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Ρ R Ε F A C E 

Industrial Capital in Greek Development, by Profes
sor Ellis and his collaborators, is a case study in financing 
economic development. It is a thorough analysis of the 
role of the capital market in economic development that 
we feel would be of great interest both to policy makers and 
students of the Greek economy, as well as to the general 
economist who works in the field of economic development. 

Promoting industrial development has become a 
matter of great concern to both the Government and the 
general public in Greece during recent years. The associ
ation of Greece with the European Common Market has 
further increased the need for improving the institutional 
framework of the Greek economy and the transmitting 
mechanism in the industrial sector. The study by Professor 
Ellis and his collaborators throws considerable light on the 
deficiencies of the capital market and on the factors which 
underlie these deficiencies. From this point of view it 
represents a valuable contribution to the needs of the policy 
authority which will carry out the badly needed reforms 
in this vital sector. 

For the development economist in general, Professor 
Ellis'' work keynotes the serious contraints which a defective 
mechanism of capital investment impose upon the devel
opment possibilities of a country. How those constraints 
worked in Greece and how they were partly relaxed is an 
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interesting case study, given the respectable rate of growth 
and the equally respectable monetary stability that the 
Greek economy has recorded over the last few years. 

The limitations of data that the authors faced were 
considerable. Despite that, the study presents a lucid and 
penetrating analysis of the factors conditioning the availa
bility and the demand of capital in the Greek industrial 
sector, and the factors influencing industrial investment-
financial, economic, technological and managerial. 

GEORGE COUTSOUMARIS 
Director 
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THE CENTER OF ECONOMIC RESEARCH 

The Center of Economic Research in Greece was estab
lished in the expectation that it would fulfill three 
functions: (1) Basic research on the structure and be
havior of the Greek economy, (2) Scientific programming 
of resource allocation for economic development, and (3) 
Technical-economic training of personnel for key posi
tions in government and industry. Its financial resources 
have been contributed by the Greek Government, the Unit
ed States Mission in Greece and the Ford and Rocke
feller 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 sup
ports research in Greece by American graduate students, 
as well as studies for an advanced degree in economics 
of Greek students in American Universities. 

Fellowships are also provided to young men who have 
graduated from a Greek University. They join the Cen
ter as junior research fellows for a three-year period 
during which they assist the senior fellows in their re
search and participate in seminars given by them. 

The Center's main task, naturally, is the carrying on 
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 Eu
ropean Common Market. This research is carried on by 
teams under the direction of senior fellows. The results 

7 



are published in a Research Monograph Series. 
The lectures and seminars included in the Center's 

program are not for the benefit only of those working for 
the Center. Econonists, scholars and students of econom
ics are also invited to attend and participate in this cul
tural exchange which, it is hoped, will be carried out in 
co-operation with institutions of higher learning here and 
abroad. A Lecture Series and a Training Seminar Series 
round off the publications program of the Center. 

Another need which the Center has set out to meet is 
the establishment of a library and a bibliographical serv
ice 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 infor
mation 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 co-operation, a pooling of 
human talent, funds and efforts, designed to promote the 
training of economists and help in meeting Greece's needs 
in the field of economic development. 

The final aim is eminently practical: to help in 
creating a better life for the Greek people. 
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GENERAL INTRODUCTION 

THE IMPORTANCE OF INDUSTRIAL 

CAPITAL TO THE GREEK ECONOMY 

Humanitarian concern with the fact that the material 
level of living in Greece is the lowest in Europe implies 
a similar concern with the low productivity prevailing 
in the Greek economy. It has been said that in manu
facturing, productive efficiency is only about one-sixth 
of that achieved by the United States and one-third of 
that attained by the United Kingdom. To this low level 
of efficiency a number of factors contribute — the small 
size of firms, inefficiencies in business organization and 
management, inappropriate government policies and 
the like; but inadequate real capital formation is general
ly considered to be one of the greatest shortcomings. 
Why is industrial capital so crucial to the development 
of the Greek economy in the present and proximate 
decades? 

1. The Structural Aspect. 

The creation of schemes of «stages» through which 
developing nations supposedly pass is an intriguing but 
highly speculative game. But there are a few tendencies 
which seem to be a matter of rather widespread historical 
observation amongst them, that economic development 
often begins with the domestic production of consumers' 
goods, particularly non-durables such as textiles. This 
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stage was certainly traversed by Greece in the prewar 
period. Thereafter, following the great interruption 
through foreign and civil war, capital formation has 
been going predominantly into what has been called 
the «infra-structure» or social capital field — transpor
tation and communications, electricity, construction, 
etc. Undoubtedly most of this was called for as a part 
of the restoration of the physical basis after the ruin 
wrought by the wars. 

Gross Investment by Major Sectors1 

1948-52 1953-57 1958-61 

Commodity Production 
Social Capital 
Service, Commerce, etc. 

T o t a l 

Without, of course, implying that further improve
ments in the Greek infra-structure are not desirable, 
the very fact that investment has been so heavily 
concentrated, for the whole period since 1948, in social 
capital would seem to argue for a relative shift toward 
«commodity production.» Examination of the figures 
for 1958-1961, compared to 1953-57, reveals a response 
in this direction already and a further evolution of this 
structural shift of investment and production would 
appear to be natural and desirable. 

1. George Coutsoumaris, The Morphology of Greek Industry 
(Athens: Center of Economic Research, 1963), p. 259. 

32.9 22.7 28.3 
57.8 65.4 63.3 
9.3 11.9 8.4 

100.0 100.0 100.0 
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2. The Historical Lag of Manufacturing 

Industry. 

More specifically, within the broad category of 
«commodity production», manufacturing occupies a 
strikingly limited position in Greece, both in output 
and in investment. Whereas manufacturing contributed 
from 30 to 35 per cent of gross domestic product in the 
United States, England, Denmark and Italy, its share 
in Greece was 18 per cent;2 and in exports, manufactur
ing contributed only 2 per cent of this output.3 Invest
ment was indeed disappointing in view of what might 
be expected as a natural evolution: from an average of 
19.0 per cent of the total in the years 1948-1952, gross 
industrial investment fell to 11.1 per cent in 1958-1961 
and to 9.0 per cent in 1960-1961.4 During the first two 
years of the Development Program, for the five years 
1960-1964, industrial investment amounted to only 20 
per cent of the projected amount for the quinquennium. 
In 1961, private investment revealed the following 
striking pattern: housing, 40.3 per cent; roads and 
transport, 19.6 per cent; agriculture, 13.6 per cent; and 
mining and industry, 13.3 per cent.5 All of these facts 
point to a decided lag in the manufacturing section and 
the need for a strong catching-up process. 

2. Ibid., p. 55. 

3. Ibid., p. 92. 

4. Ibid., p. 248. 
5. Memorandum on the Greek Economic Development Program, 

mimeographed (June 18, 1962), p. 47. 
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3. Antiquated Equipment and Lack of 
Mechanization in Specific Industries. 

The evidence presented thus far concerning the 
critical nature of investment for industry, has been of 
an aggregative and general historical nature. If now 
we turn to specific industries, we find ample confirma
tion of these generalities.6 In textiles, expansion of out
put was hampered by old machinery; in 1958, only half 
of the equipment was characterised as modern. In the 
hide-processing industry, 50 per cent of the firms did 
not employ any motorpower by 1958. In the shoe in
dustry this figure amounts to 94 per cent at a time when 
there is said to be a shortage of machine-made shoes. 
With regard to the «wood, cork and furniture» complex 
of manufactures, the critical changes are said to be 
«the introduction of machinery in plants where the use 
of machinery has hitherto been limited and additional 
modernization of machinery in plants where capital 
equipment has already been in use». In the chemical 
industry, expansion depends upon investment in re
search and development. In short, the conclusion reach
ed by Coutsoumaris seems warranted that, not neglect
ing the influence of several other elements, the two 
factors which chiefly account for inter-industry dif
ferences of productivity are scale of operation and 
degree of capitalization.7 

6. The following data are derived from Kingdom of Greece, 
Ministry of Coordination : The Industrial Sector of the Greek 
Economy, 1960-1970; Industrial Development and the Demand 
for Manpower by Occupational Grade (Athens, 1962). pp. 51, 53, 
68, 69, 74, 82, 114, and 199. 

7, Coutsoumaris, op. cit., p. 267. 
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4. Ancillary Advantages of Investment 
of Industry. 

The main reason for investment in manufacturing 
industry is, of course, its direct and autonomous contri
bution to gross domestic product. There are, however, 
certain other considerations which underscore the 
desirability or necessity of this category of investment. 

A. Employment. 
According to the Development Plan, surplus labor 

in agriculture amounts to 400,000 persons or, if ac
count were taken of all seasonal and other enforced 
idleness, to 750,000. Figures of this magnitude seem 
to say eloquently, without quibbling over precise 
meanings of surplus labor, that the problem is cur
rently significant, though it may be less important 
in the future.8 But the belief that the unemployment 
problem in agriculture will be less severe rests in some 
measure on alternative employment elsewhere, for which 
manufacturing should bear a part of the responsibility; 
and, in addition, investment in manufacturing should 
help toward the elimination of its own unemployment, 
estimated at 100,000, or 13 per cent of industrial man
power.9 During the present decade, the Development 
Program, presupposing that agricultural employment 
would remain constant, looked toward a 34.2 per cent 
increase in employment in service industries and a 30 
per cent increaase in mining and manufacturing. 

B. Complementing Expansion in other Sectors. 
As the Economic Development Plan points out, man-

8. Gf. Adam A. Pepelasis and Pan A. Yotopoulos, Surplus 
Labor in Greek Agriculture (Athens: Center of Economic Research, 
1962). 

9. Economic Development Program, p. 5. 
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ufacturing expands not only autonomously, or in conse
quence of the growth of income, but also as a comple
ment to other sectors.!0 Thus some agricultural raw 
materials go into industrial processing, (sugar, dairy 
products, fruit juices, leather, textile materials), and 
some industrial products go into agriculture, (ferti
lizers, sprays, packing materials, agricultural tools and 
machines). Construction makes heavy demands upon 
industrial products (steel, glass, cement, paint, etc.), 
and this is bound up with complementarity in the op
posite direction. Similar interrelations prevail with 
mining and, indeed, with all other sectors of the 
economy. Complementarities of this sort make all 
the more important the historical lag of investment 
in manufacturing, treated in section 2 above, because 
it tends to impede progress elsewhere. 
C. Capital - intensive Types of Production in the Future. 

It has been observed that the considerable in
crease in agricultural production in Greece, during the 
1950's, was secured by technological improvements -
better seeds, strains of stock, methods of cropping 
and the like - which did not involve very heavy invest
ments. But, it is said, continued advances in the sphere 
of agriculture will require artificial fertilizers, irrigation 
and other types of investment,which are quite expensive. 
These tendencies in agriculture are significant for the 
problem of industrial investment,^ that they will offer 
increased competition in the future for the supply of 
saving and investment. 

For industrial production, it is probably not possible 
to say whether the capital-output ratio will tend to 
increase or to decrease. In the first place, the «infra

lì). Ibid., pp. 19-21. 
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structure» in Greece is far from complete; highways, 
electric power plants and other public projects involve 
particularly high capital-output ratios. In the second 
place, some of the heavy users of private capital are 
due for expansion among producer goods — the chemic
al industry, textiles, non-metallic mineral products 
and metal engineering trades — as well as among consu
mer goods — housing, durable consumer goods, wines 
and spirits and dairy products. 

On the other hand, with the increase of productive 
efficiency, capital will be used more economically. For 
example, Greek concerns have a much higher ratio of 
working capital to annual output than do firms in the 
United States and it is thought that improved marketing 
and business organization can substantially reduce this 
ratio. Furthermore, as the infra-structure is gradually 
built up in both public and private fields, there would 
be an expectation of lower ratios. 

On balance, it would be hazardous to forecast the 
capital-output ratio over any very short period. Over 
several decades it will probably decline, since more 
developed economies generally reveal lower ratios than 
do those in the early stages of development. Probably 
the most important fact to be emphasized is that, 
whether the capital-output ratio rises or falls, the abso
lute amount of capital formation required for any sub
stantial increase in the national total or per capita in
come is very great. 

Since the demands of the Greek economy upon the 
supply of capital will be heavy, it is significant for our 
present inquiry that the incremental capital-output 
ratio for manufacturing is probably small compared to 
other lines of production. While precise statistical 
magnitudes are difficult or impossible to come by, it 
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appears probable that a ratio of 2.0 may prevail in 
manufacturing, compared to as much as 9.0 for trans
port and communications and 11.0 for dwellings.11 Thus 
output added by manufacture is a «bargain» from the 
development angle. 

5 .Industrial Investment and International Trade. 

There are three reasons for believing that the future 
evolution of the Greek economy will require a high rate 
of investment in export industries, particularly of 
manufactures. All three reasons follow from circum
stances which will probably increase the volume of 
exports both absolutely and relatively to other compo
nents of the domestic product. Underlying all of them 
is the assumption that the limited elasticity of demand 
for agricultural raw material exports will probably 
mean that manufactures, in the long run, will have to 
bear the greater burden of upward adjustment, parti
cularly if we regard the processing of agricultural pro
ducts as a part of industry. 

The first reason has to do with the so-called «pro
pensity to import»: When real incomes per capita rise, 
a certain part of the increment, depending upon in
dividual tastes and the distribution of income, will be 
devoted to buying additional imports. Unless the 
country is prepared to see its monetary reserves ebb 
away, it must take steps to balance the added imports 
by exports. In other words, barring some very drastic 
form of government interference, an inevitable ac
companiment of economic development and rising in
comes is that the foreign trade component of gross na

i l . Andreas G. Papandreou, A Strategy for Greek Economic 
Development (Athens: Center of Economic Research, 1962), p. 65. 
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tional product — exports as well as imports—will rise.10 

In order to turn out the additional exports, the rate of 
investment in export industry must rise, except for 
those cases in which idle plant capacity exists. 

The second reason, closely allied to the first, refers 
to the special position of a small country. It is a fact 
which would be understood intuitively by the layman, 
but which was amply confirmed by a conference of 
economists devoted solely to the economic consequences 
of the size of nations, that small countries are more 
dependent upon foreign trade than large ones.13 As a 
result, for a small country an increment in per capita 
income of given magnitude will necessitate more imports 
and exports and more investment for export, than for 
a large country. 

The third reason, also related to the functional as
sociation of larger imports and, hence, exports with 
rising incomes is the expected consequence of Greece's 
gradual entrance into the European Common Market. 
In this case the causation is reversed and runs from 
increased exports to increased incomes and higher 
imports. A later section of this study investigates this 
theme exhaustively, showing that investment for ex
ports — primarily industrial — will be more important 
than investment for import substitution,unless artificial 

12. «Development based on exports resolves balance of pay
ments crises, while development based on production for the 
home market creates balance of payments crises,» writes W. 
Arthur Lewis,in Economic Development and World Trade, mimeo
graphed (International Economic Association, Vienna Congress, 
1962), p. 5. 

13. International Economic Association, The Economic 
Consequences of the Size of Nations. Proceedings of a Round Table 
held at Lisbon, August-September, 1957 (London, 1960). 
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measures are taken which would thwart the very pur
pose of the Common Market. 

For those who would despair of the economic future 
of Greece because of its modest endowment of natural 
resources, let them consider the following wise words: 
«...the varying degrees of development in national 
economies no longer rest mainly upon differences in 
natural riches... That which conditions the economic 
backwardness of the undeveloped countries is chiefly 
inequality in available capital and technical and or
ganizational capacities and knowledge.»14 So far as 
concerns available capital, the Industrial Development 
Corporation concludes, after reviewing the statistics 
of gross investment in other countries of the Common 
Market, that for the aggregate figure Greece makes a 
fairly good showing but that for the ratio of investment 
in machines and equipment to investment in construc
tion, Greece stands at the bottom of the list.15 

In retrospect, therefore, we discover a powerful 
combination of forces necessitating a vast increase in 
industrial investment in Greece. It is the purpose of 
the present study to explore the financial and real 
structural character of the Greek economy, the factors 
which favor and those which impede the savings and 
investment nexus and the means which exist or can 
be called into being to accelerate the industrial develop
ment of the country, through improvements in the 
sources and uses of capital. 

14. National Bank of Greece, Problem der griechischen Zah
lungsbilanz, (Athens, March 1958), p. 36; translation by the present 
author. 

15. Industrial Development Corporation, S.A., Situation 
Generale de VIndustrie en Grèce, mimeographed (Athens, 1962), 
pp. 18-19. 
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PART I 

THE FINANCING OF INDUSTRY 





C H A P T E R I 

THE AVAILABILITY OF INDUSTRIAL 
CAPITAL 

Does there exist, in contemporary Greece, an ade
quate supply of capital resources to permit an acce
lerated development of manufacturing? The present 
chapter is devoted to this question and examines,(l) the 
availability of capital in an aggregate sense and,(2) the 
distribution of available capital among economic 
activities. This analysis is designed to throw light upon 
the problem of raising the rate of industrial investment 
and to suggest directions for action, on the part of the 
government and private sectors, to achieve this aim. 

1. The Volume of Savings. 

Contemporary discussions of economists concerned 
with economic development have been largely con
centrated upon the role of the supply of capital in deve
loping economies. «If the low-growth countries are to 
accelerate their rates of growth, through increases in 
investment, there is no escaping the fact that corres
ponding increases in saving must be secured,»1 asserts 
a world organization mainly concerned with econo
mic and social advancement. Certain economic theorists 

1. United Nations, World Economic Survey, 1960 (New York, 
1961),fp. 16. 

29 



maintain that a large and discrete increase in the rate 
of savings is the prime requisite for the «take-off» of 
backward economies.2 

The supply of savings in developing economies is 
primarily dependent on the level of per capita income. 
But there are other factors, such as the distribution of 
national income, the institutional organization of the 
economy, rigidities of consumption habits, socio-politic
al elements, as well as the stage of development itself, 
which influence the propensity to save. The problem of 
raising the savings rate in underdeveloped countries 
seems to be a critical one; it tends to operate in a vicious 
circle.3 

In the past, Greece has been no exception to this 
kind of problem. Domestic savings have been inade
quate to finance investment for economic development. 
During the prewar and early postwar period, a large 
proportion of the capital funds invested was found 
abroad. Up to 1952, foreign funds represented more 
than 50 per cent of ex post aggregate saving. Only after 
1953 did domestic savings account for more than half 
of the financing of total capital formation. 

Expressed as a percentage of Gross Domestic Product 
at current prices, domestic savings show the following 
trends : 

Table I -1 shows that from 1950 to 1962 total 
domestic savings have increased fourteen-fold in abso
lute terms, while the ratio of total domestic savings 

2. For a discussion of Big-Push theories, see Howard S. Ellis, 
Quarterly Journal of Economics, September 1959, pp. 485-495. 

3. See Ragnar Nurkse, Problems of Capital Formation in 
Underdevehped Countries (New York: Oxford University Press, 
1954). 
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TABLE I - 1 

Savings and Gross Domestic Product 
(at current prices) 

(million drs.) 

Domestic Savings 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962* 

Gross -
Domestic 
Product 

25,937 
31,913 
33,583 
44,510 
51,611 
58,305 
67,627 
72,197 
75,911 
79,024 
83,819 
94,796 
99,766 

Average 1950-62 

To 

Am. 

1,391 
2,526 
2,259 
6,021 
5,461 
9,037 

10,159 
12,115 
12,577 
13,954 
14,621 
19,398 
21,040 

t a l 

%of 
G.D.P. 

5.4 
7.9 
6.7 

13.5 
10.6 
15.5 
15.0 
16.8 
16.6 
17.6 
17.4 
20.5 
21.1 

15.9 

P u 

-930 
-303 
-416 

812 
739 

1,630 
1,296 
2,016 
2,192 
1,044 
1,924 
3,027 
3,409 

b l i c 

%of 
G.D.P. 

-3 .6 
-1.0 
-1.2 

1.8 
1.5 
2.8 
1.9 
2.8 
2.9 
1.3 
2.2 
3.2 
3.4 

2.0 

P r i v a t e 

2,221 
2,829 
2,775 
5,209 
4,722 
7,407 
8,863 

10,099 
10,385 
12,910 
12,697 
16,371 
17,631 

%of 
G.D.P. 

8.6 

8.9 
8.3 

11.7 
9.1 

12.7 
13.1 
14.0 
13.6 
16.3 
15.1 
17.3 
17.7 

14.0 

S o u r c e : National Accounts, 1948-1959 and 1958-1962. 
•Provisional figures. 

to gross domestic product rose from 5.4 per cent to 21.1 
per cent. 

The distribution of domestic savings between public 
and private sectors is also important. As indicated in 
the table above, the bulk of saving is done spontaneous
ly by private individuals and businesses, while only a 
small share of total savings — averaging 8 per cent 
over the period — was determined arbitrarily by the 
government. Public savings have averaged 2.0 per cent 
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of G.D.P. since 1950, while private voluntary savings 
rose from 8.6 per cent of G.D.P. in 1950 to 17.7 per cent 
in 1962, averaging 14.0 per cent over the period. Un
doubtedly one reason for the greater contribution of 
private savings is the free enterprise system which 
prevails in Greece. 

The high and increasing ratio of saving to Gross 
Domestic Product after 1953, which reached the level 
of 21.1 per cent in 1962, creates considerable doubt 
as to whether the supply of savings is still the growth-
inhibiting factor in Greek industrial development. Al
though international comparisons in economics are 
somewhat uncertain, we present here some figures of 
saving ratios observed in other countries. The ratio 
of domestic saving to gross domestic product for Italy 
averaged 19.5 per cent over the 1950-1959 period, for 
France 18.4 per cent, the United States 18.6, Belgium 
17.6, Turkey 12, Portugal 11 and Spain 15 per cent.4 

There are, of course, other countries with still higher 
saving ratios: Norway, with an average ratio of 27.1 
per cent between 1950 and 1959, Finland with 26.7, 
Japan with 28.7 and West Germany with 26.7.5 How
ever, these four countries have some special socio
political and economic characteristics which make their 
saving patterns not comparable with that of Greece. 
Norway and Finland have adopted a more or less social
istic form of society, in which many important saving 
decisions are made by a centralized authority. Japan 
and Germany, on the other hand, have a long history 
of well organized free financial markets, good industrial 

4. United Nations, op. cit., pp. 19, 61. 
5. Ibid., p. 19. 
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structures and high propensities to save amongst the 
various income groups. 

Before proceeding further we must investigate the 
determinants of savings in Greece. 

Saving is defined as the difference between income 
received over a given period and consumption expendi
tures on currently produced goods and services, i.e 
S = Y - C. Hence, fluctuations in consumption ex
penditures, with given income, determine the absolute 
amount of saving. 

In Greece, real private consumption has increased 
absolutely at a rate of 5.8 per cent per year over the 
period 1954 - 1961, but in relative terms it declined as 
a percentage of gross national expenditures, from 74.9 
in 1954 to 66.6 in 1961. Consumption expenditures have 
grown at a lower rate (5.9 per cent) than private dispos
able income, which has increased at a rate of 8.2 per cent 
annually since 1954. Hence, the average propensity to 
consume declined over the period. Furthermore, person
al real disposable income rose by 84 per cent after 1950, 
or at an annual average rate of 7 per cent. In absolute 
terms, real personal disposable income per capita rose 
from 3,872 drs. in 1950 to 7,113 drs. in 1961. Respond
ing to this increase in real income per capita, real per
sonal savings per capita rose from 130 to 840 drs. be
tween 1950 and 1960, increasing at a much higher 
annual rate. 

A linear regression of personal saving shows that 
the increase in real personal saving per capita was 
related to the increase in real disposable income per 
capita, at a rate of about 20 per cent. In other words, 
the marginal propensity to save was found to be .20 
for the period 1950-1961 in Greece, considerably higher 
than the figure for a number of developed and under-
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developed countries taken together, which was found 
by Houthakker to be .081 for the 1950's.6 The re
gression equation for Greece is S=-597,902 + 0.195 Y, 

where S is real personal saving per capita and Y is real 
per capita disposable income. R2 =.922 and R =» .960. 
It is important to note that the marginal propensity 
to save is greater than the average propensity to save, 
as would be expected in a low income country. 

Personal savings may also be affected by business 
propensities to save and by government fiscal policies. 
For instance, corporations take over part of the savings 
function from individuals by not distributing all of 
their annual profits as dividends, or by increasing de
preciation reserves. In Greece, business saving as a 
whole showed a decline in relative terms, falling from 
72.4 per cent of total private saving in 1954 to 35.8 
per cent in 1961. Out of this contribution, the share of 
depreciation reserves increased, while there are in
dications that the share of retained profits for the entire 
business sector declined. If corporate policies had been 
more liberal in these respects, during the 1950-1961 
period, individuals would have increased their savings 
more than they did, depending upon their marginal 
propensities to consume out of income from dividends. 
Similarly, government fiscal policies have influenced 
the savings of individuals as well as of business units. 

Another very significant peculiarity of the Greek 
economy pertains to the relation of saving to the 
distribution of income. The orthodox theory is that the 
more unequally income is distributed among social 

6. Hendrik S. Houthakker, On Some Determinants of Saving 
in Developed and Under-developed Countries, Mimeographed 
(Research Center in Economic Growth, 1962), 
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classes, the more does an economy save. The upper 
income brackets of the population are thought to have 
a very low marginal propensity to consume, or a high 
marginal propensity to save. 

In Greece, however, the upper income groups do 
not save as much as do comparable income groups in 
other Western European countries. They seem to be 
more prone to indulge in conspicuous consumption. 
Low and middle income groups in Greece, while of 
course saving smaller absolute amounts have, never
theless, raised their propensity to save over the period 
reviewed here. 

2. The Growth of Liquid Assets. 

The liquidity of an economy may be measured in 
terms of total liquid assets accumulated over a period, 
including the stock of money, time deposits and savings 
deposits owned by both the private and the public 
sectors. The following table presents the relevant 
statistics : 

Table I - 2 shows that the stock of money rose from 
2,360 million drs. in 1950 to 18,188 million in 1962, 
rising at a rate of about 20 per cent per year. Gross 
National Product, on the other hand, grew at an annual 
rate of 13.3 per cent over the same period. Thus, income 
velocity declined sharply from 14.35 in 1950 to 6.84 
in 1962. The share of the stock of money in total liquid 
assets declined from 72.2 per cent in 1950 to 40.8 per 
cent in 1962. Thus, the liquidity of the economy in 
Greece increased rapidly over the period, primarily in 
the form of assets other than money. Other deposits 
increased from 905 million drs. in 1950 to 25,249 million 
in 1962 and the ratio of other deposits to the stock of 
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TABLE I - 2 

The Accumulation of Liquid Assets (Yearly Averages) 
(in millions of drs.) 

Currency Demand Total Other Total Stock of 
outside Deposits Stock of Deposits Liquid Money as 
Banks Money in Hands Assets % of Total 

of Public Liquid 
Assets 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 

1,662 
1,773 
2,000 
2,597 
3,306 
4,024 
5,237 
6,043 
7,003 
7,452 
8,901 

10,516 
12,483 

698 
1,027 
1,152 
1,506 
2,089 
2,373 
2,719 
2,870 
3,338 
3,811 
4,757 
5,395 
5,705 

2,360 
2,800 
3,152 
4,093 
5,395 
6,397 
7,956 
8,903 

10,341 
11,263 
13,658 
15,911 
18,188 

905 
1,056 
1,331 
1,570 
2,317 
3,226 
4,421 
7,319 

10,292 
13,273 
16,965 
19,850 
25,249 

3,265 

3,856 
4,483 
5,663 
7,712 
9,623 

12,377 
16,222 
20,633 
24,536 
30,623 
35,761 
43,437 

S o u r c e : Bank of Greece, Monthly Bulletin, various issues. 

ι 

money rose from 38.3 t o 138.8 between 1950 and 1962. 

T h e fact t h a t t h e l iquidity of t h e Greek economy w a s 

most ly in forms o t h e r t h a n m o n e y is consistent w i t h 

t h e Gurley a n d Shaw thesis t h a t this sort of l iquidity 

is expected t o increase more rapidly t h a n money, a t 

least in t h e early stages of economic growth. 7 

F r o m T a b l e I - 2 we observe also t h a t t h e share of 

7. John G. Gurley and Edward S. Shaw, Money in a Theory 
of Finance (Washington: The Brookings Institution, 1960). See 
also, National Bureau of Economic Research, Occasional Paper 
68, p. 1, 

72.2 
72.6 
70.3 
72.2 
69.9 
66.4 
64.3 
54.9 
50.1 
45.9 
44.6 
44.4 
40.8 
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currency in the total money supply is quite significant. 
In absolute terms, currency outside banks increased 
from 1,662 million drs. in 1950 to 12,483 million in 1962. 
Expressed as a percentage of the total stock of money, 
the currency holdings remained high throughout the 
period 1950-1962, showing a decline of only 1.8 per
centage points after 1950, falling from 70.4 per cent in 
1950 to 68.6 per cent in 1962. The desired per capita 
currency holdings correlate negatively with the expect
ed rate of change in prices and positively with the rate 
of change in per capita real income. The respective 
elasticities are: -.0154 and 2.0776. On the other hand, 
the desired per capita real cash balances (including 
currency and demand deposits), had a real per capita 
income elasticity of about 1.745 for the period 1950-
1962, a magnitude which seems to be almost identical 
with the one observed for the United States; they 
indicate that real cash balances are considered by indi
vidual wealth holders to be a «superior» commodity. 
Another significant fact is that the estimated elasticity 
of the demand for per capita real cash balances associat
ed with the expected rate of change in prices is -.01692 
for the period 1950-1962.8 

Examining the sources of liquidity in the form of 
time and savings deposits in the Greek economy, we 
observe the following trends: 

Up to 1956, the main source of non-monetary li
quidity was public enterprises and public entities. 
Since then, the trend has been reversed and the main 
source has become the private sector, including indi-

8. Diomedes D. Psilos, The Choice of Financial Assets in 
Greece, Lecture Series, No 9 (Athens: Center of Economic Research 
1963), pp. 16-20. 
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TABLE) 1-3 
Other Deposits by Source 

(million drs.) 

Individuals and Private 
Total Enterprises Public Sector 

Amount % of total Amount % of 

1950 

1951 
1952 

1953 
1954 

1955 

1956 

1957 
1958 

1959 

1960 

1961 
1962 

905 
1,056 

1,331 
1,570 

2,317 

8,226 

4,421 

7,319 
10,292 

13,273 

16,965 
19,850 

25,249 

169 
213 
337 
534 
771 

1,068 

2,009 

4,330 

6,763 

9,537 

12,780 

14,975 
18,862 

18.7 
20.2 

25.3 

34.1 

33.3 

33.2 

45.5 
59.2 

65.7 

71.9 

75.3 
75.4 

74.7 

736 
843 
994 

1,036 

1,546 
2,158 

2,412 

2,989 

3,529 

3,736 

4,185 

4,893 

6,387 

total 

81.3 
79.8 

74.7 

65.9 

66.7 

66.8 

54.5 
40.8 

34.3 

28.1 

24.7 

24.6 

25.3 

S o u r c e : Bank of Greece, Monthly Bulletin, various issues. 

viduals and business enterprises. Between 1950 and 
1962 the time and savings deposits of public enterprises 
and entities declined, (as a share of total deposits), from 
81.3 per cent to 25.3 per cent, while during the same 
period private assets in these forms, (expressed in 
absolute terms), rose from 169 million to 18,862 million 
drs. 

The rapid accumulation of funds in deposit form 
led to an excess liquidity of Greek commercial banks. 
Measured as a ratio of total cash reserves plus treasury 
bills held by all commercial banks to all kinds of deposits, 
the liquidity of commercial banks rose from 13.3 per ce
nt in 1956 to 28.7 per cent in 1962. This high ratio was 
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due to the unsatisfactory rate at which commercial ba
nks were channelling funds into the economy; the ratio 
of total deposits to total loans rose from 1.07 in 1954 
to 1.25 in 1962;on the average this ratio has been 1.214 

over the period. 
Various reasons can be suggested for this piling up 

of deposits — the increase in per capita income, price 
stability and a high propensity to convert other assets, 
such as gold sovereigns, into more liquid and/or interest 
bearing assets — but the most important factor has 
been the lack of alternative financial outlets and the 
imperfect organization of the money and capital market. 
This problem will be discussed at length later; suffice 
it to say here that investments in both private and 
public corporate issues are few and government bond 
offerings scarce and erratic.9 

3. Conclusion. 

Thus far we have presented evidence to support the 
proposition that the supply of capital in Greece has not 
been the limiting factor in Greek economic develop
ment. The decline in income velocity, as well as the 
rapid accumulation of wealth in the form of non-mo
netary liquid assets, suggests that a deflationary gap 
was registered in the private sector and that desired 
savings were greater than desired investment in this 
sector at a given level of income. 

That official circles in Greece are aware of this 
problem is made clear by statements from both the 
Governor and the Deputy Governor of the Bank of 
Greece on the capital market and the lack of business 

9. Infra, Ch. III. 
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initiative in the country.J0 Supporting these conclusions 
official statistics show that between 1954 and 1961 only 
two out of eight years showed a ratio of gross private 
savings to gross private capital formation of greater 
than 1. The trend of excess savings over investment has 
been upward, rising from 1.01 in 1955 to 1.24 in 1962; 
or in absolute terms a deficit of 1,161 million drs. in 
1954 developed into a surplus of 3,419 million in 1962. 

Pertinent also is the distribution of private savings 
among assets in the real sector. Measured as the ratio 
of private savings to private fixed investment, exclud
ing ships, the allocation of savings appears as follows : 

TABLE I - 4 

The Ratio of Gross Private Saving to Gross Fixed 
Private Investment, by Sectors. 

Years 

1956 
1957 
1958 
1959 
1960 
1961 

1956-1961 

Manufac
turing 

9.35 
8.60 
4.54 

'7.09 
9.53 
8.64 

7.96 

Total 
Construc

tion 

1.86 
2.27 
1.63 
2.23 
1.99 
2.39 

2.06 

Residential 
Housing 

2.40 
2.81 
2.01 
2.78 
2.52 
3.36 

2.65 

All other 
Sectors 

4.81 
4.68 
3.55 
4.51 
3.67 
3.03 

3.94 

All 
Sectors 

1.17 
1.30 

.90 
1.23 
1.14 
1.16 

1.15 

Not only does this table bear out the conclusion that 

10. Xenophon Zolotas, The Role of the Banks in a Developing 
Country, Bank of Greece Papers and Lectures No 8, (Athens, 
1962); and Galanis Demetrios, The Prospects of the Capital Market, 
Bank of Greece, (Athens, 1962). 
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private savings have far exceeded private investment, 
but it also shows that these savings were channelled into 
the construction industry and, particularly, into reside
ntial housing to the neglect of the manufacturing sector 
of the economy. 

Subsequent sections of this book will be devoted to 
a discussion of the economic effects of this distribution 
and its influence upon Greece's economic development. 
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C H A P T E R II 

THE DEMAND FOR INDUSTRIAL 
CAPITAL 

Having shown in Chapter I that the limiting factor 
on economic growth in Greece has not been the supply 
of capital, we shall now proceed to examine the rôle 
played by the demand for capital and by the capital 
market mechanism. In Chapter II we shall first attempt 
to delineate the pattern of the total industrial ex post 
demand for funds, then examine the various factors 
responsible for the low demand for capital at the micro-
economic level, thereby showing how an ample supply 
of capital does not ipso facto create its own demand. 

Chapter III will examine the capital transmitting 
mechanism of the country, since the seeming paradox 
in Greece of an accumulation of personal saving, on 
the one hand, and a shortage of industrial capital, on 
the other, may be explainable by the absence of an 
adequate transmitting mechanism. 

1. The Realized Private Demand for Capital. 

A. The Volume of Realized Investment. 
The realized demand for capital is reflected in the ex 

post figuresof investment. However, a precise quantita
tive evaluation of capital requirements would require 
capital output ratios as well as specified growth objec
tives, the computation of which lies outside the 
scope of this book. Therefore we provide instead some 
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international comparisons and discuss the trends and 
pattern of investment over the period under review, 
so that the reader may make his own evaluation of the 
performance of the Greek investment sector. 

TABLE II -1 
Total Gross Investment (Ships Excluded) 

(in millions of drs. at 1954 prices) 

Year 

1956 
1957 
1958 
1959 
1960 
1961 
1962* 

T o t 

Amount 

11,174 
12,345 
13,708 
13,731 
15,766 
17,938 
19,473 

a l 

%of 
GNP1 

15.3 
15.5 
16.3 
15.5 
16.2 
17.1 
18.2 

P u b i 

Amount 

3,115 
3,507 
3,748 
4,516 
5,305 
6,156 
7,204 

i c 

GNP 

4.2 
4.4 
4.4 
5.1 
5.4 
5.8 
6.7 

P r i v a t e 

Amount 

8,059 
8,838 
9,960 
9,215 

10,461 
11,782 
12,269 

%of 
GNP 

11.0 
11.2 
11.8 
10.5 
10.7 
11.2 
11.5 

S o u r c e : National Accounts, various issues. 
1. GNP here refers to total available resources. 
* Provisional figures. 

From Table II - 1 we see that actual total gross fixed 
capital formation in Greece has not increased at an 
optimal rate since 1956. In absolute value, it increased 
by approximately 74 per cent in 7 years; expressed as 
a ratio of GNP, it rose from 15.3 per cent to 18.2 per 
cent. On the average, this ratio was about 16.3 per cent 
per annum, a level which is considerably lower than 
that of other countries. For example, the ratio of gross 
domestic fixed capital formation to GNP at 1954 prices 
in Austria has been 22.6 per cent per annum since 1956; 
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in Italy, 21.8 per cent; in France, 18.6 per cent; in West 
Germany, 22.7 per cent; in Argentina, 20 per cent; in 
Portugal, 16 per cent; in Spain, 18 per cent and, in 
Israel, 26 per cent.1 

The share of the private sector in total gross in
vestment in Greece declined from 72.1 per cent in 1956 
to 63.0 per cent in 1962,as the share of public investment 
increased from 27.9 to 37.0 per cent. Private gross in
vestment expressed as a ratio of GNP declined from 
11.0 per cent in 1956 to 10.5 per cent in 1959, to rise 
only slightly to 11.5 in 1962. Public investment as a 
ratio to GNP rose from 4.2 per cent to 6.7 per cent over 
the same period. 

Deducting changes in inventories from these figures, 
we observe that private gross fixed investment at 
constant prices has risen by about 69 per cent since 
1956, or at an average annual rate of 9.1 per cent. 
Expressed as a ratio to GNP, private fixed gross in
vestment increased only slightly over the period, rising 
from 9.9 per cent in 1956 to 11.5 in 1962; this rate of 
increase is far below that necessary for satisfactory 
economic growth. 

The demand for capital in an economic system can
not be discussed without also considering how invest
ment is distributed among industrial sectors, since the 
allocation of funds among sectors having different 
capital-output ratios may act as a constraint upon the 
total demand for capital and upon the absorptive po
tential of the economy. 

1. Sources: Organization for Economic Cooperation and 
Development, General Statistics (September 1962). For Spain, 
Argentina and Israel: United Nations, World EconorMc Survey, 
1960. 
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From Table II-2, no general trends are apparent. 
In particular, there was no consistent rise in the manu
facturing sector's share of total investment. Although 
the share of the dwelling sector declined somewhat, 
from 47 per cent in 1956 to 40.3 per cent in 1962, it 
remained by far the largest in the economy, with an 
average of 42.5 per cent. Manufacturing, with an aver
age share of 14.8 per cent, absorbed just about one-third 
of this; yet, as shown earlier, the dwelling sector entails 
a high capital-output ratio! For the year 1961, by way 
of comparison, investment in manufacturing in Austria 
amounted to 33.4 per cent of total investment; in Ger
many, 32.2 per cent; in the U.K., 30.4 per cent; in 
Holland, 30.4 per cent; in France, 27 per cent; in Italy, 
26.9 per cent; in Portugal, 23.8 per cent; while, in 
Greece, at current prices, manufacturing absorbed only 
11.2 per cent.1 

B. The Rate of Growth of the Corporate Sector. 
The low rate of investment in the industrial sector 

is also reflected in the rate of expansion of corporate 
enterprises. The financial growth of industrial enter
prises, of course, is a complex phenomenon, but changes 
in the value of gross fixed assets, or changes in total 
capital employed, may roughly indicate the rate of 
growth of the demand for capital funds. Even though 
the value of fixed assets appearing in the balance sheets 
suffers from various weaknesses such as price changes 
and/or systematic shifts in the asset structure, it never
theless shows the general demand for capital invested 
in reproducible assets in the corporate sector. 

Whereas gross national product between 1956 and 

2. Bank of Greece, Report of the Governor for 1962, (Athens, 
1963), p. 15; and National Accounts. 
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1960, at current prices increased at an annual rate of 
about 4.2 per cent and manufacturing production at 
7.5 per cent, the rate of change in the value of gross 
fixed assets of 85 large industrial corporations was 
5.9 per cent over the same period.3 

Since the incremental value of fixed assets of these 
companies represents a high per cent of total private 
investment in manufacturing,their rate of expansion may 
be considered a satisfactory indication of the general 
demand for investible funds. Because of a lack of data, 
we cannot make international comparisons, although 
in developed countries industrial firms may grow at a 
rate of more than 10 per cent per year. The rate of 
growth of Greek companies appears even more inade
quate, if we consider the low base of the fixed assets and 
the size of the firms in absolute terms. 

G. The Demand for Internal Finance. 
The low rate of demand for industrial capital is 

also reflected in the securities market in Greece. Where
as in the early period of industrialization of the United 
States and England, the share of new issues in total 
external financing of corporations was substantial, in 
Greece it has been quite small. More than half of the 
large corporations have an equity/total capital ratio 
below 50 per cent; about 1/4 of them borrow between 
30 and 50 per cent of their funds; and about 1/4 borrow 
less than 30 per cent. 

The new issue market in Greece is virtually non
existent. Since 1956, net corporate issues publicly placed 
amounted only to about 665 million drs., while net issues 
sold to old shareholders amounted to 832 million. On 

3. Balance Sheets analysed in Psilos' study Capital Market 
in Greece, Center of Economic Research ."(Athens 1964). 
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the other hand, the issue of bonded debt has amounted 
to only 176 million drs. since 1954. These figures re
present a negligible percentage of national savings 
during the same period. 

The rate of profit retention by Greek industrial units 
did not compensate significantly for this low demand 
for capital market finance. For, in general, self-financing 
lias declined in the manufacturing sector, (with the 
exception of some large corporations which showed a 
slight increase during recent years). However, the small 
base of profits does not permit any definite statement 
as to the precise significance of self-financing vis-a-vis 
the large investment requirements in the industrial 
sector. 

Depreciation reserves in this sector exhibit similar 
characteristics. The ratio of depreciation to gross fixed 
investment declined from .32 to .18 over the period 
1954-1960. However, it is impossible to know whether 
the ex post figures of capital consumption, as given in 
the National Accounts, were the result of business de
cisions per se or whether they reflect statistical short
comings. 

D. The Demand for External Finance. 

1) Extent of Demand. On the whole, the industrial 
corporate sector has increased its external indebtedness 
during the period 1956-1961, as indicated by Table II-3. 

The shift in net fixed assets is significant as indicat
ing the rate of change in reproducible assets. Since 
inventories, as given by the National Accounts, on the 
average represented only 8.3 per cent of total private 
investment at current prices between 1956 and 1961, 
the actual rate of investment was not higher than the 
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TABLE I I - 3 
Consolidated Balance Sheet of Selected Companies 

(Percentage Distribution) 

A s s e t s L i a b i l i t i e s 

Year 

1956 
1957 
1958 
1959 
1960 
1961 

No of 
Firms 

435 
394 
391 
421 
447 
461 

Net fixed 
Assets 

43.7 
39.7 
39.0 
36.9 
36.0 
35.6 

Current 
Assets 

56.3 
60.3 
61.0 
63.1 
64.0 
64.4 

Own-
capital 

37.6 
34.1 
31.4 
31.7 
30.5 
29.8 

Borrow
ed 

Capital 

62.4 
65.9 
68.6 
68.3 
69.5 
70.2 

S o u r c e : Federation of Greek Industries, Annual Reports on 
Greek Industry, 1959, 1961 and 1962. 

rate of growth reflected in the annual change of fixed 
assets. 

Coutsoumaris' study points out that all industrial 
firms have a high ratio of working capital to fixed assets, 
due perhaps to the fact that Greek industry is dominated 
by labor-intensive production methods and that various 
inefficiencies characterize the use of capital.4 In fact 
business owners do not supply even their working 
capital. The same conclusions emerge from the figures 
on liabilities. 

2) Sources of Loans. For a more precise evaluation 
of the increase in demand for external funds, we must 
consider the various sources for borrowed funds. 

4. George Coutsoumaris, The Morphology of Greek Industry 
(Athens: Center of Economic Research, 1963), p. 198. 
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The demand for external finance is partly met by 
direct, non-institutional lenders and partly by financial 
intermediaries, including government financial insti
tutions. Data on the magnitude of funds transferred 
to industrial businesses by direct surplus-spending 
units are not available for Greece. To the extent that 
this lending does take place, direct money lenders 
primarily finance the consumption expenditures of low-
income groups and domestic trade transactions. How
ever, the tremendous increase in the liquidity of the 
banking system in the form of deposits since 1955 would 
seem to suggest that the role of the direct money lenders, 
operating in the personal market, has lost most of its 
significance. Therefore, the ratio of the banks' out
standing credits to deposit liabilities may serve to 
indicate the magnitude of realized demand for capital, 
on the assumption that the money supply outside the 
banking system is adjusted to the demand and that 
any incremental demand for funds is ultimately met by 
bank lending. The index of total credits in the economy 
to total liabilities declined steadily from 100 in 1955 
to 40.3 in 1962, while the index for commercial bank 
funds declined to 74.1. The respective indices for other 
countries over the same period showed either a rise or 
a smaller decline than that registered in Greece. In the 
United States, the ratio increased slightly from 100 in 
1955 to 102.1 in 1962; in Spain, it rose to 106.1 in 1961; 
in Italy, it declined to 96.4 in 1961; and in Turkey it 
fell to 64.8 in 1961.5 

Furthermore, the ratio of new credits granted by 

5. The figures for other countries were taken from Organiza
tion for Economic Cooperation and Development, General 
Statistics, September 1962. 
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the monetary system, to Gross Domestic Product, at 
current prices, has been low since 1955, ranging between 
1.6 and 4.8. This indicates again that too small a portion 
of the economy has been influenced by the volume of 
bank credits over the period under review. 

Table 11-4, below; provides further evidence that the 
realized demand for credit has been low and sub-optimal
ly distributed. Manufacturing has, it is true, received a 
larger share of loans than any other private sector, but 
the important fact is its failure to increase this share. 
In view of the actual needs for capital for greatly 
increased development in this sector,and given the negli
gible amount of capital market finance, 28.9 per cent 
is far too low an annual rate of increase. 

Within the industrial sector, over 26 per cent of 
the increase in total credits went to textiles; 21 per cent 
to food, beverages and tobacco; and 24 per cent to metal 
and machinery working sectors. The first sector is 
traditionally the leading industry of Greece, although 
characterized by antiquated machinery and low produc
tivity. The textile sector grew at a rate of 5.3 per cent 
per annum since 1950; the food, drink and tobacco in
dustries, at 7.2 per cent; and basic metal industries, at 
34 per cent.1 Foodstuffs and metal working sectors 
are oligopolistically organized and generally are not 
very rapidly expanding industries; thus the remarkable 
rate of growth in the metallurgical industry was due 
to expansion and modernization carried out during the 
1950's, rather than to the entrance of new firms into 
the field. 

6. S. Geronymakis, «Postwar Economic Growth in Greece», 
preliminary paper delivered at Eighth General Conference of 
the International Association for Research in Income and Wealth 
(Corfu, 1963). 
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3) Maturity Period of Loans. Another factor to be 
considered is the maturity period of new credits to 
manufacturing.The most variable type of credits consists 
of discounts from the Bank of Greece, which ranged 
from a negative figure of 26 million drs. in 1958 to 676 
million drs. in 1959. Similarly, credits for working capital 
fluctuated widely over the same period, varying from 
-349 million drs. in 1959, to 1,759 million drs. in 1958. 
Net loans to handicrafts showed also a variation from 
year to year, from -61 million drs. in 1962 to 366 million 
in 1960. The volume of long-term loans to manufactur
ing at seven to ten year maturities, however, increased 
about fourfold between 1957 and 1962. 

TABLE II - 5 

Net Credits Granted to Manufacturing and Mining Industry 
(annual averages) (million drs.) 

1956 
1957 
1958 
1959 
1960 
1961 
1962 

Grand 
Total 

1,181.8 
1,181.8 
1,952.3 

631.9 
1,203.6 
1,690.7 
1,331.5 

To 
and 

Manufacturing 
Mining 

Bills 

Sector 

Loans for 
Total Discounted Working 

897.9 
897.9 

1,534.7 
319.9 
555.7 

1,047.9 
952.2 

118.9 
118.9 
-26.2 
676.7 
120.8 
206.5 

66.2 

Capital 

— 
876.7 

1,759.3 
-349.3 

434.9 
841.4 
885.9 

Loans to Loans of 
Handi
crafts 

— 
30.6 

340.2 
131.7 
365.7 
257.8 
-61.0 

Fixed 
Capital 

— 
115.0 
215.7 
180.3 
282.3 
384.8 
420.5 

S o u r c e : Bank of Greece, Monthly Bulletin. 

Generally, bank credits were sufficient only in the 
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trade sector and, in some years, in agriculture. Credits 
to manufacturing were quite inadequate, especially in 
the form of medium and long-term finance. The state
ments of the Bank of Greece, in its annual reports, and 
of the Federation of Greek Industry confirm this 
conclusion.7 

2 . Factors Influencing the Demand for Capital. 

The forces which have influenced the individual 
businesses' demand for capital funds during the period 
under review are numerous, ranging from economic to 
psychological and institutional factors. In this section 
we shall attempt to summarize the most relevant fact
ors, including the cost of capital, profitability, the state 
of economic development of the community, the motives 
of those who control the firms, the quality of manage
ment, etc. 
A. The Cost of Borrowed Capital. 

The excess liquidity of the Greek economy theoretic
ally should have produced a substantial reduction in 
interest rates, thus stimulating further investment; 
however, the actual reduction in effective interest rates 
has not been rapid enough, in view of the gap between 
rediscount rates in Greece and those in developed 
countries. They declined from 11 per cent in 1956 to 
10 per cent in 1959, and then to 7 per cent in April 1960 
ana" to 6 per cent in November 1960. Interest rates 
charged by banks on loans to industrial firms declined 
from 10 per cent in May 1956 to 8 per cent in October 

7. Bank of Greece, The Greek Economy for the Year 1961, 
(Athens, 1962), p . 36; The Federation of Greek Industry, The 
Greek Industry in 1962, (Athens, 1963), p. 50. 
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1959. The over-all weighted average of interest rates on 
loans by commercial banks since 1954 has been around 
10.5 per cent, excluding commissions and other charges. 
If we add commissions and other administrative ex
penses, including insurance premiums paid by borrowers 
in order to obtain bank loans, the effective interest 
rates stood well above 14-15 per cent per annum in the 
organized money and capital market. In the personal 
loan market these rates have exceeded 20 per cent per 
year. 

