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I. PROBLEMS AND PROSPECTS OF THE GREEK ECONOMY

1. EconoMiC RECOVERY AND CONTROL OF INFLATION

Taken as a whole, economic developments in 1975 may be considered satisfactory. Since
the autumn of 1974, it has been possible to halt economic recession and slow down the
rate of inflation. In 1975 there was a slow but steady recovery in economic activity, which
is reflected in the growth of GDP at factor cost by 3.7 per cent. Economic recovery is
continuing this year, in which the forecast is for a 4 to 5 per cent increase in GDP.

Of course, the growth rate of GDP is not impressive. It is satisfactory, however,
if one considers the need to restrain inflation and reduce the balance-of-payments deficit
or compares it with corresponding rates in other countries. For the OECD’s European
members as a whole, it is estimated that GDP declined by 2.5 per cent in 1975. It should
not be overlooked that, owing to the great dependence of Greece on foreign trade,
the world recession exerts an adverse influence on the Greek economy, mainly
through the balance of payments, and therefore reduces the possibilities of sustaining
a high rate of economic growth. Any attempt to accelerate economic development
would necessarily lead to a larger balance-of-payments deficit since it would require
higher foreign exchange outlays for imports at a time when the increase in earnings
from exports of goods and services comes up against the decline in international
demand.

A further positive development was the reduction of the deficit on current account
by $209 million, i.e. from $1,218 million in 1974 to $1,009 million in 1975. At the same
time, there was a significant increase in the ordinary inflow of capital and an improvement
in its composition. As a consequence, requirements for accommodating borrowing were
about 50 per cent less than in 1974.

Finally, the consumer price index in 1975 rose by 15.2 per cent against 13.5 per
cent in 1974. The latest increase lics within the limits of initial forecasts and is due to higher
indirect taxes (for at least a quarter of it) and the continuing rise in the prices of many
imported goods. However, regardless of specific causes, the acceleration of inflationary
trends in 1975— even though slight — was an adverse development, especially since the
rate of inflation in most other countries is slowing down. The average rate of inflation
in 1975 was 10.6 per cent for the OECD and 13.5 per cent for its European mem-
bers. It should be noted that a higher rate of inflation than that recorded in Greece’s
major trading partners may undermine the competitive position of the Greek economy,
exert an adverse influence on the balance of payments and eventually reduce the possi-
bilities of sustaining a high level of economic activity and employment. But there are
other ways as well in which inflation inhibits economic recovery. It erodes the real in-
comes and purchasing power, particularly of the lower income groups, and thus makes
it difficult to support an adequate level of demand in the economy, which is necessa1y
to increase production. In addition, it aggravates income disparities and undermines
social cohesion, which is essential for grappling with the difficult problems facing the
economy during the present period of transition. Furthermore. inflation strengthens
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speculative tendeucies, discourages productive investment and generally leads to the
irrational allocation and use of available economic resources. This is why the fight against
inflation is a top priority and a prerequisite for the attainment of other economic policy
objectives. The government is right, therefore, in having made it a central objective of
its economic policy for 1976 to hold the rate of inflation below 10 per cent. This rate is
close to the average forecast for the European members of the OECD and is consistent
with the aim of accelerating economic growth and bringing about a further improvement
in the balance of payments.

The success of the effort to bring inflation under control depends primarily on (i)
the implementation of prudent monetary and credit policies, (7i) a sound fiscal policy,
and (7ii) equally important, keeping the increase in incomes within the limits of the
economy’s capabilities. The first two factors are the responsibility of the government
and a prerequisite for preventing an excessive expansion of currency circulation. The
third one presupposes co-operation between the government and the social groups
concerned, but, in the main, it requires self-restraint in the pursuit of income claims.

First of all, the authorities must take effective steps to prevent an excessive increase
in profits, especially through the abuse of monopoly power. Special care must be taken
to prevent the increase of profit margins during the forthcoming phase of economic
recovery. This is a serious risk, considering the present structure of many markets for
goods and services. To avert this risk, it is imperative that the proposals concerning the
exercise of effective control over monopoly and oligopoly situations be implemented
the soonest possible. Similarly, careful government interventions through the price
mechanism and the timely introduction of suitable measures to supply the market with
staple foodstuffs can avert maladjustments in the operation of the market and prevent
or neutralise speculative price increases which do not originate in the increased cost of
production and are economically unjustified.

Effective measures must also be taken to reduce the high cost of marketing and the
high profits realised from the sale of agricultural products, especially perishables. The
prices paid by consumers are often substantially higher than those received by producers.
The solution might be found partly in stricter market inspection. Primarily, however,
it should be sought to encourage new forms of trade organisation, with the ultimate
objective of reducing the number of middlemen, the cost of product handling, and profit
margins. This problem is basically structural. In this context, increased activity by farmer
co-operatives could safeguard the interests of farmers and at the same time help to restrain
consumer prices. It should be stressed that the maintenance of prices at high levels,
owing to the uneconomic organisation of product marketing or the injustifiably high
profits of middlemen, restricts the demand for agricultural products and often bars a
good part of agricultural output from reaching the market. Consequently, the conditions
prevailing in the marketing of farm produce turn out to be harmful to the country’s
agricultural economy.

At the same time, support prices for agricultural products cannot be set higher
than international prices, since the result would be to impair the competitiveness of
Greek agriculture or lay an excessive burden on the government budget for subsidies.
Nor is it advisable for government intervention to lead to a price structure unfavourable
to the changes which are necessary for restructuring agricultural production. Although
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price supports are needed to improve agricultural incomes, beyond a certain point they
impede agricultural development, which is the only way to bring about a real improve-
ment of living conditions in the agricultural sector. Therefore, it is expedient that the
improvement of farmers’ incomes should be sought primarily by means other than price
supports. The emphasis should shift towards organisational and institutional measures,
which will help to increase agricultural productivity.

Equally important for reducing the rate of inflation below 10 per cent during
the current year is to slow down the increase in wages and salaries. Since the sum-
mer of 1974, government policy has been aimed at restoring the purchasing power of
wage-earners, which had been eroded by inflation during the preceding period. Indeed,
since the autumn of 1974, the increase in labour remuneration has been faster than the rise
in prices. According to data available for the manufacturing sector, between the third
quarter of 1974 and the last quarter of 1975, average hourly wage rates increased by 36.4
per cent while, in real terms, it is estimated that they went up by 13.9 per cent. The high
growth rate of money wages pushed up the cost of labour per unit of output by 23.6 per
cent and was the principal factor underlying the rise in prices. Nevertheless, the incomes
policy pursued by the government was justified on both social and economic grounds.
Tnitially, it helped stimulate consumer demand and bring recession to a halt, while later
on it promoted economic recovery.

The increase in money wages, however, must not exceed a certain limit, beyond
which it would create serious risks concerning the future course of the economy. The
results achieved so far in controlling inflation might be reversed. To a significant extent,
the faster price increases observed since the second half of 1975 are the result of pressures
due to rising costs. Furthermore, certain conditions might emerge, which could make
it difficult for economic development to continue. First of all, the rise in prices, which
is the inevitable consequence of increasing production cost, might eventually halt the
growth of real incomes, especially of the lower income groups. Therefore, pressure to
increase money wages beyond the limits of the economy’s capabilities may not only
fail to ensure an improvement in living standards, but is quite likely to hold back
economic recovery and increase unemployment. Moreover, profit expectations, which
have a marked effect on private investment decisions, are basically dependent on
business forecasts regarding developments in demand and in price to cost ratios. This
means that, under conditions of rapidly increasing wages and of a growing divergence
between the increase in real wages and the improvement in productivity, a recovery in
private productive investment could hardly be expected. Needless to say, the adverse
effects of stagnation in the field of investment are not limited to current economic
activity; they also affect the attainment of long-term development goals.

The preceding remarks point to the pressing need for an effective prices and
incomes policy, which must be the principal element in the country’s anti-inflationary
strategy. Without a suitable incomes policy, strict and effective control of speculative
price increases, and self-restraint in the pursuit of the income claims of various social
groups, it will be difficult to bring inflation under control. It should perhaps be added
that the increase in oil prices and the deterioration in the external terms of trade,
in conjunction with increased foreign exchange outlays to support the country’s defence
capability, make it necessary not merely to maintain but to strengthen the competitiveness
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of the Greek economy during the next few years. It should be noted in this connection
that, in some foreign countries, employers’ organisations have agreed with the respective
trade unions to increase real wages at a lower rate than the improvement in productivity,
so as to offset the deterioration in the terms of trade.

Obviously, if the ratio of productivity to real cost worsens, it will become
unavoidable for the authorities to resort to restrictive fiscal, monetary and credit pol-
icies in order to control inflation and preserve external equilibrium. The economic and
social cost of such policies would be extremely high. They would lzad to a lower level
of economic activity and employment and to a slower pace of development. As a
consequence, the improvement in the standards of living during the next few years would
also be slower.

2. THE RoOLE OF MONETARY PoLicy : TARGETS AND MEANS

As already mentioned, the successful control of inflation depends also on the implemen-
tation of a prudent monetary policy. The authorities are faced with the extremely
difficult problem of permitting the expansion of currency circulation to the extent needed
to help economic recovery, without exceeding the limit beyond which it would uader-
mine the efforts to control inflation. The rate of increase in currency circulation started
slowing down in the second half of 1975. Although borrowing requirements in both the
private and the public sector were and still are large, currency circulation grew at a slow
rate ia the first quarter of 1976. During this quarter, the average level of banknote cir-
culation was 5 per cent higher than in the same quarter of 1975.

According to existing indications, the large increase in currency circulation during
the preceding period, especially since the summer of 1974, was initially due to with-
drawals of private deposits and then to the expansionary monetary policy followed by
the authorities. Currency circulation gradually started decreasing after the restoration
of a climate of confidence. This is an encouraging development.

As for 1976, the monetary authorities are determined to keep the rate of increase
in currency circulation around 12 per cent. This is consistent with the other objectives
of economic policy, namely to ensure an increase of 4 to 5 per cent in real GDP, to
hold the rate of inflation below 10 per cent, and to bring about a further improvement
in the balance of payments. The attainment of this objective presupposes that total bor-
rowing requirements in the public and the private sector will remain within the limits
of the increase in financial resources mobilised through the credit system (including the
desired increase in currency circulation).

In 1975, credit expansion was very high, both to the private and to the public sector.
It approached a total of Dr. 113 billion, of which 57.9 per cent went to the private sector
and 42.1 per cent to the public sector of the economy. The substantial credit expansion
that took place in the second half of 1974 and continued for the best part of 1975 was
aimed at helping the economy out of the recession. The Currency Committee and the
Bank of Greece will continue to support economic recovery by ensuring a sufficient sup-
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ply of funds to satisfy the demand for both long-term investment and short-term credit
to meet current production requirements in working capital.

However, the monetary authorities are not prepared to permit an excessive ex-
pansion of currency circulation, which might be used for financing, even indirectly, less
productive or socially undesirable activities and could have serious inflationary impli-
cations. To this effect, credit expansion and the liquidity of the banking system have
been brought under stricter control. At the same time, steps are being taken to rationalise
the distribution of available financial resources so as to reduce the dependence of certain
credit institutions on Bank of Greece funds and thus prevent burdensome increases in
currency circulation. Under this policy, the flow of funds from the Bank of Greece to
institutions specialising in long-term credit financing will be cut off completely or to a
very significant extent during the current year. In anticipation of these developments, a
number of investment banks have recently started selling bonds (of one-year maturity
with the option of being extended for two more years on the same terms) directly to the
public. The issue of these bonds is expected to increase the amount of savings mobilised
through these intermediaries and bring about a more rational allocation of available
funds among the various financial institutions, thereby also enhancing the effectiveness
of monetary policy.

For the same purpose, redepositing by the Postal Savings Bank with the commercial
banks has in effect been stopped since the last months of 1975. Moreover, withdrawals
may be decided in the course of the year if this is felt necessary for controlling the
liquidity and credit expansion of commercial banks. New funds becoming available to
the Postal Savings Bank are used to finance activities which, even in 1975, were di-
rectly or indirectly financed out of Bank of Greece funds, thereby having an expansion-
ary effect on money supply. At the same time, the banks have been offered the op-
tion of placing funds intended for investment in interest-bearing treasury bills in an
interest-bearing account with the Bank of Greece. In essence, this permits proper
timing of government borrowing from domestic sources, in line with monetary policy
objectives.

Nevertheless, the Agricultural Bank continues to depend on the Bank of Greece
for most of its requirements. This is an anomaly since it reduces the possibilities of
applying a more flexible and effective monetary policy. It is expected that recent legis-
lation, which permits the subsidisation of interest rates on high-cost funds, in comparison
to the rates charged on credit to farmers, will induce the Agricultural Bank to attract
private deposits, thereby lessening its dependence on the Bank of Greece.

The objective of the monetary authorities is to apply a flexible policy that can be
promptly and readily adjusted to changing conditions and requirements in the economy.
The monetary policy just outlined and the target set with regard to this year’s increase
in currency circulation are constantly being reviewed and may be revised in the course
of the year, according to actual developments and trends in economic activity, prices,
the balance of payments, public-sector borrowing requirements, and private deposits.
It should perhaps be recalled that the capabilities of monetary policy in this respect
are not unlimited. A sound monetary policy can assist in economic recovery. It cannot
suffice, however, to bring the economy back onto the path of development. To this end,
it is necessary to ensure favourable conditions and, especially, the recovery of private
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investment, on which depend both the expansion of productive capacity and the strength-
ening of the economy’s export orientation and competitiveness.

One of the basic problems that will have to be dealt with over the next few years
is to restore the savings to national income ratio to its pre-inflation level. Since 1973,
under the influence of inflation and economic recession, this ratio has fallen by 7.2 per-
centage points, i.e. from 22.9 per cent of national income in 1972 to 15.7 per cent in 1975.
The reduction in the savings ratio helped to support consumer demand and economic
activity during the last two years and is expected to have similar effects on economic
activity and employment this year. In the long run, however, to restore this ratio to
the level attained prior to the inflationary phase and the recent economic slump is
a fundamental requirement for supporting the large amount of investment needed to
achieve the desired rate of economic development, under conditions of monetary stability.
Otherwise, the inadequacy of savings may in the near future become a serious constraint
on the country’s economic development. To avert this risk, it is necessary to plan public-
sector activity over the next few years and make a substantial cut in its borrowing re-
quirements. At the same time, it is imperative to take. appropriate steps to encourage
investment by the private sector and allow for a more rational allocation and use of
available savings in such a way as to help attain development targets.

3. CrepiT PoLicy AND CONTROL OF THE BANKING SYSTEM

Since the autumn of 1974, the objective of credit policy has been to ensure a responsive
supply of bank credit for financing productive investment, primarily in the industrial
sector, and for promoting exports. For this purpose, long-term lending for industrial
investment and short-term export financing by the commercial banks have been excluded
from the ceiling on bank credit to the private sector since August 1974. At the same time,
public and private special credit institutions have been supplied with sufficient funds to
satisfy the demand for long-term capital to finance productive investment.

For the current year, the objective of the monetary authorities is to prevent the
undertaking of new, economically sound investment projects, chiefly in manufacturing
and tourism, from coming up against an insufficient supply of long-term bank credit.
To encourage industrial investment, long-term lending rates are kept lower than those
applicable to short-term loans by the commercial banks. This is done by continuing to
differentiate the percentages of compulsory deposits with and corresponding withdrawals
from the Bank of Greece, according to the category of commercial bank loans. In addition,
the system of interest rate subsidisation by the government has been retained in the case
of long-term loans intended to finance industrial investment outside the Greater Athens
area. As a result, the cost of long-term bank credit for industrial projects can be, and
often is, substantially less than the cost of the corresponding funds.

This policy ensures an elastic supply of low-cost long-term bank lending for
financing industrial investment, and has helped to support investment activity in in-
dustry, mainly through the continuation of projects that had been planned before the
economic recession. It could not, however, overcome the hesitation of businessmen in
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undertaking new industrial investment, in so far as their reluctance was due to slack
domestic and foreign demand or to the existence of idle productive capacity in certain
industries.

Similarly, sufficient financial resources have been put at the disposal of the Agri-
cultural Bank to satisfy the demand for medium and long-term loans for financing in-
vestment in the agricultural sector. But in this case also the demand for credit was slack,
in spite of the low cost of bank credit. '

Short-term lending by the commercial banks was kept under an overall ceiling
last year, which was high enough, however, to satisfy working capital requirements arising
from increased output and the growing cost of inputs. Moreover, it left considerable
room for relieving the liquidity problems caused by stockbuilding in certain firms, owing
to declining demand, and for expanding suppliers’ credit to the clients of industrial
enterprises. There are indications that the expansion of suppliers’ credit contributed to
an upturn, however limited, in industrial production. To a significant extent, the working
capital requirements of industrial and commercial enterprises were met by credit leakages
out of commercial bank lending not subject to a ceiling. This is evident from the fact
that the growth rate of commercial bank lending in this category was very high (61 per
cent) last year, without being justified either by developments in economic activity or
by the increasing cost of inputs. Credit leakages grew especially after the elimination
of credit ceilings for funds intended to finance industrial exports and handicrafts.

The monetary authorities permitted a large expansion of credit to the private sector
for the best part of last year, mainly for the purpose of halting the recession and assist-
ing in the recovery of the economy. In fact, credit policy played a significant role in putting
an end to the decline in industrial production, both by relieving the liquidity problems of
a large number of firms and by promoting their sales through increased amounts of sup-
pliers’ credit.

However, the usefulness of credit policy as a means of combating economic re-
cession is limited. In the first place, easy credit strengthens the resistance of many firms
and seems to affect their pricing policies and aggravate inflationary pressures. There are
clear indications that this happens at the level of retail as well as wholesale trade. Easy
credit resulting from the large expansion of suppliers’ credit by industry leads to the
maintenance of the high profit margins that were achieved under the conditions of high
inflation and the psychological climate which prevailed up to mid-1974. In many cases,
it seems that the enterprises in question seek to maintain their profits in the face of
declining sales, by raising their profit margins. In addition, the large expansion of credit
increases currency circulation and exerts further inflationary pressures. The conclusion
is that excessive reliance on credit policy as a means of promoting economic recovery
is incompatible with the aim of combating inflation.

Furthermore, beyond a certain point, the practice of handling the liquidity problems
of business enterprises by ensuring an elastic supply of bank credit runs counter to long-
term development objectives. It weakens or neutralises market pressure and encourages
many firms to postpone the adoption of rationalised production processes, improved
administrative and marketing techniques, advanced technology, cost-saving methods etc.
To the extent that this happens, economic recession and the slackening of demand it
entails do not contribute to the enhancement— in so far as it would otherwise be possible
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— of productive and trade activity nor to the selection, through market przssure, of
enterprises with a strong potential for growth.

For the purpose of lessening these adverse effects, the monetary authorities have
started applying since the beginning of 1976 a stricter but at the same time more flexible
credit policy. The aim of this policy is to ensure a sufficient supply of short-term bank
credit to satisfy working capital requirements arising from increased output and the
growing cost of inputs. However, the supply of short-term credit must not overstep
the limit beyond which it would become possible for industrial firms to expand sup-
pliers’ credit excessively, nor leave room for other kinds of credit leakages that might be
used for financing less productive or socially undesirable activities.

This means that the growth rate of short-term bank credit must be slowed down
and kept in line with actual requirements in the production activity of enterprises. Such
a slowdown is not going to have adverse effects on the course of the economy, since
it has already entered a phase of recovery and, therefore, real incomes and private de-
mand are increasing. Moreover, the liquidity of most business enterprises is at satisfactory
levels, owing to the rapid expansion of short-term bank credit between September 1974
and the end of 1975. .

As for long-term lending by the commercial banks, the Hellenic Industrial Devel-
opment Bank (HIDB) and other institutions specialising in long-term credit, the aim
of the monetary authorities is to ensure this year a wholly elastic supply of funds, so that
the realisation of economically sound projects will not come up against an insufficient
supply of credit. It is self-evident that the banks must make a careful appraisal of new
investment projects and promote those which promise to become internationally com-
petitive and contribute to the restructuring of the economy, in view of Greece's forth-
coming accession to the European Economic Community.

Co-operation between the Currency Committee and the management or executive
staffl members of the banks is instrumental in ensuring a flexible credit policy that can be
promptly adjusted to the course of economic activity and to developments in prices, the
balance of paymenis, the resources available to the credit system and public sector require-
ments for borrowing. Such co-operation provides the opportunity for a proper evalu-
ation of prevailing credit conditions, while at the same time credit irstitutions can be given
general and/or specific directions regarding their portfolio policies in response to current
conditions and requirements. It also provides credit institutions with the opportunity
to contribute to an evaluation of credit conditions and requirements and thus influence
credit policy decisions. It should be noted that there are considerable advantages to be
gained by adjusting credit expansion and its structure through informal co-operation be-
tween the Currency Committee and representatives of the banks. Needless to say, credit
expansion is kept in line with the overall monetary and credit policies laid down by the
Currency Committee.

In an effort to control credit expansion and its structure so as to harmonise them
with economic policy objectives, the Currency Committee is taking steps to reallocate
the savings mobilised through the credit system and influence the liquidity of commercial
banks. For the same reason, the system of credit inspection applied by the General In-
spectorate of Banks is being reorganised to make it more effective and adjust it to the
situation emerging from the restoration of more liberal operating conditions in the credit
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market and the transfer of greater initiative to the banks in selecting their loans. The
emphasis of credit inspection will be shifted from checking for formal violations of credit
regulations to a broader evaluation of the banks’ lending activities and to an investi-
gation of whether, and to what extent, credit institutions select their assets according to
principles and criteria consistent with the objectives of credit policy.

In this connection it should be noted that, although the banks operate morz effi-
ciently as profit-seeking private firms, their activities have wider economic effects. They
handle huge amounts of funds euntrusted to them by private savers and their portfolio
policy affects the course of the economy. Hence, there are serious reasons that make it
imperative to apply strict inspection of bank activities so as to safeguard savers’ interests
and ensure the greatest possible contribution of the banks to the stability and progress
of the economy. At any rate, it is necessary to apply restrictions on bank lending and other
transactions of the banks with enterprises in which the banks themselves and especially
those controlling the banks have business interests. The regulations required in this
respect are being studied by the Currency Committee. In addition, for the purpose of
reducing credit risks and safeguarding the interests of savers, it is essential to apply the
generally accepted principles of wide dispersion of bank portfolio investment, which were
sometimes ignorad during the dictatorship.

The foregoing remarks point to the imperative need to expand and improve bank
inspection techniques and to apply specific regulations regarding certain activities of the
banks. A related problem is that of improving the banks’ capital ratios, which have de-
teriorated in recent years. The capital ratio is an important criterion in granting the
banks the approval required for expanding their network of branches. It is also necessary
to establish suitable conditions for improving the profitability of the banks, which has
been adversely affected in recent years, largely for reasons lying beyond the banks’
power to control. Through a series of decisions taken since September 1974, the monetary
authorities have endeavoured to increase the profitability of the banks. However, prof-
itability is a problem for the banks themselves, which must take appropriate steps to
modernise their activities and improve their organisational set-up so as to raise their
productivity and reduce operating costs. Although the commercial banking system is
one of the most up-to-date sectors of the economy, there is still plenty of room for
further improvement, which is the safest way for enhancing the profitability of the banks.
The rational reorganisation and more economical operation of the banks is also necess-
ary in view of the forthcoming accession of Greece to the EEC, which will increase
foreign competition in the banking sector.

For the near future, the authorities are contemplating a reform of the present
system of credit controls and regulations. This reform will be based on:

First, the abolition of a number of selective credit controls and the simplifi-
cation of credit regulations. The aim is to give the banks greater responsibility and in-
itiative in selecting their loans according to certain general principles and criteria that
will be established by the Currency Committee. In addition, some general rules relating
to the asset structure of commercial banks will be adopted so as to favour the financing
of economic sectors and activities of higher priority, while at the same time safe-
guarding the stability of the banking system. As already mentioned, credit expansion
will be controlled through measures affecting the allocation of savings among the
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various sections of the credit system and the liquidity of the commercial banks.

Second, the consolidation of interest rates on bank loans. The interest rate structure
must gradually come to reflect to a greater extent the customary banking criteria of safety,
liquidity and profitability. Interest rate subsidisation through the banking system, i.e. by
differentiating interest rates according to the category of bank credit, must eventually
be abandoned. Instead of the present system, whenever subsidies on interest rates are
considered necessary for development purposes, they must be paid out of a special account,
according to the provisions of a law enacted in 1975.

It is expected that the foregoing measures, together with those designed to reor-
ganise credit control and bring about a reallocation of savings among the various parts
of the credit system, will enhance the effectiveness of monetary policy and help distribute
bank credit in such a way as to serve development purposes. A further important advantage
to be gained from this reform is that the banks will be allowed greater initiative.

4. PuBLIC SECTOR BORROWING REQUIREMENTS AND EcoNoMic EQUILIBRIUM

The high borrowing requirements of the public sector over the last two years had a strong
expansionary effect on currency circulation, which is continuing this year. For 1975,
public sector borrowing from domestic and foreign sources is estimated at Dr. 46 billion
and corresponds to 6.8 per cent of GDP. For the current year, the borrowing requirements
of the public sector are put at Dr. 53 billion, representing about the same percentage
of GDP as in 1975. In effect, however, the pressure to be exerted by the public sector on
currency circulation this year will be substantially greater if the special levy on business
enterprises, reckoned on the basis of the outstanding balance of their bank borrowing,
is also taken into account. For the payment of this levy, enterprises will be financed by the
banking system in excess of their usual requirements. This means that, from the monetary
point of view, the financing of businesses for the payment of the levy is tantamount to
indirect government borrowing from the banks.

The substantial deficits of the public sector had a significant stimulating effect on
economic activity during the last two years, which is expected to continue this year.
Accordingly, it is estimated that the public sector will contribute about one-third of the
increase in national income forecast for 1976.

The financing of cash deficits in the public sector was economically advisable and
did not cause monetary disturbances so long as the economy was in a recession. The
fiscal deficits and the other borrowing requirements of the public sector were largely
financed out of the private savings that flowed into the banking system in the form of
deposits and were in excess of the borrowing requirements of private enterprises. Follow-
ing the recovery of economic activity, however, it is essential that public-sector borrowing
requirements be gradually restrained and eventually stabilised at a level which will be in
line with normal rates of increase in currency circulation. Otherwise, it will either become
necessary to restrict credit expansion to the private sector of the economy or the amount
of public expenditure will give rise to serious monetary disturbances. In the former case,
the pace of economic recovery and development would be slowed down, while in the latter
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case, it would be impossible to bring inflation under control. Moreover, it should not
be overlooked that if the public debt continues to expand, debt service payments will
absorb a growing proportion of the budget, with a corresponding curtailment of the
possibilities for financing essential government outlays.

The rapid growth of public expenditure in recent years is partly due to special
reasons, such as the need to strengthen the country’s defence capability and at the same
time expand and improve public education and health facilities, as well as other social
services. The allocation of increased resources to the sector of social services became
necessary because basic parts of it had been neglected during the dictatorship. To a
significant extent, the expansion of public expenditure is also due to the increase in
the money incomes of those employed in the public sector. Although this increase has
been necessary in order to compensate for the erosion of real incomes by inflation, it
has been only slightly offset by improvements in productivity. This is true both of
Central Government departments and of public organisations and enterprises. Inept
interventions in important government agencies during the dictatorship and the absence
of any effort to improve their organisational structure and methods of operation led to
reduced productivity.

Similar conditions have been created in the case of public organisations and enter-
prises. The result has been a sharp increase in their operating cost and a reduction in the
capability of financing their own investments. These conditions have led to a large in-
crease in the dependence of public enterprises on borrowed funds. Moreover, the worsen-
ing of their financial position tends to become permanent. The sharp rise in the op-
erating cost of public enterprises has brought the authorities face to face with a dilemma,
since the curtailment of the enterprises’ borrowing requirements by readjusting the prices
of the goods and services they offer would burden the level of domestic prices, while
the financing of high cash deficits has a strong expansionary effect on currency circu-
lation. To avert this risk, it is imperative to implement a radical reorganisation scheme in
order to improve the administrative and operating procedures of public enterprises and
organisations. This is also essential for reducing the cost of operation and enhancing
the quality of services rendered to the public.

The slowdown of inflation and the gradual recovery of economic activity will
eventually reduce the severity of the problem of financing public expenditure, consider-
ing that the low level of economic activity and the slow improvement of incomes and con-
sumer demand have affected tax revenue. However, unless the authorities take steps to
eliminate the structural causes of deficits in Central Government and public enterprises,
a substantial decrease in public-sector borrowing requirements does not seem likely,
even if inflation is brought under control and economic activity returns to normal.
The growth of Central Government expenditure will continue in the future if the increase
in wages is not offset, at least to a considerable degree, by an increase in productivity.
The deficits of public enterprises tend to grow because of low productivity and increasing
outlays for debt servicing. For instance, the Public Power Corporation will have to spend
around Dr. 4 billion this year for the repayment of principal on past loans, while the
total servicing of its debts, including interest, will absorb about Dr. 9 billion.

Therefore, the reduction of financial deficits is not going to be ensured simply
by expanding economic activity. It requires sound planning of public-sector expenditure
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over the next few years and appropriate machinery for exercising effective control over
public expenditure and the investment programmes of government agencies in the short
run. The latter is necessary for the implementation of a flexible policy on public ex-
penditure that will be geared to short-term developments in economic activity, available
resources, the balance of payments and prices. Such a policy offers a wide choice of fiscal,
monetary and credit policy instruments best suited to the attainment of overall economic
policy objectives. This purpose is served by the provision of larger reserves this year in
both the ordinary budget and the public investment programme. The Ministry of Finance
is studying medium-term fiscal problems and drawing up a programme of fiscal action
covering the next few years.

