adjust-
ment process for the third year in a row and
returned to their levels in early 1997. Euro area
stocks underwent a large decline during 2002,
while stock indices in Europe and the USA experi-
enced the sharpest drop of the past decade. The
broad Dow Jones EURO STOXX index fell by 34.5%
between end-2001 and end-2002, while the FTSE
100 and Standard & Poor’s 500 indices decreased
by 24.5% and 23.4% respectively. Japan’s Nikkei
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225 index recorded losses of 18.6%. Between
end-December 2002 and 14 February 2003, stock
prices declined further in Europe and the USA,
where the broad Dow Jones EURO STOXX index
dropped by 7% and the Standard & Poor’s 500
index by 5%, whereas the Nikkei index rose by 2%.

Reflecting expectations of weaker economic growth
and low inflation, long-term interest rates fell in
2002 to low levels in both the USA and the euro
area. Between end-December 2002 and 14 Febru-
ary 2003, ten-year government bond yields increased
by 10 basis points in the USA and declined by 20
basis points in the euro area, to stand at around
3.9% and 4.1% respectively. On 14 February 2003
there was a negative differential of 10 basis points
between ten-year government bond yields in the
USA and the euro area.

A notable feature of financial market develop-
ments has been a greater differentiation in credit
markets, reflected in, inter alia, a widening of
bank credit spreads. However, market adjust-
ments remained orderly and have not threatened

global financial stability.

The euro rose from a year-low of $0.86 at the end
of January 2002 to above parity in July (see Chart 2).
It remained at around parity until mid-December,
when it started to appreciate again, reflecting the
weakening of the US dollar. In December 2002
and February 2003 the euro continued to appreci-
ate against most major currencies. In nominal
effective terms, on 14 February 2003 the euro
was 2.6% higher than at end-December and 8.2%
above its average level for 2002. The appreciation
of the euro was particularly pronounced vis-a-vis
the US dollar. On 14 February 2003 the exchange
rate of the euro against the US dollar was about
14.1% higher than its 2002 average.
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[II. Macroeconomic
developments and
prospects in the euro
area, monetary
developments and the
single monetary policy?
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1. Macroeconomic developments and
prospects in the euro area

The economy of the euro area posted a slight
recovery in the first quarter of 2002, which, how-
ever, failed to gain momentum in subsequent
quarters. Real GDP grew by 0.4% in the first and
the second quarter of 2002 (compared, in each
case, with the immediately preceding quarter)
and 0.3% in the third quarter. For the whole year,
GDP growth is expected to be 0.7%.> Owing to
the slow recovery and high uncertainty, due to
geopolitical tensions, the more recent forecasts
about GDP growth in the euro area in 2003 range
between 1.3% and 1.4% (compared with 1.8%
forecast by the European Commission in Novem-
ber).? The economy’s prospects will mainly depend
on the duration of the prevailing uncertainty,
which is related to the possibility of a war in Iraq
(see also Chapter VII). A separate reason for con-
cern is the serious weakening of the German
economy, which is directly affected by interna-
tional economic developments and, because of its
size, weighs heavily on the economic outlook of
the whole euro area.

In the third quarter of 2002, household consumer
expenditure, helped by the decline in inflation,
recovered, rising by 0.5% (compared with a 0.3%
increase in the second quarter and a 0.1% decline
in the first quarter, relative —each time— to the
immediately preceding quarter). Net exports also
rose, while investment activity stabilised, after a

continuous decline in the previous six quarters.

1 References to economic prospects for 2003 are based on pro-
jections by Eurosystem staff and the latest European Commission
Autumn forecasts; more recent information has also been taken
into account.

2 According to provisional data, Germany’s GDP grew by only
0.2% in 2002, Italy’s by 0.4% and France’s by 1.2%.

3 Therefore, the macroeconomic Eurosystem staff projections for
a GDP growth between 1.1% and 2.1% are still valid. See ECB,
Monthly Bulletin, December 2002.
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For the fourth quarter of 2002, the European
Commission estimates, according to a macroeco-
nomic model based on short-term indicators, that
the GDP growth rate ranged between 0.1% and
0.4% (compared with the immediately preceding
quarter). According to the same model, the GDP
growth rate is expected to range from -0.1% to
+0.3% in the first quarter of 2003 (compared with
the last quarter of 2002). The industrial confi-
dence indicator, compiled by the European Com-
mission, showed a small improvement in Decem-
ber 2002 and a slight deterioration in January and
February 2003. Moreover, between September
2002 and January 2003 the Purchasing Managers’
Index for manufacturing remained below the
value of 50, i.e. the border between business
expansion and contraction, rising to 50.1 in Feb-
ruary. Consumer confidence, an important factor
affecting GDP growth during most of 2002, dec-
lined significantly in the fourth quarter of 2002 and
the first two months of 2003, reflecting increased
uncertainty over economic growth and employ-

ment prospects.

Despite the low growth rate, new jobs will possi-
bly be created this year as well, albeit at a slow
pace. The 2003 unemployment rate forecast for
the euro area (8.3%) is only marginally higher
than that for 2002. In some euro area countries,
such as the Netherlands and Portugal, a signifi-
cant increase in the unemployment rate is fore-
cast for 2003, although from a very low starting

base.

The annual rate of HICP inflation accelerated to
2.3% in December 2002, from 2.2% in November.,
In January 2003, inflation was 2.2%, while in Feb-
ruary, according to flash estimates by Eurostat, it
was 2.3%. Core inflation started decelerating in
October and fell to 2.3% in December 2002,
while the annual growth rate of the producer price
index continuously accelerated from October
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through December. The appreciation of the euro
exerted a downward pressure on prices. For 2002
as a whole, HICP inflation showed a modest
deceleration to 2.2%, from 2.5% in 2001. The
maintenance of inflation at these levels was
mainly due to the persistently high ccre inflation,
reflected especially in rising services prices, as
well as to the increase in oil prices ancl unit labour
costs. For 2003, HICP inflation is expected to
slow down to between 1.3% and 2.3%, according
to the macroeconomic Eurosystem staff projec-
tions published in December 2002.

The general government deficit in the euro area is
estimated to have risen to 2.3% of GDP in 2002,
from 1.5% in 2001, thus reaching & level more
than double that forecast in the euro area coun-
tries’ budgets. The primary surplus fell to 1.5% of
GDP, from 2.5% in 2001, while interest payments
(as a percentage of GDP) remaired virtually
unchanged. This development was mainly due to
unfavourable cyclical factors, given that the euro
area deficit, cyclically adjusted, is estimated to
have marginally increased in 2002, to 2%, from
1.9% in 2001.

The process of fiscal consolidation came to a halt
in 2002, since all euro area countr es, with the
exception of Finland and Spain, reccrded deficits
that significantly exceeded fiscal targets. Some of
the bigger economies appeared to be lagging
behind most of the smaller economies in their
efforts towards fiscal adjustment. The largest defi-
cits in the euro area for 2002, according to the lat-
est provisional data announced by ‘he countries
themselves, were recorded by Germany (3.75%
of GDP), Portugal (2.8%) and Frence (2.8%),*

4 In the Commission’s Autumn Forecasts (Nove nber 2002) it was
estimated that Germany’s deficit would reach 3.8% of GDP,
Portugal’s 3.4% and France’s 2.7%. On 25 February 2003, the
French Prime Minister announced that the deficit likely exceeded
3% of GDP in 2002.
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approaching or exceeding the 3% limit set by the
Treaty. At the end of November 2002, the
European Commission made proposals aimed at
strengthening fiscal policy co-ordination in the EU
(see Box 1). These proposals, if adopted, are
expected to contribute to a more efficient applica-
tion of the Stability and Growth Pact.’

The gross public debt of the euro area is esti-

mated to have risen slightly in 2002, to 69.6% of
GDP, reversing the downward trend prevalent in
recent years. Specifically, the ratio increased in

5 As stated in the Editorial of the ECB Monthly Bulletin
(December 2002), “The recent European Commission communi-
cation is a good starting point for strengthening confidence in the
budgetary framework. The Governing Council, ...., fully supports
the Commission’s main objective, namely to improve the imple-
mentation of the Pact within the existing framework of rules”.

BOX 1

Recent fiscal developments in the European Union

Fiscal developments in 2002 indicated that most
euro area Member States missed the fiscal targets in
their respective national budgets and stability pro-
grammes.

The most significant deviations from budget targets
have been witnessed in large economies, such as
Germany and France. As a result, the general govern-
ment deficit deteriorated considerably in the euro area
as a whole, to 2.3% of GDP (provisional estimate),
compared with a targeted 1.1%.

Although these deviations reflect, to a large extent, the
weak economic environment, they are also attributable
to the considerable deterioration of the cyclically
adjusted budget balances, mainly as a result of insuffi-
cient control of primary expenditure and unfunded tax
cuts.

Against this background, the European Commission,
within the framework of the Treaty establishing the
European Community (the “Treaty”) and of the Stability
and Growth Pact (“SGP”), took a number of initiatives
with a view to ensuring the adoption of measures to
tackle fiscal problems in some Member States, as well
as to enhancing fiscal stability and the credibility of
SGP. In this context, and also in the light of experi-
ence gained from its four years of implementation, an
overall evaluation of the SGP and the elaboration of

European Commission proposals to strengthen the co-ordination of budgetary policies in the European Union’

proposals for improving its implementation became
possible.

Activation of the “excessive deficit procedure” and dis-
patch of an “early warning”™

During 2002, the European Commission activated the
excessive deficit procedure in two instances, against
Portugal and Germany for exceeding the reference
value of 3% (for the general government deficit to GDP
ratio) in 2001 and 2002, respectively. The Council, fol-
lowing a Commission recommendation, adopted, in
accordance with Article 104 of the Treaty, a Decision
on the existence of an excessive deficit position and
recommended to these two Member States to take the
necessary measures to eliminate it. Also, in November
2002, the Commission recommended to the Council to
give France an early warning so as to prevent the occur-
rence of an excessive deficit, taking into account the
large deviations from the general government deficit
targets and the likelihood of an excessive deficit occur-
ring in the course of 2003. The Council decided to give
this warning to France in January 2003. =

1 The issues analysed here concern all EU Member States.
However, the strengthening of budgetary policy co-ordination is
particularly relevant for the euro area, as a necessary complement
of the single monetary policy.

2 The excessive deficit procedure (EDP) and early warning (EW)
are procedures established by (i) Article 104 of the Treaty and
Council Regulation (EC) No. 1467/97, and (ii) Council Regulation
(EC) No. 1466/97, respectively.
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- Commission proposals to enhance the effectiveness
of the Stability and Growth Pact

In a Communication issued on 27 November 2002,°
the Commission presented proposals for the improve-
ment of the implementation of the Stability and Growth
Pact in a way that would take greater account of under-
lying economic conditions and strengthen the system's
main features, in order to ensure its greater flexibility
and effectiveness.

It is worth noting that these proposals can be achieved
within the current legal framework and would not
require a revision of Treaty provisions or SGP Regu-
lations. Rather, they should be seen as an interpretation
of the existing provisions of the SGP in order to ensure
effective implementation.

The proposals of the Commission are summarised
below:

e Creater importance must be attached to the under-
lying* budgetary positions over the economic cycle.
This approach allows account to be taken of the eco-
nomic cycle in setting fiscal objectives at the euro
area or EU level and in the surveillance of fiscal poli-
cies and developments across Member States.’
However, the Treaty’s reference value of 3% for the
general-government-deficit-to-GDP ratio remains
valid. This was made clear when the Commission
applied the excessive deficit procedure in the cases
of Germany and Portugal and also when it recom-
mended to the Council to give France an early warn-
ing in order to prevent the occurrence of an exces-
sive deficit.

® Establishing transitional arrangements for countries
with underlying deficits exceeding the “close to bal-
ance or in surplus” requirement. The Commission
proposes that a general principle be established
requiring countries with such underlying deficits to
achieve an annual improvement in the underlying
budget position of at least 0.5% of GDP each year
until the “close to balance or in surplus” require-
ment has been reached. This rate of improvement
should be higher in countries with high deficits or
debt.

e Avoiding pro-cyclical budget policies in good times.
To avoid a pro-cyclical loosening of fiscal policies in
good times, the automatic stabilisers should operate
symmetrically over the cycle. As a general rule,
expansionary fiscal policy for stabilisaticn purposes
should be confined to Member States that have
already created enough budgetary room to do so. In
the recent past, expansive fiscal policies during eco-
nomic upturns have been responsible for the slow
reductions in fiscal deficits in certain Member States.

e Temporary deviations from the “close to balance or
in surplus” rule could be envisaged only if the
Member State concerned has already made substan-
tial progress towards this basic goal of the SGP and
if general government debt is below the 60% of GDP
reference value. Such temporary —and limited —
deviations may be acceptable when associated with
large structural reforms (such as productive invest-
ment or tax reforms) that raise potential growth or
employment in line with the Lisbon strategy on
growth and employment.

® In pursuing the sustainability of public finances,
greater weight should be attached to general gov-
ernment debt (also taking into accoun: the need lo
meet the challenge posed by ageing populations).
Countries with debt levels above 60% of GDP should
outline a detailed strategy to reduce their debt level
to below the reference value in their <tability or, in
the case of non-euro area countries, their conver-
gence programmes. Individual stratzgies should
involve a satisfactory pace of annual debt reduction
as a percentage of GDP. On the basi« of a defined
‘satisfactory pace’ and in accordance with the Treaty,
the failure to achieve the established pice of debt —

3 Communication from the Commission to the Council and the
European Parliament “Strengthening the co-ordination of bud-
gelary policies”, COM (2002) 668 final, 27 Nove mber 2002,

4 In other words, the SGP requirement for a budget position
“close to balance or in surplus” should be defined in terms of the
underlying balance —as opposed to the nominil budgetary bal-
ance— net of the effects of cyclical fluctuations and other transi-
tory effects on budget.

5 Following a Commission proposal endarsed 1y the Council, a
common methodology for measuring the cyclicelly adjusted bud-
get balances has been adopted, which facilitates data compara-

bility.
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- reduction should lead the Commission to acti-

vate the excessive deficit procedure.

A four-point programme to improve the implementa-
tion of the Stability and Growth Pact

To ensure effective implementation of the above pro-
posals and better co-ordination of budgetary policies,
the Commission proposes the following:

e Member States should reaffirm their firm commit-
ment to the goals of the SGP in a “Resolution to rein-
force the co-ordination of budgetary policies”.

e Upgrading the analysis of economic and budgetary
policies. This will involve improvements in the qual-
ity and timeliness of government finance through the
endorsement of a “Code of best practices on the
reporting of budgetary data”, with more emphasis
on the analysis of the quality of public finances,
focusing on countries which experience difficulties
in meeting the requirements of the SGP.

e A more effective monitoring of the compliance with
the Pact. This will involve defining specific criteria both
for activating the “early warning” mechanism in order
to prevent the occurrence of an excessive deficit and
for activating the Treaty mechanisms designed to avoid
an expansionary fiscal policy in good times, as well as
clarifying the interpretation of the debt criterion of the
excessive deficit procedure. Regarding general govern-
ment debt, important elements are the definition of a
“satisfactory pace” of debt reduction towards the 60%
of GDP reference value, as well as the analysis of the
driving factors behind debt changes.

® Better communication and greater transparency
regarding the timely and reliable provision of infor-
mation on the budgetary commitments of Member
States and on how the SGP is being implemented. In
this respect, the Commission already publishes an
annual report on “Public finances in EMU" and also
provides in press releases some details of its assess-
ment of stability and convergence programmes.
However, the Commission intends to make public
its detailed assessment. This will be a subject for fur-
ther discussion with the Member States.

Improving budgetary statistics

At a time when efforts towards a better co-ordination of
budgetary policies have intensified, there is also need to
improve the quality of budgetary statistics. Conside-
rable progress has been achieved by Member States in
the compilation and reporting of budgetary data, and by
the Commission itself in harmonising and clarifying sta-
tistical standards. In spite of such progress, the system
can be improved, as experience has revealed some
major weaknesses in terms of reliability, transparency
and timeliness of budgetary statistics.

In a Communication® also issued on 27 November
2002, the Commission proposed procedures and
methods for improving budgetary statistics in the con-
text of the strengthening of budgetary surveillance and
of the excessive deficit procedure. Specifically, the
Commission proposed a “code of best practice” aimed
at increasing the reliability of budgetary statistics and
containing clarifications and improvements on the pro-
cedures followed both by the Member States and by
the Commission.

Prospects

The above proposals of the Commission set a frame-
work and general principles on the strengthening of
budgetary policy co-ordination. To promote their appli-
cation, the Commission proposed the following
actions: (a) endorsement by the Spring 2003 European
Council of a Resolution expressing Member States’
commitment to the Stability and Growth Pact and the
solemn political commitment of the Commission,
Member States and the Council to implement it in
accordance to the proposals laid down in this Com-
munication; (b) revision of the “Code of conduct on the
content and presentation of stability and convergence
programmes* in force from July 2001, in order to incor-
porate the above-mentioned proposals, as amended
following a debate in the Council. Concerning budge-
tary statistics, the Commission called on the Council -

6 Communication from the Commission to the European
Parliament and the Council on: “The need and the means to
upgrade the quality of budgetary statistics”, COM (2002) 670
final, 27 November 2002.

MONETARY POLICY 2002-2003




— to endorse the Code of best practices on the com-
pilation and reporting of budgetary data (annexed to
the Communication) ahead of the next reporting of
budgetary data to the Commission on 1 March 2003.

On 18 February 2003, the (ECOFIN) Council recon-
firmed the terms of the Pact and decided that any tech-
nical modification to the way the Pact is implemented
could, if necessary, be put into action later in the year

through revisions to the “Code of conduct on the con-

tent and presentation of stability and convergence pro-

grammes”. The Council welcomed the Commission
proposals as a valuable contribution to the strengthen-
ing of budgetary policy co-ordination. However,
Member States expressed different views on the
Commission proposal regarding the possibi ity of small
deviations, in certain cases, from the “close to balance
or in surplus” rule. Following a debate, the Council
decided to present its conclusions on the issue at its
meeting of 7 March. These conclusions would then be
forwarded to the European Council to be held in
Brussels on 21 March.

some Member States, e.g. in Germany, where it
reached a level marginally higher than the refer-
ence ratio (60%), in France and in Italy. Moreover,
in Italy, Greece and Belgium public debt contin-
ues to be in excess of 105% of GDP. Among the
other euro area countries, the highest public
debt/GDP ratio is observed in Austria (63.2%).
According to the European Commission’s Autumn
Forecasts (November 2002), the average debt/GDP
ratio for the euro area is expected to drop to
69.1% in 2003.

2. Monetary developments

2.1 The monetary policy decisions of the
Eurosystem

The European Central Bank (ECB) key interest
rates remained unchanged for over one year, from
8 November 2001 to 5 December 2002, as the
Governing Council of the ECB considered that
their level was compatible with ensuring medium-
term price stability in the euro area, that is, with
the Eurosystem'’s primary goal. At the meetings of
the ECB Governing Council during the first
months of 2002, the high growth rate of M3° was
attributed to extraordinary factors and was not
considered to signal risks to price stability, given

the deceleration of credit expansion to the private

30

sector. From May 2002 onwards, despite the
decline in inflation, the outlook was deemed less
favourable. It was estimated that there was signif-
icantly more liquidity than would be needed to
finance non-inflationary economic growth. How-
ever, from August onwards, risks to price stability
owing to excess liquidity were considzred to have
been balanced out by the fact that credit expan-
sion to the private sector had stabilised around

5% and economic growth remained subdued.

At the Governing Council’s 5 December 2002
meeting, it was decided to reduce “he ECB key
interest rates by 50 basis points. Specifically, the
minimum bid rate on main refinancing operations
was reduced to 2.75% (see Chart 4 and Table I),
the marginal lending facility rate to 3.75% and the
deposit facility rate to 1.75%. The Governing
Council judged that inflationary pressures had
eased, especially because of the low economic
growth rate and the possibility of its further weak-
ening. Moreover, it was estimated that prospects
for inflation to fall below 2% in 2003 and for the
maintenance of price stability in the redium term
were enhanced. It was deemed that the decision
to reduce ECB key rates should contribute to

improving economic prospects and «trengthening

6 Definitions of monetary aggregates are provided in the Glos-
sary.
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Table 1
Adjustment of key ECB interest rates

(Percentages per annum)

With Main Marginal

effect Deposit refinancing lending

from! facility operations facility

11 May 2001 3.50 4.50 5,50

31 August 2001 3:25 4.25 5.25

18 September 2001 275 3.75 4.75
9 November 2001 2.25 325 4.25
6 December 2002 1.75 235 3.75

1 The date refers to the deposit and marginal lending facilities. For main refinancing operations, changes in the rate are effective from the first operation following
the date indicated. The change on 18 September 2001 was effective on that same day.

Source: ECB.

Chart 4

ECB interest rates and money market overnight rate (EONIA)

(1 January 2001 - 13 February 2003)
(Percentages per annum, daily data)
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confidence in the euro area. Finally, the Governing
Council reviewed the reference value for the
annual growth rate of M3 and decided to leave it
unchanged at 4.5% for 2003.

As regards monetary developments, it was con-
firmed that the high annual growth rate of M3’
was due to the investors’ shift to more liquid
assets, owing to the uncertainty prevailing in
financial markets and the economy in general, but

also to the very low opportunity costs of money
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holding. Although it was judged that there was
still excess liquidity in the euro area, it was con-
sidered unlikely that this would translate into
inflationary pressures, given the weak economic
activity and the deceleration of credit expansion
to the private sector.

7 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 a specific month. The ECB monitors
the average annual rate of change for three consecutive months.
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At its meeting of 5 December 2002, the Governing
Council of the ECB, analysing the main economic
indicators under the second pillar® of the Euro-
system'’s strategy, pointed out that quarter-on-
quarter GDP growth in the euro area had
retreated slightly to 0.3% in the third quarter
(compared with 0.4% in both the first and the sec-
ond quarter). According to the latest available
data, a small improvement in business confidence
was ascertained, but consumer confidence declined
further. The Governing Council estimated that
GDP growth would remain subdued in the last
months of 2002; it also considered that the
medium-term outlook for the GDP growth rate
might be adversely affected by uncertainty in
financial markets, the consequences of geopoliti-
cal tensions for oil prices, the sluggish growth rate
of world GDP and the persistence of global imbal-

ances (out of the euro area).

At its above meeting, the ECB Governing Council
also took into consideration the fact that inflation
remained over 2% during most months of 2002
(2.3% in October), reflecting the effect of previous
rises in oil and food prices, a rather limited impact
from the euro cash changeover, services price
increases, as well as wage rises which, despite
sluggish economic activity, remained high owing
to structural rigidities. Moreover, because of the
rise in some indirect taxes and administered prices,
it was estimated that inflation would remain over
2% at the beginning of 2003. Nonetheless, it was
considered that weak economic activity and the
appreciation of the euro compared with the
beginning of 2002 would ease inflationary pres-
sures, as the effect of the above-mentioned tem-
porary factors further unwinds. It was estimated
that economic growth would gradually recover
during 2003 towards rates more in line with the
potential GDP growth rate, as the rise in real dis-
posable income, due to the fall in inflation, and

the reduction in the current gap between per-

ceived and actual inflation should underpin con-
sumption. It was also considered that the
strengthening of foreign demand and euro area
exports, together with the low level of interest

rates, should benefit investment.

At the ECB Governing Council meztings of 9
January and 6 February 2003, it was judged that
the prevailing monetary policy stance remained
appropriate to preserve price stability in the
medium term and that therefore ECB key rates
ought to remain unchanged. It was pointed out
that the M3 growth rate continues to be high,
without, however, threatening price stability. This
strong rise is due to a temporary incrzase in pref-
erence for liquidity, which is related to uncertainty
in financial markets and to geopolitical tensions
and fed by the low level of interest rates. GDP
growth is expected to accelerate in 2023, provided
uncertainty gradually diminishes and <tability once
again prevails in financial markets, as during the
period between mid-October and early December
2002. Moreover, the low level of interest rates can
help limit risks to economic growth, while the
anticipated global economic recovery is expected
to offset the impact of the appreciation of the euro
on export growth. Also, the mediurn-term price
competitiveness of companies active in the euro
area remains favourable. According to tie Governing
Council’s estimates, the base effec:s related to
increases in unprosessed food and services prices
in early 2002, along with the appreciation of the
euro and slow economic growth, will contribute to
afall in inflation and its stabilisation bzlow 2% dur-
ing 2003, provided that moderate wage develop-
menls prevail.

8 The Furosystem’s assessment of the risks of deviation from the
price stability objective rests an two pillars. The first pillar con-
cerns the analysis of monetary and credit developments, in par-
ticular money stock (M3). Under the second p llar, the inflation
outlook is assessed on the basis of a wide range Hf economic indi-
cators, such as economic activity, wages, the hond vyield curve,
the exchange rate etc.
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Chart 5

M3 in the euro area

(January 2001 - December 2002)
(Percentage change1 over same period of previous year)
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Table 1
Main components of M3 in the euro area
{Annual percentage changes,’ seasonally adjusted data, unless otherwise indicated; quarterly averages’)
2001 2002
Q4 Q2 Q3 Q4 December
M1 5.5 6.2 6.6 7.6 8.8 9.8
Currency in circulation, MO -18.6 -28.0 -19.9 7.7 12,9 42.7
Overnight deposits 10.4 13.0 11.7 10.3 8.2 5.8
Other short-term deposits (= M2-M1) 5.9 6.7 6.4 5.5 4.9 3.5
Deposits with an agreed maturity of up to two years® 73 3.6 29 1.4 1.4 -0.3
Deposits redeemable at notice of up to three months® 5.0 9.1 9.4 8.9 77 6.6
M2 5.7 6.5 6.5 6.5 6.7 6.5
Marketable instruments (= M3-M2) 18.5 14.1 12,5 10.4 8.5 8.5
Repurchase agreements* 2195 4.6 23 259 2.3 42
Money market fund shares/units’® 25.6 29.6 25.2 22.4 18.6 174
Money market paper and debt securities issued with
a maturity of up to two years® 1.5 6.2 -3.0 9.3 -8.5 -9.6
M3 7.4 7.5 7.3 7.0 7.0 6.8

1 Annual rates of change in the corresponding index, which is compiled on the basis of the balance of the corresponding monetary aggregate in December 1998 and the
accumulated monthly flows, adjusted for exchange rate variations, reclassifications etc.

2 The quarterly average is derived from the arithmetic annual averages for each month (calculated as the average of the rates at the end of the reference month and the end
of the previous month) and is not the average of the rates at the end of each of the quarter’s months (see the “Technical Notes” in the ECB Monthly Bulletin).

3 Not seasonally adjusted.
Source: ECB.

2.2 Recent developments
The evolution of M3 and its components

The growth rate of M3 fluctuated slightly during
2002 and finally decelerated to 7% in the fourth
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quarter of the year, from 7.4% in the last quarter
of 2001 (see Chart 5 and Table II), remaining,
however, much higher than the reference value
(4.5%). The high growth rate of M3 cannot be
attributed to increased demand for money for
transaction purposes, since the growth rate of real
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M3 is higher than that of real GDP. It can be partly
accounted for by the low opportunity costs of
holding money (as measured by the difference
between the three-month EURIBOR rate and the
own rate of return on M3), though it is largely due
to the investors’ shift to more liquid assets, owing
to the decline in equity prices and increased
volatility in stock markets.

The annual growth rate of M1 accelerated signif-
icantly to 8.8% in the fourth quarter of 2002, from
5.5% in the last quarter of 2001 (see Table II).
This development reflects the low opportunity
costs of money holding and the prevailing uncer-
tainty in financial markets, but also the fact that
both euro area and non-euro-area residents
rebuilt their currency holdings after the cash
changeover was completed. More specifically,
the negative rate of change in currency in circu-
lation, first observed in December 2000, was
significantly reduced in the period from January
to September 2002 and a positive growth rate
was recorded for the first time in October 2002.
By contrast, the annual growth rate of overnight
deposits (in the retail bank market), which had
accelerated in line with the reduction in national
currency holdings before the introduction of
euro banknotes and coins, gradually declined
throughout last year. The annual rate of increase
in the other short-term deposits (i.e. the differ-
ence between M2 and M1), which make up the
bulk of M3, decelerated in 2002 (from 5.9% in
the fourth quarter of 2001 to 4.9% in the same
quarter of 2002).

The annual growth rate of marketable instru-
ments’ decelerated to 8.5% in the fourth quarter
of 2002 from 18.5% a year earlier, owing to a base
effect from 2001. However, it remained high,
especially because of the attractiveness of money
market fund units to investors in periods of finan-

cial market uncertainty.
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Counterparts of M3

Regarding the counterparts of M3, c-edit expan-
sion to the private sector continued t> decelerate
almost throughout 2002, so that its annual rate in
the fourth quarter of 2002 reached 4.8%, com-
pared with 6.9% in the fourth quarter of 2001 (see
Table 11). In greater detail, the annual growth rate
of loans to non-financial corporations fell to 3.5%
in the fourth quarter of 2002, coripared with
6.2% a year earlier. This deceleration reflects (i) the
low rate of investment in the euro area due to
weak economic activity, (i) enterprises’ efforts to
improve their financial position, anc (iii) a more
cautious lending attitude of banks, givan the reduc-
tion in corporate profits and the market value of
shares held by enterprises. By contrast, the annual
growth rate of loans to households accelerated to
5.8% in the fourth quarter of 2002, compared
with 5.2% in the fourth quarter of 2001, reflecting
mainly the fast increase in housing loans, due to
the especially low interest rates and the significant
increase of dwelling prices in some euro area

countries.

Annual credit expansion to general government in
the euro area accelerated to 1.9% in the fourth
quarter of 2002, compared with -0.7% in the
fourth quarter of 2001, due to the increased bor-
rowing requirements of general government, which
are met through higher governmert paper hold-
ings by Monetary Financial Institutions (MFls).

