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A G K N O W L E D G E M E N T S 

1. These studies in Greek taxation were made during 
the summer and fall of 1963 under the auspices of the 
Center of Economic Research, and the authors are grateful 
to the Center, and particularly to Professor Andreas G. 
Papandreou for a most interesting and stimulating ex
perience. Other commitments made our stay in Greece all 
too short, and much of the time had to be devoted to the 
collection and organization of the material needed for the 
descriptive background given in Part I. As a result a 
systematic analysis of the entire Greek tax system was out 
of the question. Such important topics as import duties, 
the tax treatment of foreign capital and the special taxation 
of shipping had to be omitted from Part I, and only the 
first of these is considered at all in Part II. The choice of 
subjects for Part II was based more on the availability of 
data and on our own particular interests, than on the fiscal 
significance of the different revenue sources. State mono
polies, for example, would have received less attention than 
they do in Chapter 9 if importance had been our sole 
criterion. While in no sense a systematic agenda for fiscal 
reform, Part II does contain a number of proposals which 
we think would improve Greek taxation and which we 
hope will be helpful to Greek policy makers. 

2. Some explanation of how the work was divided is 
always needed in cases of joint authorship. The inevitable, 
arduous, ground-breaking task — that of ascertaining the 
many dimensions of the Greek tax system and drawing up 
a clear and accurate description of them in English — fell 
to Ralph Turvey, by virtue of his earlier arrival on the 
scene. With the able assistance of Mr. Evangelos Spartiotis 
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and Miss Despina Kouvara, who between them translated 
most of the written documents used and acted as inter
preters at numerous personal interviews, Turvey had vir
tually completed Part I by the time George Break arrived 
in early October. Thereafter, both authors concentrated 
their attention on Part II. 

3. In writing the chapters in Part II each of us 
benefited greatly from the criticisms of the other but still 
remained free to present his own views. It cannot be 
assumed, therefore, that either of us agrees with everything 
that is said in these pages, although differences between us 
are certainly far outweighed by the points of agreement. 
We doubt that many readers would be put to much 
labor if they had to determine for themselves who wrote 
what; but, for the record, Turvey was the author of Chap
ters 1, 5, 9 and 10, while Break wrote Chapters 3, 4, 6, 7 
and 8. Perhaps mainly to evince the possibility of closer 
collaboration, Chapter 2 was written jointly. 

4. This study could not have been carried out without 
the assistance of the many civil servants, local government 
officials and businessmen, who generously took time from 
their busy schedules to discuss tax law and its related 
problems and to elucidate for us some of the more abstruse 
aspects of what they are fond of calling «Greek reality». 
Special thanks are due to Miss Elizabeth Grammatiko-
poulou, Miss Kouvara and Mr. Spartiotis, who provided 
invaluable research assistance, and to Mr. Kimon Constas 
and Mr. Andreas Michalakis who supplied a number of 
the basic statistical tabulations. To all of these, and to 
Mrs. Lena Sakellariou, who generously aided us in coping 
with so many of the problems that baffle the foreign visitor 
who finds himself behind a formidable language barrier, 
we direct a heartfelt «efkharisto para poli». 

GEORGE F. BREAK & RALPH TURVEY 
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P R E F A C E 

Among the policy instruments available to developing 
countries for directing resources towards national objectives, 
tax policies assume great importance. This is particularly 
true of a country like Greece which relies on the private 
sector to produce the bulk of the savings and investment 
necessary to achieve planning targets. While an appropriate 
tax structure can contribute to development, a deficient 
one may seriously retard the process of change and growth. 

The publication of Studies in Greek Taxation by two 
eminent authors, Professors George Break of the University 
of California at Berkeley, and Balph Turvey of the London 
School of Economics, is thus particularly timely and useful. 
As the authors point out, time did not permit them to 
make a comprehensive analysis of Greece's tax structure. 
Nevertheless, the taxes studied are sufficiently representative 
to throw considerable light on the deficiencies of the compli
cated Greek taxation system. It is no exaggeration to say 
that the authors have made an outstanding contribution 
to the process of achieving badly needed tax reforms in 
Greece. 

The work is divided into two parts: Part I is a cursory 
review of the main features of the taxes treated in the study; 
while Part II consists of a detailed and penetrating ap
praisal of the salient features and effects of the various 
taxes in relation to resource allocation, administrative 
costs and the distribution of income. Deficiencies and 
inconsistencies which impair development are brought 
into focus and clearly identified. 
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More specifically, the study deals with the characteris
tics of the whole Greek taxation system : the structure of 
income and the nature of commodity taxes, the taxation 
of consumption and net wealth, the social insurance system 
and payroll taxes, the effectiveness of incentives through 
taxation and similar problems with respect to the efficiency 
of the tax system in relation to Greece's overall develop
ment problems. 

This study, we hope, will be very useful not only to 
Greek authorities, but also to economists in general who 
are concerned with the problems of taxation in a develop
ing economy. 

GEORGE COUTSOUMARIS 
Director 
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CENTER OF PLANNING AND ECONOMIC 

R E S E A R C H 

The Center of Planning and Economic Research 
was originally established in 1961 as the Center of Econo
mic Research in Greece, in the expectation that it would 
fulfill three functions : (1) Basic research on the structure 
and behaviour of the Greek economy, (2) Scientific pro
gramming of resource allocation for economic development 
and, (S) Technical-economic training of personnel for 
key positions in government and industry. Its financial 
resources have been contributed by the Greek Government, 
the United States Mission in Greece and the Ford and 
Rockefeller Foundations. The University of California 
at Berkeley participates in the process of selection of 
foreign scholars who join the Center's staff on an annual 
basis. It also participates in a fellowship program which 
supports research in Greece by American graduate stu
dents, as well as studies for an advanced degree in eco
nomics of Greek students in American Universities. 

Fellowships are also provided to young men who have 
graduated from a Greek University. They join the Center 
as junior fellows for a period during which they assist 
the senior fellows in their research and programming 
work and participate in seminars given by them. 

The Centers main task, naturally, is the carrying 
out of research on key aspects of the Greek economy and 
on the fundamental policy problems facing the country 
in its effort to develop rapidly in the framework of the 
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European Common Market. This research is carried out 
by teams under the direction of senior fellows. The results 
are published in a Research Monograph Series. 

The lectures and seminars included in the Center's 
program are not only for the benefit of those working for 
the Center. Economists, scholars and students of economics 
are aho invited to attend and participate in this scientific 
exchange which has been carried out in cooperation with 
institutions of higher learning here and abroad. A Lecture 
Series and a Training Seminar Series round off the 
publications program of the Center. 

On the basis of this satisfactory experience, the Center 
was reorganized in August 1964, under its new name, 
with the purpose of carrying out on account of the Greek 
Government, its scientific programming functions, in a 
more systematic way, at the national and regional levels. 

Another need which the Center has set out to meet 
is the establishment of a library and a bibliographical 
service in the economic sciences. Besides its usefulness 
for the education of the trainees of the Center, this service 
will be of particular interest to Greek economists in general. 

It is contemplated that the Center will exchange in
formation and results with similar Centers in other 
countries, and will participate in joint research efforts 
with Greek or foreign public and private organizations. 

Finally, one should emphasize that this is one more 
example of Greek-American cooperation, a pooling of 
human talent, funds and efforts, designed to promote the 
training of economists and to help in meeting Greece's 
needs in the field of economic development. 

The final aim is eminently practical : to help in creat
ing a better life for the Greek people. 
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P A R T I 

DESCRIPTION OF THE GREEK 
TAX SYSTEM 





C H A P T E R 1. 

GENERAL BACKGROUND 

The one simple generalization which can be made 
about Greek taxation is that it is extremely complicated. 
But since any description has to start somewhere, let 
us begin with the statement that, in recent years, total 
taxation (including social insurance contributions) has 
been running at between 22% and 24% of gross national 
income. This compares with about 33% in the UK but 
should nevertheless be taken to indicate that the task 
of raising this revenue is a difficult one rather than 
an easy one. Per capita national income in Greece is 
but a fraction of the UK level, and it is harder on the 
poor to pay a little than it is on the rich to pay a lot. 

Taxes, including compulsory insurance contributions, 
provide revenue for four parts of the public sector. 
Preliminary estimates of total tax revenue for 1962 
appear in the National Accounts as follows: 

Millions 
of Drs. % 

Central Government: 16,329 64.0 
Social Insurance Funds . . 7,661 30.0 
Local Authorities 844 3.3 
Other Public Funds 686 2.7 

Total 25,520 100 

The category of Other Public Funds deserves ex
planation. There are some hundreds of them in the most 
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diverse fields, ranging from schools and hospitals io 
public works agencies. They have in common only that 
they are established by law and that they have com
pulsory powers to raise revenue. It is to be noted, in
cidentally, that only part of their revenue consists of 
taxes as defined for social accounting purposes. 

The existence of these funds draws attention to an 
important special feature of Greek public finance, name
ly the widespread use of assigned taxes, i.e., taxes whose 
proceeds are hypothecated to some particular specified 
use. The taxes levied by these Other Public Funds are 
not the only assigned taxes ; all four of the sectors 
distinguished above impose them. The most important, 
quantitatively speaking, are those levied in order to 
finance farmers' social insurance. These, like many other 
assigned revenues, are not collected by the spending 
agency (though it does also itself collect contributions 
directly from the farmers) but by the central govern
ment. 

Those assigned taxes which are levied by the central 
government and whose proceeds are transferred to an
other part of the public sector are, in many cases, levied 
on the same base as a central government tax. This is 
done in three ways. First, the assigned revenue may be 
some stated fraction of the proceeds of the central gov
ernment tax. Second, the assigned revenue may come 
as a surcharge added on top of the central government 
tax and collected along with it. Third, there is the case 
of the OGA (farmers' insurance) surcharge on the in
come tax. This is a surcharge upon the tax, not upon 
the income, but the contribution of the previous year 
is deductible from income in assessing the tax, so that 
the effective rate is less than the apparent rate. 

The second and third cases, but not the first, mean 
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that the tax rate actually applied exceeds that imposed 
under the legislation authorizing the tax in question and 
can be ascertained only by examining, in addition, the 
surcharge which is imposed under different legislation. 
Actual income tax rates, for instance, depend both on 
tax law 4242 of 1962 and upon law 4169 of 1961, which 
established social insurance in agriculture. 

In the descriptions of individual taxes later on in 
this chapter, surcharges of the two types just described 
are included as part of the tax on which they are im
posed. These descriptions, be it noted, exclude import 
duties, the taxation of shipping and the tax treatment 
of foreign capital. Before we get to them, however, it 
will be as well to say something about the parts into 
which the government is divided in the Greek social 
accounts. 

Central Government 

The exact definition of this sector does not matter 
in the present context. The main point which is relevant 
has already been made, namely that the central govern
ment collects more revenue than it spends. This is 
made clear in the following table,which has been special
ly compiled by Mr. A. Michalakis. The table also serves 
to show the relative importance of the main taxes col
lected, or at least supervised, by the central government 
and described (except for taxes on imports) in the fol
lowing pages along with taxes collected by other parts 
of the public sector. The classification and arrangement 
in the table is the same as that of the following descrip
tions of the taxes. The classificatory scheme used was 
chosen simply for its expository convenience and is not 
meant to beg any questions about incidence. 

Owing to deficiencies in the data available, the table 
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is neither complete nor absolutely accurate, but it none
theless serves to show the main orders of magnitude 
which is all that is necessary here. 

Social Insurance Funds. 

Transfers made by Social Insurance Funds in Greece 
now constitute over 5% of personal disposable income, 
and these funds also finance a good deal of medical 
care.They are, therefore,of considerable importance and, 
indeed, now cover pretty well the whole of the working 
population. Despite this national coverage, however, 
there is no uniform system and there are in fact some 
150 funds. 

The reason for the existence of such a large number 
is historical. Beginning in the fifties of the last century, 
a whole series of insurance funds for particular oc
cupational groups was gradually instituted. Examples 
are the funds for civil servants, for shopkeepers and for 
the Athens gas company. There is even a fund for deep-
sea divers! These all have the common feature that they 
are financially and administratively autonomous and 
have powers to compel the payment of contributions. 
Many of them also derive funds from special taxes. 

Non-agricultural wage-earners not covered by one 
of these funds come under IKA, which was established 
in 1937. This fund, which provides old age pensions and 
medical care, collects employer's and employees' contri-
ubtions not only for itself but also for OAAA, which 
administers unemployment benefit, and for OEK, which 
provides workers' housing. 

Finally, social insurance for agriculture came into 
being in 1961, with the setting-up of OGA. This covers 
all farmers and farmworkers and their families, together 
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with people in related rural occupations such as 
threshing machine operators and foresters. It provides 
medical care, old-age pensions and crop insurance. 

There is a tendency to a reduction in the number 
of social insurance funds. In particular, IKA is intended 
to absorb some of the weaker special schemes. There is 
no doubt a good deal to be said in favour of amal
gamations, but since this book is concerned only with 
taxes and social insurance contributions, this problem 
will not be discussed here. It remains only to point out 
that some of the schemes are supplementary ones, so 
that some people pay contributions to more than one 
fund. 

The contributions of employers and employees con
stitute the main source of revenue of the social insur
ance funds. But these are not the only source, and an 
account of the revenues of a few of the largest funds 
will show this, affording a good example of the complex
ities of Greek public finance. 

Take OGA first. Apart from contributions paid by 
the insured (and interest on investments) it has six 
sources of revenue: 

i) a surcharge on income tax; 
ii) a surcharge on stamp duty; 

iii) a specific tax on tobacco, additional to the 
consumption tax thereon; 

iv) additional taxes on coffee, cocoa, caviar, whisky, 
etc.; 

v) a tax of 5 drs. per kilo on malt, (regarded as a 
tax on beer); 

vi) 2/3 of the yield of the 3% tax on the sale of 
agricultural products at wholesale. 

The choice of this particular list was essentially a poli-
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tical one, reflecting the government's view of what was 
a politically acceptable way of distributing the cost of 
social insurance for agriculture between rich and poor, 
urban and rural, drinkers and smokers, etc. 

Another important social insurance fund is TEBE, 
which covers shopkeepers and self-employed craftsmen. 
Apart from the contributions of the insured, this fund 
also derives (trivial) revenue from a stamp duty 
on bills of exchange not paid on the due date and 
from a 10% surcharge on fines imposed by the courts 
on members of the fund for infringements of regulations 
relating to cleanliness, prices, labour, etc. 

An equally odd, but more important, source of 
revenue is a tax on the sale of supplies (including renting 
buildings) to the government, the proceeds going to the 
insurance fund for the employees of the department 
concerned. TPDY and MTPY (for civil servants) and 
MTS (for the armed forces) provide examples of this. 
Thus MTPY derives revenue from a deduction of 3% 
from the amount paid to suppliers, contractors and 
landlords by the departments of government that are 
covered by this fund. Presumably this must be regarded 
as partly a tax; it would only be a pure transfer payment 
within the government sector if the supply of all these 
items to the government were in infinitely elastic sup
ply so that the existence of the 3% had no effect upon 
the actual receipts of the seller. 

Some of these funds for employees of the state also 
include, among their revenues, the sale of surplus mat
erials. As these would presumably be sold anyway, this 
item is a pure transfer of a particular revenue and is 
in no way a tax.The 3 drs. stamp duty on all applications 
submitted to the three armed services is a tax, however. 

The fund which provides medical care and pensions 
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for seamen, NAT, has three sources of tax revenue: a 
fraction of the payroll tax; the lion's share of a 3% tax 
on the gross turnover of passenger marine transport 
enterprises (assessed and collected together with the 
6% general turnover tax on all transport); and a share 
in the basic tariff on imports. 

The fund for pharmacists, doctors and all other 
medical personnel, TSAY, receives tax revenue in re
spect of doctors' prescriptions, pathologists' reports, 
radiographic examinations, medicines and private beds 
in hospitals. 

The fund for bakery, flour-mill and macaroni factory 
workers, TAAM, levies a tax of 0.125 drs. per kilo of 
wheat ground and 0.12 drs. per kilo of high-extraction 
flour sold by mills, with corresponding charges on 
imports. 

The last of the ten largest social insurance funds 
which are all that are investigated here, is the fund for 
lawyers, judges, court officials and officials of the Min
istry of Justice, TSN. This is the most Byzantine of 
the lot, since it gathers in no less than twenty-one 
different kinds of contribution and tax revenue. The 
contributions include lump-sums and fractions of salary-
increment payable when contributors are promoted, as 
well as regular payments. 

Taxes are levied on various kinds of legal applica
tions, submissions, registrations and contracts, and the 
fund gets surcharges on the taxes on real property 
transfers, a cut of fines imposed by the courts and a 
tax on purchases of supplies by the Ministry of Justice. 

Some notion of the magnitudes involved in social 
insurance can be gleaned from the following table, 
which has been compiled by Mr. K.J.E. Constas from 
statistics relating to the individual funds. The ten funds 
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listed account for approximately two-thirds of the 
total revenue of all social insurance funds. The table, 
however, does not relate to total revenue, since income 
from property and transfers other than assigned tax 
revenue, have both been excluded. 

SOCIAL INSURANCE TAXES AND CONTRIBUTIONS 
OF TEN LARGEST INSURANCE FUNDS 1961 

(In million drs.) 

Fund ] 

TPDY 
MTpy 
MTS 
OAAA 
IKA* 
OGA 
TEBE 
TAAM 
NAT 
TSAY 
TSN 

Total 

Self-Em-
ployed and 

Employees 
Contri
butions 

103.1 
73.2 
56.0 

953.5 

263.0 
294.0 

6.3 
96.9 
29.7 
30.7 

1,906.4 

Employ
ers' 

Contri
butions 

— 
— 

1,931.0 

— 

1.0 
109.1 

10.7 
— 

2,051.8 

Transferred 
Tax 

Revenue 

.4 
64.7 
24.3 
89.5 

1,099.0 
0.1 

— 
12.4 

— 
95.7 

1,386.1 

Taxes 
Adminis
tered by 
the Fund 

— 
4.9 

— 

— 

89.6 
— 
50.1 
24.5 

169.1 

Total 

103.5 
137.9 

85.2 
2,974.5 

1,362.0 
294.1 
96.9 

218.4 
90.5 

150.9 

5,513.4 

S o u r c e : the various funds. 
* Estimate for 1962. 

Local Authorities. 

All of Greece, except for Mount Athos, is divided 
into municipalities (demes) and communities. These 
are administered by elected local authorities and 
differ in scale rather than in kind. There are 225 muni-
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cipalities, which have this status either by possessing 
a population in excess of 10,000 or for historical reasons, 
owing to their former importance. The rest of the 
country is divided into 5,778 communities, some of 
them with a population of only a few hundred. 

The main functions of municipalities and com
munities are water supply, sewerage, local roads and 
bridges, street cleaning and lighting, refuse disposal, 
parks, cemeteries, slaughter-houses and markets. Some 
of them construct and operate minor irrigation or 
drainage works and also resort facilities. Many own 
property such as pasture land or forest. Education is 
not one of their functions, since it is handled in Greece, 
in constrast to some other countries, almost entirely 
by the central government. 

The best general source of statistical information on 
local government finance is the annual survey of their 
revenues published by the Ministry of the Interior. The 
revenues as given there do not fit in very well with 
national accounting concepts, but if we eliminate 
«Amount Carried Forward», «Temporary Revenue in 
Favour of Third Parties» and «Loans and Advances», 
we can get a sufficient indication of orders of magnitude 
by classifying the figures as in the table above. 

The various central government transfers consist to 
a large extent of assigned revenues. The largest items 
are surcharges on the property transfer tax, inheritance 
and gift tax, certain import duties and that part of 
the 3% tax on unearned income which applies to real 
property. Thus the total of central government trans
fers, though not its distribution between municipalities 
and communes, depends primarily upon what is hap
pening to property transfers, property income, imports 
and so on, rather than upon annual reconsideration of 
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LOCAL GOVERNMENT REVENUE, 1961 

(In thousand drs.) 

Municipali- Communi
ties ties 

Total 

Revenue from Property, 
Including Pasture Royal
ties 87,102 

L o c a l T a x e s 

Tax on Agricultural Sales . . 21,340 
Cleanliness Duty 80,198 
Street Illumination Duty . . . 21,391 
Hotel and Restaurant Tax . . 9,231 
Advertisements Tax 1,101 
Duty on Bus Tickets 6,914 
Contribution to Town Plan 

Expansion 
Betterment Levies 
Value of Personal Work 
Tax on Vacant Sites 
Duty on Building License 

Issue 
Beer Tax 
Share of Greater Athens Wa

ter Supply Duty 
Delayed Payments (Including 

Interest) of Above Taxes . 
Diverse Fees, Penalties and 

Income from Public Enter
prises and Water Supply . 

Gifts and Contributions . . . . 
Central Government Trans

fers 
Miscellaneous 

T o t a l 936,527 

(Sub-Total of Local Taxes) . . (292,722) 

63,943 151,045 

134,871 

7,437 

3,596 

11,799 

156,211 

87,635 

24,987 

22,131 

6,914 

4,696 

1,173 

527 

1,345 

16,731 

8,429 

21,949 

97,697 

110,319 

154,392 

263,057 

28,935 

2,182 

4,444 

2,596 

909 

— 

— 

80,662 

48,987 

122,599 

1,284 

6,878 

5,617 

3,123 

2,254 

16,731 

8,429 

21,949 

178,359 

159,316 

154,392 

385,656 

30,219 

485,309 1,421,836 

(248,496) (541,218) 
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the financial needs of local authorities. The distribution 
of these grants takes into account the revenue lost from 
superseded taxes, population, proposed expenditures 
and «needs». 

Since local authorities' income from property, gifts, 
etc. is similarly independent of trends in the calls upon 
their resources, one might expect local taxes to provide 
the flexible element in the situation. Where, for in
stance, the opportunity for some popular new expendi
ture arises, one would expect that if the local authority 
involved can obtain no extra grant for the purpose in 
question it would finance it by extra taxation. The 
fact is, that local authorities are not free to behave 
in this way. 

Some lack of local fiscal autonomy is of course, a 
common phenomenon. If we confine ourselves to the 
revenue side of the matter, however (as throughout 
this book), what does seem unusual in Greece is the al
most complete lack of fiscal autonomy under which 
local authorities labour. The first is that local authorities 
have no discretion as to the rate at which many of their 
revenue-providing taxes may be levied. The taxes on 
hotel bills, advertisements, bus tickets and vacant 
spaces, as well as various other duties, are all at rates 
fixed by national legislation. The second cause is that 
where local authorities do have discretion, as in the 
case of the cleanliness, street illumination and water 
supply duties, the revenues are assigned to the purposes 
for which these taxes are raised. Local authorities are 
not allowed to run a surplus on any of these accounts 
in order to provide a contribution to general revenue. 

These are merely the proximate causes of the lack 
of local fiscal autonomy. Fundamentally, however, this 
lack arises from the Constitution, which prohibits Par-
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liament from legislating any change in the power« of 
local authorities to raise revenue. (Any change in the 
Constitution requires a two-thirds majority in Parlia
ment and an absolute majority in the next Parliament). 

The consequence of all this is that Greek local autho
rities have had to resort to a good deal of borrowing 
merely to continue their existing services and that they 
are rarely free to initiate new expenditure, however 
great its utility. The exceptions are the communities 
and municipalities with a large income from property 
or with generous donors. An example is afforded by some 
of the communities in the Zagoria, in the otherwise 
poor Epirus, where the possession of extensive forests 
and the return of Greek Americans to take up residence 
has enabled some of the villages to install a piped water 
supply to all houses, invest in a guest-house, build a 
village hall and so on. Apart from such exceptions, 
however, the financial constraint suffered by Greek local 
authorities is sufficiently stringent to confine most 
initiative to the central government. It has been argued 
that resources are misallocated in consequence. 

Other Public Funds. 

As already explained, these funds are extremely diverse 
in nature, and only a fraction of them levy taxes them
selves, while quite a number have assigned revenues 
from central government taxes. Since general descrip
tion can go no further than this, the best thing to do is 
to pick out a few examples of funds which derive some 
of their revenue from taxes of one sort or other. Here 
are seven examples. 

The Central Fund for Agriculture and Forestry, 
which performs a variety of functions such as research 
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and product-grading, gets most of its revenue from a 
government grant and from fees for services rendered. 
In addition, however, it derives some revenue from 
taxes. One such item of revenue is 4% of bets at the 
Phaleron race course; another is 0.01 drs. per kilogram 
of price-support purchases of wheat by the state, 
deducted from the price paid to the farmers; a third 
is a 15% surcharge on the luxury tax on home-produced 
artificial silk. 

The Piraeus Harbour Board earns most of its revenue 
from port charges, but also gets a small slice of the pay
roll tax and of import duites and some money from the 
state oil refinery. 

The two universities and the Polytechnic derive 
about a quarter of their combined incomes from a 
0.5% duty on imports and (for the Polytechnic) various 
percentages on engineers' fees. These latter are col
lected by the engineers' professional organization, 
which simultaneously collects revenue for its own 
purposes. 

The National Opera and National Theatre obtain 
no less than half of their incomes from shares in the 
entertainment tax on tickets and in bets at the Phaleron 
race course. 

The State Scholarship Foundation, which assists 
university graduates, is mainly financed by government 
grant, but some 10% of its revenue is provided by a 
1.5% share in the gross revenue of the journalists' 
lottery and a 10% share in the gross revenue of the 
School Books Board. 

The Athens Street Paving Fund (which still has an 
enormous amount of work to do!) obtains the greater 
part of its revenue from a tax on bus fares. It also gets 
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some money from taxes on imported tires, tubes and 
petrol. 

Various harbour funds (other than Piraeus) have 
shares of the payroll tax and of customs duties which 
together provide about half of their current revenue. 
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C H A P T E R 2. 

INCOME TAX 

Income taxation is perhaps the most modern kind 
of taxation in Greece because the law was fundamentally 
revised and recast in the 1950's. This is not to say that 
the law is simple, for no income tax law is ever that. 
It does mean, however, that the problems involved 
have been intensively thought through and that the 
administrative procedures are the result of deliberate 
planning. 

In the following account, attention will be con
centrated on the taxation of persons and of corpora
tions, i.e. of sociétés anonymes. It is to be noted that 
the profits both of limited partnerships (where sleeping 
partners have limited liability) and of limited liability 
companies (which resemble large partnerships but have 
a legal personality) are treated as the profits of their 
members just like the profits of ordinary partnerships. 
Thus the industrial and commercial profits to be declared 
by an individual in his tax return include his full share 
of the profits in all firms in which he has an equity 
interest, except for the single category of corporations. 

The profits from shipping and from newspaper 
publishing are subject to special taxes, as are the profits 
of foreign tobacco trading corporations. 
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The Sources of Income. 

Income is assessed under seven heads which are 
best described seriatim. The first is income from build
ings. This is the actual rent received or, in the case of 
owner-occupied buildings, the imputed rent, save that 
those with a rental value of less than 3,600 drs. per an
num are exempt. Rents are imputed by taking 6% of 
the capital value, which is estimated quadrennially 
by the tax inspector who has data on all real property 
transactions in his district by virtue of the tax on trans
fers of real property. 6% has been deliberately chosen 
to be on the low side, gross rates of return on rented 
property commonly being 10% or more, in order to 
assist and encourage owner occupation of houses. 

From the actual or imputed rent, mortgage interest 
and a flat-rate allowance for insurance, depreciation 
and maintenance of 25% are then deducted to obtain 
taxable income. Special exemptions are given in respect 
of buildings in areas which have suffered earthquake 
damage. 

At this point it is worth recording that there is an 
extra tax on actual and imputed rents in Greater Athens 
only. This is levied at a flat 3% and is assessed and 
collected along with income tax. It is assigned to ex
penditure on Athens water supply and drainage. 

Apart from this, there is a 3 % Stamp Duty on 
receipts for rent, which has been converted into a 3% 
tax on rents on which income tax is paid in order to 
facilitate collection. 

The second head, income from the letting of land, 
is trivial because nearly all Greek farmers are peasant 
proprietors. 

The third head is income from securities. This in-
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eludes not only interest and dividends but also all the 
emoluments of directors other than their salaries (though 
there is no separate space on the income declaration 
form for receipts in kind, such as the use of a company 
car). It is to be noted that interest on bank deposits 
and on certain government and public enterprise loans 
is exempt from tax. 

Industrial and commercial profits constitute the 
fourth head of income. These are accounting profits 
corrected for any excess of depreciation in the books 
over what is allowed for tax purposes (which is straight-
line at specified rates for broad groups of assets) and 
for any non-allowable expenses. Sales of goodwill and 
patent rights, spread over three years, also come under 
this head. There is a two-year loss carry-forward. Four 
classes of books are kept, the fourth by corporations 
and the first by small traders. The former are in complete 
detail, while the latter are little more than a record of 
purchases supported by invoices. Thus for these small 
traders, the tax inspector has to estimate profits on the 
basis of their purchases, the customary mark-up and 
the expense ratio. In the case of grocers and butchers, 
for example, income is apparently put at 2% and 3% 
respectively of estimated gross receipts; these percent
ages are said to be too low. Presumptive assessments of 
income are also made in respect of larger firms when 
tax inspectors doubt the accuracy of the books they 
are shown. 

The fifth head is income from agriculture. The a-
mount of tax involved is trivial, even though half of 
the working population is engaged in agriculture, be
cause no tax is levied where the gross receipts of the 
peasant are less than 125,000 drs. per annum. Only a 
couple of hundred farmers pay income tax, though 
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some tax is paid in respect of agricultural income by 
people for whom it is a subsidiary source of income; 
they are liable only on the excess of gross receipts over 
50,000 drs. Thus the average peasant has never seen 
an income tax form. 

Income from employment, i.e. wages, salaries and 
pensions net of compulsory insurance contributions, 
makes up the sixth head. War pensions are exempt. 
Income in kind received from a firm is supposed to be 
included in the declaration of income by the taxpayer, 
for example the provision of a house. The problem of 
business expenses is thus present as it is in the UK and 
elsewhere. 

Finally there are professional earnings, including 
royalties, fees and the like. As in other countries, the 
problems of getting accurate returns for this kind of 
income and of distinguishing allowable expenses are 
formidable. 

Capital gains made by individuals apart from the 
exercise of their trade or profession are not included in 
income, except for the sale of goodwill or patents. There 
are, however, other taxes which, though not direct sub
stitutes for a tax on capital gains, are relevant, notably 
the tax on transfers of real property. 

Personal Income Tax. 

Only about a twelfth of the working population 
file income tax returns since, as we have seen, practically 
no peasants do so and since in the other half of the 
working population some are taxed entirely at source 
by their employers while most of the rest have taxable 
incomes below the exemption limit of 5,000 drs. per 
year. A man with a wife, two children and an aged 
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mother has to earn a wage or salary of more than 
40,000 drs. a year in order to be liable to tax, while 
unskilled labourers, even in Athens, get only something 
between 20,000 and 25,000 drs. a year. 

The unit for income tax purposes is the family, in
come being aggregated, except for (i) the wife's earned 
income if it is less than 40,000 drs., (ii) the wife's income 
from buildings if it is less than 25,000 drs. and (iii) any 
income of children under 18 from inherited buildings 
or from their own work if the amount exceeds 4,000 drs. 

The tax scale is applied to the total of income under 
all seven heads, less the following deductions: 

a) 30% of income from employment and 25% of 
professional earnings with maximum deductions of 
18,000 drs. and 12,500 drs. respectively. 

b) Expenses: life insurance premia, compulsory 
insurance contributions, gifts to government charities, 
alimony, unmarried daughters' allowances, medical 
expenses, interest on loans, and the OGA surtax on 
income (see below) of the previous year. 

c) Personal allowances: 12,000 drs. for the tax
payer and his wife if her income is aggregated; other
wise 4,000 drs. for each dependent. 

The tax scale is expressed as a scale plus a surcharge, 
the revenue from the latter being assigned to OGA 
(farmers' social insurance). Since this surcharge is 
itself subsequently deductible,tax rates are not effective
ly as high as might at first sight be thought. The margin
al rate starts at 3% and does not get much beyond 
60% for the very rich. But in addition to the graduated 
tax there is a flat 3 % on unearned income imposed for 
reasons of equity. 
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Corporations. 

One law applies to Greek corporations, foreign cor
porations and co-operatives, some 90% of the revenue 
raised coming from the Greek corporations. Their in
come is assessed in the same way as that of persons, 
and a tax is levied on their undistributed profits at the 
rate of 35% plus a 15% surcharge on this in favour of 
OGA. As with persons, however, this surcharge is it
self a deductible expense, so that where profits are con
stant from year to year the effective rate is not 40.25% 
but 38.25%. 

Capital Allowances. 

Normal and supplementary depreciation rates are 
laid down by law for different kinds of asset; depreci
ation is also allowed on initial installation expenses, 
including interest during construction of new plants. 
This is simple in that the number of kinds of asset is 
small, but complicated by the way in which the per
centage allowed (for assets acquired after 1947) is 
expressed as the sum of a normal and a supplementary 
rate. For investments undertaken in the period 1958-
1962 by firms above a certain minimum size in certain 
specified industries (covering, in fact, the bulk of in
dustry) there is also a 50% increase. Thus machinery 
purchased by one of these industries between 1958 and 
1962 gets a total allowance of 21%: 8% normal plus 
6% supplementary increased by 50%. 

Apart from the 50% increase, in the case of assets 
acquired before the end of 1964 by industrial, hotel 
and mining enterprises above a certain minimum size, 
the normal and supplementary rates are doubled in 
the provinces and increased by 50% in Attica other 
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than Greater Athens. Provincial enterprises can thus 
now write off new plant and machinery at 28%. If the 
enterprise is foreign-owned it obtains this concession 
only if the resulting gain is not swallowed up by the tax 
authorities in its country of origin. 

This descibes the broad outline of depreciation and 
accelerated depreciation. It seems fairly generous, at 
least in the provinces, where the 28% for machinery 
is matched by 15% on factory buildings and 30% on 
motor trucks and furniture. In addition, however, 
there are what are called Investment Allowances in 
the U.K. 

The most important kind of investment allowance 
was instituted by law 4002 of 1959 and applies to all 
«productive» investment made by large firms in industry 
and handicrafts up to the end of 1964 except that, in 
Attica, only the modernization and extension of exist
ing enterprises qualify. Investment expenditure may 
be deducted from undistributed profits which, in the 
case of partnerships, limited liability companies, etc., 
means net profits less the proprietors' withdrawals. 
The amount deducted may not exceed 50% of the un
distributed profits in Attica, 60% in the provinces and 
90% in the islands. Any excess of investment over the 
maximum deductible can be carried forward for de
duction in later years. Thus there is a 100% investment 
allowance which may have to be spread over several 
years when the amount of investment exceeds the rele
vant percentage of that fraction of total profits which 
is retained in the business. An earlier law had instituted 
something similar for provincial enterprises only, and 
the law of 1959 introduced similar arrangements for 
mining. 

It is clear that the purpose of all this is to encourage 
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investment in mining, handicrafts and industry and 
to encourage it most in the islands and least in Greater 
Athens. A whole range of tax incentives is in fact de
voted to these ends (see the Appendix), but so far as 
income tax is concerned there are only two more to be 
mentioned. The first, which is confined to industrial 
enterprises in the provinces, allows part of a firms' 
profits to be put into special tax-free reserves against 
future losses. The second relates only to large invest
ment projects which require specific government ap
proval in order to qualify for a whole range of tax con
cessions; these projects get frozen income tax rates 
until all their long-term debts have been paid off, and 
are free from tax on the value of owner-occupied build
ings. 

The effectiveness of investment allowances depends, 
among other things, upon the time which elapses be
tween the expenditure to which they relate and the 
consequent relief of tax. For practically all Greek 
corporations, the accounting year is the calendar year. 
Tax due in respect of the undistributed profits of, say, 
1962 is paid partly in advance during that year and 
partly during the following year. 

The fraction paid in advance, however, obviously 
cannot reflect the results of 1962 and is in fact fixed as 
50% of the tax on the profits of 1961. Thus it is the 
remaining fraction, that paid in 1963 (equal to total 
tax due less the amount already paid in advance), which 
reflects the result of 1962. So does the advance payment 
made in respect of the profits of 1963. This remaining 
fraction is paid in six monthly instalments beginning 
in May, while the advance payment is paid in eight 
monthly instalments beginning in May. 

In order to construct an example, let us consider a 
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corporation whose annual taxable undistributed pro
fits have been running at a steady level of 100,000 drs. 
until 1962, when an investment of 40,000 drs. reduces 
it to 60,000 drs.: 

Tear 

1961 
1962 
1963 
1964 
1965 

Taxable 
Undistributed 

Profits 

100,000 
60,000 

100,000 
100,000 
100,000 

Total 
Tax 

Payable 

38,242 
38,242 
16,294 
44,890 
38,242 

Monthly 
Payment 
May-Oct. 

5,681 
5,681 
2,300 
6,789 
5,681 

Monthly 
Payment 
Nov.-Dec. 

2,078 
2,078 
1,247 
2,078 
2,078 

It is clear from this table that investment expendi
ture made in 1962 will reduce tax payments below what 
they otherwise would have been during the last eight 
months of 1963 and make them larger than they other
wise would have been (though to a much lesser extent) 
in 1964. Thus the investment allowance provides a net 
tax reduction, i.e. a subsidy, of 15,300 drs. with a time-
lag of one to two years and an interest-free loan for a 
year, one year later, of 6,648 drs. (assuming that pro
fits are adequate). 

It is important to note that most of these investment 
incentives do not apply to firms keeping books of the 
first or second class. They do apply, in other words, 
only to a minority of firms, the larger ones. 

Checking Evasion. 

