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Introduction

According to all indications, the negotiations between Greece and the
Economic Community (EC) will be completed by the end of this year. Joining
the EC implies acceptance of thé following commitments on the part of the
participants: (a) the eventual abolition of all impediments to trade among
member countries and the adoptign of the Common External Tariff (CET) vis-a-
vis non-EC countries, (b) complete freedom of factor movements among members
and (c) harmonization of macro policies. If in addition, the recent mové
towards monetary integration proves successful, then the macro-policy harmoniza-
tion part of the agreement will become even more stringent as each country's
flexibility with respect to the exercise of exchange rate policy will be
severely limited.

Given the above, Greece's entry into the Common Market is expected to
have profound implications for the country's internal economic and political
development as well as for its future relationships with other EC-members and

third countries such as the United States. Whether or not such expecta-

tidns are warranted is the subject of a heated debate both internally and abroad.
' The absence of a systematic analysis of Greek trade relationships as well as

the lack of information on the current status of the negotiations compound

the usual préblems inherent in'% forecasting exerise of this type. Thus

this paper is restricted to an attempt to highlight some of the issues that
could potentially become important in the economic relationships of Greece

with its trading partners and specifically the United States. The paper is

, organizéd in two sectidné. ‘The first section deals with issues pertaining

_to the current account balance. It attempts to foresee some of the implica-
tions of Greece's‘entry both with regard to future trade pattefns befween

Greece and the United States as well as to the ensuing changes in factor
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movements between the two countries. The methodology employed is primarily
historical in character. The emphasis is placed on the nature of past Greek-
American trade relationships which would hopefully enable us to better define
the areas where future changes will be critical for meeting internal and
external-balance targets. The second section of the paper focuses on the
capital account éf the Greek_balancé of payments and, in a way methodological-
ly similar to that of‘Sectioﬁ 1, it focuses on past Greek-American financial
relationships. It also attempts to forecast some potential changes in those
relationships as a result of Greece's entry in the EEC.

The above framework of analysis is admittedly limited in sc§pe since
many important economic and political elements are left out of the study
altogether. These would include, for example, the presence of American multi-
nationals in Europe which makes the national identification of direction-of-
trade patterns difficult. The effects of possible internal structural changes
both in the political and economic arena in Greece, are also omitted. Even
when viewed from this narrow perspective, Greece's entry into the Common
Market poses some interesting questions regarding the country's future
relationships with the United States, which are worth.examining. More
importantly perhaps, the study of the adjustments required by Greece's
entry into the EC brings to the fore some fundamental economic and

political trade-offs which will confront policy-makers.




Section 1
PAST AND PROSPECTS OF GREEK-AMERICAN
ECONOMIC RELATIONSHIPS

One of the major restraining forces in Greek economic development has
been the foreign exchange constraint. The trade balance deficit exceeded
$3 billion in 1977 (approxigately 15 percent of Gross National Product), even
though during the last decade, the average annual growth rate of exports in
real terms has exceeded 10 percent.1 Table 1 presents comparative fiéures
on the Greek balance of payments for five selected years. As can be readiiy
seen, the high trade-balance deficit has traditionally been partially offset
by high surpluses on invisibles which tend to reduce the deficit on current
account to approximately 5 percent of GNP. Imnvisibles, which include tourism,
shipping and emigrant remittances, constitute the most important source of
foreign exchange receipts. From Table 1, one can also note the increasing
dependénce of the Greek economy on éapital inflows channeled through com-
mercial and central bank operations; by 1977, these were, in value terms, even
higher than emigrént remittances.

Table 2 compares key balance-of-payments indicators for five Mediter-
ranean countries, three of which (Greece, Spain and Portugal) are negotiating
their admission into the EC. The reliance of the Greek economy
on emigrant remittances and capital inflows becomes more evident when contrastedA
to that of other Mediterranean economies. Whereas Gfeece's trade deficit
" as a percentage of GNP is one of the highest in the area, the current account

deficit is proportionally lower. On the other hand, at least in 1976, the




Table 1

BALANCE OF PAYMENTS

(Million U.S. dollars)

Items 1960 1965 1970 1975 1977
Imports 497.1 1,016.5% 1,696.1  5,065.6 6,409.8
"Private 448.1 1,499.6 3,854.5 5,053.3

State 49.0 .o 196.5 1,211.1 1,356.5
Exports 208.6 330.9 612.2  2,029.9 2,522.4
TRADE BALANCE -288.5 -685.6 -1,083.9 -3,035.7 -3,887.4
(as % of GNP)b L1048 .1553 L1464
IXVISIBLE RFOFTIPTS 273.2 549.4 940.4 2,725.1 3,497.3
Tourism 49.3 107.6 193.6 643.6 980.6
Shipping 76.5 163.8 269.8 844 .8 1,126.6
Remittances 90.4 207.0 342.9 781.5 924.8
Interest-Dividends-

Profits 8f0 11.5 95.3 78.0
N.A.T.0. Infrastructure 15.5 6.9 15.0 359.9 387.3
Other 41.5 56.1 107.6
INVISIBLE PAYMENTS 65.5 136.8 266.9 764.7 876.9
Foreign Travel 18.8 41.5 55.3 154.6 164.0
Government -12.3 27.7 45.3 67.1 98.8
Intérest—Divideﬁds—