The annual growth rate of longer-term MFI liabili-
ties'® in the euro area accelerated ‘0 4.9% in the
third quarter of 2002 (compared with 3.2% in the

9 This category comprises repurchase agreements, money mar-
ket fund shares/units, money market paper and debt securities
with a maturity of up to two years.

10 These liabilities include deposits with an agreed maturity of
over two years, deposits redeemable at nctice of over three
months, debt securities with a maturity of ove- two years, as well
as the MFls’ capital and reserves.
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Table 1l
Main counterparts of M3 in the euro area

(Annual percentage changes,’ not seasonally adjusted, quarterly averages®)

2001 2002

Q4 Q1 Q2 Q3 Q4 December
Longer-term financial liabilities 3.2 4.7 4.7 4.9 4.8 4.3
Deposits with an agreed maturity of over two years -0.2 0.2 0.9 1.9 2.6 33
Deposits redeemable at notice of over three months =5.7 =11.5 =132 -11.1 -9.0 -8.7
Debt securities issued with a maturity of over two years 5.9 6.5 Tl 85 T 7.0
Capital and reserves 4.3 9.8 7.0 4.8 4.3 2.5
Credit to euro area residents 5.2 5.1 4.5 4.2 4.1 4.0
Credit to general government -0.7 1.7 1.8 1.1 19 1.7
Debt securities other than shares =0.7 3.5, 3.8 215 4.0 3.8
Loans -0.8 -0.8 -0.9 -0.9 -1.2 -1.2
Credit to other euro area residents 6.9 6.1 5.2 5.0 4.8 4.7
Debt securities other than shares 23.8 223 14.8 75 6.9 9.2
Shares and other equity 352 2.1 -3.5 1.0 34 21
Loans 6.5 5.7 5.6 Dol 4.8 4.7

1 Annual rates of change in the corresponding index, which is compiled on the basis of the balance of the corresponding monetary aggregate in December 1998 and the
accumulated monthly flows, adjusted for exchange rate variations, reclassifications etc.

2 The quarterly average is derived from the arithmetic annual averages for each month (calculated as the average of the rates at the end of the reference month and the end
of the previous month) and is not the average of the rates at the end of each of the quarter’s months (see the “Technical Notes” in the ECB Monthly Bulletin).

Source: ECB.

fourth quarter of 2001). This outcome reflects
mainly the investors’ shift to long-term securities,
due to the rise in long-term interest rates from the
end of 2001 to May 2002 and the uncertainty pre-
vailing in financial markets. However, during the
fourth quarter of 2002, the growth rate of the
above liabilities fell to 4.8%, because the decline
in long-term interest rates limited the effects of
uncertainty in financial markets.

Finally, the MFIs" net external asset position, fol-
lowing a continuous decrease in the first five months
of 2002, increased from May to December, except
for July. This development reflects a growth of
capital inflows for direct and portfolio investment
in the euro area by non-residents and a decline in
capital outflows for investment in non-euro-area
equities by euro area residents.
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Money market rates, bank rates and yields on

long-term securities

Short-term interest rates' (up to one month) in
the single money market of the euro area
remained relatively stable during 2002, showing a
steeper decline towards the end of the year. In
December, this fall reflected the cut in the mini-
mum bid rate on the main refinancing operations
of the Eurosystem. The longer-term (3-, 6- and 12-
month) money market rates generally increased
up to mid-May 2002; subsequently, however, this
course was reversed, mainly as a result of the
downward revision of expectations about the rate
of economic growth. Hence, the slope of the
money market yield curve, as measured by the dif-
ference between the 12-month and the one-month
EURIBOR, became less steep after May, turning

11 Data on interest rates are monthly averages.
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Chart 6

Money- and bond-market yield curves in the euro area

(Average monthly yields in percentages per annum)
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Short-term interest rates in the euro area (1 January 2001 - 13 February 2003)
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negative in early September due to expectations of

a decrease in short-term interest rates.

The interbank overnight rate, as measured by the
EONIA (see the Glossary), remained throughout
the period under review slightly above the mini-
mum bid rate on the Eurosystem’s main refinanc-
ing operations, as set by the ECB (see Chart 4). In
early January 2003, the EONIA moved at relatively
high levels; but later and until mid-February it sta-
bilised at a level slightly above the new minimum

bid rate for the main refinancing operations (2.75%).
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After rising through the first four months of
2002, the 3-, 6-, and 12-month EURIBOR rates
declined significantly from mid-May onwards,
especially at the longer maturities. More specif-
ically, the 3-month EURIBOR (see hart 7), con-
sidered representative of short-term money
market rates, fell by 52 basis ponts to 2.94%
between May and December 2002, while the
12-month EURIBOR decreased during the same
period by 108 basis points to 2.87%. During the
first two months of 2003, all EUURIBOR rates
declined further.
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Chart 8

Ten-year bond yields in the euro area and the United States (1 January 2001 - 13 February 2003)

(Percentages per annum, daily data)
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While in the first five months of 2002 forward
rates in the euro area money market implied
expectations of a gradual increase in interest
rates, they subsequently declined, reflecting a
downward revision of these expectations, which
was linked to the less favourable outlook for eco-
nomic recovery. Forward rate volatility, having
returned at the beginning of the year to the rather
lower level prevailing before the events of 11
September 2001, remained broadly unchanged
during the first half of 2002. However, in the sec-
ond half of the year, with the exception of October
and November, and up to January 2003 volatility
increased significantly, owing to greater uncer-
tainty in financial markets, which was fuelled by
geopolitical tensions and expectations of slower

economic recovery.

Short-term retail bank rates decreased marginally
since the beginning of 2002. Both the overnight
deposit rate (in the retail bank market) and the rate
on deposits redeemable at notice of up to three
months remained almost unchanged throughout
the year, although they decreased more steeply in
December, to 0.68% and 2.06% respectively. The
rate on short-term loans to enterprises showed a

rather larger decline in 2002, falling by 29 basis
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points to 5.97% in December. However, this
decline is small, compared with the 40-basis-point
decrease of the 3-month EURIBOR during the
same period. Throughout the year, the spread
between the short-term interest rate on loans to
enterprises in the retail bank market and the 3-
month EURIBOR was subject to fluctuations, but
in December 2002 it was slightly higher than at
the beginning of the year.

The decline of long-term retail bank rates, after a
rise during the first five months of 2002, was
more pronounced. Between May and December,
the rate on housing loans to households fell over
70 basis points, while the interest rate on loans to
enterprises with a maturity of over one year dec-
lined by 64 basis points. Nevertheless, the rather
limited decline of long-term retail bank rates, com-
pared with the decrease in the yield on medium-
term government bonds (especially on five-year
bonds) most likely reflects the usual time lag with
which money market rates affect retail bank rates,
but also negative developments in the credit rat-

ing of some enterprises.

During the first five months of 2002, govern-

ment bond yields in the euro area (see Chart 8)
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increased, reflecting expectations of economic
recovery in the euro area and of a rise in short-
term interest rates. After May, however, this
course was reversed because of stock market
developments and geopolitical tensions, which
induced investors to shift towards safer assets,
thus increasing demand for government securi-
ties. Bond yields were also affected by the down-
ward revision of expectations about economic
growth in the euro area. In October 2002, longer-
term government bond yields in the euro area
increased temporarily because of the recovery in
stock markets, which led to a restructuring of
investors’ portfolios in favour of equities. In
November and especially in December, however,
long-term yields resumed their downward course.
The decline continued in January 2003, owing to
concerns over a likelihood of a war in Irag, but
also because of the appreciation of the euro. The
slope of the yield curve, measured as the yield dif-
ferential between the 10-year bond and the 3-
month EURIBOR, fluctuated during 2002 (see
Chart 6), reflecting mainly the course of govern-

ment bond yields.

Issuance of bonds and other debt securities

The annual growth rate of euro-denominated debt
securities issued by banks and other MFls in the
euro area subsided to 5.1% in the fourth quarter
of 2002, from 6% in the corresponding quarter of
2001, reflecting the adequacy of their financing
resources because of the high growth rate of
short-term deposits and the containment in the
demand for loans. Besides, the annual rate of
increase in debt securities issued by private non-
financial corporations slowed down considerably,
to 4% in the fourth quarter of 2002, from 20% in
the fourth quarter of 2001. This development was
due to the reduction in corporations’ financing
needs as a result of weakened economic activity

and of uncertainty, both factors limiting invest-
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ment, as well as to the drop in the credit rating of

some corporations.

On the other hand, the annual growth rate of debt
securities issued by general government in the
euro area subsided to 4.8% in the first quarter of
2002, from 6.1% in the fourth quarter of 2001,
but accelerated from the following quarter, reach-
ing 5.6% in the fourth quarter of 2002, owing to
the deterioration in the fiscal position in some

countries.
Stock market developments

The broad Dow Jones EURO STOXX index, com-
piled on the basis of a large numker of stock
prices from euro area countries, showed a contin-
uous decline throughout 2002, which became
more pronounced after April (see Chart 9). On 9
October 2002, the broad Dow Jones EURO
STOXX reached its lowest level since April 1997.
From 9 October until early Decembar 2002 the
declining trend was reversed, but from then on
stock prices declined again and on 13 February
2003 they were almost at 9 October 2002 levels.
At the end of December 2002, the Dow Jones
EURO STOXX index was 34.5% lower than at end-
December 2001, while between 30 December
2002 and 14 February 2003 it fell furtyer by 7.1%.
Stock market volatility was low in the first half of
2002; from June onwards, however, it was higher
than average volatility in 2000 anc 2001. The
decline and the higher volatility of euro area stock
prices are due to the downward revision of expec-
tations about the rate of economic recovery in the
euro area and about corporatiors’ financial
results, as well as to geopolitical tensions. They
are also related to the decline in stock prices in
the US, where, in addition, the reliability of cor-
porate earnings figures and corporat: accounting
practices was questioned and there were some

instances of corporate mismanagement. The great-
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Chart 9

Stock market indices (1 January 2001 - 14 February 2003)
(Index: January 2001=100, daily data)
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est decline was recorded in the technology sector, ber 2001 and December 2002 and also showing
with stock prices falling by 51.8% between Decem- the greatest volatility during the year.
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V. Inflation in Greece —
developments and
prospects

MONETARY POLICY 2002-2003

1. Price developments in 2002

The average annual rate of CPI inflation in 2002
finally came to 3.6%, registering a slight increase
compared with 2001 (3.4%) — see Chart 10.
Furthermore, on the basis of the Harmonised
Index of Consumer Prices (HICP), the average
annual rate of inflation in Greece rose to 3.9% in
2002 (from 3.7% in 2001). Thus, its differential
over the average annual inflation in the euro area
(which was 2.2% in 2002 compared with 2.5% in
2001) widened to 1.7 percentage points (from 1.2
percentage points in 2001 - see Chart 11).
However, the differential of the annual rate of
inflation on the basis of the HICP narrowed to 1.2
percentage points in December 2002 and to 1.1
percentage points in January 2003.

Core inflation remained practically unchanged in
2002." Nevertheless, it is noted that the differen-
tial of core inflation over the corresponding figure
in the euro area fell to 1.4 percentage points in
2002, from 1.8 percentage points in 2001 (see
Chart 12).?

The annual rate of inflation (on the basis of the
CPI) decelerated slightly in the last two months of
2002 (to 3.4% in December from 3.7% in Octo-
ber). This was largely due to the favourable evo-
lution of the annual rate of change in the prices of
fresh fruit and vegetables during that period (from

1 If core inflation is measured by the annual rate of change in the
CPI excluding fuel and fresh fruit and vegetables, then its average
annual level declined slightly, to 3.6% in 2002 from 3.8% in 2001.
But if —to facilitate comparison with the euro area— core infla-
tion is measured by the annual rate of change in the Harmonised
Index of Consumer Prices (HICP) excluding energy and unpro-
cessed food, then its average annual level increased slightly to
3.9% in 2002, from 3.8% in 2001. These dissimilar developments
reflect differences in coverage and weights between the two
indices.

2 Core inflation, on the basis of the HICP excluding energy and
unprocessed food, was 2.5% in the euro area in 2002, compared
with 2.0% in 2001.
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Chart10

Consumer Price Index and core inflation in Greece
(January 2001 - January 2003)

(Percentage change over same month of previous year)
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Source: Calculations based on National Statistical Service of Greece (NSSG) data.

Chart 11

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

(January 2001 - January 2003)
(Percentage change over same month of previcus year)
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+8.1% in October to =9.1% in December?®), which
more than offset the acceleration observed in the
annual rate of increase in fuel prices (from 4.3% in
October to 12.1% in December). Core inflation
(measured by the CPI excluding fuel and fresh
fruit and vegetables) remained unchanged at 3.5%
during the last three months of 2002 (see Chart 10).
Among the items included in core inflation, in
December 2002 the highest annual rate of increase

was observed in the prices of services (4.3%), par-
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ticularly of insurance fees (6.8%), hotels-cafés-
restaurants (6.4%), medical services other than
those provided in hospitals (6.3%), rents (5.4%),
transport services (5.1%) and hospital care (4.9%).
Among goods other than fuel and fresh fruit and
vegetables, a relatively high annual rat= of increase

(3.8%) was recorded in December in ‘he prices of

3 The levels of fruit and vegetable prices had be=n exceptionally
high in December 2001.
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Chart12

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

(January 2001 - January 2003)
(Percentage change over same month of previous year)
5

Sources: NSSG and Eurostat.

Chart13

Wholesale price index in Greece (January 2001 - December 2002)

(Percentage change over same month of previous year)

7 s Non-fuel exports.

2001
Source: Calculations based on NSSG data.

processed food, which includes non-alcoholic
beverages. (This rate was even higher during most
of the year, at 4.3% on average).

Finally, at the wholesale price level, in 2002 the
average annual rate of increase in prices of
“domestic industrial goods for home consump-
tion and imported goods (excluding fuel)” was
markedly lower than in 2001 (1.8% against 2.8%
— see Charts 13 and 14). Moreover, by Decem-

ber 2002, the annual rate of increase in this
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index had declined to 1.6%. As a rule, current
developments in wholesale prices provide useful
indications about future developments in con-

sumer prices.

2. Determinants of inflation in 2002
The slight acceleration of the average annual infla-

tion in 2002 is attributable, inter alia, to some
extraordinary or exogenous factors. Specifically,
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Chart14

Import price index and the inverse of the effective exchange rate of the euro, weighted on the basis of Greece’s

external trade (January 2001 - December 2002)

(Percentage change over same month of previous year)
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Sources: NSSG and Bank of Greece.

owing to the rise in world oil prices during 2002,*
the average annual level of oil prices in the domes-
tic retail market showed only a small decrease in
2002 (~1.7% against —4.8% in 2001), while their
annual rate of change stood at 12.1% in Decem-
ber 2002 (compared with =18.3% in December
2001 - see Charts 15 and 16). In addition, as a
result of the exceptionally high prices of fresh fruit
and vegetables in December 2001 and January
2002, because of bad weather conditions, their
average annual rate of increase rose to 13.8% in
2002 (from 9.2% in 2001). Furthermore, the upward
rounding or the raising of prices effected on account,
or under the pretext, of the euro cash changeover,
particularly in the first few months of 2002, are
estimated to have added another half percentage

point to the annual rate of increase in the CPI.?

An upward pressure on inflation was also exerted
by the widening of profit margins in some branches
of economic activity that particularly affect con-
sumer prices.® Additionally, increases in consumer
prices have been stronger than the corresponding
wholesale prices for (broadly) the same groups of
goods,” which may imply insufficient competitive
conditions in the retail trade sector. Finally, the rel-
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atively high rates of increase in the prices of ser-
vices provided by the private sector also suggest
insufficient competitive conditions in the respec-
tive markets® and, possibly, excess de mand.

4 Between December 2001 and December 2002, Brent blend (for
one-month forward delivery) rose by 43.9% in US dollars, but only
by 26.0% in euro, while in 2002 the average annual level of the
forward price increased by 0.6% in US dollars, but decreased by
4.7% in euro. See ECB, Monthly Bulletin, Februzry 2003, Tables
4.2 and 10, pp. 51* and 76*.

5 According to the initial estimates of Eurostat, the carresponding
effect on the euro area inflation was only 0.2%. However, accord-
ing to more recent estimates, this effect is not much smaller than
that calculated for Greece.

6 This refers mostly to the branches of food, tosacco, oil prod-
ucts, chemicals and pharmaceuticals, but also m nerals and ores
and construction materials, as suggested by the annual financial
results of companies listed on the ASE for 2002. For the total of
listed companies, pre-tax profits declined by abou 17%. Excluding
banks, insurance and leasing companies, pre-tax profits of listed
companies grew slightly, whereas turnover incrzased consider-
ably, thus resulting in a narrowing of profit margins. No firm con-
clusion can be reached on the basis of these data as regards the
profit margins for the total of enterprises operating in Greece (irre-
spective of legal form).

7 Specifically, the average annual increase in retai prices of goods
excluding fuel and fresh fruit and vegetables (wh ch are included
in the CPI) was 3.0% in 2002, while, as already mentioned, the
average annual increase in wholesale prices of “Jomestic indus-
trial goods for home consumption and imported goods (excluding
fuel)” was 1.8%. The corresponding figures for 2001 were 3.9%
and 2.8% (i.e. the differential between the two rates widened
slightly in 2002).

8 These conditions may also explain the price incrzases that some
enterprises managed to impose under the pretext of the euro cash
changeover, as already mentioned.
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Chart15

Evolution of CPI/WPI fuel prices and of the euro price of Brent crude oil

(January 2001 - January 2003)
{Percentage change over same month of previous year)
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Source: Calculations based on NSSG data and US Department of Energy data on crude oil prices (UK Brent).

Chart16

Changes in fuel prices: their contribution to inflation

(January 2001 - January 2003)
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The adverse effect of such determinants on the
course of inflation in 2002 more than offset (by a
slight margin) the favourable effect, on the one
hand, of developments in the international prices
of imports and the appreciation of the euro (see
Charts 14 and 17)? and, on the other hand (to a
lesser extent), of the decline in the prices of
telecommunication services, owing to stiff com-
petition in this recently deregulated market.'® As
regards the prices of the other public utility ser-
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0.65 0.77
0.23 0.21

vices (apart from telecommunication services) that

are provided by both public and private enter-

9 Domestic wholesale prices of imports increased at an average
annual rate of only 0.4% in 2002 (non-fuel imports: 0.7%), while
the average annual level of the exchange rate of the euro,
weighted on the basis of Greece's external trade, rose by 0.9% in
2002 (between December 2001 and December 2002 this increase
was 1.8%).

10 In the course of 2002, telephone rates were reduced by 7.2%
(compared with a reduction of 1.9% in 2001). Had they remained
unchanged instead of decreasing, the annual rate of inflation
would have been 3.6% in December (instead of 3.4%).
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Chart17

Effective exchange rate index, weighted on the basis of Greece's external trade

(January 2007 - February 2003)
(Index: 1990=100, daily data)
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prises, and certain administered rates,” it is esti-
mated that these were increasing in December at
an average annual rate of 3.9%, i.e. slightly faster
than the rate of increase in the general CPI.

Particular attention should be paid to the contri-
bution of unit labour cost developments to the
course of inflation. According to revised estimates
of the Bank of Greece,” the rate of increase in
unit labour costs for the whole economy was
slightly lower in 2002 compared with 2001 (2.7%
against 2.8%),"* while in the business sector'* it
decelerated considerably (to 1.8% in 2002, from
3.2% in 2001)."% In the whole economy, the slight
weakening of unit labour costs (see Table IV)
mainly reflects the fact that the faster increase in
average nominal earnings (6.6%, compared with
5.2% in 2001)'® was more than offset by the
quicker growth of labour productivity, measured
by GDP per employee. If non-wage labour costs
had not been reduced through the abolition of
stamp duties,'” the rate of increase in labour costs
would have been higher.’® In the whole economy,
the rate of increase in unit labour costs remained,
firstly, above the upper limit deemed consistent
with price stability (i.e. 2%) and, secondly, slightly
over the corresponding rate for the euro area.'? In
this sense, it continued to contribute to the per-
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sistent high levels of Greek inflation, to the widen-

ing of its differential over the euro area average

11 These include the rates of the Public Povser Corporation
(DEH), the Hellenic Post Office (ELTA), the H:llenic Railways
Organisation (OSE), the Athens-Piraeus Water Supyly and Sewerage
Company (EYDAP) and other water supply companies, the fares of
Olympic Airways (OA) and private airlines, the far2s of urban pub-
lic transport companies, the rates of public and rivate hospitals,
the contributions to the Hellenic Radio and Television (ERT),
municipal rates, road tolls and road duties.

12 This downward revision (compared with the (/onetary Policy,
Interim Report of November 2002) mainly reflecs the growth of
GDP in 2002 which, according to the initial —flash— estimates of
the NSSG (13 February 2003) increased by 4.0%, ind not by 3.4%
as it had previously been assumed.

13 These rates differ from those calculated by the NSSG and
Eurostat (see Box 2).

14 Comprising public and private enterprises, and banks.

15 Nevertheless, the rate of increase in labour costs in manufac-
turing is estimated to have accelerated slightly to 3.1% in 2002,
from 2.9% in 2001,

16 Compensation per employee, which comprses employers’
(social security and other) contributions, rose by 6.0% in 2002,
compared with 5.3% in 2001. This difference is cue to the effect
of the abolition of stamp duties on the earnings of employees in
the business sector (see the next footnote).

17 The measure applied to employees under private labour con-
tracts. Until 31 December 2001 such duties were calculated on
the compensation of employees —at a rate of 0.6°c— and paid by
employers in the business sector. Their abolition led to a moder-
ation of the rate of increase in unit labour costs by 0.5 percentage
point in the business sector and by 0.3 percentige point in the
whole economy.

18 Specifically: 3.0% in the whole economy, 2.3% in the business
sector and 3.6% in manufacturing.

19 According to the Autumn Forecasts of the European Commission,
the average annual rate of increase in unit labour costs in the euro
area was expected to stand at 2.5%, that is to say at approximately
the same levels as in 2001 (2.7%, i.e. almost as high as in Greece),
In the first quarter of 2002 the annual rate of increase of unit labour
costs in the euro area was unusually high (3.1%) but in the fol-

lowing two quarters it decelerated to 2.4% and 2.3% respectively.
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Table: IV

Employees’ earnings, productivity and labour costs (2000-2003)

(Annual percentage changes)
2002 2003
2000 2001 (estimate) (forecast)
Average gross eamings (nominal):
- whole economy 6.5 52 6.6 a5
- central government! 7.1 55 5.4 B
— public enterprises 13.2 8.2 11.3 6.5
- banks 6.8 6.3 3.5% 6.5
— non-bank private sector 5.0 53 6.5 5.8
Minimum earnings 4.2 8.5 5.4 5.1
Net? income of an employee with average earnings
(nominal) 8.5° 38 6.17
(real) 5i1° 0.4 2.4°
Total compensation of employees (including employers’ social 7.3 7.1 6.8° 6.8
security contributions)
Compensation per employee 6.3 5.3 6.0° 5.4
GDP 4.2 4.1 4.0 3.7
Output per person-hour in manufacturing 32 2.5 2.8 2.0
Unit labour costs:
- whole economy 3.0 2.8 L7 3.0
- business sector? 2.4 32 1.8 3.5
- manufacturing 22 29 3. 1® 3.7

Compensation per employee.
Gross earnings Jess employees’ social security contributions ess income tax.
The business sector comprises private and public enterprises and banks.

B W -

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

1 September 2000) in social security contributions of minimum wage earners.
6 The relatively low rate of increase in average earnings of bank employees reflects
77

8

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

Including the refunding (in January 2000) of wage earners (other than civil servants) with a difference from tax withheld; also including the reduction (as from

mainly changes in the composition of personnel.

Including the abolition (as from 1 January 2002) of stamp duties (0.6% of gross earnings) paid by business sector employees.
Including the abolition (as from 1 January 2002) of stamp duties (0.6% of earnings) paid by business sector employers.

Sources: NSSG (provisional data for 2000-2002 GDP, December 2002 and February 2003), Bank of Greece estimates (for GDP in 2003 and for the other annual aggregates

in 2000-2003).

BOX 2

Problems in the calculation of unit labour costs

The notion of “unit labour costs” refers to the costs of
dependent labour and is defined as the ratio of average
labour compensation (i.e. total dependent labour expen-
diture per employee or per hour worked) to productiv-
ity (i.e. output per employed person or per hour worked).
The calculation of unit labour costs on the basis of this
general definition is relatively simple at the level of an
enterprise, but more complex at the level of an eco-
nomy where not all workers are employees. The rates
of change included in the present Report with respect
to unit labour costs in the whole of the Greek economy

(e.g. 2.7% in 2002, compared with 2.8% in 2001) refer
to the change in the ratio of total compensation of
employees including employers” social security contri-
butions (at current prices) to GDP (at constant prices),
or —equivalently expressed in mathematical terms—
to the change in the ratio of “total compensation per
employee (including employers’ contributions)” to
“GDP per employee”. However, given that the stan-
dard definition used by the NSSG and Eurostat is dif-
ferent (change in the ratio of “total compensation of
employees —including employers’ social security —

MONETARY POLICY 2002-2003
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= contributions — per employee” to “GDP per employed
person in general™), different rates are calculated (e.g.
2.6% in 2002 compared with only 0.9% in 2001,
according to the Updated Stability and Growth Pro-
gramme of December 2002).

The two definitions are equivalent in the case of a busi-
ness firm or branch of activity where all employed per-
sons are employees, but produce different results for
an economy such as the Greek one, where employees
represent only 60.2% of total employment, compared
with 84.3% in the EU as a whole (according to data for
2001). Moreover, in the last few years (except 2002)
the rates of change in total employment have been, as
a rule, lower than those in waged employment (e.g.
—0.8% compared with +2.2% in 2001 according to the
labour force survey, or —0.3% compared with +1.7% in
the same year on a national accounts basis), mainly
because the former incorporate the declining trend in
the number of (mainly self-employed) workers in the
agricultural sector. As a result, the calculation of
changes in productivity on the basis of the change in
the ratio of GDP to total employment (as applied by the
NSSG and Eurostat) leads, depending on the case, to an
overestimation —or (more rarely) underestimation — of
productivity growth, and thus, to an underestimation
—or (more rarely) overestimation— of the increase in
unit labour costs. For this reason, in the present Report,
as in all its previous reports, the Bank of Greece opts

for calculating changes in productivity on the basis of
the change in GDP per employee, since this is consid-
ered to be a better approximation. However, even this
method is no more than an approximation, since it is
not possible to isolate (statistically or conceptually) that
part of GDP which is produced by employces.

It should also be noted that in 2002, on the basis of the
definition used herein, the rate of increase in unit
labour costs in the whole economy decelerated slightly,
whereas on the basis of the definition used by the
NSSG and Eurostat it accelerated noticeably. This dif-
ferentiation is due to the fact that in the former case the
faster increase in nominal earnings was more than off-
set by the faster growth of GDP per emploee, while in
the latter case it coincided with a slower increase in
GDP per employed person in general. Indeed, if mea-
sured by GDP per employed person, productivity is
estimated to have increased in 2002 less than in 2001
(by about 3.5% against 4.4%), given that, according to
the Labour Force Survey, total employment increased
in 2002, whereas it had decreased in 2001. By contrast,
the increase in productivity measured by GDP per
employee accelerated in 2002, as the number of
employees increased considerably less tha1 in 2001,

1 That is to say, GDP is divided by the total number of employed
persons, i.e. both employees and other.

and, hence, to the deterioration of the Greek

economy’s competitiveness.

As regards inflationary pressures from the demand
side,® in 2002 the growth rate of private con-
sumption remained in the region of 3%, while a
considerable increase was recorded in private
investment in dwellings. Such developments are
connected to the fact that real interest rates
declined considerably during 2001 and 2002 to
levels lower than in the euro area as a whole,”'
thus helping maintain strong rates of credit expan-
sion to households. In evaluating the effects of
demand, it is also useful to take into consideration

the evolution of the output gap.” The latest esti-
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mates of the European Commission. the OECD
and the International Monetary Fund suggest,
prima facie, that the output gap of the Greek eco-
nomy was positive in 2001 and 200z Therefore,
excess demand contributed to some extent to the
rise in Greek inflation in this perioc (compared

with early 2000) and, if maintained, signals future

20 For developments in demand, see more detai s in Chapter V.
21 Although nominal interest rates converged, Greek inflation
remained higher than that in the euro area.

22 The “output gap” is defined as the differenze between the
level of current output (GDP) and the country’s productive capac-
ity (level of potential GDP), as a percentage of pot2ntial GDP. This
figure is not readily measurable, but is estimated >y various alter-
native methods. This should be taken into consideration when
assessing the results of the relevant analyses.
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Chart18
Industrial capacity utilisation rate (manufacturing)
(January 1997 - February 2003)

(Percentages)

80

w3
=

~
o

~
IS

~
e

2000 2001 2002 2003

&3
=

80
78
76
74
ol
70 .I
1997 1998 1999 2002
Source: Foundation for Economic and Industrial Research (IOBE).
Table V

Harmonised index of consumer prices: Greece and the EU (2001-2003)

(Annual percentage changes)

2001 2002
Country Dec. 2001 average Dec, 2002 average Jan. 2003
Belgium 2.0 2.4 1.3 1.6 1.2
Denmark 241 2.3 26 2.4 2.6
Germany 15 2.4 15 1.3 1.0
Greece 3.5 37 325! 30 3.3
Spain 25 2.8 4.0 3.6 3.8
France 1.4 1.8 22 1.9 1.9
Ireland 4.4 4.0 4.6 4.7 4.7
Italy 22 >3 3.0 2.6 2.9
Luxembourg 0.9 2.4 2.8 2.1 33
Netherlands 5.1 5.1 3.5 s 28
Austria 1.8 2.3 157 1.7, 17,
Portugal 3.9 4.4 4.0 3.7 4.0
Finland 2.3 27 {7 2.0 1.4
Sweden 3.2 2T 17 2.0 2.6
United Kingdom 1.0 12 17 ThE; 1.4
European Union 1.9 2.3 22 2.1 2t
Euro area 2.0 2.5 Vi 2.2 22

Source: Eurostat.

inflationary pressures. The analysis of develop-
ments in prices and profit margins supports the
already mentioned hypothesis that excess demand

was observed in certain branches of activity.