The same purpose is served by the establishment, within the framework of the
Currency Committee, of a suitable mechanism for exercising constant and systematic
control over the expenditures of public enterprises and for selecting the best possible
means to finance their deficits, with a view to minimising the burden on currency circu-
lation. In this respect, a basic aim since last year has been to transfer the financing of
investment programmes of public enterprises from the Bank of Greece and the Postal
Savings Bank to the commercial banks, which attract a large proportion of private savings.
It should be noted that, during the dictatorship, there was an excessive increase in the
dependence of public enterprises on Bank of Greece funds. Besides being unorthodox,
this dependence contributed to the high inflation that broke out in the last months
of 1972.

Furthermore, it is essential that the Central Government’s investment programme,
which seems to include projects of low productivity, be revised. In this connection, it is
worth noting that, during the dictatorship, decisions to include new projects in this pro-
gramme were not taken after a proper appraisal and ranking of projects on the basis
of criteria relating to their socio-economic value. Another serious shortcoming is that the
programme is financed almost exclusively out of borrowed funds. Similar remarks may be
made about the investment programmes of public enterprises and organisations. For
instance, in the case of social security funds, it seems that there is very wide scope for
improving the quality of services by ensuring more rational operating conditions and
increasing productivity.

Extensive reforms are also needed in tax policy. The structure of the tax system
must be revised in order to increase the progressiveness and income elasticity of tax
revenue, ensure a more equitable distribution of the tax burden, and serve development
objectives. It is necessary to rationalise and simplify the tax system, partly through the
consolidation of several taxes, and to introduce more effective tax assessment techniques.
Tax evasion seems to have grown excessively and is not only socially unacceptable, but
harmful to the economy. It reduces the effectiveness of financial incentives and causes
severe dislocations in the distribution and use of available resources. Both personal and
corporate income tax must acquire universal application by combating tax evasion and
abolishing non-essential or sometimes economically detrimental tax exemptions, which
often lead economic decisions and choices in the wrong direction. It should be noted that
tax evasion is far greater for incomes deriving from speculative activities.

By ensuring the universal application of income tax, it would be possible to deter-
mine tax rates at levels better suited to the country’s present stage of economic develop-
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ment, without adverse effects on tax revenue. This solution would be more conducive to
the attainment of development objectives, considering that many of the existing tax
exemptions, while being of limited effectiveness, actually create inequalities, even between
enterprises in the same line of production, and hamper the operation of the market
mechanism or may have other side-effects on the economy.

The revision of the tax system on the basis of the above general principles and cri-
teria is also necessary and urgent for the purpose of adjusting the Greek economy to the
conditions prevailing in the EEC. It must not be overlooked that basic economic choices
and decisions in the area of the Community rely primarily on the operation of an imper-
sonal market and that our major problem is to create an appropriate economic environ-
ment and ensure more competitive conditions. The Ministry of Finance is already
examining what tax reforms are needed in this respect.

5. RESTORATION OF BALANCE-OF-PAYMENTS EQUILIBRIUM

In spite of last year’s improvement, the balance of payments is still a serious problem for
the country, considering that for the third successive year the deficit on current account
exceeded $1 billion. To a significant extent, the improvement observed in 1975 is associ-
ated with a reduction in the volume of imports, largely owing to the slackness of economic
activity or perhaps to the liquidation of stocks of imported goods, which had been
accumulated for speculative reasons during the preceding period of high inflation. This
implies that the maintenance of import payments at low levels should be regarded as a
temporary phenomenon and that the acceleration of the growth rate of national income
will lead once more to higher rates of increase in imports. Similarly, economic growth
abroad will create favourable conditions for expanding the country’s foreign exchange
earnings from exports of goods and services.

It would be a mistake, however, to think that the current account deficit of the
Jast two years is a cyclical phenomenon and that it will automatically cease to exist as
soon as conditions of economic growth are restored abroad. In this connection, it should
be noted that, while imports at constant prices declined for two consecutive years, exports
of goods moved at fairly high levels throughout 1974 and the best part of 1975. The in-
ternational recession mainly affected invisible earnings, although not uniformly as re-
gards their three basic sources. Tourism, after its sharp decline in the summer of 1974
under the influence of non-economic factors, showed an impressive increase last year and
helped to reduce the deficit on current account. Receipts from emigrants’ remittances dis-
played relative stability and also showed an increase last year. Finally, foreign exchange
earnings from shipping showed considerable gains for most of 1974 but were affected by
the decline in the volume of international trade in 1975.

These considerations and the investigation of the nature of the balance-of-payments
deficit lead to the conclusion that even if the cyclical effects of foreign exchange receipts
and payments are eliminated, the current account deficit will not be substantially reduced.
This means that the balance-of-payments problem is basically structural. It has its roots
mainly in the considerable additional foreign exchange outlays entailed by the rise in oil



22 REPORT FOR 1975

prices, the sharp increase in expenditure to service the foreign debt, and the need to
support the country’s defence capability. It is estimated that these three items together
amount to over $1 billion a year. This burden is so large that it is not easy to restore
balance-of-payments equilibrium within a short period of time. Nor would it be ad-
visable to do so, since it would entail large-scale economic recession and widespread
unemployment.

The restoration of balance-of-payments equilibrium must needs be gradual and
spread over a period of more than one year. During this transitional period, it would
be expedient to concentrate efforts on improving productivity and strengthening the
competitiveness of the economy. In this way, it would be possible gradually to offset
the deterioration in the terms of trade entailed by the restoration of equilibrium and in
the meantime avoid lowering the standard of living.

Nevertheless, it should be noted that the adjustment of the balance of payments
has so far been hindered by the decline in foreign demand, a fact which necessarily leads
to a protracted period of adjustment. This period already covers about three and a half
years, seeing that the country’s balance-of-payments position started to deteriorate in
the last months of 1972. However, the gradual reduction of requirements for accommo-
dating borrowing — particularly the fact that these requirements were reduced in 1975
to about half of the corresponding needs in 1974 — shows that it will not be difficult to
restore equilibrium in the balance of payments. It should be noted that the improvement
in the international competitiveness of the Greek economy has been based, to a signifi-
cant extent, on foreign exchange policy. The ratio of productivity to the cost of inputs,
on which the strengthening of the economy’s competitiveness could be based in a more
permanent way, has not displayed any notable improvement. Economic recession and
the ensuing slackening of economic activity did not leave room for increasing pro-
ductivity. At the same time, however, pressures to readjust wages and salaries and other
cost components, together with the effort of many businesses to maintain the high
profit margins achieved under the conditions of high inflation that prevailed in 1973
and 1974, result in worsening the productivity ratio and have a crippling effect on efforts
to bring about a lasting improvement in productivity.

It should be stressed that it is impossible to maintain a permanent balance in
the country’s external transactions through readjustments in the parity of the drachma,
given that they increase the cost of imports and strengthen inflationary pressures. In
addition, exchange rate readjustments do not provide a lasting solution, since other
countries also proceed to competitive devaluations which easily neutralise the compara-
tive advantage gained from readjustments in the parity of the drachma. For instance,
this occurred at the beginning of 1976 following the devaluation of the currencies of
two of Greece’s major competitors in foreign markets, namely Italy and Spain, by 10
and 11 per cent respectively.

The policy regarding the parity of the drachma can only be used as a supplementary
means of improving the balance of payments. In fact, it has been used successfully for
this purpose. Between the beginning of September 1974 and the end of January 1975, by
following the dollar in its depreciation, the competitive position of Greek products
was strengthened, both in foreign markets and in the home market. Since March 1975,
when the drachma was disengaged from the dollar, the parity of the drachma has been
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linked to the weighted average rates of a basket of currencies of Greece’s major trading
partners. In this way, the weighted average exchange rate of the drachma remained
almost unchanged up to the beginning of last July.

In July, following the renewed appreciation of the dollar, it was decided to link
the drachma to the movements of the European currencies. This policy resulted in raising
the price of the dollar. It was necessary, however, in order to maintain the competitive
position of Greek exports. The same policy will be continued in the future, based mainly
on the criteria of preserving the competitiveness of the Greek economy and avoiding
any serious consequences on the level of domestic prices.

6. AccessioNn To THE EEC AND EcoNoMiC DEVELOPMENT

In the short run, the growth of national income and export expansion can come from
the better utilisation of available productive capacity, which is underemployed in several
industries owing to low domestic and foreign demand. The fuller utilisation of productive
capacity can also help prevent any further increase in cost per unit of output by dis-
tributing fixed costs over a larger volume of output. However, since the recovery of
domestic and foreign demand is expected to continue and accelerate in the near future,
the increase in production will soon come up against inelasticity of supply.

This means that the achievement of a satisfactory pace of economic development
over the next few years depends on the rapid expansion of investment activity, especially
in the manufacturing sector. It should be noted that the stagnation or decline of industrial
investment is an international phenomenon and has its roots in the worst economic re-
cession since World War T1. The result of the recession is the creation of idle productive
capacity, the decline of profitability, and the worsening of the capital structure of many
business enterprises, as well as the prevailing climate of uncertainty.

The recovery of industrial investment is imperative not merely in order to expand
productive capacity and satisfy growing demand in the near future. It is equally important,
especially in view of the country’s forthcoming accession to the EEC, for ensuring the
restructuring of the economy and enhancing its export orientation and competitiveness.
It is only in this way that accession will enable Greece to benefit from the reallo-
cation of industrial activity within the European area. Furthermore, it should be kept in
mind that the process of tariff elimination will be speeded up during the next few
years and that other forms of protection against foreign competition will be gradually
abandoned.

According to existing indications, the stagnation of industrial investment is con-
tinuing this year, even though the Greek economy has entered a phase of recovery,
uncertainty has receded and the business world is, in its majority, optimistic about the
future progress of the economy. The latter is clearly evident from the monthly survey
carried out by the Economic and Industrial Research Institute. A further encouraging
sign is that, despite the severity of the international recession and the dislocations suffered
by the Greek economy owing to the erroneous economic policy followed especially during
the last years of the dictatorship, the divergence of industrial investment from its long-
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term trend is less than in many other countries, even those which are economically far
stronger than Greece. Moreover, during the last two years, Greek industrial exports
moved at satisfactory levels, compared with the corresponding exports of other European
countries with the same or a higher degree of development. This implies that Greek en-
terprises have exhibited greater resistance and ability to adjust to the adverse conditions
brought about by international economic recession and high inflation. They are there-
fore in a position to benefit from economic recovery and at the same time take advantage
of the new opportunities that will be provided by the country’s accession to the EEC.

Accession to the EEC requires considerable changes in the structure of the economy,
a higher degree of specialisation, increased export orientation, institutional reforms, and
a change in working methods and habits. Similar adjustments are needed within business
firms, which must improve their organisational, administrative and marketing techniques,
acquire greater ability to identify and take advantage of new development opportunities,
and attain optimum size.

Private businesses as well as government agencies must realise that accession to
the EEC means that both foreign and domestic competition will become keener and that
business choices and decisions will have to rely, to an increasing extent, on market in-
formation. This implies that the adjustment of the Greek economy to the conditions
prevailing in the EEC, combined with a minimisation of social cost, presupposes (i) that
competitive conditions will be established as soon as possible in the domestic market,
and (i) that private and public enterprises will be forced to establish suitable conditions
and mechanisms for selecting, planning and implementing their investment projects and
for improving their managerial methods and the quality testing and marketing of their
products.

The first of these prerequisites means that the present system of government in-
terventions and regulations must be reviewed for the purpose of eliminating existing ob-
stacles in the operation of the market mechanism. It should be noted that many forms of
such intervention and regulation, as well as the structure of financial incentives, often
generate conditions of unequal competition between business firms, even within the same
industry. In addition, they hinder the entry of new firms and foster oligopoly and mon-
opoly situations, which discourage investment and enable business firms to maintain high
profit margins. Finally, it seems that the whole system of incentives and government
interventions often favours less efficient firms or those with no growth potential at the
expense of other firms in the same field, which promise to grow and become internation-
ally competitive.

It is therefore expedient for government interventions and regulations to be cur-
tailed and rationalised so as not to distort economic choices and decisions, nor have an
adverse effect on the allocation and use of available resources. Most of all, the state must
cease trying to give solutions through administrative measures where the operation of the
market mechanism would ensure more satisfactory results.

A related question is that of clarifying the government’s industrial policy, its policy
regarding the protection of the environment and the regional distribution of various
economic activities, the policy on tax and other incentives, and the policy vis-a-vis foreign
investment. The prolonged state of suspense regarding certain basic regulations and the
lack of clarity characterising important sectors of government policy increase the element
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of uncertainty and may lead to the discouragement of business firms from undertaking
new investment projects, unless the expected profit margin is so high as to cover the cost
entailed, in the investor’s opinion, by uncertainty. In other cases, to compensate for uncer-
tainty, prospective investors seek to secure increased protection, additional financial
incentives or other competition-inhibiting regulations, which may reduce the indirect
benefits from investment.

The clarification of government policy, the rationalisation of the system of govern-
ment interventions and regulations, the simplification or elimination of superfluous bu-
reaucratic procedures and the restoration of competitive conditions are essential for creat-
ing an appropriate industrial environment which is of basic importance for increasing
private industrial investment and improving its composition. These questions can and
must be dealt with successfully in the new five-year economic development plan which
is being drawn up by the government. The plan must lay emphasis on the formulation
of a suitable economic development strategy and include an appropriate development
policy that will be in line with the present stage of development and the current capa-
bilities and problems of the Greek economy, as well as the changes required to adjust
it to the conditions prevailing in the EEC. This is the only way in which the plan can be-
come a useful and effective tool for promoting economic development and taking advan-
tage of the opportunities that will be offered by accession to the EEC. Quantitative
assessments and development targets, their internal compatibility and consistency, as
well as flexibility and adaptability in the implementation of the plan, are absolutely es-
sential. Nevertheless, of greater significance is the identification of strategically import-
ant institutional or other changes, which can decisively affect the pace and structure of
economic development in socially desirable directions.

As already stressed, a basic aim must be to increase private productive investment,
especially in the manufacturing sector. Needless to say, this cannot be done merely by
ensuring an elastic supply of long-term bank credit. The problem is much more compli-
cated and difficult. The process of industrial investment necessarily begins within each
firm with the identification of new development opportunities that guarantee a satis-
factory return on investment. If a planned investment project is economically well
founded, the question of securing the required financing is not going to come up against
serious difficulties.

The realisation of sufficient profits is essential, first as an inducement for assuming
the business risks involved in industrial investment and, second, as a source of finance
for new investment. Economic recession and the decline of demand have reduced profits
in certain industries and this seems to have brought industrial investment to a stand-
still. Similarly, the faster increase in real wages, compared with the improvement in pro-
ductivity, has brought about an increase in labour cost per unit of output. The readjust-
ment of other components leads to a similar result. Likewise, not passing the increase
in cost onto prices may provide a wholly temporary solution if the result is to reduce
profits below a tolerable level.

The problem of insufficient profitability in certain lines of industrial production
seems to co-exist with the problem of unjustifiably high monopoly profits in other
lines of industrial activity. While it is necessary to create favourable conditions and en-
sure possibilities for increasing profitability in industries of the first group, it is also im-
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perative to take effective measures in order to neutralise monopoly power and reduce
profit margins in industries of the second group. The control of monopoly profits and
the establishment of competitive conditions will have favourable effects on the allocation
and use of available financial resources and can help accelerate the pace of economic
development. However, the view that industrial profits are generally high does not seem
to correspond with reality while, at the same time, it produces an adverse business climate
and hinders the recovery of industrial investment. It should not be overlooked that exor-
bitant profits are realised chiefly by tradesmen, middlemen, and the sector of services.
The effective control and taxing of these profits are economically expedient, for they
would help restrain rising price trends and ensure a more appropriate allocation and use
of available resources.

It would be expedient to tackle the problem of formulating an appropriate indus-
trial development strategy by inviting the various social groups to participate in the elab-
oration of the new five-year plan. It would be useful for the relevant talks to contribute
to a better assessment of the role of private business initiative and to the improvement
of the climate of confidence. Recognition of the importance of profit resulting from pro-
ductive activity in a competitive environment, as opposed to profit realised under con-
ditions of excessive protection or through the abuse of monopoly power, is essential for
improving the business climate and confidence, increasing industrial investment and
ensuring the desired pace of economic development along with the changes required in
the institutions and structure of the economy.

Finally, it is essential to mobilise the state agencies established to supplement the
task of private business initiative. The Hellenic Industrial Development Bank (HIDB)
has made no significant effort in this direction, although private investment activity con-
tinues to be inadequate for the third consecutive year. The gap existing in the sphere of
private industrial investment is expected to be filled in part by the Hellenic Industrial
and Mining Investment Company (HIMIC), which was set up by a consortium of
major Greek banks around the end of 1975 and will focus its attention on the exploi-
tation and industrial processing of the country’s mineral wealth. Similarly to the HIDB,
the HIMIC has been established in order to supplement the task of private initiative
in certain sectors, in which the latter takes no interest or is not active, either because
the required capital is very large and the business risks too high or because it lacks the
necessary experience and organisation. Since the activity of the HIMIC is going to be
concentrated in a specific line of industrial production, the HIDB will have a very wide
scope for developing its own investment activity.

Both the HIDB and the HIMIC have been set up for the purpose of contributing
to the realisation of investment projects of strategic importance to the country’s indus-
trial development. It is necessary to activate both these organisations, particularly during
the present period, in which private investment activity is inadequate for reasons partly
related to international economic conditions and to the existence of idle productive capa-
city in certain industries. It should be underlined that the HIDB and the HIMIC do not
intend to compete with private enterprise, nor to establish bureaucratic business firms
that would remain permanently under the control of the state or the banks. The shares
and control of the companies to be formed will be transferable to the public and it is
advisable for the organisations in question to set up enterprises in co-operation with
private venture capital wherever this is possible.



II. ECONOMIC ACTIVITY AND NATIONAL INCOME

1. NaTioNAL INcOME N 1975

In 1975, economic activity rose to a higher level than in the year before. According to
provisional estimates by the General Directorate of National Accounts of the Ministry
of Co-ordination and Planning, real GNP at factor cost increased by 3.3 per cent, com-
pared with a decrease of 1.2 per cent in 1974. Secondary production and services
contributed to this increase by 39.6 and 45.2 per cent respectively, while the agricultural
sector lagged behind with 15.2 per cent.

The growth of real GNP in 1975 should be considered satisfactory if compared
with corresponding developments in the OECD and EEC member-countries, where GDP
is estimated to have declined by 2 and 3 per cent respectively. The favourable develop-
ments in the Greek economy were largely due to the economic policy pursued, which
aimed at bolstering economic recovery at the lowest possible cost in terms of price in-
creases and improving the balance-of-payments situation.

In particular, real income from the agricultural sector rose by 3 per cent against
11.4 per cent in 1974. The relatively low rate in 1975 is due to the stagnation of live-
stock breeding, the reduction of the area under annual crops — especially wheat —and
the reduced crop of currants and raisins. On the contrary, the output of tobacco, sugar
beet and olive oil was considerably higher.

Developments in real income from secondary production, following its considerable
decline in 1974, should be considered favourable. The increase in income originating in
this sector is estimated at 4.3 per cent, compared with a decrease of 10.8 per cent in 1974,
and is chiefly due to the 4.3 per cent increase in income from manufacturing. Increased
activity in the manufacturing sector was stimulated by the domestic demand for manu-
factured consumer goods which picked up in the second half of 1975. The rising trend
in domestic demand, combined with the anticipated recovery of foreign demand, as a
result of the upturn of economic activity in European countries, paves the way for more
favourable developments in manufacturing during the current year. Furthermore, income
from mining recorded an increase of 2.5 per cent in 1975. In particular, there was an
increase in the production of lignite, bauxite, chromite and manganese. Likewise, income
from construction increased by 3.9 per cent while income from public utilities rose by
6.1 per cent. These two sectors had experienced a drop in income by 30.7 and 4.1 per
cent respectively in 1974. The revival in construction stemmed exclusively from private
building activity. The increase in income from public utilities was the result of the
rise in electric energy output.

Income from services, excluding net income from abroad, grew by 3.6 per cent,
against an increase of 2.1 per cent in 1974. This increase stemmed from all subsectors,
though especially from transport-communications (5.1 per cent), housing (3.5 per cent),
and various services (7.4 per cent). Income from transportation and various services
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was favourably affected by the growth of tourism, which had declined in 1974.
Finally, net income from abroad is estimated to have fallen by 13 per cent,
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following a 9.3 per cent drop in 1974. This decrease is due to the drop in revenue from

shipowners’ and seamen’s remittances, as a result of the crisis in shipping.
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2. Gross EXPENDITURE OF THE EcoNoMY

The gross expenditure of the economy at constant market prices increased by 5 per
cent in 1975, against a decrease of 5.7 per cent in 1974, while GNP at market prices grew
by 5 per cent. The disparity between the growth of national income at market prices (5
per cent) and that at factor cost (3.3 per cent) reflects the rise of indirect taxes registered
in 1975.

In particular, aggregate consumption is estimated to have increased by 5.9 per
cent, against an increase of 3.6 per cent in 1974. This relatively high rate reflects the con-
siderable growth of public consumption for the second consecutive year (1975: 12.3 per
cent; 1974 : 12.8 per cent) due to increased defence, education and health expenditure. At
the same time, private consumption increased by 4.7 per cent, against an increase of 2
per cent in 1974, The growth of consumer expenditure is also depicted in the changes in
the retail sales index compiled by the National Statistical Service of Greece. The volume
index of retail sales(?), seasonally adjusted, displayed sharp fluctuations in 1975. Under
the impact of its upward trend during the second half of the year, however, it finally
reached an average level which was 4 per cent higher than in 1974. It seems that
private consumption in 1975 was partially adjusted to private disposable income,
while in 1974 private consumption continued to expand, and finally increased by 2
per cent above 1973, despite lower disposable income. The expansion of public con-
sumption ended up in a decline in the average propensity to save in 1975. Aggregate
consumption absorbed 82.5 per cent of GNP at market prices and 78.6 per cent of
the gross expenditure of the economy, against 81.8 per cent and 77.9 per cent respec-
tively in 1974.

Gross fixed capital formation at constant prices rose by 1.7 per cent in 1975,
whereas in 1974 it had decreased by 25.9 per cent. A further decline of investment during
1975 was halted by a 5.6 per cent increase in private investment (following its sharp
decline by 27.8 per cent in 1974) which, however, was offset by a drop of 7.5 per cent in
public investment (following its decline by 21.1 per cent in 1974). The latter was chiefly the
result of the considerable decline in the investment of public enterprises. As regards
private investment, both its decrease in 1974 and its increase in 1975 stemmed chiefly
from private investment in dwellings, whose sharp decline in 1974 had a marked
restraining effect on economic activity. Investment in dwellings decreased by 46.6 per
cent in 1974 but grew by 27.8 per cent in 1975. It should be noted that this increase, as
estimated by the General Directorate of National Accounts, is larger than the increase
in the volume of new buildings — which, on the basis of construction permits, amounts
to 23.8 per cent—owing to the time lag between the issue of the permit and the ex-
ecution of the project involved and the fact that the permits issued refer not only to
dwellings but to other buildings as well. Investment in the latter category decreased by
19.8 per cent, mainly as a result of a slowdown in the implementation of large industrial
and tourist development projects. Investment in ‘“other construction works’” increased
by 2.1 per cent as a result of expanded investment activity in the public sector.

) Tndex of retail sales value deflated by the consumer price index (excluding the cost of services).
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Investment in machinery and equipment fell by 5 per cent as a result of the
aforementioned decline in the investment of public enterprises. Conversely, private
investment in machinery and equipment is estimated to have increased in 1975, con-
sidering that the settlement of industrial machinery imports registered an increase of
6.1 per cent at constant prices. However, this development does not necessarily promise
an upturn of industrial investment in the near future. The downward trend in approvals
for machinery and equipment imports during 1975 is an indication in this respect. It is
highly probable that the stagnation of industrial investment will continue in the coming
months, considering that inadequate demand is still the main factor holding back
investment. Moreover, the growth of demand in the first phase of economic recovery
can be met by the utilisation of idle productive capacity.

3. AGRICULTURAL PRODUCTION

According to provisional estimates by the Ministry of Agriculture, the volume of agri-
cultural output grew by 2.9 per cent in 1975. The corresponding increase was 9.2 per cent
in 1974 and the average annual increase for the four-year period 1970-1973 was 3.6 per
cent. The low rate of increase in agricultural output last year was chiefly due to the
stagnation of livestock production (4 1.1 per cent against 8.5 per cent in 1974) and,
secondly, to the slower growth of crop output (+4.8 per cent against +11.2 per cent
in 1974). ,

It should be noted that, of the basic branches of crop production, the greatest
slowdown in the rate of growth was recorded in tree crops (-5.4 per cent against 15.9
per cent in 1974) and annual crops (-+4.4 per cent against +8.8 per cent in 1974). In par-
ticular, the determinants of the lower rate of growth in annual crops were both the decrease
in the area under crop — chiefly grains — and the smaller improvement of yields per unit
of land. On the contrary, the effect from the restructuring of crops was both positive and
pronounced in 1975, whereas it had been negative over a series of years, since the pro-
duction of crops with a high gross value of output per unit of land had either declined
or remained stagnant.

The 2.9 per cent increase in agricultural output is the result of large increases as
well as of significant decreases in the output of a small number of crops accounting for
less than 30 per cent of the total gross value originating in this sector. This means that
the greater part of agricultural output either remained stagnant or recorded small fluc-
tuations. In particular, considerable increases were noted in the output of sugar beet
(-}-88 per cent), tobacco (-}-45 per cent), apples-pears-peaches (<26 per cent) and olive
oil (413 per cent), whereas decreases were noted in the output of currants and raisins
(-21 per cent), wheat (-9 per cent) and barley (-6 per cent).

Considerable headway was made in the effort to step up sugar beet production,
which increased from an average annual level of 1,350,000 tons in the five-year period
1970-1974 to 2,660,000 tons in 1975. As a result, sugar output rose to 282,000 tons,
which is well in excess of the needs of the domestic market. Self-sufficiency in sugar
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saves foreign exchange of nearly $50 million annually and, at the same time, ensures
a satisfactory growth of income for a large part of the agricultural population.

There was also a considerable increase in tobacco output, from 81,200 tons in 1974
to 116,900 tons in 1975. Exportable oriental and Burley tobacco accounts for 31,800 tons
of these additional 35,700 tons. Increased output affords large supply margins for
expanding exports during the next export season 1976/1977. These favourable develop-
ments in the tobacco crop should be attributed to the satisfactory prices quoted to
producers during the last two years, as well as to the measures taken to promote tobacco
varieties for which there is a growing demand.

A substantial increase in the crop of olive-oil for the second consecutive year raised
its estimated level to 257,000 tons against 237,000 tons in 1974. Since during the last few
years there has been an increase in olive-oil output all over the world, the international
market for this product seems to be characterised by excess supply. This might lead to a
considerable drop in its international price and result in difficulties in selling Greek olive
oil in foreign markets on satisfactory terms. Such prospects would prove unfavourable
for the olive-oil crop in Greece, for at an annual level of output of the order of 250,000
tons, the maintenance of olive-oil prices at a level satisfying producers presupposes a
considerable increase in demand, both domestic and foreign.

Favourable developments were seen both in the production and in the sales of
citrus fruit and fresh fruit. There was a particularly large increase in the output of fresh
fruit — chiefly pears, apples and peaches — which increased the country’s export poten-
tial. Exports of fresh fruit and vegetables grew considerably during the 1975/1976 season,
at prices which were generally satisfactory.

The output of currants and raisins is estimated at 155,000 tons, against 196,000
tons in 1974. Almost the entire crop was bought by the Autonomous Currants
Organisation and the Co-operative Sultana Associations at prices satisfying producers,
despite low prices in the world market. Owing to the decrease in output, the marketable
stock at the end of the current export season is estimated to be lower than at the end
of the 1974/1975 season. In view of the existing chronic sales problem for this product,
especially in years of high output, it is planned to reduce the area of vineyards. In this
respect, a three-year programme has already been announced for subsidising voluntary
uprooting of currant plantations covering an area of 6,000 hectares and replacing them
with dynamic crops.

Cotton output was maintained at almost the same level as in 1974 (356,000 tons),
despite the 12 per cent decrease in the area under crop. This is due to the efforts made
by cotton growers for improving productivity and reducing production cost at a time of
declining trends in prices. It also points to the efficacy of the policy for the protection
of this product, which consisted in fixing a guaranteed price of Dr. 17.70 per kilo in
1974 and Dr. 19 in 1975. Favourable prospects for cotton growing and exports are
anticipated since conditions in the international market in terms of demand and prices
are already improving again.

The aforementioned trends in the production of basic crops are in line with the
policy of improving the composition of agricultural output, by shifting producers’ ac-
tivity to crops satisfying the criterion of high income yield per unit of land coupled with
favourable sales prospects in both the domestic and the world market. However, it should
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be noted that, as regards other crops whose production is likewise desirable, such as meat
and animal feed — especially maize and barley — the problem of promoting these crops
remained unsolved or was even aggravated in 1975. In fact, meat output decreased
slightly, while that of animal feed fell by 3 per cent. Furthermore, during the three-year
period 1973-1975, around $200 million was allocated for animal feed imports, over
and above the annual outflow of foreign exchange to the tune of $100 million for
imports of meat and live animals. The policy pursued during the dictatorship for
increasing livestock output, despite the allocation of considerable resources, failed to
contribute to the development of a viable livestock industry. It seems that the solution
to the problem lies chiefly in increasing the domestic production of suitable and cheap
animal feed to meet the present supply deficit, at least to a considerable extent. Any
other policy which, in order to satisfy domestic demand for meat and dairy products,
would aim at increasing and improving the composition of livestock without previously
ensuring adequate and cheap supplies of animal feed, would have a limited economic
effect and would simply shift the burden of foreign exchange expenditure from imports
of livestock products to imports of animal feed.

