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Ρ R Ë F A G Ë 

I 

The present study represents another effort of the 
Center of Economic Research to explore the structure and 
behaviour of the Greek Economy. This study grew out of 
Dr. Psilos* field work on a sector which has been relatively 
inactive and, it may be said, highly underdeveloped. The 
inefficiencies in the functioning of the capital market are 
a serious constraint in the effort for economic development. 

Monetary stability and a relatively high rate of growth 
has marked the performance of the Greek economy in the 
last few years. Dr. Psilos investigates the possibilities of 
developing a capital market in Greece, in the light of this 
past performance and the new developing conditions. 

The study analyses, as fully as the availability and 
reliability of statistics permit, the accumulation of savings, 
the demand for money and liquid assets other than money 
and the demand for and supply of securities. It further
more explores the factors which affect both the demand 
for and the supply of securities in Greece, among which 
the size of corporations, corporate legislation, fiscal and 
monetary policies and the role of financial institutions 
stand out as principal factors. 

Dr. Psilos' study gives some insight to the problems 
underlying the possibilities for developing a capital market 
in a less developed economy, such as Greece. In view of 
the little knowledge that exists in this field, his contribu
tion is valuable for researchers and policy makers who 
work on the monetary aspects of economic development. 

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 
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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 Greece1 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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CHAPTER I 

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

This study deals with the availability of capital in 
Greece and the allocation of savings (and wealth) among 
alternative financial assets. 

The statistical evidence to be presented, will lead 
us to argue against the long-held belief that the supply 
of capital is inadequate in Greece. We shall show that 
ex post savings have been greater than ex post invest
ment in money terms, in the private sector, a fact 
which influences the volume and pattern of future 
investment. We shall try to demonstrate how this 
excess of capital is primarily due to the imperfect and 
inefficient financial assets market. 

Our thesis is that the optimum allocation of a given 
supply of funds among competing uses requires, on the 
one hand, a wide range of financial outlets consistent 
with reasonable placement or servicing costs and with 
risk differentials and, on the other hand, a multiple 
and complex set of competitive institutions to facilitate 
the mobilization of savings and channel them into the 
hands of investment firms. 

The first condition refers to the growth and compo
sition of total debtl in a society which is characterized 

1. The term debt includes bonds and equity (stocks), although 
the latter is a certificate of ownership. For our purposes, the com
mon stock is inseparable from the instruments of indebtedness. 
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by deficit and surplus-spending units. With no debt 
other than money in an economy, there are restraints 
on savings, on capital accumulation, and on efficient 
allocation of savings to investment that depress the 
rate of growth in output and income. Real growth gen
erates issues of debt instruments and incremental de
mand for real financial assets.1 

The significance of a wide differentiation of debt 
appears under two aspects: on the demand side, it tends 
to minimize the «disutility function» of debt burden,2 

and on the supply side (surplus-spending units) a mixed 
position of financial assets tends to maximize the utility 
function of a portfolio. Usually, the wider the asset 
differentiation in a portfolio, the less the risk of depreci
ation in the real value of assets. 

In developed countries, the volume and composition 
of debt has gone hand in hand with the rate and pattern 
of real economic activity and with the growth of financial 
markets. It was associated with the rise in real per 
capita income and also in the level of industrial produc
tion, the forms of business enterprises, the scale and 
techniques of production, etc. Also, the development 
of financial intermediaries has «resulted in a more 
homogeneous debt structure, in more competitive 
markets, in greater flexibility of interest rates.»3 Roosa 
points out that in the United States, after 1914, «the 
changed organization and mechanics of the financial 

1. See Albert Hart, Money, Debt and Economic Activity, 
3rd. ed. (Prentice-Hall, 1961) and John G. Gurley and Edward 
S. Shaw, Money in a Theory of Finance, (The Brookings Insti
tute, 1960). 

2. Gurley and Shaw, op. cit., p. 118. 

3. Ibid, p. 125. 
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market through which issuers or sellers and purchasers 
or holders of debt were brought together, was one 
factor to alter the character of the supply and demand 
for debt instruments».1 

On the demand side, the development of a great 
variety of financial intermediaries such as investment 
banks, investment companies, underwriters syndicates, 
mortgage banks, insurance companies, etc. means that 
funds can be provided speedily to various sectors of the 
economy to finance new investment outlets whenever 
expansion or restructuring of the sectors is required. 

On the supply side, a number of financial institu
tions such as investment banks, mutual and savings 
banks, insurance companies, special departments at 
commercial banks, etc. all serve the entire economy as 
suppliers or issuers of a wide range of financial assets. 
The placing of funds in an investment bank (mutual 
funds), for example, in effect enables the small saver to 
allocate his surplus among a wider range of enterprises 
and industries than if his funds were in the form of de
posits or invested directly by himself in one stock or 
bond issue. Thus, the growth of specialised financial 
institutions in developed countries has led to the opti
mum accumulation and allocation of investible funds. 
Their evolution, it may be added, has often resulted 
in greater demands for funds. 

Succeeding chapters investigate the main factors 
characterizing the backward state of the securities 
market in Greece. In Part I we study the availability 
of funds and the allocation of wealth among alternative 

1. R.V. Roosa «Interest Rates and the Central Bank» in 
Money, Trade, and Economic Growth, Essays in honor of John 
Williams (New York: Macmillan, 1951), p. 278. 
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assets. Then we investigate the capital structure of 
corporate enterprises, on the assumption that the struc
ture of their liabilities as well as their sources of debts 
directly affect their willingness and ability to resort to 
the securities market. 

In Part II we study the factors conditioning the 
performance of the securities market. The first factor 
considered is the size of corporate producing units. Then 
we analyze the legislation concerning the formation 
and operation of corporations and types of securities 
issued, including the terms of issue. Next, we examine 
government policies, especially tax incentives. We will 
try to show how each of these factors has worked to 
restrain the demand for capital and to deprive the po
tential investor of a broad range of financial outlets in 
the asset market. 

In Part III, in addition to studying the above inef
ficiencies in the demand side of the capital market, we 
will examine the performance of financial institutions 
in creating and allocating funds among would-be capital 
users. The degree of success and of competition in the 
markets for goods and services depends,to a large extent, 
upon the optimum distribution of savings among would-
be capital users. This optimum distribution of savings 
in turn depends largely upon the operational efficiency 
of the financial institutions, but, as we shall see, the 
oligopolistic structure of the banking system seriously 
limits the usefulness that these institutions should have. 

Finally, the threads of the entire analysis are 
brought together in a concluding chapter. 
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PART I 

AVAILABILITY AND DEMAND FOR 

CAPITAL MARKET FINANCE 





C H A P T E R II 

THE VOLUME AND ORIGINS 
OF SAVINGS IN GREECE 

A. The Volume and Composition of Savings. 

The development of a capital market depends upon 
both the aggregate volume of savings and its origins. 
Table II-l presents the volume and composition of 
savings in the Greek economy from 1950 to 1962. The 
figures are in terms of current prices, as we assume that 
the allocation of available resources for either savings 
or consumption is more closely related to money in
comes than to real incomes. 

Table II-l shows first, that aggregate domestic sav
ings increased rapidly in 1953, and that throughout 
the subsequent period total domestic savings continued 
to rise substantially. From 1950 to 1962 total domestic 
savings have increased fourteen-fold in absolute terms, 
while the ratio of total domestic savings to gross do
mestic 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 by 
the table, the bulk of saving is done spontaneously 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. 
It should also be pointed out that this growth of pri
vate savings mainly occurred in the personal sector-i.e., 
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households and non-profit institutions. The share of 
personal savings in gross private savings rose from about 
34 per cent in 1950-1952 to 63.1 per cent in 1961.1 This 
growing proportion of net domestic capital formation, 
being financed by voluntary personal savings, is a 
healthy aspect of economic development. Indeed, the 
contribution of personal savings to financing net capital 
formation has been increasingly important in Greece, 
rising from 28.1 per cent in 1954 to 66.6 per cent in 1959 
to fall back slightly to 58.8 in 1961.2 What is even more 
significant is that this variable has almost approached 
the level which prevails in the United States. As Pro
fessor S. Kuznets indicates in his penetrating analysis 
in Capital in the American Economy, in «normal» times 
personal savings finance over 70 per cent of net capital 
formation in the United States.3 

On the other hand, business savings showed a decline 
in relative terms, falling from 66.4 per cent of total pri
vate savings in 1950-1952 to 36.9 per cent in 1961. Out 
of this contribution, the share of depreciation reserves 
was substantial, representing about 85 per cent of total 
business savings over the period under review.4 

The proportion of personal disposable income held 
by the personal sector in terms of savings also increased 

1. For 1950-1952 personal savings we deducted 10 per cent 
from personal savings given in the National Accounts as repre
senting retained profits of corporations. 

2. Figures from personal savings for 1962 are not available. 

3. Simon Kuznets, Capital in the American Economy: Its 
Formation and Financing {National Bureau of Economic Re
search, Princeton University Press, 1961), p. 97. 

4. There are no data available for a precise evaluation of 
business retained profits and depreciation over the period. 
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over the period, rising from 2.68 per cent in 1954 to 
9.49 per cent in 1960. This trend is also very important 
since it points to the past saving capacity of Greece and 
to her saving potential in the future. 

The high and increasing propensity to save in the 
private sector in Greece, creates some doubt as to wheth
er the supply of finance has fallen short of the private 
sector's demand for it. 

The lack of an adequate supply of domestic savings 
was a serious problem in Greece before 1954. Before 
1952, the main source of financing capital formation 
was foreign aid, especially from U.S.A. In the period 
1950-1952 domestic savings financed only 35 per cent 
of gross capital formation, while the remaining 65 per 
cent was financed by foreign savings (Table II-l). 
Throughout the subsequent period, foreign savings 
contributed a smaller proportion of domestic capital 
formation, ranging from 5.4 per cent to 26.3 per 
cent. 

Table 11-2 below shows an upward trend in the 
financial surplus of the private sector or in the excess 
of savings over investment from 1954 to 1962 in money 
terms. We see that, with the exception of 1954 and 1958, 
private investment was self-financed; this empirical 
conclusion again contradicts the common assertion that 
Greece lacks capital funds for investment expansion in 
the private sector. Although, of course, it is not easy to 
provide exact statistical evidence pertaining to the sup
ply of finance in the private sector as against private 
planned investment, this difficulty does not mitigate 
the argument. As will be shown in subsequent 
chapters, all capital market equity issues, as well as 
private and government bonds, have been promptly and 
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completely subscribed, most of them over-subscribed.1 

Yet, banking statistics, analysed below, show that 
during the 1954-62 period Greek banks experienced 
excess liquidity. An additional confirmation is the in
creasing amount of Treasury bills held by the banks.2 

It seems therefore clear, on the basis of developments 
in the entire private sector, that the supply of finance 
has not fallen short of the private sector's demand for 
it. As will be indicated below, the observed inequality 
of savings and investment since 1955 may be due to the 
net change in the asset position of the country and/or 
of the private sector. This state of affairs has not been 
sufficiently recognised in previous discussions of the 
Greek economy. 

B. The Determinants of Savings. 

Before proceeding further, we must examine the 
main determinants of savings over the years under 
review. The most important determinant of savings is, 
of course, the level and distribution of national income. 
In addition, consumption habits and the institutional 
organization of the economy tend to influence the pro
pensity to save. 

The rates of growth in national product are given in 
Table 11-3 below. The analysis of this flow into gross 
domestic production and net foreign balance is based 

1. The full subscription to such issues may, however, be due 
to the fact that most of them have been sold to old shareholders 
who agree beforehand to new issues of capital and that the 
Greek financial institutions ensure that subscription takes place. 
The same applies to government securities. 

2. Infra, Chapter III. 
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on the assumption that their volume and rate of change 
tend to influence the propensity to save and point 
directly to the potential volume and composition of 
available financial capital in the economy. 

Although the salient feature of the above economic 
indicators is their annual rate of growth, (here, fluctu
ating), on the average, GDP grew at a rate of 6.4 per cent 
and GNP* at a rate of 5.3 per cent, at constant prices, 
since 1954. Net Foreign Balance, expressed as a per
centage of GNP* rose steadily until 1960 and was still 
high in 1962. As will be shown below, the large Net 
Foreign Balance over the period has mainly been due 
to the fact that poor government strategy for economic 
development and a complex set of financial and real 
factors have prevented the full utilization of the exist
ing domestic capital funds. The recent five-year plan 
projected the contribution of net foreign lending to 
the financing of gross expenditures at around 3.4 per 
cent of the total expenditures for 1969. 

The regression equation yielded by our statistical 
analysis shows that real per capita personal savings 
were related to the increase in real disposable income 
per capita at a rate of .195 per cent since 1950. In other 
words, the marginal propensity to save was found to be 
about .20- considerably higher than in other developed 
or developing economies. The regression for the 1950-
1961 period is as follows: 

S = -597,902 + .195 Y, 
(.0408) 

where S is real per capita personal savings and Y is 
real per capita disposable income. The coefficient of 
determination (R2) was found to be .922 while the coef
ficient of correlation (R) was .960. 
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In money terms, the regression equation of savings 

was S'= -3,480.41 + .142 Y', 
(.0401) 

where S' and Y' are not per capita; R = .964 and 
R2 = .929. Since the constant factor is negative, it fol
lows that the average propensity to save is lower than 
the marginal propensity to save; this phenomenon is a 
typical characteristic of underdeveloped countries. 

The above analysis indicates that personal savings 
have been related significantly to the rate of growth 
of national income. Given, however, the low real per 
capita income in absolute terms in Greece, one may 
argue that either consumption was suppressed among 
the low income groups in Greece and/or that a redistri
bution of income has taken place over the period under 
review, favouring the high income groups, which are 
supposedly responsible for the bulk of savings. 

Examining first the ex post estimates of private con
sumption computed at 1954 prices, we observe that 
during the period 1950-1961, private consumption ex
pressed as a ratio to gross national expenditures, at 
1954 prices, declined from 69.1 per cent in 1950 to 66.1 
per cent in 1961. Such a decline in consumption expen
ditures may be justified in the sense that it tends to 
favour the investment sector. Thus, consumption could 
be increased subsequently on the basis of larger and 
better capital equipment. Notwithstanding, however, 
the importance of reductions in consumption and the 
low per capita income level of Greece (around $ 380), 
the possibility of reducing private consumption still 
further at the present time is very small. 

One may suggest that the substantial volume of 
private savings over the fifties in Greece was due 
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to the high concentration of income in the upper in
come brackets, on the assumption that, in developing 
economies, income inequality leads to higher savings. 
Upon this assumption the Greek government in 1955 
based its taxation policies (according to which con
sumption expenditures represent good criteria for 
levying taxes), in the hope of encouraging higher sav
ings among the upper income class. 

But do the upper income classes in Greece save as 
much as might be expected on the basis of behavior 
known to prevail in other economies? The first thing 
we should consider is the composition of the upper in
come class. It consists primarily of persons earning 
their income mainly from business enterprises, includ
ing industrialists, traders, handicraftsmen and rentiers. 
The relative significance of the latter group is evidenced 
in the blocks of flats and villas built since 1954-1955 in 
Athens and the high rate of return on construction in
vestment. To these wealthy groups one may add mem
bers of the professions such as doctors and lawyers, 
some of whom earn considerable income. Although it is 
difficult to assess exactly the contribution of these 
classes to total personal savings in recent years, one 
can definitely say that they do not save as much as 
would be desirable. By and large, the wealthy Greek 
does not live by the Puritan virtues of the 19th century 
capitalists; instead he seems generally inclined to in
dulge in conspicuous consumption. Most of the high 
income receivers are tied up to the existing consumption 
patterns in the Western developed countries, as evi
denced by the increase in imported luxury goods, 
trips abroad, number of private cars, and apartment 
houses and villas built in Athens and the suburbs. 

If such is the case with the upper income class, what 
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class of income did raise its propensity to save over the 
period in question? The orthodox theory would suggest 
that, being an underdeveloped country, Greece has no 
middle-income class which might save voluntarily out 
of current income. But in fact a middle-income class, 
consisting of the salary and wage earners, landowners, 
provincial handicraftsmen, small city merchants, pen
sioners, and some members of the professions, does exist 
in Greece and has indeed, raised its propensity to save. 
Perhaps the saving of this class is motivated not so 
much by income (which on the average is above a sub
sistence level anyway) as by other considerations such 
as uncertainty about future income and needs, and also 
by sociological factors. 

No reliable statistical evidence is available, how
ever, on this source of personal savings; the only 
indication is the trend of savings accounts with banks 
by occupational groups of depositors in recent years. 
Changes in savings deposits may be caused by shifts 
between portfolio assets, which have no relationship to 
current income, and the declared occupation may be 
far from the real occupation. However, our statistical 
analysis indicates that 1/3 of the change in the value 
of deposits is generated by savings out of current in
come; this is indicated by the ratio of the change in 
private deposits (time and savings deposits) to private 
net savings, which rose from 6.8 in 1955 to 44.3 in 1962. 
In terms of regression analysis, the change in deposits 
was related to net private domestic savings at a rate 
of about 33 per cent since 1951.1 

On the above assumption, we present statistics on 

1. The regression equation was XI = -47.2 + .333 X2. 
(.105) 
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the deposits in recent years by occupational groups to 
indicate the origins of savings. Table 11-4 presents the 
distribution of the number of depositors and their cor
responding savings deposits with all banks, in million 
drachmae, over three years. 

The table indicates that entrepreneurs held about 
20 per cent of the total outstanding savings accounts 
since the end of 1960, and in terms of value of deposits 
in drachmae this share amounted to about 24 per cent 
of total deposits. Professionals held about 15 per cent 
of the value of deposits. The wage and salary earners, 
from 1960 to 1962, increased their share in the number 
of depositors by 1.7 per cent, and their share in the value 
of deposits by 2 per cent. The farmers also improved 
their relative position, increasing their share in the 
number of accounts by 1.1 per cent and in share of total 
drachmae deposited by .8 per cent. The classes with 
undeclared or unspecified occupations showed a decline 
in their relative position. In short, the change in the 
composition of deposits with banks over the 1960-1962 
period mostly favoured the wage-salary earners, the 
farmers and to a smaller degree the businessmen and 
professionals. 

The same conclusions are derived from another 
source of evidence, referring to new savings accounts 
with the Postal Savings Banks only, by class of deposi
tors, over the period 1956-1960.The salary and wage class 
accounted for 35.5 per cent of the total number of new 
savings accounts over the 1956-1960 period. These 
groups opened about 77 thousand new accounts, indi
cating, curiously enough, that the most promising group 
is the salary-wage group. This does not, of course, mean 
that all salary-earning and wage-earning people have 
a high propensity to save; obviously, most of these 
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people earn very low wages. However, many of them 
apparently are saving more. The money income of the 
wage and salary earning classes increased absolutely 
from 11,500 million drs. in 1951 to 39,894 million drs. 
in 19611, rising at a rate of 12.0 per cent per year over 
the period. Its share in the national income rose from 
37.6 per cent to 40.9 per cent over the same period. 
What is more significant, however, is that out of all 
workers and government employees, there is a good 
proportion earning incomes two and even three times 
higher than their apparent monthly wage or annual 
salary. Most government employees (including military 
personnel), representing about 56 per cent of the total 
salary and wage-earning class, have more than one 
source of income, although unspecified for tax and other 
legal purposes. 

The merchants, industrialists, and handicraftsmen 
together opened only 19,879 new accounts over the 
period in question. This accounts for 7.8 per cent 
of total new accounts; the class of professionals opened 
18,054 accounts or 7.2 per cent of the total. The trend 
of these four groups shows a decline over the period. 
Taking into consideration that all these occupations 
together represent 51.6 per cent of total income reported 
to the Internal Revenue Office in 1960 and also that, 
on the average, 72 per cent of the total number of people 
belonging to these occupational groups reported in
comes exceeding 30 thousand drs., one may take them 

1. See National Accounts, various issues; Stylianos Gerony-
makis, Katanomi tou Ethnikou Eisodematos kai Apasholiseos en 
Helladi (Athens, 1962), p. 7 and Rennos K. Elephtheriades Dia
none tou Eisodematos, Paragogikotes, Timai, Bank of Greece 
(Athens, 1964), pp. 14 & 15. 
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as representing the high income groups in Greece, es
pecially when one considers that the income of house
holds derived from businesses and rents increased at 
an annual rate of 12.4 per cent over the 1951-62 period, 
as compared to 8.8 per cent for farm income and 12.0 
per cent for the salary and wage earning class. There
fore, bearing in mind our main assumption, concerning 
the relationship between deposits and savings, the con
tribution of the entrepreneurial class to total savings, 
despite the higher income position it holds in the econ
omy, is not very large. This point becomes most sig
nificant when applied strictly to the question of de
velopment of the capital market; the implication is 
that the increase in the share of profits in the national 
income may not lead to higher savings flowing from this 
sector of the economy into the equity market. 

Lastly, farmers opened 15,668 new savings accounts 
contributing only 6.5 per cent to the total new accounts 
since 1956. This relatively small contribution is due to 
the low per capita income earned in agriculture and/or 
to the fact that farmers resort to self-investment or 
direct real savings rather than depositing their money 
savings in the banks. The lack of financial institutions 
in the countryside as well as the ignorance of some 
farmers concerning the advantages of deposits, may be 
contributing factors. 

Although the share of farmers in the total new ac
counts is small, the absolute number of farmers' new 
accounts with the Postal Savings Banks has increased 
by about 4 times, rising from 1,261 to 4,556 between 
1956 and 1960. This increase assumes greater significance 
if we consider that in the year 1960 only 514 farmers re
ported income for tax purposes (i.e., income exceeding 
30 thousand drs). Thus the number of new deposits from 
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the countryside in the same year was 9 times higher 
than the number of tax-liable farmers. The rising num
ber of farmers' new savings accounts may suggest that 
the idea of development can catch the imagination of 
the farmers too and the real function of financial media, 
such as deposits with financial institutions, securities 
and the like, will not be difficult to impress upon this 
portion of the Greek population. 

In summary, the foregoing analysis of the actual ori
gins of savings in Greece, although very tentative with 
respect to the evidence presented, would suggest the 
following: There is a middle-income group in Greece, 
namely,that of salary-earning and wage-earning people, 
whose past saving contribution was larger than the 
saving contribution of the upper-income class, comprised 
mainly, of businessmen and professional people. On the 
other hand, the share of peasants in total personal savings, 
although increasing during recent years, is still low rel
ative to the middle-income group, as defined above. 

The idea underlying these observations is, of course, 
that all saving groups, whatever their income level and 
regardless of occupational class, should be induced to 
still further increase their propensity to save. Such an 
effort should be undertaken on the part of the govern
ment by an overall economic and social policy, aimed 
at strengthening the income-equality measures — i.e., 
adequate progressive taxation, social insurance pro
grams, efficient anti-monopoly legislation, promotion 
of occupational mobility, etc. This idea runs contrary 
to the conventional assumption in most economic lit
erature that greater equality of income tends to reduce 
saving. But such is not the case in Greece. Greater 
equality will tend, on the one hand, to reduce the waste
ful conspicuous consumption of the upper-income 
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groups and, on the other hand, to reinforce the existing 
middle-income class which is the main source of savings 
in Greece. Furthermore, the need for more postal savings 
institutions, for friendly societies and insurance policies 
over the entire country is very pressing. These institu
tions should be so organized as to work towards the 
collection of the unspent current incomes of the people, 
or to induce them to save part of their current income. 
Such a program may succeed through some sort of pres
sure, via «sales» compaigns, as has worked in the U.S.A. 
and India. The example of the Mutual Funds in the 
U.S.A. is an outstanding case. 

As will be discussed in the following chapters, new 
institutional measures, applied in Greece by legislative 
coersion, promise some potential impact upon the rate 
of personal saving. 

To complete our study of domestic saving we 
must now also consider government saving. Table 
11-5 presents the sources and uses of government income, 
at current prices. We see that the main source of 
government income throughout the period under review 
has been indirect taxes, a usual phenomenon in deve
loping societies, where income levels are low and tax 
evasion high. The share of indirect taxes, (which consti
tute an extremely complicated system in Greece), in 
total government revenue has remained almost constant 
since 1950, falling only slightly from 59.7 per cent in 
the 1950-1953 period to 56.1 in 1958-1961. The implica
tion of this high proportion of indirect taxes is that, 
given the government's current expenditures and 
revenues, any budget surplus must come largely from 
indirect taxes. 

The share of direct taxes, which remained almost un
changed, was derived mostly from social security contri-
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butions and incomes of households. Direct taxes on 
corporations experienced a drastic fall, in terms of per
centage contribution to total direct tax resources since 
1954, from 23.2 per cent of the total in 1954 to 5.1 per 
cent in 1961. Social security contributions accounted 
for 45.1 per cent of total direct tax revenue in 1954 and 
57.3 per cent in 1961. Current transfers from abroad 
contribute very little to government income and vary 
from year to year. 

To pass on to the uses of government income, table 
11-5 shows tha t government consumption1 more than 
doubled from the earlier period 1950-53 to the later 
period 1958-61. However, public consumption showed 
a decline in relative terms, falling from 69.8 per cent 
of total government budget in 1950-53 to 56.5 per cent 
in 1958-61. Expressed as a ratio to GNP, in constant 
prices, public consumption declined from 11.7 per cent 
in 1950 to 8.5 per cent in 1961. 

Changes in government consumption should prob
ably be regarded as exogenously determined. Thus 
national defence programs (which absorb almost 50 per 
cent of total public consumption expenditures in Greece), 
anticyclical government policies, transfer payments to 
the outside world,etc, may substantially explain changes 
in government consumption. An exhaustive investi
gation of the causes of changes observed in government 
consumption would require a detailed analysis of budget 
policy, which would carry us far from our main subject. 

1. Government consumption comprises government pay
ments of salaries and wages to civilian and military personnel 
and purchases of goods and services used in the current activities 
of the government, including national defence, fiscal operations, 
police, etc. 
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Nevertheless, some conclusions may be derived on the 
basis of ex post figures given in the above table. 

In general, there seems to be a tendency for devel
oping societies to use a lesser proportion of their GNP 
for redistribution of income than developed countries do. 
Thus, transfer payments by the United States Federal 
government for the period 1954-58, amounted to 34 per 
cent of total current receipts,1 while the respective 
figure for Greece was 28 per cent. 

The Government's savings fluctuated over the pe
riod, but on the whole tended upwards. From a deficit 
budget until 1953, the share of public savings in net 
capital formation, excluding investment in ships, aver
aged about 19 per cent between 1954 and 1961, while 
its share in aggregate gross savings averaged 13.4 per 
cent over the same period. The fluctuation of public 
savings in Greece is largely due to the prevailing con
ditions in agriculture; given the importance of agricul
ture in the overall economic activity, government 
savings are adversely affected when production rates 
in agriculture are low. 

1. Federal Reserve Bulletin, August 1960. 
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C H A P T E R IH 

THE GROWTH OF FINANCIAL 

ASSETS 

The central issue of this study is the allocation of 
current savings in Greece among various assets, includ
ing money, near monies and all types of securities issued 
by government and private business units. 

In general, we may suppose that, given the initial 
distribution of wealth, the distribution of savings a-
mong alternative forms of wealth depends upon the 
yield differentials as formed by demand and supply 
conditions in the assets markets. A higher yield, say, 
on time or savings deposits or on government or priv
ate securities can be expected, other things being equal, 
to attract funds into that medium, whether or not the 
total of saving is increased. The equilibrium position 
will be reached at the point where the anticipated yield 
net of risk allowance on each asset at the margin is equal. 
Each investor's total asset holdings of each type will 
be consistent with his preferences for safety and liquid
ity within each market. From the macro-economic 
point of view, on the other hand, the structure of rates 
of return will be such as to equalize demand and supply 
both for individual assets (of various yields, risks, and 
liquidities) and for all assets. 

Besides the yield factor, which directly affects the 
asset choices, some institutional factors may also be 
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very influential. For instance, the distribution of in
come and institutional rigidities, some of which are 
technical and others the result of business attitudes, 
may bear directly upon the level as well as the distribu
tion of saving among different uses. 

In the light of these considerations, we attempt an 
analysis and evaluation of the allocation of wealth 
(savings) among alternative uses during the past 14 
years in Greece, in the hope that some light will be cast 
upon the potential performance of the assets market. 
In particular we analyse, first, the demand and supply 
of cash balances (currency outside the banks plus de
mand deposits); and then, we examine the growth and 
determinants of «liquid assets» (savings and time de
posits with financial institutions). 

A. The Growth and Composit ion 
of Gash Balances . 

In order to give perspective to our analysis of 
monetary developments, we present below the behavior 
of the nominal stock of money and its composition 
during the period 1948-1962, in terms of annual averages. 

Table I I I - l shows that the stock of money has in
creased about 14 times since 1948, rising from 1.3 billion 
drs. in 1948 to 18.2 billion in 1962. The annual rate of 
increase in the stock of money was about 21.9 per cent 
between 1948 and 1962, while the rate of increase in 
GNP* at current prices was 13.2 per cent. These changes 
meant a sharp decline in income velocity (defined as 
the ratio of GNP to the stock of money), from 17.10 
in 1948 to 6.84 in 1962. 