On the other hand, it should be noted that the

sizeable growth of public investment in infrastruc-
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ture and private business investment in recent
years, along with the expansion of the labour force
due to the considerable influx of immigrants, are
estimated to have increased the economy’s pro-
ductive capacity, and thus also the rates of poten-
tial GDP growth, so that a gradual narrowing of the

differential between current output levels and
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Chart19

Annual inflation differentials between Greece and the euro area (by groups of goods and services)

(January 1996 - December 2002)

(Selected sub-indices in percentages)
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potential GDP, and therefore of the economy’s
positive output gap, is feasible in the next few
years. However, certain data suggest that there is
room for a more intense utilisation of capacity in
some sectors of the economy, given that (i) capac-
ity utilisation in industry (according to 10BE data)
stood at 77.1% in 2002 (2001: 77.7% — see Chart
18), and (ii) the rate of unemployment, despite its

declining trend, remains high (see Chart 21).

The key issue arising from the analysis of inflation
developments in Greece is that an upward devia-
tion can still be observed, compared with inflation
in the euro area as a whole. It is encouraging that
in 2002 this differential, on an average annual
level, widened only on the basis of the general
HICP, exclusively on account of special factors,
such as the greater exposure of the Greek eco-
nomy to fluctuations in oil prices (combined with
their rise in the course of the year)* and the
stronger effects —compared with other euro area
countries— that the adverse weather conditions
prevailing in the December 2001-January 2002
period had on the prices of fresh food.** (The dif-
ferential narrowed considerably in December
2002 and in January of the current year —see

Table V— but is estimated to have widened again
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in February). More importantly, the differential
between core inflation in Greece and the corre-
sponding figure for the euro area as a whole
decreased in 2002, albeit only slighty. The exis-
tence of such a deviation mainly reflects the pos-
itive difference witnessed over a number of years
between Greece and the euro area as regards the
rates of increase in unit labour costs, zlthough this
difference decreased noticeably in 2002, thus
contributing to a narrowing of the core inflation
differential. It also reflects the lagging behind of
the Greek economy, compared with the European
one, as regards the functioning of gonds and ser-
vices markets. The fact that competition is insuffi-
cient in crucial domestic markets, such as those of
fuel and fresh fruit and vegetables, results at times
in magnifying the effects of exogenous or endoge-
nous shocks (e.g. bad weather, increases in world
crude oil prices, or in any other cost components).
Moreover, as has already been noted in previous
Reports, to a certain extent it is to be expected

that the Greek economy, which exhibits relatively

23 Energy consumption per GDP unit is higher ir. Greece than in
the EU.

24 As already mentioned, according to more recent estimates, the
inflationary impact of the euro cash changeover wvas only slightly
stronger in Greece than in the euro area as a whaole.
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high rates of growth and is in a process of eco-
nomic convergence, will have a higher rate of
inflation than the more advanced economies of
the euro area, particularly in the sector of non-
tradeable goods and services. Therefore, in terms
of competitiveness, it is of great importance to
eliminate the inflation differential as regards trade-
able goods. In this respect it is noteworthy that,
on the basis of the harmonised indices, the posi-
tive difference between Greece and the euro area
with respect to average annual rates of increase in
the prices of non-energy industrial goods (which
are an important component of tradeable goods)
decreased considerably in 2002 - to 1.1 percent-
age points from 2.0 points in 2001.%* By contrast,
in the sector of services (which for the most part
are not tradeable, except for those related to
tourism) the positive difference increased slightly,
to 1.4 percentage points in 2002 from 1.2 points
in 2001. Finally, the positive inflation differential
also increased slightly in the sector of processed
food (yet another important component of trade-
able goods), to 2.4 percentage points in 2002
from 2.3 points in 2001 (see Chart 19).2¢

3. Inflation prospects

CPI inflation decelerated further in January of the
current year and stood at 3.1%, mainly reflecting
the fall of 19.6% in the prices of fresh fruit and
vegetables, down from their exceptionally high
levels in January 2002. The same month saw the
elimination of the effect (0.2 percentage points)
on the annual rate of increase in the CPI that was
attributed to the upward rounding and/or raising
of prices in January 2002 on account, or under the
pretext, of the euro cash changeover. Neverthe-
less, the favourable effect of this development on
core inflation was more than offset by new —
higher than usual— price adjustments, particu-
larly in the services sector. Thus, core inflation
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finally accelerated to 3.7%, from 3.5% in Decem-
ber 2002.

As regards the short-term outlook for inflation, it
should be noted that according to the latest con-
junctural surveys of the IOBE (conducted in
December 2002 and in January and February of
the current year) the balance of enterprises in the
manufacturing and services (excluding retail trade
and banks) sectors that expect price increases for
their products or services in the next 3-4 months
increased, while the balance of construction firms
that expect an increase in their prices remained
relatively unchanged.?” A considerable increase
was also observed in the balance of consumers
that expect a rise in inflation over the next twelve
months (as this is recorded by a survey conducted
on behalf of the European Commission - see
Chart 20). Such inflationary expectations have
been formed despite the fact that in the first few
months of 2003 (in essence until March) the impact
on the annual inflation of the price increases
effected in the corresponding months of last year
on account of the cash changeover will have been
almost totally eliminated, while, at the same time,
the increasing familiarisation of consumers with
the new scale of prices in euro can be expected to
contribute, to some extent, to a deceleration of
inflation. Obviously, the inflationary expectations
of enterprises and consumers partly reflect the
recent increase in international oil prices and the
growing uncertainty as regards the possibility of a
war in Iraq. Furthermore, consumers’ inflationary

expectations may build up as a result of the con-

25 The rates of increase were 2.5% in Greece and 1.4% in the
euro area in 2002, compared with 2.9% and 0.9%, respectively,
in 2001.

26 These three groups (non-energy industrial goods, processed
food and services) constitute the “basket” in relation to which
core inflation is calculated on a harmonised basis.

27 To be precise, the positive balance between the percentages of
enterprises expecting increases and those expecting decreases
rose, or remained unchanged.
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Chart 20

Inflationary expectations! of consumers and business firms (January 2001 - February 2003)

(Percentage balances)

J F .M K M J  J-naAsiEes N D

60

w——  Industrial firms 55
w———  CoOnstruction firms 50
Consumers 45

Firms in the services sector 40

(excluding retail trade and banks)

FrogM. Al sMel il AT S TR N L D L) F
2003

1 The responses of business firms concern the prospects, in the next 3-4 months, of price increases for the goods they produce, while corsumers’
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 BJ.

siderable increase in fruit and vegetable prices
during February 2003, which was in turn caused
by a long spell of bad weather. To the extent that
such expectations become established, it is possi-
ble that they will be self-fulfilling in the end. An
acceleration of inflation after January is therefore
deemed likely.

As to the effects of the more permanent determi-
nants of inflation in 2003, the following should be
taken into consideration:

— First, on the basis of the latest information
on crude oil prices in the futures market, it is
assumed that in 2003 world oil prices will record
an average annual increase of about 13% (and
their average annual level will reach US $28 per
barrel). However, there is a high degree of uncer-
tainty concerning the final outcome (see Chapter
VII). A rise is also expected in the prices, in US
dollars, of (non-oil) commaodities in the world
market. Still, it is estimated that the inflationary
effect of these factors is considerably moderated,
owing to the continuing appreciation of the euro
vis-a-vis the US dollar. Indicatively, it is noted that
on the basis of the technical assumption that the

exchange rate of the euro vis-a-vis the US dollar

wul
a

and other major currencies will remain through-
out 2003 at the levels recorded in the first half of
February, the average annual appreciation of the
euro against the US dollar will come to 14%,
while the average annual effective exchange rate
of the euro, weighted on the basis of Greece's
external trade, will increase by 2%.

— Second, the expected deceleration of euro area
inflation (see Chapter Ill) entails a further slow-
down of the already low rate of increase in the

prices of imports from euro area countries.

— Third, it is estimated that unit labour costs in
the whole economy will increase this year slightly
faster than in 2002 (3.0% compared with 2.7%),*
on the basis of the projected GDP growth of 3.7%
in 2003 (see Chapter V.3), as well as of the
assumption that the number of employees will

increase more than in 2002. It is noted that for the

28 If the technical assumption regarding the exchange rate of the
euro vis-a-vis the US dollar is fulfilled, then the (projected on the
basis of current data) average annual increase in crude oil prices
of 13% in US dollars will be equivalent to an average annual
decrease of 0.9% in euro.

29 Based on the definition used by the NSSG ¢nd Eurostat, an
increase of 2.3% is forecast in the Updated Stability and Growth
Programme.
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private sector, in most cases, the rises in the con-
tractual wages of employees in 2003 have already
been determined by the two-year (2002-2003)
collective labour agreements signed in 2002 and,
thus, uncertainty as regards wage developments
is quite limited. According to such agreements,
the corrective increase granted as of 1 January
2003 was small,* a fact that contributes to a slight
deceleration (to 5.0% from 5.7% in 2002) of the
average annual rate of increase in private sector
contractual wages (at branch level) in 2003.7" At
the same time however, from the beginning of
2003 the favourable effect (of around half a per-
centage point) on the rate of change in unit labour
costs due to the abolition, as of 1 January 2002, of
stamp duties incurred by employers was elimi-
nated. This contributes to a noticeable pickup in
this year’s annual rate of increase in unit labour
costs in the business sector. In central govern-
ment, however, it is expected (on the basis of
budget projections) that the wage bill (excluding
pensions) will increase in 2003 considerably less
than in 2002, i.e. by 5.9% against 9.6%.* In the
whole economy, average pre-tax earnings are
expected to rise by 5.5%, compared with 6.6% in
2002 (see Table V). *

The net result of all the above, favourable and

unfavourable, effects is that, according to esti-

mates, after the deceleration recorded in January,
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inflation in the next few months will stand above
3.5% and closer to 4%. However, on account of
the unusually high uncertainty about future devel-
opments in oil prices and the effects of bad
weather on the prices of fresh fruit and vegeta-
bles, it becomes particularly hard to form a reli-
able forecast of average CPl inflation in 2003. A sim-
ple extrapolation of current developments and trends
would indicate that the average annual rate of
increase in the CPI will be higher than in 2002
(when it stood at 3.6%). Nevertheless, the fore-
cast of core inflation is more reliable: it is esti-
mated that in 2003 the average annual rate of
change in the CPI excluding fuel and fresh fruit/
vegetables will remain approximately the same as
in 2002, i.e. 3.6%.

30 Given that average annual inflation in 2002 stood at 3.6%, the
corrective increase granted on minimum wages as of 1 January
2003 was 0.3%. However, as regards contractual wages al branch
level, which in 2002 increased slightly more than minimum
wages, the average corrective increase was smaller (in the region
of only 0.1% as of 1 January 2003).

31 The average annual increase in minimum wages will be 5.1%,
compared with 5.4% in 2002.

32 Government outlays for salaries and pensions will increase by
5.6%, compared with 8.7% in 2002. According to Ministry of
Fconomy and Finance announcements, as of 1 January 2003 the
pre-tax regular earnings of public sector employees will increase
by 3.1%-3.3% on average (taking into account the “additional
allowance” of €176). Moreover, the new payroll scale for civil ser-
vants will be introduced next year, i.e. as of 1 January 2004,

33 Compensation per employee, which comprises employers’
(social security and other) contributions, is estimated to rise by
5.4%, compared with 6.0% in 2002.
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V. Economic activity
and employment in
Greece — developments
and prospects

MONETARY POLICY 2002-2003

1. Developments in economic activity and
employment in 2002

In 2002 GDP grew by 4.0% (2001: 4.1%) accord-
ing to NSSG flash estimates (13 February 2003 -
see Table V1), i.e. at one of the highest rates in the
FU (second to Ireland’s only). This suggests that
the Greek economy was affected only to a limited
extent by the substantial economic slowdown,
especially in the other EU countries, which are

Greece’s major trading partners.

Underlying the relatively high GDP growth rate

were the following factors:

— First, private consumer demand (see Tables VIl
and VIII) is estimated to have grown almost as
strongly as in 2001 (when it rose by 3.2%, com-
pared with an average annual rate of 3.1% for the
period 1998-2001"). This reflects an increase in
wage-earners’ average real pre-tax earnings (see
Table IV) and in total employment® and a decrease
in the tax burden on household income.® At the
same time, the continuing decline in the market
value of households’ equity holdings was more
than offset by the sustained increase in the prices
and the volume of dwellings, which form a large

part of Greek household assets,* and by the rise in

1 The value of retail sales (other than sales of cars) increased,
according to the NSSG, at an average annual rate of 9.3% in the
period from January to November 2002, implying that retail sales
volume grew by more than 5%. This rise more than offsets the 4.2%
fall in the number of new passenger car registrations, a fortiori if one
takes into account that the value of car imports increased, reflecting
both higher prices and higher average horsepower.

2 According to the NSSG labour force survey, total employment
rose at an average annual rate of 0.4% in the January-September
2002 period, after declining by 0.8% in 2001 as a whole. The
unemployment rate continued to fall for the third consecutive year
and stood at 9.5% in the third quarter of 2002 (see Chart 21).

3 This includes personal income tax cuts for all taxpayers and —
particularly for wage-earners in the business sector— the aboli-
tion of the stamp duty withheld from earnings.

4 According to Bank of Greece calculations, dwelling prices rose
in major cities (other than Athens) at an average annual rate of
9.8% in 2002, while in broader Athens they grew by 17.4% in the
period from January to August 2002. See also Monetary Policy,
Interim Report 2002, November 2002, Annex to Chapter IV.
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Table VI
Demand and gross domestic product (2000-2002)

(at constant market prices of year 1995)

{(Annual percentage changes)

2000 2001 (estimate) 2002 (estimate)

Final consumption 2.6 2.7 3.1

- Private consumption 2.7 3.2

- Public consumption 2.3 0.5
Gross fixed capital formation and change in stocks 93 6.9 7.4

Gross fixed capital formation: 8.0 5.9

By institutional sector

- General government 8.8 5.1

- Other sectors' 7.9 6.1

By type

- Dwellings -4.3 4.4

— Other constructions 7.7 8.8

- Equipment 17.6 3.7

— Other investment -0.2 8.6

Change in stocks and statistical discrepancy (percentage of GDP) (0.0 (0.1) o)
Domestic final demand 4.0 3.5
Exports of goods and services 19.7 =1.3 -0.5

Exports of goods 11.3 -4.6

Exports of services 25.9 0.8 .
Impaorts of goods and services 145 -1.9 0.5

Imports of goods 14.8 2.7

Imports of services 13.1 13
Gross domestic product at market prices 4.2 4.1 4.0

1 Including investment of public and private firms, as well as of households (mainly residential investment).
Sources: For 2000 and 2001, Updated Stability and Growth Programme (December 2002). For 2002, NSSG flash estimates (13 February 2003). For Ban< of Greece esti-

mates for 2002, see text.

Table VI

Indicators of consumer demand (2001-2003)

(Annual percentage changes)

2002 2003
2001 (available period) (available pericd)

Volume of retail sales’ 4.4 5.3 (Jan.-Feb.)

Food 2.4 D4 ™ )

Clothing-footwear 35 ga(" ~*

Furniture-household appliances 4.7 128 ¢ 52t )

Books-newspapers-office equipment 59 3 fi S RO
Retail trade business expectations indicator -8.0 1.2 (Jan.-Dec.) 3.0 (Jar.-Feh.)
New passenger car registrations 4.4 -4.6 (Jan.-Dec.) 14.1 (Jar.)
Olympic Airways passengers (passenger-kms) -5.0 -10.4 (Jan.-Dec.)
Piracus Port Authority (OLP) passengers 7.9 7.2 (Jan.-Oct.)
Tax revenue from mobile telephony fixed fees 48.2 27.5 (Jan.-Dec.) 24.6 (Jan.)
Travel receipts at constant prices 3.1 i
Qutstanding balance of total consumer credit
extended by banks 42.5 (Dec.) 24.2 (Dec.)

1 Data on volume of retail sales are not available the for months after February 2002, because they are heing revised by Eurostat. The value of retail sales rose at an
annual average rate of 9.3% in the period from January to November 2002,

2 The data are not comparable, owing to the change in the compilation methodolegy.

Sources: Calculations based on NSSG-Furostat data (retail sales), NSSG (cars), IOBE (business expectations indicator), Bank of Greece (consumer credit and travel

receipts), Ministry of Economy and Finance (mabile telephony fees), Olympic Airways and OLP.
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Chart 21
Total unemployment rate (1999 - 2002)

(Percentage points)
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Source: NSSG, Labour Force Survey.

Table VI
Retail sales value index (2002)

(Percentage changes over same period of previous year)

2002

Categories (Jan.-Nov.)
1 Big food stores 12.1
2 Department stores 10.0
3 Food-beverages-tobacco 6.3
4 Pharmaceuticals-cosmetics 8.5
5 Clothing-footwear 7.3
6 Furniture-electrical appliances-household

equipment 5.2
7 Books-stationery-other goods 9.2
8 Retail sales not in stores 2.6

General index 9.3

Source: NSSG.

bond prices (see Chapter V1.4). It is estimated that
the rise in household wealth had a positive effect
on private consumption, because, inter alia, it
contributed indirectly to the growth of consumer
credit (see Chapter VI1.2-3).5

— Second, public consumption grew faster than
in 2001, albeit slower than GDP (by about 2% for

2002, compared with 0.5% in 2001).

— Third, private residential investment (see

MONETARY POLICY 2002-2003
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Table IX) is estimated to have increased sharply.
Indeed, the year-on-year growth rate of the vol-
ume of new buildings on the basis of permits
issued (which is a leading indicator — see Chart
22) was 6.9% in the period from January to
October 2002, following a substantial increase
in 2007 (12.19%).° This is associated with the rise
in households’ real disposable income and the
ongoing fast expansion of housing credit (see
also Chapter VI.2).

— Fourth, investment by both public and private
enterprises is also estimated to have grown
strongly. This is associated with the implementa-
tion of investment projects, particularly in the
areas of construction and services, in preparation
for the 2004 Olympic Games. By contrast, private
industrial firms cut down their initial investment
programmes during 2002 and, as a result, their

investment expenditure eventually dropped in

5 The growth of wealth strengthens households’ expectations
about their future economic conditions and, therefore, encour-
ages them to resort to borrowing.

6 The 2.3% fall in cement production in 2002 is attributed to a
drop in cement imports, while cement sales volume in the domes-
tic market is estimated to have grown significantly.
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Table IX
Indicators of investment demand (2001-2003)

(Annual percentage changes)'

2002 2003
2001 (available period) {available period)

Capital goods output 5.1 -8.1 (Jan.-Dec.)
Investment expenditure (at current prices)

of private industrial firms* -15.2* -22.74 10,14
Capacity utilisation rate in the capital goods industry (81.4) (79.4) (Jan.-Dec.) (79.7) (lan.-Feb.)
Disbursements out of the public investment budget 7.3 -9.4 (Jan.-Dec.)
Volume of private construction activity

(on the basis of permits issued) 12.1 6.9 {Jan.-Oct.)
Cement production 4.6 -2.3 {Jan.-Dec.)
Construction business expectations indicator -5.6 0.1 {Jan.-Dec.) -0.5 (Jan.-Feb.)
Qutstanding balance of total bank credit to housing 38.9 (Dec.) 35.6 {Dec.)

1 Excluding capacity utilisation.

2 Estimates of firms participating in the IOBE investment survey.
3 Estimate of the March-April 2002 survey.

4 Estimate or forecast of the October-Novemmber 2002 survey.

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

2002 (see Table IX).” Furthermore, according to
data on a cash basis, general government invest-
ment is estimated to have declined, despite con-
siderable increases in individual categories of

investment expenditure.®

Besides, the high growth of economic activity in
2002 is also indirectly due to the stronger envi-
ronment of macroeconomic stability following
euro area entry, as well as to the implementation

of certain structural reforms.”

On the other hand, the unfavourable influence
of the external economic environment and of
the decline in competitiveness (see Section 2 of
this chapter) was reflected in 2002 in a marginal
increase in manufacturing output (see Charts

23, 24 and 25)" and in the number of employ-
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7 According to the industrial investment survey conducted by the
IOBE in October-November 2002, private industrial firms estimate
that their investment expenditure declined by 22.7% in 2002, while
public industrial enterprises estimate that it increased by 9.3%
(implying a total decrease of 21.7% in both sectors). It should be
stressed that one year earlier (October-November 2001}, private
firms forecast a 38.3% rise for 2002, while in March-April 2002 they
forecast a mere 10.1% increase. See European Commission, Business
and Consumer Survey Results — January 2003, 31 Junuary 2003, and
10BE, The Greek Economy 4/02, Quarterly Report, February 2003.
8 Indeed, although, according to the Introductoy Report on the
2003 Budget (Table 2.8), expenditure on Olympic Games projects
rose by a factor of six in 2002 and expenditure on major infra-
structure projects increased appreciably, disbursements out of the
Public Investment Programme (PIP) dropped b/ 9.4% (Bank of
Greece data). This reflects (a) the deferment of some PIP expen-
diture from 2002 to 2003, (b) the shortfall observed in transfers
from the EU and (c) the fact that a part of investiment activity that
used to be classified under general government may have come
under “other sectors”, because of the change in the legal status
of the entities concerned.

9 See Interim Report 2002, November 2002, pp 103-11.

10 Manufacturing output grew by 0.7% in 2002, compared with
1.8% in 2001, However, the Purchasing Managers’ Index (PMI) for
manufacturing stayed above 50 in 2002, which implies an
increase in manufacturing output. The fact that the PMI stood
higher than in 2001 suggests a higher rise in output than in 2001.
Furthermore, total industrial output (including m ning and quarry-
ing, electricity, natural gas and water) grew more strongly in 2002
than in 2001 (1.5% and 1.0% respectively).
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Chart22

Volume of new buildings and extensions (private construction activity) on the basis of permits issued

(January 1997 - October 2002)

(Percentage change over same month of previous year)
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Chart23

Industrial production (January 1997 - December 2002)

(Percentage change over same maonth of previous year, revised index: 1995=100)
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BOX 3

The conduct of an effective economic policy requires
timely information. However, high-frequency data, e.g.
monthly data, which are very useful in assessing the
current condition of the economy, are highly volatile. In
a given month, some indicators may rise, while others
may fall, even in related sectors of activity. This makes
it difficult to measure and assess the overall conjunc-

The coincident indicator of economic activity compiled by the Bank of Greece

tural situation of the economy. The purpose of the
underlying economic activity index is to help sum-
marise the information which exists in a range of
monthly series and to aid the decision-making process.

The Bank of Greece has constructed and compiles such
an activity indicator, based on the methodology that —=
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(Annualised monthly rates of change)

1990 1991 1992 1993 1994 1995

— was developed by Stock and Watson (1991)" for mon-
itoring economic activity in the United States and was
later applied to the United Kingdom by Garrat and Hall.”

The compilation of the indicator is conceptually quite
simple. In a set of sectoral short-term indicators that
reflect current activity, naturally any single indicator is
not enough for an evaluation of overall economic activ-
ity, as it is affected by sector-specific or extraordinary
factors. For example, while one would expect develop-
ments in the volume of new buildings and extensions, as
measured by the permils issued, to reflect changes in
economic activity, this index is highly volatile, as it is
influenced by a number of factors specific to the con-
struction industry. The same holds true for other time
series, such as the retail sales volume index or the indus-
trial output index. Although these indices contain impor-
tant information, they are highly volatile. The compila-
tion of a coincident indicator is based on the assumption
that all the time series of the short-term indicators that
make up the coincident indicator are influenced by over-
all economic activity and also by some idiosyncratic
components. Subsequently, by applying a technique
that is typically used lo estimate “unobserved vari-
ables”, the coincident indicator is derived as the “"com-
mon component’ of all the short-term indicators used.
This indicator is considered to provide a satisfactory
summary estimate of overall economic activity.

In the specific application presented here, the following
short-term indicators have been used:

1996

The coincident indicator of economic activity compiled by the Bank of Greece

e Coincident indicator
e GDP

1997 1998 1999 2000

2001

2002

Source: Bank of Greece (for the coincident indicator) and NSSG (for GDP).

— the industrial output index (NSSG);

— the retail sales volume index (NSSG);

— the volume of new buildings on the bas s of permits
issued, with a four-month time-lag (NSSG);

— cement output (NSSG);

— non-oil exports (at conslant prices, after deflating
the value figures from the Bank of Greece balance of
payments statistics with the relevant sub-index of the
NSSG Wholesale Price Index);

— travel receipts - i.e. receipts from foreign visitors (at
constant prices, after deflating the value “igures from
the Bank of Greece balance of payments s atistics with
the NSSG Consumer Price Index); and

— loans to the private sector (at constant prices, after
deflating the Bank of Greece data with the NS5G
Consumer Price Index). =

1 Stock, J.H. and M.W, Watson (1991), A Probability Model of
Coincident Fconomic Indicators”, in K. Lahiri and G.H. Moore
(eds.), leading Economic Indicators: New Approaches and
Forecasting Records, Cambridge University Press, New York, pp.
63-85.

2 Garratt, A. and S.G. Hall {1996), "Measuring Underlying
Economic Activity”, Journal of Applied Econometrics, Volume 11,
pp. 135-51.

60

MONETARY POLICY 2002-2003



- All series are expressed in monthly rates of change
of the corresponding seasonally adjusted series and
cover the period from February 1990 to December
2002. Furthermore, an implicitly calculated monthly
GDP change rate has been added to the short-term
indicators. This monthly rate, which is constant during
each calendar year, is calculated as the twelfth root of
the corresponding annual GDP rate.” In other words, if
the implied monthly GDP growth rate is successively
applied to the level of last year's GDP, it gives a
sequence of monthly GDP flows which are cumula-
tively equal to the CDP flow of the current year.
Moreover, in order to eliminate any break and discon-
tinuity observed in the transition from one calendar
year to another (as annual GDP rates differ from year to
year), the series has been smoothed by using a moving
seven-month average.

The monthly GDP rate plays a key role in the compila-
tion of the indicator, as it is a reference variable that
can be used to evaluate the relative weight of all the
other highly volatile indicators in the determination of
the economic activity indicator. GDP was chosen as a
reference variable because (i) it is the best proxy of
overall economic activity and (ii) the variance and mean
of the GDP growth rates over the sample period are rel-
atively smaller in comparison with the corresponding
summary statistics of the short-term indicators. The
measure of overall economic activity should, being a
summary measure, exhibit low volatility. Excess volatil-
ity of short-term indicators is usually due to sector-spe-
cific idiosyncratic factors. Thus, if in a given month
building permits rise sharply, this should not be attrib-
uted to a growth of overall economic activity, but to some

idiosyncratic factor, possibly of an institutional nature,

which has affected the sector concerned. Technically,
these effects are taken into account (and addressed) in
the compilation of the indicator by imposing restric-
tions, i.e. by an appropriate weighting of the relevant
matrices of the estimation system. These restrictions
derive from the relationship between the short-term
indicators’ mean rate of change over the sample period
and the corresponding mean monthly GDP growth
rate. Similar restrictions are also imposed on the basis
of the relevant variances of the growth rate of variables
in relation to the fluctuation of the GDP rate over the
sample period. The imposition of these restrictions
(weights) reduces the effect of sharp changes in the
short-term indicators on the indicator, which, on the
basis of historical experience concerning changes in
short-term indicators and in GDP, are not reflected in
changes in overall economic activity.

The advantage of the indicator is that it utilises the key,
“systemaltic” information contained in the monthly activ-
ity indicators, excluding any occasional effects that cause
an excessive rise in short-term indicators and make it

very hard to interpret each of these indicators alone.

The chart shows the monthly (annualised) rates of
change in the coincident economic activity indicator
during 1990-2002. To ensure comparability, the annual
GDP change rate is also shown. It is evident that the
coincident indicator reflects quite closely the develop-
ments in economic activity, as measured by GDP, in
that period.

3 For the year 2002, GDP growth estimates take into account the
flash estimate of the NSSG (4.0%).

ees,"" a decline in goods and tourist services
exports (see Section 2 of this chapter), as well
as a decrease in investment by private manufac-

turing firms."?

According to a coincident indicator of economic
activity compiled by the Bank of Greece (see Box 3),
the growth of overall economic activity in Greece

accelerated in early 2002, to reach a peak in April

MONETARY POLICY 2002-2003

11 According to the NSSG labour force survey, the number of
employees in the economy as a whole rose at an average annual
rate of 0.1% in the January-September 2002 period, after increas-
ing by 2.2% in 2001. In manufacturing, the number of employees
declined at an average annual rate of 3.0% in the January-
September 2002 period, after rising by 2.1% in 2001. It should be
pointed out that the fluctuations of economic activity, notably of
exports, affect the number of employees more directly than total
employment.

12 In addition to the results of the IOBE investment survey, it
should be stressed that the production of capital goods declined
by 8.1% in 2002, while capital goods import volume also decreased
by 3% in 2002 (see Table XI).
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Chart 24

Output and business expectations in manufacturing (January 2001 - February 2003)

A. Indices

—— Manufacturing output (1995=100)
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B. Percentage change over same month of previous year
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Manufacturing output (1995=100)

Index of business expectations
in industry (manufacturing) (1990=100)

2002

Source: NSSG (output) and IOBE (business expectations). The index of business expectations is calculated on the basis of business

firms’ estimates on aggregate demand and stocks, and of output forecasts for the next 3-4 months.

Chart 25

Purchasing Managers’ Index (PMI) for manufacturing (June 1999 - February 2003)

(Seasonally adjusted index, positive deviations from the value of 50 indicate an expansion of economic activity)
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Chart 26

Trade balance and current account balance (January 1998 - December 2002)
(Million euro)
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Source: Bank of Greece.

(4.3% — annualised monthly rate), mainly reflect-
ing a significant rise in the industrial output index.
Thereafter, according to the coincident indicator,
economic activity gradually weakened and stood
at 3.8% in October and November and 3.9% in
December 2002."