To an English writer, the most obvious way of 
checking evasion is to institute taxation at source as 
widely as possible. In the Greek income tax this has 
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been done in three spheres. The least significant, but 
most unusual, is that business users of the services of 
doctors, lawyers and other professional people are 
required to deduct tax from the gross fees paid at a 
flat rate of 8%. Then there is deduction at source in 
respect of interest and dividends (and other directorial 
emoluments) at income tax rates without any deduction 
in the case of registered shares, and otherwise at 25%. 
Finally, employers deduct tax from wages and salaries 
as if they constituted the whole income of the recipient 
at a rate which allows for the 30% deduction from 
earnings from employment and for personal allowances 
but not for any other deductions. The taxpayer then 
adjusts his tax and pays extra or receives a refund once 
a year, the size of the adjustments being kept down by 
the fact that an advance payment of tax is made each 
year equal to half the tax due in the previous year. 
(This complication concerning timing was described 
in the last section). The net effect in practice however, 
is that the employee with no other income has no ad
justment to make. He will only have any tax deducted 
at source when his wage net of the 30% deduction and 
the personal allowances exceeds 5,000 drs. Even when 
he does have tax deducted at source he does not have 
to file a return if his wage, salary or pension constitutes 
the whole of his salary (so that no adjustment is neces
sary) and is less than 60,000 drs. 

Although the taxation at source of certain profes
sional earnings provides some check on the income 
declarations of professional people, it is widely believed 
that gross under-declaration by such people is common 
in Greece. Largely for this reason, but also to deal with 
other categories of income recipient, the government 
recently introduced a novel and ingenious scheme for 
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calculating a taxpayer's presumptive income on the 
basis of easily verifiable facts from ownership regis
tration, social security, etc. concerning his expenditure. 
This income is calculated as the sum of the following 
items: 

a) 3.5 times the annual value of the taxpayer's 
principal residence if less than 60,000 drs. or 4.0 
times its annual value if it is in the range 60-
84,000 drs. or 5.0 times its annual value if over 
84,000 drs.; 

b) The coefficient used under (a) plus 0.5 times the 
annual value of any other residences; 

c) 20,000 drs. for each private car of up to 15 tax
able horsepower and 30,000 drs. for each larger 
car; 

d) 30,000 drs. for each chauffeur employed; 
e) 10,000 drs. for the first domestic servant and 

20,000 drs. for each subsequent one; 
f) 30,000 drs. for each tutor; 
g) 20,000 drs. for each cutter or motor-boat over 

5 metres owned or rented; 
h) 150,000 drs. and 300,000 drs. for each yacht 

below or above forty tons respectively. 
less i) 20% for people not living in Greater Athens. 

Where this presumptive income exceeds declared 
income, it is mandatory to levy tax upon it even if the 
taxpayer can prove that the lower figure is correct. 

If this scheme serves its intended purpose of slightly 
under-estimating the income of those who fail to declare 
a significant part of their incomes, it is clear that it will 
not only serve to foil their attempted evasion, but that 
it also constitutes a special tax on the housing, cars, 
boats and domestic servants of tax evaders. Even if the 
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tax turns out to be a complete success, that is to say, 
it may have some rather odd allocation effects. 

So far, the system has been in force for only one 
year and no statistical analysis of its results is available. 
It is the impression of at least one tax inspector, how
ever, that although relatively few people declare an 
income lower than their presumptive income, the sys
tem has had a most salutory effect in increasing the 
amount of income declared by some taxpayers. Indeed 
the very reason for introducing it was the observation 
that many taxpayers were declaring incomes which were 
clearly inadequate to support them in the style of life 
to which they were obviously accustomed. 

The devices so far mentioned for keeping a rein on 
evasion are not the only ones. There is an extraordinary 
amount of cross-checking of various kinds, involving 
the exchange of information between different tax of
fices. A complete catalogue is impossible, though it is 
worth noting that the income tax, turnover tax, stamp 
tax (on receipts of rent) and payroll tax are all dealt 
with together by the tax inspector. This makes cooking 
the books a more demanding task than it would be 
if these taxes were separately administered. 

Two specific examples of checking may be cited. 
The first is that doctors (and other professional people) 
are supposed to issue receipts for all payments they 
receive. These receipts have to be numbered and to have 
been inspected and stamped by the tax authorities. 
The counterfoils or carbons thus offer evidence of the 
doctor's gross income. When the doctor is paid by a 
social security agency or by a firm which deducts 8% 
at source, there is presumably no trouble. The receipt 
system, however, helps in the case of private patients, 
since medical expenses are deductible for income tax 
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and the receipts serve as evidence of these expenses. 
There is, however, at least one case known of an eminent 
medical man writing a receipt for a foreigner on an 
ordinary sheet of notepaper. 

The second example is that there are three or four 
places in Greece where all lorries are stopped in order 
to check whether they are carrying a copy of the in
voice or consignment note as the law requires, and 
that the goods in the lorry correspond, superficially at 
least, with their description in these documents. There 
is, however, no cross-check through tax inspectors to 
see that the invoice corresponds to an entry in the 
books of the shipper or receiver of the goods. 

47 



C H A P T E R 3. 

INHERITANCE, LEGACY, GIFT 
AND DOWRY TAXES 

Greek law does not leave the Greek free to bequeath 
his property at death exactly as he wishes, but requires 
a certain part of it to go to heirs. Specified within this 
framework there is a coordinated set of taxes on pro
perty passing at death or passing inter vivos by way 
of gift or dowry. In principle, if not in practice, this 
means that two aims are fulfilled: first, to encourage 
transfer to near relations rather than to remote rela
tions or people outside the family; second, to tax all 
such transfers of property whenever and however they 
take place. 

Let us start with the inheritance, gift, and legacy 
duties, which are all levied at the same rates. The first 
and last of these, it should be noted, are proportioned 
to the size of the inheritance or legacy and not, as in 
the UK, to the total size of the estate. They all apply 
both to all assets in Greece and to personalty («move
able assets») abroad belonging to Greeks (so that double-
taxation problems arise). Life insurance benefits are 
liable. There are surcharges whose revenue is assigned 
to local authorities and to public works. 

The tax payable by any heir, donee or legatee is 
calculated by adding previous gifts or dowries, deter
mining the tax due on the total and then deducting 
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the tax paid already in respect of those gifts or dowries. 
Thus the progressive nature of the tax is prevented 
from encouraging a series of small transfers purely in 
order to reduce tax liability. 

Within this framework, designed to maintain the 
progressive nature of the tax, the rate paid depends 
upon the degree of consanguinity. Thus for a husband, 
wife or child, taxation starts at 4.4% on amounts in 
excess of 30,000 drs., rising to a marginal rate of 27.5% 
on amounts over two million drs. For people more re
motely consanguineous than the fourth degree, or unre
lated by blood, on the other hand, the tax starts at 
19.8% on amounts in excess of 10,000 drs. and rises to 
a marginal rate of 82.5% on amounts over two million 
drs. These rates, characteristically, are the sum of the 
rates imposed by the relevant laws and a 3% surcharge 
(on the tax) in favour of local government and 7% in 
favour of the fund for provincial road construction. 

All property is liable to tax, there being no exemp
tion for personal possessions, and a market-value basis 
is supposed to be taken. Debts are, of course, deductible. 
There are special provisions which reduce the impact 
of the inheritance tax upon property which becomes 
subject to tax twice within five years and upon farms 
which pass to the spouse of the decedent. 

The tax on dowries is levied at half the rate of the 
tax, on amounts in excess of 30,000 drs., the aim of this 
50% reduction allegedly being to encourage marriage. 
To ascertain whether or not it does so would be a 
fascinating exercise in economics and sociology. 

Finally it should be recorded that there is a 22% 
tax on lottery winnings in excess of 2,000 drs. — ex
cept for winnings from the National Lottery and two 
others, which are tax-free. (The National and Popular 
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Lotteries provided about 100 million drs. profits in 
1961, of which the state retained some 40 million, the 
rest going to various funds.) 

The two main problems of these taxes are, as usual, 
that of preventing evasion and that of valuing assets. 
So far as evasion is concerned, the problem turns upon 
whether or not property can be transferred without 
the transfer coming to the notice of the authorities. 
Since most transfers have to be notarized and/or 
stamped, the biggest difficulty arises with the transfer 
of cash inter vivos. In some cases, however, it may be 
cheaper to sell a house and give the sales proceeds 
(thus paying the taxes on property transfer but evad
ing gift tax) than to give the house directly (and pay 
gift tax). How much this kind of trick is done it is, 
naturally, impossible to say. It is worth recording, how
ever, that the recipients of dowries are said to have an 
incentive to have the dowry agreements notarized as 
they might be unable to retain property whose transfer 
had not been notarized should relations with the 
fathers-in-law deteriorate! 

The valuation of assets is performed by ordinary 
tax inspectors, specialist valuers and appraisers being 
practically unknown in Greece. The tax authorities, 
by virtue of various taxes on the transfer of assets, are 
better informed than taxpayers about recent transac
tions and are thus able to produce much more evidence 
about asset values than they are, so that on appeal the 
tax inspector usually wins. 
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C H A P T E R 4. 

REAL PROPERTY TRANSFER TAX 

Basic Principles. 

This tax is levied on the sale or exchange for valu
able consideration of real property. The rate is 11% of 
the estimated market value of the property. Where 
central or local government, an official fund or a com
pany is one of the parties to a transfer, when a build
ing is bought by a returning migrant with imported 
capital or when jointly owned property is separated, 
the rate is less and there is a once-in-a-lifetime exemp
tion for the purchase of a house by a civil servant. 
The 11% is the sum of a general tax of 9% and a 2% 
contribution in favour of the fire service (which applies 
in practically all urban areas). Because of the exemp
tions and reduced rates, the ratio of total tax assessed 
on returns made in 1961 to the value returned was only 
8.5%. (10% of the yield of the 9% tax is assigned to the 
Lawyer's Pension Fund, and another 2.5% is assigned 
to the Road Fund.) 

Property transfers have to be notarized, which costs 
2% of the value of the contract in notary's fees, and 
the notary is required by law to see that the tax has 
been paid before he proceeds to draw up the contract. 
He has no responsibility, however, as regards the 
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correct ness of the value, which normally agrees with 
the value previously declared for tax purposes. 

There are similar taxes on the transfer of ships and 
buses. 

Administration. 

Buyer and seller jointly declare the market value 
of the property and initially pay tax upon this declared 
value. The seller is legally liable, but in practice the 
responsibility for payment is accepted by the purchaser. 
After a time-lag, the local tax inspector will check 
the valuation. In Athens and Salonika this is done by 
a specialist office of the inspectorate, but neither there 
nor elsewhere are the inspectors trained valuers. 

If the value as finally determined is not more than 
some 20% over the value originally declared, no penal
ty is imposed when the extra tax is demanded, but when 
the shortfall turns out to be larger, a penalty charge is 
levied. This amounts to an invitation to the taxpayer 
to «borrow» up to 20% of the tax interest-free, so it is 
not surprising to find that in 1962, in the 28% of the 
cases which were settled without argument, the aver
age excess of finally assessed value over initially declared 
value was 5.5% (20% the year before). In another 
57% of the cases there was a compromise at 49% above 
declared value, while for the 15% of the cases which 
went to Settlement Committees the figure was 63%! 

The tax was introduced in 1950 to replace an 
unsuccessful property tax. Originally the base was the 
amount actually paid for the property, but it proved 
difficult to ascertain this, so market value — i.e., what 
the tax inspector thought the buyer ought to have paid 
— seemed preferable to the parties' gross understate
ment of what actually was paid. The amount recorded 
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in the contract is thus no longer supposed to be the base 
of the tax, but the inspector takes it into account, re
ceiving a copy from the notary, so that it is not sur
prising to learn that initial declarations and contracts 
usually understate the true amount. 

Until 1962 the tax applied to the value of the 
property at the time of transfer. This encouraged the 
transfer of partly-finished new flats or even of flats as 
yet unbuilt, the buyer paying separately and later for 
construction to be completed. Thus property developers 
were able to obtain finance and part of the tax was 
avoided, effects which were ended by requiring tax to 
be assessed on the total finished value of the property. 
Consequently the average declared value of apartments 
in Greater Athens rose by over 30,000 drs. in the last 
quarter of 1962. At present, tax on the full value is paid 
in all cases except that there is a refund of part of the 
tax if construction turns out not to have been completed 
two years after the contract was made. 
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C H A P T E R 5. 

S T A M P D U T I E S 

As noted elsewhere, a 1% tax on wages, salaries and 
pensions and the 3%tax on rents are both Stamp Duties 
from a purely legal point of view. Stamp Duties proper, 
however, form the subject of this section; these are 
taxes paid in respect of documents of various kinds by 
means of adhesive stamps, embossed stamps and 
vouchers issued by a cashier. Various other funds issue 
their own stamps; the collection of Stamp Duties by 
the state is done through Public Collection Offices, 
though smaller stamps and stamped paper are also sold 
to the public by various private individuals in a manner 
governed by extremely complicated and restrictive 
rules. 

Some of the duties are specific (e.g. 10 drs. on all 
decisions of the Church authorities concerning individu
als) while others are ad valorem (e.g. 3% on a wide 
variety of contracts and 1% on many banking docu
ments). They cover such an enormous range of 
vouchers, certificates, manifests, registrations, receipts, 
licences, bills, agreements, claims and so on and so forth 
that no general description can be attempted. Instead, 
one simple example and one complicated example will 
give the reader some idea of what Greek Stamp Duties 
are like. 

As the first example we may take a Certificate re-
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lating to military service (which males over 21 require 
in order to get voting papers, passports, etc.). This 
carries 3 drs. Stamp Duty plus 3 drs. in stamps for arm
ed forces' insurance. The Certificate has only three 
months' validity, so another one must be obtained if 
needed later. 

As the second example of the imposition of stamp 
duties, we may take that of the duties levied in respect 
of a civil action before a Court of First Instance regard
ing a claim for 100,000 drs. At the first stage, when the 
plaintiff submits his statement of case to the Court, it 
must be stamped as follows: 

a) 3 drs. for the building of a proposed palace of 
justice, 10 drs. for the Athenian Lawyers' Wel
fare Fund, 10 drs. for Lawyers' Supplementary 
Insurance, 10 drs. for the Lawyers' Pension Fund. 
These stamps are bought from a cashier nearby; 
the last kind bears a handsome picture of the 
founder of the fund. 

b) One 10 drs. Stamp Duty stamp on each page, a 
2 drs. stamp on the first page. These stamps are 
bought from another cashier. 

The copy sent to the defendant must have a 5 drs. 
stamp on each page plus a single «stamp for copies» of 
4 drs. 

At the hearing of the case 8.8% of the amount claimed 
plus 55 drs. must be paid in Stamp Duty (by obtain
ing vouchers of payment from yet another cashier, this 
time inside the building). In addition, 33 drs., as above 
under (a), must be paid in respect of each clause of the 
claim. Then 10 drs. must be paid on the first page and 4 
drs. on each succeeding page in the form of ordinary 
Stamp Duty stamps plus a special 3 drs. stamp for the 
building of the palace of justice. 
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If an interlocutory decision is issued, each page must 
have a 5 drs. ordinary stamp and a 4 drs. «stamp for 
copies». This latter, however, appears to have nothing 
to do with copies, which require an ordinary 5 drs. 
sheet on each page. 

If witnesses are to be examined a document ad
dressed to the Court must carry 10 drs. stamps on each 
page plus 33 drs. as above under (a). If there are, say, 
five witnesses, stamps of various kinds will then cost 
approximately 150 drs. in addition. This excludes 5 
drs. Stamp Duty and 4 drs. «stamp for copies», which 
have to be paid on each sheet of witnesses' depositions. 

And so it goes on. There are yet more occasions upon 
which tax must be paid before the Court issues its de
cision, and even that has to be stamped! By the end, 
the total amount paid in stamps of all kinds and Stamp 
Duty vouchers reaches some 1,100 drs. and, in a typical 
case, over 40 stamps have been licked. 
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C H A P T E R 6. 

TAXES ON AGRICULTURE 

Greece is rather unusual among underdeveloped 
countries in successfully taxing a largely peasant agri
culture, though not on income and not at high rates. 
It seems likely that the readiness of the rural commu
nity to accept the two taxes described below depends 
partly upon the fact that their proceeds were assigned 
to OGA, the social insurance agency for agriculture, 
to communities and to the rural police. When OGA was 
instituted, a number of other new and increased taxes 
were imposed to finance it, which are paid largely by 
the urban population; the net effect was thus a redistri
bution of income towards the rural population. 

The Agricultural Sales Tax. 

This tax is paid on wholesale purchases of agricultur
al products, being deducted from the price paid by the 
buyer and handed over by him, within 40 days of the 
issue of the invoice, to the local Public Collecting Of
fice. The general rate is 3%, but tobacco is taxed at 
2.8%, slaughter animals and wool at 2% and milk, 
eggs and poultry at 1%. There is no exemption or rebate 
in respect of exports. 

The revenue is assigned as follows: 6/9 to OGA, 
2/9 to municipalities and communities, 1/9 to the rural 
police. In principle the amount transferred to each local 
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government unit is 2/9 of the amount levied on the 
sales of its citizens, but since this would involve a 
great deal of record-keeping, the amount is temporarily 
determined by giving each municipality and community 
the same percentage of total yield as it had in earlier 
years (before the institution of OGA) when the tax was 
purely a local government affair. 

The tax is paid by all buyers who issue invoices. 
Thus direct sales to the consumer and exchanges in 
kind within the villages both escape the tax as, of 
course, does all subsistence production. It follows too, 
that the problem of enforcement is mainly a matter of 
inspection of buyers and of the movement of produce 
by road to make sure that invoices for the proper quanti
ties are in fact issued. There is little problem about 
valuation, since the inspecting officials all know cur
rent market prices. 

Contributions to OGA. 

The problem of assessing the income or property of 
peasants was (until recently) most ingeniously overcome. 
Landless agricultural workers paid a fixed sum of 180 
drs. per annum, while farmers paid 100, 240, or 300 
drs. per year according to the number of «units» of 
property they had. A stremma of land rated 6 units 
(or 12 if an orchard or vineyard); an olive tree rated 0.3 
units, a goat or sheep 1, a cow 5 and so on. 

Some 80% of the peasants are in debt to the Agri
cultural Bank of Greece, which required them to list 
their assets when seeking credit. The declarations then 
made were used for assessing contributions to OGA. 
This had the twin result of saving a great deal of work 
and of obviating the need for any large machinery for 
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appeals since, as the reader will appreciate, peasants 
would be reluctant to admit that they had overstated 
their net worth when seeking credit. The Bank was 
responsible for assessing all farms and for collecting 
the money. 

The contributions took a very small fraction of in
come, as may be judged from the fact that some of the 
poorest peasants in Epirus say that they would cease 
to want to emigrate if only they could earn a regular 
60-70 drs. a day! 
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C H A P T E R 7. 

TURNOVER TAX 

The Greek turnover tax is levied on industry, handi
craft, electricity, telephones, passenger transport, in
surance and banking. 

Industry and Handicrafts. 

The tax is really a tax on the value of output at 
wholesale, since it is levied on turnover less purchases 
only of taxed materials. It is, that is to say, multi-stage 
but with deductions so that there is no cumulation. 
Turnover is defined in the same way as for income tax 
purposes, and the administration of the two taxes is 
integrated, except for turnover tax on imports, which 
is administered by the Customs. 

There are three main groups of exemptions: goods 
specially and separately taxed (eg. alcohol, gas, electri
city, soap, explosives, tobacco products), the products 
of certain large plants (newsprint, phosphate fertilizers, 
shipbuilding, etc.) and a number of agricultural pro
ducts (cheese, butter, olive oil, wine, cotton, cereals, 
flour and bread). Agricultural products, in fact, are 
taxed only at the stage of further processing, such as 
cotton spinning, fruit canning, tomato pulp production 
and olive-oil refining, with the exceptions just noted of 
butter, cheese and bread. Building and construction 
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are not subject to the tax. Small craftsmen do not pay 
it either, so that the shoemaker and the tailor have a 
tax advantage over shoe and clothing factories. Just 
how small and unmechanized a craftsman has to be in 
order to escape the tax seems to depend partly upon 
the energy of the local tax inspector, but in general the 
man who works mainly with his hands and who does 
not earn much more than a wage-earner will not pay it. 
The disincentive effects of all this are obvious. 

These facts explain why the records of the tax au
thorities list about 24,000 exempt enterprises, of which 
6/7 have turnover of less than half a million, and only 
a little over 3,000 enterprises which paid it, only half 
of them with a turnover of less than half a million. 
(These figures, which are some years out of date, come 
from the 1961 report of the committee on the codifica
tion of indirect taxes.) 

The standard rate of tax is 6% of the price before 
tax, but some motor vehicles, most machinery, canned 
fruits and vegetables, asbestos and cattle food are taxed 
at 3%, while most fish products, edible oils and pastry 
products are taxed at only 1.5%. 

Exports are exempt from turnover tax and, more
over, enjoy a rebate of tax paid at earlier stages of 
production on materials which are embodied in them. 
Imports, on the other hand, are in principle treated so 
as to equalize the treatment of imported and home-
produced goods. In general, practically all imports 
which are liable to import duty are also liable to turn
over tax, but the law introducing the turnover tax has 
a special provision enabling the Government to modify 
this rule so as to tax domestic and imported goods e-
qually. It is perhaps in line with this intention that 
imports are valued for turnover tax at cif plus import 
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duties plus a margin varying between 15% and 35% 
to reach a notional wholesale value. It would be un
necessary to add some such margin only if import 
merchants were also liable to turnover tax on their 
sales, which they are not, for then all goods sold whole
sale would be taxed on their wholesale value irrespective 
of their origin. Another consequence of the declared aim 
of parity of treatment, though not an obvious one, is 
that imports liable at the 6%, 3% and 1.5% rates pay 
an extra 1.5%, 0.75% and 0.375% respectively. The 
reason given for this was that the Greek goods are, but 
the imports are not, burdened by the 6% payroll tax 
(which applied to the whole of Greece at the time). 

Like so many Greek taxes, the turnover tax is used 
to provide a fiscal incentive to the decentralization of 
industry. The standard rate of 6% is reduced in the 
following cases: 

4.8% for firms established in the provinces before 
1952; 

4.2% for firms established in the islands before 1952 
and for those firms established in or transfer
red to the provinces since 1952; 

3.6.% for those firms established in or transferred 
to the islands since 1952. 

Where because of the operation of these reduced 
rates, product and materials are taxed at different rates, 
the principle that tax is levied on sales less purchases 
of taxable materials is modified so that the total tax 
raised on product and material together is the same as 
it would be if the tax rate applying to the product also 
applied to the material. Product and material thus 
jointly pay as much as they would do if their production 
were integrated. The curious result of this is that the 
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effect of the provincial differentials is nullified in the 
case of provincial intermediate goods sold to Attic pro
ducers; these differentials thus confer an advantage 
upon provincial industry only in respect of final pro
ducts. 

Banking, Insurance, Electricity, 
Telephones and Transport. 

Banks pay 3% on their gross income. Insurance 
companies pay 13% on fire insurance premia (of which 
the top 3% is assigned to the fire service), 2% on life 
insurance premia and 5% on practically all other kinds 
of insurance. Domestic passenger transport undertakings 
pay 6% of their passenger receipts, except that the 
figure is 5% for electric railways and that a surcharge 
on marine transport (providing an assigned revenue for 
seamen's social insurance) raises the rate to 9%. Taxi-
cabs and boats of less than 50 tons are exempt, pre
sumably because the tax could not be effectively en
forced; Olympic Airways are also exempt. Electricity 
is taxed in Greater Athens only, at 5%, industrial use 
being exempt. Finally, there is a 6% tax on telephone 
and telegraph receipts. 

Professional services are not taxed. The rule seems 
to be that no services other than those just mentioned 
are taxed unless they are provided by an industrial or 
handicraft establishment which produces tangible 
things. Hence garages, which use bought-in spare parts 
for repairs, and laundries do not pay turnover tax. 

Enforcement. 

The value of materials may be deducted in evalua
ting the liability to turnover tax of industrial and handi
craft firms only insofar as it can be proved that they 
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have borne tax. Thus the purchaser of the materials 
may have to show the tax authorities the invoices for 
his purchases, on which the tax is shown as a separate 
item. This means that the purchaser provides a check 
on the sellers' tax payments. On the other hand, sellers 
provide a check against overstatement of purchases by 
means of the information channelled through the Mech
anization Centre as described in the chapter on Admin
istration. 

In 1951 an interesting device was introduced in 
order to deal with loss of revenue. Turnover tax was 
abolished on certain products which had proved dif
ficult to tax, and in its place a special turnover tax, 
additional to the ordinary one, was imposed on the 
principal raw materials used in their production. (The 
number of exempt enterprises given above includes 
4,711 which are exempted on this ground.) Admin
istratively, this no doubt represented an improvement, 
in that the special turnover tax was limited to products 
which were, relatively, easily taxable. Yet the proce
dure is not entirely simple, since there are cases where 
the purchasers of materials subject to special turnover 
tax are not exempted from the ordinary turnover tax. 
When this happens special provisions either exempt 
the seller in respect of that part of his sales which are 
to such purchasers (hence soda is taxed only when used 
for soap making) or enable the purchaser to deduct 
the extra tax on his purchases from the tax due on his 
sales. 

Ouzo, brushes, mosaics and furniture are examples 
of products exempted from the ordinary turnover tax. 
There is a corresponding special turnover tax of 2% on 
potable alcohol, 3% on bristles for brushes, 6% on 
white cement and 6% and 2.4% on timber. Another 
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important example is metals used by firms disposing 
of less than 100 HP of motive power, so that the many 
small back-street metal workshops in Greek towns 
presumably pay more for their metal than do their 
larger and more taxable brethren. 

As with turnover taxes in other countries, exemption 
and rate differentials have turned a basically simple tax 
into a complicated one. One wonders, for instance, what 
is involved in administering the exemption from the 
special turnover tax of caustic soda sold to cha
ritable institutions for their exclusive use. 
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C H A P T E R 8. 

OTHER TAXES ON CONSUMER GOODS 

D r i n k . 

Wine-growers pay a tax proportioned to the capacity 
and number of days' use of their stills. This is, rather 
curiously, known as «Rights for Alcohol Consumption». 
Much more important, in terms of revenue, is the tax 
of 12, 6 and 4 drs. per kilo produced by distilleries of 
alcohol, brandy and industrial alcohol respectively. 
Exported alcohol is exempt, as is alcohol used in the 
production of exported drinks, while imported alcohol 
is charged 16.8 drs. per kilo, and imported spirits, forti
fied wines, etc. are taxed in rough proportion to their 
alcoholic content. There is a 10% surcharge on all these 
taxes, assigned to the body which, under the govern
ment chemist, is responsible for supervising their pay
ment. 

More important still is the tax on beer, which actual
ly takes the form of a tax on malt used in Greece, with 
a drawback in respect of beer exports. As with alcohol, 
the tax is levied by the Customs in the case of imports 
and on the producer, who is subject to strict controls 
and inspection, in the case of home production. The rate 
is 35.5 drs. per kilo, of which 5 drs. are assigned to OGA. 

Finally some local authorities also tax drink. Seven 
of the largest municipalities levy a tax of 10% on the 
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retail price of beer sold at retail both in cafés, etc., 
and in shops. The tax is collected from the wholesale 
representatives of the brewers with little trouble. 

Note that distillers and brewers also pay the turn
over tax and that the production of alcohol is subject 
to a luxury tax. 

T o b a c c o . 

Although rather complicated in detail, since it in
volves a kind of price-control, the effect of the tax (in
cluding a supplement for OGA) is that about two-
thirds of the price of Greek cigarettes constitutes public 
revenue. Imported cigarettes pay an import duty of 252 
drs. per kilogram and a tobacco tax of 350 drs. per kilo
gram (i.e. 70% of a notional retail price). The total of 
602 drs. compares with only 220 drs. on the most ex
pensive class of Greek cigarettes. Other tobacco pro
ducts are also taxed. 

S u g a r . 

There is a consumption tax of 6 drs. per kilo on 
home-produced and imported sugar, with correspon
ding charges on imports of products containing more 
than 5% sugar (10% in the case of medicines). 

More General Consumption Taxes. 

A whole range of imported luxuries are subject to 
a special consumption tax upon importation. Since 
different goods are taxed at different rates and since 
the most diverse goods are liable, no brief generalized 
description is possible. 

Legally, the term «luxury tax» is reserved for a tax 
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imposed in 1945 on a variety of home-produced goods 
and materials, with some subsequent extensions. This 
covers alcohol used for making hard drinks, materials 
used in perfume, many luxury leather goods, synthetic 
fibres, some tableware, toys, furs and jewels. It is a 
great deal more complicated in implementation than 
the tax on imports just mentioned, because it covers 
the products of small craftsmen and because of the need 
to distinguish taxable from exempt goods. Not un
naturally, rules of thumb have evolved to deal with 
these problems. Thus the turnover of small craftsmen 
may be assessed arbitrarily with reference to the size 
of their shops, and the fraction of their turnover consist
ing of exempt goods may be set at some round per
centage. Again, the problem of defining luxury leather 
gloves has been simply met by specifying that they must 
cost over 80 drs. a pair. 

Thirdly, there is the Special Consumption Tax of 
1958, which covers a wide range of goods, both home-
produced (at wholesale value less 20%) and imported 
(at cif value). This ranges from Dutch cheese to lifts 
and cameras, at rates varying between 15% and 80%. 
It is assessed and levied at the same time as turnover 
tax. 

These three taxes are mutually exclusive. The same 
is not true of the tax imposed on a wide range of lux
uries in favour of OGA. This tax, in other words, is 
often superimposed upon one of the other three. Once 
again, there is no standard rate and the scope of the 
tax defies brief description. 
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C H A P T E R 0. 

ENTERTAINMENT TAXES 

L i c e n c e s . 

A license fee must be paid for each performance in 
public, the fee being 3,6 and 9 drs for morning, after
noon and late performances respectively. In towns with 
fewer than 10,000 inhabitants and for all shows where 
the tickets do not cost over 10 drs., these rates are 
halved. There are also fees for the licensing of other 
kinds of entertainment establishments. Thus a small 
café in a remote Epirus village pays 28 drs. a year be
cause its clients play cards there! 

Night Clubs, etc. 

A tax is levied on the turnover of cabarets, dancing 
places and other kinds of night club. Turnover is not 
assessed directly, however, but is approximated. For 
places in the luxury or A category in Greater Athens, a 
special committee estimates average receipts per client, 
and this figure is then multiplied by the number of 
clients to yield an estimate of turnover. Actually there 
is a separate estimate of receipts per client and a separate 
tax rate for each of three kinds of establishment. Thus 
the rate is 10% for a luxury night club with a show, 
7% for one without or for a category A establishment 
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with one, and 4% for the latter without a show. 
For all other establishments liable to the tax, the 

approximation is rougher still. A fixed amount is 
charged per day of operation of up to 1,000 drs. (or 
more on festival days), the amount being determined 
with regard to the appearance of the place and the ap
parent number and type of clients. 

Bars classified as super-luxury pay 20% on their 
gross receipts, while bars, restaurants and confection
eries in the luxury category pay a fixed charge of up 
to 400 drs. (more on festival days) per day of operation. 

Luxury establishments, unlike all others, are exempt 
from the supervision of the market police and thus are 
distinguished in practice by the high prices they 
charge. 

T i c k e t s . 

Public performances are subject to a tax on the 
tickets which varies both according to the price of the 
ticket (the percentage rate rises as the price increases) 
and according to the kind of performance. What with 
the exemptions and special reductions, the complexities 
of this tax constitute an excellent example of Greek 
fiscal legislation. 

The lowest rate, 12 - 20%, is paid in respect of foot
ball matches, athletics, theatre, opera, lectures, etc. 
(There is, however, a 50% reduction for a play written 
by a Greek author and 25% for a play written by a 
foreign author!). This lowest scale also applies to amuse
ment parks owned by disabled ex-servicemen. Other 
amusement parks and variety theatres pay 22% -
30%; cinemas pay 30% - 44%; dancing and skating 
pay 40% - 46%. These percentages are all computed 
on the ticket price including tax. 
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Some of these rates are reduced in towns below 
certain sizes. Thus for football matches in towns of 
30 - 60,000 inhabitants there is a 50% reduction; in 
smaller towns no tax is paid. Indeed in places with a 
population below 4,000 there: is exemption from' all of 
these taxes. The National Theatre and various other 
cultural and worthy institutions also enjoy exemption. 

On top of these taxes a special tax on tickets is 
levied by the Royal Welfare Fund. No statistics relating 
to it are available. 
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C H A P T E R 10. 

MOTOR TRANSPORT 

Apart from the turnover tax on passenger transport 
and the various taxes levied upon the import of motor 
vehicles, there are a number of taxes which can con
veniently be put together under this heading. 

Petrol and Diesel Fuel. 

Distributors of these fuels are required to take them 
from the state refinery which, when it cannot meet 
demands upon it, is responsible for imports. Its selling 
prices are fixed for three months at a time on the basis 
of oil product prices overseas in the preceding three 
months. 

The taxation of these products is combined with a 
control of distributors' margins and operates so as to 
preserve complete price stability, this apparently having 
been regarded as desirable per se. Distributors pay a 
consumption tax on each product equal to a fixed 
amount less the price fixed by the state refinery, so 
that the total for the fuel is always equal to the fixed 
amount. Adding fixed import duties and their margin 
gives the retail price. 
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Circulation Duties. 

These are paid for six months at a time. The rates 
are greater on private vehicles than on common car
riers. They depend upon the number and size of cylin
ders in the case of cars, upon carrying capacity in the 
case of lorries and upon the number of seats in the case 
of buses. There are also rates applying to scooters, 
motor cycles and to hearses. A similar duty is paid in 
respect of motor boats. There is a 10% surcharge on the 
duties which is assigned to local authorities. 

In addition, there are registration and licence fees. 
Much more important, however, is the Fixed Con
tribution, a special additional charge payable in respect 
of private cars, motor cycles and scooters when they 
are first used. This varies between 15,000 and 75,000 
drs. in the case of cars. There is a similar but far smaller 
once-and-for-all charge on lorries. 

B u s e s . 

Instead of circulation.'duties, Athenian buses pay a 
special tax. This was at one time rather curiously sup
posed to depend upon their consumption of diesel oil 
at a rate equal to the excess of the tax on petrol over 
that on diesel oil. In practice, however, the amount has 
been fixed at 3,300 drs. per month for each bus in 
full active service. There is also a tax of 0.35 drs. per 
ticket issued, the proceeds of which are assigned to the 
Athens Permanent Street Paving Fund. Its yield is 
larger than that of the special tax. Long-distance buses 
pay to provincial road funds 10% of the value of tickets 
issued. They also pay a duty of 8% on every ticket, but 
it is not clear whether this forms part of central govern
ment revenue. 
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L o r r i e s . 

Road hauliers pay three separately imposed taxes 
of 1% upon their gross receipts. Their yield, and hence 
their coverage, is fractionally different (thus one of the 
taxes only applies to diesel lorries) but by and large they 
are equivalent to a 3% tax. Turnover tax is not paid. 
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C H A P T E R 11. 

ADVERTISING 

Outdoor and Cinema Advertising 

In the larger municipalities a local tax is levied on 
posters, illuminated advertisements and cinema films 
at rates fixed by national legislation. Thus coloured 
posters pay more than black and white ones, large ones 
more than small ones, etc. Payment is made at the time 
permission to put up the advertisement is obtained, each 
copy of each poster authorised being stamped on the 
back. In some municipalities the collection and en
forcement of this tax are farmed out. 

O t h e r . 

15% of advertising revenue is hypothecated to a 
journalists' pension fund. 1.643% of the advertising 
revenue of radio stations owned by the armed forces is 
taken and split between OGA and officers' pensions. 
Odd fees and Stamp Duties also burden particular 
transactions. It costs, for example, some 14,000 drs. 
in tax and charges for permission to put up an illumina
ted advertisement 15 by 3 metres large, and this is quite 
separate from the tax mentioned above (of 100 drs. per 
square metre per six months). 
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C H A P T E R 12. 

TAX AND CONTRIBUTIONS ON EMPLOYMENT 

Those social insurance contributions which are paid 
by employers and by their employees, as distinct from 
those which are related to a base other than earnings 
(e.g. farmers' social insurance contributions), are rather 
like a payroll tax. They and the payroll tax can there
fore be considered together. 

The main difference between them is, of course, 
that the worker gets a quid pro quo in the case of social 
insurance. Thus the imposition of a new contribution 
coupled with the introduction of new pensions or 
medical care will elicit different reactions from the im
position of a similar tax unassociated with any new 
benefits. On the other hand, the fact that a payroll tax 
is exclusively an employer's liability, while social secur
ity contributions are shared between him and his work
ers, is of little economic importance. It is the tax base 
alone which matters, and in the long run it makes no 
difference how a tax is shared between buyer and 
seller. 

The payroll tax is levied on industrial and handicraft 
enterprises with an annual wage bill in excess of 180,000 
drs. in Attica only. The rate is 6%, except for firms 
making non-standardized iron products and firms mak
ing hats, where it is 1%. Tobacco, shipbuilding, baking, 
shoemaking, printing and publishing are all exempt. 

76 



Quite apart from the payroll tax there is a nation
wide tax of 1.1% deducted from all wages, salaries and 
pensions (except for the pensions of civil servants, war 
disabled and seamen.) In the case of wage and salary 
payments this is collected along with the income tax 
withheld by employers. It is, as remarked before, rather 
curiously a stamp tax, having been imposed by the 
legislation relating to stamp duties at 1% and attrac
ting the 10% surcharge for OGA. 