* Defined as Gross National Product plus net borrowing and 
net transfers from the rest of the world. 
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TABLE ΙΠ-1 

Nominal Stock of Money and Income Velocity, 1948-1962 
(million drs.) 
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1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 

1961 

1962 

(1) 

1,289 

1,710 

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 

(2) 

957 
1,258 

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 

(3) 

208 

329 

503 
731 
871 

1,143 

1,570 

1,803 

2,101 

2,087 

2,892 

2,674 

3,335 

3,676 

3,934 

(4) 

124 

123 

195 
296 
281 

353 
519 
570 

618 
773 

1,046 

1,137 

1,422 

1,719 

1,771 

(5) 

74.2 

73.6 

70.4 

63.3 

63.4 

63.4 

61.3 

62.9 

65.8 

67.9 

67.7 

66.2 

65.2 

66.1 

68.6 

(6) 

22,046 

28,879 

33,889 

40,192 

41,044 

53,074 

63,031 

70,062 

83,115 

89,462 

94,977 

99,505 

110,392 

120,850 

124,476* 

(7) 

17.10 

16.88 

14.35 

14.35 

13.02 

12.96 

11.68 

10.95 

10.44 

10.04 

9.18 

8.83 

8.08 

7.59 

6.84 

S o u r c e : Bank of Greece, Research Department. 
* Estimate based on a 3 per cent rate of increase over 1961. 
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The primary force responsible for the increase in the 
stock of nominal cash balances during the period, was the 
rise in the banking system's claims on the government. 
These rose from 7,386 million drs. in 1954 to 13,708 
million in 1962, or about 10 per cent per year. Although 
statistical information is not available for the 1948-1954 
period, unquestionably the increase in these claims was 
proportionately much greater during the first part of 
the period. The implication of such changes in the sys
tem's claims on the government is that the role of the 
central bank was quite passive: the money supply was 
controlled primarily by the government, the Bank of 
Greece contributing to manipulation of the money sup
ply only through selective monetary measures. 

The banking system's financial claims on the entire 
private sector increased slowly and at a constant rate 
over the same period. This may be attributed to the 
credit-allocation policies of the Bank of Greece, which 
determined maturity terms and credit standards for 
loans to various productive sectors in the economy. 
It is worth mentioning that these claims consisted main
ly of short-term credits, although the rate of increase 
of long and medium-term credits was much greater 
than that of short-term credits. 

As for other factors affecting the money supply dur
ing this period, the securities holdings of the banking 
system have, since 1956, also experienced a rapid growth, 
rising at a rate of about 10 per cent annually. The 
influence of foreign assets upon the expansion of the 
money supply, seems to be very small. 

Since our analysis is based upon the hypothesis that 
money is significant more as an asset than simply as a 
medium of exchange, an examination of the demand 
for it is in order here. 
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In general, the demand for money as a way of hold
ing wealth may be assumed to depend on the preferen
ces of the individual or entrepreneur, his income and the 
opportunity cost of holding money, the latter being the 
yield on assets other than money. We have used the 
following general form of the demand function for 
money: 

(1 ) log(w) = a + b i l o g (w) + b2(Ep)-
The dependent variable (M/NP) is desired real per capita 
holdings of currency and demand deposits, implying 
that only the real value of money matters to wealth 
holders. The first independent variable is real per capita 
income. The variable (Ep) is the expected rate of 
change of the consumer price index, which may be ex
pected to correlate negatively with the dependent vari
able. The expected rate of change of prices is assumed 
to measure the cost of holding money and has been inter
preted as an average expected rate of change for all 
individuals. 

The underlying assumptions of the above demand 
function are: (a) that desired real cash balances are 
equal to actual real cash balances at all times, (b) that 
assets which constitute a hedge against inflation consti
tute the main alternative to money, and (c) that the 
expected rate of change in prices depends on the actual 
rate of change in prices.1 The logarithmic form of the 
function was used — i.e., it was assumed that a given 

1. We have used Philip Cagan's formula to estimate the ex
pected rate of change in prices. See his outstanding article, «The 
Monetary Dynamics in Hyperinflation» in Milton Friedman (ed.) 
Studies in the Quantity Theory of Money, (Chicago: The University 
of Chicago Press, 1956), pp. 37-42. As the starting point, we used 
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percentage change in each independent variable might 
lead to a particular percentage change in the dependent 
variable, whatever the absolute levels of the variables. 

The statistical analysis yielded the following re
gression equation for the period 1950-1962: 

(2) log ( X ) = -3,464 + 1.745 log (-^) -.01692 (Ep ) 
V i N F / (.2453) V w ^ / (.00376) 

The multiple coefficient of correlation, R = .9615, and 
the coefficient of determination, R2 = .9245. 

The elasticity of the demand for money with respect 
to real per capita income observed in the above equation 
is greater than one (1.745), indicating that real cash 
balances are considered by the public to be a superior 
commodity. It is interesting to note that since the esti
mated elasticities of per capita real cash balances with 

the year 1946, where it was assumed that actual prices were 
equal to the expected prices. The consumer price indices provided 
by the Bank of Greece were based on 1938 for the years up to 
1949, on 1952 for the years 1950-1960, and on 1959 for the period 
1960-1962. Hence an adjustment was required to get a uniform 
consumer price index for the entire period. The method of ad
justment used was the following. (1) The mean value for 1949 
indices based on 1938 was calculated (283.750). (2) The monthly 
indices on 1938 base were then adjusted using the ratio of the 
mean based on 1952 to the mean based on 1938 on the adjustment 
factor, e.g. January 1949 adjusted to 1952 base is: 280.093 · 
/ 78.3 \ 
V 283 750 / 7 7 · 2 ^ a n ( * similarly for the other months. The as
sumption behind this method is that the proportionate deviation 
of the individual months to the mean on 1938 base, is the same 
as the proportionate deviation of the individual months to the 
mean on 1952 base. In the absence of any other data this seems 
to be a reasonable assumption. The data for 1961-1962 based on 
1959 were similarly adjusted to 1952 base. The annual expected 
rate of change in prices is an average of monthly expected 
changes calculated by using a constant weighting factor, Β = . 5. 
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respect to per capita real income in the United States 
are of about the same magnitude, ranging from 1.6 to 
1.8, it may be argued that the behavior of people with 
respect to money is not very different among countries 
in different stages of economic development. 

The relation of desired real cash balances to the ex
pected rate of change in prices may be seen in the price-
elasticity of demand for real cash balances, which for 
the period 1950-1962 was found to be -.01692, indicat
ing a tendency for people to increase expenditures and 
reduce cash balances in the face of expected price rises. 

Looking at the composition of the nominal supply 
of money, we observe that the ratio of currency to the 
total stock of money was 74.2 per cent in 1948 and 68.6 
per cent in 1962. In the interim, however, there was an up 
and down pattern: the ratio declined from 74.2 in 1948 
to 61.3 inl954, then rose again to 67.9 in 1957, only to 
decline to 65.2 in 1960 and to rise again to 68.6 in 1962. 

Generally speaking, the high ratio of currency to 
total money supply in the case of Greece may reflect 
general adverse feelings about deposits as a means of 
payment, due partly perhaps to institutional obstacles 
to their use. For instance, the legal status of checks, the 
legal penalties for writing a bad check and the delay 
in punishment for fraud may be basic factors. The intro
duction of a proper legal framework and the initiation 
of a «pay by check» program by large companies, includ
ing the banks themselves, could lead to a substantial 
reduction in people's preferences for currency. 

The underlying hypothesis here is that currency as 
a form in which accumulated savings may be held 
is not a desirable monetary phenomenon, especially 
if the ratio of currency/money supply is very high. 
If the objective of the government is monetary stability, 
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the Bank of Greece's open-market operations in foreign 
currencies, and especially in gold sovereigns, for the 
purpose of holding the currency/money supply ratio 
within the bounds required by trends in the economy, 
may endanger the foreign currency reserves of the coun
try. Sales of gold sovereigns by the Central Bank may 
reduce the currency holdings of the private sector, but 
of course always at the expense of the Bank's foreign 
reserves. 

Returning to our statistical analysis, we find that 
desired real per capita currency holdings correlate 
positively with changes in real per capita income and 
negatively with the expected rate of change in prices. 
The regression equations for the period 1950-1961 are: 

(3) log ΛΑΛ = -5,108 + 2.0776 log (J-) -.0154 (Ep ). 
V W F / (.1478) V ^ 1 / (.0067) 

with a multiple correlation coefficient R = .9883 and 
coefficient of determination R2 = .9767. R12.3 = .9803 
and R13.2 = -.6340. The simple logarithm regression of 
real currency holdings per capita on real income per 
capita is: 

( 4 ) % ( ^ ) = - 5 , 8 2 7 + 2 . 2 6 1 9 1 o g ( - ^ ) 

with R = .9803 and R2 = .9610. 
In both equations, the regression coefficients appear 

much greater than their standard errors, implying rea
sonable reliability in the estimates of the parameters. 
The high values of the income elasticities of demand for 
per capita real cash (currency) balances are to be ex
plained mainly by the increased monetization of the 
Greek economy. 

The demand for currency in Greece has always been 
thought to be influenced by the expected changes in 
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the price of gold sovereigns. A regression equation, in
cluding as an independent variable the expected rate 
of change in the price of this asset, will indicate its 
quantitative influence on the desired real per capita 
currency holdings. The equation is as follows: 

(5) log ( Ä =-5,218+2.15 log ί^Λ -.00052 log (E'p ) 
\ W l r 7 (.0370) V^ 1 / (.00032) 

where E'p is the expected rate of change in the 
price of gold sovereigns (using a constant weighting 
factor Β = .5) for the period 1950 -1962. R = .961 
and R2 = .925. We observe no major differences in the 
value of the estimated income elasticity; only the ex
pectation coefficient with respect to the price fluctua
tions of gold coins appears to be much smaller than the 
respective coefficient for the consumer price index; its 
standard error seems to be rather large and the unex
plained variance is larger than in equation (3). Thus, 
consumers seem to have underestimated this factor 
during the 1950's. And in fact, a strong propensity to 
liquidate gold hoardings after 1954-1955 was indicated 
by the open-market operations of the Central Bank 
and reduced speculation in this end of the market. 

B. The Growth of Liquid Assets. 

In this section we discuss the growth of liquid assets 
— i.e., savings and time deposits with financial institu
tions — owned by the private sector. Statistics on the 
money supply are also presented for comparison. 

Although the degree of substitutability between 
each type of near money and money proper (as well as 
between the various types of near monies) cannot be 
measured, a few observations can be made. 
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Savings deposits with the Postal Savings Banks 
and/or commercial banks in Greece possess a very high 
degree of liquidity; generally, they can be withdrawn 
on demand at any time. Time deposits bear the usual 
time restraints. Deposits owned by public entities in
clude demand and time deposits, but their turnover is 
institutionally determined and takes place at irregular 
time intervals. 

The following table presents the relevant statistics 
in terms of annual averages. 

TABLE 111-2 
Nominal Liquid Assets, 1948-1962 

(million drs.) 

Money Supply Other Deposits* 

1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 

+ j 

S3 

g 

1 

1,289 
1,710 
2,360 
2,800 
3,152 
4,093 
5,395 
6,397 
7,956 
8,903 

10,431 
11,263 
13,658 
15,911 
18,188 

5 S 
ο «3 

«Μ Ό 

^.5* 
J 

79.4 
74.4 
72.2 
72.6 
70.3 
72.2 
69.9 
66.4 
64.3 
54.9 
50.1 
45.9 
44.6 
44.4 
41.9 

S o u r c e : Bank of Greece, 
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334 
588 
905 

1,056 
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3,226 
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25.6 
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29.7 
27.8 
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45.1 
49.9 
54.1 
55.4 
55.6 
58.1 
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13 

1,623 
2,298 
3,265 
3,856 
4,483 
5,663 
7,712 
9,623 

12,377 
16,222 
20,633 
24,536 
30,623 
35,761 
43,354 
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« a 
25.9 
34.3 
38.3 
37.7 
42.2 
38.3 
42.9 
50.4 
55.5 
82.2 
99.5 

117.8 
124.2 
124.7 
138.8 

* Other deposits include time and savings deposits held by 
the public. 
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From Table II1-2 we see that in the 14—year period 
the money supply rose 14—fold while total deposits 
(other than demand deposits) increased by a factor of 75. 
All liquid assets taken together increased at an annual 
rate of 26.3 per cent. This high annual rate is mainly ex
plained by the rapid accumulation of savings and time 
deposits over the period. Thus, while the money supply 
increased by 16,899 million drs. between 1948 and 1962, 
the time and savings deposits rose by 24,832 million 
over the same period. 

The high differential rate of increase between the 
two forms of wealth-namely, between money as a medi
um of exchange and money as a form of interest-bearing 
asset-became more significant after 1954. The net change 
in the money supply since then was 12,793 million drs., 
while the corresponding change in «other» deposits was 
22,849 million. This is very significant as indicating the 
asset shifts which have taken place over the last 15 years 
in the private sector of the economy. Inspecting the 
table again, we observe that while the money supply, 
expressed as a percentage of total liquid assets, declined 
from 79.4 per cent in 1948 to 41.9 per cent in 1962, 
«other» deposits rose over the same period from 20.6 
per cent to 58.1 per cent. 

The asset shifts which occured over this period can 
also be shown by the ratio of «other» deposits to the 
money supply, which increased tremendously, from 
25.9 per cent in 1948 to 138.8 per cent in 1962. This 
ratio is usually very low in developing countries and 
very high in developed ones. 

To see whether the observed rise in the «other » de
posits/money supply ratio reflects a rise in savings out 
of current income or simply a substitution between de
posits and other assets, particularly gold sovereigns, we 
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take the ratio of the change in «other deposits» to gross 
private savings, as given in the national accounts. This 
ratio increased steadily from 8.9 per cent in 1949 to 34.1 
per cent in 1961. This is also consistent with the re
gression equations yielded by our statistical analysis,1 

showing that the changes in deposits have been related 
to net private domestic savings at a rate of about 33 per 
cent since 1950 and to national income at 54 per cent. 
The ratio of the change in the money supply to 
private savings, on the other hand, has increased only 
slightly, from 13.8 per cent in 1949 to 16.7 per cent 
in 1961. All the above points indicate that the accumu
lation of saving deposits over the period in question is 
primarily explained by savings out of current income 
in the private sector. 

Theoretically, both the amount of savings and their 
allocation among different investment outlets are in
fluenced by a number of economic variables, of which 
income, interest rates, and price expectations are all of 
potential importance. Therefore the real per capita sav
ings and time deposits of private investors have been 
regressed on real per capita income and the expected 
rate of change in prices, for the period 1950-1961. 

The regression equations appear as follows: 

<«> log ( - j f r ) = -14,483 + <JW« log ( ^ ) 

where (L0/NP) is real per capita savings and time de
posits in the hands of the public and (Y/NP) is real per 

1. The regression equation is: AL0 =-47,277 + .333 (S), 
with R = .72498 and R» = .52559. (1056) 
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capita incoine. The coefficient of correlation R = .9438 
and R2 = .8908. 

(7) log (±*λ = -12,432 + 4.0484 log ί^Λ -.0440 (Ερ ) 
\ i N 1 7 (.57612) \ i N i 7 (.02593) 

where (Ep ) is the expected rate of change in prices. 
R = .9590 and R2 = .9197. R12.3 = .9277 and RM.2 = 
-.5146. 

The influence of the expected rate of change in prices 
of sovereigns, upon the accumulation of liquid assets 
for the period 1950-1962 is seen in the following re
gression: 

(8) Log (±*λ = -13,669+4.37 log ΛΧ-\-.0015 log(E-p ) 
\ i N J r 7 (.0412) \ 1 Ν 1 7 ( . 00021) 

R = .960 and R2 = .922. Comparing equation (7) 
and (8) we observe that the second is more significant 
statistically, for the standard errors of the estimated 
coefficients in (8) are much smaller (being a smaller 
f.action of the respective elasticities), than in equation 
(7). 

The income elasticity of real per capita liquid assets 
in all equations is well above unity, indicating that 
superior character attaches to real liquid assets over all 
other commodities and that any percentage increase 
in real per capita income brings forth a more than pro
portional increase in the individual's demand for real 
liquid assets. Thus high income elasticity of demand for 
real per capita liquid assets may also indicate that the 
financial market in Greece has been developing much 
faster than any other market in the economy, a fact 
which is further substantiated in this study. The two 
main financial institutions, commercial banks and post
al savings banks, have undertaken an aggressive cam-
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paign and have been paying high^interest rates. In ad
dition, the lack of capital market institutions has in
fluenced the behavior of surplus units in the financial 
market. As indicated below, no long-term private fi
nancial institutions exist, as in countries with well or
ganized financial markets. The Greek financial market 
is, generally speaking, a money market mechanism, 
which works mainly with cash balances in the form of 
deposits or currency. Notwithstanding the importance 
of this market, which has brought under control sub
stantial amounts of cash balances since 1952 (thereby 
mitigating inflationary tendencies in the economy), the 
fact remains that its oligopolistic structure may be held 
responsible for the observed distribution of savings. 

The influence of the expected rate of change in con
sumer price index and in prices of gold coins was also 
found to be significant. The expectation coefficient was 
-.0440 and -.0015 respectively, showing that expected 
changes in these prices account also for the accumula
tion of wealth in the form of savings and time deposits 
in Greece. This influence was more conspicuous after 
1954-1955, when people increased their confidence in 
the drachma (and apparently started underestimating 
the expected upward rises in prices) and when the Bank 
of Greece stood firm in supporting the price of gold. 

The channeling of current as well as past savings 
into financial institutions has required strong confidence 
in the newly created monetary claims, as well as good 
rates of return. A look at Table 111-3, however, which 
shows the structure of interest rates prevailing on various 
types of assets since 1954, suggests some surprising 
conclusions. First, the rate of return on time and sav
ings deposits with financial institutions has been con
stantly declining over the period except for the first 
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two years, falling from 9.57 per cent in 1956 to 4.20 
per cent in 1962. Secondly, bond yields have also de
clined steadily since 1955, but in general less than the 
rates earned on deposits (although in four years bond 
yields were lower than yields on deposits). Finally, in 
all years the running yields on shares were negligibly 
higher than the rates of return on liquid assets - not 
high enough to compensate the investors for the grea
ter risks involved or for the lesser liquidity of such in
vestments, as compared with deposits and bonds. 

TABLE III-3 

Weighted Rates of Return on Financial Assets. 

Rate of Yields Yields 
Year Return on on on 

Deposits1 Bonds Shares2 

1954 

1955 

1956 

1957 
1958 

1959 

1960 

1961 

1962 

7.00 

7.00 

9.57 
8.62 

7.66 

6.66 

4.34 

4.43 

4.20 

6.01 

8.25 

7.11 
8.49 

7.05 

6.26 

6.61 

6.36 

6.22 

— 
— 
— 
9.26 

8.65 

7.83 

5.03 

4.48 

4.30 

1. Deposits include only time and savings deposits with 
financial institutions, 

2. Weighted averages for 23 private corporations, which 
paid out dividends constantly over the period 1957-1962. 

Under these conditions, therefore, it is clear that 
individuals and business units preferred to invest their 
financial surpluses in deposits rather than in securities. 
The differential return from bonds and shares was too 
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small to induce the investors to make substantial shifts 
in their assets. This point is also confirmed by the 
relatively small average size of deposits accounts, rang
ing from 15,000 to 30,000 drs. between 1960 and 1962. 
The small size of these holdings is relevant here because 
only depositors with large financial surpluses may 
benefit enough from small interest differentials between 
financial assets to find portfolio shifts worthwhile. 

Table III-4 indicates the average size of savings de
posits with all banks, by saving group: 

TABLE III-4 

Average size of deposits (in drachmas) 

1960 1961 1962 

Business Enterprises 26,193 29,315 29,102 
Entrepreneurs 22,922 21,474 21,876 
Professionals 26,449 25,081 27,319 
Wage-Salary Earners . . . 17,980 17,567 17,931 
Farmers 13,514 12,937 13,566 
Others 16,358 15,432 16,016 

S o u r c e : Bank of Greece, Research Department. 

It is difficult to establish, however, the quantitative 
influence of relative yields on shifts between various 
financial assets. Our statistical analysis yielded the 
following regressions: 

(9) log (^A = 4,244 - .1708 log (r), 
V ^ / (.063) 

where log(r) is the weighted interest rate paid on savings 
and time deposits for the period 1954-1962. R = .6955 
and R2 = .4837. 
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( 1 0 ) l o g ( ^ ) = - 6 8 8 + l i 5 8 . o g ( ^ ) - . 0 1 9 0 8 1 o g ( ^ ) 

where the second independent variable is the weighted 
interest rate paid on savings and time deposits deflated 
by the expected rate of change in the consumer price 
index for the period 1954-1962. R = .9810 and 
R2 = .9678. 

Both equations show that the influence of the no
minal and expected real interest rates upon the accu
mulation of real liquid assets in the form of savings and 
time deposits is negative — precisely the reverse of the 
relation to be expected on the basis of the rationality 
assumption of choice theory. The negative coefficient 
observed may be good evidence that it was not the in
come (nominal and/or real) earned on such liquid as
sets which was the crucial variable in determining the 
distribution of wealth between alternative financial as
sets. Liquidity and marketability considerations, the 
lack of alternative assets and the small average size of 
financial surpluses held by consumers, might all have 
been more significant than income considerations in 
determining portfolio shifts. Thus, we have the paradox 
of growing savings and time deposits despite falling 
nominal yields. 
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C H A P T E R IV 

DEMAND FOR SECURITIES 

The preceding analysis dealt with the demand for 
real cash balances and other liquid assets. These assets, 
however, must be studied in relation to other financial 
assets - namely, all types of securities issued by 
government and private business units. 

The individual investor's demand for securities is 
positively related to real per capita income and real 
per capita cash balances and negatively related to the 
prices of securities. In addition, preferences also affect 
the demand for securities. Given these, an upward shift 
in the demand for securities takes place only if real in
come and/or real cash balances increase both in the 
aggregate and at the micro-level; at the same rate of 
interest, individuals are then willing to hold more se
curities. Both real income and real cash balances, as 
pointed out earlier, increased during the period under 
consideration. The demand for stocks and bonds, on 
ceteris paribus conditions with respect to the rate of 
interest and to expectations, should therefore have 
risen. But what actually happened? How has the de
mand for securities been affected by changes in income, 
real cash balances, and other variables? 

At the micro-level, the demand for particular types 
of securities is affected by different kinds of risk and 
liquidity considerations. However, the available sta-

60 



tistics do not permit a detailed analysis of the demand 
for each type of securities. Our analysis is rather a 
description of total transactions in the securities market 
and their relation to other financial and economic 
variables. 

A. The Ex Post Demand for Securities. 

The data presented here relate to the securities 
traded in the Athens Stock Exchange. Over the 
counter market transactions are not touched at all, 
regardless of their relative significance. 

Table IV-1 shows that, on the whole, the market 
for private new issues has been very thin over the period 

TABLE IV-1 

New Issues of Securities, Publicly Placed (Offering Prices) 

(million drs. 

1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Total 

Private Issues 

Shares Bonds 

101.0 
159.0 
24.0 

4.3 
69.3 

7.0 
53.8 

139.3 
592.0 

38.0 

1,187.7 

— 
15.0 
14.0 
— 
— 
— 
15.0 
— 

109.5 
22.0 

175.5 

Total 

101.0 
174.0 

38.0 
4.3 

69.3 
7.0 

68.8 
139.3 
701.5 
60.0 

1,363.2 

Government 

Bonds 

300 
— 
— 
— 
— 
— 
750 
— 
990 

1,500 

3,540 

Treasu
ry Bills 

— 
— 
— 
545 

1,196 
995 
380 

1,084 
— 

4,200 

Public 
-TTtilltlP«! 
Bonds 

— 
— 

90 
490 
300 
580 
740 
500 
— 

2,700 

Grand 
Total 

401.0 
174.0 

38.0 
94.3 

1,104.3 
1,503.0 
2,393.8 
1,259.3 
3,275.5 
1,560.0 

11,803.2 

S o u r c e : Annual Bulletins of the Athens Stock Exchange. 
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under review. New shares sold on the Athens Exchange 
amounted to only 1,188 million drs. over the period 
1954-1963. About half of this amount was issued in the 
single year 1962 by two commercial banks (506 million 
by the National Bank, and about 17 million by the 
Bank of Commercial Credit), while the remaining 665 
million, was issued by non financial corporations over 
a ten-year period. 

In addition to this 665 million of capital obtained 
over the period on the open market, Greek non-financial 
corporations issued during the period 1956-1963 ano
ther 2,102 million drs. in stock sold directly to existing 
shareholders.1 These statistics, however, are presented 
here with some reservations as to their reliability, with 
respect to both timing and coverage. First, these figures, 
given annually, relate to the year in which the announ
cement of the new issues was published and not to that 
in which the amounts were actually raised. Second, 
they exclude all new shares financed by the issuing 
companies' reserves. Therefore, the actual amount of 
new share capital raised by private corporations in 
Greece may be larger than indicated by these statistics. 

In short, in Greece, only a few issues are publicly 
placed. There is evidence, moreover, that even these 
have been absorbed by existing shareholders and insti
tutions having some affiliation with the issuing corpo
rations. In five out of the ten years the amount of 
publicly placed issues was insignificant; in three of the 
years it slightly exceeded 100 million drs. and only in 
1962 did the amount of new share capital approach 600 
million. Subscriptions to new issues by existing share-

1. This figure was obtained from the changes in share capital 
of corporations announced in the Official Gazette for each year. 
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holders, according to pre-emptive right, rose from 83 
million drs. in 1956 to 846 million in 1962 and to 424 
in 1963. 

These findings bear directly not only upon the de
velopment of a capital market in Greece but also upon 
the rate of capital formation in the economy as a whole, 
since they mean that corporate investment is closely 
tied to the wealth restraints of the original owners of 
the company, regardless of available aggregate savings 
in the rest of the economy. Of course, it is legitimate for 
existing shareholders to prevent dilution of their equity. 
It is, however, important that, if no danger of losing 
control of the business exists, the rule of pre-emptive 
right should be abandoned; in the interest of Greece's 
future economic growth new shareholders should be 
granted the privilege of subscribing to issues of the com
pany on the stock exchange. 

Table IV-1 also shows that Greek corporations do 
not resort to the bond market for capital. Four years 
out of nine saw the issuance of debt instruments of 
negligible amounts. The sum of 15 million drs. was raised 
publicly in each of three years (1955, 1956, and 1960), 
and only in 1962 did two companies (a textile firm and 
a cement firm) raise an amount of 50 million drs. by 
issuing bonds at 7 per cent and 8 per cent. 

The government bond market presents a different 
picture. Up to 1954, the Greek government systemati
cally abstained from the securities markets, its only 
resort being to the Central Bank. The reasons for such 
abstention were many, but the most important one may 
have been lack of confidence in its borrowing transac
tions on the part of the private sector, due (1) to the 
government's defaulting on its prewar bonds, (2) to 
inflationary pressures in the economy, (3) to govern-
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ment instability, and (4) to unprogrammed economic 
policy. It was not until 1953 that some of these obsta
cles were removed and monetary and government sta
bility were restored again. 

Now, at last, government borrowing has again been 
resumed, although on a small scale and at irregular 
intervals. Table IV-1 shows that the Government issued 
bonds of 300 million drs. in 1954, 750 million in 1960 
990 million in 1962 and 1500 million in 1963 for its de
velopment program. In addition, for the first time in 
1958, treasury bills were sold to commercial banks to 
finance the public investment program. The commercial 
banks were obliged to invest in these interest-bearing 
treasury bills 18 per cent of the average monthly 
increase in the private deposits held by them.Moreover, 
commercial banks were given the opportunity to purchase 
treasury bills over and above this compulsory requi
rement, provided, of course, that additional government 
needs arose. The banks have also been allowed to invest 
in such bills the provisionally available part of their 
deposits intended for long-term advances.Over the past 
five years these financial institutions have invested 
about 4,200 million drs. in treasury bills. 

Another interesting recent development is the sub
stantial scale of borrowing by a single state-owned cor
poration, the Public Power Corporation, which has 
financed investment expenditure of 2,680 million drs. 
in this way since 1958. 

These statistics undoubtedly show an increasing re
sponse to offerings of securities by corporations and by 
the government. One may speculate that the shift 
which has occurred in the demand for new securities 
would have been much greater if corporations and the 
government had resorted more frequently to the cap-
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ital market for long-term financing. But, as will be ex
plained in more detail below, the reluctance of industri
al firms to issue new securities led to a large accumula
tion of savings in the commercial banks, over the period 
under consideration. 

It should be mentioned that the upward shift in the 
demand for securities, especially after 1956, looks more 
significant — from the point of view of directing the 
public's investment habits towards such financial as
sets — if we take into consideration the fact that aver
age yields on securities declined steadily over the period. 
The dividend yields declined from 9.26 per cent to 
4.20 per cent between 1957 and 1962, while bond 
yields also declined from 8.2 per cent in 1954 to 6.0 
per cent in 1962. Despite this decline in yields, the 
private sector in 1960 absorbed 2,200 million drs. of 
new issues of all kinds, while in 1962 the market 
sold about 3,250 million drs. of new securities. More 
than 50 per cent of all private issues was subscribed by 
non-institutional investors, while the government Pro
ductive Loan issue in November 1960 was almost en
tirely taken up by private individual investors, despite 
the abnormal international monetary conditions pre
vailing at the time on account of the dollar crisis. There 
may be some validity in the frequently heard argument 
that this loan was forced upon public employees and 
other individuals during the subscription period, but 
this cannot totally convince the objective observer that 
relatively large savers have not shifted their preferences 
toward securities issued by well-established private cor
porations or toward government issues carrying advanta
geous terms. 

To further support our hypothesis that the demand 
side has been fairly responsive to offerings of securities 
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during recent years, we may measure the significance 
of the change in the investment pattern of investors by 
taking the ratio of new issues absorbed to total net pri
vate savings. This ratio rose from .7 per cent in 1956 to 
15.2 per cent in 1960, and it is expected to pass the 17 per 
cent mark in 1962. To the extent that the new securities 
are purchased by individuals who normally deposit their 
savings with the commercial banks, a shift is occurring 
from bank deposits to securities holdings; hence it ap
pears that banking institutions are facing strong com
petition from the slowly emerging capital market. The 
money-saving public seems to be attracted by the fa
vorable terms of government and public corporation 
loans, among which the dollar clause, the high coupon 
rate, and the lottery features are of major importance. 