The levels and differentials of interest rates are set 
by the Currency Committee in so far as it controls the 
volume and allocation of credit in the economy. How
ever, notwithstanding the Currency Committee's in
tention to hold interest rates at a low level, objective 
evaluation of the market shows that the cost of capital 
is still high, despite its abundance. 

TABLE II - 6 

Cost of Borrowed Capital to Industrial Firms 

Interest Rate 

Long-term Funds 1-5% 

Government 9 
Private 3 

Short-term Funds 
Government 3 
Private 5 

S o u r c e : Goutsoumaris, unpublished questionnaire. 

Between 1958 and 1961, the actual decline in the 
interest rates charged on loans was 3.42 points, while 

5-10% over 10% Firms 
Respond. 

26 12 47 
24 14 41 

22 24 49 
21 44 70 
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the rates paid on deposits declined" only by 2.0Θ, thus 
leaving a small spread to be earned by commercial 
banks. The nominal rates on loans and deposits were 
as follows: 

TABLE I I - 7 

Average Interest Rates on Bank Loans and Deposits 
(percentages) 

1958 1959 1960 1961 1958-61 
Change 

Loan Rates 11.07 10.13 8.97 7.65 3.42 
Deposit Rates 5.93 5.97 4.68 3.93 2.00 

Spread 5.14 4.16 4.29 3.72 1.42 

Whatever the cause of the low demand for credit, 
profitability considerations force the banks to add 
various charges to the nominal rates set by the Currency 
Committee. Accordingly, an expansion of banking 
business possibly may pave the way for further reduction 
of interest rates. 

B. The Profitability Constraint. 

The only available statistics on profits in Greek 
industry are those revealed by the enterprises in their 
annual balance sheets as published by the Federation 
of Greek Industry. 

Table 11-8 presents the average profits (of a varying 
number of firms for each year) expressed as a rate of 
return to own capital funds. Although these figures, 
being averages, mask large variations from firm to 
firm, they can be taken as indicative. Because of ac-
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count ing procedures such as the excessive depreciat ion 

and general costs charged by Greek firms, t h e figures 

presented here are r a the r under t h a n over-est imates. 

In o ther words , profits often mean w h a t the manage

men t of family enterprises wan t s t h e m to mean; hence 

earnings do no t conform to any scientific definitions of 

the concept. 

TABLE II - 8 

Profitability, 1957-1961 

(Average Rate of Profits) 

(per cent per annum) 

1957 1958 1959 1960 1961 
Sectors (394 (391 (421 (477 (461 1957-

firms) firms) firms) firms) firms) 1961 

1. Metallurgical 9.90 6.57 12.48 20.48 17.55 13.36 
2. Construction 8.95 15.56 11.38 11.30 12.32 12.32 
3. Textiles 2.64 0.82 2.15 7.65 5.90 3.83 
4. Food-Beverages 5.94 8.12 8.74 8.60 6.14 7.50 
5. Chemical 8.60 3.02 6.76 7.85 8.84 7.01 
6. Leather — 1.00 8.66 3.42 3.54 4.16 
7. Printing Paper 5.41 12.00 16.30 24.38 9.55 13.53 
8. Wood 7.96 2.80 6.02 61.58 53.85 26.44 
9. Tobacco 3.08 9.33 25.78 41.88 5.00 27.01 

10. Electricity 1.56 9.56 0.41 2.92 3.20 3.53 
11. Electric Appliances . . — — 10.11 22.49 11.00 14.53 

Average Yield 5.34 5.57 7.50 11.11 8.73 — 

S o u r c e : Federation of Greek Industry, The Greek Industry 
for 1962, (Athens, 1962). 

F rom Table 11-8, we see t h a t ave rage profits, as 

given b y the avai lable statist ics, ranged from 1.00 per 

cent to 61.58 per cent over t he five years in quest ion. 
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The most profitable industrial sectors were metal work
ing, wood and printing paper activities, tobacco, build
ing materials and electric appliances. At the other 
extreme were the textile sector and the leather produc
ing firms. 

Perhaps more important than the difference between 
sectors, is the general trend in profitability. With the 
exception of textiles, all sectors showed a rise in the 
rate of returns on own capital; the average of all firms 
profitability rates increased between 1957 and 1960 
and then declined in 1961. 

Statistics on the size of firms by sectors and profita
bility are not available. However, the Federation of 
Greek Industry provides the data shown in Table II-9, 
classifying firms by size of total capital employed and 
average rate of profits earned both on own capital and 
on total capital. This table clearly shows that size is a 
significant factor in explaining differences of profits 
among firms. The smallest firms, employing capital up 
to 1 million drs., incurred losses in both years under 
review, while the firms employing capital of 1-5 million 
drs. earned negligible profits. The rate of profitability 
is higher for the four middle classes, while the larger 
firms of the sample again show a lower average rate. 
The latter group may have been subject to the law of 
diminishing returns; or they may have higher profits 
in reality, but their management, for a variety of reasons, 
may choose to show low annual profits in their balance 
sheets. 

The majority of firms have equity capital of less 
than 10 million drs; in the light of the high interest rates 
and their low profitability, it is no surprise that these 
small firms systematically avoid expensive outside 
financing. 
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ÎABLE t l - 9 

Profitability by Size of Firms 

Size of Firms 

(By total capital 
employed, in mil. 
of drs. lower limit) 

0 
1 
5 

10 
20 
30 
50 
75 

100 

1 9 ( 

Own 
Capital 

-11.15% 
3.78 

10.40 
9.14 

21.96 
11.11 

7.44 
7.82 

11.77 

11.11 

Average 

50 

Total 
Capital 

-3.49% 
2.41 
2.14 
3.17 
7.19 
3.92 
2.71 
2.86 
2.69 

3.50 

rate of profits 

1 9 6 1 

Own 
Capital 

-5 .0% 
1.1 

8.88 
11.10 
16.04 
10.10 

7.59 
11.59 

6.95 

8.73 

Total 
Capital 

-3.45% 
.57 

3.11 
3.89 
5.42 
4.18 
2.39 
4.54 
1.56 

2.50 

S o u r c e : Federation of Greek Industry, The Greek Industry 
in 1962 (Athens, 1963), p. 69. 

C. The Size of the Domestic Market. 
The rate of expansion of a firm or a group of firms is 

partly conditioned by the level of per capita income in 
the economy and by expectations as to its future rate 
of growth. As Nurkse makes clear,8 the limited size of 
the domestic market in developing economies tends to 
restrict output. The demand for home-produced in
dustrial commodities is very small because of low per 
capita income, while the small upper-income group is 

8. See Ragnar Nurkse, Some Aspects of Capital Accumulation 
in Underdeveloped Countries (Cairo, 1952), p. 4 
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oriented toward imports and their demand is often too 
small to warrant domestic production. 

Notwithstanding the limited size of the domestic 
market, this factor does not seem to be the chief limit-
ational one in Greece. As Goutsoumaris points out, 
«The rate of future expansion, with other things equal, 
must be very much conditioned by the rate of develop
ment in the other economic sectors and by the possibili
ties of developing exports. It will also depend upon 
industry's ability to reduce its cost price levels in basic 
consumer goods with low income elasticity and this 
to an extent that would release sufficient purchasing 
power to enlarge the consumer market for products of 
a relatively high income elasticity.»9 

D. The Stock of Real Investment. 
Theoretically, investment in each sector is expected 

to be, ceteris paribus, negatively related to the stock of 
capital. Thus, for the sectors which showed a declining 
trend in investment during the 1950's in Greece, it 
would naturally be assumed that the accumulated stock 
was large enough to preclude extensive capital formation. 
However, this has not been the case. Professor Daniel 
B. Suits, in his econometric study of the Greek economy, 
concludes that the relation of investment to the accu
mulated stock in manufacturing was not statistically 
significant. In all other sectors, the rate of capital 
formation was found to be positively correlated with the 
accumulated stock of capital up to the preceding period 
of investment. In three sectors — agriculture, mining 
and manufacturing — productivity was the chief factor 
in investment decision.10 

9. Coutsoumaris, op. cit., p. 104. 
10. Daniel B. Suits, An Econometric Model of the Greek 

Economy (Athens: Center of Economic Research, 1964. 
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In short, the slackening of demand for industrial 
capital in the private sector cannot be explained by 
the accumulated capital stock and a lack of further 
investment opportunities. Although it is true that some 
industrial sub-sectors cannot absorb more funds for 
investment on the basis of the present economic and 
institutional framework of the Greek economy, in 
general there is room for more investment, yielding 
satisfactory returns, provided that the government 
adopts appropriate incentive-creating policies. 

E. Bank Policies, 

The demand for bank capital is seriously limited 
by the banks' policies. The main source of the banks' 
funds is new deposits and not their equity capital. The 
drastic decline of their capital deposit ratio from 23.2 
per cent in 1953 to 4.1 per cent in 1962 implies that, 
in addition to the restraining factors imposed by the 
Currency Committee, the commercial banks themselves 
follow a high-standard credit policy in all fields. The 
commercial banks' liquidity as well as their credit rati
oning is also affected by the compulsory security rese
rves (treasury bills) which constitute about 18 per cent 
of the new deposits acquired. 

The poor profitability record and the high death 
rate of small businesses, makes it extremely difficult for 
them to borrow bank funds. Indeed, bank finance, for 
either long or medium term periods, is generally un
available to small and medium-sized firms, unless they 
can offer collateral of good real estate guarantees. Both 
in the organized institutional market and in the person
al market, only the largest firms are backed by financial 
groups. Through the post-war period these firms were 
able to substitute government or bank finance for 
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financing from retained profits for both short and longer 
term capital needs. Thus a mere handful of big business
men, with a long history of good credit standing in the 
commercial or industrial field and with sound and marke
table assets as security ̂ receive most of the bank credit. 

Almost all the industrial loans of commercial banks 
are given against production, real estate security, or 
plant and equipment. Short-term loans must be backed 
by government or other securities. These exacting re
quirements, together with the time-consuming proce
dures and the extra fées which add to the high cost of 
capital, greatly reduce the demand for loans of long 
maturity. The Federation of Greek Industries argues 
that such factors often make borrowing transactions 
impossible.11 

F. Capital Structure of Firms. 

Another important factor is that, in evaluating the 
credit standing of a business enterprise, commercial 
banks in Greece put by far the most weight on the 
firm's capital structure and capacity to withstand 
severe economic shocks. Yet, almost all large firms and 
industrial groups have a high ratio of borrowed to own 
capital! This prevailling sub-optimal distribution is 
partly due to the fact that the managers of Greek 
enterprises are not competent to plan their financial 
needs on the basis of future demand and supply con
ditions in the market. 

For all the above considerations, it is clear that 
current bank policies represent a formidable constraint 
upon the demand for capital. 

11. Federation of Greek Industries, The Greek Industry in 
1962 (Athens, 1963), pp. 50-51. 

62 



G. The Supply of Raw Materials. 

From the questionnaire submitted to a number of 
industrial firms by Coutsoumaris, we find that in some 
industrial sectors the existing idle capacity and, there
fore, the lack of demand for capital, is also influenced 
by a limited supply of raw materials. For instance, in 
the food and beverage industries, about 10 per cent of 
the responding firms named this as a factor and some 
chemical and metallurgical firms gave the same ex
planation. The shortage of domestic resources in 
Greece implies that the availability of raw materials is 
decisively influenced by government tariff and foreign 
exchange policies. 

H. Psychological Barriers. 
There is no general desire among Greek firms for 

increasing investment. Typically controlled by a small 
family group, the business provides a way of life which 
the family members do not want to alter. At first glance, 
this psychological constraint might not seem to apply 
to the few existing large firms but, as we have seen, 
they typically prefer government and bank finance to 
the equity or bond market.12 The ingrown quality of 
Greece's small ruling élite, closely interconnecting 
political, financial and industrial circles, is the major 
factor here. Thus, at both levels in Greece, no finance 
is desired from outside the group whether that be the 
family typically owning a small firm or the élite circle 
controlling the large firms and the banks. 

12. The restrictions upon firms seeking financing in the new 
issue market will be discussed in the next chapter. Suffice it to 
say here that the number of companies which meet this require
ment is very small, probably not exceeding 150 in the whole 
Greek economy. 
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I. Government Policy. 
Government efforts to encourage investment were 

initiated in 1953 by Law 2687/1953, providing for the 
protection of foreign capital. Subsequent legislation has 
aimed at stimulating domestic investment by creating 
a climate favorable to private initiative. Unfortunately, 
the monetary, fiscal and debt policies of the govern
ment have not always been entirely consistent with its 
avowed purpose_of encouraging investment. 

1) Monetary Policy. Every type of objective evi
dence indicates that the credit policies exercised by the 
Central Bank and Currency Committee have worked 
powerfully towards monetary stability. Since 1956, the 
interest rate policy of the Central Bank has been pri
marily designed to mobilize private voluntary savings 
by setting the interest rates paid on deposits at attrac
tive levels (10 per cent in 1956). Since then the rates on 
loans have been reduced from 11 per cent to 7-8 per 
cent. In addition,the structure of interest rates has been 
changed in such a way as to favor the flow of funds 
from more liquid forms of investment — i.e., demand 
deposits, cash and gold sovereigns — into less liquid — 
i.e., savings and time deposits. 

The decisions of the Currency Committee have 
influenced the composition of credit during this period. 
Easier terms of credit to industry and agriculture have 
increased effective demand for loans in these sectors. 
For instance, since 1956 commercial banks have been 
permitted to rediscount their bills at the Bank of Greece 
in order to increase their credit capacity. Similarly, 
since the same year, the banks have been allowed to lend 
up to 33 per cent of private deposits to tobacco and 
export trade firms, as well as to industrial firms, for 
working capital,on terms longer than 6 months. In 1957 
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the Banks were required to lend out at least 10 per cent 
of their deposit liabilities in the form of medium-term 
loans. Since 1959 and 1960 the Currency Committee 
has allowed the banks to finance, via open current ac
counts, up to 10 per cent of a firm's annual sales; other 
decisions of the Currency Committee have permitted 
the banks to finance the working capital requirements 
of firms up to 5 per cent of their annual turnover. In 
addition, in 1957 the government allowed the banks to 
allocate 10 per cent and, since 1959, 15 per cent of 
their deposits to long-term industrial projects. 

All these measures, among many others favoring the 
credit sector, were expected to have a positive influence 
upon the demand for bank finance. However, as indi
cated above, the commercial banks were still left with 
excess liquidity. Despite the various credit facilities 
introduced over the years under review, the private 
sector did not significantly increase its demand for 
capital. Moreover, about one-third of the credits to 
industry has been used to finance domestic trade in 
manufactures rather than production.13 

2) Fiscal and Tax Policy. The government initiated 
a balanced-budget policy in 1956 to maintain monetary 
stability and create, among the public, a psychology 
conducive to further development. Unfortunately, this 
policy was effected by reducing government productive 
investment.14 

Another set of policies, initiated in 1954, pertained 
to tax incentives and the tax structure and aimed at 
influencing the volume and use of savings. In 1954, the 

13. Bank of Greece, The Greek Economy 1955-56 (Athens, 
1957), p. 110. 

14. Ibid., p. 95. 
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government borrowed 300 million drs. by selling bonde 
free of income tax, inheritance tax and other transfer 
charges. Tax concessions on deposits of drachmae and 
foreign currencies were introduced in 1955. In 1957, 
treasury bills carrying a tax exemption clause were 
issued for the first time to commercial banks. In the 
same year, LD 3746/1957 provided that all private 
loans and preferred stocks issued exclusively for the 
purpose of development investment should be exempt 
from income tax and other charges. 

Furthermore, industrial, mining and tourist firms 
are allowed to put aside, tax-free, 25 per cent of their 
annual net profits for covering future losses (LD 3213/ 
55); for firms operating on Greek islands, this rate may 
reach the level of 40 per cent. Moreover, Greek corpora
tions may withhold, free of tax liability, an additional 
40 per cent of their annual net profits for replacing 
equipment and machinery, while island firms may 
reserve 80 per cent of their profits towards this end. 
In addition, the turnover tax may be reduced by as 
much as 20 per cent for firms operating in particular 

areas. 
In the event that annual net profits exceed 75,000 

drs., commercial and manufacturing companies may 
put aside, tax free. 10 per cent of the excess over 75,000 
drs. for investment purposes (LD 2901/1954 and LD 
3323/1955). 

Undoubtedly, all these tax incentives have influenc
ed the demand for funds; but in some cases the effect 
has been unfavorable to the development of a capital 
market — i.e., most of these tax changes favored self-
financing.15 

15. For a discussion of the effects of tax incentives upon the 
capital market in Greece, see Psilos, op. cit, 
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3) Public Debt Policy. The volume of new govern
ment issues amounted to more than 5 billion drs. be
tween 1954 and 1962. About 2 billion drs. were in the 
form of government bonds, while the rest was in the 
form of treasury bills. In addition, public utilities bond 
issues have amounted to 2.1 billion drs. since 1958. The 
five-year economic development plan depends most 
heavily upon government borrowing to finance future 
development projects. 

Government borrowing has played the role of a 
competitive source of demand for funds in the Greek 
capital market, unfavorably influencing their availabi
lity to the private sector. Many Greek business execu
tives in interviews with us confirmed this view. The tax 
concessions, as well as the higher liquidity and marketa
bility which the public issues enjoy, represent a con
straint upon the private issues in the securities market 
and, therefore, upon private demand for investible 
funds. 
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C H A P T E R I I I 

THE GREEK CAPITAL MARKET 
AND INDUSTRY 

1. The Flow of Funds Problem. 

The stimulation of demand for funds is a subject 
frequently dealt with in the literature of economic 
development. The relevant economic as well as insti
tutional and psychological factors of importance in 
Greece have been analyzed in the preceding chapter 
and elsewhere in this volume, but the rôle of the market 
mechanism for an underdeveloped country has still to 
be given consideration. Criteria for judging the per
formance of the transmitting media through which the 
Greek market may effect the distribution of savings 
have not been discussed in a sophisticated fashion in 
the existing literature. The explanation of this has been, 
perhaps, the fact that the concern of most economists 
has been the adequacy of the supply of capital rather 
than the demand for capital or the market factor. But 
it is presently the transmitting media which seem to be 
critical factors in raising the rate of economic growth 
in Greece, where the excess liquidity of the private 
sector has persisted for a long time. If it continues it 
will inhibit growth in a number of ways; it will tend to 
favor sectors with high capital output ratios, such as 
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residential housing and it will also work in favor of 
high imports. Such developments would lead to inter-
sectoral price readjustments and greater inequality of 
income distribution. Moreover, excess liquidity dis
courages voluntary saving by depressing interest rates 
and may tend to invite government intervention 
through fiscal policies arbitrarily to reallocate the 
unused financial resources. 

The distribution of saving, however, is a delicate 
matter, the more so in a system which lacks clearly 
articulated governmental policies and institutional 
arrangements. In socialistic countries, the allocation 
of savings takes place deliberately through central 
authority decision. The developed industrial economies 
generally possess an institutional network through which 
the available resources, both financial and real, are 
distributed spontaneously by the market mechanism. 
These countries have no persisting long-run problem 
of misdirection of savings, any short-run misallocations 
being corrected through temporary government inter
vention or by private initiative. Inefficiencies in the 
transmitting mechanism may be corrected by the spon
taneous creation of new institutions. Thus, the growth 
of non-bank financial institutions in the United States, 
since the late 1930's, was a more or less free response 
to the allocational needs of the system. Another example 
is Japan, where «the perpetual excess of investment 
over savings in the corporate business sector is covered 
by the perpetual excess of savings over investment in 
the household sector, i.e. the so-called (indirect financ
ing).1» 

1. The Bank of Japan, Economic Research Department, 
A Study of Flow of Funds in Japan (December 1959), pp. 19-22. 
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The fiow-of-funds problem in Greece seems to be 
more acute in the industrial sector than in the agricultur
al, housing or services sectors. The last three sectors, 
whenever a capital deficiency appears, meet their 
financial needs with no great difficulty. In the first 
place, investment in agriculture is, to a great extent, 
self-financed, and the saver and the investor are gener
ally the same. Furthermore, the flow of funds into 
agriculture is either automatic or exogenously deter
mined by the government or by its special institutions. 
Similarly the service sector is mostly exogenously 
financed by the government, while the transmission 
mechanism in the housing sector is personal and not 
institutional. 

In the industrial sector, on the other hand, the supply 
of capital and the demand for it are limited by a set 
of special factors, such as risk, uncertainty, adverse 
expectations and structural imperfections. Since the 
last of these factors is the most subject to control and 
revision, we turn next to a description of certain insti
tutional arrangements in Greek business which bear 
upon the flow of funds problem. 

2. The General Legal Framework. 

A. Partnerships. 

Whereas Greek law, like that of most countries, 
provides protection for the public in the case of general 
partnerships, making all partners individually and 
collectively responsible for all financial obligations of 
the business and requiring that their names and capital 
contributions be matters of public record, it also allows 
for another kind of partnership with fewer public safe
guards. Under this arrangement, only one member of 
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a firm has to accept unlimited liability for the business 
concerns, while the rest of the partners assume only a 
limited financial responsibility. 

Although the hazards offered by the latter are more 
obvious, even the first form of partnership is not entirely 
free of pitfalls, which inhibit public confidence in this 
form of enterprise. Some of these are due to the law, 
others to the idiosyncracies of Greek administration or 
to the inherent patterns of Greek life. 

The first is found in the system of announcing the 
formation of a partnership by posting the summary of 
the deed in the conference room of the Court of First 
Instance, for these courts are located only in the capitals 
of each province; consequently the public does not 
actually know the contents of the agreement - i.e., 
the articles and conditions of the partnership. Public
ation of the document in one of the local newspapers 
would be a more effective informational device. 

Second, the absence of any legal stipulation requir
ing a minimum amount of capital to be deposited for 
the formation of a partnership, often leads to fraudulent 
actions on the part of the founders which weaken public 
confidence in this form of institution. As a result, the 
flow of capital into these business enterprises is ham
pered. 

Third, the absence of any government control over 
who actually manages the affairs of a limited partner
ship, restricts its ability to secure funds for expansion 
in the financial market. In most cases in Greece, it is 
the limited liability partners who actually manage the 
affairs of the business. Even the fully liable persons 
carry only an apparent liability because in most cases 
they do not possess any material wealth. Very often the 
active partner is the wife or sister or father who has 
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already disposed of his property. The Court of First 
Instance never enquires into the status of the active 
partners. 

It might be added, in this list of basic weaknesses 
of the partnership system, that the comparative ease 
of formation, the low cost of organization and the rela
tive flexibility of control of limited partnerships sti
mulates the growth of family enterprises which, in gene
ral in Greece, prefer to remain small, closely held and 
inflexibly conservative. 

As indicated elsewhere in this volume, the prevalence 
of very small units is uneconomical and tends to retard 
capital formation. Further, the small units have no 
access to capital markets proper for finance, while at 
the same time bank finance is also limited for them. 
Government policies working towards larger producing 
units would facilitate the movement of savings into the 
investment sector. The amendment and supplementation 
of the business legislation pertaining to partnerships 
would tend to reduce the number of small-business 
enterprises, by encouraging their conversion into some 
form of corporate organization. 

B. Corporations. 

1) Limited Liability Companies. Two or more 
persons commanding capital amounting to at least 
200,000 drs. may establish a limited liability company, 
the main feature of which is that each partner is liable 
to the extent of his contribution to the capital, which 
must not be less than 10,000 drs. The transfer of shares 
may be effected only by notarial act. A copy of the 
contract establishing the company must be deposited 
with the Secretariat of the Court of First Instance within 
a month from the issue; a summary must be published 
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in the Bulletin of Sociétés Anonymes and Limited Liability 
Companies of the Official Gazette.2 

The small period of time which has elapsed since 
1955 does not allow a complete evaluation of the ef
fectiveness of the law. Up to the end of 1961, about 300 
companies had been established or converted into limit
ed liabilities enterprises.3 This rapid growth, however, 
may be the result of the small initial capital which is 
required as well as the easy procedure for formation of 
the company. This form of business enterprise is quite 
desirable for Greek economic development, although it 
would be wise to require a greater amount of initial 
capital. 

2) Sociétés Anonymes. Greek legislation governing 
the organization and operation of this form of corporate 
enterprise has been based almost entirely upon the 
French Code of Commerce, introduced in France in 
1807. The deed of association first requires the approval 
of the Ministry of Commerce and is then published in 
the Official Gazette's Bulletin of Sociétés Anonymes and 
Limited Liability Companies. 

At present the required minimum share capital for 
all non-financial corporations is five million drs., to be 
deposited at the time of incorporation. There are, how
ever, about 1,000 companies in operation with less than 
this minimum capital. All these companies must either 
deposit the balance within the next 14 years or convert 
themselves into other legal forms of business organiza
tion. Failing this, the Ministry of Commerce is to repeal 

2. National Bank of Greece, Investing in Greece (Athens, 
1961), p. 42. 

3. Federation of Greek Industries, The Greek Industry in 1962 
(Athens, 1963), p. 54. 
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the decision which created the Société Anonyme.4 This 
provision of the law is aimed at increasing the scale of 
business enterprises in Greece. 

The main drawbacks of this corporate legislation lie 
in the provisions which set forth the relationship be
tween stockholders and management. By virtue of the 
legislation in force, the directors of a Société Anonyme 
are elected by simple majority vote and may be remo
ved from office at the will of the majority,without reason 
or justification. Thus the present voting system for 
corporate directors tends to perpetuate the oligarchy 
in large business enterprises and thereby limits the 
flow of saving into the corporate sector. A satisfactory 
voting system is called for in order to establish the 
confidence of potential investors — as, for example, 
the «cumulative» voting practiced in most corporate 
enterprises in the United States and other developed 
countries.5 

The problem of providing a satisfactory relation
ship between minority stockholders and management 
is very acute although, according to the legislation in 
force, a minority holding 1/20 of the share capital 
outstanding has some rights in the affairs of the com
pany. For instance, such a minority can demand an 
extraordinary meeting to take place within a period of 
30 days from the date of delivery of the demand to the 
chaiman of the board. Or, upon the request of a 1/20 
minority group, any decision made by a general meeting 
can be postponed for at least 30 days. Furthermore, 
the same minority group may petition the presiding 

4. Law 2190/1920, Codified by Royal Decree 124/1963, 
Article 8. 

5. This topic is dealt with more fully io Psilos, op. eit. 
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judge of the Court of First Instance to appoint one of 
more qualified examiners to inspect the affairs of the 
company.6 

These provisions concerning the rights of minority 
stockholders, however, are not sufficient. In most de
veloped countries the law stipulates specifically and 
in detail the rights of a minority of a given size to 
demand, and the obligation of the directors to furnish, 
all information about the operation or future plans of 
the corporation. Such provisions are sorely needed in 
Greece, where the freedom of the equity investor to 
remove himself from a given company without consider
able capital loss is almost non-existent because of the 
thin stock market. In view of these facts, economic 
development would be accelerated by an increase in 
minority stockholder confidence in the corporate form 
of enterprise. 

C. The Issue of Securities. 

It has already been argued that effective allocation 
of funds in the Greek capital market would require a 
wider range of corporate security offerings. A discussion 
of the types of securities and the terms of their issue as 
provided by current legislation will indicate some chan
nels through which this objective could be achieved. 

1) Common Stock. One of the legal conditions for 
new issues of common stock is that the minimum share 
capital of a Société Anonyme, covered, in whole or 
in part, through recourse to public subscription, must 
be at least 10 million drs. fully paid up.7 All firms not 

6. Law 2190/1920, Article 39. 
7. Before 1962, the legislation provided that only companies 

with 10 million drs. of equity capital and one published annual 
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possessing this minimum are prohibited from issuing 
publicly placed shares and have the right to sell stock 
only to old shareholders. Public subscription to a 
company's capital must be effected through a bank 
and, within a year from the subscription, the firm may 
apply to the stock exchange for permission for such 
securities to be officially quoted.8 

Shares of no par value are not permitted and all 
new shares must be paid up within two months from 
the date of issue. The minimum par value is 100 drs., 
and no share may be issued below par. If shares are 
issued above par, the amount received by the Société 
Anonyme must be placed in a «reserve fund», not to be 
distributed as dividends. 

The common stock issued by Greek corporations 
reveals practically no diversity with respect to voting, 
dividends, transferability, etc.All issues must follow the 
same rules and terms. All common shares must be issued 
to the bearer, either anonymously or in registered form, 
with the sole exception of financial institutions, the 
shares of which are issued only in the form of registered 
certificates. Multivoting shares are not permitted and 
all common shares must have voting power. Since 1954, 
the new issue market has absorbed only 1,118 million 
drs. in common shares, about half of which were issued 
in the single year 1962 by two commercial banks. 

2) Preferred Shares. Non - financial corporations 

may issue anonymous preferred stock enjoying pri

vileges as to dividends, liquidation of company 

assets and, in some cases, full voting power at stock-

balance sheet, or companies with 5 million drs. and three publish

ed annual balance sheets, could float new issues. 
8. Industrial Development Corporation, Greek Corporate 

Legislation (Athens, 1963), pp. 20-21. 
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holder meetings. Notwithstanding these privileges, 
preferred stock has not proven to be very attractive 
in Greece. In the first place, no assurance is given 
that it will receive any dividend in a given year. 
Secondly, no convertibility is, by law, permitted for 
preferred stock. Finally there is no guarantee that the 
preferred stockholders will get anything from the liqui
dation of the assets of the company. Other claims senior 
to preferred stock can be established even after their 
issuance; hence the claim of preferred stock is quite 
uncertain. All these weaknesses render this type of 
security very unattractive. Although there are no sta
tistics as to the total outstanding issues of such shares, 
it is quite certain that their amount is negligible. 

3) Corporate Bonds. The issuing of bearer bonds is 
subject to the approval of a special committee of the 
Ministry of Commerce. This committee approves the 
issue of bonds by companies with paid-up capital of 
over 10 million drs. and for an amount not exceeding 
the paid-up capital. The proceeds of a loan must be 
used exclusively for productive investment, under 
specific conditions and requirements. 

These restrictions imply a great degree of control 
over the private companies, while at the same time they 
make bonded debt inflexible. For instance, it is not 
easy to assure authorization for consolidation loans 
even if, in the past, the company's funds have been used 
for productive investment. This restriction on the is
suance of bonds has been under severe critisism in 
Greece because it tends to limit the power of companies 
to resort to the bond market for new finance. The 
legislation does, however, provide for a number of 
attractive features for bond holders, ranging from foreign 
exchange clauses to profit-sharing privileges. Govern-

77 



ment loans alio provide lottery features. Furthermore, 
bondholders may be granted the right to convert the 
bonds into shares for an amount not exceeding half 
of the paid-up capital. The nominal value of such 
shares cannot be higher than the issue price of the 
converted bonds. 

In short, the statutory restrictions imposed on the 
rights of companies to issue bonds are partly responsible 
for the inadequate supply of these securities.Smce 1958, 
only four companies have issued bonds and these issues 
amount only to 127.5 million drs. It would be desirable 
to make bond issues more attractive to the public 
through a variety of incentives regarding principal 
payments, maturity, sinking funds, redemption and 
default. 

4) Mortgage Bonds. Mortgage loans may be supplied 
by institutional as well as non-institutional lenders in 
Greece. Mortgage bonds must be registered at the Mort
gage Bureau and are not transferable. 

The legislation, as it stands, fails to provide for even 
the minimum protection desired by the mortgagee. In 
the event of the foreclosure and sale of the mortgaged 
asset, the mortgagee has a claim on the proceeds of the 
sale net of all other claims senior to his mortgage. These 
senior claims may have been generated by virtue of 
other laws before the mortgage bond was issued. For 
instance, there are social security and other government 
claims, payroll payment and industrial accident claims, 
as well as all foreclosure expenses and attorney fees. 
This situation explains the weak position of the mort
gage market in Greece today. The abolition of most 
senior claims would tend to foster a mortgage bond 
market and this, in turn, would have a beneficial in
fluence upon the capital market in general. 
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3. The Structure of the Capital Market. 

A. Governmental Financial Institutions. 

The process of mobilizing and allocating existing 
financial resources in a mixed enterprise economy, ne
cessitates the existence of government financial inter
mediaries. The absence of a well-organized private 
financial market and the need for controlling the allo
cation of funds among the most productive outlets call 
for such institutions. In Greece, certain government 
financial institutions are charged with the responsibility 
of mobilizing and allocating both government and 
private financial resources. In this section each of these 
institutions will be discussed in turn. 

1) The Postal Savings Bank. The Postal Savings 
Bank was created in 1909 in order to mobilize the ac
cumulations of small savers. The institution flourished 
only over the four years before World War II, when 
economic and political stability prevailed. In 1938 the 
total number of accounts was 719,000, or one for ten 
people and the volume of savings amounted to 3,757 
million drs. By 1941 savings with the Postal Savings 
Bank represented 85.6 per cent of total deposits in the 
country's banks.9 During the wartime period and up 
to 1954 the propensity of people to deposit their unspent 
income with the Postal Savings Bank was completely 
annihilated through the effects of hyperinflation. It was 
only after the devaluation of the drachma in 1954 and 
the monetary stability achieved thereafter, that the 
public again started to deposit its money balances with 
savings institutions and, in particular, with the Postal 

9. Athanasios Byzas, «Tahydromika Tamieftiria,» In Oiko-
nomiki and Logistiki Enkyclopedia, Vol. IX, pp. 709-712. 
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Savings Bank. Private deposits with the Postal Savings 
Bank increased from 29.4 million drs. in 1954 to 4,457.1 
million in March 1963. This amount represented about 
1.3 per cent in 1954 and 17.0 per cent of total private 
deposits in March 1963. 

There are 635 branches of the Postal Savings Bank 
throughout the country and, in addition, 1,200 agri
cultural agents act on behalf of this institution. The 
funds are directly invested in government projects, 
loans to public enterprises and housing loans to certain 
categories of public employees, such as employees of 
the Post Office, the Ministry of Education and other 
departments. 

Over the period 1947-1955 the total number of loans 
to public employees was about 1,700, while their value 
reached the level of about 33 million drs. Over the 
period 1956-1963 an amount of about 680 million drs. 
was granted for housing loans by the Postal Savings 
Bank.i° 

In addition to using funds directly, the Postal Savmgt 
Bank transfers its deposits to commercial banks in the 
form of time deposits, which are paid a higher interest 
rate than that paid by the Postal Savings Bank to its 
own depositors. Thus, there is an indirect contribution 
by the Postal Savings Bank to industrial undertakings 
as well as to agriculture. The deposits with the com
mercial banks increased from 205 million drs. in 1956 
to 1,541 million in September 1962. 

In general, the Postal Savings Bank has successfully 
mobilized voluntary savings in Greece since 1955. How
ever, its direct importance in financing industrial com
panies has been very small and its performance in the 

10. Figures supplied by the Postal Savings Bank. 
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allocation of funds in the capital market in general has 
not been very conspicuous. One aspect of government 
policy which needs to be scrutinized and reshaped is 
indeed the relationship of the Postal Savings Bank to 
the allocational function of the capital market. Criteria 
and terms upon which loans are granted should be 
framed in a manner consistent with the developmental 
character of finance. A differentiation of deposits with 
the Postal Savings Bank in terms of maturity, minimum 
amounts, conditions of withdrawal, interest rates, etc., 
should also be introduced. Furthermore, the transfer 
of Postal Savings Bank funds to the commercial banks 
should be transferred directly to public financial 
institutions or used for the purchase of private or 
government securities, which finance developmental 
projects in Greece. 

2) The Consignation and Loans Fund. Another 
government financial institution which contributes to 
the mobilization and allocation of funds in Greece is 
the Consignation and Loans Fund, established in 1918. 
The fund's purpose is to receive deposits and manage 
funds derived from various private parties and legal 
public entities. 

These funds may be used for loans to provincial 
governments and other legal entities of public law, as 
well as to non-profit organizations.Sociétés Anonymes 
which have contracts with the government with a paid-
in capital of more than 30 million drs. may also receive 
loans under special conditions and terms. Furthermore, 
the Fund makes loans to public servants for buying 
houses, as well as to tourist enterprises. 

The operations of this financial institution were 
completely discontinued during World War II. Only 
after 1952 did its business begin to revive. In 1960, 
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total deposits in the Fund amounted to 1,740 million 
drs., while total outstanding loans to various borrowers 
reached the level of 895 million drs. Another 176 million 
drs.were invested in the form of securities and buildings.11 

Loans were allocated among borrowers as follows: 
753 million drs. to legal entities of private and public 
law and 160 million drs. for houses purchased by public 
servants and pensioners. These loans were granted on 
a long term basis, running up to 25 years and at com
paratively low interest rates, ranging from 3 to 7 per 
cent, according to the purpose of the loan. 

In addition to the loan operations, the Fund finances 
indirectly newly established public enterprises through 
its participation in the initial capital of the Industrial 
Corporation for Development, established in 1959. 

In short, although its operations have not been very 
large in absolute terms, the Fund has contributed 
positively to the financing of industry, public enter
prises and housing for low income groups. 

3) Economic Development Financing Organization 
(EDFO). Following the practice of most developing 
economies in the 1950's, Greece established in 1954 
the Economic Development Financing Organization 
to play the rôle of a government development bank. 
The main objective, as set forth in the agreement be
tween the government of Greece, the Bank of Greece 
and the U.S. Operations Mission and ratified by the 
Greek Parliament on August 26, 1954, was to grant 
medium and long-term loans to industry, agriculture, 
tourism, etc. The initial capital was set at $78.5 

11. See Soterios A. Liakos «Tameion Parakatathikon and 
Daneion,» Oikonomike and Logistike Enkyclopedia, Vol. VIII, 
p. 673. 
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millions, all of which represented claims arising out 
of frozen credits granted by the American Mission for 
Aid to Greece and the Central Loan Committee over 
the Period 1947-1954. There was no private or govern
ment participation, other than these credits at the 
time of the incorporation. In 1957 the capital was 
increased by $10 million of American counterpart 
funds, while in 1959 the Greek government granted 
EDFO a $3 million loan for 20 years at 4 per cent from 
counterpart funds. This loan was designated for finac-
ing hotels, open-sea fishing and shipyards. In 1962 the 
Agency for International Development made a $5 
million 15 year, 4*4 per cent loan to EDFO for the 
purpose of providing capital for it to relend to private 
productive industry to purchase equipment in the 
United States, on terms in excess of 6 years. None of 
this loan has been committed, although private Greek 
industrialists are importing millions of dollars annually 
in capital equipment from the United States. In 1957 
the charter was amended as a result of the expe
rience of the previous three years, and EDFO was 
permitted to undertake the representation in Greece 
of foreign international finance organizations. With 
respect to the collection of frozen credits, EDFO seems 
to have partly succeeded. Thus, in contrast to 59.4 per 
cent of total due loans collected in 1954, in 1961 86.2 
per cent were collected. Many measures, however, were 
taken to facilitate the collection of these loans, ranging 
from selling foreclosed concerns to people with enter-
preneurial talent,to extending the maturity of the loans 
and the like. 

A total of $63.4 million was loaned out by EDFO 
between 1954 and the end of 1961. The largest share 
of EDFO's long-term financing was used in mining 
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activities, amounting to $18 million or 28 per cent of 
total allocated funds. Another 23 per cent was allocated 
to the tourist industry, while primary production has 
since 1954 absorbed about 20.4 per cent or slightly 
less than $13 million. Industrial enterprises, such as 
textiles and cement firms, received $7.4 million or 11.4 
per cent of the total.12 

With the exception of loans to agricultural enter
prises, the majority of EDFO's loans went to relatively 
few large firms. Thus, eight business concerns received 
an amount of $ 32.9 million, representing 51.3 per cent 
of total loans approved since 1954.18 

The lending activities of EDFO have unfavorably 
influenced the development of the securities market 
in Greece. In the first place, lending to large industrial 
corporations on easy terms and at low interest rates 
deprived the capital market of the best potential 
security sources. Secondly, EDFO had no influence 
upon the mobilization of savings or upon the promotion 
of securities transactions in the open market because, 
although it was designed to function as a genuine de
velopment bank, it did not do so. Judged from these 
two points of view, this institution failed to promote 
industrial finance in Greece.14 

4) The Industrial Development Corporation (IDC). 
This is another independent institution, in the form of 
a Société Anonyme, which was created in 1960 for the 
purpose of assisting in the establishment of sound in-

12. Economic Development Financing Organization Report 
of Activities up to December 31, 1961 (Athens, 1962), pp. 22-28. 

13. Ibid., pp. 28-29. 
14. For recommendations as to the potential role of EDFO, 

see Psilos' study, Chapter XIII. 

84 



dustrial or mining firms (private or public) and of 
participating in existing companies in these fields for 
the purpose of extending their operations.15 With an 
initial equity capital of $40 million derived from public 
and private funds, this institution may buy up part or 
all of the equity capital of a given enterprise. However, 
the IDC does not take sole responsibility for creating 
industrial units unless no competent private interest 
is prepared to undertake the investment. 

The IDG also makes studies of industrial fields, 
prepares plans and programs and provides technical 
and financial assistance for the establishment and or
ganization of companies which contribute to Greece's 
industrial development. The IDC is also authorized to 
train specialized scientific and technical personnel in 
connection with its industrial development activities. 

As the enterprises in which the IDC invests become 
successful, it is supposed to sell its shares to the market, 
thereby regaining its capital and at the same time 
contributing to the development of an industrial equity 
market, somewhat in the manner of the Crédit Mobilier 
under Napoleon III in France. 

The IDC's capital totals $40 million, apportioned 
as follows: the Greek Government, 45 per cent; National 
Bank of Greece, 24 per cent; Consignation and Loan 
Fund, 20 per cent; Commercial Bank of Greece, βγ2 

per cent; Ionian and Popular Bank of Greece, 3V2 P e r 

cent; and various private holdings, 1 per cent. The IDC 
may also issue bonds to supplement its capital, but has 
not done so to date. It is clear that the Government, 
through its influence with the National Bank, the 

15. Industrial Development Corporation, S.A., Articles of 
Incorporation (Athens, 1960), p. 3. 
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Consignation Fund and the Bank of Greece is, in fact, 
the controlling shareholder in the IDG. Despite this, 
the IDC has deliberately been given the character of a 
private institution. Its chairman, although selected by 
the Government, has been a private citizen from the 
business world and not a civil servant. Since its esta
blishment the investments of the IDC have been modest. 
It has invested in only 13 relatively small ventures, 
three of which are entirely owned by the IDC ($2.2 
million), while it is a minority partner in the remaining 
10 small companies, investing only $13 million. The 
slow rate of utilization of the IDC's capital has been 
defended on the grounds that studies had first to be 
made of the industrial sector before investments could 
be started. 

As a result, the IDC has been responsible for pro
ducing a number of basic studies of various existing 
and potential industries in Greece. Nevertheless, its 
low rate of actual investment and creation of new 
enterprises has brought upon it severe criticism. In an 
article citing an unpublished report by an OECD 
consultant, the Athens newspaper Eleftheria pointed 
to the failure of private industrial investment to achieve 
the aims of the Five Year Plan and concluded that in 
this critical sector the IDC has not served as a substitute 
for lagging private initiative in Greece.16 

Nevertheless, it would be unfair to judge an institu
tion on the grounds of a two or three-year operating 
period. Its potential effects may not now be apparent. 
The firms established by the IDC may require some 
time to yield results and to prove the wisdom of this 

16. «Enormous Deficit in Private Investments» (in Greek), 
Eleftheria, July 13, 1962. 
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institution. With respect to the influence of the IDC 
upon the availability and demand for industrial capital, 
one may say that, on the whole, it tends to supply 
capital in large amounts where private initiative is 
reluctant or unable to do so and to create demand for 
capital directly from other sources, in those cases in 
which it helps to establish a new enterprise. 

5) The Bank of Greece. It is beyond the scope of 
this book to examine in detail the role of the central 
bank in the post-war economic development of Greece. 
The main functions of the Bank of Greece are examined 
here only in relation to industrial capital. The Bank of 
Greece has the privilege of issuing notes and it controls 
the credit market, through the general and qualitative 
credit instruments. At present it is not making direct 
loans to industrial undertakings. 

Up to 1954-1955, the Bank of Greece contributed 
much to the financing of the industrial sector. For a 
time, all commercial banks had to rely upon central 
bank lending because bank deposits virtually melted 
away during the postwar period. About 70 or 80 per cent 
of total bank loans were made possible by the central 
bank. It was only after 1954 that the commercial banks 
supplied more than 50 per cent of total credits out of 
their own availabilities; this reached the level of 69.6 
per cent in 1962, as can be seen from Table III-2. 

The participation of the Bank of Greece in the long-
term financing of the whole economy is indicated by 
Table III-3. This table shows that the share of the Bank 
of Greece in total long-term credits averaged 30 per cent 
during the 1958-1961 period, while in 1962 it declined 
to 9.6 per cent. It must be noted, however, that the 
greater portion of these loans was channelled to the 
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TABLE i l l - 2 

Total Credit Granted by Source of Financing} 
(in millions of drs.) 

Financial institutions' 
Period Bank of Greece Funds Availabilities 
Ending T o t a l 

Amount % of total Amount % of total 

1954 

1955 

1956 

1957 
1958 

1959 

1960 

1961 

1962 

5,256 
5,332 

6,109 
7,224 

8,084 

8,330 

9,409 

11,028 

11,539 

50.0 

46.1 
41.7 

38.8 

36.8 

34.0 
32.8 

34.0 
30.4 

5,255 

6,243 
8,525 

11,406 
13,878 

16,136 

19,285 

21,358 

26,332 

50.0 

53.9 

58.3 
61.2 

63.2 

66.0 
67.2 

66.0 

69.6 

10,511 

11,575 
14,634 

18,630 
21,962 

24,466 

28,694 

32,386 

37,871 

S o u r c e : Bank of Greece, Monthly Bulletin, May 1963, p. 33. 
1. Credits to the State are excluded. 
2. Includes availabilities of all other institutions, plus govern

ment funds granted through the Agricultural Bank and Mortgage 
Bank. 

TABLE III - 3 

New Long - Term Credits by Source 
(in millions of drs.) 

Bank of Greece All others 

Amount % of total Amount % of total T o t a l 

1958 

1959 

1960 

1961 

1962 

533 
• 549 

372 
1,099 

272 

35.3 

27.7 

14.7 
41.4 

9.6 

977 
1,431 

2,166 

1,555 

2,550 

64.7 

72.3 

85.3 

58.6 
90.4 

1,510 

1,980 
2,538 

2,654 

2,822 

S o u r c e : Bank of Greece, Report of the Governor for 1962, 
p. 66. 
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agricultural sector through the Agricultural Bank, and 
the rest to the construction industry, since the Bank 
does not participate in long-term financing of industrial 
enterprises. 

The role of the central bank in the financing of 
industrial enterprises is reflected mainly in the exercise 
of monetary policy under the rules of the Currency 
Committee. Both the cost of capital and the availability 
of capital to the industrial sector are the result of these 
decisions. 

B. Private Financial Institutions. 

The functioning of a financial system in a free 
enterprise economy depends largely upon the structure 
and operational efficiency of private financial institu
tions. These institutions have the crucial responsibility 
of mobilizing and allocating private funds, being guided 
by principles of profitability. It is the purpose of this 
section to review the operations of the existing private 
financial institutions in Greece during the past few 
years, in particular as they relate to industrial finance. 

1) Life Insurance Companies. In Greece, as in most 
other developing countries, the role of insurance and 
particularly life insurance, as a source of capital is 
limited. Some 42 insurance companies owned by Greek 
nationals, plus 64 foreign insurance agents and an 
insurance branch of the Agricultural Bank of Greece 
make up the insurance market. Of the 42 Greek in
surance companies, six belong to four commercial 
banks, while three others are controlled by the National 
Insurance Company. In terms of assets there is a high 
degree of concentration in this industry; two companies 
hold 45 per cent of the total assets and another four 
about 24 per cent. In short, there is an imperfectly 
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competitive industry in this field with repercussions 
upon the price of insurance and the volume of savings 
collected. The main sources of insurance funds appear 
in the following table. 

TABLE III - 4 

Distribution of Insurance Reserves 
by Type of Risk, 1960 

(in thousands of drs.) 
Greek Companies Foreign Agents Total 

Amount % of Amount % of Amount % of 
total total total 

Accident Risks.... 260,054 46.9 29,400 30 289,454 44.3 
Fire Risks 163,478 29.4 34,300 35 197,778 30.3 
Transportation „„ „00 , 0 / 
Risks · 53,388 9.6 34,300 35 87,688 13.4 
Life Insurance . . . . 77,741 14.0 - - 77,741 11.9 

554,661 100.0 98,000 100.0 652,662 100.0 

S o u r c e : Alexander F. Tamboura, Mia Matia is ta Adyta lis 
Ellinikis Asfalistikis Agoras, Nov. 1962, p. 27. 

The Greek companies secure their capital from about 
the same sources as do foreign companies, although it is 
worth noting that life insurance has recently moved up 
to third place in the scale of major risk coverage. As 
a whole the insurance reserves of all companies are very 
small indeed, amounting to a negligible percentage of 
aggregate annual personal savings. This is true particu
larly in the life insurance sector, which covers only about 
20,000 persons, mostly well-to-do businessmen, among 
the 8.5 million people in Greece. 

In 1956, the companies owned by commercial and 
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non-commercial banks accounted for 54.76 per cent of 
total insurance and by 1960 their share had increased 
to 61.29 per cent. The decline in the share of non-bank 
insurance companies was primarily due to the loss of 
business on the part of foreign insurance companies. 
Nevertheless, the foregoing figures point clearly to 
the fact that the insurance market is controlled by the 
commercial banking system. This not only reduces 
workable competition in this sector, but also leads to 
higher interest rates on loans, because, acting as lenders 
in the capital market, the banks force borrowers to buy 
insurance from their own companies. This practice 
raises the net cost of capital to industrial and other 
borrowers. 

Statistics related to the investments of insurance 
companies are not available in Greece. However, from 
various personal interviews, we deduce that only a 
small portion of their funds is invested in public utilities 
bonds or private loans, while the largest proportion is 
invested in real estate. The report of a large insurance 
company (Aspis-Pronoia) confirms this view. 

The conclusion seems inescapable that insurance 
companies play a relatively modest part in the financing 
of industry and in the mobilization of voluntary savings. 
Savings collected by all insurance companies increased 
only by 234 million drs. over the period 1956-1960 and 
the share capital of all insurance companies increased 
by only 22 million drs. over the same period. The Greek 
capital market is virtually deprived of one important 
financial institution, the life insurance company, which 
— organized in a competitive market — could play an 
important role in the mobilization and allocation of 
savings. To strengthen the position of this market in 
Greece, a number of legal and institutional innovations 
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are needed. Proposals of this nature, however, lie out
side the scope of the present enquiry. 