Any general description of social insurance contribu
tions is, of course, impossible, since there are so many 
funds. IKA, however, is unquestionably the most 
important, covering all non-agricuturally employed per
sons who are not covered by special schemes. It collects 
almost three-quarters of all employers' contributions 
and over a third of all employees' and self-employed 
contributions. (This includes the contributions collected 
on behalf of OAAA and OEK.) The rates are: 

Employers — 17% ] = 24.5% up to a ceiling 
Employees — 7.5% J of 5,250 drs. per month 
Self-employed — 18.5% 

with an extra 1 % payable by employers in Attica. At 
present, there is also a 10% reduction in both employers' 
and employees' contributions in the provinces (20% 
in the islands), but this additional discrimination is to 
be abolished. These contributions cover unemployment, 
medical benefits, retirement pensions and some workers' 
housing. % 

The scheme of contributions has many complications. 
Problems arise, for instance, in determining the earnings 
of the self-employed and in checking that all who should 
contribute do so in fact. This is not the place to discuss 
such details, however. But there is one special feature 
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of Ι ΚΑ contributions which is of considerable interest, 
namely an export incentive. If a firm exports X% of 
its output then it obtains an X% rebate on that part 
of the employer's contribution which is in excess of 
the employees' contribution -i.e. 9.5% in normal cases. 
This means, for example, that a firm which exports one 
third of its output will gain an amount (before tax) 
equal to almost 3.2% of its labour costs as against 
the situation where it exports nothing. The rebate in
volved is given retrospectively, on the basis of Customs 
documents certifying export. 

This device, like Australia's payroll tax rebate on 
exports is one which is not open to the majority of 
countries, owing to their international commitments. 

# 
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C H A P T E R 13. 

LOCAL TAXES NOT ALREADY DESCRIBED 

The distinction between a tax and a price is clear 
in principle but difficult to apply in practice. A price is 
proportioned to the amount and quality of the com
modity or service received, while a tax is a contribution 
towards the cost of collectively provided goods or ser
vices which is not so proportioned. Taxes are thus 
levied in respect of goods or services where it is con
sidered either undesirable or impracticable to relate 
payment to benefit received. The judgement that 
benefit-related payments are undesirable is a political 
one. The question of practicability, however, is an 
economic and administrative one. In the standard cases 
of defence, police and justice, the apportionment of 
benefit and hence the institution of a price is completely 
impracticable. In other cases, practicability is merely 
a question of cost minimization. Thus the consumption 
of water can be metered and a price charged, but where 
the cost of metering is too large it is sensible to have a 
zero marginal cost of water to users and to meet the 
costs out of taxation — either from general revenue or 
from a special assigned tax. 

Since some local authorities measure and charge for 
water consumption by meter, while others do not, the 
revenue from what is called «Water Supply Duty» is 
only partly tax revenue. Here we shall not regard it as 
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a tax and confine the following description to those 
items of local government revenue which are most 
obviously local taxes. 

Cleanliness Duty. 

This is a liability of property owners, proportioned 
to the numer of rooms in the case of houses (with the 
amount per room varying between zones in a town) and 
proportioned to the floor area in the case of shops (with 
the amount per square metre varying with the type of 
shop). The rates at which it is levied are determined by 
the local authority subject to approval by the prefect, 
and the revenue is entirely assigned to street-cleaning 
and refuse disposal. 

The revenue collected from this tax frequently fell 
substantially below the total assessed even though col
lection was in the hands of special joint offices for 
groups of contiguous local authorities and even though 
the officials enjoyed commission on collections. Apart 
from initial errors of overassessment, the shortfall 
arose primarily because it proved impossible to levy 
the tax on some of the poorest citizens. There were, 
of course, legal remedies open to the collecting authority, 
but the cost of imposing them upon a defaulting tax
payer is frequently larger than the amount of tax he 
owes. Apart from this, it was sometimes suggested that 
elected members of local governments may suffer in 
popularity if the pressure upon the poorest sector of the 
people is too intense. However, the problem has now 
been largely solved by entrusting collection to the 
Public Power Corporation, which has a network of col
lecting offices and the extremely effective sanction of 
being able to cut off the electricity supply of defaulting 
taxpayers. 
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Cleanliness tax is also assessed on motor vehicles as 
a 10% surcharge on circulation fees in the case of 
private cars and as fixed amounts for buses and lorries. 

Street Illumination Duty. 

This too is an assigned revenue; hence its name. In 
municipalities and communities which levy a Clean
liness Duty it consists of a surcharge upon the latter. 
Otherwise, as a recent innovation, the necessary revenue 
can be raised by a levy on the capital value of houses. 
This is a simple tax, because the communes which lack 
a Cleanliness Duty are the smaller and poorer ones 
where houses constitute practically the only kind of 
building and where a single official of the council can 
produce popularly acceptable but rough and ready 
valuations for the purpose of the tax. 

Hotel and Restaurants Tax. 

Municipalities and communities which are places of 
archaeological interest or seaside resorts, i.e. places 
which have a substantial tourist traffic, levy a 5% 
tax on hotel bills and on bills in those restaurants which 
are classified as in A and Β categories. (The tax is not 
levied in municipalities of Greater Athens.) The un
usual feature of this tax is that the collection of it is 
frequently farmed out, the task being assigned to the 
highest bidder at a public auction. 

Duty on Bus Tickets. 

This 10% tax is imposed by the larger municipalities 
on the gross revenue of intra-urban bus services. 

6 
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Contribution to Town Plan Expansion. 

This is a once and for all tax intended to cover some 
of the capital costs of expansion, though it is linked 
with the publishing of the plan rather than with the 
execution of actual works. The plan apparently speci
fies such matters as road layout and plot size, and its 
extension to cover new areas results in substantial gains 
in land values there. The tax is assessed by a committee 
specially appointed by the Minister of the Interior. The 
base is the value of the property at the time the plan 
is published, and the rate is 10% on the first 25,000 
drs., 15% on the next 10,000 and 25% on the excess 
over 35,000 drs. 

Betterment Levy. 

Owners of real property benefitting from new public 
works undertaken by the municipality or community 
are liable to pay 15% of the consequential increase in 
the capital value of their property as ascertained upon 
the completion of the works, provided that the total 
sum so obtained does not exceed half the cost of the 
works. The levy is payable in six annual instalments 
except that the whole becomes due upon transfer of 
ownership. 

Personal Work. 

Rural communities can require their citizens aged 
18-60 (except for war disabled, priests and national ser
vicemen) to contribute up to ten days a year of their 
labour for communal purposes. Owners of mules and 
lorries may also have to contribute their services. A 
very large number of rural communes do exercise this 
right, though mostly in respect of men only and for 
less than ten days. They use the labour either for 
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purely community public works, such as road repair, 
or else as the community's contribution which is requi
red towards public works that are financed by the 
central government. 

People liable to this «corvée» are entitled to commute 
their labour for cash or to hire substitutes to do their 
work for them. One or other of these procedures is 
customary for professional people. 

Tax on Vacant Sites. 

Municipalities with populations of 20,000 or more 
can levy this annual tax on vacant building sites within 
the area covered by the town plan. The rate is zero up 
to a capital value of 50,000 drs., 0.25% on the next 
50,000 and 0.4% on the rest. Where one person owns 
several sites, he is taxed on their aggregate value. 

Duty of the Issue of Building Licenses. 

Once again, this is a tax that can be imposed only 
where there is a town plan. The rate is 1% on the cost 
of works as estimated by the architect. The munici
pality's technical men may attempt a quick check on 
the figure, but the main check against undervaluation 
must be reliance on the interest of the architect in a 
fee which is proportioned to estimated cost. The officers 
of at least one municipality suspect that most estimates 
turn out to be somewhere around 30% too low, but 
point out that this could simply result from a common 
failure to allow enough for contingencies in estimates 
of cost. 

Of the tax collected, three-quarters is handed over 
to the central government and only one quarter is 
retained by the local authority. 
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C H A P T E R 14. 

EXAMPLES 

This chapter may usefully be concluded with a few 
examples. One obvious and important example, cor
poration tax, will not be included, however, since a 
detailed and authoritative presentation in English is 
already available. This is in Taxation of Industrial Cor
porations in Greece published in 1963 by the Industrial 
Development Corporation S.A. 

Personal Income Tax. 

1) A man had the following income in 1963 : 

Imputed income from his owner-occupied 
house 24,000.— Drs. 
Interest from industrial bonds 10,000.— » 
Professional fees as legal adviser to a com
pany 72,000.— » 

His wife had the following income in 
1963: 

Rent of an apartment 26,400.— » 
Salary 24,000.— » 
Dividends 4,000.— » 

The family also consisted of two young 
children having no income of their own. 

The medical expenses of the family for the 
year 1963 were 4,000.— » 

2) Taxable income will be computed as 
follows : 
a) Husband's income: 
Income from his owner-occu-
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pied house 24,000 Drs. 
less: 25% deduction for deprecia

tion, etc 6,000 » 

Net income from buildings 18,000.— » 
plus : husband's income from interest on bonds . 10,000.— » 
plus : wife's income from dividends 4,000.— » 
plus : income from his professional 

earnings 72,000 Drs. 
less : 25% earned income allow

ance 12,500 » 

Net professional fees 59,500— » 

Husband's total income 91,500— » 

Allowances : 
Husband's total income 91,500 Drs. 

less : exemption limit 12,000 » 

79,500 » 
less : deduction for the two children .. 8,000 » 

71,500 Drs. 
less : medical expenses 4,000 » 

67,500 Drs. 
less : contribution for OGA (assessed 

last year) 1,111 » 

Husband's net taxable income 66,389 Drs. 
b) Wife's 

income from rents : 26,400 Drs. 
less : 25% deduction 6,600 Drs. 

Net rental income 19,800 » 
plus : salary 24,000 » 
less: 30% earned income allowance .. 7,200 » 

Net income from salary 16,800 » 
Wife's total income 36,600 » 
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Allowances : 
Wife's total income 36,600 » 

less : exemption limit 12,000 » 

Wife's net taxable income 24,600 i 

3) The tax on the above income is com
puted as follows : 

Taxable income and corresponding 
tax Income Tax 
a) husband's 66,389 Drs. 6,235 Drs. 
b) wife's 24,600 » 1,494 » 

plus : supplementary 3 % tax on un
earned income 
(from buildings: (50,400-25%) χ 
3% dividends and interest: 14,000 
X 3%) 1,554 » 

plus : 3% stamp-duty on rents (26, 
400 X 3%) 792 » 

less : stamp-duty paid in advance . . 396 » 396 » 
plus : 3% water-supply duty on in

come from buildings 1,512 » 
plus : the contribution for OGA (10% 

on the tax: 11,191 X 10%) 1,119 »> 
plus : OGA 10% on the stamp-duty 

on rents 40 » 

Total tax 12,350 Drs. 

Total tax assessed on income of 
1963 12,350 » 

less : Tax deducted at source on divi
dends and interest (according to a 
progressive scale) 680 » 

11,670 Drs. 
less : Tax deducted at source on salary 178 » 

(according to scale on salary above 
exemption limit less earned income 
allowance) 

11,492 Drs. 
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less : Tax deducted at source on pro
fessional earnings 6,336 » 
(72,000 χ 8%) + (72,000 X 8%) 
X 10% for OGA 

5,156 Drs. 
less : Tax paid in advance: 50% of 

total tax assessed on the income of 
the preceding year 3,500 Drs. 

Total tax payable 1,656 Drs. 

Erection o f a Block o f Flats. 

If the site costs, say, 200,000 drs. the property 

transfer tax will amount to 22,000 drs. (and the notary's 

fees to another 4,000 drs.). 

Before construction may begin, planning permis

sion has to be obtained, the application for which 

involves the payment of various stamp duties. The ap

plication provides the authorities with details of the 

proposed building from which they are able to calculate 

a notional construction cost by applying a cost per 

cubic metre laid down by regulation. This cost, which 

depends upon the type of building and (within Athens 

at least) upon the district, is normally, but not uni

formly, below actual construction costs. The following 

items have to be paid on this notional cost at various 

places, most of them being calculated by applying fixed 

percentages. On a notional cost of 415,000 drs. they will 

be as follows: 

a) Employer's and employee's 
contribution to IKA 29,050 Drs. 

(this basis apparently replacing 
actual wage payment for admini
strative convenience) 
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b) Supplementary insurance for 
building workers and carpenters 4,482 Drs. 

c) Contribution under Κ H decree 
1946 6,450 » 

d) Yt% to the deme 2,100 »> 

e) 1 %%° f° r engineers' pensions 
and for the Polytechnic 624 » 

f) 3 % on the civil engineer's fee for 
the same purposes 1,074 » 
g) 0.25% for a technical institution 105 » 
h) Withholding of part of the civil 

engineer's fee 3,580 » 
i) 1.1% payroll tax on the latter . 358 » 
Once "all these items have been 
paid, construction work is allowed 
to begin. 

T a x e s on a n I m p o r t e d Refr igerator 

Assumed landed value 5,000 Drs. 
Import duty, 52,5% (less for Com
mon Market products) 2,625 Drs. 
0.5% on cif value for universities . . 25 » 
OGA10% on cif plus import duty . . 763 » 
Total value so far . . 8,413 Drs. 
+ 30% uplift to get 
wholesale value . . 2,524 » 

10,937 Drs. 
6% Turnover Tax thereon 656 
Extra 1.5% on imports 164 
Total so far 11,756 Drs. 
0.5% Stamp Duty thereon 59 
10% surcharge Stamp Duty for 
OGA 6 
Total taxes upon import 4,296 
Wholesale and markup 40% 3,703 

Retail price 13,000 Drs. 
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TAXES PAID ON BUSES 

(per month) 

Town Bus Long Distance 
Bus 

Turnover 60,000 51,480 
Tax in favour of Road Funds 12,000 5,148 
6% Turnover tax on the residual . . . 2,880 2,880 
Tax in favour of electric bus company 
personnel {0.10 drs. per ticket) 3,430 
Cleanliness tax 60 65 
Special Athenian bus tax 3,300 
Circulation fees (150 per seat per year). 4,500 
Wages and salaries 13,000 13,000 
IKA (employer's contribution) 2,730 2,730 
Special duty (8% on turnover) 4,118 
Luggage tax 20 
Gross take of owner 22,600 19,020 

Of which net income for tax purposes 
is agreed to be in default of detailed 
records 10,800 Drs. 2,850 Drs. 
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List of Taxes Paid by a Corporation 
in Athens. 

A. Central Government taxes: 
a) Corporation tax of 35% of undistributed profits 

plus 15% for OGA 
b) Tax on payroll 6%, plus 1.1% «Stamp-duty» 
e) Stamp duties on invoices, dividends and loans 
d) Circulation duties of motor vehicles 
e) Tax on property transfers 
f) Turnover tax 
g Taxes deducted at source in respect of: 

1. Wages and salaries 
2. Professional earnings 8% 
3. Contractors 1.5% 

B. Local government taxes: 
a) Cleanliness and Illumination duties 
b) 10% surcharge on vehicle circulation fees 
c) Advertisements tax 
d) Tax on vacant sites 

G. Social Insurance Contributions: 
a) An employer's contribution of 17% on wages and 

salaries for IKA 
b) Employer's contributions to other insurance 

funds 
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C H A P T E R 1. 

ADMINISTRATIVE PROBLEMS 

G e n e r a l 

The tax problems chosen for discussion in this book 
have been selected because of the interests of the authors 
and the availability of relevant material. There is no 
suggestion that we have picked out the most important 
problems or provided an agenda for reform-minded 
Ministers of Finance. 

The biggest problem is probably the purely adminis
trative one of running the present system better. There 
are three ways in which an improvement is needed. The 
first is more effective enforcement to deal with tax 
evasion. The second is the easing of bottlenecks and 
can best be explained by giving an example taken from 
the tax on transfers of real property.From the beginning 
of January 1960 until the end of June 1963, the number 
of declarations made exceeded the number finalized by 
no less than 239,509. Hence the backlog of declarations 
waiting to be dealt with on July 1st must have been 
at least this number. Since the number of declarations 
finalized has varied from 7,000 to 12,000 per month 
(averaging 8,250 in the first half of 1963) this backlog 
involves an average delay between declaration and 
finalization of at least one year and eight moths and 
possibly as much as two years and ten months! 
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The third problem is that of easing the burdens 
on the senior officials in the Ministry of Finance. 
These men spend a good part of their official time seeing 
supplicants of various kinds, i.e. dealing with matters 
which their subordinates cannot or will not settle. This 
is surely wrong: these officials should be able to devote 
more of their time to policy matters, and otherwise 
should be supervising the administrative machine rather 
than operating it. Tax reform will proceed very slowly 
unless more of the knowledge and ability of thse men 
can be harnessed to it. 

All three problems involve recruitment, training and 
organization; they are problems common to the whole 
civil service and are not confined merely to the tax 
authorities. Having stressed their nature and over
riding importance, therefore, we shall say nothing more 
about them. Instead, a few remarks about two more 
specific problems follow. 

S t a t i s t i c s . 

The student of taxation in particular, let alone of 
fiscal matters in general, needs fairly detailed figures, 
which cover a considerable run of years and whose re
lationship to social accounting concepts is fairly clear, 
in order to determine the magnitude and composition 
of total tax revenue. Such figures do not exist in Greece. 

The tax figures in the social accounts give practically 
no detail. A table in the Statistical Yearbook of Public 
Finance gives different figures under identical headings 
and no published material explains the reasons for the 
difference. The relationship between this table and 
many of the more detailed Yearbook tables is not such 
that a detailed total can be broken down into its 
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components. Furthermore, these tables and the figures 
in the Budget document for tax revenues of previous 
years normally exclude any surcharges whose proceeds 
go to other funds. Hence the figures given for income 
tax and for state Stamp Duties are less than the yield 
of taxes on income and of all Stamp Duties. What is 
more, much of the Stamp Duty revenue comes from 
items which one would not ordinarily expect to be 
included under that head. 

Difficulties of this sort are compounded when one 
turns to detail. The figure for the value of salt sales 
differs between the Budget document, the annual 
report of the State Monopoly and the Statistical Year
book of Public Finance. No doubt there are good reasons 
for this; the trouble is that they are not made clear in 
these documents and do not even seem to be clear to 
the civil servants concerned. Similarly the Budget 
document figures for the cost of producing salt in the 
state salterns do not tally with the statistics of yearly 
expenditure incurred for the exploitation and main
tenance of the country's salterns published in the Sta
tistical Yearbook of Greece. Neither source provides 
information about changes in stocks and neither of 
them distinguishes capital from current expenditure. 

The Work of the Mechanization Centre. 

One unusual administrative feature of the income 
and turnover taxes is the use of a clearing centre for 
transmitting information from the tax inspectors of 
sellers to the tax inspectors of those of their customers 
who are in business. This enables the latter group of 
inspectors to check against the overdeclaration of 
business purchases, i.e. against one way of under-declar
ing income. 
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The system works as follows. Tax inspectors obtain 
copies of sales invoices, or summary statements thereof, 
from those craftsmen, manufacturers and wholesalers 
large enough to pay income and/or turnover tax. The 
inspectors' offices use this information to make up 
summary statements showing the total sales of each 
business to each customer, and these statements are 
sent to the Mechanization Centre. This Centre deals 
with the staggeringly large total of some twenty three 
million pieces of paper a year. What it does is to sort 
out the information and compile an account for each 
purchaser; this is then transmitted to the tax inspector 
of the latter. Thus each inspector receives a six months 
statement for each of the businesses in his district, 
showing its total purchases from each of its suppliers. 
Actually, where any firm's purchase from any other is 
less than 10,000 drs. per six months, the information is 
not transmitted. This lower limit is shortly to become 
50,000. Since the Customs furnish similar information 
about imports, the information received (when the 
system is working smoothly) provides each tax inspector 
with a complete summary of all the large purchase 
accounts of each of the firms which he assesses. 

Inspectors do not use all the information: this would 
involve too much work. Instead,they check three types 
of firm: those whose tax morality is suspect, those whose 
annual profits exceed 100,000 drs. and those whose 
profit as a percentage of turnover seems implausibly 
low. 

The description of this ingenious system raises several 
questions. The first is whether it is better to transmit 
information from sellers in order to check against the 
overdeclaration of purchases than it would be to trans
mit information from purchasers in order to check 
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against the underdeclaration of sales. It would pre
sumably be just as easy to collect or summarize pur
chasers' copies of sales invoices as it is to collect the 
information from the sellers. If so, the right choice 
would seem to depend only on the relative strengths, 
in the absence of such a system, of the tendencies to
wards overdeclaration of purchases and underdeclaration 
of sales. What therefore seems more important is 
whether information can be re-routed back to its origin 
if that seems necessary. Thus in terms of the present 
system, suppose that A underdeclares his sales to Β 
and that Β is honest. B's tax inspector will then dis
cover that B's books register larger purchases from A 
than are shown in the data coming from the Mecha
nization Centre. The question is then whether B's 
inspector automatically transmits his discovery back to 
A's tax inspector. If this is not the case, there is clearly 
room for improvement in the system. 

The next question is whether the system contributes 
as much to checking on businesses which do not pay 
taxes as it contributes to checking on those who do 
pay them. The point is simply that a check is needed 
to see whether income or turnover really is below the 
exemption limit so that the nonpayment of taxes is 
legitimate. The bulk of cases where such a check is 
required are probably small urban craftsmen and re
tailers, a proportionally much larger group in Greece 
than in developed countries. Hence there is no pos
sibility of checking their sales by using the records of 
their customers since so large a proportion of their sales 
are at retail. A considerably larger proportion of their 
purchases, however, may be guessed to involve transac
tions with firms which keep records, which means that 
a check could be made on their purchases. Now this is 
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doubly important, because it is just in such cases that 
the tax inspector needs information about purchases 
not only for its own sake but also to be able 
to estimate sales. Income is estimated by working for
ward from purchases, so to speak, rather than back
wards from sales. The argument thus leads back to the 
discussion of the previous paragraph, with the conclusion 
that we now have a powerful argument in favour of the 
existing system of checking purchases rather than the 
alternative of checking sales. This argument would 
naturally gain in importance if the scope of the taxation 
of consumption were widened, by ending the exemption 
of many small businesses and by bringing more services 
under taxation. 

The third question to be asked is whether it would 
not be better to process a small, random sample of 
all sales invoices instead of a 100% sample of invoices 
to those customers whose purchases from the business 
exceed 10,000 (or 50,000) drs. per six-monthly period. 
The argument really falls into two parts: Why not use 
sampling and why have a lower limit? 

The only reason that can be adduced in favour of 
a lower limit is that it saves trouble. This is an accept
able reason, but trouble must be balanced against gain. 
It may be that the extra revenue to be had from more 
extensive checking would become less and less as the 
lower limit fell, but it would be wrong to judge the 
matter by treating the immediate clawing-in of extra 
revenue as the only gain. Unless there is a general belief 
that minor tax evasions are acceptable where large ones 
are not, tax morality and the feeling that social justice 
is done would both be strengthened by the knowledge 
that those who make small purchases (and those who 
sell to them) were not «getting away with it». The feeling 
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that others are cheating is the most important self-justi
fication of people who themselves cheat, and it should 
be a major aim of any tax administration to make tax
payers feel that it is uniformly efficient in assessing all 
of them. 

As for sampling, the argument is obvious. If the 
taxpayer knows that, on average say, 10% of his pur
chases are going to be checked, if he does not know which 
10% and if he is certain to pay a heavy fine if he is 
caught he has a very powerful incentive to keep accu
rate books. 

Taking the two parts of the argument together, there 
seems to be a good deal to be said for changing the 
system. In addition, there is the point that extra pressure 
of work on the Mechanization Centre, instead of jam
ming the whole system, could be simply met by ap
propriately adjusting the sampling percentage. 
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C H A P T E R 2. 

TWO SPECIAL FEATURES 
OF THE TAX SYSTEM 

Two of the most distinctive features of the Greek 
tax system, as Part I has indicated, are the very large 
number of separate taxes employed and the heavy 
reliance on assigned revenues, i.e. on taxes hypothecated 
to some particular purpose or spending agency. As 
examples of the latter one may cite the entertainments 
tax, 17% of which is shared by the National Theater, 
the National Opera, and various social security funds 
providing for actors and musicans; the 6% payroll tax 
in Attica, 37.6% of which is allocated to the northern 
provinces, harbor and road construction funds, and 
seamen's social insurance; and the real property transfer 
tax, nearly 20% of which goes to Fire Brigades and 
over 10% for road construction and support of the 
Lawyers' Pension Fund. Since assigned revenues fre
quently take the form of surcharges on existing taxes 
or separate levies on a base already taxed for other 
purposes, their use alone makes for a multiplicity of 
different taxes. In addition, one may note the three 
slightly different 1% levies imposed on the gross re
ceipts of truckers and the numerous taxes, summarized 
at the end of Part I, on apartment construction, refriger
ators, automobiles, or corporations. 

From the point of view of efficient resource allo-
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cation, there is not much to be said in favour of assigned 
revenues. Let us suppose, in order to set out the reason 
for this judgement, that a new tax on χ is imposed in 
order to finance new expenditure on y and that the 
initial yield of this tax is exactly the amount that the 
legislature (and everybody else) considers proper to 
spend on y. As time passes, economic growth and 
development will affect the yield of the tax. On the other 
hand, economic growth and development will also alter 
some of those circumstances on which was based the 
judgement that the initial level of expenditure was the 
right one. But what reason is there to suppose that the 
effect on tax yield will be of the same magnitude, or 
even in the same direction as the effect on the appro
priate level of expenditure? 

Take the % % Special Tax for the Universities 
imposed on the cif value of imports. What possible 
reason can there be for supposing that the change in the 
value of imports over the years bears any relationship 
to the optimal number of university students, the 
salaries of university teachers and so on? Consider the 
National Theatre. Why should its need for a subsidy 
grow pari passu with horse racing, cinema, football 
match and theatre attendances? Think of demes and 
communities, which get over a quarter of their income 
from central government grants. Why should the size 
of these grants depend so largely upon the amount of 
tobacco consumed in Greece? Finally, consider the 
forecasts of future needs and resources to be made by 
OGA, the Farmers' Social Insurance Fund. What is the 
probability that the benefit payments expected to be 
called for under the present law will be closely matched 
by the Fund's future income from its surcharges on 
stamp duties and the income tax and from its special 
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levies on such things as coffee, caviar, beer, whiskey, 
cosmetics and cigarettes? 

Given that the development over time of assigned 
revenues will frequently fail to match the development 
over time of the levels of supported expenditure that 
are politically and economically appropriate, will not 
a serious misallocation of resources result? Clearly it 
will as long as the magnitude of the assigned revenues 
determines the amount of expenditure made. It may be 
argued, however, that in many cases resource malal
location will be avoided because expenditures will be 
determined on their own merits, with any surplus as
signed revenue being returned to the general fund (per
haps on loan) and any deficit being made up by a 
charge on the general fund. There may well be such 
instances; but when they exist, the assignment of re
venues to them is worse than pointless — to eliminate 
it would simplify the public accounts without altering 
the structure of government services. Take the State 
Scholarship Foundation as an extreme example. It 
gets one-tenth of its revenue from shares in the gross 
revenues of the journalists' lottery and the School Book 
Board; nearly all the rest comes from the budget. It 
is very difficult to see that this arrangement makes any 
difference to anything (except the workload of govern
ment accountants). Why not leave taxes as they are, 
abolish the assignment, and put all expenditure on state 
scholarships into the budget? 

As far as resource allocation alone is concerned, 
then, the use of assigned revenues is at best pointless 
and inefficient and at worst productive of harmful 
effects. Resource allocation, however, is not the only 
consideration. Assigned revenues would not be nearly 
so common in Greece if they did not have some real 
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advantages. To tie a new expenditure to a new tax, or 
to a new surcharge on an old tax, is to link the expen
diture with its revenue so that they are considered to
gether, and there is a good deal to be said in favour 
of this. 

Apart from narrow political considerations, there 
are two main advantages. One is that those wTho bear 
the burden and those who benefit can be identified, so 
that explicit judgements of fairness can be made.Where 
the legislature authorises taxation quite separately 
from expenditure this cannot be done. Such a divorce 
of revenue and expenditure proposals lacks the other 
advantage, that the need to raise revenue is adequately 
borne in mind when new proposals for expenditure are 
advanced. Thus it is a common experience, to put it 
mildly, that pressures in favour of new expenditure 
are damped when the advocates of that expenditure 
are obliged to propose the way in which it will be 
financed. 

How important these advantages are naturally de
pends upon the intellectual climate. Where the general 
attitude is that government expenditure ought to be 
minimized, as in Britain for a large part of the nine
teenth century, no mechanism is needed to remind 
people that expenditure has to be financed. Where, on 
the other hand, a legislator's only fiscal care is to in
crease expenditure in his own constituency and to be 
seen to vote against all taxes, sensible decision making 
will probably be facilitated by considering revenue and 
expenditure together. These are the two extremes, 
neither of them found in practice, between which the 
true position lies. How one assesses the pros and cons 
of assigned revenues that have some function must 
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depend upon one's own estimate of where that true 
position lies. 

Two other points about assigned revenues should 
be made. One is that the recipients of government grants 
frequently feel that these gifts will be more secure if 
tied to a particular source of revenue than if they simply 
come from the general fund. A straight transfer, they 
believe, is more likely to be cut back in times of bud
getary stress than an assigned revenue. Furthermore, 
an assigned revenue is more inflation-proof. Thus those 
interested in specific public Funds have been strongly 
in favor of assigned revenues as a means of increasing 
the autonomy of these Funds. They should be warned, 
however, that one special Fund tends to beget another, 
so that what one group gains from its own assigned 
revenues it is likely to lose through the assigned re
venues of others. In the end the main result may be 
only inefficient and complicated budgetary procedures 
that prevent rational choices among alternative pro
grams. 

The second point has to do with the identification of 
burden-bearers. As noted above, when the benefits of a 
government program go to a specific group of people, 
there is an advantage in knowing also exactly what 
groups bear the burdens of the program. In such a 
situation assigned revenues could either take the form 
of user charges, so that the beneficiary pays for his 
own services, or be set up to make an explicit transfer 
from one group to another. When, however, the pro
gram to be financed disseminates its benefits broadly 
to the society as a whole (i.e. involves public goods in 
the technical sense of that term), the use of assigned 
revenues runs the risk that the wrong fiscal connections 
may be made. For example, the case for a given ex-
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penditure should not be strengthened by the fact that 
it is to be financed by a painless (?) tax on chocolate-
eaters or on wine-drinkers, nor is a tax on television 
buyers rendered desirable by the fact that it is to be used 
to construct a new university. Separation of specific 
revenues and expenditures, in other words, makes it 
easier to adopt each for the right reasons — a tax 
because it is better than the feasible alternatives {in
cluding no tax at all) and an expenditure program be
cause there is no superior use for the resources required 
by it. 

The importance of assigned revenues and the multi
plicity of taxes are not separate phenomena. When extra 
revenue is needed, the choice has to be made between 
imposing a new tax and raising an old one, whether 
by putting a surcharge on top of it or just by raising 
the rate. This last possibility is the simplest one but 
means that the extra revenue can only be an assigned 
revenue if the legislation imposing it also decrees what 
part of the newly increased revenue from the old tax 
is to be assigned. This procedure, which merely in
volves amendment of an existing law, has been less 
popular than the passing of completely new laws, so 
that most new expenditures financed by assigned rev
enues have involved new taxes or new surcharges. The 
number of taxes is therefore large. 

One reason for these complications is that there is 
no regular annual tax legislation as there is in the U.K. 
Finance Act. There is thus no annual routine of sur
veying the existing tax structure to see which taxes 
should be raised and which lowered within the 
framework set by the requirements of fiscal policy. 
There is, of course, an annual revenue forecast, but 
though this comes into the printed budget it is not 
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part of a regular examination of tax problems. Tax 
matters are thus dealt with ad hoc; they come up either 
because the government is interested in them or be
cause revenue has to be found for some proposed new-
expenditure. This can easily be seen by noting the 
dates of the main laws and legal decrees relating to 
taxation which were promulgated in 1961 and 1962: 

May 1961 Establishment of OGA. 
May 1961 Stimulation of economic development. 
Oct. 1961 Setting up Taxation Tribunals. 
July 1962 Encouragement of exports. 
Sept. 1962 Amendment of income tax, etc. 
Oct. 1962 Encouraging industrial development. 

The lack of an annual review of taxation may be 
associated with the status of the Ministry of Finance 
vis à vis other ministries. It is not as central a depart
ment as the Ministry of Coordination, which has a 
broader responsibility for general economic policy, and 
the Minister of Finance thus enjoys a less undisputed 
authority than does, for example, the Chancellor of 
the Exchequer in Britain. He is always associated with 
tax legislation, but the initiative for it may well come 
from another ministry (though the prime responsibility 
for drafting it will rest with the civil servants in his 
ministry simply by virtue of their expertise). Perhaps 
this explains the extraordinarily complicated set of tax 
incentives for economic development (see Appendix) 
where the relationship between successive laws is far 
from clear. It is said, for example, that the main initi
ative for law 4002 of 1959 came from the Ministry of 
Industry, which is concerned with stimulating industrial 
development. Again, it is said that there are occasions 
when a minister cannot win the consent of his col-
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leagues to $-Hew item of expenditure charged to general 
revenue, but is told that they will not object to it if 
he is able to create a new source of revenue. 

The complexity of the tax system which results 
from all these forms has grave disadvantages. One is 
that it is almost impossible to know what is going on. 
The regular statistics of budget revenue, for instance, 
include some items which wholly or partly provide 
assigned revenues for other government Funds and for 
local government. They do not, on the other hand, 
include all such revenues. Thus the figures show neither 
the total revenue collected by the central government 
nor that part of it which is available to be spent by it. 
Furthermore, the classification can be rather misleading, 
despite a recent revision. It is not immediately obvious, 
for example, that the figure for Stamp Duties includes 
the proceeds of the 1% tax on wages, salaries and 
pensions but excludes the 10% surcharge on all these 
Duties which is levied in favour of OGA! Nor can the 
student avoid battling with the obscurantism of these 
statistics by fleeing to the national income accounts, 
for their treatment of taxation is extremely aggregative. 
It is thus impossible to obtain a useful statistical bird's 
eye view of central government taxation, let alone of 
all taxation, and policy making must surely suffer as 
a result. 

The other big disadvantage of the complexity of the 
system is the administrative cost which it entails. The 
rate at which taxes are levied makes relatively little 
difference to the cost of imposing them, while the num
ber of taxes is all-important. Hence on administrative 
grounds there is reason to suppose that if a number of 
taxes were abolished and the rates of others were 
increased, there would be a net gain. Administrative 
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talent is not so plentiful in the Ministry of Finance that 
its waste can be disregarded. But even if it could, tax
ation imposes an administrative cost upon businesses 
too, whether they pay it or evade it, and this, too, is 
a real disadvantage. 

It must not be supposed that civil servants and 
politicians are unaware of the problems discussed in this 
chapter. The political obstacles to reform are large, 
however, and the scarcity of administrative talent im
poses a severe limit. Yet the impressive progress made 
in recent years by the Minister and the senior civil 
servants in the Ministry of Finance offers considerable 
encouragement. 
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C H A P T E R 3. 

THE STRUCTURE OF INCOME TAXATION 

Like the country to which it applies, the income tax 
in Greece presents the observer with an amazing variety 
of forms and structures. In some respects it is as modern 
as the latest Athenian apartment building, in others 
it is so eroded by exemptions and exclusions and so 
encrusted with supplements and surcharges that it 
resembles an ancient and decaying monument. For all 
its complexity the tax plays a relatively unimportant 
fiscal role, providing in recent years only about 15% 
of total central government tax receipts (12% if social 
insurance contributions are included). In 1961 the 
300,000 individual taxpayers constituted only 3 % % 
of the total population, although they did report 
family incomes equal to 18% of Net National Product. 
In addition, 1,200 legal entities (corporations and co
operatives) paid taxes on their undistributed profits, 
but they provided less than 15% of total income tax 
revenues. 

In this chapter the main features of the income tax, 
both personal and corporate, are reviewed and analyzed. 
While no attempt has been made, either here or in 
Part I, to cover all of the minor details, it will be clear 
to the reader that the tax is a highly complex one. 
This quality is objectionable enough in a country that 
raises a major portion of its revenues from income 
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taxation and has a ready supply of highly trained ac
countants and tax administrators, but it is much more 
so in Greece, which possesses neither of these charac
teristics. Moreover, the alternative opportunity cost of 
training an additional Greek tax inspector is presum
ably very high. One's attention, therefore, is imme
diately directed toward the possibilities of radical in
come tax simplification. In the discussion below this 
type of reform, along with others designed to improve 
the equity and revenue-raising powers of the tax, will 
be given primary attention. 

Basic Living Allowances. 

One of the great virtues of the income tax is its 
ability to exempt those minimum amounts of income 
needed by families of different size and composition to 
live in dignity, according to the customs of the country, 
and to work effectively and efficiently. In Greece three 
types of general income exclusion may be said to serve 
this purpose, at least in part; but since they do so only 
very roughly, we shall propose in this section that 
they might well be replaced by a single set of family 
allowances specifically related to minimum living costs. 

The first type of general exclusion now in force is 
a set of personal and dependency allowances (12,000 
drs. for the husband and 4,000 for each dependent) that 
already possesses two ultramodern features: (a) child
ren's allowances, like their living expenses, are less 
than those of the head of the household ; and (b) the 
stay-at-home wife is granted 4,000 drs. compared to the 
working wife's 12,000 drs. exemption which thereby 
makes some allowance for the latter's additional living 
expenses. On the other hand, it is by no means clear 

112 



that 12,000 drs., which happens to be slightly above 
the country's per capita income, represents the mini
mum subsistence allowance for a single person, or that 
24,000 drs. is the appropriate figure for a family with 
two children, and so forth. 