It should be pointed out that the value of securities 
traded in the Athens Stock Exchange is not a very ac
curate indicator of people's propensities to invest in 
such assets. The published figures for these values take 
the form of average monthly prices and only very gene
rally reflect the market preferences of Greek investors. 
Prices are much affected by the expectations of stock 
buyers as to the economic performance of a given in
dustry or the liquidity of a specific security. That stocks 
with good past dividend and growth records and favor
able prospects are worth more than others, goes without 
saying. But the thin stock market is particularly subject 
to wide fluctuations resulting from extreme speculation, 
and prices are not infrequently driven beyond reasonable 
limits. The absence of «positions» and the lack of a well-
organized network connecting the market with insti
tutional and non-institutional investors contribute to 
this tendency. 

Despite the thin character of the stock market, how-
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ever, the relative rise in the volume of shares and bonds 
traded may be regarded as an indication of a higher 
demand for securities. Thus, the number of traded 
shares has risen from 273,649 in 1954 to 607,644 in 1961 
and declined again to 260,641 in 1962. The value of 
shares transactions increased from 57,919 million drs. 
to 269,661 million over the same period. Bond transac
tions on the stock exchange rose significantly in terms 
of both numbers traded and their value. The number 
of bonds traded approximately quadrupled over the 
period, while the value of these transactions increased 
from 36,905 million drs. in 1954 to 398,893 million in 
1962. 

B. The Degree of Speculation on the Stock 
Exchange. 

Theoretically, one can distinguish investors accord
ing to their behavior towards risk. First, there are the 
so-called risk-averters who buy securities for the prim
ary purpose of realizing the maximum income consistent 
with safety, marketability and other relevant factors. 
Second, there are the risk-takers who hold securities 
primarily for capital gains. 

In practice, however, it is difficult to make this 
distinction in an absolute way. In the real world, trans
actions take place sometimes through definite motives 
at the time of purchase but, later, the securities may be 
held or sold from quite different motives. An investor 
may buy securities for the purpose of deriving a steady 
long-range income from it but, later on, he may sell the 
securities for capital gains if his time preference has 
changed. Likewise, what was intended as a speculative 
purchase might be retained as an investment. Although 
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no black and white distinction can be supported on 
the basis of empirical evidence, an attempt will be made 
here to evaluate the relative importance of the two 
types in Greece. 

The individual stock-purchaser in Greece tends to 
be a conservative investor with two main motives: 
(1) intention to hold for an indefinite period and (2) in
terest solely in annual income without particular re
ference to fluctuations in the value of the principal. 

The first consideration is consistent with the «owner
ship» motive prevailing in the Greek market and is a 
function of the historical economic performance of the 
company in question and of its future growth potential. 
The second motive stems from the first but is in itself 
an indication of the psychology of the Greek investor. 
Thus, whatever capital gains may occur in the short-
run they are not sufficient to convert the intentions of 
the securities holders into speculative ones. The pro
tection from inflationary pressures afforded by stocks 
strengthens this tendency. 

Even more important, the exercise of the old share
holders' legally protected preemptive rights to new is
sues indicates that the individual investors characte
ristically aim for «ownership» and not for «speculation». 

Additional support is given to this view by the thin
ness of the Athens Stock Exchange in terms of transac
tions. Each investor buying a share is, of course, si
multaneously purchasing also the right of dividends 
on assets and the possibility of disposing of his interest 
on the Stock Exchange. But this essential attribute 
of the quoted shares is largely theoretical in Greece be
cause there is no free exchange of shares and bonds; 
hence it is difficult for savings to flow readily towards 
the industries where they are required, or to accelerate 
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transactions on the capital market proper.1 

The low activity in the stock market, especially the 
lower propensity towards equities as against invest
ment with a fixed return further substantiates the hy
pothesis; the share of stocks traded on the stock ex
change in overall securities transactions was around 
40 per cent over 1954-1960, while the bonds contributed 
60 per cent. It should be noted that traded bonds are 
mostly government and public utility bonds, providing 
a fairly high degree of safety and liquidity as well 
as a satisfactory fixed return and lottery features. 

In the Greek Stock Market, what speculative activ
ity does take place is largely concentrated in a few 
issues and stems from the activity of a few big operators. 
Speculation by «insiders», that is by persons connected 
with the management or with financial institutions, 
seems to account for most of such activity registered in 
recent years.2 

Since 1957, a good part of the speculative activity 
has been concentrated on a few securities, namely bonds 
issued by P.P.C, and by the central government and 
gold sovereigns. Although the amount of speculation 
is still small,as compared with that in the pre-war period, 
the propensity towards speculation has increased slight
ly. Primarily, those who practise this are individuals 
who used to be active in the «over-the-counter» market 
which flourished in critical times. Most of them are in
dustrialists, pensioners and professionals.3 Financial 

1. See Chapter X below. 
2. The example of family-banks controlling some large-scale 

enterprises is notorious. Throughout the years the price fluctu
ations of the shares of such firms have been wide. S o u r c e : 
Personal interviews with Stock Brokers. 

3. All brokers interviewed confirmed this conclusion. 
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institutions, including the commercial banks, do not 
speculate significantly, at least openly, because of the 
monetary policy and controls exercised by the Bank of 
Greece. 

The development of speculation by institutions in 
Greece could stimulate activity in the securities market. 
However, such institutional speculation must be con
sidered with a degree of scepticism as a means of achiev
ing specific goals in the capital market. For, the com
mercial banks and life insurance companies are control
led by a few small, wealthy groups who influence the 
policies of other non-financial corporations. 

C. Private Vs Government Securities. 

Many writers discussing problems of economic de
velopment have expressed the opinion that the securities 
markets of underdeveloped countries cannot fulfill their 
role insofar as the private sector is concerned, before 
considerable experience has been gained by investors 
from dealing in government securities.1 This opinion 
seems to be based on the belief that the marketing of 
private securities not only presupposes a rather 
wide market and a relatively high degree of acquaint
ance of investors with securities in general but also 
upon well-established public confidence in the private 
corporations which offer their securities for sale. 

All three requirements and especially the third, 
entail considerable periods of time for their realization. 
However it is debatable whether the experience of 

1. See: United Nations Domestic Financing of Economic 
Development (New York 1950), pp. 75-76. 
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England, France and Germany during the 19th Century, 
which developed the marketing of private issues only 
after government securities had become a common-place 
phenomenon, must necessarily be repeated in Greece. 

From the standpoint of the potential development 
of the Greek capital market, what really matters is the 
mobilization of funds and the enriching of the market 
with new financial investment media, regardless of 
whether the money is raised for the private or the public 
sector. Nevertheless, in a developing economy like 
Greece's where the preferences of people for highly 
liquid assets hold a high priority, the marketing of public 
securities may have some external influences upon the 
marketing of private securities as well. Experience 
so far shows that government securities provided 
a good investment medium for the private sector and 
it might be argued that they represented a stimulus 
to the private securities market. 

Conditions in Greece are very favorable for govern
ment borrowing. The important thing is that institu
tional funds, such as the various private trusts, cooper
atives, insurance companies, public entities and other 
non-profit organizations, should be compelled to invest 
in Government securities. All these institutional in
vestors have grown in relative importance throughout 
the postwar period and, therefore, an increasing support 
to the Government securities market is assured. Besides, 
the growth of the banking sector would also mean marked 
support to the Government securities market. Fur
thermore, although investments in other financial assets 
may be growing in the future, there will be many people 
who would prefer to put their savings in Government 
securities. 

The advantages which the Government securities 
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possess over private securities in Greece may be sum
marized as follows: 

(1) The need for guided allocation of savings and 
investment. Indeed, government debt policies may have 
a comparative advantage over tax policies in distri
buting investment, as the efficiency of taxation policies 
in Greece is very limited and the tax structure extrem
ely complicated. 

(2) From the point of view of stimulating propensi
ties towards buying securities among the surplus-spend
ing units in the private sectors, government securi
ties provide a good investment medium, enjoying a rel
atively high degree of liquidity, low risk and thereby 
a good degree of marketability; such government se
curities have the potential ability to absorb part of 
the available savings in the economy. In contrast, priv
ate corporate securities involve in their initial issues, 
at least, low marketability and a greater degree of risk. 

(3) The government can provide the marketing 
facilities, for both short-term and long-term debt, much 
more easily than in the case of privately issued securi
ties. The need for government securities brokers and/or 
for other institutional arrangements is automatically 
taken care of, because the government may use the 
Central Bank and commercial banks, as well as the 
Athens' Stock Exchange, for the distribution of such 
securities. 

(4) Since the saving urban middle class is primarily 
interested in safety and long-range income, govern
ment securities offer it an ideal investment. 

(5) Legal restrictions on the speculative activities 
of intermediary institutions may force them, in the 
absence of other alternatives, to purchase blocks of 
safe securities. This has already happened in Greece in 
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the case of excess liquidity of commercial banks, with 
regard to treasury bills. 

(6) Another factor which would further the develop
ment of the capital market by the sale of government 
securities is the liquidity consideration. Thus, govern
ment securities, especially short-term treasury bills, 
are repayable at par in a short time. There is need for 
the establishment of a market in which securities may 
be regularly traded, at prices which do not fluctuate 
widely from week to week. Through price-support polici
es, the government may provide a reasonable degree 
of liquidity of government securities. Once the govern
ment supports the price of public debt and once the 
holders of such securities become familiar with the 
fact that it is possible to dispose of them at reasonable 
prices without undue difficulty, investors will not nor
mally seek to dispose of their securities at all. 

Those who dislike government borrowing, on the 
grounds that such borrowing, inevitably means a certain 
amount of government presence, should be reminded 
that other fields, especially subscriptions to some issues 
of private companies, are also not free from pressures 
and special influences. 
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C H A P T E R V 

ALTERNATIVE SOURCES OF FUNDS 

OF COMPANIES 

A. The Financial Structure of Corporate 

Enterprise. 

Table V-l summarizes the capital structure of re
presentative Greek firms. Sample A represents our 
analysis of the balance sheets of 75 industrial firms 
over the period 1956-1962. Sample Β refers to data 
included in annual reports of the Association of Greek 
Industrialists. 

TABLE V -1 

Capital Structure of Selected Companies 

(Net of Depreciation) 

S a m p l e A S a m p l e Β 

N° of % of own N° of % of own Net fixed 

Year 

1956 
1957 
1958 
1959 
1960 
1961 
1962 

firms 

75 
— 
75 
— 
75 
— 
75 

capital 
to total 
capital 

38.1 
— 

32.8 
— 

31.9 
— 

31.1 

firms 

435 
394 
391 
421 
447 
461 
571 

74 

capital 
to total 
capital 

37.6 
34.1 
31.4 
31.6 
30.4 
29.8 
32.0 

assets over 
borrowed 

funds 

72.0 
60.2 
56.5 
54.0 
52.0 
50.6 
57.9 



I 

We see, firstly, that the percentage of own capital 
steadily decreased; this trend points to the reliance of 
manufacturing companies upon the external availabil
ity of funds. Secondly, the low ratio of net fixed assets 
to borrowed capital indicates that short and long-
term borrowed funds are being used, not only for all 
fixed capital but also for working capital. In confirm
ation of these findings, figures on 157 large companies 
show an owner's equity/total capital ratio of 44.1 per 
cent and a reserves/total equity ratio of 47.0 per cent 
for the year 1959. 

In view of the fact that arithmetic averages are biased 
by the extreme values, we present below a frequency 
distribution of the equity total capital ratios of the 75 
companies for seven years and of the 157 firms analysed 
for the year 1959. 

TABLE V - 2 

Frequency Distribution of Equity/Total Capital Ratio, 1956-1962 

(No. of firms) 

S a m p l e A Sample Β 
Class by 

equity 
capital ratio Average 

% 1956 1957 1958 1959 1960 1961 1962 1956-62 1 9 5 9 

0 - 20.0 

20.1 - 40.0 

40.1- 50.0 

50.1- 70.0 

70.1 - 100.0 

Total 

5 

24 

12 

18 

16 

75 

7 

20 

16 

18 

14 

75 

10 

22 

9 

19 

15 

75 

9 

23 

13 

15 

15 

75 

11 

20 

16 

15 

13 

75 

13 

19 

13 

16 

14 

75 

15 

16 

16 

11 

17 

75 

9 

20 

14 

20 

12 

75 

8 

49 

23 

40 

37 

157 

75 



We see that, in both samples, more than half of the 
corporations having equity capital over 5 million 
drachmae, (the minimum allowed by present legislation 
for placing new issues on the existing securities market), 
have an equity/total capital ratio below 50 per cent—i.e., 
one half of all large companies borrow 50% or more to 
finance their long and short-term operations. About 
1/2 of the corporate population1 borrow between 30 
to 50 per cent of their funds. Only 1/4 of all large com
panies borrow less than 30 per cent of their total capit
al employed. 

Table V-2 also suggests that no significant shift oc-
cured in the financial structure of the corporate sector, 
in away to favor equity finance. The variance of the 
equity capital ratio for the 75 firms is 0.0451 in 1956 and 
0.0671 in 1962. The mean and standard deviation was 
0.498 and 0.2123 for 1956 and 0.462 and 0.259 for 1962, 
respectively. 

B. Internal Sources of Funds. 

Once a business corporation has begun operating, 
it must obtain a part of the funds for its capital ex
pansion and equipment replacement from re-invest
ment of profits and from depreciation allowances. Both 
these sources constitute the internal sources of funds, 
or, what is usually called the «self-financing» of business. 
In view of the role played by self-financing in the cor
porate sector, as a substitute for capital market finance, 
the present section will enquire into the precise signif
icance of this type of finance, insofar as is approachable 

1. The number of large corporations included in our survey 
approximates that of the population. 
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statistically. We shall first deal with the retention rate 

of business concerns and then the share of depreciation 

reserves. 

(1) Retained Profits as a Source of Finance. To see the 

extent to which corporate enterprise relies on retained 

profits to finance capital expansion, we have used the 

following three sources of information: data published 

by the Internal Revenue Office regarding companies 

which reported realised profits for the period 1959-1962, 

(Sample A); figures from the annual reports of the 

Association of Greek Industrialists (Sample B); and 

the balance sheets of this study (Sample C). 

Table V-3 indicates that, on the average, the ratio 

of retained earnings to net income reported by incor

porated business concerns, included in Sample A, de

clined from 52.2 to 47.4 over the period 1959-1962. 

However, the firms included in Sample Β showed a 

significant increase in this ratio, up to 1962. Further

more, the same (75) large corporations approximately 

doubled their reserves over the 1956-1962 period. 

To bring the analysis of self-financing into perspect

ive, we present below a frequency distribution table of 

the reserves/share capital ratio which is conventionally 

used to indicate the degree of self-financing, in terms 

of retained earnings.1 Since our sample of 75 industrial 

1. Retained earnings, for our purposes, also include the balance 
of profits carried forward to the next year. They exclude, how
ever, dividends payable, shown on the liabilities side of the bal
ance sheets, although many shareholders do not withdraw their 
dividend claims for a considerable period of time, sometimes 
over a year, to avoid tax liability. Under current tax legislation, 
(art. 16/1640 and art. l/LD/17/8/1955 and art. 29/LD/3323/ 
1955), an accounting entry of declared dividends in the balance 
sheets does not incur tax liability of the shareholders; only the 
actual payment of dividends generates tax liability. 
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corporations consists of almost all companies registered 
on the Athens Stock Exchange, it can be taken as 
representing the population of firms dealing in the se
curities market. In addition, the same frequency distri
bution of the ratio of reserves to share capital has been 
calculated for 157 companies for 1959. 

Table V-4 shows that the number of firms with a 
low degree of self-financing (first two classes), declined 
over the six years, while the classes with greater than 
2 : 1 ratio increased. The changes were most sharp in 
the lowest and the highest classes. 

TABLE V - 4 

Frequency Distribution of Reserves/Share Capital, 1957-1962 

Class by % Points 

(lower limit) 1957 1958 

75 F 

1959 

i r m s 

1960 1961 1962 

157 Firms 

1 9 5 9 

00.0 46 41 38 30 29 29 38 
33.3 8 9 10 11 [ff 11 7 22 
50.0 10 10 12 12 13 15 39 

100.0 11 15 15 22 22 24 58 

Total number 
of firms 75 75 75 75 75 75 157 

Before arriving at conclusions, however, we should 
bear in mind the statistical difficulties and misrepre
sentations of the reported incomes and dividends by 
the Greek corporations, due partly to connivance for 
tax evasion and partly to inconsistencies in the balance 
sheets of the firms. However, no matter how inexact, 
these statistics indicate that the reinvestment of pro
fits has been more important during the recent years, 
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in the corporate sector, than equity or bond financing. 
The variance of the reserves/share capital ratio for 
the 75 firms is .9478 in 1957 and 1.790 in 1962. The 
mean and standard deviation is .531 and .990 for 1957 
and .972 and 1.34 for 1962, respectively. 

To clarify the picture of self-financing, we should 
mention here the reserve policies of Greek corporations, 
as they are influenced by the Company Act. Under 
present legislation, companies must put aside 5 per 
cent of their annual profits for the regular reserves 
fund, until the reserve fund reaches 33 per cent of the 
share capital. Any increase in the retention rate must 
be provided by the charter of the company. 

Although corporate reserves may rise when new 
shares have been issued at a price in excess of their 
nominal value, the amount of reserves thus accumula
ted was negligible between 1956 and 1962. The purpose 
of the registered companies, in very few instances 
was, perhaps, to issue new shares at a price comparable 
with the current quotation of the outstanding shares 
and to incorporate into reserve the excess of the issue 
price over par value. 

Finally, «expired claims» for dividends may be put 
in the reserve account. The expiration period is set by 
the board^ of directors, at the time of the General Meet
ing of Stockholders. 

All observations thus indicate that the relative im
portance of retained earnings in Greece has increased. 
In particular, our survey of 75 large companies shows 
that their total reserves, excluding provisions for tax
ation, increased by 92 per cent between 1957 and 1962 
while the volume of the share capital increased only by 
about 2 per cent. This reliance on retained profits has 
increased, despite the prevailing public confidence in 
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the value of domestic currency and the higher propensi
ty for securities and other financial assets. The principal 
explanations may lie in restrictions on dividends; the 
tax on company profits and other factors have perhaps 
been additional contributing factors. But one must also 
consider the business psychology developed in the post
war inflationary years, during which family concerns 
found it far safer to leave their profits undistributed, 
and so increase the capital value of their investment, 
rather than obtain their income from it. 

It may be quite logical that companies that have 
ploughed back profits into their business, convert part 
of their general reserve into issued capital by an issue 
of bonus shares. Such a measure tends to reduce the 
nominal rate of dividends on increased capital to a 
more normal level. It would also destroy any illusion 
in the minds of potential investors or creditors that a 
company's resources represent accumulated funds a-
vailable for distribution. Consequently, the issue of 
bonus shares may improve conditions in the capital 
market, by reducing the market price of existing shares 
to levels accessible to potential small investors.1 

A possibly discouraging factor, however, for the 
capitalization of reserves may be the taxing of bonus 
shares. In Greece, the issue of such shares is considered, 
under present tax legislation, as income derived from 
securities (ar. 26 LD 3323/1955). Thus many companies 
refrain from capitalizing their reserves. 

Furthermore, the issue of large bonus shares may be 
objected to on the grounds that they enable family-
type corporations to avoid criticism of their high di-

1. See, H.B. Rose, The Economic Background to Investment, 
Cambridge 1960, p.p. 272-274. 
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vidend rates. Whatever the objections, however, the cap
italization of reserves should be subject to the Capital 
Issues Committee of LD 3746/1957, discussed in a sub
sequent chapter, since some individual cases may, in
deed, require supervision. 

(2) Depreciation Reserves. The depreciation policies 
followed by corporations may sometimes compete with 
equity-financing policies, especially when governments 
allow for accelerated depreciation over short periods. 
In such cases, excessive depreciation reserves may tend 
to reduce the scope of the capital market mechanism. 

We will now try to see the extent to which depre
ciation reserves contribute toward financing gross in
vestment and whether corporate enterprises charge ex
cessive depreciation on plant and equipment, thereby 
rendering the depreciation reserves a close substitute 
for new issues. Before we deal with the factual evidence, 
however, there are certain points to be raised concerning 
the legislative provisions. 

In Greece, the maximum rates for depreciation are 
fixed by decree and vary according to the category of 
assets (buildings, machinery, furniture, etc.) and geo
graphical area. Government budget policies play a 
significant role in fixing the rates.1 By Law 12931/1954, 
the extra depreciation rates were set at 2.5 per cent and 
6 per cent, respectively, in the case of expenditures in
curred by corporations after October, 1947 on the con
struction of buildings and on other fixed assets. Law 
3765/57 provides for an increase of 50 per cent in the 

1. Throughout the post-war inflationary period, the Greek 
government relied heavily on tax revenues for its own expendi
tures. Therefore, the rates of depreciation were fixed at low 
levels. 
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maximum ordinary and supplementary depreciation 
allowances of buildings, equipment and installations, 
in the case of enterprises established between 1958 and 
1962, but only in respect of expansion. Under Law 
4171/1961, the interest paid on loans and advances up 
to the end of the fiscal period, in which the enterprises 
began operating, may be written off at the rate of 20 
per cent per annum, during each of the ensuing five 
fiscal periods.1 

Let us now consider statistics on depreciation per
taining to the economy as a whole and for two samples 
of corporate enterprises. The ratio of capital consump
tion to gross private capital formation, excluding in
ventories, declined from .47 in 1954-56 to .39 in 1960-
62. Correspondingly, the proportion of net capital for
mation to gross capital formation increased from .53 
in 1954-56 to .61 in 1960-62. In other words, it took 
about 1.9 drachmae of gross capital formation to yield 
1 drachma of net addition to the stock of capital in 
1954-56 and drs. 1.6 to 1 in 1960-62. 

We find similar figures pertaining to the deprecia
tion of corporate enterprises. Thus, while the absolute 
amount of depreciation reserves of the firms included 
in sample B, in table V-3, increased slightly over 1957-
1960, the ratio of annual depreciation to total fixed as
sets declined from 6.01 per cent in 1957 to 4.96 per cent 
in 1960, indicating that the share of depreciation funds 
to gross investment expenditures has been reduced over 
the period. On the other hand, the annual absolute a-
mount of depreciation, charged by the 74 firms considered 
in sample C, varied erratically over the individual 

1. See National Bank of Greece, Quarterly Review, 10-11, 
pp. 8-9. 
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years, as did the ratio of annual depreciation to gross 
fixed assets. 

C. External Sources of Funds. 

The main external sources of capital funds for Greek 
corporations have been the government and commer
cial banks. Non-institutional lenders and foreign sources 
also account for some of the corporate debt during 
the post-war period. Capital borrowed through the bond 
market since 1954 has been negligible. The statistics 
in Table V-5 are based on a selected group of large com
panies whose balance sheets in 1958 and 1960 showed 
a breakdown of long-term liabilities. 

TABLE V - 5 

Distribution of External Long-term Funds of 42 Companies 

(Outstanding at end of period) 

(thousand drs.) 

1 9 5 8 1 9 6 0 

T o t a l 1,380,759 % 1,335,829 % 
Government 67,879 4.9 139,131 10.4 
Foreign 316,446 22.9 227,141 17.0 
EDFO 97,017 7.0 156,653 11.7 
Commercial Banks 352,575 25.5 394,860 29.6 
Debentures 72,631 5.3 113,493 8.5 
Unspecified 471,949 34.2 300,712 22.5 
Deposits of shareholders . 2,262 .1 3,839 .3 

The data reveal that the share of government hold
ings in the long-term financing of these firms has in-
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creased recently, while the dependence upon foreign 
sources has declined; unspecified sources declined, 
while bond financing (including mortgages) rose, as 
did the share from the Economic Development Finan
cing Organization and the commercial banks. 

To give a clearer perspective, Table V-6 below contains 
data on new loans granted by various institutional 
sources in Greece over the 1954-1962 period. The table 
indicates that the most significant source of private 
finance has been the commercial banking sector. Its 
share has been steadily rising since 1957 when, for the 
first time, the government allowed the banks to grant 
long-term loans to productive enterprises. Even today, 
however, a substantial part of short-term credit granted 
by these financial institutions is of a revolving nature, 
and in fact plays the role of long-term credit. 

The Central Bank is second, while the «other financial 
institutions» come third in significance and the con
tribution of the EDFO and the Mortgage Bank is last. 
The cross-section information also suggests that the 
share of foreign funds in Greek private capital formation 
has declined over the last few years. Greek firms have 
only limited opportunities of attracting foreign loans 
because they are generally small, badly organized and 
poorly managed. 

In short, the corporations in Greece, as well as all 
other forms of business, depend for long-term funds 
largely on institutional lenders, such as commercial 
banks, economic development financing organizations, 
the central bank, foreign financial institutions and, only 
slightly, on the open capital market. 

Long-term loans granted by the monetary system 
to the private sector increased both absolutely and rel
atively over the period (Table V-7). In 1963 the amount 
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of new long-term credit was about 5 times greater than 
in 1954. The relative share of long-term debt in over
all debt fluctuated over the years under review, aver
aging 31.1 per cent. The relative importance of long-term 
loans increased more after 1957, when the government 
allowed the commercial banks to grant loans for fixed 
capital formation to productive enterprises. Thus Greek 
enterprises have been relying increasingly on the bank
ing system for long-term finance. This trend is signifi
cant, in evaluating the degree to which capital forma
tion is subject to the test of the capital market. 

The share of short-term credits granted by the mon
etary system to the private sector varied, ranging from 
23.2 per cent of total debt in 1959 to 69.6 per cent in 
1956. The amount of intermediate-term loans granted 
over the individual years also showed an erratic be
havior, increasing between 1958 and 1960, to decline 
in 1962 and to rise again in 1963. 

Finally, corporate bond financing through the stock 
exchange over the period was negligible. Only five bond 
issues were publicly subscribed, one in 1955, one in 
1956, another in 1960, another in 1962 and the last in 
1963, amouting to 177 million drs. Their share of the 
total new debt-financing of the private sector was 1.7 
per cent in 1955, .5 per cent in 1956, .4 in 1960, 2.3 in 
1962 and .4 in 1963. 

Greek corporations also resort to direct non-institu
tional money lenders for both the expansion of existing 
enterprises and current operations. Non-institutional 
lenders may be members of the immediate family, friends 
or other local people with knowledge of the firm's busi
ness affairs and confidence in the character and ability 
of its management. 

This type of finance has greater significance in Greece 
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than in most other countries. Its importance is more 
apparent in provincial areas where small and me
dium sized firms, (generally family-concerns), obtain 
such funds by direct loans, sometimes insured by mort
gages on real-estate or machines and equipment. 

Unfortunately, no direct statistical evidence is a-
vailable for this sort of finance, but from the analysis 
of balance sheets of reported corporations for the year 
1959 we observe: (1) Out of 389 reported companies, 
86 showed in their balance sheets that their sharehold
ers had lent money to the concern. (This amounted to 
about 240 million drachmae as compared to 1,049 mil
lion long-term credit outstanding at the end of 1959 for 
these corporations) (2) 58 companies out of the 86 showed 
in their balance sheets that the principal lender was 
a shareholder. In most of these cases, no other long-term 
lender was indicated in the balance sheet. Moreover the 
42 companies presented in Table V-5 above show that 
the deposits of shareholders amounted to about 2 mil
lion in 1958 (or 1 per cent of total reported long-term 
liabilities) and about 4 millions in 1960 (or about 2 per 
cent of total reported long-term liabilities). Although 
the magnitude of this source of funds cannot be accurate
ly measured, it has been quite important in some sec
tors - especially in trade and manufacturing, which 
experienced satisfactory profits throughout the post
war period. The internal-borrowing of corporations may 
facilitate borrowing from institutional lenders, since 
the latter have legal priority over intra-firm claims. 
Funds obtained from shareholders, who are also mem
bers of the management, are generally considered «own-
funds», indicating that the firm has the ability to meet 
its obligations by promptly borrowing from its owners. 
With the exception of these two possibilities, however, 
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the magnitude of the company's own-lending may 
play the role of a substitute source to capital market 
finance. Moreover, borrowing from the owners is 
usually done at high interest rates in order to reduce 
the tax liability of the firm. However, one should not 
overestimate the significance of this source for the 
economy as a whole, since it is functionally related to 
past dividend payments and to alternative sources 
of funds. 

Another important point to consider is that, very 
often in Greece, the proceeds of loans are not used to 
finance investment plant, equipment and other long-
term outlets, but are used for inventories and working 
capital purposes. Government and private financial 
institutions may believe that they are supplying work
ing capital for the activities of the borrowers when per
haps they are in fact financing the construction of pri
vate residential apartment buildings or industrial plant 
and equipment by freeing the borrower's own resources 
from his «bankable» activities and making them a-
vailable for other purposes. Similarly, loans made for 
the ostensible purpose of financing the planting, harvest
ing or marketing of agricultural products may, in reality, 
be financing private construction. Notwithstanding these 
possibilities, however, it should be pointed out that bor
rowers do not overlook the high cost of borrowed capit
al when they decide to substitute their own funds for 
loans. 
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PART II 

REAL AND LEGAL FACTORS 

CONDITIONING THE PERFORMANCE 

OF THE CAPITAL MARKET 





C H A P T E R Vï 

SIZE OF CORPORATIONS AND FINANCE 

One of the primary factors responsible for the ob
served capital structure of Greek corporations may be 
their small scale of operation. Our analysis of 1058 
balance sheets of private non-financial companies for 
1959, shows the following indications of the size of 
Greek corporations, in terms of assets: 

TABLE VI -1 
Distribution of Corporate Assets1 

(Reported Corporations, 1959^ 

Assets Size Number of Per cent of Total Assets Per cent of 
(lower limit) Corporations Corporations (thous. drs.) total assets 
{thous. drs.) 