2. Balance of payments developments in 2002
2.1 Current account balance

In 2002, the current account deficit grew by €951
million, reaching €9,120 million (see Chart 26).
This mainly reflects a decrease in the transfers
surplus and a widening of the trade deficit, which
is associated both with a rise in the non-oil trade
deficit and an increase in the net oil import bill.
A small rise was also observed in the income
account deficit. These developments were only
partly offset by the apparent considerable growth
of the services surplus. Overall, the current
account balance was influenced in 2002 by the
weakening of foreign demand, as well as by the
deterioration of competitiveness, stemming from
the adverse change in relative prices and the

euro’s appreciation against non-euro-area curren-
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cies. Furthermore, receipts from goods and ser-
vices exports or under the income and transfers
accounts showed a decline in euro terms in those
cases where transactions were carried out in US
dollars or other currencies that dropped against
the euro.

The non-oil trade deficit grew by €589 million
owing to a considerable decline in export receipts
(of €584 million or 5.9%) and despite the fact that
the import bill was unchanged.' At the same time,
the net oil import bill rose by €508 million. Once

13 It should also be noted that the economic sentiment index
(compiled by the European Commission) developed clearly more
favourably in Greece than in the EU or in the euro area as a whole,
with the Greek index standing in 2002 at the same level as in 2001
on average, while in the EU and in the euro area as a whole the
index fell. During 2002, the highest level of the index for Greece
(102.2) was recorded in June and November. However, in
December 2002 the index fell to 101.7 and in January 2003 to
101.3, while in February it rose slightly, to 101.4.

14 Non-oil export receipts had declined by 14% and the non-oil
import bill had risen by 3.2% in 2001. Of course, it should be
noted that, in recent years (up to and including 2001), the rela-
tively high growth rate of Greek exports, as measured on the basis
of balance-of-payments statistics compiled by the Bank of Greece,
partly reflected the gradual improvement in the recording of
actual transactions. It should be stressed, however, that the com-
modity trade statistics compiled by the NSSG also show a 2.6%
decrease in non-oil export receipts (in euro) for the period from
January to November 2002, over the corresponding period of
2001. According to NSSG data, the non-oil import bill shows a
1.3% increase.
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Table

X

Export price index and effective exchange rate weighted on the basis of Greece’s external trade
(2001-2002)

(Percentage change aver same month of previous year)

Wholesale prices of exported products

Effective Total

exchange rate

of domestic currency | In domestic currency

2001 Jan. ......... =31 5.3
Febr! G o e -2.5 3.3
March: . vo v -1.7 26
.y i e ——— -1.0 4.2
MEY. e =0.7 3.1
Jine! e -1.9 3.0
] 1] i — -1.5 2.1
AUB. ..connns 0.1 0.4
- o A 1.1 2.4
(8 o e 1.8 5.2
Nov., ...ooane 1.4 =5.1
BIEC. | o o e 0.9 -1.7
2002 /an.; ;v v -0.3 2.4

[E 50 i 08 -0.2 19
March ....... -0.4 2.8
AP i S b 0.0 2.8
May ™ o o 1.0 1:2
JURE. oo 1.9 -0.3
July St st 2.0 5
AL pinrsandsis 14
Sepk. s 1.1
et soviewae 12 aa
NOV.  oiainans 1.8 2.2
Dec. izt 1.8 2

Excluding oil
In foreign currency | In domestic currency | In foreign currency
21 5.0 1.8
0.7 3.4 0.8
0.9 4.0 2.2
3 37 2.6
24 28 22
1.0 4.5 26
0.6 3.8 2.3
0.5 232 23
-1.3 0.9 21
=35 =03 1.5
-3.7 -0.3 1.1
-0.8 1.1 2.0
241 30 3.7
1.7 4.1 3.8
2.4 3.6 3.2
2.8 37 3.8
2.2 3.0 4.0
1.6 1.2 32
2.5 1.4 3.3
2.7 2.2 3.3
23 1.6 2.7
4.5 2.0 32
4.1 1.2 3.0
4.5 1.0 2.8

Source: Calculations based on NSSG and Bank of Greece data.

the change in prices (on the basis of the respective
wholesale price indices compiled by the N55G —
see Table X for export prices) is also taken into
account, it is estimated that the volume of non-oil
exports has declined by about 8%, while the vol-
ume of non-oil imports has shrunk by less than
1%. The drop in Greek exports is mainly associ-
ated with the weakening of external demand and
with the fact that the price competitiveness of
Greek products, after improving significantly in
2000 (by 3-5%, mainly due to the fall in the effec-
tive exchange rate of the drachma) and remaining
almost unchanged in 2001, deteriorated in 2002
(by 2-3.5%, depending on the index used).’®

On the basis of available Bank of Greece data on
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the breakdown of non-oil exports by product cat-
egory (see Table XI), the share of exports of con-
sumer non-durables (pharmaceuticals, apparel,
plastics and other —mainly traditional — prod-
ucts) in total exports has increased visibly relative
to 2001. By contrast, exports of consumer
durables decreased substantially, after increasing
appreciably in 2001. Exports of raw rnaterials and
semi-manufactured products also fell. As regards
the geographical breakdown of exports (again

according to available Bank of Greece data - see

15 To measure price competitiveness, account is laken, on the
one hand, of the effective exchange rate of the currency and, on
the other hand, of either unit labour costs in manufacturing, or
consumer prices or wholesale prices in Greece, compared with 15
competitor countries.
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Table Xl

Breakdown of Greece's external trade by product category (excluding oil)

A. Export receipts Percentage share of each product category Percentage

in total export receipts changes

2000 2001 2002* 2001/2000 2002/2001
Food, beverages, tobacco 27.7 293 30.0 152 6.2
Consumer non-durables 35.5 345 37.9 5.8 13.8
Consumer durables 5.2 8.0 6.9 67.4 -10.4
Raw materials (excluding oil) and
semi-manufactured products 27.8 25.4 21.7 0.7 -11.3
Capital goods 34 2.6 3.3 -15.4 32.3
Other goods 0.5 0.2 0.2 -42.8 =313
Total' 100.0 100.0 100.0
B. Import bill Percentage share of each product category Percentage

in the total import bill changes

2000 2001 2002* | 2001/2000 2002/2001
Food, beverages, tobacco 15.1 14.8 15.0 6.3 3.8
Consumer non-durables 27.8 29.6 30.6 15.7 58
Consumer durables 8.4 8.5 8.3 10.4 -0.3
Raw materials (excluding oil) and

semi-manufactured products 14.0 13.7 13.7 6.4 2.1

Capital goods 15.1 14.5 13.8 48 29
Computers and accessories 3.0 G 2.8 14.0 -9.4
Fixed and mobile telephony 3.0 25 s -8.9 4.9
Passenger cars 12.9 12.0 123 1.3 4.3
Other goods 0.6 1.1 0.8 87.3 -22.4
Total! 100.0 100.0 100.0

1 Detailed data by product and country do not cover total export receipts and the total import bill, as the product or country code number is not always included in
the information compiled by banks. As a result, data evaluation should be based rather on percentage shares and changes than on absolute figures.

* Provisional data.
Source: Bank of Greece,

Table XI1), an increase is recorded in the share of
exports directed to the euro area and the EU in
general, but also to the Middle East, Mediterra-
nean and Balkan countries and the 10 accession
countries.” However, the share of exports that
appear to be directed to the United States has
dropped significantly."”

Despite strong GDP growth in 2002, the volume
of non-oil imports shows a small decline, as men-
tioned earlier. However, it should be stressed that
(according to disaggregated Bank of Greece data -
see Table XlI) consumer goods imports grew,
while capital goods imports fell slightly (by

around 3% in value terms). The increase in con-

MONETARY POLICY 2002-2003

sumer goods imports is broadly in line with the
considerable rise in the real disposable income of
households and the fast expansion of consumer
credit. The decrease in capital goods imports is,
prima facie, not compatible with the strong increase
in gross fixed capital formation and may be asso-
ciated with the fact that the most notable rise in
investment was observed in construction, where

the import content is lower.

16 It should be pointed out that the biggest share of Greek
exports to accession countries is directed to Cyprus.

17 This development —which reflects not only the geographical
breakdown of trade, but also, partly, the breakdown by currency
in which exports are denominated — may be attributable to the US
dollar’s depreciation against the euro.
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Table Xl

Breakdown of Greece’s external trade by geographical area (2000-2002)

A. Percentage share of each area in
total export receipts 2000 2001 2002*
European Union (15) 51.5 49.1 53.3
Euro area 37.2 349 38.2
Accession countries (10) 3.9 4.9 6.3
USA 262 273 16.3
Other OECD countries' 8.5 6.0 6.4
Balkan countries’ 3.3 52 7.4
Commonwealth of Independent States 0.8 12 10
Northern Africa & Middle East countries® 3.3 3.7 4.0
Other countries 2.5 2.6 4.5
Total* 100.0 100.0 100.2
B. Percentage share of each area
in the total import bill 2000 2001 2002*
European Union (15) 58.2 61.8 622
Euro area 47.4 51.4 519
Accession countries (10) 1.5 19 19
USA 18.8 13.9 12.5
Other OECD countries’ 8.4 75 7.7
Balkan countries® 1.2 1.4 17
Commonwealth of Independent States 2.9 4.3 48
Northern Africa & Middle East countries® 3.1 2.8 2:3
Other countries 59 6.3 69
Total* 100.0 100.0 1000
1 The OECD Member States not included in any other category (except for Mexico and South Korea).
2 Albania, Bulgaria, Romania and former Yugoslavia countries (Bosnia, Croatia, FYROM and New Yugoslavia).
3 The major trading partners of Greece in Northern Africa and the Middle East.
4 See footnote 1 to Table XI.

Provisional data.
Source: Bank of Greece..

The services surplus grew in 2002, as the fall in
net transport receipts'® was more than offset by
the apparent considerable increase in net travel
receipts, as well as by the small fall in net pay-
ments for other services. However, the rise in net
travel receipts is partly attributable to the change
in the method of travel balance data compilation.

It should be recalled that, as from May 2002,
travel receipts and payments are no longer
recorded on the basis of the data announced by
commercial banks, but on the basis of a sample

“border survey”." Moreover, in the compilation
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of the December 2002 balance, the travel services
data initially announced for earlier months of
2002 were revised. Specifically, the anuary-April
2002 data were all revised downwards so that

monthly data for the entire 2002 would be mutu-

18 This fall is partly attributable to the drop in global freight rates.
19 For example, the big drop observed in Nove nber 2002 (over
Navember 2001) both in recorded receipts and in the corre-
sponding payments is largely accounted for by 1he fact that they
concern expenditure incurred by travellers in the month con-
cerned, while in 2001, according to the method then applied, the
relevant cash flows recorded through the bankir g system for the
reference month may have included travellers’ expenditure
incurred in previous months.
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ally comparable and consistent with the seasonal
pattern derived from the border survey. This revi-
sion took into account the per capita expenditure
of travellers and the seasonality of arrivals-depar-
tures, as estimated on the basis of the said survey.
Furthermore, receipts and payments data were
revised also for the period from May to October
2002. Specifically, for that period the figures were
adjusted for residents’ and non-residents’ expen-
diture, which, on the basis of the border survey,
had initially been recorded in the reference
month, while on the basis of travellers” days of
stay it turns out that these figures partly concern
also the preceding month. Despite the adjust-
ments and revisions of the 2002 data effected so
far, these data are not comparable with those of
2001, owing to the change in the compilation
methodology. Therefore, it is not possible to draw
conclusions on the change in travel receipts and
payments in 2002 in comparison with 2001.
However, according to other sources (data on the
number of arrivals and overnight stays in the
major tourist areas of Greece, estimates of the
Greek National Tourism Organisation (EOT) and
of business associations of the tourism sector),

tourist activity showed a small decline in 2002.

The income account deficit widened slightly,
owing to a fall in net receipts from wages and
salaries and, to a lesser extent, to a small rise in

net payments for interest, dividends and profits.

Finally, the narrowing of the transfers surplus was
accounted for by a decrease in net receipts of the
other (non-general government) sectors (includ-
ing emigrants’ remittances) and a decline in trans-
fers from the EU.?° It should be recalled that, as
from September 2002, general government
receipts from, and payments to, the EU are
recorded separately — rather than on a net basis,
as in the past. At the same time, the past data
were adjusted accordingly, to ensure comparabil-
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ity with the new data. General government net
receipts (mainly the net balance between trans-
fers from the EU and payments to the EU) came
to €3,790 million in 2002, i.e. they fell by €265
million in comparison with 2001.

2.2 Financial account

Financial investment, i.e. the sum of direct invest-
ment, portfolio investment and “other invest-
ment”’, recorded a net inflow of €12,293 million
in 2002, which stemmed almost entirely from
portfolio investment and, to a very small extent,
other investment and more than offset the current
account deficit. Specifically, under direct invest-
ment, a net outflow of €643 million was ohserved,
which was accounted for by residents’ investment
abroad. At the same time, under portfolio invest-
ment, a substantial net inflow of €10,938 million
was recorded, associated with non-residents’ pur-
chases of Greek government bonds (€11.9 billion,
compared with around €8.0 billion in 2001)*' and,
to a lesser extent, equity securities. There was also
a notable portfolio investment outflow by resi-
dents, mainly for the purchase of foreign bonds.
Foreign and Greek investors continued to shift to
the bond market as a result of prevailing equity
risk aversion. Finally, under other investment, an
inflow of €1,999 million was recorded. This is
associated with a sizeable growth of liabilities,

20 Approximately 50% of gross receipts in the period under
review originates from the Guarantees Section of the European
Agricultural Guidance and Guarantees Fund (EAGGF) and pertains
to the implementation of Common Agricultural Policy (CAP), while
the remainder originates from the Structural Funds and the
Cohesion Fund and concerns primarily the implementation of pro-
grammes under CSF Il and, secondarily, payments under CSF II.
Any discrepancies between the data compiled by the Ministry of
Economy and Finance and those compiled by the Bank of Greece,
as the latter are depicted in the balance of payments statistics, are
due to the fact that the former data are expressed on an accrual
basis, whereas the latter are on a cash basis.

21 Since Greek bonds do not differ any more from the corre-
sponding euro area bonds as far as foreign exchange risk is con-
cerned, the small rate differential in favour of Greek securities is
enough to attract substantial fareign funds.
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which, however, was largely offset by an almost
equal rise in assets. Specifically, both non-resi-
dents and residents increased visibly their hold-
ings in bank deposits and repos (the former
abroad and the latter in Greece). Furthermore, as
regards liabilities, it should be stressed that repay-
ments of general government loans were substan-
tial (£4,510 million).

During 2002, Greece's reserve assets increased
by €1,983 million in comparison with end-2001
and stood at €9.0 billion at end-2002.”

3. Prospects for economic activity in 2003

The assessment of the prospects for economic
activity in Greece in 2003 is based on forecasts or
reasonable assumptions about the external eco-
nomic environment, as well as on the evaluation
of current trends in the Greek economy. The
effects of current economic policy are also taken

into account.

According to the latest estimates and forecasts
published by the IMF (September 2002 - see
Chapter 11.1), world GDP growth is expected to
accelerate to 3.7% in 2003, from 2.8% in 2002,
and the volume of world trade in goods and ser-
vices is expected to grow faster in 2003 (by 6.1%,
compared with 2.1% in 2002). However, accord-
ing to the most recent forecasts,* the growth rate
of world GDP will be only slightly above 3%. In
the euro area, whose other countries are the
major trading partners of Greece, the GDP growth
rate was expected (according to the Eurosystem'’s
staff macroeconomic projections published in
December 2002 — see Chapter 111.1) to accelerate
to 1.1-2.1% in 2003. The latest forecasts** con-
verge towards the low end of this range, reporting
a growth rate between 1.3% and 1.4%. Besides,

Brent crude oil prices exceeded $33 per barrel
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after mid-February 2003, while, on the basis of
current prices in the futures market, they should
drop gradually by the end of 2003 to an average
annual level of $28 per barrel ($24.8 in 2001).
Given the current global conditiors, forecasts
about economic activity and oil prices in 2003 are
subject to very high uncertainty, for the reasons
explained in Chapter VII. Finally, as ¢lready men-
tioned in Chapter 1V, the inflation differential
between Greece and the other euro area or EU
countries will persist in 2003; furthermore, the
euro has appreciated against the other major cur-
rencies. Even if the euro stabilises vis-a-vis the
other currencies at the level observed in the first
half of February 2003, the average annual effec-
tive exchange rate of the euro, weighted on the
basis of Greece’s foreign trade, will rise by 2.0%
in 2003, after increasing by 0.9% in 2002 and
falling by 0.6% in 2001. For these two reasons,
the price competitiveness of Greek goods and ser-
vices will deteriorate further in 2003.

As already mentioned in the Interim Report
(November 2002), current economic policy
favours a rise in economic activity in 2003.
According to the 2003 Budget,” the tax cuts
(already being implemented) are leading to a

slowdown in the growth of personal income tax

22 It should be recalled that, since Greece joinec! the euro area in
January 2001, reserve assets, as defined by the l‘uropean Central
Bank, include only monetary gold, the “reserve position” at the
IMF, “Special Drawing Rights”’, and Bank of Gree:e’s claims in for-
eign currency on residents of non-euro-area coun ries. Conversely,
reserve assets do not include claims in euro on “esidents of non-
euro-area countries, claims in foreign currency ard in euro on res-
idents of euro area countries, and the Bank of Greece participation
in the capital and the reserve assets of the ECB.

23 See Consensus Forecasts for various regions of the world,
February 2003, and statements by the IMF Director to the
German press, 15 February 2003.

24 See (a) Consensus Forecasts, February 2003, (b) The Economist
Poll of Forecasters, 8 February 2003, (c) Survey of Professional
Forecasters, ECB, Monthly Bulletin, February 20€3.

25 See Introductory Report on the Budget.

26 Enacted by Law 3091/2002 (“Simplification end improvement
of income and capital taxation, and ather provisions”), which was
passed in late December.

MONETARY 2OLICY 2002-2003



Chart27

Consumer demand (January 2001 - February 2003)

A. Retail sales volume and retail trade business expectations
(Percentage change over same month of previous year)
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Source: Calculations based on NSSG (retail sales and cars) and I0BE data (business expectations). Data on the volume of retail sales
are being revised. The index of business expectations is constructed on the basis of business firms’ estimates on sales and
stocks, and of business activity forecasts for the next 6 months.

revenues,”” which helps disposable income and
domestic demand grow faster. At the same time,
a considerable increase in Public Investment
Budget expenditure is forecast. By contrast, the
rise in ordinary budget primary expenditure is

forecast to decelerate,?® which may contribute to
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27 Personal income tax receipts are forecast to increase by 5.2%
in 2003 (compared with 7.9% in 2002), while real GDP should
grow by 7.0% (2002: 7.1%).

28 According to the Budget, total Public Investment Programme
expenditure will grow by 12.9% in 2003 (after declining eventually
in 2002, as mentioned earlier). Primary expenditure under the
ordinary budget will rise by 6.0% in 2003 (compared with 8.4% in
2002).
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further fiscal stabilisation and, therefore, streng-
then confidence. Finally, real lending rates remain

at historically low levels.

The foregoing general forecasts, assumptions and
data make up a reference framework. The remain-
der of this chapter discusses possible develop-
ments in individual components of aggregate final
demand, on the basis of current trends and cer-

tain specific assumptions or data. In particular:

— Private consumption remained strong until
November 2002, as evidenced by the data on
retail sales of goods other than cars (see Table
VIII). Furthermore, new passenger car registra-
tions, after declining in 2002 as a whole, have
shown a high annual rate of increase during the
last months (7.0% in December 2002 and 14.1%
in January 2003*" — see Chart 27B). Households’
real disposable income is expected to grow
almost as much as in 2002 (by around 3%), con-
sidering that: (a) the average annual inflation rate
will remain the same as in 2002 or rise slightly,
(b) employees’ average nominal pre-tax earnings
will grow slower than in 2002, but almost by 2%
faster than inflation (see Table IV in Chapter IV),
(c) the tax cuts that will boost households’ dis-
posable income are already being implemented,
as mentioned earlier,™ (d) total employment should
rise at least as much as in 2002 and, possibly,
more (see below). At the same time, the annual
growth rate of the outstanding balance of con-
sumer loans remains high (24.2% in December
2002), although it tends to decline (it was 42.5%
in December 2001). Accordingly, private con-
sumption is forecast to increase by around 3%,

i.e. slightly less than in 2002.

— Public consumption is forecast, according to
the Updated Stability and Growth Programme
(December 2002), to fall by 1.5% at constant
prices in 2003 (compared with a rise of about 2%
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in 2002), reflecting efforts to speed up fiscal sta-
bilisation, also in the light of the recert revision of
the fiscal balance and general government debt
data. However, on the basis of experience from
the last few years, it cannot be ruled out that an
overrun in public consumption expenditure will
occur and, as a result, the projected containment

of public expenditure will not be achieved.

— Gross fixed capital formation is expected to
grow almost as strongly as in 2002. Specifically,
public investment, as already mentioned, is bud-
geted to rise by 13% at current prices, i.e. by
around 10% at constant prices. These figures are
realistic, considering that: (a) Public Investment
Programme expenditure declined in 2002, which
partly reflects the deferment of some expenditure
to 2003, and (b) certain major public projects
associated with the Olympic Gam2s must be
completed or, at least, make considerable
progress in the course of 2003. Privaie residential
investment should also rise considerably (by
more than 5%), as suggested by currznt develop-
ments in the volume of new buildings on the basis
of permits issued, which is a leading indicator,
and by the strong growth of the outstanding bal-
ance of housing loans (35.6% in December 2002),
which slowed down marginally in comparison
with December 2001 (38.9%). Finaly, business
investment should grow considerably Specifically,
according to the Budget, public enterprises™! invest-
ment, which does not depend on foreign demand,
will rise by 22.7% (at current prices). Besides, in
view of the Olympic Games, investmant by hotels

and other enterprises in the services sector is

29 The number of new passenger car registrations in January 2003
was the highest in the last 24 months (i.e. since January 2001).
30 At the same time, however, the favourable inf uence exerted in
2002 by the abolition of stamp duties on the annual growth rate
of business sector employees’ real disposable income will be
eliminated.

31 These no longer include the Hellenic Telecommunications
Organisation (OTE) and the Road Construction Fund (TEO).
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Chart 28

Business forecasts' on employment (January 2000 - February 2003)
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1 Firms’ responses concern the prospect of an increase in the number of employees in the forthcoming period.

2 Excluding banks and retail trade firms.
Source: IOBE, Business Surveys.

expected to increase. In this connection, the out-
standing balance of loans to the tourist industry is
reported to be growing rapidly (at an annual rate
of 33.7% in December 2002, compared with
19.7% in December 2001).3? Therefore, invest-
ment by these enterprises will set the tune for the
business sector, even though private industrial
firms are more affected by the current interna-
tional conjuncture and uncertainty as well as by
developments in competitiveness and thus the
forecast 10.1% rise (at current prices) in their
investment expenditure in 2003% may prove too

optimistic.**

— It is estimated that the real external balance
will make a negative contribution to GDP change
also in 2003, particularly because goods and ser-
vices exports are forecast to rise less than
imports. Indeed, as the growth rate differential
between these two aggregates is expected to
widen, the negative contribution of the trade bal-
ance to GDP change will be larger than in 2002.
More specifically, as already mentioned, the pace
of economic recovery in Greece’s major trading
partners and the countries of origin of the tourists
visiting Greece will be relatively slow and the

price competitiveness of Greek goods and ser-
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vices will deteriorate further. Besides, the current
uncertainty associated with geopolitical tensions
in the Middle East has already had an adverse
effect on bookings for the new tourist season.
Hence, it is estimated that the volume of services
exports (including tourism) will decrease slightly,
while the volume of goods exports will show a
small increase, and, as a result, goods and ser-
vices export volume will grow by about 1%. On
the other hand, the sustained strong growth of
consumer demand, in conjunction with the fact
that the volume of imports of goods and services
was almost unchanged in 2002, makes plausible
an increase in this magnitude in 2003, at a rate

expected to be around 2.5%.

As mentioned earlier, in 2003 the volume of
goods exports will grow less than the volume of

goods imports. By contrast, export prices are

32 However, this acceleration is associated, to some extent, with
the reclassification of the commercial banks’ data on loans (see
Chapter V1.2).

33 According to the latest investment survey of IOBE (October-
November 2002).

34 It should be recalled that the initial investment forecasts of
Greek industrial firms usually prove over-optimistic in relation to
their ex post estimates and reviews. This was the case in 2002
(see Section 1 of this chapter).
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expected to increase more than import prices (as
in 2002). On the basis of these forecasts, in con-
junction with the fact that imports are much larger
than exports, it is estimated that the trade deficit
(at current prices) will widen in 2003, but will
remain almost unchanged as a percentage of
GDP. At current prices, it is estimated that the
widening of the trade deficit and the expected
decrease in the services surplus will be largely off-
set by increased inflows from the EU (which had
declined in 2002). Transfers from the EU are fore-
cast to rise in 2003 owing to payments for
grammes under CSF 1I*° and the expected faster
absorption of funds associated with the imple-
mentation of programmes under CSF I11.¢ As a
result, the current account deficit will eventually
rise only slightly as a percentage of GDP (in 2002
it stood at 6.5%, compared with 6.2% in 2001).

As regards employment, it should be recalled that
in the January-September 2002 period total
employment grew at an average year-on-year rate
of 0.4% and the number of employees at a rate of
only 0.1%. For 2003, it is estimated that a further
rise in employment in the sectors associated with
the preparation for the Olympic Games (mainly
ment in other sectors, such as manufacturing
and tourism, which are affected more directly by
increased uncertainty about the world economic
and geopolitical developments and by the forecast
deterioration of price competitiveness. These esti-
mates are largely confirmed by the firms’ employ-
ment expectations, according to IOBE’s business
surveys (see Chart 28). Specifically, the employ-

ment outlook of construction firms remains posi-

7

tive and is actually improving. The employment
outlook of firms in the retail and services sectors
has been only slightly positive in recent months,
while, in manufacturing, the employmr ent outlook

has remained negative since July 200:..

On the basis of the above indications and
assumptions, the Bank of Greece es.imates that
the growth rate of economic activit/ in Greece
will remain high in 2003 (3.7%, i.e. slightly lower
than in 2002).*” According to the fore zoing analy-
sis, this forecast includes the adverse mpact from
international uncertainty that has aready been
manifested on domestic aggregates, but excludes
the effects of a possible sharp and se-ious deteri-
oration in the external —geopolitical and eco-
nomic— environment. Such effects will be dis-

cussed in Chapter VII.

35 According to the official procedure applied by the EU for clos-
ing programmes under CSF Il, Member States should submit pay-
ment applications until 31 March 2003. The bull: of the relevant
applications has already been sent.

36 50% of the programmes under CSF Ill have :lready obtained
approval and are ready for implementation. On the basis of pay-
ments up to end-January 2003, the rate of absorption of EU funds
is 18% (announcement by the Deputy Minister of Economy and
Finance, 11 February 2003).

37 According to the Updated Stability and Groath Programme
(December 2002), the forecast growth rate would be 3.8% (i.e.
unchanged from 2002, on the basis of the then estimates). The
European Commission (Autumn Forecasts, 13 Movember 2002)
forecasts an acceleration in the GDP growth raze from 3.5% in
2002 to 3.9% in 2003, and the OECD (December 2002) forecasts
a speeding up from 3.6% to 3.9%. The IMF staff, following the
recent consultations with the Greek authorities, reported in the
"Conclusions” they published on 10 February 2003 that the GDP
growth rate had come close to 4% in 2002, according to official
data, and that they expected “broadly similar groath rates for the
two-year period 2003-2004". It should be recalle that, according
to the NSSG flash estimates published on 13 February 2003, GDP
grew by 4.0% in 2002.
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VI. Money, credit and
capital markets
in Greece

MONETARY POLICY 2002-2003

1. Developments in monetary aggregates

The annual growth rate of the Greek contribution’
to the euro area M3 decelerated substantially in
2002, falling gradually from 4.4% in the fourth
quarter of 2001 to 2.1% in the same quarter of
2002 and turning negative for the first time in
December (-0.2%, see Table XIlll). Throughout
2002, the annual growth rate of the Greek M3
was lower than the corresponding rate for the
euro area as a whole and averaged about one
third of that rate (see Chart 29).

The drop in the Greek M3 growth rate in 2002
is associated with the slowdown in total credit
expansion that year, which reflected the signifi-
cant weakening of credit expansion to enterprises
and households, while the financing of general
government by Monetary Financial Institutions
(MFIs) decreased further, albeit at a lower rate,
in 2002 (for more details see Section 2 of this
chapter). Another factor behind the weaker
growth of the Greek M3 was a shift from repur-
chase agreements (repos), whose yields have
once more become subject to tax as from
1 January 2002, to longer-term deposits (not
included in M3) and government paper. It should
be noted that the non-MFI private sector’s hold-
ings of government paper increased by €1,038
million in 2002, compared with a decrease of
€1,855 million in 2001. The slower growth of
the Greek M3 during the previous year is also
related to the evolution of the MFls” net external
asset position (including that against their euro

area counterparts), which fell significantly that

1 As from August 2002, the Greek M3, in line with the ECB’s uni-
form definition (see “Monetary aggregates” in the Glossary) has
been adjusted and now includes money market fund units. For the
calculation of the new M3, assets and liabilities between credit
institutions and money-market funds are netted. The Greek M3 is
added to the M3 of the other eurao area countries to yield the over-
all euro area M3,
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Table Xl

Greek contribution to the monetary aggregates of the euro area

(Not seasonally adjusted data)

Annual percentage changes'

Outstanding
balances on | 2001 2002
31.12.02
(million euro) | Q4 Qr? Q2 Q3 Q# December’
1. Currency in circulation, MO 7,401 0.5 -16.3 -17.0 -12.7 1.6 34
2. Overnight deposits 15,225 5.3 13.0 12.0 15.8 5.7 -4.8
3. M1 (1+2) 22,626 3.5 27 1.4 5.2 4.1 -2.3
4, Savings deposits and deposits
redeemable at notice
up to three months 58,757 12.9 16.5 16.3 14.6 9.7 33
5. Deposits with agreed maturity
up to two years 28,508 -9.3 -2.7 Vi 6.1 101 5.4
6. M2 (3+4+5) 110,292 4.3 8.2 9.4 10.5 8.7 2.6
7. Repurchase agreements (repos) 20,004 38.3 10.3 -10.1 -20.2 -19.0 -17.4
8. Money market fund units 10,709 -38.4 -32.6 -25.9 -18.8 -3.7 10.9
9. Debt securities up to two years 154 -1.1 -27.8 -B7.1 -79.3 -26.2 =3.1
10. M3 (6+7+8+9) 141,159 4.4 4.0 23 1.6 21 -0.2

1 Annual rates of change in the corresponding index, which is compiled on the basis of the balance of the corresponding monetary aggregate in December 1998 and
the accumulated monthly flows, adjusted for exchange rate variations, reclassifications etc.