What is needed to answer the last question, of course, 
is a series of family expenditure studies which define 
the contents of a minimum living budget for families 
of different sizes and compositions and then price the 
various consumer goods in question. Such information 
should soon be obtainable from the series of consumer 
budget studies now under way. As will be seen in the 
next section, family medical and dental expenses are 
best handled separately, and the subsistence budgets 
used for tax purposes, therefore, should contain only 
food, clothing, housing, essential transportation and 
perhaps a modest allowance for entertainment. 

Since some of the issues involved in defining a 
minimum subsistence budget are debatable — the kind 
and quantity of food needed for adequate working 
efficiency, for example — no single, precise set of answers 
can be obtained. The range of reasonable possibilities, 
however, should be sufficiently narrow for all practical 
purposes, particularly since any workable income tax 
law can recognize only a limited number of factors 
making for different family subsistence costs. It is well 
known, for example, that the maintenance costs of 
children vary with their ages, that the second and 
third child tends to be less expensive than the first, 
and, given present Greek attitudes toward the dowry, 
that daughters tend to be more expensive than sons. 
In the interests of simplicity only the most important 
of these differentials can be incorporated into the basic 
set of nontaxable living allowances. 
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Our proposal, then, is that existing personal and 
dependency allowances be re-examined and redefined 
in the light of minimum family living costs. When this 
has been done, the two other general exclusions now 
in force should be eliminated. The first of these is the 
30% or 25% deduction allowed against net income from 
employment and from a liberal profession respectively. 
This is an important exclusion — a special study of 
1958 tax returns showed that it amounted to just over 
10% of total declared family income — but given an 
acceptable set of minimum subsistence allowances, it 
is not needed for that purpose, and as we shall see 
in a later section, it is not justified as a special allowance 
on earned incomes. 

The third general exclusion is the recently introduced 
(1962) exemption from taxation of all income receivers 
with less than 5,000 drs. of taxable income (those with 
more than this remained taxable on the full amount of 
their incomes). This provision simplifies administration 
at the cost of making the marginal rate of tax greater 
than 100% over a limited range of income, and it 
should be removed when a single set of personal and 
dependency allowances is established. 

Deductions. 

The personal deductions now allowed the Greek tax
payer are reasonably standard in their composition and 
commendably narrow in their scope. In 1958, for ex
ample, they made up less than 1 y2 % of total declared 
family income. Two of them, covering medical and 
dental expenses and interest on personal and business 
indebtedness, provide welcome opportunities for the 
reduction of tax evasion. This can be accomplished by 
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requiring that all claims be accompanied by formal 
receipts showing the name and address of the issuing 
doctor, dentist or lender. The fact that families not 
subject to income tax will lack an incentive to obtain 
these receipts provides a strong argument for making 
the tax as broad in its coverage as possible. As time 
passes more and more Greek families should rise above 
minimum subsistence levels of living and hence become 
taxable, thereby contributing to closer and closer control 
of tax evasion. In the meantime, if poor families can 
obtain cheaper medical services from non receipt issuing 
doctors, it is a type of price discrimination that few 
people will find objectionable. 

Tax Rates. 

The basic rate structure of the personal income tax 
(apart from the tax supplements and surcharges to be 
discussed below) began in 1963 at 3% on the first 3,000 
drs. of taxable income and ended at 60% on all income 
above 1,000,000 drs. Marginal tax rates rose gradually 
at first, reaching 18% on income between 100,000 and 
120,000 drs., but thereafter they jumped in seven steps 
to 57% on income between 500,000 and 600,000 drs., 
so that only three final increases of 1% each remained 
to complete the scale. While the rate of increase in that 
middle range may not be excessive, either per drachma 
or per taxpayer, its concentration into only seven tax 
brackets produces sudden increases in the marginal 
tax rates which may deter some people from earning 
enough additional income to place them in the next 
(higher) tax bracket. While these work and investment 
disincentives (if they exist) could be avoided by the 
simple expedient of publishing a more detailed tax 
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computation table in which no bracket rate was more 
than 2% above its immediate predecessor, the more 
familiar (and potentially more important) disincentives 
that result from high marginal tax rates alone [2]' could 
be eliminated only by fundamental changes in tax struc
ture. At present there are probably too few highrate tax 
payers to make this problem a major one, but it may 
well become so in the future as the country becomes 
richer and as tax administration is (hopefully) improved. 

Even more suspect on disincentive grounds, of 
course, is the sharp discontinuity in the effective rate 
structure produced by the 1962 exemption of the first 
5,000 drs. of taxable income. Thus a person who is 
exactly at that level of income, and hence paying no 
taxes, will, if he receives another 100 drs. of salary, 
find himself subject to an income tax of 174 drs. and be 
in a worse position than before his salary was raised. 
This anomaly, fortunately, does not exten dover a wide 
range of income, but it does risk the occurrence of unde
sirable economic effects which could easily be avoided. 

Few income recipients in Greece face effective tax 
rates that would be considered high in most developed 
countries. In 1960, the last year for which a detailed 
income distribution is available, the bottom 15% of 
taxpayers contributed less than 2% of their reported 
family income to the government; the next 30% 
contributed 2 - 3%; the next 30% from 3% to 5%; 
the next 15% from 6% to 8%; and only the top tenth 
faced rates that exceeded 10%. On the other hand, 
thirty affluent families reported in 1960 incomes of 
over 2,000,000 drs. and paid more than half of these 
amounts in tax. 

1. See Selected Bibliography, p. 
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FOP the great majority, then, tax rates are low and 
roughly proportional to family income.This immediately 
suggests converting the present tax into a flat-rate 
levy — a move that would have much to recommend 
it. In the first place, a proportional tax avoids some 
important administrative difficulties that appear as 
soon as the rate structure is made progressive. With
holding at the source can be adopted widely as an 
anti-evasion device, since it can be done everywhere at 
a single rate ; and complex averaging schemes, such 
as those described below for capital gains and losses 
and needed under a progressive tax for all kinds of 
income that are received irregularly from one year to 
the next, can be avoided entirely. Secondly, a low-rate 
proportional income tax is most unlikely to give rise 
to significant work disincentives, and if full loss offsets 
(i.e. the unlimited carry-over of business losses) are 
allowed, they may be expected to increase risk-taking 
on the part of investors [9, p. 322]. The importance of 
these effects to a country whose development depends 
very much on the ambitions and energy of its people 
and whose entrepreneurs have a reputation for conser
vatism and security-mindedness need not be emphasized. 

Two important objections may be raised to the 
adoption of a low-rate proportional income tax. The 
first is that for it to raise much money its base must be 
broad, and in Greece at the present time this would 
mean both the elimination of all (or most) special ex
emptions and the solution of the administrative prob
lems involved in assessing small incomes. Neither of 
these changes is one to charm and excite the politician, 
but the problems involved are by no means intractable 
and will be discussed in the next two sections. 

The second objection is that a proportional income 
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tax does little to change the country's distribution of 
income (because of family allowances even a flat-rate 
tax is mildly progressive), and this will be stressed by 
all who believe that one of the basic functions of a tax 
system should be to re-distribute income from rich to 
poor. Even more conservative people would support the 
adoption of an income tax at least progressive enough 
to offset whatever regressive effects exist in the rest 
of the tax system. To both of these groups, however, 
a proportional income tax may be acceptable if it is 
combined with a progressive net wealth tax. As we 
shall see in Chapter 6, the latter is a highly effective 
re-distributive device. It can be used to improve the 
administration of the income tax and has relatively fa
vorable economic effects. 

Taxation of Small Incomes . 

Even strong-minded tax administrators are likely 
to be appalled at the thought of attempting to raise 
small amounts of revenue from a large number of low-
income families. Yet equity demands that all those above 
minimum subsistence levels of income should contribute 
something if there is to be an income tax at all. The 
task is a difficult one, and we can do no more here than 
suggest a general line of approach that has been suc
cessfully employed elsewhere [4, 7]. If it is adopted, 
and as noted in Part I (section 6) Greece has already 
gained valuable experience from the establishment of 
farmer contributions to OGA, not only will the fairness 
of the tax system be materially improved, but a num
ber of by-products helpful to economic development 
can also be expected to result. 

In rural areas income tax administration can be 
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placed in the hands of officials thoroughly familiar with 
the local scene and instructed to begin by making a 
complete list of material sources of income owned 
and/or exploited by each of the farm families under 
their jurisdiction. From this information, which can 
also be used to set up a progressive net wealth tax if 
one is desired, the tax official should be able to compute 
the income-earning capacities of his constituents. A 
farmer with so many olive and orange trees, for example, 
would be expected to realize such and such a profit, 
given the weather conditions and market prices prevail
ing in the year in question, if he operated his farm at 
average efficiency. Adoption of such a figure for the 
tax base (after deduction of minimum living costs) 
would have a strong impact on work incentives since 
the amount of tax due would be independent of the 
actual amount of income earned. In effect the marginal 
tax rate would be zero, the farmer being entitled to keep 
whatever gains he obtained by working harder and by 
organizing his operations more efficiently. 

Careful check would, of course, have to be kept on 
each tax official's definition of «average operational 
efficiency» to ensure that he neither understated it 
to help out his friends and relations nor overstated 
it in an excess of zeal for rapid rural development. The 
results of past farmer performance may be well known 
in each local area, but the government may wish to 
gather its own information by means of pilot studies 
of a limited number of typical farms. If these surveys 
were combined with the testing of modern techniques 
of production and marketing which, if successful, were 
then made available to all farmers, economic growth 
would be stimulated at the same time that the tax 
base was broadened. 
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Other important by-products of this kind of exten
sion of income tax to farmers would be the updating 
of information about the nation's rural resources and 
the identification of those families which, because of 
inadequate income-earning capacities, stand in need 
of government assistance designed to convert them into 
self-sufficient economic entities. 

Similar techniques of tax assessment should be 
applicable to the country's many handicraftsmen and 
small merchants. Determination of the appropriate tax 
liability does not, of course, end the problem since the 
tax itself still has to be collected, and this may prove 
difficult if the typical citizen regards both the tax and 
the government with hostility and suspicion. Some sug
gestions for the stimulation of individual incentives to 
pay taxes are included in Chapter 8. 

Special Exemptions and Exclusions. 

In spite of the fact that it is not yet ten years old, 
the unified income tax in Greece is already badly eroded 
by outright exclusions and partial tax exemptions. 
These include the incomes of the Royal Family and of 
members of Parliament; profits of shipping companies 
and the wages of merchant seamen; part of the net 
income of journalists, actors and artists; all interest 
earned on bank deposits, on various issues of public 
debt and on private debt sold exclusively to finance 
development investment; the income of most agricul
tural enterprises; and capital gains other than those 
realized on the sale of goodwill and patents. That this 
list is only the beginning is indicated by the fact that 
an official Ministry of Finance committee, which re
cently made a study of the matter, was able to identify 
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no less than 423 exemptions which they regarded as 
serving no useful economic purpose. The main objection 
to all of these special favors is that they tend to create 
the impression that the income tax is an oppressive 
levy designed only for the unfavored few. As a result, 
pressures build up for still more exemptions, and tax 
evasion may even come to be regarded as the mark of 
everyone but the most timid and unimaginative citizen. 

High on the list of undesirable economic effects 
likely to result from these special exemptions is the 
encouragement of activities that contribute little to 
the economic growth of the country. Widespread ex
emption of agricultural income, for example, may induce 
too many people to remain in that sector, and the fact 
that dividends are taxed while much interest income 
is not makes it difficult for corporations to obtain new 
equity capital on favorable terms.While the exemption 
of parliamentary salaries cannot increase the number 
of deputies, it does have the effect of making the 
monetary attractions of that occupation greater for 
the wealthy, since the gain of shifting their income -
earning activities into a tax-protected area exceeds 
the gain realizable by a less wealthy man. Finally, 
we may note the fact that, with a progressive income 
tax in force, the exemption by the government of in
terest on its own debt may reduce its interest pay
ments by less than it reduces its tax receipts. 

Capital Gains and Losses. 

A rapidly developing country is likely to be blessed, 
among other things, by a generous supply of capital 
gains, many of them, like those arising from the owner
ship of land, presenting highly attractive bases for 
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taxation. Windfalls have long been listed among the 
ideal sources of government revenue, since taxation 
of them can have no undesirable effects on individual 
incentives. A levy confined to that particular kind 
of gain is, of course, unfeasible, but capital gains of all 
kinds can be brought under the income tax, and doing 
so would make for much greater fairness between tax
payers with the same total incomes and avoid the pos
sibility that what looks like a progressive tax is in fact 
a proportional, or even a regressive, one in the upper 
income ranges where capital gains tend to be concentra
ted. Speculative activities will also be discouraged, 
with the result that many investors may turn their at
tentions to more productive economic enterprise. Finally, 
the objectionable features of the investment subsidies 
now widely used in Greece and discussed in Chapter 8 
become less important when an effective capital gains 
tax is in force because they result only in tax post
ponement rather than in outright avoidance. 

The case for the taxation of capital gains and losses 
in a developing country, then, is a strong one, and ad
ministrative problems, although numerous, need not 
preclude the achievement of that goal. One procedure 
would be to require that all transfers of capital assets 
be registered with the government on dated forms giving 
both the sales price of the asset and the names and ad
dresses of the buyer and seller (these data then being 
transferred to the record cards of the two taxpayers 
involved). Penalties against failure to comply with these 
regulations could be as severe as outright alienation of 
all unregistered assets to the state. Many Greeks reject 
the possibility of a capital gains tax because they despair 
of ever obtaining realistic sales prices. Admittedly, it 
may take some time to change public attitudes in this 
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respect, but in the meantime it is worth noting that 
a capital gains tax has one important administrative 
advantage over the existing property transfer tax. 
Whereas under the latter both buyer and seller have 
strong incentives to understate the price, a capital 
gains tax sets up opposing incentives, the seller being 
induced to understate the price and the buyer to over
state it. Substitution of the one tax for the other, then, 
might well simplify the control of tax evasion, avoid 
some of the undesirable economic effects noted in Chap
ter 10, and improve the rationality of the tax system. 

In practice capital gains and losses have to be re
cognized for tax purposes only when assets are sold, 
given away or transferred at death as part of an estate 
(it is important that all transfers be made taxable 
events). While this use of the realization test has some 
incentive advantages (by assuring the potential investor 
that he may accumulate his gains untaxed for some 
time), it does mean that large realizations will be sub
jected to relatively high tax rates. As already noted, 
this problem does not exist under a proportional in
come tax. With progressive rates the inequity can be 
avoided at the cost of some administrative complexity. 
The taxpayer could be allowed, for example, to divide 
a realized capital gain by the number of years he has 
held the asset, to apply the appropriate marginal tax 
rates to this amount and then to multiply the resulting 
tax liability by the number of years of ownership. The 
result would be less tax than if the entire gain had been 
simply added to the taxpayer's other income, but it 
still might be more than if he had allocated the gain 
equally to the different years of ownership and then 
aggregated the additional taxes he would have paid 
in each of those years. This last procedure, however, 
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would necessitate much record-keeping and careful 
checking on the part of the government. 

Earned Versus Unearned Income. 

Special tax reliefs for earned income or supplemen
tary levies on unearned income, both of which Greece 
has at the present time, are one of those fiscal devices 
that have great superficial appeal which disappears 
rapidly upon further examination. Three arguments are 
ordinarily offered in support of them and will be exa
mined briefly here [see also 11, pp. 275-81]. 

1. Of two people with equal annual incomes, the one 
with a salary only has a greater need to save than the one 
receiving rents, interest and dividends. The proposition 
as stated is correct, but the comparison it draws is 
irrelevant to the problem at hand. The appropriate 
question to ask is whether or not the recipient of rents, 
interest and dividends accumulated his property from 
taxed income, for if he did, his ability to save was 
(and is) no greater than that of the salaried man, 
and no tax discrimination between them is called for 
on these grounds. The man of property's need to save, 
in other words, is less now simply because he started 
to do it sooner. 

One of the great virtues of a comprehensive income 
tax is that everyone must save out of taxed income 
regardless of the nature of its source. Under such a 
law not only would capital gains and losses be taxed, 
but all gifts, bequests, dowries and inheritances would 
be added to the taxable income of the recipient. Once 
again we note the possibility of high income concentra
tion in a single year, an event which creates no difficulty 
under a proportional tax and the consequences of which 
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can largely he mitigated under a progressive levy. 
Even if the income tax is less broad than it should 

be, the salaried man's ability to save out of untaxed 
income need not be significantly less than the investor's. 
The latter may have his inheritances and his captial 
gains, but the former may have his tax-free contributions 
to social insurance funds and his tax-free premiums on 
life insurance (both of these are now part of Greek 
tax law). 

2. Income from nonhuman assets is computed net 
of all maintenance expenses, and workers should be 
entitled to similar deductions. This point is well taken, 
but it calls not for earned income reliefs but for the 
exemption of minimum living allowances, including all 
necessary medical and dental expenses, and the de
duction of all costs that must be incurred for the sole 
purpose of engaging in an occupation. Once these ar
rangements have been incorporated into the income 
tax there is no need for any additional earned income 
relief. 

3. Material assets can be depreciated for tax purposes, 
and human assets should be accorded the same treatment. 
The reference here, of course, is to the decline in human 
capital values that normally occurs in later years of 
life in spite of the fact that current annual income 
may still be rising. There is indeed good reason to allow 
the deduction of these capital losses, but the first re
quirement should be that they be offset against any 
accrued, but untaxed, capital gains. Only if a net loss 
remains after the offsetting has been completed should 
the amount be deductible from other income. 

Exactly how many untaxed increases in his own 
capital value a worker is likely to experience during his 
lifetime depends, among other things, upon how much 
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he has spent for training and education out of his own 
taxed income (such sums being deductible as costs from 
his gross capital gain). It is to be doubted, however, 
that the typical wage earner would end up with a net 
lifetime capital loss — particularly since capital losses 
occurring by reason of death would presumably be 
counted for tax purposes only if they accrued to im
mediate members of the family (husband or wife or 
minor children) and then only to the extent that they 
were not covered by life insurance. 

Tax discrimination between earned and unearned 
incomes, then, would have little to recommend it even 
if a clear distinction could be drawn between the two 
types. That one cannot be made in the modern world 
is readily seen by contemplating such mixed forms of 
income as that received by a self-employed business
man or by an energetic and imaginative urban land 
developer, to say nothing of the difficulties involved 
in determining how much of any man's salary is really 
«earned». These abstruse issues are best left to the philo
sopher, and tax authorities should content themselves 
with the more manageable problems involved in defining 
income, costs, minimum living expenses, and so forth. 
With these well in hand there is no need for arbitrary 
discriminations between earned and unearned income. 

Tax Supplements and Surcharges. 

The Greek income tax has its own fair share of the 
supplements and surcharges that are such a distinguish
ing feature of the whole tax system. While one of these 
— the 3% Athens water-supply duty on gross rentals — 
represents a combination of two useful taxes in the 
interest of administrative simplicity, the rest appear 
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to accomplish nothing that could not be achieved in a 
less complicated fashion. The 3 % tax on unearned in
come should be abolished for reasons given in the 
preceding section, and a highly desirable replacement 
would be measures designed to reduce tax evasion among 
property income recipients. The 3% stamp duty on 
property rentals is either a discriminatory nuisance 
tax, in which case it should be repealed, or it is part 
of a general tax on business turnover, in which case its 
rate should be made equal to the rates applying else
where. 

The final set of special levies provides revenue for 
the Farmers Social Insurance Fund (OGA) and includes 
a 10-15% surcharge on personal income tax, a 15% 
surcharge on undistributed profits tax, and a 10% 
supplementary stamp duty on rents. The extent to which 
OGA should be financed either from the general fund 
or from specific taxes is discussed elsewhere (see Chap
ters 2 and 7), but if the income tax is selected for this 
purpose it would be far simpler to allocate a stated 
percentage of the annual revenue for farmers'1 insurance 
rather than to require the taxpayer, as under the present 
law, to add on a special tax and then deduct it in the 
computation of his ordinary income tax. 

Integration of Corporate and Personal 
Income Taxes. 

One of the most difficult income tax problems is to 
integrate the taxation of individuals and corporations 
so as to avoid either the overassessment of some kinds 
of income or the underassessment of others, and in 
this respect the Greek tax system has much to be com
mended. Dividends are taxed in the hands of the stock-
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holder (along with all of his other income), undistributed 
profits are taxed in the hands of the corporation (with 
provision for tax refunds if and when they are subsequ
ently distributed), and dividends are subject to a 25% 
withholding tax, paid by the corporation and deducted 
by the stockholder from his total computed tax lia
bility. One major improvement that could be made in 
this area would be the full taxation of capital gains 
and losses, including those realized on the sale or trans
fer of corporate stocks and bonds. Adoption of a pro
portional income tax would also simplify both the 
taxation of undistributed profits and the withholding 
of taxes on dividends. 
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C H A P T E R 4. 

THE STRUCTURE OF COMMODITY TAXATION 

Like its Mediterranean neighbors Greece places 
heavy reliance on taxes levied on the sale or importa
tion of commodities and clearly designed to burden the 
buyer. It would be a mistake, however, to suppose that 
these consumer and investor burdens are the only, or 
even the most important, economic effects of the taxes 
to be discussed in this chapter. Individual incentives 
to work and to invest can be altered significantly, and 
all but the most general of sales taxes, of which there 
are none in Greece today, will reallocate resources from 
one activity to another. The importance of these effects 
to a country anxious to improve its economic per
formance need not be emphasized, and while a compre
hensive analysis is obviously impossible here, we shall 
discuss them briefly with specific reference to some of 
the questions most likely to interest the policy-maker. 
These include such queries as: (1) Are arbitrary distinc
tions between people with different consumer tastes or 
with different productive abilities held to some reason
able minimum? (2) Are above-average tax rates restrict
ed to products typically bought by wealthy groups 
but not by the poor — that is, to luxuries in the eco
nomic sense of the word? (3) Are incentives to consume 
held in check while incentives to work and to invest 
are developed and encouraged? and (4) Will domestic 
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commodity taxes provide the authorities with a reason
able source of additional revenue to replace that lost 
when present customs duties are lowered according to 
the provisions of the Association Agreement (Treaty 
of Rome) between Greece and the European Economic 
Community? 

Greek Commodi ty Taxes in 1962. 

As Table 4:1 indicates, commodity taxes (i.e. general 
and selective sales taxes and import duties) are the 
mainstay of Greek central government finance, providing 
in 1962 nearly 50% of all tax revenues if social security 
contributions are included in the total, and nearly 

TABLE 4 : 1 

Greek Central Government Tax Revenues in 1962 
by Major Type 

Per cent of Total 

Amount Including Excluding 
(millions Social Social 

Tax Group of drs.) Security Security 
Contributions Contributions 

Commodity 11,329 49% 69% 
Income, inheritance and 

gift 2,886 
Stamp duties 1,171 
Payroll 603 
Property transfer 533 
Social security contribu

tions 6,406 
Totals 22,928 

13 
5 
3 
2 

28 
00 

17 
7 
4 
3 

100 

S o u r c e : Part I, p. 
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70% if they are not. While to an Englishman or an 
American the tax structure shown in Table 4:1 cer
tainly has its unusual features, to an Italian it would 
look entirely familiar, since his central government in 
recent years has collected about 47% of its total re
venues in the form of commodity taxes, 34% in social 
security contributions, and 13% in income, inheritance 
and gift taxes. The United States, in contrast, raises 
only 20% from commodity taxes and 15% from social 
security contributions, but 50% from income, death 
and gift taxes, even if state and local taxes (in which 
sales taxes figure so importantly) are included in the 
total. 

It is by no means easy to set up a reasonable, yet 
simple, economic classification of Greek commodity 
taxes, and Table 4:2 as a result takes them pretty much 
at face value. Thus the turnover tax, though charac
terized by numerous exemptions and reduced rates, is 
treated as a general tax, while the tobacco and sugar 
excises (though, as we shall see below, they may be just 
as general in their output-reducing effects) are placed in 
the selective category. Nevertheless, it is clear from the 
table that a major portion of commodity tax revenues 
arises from transactions in relatively few products. The 
important role played by customs duties is also apparent, 
the 11% of central government revenues standing well 
above comparable figures for such countries as Italy 
(less than 5%), West Germany (3%), the United King
dom (2% %) and France (2%). Customs duties alone, 
however, do not necessarily measure the true discrimi
natory tax burden borne by Greek imports. As noted in 
Part I, foreign goods are valued for turnover tax pur
poses by adding a computed uplift to their import price 
(to raise that price to the wholesale level at which 
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TABLE 4 : 2 

The Structure of Greek Commodity Taxation in 1962 

Per Cent of Per Cent of 
Revenues Revenues 

(11,329 million (22,928 million 
Tax drs.) drs.) 

General Sales 23% 11% 
Turnover tax 16% 
Agricultural sales 3 
Luxury tax 1 
Other 2 

Selective Sales 55 27 
Tobacco 18 
Petroleum 12 
Sugar 7 
Transportation 7 
Alcoholic beverages . . . 3 
Entertainment 3 
Other 4 

Customs Duties 22 11 

S o u r c e s : Part I and the Central Government Budget. 

Greek goods are assessed), and they are in addition 
subject to a special turnover tax levied at one-quarter 
of the regular rates and designed to impose the same 
burdens as the payroll taxes that are levied on domestic 
enterprises. Needless to say, neither of these adjustments 
is likely to achieve its purpose in any very exact sense, 
and both of the levies involved are important enough to 
merit close attention as the Greek tax system is integra
ted with those of the other EEC countries. In 1962, 
for example, total turnover tax receipts of 1,845 drs. 
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were divided into 845 drs. from domestic goods and 
services, 800 drs. from the regular levy on foreign 
products, and 200 drs. from the special turnover tax. 

Allocative Effects. 

That any non-general sales tax shifts resources out 
of the taxed industry into other sectors of the economy, 
and in the process raises the prices of taxed output 
relative to the prices of nontaxed goods and services, 
is a proposition too well known to require discussion 
here. Though empirical data in Greece are much too 
scarce to permit any detailed measurement of these 
allocative effects, one can, on the basis of official statis
tics and the relevant provisions of tax law, readily 
identify some of the main productive sectors that are 
particularly heavily or lightly taxed. Our primary can
didates for the highly taxed category,as far as domestic 
commodity taxes alone are concerned, are listed in the 
first five lines of Table 4:3; together they accounted for 
70% of all 1962 domestic excises. For the most part 
the figures speak for themselves — the proportion of 
total revenue contributed by the tax on tobacco, for 
example, is far greater than the share of tobacco in 
Gross Domestic Product (GDP). 

The taxes on liquor, entertainment, and vehicle cir
culation are also disproportionately high, though less 
so. The luxury tax does not raise much revenue, a fact 
that testifies eloquently to the suitability of its name, 
but it imposes such rates as 10% on alcoholic beverages, 
30% on furs, jewels and china, and 300% on essential 
perfume oils. 

At the opposite end of the tax spectrum are the 
various kinds of output exempted from turnover tax: 
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TABLE 4 : 3 

Percentage Distribution of Domestic Commodity Taxes in 1962 

Per Cent of Total 1962 
Revenues from Domestic 

Commodity Taxes 
(4,340 million drs.) Product or Sector 

1. Tobacco 45% 
2. Alcoholic beverages 7 
3. Entertainment 6 
4. Vehicle circulation 11 
5. Luxury goods 1 
6. Transportation 6 
7. Agriculture 9 
8. Banking and insurance . . . . 2 
9. Electricity, gas and telecom

munications 1 
10. Industry and Handicrafts .. 13 

a. Textiles 3% 
b. Metallurgical 3 
c. Chemicals 2 
d. Building materials 1 
e. Food processing 1 
f. Leather and hides ζ 
g. Other 2 

Total 100 

ζ — less than 1/2% 

S o u r c e s : Items 1-10 - 1962 Budget of the Central Govern
ment. 
Items 10a-10g - Special tabulations made available 
by Mr. A. Michalakis. 

newsprint, fertilizers and shipbuilding; the construction 

of new buildings (6% of GDP) and the services of exist

ing dwellings (6-7% of GDP); electricity outside the 
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Greater Athens area, and professional services generally. 
There is an agricultural sales tax, but its rates are rela
tively low and applicable only to wholesale market 
transactions, with the result that it raises only 9% 
of domestic commodity tax revenues, whereas agricul
ture makes up 25-30% of Gross Domestic Product. In 
addition, various processed agricultural products are 
either exempted completely from the turnover tax or 
are subjected to rates of only 1% % or 3% instead of 
the standard rate of 6%. Broadly speaking, then, the 
sectors of the economy toward which resources are 
presumably shifted by Greek commodity taxes include 
building and construction, newspaper publishing (also 
favored under the income tax), the service and retail 
trade industries, and production by small handi
craftsmen (who, unlike their larger competitors, are 
exempt from turnover tax). Whether all of these activ
ities would be entitled to such encouragement if the 
sole test were their contributions to economic growth 
is to be doubted. 

Contemplation of the first two items in Table 4:3 
brings to mind the one instance in which commodity 
taxation shifts few resources out of the taxed industry, 
namely, when the price elasticity of demand for the 
taxed products is close to zero. Such sales taxes do 
have allocative effects, but they exert them by means 
of what may be called «expenditure spillovers» rather 
than by their direct impact on the taxed sector. A 
simplified example will indicate the nature of these 
influences. Suppose that we are faced with the neces
sity of raising additional tax revenues of, say, 20 and 
are considering various ways of doing this. For purposes 
of discussion, therefore, we may take the level of private 
money incomes to be independent of the particular 
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kind of tax chosen. Regardless of the alternative adop
ted, in other words, private incomes are to be reduced 
by 20 and government income is to be raised by an 
equal amount. 

One possibility, let us say, is an ad valorem sales 
tax on product X, for which the price elasticity of 
demand is equal to unity. Assume for simplicity that 
all sellers of X react by raising their prices by the full 
amount of the tax. If gross receipts from sales were 
200 before the tax was imposed, they will continue to 
be 200 with it in force, and a tax rate of 10% will 
accomplish the purpose we have in mind. Since con
sumers spend no more (and no less) on X after the 
imposition of the tax than before, they will be under 
no financial pressure to economize on their purchases 
of other goods and services in general, though the higher 
price for X will produce the usual reactions on the 
demand for close substitutes and complements. In this 
case the deflationary impact is concentrated on the 
taxed industry, and the smaller flow of money income 
(180) available there will force resources out into othe 
sectors of the economy. 

The result will be quite different, however, if the 
tax is imposed on Y, an industry also having gross re
ceipts from sales of 200 but enjoying a price elasticity 
of demand for its product of zero (the case is extreme 
but it simplifies the exposition and illustrates the point 
at issue perfectly well). As sellers of Y raise their prices 
in response to the tax, buyers of Y will increase their 
expenditures proportionately, so that with the tax in 
force gross receipts from sales will be 220, resource 
incomes in industry Y will remain at 200, there will be 
no incentive for any outward shift of productive factors, 
and the quantity of Y produced and sold will be com-
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pletely unaffected by the tax (which in this case will 
be levied at a rate slightly in excess of 9%). Since con
sumers spend 20 more on Y than they did before the 
tax was imposed, they can be expected to spend less 
on other goods and services, and it is there that the 
deflationary impact of the tax on Y will fall. There 
are, in short, expenditure spillovers of a negative 
variety, and the tax, although confined to a single 
product, brings about a generalized fall in private spend
ing not unlike the effects of a broad-based income or 
expenditure tax. Our excise on Y still brings about a 
shift of resources, but this time it is from one group of 
untaxed industries to another. 

While price elasticities are not, in practice, likely 
to be as low as zero, both tobacco and alcoholic bever
ages, which together accounted for 52% of Greek com
modity tax receipts in 1962, show elasticities significant
ly less than unity in the various empirical studies that 
have been made of them.1 If Greek consumers behave 
in similar fashion to consumers elsewhere, therefore, 
the deflationary effects of an important segment of 
Greek commodity taxes are considerably more general 
than one might at first glance suppose. From the point 
of view of both allocative efficiency and administrative 
simplicity there is much to be said in favor of such 
taxes. 

1. See, for example, Richard Stone, The Measurement of 
Consumers'' Expenditure and Behaviour in the United Kingdom 
1920-1938, Volume I (Cambridge: University Press, 1954), and 
other works cited in the Food and Agriculture Organization of 
the United Nations, Bibliography on Demand Analysis and Pro
jections, (Rome: FAO, 1959) and subsequent annual supplements. 
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Distributional Effects. 

Commodity taxes alter the distribution of consumer 
spending power in two major ways: first, by changing 
product prices so that people with certain tastes are 
favored and those with other tastes are burdened, and 
second, by changing factor prices so that the owners of 
some types gain and the owners of other types lose. 
In this section we shall consider both of these sets of 
effects briefly, but first we must look at the structure 
of Greek import duties as presented in Table 4:4. It 
should be noted that the data are for 1961, the latest 
year available, and are derived from official tabulations 
based on the Standard International Trade Classifi
cation (SITC) of commodities. Not all taxes on imports 
are included, however, the major omissions being petro
leum duties (1,256 million drs.), the special turnover 
tax on imports (180 million drs.), taxes in favor of 
OGA, the Farmers' Social Insurance Fund (165 million 
drs.) and stamp duties (105 million drs.). 

Imported food, the single most important revenue-
producing category by a small margin, is dominated by 
sugar and coffee, which in 1961 yielded the government 
814 million drs. (out of a total for the class of 1,086 
million drs.) and bore average tax rates of 222% and 
85% respectively. Other highly taxed items were spices, 
tea and prepared cereals, all subject to rates exceeding 
100%. Among manufactured imports (SITC categories 
6 and 8 producing 34% of the taxes included in Table 
4:4) the biggest revenue-producers were textiles (290 
million drs. at an average tax rate of 64%) and yarn 
and thread (105 million drs. at a 42% tax rate); and 
products bearing tax rates above 70% including furs, 
clothing, pottery, luggage, watches and clocks, toys 
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TABLE 4 : 4 

Percentage Distribution of Import Duties and Taxes, 
and Average Tax Rates, 

by SITC Single-Digit Categories, 1961 

SITC 
Number 

Category 

Per cent of 
1961 Revenues 

from 
Import Duties 

and Taxes 
(3,790 million 

drs.i) 

29% 
28 

18 

10 

6 
5 
4 

ζ 

ζ 

Average 
Tax Rate 

64% 
35 

22 
30 

49 

13 
60 
31 

136 

0 Food and live animals . . 
6 Manufactured goods . . . . 
7 Machinery and transport 

equipment 
5 Chemical products 
8 Miscellaneous manufac

tured articles 
2 Raw materials 
3 Fuels and lubricants . . . . 
4 Animal and vegetable"oils. 
1 Beverages and tobacco . 

T o t a l . . . . 
ζ = less than Yz%. 

100 33 

1. Includes import duties (2,170); consumption taxes on 
sugar (720), tobacco and alcoholic beverages (40), and certain 
luxury goods (40); the standard turnover tax (730) and the 
luxury tax (90). 

S o u r c e : National Statistical Service of Greece, Statistical 
Year-book of Public Finance, 1962 (Athens, 1963), 
pp. 43ff. 

and sport ing goods, N o t surpris ingly b o t h r a w mater ia l s 

and m a c h i n e r y (SITC categories 2 and 7) were l ightly 

t a x e d — wool, for example , b e a r i n g a r a t e of only 2 % 

a n d s y n t h e t i c fibers one of 7 % . Clearly, domest ic pro-
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auction of textiles and clothing enjoys a high degree 
of protection from foreign competition. 

That Greek commodity taxation, both of imports 
and of domestic products, does attempt to discriminate 
against luxury goods is by now abundantly clear. Its 
most conspicuous successes in this respect include im
port duties on consumer durables, the special luxury 
tax itself, and the motor vehicle registration and annual 
circulation fees which, as illustrated in the last section 
of Part I, can range from 22,500 drs. for a Volkswagen 
to 81,000 drs. for a Ford Galaxy. Entertainment taxes, 
too, presumably fall mainly on luxury consumption, 
although the productivity of the tax, substantiated by 
casual observation of the country's active taverna and 
night club life, indicates that the burdens are by no 
means confined to the upper income groups. Neverthe
less, apart from some curious anomalies — Β class hotels 
with better facilities than those in the more highly 
taxed A or AA categories, or higher tax rates on dan
cing and skating than on football matches, theater and 
opera — the entertainment tax is graduated roughly 
according to the quality of the services rendered, as 
described in Part I. 

Balanced against these successes, however, stand two 
important features of the commodity tax structure. The 
first is the large amount of revenue raised from the 
consumption of such products as tobacco, sugar and 
coffee. These are commodities which people could in 
theory do without but which in fact they do not, and 
taxation of them in Greece probably alters the price 
structure in a regressive fashion.2 The second is the 

2. Empirical studies typically show that family expendi
tures on such products as tobacco, sugar and coffee increase 
less than in proportion to increases in family income. 
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absence of commodity taxation on various products 
which are enjoyed mainly by the wealthy, the most 
obvious examples being luxury homes and apart
ments, foreign travel and the services of domestic 
servants. 

The distributional picture, then, is a mixed one, 
and whether commodity taxes as a whole alter the 
consumer price structure in any systematic fashion 
(i.e. regressively or progressively) as one moves up the 
personal income scale is an unanswered question and 
one that may remain so until the tax structure is made 
considerably more simple than it is now. Some sugges
tions for doing this are made in the next chapter. 