0 
750 

1,500 

3,000 

7,500 

15,000 

30,000 

75,000 

150,000 

300,000 

78 
88 
162 
259 
171 
127 
110 
37 
17 
9 

1,058 

7.3 
8.3 

15.3 

24.5 

16.1 
12.1 

10.3 
3.5 
1.6 
.9 

100.0 

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 

.1 

.4 
1.5 
5.4 
7.7 
11.0 

20.2 

15.6 

15.6 

22.3 

100.0 

S o u r c e : Balance Sheets as published in the Official Gazette. 
1. Excludes financial institutions and public utilities, such 

as Water Company of Athens and Piraeus, Electric Company 
of Athens and Piraeus, and the public monopolies. 
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The above data may be better understood if the 
figures are grouped according to size classes. Thus, 
54.4 per cent of all corporations held only 7.4 per cent 
of corporate assets—holding less than 7,500,000 drach
mae ($250,000) each. At the other extreme, 6 per cent 
of the corporations owned 53.5 per cent of total assets. 
The 38.5 per cent of the medium size owned the remain
ing 38.9 per cent. 

At one end of this array, the industrial structure 
appears to be quite oligopolistic and to a lesser extent, 
monopolistic. As Kanellopoulos points out,1 among 187 
major industrial units, 27 are monopolies and 90 are 
oligopolies, or tacitly organized cartels and trusts. Mo
nopolies also exist primarily in the fields of transporta
tion and communication, while most oligopolies are in 
the field of credit and insurance. This imperfectly com
petitive structure naturally leads to excess capacity 
and, consequently, higher cost per unit of output. 

At the other end of the array, the small size of in
dustrial units leads to the following: inability to apply 
methods of mass production and standardization of 
products and difficulty in renewing equipment; a very 
low degree of specialization and, hence, lack of oppor
tunities for learning modern skills and methods; a ge
neral inefficiency in the production and delivery of 
raw materials. 

The predominance of small units and the relative 
absence of incorporated enterprise2 in Greece, hinders 

1. Athanasios P. Kanellopoulos, Apopsis epi tis Anaptixeos 
tis Ellinikis Oikonomias, (Athens, 1962), p. 65. 

2. The entire population of corporations, including limited 
liability companies, represents only .5 per cent of total Greek 
business units in operation, measured in terms of legal form. 
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the development of the capital market proper. Thus, 
the available resources in the economy are not allo
cated among the most desired uses. 

Table VI-2 indicates the capital structure of all re
ported non-financial corporations by asset-size, for the 
year 1959. The data were obtained from balance sheets 
analysed by the author. 

TABLE VI - 2 

Financial Structure and Asset Site, 1959 

Asset Size 
(lower limit) 

(thousand drs.) 

0 
750 

1,500 
3,000 
7,500 

15,000 
30,000 
75,000 

Companies with 
quoted shares 

Number 
of Corporations 

78 
88 

138 
243 
158 
109 

82 
41 

66 

% of Equity to total 

(The 
Assets 

rest is borrowed) 

64.2 
65.1 
67.2 
44.0 
40.4 
31.6 
34.5 
22.5 

48.0 

The figures presented in Table VI-2 point to a num
ber of important conclusions: 

(1) Small business concerns in Greece have little or 
no access to the organized short and long-term and 
equity markets; instead, each is dependent for its capital 
mostly upon the personal savings of the owner and his 
personal circle, or on retained profits. Therefore, it may 
be argued that the growth of these enterprises is paced 
by the availability of profits and/or interrupted by the 
prevailing economic crises. 
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(2) The percentage of borrowed capital steadily in
creases with asset size, in contrast to what happens in 
developed countries, where large firms have easy access 
to the securities markets. There is an important reason 
for resorting to loans rather than to equity financing 
in Greece: equity finance requires a steady payment by 
the corporations of dividends above the opportunity 
cost, (for the holder of liquid assets), in order to attract 
new stockholders. This, in turn, may leave them with 
less retained profits and thus force greater borrowing. 

(3) The larger proportion of short-term credits in 
recent years imposes on the small corporations onerous 
total interest rates, including commission and service 
charges. The larger the corporation, the smaller the 
over-all cost of borrowed capital, because the various 
lenders discount the possibility of default for big enter
prises but cannot always trust small-firms, whose finan
cial transactions generally involve a greater risk. Although 
no data on cost of capital are available by size of busi
ness, there is no doubt that the cost of loaned capital 
funds diminishes as the size of firms, (or loan), increases. 
Such cost considerations may induce larger firms to 
resort more to borrowing, (instead of reinvesting pro
fits), than the smaller firms. 

To supplement the above information, a number 
of personal interviews conducted by this author, gave 
the following results: 

(a) Most manager directors of small-scale Greek 
corporations seem to have no clear picture of the spe
cific advantages of capital market financing. Some did 
not even know whether their paid—in capital was suf
ficient to meet the legal requirements for a public sub
scription issue. Others felt that their family-type firm 
was too small for such an adventure. 
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(b) All but a few businessmen pointed out that the 
easiest way to finance long-term investment is through 
government sources or commercial banks. The «black
mail»1 technique, which was used so effectively through
out the postwar period, is as good as, (or in some cases 
better than), the issuance of new shares or bonds to be 
sold at the stock exchange. They consider external 
finance, other than capital market finance, to be more 
flexible and appropriate for their needs. 

(c) The majority of businessmen feel that consider
able discouragement comes from the inefficient orga
nization of the stock exchange and from the imperfect 
structure of the banking system, problems which will 
be examined in detail in the following chapters. They 
gave the example of tacit agreements between some 
stock brokers and large businessmen in promoting the 
latter's shares and discrimination against the shares 
of smaller concerns. 

There is thus a real need to educate Greek execu
tives in fundamentals of equity financing as related 
to their needs. 

As far as potential new enterprises are concerned, 
the method of public subscription is not explicitly de
fined in Greek legislation. The only piece of legislation 
that even touches on this question is article 56, of Law 
2160/1920, which deals with misrepresentation of ma
terial facts by founders seeking public subscription. 

While the stock exchange is a source of finance for 
companies already in existence, part of the risk capital 

1. Indeed many large companies exerted pressure on the go
vernment threatening to close their factories, thus increasing 
unemployment, if the government refused to finance their opera
tions. 
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for large potential firms must, occasionally, be found 
far in advance of any possibility of a dividend.In Greece, 
such new enterprises are sponsored by EDFO, IDC 
and the commercial banks. Thus, according to the Cur
rency Committee decision N° 1150/13/5/1960, the 
commercial banks are allowed to subscribe to initial 
share capital of new productive firms, provided that 
such shares are made available to the general public 
as soon as «favorable conditions arise». The terms and 
conditions on which the banks may contribute to initial 
capital of a firm are strictly specified in this Currency 
Committee decision. Thus, only shares of potential 
manufacturing, mining and tourist enterprises are sub
ject to commercial bank subscription. These subscrip
tions must not exceed 5 per cent of the total bank's 
deposits at any given time and the paid-up capital by 
the potential company must be at least 20 million drs. 
Although this minimum capital tends to ensure bank 
investment in financially strong business units, the re
quirement still allows for some degree of discrimination. 
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C H A P T E R VII 

LEGAL FRAMEWORK 

To fully understand the behavior of Greek corpora
tions towards capital market financing, one must con
sider the legislation pertaining to corporate enterprise, 
for the development of the capital market mechanism 
depends, on the one hand, upon the limited liability 
of stockholders and, on the other hand, upon the pre
vention of abuses which the corporate form may be 
used to perpetrate. We shall therefore discuss how a 
société anonyme is organized, how the legislation deals 
with fraudulent manipulation of the capital of the com
pany and how it regulates the internal and external 
relations of businesses. 

A. The Format ion of a Société Anonyme. 

The organization and operation of sociétés anony
mes is based almost entirely upon the French Code de 
Commerce, introduced in France in 1807. The First 
National Assembly of Epidauros (January 1, 1822) 
adopted this as the official commercial code. The «Code 
de Commerce» was subsequently translated ad verbum1 

in the Legislative Decree of 4-19-1835 and constituted 
the main source of corporate law until 1920. Since then 
the Company Act of 1920 (L 2190/20) has provided the 

1. John Passias Dikaion Tis Anonymou Etereias, Athens 
1955, p. 67. 
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basic framework for the conduct of corporate enter
prise. 

There has been, however, special legislation govern
ing the formation and operation of financial institu
tions which have the animus and corpus1 of a société 
anonyme and also some other laws related to corporate 
enterprise. Such legislation includes Law 5076/1931 
and Law 1665/1951, establishing the rules governing 
commercial banks; Law 1023/1931, as amended by Law 
1705/1939, setting the provisions for the formation 
and operation of insurance companies; and Articles 
18-50 of the Commercial Code, Articles 61 and 888 of 
the Civil Code, and Law 3632/1928, governing the o-
peration of the Athens Stock Exchange.2 

The above legislation requires that when a société 
anonyme is established, the following conditions be 
fulfilled; The Deed of Association, which includes the 
articles of incorporation must be notarized ad solemni-
tatem3 (not ad probationem4, as in the case of limited and 
unlimited partnerships). Although the deed of associa
tion is a private contract, implying that the number of 
founders must be at least two, by virtue of article 108 
of the Civil Code, a société anonyme may be established 
by a single individual. In this connection, it should be 
noted that the Company Law states explicitly that 
concentration of all shares in the hands of one person 

1. The spirit and the body. 

2. National Bank of Greece. Investing in Greece, (Athens: 

1961), p. 40. 

3. Validated formally by the Ministry of Commerce. 

4. Validated informally by the parties involved. See Passias, 
op. cit., pp. 84-85. 

100 



does not constitute a cause for dissolution of a société 
anonyme.1 

The deed of association defines the identity of the 
company, setting out respectively its relationships 
with the outside world and between its members. It 
must state the name, objectives, head office, names 
and addresses of the founders, amount of share capital 
and any other provisions which the founders may con
sider necessary.2 It must also state the duration of the 
company, although theoretically perpetual life of the 
concern is possible and not contrary to the legislation 
in force.3 If the lifetime of the corporation expires at 
the end of a specified period, a general meeting of stock
holders may decide for continuation of the firm. 

In practice, however, many family-type Greek 
sociétés anonymes do not enjoy the necessary continuity. 
The failure of talent continuing within the family, dis
agreement between the groups of shareholders and the 
limited capital market, inter alia, prevent Greek enter
prises from functioning for an indefinitely long period. 
It should be noted that continuity is especially impor
tant for raising capital funds and planning for long-
term utilization of heavy property investments. 

The Ministry of Commerce must certify that the 
articles of incorporation have been drawn up in accor
dance with the legislation in force.The Deed of Associa
tion must then be published ad verbum in the Bulletin 
of Sociétés Anonymes and Limited Companies, issued 
by the Official Gazette. 

Only when all the above conditions have been ful-

1. Law 2190/1920 and Passias op. cit., pp. 90-92. 
2. Law 2190/20 Codified by LD 174/1963. 
3. Passias, op. cit., p. 93. 
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filled can the formation and operation of a société ano
nyme be considered legal. 

B. L imited Liability Companies . 

Law 3190/1955 fulfilled a long-felt desire of the le
gislature and the business community which, since 1930, 
if not earlier, had repeatedly tried to introduce the in
stitution of limited liability companies in Greece. 

By virtue of the above law, two or more persons, 
Greek or alien, may form a limited liability company, 
of which the main features are the following: (a) The 
minimum amount of capital, payable on formation, 
may not be less than 200,000 drachmae, of which at 
least 100,000 drs.must be in cashAThe minimum amount 
subscribed by each member must not be less than 10,000 
drachmae, (b) Each partner is liable to the extent of 
his contribution to the capital, (c) Members' contribu
tions may not take the form of shares; written evidence 
of participation in the company is required, (d) Transfer 
of shares, provided that it is not prohibited under the 
charter, may be effected, but only by notarial act. 
(e) The contract establishing the company must be 
notarized, a copy must be deposited with the Secretari
at of the Court of First Instance, within a month from 
the issue and a summary published in the Bulletin of 
Sociétés Anonymes and Limited Liability Companies 
of the Official Gazette. The notarial document must 
include the names and addresses of the founders, the 
amount of share capital, and any other legal condition 
which the founders consider necessary. 

Since 1955, many enterprises have assumed the form 
of limited liability companies; up to the end of 1961, 

1. National Bank of Greece op. cit., p. 42. 
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about 300 concerns were established or converted into 
limited liability companies, of which 100 were in manu
facturing,1 In spite of this rapid development, it is 
difficult to appraise the effectiveness of the law. To 
begin with, the legislation concerning limited liability 
companies is not very distinct from that governing 
sociétés anonymes. Thus many sociétés anonymes are 
family-held, with animus of a limited liability company 
but corpus of a société anonyme. The three main factors 
which determine the legal form of an enterprise, namely, 
the liability of owners, the transferability of shares and 
the amount of capital, differ only slightly for the two 
types of firms. Perhaps, a greater amount of capital 
required for the establishment of a société anonyme 
would help to set a greater degree of distinction between 
the two. 

There are other drawbacks in the existing legislation. 
Decisions pertaining to regular business process must 
be made by a majority representing 51 per cent of the 
number of shareholders holding 51 per cent of the total 
capital. Although these two requirements are designed 
to protect the minority, it is obvious that they leave 
the company exposed to many dangers, especially when 
the number of shareholders is small. For example, when 
there are only two partners and if no third person has 
been appointed as manager, decisions are bound to be 
difficult. The business of the company may even come 
to a standstill and the courts may be compelled to step 
in. Under the law, even the dissolution of the company 
cannot take place in such a deadlock. 

To eliminate such possibilities, it is recommended 

1. Association of Greek Industrialists, Greek Industry in 1960 
(Athens, 1961), p. 8. 
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that where there are only two partners, the appoint
ment of a third party as manager must be compulsory; 
in the event of extreme disagreement, or the inability 
of the company to hire such a person, the matter 
should be settled in court. 

C. Capital Structure of the Société Anonyme. 

The required minimum share capital for non - finan
cial sociétés anonymes is set at 5 million drachmae, de
posited at the time of incorporation. The new law of 
1962 provides that all sociétés anonymes having share 
capital less than this minimum, must either deposit the 
balance within fifteen years from the time of the publi
cation of the said law, or convert themselves into an
other legal form of business organization. If neither of 
the above actions have been taken by the end of the 
fifteen-year period, the Ministry of Commerce is to re
peal the decision which established the legal entity of 
the société anonyme. 

The minimum capital of 5 million drachmae is, in 
our opinion, not satisfactory. In view of the need for 
large-scale enterprises in Greece, the initial share capi
tal should, we feel, be set on a «discriminatory» basis. 
That is, a range of legally required minimum capital 
should be stipulated between, say, 5 million and 15 
million drachmae, in roughly inverse proportion to the 
enterprise's expected contribution to economic develop
ment. Such differential treatment would seem to be 
highly desirable during the period of development.1 

1. Most of the brokers interviewed by this writer accepted 
in principle this discriminatory treatment of prospective enter
prises. The main objections to this proposal might be, first, the 
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The value of shares of non-financial sociétés anony
mes, issued to the bearer, must be paid up within two 
months from the date of publication of the chapter in 
the Official Gazette. (In the event that the share capi
tal has been paid up before the date of publication, such 
payment must be mentioned in the deed of association). 
At the end of the two-month period, the board of di
rectors of the société anonyme must ascertain that the 
equity capital has been paid up and a copy of the min
utes of the ascertaining board meeting must be sub
mitted by the Chairman to the Ministry of Commerce. 

resulting extra tax burden to the sociétés anonymes and, second, 
the present inadequacy of the capital market to provide the extra 
capital needed. 

The first objection does not hold as soon as the government 
provides tax concessions for the benefit of the economy's indus
trial structure. Present legislation provides many tax incentives 
to newly established firms and/or provincial concerns; they could 
be extended to apply to merged firms or concerns converted into 
sociétés anonymes. Many of the legal fees required by the present 
legislation for cases of merger or conversion of business into other 
forms should also be abolished. There seems to be a general con
sensus today that a merger movement is needed now in Greece; 
if so, the capital gains ensuing from such mergers should be ex
empted from taxation and the legal charges abolished. 

The second objection is more significant, but its validity de
pends upon the possibilities for re-organizing the capital market 
If the government suceeds in properly evaluating the needs of 
the present capital market and takes the required drastic measur
es for its revitalization, this objection will lose its force. Once 
the legal inconsistencies are removed and the confidence of 
potential equity investors is strenghtened, by introducing a 
series of reforms, (such as steps to facilitate underwriting, the 
issue of new types of securities, the establishment of investment 
banks and other capital market institutions), one should expect 
sufficient funds flowing into the equity market to meet the long-
nterm fiance requirements of old and new enterprises. 
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Failure to file this report is punishable under the penal 
code.1 

The value of the shares may however, remain, part
ly paid up for a period of 10 years or less, if this has been 
stated in the charter, but in no case may the paid-up 
portion be less than 5 million drachmae.2 Partial pay
ment is considered to be the payment of a portion of 
the share's value and is applied equally to all shares 
issued at the time of incorporation. In other words, 
all founders of the société anonyme must pay a specific 
portion of the value of each share and should not post
pone the payment of any shares. This provision of the 
law aims at preventing speculative and fraudulent activ
ities on the part of some shareholders at the expense of 
others. 

Hence, the requirement that such a partial payment 
of the initial share capital must be stated in the deed 
of association. The liability of the founders for the re
maining capital nonetheless arises ab initio. This implies 
that the subscribers to such partly-paid-up stock are 
liable to creditors, in case of insolvency of the firm, for 
the difference between the subscription price and the 
amount paid. In the event that the subscribers are 
unable to pay the rest of the share capital within a 10-
year period, the equity capital must be reduced by the 
amount of non-paid capital. It should be mentioned 
that any such action is subjected to all the procedures 
and requirements of incorporation and implies amend
ment of the charter and approval by the Ministry of 
Commerce. 

The special legislation governing the establishment of 

1. Law 2190/1920 article 2. 
2. Ibid article 8 and Passias op. cit., pp. 255-264. 
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financial institutions provides for the full payment of 
the equity capital at the time of incorporation. In the 
case of insurance companies, such capital must be de
posited with the National Bank of Greece (a commer
cial bank), even before their incorporation and commer
cial banks must deposit their initial capital in full with 
the Bank of Greece, (central bank), at the time of incor
poration. The mortgage banks are considered sui generis 
institutions and, as such, are restricted in their capacity 
to issue mortgage bonds only by the amount of capital 
paid in. 

D. Management and Its Responsibilities. 

The development of a capital market depends in 
part on the contractual limitations which shape the 
character and actions of the company's leadership. 
For instance, the ability of the corporation to pursue 
a specific policy in the securities market, depends on 
the relationships between all directly interested groups 
- the stockholders, the creditors and the public at large. 
When a satisfactory relationship, particularly between 
stockholders and management exists, substantial savings 
can flow into the securities market at a reduced cost 
and the demand for investible funds and the range of 
worthwhile projects can be expanded. 

Greek enterprises fail to achieve the internal rela
tions required for such a rational, constructive policy 
in the capital market. Managements frequently seem 
to be running the business, not for the owner's benefit; 
in many cases, corporate action is governed by the in
terests of specific groups of shareholders. In order to 
understand these problems we shall discuss, first, the 
election system, second, the compensation of execu-
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tives, and, finally, the responsibility and the protection 
of directors. 

(1) The Corporate Election System. Under the legis
lation now in force, the directors of a société anonyme 
are elected by a simple majority and are removed from 
office ad nutum, that is to say, at the will of the majority. 
In the latter case the majority is under no obligation 
to justify its decision.1 

Such a system, obviously, does not give shareholders 
the right to dismiss these directors who may be preju
diced against their interests; on the contrary the system 
has frequently abetted the dismissal of minority direc
tors. This situation has resulted in the encouragement 
of two undesirable tendencies: the dissolution through 
the courts of existing family-held corporations on the 
initiative of dissatisfied minority stockholders and the 
perpetuation of oligarchy in large old corporations. 
This situation is aggravated by the inability of the dis
satisfied shareholder to dispose of his stock in the ex
isting, unorganized capital market. 

Since the société anonyme, in a free enterprise system, 
tends to affect the whole range of social purposes, its 
management ought to be made as democratic as possible. 
Towards this end, the government should seek methods 
for limiting or regulating the power that may be used 
against the interests of minority groups. Four possible 
methods are the following: 

a) A 70 per cent majority and a special quorum 
of the general meeting of stockholders could be required 
for the election or removal of directors. In case of in-

1. Alexander M. Tsirintanis, Ephemeris ton Ellinon Nomikon, 
(Athens, June 1959), pp. 345-347 and Peter Perdicas, Greek Com
mercial Law, (Athens, 1943), pp. 88-95. 
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competence or serious negligence on the part of directors, 
the problem could be solved by the courts as prescribed 
by legislation. 

b) The corporation might issue stocks in a form 
which gives old stockholders the right to appoint at 
least 30 per cent of the members of the board of 
directors, without the majority approval of the general 
meeting of shareholders. Such shares, (preferred in terms 
of voting power or some other features), could be sold 
to the founders, or other important contributors to the 
concern, in order to protect their interests or continue 
their representation on the board of directors. To pre
vent any possible concentration of such shares in the 
hands of groups opposed to the interests of the company, 
their transferability could be made dependent upon 
the decision of the general meeting. The directors so 
appointed should be subject to removal by the same gen
eral meeting, (and/or by the president of the Court of 
First Instance), upon a petition by those stockholders 
representing 1/10 of the paid-up capital, but only for 
adequate cause. 

c) The stockholders could be divided into two 
groups: those who are merely speculators or opportu
nistic investors and those who are interested in the 
long run performance of the company and consider 
themselves owners of the firm. Thus, the legislation of 
the charter might provide that holders of shares for 
a period of more than two years may enjoy a privilege 
over the other stockholders in the election of directors. 
This privilege could be granted in terms either of 
greater number of votes per share, under certain con
ditions, or of the extra right to elect a given number 
of directors without the approval of the general meet
ing. 
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d) The most popular voting system allows one vote 

for each share held, multiplied by the number of di

rectors to be elected. Under this «cumulative» system, 

a person holding a majority of the outstanding shares 

may elect only a majority of the directors and the 

minority groups, by concentrating their votes on one 

or a few directors, may get representation on the 

board.1 This system, however, becomes ineffective 

when there is a staggered election. Since resignations 

of the directorg or removal from office create vacancies, 

such staggered elections may often take place. Stag

gered elections usually enable an incompetent man

agement to retain office and or wipe out the represen-

1. The following example shows how this system works: 
Assume an eleven-man board; all men are elected at the same 

time. In this case, a shareholder of 10% of the stock would have 
slightly more than enough votes to elect a director. Assuming 
that there are 10,000 shares outstanding, and that a minority 
stockholder own 1,000 shares, he would have 11,000 votes, and 
the other stockholders 99,000 votes. If they spread their votes in 
an effort to try to elect the entire board, that would mean 9,000 
votes each. The minority stockholder could easily elect one di
rector. The cumulative system becomes ineffective however, 
when there is a staggered election. If, say, one director is elected 
each year the cumulative voting would have no effect. 

Williams gives the following formula for calculating the num
ber of shares necessary to elect a given number of directors: 

Α.Β where X = number of shares necessary to 
χ — f. ι elect the director desired; 

C + 1 A = total number of shares voting; 
Β = Number of directors it is desired to 

elect and 
C = total number of directors to be elected· 

See, for an excellent discussion on this system, Charles M-
Williams', Cumulative Voting for Directors (Harvard University 
Press). 
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tation of minority groups. Legislation which adopts 
the proposed system must anticipate the protection of 
the minority in this respect. 

The law which puts into effect the cumulative 
system must also protect the interests of stockholders 
from raids, (made possible by the cumulative voting), 
by outside elements trying to obtain a voice in the 
management for their own benefit and to the detriment 
of the majority of stockholders. We would propose 
that, if the majority stockholders or any substantial 
minority, feel that the nominees of the minority are 
suspect, upon posting a bond for court expenses and 
legal fees and upon the court's approval, they be 
allowed to request a clearance of the suspected nominee 
and to postpone the elections until the clearance is 
obtained. This procedure would make proxy fights and 
struggles for economic power in big business costly 
and difficult. 

(2) Executive Compensation. Under present legi
slation, the directors of the board receive compensation 
for their services after the «required» reserves have been 
set aside and dividends of at least 6 per cent have 
been declared. All other fees paid to the directors 
must be approved by the regular annual general meet
ing and reported in the company's accounts. 

Although renumeration is a necessary condition for 
inducing directors to give their adequate attention and 
consideration to the corporation's affairs, in Greece 
the compensation of executives is a deep secret. The law 
does not provide for any substantial control on the 
part of a minority group over the compensation of 
directors, who are provided with excessively high sal
aries, bonuses, stock options and expense accounts. 
In fact, the directors manipulate the books in such 
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a manner and to such an extent that only those who 
are experts can properly interpret them. 

The unchecked freedom of corporation to give high 
rewards to management and the greed of directors 
undermine the ability of a company to pursue an ef
fective policy in the securities market, for they tend 
to raise serious doubts in the mind of the potential 
equity or bond investor regarding the manipulation of 
annual profits. 

In addition to compensation for directors' services, 
it is common knowledge that the Greek companies 
grant various kinds of loans to directors or their re
latives without sufficient collateral and on unprofitable 
terms for the company. These transactions also tend 
to discourage potential investors. 

In view of this reprehensible situation, executive 
compensation must become subject to control by the 
stockholders. For instance, bonus payments should 
not be made to executives in a year in which dividends 
amounted to less than 6 per cent. Also, a minority group 
holding 2.5 per cent of the paid-up capital should 
have the right to look into the financial emoluments 
paid to or on behalf of directors for at least the two 
preceeding years. Such examination should also cover 
all kinds of transactions of directors with the com
pany, including loans and credits granted to them or 
their relatives. 

(3) Responsibility of Directors. Limitations on the 
powers of directors are imposed by legislation and by 
the provisions of the company charter. For instance, 
directors are not allowed to engage in outside trans
actions which conflict with the interest of the company, 
unless they have the consent or permission of the 
general meeting of stockholders. This prohibition also 
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covers their participation in partnerships as active or 
fully liable partners. In practice, however, the direc
tors' actions are very often influenced by their interests 
in other concerns. Thus, the directors of many life 
insurance companies are appointed by the commercial 
banks. Moreover, this practice allows considerations of 
prestige and maintenance of social political affiliations 
to influence policy. The directorates of many large 
private corporations are filled with retired generals or 
unsuccessful politicians who have no experience in 
business whatsoever. This is another situation which 
inhibits the ability of private concerns to raise funds 
in the capital market proper and to attract the savings 
of the small investor. The corporations themselves must 
remedy this sort of malfunctioning of their directorates, 
by avoiding interlocking directorates and by trying 
to eliminate absentee-directors from their boards. 

It has been argued that directors who hold no 
substantial stake in the business cannot be depended 
upon to give the corporation's affairs adequate at
tention and proper consideration. On these grounds, 
the Greek legislation allows the directors to possess 
stock of the company unless forbidden by the deed 
of association. There is no objection to stock ownership 
by the directors so long as they purchase the stock 
without discount and without any favor or other ma
nipulation. Directors with no experience in business, 
however, like the above-mentioned politicians or ge
nerals, must not be allowed to buy stock of the company. 
This prohibition is essential to prevent manipulation 
and fraudulent competition generated from inside the 
firm and carried on by its own decision-making unit. 
Only directors and officers of the company who have 
proven their value and devotion to the concern should 
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be permitted to purchase stock up to a percentage of their 
annual salary, on an equal basis with other stockholders, 
and only if they have been with the company for a set 
number of years. Such stock-ownership may be re
quired to prevent excessive salaries and demands for 
high bonuses and other emoluments. 

Almost all the Greek corporate charters are so 
framed that directors and officers are freed from many 
responsibilities to which they really should be liable. 
Immediately after the approval of the annual balance 
sheet by the general meeting of stockholders, the di
rectors are released from liability for financial loss 
sustained by the company, by a majority voice vote. 

The participation of the directors in the vote — to 
the extent of their own holdings — makes such release 
meaningless from the point of view of protection of 
the minority or other groups interested in the affairs 
of the company. We propose that the release of di
rectors should take place only after certified accoun
tants, appointed by a minority of 2.5 per cent of the 
paid-up capital, have examined the financial affairs 
of the company in accordance with article 40, Law 
2190/1920. If the directors, whether wilfully or negli
gently, prove guilty of mismanagement, misrepresen
tation of financial statements, or false or fraudulent 
reports to the general meeting of stockholders, this 
release from liability should be set aside as illegal and 
invalid. In the event of alleged misconduct or actions 
against the charter of the société anonyme, the direc
tors should be removed from office and all their actions 
related to the cause of removal should be rendered 
void. Admittedly, the law states that the directors 
are liable for any act against the law and the charter 
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of the company;1 in practice, however such liability 
is imposed upon them as individuals only and the 
excuse of ignorance or good faith is always available 
to them. Moreover, although the courts do have the 
power to investigate the directors' dealings, it is 
generally true that such investigation takes place only 
if requested or if the case for inquiry appears irrefut
able. We maintain that in cases of fraud, misrepre
sentation or serious negligence, the directors should 
be held liable and that any defense of ignorance or 
good faith which they may raise should not act as 
a bar to a full investigation and decision by the courts. 