2) Mortgage Banks. There is only one large mort
gage bank in Greece, a privately owned limited liability 
company. Its funds come primarily from the Bank of 
Greece and have been used to finance dwellings, offices, 
hotels and, in some instances, industrial premises. Loans 
out of the bank's own availabilities represent a negligible 
amount (288 million drs. in September 1962) ;17 

The importance of this bank in the capital market 
and to the financial mechanism of the industrial sector 
appears to be very limited. In view of the potential role 
of such institutions in the process of economic develop
ment, government policy should emphasize this part 
of the capital market. 

3) Commercial Banking System. In Greece, com-
* mereiai banking is oligopolistic, with three large banks 

out of six controlling 97.8 per cent of total commercial 
banking' assets. These three banks have branches scat
tered all over Greece; in most cases they monopolistic-
ally exploit the loan transactions in provincial towns. 
There are 18 towns with branches of three banks, 28 
towns served by two banks, and 8 towns, (with popu
lations of 5,000 to 10,000), having only one banking 
office, (in most cases owned by the National Bank of 
Greece). 

Since 1953, commercial banks have collected about 
10,000 million drs. in private saving deposits, repre
senting 70 per cent of the aggregate. Most credits 
granted to the private sector are effected through these 
institutions either from their own funds or from go
vernment and central bank funds. The fact that com-

17. Bank of Greece, Monthly Bulletin, various issues. 
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mereiai banks presently engage in long-term18 as well 
as short-term finance contradicts the nature and objec
tives of commercial banking. The Greek system, how
ever, derives from the German banking philosophy, 
according to which commercial banks, in addition to 
self liquidating loans, may engage in long-term financing 
or industrial undertakings, maintain permanent interests 
in business concerns and participate actively in their 
management and development. Thus the banks in
fluence the whole investment-decision mechanism in 
Greece, including government investment. 

In the absence of private long-term financial insti
tutions, the banks have concentrated their power over 
economic development in various ways. In the first 
place, public policy towards new financial institutions 
or business enterprises is very much a function of bank 
action or will; the creation of EDFO in 1954 and of 
IDC in 1960 was effected only after the consent of the 
large commercial banks was assured. Secondly, the 
decisions of the government concerning certain public 
investment projects or the financing of industrial enter
prises is first cleared with the commercial banks. Fur
thermore, the discriminatory loan policies of commercial 
banks, as pointed out in Chapter II, tend to limit the 
demand for capital, particularly in the long-term end of 
the market, where time discounting is important, and 
where uncertainty drives up interest rates, with discou
raging effects upon borrowers.To the extent that capital 
expenditures take place despite high interest rates, one 
may safely say that the high cost of capital is being met 
through higher commodity and service prices. 

The discriminatory policies of commercial banks 

18. Long-term lending was allowed in 1957, 
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in favoring certain large-scale industrial firms, has 
created a high degree of uncertainty about the availabi
lity of credit to small enterprises and this has led most 
of these firms to confine their operations within the 
limits of self-financing. 

In short, the policies of the whole capital mechanism, 
consisting of all the financial institutions discussed 
above, are influenced by bank policies and decisions. 
The direct and indirect connections existing between 
the large commercial banks and the life insurance 
companies, Stock Exchange, Postal Savings Bank and 
the like, tend to unfavorably influence the psychology 
of both savers and investors in Greece. 

4) Private Investment Banking. Recently two 
private investment banks were established with capital 
from both foreign and local commercial banks. The 
first was the Investment Bank, which began operations 
on April 23, 1963, with 50 million drs. capital, of which 
76 per cent is held by the Commercial and Ionian Bank 
interests. The remaining capital has been subscribed by 
foreign banks, of which the main ones are the Bank of 
America (5.97 per cent), the Comptoir National (Paris) 
(4.18 per cent), Banca Nationale del Lavoro (2.98 per 
cent), and Société General (2.98 per cent). The main 
functions of this new bank are as follows: (1) to grant 
medium-and long-term loans to industrial enterprises, 
(2) to contribute towards the development of the capital 
market by obtaining a substantial equity interest in 
private industrial firms and subsequently marketing 
the securities so acquired, (3) to provide technical and 
managerial assistance to enterprises borrowing from 
the Bank and (4) to set up and operate new enterprises 
when conditions warrant such an action. First reports 
indicate that the Investment Bank is fairly inactive 
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and poorly managed. Its establishment followed a long 
conflict over who should establish an investment bank, 
and attempts by the Government and foreign partici
pants to combine the two contending financial groups 
failed. 

The second is the National Investment Bank, which 
will commence operations shortly. Its capital is 180 
million drs., of which 60 per cent is held by the National 
Bank of Greece, 8.34 per cent by Chase International, 
6.59 per cent by Mediobanca, 6.59 per cent by Deutsche 
Bank and 5 per cent by the Manufacturers Trust Co. Five 
other small foreign banks own the remaining 13 per cent. 
Its stated purpose is to strengthen the country's industry 
and all related activities by taking shares in the capital 
of newly established or existing industrial enterprises, by 
undertaking the issue of bonded loans and by providing 
technical assistance to industrial enterprises. This bank 
has selected capable foreign trained personnel for its 
direction. It is better organized than its brother Invest
ment Bank and will receive the support of its important 
American partners. 

There is a fundamental defect in the organization 
of the two industrial banks. They are both controlled 
by commercial banks which will not be able to separate 
their conflicting financial interests. So obvious was this 
conflict that the foreign investors in the National In
vestment Bank demanded and received a veto over all 
important decisions. The foreign banks also wanted 
only one investment bank, as they felt that there is no 
room for two such institutions. 

C. The Athens Stock Exchange. 

Aside from the Athens Stock Exchange, there are no 
exchanges where stock brokers can engage in securities 
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transactions. No regular over-the-counter market oper
ates in Greece, although this sort of market has been 
temporarily instituted during unusual periods, such as 
in 1922-1923, 1941 and 1944. 

The Athens stock Exchange was first established in 
1876,but its business especially flourished during the peri
od 1936-1940. Almost all of the quoted issues have ema
nated from 75 privately owned companies operating in 
the greater Athens area. In addition, government loans 
and public utilities bonds are traded on this market. 
There are 35 brokers elected in a prescribed way and 
subject to government regulation. 

The Athens Stock Exchange obviously is not a 
perfect market, either in terms of price mechanism 
performance or in terms of the range and quality of 
securities traded. In the first place, the marketability 
of shares at reasonable prices is influenced by factors 
other than demand and supply on the floor. The family 
type of registered companies and the affiliation of 
industrial firms with large commercial banks leads, m 
many cases, to a high degree of manipulation, with the 
ultimate result of undermining the confidence of in
vestors in securities. 

Secondly, there are only a few private issues, backed 
by certain financial institutions and large business 
firms, which have a high turnover and marketability. 
These issues belong to two large commercial banks19 

and to five or six large industrial companies, such as 
Electric Railways, Chemical and Fertilizers Products, 

19. The turnover of National Bank issues rose from 5.72 in 
1957 to 12.26 in 1960 and that of the Commercial Bank from 
8.79 to 11.81 over the same period. The turnover of other bank 
and industrial issues was much lower. 
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Peiraiki & Patraiki, Fix Breweries, Piraeus Dyes Co. 
and Titan Cement Co. The turnover and price rise of 
these shares has been much higher than that of other 
companies since 1957. Similarly, government and 
public utilities loans have had a preferred position on 
the market throughout the post-war period, in terms 
of tax concessions and other protective clauses in com
parison with common stocks. The share of stocks traded 
on the market was about 40 per cent of total securities 
transactions from 1954 to 1960, while bonds absorbed 
60 per cent. 

Because of the monetary stability which has pre
vailed in Greece since 1956, the higher real yields and 
greater marketability of bonds may account for the 
public's preference for this form of security over equity 
stocks, which have been subject to a decline in dividends 
as well as to the other hazards of family-controlled 
management. The propensity of the public to purchase 
securities has increased since 1956, but this increase 
could have been much greater if the Greek corporations 
had resorted more frequently to the capital market 
proper for long-term finance. 

In conclusion,the performance of the Athens Stock Ex
change during the last few years has not been very 
satisfactory. Although the number of securities traded 
increased from 710,068 in 1954 to 1,680,656 in 1960 
and although the price index of industrial shares rose 
from 100.0 in 1952 to 537.0 in 1961, the market is still 
thin. This situation is the result of three main weaknesses: 
(1) Dividend policies of Greek corporations are influenc
ed by family and tax considerations, rather than by 
corporate finance factors. The majority of corporations 
do not even declare dividends and the others pay neg
ligible amounts. (2) Taxation in Greece, favoring 
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excessive retention of profits, in effect competes with 
the new issues market for funds. Furthermore, tax 
concessions have not been granted on income from 
stocks, as on bank deposits and government bonds. 
The interest rate paid on deposits in most years under 
review was above the yields on shares or private bonds. 
(3) There are certain shortcomings of the securities 
exchange itself, such as poor public relations, discrimi
nation by the central bank against the majority of 
stock brokers in open-market operations and the 
vulnerability of the stock exchange to political and 
business interference. 

4. Conclusion. 

The preceding description of the Capital market 
points to the inefficiencies existing in this economic 
sector. While the market has had some success in mo
bilizing voluntary savings, perhaps because of the 
absence of alternatives, the operational inefficiency of 
the existing institutions has led to a sub-optimum allo
cation of funds, especially within the industrial sector. 

Since the problem of utilization of funds is such a 
crucial variable in economic development, the govern
ment should take the lead by promoting public confi
dence in securities by way of tax incentives and through 
public debt and monetary policy. In addition, the capi
tal market of Greece needs to be reorganized and further 
developed. This reorganization should be directed to
ward working out more effective links between financial 
institutions, investors and savers. The development of 
the capital market calls for new long-term financial 
intermediaries, such as investment banks, mutual 
funds and the like. Already a beginning has been made. 
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In 1963 two investment banks were established by the 
two largest banks in Greece, although they are not 
expected to function as genuine investment banks but 
simply as long-term affiliates of the mother-banks and 
foreign banks. No sales or purchases of securities have 
been conducted as yet for the fostering of the capital 
market. 

On the part of the government, the two existing 
institutions, the Economic Development Financing 
Organization and the Industrial Development Corpor
ation, should be so restructured that their operations 
will bear directly upon the development of the securities 
market in Greece. 
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PART II 

REAL FACTORS CONDITIONING 

INDUSTRIAL INVESTMENT 





I N T R O D U C T I O N 

Part I has been devoted to an analysis of the cha
racter and functioning of the various components of 
the capital market in Greece with particular reference 
to economic development through industrial capital 
formation. With the same reference, Part II will be 
concerned with what may be called the «real» factors 
bearing upon the supply of and demand for funds for 
industrial investment, leaving for Part III, however, 
the whole field of foreign enterprise and investment. 
By the real factors to be treated in Part II, we mean to 
include everything of importance to domestic industrial 
investment aside from domestic finance in an inclusive 
sense of the term. More specifically, the present part of 
the study enquires into the effects upon industrial in
vestment produced by the size of plants and firms, by 
technology, by industrial structure and business mana
gement, by the competition of the construction industry 
for funds and, finally, by the activities of government. 

These major factors, which we denominate «real» 
in contrast to the financial ones, are not studied here 
for their direct influence upon the economic develop
ment of Greece; that would be a very great undertaking 
which must be left to separate study.1 The field surveyed 
by Part II is limited to the influence of these factors 

1. In large measure this task is performed by George Coutsou-
maris' study, The Morphology of Greek Industry (Athens, 1963). 
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upon economic development through the channel of 
capital formation. Even thus limited, the field presents 
no mean dimensions. Its importance for Greek economic 
development lies in two major directions. In the first 
place it will point to the multiplicity of factors, aside 
from the strictly monetary, financial and capital market 
ones, which effectively condition the savings-investment 
process. Even if all the reforms which seem to be so 
pressing in these fields were effected, there would still 
remain some formidable problems in the productive 
expansion of industrial real capital. In the second place, 
and scarcely less important, are the manifold ways in 
which each of these real factors actually operates in the 
Greek economy to increase or decrease the flow of 
savings and the demand for investment in industry. 
These two aspects of the problem do not give rise to a 
two-fold division of Part II but instead run along 
through all its parts. 
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C H A P T E R IV 

SCALE OF PRODUCING UNITS 
AND INVESTMENT 

One of the most'conspicuous facts in the economy of 
Greece is the small size of its producing units. This is 
true whether the «producing unit» is taken as the plant 
or the firm. Only in a few industries is the number of 
multi-plant firms sufficiently important to make neces
sary a separate analysis of the two meanings of produc
ing unit. In most cases, the coincidence of the two will 
simplify matters, and it will ordinarily be clear from 
the context as to whether the analysis pertains to the 
size of the physical plant or to that of the firm. 

The question with which we shall be chiefly engaged 
is whether the characteristics of the Greek capital 
market play a large or a small rôle in this matter of 
scale. What are the basic facts, in the first place, 
regarding the size of producing units in the aggregate 
and in various industries? What seem to be the economic 
consequences of these facts? What are the causes at 
work in the determination of scale and what rôle is 
played both absolutely and relatively by the cost and 
availability of capital? Finally, can one derive some 
promising lines of action to further economic develop
ment? 
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1. Size of Plant and Firm. 

First we regard size, from the point of view of persons 

employed per plant. 

TABLE IV-1 

Size Distribution of Manufacturing Establishments, 1930 and 1958 

Size Group Percentage 
(Persons Employed) of Total 

A. 1930 Census 
up to 5 

6 - 2 5 
26 and Over 

B. 1958 Census 
up to 5 

5 - 9 
10-19 
20-49 
50-99 

100 and Over 

93.2 
5.7 
1.1 

100.0 

84.9 
9.8 
3.2 
1.4 

.4 
.3 

100.0 

S o u r c e : George Coutsoumaris, op. cii.p. 37. 

The extraordinary fragmentation of Greek industry is 
quite apparent from the figures, with 93.2 per cent of 
the plants employing four persons or less in 1950 and 
84.9 per cent in this category in 1958. There is a mild 
increase of scale over these three decades, but if only 
this rate were to be maintained, the results for Greek 
economic development would be frustrating. 
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Shifting the point of view on size from laborers and 

plant to value of assets and firms, we have the following 

facts : 

TABLE IV-2 

Distribution of Corporate Assets 
(Reported Corporations, 1959) 

Asset Size Number of Per cent of Total Assets Percent 
(lower limit) Corpora- Corpora- (thousands of of Total 

(thousands of tions tions drs.) Assets 
drs. 

0 
750 

1,500 
3,000 
7,500 

15,000 
30,000 
75,000 

150,000 
300,000 

S o u r c e : 

78 
88 

162 
259 
171 

127 
110 

37 
17 

9 

1,058 

Diomedes D. 

7.3 
8.3 

15.3 
24.5 
16.1 

12.1 
10.3 

3.5 
1.6 

.9 

100.0 

Psilos, op. 

33,299 
103,074 
350,851 

1,309,558 
1,856,362 
2,633,364 
4,871,115 
3,774,149 
3,765,524 
5,368,978 

24,066,273 

cit. p. 93. 

.1 

.4 
1.5 
5.4 
7.7 

11.0 
20.2 
15.6 
15.6 
22.3 

100.0 

The most frequent (modal) bracket includes 259 cor
porations or 24.5 per cent of the total of 1,058 business 
units and they possess assets of between 3,000,000 drs. 
(about $100,000) and 7,500,000 drs. ($250,000). The 
lowest three brackets, embracing those with assets of 
3,000,000 drs. ($100,000) or less, include 30.9 per cent 
of the corporations. Thus, again, from the angle of asset 
holding, we have the same picture of a vast number of 
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small enterprises. There is, however, the additional faet, 
not visible in the labor force picture, of extreme con
centration. While 72 per cent of all corporations covered 
in Table IV-2 held only 18 per cent of total assets, at 
the other end of the array 6 per cent of the corporations 
owned 53.5 per cent of total assets. 

Finally, moving from these large aggregates to an 
industry basis, we have the following figures of employ
ment per firm for 1930 and 1958, shown in Table IV-3. 
Of the nineteen industry groups reported in the Census 
of Manufacturing Enterprises only 6 groups averaged 
more than 7.2 persons employed per plant. A similar 
distribution characterizes employment per firm, except 
for tobacco, petroleum and coal derivatives and basic 
metals, where multiplant firms account for considerably 
higher average employment per firm. However, aggre
gation by industry in some cases — for example, textiles 
— conceals the large size of one or two firms, a notable 
example being in cotton textiles. 

2. Economic Consequences of Small Size. 

Small producing units are not bad in every way. 
For one thing, in an economy in which unemployment 
is an acute problem, they offer jobs to both laborers and 
employers. If the cost is economic inefficiency, the 
higher costs are at least one way of providing unem
ployment relief. Perhaps small plants and small firms 
give employees a greater feeling of satisfacton in their 
work; perhaps the personal relationships are more 
human; and certainly more people are independent 
businessmen and bosses. All of this is worth bearing 
in mind in an inclusive weighing of alternatives. 
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TABLE IV - 3 
Greece: Average Size of the Manufacturing Establishments 

by Major Industrial Groups, 1930 - 1954. 

Average Size (persons 
per establishment or firm) 

Code Industrial Group 
ISIC 1930 1958 1958 

(per establish- (per-
ment firm) 

20. Food Manufacturing Industries, except 
Beverage Industries 2.7 3.7 4.0 

21. Beverage Industries 3.2 3.7 4.1 
22. Tobacco Manufactures 16.2 49.5 93.3 
23. Manufacture of Textiles 20.3 15.9 18.2 
24. Manufacture of Footwear. Other Wear

ing Apparel and Made-Up Textile Goods 2.2 2.3 2.3 
25. Manufactures of Wood and Cork, except 

Manufacture of Furniture 2.4 2.5 2.6 
26. Manufacture of Furniture and Fixtures . 3.2 3.5 3.7 
27. Manufacture of Paper and Paper Pro

ducts 12.4 20.3 23.7 
28. Printing, Publishing and Allied Indus

tries 4.6 7.2 7.8 
29. Manufacture of Leather and of Leather 

and Fur Products, except Footwear and 
other Wearing Apparel 2.0 4.5 4.7 

30. Manufacture of Rubber Products 16.3 12.9 13.7 
31. Manufacture of Chemicals and Chemical 

Products 2.3 5.3 5.6 
32. Manufacture of Products of Petroleum 

and Coal — 26.6 43.6 
33. Manufacture of Non-Metallic Mineral 

Products, except Products of Petroleum 
and Coal 5.9 6.1 6.5 

34. Basic Metal Industries 1.7(a) 52.2 73.0 
35. Manufacture of Metal Products, except 

Machinery and Transport Equipment . . 4.4 2.8 2.9 
36. Manufacture of Machinery, except Elec

trical Machinery 5.8 6.8 7.2 
37. Manufacture of Electrical Machinery, 

Apparatus, Appliances and Supplies . . . 7.3 4.9 5.1 
38. Manufacture of Transport Equipment . . 3.2 4.9 5.1 
39. Miscellaneous Manufacturing Industries 3.2 3.3 3.4 

T o t a l 3.0 4.0 4.2 

S o u r c e : National Statistical Service of Greece, Census of 
Manufacturing Establishments, 1930 and 1958. 

(a) Includes 4,565 small artisan metal workshops. Without 
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But since the day of Adam South, the economm 
disadvantage of small scale operation has been recog-
n zed limited specialization, lack of standardization, 
Hmited use of power-driven machines, the temp latum 
or necessity of holding on to antiquated equipment and 
finally, the engendering of only small amounts of 
external economies. 

The general theoretical presumptions are borne out 
to some degree for the case of Greek industry by George 
Coutsoumaris' quantitative study of production et-
ficiencies. Utilizing the data supplied by a special in
s t iga t ion carried out in 1958 among 760 medium and 
L g e scale manufacturing firms, he obtained the follow-
ing results, as show in Table IV-6, below. 
Our interest attaches to the operating ratios, particular
ly for the smallest two groups, in terms of men, capita 
and value added. It will be observed that the smallest 
group achieves a high output-labor ratio, but its very 
high capitalization (capital to labor ratio) results m a 
low output-capital ratio. Also for the second smallest 
group in scale, relatively high capitalization is coupled 
with low efficiency in the use of capital, though efficien
cy in the use of labor is not notably different from that 
of larger scale groups. The theoretical expectation of 
inefficiency from small scale production is borne out 
with two possible qualifications. In the first place as 
shown in the second column, the number of firms m the 
sample in the lowest and even in the next lowest group, 
is absolutely smaller than that in the middle group; 
and the relative coverage is still less by virtue of the 
large absolute number of firms in the smallest scale 

these shops, the average size per establishment in this group was 
4.8 persons. 
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bracket. In the second place, size does not make a good 
showing in terms of the output-capital ratio for the 
largest scale group. While diseconomies of large scale 
might explain this fact, other evidence pertaining to 
specific industries does not seem to suggest this solution. 
For present purposes, however, it is the poor per
formance of the smallest scale producing units, consti
tuting so high a proportion of the total of industrial 
firms in Greece, which is significant. 

The foregoing aggregative view of scale may be 
supplemented by a brief reference to particular manu
facturing branches. The chief contributors to gross 
domestic product of manufacturing in 1961 were as 
follows : 

Per cent of 
Branch Total MFG : G.N.P. 

Food, Beverages and Tobacco 20.3 
Clothing 1 3 · 3 

Chemicals and Allied Trades 13.2 
Textiles · · · 1 3 · i 

Metal Mfg., Engineering and Electrical 
Goods 1 2 · 8 

S o u r c e : Statistical Yearbook of Greece, 1962, p. 206. 

It is significant that for each one of these five branches 
there have been numerous complaints about the ex
cessive number of small producing units. The only 
qualifications to this generalization are that it pertains 
to the «food and beverages» part of the first group and 
not to tobacco and that it is olive oil production alone 
which accounts for 80 per cent of the number of plants 
under «chemicals.» 
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Some attention will be given to all of these branches 
in this chapter, hut special interest attaches to the 
textiles sector, which has varied between second and 
fourth place in the past decade in its contribution to 
GNP and which in 1958, with 25.8 per cent, held the 
largest portion of fixed assets (after depreciation) in 
manufacturing.1 It has been pointed out that in the 
textiles field as a whole the number of firms increased 
between 1951 and 1958 from 2,291 to 3,530, mostly in 
the small scale category, which by consequence «pre
vents the expansion of the medium - sized ones and, 
therefore the creation of mass-producing plants.»2 

With regard to the cotton industry, out of 66 spin
ning mills only 26 had more than 5,000 spindles, in 1957 
a number regarded as the minimum for really profitable 
operation; and out of 93 weaving mills, only 11 had this 
minimum number.3 With regard to the woollen industry, 
38 per cent of the productive capacity belonged to 
firms which possessed on the average 1,736 spindles, 
while 5,000 are again considered a necessary technical 
minimum; and 50 per cent of the weaving mills averaged 
9 looms, although efficiency calls for 40-50.4 

3. Factors which Account for Small Scale. 

Such, then, is the general picture which emerges 
with respect to the size of producing units in the Greek 

1. Federation of Greek Industries, Greek Industry in 1959 
(Athens, 1960), Table 3. 

2. Ministry of Coordination, The Industrial Sector of the Greek 
Economy, 1960-1970 (Athens, 1962), p. 52. 

3. National Bank of Greece, Problems of Development of Greek 
Cotton Industry (Athens, 1957), p. 18. 

4. National Bank of Greece, Problems of Development of Greek 
Industry, II : Wool Industry (Athens, 1963), p. 15. 
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economy, both in the aggregate and for main industries. 
The urgent question which follows next is why, if small 
scale enterprise has been relatively inefficient, does it 
persist to its present extent? It is necessary to make 
a brief assessment of all the contributing causes in order 
to appraise the role of the supply of capital. In the 
course of this enquiry we shall consider nine factors, 
some of which are general and extend to virtually all 
manufacturing industry and some of which make 
themselves felt more peculiarly in one or more specific 
cases. 

A. Origin of Industry in Household Production. 

Small-scale production is particularly noticeable 
among types of commodities, which were originally 
handicraft or artisan products, based upon household 
labor. It prevails most, of course, in non-durable consum
er goods, such as the garment and shoe industries and 
cotton and woollen textiles, but it also extends to some 
durables or semi-durables such as furniture, light-
bulbs, etc. Indeed, in some of these cases the household 
unit still accounts for the bulk of production. But in 
cotton textiles, despite the multiplicity of very small 
units, weaving mills in 1957 accounted for 40 per cent 
of industrial looms. The same is true of wool where, 
notwithstanding the great number of household units, 
9 factories represented 62 per cent of the spindles and 
5 factories employed 48 per cent of the looms;5 

B. Public Preference for Artisan Production. 

Public preference is, of course, of overriding signi
ficance in the areas of artistic ceramics, peasant textiles, 

5. See the sources previously cited for these industries. 
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and the like, often embraced under the caption of «the 
Greek arts», but these are not included under our 
present study of manufacturing and are of miniscule 
importance in GNP. The situation is quite different, 
however, with respect to dressmaking, tailoring and the 
production of footwear, which are quantitatively 
important industries. Undoubtedly the factor just 
discussed under A, the influence of historical origin in 
the household, still exerts pressure; but there is also the 
preference of the Greek public for handmade clothing. 
In the United States, by contrast, both the garment 
and the shoe industries are large-scale operations, 
producing a wide range of items from the cheapest and 
most utilitarian to expensive, high quality lines; there, 
hand-tailored clothing and the «bench-made» shoe are 
decidedly luxury items. 

The economic consequences of public habits or 
preference in Greece are almost startling in footwear. 
In 1958, only 8 per cent of the shoes were produced in 
factories and output per worker was said to be only 
one-fourth as large as in Italy.6 The small demand 
prevents plants from producing a large number of shoes 
of one particular kind, thus holding up costs and prices 
and limiting the capacity to export. In fine, the manu
factured shoe in Greece seems to be a «classical» example 
for Adam Smith's ascription of specialization to the 
size of the market and for Ragnar Nurkse's emphasis 
upon it as a growth factor. Fortunately, at least from 
the angle of prices for the common man, there is a 
gradual shift in Greece away from artisan products with 
their characteristic small scale and high cost. 

6. Ministry of Coordination, op. cit., pp. 64-74. 
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C. Size of the National Market. 

Generally speaking, the small size of Greece, whether 
expressed in population, area, wealth or purchasing 
power, would be expected to have an influence on the 
size of producing units. In addition, so far as concerns 
industrial units specifically, one would expect a country 
standing at an early phase of industrial development 
to be marked by small plants, where smallness is technic
ally possible and desirable from a cost angle, or by 
fewness of large plants, where the size is inflexible from 
a technical angle. In the latter event, excess capacity 
of the individual plant could easily appear. 

Greece does indeed seem to show the expected 
multiplicity of small plants where technical flexibility 
prevails. There is also evidence of overcapacity in a 
number of industries, where technical inflexibility pro
bably prevails and of these a substantial number at
tributed the overcapacity to limited demand. In the 
textile industry this was true of 15 firms out of 46 
responding to a questionnaire; of 19 firms out of 59 in 
the food and beverage industry; of 10 from 27 in the 
chemical field and of 16 from 40 in the metallurgical 
industries.7 

Of course, other factors than the small size of the 
national market could explain this alleged insufficiency 
of demand: overbuilding, depression in the industry, 
qualitative inferiority compared to foreign supplies, 
monopolistic pricing, etc. But it is likely that the limited 
market of the country sometimes accounts for the 
phenomenon of excess capacity and sometimes makes 
small units necessary. 

1. Questionnaire circulated and analysed by George Goutsou-
maris. 
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D. Predilection for Trade. 

Historically Greece has been a trading nation, not 
a nation of manufacturers. No doubt this fact has not 
lacked its rational explanation in the past in terms of 
resources, geographical situation, political history and 
the like.It does seem probable,however, as a number of 
Athenian businessmen have remarked, that this back
ground is conducive to undue emphasis at present on 
commercial enterprise, in view of the immediate needs 
of development. Trade generally operates on the basis 
of short-range expectations, on a rapid turnover, on a 
low proportion of fixed capital, sometimes on a low 
ratio of own to borrowed capital. The trader's mentality 
may, indeed, carry over into manufacture and help to 
explain some of its characteristics in Greece, including 
smallness of scale of the producing unit. 

E. Predominance of Family-Controlled and Closely -
Held Business. 

The closely-held and family types of business enter
prise are by no means unknown in the most highly 
developed industrial nations. They are much more 
frequent in the less highly developed economies and 
they are extraordinarily conspicuous, indeed, in Greece, 
as shown in the following statistics (Table IV-5). 
Any serious appraisal of these facts must begin by 
recognizing that the business side of the matter is only 
one part of it. While the so-called «extended family» 
system of the Orient does not prevail in Greece, the 
family does play a very prominent rôle in private and 
community life. The feeling of solidarity and mutual 
responsibility is profound and the family offers a 
fairly effective substitute for life insurance (limited in 
Greece to the well-to-do), and for unemployment 
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TABLE I V - 5 

Number of Shareholders in Greek Industrial Concerns 

Number 
Number of of Shareholders 
Companies Owning Bach 

Company 

44 1 
89 2 

163 3 
191 4 

513 between 5 and 9 
213 between 10 and 25 
156 over 25 

Total 1,369 

S o u r c e : Report of the Technical Advisor of the Athens Stock 
Exchange to the Ministry of Commerce, 1957, p. 10. 

insurance (of very limited coverage in Greece). Further
more, an inclusive view of the economic implications 
of these family loyalties would have to take into account 
the remittances of Greek emigrants to family members 
and to various types of emigrants' savings funds in 
Greece, which often imply an eventual return of the 
emigrant and the restoration of family ties. Sometimes 
these remittances bulk larger in the annual balance of 
payments than the income from Greek shipping and 
the tourist industry combined, and are nearly always 
larger than either of these alone. 

Even from the strictest view of economic efficiency, 
the family controlled unit is not always inferior; indeed 
the tobacco industry, which has supplied anywhere 
from 40 to 50 per cent of the value of Greek exports, 
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is in the hands of a small number of family concerns. 
But it is, at the same time, an industry which has mo
dernized its equipment, improved quality and striven 
to stem the gradual secular drift of tastes in Europe 
toward other types of tobacco. 

Unfortunately, however, the tobacco industry is 
not typical of the impact upon the Greek economy 
produced by the family system.This system is, without 
doubt, intimately associated with the excessive number 
of firms and with the small size of physical plant; it is 
partly responsible for the fact that these small firms 
are «usually managed by working proprietors with no 
enterpreneurial capabilities whatsoever»8 and it cannot 
be absolved in some cases from charges of nepotism and 
corrupt practices. Also, the family control of corpora
tions impedes investment by the public in industrial 
shares, because of mistrust of the intentions or the 
abilities of the management, or because of uncer
tainty as to what will become of the family control.9 

Finally, the method of electing and discharging officers 
in the société anonyme has worked toward the perpetu
ation of closed family business units of an oligarchical 
character. 

The view has been expressed by a prominent Greek 
industrialist, that the family domination of business 
units will take care of itself through internecine dis
agreements and through the natural dispersion of 
participating family members. Nevertheless, its adverse 
effects upon the scale of business enterprise and,through 
it, upon the capital market and economic development, 

8. Ministry of Coordination, op. cit., p. 29. 
9. Industrial Development Corporation, Situation Generale 

de VIndustrie en Grece, mimeographed (Athens, 1962), p. 86. 
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would justify specific measures, particularly measures 
which are warranted anyway on other grounds. In this 
context one thinks of anti-monopoly legislation, the 
stiffening of inheritance taxes, more progressive rates 
and more effective enforcement of income taxation, etc. 

F. Monopolistic Business and Scale. 

Industrial monopoly, (in the extended sense, which 
includes not only one producer, but also duopoly and 
oligopoly), has direct effects of great significance on the 
supply and demand sides of the market for industrial 
capital. At a later juncture (Chapter VII below), these 
effects will be reviewed and analysed. Here the frame 
of reference is narrowed to what effects are produced 
by monopoly on the size of the producing unit. 

Most assuredly the possibility is not excluded that 
monopoly, in either the narrow or the more extended 
sense, could bring the firm or the physical producing 
unit closer to the economically optimum size. Only very 
intensive research into Greek industry, from this parti
cular angle, could reveal for certain the actual existence 
of such cases; unfortunately, this lies beyond the pre
tentions of the present study. It is probably a fairly 
safe generalization, however, that most industries of 
this sort belong to the public utility category and that 
they have already passed into government ownership or 
control: railways, city water supply, electric power, 
irrigation. 

Outside the field of public utilities and with possible 
exceptions which remain to be identified and studied, 
it seems probable that monopolistic business firms in 
Greece result in less-than-optimum size for producing 
units. In this country the prevalence of monopolistic 
enterprises, under family or closely-held control, makes 
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this result probable. On the one hand, family resources 
are generally smaller than could be provided by corpor
ations with broad public participation. On the other 
hand, the family-based monopoly often rests upon a 
«live and let live» philosophy, rather than upon the 
possession of unique productive processes, legal privileg
es, singular efficiency, rare natural resources or other 
distinctive sources of supply. And the «live and let live» 
basis removes the pressure toward consolidation of 
firms and plants into optimum-size producing units. 
These facts, coupled with the phenomenon of local 
geographical monopoly, make it appear that one of the 
greatest economic drawbacks of monopoly in Greece is 
precisely the diseconomies of small scale. We have, 
indeed, the worse part of two worlds; monopoly coupled 
with a great and wasteful number of producers. 

The conviction prevails in Greece and it would 
probably be borne out by the facts if they could be 
elicited, that many small firms enjoy low labor costs 
by escaping from contribution to welfare funds, unem
ployment insurance, etc., on behalf of employees. In 
addition the small family unit often accepts for its 
members wages which are below the market level. 
Finally, small units of this sort can more easily evade 
personal and business taxes. In other words, the per
sistence of small units is explained in part upon non-
economic grounds. 

G. The Supply of Capital and Scale of Production. 

Thus far in the present chapter, six «real» factors — 
forces outside pure «finance» or aside from the capital 
market — have been passed in review for their res
ponsibility for the prevalence of small scale production 
in Greece. In addition to these six, one could also refer 
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to others of so obvious a character that they scarcely 
require demonstration. Thus, one would probably expect 
the small size of the country itself — whether expressed 
in population, area, wealth or domestic markets — to 
be reflected in the size of its manufacturing enterprises. 
Furthermore, one would also expect a country which 
stands at an early phase of industrial development to 
be marked by small factories, or even by only one pro
ducing unit. Finally, as a subsequent section sets forth, 
government influences have exacerbated the prevalence 
and persistence of small scale. 

But what about the supply of capital, the central 
preoccupation of this volume? Does it not also account 
for the small firm and, eo ipso, the small plant? The 
answer given here will be affirmative, but it is necessary 
to be a bit laborious in making clear the senses and ways 
in which capital is «scarce.» Of course, capital is always 
scarce, being a thing of value. Also capital is unusually 
scarce in a less developed economy, in the sense of a 
stock of productive equipment relative to «needs,» 
plans, public expectations, etc. But it has been shown 
in Part I that capital is not scarce in Greece in one 
sense: i.e., the flow of current savings (in one sense also 
the supply side of capital) has not thus far been the 
primary limitational factor in capital formation. On 
the contrary, the limitational factor is to be found 
rather on the demand or investment side or, as we have 
generally preferred to present the matter, it rests on 
the imperfect transmission of intended saving into 
investment by the capital market. In this sense, the 
scarcity of capital does help to account for the large 
number of small producing units in Greek industry. 
Small businesses suffer from high costs and limited 
availability of funds, which impede their expansion 
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toward the economically optimum size. 
Even in the «best of all possible worlds», small firms 

would generally be less attractive credit risks than 
larger ones and even in the most advanced industrial 
nations the cost and availability of capital to small 
business reflect this risk factor. One might say that it is 
simply «one of the facts of life» that small size makes 
capital less available. But here we are interested in the 
reverse question : does the lesser availability of capital 
make the size of firms small? Or, to avoid any color of 
paradox: is the cost of capital higher and the availability 
of capital lower to small business than would seem to 
be warranted by risk differentials alone? 

Unfortunately, no direct evidence seems to be 
available concerning effective, (in contrast with merely 
nominal), interest rates charged to small business, nor 
is the matter of relative availability of loans easy to 
quantify, even if banks were disposed to divulge the 
basic data. But it is possible to read something of 
importance out of the following figures : 

TABLE IV - 6 

Financial Structure and Asset Size, 1959 

Asset Size Number % of Equity to Total 
(Lower Limit) of Corporations Assets 

(thousands of drs.) (the rest is borrowed) 

64.2 
65.1 
67.2 
44.0 
40.4 
31.6 
34.5 
22.5 

48.0 

S o u r c e : Psilos, op. cit., p . 95. 
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The above table indicates that there is a strong ne
gative correlation of size of firm, (measured by assets), 
and the proportion of total assets borrowed.Presumably 
the chief explanation of this relationship is that the 
small firm finds borrowing both limited and costly and 
must thus rely upon its own financial resources to a 
greater degree, relatively, than does the larger business. 
This necessity becomes doubly onerous in the light of 
the fact that, being small, its own financial resources 
are smal absolutely. Historically, during the past decade 
or so, the reliance of Greek firms on external 
financing has been increasing, and thus - one would 
infer - the relative handicap of small firms has also 
been increasing. 

One source seems to deny all of this in holding, 
specifically with regard to woollen textiles, that credit 
is too cheap and entry is too easy.10 The chief omission 
in this thinking is that bank borrowing is mostly at 
short term - as we have demonstrated in Part I - a 
fact which imposes high costs and uncertainty about 
the future. Finally, one must take into consideration 
government policies, to be analysed in the next section, 
some of which operate favorably and some unfavorably 
to the small firm. Insofar as concerns access to capital, 
however, a number of legal measures and government 
policies weigh heavily on the smaller entrepreneurs. 
«There is no doubt that the cost of loaned capital 
funds diminishes as the size of firms (or loan) increases»11; 
many factors, indeed, point to the artificial degree of 
this difference. 

10. Werner Management Consultants, The Greek Wool 
Textile Industry Improvement Project, Part I, mimeographed 
(Athens, April 1962), pp. 14-17. 

11. Psilos, op. cit., p . 96. 
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As a footnote to the present section, it may be added 
that the wool textile industry suffers from a peculiar 
feature inimical to optimum size producing units. Over 
the course of the past few years, the milling firms have 
developed a kind of cut-throat competition in extending 
the length and amount of trade credit to dealers and 
retail outlets. The result is that these receive a concealed 
subsidy in the form of excessive credits and the pro
ducers endure a hidden levy; retail outlets expand in 
size or number and the producer firms are restrained 
from reaching optimum size or quality of capital 
equipment.12 

H. Government and Scale of Production. 

Like so many other countries, Greece has granted 
special concessions to encourage small business. These 
include certain tax abatements and exemptions to firms 
under a stipulated size throughout the country. In ad
dition, with a view to stemming the concentration of 
population and industry in Athens, there are special 
benefits for producers in the provinces and on the islands. 
This is also really aid to small business. 

On the other hand, there are some aspects of govern
ment which bear onerously on the small producing 
units. This is particularly true of the laws governing 
access to the Stock Exchange for new and small com
panies. Thus a corporation cannot issue stock unless 
the owners' equity amounts to 5 million drs. A new 
company must have published three (annual) balance 
sheets before a public offering of shares. Many corpor
ations have in their charters a preemptive privilege to 
old shareholders to subscribe to new issues; and this 

12. Werner Management Consultants, op. cit., p. 31, et passim. 
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must reduce the relative attraction of the issues of new 
companies. 

It might be difficult to discover whether, on balance, 
government helps or hinders new and/or small-scale 
enterprise. Probably the tax exemptions redound 
chiefly to the benefit of smaller businesses than those 
which are placed under disadvantages in the Stock 
Exchange. This may seem democratic or equalitarian, 
but it is not necessarily good economics. The same is 
true of the privileges given to island and provincial 
firms.18 On the whole, the economic outcome is obscure. 
More effort should be made by the policy makers to 
discover the effects produced by these measures on the 
development potential of the country. 

4. Scale of Production Units: Conclusions. 

One of the greatest barriers to efficiency and growth 
in Greece is the extraordinary number of small-scale 
producing units. This seems to be a matter of unanimous 
agreement and it is not accidental that it comes first 
on the list of real factors treated in this book as affecting 
capital formation in the industrial field. As set forth at 
the beginning, the enquiry has had two purposes: 1) to 
set into perspective the rôle of finance relatively to 
non-financial factors and, 2) by attending to each of 
the main factors, to derive some indications of appro
priate policy. 

This answer to the first question should now be 
amply evident; there are many potent forces making 
for small-scale operations in Greece. Even if capital 

13. Benjamin Ward, Greek Regional Development, (Athens: 
Center of Economic Research, no date), passim. 
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were readily available and even if borrowing rates were 
considerably lower, smallness would persist. This 
should not, however, be understood to deny the im
portance of the financial factor itself. We have endeavor
ed to present indirect evidence that smaller firms 
submit to higher costs and lesser availability than the 
big companies; they are thrown back upon their own 
rather limited, internal resources to a much larger 
degree. 

One of the potential «growing points» of the Greek 
economy thus seems to be stunted. This is not the place 
for discussing measures to expand industrial scale of 
output through the channel of capital supply. That was 
the rôle of the whole of Part I, inasmuch as it can be 
safely assumed that measures to perfect the capital 
market in Greece in general will also operate specifically 
to move toward optimum plant and firm scales. 

Furthermore, this is not the place for a full discussion 
of policies appropriate to the «real» factors, which we 
have described as bearing on size of producing unit aside 
from capital supply. That would be tantamount to the 
attempt to draw up an exhaustive diagnosis of the 
Greek economy and a thoroughgoing plan or set of 
policies on all economic fronts, whereas the focus of 
concern here is industrial capital formation. Nevertheless, 
some footnotes on these more general questions may not 
be too presumptuous. 

(a) Perhaps the most efficacious measures to pro
mote larger and more efficient industrial units are those 
which pertain to the economy as a whole. I refer to two 
fields in particular; the improvement of the Greek tax 
system,in the direction of better enforcement of existing 
taxes and the modification of the tax structure in the 
direction of greater progressiveness. Both of these 
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major undertakings would make the earning of profits 
from adventitious, corrupt and monopolistic sources 
less easy. They would direct pressure toward effective 
business management and give the small fellow more 
of a chance. In the second place, a greatly increased 
concern with monopoly itself would seem to be appro
priate in Greek legislation and practice. 

(b) Economic policy should show some patience and 
toleration towards certain social and psychological traits 
of the population, which have been set forth as wasteful 
in the development process. Thus consumer preference 
for custom-made apparel, the preference for being one's 
own boss, for the family unit in business, for trade as 
against manufacturing, are not themselves sinful as is, 
for example, tax evasion; they cannot be dealt with 
directly with much success. The Greek economy rests 
upon private enterprise and democracy and a frontal 
attack on these propensities would involve totalitarian 
compulsions, or a slow process of education. 

Implicit in this point are two others, subordinate 
to its thought. Some of these proclivities may be ex
pected to dwindle with the lapse of time. For example, 
a trend away from custom-made clothing already asserts 
itself; mores and fashions change. The strength of the 
family unit is partly the consequence of fears arising 
from recent wars, depressions and political upheavals; 
and the fondness of the public for bank deposits carries 
over in part — somewhat illogically it is true — from 
inflation. Governmental and monetary stability will 
lessen these factors. One could expect several of these 
factors to be less restrictive as national income per 
capita rises-exemplifying the «feed-back» effect. Success
ful industrial production will tend to draw labor out of 
the inefficient small handicrafts and also remove the 
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incentive to use looms and other equipment, which 
large-scale industry has scrapped. A larger share for 
corporate enterprise would increase the attractiveness 
of well-paid salaried positions, as against the less well 
remunerated ones typical of small, independent, low-
efficiency firms. Increased availability and lower cost 
of capital not only add directly to increased production 
but also temper the force of each of the real factors 
making for a proliferation of small producing units. 
This is, of course, only to state again the well known 
cumulative nature of economic development.However, it 
also repeats that general measures toward efficiency 
can supplement ad hoc measures; indeed, in certain 
circumstances, the indirect approach may be more 
inviting. 

(c) Nevertheless, direct measures are called for. 
One excellent step was taken in 1957 when capital gains 
from mergers were exempt from taxation during the 
first year after their introduction.Improvement suggest
ed in Part I, concerning the functioning of the capital 
market would certainly benefit the new venture with
out paying a direct subsidy to small units. In addition, 
present handicaps borne by small business should be 
removed, such as the 5 million drs. minimum equity 
required for stock issues, the lapse of three balance-
sheet years for this purpose and the preemptive rights 
of old subscribers. New firms and smaller firms could 
be launched and expanded through the stock market, 
thus lessening their dependence upon short-term bank 
loans or their own resources. The Currency Committee 
could issue directives to facilitate mergers in clear cases 
of gain to the Greek economy. Finally, the existing 
special tax and other advantages granted to small firms 
outside Athens should be carefully examined for their 
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bearing on the growth of the industry in the national 
scene as a whole. 

(d) The consolidation of small units will have some 
adverse influence on employment in the transition 
period, though not so much as the layman often thinks. 
If two firms are consolidated, employment is not reduc
ed by 50 per cent; the consolidation process chiefly 
weeds out unecessary bosses and paper-pushers. Unem
ployment resulting from consolidation would call for 
a careful policy to keep the transition under control. 

From the angle of its capital market, the situation 
in Greece is not unfavorable to the absorption of 
considerable unemployment in public works. On the one 
hand, there are areas of promising investment in the 
infrastructure i.e., in further extensions of the electric 
power system, which in itself is very useful to small 
industries, and in further elaboration of the highways 
and feeder roads. On the other hand, there is the great 
mass of deposits in the commercial banks awaiting 
effective utilization. Whatever the securities issued to 
draw these funds into economic production, the gain 
to be reaped is very great. This is not to suggest that 
all of this is simple but only that it is possible. And 
the possible always constitutes a challenge. 
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C H A P T E R V 

BUSINESS ENTERPRISE AND 
CAPITAL FORMATION 

Among the factors of cardinal importance determin
ing the rates and directions of capital formation in 
Greece is the character of business management and 
entrepreneurship. Let us recall, before entering upon 
this discussion, that Part I has led to some important 
conclusions regarding business enterprise and capital 
formation in Greece, based upon the financial part of 
the picture — that is, upon the financial structure and 
practices of businesses, banks, and other components of 
the capital market. These results flow from the legal 
organization of businesses, from the peculiarities of 
business law and from the traditions and current usages 
of the producing units in the economy. 

It was found that Greek firms show a low and de
creasing ratio of own funds to total capital; that retained 
earnings are more important than equity of bond financ
ing and are becoming increasingly so; and finally, that 
few issues of stocks or bonds have been publicly placed, 
and that, instead, businesses borrow extensively from 
banks, the government and non-institutional lenders. 

These facts, as Part I has set forth in detail, produce 
a number of unfavorable effects upon the economy and 
its capacity to move forward. (1) The methods of 
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financing business are conducive to concentration of 
control and to monopoly; the spur of competitiveness 
is dulled. (2) Retention of funds and self-financing reduce 
the mobility of capital and lessen the pressure toward 
optimum lines of investment. Furthermore, reliance on 
self financing causes an unnecessarily slow rate of capital 
formation and hence growth of output in the industrial 
sector. (3) Financing by bank borrowing permits the 
use of the borrowers' funds in non-productive directions 
—i.e. indirectly the banks may be subsidizing consump
tion. (4) Concentrating savings into bank deposits may 
result in their lying idle; indeed the present situation in 
Greece is precisely this, at a time when economic devel
opment urgently requires effective capital formation. 
(5) The presence of a large volume of liquidity in the 
form of bank deposits overhangs the country, threaten
ing a wave of inflationary spending. (6) The concentra
tion of savings in bank deposits implies a corresponding 
concentration of investment decisions in the hands of 
the commercial banks which are, furthermore, few in 
number. In fact, there are only two of any significance. 
(7) As a net upshot of the functioning of the institutions 
in the Greek capital market, the cost of funds is high 
and the availability of money for industrial investment 

is low. 
These conclusions may seem to imply a very pes

simistic attitude towards the possibilities of economic 
development in Greece, but such is not the necessary 
interpretation. Instead, the review of the financial 
situation points dramatically to the substantial number 
of ways where improvement is distinctly realizable. In 
contrast with many less developed countries, Greece 
has achieved monetary stability; and it enjoys consider
able freedom in the domestic and international move-
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ment of goods, of money and of men. A large volume 
of accumulated savings waits upon the improvement of 
the financial mechanism to move into much needed 
productive application. 

1. Entrepreneur ship in Greece. 

Enumerating the chief problems of Greek industry, 
an official publication says that firms are not organized 
on a modern business basis * and one economist com
ments that «indigenous entrepreneurship and risktaking 
in industrial ventures has not been in good supply in 
Greece».2 Perhaps one reason for this shortage of entre
preneurial talent specifically in industry, has been the 
traditional preoccupation of Greeks with trade and com
merce, which in view of the geographic position of the 
country and its natural resources is no mystery. 

Some other factors are connected with peculiarities 
of the organization of business. According to the 1958 
Industrial Census, only one half of one per cent even 
of the relatively large manufacturing firms (10 employees 
and over) were organized as corporations. Personal 
companies accounted for 9.8 per cent, and individually 
owned concerns and handicraft units the remaining 
85.7 per cent. It seems quite probable that the personal 
and family basis of so large a portion of Greek producing 
units tends to a certain amount of subordination of 
economic and business motivation to personal, political, 

1. Ministry of Coordination, The Industrial Sector of the Greek 
Economy, 1960-1970: Industrial Development and the Demand 
for Manpower by Occupational Grades (Athens, Oct. 1962), pp. 
9-10. 

2. Coutsoumaris, The Morphology of Greek Industry, p. 25; 
cf. also pp. 107-8, 289, 315. 
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fraternal and other considerations. The spread of the 
corporate form, particularly in conjunction with a wider 
use and distribution of corporate shareholding, would 
improve the quality of business management. Change 
of this sort would work through an alteration of share
holders' interests toward shorter-run gains and a keener 
attention to the actual performance of management. 

At an earlier juncture in this book, it has been 
pointed out in some detail how the legal position and 
responsibilities of corporate directors has conduced to 
poor economic performance, and suggestions were of
fered for improvement.3 Another set of factors has been 
the practice of nominating for directors persons who are 
more notable for their political, military or other sorts 
of prestige than for their genuine capacities as leaders 
of industry.4 

Finally, an important element must be the education
al background of the Greek industrial community. This 
subject has been investigated by Dr. A. Alexander by 
means of a questionnaire and the responses of about 
500 industrialists, who may generally be assumed also 
to be managers, in firms employing 25 or more workers. 