With particular regard to developments in livestock production, especially meat
output, the following should be noted: Existing evidence supports the view that the
stagnation recorded in meat output is due to the unfavourable development of breeding
costs in relation to meat prices, following the large increase in the prices of animal feed
in 1974. According to estimates of the National Statistical Service of Greece, the prices
paid by producers for animal feed increased by 18 per cent in 1973 and nearly 32 per
cent in 1974. Compared with these increases, the prices paid to meat producers increased
by 25 and 15 per cent respectively. These changes in relative prices may have contributed
both to the increase in meat production in 1974 and to the decrease in output in 1975.
This view is also upheld by the fact that there was no change last year in the output of
pork and poultry meat, which depends to a greater extent on cereals and was, conse-
quently, affected more strongly by the large increase in their prices.

4. DEVELOPMENTS IN INDUSTRY

As regards industrial production, the recovery commenced in August 1974 continued in
1975, although at a slower pace. On the basis of seasonally adjusted data, the index of
manufacturing production for the period August 1974 — April 1975 rose at an average
monthly rate of 1 per cent. Since May 1975, however, the average monthly rate of in-
crease has been limited to 0.6 per cent. Finally, the growth of industrial production during
the year under review amounted to 4.5 per cent and should be considered satisfactory
if compared with corresponding developments in the OECD countries, in most of which
industrial production declined in 1975. The growth of manufacturing production stem-
med from an 8.4 per cent increase in the production of consumer goods. Conversely, the
production of capital goods recorded only a slight increase (1.5 per cent), while the pro-
duction of consumer durables decreased further by 11.2 per cent, following a 13 per cent
reduction in 1974.
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Developments in the manufacturing sector over the last few years seem to have
been influenced, to a considerable extent, by the movement of stocks. Under the impact
of high demand, the ratio of stocks of finished manufactured goods to the volume of pro-
duction started declining in the third quarter of 1972 and dropped to low levels at the
end of 1973. Under conditions of severe credit restrictions in 1973, which lasted till August
1974, the liquidation of stocks of finished products permitted the financing of increased
supplies of raw materials on the part of industrial firms, which expected a continued growth
of prices and, at the same time, of the demand for finished manufactured goods.

However, these cxpectations were not realised. In the last months of 1973, sales
of manufactured goods started to decline and in 1974 moved at a level which was
substantially lower than in 1973. Nevertheless, manufacturing output during 1974 did
not keep pace with declining demand. Hence, the ratio of stocks of finished manufac-
tured goods to the volume of production started to return to a higher level. The
financing of stock accumulation has since become possible, owing to the relaxation of
credit restrictions in August 1974 and the large credit expansion that followed. Short-term
credit to industry grew by 33.4 per cent in 1975, while manufacturing output increased
by 4.5 per cent and the prices of manufactured goods — according to the special whole-
sale price index compiled by the National Statistical Service of Greece — by 7.8 per cent.

Developments in certain basic manufacturing branches and other sections of
secondary production in 1975 may be summarised as follows :

a) Following the demand-determined stagnation in 1974, the rate of increase in
the production of the textile industries accelerated (+18.4 per cent) during the year under
review, compared with the average rate of growth (+13.6 per cent) of the period 1970-1973.
Almost all categories of textiles registered an increase in output; particularly high growth
rates were recorded in knitted fabrics (--35.6 per cent), the silk industry (+23.1 per cent),
the cotton industry (+10.4 per cent), and the wool industry (-7 per cent). These
developments were chiefly due to higher domestic demand for textiles, especially since the
second quarter of 1975 and, secondly, to exports.

On the basis of foreign exchange statistics, the value of textile exports amounted
in 1975 to $232.1 million, having increased by 14.9 per cent above 1974. In particular,
the value of exports of cotton goods is estimated — on the basis of data supplied by
the cotton-growers’ association —at $98 million or a decrease of 11.2 per cent below
1974. This decrease was due both to a decline in the price of cotton yarns in foreign
markets, especially in the EEC countries, as well as to the appreciation of the U.S. dollar
during the year ended.

As regards investment in the cotton industry, it should be noted that in 1975,
the number of installed spindles rose to 985,000 (of which 967,000 actually operated)
against 909,000 in 1974, having increased by 8.4 per cent.

b) The decline in the production of the basic metals industry manifest since the
third quarter of 1974 continued throughout 1975. The level of output dropped by 2.6 per
cent and this was evident in all items produced. The largest decreases were recorded in
output of steel products (-28 per cent) and aluminium (-5 per cent). Production of cast
iron declined to a lesser extent (~1.7 per cent) as did that of ferronickel (-1.5 per cent).
Apart from the decline in domestic demand, developments in this sector were adversely
affected by the decline in exports. According to foreign exchange statistics, the value
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of exports of this industry amounted to $157.7 million in 1975, against $193.7 million
in 1974, having decreased by 18.6 per cent. Exports of all commodities declined:
ferronickel by 16 per cent, aluminium by 18.8 per cent, and steel, iron and steel plates
by 21.6 per cent.

¢) The growth rate of output of the chemical industries accelerated in 1975. Ac-
cording to the relevant index compiled by the National Statistical Service of Greece, the
production of this sector recorded an 8.5 per cent increase, against 1.1 per cent in 1974.
This was mainly due to increased activity in the varnishes and paints industry (419 per
cent), pharmaceuticals (+10.5 per cent) and fertilisers (+8.6 per cent). Exports seem to
have contributed to these developments. According to foreign exchange statistics, ex
ports of “other chemicals and pharmaceuticals’ totalled $65.6 million agamst $40.1
million in 1974, having increased by 63.7 per cent.

d) An acceleration in the rate of growth was also recorded in the production of
nonmetallic minerals (1975 : +5.2 per cent; 1974 : +1.2 per cent). This was due to the
increase in the output of cement (+12.5 per cent), which was made possible by an
increase in exports which totalled 3 million tons in 1975, against 2 million tons in 1974.
Conversely, domestic consumption of cement exhibited a further slight decrease (-2.2
per cent) in 1975, following an 18.8 per cent decrease in 1974.

¢) Mining and quarrying output decreased by 2.4 per cent in 1975. This was
chiefly due to the decline of domestic demand for raw materials by the basic metals in-
dustries, as well as slack building activity. The decline in the index of production of
mines and quarries was affected by the reduced output of sulphur compounds and
barytes (-27.1 per cent), iron ores (-1.4 per cent) and quarrying and building materials
(-10.4 per cent). Conversely, lignite output rose by 18.5 per cent, owing to the greater
substitution of lignite for imported liquid fuels in the production of electric power.

Exports of minerals and ores increased in 1975, although at a slower rate than in
1974. According to data released by the National Statistical Service of Greece, the growth
of exports came from pumice-stone, chromite and bauxite. Conversely, exports of other
minerals, such as clay, emery, marble, lead ore, zinc ore and barytes decreased — some
of them at a high rate. In view, however, of the increase in average export prices, total
earnings from mineral and ore exports rose by 13.5 per cent in 1975.

f) The output of electric energy rose in 1975 by 6.5 per cent, against an increase
of 1.3 per cent in 1974. Moreover, according to available data of the Public Power
Corporation, production in 1975 amounted to 14,627,708 kwh against 13,725,678 kwh
in 1974. The increase stemmed chiefly from the thermoelectric plants, whose capacity
was raised through the operation of the second thermoelectric unit at Kardia, of a
generating capacity of 300 MW, and of the third thermoelectric unit at Megalopolis,
of equal capacity. The third hydroelectric unit of 125 MW at Polyphyton has also been
put into operation.

Total energy consumption rose by 5.7 per cent in 1975 and totalled 13,568,556
kwh. Of this, 57.4 per cent was absorbed by industry, against 59.1 per cent in 1974.
This should be attributed to the fact that the growth of manufacturing output in 1975
stemmed from industries consuming less electric energy.
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5. DEVELOPMENTS IN EMPLOYMENT

According to data compiled by the employment offices, total employment did not
change substantially in 1975. The number of placements remained essentially at 1974
levels while dismissals showed only a slight increase. Moreover, available data show that
there was an increase in the number of unemployed persons, owing to newcomers to
the labour force and to the fact that the number of repatriated workers exceeded that of
emigrants.

Employment in manufacturing showed similar developments. According to the
employment index compiled by the National Statistical Service of Greece, the average
level of this index in 1975 was slightly higher than in 1974 (+-0.8 per cent). It should,
however, be noted that, since the summer of 1975, industrial employment has started
recording a slight upward trend. In particular, whereas during the first half of the year
employment remained almost unchanged compared with the second half of 1974 —on
the basis of seasonally adjusted data —in the second half of 1975 it increased by almost
2.5 per cent above the first half. At the same time, there was a reduction in manhours
estimated at 2 per cent, compared with 1974. Total work-hours showed a decline of
1.2 per cent during the same period.

In 1975, emigration continued to decrease and, at the same time, the repatriation
of workers accelerated; as a result, repatriated workers in 1975 exceeded emigrants by
nearly 13,900 persons. This is basically due to the repatriation of workers from W. Ger-
many and is connected with the recession which prevailed in that country. Net repatria-
tion from W. Germany in 1975 exceeded 17,200 persons.

Labour remuneration in money terms recorded a substantial increase in 1975. This
is evident from the readjustment of minimum wages and salaries, the pay rises awarded
to various categories of workers and the data compiled by the NSSG concerning labour
remuneration in manufacturing. In particular, minimum wages and salaries were in-
creased by nearly 20 per cent in 1975. The largest portion of this increase (12 per cent)
was granted on Ist March and the balance on Ist August 1975. At the same time,
considerable increases were granted to all other categories of the working population:
civil servants (10 per cent), employees of the Public Power Corporation (11 per cent),
employees of the Hellenic Telecommunications Organisation and Hellenic Post S.A.
(12.5 per cent) and bank employees (about 15 per cent). Moreover, increases in two
instalments, totalling 40 per cent, were granted in 1975 to the employees of department
stores, sociétés anonymes, and accountants. Likewise, considerable pay rises were granted
to workers in basic industries, namely 24 per cent to textile workers, 45 per cent to
workers and technicians in the steel industry and 43 per cent to workers and technicians
in the chemical industry.

According to data compiled by the National Statistical Service of Greece in con-
nection with firms employing more than 10 persons, average hourly wage rates were
increased by 24 per cent above 1974, while average weekly earnings rose by 21.4 per cent
and average monthly earnings by 20.4 per cent. The difference noted between the in-
crease in hourly wage rates and that in weekly earnings is due to the reduction of man-
hours in industry.
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Since the rise in the average level of the consumer price index between 1974 and
1975 was 13.4 per cent, real hourly wage rates in industry are estimated to have increased
by 9.3 per cent, against a decrease of 0.4 per cent in 1974, The corresponding increases
in average weekly and monthly real earnings were 7.1 and 6.2 per cent respectively.



III. PRICE DEVELOPMENTS

In 1975, prices continued their upward course, though with considerable fluctuations.
In fact, during the first months of the year, the growth rate of consumer prices, which
had slowed down since July 1974, picked up somewhat, owing to readjustments in the
state-controlled prices of certain services and to increased taxes. From April to August,
the rate slowed down again, but then started accelerating once more, mainly because of
the steeper rise in the prices of services. Finally, the growth rate slackened again in Novem-
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ber, a trend which continued into the first months of 1976. The total upshot of these
fluctuations was that the consumer price index rose by 15.2 per cent in 1975, compared
with 13.5 per cent in 1974.

A significantly smaller increase was recorded last year in wholesale prices. In fact,
the wholesale price index compiled by the National Statistical Service of Greece (NSSG)
rose by 10.1 per cent last year, against 12.4 per cent in the year before. Similar develop-
ments are evident from the wholesale price index compiled by the Bank of Greece for the
Athens-Piraeus area, which went up by 12 per cent between December 1974 and Decem-
ber 1975, compared with a rise of 10.7 per cent in 1974,



38 REPORT FOR 1975

The rise in prices was less pronounced in terms of average annual levels. In fact,
the average annual level of the consumer price index rose by 13.7 per cent last year, against
26.9 per cent in 1974, while that of the NSSG’s wholesale price index went up by 6.8
per cent in 1975, compared with 36.7 per cent in the year before.

The smaller increase in average annual levels is explained by the fact that rising
price trends became stronger in the last four months of the year and therefore affected
average annual levels to a less appreciable extent. Moreover, the substantial differences
observed between the consumer price index and the wholesale price indices in terms of
growth rates—differences which were also seen in previous years—are mainly due to the
different composition and weighting of these indices. Specifically, while the wholesale
price indices include goods only, the consumer price index includes both a larger number
of final consumer goods and a variety of services, the prices of which rose in 1975 at an
appreciably higher rate than those of goods. In addition, the slower rise in the wholesale
price indices, as compared with the consumer price index, was also due to the slight in-
crease in the prices of exported final products.

The increase in the prices of services
accounted for around 36 per cent of last
T I T ycars_’ rise in the consumer price .index.

(JANUARY 1973=100) SpeCIﬁcally, out of the controlled prices of
services, upward readjustments were made
170 25 in the cost of telephone and postal services,
. - medical care, urban and inter-city transport,
| 160 water supply and electricity. Expansionary
effects were also exerted by readjustments in
150+ | the tuition fees and other expenses of in-
dependent schools, the cost of personal
grooming (barber’s, hairdresser’s etc.), house
rents, recreation expenses (cinema tickets),
| and household services (cleaner’s).

To a significant extent, the rise in
the consumer price index was also due to the
P . higher prices of foodstuffs. The largest in-
creases were noted in the prices of fresh and
frozen meat, which stemmed mainly from in-
creased production cost (owing to the higher
prices of animal feed) and the higher cost
of meat imported to supplement domestic
output. A significant increase was also noted
in the prices of dairy products, olive oil,
seed-oil, eggs, pastries and beer, because of
increased production cost and readjustments
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in support prices.

These readjustments and the higher prices of services accounted for 70 per cent of
the total increase in the consumer price index in 1975. The other 30 per cent was mainly
due to the increased prices of cigarettes, clothing and footwear, fuels, certain consumer
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durables (carpets, household appliances etc.) and some other articles for direct con-
sumption.

The rise observed in 1975 in the NSSG’s wholesale price index stemmed mainly
from the increase in the special index for “final products of domestic primary production
for home consumption” by 14.6 per cent, against 2.7 per cent in 1974, and from the in-
crease in the special index for *“final products of domestic industrial production for home

consumption’ by 8.6 per cent, against 23.6
- - 7 per cent in 1974. These increases accounted
WHOLESALE PRICE INDEX (NSSG) ' for 83 per cent of the overall rise in this in-

% o | dex. Specifically, the special index for “final
- products of domestic primary production
el T/’/\E’/ | for home consumption’” accounted for 47.8

- per cent of the overall rise, while the index

™ /,,,f—r oo — | for domestic industrial products accounted

| 220+ ~ for 35.1 per cent. The increased prices of

final products of domestic production mostly
| | reflect their higher production cost. The con-
‘ siderable rise in the prices of these products
| 10 stemmed primarily from the higher prices
180  of livestock products and, secondly, of farm
| produce. Notable increases were also re-
corded in the prices of products from mines,
quarries, salterns and fishing, but their effects
on the index were not significant. Among

140 a7z o domestic industrial products, price increases
' oe® were observed in petroleum products, tex-

1973

130 p—
" e e e tiles, beverages, tobacco, foodstuffs, non
T ' | metallic minerals, chemicals etc., whereas
0 -
i M A W 3 1 R E e NP the prices of paper and metals fell.

e ' The share of the price index for ““final

products of foreign origin’ in raising the
general index of wholesale prices in 1975 was not so significant as in 1974 and 1973. This
index rose by 7.9 per cent during the year under review, compared with increases of 16.2
per cent in 1974 and 45.6 per cent in 1973, while its direct effect on the general index was
14 per cent. However, it should be noted that, apart from their direct effects, increases
in the prices of imported goods have secondary effects by burdening domestic production
cost. Among imported goods, considerable increases, with corresponding effects on the
general index, were noted in the prices of petroleum products, machinery and electrical
appliances, transport means, livestock products and rubber articles. On the other
hand, the prices of processed foodstuffs, metal manufactures and agricultural products
decreased.

The special index for “exported products of domestic primary and industrial
production’” rose by 3.8 per cent in 1975, against a fall of 2.4 per cent in 1974. The small
rise in this index last year stemmed from the better prices fetched in foreign markets by
mine, quarry and livestock products. It is worth noting that the fall observed in this index

-
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in 1974 was wholly due to the decline in the prices of certain agricultural, livestock and
textile products.

The above-mentioned rises in the price indices reflect pressures exerted mainly
by growing costs. In particular, the rise observed in both wholesale and consumer prices
was largely the outcome of increased production cost, chiefly owing to the wage and salary
readjustments that were made in 1975. An indication of the extent of wage readjustments
in 1975 is provided by relevant developments in industry. According to NSSG data, the
average hourly wage rate paid in manufacturing during the third quarter of 1975 was
23.7 per cent higher than in the same quarter of 1974. The corresponding increase between
1973 and 1974 was 26.2 per cent. This rise in labour remuneration was much higher than
the improvement in productivity achieved during the same period, with the result that
labour cost was greatly increased.

Although wage readjustments were the principal factor nderlying the increase
in production cost, the domestic price level was also affected by last year’s further rise
in the cost of imported goods, as a consequence of higher international prices and changes
in the parity of the drachma. It should be noted, however, that the effect of this factor
on domestic prices, though considerable, R

was appreciably milder than in 1974. ; B e LR ook R

As already mentioned, the higher e A
support prices granted by the state for :
agricultural products played a significant
part in raising domestic prices.

Rising price trends due to increasing
production cost were further aggravated by
the tax burdens introduced at the beginning
of 1975 (increase in turnover tax, stamp tax
etc.). The increase in taxation had an adverse
effect on price developments on the supply
side. On the demand side, however, it seems
that prices were not affected to any significant ‘
extent, in spite of the recovery in economic T R :,, =
activity that took place last year. The expla- SEESS T |
nation could be sought for in the consider- i I
able amount of idle capacity still existing in
most lines of production.

A comparison between price develop-
ments in Greece and other OECD countries
shows that, although the rise in Greek con-
sumer prices did not overstep the limits of 3 i
corresponding increases in several European o wmo T e C wm wm
countries, it was among the highest. '

According to the preceding analysis, the rapid rise in domestic prices during 1975
was due to both internal and external factors. Some of these factors are still exerting a
significant effect on price developments this year. It is therefore necessary to carry on a
systematic investigation of price determinants. This is imperative as it is reasonable to
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expect further pressures during the current phase of economic recovery. Nevertheless,
the forecast is for a slower upward movement of prices in 1976, provided that the govern-
ment continues to apply prudent monetary, credit and fiscal policies and that the various
social groups exercise self-restraint in the pursuit of legitimate income claims so as to
keep them within the limits of the economy’s capabilities.



IV. MONETARY DEVELOPMENTS

1. CHANGES IN THE LIQUIDITY OF THE EcONOMY

a. General

The growth rate of money supply (currency in circulation plus sight deposits) slowed
down in 1975. This was the result of developments in the private sector, especially of
the high growth rate of time and savings deposits. Conversely, the liquid assets of the
private sector, i.e. the sum of currency in circulation plus private sight, savings and time
deposits in drachmas, showed an increase which exceeded the increase in GNP at current

prices, resulting in the growth of the overall
liquidity of the economy in 1975.

Money supply increased by 15.6 per
cent in 1975, against 19.7 per cent in 1974.
Of its components, currency in circulation
rose at a substantially slower rate while sight
deposits rose at a much higher rate than in
the year before. The larger increase of sight
deposits stemmed from both private deposits
and deposits of public entities. The increase
in private sight deposits reflects to a consi-
derable extent the restoration of conditions
of easier bank credit to enterprises.

Despite the larger growth of private
sight deposits, their transaction velocity —
as measured by the ratio of the aggregate
value of cheques presented for clearing to
the average annual level of sight deposits—
showed a slight increase during the year under
review. According to present indications, this
development is linked to the policy pursued
by private enterprises for economising cash,
and is due to the facility with which enter-
prises provisionally invest their liquid assets
in savings deposits, which they can withdraw

- LIQUIDITY OF THE ECONOMY *
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without advance notice or any other restrictions. This view is supported by the fact that
the velocity of circulation of savings deposits with commercial banks increased, whereas
the velocity of circulation of deposits with the Postal Savings Bank decreased. The ex-
planation should be sought in the fact that the share of time and savings deposits made
by entrepreneurs is higher in commercial banks than in the Postal Savings Bank.
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CHANGES IN MONEY SUPPLY

Annual changes

Balances out- 7 o~y e

standing on Million drachmas Percentage

31 Dec. 1975 | ]

| 1973 1974 1975 1973 1974 1975

Currency in circulation 91,699 14,303 15,353 11,487 28.3 237 14.3
Sight deposits 37,170 2,780 2,984 5,907 10.9 10.6 18.9
Private (23,983) | (2,365) (972) (3,991 (14.2) (5:1) (20.0)
Publ;c entities (11,004) | (438) (853) (2,169) (6.1) (10.7) (24.5)
Public enterprises (2,183) (-43) (1,159) (-253) (-3.3) (90.5) (-10.4)
Money supply 128,869 17,083 18,337 17,394 2215 19.7 156

b. Short-term Developments in Monetary Magnitudes

During the year under review, short-term developments in monetary magnitudes were
of particular interest. Specifically, the quarterly rates of change both in currency circu-
lation and private deposits — after a seasonal adjustment of the initial figures — showed
large fluctuations during the year which, however, partially offset one another. This is
evidenced by the quarterly rates of change in the sum of these two magnitudes, i.e. the
total of liquid assets. These changes are shown in the following table :

SHORT-TERM DEVELOPMENTS IN MONETARY MAGNITUDES
(Quarterly rates of change, seasonally adjusted)

1975
1st quarter 2nd quarter 3rd quarter 4th quarter
A 7 % v
Liquid assets(!) =30 +7.3 +6.6 +6.3
Currency in circulation +8.5 +2.4 —2.4 5.6
Private deposits +3.0 +9.2 +9.8 +6.9

(1) Including currency in circulation plus private sight, savings and time deposits in drachmas.

The different developments in currency in circulation compared with those in
private deposits during the first and second quarter of 1975 mainly reflect the psycho-
logical reactions of depositors to non-economic factors. In fact, at the beginning of 1975,
under the impact of the Cyprus crisis, there were considerable withdrawals of deposits
which were provisionally held in cash. Soon after the crisis subsided, these deposits started
flowing back into the banking system and, by the end of the year, the ratio of cash to
other liquid assets had returned to more normal levels. The fluctuation in opposite direc-
tions of the rates of change in currency circulation and in private deposits reflects the
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high degree of substitutability between these two forms of liquid assets. The explanation
for this high degree of substitutability should be sought in the facility of converting
savings deposits into cash without incurring any capital loss.

¢. Income Velocity of Currency Circulation

After 1972, the income velocity of currency in circulation was affected by exceptional
economic and non economic factors. In particular, during the last months of 1972 and
especially in 1973 and the first months of 1974, under the influence of the rapid increase
in prices, which led to a climate of unfavourable price expectations, the public tried to
reduce their cash holdings, chiefly through increased purchases and stocking of com-
modities. This resulted in a decline in the demand for money. In the two-month period
July-August 1974, following the Cyprus crisis, there was a partial conversion of deposits
into cash. Thus, the demand for money showed a sharp increase in July and August
1974. In September of the same year, part of the deposits withdrawn started flowing
back into the banking system. However, the amount held in the form of money
remained at rather high levels until the end of the year. The maintenance of cur-
rency in circulation at high levels during the second half of 1974 had an expansionary
effect on its average annual level, resulting in the containment of income velocity at a
level lower than that justified by economic reasons.

Income velocity of:(Y

Years Currency circulation Money supply
1968 7.60 5.67
1969 §.22 5.94
1970 8.46 6.08
1971 8.54 6.01
1972 8.73 6.04
1973 8.82 6.04
1974 8.86 6.32
1975 8.39 6.05

(1) Ratio of gross national product at current market prices to the average annual level of currency circulation or
money supply.

The aggravation of the Cyprus crisis during the two-month period January-
February 1975 revived the tendency to hold money for precautionary reasons almost
throughout the first half of the year. From the table of short-term developments in
monetary magnitudes — on the basis of seasonally adjusted figures — currency in cir-
culation rose by about 11 per cent in the first half of 1975 and about 3 per cent in
the second half. Since the summer of 1975, and after the effects of exceptional events had
subsided, demand for money has started regaining normal levels. The decrease in the
demand for money has been coupled with a higher rate of growth in deposits since mid-
1975. However, the average level of currency in circulation in 1975 was high once more,
as a result of developments during the second half of 1974 and the first half of 1975. As
a consequence, the income velocity of currency circulation showed a decrease in 1975.
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It should be stressed, however, that developments in the average level of currency cir-
culation conceal its tendency to return to more normal levels, particularly since the middle
of 1975. This tendency is corroborated by developments in the first months of the current
year, during which there was a further deceleration in the growth rate of currency in
circulation.

d. Total Liquidity of the Economy

During the year under review, developments in the total of liquid assets were of particular
interest from a monetary point of view. Specifically, since the beginning of the second
quarter of 1975 there has been an acceleration in the growth rate of liquid assets, es-
pecially of time and savings deposits. This acceleration is chiefly linked to favourable
prospects regarding the development of prices and the slackening of investment acti-
vity financed out of own funds in the private sector.

As a result of these developments, the overall liquidity of the economy increased
during 1975, but still remains at lower levels than in 1972.

LiQuipiTy OF THE EcoNOMY :
RATIOS OF LiQUID ASSETS IN THE PRIVATE SECTOR TO GROSS NATIONAL PRODUCT

1970 1971 1972 1973 1974 1975

1.(a) Money supply (M,) as a percentage
of GNP 0.141 0.141 .0.143 0.145 0.143 0.147
(b) Percentage change compared with
previous year -2.8% — +1.4% }-1.4% -1.4%  42.8%
2.(a) Money supply plus private time and
savings deposits in drachmas (M,)

as a percentage of GNP 0.406 0.442 0.471 0.432 0.410 0.439
(b) Percentage change compared with
previous year +5.2% +0.9% +6.4% -8.1% -5.1% +7.1%

Note : In assessing liquidity ratios, monetary magnitudes are taken at average annual levels. Furthermore,
money supply is here taken to include private deposits only.

2. FACTORS AFFECTING MONEY SUpPPLY

The analysis of the factors affecting money supply shows that the public sector of the
economy exerted an expansionary effect on money supply in 1975. Conversely, the private
and the foreign sector of the economy had a contractionary effect.

The public sector, which includes the Central Government, public entities and
public enterprises, had an expansionary effect of Dr. 38,198 million on money supply
against a similar effect of Dr. 24,626 million in 1974. Most of this effect came primarily
from Central Government and, secondly, from public enterprises, whereas public entities
once more recorded a surplus.