(4) Protection of Directors. Notwithstanding the need 
for protecting the minority from actions committed in 
bad faith by the directors and officers, the directors 
must also be protected. Greek legislation is full of 
contradictions on this issue. 

The question has arisen in legal literature and in 
the courts whether the directors are subject to arrest 
and liability for the debts of the company in cases 
other than those involving criminal acts. This question 
was raised in connection with Compulsory Decree 
No 646/1945, as amended by Ministerial Decision 
No 1926/1947, according to which the directors are 
subject to arrest for any tax liability, regardless of 
all other legal procedures available to the govern
ment. The initial act was passed in connection with 
tax evasion on the considerable profits accumulated 
by some enterprises during World War II . But its 
aplication to all kinds of tax liabilities 19 years after 
its introduction is contrary to the spirit of the 
law. Moreover this law runs counter to article 1003 

1. Law 2190/1920, articles 40 and 54-64. 
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of the Civil Procedure Code, according to which 
under no circumstances are the directors of a legal 
entity subject to personal arrest.1 The principle of 
non-liability of directors for debts of the company 
represents one of the basic differences between sociétés 
anonymes and partnerships, and any restrictions upon 
this principle constitute a growth-inhibiting factor for 
the institution of the société anonyme. It is all too 
simple for the government to issue a warrant for the 
personal detention of the directors rather than to go 
into costly and time-consuming procedures of seizure 
and compulsory management of the company in order 
to collect taxes. 

In the absence of fraudulent acts, it is tyranical 
that the government should be permitted to deprive 
corporate directors of their freedom in this arbitrary 
manner. Such unjustifiable prosecution of the mana
gerial personnel of sociétés anonymes tends to block 
the very transformation of the family-held industrial 
units into collective institutions which is so urgently 
needed at this time. 

E. Protection of the Minority. 

The problem of minority protection is also very 
vexing in Greece. The legislation in force may be ex
amined in its application to (1) a single shareholder 
holding less than 1/20 of the share capital (2) a group 
of investors holding 1/20 of the share capital and (3) 
a substantial minority holding 49 per cent of the share 
capital.2 

1. Anastassopoulos G., «Personal Arrest of Directors» in 
Naftemborike, Athens, March 28, 1960. 

2. This breakdown was used by Mr. Tsirintanis A. in his 
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1) The single investor holding less than 1/20 of 
the share capital is unable to seek redress by civil 
action or to assure himself of full information about 
corporate action. The small investor has no right to 
inspect the books of the company or to request the 
directors to furnish him with information. Nor does 
the law permit the holder of a single share to vote 
in the general meetings. 

The spirit of the law, of course, is that the company 
should not be subjected to blackmail by individual 
equity holders. Many academic and legal authorities 
are therefore opposed to any change in the law re
garding to the rights of individual stockholders.1 They 
overlook the great need, however, for encouraging 
present and potential small stockholders. 

2) A minority holding 1/20 of the share capital 
outstanding has the following rights: (a) it may demand 
an extraordinary meeting, which the directors are then 
required to convene within 30 days from the date of 
delivery of the demand to the chairman of the board. 
The petition must indicate the reason for such a meet
ing.2 (b) The director presiding over the general meet
ing is obliged, upon the request of a 1/20 minority 
group, to postpone for at least 30 days any decision 
to be taken by the meeting, (c) Upon petition granted 
by the presiding judge of the Court of First Instance, 
such a minority may appoint one or more qualified 
examiners to examine the affairs of the company as 
specified in the petition. The court, however,grants such 

article «Re: amendment of Law 2190/1920» published in Ephi~ 
meris ton Ellinon Nomikon, Athens, June 1959, pp. 426-427. 

1. Ibid, p. 426. 
2. Law 2190/1920, articles 38 and 57. 
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petitions only for suspicion of fraud on the part of the 
directors and not for suspicion of negligence, error of 
judgment, or actions contrary to the company's charter. 

In our opinion the above «minority rights» do not 
constitute an adequate degree of protection. The five 
per cent restraint is rather high; in view of the need 
for greater emphasis upon collective ownership, a dif
ferentiated range of representation would be desirable. 
Thus, a gradation from 2 to 5 per cent of paid-up 
capital, in inverse proportion to the significance of the 
majority's decision might serve the purpose. Fur
thermore, the courts should grant petitions for exa
mination of the affairs of the firm whenever it becomes 
evident that negligence or error of judgment has taken 
place. In most developed countries, the law stipulates 
specifically and in detail the right of a minority of a 
given size to demand, and the obligation of the di
rectors to furnish, any information which might help 
the stockholders to evaluate the items on the agenda 
of the general meeting or other financial and legal 
aspects of the firms' activities. The Greek potential 
investor would be considerably encouraged by ob
taining such a right. Therefore we propose that, upon 
request of the investors of 5 per cent of the capital, 
the directors be obliged to furnish information. The 
right of the directors to deny such a request should 
be restricted to cases where a substantial reason for 
such refusal exists; even then, the refusal should be 
subject to examination and, if necessary, modification 
by the courts. 

3) We come now to the protection of a substantial 
minority - i.e., that holding up to 49 per cent of 
the stock outstanding. Since the protection of such 
minority is closely related to the overall decision-making 
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mechanism of the company, we must first give a brief 
account of the general meeting. 

Annual general meetings represent the supreme au
thority of the corporations. By virtue of L 2190/1920, 
as amended by L.D. 6/14/1962 and of G.L. 896/46, 
the general meeting is the sole body competent to 
amend the deed of association, to elect the members 
of the board of directors, and to authorize their release 
from liability. In principle, a quorum is present when 
shareholders representing 1/5 of the paid-up capital 
are present or represented; otherwise the meeting must 
be reconvened within 20 days, when no minimum is 
required. 

It is obvious that these legal requirements, as they 
relate to the quorum of the general meeting and its 
powers, are not sufficient to protect the shareholders. 
It is recommended that a majority of 75 per cent of 
the capital outstanding constitute a quorum for such 
serious decisions as amending the charter or passing 
other major resolutions. The 75 per cent maximum 
proposed is not excessive, since Greek firms do not, 
as a rule, have stockholders living far from company 
headquarters. 

In exceptional cases involving fundamental de
cisions - e.g., a change in the nationality of the com
pany or in the objects of the undertaking, an increase 
in shareholders' liability, etc. - the number required 
to form a quorum is presently 2/3 for the first meeting, 
and provision is made for two adjournments, for which 
minimum representation is fixed at 1/2 and 1/3 respec
tively. 

By article 36 of Law 2190/1920, the annual general 
meeting appoints, by a simple majority, at least two 
examiners to check all accounts of the company before 
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any decision is taken on the balance sheet for the fol
lowing year. In practice, the examiners elected are 
persons related to the majority stockholders or others 
closely associated with the founders of the cor
poration. To avoid contrived settlements between the 
examiners and managements, Ministerial Decision No 
17572/1959 stipulated that for companies registered 
on the stock exchange the examiners must be elected 
from the body of certified public accountants. This 
decision has been subjected to severe critisism by 
businessmen, but is nonetheless our firm opinion that 
the above ministerial decision should become a law 
covering all sociétés anonymes with equity capital of 
more than 5 million drachmae. A few public accoun
tants have been in practice since 1956-57 and there 
is hope that they will eventually generalize the usage 
on a national basis of a proper accounting system. The 
criteria which they have used so far for the independent 
substantive control of sociétés anonymes, have been 
well within the limits set by the law and entirely 
objective. 

4) Settlement of Disputes. According to the Com
mercial Code any conflicts between shareholders' groups 
should be solved by mediation boards, established by 
mutual agreement between the interested groups and 
with the consent of the court.1 Private mediation 
boards have been preferred to the courts, but, due in 
part to the inherent complexities of the subject matter, 
the mediation boards have enjoyed less than spectac
ular success. The procedures used by the arbitrators 
have rarely been subjected to scrutiny by civil courts 

1. See Commercial Code, articles 51-64. 
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for compliance with the minimum requirements of due 
process. 

The inadequate performance of the mediation boards 
has led some legal and academic thinkers to propose 
alternative means, such as the establishment of in
dependent committees within the Chamber of Com
merce and Industry, the Court of First Instance, or 
the Court of Appeals.1 In our opinion, a committee 
would best be set up at the Court of First Instance 
to consist of active or retired judges and representatives 
of the industrial and commercial associations of 
recognized professional standing. The participation of 
judges would assure that the procedures conform to 
the standards of the public judiciary, while the con
tribution of experienced businessmen would aid in 
resolving the complex economic problems involved. It 
should be added, however, that any solution handed 
down by the committee should be irrevocable, lest the 
corporation and its operations be subjected to a state 
of uncertainty or to blackmail by minority groups or 
third parties interested in the concern. 

1. Nikoletopoulos N., «Amendment of Company Act» in 
Athens Industrial and Commerce Chamber Monthly Bulletin, 
(Athens, April 1960), p. 25. 
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C H A P T E R V i l i 

THE INADEQUATE RANGE 
OF SECURITIES 

The preceding analysis dealt with the formation 
and operation of sociétés anonymes and their relations 
to third parties. However, the desired structural im
provements of a capital market do not simply follow 
the establishment and buttressing of the institution of 
the sociétés anonymes. This course alone might lead 
to a perpetuation of the family-type enterprise under 
somewhat different form but still without any wide 
recource to the capital market proper for financing. 
The critical requisite is a wide range of corporate se
curities. 

The availability to local investors of diverse se
curities (the majority possessing a reasonable degree 
of liquidity and/or safety) facilitates the flow of 
savings to the most suitable and productive outlets. In 
addition, the rate of savings itself will be stimulated 
in the long run by the knowledge that attractive, safe 
and lucrative outlets exist for investment. 

The following is a discussion of the types of se
curities and the terms of their issue as provided by 
current legislation in Greece, along with some critical 
remarks. 
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A. C o m m o n Stock. 

In this section we shall discuss those general aspects 
of common stock which were not dealt with in Chapter 
VII - namely, the procedure and terms of issuing com
mon stock. 

1. The Issue of Share Capital. Current legislation 
lists the following general requirements for increase of 
equity capital : 

a) If the share capital has not been paid up fully, 
new shares can be issued only after the publication of 
a notice to subscribers for the uncollected subscriptions. 

b) Any issue of capital must be absorbed within 
two months from the time of public placement; other
wise, the directors must cancel the decision which 
called for the increase in capital. 

c) In case the charter of the company makes no 
provisions for increases or decreases in share capital, 
then any increase or decrease of the equity capital 
must involve amendment of the charter. As such, the 
procedure for capital increase requires a 2/3 quorum 
and 3/5 majority of the paid-up capital, approval of 
the Ministry of Commerce, and publication of the de
cision in the Official Gazette (P.D. 16/21/1/1930 Art. 
5). No time limit, however, for the publication is set. 

d) All new issues must be registered with the 
Ministry of Commerce. In the event that the Ministry 
refuses its approval, a stop order must be issued with 
the consent of the Committee of the Sociétés Ano
nymes, and the question goes before the Supreme Court. 

The legality of the registration statement itself is 
subject to the civil courts, which may act regardless 
of any charter rules or suit of any other interested 
groups. It must include information about the orga-
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nization, financial structure and nature of the business, 
the terms of issue, the amount, and the number of 
newly issued securities; the nominal value, and any 
other statements deemed necessary and appropriate 
for the protection of investors. However, any omis
sion of the above terms does not make the decision 
to increase the capital void, although it is punishable 
according to article 26 Law 2190 and art. 19 Law 
5076. 

e) The increase of capital may be authorised by 
either (i) stockholders in unscheduled general meet
ings, (ii) the board of directors, (iii) or stockholders 
in the regular annual meetings, depending on the 
circumstances. When (i) no provision for increase of 
capital exists in the charter, which must therefore be 
amended, or when the sum of all types of company 
reserves is larger than 1/10 of the paid-up capital 
authorization must come from an unscheduled general 
meeting. An exception to this requirement is made 
when the registration statement provides that all new 
shares are to be sold exclusively to the old shareholders. 
Sometimes (ii) the charter stipulates that within five 
years (or less) from the time of incorporation or of 
amendment, the board of directors may increase the 
share capital to twice the amount of the paid-up 
capital; however, in no case should the increase amount 
to more than 5 million drachmae. The decision of the 
board is reached by a 2/3 majority of its members. 
If, however, the reserves of the firm are greater than 
1/10 of the share capital, the board of directors cannot 
exercise this power, unless all new shares are sold to 
old shareholders. In cases (iii) other than the above 
two, the regular annual meeting of stockholders by a 
simple quorum and majority can vote for an increase 
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of capital. Since no amendment of the charter is in
volved, approval by the Ministry of Commerce is not 
required. It should be noted, however, that, the 
regular meeting cannot increase the share capital by 
more than four times the initial share capital stated 
in the charter, or by more than two times the capital 
at the time of amendment of the charter. 

Admirable though the legislator's intention (to 
protect the investors in and creditors of companies) 
might have been, the author feels that caution has 
been carried to excess. The result has been a tremendous 
inflexibility, manifested in particular, by the limited 
power granted to the board of directors and the great 
authority of the general meetings. Since the success 
of any attempt to secure long-term financing depends 
on the psychological, political and economic conditions 
prevailing at the time, the firm must be able to make 
decisions readily as need arises for adapting to the 
conditions prevailing in the market. 

Most legislators and economists in Greece feel that 
sole authority should rest with the general meeting, 
and a court decision (First Instance Court decision 
2460/1945)1 supported this view. In the author's 
opinion, however, whenever the interests of the com
pany call for an increase of capital, then both entities 
should have the right to make such decisions under 
specified conditions. In particular, the following five 
points should be considered. 

(a) The present requirement, that no increase of 
share capital can take place before the publication of 
a notice for the payment of uncollected subscriptions, 
serves no purpose whatsoever. Such a provision could 

1. Themis NZ, p. 65. 
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serve the purpose of corporate finance if it demanded 
the full payment of the capital and not simply the 
publication of the call for the payment. 

(b) The waiting period of two months for public 
subscription is too long; it could easily be halved. All 
new issues — bonds and stocks — of public and private 
corporations during the last few years were absorbed 
within two or three days. A bond issue of Peiraiki-Pa-
traiki Inc. of March 1962 was absorbed almost within 
the first day: 27 million drachmae were collected in 
the Athens Stock Exchange and the remaining 22 mil
lion drachmae through commercial banks all over the 
country.1 The time period for public placement is 
of secondary significance today; it is the investment 
characteristics of an issue and the terms of issue which 
are primary. A long period of subscription tends to 
make the issue suspect in the minds of potential sub
scribers, while it leaves the company in a state of 
uncertainty which may have unfortunate results. 

(c) The law does not provide for detailed exami
nation of the registration statement by the Ministry 
of Commerce, except by referring to generalities of 
the company act. Thus, there are no requirements for 
the disclosure of purchase option agreements, promotion 
fees, underwriting profits, detailed balance sheets, 
capitalization statements for some years back, copies of 
articles of incorporation, or other conditions which 
aid in stimulating the interest of the potential investor 
in the new issue. All the information contained in 
the registration statement should be kept reasonably 
current, pending the complete distribution of the 
registered issue, and any ommission must render the 

1. Information from officials of the said corporation. 
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decision void. Publication should take place imme
diately. 

(d) In the case of small family enterprises with 
paid-up capital of less than 10 million drachmae, the 
law should be more rigorous; statutory provisions 
should require that any increase of share capital must 
have the approval of the general meeting of stockholders 
with an extraordinary quorum and majority. More
over, to avoid the possibility of fraud, the value of 
new shares must correspond to the value of the paid-up 
capita], including the reserves of the firm. In other 
words, small companies must not issue shares at a 
value below par. 

(e) In the case of large collective enterprises, the 
law should be more flexible. Whenever new securities 
are issued for public subcription, the approval of an 
extraordinary general meeting, with the required ex
ceptional quorum and majority, should be required. 
However, the board of directors should be authorised by 
the general meeting to decide when and how to resort 
to the capital market. Of course, limitations as to the 
amount and type of finance as well as restraints upon 
the use of the funds thus acquired must be imposed 
for guarding the interests of the company. In the event 
that the new shares are sold exclusively to old share
holders, the increase of capital should have the ap
proval of the regular general meeting of shareholders 
with a simple quorum and majority. 

2. Terms of Issue : Common shares may be either 
issued to the bearer (anonymous) or registered, with 
the sole exception of financial institutions, whose shares 
are issued only in the form of registered certificates. 
Under certain conditions, prescribed by Law 3746/1957, 
common shares may be issued by «productive» enter-
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prises in order to raise funds directly from the capital 
market. Such common stock may be guaranteed by 
other institutions, mainly banks, to pay a minimum 
dividend rate regardless of distribution of dividends or 
existing profits in any one year. 

Although no specific provision is included in the 
company act for transfering common shares, it is 
understood that, unless the charter forbids, shares are 
transferable. However, the quick transferability of 
common stock depends upon its anonymity, and Law 
1966/1951 prohibited anonymity in the Greek capital 
market. This measure was taken to reduce the tax 
evasion which reached its peak in the post-war infla
tionary years. However, the measure's actual effect 
was a complete stagnation of the stock market, which 
lasted until the law was repealed in 1955. This expe
rience was a clear lesson in the overwhelming prefer
ence for anonymous negotiable instruments. Such a 
measure might have served a real purpose if it had 
prohibited anonymous stock to only those firms (mostly 
family-controlled) which do not trade their shares in 
the Stock Exchange. 

3. Voting Rights of Common Shares: Legislative 
Degree 28/3/1957 stipulates that the charter must set 
forth the number of shares required for each vote but 
that under no circumstances may the total value of 
such share exceed 10,000 drs. There is no provision for 
multi-voting shares in Greece. 

Many Greek economists advocate the issuance of 
multi-voting stock on the grounds that capable and 
experienced stockholders would thus be elected to the 
board of directors. Their opponents say that multi-
voting stock would favor the election of directors by 
people who do not hold a significant amount of funds 
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in the enterprise, at least in proportion to their voting 
power.1 In our view, such securities are often susceptible 
to manipulation, abuses, and excessive speculation; 
instead of stimulating activity in the capital market, 
they would tend to reduce the potential flow of money 
into the equity market because the potential investor 
would justly be wary of such manipulation. 

In Germany and France, where multi-voting com
mon stock was introduced in the past, such shares caus
ed more harm than good for the capital market. Al
though these securities tend to protect the corporations 
from outsiders by strengthening intuitus personae in the 
company,2 they sometimes tend thereby to convert 
large collective enterprises into personal companies. 
In addition, multi-voting shares tend to undermine 
Other classes of securities in the market by unfair com
petition with them. The issuance of multi-voting com
mon stock would be justifiable only under very special 
conditions and procedures. For instance, where the 
interests of a company are at stake or when the nation
al security so demands, the Ministry of Commerce, with 
the prior consent of the Capital Issue Committee, could 
grant special permission explicitly stating the condi
tions and terms of multi-voting shares. 

4. Proxies: Present legislation does not include de
tailed provisions on the transferability of voting rights. 
Article 30/2190/1920 deals with the subject of proxies 

1. From various articles or comments on thesu bject published 
in Oikonomikos Tachydromos since the amendment of Law 2190/ 
1920 was proposed in early 1950's. 

2. Passias op. cit., pp. 344-347 and L. Georgakopoulos in his 
various articles published in several issues of Naftemboriki, 
1958-1961. 
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generally, but supplies no specific stipulations as re
gards voting. Article 59 of Law 2190/1920 stipulates 
penalties for avoidance of participation in the general 
meetings. L.D. 174/1963 provides that in the case of 
shares pledged as security, the voting right is transferred 
to the lender, only if such agreement has taken place 
between the two parties and is not prohibited by the 
charter. Commercial banks may represent other stock
holders only if they possess their proxies. 

The present legislation should be amended to provide 
more fully for the issuance of proxies. In view of the 
importance of even a single vote in the meeting of 
stockholders, shareholders should be given the legal 
right to contract among themselves without any statu
tory clause. The law must provide regulations as to the 
accuracy and adequacy of information given to the 
shareholder, so that he can act on an informed basis. 
Corporations should be compelled, subject to set limi
tations, to give the stockholders lists of security holders 
not allied with the management, so as to enable them 
to solicit the proxies of other security holders. 

B. Corporate Preferred Stock. 

Present legislation provides for two types of pre
ferred stock: first, preferred stock issued by privately-
financed corporations, which are subject to the rules of the 
Company Act, Law 2190/1920, as subsequently amend
ed. These preferred stocks are anonymous shares. Second, 
preferred stock issued by those corporations which have 
borrowed from the Economic Development Financing 
Organization and which are subject to the Agreement 
between the Minister of Coordination and the American 
Mission to Greece of 7/12/1955, as amended by Legis-
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lative Decree 3746/1957. This second kind of preferred 
stock is registered. 

1. Anonymous Preferred Stock: The Company Act 
states that preferred stock, issued by non-financial 
corporations, regardless of size or activity, enjoys the 
following two privileges: (a) cumulative participation 
in dividends and, (b) special rights upon liquidation of 
the assets. In addition, the individual companies may 
legally set out contractual provisions about voting 
rights and minimization of the purchasing power risk. 

A number of serious objections must be raised re
garding the wisdom and effectiveness of the present 
legislation : 

(a) Dividends: The Company Act states that pre
ferred issues must receive at least a 6 per cent dividend 
before the common stock receives any. It does not ex-
plicity provide for participation in surplus profits, nor 
does it state that preferred issues must receive dividends 
each year. Thus, the advantages of preferred stock in 
Greece are far from maximal. 

It would be more advantageous if the potential in
vestor had a range of alternatives, graded severally 
from junior preferred shares to senior ones. Some pre
ferred stock issues might include some privileges of 
common stock, such as the right to participate in any 
surplus profits, and other issues might be non-cumu
lative up to a fixed date and cumulative thereafter. 
Such provisions would enable new or expanding enter
prises to initiate ventures with greater financial power 
and would also tend to eliminate the temptation to pay 
dividends before success is definitely established. As 
a company grows stronger financially, the financial 
risk inherent in such securities declines and the potenti
al ability of the management to draw funds from 
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the capital market increases. In order to make pre
ferred stock more attractive, a voting privilege in certain 
cases, outlined below, might also be given. Such a vot
ing privilege would restrain the Board of Directors from 
withholding dividends in good years for the future be
nefit of common stockholders. Although such with
holding action may, in theory, possess the merit of being 
cyclically stabilizing, in fact it is often used to serve 
the greed of the directors, who hold common rather than 
preferred stock. 

Where non-cumulative preferred stocks are issued 
by a corporation, contractual provisions should pre
vent possible injustices in handling earned dividends 
on such stock. For instance, the charter might stipulate 
that if profits are earned but not paid on non-cumu
lative stock, then the shareholder must receive such 
amounts before anything be paid on the common stock. 
This would mean that non-cumulative stock is given, 
in effect, a cumulative claim on profits earned. 

The present legislation does not give corporations 
the right to establish any contractual obligation for 
paying dividends to preferred stockholders, in the ab
sence of net profits in any one year. Even if it be con
ceded that drawing upon the capital may endanger the 
financial position of the company, the fact remains that 
the non-payment of a fair return to preferred shares, 
places the preferred stockholder at a comparative dis
advantage to other investors. The government should 
consider the amendment of present legislation in this 
respect and the adoption of statutory provisions expli
citly granting to companies the right to pay dividends 
on preferred stock, regardless of accrued profits. How
ever, the law should be flexible and leave enough leeway 
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to the corporations to arrange the terms of payments 
according to their capital structure and financial ability 
and the conditions prevailing in the preferred stock 
market. For example, a preferred stock may include 
the stipulation that interest payments will be made 
constantly after a certain date from the establishment 
of the firm, or from the issue of the preferreds, depending 
on the size and/or nature of the firm. 

To secure funds at times of losses, the corporation 
could maintain a tax-free reserve for the payments of 
preferred dividends. The amount of such reserves could 
be fixed at say 3 per cent of the maximum amount of 
preferred stock at any time outstanding. 

Another possible provision to protect preferred 
stock could be an agreement for maintaining current 
assets to the extent e.g. of 100 per cent of the preferred 
issue or 100 per cent of the preferred stock, plus bond 
issues. 

In addition to the foregoing protective provisions, 
the legislation should reinforce the guarantee-clauses 
of the Civil Code and precisely specify the conditions for 
payments of a reasonable dividend rate on preferred 
stock, by the company or outside groups. 

(b) Liquidation Rights: Although the present legis
lation provides for the preferential treatment of pre
ferred stockholders at the time of liquidation, it does 
not state that the preferred stockholders must receive 
something from the assets of the company. In the case 
of small, family-type enterprises, where the mortality 
rate is greater, other claims senior to preferred shares 
are established after the issuance of these shares. In 
addition, manipulation of assets by the directors just 
before liquidation has been the practice in Greece, es-
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pecially since World War II. Directors of small com
panies declare very high dividends to common share
holders, on the approach of the companies' liquidation, 
thus reducing the assets available for the repayment of 
debts, as well as preferred stock. Some form of partici
pation of preferred stock, with no rights to additional 
income but with a share in the distribution of assets in 
the event of liquidation, should be garanteed by law. 

(c) Voting Rights: Legislative Decree N° 124/63 
provides that preferred shares may be issued without 
voting power, provided that a certain amount of in
terest rate is paid in years of losses or inadequate profits. 

The assumption underlying the above stipulation 
is that, once preferred stock is receiving a constant in
come, this investment bears no risk or at least less risk 
than the common stock and therefore should not possess 
a vote. However this line of thought disregards the 
risk inherent in investment decisions which may wreck 
the future welfare of the preferred stockholders. Depriv
ed of its voting rights, preferred stock is being convert
ed, in a sense, into coupon bonds. 

We feel that provisions for voting rights may consti
tute the best protection for the holder of preferred 
stock. Such voting rights, of course. must not infringe 
upon the rights of common stockholders. Specifically, 
we would like to see voting power granted by law to 
preferred stock in the following cases: 

(a) When certain dividend payments are in default, 
a voting right should be given, (i) to vote exclusively 
for the directors and, (ii) to elect separately 1/3 of 
the board. 

(b) When voting power becomes crucial to the sta
tus of preferred shares, especially when a reconstruction 
of capital or a winding-up takes place, preferred stock 
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must have a voice. For instance, when the status of 
the preferred stock is affected by a new issue of common 
stocks, so that the security of the preferred is liable to 
encroachment by both junior and senior forms of ca
pital, voting power must be granted. 

(c) Preferred stockholders should vote whenever 
the charter is amended in a way which affects the po
sition of the preferred stock. The amendment should 
require the approval of 2/3 of such stock outstand
ing. The same requirement should apply in the 
case of merging with an outside company or selling 
and leasing substantial amounts of the property of 
the firm. 

(d) Voting power must be granted, share for share, 
with the common stock when bonds or other debt in
struments have been converted into preferred stock. 

(e) Any decision regarding the amendment of the 
privileges granted to preferred shares, must require 
approval by 3/4 of preferred stock outstanding. 

Adequate protection for the preferred stock should 
require that voting rights be given to the holders in the 
event not only of default in dividends but also of non
payment of the sinking fund, or the failure to maintain 
working capital, as stipulated above. 

Granting such protection to preferred stocks might 
increase the possibility that private loans to business 
firms would be partly or wholly converted into preferred 
shares. However, it may be said that investing preferred 
stockholders with voting rights does not necessarily be
nefit them. In a developing country like Greece, practic
al limitations prohibit an effective use of this privilege. 
Thus, the holders of preferred stocks are usually poorly 
advised on how to protect their interests. Also, the limit
ed number of managerial personnel requires that the 
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directors should not be changed solely for such reasons 
as financial policies or retained dividends. In many cas
es, obviously, their reasons for not paying dividends are 
quite justified. 

Despite the importance of the above objections, it 
is only just that the preferred stockholders have vot
ing power and elect some directors when their future is 
at stake, or when the preferred dividends are not regu
larly paid. The exercise of voting power would be more 
effective when the preference stocks are held by institu
tional investors, or when financial institutions play the 
role of distributor of such shares and advise the indivi
dual stockholders. These institutional distributors could 
effectively assist the holders of preferred stocks, who 
individually have no satisfactory means of going about 
the nomination and election of directors to represent 
them. In such cases, the duty of nominating directors 
should devolve upon the commercial banks, the in
vestment banks, the Economic Development Financing 
Organization (EDFO) and the Economic Development 
Corporation, all of which should discharge this duty 
concientiously. Specifically, they should, (i) advise the 
holders of preferred stock of their new voting rights and, 
(ii) recommend to them a slate of directors and request 
their proxies to vote for these nominees. Needless to 
say, in all cases the directors suggested should be well 
qualified. They must be free from any large interests 
in, or close affiliation with, the common stock and it 
would be desirable if they were themselves substantial 
owners of preferred shares. 

(d) Contractual Clauses: Preferred stock is not con
vertible, according to present legislation. Convertible 
securities are considered, other things being equal, as 
most desirable and attractive purchases, since they 
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permit the combination of maximum safety with the 
chance of unlimited appreciation in value. Potential 
buyers may pay more for an issue that affords an op
portunity for profit by conversion, than for one having 
similar investment characteristics but not offering this 
special opportunity for gain. 

Notwithstanding these advantages of convertible 
securities, a certain discrepancy between promise and 
performance always arises. Thus, the statutory provi
sions referring to convertibility must be detailed and 
well designed, in order to protect both the common 
stock and the preferred shares. 

2. Registered Preferred Stock: On the basis of the 
Agreement between the Ministry of Coordination and 
the American mission to Greece of 12/7/1955, as sup
plemented by Legislative Decree 3746/31/8/9/1957, 
those enterprises which have borrowed funds from 
EDFO, may issue registered preferred stock for the 
repayment of the debt. This is one form of participation 
of EDFO in the productive enterprises, the details of 
which are given in Chapter XIII below. 