The table shows that about 70 per cent of entre
preneurs (managers) of the larger firms in Greece have 
a high school education or less. Only about 9 per cent 
of them have been educated in the schools of economics 
and business in Greece,which themselves do not provide 
in all respects the best of modern business education. 
Those who have been educated in business schools 
abroad are very few, and their task is undoubtedly 

3. Cf. Chapter III above, particularly pp. 72-75. 
4. Psilos, op. cit., p. 113. 
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TABLE V - 1 

Education of Greek Industrialists in 1961 
in Firms of 25 and More Employees 

Education N u m b e r of I n d u s t r i a l i s t s 

Absolute Number Per Gent 
of Total 

Up to 6 Years 
6 Years or More 
High School 
University Level, Technical 

Education 
Law Schools 
Business, Economics 

S o u r c e : Alec Alexander, Center of Economic Research, 
unpublished manuscript. 

hampered by the lack of skilled cooperative labor within 
the business organization. 

About 16 per cent of entrepreneurs in the sample 
have been graduated from higher technical schools, 
including engineers, chemists and the like, while 6 per 
cent of them have obtained law degrees from domestic 
or foreign universities. 

The low level of education and specialization of 
Greek entrepreneurs leads to internal shortcomings in 
business organization and inhibits economic growth. For 
instance, the small number of business corporations may 
be partly due to low quality of entrepreneurs and their 
ignorance of the advantages which the corporate form 
of business has over other forms of enterprise. The 

22 4.21 
121 23.18 
222 42.53 

80 15.73 
31 5.94 
46 8.82 

522 100.00 
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majority of entrepreneurs with a high school education 
appear to be connected with non-corporate business 
units, while the majority of the university graduates 
have opened up or entered into corporate business enter
prises. Alexander concludes that the low level of educ
ation of Greek entrepreneurs may be considered as one 
factor inter alia responsible for the predominance of 
family type and noncorporate business firms. 

The lack of entrepreneurial and managerial skills in 
Greece has led to excessive centralization of the decision
making process within the firm as well as to an inef
fective hierarchical organization and great confusion 
of duties.5 It has led to the failure of business executives 
to recognize the need of better staff work and coordin
ation, and it has contributed to the employment of 
personnel for family or political reasons. The cumulative 
effect of these factors has been a bureaucratic mechanism 
within the firm and inadequate planning of investment 
in the economy as a whole.6 

2. Human Capital and Economic Growth. 

A. General and Technical Education in Greece. 

While the economic development of Greece depends 
critically upon industrial capital formation, it does not 
have — as some development theorists believe — an 
almost exclusive importance. Thus, while Part II is 
attempting to expose the influences which capital sup-

5. Diomedes D. Psilos, «Labour and Managerial Skills» 
Trapezike, Vol. 34 (Athens, February 1963), p. 46; and Albert O. 
Hirschman, The Strategy of Economic Development (New Haven, 
1958), p. 136. 

6. Psilos, loc. cit. 
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ply exerts upon size of producing unit, techniques and 
the like, it also points to the indepedent causality of 
these non-capital factors within the economy. These 
two purposes obtain in the present section, which is 
devoted to various types of education and its connection 
with economic efficiency and growth. The fact that it 
has recently become fashionable — and in a certain 
sense this is a warrantable usage — to regard the in
crease of human productive capacity as capital should 
not be allowed to obscure the fact that this is not capital 
in the sense either of the business man or of the econo
mic theorist. In other words, despite the term «human 
capital», we are dealing with a factor which will be called 
«real» in these pages — i.e. non-financial. 

Just how important human capacities are in the 
general nexus of economic productivity has been reveal
ed only in the past decade or so. For one thing, the 
phenomenal recovery and advance of Germany since 
the War has provided a dramatic demonstration that 
the physical apparatus — which was reduced in that 
country to a shambles by 1945 — is only a part of the 
story. For another thing, quantitative studies pertaining 
to the United States have led to startling conclusions. 
Thus Professor Schultz finds that 3/5 of the increase in 
productivity in that country between 1929 and 1956 
cannot by explained by increased inputs of land, labor, 
and capital in the usual sense, but must be ascribed to 
the increase of human skills.7 At about the same time, 

7. T.W. Schultz, «Investment in Human Capital,» American 
Economic Review, March 1961; cf. also George Goutsoumaris' 
article «Investment in Humans for Economic Development» 
and the literature there cited, published in Greek by the Graduate 
Industrial School in its journal Spoudai (Athens, 1962). 

137 



Edward F. Denison's exhaustive studies revealed that 
for the period 1929 to 1957 education raised the average 
quality of labor by 29.6 per cent, and that the growth 
of national product was attributable by 42 per cent to 
additional education.8 

The Governor of the Bank of Greece, Professor 
Xenophon Zolotas, has made it plain that similar rel
ations must hold for Greece, and that the state of tech
nical education in that country lags woefully behind 
other countries.9 Thus, Greece had 5.2 students enrolled 
in technical schools per thousand inhabitants, compared 
to 44 for Western Germany, 22.2 for Denmark and 
20.7 for Poland, at the one extreme and 5.1 for Turkey 
and 1.6 for Argentina at the other end of the array. 
Also the percentage of total education expenditures 
devoted to vocational and special training was only 
4.5 per cent in Greece, compared to percentages bet
ween 15.2 and 17.6 in Australia, the Netherlands, Nor
way and Switzerland. 

The educational systems of India, most Latin Amer-
can countries and the nations of the Near East reveal 
a common tendency to direct a disproportionate share 
of their students' effort to the ancient classics, the 
history of the country, its religions and philosophies and 
the classical, sometimes purely literary form of its 
language. In the case of Greece, this tendency is parti
cularly marked for a European country and may arise 

8. Edward F. Denison, The Sources of Economic Growth in 
the United States and the Alternatives Before Us, Committee for 
Economic Development (New York, 1962), p. 73. 

9. Xenophon Zolotas, Economic Development and Technical 
Education, Bank of Greece Papers and Lectures, No. 4 (Athens, 
1960), pp. 36-37. The figures pertain to the period 1950-1955. 
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from the illustrious position occupied by ancient Greece 
in the cultural traditions of western civilization, fol
lowed by many centuries of political eclipse. Adam 
Pepelasis attributes the present state of education and 
of law in Greece to the political irredentism of the past 
century and the cultural overtones which accompanied 
it and which still persist.10 

More specifically, Professor Pepelasis points to the 
inadequate attention given to vocational and technical 
education, both for industrial and agricultural types of 
production. As Table V-2 shows, in 1960-1961 the total 
number of students in commercial secondary schools 
was little more than 3 per cent of those attending the 
classical gymnasia. Figures are not available for agricul
tural and industrial technical schools at the secondary 
level for that year; but in 1957-58, the proportion of 
students in these schools, compared to the gymnasia, 
was only 2.4 per cent! 

How the students in the gymnasia are spending 
their time is indicated by the following statistics,related 
to total hours devoted to each subject in classical gym
nasia on the basis of 29 school weeks in the year. It 
should be mentioned that there is no choice for the 
students; they must follow the prescribed curriculum 
throughout the six years. If they had such a free choice, 
one may argue on the basis of experience with students' 
preferences, the present distribution would be tremen
dously altered. Perhaps, the 2/3 of total time devoted 
to ancient Greek, Latin, religion and physical education 

10. Adam A. Pepelasis, «The Image of the Past and Economic 
Backwardness,» Human Organization, Vol. 17, No. 4 (1957), pp. 
19-27. Professor Pepelasis has also supplied the more recent 
statistics cited herewith. 
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TABLE V - 2 

Type of Schools in Secondary Education, Greece 
(School Year 1960-1961) 

Type of School No. of Scheols No. of Pupils 

1. Gymnasia 
1. Public Schools . . . 361 
2. Non-Public Schools 286 

2. Commercial Schools . . 
1. Public Schools . . . 42 
2. Non-Public Schools 2 

T o t a l 

S o u r c e : National Statistical Service of Greece, Secondary 
Education, School Year 1960-1961. 

would be allocated among other subjects. Thus, about 
1,660 curricular hours would be saved in the six years of 
the classical gymnasia. The Royal National Foundation, 
making a comparison with developed countries, has 
estimated that 2,715 hours of classes in the gymnasia 
are useless to modern students, except for «mental 
training». Even with a reduction by 2/3 of the time 
devoted to classical languages, religion and physical 
education, better teaching methods and textbooks could 
still maintain a satisfactory level of education in these 
subjects. 

What the existing curriculum implies as to the use 
of reaching staff is revealed by Table V-4, giving the 
number of teachers in secondary education by main 

11. Royal National Foundation, op. cit., pp.11-12. 
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TABLE V - 3 

Distribution of School Hours Among Subjects in Classical Gymnasia 

Subject First Last T o t a l 

3 years 3 years 

Religion 
Ancient Greek 
Modern Greek 
Latin 
French 
History 
Mathematics 
Natural Science 
Geography 
Home Economics (Girls) 
Hygiene 
Art 
Vocal Singing 
Philosophy 
Physical Education . . . 

T o t a l 3,132 3,219 6,351 

S o u r c e : Royal National Foundation, An Investigation into 
the Needs in Technical and Administrative Education 
in Greece and the Requirements for their Implementa
tion (Athens, 15 June 1961), pp. 11-12. 

categories in 1954-55. The philologists outnumbered the 
total of all other kinds of teachers in public and private 
schools! In the public schools there were more theolo
gians than physical scientists; and in both types of 
schools the physical scientists were only 1/4 or 1/3 
as numerous as the philologists. 

Total student enrollment at Athens University in 
the departments of mathematics,radio-electrology, phar-
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145 

261 

174 
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261 

261 

203 

261 

348 
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87 

29 

58 

29 

116 

261 

348 

1,479 

522 

348 

493 

522 

638 

551 

232 

174 

29 

203 

174 

116 

522 
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TAËLË V-4 

Type of Teachers Engaged in Secondary Education, Greece. 
(School Year 1954-1955) 

Day Schools 

Type of Teacher Public Non-Public Total 
Schools Schools 

Philologists 2,354 
Theologians 553 
Mathematicians 762 
Physical Scientists 536 

Number of Public Schools . . . 
Number of Non-Public Schools 

S o u r c e : National Statistical Service of Greece, Secondary 
Education (School Year 1954-1955). 

N o t e s : 1) In school year 1954-1955, in each Public School, 
there were seven philologists, two theologians, two 
mathematicians and two physical scientists. 
2) In school year 1954-1955, in each Non-Public 
School, there were six philologists, one theologian, 
two mathematicians and two physical scientists. 

maceutics, physics, natural science and chemistry was 
slightly less than in medicine and only slightly more 
than three times the registration in theology. The total 
enrollment in the National Technical University of 
Athens, embracing five engineering faculties, included 
fewer students than the university's law faculty.12 

B. Education in Business and Economics. 

Among the skills which are crucial for a country's 
economic growth, and one inadequately cultivated by 

12. National Statistical Service, Statistical Yearbook of 
Greece, 1962, pp. 130-133. 

768 3,122 
180 733 
250 1,012 
255 791 
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the educational systems of most underdeveloped coun
tries, including Greece, is business management and 
administration. A recent study, by the International 
Labor Office, of this subject in a substantial number of 
lower income countries comes to the conclusion that 
the inflow of foreign capital and the introduction of 
improved techniques from abroad will fail to make their 
proper contribution to economic development, unless 
management practices are greatly improved.13 

In Greece, education in business management and 
public administration has been «the most neglected in 
investigations of Greece's higher educational needs»1«. 
It has been adequately shown by many private and 
government investigators that the existing educational 
institutions do not provide up-to-date curricula for 
business management and administration.15 The few 
courses taught at Greek universities and other colleges 
specialised in business and public administration fall 
short of the modern specialized courses at American 
or English universities, and many of these courses are 
given by professors who are not specialists in the subject 
and who have been educated in Germany or France prior 
to the Second World War. 

The two colleges — the School of Commerce and 
Business Sciences, and the Panteios School of Political 
Science — which were founded to turn out business 

13. R.S. Roberts, Economic Development, Human Skills and 
Technical Assistance: A Study of I.L.O. Technical Assistance in 
the Field of Productivity and Management Development (Geneva, 
1962). 

14. Royal National Foundation, op. cit., p. 1. 
15. Ibid., p. 1; Andreas G. Papandreou, Preliminary Recom

mendations for the Reconstruction of Higher Education, mimeo
graphed, (Athens, 1960). Also, Zolotas, op. cit., passim. 
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managers and administrative officials respectively, lack 
the proper organization and perspective for this pur
pose. The annual output of these two schools appears 
as follows during the period 1957 -1961. 

TABLE V - 5 

Annual Output of Two Leading Business Schools, 1957-1961 

1957 1958 1959 1960 1961 

School of Commerce 
Registered Students . 1,872 1,674 1,952 2,076 2,120 
Graduated 482 557 463 359 417 
Graduated as % of 

Registered Students 25.7 33.3 23.7 17.3 19.7 

Instructors 1? 1? 2 0 1 7 1 8 

Ratio of Students to 
Instructors H0.12 98.47 97.60 122.12 117.78 

Panteios 

Registered Students . 2,842 1,849 3,033 3,363 3,329 
Graduated 466 422 523 470 551 
Graduated as % of 

Registered Students 16.4 22.8 17.2 14.1 16.6 

Instructors 16 16 1 6 1 4 l 5 

Ratio of Students to 
Instructors 177.63 115.56 189.56 240.21 221.93 

S o u r c e : National Statistical Service, Statistike tes Ekpedeu-
seos, 1956-1961. 

Table V-5 shows first that the number of students 
graduating each year from both schools, expressed as 
a percentage of total registered students, has been dec
lining since 1958. This circumstance is regrettable since 
the supply of skilled managerial and administrative 
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personnel appears to be short of the demand created 
either through the replacement process or by the in
cremental demand for skills in industry.16 

Finally, the ratio of students to instructors at these 
two colleges has been rising since 1957, indicating that 
each professor has to lecture to larger groups of students 
each year. It is questionable whether the higher insti
tutions, specializing in business management and public 
administration, make an optimum utilization of their 
students' time. The School of Commerce and Business 
Science (Business Administration Department) devotes 
20 weekly hours to pure economics courses, 28 hours 
to accounting, 29 hours to law, 27 to business adminis
tration courses pertaining to the theory of the firm, 
and 4 hours to statistics. The remaining 20 hours, from 
the total of 128, are devoted to chemistry, English and 
other subjects not a part of business management. The 
Panteios School of Political Science, which is supposed 
to turn out public administration officials, has the fol
lowing distribution of weekly hours: economics 10 hours, 
law 37 hours, accounting 4 hours, business administra
tion 2 and other fields 12. 

In addition to the graduate program in business 
administration, there are some research organizations, 
such as the Productivity Center, the Royal National 
Foundation and others, which give series of seminars 
or private lectures on subjects related to business man
agement. Although these seminars contribute to the 
education of participants, those attending are generally 
not adequately trained to find jobs in industry or public 
administration. 

"To. See Psilos, op. cit., p. 46, and Royal National Foundation, 
op. cit., p. 12. 
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A third field of education, which hears intimately 
upon economic growth and development, is economic 
science itself. Undoubtedly there have been and are 
countries which advance economically without benefit 
of economists, just as there are many healthy persons 
in the world who have not consulted physicians, or 
who even behave contrary to the advice of doctors. 
But neither of these circumstances can be construed as 
showing that schools or faculties of medicine and of 
economics are superfluous. 

The specific contributions of economics to develop
ment, through its practical or applied fields, scarcely 
require elaboration: findings of public finance regarding 
the best types of taxes and the impact of public expen
ditures, the lessons which the labor economist can 
derive from the experience of many countries with labor 
unions, the precepts which the expert in money and 
banking can offer in order to achieve monetary stability 
and the effective utilization of capital funds, etc. It 
deserves to be emphasized that, in addition to the range 
of accurate and relevant information in these and 
other fields of economics, the invaluable ingredient for 
public policy is the scientific attitude — i.e. the deter
mination to render judgments on the merits of the case, 
without political or other types of bias. In many of the 
less developed countries, the intensity of political feel
ing means that scientific detached analysis is particu
larly valuable. 

In Greece education in economics in the institutions 
of higher learning cannot be characterized as satis
factory; perhaps the most convincing indication of this 
is the large number of persons who go abroad for ad
vanced economic study. Like most of the universities 
of Latin America,17 the universities of Athens and Salo-
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nika do not have separate departments or schools of 
pure economics. Instruction in economics is offered by 
the faculty of law, which constrains the candidate for 
a degree in economics to a disproportionate expenditure 
of time upon subjects only marginally related to his 
real interest and needs. Many important subjects m 
economics are not taught at all, and teaching methods 
are not conducive to high levels of attainment. The 
custom of appointing only one professor to a given field 
involves all the usual dangers of monopoly; and matters 
are made worse by the preferential selection of older 
persons, in a science which has advanced rapidly during 
the last decade or so. Professors are poorly paid; lib
raries and laboratories are not well equipped. Finally, 
for a country with a low per capita income struggling 
for improvement, the worst feature is that the academic 
training of economists does not relate to the actual 
economic life of the country.18 

A final point, regarding the connection between 
«human capital» and economic growth, is that the three 
types of skills — technical or vocational, business ad
ministrative and economic—are mutually interdepend
ent; advance along one line will aid the others. «The 
development of an indigenous pool of skilled workers 
is also important for the creation of a group of vigorous 
entrepreneurs. These workers are more likely than un
skilled workers to recognize profit opportunities and 
possess the financial and technical means for exploiting 
them.19To the degree to which able new enterprisers are 

17 Howard S. Ellis, Benjamin Carnejo, and Luis Escobar 
Cerda, The Teaching of Economics in Latin America, (Pan-Ameri
can Union, Washington, D.G., 1961). 

18. Andreas G. Papandreou, op. cit. 
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recruited from the skilled handicrafts and vocations, 
particularly for small business, the burden is lessened 
upon the facilities for formal education in business 
administration. Conversely, trained business executives 
know how to economize in the use of skilled employees, 
whether we think of accountants, clerical staff, foremen, 
or factory laborers. Other interdependencies are equally 
important: business management education requires a 
fundamental schooling in economics; and economic 
science — as illustrated in the cases of Sweden, Holland, 
the United Kingdom and the United States — gains 
very much through a cross-fertilization from the bus
iness side. The mutual enhancement of the effective
ness of technical, managerial and economic skills car
ries with it an important implication for policy, to which 
we now turn. 

G. Conclusions on Education and Capital Formation. 

How do these reflections upon the stock of skills or 
«human capital» bear upon industrial capital formation? 
Looking upon skills as capital helps to emphasize that 
they stand in the relation of economic substitutes for 
physical capital: devoting more resources to one entails, 
at least in the immediate present, fewer resources to 
the other. It is the calculation of costs which should 
replace a hymn of praise to «bigger and better» education 
by a sober consideration of alternatives. Aside from the 
aesthetic and cultural values of education, which are 
not directly involved here, a country will rationally 

19. Robert E. Baldwin, «Expert Technology and Development 
from a Subsistence Level», Economic Journal, March 1963, ρ p. 
91-92. 
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invest in the various types of economically productive 
education up to the point at which they no longer ex
ceed the increase of productivity of the various com
peting lines of physical capital, all lines being appro
priately discounted at some reasonable rate of social 
time preference. Economics applies to economic types 
of education. Up to a certain point human capital pro
duces more than it consumes in current productivity, 
the source of more capital; but there is a limit past which 
the contribution is a minus quantity. 

There are both positive and negative implications 
to be drawn from the economics of education. On the 
positive side calculations of future educational needs 
of Greece should take account of the fact that outlays 
in one direction will increase the yield in another. As 
has already been pointed out, technical and vocational 
education contributes, for example, to the supply of 
business managers and to their effectiveness. Better 
economic education will mean better business education, 

etc. 
But there is also a negative - or at least a precau

tionary - angle. Granted that some absolute increase 
in government outlays on education will be called for, 
particularly in increasing the salaries of teachers and 
professors and in improving some of the physical equip
ment, there should first be an ardent effort to change the 
direction of education and improve its quality within 
the limits of given financial outlays.20 For this latter 

20. Governor Zolotas, undoubtedly also cognizant of this 
aspect, nevertheless does propose very large increases in the 
educational budget; cf. op. cit., pp. 56-60. Coutsoumaris, op. cit., 
on the other hand.lays primary emphasis upon reform and econo
my. 
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alternative there are two good reasons: first the cost 
calculation itself, but secondly the fact that the flow 
of young people and the squandering of their time upon 
non-productive and low grade education can only be 
halted by an absolute reduction in expenditures in those 
directions. Technical and vocational education needs, in 
some measure, to be advanced at the expense of some of 
the humanistic embellishments. Business and economic 
education should in some measure supplant in the 
universities other competing but unproductive studies. 

It would, of course, be a tragic error to direct an 
economy drive more heavily toward the education 
segment of the budget than elsewhere. Nevertheless, 
given a wise interpretation, economy is the essence of 
economic development. Not every farmer can be made 
an agricultural expert, but a small group of agricultural 
experts should be available to offer to every Greek 
farmer short-courses, of a few days duration, in the best 
techniques available for its particular products. The 
number of professional economists educated in Greek 
universities need not exceed a half dozen annually at 
the doctoral level, if their quality can rival that of the 
best foreign training. Alternatively, it might be worth 
considering whether, for the time being and in view of 
the limited resources of the Greek economy, able young 
students should not continue to go abroad for their 
doctoral studies in economics. The case of business 
administration is probably different. Here a large num
ber of highly trained graduates will be continuously 
required for a growing economy. 
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C H A P T E R VI 

PRODUCTION TECHNIQUES, 
OUTPUTS AND INVESTMENT 

There is a sense in which a strict mutuality of 
causation obtains between techniques and investment 
in any economy. If investment flows abundantly and 
the funds are used intelligently, production techniques 
will be optimal. On the other hand, if techniques are 
optimal, the flow of national product will be maximized 
for this particular variable and, given the relevant pro
pensities and institutions of the society, ̂ nvestment will 
also be at a maximum. This interdependence is an im
portant and inescapable fact, tending - like so many 
other economic circularities - to make poor countries 
poorer and rich countries richer. But if that were the 
whole story, the efforts of economists and statesmen to 
change things would be futile. Fortunately, history 
shows that poor nations can become less poor, or even 
prosperous. 

Perhaps the best way to break the circularity an
alytically, and thus to reveal the Archimedean points 
for development policy, is to consider the chain of 
causation - for the time being ignoring «feed-backs» 
and the like - in one direction only. Because the amount 
of annual investment is only a fraction of the capital 
stock, the important short-run nexus runs from capital 
to techniques. 
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1. The Effect of Capital on Techniques. 

This relation assumes different aspects when viewed 
from the angle of the single firm and from the angle of 
an entire industry or economy—that is, from the micro-
and macro-economic viewpoints. 

A. The Supply of Capital to the Firm and Techniques. 

Part I of this book has shown how it is, in the process 
of industrial capital formation in the aggregate, that 
demand factors and the operation of the capital market 
are the real limitational factors in Greece, rather than 
the savings or supply side. At the same time, Part I 
pointed to important institutional factors which limit 
the supply of capital to the individual producer, par
ticularly the small man; and Chapter IV has adduced 
this fact as one force amongst others accounting for the 
small size of firms. 

In precisely the same sense, the supply of capital to 
the firm also bears on techniques, especially in a dyna
mic world in which it «takes money» to keep up with 
change and competition. In Greece, the cement industry 
and the tobacco industry have evoked favorable com
ment for having brought their mechanical equipment 
abreast of the best current types. On the other hand, 
complaints of antiquated equipment - not generally 
throughout the industry but particularly in smaller 
firms - are to be found, for example in cotton and wool 
textiles, shoes, chemical products, wood and cork, stock
ings, electrical equipment and wire products.1 Figures 

• 1. Cf. National Bank of Greece, Problems of Development of 
Greek Industry: Cotton (Athens, 1957), p. 20; Ibid., Wool (Athens, 
1963); Ministry of Coordination, The Industrial Sector of the Greek 
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for the wool arid cotton industries are given in Table 
VI-1, on next page. 

The fact that almost all industries are employing 
antiquated techniques has caused apprehension among 
business leaders, especially those who will be directly 
affected by the association of Greece with the Common 
Market. One industrialist has said, «It is doubtful 
whether 20 per cent of all firms will survive in the future 
because of antiquated machines».2 The economic con
sequences of the antiquated equipment are the high 
cost per unit of output, paucity of export lines, high 
volume of imports, limited access to capital funds and 
reduced complementarities. 

Industrial sector studies made by EDFO, over 150 
in number, point to the many cases in which antiquated 
equipment leads to high costs, as compared to foreign 
producers and, therefore, to high domestic prices which 
discourage domestic and foreign demand for the pro
ducts. As an example, from 18 firms producing auto
mobile bodies, only one (VIAMAX) uses modern 
machines; this firm is now in a position to consider ex
porting to Middle-Eastern and African States.3 Other 
industries which are introducing modern techniques in 
order to enlarge their capacity for exports are, among 
others, electrical lead accumulators, stockings, plastics, 

Economy, 1960-1970, mimeographed (Athens, 1962), pp. 51-53, 
67, 114; Werner Management Consultants. The Greek Wool 
Textile Improvement Project, Part I, mimeographed (Athens, 
1962), p. 10; and various reports of EDFO (Economic Develop
ment Finance Organization). 

2. John Abatjes, President of Plastic Industry Association, 
quoted by EDFO in its report File No. 1954/17/62. 

3. EDFO, Report on Viomechania Amaxomaton, File No. 
1179/1961, p. 10. 
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TABLE VI -1 

Condition of Machinery in Wool and Cotton Industries 

Spindles 

Looms 

Spindles 

Looms 

Per 
Cent 

A. Wool Industry in 1957 

Set up in Prewar Period 
Not Improved I 8 · 8 

Improved 2 2 · ' 
Postwar 

Old in Technical Sense 
Partly Modern 

Completely New 26.6 
Repaired 2 6 · 5 

Modern Techniques 
Completely New 19.0 

Repaired 10.9 

B. Cotton Industry in 1961 

Set up in Prewar Period 
Set up after 1950 

Set up in Prewar Period 
Set up after 1950 

Per 
Cent 

41.5 

58.5 

100.0 

17.0 
53.1 

29.9 

100.0 

59.0 
41.0 

100.0 

52.8 
47.2 

100.0 

S o u r c e The statistics for the wool industry are from the 
National Bank of Greece, Problems of Development 
of Greek Industry. Cotton industry data are from 
EDFO's Report on Cotton Industry, mimeographed, 
No 1401/38/3/12/1962. 
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cotton products, steel products, wire industries and 
tanning. 

On the other hand, many manufactured products 
are imported in large quantities because the domestic 
firms are either reluctant (for monopoly reasons) or 
unable (for financial reasons) to expand through utilizing 
modern methods of production. Potential substitutes 
for imports could be developed in bicycle parts, wire 
rod products, stockings, plastics, etc., according to 
EDFO reports. All these industries enjoy the availability 
of cheap raw materials at home but, because of anti
quated equipment, are unable to apply mass production 
methods in order to achieve good quality at low prices 
for domestic - as well as foreign - consumption. 

The persistence of antiquated machines leads to the 
misdirection of funds in that banks and the Currency 
Committee have provided funds only to large firms with 
modern equipment, thus perpetuating the handicraft 
character of the majority of firms.4 

Finally, the lack of modern mechanization in Greek 
producing units has resulted in external diseconomies, a 
serious handicap in economic development. An example 
of this appears in the factory built in 1962 in Larissa, 
to produce paper pulp from straw. Estimates of its 
potential productive capacity are put at 3.0 to 3.5 
thousand tons annually;5 but this amount cannot be 
absorbed by the existing paper mills of the country 
because of their antiquated equipment. As a consequence 
the paper pulp factory operates with excess capacity 
at the expense of productive efficiency. 

4. An example is provided in the EDFO report on the tanning 
industry, p. 18. 

5. EDFO report on Ergostasion Ahyrokytarines Larisses, 
File No 892/60, p. 2. 
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For these and other industries suffering from anti
quated equipment, the situation is generally attributed 
to lack of capital on the part of the firms. It is suggested 
that a lack of competition may sometimes be responsible 
for the continuance of inappropriately small producer 
units and the associated uneconomic techniques and 
equipment. Furthermore, small producers are, from the 
very fact of their limited incomes and resources, general
ly highly sensitive to risks of all kinds - risks arising 
from cyclical ups and downs, from foreign competition, 
from their particular domestic situation, etc. This sens
itivity to risk inclines them to conservatism and hesit
ancy in introducting new techniques. On balance, it is 
clear that other factors besides the limited availability 
of capital play a role in the perpetuation of outmoded 
techniques, but the general impression seems to prevail 
in Greece that the supply of funds to the firm is im
portant. 

B. Aggregate Supply of Capital and Techniques. 

From the point of view of the economy as a whole, 
the effect of the supply of capital upon techniques is that 
it determines the ratio of capital to labor in productive 
processes. Wide differences, of course, obtain among in
dustries according to their technical peculiarities. In the 
case of Greece, according to Coutsoumaris' figures for 
1957, they range all the way from the low values of 
10.0, 18.6, and 24.9 thousand drachmae of «depreciated 
capital» per employed person in rubber, tobacco, 
wood and cork products, to the high values of 104.2 
and 133.9 for petroleum refining and the «beverages, 
alcohol» classification. It should be no surprise that two 
of Greece's chief industries, tobacco and textiles, lie 
in the lower range of amounts of capital per employee 
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- 18.6 and 35.4 thousand drachmae respectively.6 

In a capital-scarce labor-abundant economy this is 
merely the assertion of the factor-cost rule. 

An important technological fact emanating from 
the relative scarcity of capital compared to labor (which 
is, of course, a virtually universal characteristic of the 
less developed economies) is the small use of mechanical 
power. For the Greek economy as a whole, less than one-
third of productive establishments reported the use of 
any mechanical power. Footwear and clothing, bever
ages, furniture and manufactures from metals were even 
lower in the use of power than the very low national 
average.7 

In contrast with these distressing facts, however, 
there appears to be an increasing use of electricity. In 
1930 only 28.1 per cent of total electrical power was 
used by industry, whereas by 1958 the proportion had 
risen to 68.7 per cent. Meanwhile, as described in a 
subsequent section,8 the Public Power Corporation has 
greatly expanded the power generating facilities and 
the electric supply grid of the country. The expansion 
of this utility makes significant contributions to Greek 
economic development, not alone through a general rise 
of industrial productivity, but also through the special 
value of electricity for small industry. As Henry Aubrey 
has pointed out, with particular reference to Japan, 
small producing units are especially helped by the avail
ability of electric power.9 On the one hand, it is no 

6. Coutsoumaris, The Morphology of Greek Industry, Table 
5.6, pp. 172-3. 

1. Ibid., p. 49. 
8. Cf. pp. 163-164 below. 
9. Henry C. Aubrey, «Small Industry in Economic Develop

ment», Social Research, Vol. 18 (September 1951), pp. 282-286. 
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longer dependent upon human baoks and brawn alone 
and on the other hand, it does not have to face he ex-
ZnZ overheads of steam power or independentDies 
ο gasoline generating units. As electric power become 
cheaper and more widely available, the necessity of 
S l a t i n g small units in Greece is somewhat lessen
ed and the optimum size of plant »s reduced. 

2. The Effects of Techniques upon 
Capital Formation. 

The analysis of the preceding section has been based 

upon the assumption that relative supplies of capita 

and labor in the economy determine techniques at 

east within a broad range. Indeed, unless production 

techniques are to fly in the teeth of costs the fact 

• proportions of the society are, m a sense, the bas.c 

e % ° e " l e s s it would be quite erroneous to conclude 
that if production functions are chosen correct y on 
he basis of the relative costs of labor and capital, the 

problem is solved from the angle of economic deve op
t e n t . « eonformity to these costs were the sole criteri
o n one would expect that, so long as this condition 
were observed, output in any economy and as between 
p o r t a n t divisions of an economy would move more 
or less in strict proportion to investment. But it has 
been observed in the Greek economy that some of the 
most highly capitalized branches of ^nufactur«, as 
for example, metal engineering, have shown low rates 
of increase in productivity. «Apparently, capital invest
ment, in order to have noticeable effects on productivity 
must be associated with changes in technology». 

10. Coutsoumaris, op. cit., p. 275. 
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Indeed, a number of economic historians and econome-
trieians have taken the position that a more dynamic 
role is played by technological innovation than by mere 
accumulation.11 However, for the purpose of analysing 
the Greek economy, it is probably not necessary to 
decide this question categorically since so much can 
be done to improve the productive efficiency both 
through capital formation and through those impro
vements in techniques which do not depend on higher, 
capitalization. 

Possible improvements of the latter variety for 
Greek industry are so numerous that only the more 
dramatic ones can be remarked upon. One striking fact, 
emphasized in the Coutsoumaris study, is that many 
Greek industries show heavier capital-output ratios than 
the corresponding industries in the United States. It 
is probable that this anomaly is explained by the less 
intensive exploitation of capital equipment in Greece. 
In part this may rest upon discreteness or dumpiness» 
in the fixed capital component of total capitalization, 
and in part it probably sometimes rests upon the small 
size of the domestic market. These are technical and 
economic facts lying beyond the free disposition of the 
individual firm. But there are at least two important 
respects in which the lack of complete utilization of 

11. Cf. for example : R.M. Solow, «Technical Progress, Capital 
Formation and Economic Growth», American Economic Review, 
Papers and Proceedings, May 1962, pp. 76-86. Kuznets seems 
also to incline to this view: cf. Simon Kuznets, Six Lectures on 
Economic Growth (Glencoe, Illinois, 1959), p. 29. In a way, 
Schumpeter's The Theory of Economic Development, (Cambridge, 
Mass., 1934),also makes technological innovation a chief dynamic 
element, though his innovation is much more inclusive than 
technological. 
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equipment is remediable. In the first place multiple 
shifts could be substituted for the prevalent one-
shift bases in Greece whenever the greater output can 
be economically marketed at home or abroad. In the 
second place, departure by the firm from limited out
put, quasi-monopoly positions could conceivably bring 
increased aggregate profits on a mass-production basis. 
Needless to say, anti-monopoly measures by the govern
ment could accelerate this change of outlook. 

As a conclusion to this brief discussion of techniques, 
it is desirable to point explicitly to the fact that the 
preoccupation of the present analysis is with industrial 
capital and its connections with technology. Many other 
elements besides capital enter into the determination of 
techniques, of course. The level of the general education, 
skills and technical training of labor imposes certain 
constraints upon the kinds of techniques which are 
usable or, at least, which are economically advisable. 
Thus, it is said tha t in Greece, in a certain large sample 
of major manufacturing concerns, 86.5 per cent of the 
labor force had either only a primary or else no schooling; 
and this fact must carry with it rather far-reaching 
implications for techniques and for industrial produc
tivity.12 

A full analysis of techniques, which would carry us 
outside the focus of the present volume, would extend 
beyond such matters as power, machinery and similar 
purely physical facts, to techniques of selling, advertis
ing and even business management in general. 

A balanced view of techniques and capital formation 
must take account of the competition of agriculture for 
capital funds, whether we are thinking of purely domes-

12. Coutsoumaris, op. cit., p. 75. 
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tic production, or of exports, or import substitutes. So 
far as concerns the first of these, the normal expectation 
as to the effect of rising per capita income is a shift in 
the character of food consumption to more highly 
processed forms. This has been the experience in the 
United States in recent years, and there is every reason 
to expect a similar development in Greece and its cus
tomer countries. Canned fruits and vegetables make the 
consumer less dependent upon the seasonal availability 
of the fresh product; dressed fowl, frozen and canned 
foodstuffs, reduce labor in the household and finer 
varieties cater to higher standards of living. Preparing 
these more highly processed foodstuffs requires machine
ry; production is more capitalistic. 

So far as concerns agricultural exports, a subsequent 
section presents the reasons why their expansion will 
make substantial drafts upon available capital, whether 
it is supplied directly by the exporting firms or from 
the resources of the Greek capital market.13 The same 
holds true of import substitution, which has reduced the 
proportion of food in total imports from 33.7 per cent 
in 1938, to something in the range of 15.6 to 18.8 per 
cent over the period 1958-1961.u The indications are 
that this import substitution has resulted partly from 
superior techniques, which are at the same time more 
capitalistic - such as spraying instead of ditching 
water for irrigation, the use of insecticides and antibiotics 
in plant and animal husbandry - and partly from the 
substitution of more capitalistic lines of food produc
tion, such as meats and dairy products for starchy 
foods. If these developments continue into the future, 

13. Cf. Ch. IX, § 4, below. 
14. Source : Bank of Greece. 
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increasing attention will have to be paid by manufac
turing industry to the competition of agriculture for 
funds. 

3. Outputs and Investment. 

Thus far we have been concerned with the way in 
which commodités are produced, and the connections 
of techniques with the supply of and demand for in
dustrial capital. An intimately associated question per
tains to what is produced.Indeed, in some cases, it seems 
next to impossible to separate the method of production 
from the product itself. Thus, one might attempt to 
talk about passenger-mile transportation as a given 
product, with oxcarts and jet airplanes as alternative 
techniques; but to most persons the products are com
pletely different. Despite this complication, we shall 
proceed to consider what commodities are produced as 
something distinct from techniques, because economic 
development does involve both, in identifiably different 

ways. 
Perhaps the most important change in the direction 

of Greek industrial output is revealed by the following 
figures. 

The major change is that, while total manufacturing 
. output-increased over the 1948-1961 period by 7.3 per 

cent, consumer goods increased by only 5.9 per cent and 
intermediate and investment goods by 10.3 and 14.5 
per cent. Thus, the ratio of consumer-goods to producer-
goods output fell markedly, from 2.9 to 1.5 over the 
same years. Economic development seems to be carrying 
Greece from the typical initial stage, in which a country 
begins to produce its own consumer goods, to a sub
sequent stage of manufacturing at least some of its own 
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TABLE VI - 2 

Expansion of Manufacturing Output in 1948-1961 
by Major Industrial Groups 

— — Index Average 
1961 Rate 

Industries (1948-1950) of Annual 
(=100) Increase 

1950-1961 
(in %) 

I. Total Manufacturing 2 4 5 7 · 3 

II. Consumer Goods 2 0 8 j|.9 
III. Food, Beverages and tobacco 190 5 · 5 

Textiles 1 8 7 * 3 

Footwear and Clothing I 8 4 4 · 9 

Wood Products 2 1 7 6 · 3 

Miscellaneous 2 5 9 5 ' 8 

III. Intermediate Goods 346 10.3 
Paper 4 8 5 1 2 8 

Chemicals 3 0 7 9 3 

IV. Investment Goods 5 2 9 1 4 ·5 

Construction Materials (products of 
stone, clay and glass) 347 10.6 
BasicMetal ?2° l 5 · 8 

Metal Engineering and Electrical 
Equipment 318 9.9 
Transportation Equipment 1,113 22.2 

S o u r c e : Coutsoumaris, op. cit., p. 251. 

producer goods. In general, consumer goods industries 
are probably light and producer goods heavy from the 
angle of demand for capital. We would expect this trend 
to make itself still more marked in the future. 

However, the stage may be set to provide for this 
increased demand in some degree by a diversion of the 
flow of investment from social overhead to manufactur-
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ing industries. Thus, investment in social overhead has 
been extraordinarily heavy in Greece over the whole 
1948-1961 period, running as high in 1953-1957 as 
2/3 of total investment. Its sagging off since then is 
a sign of relatively less pressing need, and this change 
would bid fair to continue. 

TABLE VI - 3 

Percentage Distribution of Gross Investment 

1948-52 1953-57 1958-61 

Commodity Production, (Agriculture, 
Mining and Manufacture) 32.9 22.7 28.3 

Social Capital, (Transportation, Com
munication, Electricity, Housing 
Government) 57.8 65.4 63.3 
Commerce, Services, etc 9.3 11.9 8.4 

S o u r c e : Coutsoumaris, op. cit., p. 259. 

Of course, since much of the social overhead type 
of investment is provided by government, whereas in
dustrial investment is mostly private, the mobility of 
funds between the two spheres is far from perfect. Never
theless, there is some competition in the budgets of the 
government and its various agencies by these two major 
fields of investment; and there is some competition for 
private funds of the same sort. Consequently, it seems 
fair to conclude tha t a diversion of investment, at least 
relatively, will partly provide for the industrial demand. 

Another phase of the direction of demand for out
put and industrial investment, turns upon foreign trade. 
It is to be expected, partly as a consequence of the 
natural working of private profit motives and partly 
as a consequence of public policy looking toward the 
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integration of Greece into the European Common 
Market, that the foreign trade component of gross 
national product will increase. This is indeed the object 
of such an institution; exports and imports should 
both increase. What can be said concerning the effects 
of the probable foreign trade evolution upon industrial 
capital formation in Greece? 

There are numerous aspects of this matter which are 
difficult to predict; and there is one major consequence 
which can be foreseen with certainty. The uncertainties 
attach, for one thing, to the question as to whether ex
port expansion in the proximate future will be prepon
derate^ agricultural or industrial. There are those 
persons who argue that, with nearly the whole of the 
present export volume deriving from agriculture, much 
of the expansion in the short run must come from the 
same source. Others respond that the demand for food
stuffs is inelastic and that tastes are shifting away from 
Greek tobacco, that there are promising new manufac
turing industries which will be able to export and, 
finally,that it is industry and not agriculture which sup
plies the dynamic elements for economic development. 

These issues are too far-reaching to be explored 
exhaustively in the present context; furthermore, our 
immediate purpose limits the view to the repercussions 
of foreign trade upon the demand for capital. If future 
exports continue to be agricultural, heavier demands will 
be made upon capital relatively to industry if, as 
Papandreou believes, the incremental capital-output 
ratio is 3.5 for primary production, as against 2.0 for 
manufacturing.15 

15. Andreas G. Papandreou, A Strategy for Greek Economic 
Development (Athens, 1962), p. 65. 
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For the theoretically disposed reader, some account 
should be taken, in the present context of production 
techniques and the demand for capital, of the position 
that primary production is unfavorable to economic 
development. In terms of the stimulus to growth coming 
from their purchases from other sectors of the economy, 
as well as from their sales to other sectors, Professor 
Hirschman has assigned to fishing, transport services 
and trade the lowest values in a list of 29 types of pro
duction, and to agriculture and forestry a rank of 23.16 

Since the four production categories assigned these low 
and lowest ranks make up 64 per cent of gross domestic 
production and their share in exports much more, even 
the present economic well-being of Greece would appear 
to be a riddle; and its future would seem nearly hopeless. 

Against such a view, a more sensible one for the 
Greek situation would appear to be the following: 

From the demand side, the most favorable type of 
export industry is one requiring labour, capital and 
material inputs tha t fit the existing relative factor 
conditions of the underdeveloped countries. . . Con
sequently a high proportion of the outlays associated 
with their production tend to be spent internally, and 
the possibilitities of a further spread of improved tech
niques, by means of an expansion of the money econo
my, are enhanced.17 

The preponderance of agricultural products in Greek 

16. Albert O. Hirschman, The Strategy of Economic Development 
(New Haven, Conn., 1958), pp. 106-107. The two stimuli are 
called, respectively, «backward» and «forward», and the ranks 
are assigned on the basis of their combined weight, as estimated 
by Ghenery and Watanabe. 

17. Robert E. Baldwin, «Export Technology and Development 
rom a Subsistence Level», Economic Journal, March 1963,^. 91. 
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exports is no accident, but rests upon great comparative 
advantages, which are apt to be enhanced, rather than 
reduced, by probable future developments. Amongst 
these is the high income elasticity of demand for the 
citrus and other fruits and vegetables which Greece 
has to offer to both Western and Eastern Europe, as 
these countries develop economically. The specific elas
ticity of this section of food demand is more important 
than the elasticity of demand for food in general. And 
the demand for Greek products is more important than 
the aggregate demand, because the Greek suppliers, 
(including those from Crete and Rhodes), have the 
«edge» over rival suppliers from a seasonal angle. 

While one may confidently expect a gradual increase 
of manufactured exports both absolutely and relatively 
over the long run, for the next decade or so agriculture, 
with its higher capital-output ratio, will greatly pre
ponderate. Nevertheless it is not the capital-output 
ratio which is basic, but the fact that, whether we think 
of agriculture or industry, both increased exports and 
increased import substitution bid fair to make strong 
drafts upon the available capital. 

It seems to be clear that, while an increase of agricul
tural exports would rest upon a sound basis of potential 
comparative advantage, it will require capital to bring 
it to pass. Among the necessary items are refrigerated 
storage facilities, refrigerated ships, more capitalistic 
methods of culture, (such as chemical sprays, etc.), to 
say nothing of improved packing and grading facilities 
in order to improve the marketing of the product, as 
well as a more expensive and extensive marketing or
ganization. Furthermore, it is expected that agricultural 
production will gradually shift from cereals to fruits and 
vegetables, and to industrial crops such as cotton and 
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sugar beets, and perhaps later to livestock. Most of 
these changes will absorb more capital. 

For industrial exports, similar considerations hold. 
If we count in this category the processing of agricultural 
raw materials, considerable promise is held forth in tech
nical surveys18, pertaining to the export of citrus juice, 
canned fruit and vegetables, and dehydrated vegetables, 
for example. For other industrial products, for which 
there seem to be export possibilities, the realization of 
the potentials depends on fairly extensive capital in
stallations. We have in mind the production of man
ganese in the field of extractive industries, the export 
of large-sized electric generators in the engineering 
trades and the export of certain new types of cotton 
textiles in the sphere of manufactured consumer goods. 
In no essential way will the picture be different with 
regard to import substitution, whether of industrial or 
of agricultural products. The mere fact that many of 
these will be new lines of production in itself, establishes 
a firm base for additional capital demands. Some 
of these, particularly industrial import substitutes, such 
as the production of cellulose from hay and nitrogen 
fixation for fertilizers, are particularly capital intensive. 
But there are additional factors. Industrial import sub
stitution in many cases depends upon the possibility 
of developing mass consumption habits and mass pro
duction techniques. But mass production implies large-
scale, highly capitalized plants and processes. Re-

18. Arthur D. Little, Inc., Investment Opportunities in Citrus 
Juice Processing, mimeographed (April 1962); Investment Op
portunities in Fruit and Vegetable Canning in Greece, mimeo
graphed (June 1962); Investment Opportunities in Vegetable 
Dehydration in Greece, mimeographed (June 1962). 
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enforcing all of the foregoing reasoning in terms of 
major categories of exports and imports, however, 
are two further forces at work which apply to the use 
of capital in all phases of production under the impact 
of international integration. In the first place, the 
European Common Market, aiming at the increase of 
gross national product in participating countries through 
the increase of the foreign trade component, involves 
change in character of plant and equipment for exports, 
for imports, for import substitutes and — inevitably, 
as a consequence of all this — even for «purely domes
tic» products. Change itself, as Professor Fellner has 
emphasized in the context of the discussions concerning 
«economic stagnation», means a new demand for capital 
to replace physical equipment in types of production 
and types of commodities which have become obsolete.19 

A final and very powerful force set afoot by the par
ticipation of Greece in the Common Market, will be the 
increase of competition. A subsequent chapter points to 
the existence of oligopolistic or monopolistic elements 
in many sectors of Greek industry. Certainly one of the 
chief benefits to be derived from integration — indeed 
the benefit which a leading expert in this field considers 
to be the greatest one, even exceeding the gains of 
increased specialization — is the intensification of com
petition and lowering of profit margins within the nation
al boundaries.20 From the increased competitiveness of 
industrial production, an almost direct corollary is the 
necessity of increased capital investments as a method 

19. William Fellner, Monetary Policies and Full Employment 
(Berkeley, California, 1947), Chapter IV, pp. 112-133. 

20. Tibor Scitovsky, Economic Theory and Western European 
Integration (London, 1958), pp. 21, 68, 123-135. 
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for improving products and reducing costs of pro

duction. 
In view of the pressure on the supply of industrial 

capital,which the integration of Greece into the Europe
an Common Market will probably develop, some atten
tion would be warranted on the part of industrialists and 
the planning authorities to types of production which 
have been called the «final touches».21Applied to imports 
as it originally was, it means that Greece could continue 
to import basic industrial raw materials and semi
finished goods, while concentrating its capital invest
ment and entrepreneurial ability upon the last stage of 
fabrication. 

Examples are the many converting, assembly and 
mixing plants,the pharmaceutical laboratories,the metal 
fabricating industries and many others. This trend has 
many advantages; it of ten provides an investment outlet 
for small amounts of capital that might not easily be
come available for ventures which require the pooling 
of the resources of many investors, and it makes it pos
sible to start industrial undertakings without the heavy 
risk that comes in underdeveloped countries from having 
to rely on the output of unreliable domestic producers.22 

The idea is that , in certain lines and for certain coun
tries which are «short» of basic raw materials, economic 
development through import substitution may well begin 
at the «last touch» and gradually proceed backward to
ward earlier or lower stages of production. The concept 
seems to have particular relevance to the situation of 
Greece. It, may, furthermore, be extended to exports, 

21. Hirschman, op. cit., pp. HI, 117-119,158; and F.A. Hayek, 
Prices and Production (London, 1931), p. 70. 

22. Hirschman, op. cit., p. HI. 

170 



to imply an emphasis to the «last touch» i.e., the further 
or final processing of agricultural products. 

In concluding the subject of techniques and the direc
tion of production, we have found many compelling 
reasons for anticipating a larger demand for industrial 
capital as an integral part of Greek economic deve
lopment in the future. The present chapter, therefore, 
reinforces conclusions reached in earlier chapters, which 
found that, in part at least, the unsatisfactory state of 
the size of producing units in Greek manufacturing 
industry is ascribable to the insufficient availability 
of capital to firms, particularly new and competitive 
enterprises. But, as a final word of caution, it is not 
Therein asserted that capital solves all problems, inclu
ding small scale and antiquated techniques. We have 
already emphasized the importance for both matters 
of a supply of skilled labor, and other chapters set 
forth the roles played by the character of business and 
by government policies and activities. 
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C H A P T E R VII 

COMPETITION AND MONOPOLY 

IN GREEK INDUSTRY 

Some of the problems we have dealt with so far, 
such as those of investment and of productive efficiency 
in Greek industry, are essentially symptoms of under
development; for fundamental causes one must look 
further into the structure of the economic environment. 
One factor lying very close to the heart of» the matter, 
is the non-competitiveness which characterizes Greek 
business. The pattern of competition in Greece is not the 
familiar one of the industrial country where aggressive 
19th century entrepreneurs shaped their own markets 
and laid the groundwork for the giant amalgamations 
of the 20th century. The Greek industrial market is ra
ther the product of government intervention, on the one 
hand, and of a highly individualistic but strongly «status 
quo» business mentality, on the other. 