Profits 4,0 13.1 55.9 195.1 215.8
Transportation 30.4 18.3 42.0 172.4 155.1
Other 36.2 68.4 175.5 243,2
‘BALANCE ON INVISIBLES 207.7 412.6 673.5 1,960.4 2,620.4
. BALANCE OF CURRENT ACCOUNT 80.8 -273.0 ~-410.4 ~1,075.3 -1,2677.0
(as % of GNP) L0404 .0550 .0477
CAPITAL NOVEMENT (net) 39.4 234.3 384.7 1,140.4 1,531.1
Private Venture Capital 15.3 84.4 156.1 198.6 273.4
Other Private Capital 31.8 58.0 88.7 321.9 439.1
Capital belonging to banks - 4.9 5.8 92.2 284 .9 718.9

and other institutions
Central Bank 331.1 272.6
Goverament loans 25.7 30.4 93.7 116.7
Public Entity and Public 15.1 29.6 13.7 15.9 88.9

Enterprise Loans
Amortization (Repayment of

debt) -22.2 -18.6 -80.8 -387.4




lalance of Payments (continued)

1970 1975 197

[tem 1960 1965 7
‘oreign Suppliers' Creditiy 7.8 37.8 82.6 229.5 8.2
\id-Restitutions-Reparations 42.6 - 11.6 1.8 13.6 .7
irrors and Omissions 4,2 1.9 9.6 -225.4 -97.0
3ALANCE OF EXTERNAL TRANSACTIONS 5.4 ~36.8 -16.1 -160.3 ' . 167.1
{on-Monetary Gold “_‘»—m”_m:IiZ_m—m T | | -
[MF -10.6 -186.0 42.3
change in Bank of Greece d/
Official Reserve Holdines 15.9 -31.0 ~16.4— 7.0 140.7
hange in SDRs -12.1 -3.3
change in Clearing Accounts ;9.1 -5.8 6.5 30.8 -12.6
Yfficial Reserves T o oo e o
(end of period) 223.5 910.6 1,045.7
SDRs 16.8 20.6 16.3
Clearing "Accounts 26.8 -39.0
E;;éignlsupplieré Credit (Change 7.8 ' 5;:5““ 82:6' N 229.g~—~—~ - 8.2
1,286.4 1,298.4

Suppliers Credit (Stock)

1/ Suppliers'credit is included

»/ Exchange rate used for conversion purposest 30.00 drchs/$ till and including 1970;

35.65 drchs/$ for the year 1975 and 37.00 drch/$ for 1977.
the IMF, International Financial Statistics, 1977, 1978.

The source for GNP statistics

:/ Foreign suppliers' credit was not included in the Capital Account in the official

itatistics of 1960.

1/ The accounts are not properly balanced for this year.

Sources: Bank of Greece, Annual Report for 1965, 1970, 1977,

IMF, International Financial Statistics, 1978.
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COMPARISON OF KEY BALANCE-OF "PAYMENTS:
INDICATORS FOR FIVE MEDITLRRANEAN COUNTRIES

Table 2

GNP per capita Trade Current Debt Servicei/
) Balance Account As 7 of:
Average Exports
Annual Growth Balance as 7% of Goods
. U.S. dollars (%) ne 7 n~f OND of GIP and
Countries 1976 1960-1976 1976 1976 GNP | Services
1976 1976
Turkey 990 4,2 -.N0943 -.0590 0.7 11.2
Portugal 1,690 6.5 -.1523 -.0748 0.7 5.1
Greece 2,590 6.1 -.1472 -.N459 2.2 11.2
Spain 2,920 5.5 -.0838 -.0426 0.5 3.6
Israel 3,920 4.3 -.1234 -.0731 4.0 12.1

g/ Debt service i1s the sum of interest payments and repayments of principal on

external public and publicly guaranteed debt.

In these calculations private

debt or debt contracted for the burchase of military equipment is not included.

Sources:

World Bank, World Development Report, 1978.
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proportion of debt service to either GNP or exports of goods and services
was higher than that of all of the above countries with the exception of
Israel and Turkey.

_Turning now to trade diversification and the development of new
sources of foreign'exchange generation, Greece's development can be
considered as "asymmetric" on the export and import side. During the
past decade there has been wide diversification of export, towards new
and more highly processed commodities; imports, however, have becomé
significantly more concentrated. Tables 3 and 4 respectively present
comparative figures for the ten highest in value exports and imports.
Between 1965 and 1976, a number of new export goods appear on the list.
These include intermediate industrial products such as textile yarm and
thread, lime, cement, aluminium and pig iron, refined petroleum products
and final consumer goods such as outer garments and other knitted articles.
While in 1965 the two highest in value exports, namely tobacco and dried frﬁit,
accounted for 48.27 percent of the total value of exports, by 1976, 50.56
percent of the total value of exports can be attributed to tem rather than
two commodities. On the import side, however, the situation is reversed.
As can be seen from Table 4, the composition of imports has not changed
much during the last decade so that the same goods appear ©n ﬁhe list for
both years. In.1976 the two imports which were highest in value accounted for 36.43
percent of total import value which i1s almost exactly equal to the share
of the ten highest in value imports in 1965. The rise in 0il payments
partly accounts for that change. Whereas crude and partly refined oil
was only 4 percent of total imports in 1965, the ratio of petroleum

inporta to total imports rose to 17.21 percent by 1976, More surprising,
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however, is the dramatic increase in total imports of ships and boats which
rose to 19.01 percent of total imports in 1976.2 This higher concentration
of imports implies not only greater vulnerability of the economy to fluctua-
tions in the price of any single commodity but also lower effectiveness of
8imple deflationary macro-policies to correct any given balance-of-trade deficit.
The higher the degree of concentration, the more corrective policies should
aim at the sector which is tﬁe source of the problem. This makes focused
miéro policies relatively more effective than restrictive macro policy.