In the traditional analysis of sales taxes product 
price changes and factor price changes emerge as alter
natives, the one occurring only to the extent that the 
other does not, and much the greater emphasis is given 
to product prices. More recent theory, however, stresses 
the changes in factor prices that can be expected to 
occur even when the price of the taxed product rises 
by the full amount of the sales tax [13, 14] and thus 
directs attention more strongly to the commodity tax 
burdens (and benefits) which may fall on the owners 
of different kinds of productive resources, The nature 
of these effects, as far as domestic taxes are concerned, 
has already been indicated in the preceding section. 
Those whose income-earning powers are held down by 
Greek sales taxation are, in general, workers whose 
talents particularly fit them for the production and 
distribution of commodities that are taxed at a relatively 
high rate and the demand for which is not highly price 
inelastic. Probably the most obvious group of benefi
ciaries, on the other hand, are the owners of resources 
with a comparative advantage in the provision of 
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domestic substitutes for those foreign goods that face 
a high Greek tariff. 

Other, less obvious, commodity-tax factor burdens 
also exist. We noted above the negative expenditure 
spillovers that probably result from the excises on 
tobacco and alchoholic beverages, and high import 
duties on sugar and coffee are likely to have similar 
effects. By reducing the sales of various kinds of domes
tic output, some of it not subject to commodity tax at 
all, these spillovers lower worker and other factor in
comes over a wide, but unidentifiable, area. Import 
duties on goods for which the consumer demand is not 
highly price inelastic, however, concentrate their factor 
burdens on one sector of the Greek economy — namely, 
its export industries. The process by which this 
result emerges is a complicated one [13, Chapters 8 
and 9], and it can be shown here only by means of a 
simplified example. Consider the imposition of Greek 
import duties on a set of commodities with a unitary 
price elasticity of demand, and suppose that the foreign 
exchange price of the drachma is to be kept fixed. 
Since the import duties will reduce the flow of drachmas 
onto foreign exchange markets (in this case by the 
yield of the tax to the government), either an increased 
supply of them, or a reduced demand for them, must 
be generated if exchange rates are to be held stable. 
While in the short run this may be accomplished by 
means of a gold flow into Greece or by increased foreign 
borrowing in the Greek market, in the long run more 
basic economic adjustments, unfavorable to Greek ex
porters, must occur. One possibility is that Greek prices 
will be forced up so that exporters find their costs 
rising in the face of a stable demand for their products, 
and the other possibility is that foreign prices or income» 

142 



(or both) will be forced down^so that the demand for 
Greek exports falls while their costs of production 
remain stable. In either case employment opportunities 
for resources especially suited to exporting decline, 
and with them go the income-earning powers of the 
resource owners. 

Incentive Effects. 

Commodity tax enthusiasts typically stress the 
favorable effects which these levies are assumed to have 
on individual incentives to work, to invest, or to save. 
Since few empirical studies of these effects have yet 
been made, even in such research-oriented countries 
as the United States and the United Kingdom, this sec
tion will do no more than launch one or two small 
missiles at the enthusiasts' ballooning hopes for sales 
and excise taxes. 

As we have seen, commodity taxes do impair family 
incentives to consume, both by raising product prices 
and by lowering factor rates of pay, and at the same 
time they presumably raise incentives to save, though 
few economists would wish to say by how much [5]. 
Moreover, it is well known that there is many a slip 
between an increased desire to save and the achievement 
of a higher rate of real investment. Some of the impedi
ments in fact are raised by commodity taxes themselves, 
since they do reduce sales in the taxed consumer-
goods industries, and since, unlike an income tax with 
generous loss carry-overs, they do not automatically 
decline when profit rates fall off or become negative. 
All things considered, it seems wise not to rely on ex
cises as general stimulators of private investment but 
rather to use them to shift it from certain areas to 
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others that are more favorable to future economic 
development. 

As for incentives to work, there appears to be little 
danger of their impairment by low-rate commodity 
taxes of broad coverage. High-rate luxury excises, on 
the other hand, may move out of reach the very pro
ducts that many workers would be willing to work a 
good deal harder in order to enjoy. If a choice has to be 
made, it may well be preferable to have stoves and re
frigerators and other consumer durables within the 
aspiration horizons of almost every family rather than 
to try to tax the wealthy by levying heavy excises on 
those products. In many cases, furthermore, it may not 
be necessary to make that particular choice. Where a 
wide range of product models is available, ranging from 
utilitarian to highly luxurious ones, a commodity tax 
graduated according to the sales price — 0% on the 
first X' drachmas, 20% on the next Y drs. 50% on the 
next Ζ drs., and so forth —may succeed both in stimu
lating the incentives of the poor and in reducing the 
real incomes of the rich. 

Commodity Taxes and Balance 

of Payments Adjustments. 

Having discussed Greek commodity taxation from 
a general point of view, we turn finally to a specific 
problem which tax officials will face in the future un
less government expenditures can be reduced signifi
cantly — namely, the replacement of the import duty 
revenues lost as the provisions of the Treaty of Rome 
are brought into operation. There are, of course, many 
possibilities to be considered, and much of the discus
sion both earlier in this chapter and elsewhere in Part II 
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is pertinent. Our concern here, however, is only with 
the balance of payments aspects of the problem, and 
the question to be answered is whether commodity 
taxes will facilitate or impede the monetary adjustments 
likely to be necessitated by a reduction in Greek tariffs 
relative to those in other countries. 

The economic effects of such a development are 
simply the reverse of those already discussed above for 
an increase in import taxes. If the exchange value of 
the drachma is to be maintained by other than tempo
rary expedients (gold outflows or increased borrowing 
abroad), Greece's exports of goods and services must 
be expanded or its demand for imports held in check. 
While both of these adjustments would be facilitated 
by rising prices abroad, it would be wise not to count 
on these developments. In their absence, Greek prices 
must be forced down, or at least prevented from rising 
as fast as they otherwise would. Our question, then, 
is whether higher commodity taxation, compared to 
the relevant alternatives, will help or hinder this de
flationary process. 

Let us take for this purpose two taxes of a rather 
similar nature: a general commodity tax on value added, 
such as the present Greek turnover tax would become 
if it were extended to all types of output and to all 
stages of production; and a general levy on gross in
comes, such as an integrated personal and corporate 
income tax would be if no personal exemptions or de
ductions were allowed. As far as the business sector of 
the domestic economy is concerned, each of these taxes, 
if defined consistently, would reach exactly the same 
tax base [14, pp. 280-1], but they would do so in ways 
sufficiently different to create a strong presumption 
that their economic effects would also be different. 
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While based, for any given business, on the total amount 
of its wages, salaries, rents, interest, and profits, a 
value-added tax must be paid entirely out of the latter, 
and the business is left to recoup what losses it can 
either by raising its selling prices or by reducing its rates 
of pay for hired factors of production. A gross income 
tax, in contrast, would be deducted at the source by 
each business on its payments of wages, salaries, rents 
and interest; and profits would consequently be left 
to bear only their proportionate share of the tax. Net 
factor rates of pay, in other words, would be reduced 
immediately and generally by a gross income tax, and 
while in time they might be reduced to the same extent 
by a value-added levy, the changes in question would 
have to be brought about through the market mechanism 
with its various imperfections and lags of operation. 
Given these impediments, business firms might find it 
easier to make some part of their adjustment to the 
value-added tax by means of an increase in their selling 
prices. If this is so, the gross income tax would present 
less of an impediment to the deflationary adjustments 
likely to be necessitated by a reduction in Greek im
port duties, and consequently would be the preferred 
choice for replacement of the government's lost revenue. 
Similar conclusions would apply to comparisons be
tween a gross income tax and any of the other broad 
commodity levies — turnover, retail sales, manufac
turers' excises and so forth — that might be enacted. 

Conclusions. 

The discussion in this chapter has been centered 
around the four policy questions posed at the begin
ning, and it is perhaps not surprising to find that a 
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strong affirmative answer cannot be given to any of 
them. Greek commodity taxes do make arbitrary dis
tinctions between people with different consumer tastes 
and different productive talents, and while an effort 
has clearly been made to concentrate burdens on the 
buyers of luxury goods, the system as a whole has some 
serious shortcomings in this respect. Incentives to con
sume are undoubtedly reduced, but in the process 
incentives to work may be held below the high levels 
necessary to a rapidly growing economy, and incentives 
may be provided for investment in areas that add little 
to that growth. Finally, we have argued that, as re
placements for the import-duty revenue losses that 
Greece is expected to suffer in the future, commodity 
taxes are capable of interfering with the necessary 
balance of payments adjustments in ways that a gross 
income tax, for example, would probably not. 

All of this is simply to say that there is ample room 
for improvement in Greek commodity taxation, and in 
this respect it is no different from that prevailing in 
other countries. Some specific suggestions for reform 
are accordingly given in the next chapter. 
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C H A P T E R 5. 

THE REFORM OF TAXES ON CONSUMPTION 

Turnover tax, the tax on agricultural sales, the 
luxury tax, the tax on imported luxury goods, the spec
ial consumption tax, and the tax on certain consumer 
goods which is raised in favour of OGA are levied at 
a bewildering variety of rates, with multifarious exem-
tions, with complicated special provisions and with 
some overlapping. It is, in consequence, impossible to 
obtain any general view of which kinds of consumer 
goods are taxed at what rates. This means that al
though the fairness of any particular change in the 
system can be discussed, the fairness of this set of taxes 
as a whole cannot even be argued about. Nobody 
knows anything about the joint pattern of these taxes. 

To say this does not, of course, mean that the pre
sent tax system is incomprehensible. It is perfectly easy 
to explain why it is as it is if its evolution is traced 
historically. Although a historical account would be 
fascinating, it is not attempted here. From the policy
making point of view, origins do not matter, and what 
is important is whether the system can be given a 
rationale here and now. The ability to survey the system 
is clearly an essential condition for this. 

From a political point of view, however, it may be 
argued that obscurity is sometimes desirable, and the 
academic must be realistic enough to recognize this. 
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When, for example, it is not known whether the tax 
structure strikes particularly heavily at large families 
versus small families, workers versus middle-class and 
so on, the tax structure can scarcely be a political issue. 
If such matters were suddenly to become known, politi
cal friction might arise; pressure groups might be formed 
and existing coalitions might dissolve. Thus the price 
of knowledge may be political disruption of some sort. 
It is not self-evident that this is necessarily always 
worth paying, merely for a chance to make the tax 
system fairer. Whether or not the gain in knowledge is 
worth-while thus depends on the size of the price and 
on the possibility that the gain in knowledge will be 
used constructively. 

This argument is designed to show that the natural 
bias of the outside observer in favour of a coherent and 
unified tax structure really is a bias and not an expert 
judgement. Yet this desire for tidiness, clarity and in
formation is not the only reason for reforming the taxes 
on consumption. The need to harmonize with the taxes 
of the European Economic Community, of which Greece 
is now an associate member, must be borne in mind. 
Exactly what «harmonization» is to mean in practice 
within the Community is not yet clear; it seems, how
ever, that early notions of removing physical frontier 
checks between member countries have been found to 
be too complicated to make them a practical possibility 
within the near future. Furthermore, even if they were 
abolished it would then require a shift from a destina
tion to an origin basis of taxation if a community-wide 
system of taxes at uniform rates were to be introduced. 
This possibility seems remote; so for the present, at 
least, there is still room for a Greek solution to the pro
blem of Greek consumption taxes. The impact of the 
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Community upon the Greek fiscal system will be much 
greater as regards the need for revenue. As the intra-
market tariff structure is gradually dismantled, customs 
revenue will fall, so that Greece will have to seek addi
tional sources of revenue. A reformed and revitalized 
structure of consumption taxes offers an obvious way 
of providing a replacement for the lost revenue. 

A different reason why a more unified tax system 
is to be recommended is the following. If the need arises 
to use fiscal policy to stabilize the Greek economy in 
the face of fluctuations in effective demand, the ability 
to stimulate or retard consumption expenditure would 
be extremely useful. This ability presumably exists in 
the sense that, in pure principle, a government could 
introduce legislation to change a whole set of tax rates 
by a uniform x%. In practice, however, with different 
laws and procedures applying to different goods, the 
time required to prepare and execute the change would 
vary very considerably from one item to another. Thus 
the possibility of future use of consumption taxes as a 
regulator of economic activity might be considerably in
creased if the system were revised and unified with this 
aim in mind. 

Finally, a simpler system of consumption taxation 
is to be commended if it would reduce administrative 
costs. The present proliferation of taxes means that rel
atively simple commercial transactions require a great 
deal of documentation. Thus much clerical labour would 
be saved by unifying these taxes. It is important to note 
that what matters here is the saving for the economy 
as a whole, not just for the authorities. Thus a reform 
which raised the manpower requirements of the tax 
authorities by 1,000 but which saved the labour of 2,000 
similar employees working for private business would 
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be well worth pursuing, even though it would raise 
government expenditure. 

For all the above reasons, the idea of reforming 
Greek consumption taxes is worth considering. It is 
my purpose in this chapter to discuss some of the factors 
which deserve examination when the choice is made 
between alternative possibilities. Let me start with the 
administrative factor. Other things being equal, ad
ministrative simplicity is obviously a desideratum, so 
we must ask what contributes to it. 

Here two general points can be made which are 
both fairly self-evident: The smaller the number of 
people and/or firms liable to pay a tax and the more 
uniform the rate at which it is levied, the simpler it is 
to administer. The first of these points explains why a 
consumption tax at the wholesale stage is administra
tively preferable to one at the retail stage, so long as all 
retailers are not properly assessed for income tax (if 
they were, the two taxes could be jointly administered); 
the second simply means that more uniformity involves 
fewer border-lines and exemptions. Taken together, the 
two points suggest that the simplest system to admin
ister would involve a single flat-rate applied to the 
importation and production of practically everything. 

Against this, the economic (not administrative) crit
icism can be made that it would involve taxing things 
in proportion to the number of stages involved in their 
production. This would upset price relativities and 
artificially encourage vertical integration; criticisms 
familiar from discussions of the cumulative or «cascade» 
nature of the German Umsatzsteuer. To avoid these 
effects and make the tax noncumulative would require 
the device used in the Greek Turnover Tax of reducing 
the tax liability of any producer by the tax already paid 
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on his inputs as shown by his suppliers' invoices. 
The gain to be had from taxing at the production 

and import stage rather than at the wholesale or retail 
stage naturally depends upon the number of producers 
and importers relative to the number of wholesalers and 
retailers. In Greece, where there are so many small 
urban craft businesses, the gain is much less than it 
would be in the UK. Most of the numerous small metal 
workshops, shoemakers, joiners and so on are both pro
ducers and retailers, so that sofar as they are concerned 
the task of taxing their output is exactly the same how
ever they are regarded. In agriculture, on the other 
hand, wholesalers are far fewer than farmers, but since 
the agricultural sales tax is levied on the purchases of 
the wholesalers and not on their sales, the tax is in fact 
equivalent to a tax on sales by the agricultural pro
ducers. Thus there is indeed a gain in taxing at the pro
duction/import level, but it is smaller than in more 
developed countries. 

An additional consideration reinforces the argument. 
Where there are different tax rates and exemptions, 
the problem of assessing any taxpayer's liability is 
greater, the greater the heterogeneity of his turnover. 
Consider, for example,the problem of assessing a grocer 
on his retail turnover when certain basic foods are 
exempt; it is all too easy for him to exaggerate the frac
tion of his turnover consisting of exempt items. Now 
in general, producers specialize more than wholesalers, 
and wholesalers specialize more than retailers. Thus the 
earlier the stage at which a general but non-uniform tax 
is applied, the less trouble is caused by the lack of uni
formity, i.e. by problems of borderlines. 

In general, therefore, the purely administrative 
considerations considered so far favour a general turn-
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over tax levied at the import and production stage ex
cept that, in the case of agriculture, it would (like the 
present 3% tax) be imposed on purchases from produ
cers instead of on sales by them.But these administrative 
considerations are not the only ones, and the ease with 
which exports can be relieved from tax also deserves 
mention. (The desirability of this is taken for granted 
here.) A tax which is levied on producers offers relative
ly little difficulty so far as direct exports by producers 
themselves are concerned. They simply pay tax on the 
whole of their sales less that part which they can prove, 
using customs documents, to have been exported. But 
when merchants undertake export, what is required is 
a refund of the tax paid by the producer and this may 
be a little more complicated to administer. If, however, 
the tax were at the wholesale level instead of the retail 
level, exports could simply be exempted so that the 
need for export rebates would disappear. If, finally, the 
tax were levied at the retail stage, there would be need 
of no special provision for exports at all, since all ex
ports are made at the production or wholesale stage. 

Returning now to the broader question, we must 
recognize that there are strong arguments against levy
ing a general tax upon production and imports instead 
of upon a later stage. From the simple point of view of 
revenue-raising, this is because it limits the base of the 
tax. Thus if we took the opposite extreme, that of levy
ing a tax on the retail value of all consumer goods and 
services, the base would be larger both by the inclusion 
of the contribution to the national income of all distrib
utional activities, wholesale and retail, and by the 
addition of the contribution of many service trades, 
such as laundries, restaurants and private schools. With 
the larger base the rate could be lower or the revenue 
larger. 
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Supposing, then, that the choice of how broadly 
based the tax should be is being examined apart from 
the administrative considerations already discussed, 
what are the main factors which are relevant ? The cen
tral point is surely that to exempt particular items from 
taxation is to encourage their provision relative to the 
items which are taxed. Thus to tax things but not ser
vices (other than banking, insurance and transport) 
causes relatively fewer resources to be devoted to their 
production than would otherwise be the case and rel
atively more to be devoted to distribution and con
sumer service trades. Now there is no particular reason 
for supposing that this has been the deliberate aim of 
those responsible for Greek fiscal policy, but it is most 
important that it should be understood. A widening 
of the tax base would accelerate the growth of agricultur
al, industrial and handicraft output and decelerate the 
growth of the service trades for a number of years. 
The present lower rates of turnover tax for provincial 
industry do something to encourage it, and the present 
zero rates for most services encourage the provision of 
those services in just the same way. 

Here, then, is a policy choice to be made. Any 
change from the present system would affect income 
distribution in two ways. First, until resources had been 
reallocated, it would hurt the producers of services and 
benefit the producers of goods. As time passed and the 
output of services fell relatively to that of goods, i.e. 
grew less fast, part of the process would be a reshuf
fling of men and capital between the two sectors. Em
ployment in services, that is to say, would decline or 
at any rate grow more slowly than other employment, 
until returns there were once again on a par with those 
in the production of goods. The producers of services 
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would suffer permanent loss of income only if, first, 
the demand for services failed to grow (i.e. the economy 
failed to expand) and, second, workers and entrepre
neurs were prevented from leaving the service trades 
and taking up other work. But neither of these condi
tions is likely, so once adjustment had been made, 
relative wages and profits would stand in their previous 
relationship. The second way in which the change from 
the present system would affect income distribution is 
that the relative rise in the price of services would im
pose a relative loss on those who spend an above-aver
age proportion of their income on services. 

These rather general distributional questions are 
likely to be less important to politicians than the vari
ous differentials in rates which are designed to make 
luxuries relatively expensive. Such distributionally in
spired differentials serve to give the taxation of con
sumption a progressive structure. It is probably easier 
to get political agreement about the desirability of this 
than it would be to get it about a suggestion to tax ser
vices as well as goods. Yet the latter is very important 
too. 

The notion that taxation should make caviar more 
expensive relatively to olive oil, and air-conditioners 
relatively to stoves seems a simple one. But not much 
money is spent on the really obvious luxuries like these, 
so that if the progressive element in consumption tax
ation is to be more than just nominal and is to exert 
a substantial effect on income distribution, more sub
tlety is required. Empirical research, using family bud
get surveys, is necessary in order to design a redistribu-
tive consumption tax. Inexpert guesses about income-
elasticities are not good enough as a basis for policy. 

One kind of differentiation is almost universally ap-
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plaiided, and on totally different grounds, having noth
ing to do with the distribution of income. This is the 
avoidance of pyramiding and is achieved by reducing 
the tax on products which incorporate as materials 
other products which have already borne tax. The way 
in which this is done in the Greek Turnover Tax has 
already been mentioned. It should be noted, however, 
that this is not done consistently, since food processors 
get no reduction of their Turnover Tax in respect of the 
3% tax paid on the agricultural products they use. Nor 
is there any reduction in the tax paid by customers of 
banks, or of insurance, electricity, and transport under
takings. Thus there is some cumulative effect, even as 
regards materials and other current inputs. What is 
more, there is no general exemption of capital goods 
other than building and construction (though many 
imported capital goods no doubt get exempted under 
one or other of the investment incentive schemes). 

To avoid completely the discrimination against 
products which are produced in several stages and 
products which are capital intensive would require that 
firms liable to the tax paid it on their turnover less the 
sum of all the turnover tax paid in respect of all their 
inputs, both on current and on capital account. (Capi
tal goods could be dealt with either on capital account 
at the time of puchase or, via depreciation, on current 
account over the years following acquisition of the 
asset.) 

This way of avoiding cumulative effects is a great 
deal simpler to administer, both for the government 
and for industry, when the tax is levied at a uniform 
rate on practically everything. In this case the tax can 
simply be assessed upon the value-added of the tax
payer (less either capital expenditure or depreciation). 
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But when some inputs have not been taxed at all, or 
have been taxed at different rates from those applying 
to the product of the taxpaying firm in question, this 
cannot be done. Instead, the tax has to be assessed as 
the product of turnover and the tax rate less the sum 
of the turnover tax paid on all inputs as shown on the 
invoices (and also, if the depreciation basis is used for 
dealing with capital inputs, less depreciation multiplied 
by the tax rate for each type of depreciable asset). 
This is a great deal more complicated and thus consti
tutes a powerful administrative argument against a 
system whose adverse cumulative effects can only be 
avoided in this way. 

A single-stage tax obviously avoids the cumulative 
effects of a multistage tax except as regards capital 
goods. Such a tax might be at the production, wholesale 
or retail stage. There is, of course, a good deal to be 
said about the choice between these stages, since the 
progression from production to retailing involves suc
cessively wider coverage at the expense of a successive
ly larger number of tax-payers. These points have been 
mentioned above, as have the points that rate-differ
entiation is easiest with a tax at the production stage 
and that the treatment of imports and exports is easiest 
with a tax at the retail stage. Instead, therefore, of 
discussing the choice further we can usefully say a 
little about problems which are common to all three. 

The basic administrative device of a single-stage 
tax is the registration of all firms which are liable to 
the tax. These firms then pay tax on that part of their 
sales which is to nonregistered customers and pay no 
tax on sales to other registered firms or on sales abroad. 
Tax is also levied on imports except for those which 
are made by registered firms. All this gives rise to two 
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problems when, as is frequently the case, there are some 
kinds of transactions which do not follow a simple 
progression from producer through wholesaler to re
tailer. First, some registered firms may combine two 
stages (as when a retailer buys directly from manu
facturers), and this may cause the complication that 
the prices they sell at may not reflect the same level of 
distribution as the prices charged by their single-stage 
competitors. In such cases it may be necessary either 
to split the two-stage firms into two parts for tax ac
counting purposes, levying a tax upon the notional 
transfer between the two parts, or to adjust the actual 
price received upward or downward (as with «uplift» 
in the UK purchase tax). Second, producers or whole
salers may buy some of their inputs from wholesalers 
or retailers, in which case the supplying firm will seek 
voluntary registration in order to avoid paying tax 
on that part of its sales which are to registered firms. 
These, together with the case of compulsorily registered 
firms whose sales are divided between registered and 
nonregistered firms (e.g. food shops selling to restau
rants in the case of a general retail sales tax) raise very 
difficult problems of distinguishing taxable from non
taxable turnover. 

A single stage tax, like a multistage tax, raises the 
problem of the taxation of capital goods. If they are 
taxed in just the same way as everything else, firms 
with a high capital-output ratio are penalized. The 
obvious answer may seem to be to treat capital goods 
in the same way raw materials and components are 
treated in a multistage tax. With a single-stage tax 
this device would relieve all registered firms of the tax 
on capital goods but would leave the problem unsolved 
as regards the capital goods used by all nonregistered 
firms. 
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A totally different way of avoiding discrimination 
against products which are capital intensive is to con
fine the tax to final consumer goods, thus exempting 
all intermediate goods and all capital goods. This is 
more or less what the Purchase Tax does in Britain. It 
is simple, but even at the retail stage it severely limits 
the range of goods and services which can be taxed 
because there are so many of them which are both 
consumer goods and intermediate products at the same 
time. Consider, for example, fuel oil, wheelbarrows, 
chairs and food. It would be extremely difficult to get 
producers, wholesalers or retailers to distinguish their 
sales of these to final consumers from their other sales 
of them. Thus, to take the example of chairs and food, 
either these items or hotel services can be taxed, but 
not both — so long as the principle of noncumulation 
is absolutely sacrosanct and so long as hotels provide 
chairs and meals for their guests. In practice, of course, 
countries with retail sales taxation tolerate a certain 
amount of double taxation. They at least escape the 
major difficulties of this sort by virtue of the fact that 
most capital goods are not sold at retail. 

It is clear from what has been said that the choice 
of the right level and type of general consumption tax 
depends upon a large number of factors, including 
political judgement as to what is fair. Even if two 
people agreed on the latter, however, they might well 
recommend different tax systems because they dif
fered either about the magnitude of the administrative 
problem or about the relative weight to be attributed 
to it. 

Whichever system is chosen, one common problem 
will arise, namely whether or not to tax small businesses, 
especially craftsmen. This has been discussed a good 
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deal in Greece. It is clear that the main point is a 
purely political one: artisans do not like being taxed, 
and in consequence politicians do not like to tax them. 
This is explained both in terms of keeping votes and 
as a way of maintaining a firm bulwark against Com
munism. 

All this assumes that a systematic extension of the 
consumption tax to all small producers would cause 
many of them to go out of business. This is because 
they at present enjoy protection against their large 
competitors by de jure or de facto exemption from taxes 
which the latter have to pay. But the effect upon the 
prices of an industry's products of raising the supply 
curves of small producers, by subjecting them to the 
tax as well, may be such as to preserve most of them 
in business. This is the more likely: 

a) the larger is their initial share of industry output, 
b) the lower is the elasticity of supply from the 

larger firms in the industry; 
c) the less elastic is industry demand; 
d) the more the tax change raises the prices of the 

products of other industries. 
Thus without an examination of these factors it is dif
ficult to say how soundly-based are the popular fears 
of the effects of ending small-business exemptions. 

Let us suppose, however, for the sake of argument, 
that to end these exemptions really would drive many 
artisans out of employment because of the larger firms 
increasing their share of the market. If this happened 
it would mean that the same output as before was 
being produced at lower total cost, and this is nothing 
but a contribution to economic growth. The large share, 
by international standards, of output emanating from 
small firms is a manifestation of underdevelopment, 
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and the tax advantage given to these firms only 
maintains the underdeveloped character of the econo
my. Economies of scale and of specialization are there 
to be had but are not achieved as much as they could 
be because the tax exemptions counteract their realiza
tion. 

All this goes to show that political and economic 
aims are in conflict. Greece can have faster industrial 
growth and fewer artisans or continue to favour the 
latter and pass up an opportunity for economic ex
pansion. It is not for a foreign economist to say what 
the right choice is; all he can and should do is to point 
out that to ignore the dilemma is a poor way of deciding 
what to do. 
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CHAPTER 6. 

THE TAXATION OF NET WEALTH 

An annual, progressive tax on the net wealth of 
each individual or each family has many attractions. 
Unlike property, or commodity, or stamp taxes, for 
example, it is based on personal ability to pay, and it 
takes into account certain aspects of this which are 
neglected by an income tax. It provides the means of 
raising relatively large sums of money at very low tax 
rates and, because wealth is typically highly concentra
ted in the hands of the few, obviates the administrative 
problems of dealing with large numbers of taxpayers. 
Compared to other sources of government revenue, a 
net worth tax is unusually free of undesirable incentive 
and disincentive effects, and it may well bring about 
a more efficient use of economic resources. Even levied 
at very mildly progressive rates, it is an effective means 
of redistributing income and wealth and might well take 
over this function from the income tax, thereby per
mitting the latter to be levied at a single rate with the 
administrative gains noted in Chapter 3. 

It is not to be expected, of course, that such a 
paragon of fiscal virtues could be instituted without cost 
and effort. Assets must be brought within the purview 
of the tax authorities, and realistic values must be 
placed on them. The successful operation of net worth 
taxation in Switzerland, the German Federal Republic, 
the Netherlands and the Scandinavian countries, how
ever, indicates that these difficulties are not insuperable, 
and it may be noted that a majority of the Fhcal and 
Financial Committee on Tax Harmonization in the 
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Common Market (Neumark Committee) favored the 
adoption of a tax on net wealth at moderate rates [3]. 
Moreover, a poor country need not begin with the most 
complicated form of wealth taxation, such as would 
be appropriate for more developed nations. If certain 
kinds of property are relatively scarce, or if they are 
distributed rather evenly among its citizens, the gov
ernment may ignore them until such time as these 
conditions change. If other kinds of property are im
portant but expensive to discover and assess for tax 
purposes, the choice is a more difficult one, but settling 
for a well-run tax of limited scope may be preferable 
to struggling along with a broader, but loosely-admin
istered, levy. 

The discussion below, which has been organized 
around the major kinds of wealth, concentrates on 
problems of administration, since these are probably 
the greatest single deterrent to the adoption of a net 
wealth tax. At the same time, questions of equity are 
considered briefly in the first section, and important 
economic effects are analyzed as they show up in the 
development of later topics. For more detailed treat
ments of these matters, the reader is referred to several 
of the works listed in the bibliography at the end of 
the book [6, 8, 14, 15 and 16]. 

Equity Considerations 

Personal abilities to consume, to invest, or to pay 
taxes have two basic dimensions: the potential stock of 
spending power in existence at any point of time, which 
is the person's net wealth; and the rate of change in 
that spending power per unit of time, which is his in
come. If all kinds of wealth yielded income at exactly 
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the same rate, the only difference between the two as 
tax bases would be that wealth, being much the larger, 
would permit the raising of a given amount of revenue 
at lower tax rates and hence with less risk of impairing 
investment and work incentives. There is, however, 
ample evidence that income rates do in fact differ 
widely. To be convinced one has only to think of such 
assets as an idle piece of farmland, a new business just 
beginning to receive its first large orders, a share of 
stock in a well-established company, or a stock of cur
rency which yields only a flow of intangible benefits 
to the holder. 

As tax bases, then, income and wealth differ both 
quantitatively and qualitatively, and while neither can 
be shown to be superior to the other on all counts, to
gether they constitute a comprehensive and rational 
base for equitable taxation. Two examples will illus
trate this proposition. Suppose that A and Β each have 
1,000,000 drs. of wealth but that A receives an income 
of 100,000 drs. a year from his, while Β receives only 
50,000 drs. Few people would impute the same tax-
paying ability to these two, but a wealth tax would 
treat them equally in the present, and also in the future 
if A chooses to save no more than does B. On the other 
hand, it will be noted that, apart from exemptions and 
deductions, an income tax would treat A as being twice 
as well off as B, and such clearly is not the case. Let 
us now reverse the example by considering X and Y 
with annual incomes of 100,000 drs. each, X receiving 
his from property worth 1,000,000 drs. and Y from 
property worth 2,000,000 drs. In this case Y has much 
the greater total ability to spend, but an income tax 
alone would treat the two equally. 

Income and wealth taxes can also complement each 
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other in more mundane, but no less important, ways. 
Each is likely to make use of the same taxpaying unit 
— the single individual or family — and some of the 
information required for the one will help in the admin
istration of the other. A tax department that supervises 
both levies, therefore, should be able to produce a more 
equitable result than could be achieved if only one of 
the two taxes were in existence [8]. 

In principle, then, a net wealth tax constitutes an 
important part of any tax system based upon personal 
ability to pay. Even levied at low rates and with exemp
tions sufficiently large to keep administrative costs 
within reasonable bounds, it is capable of raising signif
icant sums of money and of doing so without endanger
ing incentives to work or to invest. In addition, if the 
structure is made progressive, extending, say, from 
1/4% or 1/2% at the bottom to 2% at the top (to use 
a range within which most existing net wealth taxes 
fall) a significant redistributive element can be imparted 
to the tax system. Let us turn now to the difficulties 
that are likely to be encountered in achieving these 
goals. 

Real Estate 

From the point of view of the wealth tax adminis
trator, the most attractive feature of land and buildings 
is the ease with which they can be discovered and added 
to the tax roll. The process may involve considerable 
time and money, to be sure, but given these, a com
pletely satisfactory solution can be reached. Aerial sur
veys and modern mapping techniques have seen to 
that. Our concern in this section, therefore, will be with 
the problems of placing a realistic money value on each 
parcel of real estate. 
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It must be admitted at the outset that the property-
appraiser faces a formidable array of difficulties. In 
general, present market values can be derived in three 
different ways, all of them imperfect: first, by discount
ing all future expected earnings at an appropriate rate 
of interest, a procedure that is realistic but highly sub
jective; second, by adjusting the original cost of the 
property for subsequent depreciation and improvements, 
a procedure that is more objective but frequently un
realistic; and third, by using contemporary sales data 
for similar property, figures which are both realistic 
and objective but frequently unavailable. Let us look 
at each of these possibilities in turn. 

Impractical in its pure form, the future stream of 
earnings approach can frequently be adapted to yield 
a relatively narrow range of values within which the 
correct figure may be presumed to lie. Income trends of 
the immediate past can be used to forecast future 
earnings, and a discount rate can be selected either 
from the interest rates charged on new loans or from 
the average earnings-to-price ratios prevailing on 
selected groups of common stocks. In addition, one has 
to allow for the unusual contingency, either by employ
ing several future income streams with appropriate 
probabilities attached to each, or simply by using a 
relatively high discount rate whenever the future seems 
especially cloudy. 

Although there may be problems in discovering it, 
the original cost of any piece of real estate is an objective 
fact, and since buildings ordinarily do not depreciate 
rapidly, an adjusted book value should be readily 
derivable. The trouble, of course, is that this value 
may diverge rather substantially from the price at 
which the property is currently salable. Even with 
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constant price levels a well-designed, well-located 
apartment building, for example, may be sold for a 
good deal more than it originally cost the developers 
(and a poorly planned one may go for considerably less); 
and everyone is familiar with what inflation can do 
to the realism of original cost calculations. 

The only objective test of the accuracy of either of 
the preceding sets of computations is provided by actual 
sales data, if not for the property itself in the immediate 
past, then at least for property that is similar to it. If 
such sales figures are available, one should use them, 
provided only that they were arrived at by means of 
«arms-length» (.i.e. impersonal) bargaining between 
a willing seller and a willing buyer (i.e. neither is under 
great pressure to consummate the transaction quickly). 
By itself, the private market may well not generate 
reliable sales-price information in sufficient quantities, 
but the government can, if it so desires, create some 
very useful supplementary data of its own. Thus a 
public real estate enterprise could be set up with in
structions to make bids, perhaps anonymously, to 
purchase various kinds of real estate that are of special 
interest to the tax authorities. In some cases realistic 
market prices could be obtained without an actual 
purchase, and in others the government would have to 
acquire, and subsequently resell, the property in ques
tion. A requirement that the enterprise at least break 
even on its operations would serve as a check against 
excessively high purchase prices (competition from 
other buyers would presumably keep them from being 
too low). 

In addition to its duties as a generator of objective 
market price data, our public real estate enterprise 
might provide taxpayers with a final means of escape 
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from what they considered to be excessively high prop
erty valuations. Whenever the taxpayer and the gov
ernment disagreed about the realism of a given as
sessment, the first step, presumably, would be the re
ferral of the dispute to an appropriate body of experts 
who would assemble and evaluate all of the relevant 
evidence, the cost of these proceedings being shared by 
the two parties and serving as a check on excessive use 
of such facilities. If the taxpayer found the valuation 
of his property recommended by this body of experts 
still too high, he might then be given the option of 
selling the property at that price to the government's 
real estate enterprise. 

Supplemented in these ways, the third, or contem
porary sales data, approach to property valuation 
should provide a workable means of administering an 
equitable tax on such kinds of wealth as homes, un
furnished apartments, and businesses and farms utili
zing only small amounts of specialized equipment.1 

Whenever such equipment is important, however, the 
valuation of real estate alone is greatly complicated by 
the fact that the business or farm in question will typ
ically be sold together with the equipment and will 
typically report the annual income of the enterprise but 
not of its component parts. The tax authorities, there
fore, can estimate the total wealth of these enterprises 
much more accurately than they can estimate the 
value of their real estate holdings alone (for which only 
the adjusted original cost approach is available), and 
when such cases become important, as they do in the 
ordinary course of economic development, they provide 

1. Peasant farms are seldom sold, but most of them would 
presumably fall below exemption limits. 
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a strong argument against a net wealth tax confined 

to real estate alone. It may be noted parenthetically 

that a tax levied only on the unimproved, or site, value 

of land, which has a strong appeal to many because it 

reaches a kind of wealth created by society rather than 

by individual efforts, suffers from exactly the same 

disadvantages. The value of improvements must be 

estimated and then substracted from (observable) mar

ket values of land, and it is interesting to note that 

the difficulties involved in doing this were apparently 

a major factor in Australia's abandonment of its 

unimproved land tax in 1952 [1]. 