Central Government accounts, viz. the ordinary budget, the public investment
budget, the consumer goods account and the accounts for government purchases of agri-
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(-+) Money supply increase (—) Money supply decrease
(Million drachmas)

|
Seictiors ‘ 1974 [ 19754

A PUBLIC SECTOR. «ioe /s onicinteis sithtrasoisre stasaisinias| thseiaiaisis SGhEiit He S0 Eioe oiniars 3 -+ 24,626 +38,198
I.  Central Government (excluding foreign borrowing) (¥) ................... +25,954 +36,130
1T 0ATS AN ¢ ACVATICEE] <iovsrs vis tasiei s shaiile]e als ae) oTo)sse sfsss o irsaunda (8 agni e ses® o isimieimi o + 8,839 + 8,400
2. TTreasULY DI oot o s erinst loiunelran et s ool o ool fo fosbiaLas s 1ade Hin esonin oz + 14,470 -+ 12,244
R OTICI =  tarsags e s semir s | ek il fei | s o2 s niniase (ECA LA ERca o i mi e — 155 — 134
A DICTIOBIES s o i i e en s bAd o b ootk e e e ) — 5,345 — 1,222
5, Other 8CCOUNTSY .« .\ttt st et et eai s tanranaramr e aanasnns — 1756 — 4,394
6. FOTCIEN DOTTOWIDE uiizit s ctagsiaieisss olaisiaisio siaaiafaadsl soatusaiotss siosasotots 2o tesjeinjas + 8,901 + 21,236
T T o Y T e B e L o D R S S AR A PP S e S S et i — 7,009 — 3,772%
e L OCAL AUTENOTAEIES  §2ilslsaiatet here shesiciote b kel tie  mierele minke essknteke ey Eatessipie s s ALAAE — 884 — 723
2 SOCIEL SECUTTEY v s retetorass istonsiors folatoiata s nur rirsaa aisss simioinisioiaie mimiriois ={eiaieidld | — 5,020 — 2,330
2L (O ponean aousbEAn ba e bho 5 0oy odandane 6 0ne FasnEenn HInane6 om0 RaE GO0 — 1,105 — 719
II. Public eRterpriSes ............ceecassasinssnsernserssnsassssssinssssa + 5,681 + 5,840
1. Loans and alVAICES . ....cioiioisicimsirsiois s inmiine missosieiase rsimi S, GH 8 she 00 e + 5,649 + 5,597
T b e e oy 0k B 0 T L 5 e 0 00 OO ) B e D A O S 0 6 - 32 + 243
B PRIVATE SECTOR:: 255005 iash s leits shlrsie camtiles simiseis i v s e | --10,202 — 4,407
I. Loans and Gdvances . ............uuenoeeenme et eateanatiaiiiinneannas + 40,629 +459,450
1 AGHCUMIIS o oo arrstotstossncnsmtogs sto (arsis sie ose s arassss rioisfedoimranse  siniim i inimsrinds o -+ 10,805 + 12,152
D MANUTACTITITIE, + oo tareraiesiin 1o asaryesorane) stelatsieteroiete sl sininielsinioeiatase (efeaskaiamegerol sin imisee -+ 19,844 + 30,761
L O T b e B BB e e .6 010 0 GO E RO 5 O o e G Py oY s B e 70,00 b G e | -+ 9,980 + 16,537
TE SPOUPIHIER: oo te oneie s e e ST A e o, SR e e oS TR BT + 3,649 + 1,893
T DEDOSTIET o vt s ovans otet e s e P e P T Lo o e e oA S o Tt 0 | midimasbol i e oamnen —33,976 —65,750
L SBVITIZR, it eintss oo eovamvist oo 7S ey oharste, aialseaToRaTel ome ofs [SHvmtal ek fn smiiiess oiasegszaloia sToitinds — 25,037 | —47,480
NG L vescivi e v 3 ST 6T e S RS A T 1w e Sl i i PEYRIASAETR Upielnie — 17,061 — 12,880
BU TRERETICHEA s oo ivasm orvirassions fodsEsto matelate s Maas | iSRS GRS (P i) s st e — 1,878 — 5,390
G CBOREIGN SECTORL .. titerals s ot bl st siite, S i s o S S e oy S —16,450 —26,714
1. Change in foreign exchange IeSerVeS. ... .covevrrirrrrenerarcansassas — 1,141 + 7,639
2 W = HnClearing ACCOUNES ... o sitleats i bie s Srelre wiels inlerasoie o v sld1e + 1,775 + 1,024
3. » » foreign exchange liabilities® .. .......c.i.ciivecvssivoieneais — 17,084 — 35,377
D)., OTHER ITEMS. s s snataiaeite sbsiasfate shasfatstate S{atanaia) sia sYaiollege ore | fatonade 5ts) sio [ — 41 +10,317
CHANGE INIMONEY: SUBPLY. i v ok suitsis fase st bt iy e e e e 4 +18,337 | +17,394
Ti CUFrEncy it CIPCHIGITON, "Sx siviieiois stytoteie s sssssms st o i ia o oSt s rana s aesa¥iaTaswre +15,358 | 411,487
8) L BANIE TOLEE 1o vic;va e v e aystaba) s miiate o s s eSS s ek ad a1 i s Xas o Nul oEme e + 15,062 ‘ + 11,170
DYUEOIN o crirsi it avsora 514 355 aror SR RS 2 0SS YK AT S e T T e miaRos 0e + 291 + 317
S SRS S0 co connnbaanen nat i b ebnn CO B D0 GO0 e G A0 s 000 5000 + 2,984 | 4+ 5,907
) BHRENY ool Boes bechn agaaeoe oo o0 odanadonao T oo AT onen A BEan o8 foEaD + 972 | + 3,991
b) Public €ntities ... ... cvetteitiiii it e e + 853 + 2,169
c) Public enterprises ...........ciiiiiiinierionnenrorensereeroncenas + 1,159 — 253

(*) Analysis of Central Government !
I Gurrent CXpERdItTes: «on oo, o s s s o R SHeRe e dte | st il — 2,072 ‘ + 3,920
2 InvestmENt: eXPENOIIDES = < . v ioicrie oformialsty e Stataiersrersaisar ot «is ST A7 sttt ool + 23,073 + 29,938
35 CONSUMET ZO0AS! ACCOME 1= ;- uvarais oo ne oo iR e o ovsTola e i torrla | srevatetotera n + 6275 | + 6,595

4. National Tobacco Org.-Autonomous Currants Org.-Cooperative |
SultAna  ASSOCIALIONE. o s as (o6 et e e reearolminia slaTa Pasaralan sl essiasasarass! ¥ + 2,342 + 1,300
S OMBET oo it e o e S S ST TR F RS S SR TR RS T TR P TR W T ST AR — 3,664 | — 5,623

(%) Coin in circulation and other government credit accounts.

(?) Liabilities deriving mainly from government borrowing from abroad and from deposits in foreign exchange.

(%) Not including investment in treasury bills totalling Dr. 3,982 million shown as a receipts item under
Central Government—Other.

(%) Provisional data.
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* Pravisional data

cultural products, had an expansionary effect on money
supply, in the amount of Dr. 36,130 million, against
Dr. 25,954 million in 1974. It should be noted that the
increase in the Government’s borrowing from the mon-
etary system in 1975 was more than Dr. 36,130 million,
considering that borrowings of about Dr. 4,000 million
took the form of treasury bills sold to public entities.
The considerably larger needs for borrowing in the year
ended were mainly due to increased payments for the
investment programme and, secondly, to the deficit —
on a cash basis — in the ordinary budget.

According to the Central Government accounts
kept at the Bank of Greece, the ordinary budget had an
expansionary effect on money supply last year, in the
amount of Dr. 3,920 million, whereas it had exerted a
contractionary effect of Dr. 2,072 million in 1974. It
should be noted that the ordinary budget for 1975 was
balanced on a fiscal basis. The expansionary effect on
money supply is chiefly due to the fact that the exten-
sion of the fiscal year 1974 into the first months of 1975
caused a larger deficit compared with the same extension
of the fiscal year 1975 into the first months of 1976.

The deficit in the public investment budget for
1975 totalled Dr. 29,938 million, against Dr. 23,073
million in 1974, The increase in investment outlays in
1975 is due to the expansionary fiscal policy pursued
with a view to reflating the economy. The deficit in the
investment budget was financed by government borrow-
ing from the banking system, public entities and foreign
sources.

The consumer goods account had an expan-
sionary effect on money supply to the extent of Dr. 6,595
million in 1975, against Dr. 6,275 million in 1974. Not
counting transfers to and from the ordinary budget,
the expansionary effect of this account amounted to Dr.
6,790 million in 1975, against Dr. 7,363 million in 1974.
The large increase of payments in drachmas, chiefly for
the purchase of domestically produced sugar, was more

(1) To assess the volume of payments for public investment projects,
to the above deficits should be added returns on investment and
contributions from the respective agencies. The amounts involved
in this respect were Dr. 1,836 million in 1975 and Dr. 1,324 mil-
lion in 1974. Consequently, public investment outlays totalled
Dr. 31,774 million in 1975 and Dr. 24,397 million in 1974,
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than offset by the larger increase in receipts, chiefly from the oil refinery, resulting in the
slight containment of the expansionary effect on money supply in 1975.

In 1975, the accounts for government purchases of tobacco, currants and sultana
raisins through the National Tobacco Organisation, the Autonomous Currants Organ-
isation and the Co-operative Sultana Associations had an expansionary effect on money
supply to the extent of Dr. 1,300 million, against Dr. 2,342 million in 1974. Last year’s
smaller expansionary effect was chiefly due to increased receipts from the liquidation of
stocks.

Public entities, viz. local authorities, social insurance agencies etc., had a contrac-
tionary effect on money supply in the amount of Dr. 3,772 million in 1975, against a
contractionary effect of Dr. 7,009 million in 1974. It should, however, be noted that the
smaller contractionary effect in the year ended does not imply a reduction in the surplus
of public entities. If investment in treasury bills to the extent of Dr. 3,982 million is
included, the surplus left in the accounts of public entities remained at approximately
the same level during the last two years.

Public enterprises had an expansionary effect on money supply in the amount of
Dr. 5,840 million in 1975, against Dr. 5,681 million in 1974, Investment outlays by public
enterprises, particularly the PPC, were considerably less in 1975 than in the year before.
In spite of this, borrowing from the banking system was slightly larger in 1975 owing to
the limited recourse to foreign borrowing, compared with that in 1974, when direct
borrowing from foreign sources on the part of public enterprises reached bigh levels.

The private sector of the economy had a contractionary effect on money supply
in the amount of Dr. 4,407 million. Conversely, this sector had an expansionary effect of
Dr. 10,202 million in 1974. The substantially larger increase in private deposits (excluding
sight deposits which form a part of money supply) more than offset the much higher
credit expansion in 1975 and led to the above contractionary effcct on money supply.

The foreign sector of the economy — not counting the proceeds of government
borrowing from foreign sources and the changes in the outstanding balances of deposits
in foreign exchange — exerted a contractionary effect on money supply in the amount of
Dr. 26,714 million last year, against a contractionary effect of Dr. 16,450 million in 1974.
Last year’s larger contractionary effect, despite the decrease in the deficit on current
account, is basically due to two reasons : (i) the readjustment of both assets and liabilities
in foreign exchange of the banking system vis-a-vis foreign countries following the
appreciation of the U.S. dollar within the year under review, and (ii) the entry under the
“other items’’ of the consolidated balance sheet of the monetary system of transactions
in foreign exchange which were not settled at the end of last year.

It should, moreover, be clarified that the final outcome in the balance of payments
does not agree with the monetary influence of the foreign sector on money supply, re-
ferred to in the above analysis. This is because the conversion into drachmas of foreign
currency accruing from Government borrowing and deposits in foreign exchange, although
raising foreign exchange reserves, is not reckoned as an effect of the foreign sector on
money supply but is included in the effect of Central Government and the private sector
of the economy respectively. Moreover, the analysis of the factors affecting money
supply includes the changes in foreign exchange reserves held by commercial banks.



V. CREDIT DEVELOPMENTS

1. MONETARY AND CREDIT PoLicY MEASURES

The monetary and credit policies pursued in 1975 were designed to serve the aims of
overall economic policy. Specifically, it was mainly sought to support a recovery in econ-
omic activity, and at the same time to restrain price increases and improve the balance-
of-payments position. In the context of this policy, credit for productive investment
and to export trade was excluded from ceilings as from September 1974. Furthermore,
ample financing was made available to current production and product handling and
marketing. The limits of credit expansion were determined by the possibility of financing
such expansion out of sound sources, while the public sector’s requirements for increased
borrowing were taken into consideration. For this purpose, measures were taken to
reduce commercial bank liquidity. The credit policy implemented was also aimed at
reducing the cost of bank credit and improving the profitability of the commercial
banks. The main monetary and credit policy measures taken last year can be summar-
ised as follows :

a) Commercial bank credit subject to the general ceiling could not increase by more
than 17 per cent up to 30th June 1975 on the basis of the respective balance outstanding
on 30th June 1974. For the second half of the year, the credit ceiling was set at 8 per cent
on the basis of the balance outstanding on 30th June 1975. Consequently, after making al-
lowance for the increase in the second half of 1974, the rate of credit growth for the
whole of 1975 comes out at about 17 per cent. Furthermore, commercial bank credit not
subject to a ceiling, which up to the end of 1974 included long-term financing of invest-
ment in manufacturing, credit to export and tobacco trade and certain other categories
of credit, was further expanded in 1975 so as to include advance financing of industrial
and handicraft exports, and special short-term credit to handicraft.

b) The approved programme concerning new credit to the private sector by special
credit institutions after revision during the year was finally fixed at about Dr. 64 billion,
or 41 per cent higher than in 1974. Under this programme, particularly large increases
were approved in new credit to agriculture (Dr. 5,000 million or 39 per cent) and housing
(Dr. 6,800 million). By contrast, lower rates of increase were approved for new long-term
credit to industry, tourism and shipping, owing to the fact that investment activity in
these sectors remained unchanged.

¢) The granting of housing loans, which had been suspended since 1972, was
resumed in 1975 and at the same time the ceilings on each category of loans were raised.
Specifically, the ceiling on housing loans to farmers was raised from Dr. 100,000 to Dr.
200,000, to holders of deposits under the Housing Loan Deposits Scheme from Dr. 400,000
to Dr. 500,000 if deposits are in drachmas and from Dr. 750,000 to Dr. 1,000,000 if they
are in foreign exchange, while the ceiling on ordinary housing loans granted by the
National Mortgage Bank was raised from Dr. 200,000 to Dr. 350,000.

d) Measures were taken to simplify the regulations governing bank credit to
shipping and tourism, and it was decided that bank credit to these sectors shall in future
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be granted on the basis of banking criteria and at the banks’ own risk. Moreover, banks
were permitted to make arrangements — within general rules laid down by the Currency
Committee —in connection with the repayment of overdue loans by hotel enterprises and
domestic passenger shipping companies. It was also decided to make special arrangements
concerning credit for the completion of half-finished hotels.

¢) Supplementary credit measures in favour of border districts were taken.
Specifically, all categories of commercial bank credit to enterprises established in these
districts were excluded from ceilings for the whole of 1975. In addition, special
housing programmes were approved, providing for bank financing on more favourable
terms.

f) In mid-1975, the percentage of interest-bearing compulsory deposits with the
Bank of Greece reckoned on savings deposits (excluding deposits on notice) was raised
from 0.5 to 7 per cent, while the percentage of non-interest-bearing compulsory deposits
reckoned on private restricted and sight deposits was raised from 5 to 7 per cent. This
resulted in reducing bank liquidity by about Dr. 8 billion by the end of 1975. It should
be noted that bank liquidity has been rising sharply as from the second quarter of 1975.
Therefore, in order to contain credit expansion it was decided to increase reserve require-
ments and make it more difficult (see item g below) for the commercial banks to resort
to Bank of Greece funds.

g) The interest rate on overdrafts by the commercial banks through their sight
deposit accounts with the Bank of Greece was raised from 9 per cent to 11-13.5 per
cent, depending on the length of time the credit facility is used. Similarly, the Bank of
Greece rediscount rate was raised from 8 to 10 per cent on 27th September 1975. It should
be noted that in August 1974 it had been lowered from 11 to 8 per cent in the framework
of the policy aiming at enhancing commercial bank liquidity, which had been reduced
owing to withdrawals of amounts out of private deposits during the Cyprus crisis. The 8
per cent rediscount rate fixed in 1974 corresponded to the average cost of bank deposits
and made it profitable for the commercial banks to borrow from the Bank of Greece in
order to continue the normal financing of the economy. The discount rate currently appli-
cable is in line with the new levels and structure of interest rates on deposits and bank
loans in force as from October 1975.

h) The commercial banks were permitted to deposit with the Bank of Greece —
in a special time deposit account bearing interest at the rate of 9.25 per cent —funds
intended for the purchase of treasury bills and until the issue of such bills. In the same
account they were also permitted to deposit other surplus funds. This arrangement
has facilitated the absorption of the excess liquidity of commercial banks.

i) Interest rates on deposits with banks were lowered twice in 1975. In July, interest
rates on time and savings deposits were lowered by half a percentage point, and in October
interest rates on savings deposits were lowered by another percentage point, while those
on time deposits, savings deposits on notice and checking accounts held by individuals
were lowered by half a percentage point. These reductions have resulted in the following
interest rates : savings deposits 7.5 per cent with the commercial banks and 8 per cent
with the Postal Savings Bank; time deposits 9-10 per cent, and checking accounts held
by individuals 7 per cent. Furthermore, the interest rate on sight deposits—fixed at 0.75
per cent in 1966 and unchanged since—was abolished in October 1975. Lastly, the in-
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terest rate on restricted deposits held by persons permanently residing abroad was raised
from 0.75 to 7 per cent.

j) In October 1975, the interest rates charged on bank loans were lowered by half
a percentage point, excluding credits to the agricultural sector since the interest rates on
this category of credit are subsidised and, therefore, maintained at levels substantially
lower than those of interest rates on commercial bank credits.

By lowering interest rates on deposits more than interest rates on bank credits
it was sought to improve commercial bank profitability, which had been adversely affected
by the fact that in 1973 and 1974 increases in lending rates were smaller than increases
in deposit rates. The increase in the interest rates on treasury bills as from June 1975
was aimed at the same target.

2. BANK CREDIT

a. Credit by Basic Economic Sector

In August 1974, the credit restrictions imposed late in 1972 were eased. As a result, credit
to the private sector increased at a rapid rate, which continued throughout 1975.
Specifically, it increased by 11.5 per cent in the second half of 1974, and by 11.2 and 11.9

BaNk CREDIT TO THE ECONOMY BY SECTOR

Balance out- Changes in outstanding balances at year-end
standing on
Sectors financed 31 Dec. 1975 Million drachmas ‘ Percentage
(million
drachmas) 1973 1974 1975 | 1973 1974 1975
PRIVATE SECTOR 302,679 +30,943 +40,630 439,449 +18.0 +20.1 +24.4
Long-term credit 135,322 +18,787 +14,449 18,627 ‘ +22.5 +14.1 +16.0
Short-term credit 167,357 +12,156 +26,181 +40,822 +13.8 +26.1 +32.3
PUBLIC SECTOR 50,952 | + 7,633 + 7,930 + 7,897 | +27.8 +22.6 +18.3
Public enterprises 30,600 + 5464 + 5649 + 5,597 +39.3 +29.2 +22.4
Public entities 12,708 +2,130 — 99 4+ 1,000 +22.0 — 0.8 + 8.5
Government agencies pur-
chasing agricultural products | 7,644 4 39 + 2,380 + 1,300 + 1.0 +60.0 +20.5
Total 353,631 438,576 +48,560 67,346 +19.4 +20.4 +23.5

per cent in the first and second half of 1975 respectively. For 1975 as a whole, credit ex-
pansion to the private sector amounted to 24.4 per cent, against 20.1 per cent in 1974
and 18 per cent in 1973. The accelerated growth rate recorded in 1975 stemmed mainly
from short-term credit, which grew by about 32 per cent. By contrast, long-term credit
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recorded a lower growth rate for the second consecutive year, owing to limited invest-
ment activity.

The faster growth of bank credit from the second half of 1974 contributed first
to halting the recession of the economy and then to the recovery of economic activity.
The elastic supply of credit made it possible to relieve the liquidity problems that several
enterprises were facing and contributed towards maintaining production at levels that
were often higher than would be justified by developments in demand. In certain cases,
bank credit led to an expansion of sales on
credit and thus supported a higher level of T TR ——

expenditure. In other cases, production was [onacioaics (cHANGER W BALICE OUTETAMNNG AT YEAR-DID) }
70

supported through the financing of stock- e

'OR FIXED CAPITAL FORMATION

building. 65—

It is clearly evident, however, that
several enterprises took advantage of the
elastic supply of credit and proceeded to a -
substitution of borrowed for own funds; or, e
as a precautionary step, they increased their
cash assets. Bank credit can be expected |
to be allowed to increase at rates substantially | -
higher than those of production and of prices |
of inputs only for short periods of time, |
within which the enterprises concerned have 0
to make the necessary adjustments. If credit
to cnterprises should continue to grow for a
long time—at a rate substantially higher than
the rate of increase in their investment and 15+
the value of their output—it might result in
gradually weakening their financial position
and creating conditions which would impair | -
their competitiveness.

Bank credit to public enterprises and
public entities increased by Dr. 6,597 million
in 1975, compared with Dr. 5,550 million in 1974. The increase recorded in 1975 is mainly
related to the financing of the Public Power Corporation’s investment programme,
which, though smaller than in 1974, relied on domestic borrowing to a larger extent.
Credit to public entities increased by Dr. 1,000 million in 1975, against a slight decrease
in 1974.

Lastly, the balance outstanding from bank credit to government agencies purchas-
ing agricultural products rose less in 1975 than in 1974. This was mainly due to the larger
receipts from destocking during 1975. New credit to the National Tobacco Organis-
ation was at about the same level as in 1974, whereas credit to the Autonomous Currants
Organisation and the Co-operative Sultana Associations recorded limited growth, since
in 1975 there was a drop in the output of currantsiand sultanas.

1975
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b. Credit by Institution

During the year under review, the highest growth rate was noted in commercial bank
credit, which accounted for about 60 per cent of overall credit expansion to the private
sector of the economy. Short-term credit extended by the commercial banks to the private
sector recorded particularly high rates of increase (+32.7 per cent, against +22.0 per
cent in 1974), whereas the balance outstanding from long-term credit increased by 22.7
per cent, against 19.1 per cent in 1974. Investments by commercial banks in treasury
bills and government bonds rose by Dr.
7,743 million in 1974 and Dr. 14,823 million
in 1975, which was 40.7 per cent of the in-

‘ CREDIT TO THE ECONOMY BY INSTITUTION crease in commercial bank credit to the pri-
o i et e - vate sector. Furthermore, commercial bank
e credit to public enterprises increased by Dr.

[ omen crepiT imsTiTuTioNs 5 3,868 millionin 1975, against a Dr. 136 million
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H commencia pans decrease in 1974. It should be noted that the
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monetary authorities specify the credit institutions from which public enterprises may
borrow, as well as the maximum amount they can borrow, depending on the aims and
targets of monetary and credit policies. In the framework of the policy aiming at curbing
credit expansion to the private sector, in 1975 it was decided to transfer most of the
Postal Savings Bank’s financing of public enterprises to the commercial banks.

As far as commercial bank credit subject to a ceiling is concerned, regulations
and limits were observed, with minor exceptions. Nevertheless, the increase in credit not
subject to a ceiling was particularly large and exceeded by far requirements for borrowed
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funds. Particularly rapid rates of increase were recorded in the balance outstanding
from credit to export trade (+64.3 per cent), long-term loans to industry (+33.4 per
cent) and special credit to handicraft (+53.4 per cent).

Similarly, the balance outstanding from credit granted by the Agricultural Bank

CREDIT TO THE ECONOMY BY INSTITUTION

Balance Changes in outstanding balances at year-end
outstanding
Credit institution on 31 Dec. ‘ Million drachmas Percentage
1975 (mil-
lion 1973 1974 1975 1973 1974 1975
drachmas) |

Bank of Greece 12,334 + 4,669 + 1,384 + 1,901 | +106.6 +15.3 +18.2
Commercial banks 161,393 410,802 +20,626 --40,398 + 12.1 +20.6 +33.4
Specialised credit institutions | 179,904 423,105 +26,650 25047 | + 22.0 4+20.7 +16.2
Agricultural Bank 74,894 | + 8,993 12,280 14,062 -+ 22.7 +25.3 +23.1
National Mortgage Bank 27,375 | 4 3,926 + 2,861 - 4,691 4+ 24.7 +14.4 +20.7
Hellenic Industrial Develop- |

ment Bank 20,8901 | + 2,574 + 2,172 + 2,035 + 18.2 +13.0 +10.8
Postal Savings Bank 36,310 | + 4422 + 7,044 - 2471 + 19.8 +26.3 + 7.3
Consignations & Loans Fund 9,992 + 1,395 + 32 4+ 209 + 16.7 + 0.3 + 2.1
Private investment banks

(National Investment Bank

for Industrial Development

and Investment Bank S.A.) 9,440 + 1,496 + 1915 + 1,351 + 32.0 +31.0 +16.7
Mortgage Bank S.A. 1,002 | + 299 4 246 -+ 228 | +130.6 +46.6 +29.5

Total 353,631 | +38,676 +48,660 --67,346 I‘ + 19.4 +20.4 +23.5

increased at a high rate in 1975 (423.1 per cent), which, however, was slightly lower than
the respsctive figure for 1974. The increase in credit granted by this bank accounted for
about 21 per cent of the overall increase in bank credit.

Significantly lower growth rates were recorded in the balances outstanding from
credit granted by the Postal Savings Bank, the private investment banks and the Hellenic
Industrial Development Bank. As mentioned earlier, the slowdown in the growth rate of
credit granted by the Postal Savings Bank (1974 : 26.3 per cent; 1975: 7.3 per cent) was
mainly the result of the decision taken by the monetary authorities to transfer to the com-
mercial banks the financing of the borrowing requirements of public enterprises. The
decline in the growth rate of credit granted by the investment banks was the result of the
slowdown in industrial investment. Lastly, following the decision to revoke the suspension
of housing loans, credit granted by the National Mortgage Bank in 1975 grew at a rate
significantly higher than in 1974.

c. Credit by Sector

Almost half of the overall increase in bank credit to the private sector went to manu-
facturing and mining. Specifically, the balance outstanding from long-term and short-term
credit to these sectors increased by 22.3 per cent and 33.5 per cent respectively. The in-
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crease in short-term credit was much larger than the increase in output value. The
liabilities of enterprises from borrowing recorded an even larger increase if it is taken into
consideration that in 1975 suppliers’ credit for imports of raw materials grew by $ 40
million, against $ 12 million in 1974.

In 1975, the balance outstanding from long-term credit to industry increased at
a rate higher than both the corresponding rate in 1974 and the estimated growth rate of
industrial investment at current prices. Foreign suppliers’ credit for imports of capital
equipment rose by $ 72 million, against $ 32 million in 1974. It should be noted that the
efforts of the industrial countries to help their economies out of the recession by ex-
panding their exports made suppliers’ credit more readily available. This and the casing
of credit restrictions at home lead to the conclusion that in 1975 neither output growth
nor business initiative faced financing problems. On the contrary, credit to industry out
of both domestic and foreign sources exceeded the requirements of production and
investment activity.

The balance outstanding from credit to agriculture continued to increase at a
very high rate (1975 : 27.3 per cent; 1974 :
R e e T ~ | 32 per cent).The growth rate of new credit
0t e 0 RN AT TEAREN] | granted by the Agricultural Bank was sub-
stantially higher (1975 : 33.5 per cent; 1974 :
20.5 per cent). The difference between the
growth rate of new credit and of the balance
outstanding is explained by the increase in
Agriculiural Bank receipts in 1975, mainly
from short-term loans. Of the new short-
term credit, particularly high growth rates
were recorded in credit against collateral of
tobacco, in credit to farmers’ organisations
and enterprises (mainly for the industrial
processing of agricultural products) and in
special credit. Long-term credit moved at
the levels of 1974 and was sufficient to meet
the demand for investment funds.

In 1975, credit to domestic trade was
more than twice the figure for 1974. Large
increases were recorded in credit to trades-
men and businessmen, without supporting
documents, following the raising of the
ceiling from Dr. 80,000 to Dr. 150,000 for
i 1971 w2 173 e the Greater Athens area, and from Dr.
I s e 100,000 to Dr. 200,000 for the other areas.

The increase in credit to tobacco trade was
due to the fact that the prices paid for exportable tobacco from the 1974 crop were
about 50 per cent higher than those paid for the 1973 crop.

Credit to handicraft recorded a very significant rate of increase in 1975. Two factors
facilitated this increase : the exclusion of special credit to handicraft from the ceiling im-

MANUFACTURING
AGRICULTURE
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posed throughout 1975 on commercial bank credit, and the fact that banks were afforded
the opportunity to achieve a higher average interest rate on their restricted deposits with
the Bank of Greece by increasing their loans to handicraft. At the same time, the criteria
for approving special low-interest-bearing loans to handicraft were made less strict.
Loans in this category grew by Dr. 1,385
million or 53.4 per cent in 1975, whereas —— —
they had decreased by Dr. 62 millionin 1974, | s ansmone ar v 0w o revee
Of the remaining categories of long- | T
term bank loans, the highest growth rates | !_
were recorded in loans for housing purposes ] '
(+11.8 per cent) and loans for investment
in tourist facilities (4+13.5 per cent). With | '
specific regard to loans for housing pur- |*]
poses, particularly high levels were reached ||
in the financing of workers’ and farmers’ | =-
housing programmes. These loans are granted | .
on very favourable terms as to maturity ||
and interest rate. As regards the other
categories of housing loans, although the |
margins for new approvals were exhausted
very fast, disbursement of the amounts ap-
proved by the Currency Committee was slow.
This was particularly true of loans to civil

300

| Gramo TOTAL

MANUFACTURING | _ o00rd”

servants and employees of public entities. “ _—

Long-term loans to the tourist in- | ‘ ’_—M | |
dustry increased at a slower rate than in the | sy M 5
past few years, and this reflects both develop- | |, 2 = - il

ments in new investment and the industry’s L = ' e

structural problems. In spite of the arrange-

ments made, it did not become possible in 1975 to set in motion the mechanism for
granting additional loans for the completion of half-finished hotels. Difficulties arose
on both the lending and the borrowing side, because enterprises were unable to meet
the terms and conditions laid down in connection with these loans. Therefore, it was
found necessary to make additional arrangements, late in 1975, by which to facilitate the
granting of additional loans for the completion of half-finished hotels. At the same time,
it was decided to make improvements in the terms on which loans to tourist firms are
granted, and this, combined with the optimistic prospects for tourist traffic, is expected
to contribute towards the creation of healthier operating conditions for hotels.