Although, in fact, no such preferred shares have been 
floated yet, the terms under which such securities are 
issued should be stated here. 

(a) Dividends: The preferred dividend may not be 
less than 6 per cent of the sale price of the share. If pro
fits of any one year are inadequate to meet the 6 per 
cent dividends to holders of such stock, they are entitled 
to receive dividends cumulatively in subsequent years. 
EDFO may postpone such dividend payments, to assist 
the enterprise either in building up its reserves or in
creasing its working capital. 

(b) Participation in the management: In the event 
that no dividends are paid out to preferred stockholders, 
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the holders, (in this case EDFO),have the right to vote 
at the general meeting of shareholders. In addition, 
EDFO receives the right to vote when: (i) the net worth 
of the company in question declines below a minimum 
agreed upon when the contract for the loan was signed; 
(ii) the enterprise rejects the suggestions made by the 
technical experts appointed by EDFO; (iii) the com
pany has delayed debt payments to EDFO or any other 
lender. It should also be pointed out that the company 
in question has no right to amend the charter or in
crease the liabilities without the permission of EDFO. 

(c) Conversion clause: The preferred stock issued 
under the existing legislation, may be converted into 
common stock, share for share. However, EDFO or 
any other government agency cannot use this privilege, 
except in the case of liquidation of the assets. 

C. Founders' Stock. 

Article 15, Law 2190/1920 provides for a special 
type of stock, «Founders' stock», issued for services 
performed and providing for deferred dividends when
ever profits are earned. There are two kinds: (1) com
mon founders' stock having no representation in the 
company's assets and (2) preferred founders'1 stock, 
which has some representation in the assets, but does 
not belong to the share capital of the corporation.1 

The second class represents merely the renumeration 
of special customers or patent holders. The common 
founders' stock is issued at the time of incorporation or 
at the time of increase of the equity capital, while the 
preferred founders' titles can be issued at any time. 

1. Anastasiades Elias, Ellinikon Emborikon Dikaion (Athens, 
1937), pp. 367-370. 
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They do not carry a face value, only a claim on potenti
al earnings or dividends. They have no right of partici
pation in the management, in the liquidation of assets, 
or in voting. The preferred stock may include a special 
clause, on the basis of which it may be converted into 
common stock. 

The maximum percentage of participation of the 
common founders' stock in the earnings of the concern 
may reach 1/4 of the net profits, after the reserves and 
the first 4 per cent dividends have been set aside. The 
preferred founders' stock may have a larger percentage, 
if so stipulated at the time of issue. 

The legislation states that no company may issue 
founders' shares to more than 1/10 of the total share 
capital. Ten years from their issue, the common found
ers' shares may be redeemed upon demand of the share
holders or the company, under conditions set by the 
charter. 

In the author's view, this type of security, with its 
present status, serves no purpose. It should either be 
abolished or be given the right to engage, to some ex
tent, in the administration of the concern. Since the gene
ral meeting or the board of directors makes decisions 
which affect the interests or the position of the founders' 
stock, it is only fair to give some sort of participation 
or protection to the founders' titles. Furthermore, if 
founder's stock is to be a distinct entity, it should 
not be convertible into common or preferred stock. 

D. Corporate Bonds. 

Up to 1957, bonds could be issued by corporations 
to order and were subject to the Public Law. Law 3746/ 
57, as amended by L 4014/59, introduced bonds to the 
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bearer, the proceeds of which, are for financing produc
tive projects; as such, they are subject to special pro
cedures and must be approved by a special commission 
of the Ministry of Commerce. Current legislation, there
fore, distinguishes two categories of bonds: general 
bonds issued by all enterprises, regardless of the purpose 
for which funds are sought and, special bonds issued ex
clusively for productive investments under specific 
conditions and requirements. 

It may be said that such legislation fosters excessive go
vernment interference in the capital market. Thus, Law 
3746/1957 stipulates that a special capital issue com
mittee, granting the permission for bond issues, must 
take into account not only the conditions of the money 
and capital market but also must set forth all the special 
features and terms of the bonds.1 

Notwithstanding the aim of legislation to encourage 
the development of the Greek economy and to protect 
bondholders from the danger of inadequate indentures 
and unqualified trustees, the terms of issue of securities 
depend greatly on the nature of the company and on 
special conditions in the market, which only the com
pany itself can subjectively evaluate. 

Even the requirement that the proceeds of the issue 
must be used exclusively for financing productive in
vestment, invites critisism, justified by the disappoint
ing results of the law. There have been only three bond 
issues by private corporations since 1957: one by a 
cement firm, (Titan C0), amounting to 12 million drs in 
1961 and two by a textile firm (Peraiki-Patraiki C0) 

1. For a good discussion on this subject see, L. Georgako-
poulos, To Hrimatistirion Athenon ke Heliniki Kephaleagora 
(Athens, 1960). 
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in 1961 and 1962, amounting to 37.5 and 49.5 million 
drs. respectively. Although these particular issues scor
ed extraordinary success, it should be noted that the 
law does not allow companies to borrow easily and use 
capita] freely. 

The productive - investment requirement does not 
allow old companies to issue refunding bonds. Issuing 
refunding bonds is not considered a productive invest
ment, even if old loans have been used for productive 
projects in the past. In some instances, the issuance of 
such bonds is very desirable, in that it would convert 
costly bank loans into bonds bearing a lower interest 
rate or would consolidate small private loans which, 
by their very nature and number, represent the most 
expensive source of finance. 

It has been argued that Greek enterprises have no 
need for such loan adjustment, either because there exist 
alternative sources of financing or because the capital 
market is presently unorganized and the cost of flota
tion would, therefore, be high. Both these objections, 
however, are completely pointless. The cost of flotation 
is much less than the commission and service charges 
demanded by other lenders; furthermore, the institu
tional sources of finance may be less desirable from the 
macroeconomic policy point of view. 

As explained in Chapter V above, the present fi
nancial situation of Greek firms allows for bond finan
cing in large number and volume. The bond market is 
able to absorb a greater number of refunding bonds 
than investment bonds. Bonds, issued to consolidate 
the unfunded business debts or to pay off existing fund
ed debts, have a good chance of success in the capital 
market. The strong preference of the Greek investor 
for such securities ought to be given careful considera
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tion by the government special committee mentioned 
above, in its decisions to allow Greek corporations to 
issue new bonds. 

We would also point out that the consolidation of 
unfunded debts may have an upward influence on stock 
prices, leading to a revival of the equity market. More
over, re-adjusting the capital structure of firms would 
tend to reduce the cost of borrowed capital,with further 
effects upon the cost of production and profits. Such de
velopments would, in turn, lead to higher competitive
ness of Greek enterprises in the Common Market. 

The legislators have also focused their attention 
on another aspect of corporate bonds: the terms of issue 
pertaining to protective provisions regarding interest 
payments and principal. 

The face value of bonds may be less than 375 drs. 
or about $12.50 and the first down payment may be 
even less than 1/4 of the face value. Such small deno
minations generally involve greater costs for the cor
porations, but this factor may be counterbalanced by 
the advantage of wider distribution of bonds, in view 
of the small average financial potential of the Greek 
investor. Greek companies can legally sell bonds 
below par. This feature tends to increase the market
ability of the corporate bonds and seems to benefit, at 
least temporarily, the issuer himself by savings on in
terest payments. 

According to the legislation of 1957, the interest 
rate paid on corporate bonds is determined by the se
curity risk inherent in each case; the effective yields on 
bonds range from 5 per cent to 7 per cent. 

Corporate bonds usually have a maturity of 20 to 
25 years and are frequently redeemable before maturity. 
The bond issues of two private corporations, (FIX and 
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KTE), include provisions for the extension of the ma
turity date. Government bonds have a special maturity 
which results in staggered repayment of the principal 
over a period of time. 

Authorized bond issues may carry various protective 
provisions, such as foreign exchange, commodity and 
price index clauses. All government bonds carry a 
foreign exchange clause; private issues may set these 
clauses contractually, in order to minimize the risk in
herent in fixed-value investment. 

(a) Foreign Exchange Clauses: The majority of all 
bonds - government and private - carry a clause 
providing for the payment of income and principal 
in terms of a foreign currency, usually American Dollars, 
at the official rate of exchange at the time of redemption 
or interest payments. Such clauses were first introduced 
by Law 2687/1953 and were supplemented by Law 
3746/1957. It is obvious that the value of such clauses 
may be vitiated by artificial or structural developments 
in the economy. For example, the official exchange rate 
was changed almost every 30 days during the inflationary 
times after the war. In 1917 all deposits with commercial 
banks carrying a gold-clause were by fiat converted into 
deposits of drachmae. More recently, in April 1953, 
quite suddenly the State Radio Network announced 
that all private loans in terms of gold sovereigns were 
converted into drachmae. It was quite fortunate that 
many borrowers chose not to take advantage of this 
government decision, in order to save the reputation 
of their credit in the market. 

Foreign exchange clauses may be a necessary condi" 
tion,but are not sufficient for giving lenders confidence 
in the Greek market. The government must pledge 
itself to a consistent policy in foreign exchange matters. 
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(b) Purchasing-Power Clause: The risk involved 
in «free price levels» induced the legislators to include 
in Law 3746/57 a purchasing-power clause, whereby 
the bond contracts may convert nominal-bonds into real-
bonds, by promising payment, (interest as well as princi-
pal),in fixed real values.The critical question here is the 
selection of an appropriate price index. The legislators 
suggested the adoption of the wholesale price index or 
a price index of the commodities produced by the enter
prise involved. In our opinion, the most sensible index 
would be a specially selected one, since a general price 
index may affect the borrowing firm adversely, if 
the price of its products do not follow the trend of 
the general price level or of the foreign exchange 
level. 

Such purchasing-power clauses can have important 
effects on the development of the capital market; for, 
other things being equal, the investors would increase 
the share of bonds in their portfolio when inflation 
is expected and decrease it when deflation is looming. 

In the presence of uncertainty regarding monetary 
stability, purchasing-power clauses render fixed-income 
earning securities good substitutes for money. When 
inflation is expected, real-bonds become superior to 
money in investors' portfolios. Conversely, money has 
a comparative advantage over real-bonds in satisfying 
demand for protection against deflation. In short, pur
chasing power clauses are important in stimulating 
lending and borrowing. Since lending transactions usual
ly bear a fixed nominal return, such transactions are 
discouraged in a period of inflation. 

(c) Profit-sharing Clauses: The legislation provides 
that enterprises may issue participating bonds. Such 
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issues share in the profits of the enterprise in addition 
to their regular fixed interest rate. This privilege ob
viously makes the bonds more attractive, especially at 
a time of financial weakness of the corporation, or if the 
issues were floated at a time when money markets were 
strained. In view, however, of the conservative divi
dend policies of Greek corporations and the extreme 
cautiousness of the Greek investor, such terms may not 
be especially desirable in the capital market. The great 
weakness of the legislation in this question is that it 
leaves everything to the decisions of the civil courts 
or negotiations of the parties involved; it says nothing 
about the procedure and terms of execution of these 
clauses. 

(d) Lottery bonds : Under article 846 of the Civil 
Code, Greek enterprises may issue bonds with lottery 
prizes, but this privilege has been used only by the go
vernment. The rules governing the issuance of such 
bonds must, from ethical considerations, be quite 
strict and detailed. A government which issues such 
bonds must take into consideration not only the total 
effects upon its revenue but also the moral impli
cations. 

(e) Conversion clauses : The present legislation pro
vides for the conversion of bonds into common stocks. 
We feel that such convertibility, though not a major 
catalytic device, has several desirable features. It per
mits some old creditors to become owners of the firm, 
thereby reducing the indebtedness of the concern and 
its fixed charges. Further, at times of serious financial 
weaknesses, when a corporation cannot issue capital 
stock, such bonds offer the corporation an emergency 
financial resource. Convertible bonds also provide the 
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security holder with extra security against any rapid 
depreciation of the drachma. 

The reluctance, however, of Greek businessmen to 
issue convertible bonds, may be explained, inter alia, 
by their fear of any threat to the family basis of enter
prises or the owner's profits. Contractual provision, 
however, could guard against such eventualities. 

Beside the above revisions of present legislation 
on bonds, there are several possible additions to the 
existing law that should be considered: 

(a) Sinking Fund Bonds. Corporations could con
tractually agree to set aside each year an amount which 
would be adequate for redemption of bonds upon ma
turity. Such sinking funds would make the bonds more 
attractive to small investors and could be used for either 
guaranteed or non-guaranteed bonds. 

(b) Institutional Measures. New institutions are 
required for regulating the relationships between sup
plier and demander of securities. An association of 
bondholders should try to settle all disputes that arise 
among the interested parties, unless the court's inter
vention is required. The association should inspect 
and advise the bondholders as to the status of the 
bonds and as to whether the provisions of the loan are 
carried out properly and as agreed. 

In conclusion, it is necessary that statutory pro
visions furnish inducements for increasing the sale of 
bonds by all large corporations. The terms of debt in
struments to be considered by Greek corporations must 
cover a multitude of matters; income and principal pay
ments, maturity of debt, sinking funds, redemption 
provisions, protection provisions, maintenance of the 
quality of the debt instruments and default provisions 
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-all these may assist in making bond issues attractive 
and marketable. 

Although the terms of issue may increase the at
tractiveness of bond financing, they can not solve the 
underlying problem of the capital market - namely, a 
psychology of fear which can only be eliminated by seri
ous and far-reaching measures intended to raise the 
confidence of the public in the political and economic 
structure of the country. Public fear centers on budget 
deficits, new taxation, re-introduction of import quotas, 
inconsistent economic policies in general and any other 
force, including political instability, which leads to 
inflation and the depletion of private savings. The 
cardinal remedy is the maintenance of monetary and 
political stability. The former tends to eliminate the 
financial and purchasing-power risk inherent in invest
ment, while the latter reduces the fear of the Greek 
investor. 

E. Mortgage Bonds. 

Private long term loans in Greece are usually secur
ed by mortgages on real estate or on equipment owned 
by the borrowing enterprise, or by any third party 
willing to offer a mortgage in the name of the borrower. 
Mortgage bonds must be registered at the mortgage 
bureau and are not transferable. 

The present legislation fails to afford even the mini
mum protection desired by the mortgagee. If the mort
gager fails to meet the obligation when due or if he 
violates any of the convenants, the mortgagees may, 
at their option, start proceedings for foreclosure and 
sale, according to the provisions of the Civil Code and 
Civil Procedure. 
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However, the Code of Civil Procedure (article 940 
and 941) stipulates that the mortgagee has a claim on 
the proceeds of the sale net of all other claims senior to 
his mortgage. Although the mortgage is registered at 
the mortgage bureau in order to give notice of the lien, 
in reality this publication is virtually meaningless due 
to the large number of invisible claims which do not 
appear in the books of the city recorder but take pre
cedence over any mortgage claim. For instance, there 
are claims of social security agencies, of the government 
in general, all the contributions due to the Labor Estia, 
payroll payments and industrial accident claims, as 
well as all expenses of the foreclosure and attorney fees. 
Thus, most claims of mortgagee are rendered void in 
the event of foreclosure — i.e., the mortgagee gets al
most nothing from the proceeds of the sale. 

An example mentioned by Mr. D. Galanis, Deputy 
Governor of the Bank of Greece, illustrates this. 
An industrial loan amounting to 1.5 million dra
chmae was secured by a first mortgage on a corporation's 
property. Upon the firm's default the property was sold 
through court order for an amount of 6.5 million dra
chmae. At the time of sale the value of all claims senior 
to the first mortgage amounted to 6,450,000 drachmae, 
leaving only 50,000 drs. for the mortgagee, or only 3 per 
cent of his claims1. It should also be noted that all the 
senior claims were created after the first mortgage was 
contracted. This example clearly points to the need for 
amending the present mortgage legislation. In our opini
on, many of the present superior claims should be abo
lished. This would help develop a wide mortgage market 

1. Naftemboriki, April 1, 1960. 
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and thereby expand the capital market in general. It 
would also tend to minimize the time and effort pre
sently required by the lender to investigate the nature 
and number of the existing claims and to keep an eye 
on all future financial transactions of the borrower, in 
order to protect his own claim. 
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C H A P T E R IX 

TAX INCENTIVES AND CORPORATE 
FINANCE 

In this chapter we will describe those tax measures 
which bear upon the capital market in Greece. It is 
not our purpose here to discuss the highly controversial 
and complex subject of tax incentives. However we 
should, at the beginning, state our conviction that the 
undesirable consequences (e.g., revenue losses and 
greater income inequality), of such measures are, in 
the long run, offset by their fostering of economic 
growth through encouraging a better allocation of 
investment. Tax incentives, as an instrument for in
fluencing the volume or use of savings, usually refer to 
the tax rate and/or tax base, as they apply to the con
sumer and business units and their portfolio behaviour 
over time. These incentives are expected to partly com
pensate for the risk inherent in every financial invest
ment, by playing the role of premiums paid by the go
vernment on the nominal incomes earned. 

Theoretically, a tax differential is expected to in
duce some degree of substitution between tax-favored 
assets and non - tax - favored assets. A discriminatory 
tax base and/or tax rate may influence the composition 
of business financing, as well as the supply of various 
types of securities. It may influence the competition 
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between financial institutions and may eliminate some 
«barriers to entry» in the financial market. 

All these are important factors in the past perform
ance of the capital market in Greece and its potential 
development. In this chapter, we shall first discuss 
the tax incentives designed to influence the volume and 
distribution of past savings among various assets in 
Greece. We will then consider the possible effects of 
taxation upon the corporate sources of finance and types 
of securities issued and we will conclude with the effects 
of tax incentives upon the structure of the financial 
market. 

A. Tax Incentives and Port fo l io Sh i f t s . 

Tax concessions are expected to directly affect the 
yields of financial assets,1 because tax premiums 
tend to reduce total risk on the particular favored asset. 
Thus, applied on a discriminatory basis, a tax concession 
will induce, ceteris paribus, a substitution between 
high-risk and low-risk assets. Under a tax levied on 
income from fixed-income securities while capital gains 
are tax free, potential investors would naturally be 
inclined to maximize capital gains rather than a steady 
income flow. 

1. Our analysis is based upon the concept of risk and yield 
on investments as formulated by Ersey Domar and Richard 
Musgrave. They define «risk» as the sum of anticipated negative 
incomes weighted by their probabilities and the «gain» from assets 
as the sum of anticipated positive incomes weighted by their 
probabilities. Thus, «yield» is defined as the mean portfolio re
turn anticipated when all possible returns are considered. (y=g-r). 
See their article «Proportional Income Taxation and Risk 
Taking», Q.J.E. Vol. LVII, p. 397. 
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Since the end of World War II, the following tax 
incentives have been applied in Greece: 

(1) Tax Concessions on Publicly Placed Securities : 
Law 2854/1954, concerning a government loan of 300 
million drs, stipulated that government bonds are ex
empt from inheritance tax and other transfer charges 
and that the income earned on such bonds is deducted 
from the taxable income of all potential bondholders. 
Similarly, all the subsequent loans of the Public Power 
Corporation (P.P.C.), in addition to foreign exchange 
clauses, included a stipulation that the income earned 
on these bonds was deductible from taxable income of 
bondholders. 

After LD 3745/1957, Treasury bills, which are pur
chased primarily by commercial banks, both on a com
pulsory and voluntary basis, carry a tax exemption 
clause. LD 3746/1957 provides that all private loan 
issues or preferred stocks, exclusively for the purpose 
of developmental investment, are exempted from in
come tax and similar charges.1 

At present all income from common stock dividends 
is taxed,without exemption, at about 25 per cent2 for 
the middle income bracket in Greece and up to 70 
per cent for the upper income brackets; an extra 3 per 
cent is levied on securities incomes in general. Thus, 
such shares stand at a comparative disadvantage to 
bank deposits and government securities. We feel that 
LD 3746/1957 should be extended to grant deductions 
on some portion of income from common stock publicly 

1. Under these provisions the Patraiki loan of 49.5 million 
drs. and Hymofix Company's preferred shares of 7.5 million 
were issued in 1962. 

2. A. Gounaropoulos, «Unpublished Report to the Minister 
of Commerce», (Athens, 1958) p. 15. 
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placed for productive projects. The deductible dividend 
should not, however, exceed a certain maximum, in or
der to prevent pseudodividend distributions by family 
controlled companies, with the purpose of avoiding in
come tax liability. 

Although no quantitative measurement of the ef
fects of such measures can be given, it seems clear that 
their adoption would assist the development of the 
capital market. A tax preferential treatment of short-
term government securities favoring, for instance, life 
insurance companies and small commercial banks, 
might induce such financial institutions to enter this 
end of the market voluntarily. The monetary policy 
of the Bank of Greece would become more flexible, if 
the financial market developed a higher degree of arbi
trage in shifting from long-term to short-term securities. 

From the standpoint of long-term finance, the go
vernment should issue tax-exempt savings bonds; 
the same may be said for municipal bonds, publicly 
placed common stock and fixed-income securities of 
approved private corporations. 

One possible objection to the tax-exemption features 
of securities, is the possibility of concentrating these as
sets in the hands of wealthy people and large financial 
institutions. From the standpoint of equity, this problem 
is very important. However, a ceiling on the amount 
which is tax exempt could make these securities avail
able to low-income groups and avoid a large-scale di
version of funds from other investments. Also, through 
a well-planned aggressive campaign government bonds 
could be sold to people in the low-income groups who 
used to hoard their unspent current incomes. Indeed, 
there is a high probability that the desired wide distribu
tional pattern of these securities will be achieved and that 
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they will displace land, commodities stocks and gold 
sovereigns as the assets of the middle-class. Since such 
tax incentives may also be quite compelling to the rich, 
the supply of capital funds in the aggregate will be aug
mented and the price of capital will decline. 

(2) Tax Concessions on Deposits: In Chapter III above, 
we discussed the growth of non-monetary assets in 
Greece over the last 15 years and the factors responsible 
for this growth; expectations, terms of credit,real income 
per capita and yields on these assets were the most im
portant ones. The yields on these assets undoubtedly was 
also influenced by the tax concessions granted by the 
government. Thus, income derived from interest on all 
kinds of bank deposits is exempted from income tax in 
Greece, (Code of Tax on Net Income, art. 17 and LD 
3323/1955, art. 7). These tax concessions apply equally 
to deposits of foreign currency by various depositors. 
Such tax allowances partly compensated the risk 
inherent in these forms of wealth and thus encouraged 
the substitution which took place between money 
balances or hoardings and bank deposits. 

The question arises, however, if tax concessions on 
bank deposits are indiscriminately still desirable in 
Greece, in view of their rapid accumulation and the low 
propensity of people towards securities. We feel that 
only the tax exemption for income earned on time de
posits should be continued, providing that the deposits 
are held for a period of at least two years. Some discri
minatory treatment in this respect may also be applied 
to favour time-deposits-schemes to be adopted by the 
herein proposed special long-term financial institutions, 
as compared with the existing money market institu
tions. All tax concessions on demand and savings 
deposits must be abolished. 
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(3) Incentives and Life Insurance Policies. Life in
surance premium can be deducted from taxable income 
up to 10 per cent of the total declared income. Despite 
these incentives, the number of policy holders today 
amount to only about 20,000 out of the total 8.5 million 
population in Greece, while the overall amount of sav
ings accumulated through regular payment of premiums 
by policy holders has been negligible.1 It would seem 
that , in this field, considerations other than tax incen
tives— i.e., business loan conveniences from the life 
insurance companies, the investment policies of life 
insurance companies themselves, etc. — may be more 
important. 

B. Ef fec t s of Taxat ion upon the Corporate 

Sources o f Finance . 

Tax incentives can also have an effect on the capital 
structure of companies, by favouring or discouraging 
the declaration of common stock dividends. Therefore, 
the absence of any tax allowance on dividend income 
in Greece must be added to the other factors discussed 
in Chapter V, which encourage re-investment of profits 
and thus inhibit growth of the capital market. I t must 
be admitted, however, that psychological barriers, 
such as the Greek businessman's reluctance to relin
quish any control of his family-owned concern, may viti
ate the expected effects of such tax incentives on share 
financing. 

The legislators have, it is true, imposed a tax on the 
rate of capital retention by firms, in the belief that re
serve accumulation is not always a rational process but 

1. See Chapter XII below. 
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often tends to direct the flow of funds into less develop
mental investment. All corporations in Greece are taxed 
on the basis of profits less dividends distributed to 
shareholders, directors' fees, and bonuses to employees. 
The tax is charged at the rate of 40.25 per cent, includ
ing sur-tax for Organization for Agricultural Insurance 
(O.r.A.).The distributed corporate profits are taxed on 
the basis of personal income tax. The retained earnings 
are subject to an additional tax of 10 per cent, if they 
are more than 1/5 of the total annual net profits. (LD 
2901/54). 

These measures, however, have not produced the 
desired increase in the volume of new issues nor reduc
ed the rate of self-financing, because other tax laws 
contradict the above basic legislation. Thus, the follow
ing tax-allowances have been granted: (a) Industrial, 
mining and tourist firms may put aside, tax-free, 25 per 
cent of their annual net profits for covering future losses. 
(L. 3213/1955). For firms operating in the islands, this 
rate may reach the level of 40 per cent, (Law 2176/ 
1952 and C.L. 942 art. 18).1 (b) By virtue of Law 3213/ 
1955, companies may withhold, free of tax liability, 
an additional 40 per cent of their annual net profits for 
replacing equipment and machinery; Island firms may 
reserve 80 per cent of their profits towards this purpose, 
(c) Turnover tax may be reduced by 20 per cent and 30 
per cent, according to the province in which the firms 
operate, (d) If annual net profits exceed 75,000 drs., the 
commercial and manufacturing companies may, for 
investment purposes, put aside, tax-free, 10 per cent 
of their profits (LD 2901/1954 and LD 3323/1955). 

1. The validity of the provisions relating to tax-free reserves 
has been extended by Law 4002/1959 up to and including 1964. 
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Obviously, the geographic decentralization of in
dustry is an aim of economic growth as valid as the need 
for developing the capital market and it is perfectly 
justified to encourage reinvestment of profits for deve
lopment purposes in the provinces and the islands. The 
problem is that, as the law stands, not only development
al but also non-developmental reinvestment is encourag
ed, to the detriment of share financing. For example, 
chemical firms, which must be near their sources of sup
ply in any case, are allowed to take advantage of the 
special exemptions for location outside Nomos Attikis. 
The law is not sufficiently detailed and clear; no cata
logue of the specific cases for exemption is published so 
that the public could be aware of just what is allowed 
and what is not. 

Once more, we see the lack of a rational and compre
hensive plan for economic develoment. It is precisely 
this basic failing which must be remedied if Greece is 
to «grow-up» economically. 

G. Tax Effects on Types of Securities Issued. 

The tax legislation allows companies to deduct from 
their taxable income all interest payments on bonded 
or unbonded debt, but makes no allowance for dividend 
income. Therefore, one may ask to what extent the capital 
structure of corporations may be also explained in terms 
of the cost differential between stock and debt financing. 

This question has been studied at length in A-
merican economic literature, as well as elsewhere.1 While 

1. For bibliography, F. Modigliani and M. Miller, "The Cost 
of Capital, Corporation Finance and the Theory of Investment" 
A.E.R., June 1958; Also, U.S. Senate, 84th Congress, First Ses
sion, Hearings Before the Committee on Banking and Currency, 
March 1955. 
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many authors assert that corporate tax legislation tends 
to favour the flow of funds from the equity market to 
the bond market, there is no significant proof that this 
actually happens in countries where such a tax system 
exists. We do not intend to review the extensive litera
ture; rather we shall examine the question in the con
text of the Greek economy. 

We will try to show that the tax allowances on debt 
financing are not, in practice, the real consideration, 
since much more crucial factors of safety discourage 
bond financing. To strain a metaphor, the corporations 
will prefer the bread of shares to the cake of bonds, no 
matter how attractive the frosting of tax incentives, 
if they fear that the cake itself is poison. 

In Greece, companies are reluctant to resort to debt 
financing for the following reasons: 

(1) The high risk character of investment in deve
loping economies makes it very difficult for firms to seek 
safety in an investment with fixed return, since failure 
to pay the legally obligated return would mean bank
ruptcy. Thus, the owners would not wish to burden 
their already uncertain enterprise with a specific sum 
of debt payable to the lender at specific points in time, 
despite tax advantages on bond financing. 

(2) If the management shifted from equity to debt 
financing, the risk assumed by old shareholders would 
increase. For corporations heavily in debt carry a heavi
er cost on their equity capital than corporations which 
have assumed fewer obligations of debt contracts. How 
much higher the cost of equity capital will be is a matter 
of dispute. Beyond a certain point at least, further use 
of «cheap» debt by a corporation would be self-defeating, 
because the debt tends to undermine the investment 
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standing of the stock. To the extent that finance officers 
recognize such a possibility, we have another built-in 
check on bond financing1. 

(3) In underdeveloped countries like Greece, the 
status of investments is judged on a short-run basis and 
the turnover of loanable funds is rapid. The time pre
ference, as reflected in high rates of interest, is high. 
Thus, fixed capital investment in Greece, as opposed to 
circulating capital, is low. Our balance sheets analysis 
showed that for the 1957-59 period, the fixed capital/ 
total assets ratio stood at about .38, with a tendency 
to decline further2. The scarcity of technical skill and 
a lack of confidence in the ability to compete with de
veloped countries,may be the factors mainly responsible 
for this asset structure of the Greek enterprise. Whatever 
the cause may be, the fact remains that business con
cerns do not demand much permanent capital. They 
do, however, require temporary or intermediary term 
funds, which can be found from the «revolving» pools of 
the monetary system more easily and without the exp
ense and risk of flotation. 