In this chapter, we are concerned with three broad 
questions: 1) What sort of competitive relationships exist 
among firms in Greece?, 2) What determines the entry 
of new firms?, 3) How do the private and the public 
sectors of the economy influence the structure of the 
market? 

Section I, despite obvious difficulties of measure
ment, attempts to estimate the intensity of competition 
in various industrial markets. Existing market data, 
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incomplete though they are, provide a picture ef numer
ous monopolies, some important oligopolies and some 
structural peculiarities which make for the severe cur
tailment of competition. Section II analyzes the causes 
of this structure. These are found in historical tradition 
and in deep-seated social attitudes, as well as in govern
mental policies and institutions which exercise close 
control over all aspects of Greek business. Section III 
discusses the effects of this structure upon Greece's 
economic development, with special reference to the 
capital market. 

1. The Intensity of Competition. 

The only possible method for estimating the amount 
of competition in Greece is a study of the market data, 
related to the number and geographical location of firms, 
specialization and limitation of production, capital sup
ply and the importance of traditionally established 
monopolies and oligopolies. 

A. Number and Geographical Location of Firms. 
In studying the structure of individual markets in Gre
ece, one is initially struck by the large number of smalj 
firms within most industries. Only the chemical, metal
lurgical, paper and cement industries are dominated ex
clusively by a few large firms, whereas in all others there 
is a curious juxtaposition of many small and a few very 
large firms. To an extraordinary extent these enterprises 
are geographically concentrated in the Greater Athens 
Area. Far from encouraging competition, however, this 
concentration of Greek industry actually helps to reduce 
it, as will be explained below in the discussion of oligo
polies. 
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Β. Lack of Specialization and Limitation of Production. 
Answers to a questionnaire, sent out in 1962 by the 

Center of Economic Research, yielded the information 
that out of 230 enterprises only 26.5 per cent produced 
one end product, while 17.4 per cent produced in excess 
of ten products. In the machine and metal products in
dustries, only one per cent confined production to a 
single good, while 40 per cent produced more than ten 
items. This diversity indicated a very low degree of 
specialization, particularly when one considers the small 
size of the average firm. Furthermore, industrial pro
duction is markedly oriented toward individual tastes, 
and little emphasis is placed on product standardization. 
Thus, the firm is strongly bound to a certain coterie of 
buyers, to whose special desires the products are adapt
ed. One effect of this system is that in most industries, 
(notable exceptions being food, tobacco and chemicals), 
production is largely limited to orders received. In the 
paper industry, 60 per cent of annual production is 
limited to orders, 20 per cent to the market and the 
remaining 20 per cent partly to orders and partly to 
the market. The third (mixed) system is more prevalent 
in the metal and textile industries, absorbing 54 per 
cent and 37 per cent respectively, of their production. 

C. Monopoly Conditions in the Credit Market. 

Firms bound in this way to particular buyers find 
themselves with an additional financial problem resul
ting, on the one hand, from the necessity of extending 
credit to these favored customers and, on the other, from 
the difficulty of obtaining credit themselves from the 
banks, even at high rates of interest. In firms with an 
unfavorable capital structure this factor is especially im
portant, as in the textile, machine and paper industries. 
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The intense demand upon producers for credit is shown 
by answers to the above mentioned questionnaire, which 
revealed that 66.5 per cent of the responding firms sold 
from 60 to 100 per cent of their products on credit.1 

It should also be noted that highly competitive small-
scale industrial enterprises have a comparative disad
vantage in securing bank finance. In extending credit, 
the Greek commercial banks accord a preferred position 
to large and well-established businesses. This is, of course 
not exclusively a Greek phenomenon, but in Greece it 
further complicates the problem of entry because of the 
oligopolitistic nature of the commercial banks, the lack 
of a developed capital market and the limits on a 
firm's financing from its own resources. In addition to 
discouraging competition, this seriously impairs produc
tive efficiency, on the one hand, by imposing high costs 
upon a firms' expansion and modernization and, on 
the other, by giving the banks a vested interest, through 
their practice of granting renewable short-term credits, 
in the continuance of marginal firms. 

D. Leading Monopolies. 
In a country such as Greece, with a limited internal 

market, it is not unusual to find individual monopolies 
dominating entire fields of output. Often only a single 
firm can approach the lowest points on the long-run cost 
curve, and the one that does this earliest is in a advan
tageous position to drive out existing and potential 
competitors. Once, however, the optimum-size plant has 
been reached and the market continues to expand, the 
economic conditions exist for new entrants. Aside from 
legal and institutional obstacles to entry, the possibilities 

1. Trade credits make possible the extensive rediscounting 
of commercial paper. 
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of new firms encroaching on long-standing monopolies 
have increased greatly in recent years, because of the 
expanding domestic market as incomes have risen and 
traditional patterns of consumption have changed. In 
the early period of Greek industrialization the low 
level of demand and the lack of diversity in consumer 
tastes required a smaller volume of production and hence 
fewer producers. In some cases technological changes 
have reduced the size of the optimum plant and made 
easier the problem of establishing new units. What fol
lows is a short description of a few monopolies which 
have been important in Greek industrial history. 

Before 1900 the brewing industry encompassed a 
number of small competing enterprises. Then, in the 
interval prior to the First World War, the Klonarides 
and Karl Fix firms rose to preeminence and proceeded 
to lock horns in a ruthless competitive battle, ending 
with the complete absorption of Klonarides by Karl 
Fix and the monopolizing of the market. The Karl Fix 
firm, partly because of its entrenched position, which 
frightened off newcomers and partly because of the 
government licensing system, was able to maintain its 
monopoly until 1961. In that year one of the Fix bro
thers, in consequence of a family quarrel, established 
the «Greek Brewery, Incorporated», which began to 
compete vigorously with the other firm. In 1962 the 
Ministry of Industry granted permission to the foreign 
firm Amstelbrouwerei to establish a new brewery but, 
as yet, this plan has not been carried out. 

The story of the fertilizer industry is similar. The 
«Association for Chemical Products andFertilizers» is still 
the only producer of phosphoric fertilizer. Private mitig
ative has not ventured to launch new productive units 
in this field, because of the existence of an already large 
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firm and the magnitude of the requisite initial invest
ment. The Agricultural Bank took over the distribution 
of fertilizers after the war, supplementing the limited 
domestic production by importation. This move by the 
state encouraged private initiative, so that two new 
firms to engage in the production of mixed fertilizers 
have been authorized, and construction of their facilities 
has already begun. It should be noted that in the post
war period a sharp rise took place in the consumption 
of inorganic fertilizers, and further increases are anti
cipated. 

The shipbuilding industry is dominated by a single 
firm, that of Niarchos, which was largely constructed in 
1958. Its present monopoly depends on the government's 
unwillingness to license competitors, as will be explained 
below. 

Local monopolies are also important. They occur 
most frequently in the various branches of the food in
dustry, particularly in milling and olive pressing. The 
food industry is subject to government regulation and 
is often characterized by high cost inefficient plants. 

E. Oligopolies. 

Oligopolistic markets exist in someindustries, such 
as paper and cement, dominated by a few large produc
ers. In the cement industry a well known cartel pre
vailed until 1958, and today cement remains to a con
siderable extent a seller's market. In the paper industry 
the state prevents active competition through its system 
of official permits. Each of the dominant firms pro
duces certain goods which compete to some extent, but 
then specializes in a particular type of paper which no 
other firm attempts to imitate. An understanding would 
certainly appear to exist, but it is not generally known 
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whether the agreement is explicit or only tacit.Although 
competition is minimized by the protective tariffs, the 
high level of demand for paper has led to the entry of 
at least one new producer, partly financed with capital 
provided by the International Development Corporation. 

The simultaneous existence within a given market of 
a few large firms and a great many small ones is, at 
first glance, puzzling. Such a situation is particularly 
notable in textiles and machine tools. Out of 3,119 tex
tile firms, 2,145 employed 1-4 persons, 895 employed 
5-99, 77 employed 100-500, one employed 1,500, and 
the '«Piraiki-Patraiki» employed 3,500 persons. Of the 
13.063 enterprises in the machine and metal products 
industry, 11,142 employed 1-9 persons, 1,632 employed 
10-99, 17 employed 100-200, and 2 employed over 

1,000 each.2 

Clearly, the large producers, protected by tariffs 
from foreign competition, are permitting their small 
domestic competitors to remain in business and are 
setting their own prices in accordance with those of the 
marginal producers. Driving out a small family producer 
is also difficult,since he is often willing to work for very 
little and does not calculate costs in the sophisticated 
manner of the large industrial enterprise. Large dif
ferential profits obviously result from such a market 
structure. The situation is facilitated by the fact that 
the small firms are numerous enough to exert effective 
pressure upon the state for the retention of their exist
ing advantages and the acquisition of new ones for the 
industry as a whole. 

In the metal industry, production is strongly oriented 
toward individual requirements. Every item is indivi-

2. Manufacturing census of 1958. 
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dually designed and produced, and dependence upon a 
definite circle of patrons is particularly strong. Competi
tion is further limited by the fact the large enterprises 
are completely occupied by orders for months in advance. 
A sellers' market assures both their existence and that 
of the small producer. 

F. Cartels. 
A small-scale, ingrown pattern of industrial pro

duction inevitably results in an ossification of market 
relations, even without secret or public agreements 
among the entrepreneurs. In Greece, the existence 
of such agreements is common knowledge, but it is 
virtually impossible to assess their extent because of 
the almost total absence of public information with 
regard to prices, quotas and sales areas. The particip
ation, for example, of all cement firms in the inter
national cartel centered in Switzerland, is widely re
cognized, as is the existence of a cartel (and quotas) 
in the production of steel pipe. Despite varying opinions 
as to the significance and extent of the agreements, 
undoubtedly most of them are tacit ones aimed at the 
preservation of the status quo. 

2 . Causes of the Low Degree of Competition. 

Many factors are responsible for this general picture 
of an essentiality non-competitive industrial economy. 
Not least among these is the essential conservatism of the 
Greek entrepreneur, whose «live-and-let-live» attitude 
strongly resists change. But individual enterprise has, 
in any event,to operate within the framework of govern
ment policy, and Greek industry has long suffered from 
state regulation, which has served not to stimulate but 
to suppress development. 
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A. Social and Historical Factors. 

Industrialization was scarcely noticeable in Greece 
until World War I. With few exceptions, household pro
duction of handicrafts remained the chief economic acti
vity of the country until the war stimulated the tempo of 
industrial development. The world economic crisis of the 
1930's forced the government to intervene through mea
sures aimed at protecting and encouraging the newly -
founded enterprises. The most important of these mea
sures were: 1) the introduction of import limitations with 
the purpose of protecting domestic industry from foreign 
competition (Law No.5436/1932) and, 2) the introduction 
of controls over the founding and expansion of under
takings (Law of 29-5/3, 1935).3 Thus the state had the 
opportunity to influence industry decisively but, as is 
is explained more fully in Chapter X, protectionism was 
not carried out with clear and consistent aims. It was 
modified and added to during the varying economic 
circumstances of the last forty years, but in any case 
did not operate as a deliberate device to foster indus
trialization and economic growth. For example, the 
policy of not granting «expediency»licenses for new firms 
in saturated fields was misused, under pressure from 
existing firms, to prevent new competitors from entering 
a field. The over-all result of the policies followed was a 
high cost, inefficient industrial structure,unable and un
willing to meet the rigors of competition from within 
or from abroad. The result of this imperfect industrial 
structure was a sub-optimal allocation of national re
sources and a general inhibition of growth. 

As was pointed out in an earlier chapter, a major 

3. G. Anastassopoulos, History of Greek Industry, 1840-1940 
(in Greek) Athens : Greek Publishing Company, 1947), p. 1307. 
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effect of Greek corporate legislation has been the en
couragement of the small, closed family enterprise.4 

This form of organization not only prevents the creation 
of a workable capital market by limiting the firm's capi
tal to what can be supplied by the family, but it also 
encourages a self-protective, «status quo» attitude 
which, when combined with protection from foreign 
competition, results in producing small amounts at 
high prices. 

B. Government Policies. 
Government intervention has taken the form of «ex

pediency» licenses, incentives for merger and for geogra
phic decentralization, price control and a tariff system. 

1) Official Determination of «Expediency». State in
tervention in Greek industrial development has primari
ly taken the form of an extensive system of permits 
which are required for making nearly any kind of 
change in a business — for establishing and locating 
it, for expanding or extending it in any way, for moving 
it, or for merging. Basic components of the system are 
the permits for founding and expanding a business, 
called «expediency licenses», since for the granting of 
the permit each of these actions must be examined for 
its expediency. This system began in June 1935, when 
the law concerning «the founding and extension of in
dustrial enterprises» was passed. Though often amended, 
this law remained in force, in all essential respects,until 
1962. In that year a change was observable in govern
ment policy toward industry, and the result was the 
passage of Decree 4256/62. Whereas under the earlier 
legislation the certification of expediency had chiefly 
served to protect existing industry, the new legislation 

4. See Chapter III. 
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oriented it toward the furthering of industrial develop
ment. 

According to the law, the establishment or expansion 
of any undertaking must have government approval. 
Exceptions have been made in the last two years for 
a series of enumerated industries and handicrafts,5 

but it is not yet possible to judge the significance of 
this measure. 

Various ministries and institutions are responsible 
for the granting of permissions. The Ministry of Go-
ordination is concerned with all cases which involve the 
founding or expansion of industrial undertakings with 
foreign capital and which thereby have certain special 
privileges.6 The Ministry of Commerce deals with the 
establishment of flour mills and bakeries, the Ministry 
of Agriculture with agricultural undertakings. The 
Central Institute for Chemistry handles petitions for 
firms manufacturing beverages, juices, aromatic pre
parations, etc. The Ministry of Industry is responsible 
for most of the remaining cases. Joint ministerial deci
sions are also required for special cases. 

In the granting or withholding of permits, the law 
gives the relevant minister great latitude. The framers 
of the statutes initially cited only a few criteria. Ac
cording to the 1935 law, the productive capacity of 
existing enterprises in relation to demand was establish
ed as a measure. Decree 4262/62 substituted for this 
criterion of saturation the tests of international com-

5. Royal Decrees 482/62, 284/63 and Royal Decree of 
February 1964. 

6. Designated in Decree 2687/53. See Chapter XI for a full 
description and analysis of the laws concerning foreign capital 
imports. 
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petitiveness, national economic interest, size of under
taking and owner reliability. 

Turning to the practical application of the policy 
of permits, we must concern ourselves chiefly with two 
problems: what was the actual policy followed by the 
government during the period 1950-1962 and to what 
degree has it influenced the access to industries? 

In answering these questions we come up against 
the difficulty that state policy does not fit into a unified 
scheme. In fact, one would have to study each separate 
case, since each one has been handled individually. 
But certain guidêliness can, nevertheless, be discerned: 
(a) protection of the existing firms in an industry against 
the danger of collapse because of oversaturation; (b) 
geographical decentralization; (c) shifting production 
in favor of exports; (d) introduction of new goods into 
the market.In accordance with these policies,the various 
sectors of industry were designated as «saturated» or 
«not saturated», and the founding of businesses was 
explicitly forbidden in the region of Nomos Attikis (the 
Greater Athens area). At present the attempt is being 
made to create industrial zones and industrial regions. 

In recent years measures have been introduced to 
shift production into export products — i.e., the found
ing of enterprises has been conditioned upon the re
quirement that a certain percentage of the production 
of the given business be exported. The size of the per
centage to be exported is negotiated in the individual 
case. Law 4256 provides that the minister must grant 
a permit automatically and within one month to those 
enterprises which introduce a new product, which will 
be located outside Nomos Attikis and which under
take an export quota of 20 per cent for the first year 
and 25 per cent for succeeding years. 
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There is a limited number of indicators as to the size 
of the barrier imposed by the permit system. Informa
tion from the Ministry of Industry,regarding the permits 
actually approved over the past three years,shows that 
establishments and expansions were authorized for a 
multiplicity of very small undertakings. In 1961, 4,088 
founding and 2,536 expansion permits were approved. 
Of these, only 29 foundings and 55 expansions were 
substantially significant — i.e., having an investment 
value of a million drachmae or more. In 1962, 3,241 
founding and 1,819 expansion permits were issued with 
an average value of 200,000 drs. In t h e first half of 
1963, 330 foundings and 345 expansions were approved. 
Among the new establishments, only 55 represented a 
value invested of more than 800,000 drs.7 

Further light on the question is shed by other types 
of administrative decisions. Initially, several industries 
were regarded as «saturated»—weaving, spinning, paper, 
light bulbs, safety-razor blades and steel wool. In these 
cases entry into the market was clearly blocked, and 
there is further evidence that, through the administra
tion of permits, entry into other areas was also nega
tively affected. Since the law allows the relevant minister 
considerable leeway for the exercise of his judgment, 
considerations other than purely economic ones are 
permitted to play a role — as, for example, the interest 
of the individual enterpriser, political pressures, per
sonal relationships, etc. There seems to be a unanimous 
conviction that the last of these has played so great 
a role that it has become virtually the rule. Naturally 
this could work in the direction of either increasing or 

7. Ministry of Industry, General Direction, Divisions A, B, C, 
Progress Reports, 1961, 1962, Jan. - June 1963. 
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reducing barr iers , b u t it seems probable t h a t it ac tual ly 

has operated to p ro tec t existing indus t ry . 8 

Such abuse of t h e permi t sys tem has undoub ted ly 

hindered the expansion of industr ies and t h u s the inflow 

of new inves tment capi ta l . 

The policy of geographic decentra l iza t ion would 

appear to hinder t he en t rance of new firms, since loca

t ion outside Nomos At t ik i s is qui te d i sadvantageous . 

However, the law has so m a n y loopholes t h a t its actual 

effect has probably n o t been substant ia l . 

8. We offer here two examples as typical. Until 1961 only 
one firm, «Jannidis», produced asphalt paper. The firm of «Phos-
kolos and Son» petitioned in 1956 for permission to expand its 
tar paper plant so as to be able to produce asphalt paper. The 
Industry Committee approved the petition with the observation 
that it would lead to competition and a reduction of price. The 
Jannidis firm thereupon published a report in which it sought to 
prove that its production was sufficient for the Greek market, 
wherefore the establishment of a new firm should not be per
mitted. In February 1957, in spite of the contrary view of the 
Industry Committee, the minister denied the permit on the 
grounds of «saturation». Phoskolos and Son then brought the 
matter to the Supreme Court, which reversed the decision of the 
minister. In February 1958, a new petition was submitted. Again 
the answer was negative and in this case was supported by an 
Industry Committee ruling reversing its earlier opinion and 
rejecting the idea of a possible decline in price. A second time 
the Supreme Court held the decision to be erroneous, A solution 
to the difficulty was found in an agreement between Jannidis and 
Phoskolos. In 1962, when the Minister of Industry for Northern 
Greece granted a license for the production of tar paper in Alexan-
droupolis, the firms of Jannidis and Phoskolos jointly demand
ed the withdrawal of the license. 

In 1963 the Greek Shipyards firm of Niarchos Ltd., succeeded 
in preventing the issuance of a permit for the establishment of a 
rival firm by threatening to transfer their entire undertaking 
to Tangiers unless they were assured a local monopoly. 
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In »um, although the influence of the permit pro
cedure upon development cannot be precisely measured, 
it is clearly negative. The policy has resulted in: a) a 
blocking of new establishments; b) a strengthening of 
unfair competition; c) a dampening effect upon entre
preneurial activity; and, finally d) in some sectors, the 
creation of local monopolies. 

2) Incentives for Merger and Geographic Decentral
ization. Government-sponsored incentives favorable to 
the development of larger size units and to geographic 
decentralization are chiefly provided in the form of 
tariff and credit measures. The most important of these 
concessions are the following: 

Any investment of over 60 million drs. in new plants 
and for over 20 million in expansion of existing firms 
qualifies for exemption from tariffs on machine im
ports.9 This duty amounts to only 5 per cent ad valo
rem, but this concession is not negligible. Furthermore, 
when a joint stock company is established with more 
than 15 million drs. capital, issues over the first 5 
million are exempted from fees and contributions to the 
state.10 When several firms merge and wish to modernize 
their mechanical equipment, permission for expansion 
is automatically granted to the extent of 50 per cent 
of their capital value, if they are in Nomos Attikis and 
up to 100 per cent, if they are located elsewhere.11 

Firms outside Nomos Attikis are granted a number 

9. Law 4171/1961 : K. Chimos, Industrial and Handicraft 
Legislation in Greece (I en Ellathi Nomothesia peri Viomichanias 
kai Viotechnias), (Athens, 1962), p. 272. 

10. Law 4171/1961 : Ibid. 

11. Decree No. 4256/1962. 
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of special tax concessions.12They were given exemptions, 
during the period 1959-64, on as much as 60 per cent 
of their taxable profits, if they used the money to 
finance current investment (as against a 50 per cent 
exemption for firms in Nomos Attikis)13 and will further 
receive concessions on up to 25 per cent of taxable 
profits to cover losses which may appear after 1964. 
Furthermore, they are permitted to double their rate 
of amortization12 and are exempted from the 6 per cent 
tax on wages and salaries.15 Finally, they pay turnover 
tax at a rate of 4.2 per cent, while firms within Nomos 
Attikis pay 6 per cent.16 

As we have seen in previous chapters, the creation 
of large, geographically decentralized firms is a neces
sary prerequisite to the raising of productive efficiency 
and the development of a more competitive industrial 
economy. Moreover, promoting mergers and thus creat
ing larger and more efficient units might assist in re
placing the present status quo attitude of the Greek 
entrepreneur by a more competitive spirit. Despite the 
extensive concessions given, however, both problems still 
remain unsolved. A number of factors account for this. 

First is the sporadic and unsystematic character of 
the system as it has been developed and administered. 
To be effective, the incentive policies must be applied 
within a framework which establishes the prerequisites 

12. A detailed discussion of the incentives for geographic 
déconcentration and their effectiveness is given in George Cou-
tsoumaris', The Locational Pattern of Greek Industry, Lecture 
Series No. 4 Athens: Center of Economic Research, 1962). 

13. Decree No. 4002/1959: Ghimos, op. cit., p. 149. 
14. Law 3213/1955 : Ibid, p. 163. 
15. This was introduced by the Emergency Law 843/1948. 
16. Decree No. 2176/1952 : Chimos, op. cit., p. 149. 
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for their success. Tax incentives, for example, are al
most neutralized at present by the widespread evasion 
of taxes. Certain firms do not base their location de
cisions on the tax incentives, since they already have 
every reason to locate outside Nomos Attikis and indeed 
could not be located within that area —e.g., chemical 
and food processing firms, which have to be near their 
sources of supply. 

The procedures, furthermore, are excessively bureau
cratic. Since Greek law does not, for example, establish 
fixed percentage charges for exports, the reimbursement 
of a firm for the charges made on imported raw material 
requires individual action in each case and a joint de
cision by the Ministers of Industry, Commerce and 
Finance. There are cases in which repayment has re
quired a year, and this has the further disadvantage of 
complicating the calculations of prices for the exporters. 

Another problem arises from the individualism of 
Greek entrepreneurs and their strong disinclination to 
mergers. A French research group of the Société Gé
nérale d'Etudes et de Planification, S.A., in its study 
of Greek industry, came to the conclusion that «if it 
ever came to merger in Greece, it would be because of 
compulsion from abroad».17 

Finally, the advantages offered by the incentive 
system have not been adequately publicized and promot
ed among businessmen. There is no catalog of all the 
specific measures, together with a statement of their 
period of validity and of the procedures to follow in 
utilizing them. The businessman finds it difficult to 
master the large number of technicalities; there is often 

17. Industrial Development Corporation, General Survey of 
Greek Industry (Athens, 1961), p. 89. 
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uncertainty concerning even the period over which the 
special incentive is offered. 

3) Other Government Measures. At the end of 
World War II, the problems of food supply was especial
ly pressing. In order to surmount the difficulties created 
by the black market and hyper-inflation, and in order 
to encourage domestic production, the government 
placed all the marketing of food and other necessities 
under its control.18 These controls are still maintained, 
even though the emergency is long past. In fact they are 
rarely applied in practice. 

The most important type of state control19 is over 
prices. A large number of industrial products are covered 
by price control, including nearly all foods and bever
ages, as well as such diverse goods as soaps, fertilizers 
and medicines. All questions of classification are handled 
by the Ministry of Commerce and the Market Control 
Committee, which designates all goods as either «es
sential» or «non-essential», the former category being 
subdivided into «adequately supplied» and «inadequately 
supplied».20 Price setting for non-essential goods is not 
controlled. With goods judged to be essential but ade
quate in supply, there are only restrictions on excessive 
profits. With essential goods in short supply, maximum 
prices are set or profits prescribed. 

Ministerial decrees establish maximum prices, but 
the law does not establish which costs are to be taken 
as the basis. In practice, a committee investigates the 
cost computations of a number of firms in the relevant 

18. Emergency Law of 10/11 May, 1944. 
19. A third type of government regulation is aimed at quality 

control, but this topic is less relevant to our study. 
20. Decree No. 782/1948. 
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industry and, on this basis, determines a maximum 
price, supposedly corresponding to an average price for 
the industry. Maximum profits permitted are 6 per cent 
for foodstuffs and 8 per cent for other products. Vio
lations are punishable by law: the court decides on the 
basis of legally established cost elements whether and 
to what extent profits are excessive. Excluded from the 
cost components are interest on invested capital and 
entrepreneurial wages and risks.21 

How has government price control influenced the 
industrial development of the country, and what has 
been its influence upon the market? In the first place, 
it is clear that the lawgivers have not been able to 
adapt state controls to prevailing conditions. The ex
cessive number of regulations and the constant changing 
of classifications have been sources of confusion and 
uncertainty for entrepreneurs. Erratic application of 
the regulations has also been a deterrent to private 
initiative, especially by foreign businessmen. 

There is, furthermore, no unified conception of cost 
upon which maximum prices and the definition of ex
cess profits can be based. The exclusion of cost elements 
which are recognized in both theory and practice in all 
countries must have an adverse effect. Maximum profit 
rates favor the marginal firms and either deprive the 
enterpreneur of the incentive to reduce costs beyond a 
certain degree or force him to overstate costs. The 
maximum prices, by taking little or no account of quali
tative differences, lead to unfair competition between 

21. Detailed investigation of this subject is reported in Con
clusions of the Special Industry Committee, published by the 
Research and Organization Committee for Economic Planning 
(Athens, 1959) vol. I l l , B. 2, pp. 86-101. 
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good and inferior products, at the expense of the con
sumer. Maximum prices also lead to immobilizing prices 
for longer or shorter periods; the general result is a re
laxation of competition. In the food and drink industries 
the maximum price always prevails as the actual price, 
while competition tends to reduce quality. In view of 
the basis upon which the maximum prices have been 
established, it is scarcely to be thought that they re
dound very often to the benefit of the buyer. 

Finally, another government influence upon the 
market structure stems from the tariff system and im
port policy of Greece. In Chapter X we discuss in detail 
the tariff system and the overall protectionist policy 
and their bearing upon the domestic market. It suffices 
to point out here, however, that the degree of competi
tion has been reduced inter alia by the protective import 
policy — i.e., long exclusion from the world market 
has had an adverse effect on competition. In the pro
cess, this policy has limited the domestic market and 
encouraged its control by a large number of small firms 
dedicated to the preservation of their inefficient methods 
and sheltered positions. 

3. Effects of the Monopolistic industrial 
Structure on Greece's Economic 

Development. 

The analysis of market conditions in Greek industry 
reveals the peculiarity that monopolistic behavior in the 
market is conjoined with a large number of suppliers and 
dispersed participation in production. The Greek entre 
preneur bases his monopolistic market behavior chiefly 
upon the advantages given by the state sporadically and 
separately to individual businesses; upon the exploita
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tion of the domestic market, which is closed off by a 
protectionist wall of tariffs and payment requirements; 
upon the exploitation of markets closed to outsiders 
by the State policy of granting permits (to produce) on 
the basis of «purpose»; and, finally, upon the oligopolistic 
conditions surrounding the supply of capital. There are 
also a limited number of cases in which monopolies 
are based upon agreements and collusions among the 
entrepreneurs. 

Unquestionably, all these characteristics bear direct
ly upon the rate of capital formation and the allocational 
performance of the capital market. In this section we 
touch upon these two aspects. 
A. Effects on Capital Formation. 

The behavior of the monopolists is, naturally, not 
correctly characterized if one simply says that they are, 
per se, interested in limiting production and investment. 
Monopoly positions based on the exercise of superior 
foresight or on the introduction of superior techniques, 
as is usually the case where rapid economic progress has 
taken place, can be conducive to economic progress. But, 
insofar as the monopoly behavior of entrepreneurs rests 
upon privilege, as is the case in Greece, it is clear that 
this decisively weakens the propensity to invest. It with
draws the interest of already established entrepreneurs 
from further investment. In addition, the expediency 
permits of the state, the buying up and shelving of 
patents or of already granted permits, etc., hinders the 
entry of new firms. Significant in this respect is the fact 
that the size of the operating unit of Greek enterprise 
has changed only slightly in the period 1938-58.22 The 

22. George Coutsoumaris, The Morphology of Greek Industry, 
(Athens: Center of Economic Rcseapch, 1963), Ch: 3. 
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average annual rate of growth of gross fixed assets of 
large Greek industrial enterprises for the period 1956-60 
is estimated at about 6 per cent.23 Further, the average 
annual rate of growth of fixed and, variable capital 
of Greek firms for the period 1957-61 is estimated at 
5 per cent.2* When one considers that both these studies 
rest upon small samples of corporate enterprises, it is 
clear that the annual rate of growth for the totality 
of enterprises would have to be estimated at a consider
ably lower figure. 

One might envision monopoly as encouraging invest
ment by the reduction of risk and, hence, the possibility 
of concentration of entrepreneur effort on a long-run 
investment program for the realizing of high profit 
rates. Nevertheless, though the conditions prevailing in 
Greece concerning monopoly do, indeed, reduce risks in 
the short run, in the long run they increase the risks for 
the individual business man. State intervention has 
a two-edged effect on the individual enterpriser. While 
his immediate market position can be improved by the 
measures of the state, it can also be suddenly destroyed. 
The tendency of Greek entrepreneurs to withdraw pro
fits from the business and to invest in luxury consumers' 
durables or in foreign currencies can be ascribed in part 
to this fact. 

Generally, monopoly assures high profits. Profits 
can be either «pioneer» profits or pure monopoly profits. 
In the case of internal financing («self-financing») they 
cannot be separated. But their effects on investment are 

23. Supra: Ch. II, p. 6. 
24 A. Alexander, Greek Industrialists; An Economic and 

Social Analysis (Athens: Center of Economic Research, un
published manuscript, Ch. 4.) 
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distinguishable. Pioneer profits force other entrepre
neurs to imitation or to the development of their own 
technical innovations; both of these reactions stimulate 
progress and increase investment. Pure monopoly pro
fits, on the other hand, realized solely because of mono
poly power, operate against any kind of change, are not 
in general re-invested in industry, choke off investment 
and slow down technical progress. In Greece, in general, 
pure monopoly profits prevail. Detailed investigations 
have shown that only a small fraction of the realized 
profits remain in the business or return, as the property 
of the enterprises, into the firm.25 

Moreover, the profit rate on invested capital is 
generally not high.26 This fact is to be explained in turn 
by the fact that, because of the limited degree of com
petition, a large number of marginal and sub-marginal 
undertakings exist which depress the overall average 
profit rate. This implies a limited capacity for self-
financing. Even if the total amount of realized profits 

25. Coutsoumaris, Jhe Morphology of Greek Industry, p. 269; 
and D. Psilos, op. cit., Chapter V. 

26. For a detailed discussion of this matter, see: A. Alexander, 
op. cit., Gh. IV and VI. According to data of the Association of 
Greek Manufacturers, The Greek Industry in 1961 (Athens, 1962), 
profits on invested capital of corporations and companies with 
limited liability amounted to 7.6 per cent in the period 1957-61. 
One must also take account of concealed profits. Generally, it is 
believed that they would not materially affect the results, since 
they probably amount to 20 to 50 per cent of the published 
profits. This assertion is mainly based on the fact that the possi
bility of evading tax controls is not without limit and, further
more, on the fact that the amount of the published profits de
termines the credit worthiness of the individual firm. Indeed, for 
this reason, profits are often represented as higher than those 
actually realized. 
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could be retained, it would not furnish the finance for 
an accelerated expansion of the Greek undertakings. 
Only a few industries realize high profits — i.e., paper 
producers, large textile firms, large machine and meta 
products concerns, and limited areas of the chemical 
products and cement sectors.27 In these industries in
vestments for the founding of firms are reduced to zero 
or to a very limited figure, because of technical or finan
cial difficulties (lack of skilled personnel, large initial 
investment, etc.), or legal restrictions on entry of new 
firms 28 In the year 1962 there were large investments 
in expansion, but it is noteworthy that in each of these 
branches of industry such investments were concentrat
ed in one large firm. Thus the cement firm «Titan» 
invested 900 million drs. in expansion. «The General 
Cement Company, S.A.» raised its investment in the 
years 1961-62 by 61 per cent.29 Of the investments in 
expansion in the textile industry, 50 per cent pertained 
to the firm «Piraiki Patraiki»; in the paper industry 88 
per cent belonged to the firm «Lathopoulos»; and in the 
electric machine industry, 87 per cent pertained to the 
firm «Izola, A.G.».30 These large extensions did not, 
however, disturb the mutual relations of the firms in 
the market. High protection from foreign competition, 
limited entry and the constantly rising demand create 
a perpetual sellers market, which permits an expansion 
of production without the firm's having to engage in 

27. Supra Ch. II p. 16. 
28. Ministry of Industry, General Direction, A.B.C. Progress 

Report, 1961, 1962. 
29. «Analysis of the Final Balances of Corporations», in Oikono-

miki Poreia, No. 8 (Athens, June 1963), p. 321. 
30. Ministry of Industry, op. cit., pp. 4-5. 
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a competitive struggle in order to assure the market 
for their goods. 

The prevalence of small producing units with an
tiquated productive equipment and the complete lack 
of laboratories and experimental equipment bear wit
ness to the fact that monopolies in Greece have success
fully blocked the attainment of technical progress. 

B. Effects on the Capital Market. 

The influence exerted by the monopolistic industrial 
market on the capital market in Greece is reflected mainly 
through its influence upon the allocation and use of sa
vings. As we have seen in preceding chapters, the Greek 
capital market lacks two necessary conditions: the ade
quate range and supply of financial assets and an ample 
set of capital market institutions. The first condition is 
functionally dependent, inter alia, upon the size of ex
isting industrial corporations and the degree of their 
monopolistic power. The second, depends upon histo
rical factors as well as upon governmental policies. 

As was indicated in Chapter IV, the size-distribution 
of Greek corporations is unfavorable to the development 
of the capital market. In addition to the effects of this 
skewed composition of the capital market, however, 
the imperfect structure of industry also hinders the per
formance of this market. The family-controlled oligo
polistic or monopolistic enterprises in Greece are very 
reluctant to issue securities. Reinforced by protective 
government policies, they find it convenient to retain 
profits and/or to resort to the institutional money mar
ket lenders. The owners of these firms have often felt 
that employing their profits within the business is more 
profitable than investing in the open market. On the 
other hand, the easy access to borrowed funds at low 

196 



interest rates may also be partly responsible. Large-
scale firms, although legally entitled to resort to the 
new issue market, depend heavily upon government or 
bank capital funds. Hence the absence of a wide 
range of securities traded on the stock market is to be 
explained primarily by the unwillingness of industrial 
firms, oligopolistically formed, to issue securities, as 
Chapter III has explained . 

Furthermore, the oligopolistic structure of commer
cial banks has in many instances operated in the same 
direction as the large corporations in these respects. 
There seem to be bilateral monopolistic relationships 
between the financial and real markets, inducing the 
high simultaneous concentration of financial power and 
industrial production. Such tacit agreements between 
the large financial groups and large-scale monopolies and 
oligopolies in Greece may be supported only by indirect 
evidence; first the two largest commercial banks par
ticipate in the share capital of many industrial firms; 
secondly, the dependence of firms upon banks for 
working capital, the banks' direct or indirect particip
ation in the board of directors of large oligopolies and 
the banks' preferential treatment of some firms, with 
respect to the granting of short-term loans, are well-
known factors which must certainly inhibit the capital 
market. In addition, subjective evidence indicates that 
tacit collusive agreements exist between the large 
banks and old industrial monopolies, according to which 
no credit is to be granted to potential rivals. These 
collusions tend to affect the structure and level of 
interest rates and to have repercussions upon the rate 
of industrial development. 

In sum, the short supply of private securities in the 
Greek capital market and the sub-optimum allocation 
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of funds may partly be explained by the imperfectly 
competitive industrial market. Indeed, the optimum 
allocation of funds requires the existence of a number 
of lenders from whom each borrower can choose and 
also a number of borrowers from whom each lender can 
choose, each group seeking the most favorable terms. 
In both markets, however, there are serious imperfec
tions which have during the past decade made for an 
unsatisfactory allocation of funds. 

In addition, state intervention plays an important 
role, as to both cause and effect. The problem of break
ing the circle and directing the process of industrial 
development into a more competitive economy must 
first be tackled by the state. The necessity of a pur
poseful manipulation of market forces is indeed widely 
recognized. This poses two important problems. The 
first is the establishment of the goals which state inter
vention should serve. In the last analysis, this is a poli
tical matter, fraught with difficulties. The second pro
blem is the implementation of the established goals. 
The history of state intervention in Greece furnishes 
sufficient evidence that, unless it is carried out through 
a government apparatus served by an incorruptible 
officialdom dedicated to its task, intervention may do 
more harm than good. The dilemma is, of course, that 
the creation of an able and well functioning civil ser
vice will take a long time. 

Given the present state of the Greek bureauracy, 
it seems best to avoid direct intervention of the State 
in industry. Within the framework of generally recogniz
ed goals, there is open to the State a large area of in
fluence through policies affecting investment. An in
flow of foreign capital of a competitive nature can be 
an important means of providing the desired stimulus 
to Greek entrepreneurs. 
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C H A P T E R Vili 

THE CONSTRUCTION INDUSTRY 
IN GREECE AND ITS BEARING 
UPON ECONOMIC DEVELOPMENT 

The investment structure of Greece is marked by the 
extraordinarily large share devoted to construction. 
Something like 40 per cent of the resources annually 
available for investment has flowed into this use. How 
is the intense activity in the building trades of the past 
to be explained? Is it desirable from an economic view-

P 0 1 Section I of the present chapter first presents the 
figures concerning construction and some international 
comparisons concerning investment in housing over the 
years 1950-1961. Thereafter separate treatment is given 
to investment activity in dwellings, in tourist and bu
siness structures and in factories. The first category 
greatly preponderates and receives corresponding em
phasis, beginning with investment needs for dwellings 
at the opening of the period, continuing with the variety 
and strength of the causes contributing to the high rate 
of investment and concluding with an appraisal of 
present requirements. Section II analyses the sources 
and methods of financing construction, again with chief 
emphasis upon dwellings. Finally, Section III considers 
the economic effects of the great construction boom in 
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Greece during the past decade, with particular reference 
to economic development, the comparative productivity 
of investment in dwellings and in industry and the 
past and future possibilities of altered directions of 
investment. Would it have been possible, given the 
saving motives of the public, to have had relatively more 
investment in industry and relatively less in dwellings? 
Would such a shift be desirable from now on and would 
it be possible? 

1. The Building Boom since 1950 : 
History and Cause. 

Let us consider first the behavior of aggregate in
vestment in construction in Greece over the past eleven 
years. 

From Table VIII-1 can be seen the basic tendency 
of construction to increase with some short run fluc
tuations; since 1957 its relative magnitude compared to 
total investment has gradually fallen. On the average, 
investment in construction equalled 46.3 per cent of the 
total with annual amounts varying between 35.8 per 
cent for 1951 and 58.7 for 1955. These characteristics 
hold also for private investment, as revealed by Table 
VIII-1. The share of dwellings in the total of private 
investment averaged 45.2 per cent and varied between 
41 and 53 per cent. 

The position of Greece when compared to other 
countries appears clearly in the figures of Table VIII-2. 
Among the countries included, Greece shows the highest 
ratio of investment in housing to total investment, des
pite the fact that a substantial number of other countries 
devote a larger share of national income to investment. 

Finally, we can observe from Table VI11-3 the most 
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TABLE Vili - 2 

Ratio of Gross Fixed Capital Formation and Housing 
to GNP in 1959 

Countries 

Gross Domestic 
Capital 

Formation as 
a Percentage 

of G Ν Ρ in 1959 

Investment 
in Housing 

as a Percentage 
of Gross 

Domestic 
Capital Formation 

in 1959 

Korea 14 16 
Turkey 14 17 
Kenya 20 17 
Portugal 16 19 (1958) 
Honduras 14 25 
France 18 25 
Germany 23 23 
Puerto Rico 21 26 
Belgium 17 28 
Italy 21 29 
USA 17 30 
Greece 17 31 

S o u r c e : Greece : National Accounts of Greece, 1948-59 and 
1958-61 
Other Countries : Group of Experts on Housing and 
Urban Development, U.N. The Role of Housing and 
Urban Development in National Development Pro
grams (New York, 1962), Working Paper No. 4s. 
19; Financing of Housing in Europe (Geneva, 1958), 
E/ECE/HOU/76. 

i m p o r t a n t c o m p o n e n t p a r t of bui lding act ivi ty. By 

far t h e largest share has been going t o housing, followed 

at a great dis tance b y business s t ructures and hotels, 

wi th industrial bui ld ing as one of t h e smallest categories 

a l though increasing. 
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TABLE Vili - 3 

Construction in Greece by Main Categories 
(at Constant Prices) 

(in millions of drs. 

Sectors of Economic 
Activity 1958 1959 I960 1961 

1. Agriculture 114.0 
2. Mining 8 · 0 

3. Industry 1 0 3 · 0 

4. Electricity, Gas, etc. . . . 26.0 
5. Transport and Commu

nications 1 4 · " 
6. Dwellings 4,251.7 
7. Business and Hotel 

Construction 962.5 
8. Government Buildings . 50.0 
9. Other l l 5 · 0 

247.0 
48.3 

101.0 
277.0 

18.0 
4,074.6 

953.9 
138.0 
238.0 

403.5 
1.3 

122.6 
236.0 

54.7 
4,466.0 

1,148.0 
101.8 
333.0 

380.0 
10.0 

193.0 
132.0 

36.0 
5,090.0 

1,140.0 
158.0 
407.0 

S o u r c e : Ministry of Coordination. 

A. Housing Conditions at the End of the War and Recently. 
At the end of World War II,about 30 per cent of the 

stock of housing had been destroyed and the condition 
of the remainder had deteriorated greatly. The develop
ment of the housing situation over a 22 year period 
may be seen in the figures, in Table VIII—4, which 
make no allowance for depreciation. By 1962 the 
density of population per dwelling and per room 
had been reduced noticeably from the critical situa
tion existing in 1947 and had reached the prewar 
density level. That even this situation is not satis
factory may be seen from international density 
comparisons: Greece, 1.88 persons per room (1962); 
Sweden, 0.97 (1950); United Kingdom, 0.78 (1951); 
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TABLE Vi l i -4 

Ratio of Population to Housing Space 

Number of Number of Persons Dwellings 
Year Population Dwellings Rooms Per Room per 1,000 

Inhabitants 

1940 7,559,550 1,740,087 3,987,100 1.89 231 
1947 7,480,000 1,482,000 2,996,600 2.50 198 
1962 8,490,000 2,004,803 4,539,500 1.88 236 

S o u r c e : Ministry of Public Works. 

France, 1.01 (1954); and Portugal, 1.06 (1950).1 But the 
severity of the housing problems in Greece is shown 
more clearly by the fact that, for 2,780,000 persons in 
the upper income groups, the population density per 
room was 1.02, while for 5,565,800 persons in the lower 
income brackets the average was 3.08 per room.2 Fur
thermore, at the beginning of the building boom, 
according to the population census of 1951, 11.3 per 
cent of the dwellings in Greece had a water connection, 
26.7 per cent electric supply and 2.5 per cent a bath
room.3 According to data collected by a sampling pro
cedure, concerning dwellings constructed after 1951, 
52 per cent in Athens and 79 per cent in other large 
cities had no bathroom, and 25 and 19 per cent respec
tively had no water connection.4 

1. Economic Commission for Europe, Annual Bulletin of 
Housing and Building Statistics for Europe, 1959 (Geneva, 1960). 

2. Data supplied by the Ministry of Public Works. 
3. Statistical Yearbook of Greece, 1958 (Athens, 1959), p. 127. 
4. National Statistical Service, Construction and Housing in 

Urban Areas (Athens, 1959), p. 35-36. 
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Β. Statistical Data Concerning Investment in Bousing. 
New investment in housing is by far the largest 

component of construction investment in Greece. As 
shown in Table VIII-1, however, its relative share has 
slightly decreased since 1959. Building activity shows 
significantly different developments in Athens from 
those in the remainder of the country, although in the 
eleven year period covered by Table VIII-5, 47 per cent 
of dwelling construction on the average took place in 
Athens and 53 per cent elsewhere. The large share of 
dwelling construction outside Athens in the early years 
was necessitated by the damage caused by the civil 

TABLE VIII - 5 

Dwelling Units Constructed: Total and by Region 

Year 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

Total No.1 

of Dwellings 

48,166 
47,744 
60,092 
47,329 
41,026 
48,109 
51,564 
49,506 
51,543 
44,136 
48,319 
57,073 

No. of Dwellings No. of Dwellings 

Greater Athens 

12,261 

13,857 
15,177 
20,145 
18,629 
16,617 
18,526 
17,771 
20,611 
19,551 
24,653 
31,028 

in the Rest of 
the Country 

35,905 

30,887 
44,915 
27,184 
22,377 
31,492 
33,038 
31,735 
30,932 
24,585 
23,666 
26,045 

S o u r c e : Statistical Yearbook of Greece, 1957, 1958 and 1962, 

(Athens, 1959). 

1. State, Private, Legally Authorised and Private Unautho

rised. 
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war, which was greater in the provinces and bore more 
heavily upon lower, income groups, and by the earth
quakes of 1953 and 1954 in the Ionian Islands and 
Thessaly. 

Two further facts regarding investment in housing 
must be noted. The first is the statistical fact that 
government participation in the annual investment in 
this field — though larger prior to 1965 — did not 
average more than 9 per cent over the period 1950-
1961.5 In view of factors later to be analysed, this share 
seems to be overly modest. The second phenomenon 
is no less factual, that private housing construction has 
chiefly benefited the upper income groups, although this 
cannot be precisely demonstrated with available statis
tics. 

C. Factors Accounting for the Construction Boom in 
Housing since 1950. 

Developments in the construction industry in Greece 
since 1950 depend upon a substantial number of physical 
economic, demographic, sociological, psychological and 
political factors, as well as upon certain government 
politics. 

1) Damage from War and from Earthquakes. We 
have already referred to the loss of 30 per cent of the 
stock of housing through the Second World War, and 
to the losses through the civil war thereafter,6 and 
through the earthquakes, which are estimated to have 

5. According to information supplied by the Ministry of 
Coordination. 

6. K. Doxiades, The Sacrifices of Greece during World War II, 
(Athens, 1946). 
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destroyed 70,000 dwellings, or approximately an ad
ditional 5 per cent.7 

2) Demographic Factors. During the decade 1951-
1961 the population of Greece increased by approxim
ately 10 per cent, or about 76,000 persons annually. 
Perhaps more closely related to the demand for housing 
is the formation of families; marriages increased at an 
annual rate of 1.4 per cent.8 

A measure of the significance of the factors we have 
analysed as determining the construction of housing in 
the period 1951-1961 may be seen from a comparison 
of the need for housing with the actual volume of cons
truction. The computation of the magnitude of need 
is based upon two factors, the first covering extra
ordinary needs, and the second pertaining to current 
needs. The first part consists of the accumulated deficit 
in housing at the beginning of the period (1951) arising 
from war damage, the cessation of repairs, and loss 
from earhtquakes. The second part should be based 
upon the net increase of families; but since this figure 
is not available, we take as a first approximation the net 
increase in population (76,000), annually augmented 
by 10 per cent to allow for the fact that family formation 
increases faster than the population. Current needs for 
house construction also include renewal and main
tenance, which are taken at one-half per cent of the 
total stock of dwellings, respectively, a figure which 
represents the lowest conceivable depreciation rate. In 
fact, the rate is probably double and —for Athens — 

7. According to information supplied by the Ministry of 
Public Works. 

8. Statistical Yearbook of Greece 1962 (Athens, 1963), pp. 12, 
29. 
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even treble these amounts. The results of these cal
culations are as follows: 

1. Extraordinary needs : 

A. Accumulated deficit to 1951 562,617 dwellings 
1) War damage9 200,000 » 
2) Slums (est. to 1947)10 

a) Unhealthy dwellings 293,000 » 
b) Unsafe dwellings 44,000 » 

3) Cessation of repairs 1947-5111 

(0.5% of the stock of the 
houses) 25,617 » 

B. Earthquake damage 70,000 » 
Total of extraordinary needs 632,617 » 

2. Current needs : 

A. Annual dwelling construction 
needed for the increase of popul
ation12 17,888 » 

B. For the establishment of fa
milies which require separate 
housing 1,788 » 

C. Renewal 18,910 » 

9. According to the Ministry of Public Works. 
10. B.P. Jenks, The Greek Housing Situation (Athens, June 

1957), p. 9. 
11. We assume that the renewals in the years 1947-51 were 

actually carried out to 50 per cent only, so that the slum areas 
increased. This assumption is based on the fact that, in these 
years, the capacity of the house building industry was weak and 
that people had no interest in renewals. 

12. Papandreou, A Strategy for Greek Economic Development, 
p. 119, assumes a rate of growth of .96. 
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D. Maintenance 9,455 » 

Sum of the current needs per year 48,041 » 
Annually realized dwellings cons-

truction 49,300 » 
Annual surplus to be applied to ex

traordinary needs M 5 9 )V 

From these caclulations it appears that, in the period 
1951-61, there should have been built 48,041 dwellings 
in order to provide for the current needs, assuming an 
unchanged density of population per room and un
changed quality of housing. In fact, 49,300 dwellings 
were built. Consequently there remained over 1,259 
new dwellings annually as a contribution, but a very 
modest one, to covering the extraordinary need or 

deficit. . 
If one had adopted the goal of reducing this deficit 

by one-third in the period 1951-61, it would have been 
necessarv to build 69,982 dwellings each year. Compared 
with this rather modest goal, there was an average an
nual construction deficit of 20,782 dwellings. 

3) Internal Movements of Population. An equally 
important fact is the growth of the population of Athens 
by 35 per cent during the decade, mainly due to emig
ration from the countryside.13 This accounts for the 
preponderance of the Greater Athens area in house 
construction figures. Unfortunately this movement of 
population was not accompanied by a corresponding 
expansion of economic activity or planning, with the 

13 Another factor responsible for the growth of the population 
of Athens, was the large number of refugees from Turkey, Egypt 
and Cyprus, who on the whole settled in Greater Athens. 