The Greek shipping industry was harassed by similar problems, which affected
developments in loans to this industry in 1975. Measures were taken during the year
to permit banks to make arrangements for the repayment of overdue loans they had
granted to passenger shipping companies, while further measures were aimed at liberal-
ising bank lending or simplifying the terms on which credit can be granted to shipping.
Furthermore, it was sought to bring the terms on which ship repairs and construction are
financed in line with those applying in Greece’s major competitors,
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CHANGES IN ToTAL BANK CREDIT BY SECTOR

Balances Changes in outstanding balances within
outstanding the year
on 31 Dec.
1975 Million drachmas Percentage
(million
drachmas) 1973 1974 1975 1973 1974 1975
I. PRIVATE SECTOR 302,679  +30,943  +40,630 --59,449 +18.0 +20.1 +24.4
Long-term loans 135,322 18,787 +14,449 18,627 +22.5 +14.1 +16.0
Short-term loans 167,357 412,156 +26,181. +40,822 +13.8 +26.1 +32.3
1. Agriculture 56,675 4+ 7,333 110,806 412,152 27.8 +32.0 +27.3
Long-term loans 24,568  + 4,179 -+ 3,066 -+ 3,747  430.8 +17.3 +18.0
Short-term loans 25,162 - 3,331 4 5,511 4 4,781  +28.9 +37.1 +23.5
Agricultural supplies 6,945 — 177 + 2,229 4 3,624 —13.9 +204.1 +109.1
2. Manufacturing and Mining 121,321 +10,974 19,142 427,542 +17.2 +25.6 +-29.4
Long-term loans 41,982 + 5,678 4 5806 + 7,645 +24.8 +20.3 +22.3
Short-term loans 79,339 4 5296 13,336 419,897 13.0 +28.9 +33.5
3. Handicraft 13960 4 895 4 701 4 3,219 -+ 9.8 + 7.0 +30.0
4, Trade 31,181  + 3,733 4 2,102 + 6,647 +20.0 + 9.4 +27.1
Domestic 21,310 - 648 + 2,179 + 4,857 + 4.8 +15.3 +29.5
Import 1,572 + 1,212 — 558 — 311 +98.6 —22.9 —16.5
Export 3055 + 414 4+ 193 4 329 +19.5 + 7.6 +12.1
Tobacco 5244 + 1459 4 288 + 1,772 +84.6 + 9.0 +51.0
5. Other 79,542 + 8,008 -+ 7,879 + 9,889 +14.9 +12.8 +14.2
Long-term loans 67,068 -+ 8,525 4 5,349 4 6,766 +18.4 + 9.7 +11.2
—Housing 37,008 + 4,377 + 1,281 + 3,896 +15.9 + 4.0 +11.8
—Tourism 19,690 + 3,159 + 2,928 + 2,339 +428.0 +20.3 +13.5
—Shipping 6,389 -+ 132 — 79 + 346 + 2.2 — 1.3 + 5.7
—Other 3,981 4+ 857 + 1,219 + 185 +49.8 +47.3 + 4.9
Short-term loans 12474 — 517 + 2,530 -+ 3,123 — 7.0 +37.1 +33.4
II. PUBLIC SECTOR 50,952 + 7,633 4 7,930 <+ 7,897 +27.8 +22.6 +18.3
Public enterprises 30,600 4 5464 + 5,649 -+ 5597  439.3 429.2 +22.4
Public entities 12,708 -+ 2,130 — 99 + 1,000 +422.0 — 0.8 + 8.5
Government agencies purchas-
ing agricultural products 7,644 + 39 4 2,380 -+ 1,300 + 1.0 +60.0 +20.5
Total 353,631 1-38,576 448,560 -+67,346 +19.4 +20.4 +23.5
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3. DEPOSITS

a. Private Deposits

In 1975, private deposits with banks and specialised credit institutions rose significantly
by Dr. 66,737 million or 32 per cent, against Dr. 32,648 million or 18.5 per cent in 1974
and Dr. 16,913 million or 10.6 per cent in 1973. .

Private deposits recorded high rates of increase throughout 1975, except for the
period January-February, when they were adversely affected by non economic factors.
Specifically, in January they decreased by Dr. 3,934 million and in February they
increased by only Dr. 1,449 million. However, in March their growth rate accelerated and,
despite small fluctuations, remained at high levels until the end of 1975.

The rapid growth of deposits is related to the slowdown of price increases as from
the second half of 1974 and to the emergence of more favourable prospects as regards
price developments. Furthermore, the establishment of political stability contributed
to the creation of a more favourable psychological climate. Similarly, it appears that
in 1975 the growth rate of deposits was also affected by other factors, such as the slack-
ness of private investment activity and, possibly, the substitution of borrowed for own
funds by business firms.

PRIVATE DEPOSITS!

{ Outstanding Changes in balances outstanding
deposits on :
Category {31 Dec. 1975 Million drachmas Percentage

| (million

l drachmas) 1973 1974 1975 1973 1974 1975
Sight 23,582 + 2,334 + 648 + 4,077 +14.1 + 3.4 +20.9
Savings 188,998 + 9,787 25,036 447,480 + 9.2 +21.5 +33.6
Time 51,550 + 3,643 + 7,061 12,880 +13.0 +22.3 +33.3
Restricted | 11285 | + 1,149 — 97 + 2300 | +145 —1.0 +25.6
Total | 275,415 +16,913 +32,648 466,737 +10.6 +18.5 +32.0

(1) With banks and specialised credit institutions, excluding the Bank of Greece.

During 1973 and the first half of 1974, rapidly rising prices and the unfavour-
able prospects concerning future price trends reduced the propensity to deposit and
shifted part of the savings in the private sector towards the purchase of real estate,
consumer durables and stocks of raw materials or finished products, either for speculative
purposes or in order to safeguard savings. Next, and as a result of the Cyprus crisis in
July and August 1974, substantial amounts were withdrawn from deposits and held
in cash. Even after these amounts had flowed back into the banking system in the last
quarter of 1974, the propensity to deposit did not regain its pre-inflation levels within
1974. The return of cash holdings to more normal levels was completed in 1975, and
this explains the acceleration of the flow of deposits into the banking system.

Lastly, it should be noted that the two reductions in interest rates made during
the year under review did not have a negative effect on the propensity to deposit. However,
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they may have contributed towards a redistribution of deposits in favour of the high-

interest categories.

As regards individual categories, time and savings deposits increased by Dr.
60,360 million or 33.5 per cent (which is higher than the average rate), against 21.7 per

f PRIVATE DEPOSITS
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cent in 1974. Similarly, sight deposits grew
by Dr. 4,077 million or 20.9 per cent, against
Dr. 648 million or 3.4 per cent in 1974.
The accelerated growth rate of sight deposits
in 1975 is mainly related to the large credit
expansion, which led to improvements in
the liquidity of enterprises. Lastly, restricted
deposits (the bulk of which consists of
deposits with the Consignations and Loans
Fund for the payment of compensations on
expropriated property) rose by Dr. 2,300
million or 25.6 per cent in 1975.

In 1975, as in previous years, com-
mercial banks attracted the largest part of
the total growth of private deposits (72.3 per
cent), while the share of the Postal Savings
Bank was 18.7 per cent and that of other
credit institutions 9.0 per cent. Furthermore,
in 1975 commercial banks improved slightly
their share of the increase in savings deposits

at the expense of the other credit institutions, while the share of the Postal Savings Bank

remained virtually unchanged.

BREAKDOWN OF ANNUAL CHANGES IN PRIVATE DEPOSITS BY CREDIT INSTITUTION

Credit institution Total private deposits | Savings deposits

| RN i

| 1974 1975 | 1974 1975
Commercial banks 73.4 72.3 ' 65.7 67.9

Postal Savings Bank |
Other '

20.5 18.7 26.7 26.3

9.0 7.6 5.8

Total } 100.0 100.0 | 100.0 100.0

b. Deposits in Foreign Exchange

During the year under review, a rapid rate of increase was also recorded in private deposits
in foreign exchange, which amounted to the equivalent of Dr. 39,982 million at the end
of 1975, having increased by Dr. 13,598 million or 51.5 per cent, compared with increases
of Dr. 5,588 million or 26.9 per cent in 1974 and Dr. 5,225 million or 33.6 per cent in 1973.
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As in previous years, among individual categories of deposits in foreign exchange, the
largest increase was recorded in deposits by Greek seamen and emigrant workers (1975 :
Dr. 8,559 million or 66.5 per cent; 1974 : Dr. 3,397 million or 35.8 per cent). Deposits
under the National Mortgage Bank’s Housing Loan Deposits Scheme also grew at a
faster rate (1975 : 21.9 per cent; 1974 : 13.8 per cent).

The accelerated growth of deposits in foreign exchange is related to the establish-
ment of a climate of political and economic stability and to the interest rates applicable
to deposits, which are significantly higher than corresponding rates abroad. Furthermore,
it is believed that the maintenance of political and economic stability at home, together
with the prospects of sustained economic recovery abroad, will ensure a high growth
rate of foreign exchange deposits in 1976. It should be noted in this respect that develop-
ments in the first quarter of 1976 were highly encouraging.

c. Deposits by Public Entities

"Deposits by social insurance funds and other public entities amounted to Dr. 52,842
million at the end of 1975, having increased by Dr. 7,429 million or 16.4 per cent, against
increases of Dr. 7,764 million or 20.6 per cent in 1974 and Dr. 5,908 million or 18.6 per
cent in 1973. If investments by public entities in securities — mainly treasury bills — are
also taken into consideration, the surpluses of public entities in 1975 were substantially
larger. These investments increased by Dr. 4,225 million in 1975 (1974 : Dr. 161 million),
of which Dr. 4,086 million was invested in treasury bills and Dr. 139 million in shares and
bonds. Therefore, total assets of public entities increased by Dr. 11,654 million in 1975,
against Dr. 7,925 million in 1974. It should be noted that in 1975 public entities were
permitted for the first time to invest in treasury bills.

4, CAPITAL MARKET

In 1975, capital market activity continued to remain slack. This is evident from the
limited issues of shares and bonds and the small volume of stock exchange dealings. The
value of new share and bond issues in 1975 totalled Dr. 1,697 million, of which Dr. 800
million referred to the issue of shares by the newly established commercial bank, the
Ergobank. The aggregate value of dealings on the Athens Stock Exchange amounted
to Dr. 5,758 million in 1975, compared with Dr. 7,602 million in 1974 and Dr. 8,543
million in 1973. Last year, the slackness of investment activity in the private sector had
an adverse effect on capital market development. Nevertheless, the improvement in econ-
omic conditions and in the psychological climate during 1975, together with the steps
taken to invigorate the capital market, helped to stimulate the demand for sound new
securities.

In order to revive the stock market and increase the demand for securities, the
following measures were taken in 1975 : (i) It was permitted to extend the term of
loans granted against collateral of securities, while the ceiling on such loans was raised
from Dr. 2 million to Dr. 4 million per borrower; (ii) As from Ist September 1975,
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the prohibition on short dealings and carry-over transactions was lifted; (iii) The tax-
exempt amount of dividends deriving from more than one company was raised from
Dr. 30,000 to Dr. 60,000; (iv) Arrangements were made in connection with the Public
Power Corporation’s bond issue of 1973, on favourable terms for the holders of these
bonds.

A new type of short-term bond was issued by banking institutions towards the
end of 1975. The purpose of issuing these new bonds is to make up for the fact that
favourable conditions for long term bond issues have not yet been established. The
bank bonds are available continuously (“‘on tap’’), are made out to the bearer, are
for a term of one year and can be renewed for two more years at the original interest
rate. Because these bonds combine a high degree of liquidity with a better yield than
similar forms of investment they have proved very attractive. The first two issues of
Dr. 500 million each have been made by HIDB and have already been taken up by
the public. In 1976, the first series of bank bonds issued by the National Mortgage Bank
and the National Investment Bank for Industrial Development have been made avail-
able to the public.

A positive element of capital market developments is the interest shown by a large
number of savers for investment in shares of sound industrial firms. Characteristically,
the share capital of the newly founded Ergobank was oversubscribed and widely dispersed.

P e T L A It should be noted that of the 100
. w;::;gz'c;ﬁ:'?rs largest—on the basis of capital employed —

: . industrial firms, the shares of only 35 of them
i are listed on the Athens Stock Exchange,
' while in many cases only a small part of
the shares of these firms becomes the object
of stock market transactions. Obviously,
therefore, the central problem of the Greek
capital market is the insufficient supply of
attractive shares, mainly because of the
family character of the majority of Greek
firms. This fact was ignored during the
dictatorship. Therefore, the measures then
| taken complicated the problem instead of
| helping to develop the capital market. It
. should be noted, however, that the portfolio

policies of credit institutions do not help

o T business firms to achieve a sound capital
c.-_rm..rrLTWmﬁ SRS S SRR ol structure. The ease with which thcy can
e === borrow from the banking system often dis-
suades businessmen from resorting to the capital market. It is worth mentioning that
the value of new share and bond issues by industrial firms in the four years 1972-1975
was only 14 per cent of the increase in their long-term bank borrowing. Therefore, in
order to draw from the capital market the funds required for improving the capital
structure of a large number of firms, credit institutions, especially commercial and
investment banks, must change their portfolio policies. The banks themselves should

000
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encourage their clients to resort to the capital market whenever possible, mainly for
the purpose of improving the capital structure of their firms, as this improvement is
a prerequisite for the further and sound development of many companies, chiefly in
the manufacturing sector.

In 1975, share prices showed a declining trend, although during the year there
were repeated, but short-lived, outbursts of rising prices. The price index compiled by
the Bank of Greece for bank and insurance company shares fell by 4.9 per cent, while
the price index for industrials recorded a somewhat larger drop (7.1 per cent).

On the contrary, bond prices exhibited a rising trend in 1975 and their average
level was about 20 per cent higher than in 1974. The favourable developments in bond
prices stemmed from the reduction made during 1975 in the interest rates on deposits,
the favourable arrangements in connection with the PPC’s bond issue of 1973, the
foreign exchange clause included in most bond issues and, lastly, the additional interest
of 1 per cent per annum granted to holders of economic development bonds issued by the
Government, the PPC and the HTO, on which coupons matured between 16th February
1975 and 16th February 1976.

The value of dealings in post-war bonds totalled Dr. 843 million in 1975, which
means an increase of 44 per cent in comparison with the respective figure in 1974.
This rise mainly stemmed from the public’s increased interest in bonds issued by the
PPC, the HTO and the Aluminium Company. By contrast, the value of dealings in
shares recorded a decrease (1975 : Dr. 4,878 million; 1974 : Dr. 6,954 million). It should
be noted that, although dealings in shares account for the largest part (about 85 per cent)
of the aggregate value of dealings on the Athens Stock Exchange, they represent a very
small part (3.6 per cent) of the total current value of the shares listed on the Athens Stock
Exchange. This small percentage suggests that those controlling sociétés anonymes are
reluctant to permit a wider dispersion of shares.



V1. PUBLIC FINANCE

1. FiscaL RESULTS

According to available preliminary data, total revenue from domestic sources under the
overall government budget (ordinary and public investment budgets) totalled Dr. 138,304
million in 1975, against Dr. 105,411 million in 1974. On the other hand, corresponding
expenditure totalled Dr. 169,780 million against Dr. 127,673 million in 1974. There was,
thus, a deficit of Dr. 31,476 million against Dr. 22,262 million in 1974. The enlargement
of the deficit under the overall government budget during the year ended was exclusively
due to the increase in public investment expenditure whereas the ordinary budget was
balanced. This deficit was financed to the extent of Dr. 16,057 million from domestic
borrowing (by the issue of treasury bills) and to the extent of Dr. 15,419 million from
foreign borrowing. The larger part (nearly 3/4) of treasury bills issued was absorbed
by the commercial banks and the Postal Savings Bank, and the balance by social security
organisations.

However, in order to have a more complete picture of the results of fiscal
management and to assess its influence correctly, to the deficit in the overall govern-
ment budget should be added the deficits in the consumer goods account and the
accounts of the organisations trading agricultural products on behalf of the Govern-
ment, in so far as they are not financed out of the budget. These deficits represent, on
the one hand, losses from the sale of commodities at prices lower than the cost of supply
and management and, on the other hand, expenditure for subsidies or, in exceptional cases,
for the purchase of goods to meet the needs of public services, which could directly burden
the government budget. The deficits in these accounts are the result of the policy pursued
for supporting agricultural prices and agricultural income or for subsidising the con-
sumption of basic foodstuffs. As a consequence, they form an integral part of fiscal
management.

The total management deficits in the above accounts are estimated at Dr. 9,700
million in 1975, against Dr. 10,000 million in 1974. They are entirely financed from Bank
of Greece credits and will finally be covered by the government budget.

Consequently, if these deficits are added, the total deficit for the fiscal year 1975
amounted to Dr. 41,176 million against Dr. 32,262 million for 1974,

2. ORDINARY BUDGET

Ordinary budget revenue for the fiscal year 1975 totalled Dr. 137,230 million, having
recorded an increase of Dr. 32,843 million or 31.5 per cent over corresponding revenue
for 1974.

In particular, tax revenue amounted to Dr. 120,729 million, having increased by
Dr. 23,845 million or 24.6 per cent over 1974. The relatively high rate of growth in tax
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revenue stemmed entirely from indirect taxes, which yielded Dr. 91,125 million in 1975,
against Dr. 68,453 million in 1974. In percentage terms, the increase was 33.1 per cent,
compared with a 10.8 per cent increase in 1974. On the contrary, there was a deceleration
in the growth of revenue from direct taxes, which amounted to Dr. 29,604 million, against
Dr. 28,431 million in 1974, which means an increase of 4.1 per cent only, against 51.1
per cent in 1974.

This development in tax revenue was to a considerable extent the result of tax
measures taken during the year ended. Thus, revenue from personal income tax rose by
2.1 per cent, despite the substantially higher rate of growth of money incomes in 1974.
This was mainly the result of the decrease in the tax burden on wage-earners and other
taxpayers in lower and middle income brackets. At the same time, revenue from corporate
income tax decreased by 5.1 per cent, despite an increase of 5 percentage points in the tax
rates on undistributed profits of sociétés anonymes. This decrease was due to: (i) the
deduction from the 1975 taxable income of sociétés anonymes of the amount of the
special one-time levy introduced in 1974 on higher private and corporate incomes, as well
as of the value of capital equipment imported under Law 331/1974 during the period from
5th March to 31st December 1974; (ii) the lower rate of growth of corporate incomes in
1974, as compared with 1973, when unusually high profits had been realised; and (iii)
the abolition of the ceiling on profits distributed during 1974.

The contractionary effect of these factors on the yield of direct taxes was partly
offset by the reforms in the tax rates on shipping, which yielded Dr. 989 million in 1975
against Dr. 43 million in 1974, as well as by the new tax on real estate, which yielded
Dr. 359 million. It should be noted that the yield of the tax on real estate showed a
considerable shortfall against the initial forecast of Dr. 1,000 million. This shortfall,
however, may be due to the difficulties encountered during the first period of imple-
mentation of this institutional measure and is finally expected to be covered after the
checking of returns submitted by taxpayers.

As regards indirect taxation, the largest increases in revenue came from consump-
tion tax on fuels, taxes and duties on private vehicles, stamp duties, turnover tax and other
special consumption taxes. The yield of these taxes was affected by the increase in
the tax rates and other relevant tax reforms introduced at the beginning of 1975. A
particularly high rate of growth was also noted in revenue from the tax on sugar con-
sumption, owing to the large increase in domestic production and stocks of sugar. However,
most of the other indirect taxes also showed a considerable increase, chiefly due to the
rise of prices as well as the expansion of economic activity, consumption and transactions.
The only exception was import duties, whose yield increased by 1 per cent only, owing
to the slow growth of imports and the further reduction of duties, in accordance with
the Association Agreement of Greece with the European Economic Community.

Apart from tax revenue, a very rapid increase was registered in other recurring
and non-recurring revenue under the government budget for 1975. This revenue includes
Dr. 5,378 million as the state’s share in the profits of the Bank of Greece, against
Dr. 470 million in 1974.

Expenditure under the ordinary budget is estimated at Dr. 137,230 million for the
year ended, against Dr. 104,387 million in 1974. There will be, therefore, an increase of
Dr. 32,843 million or 31.5 per cent. The most significant increase, for the second con-
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secutive year, was recorded in expenditure for national defence, owing to the priority given
to the maintenance and strengthening of the country’s defence capability. High rates of
growth were also noted in the outlays for public health, education and other social
services, as well as the servicing of the public debt. On the expenditure side, the ordinary
budget includes the refunds of import duties, stamp duties and interest for subsidising
exports, as well as refunds of income taxes. Refunds to exporters showed a very rapid
increase during the year ended, owing to the increase in the value of exports. Moreover,
refunds of taxes doubled in 1975, as a result of the reduction of the tax burden on tax-
payers in the lower and middle income brackets. Lastly, the increase in expenditure
was also due to the rise in salaries and pensions of civil servants.

3. PuBLIC INVESTMENT

Expenditure under the public investment programme for 1975 totalled Dr. 32,550 million,
against Dr. 23,286 million in 1974. There was, thus, an increase of Dr. 9,264 million or
39.8 per cent between 1974 and 1975. This expenditure was financed to the extent of Dr.
1,074 million out of special revenue from investment, while the balance came from
government borrowing, as mentioned above.

The increase of expenditure under the public investment programme was one of
the main expansionary factors of the economy in 1975. The largest part of the increase
noted in expenditure was absorbed by projects in the sectors of education, water supply,
sewerage and transport, regional development projects and housing.

Expenditure for investment realised by the Public Power Corporation and the
Hellenic Telecommunications Organisation declined by 32.6 per cent in 1975 as compared
with the year before. This decrease was exclusively due to PPC investment which fell to
Dr. 7,500 million in 1975, against Dr. 13,297 million in 1974, On the contrary, HTO
investment remained at the 1974 level, i.e nearly Dr. 4,500 million. The decrease in
investment expenditure realised by the PPC during the year ended was chiefly due to
lower expenditure on projects, as it has been determined that the PPC has sufficient pro-
ductive capacity for satisfying the anticipated increase in the consumption of electric
energy over the next few years. It should be noted, in this respect, that there is a pro-
blem of re-orienting the entire investment programme of the PPC, so as to adapt it to
the new conditions created by the quadrupling of crude oil prices. Specifically, the
planning of new PPC investment should aim at the substitution of imported fuels by
utilising local sources of energy to the greatest possible extent.

4, GOVERNMENT PURCHASES OF AGRICULTURAL PropUCTS AND CONSUMER GOODS

The overall debit balance in the accounts held with the Bank of Greece in respect of govern-
ment purchases of agricultural products and consumer goods amounted to Dr. 45,395
million at the end of 1975, against Dr. 35,400 million at the end of 1974, i.e. it recorded
an increase of Dr. 9,995 million during the year ended. On the other hand, the cumulative
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deficit outstanding from the management of these accounts is estimated at Dr. 27,200
million. This deficit will finally be financed from the government budget. It should be
noted that the difference between the debit balance and the actual management deficit
is offset by the value of stocks and the claims from the sale of supplies on credit.

Specifically, the debit balance in the consumer goods account increased by Dr.
6,595 million in 1975. The main characteristic of the movement of this account in 1975
was the increase of payments in drachmas from Dr. 9,223 million in 1974 to Dr. 14,636
million in 1975. This was the result of increased expenditure for purchases of grain and
olive-oil, for the purchase of increased quantities of domestic sugar and for the payment of
the relevant consumption tax. Conversely, payments in foreign exchange decreased in
1975, having totalled Dr. 14,543 million against Dr. 16,869 million in 1974. Moveover,
receipts under this account totalled Dr. 22,583 million, against Dr. 19,818 million in 1974,
Lastly, the deficit outstanding from the management of this account is estimated to have
totalled Dr. 5,400 million in 1975.

The debit balance in the accounts for financing government purchases of currants
and sultana raisins showed an increase amounting to Dr. 1,862 million, against an in-
crease of Dr. 2,370 million in 1974. The increase for the second consecutive year in this
debit balance stemmed from the adverse conditions that prevailed in the international
market for currants and sultana raisins during the last two years, which resulted, on the
one hand, in the increase of unsold stocks and, on the other hand, in the creation of con-
siderable management deficits.

On the contrary, the debit balance in the account for government purchases of
tobacco was reduced by Dr. 562 million, whereas it had remained almost the same in
1974. This was the result of reduced payments for tobacco purchases and increased
receipts from the liquidation of stocks.

Finally, the debit balance in the account for the management of fertilisers increased
by Dr. 2,100 million in 1975. It should be noted that the cumulative deficit outstanding
in this account is estimated to have totalled nearly Dr. 5,000 million at the end of 1975
and stemmed from the sale of fertilisers at prices substantially below cost.

5. THE BUDGET FORrR 1976

The overall government budget approved by Parliament for the fiscal year 1976 provides
for total revenue of Dr. 172,500 million and total appropriations of Dr. 212,500 million,
including reserves of Dr. 15,500 million. The resulting deficit of Dr. 40,000 million is
expected to be financed to the extent of Dr. 25,000 million from domestic borrowing and
to the extent of Dr. 15,000 million from foreign borrowing.

In particular, revenue under the ordinary budget is expected to total Dr. 171,500
million, against Dr. 137,230 million in 1975, and will accrue to the extent of Dr. 46,000
million from direct taxes, Dr. 112,300 million from indirect taxes and the balance of
Dr. 13,200 million from other recurring and non-recurring revenue.

Of the forecast increase by Dr. 37,600 million in tax revenue under the ordinary
budget, an amount of Dr. 26,100 million is estimated to accrue from the normal rise of
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tax revenue owing to the expected growth of money incomes, economic activity and trans-
actions, while the balance of Dr. 11,500 million is expected to accrue from the yield of
the new special levy and other tax reforms of limited importance.

The share of revenue from direct taxes in total tax revenue is estimated at 29 per
cent, against 24.5 per cent in the year ended. The improvement in this share will come
basically from the special levy and does not, therefore, constitute a permanent improve-
ment in the ratio of direct to indirect taxes.

The ordinary budget provides for appropriations of Dr. 171,500 million, including
a reserve of Dr. 10,000 million for contingencies, compared with actual expenditure of
Dr. 137,230 million in 1975.

The public investment budget anticipates total payments of the order of Dr. 41,000
million, including a reserve of Dr. 5,500 million. Special revenue under this budget is
estimated at Dr. 1,000 million.

Of special importance is the provision of increased reserve funds both in the or-
dinary and in the investment budgets. These reserve funds will help finance unforeseen
expenditure and will, at the same time, ensure the flexibility needed for adjusting fiscal
policy to the requirements of overall economic policy, according to short-term devel-
opments in other basic economic magnitudes. It should, however, be noted that the bor-
rowing requirements of the public sector are still extremely high and are increasing
even though the economy entered a phase of recovery last year. The financing of the
deficit in the public sector did not create any serious problems so long as the economy
was in recession and the borrowing requirements of the private sector were low, compared
with savings deposited in the credit system. One should also add that fiscal deficit
management was expedient in order to support economic activity and assist the economy
out of the recession. However, the acceleration of the upswing of the economy must be
combined with appropriate measures for the gradual reduction of public sector borrow-
ing requirements. Otherwise, there is a danger that the public sector may turn into a
serious source of inflationary pressures.



VII. BALANCE OF PAYMENTS

1. INTRODUCTION

In 1975, one of the basic aims of short-term economic policy was to reduce the deficit
in the country’s balance of payments and assist in the recovery of the Greek economy.
The attainment of this aim was difficult per se, considering that these objectives compete
with each other. These difficulties, however, were considerably greater since the im-
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provement in the balance of payments had to be achieved under conditions of inter-
national economic recession, which became more pronounced last year and caused a
decrease in foreign demand for goods and services.

Despite adverse international conditions, an improvement in the balance of pay-
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BALANCE OF PAYMENTS

(Million U.S. dollars)

Items 1972 1973 1974 1975
infponTs _(pTL_n sup})liers' credit) ‘ 7 2,407.0 4,030.8 4,635.2 4.875.77 i
Private 2,019.4 3,189.0 3,464.5 3,710.7
Government | 387.6 841.8 1,170.7 1,165.0
EXPORTS 835.4 1,230.5 1,774.1 1,959.6
Balance of Trade . A5M.6  -2,800.3 2,861.1 2,916.1
INVISIBLE RECEIPTS | ~ 1,605.9 2,195.4 ~2,363.0 2,651.9
Tourism = (392.7) (514.9) (436.0) (621.3)
Shipping (435.6) (600.1) (874.4) (853.8)
Emigrants’-Workers' remittances (575.3) (735.4) (645.3) (733.6)
Interest-Dividends—Profits | (26.4) (52.4) (85.7) (93.7)
NATO infrastructure ; (4.9) (30.2) (51.6) (0.3)
Other (171.0) (262.4) (270.0) (349.2)
INVISIBLE PAYMENTS 7 402_. 1 o 570_3 7@4 i 725_0_
Tourism * (95.8) (113.3) (130.1) (155.2)
Transportation (77.7) (142.0) (154.1) (172.3)
Interest-Dividends—Profits (82.7) (104.3) (180.8) (182.9)
Government (47.2) (60.8) (88.1) (64.8)
Other (98.7) (149.9) (167.3) (169.8)
Balance on Invisibles 1,203.8 1,625.1 1,642.6 1,906.9
Balance on Current Account- -367.8 -1,175.2 -1,218.5 -1,009.2
Capital movement (net) [ 841.2 1,035.0 1,046.6 1,266.7
Private venture capital ; 90.2 145.1 187.2 194.7
Other private capital ! 190.2 270.6 245.3 312.4
Capital belonging to credit instilmions; 204.0 211.6 171.3 2330
Central Bank 174.9 79.7 305.4 517..1
Government loans 17.8 94.0 114.0 89.6
Public entity and public enter-
prise loans [ 122.5 244.3 67.2 13.7
Foreign suppliers’ credit | 198.2 161.4 125.4 229.5
Other | 0.7 0.5 1.0 13.6
Amortisation -157.3 -172.2 =176.2 -337.0
Errors and omissions -13.2 143.5 87.3 -219.8
Non-monetary gold 23.6 — - —
Special Drawing Rights (Use) -7.1 ~1.5 — -
Change in Clearing a/ec and Private
Barter -24.4 -10.6 28.0 30.8
Change in Official Reserves 501.1 12.4 -112.6 6.9
Official reserves (end of period)? (1,003.9) (1,016.3) (903.7) (910.6)

(1) Including expenditure for studies and hospitalisation.
() Including Greece’s gold tranche with the IMF.
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ments was achieved during the year ended with a parallel increase of 3.7 per cent in
GDP, in a period of decline in the volume of international trade. In fact, the current
account deficit decreased from $1,218 million in 1974 to $1,009 million in 1975. At
the same time, there was a considerable increase in the autonomous inflow of private
capital and an improvement in its qualitative structure. These developments finally
resulted in reducing the needs in foreign borrowing during 1975 to nearly half of the
corresponding needs in 1974.