(4) Furthermore, possible threats to the firm's 
freedom of action from a big bond issue with tight res
trictions and pressures exerted on the management by 
bondholders' associations, represent another barrier to 
the mobility of funds from equity market to the bond 
market. Greek owners of family firms would not 

1. An extensive analysis on this subject bas been done 
by the Commission on Money and Credit in the United States. 
See, Commission's Reports on Corporate Finance, (New Tork 
1962). 

2. For a detailed analysis of assets structure of Greek firms, 
see George Coutsoumaris, The Morphology of Greek Industry, 
Center of Economic Research, (Athens, 1963) Chapter 6. 
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be inclined to vote for an increase in bond financing, 
lest their control over the company be threatened by 
certain financial monopolies in the country. 

(5) There are also some legal restraints which dis
courage bond financing. The tax-exempt bonds, issued 
by approved corporations, must be to the «bearer» and 
have the consent of a special commission, set up under 
the requirements of Law 3746/1957. Hence, procedural 
problems are present, insofar as governmental permis
sion may be withheld. 

(6) Still another far more important factor which 
restricts the use of bonds is the psychology of Greek in
vestors for investment with fixed return. The inflationa
ry experiences of Greece still represent a threat to this 
form of wealth. As long as this threat remains signifi
cant, there will be no great desire for holding wealth 
in riskless form, regardless of tax incentives. 

In conclusion, therefore, the general economic con
ditions, the psychological and sociological characteristics 
of the demanders of such instruments of wealth and 
suppliers of these securities, as well as institutional fac
tors, may rule out any massive substitution of debt for 
equity, regardless of the apparent tax advantages. 

D. Tax Effects on the Structure 
of Capital Market. 

In part III, which deals with the structure and ef
ficiency of financial markets in Greece, it is shown that 
financial power is concentrated in the hands of a few 
institutions, preventing the efficient allocation of funds. 
Hence, tax instruments might be used to assist in the 
creation of new,private,long-term financial institutions. 

The usefulness of taxation as a device to create com-
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petitive conditions in a given field is fully subscribed to 
by many economists and supported by historical exam
ples. In the United States, for instance, before 1951,the 
income tax system favored the rapidly growing life 
insurance companies, mutual savings banks and savings 
and loans associations.1 After the Revenue Act of 1951, 
the latter two institutions were taxed at the full non-
financial corporation rate. This change was made be
cause of the comparative advantage these institutions 
had acquired over the commercial banks, with whom 
they were actively competing. 

Because the various capital market financial insti
tutions necessarily differ in the structure of their assets 
and liabilities and sources of investment income, which 
in turn influence financial costs and business risks, 
some differential tax treatment may selectively favor 
certain kinds of investments and institutional arrange
ments. Discriminatory tax treatment can help to re
store beneficial competition in the financial market of 
Greece, by reducing the costs of tax-favored institutions 
and thereby permitting a lower interest rate on certain 
types of investment. Tax differential benefits could also 
permit favoured institutions to realize a higher rate of 
profit, thus increasing reserves accounts and permitting 
higher dividends to shareholders. 

The competitive position of favored institutions can 
be enhanced, either by granting them ad valorem tax 
concessions or by imposing ad valorem taxes upon the 

1. See John G. Gurley and Yvette E. Gurley, "Federal In
come Taxation of Mutual Savings Banks and Savings and Loan 
Associations", (The Brookings Institute, Washington D.G.: 1959) 
pp. 1795-1810; Also, Commission on Money and Credit's Reports, 
(New York, 1962). 
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less-favoured institutions. Such tax incentives could be 
quite successful in Greece, provided that they are well 
designed and well-considered. Present legislation prov
ides for a 3 per cent turnover tax on industrial enterpris
es, 1 per cent on commercial banks, and 2 per cent on 
life insurance companies. 

The establishment of more capital-market institu
tions would lead to a more rapid mobilization of volunt
ary savings and a reduction in prevailing interest rates, 
monetary authorities permitting. The reduction in 
commercial bank monopoly power, via tax measures, 
would also help reduce the present «tax-losses» and tax 
concessions to commercial banks. Such an effect would 
tend to raise the demand for government tax-exempt 
short term securities from more new institutional buy
ers, thereby increasing the effectiveness of monetary 
policy. 

The transfer of some savings from the commercial 
banks to potential non-monetary financial institutions 
could tend to increase the degree of specialization in the 
capital market. Such an increased specialization would 
lead, once primary securities have been issued in larger 
quantities in the economy, to an overflow of securities 
into the tax-free institutions. This flow of securities 
would have a direct effect upon the availability of funds 
to different types of borrowers and the yields on such 
securities. If, for example, an institution which is le
gally required to invest in mortgages is tax-free, while 
other institutions which are prohibited from investing 
in mortgages are taxed, then the tax-free institution 
will have a competitive advantage in attracting funds 
and this will draw funds into the mortgage market and 
away from other markets. Mortgage yields will tend to 
be lower. Thus, a tax differential may have effects on 
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the yields and availabilities of funds in different markets, 
with further repercussions upon the status of the capital 
market proper. 

The increased specialization in the capital market 
and the partially tax-induced transfer of savings from 
commercial banks to non-monetary financial institu
tions, would tend to increase the supply of indirect se
curities issued by such financial intermediaries. These 
indirect securities would obviate the resort to «forced» 
saving, which the creation of money by the monetary 
system would otherwise lead to. In Greece, the expansi
on by the monetary system has been in the past very 
inflationary. The development of new thrift institutions 
of the non-monetary type would tend ίο reduce the 
inflationary pressure in the country, the monopoly power 
of the commercial banks over the financial market and 
the cost of borrowed capital. The net effects of tax 
concessions upon the allocation of resources and pro
ductivity would far outweigh their temporary disre
gard of equity considerations. 
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P A R T III 

THE 
ROLE OF FINANCIAL INSTITUTIONS 

IN CAPITAL MARKET FINANCE 





INTRODUCTION TO PART III 

In the preceding Part|we dealt with real and le
gal factors responsible for the poor performance of the 
securities market—i.e., the small size of corporations, 
various inadequacies in the legislation concerning soci
étés anonymes, the negotiable instruments and the 
tax structure. All these factors undoubtedly deprived 
the securities market of a wide range of financial media 
and led to the observed low diversification of financial 
investment-i.e. to the large accumulation of savings 
deposits with commercial banks and Post Office banks, 
as compared with other financial assets.Notwithstanding 
the importance of these factors, the excess liquidity 
of the financial market is also explained by the ab
sence of a multiple set of institutions for channelling 
the liquid assets into productive investments. It is this 
problem which we shall examine in Part III. 

The allocational function of a capital market is 
usually fulfilled by the stock exchanges and other ar
rangements for the marketing of shares and bonds; by 
the commercial banks in their capacity of mobilising 
current savings and creating securities markets; by 
specialised banking institutions, public and private; 
and by other institutional sources of capital, such as in
surance companies, pension funds and mortgage banks.1 

1. For an excellent discussion of these institutional arrange
ments existing in developed countries, see OEEG The Supply of 
Capital Funds for Industrial Development in Europe, (Paris, 1957). 
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Developing countries usually lack any such multiplicity 
of institutional arrangements. Typically, the effectiv
eness of the stock exchange is either very poor or non
existent. No private, long-term, lending institutions exist, 
risk capital being provided either by central or com
mercial banks. 

In Greece in particular, the commercial banks do not 
operate at maximum economic efficiency, defined as 
the fullest utilization of financial resources in conformi
ty with suppliers' preference and at the lowest possible 
cost. The insurance companies, the government deve
lopment banks and the stock exchange have failed in 
their allocational function. Clearly such inefficiencies are 
central not only to the performance of the securities 
market but also to the allocation of real resources in 
the economy as a whole. 

In Part III, we shall first examine the functions of 
the Athens Stock Exchange; then we shall describe the 
role of Greek commercial banks in fostering a capital 
market; finally, the role of private and public specialis
ed institutions will be discussed. 

ì 
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C H A P T E R Χ 

THE ATHENS STOCK EXCHANGE 

The security exchange is the most important insti

tution in the capital market of a developed country. 

Hence, a study of its organization and functioning is 

essential for understanding the inadequacies of the 

Greek capital market. 

A. Organizat ional Aspects. 

The Athens stock exchange1 was first established in 

1876 (by L 30/9/1876) and functioned for a number of 

years according to articles 70-89 of the Commercial 

Code, which was an ad verbum translation of the Code 

de Commerce of France. Subsequent legislation perfect

ed, asfar as possible, the operation of the Stock exchange, 

the main laws being LD 14/8/1919, Law 2197/1920 

1. Over-the-counter marketing does not operate in Greece 
on a regular basis but only during anomalous periods. It flourished 
in 1922, 1923, 1941 and 1944, which were years of extreme (both 
domestic and international) economic and political instability. 

There was no organization of the over-the-counter market 
of Athens, even during the years it was active. Transactions were 
made mainly in the streets outside the organized Stock Exchange 
in Athens. 

The absence of gilt-edged securities and the competitive opera
tion of the Athens Stock Exchange do not permit the permanent 
functioning of this market in Greece. 
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and 3632/17/6/1928, as amended by Law 6410/and 
2341/1940 and L 3078/1954.1 The legislation in force 
has proved less satisfactory and convenient to the in
vesting public than to stock exchange firms. 

A Special Court has been set up for the solution of 
disputes arising from stock transactions. To reduce the 
number of such disputes, the Ministry of Commerce 
appoints an officer to see that all fundamental rules are 
observed by stockbrokers and all other parties involved. 
In fact, no such disputes have arisen in the last 9 or 10 
years. 

Of the technical and procedural rules, only a few 
are of much interest to this study. One such regulation 
concerns the election of Stock Exchange members. For 
election as a stockbroker, a candidate must have, (1) 
worked for an old member for at least one year, (2) 
received approval by the general meeting of old mem
bers and, (3) paid an entrance fee equal to the arithmetic 
average of the outstanding special fund paid up by old 
members. This fee usually amounts to about 750,000 drs. 
and aims at protecting the interests of the public invol
ved in securities transactions.2 In additon, other quali
fications referring to the broker's educational, professio
nal, etc. standards, are specified in the legislation. 

Two principal factors necessitate our study of the 
stock exchange firms. First, the open market operations 
in gold sovereigns by the Bank of Greece both condition 
and are conditioned by the operations which take place 
in the brokers' offices. Second, the brokers may play 
a role in the savings-investment process. 

1. Triantaphilos G. Keramydas, Hrimaiistiria (Athens, 1957) 
p. 30. 

2. LD 3078/1954. 
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There is no publicly available information about 
broker operations in the Athens Stock market. Quanti
tative data cannot be given at all. The information pre
sented here is based principally on interviews conducted 
by the author and on various indirect sources. Secrecy 
about the aggregate operations of such brokers is, of 
course, not surprising. However, in view of their im
portant role in the economy in general and the stock 
market in particular, they are heavily vested with 
public interest and their operations should be open to 
public knowledge. 

Until recently, the number of active brokers on the 
Stock Exchange was around 100. After raising the quali
fications for membership, the number was reduced to 
35, of whom 16, those who receive orders from commerci
al banks and other institutional investors, conduct a 
large volume of transactions, comparatively speaking, 
while the rest do relatively little business. No high degree 
of specialization is found among the brokers. Although 
some firms tend to put more emphasis on certain groups 
of securities and/or foreign exchange, all are in a positi
on to do business in any quoted stocks, government 
bonds and foreign securities.1 

When interviewed, all brokers seemed proud of the 
way they conduct securities transactions on the market. 
Those who offered descriptions of their relations with 
the customers often referred to their function as being 
important and strictly within the law. They all alleged 
that their efforts contributed much to the post-war eco
nomic rehabilitation of the country, either through 

1. As regards purchases of foreign securities, the orders are 
usually put through the big commercial banks, which have some 
Sort of affiliation with banks in New York or London; however, 
such transactions rarely take place in Athens. 
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their dealings in the open-market or through «making 
good markets» for some government development loans 
or the shares of private companies. 

The available information, however, suggests that 
most of the brokers, in addition to placing new issues, 
engage in business other than pure securities transacti
ons. Some of them even discount commercial paper and 
act as intermediaries between borrowers and lenders of 
good repute; they thus provide business with capital, 
mainly working capital, usually bearing a foreign ex
change clause. Most of the brokers interviewed also 
mentioned that some of them break the law, by specu
lating for their own account, regardless of the prohibito
ry stipulations of Law 3078/1954. Before 1954, 90 per 
cent of brokers' annual income was derived from specu
lation, but today the main source of brokers' income is 
the brokerage commission, for which a minimum is set 
by the law. In practice, however, this minimum is also 
the maximum, ranging from 2 per cent to 3.5 per cent 
for various types of securities. The brokerage on stocks 
is a percentage of market value, and on government 
securities of the nominal amount, making the cost of 
buying securities highest when prices are low. The com
mission on transactions in sovereigns amounts to 1/2 
of a drachma, of which 4/5 goes to a mutual fund. If the 
orders are received through a commercial bank, 1/3 of 
the commission is given to the bank in question. Be
cause of this low renumeration the majority of brokers 
avoid such orders, with the exception of 7 or 8 brokers 
having old occupational connections or other sorts of 
affiliations with the banks.1 

1. There are two or three brokers who used to be high rank
ing officials of commercial banks. 
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With regard to the open market operations of the 
Bank of Greece the present system by which open-
market securities transactions are conducted exclusively 
by 14 brokers is unfairly discriminatory. The idea that 
such purchases and sales should be covered by a certain 
degree of secrecy loses its force if one recalls the amount 
of 750.000 drs, deposited by all brokers, without distin
ction, as a guarantee against fraud. Hence, it is recom
mended that the open market operations of the central 
bank be conducted by all brokers on a rotation system, 
as is done in the case of gold sovereigns.1 

B. Functional Aspects . 

A Stock exchange should provide an orderly auction 
market for purchase and sale of new and old securities. 
By an orderly market is usually meant two things - rea
sonably narrow spread between bid and asked prices and, 
so far as possible, a smoothing out of erratic price fluctu
ations which arise from temporary imbalance of de
mand and supply. 

More specifically, a well-organized and efficient stock 
exchange: (1) must provide sufficient marketability and 
price continuity for shares, both necessary for the needs 
of investors; (2) should offer a favorable arena for the 
public's evaluation of the degree of risk inherent in various 
enterprises, without the possibility of «rigging» by deal
ers or insiders; (3) must provide a reasonable opportuni
ty for the valuation of corporations' credit standing; 
(4) should play the role of a proper distributor of sav-

1. Every week there are 3 brokers' offices in charge of gold 
sovereign open-market operations conducted by the Bank of 
Greece. 

173 



ings among the most desirable developmental sectors 
of the economy. 

In order to evaluate the performance of the Athens 
Stock Exchange in the light of the above criteria, we 
present the following two tables: 

TABLE X -1 

Value1 of Traded Bonds and Shares 

Price Index9 (1952=100) 

Year 

1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Value 
of Bonds 

— 
35 
73 

129 
178 
289 
431 
462 

Value 
of Shares 

69 
114 

97 
94 

242 
392 
270 
140 

Industrials Financial 
Institutions 

178.2 
199.3 
194.4 
208.9 
327.9 
538.0 
522.3 
446.2 

114.6 
135.9 
148.8 
172.6 
287.3 
471.8 
496.5 
455.9 

1. Year's average; in thousands. 
2. The price index is the weighted average of the average 

daily prices quoted on the Athens Stock Exchange published by 
the Bank of Greece, Monthly Statistical Bulletin. 

— Not available. 

Table X- l shows tha t most indicators rose until 1961 
and then declined. However, as pointed out by brokers, 
the volume of transactions was very low compared with 
pre-war years. 

Table X-2 presents the turnover of shares of select
ed companies, along with their average 1957-63 yield 
rates. 
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Table X-2 shows tha t the marketability of quoted 
shares has been quite low throughout the years under 
review, declining in many individual cases. The turn
over of shares of financial institutions has been consider
ably higher than that of industrials. Large commercial 
banks and insurance companies affiliated with banks 
have the most active stocks on the securities exchange. 
This point is confirmed by the price differential between 
the shares of financial institutions and industrials. With 
the exception of a few industrial firms, the largest rise 
is often observed in the price of bank shares. In fact 
there are only a handful of manufacturing companies 
whose shares hold a prominent position in the securities 
market, which can be generally characterised as «thin».1 

However, the observed low turnover of shares should 
not be attributed to the demand and supply mechanism 
of a free market, but rather to the efforts of small groups 
of speculators having direct interest in the business con
cerns in question. In general, family-controlled firms 
avoid public stock offerings mainly because of a fear of 
bringing outsiders into their business.2 In addition, if it 
happens tha t one stockholder, being outside the compa
ny's directorate, wants to dispose of his shares at a rea-

1. A market is said to be «thin» when depth, breadth and 
resiliency are not characteristics of its operations. See Joint Com
mittee Print, A Study of the Dealer Market for Federal Govern
ment Securities, 86th Congress, 2nd Session, p. 4. 

2. The systematic reluctance to widen the ownership basis 
of the firms is due to the psychology of Greek businessmen, which 
has partly caused the prevalence of small concerns. In 1951 out 
of 1,369 corporations in general, 1,000 has less than 9 shareholders 
each, while only 156 companies had more than 25 shareholders. 
Statistics kindly supplied by Mr. A. Gounaropoulos, an offi
cial of the Athens Stock Exchange. 
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sonable price, these family groups do not cooperate with 
the efforts of brokers to secure continuity of transactions 
at comparatively small deviations from the last quoted 
price. For example, an official of the stock exchange 
pointed out that a family-controlled firm manipulated 
the price of 3,000 shares, reducing them from 500 drs. 
each down to 150 drs. and thereby causing a massive 
sale. After a three month period the same firm paid 
out 140 drs. dividends on each share! Similar cases occur 
frequently. In such market conditions the private in
vestors are forced to sell their holdings at a very low 
price, incurring considerable capital losses, and prospec
tive investors outside the company can hardly purchase 
securities at a reasonable price. 

Of course, one may argue that the low degree of 
marketability of industrial shares is explained by low 
dividend payments. However the statistics of table X-2 
show that those companies which paid out, relatively 
speaking, high dividend rates experienced a low turn
over, and vice versa. Moreover, 40 registered companies 
out of 77 did not pay or declare any dividends whatso
ever over the period 1957-1963, but their shares expe
rienced the highest turnover rate in the securities mark
et! 

Although this inverse relationship may be explained 
by the prevalence of an ownership motive for buying 
stocks, all available evidence and our knowledge of the 
shareholder composition of each of these companies 
indicates that the inverse relationship may also be ex
plained by a high degree of manipulation on the part 
of family groups controlling the supply of securities. 

The foregoing analysis raises the question of the 
extent to which the Athens Stock exchange can provide 
a sound basis for the evaluation of risk involved in each 
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type of security. If price changes resulted from a free 
supply and demand mechanism, the risk involved in 
each case might be subjectively evaluated by each 
investor independently. In most cases on the Greek se
curities market the danger comes from manipulation 
of managers or what we may call «inside» speculation. 
This kind of risk is difficult or impossible to assess. 

Similarly, it is impossible to evaluate the credit 
worthiness of corporations. Family-controlled firms 
often attempt through political channels to obtain a 
quotation of their shares for tax or borrowing purposes, 
or for valuations of deceased person's estates for probate 
and death duties. 

With regard to the fourth function of the stock ex
change, its contribution to raising new capital through 
new issues, in the past the brokers contributed much 
to the subscription of new issues through their ex
perience and their widespread connections in the open 
market. As we mentioned above, about 40-50 per cent 
of new bond issues have been subscribed through the 
Athens Stock Exchange. Thus, the role of this institution 
is expected to become more and more significant, 
provided that other restraints and bottlenecks in the 
capital market of Greece are reduced or eliminated. 

G. Factors Accounting for the ((Thin» 
Stock Market. 

The present «thinness» of the Athens Stock ex
change, in our opinion, results from three main weak
nesses: (1) corporate policies as related to the capital 
market, (2) government policy in corporate legislation 
and tax structure and, (3) the lack of perspective on 
the part of brokers. These are not unrelated problems. 
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(1) Corporate Policies. The first important restraint 
on the stock market on the part of corporations is their 
dividend policies. Between 1948 and 1956, on the aver
age, only 35 registered companies out of 116 paid annual 
dividends. Between 1957 and 1963 there were 31 firms 
out of 77 which paid dividends annually.1 To make 
comparison with pre-war years, the amount of dividends 
was 340 million drs. in 1936 and 114 millions drs. in 
1956.2 The dividend rates have been considerably lower 
than the yields on alternative investments such as 
government bonds, time and saving deposits and real 
estate investments. As was indicated in Chapter III, 
(Table III-3),the difference in yields on deposits, bonds, 
and shares was negligible and within two years the yields 
on shares3 were less than bond yields and only slightly 
over interest rates on deposits. Generally, declared div
idend rates rarely run above 6-7 per cent,4 not enough 
to compensate potential investors for the risk involved 
in shares. 

Another important growth-inhibiting factor in the 
capital market of Greece has been the reluctance of 
the family-controlled firms to issue securities. Favoured 
by tax and other government policies, they have 

1. A. Gounaropoulos, Unpublished Report to the Ministry of 
Commerce,?. 13. For 1957-1963: Stock Exchange,i?uZfeim for 1963. 
Tt should be mentioned that in the New York Stock Exchange 
90 per cent of all quoted shares paid dividends in 1956 and about 
535 registered companies,or about 75per cent of all quoted shares, 
have paid dividends consistently for the last 20 years, ibid. p. 13. 

2. Ibid, p. 13. 

3. On the prices established by the present operation of the 
market. 

4. See, Athens Stock Exchange, Bulletin for 1963, pp. 5-11. 
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found it very convenient to retain profits. Similarly, 
the easy access to bank's availabilities and especially 
low interest loans from government sources may also 
be partly responsible, as the statistics presented in 
Chapter V indicate. Larger firms, although legally en
titled to resort to the new issue market, depend heavily 
upon the banking system for capital funds. And, as 
was pointed out in that chapter, both the availability 
and cost of capital is much more favourable to large 
firms. 

In addition, family-controlled corporations some
times seek the introduction of existing shares into the 
market either to use their shares for collateral to obtain 
loans from the banks1 (usually 60-80 per cent of the 
price of securities on the Athens Stock Exchange) or 
to secure quotation for death duty purposes. For va
luation, majority interests in businesses with unquoted 
shares have to be valued on the basis of underlying as
sets and earning power, whereas if a share is quoted, 
the most recent price is used. In such cases, the market 
prices are artificially depressed to bring the price ap
preciably below net asset value per share, so that the 
tax payable on the basis of a market quotation is less 
than it would be on the assets of the going business con
cern. Such price reductions may easily be secured by 
the management of a concern through low dividend 
payments or by discouraging active dealings. 

A progressive industrial company which wants fresh 
capital, on the cheapest possible terms, will encourage 
potential subscribers and welcome an active market. 

1. According to the Currency Committee's decision 1154/17/6 
of 1960 only shares quoted on the Athens Stock Exchange can 
be used as collateral. 
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However, Greek owners of business want a quotation 
but wish, at the same time, to keep control of their 
shares. In a few instances they agree reluctantly to the 
marketing of a small number of shares but only upon 
their first introduction into the market. In this way 
the private investor is apt to be misled. The volume of 
transactions in the future cannot be expected to in
crease if the potential investor knows that the conse-
quenses of the motives of businessmen in seeking a 
quotation for their shares, will sooner or later fall upon 
him. 

(2) Government Policies. As pointed out in Chapter 
IX, present tax legislation favours retained profits exces
sively. Official policy has in general encouraged the 
ploughing back of earnings. Rather than run a risk of 
small additional expenditures on consumption goods, the 
authorities prefer that profits should go back into the 
industry generating them, no matter how unessential 
that industry may be or how much extra tax revenue 
may be lost through low dividend distributions. This 
government policy may well have been the result of 
the direct business interests of most parliamentary 
deputies. 

(3) Lack of Perspective. The general belief among the 
public has been that transactions on the Athens Stock 
Exchange result in widespread losses. The general public 
-including the well-to-do and educated people in 
Athens - see something immoral in buying and selling 
shares on the stock exchange. This attitude may partly 
be due to the failure of the stock exchange firms to 
promote public relations. 

Most of the brokers interviewed are completely igno
rant in this respect and, even if some brokers have any 
worthwhile ideas on the development of public relations, 
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the attitude generally prevailing prevents their putting 
these ideas into effect. 

At present the main channel of factual information 
is through individual firms or brokers. However, this 
source is biased and is not always based upon first
hand knowledge. Small investors, if at all interested, 
often obtain advice or give their orders to people 
on the spot, to bank managers or agents, who get a 
share of commissions as their remuneration. It would 
be made easier for the investor to find out what he 
wants to know from the Stock Exchange authorities 
without having, as at present, to take great trouble in 
tracking down sources of information. Any statistical 
or factual information put out by the Stock Exchange 
is made available only to a few institutional investors 
and big private investors. The annual or daily bulletins 
published by the Stock Exchange are not readily avail
able to the general public through bookstores or other 
means. Moreover, the statistics published in the bulletins 
even, if they were more generally available, would not 
be useful to the public at large. An attitude of alloofness 
prevails, which in no way can be considered an «asset» 
to a semi-public organization of the order and potential 
usefulness of a stock exchange. 

It is recommended here that the Council of the A-
thens Stock Exchange direct its efforts towards publi
city and education of the economically illiterate general 
public. Such collective advertising of stock market 
transactions should be carried out cooperatively along 
with the propaganda of the individual firms, whose 
shares are traded on the stock market. Clearly, it will 
pay in the long run to do more than have occasional 
speeches in business gatherings delivered by the presi
dent of the Council and simply publishing daily stock 
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quotations in the Athens newspapers. A vigorous edu
cational campaign would tend to eliminate ignorant 
criticism and suspicion on the part of the potential in
vestor. It would help to clear up misconceptions, to 
interest the investor in securities and to provide the 
general public with an understanding of investment 
problems. 
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C H A P T E R XI 

THE 

ROLE OF COMMERCIAL BANKS 

IN THE CAPITAL MARKET 

A. The Structure o f the Banking Industry. 

In order to properly evaluate the role of the Com

mercial Banks in the capital market, we must first in

spect the structural characteristics of the banking 

industry as a whole. 

TABLE XI -1 

The Commercial Banking Industry : Selected Indicators (1962) 
(million drs.) 

Banks Assets Deposits ^ Γ α η ο ^ ο η Γ 

A m o u n H Ì a Ì A m o u n < Ì a Ì A m o u n < o t a Ì 

National Bank . . . 18,766 64.915,408 65.513,237 70.0 158 
Commercial Bank . 6,426 22.2 5,103 21.7 3,647 19.2 100 
Tonian and Popular 

Bank 2,654 9.2 2,169 9.2 1,400 7.4 50 
Commercial Credit 

Bank 635 2.2 509 2.1 390 2.0 10 
Bank of the Army 

Share Fund 399 1.5 329 1.5 212 1.4 2 

Total 28,880 100.0 23,518 100.0 18,886 100.0 320 

S o u r c e : Balance Sheets for 1962. 
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Table XI-l indicates the high degree of concentra
tion in the banking industry. Measured in terms of as
sets, there are three banks which hold about 96.3 per 
cent of all assets1, while the remaining two control only 
3.7 per cent. This concentration of financial power is 
even greater than is apparent, since the Commercial 
Bank of Greece also controls the Ionian and Popular 
Bank. Measured in terms of deposits holdings and loans 
outstanding, the same concentration is equally evident. 

Geographically, the banking industry is virtually a 
duopoly. The National Bank has 158 branches scattered 
all over the country, and the Commercial Bank with 
its affiliated Ionian and Popular Bank has 150. The 
Bank of Commercial Credit has 10 branches, and the 
Army Share Fund has only 2. 

Adequacy of banking facilities is difficult to define 
and to measure. The observed distribution of banking 
offices can at best be only indicative as to whether the 
public is being provided with a sufficient number of 
banking facilities. The socio-economic conditions and 
financial habits of the Greek people are different from 
those of other nations, as are the density and geogra
phical distribution of population and the transporta
tion facilities. Also, one cannot neglect the great role pla
yed in recent years by the Agricultural Bank of Greece 
and the Postal Savings Bank in mobilizing savings and 
furnishing a substitute payments mechanism. Further, 
some metropolitan areas with advanced industrial 
standards require more banking facilities than other 
areas. In Greece as a whole, there are about 26,450 

1. The data presented here exclude the assets of two^other 
small banks, the Bank of Professional Credit and the Bank of 
Attica, whose total assets amounted to less than 80 million drs. 
in 1963. 
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persons per commercial bank office. The Greater Athens 
area has 76 banking offices, each serving 24,379 persons, 
while Salonika has 15 branches, serving 16,600 people 
each. Approximately one-fourth of all banking offices 
are located in the Greater Athens area, while more 
than one-third are located in other towns of more than 
10,000 population: 18 of these towns have three banks 
and 28 have two banks. There are also 8 towns with a 
population from 5,000 to 10,000 having only one bank
ing office, (usually the National Bank of Greece). 