2 The quarterly average is derived from the arithmetic annual averages for each month (calculated as the average of the rates at the end of the reference: month and the end
of the previous month) and is not the average of the rates at the end of each of the quarter’s manths (see the “Technical Notes” in the ECB Monthly Bulletin).

3 Annual rates of change on the basis of the corresponding index at the end of the month.

Sources: Bank of Greece and ECB,

year (2002: —-€11,936 million, 2001: —€2,897
million). This development stemmed from the
fact that MFIs’ external liabilities grew faster
than their external assets. Most of the increase in
MFIs’ liabilities was accounted for by the growth
of liabilities to euro area residents, indicating the
greater integration of the Greek banking market
into the market of the euro area. Moreover, the
sharper deceleration of the Greek M3, as com-
pared with the euro area M3, reflects the faster
increase in the longer-term liabilities of domestic
MFls, as well as the deterioration of their net
external asset position, in contrast to the im-
proved net external asset position of euro area
MFls.

As far as the main components of M3 are con-
cerned, throughout the period January-September
2002 currency in circulation (M0) was at a lower

level than in the corresponding period of 2001,
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recording an annual rate of change of -12.7% in
the third quarter of 2002, compared with a
growth rate of 0.5% in the fourth quarter of 2001.?
Although MO decreased strongly ir the first few
months of 2002, as a direct result of the euro cash
changeover on 1 January 2002, it year-on-year
rate of decrease began to moderate from May
onwards and its rate of change became positive
for the first time during the October-December
2002 period (annual rate of increase: 1.6% in the
last quarter of 2002). This development reflects
the fact that, with the completion of the change-

2 It should be noted (as already mentioned in the Interim Report
2002, p. 77, footnote 2) that, since part of the curo banknotes and
coins in circulation in individual euro area courtries is held by res-
idents of other euro area countries (and resicents of third coun-
tries), the national components of M0 cannot easily be measured
with a sufficient degree of accuracy. The volu ne of banknotes in
circulation in individual countries since the baginning of 2002 is
calculated on the basis of each country’s capital key, which
defines its participation in the capital of the ECB. Thus, the 2002
MO is not fully comparable with the 2001 figure.
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Chart 29

M3 in the euro area and Greece
(January 2001 - December 2002)

(Percentage change over same month of previous year, data not seasonally adjusted)
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Sources: Bank of Greece and ECB.

over to the euro, the public appeared to be increas-
ing again their currency holdings. Moreover, it is
also connected with declining interest rates and,
consequently, lower opportunity costs of holding
currency, along with an apparently strong demand
for the euro by residents of neighbouring countries.

Until September 2002 the average growth rate of
deposits by Greek and other euro area residents’
(excluding central government) with credit institu-
tions operating in Greece was faster than in the
corresponding period of 2001, for all deposit
types. This largely reflects a shift away from repos
(whose yields, as already mentioned, have once
more become subject to tax as from 1 January
2002) and equity securities, as uncertainty gener-
ated by stock market developments boosted
demand for more liquid assets. However, over the
October-December 2002 period, shifts of funds
from shorter to longer-term deposits, as well as to
government paper, led to different annual rates of
change in deposits depending on maturity. In
more detail, overnight deposits (sight deposits and
current accounts), following a marked increase in
December 2001,* grew at relatively high rates
throughout the January-September 2002 period.

MONETARY POLICY 2002-2003

w3 in Greece
M3 in the euro area

Their annual growth rate accelerated gradually
from 5.3% in the last quarter of 2001 to 15.8% in
the third quarter of 2002. After September
though, the rate decelerated sharply, to 5.7% in
the fourth quarter of 2002, because of a decrease
in overnight deposits during the October-Novem-
ber period, but also owing to base effects related
to the run-up to the introduction of the euro
towards the end of 2001. Savings deposits and
deposits redeemable at notice of up to three
months also rose at a relatively high rate during
January-September 2002. Thus, their annual growth
rate came to 14.6% in the third quarter of 2002,
up from 12.9% in the last quarter of 2001, with-
out considerable fluctuations during the period
under review. However, in the fourth quarter of
2002 these deposits shrank by €71,183 million and
their annual rate of change fell to 9.7%, because
of a drop in savings deposit rates (and a small

increase in the interest rates on deposits with

3 Deposits by residents of other euro area countries in December
2002 corresponded to a mere 0.6% of total deposits included in
the Greek M3.

4 Overnight deposits increased by 20.2% that month, as house-
holds placed part of the currency in circulation in such deposits,
with a view to ensuring its automatic conversion into euro.
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Chart 30

Deposits, repurchase agreements and money market fund units in

Greece! (January 2001 - December 2002)

(End-of-period balances, in million euro)
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1 These aggregates concern deposits, repos and money market fund units, which,according to the ECB definition, are included in M3.

Source: Bank of Greece.

agreed maturity) over that period, which prompted
savers to pursue more profitable investments. The
annual growth rate of deposits with an agreed
maturity of up to two years also picked up, reach-
ing 6.1% in the third quarter of 2002, compared
with a 9.3% decrease in the fourth quarter of
2001. In the last quarter of 2002 this rate acceler-
ated to 10.1%, as it was fuelled by savers’ desire
to secure higher yields amid expectations of a fall
in ECB key rates (which eventually took place, as
already mentioned, on 5 December 2002).

Repo holdings by Greek and other euro area resi-
dents (excluding central government) with credit
institutions operating in Greece decreased noti-
ceably last year and, as they had begun to decline
in October 2001 (see Chart 30), their annual rate
of change turned negative for the first time in
April 2002. During 2002, repo holdings shrank
by €4,226 million, recording an annual rate of
decrease of 19% in the fourth quarter of 2002,
compared with a growth rate of 38.3% in the
same quarter a year earlier. This development was
directly related to the 7% tax® imposed on repo
yields for agreements made as from January 2002,

as well as to a savers’ shift towards more prof-
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itable investments. Finally, as far a< holdings of
money market fund units are concerned, the neg-
ative (yet increasingly lower) rates of change they
registered until November 2002 became positive
in December (10.9%) and thus their annual rate of
decrease dropped to 3.7% in the last quarter of
2002, from 38.4% in the respective quarter of
2001.

Total deposits by Creek residents (households
and enterprises) in euro and other currencies rose
by €2,952 million in 2002, owing t> an increase
in the outstanding balance of euro deposits and a
decrease in the corresponding balance of deposits
in other currencies during 2002, a pattern reflecting
savers’ confidence in the single currency. Besides,
this development is also related to the widening
of the positive spread of interest rates on deposits
in euro over those on deposits in US dollars,® as

5 The decision pertaining to the taxation of repo vields was
announced in November 2001.

6 Despite the cut in ECB key rates in early December, the spread
between the interbank rate for deposits in euro with a maturity of
three months and the corresponding rate for ceposits in US dol-
lars grew from 142 basis points in December 2001 to 153 basis
points in December 2002.
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Table XIV
Total credit expansion in Greece

(Percentage change of balances over same month of previous year)

December
2000 2001 2002
1. Total credit expansion 15:3 9.3 8.5
2. Credit expansion to general government’ 6.1 -4.6 -1.3
3. Credit expansion to enterprises and households 27.6 248 16.9
3.1 Credit expansion to enterprises 246 18,5 9.6
3.2 Credit expansion to households 35.5 40.4 322
of which:
3.2.1 Housing loans 31.2 389 35.6
3.2.2 Consumer loans 42.7 425 242

1 Percentage change in the sum of bank loans to general government and government paper holdings of credit institutions and money market funds.

Source: Bank of Greece,

well as to the weakening of the US dollar against

the euro.

2. Credit expansion

The growth of credit extended by MFIs to the
economy as a whole decelerated in 2002 (to an
annual rate of 8.5% from 9.3% in 2001), reflecting
the evolution of credit to enterprises and house-
holds. By contrast, although MFIs’ lending to the
general government” declined further in 2002, its
rate of decrease was lower than in 2001 (2002:
—1.3%, 2001: —4.6%, see Table XIV). In any case,
it should be noted that the general government
borrowing requirement was slightly lower in
2002, amounting, on a cash basis, to €5,542 mil-
lion, compared with €5,715 million in 2001. More-
over, an increase was recorded in holdings of gov-
ernment paper by the non-MFl private sector
(2002: €1,038 million, 2001: —€1,855 million),
as well as in net holdings of government paper
by non-residents (2002: €11,302 million, 2001:
€8,567 million).
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Bank credit to enterprises and households

Credit expansion to enterprises and households
decelerated to 16.9% in 2002, from 24.8% in 2001
(see Table XV). The slowdown took place gradu-
ally from the beginning of the year onwards and
mainly reflected the limited increase in credit to
enterprises, while a slowdown was also observed
in credit expansion to households, in particular
consumer loans, although these loans continued
to grow at high rates. As noted in the past,® the
rapid growth of consumer loans in recent years
may be explained by (i) the low level of their
aggregate volume in relation to national income,
(i) the sharp decline in their interest rates,” and
(iii) keen competition between banks in the field
of consumer credit. In any case, the gradual decel-

eration in the growth rate of consumer loans was

7 The financing of general government by MFls camprises (i) loans
granted by credit institutions, and ii) the sum total of government
paper held by credit institutions and money market funds.

8 See Bank of Greece, Monetary Policy, Interim Report 2002,
November 2002, Section V.3.

9 The interest rate on personal loans dropped from 20.8% in
December 1999 to 11.6% in December 2002,
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Table XV

Credit to enterprises and households in Greece by branch of economic activity

) Annual percentage changes

Outstanding

balances on | 2001 2002

31.12.02

(million euro) | December' Q12 Q22 Q3? Q4 December’
— Agriculture 3,225 -4.1 -15.1 -17.9 -16.1 -14.0 -13.4
~ Industry? 14,364 6.7 Tt 77 7.6 11.5 13.9
— Trade 15,671 255 25.2 213 16.8 7.8 0.9
- Housing 21,225 38.9 392 39.8 38.7 35.4 35.6
- Consumer credit 9,755 425 391 34.8 KT 27.4 24.2
- Other 22,271 29.0 26.1 17.8 18.3 203 19.4

Total 86,511 24.8 23.5 20.4 19.5 18.3 16.9

1 Annual percentage change at the end of the month,

2 The quarterly average is derived from the arithmetic annual averages for each month (calculated as the average of the rates at the end of the reference month and the end
of the previous month) and is not the average of the rates at the end of each of the quarter’s months (see the “Technical Notes” in the ECB Monthly llulletin).

3 Including manufacturing (industry and small-scale manufacturing) and mining.
Source: Bank of Greece.

to be expected and is connected with the gradual

saturation of the consumer credit market.

Bank credit to enterprises rose by 9.6% in 2002,
compared with 18.5% in 2001. Despite this sig-
nificant slowdown, the growth of these loans
was faster than nominal GDP growth (7.1%) and
more than double the corresponding euro area
figure (December 2002: 3.5%). The sectoral
breakdown of credit to enterprises shows that
this weakening came as a result of a significant
contraction of the net outstanding balance of
loans granted by the Agricultural Bank of Greece
to the agricultural sector,’ although a smaller
slowdown was also observed in credit expansion
to all the other sectors, with the exception of
industry and tourism where an acceleration was
recorded. Nevertheless, it should be noted that
no safe conclusions can be drawn regarding the
sectoral breakdown of loans, because of a
change in banks’ statistical reporting forms,"
requiring greater detail in the sectoral classifica-
tion of loans as of September 2002. This change
prompted several banks to proceed to the reclas-
sification of loans, which led to a considerable

decrease in the outstanding balance of credit to
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trade and an increase in the respective figures

for industry and tourism.

Credit expansion to households slowed down, as
already mentioned, but remains strong. In more
detail, total credit to households increased by
32.2% in 2002, compared with 40.4% in 2001.
This development was mainly driven by a signifi-
cant decline in the growth rate of consumer loans
(2002: 24.2%, 2001: 42.5%), whilz the growth
rate of housing loans also fell slightlv, from 38.9%
in 2001 to 35.6% in 2002. A large increase (2002:
59.7%, 2001: 74%) was observed in other loans
(i.e. other than housing and consumer loans) to
households, which comprise debii balances on
current accounts, loans to meet tax and social
insurance obligations, loans to biy shares and
loans to private non-profit institutions. However,
the outstanding balance of these oans remains
low (December 2002: €518 million or 1.6% of

10 More specifically, as a result of debt rescheduling for cattle-
breeders in 2002 and, more generally, of the portfolio restructur-
ing policy implemented by the Agricultural Bank of Greece, loans
to the agricultural sector decreased by €500 million or 13.4% in
2002, compared with a decrease of €161 million or 4.1% in 2001.
11 Introduced in May 2002 following an ECB regulation.
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total credit to households, December 2001: €325
million or 1.4% of total credit to households),
which explains their very high growth rates.

It is worth noting that 72.7% of credit expansion
to households in 2002 is accounted for by the
increase in housing loans, compared with 63.9%
in 2001. This is connected with the relatively
sharp rise in real estate prices (see Chapter 1V)
that boosted purchasers’ borrowing require-
ments, and the announced changes in the tax
treatment of interest on housing loans to be
granted from 2003 onwards. Indeed, many bor-
rowers rushed into concluding housing loans in
the course of 2002, so as to avoid the tax deduc-
tion caps effective as of 2003 for interest on these
loans. The large increase in housing loans is also
related to particularly keen competition between
banks and the resulting low interest rates on such
loans. It should be noted in this respect that inter-
est rates on housing loans fell in 2002 (for exam-
ple, the average interest rate on fixed-rate housing
loans with a maturity of over 5 years fell to 4.9%
in December 2002 from 5.4% in December 2001)
and their average at the end of the year was lower

than the corresponding euro area figure.

The growth of consumer and other (i.e. non-hous-
ing) loans to households in 2002 accounts for
16.8% of total credit expansion to enterprises and
households, which is roughly the same share as in
2001. In terms of outstanding balances, these loans
represented 11.9% of total bank lending to enter-
prises and households, up from 11% in 2001.
Although increasingly larger, this share is still rather
low, when compared with the euro area average
(16.3%). However, the robust growth of consumer
and housing loans suggests an upward trend in
household indebtedness and a need to closely
monitor the evolution of these aggregates.

The total outstanding balance of bank lending to
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Greek households at the end of 2002 corre-
sponded to 22.6% of GDP, compared with a euro
area average of 46.9%. Based on this comparison,
the indebtedness of Greek households cannot be
regarded as high in general, even though it cannot
be ruled out that some of them may have bor-
rowed more than what would be justified by their
income and the value of their assets. The gener-
ally low level of indebtedness of Greek house-
holds is confirmed by a recent sample survey
commissioned by the Bank of Greece (see Annex
to this chapter). In any case, monitoring of house-
hold debt will be considerably facilitated once the
Credit Bureau run by “Bank Information Systems
— Teiresias S.A.” becomes fully operative. This
undertaking is currently in progress. For the time
being, a pilot run of this system has been carried
out on a database comprising 20% of bank cus-
tomers in the fields of personal loans and credit
cards. Nevertheless, it should be noted that the
Bank of Greece, taking into account the risk expo-
sure entailed by the rapid growth of bank lending,
in particular consumer loans, has adjusted
upwards by 10 percentage points the ratio of
banks’ provisions for doubtful loans and loans
overdue for more than one year, while it has also
laid down specific stipulations with regard to pro-

visions for housing and consumer loans.™

As far as individual categories of consumer loans
are concerned, loans through credit cards contin-
ued to rise at a high, albeit considerably lower,
rate in 2002 (2002: 33.1%, 2001: 62.7%), owing
to strong competition between banks and the
preference of both enterprises and consumers for
this type of bank credit. On an aggregated basis,
loans granted against supporting documents and
personal loans increased at a lower rate (2002:
16.3%, 2001: 28.1%). As a result of these devel-

opments, the composition of consumer loans has

12 See Bank of Greece Governor’s Act 2513/15 January 2003.
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Chart 31

Bank deposit rates in Greece (January 2001 - December 2002)

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

changed, with an increase in the share of loans
through credit cards (2002: 50.8%, 2001: 47.4%),
which, despite relatively high interest rates, offer

retail customers easier access to bank credit.

3. Bank interest rates

The level of bank deposit and lending rates across
euro area countries is determined on the basis of
ECB official rates and competitive conditions
between credit institutions. The impact of the
0.50 percentage point reduction in ECB key rates,
which was decided on 5 December 2002, passed
through, as expected, to Greek and other euro
area bank interest rates on both deposits and

lending,.

Except for the interest rate on deposits with agreed
maturity, Greek deposit rates followed a downward
course in 2002. In more detail, the overnight rate
fell by 0.5 percentage point to 0.7% in December.
After dropping moderately (by 0.2 percentage
point) until November, the average savings deposit
rate was further reduced (by 0.4 percentage point)
to 1.1% in December 2002, following the change in
ECB rates in early December. However, as inflation

remained well above the nominal interest rate on
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these deposits throughout the year, the respective
real interest rate was negative (-2.0% on average)."
It should be noted that the low interest rate on sav-
ings deposits also reflects partly the cost of the facil-
ities offered by such accounts (e.g. bill payments
through standing payment orders, wi-hdrawals and
transfers of funds via cards and the in-ernet elc.), as
well as the higher liquidity of savings deposits.
Repo yields decreased by a further (.5 percentage
point in the course of 2002." By con'rast, the aver-
age interest rate on deposits with an agreed matu-
rity of up to twelve months rose significantly (by
0.4 percentage point) to 2.8% in Cecember (see
Chart 31). Developments in Greek interest rates, in
conjunction with a small decline in the correspond-
ing average euro area rates,'* have made the spread
between the Greek sight deposit rate and the cor-
responding euro area rate to narrow considerably,
while that for deposits with an agreed maturity of
up to 12 months shifted from negative in early 2002
to positive at the end of the year (0.30 percentage
point). Nevertheless, it should be noted that any

13 After the deduction of tax on interest income, the real interest
rate becomes —2.2%.

14 Yields on repos with a maturity of one month were 2.9% in
December 2002, down from 3.4% in Decembr 2001.

15 The interest rates on sight deposits anc deposits with an
agreed maturity of up to 12 months are the mest suitable for com-
parisons between Greece and the other euro area countries.
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Chart 32

Bank lending rates in Greece (January 2001 - December 2002)

(Percentages per annum, monthly averages)
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Table XVl
Lending rates in the euro area and Greece
(Percentages per annum)
Change
December 2001 December 2002 Dec, 2002/Dec. 2001
Short-term business loans
Weighted average interest rate in the euro area 6.26 5.97 -0.29
Maximum interest rate in the euro area 8.89 8.70 -0.19
Minimum interest rate in the euro area 4.45 4.20 -0.25
Interest rate in Greece 779 7.23 -0.56
Fixed-rate housing loans
Weighted average interest rate in the euro area 55 5.10 -0.42
Maximum interest rate in the euro area 6.29 5.95 -0.34
Minimum interest rate in the euro area 4,52 4.00 -0.52
Interest rate in Greece' 540 4.91 -0.49
Consumer loans (personal loans)
Weighted average interest rate in the euro area 9.81 9.59 -0.22
Maximum interest rate in the euro area 11.62 11.64 0.02
Minimum interest rate in the euro area 5.45 5.09 -0.36
Interest rate in Greece 11.62 11.64 0.02

1 Average interest rate on loans with a maturity of over five years.
Sources: ECB and Bank of Greece.

minor differentials between interest rates across
euro area countries are explained by differences in
competitive conditions and in the functions of
deposit accounts, and, in some cases, by the differ-

ent tax treatment of interest income from deposits.

During 2002, downward trends were also recorded
for Greek bank lending rates (see Chart 32), which
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converged further towards the generally lower
interest rates of the euro area. Specifically, the
average interest rate on short-term loans to enter-
prises decreased by 0.6 percentage point in 2002
and reached 7.2% in December. As a result, its
spread over the corresponding euro area rate
shrank to 1.3 percentage points from 1.5 percent-
age points at the end of 2001 (see Table XVI and
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Chart 33

Bank lending rate differentials between Greece and the euro area (January 2000 - December 2002)

(Percentage points)
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Chart 33). It should be noted though that some
enterprises with high credit-standing are financed
at generally lower interest rates linked to EURI-
BOR rates. The average interest rate on long-term
loans to enterprises also declined by 0.8 percent-
age point and, since the corresponding euro area
rate declined by 0.3 percentage point over the
same period, the spread between them narrowed
to 1.5 percentage points in December 2002 from
2 percentage points in December 2001.

Trends in consumer loan interest rates were
mixed in 2002. The interest rate on loans through
credit cards, although it increased by 0.3 percent-
age point throughout January-November 2002,
dropped by 0.3 percentage point in December,
eventually returning to its December 2001 level
(15.4%). It should be noted in this respect that
interest rates on loans through credit cards are
higher worldwide than those applicable to other
types of consumer loans, owing to the increased
risks they entail. Interest rates on loans against
supporting documents fell by 0.5 percentage

point to 10.5% in December. By contrast, the

—— Personal loans 9
s Short-term business loans
Fixed-rate housing loans

J] ASONDIJFMAMI ] ASOND

2001 2002

interest rate on personal loans remainad unchanged
in 2002 at 11.6%. This, in conjunction with the
fact that the corresponding euro area rate declined
by 0.2% in 2002, caused their spread to increase
to 2.0% in December 2002, from 1.8% in Decem-
ber 2001.

A decrease was also observed in interest rates on
housing loans. In more detail, the irterest rate on
fixed-rate housing loans with a meturity of over
5 years was reduced by 0.5 percentage point and
stood at 4.9% in December, i.e. 0.2 percentage
point lower than the euro area average. A smaller
decline (of 0.3 percentage point) was recorded in
the interest rate on floating-rate housing loans in
2002 (December 2002: 5.5%, December 2001:
5.8%).

The spread between the (weighted) average inter-

est rate on lending and the corresponding deposit

16 The Greek interest rate on personal loans s the most suitable
for comparison with the euro area rate on consumer loans, which
is published in the Monthly Bulletin of the EC3.
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Chart 34

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

(January 2001 - January 2003)
(Percentage points, daily data)
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German bond (left-hand scale)
s - Yield differential (right-hand scale)

2001
Sources: Bank of Greece and Bloomberg.

rate has been following a downward path in recent
years. In particular, it narrowed by approximately
3 percentage points between December 1998 and
December 2002. This narrowing is related to the
abolition or cuts of certain taxes and levies,”” but
also to the harmonisation (in the second half of
2000) of the minimum reserve ratio of the Bank
of Greece with that of the euro area. These adjust-
ments had a significant, both direct and indirect,
impact on the cost of money. To a large extent, how-
ever, the narrowing of the spread came as result of
keener competition between banks, especially in
loans to households. Moreover, the decrease in
the spread is connected with the cutdown on
banks’ operational costs, which, as a percentage of
their assets, fell to 2.4% in 2001 from 2.8% in 1997,
while, according to data for January-September
2002, they decreased further in 2002.

4. Capital markets

4.1 The bond market

In line with developments in US and euro area
government bond yields, the yields of comparable

Greek bonds rose from early October 2001 to
mid-March 2002. Later on, however, their upward
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trend reversed as demand for bonds became
stronger (see Chart 34). This led to a decline in
bond yields in the period from mid-May to late
December 2002 (with the exception of a limited
rebound in October, as a result of an investor shift
to equity securities). The downward trend in yields,
mainly in the medium-term maturity band, contin-
ued through to January 2003. This pattern stem-
med initially from expectations of a recovery in
economic activity and then from adverse develop-
ments in international stock markets, the down-
ward revision of forecasts of an economic upturn
in the United States and the euro area over 2002-
2003, as well as the recent tension in the Persian
Gulf, which have prompted a “flight to safety”
from equity securities to government bonds on the

part of domestic and foreign investors.

Between end-December 2001 and end-December
2002, government bond yields decreased across
the whole spectrum of maturities. The decline
was most pronounced for 3-year bonds, whereas

it was relatively limited for 20-year bonds. As a

17 The Special Tax on Banking Transactions was cut on 1 Sep-
tember 1997 to 3% from 4% and was eventually abolished on 1 Jan-
uary 2001. Moreover, on 1 April 2000 the levy under Law 128/75
was reduced to 0.6% from 1.2%.
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Chart 35

Greek government paper yield curves
(Yields in percentages per annum)
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result, the government paper yield curve shifted
downwards,'® bringing down by 26 basis points
the spread between the yields of the 10-year gov-
ernment bond and the 12-month Treasury bill
during the same period (see Chart 35). However,
markets seem to have remained sanguine about
the medium to longer-term economic outlook, as
reflected by the steepening of the yield curve seg-
ment corresponding to maturities of 3 to 10 years.
Indeed, between end-December 2001 and end-
December 2002, the yield spread of the 10-year
bond over the 3-year bond increased by 40 basis
points (see Chart 35).

In more detail, the yield of the 10-year Greek gov-
ernment bond was 4.44% at the end of December
2002, i.e. 84 basis points lower than a year earlier
(5.28%), with strong fluctuations in the course of
the year, between a trough of 4.44% (31 Decem-
ber) and a peak of 5.60% (15 May) — see Chart 34.
During the first ten months of 2002 the yield dif-
ferential between the Greek 10-year bond and the
comparable German bond averaged 35 basis
points, recording only small fluctuations over this
period. Yet, this differential was subsequently lim-

ited, as soon as Greece's credit rating was

84

6.0

= 50

4.5

4.0

e 28 Decemnber 2001 35

31 December 2002

25

T-year 10-year 15-year 20-year

upgraded,’” and at the end of December 2002
came down to the very low level of 27 basis points,
from 34 basis points at the end of December 2001.

The average daily value of transactions conducted
through the Electronic Secondary Securities Market
(HDAT) followed an impressive upward course
over the first ten months of 2002, while in the
remaining two months of the year it dropped
below the October 2002 level. Overell, it increased
by 77% to €2.3 billion in 2002, compared with
€1.3 billion in 2001 (see Chart 36).

The primary market for Greek government bonds
was dominated by syndicated bond issues*® and,
to a smaller extent, by auction issues. Moreover,
reopenings of past government issues were exe-

cuted through auction procedures. Tae funds raised

18 Heightened market uncertainty and volatility in January 2003
caused the yield curve to shift further downwards, particularly in
the medium-term maturity band.

19 On 4 November 2002, Moody’s upgraded Greece's longer-
term credit rating from A2 to Al.

20 For each bond issue, five credit institutions are selected
(among Primary Dealers) as lead managers. The interest rate of
these issues is determined by the government in line with the
terms (i.e. interest rates) applicable to comparable maturities in
the euro area bond market.
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Chart 36

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

(January 2001 - December 2002)
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Table Xvi
Greek government paper issuance
January - December
2001 2002
Type of security Million euro Percentage of total Million euro Percentage of total
Treasury bills 1,209 5.0 1,506 4.7
Bonds’ 22,985 95.0 30,563 953
3-year - i 6,931 22.7
S-year 5,270 22.9 7,351 241
7-year 5,103 222 1,541 5.0
10-year 8,132 35.4 8,891 291
15-year 673 2.9 - -
20-year 3,807 16.6 5,849 1941
Total 24,194 100.0 100.0 32,069 100.0 100.0

1 By initial maturity.
Source: Bank of Greece.

during 2002 totalled €32.1 billion, compared
with €24.2 billion in 2001 (see Table XVII). Spe-
cifically, 3-year and 5-year bond issues accounted
for €14.2 billion or 47% of total issuance (2001:
23%), 7-year bond issues accounted for €1.5 bil-
lion or 5% of total issuance (2001: 23%), while the
remaining 48% (2001: 53%) concerned 10-year
and 20-year bond issues. This points to a consid-
erable shift, mainly from 7-year bonds to 3-year
and 5-year bonds (see Table XVII), in line with

similar developments in the secondary market for
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government paper. The weighted average matu-
rity of Greek government paper issued in 2002
stood at around the same level as in 2001.

4.2 Stock market developments

In the course of 2002 the composite share price
index of the Athens Stock Exchange (ASE) fol-
lowed a downward course, with some fluctua-
tions (see Chart 37). The decline in share prices

was relatively steeper in the last four months of
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Chart 37

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

{January 2002 - January 2003, daily data)
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2002 and continued into January 2003. Yet, it-
should be noted that the US and the euro area
stock markets also witnessed sharply falling and
highly volatile share prices in 2002. These devel-
opments in international stock markets were dri-
ven by a decrease in corporate profits, mainly in
high-technology sectors such as telecommunica-
tions,”’ the non-transparent accounting practices
applied by some major US firms, the downward
revision of earlier optimistic projections about the
global economy, as well as the recent tension in
the Persian Gulf. In addition, in the period under
review, the Greek stock market was adversely
affected by a drop in the profitability of many
listed firms. A particularly pronounced fall in prof-
itability was seen in banks and portfolio invest-
ment companies.* The P/E ratio on all ASE-listed
shares declined (to 14 at end-December 2002,
from 18 at end-December 2001), whereas it
increased (from 12 to 13 respectively) on bank
shares.”* Moreover, stock market transactions and
the funds raised through the stock market stood

al very low levels in 2002 relative to 2001.
The downturn in the Greek stock market con-

tributed, to a large extent, to a decline in mutual

funds’ assets in the course of 2002. Specifically,
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the value of equity mutual funds’ assets decreased
by 31.7% at the end of December 202 relative to
a year earlier, while a smaller decline (-5.2%) was

recorded in the total value of mutual funds’ assets.