Business Enterprises 

Interestingly enough, the contemporary sales data 

approach to the valuation of business wealth is likely 

to be most useful for firms operating at opposite ends 

of the Greek industrial structure. In industries with a 

large number of similar firms, on the one hand, actual 

sales of these firms should occur with sufficient fre

quency to provide a regular check on the tax assessor's 

own computations of net asset values (we assume that 

balance sheet and income data will typically not be 

available for such small businesses). In industries domi

nated by large corporations, on the other hand, the 

businesses themselves are less often sold, but if their 

shares are traded actively on the stock market, the 

\ralue of the enterprise as a whole can readily be com

puted by multiplying the sales prices so generated by 

the number of shares outstanding, and this total can 

then be allocated proportionately to the individual 

owners. Corporations, in other words, would not be 

taxed, but each stockholder's wealth would be measured 
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by the amount of money for which he can sell his hold
ings at different points of time. While an annual net 
wealth tax could be based on average market values for 
the year as a whole, in practice the price at a single 
date, preferably close to that on which the tax is paid 
to the government, would probably be used. As a 
result, there is some danger of an excessive number of 
tax-induced property sales just prior to that date as 
people shift either to tax-exempt assets, or to assets 
that can be more readily concealed from the authorities, 
or to assets they feel are more likely to be undervalued 
for tax purposes. With rates as low as 1% or 2%, how
ever, these incentives are not likely to be strong, and 
they can be further reduced by allowing few, if any, 
exemptions and by administering the tax effectively. 

It may be argued that stock market prices are sub
ject to too many capricious influences to be used in 
measuring corporate wealth, and that the tax adminis
trator should instead seek to estimate the long-run 
value of the business under so-called «normal» conditions 
of operation. One difficulty with this suggestion, of 
course, is that no two experts are likely to agree as to 
what normal values really are, and their use, therefore, 
opens up widespread opportunities for favoritism or 
even outright bribery. Not only is the market price of 
a given stock on a given day indisputable, but much 
more important, it is in fact the proper value for the 
purpose at hand. A wealth tax should be based on the 
total amount of money for which the taxpayer could, 
if necessary, sell his property on the date at which his 
tax liability arises. The possibility that the value of 
his assets may decline shortly thereafter is consequently 
irrelevas it as far as that particular wealth tax is con
cerned, although it does mean that consideration for 
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the liquidity of the taxpayer should lead the govern
ment to place the assessment and payment dates for 
its tax as close together as possible. 

Quite different problems of valuation arise for closely 
held corporations whose shares are not traded on the 
open market and for partnerships and sole proprietor
ships that are large enough so that few sales of similar 
enterprises take place. If reliable income and balance 
sheet statements are av ail able, the future stream of 
earnings and adjusted original cost approaches can be 
based on them, and if they are not, the assessor will 
have to rely on his own estimates of each firm's net 
worth. In either case the valuation of inventories merits 
careful attention. If this is always done on the same 
day of the year rather than at different, unannounced 
times, some businesses may find it easy to avoid tax
ation by arranging to hold unusually low inventories on 
the fixed assessment day. Even if the tax rate is too low 
to induce much manipulation of this sort, inventories 
are frequently subject to a seasonal fluctuation, so that 
realistic annual wealth computations have to be based 
either on an average of quarterly or monthly figures or 
on a single, seasonally-adjusted holding. One favorable 
effect, however, can result from this kind of taxation. 
Under its influence the businessman may be led to 
reconsider the usefulness of his inventories and, in 
the process, to find that he can get along with less than 
he formerly thought possible. 

Consumer Goods. 

Since active markets frequently exist for many kinds 
of used consumer goods, valuation of this kind of 
wealth presents little difficulty, but its discovery may, 
unless the matter is handled with finesse, be both 
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costly to the government and productive of an undue 
amount of taxpayer discontent. Apart from such readi
ly identifiable items as automobiles and pleasure boats, 
an effective annual tax on household goods would 
necessitate periodic inventories, say every five years, 
supervised either by the government itself or by a 
competent, and incorruptible, body of private apprais
ers. Now no one likes to have his house invaded by 
strangers unless it is in a good cause, and the achieve
ment of an equitable tax on personal net wealth may 
not appeal to many as such a cause. For those who wish 
to borrow money or to buy property insurance, how
ever, the valuation of their household goods is likely 
to be unobjectionable, and the government, therefore, 
may seek to use these sources of information about 
consumer wealth. Indeed, it might even set up its own 
programs of low-rate consumer loans and insurance, and 
rely on these services to make the household-goods part 
of its net wealth tax both administratively inexpensive 
and palatable to taxpayers. 

Alternatively, a selective excise might be used in 
place of a net wealth tax on consumer goods. The cor
respondence between the two taxes is a rough one at 
best, but as long as skilled appraisers are very scarce 
it may well be wise to concentrate them on more im
portant kinds of property than consumer goods. To see 
the substitution in its best light, suppose that credit 
purchasers of durables can borrow at 5 % and that cash 
purchasers can invest their funds at the same rate; 
that consumer durables remain completely unspoiled 
for fifteen years and then collapse in a cloud of dust; 
and that when an excise tax is placed on them, their 
prices will rise by the full amount of the tax. Under 
these circumstances a 10% excise on new durables 
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would be approximately equivalent to a I % wealt h 
tax payable annually throughout their lifetimes, since 
the present value of 1 dr. per annum, receivable at the 
end of each of the next fifteen years, is 10.38 drs. when 
the discount rate is 5%. It may be noted that the pur
chaser, in order to be indifferent between the two taxes, 
would not need to contemplate ownership for the full 
fifteen-year period, because the higher prices of new 
durables would draw up the prices of used durables 
correspondingly. The initial buyer, therefore, should be 
able to recoup part of his excise tax payment from any 
subsequent buyer. 

It is now easy to list the difficulties involved in 
making a consumer excise into a good replacement for 
a consumer wealth tax. The least serious is the adapta
tion of the excise to a product that depreciates more or 
less gradually over its lifetime rather than all at once 
at the very end, since this requires only a little more 
complicated arithmetic in deriving the equivalent excise 
tax rate. Much more troublesome is the fact that con
sumer goods have lifetimes of widely differing lengths, 
some of which may not be precisely known; that there 
is no one borrowing and lending rate of interest that 
is appropriate for all consumers; and that a wealth tax 
is not likely to be imposed at a single rate on all families 
and to remain that way indefinitely. Various concessions 
could, of course, be made to families with insufficient 
property to qualify them for the payment of wealth 
tax. One possibility would be to exempt all low-priced, 
«utility» goods and to restrict the excise to luxury items, 
but this would add to the administrative costs of the 
tax. Another would be to offer refunds (or excise tax 
exemption slips to be presented on the purchase of 
consumer goods) to any family willing to submit a 
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detailed statement of its net wealth and to have it 
verified by independent and competent authorities. 
This, too, would increase administrative costs, but it 
would also simplify the application of the wealth tax 
to intangibles, as will be noted in the next section. 

Intangibles. 

The essence of a successful tax on intangible pro
perty is a well-organized and comprehensive system of 
reporting at the source. All corporations should be 
required to submit to the government periodic lists of 
their stockholders and of the numbers of shares that 
they own. All debtors would have to report the amount 
of their liabilities and to whom they were owed, a task 
that would not be the least onerous as long as the debt
ors themselves were subject to net wealth taxation. 
Banks, in particular, would report the balances of their 
customers, although very small accounts might be 
exempted from this requirement for the sake of ad
ministrative simplicity. If exemptions under the wealth 
tax are high, however, many debtors will lack an in
centive to report their liabilities. Some of these infor
mational gaps could be filled in the way suggested at 
the end of the preceding section, or, as recommended 
in Chapter 3, by making interest payments deductible 
by the debtor in the computation of his taxable income. 

There may be concern among administrators that a 
net wealth tax would induce widespread hoarding (and 
hiding) of currency as an evasion device. While such 
an outcome is certainly a possibility, it seems unlikely 
as long as tax rates are relatively low. As is well known, 
currency holdings do confer important intangible bene
fits on the owner, but as these holdings are increased 
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in size beyond a certain point the benefits diminish 
rapidly and leave only the costs of safeguarding the 
money and the worry that it may be lost or stolen, to 
say nothing of the income-earning opportunities that 
the hoarder is bypassing as a result of his actions. 
The government has, of course, one very effective, 
though rather drastic, antidote to any excessive hoard
ing that does develop. The outstanding supply of cur
rency can be periodically called in, to be replaced with 
an entirely new issue, and a suitable tax levied on all 
large individual holdings of the old money. Perhaps even 
the knowledge that such a policy is contemplated would 
be sufficient to restrain all but the most determined tax 
evaders. 

Human Capital Values. 

Although the idea may seem surprising at first 
glance, an equitable wealth tax would include in its 
base the capitalized values of human earning powers. 
Since those powers vary greatly from one person to 
another, to exclude them is to discriminate in important 
ways, and this should not be done unless the resulting 
inequities are clearly overbalanced by gains of some 
other kind. 

Various objections can be, and have been, raised to 
the taxation of human capital values, but on close ex
amination they argue only for a careful weighing of 
different valuation formulas and not for tax exemption. 
It is true, for example, that human beings are not or
dinarily bought and sold, but that means only that the 
adjusted original cost and contemporary sales data methods 
of vaulation are not feasible. There still remains the 
future stream of earnings approach, and its application 
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is no more difficult in this case than it is to other kinds 
of seldom-sold property. A second objection to the tax 
rests on the argument that unlike his material wealth 
a person's own capital value does not represent potential 
spending power. To see the error in this proposition it 
is necessary only to consider the opportunities which 
people with little or no property have, even in the most 
undeveloped countries, of borrowing money on the 
strength of their expected future earnings. The fact 
that workers typically cannot encumber their entire 
future income stream in this way is hardly an argument 
for the complete exemption of human capital values, 
although it may be considered relevant when it comes 
to specifying valuation procedures. 

While complicated, these procedures are little dif
ferent from those appropriate for assessment of the 
value of any business enterprise. Computations would 
presumably be based on such elements as the taxpayer's 
actual salary in the recent past; likely future changes 
in his earnings, given the typical life pattern of income 
in his occupation; the average number of years he may 
be expected to continue to work, given his age and the 
retirement provisions applying to his job; and, finally, 
an appropriate capitalization rate, which might be 
selected from the range of interest rates at which 
consumers can typically borrow money. Since it would 
be unreasonable to expect the taxpayer to carry out 
all of these calculations himself, the government should 
either do it for him, having first obtained the proper 
information, or supply him with detailed tables in 
which he could look up his own capital value. This 
amount (or some fraction of it if the limited borrowing 
ability noted in the preceding paragraph is to be taken 
into account) would then be combined with the value 
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of his other assets, and subtraction of his liabilities would 
yield the tax base. 

It is not to be doubted that many practical-minded 
men are likely to find all of this too esoteric to excite 
their interest and support. Would not, they might ask, 
the simpler wealth tax that excludes human capital 
values induce people to invest in education and training 
for themselves rather than in material, and hence tax
able, assets; and is this not exactly what a developing 
country wants to have happen? Affirmative answers 
to both questions are inescapable, but it is entirely 
appropriate to note that under a low-rate wealth tax 
the incentives mentioned are not likely to be strong and 
to ask a question of one's own in return. Would not 
education and training be more greatly stimulated if 
the yield of a wealth tax were expanded by including 
human capital values in its base and the proceeds then 
used to finance fellowships for students, the training 
of new teachers, or the building of more schools? 

Nor is the computation and use of human capital 
values nearly so esoteric as it would have been some 
years ago. Much recent research has been done in this 
area [17], and governments wishing to adopt compre
hensive and equitable net wealth taxes can use the 
results to their advantage. Still other benefits can 
be realized on the expenditure side of the budget. Once 
procedures for the computation of human capital 
values have been effectively organized, realistic evalu
ations of such important programs as public health and 
education, whose function is to preserve or augment 
individual earning powers, become much more feasible 
[10]. 
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Tax Avoidance and Evasion. 

It may be helpful at this point to summarize what 
has already been said concerning the control of tax 
avoidance and evasion. Taxpayer shifts of property 
from one kind to another can be minimized both by 
setting up a comprehensive tax which applies a single 
rate structure to all types of wealth and by maintaining 
a continuous check on valuation procedures so as to 
avoid any systematic bias in the treatment of any one 
particular kind of asset. Manipulation of inventories 
so as to reduce their amount on assessment day can 
be combatted by using randomly-selected assessment 
dates and then adjusting the figures obtained for what
ever seasonal variation is typical of the industry. As 
for property concealment there are several possibilities. 
Reporting at the source will bring to light intangible 
assets such as bonds, mortgages and corporate stock, 
and a penalty tax on currency hoards can be enacted 
if there is evidence that these are becoming unduly 
large. A selective excise tax, with an appropriate rate 
structure, can be levied on all new purchases of valuable 
assets that are easily hidden. Non-depreciable property 
such as diamonds or gold, for example, would be subject 
to a 20% excise if they were thereafter to be exempted 
from a 1 % annual wealth tax and if the proper discount 
rate were thought to be 5%. If such an excise is to be 
levied, there is much to be said for beginning it before 
the wealth tax — in particular, as soon as the pos
sibility that a wealth tax may be imposed first comes 
under serious discussion in parliament and in the press. 
Otherwise anticipatory purchases of concealable assets 
may reach rather large proportions. 

Two additional problem areas deserve brief mention. 
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The first arises whenever progressive tax rates are ap
plied to either income or wealth and has to do with 
nominal shifts of property ownership made in order to 
reduce tax burdens. Those that occur within the family 
— i.e. among husband, wife and minor children — can 
be handled by making the family the basic tax unit and 
requiring that the asset holdings of all members be 
added together and reported on a single tax return. 
Other property transfers where some control is retained 
by the donor may be dealt with either by dividing the 
beneficial interest in some way between the two parties 
or by including the property in the taxable wealth 
of the donor until he relinquishes all control over it. 
The second taxpayer temptation also arises under an 
income, as well as a wealth, tax, and that is to invest 
in property in countries that do not levy effective taxes 
of either kind. The offsetting of such attractions is 
relatively simple for a country, such as Greece, that has 
had tight foreign exchange controls. When these are 
liberalized an excise tax, similar to those already dis
cussed above, can be levied on all purchases of foreign 
exchange other than those made for a limited list of 
approved purposes. 

Conclusions. 

An efficient and equitable net wealth tax cannot be 
designed and put into operation in a day. That the 
effort and expense of doing so is well worth while, 
however, has been a major theme of this chapter. With
in the tax family net wealth levies rank at or near the 
top in terms of equity, redistributive powers, and favor
able incentive effects; and while they do involve adminis
trative problems, these are not nearly so important as 
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the amount of space devoted to them above might sug
gest. Given, furthermore, a widespread understanding 
on the part of the public of the superiority of wealth 
taxation over the relevant alternatives, these problems 
can be surmounted without undue difficulty. 

Wealth taxation should not be thought of as ap
prodate only for wealthy countries, for several of its 
economic effects are likely to be very helpful to nations 
that wish to accelerate the rate at which they them
selves are to become wealthy. If economic and political 
power is thought to be too highly concentrated, for 
example, a net wealth tax provides a remedy that is 
less destructive of individual incentives than income 
taxation and more equitable than outright expropri
ation. Developing countries may also have too many of 
their assets in low-yielding uses — uncultivated or 
unoccupied land and excess business inventories being 
perhaps the most important examples. Wealth taxes, 
with their relatively heavy burdens on the owners of 
such property, could frequently bring about a much 
needed increase in national productivity. Finally, the 
important role that government saving can play in the 
development process (discussed in Chapter 8 below) 
greatly increases the need for means of raising revenue 
that have relatively few undesirable side effects. As 
already noted, net wealth taxes stand high on this score. 
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C H A P T E R 7. 

SOCIAL INSURANCE CONTRIBUTIONS AND 

PAYROLL TAXES 

As in many countries, social insurance contributions 
in Greece present the tax specialist with a troublesome 
enigma. Partly a payment for benefits to be received and 
partly a compulsory transfer with little or no prospect of 
return, they can be wholly classified neither as a price 
nor as a tax. If only one could shrug and say that what
ever they are, they are not important enough to matter! 
Unfortunately they are. In 1962, for example, employers* 
and employees' contributions together brought the 
Greek government 6.1 million drachmas, more than 
the most important major source of tax revenue (im
ports), half again as large as all domestic excises, and 
more than double the yield of taxes on personal and 
corporate income. 

One must, in short, face up to their hybrid nature 
and deal with them accordingly. In this chapter the main 
distinguishing features of Greek social insurance contri
butions are briefly described and analyzed, and in the 
last section some suggestions for reform are made. 
Since one prominent aspect of the system is the broad 
wedge driven by the government between labor cost 
to the employer and labor return to the employee, the 
6% and 1.1% payroll taxes are included in the analysis 
at the appropriate point. 
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The Multiplicity of Funds. 

It is something of a shock to discover that there are 
no less than 200 separate social insurance funds under 
the jurisdiction of the government, but here at least 
one is entitled quickly to dismiss the great majority 
as interesting but unimportant phenomena. The fol
lowing table shows the size distribution of the 145 
funds for which separate 1961 revenue figures were 
available: 

lybl revenue 
(millions of drs.) 
100 and over 
75 and up to 100 
50 » » » 75 
25 » » » 50 
10 » » » 25 

Less than 10 
Total 

Number of funds* 
11 
2 
2 

23 
38 
69 

145 

* It may be noted that the fifteen largest funds accoun
ted for nearly 75% of total 1962 revenues. 

Major Kinds of Revenue. 

The two largest funds now in existence, that for 
non-agricultural wage-earners (IKA-OAAA) and that 
for farmers and farm workers (OGA), not only illustrate 
the major kinds of social insurance revenue used in 
Greece but between them present a sharp contrast in 
basic fiscal philosophy. Whereas IKA and OAAA rely 
primarily on employer and employee contributions, 
OGA has so far obtained most of its funds from tax 
shares, supplements and surcharges. 

Contributory rates for IKA/OAAA are allocated 1/3 
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to the employee and 2/3 to the employer, are propor
tional to the wage up to a stated maximum (normally 
4,750 drs. a month), are higher in dangerous industries 
than in others, and are lower in the provinces and in 
the islands than in Attica. OGA has collected some 
money (263 million drs. in 1962) in the form of con
tributions, set up so as to be moderately progressive 
in relation to farm wealth, but its principal reliance 
has been on taxes designed, as the following tabu
lation shows, to burden consumers of agricultural and 
luxury products and those wealthy enough to own 
corporate stock and/or to pay personal income tax. 

Main Types of OGA 
tax revenue 

Supplementary luxury excises . 

Share of agricultural sales tax 
Surcharge on corporate and pi 
sonai income tax 
Surcharge on stamp duty 

T o t a l 

Amount of 
1962 revenue 

. . 475 

. . 220 
3Γ-

.. 210 
169 

. . 1,074 

With these facts in mind we may now turn to an ana
lysis of the main economic problems raised by social 
insurance contributions and taxes. 

Beneficiary Abilities to Pay. 

Any solution to the problem of financing social 
insurance must rest on value judgments concerning 
income distribution and redistribution. For purposes 
of discussion here we assume simply that the lowest 
groups (those below the minimum subsistence levels 
of income defined in Chapter 3) are entitled to pensions, 
medical care and unemployment benefits, and these 
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consequently must be financed by transfers from people 
with higher incomes. The latter may then either be 
allowed to provide for their own security, through 
private pension plans, personal savings and medical 
insurance arrangementsor, if compulsion appears ne-
cessaryto vraise these provisions to an appropriate 
level. Social insurance funds can be set up and financed 
by beneficiary contributions. If income redistribution 
within the above-minimum income group is thought 
desirable, the tie between contributions and future 
benefit rights can be broken in order to achieve this 
purpose (or other fiscal devices, not relevant here, can 
be used). 

Greece is far from unique among countries in its 
failure to comply closely with these general principles. 
IKA contributions are imposed at high rates on all 
wages, including those that fall below minimum sub
sistence levels. Given the very low level of many farm 
incomes, OGA may be commended for its heavy re
liance on noncontributory revenues, but among these 
only the surcharge on income tax can be counted on 
to impose its burdens mainly on higher income families. 
Moreover, there is no economic reason why farmers 
with adequate incomes should not pay for their own 
pensions and medical care. 

The other major social insurance funds do pay some 
attention to beneficiary abilities to pay, but the form
ulas used for this purpose are frequently imprecise. 
Among the best is the fund for self-employed shop
keepers and craftsmen (TEBE), which relates contribu
tions to the amount of turnover declared for income 
tax purposes; and at the other end of the scale are the 
military fund (MTS), which imposes a higher rate on 
employees with over 25 years of service, and the fund 
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for sailor» (NAT), which jumps its rate from 9% for 
small ships to 16% for those over 25 tons. It is to be 
doubted that there is such a similarly sharp discon
tinuity in marine incomes at this particular point on 
the ship-size scale. 

Social Insurance Taxes. 

We have already noted the extent to which specific 
tax revenues are diverted to the support of the Farmers' 
Social Insurance Fund (OGA). Several of the other 
major funds use excises restricted more or less to the 
products and services provided by the beneficiaries 
of the fund in question. Thus the medical fund (TSAY) 
has a stamp duty on medicines; the lawyers' fund(TSN) 
aims its levies at a wide variety of legal transactions 
and documents; the bakers' fund (TAAM) has spe
cific excises on wheat and flour, and the sailers' fund 
(NAT) has an ad valorem excise on passenger travel 
expenditures. No doubt these revenue sources were 
chosen in order to place the burden on consumers rather 
than on insured workers, but the analysis of Chapter 4 
indicates that the latter are not likely to escape in this 
way as easily as one might think. 

The really difficult question to answer, however, 
is how many of the employer and employee contribu
tions should be considered as a tax rather than as 
a payment for benefits to be received. A quantitative 
answer to this question would require a detailed anal
ysis, which it has not been possible for us to under
take, both of the qualification-for-benefit rules used by 
all of the important social insurance funds and of the 
behavior of the Greek labor force in recent years. The 
specific questions to be asked would include the fol
lowing: 
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1. How many workers contribute to a given fund but 
fail to qualify for some or all of its benefits? This could 
happen either because the person in question, as may be 
the case with many women, does not work long enough to 
become fully insured or because the worker shifts from 
the jurisdiction of one fund to that of another without 
being able to carry his accumulated benefit rights with 
him. It may be noted in this connection that IKA 
currently has minimum working requirements for pen
sions that vary between 3 1/3 and 21 1/2 years, de
pending on circumstances too complex to go into here. 

2. How many workers, although insured for medical 
care, fail to use the state system, preferring instead to 
buy the services of private doctors and hospitals? For such 
people compulsory contributions for state medical 
insurance take on most, or all, of the attributes of 
a tax, the one non-tax feature being that they do in
sure the people in question against the consequences 
of a drastic decline in income that would force them 
to use public medical facilities. 

3. How many workers, although insured against un
employment, face very little probability that they will 
ever have to make use of those benefits? Unlike the preced
ing case, the appropriate classification here is not a 
function of the workers' individual tastes. If he has a 
secure job, he is in fact being taxed when he is required, 
to contribute to an unemployment insurance fund. 

Whether or not these three questions apply as fully 
to employer contributions as to those of the employee, 
depends on one's view of the incidence of the former. 
If the burden is taken to rest mainly on the employee, 
the answer is that they do apply, but if the burden is 
believed to rest on consumers, the answer is that they 
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do not. In this last case, all employer contributions 
should simply be classified as a tax. 

From the nature of the problems just indicated it 
is clear that even the most detailed research is unlikely 
to produce a precise classification for employer and 
employee social insurance contributions. Hybrids though 
they must remain, a number of their potential economic 
effects are sufficiently probable, and sufficiently im
portant, to warrant discussion in the next section. 

The Gap Between Labor Cost 
and Labor Return 

Given the complexity of Greek social insurance, it 
is impossible, in a short chapter, to include all of the 
different contribution rates. Suffice it to note that under 
IKA, which alone accounts for over 45% of all social 
insurance revenues, they range from 21% in the is
lands to 25 1/2% in Attica, the latter figure being 
allocated almost equally to cover sickness, pensions 
and OAAA's combination of unemployment and mis
cellaneous welfare benefits. To these rates must be 
added, under the appropriate conditions, the 1% extra 
employer contribution in dangerous industries, 3% 
for auxiliary social insurance benefits in specified in
dustries such as textiles, chemicals and cement, the 
6% payroll tax paid by large industrial and handicraft 
enterprises in Attica (part of which goes to NAT), and 
the nationwide 1.1% payroll tax that masquerades as 
a stamp duty and includes a 10% surcharge for OGA. 
In some cases, then, over a third of the stated wage 
base is diverted to the government for one purpose or 
another. 

We are not concerned here with the economic effects 
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of establishing such a fiscal system—i.e. that while 
both the demand for and the supply of labor will fall, 
the greater decline in the former can be expected either 
to drive down wage rates or to create involuntary un
employment or both—but only with the impact of 
its continued existence. Several possibilities are worth 
noting: 

1. Work incentives may be impaired, particularly 
on the part of those for whom many of the social in
surance contributions are really a tax. 

2. Workers who are just productive enough to have 
found employment at a living wage in the absence of 
heavy payroll levies are now likely to be unable to do so. 

3. Unless careful attention is paid to this possibility, 
legislative increases in the minimum wage rate (and 
hence in payroll taxes and many social insurance 
contributions) may so increase labor costs as to create 
widespread unemployment, particularly among the 
less well trained and less energetic members of the work 
force whose worth to the employer becomes less than 
their cost to him. 

4. The variation of the effective tax rate with family 
income level may show some unexpected features. It 
is not unreasonable to suppose, for example, that both 
the taste for public medical services and the risk of 
unemployment decline as personal income rises. If 
this is so, many social insurance contributions are 
taxes for middle-income families, and when one adds 
in the impact of income taxes, luxury excises and 
straight payroll levies, the result may be a higher ef
fective tax rate than was intended. Quite apart from 
questions of equity, such heavy taxation may tend to 
dry up one of the most important of the country's 
potential sources of saving. Some of this decline, to be 
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sure, may be matched by an increase in public saving 
through the social insurance funds, but this shift has 
some dangers that will be discussed in the next section. 

The Use of Excess Social Insurance Revenues. 

The surplus or deficit of the social insurance system 
depends both on the relation between its revenues and 
benefit payments and on the efficiency with which 
these transfers are managed. While comprehensive data 
on the latter question are not at present available, 
a functional breakdown of 1961 expenditures made by 
the ten largest social insurance funds has been com
piled by Mr. K.J.E. Gonstas and is summarised in the 
table below. In that year, it will be noted, benefit pay
ments averaged about 90% of total expenditures, but 
there was considerable variation in this figure from one 
fund to another. 

1961 Expenditures of the Ten largest Social Insurance 
Funds, by Major Type 

(percentage distributions)* 

Fund 

IKA 
OAAA 
TEBE 
NAT 
TSN 
MTPY 
TPDY 
TAAM 
TSAT 
MTS 

Benefit 
Payments 

92 
89 
85 
91 
82 
94 
98 
86 
87 
94 

147 Funds 89 

Salaries 

7 
3 
4 
3 
3 
3 
1 
5 
4 
3 
5 

General 
Expenses 

1 
8 
7 
5 

5 
3 
1 
8 
9 
3 
4 

Plant & Equipment 
Purchases & Repairs 

0 
0 
4 
1 
9 
0 
(J 
Ü 

0 
0 
1 
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Surplus social insurance revenues — these amounted 
to slightly over 250 million drs. for the 15 largest Greek 
funds in 1961 — present both an opportunity and a 
danger to a government that is deeply interested in 
economic growth. On the one hand, they may well 
represent a flow of saving that otherwise would not 
have occurred, thereby enabling the government to 
to expand investment, either directly by using the funds 
to finance its own projects or indirectly by lending them 
to private business for the acquisition of capital goods 
or to students for their education. The danger, of 
course, is that the surpluses, being generated more or 
less automatically once the social insurance system is 
in operation, will slip into inferior uses. Thus an in
dividual fund that has ample revenues may become 
careless and wasteful in its administrative operations 
(thus gradually eliminating its surplus); or the govern
ment itself, thinking of the surpluses as relatively 
costless, may use them for projects that would not have 
appeared profitable if the funds for them had had to 
be borrowed on the open market. One way to reduce 
these risks is to institute an annual review of social 
insurance revenues dealing with their effects on the 
private economy and determining, if surpluses appear 
in prospect, whether they can be used most effectively 
by the government or by private enterprises and in
dividuals. 

Reform of Social Insurance Financing. 

A social insurance system as complicated as that 
now in existence in Greece is expensive to operate and 
difficult to evaluate. Consolidation and simplification 
should, in other words, both release manpower and 
other resources for more profitable use elsewhere and 
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assist government planners and programmers by en
abling them to estimate more accurately the economic 
effects of the system. What specific improvements might 
be made on the benefit side of the picture ha\^e not 
concerned us in this study, but a number of weak
nesses on the financing side have been pointed out and 
discussed above. In this final section, therefore, we 
consider two specific financing reforms that might be 
made with benefit to the economy — the first involving 
an attractive but radical departure from the present 
system and the second involving more conservative, 
and more complicated, changes in existing sources of 
finance. 

A Dual Social Insurance S y s t e m . 

The first proposal requires the society to decide 
exactly what social security benefits, and in what 
minimum amounts, it feels every family should be 
entitled to enjoy. Whatever specific risks are selected 
— sickness, unemployment, industrial accidents, old 
age and so forth — provision of adequate protection 
against them is considered to be the responsibility of 
the society as a whole, and hence a task to be carried 
out by the central government and financed from its 
general tax revenues. This constitutes the basic, or 
public, part of the dual system, but since benefit levels 
in it will, or should be, defined rather stringently, many 
people are likely to wish to provide themselves with 
additional protection. This they would be allowed to 
do entirely on their own, in the private part of the sys
tem, by purchasing the desired benefit rights either 
individually or through joint employer-employee in
surance plans in specific occupations. 

By drawing a sharp distinction between public and 
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private responsibilities, this plan avoids the hybrid 
kind of social insurance revenue that is part payment 
for benefits to be received and part tax. If the tax 
system as a whole is set up, as many will agree it should 
be, to exempt minimum subsistence levels of family 
income and to be progressive in its effective rate struc
ture above those points, all those who can afford to pay 
for their own basic social security benefits will in fact 
do so, and all those who cannot will receive help from 
taxpayers in more favorable economic situations. An
other important advantage of the dual system is that 
by confining the government to the provision of a rigidly 
defined set of minimum benefits, it would maximize 
individual freedom to purchase supplementary rights 
in whatever forms and quantities are desired. A less 
certain benefit is that limited government participation 
in this one area might permit greater participation else
where that would result in a net gain to the economy. 
The point here is that when a social insurance system, 
accounts for over 25% of the central government's to
tal fiscal activities, as it has in Greece in recent years, 
it may, even though it is entirely self-supporting, sig
nificantly reduce the people's willingness to authorize 
other government projects, however profitable they 
may be on paper. 

The shift to a dual system of social insurance could 
be made in Greece, first, by merging the major funds 
into a single entity with a uniform program of basic 
benefits from general revenues (the major funds' 
present revenue sources, other than investment and 
property income, being eliminated in the process) and, 
second, by converting all of the other, more specialized, 
funds into self-supporting enterprises receiving no 
money from government sources. The fact that so 
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many of these small funds are already under govern* 
ment supervision should minimize the impediments 
to worker mobility (e.g. the loss of pension rights when 
he shifts jobs) that all too frequently plague completely 
private insurance systems. 

Such a major change in the social insurance system 
would not, of course, be without its difficulties. Many 
might worry, for example, that the separation of the 
receipt of basic benefits from the payment for them 
would encourage those who pay few taxes to push 
for, and get, basic benefits far more generous than 
adequate levels of protection would call for. How re
alistic these fears are is a question that requires a 
careful appraisal of the political power of the poor, 
which actually is seldom commensurate with their 
numbers. And if these fears can be shown to be ex
cessive, there remain the many impediments, arising 
out of sheer inertia, that any major fiscal reform faces. 
Even if it is unlikely to be adopted, the dual system 
does, however, provide a useful model against which 
more pragmatic programs may be tested. 

Rationalized Beneficiary 
and Redistributional Financing 

One such plan would be to take each of the existing 
social insurance funds, after combining as many of the 
major ones as possible in the interests of economic 
efficiency, and to re-design their sources of revenue in 
the light of the abilities to pay of their beneficiaries. 
There are numerous ways of doing this, and the fol
lowing specific suggestions are intended only to il
lustrate the general principles involved: 

1. Determine the amount of the annual family 
contribution that will, taking into account the fund's 
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earnings on it» accumulated reserve» and its adminis
trative costs, just pay for all expected benefits to be 
received by the typical insured family. Gall this the 
«full participation» social insurance contribution. 

2. Determine a level of family income sufficiently 
high to permit the recipient to pay his own way in the 
fund and require all families at or above this income 
level to pay the «full participation» premium. 

3. For families below this income level define a set 
of «reduced participation» rates to ease the contributory 
burden on less affluent workers. These rates would be 
low, or even zero, for those at the bottom of the in
come scale. 

4. If these computations are made accurately, the 
fund will not be able to support itself on the basis 
of worker contributions alone. The deficit should then 
be covered from general tax revenues. 

Here, then, is one way of ensuring that those who 
can afford it pay for their own social security, that 
those less well - off contribute according to their in
dividual abilities to pay and are enabled to make up 
the difference by means of transfers from the general 
taxpayer. The scheme has been kept simple in order 
to bring out its basic features, but various refinements, 
such as several «full participation» contributions and 
several sets of reduced rates depending upon the size 
of family and the age at which the worker first enters 
into covered employment, will readily occur to the 
reader. These changes, or others similar to them, 
would rationalize the financing of the present social 
insurance system, but they would not, of course, reduce 
its size. It would continue, therefore, to suffer from 
the disadvantages, noted in the preceding subsection, 
of any large compulsory system. 
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CHAPTER 8. 

GROWTH INCENTIVES THROUGH 
TAXATION 

As soon as a country becomes seriously interested in 
raising its rate of economic growth, it is likely to look 
to its tax system for one means of achieving its pur* 
pose. Not only are taxes well adapted to the curtailment 
of consumer demand needed to shift resources into 
developmental activities, but the tax structure can 
also be altered so as to give important monetary re
wards to those who invest. As we shall see in the first 
section below, tax incentives of this kind are already 
so well-developed in Greece that opportunities for fur
ther expansion are extremely limited. Indeed, once a 
little more experience has been gained with the most 
recently adopted (1959-61) measures, the primary need 
will be for a critical examination of their effects and a 
determination of whether they have not been carried 
too far. Their very generosity, in other words, strongly 
suggests the possibility that at the margin little, if 
any, additional investment is being purchased. 

That a general expansion of tax revenues could 
itself be a powerful stimulator of economic growth 
is the theme of the second section of this chapter. 
There, after a brief summary of the familiar role taxes 
play in controlling inflation and in reducing and re
distributing consumption, more detailed consideration 
is given to taxes that impinge mainly on private in-
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centives to save. Contrary to the general view, it is 
argued that these levies should be regarded not as 
inhibitors of economic growth but as actual contrib
utors to it. The conclusion reached is that develop
ing countries might profitably stop devising ways for 
investors to avoid taxes and turn their attention to 
raising the incentives of all citizens to pay taxes. Some 
ways of doing this are then discussed in the final section 
of the chapter. 

Tax Favors to Investors 

A detailed description of the extensive and elaborate 
set of tax incentives which Greece has adopted in order 
to stimulate private investment is given in the Ap
pendix; here, therefore, we simply summarize their 
main features, with particular attention to the incentives 
granted under the income tax and hence restricted to 
profit-making enterprises. 

Income Tax Incentives. — Depreciation deductions 
in Greece are sufficiently accelerated for tax purposes to 
permit, under the most favorable circumstances, the 
writing-off of a factory building in less than five years 
and machinery or office equipment in little more than 
two. At the bottom of the pyramid-like structure is a 
set of normal annual depreciation rates, established 
periodically by Royal Decree. Some examples of these 
rates are: 

Factory buildings 5% 
Other buildings 3% 
Machinery and equipment... 8% 
Furniture and fixtures 20% 

To these have been added supplementary depreciation 
rates of 2 1/2% on buildings, and 6% on all other 
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fixed assets, acquired after October 1947. All of these 
rates set a legislative maximum which businesses need 
not adopt if they prefer a lower figure. While some of 
the write-off periods that result are similar to those 
in the United States,—e.g. four years for Greek trucks 
as compared to four or six years for light and heavy 
U.S. trucks respectively — others are materially shorter. 
In the United States, for example, it takes forty-five 
years to depreciate a factory building fully, whereas 
in Greece it takes less than fourteen years, even if nei
ther of the special depreciation allowances to be de
scribed next is applicable. 

Since 1954 provincial firms have been permitted to 
increase the normal and supplementary rates by 100% 
if they are located outside Attica, or by 50% if they are 
in Attica but outside the Athens-Piraeus area. Then in 
1957 a further 50% increase was allowed on new capital 
assets acquired by any firm in the five year period 
1958-62. A business located outside Attica and buying 
a new factory building in that period, therefore, could 
depreciate it at 22.1/2% per annum (5% normal -f 
2.1/2% supplementary + 7.1/2% provincial + 7.1/2% 
special 1958-62 allowance) if it so wished. 

Profitable Greek business firms, therefore, can re
cover the original cost of their new investments rel
atively quickly. In addition, they are entitled to invest
ment allowances equal, in many cases, to the full 
amount of their expenditures on new fixed assets, so 
that in effect there is double deductibility of these 
amounts for tax purposes. The most important of the 
allowances were authorized in 1959 by Law 4002 and 
apply to 1959-64 investments by large industrial or 
handicraft firms anywhere in the country. While there 
are limits to the deductibility of expenditures for new 
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productive facilities (50% of undistributed profits in 
Attica, 60% on the mainland outside of Attica, and 
90% on the islands), unlimited carry-overs of unused 
deductions should permit eventual full use of the sub
sidy by most businesses. By 1962 Greek owned cor
porations were claiming deductions under Law 4002 of 
91 million drs., an amount that was 15% of their total 
taxable profits (Table 8:1). 

