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Abstract

The growth of knowledge about monetary phenomena over the last fifteen years or so has been

enormous. The aim of this paper is to investigate stylized facts of inventory investment and output for the

Greek economy and to analyse the effectiveness of monetary economic policy in relation to the inventory

cycle model of Hillinger. (JEL E32, E5)

1. Introduction

The business cycle has often been declared dead. To cite but one recent
example, there was much confidence among economists of the 1920's that a new
era of perpetual prosperity had dawned (Haberler 1963). Haberler penned these
words in 1962, just at the time when yet another era of supposedly perpetual
steady growth was being proclaimed. The specter of economic instability was
assumed to have been removed through the art of "fine tuning".

Since the advent of the oil crisis, instability has been the dominant feature
of the world economy and the profession is gingerly beginning to remove the
taboo on the use of the word cycle.

The aim of this paper is first to investigate stylized facts of inventory
investment and output for the Greek economy during the period 1960-1990 and
second to analyse the effectiveness of monetary economic policies in relation to
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The variation in cycle period is not very high, if we bear in mind that the
empirical investigation was made on the basis of only 31 annual data. In Table 2,
the simple R-squares of each cycle are also collected, in order to be presented as
a yardstick of how much of the variance of every time series was explained by
one cycle alone. The small difference between the sum of simple R-squares and
the multiple R-squares indicates that the correlation of estimated cosine func-
tions was not very high, so that we can have confidence in the empirical results.

It is a little surprising that the long cycle dominates the fluctuations in all
data series, while the short one has the relatively smallest explanation power.
The medium cycle is important above all in inventory ivestment.

Apart from the good fit on the basis of statistical criteria, a visual inspection
of the diagrams shows that the curves fitted to the data depict in general cor-
rectly turning points for all economic magnitudes. The wide difference in total
amplitude between the cycles before 1974 and those of more recent years seen in
Figures 1-3 seems rather puzzling. This possibly indicates an increased instabil-
ity related to international economic factors and the structure of the Greek
economy.

Structure may include concepts like: (a) the open character of the economy,
(b) the existence of a significant underground economy, (c) the large percentage
of small scale industry and its difficulty to keep up at high technological level.

4. The Role of Money-Stabilization Policy an Overview

Up till now we have dealt with a model in which only real variables appear.
We have implicitly assumed either that prices are constant, or that all monetary
magnitudes have been deflated by price indexes. The analysis of economic policy
itself forces us to pay some attention to nominal magnitudes since economic
policy is directly formulated in relation to such variables as nominal government
expenditure of the nominal money supply.

The most common simplification made in the context of monetary analysis
and on which we also want to make, is that there is only a single financial asset
namely money. In reality, however, even after aggregating over very broad
categories of assets, it seems that we are still left with three very broad categories
of instruments, namely: money, regarded as the non-interest bearing medium of
exchanges; bonds, regarded as a negotiable interest bearing financial instrument;
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the liabilities of the private sector to the banks. It is not immediately obvious
that in evaluating economic policies, it is sufficient to pay attention only to how
these policies influence the stock of money, and to leave out of consideration
how the magnitudes or other financial instruments are altered. For some pur-
poses it is clearly not possible to ignore the other instruments. In particular,
building investment is highly sensitive to interest rate changes, such as those
induced by open-market operations.

The focus on money as the only relevant financial instrument appears
empirically to produce good results in explaining inflation rates. The question of
the extent to which changes in the nominal quantity of money influence real
magnitudes has been much and inclusively debated. One reason why we will use
the simplification to a single financial instrument is that we do not attempt an
empirical test of the model.

Given that money is the only financial instrument to be considered, we must
specify how the quantity of money is caused to be changed. As elaborated in any
introductory text in economics, we know that changes in the money supply come
about in the first instance as a result of changes in high powered money which
can serve as a reserve asset of the banking system and subsequently through the
expansion of bank loans based on these reserves.

One simplification which we will make in order to avoid dealing with a
higher order differential equations, is that we will neglect the lag between a
change in reserves and the completion of the responce of the banking system.











. Conclusions

Traditionally, macroeconomics has attempted to explain the potential
output and the deviations from it. Growth and business cycle theories contain
essential insights for the explanation of these phenomena. As the result of this
empirical investigation of Greek data we have found an equipment cycle, a
medium cycle and an inventory cycle explain most of the variation around the
statistical trend in GDP and its components so that we have some further
arguments for the traditional model of several superposing business cycles (J. A.
Schumpeter, 1939).

The empirical results are very interesting insofar as the about same fre-
quency parameters could be found by Cl. Hillinger (1986) in ten industrialized
OECD countries. The business fluctuations are without doubt an international
phenomenon whose occurance in Greek economy is not astonishing, because of
the greate dependence on capital and industrial transfer from abroad.

We have shown that it is possible to carry through stabilization policies
in the context of dynamic disequilibrium models. Even with the elementary tools
at our disposal, we have been able to analayse a variety of policies. With a
somewhat more elaborate mathematical apparatus, analytical results for a wider
range of models and policies can be obtained.

The most basic result of our analysis was that stabilization of demand
destabilises the short cycle. This conclusion is amply supported by world wide
empirical evidence. The major industrialized economies have succeeded in stabil-
izing demand, mainly through automatic stabilizers such as unemployment
insurance and progressive income taxation which stabilize dipisable income. The



47

short cycle, however, - inventory investment - has never been as prominently in
evidence world wide as currently.

Finally, it is important at all times to keep in mind that problems of cyclical
instability must be kept separate from structural problems of the economy.
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