The improvement in the balance of payments was due to a considerable extent to
the economic policy pursued. First of all,
foreign exchange policy played a decisive
role in maintaining the competitiveness of EMEARE R
Greek products in both the foreign and the |7 :
domestic market. Favourable effects on SRR 1 ORTE (FRvmenty pluy; spelem” stoll)
competitiveness were also exerted by the s e
renewed policy of stimulating exports of
industrial and handicraft products. There
was thus an improvement in the relative
position of Greek products in foreign mar-
kets. Furthermore, the slight decline in the
volume of private imports during the year | **7
ended was due to the foreign exchange
policy pursued and the substitution of locally
produced goods for imports.

1t should be stressed, however, that
the improvement of the balance of pay-
ments was combined with a significant
deterioration of the external terms of trade'
by 7.8 per cent in 1975, following a deterio-
ration of 10.3 per cent in 1974. This means
that the maintenance of the competitiveness
of Greek exports was made possible, to a
great extent, by the foreign exchange policy
pursued and the considerable support given
to exports.

Furthermore, it should be noted that the improvement of the balance on current
account during the year ended was partly due to favourable factors of a temporary nature,
such as the reduction over two consecutive years of the volume of imports owing to slack
economic activity. Moreover, foreign exchange policy is not a suitable means for coping
with balance-of-payments deficits on a more permanent basis. This means that the
balance-of-payments problem is basically structural. It is linked with the structure
and the structural weaknesses of the Greek economy, particularly of its industrial sector
whose export activity depends on high government subsidies.

4000
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(1) Changes in the terms of trade are calculated on the basis of the average value of imports and exports
expressed in domestic currency.
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2. CURRENT TRANSACTIONS

As a result of the adverse conditions that prevailed in 1974, the country’s foreign trans-
actions developed in a favourable climate during the year ended. The slower growth
of international prices, the disengagement of the drachma from the dollar and the slack
productive and investment activity make up the framework within which current trans-
actions moved in 1975.

Commodity imports increased by 5.2 per cent in 1975, against an increase of 15
per cent in 1974. On the basis of seasonally adjusted data, imports during the first
two quarters of 1975 were kept at the level of the last quarter of 1974 but declined
during the second half of the year. Moreover, the quarterly movement of exports
showed considerable fluctuations within the year. Thus, whereas during the first quarter
of 1975 receipts showed an increase over the last quarter of 1974, during the second
quarter they recorded a decline. They then showed an increase in the third quarter of

the year over the second one, chiefly because

e i R 3SR of the large growth of fruit exports. This

MiLLiow U.8. § upward trend, however, was reversed during

e the last quarter of the year. Finally, ex-

ports increased by 10 per cent for the year,
against an increase of 44 per cent in 1974.

These developments resulted in the
containment of the trade deficit in 1975 to a
level only slightly higher (by nearly 2 per cent)
than the corresponding level in 1974. In
absolute figures, the trade deficit amounted
to $2,917 million in 1975, against $ 2,861
million in 1974. Furthermore, the portion
of imports financed out of foreign exchange
earnings from exports increased from 30.5
per cent in 1973 to 38.3 per cent in 1974

and 40.2 per cent in 1975.

Exincs There was a significant improvement
' in the balance on invisibles, which left a
surplus showing an increase of $ 264 mil-
lion, i.e. it rose from $ 1,643 million in 1974
to $ 1,907 million in 1975. In percentage
terms, the increase amounted to 16.3 per

cent and was chiefly due to earnings from
o | | [ | tourism which exceeded by 42.6 per cent the
A s g | corresponding earnings in 1974. Moreover,
emigrants’ remittances, which had declined
considerably in 1974, resumed their upward trend (+13.7 per cent) during the year
under review. Revenue from this source is still at a lower level than in 1973. Conversely,
earnings from shipping, after a significant rise (-45.7 per cent) in 1974, partly due to the

Bl CURRENT ACCOUNT DEFICIT ‘
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extraordinary contribution on the part of shipowners, recorded a slight decline in 1975.
Finally, the increase in the surplus of invisibles was also due to the limited growth (3.4 per
cent) in invisible payments during the year ended. The share of the surplus in invisibles
in financing the trade deficit and imports totalled 65.4 and 39.7 per cent respectively
in 1975, against 57.4 per cent and 35.4 per cent in 1974.

The geographical distribution of foreign transactions did not show any consider-
able change in 1975 compared with 1974. The nine EEC countries accounted for 40.3 per
cent of current transactiors, against 39.9 per cent in 1974, while the U.S. accounted for
20.4 per cent, against 20 per cent in 1974. A slight decline was seen in the share of
other European countries (7.4 per cent in 1975 against 8 per cent in the year before) and
of Middle and Near East countries (4.9 per cent in 1975 against 5.3 per cent in 1974).
Conversely, a significant increase was seen in the share of East European countries,
which rose from 5.6 per cent in 1974 to 6.6 per cent in 1975.

a. Imports

Besides the aforementioned general factors, imports were also favourably affected by :
(i) the smaller increase in international prices in 1975 compared with the year before;
(ii) the liquidation of stocks of imported raw materials accumulated during the pre-
vious period ; (iii) the policy of containing foreign exchange expenditure by the public
sector, except expenditure for national defence purposes; and (iv) the control of the
overpricing of imports.

Under the impact of the above factors, total foreign exchange expenditure for
imports (payments plus suppliers’ credits) amounted to $ 4,876 million in 1975 against
$ 4,635 million in 1974. There was, thus, an increase of 5.2 per cent in the value of imports
during the year ended. In volume terms, imports recorded a decrease for the second con-
secutive year. The following developments should be noted with regard to individual
categories of imports in 1975 :

Imports of foodstuffs decreased by 9.4 per cent in 1975. This development was
chiefly due to the meeting of the country’s needs in wheat from domestic output and
to the reduced imports of other cereals (mainly maize). A slight decline was also seen
in imports of meat, dairy products and animal feeds. It should be noted that meat im-
ports continued to be at a low level for the second consecutive year following their sharp
decline between 1973 and 1974. Conversely, imports of sugar showed an increase which
was more than double the increase in 1974, in value terms; an increase was also recorded
in imports of vegetable oils. The increase in payments for sugar imports was chiefly due
to the high international prices.

A decrease was also observed in imports of raw materials (-9.1 per cent). This
decrease was due to a decline of nearly 24 per cent in the value of imports of construc-
tion materials, particularly iron and steel. This decline, despite higher construction
activity in 1975, should be attributed to the drop in international steel prices and the use
of part of the stock of iron and steel accumulated over the previous two years. Con-
versely, imports of raw materials for meeting industrial needs rose by 7.1 per cent in 1975.

A slight decrease of 2.7 per cent was recorded in imports of fuels and lubricants.



IMPORTS
(Payments and changes in the outstanding balance of suppliers’ credit)

Category (Million U.S. dollars) Changes in 9%
1973 1974 1975 1973/1972 1974/1973 1975/1974
FOOD 756.8 585.4 530.2 158.5 -22.6 -9.4
1. Basic 685.9 520.7 464.6 170.9 -24.1 -10.7
Meat and live animals 244.0 84.4 79.7 105.4 -65.4 -5.6
Dairy products 52:2 59.8 54.4 68.4 14.6 -9.0
Wheat 51.9 559 —— 6.9
Other cereals 154.7 151.6 119.6 -2.0 -21.1
Sugar 36.3 33.4 67.3 90.1 -3.0 101.5
Vegetable oils 41.1 42.0 5120 156.3 2:2 23.6
Animal feed 42.2 52.3 38.7 70.2 23.9 -26.0
Other 63.5 41.7 53.0 97.8 -34.3 27.1
2, Non basic 70.9 64.7 65.6 79.0 -8.7 1.4
RAW MATERIALS 724 .4 951.8 865.5 58.7 31.4 -9.1
1. Industrial 360.7 504.3 524.3 59.2 39.8 4.0
2. Construction materials 363.7 447.5 341.2 5833 23.0 -23.7
Iron and steel 224.5 345.9 244.5 45.1 54.1 -29.3
Timber 87.2 65.8 65.5 74.4 -24.5 -0.5
Other 52.0 35.8 31.2 107.2 -31.1 -12.8
. FUELS- LUBRICANTS 413.5 863.5 840.5 90.6 108.8 -2.7
1. Coal 26.8 42.5 59.0 44.9 58.6 38.8
2. Petroleum products 386.7 821.0 781.5 94.9 11253 -4.8
. CAPITAL GOODS 1,164.0 1,257.8 1,462.5 48.2 8.1 16.3
1. Machinery 885.3 874.9 912.9 47.8 -1.2 4.3
2. Transport equipment 140.9 274.6 451.8 42.6 94.9 64.5
3. Electrical equipment 137.8 108.3 97.8 725 -21.4 9.7
MANUFACTURED CONSUMER
GOODS 948.2 941.3 1,144.0 48.1 -0.7 21.5
1. Intermediate 1221 127.0 152.8 58.4 4.0 20.3
2. Basic 348.6 407.7 435.5 40.2 17.0 6.8
3. Non basic 477.5 406.6 5557 51.8 -14.8 36.7
Leather articles and furs 21.4 23.8 19.0 46.6 11:2 -20.2
Textile products 72.4 66.9 79.6 53.1 =7.6 19.0
Electrical appliances 67.2 38.3 55:8 61.9 -43.0 45.7
Private cars 73.4 49.1 101.7 36.9 -33.1 107.1
Other 243 .1 228.5 299.6 54.3 -6.0 31.1
9 35.4 33.0 57.2 48.5 -7.0

FREIGHT 23.

Total 4,030.8 4,635.2 4,875.7 67.5 15.0 52




BALANCE OF PAYMENTS 75

Among individual categories, an increase was registered in imports of solid fuels,
whereas there was a decline of 4.8 per cent in imports of petroleum products, despite
the increase in their prices as from October 1975. If the price increase is taken into
consideration, there was a significant reduction in the volume of imports of petro-
leum products. This reduction can only partly be attributed to the decline in exports of
refined oil products. It was chiefly due to the decline in demand, as a result of the
government policy of shifting the increased
cost of fuels onto consumers, as well as of
the additional tax burden on liquid fuels.

COMPOSITION OF IMPORTS BY COMMODITY GROUPS
MiLLoN U S §
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Lastly, a substitution of domestically pro- | A
duced lignite for liquid fuels was achieved | | =
in the production of electric energy.

The value of imports of capital goods ™ e
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showed an increase of 16.3 per cent in 1975
against an increase of 8.1 per cent in 1974.
However, if exceptional government imports
are excluded, the rate of growth drops to
2.9 per cent. Among individual categories,
the largest increase appeared in imports
of transport equipment (+64.5 per cent),
chiefly as a result of exceptional government
imports. A much smaller increase (4.3 per
cent) was seen in imports of machinery,
which constitute the bulk of capital goods
imports. Finally, imports of electrical equip-
ment fell by 9.7 per cent below their 1974
level.

Besides the category of capital goods,
a significant increase was registered in
imports of manufactured consumer goods. The increase in the value of imports in this
category amounted to 21.5 per cent in 1975 compared with virtually no change in 1974.
Among individual categories, the highest rate of growth was noted in the value of imports
of non-basic manufactured goods (--36.7 per cent), followed by imports of intermediate
goods (+20.3 per cent), whereas the increase in imports of basic manufactured goods
was slight (+6.8 per cent). The increase in imports of non-basic consumer goods
stemmed from all individual categories, except leather articles, furs and articles of plas-
tics materials. A particularly high rate of growth was observed in imports of private
vehicles and electrical appliances.

b. Exports

The general conditions govemiﬁg export activity in 1975 are characterised on the
one hand by increased supply (partly because of limited domestic demand) and on
the other by a decline in foreign demand, as a result of the international economic
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ExXPoRTS
(Million U.S. dollars)

Changes in %

Category 1973 1974 1975 1974/1973 1975/1974

1. Foods and beverages 346.9 374.3 493 4 10.0 22.4
Currants 37.1 36.6 31.2 -1.3 -15.0
Sultana raisins 42.7 46.8 47.0 9.6 0.5
Olives 24.5 23.5 33.9 -3.7 44.2
Olive-oil 7.5 10.4 19.8 38.7 89.8
Citrus fruit 315 38.5 58.6 22.5 529
Other fresh fruit 377 38.9 78.0 352 100.8
Fruit and vegetable preserves 61.4 77.3 72.2 25.9 6.6
Fruit juices 16.2 17.4 235 7.4 351
Other 88.3 84.9 129.2 -3.8 52.2

2. Tobacco 88.3 158.4 160.4 79.4 =3
3. Raw materials and semi-manufactured goods 136.6 121.1 110.2 -11.3 -9.0
Cotton 76.2 44.9 30.9 41.1 31.5
Hides and skins 34.6 38.0 44.5 9.5 172
Kernel oils 8.4 13.5 9.0 60.7 -33.6
Other 17.4 24.7 258 42.0 4.4

4. Minerals and ores 73.0 103.1 134.2 60.7 30.2
Bauxite 1l ] 14.6 21.8 27.0 48.9
Magnesite, dead-burnt 30.1 45.5 58.0 512 27.4
Other 43.0 54.4 36.5 26.5

5. Petroleum products 46.4 123.5 87.0 166.2 -30.0
6. Industrial and handicraft products 496.8 851.5 944.6 723 14.8
Textiles 15555 202.0 232.1 29.9 14.9
Cement ISl 79.9 131.6 509.9 64.7
Other chemicals and pharmaceuticals 33,3 40.1 65.6 20.4 63.7
Aluminium-Alumina 55.7 71.2 57.8 27.6 -18.8
Nickel-Ferronickel 22.5 68.8 57.8 205.8 -16.0
Iron sheet 27.0 36.0 28.5 33.3 -20.7
Other metals and metal manufactures 352 142.0 137.6 303.4 -3.1
Machinery and transport equipment 5.0 16.6 24.7 232.0 48.4
Footwear and leather articles 19.8 28.0 35.3 41.4 26.1
Other 129.7 166.9 173.6 28.7 4.0

7. Other 42.5 42.2 29.7 -0.5 -29.5
Grand total 1,230.5 1,774.1 1,959.5 44.2 10.5
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recession. As already mentioned, the foreign exchange policy pursued by the govern-
ment, as well as the government policy of subsidising exports in general, helped to
cope with the adverse competitive conditions prevailing in foreign markets. Export
earnings amounted to $ 1,960 million in 1975, against $ 1,774 million in 1974, having
increased by 10.5 per cent.

The composition of export earnings changed slightly in 1975. The share of food-
stuffs rose from 21 per cent in 1974 to 25.2 per cent in 1975, while that of minerals and
ores rose from 5.8 per cent to 6.8 per cent. On the contrary, there was a decrease in the
share of tobacco, raw materials and semi-manufactured goods and petroleum products.
Finally, the share of the most important category, i.e. industrial and handicraft products,
remained at the same level (48.2 per cent) during the last two years.

The largest increase, both in absolute figures and growth rate, was recorded in
exports of foodstuffs, which rose by 31.8 per cent. This increase stemmed from almost
all individual categories (except currants and raisins). The largest increases in both
absolute figures and percentages were observed in exports of fresh fruit and citrus fruit.
It should, however, be noted that the increase in fruit exports was also favoured during
the 1975 export season by exceptional factors, such as losses caused by frost in the
European fruit crops (chiefly peaches).

Exports of raw materials and semi-manufactured products showed a further drop
of 9 per cent in 1975, following an 11.3 per cent decline in 1974. This was due to re-
duced exports of cotton and kernel oil, which were only partly offset by increased exports
of leather and other raw materials. Reduced

foreigﬂ exchange rcceipts from cotton ex- i COMPOSITION OF EXPORTS BY COMMODITY GROUPS ]
ports were basically the result of a decline | =7 '
in the international prices of cotton. Earn- |..l m» e

AND MANDICRAFT
B PRODUCTS

ings from tobacco exports remained almost | -
at the 1974 level. This was chiefly due to the
expectations of foreign buyers that lower
prices would prevail during 1976, under the
pressure of supply and demand conditions.
On the contrary, a high rate of growth
(30.2 per cent) was recorded by foreign ex-
change receipts from exports of minerals and
ores. This increase largely stemmed from
exports of dead-burnt magnesite and bauxite. _

Exports of industrial and handicraft ] s i
products grew by 10.8 per cent. High rates of :
growth, particularly in the light of the con-
ditions prevailing in the international market,
were registered in earnings from exports of cement (65 per cent), chemicals and pharma-
ceuticals (64 per cent), machinery and transport equipment (+48 per cent), footwear
and leather articles (<26 per cent) and textiles (+15 per cent). These increases, however,
were offset to a large extent by a decline in exports of metals and metal manufactures
(aluminium, nickel, iron sheet, etc.). The large increase in earnings from cement exports
stemmed chiefly from the increase in the volume of exports, particularly in the markets
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of the Middle East and North Africa and, secondly, from the improvement of prices. The
increase in earnings from textiles was due to the growth of export volume since inter-
national prices remained unchanged or, in certain cases, fell during the year. Finally,
the drop in earnings from exports of metals and metal manufactures stemmed from the
decline in international demand.

c. Invisible Earnings and Payments

Invisible earnings totalled $§ 2,652 million in 1975, having recorded an increase of 12.2
per cent compared with the year before, while invisible payments totalled $745 million,
having increased by 3.4 per cent only. As a result, there was an increase of $264
million in the surplus left by the balance
on invisibles, which was the chief factor
underlying the improvement of the balance

BALANCE ON INVISIBLES

MILLION U.5: § on current account during the year under
2800 .
INVISIELE EARNINGS EENISW: . iy .
2600 - B wvisisie pavmenTs The grOWth Of anISIble carnings
== NET INVISIBLE EATNINGS stemmed chiefly from tourism and secondly

from emigrants’ remittances. The percentage
increase in these two basic items amounted
to 42.5 per cent and 13.7 per cent respect-
ively. Receipts from both these sources had
declined in 1974, under the effect of the re-
cession then prevailing in the world economy
and of non-economic factors. The Cyprus
crisis in the summer of 1974 caused a sharp
decline in earnings from tourism, whereas
the international recession had affected earn-
ings from emigrants’ remittances since the
first half of 1974.

Conversely, the international shipping
crisis had affected foreign exchange earnings
since the last months of 1974 and caused a
slight decline of 2.4 per cent in the 1975 earn-
ings from shipping. However, it should be
noted that Greek ocean-going shipping was
A less affected by this crisis, compared with
= 1o 1072 1973 o st that of other countries. This was due to the
aase composition of the Greek-owned merchant

fleet which for the most part includes dry
cargo ships of small and medium size which had no surplus capacity during the year
ended, as well as small and medium-sized tankers whose freight rates decreased less than
the corresponding rates for large-sized tankers.

The increase in emigrants’ remittances stemmed chiefly from Western Europe
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(+18.6 per cent) and, secondly, from overseas countries (+8.7 per cent). In view of the
fact that recession in the world economy continued and intensified during the year under
review, the upward trend in these remittances should be basically attributed to the cre-
ation of a climate of confidence as regards the prospects of the Greek economy, following

INVISIBLE RECEIPTS
(Million U.S. dollars)

Changes in %

Category of revenue 1973 1974 1975 1974/1973  1975/1974
1. Tourism 514.9 436.0 621.3 -15.3 42.5
2. Emigrants’ remittances 735.3 645.3 733.6 -12.2 13.7
3. Shipping 600.1 874 .4 853.8 45.7 -2.4
4. Interest-Dividends-Profits 52.4 85.7 93.7 63.6 9.3
5. Government services 91.7 118.1 47.1 28.8 -60.1
6. Other services 201.0 203.5 302.4 12 48.6
Total 2,195.4 2,363.0 2,651.9 7.6 12.2

INVISIBLE PAYMENTS
(Million U.S. dollars)

Changes in %,

Category of expenditure 1973 1974 1975 1974/1973 1975/1974
1. Tourism 113.3 130.1 155.2 14.8 19.3
2. Transportation 142.0 154.1 172.3 8.5 11.8
3. Interest-Dividends-Profits 104.3 180.8 182.9 73.4 1.2
4. Government services 60.8 88.1 64.8 44.9 -26.5
5. Other services 149.9 167.3 169.8 11.6 1.5
Total 570.3 720.4 745.0 26.3 3.4

the restoration of normal political conditions. It should be noted in this connection that
the limited repatriation of Greek workers from Western Europe, the high unemploy-
ment benefits paid in W. Germany and the considerable savings held abroad by Greek
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workers account for the relative stability of foreign exchange receipts from this source.

The increase in the number of tourist arrivals last year was particularly large.

This was basically due to the restoration

COMPOSITION OF INVISIBLE EARNINGS of normal political conditions, the state of
b i unrest that prevailed in certain competitor
countries in the Mediterranean area and
the competitive cost of tourist services of-
fered in Greece, which was partly due to our
foreign exchange policy.

As regards the other items of invisible
receipts, there was a considerable growth
of foreign exchange earnings from other
services, mainly owing to the large increase
in “other remittances”. There was also a
9.3 per cent increase in revenue from invest-
ment, mostly interest on foreign exchange
reserves. Conversely, earnings under the head-
ing “government services’’ decreased, largely
owing to the suspension of contributions
from member-countries for NATO infra-
structure projects in Greece.

With regard to invisible payments,
there was an increase in private expenditure
for foreign travel (+19.3 per cent)and in ex-
‘ penditure for transportation (4 11.8 per cent).
N 175" This increase, however, was offset for the

most part by the decline in payments for
government services. These payments were particularly high in 1974, partly owing to
the exceptional events that took place in that year.

MISCELLANEDUS
EMIGRANTS - WORKERS' REMITTANCES

2600

£ TOURISM

2400 o

3. CAPITAL MOVEMENT

The financing of the current account deficit was achieved with relative ease during
the year ended, chiefly owing to the rapid increase in the autonomous inflow of pri-
vate capital, which substantially reduced accomodating borrowing requirements. Net
capital inflow (including borrowing by the Central Bank, Government and public
enterprises) amounted to $1,267 million, against $1,047 million in 1974. High
rates of increase were seen in the inflow of private capital through credit institutions
(chiefly in the form of deposits by Greek seamen and workers abroad), other private
capital imported mainly by Greeks living abroad for investment in Greece and,
lastly, foreign suppliers’ credit. This increase was primarily due to the restoration of a
climate of confidence in the stability and future of the Greek economy and was strength-
ened by the policy pursued as regards interest rates on deposits in foreign exchange.
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These interest rates were kept at a high level despite their considerable decline in foreign
money markets. Moreover, the composition of capital inflow improved, considering that
very high rates of growth were registered in foreign exchange deposits made by Greek sea-
men and emigrant workers, as well as in other private capital, a significant part of which
represents unilateral transfers that do not entail any future obligation for servicing.

In particular, private capital imported for business purposes rose to $195 million
in 1975, against $ 187 million in 1974 and $ 145 million in 1973. The relatively low rate
of increase in capital inflow under this category reflects the slackening in the rate of in-
vestment in the basic productive sectors of the economy. It should be noted that the in-
flow of capital imported under Law 2687/1953 declined further in 1975, when it totalled
nearly $ 17 million against $ 43 million in 1974 and $ 45 million in 1973. The decline
in this inflow should be attributed to the gap created by the non-execution of large
new industrial projects during the last few years. A larger increase was observed in the
inflow of private venture capital imported outside Law 2687/1953, which amounted
to $ 190 million in 1975, against $ 144 million in 1974 and $ 100 million in 1973. This
inflow, which constitutes the bulk of imported venture capital, reflects the investment
activity of a large number of small and medium-sized enterprises both in the industrial
and in other sectors of economic activity.

Private capital imported for other than business purposes totalled $312 million in
1975, against $ 245 million in 1974 and $ 271 million in 1973. Capital under this category
chiefly comes from Greeks living abroad, who take advantage of the incentives offered
mainly for the purchase of real estate in Greece.

Net capital inflow through the banking system totalled $ 233 million in 1975,
against $ 177 million in 1974 and $ 212 million in 1973. The main source of capital under
this category is foreign exchange deposits by Greeks living abroad, most of whom are
workers and seamen. This source yielded $207 million in 1975, against $ 105 million in
1974 and $ 112 million in 1973.

The total outstanding balance of foreign suppliers’ credit grew by $ 230 million
in 1975, compared with increases of $125 million and § 161 million in 1974 and 1973
respectively. This increase should be attributed to the restoration of a normal rate of
acceptances and payments of bills of exchange, following the acceleration of payments
in 1974 owing to international monetary disorder, and to the facility offered for im-
porting private passenger cars on foreign suppliers’ credit. Also, as already mentioned,
the efforts made by the industrial countries for promoting their exports, particularly
those of capital equipment, has made it easier for Greek importers to secure suppliers’
credit.

Borrowing by the Government and the Bank of Greece totalled $ 620 million in
1975, against $ 487 million in 1974 and $ 418 million in 1973. The Bank of Greece
borrowed mainly from the international capital market and, to a lesser extent, from the
International Monetary Fund. Loans in the former category include the DM 200 million
loan from German banks, the $ 200 million loan from the Eurodollar market through
Crédit Lyonnais, the DM 50 million loan granted by Kreditanstalt fir Wiederaufbau
and the $ 20 million loan granted by Grindlays Bank. Furthermore, loans from the
International Monetary Fund in 1975 totalled $ 144 million.



VIIL. INTERNATIONAL ECONOMIC DEVELOPMENTS

1. EconoMIiC DEVELOPMENTS IN 1975 AND PROSPECTS FOR 1976

It was around mid-1975 that the world economy started to recover from its deepest
recession in the post-war period. Signs of a slow recovery appeared first in the economi-
cally more advanced countries, mainly the U.S.A. and Japan followed by West Germany,
and then in the other countries, at different periods of time.

Recession set in mainly as a result of the restrictive economic policies pursued in
the period 1973-1974 by the major industrial countries in order to check strong inflation-
ary pressures. These policies had an adverse effect on investment and consumption, but
failed to achieve their main target, that is to combat inflation. Specifically, for the
OECD countries as a whole the rate of inflation dropped from 14.4 per cent in 1974 to
9.2 per cent in 1975. Furthermore, in several European members of the OECD this policy
had little, if any, effect. A less favourable picture emerges from a comparison of changes
in average consumer price levels. Thus, for the OECD members as a whole there was a
drop from 13.4 per cent in 1974 to 10.6 per cent in 1975, whereas in the European members
of the OECD the rise in price levels was about the same in both years (1975 : 13.5 per
cent; 1974 : 13.2 per cent). Nevertheless, in 1975 the major industrial countries, under
the pressure of growing unemployment, started one after the other to take measures for the
purpose of reflating their economies. These measures helped them move out of recession.

According to OECD estimates, in the autumn of 1975 all industrial countries
entered a phase of economic recovery. However, owing to the steep decline experienced
in the first months of 1975, economic activity for the year as a whole was reduced in practi-
cally all Western countries. Specifically, GNP in the OECD members taken as a whole
declined by 2 per cent in 1975, whereas in 1974 it had remained unchanged. In the
EEC countries it decreased by 3 per cent, against a 1.9 increase in 1974. In most countries,
economic recovery was mainly fostered by an increase in domestic demand, which stemmed
primarily from the public sector and secondarily from private consumption. It should
be noted in this connection that only a small part of the increase in disposable private
income contributed to increased consumption. Under the impact of a climate of uncer-
tainty due to unemployment and recession, the propensity to deposit increased. This
reservedness in consumer behaviour was the outstanding feature of the latest world-wide
economic recession. In at least seven of the leading industrial countries, during the first
half of 1975 private consumer demand remained at the levels it had reached two years
earlier. Therefore, final consumer demand in the first half of 1975 did not promote indus-
trial production and investment.

On the basis of the relatively limited data available, stocks decreased significantly
in the first half of 1975, which had an adverse effect on industrial output. By contrast,
progressive replenishment of stocks has been a powerful factor behind economic recovery
since the autumn of 1975.

Despite the uncertainty characteristic of the present transitional period, prospects
for 1976 are favourable for the world economy, especially for the major industrial nations.
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According to the latest forecasts, GNP in the EEC and the OECD members will increase
by 2 to 3 per cent and 4 to 4.5 per cent respectively. The upturn in economic activity is ex-
pected to originate mainly in the three economically stronger countries, that is first in the
U.S.A. and Japan and then in West Germany, since these three countries moved out of
recession before the others, that is late in the summer of 1975. Revival of economic ac-
tivity in the other countries will follow, mainly as a result of increased foreign demand.
Specifically, recovery of economic activity in the main industrial countries, on which
recovery in the other countries will depend to a significant extent, is expected to be
the outcome of the following :

a) The most significant effect will be exerted by an increase in private consumption,
which will mainly be the outcome of the change expected in consumer behaviour as a
result of a recovery in economic activity and of more favourable prospects as regards
developments in employment and the cost of living. It should be noted that, in 1975,
increased incomes did not lead to a growth of consumption, owing to the fact that savings
increased. This is attributed to the climate ot uncertainty which prevailed during the
recessionary phase.

b) During 1976, overall economic activity is expected to be decisively affected
by increases in stocks. It is estimated that in the seven major industrial countries of the
OECD, taken as a whole, two-thirds of the increase in real GNP between the first and
the second half of 1975 stemmed from changes in stocks. It is expected that in 1976
changes in stocks will again play a significant—albeit smaller—role in the formation
of national income. Specifically, it is estimated that one-third of the increase forecast
for 1976 (about 5 per cent) in the real GNP of these seven countries will stem from
changes in stocks.