14 
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result that Athens has come to be nearly encircled by 
a zone of shabby, one-room dwellings or shacks.14 

4) Social Prestige and the Institution of the Dowry. 
Greece has been called by an eminent sociologist a 
«success society» because of the degree to which the 
symbols of success determine the character and struc
ture of the society.15 One of the prized symbols of eco
nomic success in the possession of a well-furnished house 
in an elegant villa section or at the seaside. In Greece 
it is noteworthy that broad sectors of the population 
strive for advancement in the social pyramid through 
ownership of a home or, if means do not permit, an 
apartment. But, because of the low per capita income, 
the inequality of distribution and the high capital cost 
of a house, this path to success is a thorny one. Further
more, in Greece this phenomenon is bound up with the 
extensive use of a dwelling place as a suitable form of 
dowry. 

5) Utility from Ownership. Independently of other 
motives, a direct consumer's satisfaction derives from 
the ownership of real estate. The building up of per
sonal wealth supplies a strong economic drive, and this 
is attested by the fact that in Greece the construction 
of housing is almost exclusively for owner occupancy. 
Among other psychological factors contributing to 
ownership utility, the feeling of security must play a 
major role. 

14. J.Papalekas, Zur Problematic der Griechischen Sozialstruk
tur: Studien an einem Kontinentaleuropaischen Entwicklungsland 
(Köln - Braunsfeld, 1962), p. 8. 

15. K.H.Pheffer and I. Schaafhausen, Griechenland - Grenzen 
Wirtschaftlicher Hilfe fur den Entwicklungserfolg(BambOrg, 1959), 
p. 133. 
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This generalization holds true according to a census 
of the National Statistical Office, not only for all oc
cupational groups but also for all parts of the country. 

TABLE VIII - 6 

Type of Occupancy of Housing 
(percentages) 

Rented Owner Rent-Free 
Dwellings Occupied Dwellings 

Dwelling 

A. By Trade or Profession 

Employers · ' · · · · 26.4 7 1 · 4 \'\ 
Employees 38.9 52.3 8.8 
Self-employed 27.5 69.5 3.0 
Pensioners 32.9 64.9 2.2 
Miscellaneous 31.2 62.9 5.9 
Total 33.1 61.4 5.5 

B. By Geographic Situation 

Athens 39.1 54.4 6.5 

S a l o n i k a 37.2 55.7 7.0 
Cities 30,000-80,000 30.0 65.5 4.5 
Cities 10,000-30,000 22.0 14.2 3.8 
Total 33.1 61.4 5.5 

S o u r c e : Statistical Service of Greece, Household Survey 
Carried out in the Urban Areas of Greece during 1957/ 
1958 (Athens, 1961), pp. 112, 139. 

6) Limited Alternatives for Investment. Part I of 
the present book has set forth in detail the reasons for 
the limited choice of lines of investment confronting the 
private person in Greece. Needless to say, this is parti
cularly true of the investor of relatively modest means. 

7) Income and Demand for Housing. Economists 
are familiar with the tendency for the demand for quan-
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tity and quality of housing to increase with increases 
in income. Indeed through a very large range the in
crease is more than proportional; the demand elasticity 
seems to be about I.2.16 

8) The Devaluation of the Currency in 1953 and 
Dishoarding. The bitter experience with the wild in
flation of the war and postwar periods, gave rise to 
hoarding of hard currencies and gold. By contrast, the 
currency devaluation and the doubling of the purchasing 
power of foreign currency and of gold resulted in a 
strong stimulus toward dishoarding; and the acquisition 
of houses and building sites presented the most avail
able channel of investment. That'precisely this kind of 
investment was preferred for money flowing out of 
hoards, is explained by the conjunction of other sources 
of the demand for housing with the generally limited 
opportunities for investment. Dishoarding was most 
important at the beginning of the period under review, 
and will eventually become negligible. 

9) Minimal Risk and Immunity from Instability 
for New Savings. Investments in sites and buildings 
presuppose a very modest amount of «external eco
nomies» and require very little entrepreneurial ability. 
With investments of this type it is not difficult to know 
the market; knowledge of this sort is available to large 
segments of the population. In time of inflation the 
acquisition of real estate offers a combination of safety 

16. The computation of the elasticity of demand for housing, 
distinguishing quantitative and qualitative aspects, is not 
statistically feasible. Even for the quantitative aspect statistics 
are not available. We have taken as an indicator of demand for 
housing private investment in housing at constant prices and 
have assumed a linear relationship of it with disposable income. 
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and prestige with earnings. Despite the fact that in 
recent years monetary stability has again been achieved 
in Greece, this factor remains operative, because of the 
recollection of inflation, although with decreasing force. 

10) Profitability and Appreciation of Building Sites. 
The high profit rate on investment in housing, which 
has been estimated at 8.5 to 9 per cent annually, has 
exercised a strong stimulation on the building of 
dwellings, though there is now a tendency toward 
declining profits. It was the scarcity of housing and the 
postwar control of rentals which forced up the rates on 
the free market and assured a high level of profitability. 
The role of profitability was intensified by the continu
ous appreciation of land. Indeed, through a certain 
range, high profitability and high land values increased 
in a mutually reenforcing fashion. But this circularity 
of causation also drew investments in housing into the 
process through the prospect it offered of sharing in the 
appreciation of the building site. Gradually this sort 
of cumulative action fell off, and the profitability of 
real estate investment somewhat declined.17 

The high profitability rate was tied up with the 
demolition of large areas of two story dwellings in 
Athens. The appreciation of building sites virtually 
forced the wrecking of these houses and the construc
tion of multiple story apartment buildings. Qualitatively 
this played a large role in house building in the capital 

city. 
11) The Small Import Content of House Construc

tion. Outside of Athens and Salonika, dwellings are 

17. The dependence of investment in construction upon the 
profit rate cannot be statistically demonstrated because of a lack 
of a reliable time series on profits in the period referred to. 
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chiefly constructed from clay bricks and tiles. In these 
cities, the chief building materials, aside from wood, 
which have to be imported, are cement, bricks, lime 
glass and some steel—all of which are produced within 
the country. Consequently, the building boom was not 
significantly affected by the various limitations on 
imports. 

12) State Housing Policy. In the years following the 
Second World War and the civil war, a policy of ex
panding house construction seemed to be dictated 
by: 1) the prevalent shortage of housing; 2) widespread 
unemployment and; 3) the desirability of combatting 
hoarding. Certainly, besides the obvious fact of the 
housing shortage, unemployment played an important 
role; one writer declared: «If it were possible for us to 
double the building activity, the problem of unemploy
ment would be solved.»18 On grounds of the psychology 
of broad masses of the population (to whom the safety, 
profitability and dishoarding effect of housing construc
tion were important), housing seemed to be a most 
attractive field for government action. 

Government measures on behalf of housing included, 
on the one hand, public construction and, on the other, 
measures to strengthen market forces. The public sec
tors embraced housing for refugees, earthquake suf
ferers, those adversely affected by the war, laborers, 
army officers and peasants; and construction for these 
various purposes was controlled by a number of separate 
divisions and agencies of the government. For the 
period 1954-1961, state participation in housing con
struction did not exceed 9 per cent of the total. Housing 

18. K. Barbaressos, Report on the Economic Problem (Athens, 
1952), p. 241. 
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for persons suffering losses from war and earthquakes 
absorbed by far the largest share of this; construction 
for laborers did not amount to more than 6 per cent 
of gorvernment construction. 

To promote private construction of housing, a law 
was passed in 1947 (called «Κ H Psiphisma») which 
totally exempted from taxation the income from dwel
lings built between January 1, 1945, and December 
31 1952 and income received between 1947 and 1955, 
and which exempted in part the income from such dwel
lings received between 1955 and 1960. Until 1954 this 
measure probably had some real effect, but not there
after because of the stipulations of the law. 

The expansion of housing construction was indirect
ly and probably unintentionally promoted by rent 
control. After the Second World War, following the 
example of most European countries, Greece introduced 
a comprehensive regulation of living quarters in order 
to reduce speculative manipulation. It pertained to all 
dwellings already rented in January 1945. A rent-
controlled house can only become decontrolled through 
payment of damages to the tenant and the wrecking 
of the house. Rent control operated in a positive fashion 
upon private house construction, since — in combination 
with the scarcity of housing — it forced the rentals 
upward. The high rates of profit on housing favored the 
liberation of property from rent control through pay
ment of damages, demolition and new construction. 

In the past 4-5 years, there has been a change in the 
objectives of the state's housing policy. The view has 
come to prevail that devoting 40 per cent of the total 
capital formation for investment to housing is not 
desirable. Therefore a throttling down of house building 
activity came to be regarded as desirable, and a law 
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(4242/62, passed in 1962) gave expression to this con
viction. Prior to that, the value of a dwelling for pur
poses of taxation was determined as the price at time 
of transfer. In this situation, the tax rate was 13 per 
cent. But one could evade a part of this tax by purchas
ing a half finished dwelling and by computing the tax 
due upon the (naturally lesser) value of this dwelling. 
By the new law, the tax liability had to be computed 
on the basis of the value of the completed dwelling, 
regardless of the stage of fabrication reached by the 
time of transfer. Building constructors regarded this 
measure as a prime instrument for choking off the house 
building boom. But the law did not in fact seem to pro
duce this consequence. 

The high cost of construction is the foremost cause 
of the housing shortgage. Thus far the government has 
taken no measures to lower these costs. 

D. The Present Extent of the Deficit in Housing. 

Estimates of the accumulated shortages of housing 
in Greece differ from one another considerably, pro
bably because of the unsatisfactory character of the 
statistics. We shall adopt the estimate of the Ministry 
of Public Works, which estimates that the population 
density per room is 3.07 for the bx/2 million Greeks in 
the lowest income bracket. If we take as a desirable 
maximum density 2.00 persons per room, the deficit 
of living quarters amounts to 350,000 dwelling units. 
Other officiai agencies have estimated a much higher 
deficit.19 

Despite the fact that something in excess of 40 

19. The Ministry of Coordination places the housing shortage 
at 450,000 units. 
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per cent of available investment funds has gone into 
housing, the housing problem remains unsolved. In 
part, this is due to the uneconomic use of available funds 
within the sphere of home construction. For example, 
in the public housing construction sector, the lack of 
coordination and the presence of numerous institutions 
are responsible for the frequent irrational expenditure 
of public funds. Choices of building site and plans often 
appear to have been arbitrary. The lack of coordination 
appeared dramatically, for example, after the earth
quake catastrophes in Volos and Thesally in 1955. No 
agency of the government was able to present a coherent 
plan for restoration of these areas, and the responsibility 
had to be turned over to the army. 

In the private sector, the high proportion of one-
room dwellings and the creation of luxury housing 
reveal an unsatisfactory outcome of investment. 

Building even a passably good home is generally 
possible only for the moderately well-to-do. Thus a 
two room dwelling for a four person family costs 14 
times the average yearly income per capita and six 
times the average income of the industrial laborer.20 

Cost of this sort, in conjunction with the almost complete 
lack of credit institutions in the field of construction, 
have led either to quite primitive building for lower 
income families or to luxury houses for the upper income 
brackets. It has been calculated that in Athens and its 
immediate environs alone, 50 million drachmae annually 
have been practically wasted on such primitive housing 
that it falls below the level of decent sanitation from 

20. S. Geronimakis, Distribution of Income and Employment 
in Greece, (Athens, 1962), p. 12. 
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TABLE Vili - 7 
Dwellings Occupied in Completed Buildings, 

by Number of Occupants and Rooms 

Dwellings with Occupants 
Greater Dwellings · 
Athens Total 1-2 3-4 over 4 

Number of dwellings .. 98,000 25,000 45,900 26,900 
Thereof with : 
l-2rooms 37% 37% 38% 22% 
3 . 4 49 42 48 55 
more than 4 rooms . . . . 14 5 14 23 
Total 100 100 100 100 

S o u r c e : National Statistical Service of Greece, Construction 
and Housing in Urban Areas, Sample Survey, 1958, 
(Athens, 1962), p. 31. 

the beginning.21 A statistical indication of the unsati
sfactory state of housing, despite the great building 
boom of the past decade, is given in the above figures. 

Despite the obvious pressure of population on space 
in a great metropolitan area, 26 per cent of the 98,000 
dwellings in Athens housed from one to two occupants, 
and of this category 47 per cent lived in two or more 
rooms per person. 

E. Tourist Trade and Business Construction. 

The development of the tourist trade through the 
building of hotels, bugalows, inns and the like, as well 
as the construction of business blocks, is to be under-

21. J. Heuer, Wohnungbau und Wohnungswirtschaff in Griechen
land - Struktur und Tendenzen: Studien an einem kontinental-
europaischen Entwicklungland, (Koln-Braunsfeld, 1962), p. 49. 
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stood from the preponderance of such services in the 
economy of Greece. Building for the tourist trade in its 
many ramifications and the construction of business 
blocks, taken together, constitute the second largest 
building sector.22 

TABLE VIII - 8 

Number of Newly Opened Business Premises 

1956 1957 1958 1959 I960 Years 

No. of businesses 12,797 10,676 12,102 12,432 12,419 

S o u r c e : Society of Greek Architects, Data on Greek House 
Construction, (Athens, 1962), p. 14. 

The course of development of business construction 
probably parallels the volume of newly established 
firms; it naturally depends on the general evolution of 
economic activity and of transactions. 

F. Factory Building. 
The development of construction for manufacturing 

industry in recent years appears in Table VI11-3. It 
has experienced a rapid acceleration, but does not 
amount to more than two per cent of the total of build
ing activity, despite the founding of 4,521 industrial 
undertakings in the decade 1950-60.23 

The largest single year in this type of construction 
was 1951, which was accounted for by war damages and 
the subsequent resumption of economic activity. 

22. See Table VIII - 3. 
23. Society of Greek Architects, Data on Greek House 

Construction, p. 14. 
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2. The Financing of Construction. 

A. Housing. 

The predominance of private enterprise in house 
construction, the building of homes by the owner for 
his own occupancy, the absence of a functioning capital 
market — these are characteristics of the Greek housing 
industry which account for its peculiarities as to both 
the sources and the methods of financing. 

1) Sources of Finance. The following figures permit 
a comparison of Greece with a number of other countries 
concerning the sources of funds for house building. 
Private funds, either of a personal sort or arising from 
private credit institutions, greatly predominate over 
public moneys generally in those countries where the 
private enterprise system prevails. In Greece it is 
personal funds alone which prevail. 

Private finance going into house construction arises 
from saving from current money income, from the sale 
of real assets, from direct investment «in kind» on the 
farms and from dishoarding of foreign currencies and 
gold, although the last factor is now of diminishing 
significance. An American housing expert, after research 
undertaken for the National Mortgage Bank in 1955, 
concluded: «It seems that the largest part of private 
housing construction is financed entirely by savings of 
the individual family, whichhas held them hidden in 
stockings and will use them only for the building of a 
new dwelling or the renovation of an old one».24 An ac
curate accounting of the amounts hoarded is, of course, 

24. J. Grain, The National Housing Policy of Greece, National 
Mortgage Bank, (Athens, 1955). 
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not possible, but it is generally believed to have been 
enormous.25 

Funds originating abroad and flowing into house 
construction in Greece come principally from Greeks 
emigrating from Egypt and Istanbul. They consist, 
furthermore, of savings from Greeks residing in foreign 
countries, chiefly in the Congo and the United States. 
In the period 1957-59, in Greater Athens alone, from 
20 to 25 per cent of the number of new dwellings was 
purchased by Greek residents abroad.26 In the most 
recent years, private foreign capital has tended to 
flow into real estate, especially into building lots. From 
Table VIII—10 can be seen the share of foreign capital 
which went into house construction and the purchase 
of building sites from 1958-1962. For the public con
struction of housing, the finance came from a consider
able number of budgetary sources. 

TABLE VIII -10 

Share of Foreign Capital Channelled into Construction 
and Building Sites, 1958-1962 

Year 

1958 
1959 
1960 
1961 
1962 

Housing 

40.8 
37.3 
49.5 
38.3 
43.7 

Building 
Sites 

10.2 
10.2 

5.9 
9.5 

10.7 

Total 

51.0 
47.5 
55.4 
47.8 
54.4 

S o u r c e : Bank of Greece, unpublished data. 

25. B.P. Jenks, The Greek Housing Situation (Athens, 1957), 
p. 45. 

26. Bank of Greece, Elliniki Oikonomia to Etos 1959, (Athens, 
1960), p. 131. 
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2) Methods of Finance. In the general sphere of 
private construction of housing, the use of money 
capital is reduced to a minimum by two devices. By 
one method, the building entrepreneur gives or promises 
to the owner of the site one or more apartments, ac
cording to the value of the site. After the building permit 
has been issued and the building plans are drawn up, 
the builder then proceeds to sell the dwellings to be 
built against an agreed-upon down-payment. On the 
basis of these initial payments, the builder can then pro
ceed with the construction, without additional financing, 
which is very welcome to him because he is independent 
of the banking system and the regulations imposed on 
it by the Currency Committee. This method of financing 
is also welcome to the purchaser, since it provides for 
installment buying and also allows him to plan his 
living quarters according to his personal tastes. It 
seems clear that this method of obtaining the funds for 
house construction has grown up because of the high 
rates of interest on the free capital market and the 
limitations of the Greek capital market. 

In rural districts another method of informal financ
ing obtains. The owner assumes responsibility for the 
building, covering the minimal needs for materials and 
equipment, and performing with the help of friends and 
relatives most of the construction. Here again the capital 
market is avoided. 

In Greece there is an almost complete absence of 
institutions specialized in the real estate credit and 
mortgage field. Capital for building is lent on the free 
market only at such usurious rates that borrowing is 
seldom resorted to, and then only for short periods. 
Existing credit institutions, such as te Nhational Mort
gage Bank, the Deposits and Loans Fund, the Com-

223 



mereiai Banks and the Postal Savings Bank, have 
for some years now extended loans for constrqetion in 
limited amounts. The National Mortgage Bank is the 
most important institution for financing construction 
work in Greece. This institution grants housing credits 
to the extent of a maximum amount of $3,500, as 
established by the Currency Committee. The borrower 
must further own buildings valued at three times the 
amount of the loan. These buildings must be mortgaged 
as security for the loan. The credit is granted for a 
maximum period of ten years at an interest rate of 
8 per cent.27 At such terms there are, of course, only a 
few applicants, and they are to be found among the 
well-to-do. Thus, the Mortgage Bank in the years 1954-
1962 granted only 13,158 private credits. This repre
sents 4.2 per cent of the total of private houses built 
during the same period. The significance of the National 
Mortgage Bank with regard to financing the building 
of houses becomes even less than the above-mentioned 
percentage, if one takes into consideration the average 
amount of the granted credits. The 13,158 credits 
provided during the period had an average value of 
only $1,770. This amount covered approximately 1/3 
of the value of the dwellings financed. 

With respect to public construction of housing, we 
have noted that this activity has been limited to the 
relief of war damage and earthquake suffering. Quanti
tatively more important than public construction is the 
extension of long-term loans (10-20 years) by govern
ment agencies at rates from 4 to 7 per cent to authorized 

27. The interest rate was 9 per cent until 1961; from 1962 
the rate was reduced to 8 per cent. 
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borrowers. Public loans covered 27 per cent of the 
number of newly constructed dwellings in 1957. 

B. Tourist Trade. 

Although the tourist trade is preponderantly a priv
ate business, it is, because of its constantly increasing 
importance for this country, also the building sector 
most favored by public construction. The tourist trade, 
in all its aspects, such as the building of hotels, bunga
lows, inns, etc., is granted credit financing mainly by 
EDFO and the Deposits and Loans Fund. 

During the period from August 13, 1954, to Decem
ber 31, 1962, credits were granted by EDFO for the 
construction of hotels covering an amount of $20 
million — that is 20 per cent of the total credit financ
ing provided by EDFO in the period. Sixty per cent of 
the credits granted for the construction of hotels were 
spent in the area of Athens, and 40 per cent were made 
available for the building of hotels in the rest of the 
country. However, during the last year a change oc
curred in credit restrictions in the Athens area, as a 
result of which a larger proportion of hotel credits were 
extended to the rest of the country. With respect to 
terms, until 1959 EDFO granted credits for the construc
tion of hotels only with the guarantee and intervention 
of the commercial banks; since 1959 this organization 
has also been granting credits directly to private in
dividuals. Of the amount of $12 million in credits 
authorized during the period in the Athens area for 
the construction of hotels, $9 million were granted 
through the commercial banks and $3 million directly 
to private firms. In the rest of the country $3 million 
were granted through the banks and $5 million directly 
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to private concerns. The time limit for such credits 
fluctuates between 10 and 15 years, and the interest 
rate is 5.5 per cent for Athens and 5 per cent for areas 
outside Athens. 

From the year 1959, the Deposits and Loans Fund 
began to provide loans for the building of hotels, and 
this financing has increased considerably. During the 
period 1959-62 this institution granted credits amount
ing to $2,697,633 for the building of hotels, of which 
20 per cent were made available for the building of 
hotels in the area of Athens and 60 per cent for the 
construction of hotels in other areas. A maximum time 
limit for such credits is 20 years, and the interest rate 
is 7 per cent for Athens and 6.5 per cent for the rest. 

3. Construction and Economic Development. 

Just how much has the great wave of construction 
in Greece contributed to the economic development of 
the country? There can be no denying that Greece in 
the early 1950's had a deficiency in housing measured 
by almost any acceptable European standard; indeed 
the deficiency still persists, as we have seen. But the 
merits of any line of investment cannot be put in ab
solute terms; it is all a matter of priorities, and from 
this angle the housing boom does not come off well, 
nor does construction in general. 

In the first place, it seems very generally to be ad
mitted that economic development cannot be made a 
pure matter of average income per capita, but that it 
should embrace an ethical quality. If a decrease of 
inequality is not implied, at least the development pro
cess should not make matters worse. In Greece, al
though there is no way of measuring the effects of invest-
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ment in housing, it seems that it has not contributed 
toward greater equality and may have made matters 
worse. Some nouveaux riches must have come from the 
fact that the profitability rate of construction firms 
and related industries, such as building materials, was 
around 12 per cent for the period 1957-1961, compared 
to 7,6 per cent for all other industrial sectors.28Another 
factor is the rise of the cost of housing from 46.9 to 
330.0 from 1950 to 1958, while the index of the cost of 
living rose from 84.5 to 142.5.29 While owner occupancy 
prevails - as we have noted - to the extent of 70 
per cent, the remainder may to a considerable extent 
be the less well-to-do tenants paying rent to the more 
well-to-do landlords; for them this differential movement 
of prices involved an increase of inequality. Finally, 
from 1955 through 1961, more than 42 per cent of all 
new dwellings in Greece were built in Athens. This is 
not only the result of unequal income distribution geo
graphically, but may very well contribute to its in
crease. These facts cannot be regarded as proof that 
the housing boom has accrued more to the benefit of 
the well-to-do than to others, but they are indicators 
of a probable fact. 

If this is the case, then it must also be said that the 
wave of construction of dwellings could not have made 
an important contribution to economic progress through 
its favorable effects on worker productivity. 

Thirdly, one might ask whether the construction 
industry has not made an important contribution to 
employment. Table VIII - 11 shows the significance 

28. Confederation of Greek Industrialists, The Greek Industry 

for 1959-1961 (Athens, 1960, 61, 62). 
29. Bank of Greece, Monthly Bulletins, various issues. 
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of the construction industry and its dependent sectors 
with respect to the employment problem. 

The above table makes it clear that 3.7 per cent 
in 1951 and 4.9 per cent in 1961 of the total employed 
labor force were absorbed by the construction in
dustry and its dependent sectors. Thus the benefits 
obtained by the construction industry are not in
significant. However, the construction industry, due 
to its transient effects on employment and the serious 
fluctuations it causes among construction industry 
employees, cannot in fact fundamentally contribute to 
the solution of the employment problem. It is apparent, 
furthermore, that the employment problem is to be 
solved properly by a general industrial advance and not 
by any one industry, particularly one which is overex-
panded already. 

In the early portion of the present chapter, we have 
shown that very large proportions of the Greek net 
national product have gone into the construction indus
try, particularly housing. Indeed, as we have seen, in 
the housing industry Greece heads the list among a 
sample of a dozen developed and underdeveloped 
countries. Judging by other countries, there has been a 
disproportionate amount of investment in housing, 
which is generally to be accounted a consumers' good, 
not a part of the productive apparatus of the country. 

Great emphasis has been put in the present chapter 
upon the causes of the great housing boom. This 
emphasis has been a matter of deliberate design, 
for it shows very dramatically how numerous and how 
deepseated are the factors in the Greek economy which 
tend to funnel such large sums into a destination which 
promises to make a small or even negligible addition 
to economic growth. The enumeration of the factors 
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determining investment in housing seems to show that 
a certain proportion of the funds represents saving 
which is done specifically for this purpose, and other
wise might not be done. But to the degree that profit
ability, enterprise risk, and other similar factors play 
a role, the possibility is given for a re-direction of the 
investment into other channels. 

The disproportionate investment in housing is not 
to be solved, however, by contractive or repressive 
measures of a monetary, fiscal, or other character, 
however necessary some of these may be to prevent 
an even greater flow of capital into building. The re
medies must lie in a positive direction: 1) in increasing 
the number and attractiveness of other - particularly 
industrial - investment and, 2) in increasing the effecti
veness of the institutions of the capital market which 
are responsible for the transmission of savings into 
productive investment. Thus our examination of the 
construction industry serves to underscore the impor
tance of favorable demand conditions for industrial 
capital and of a well functioning capital market, if 
Greece is to achieve a satisfying tempo of industrial 
development. 
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C H A P T E R IX 

FOREIGN TRADE AND GREEK 
INDUSTRY 

1. The Greek Economy prior to the Stabi
lization of the Drachma. 

Any discussion of Greece's post-war export perform
ance must distinguish between the period when eco
nomic progress was merely a necessary supplement to 
the military and security activities of the state and the 
following period, when economic resources and policy 
were devoted to the solution of economic problems. 
Although World War II ended in 1945 for most of 
Europe, Greece continued to experience the ravages of 
warfare with the outbreak of the guerilla war in 1946, 
which lasted until late 1949. Whatever reconstruction 
was accomplished by 1950, was largely in the form of 
facilities to support the national military effort. American 
aid, while impressive in size, had to be diverted to direct 
relief rather than to reconstruction and development. 
In 1949 some 700,000 persons, or almost 10 per cent 
of the population, were awaiting resettlement to their 
devastated villages, a process not completed until 
1951. Almost a third of the population was either wholly 
or partly dependent on state aid. 

The dislocation of the national economy left Greece, 
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at the beginning of the 1950's,with inadequate domestic 
production of basic foodstuffs, a chaotic state of public 
finances, a paralysis of the money and credit structure 
and an internal price level well above that of the rest 
of the world. Monetary instability was reflected in an 
acute balance of payments deficit which in turn was 
kept in check only by a system of rigid import and 
foreign exchange controls. 

Disorganization and the inflationary aftermath of 
war were the immediate problems facing Greek author
ities. More fundamentally, the Greek economy suffered 
from structural defects inherited from the pre-war 
period, which are now reflected in the fact that Greece 
has the lowest level of per capita income of any Common 
Market country. The low standard of living in turn led 
to inadequate domestic saving and a serious deficiency 
in public services, particularly in education. The pre
war economy was characterized by a high propensity to 
import goods, particulary basic foodstuffs which could 
not be produced economically at home.Exports consisted 
largely of five crops highly subject to international price 
fluctuations, while the only invisible receipts of any 
consequence were remittances from emigrants and sea
men. Tobacco alone accounted for half the value of 
exports in 1938. Domestic industry as well as agricul
ture were highly protected and, hence, relatively un
productive. Germany had been a major market for 
Greek products on a bilateral trade basis, and the loss 
of this market seriously accentuated the post-war 
balance of payments problem. 

The problems of inflation and the balance of pay
ments are closely related. While impressive rates of 
growth were achieved under inflationary conditions, 
this growth could not be sustained over the long run, 

234 



as investment decisions were distorted and real savings 
discouraged. Through 1953 the increasing overvaluation 
of the drachma was disguised by a system of premiums 
and subsidies, together with tight internal controls. 
One author estimated that the price of basic imports 
was directly subsidized to the extent of 50 per cent.1 

With the decision to adopt a disinflationary policy in 
1951,the budget deficits were greatly reduced by curtail
ing government spending. At the same time, American 
aid was sharply cut, thus limiting the amount of coun
terpart drachmae, which could be devoted to investment 
spending. Strict credit and import controls were im
posed. 

The turning point was the devaluation of the drach
ma in April 1953, which established a rate of 30,000 
drachmae to the dollar instead of 15,000. The currency 
was redenominated, so that in effect one dollar became 
the equivalent of 30 drachmae, the present rate. With 
internal demand under control, exchange controls were 
relaxed and import largely freed, except for customs 
duties. The balance of payments prior to the devaluation 
reflected the success of internal policy in controlling 
inflation. The current account deficit of the balance of 
payments fell from $324 million in 1951 to $102 mil
lion in 1953, largely as a result of reduced imports. 
This improvement was made possible by the checking 
of internal demand and the rising output of basic 
foodstuffs in Greece. 

In the industrial sector, production returned to 
prewar levels by 1950, since most plants were located 
in the Athens-Piraeus area where relatively little 

1. C. A. Munkman, American Aid to Greece (New York, 1958), 
p. 77. 
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damage occurred. Until 1953 industry operated under 
the protection not only of high tariffs but also of strin
gent import controls on competing manufactures. Coup
led with a limited number of competitors in most branch
es, this situation provided little incentive to improve 
methods and lower prices.2 In this period the major 
obstacle to further industrial expansion was seen by 
American officials to be the lack of cheap and plentiful 
power.Accordingly, much stress was placed on the major 
investment program in hydroelectric plants. While a 
basic precondition for industrialization, the availability 
of power does not in itself insure the most desirable 
type or pattern of industry. By 1956, when the rise in 
internal prices had offset to a considerable extent the 
effect of the devaluation, the Greek textile industry be
gan to lay off workers. Domestic industry demanded and 
received increased tariff protection.3Attempts to provide 
industrial capital through the aid programs also achieved 
at best limited success. In 1949 the Central Loan Com
mittee was established with the object of relieving the 
shortage of capital. It was financed with U.S. drachmae 
and dollar funds. This agency contributed in some 
measure to industrial growth, but it was later criticised 
as providing a way for borrowers to withdraw their 
own capital from risky industrial ventures. Further, 
repayment schedules were not adhered to, with the 
result that much of the capital was in effect lost. 
Finally, loans had been expressed in dollar equivalents 
with the borrower taking the exchange risk. The 

2. William H. McNeill, Greece: American Aid in Action, 
1947-1956 (New York: Twentieth Century Fund,1957), pp. 54, 55. 

3. Ibid., pp. 79, 80. Also Bank of Greece, Report for the Year 
1956, (Athens, 1957), pp. 42, 43. 
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devaluation of the drachma made repayment impossible 
for many borrowers. The Central Loan Committee was 
succeeded by the Economic Development Financing 
Organization.4 

In the following sections the growth of industry in 
the 1950's will be further explored, with particular em
phasis on the pattern of investment and the resulting 
effect on exports. It will be shown that, although in
dustrial investment and growth were substantial in 
this period, industry was oriented towards the restricted, 
relatively high-profit domestic markets rather than 
towards exports. The latter would provide a true test 
of competitiveness, and upon it largely depended the 
employment, income and balance of payments ob
jectives of the national plan. 

2. Savings and Investment since 
the Currency Stabilization. 

Viewed in terms of aggregates, the Greek economy 
in the period since the termination of hostilities contains 
elements of spectacular success and progress. An average 
annual growth rate of 6 per cent was achieved in real 
terms, stability was restored to the drachma and the 
overall balance of payments was no longer a limiting 
factor to the prosecution of private and public develop
ment plans. Basic to the generation of high growth 
rates in the gross national product is the rate of savings 
and investment, although so called «real» factors can 
often be decisive, as was pointed out in Part II. 

4. McNeill, op. cit., p. 53, Appendix 5. 
Also, Munkman, op. cit., pp. 144-151. 
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Savings may be generated internally from both the 
government and the private sectors, and savings may 
come from abroad either as economic aid or in the 
form of foreign investment.» In 1950, 80 per cent 
of the savings came from abroad, mostly in the form of 
US. aid. By 1960 the foreign share of savings was 
down to 12 per cent. The most significant development 
was the rising rate of private domestic savings. These 
rose (1954 prices) from 1.4 billion drs. in 1950 to 10.4 
billion drs. in 1961, or from 3.5 to 12.2 per cent of the 
gross domestic product, (value of imported ships ex
cluded). . 

Savings in adequate amounts are a crucial require
ment for the achievement of high rates of growth. 
Equally important is what is done with national savings. 
It is here that the aggregates disguise fundamental 
weaknesses in the pattern of growth, in terms of the 
planned solutions to the structural problems of in
adequate incomes, low levels of employment and the 
worsening current account of the balance of payments. 
An analysis of the pattern of investment in Greece in
dicates that the proportions between public and private 
investment have changed little since 1950, with public 
investment accounting for 37 per cent of total invest
ment. An analysis of the distribution of investment by 
sectors is even more instructive. The combined sectors 
of transport, communications and dwellings ac
counted for 50 per cent of gross fixed capital formation 
in 1950 and 53 per cent in 1961. Manufacturing, which 
accounted for 19 per cent of gross fixed capital formation 
in 1950, declined to 10 per cent in 1961. In absolute 

1. See Chapter I for a detailed analysis of savings and in-

vestment. 
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value terms, investment in manufacturing was lower 
in 1961 than in 1958. 

In 1962 total public and private manufacturing and 
mining investment rose substantially, for the first time, 
by 65 per cent; private investment in mining and 
manufacturing rose by 44 per cent. A detailed analysis 
of this development is not yet available, but in part it 
is probably related to Greece's entry into the Common 
Market. In addition, the figure for private investment 
may include some large outlays for semi-public agencies. 
Preliminary reports for 1963 indicate that the rate of 
increase of private fixed capital investment did not 
continue. 

Even with this sharp rise, manufacturing investment 
in 1962 still accounted in total for only 14 per cent of 
total fixed capital investment and is a significant dis
tance from the five year plan goal of having total 
industrial investment amount to 21 per cent of total 
investment by 1964. 

Agriculture has had steadily increasing sums devoted 
to it, principally in expensive irrigation works. By 1962, 
16 per cent of gross fixed capital investment was 
being spent on agriculture. 

These statistics reveal that the decline in the rate of 
growth of national product in recent years relative 
to the earlier period, may be attributed in part to the 
increasing proportion of investment in relatively low 
return projects. In other words, investment has been 
too heavily concentrated in high capital-output ratio 
projects. In manufacturing, where relatively little capital 
is used in relation to output, investment has lagged. 
In housing, where large investment is needed in relation 
to output, a large proportion of investment is still to 
be found. Agriculture also requires relatively huge in-
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vestment in relation to output. Thus the returns in 
terms of increased agricultural output will be relatively 
slow in coming, however necessary the irrigation works 
may be, in order to change crop types and increase 
agricultural incomes. This situation contrasts with that 
in the early 1950's, when small investment in agriculture 
yielded high returns. 

Many positive goals were achieved in the past 
decade or more since stabilization. Much of the basic 
infrastructure necessary to further advances has been 
created or is under way, thanks to the heavy public 
investment programs. On the other hand, investment 
has lagged in manufacturing, the sector which is relied 
upon to provide a high proportion of the new jobs, 
to raise productivity and incomes and to provide the 
exports to achieve balance of payments equilibrium. 

3 . Production and Exports. 

It is in the field of exports that the weaknesses of 
the Greek industrial structure are most clearly illus
trated. The failure of Greek manufactured exports to 
penetrate external markets is indicative of the state of 
entrepreneurship and the existence of conditions un
favorable to the creation of a healthy, competitive in
dustrial structure. 

For purposes of exposition, we may divide the years 
1950-1963 into four periods, from the point of view of 
exports and production. 

A. First Period: 1950-1953. 

The first period, extending from 1950 to 1953, was 
marked by the return of internal production to pre-war 
levels for a number of crops. Thus wheat, feed grains, 
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tobacco, olive oil, wine and figs reached or somewhat 
exceeded pre-war production levels by 1953. Cotton 
and citrus-fruit production was greatly expanded over 
pre-war levels and these crops began to be exported 
before 1953. Currants did not recover either in output 
or in exports. Some new crops, such as rice, were intro
duced. In general, this was a period when large gains 
could be made in output through relatively small ex
penditures for fertilizers, better seeds, machinery and 
improved technology. Existing land and labor resources 
could show relatively large gains from small invest
ments. Three-quarters of the exports consisted of to
bacco, currants, raisins and a few other agricultural 
products; the remainder was largely composed of raw 
materials such as ores. Manufactured exports were 
virtually non-existent. Generally, exports did not show 
much progress; the over-valuation of the drachma made 
their sale difficult without subsidy. 

B. Devaluation. 

The devaluation of the drachma in 1953 may be 
taken as the turning point in post-war economic history. 
Through a coordinated use of fiscal and monetary 
policy, inflation and a dangerous balance of payments 
deficit were brought under control and the groundwork 
was laid for a more fundamental transformation of the 
Greek economy. The devaluation of 1953 and the 
measures taken to restore monetary stability led to 
a considerable rise in confidence in the currency. 

With the relaxation of import controls following the 
devaluation, imports rose from $236 million to $492 
million in 1958. Tightened credit controls caused some 
reduction in imports in 1959, but the rise was resumed 
thereafter. Exports rose from a low of $85 million in 

241 

16 



1950 to $242 million in 1958 and were relatively stagnant 
until 1960. Exports, as will be shown, are still highly 
concentrated in a few key agricultural crops, while 
imports are highly sensitive to changes in the levels of 
domestic income and consist of 75 per cent of non-
agricultural raw and semi-processed material as well 
as industrial manufactures. With a substantial widening 
of the trade gap, a renewed crisis in the balance of 
payments was avoided because of an apparent rise m 
invisible receipts from emigrant remittances, shipping 
earnings and tourism. Net invisible receipts rose from 
$30 million in 1950 to $208 million in 1960, and in 
1961 replaced exports as the principal source of foreign 
exchange earnings. 
C. Second Period: 1953-1957. 

The second major period was characterized by a 
rapid expansion of exports. From 1953 through 1957 
the current value of all exports rose by 3.2 billion drs. 
Of this, tobacco accounted for 1.5 billion drs., or almost 
half. A further 1 billion drs. represented other agricul
tural food products such as currants and olive oil. Over 
400 million drs. consisted of ginned cotton exports. 
The balance of less than 200 million drs. was about 
evenly divided between increased mining exports and 
increased manufactured exports, such as textile che
micals, paper and metal products. The devaluation had 
resulted in favorable export prices, while import prices 
in terms of drachmae were high. Subsequently, internal 
inflation through 1956 considerably reduced this price 
advantage to domestic producers. 
D. Third Period: 1947-1960. 

The third period was one of stagnation. Total ex
ports fell by some 500 million drs. to 6.1 billion, mainly 
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because of a decline of about 1 billion drs. in tobacco 
and food production. Had it not been for a rise, mainly 
in cotton exports, of over 300 million drs. (from a low 
level in 1957) and small increases in paper, metal pro
ducts, furniture and chemicals, the total decline would 
have been even larger. 

E. Summary of the Period 1950-1961. 

Despite the tendency of industrial investment to 
lag behind other sectors, over 13 billion drs. (at 1954 
prices) were invested in manufacturing in the decade 
of the 1950's. Already in 1950 manufacturing output 
had almost returned to pre-war levels and, in the fol
lowing ten years, manufacturing output doubled and 
electricity output tripled. This may be seen from the 
following table of manufacturing by major division, 
based on weights compiled from the estimated value 
of gross production in 1939 by the Federation of Greek 

Industry. 
Table IX-I indicates that the most rapidly expand

ing fields of manufacturing were electrical appliances, 
building materials, paper and machinery. However, 
these branches represented only negligible percentages 
of the total value added in manufacturing; according 
to a 1959 survey, the following four industries contribut
ed 51 per cent of the additional gross production; tex
tiles (18.2 per cent), foodstuffs (13.2 per cent), tobacco 
(11.8 per cent) and non-metallic minerals (7.6 per cent).6 

In order to fully appreciate the relationship between 
industrial expansion and manufactured exports during 

6. Bank of Greece, Monthly Statistical Bulletin, (May 1963), 

p. 88. 
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TABLE I X - 1 

Index of Industrial Production 

P e r i o d 1939 1950 1955 1960 

General 100 

Electricity 100 

Total 100 

Metallurgy 100 

Machinery 100 

Building Materials 100 

Textiles 100 

Foodstuffs 100 

Chemicals 100 

Leather 100 

Paper 100 

Clothing 100 

Wool 100 

Cigarettes 100 

Electrical Appliances 100 

110 

210 

100 

79 

82 

100 

107 

102 

90 

92 

118 

44 

82 

168 

152 

183 

405 

160 

186 

185 

286 

137 

160 

175 

123 

171 

76 

118 

178 

302 

258 

733 

210 

241 

322 

393 

169 

198 

200 

157 

322 

101 

173 

207 

631 

S o u r c e : Statistical Year Book of Greece, 1958, (for 1958). 

Bank of Greece, Monthly Statistical Bulletin, (Sep

tember 1961). 
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the 1950's, it is necessary to examine the structure of 
exports (stated in constant prices) in greater detail.7 

Despite the 13 billion drs. of total real investment 
in manufacturing from 1950 to 1960, total exports of 
manufactured goods rose only by some 226 billion drs. 
(in constant 1954 prices) from 1953 to 1961.8 Of the 
226 billion drs. increase, nearly 70 per cent represented 
textiles; that sector accounted for 18 per cent of total 
value added in manufacturing and its output rose by 
only 67 per cent from 1950 to 1960. 

A good part of the difficulty in increasing manufac
tured exports lies in the environment surrounding Greek 
industry, which has been described in earlier chapters. 
Until 1953 high tariffs and stringent import controls 
barred competition from abroad; there was thus little 
incentive to improve methods and lower prices. Since 
then tariffs have remained high, while advanced deposit 
requirements on imports and regulations on the length 
of suppliers' credits operate to favor domestically pro
duced items over imports. The state also gives a 30 
to 35 per cent preference to industrial goods produced 
locally. In an economy with expanding incomes and a 
high level of protection, industry has found fertile 
fields for expansion and profits at home. 

Another aspect of the problem is the structure of 
industry. Despite its growth during the 1950's, industry 
is still composed in large part of relatively small, closed 

7. I am indebted to Mr. Jeffrey Nugent of the Center of 
Economic Research for the figures on exports by category in 
constant prices, which were produced as part of his research 
work. 

8. These years were selected to avoid the pre-devaluation 
period and to allow for a lag between investment and a rise in 
output and exports. 
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familv enterprises, with a few large units which dominate 
their "particular sectors of activity. They are, with a 
few exceptions, unused to the rigors of competition and 
have little experience in exporting. Entrepreneurial in
itiative is not abundant and technical skills are in short 
supply. The incentive of the fixed time-table for ad
herence to the tariff schedule of the Common Market 
should provide a stimulus to Greek manufacturing enter
prise, since it has already produced important industrial 
reforms in other countries of the European Economic 

Community. 
An important barrier to the development of export 

industries, and indeed of any industry, in Greece is the 
difficulty of acquiring capital on reasonable terms. Ut 
the 5 billion drs. in industrial loans extended from 195/ 
through 1960, only 10 per cent was long-term financing 
of fixed capital, despite government tax and credit 
policies favoring these borrowers. 

Many industries have unsound financial structures 
by virtue of excessive reliance on short-term renewable 
bank loans. The capital market is in its infancy and has 
been principally developed through the medium of the 
Public Power Corporation, through government bonds 
which carry tax-free provisions, and, (until recently), 
through gold guarantees. In 1962 two important private 
industrial bond issues were floated, and more will be 
possible in the future. It would, however, take great 
optimism to expect to find the solution to the problem of 
industrial finance through the capital market m the near 
future. The government has provided some assistance, 
through the creation of the Economic Development 
Financing Organization, which grants long-term loans, 
and the Industrial Development Corporation, which 
participates in the share capital of domestic and foreign 
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enterprises investing in Greece. The possibilities for 
alleviating this problem by means of a large-scale inflow 
of foreign private entrepreneurship and technical skills 
will be discussed in the following chapter. 

F. Fourth Period: 1960 to 1964. 

So far we have identified three main periods in terms 
of production and export. The statistics appear to 
identify a fourth period, namely from 1960 to the 
present. Exports, after declining from 1958 to 1960, 
rose from 1950 to 1961, by 12 per cent, and by a further 
4 per cent in 1962 (at current prices). However, the 
increase has occurred mainly in three categories. In 
first place stand tobacco exports, rising from $72 mil
lion in 1960 to $81 million in 1961, though falling in 
1962 because of delays in shipments. Tobacco has 
enjoyed unusually high prices, and the government 
has permitted increased planting of it. Second, cotton 
exports increased by $8 million and $12 million in 1961 
and 1962 respectively, to a total of $39 million in 1962. 
Finally, fresh fruit exports rose from $11 million in 
1960 to $19 million in 1962. As in the past, manufactured 
exports lagged considerably behind the essentially 
agricultural ones. Exports of manufactured and hand
icraft articles rose from $7.8 million in 1960 to $11.0 
million in 1962.9 The most important part of this rise 
was in cotton yarn exports, going partly to the newly 
restricted United States market. Parenthetically, the 
$8 million net rise in the value of exports in 1962 was 
mainly due to a $10 million rise in exports to European 
Economic Community countries; of this the larger part 

9. Bank of Greece, Monthly Statistical Bulletin, (May 1963), 
pp. 68, 69. 
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was made up of fruits and cotton, with a relatively 
small rise in cotton yarn exports. The Soviet Bloc 
slightly increased its purchases of Greek products in 
1962 also, mainly in the three main products, while 
reducing imports of manufactured and mining products. 

Of these three main commodities, however, two of 
them - tobacco and cotton - merely regained export 
levels held several years ago. Only in the case of fresh 
fruits is it possible as yet to identify a new high point. 
We cannot, therefore, speak of a break-through from 
stagnation of exports, except in a very limited sense. 

4. Prospects. 

Why is so much stress placed on manufactured ex
ports? Is it not possible that Greece has a comparative 
advantage in the export of certain agricultural products 
and that further investment in the production of these 
will provide the basis for a satisfactory expansion of 
exports? Could not this, together with the clear rise in 
emigrants' remittances, tourism receipts and perhaps 
shipping earnings, adequately balance Greece's inter
national accounts after the heavy imports of the period 
of rapid development have occurred? Consideration of 
some specific examples will show that, unfortunately, 
neither the probable development of external markets 
nor the facts of Greece's economic structure can give 
much support to this view for the long run. 

Let us examine the case of tobacco. At the moment 
prices are favorable. However, from 1957 to 1961 Greek 
tobacco exports to the Common Market fell from 36,300 
tons to 22,900 tons, while total tobacco imports of the 
EEC rose from 177,800 tons in 1958 to 198,900 tons in 
1961. The product is subject to a long-run shift away 
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from oriental tobaccos. In addition, EEC purchases 
from Turkey, Bulgaria and Jugoslavia rose during this 
period. To be sure, Greece has received an important 
advantage in the form of an immediate 50 per cent cut 
in EEC tariffs on its tobacco, and the Italian and 
French State monopolies have agreed to maintain their 
purchases from Greece. Total tobacco exports in 1960 
were 60,000 metric tons, representing only an 11,000 
ton rise over 1938; even so, a considerable portion had 
to be disposed of through bilateral clearing arrangements 
with the Eastern Bloc. 

Currants and raisins are the second largest export, 
Greece producing about 25 per cent of the world output 
of these commodities. Neither of them, however, offers 
much promise of long-range gain. Raisin exports are 
higher than before the war; but Germany, formerly the 
largest buyer, has in recent years reduced purchases, 
while the United Kingdom has shifted to buying from 
Turkey and Australia. Exports of currants are still 
below pre-war levels. 

Cotton is a new crop for Greece and has become an 
important export. Nevertheless, Greece produces a small 
percentage of the world output, and from one-half to 
one-third of her exports depend on the Eastern Bloc 
as a market. Finally, fresh fruits, as will be shown, 
have a good potential for expansion even though, at 
the moment, quality and price problems force about 
one-third of her exports to the Eastern Bloc. 

Recently two studies, one by the Center of Economic 
Research and the other by A.D. Little, Inc., have dealt 
with the problem of exporting Greek fresh and processed 
fruits. The results of these studies may be briefly stated 
In the period 1954 through 1961, Greek fresh fruit ex
ports (mainly of apples, peaches, oranges and lemons) 
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rose from 34,000 metric tons to 187,000 metric tons. 
On the basis of present plans for land development, 
production of fruits and vegetables may rise by another 
70 per cent by 1970. The expanding markets of Northern 
Europe, particularly Germany, can be expected to take 
increasing quantities of fresh Greek fruits - assuming 
major quality and marketing improvements; of course, 
it is also clear that competitors such as Italy are also 
rapidly expanding output. 

For Greek vegetables, the export prospects are not 
bright, while the income elasticity of demand for such 
products is low in an under-developed country such as 
Greece.10 At present Greek per capita consumption of 
fruits and vegetables is the highest in Europe; produc
tion of fruit exceeds, and production of vegetables 
roughly equals, demand.11 With a limited population 
growth, the anticipated rise in output will not be absorb
ed domestically. 

It is the policy of the Greek government in the 
agricultural sector to reduce cereal output and to in
crease production of livestock, sugar, fruits and veget
ables. The policy emphasizes labor-intensive use of land; 
and fruits and vegetables require about six times as 
much labor and provide six times as much income per 
acre as do cereals.12 The government's long-range plan 
contemplates a reduction in total agricultural employ
ment and a more intensive use of presently under
employed workers. To take full advantage of the op-

10. Chester Mc Corkle, Jr., Fruit and Vegetable Marketing in 
the Economic Development of Greece, (Athens, 1962), pp. 51, 62-63. 

11. A. D. Little, Inc., Survey of Food Processing Industries in 
Greece, (Athens, 1962), p. 121. 

12. Ibid., p. 19. 
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portunities in agriculture, it is clear that a large part of 
the output will have to be processed before it is ex
ported.13 

In order to achieve a structural transformation of the 
economy, government planning primarily has emphasiz
ed industrialization for the long run. This was true in 
1950 when the High Board of Reconstruction published 
its four-year plan. It is still true in the government's 
recently revised five-year plan, which relies mainly on 
increased output and investment in the private manufac
turing sector to achieve its economic trargets by 1966. 
Industrial investment (largely private) is expected to 
rise by 25 per cent annually. 