Table 5 presents a more comprehensive picture of Greece's structure
of trade in 1965 and 1976. The increased diversification of exports is again
apparent. While beverage and tobacco exports declined dramatically within
the decade, manufactured—gbod exports rose from 8.28 percent of total exports
in 1965 to 31.60 percent in 1976. Textile goods and fabrics rose in value
terms from 2.56 percent of total exports to 9.60 percent; constriction materials
from less than 1 percent to 5.34 percent; iron and steel goods from 10.94
percent to 20,51 percent; finally, basic metals rose from .54 percent to
4.31 percent of total exports. Over the same period, the ratio of total
food exports to total exports showed only a small decline from 28.71 percent

to 22.50 percent.

This table is also useful for underlining the extent and magnitude
of potential foreign exchange constraints. Even though the compostion of
trade can be easily explained along lines of comparative advantage3, the
balance of trade is not always positive even for those groups of goods with-

in the broad 3 digit classification framework, which are the major exports

of the economy. Taking manufactured goods for example, in 1965, the balance




TABLE 5

- " EXTERNAL TRADE ACCORDING TO THE SECTIONS
OF THE STANDARD INTERNATIONAL TRADE CLASSIFICATION

SELECTED YEARS AND SELECTED GOODS

(X of Total Exports and Imports
and I of Total Category for the 3-digit nos.)

(Value million drchms.)

1965 1976
SITC Sections Exports. Imports Exports Imports
Total 9,833.26 34,012.17 93,811.517 221,820.615
» 1.00 1.00 1.00 1.00
0. Food and Live Animals .2871 .1407 L2259 .0760
Live Animals (001) n.s.a .0620 n.s. .0253
Meat (011+012+014) n.s. .3367 n.s. .1730
Dairy Products (022-025) n.s. .1435 n.s. .1250
Wheat and Cereals (041-048) n.s. .1557 .0934 .2373
Fruit and Vegetables(051-058) .9450 .0309 . 8092 .0315
Sugar and Honey (061-062) n.s 0317 0219 .0034
Coffee, Tea and Related
Products (071-074) n.s. .0798 n.s. 1312
Animal Feed (081) n.s. .0397 .0386 .0780
Edible Products & Prepara-
tions (098) n.s. n.s n.s. 0174
1. Beverages and Tobacco . 3646 .0009 .0860 .0020
Beverages (111-112) .0530 .8188 .1761 .7333
Tobacco (121-122) <9449 n.s. .8239 .2667
2. Crude Materials, inedible,
except Fuels .1976 .1005 . 1000 .0690
Hides & Skins(211-212) .1847 .0538 .1692
Cork & Wood Products(244-251) n.s. .3668 .0109 L2844
Cotton & Textile Fibers
(263-269) . 3406 .3726 .1858 .1614
Fertilizers & Other Crude
Minerals(271-278) .1826 .0560 . 3007 .1294
Iron, Steel & Base Metals
{(281-289) .3968 0479 .2878 .0630
3. Mineral Fuels, Lubricants .0004 .0842 ' .0580 . 2040
0il1 & 0il Products (331,332,
335) 1.00 . 8841 .9865 9730

e i s e
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.TABLé 5 cont.

(Value million drchms.)

1965 1976

SITC Sections Exports Imports Exports Imports
4. Animal and Vegetable Oils

and Fats .0120 .0001 - ,008 .002
5. Chemicals .0215 .0904 . 040 .082

Medicinal & Parmaceutical '

Products (541) _ n.s. .2375 " .1300 .1870

Miscellaneous chemical

products (598-599) .6362 .1071 . 3524 .0845
6. Manufactured Goods Classified

by Raw Materials .0828 : .1906 . 3160 .124

Fur Skins(613) .2281 n.s. .0622 n.s.

Cork, Wood & Paper Products

(633-642) n.s. .0895 .0333 1644

Textile Goods & Fabrics

(651-659) .3223 .2057 .2990 .1650

Construction Materials

(661-662) .0753 .0648 ".1690 .0148

Iron & Steel Goods(671-679) .1094 .2945 .2051 .2918

Basic Metals (682-689) L0651 .0780 .1365 .1064
7. Machinery & Transport Equip-

ment .0196 .3515 .049 LA414

Electrical Machinery (72) n.s. : 1671 L4072 .0502

Private Cars, Motor Vehicles

and Accessories (732) n.s. L1563 n.s. .1657

Ships, Boats & Floating

Structures (735) n.s. .2065 .1896 .4589
8. Miscellaneous Manufactured :