It should be noted that the stimulating effects of 
Law 4002, whatever they may be, are attributable 
both to the generosity of its allowances and to the fact 
that they were enacted only on a temporary basis 
(until the end of 1964). For firms in Attica there is at 
the moment no replacement, but other businesses may 
turn to Law 3213, passed in 1955 with no expiration 
date, which permits deduction of expenditures on new 
plant and equipment up to a maxiumum of 40% on 
annual net profits in the mainland provinces and up 
to 80% in the islands. A firm may use either Law 4002 
or Law 3213 (but not both), and the latter, it will be 
noted in Table 8:1, has more than maintained its ab
solute importance since the passage of the former. 

Still another special income tax allowance, also 
restricted to provincial and island firms, enables them 
to set up special loss reserves into which tax-free 
transfers, not exceeding 25% of net profits in the pro
vinces and 40% in the islands, may be made each year 
during the period 1952 to 1964. To a large extent these 
deductions presumably represent a postponement, rather 
than outright elimination,of tax liabilities. But the post
ponement may be a long one, lasting either until the 
losses allowed for actually occur (and are charged against 
the special loss reserves) or until the businessman, 
having decided his reserve is unnecessarily high, wishes 
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to distribute part of it in the form of corporate dividends 
or partnership withdrawals. 

The rapid growth in recent years of all three special 
income tax allowances together can be seen in Table 
8:1. Whereas in 1959 they were only 12% of the total 
taxable profits of Greek-owned corporations, by 1962 
they had quadrupled in amount and risen to 28% of 
taxable profits. Clearly, they have attained a position 
of fiscal prominence. 

TABLE 8.1 

Special Income Tax Allowances Claimed By, and Taxable Profits of, 
Greek-Owned Corporations, 1959-1962 

(millions of drachmas) 

Amounts on Returns 
Type of Filed in: 

Special Allowance Law/Year 1959 1960 1961 1962 

General investment {50%/ 
60%/90%) 4002/1959 — 4 65 91 

Provincial investment 
(40%/80%) 3213/1955 27 28 26 43 

Provincial Loss 
(25%/40%) 2176/1952 15 34 21 33 

Totals 42 66 112 167 
Taxable Profits 360 421 517 599 
Ratio of Total Special 
Allowances to Taxable 

Profits 12% 16% 22% 28% 

S o u r c e s : National Statistical Service of Greece, Statistical 
Yearbook of Public Finance, 1962, and Mr. Andreas 
Michalakis. 

Provincial Tax Incentives. — That provincial and 
island enterprises are highly favored by Greek tax law 
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is readily apparent from the preceding discussion. Nor 
are those incentives the only ones granted. As may be 
seen in detail in the Appendix (Sections II.3.a, II.5.a, 
and 11.7), there are also partial or full exemptions from 
the turnover tax, the 6% payroll levy, social security 
contributions, selected import duties and local taxes 
in general. One wonders whether geographical decen
tralization really requires fiscal subsidization of this 
magnitude, and if it does, whether it is worthwhile from 
an economic point of view. In a recently published 
critical evaluation of the policy, George Coutsoumaris 
stresses the danger that inefficient locations will be en
couraged and argues for a more carefully planned pro
gram that concentrates on specific regions and on par
ticular kinds of industries1. 

Large Investment Project and Other Tax 
Incentives. 

Widespread tax exemptions and other concessions 
have been granted by Law 4171/1961 to those who 
undertake either a new investment project of more 
than 60 million drs. or the expansion of an existing 
plant requiring more than 20 million drs. (see Ap
pendix, II.3.c, II.4.c, and II.8.c). In addition, the 
founding of new corporations, the issuance of new 
corporate stock, and the merging of individual enter
prises are all facilitated by remission of the stamp and 
transfer taxes to which they would otherwise be sub
ject (II.6 and II.8). Still other, less important, tax 
favors may be found in the Appendix. 

Conclusions. — The above discussion, though brief, 
indicates the important role played by Greek tax in-

1. George Coutsoumaris. The Morphology of Greek Industry 
(Athens: Center of Economic Research, 1963), pp. 138-49. 
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centives. The government can hardly be accused of 
not trying to promote economic development. Yet one 
is uneasy in the presence of such widespread subsidiz
ation. Even if it does bring about a significant increase 
in investment — and for the present that remains an 
undemonstrated hope — there are costs that merit care
ful consideration. Such subsidies render the tax system 
less equitable and foster the attitude that the way to 
personal affluence is not through hard work and sus
tained effort but through government favors of one 
kind or another. Needless to say, developing countries 
can ill afford to encourage such beliefs. Yet one might 
well ask whether eschewing investment incentives would 
not entail some reduction in the rate of private invest
ment. To this problem we turn in the next section. 

On the Virtues of High Taxes 

A well-regulated financial system stimulates eco
nomic growth in various ways — by holding down con
sumption so as to release resources for investment; by 
providing the means of financing that investment; by 
regulating the selection of individual investment pro
jects so that only the best are chosen; and by providing 
incentives both for the fullest use of existing human 
abilities and for the development, where appropriate, 
of new ones. Within such a system, taxation has several 
functions to perform, and a brief review of them will, 
we hope, be sufficient to convince the skeptic that high 
taxes can make an important contribution to a high 
rate of growth. 

The first function is to control inflation so as to 
prevent the diversion of economic activity into un
productive channels. When prices are rising rapidly, 
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this can happen in several ways. Speculation in existing 
assets, rather than the creation of new ones, becomes 
highly attractive, and people are induced to shift 
their wealth from money, which can be provided to them 
at little or no social cost, to goods, which cannot. Under 
conditions of inflation even the experts find it difficult 
to evaluate different investment projects realistically, 
and many inefficient business operations are given the 
appearance of profitability. Radical shifts in the dis
tribution of income also take place, undermining worker 
incentives, diverting their attention to wage bargaining, 
and perhaps engendering industrial strife. 

The second function — to control private consump
tion both in its total amount and in its distribution 
among people — has already been discussed in detail. 
All taxes reduce consumer demand by shifting pur
chasing power to the government, and some lower the 
demand for specific products by raising their prices 
relative to those of other goods. Where family consump
tion is above the level needed for maximum working 
efficiency, taxes on wealth and income can be used to 
eliminate some of the excess, and where family consump
tion is below that level, negative taxes (subsidies) can 
be used to raise it. 

It is the third function that is probably least well 
understood by policymakers since it involves two ac
tions which at first glance appear to be mutually contra
dictory. While private investment, provided the in
dividual projects are well selected, makes an obvious 
positive contribution to economic growth, private 
saving, by making people more wealthy and thereby 
raising their desires to consume in the future, makes a 
negative contribution. To concentrate only on keeping 
down current consumption, as development theorists 
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typically do, in other words, may be to store up trouble 
for the future, when increasingly affluent consumers 
will bid more and more vigorously for scarce resources. 
An effective way to prevent these unfortunate develop
ments is to reduce the rate of current private saving, 
and to do so without lowering the society's total rate 
of investment. 

While it is widely understood that a tax which 
reduces both private saving and private investment can 
still be used to finance government capital formation so 
that the society's total investment does not fall, there 
seems to be much less confidence that private saving 
can be brought down without harm to private invest
ment. Keynesian economics, of course, has long stressed 
the fact that increased attempts to save need not 
generate increased investment, but few policy makers 
have been convinced that in practice they could dis
tinguish between surplus saving and saving that induces 
an equal amount of investment. The point, however, is 
that a successful tax on private saving does not require 
any such distinction. One possibility is that the tax 
proceeds could be used to finance government loans to 
businessmen or government investment in private enter
prises so that what would have been, without the tax, 
an uncertain flow of funds into investors' hands be
comes a certain one. Alternatively, a tax on private 
saving can be used to retire outstanding government 
debt, thus returning the money to private financial 
markets and offsetting some, or all, of the original 
effects of the tax there. With full offsets there will be 
no decline in private investment, and partial offsets 
can be supplemented by easier monetary policies so 
that the same result occurs. 

In practice, of course, taxes are not aimed solely, 
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or even primarily, at private saving. Even so our third 
function for taxation in a developing country is im
portant because of the support it gives to the other two 
functions. When considering a tax increase designed to 
control inflation and reduce consumption, in other 
words, the government need not, and should not, 
worry about the possibility that private saving will 
also be lowered. Not only would such an effect not 
imply a reduction in private investment but it would, 
by holding down the rate of increase in consumption 
demands, facilitate the maintenance of a high rate of 
investment in the future. 

Incentives to Pay Taxes. 

In an underde\reloped economy, then, there is much 
to be said for a relatively high level of taxation, and 
hence for the development, along with other things, 
of the public's incentives to pay taxes. Getting a tax-
shy public and their parliamentary representatives to 
understand this, however, would he a complex and 
difficult task. Yet the point is an important one, and 
the question of taxpaying incentives might well be 
pondered by those who make and administer the laws. 
Their time is so seldom free for such speculation that 
the following suggestions may be welcome. 

Any government that wishes to ask for increased, 
or even continued, sacrifices for the sake of economic 
growth would be well advised to begin with itself. Re
sources can be released for development not only by 
operating all existing government programs more ef
ficiently but also by rigorously reviewing the develop
mental contributions of all governement expenditures 
and eliminating those that are clearly superfluous from 
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this point of view. Pruning these should help to improve 
public attitudes toward existing taxes and make it 
more likely that any necessary request for additional 
revenues will encounter a more receptive audience. 

Even if its programs are carefully selected and 
economically productive, a government may fail to pro
ject a favorable image to the public. Taxpayers in under
developed countries, it is said, frequently evince a lack 
of confidence in the State and a lack of identification 
with its objectives. Their beliefs, perhaps founded on 
valid reasons, unfortunately tend to live on long after 
the reasons have disappeared; while such attitudes 
remain, incentives to pay taxes cannot be high. When 
its case is good, the government needs simply to see that 
people learn about its accomplishments and gain closer 
acquaintance with its operations. The opportunities in 
Greece for a greater decentralization of governmental 
activity with a view to increasing the individual citi
zen's participation in, and contact with, public programs, 
seem particularly promising. This could be accomplished 
in part by giving local governments more independence 
and in part by sending out central governmental officials, 
equipped with appropirate powers, to investigate local 
problems, to hear complaints about government ser
vices, and to initiate action to improve the situation. 
Taxpayer morale will be raised, in other words, not 
by a view of the government as a remote and imper
sonal bureaucracy dedicated to the interests of the 
favored few but by an insight into it as an available 
and sympathetic servant of the ordinary citizen. 

Taxpayer burdens can be lightened and made more 
equitable by replacing taxes with user charges whenever 
such a shift is justifiable. A program should be financed 
in this way whene\^er most, or all, of its benefits accrue 
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Lo a readily identifiable group of people whose economic 
situation does not entitle them to public subsidies. 
Everyone likes, of course, to get something for nothing 
from the government, but his good fortune induces 
others to seek the same benefits, and in the end few 
may end up ahead of the game, while all may have an 
increased resistance to paying taxes. 

Finally, we have already noted in earlier chapters 
the value of having a tax system simple enough to be 
understood by the reasonably well-informed citizen and 
sufficiently well-designed to be regarded widely as a 
fair and equitable source of public funds. It is not to 
be expected that people will ever pay taxes happily, 
but their willingness to contribute can be increased, 
perhaps substantially, given sufficient perseverance on 
the part of the government over a long enough period 
of time. A systematic attempt to do so should prove 
a profitable undertaking for many developing countries. 
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C H A P T E R 9. 

S T A T E M O N O P O L I E S 

General Description. 

Eight different items are the subject of state mono
poly in Greece. The oldest is the salt monopoly, which 
dates back to 1833. This was followed in the eighties 
of the last century by matches, kerosene, playing cards 
and cigarette paper, mainly as revenue-raising devices. 
In 1910 saccharine became a state monopoly, in order 
to safeguard the revenue from the taxation of sugar. 
Certain drugs are also under monopoly control, pre
sumably more in order to regulate their consumption 
than to raise revenue. Finally, the production of emery 
in Naxos is also a state monopoly. 

Since 1898, when International Financial Control 
was imposed owing to Greek defaults on interest owed 
abroad, the distribution and sale of monopoly goods 
(other than drugs and saccharine) has been in the hands 
of a société anonyme, E.D.E.M.E.D. the Management 
Company of Greek State Monopoly goods. This com
pany, which also collects the consumption tax on Greek 
tobacco and part of the Stamp Duties, is provided by 
the state with monopoly goods and it hands over the 
receipts from their sale. Two auditors exercise a con
tinuous check on its expenses and it is subject to 
detailed control by the Ministry of Finance; its costs 
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are reimbursed and in addition it is paid a fixed annual 
management fee of 1.6 million drs. The international 
control which was the original occasion for this rather 
odd arrangement vanished in the Second World War, 
though Greece is still in default on some international 
debts, and E.D.E.M.E.D. continues as a separate and, 
superficially at least, efficient and dividend-paying 
organization. 

The table on p.p. 220 - 221 brings together scattered 
government expenditure and monopoly sales data to 
show the net revenue from the state monopolies. Its 
scope is determined by tradition, rather than by ap
plying the classifications of social accounting, since the 
reasons for including Naxos emery while excluding, 
say, the state oil refinery are not obvious. The table 
thus only makes possible a judgement of the magnitude 
of monopoly revenue as customarily understood and 
does this only very, roughly owing to imperfections and 
inconsistencies in the data. 

Before discussing some of the questions of principle 
raised by the monopolies, a more detailed description 
of the three main ones will be in order. 

Matches. 

Until 1960 matches were supplied on tender by 
foreign manufacturers. Since then they have been sup
plied by a factory in Lavrion which was established 
with government encouragement and which is owned 
by a société anonyme. The government has a fifteen 
year contract with the company, under which the price 
paid varies according to the price of raw materials. The 
price is very roughly twice what it would cost to import 
the matches; the quality is poor, and even so the com
pany made a loss in 1962. 
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Ordinary matches are sold by E.D.E.M.E.D. at a 
uniform price of 0.9 drs. per box and retail at one 
drachma. This price has remained unchanged since it 
was introduced in 1956. E.D.E.M.E.D. sells these 
matches at all of its 410 warehouses, as it does salt, 
kerosene and playing cards. 

S a l t . 

Salt is produced at 18 salterns which are run by a 
directorate of the Ministry of Industry. Import is 
forbidden. 

The salterns appear to be run in distinctly nine
teenth-century fashion. No commercial-type accounts 
are kept; there has been practically no mechanization 
in recent years,and modern business-decision techniques 
are lacking. This latter point has not mattered much 
of late, since all the salterns have been producing to 
capacity, year to year fluctuations in output having 
been caused by the weather. Any surplus of output over 
current offtake by E.D.E.M.E.D. has been stockpiled, 
and the problem of deciding how much salt should be 
produced at each saltern has therefore not arisen. Salt 
has been exported on only two occasions since the war. 

E.D.E.M.E.D. requisitions salt when and where it 
requires it (within the limits of availability), arranges 
its transport to its 410 warehouses and there sells it 
at a uniform price of 1.25 drs. per kilogram for general 
use (one drachma in the eight years up to 1960). Salt is 
sold at lower prices for curing, slating and industrial 
use. General use takes some 90% of the total quantity. 
Independent refiners buy at 1.25 drs. and are respon
sible for the supply of refined table salt. 
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K e r o s e n e . 

The monopoly of kerosene extends over the whole 
of Greece with the exception of the Dodecanese. All 
kerosene is provided by the state refinery, i.e. is either 
refined there or is imported on its account. The kerosene 
is sold at all of the 410 E.D.E.M.E.D. warehouses at a 
uniform price of 3.15 drs per kilo in quantities in ex
cess of fifteen kilos. The price charged for smaller 
quantities by retailers is usually 3.50 drs; these prices 
have ruled for ten years. As with the other commodities, 
E.D.E.M.E.D. is responsible for transport, storage and 
sale. It owns nine kerosene storage depots but does not 
run any boats or lorries as it has discovered that it is 
cheapest to contract out all transport work. The head
quarters staff thus numbers no more than some 150 
persons for the whole range of its functions, despite a 
high degree of centralization in its administration. 

P r o b l e m s . 

The system as described contains three ingredients 
which need to be clearly separated in thought. First, 
the system provides revenue to the central government 
and to I.K.A. (0.25 drs. per kilo of salt sold for general 
purposes is assigned to the latter). Second, the system 
provides a uniform price over the whole of Greece, 
regardless of differences in distribution costs. Third, the 
production arrangements involve public enterprise in 
the case of salt and kerosene and a protected private 
monopoly in the case of matches. 

Each of these three features could be obtained 
separately, without the other two. Thus it would be 
perfectly possible to abolish the monopoly without 
damaging government revenue, imposing new taxes on 
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the production and import of these products. Second, 
uniform prices («postalization») could be continued so 
long as E.D.E.M.E.D. retained its monopoly of distri
bution, even if production were thrown open to private 
enterprise and even if prices were lowered to equal 
costs so that no net revenue was secured by the govern
ment. Third, public or private production monopolies 
could continue to retain a monopoly even if distribution 
were thrown open and no revenue raised. 

The separateness of the first and second features is 
well illustrated by recent developments in the case of 
kerosene. Untili the beginning of 1960 the kerosene 
monopoly was confined to Old Greece, i.e. pre-1912 
Greece, while the distribution of kerosene in the New 
Territories, which comprised about one-third of the 
total, was in private hands. This privately sold kerosene 
was, of course, taxed on its sale from the refinery (and 
on import before the refinery was established). In the 
last two full years of private trade the government ob
tained some one and a half drachmas of tax per kilo. 
In those same two years, 1958 and 1959, the gross 
monopoly revenue per kilo of kerosene sold by E.D. 
E.M.E.D. in Old Greece averaged only 0.36 drs. per 
kilo more. Since the government, through E.D.E.M. 
E.D., had to pay all the distribution costs of this kero
sene, and since transport costs alone amounted to 
almost half this excess, it is evident that net govern
ment revenue per kilo of kerosene must have been much 
the same in both parts of the country. The mono
polization of distribution in the New Territories thus 
had nothing to do with revenue but was designed to 
introduce geographical price uniformity. At the end 
of 1959, kerosene sold for 3.57 drs. per kilo at Igou-
menitsa and for 3.69 at Ioannina, only 54 miles inland 
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while the retail price of kerosene is now 3.50 per kilo 
whether transport costs are high or low. E.D.E.M.E.D. 
maintains no fewer than 161 warehouses in villages with 
a population below 2,000 as part of a deliberate govern
ment policy to make the monopoly goods widely and 
conveniently available at the uniform prices. 

Price Uniformity. 

The idea that geographical price uniformity is desi
rable per se is clearly an important part of the philosophy 
underlying the state monopoly. So is the principle of 
ensuring stable prices through time; this is shown not 
only by the policy pursued regarding monopoly prices, 
but also by the choice of a system of motor fuel taxation 
which preserves constant prices to consumers as de
scribed in Part I. These principles seem to have accepted 
without much argument as though it were obviously fair 
that people in remote country districts should pay no 
more for certain necessities than the inhabitants of 
Athens and as though price changes were obviously 
undesirable per se. 

Neither of these is self-evident. On the one hand it 
needs to be demonstrated and not just assumed that 
price uniformity is fair, and on the other hand it has 
to be realised that fairness is not the only consideration. 

Consider first the issue of fairness, i.e. of equity 
or, as others say, of distributive justice. It seems rea
sonable to suppose that what is involved is the general 
standard of living of the peasant in remote frontier 
districts, not merely his standard of consumption of 
salt, kerosene, matches and playing cards. The general 
question of principle is, that is to say, a matter of all 
prices, and argument is concentrated on salt, kerosene, 
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etc. only because as a matter of practice it is possible 
to secure price uniformity on these things and not on 
others. Thus the suggestion that sugar be added to 
the list of monopoly goods seems to have been put 
forward on the practical grounds that sugar is a com
modity which is easily capable of being dealt with in 
a way which would implement the (accepted) principle 
of uniformity. 

A more general principle which is widely accepted 
is that of helping the poor at the expense of the rich. 
Price uniformity helps the remote, i.e. people in places 
where transport costs are high, at the expense of the 
near, i.e. people who live where transport costs are 
low. Hence the adherent of price uniformity who accepts 
the more general principle of helping the poor must 
either assert that remoteness and poverty are perfectly 
correlated, which is palpable nonsense, or admit that 
they are only imperfectly correlated and explain why 
a subsidy on high transport costs and a matching tax 
on low ones (which is what uniformity amounts to) 
constitutes a better way of redistributing income than 
any practicable alternative. 

One obvious such alternative would be to lower the 
taxes (or introduce subsidies) on consumer goods which 
form a larger part of the budgets of the poor than of 
the rich and to raise some of the taxes on consumer goods 
which are more important to the rich. Since kerosene, 
salt and matches presumably all fall into the former 
category, this suggests that the aim of redistributing 
income would be better achieved by giving them low 
prices (and taxing something else) than by giving them 
uniform prices. The common argument is thus that 
necessities should be cheap everywhere, and the Greek 
idea that necessities should be cheap in the remote 
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areas relative to the towns, whatever their absolute 
price, is hard to justify on theoretical grounds. 

The same is true of price constancy. It has its con
venience, certainly, but has nothing to do with justice. 

The second point made about price uniformity is that 
fairness is only one consideration; efficiency in resource 
allocation is another desideratum. Since matches and 
salt both have very low price elasticities of demand, 
price uniformity must have negligible allocation effects 
here. The same can hardly be the case with kerosene, 
however, since bottled gas, wood and electricity pro
vide close substitutes. (The fact that 39% of Greek 
consumption of kerosene is in Greater Athens, where 
winter sales are a multiple of summer sales and where 
electrification is widespread, indicates that kerosene is 
important for heating, where it is in direct competition 
with other fuels). 

Now since kerosene and (outside Athens) electricity 
are sold at geographically uniform prices while other 
fuels are not, consumers' choice of fuel must be affected. 
Where transport costs are high they will presumably 
be so both for bottled gas and for kerosene (and per
haps electricity) but this will be reflected only in gas 
prices. Thus the present constellation of relative fuel 
prices cannot secure an efficient allocation of resources: 
relative prices to consumers cannot reflect relative costs 
to the Greek economy as a whole in both near and 
remote areas. They may do so in one or the other; they 
may do so in neither — we cannot tell which without 
much more information — but they certainly cannot 
do so throughout the country. 

It is equally questionable whether price constancy 
through time contributes to an efficient allocation of 
resources. The latter requires that relative prices reflect 
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relative social marginal costs, and it follows from this 
that relative prices ought to change when relative costs 
change. Pegging the prices of some items thus throws the 
whole burden of adjustment onto other prices. Suppose, 
for example, that changes in resource availabilities 
adversely affect the supply of kerosene; efficient al
location will then require a rise in its price relative 
to the prices of other fuels. Since it may be easier to 
achieve this by raising the price of kerosene than by 
lowering the price of other fuels, it seems inappropriate 
to assert the general desirability of a stable price of 
kerosene. 

Production Monopoly. 

Since matches are supplied under a 15 year contract 
it is hardly worth discussing whether or not the produc
tion monopoly is desirable until the time comes when 
the contract is due to expire. The monopoly in the 
production of salt, on the other hand, could presumably 
be ended at short notice. 

It was remarked above that modern business 
decision techniques are not used in running the sal
terns. Yet there would seem to be a need for a thorough 
examination of whether a reorganization, mechanization 
and perhaps extension of each saltern might not be a 
rewarding investment. A lesser problem, which also 
demands a sophisticated approach in order to reach the 
proper solution, relates to stocks of salt. Storms some
times destroy these stocks, which raises the question 
of whether the extra expense of providing greater 
protection or of holding the stocks in safer places might 
not be outweighed by the gain from reduced losses. 
Then there is the point that the time is coming when 
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capacity will have to be increased, so that a major 
investment decision will have to be made. 

All this raises the question of whether the Ministry 
of Industry should continue to be responsible for all 
Greek salt production. If it is believed that private 
enterprise would be inefficient, the possibility of an 
independent public corporation run on commercial 
lines might be worth considering. Those who do not 
feel able to judge the matter a priori might prefer to 
see public and private salterns side by side, competing 
to sell salt to distributors. 

C o n c l u s i o n . 

It will perhaps serve to bring the foregoing arguments 
together if, taking the case of salt, we imagine that all 
three features of the system were abolished. Thus we 
suppose that salt becomes produced and distributed by 
private enterprise, that no cartel or restrictive practices 
are allowed and that no special tax is levied on salt. 
As a result, the government will lose about 60 million 
drs. per annum in revenue, a figure obtained by taking 
the gross monopoly revenue from salt in recent years 
and deducting E.D.E.M.E.D. salt transport costs and 
an arbitrary share of other E.D.E.M.E.D. costs. Against 
this there will have to be set off any income tax, rent 
or capital sums obtained by the government from the 
firms which take over the salterns and from the yield 
of turnover tax on salt. The net loss of government 
revenue will have to be replaced by an increase in some 
other tax. Let us suppose, just for the sake of argument, 
that the replacement revenue is obtained by abolishing 
some of the exemptions from turnover tax of small 
firms and craftsmen. The reader may choose any other 
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example he wishes and modify the argument accord
ingly. 

What will happen? Consider first the structure of 
salt prices. This will become geographically differ
entiated both as between salterns and over the country 
as a whole. The f.o.b. price difference between any 
two salterns will never long exceed the cost of trans
porting salt between them, and the frontier between the 
markets of two neighbouring salterns will be where 
any difference in their f.o.b. prices is exactly offset 
by the difference in transport costs — competition will 
secure these results. The long-run marginal cost of 
salt will be a major determinant of the f.o.b. price at 
each saltern. The price of salt at consumption points 
will thus be highest in areas which are served by high-
marginal-cost salterns but are remote from them, 
while it will be lowest in areas immediately surrounding 
low-margin al-cost salterns. Prices will be the same for 
all uses, i.e. the present price discrimination in favour 
of industrial use will be ended, though there may well 
be quantity discounts. 

It is more difficult to say what will happen to the 
general level of salt prices, though a reduction is likely. 
The main relevant factor is obviously that the govern
ment has ceased to obtain a monopoly revenue from 
salt, equivalent to a tax amounting to some 60-70% 
of market price, and that it now levies only a 6% 
turnover tax on salt production. On the other hand, 
it is impossible to say anything about the long-run 
marginal cost levels which would determine prices 
under a competitive regime because the available cost 
figures for government operation measure only the cash 
outlays, including any expenditure on equipment, 
incurred in producing the present (capacity) level of 
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output. It is thus conceivable, though not likely, that 
long-run marginal cost per ton could exceed the present 
cash outlays per ton produced by such a large margin 
that salt prices would actually rise. 

This possibility need not dismay us. For in the 
unlikely event that it happened, the government could 
obtain more revenue in rent than it lost in monopoly 
revenue! The maximum rent it could obtain by letting 
the salterns to private firms without affecting resource 
allocation in any way would be the difference between 
the value of sales f.o.b. at the salterns and their total 
costs including normal profits. With higher prices on 
the one hand and greater efficiency on the other, this 
rent would exceed the net monopoly revenue under the 
present system. 

Probably, however, salt will become cheaper should 
the change be adopted, except for some industrial users 
(who at present benefit from price discrimination) 
served by high-cost salterns from which they are 
remote. Thus two kinds of producers will be adversely 
affected by the change: 

a) badly located industrial users of salt; 
b) small-scale producers of all kinds now exempt 

from turnover tax. 
The gain, on the other hand, will be felt by: 
c) well-located industrial users of salt, including 

new chemical producers attracted by the new 
availability of salt; 

d) the larger competitors of those small-scale pro
ducers who now shelter under a tax exemption. 

If we add to these changes the improvement in the 
efficiency of salt production which can be expected, it 
is clear that the net effects on Greek resource allocation 
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will be favourable to the growth and modernization 
of the economy. 

Any disadvantages of the change will therefore be 
matters of equity. That salt, a necessity, is likely to 
become cheaper for household consumption is some
thing which will probably win general approval. It 
may, however, be regarded as unfair that inefficient 
small producers should lose the shelter of turnover tax 
exemption, that E.D.E.M.E.D. shareholders should 
suffer reduced dividends and that some people who are 
inefficiently employed in salterns at present should lose 
their jobs. If so, these losses of fairness must be balanced 
against the gain to salt consumers and the improvement 
in the efficiency of resource allocation. 

219 



s 

ο 

s 
S c 
ο ce 
OH Pi 

: o ^ S 
A ο 

.3 h CO M 
CD + J 

"S Μ 

CD - g 
•S c 

H S 

Ο CM 
C O O 
0 0 Ο 

CO CM 
ο • * 
<J( "Π 

co r-» 

•i od 
r^ eo 
—> CM 

VO Τ Η 

0 0 CO 
co * * 

Ο I O 
τ Η T-l 
Γ"» ^ Η 

Ν # Ο 

22 Τί 

Φ 
Φ 

ctì 
d 

J-l 

=*H 
Ο 

^ 
IM 

•*-5 
CO 

a 

s 
ο 

Ο 
»ο 
-M 

Ο 

ο 
>c 

T I 

ο 

ο 
>ο 
CM 

CD 
Η-> 

ce 

£ 
" Ι . 

Ο 

Λ 
caj 
3 
Ο 

Χ 
C-» 

ο 

Τ * 
Ο 
Π 

© 

Τ Ι 
CO 

»* «Η 
Ι Ο 
CM 

VO 

φ 
β 

Ι Ο 

ο 

3 

ο 

£ 
. 2 φ 

Ο C 

-=! ce 

.Λ·£ 
•K5S 

ο 
Μ < Η 

a o 
.2 h CO CH 
CD Η-ί 

T ! CO 
CD · Η 

•δ ο 

CD CD 

co i o ce 

r > > O r < 
CO Ο CO 

( N « t ^ 
r < ^ C f t 
«ΓΗ 

CO CO 

CO Ό CO 
co - # CD 
I O " 5 CD 

CD CO VO 
Ο " ^ CD 
- H 

CO co 

co ο co' 
CN C D C D 
I O CO Tri 

t>. co CD 
ο CD 

3 

e 

S >» 
S *3 '§>« 
ο Ρ 

— ι *β 

0<£ 

ε ο O H 

.2 >, 
CO f -
CD + * 

"5J CO 
CD · Β 

•ö C 

HS 
C D C M e--. 

r i c O O 
CD CM © 
co · * CD 

CO Γ Ν 0 0 
Ο CD 
τ Η 

CD 0 0 «r< 

CD CD © 
CO 0 0 I O 
* H © © 

c o e s o 
Ο ο 
Ή T-l 

C O r H D . 

CD CO CO 

co © r> 
HTH l > CO 

0 0 © ^ 
0 0 GO 

S 

© 

Ξ 
co 

11 ο ce 
O H C 

:sE 
OH Ο 

.2 •, 
CO t* 
CD •+-» 

•-5 CO 
CD » S 

*» Ο 

O C T i r i 
CO CM Ο 
Ο τ * β > Β 

HO » * Ο 
CM CM 

r^ c>-

oo' 00 Ö 
«# *# ο 
«H ! > · * 

co" co CD 
CM «s"1 

D CD 

VO © CD 

•M «* r» 
O f > c N 

co co CD 
CM ν * 

St 
C 

£ 
eg 

11 ο ce 
2 H C 

2 E 

OH Ο 

.23 >» 
CO t* 
CD + * 

- Ξ CG 
φ · « 

•S G 

si- co 

© 00 «~ 

VO ce co 
— ι CO <M^ 

CD" co vo~ 

VO VO 

O M t N 
CO < f >r< 
s # Γ^Γ-_^ 

CD" co vo~ 

r^ (> 

© o 
CO «Ο 
<* I -# 

ο " ο " 
ΤΗΗ ^ Η 

Γ̂  Ο ο 
CO 00 ο 
Γ> *Η ΙΟ 

CO CM >* 
CO Γ> CD 
IO CD VO 

CO © CO 
«rl CM 00 

<J< © 00 
CM Ή © 
<# © 00 

VO © kO 
© © © 
r > © «* 

^ © 
VO «* 
»* © 

00 CM © 
«H s# t ^ 
© CM C^ 

CM © © 
HT* r ^ eo 
00 τ * © 

CD CD 

<o © r » VO Γ Ν oo 
00 © «H 
CM © © 

/ 

>»05 
-H Ü 

«Η ο 
O . O CD 

Φ CO 

~ *sas 
t i CO j . f-< * H 

£ f. 

CL 

Λ ο 
3 ο 
fto 
ο w 

* -Si ο 

CO 

ri 

α 
be 

Ο 

£ τ 
•—Ι Η^ φ * * s 

13 ο t 
oc o c c j O 

ο 
ο 
φ 
>• 
CD 
E H 

If l i is 
<H £ 

° CO 

co 

OH C O U O 

α. 
ce 

O H 

cu 
S 
c --' 
• 
φ 

# 6H 

Φ È». Jt 
11 
OH ° 

O-I £ 

* co ° « 

CO Ο Η 

220 



Ο 

e 
S3 Φ 
ο β - ^ 

-2, «S ce 

a.ss 
Ο κ 
«Η « Η φ 

ο . ο Λ S E?a 
Φ •+•» ο «5-SA 

• » β 

00 ο 
ο ο 
Γ^ co 

II 
"S>+» 
ο ? - Η ΟΧ) 

° Ό 

•«5« 
ft© 

.23 os 
'«J ΤΗ 

Φ , 

" Φ ο ο 

151« Μ σ> 
Η"^ 

c o 

ιό (Μ 
ο Γ> I O c o 

α 
φ 

a 
α 

Ο 

C * 

-*^> «; 'Ξ 

ss & 
CO •+-> 

os 2 

Τ« ΤΗ H-( 
CO 
OS 
Τ * 

II 
co 

'3b-^ Ο Φ 
•S OJD 

O r o 

ft© 

.22 os 
'co TH 

Φ 1 

'S οο 
5 1 0 

S ΤΗ 

0 0 
t o ο 

CO ο 
Ο OS 
OS Γ > 

a 
φ 

a a 

ο 

>> 
( Η 

• s 
M φ 

S E 
.—! CS 
Λ φ 

S3 
, Ο 
' Ο 

T H G G 
t£> 
OS 
ΤΗ 

u: 
Q 

m 
•M 

Ο 

ο . 
Φ " 

l a 
s 
3 < 

n O 
es o 
t o CO ιΟ 00 

ΙΟ ο 

in co 
I O Vi 
C-N Ο 
OS c o 

co <x> 
t O OS 

co ο 
I O CO 

co 

t O « * 
oo r > 
co ce 
Τ Η i o " 

0 0 CN 
> # CN 

^ © 

co ο IO CO 
-* co 
CN 

s * * # 
1^ CO 
Ο «5 

Γ̂  ο 
00 O 
IO »Ο 

~-ù 

e 
hi 

ci 

Λ 

Ο 
Ü 

CS 

«3 

φ 
ce 
03 

e-

Ο 

φ ^ 

c3 ο 
CQ (J 

φ 

a 
e Φ 

> Φ 

ε 
j>. 
"ο 

ft ο 
α 
ο 

1 e 
u. 

ο 

> 
EH 
Φ 

ε 
κ 

•a s 
0 2 U 

ΓΛ 

β 0X3 

> a 
2 * * 
>> Q.S 

'ο C 
ο, ο 
ο . Μ · " 
a HJ a 

Ι S'2' 
w H Ό 

Ο Ä ce M O 

Φ 
Ϊ Λ re 

Λ 
ο 
u 
= 3 

ft 

Φ 

Ο · 
s ss · 
α O g 

> sê 
φ (<-Η 
fa COH 

•ο O H 

Ο > H 

S J J 
» <ίΟ 

ο 
. U 
°^ 
« a 
ο φ 

sa 
*. * > 
ce rt 

*> a 
ce «s 

* s 
φ „ 
fH Ο 

Ο ft 

Φ 
Φ 

- Μ 
C 
Φ 

Φ 

es3 

Β 
ce 
S 

«3 

-«3 
a 
Φ ft 
χ 

S 

ο 
OH 

Ο 

Ο 

221 



C H A P T E R 10. 

SOME EFFECTS 
OF THE REAL PROPERTY TRANSFER TAX 

The rate at which property transfers are taxed is 
unusually high in Greece, and it is therefore reasonable 
to expect that the effects are unusually marked in com
parison with those of other countries, where the tax 
generally takes the form of Stamp Duties at a much 
lower rate. For this reason it seems worthwhile to take 
the analysis of the effects of a tax on asset transfers 
rather further than do the standard works on public 
finance. Had there been time, a fairly substantial em
pirical investigation would have followed the theoret
ical discussion, but as it is the empirical elements in 
the following presentation are merely casual and the 
chapter is essentially analytical. An attempt to apply 
the theory by some Greek economist properly ac
quainted with the institutional background would 
probably prove a stimulating and rewarding exercise. 

Throughout it will be assumed that the tax is levied 
at the same rate on all real property transactions, there 
being no exemptions, and that this rate applies to the 
actual value of the consideration given in exchange for 
real property. The facts that there are some reduced 
rates and that estimated market value is taken as the 
basis of the tax instead of the actual price paid, are thus 
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ignored in order not to complicate the exposition of 
the main points. 

A second lot of complications which may usefully 
be ignored are the effects of introducing the tax as 
distinct from the effects of its existence. We are en
quiring, in other words, how things will differ, when 
the tax has existed for several years, from what they 
would have been had it never existed; and we shall 
pay no heed to the process of adjusting to the im
position of the tax in the first year or two of its life. 

Third, it is convenient to suppose that the tax is 
always paid by the seller. As Professor Shoup has re
cently re-asserted (in the Review of Economic Studies, 
October 1957), it makes no difference whether the tax 
is paid by the buyer or the seller. 