As we have ssen, there is every reason to expect that 
savings will be adequate to finance this growth; the 
difficulty will be to channel savings into productive 
areas. By 1966 manufactured exports are expected to 
more-than-double, with an annual rate of increase of 
17 per cent, compared with an 8 per cent annual ex
pected rise in total exports. Failure to reach these 
targets in the industrial field would required downward 
revision of the forecasts with respect to the growth of 
national income, employment and the balance of 
payments. 

13. OECD, Memorandum on the Greek Economic Development 
Programme, (June 1962), p. 87. 
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C H A P T E R Χ 

COMMERCIAL POLICY AND THE 

PROTECTION OF INDUSTRY 

1. Back ground. 

Greece's commercial policy in modern times reflects 
two principal policies; first, to protect the balance of 
payments; and, second, to protect domestic industry 
from foreign competition. Each of these will be examin
ed, especially the second, which has been an important 
influence in shaping the size, organization and structure 
of Greek industry, as discussed in the previous chapters. 

The modern development of Greek industry may be 
said to date from the interwar period. Prior to 1920, 
the economy was based largely on agricultural and com
mercial activities, a significant sector of the population 
living at the subsistence level. Exports were limited to 
a few higly specialized crops, and industry grew out 
of basic food processing and handicraft production.1 

In the interwar period industry was given a large im
petus by a number of factors: the influx of a huge refugee 
population; higher internal population growth rates; 
the doubling of total crop land; territorial integration; 

1. See George Coutsoumaris, The Morphology of Greek In
dustry, Chapter 1; also Adam Pepelasis, et. al., Economic Develop
ment, (New York, 1961), Chapter 16. 
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all of these resulted in the growth of urban centers., 
public works, and commerce in general. The extensive 
land reform program led to more production of intensive 
commercial crops and to an increase in animal hus
bandry. As a result, the demand for industrial products 
grew. The influx of refugees contributed a new entre
preneurial and managerial class, and industrial pro
duction rose at an annual average rate of 5.5. per cent 
between 1923 and 1939. Government policy during 
this period was strongly protectionist as a result of the 
necessity of absorbing the refugees and (during the 
1930's) of protecting the balance of payments in an 
autarchic world. Industrial development understandably 
was in the direction of import substitution industries 
producing mainly light consumer goods. Daring the 
1930's a combination of import prohibitions and high 
protective tariffs provided formidable protection for 
domestic producers. After the war, until 1953, a system 
of licensing based on import quotas, designed to pre
serve scarce foreign exchange, was combined with the 
existing tariff structure. After the devaluation of 1953 
most quantitative restrictions were eliminated. 

2. Greece's Restrictive System. 

The system by which Greece controls the amount 
and type of imports which can enter the country, is a 
complex apparatus composed of interwar and postwar 
regulations which reflect changes in commercial policy. 
The system consists of tariffs, import licensing and 
quotas, import payment controls and preferential 
treatment of domestic industry in State purchases. 
These result in restrictions on trade even when none 
are intended. 
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The two basic laws governing the restrictive system 
are Law 5426 of 1932 and Legislative Decree No. 480 
of 1947. Law 5426 states that the importation of speci
fied machinery and spare parts is prohibited, except 
by special import license. Legislative Decree No. 480 
is more general and is aimed at coordinating the 
foreign trade activities of the State and private economy. 
It institutes a control over imports and exports in order 
to insure that the economy is supplied with certain 
necessities, to promote exports, and to use the national 
resources in the most efficient manner. 

The basic policy body for the control of imports is 
the Foreign Trade Board established under LD 480. 
This board is composed of the Minister of Coordination, 
the other economic Ministers, the Governor of the 
Central Bank and the Executive Director of the Foreign 
Trade Administration. With certain exceptions, im
ports into Greece are not generally subject to quantita
tive or exchange restrictions. In the main, the restriction 
of imports to a level compatible with the level of foreign 
exchange reserves is accomplished through monetary 
policy, credit controls and, in particular, regulations 
concerning the method of payment for imports. Pro
tectionist considerations are reflected in a variety of 
measures which will be discussed below. 

A. Import Licensing. 

The Greek system of import licensing recognizes 
four categories of imports: first, (the great bulk of 
imports) those subject to free licensing; second, (List 
A), certain luxury items, textiles, automobiles and 
parts and some foodstuffs1; third, industrial products 

1. Textiles and automobiles are in fact freely licensed. Pro-
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which are the same or similar to products produced in 
Greece (agricultural machinery, some types of pumps, 
and diesel and electric motors)2; fourth, commodities 
the import of which is reserved to the State for reasons 
of health, public interest or fiscal requirement (items on 
this list range from matches to wheat, feedgrains and 
petroleum products and include products of state 
monopolies3). 

The relative values of imports by categories for the 
year 1961 may be seen from the following table: 

Category Millions of % 

1. Free licensing '. 571. 6a 
2. List A imports 6 9 · l b 

3 . Imports of certain machinery 26.0 
4. State imports 4 7 · 4 

a) of which $136 million represent ships 
b) of which $30 million were subject to restrictive 

licensing. 
Items imported under category 4, including U.S. sur
plus agricultural products, are subject to rigid domestic 
price controls. 

From the discussion above it is clear that category 3 
is the only one concerned with the protection of domestic 
industry per se, and in some cases this list covers imports 
which are only remotely connected with domestic 

tectionist motives have caused the authorities to add some items 
to this list, though some have been later dropped. 

2. These are decided upon by the Minister of Industry upon 
advice of an Industry Council, which includes a representative 
of the Federation of Greek Industry. 

3. For a complete description of Greek import licensing and 
import payment controls see: Summary of Greek Foreign Trade 
Regulations, (National Bank of Greece: June 1963). 

256 



products. Thus gasoline engines may not be imported, 
even though they are not produced in Greece; the justi
fication is that some types of diesel engines are produced 
in Greece. The case of the Government-owned Agri
cultural Bank having the sole right to market fertilizers 
and insecticides in Greece, often represents an obstacle 
to the development of efficient agricultural and in
dustrial output; because of the higher-than-world 
prices charged to farmers, the use of fertilizers and 
insecticides is inhibited, although precisely the opposite 
effect was intended. In industry the only domestic firm 
producing copper sulphate was recently forced to cease 
production because the Agricultural Bank refused to 
buy its output at remunerative prices, preferring in
stead to buy from abroad at dumping prices. The Bank 
has the unique privilege of not having to extend any 
protective margin to domestic producers, but in the 
case of copper sulphate the domestic producer was 
forced to pay well above world prices for its basic input 
(sulphuric acid), which is protected by high tariffs; 
thus, the domestic firm suffers from the effects of pro
tection when it buys, but enjoys no protection when 
it sells to the sole buyer.4 This reveals the lack of coordi
nation between agricultural, industrial and commercial 
policy and reflects the complexity of a system which 
was constructed during a series of sharply differing 
national economic experiences. 

4. A black market is tolerated in copper sulphate, in which 
dealers buy the product from farmers who purchase more than 
they need from the Agriculturid Bank on credit. The dealers sell 
at considerably inflated prices to other farmers who are in debt 
to the Agricultural Bank and cannot therefore buy or import 
directly. 
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β. import Payments Controls. 

The most important control used in recent years 
to protect certain branches of industry and to limit 
the volume of imports and the speculative accumulation 
of licenses has been the restriction on the terms of 
payments for imports. Thus, while many imports under 
List A may be freely licensed, an importer upon receiv
ing a license is required to deposit the legally stipulated 
advance payment for the category within which the 
import falls. 

The protectionist nature of import payment regu
lations may be further seen from the two lists of com
modities which require respectively 136 per cent and 
63 per cent of the c.i.f. value to be deposited with the 
authorities upon the issuance of an import license. 
These lists include a wide range of foodstuffs, semi
finished materials and manufactures. Although the 
composition of the list reflects a desire to render dif
ficult the importation of relatively unessential imports, 
a primary motive for inclusion, particularly in the list 
requiring higher, more severe advance deposits, is 
protection of competing Greek firms. For example, 
prior to Greece's association with the Common Market, 
all textile imports required a 280 per cent advance 
payment of the c.i.f. value. Under the terms of the asso
ciation this was reduced by 140 per cent for all com
modities formerly on the 280 per cent list and by a flat 
10 per cent for all commodities on the 140 per cent list. 

Under the «most favored nations» principle Greece 
applied these reductions to imports from all countries, 
not just those within the European Economic Com
munity. The whole system of advance deposit require
ments must be eliminated within a 12-year or 22-year 
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period, depending on whether the commodity is covered 
by the 12-year schedule of tariff equalization with the 
Common Market (applied to products not produced in 
Greece) or the 22-year reduction period provided for 
Greek products. 

In addition to requiring advance deposits, the au
thorities permit some 285 products to be imported on 
credit on terms ranging from 90 days to 36 months or 
more. Consumer goods may not be imported against 
time drafts, but industrial raw materials may auto
matically receive 12 months and industrial machinery 
36 months, terms being extendable for machinery 
considered vital to the economic development of the 
country. 

The desirability of using time payment terms and 
advance deposit requirements for protectionist purposes 
is well realized by domestic industry. The only Greek 
tire factory, after being refused an increase in import 
duties on tires and tubes, promptly requested that 
imported truck tires be moved from List F to List 
F-50, because this transfer would deprive importers of 
the important right to discount drafts locally, as well 
as increase the advance deposit requirement. (Local 
manufacturers of goods on List F-50, F-100 and A are 
not denied commercial bank discount facilities.) 

C. State Preference for Domestic Manufacturers. 

Domestic manufacturers and handicraftsmen were 
granted protection in international tenders held by 
State and quasi-State agencies under Law 3215 of 1955, 
as follows: 

1. Domestic manufactures and handicrafts are 
accorded preference, so long as the price of their product 
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is not more than 8 per cent higher than the landed c.i.f. 
price (c.i.f. invoice price plus duties and taxes excluding 
turnover tax) of a similar imported product. 

2. Regardless of the level of import duty, the price 
differential in favor of the domestic product may not 
exceed 30 per cent of the c.i.f. price of the imported 
product, except in the case of the steel metal-working 
industries, which enjoy a 35 per cent preference. 

3. Greek provincial industries receive an additional 
margin of protection ranging from 2 per cent to 8 per 
cent, depending on the type of product, in excess of 
the protective margins outlined above, which apply 
to the Athens area (LD 2176/1952). Under a later law 
(3215/55) these percentages were increased by 50 per 
cent for industrial enterprises operating on any Greek 
island except Euboea. 

4. Domestic producers of State monopoly products 
such as matches, playing cards, etc., which are imported 
without duty, receive a 10 per cent price differential 
over the imported product. 

Playing cards are now granted a 15 per cent dif
ferential under a special decree. 

Despite these legal provisions favoring domestic 
producers in State purchases, the State agencies have 
considerable leeway in practice. Where complex equip
ment such as radio and electronic apparatus is involved, 
it is frequently very difficult for the few potential do
mestic producers to receive consideration, as the pro
curing agency can claim the domestic firm has little 
experience compared with major foreign suppliers. On 
the other hand, in the case of more standard manu
facturers, such as cement-asbestos pipe, and water 
valves, protection is regularly given to domestic firms 
and may in fact be said to account for their existence. 

260 



D. Tariffs. 
Until 1923, tariffs were levied largely for revenue 

purposes. After that year a uniform ad valorem tariff 
of 25 per cent was imposed on all imported commodities 
if they were also produced domestically.5 The system 
was change drastically during the interwar period as a 
result of the pressure of individual producers, bilateral 
agreements with individual countries, and the general 
trend towards increasing protection during the 1930's. 
On the eve if World War II the average ad, valorem 
tariff reached 60 per cent. 

Despite the liberalization of imports in 1953 the 
tariff structure remained an effective barrier to the 
importation of many products. The new tariff schedule 
of April 1960, while somewhat less protectionist than 
the list it replaced, still provides substantial shelter 
for domestic industry.6 

This may be seen from the following illustrative list: 

E. Quotas. 
In the recent past, quotas have played a significant 

and controversial role in Greek commercial policy, 
and they could conceivably do so again. But first we 
must review the previous use of this device. 

An important part of Greece's total foreign trade is 
conducted on the basis of bilateral trade and payments 
agreements. In 1962 the Soviet Bloc countries supplied 
10 per cent of Greece's imports and 22 per cent of its 

1. Plan for the Exploitation of the Productive Resources of 
Greece, UNRRA Commission, Division II Studies of the Structure 
of the Greek Economy (Athens, 1947), Vol. II, p. 23. 

2. In addition to the tariff, domestic industry in the provinces 
enjoys a 30 per cent reduction on the turnover tax of some 6 per 
cent paid on imports. 
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[TABLE X-l 

Tariff on Selected Industrial Products 

Product Tariff Category Per Cent 
Ad Valorem 

Cotton Fabrics 
Woolen Fabrics 
Synthetic Fabrics 
Processed Calf Skins 
Processed Goat Skins 
Writing Paper 
Wrapping Paper 
Iron and Steel Bars 
Iron and Steel Tubes and Pipes 
Refrigerators 
Electric Cookers 
Electric Lamps 
Cement 
Beer 
Cigarettes 

S o u r c e : The Greek Economy in I960, Bank of Greece (Athens, 

1961), p. 144. 

exports. The Soviet Bloc was a key buyer of certain 
Greek products, taking over one-third of the value of 
citrus and fresh fruit exports and over one-fifth of 
tobacco exports. Normally, importers in Greece are 
free to purchase whatever is offered and what they 
believe can be sold in the competitive market in Greece. 
Generally, imports from the Soviet Bloc have consisted 
of raw materials such as timber, fuels and some 
capital equipment. Only the State consciously directs 
its purchases of selected types of equipment towards 
the Bloc in order to provide the necessary offset for 
Greek exports, although some Greek private exports 

5509/B EZ 
5311/AB 
5104/5607 
4102/1, 2a 
4104/A, Β 
4801 
4803/B3 
7310/A12 
7318/B 
8415/A12 
8512/E 
8520/Alb 
2523 
2203/A2 

2402/A3 

25-45 
40 
60-70 
40 
40 
36-68 
25 

21 
32 
56 
52-61 

125-17 
27 

315 

189 

202 



are in effect forced by the authorities of the exporting 
country to buy certain otherwise unsalable equipment, 
such as automobiles. 

From 1957 through 1959 the international prices of 
Greece's main agricultural exports declined, while 
imports continued to rise. The result was a serious 
balance of payments crisis. While credit measures were 
successful in restraining demand for imports, the State 
was embarrassed by its huge stocks of tobacco and 
raisins, which it could not dispose of at international 
prices. Accordingly the Government introduced in April 
1959 a system of quota restrictions on the importation 
of nine items (e.g., iron, timber, coal, tires and news
print) from the OEEG countries, the USA and Canada. 
The purpose of this regulation was to reduce certain 
imports from the Western countries, thus forcing pri
vate Greek importers to purchase the balance of their 
requirements mainly from the Eastern Bloc countries. 
The quotas in 1959 and the first half of 1960 were set at 
levels of some 22 per cent and 30 per cent, respectively, 
lower than the actual imports of the corresponding pro
ducts in the preceding years. In general the quota system 
did not work well for manufactured products, as private 
Greek importers could not dispose of the manufactures 
of the Bloc, which were usually deficient in quality and 
in service facilities. The policy was more successful in 
the case of imported raw materials, where quality could 
be assured. The quota system was finally abandoned in 
November 1961, after government stocks of tobacco 
and raisins had been reduced to manageable" levels. 

F. International Treaties and the Restrictive System. 

In point of fact Greece is not entirely free to decide 
on the retention or abandonment of a system such as 
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quotas. Under the General Agreement of Tariffs and 
Trade, restrictive measures to limit imports during a 
period of development may be taken if a threat exists 
to the balance of payments;7 however, such measures 
must be abandoned once the crisis is over and contin
uous consultation with GATT is necessary. 

Under terms of the association agreement with the 
Common Market, Greece may impose quantitative 
restrictions on imports with the concurrence of the 
Association Council, provided the new quotas are not 
less than 60 per cent of the corresponding imports from 
the Common Market in the preceding year; however, 
such quotas must be eliminated in any case within 22 

years.8 

As noted earlier, the treaty also requires the aboli
tion, within 12 and 22 years, of the system of advance 
deposits. Tariffs are also subject to the Treaty of 
Athens. For those products not produced in Greece in 
1962, when the treaty came into force, the Greek tariff 
structure must be adjusted in fixed stages to the Com
mon Market level within 12 years; specifically, by 1967 
50 per cent of the existing tariff for commodities not 
produced in Greece at the end of 1962 must be eliminat
ed. For commodities produced in Greece a period of 22 
years is allowed for gradually adjusting tariffs to the 
Common Market level; within 14 years from the end of 
1962, Greek industry will lose 50 per cent of its existing 
protection. 

In order to assist new processing industries Greece 

7. GATT, Basic Instruments and Selected Documents, (Geneva, 
Nov. 1958), Vol. I l l , Article XVIII, Section B. 

8. Agreement of Association between Greece and the European 
Economic Community (Athens, 1962). 
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may, within the first 12 years of the agreement, apply 
new tariffs or increase existing ones against Common 
Market goods. Such tariffs may not exceed 25 per cent 
ad valorem and must be returned to their previous level 
within five years, and of course must finally be removed 
altogether under the terms of the treaty. The total 
value of goods affected by such tariffs may not exceed 
10 per cent of Greece's 1958 imports from the Common 
Market. 

3. Effects of Protectionism. 

If Greece is to take her place in the Common Market 
and in the trade of the free world, she must radically 
alter her commercial policy and her use of national 
resources. Fundamental to the creation of Greece's 
present high-cost, non-competitive economy has been 
her policy of short-sighted protectionism. As developed 
in the inter-war period, this system has had equally 
undesirable consequences in the agricultural and in
dustrial sectors. 

Before World War II, as has been noted, a major 
expansion of land under cultivation assisted the absorp
tion of both refugees from Asia Minor and the growing 
internal population. However, a good deal of the addi
tional new land was marginal, and much of the reclama
tion was uneconomic, being inspired by autarchic 
considerations. The result was high-cost agricultural 
output and, because of the policy of severe protection
ism consumers bore the burden of these costs. Even 
more directly, protectionism, which extended through
out the range of agricultural imports (including ferti
lizers and machinery) inhibited the development of an 
efficient agricultural economy. In consequence, any 
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advantages which protection in agriculture might have 
given the economy were wasted. 

In the industrial field, a significant expansion of 
output took place, stimulated by the sudden inflow 
of cheap industrial labor, the growth of the market 
for consumer goods, and the «multiplier» effect of 
heavy public works. Together with these factors, re
presenting an upward shift in the demand for indu
strial products, repeated devaluations of the drachma 
caused the price or imports to rise. Finally, the system 
of rigid protection of industry increased in severity 
throughout the inter-war period. The result, as one 
writer put it, was that «A large number of industries 
established during the period did not meet the re
quirements of actual or potential viability. All kinds 
of high-cost industries came into being, while the state 
was unable to supply a consistent industrial policy. 
Practically anyone could establish a new industry under 
the auspices of numerous decrees, laws, and ministerial 
directives aiming presumably at the protection of 
national currency. This, of course, called forth waste 
of resources and particularly of capital9». 

Once one or more firms have become established in 
an industry, further entry, leading to increased com
petition, has often been blocked by the refusal of the 
Ministry of Industry to grant «expediency licences» 
for the establishment of new factories or for the ex
pansion of existing ones.10 This device was instituted 
before World War II, in an effort to limit the destructive 
effects of cutthroat competition where overproduction 
existed, but in fact it allows manufacturers to bring 

9. Pepelasis, op. cit., p. 512. 
10. Goutsoumaris, op. cit. p. 109. 
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pressure on the Ministry to deny licenses on the grounds 
that the field is saturated, so that they may retain the 
advantages of protectionism for themselves. 

The consequence of these policies, or rather lack 
of policy, has been a high-cost industrial structure, 
large parts of which are under monopoly control, 
having little incentive to make innovations or to use 
capital in an optimum manner. Thus industrial prices 
rose 40 per cent during this period; and profits, while 
large, were not reinvested to improve efficiency or 
expand output but went largely into hoarding and 
luxury real estate. Protection may have raised the 
marginal efficiency of capital in industries producing 
import substitutes, but it had the opposite effect on 
industries producing goods complementary to the pro
tected industries.11 

4. Trends and Prospects. 

As was shown in Chapter IX, the nearly exclusive 
orientation of domestic industry towards internal con
sumption has continued throughout the post-war peri
od. An analysis of the pattern and rate of growth is im
portant to an understanding of the problems and 
prospects of Greek industry. Between 1950 and 1961 
the growth rate averaged 7 per cent annually, but 
between 1958 and 1961 it averaged only 5.3'per cent. 
This latter figure is lower than that for the pre-war 
period, excluding the extreme depression years of 
the early 1930's.12 

A considerable expansion of industry did take place 

11. Pepelasis, op. cit., pp. 513-514. 
12. Goutsoumaris, op. cit., p. 246. 
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in the 1950's, but most of it was in the traditional 
fields of textiles, chemicals, food processing and non-
metallic mineral goods.13 Greek industry failed to ad
just itself to the changing pattern of demand, which 
involved increasingly complex consumer and producer 
goods, for such goods are difficult to produce in a 
market with limited entrepreneurial talent and in
dustrial risk capital. 

In general, Greek industry is characterized by the 
existence of a few large firms and numerous small 
marginal firms. Under the prevalent conditions of a 
high, fairly rigid price structure for manufactured 
products, imperfect market knowledge, government con
trols and incomplete infrastructure, the inefficient 
small firm can manage to survive alongside the larger 
units, which in turn have little incentive to cut costs. 
Relatively few firms reach optimum economic size, 
and then usually only where technological factors or 
the sheer size of investment required for entry make 
mandatory the establishment of an optimum-size plant.14 

There are, of course, a number of arguments for 
protective tariffs, particularly in an underdeveloped 
country, although, of course, this is not the place for 
an elaborate theoretical treatment of the subject. In 
the conditions of the 1930's the desire to be increasing
ly self-sufficient and to protect the balance of payments 
was understandable, particularly when even the major 
trading nations were following «beggar my neighbor» 
policies. Furthermore, the social and political necessity 
of providing employment for a major inflow of pop
ulation would in any case have justified measures 

13. Ibid., p. 178. 
14. Ibid., p. 110. 
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designed to increase domestic work opportunities at 
the expense of foreigners and regardless of the gains 
which international trade offered in the abstract. 
Perhaps the best base for protection in an underde
veloped country, however, is made by the so-called 
«infant industry» argument. According to this, some 
protection is justified to enable new industries to gain 
a start in fields where the country may have a natural 
advantage vis-a-vis its trading partners. It can be 
argued that without such protection the infant in
dustry would not be able to develop to the size at 
which it could exploit this comparative advantage in 
international competition. 

Unfortunately the policy of protection in Greece 
has failed on the whole to produce the benefits it might 
theoretically have offered, for it was not carried out 
as part of a rationally conceived and co-ordinated 
program. Thus, for example, while protectionist mea
sures have made possible the production of cement pipe 
at fairly competitive prices, the same policies have 
burdnened the new plastics industry with a protected 
polystyrene plant that is probably not of optimum 
size.16 In general, industrial growth and investment 
have been disregarded; industrial employment has 
been adversely affected; consumers have been forced 
to pay excessively high prices; and rising imports have 
not been offset by gains in exports of manufactured 
goods. The policy of protectionism has failed in Greece 
not because it was protectionism per se but because 
it was not applied as an instrument of economic de
velopment. Even what Hirschman calls «the awakening 

15. See Chapter X, p. 18. 
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and inducing» effects16 which imports can have on 
industrialization, through the production of import 
substitutes once the market is developed, have failed 
to materialize in a satisfactory way. 

An important consideration is studying the trends 
in the Greek economy during the period under review 
is that the share of imports in total consumption of 
manufactures rose from 9.9 per cent in 1948-51 to 
23.1 per cent in 1960; for consumer goods, this share 
rose from 6.2 per cent to 17.1 per cent. With the re
laxation of quantitative controls in 1953, imports began 
increasingly to satisfy rising domestic demand, par
ticularly in durable consumer goods, chemicals includ
ing drugs, and transport equipment. There was some 
notable expansion in domestic production of certain 
types of intermediate goods in response to this ex
panded demand, but in consumer and capital goods 
rising imports far outweighed increases in domestic 
output. Thus, «on the whole no significant substitution 
of domestic production for imports has taken place 
in the last ten years»;17 this failure is related to the 
generally slow rate of industrial expansion. 

In the future it is expected that the best prospects 
for expansion of industry lie in the intermediate and 
capital goods sector rather than in the light consumer 
goods sector as in the past.18 This will require much 

16. A.O. Hirschman, The Strategy of Economic Deçelopment, 
(New Haven, Conn., 1958), p. 124. 

17. Coutsoumaris, op. cit., pp. 89, 91. 
18. The dramatic effect of import substitution made possible 

by high protective tariffs can be seen in the development of the 
U.K. textile exports to Greece. While protection before World 
War II had caused a large proportion of U.K. trade in cotton 
and woolen piece goods to be lost, by 1956 the Greek market for 
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greater financing, more advanced technology, more so
phisticated management and, above all, a fundamental 
change in attitude on the part of producers and Go
vernment. A number of public and private institution
al policy changes will be necessary to meet this chal
lenge. Protectionism, except for a limited transitional 
period, is a dead letter.19 The dismantling and rear
ranging of the existing maze of protectionist devices 
will be one of the most difficult problems facing policy
makers in the near future. 

imported textiles had shrunk to half or less of its pre-war volume. 
See Board of Trade, Greece, Overseas Economic Surveys (London, 
June 1956), p. 59. 

19. Greece's association with the Common Market, implying 
mandatory reduction of tariffs according to a fixed schedule, 
has probably caused a drop in investments in traditional industri
es now that their prospects are uncertain. The task now is to 
determine how much of the existing industrial structure can be 
helped to survive and which lines of industry offer the best pro
spects for achieving a comparative advantage in the long run. 

See Coutsoumaris, op. cit., Chapters 10 and 11, for a full 
discussion of the industrial outlook and policy conclusions. 
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C H A P T E R X I 

FOREIGN CAPITAL AND MANU
FACTURING ENTERPRISE 

1 . Early His tory , 1949-1954. 

Foreign private capital was of little significance in 
the development of manufacturing industry prior to 
the devaluation of the drachma in 1953 and the in
stitution of the subsequent successful financial stabil
ization program. Indeed, the existence of war condi
tions, inflation, extensive controls and lack of con
fidence in the currency would have demanded an un
usual act of faith on the part of any private person 
contemplating investment in Greece at that time. 
Even private Greek entrepeneurs were disinvesting in 
fixed plant and equipment and seeking to export their 
capital through the black market or to convert it, as 
far as possible, into consumer goods and gold.1 

Such assistance as was given to industry was largely 
in the form of long term credits granted under the 
auspices of the American authorities administering the 
economic assistance programs.2 These loans were made 

1. Economic Cooperation Administration, Greece: Country 
Study (Washington, 1949), p. 17. 

2. Even the industrial reconstruction program of the Govern
ment had limited objectives. «It is not proposed to establish new 
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from direct American aid and from the counterpart 
funds accumulated in Greece against imports financed 
with such aid. From 1949 through 1954, 778 loans 
were made by the American Mission for Aid to Greece 
(AMAG) and the Central Loan Committee (CLC). 
About 60 per cent of these loans were made to indi
vidual fishermen and agricultural cooperatives and to 
individual farmers, largely to replace lost fishing boats 
and to build olive oil mills. Approximately half of the 
value of the loans went to 236 industries largely in 
the Athens-Piraeus area. Eight loans of SI million or 
more accounted for over 50 per cent of the value of 
all industrial loans. The Bodossakis interests alone 
received 29 per cent of the approvals to industry, or 
almost $12 million, for their fertilizer and guns and 
cartridge factories. These loans were conceived as 
emergency aid during a period of economic and social 
collapse. Accordingly little attention was paid to sound 
loan criteria. As mentioned in Chapter IX, the succes
sive devaluations of the drachma made it difficult for 
most borrowers to meet repayment schedules, as all 
loans carried a dollar repayment clause. The problem 
became acute for the Economic Development Financing 
Corporation, which took over the AMAG and CLC 

industries to manufacture for export nor to achieve self-sufficiency 
by eliminating all imports of finished commodities. Only such 
basic industries are to be established as will be able to produce 
goods from local raw materials, at a cost not higher than the 
price now paid for imports of similar commodities.» Investment 
funds and foreign exchange were allocated on this basis. E.C.A. 
Mission to Greece, Comments on The Revised 1949/50 Program 
for Greece, (Athens, July 10, 1949), p. 30; and Greek Government, 
General Memorandum on the Revised 1949/1950 Program for , 
Greece (Athens, June 1949), p. 22. 
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loans in 1954. In effect ËDFO was forced to continue 
the CLC policy of capitalizing arrears of principal and 
interest, to extend maturities and to waive, in some 
cases, penalty interest. In 1954 the total value of 
AMAG and CLC loan balances outstanding amounted 
to $78 million against which $11.8 million were listed 
as in arrears. Through a policy of deferring foreclo
sures, wherever a possible alternative solution existed, 
and thereby keeping weak borrowers in business, the 
EDFO has managed to improve the rate of collections. 
Even so, eventual losses will probably exceed 25 per 
cent; this will in large part have to be covered from the 
accumulated surpluses of EDFO.3 

Loans by AMAG and CLC to industry are classified 
by industrial group in the following table: 

No. of V a l u e
 s 

Companies No. and Type of Loans ($ Millions) 

25 56 Chemicals 8 · 3 

54 87 Metal Working 3.4 
2 4 Steel Rolling Mills 2.1 
1 3 Steel Sheets · 8 

40 48 Building Materials · 2 5 

2 7 Cement 4 · 6 

1 1 Munition Production 2.6 
3 4 Textiles i 

9 10 Miscellaneous ·4 

15 32 Guerilla-Stricken Plants ^ 6 

24.8 

S o u r c e : United States Operations Mission in Greece, The 
American Aid Programs in Greece (Athens, 1954), 
p. 16. 

3. This analysis was largely drawn from William C. Ladd, 
Report on the Cooperation and Organization of the Economic Deve-
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Despite the misdirection of many of the funds and the 
unproductiveness of many investments, early loans did 
in some measure contribute to the raising of industrial 
production (including electricity) to 40 per cent above 
the prewar levels by the end of 1953. 

2. The Attraction of Foreign Investment. 

A. Constitution of 1953, Article 112. 

The first systematic legal measure taken to attract 
private foreign investment was Article 112 of the Consti
tution of 1953, although encouragement had been given 
to foreign investment in several bilateral treaties of 
friendship, commerce and navigation. This article states 
that «An act once and for all shall regulate the pro
tection of capital imported from abroad to be invested 
in the country». The act which gave effect to this 
constitutional clause was Legislative Decree 2687 of 

1953. 
In presenting the bill, The Minister of Coordination, 

Mr. Kapsalis, stated that its aim was to «encourage 
the investment of foreign capital and to promote the 
country's productive investment, to raise employment 
and generally to accelerate the rate of the country's 
economic development». The Minister took express 
account of the fact that the bill had particular signi
ficance in view of the imminent reduction in United 
States aid under the Marshall Plan. An ordinary law 
could accomplish the same legal purpose but would 
lack the assurance which a Constitutional law pro
vides to the foreign investor with respect specifically 

lopment Financing Organization, United States Operation Mission 
to Greece (Athens, May 1960), Ch. 2. 

275 



to tlie terms of his agreement with the Greek Govern
ment and, generally, to expropriation and to the ser
vicing of the invested capital.4 

B. The Constitutionality of Law 2687/1953. 

The fact that the Constitution makes explicit provision 
for the protection of imported capital indicates, in 
the opinion of legal authorities, the intention of the 
drafters to give such capital a special status «heyond that 
given to private property through other, more or less 
general provisions of the Constitution». Furthermore, 
the use of this Constitutional form insures that this 
protection «may not be withdrawn later by explicit 
or implicit amendment of the relevant enactment, 
since Article 112 of the Constitution provides for a 
unique act to be promulgated once and for all.»5 

It is in fact necessary to amend Article 112 of the 
Constitution in order to change L.D. 2687/53. This 
can be done only by a special legislative body elected 
for this purpose and not by the Parliament, which 
initially proposes such changes. This Constitutional 
protection, of course, extends only to L.D. 2687/53 
and not to the provisions of any other laws. The pro
tection should not be regarded as concerning only legal 
and political interference by the State; existing pro
visions of the Constitution already covered that. The 
privileged treatment given to foreign investment in 

4. Th. Kapsalis, Introductory Statement on the Draft Legislative 
Decree re: Investment and Protection of Foreign Capital, submitted 
to the Special Committee of Article 35 of the Constitution. 
(Athens, October 9, 1953). 

5. Dimitrios J. Evrigenis, Stelios Nestor and Krateros Ioan-
nou, Some Aspects of the Legal Protection of Foreign Investments 
in Greece, (Athens, 1963). 
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Greece consists of its being exempted from the general 
Constitutional provision governing the expropriation 
of private property for «public benefit and after full 
indemnification»6. The only exception to this is expro
priation in time of war, in which case provision is made 
for fair compensation.7 This special Constitutional 
protection enjoyed by foreign investment covers all 
the fiscal, administrative and currency arrangements 
which may be specified in the individual instrument 
of approval given by the Government under the terms 
of L.D. 2687/53. 

2. Main Provisions.8 Legislative Decree 2687/53 
contains sections dealing with long-term investments, 

ships, exports of agricultural and mining products and 
short term investments. We shall be principally con
cerned in the following section with the provision 
relating to long-term investments. Foreign capital 
includes foreign exchange, machinery and materials, 
patents and technical processes, as well as trade marks. 
The decree applies to all foreign capital intended for 
productive investment, which is defined as «any invest
ment which aims at the promotion of national pro
duction or which otherwise contributes to the economic 

6. Ibid, p. 4. 
7. Legislative Decree 2687/53 Article XI; see also, C. Lam-

badarios, Legal Aspects of Foreign Investment, ed. by W.G. 
Friedman, Chapter 15, (Boston, 1959), pp. 245-246. 

8. These provisions are set forth in: Industrial Development 
Corporation, Guide to Investment in Greece, (Athens, 1963); 
National Bank of Greece, Investing in Greece, (Athens, 1961); 
Commercial Bank of Greece, Investment Guide to Greece, (Athens, 
1963). 
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advantage of the country». Even low-cost housing is 
regarded in this sense as productive.9 

(a) Servicing of Capital and Profits. Capital may be 
exported at the rate of 10 per cent a year, beginning 
one year after the start of production and in any case 
not before one year from the date of import of the 
capital. Profits may annually be exported on up to 
12 per cent of the amount of outstanding imported 
capital. Interest may be paid on loans contracted a-
broad up to a rate of 10 per cent annually. This right 
of export capital and profits may be accumulated, 
and approved reinvested earnings receive the same 
rights as the original capital investment. Provision 
is also made for the payment of rent on machinery. 

(b) Taxation. Important tax concessions may be 
made to mining and other enterprises which mainly 
export their product or whose operations result in 
substantial savings of foreign exchange. The amount 
of income tax can be fixed at current rates for a ten-
year period, or taxes can be levied at a fixed percent
age of net or gross earnings, at a rate lower than the 
current tax rate. Reduction or exemption may be 
granted upon customs duties and other taxes and 
upon charges on imported machinery parts and tools 
for a maximum of ten years. Reduction or exemption 
may also be granted upon taxes and charges by local 
authorities, as well as upon registration fees for mort
gages and contracts. Failure to meet the export of 

9. In the event an approval is given which does not meet the 
productive requirements of the law, it is possible that the approval 
could be judicially annulled. CE. Lambadarios, Protection Ac
cordée par le Décret 2687/53 aux Investissements à Longue 
Echéance de Capitaux Venant de l'Etranger, reprint from Revue 
Hellénique de Droit International, 1954, No. 2-4, (Athens, 1955). 
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foreign exchange conditions, specified in the act of 
approval, can result in withdrawal of these tax con
cessions. 

All similar enterprises which exist or which are to 
be established may be granted the same tax conces
sions. No export restrictions or export tax may be 
levied on products exported by firms covered by this 
article, provided domestic and national security re
quirements are met. No retroactive taxation may be 
levied on enterprises established under this law or on 
«similar enterprises or on enterprises established with 
capital provided otherwise».10 Thus, domestic as well 
as foreign enterprise is protected. 

(c) Equal and Privileged Treatment with Respect to 
National Enterprises. Article X contains two further 
provisions which provide general guarantees for fo
reign investments against discriminatory treatment. 
The first states, «Enterprises established with foreign 
capital shall receive treatment as favorable as that 
extended to other similar enterprises in the country». 
This gives a foreign firm the right to demand the same 
privileged treatment which may in the future be grant
ed to any other enterprise, foreign or domestic, or 
which existed at the time Law 2687 was passed. There 
is no restiriction on the nature of such privileged 
treatment, and the benefits must be automatically 
extended to the foreign enterprise covered by Law 
2687. The word «similar» may, it is true, be subject 
to dispute. Two enterprises may be regarded as «si
milar» if they belong to the same branch of production, 
though not if they have vastly different productive 
capacities. «The law seems to be satisfied with a mar-

10. L. D. 2687/53, Article 8, paragraph 5. 
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ginal similarity, i.e., a similarity outside of which 
any discrimination could be considered as placing the 
foreign capital enterprise on an unequal footing».11 It 
is, furthermore of interest to note that the term «treat
ment», as interpreted under this provision, refers to 
every kind of measure regardless of its legal source. 
The term refers to the acts of the administration gov
erned by public law and expressed in administrative 
acts. 

This so-called «national treatment» provision can
not, however, be invoked to give foreign capital equal
ity with firms receiving the privileges and allowances 
under legislative decree 2716/1952, which provides 
special advantages for establishment in the provinces. 
The second provision of Article 10 states that «In the 
event that an enterprise organized with foreign cap
ital, in accordance with the present legislative de
cree, should be granted more favorable terms than 
those accorded to an identical enterprise previously 
likewise established with foreign capital under the 
present Legislative Decree, such more favorable terms 
shall be extended to the previously established enter
prise by amendment of the relevant instrument of 
approval at the request of the beneficiary». This trans
lation is taken from the previously cited article by 
D. Evrigenis, et. al. and differs in one important re
spect from the official translation of the Ministry of 
Coordination.12 In the official translation the word 
«similar» is used instead of «identical» (underlined in 
the quotation above). The authors of the cited pub
lication claim that the use of the word «identical» 

11. D. Evrigenis, et al. op. cit., pp. 7-8. 
12. See Law 2687/1953, op. cit., p. 8. 
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makes the protection afforded more precise within 
the framework of the individual instruments of ap
proval. Thus, to invoke this provision the enterprise 
must show that more favorable treatment has been 
given to a subsequently established foreign enterprise 
through the instrument of approval permitting this 
firm to import capital.13 

B. The Arbitration Clause. 

Provision is made for arbitration of any disputes 
between the government and the foreign investor which 
arise from the instrument of approval. Usually each 
side selects one arbitrator, and these two in turn select 
a third. Failing this, the instrument of approval may 
specify that the President of the Supreme Court will 
appoint the third arbitrator. Contrary to the Greek 
Code of Civil Procedures, the third arbitrator, and even 
the arbitrator of the foreign interests,can be a foreigner.14 

3 . Recent Incentive Legis lat ion. 

In 1961 and 1962 two important additions were 
made to the incentives for foreign investment provided 
by the basic law 2687/53. Almost a full decade had 
passed since the basic law came into operation, and 
its results, as will be shown, were not entirely satis
factory. Furthermore, the economic environment had 
changed markedly. As was made clear in the analysis 
in the previous chapter, substantial growth had taken 
place under conditions of financial stability and a 
progressive «hardening» of the drachma as an inter-

13. Ibid., p. 8. 
14. Ibid, p. 10. 
Lambadarios, in Friedman, op. cit., p. 246. 
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national currency. Yet too little of the growth was 
industrial, and of this very little was oriented towards 
exports. This situation was reflected in an increasing 
structural weakness in the balance of payments as 
imports expanded and exports - particularly manu
factured exports - remained relatively stagnant. Fi
nally, in 1962 Greece formally joined the Common 
Market after prolonged negotiations. While the terms 
of its entry gave it substantial privileges and few im
mediate obligations, Greece nevertheless was faced 
for the first time with fixed time-tables limiting the 
period of adjustment to the customs union with its 
Western European associates, and to an eventual full 
economic union. The 1960-64 five-year plan of the 
government, since revised, established the sectoral 
objectives and policies required to begin the process 
of adaptation (see Chapters IX and Chapter VI, 
Section III. 

Renewed efforts to attract foreign investment were 
noe the only reaction of the authorities to these changed 
economic conditions. A series of measures was under
taken, aiming at the expansion of productive invest
ment, modernization of industry and promotion of 
industrial and mining exports. 

A. Law 4171/1961. 

This Law, unlike 2687/53, applies to both foreign 
and domestic capital. It provides additional incentives 
for the establishment of new enterprises with capital of 
over $3 million (amended to $2 million by LD 4256/62) 
and broadens the definition of productive investment. 
Law 4171/61, as amended, also applies to the expansion 
of existing facilities by over two-thirds of $1 million 
(Drs. 20 million) provided the total value of the plant 
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and equipment after the expansion exceeds $2 million. 
Law 2687/53 defines productive investment as 

«any investment which aims at the promotion of na
tional production or which otherwise contributes to 
the economic advantage of the country». Law 4171/61 
establishes actual criteria for the approval of foreign 
investments and defines productive investment pro
jects as «those which contribute to the economic pro
gress of the country and which would produce a sub
stantial increase in national output and employment, 
or an important increase in exports, or save significant 
amounts of foreign exchange, or would cause a sub
stantial inflow of foreign exchange». 

In order to encourage investment of the size and 
type envisaged, Law 4171 provides for important tax 
concessions in addition to those extended to exporting 
firms and foreign exchange savers under the basic 
Law 2687. Thus, in addition to the provision for ex
emption from or reduction of payments of local taxes 
and customs duties, Law 4171 permits the freezing 
for 15 years of local taxes and dues and of income tax 
rates and also exemption from capital taxation until 
the long-term loans of the enterprise be repaid. In 
addition to regular depreciation, firms coming under 
this law may receive the right to form, for a minimum 
of five years, tax-free reserves up to the amount of 
the oroginal capital investment. 

In addition to the repatriation provisions of Law 
2687, Law 4171 further permits profits to be remitted 
at a rate not to exceed 6 per cent on capital originally 
invested under Law 2687 and already repatriated. 
This repatriation of profits may not exceed 8 per cent 
annually of the foreign exchange earnings of the en
terprise. 
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Β. Law 4256/62. 

This law further extends the provisions of Laws 

2687 and 4171. In addition to amending the ca

pital requirements of Law 4171 as indicated earlier, 

Law 4256 substantially liberalizes the provision re

lating to repatriation of earnings and capital. Under 

this law, foreign capital «invested or to be invested» 

under LD 2687/53 and the earnings of this capital can 

be repatriated at higher rates than those specified in 

the earlier law or in instruments of approval issued 

under the law. The only limitation is that the total 

foreign exchange required for this purpose cannot 

exceed 70 per cent of the exchange imported into the 

country for exports realized by the enterprise. 

Loan capital also can share in the repatriation pro

visions just cited. In general, loan capital imported 

under LD 2657/53 can be repatriated at a rate of up 

to 20 per cent annually, provided such loans are not 

more than double the amount of the share capital of 

the borrowing enterprise. 

C. Other Legislation. 

There are numerous other tax and other incentives 

designed to promote industrialization. Foreign as well 

as domestic firms may take advantage of these laws.15 

Some important provisions of the incentive laws apply 

only to those foreign firms whose own countries will 

recognize the tax concessions granted.Thus Law 4002/59, 

15. For a more exhaustive description see Industrial Develop
ment Corporation, Guide to Investment in Greece, cited earlier, 
and Greece : Basic Incentives to Industrial Development and Foreign 
Investment, compiled by the I.D.C. and the American Embassy 
in Greece (July, 1963). 
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which per mitted a 50 per cent increase in normal depre
ciation rates in the greater Athens area and double rates 
outside this area, does not apply to American firms, 
since United States tax legislation does not make pro
vision for such incentives - i.e. the United States Gov
ernment would collect any tax Greece agreed to 
forego. 

D. Approval Procedure. 

Foreign investors acquire the protection of L.D.2687/ 
53 and the parallel laws by applying to the Ministry of 
Coordination. There a special advisory committee exa
mines applications in the light of the criteria currently in 
effect and the incentives which the law provides and 
which the committee is willing to grant. Each approved 
application is probably a unique document, since it is 
unlikely that any two instruments of approval would con
tain identical provisions.16 Wide scope is thus left to the 

16. An example of the detailed nature of these agreements is 
the approval given to Kennecott Copper Go. in 1956 to import 
$8.4 million to explore for and mine asbestos for eventual pro
duction and sale. The capital was to be imported in the form of 
machinery and foreign exchange in equal parts within a four-
year period. The Ministry of Industry was charged with ascer
taining the implementation of the agreements, the investor 
having the right to appeal the findings to representatives of two 
other Ministries. The investor was given the right of unlimited 
transfer abroad of capital and profits. He could export without 
restriction, except for 10 per cent of the annual product which 
had to be offered to the domestic market. The foreign firm under
took to sell its products at their current prices abroad and to 
deduct transport costs for sales within Greece. Kennecott was 
granted exemption from import duties and other charges on 
machinery imported during the first 10 years. It was also exempt
ed from all city and local taxes and charges during this period. 
Provisions also covered the employment of foreign personnel and 
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committee.1' The approval may take the form of a joint 
decision of the Ministers of Coordination and Finance 
and the Minister most directly concerned. For major 
projects the approval is given in the form of a Royal 
Decree.18 For investments of over $6 million, Law 4171 
gives the Government authority to sign an agreement 
with the investor within the provisions of Law 4171 
and any other relevant legislation; under such agree
ments, the Government may make commitments for 
an unspecified period of time, without acquiring par
liamentary approval. 

4. Investment under the Incentive Legislation. 

From 1953 through the end of 1962, applications 
approved for investment under Law 2687 totalled $347 
million (see Table XI-1). However, only $70 million 

the export of part of their salaries. Full details are given in A.A. 
Fatouros, Government Guarantees to Foreign Investors (New 
York, 1962), pp. 124, 125. 

17. Apparently the aim of Parliament was to give the Govern
ment full discretion in granting approvals. Thus, the government 
is not obliged to approve investments even though they meet 
the productivity and other requirements of the Law, nor does 
it have to justify its actions. Lambadarios, Revue Hellénique, 
loc. cit., p. 5. 

18. There is a question in the mind of one author whether 
«important» investments approvals which are implemented by 
Ministerial Decree rather than Royal Decree can later be annulled. 
Ibid., p. 6. Out of the 341 investments approved under Law 
2687 from 1953 to 1963, 13 major investments involving special 
concessions were in terms of bilateral agreements ratified by 
Parliament. Special concessions of this sort do not receive the 
constitutional protection of L.D. 2687. Examples of investments 
receiving the special concessions are Kennecott, Pirelli, Esso-
Pappas, Hilton Hotel and Olympic Airways. (See Table XI-3). 
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TABLE XI -1 

Approved Applications and Capital Imported Under 
L.D. 2687/53, through December 31, 1962 

Year 

1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 

T o t a 

Number of 
Applications Filed 

2 
10 
19 
16 
18 
35 
41 
44 
68 

1 253 

Approved Amount 
in U.S. $ 

— 
1,090,000 
2,864,370 

19,729,750 
4,685,400 
6,264,742 

21,217,140 
74,266,407 
30,795,550 

185,956,821 

346,870,180 

Imported Capital 
in U.S. $ 

— 
— 

3,006,800 
1,913,113 
6,704,197 
8,233,153 
8,313,670 

11,683,700 
13,509,809 
16,764,758 

70,129,200 

S o u r c e : Ministry of Coordination. 

of actual investment took place during that period. 
In part, the reason for this discrepancy is that the great 
majority of the approved applications occurred after 
1959 and were heavily weighted towards a few large 
projects requiring an extended period for implementa
tion. Table XI-1 indicates that of the $347 million in 
approvals about $290 million were granted in the three-
year period 1960-62.19 Four industrial projects account 
for almost $200 million of the total approved in that 
period. They are the Esso Pappas Refinery complex, 
$110 million; the Pechiney Aluminum Plant, $56.8 

19. Statistics relating to foreign investment in Greece were 
obtained from the Ministry of Coordination. 
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million; and two fertilizer plants sponsored by the two 
major commercial banks and foreign interests, valued 
at $12 and $18 million, respectively. 

A comparison between Table XI-2, which shows 
the approvals by year and sector, and Table XI-3, 
which lists the principal firms receiving approvals, 
indicates that in each sector only a few firms accounted 
for the bulk of the investments approved. In industry, 
5 firms accounted for $204 million of the total $269 
million; in shipbuilding, one firm dominated; in mining, 
three firms. 

What then of actual investments? Most of the $70 
million of capital imported came from approvals grant
ed several years ago. The largest single import of capital 
way by the Hellenic Shipyards (Niarchos), amounting 
to $18 million, approved between 1956 and 1960. The 
next largest was by the Pirelli tire factory and totalled 
$7 million, approved in 1959 and 1961. Finally, the 
Pechiney aluminum plant imported $2.6 million follow
ing its 1960 approval for $58.8 million. Table XI-3 lists 
all investments valued at $1 million or over. It is clear 
that the largest part of this imported capital entered 
Greece after 1958. 

Although a few large investments dominate the 
private investment picture under Law 2687, it is never-
nevertheless instructive to review the statistics on the 
number of applications and approvals as an indication 
of interest by foreigners and of selectivity by Greek 
authorities. A little over half of the applications received 
were approved. This fact would seem to indicate a 
fairly critical review of applications, since presumably 
anyone desiring to invest would submit an application 
only after determining that a reasonable chance exist
ed for approval. (See Appendix, Table A-2). However, 
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there are persons, best termed «middlemen,» who sub
mit applications in the hope of selling their approval 
to someone genuinely interested and capable of carrying 
out the approved project. These persons hope to pre
empt certain fields in the expectation that the authori
ties will be reluctant to grant new approvals as long as 
an existing approval has not been abandoned. 

Table XI-4 makes it clear that foreign interest in 
investing in Greece rose sharply to a new level in 1959 
and then rose again in 1962. A careful review of indi
vidual investments indicates that, at least until very 
recently, Greece was attracting investors interested 
mainly in exploiting the wide domestic profit margins. 
Thus foreigners, where they could get approvals, were 
motivated to invest in Greece by the same incentives 
as Greek businessmen. In Chapter IX we concluded that 
expanding income in Greece and a high level of protec
tion during the past decade have provided strong im
pulses toward the expansion of industry within the 
domestic market. This may be seen from the fact that 
virtually all important industrial investments approved 
under Law 2687 have been of the foreign exchange 
saving type — i.e., import substitution. Unfortunately, 
the Greek buyer derives small advantage from the exis
tence of this type of firm. Thus, for example, the Dow 
Chemical Plant investment ($1.6) million approved in 
1960) produces polystyrene, the basic raw material 
for the important plastics industry. The price charged 
to Greek industrial consumers for clear polystyrene is 
a little over $600 per ton c.i.f., well in excess of the 
international price of $370 per ton c.i.f. The Greek 
price is exactly calculated to include the 15.5 per cent 
import duty and other charges, including bank charges, 
which provide an effective level of protection of 33 per 
cent. 
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TABLE X I - 4 

Applications, Approvals and Investments 
Under L.D. 2687/53 

(Million $) 

Applications Approvals Investments 

1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 

No. 