Articles ' .0143 .0316 .118 .026

Clothing & Accessories

(841-848) .1009 n.s. .6662 .0572

Footwear (851) . n.s. n.s. .1947 n.s.
9. Commodities and Transactions

Not Classified According to

Kind 0.00 .0002 0.00 .001

a/ Not significant

Sources: National Statistical Service of Greece, Statistical Yearbook

qf_Creegg, 1977; United Nations, U.N. Yearbook of Trade Statistics,1966.
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of trade for textiles, construction materials, iron and steel.goods and metals
was negative; by 1976 it had becoﬁe positive only for textiles and construction
materials. This suggests that apart from possible heterogeneity of goods within -
each categofy, differences in tastes might be an important determinant of
trade patterns especially in some categories such as textiles. In other
categories such as refined pégroléum products where imports are by nature
intermediate goods, domestic value added in production is in fact negative.
Thus, regardless of issues related to entry into the EC, the structure of trade
must be readjusted and policies to promote exports need to be devised and
implemented if the foreign exchangé constraint is not to become permanently
binding. Whether or not such policies which possibly entail some subsidiza-
tion of specific sectors on the part of the government, will be open to policy-
makers following Greece's entry into the EC, will depend on the outcome of
- the negotiations. More importantly perhaps, one should investigate the
implications of the Athens agreement of 19614 for the subsequent development
of Greece's trade both with regard to its composition as well as to its direction.

Such a study is unfortunately much beyond the scope of this paper.

Most of Greece's frade in the past decade has been with the EC.
‘As can be seen from Table 6, by 1976, 49.9 percent of total exports and 39.7
percent of total imports were directed to and driginated from the nine
members of the EEC. Trade with the United States was relatively limited
ip 1976, accounting for 5.7 percent of total exports and 6.8 percent of total

imports even though, as can be seen from Table 7, the growth of imports from
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Table 6

IMPORTS AND EXPORTS BY SELECTED CONTINENTS
AND COUNTRIES OF ORIGIN AND DESTINATION
(% OF TOTAL VALUE)

1965 1975 1976
Country Imports Exports Imports Exports Imports Exports
ECC Countries
(6 members)® 41,4 37.2 36.9 44.2 34,5 45.1
France 8.5 5.2 6.0 7.3 5.6 6.7
Belgium-Luxemburg 3.6 1.0 2.8 1.9 2.6 2.6
Netherlands 2.9 3.1 4.0 5.6 3.5 5.3
Germany F.R. 17.3 22.8 15.9 21.1 14.5 21.3
Italy 9.1 5.1 8.2 8.3 8.3 9.2
ECC Countries
(new members) 10.1 _8.0 5.6 5.5 5.2 4.8
EFTA Countries® 8.2 4.5 7.3 3.8 8.9 3.6
Eastern Europe 9.0 22.8 2.2 11.5 6.7 11.3
Other Europe® 4.5 6.0 2.8 5.3 2.6 3.1
United States 9.9 9.5 7.3 5.1 6.8 5.7
Africa 3.6 3.4 5.4 1.9 5.9 104
‘Libya 1.0 0.9 0.3 5.7 0.8 5.1
Egypt 1.0 1.6 0.1 1.4 1.3 2.4
Asta 8.2 7.2 26,9 1.3 25.9  14.1
Iran 1.5 0.2 0.7 1.0 2.7 0.9
Saudi Arabia 1.8 0.2 8.3 1.2 6.9 4.4
Kuwait - - - 0.6 0.0 0.6
Japan 3.4 2.4 8.3 1.6 12,2 0.9
Australia and Oceania 2.0 0.5 2.3 0.3 1.3 0.4
Total 34,012 9,833 172,041 74,441 221,820 93,811

a/ These include

b/ These include:
¢/ These include:

d/ These include:

Source: National

:France, Belgium-Luxemburg, Netherlands, Germany F.R, Italy.
United Kingdom, Ireland, Denmark.
Norway, Sweden, Finland, Switzerland, Austria, Portugal

Finland, Spain, Yugoslavia, Turkey and others.

Statistical Service of Greece, Statistical Yearbook of Greece, 1969,1§77.




Table 7

DISTRIBUTION OF GREEK COMMODITY EXPORTS AND
IMPORTS BY ORIGIN AND DESTINATION

Total Value Indices (1970 = 100)

15

Import Value Indices Export Value Indices

Year EEC(6) U.K. EEC(9) U.S. EEC(6) U.K. EEC(9) U.S.

1961 104.0 89.3 86.1 83.2 81.6 79.4
1962 102.6 88.8 85.9 88.7 . 78.9 91.9
1963 102.9 91.7 76.7 99.1 83.4 104.4
1964 105.6 94.0 78.2 98.3 97.9 97.2
1965 107.3 93.9 84.9 97.1 100.8 89.2
1966 107.7 96.3 84.0 97.8 113.9 93.4
1967 104.3 95.8 88.5 96.1 105.9 92.4
1968 106.4 . 91.8 91.3 91.8 98.9 93.0
1969 96.9 94,1 96.6 97.4 103.4 96.9
1970 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1971 101.1 104.7 101.6 100.1 101.2 105.5 108.1 93.9
1972 110.4 107.0 110.3 103.9 106.5 108.1 106.6 90.3
1973 130.6 118.0 129.5 113.6 140.3 172.1 143.8 102.1
1974 163.0 138.9 160.6 168.9 179.1 252.6 185.6 130.5
1975  187.0 174.0 185.9 199.4 198.7 246.2 202.7 142.4
1976 208.1 189.7 206.8 230.8 215.9 216.2 216.0 198.8