Between end-December 2001 and end-December
2002, the ASE composite share price index drop-
ped by 32.5%, reaching a peak of 2 646.4 points
on 4 January and a trough of 1,727.1 points on 9
October (see Chart 37). In the course of 2002,
this index decreased at a lower rate than the Dow
Jones EURO STOXX index for the euro area
(-34.5%), but still higher than that of the US
Standard and Poor’s 500 index (-23.4%).

The average daily value of stock transactions on
the ASE amounted to €100 million i1 2002, down
from €166 million in 2001. Moreover, total funds
raised through capital increases drooped to €353
million in 2002, from €836 millior in 2001 (see

21 The drop in the share prices of these firms, especially in the
United States but also in the euro area, reflects inter alia their high
levels of indebtedness, combined with the uncertainty as to returns
on their investment in UMTS mobile telephony.

22 In 2002 the pre-tax profits of all listed companies shrank by
approximately 17%, whereas those of non-financial firms rose
slightly.

23 Other than Bank of Greece shares.
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Table XVl
Fund-raising trhough the Athens Stock Exchange

January - December
Number of firms Funds raised’ (million euro)
Branches 2001 2002* 2001 2002*
Listed firms 19 23 366.8 2672
Firms listed for the first time 21 14 469.6 85.8
Total 40 37 B836.4 353.0
— Banks 1 3 1.5 55.1
- Investment 5 0 223 -
- Insurance 0 0 - =
— Leasing 0 0 - -
- Holding 2 4 12.0 162.3
- Industrial 10 7 445.8 12.6
— Construction 9 0 228.0 -
— Commercial 6 5 36.7 25.0
~ Telecommunications 0 2 - 8.0
~ Real estate 0 1 - 32.7
~Information technology 3 9 19.4 18.3
- Health services 0 1 - 18.8
- Other 4 5 70.7 20.2

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

*  Provisional data.
Sources: Athens Stock Exchange and Bank of Greece

Table XVIII). These funds were raised by 37 com-
panies (2001: 40 companies), of which 14 were
listed for the first time and accounted for €86 mil-
lion of the aforementioned amount, compared
with €470 million in the corresponding 2001

period.

As in 2001, the banking sub-index performed
more poorly than the composite index in 2002.
Specifically, share prices, stock trading and, con-
sequently, the market capitalisation of banks with
ASE-listed shares declined in 2002 at a faster rate
than the respective figures for the stock market as
a whole. This development came as result of a fur-
ther decline in Greek commercial banks’ prof-

itability in 2002, continuing a trend observed since

MONETARY POLICY 2002-2003

2000. Pre-tax profits of Greek commercial banks
with ASE-listed shares shrank by approximately
45% in 2002, compared with reductions of 13.4%
and 24.3% in 2001 and 2000 respectively. The
stronger decline in commercial banks’ profitability
in 2002 was due to considerably lower income
from financial operations and commission fees.
By contrast, net interest income increased faster
than operational costs.** Despite these unfavour-
able developments, Greek commercial banks out-
performed their counterparts in other EU coun-
tries in 2002.

24 Total assets of commercial banks also increased slightly dur-
ing 2002.
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Annex to Chapter VI

Greek households’ borrowing and indebted-
ness: evidence from a sample survey of the
Bank of Greece

The high annual rates of increase in consumer and
housing loans in recent years (32.2% in 2002, compared
with 40.4% in 2001) have justifiably raised the question
whether these trends might suggest that Greek house-
holds are overindebted. As this has not only economic
and social dimensions, but is also of direct relevance to
the Bank of Greece as the supervising authority of the
banking system (given that it affects banks’ lending port-
folios), the Bank of Greece commissioned the conduct
of a household survey to a specialised company.’ The
survey was carried out between late September 2002
and late January 2003 over a large sample of 6,007
households (more specifically, respondents were all
members of these households, aged 25 or more) from
every urban and semi-urban area nationwide, all
together representing about 80% of the country’s popu-
lation. A random sampling technique, stratified by geo-
graphical district, was used to ensure that the sample is
representative of the surveyed population, while the rel-
evant questionnaire attempted to cover the principal
economic and social parameters of household borrow-
ing. The survey results, notably those pertaining to
Greek households’ borrowing and indebtedness, are
briefly assessed below. However, they are of relative
significance only, as the lack of prior experience on such
surveys does not allow the evaluation of the survey
errors. Therefore, the results must be interpreted with
due caution and, where possible, cross-checked with
other information. Moreover, the lack of comparable
data for earlier periods does not permit an analysis of
household borrowing over time or any conclusions
about prevailing trends by income group and on
whether these trends suggest a different response of
individual household groups to changes in interest

rales, income, real estate prices etc.
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During the survey, 2,303 “full” responces were col-
lected, which corresponds to an average response rate
of 38.3%. This is a satisfactory figure, as (i) households
were asked to answer a very difficult questionnaire on
a relatively sensitive issue, and (ii) the response of any
given household was deemed “full” only if filled-in
questionnaires had been collected from all members of
that household. It should be noted, however, that the
response rate varies significantly across geographical
areas. The lowest response rate (31.3%) was recorded
in Athens and the highest (48.6%) in serni-urban areas
(see Table 1). As a result, the represertation of geo-
graphical areas in the sample of “fully” responding
households is not exactly proportional t> their respec-
tive population: “Other” urban and serni-urban areas
are overrepresented at the expense of A hens, which is
underrepresented, while Thessaloniki’s share is exactly
proportional to its population. To some extent, this
affects the representativeness of the total surveyed
population in the sample; hence, appropriate caution is
warranted when interpreting the relevart results, How-
ever, this does not impede the analysis <nd comparison

of household behaviour across geograpnical areas.

As shown in Table 2, 1,146 of the 2,303 households,
i.e. 49.8% (or 48.2% if a weight is applied so that each
geographical area is represented accorcing to its popu-
lation) reported that they do not have any outstanding
debt from any bank or non-bank loan. Thus, house-
holds’ recourse to borrowing for financing their needs
eventually seems to be less widespread than it might
be suggested by the rapid growth o’ bank loans to
households, as well as the highly advertised instalment
payment schemes offered by retail firms in recent
years. Nevertheless, there are significant differences
across geographical areas. Among the sample house-
holds from semi-urban areas, about 64.7% reported
that they do not have any outstanding debt from any
loan, whereas the corresponding rae for Athens is

smaller (42.5%). The proportion of households with no

1 The sample survey was conducted by the "NS-ICAP S.A.

MONETARY POLICY 2002-2203



Table 1

Regional breakdown of contacted households and households with completed interviews

Contacted Interviewed
Contacted Interviewed Response rate households as a households as a
households households (percentages) percentage of all percentage of all
(a) (b) (bfa) households households
Athens 2,774 869 31.3 46.2 37.7
Thessaloniki 679 263 38.7 11.3 1.4
Other urban areas 1,624 719 44.3 27.0 312
Semi-urban areas 930 452 48.6 15.5 19.6
6,007 2,303 38.3 100.0 100.0
Table 2
Loan distribution by category and region
Other urban Semi-urban
Athens Thessaloniki areas areas Total
Number Number Number Number Number
of of of of of
house- | Percen- |house- |Percen- |house- |[Percen- |house- |Percen- |house- | Percen-
holds tage* holds tage* holds tage* holds tage* holds tage*
Loans for: house construction/purchase 136 450 40 15:2 114 16.3 39 8.7 329 14.3
house repair 55 6.2 11 42 35 5.0 26 5.8 127 5.5
land acquisition 5 0.6 1 0.4 5 0.7 1 0.2 12 0.5
car purchase 108 11745 39 14.8 66 9.5 33 7.4 246 10.7
Bank loans: consumer 49 5.5 7 i 37 5.3 10 2.2 103 4.5
personal 99 111 33 1205 74 10.6 31 6.9 237 10.3
other 7 0.8 1 0.4 7 1.0 4 0.9 19 0.8
Credit from retailers 84 9.4 21 8.0 45 6.4 30 6.7 180 7.8
Credit card debt 318 35.6 63 240 148 212 57 127 586 25.4
Loans from individuals 13 1.5 6 2.3 7 1.0 5 1) 31 1:3
Without any debt obligations (including
debts arising from loans, credit cards,
bills etc.) 380 42.5 122 46.4 354 50.7 290 64.7 1,146 49.8
Reports 1,254 344 892 526 3,016
Index (Number of households=100) 894 263 698 448 2,303

* The percentages for each region do not add up to 100%, since some households may have various debt commitments (for example, a housing loan plus a
pe regl P Y p B P

consumer loan).

outstanding loan debts varies also significantly depend-
ing on their net income and wealth position. Table 3
shows that 64.9% of low-income households (defined
as those with an annual income of up to €15,000 or
5.1 million drachmas) have not contracted any kind of
loan. The corresponding figure for the middle-income
households (defined as those with an annual income in
the range of €15,001 to €30,000 or 5.1 million drach-

mas to 10.2 million drachmas) falls to 37.6% and is fur-
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ther reduced in the case of high- or very high-income
households (annual income of more than €30,000 or
10.2 million drachmas). A similar picture emerges if the
household wealth position is taken into account (see
Table 4): Over 50% (51.8%) of households near the
bottom end of the wealth distribution (defined as those
owning at most €120,000 or 40.9 million drachmas)
have not contracted any kind of loan. This percentage

falls as wealth builds up and is limited to around 30%
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Table 3

Loan categories and (net) household income

a. Number of households

Total annual household income’

up to 15,000 15,001-30,000 | 30,001 plus No response | Tatal
Loans for:  house construction/purchase 82 156 9N 0 | 329
house repair 38 54 34 1 127
land acquisition 3 5 4 0 12
car purchase 78 16 51 1 246
Bank loans: consumer 45 39 19 0 103
personal 83 104 48 2 237
other 4 12 3 0 19
Credit from retailers 72 79 28 1 180
Credit card debt 159 284 139 4 586
Loans from individuals 17 11 3 0 3
Without any debt obligations (including debts
arising from loans, credit cards, bills etc.) 730 317 68 31 1,146
Total reports 1,311 1,177 488 40 3,016
Number of households per income group 1,125 { 842 299 37 2,303
Number of indebted households 395 ] 525 231 6 1,157
b. Percentages within each household income group*
Total annual household income’
_ up to 15,000 15,001-30,000 | 30,001 plus No response Total
Loans for:  house construction/purchase 73 18.5 30.4 0.0 14.3
house repair 3.4 6.4 11.4 27 5.5
land acquisition 0.3 0.6 1.3 0.0 0.5
car purchase 6.9 13.8 17.1 2.7 10.7
Bank loans: consumer 4.0 4.6 6.4 0.0 45
personal 7.4 12.4 16.1 5.4 10.3
other 0.4 1.4 1.0 0.0 r 0.8
Credit from retailers 6.4 9.4 9.4 27 7.8
Credit card debt 141 33.7 46.5 10.8 25.4
Loans from individuals 1.5 1.3 1.0 0.0 1.3
Without any debt obligations (including debts
arising from loans, credit cards, bills etc.) 64.9 376 22.7 83.8 49.8
¢, Percentages within indebted households per each income group*
Total annual household income’
up to 15,000 15,001-30,000 | 30,001 plus No response Total
Loans for:  house construction/purchase 20.8 29.7 39.4 0.0 28.4
house repair 9.6 10.3 14.7 16.7 11.0
land acquisition 0.8 1.0 1.7 0.0 1.0
car purchase 19.7 22.1 22.1 16.7 213
Bank loans: consumer 11.4 7.4 8.2 0.0 8.9
personal 21.0 19.8 20.8 333 20.5
other 1.0 23 1.3 0.0 1.6
Credit from retailers 18.2 15.0 12.1 16.7 15.6
Credit card debt 40.3 54.1 60.2 66.7 50.6
Loans from individuals 43 2.1 13 0.0 2.7

1 In euro.

* . The percentages within each income group do not add up to 100%, since some households may have various debt commitments (for example, a housing loan

plus a consumer loan).
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Table 4

Loan categories and household wealth

a. Number of households
Total household wealth’
up to 120,000 120,001-300,000 | 300,001 plus No response Total
Loans for: house construction/purchase 152 114 49 14 329
house repair 58 44 20 5 127
land acquisition 5 3 3 1 12
car purchase 139 56 26 25 246
Bank loans: consumer 49 23 1 20 103
personal 130 51 26 30 237
other 6 8 3 2 19
Credit from retailers 93 46 15 26 180
Credit card debt 275 156 92 63 586
Loans from individuals 5 3 6 31
Without any debt obligations (including debts
arising from loans, credit cards, bills etc.) 621 194 63 268 1,146
Total reports 1,545 700 311 460 3,016
Number of households per wealth bracket 1,198 502 211 392 2,303
Number of indebted households 577 308 148 124 1,157
b. Percentages within each wealth bracket*
Total household wealth!
up to 120,000 | 120,001-300,000 | 300,001 plus No response Total
Loans for: house construction/purchase el 22,7 230 3.6 14.3
house repair 4.8 8.8 9.5 13 5.5
land acquisition 0.4 0.6 14 0.3 0.5
car purchase 11.6 T 12.3 6.4 10.7
Bank loans: consumer 4.1 4.6 52 5.1 4.5
personal 10.9 10.2 12 2T 10.3
other 0.5 1.6 1.4 0.5 0.8
Credit from retailers 7.8 99 7.1 6.6 7.8
Credit card debt 23.0 31 43.6 16.1 25.4
Loans from individuals 1.4 1.0 1.4 5 1.3
Without any debt obligations (including debts
arising from loans, credit cards, bills etc.) 51.8 38.6 299 68.4 49.8
¢. Percentages within the indebted households per each wealth bracket*
Total household wealth!
up to 120,000 120,001-300,000 | 300,001 plus No response Total
Loans for:  house construction/purchase 26.3 37.0 331 11.3 28.4
house repair 10.1 14.3 13.5 4.0 11.0
land acquisition 0.9 1.0 2.0 0.8 1.0
car purchase 241 18.2 17.6 20.2 213
Bank loans: consumer 8.5 7.5 7.4 16.1 8.9
personal 22.5 16.6 17.6 242 20.5
other 1.0 2.6 2.0 1.6 1.6
Credit from retailers 16.1 14.9 10.1 21.0 15.6
Credit card debt 47.7 50.6 62.2 50.8 50.6
Loans from individuals 2.9 1.6 2.0 4.8 27

1 In euro.

* The percentages within each wealth bracket do not add up to 100%, since some households may have various debt commitments (for example, a housing loan

plus a consumer loan).
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for wealthy or very wealthy households (owning more
than €300,000 or 102.2 million drachmas). These fig-
ures imply that recourse to borrowing becomes greater
as households” income and wealth increase. Moreover,
given that only 1.3% of the sample households
reported that they have borrowed from individuals
(usually friends), it can be inferred that recourse to
bank borrowing also rises along with income and
wealth. Disaggregated data reveal that households with
very low income (€6,000 maximum) and/or wealth
(€15,000 maximum) have limited, if at all, recourse to

bank barrowing,* as might have been expected.

The remaining 1,157 households (accounting for 50.2%
of the sample, or 51.8% in weighted terms) have out-
standing loan debts. On average, each of them owes
€16,143 (i.e. about 5.5 million drachmas). If this
amount is extrapolated to all the 2,303 households in
the sample, it would give an outstanding debt of about
£€8,100 (on average) per househald. This outcome is
not essentially different from an estimated €8,200,
which is derived by dividing the aggregate outstanding
balance of bank loans to households by the total num-
ber of households.® However, the distribution of this
balance is very asymmetric (positive asymmetry), since
67.5% of these households have an aggregate out-
standing debt of less than €15,000 (approximately
5.1 million drachmas) — see Tables 5b or 6b. Moreover,
the survey shows that, among indebted households,
65.4% have a (net) annual income of over €15,000 (see
Table 5a), while, for roughly 40%, total wealth exceeds
€120,000 (see Table 6h). In addition, the outstanding
loan debt incurred by households with an income of
€15,000 or less (which represent 34.1% of the
indebted households) corresponds to 20.5% of the
aggregate borrowing of all households in the sample. It
also corresponds to 96.2% (on average) of their
income* (see Table 7). Nevertheless, the distribution of
debt-to-income ratios is very asymmetric for all levels
of income. More specifically, in the case of low-income
households, the median® of this ratio stands at 31.6%,

i.e. 50% of these households have an outstanding loan
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debt of less than one third of their income. Moreover,
the examination of the distribution of debt-to-income
ratios for “other” loans (i.e. other than those extended
for house purchase/construction, house repair or land
acquisition), which are normally short-'erm unsecured
loans, mainly for consumer purposes, and exhibit
higher sensitivity to economic volatility, indicates that
both the mean and the median of this ratio are very low
at all income levels (see Table 7c). Consequently, it
may be inferred that households” boriowing in Greece
is limited in relation to their annual income and wealth.
This is also in line with the fact that the total Greek
household borrowing-to-GDP ratio, as computed on
the basis of data submitted by banks to the Bank of
Greece, stood at 22.6% in 2002, whi'e the correspond-
ing ratio for the euro area was 46.9%. In addition, data
summarised in Table 8b show that '5% of households
are apparently capable of servicing their loans, as the
last instalment they paid correspords at most to one
third of their average monthly income, although for
those at the lowest income levels this amount may be

rather significant compared to their needs.

The most widespread form of household borrowing are
credit cards, as around half of the households with out-
standing loan debts (50.6%) reported borrowing on

credit cards (see Table 3c). On average, the outstand-

2 It should be noted that, while hous-holds with an income of
€6,000 or less account for 10% of the sample, those among them
that have had recourse to bank borrowing represent a mere 2.2%
of the total number of borrowing hous =holds.

3 At the end of 2002, the outstanding balance of total bank loans
to households was €31,498.6 million, while the total number of
households nationwide is estimated tc be 3.8 million.

4 For comparalive purposes, in the United Kingdom the averzge
borrowing of households with an income of 11,499 sterling
pounds or less (approximately €17,000) carresponded to 432% of
their income in 2000, compared with 334.3% in 1995, See Cox P.,
|. Whitley and P. Brietley, “Financial pressures in the UK house-
hold sector: evidence from the Britis1 Household Panel Survey”,
Bank of England Quarterly Bulletin, Winter 2002, pp. 410-19.

5 The median of a sample (or population) corresponds to the
value of the middle observation, when all observations of this
sample (or population) are arranged in an ascending or descend-
ing arder of magnitude. Hence the median divides the set of
observations into two equal halves: a half of the observations lie
above this point and the other half lie below it.
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Table 5

The ratio of total household debt to (net) household income (in euro)

a. Number of households
Total household income
Outstanding
debt up to 15,000 15,001-30,000 30,001 plus No response Total
Op 10300 e e M S v el 4 33 s 81
L R e L ) 0 e R e PR 69 101 30 1 201
1.501-3: 00055 WS e aine e 61 61 25 1 148
3007515000 S TR e e sl 123 163 64 350
15,001-30,0005 5 =il 8 Sl - L 26 41 18 1 86
30,001-60,000 . .....comvunieines i 28 50 30 108
60,001-300 00y ossee N el = 0 8 34 26 68
300,001 plus ......................... 0 0 1 1
INO TESIIONSE ot T e bal e o foui e o v e 39 42 30 3 114
Tolal i e e e I B e T o e 395 525 231 6 1587
b. Households as percentages of indebted households
Total household income
Outstanding
debt up to 15,000 15,001-30,000 30,001 plus No response Total
O e 00 S Ll e e 3.5 2.9 0.6 0.0 7.0
B RS P B MR s e e 6.0 8.7 2.6 0.1 17.4
15013 0 e R 5.3 5.3 2 0.1 12.8
3 001515000 S I e L 10.6 14.1 5.5 0.0 30.3
1500130000715 S el e %2 3.5 1.6 0.1 7.4
30,0071-60,000 =2 o R LS 24 4.3 26 0.0 93
60,0071 - 300, D00 e el 0.7 2.9 22 0.0 59
300,00 plis s o T . 0.0 0.0 0.1 0.0 0.1
Noresponse "G el sililiis s i . 34 3.6 2.6 0.3 25
O A e am /3 hb e 34.1 45.4 20.0 0.5 100.0
Table 6
The ratio of total household debt to household wealth (in euro)
a. Number of households
Total household wealth
Outstanding
debt up to 120,000 | 120,001-300,000 | 300,001 plus No response Total
UpHo300:- 5 & L R e e v e e 46 16 7 12 81
AT T S P i ST e e 101 44 28 28 201
G e 0 A AL T B A e W 75 38 1% 18 148
R L bl M s e S S e 182 86 37 45 350
] = RN it o s o pdoa e 48 25 8 5 86
SR E U B0 SRR Bt A e 49 37 19 3 108
B0, 3O DO e e S i e 19 30 16 3 68
AOL001plns & e e s e A . 0 1 1
Noresponse .......ccevunvennesnennns 57 31 16 10 114
T S e e L 577 308 148 124 1.157
b. Households as percentages of indebted households
Total household wealth
Outstanding
debt up to 120,000 120,001-300,000 | 300,001 plus No response Total
T e R S s T T 4.0 1.4 0.6 1.0 7.0
BOICTED0N L L s e N s T e 8.7 3.8 2.4 2.4 17.4
1:501=3000 - oo oiem s o ot i SIS REEY 6.5 3.3 1.5 1.6 12.8
F00T=15.000 o s ot g 157 7.4 3.2 3.9 30.3
15001230, 000 N 4.1 22 0.7 0.4 7.4
30 D01 -60.000 5.0 A A et s e e 4.2 32 1.6 0.3 9.3
B0, 01300 D0 e 1.6 2.6 1.4 0.3 5.9
300,007 plus . - Gi e S e 0.0 0.1 0.0 0.0 0.1
N TESpONSE T, R s e e e 4.9 2.7 1.4 0.9 99
Tl N e 49.9 26.6 12.8 10.7 100.0
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Table 7

Percentage breakdown of the aggregate debt of the sample and percentage ratio of debt to income

by income group

a. Aggregate loans
Share Average Median*
Income groups in the aggregate debt-to-income ratio of the debt-to-income
(amounts in euro) debt of the sample (percentages) ratio (percenlages)
upto 15000 ........coiiiunians 20.5 96.2 31.6
15,001-30,000 ... - cccicicananas 48.7 76.8 23.1
30001 Pl O L e e 30.6 58.6 18.6
NO-TESPONSE oy o ijauiwts v hoaieidaliSninin 0.1
Totall. . . v 5iiaisss g nas 100.0
b. Loans for house purchase/construction, house repair or land acquisition
Share Average Median*
Income groups in the aggregate debt-to-income ratio of the debt-to-income
(amounts in euro) debt of the sample (percentages) ratio (percentages)
Up 15,000 oo imen e sneat 18.3 225.3 171.4
15001-30,000.......00000000nns 49.4 158.9 116.7
30,001 plus ..« s s sva st 323 91.5 67.1
NO'TESPONSE" .0y cioimiginmimis v sduimivioinin 0.0
L R R 700.0
c. Other loans
Share Average Median*
Income groups in the aggregate debt-to-income ratio of the debt-to-income
(amounts in euro) debt of the sample (percentages) ratio (pe ‘centages)
Up 1015000 ...\ oomirmicn ke atel s 281 38.8 242
15,000-30,000 5 500 swidg s wai 46.4 220 10.6
B0001 OIS, oxeiestismamensinam Ediehe syt 24,9 12.7 6.7
Noresponse ..........ceiuvaans 0.6
Total. .5 Bt SR T R 100.0

* See footnote 5.

ing amount owed per household is €1,830. The second
most widespread form of borrowing are housing loans:
28.4%° of the indebted households have taken housing
loans, each of them owing €40,000 (13.6 million drach-
mas) on average. Then follow loans for car purchase
(21.3%) and personal bank loans (20.5%), for which the
average outstanding amount per household stands at
€6,176 and €3,026 respectively. Thus, on average
households” personal loans exceed (albeit marginally)
the maximum amount (€3,000) allowed per person for
such loans, suggesting either that more than one mem-
ber of the same household have had recourse to such
borrowing or that the same member of a specific
household has contracted personal loans with more

than one bank. The fifth most frequent type of loans are
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credit schemes affered by retail fi‘ms, given that 15.6%
of the indebted households reported such debt obliga-
tions. At an individual househcld level, the average
amount due is €1,321 (450,000 drachmas), but debt
distribution is again very asymretric, given that 28%
owe a maximum of €300, whercas only 22% owe more

than €1,500.

Considering the location of households, the proportion
of households in semi-urban areas that have had

recourse to various types of borrowing, excluding loans

6 The percentages do not add up to 100% since the same house-
hold may have various debt commiments (for example, a hous-
ing loan plus a credit card debt).
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Table 8

The ratio of the last (total) monthly instalment to (net) household income

(In euro)
a. Number of households
Total household income

Monthly

instalment up to 15,000 15,001-30,000 30,001 plus No response Total
up 1. 100 S S e R e 92 102 31 1 226
TOT-1 50 e R e e 51 46 13 3 113
15T1-300 s el e e e i i ke 89 115 39 243
076005 ilururn s st st el bem et 68 147 55 270
B0T-900 oo S B i e e g 14 48 3 1 94
90 plus: . e L R s 22 30 46 98
Holding exclusively bills . . . .............. 0 3 2 5
INO TESPONSE. & tit oo heia i T e 59 34 14 1 108
Total o i i e N G L 395 525 251 b 1157

b. Households as percentages of indebted households

Total household income

Monthly

instalment up to 15,000 15,001-30,000 | 30,001 plus No response Total
U 0T O e e oy I e 8.0 8.8 27 0.1 19.5
TOT=E00 e N e e o )l e e e 4.4 4.0 1.1 0.3 9.8
15T =300 e NS i 77 9.9 3.4 0.0 21.0
SR SV e s TS e S e e e 5.9 127 4.8 0.0 28
0T =G0, e e e TN i oo s 4 12 4.1 2.7 0.1 8.1
90 plus R N R e o o 19 26 4.0 0.0 8.5
Holding exclusively bills . . . .............. 0.0 0.3 0.2 0.0 0.4
IO TS O S e oo i 5.1 2:9 1.2 0.1 2 fR
Total e e e e miie s i 34.1 45.4 20.0 0.5 100.0

Note: Figures in bold refer to households whose montly instalments do not exceed one third of their respective monthly income (which is computed by dividing

the total annual household income by the number of months).

for house repair, is roughly half that in other areas,
especially in Athens and Thessaloniki (see Table 2).
While this reflects, in principle, the low degree of
household recourse to borrowing in semi-urban areas,
at the same time it also implies a relatively small degree
of penetration of the banking system in these areas, in
particular as far as credit card use is concerned. Finally,
the relatively small proportion of households with
housing loans in semi-urban areas is consistent with
other survey findings pointing to a substantially higher
percentage of self-occupancy in these areas relative to
urban areas (Athens’ in particular). Therefore, it may be
mostly due to the relatively weak demand for new
dwellings in semi-urban areas rather than the small
degree of penetration of the banking system in these

areas.

Of course, these results should be interpreted with the

necessary caution, given that they rely on the responses
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collected from 38.3% of the households originally
selected and designated in the sample, while for the
other 61.7%, which, for various reasons, have not been
covered by the survey (in particular for the 38.1% that
refused to participate therein), both the borrowing pat-
tern and other features may be substantially different. It
should also be borne in mind that some bias is intro-
duced in the analysis of total aggregates by the fact that
Athens is underrepresented in the sample in relation to
its population. This, in conjunction with the fact that
the accuracy of information supplied by households
could not possibly have been verified, as well as with
the lack of previous experience on such surveys, have
not allowed the evaluation of the relevant errors.
Nevertheless, the survey results suggest that borrowing

is significantly concentrated among households with

7 See Bank of Greece, Annual Report 2001, 2002, Box 112, p. 68.
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the highest levels of income and wealth and that house-
holds’ outstanding debt does not exceed their annual
income, even at the lowest income levels, while debt
servicing obligations relative to household income do
not seem to be a source of major difficulty for house-
holds. This corroborates the view that Greek house-
holds have not overborrowed. There is some evidence,
however, that a number of households have taken per-
sonal loans aver the maximum amount of €3,000 per

person determined by the Bank of Greece for such
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loans. This possibly means that these specific house-
holds might have overborrowed and are likely to
encounter difficulties in meeting their [5an obligations.
Notwithstanding this, data submitted ay banks to the
Bank of Greece indicate that loans in arrears corre-
spond to less than 7% (on the basis of 2001 data) of
bank loans to households in aggregate, which in gen-
eral is considered to be a rather low percentage for

such loans.
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VII. Elements of
uncertainty about
the prospects for the
economy

MONETARY POLICY 2002-2003

1. The current “coordinates” of the Greek
economy

Certain basic observations about the current
“coordinates” of the Greek economy can be made
from the developments and forecasts presented in
the previous chapters. To begin with, economic
activity has been growing at an average annual
rate of 3.8% over the last six years, i.e. faster than
the rate of 2.6% recorded in the euro area as a
whole over the same period. In fact, despite the
significant slowdown in euro area growth in 2002,
Greek GDP growth was only slightly affected and

remained strong.

However, the increase in employment has not
been nearly as robust, and progress in reducing
the unemployment rate —still the second highest
in the EU— has been relatively slow. Another pri-
mary concern is the persistence of inflation above
the euro area average. As already discussed, this
inflation differential is understandable to the
extent that it stems from the Greek economy’s
strong growth and ongoing process of real con-
vergence. However, it also stems from the rise in
Greek unit labour costs, which —for a number of
years now— has been higher than the euro area
average, and from insufficient competition in cer-
tain sectors of the economy. Furthermore, as
pointed out in the Interim Report of November
2002, the public debt-to-GDP ratio resumed its
downward course in 2002, after a halt in 2000
and 2001, but public debt remains high, and the
decrease in the general government deficit over
2000-2002 was limited (as indicated by recent
revisions of key fiscal aggregates).