¢) On the other hand, gross investment is expected to rise only slightly in 1976,
after its sharp decrease in the first half and relative stabilisation in the second half of
1975. Specifically, investment in dwellings is expected to record a slight increase in Western
Furope and a substantially larger one in the United States. Other private investment is
not expected to increase considerably, chiefly because of the idle productive capacity in
industry.

At the beginning of 1976, the total number of unemployed in the OECD members
was 15 million or 5.5 per cent of the labour force. Specifically, the number of unemployed
in the EEC countries was 5.6 million. It should be noted that in the current year unemploy-
ment is still not expected to decrease significantly. Despite economic recovery, unemploy-
ment will decrease at a slow rate, since the economic policies implemented by the majority
of industrial countries are cautiously expansionary and are mainly aimed at curbing in-
flation.

As regards prices, during 1976 inflationary pressures are expected to ease further.
It is estimated that for the OECD countries as a whole the average increase in the con-
sumer price index will be brought down to about 8.5 per cent, against 10.6 per cent in 1975.
It should be noted that the difference between the indices of individual countries and
the predicted average are significant, ranging between 4.75 per cent and 7 per cent for
West Germany and the U.S.A., and 11.5 per cent and 15.3 per cent for Italy and the
United Kingdom. Developments in prices are expected to be mainly influenced by two
opposite forces. First, a reduction in pressures from labour cost, owing to the expected
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improvement in productivity and moderation in workers’ income claims. This will be
the result of the unfavourable conditions prevailing in the labour market and of more
favourable prospects in connection with cost of living developments. Second, price
developments in 1976, which largely depend on the reaction of employers and workers,
as well as on consumer behaviour. If it should be sought to regain losses in purchasing
power through increases in profits or wages, inflation may be rekindled, the more so
since inflationary pressures are still here, although their presence is felt with differing
intensity in various countries.

2. EcoNoMIC DEVELOPMENTS AND EcoNoMmic PoLicy TARGETS IN MAJOR COUNTRIES

In connection with economic developments and prospects, as well as targets and objectives
of economic policies in the major industrial countries, the following remarks can be made:

In the United States, GNP decreased by 3 per cent in 1975, further to its 2.1 per
cent decrease in 1974. The declining trend, however, was not continued throughout 1975.
A turnaround in economic activity was noted as from the second quarter of 1975, mainly
fuelled by an increase in private consumption, which in turn was due to a reduction in
taxes early in 1975. Economic recovery was further assisted by revived building activity,
which had reached very low levels in the beginning of 1975. Furthermore, as from the
third quarter of 1975 there was an upturn in industrial investment, at a time when indus-
try was destocking at an accelerating page. A relative improvement was also seen in
employment : the unemployment rate fell from its record 9.2 per cent of the labour
force in May 1975 to 8.3 per cent late in the year. The rate of price increases dropped
from 11 per cent in 1974 to 7 per cent in 1975.

For 1976, it is forecast that GNP will increase by 5.75 to 6 per cent, and this forecast
is partly based on an expected replenishment of liquidated stocks. Final demand is ex-
pected to be further stimulated by an increase in private consumption, which is related
to a change in consumer behaviour. In addition, there are favourable prospects as
regards business investment.

Economic policy is aimed at fostering recovery in economic activity without giving
rise to a new round of inflation. The principal and most effective fiscal measure in this
connection was the cut made in tax rates in the spring of 1975, which resulted in a sig-
nificant and immediate rise in consumer demand. By contrast, monetary policy in 1975
was not particularly expansionary, while for the current year it seems that it will remain
unchanged, in order to avoid rekindling strong inflationary forces. This is concluded
from the quantitative targets set in connection with the growth of money supply. Ex-
pansion of money supply is held to exert rather restrictive effects on economic activity,
even after it is taken into consideration that during the phase of economic recovery,
it is usual for the velocity of circulation to accelerate.

In W. Germany, GNP decreased by 3.7 per cent in 1975, whereas it had remained
virtually unchanged in 1974. In the summer of 1975, economic activity scraped along
the bottom of the trough, but a progressive upswing started in the second half of the
year. Economic recovery was assisted by an increase in both foreign demand and domestic
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consumer demand, as well as by the increase in investment activity which took place in
the second half of 1975. However, unemployment remained at high levels. At the begin-
ning of 1976, the number of unemployed was 1,300,000 or 5.9 per cent of the labour
force, and there are no signs of a reduction in the next few months. These developments
in the German labour market led to a considerable drop in the employment of immigrant
workers.

Economic recovery had no effect on developments in prices, the rising trends of
which slowed down in 1975 and are expected to continue decelerating in the coming
months. The increase in the consumer price index in the current year is estimated at
4.5 to 5 per cent.

In 1975, the economic policy of W. Germany was less restrictive than the policies
of the majority of industrial countries. The tax measures taken late in 1974 proved in-
sufficient to halt the recession. In August 1975, it was decided to increase public spending
by DM 5.75 billion (or 0.5 per cent of GDP), mainly in order to stimulate construction
activity.

Economic activity was further stimulated by monetary policy. Measures were taken
to keep the growth of currency circulation around 8 per cent in 1975. For this purpose,
from the beginning of 1975 the discount rate was repeatedly lowered and the ratio of
commercial bank reserve requirements to their sight deposits was reduced. This policy
led to a substantial increase in bank liquidity and to a drop in short-term interest
rates.

In the United Kingdom, GDP decreased by 1.8 per cent in 1975, whereas it had
remained unchanged in 1974. Economic recession, apparent since the last months of
1974, deepened in the first half of 1975 and continued even after economic activity had
started to recover in the other industrial countries. It was only in the last months of 1975
that there were signs of a slow recovery, mainly in the building sector. Thus, the decline
in industrial production fell from 8.8 per cent in the first half of 1975 to 5 per cent for
the whole of 1975. However, unemployment continued to grow through the last months
of 1975. In fact, unemployment rose to 5.1 per cent of the labour force in January 1976,
against 3 per cent in January 1975.

As a result of the measures taken in the summer of 1975, the rate of price increases
slowed down significantly. The rate of inflation, on an annual basis, fell from 38 per
cent in the first half of 1975 to about 14 per cent in the second half. However, prices
increased by 24.3 per cent in 1975 (against 16 per cent in 1974), which was the highest
rate recorded in the main industrial countries.

The current account deficit was reduced from $8.8 billion in 1974 to $3.75 billion
in 1975, but the exchange rate of the pound declined as from the second quarter of 1975.

Forecasts are that in 1976 GNP will show a limited increase, while unemployment
will remain at high levels.

The economic policy pursued in 1975 was basically restrictive throughout the year.
Strong inflationary pressures and the worsening of the pound’s position made it neces-
sary to introduce, as from July 1975, a series of drastic measures aimed at restraining
increases in prices and wages.

The fiscal policy for 1976 is considered to be rather restrictive. It calls for a re-
duction of public investment, especially investment by local authorities, in order to shift
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productive resources towards the private sector and thereby promote investment ac-
tivity and exports.

Monetary policy was definitely restrictive. In 1975, the policy of restraining the
growth of money supply was continued. Furthermore, it was sought to curb credit ex-
pansion and to direct bank credit towards the financing of basic sectors of the economy.
It is expected that this policy will be continued in 1976.

In France, GNP decreased by 2 per cent in 1975, against an increase of 3.9 per
cent in 1974, Economic activity reached the bottom of the trough about the end of sum-
mer 1975, and then in autumn it started on a slow upswing. However, unemployment
continued to grow in the first half of 1975, owing to the sharp decline of industrial
production (15 per cent on an annual basis). Unemployment rose to 4.1 per cent of the
labour force at the end of 1975, compared with 2.8 per cent at the end of 1974.

There was a slight slowdown in the rate of price increases in 1975. On an annual
basis, this rate was brought down from [1.6 per cent in the first half of 1975 to 9.2 per
cent in the second half. There are indications, however, that this downward trend has
come to an end.

As a result of a substantial improvement in the balance of trade, the balance on
current account showed a $0.7 billion surplus in the first half of 1975, against a $6 billion
deficit in 1974. The growth of imports in the second half of 1975 and the slowdown of
exports resulted in the reappearance of a deficit in the balance on current account. This
development affected the French franc unfavourably. Economic activity is expected to
revive on a rather limited scale in 1976. It is estimated that GNP will increase by 3 to 4
per cent. Under these conditions, unemployment is expected to remain at high levels
until the end of 1976.

Moreover, a slightly more favourable trend in prices is anticipated, as com-
pared with last year. Their rate of growth is estimated at 11 per cent for 1976, against
11.7 per cent in 1975 and 13.7 per cent in 1974.

The economic policy pursued remained basically restrictive until last summer.
Emphasis was distinctly laid on combating inflation and improving the balance of pay-
ments. However, the fall of production and the growth of unemployment led to the
implementation of an anticyclical policy. A large variety of fiscal and credit policy
measures were taken in September 1975, chiefly aimed at encouraging private invest-
ment. However, the government budget for 1976 is considered to be rather restrictive.

Monetary policy became gradually expansionary during the year ended. In Sept-
ember 1975, the discount rate was lowered from 9 to 8.5 per cent, while the ratio of
commercial bank reserve requirements to their sight deposits was reduced from 11 to 2
per cent. Likewise, the terms of consumer credit became more flexible.

In Italy, GDP in 1975 decreased by 4.5 per cent, against an increase of 3.2 per
cent in 1974. The recovery noted in the economy since the second half of 1975 was slight.
However, the number of unemployed remained unchanged and at rather low levels (3.5
per cent of the labour force). This was chiefly due to the reduction of hours of work in
the sectors particularly hard hit by recession.

Moreover, there was a substantial deceleration in the growth rate of prices which,
on an annual basis, dropped from 17 per cent in the first half to 9 per cent in the second
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half of 1975. However, there are signs that over the past few months the upward move-
ment of prices has accelerated.

Favourable developments in the balance of payments were offset by capital outflow
during the second half of the year ended, resulting in the worsening of the lira’s position,
particularly during the last months of the year, despite the continuous and extensive inter-
vention of the Bank of Italy in the foreign exchange market.

Forecasts for the current year are not optimistic. A slight increase of 1 to 2 per
cent in GDP is expected while final demand should remain virtually unchanged during
the first half of the current year.

The restrictive economic policy started slackening at the beginning of the year
ended and became clearly expansionary last August, following the application of a series
of chiefly fiscal measures, which aim at a significant increase in public expenditure (cor-
responding to 3.5 per cent of GNP) by the end of 1976.

Furthermore, monetary policy gradually became expansionary as from the begin-
ning of 1975. Thus, the ceilings on bank credits were abolished together with prior import
deposits, while the ratio of compulsory purchases of fixed income securities which the
banks are required to make was reduced. In 1975, the discount rate was lowered from
8 to 7 per cent in May and to 6 per cent in September. However, under the pressure of
the recent foreign exchange crisis and in order to re-establish confidence in the lira, a
series of restrictive monetary and foreign exchange measures were taken during the
year under review. Thus, the discount rate was gradually raised to 12 per cent and
a higher ratio of commercial bank reserve requirements to their sight deposits was
fixed.

Japan was the first industrial country to pull out of economic recession, in the spring
of 1975. However, the growth of its economic activity slowed down late in the year.
Its GNP increased by 2.5 per cent, against a decrease of 1.8 per cent in 1974. Econ-
omic recession, which hit its deepest in the spring of 1975, was followed by gradual
recovery until the third quarter of the year under review and by stagnation in the last
quarter. In 1975, developments in economic activity were mainly affected by the expansion
of public investment spending in the first half, followed by increased public consumption
and investment in dwellings, whereas business investment remained at the low levels
of 1974. In the summer of 1975, however, the increase in domestic consumer demand
started to slow down, and this led first to an accumulation of stocks of manufactured
goods and then to a drop in output. Thus, despite the recovery of exports, the relatively
slow growth of industrial production came to an end in the last quarter of 1975. As a
result, there was an increase in unemployment.

The slackening of economic activity had a favourable effect on prices. It is expected
that the slowdown in the rate of increase of prices will continue in the coming months.
In 1976, the consumer price index is expected to rise by about 8 per cent.

Prospects for 1976 are quite favourable. It is predicted that GNP will increase by
4 per cent. This prediction is mainly based on the expected growth of exports, public
investment and economic activity. By contrast, domestic consumer demand and industrial
investment are not expected to have a marked effect.

Economic policy remained moderately expansionary. The main fiscal policy
measures taken in 1975 were an increase in government expenditure early in the year and a
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reduction in taxes. Further measures aimed at reviving economic activity were taken in
October 1975. Monetary policy was fairly restrictive in the first half of the year, but
then became more expansionary following the slowdown of economic activity. Specifi-
cally, the discount rate was gradually lowered from 9 per cent in April 1975 to 6.5 per
cent in October, while the ratio of commercial bank reserve requirements to their sight
deposits was lowered in November 1975 and again in February 1976.

3. INTERNATIONAL TRANSACTIONS AND PROBLEMS OF INTERNATIONAL EQUILIBRIUM

The main developments in international trade and payments during the year under review
reflect the impact of economic recession in the industrial countries during the first half
of 1975, the slight recovery in the second, and the sharp increase in the volume of in-
dustrial imports by the oil-producing countries. As a result, there were significant changes
in the balance on current account of OECD member-states. The total current account
deficit run by OECD members was brought down from $33.2 billion in 1974 to $6.5
billion in 1975, as a result of reduced imports owing to economic recession, and of
increased exports, particularly to oil-producing countries.

Moreover, owing to a sharp increase in payments, the current account surplus
of the OPEC declined from $67 billion in 1974 to $35 billion in 1975. The oil-im-
porting developing countries are faced with serious balance-of-payments problems as a
result of the fact that their current account deficit totalled $23 billion in 1975, against
$17.5 billion in 1974,

The shifting of current account deficits to oil-importing developing countries
aggravates the problem of their external financing, the more so because of their higher
payments towards servicing their external debts, which in many cases have grown larger,
particularly after the sharp increase in oil prices.

The decrease in the surplus of the oil-producing countries is reflected in the
improvement of the balance on current account of the major industrial countries, except
West Germany and Canada. The current account deficit of the less industrialised OECD
countries, taken as a whole, remained at about the same level as in 1974 and is esti-
mated at some $16 billion or about 5 per cent of their total GDP.,

In 1975, for the first time in many years, there was a decline in the volume
of international trade, estimated at 6 to 7 per cent. This development is mainly at-
tributable to the decrease in imports by non oil-producing countries, particularly the
industrial ones, owing to the deepening economic recession in the first half of 1975.
Considering that in 1975 there was a slowdown in the growth rate of export prices
owing to a decline in world demand combined with an improvement in the supply
of certain internationally traded goods, the value of world trade is estimated to have
increased by about 3 per cent in 1975. Furthermore, the terms of trade of the oil-
importing primary producing countries deteriorated substantially as a result of a 4
per cent decrease in their export prices and a 9.5 per cent increase in their import
prices. On the other hand, the terms of trade of the industrial countries improved.
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For the current year, it is forecast that the volume of international trade will in-
crease by 6.5 to 7 per cent, mainly because of the expected large-scale replenishment of
the international stocks of merchandise. Specifically, it is predicted that the moderate
recovery of economic activity forecast for 1976 will lead to a deterioration in the
balance of trade of the major industrial countries, which will be aggravated by the restric-
tions several oil-importing developing countries may have to impose on their imports.

It does not seem probable that these developments are going to affect to a sig-
nificant extent the balance of trade of the smaller OECD member-countries, whose
total deficit is expected to remain at the levels of 1975 and 1974.

According to recent OECD forecasts, in 1976 the current account deficit of its
member-countries, taken as a whole, will be almost three times more than in 1975 ($6.5
billion). As mentioned previously, this development mainly reflects economic recovery,
the adverse effects from restrictions on imports by non oil-producing countries, and the
latest increase in oil prices. This total deficit is expected to grow, chiefly as a result of
a drop in the surpluses of the United States and West Germany, as well as of an en-
largement of the deficits of Japan and France. The current account positions of the other
OECD members are not expected to change substantially.

Owing to the increase in oil prices, the problem of ensuring adequate international
financing of balance-of-payments deficits did not prove particularly difficult, despite
original fears. Economic recession in the industrial countries, the establishment of
international credit facilities and the adoption of a system of freely floating exchange
rates facilitated the restoration of equilibrium in international payments. Thus, although
international official reserves recorded only a small increase in 1975, mainly because
of the improvement in the balance of payments of the United States, there were no special
problems as regards the adequacy of international liquidity.

Specifically, of a total $7.1 billion increase in international official reserves in
1975 (against $37 billion in 1974), the foreign exchange reserves of the industrial countries,
taken as a whole, and of the OPEC rose by $2 billion and $10 billion respectively, while
those of the oil-importing primary producing countries and of the other countries de-
creased by $1.7 billion and $3.2 billion respectively.

Furthermore, in 1975 there were no significant changes in the composition of
world foreign exchange reserves. Thus, at the end of 1975 foreign exchange reserves and
Special Drawing Rights accounted for about three-fourths of the total, as they did at
the end of 1974. The remaining one-fourth included the gold tranche and the member-
countries’ net positions with the IMF. There was an improvement in the latter during
1975, whereas there was a decline in the share of gold in world monetary reserves.

As in previous years, U.S. dollars accounted for the better part of the increase in
international liquidity during 1975. However, there was a significant change as regards
the sources of international liquidity, through the substitution (as from 1974) of dollars
moving freely in the eurodollar market for dollars resulting directly from deficits in the
balance of payments of the United States.

Following prolonged negotiations, which started in 1972, an agreement was
reached in 1975 as regards certain basic matters relating to the reform of the international
monetary system. The decisions taken in this connection were finalised at the Jamaica
conference, and the most important of them are the following :
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Article 4 of the IMF Articles of Agreement (which relates to the procedure to be
followed for changing currency parities) was amended and the de facto system of
floating exchange rates was legalised. This system was introduced — mainly in the in-
dustrial countries —early in 1973, when it was found impossible to continue applying
the Smithsonian agreement. As the new system does not impose floating rates, it is
possible to maintain under it stable rates as well, expressed in currencies of other
countries or in SDRs, but not in gold. At the same time and in order to prevent
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undesirable developments, it was found necessary to establish “close and continuous’
co-operation between the various member-countries and the IMF, both as regards the
operation of exchange markets and in general matters related to fiscal, monetary and
foreign trade policies.

Furthermore, it was decided to demonetise gold, in the sense that it will be recog-
nised only as a precious metal, the price of which will be freely determined. The central
banks of the IMF members can carry out transactions at this price. To supplement this
measure, it was forbidden —as mentioned above —to associate currency parities with
gold.
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In connection with international liquidity, it should be noted that after the strong
pressure brought to bear by the developing countries, it was decided to increase the
IMF’s credit tranches by 45 per cent and on current terms. This entails a total increase
in the Fund’s usual credit facilities from 100 to 145 per cent of members’ quotas. More-
over, provision has been made to grant additional credit in emergencies.

In addition, the increase in international liquidity was tied with financial aid to the
developing countries, by selling in the international market one-sixth of the IMF’s gold
reserves and channelling the proceeds to the less developed countries through a special
trust fund. It was also decided to return another one-sixth to the IMF’s members in
proportion to their quotas. Lastly, in order to assist financially weaker countries, the
maximum limits of compensatory credit facilities to primary exporting countries were
raised. As a result, each country can now draw amounts totalling up to 75 per cent
of its quota.

During the year under review, further measures were taken by international finan-
cial institutions for the purpose of providing credit facilities to their members. Outstand-
ing among these measures was the OECD’s decision to set up a Solidarity Fund which,
as regards the rights and obligations of participating countries, will function according
to the IMF’s rules of operation. The total of quotas was finally set at 20 billion SDRs.

Of a similar nature was the World Bank’s decision to set up an annual supplemen-
tary credit facility amounting to $1 billion on relatively favourable terms and conditions,
as well as the establishment of a Fund for subsidising the interest charged on the IMF’s
Oil Facility.
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I. PROBLEMS AND PROSPECTS OF THE
GREEK ECONOMY

1. EcoNoMIC ACTIVITY AND MONETARY EQUILIBRIUM

a. General Remarks

When the Government of National Unity came to power on July 24,
1974, the economy was in a recession, the rate of inflation was high,
and the balance of payments deficit was large. A climate of uncertainty
prevailed, aggravated by political instability and the Cyprus crisis, as
well as by adverse conditions and prospects in the international economic
scene.

The economy started slowing down in the last months of 1973 and
recession set in during the spring of 1974, deepening in the second half
of the year. It is estimated that in 1974 GNP at factor cost decreased
by about 2 per cent, despite a 12.4 per cent increase in agricultural income.

The recession and the economic policies which were implemented
after the country’s return to democratic rule contributed to a substantial
slowdown in the rate of inflation during the second half of 1974. The
price rises which took place in the first quarter of 1975 were largely
due to special factors and do not imply a reversal of the tendency of -
inflation to slow down. On the other hand, the balance of payments
deficit is still large, despite the significant slackening in the growth rate
of imports since mid-1974. This is due to exceptional factors which have
inflated the import bill (increases in oil prices, and imports of defence
equipment), and to unfavourable developments in invisible earnings,
which have been mainly affected by the recessionary conditions prevailing
abroad.

The measures taken in August 1974 and the climate of confidence
created by the country’s return to democratic rule contributed to checking
the recession by the end of last year. Credit ceilings were raised and
bank liquidity, drastically reduced during the Cyprus crisis, was in-
creased. Furthermore, wages and pensions were readjusted and prices
of agricultural products were raised, so as to restore, at least partly,
the purchasing power of large groups of the population, whose real
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incomes had been eroded by inflation. In the context of the short-term
economic policy which is being followed, the support of the incomes of
lower income groups is being continued during the current year. This
policy aims at gradually reflating the economy in a manner that
will not have adverse repercussions on the balance of payments or on
prices.

Although inflationary pressures are slackening, they may reappear
if a sound economic policy is not applied or if the expansionary measures
taken go beyond available resources. Furthermore, it is not an easy
task to counterbalance the adverse factors which have brought about
a deterioration in the balance of payments and to achieve a desirable
rate of economic development.

b. Monetary and Credit Policy

The considerations outlined above have weighed heavily in the formu-
lation of current credit policy. It was considered necessary to maintain
credit expansion within the limits determined by the amount of savings
that can be mobilised from domestic and foreign sources. Credit expan-
sion to the public and private sector will have to be confined within
these limits. The borrowing requirements of the Government and public
enterprises are estimated at close to Dr. 50,000 million for the current
year. As regards the private sector, the monetary authorities are giving
priority to financing private productive investment in manufacturing
and agriculture, and to satisfying current requirements of enterprises
for working capital. An additional aim is the stimulation of building
activity through housing loan schemes.

The measures which have already been taken ensure an easier
supply of credit, sufficient to sustain the revival of economic activity,
provided that other factors ensure an adequate level of national expend-
iture. The role of credit policy in reviving the economy is subject to
certain limitations. First, credit policy is not a suitable means of increasing
consumer demand. Second, excessive credit expansion, particularly
to trade and manufacturing, might lead to a diversion of funds to import
financing, which would place a further burden on the balance of payments.
Lastly, easy credit under the oligopolistic conditions prevalent in many
markets might enable many firms to maintain or even aim at increasing
profit margins.
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As regards the agricultural sector, credit expansion can ensure
higher levels of agricultural output and, eventually, larger expenditure
by the agricultural’sector. Under present circumstances, the latter is
desirable, within certain limits, since it is mainly directed at locally pro-
duced goods and does not increase the import bill excessively. These
considerations account for the relatively larger expansion of credit
to agriculture planned for the current year.

c. Savings and Bank Deposits

The savings mechanism has been disrupted since the last months of
1972 as a result of inflation. At the same time, the portion of private
savings channelled to the economy through the banking system and the
capital market has declined. Despite the improvement shown over 1973,
the increase of private deposits in 1974, in real terms, amounted to about
two-thirds of the corresponding increase in 1972. The difference is even
larger if we add the channelling of private funds to new investments
through the capital market. Finally, it is worth noting that the decline
in the growth rate of private deposits coincides with a considerable
decrease in private investment in housing.

These developments indicate a decline in the propensity to save.
Inflation and, subsequently, recession have placed a heavy burden on
lower income groups, who seem to deposit a large part of their savings
with the banks, until they are able to accumulate the capital required to
invest in real assets. It is also possible that the population groups hard-
est hit by inflation and recession use previous savings to maintain their
level of consumption. Finally, the danger of inflation may have diverted
savings away from the banking system.

Under these conditions, improving the attractiveness of bank
deposits is of primary importance. An essential condition to this end
is the consolidation of monetary stability, without which savings are
diverted away from controlled channels into speculative or other socially
undesirable forms of investment. At the same time, it must be sought
to stimulate the capital market, through which the Government as well as
public and private enterprises could raise funds. In present circum-
stances, the mobilisation of savings through the capital market should
be pursued by issuing new types of securities ensuring either liquidity
and higher yields or higher yields combined with greater safety.
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d. Fiscal Policy

The public sector, which comprises the ordinary budget, the public
investment budget and the accounts of agricultural price support oper-
ations, left a deficit of Dr. 28,500 million in 1974. The corresponding
deficit in 1975 is estimated at Dr. 43,500 million, despite additional
taxes which are expected to yield about Dr. 13,000 million during the
current year. The size of these deficits may be assessed if one considers
that they correspond to 4.7 per cent and 6.1 per cent of estimated GNP
at current prices in 1974 and 1975 respectively. These percentages are
high and seem to exhaust the possibilities of fiscal policy as a means
of reflating the economy.

The increase in the overall government budget deficit is largely
due to the impact of inflation and recession on government revenues
and expenditure. In particular, since last summer the amount yielded
by indirect taxes has fallen below the increase in money national income.
This may partly reflect a change in the structure of private consumption,
owing to inflation and recession. To counterbalance these effects, new
taxes were introduced for the purpose of containing the overall govern-
ment budget deficit which, if allowed to expand further, might have
adverse repercussions on the country’s monetary equilibrium.

Furthermore, budget expenditure is burdened with exceptional
outlays for national defence purposes and for the implementation of
the policy to support agricultural incomes. The fiscal cost of this policy
will probably exceed the amount of Dr. 15,000 million in 1975 and is
justified not only by the fact that farmers constitute the weakest income
group of the population, but by economic reasons as well. It is self-
evident, however, that the support of agricultural income should neither
outstrip the economy’s capabilities nor lead to a decrease in the inter-
national competitiveness of the agricultural sector. The government
budget is burdened with the heritage of the dictatorship, during which
there was an excessive growth in both consumption and low-productivity
investment expenditures. The reallocation and rationalisation of public
expenditure is necessary in order to render fiscal policy a more effective
tool for attaining anticyclical and development-oriented targets.

The recent tax reform concerns both direct and indirect taxation.
The changes in personal income tax rates and the extension of tax allow-
ances and rebates have made the distribution of the tax burden more
equitable. The introduction of a tax on real estate also aims towards
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this end. Many of the increases in indirect taxes, such as the fuel consump-
tion tax, the annual road tax on motorcars, the extra tax on private
vehicles and certain other taxes were also dictated by balance-of-payments
considerations.

e. Incomes Policy

Besides fiscal and credit policy, a rational incomes policy is another means
of reflating the economy. This policy encompasses the previously men-
tioned measures to support agricultural incomes, the increases awarded
twice since September 1974 in minimum wages and salaries and civil
servants’ salaries and pensions, and the readjustments made in the earn-
ings of several other groups of employees. These increases were higher
than the price rises recorded since then, and have therefore resulted in
raising real wages.

Although the policy of raising lower incomes is both socially and
economically desirable, it may prove to be a serious risk for internal and
external monetary stability if the economy’s capabilities are exceeded.
Raising agricultural prices to international levels has a direct upward
effect on the consumer price index, but this is necessary in order to main-
tain a satisfactory rate of increase in agricultural output and to promote
necessary changes in its structure, with the aim of increasing exports
or substituting imports. Furthermore, provided that there exists idle
productive capacity, increases in wages and salaries can help stimulate
demand and production, which in turn will ensure economies of scale
and productivity improvements for a large number of firms. In this way,
it is possible to prevent substantial increases in costs and prices if the
adjustments in wages and salaries are kept within limits.

Incomes policy extends to business profits as well, which should also
be subject to control. Excessive profits realised in the past, in 1973 for
instance, owing to the prevailing high inflation, cannot be maintained
under present conditions. Businessmen must realise that the shifting
of wage increases onto prices or, even worse, the attempt to maintain
profits at high levels by raising their profit margins provides no solution.
In fact, by doing so they would reduce the purchasing power of lower
income groups even further and hinder the revival of the economy.

Finally, it should be stressed that, in view of the present climate
of uncertainty, the economy’s structural weaknesses — which were
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aggravated during the dictatorship — and the burden of extra defence
expenditures, economic policy should concentrate primarily on ending
the recession. At the same time, efforts should be made to create a sound
basis for a return to satisfactory rates of growth, as soon as international
economic conditions improve.

2. BALANCE OF PAYMENTS PROBLEMS

a. General Remarks

The deficit in the Greek balance of payments has increased sharply
since mid-1972 owing to the special factors mentioned above. Never-
theless, its size partly reflects the economy’s structural weaknesses, which
became more pronounced during the dictatorship. The high rates at
which invisible earnings increased under the favourable conditions
prevailing in the international economy during the early part of the
present decade created a climate of euphoria regarding the availability
of foreign exchange. This induced an expansionary policy far beyond
the resources available during the years of the dictatorship and led to
the abandonment of the efforts to achieve a competitive economic
structure. At the same time, the tendency towards import substitution
was excessively stimulated by the establishment of high-cost industries
which produce goods incorporating a small and sometimes insignificant
amount of domestic value added.