Source: National Statistical Service of Greece, Bulletin of External

Commercial Statistics, Athens, June 1977. pp. XIV-XX.
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the United States has been higher during recent years than the growth of
imports from EC members. Table 6 also points to the fact that Greece's
trading with the EC primarily involves trading with Germany. The Federal
Republic of Germany absorbed 21.3 percent of total Greek exports in 1976
"and provided 14.5 percent of total Greek imports. The other most important
trading partners of Greece during that same year were the Middle Eastern
and Eastern European countries on the export side, and Japan on the import
side. As Greece's exports have become more diversified some of the tradition-
al markets, such as the Eastern European countries, have declined in
importance, and new markets, especially within the Mediterranean area, have
appeared. The rise of Japan in world markets has also meant the redirection
of some Greek imports away from other sources (partly EC sources) to this
cheaper source of supply. Overall, Gpeek trade with the United States has
been limited, with slightly greater dependence on the import rather than
the export side.

Even though trade with the United States per se has been l1imited, the
role of the-dollér as a reserve currency adds an important dimension to
CGreek-American economic relations due to‘the fact that many payments oOT
receipts are in fact denominated in dollars. Tables 8 and 9 vividly illustrate
this point. Whereas in 1975 total exports to the United States amounted to
5.0 of total exports, in that same year, total export receipts in dollars
amounted to 14.95 percent of total receipts. Exports to the United States
or the dollar currency area have primarily been miscellaneous manufactured
goods, beverages, tobacco and inedible crude materials. Even though dollar
receipts substantially exceeded the valué.of trade with the United States itself,

even trade with the dollar currency area, at least in 1975, was never over 20 percent
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of total receipts for any given category of exports. Tables 8 and 9 also underline
the appearance and importance of third markets such as that of Japan in
the tobacco market and Eastern European countries in the market for agri-
cultural goods.5 ‘
A more detailed analysis of the destination of Greek industrial exports
by commodities reconfirmé the eariier conclusions fegarding the secondary
vole of the United States in Greece's export markets. The only noteworthy
exception, which again has to do more with the role of the dollar as a reserve
currency rather thap the domestic U.S. market, is the case of nickel and
ferronickel exports for which payments are dénominated almost entirely in
dollars. As can be seen in Table 10, however, at least in 1975, nickel and
ferronickel receipts were only a small percentage of total export receipts.
Table 10 also highlights the function of the United States as the major
importer of a whole cluster of industrial commodities which are only minor
exports for Greece but whose importance might grow in the future. These
include aluminium and alumina, machinery and transport equipment, furskins,
'footwear and handicrafts. In contrast, the United State's share of trade
'1n textiles, cement and metals which are the most significant industrial

exports of the Greek economy, is less than 6 percent.

Greece's imports from the dollar currency area have been much higher
than her exports to it; in 1975 this resulted in a trade deficit of $517.8

million. Table 11 presents a detailed account of imports by currency area
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Table 10

EXPORTS OF PRINCIPAL INDUSTRIAL AND HANDICRAFT
PRODUCTS BY CURRENCY AREA> 1975

Value in Million §$

EASTERN

Catepory Total % EEC(6) % USA % EUROPE %
Textiles . 232.1 .2457 172.8  .7445 12.6 .0543 10.4 .0448
Cement 131.6 .1393 .5 .0038 3.2 .0243 1.0 .0076
Other chemicals

& pharmaceuticals 65.6 .0694 6.6 .1006 12.0 .1829 4.7 .0716
Aluminium-Alumina 57.8 .0612 - 28.2 4879 16.6 .2872 .8 .0138
Nickel-Ferronickel 57.8 .0612 .1 .0017 57.7 .9952 - -
ﬁOther metals and

metal manufactures 137.6 .1457 14.6 .1061 8.0 .0581 10.1 .0734
Machinery and transport 24.7 .0261 2.9 JA174 4,0 L1619 .1 .0040'
Electrical instruments 12.0 .0127 6.7 .5583 3 .025 - -
Furskins 66.0 .0699 2435 .3712 35.1 .5318 .2 .0030
Footwear & leather

articles 35.3 .0374 7.3  .2068 22.0  .6232 1.6 .0453
Other handicrafts 8.2 .0087 4,1 .5000 2.5  .3049 - -
Other 68.0 .0720 17.2 .2529 6.2 .0912 3.5 .0515
Total 944.6 100.0 300.6 .3182 186.4 .1973 -39.5 “.6416

Source: Bank of Greece , Bulletin of External Transactions, 1975.