To start with, the analysis can be put in such general 
terms that it applies not only to real property but to 
all assets which have the twin properties, (a) that their 
existing stock is large in relation to the flow of new 
ones and the retirement of old ones and, (b) that there 
is a good market for the existing stock. These proper
ties are actually two facets of the same thing. For 
a flow can only be related to a stock by expressing the 
flow as a time rate, and the appropriate period is that 
which is just long enough for changes in stock demand 
to be reflected in market values. The «better» the mar
ket is, the shorter this period. Thus the analysis 
applies to all assets whose price-level can be explained 
in purely stock terms, and (whatever it may be in 
purest principle) the range of such assets is pretty 
wide in operational practice, which is what matters to 
the tax analyst. 

There is no need to set out a general approach to 
asset price formation (for which the reader may turn 
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Lo the author's book Interest Rates and Asset Prices), 
as all that matters here is the effect of a transfer tax 
ceteris paribus. Now to impose such a tax on any group 
of assets is, other things being equal, to diminish their 
attractiveness relatively to all other assets. The reason 
is simply that, at any given price level, the person who 
buys one and then sells it is made worse off than he 
would be if he did the same without the tax. The 
taxed asset loses liquidity by being subject to the tax. 
Thus unless the asset is always bought for keeps, which 
would conflict with our assumption that there is a good 
market for it, its equilibrium value will fall relatively 
to that of other assets, including money. Since money 
cannot go up in price, a drachma always being worth 
a drachma, the equilibrium money price of the asset 
will be lower than it would have been had the tax not 
existed, ceteris paribus. 

The existence of the tax will also affect the volume 
of trading in the asset both second-hand and new. 
Trade in new assets can, of course, only exist when the 
asset is reproducible as, for example, gold or shares or 
forged Modiglianis. The initial effect on such trade is 
fairly simple: buyers will pay less for the asset than they 
would have done had the tax not existed; sellers get 
less than buyers pay by the amount of the tax; therefore 
sellers suffer a monetary loss that is greater than the 
amount of the tax; therefore new sales will be less 
than they would have otherwise been unless the elas
ticity of flow supply of new assets is zero — all ceteris 
paribus. 

One can, of course, invent complications. If, for 
example, the discouragement of new share issues en
courages new bond issues, the more rapid growth in 
the stock of bonds will in time affect the demand for 
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shares. But such effects must be examined in a less 
general context; the point common to all such assets 
is that by making the sales of new assets less than they 
would otherwise have been, the tax will gradually make 
the total stock of the asset smaller and smaller than 
it would otherwise have been. Over time, therefore, 
the unfavourable effect of diminished liquidity upon 
the asset's buying price will gradually be offset by the 
restriction on its quantity. 

This is fairly simple. The effect of the tax upon 
the volume of secondhand trading is less so. In order 
to tackle it we have to examine its determinants, 
i.e. the factors which explain the turnover in existing 
assets. 

Assets are bought and sold because people's valu
ations of them, i.e. their demand prices, change dif
ferentially (If everybody's valuation went up by 1,000 
drs. per unit the market price would be 1,000 drs. 
greater than it would otherwise have been, but there 
will be no effect on the volume of trading). Without a 
transactions tax, a differential change in valuations 
which produces an excess of A's valuation over B's 
valuation (greater than some minimum sensible dif
ference whose magnitude will depend on transaction 
costs and the degree of perfection of market information) 
will lead A to purchase from Β if Β already owns the 
asset and A does not. With a transactions tax, how
ever, the excess of A's valuation over B's will have to 
become bigger still if the transaction is to take place. 
The tax is like any other component of transaction costs; 
a rise in these costs will reduce transactions. Suppose, 
for example, that A, who owns the asset, and B, who 
does not, both value it at 1,000 drs. If B's value rises 
above, say, 1,050 drs., he will then buy from A, 50 
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drs. representing transaction costs and inertia. But with 
a 10% transaction tax on sales, A will only be ready 
to sell at a price something above 1,110 drs. 

The volume of transactions thus depends on the 
pattern of valuation changes in relation to the pattern of 
ownership. The valuation changes which produce trans
actions are those where the valuations of non-owners 
rise relatively to those of owners. Not all such changes 
lead to transactions, however, for some will merely 
land the parties in the zone of indifference, where the 
margin of the non-owner's valuation over the owner's 
is too narrow. The tax widens this zone of indifference 
by its full amount and thus reduces the proportion of 
valuation changes which generate transactions. Unless, 
therefore, the existence of the tax (as distinct from its 
introduction) systematically alters the pattern of valu
ation changes in relation to ownership, it will reduce 
the average volume of transactions. 

In order to take the analysis any further, we must 
now bring in one of the peculiarities of real property, 
abandoning the generality of the analysis, since there 
is more to be said about the effects of the property 
transactions tax upon the rate of new building. The 
point is that real property is used to supply new real 
property in a way in which other assets are not used 
for the reproduction of their own kind. Most new build
ings replace old ones which had a positive value or are 
built on vacant sites which had value for agricultural 
or recreational purposes. Thus the cost of providing, 
say, a new block of flats includes the cost of the site, 
which is what has to be paid for it when the builder 
does not own it, or what it could be sold for when he 
does. Now both of these magnitudes will be affected 
by the existence of the tax, so that the supply price 
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of the new block of fiats will also be affected. This means 
that the supply of new buildings at any given price 
level will remain unchanged only in the case where 
worthless sites are used for the new buildings. 

In order to see whether the reduction in the supply 
price of new buildings will be large enough to offset 
the reduction in the amount the builder can sell them 
for, let us concentrate for a moment on the case of a 
potential office builder who already owns a site. The 
selling value net of tax of this site will be less than it 
would have been but for the tax; so will the greater 
value net of tax which the new office block will possess 
when completed. As a matter of arithmetic, therefore, 
the difference between them would only be greater in 
the unlikely case that the existence of the tax made 
office site values proportionately very much lower, rel
ative to new office values, than they would have been 
in the absence of the tax. But this difference is what is 
available to cover the cost of building and provide 
a profit. Since construction costs are not directly affected 
by the existence of the tax, the profitability of putting 
up the new office block will be lower than if there were 
no tax. Thus the complication that part of the supply 
price of new offices is a (capitalized) rent does not de
stroy the earlier conclusion that the construction of 
new properties will be adversely affected. If this is 
true of building on sites already owned, it is a fortiori 
true of building on sites which have to be bought, since 
the cost of any site which has to be bought is higher 
than its opportunity cost to the owner by the am-
mount of the tax. 

We have got to the point, then, that the existence 
of the tax will exert a check on the volume of new 
building, but that this check will be less than it would 
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have been when no element of economic rent was in 
the supply price of new assets. A subsidiary point is 
that the tax discriminates in favour of redevelopment 
by the existing owner of a site and against an outside 
developer who would have to buy it. The cost of the 
site is smaller to the former than to the latter by the 
amount of the tax which the owner would have to pay 
if he sold it. Thus, as with other taxes on transactions, 
the tax may stimulate vertical integration. 

This may explain why there seems to be relatively 
little speculative building of single family houses in 
Greece. Most of the new development round the peri
phery of the larger towns consists of small houses which 
have been erected by contractors for their owners. 
It is apparently a common pattern to save up to buy 
a small site and then to save up for another long period 
until sufficient money has been accumulated to pay 
for building a house (This accounts for the strange 
sight of rows of fenced-off house plots devoid of houses 
to be seen in some of the outskirts of Athens). The 
fact that all the saving takes place before a house is 
acquired merely reflects the almost total lack of mort
gage facilities. But the fact that plot and building are 
bought seriatim, instead of all at once from a builder 
who has developed a whole estate, with all the economies 
that that involves, must surely depend not only on the 
difficulty of builders in finding sufficient capital, but 
also upon the fact that ready-made suburban houses 
involve more tax than do bare-site purchases followed 
by the employment of a builder. 

Since the owners of property which is ripe for re
development within the towns very frequently lack the 
capital, the initiative and the know-how to redevelop 
their property, while builders are better off in these 
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respects, one would expect the existence of the tax to 
cause builders to work in partnership with owners 
rather than by buying them out. This does not happen 
at all frequently, however, and there is in fact no tax 
incentive towards it because the transfer of the owner
ship of a site from a person to a partnership attracts 
tax. 

The fact is that several features of the Greek pro
perty market appear to reflect conditions of capital 
supply as well as the effects of the real property tax. 
Bank lending for real property purchase or for construc
tion is prohibited and mortgage facilities are more or 
less confined to civil servants. Thus apart from some 
property investment by insurance companies, finance 
has to be provided by the property developers them
selves. One important way in which they do this is to 
pay the seller of a site by giving him an apartment or 
two in the finished building, and they frequently do the 
same with the builder. The builder will obtain trade 
credit from his suppliers who, not themselves being 
builders, may have access to bank finance. Also, devel
opers sell flats before they are completed, obtaining 
payment in instalments. 

All this means that the return to the capital and enter
prise of the developer is fairly high, at any rate in the 
almost continuous boom conditions which have been 
experienced in Athens and other growing towns. On 
the other hand there is a flow of funds into the property 
market from investors who lack the capital and/or 
the know-how to undertake property development them
selves. These investors, possessing an attachment to 
real property as an investment which flows from the 
unavailability of many other outlets, from past expe
rience of inflation and from Greek family traditions, 
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are ready to buy flats which they then rent out.So far 
as apartment construction is concerned, therefore, there 
is a division of labour between two non-competing 
groups of capitalists: developers, who turn their capital 
over as quickly as they can, and small landlords who 
own one or two flats. The rate of return (including capi
tal appreciation) on letting flats is presumably less than 
that of building them, but the imperfections of the 
capital market are such that there is no force tending 
to unify the two markets. 

The fact that the developer who sells the flat (or 
offices) he builds will pay tax on the sale, whereas the 
developer who lets them pays no property transfer tax, 
thus does not have the effect one might expect in en
couraging developer-landlords. Except, possibly, for 
commercial property in central parts of the town, the 
parts of new buildings not sold to owner-occupiers are 
usually sold to small landlords, several of whom may 
own accommodation in one building (A multiplicity 
of freehold interests in one building is thus common). 

According to the 1958 sample survey of housing and 
construction in urban areas, the proportion of post-
1951 dwellings which were rented (24%) was below the 
proportion for pre-1951 (42%) in Greater Athens. The 
same was true of provincial towns (20% and 29%). 
This low and falling proportion is, of course, quite 
consistent with what has been said above: the attach
ment of the Greek to bricks and mortar explains the 
high percentage of owner-occupancy while the imper
fections in the capital market explain why the property 
transfer tax does not dissuade developers from selling 
off such rented property as they do create. 

It is unnecessary to conclude such a brief analysis 
by summarizing it, so let David Ricardo have the last 
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word: Taxes on the transfer of capital, he said, «prevent 
the national capital from being distributed in the way 
most beneficial to the community. For the general 
prosperity, there cannot be too much facility given to 
the conveyance and exchange of all kinds of property, 
as it is by such means that capital of every species is 
likely to find its way into the hands of those who will 
best employ it in increasing the productions of the 
country». (Principles, Sraffa Ed. I, pp. 154-5). 
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A P P E N D I X 

(Excerpts from : «GREECE, Basic incentives to industrial 
development and foreign investment» published 
in July 1963 by the Industrial Development 

Corporation, Athens and New York).1 

I . Protection of Foreign Investment Capital. 

1. Law 2687/1953: 
Foreign capital imported into Greece for productive 

investment enjoys comprehensive protection under the 
provisions of Greece's basic foreign investment law No. 
2687 of October 31, 1953. This law has constitutional 
effect (i.e. it may not be amended except by law enacted 
by a constitutional assembly). Its principal clauses are 
summarized below with appropriate comments: 

«Productive investment» in the sense of the law 
comprises all projects designed to promote national pro
duction and contribute to economic progress in general, 
including low-cost housing. Law 4171/1961 broadened 
the definition of «productive investment» by adding the 
concepts of increased employment, greater inflow of 
foreign capital, as well as import-substitution and export 
industries. 

An approval to invest, once granted, becomes an 
irrevocable legal instrument and its terms and conditions 
may not be altered except with the explicit consent of 
the foreign investor (Articles 3 and 4). Within the 

1. Reprinted here by kind permission of the Industrial 
Development Corporation. 
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broad framework of the law, the instrument of approval 
(which for major projects takes the form of a Royal 
Decree) is intended to spell out the details of each 
specific investment project. Therefore, in a sense, the 
instrument of approval becomes the «Charter» of each 
individual project and experience has demonstrated the 
importance of careful and judicious drafting of it to 
forestall difficulties and complications in the imple
mentation of the project involved. 

The law provides for the repatriation of equity and 
loan capital and the remittance of profits and interest 
earnings in a stipulated foreign currency without the 
requirement of special permission. Transfer of royalties 
in foreign exchange is also provided for. Repatriation 
of equity and loan capital may commence one year after 
importation but may not exceed 10% per annum of the 
amount of capital imported under the law. Earnings 
may be remitted at rates not in excess of 10% per an
num for interest on loan capital and 12% for dividends 
on imported and as yet unrepatriated equity capital. 
Accumulated profits and interest accruals may also be 
remitted within the above margins (Articles 5 and 6). 
Once an investment project is formally approved, the 
above transfers are carried out automatically and with
out an ad hoc approval for each individual transaction. 

Earnings reinvested in the same or any other enter
prise contemplated in the instrument of approval may, 
by specific dispensation, receive the same treatment as 
that accorded to capital initially imported, both with 
respect to repatriation of principal and remittance of 
profits. There is no restriction on the use of unremittable 
profits in Greece for any lawful purposes (Articles 5, 
para. 3). 

Foreign nationals may be employed to fill executive, 
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technical or administrative positions and their salaries 
may be paid in transferable foreign exchange, as may 
be provided in the instrument of approval (Article 7). 

The following special tax accommodations may be 
extended, for a period not to exceed 10 years, to export 
and mining enterprises or to any new enterprise saving 
substantial amounts of foreign exchange: (a) Freezing 
income tax rates currently in effect, (b) lowering income 
tax rates below current levels; (c) lowering or waiving 
import duties and concomitant taxes and charges on 
imports of machinery, accessories, spare parts and tools; 
(d) lowering or waiving «third party» taxes, i.e. taxes 
collected on behalf of entities not a part of the Central 
Government. No taxes with retroactive effect may be 
imposed (Article 8). 

The assets of enterprises established under the law 
are protected against compulsory expropriation and may 
be requisitioned only for the requirements of the Armed 
Forces in time of war and upon prompt payment of 
just compensation to be determined by common agree
ment or through arbitration (Article 11). 

All enterprises established under the law shall enjoy 
equal treatment. Furthermore, such enterprises shall 
be entitled to the benefits of more favorable terms that 
might be accorded to enterprises organized subsequently 
under the same law (Article 10). 

Arbitration is provided for the settlement of disputes 
between the foreign investor and the Greek Government 
concerning the interpretation or possible deficiencies 
of the instrument of approval (Article 12). 

The law extends liberal treatment and special pro
tection to merchant shipping brought under the Greek 
flag. For the purposes of the foreign investment law, 
shipping is regarded as imported foreign capital, regard-
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less of the nationality of the shipowner (Article 13). 
The law also provides protection for time deposits 

in a foreign currency from natural persons permanently 
residing abroad or from corporations and other legal 
entities having their headquarters in a foreign country. 
Such deposits are repayable in the same currency within 
not less than 6 months of importation at a rate of interest 
not to exceed 8% per annum. Banks accepting such 
deposits may lend the drachma proceeds to manufactur
ing, agricultural, mining and export enterprises for the 
purpose of promoting their production or exports 
(Article 15). 

NOTE: In July 1959 the annual rate of interest payable 
on time deposits, as above, was set at 4% in the case 
of time deposits of 6 to 24 months and at 5% in the case 
of time deposits extending beyond two years (Reso
lution No. 90 of the Council of Ministers of June 17, 
1959). Such deposits may be made in amounts not less 
than the equivalent of $10,000 in approved currencies 
(Resolution No. 140 of the Council of Ministers, dated 
February 19, 1954). 

Deviations from the provisions of Article 5 of Law 
2687/53 governing repatriation of investment capital 
and remittance of earnings may be permitted only 
in the following two cases: 

Investment projects intended to develop exports of 
agricultural and mining products on condition: (a) that 
the servicing of the investment capital shall be effected 
in the form of exports of products to be produced by 
the use of such capital and (b) that such products shall 
be produced in Greece in quantities exceeding local 
consumer requirements. 

Investment in enterprises which by resolution of the 
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Council of Ministers shall be deemed as being of special 
importance to the Greek economy (Article 14). 

2. Further Liberalization of Law 2687/53: 

Legislative Decree 4256/1962 (Article 5), liberalized 
as follows the provisions of Law 2687/1953 with respect 
to the repatriation of capital and the remittance of 
earnings : 

Repatriation of equity capital and remittance of 
profits may be effected at higher annual rates than those 
stipulated in Article 5 of Law 2687/1953, provided the 
total amount of foreign exchange required for the pur
pose does not exceed 70% of the amount of foreign 
exchange derived from exports of the products of the 
enterprise entitled to such accommodation. Determi
nation of the value of such exports is to be made by 
the Bank of Greece. 

In the case of loan capital, repatriation may be per
mitted at a rate of up to 20% annually, provided such 
loans are not more than double the amount of the firm's 
capital stock. In any event, the provisions of the pre
ceding paragraph may also apply to loan capital. (For 
further liberalization of Law 2687/1953 with respect 
to large projects, see Section II/8c on p. 9). 

II. Special Tax Accommodations. 

1. Increased Depreciation Allowances on Fixed Assets: 

A. Enterprises Established in the Athens - Piraeus 
Area: 
Normal annual depreciation rates for enterprises 

located in the greater Athens area, as established by 
decree on a year-to-year basis, are at present as follows: 
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Power generating facilities: 
Steam and electric 6% 
Diesel 12.5% 
Typewriters, accounting and calculating 
machines and office equipment in general . 8% 
Plant machinery and equipment 8% 
Furniture and fixtures 20% 
Transportation equipment (excluding mo
tor trucks) 1.2% 
Motor trucks 20% 
Factory buildings 5% 
Other buildings 3% 
Spare parts and tools up to 100% 

In 1954 supplementary depreciation allowances of 
up to 2.5% on buildings constructed since October 22, 
1947 and up to 6% on other fixed assets acquired, after 
the above date, were authorized (Law 942/1949, as 
amended by Law 2901/1954). 

In 1957, the normal and supplementary depreciation 
allowances, as above, were increased by 50% for certain 
types of industrial, handicraft, mining, engineering and 
agricultural enterprises (to be determined by decree) 
as regards new buildings, machinery and production 
facilities in general acquired during the period 1958-
1962. This concession applies only to new enterprises 
founded during 1958-1962 and to previously organized 
concerns that had acquired new equipment for expan
sion and modernization during the same period. Decrees 
issued in implementation of this provision now cover 
the major portion of Greek industry (Legislative Decree 
3765/1957, Article 11). Extension of this benefit to 
industries established after 1963 is currently under 
consideration. 
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Β. Enterprises Established Outside the Capital Area: 
In 1954 the normal and supplementary depreciation 

rates applicable to buildings, machinery, plant and e-
quipment for enterprises located in the greater Athens 
area (see A above) were increased by 50% for manu
facturing, mining and hotel enterprises located in the 
District of Attica but outside the capital area. For in
dustries located outside the District of Attica the nor
mal and supplementary depreciation rates were doubled 
(Law 2176/1952 as amended by Law 2901/1954). These 
accommodations were originally enacted for a period 
of ten years to December 31, 1961 but were later ex
tended to December 31, 1964 by L.D. 4002/1959. 

All of the foregoing extra depreciation allowances 
are applicable only to domestic industrial, handicraft 
and mining enterprises. Foreign enterprises operating 
in Greece through a permanent establishment (branch 
office or subsidiary not incorporated in Greece) may 
enjoy the benefit of these tax relief measures if they 
can produce evidence that the country of which the 
investor is a national or resident, in determining the 
taxable profits, recognizes by its tax legislation the 
additional depreciation rates authorized by Greece or 
if such recognition is provided by a convention between 
the two countries for the avoidance of double taxation 
( L.D. 4002/1959, Article 3). U.S. tax legislation does 
not provide for similar incentives and therefore American 
enterprises operating in Greece through a permanent 
establishment are not entitled to these tax accommo
dations. 

2. Write-off of Interest Charges on Loans Before Start-up : 

Interest charges on loans and credits incurred by 
industrial enterprises in the period prior to start-up are 

238 



reckoned as initial installation expenses and may be 
written off at the rate of 20% per annum in the five 
fiscal years following start-up. 

The same treatment is accorded to all expenses re
lated to the establishment and organization of the en
terprise, incurred in the period prior to start-up, pro
vided such expenses have not been covered by income 
realized during that period (Law 4171/1961, Article 7). 

3. Deduction from Taxable Income of Expenses Incurred 
in New Industrial Projects: 

a. Provincial industrial and handicraft enterprises 
may deduct up to 40% from their net annual taxable 
profits, provided they can substantiate that such 
amount was used for the purchase of new plant facilities 
or the expansion or improvement of existing ones. In 
the case of enterprises located on an island an 80% 
deduction is authorized (Law 3213/1955, Article 8). 

b. Industrial or handicraft enterprises making new 
productive investments in Greece between October 23, 
1959 and December 31, 1964 are entitled to deduct 
from their taxable income expenses incurred in con
nection therewith. The total amount deducted in each 
fiscal year may not exceed 50% of taxable profits in the 
case of firms located in the District of Attica, including 
the greater Athens area: 60% for firms located on the 
mainland outside Attica and 90% for enterprises located 
on islands (L.D. 4002/1959, Articles 1 and 2). If gross 
earnings in a given year are less than the amounts in
vested as above, the difference may be charged against 
profits earned in subsequent years. The foregoing pro
visions of Law 3213/1955 and Law 4002/1959 may not 
be applied simultaneously with cumulative effect. 

c. In the case of investment projects coming under 
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the provisions of Law 4171/1961 and involving an out
lay of over 60 million drachmas ($2 million), the pro
visions of Articles 1 and 2 of L.D. 4002/1959 mentioned 
in the preceding paragraph (b), whose effect normally 
extends to December 31, 1964, shall be applicable for 
a period of 5 years from the issuance of the required 
joint ministerial decision establishing the fact that the 
investment involved is of a «productive» type (Law 
4171/1961, Articles 1, 2). 

d. Mining enterprises in general and quarry enter
prises which export at least 50% of their output are 
entitled to deduct from their taxable profits an amount 
not exceeding 50% thereof to cover investment outlays 
for new productive facilities, irrespective of the location 
of their mining or quarrying properties (L.D. 4002/1959, 
Article 7). 

As in the case of extra depreciation allowances, the 
benefits of these tax relief measures are primarily de
signed to assist domestic enterprises. However, they 
may also accrue to foreign enterprises that have a per
manent establishment in Greece subject to the limita
tions mentioned in Section Π-1 (last paragraph). 

It should be noted that the foregoing deductions 
from taxable income (a-d) may be claimed in addition 
to the regular and extra depreciation allowances pro
vided by law. 

4. Exemption from Import Duties and Taxes on Imported 
Machinery and Raw Materials and Hotel Equipment 
and Supplies: 

a. Full exemption from import duties and taxes 
for machinery parts and accessories thereof imported 
by industries" to be established in the provinces or for 
the expansion of provincial industries is granted by 
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Law 3213/1955 (Article 4). 
b. Until April 17, 1968, industrial and handicraft 

enterprises already in operation may import free of 
import duties, taxes and levies new mechanical equip
ment for the purpose of modernizing their production 
facilities (Law 3949/1959, Article 1, para. 1, as amended 
by Cabinet Resolution No. 68/1963). 

c. Under the provisions of Law 4171/1961 (Articles 
1 and 2), as amended by Law 4256/1962 (Article 4), 
important investment projects involving an initial out
lay in excess of 60 million drachmas ($2 million), as 
well as plant expansions involving an outlay of at least 
20 million drachmas ($667,000) by enterprises meeting 
the criteria of Law 4171/1961, as amended, are exemp
ted from any and all Go\^ernment and third party taxes, 
duties, dues, levies and contributions on the items listed 
below, regardless of whether such items are manufac
tured in Greece: 

1) Machinery, accessories, parts and tools (includ
ing all^kinds of plant equipment for manufacturing, 
handicraft and mining enterprises but excluding office 
equipment and transport equipment for goods and 
passengers). 

2) Built-in construction materials except cement, 
ceramic and quarry products. 

3) Research, testing, measuring and control instru
ments. 

4) Cranes, motor trucks and materials handling 
equipment used on the plant-site. 

d. Foreign engineering firms, established in Greece 
by ministerial decision, enjoy exemption from import 
duties and taxes on imports of machinery, equipment 
and supplies (other than fuel, lubricants and passenger 
cars) required for their operations in Greece, provided 
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at least 80% of their entire personnel and 60% of each 
category of their personnel are Greek nationals and 
provided further that such firms are engaged exclusive
ly in operations related to a project located outside 
Greece. Such firms and foreign personnel thereof not 
permanently residing in Greece also enjoy exemption 
from taxes on income earned from operations located 
outside Greece (Law 4171/1961, Article 9). 

e. Coal, metallurgical coke and minerals imported 
by metallurgical industries for their own requirements 
are exempt from duties, taxes, dues, fees, contributions 
and any other Government and third party charges 
(Law 4171/1961, Article 8). 

f. Hotel equipment and supplies, itemized in a long 
list, are exempt from import duties and taxes levied at 
importation (other than turnover and revenue stamp 
taxes), when imported by hotels, tourist pavilions and 
motels which are in the process of being built, recon
structed or improved and whose operation is directly 
supervised by the Greek Tourist Organization (L.D. 
3864/1958, Article 16). Furthermore, newly-established 
deluxe hotels of at least 200 bedrooms, whose operation 
is directly supervised by the Greek Tourist Organization, 
are accorded additionally duty-free privileges for equip
ment and supplies itemized in a separate list (L.D. 
3909/1958, Article 1). These exemptions are valid until 
December 31, 1964 (Law 4171/1961, Article 5). 

5. Reduced Turnover Tax: 
a. The following reductions in turnover tax (which 

tax ranges from 1.5 to 6 per cent on the value of pro
duction of industrial enterprises) have been in effect 
since 1952 (Law 2176/1952, Article 4); 

Industrial enterprises established prior to 1952 on 
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the mainland of Greece in areas other than the District 
of Attica — 20% 

Industrial enterprises moved since 1952 out of the 
District of Attica into other areas or new industries 
established in such other areas since 1952 — 30%; 

Industrial enterprises established on an island prior 
to 1952 — 30%; 

Industrial enterprises established on or transferred 
to an island since 1952 — 40%. 

b. Electric power consumed for industrial uses is 
exempt from turnover tax. (Law 1524/1950, Article 12). 

6. Tax Accommodations on Mergers: 
a. Subject to certain limitations, pertaining chiefly 

to minimum capitalization, merging corporations and 
individual enterprises and partnerships converted into 
a corporation are exempt from capital gain taxes, pro
perty transfer and revenue stamp taxes, as well as from 
all third party taxes normally payable in such cases 
(Law 3765/1957, Article 12). 

b. In 1959 the above tax exemptions were extended 
to cover the following cases of mergers effected between 
October 31, 1959 and December 31, 1964 (L.D. 4002/ 
1959, Article 2) : 

Individual industrial or handicraft enterprises or 
partnerships merging with industrial or handicraft 
corporations; 

Two or more individual industrial or handicraft 
enterprises or partnerships merging into any form of 
larger industrial or handicraft enterprises on condition 
that the resulting new firm will keep proper (Category 
IV) books of account. 

c. In 1962 the above tax accommodations were 
extended to cover mergers of individual industrial or 
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handicraft enterprises or partnerships to form a new 
corporation, limited liability company or individual 
enterprise (Law 4256/1962, Article 3). 

7. Special Tax Accommodations for Provincial Indus
tries : 
a. It has been the policy of the Greek Government 

to encourage the establishment of new industries in the 
provinces (i.e. outside the greater Athens area) and to 
improve the competitive position of existing provincial 
industries. To this end the Greek Government has 
granted special tax exemptions and financial accom
modations to manufacturing, processing and mining 
industries and hotel enterprises (the latter carrying the 
approval of the National Tourist Organization), actually 
in operation or to be established or transferred outside 
the Athens-Piraeus capital area. These exemptions and 
accommodations were originally introduced by L.D. 
2176/1952 which was later amended and supplemented 
by Law 3213/1955. Some of the tax benefits accorded 
provincial industries have been mentioned earlier in 
this Section. To complete the picture, there are listed 
below some additional benefits enjoyed by provincial 
industries. 

No local taxes may be levied on provincial in
dustries. 

Provincial industries on the mainland enjoy a 
10% reduction in social insurance contributions payable 
both by employers and employees: the reduction is 20% 
in the case of insular industries. 

Up to December 31, 1964, provincial industrial enter
prises located on the mainland as well as those situated 
on the islands may carry into special tax-free reserves 
25% and 40% respectively, of their net annual profits 
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to provide coverage against contingent future losses. 
Provincial industrial enterprises are exempt from 

the 6% tax on payrolls introduced by Law 843-1948. 

8. Other Tax Accommodations Designed to Stimulate 
Economic Development: 

a. For the period October 23% 1959 through De
cember 31, 1964, a 50% reduction was authorized in the 
amount of revenue stamp tax and other Government 
and third party taxes levied in connection with the is
suance of stock certificates and the execution of articles 
of incorporation for the establishment of new industrial 
or handicraft enterprises or the increase in the capital
ization of firms actually in operation. This accommoda
tion applies only to industrial and handicraft enterprises 
having a capitalization of not less than 5 million and 
2 million drachmas, respectively (L.D. 4002/1959, 
Article 4). 

b. Corporations established by the Industrial De
velopment Corporation (IDC) or with IDC participation 
are exempt from revenue stamp taxes and any and all 
Government or third party taxes levied on stock cer
tificates or payable in connection with the execution 
of notarized corporate documents, deeds pertaining to 
increases in capitalization and the extension of the life 
of a corporation (L.D. 4014/1959, Article 7). 

c. In Section Π/2, 3 and 4 of this analysis, reference 
was made to Law 4171/1961 and L.D. 4256/1962 which 
provide special tax accommodations for investment pro
jects involving an outlay of over 60 million drachmas. 
In addition to the benefits already mentioned, there 
are listed below some additional dispensations of Law 
4171/1961, as amended, which broaden the scope of 
Greece's basic foreign investment law 2687/1953 with 
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specific reference to large investment projects in excess 
of 60 million drachmas ($2 million). 

Reduction of the graduated tax on plant construc
tion cost estimates from 2% to 0.08% with respect to 
projects located in provincial areas and to 0.8% for 
projects in all other areas and of the plant erection levy 
from 0.5% on estimated construction costs to 0.02% 
and 0.2%, respectively (Article 2 para. 2). 

Determination of lower maximum fees payable for 
the issuance of various expediency, installation, oper
ation and construction licenses (Article 2, para. 3). 

Reduction to one-tenth of all taxes and dues payable 
on contracts pertaining to the construction and as
sembly of plants in provincial areas as these were de
fined in Article 1 of Law 3213/1955 (Article 2, para. 4). 

Exemption from taxes, dues and other charges 
(except stamp tax) of the portion of capital stock 
in excess of 5 million drachmas for new corporations 
capitalized at over 15 million drachmas or for existing 
corporations increasing their capitalization to more than 
15 million drachmas (Article 2, para. 5). 

A ceiling on fees payable to lawyers and notaries 
in connection with the execution and registration of 
agreements between the Government and a foreign 
investor at substantially lower levels than heretofore 
(Article 2, para. 6). 

The right of foreign investors to engage the services 
of foreign engineering or technical consultants for the 
preparation of surveys and designs for initial buildings, 
plant facilities etc., the supervision of the construction 
and assembly of such plant facilities (Article 2, para. 7). 

The freezing, for a period of up to 15 years from 
start-up, of all taxes (including exemptions from third 
party taxes) in effect at the time of the approval of an 
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application to invest (Article 2, para. 11). 
A five-year exemption from taxes on income earned 

abroad for foreign personnel employed by enterprises 
coming within the purview of Law 4171 (Article 2, 
para. 12). 

Authority to remit dividends on the repatriated 
portion of capital originally imported under the pro
visions of Law 2687/1953 at a rate not exceeding 6% 
of the principal involved, provided such dividends do 
not exceed 8% of the value in foreign exchange of the 
corporation's exports during the year (Article 2, para. 
13). 

Authority, in the case of investment projects ex
ceeding in value 180 million drachmas ($6 million), 
for the Government to sign an agreement within the 
provision of Law 4171/1961 and any other legislation 
in force, and to freeze any commitments made for a 
stipulated period of time without having to seek ad 
hoc parliamentary approval (Article 4). 

Contracts for loans or credits extended to Greek 
manufacturing and mining enterprises by foreign banks 
and foreign machinery manufacturers who do not main
tain a permanent establishment in Greece, as well as 
repayments of such loans and credits and interest 
thereon, are exempt from any and all government 
and/or third party taxes or dues. Likewise, interest 
payable on such loans or credits is exempt from Greek 
income tax (Article 7, para. 1 and 2). 

III. Additional Stimuli to Industrial Development. 

Association with the Common Market. 
On November 1, 1962, Greece became an associate 

member of the European Economic Community (EEC). 
Until such time as Greece becomes a full member (which 
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is an ultimate objective attainable in 22 years), it will 
enjoy most of the benefits while assuming only some 
of the obligations deriving from the Treaty of Rome. 
Greek products now enjoy the full benefit of the 50% 
reduction in EEC duties on industrial products and the 
30% or 35% reduction on agricultural products. Fur
ther reductions will automatically accrue to Greece. 
On the other hand Greece has reduced her own tariffs 
on EEC imports into Greece by 10 or 5 per cent, de
pending on whether the items concerned are listed as 
being produced in Greece. Greek duties on EEC pro
ducts will be wiped out in 12 years for items not pro
duced in Greece and in 22 years for items now being 
produced in Greece. Greece will adopt the EEC com
mon external tariff in 12 to 22 years depending on whe
ther a product is or is not produced in Greece. Further
more, Greece will receive financial assistance tot ac
celerate her economic development and will be required 
to align its agricultural and economic policies to those 
of the six member-countries. 

Additional Measures to Promote Exports of Industrial 
and Other Domestic Products. 

a. Over the past ten years, the Greek Government 
introduced measures (other than those reported in 
Sections II and III of this report) designed to promote 
exports of industrial and other domestic products 
through the enactment of laws No. 1848/1951, 2861/ 
1954 and 4231/1962. In recent months there has been 
increased emphasis on providing encouragement to 
exchange-earning export industries. 

Law 1848/1951 provides for import duty and tax 
drawback on imported raw materials and fuel used 
in the manufacture of products sold for export. 
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Law 2861/1954 is broader in its scope in that it 
provides for;(a) refund of taxes on payrolls; (b) partial 
refund of employer's contributions to social insurance 
funds on salaries and wages paid for the manufacture 
of export products; (c) exemption from turnover tax 
on export sales of industrial products; (d) extension of 
the above cost-reduction provisions to exports of certain 
agricultural, mining and other domestic products; 
(e) exemption from import duties and taxes on packing 
materials if the value of such materials constitutes a 
substantial part of the value of the export product or 
if such materials are used for the export of certain 
agricultural and other domestic products determined 
by decree. 

Legislative Decree 4231/1962 consists of a series 
of specific measures designed to boost exports. These 
may be summarized as follows: 

Firms engaged in export activities involving sub
stantial outlays for organization and marketing, are 
authorized to deduct from their taxable income the 
following amounts calculated on gross proceeds from 
exports: fresh fruit and vegetables — 4 % ; industrial 
and handicraft products (including the processing of 
farm products) — 4%; mining and quarry products — 
3 % ; agricultural livestock and fishery products — 2%; 
all other products — 1%. 

Shipping documents covering export shipments of 
domestic products are exempted from all revenue stamp 
taxes. The same applies to documents pertaining to 
the refund of duties, taxes and other charges. 

Export firms are accorded a reduction in the em
ployer's share of payments to the Social Security Agency 
(IKA), as well as to other social insurance agencies, on 
salaries and wages paid in connection with the manu-
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facture of industrial and metallurgical products intended 
for export or for the Mutual Defence Program. 

Exporters of manufactured products for the pro
duction of which domestic or imported raw materials 
are used are granted partial refund of the special levy 
assessed on certain imported commodities under the 
provisions of Law 4169/1961 instituting the Farm In
surance Agency (OGA). The actual amount of such 
refund is determined on the basis of the quantity of 
raw materials used in the manufacture of the export 
products involved. 

Certain products produced, assembled or packaged 
in Greece, such as vacuum cleaners and floor polishing 
machines, radio receiving and television sets, tape re
corders and record players, refrigerator cabinets, agi
tators, mixers, electric shaving and hair cutting ma
chines, when exported are exempted from the special 
10% ad valorem tax introducted by Law 4169/1961. 

The 12% export tax on scrap iron and metals derived 
from the breaking up of ships (exclusive of shipwrecks) 
has been abolished. 

b. On January 17, 1963, the Greek Government 
announced new lower prices for fuel oil used for indus
trial purposes. Effective February 1, 1963, prices of 
light fuel oil (1500") and heavy fuel oil (3500") were 
reduced by 165 drachmas and 225 drachmas per metric 
ton, respectively. These adjustments represent re
ductions of 16% and 25%, respectively, below the 
earlier price levels for these types of fuel oil. 
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