Greece's higher than euro area growth and infla-
tion rates have caused imports to increase faster
than exports and price competitiveness to decrease

and have thus been a contributing factor to the
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widening of the current account deficit to more
than 6% of GDP over the last three years. Even
though euro area membership since 2001 has
drastically reduced the significance of the current
account deficit (and, more particularly, of its
financing) as a constraint on economic policy, the
widening of this deficit is a definite indication that
the overall competitiveness of the Greek eco-
nomy is falling. This trend, if sustained, will have

a negative effect on growth and employment.

These observations should be kept in mind when
evaluating the elements of uncertainty that are
affecting the Greek economy this year, as pre-

sented below.

2. The elements of uncertainty in the external
environment

Reference has been made in previous chapters to
the very high degree of uncertainty that charac-
terises the current economic situation at global,
European and national levels and to the adverse
impact that this uncertainty has already begun to
have on key economic aggregates. The primary
source of uncertainty are the prospects of a war in
Iraq. The outbreak of such a war, with its poten-
tial political consequences, would have numerous
direct and indirect effects on the economy —
namely, a sudden and sharp increase in crude oil
prices, a decline in household and business confi-
dence and perhaps a continuation of the down-
ward trend in stock prices— and ultimately lead
to an upswing in inflation, a slowdown in growth
or even a contraction in economic activity (partic-
ularly in the sectors of external trade, transport

and tourism).
These effects are difficult to estimate accurately

because of the volatility of the situation.

According to an econometric simulation run by

98

the OECD,' a temporary increase in crude oil
prices by $10 per barrel (from the first half of
2003 through to the end of the yea) would have
the following direct economic impact on the euro
area in 2003: (a) average annual inflation would
increase by 0.6 percentage pcint, (b) GDP
growth would decline by 0.1-(.2 percentage
point. This simulation, however, does not incor-
porate the potential impact from a deterioration
in confidence or the indirect impact on prices,
just as it does not take into account the impact
from the current upward trend in the effective
exchange rate of the euro. According to some
estimates, an oil price shock combined with
a significant appreciation of the euro would:
(a) limit the total impact on inflation to roughly
0.3 percentage point in 2003 ¢nd perhaps even
cause inflation to fall by 0.3 percentage point in
2004, and (b) cause a near doubling of the nega-
tive impact on GDP growth, from 0.2-0.3 per-
centage point in 2003 to potentially as much as
0.5 percentage point in 2004. Moreover, inde-
pendent European and US researchers and experts
have looked into the economic consequences of
different scenarios (such as the “no war” scenario,
the “short war” scenario, the “medium-duration

”

war” scenario, the “long war” scenario that
would be accompanied by a destruction of oil
wells).? Obviously, the impact on euro area infla-
tion and growth will depend on the size and tim-
ing of the oil price shock and, more generally, on

the scale and duration of the war itself. According

1 See OECD, Economic Outlook, December 2002, p. 34 (Box
1.4: “Oil Price Shock”).

2 See for instance: (a) Center for Strategic and International
Studies, “After an Attack on Iraq: The Economic Consequences”,
Washington, 21 November 2002, b) W. Nordhaus, “The Eco-
nomic Consequences of a War with Iraq”, in C. Kaysen, St. Miller,
M. Malin, W. Nordhaus, ]. Steintruner, War with Iraq: Costs,
Consequences and Alternatives, Carnbridge MA, December 2002,
(c) Oxford Economic Forecasting, “Economic Impacts of a War in
Iraq”, Oxford, 7 February 2003, anc (d) Institut Francais du Pétrole
(IFP), Conférence —Panorama 2003 — Review of the past year”
(presentation by J.-F. Giannesini), & February 2003.
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to these simulations, the avoidance of a war or a
rapid return to normality could cause oil prices to
fall below their present levels by end-2003 and
help restore confidence fairly soon. A long war,
however, could plunge the world economy into

recession.

The climate of economic uncertainty generated by
the prospects of a war in Iraq has been height-
ened by sluggish growth and the substantial
macroeconomic and structural imbalances still
present in major economies. The United States,
for instance, shows a persistently high current
account deficit, a rapidly increasing fiscal deficit-
to-GDP ratio, very low net household savings, a
continuing downward trend in the stock market
and a business climate that has been suffering
from corporate accounting irregularities. Japan
has been experiencing persistent deflation and a
rising public debt, while its banking system still
faces serious difficulties. In the euro area,
although acute macroeconomic imbalances have
not been observed, product and labour market
flexibility is often considered insufficient.

As mentioned above, similar structural weak-
nesses are also encountered in Greece, as
reflected in the public debt and current account
deficit-to-GDP ratios and in competitiveness and
unemployment levels. Although these weak-
nesses obviously do not affect world economic
developments, they do affect the performance of
the Greek economy. '

Macroeconomic and structural imbalances do not
only worsen the climate of uncertainty. They can
also hamper the adjustment of economies to
potential external shocks from a war in Iraq, thus
intensifying initial household and business uncer-
tainty about the prospects of such a war. The
same holds if the macroeconomic policy mix is

inappropriate.
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3. The impact of uncertainty and the
defences of the Greek economy

In all countries —Greece being no exception—
the magnitude of the economic impact of a war in
Iraq will, as previously discussed, ultimately
depend on the characteristics of the war itself.
But, the size of this impact on the Greek economy
in particular will also depend on country-specific
factors, both favourable and unfavourable. Amongst
the factors that will adversely affect the Greek

economy are the following:

— Compared with its European counterparts, the
Greek economy would be more vulnerable to a
crude oil price shock, on account of its higher
energy (and, in particular, oil product) consump-
tion per unit of GDP.?

— Insufficient competition in certain product
markets and labour market rigidities may magnify
the impact of an oil price shock on consumer

prices and inflationary expectations.

— Being closer to the potential conflict zone than
other European countries, Greece could suffer heav-
ier consequences on one of its major sectors of

economic activity, namely tourism.

— Owing to Greece’s distance from its main trad-
ing partners, any increase in transport costs in the
event of war* would adversely affect export trade
and the cost of imports (thus causing a rise in

inflation).

However, there are also significant impact-reduc-

ing factors to be considered. First and foremost,

3 See Bank of Greece, Interim Report, November 2002, pp. 43-44.
4 Transport costs would increase as a result of the rise in oil
prices and freight insurance premia (including coverage against
terrorist attacks).
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exports of goods account for a relatively small
share of Greek GDP. This fact, which is negative
in principle and reflects the structural problems of
the Greek economy, should prove to be an advan-
tage in this particular instance, since the adverse
impact on total economic activity (GDP) from a
drop in exports would be limited. On a more gen-
eral note, in 2003, as in the last few years, Greek
GDP growth should continue to be underpinned
by domestic demand —mainly by rapidly increas-
ing investment and private consumption—, con-
sidering that —as mentioned in Chapter V.3 —
real disposable income growth is expected to
remain strong, while historically low interest rates
persist and inflows from EU structural funds are
projected to increase. In the event of a war in Irag,
the deterioration in the climate of confidence will
inevitably have a negative impact on domestic
demand components, but their growth rate will

nonetheless continue to be relatively high.

By causing a higher rate of inflation, an oil price
shock would have a direct negative impact on real
disposable income, although the latter would sim-
ply increase less, rather than decrease. It is esti-
mated that if Brent crude oil prices were suddenly
to rise by $10 per barrel, the direct impact on
Greece’s CPI inflation would be a 0.5 percentage
point increase. Thus, the initially forecast growth
rate® of real disposable income® would be 0.5 per-
centage point lower. However, if at the same time
the appreciation of the euro continues, it would
significantly reduce this inflationary impact (not
only in Greece, but also in the euro area as a
whole as previously mentioned). Private con-
sumption would also be directly affected, in addi-
tion to possible indirect repercussions from a
weakening of confidence. Generally speaking, the
outbreak of a war would have a negative impact
(i) on exports of goods and tourism services, and
(i) on household and business confidence and

thereby on consumption and investment. With
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regard to the latter, as mentioned in Chapter V.3,
investment by public enterprises dces not depend
_at least not directly— on exterral demand (or
on the impact on external demand of a possible
war in Iraq), while investment by many private
enterprises in the services sector is being carried
out in view of the 2004 Olympic Games. In con-
trast, investment by other private enterprises, for
instance in the industrial sector, would be more
sensitive to a loss of confidence and might decrease
in the event of war. All in all, a slowdown in the
growth of economic activity should be expected.
It is worth noting, however, thzt a slackening in
demand growth would contain the ultimate infla-
tionary impact of a war, considering that it would
—to some extent— offset infletionary pressures
from the cost side.”

These country-specific, impact-accentuating or
moderating factors seem to suggest that the
impact on the Greek economy —compared with
the other euro area economies — would be greater
in terms of inflation and tourism, but most proba-
bly smaller in terms of the overall evolution of
domestic demand and GDP growth.® As men-
tioned previously, (i) the size of the impact will
ultimately depend on the nature, scale and dura-
tion of the war, as well as on tae timing of the out-

break and the end of the war in relation to the

5 Roughly 3% - see Chapter V.3.

6 The magnitude of the indirect impact on inflation (and on real
disposable income) would depend on the structure of the markeats
and on the behaviour of businesses and labour unions.

7 The Updated Stability and Growth Programme (December
2002) contains an alternative scenari> for 2002-2006 that incor-
porates the impact from an oil price shock and from a continued
downward trend in stock prices. According to this scenario, the
deterioration in the external balance and the smaller increase in
domestic demand would lead to an average annual GDP growth
rate that in 2002-2006 would be 0.7 percentage point lower than
in the Programme’s central scenaro. In contrast, the average
annual growth rate of the private consumption deflator is not
affected, since the inflationary impact caused by the increase in
fuel prices is offset by the inflation-clampening effect of the slow-
down in domestic demand growth.

8 The impact on the GDP growth rate from an adverse evolution
of exports of goods will also be smaller.
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peak of the tourist season in Greece, and (ii) in the
event of a rapid return to normality, a marked
improvement in basic economic aggregates may

be feasible before the year-end.

In any event, the negative impact on the Greek
economy of a war in Iraq could be reduced under

the following conditions:

— First, the government must take appropriate
measures to manage oil stocks and monitor the
fuel markets, and prevent the speculative pricing
behaviour that could be prompted by an oil price
shock.

— Second, the social partners must strive for an
immediate improvement of competitiveness in
sectors where pricing policies had caused it to
diminish in 2002.° Generally speaking, the social
partners must work closely together and with the
government to ensure that enterprises’ pricing
policies are moderate and that wage increases do
not lead to a spillover of inflationary pressures.
This would help: (i) break the vicious circle of
price increases leading to labour cost increases

and vice versa, (ii) minimise the slowdown in

MONETARY POLICY 2002-2003

growth of real incomes, (iii) eliminate the negative
consequences on employment, and (iv) maintain
the Creek economy’s satisfactory growth rate.

More generally, in spite of the significant ele-
ments of uncertainty discussed above, economic
growth can remain strong in 2003 so long as GDP
growth continues lo be supported by favourable
endogenous factors. As mentioned, however, the
social partners must make concerted efforts to
improve competitiveness, with a view to minimis-
ing the potential adverse impact of exogenous and
extraordinary factors on external demand.
Furthermore, adherence to the targets of fiscal
consolidation, and the strict observance of the
Stability and Growth Programme guidelines will
certainly dampen inflationary pressures and
strengthen confidence. Finally, the implementa-
tion of further structural reforms —the benefits of
which will mainly be felt in the medium term—
could also help restore confidence in the short
term.

9 A good example is provided by the “hotels-cafés-restaurants”
category (a tourism sub-sector) where consumer prices increased
by 6.4% during 2002,
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Monetary policy measures
of the Eurosystem

MONETARY POLICY 2002-2003

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% respec-
tively.

— The Governing Council also decides on an
allotment amount of €20 billion per operation for
the longer-term refinancing operations to be con-
ducted in 2002. This amount takes into consider-
ation the expected liquidity needs of the euro area
banking system in 2002 and the desire of the
Eurosystem to continue to provide the bulk of
refinancing of the financial sector through its main
refinancing operations. The Governing Council of
the ECB may adjust the allotment amount in the
course of the year in the event of unexpected
developments in liquidity needs.

7 February, 7 March, 4 April 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 unchan-
ged at 3.25%, 4.25% and 2.25% respectively.

23 April 2002

Effective from 24 June 2002, the Governing
Council of the ECB approves a new regulation on
the application of minimum reserves. According
to the new Regulation, electronic money institu-
tions will be subject to minimum reserve require-
ments. The Regulation further introduces the
automatic exemption of institutions from mini-
mum reserve requirements in the event that their
license has been withdrawn or renounced, as well
as in the event that they are subject to winding-up
proceedings. Finally, the formula concerning the
calculation of the remuneration of holdings of

required reserves is adjusted.
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2 May, 6 June 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 unchan-
ged at 3.25%, 4.25% and 2.25% respectively.

2 July 2002

Effective from 7 July 2002, within the framework
of a relevant Guideline of the ECB, the Bank of
Greece amends and complements some of the
provisions by which the monetary policy instru-
ments and procedures applied after its admission
into the Furosystem were laid down. These
changes reflect the needs for adjustment created
by developments in the conduct of the single

monetary policy.

4 July 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 unchan-
ged at 3.25%, 4.25% and 2.25% respectively.

10 July 2002

The Governing Council of the ECB decides to
reduce from €20 billion to €15 billion the allot-
ment amount for each of the longer-term refi-
nancing operations to be conducted in the second
half of 2002. The new amount takes into consid-
eration the expected liquidity needs of the euro
area banking system in the second half of 2002
and the desire of the Eurosystem to continue to
provide the bulk of refinancing for the financial

sector through its main refinancing operations.

1 August, 12 September, 10 October,

7 November 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
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facility and the deposit facility will remain unchan-
ged at 3.25%, 4.25% and 2.25% respectively.

5 December 2002

— 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
2.75%, starting from the operation to be settled
on 11 December 2002. It also decides to lower
the interest rates on both the ma-ginal lending
facility and the deposit facility by 0.50 percentage
point, to 3.75% and 1.75% respectively, both with
effect from 6 December 2002.

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

aggregate M3 will remain at 4.5%.

9 January, 6 February 2003

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 2.75%, 3.75% and 1.75% respec-
tively.

23 January 2003
The Governing Council of the ECB decides to
implement the following two measures to

improve the operational framework for monetary

policy:

— First, the timing of the resarve maintenance
period will be changed so that it will always start
on the settlement day of the main refinancing
operation (MRO) following the Governing Council
meeting at which the monthly assessment of the
monetary policy stance is pre-ccheduled. Further-
more, as a rule, the implementation of changes to
the standing facility rates will se aligned with the

start of the new reserve maintenance period.
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— Secondly, the maturity of the MROs will be
shortened from two weeks to one week.

— These measures are scheduled to come into
effect during the first quarter of 2004.

— Further to the press release of 10 July 2002,
the Governing Council also decides to maintain at

MONETARY POLICY 2002-2003

€15 billion the allotment amount for each of the
longer-term refinancing operations to be conducted
in the year 2003. This amount takes into consid-
eration the expected liquidity needs of the euro
area banking system in 2003 and reflects the
desire of the Eurosystem to continue to provide
the bulk of liquidity through its main refinancing

operations.
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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: savings deposits for which the holder must respect a fixed period of
notice before withdrawing the funds. In some cases there is the possibility of withdrawing a certain fixed
amount in a specified period or of earlier withdrawal subject to the payment of penalty. Deposits
redeemable at a period of notice of up to three months are included in M2 (and hence in M3), while those
with a longer period of notice are part of the (non-monetary) longer-term financial 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.

EONIA (euro overnight index average): a measure of the effective interest rate prevailing in the euro
interbank overnight market. It is calculated as a weighted average of the interest rates on unsecured

overnight lending transactions denominated in euro, as reported by a panel of contributing banks.

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 one to
three weeks and 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.
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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.

European System of Central Banks (ESCB): 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 Govarning Council
for the purpose of assessing price stability. The HICP was developed by the Europea1 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 ccnstructed on a

comparable basis, taking into account differences in national definitions.

Key ECB interest rates: the interest rates which relfect 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.
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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.

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 non-MFI 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.

Overnight deposits: deposits with next-day maturity. This instrument category comprises mainly those
sight/demand deposits which are fully transferable on demand (by cheque or similar instrument) without
significant delay, restriction or penalty. It also includes non-transferable deposits that are convertible on
demand or by close of business on the following day.

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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iFabilags

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 ....... 97 2.6 100.0 7l 99.3 4.1 99.5 29 99.3 3.0
2000 .ol 102.9 gk 103.4 3.4 102.1 2.8 101.4 2.0 101.3 2.0
0005 sl 106.4 3.4 106.7 3.2 105.9 37 105.3 3.8 105.0 3.7
2002 ... 110.2 3.6 110.1 32 110.4 4.3 109.0 3.6 108.7 3.6
00105 v 104.5 3.3 104.4 2.9 104.5 2] 103.4 38 103.0 3.8
I s 107.0 3.7 108.0 37 105.6 3.7 105.4 38 105.2 3.6
s 105.9 3.8 105.9 a9 106.0 3.6 105.0 4.0 104.6 3.9
g te 108.0 i 108.5 212 107.3 3.6 107.3 36 107.1 3.4
2002 1 ... 108.6 4.0 108.6 4.0 108.6 39 106.9 3.3 106.5 3.4
| Bt e 110.8 3.9 111.2 3.0 110.2 4.4 109.4 319 109.3 1554
HIEE e 109.6 g5 108.8 2.7 110.9 4.6 108.8 37 108.4 3.6
) AL s 1119 3.6 111.8 3.0 1121 4.5 111.0 3:5 110.9 3.5
2000 Jan. . ... 100.4 2.6 99.9 24 101.1 3.0 99.5 2.0 ) i 119
Febyi o @ RInT00.2 20 100.1 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. s 103.2 2.6 104.2 29 101.7 2.1 101.4 14 101.4 1.2
May.... 103.5 2.8 104.4 2.8 102.0 3.1 101.6 1.9 101.6 G
Junediis 103.1 25 104.0 2.5 101.7 26 101.7 1.5 101.6 o1
Jubyss Sk 1013 27 100.8 3.0 101.9 2.4 100.1 147 99.7 i3
Aug. ... 101.4 3.0 100.8 32 102.2 2.7 100.3 1.4 99.9 25
Septe;. 3 103.5 31 103.9 3.3 102.9 29 102.5 2.1 102.4 2.3
Clctitoh 104.7 4.0 105.8 4.8 103.0 3.0 103.1 27 103.1 2.8
Nov. ... 105.2 4.2 106.6 5.1 103.1 3.0 103.3 2.8 103.3 ]
Pecisl 105.5 3.9 106.1 41 104.6 37 104.2 3.4 1042 3.4
2001 Jan. .... 103.8 3.4 103.2 g3 104.9 3.7 103.1 3.6 102.7 3.7
Febs i 103.7 3.5 103.4 3.3 104.2 4.0 102.5 3.9 101.9 F3)
March . . 105.8 3.0 106.7 2.3 104.4 4.1 104.7 3.9 104.4 37
Apr o 106.8 3.5 107.4 3.1 105.8 4.1 105.4 3 105.1 3.7
May.... 107.2 3.6 108.4 3.8 105.4 3.3 105.2 35 105.0 3.3
June i 107.1 3.9 108.2 4.0 105.5 3.7 105.6 3.8 105.4 3.8
Jubyt 55 105.2 3.9 104.8 4.0 105.8 35 104.2 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 ars
Sent- 107.3 3.6 107.9 3.8 106.3 3.3 106.4 3.8 106.1 3.6
Octisies 107.6 2.8 108.1 2.2 106.8 3.7 106.9 3.7 106.7 3.5
Nov, ... 107.7 24 108.1 1.4 107.1 3.9 107.2 3.8 107.0 3.6
Dec. St 108.7 3.0 109.2 2.9 108.0 3.3 107.7 3.3 107.5 31
2002 Jan. .... 108.4 4.4 108.5 5.2 108.4 3.3 106.5 3.3 106.0 32
el i 107.3 34 106.7 3.1 108.3 39 105.7 3.1 105.2 32
March .. 110.0 4.0 110.7 3.8 109.0 4.4 108.4 3.6 108.3 3o
Apr: e 110.9 3.8 111.7 4.0 109.6 3.6 109.0 3.4 108.8 3.5
May .. .. 110.8 34 111.1 2.4 110.5 49 109.7 4.2 109.5 4.3
June ... 110.6 33 110.9 2.5 110.3 4.5 109.7 3.9 109.5 3.8
Taly s 108.7 33 107.6 2.7 110.5 4.4 108.1 3.7 107.4 35
Alg. o 109.0 3.5 107.9 2.9 110.7 4.5 108.2 3.6 107.6 3.6
Septto. 111.0 3.5 110.8 2.7 11.5 4.8 110.3 3.7 110.1 3.8
Octin e 111.6 3.7 111.6 3. 111.7 4.6 110.7 3.5 110.6 3.6
Nov. ... 111.6 3.6 111.5 3.7 1119 4.5 110.9 3ib 110.8 3.5
Lac. e 112.4 34 1123 2.8 112.7 43 111.4 3.5 111.2 35
2003 Jan. .... 111.8 3.1 110.8 2.1 113.4 4.7 110.4 3.7 109.9 3.6

Source: Calculations based on NSSG data,
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Table 2
Wholesale price index: general index and basic sub-indices

Domestic primary Domestic industrial
General index products' products’ Exported products Importe 1 products
Percentage Percentage Percentage Percentage Percentage
change change change change change
over over over over over
previous previous previous previous previous
Period (1995=100) | year (1995=100) |year (1995=100) | year (1995=100) | year (1995=1)0) | year
19991 1208 80 116.4 1.8 124.6 22 119.0 2.8 114.0 0.5 1113 0.6
2000 e 124.0 6.6 126.5 15 125.2 52 1281 123 118.5 6.4
2000, i 126.8 233 1392 10.0 128.7 2 128.9 0.7 120.7 19
MW .o se wininide 129.8 2.4 154.7 1.2 132.0 26 131.4 19 121.2 0.4
20081 il 125.0 3.1 129.3 -2.0 127.0 3.8 127.5 3.7 120.1 4.0
Bvods 127.7 3.6 143.3 8.8 1291 4.0 130.6 34 120.9 2.8
|| Bt 127.1 22 136.1 122 129.4 29 129.5 0.0 1211 1.8
IVa =os 127.4 0.2 148.0 222 1291 0.3 128.0 -4.0 120.9 0.8
2002 1 48 8= 1303 4.3 174.1 34.7 130.3 2.6 130.5 2.4 120.8 0.6
| B 129.9 1z 153.1 6.9 131.9 22 1323 1.2 121.2 0.2
L[t 129.1 1.6 142.6 4.8 1325 2.4 131.2 1.3 121.4 0.2
IV =3 130.0 2.0 149.0 0.6 133:1 31 1315 2.7 121.6 0.6
2000 Jan. .... 120.1 4.7 133.3 -1.9 121.6 4.3 120.1 99 114 4 4.1
Feb.: -, 121.2 5.5 130.5 =5.1 1223 4.7 1234 12.6 1156 5.6
March .. 122.3 6.3 132.1 0.6 123:2 5.1 125.5 12.9 1163 6.0
Apraia o 122.8 5.8 136.2 1.8 123.5 45 124.7 10.7 1172 6.0
May . ... 123.6 6.4 1349 1.4 124.1 4.9 126.8 12.5 1178 6.4
June - 123.3 6.7 1239 4.7 124.6 5.0 127.6 12.6 1178 6.3
July .... 123.0 6.4 116.9 9.0 125.1 4.5 1274 10.9 1180 6.1
Aug, ... 123.9 7.0 123.8 16.2 125.3 4.6 128.2 11.2 187 6.3
Sept. ... 126.0 7.7 123.1 6.3 1271 5.6 1333 148 1201 6.8
Ock: =0 127.4 8.1 1175 ~5.5 128.8 7.0 135.2 15:9 1221 8.4
Nov. .4 122.5 729 17195 ~1.6 128.9 6.6 134.7 14.5 1222 8.1
Dec &i5s 126.7 6.2 126.2 -1.8 128.5 5.9 130.3 9.3 1213 6.7
2001 Jan. .... 124.0 3.2 125.6 =-5.8 126.3 3.8 126.4 5.3 1197 4.6
Feb. .... 125.1 3.2 130.1 -0.3 127.3 4.1 127.5 3.3 1201 3.9
March .. 125.8 2.8 132.3 0.2 127.6 36 128.8 2.6 1204 3.5
April sl L1270 3.4 139.7 2.6 128.7 42 129.9 4.2 1207 3.0
May.... 127.9 3.5 145.0 7.4 1203 42 130.7 3.1 1209 2.7
June ... 128.1 4.0 145.2 17.1 129.2 3.6 131.4 3.0 1211 2.8
July =%, 1271 3.4 136.9 17.1 129.2 33 129.8 21 1214 2.6
Aug. ... 126.5 2.1 1321 6.7 129.3 341 128.7 0.4 1210 1.9
Sept..o.; 127.6 1.3 139.2 13.1 129.9 2.2 130.1 -2.4 1211 0.9
(8, = B 126.9 -0.4 138.0 17.4 129.2 0.3 128.2 5.2 12152 -0.7
Nov. ... 126.8 -0.5 140.9 12.9 129.0 0.1 127.8 ~5.1 1209 =11
Dec. ... 128.7 1.5 165.1 308 1252 0.5 1281 -1.7 120.7 -0.5
2002 Jan. .... 130.4 5.1 181.4 44.4 129.7 2 129.4 24 120.7 0.8
Feba = i 129.6 3.6 168.5 29.5 129.8 20 129.9 19 120.7 0.5
March .. 13151 4.2 172.6 30.5 131.4 3.0 132.3 28 121.0 0.5
Apr-.. 1317 I 722 233 132.1 2.7 133.5 2.8 1212 0.4
May.... 129.5 i 147.0 1.4 132.0 2.1 1322 1.2 121.2 0.2
June. ;- 128.5 0.3 140.2 -3.4 131.5 1.8 131.0 -0.3 1211 0.0
July:-% .. 128.2 0.8 136.0 -0.7 1321 23 130.4 0.5 121.0 =01
Ang- el 129.2 2.1 1443 9.2 132.5 25 130.8 1.6 121.5 0.4
Sept. ... 130.0 19 147.5 6.0 1331 2.0 1323 1.7 121.6 0.4
Qeti b 130.0 2.4 145.7 5.6 133.3 3.1 132.3 32 121.6 0.3
NOV: 129.5 sl 147.2 4.5 1307 2.9 130.6 22 121.5 0.5
Decs Sl 130.5 14 154.0 6.8 133.3 3.2 131.5 2.7 121.8 0.9

1 For home consumption.
Source: Calculations based on NSSG data.
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Table 3
Gross value added at basic prices and gross domestic product at market prices

Annual percentage changes
Million euro | (at constant prices of year 1995)
1995 1997 1998 |19‘9‘9 2000 2001 2002
Primary sector (agriculture] 7277 0.4 2.3 6.8 =5.4 -3.0
Secondary sector 16,550 =13 7.2 25 4.5 55
Mining and quarrying 476 =3.5 13.0 0.6 8.4 0.2
Manufacturing 9,572 -3.7 e -0.1 3.6 3.8
Electricity - natural gas - water supply 1,751 2.8 6.8 13.1 5.6 2.8
Construction 4,751 20 106 5.2 B3 10.0
Tertiary sector 50,031 5 Bl 3.0 5.6 4.9
Trade 10,018 5.0 3.6 33 8.6 7
Hotels - restaurants 4,821 14.5 3.7 0.4 =-2.5 7.4
Transport - communications 4,978 8.4 4.1 11.9 227 9.0
Financial intermediaries 3,112 4.3 15 6.8 1.6 3.3
Real estate management and other activities 12,577 3.0 2.5 2.0 6.5 3.6
Public administration - security 5,308 —0.9 0.6 3 =27 -0.3
Education 3,298 3.7 0.7 57 2.6 -1.0
Health 3,855 7.8 1) =29 0.6 34
Miscellaneous services 2,064 2.5 6.5 52 2.0 5.0
CGross value added 73,858 55 80 33 4.3 4.4
Imputed bank services 2,175 33 16.5 2.6 114 12.8
Gross value added at basic prices 71,682 33 36 3.3 4.1 4.1
Final consumption 70,655 8.2 11 2.4 s 2 3.1
Private consumption 58,405 2.7 35 2.0 2.7 32
Public consumption 12,250 3.0 1.7 1.4 2.3 0.5
Gross fixed capital formation and change
in stocks 15119 6.7 10.4 3.2 9.3 6.9 7.4
Gross fixed capital formation 14,867 6.8 10.6 6.2 8.0 5.9
By investor:  General government 2,538 12.3 8.3 5.4 8.8 5.1
Other investors 12,330 58 11.0 6.4 =9 6.1
By type: Construction 9,422 7.1 9.2 6.1 28 s
Equipment 4,679 52 16.5 3.5 17.6 2l
Other 766 16.2 -14.0 328 -0.2 8.6
Change in stocks and statistical discrepancy (as a percentage of GDP) 252 0.3 0.3 0.3 0.0 0.1
Domestic final demand 85,774 3> 4.6 2.8 4.0 3:5
Exports of goods and services 14,087 20.0 53 8.0 19.7 -1.3 -0.5
Exports of goods 8,344 2.1 2.7 —4.2 1.3 —4.6
Exports of services 5,743 44.3 TiT- 192 259 0.8
Final demand 99,861 5.8 4.7 3.6 6.6 2.6
Imports of goods and services 19,934 14.2 92 3.8 14.5 -1.9 0.5
Imports of goods 18,084 6.4 9.4 -4.8 14.8 -2.7
Imports of services 1,849 96.4 8.5 53.4 13.1 1.3
GDP at market prices 79,927 3.6 3.4 3.6 42 4.1 4.0