21

06L0° (AR TAS 8°T18  9gLy*  6°€TT‘T OLIY \mm.mma,a 00°T T 9%9°y Te3ol
7810° 9 S1S0° LT 9€99°  6°1C 7815 T1°LT 1L00° 0°€€ ydyeay °IA
€260° LARY LI9T" $°8L 0806" 9° 9% ) y°c8Y j O¥SPd UON ¢
%%20° 1701 664T° 1°e9 69S%°  €°68T 7680  €°%I¥ Jorsed 7
44 { M AN tser 8781 %S9 0°L8 6620°  T°6€T sjeypamaalur T
gegos  C'LE wEeT®  Y'6ST  wIgST  0°%09  %EOST  6°22S  96ZTT 8°8E0°T §PO0Y I13UMSUOY
paxnjoeynuel ‘A
890T" z°01 TT60° L'8 99€9° 9°09 90Z0°  .§°S6 jusudynby
Te071302T  °¢
Lz10° L°S 1062° §T0eT 8v6<” 9°L92 8960° 6°6YY jusndinby
3aiodsueayl °g
wewot  876E 9geT*  0°YIT yL8S*  L°€6%  608T°  §°0V8 Louryoen 1
covo:  8°SS Lz8T°  T°€ST  €L69°  O°IT6  0€6ST  6°TI8 €862  6°68€°T spooy Teatded °Al
8L61°  T°Z9T  8€80°  L[°89 LE€CO" 9°LT 8LT0°  8°7T S9LT"  6°618 pSIVEITIVI-STINL 11T
99Z1° 6%y 821" S Sy 1191 % 0°6TT  %9L0°  8°%SE sTeT193el
) COWuoﬁuu suo)y °¢
SYs0®  %°92 SZT61®  T°€6 LTL€°  0°08T  TYOT®  Z°¥8Y sTeT123ey
mo«umsamcoo ‘I
1680° %L €69T°  L°8€T  v8TY"  0°TISE  G9SE"  T'66T  908T° 0768 sTeTia3e ey °II
€090  0'% €oYTT  €°6 9LET 8°WT €910°  €°99 d oyseg UON 7
Ly€0"  T°9T 7ssE”  9°v9T [FO%TT STLOT - 4660°  wTE9Y SOrseE 1
6L£0°  T°0C €82€°  6°tLT  L0ZE"  6°69T 86¥Z"  €°TET  OYIT"  L°6TS poold I
adoany : .
p uialsey ¥ v's'n z  (6) o3 %2 (9) ozd % 1830 827103938D

($ UOTTTITH UT anTej )
11QTD ,SYWAITdANS ANV SINIWAVA

GL6T ¢ SATYOOIALVD DISVE OL ONI@IODODV VAUV XONTWNUND X¥ SIYOdWI

TT 21981



22

"SL6T ‘SUOTIDESURIL [EUILIXF JO UT3IBTINg ‘9d2919 jo jueg :eoinog

*£10393®d 3BY3 Ut s3z0duUT TE3IO03 Jo Ino ¥
T3ITPeId | s13¥7ddns snyd s3juemled Te303 sepnyoujy

"831odut Te3l03 jJO 3nO ¥

‘8180 3jeatad pue sadueyrdde Tedsyazoars pmuusvoua 9TF3IX83 sapnToul

*83onpoad TedyInadeuaeyd pue TeOJpow ‘saTo713ae xeded pue aoded ¢ 89710562008 pue s3zed 8] Fqowoine sapnToul
‘Wl IBYI JO 3Isow I0J S3UNODOE [JO 9pna)

*19quyl ‘79935 pPUBR UOIF SIPNTOUI

'STBI3UTW Mel ‘STBOTWAYD IIYIO SIIQFJ STFIX9I pue W03300 sapnIoul

‘Pe°3 Teuwjue ‘sTyo ayqelaldaa ‘a93Jod ‘sTea19d ‘s3onpoad Liyep ‘STPEIUB AT pue 3jBaW sIpnTouy

Vid

/u



23
according to basic categories. The United States has been the main supplier
of basic foodstuffs as well as a primary supplier of capital goods, manu-
factured consﬁmer goods and raw materials. With the only exception of
basic foodstuffs however, trade with the nine members of the EEC has been
much more extensive on the lmportlside as well.

fhe conclusions of our schematic analysis regarding Greece's relation-
ships with its major trading partners can be briefly summarized below:
1. The growing trade deficit in Greece's balance of payments places a
significant constraint on the country's future economic development and has
increased the country's dependence on such cyclically variable sources of
foreign exchange as tourism, shipping and emigrant remittances. in the
last couple of years there has also been a shift towards increasing
borrowing in the international financial markets by the Greek banking
community which has resulted in higher deﬁt service ratios for the country
in comparison to commitments undertaken by most neighboring countries.
2. Whereas during the past decades there has been substantial diversification
of Greece's exporfs, imports have tended to become more‘concentrated. By
1976, agricultural goods, textiles, con;truction materials, iron and steel
goods and basic metals accounted for approximately 50 percent of total
exports, while oil imports and imports of floating st:rt.lcture:s2 rogse to almost
40 percent of total imports. Even thoug the composition of exports
has shifted towards industrial goods this does not necessarily imply that
CGreece became a net exporter of such goods. Due to a number of factors,
such as different factor intensities in production, product differentiation
or differences in tastes, there has been extensive two-way trading in each
category of commodities making the analysis-of trade patterné along simple

lines of comparative advantage quite complicated.
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3. Trade with the United States has been traditionally limited in comparison
to trade with the European Economic Community or other groups of countries.
Imports from the United States have traditioﬁally exceeded exports to that
country and have consisted mainly of basic foodstuffs, capital goods and raw
materials. The largest single export of Greece to the United States has
traditionally been tobacco and there has been a growing market in the United
States for miscellaneous manufactured goods such as footwear, furskins,
handicrafts and other commodities.

.4. The role of the dollar as the international reserve currency 1is by far
.the most important aspect of Greek-American trade relationships. On the one
hand, fluctuations in the price of the dollar have had adverse implications
for the purchasing power of dollar réceipts, especially given the fact that
most of Greece's trade is with the EC and other currency areas; on the othéf
hand, the recent series Qf dollar devaluations vis-a-vis the major European
courrencies, have enhanced the competitiveness of Greek exports since. the
drachma was allowed to follow the dollar in its downward trend.