The structural weaknesses and inflationary pressures observed
in the economy are necessarily reflected in the balance of payments,
which had already deteriorated before the rise in oil prices. In fact, the
current account deficit rose sharply to $1,175 million in 1973, showed
a further small increase to $1,218 million in 1974, and is not expected
to be substantially different during the current year. A significant part
of these deficits was financed by the ordinary inflow of private capital.
It was necessary, however, for the Bank of Greece and the Government
to borrow from abroad over $500 million in each of the last two years
in order to achieve equilibrium.

Government policy must have two objectives in connection with
the balance of payments. The first is the gradual reduction of the current
account deficit so as to cut down short-term borrowing, which is unavoid-
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able under present circumstances. This can be achieved by other means
as well, but principally by strengthening the economy’s competitiveness.
The second objective is to improve the composition of capital inflow,
chiefly by increasing the inflow of capital for direct investment. If such
investment is directed towards productive sectors and is realised on in-
ternationally competitive terms, it will contribute substantially to eco-
nomic development and to a structural improvement in the balance of
payments.

b. Short-term Balance-of -payments Policy

To cope with the deficit in the balance of payments, it is necessary to
take measures which yield immediate results. Since it is not considered
advisable to reduce domestic demand, efforts should be mainly concen-
trated on increasing foreign exchange receipts and on import substitution.
Generally speaking, it is important during the present phase to pay
particular attention to the balance-of-payments criterion when formu-
lating policies aimed at reviving and developing the economy. The fol-
lowing measures, some of which have already been taken, are the most
appropriate for this purpose :

First, the measures taken to stimulate agricultural production in
order to reduce the import bill, such as the higher prices set for sugar
beet and maize. To improve the balance of payments, it is imperative
to reorientate agricultural policy in general. Specifically, by transferring
subsidies from animal feed to livestock production it would be possible
to reduce the country’s excessive dependence on imported animal feed,
which has reduced the contribution of livestock production to the balance
of payments.

Second, the additional taxes levied on liquid fuels for the purpose
of curtailing or at least preventing any further increase in petroleum
imports; the increase in road taxes and certain other indirect taxes.

Third, the exercise of stricter control on public-sector procure-
ments from abroad. It seems that this could help save considerable
amounts of foreign exchange by cancelling non essential imports or
postponing those that can be delayed.

Fourth, by checking the prices of imported commodities and im-
posing heavy penalties in the case of overpricing, it would be possible
to curb foreign exchange leakages to a significant extent.
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Fifth, the revision of policies regarding subsidies, government
regulation and interventions, many of which were decided upon without
assessing their impact on the balance of payments. The aim of this
revision, which is already under way, must be to eliminate negative effects
and introduce new arrangements which would have a positive influence
on the balance of payments.

c. Long-term Balance-of-payments Policy

Together with these measures designed to curb foreign exchange pay-
ments in the short run, it must be sought to promote exports and in-
crease invisible earnings on a long run basis. This necessitates the for-
mulation and implementation of a consistent policy of economic devel-
opment that would induce business firms to modernise their organi-
sation, stimulate the economy’s export orientation, and lead to the
substitution of imports of intermediate goods through the expansion
of industrial processing from the final towards the initial stages of the
production process. The planned revision of export incentives in order
to formulate and apply a more effective system will greatly facilitate
the attainment of these targets.

In the present circumstances, top priority must be given to the
penetration of the markets of the oil-producing countries of the Middle
East, which are expanding their imports at a very high rate. Despite the
significant opportunities afforded by geographic and historical factors,
Greek exports to this area are still limited. It is only Greek construc-
tion firms that have so far developed a significant activity in the Arab
countries. To stimulate trade with these countries, various measures
have already been taken in order to encourage the activity of construction
firms and link it to the Greek economy.

d. Dissociation of the Drachma from the Dollar

It is anticipated that the disengagement of the drachma from the dollar
will have favourable effects on the balance of payments and the progress
of the economy in general. This disengagement was justified since the
fluctuations of the dollar are often caused by speculative or other non
economic factors which have given rise to serious problems for the Greek
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balance of payments and the Greek economy.

The drachma’s dissociation from the dollar has three basic advan-
tages for Greece : (a) it ensures greater stability in the drachma’s parity
against the currencies of the country’s major trading partners; (b) by
narrowing the range of parity fluctuations, it will partly eliminate the
uncertainty surrounding the country’s foreign transactions, thus affecting
favourably the positive items in the balance of payments; and (¢) the
country’s foreign exchange policy will become more independent and
the economy will no longer be subject to the influence of factors that
cannot be controlled by the Greek authorities.

3. ProBLEMS OF EcoNoMIC DEVELOPMENT

a. General Conclusions

Coping with short-term problems, particularly trying to reflate the
economy, must be combined with changes in development policy, the
methods used and the mentality which prevailed in many government
agencies during the last few years. It, furthermore, requires the restora-
tion of efficient functioning of the civil service, other public agencies,
credit institutions etc., as well as the establishment of a competitive
economic environment within which business firms may be encouraged
to adjust their activity to present requirements. It is only under these
conditions that strong foundations for self-sustained economic develop-
ment, which will secure an efficient economic structure, may be laid.
It must be realised that, in the present phase of the economy, qualitative
changes in the country’s economic structure are of equal, if not greater,
importance than quantitative expansion.

The economic policy implemented during the period of dictatorship
has also retarded progress towards solving the structural problems of
the economy. The agricultural sector was neglected. As a result, the rate
of increase in agricultural output has slowed down and progress towards
effecting the necessary institutional and structural changes has been in-
significant. In the tourist sector, there was a complete lack of planning
and even elementary economic and banking criteria were ignored in
selecting investment projects for financing. The system of government
guarantees transferred entrepreneurial risks to the community. Under



1.2

these conditions, a waste of economic resources was inevitable and
extensive structural and institutional changes are necessary.

In the manufacturing sector, structural weaknesses are also serious.
The lack of planning and inappropriate government policies prompted
in certain branches the establishment of industrial plants which are
confined to assembling final products or to the final stage of manufac-
turing processes, heavily dependent on imports of semi-finished or,
in many cases, almost finished manufactured goods. This resulted in a
rapid increase in the import bill and rendered Greek imports inelastic.
In other lines of production, however, export incentives discourage the
expansion of production from the early to subsequent stages of manu-
facturing processes, which could ensure a considerably higher percentage
of value added.

b. Industrial Development Policy

The weaknesses of the manufacturing sector are confined to certain
firms and lines of production. There exist many firms with a modern
organisation, which are managed efficiently and have displayed consid-
erable dynamism. Assuming that the economic environment within
which these firms operate will improve, they can expand at a faster rate
and strengthen their position at the expense of other firms which are
either unable to operate more efficiently or make no effort towards
modernisation. It should be stressed that most of the weaknesses found
in Greek industrial firms, including the quality of entrepreneurship
and the business mentality prevailing in most cases, are connected with
the lack of competition and the inappropriate economic framework
within which these firms develop their activity. Government policy
should therefore be aimed primarily at the establishment of a more
competitive industrial environment, within which pressure would be
exerted on the firms to use modern technology and new methods of
management, and to develop towards optimum size, which would ensure
considerable economies of scale and competitive cost.

The establishment of a competitive industrial environment pre-
supposes, among other things, a reform of the entire system of govern-
ment subsidies, regulations and intervention in economic life. It is a
mistake to determine government protection and subsidies on the basis
of the needs of the marginal firms in each industry or to differentiate
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them for each firm, without taking into account objective economic
criteria. Moreover, government regulations, introduced mostly to serve
needs which are no longer valid, make more difficult the creation of
competitive conditions and contribute to inappropriate business atti-
tudes. Finally, the frequent changes in government policies create un-
certainty and thereby discourage efficient industrial development. It
is necessary to formulate and implement, as soon as possible, a new
system of investment incentives that will reduce the uncertainty inevi-
tably prevailing in long-term productive investment, without, however,
exceeding the limit beyond which pressure for modernisation recedes.
Furthermore, the structure of incentives must be such as to ensure a high
degree of effectiveness at the lowest possible social cost, encourage
competition so as to benefit progressive firms, and promote export
orientation.

The readjustment of industrial development policy will encourage
firms to make the most of the possibilities offered by the association of
Greece with the EEC. Furthermore, the establishment of a competitive
industrial environment can make Greece a more attractive location for
foreign firms to set up productive facilities large enough to serve their
international trade network. International experience shows that the
existence of an appropriate industrial environment is indispensable for
securing internationally competitive costs, which is of primary importance
for attracting foreign investment of this type. Furthermore, in order to
attract considerable foreign industrial investment, government policy
towards foreign capital as well as the criteria to be met by foreign in-
vestors must be clearly defined.

It is also essential that credit policy should be adjusted to the
needs of establishing a competitive industry. There is, first, a problem of
coping with the serious shortcomings in the Greek credit system which
is biased against small, medium-sized and newly established firms.There
is also the problem of abolishing or rationalising a whole host of detailed
credit regulations which hamper the development of initiative on the
part of credit institutions. It should be noted that frequent intervention
in the activities of banks during the dictatorship has further reduced
initiative and has strengthened the conservatism typical of Greek banks.

The management of banking institutions has a particularly hard
task to undertake. It must infuse a new spirit and restore the efficient
operation of the banking system. At the same time, it must establish
proper technical and economic services which will be capable of iden-



14

tifying and promoting the exploitation of existing possibilities for new
and sound investments as well as of encouraging private initiative. This
is particularly necessary in the present difficult situation due to the ad-
verse economic climate prevailing internationally and the lack, during
the period of dictatorship, of a consistent industrialisation policy with
clearly defined objectives, based on the appropriate means to achieve
these objectives.

The monetary authorities and the Central Bank intend to support
such initiatives on the part of the banks. It should be noted that views
held in the recent past, even during the period before the dictatorship,
are not compatible with current conditions. The Greek economy has
entered a new phase and the problems faced have changed considerably.
Possibilities exist for creating a broader and competitive industrial base.
Exploitation of these possibilities will depend on a proper and rapid
adjustment of the Government’s industrial policies, and on the active
participation of the credit institutions. Above all, it will depend on the
activation of private business initiative, which should also adjust to
current conditions and not seek fully guaranteed profitability for the
investments it undertakes, through excessive government protection and
subsidies or other privileges.

c. Objectives of Agricultural Policy

As mentioned earlier, the Government’s policy of supporting agricul-
tural income aims at: (@) utilisation of the agricultural sector’s productive
capacity to a fuller extent and (b) improvement of agricultural income,
as part of the overall policy of encouraging demand and reflating the
economy. Generally, the governmental short-term policy concerning
the agricultural sector must be formulated in such a way as to promote
production of those crops which will strengthen the export potential
of the Greek economy or act as substitutes for imports. A certain amount
of progress has already been made in this direction.

In order to bring about required structural and institutional changes
in the agricultural sector, the aims of government policy should be:

First, to fix producer’s prices for basic agricultural products on the
basis of the following criteria: (@) the covering of costs of production of
the average and not the marginal farm units, (b)a correct price relation-
ship between competitive products, determined according to the struc-
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tural readjustment aimed at in agriculture and after taking into consid-
eration the demand and price conditions both at home and abroad,
and (¢) the raising of agricultural prices to corresponding EEC levels,
and at the same time the adoption of EEC mechanisms and methods
of supporting agricultural income.

Second, to study the whole system of marketing agricultural
products, in order to identify and eliminate those factors which are
responsible for the differentials, which are frequently unjustifiably wide,
between retail prices and the prices actually paid to producers.

Third, to revise the system of subsidising factors of production,
in order to adjust it to changes in the conditions of supply and the prices
of individual inputs.

Fourth, to activate farmers’ cooperatives in such a way as to elimi-
nate certain disadvantages connected with the small size of farm hold-
ings. The creation of large farm units of a business nature should also
constitute another target.

Fifth, to have the Agricultural Bank’s policy readjusted in such a
way that economic and bank criteria will weigh more heavily in selecting
loans. The basic aim should be to grant agricultural credit on an individ-
ualised basis, and to scrap methods and systems no longer capable of
fostering today’s development aims in the agricultural sector.



II. ECONOMIC DEVELOPMENTS IN 1974

1. EcoNnomIC AcTIVITY, PRODUCTION AND INATIONAL INCOME

In 1974, for the first time in the postwar period, a fall in GNP was
experienced. At the same time inflationary pressures continued. Accord-
ing to provisional estimates, real GNP at factor cost fell by 1.9 per cent
after having increased by 9.7 per cent in 1973 and 11.0 per cent in 1972,
while the GNP deflator rose by 29.6 per cent, compared with a rise of
18.4 per cent in 1973 and 4.7 per cent in 1972.

These developments are largely the outcome of the economic
policy pursued in the last few years, which encouraged economic activity
beyond the limits of safe expansion, thus generating strong inflationary
pressures by the end of 1972. After considerable delay, in order to cope
with the situation, economic policy was abruptly changed, becoming
excessively restrictive early in 1973. As a result, it exerted a con-
tractionary influence on autonomous expenditure and subsequently on
incomes and consumer demand as well. The redistribution of national
income at the expense of low income groups, brought about by the strong
inflationary pressures, as well as the adverse psychological climate which
existed, aggravated the recession. To these factors should be added rising
oil prices, unfavourable developments in the terms of trade and the
decline in the growth rate of invisible earnings, due to both the interna-
tional economic recession and the Cyprus crisis. Since the last months
of 1974, however, and as a result of the anticyclical policy measures
taken, there have been clear indications that recession has been checked
and price increases are slowing down.

The 1.9 per cent drop in GNP in 1974 stemmed from a 7.8 per
cent decline in real income from secondary production, and a 1.9 per
cent drop in income from services. The fall in income experienced by
these two sectors was largely offset by the 12.4 per cent increase in in-
come from agriculture.

The increase recorded in agricultural production in 1974 was the
result of significant increases in the volume of all basic categories of
agricultural production, namely annual crops (9.6 per cent), tree crops
(17.4 per cent) and livestock production (8.1 per cent). These develop-
ments should be largely attributed to the farmers’ response to the increases
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in the prices of agricultural and livestock products, which took place
early in the 1973/1974 farming season. As a result of these readjustments
in prices, which had been pegged for several years, the total area under
annual crops increased by some 80,000 hectares, there was a substantial
improvement in the yield of almost all crops, and the country’s livestock
was utilised more efficiently. Thus, the high levels of output and prices,
in combination with a more extensive liquidation of stocks together
with increased money flows to the agricultural sector (direct income
grants, subsidisation of inputs such as fertilisers, animal feed etc.) made
1974 a year of substantial rise in agricultural money income.

On the other hand, income from secondary production fell by 7.8
per cent, mainly owing to a decline in output from manufacturing,
construction and mining. Specifically, income from manufacturing
dropped by 1 per cent, despite a substantial increase in industrial exports.
This drop can be attributed to several causes, some of which were already
operative in 1973 (the measures taken to restrict demand since the begin-
ning of that year, the decline in building activity which started in September
1973, and the political developments of the last months of the year).

In 1974, real income from construction was 30 per cent lower than
in 1973, as a result of the decline in private building activity, which set
in during the second half of 1973 and accelerated in 1974. The signifi-
cant drop in income from construction also had an adverse effect on
income from mining and quarrying, which fell (at constant prices) by
9.6 per cent during the year under review. Income of public utilities
rose by only 1.6 per cent in 1974, mainly because there was no increase
in electricity output. Lastly, it is estimated that income from services
fell by 1.9 per cent in 1974. :

2. EXPENDITURE OF THE EcoNOMY

During the year under review, the gross expenditure of the economy at
constant prices decreased by 7 per cent. Last year’s decrease in the ex-
penditure of the economy stemmed from a substantial drop in fixed
capital formation. Moreover, despite the reduction in available goods
and services in 1974, the sharp decline in aggregate demand resulted
in a further increase in stocks, in addition to the large increase that
took place in 1973.

Specifically, Government consumption recorded a 16.6 per cent
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increase in 1974, because of higher defence expenditure. On the other
hand, private consumption is estimated to have increased by 1 per cent
in 1974. The fact that, despite the drop in national income private con-
sumption increased in 1974,is due to a lag in adjusting consumption to
the lower level of incomes and to stockpiling by households owing
to the prevailing climate of uncertainty. As a result of these develop-
ments, the average propensity to consume increased. Aggregate consump-
tion accounted for 86.7 per cent of GNP at market prices, against 81.1
per cent in 1973.

Gross fixed capital formation at constant prices (excluding ships
brought under the Greek flag) is estimated to have fallen by 25.6 per
cent in 1974, This sharp decline stemmed from both private (-25.4 per
cent) and public investment (-26.2 per cent), particularly investment
in buildings and other construction. Investment activity decreased in
all sectors except manufacturing, in which it remained at 1973 levels.

3. EMPLOYMENT AND WAGES

On the basis of available data and indications, total employment in
1974 either remained unchanged or was at a slightly lower level than
in 1973. The single exception was the agricultural sector, where man-
power requirements increased. In the manufacturing sector there was a
slight rise in the average annual level of employment, despite the decline
in industrial production. On the other hand, in the construction sector
employment declined substantially. Furthermore, it should be noted
that net emigration was nil in 1974

Nominal wages increased during 1974 at a substantially higher
rate than in previous years. This is evident from the following changes:
(a).On lst September 1974, minimum daily wages were raised by 10 per
cent above those prevailing since 1st December 1973; (b) Average hourly
wage rates in industrial and handicraft establishments employing 10
or more persons rose by 26.5 per cent in 1974, against 16.4 per cent in
1973 and 9.2 per cent in 1972: (¢) Civil servants’ earnings were increased
by 5 per cent on st January 1974, by 7 per cent on 15th March 1974 and
by 10 per cent on st September 1974. It should be noted, however, that,
at average annual levels, wages and salaries rose at a slightly slower rate
than the increase in the average annual level of the consumer price index.
Along with the overall decline of employment in the non-agricultural
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sectors of the economy, this points to a further drop in total real labour
income in 1974,

4. Price TRENDS

The average level of the consumer price index rose by 26.9 per cent in
1974, compared with 15.5 per cent in 1973 and 4.3 per cent in 1972.
Nevertheless, this should not be taken as an indication that the inflation-
ary process accelerated in 1974, since last year’s increase reflects the
rise in the average level of the consumer price index between 1973 and
1974, which, however, was confined to the period from mid-1973 to
April 1974, Between the beginning and the end of 1974, the rise in this
index was much slower. During the course of the year a significant
slowdown in price increases occurred, especially in the third quarter.

The consumer price index for the country’s urban centres rose by
13.5 per cent between December 1973 and December 1974, compared
with 30.6 per cent in 1973. A much smaller increase was observed in the
wholesale price index: 12.4 per cent in 1974, against 44.2 per cent in
1973. The significant slowdown in the growth rate of wholesale prices
was due to the drop in the prices of raw materials and metals, following
their sharp rise in 1973.

It should be noted that last year’s rise in the consumer price index
by 13.5 per cent was relatively small compared with developments in
OECD countries, where the rise in the consumer price index ranged
from 5.9 per cent in W. Germany to 24.5 per cent in Italy.

5. MONETARY DEVELOPMENTS

The supply of money (currency in circulation plus sight deposits) in-
creased by Dr. 18,338 million or 19.7 per cent in 1974, compared with
an increase of 22.5 per cent in 1973. More specifically, currency in circu-
lation increased by 23.8 per cent in 1974, while sight deposits rose by
10.4 per cent. Similar developments were observed in the average annual
levels of monetary variables.

Income velocity of currency circulation, that is the ratio of national
income to currency circulation, was slightly higher in 1974 compared
with the previous year. In other words, the growth rate of currency cir-
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culation in 1974 was lower than that of national income at current prices.

The overall liquidity of the economy in 1974 decreased for the
second year in succession, but at a slower rate. The ratio of currency
circulation plus private sight, savings and time deposits in drachmas
to GNP at current prices amounted to 40.5 per cent (43.2 per cent in
1973; 47.1 per cent in 1972). The upturn in the growth rate of deposits
in 1974 resulted in a slower rate of decrease in liquidity during this year.

During 1974, the public and the private sectors of the economy
had an expansionary effect on money supply, whereas the foreign sector
exerted a contractionary effect. The public sector contributed to the
increase in money supply by Dr. 24,579 million in 1974 (Dr. 22,494
million in 1973). On the other hand, the foreign sector of the economy
exerted a contractionary effect on money supply to the extent of Dr.
16,468 million in 1974 (Dr. 8,491 million in 1973). Finally, the private
sector had an expansionary effect on money supply in 1974, to the extent
of Dr. 7,989 million, whereas in the previous year it was more than double
this figure.

Total private deposits in drachmas increased by Dr. 33,113 million
or 18.8 per cent in 1974, compared with an increase of Dr. 16,913 million
or 10.6 per cent in 1973. An even faster increase was noted in time and
savings deposits, which rose by 22 per cent in 1974 (10 per cent in 1973).

The ratio of the increase in private deposits to disposable private
income amounted to 6.6 per cent in 1974, compared with 4.3 per cent
in 1973 and 10.8 per cent in 1972. If we take into account that there was
a decline in private savings in 1974, we may say that there was a signifi-
cant increase in the propensity to deposit, particularly since the last
months of the year. Despite this favourable development, the propensity
to deposit did not regain pre-inflation levels.

6. CrepiT PoLicy

The disinflationary policy implemented at the beginning of 1973 was
continued during the first six months of 1974 despite the fact that eco-
nomic activity started to show a decline in the autumn of 1973, which
turned into a recession by the spring of 1974. The disinflationary policy
was aimed at countering the strong inflationary pressures due to the
increase, over a number of years, of national expenditure at levels much
higher than those of the economy’s total resources, as well as to an
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unwise foreign exchange policy in 1973. Furthermore, the inflationary
pressures were intensified by the deterioration of the international
economic situation.

The main disinflationary measures of credit policy taken during
the first six months of 1974 were as follows:

a) The rediscount rate of the Bank of Greece and the interest rates
on time and savings deposits were raised by 2 percentage points; the
interest rates on bank loans were raised by 1-2 percentage points; the
interest rates on deposits by legal entities were increased by 1 percentage
point.

b) For the first six months of 1974, a ceiling was set on commercial
bank credit to the private sector, equal to 2 per cent above the balance
of credit outstanding at the end of 1973.

c) The credit programme for 1974 provided for an increase in
new loans granted by specialised credit institutions, at a slower rate than
that of 1973, while, at the same time, the suspension of new housing
loan approvals was maintained throughout 1974. Furthermore, the
approval of new loans to tourist enterprises was suspended in 1974.

After July 1974, the Government of National Unity had to counter
the recession in the economy and the intense inflationary pressure accom-
panied by a deterioration of the monetary situation brought about by
the Cyprus crisis. In July and August, the psychological climate deterio-
rated sharply and, as a result, large sums were withdrawn from bank
deposits. In order to tackle the liquidity problems caused by these devel-
opments, the compulsory deposits of the commercial banks with the
Bank of Greece were almost entirely freed and, in the case of borrowing
by these banks, the interest rate on overdrafting and the rediscount rate
were lowered to 9 per cent and 8 per cent respectively.

After these pressing problems had been tackled, credit policy was
mainly aimed at reflating the economy, in a way, however, which would
minimise the'dangers of aggravating inflationary pressures and the balance
of payments. The main measures of credit policy were the following:

As from 22nd August 1974, the increase in commercial bank credit
to the private sector was fixed at 12 per cent above the balance of credit
outstanding at the end of 1973 this ceiling was raised to 15 per cent in
October. Moreover, important categories of credit (long-term credit
to industry, handicraft and mining enterprises for investment purposes,
export and tobacco trade financing, etc.) were excluded from this ceiling.
Restrictions on hire-purchase and consumer credit have also been sub-
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stantially eased since September 1974.

The main objective of credit policy in 1975 is to assist the reflation
of the economy within the limits prescribed by the deficit in the balance
of payments and the resources available from savings. To this end, the
ceiling on commercial bank credit was further raised, while the approved
new programmes of the specialised credit institutions provide for in-
creased credit to nearly all sectors, particularly to agriculture and housing,
and for a parallel increase in the ceilings set on the various categories
of housing loans.

7. CREDIT DEVELOPMENTS

The outstanding balance of total bank credit to the economy rose by
Dr. 48,560 million or 20.4 per cent, compared with a corresponding
increase of Dr. 38,576 million or 19.4 per cent in 1973. The largest part of
this increase was absorbed by the private sector. The outstanding balance
of credit to this sector increased by Dr. 40,630 million or 20.1 per cent
(Dr. 30,943 million or 18 per cent in 1973). The growth rate of long-
term credit to the private sector in 1974 was lower than that of the pre-
vious year while, on the other hand, the rate of increase in credit to
this sector for working capital accelerated substantially, particularly
during the second half of the year, as a result of the slackening of credit
restrictions.

In 1974 there was a pronounced reduction of savings invested in
new share and bond issues and a downward trend in the prices quoted
on the Athens Stock Exchange. Inflation, the rise of interest rates, eco-
nomic recession, the unfavourable psychological conditions brought
about by unexpected events and the measures taken during the last two
years to curb the liquidity of the economy, have all had an adverse effect
on the capital market. Another negative effect was also exerted by the
policy pursued in recent years, which created a heavy demand for shares
without taking effective measures to stimulate the supply of shares.

Owing to the high rate of inflation then prevalent, the Government
and public enterprises have not been able to raise capital through new
bond issues since the middle of 1973. The value of new shares and bonds
issued in 1974 was limited to Dr. 980 million, compared with Dr. 4,850
million in 1973. The aggregate value of dealings on the Athens Stock
Exchange amounted to Dr. 7,602 million in 1974, against Dr. 8,543
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million in 1973, while a downward trend in share prices was noted
throughout the year.

In August 1974, in a move to stimulate the capital market, banks
were allowed to grant loans on collateral of shares listed on the Athens
Stock Exchange. The maximum amount which can be borrowed is fixed
at 50 per cent of the shares’ quoted value.

8. PUBLIC FINANCE

Total revenue under the overall government budget (ordinary and public
investment budgets) for the fiscal year 1974 amounted to Dr. 104,874
million, while total expenditure amounted to Dr. 127,160 million. The
resulting deficit of Dr. 22,286 million was entirely due to payments under
the public investment budget and was financed to the extent of Dr. 14,565
million by the issue of interest-bearing treasury bills, Dr. 2,500 million
by borrowing from the Bank of Greece and Dr. 5,221 million from
foreign sources.

After August 1974, the government budget was revised in order
to achieve sound fiscal management and cope with the various emergen-
cies arising from the Cyprus crisis. Revenue and expenditure under the
ordinary budget were estimated at Dr. 104,000 million and expenditure
under the public investment budget at Dr. 23,000 million. Finally, real-
ised revenue and expenditure under the ordinary budget amounted to
Dr. 104,400 million, compared with revenue of Dr. 87,032 million
and expenditure of Dr. 79,165 million in 1973. The ordinary budget
was balanced by the curtailment of expenditure and, chiefly, through
the significant increase of revenue from direct taxes due to the substantial
rise in nominal incomes and profits of corporations in 1973 as well as to
the once and for all supplementary tax on higher incomes of private in-
dividuals and legal entities. Conversely, there was a deceleration in the
rate of increase in revenue from indirect taxes due to a decline in the
growth rate of consumption, imports and economic activity in general.

Finally, expenditure under the public investment budget amounted
to Dr. 22,760 million, against Dr. 24,334 million in 1973, while expendi-
ture for investment realised by the Public Power Corporation and the
Hellenic Telecommunications Organisation, which is not included in
the government budget, was reduced to Dr. 16,621 million, against
Dr. 16,845 million in 1973.
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9. DEVELOPMENTS IN THE BALANCE OF PAYMENTS

In 1974, the main items in the Greek balance of payments were affected
by international and domestic factors. The effect of the latter was more
pronounced during the second half of the year, when slackening eco-
nomic activity and a decline in investment had a contractionary influence
on imports. In 1974, import payments were contained and exports
recorded a high growth rate, but there was only a slight increase in invisi-
ble earnings. These developments led to a current account deficit
which, though slightly larger than in the previous year (1974: -$1,218
million; 1973: —$1.175 million), was more than three times that of 1972
(-$368 million). As the net movement of normal forms of capital inflow
offset about half of the current account deficit for 1974, the bulk of the
remainder was financed through borrowing from abroad by the Central
Bank ($ 295 million), and the public sector ($182 million).

There was a considerable slowdown in the growth rate of imports
in 1974. Import value (c.i.f. payments plus suppliers’ credits) totalled
$4.635 million, while in 1973 it had totalled 4,031 million.

In view of the large increase in the average value of imports, it is
clear that import volume decreased significantly. The decrease in the
growth rate of imports stemmed from both the private and the
public sector. On the other hand, there was an increase in the share of
raw materials, particularly oil, whereas there was a decrease in the share
of all other goods, mainly foodstuffs, machinery and manufactured
consumer goods.

Export earnings grew rapidly in 1974, totalling % 1,774 million,
compared with § 1,230 million in 1973. Manufactured products con-
tinued to enlarge their share in total export volume, whereas the share
of agricultural products decreased significantly.

As a result of these developments in the country’s foreign trade,
the export-import ratio rose from 30.5 per cent in 1973 to 38.3 per cent
in 1974 and the trade deficit was around the same level as in 1973.

The surplus left by the balance on invisibles remained virtually
unchanged (1974: $1,642 million; 1973: $1,625 million) mainly because
of a decrease in earnings from tourism (-15.3 per cent) and emigrants’
remittances (—12.3 per cent). On the other hand, foreign exchange earnings
from shipping (mainly shipowners’ remittances) increased by 46 per
cent, more than compensating for losses in foreign exchange earnings
from tourism and emigrants’ remittances.

