Source: NSSG/National Accounts Directorate, September 2002: final data for 1997-1999. Updated Stability and Growth Programme (December 2002) for 2000 and 2001,
NSSG provisional and summary estimates (13 February 2003) for 2002.
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Table 4
Balance of payments
(Million euro)

January — December December
2000 2001 2002* 2000 2001 2002*

I CURRENT ACCOUNT BALANCE (LA+1.B+1.C+1.D) -8,372.4 -8,169.3 -9,119.9 -1,017.9 -1,109.5 -1,556.2
LA TRADE BALANCE (1.A.1-1.A.2) -21,927.5 -21,610.9 -22,708.7 -1,847.5 -1,789.6 -2,002.3
NON-OIL TRADE BALANCE -18,940.8 -18,614.3 -19,203.7 -1,538.6 -1,640.3 -1,662.1
OIL TRADE BALANCE -2,986.7 -2,996.6 -3,505.0 -308.9 -149.3 -340.2
A1 Exports of goods 11,098.6 11,545.4 10,433.6 1,062.9 909.4 987.1
Fuel 2,421.9 1,650.0 1,121.7 241.5 95.3 109.0

Other goods 8,676.8 9,895.4 9,311.9 821.4 814.1 878.1

.A.2 Imports of goods 33,026.1 33,156.3 33,142.3 2,910.4 2,699.0 2,989.4
Fuel 5,408.6 4,646.6 4,626.7 550.4 244.6 449.2

Other goods 27,617.5 28,509.7 28,515.6 2,360.0 2,454.5 2,540.2

I.B SERVICES BALANCE (1.8.1-1.5.2) 8,711.1 9,150.0 10,270.8 555.4 551.5 282.2
1.B.1 Receipts 20,977.0 22,075.9 20,419.2 1,605.6 1,511.8 1,097.1
Travel’ 10,061.2 10,579.9 9,572.4 558.6 533.8 203.0
Transport 8,640.6 9,113.3 8,523.4 814.1 682.0 704.9

Other services 2,275.2 2,382.7 2,323.3 232.8 296.0 189.3

1.B.2 Payments 12,266.0 12,925.8 10,148.3 1,050.2 960.3. 814.9
Travel 4,948.9 4,650.8 2,3209 356.3 320.6 165.0
Transport 4,458.3 5,351.0 5,029.7 442.4 396.3 402.9

Other services 2,858.8 2,924.1 2,797.7 251.5 243.4 2471

I.C  INCOME BALANCE (1.C.1-1.C.2) -955.3 -1,981.3 -2,073.4 -34.7 -178.6 -209.1
1.C.1 Receipts 3,039.1 2,100.3 1,626.5 302.0 151.8 139.2
Wages, salaries 631.0 606.3 509.6 54.2 50.8 35.4
Interest, dividends, profits 2,408.1 1,494.0 1,116.9 247.7 101.0 103.8

1.C.2 Payments 3,994.3 4,081.6 3,699.9 336.7 330.4 348.3
Wages, salaries 272.0 280.9 240.4 22,5 229 14.4
Interest, dividends, profits 3,722.4 3,800.8 3,459.5 314.2 307.5 333.9

I.D CURRENT TRANSFERS BALANCE (1.D.1-1.D.2) 5,799.3 6,272.9 5,391.3 309.0 307.3 372.9
1.D.1 Receipts 8,127.0 8,945.9 7,801.4 481.0 906.6 564.9
General government (mainly transfers from the EU)’ 5,331.8 5,921.7 5,486.3 259.9 682.9 356.9

Other sectors (emigrants’ remittances etc.) 2,795.2 3,024.2 2,315.1 221.1 223.7 208.0

1.D.2 Payments 2,327.7 2,673.0 2,410.1 172.1 599.3 192.0
General government (mainly payments to the EU)’ 1,568.9 1,866.7 1,696.5 118.4 538.7 119.9

Other sectors 758.8 806.3 713.6 53.6 60.6 72.0

I FINANCIAL ACCOUNT BALANCE (ILA+ILB+11.C+I1.D) 8,906.3 6,934.8 10,3104 3623 1,1471 1,932.6
I1LA DIRECT INVESTMENT? -1,116.2 1,087.6 -643.0 218.6 -66.9 -126.4
By residents abroad -2,319.0 -688.5 -696.3 =711 -79.0 -150.2

By non-residents in Greece 1,202.8 1,776.1 534 289.7 121 23.8

IL.LB PORTFOLIO INVESTMENT? 9,107.5 9,464.8 10,937.8 =278.6 1,344.0 -45.6
Assets -933.0 -514.7 -2,230.0 -96.7 -223.2 -964.7
Liabilities 10,040.5 9,979.5 13,167.8 -182.0 1,567.2 919.2

H.C OTHER INVESTMENT? -4,856.8 -9,794.6 1,998.6 -1,561.2 -529.9 2,030.5
Assets -1,060.6 -1,467.0 -7,4819 -1,060.1 1,387.3 308.3
Liabilities -3,796.2 -8,327.6 9,480.5 -501.1 -1,917.2 1:722.3
{General government loans) (-437.7) (-2,809.7) (-4,510.1) (350.8) (-94.6) (-432.0)

I1.D CHANGE IN RESERVE ASSETS’ 5,771.7 6,177.0 -1,983.0 1,983.6 400.0 74.0
Il ERRORS AND OMISSIONS -533.9 1,234.5 -1,190.4 655.6 -37.7 -376.4
RESERVE ASSETS 13,208.0 7,031.0* 9,014.0¢

January-October 2002 data on travel receipts and payments have been revised.
(+) net inflow, (-) net outflow.

(+) decrease, (-) increase.

L A

Since Greece entered the euro area in January 2001, reserve assets, as defined by the European Central Bank, include only monetary gold, the “reserve position® at the
IMF, “Special Drawing Rights", and Bank of Greece’s claims in foreign currency on residents of non-eura area countries. Conversely, reserve assets do not include
claims in euro on residents of non-euro area countries, claims in foreign currency and in euro on residents of euro area countries, and 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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T-able 5

Monetary aggregates in the euro area’

(Outstanding balances in billion euro, not seasonally adjusted)

Money
Deposits market
with Deposits paper and
agreed redeemable Money 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 Mm3?
End (6)=(3)+(4) (10)=(6)+(7)
of period M (3} 3)=M+2) |4 (5) +(5) (7 (£} 9) +(8)+(9)
2000 ........ 348.4 1,728.8 2,077.1 991.8 1,221.1 4,290.1 174.9 300.0 135:7 4,900.7
2000 . ool 239.7 1,968.2 2,207.9 1,088.8 1,367.9 4,664.6 218,5 398,0 145,9 5,427,0
2002 ....0000 341.2 2,083.1 2,424.3 1,076.3 1,458.5 4,959.1 226.5 470.1 127.0 5,782.7
2001 Jan.* 336.1 1,692.8 2,028.8 1,036.1 1,275.1 4,340.0 211.4 327.9 139.0 5,018.3
Feh = e 335.0 1,692.9 2,028.0 1,049.0 1,269.7 4.346.7 213.2 3333 145.5 5,038.7
March 336.3 1,7032 2,039.5 1,065.9 1,269.8 4,375.1 2226 343.6 139.3 5,080.7
Apr. 336.2 1,735.9 2,072.1 1,067.8 1,273.4 44133 221.4 351.4 140.0 5126.0
May 332.9 1,759.2 2,092.1 1,069.0 1,273.2 4,434.3 233.8 360.2 135.0 5,163.3
June 333.0 1,798.4 2,131.4 1,066.2 1,283.0 4,480.6 2215 357.3 145.2 5,204.7
Julyo e 328.0 1,780.3 2,108.3 1,073.2 1,287.2 4,468.7 2234 366.4 140.4 5,198.9
AUgsioos 319.2 1,747.5 2,066.7 1,088.8 1,292.9 4,448.4 230.8 377.6 142.5 5,199.3
Septeo.ih 309.6 1,815.1 2,124.7 1,070.9 1,299.7 4,495.3 225.7 381.2 147.6 5,249.9
Oct. 295.5 1,816.1 2,111.6 1,074.7 1,311.6 4,497.9 235.1 3923 149.5 5,274.7
Noy. . ... 279.7 1,864.6 2,144.3 1,077.6 1,326.4 4,548.2 2259 400.8 1522 S92 1
Dec -7 er. 239.7 1,968.2 2,207.9 1,088.8 1,367.9 4,664.6 218.5 398.0 145.9 5,427.0
2002 Jan. .. ... 246.5 19219 2,168.4 1,081.0 1,390.4 4,639.8 216.2 416.6 141.8 5414.4
Feb.=na 240.3 19171 2,157.4 1,076.7 1,394.5 4,628.7 22151 427.0 138.8 5,415.5
March 254.3 1,914.2 2,168.5 1,088.5 1,397.9 4,654.9 229.6 431.2 137.2 5,453.0
Apre. T 261.7 1,945.5 2,207.2 1,092.1 1,391-9 4,691.2 22841 437.5 134.7 5,491.5
May 2739 1,945.4 2,219.3 1,099.6 1,394.0 4,712.8 2348 442.6 144.0 5,534.3
June 285.8 1,992:1 2,277.9 1,074.8 1,400.0 4,752.8 229.6 439.2 132.9 5,554.4
Julyaer s 296.8 1,959.3 2,256.1 1,083.7 1,403.0 4,742.8 228.8 450.3 125.5 5,547.4
AUR: =52 301.2 1,927.4 2,228.6 1,096.9 1,408.9 4,734.3 236.5 463.4 126.6 5,560.8
Sept. 306.7 1,984.3 2,291.0 1,073.6 1,411.1 4,775.7 238.3 460.4 1313 5,605.8
Octsse 3139 1,968.3 2,282.3 1,093.6 1,417.7 4,793.5 235.6 462.7 133.7 5,625.5
Nov: = 321.4 2,020.9 2,342.3 1,086.2 1,428.8 4,857.3 229.6 4771 131.2 5,695.3
Dec® ... 341.2 2,083.1 2,424.3 1,076.3 1,458.5 4,959.1 226.5 470.1 127.0 5,782.7

1 Monetary aggregates comprise monetary liabilities of MFls and central government (Post Office, Treasury) vis-a-vis non-MF| euro area residents excluding central

government.

2 M3 and its components exclude holdings by non-residents of the euro area of money market fund shares/units,

2 years.

3 Data for the euro area until the end of 2000 concern the Furo-11. As from 1 January 2001, they concern the Euro-12.

*  Provisional data.
Source: ECB.

money market paper and debt securities up to
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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
deposits | with
redeemable | agreed Money
Currency at notice up| maturity market Debt secu-
in Overnight to three up to two Repurchase | fund rities up to
circulation® | deposits | M1 months years M2 agreements | shares/units | two years | M3
End B)=3)+(4) (10)=(6)+(7)
of period (1) @ B=M+2) | @ o) +(5) @ () 9 +HB)+9)
2000 ....... 7.7 13.3 21.1 49.9 28.9 99.8 18.5 15.4 0.2 133.9
2001 ....... 7.2 16.1 232 57.2 294 109.8 242 9.7 0.1 143.8
2002 ....... 7.4 15.2 22,6 58.8 28.9 110.3 20.0 10.7 0.2 141.2
2001 Jan. . . 6.7 12.5 19.2 49.0 281 96.3 21.0 14.7 0.2 132.2
Febi:.os.n 6.5 12.4 18.9 49.1 27.4 95.3 226 13.7 0.2 131.8
March 6.6 11.6 18.2 49.1 275 94.7 24.2 12.9 0.2 . 132.0
APE. e 6.9 12.4 19.2 50.0 27.3 96.5 25.2 12.4 0.2 134.2
May 6.9 11.8 18.7 50.1 271 95.9 26.1 11.8 0.2 134.0
Jure . ... 7.4 12.4 19.8 51.2 26.5 97.5 27:3 11.2 0.2 136.1
V1, — 7.5 12.5 20.0 51.5 26.1 97.6 28.6 11.2 0.2 137.5
Aug. .... 7.3 12.3 19.6 52.2 25.8 97.6 28.5 10.9 0.2 1371
Sept. 7.2 122 19.4 S2.7 24.0 96.1 29.3 10.5 0.2 136.0
Oct. 6.8 12.4 19.3 52.9 248 96.9 28.7 9.6 0.2 135.4
Nov, . ... 6.7 13.2 19.9 53.7 26.3 29,9 26.8 9.4 0.1 136.2
Dec. .... 7.2 16.1 23.2 572 294 109.8 242 9.7 0.1 143.8
2002 Jan. ... .. 55 14.3 19.8 57.2 26.5 103.5 23.9 9.8 0.1 137.3
Febi v 52 13.8 19.0 57.5 27.4 103.9 23.0 9.4 0.1 126.4
March 5.4 125 17.9 57.3 27.2 102.5 24.2 9.3 0.1 136.1
APrL e 5.5 13.7 19.2 58.0 26.9 104.2 229 8.9 0.0 136.0
May . 5.9 133 19.2 58.2 26.6 103.9 228 8.9 0.0 135.7
June 6.2 14.2 20.4 58.7 26.0 105.1 22,6 8.7 0.0 136.3
July . 6.4 14.3 20.7 58.8 26.0 105.6 225 8.9 0.0 137.0
AUR. o 6.4 141 20.6 59.5 26.3 106.3 228 89 0.1 138.1
Sepl. v 6.6 14.7 21.3 59.9 25.4 106.7 229 91 0.1 138.8
LD, = 6.9 13:5 20.4 58.9 26.6 105.9 23.2 9.0 0.1 138.1
Nov. 7.0 13.3 20.3 58.1 27.4 105.8 22,0 9.1 0.2 137.1
Dee. 5 7.4 15.2 22,6 58.8 28.9 1103 20,0 10.7 0.2 141.2

1 The Greek contribution begins upon Greece’s entry into the euro area (1 January 2001). For statistical reasons, however,

to cover previous years as well.

2 As from January 2002, currency in circulation is calculated on the basis of Greece’s sub:
correspands to the ECB. As a result, published data on monetary aggregates (M1, M2 a
the euro area, as currency in circulation in Greece is affected by the flows of euro bank

residents.

Source: Bank of Greece.

the data on monetary aggregates were extended

scription key to the ECB capital, excluding 8% of the banknotes issued, which
nd M3) may not fully reflect the actual Greek contribution to these aggregates in
notes and coins in the euro area, as well as by holdings thereof by non-euro area
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T ahlieRz

Deposits of domestic firms and households with Other MFls," by currency and type

(Outstanding balances in million euro, not seasonally adjusted)

Breakdown by currency Breakdown by type
W Deposits
End Total Deposits in other Sight Savings Time
of period deposits in euro? currencies deposits deposits deposits*
20007 - St e 90,737.8 73,720.2 17,017.6 11,007.0 50,917.8 28,813.0
200700 s N 101,809.5 79,566.0 22,243.5 13,385.2 58,323.1 30,1011
200235 . D0 104,761.1 87,732.3 17,028.8 13,367.3 60,406.1 30,987.7
2001 Jan. s D0 88,672.8 71,364.1 17,308.7 10,004.0 50,097.1 28,571.6
Fell s oal ks 88,128.8 71,100.2 17,028.6 10,019.8 50,121.5 27,987.5
March ..... 87,506.4 69,835.1 17,671.3 9,376.2 50,163.9 27,966.3
ADEE IR 89,005.3 72,383.4 16,621.9 10,149.5 50,991.1 27,864.7
May ....... 88,126.9 71,588.8 16,5381 9,522.3 51,161.0 27,4436
June 0TS i 89,219.5 73,009.8 16,209.7 10,132.4 52,280.3 26,806.8
JulyEas 89,196.9 73,484.2 15,712.7 10,146.2 2,820 26,523.0
AUgC o 89,264.4 73,7979 15,466.5 9,826.6 53,222.9 26,215.0
Sept. S oite 88,095.4 72,8159 15,279.6 9,849.7 53,729.9 24,515.9
Oct. To it 89,382.6 74,146.8 15,235.8 10,125.1 53,9721 25,285.4
Novein et 92,567.2 73,956.4 18,610.7 10,928.3 54,790.3 26,848.6
Dec. s ninds 101,809.5 79,566.0 22,2435 13,385.2 58,323.1 30,1011
2002" Jani' ot ol 97,542.0 78,693.6 18,848.4 11,839.1 58,355.2 27,347.7
Feb. o5 98,302.4 79,029.9 19,272.4 11,356.7 58,674.4 28,271.3
March ..... 96,741.8 77,970.2 18,771.6 10,267.5 58,309.6 28,164.7
AP T 98,685.7 80,274.3 18,411.5 11,584.4 58,979.2 28,122.2
May! Gl 97,7799 79,934.6 17,845.3 10,795.2 59,174.0 27,810.7
June Soots et 98,751.5 81,549.4 17,2021 11,758.3 59,654.1 27,339.2
July' e 99,132.9 81,816.4 17,316.4 11,888.0 59,768.1 27,476.8
AU LEe 99,9241 82,2557 17,668.4 11,656.2 60,475.4 27,792.5
Sepl s o 101,076.4 84,497.2 16,579.2 12,328.6 61,820.2 26,927.6
G s e S 100,492.7 83,175.9 17,316.8 11,399.8 60,572.9 28,519.9
INOV s 100,771.5 83,612.4 17,159.2 11,686.3 59,933.8 29,151.4
Dec St o 104,761.1 87,732.3 17,028.8 13,367.3 60,406.1 30,987.7

1 Other Monetary Financial Institutions (Other MFls) comprise credit institutions other than the Bank of Greece and money market funds.

2 Including (until 31 December 2001) deposits in drachmas and the other euro legacy currencies.

3 Including blocked deposits.

Source: Bank of Greece.
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Table 8
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 deposil 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. 10.25 925 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. 225 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 5.25 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. 3.25 425 5.25
18 Sept. 2.75 3.75 4.75
9 Nov. 225 325 4.25
2002 6 Dec. 1:75 2.75 3.75

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. The change on 18 September 2001 was effective on that same day.

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 depasit facility was abolished; the interest rate thereafter applies to the unified deposit acceptance account.

Sources: FCB and Bank of Greece.

=)
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Table 9
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’
2000 71 more Rt 8.24 8.28 7.89 7.32 6.90 6.55
2001 .5 S s 4.39 4.33 4.26 4.16 4.10 4.09
F00Z <0 Sl 3.29 380 3.32 3.35 34 3.49
2001 Slan. e F o 475 4.81 4.77 4.68 4,60 4.58
Felirn soo iy, 4.99 4.80 4.76 4.67 4.61 4.59
Marchi: Sl 4.78 4.78 4.71 4.58 . 4.49 4.47
ADr. 5.06 4.79 4.69 4.57 4.50 4.49
May (Lo 4.65 4.67 4.64 4.57 4.53 4.53
|1 R A 4.54 4.53 4.45 4.35 4.33 4.31
JulyirgeReess 4.51 4.52 4.47 4,39 4.33 4.31
Aug e s 4.49 4.46 4.35 4.22 4.14 4.11
Septini.inee 3.99 4.05 3.98 3.88 3.80 3.77
(o, ZULE L0 3.97 3.72 : 3.60 3.46 3.39 37
Nava s nate 3.51 3.43 3.39 3.26 3.20 3.20
Dete. s b 3.34 3.42 3.34 3.26 3.25 3.30
20025 an hjkar ot 3.29 3.35 3.34 3.34 3.39 3.48
Fehistdi s 328 3.34 3.36 3.40 3.48 S
Manchi— =8 3.26 3.35 3.39 3.50 3.65 3.82
ADE ¢ i Sa 3.32 3.34 3.4 3.54 3.70 3.86
May . ooais 3.31 3.37 3.46 3.62 3.80 3.95
June it 3.35 3.38 3.46 359 3.73 3.87
July S5 SR 3.30 3.36 3.41 3.48 3.54 3.64
AU 3.29 3.33 3.35 3.38 3.40 3.44
Sent Ko 3.32 332 3.31 3.27 323 3.24
(07 £t T 3.30 3.31 3.26 317 3.2 S
Nov. - .o 3.30 323 3.12 3.04 3.01 3.02
Decigimns =t 3.09 2.98 2.94 2.89 2.87 2.87
2003 Jan = @ hasi 2.79 2.86 2.83 2.76 2.72 2.7

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 10
Greek government paper yields
(Percentages per annum, period averages)

Yield on Government bond yield
one-year
Period Treasury bills | 3-year 5-year 7-year 10-year 15-year 20-year
2000 .o 6.22 5.99 5.98 6.05 6.10 6.26 6.35
20001 ........... 4.08 4,28 4.58 4,82 5.30 5.51 5.76
2002 ........... 3.50 4.06 4,45 4.78 5.12 5.24 552
2001 Jan......... 4.57 4.66 4.91 5.03 b3 5.61 5.81
Feb. ouliaie 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
ApFas dan Bl 4.48 4.53 4.79 4.89 5.39 5.55 i
May ....... 4.52 4.59 4.89 5.01 5.54 5.70 5.92
June oo 4.31 4.40 4.73 4.88 5.48 5.66 591
Julyvevniss s 4.31 4.39 4.75 4.89 5.52 5.71 5.94
AU, - s 4.11 417 4.52 4.68 5.33 5.56 5.82
SepL. .. i ver s 3.77 3.78 427 4.47 5.31 5.55 5.88
[, A R 3.37 3.40 3.97 4.20 5.07 5.30 5.64
MNOVL: o sl 3.20 4,12 4,14 5.07 4,90 5.10 5.36
Becs okt 3.30 4.15 4.37 4.73 513 5.28 5.62
2002 Jan......... 3.48 4,27 4.51 4.95 5.24 5.36 5.55
-l T S S 3.59 4.37 4.73 5.07 5.31 5.41 5.60
March...... 3.81 4.58 5.00 5.27 5.51 5.58 5.78
ADES Shninalis 3.86 4.59 4,99 5.27 5.51 5.60 5.84
May: G 3.98 4.63 5.00 527 5.52 5.60 5.86
OGE 7 e, 3.87 4.46 4.81 5.09 5.36 5.47 5:71
IRz e 3.65 4.23 4.59 4.90 5.21 *5.33 5.57
AR Soaziesi 3.44 3.90 4.29 4,60 4.95 5.07 5.34
Sept. 5o 3.24 3.59 3.98 4.33 4.73 4.86 5.18
(oGt ) e 313 3.52 3.95 4.34 4.79 4.94 5.32
Nov. ....... 3.02 3.40 3.87 4.26 4.76 4.90 5.33
(B, = oS 2.87 3.19 3.63 4.05 4.58 4.71 5.13
200350200 5l e s 2.70 29 3.36 3.81 4.43 4.51 4.97

Source: Bank of Greece.
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T ablesdi

Domestic MFI loans to domestic firms and households, by currency and branch of economic activity

(Balances in million euro)

Branches of economic activity

End In In foreign | Agricul- Consumer
of period Total euro currency | ture Industry’ | Trade Housing | Tourism credit Other
2000 ...l 59,330.0 50,065.6 9,264.4 3,884.9 11,823.7 12,374.2 11,2719 1,814.3 5,511.3 12,649.7
BT e 74,027.4 66,722.6 7,304.8 3,724.2 12,614.9 15,524.3 15,652.2 ZA71.3 7,852.0 16,488.5
oA B o 86,510.5 80,099.7 6,410.8 3,224.7 14,364.0 15,670.8 | 21,224.7 2,903.2 9,755.4 19,367.7
2001 Jan..... 59,938.1 51,062.9 8,875.2 3,809.7 11,617.1 12,370.5 11,542.8 1,851.0 5,601.0 13,146.0
Feb.. . 60,758.1 52,1310 8,627.1 3,7239 11,813.8 12,3748 | 11,775.0 1,894.5 5,715.7 13,460.4
March.. | 62,687.0 54,138.2 8,548.8 3,869.2 11,972.1 12,7315 12,067.4 1,946.9 5,973.5 14,126.4
Apr..... | 63,300.2 54,967.1 8,333.1 3,957.4 11,802.2 12,716.1 12,3272 1,998.4 6,109.2 14,389.7
May . 65,437.2 56,478.3 8,958.9 3,838.0 12,184.5 13,619.7 | 12,752.8 2,042.1 6,322.2 14,677.9
June ... | 67,191.8 58,451.6 8,740.2 3,802.5 12,4931 14,1105 | 13,053.2 2,066.5 6,577.4 15,088.6
July....Jk |96 7,876:5 59,419.2 8,457.3 3,807.4 12,712.7 | 14,014.7 13,531.7 2,055.5 6,727.6 15,026.9
Aug. ... | 68,3459 60,214.8 B,131.1 3,767.4 12,630.0 14,031.4 13,859.7 2,040.1 6,887.2 15,130.1
Sept.... | 69,886.2 61,843.1 8,043.1 3,821.8 12,843.6 14,456.8 14,250.8 1,990.0 71175 15,405.7
Oct. . 70,591.5 62,887.0 7,704.5 3,735.5 12,718.4 14,510.7 | 14,695.7 1,992.2 7,379.6 15,559.4
Nov. ... 72,434.1 64,675.3 7,758.8 3,666.9 12,7331 14,755.9 | 15,187.6 2,007.1 7,535.4 16,548.1
Dec. . 74,027.4 66,722.6 7,304.8 3,7242 12,614.9 15,524.3 15,652.2 2,171.3 7,852.0 16,488.5
2002 Jan..... 73,982.0 66,648.1 7,333.9 3,230.0 12,435.1 15,174.6 16,024.7 2,236.0 7,783.7 17,097.9
Feb.. . 75,202,2 67,723.9 7,478.3 3,030.3 12,724.5 15,846.7 16,417.5 2,267.5 7,944.7 16,971.0
March.. | 76,2353 69,080.0 7,155.3 3,139.4 13,168.1 15,788.0 | 16,891.9 2,316.4 8,129.8 16,801.7
Apr.. . 76,958.0 69,886.9 7,071.1 3,196.1 12,801.1 15,9394 | 17,362.1 2,341.0 8,301.2 17,017.1
May ... | 78,009.6 71,192.8 6,816.8 3,193.0 12,912.6 16,064.7 | 17,721.8 2,3722 8,508.3 17,237.0
June ... | 79,960.9 73,4753 6,485.6 3,167.7 13,360.0 16,516.2 18,194.3 2,414.5 8,678.1 17,630.1
July= oS 8123319 74,622.8 6,611.1 3,167.7 13,720.8 16,5709 | 18,759.9 2,411.6 6,868.0 17,735.0
Aug. ... | 82,041.4 75,311.8 6,729.6 3,191.4 13,625.4 16,580.6 | 19,304.9 23993 8,997.7 17,9421
Sept. . . 82,662.6 75,930.7 6,731.9 3,212.8 13,785.6 | 16,059.8 19,503.8 2,560.0 9,228.1 18,312.5
Oct. . 83,996.1 77,164.1 6,832.0 3,221.6 13,961.2 16,161.2 19,914.7 2,635.0 9,420.9 18,681.5
Nov. ... | 85,6148 78,732.9 6,881.9 3,167.1 14,528.2 15,663.2 20,416.6 2,761.1 9,612.9 19,465.7
Dec. ... | 86,510.5 80,099.7 6,410.8 3,224.7 14,364.0 15,670.8 | 21,224.7 2,903.2 9,755.4 19,367.7

1 Including mining and small-scale manufacturing.
Source: Bank of Greece.
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Table 12
Bank deposit and lending rates in Greece

(Percentages per annum, period averages)

Deposit rates Lending rates
To firms To households
12-month time
Period Sight deposits Savings deposits | deposits Short-term Long-term Consumer’ Housing’*
2000 4a sdl it 2,73 i | 6.14 12.33 11.52 17.00 9.76
2001 | loun R Ui 1.45 2.40 3.32 8.58 8.66 13.35 6.45
2002 L. aieie i 0.82 1.51 2.76 7.41 7.43 12.64 5.70
2000 N L e 1.66 293 3.84 9.40 9.12 14.37 7.3
Feb.i Sl 1.62 2,69 3.74 9.10l 9.31 14.25 6.89
March...... 1.60 2.70 3.71 8.78 8.99 13193 6.70
APE: 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 2.47 257, 8.65 8.69 13.25 6.49
July, vt inis 1.42 2.46 3.55 8.64 8.61 12.97 6.50
PR ey o eern 1.51 2.47 3.45 8.59 8.74 12.94 6.48
Sept.o B 1.31 2.30 3.05 8.35 8.38 13.07 6.38
@ o oo N A= 1.09 1.93 2.7 8.08 8.33 12.76 6.00
Now. o .ot 1.28 1.90 2.51 7.87 8.00 12.68 5.77
Ber, & v el 1.20 1.69 241 7.79 7.65 12.65 5.78
2002 ~lan s sy 0.90 1.66 2.62 7.74 7.36 12.70 5.77
Faby ol o e 0.79 1.68 2.63 7.66 7.81 12.89 5.77
Mareh - oo s 0.83 1.66 2.74 7.63 7.60 12.82 5.76
APEEL A 0.83 1.66 2.82 7.59 7.69 12.66 5.77
May". .00 0.79 1.62 2.87 T2 7.78 12.69 5.74
June :. .5 0.75 1.46 2.75 7.40 7.58 12,67 5.80
July: o Bt 0.72 1.41 2.72 7.29 7.4 12.61 5.68
AUE el 0.90 1.4 257 717 7.49 12.54 5.64
| R 0.85 1.44 2.72 7.20 7.49 12,57 5.59
L © o AT 0.91 1.48 2.84 7.29 7.20 12,49 5.66
Nowv:. L i 0.84 1.50 2.87 7.24 6.90 12,53 5.65
Dec.® iileii 0.75 1.09 2.80 7.23 6.82 12,53 5.53

1 Average rate on all categories of consumer loans.

2 Average rate on variable-rate housing loans with a maturity of over 5 years.
* Provisional data.

Source: Bank of Greece.
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