5. Finally, the large presence of Greek emigrants in the United States

and American tourism in Greece cannot be ignofed. Even though the existing
evidence is fragmented, invisible receipts due to emigrant remittances and
tourism might turn out to be one of the most important aspects of Greek-
American economic relationships. Foreign exchange receipts in dollars due

to emigrant remittances and/or tourism have depended to a large extent on the
level of economic activity in both countries. Takiﬂg a cursory view, it
seems that the income'elasticity of such invisibles is considerably higher
than that for goods. Given the relative magnitudes involved, this would

make Greece's tr;ditional dependedce on the United States'

level of

economic activity much greater than what is immediately apparent from
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8simply looking at trade figures.

What will now be the iméact of Greece's entry into the Common Market
on Gréek-American trade relationships? Some hypotheses are presented below
in view of the conclusions derived above:

1. Greece's entry into the Common Market will not necessarily imply a
‘reduction in the trade defic;;. Even if there is complete elimination of
tariffs between the EEC countries and Greece, ‘the Greek trade deficit
vis-a-vis the EEC might increase or decrease as tariffs are lowered, depending
on the relative price elasticities of demand and supply for export and
import goods and the change in support prices.6 Furthermore, if World Bank
estimates are correct, the projected income growth of Western and Northern
Europe for 1975-85 is approximately 3.5 percent per year, much lower than
the average 4.7 percent annual growth rate realized between 1960 and 1970;
it is also lower than the corresponding projected income growth for the
United States which is estimated to be 4.3 percent. This suggests that af
least until the mid-1980's there is no reason to expect a improvement in
the Greek balance of trade situation, at least on entry grounds; this in

turn implies that Greece's financing needs will not be reduced.

2. The trade deficit might even deteriorate, at least in the short run,

if the recent quotas imposed by tﬁe EEC on Greek textile exports persist.
This of course will depend on the length of the intermediate stage preceding.
Greece's full membership, as well as, on the current outcome of the
negotiations. It is interesting to note that, whereas the EC countries
have succeeded, through the use of quotas, to limit not only the growth of
textile imports from third countries but also their absolute levels, the

United States has held thevquotas-of its largest suppliers at the same
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level in 1978 as in 1977.7 This might pose an interesting twist in Greek-

American trade relationships for the time prior to full membership or even
during the adjustment period. If higher protectionist measures and slower
economic growth persist in Europe relative to the United St;tes, then there
might be some short-run redirection of trade away from the traditional |
European markets towards the United States or other third markets.

3. 1In the long-run however, the adoption of the common external tariff

and increased trade within the EC will probably limit the already small

amount of trade between Greece and the United States.8 On the import side

there may be some trade diversion away from the United States towards the
EEC, while on the export side and primarily in the industrial goods sector,
the United States market will probably serve as a dumping ground for Greek
exporf goods for which there is excess supply.

4. The impact of enﬁry on emigrant remittances and tourism from the United
States is even harder to ascertain.A The flow of remittances from the U.S.
will depéndxon a multitude of factors such as: (a) the impact of free
factor movements between Greece and other EEC members on Greek emigration
to the United States, (b) the level of economic activity in both countries
and (c) the future price of the drachma in terms of the dollar which wi;l
determine the domestic purchasing power of emigrant reﬁittances. The last

two factors will also partially determine future American tourist expenditures

in Greece.
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5. Monetary developments within the EEC will have important implications

for the trade relationships of Greece both w£th regafd to otherlEEC members
and the United States. Recent negotiations aim at the creation of a European
unit of account whose parity vis-a-vis the dollar will be determined partly
through market forces but also managed through the use of a pool of member-
country reserves. In sdch a-system, each Central Bank will then be responsible
for maintaining a fixed parity with other member-country currencies by pegging
its currency to that of every other currency or to a weighted basket. If eueh
a scheme proves successful, Greece's flexibility in using either exchange rate
policy or monetary policy to reduce the trade deficit will be severely
limited, possibly resulting, at least in the short-rum, in a worsening of the
current account deficit.

Apart from the probable reduction in direct trade relationships between
the United States and Greece due to Greece's entry in the EEC, the preceding
analysis points to continuing imbalénces in Greece's foreign trade which in
turn imply increasing needs for foreign exchange. Section 2 of the paper
analyzes the United States' prominent role in financing the recurrent Greek
current-account deficits and attempts to predict some of the implications

of entry for the nature of future Greek-American financial relationships.
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Section 2

PAST AND PROSPECTS OF GREEK~-AMERICAN
FINANCIAL RELATIONSHIPS

Even though trade relationships have been limited, financial relation-
ships between the Unitea States and Greece have been extensive. Ever since
the end of the Second World Wér the financial presence of the United States
in Greece has been widely felt and has rapidly evolved from unilateral'aid
transfers to reciprocal commercial dealings and finally to direct competition
between Greek and American commercial banks for a share of the Greek commercial
market. Table 12 presents capital inflow figures by category and currency area
origin for a number of selected years. Two facts deserve special attention:
the dominant position of the United States and the changing composition of
total infloy. In 1965, 75 percent of the total inflow was accounted for by
investment for the purchase of real estate (25.06 percent of total capital
inflow), public external debt (25.61 percent) and deposits in fereign exchange
(22.76 percent of total capital inflow). By 1977, convertible deposits and

loans from other banks and credit institutions alone accounted for 66.29

percent of total capital inflow while the'share of private investment for real
estate to total inflow was significantly reduced. In both years, however,

the United States provided the largest share of the total capital inflow as
compared to the EC countries or international institutions. This share

has declined from 59.31 percent in 1965 to 43.51 percent in 1977, but is
still significant. Given the change in the composition of capital inflow,
one can deduce that the presence of the United States has not only béen

extensive but multidimensional as well. Greece, on the other hand, has
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Notes on Table 12

&/ 1Includes deposits in drachmas (6461), loans and credit of other credit

institutions (6462) and deposits from Foreign Banks.

b/ % of total capital inflow.