1 
30 
33 
43 
34 
39 
64 
64 
69 
97 

474 

Value 

.2 
13.1 
36.9 
15.9 
15.3 
29.8 

100.7 
82.0 
88.5 

179.8 

562.0 

No. 

— 
2 

10 
19 
16 
18 
35 
41 
44 
68 

253 

Value 

— 
1.1 
2.9 

19.7 
4.7 
6.3 

21.2 
74.3 
30.8 

186.0 

346.9 

Value 

— 

3.0 
1.9 
6.7 
8.2 
8.3 

11.7 
13.5 
16.8 

70.1 

S o u r c e : Ministry of Coordination. 

Besides creating employment, investments which 
result in foreign exchange savings are helpful in cor
recting the structural weaknesses in Greece's balance 
of payments, which are likely to persist throughout the 
development period. Firms of this sort, regardless of 
the motivation behind their establishment, can also 
be expected to raise the level of technical skills in Greece 
and thus contribute to the mechanization of the econo
my. 

The major drawback of foreign firms, which are 
domestically oriented and relatively inefficient, is the 
likelihood that they will be abandoned when the com
petition of the Common Market begins to take effect. 
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This withdrawal could cause a serious disruption of 
industry and would create demands for continued pro
tection to preserve the jobs at stake. It is thus a question 
whether licenses should have been granted under Law 
2687 for the establishment of firms in this category. 
There are, of course, many other firms established with 
full or partial foreign participation without the benefit 
of protection under Law 2687; these will also not be 
able to survive in their present form under international 
competitive conditions. For example, a number of 
firms produce household refrigerators by using import
ed compressors and steelsheet, and they can exist only 
because of the 56 per cent duty on imported refrigerators. 

There are, of course, always important exceptions. 
Such an establishment as the Hellenic Shipyards saves 
and even earns foreign exchange. It is competitive be
cause the conditions in its market required it to reach 
optimum size at an early stage. For decisions on loca
tions, competitive pricing, etc., this firm must perhaps 
rely in part on orders from the shipping fleet of its 
founder. Greek flagships are required to give no pre
ference to domestic industry in repairs and provisioning, 
and indeed it would be difficult to force them in practice 
to give such preference. 

In general the investments approved under Law 
2687 have been of a type which do not compete with 
existing Greek enterprises. The same protectionist 
criteria were used in tariff policy, down payments 
and time settlement procedures, as described in the 
preceding chapter. 

Within the last two years a substantial revision has 
taken place in the criteria for approving investment 
applications. These new criteria were presaged in Law 
4171, described earlier, and in brief are as follows: 
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1. The export potential of the investment. 
2. The foreign exchange saving aspect. 
3. The impact on the labor market. 
4. Use of Greek raw materials. 

Of these four, the export criterion is perhaps the 
most important. Great stress is placed on exports be
cause of the previous unsatisfactory pattern of industrial 
investment in Greece. Firms which undertake to export 
fixed percentages of their product will be granted ap
provals even though their establishment may injure 
existing, less efficient domestic producers. This same 
criterion was applied in the offering of tax credit in
centives to any firms exporting from Greece. In L.D. 
4231/62 the Government authorized firms engaged in 
exporting to deduct from their taxable incomes 1 to 4 
per cent (4 for industry) of their gross proceeds to cover 
the extra costs presumed to be incurred in export enter
prises. In addition, provision was made for exemption 
from revenue stamp taxes and social security payments. 

The Currency Committee reduced from 7 to 6 per 
cent the interest rate and bank commission charges on 
export trade financing. Special medium and long term 
financing is provided for exporting firms as follows:20 

For newly established firms: 

Exporting at least 25 per cent of their total sales, 
7 per cent interest. 

Exporting at least 40 per cent of their total sales, 
5 per cent interest. 

1. See I.D.C, Basic Incentives to Industrial Development, 
for a description of these and other incentives. In 1951 and 1954 
exporting firms were granted rebates on import duties on materi
als used in exported products. 
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Exporting at least 60 per cent of their total sales, 
4 per cent interest. 

For modernized and expanded firms: 
Exporting at least 20 per cent of their total sales, 

7 per cent interest. 
Exporting at least 25 per cent of their total sales, 

5 per cent interest. 
Exporting at least 40 per cent of their total sales, 

4 per cent interest. 
These rates contrast sharply with the normal effective 
rates in excess of 14-15 per cent described earlier. 
There is some evidence that these extraordinarily 
low rates of interest have caused foreign investors to 
rely on domestic capital in Greece, rather than utilizing 
foreign sources. Little or no consideration seems to have 
been given to the profit situation of the banks, which 
are forced to grant the export loans below cost. The 
new National Investment Bank will not consider in
vestments involving these low incentive rates of interest 
for export. 

There is also, unfortunately, some evidence that 
low-cost credit granted ostensibly for exporting firms, 
is leaking into domestic instalment loans. 

At the basis of the official stress on acquiring foreign 
capital and establishing enterprises which will meet in
ternational competitive standards is the 1962 Treaty 
of Athens, which associated Greece with the Common 
Market. In the words of the chief Greek negotiator of 
the Treaty, « the chief aim of our economic policy is to 
expand exports, for apart altogether from balance of 
payments considerations this corresponds to the urgent 
need to adapt out production to European demand».21 

2. John Pesmatzoglou, The Meaning of the Athens Agreement, 
reprinted from Bulletin 9/10 of the EEC (Sept. - Oct. 1962), p. 5. 
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The Treaty of Association provides that Greek import 
duties on industrial products from the Common Market 
will be progressively reduced to the market level within 
12 years on products not being produced in Greece and 
within 22 years on products being manufactured in 
Greece. On the other hand, Greece gets the full benefit 
of all internal EEC tariff reductions on industrial pro
ducts. The implication of the schedule is that within 
four years 50 per cent of the protection given new pro
duction in Greece will have disappeared. Within 14 
years 50 per cent of the protection on existing produc
tion will be eliminated. In view of the difficulties in
herent in establishing first-rate industrial enterprises 
in a country in the beginning stages of industrial deve
lopment, with a relatively unskilled labor force and 
incomplete infrastructure, the time alowed is not very 
long. It is clear nothing less than a crash program for 
attracting foreign competitive enterprise will suffice. 
In an unpublished report on the promotion of foreign 
private investment in Greece, Dr. A. Winsemius, an 
official consultant, recommended that no foreign ap
plication in a given field be refused unless it was certain 
that a domestic enterprise had already taken the initia
tive and would be competitive within five or six years. 
He further advised against Government assistance to 
domestic firms if this would prolong the period of adapt
ation. In his view the annual reduction in import duties 
would not affect profits for at least two years. Rather 
than allow this to become a period of inaction he recom
mended that foreign firms be admitted in order to put 
pressure on domestic enterprise.22 

22. Dr. A. Winsenius, Consultant to OECD, The Promotion 
of Foreign Private Investment in Greece (unpublished mimeograph
ed typescript, November, 1961), p. 10. 
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The Federation of Greek Industry takes issue with 
the Government policy of applying unilateral measures 
by reducing the cost of export products only. They 
note that local production does not yet meet consumer 
demand and that, because marketing costs in Greece 
are high, foreign imports at lower prices will tend to 
dominate the Greek market at the expense of Greek 
products. The Federation's report refers to structural 
difficulties facing Greek exporters, such as transport 
and packing costs, port charges, red tape, etc.23 

Thus Greek producers are concerned not only about 
their inability to export but also about possible loss 
of the domestic market, because of the high cost of 
production and marketing. 

5. Critique of the Laws. 

A review of the foreign investment laws and the 
writings of legal authorities reveals surprisingly few 
basic defects in the legislation. In general, these laws, 
the legislation to promote industry and the Treaties 
of Friendship, Commerce and Navigation treat the 
foreign investor at least as well as, and in many cases 
better than, he is treated in other countries.24If anything, 
the Greek law has been criticized as unfair to domestic 
industry for extending privileged treatment to foreign 
investment. One authority states that special treatment 
is justified only in terms of the type of investment, not 
in terms of the source of the capital.25 

23. Federation of Greek Industrialists. Report submitted to 
the Government as reported in the English-language edition of 
Naftemboriki, July 17, 1963. 

24. Fatouros, op. cit. 
25. Lambadarios, op. cit., p. 8. 
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The Chairman of the Federation of Greek Industry, 
Mr. Dracos, similarly argues that «it is not in the spirit 
of the Treaty of Athens to attach undue importance 
to foreign investment capital which, of course, is wel
come in Greece, but under equal terms and conditions 
with Greek capital, as an associate rather than as an 
intruder, as an equal partner rather than as a privileged 
master». He advocates revising the open-door policy 
so as not to discourage domestic initiative.26 

In reviewing the foreign investment incentive legis
lation of Greece, Dr. Winsenius concluded that the 
structure of the Greek personal and corporate taxation 
and the discretion permitted to the authorities are quite 
reasonable. Greece does not need to offer any more 
advantages in the way of tax concessions, he maintained, 
for the protective provisions of Laws 2687 and 4171 
are adequate, comparing favorably with similar legisla
tion in force in other countries.27 

The success, or lack of it, in attracting private 
foreign capital cannot be attributed to gross defects 
in the existing legal incentive system. Rather the limited 
success must be ascribed to the criteria used by the 
authorities in approving or rejecting foreign investment 
applications, the other administrative and institutional 
barriers to investing once an approval is obtained28 and, 

26. George Dracos, statement quoted in the English language 
edition of Naftemboriki, May 6, 1963. 

27. Dr. A. Winsenius, op. cit. Dr. Winsenius recommended 
only that the deadlines for certain tax concessions be extended 
and that foreign personnel residing temporarily in Greece be 
given special concessions. 

28. Even if the procedure for approving foreign investment 
within the central government were to operate with exceptional 
efficiency, there would still remain the inhibiting factors of pro-
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finally and most importantly, to the economic climate 
felt by foreign investors. It must also be recognized 
that investment applications recently have increased 
greatly as opportunities for investing in Greece have 
become better known. Finally our analysis indicates 
that the motives for a considerable part of the foreign 
investment approved by the authorities taking place 
since 1953 were the same as those which motivated 
much of the domestic Greek industry — namely, the 
attraction of a protected and monopolistic home market. 

6. Sources of Financial Assistance 
to Foreign Investors. 

A. Introduction. 

An important consideration for many foreign in
vestors is the availability of capital on reasonable terms 
to supplement what they themselves are willing to 
invest. Most of the important enterprises utilizing 
foreign investment since the passage of Law 2687/1953 
have been either entirely or largely foreign-owned. 
In the past this phenomenon could be ascribed to a 
reluctance to share management decisions and profits 
with domestic interests. In the major foreign invest
ments, such as the Aluminum plant, the Shipyards, 
the Polystyrene plant and the recent Chrysler invest
ment, the investors have not sought domestic equity 

tectionist considerations and the opposition of vested interests 
which, although admittedly declining, are still presented. Invest
ors are also often hindered and delayed by the local government
al organizations and public utilities, which must process building 
approvals and arrange for roads, power and other necessary 
facilities. 
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capital or have accepted it for non-financial reasons, 
as in the case of the 12 per cent Industrial Development 
Corporation share in the Pechiney Aluminum project 
The Esso Pappas refinery, petrochemical and steel 
complex, poses separate problems relating to the inter
national oil industry and the absence of any need for 
a domestic partner, either for technical or financial 
purposes. It will presumably have little or no domestic 
capital participation. Foreign investors have in some 
cases combined forces with domestic interests, gaming 
not onlv capital participation but partners fully faûiliar 
with the complex Greek economic environment, al
though in many fields there simply are no Greek firms 
doing business. In general, the industrial structure is 
quite narrow and industrial entrepreneurs are in short 
supply, so that if the foreigner wishes to find financial 
support, he must look to the available financial insti
tutions. There are two officially sanctioned institutions 
operating in the field of industrial finance: 

B. EDFO 
At the beginning of Chapter XI an analysis was 

made of the Economic Development Financing Orga
nization and its predecessor organizations, which have 
been virtually the only institutions channelling foreign 
financing into the Greek industrial structure. The loans 
made by these institutions derived from the American 
aid programs and were made to private Greek industrial 
ventures. EDFO (fully described in Chapter III) is 
a government-owned autonomous organization in the 
form of a legal entity under private law without share 
capital and is the largest institution in Greece generat
ing long-term credits. It may make loans to a wide 
range of enterprises contributing to the economic 
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development of the country, including manufacturing, 
mining, fishing, tourism and agriculture. Of total loans 
outstanding of 2.7 billion drs. from all banking institu
tions of 10 million drs. or more as of September 1961, 
EDFO accounted for 80 loans with an outstanding 
total balance of 2.2 billion drs. As was pointed out in 
Chapter III, these loans are heavily concentrated, 24 
per cent being credited to the Ptolemais lignite mines 
(formerly part of the Bodosakis-owned Chemical Pro
ducts and Fertilizer Co. Inc.). The only significant pri
vate investment protected by Law 2687(see Table XI-3), 
to receive EDFO loan assistance was the Hellenic Ship
yards, which in 1959 had outstanding loans with EDFO 
slightly in excess of $2 million. Because of its weak or
ganizational structure and the large percentage of 
loans outstanding of questionable credit worth, EDFO 
now follows an extremely cautious loan policy requiring 
high collateral or full bank guarantees before granting 
loans. In 1962 the Agency for International Develop
ment made a $5 million, 15-year, 4y2 per cent loan to 
EDFO to provide capital to be relent to private pro
ductive industry to purchase equipment in the United 
States, on terms of over six years. None of this loan has 
been committed although private Greek industrialists 
are importing millions of dollars annually in capital 
equipment from the United States. Applications for 
using this loan have recently been processed by EDFO. 
In any case, EDFO remains a potentially important 
source of loan funds for private foreign investors whose 
investment and reputation are sufficient to meet the 
loan criteria established. 

C. The Industrial Development Corporation. 

One of the boldest newcomers to the field of develop-
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ment with $40 million of capital finance, has been the 
IDC 'established in February 1960 (see Chapter III). 
Its purpose is to assist in the development of sound 
private Greek industrial and mining enterprises, and 
it is restricted to equity participation. It may take part 
of the equity capital in an existing enterprise, but does 
not assume responsibility for creating new industrial 
units unless no competent private interest is prepared 
to undertake the investment. 

As has been indicated in Chapter III, the IDC got 
off to a slow start. Even today it has invested in only 
13 relatively small ventures with four more under active 
consideration, (see table). In 1963, under new manage
ment the IDC publicly placed great emphasis on foreign 
investment to provide Greece with industrial capital 
and with technical and managerial skills. To this end, 
the IDC offered to become a partner with desirable 
foreign enterprises. It is not interested in necessarily 
maximizing profits, even though it operates as a private 
enterprise. The policy is to sell out to its partners when 
its presence is no longer required, and it will grant full 
management responsibility to its partners even though 
the IDC may own a majority of the shares. ««Thus the 
IDC shares in the initial risk but it is willing to let its 
partners reap the profits that come at a later stage».29 

A New York office was established with the purpose 
of promoting the flow of American industrial investment 

1 Speech by Professor K. Spiliopoulos, Chairman of the 
Board of the IDC at the Metropolitan Club, New York, June 11, 
1953. The forms of IDC equity participation can be quite flexible 
For example, it took 60 per cent of the Naoussa Spinning Mill 
capital of 50 million drs. but under conditions which permitted 
its partner to gain a controlling share within ten years at a low 
price. 
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to Greece, and other branch offices were announced. 
The operations of the IDC to date indicate that it 

has suffered from a lack of a clear-cut industrial policy 
aimed at filling gaps in Greece's industrial structure; 
in fact they appear almost to be directed at random. 
In the future, with an active policy of seeking to create 
industries as well as to find entrepreneurs to man them, 
the IDG could become a major force in the industrializa
tion of the country. In particular the foreign investor 
can rely on the IDC as a source of information as well 
as capital and, most importantly, as an honest broker 
who can deal with him and with the several govern
mental authorities. 

In June, 1964 plans were announced by the Govern
ment for merging the EDFO and IDC into a new de
velopment corporation wholly owned by the Govern
ment. It is intended that the new institution will com
plement rather than compete with private financial 
institutions. 

D. «Cooley Amendment» Loans. 

Under the annual Agricultural Trade and Develop
ment Acts first passed by the U.S. Congress in 1954, 
Greece has been a recipient of U.S. grain and other sur
pluses which are paid for in drachmae. Some part of 
these drachmae (normally ranging from 13 to 15 per 
cent of the proceeds of the annual sale of commodities 
to Greece) are reserved for «loans mutually agreeable 
to the United States AID agency» and the country with 
which the agreement is made to United States business 
firms and branches, subsidiaries, or affiliates of such 
firms for business development and trade expansion 
in such countries and for loans to domestic and foreign 
firms for the establishment of facilities for aiding in the 
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utilization, distribution, or otherwise increasing the 
consumption of, and markets for, United States agri
cultural products».30 In fact,very little of the 200 million 
obligated under this program in Greece through Febru
ary 1964 has gone for the promotion of U.S. agricultural 
products in any sense. It is clear from Table A-l that 
in the early years most of the loans were for the expansi
on of the distribution systems of American oil companies 
and other similar companies. In fact some 71 million 
drs of the loans made did not contribute at all to the 
productive capacity of Greece but rather supported 
sales operations. This might seem surprising in view 
of the fact that all loans made have had to receive the 
approval of the Greek Ministry of Coordination. The 
difficulty was that in the initial years few loan applicants 
came forth. Even when the recent record is examined 
it is hard to see how most of the loans will contribute 
to the industrial goals set forth by the national plan. 
With the exception of a chicken feed business which is 
badly needed, most of the ventures financed have been 
of trivial importance-the expansion of a refrigerator 
factory, a non-optimum-size American plastics raw 
material factory (see Chapter X), and a wood factory 
for which only a third of the appropriated funds have 
been drawn in a year and a half. 

Assuming that improved criteria are adopted, the 
Cooley loan program can be a useful factor in assisting 
American industrial firms to invest in Greece. The in
terest rates of about 6 per cent are not excessive by 
Greek standards, and terms of seven to eight years are 
difficult to find. Finally, repayment is in drachmas, 

1. U.S. Congress, PL 480 S. 2475, as amended through Sept. 
29, 1962; Title I, Section 104, para. e. 
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and approvals from the Greek and U.S. Governments 
are leratively easy to obtain. Of some 269 million drs. 
accumulated so far, almost 200 million has been obli
gated. In the future, assuming the Title I PL 480 pro
grams continue, it is reasonable to expect about 70 
to 80 million drs. to become available annually. 

E. Conclusion. 
The official or quasi-official agencies described above 

have so far had little impact on the flow of foreign in
vestment into Greece, and, for that matter, they can 
hardly be said to have contributed decisively to the 
flow of productive industrial investment in general. 
Nevertheless, the existence of these institutions and 
availability of the funds described can be important to 
foreign investors to whom the provision of long-term 
loan capital at reasonable rates or of equity capital 
on reasonable terms is a necessary condition to invest
ing in Greece. The private investment banks described 
in detail in Chapter III are too new to have had any 
impact as yet, although the participation of leading 
foreign banks augurs well for the opening of outlets 
for investment from abroad. The close ties of these 
two investment banks with the existing commercial 
banks indicate that the dominant role of Greek com
mercial banks, and in particular the National Bank of 
Greece, is far from ended. 
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P A R T IV 

C O N C L U S I O N S 





C H A P T E R X I I 

SUMMARY AND CONCLUSIONS 
AS TO POLICY 

1. The Financing of Industry in Greece. 

A. The Availability of Industrial Capital. 

Most of the relatively low per capita income coun
tries of the world are characterized by a scarcity of 
capital; and most theories of economic development 
take as their cardinal interest the forces which can be 
marshalled to increase savings. But Greece is in this 
respect unique: while per capita incomes on the aver
age are modest, the saving ratio is high. Since the over
coming of the political and economic disturbances of 
war and internal strife and the stabilization of the 
currency in 1953, the propensity to consume has declin
ed. The marginal propensity to save at .20 ranks high, 
on any standard. True, the saving of the upper income 
groups may not be as high as in Western Europe and 
North America, but the accomplishment of the economy 
as a whole in saving is really notable. 

This great revival of saving since the wars and the 
achieving of currency stability shows itself in a marked 
increase of liquidity. True to the predictions of Shaw 
and Gurley, the liquidity increase has taken on a pre
dominantly non-monetary form. It is noteworthy that 
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up until 1956 it was chiefly the public economic entities 
which accumulated liquid resources; but since then the 
increase has largely accrued to private persons and 
V \ l l ΟΙΤΊ OQC AC 

What have been the reasons for this phenomenal 
accumulation of resources in addition to currency? 
Certainly the stability of the drachma is the prime mov
er; given this foundation, the public has been moving 
from hoards into various types of interest-bearing as
sets. Among them are savings and other interest-bear
ing deposits with the commercial banks. In this there 
is nothing abnormal — quite the contrary: the swelling 
volume of deposits is one of the chief bulwarks of the 
Greek economy. 

Nevertheless, unless these deposits can be moved 
into active investment, particularly into investment of 
a sort contributing actively to economic development, 
there is a gap between aggregate intended saving and 
aggregate intended investment which at the least im
pedes the rate of economic development, and at the 
worst involves unemployment and stagnation. It is the 
purpose of the present volume to discover the ways in 
which Greece can realize fully upon its excellent achieve
ment in the realm of saving. The answer involves the 
entire rubric of the capital market, as well as the very 
character of Greek business and industry itself. 

B. The Demand for Industrial Capital. 

Having determined a relatively abundant supply 
of savings in Greece, we establish next the relatively 
limited quantities on the demand side, particularly in 
segments vital to development. In the aggregate, capital 
formation has indeed increased, but at annual rates 
smaller than in most Western European countries, 
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including even Spain. Investment in the manufacturing 
sector has shown no consistent rise as a share of total 
investment, though it was indeed the largest share in 
absolute size. The gross value of fixed assets in the 85 
largest corporations grew by 5.9 per cent annually, 
which would appear to be more satisfactory if the base 
were not so low. 

On the side of finance, more than half of the large 
corporations have an equity: total capital ratio less 
than 50 per cent and the new issues market in Greece 
is virtually non-existent. Contrary to what might be 
expected from these facts, self-financing in manufactur
ing has been declining and the corresponding external 
finance has come from short-term borrowing from the 
banks. However, the ratio of new credits granted by 
the monetary system to gross domestic product has 
ranged only from 1.6 to 4.8 per cent; bank credit to 
manufacture appears to have been inadequate. 

What factors account for the failure of funds to 
move from primary deposits in the banking system to 
active investment? In the first place, though there has 
been a gratifying decrease in interest rates in Greece, 
it is estimated that a weighted average of rates charged 
on bank loans has been around 10.5 per cent; or, if 
various insurance charges and commissions are added 
in, 14-15 per cent. With bank borrowing running at this 
expensive level, profitability statistics make it clear 
that this is indeed a constraining factor for the smaller 
firms, which thereby are forced to dispense with ex
ternal financing. 

As matters stand in Greece, the cost of basic con
sumers' goods seems to be a more important restrain
ing factor on demand than the size of the domestic 
market. Similarly, as revealed by Suits' recent study, 
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accumulated capital stock in industry and a lack of 
investment opportunities do not seem to account for 
the slack in demand for industrial capital. On the other, 
hand, as the Federation of Greek Industries argues, 
the policies of the commercial banks on loans, parti
cularly to smaller business units, do restrict the demand, 
i.e., stiff collateral requirements, high interest and extra 
fees and time-consuming procedures. 

But part of the responsibility rests upon the in
dustrial firms themselves. Their preference for borrow
ing to equity financing reacts unfavorably upon the 
bankers' evaluation of the soundness of the firms' 
financial structure. Closely associated with this is the 
indisposition of many closely-held family firms to ex
pand on the basis of outside capital, and their reliance 
upon protective devices against foreign and domestic 
competition. 

Government policy on the matter of industrial 
finance has not been ideal in all respects. For example, 
the issue of bonds by the Treasury for the financing of 
development projects, such as electrical power, does 
compete with the issues of private industry. And this 
competition is in some degree «unfair» because of tax 
exemptions accorded to government securities. But 
the government has, on the other hand, adopted certain 
monetary and fiscal policies quite favorable to industrial 
expansion. The Currency Committee has promulgated 
numerous measures to induce expansion of bank loans 
to industry and trade. Furthermore, numerous fiscal 
incentives exist for the encouragement of both savings 
and active investment. Nevertheless, despite these 
monetary and fiscal measures, the banks are still left 
with excess liquidity. 
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C. The Greek Capital Market and Industry. 

The mass of unused liquid savings on the Greek 
capital market tends to encourage too capitalistic types 
of investment and may invite arbitrary measures by the 
government to force or provide for the utilization of 
savings; but most of all the evil is idle capital in an eco
nomy which cries out for development. How can the 
structural imperfections in the capital market, especially 
with reference to industrial investment, be overcome? 

First, as to the legal side of the matter: the forms 
of business organization and the issue of securities. 
We have pointed to a number of weaknesses in the legal 
framework of the partnership which encourage small, 
closely-held family ventures, of which there is already 
a plethora in Greece. Measures designed to encourage 
a shift into corporate organization can be recommended. 
Limited liability companies are relatively new in this 
country, but they seem well adapted to promoting eco
nomic development. The Sociétés Anonymes, on the 
other hand, going back to the Napoleon Code of 1807, 
need a revamping, particularly in the direction of 
strengthening the rights of minority stockholders. 

Numerous improvements could be introduced into 
the conditions surrounding the issue and sale of in
dustrial securities, which would oil the transmission 
mechanism from saver to investor. A much greater 
diversity in the types of common stock as to voting 
rights, dividends, transferability, etc., would enhance, 
the range of their appeal to the investing public. As 
for preferred stock, the most needed reform is to make 
its position really preferred, by abolishing the present 
uncertainty about other senior claims to earnings and 
assets. The financing of industry by bonds is fraught 
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with too much legalism surrounding their issue; re
forms are clearly in order to increase the attractiveness 
of industrial bonds through a variety of incentives to 
the investor. Finally, the quality of the mortgage bond 
should be improved through clearing away existing, 
(but again somewhat uncertain), superior claims prior 
to the mortgage bond's equity. 

It may also be remarked that the absence of an 
unearned increment tax on the appreciation in value of 
urban sites has undoubtedly served to deflect invest
ment from manufacturing and other developmental 

uses. 
We turn now to the leading institutional participants 

in the Greek capital market. Among government insti
tutions, one of the oldest is the Postal Savings Bank 
system, which has successfully mobilized small savings, 
particularly since the drachma stabilization. One im
provement, however, would be the utilization of its 
funds by public financial institutions concerned with 
development, rather than by the commercial banks. 
The Economic Development Financing Organization, 
established in 1954, has been rather disappointing in 
the role for which it was designed. By concentrating its 
loans on a few large firms it has failed to call forth new 
entrepreneurial effort; in general also, it has failed to 
mobilize savings or stimulate the Greek securities 
market. The Industrial Development Corporation, 
created in 1960, has not had time to prove its mettle; 
thus far its lending power has been used very slowly. 
But potentially the combined EDFO-IDC Develop
ment Bank could perform an important role in sup
plying industrial capital where private initiative seems 
to require supplementing. 

In Greece, the commercial banks, particularly one 
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of them, completely overshadow all other private financ-
cial institutions. Very limited roles are played in the 
financing of trade or industry by the mortgage banks 
and life insurance is little utilized in Greece. A number 
of devices by which these institutions could be encour
aged are well worth the attention of the law and policy 
makers. Recently two private investment banks have 
been launched with foreign bank participation. These 
new institutions have yet to demonstrate their capacity 
to resolve the potentially conflicting interests of parti
cipating banks, though it is clear that foreign bank 
sharing in Greek development could contribute in very 
desirable directions. 

Finally, abrief word only about the two potentially 
most important of the private financial institutions, the 
Athens Stock Exchange and the commercial banks. 
While some suggestions can be made to improve the 
organization and operation of the Exchange, its limited 
role thus far in the development of Greek industry is 
explicable rather in terms of the character of the entre
preneurial community and other factors of a non-financi
al (or «real») character. Much the same judgment must 
be expressed regarding the commercial banks. These 
large centers of capital accumulation have done yeo
man's service in promoting saving in the Greek economy. 
On the other hand, the piling-up of deposits with them 
represents an unhealthy degree of concentration of 
economic power and responsibility. For this the banks 
are partly responsible for failing to promote a broad 
industrial security market and in maintaining direct 
or indirect control over ostensibly public credit insti
tutions and even over industries themselves. But in 
considerable part it is true here also that improvements, 
such as those suggested in thia volume, in the business 
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scene and in the non-financial world are required to 
lessen the disproportionate concentration of investable 
funds with the commercial banks. 

2. Economic Policy and the Real Factors. 

When we turn from the financial factors bearing 
upon Greek economic development to the non-financial 
or real factors, we are passing from a realm in which 
reform — if not easy — is at least quite compassable to 
one in which improvement may «come hard». This is 
true because, in general, financial matters are largely 
institutional and therefore amenable to change, where
as the real factors are often deeply implanted in the 
cultural history, psychology and mores of the nation. 
Nevertheless it would be an error to conclude that no 
improvement is possible in these real spheres; indeed, 
we shall be at some pains to distinguish those aspects 
which do and those which do not lend themselves to 
reform, from the angle of accelerating economic de
velopment. 

A. Scale and Progress. 

In Chapter IV, devoted to the scale of producing 
units, we found, of course, that in Greece the preva
lence of very small units is uneconomical and therefore 
retards capital formation; but, at the same time, the 
limited availability of capital to firms interferes with 
the achievement of optimum size of industrial units. How 
to break this circle by beginning with the availability 
of finance was the concern of Part I. In Part II, the 
point of departure was the real factors accounting for 
small scale. Both approaches are necessary to cope with 
the problem of excessively small scale. We have pointed 
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out in the chapter on this subject that some aspects of 
this problem are rather intractable from a policy angle, 
while others are quite promising. 

To the former belong such causes of smallness in 
the producing unit as the preferences of the Greek 
business community for trade, for being one's own boss 
and for the family basis of business and industrial or
ganization, as well as the preference of the Greek con
sumer for artisan-produced shoes and garments. These 
are not matters which lend themselves gracefully to 
control. As the country develops economically most of 
these may be expected to dwindle in importance. Thus, 
the «small time» producer may find that he can earn 
more as a part of a big firm than as his own boss. But 
it is clear that the desire for rising incomes of the Greek 
populace cannot be satisfied merely by hoping for an 
automatic improvement of one sector which would 
follow from advances in other sectors. What are the 
positive policy measures which can be taken respecting 
scale? 

Certainly an indiscriminate onslaught on small 
businesses and plants would be very unfortunate; it 
could produce unemployment, entail a loss of output 
and encourage monopoly. Discriminating and judicious 
procedure is called for. Thus the present measures to 
limit concentration in Athens, which probably work in 
the direction of supporting small-scale enterprises else
where, should be scrutinized for their net economic ef
fect when allowances are made for sub-optimum scale 
of production. A similarly judicious attitude is called 
for with regard to proposed industrial mergers. The 
regulation of this issue by the Ministry of Industry 
involves a nice discrimination between cases in which 
the presumed reduction of costs through mergers would 
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be a net gain to the Greek economy, and those cases 
in which these gains do not promise to be sufficiently 
large to warrant the risks of monopoly which margers 
often involve. Naturally these decisions must be non-
political and should be based on careful technical study 
of each separate case. 

The two preceding sets of policy decisions ha^ e to 
do directly with scale. But there are several other lines 
of action generally to be recommended for the sake ο 
economic development which should have favorable 
indirect repercussions on scale of output. Chief among 
these are the measures suggested in Part I to facilitate 
the movement of savings into productive employment. 
Small firms may be expected to become larger and more 
efficient if capital is more readily available for expansion 
and the modernization of equipment. Wider access to 
the capital market via the stock exchange is an integral 
part of this channel of reform. 

Finally, measures to reform the tax system m the 
direction of better enforcement and greater progressiva 
and measures to improve the competitive character oî 
the Greek economy are desirable. As Chapter IV has 
argued, such measures «would make the earning of 
profits from adventitious, corrupt and monopolistic 
sources less easy. They would put pressure on effective 
business management in the large concerns, and give 
the small fellow more of a chance». In other words, a 
two-fold evolution should follow: some small firms 
should be absorbed into large ones, and the remaining 
small units should become more efficient. 

B. Measures to Promote Business Enterprise. 

In view of the rudimentary role played by the Athens 
Stock Exchange in the total economic scene in Greece, 
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measures should be taken to encourage the wider adopti
on of the corporate form of business. Not only would 
this give productive financial investment and real 
capital formation an upward fillip but it would put 
business enterprise upon a more impersonal and truly 
economic basis, with a corresponding submerging of 
political, familial and fraternal considerations. At the 
same time business itself could introduce a salutary 
reform by selecting corporate directors for their know
ledge and judgment of business and economic issues, 
and less for their prestige as political, military and other 
public figures. In addition to these major changes, 
there is a variety of improvements in business law, 
suggested in Chapters II and III, which would operate 
favorably on the quality of business enterprise. 

In the end, however, legal forms and prescriptions 
are less important than the human factor: the quality 
of business enterprise depends upon the quality of the 
business and industrial leaders. In Chapter V we have 
argued that there should be a major shift of emphasis 
in Greece toward technical, business and economic 
education. To some degree, of course, such a change 
would imply increased outlays for buildings, equipment, 
and teachers' salaries. But to some degree a reorgani
zation of curricula, a weeding out of antiquated teach
ing methods, and the appointment of young and vigor
ous personnel could produce large positive results with
out increased total outlay. In other words, the effort 
to raise the standard of living of the mass of the popu
lation need not be purchased by a depression of the 
cultural level of the country. 

Unlike most other low-income countries of the world, 
Greece is endowed with a cultural heritage — indeed it 
was the origin of much of it — which is rationalistic, 
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forwardiookmg, non-fatalistic, open to innovation In 
the realm of economic life, Greece should capitalize 
more extensively upon this heritage; more specifically, 
in its national program of education important improv
ements can be made. We have suggested that stress 
should be laid upon technical education in agriculture, 
with a«grass-roots»basis in popular short courses through
out the country. In the business and industria lspheres, 
improved curricula in business administration seem to 
be called for in a country aspiring to growth and faced 
with the competition of other aggressive nations. Eco
nomic education needs also to be emphasized as a basis 
for an informed body of public servants, although at 
the highest levels it may be advisable to rely upon 
foreign traning for an intermediate period. 

C. Productive Techniques and Capital Formation. 

According to our analysis, many industries in Greece 
suffer from the employment of antiquated machines and 
outmoded production techniques. What remedies are 
available? A threefold classification of the possibilities 
may be useful. First come those which pertain to the 
supply of capital; secondly, those related to the charac
ter and quality of business management and adminis
tration and; thirdly, government contributions to the 
economic infra-structure. 

So far as concerns capital, the kinds of measures to 
reduce the cost of capital in interest charges and to 
improve its availability to the firm to which we have 
adverted under the subject of scale also redound to the 
benefit of techniques. Indeed, the two are so intimately 
related that a separate discussion scarcely seems to be 
required here. Underscoring the importale of the sup
ply of capital in this matter of techniques, however, 
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are the indications relative to the future character of 
output in Greece, presented in Chapter VI. In brief, 
regarding the future development of exports, of import 
substitutes and of purely domestic production, indic
ations point to increased demands upon capital. Suit
able techniques in all three spheres, it was argued, will 
probably involve higher capital-output ratios than those 
currently prevalent. To achieve a satisfactory perfor
mance for the Greek economy in these three spheres of 
production, a substantial improvement in the mclusiv-
eness and efficiency of the Greek capital market is 

requisite. 
The quality and performance of business manage

ment with regard not only to the physical equipment 
which it tolerates or introduces but also with regard to 
industrial enterprise as an entrepreneurial matter have 
been treated in Chapters V and VII. Policy measures 
under these heads pertain to the improvement of 
business education, to the clarification and modernizing 
of business and corporation law and to the enforcement 
or encouragement of competition as against monopoly. 
Here it is necessary to emphasize the importance oi 
these measures in securing for Greece the latest produc
tive techniques. In a free enterprise economy of this 
sort production cannot be efficient unless the producers 
themselves are aggressive and well trained; furthermore 
the achieving of high incomes through monopoly must 
not in general be possible. 

Government contributes to the use of optimum 
techniques in manifold ways through the so-called 
«infra-structure». Much of the outlay of government in 
Greece until recently has gone in reconstruction follow
ing war, civil war and earthquakes. Now that the most 
pressing needs, in the highways and communications 
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System and in public buildings nave been made good, 
public investment can be more directly related to the 
productive segments of the economy. Notable ventures 
of this sort have been the development of the electric 
power network, the erection of a steel mill and agricul
tural improvements. In general, the increase of public 
investment and the directions it has taken have been 
satisfactory, and the planned behavior for the decade 
1961-1971 seems well conceived.1 The chief emphasis 
of the present volume is upon increasing the perform
ance of the private sector of the economy. This ob
servation leads directly into the next topic. 

D. Competition, Monopoly and Public Policy. 

A review of the Greek industrial scene reveals a 
widespread prevalence of monopoly elements. In some 
instances single-firm monopoly exists; in other cases, 
there are cartels, occasionally of international scope; 
in many others — indeed this is almost typical of Greece 
— there is the unhappy combination of a few oligo
polistic firms accompanied by a large number of small, 
sub-optimum, enterprises. In part, these monopoly forms 
have arisen from the same origins as account for them 
elsewhere. In part, however, the closely-held family type 
of venture plays a prominent role and; in part — un
fortunately — the impairment of competition has 
resulted from government interventions in industry. 

The principal form of intervention has been the 
«certificate of expediency», required for establishing, 
locating, expanding, moving or merging businesses. The 
ostensible purposes of this licensing have been to prevent 

1. Memoradum on the Greek Development Programme (A-

thens, 1962). 
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bankruptcies due to overcrowding in an industry, to 
lessen geographic concentration, to favor exports and to 
encourage the introduction of new products into the 
market. Our examination of this procedure, however, 
leads to the conviction that personal relationships, 
political pressures and other non-economic consider
ations have played important roles. The result has been 
a blocking of new enterprises, strengthening unfair 
competition, dampening entrepreneurial activity and, 
in some sectors, strengthening local monopolies. Eco
nomic development in Greece would be stimulated by 
the scrapping of the system or its complete over
hauling on rational grounds. 

Other forms of government intervention in industry 
have been the tariff, tax and credit measures designed 
to encourage the development of larger size industrial 
units or to further geographic decentralization. Here, 
however, the workings of the government intervention 
have been sporadic and unsystematic,excessively bureau
cratic and too involved and too little known by business
men to have appreciable effects in the desired directions. 
Much the same judgment must be reached regarding 
the system of price controls. 

In addition to the protective import tarriffs, which 
we have examined in Chapter X, interventions by 
government have added to — rather than reducing — 
the limitations upon entry into industry, and have given 
rise to monopoly profits. But monopoly profits of this 
sort are not in general re-invested in industry for the 
expansion of plant: indeed the setting is decidely 
inimical to expansion and progress. In Chapter "VII 
we have seen how modest have been the average rates 
of expansion of fixed and variable assets of Greek firms 
in recent years. Where production is largely concentrated 
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into one firm there have, indeed, been realized some 
rapid rates of expansion. Unfortunately, however 
protection from foreign and domestic competition and 
a seller's market, rather than success in a competitive 
struggle, have accounted for these expanded invest-

m e Our first and most emphatic conclusion with regard 
to monopoly in Greece is the necessity for the elimin
ation of artificial support of monopoly by government 
policies themselves. 

Our second conclusion pertains to the interactions 
between conditions in the capital market and monopoly 
or oligopoly in industry. In Chapters I, II and III we 
have seen how the size-distribution of Greek corporations 
and the factor of family control narrows the market 
and thins down the effering of securities available to 
the investing public. Fear of loss of control impels the 
closely-held firms to finance through the banks rather 
than through the open market; and this closed financial 
interrelation tends to strengthen the power of the exist
ing large industrial firms and the existing large banks. 
Public policy on the side of monopoly and finance may 
well be directed toward broadening both the range ot 
industrial securities and the range and variety ot 
financial institutions, in ways indicated in Part I. 

Finally as the third main segment of the measures 
to promote competitiveness in the Greek economy, 
would come general «anti-trust» legislation, to date 
largelv conspicuous by its absence. This does not 
imply a general onslaught upon all monopolistic situ
ations, since there are some which are dictated by the 
necessities of the situation («natural monopolies» 
and others which represent the (presumably temporary) 
reward of innovation and enterprise. It is monopoly 
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which is clearly «in restraint of trade» upon which the 
Greek law should take an equally clear position, for the 
sake not only of economic development but also of 
economic equity. 

E. The Construction Industry in Greece and Industrial 
Development. 
The extended chapter (Chapter VIII) devoted to 

this subject is amply warranted by the fact that some
thing in the order of 40 per cent total investment has in 
recent years gone into construction, mostly of dwellings, 
thus offering a formidable drain upon funds which could 
otherwise have gone into raising the industrial potential 
of the country. We have presented figures which reveal 
that Greece was, at the end of the wars,sadly in need of 
housing, and that even after the construction boom of 
the past decade, the ratio of persons to housing space, 
especially for the lower-income groups, leaves much to 
be desired. In view of these facts, has residential cons
truction been excessive from the angle of the economic 
development of the country? If so, what could be done 

about it? 
To answer the first question objectively would be 

difficult, since «consumption» in housing as against the 
alternative of putting the funds into industrial plants 
is a matter of weighing present against future, and this 
is a rather subjective matter. However, it is clear that 
tilting the scale in favor of present consumption does 
slow down the pace of economic development; and it 
is likewise clear that — at least as a matter of proclaimed 
policy _ Greece desires an acceleration of that rate. 

If the first question is answered affirmatively, how 
could residential construction have been curbed — at 
least in some measure — in favor of industry? Here the 

329 



catalog of twelve factors in Chapter VIII, accounting 
for the housing boom, assumes significance. In the first 
place several of these causes, while potent at the time 
of the drachma stabilization, have dwindled away m 
importance as the Greek populace has come to be 
convinced that monetary stability is reasonably assured 
Secondly, the housing shortage caused by the wars and 
the earthquakes has been gradually surmounted. Policy 
directed toward economizing in residential construction 
would scarcely be appropriately directed against either 
of these two sets of effects. 

Most of the remaining causes of the housing boom 
are matters which seem to warrant investment m 
housing: the increase of population, the movement of 
people to the metropolis, the utility which the average 
citizen derives from home owning, the significance of 
home ownership in dowries, the income elasticity of the 
demand for housing, and the small import content of 
house construction. To attempt to reduce house con
struction from these causes would seem irrational and 
arbitrary. . 

And indeed, this is the case; the conclusion becomes 
inevitable that punitive measures are inappropirate. 
The only remaining channel for investment policy is 
rendering competitive channels of investment more 
attractive. Hence, in confronting this conspicuous pro
blem of the Greek economy during the past decade — 
the fantastic proportion of new capital formation going 
into the construction industry— we are led back once 
again to the emphasis of Part I upon the broadening 
of the Greek capital market upon the demand side. 
The most effective device, as well as the channel doing 
the least violence to ordinary sound economic and com
mercial motives, is to make other investments over a 
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broad range of industries possible and profitable for 
the small capitalist, the ordinary citizen. 

In addition to this general remedy for the one
sided direction of capital into housing, it would seem 
advisable to attempt at the same time to make home 
construction and home ownership a more broadly 
based privilege among the lower income strata. This 
implies a redirection rather than a greater volume of 
residential construction; thus a re-examination would 
be in order of the availability of building credits through 
the National Mortgage Bank and other institutions in 
the real estate credit and mortgage field. 

3. International Aspects. 

A. Foreign Trade and Greek Industry. 

In order to appreciate the situation of Greek industry 
in the international setting, it is essential to recall that, 
while World War II ended for most European nations 
in 1945, guerilla warfare persisted in Greece until 1949. 
Even in 1951 almost a third of the population depended 
on state aid. Reconstruction could not find a firm basis 
until the drachma was stabilized in 1953. After this 
incisive step was taken, domestic savings increased 
enormously, from 3.5 per cent of gross domestic product 
to 12.2 per cent in 1961, and more thereafter. 

However, a very large part of the saving was directed 
toward transport, communications and construction, 
which absorbed 50 per cent of gross fixed capital for
mation in 1950 and 53 per cent in 1961. Manufacturing, 
on the other hand, declined from 19 to 10 per cent over 
the same years. Investment in agriculture was also 
large. One of the disadvantages of this pattern of invest
ment was its concentration in sectors in which the ratio 
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of capital to output is largest; but in manufacturing, 
where less capital is required relative to output, invest
ment lagged. This assumes significance for Greece when 
we look at the recent past and the probable future of 

Greek exports. 
Agricultural exports were the first to recover after 

wars and, by the early part of the fifties were con
sisting 3/4 of Greek exports.Over the period from 1953 
through 1961, furthermore, mining, cotton tobacco and 
other agricultural products contributed 2,363.1 mil
lions of drachmae to the increase of exports compared 
to an increase contributed by manufactures of only 
225.6 million drachmae. 

The difficulties surrounding the export of manufac
turée from Greece have partly to do with the 30-35 
per cent preference accorded by the government to in
dustrial goods produced domestically. In addi ion, there 
are the handicaps dwelt upon in earlier chapters: small 
scale operation, closed family entreprises, reliance upon 
short-term bank loans, etc. 

But the importance of surmounting the obstacles 
to manufactured exports arises from a d i s p o s i a t e 
view of the prospects for Greek agricultural exports m 
the long-run future of the Greek balance of payments. 
Consider the case of tobacco. While the total tobacco 
imports of the European Economic Community rose 
from 177,800 tons in 1958 to 198,900 tons m 1961 
G r l exer t s to that region fell from 36,300 to 22,900 
tons. The fact, which does not bid fair to be reversed 
in the future, is a long run shift in tastes away from the 
oriental type of tobacco. Other leading agricultural 
exports such as currants and raisins do not seem to 
promise much in the way of expanding foreign demand 
Fruits and vegetables do offer better prospects, parti-
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cularly if quality and marketing are improved, and if 
the processing of these products can be expanded within 
Greece. 

All in all, however, a sizable increase in the export 
of industrial products will be necessary for the long run 
balance of payments. It is for this reason, chiefly, that 
the revised 5-years plan envisages an increase of 25 per 
cent annually in industrial investment. This may be too 
ambitious a program, but there is no gainsaying the 
crucial importance of increased industrial investment. 

B. Greek Protectionism. 

The historical roots of Greek protection of industry 
against foreign competition go well back into the inter
val between the world wars, when it was utilized to 
provide employment for refugees and those thrown out 
of work by the Great Depression. The protectionist 
policy has continued unabated since then, except that 
since the devaluation of the drachma in 1953 it has 
dispensed with most of the quantitative restrictions. 
The formidable array of protectionist devices, described 
in Chapter X, has included import licensing, import 
payment controls, preference for domestic produces in 
government purchases, tariffs and quotas. 

The results of this complex of protective devices has 
not been fortunate for the Greek economy. For a newly 
developing economy a logical case exists for the protec
tion of infant industries. Once having been called into 
being under the shield of exclusion of foreign com
petition, the Greek firms have frequently been shielded 
even from domestic rivals under the «expediency licens
ing» device. Monopoly has flourished and the high profits 
have not been channeled into expansion of industrial 
plant, but rather into hoards or luxury real estate. The 
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failure of protectionism as a device for economic develop
ment is signalized by the fact that no significant sub
stitution of domestic production of imports has taken 
place over the past decade. 

The treaty of association between Greece and the 
European Economic Community, signed in Athens in 
1962, provides that by 1967, 50 per cent of the tariff on 
goods not produced in Greece shall be eliminated; for 
commodities produced in Greece, 22 years are allowed 
to adjust tariffs to the Common Market level, but within 
14 years after 1962, 50 per cent of the existing protec
tion must disappear. It is obvious that a drastic over
hauling of the Greek industrial structure will be called 
for, in order to meet the much-needed competition of 
foreign sources of supply. 
C. Foreign Capital and Manufacturing Enterprise. 

Fortunately for Greece, the legal groundwork has 
been laid a decade ago to induce foreign capital — par
ticularly foreign capital coupled with foreign enterpise 
— into the country. In 1953 an article, which was made 
a part of the constitution of the land, provided extra
ordinary attractions for foreign capital. Thus, though 
ordinary private property may be expropriated after 
full indemnification, foreign capital is inviolable. Per
missible rates of interest and withdrawal of profits and 
principal were set at generous levels; tax benefits were 
granted; guarantees were given against adverse dis
crimination in any fashion against foreign enterprise. 
Subsequent legislation has increased the tax benefits for 
newly founded enterprises which save or earn foreign 
exchange; and the repatriation of earnings and capital 
has been liberalized still further. 

The Greek legislation appears to make all concessions 
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regarding foreign capital which could reasonably be 
expected — indeed, some domestic producers have 
complained of its excessive liberality. However that 
may be, the inflow of foreign investment, while visibly 
stimulated by these enactments, has not risen to over
whelming proportions. Furthermore, the investments 
which have been made during most of the past decade 
have largely gone into the production of import sub
stitutes. Investments of this sort do indeed help toward 
a strengthening of the Greek balance of payments, and 
they bring in foreign know-how and raise the level of 
technical skills. But they are fraught with two draw
backs to the economy as a whole. In the first place, the 
import-substitution takes place behind a wall of protec
tive tariffs and the Greek consumer generally fails to 
benefit by a reduction of price. In the second place, this 
sort of investment is exposed to the danger of being 
abandoned when the tariff reductions contemplated by 
the Common Market agreement go into effect. 

For these reasons,.the criteria for approval of foreign 
investments under the basic legislation have, for the 
past two years, been modified to favor those investments 
which contribute to the country's export potential. 

Foreign investment in Greek industry can potentially 
be considerably encouraged by existing official agencies 
and private investment banks which can supply sup
plementary funds and other aid to foreign firms in 
Greece, as well as providing channels for the investment 
of foreign funds. 

Basically, however, the prime requisites for making 
Greece more attractive to foreign capital are the same 
same sort of reforms of the financial and industrial 
structure which will make the country a more attractive 
arena for domestic capital. 
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