Source: Bank of Greece, Bank of Greece Data~-Unpublished.
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traditionally maintained more than one third of its foreign exchange reserves
4n dollars since, as we have seen in Section l,international payments are
often denominated in dollars. As can be seen in Table 13, dollar holdings
were approximately 35.06 percent of total reserves in 1966, 50.58 percent
in 1969 and 35.45 percent in 1974. The recent series of dollar devaluations
have adversely affected Greeee on tﬁat count, since the purchasing power of
dollar holdings in terms of-European currencies has declined. Thus, regard-
less of Greece's entry into the EEC,V one would expect the Central Bank to
further diversify its asset portfolio to minimize risk due to exchange rate
fluctuations. This trend would probably be enhanced by increased trade
bet&een the members of the community and by monetary developments within the

EC. If monetary union is achieﬁed within Europe, then, the Greek Central
Bank would have to intervene in the exchange market in order to peg the
drachma to each one of or to a basket of European currencies. Thus, demand
for dollar holdings for intervention purposes is expected to decline, and an
increasing portion of total Greek reserves will te kept in European currencies.

| The probable shift in reserve composition away from dollar holdings
might have Severe implications for the willingness of American commercial
banks to expand their presence in Greece at the same rate as they have done

in the past. If dollar deposits with U.S. Banks are drastically reduced while
commercial dealings with European Sanks increase, then, financial incentives fof
greater exposure in Greece on the part of American banks should diminish.

This tendency could be partly offset of course, by the perceived reduction
of overall risk due to the fact that Greece would be a full member of the
EEC. If Greek-American financial relationships do in fact diminish, then
both trade and -financial relationships will revolve around the EC, which
would then have to assume the burden of financing future Greek current-

account deficits. Such concentration might have important implications
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for the independent exercise of macro policy within the country. If the analysis
of Section 1 is correct, so that the trade deficit as a fraction of GNP is
not likely to decline, then potential unwillingness to assume the resulting
financial burden might be an important source of friction between
the members and the incoming country. Power relationships within the augment-
ed EC will then determine the outcome with possible severe repercussions for
the Greek side. It is not entirely inconceivable to expect great pressure
by the EC on the Greek government to curtail domestic expenditures and thus
force a slowdown in economic activity so that the trade deficit can be
improved and domestic inflation reduced. This might provide terms-of-trade
benefits for the community as well as improve its financial relationships
with Greece. The Commission of the European Communities Report on that matter

might be prophetic:

... The question éfises of direct Community
intervention to provide ad hoc balance of payment
suppért. A distinction must be drawn here between
a situation in which such aid would be clearly temporary
or exceptional, and a serious situation requiring
strict internal austerity measures. In the first
situation, Community action could be more easily
based on medium-term financial support or an extension
of the Community loan. The second situation would be
much more difficult in that there might, at least in

appearance, be a contradiction between the austerity




measures to be imposed and the objectives of
ensuring growth and reducing unemployment.

The Community could then find itself in a
.difficult political situation, if it were
acting alone not_only as lender but also

as the authoritf imposing conditions and
subsequently monitoring their implementa-
tion. The situation would be quite different
if the Community was acting with other bodies,

for example, the International Monetary Fund.
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Footnotes

1/ World Bank, World Development Report, (Washington, D.C., 1978), p. 87.

2/ It has been pointed out to me following the completion of this paper that
these figures for ship imports do not reflect actual purchases but rather
registration of already existing ships under the Greek flag. This item is
apparently excluded from foréign exchange statistics. If this is the case,
then, our argument about increasing import concentration will have to rest

on the increased share of oil payments.

3/ Both the agricultural products and the manufactured goods exported are
either labor intensive or country-specific products; most imports are highly
capital-intensive or human-capital intensive goods.

4/ This is the agreement which made Greece an Associate Member of the EEC.
-5/ 1In 1975 Eastern European countries absorbed 74.55 percent of total quantity

of sultanas and rozaki exports and 35,32 percent of total olive exports (in

tons). Source: National Statistical Service of Greece, Statistical Yearbook of
Greece, 1977.

6/ For a more complete analysis see, Papaefstratiou L., “Enlargement of

the European‘Community and the Common Agricultural Policy™, October 1878,
unpublished.

7/ World Bank, World Development Report, (Washington, D.C. 1978), p. 15.

8/ The effects of enlargement on Greek-American trade balance will be
different depending upon the commodity in question. Apart from other
éonsiderations the CET will in fact be lower than the corresponding Greek
tariff for a number of goods.

2] Commission of the European Communities, Economic and Sectoral Aspects;

Commission analysis supplementing its views on enlarpement, Com (78) 200

final, April 27, 1978, p. 85.