The need for more banking facilities in Greece is 
supported by the fact that the National Bank opened 
12 and 4 new branches during 1961 and 1963 respective
ly, at various places in the country with complete suc
cess. There is still room for more banking offices, not 
necessarily in the form of branches. The legislation in 
force provides that a new bank must secure a charter 
and that the equity capital, amounting to 30 million 
drs, must be fully deposited with the central bank at 
the time of incorporation. This law was meant to pre
vent the creation of unnecessary banking facilities. 
Nevertheless, the presently high concentration of banking 
in this country unquestionably points to the need for new 
banking units. Moreover, the association of Greece with 
the Common Market is expected to increase the volume 
and complexity of monetary transactions; under such 
circumstances the economic development of the country 
should become more dynamic and thus greater capital 
requirements are to be expected. The recent establish
ment of investment banks in Greece, as discussed below 
and the opening of a branch of the First National City 
Bank of New York, should be considered a healthy 
movement, breaking down the traditional barriers «of 
entry and increasing competition in this industry. 
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Examining the industry in a dynamic sense, we 
observe that commercial banks absorbed more than 71 
per cent of new private deposits, (other than demand 
deposits), over the period 1957-1963. Two thirds of these 
were in the form of savings deposits or, in absolute terms, 
10.9 billion drs. as compared to 16.1 billion collected by 
the entire financial system except the Central Bank. 
Another 4.5 billion drs. were collected in the form of 
time and blocked deposits, as against 5.3 billion with 
all financial institutions, except the Bank of Greece. 
However, new bank savings deposits declined from 
78.0 per cent of all new savings deposits with the system 
in 1957 to 59.5 per cent in 1963, while the sum of all 
new bank savings and time deposits expressed as a 
ratio to total deposits with the system, declined from 
75 per cent in 1957 to 63 per cent in 1961, to rise again 
to 69 per cent in 1963. 

This observed relative decline of bank deposits is 
primarily explained by the greater preference attached 
by depositors to deposits with special financial institu
tions, such as the Agricultural Bank and Postal Sav
ings Banks, especially after 1960. Higher interest rates 
paid by the Agricultural Bank and Postal Savings Bank, 
(by 1/2 to 1 per cent), as well as special service facilities 
provided by these two institutions, (loans and with
drawals services on holidays), partly account for this 
preference. Notwithstanding this relative decline in 
banks' share in deposits, it is essential that still more 
specialised financial institutions be established so that, 
through competition, there results greater mobilization 
of voluntary private savings and the channelling of 
funds into long-term investment, with due regard for 
diversification and profitability. 
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Β. Commercial Banks as a Source 

of Long-term Funds. 

The relations of Greek bankers to industrialists re
flect the 19th century banking system in Continental 
Europe and in particular Germany. They directly partic
ipate in industrial concerns by contributing much of 
the initial risk capital or by lending to them on long-
term arrangements. 

Prior to 1957, much of bank long-term financing 
took place-in a concealed fashion by means of revolving 
credit accounts. But in that year the government allowed 
the banks to allocate quite openly an initial 10 per 
cent and, two years later, 15 per cent of their deposits 
among long-term industrial projects. 

The following table presents the relative significance 
of bank, private, long-term credit and amount of funds 
raised in the new issue market. 

The statistics of Table XI-2 show that, on the aver
age, the banks contributed about 53 per cent of total 
long-term credit made available by the entire financial 
system between 1958 and 1962, although this percent
age varied significantly over individual years of this 
period. The table also indicates that there is virtually 
no competition on the part of the new issue market to 
the bank's financing long-term investment. During the 
first three years of the period, the competition was negli
gible and only in 1961 and 1962 did the amount of 
cash raised in the new issue market reach the level of 
18 and 13 per cent of commercial bank, long-term loans 
respectively. Over the entire period under review, com
mercial bank long-term finance was about ten times 
greater than the aggregate value of new industrialjis-
sues. This relationship unquestionably points to the 
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TABLE XI - 2 

Relative Significance of Commercial Bank 
Private Long-term Finance} 

(million drs.) 

Year 

1958 
1959 
1960 
1961 
1962 

Entire Fin
ancial System 
(New Long-
term Loans)2 

(1) 
1,685 
1,746 
2,136 
1,563 
1,761 

T o t a l 8,891 

Through 
Commercial 

Banks (New 
Long-term 

Loans) 

(2) 
928 
617 

1,132 
732 

1,347 

4,756 

Industrial 
New 

Issues 

(3) 
69 

7 
69 

139 
179 

463 

Ratio of 
Column 2 

to 
Column 1 

(4) 
55.0 
35.3 
53.0 
46.8 
76.5 

53.4 

Ratio 
of Co
lumn 3 
to Co
lumn 2 

(5) 
7.4 
1.1 
6.0 

18.9 
13.2 

9.7 

1. Includes credits over one year maturity. 
2. Includes all banks and special financial institutions, but 

excludes Bank of Greece. 

importance of commercial banks as a substitute source 
to capital market finance. Had these institutions kept 
their hands off the long-term market and had they con
fined themselves - as far as capital market activities 
are concerned - to the distributor's and underwriter's 
functions, the amount of private long-term finance, 
raised through sales of stocks and bonds in Greece, would 
have been considerably larger. 

Such larger participation of commercial banks in 
the long-term financing of Greek economic development 
cannot be considered altogether desirable. Generally, 
due to liquidity and risk considerations, bank loans 
have to be of a self-liquidating and temporary nature. 
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In view of the fact that only about 1/3 of bank deposits 
are time deposits, while the remaining 2/3 are in terms 
of saving deposits, withdrawable on demand at any 
time, the risk involved in using depositors' money for 
long-term financing is considerable. The banks' argu
ment that the allocation of these funds among promis
ing enterprises includes no risk whatsoever is, in our 
view, untenable. The mortgage insurance received on 
long-term loans is not at all important. As we indicated 
in Chapter VIII, mortgages are rendered useless in 
case of default because of other senior claims. However, 
even if we were to grant the riskless character of these 
investments, why then did not the enterprises resort 
to the new issue market and attract on their own ac
count the individual saver ? Who has the right to decide 
that it is more desirable to use the commercial banks as 
intermediaries for distributing private savings? More
over, why did the Banks refrain from playing a greater 
role as private securities distributors or even under
writers, where they could have made a positive contri
bution to the capital market proper? 

The answers are found in the lack of long-run per
spective on the part of the government and in the vested 
interests of the banks in business concerns. With regard 
to the former, the government had no comprehension 
of the potential usefulness of establishing new public 
or private long-term financial institutions in Greece. 
The creation of the Economic Development Financing 
Organization (EDFO) in 1954, although desirable, was 
not constituted properly and, as discussed in the subse
quent chapter, the institution has failed to perform its 
functions optimally. Besides this institution, no other 
specialized institutions were established; if any thought 
of founding such institutions was generated somewhere 
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in government circles, this met with open and strong 
opposition by the commercial banks. Their opposition 
to the establishment and/or operation of EDFO is 
indicative. The following is quoted from a Governor's 
Report of 1959: 

«As regards the EDFO, the comparatively limited 
activity which it has displayed, especially in the 
industrial field and the fact that its work is carried 
out mainly through the Banks, do not, in our view, 
justify its continuance as an independent organiza
tion. — We consider that a more correct solution 
would be to amalgamate the EDFO with the Na
tional Bank... If this proposal should fail to be 
adopted, however, then the EDFO should, (1) grant 
long-term capital at low rates of interest to the 
commercial banks, (2) should undertake the financing 
of investments which are particularly desirable from 
the social and economic point of view, whenever the 
provision of especially favourable terms rule out the 
participation of the commercial banks for the time 
being, (3) EDFO should be entrusted with the financ
ing of projects which are more in the nature of a 
public utility than a financial investment. It would 
thus remain for the commercial banks to undertake 
the task of meeting the needs of business enterprises, 
in personal, medium and long-term loans . . . The 
specialized organizations for the exercise of long-
term industrial credit can only come from the com
mercial banks, which are indeed the most natural 
source.»1 

1. National Bank of Greece, Annual Report of Governor, 
(Athens, 1959), p. 40 (our italics). 
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Two years later, the same Governor concluded the 
same arguments as follows : 

«The National Bank is claiming no monopoly for 
itself: what we cannot understand, however, is 
why our arguments meet with a certain reserve and 
what is the point of trying to establish new, special
ized organizations... We believe that the setting up of 
new organizations will do nothing to solve the problems 
of the capital market, but, on the contrary, will com
plicate matters by increasing expenses of the credit 
system and by making specialized staff still more 
difficult to find. In any case, our Bank is fully en
titled to demand the same facilities which might 
be extended to any such organization and also to 
demand permission to found a similar organization, 
under equal conditions.1.» 

It is obvious from these quotations that the com
mercial banks have opposed developments in the capital 
market, either by asking for the whole cake of the long-
term market or by attempting to confine the operations 
of competitive institutions to the sectors which would 
be most unprofitable for the commercial banks, such 
as public utilities, etc. 

The foregoing arguments assume more importance 
if we bear in mind that the Governor of the National 
Bank is appointed by the government and his views 
on economic policies bear a decisive influence. Should 
the government think of converting EDFO, for instance, 
into an investment bank to foster the capital market 
of the country, the Governor would have to give his 

2. National Bank of Greece, Annual Report of Governor, 
(Athens, 1961), pp. 38-39 (our italics). 
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approvai. As explained in the following chapter, deal
ing with EDFO's operations and functions, the thought 
of converting EDFO into a semi-government genuine 
investment bank has long been in the minds of EDFO's 
officials, but they have not acted because of the opposi
tion from these banking groups. 

The banking groups also hinder the development of 
the capital market by their attitude towards depres
sing competition in the life insurance market. The two 
large commercial banks exert pressure on borrowers 
to buy insurance exclusively from their affiliated in
surance companies. The participation of insurance 
companies controlled by banking groups in the total of 
insurance premiums increased from 42.72 per cent in 
1956 to 48.02 per cent in 1960, while the non-bank 
controlled insurance companies was reduced from 57.28 
per cent to 51.98 per cent.1 

The banks exerted indirect pressure upon large 
corporations attempting to resort to the capital market 
proper for finance.2 Their dependence upon banks for 
working capital, the bank's direct or indirect partici
pation in their board of directors, the bank's refusal 
to grant short-term loans on collateralizing their quoted 
securities and the denial of granting the necessary 
underwriting and distributing services to firms contem
plating a public placement, have prevented the manage
ment of corporate enterprise from issuing bonds or 
shares. 

1. See Chapter XII, Table XII-2. 
2. This has been confirmed by many directors of large busi

ness corporations interviewed by this writer. 
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G. Commercial Bank Securities Transactions. 

The role of commercial banks in the capital market 
can most clearly be seen in terms of securities transac
tions. 

1. Private Securities. As mentioned above, Greek 
banks assist private business units directly by pur
chasing their common stock and corporate bonds, in ad
dition to loan financing. The following table presents 
the relevant statistics for the last ten years. 

TABLE X I - 3 

Domestic Corporate Securities Held by Commercial Banks 
(million drs.) 

End 
Period 

1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Total 
Amount 

(1) 

227 
226 
430 
486 
509 
561 
698 
794 

1,284 
1,417 

Shares 

(2) 

197 
216 
400 
457 
435 
487 
596 
701 

1,123 
1,280 

Bonds1 

(3) 

30 
30 
30 
29 
74 
74 

102 
93 

161 
137 

1. Includes public utilities companies' bonds. 

Table XI-3 shows that banks invest more in equities 
than in corporate bonds, including public utilities bonds. 
Share holdings increased from 197 million drs. in 1954 
to 1,280 million at the end of 1963, while bonds held 
by banks rose only from 30 million to 137 million drs 
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over the same period. This occurred despite the greater 
supply of bonds during the period, amounting to about 
2,254 million drs. as against an estimated 1,500 million 
drs. of shares placed publicly and according to the preem
ptive right.1 It should be noted that the banks' relatively 
large purchases of industrial shares, after 1960, were 
primarily due to their participation in the initial capital 
of the Industrial Development Corporations and some 
enterprises established by it over the period 1960-1963. 

In short, the banks in Greece behave in a quite 
unorthodox manner: they invest more in private shares 
with low liquidity and less in bonds with a high degree 
of liquidity. From this, the motives of bank portfo
lio managers should be evident: obviously, they are 
investing in shares in order to get into corporate ma
nagement.2 Income considerations may partly account 
for this behavior. Available statistics show that their 
income from securities holdings, (including government 
bonds and treasury bills), averaged 2.7 per cent between 
1954 and the end of 1958 and 3.1 per cent between 
1959 and the end of 1961.s Hence, the higher yields on 
loans and other investments may well explain the low 
propensity of banks for fixed interest securities. 

(2) Bank Holdings of Government Securities. Com
mercial banks can also contribute to the development 
of the securities market, through their transactions in 
government securities. 

1. See Chapter IV above. 
2. An examination of bank portfolios shows that the number 

of shares of some private firms held by banks remained constant. 
3. Statistics kindly supplied by the National Bank, based on 

its own portfolio, for the last 9 years. 
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TABLE XI - 4 

Government Securities Holdings 
(million drs.) 

Years Bonds Treasury Total 
Bills 

1954 
1955 
1956 
1957 
1958 

1959 
1960 
1961 
1962 
1963 

16 
16 
16 
24 
22 
23 
23 
38 
45 
437 

— 
— 
— 
— 
116 

1,401 
2,331 
2,408 
2,720 
3,116 

16 
16 
16 
24 
138 

1,424 
2,354 
2,446 
2,765 
3,553 

S ο u r e e : Bank of Greece, Monthy Bulletins. 

Table XI-4 indicates, first, that the amount of 
government bonds held by commercial banks was ne
gligible over the first 9 years; however, in 1963 it 
was considerable. The total volume of government 
bonds held by commercial banks represented about 
20 per cent of total new government bonds issued 
over the period. Secondly, the banks put much of 
their investment in treasury bills. This, however, was 
not voluntary. In 1957, the government decided to 
finance its investment program by selling short-term 
securities. The Currency Committee imposed a reserve 
requirement in terms of investment in interest-bear
ing treasury bills, initially fixed at 10 per cent and, 
two years later, at 18 per cent of bank private time 
and saving deposits. Above this minimum require
ment, the banks are permitted to invest voluntarily 
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in treasury bills: however, they have only done so to 
a negligible extent. Thus, the ratio of treasury bills 
to private savings and time deposits held by all com
mercial banks was only 1.5 in 1958 and 17.7 in 1961. 
In general, bank officials expressed their resentment 
over this measure x and preferred the more lucrative 
forms of investment, such as loans to trade and in
ventories activities. 

(3) Other Bank Activities in the Securities Market. 
The commercial banks in Greece are also engaged in 
stock exchange transactions. As pointed out in the pre
ceding chapter, the banks receive orders for purchasing 
or selling securities on behalf of their customers; however 
these orders are for a negligible amount. Figures, for 
the National Bank only, are as follows: for the four-
year period between 1959 and 1962, the total amount 
of purchases was 58.9 million drs. and the total amount 
of sales was 131.9 million drs. Since this kind of trans
action is usually conducted only by the two largest 
banks, the total figure cannot be much larger. 

Perhaps the most important role of the commercial 
banks in promoting a security market, is in distributing 
new issues. Indeed, all public loans and new stock 
issues have been subscribed largely through commercial 
banks. Thus, out of the 2,000 million drs. publicly-
placed bonds of the Public Power Corporations, 1,224 
million drs. or 61 per cent of the total was placed through 
the National Bank of Greece. Similarly, 617 million 
drs. out of the 1,740 million drs. (36 per cent of total) 
public long-term debt issued in 1961 and 1962 were 

1. See Natiobal Bank of Greece, Annual Report of Governor, 
Athens, 1960, pp. 40-41. 
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raised through the same bank. In addition, private 
issues are distributed to the public by the banks and 
in the recent years with extraordinary success. This 
distribution function of commercial banks is, of course, 
ascribable to the lack of other institutions to fulfill 
this role. 

The distribution of new securities, via these insti
tutions, leads to two undesirable results: (a) it tends 
to increase the financial power of commercial banks 
through commisions received and (b), to the extent 
that banks favor higher-income subscribers and discrimi
nate against the middle - income groups, it tends to 
widen the existing income inequality in Greece (all 
bond loans since 1954 carried an income-tax exemption 
clause). Therefore, thought should be given to 
finding new channels of selling securities to the pri
vate investors. We suggest that at least public loans 
and loans of public utilities be made available through 
the central bank offices or post office banks through
out Greece, with due consideration to who has the 
opportunity to subscribe to new issues. 

D. Capital Considerations. 

The recent phenomenon of a large liquid asset ac
cumulation in the commercial banks, points to the 
necessity of examining the capital position of these 
institutions. 

Both bankers and public officials agree that the 
primary function of bank capital is to protect the 
depositors and other creditors against loss. «Adequacy 
of capital funds, from the viewpoint of the bank, 
means assurance of its continued ability to serve the 
present and future needs of the community, with a 
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conviction that public confidence will be maintained 
in the institution».1 

The usual measurements of capital strength are, 
(1) the equity/risk assets ratio and, (2) the equity/ 
deposits ratio. The significance of these ratios, however, 
has been questioned both by private bankers and 
bank examiners in developed countries.2 In the case 
of risk assets, there are problems of classification and 
judgment as to proper grouping, if any reasonable 
degree of homogeneity is to be attained within the 
various classes. Yet, no homogeneous policy criteria can 
be applied, for the degree of risk varies among indi
vidual banks and the judgment of risk also varies 
from bank to bank. Opinions as to the risk inherent 
in individual loans are highly subjective. Thus there 
may be differences of opinion between bankers and 
supervisory agencies as to the adequacy of a bank's 
capital, as there are differences with respect to the 
quality of loans and other bank assets. 

There are also problems in the ratio of capital 
funds to total deposits. The ratio is not a precise mea
sure of capital strength, but relates only the contri
bution of owners' funds and depositors' funds to the 
total bank capital. In other words, it is a «source of 
funds» comparison and only an indirect measure of 
capital strength. When a bank increases «other» lia
bilities rather than deposits-i.e., when the claims of the 
Bank of Greece rise rapidly or «other» liabilities of 

1. «The Adequacy of a Bank's Capital Funds» Research 
Council, American Bankers Association (New York, October 
1954), p. 5, quoted in Roger A. Lyon, Investment Portfolio 
Management in the Commercial Bank, (New Jersey 1960) p. 34. 

2. See R. A. Lyon, op. cit. pp. 32 - 62. 
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commercial banks increase1 - the ratio of capital funds 
to deposits may not truly represent the bank's ability 
to absorb losses or to permit adequate banking oper
ations. In the United States and other Western countries, 
bank closings have occurred even when there was no 
loss to depositors. In such cases, public confidence is 
destroyed and widespread deposit withdrawals 
may follow. 

TABLE X I - 5 

Capital1 of Commercial Banks as related 
to Risk Assets2 and Deposits 

End of Year Capital/Risk Capital/ 

1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Assets 

11.3 
10.9 
9.9 
11.4 
9.8 
8.4 
8.1 
6.9 
6.9 
6.9 
7.0 

Deposits 

23.2 
15.0 
11.5 
14.0 
9.9 
8.0 
6.4 
6.4 
5.9 
6.0 
6.4 

1. Includes share capital plus retained profits. 
2. Includes all credits plus securities holdings. 

Table]XI-5 shows*that, for the commercial banking 
system as a whole, the ratios of capital to both risk 
assets and deposits have been declining. Their present 

1. «Other» liabilities of commercial banks rose from 875 
million drs. in 1956 to 5,468 million in 1963. 
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level must be considered quite unsatisfactory. With 
regard to assets, the low liquidity of private securities, 
which account for about 90 per cent of bank's secu
rities holdings, as well as the low quality of the ma
jority of loans and government insurance, all make 
the situation very dangerous. Similarly, the fact that 
the greater proportion, (about 65 per cent), of deposits 
is in savings accounts, withdrawable on demand, renders 
the Greek commercial banks quite vulnerable to 
unexpected monetary and financial developments. 

The low ratios of capital to the other sources from 
which commercial banks acquired their assets over 
the past few years, have caused some uneasy feelings 
among the members of the Currency Committee and 
have led to legislative action. In view of the fact that 
the banks started acquiring long-term loan assets 
after 1958, LD 1961 was passed, whereby commercial 
banks which have deposits in excess of 500 million 
drs. must increase their share capital if their capital/ 
deposits ratio is below 7 per cent. In fact, both large 
banks announced new issues in 1963, to the amount 
of about 500 million drs. 

The increase in bank capital may be considered as 
safeguarding the interests of depositors. However, 
from the standpoint of its importance to the capital 
market proper, it may also induce financial in
vestors to place part of their current savings in financial 
shares. It is very possible that some of the investors 
in new bank shares will use part of their savings de
posits in these banks to buy the shares. However, 
there is a good possiblity that, because of the publicity 
and the higher yields on bank shares in the past, some 
new investors will come into the market. As was in
dicated in Chapter IX, the prices of bank shares have 
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risen tremendously since 1957, while the turnover of 
stocks is also the highest observed in recent years on 
the Athens Stock Exchange. In addition, the largest 
five banks have consistently paid dividends during 
the past few years. 

It is also worthy noting that the percentage contribu
tion of bank share transactions in the total share 
transactions on the Athens Stock Exchange since 
1957, has remained high. In 1957 the bank shares 
accounted for 57.4 per cent of total transactions; in 
1960, 54.2 per cent; in 1961, 52.4 per cent; in 1962, 
68.8 per cent and, in 1963, 59.7 per cent. This evi
dence shows that investors in Greece continued to favour 
bank shares, which are more apt to produce capital 
gains than capital losses, among other types of se
curities. 

We thus see that the increase in the banks' share 
capital, intended to strengthen the protection of depo
sitors, will undoubtedly also exert an influence upon the 
securities market. There is, however, an important 
reservation stemming from the duopolistic character 
of the banking system, which in many lines we have 
found guilty of undesirable behavior in the securities 
market. Some intelligent investors will refrain from 
subscribing to new bank shares. In other words, it is 
almost certain that the newly issued bank shares will 
be bought by some people - but not necessarily the 
right ones! In any case, however, the banks cannot 
help but contribute to the development of the capital 
market. 
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CHAPTER XII 

SPECIALIZED PRIVATE FINANCIAL 

INSTITUTIONS 

As mentioned in preceding chapters, an important 
factor in the accumulation of private liquid assets in 
the form of savings and time deposits, has been the low 
degree of competition within the private long-term 
financial market. In this chapter we shall discuss brief
ly the existing institutions and offer some recommen
dations for correcting the situation. 

A. Insurance Companies. 

While in other developed countries insurance com
panies, particularly life insurance firms, play a great 
role in increasing the volume and changing the com
position of private savings, in Greece their role has 
been negligible. This weakness is due to the structure 
of this industry and the general economic backward
ness of the country. 

There are 46 insurance companies owned by Greek 
nationals, plus 65 foreign insurance agents and an 
insurance branch of the Agricultural Bank. Table 
XII-1 shows that about 70 per cent of total assets 
are controlled by 6 companies; the remaining firms are 
of little significance. 
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Size of 

Asset Size 
(Lower limit) 
(thousand drs) 

0,000 
5,000 

10,000 
15,000 

100,000 

T o t a l 

TABLE XII - 1 

Insurance Companies (end < 

Number of 
Companies 

27 
4 
9 
4 
2 

46 

if 1959) 

Assets (thousand drs.) 
Amount % of total 

insurance Assets 

72,656 
29,447 

110,315 
156,298 
299,349 

668,065 

10.9 
4.4 

16.5 
23.4 
44.8 

100.0 

S o u r c e : Balance sheet analysis by the author. 

The large concentratj on in this field may also be 
seen from the number of shareholders owning the two 
largest companies: the «Ethniki» Insurance Company 
had, in Dec. 1960, only 198 owners, while the «Astir 
Go. Inc.» had 58. Both these institutions are affiliated 
with the two largest banks - The National Bank and 
the Commercial Bank. 

Table XI1-2 presents the distribution of net insur
ance reserves among different companies and confirms 
the point that the greater bulk of insurance business 
is done by companies controlled by the commercial 
banks. 

For detailed information on the distribution of 
insurance policies, by type of risks and institution, see 
table XII-3 below. 

From the tables we see that the insurance market 
in Greece is controlled by the two largest commercial 
banks. As a result, the growth of these institutions is 
self-impeded by not being competitive. Immediately 
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after World War II, although prohibited by legislation, 
(L 4076/1931 and LD 259/1939), to engage in business 
outside main credit activities, the commercial banks 
began to exert strong pressure upon their clients to buy 
insurance policies from insurance companies controlled 
by them. This policy is indeed unfair competition, 
within the meaning of the Greek legislation on this 
subject;1 it amounts to «usury», since it involves in
surance commision in addition to the legal interest 
charges on loans. Due to the importance of this matter 
and its implications for the capital market per se, 
the government should take immediate measures to 
end this unhealthy situation and to confine the com
mercial banks to their main functions, so that a work
able competition could be created in the insurance 
sector. 

It is also important to realize that most non-bank-
controlled insurance companies in Greece are family-
held enterprises into which there is little flow of savings. 
From all Greek insurance firms only two companies 
have registered their shares on the Athens Stock 
Exchange - the Astir and Ethniki companies. 

Equally important is the investment policy of 
Greek insurance companies. Unpublished reports of 
the Bank of Greece indicate that these institutions 
invest about 40 per cent of their funds in loans to 
policy holders, 45 in real estate and only 15 per cent 
in securities. This portfolio composition may be part
ly explained by the inadequate volume and range of 
industrial and government securities, as well as by 
income differential and liquidity of the assets available 

1. This policy is similar to the «trying claims» made illegal in 
United States legislation. 
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in the Greek economy. However, insurance companies 
have responded quickly to every new profitable and 
marketable security floated on the market. We offer 
here statistics on the portfolio of the Aspis-Pronoia 
Insurance Company, the only one available at present, 
for the period 1957-1961. An amount of 1,232 thousand 
drs.was invested in every single issue of bonds issued by 
the Public Power Corporation and the government 
and in shares issued by the National Mortgage Bank in 
the year 1961. At the end of 1961, the acquisition value 
of all securities held by this company was around 1,790 
thousand drs. while their current market value was 
twice that amount. On the other hand, the average 
net profitability rate on own funds (equity plus re
serves) of the company was about 12.4 per cent for the 
period 1957-1961, as compared to 17.4 per cent aver
age rate of profits for the 44 domestic companies over 
the same period.1 

There should be no discouragement of the insurance 
market in Greece, either by government policies or by 
unfair competition from the commercial banks. The 
potential growth of insurance companies will produce 
external economies for the development of the other 
sectors of the capital market as well. As possible lines 
along which the government policy should be directed, 
we would mention the following: (a) that over-all in
surance and banking legislation should be amended so 
that new private insurance schemes may develop and 
commercial banks be confined to their proper sphere, 
(b) that there should be some sort of protective clauses, 
so that the purchasing power risk of insurance policies 
can be reduced or eliminated. For example, foreign 

A. E. Tamboura, op. cit p. 32 
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exchange and/or purchasing-power clauses might be 
granted to life insurance policy-holders, making such 
assets superior to other in investors' portfolio, (c) 
the industry itself must launch an overall programme 
for training personnel and specialists to enlarge the 
potential capacity of the market, (d) finally, the over
all financial-assets market must be widened and be
come well protected, in terms of risk and liquidity, so 
that insurance companies can diversify their port
folios for the interest of both their policy-holders and 
the capital market as a whole. 

B. Mortgage Banks. 

In Greece there are only two private institutions 
operating in the mortgage end of the capital market: 
(1) The Mortgage Bank, controlled by the National 
Bank and holding only 12 million drs of assets. Its 
lending activities have been very negligible over the 
entire post-war period, amounting only to about 16 
million drs. (2) The National Mortgage Bank, the only 
relatively large institutional mortgage lender in Greece, 
holding 3,551 million drs total assets as of December 
31, 1963. This institution is a private bank extending 
loans both to the housing sector as well as to industrial 
and various social welfare sectors. Over the entire 
period 1945-1963, the dwelling sector absorbed about 
1,350 million drs or 63 per cent of total loans granted 
by the National Mortgage Bank. Industry received 
169 million drs, and all other sectors received 482 
million drs, accounting for 15 and 22 per cent, respec
tively, of the total. 

Out of its own availabilities the bank loaned only 
about 305 million drs, of which 167 million drs. were 
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channelled into the dwellings sector, representing only 
about 12 per cent of total funds used, by the Bank, to 
finance housing needs from all sources. Total loans to 
other sectors amounted to 1,066 million drs, of which 
only 137 million (or 17.13 per cent) were derived from 
own availabilities of the bank. Thus over the period under 
review, the bulk of mortgage loans granted by this 
institution was derived from other sources such as 
the Bank of Greece's funds and Public funds. This 
limited own financial capacity of the National Mort
gage Bank was due to the lack of time-deposits-schemes 
and a reluctance to issue mortgage bonds to mobilize 
private voluntary savings. Time deposits with the Bank 
increased by 76 million drs. over the period 1958-1962, 
while total deposits increased only by 200 million. 
Moreover, there have been no new issues of mortgage 
bonds since the pre-war period. 

In addition to these private institutions, there exist 
the following government agencies extending credits 
to the housing sector: the Postal Savings Banks, 
which granted 697 million drs for housing loans to public 
employees over the period 1953-1962;1 the Consigna
tion and Loans Fund, which allocated 247 million 
drs, over the period 1953-1962; and the Bank of Greece, 
granting loans to its employees in limited amounts, 
reaching the level of 125 million drs over the period 
1954-1962. The construction of houses is also financed 
partly by other public sources, such as the Ministries 
of Labour, Finance, Defence, Health and Social Wel
fare and Public Works, through their special organi
zations, established for the purpose of designing and 
implementing housing construction for particular cat-

1. Supplied by the Postal Savings Bank. 
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egories of workers and government employees. Public 
loans of all sorts covered 2,150 million drs., or 
about 6 per cent of the total funds used to finance 
gross private investment in construction, (amounting 
to about 39 billion drs, over the period 1952-1962 or 
about 45 per cent of gross fixed private investment). 
In view of the great importance attached to invest
ment in housing by the Greek population, one wonders 
how the housing industry is financed without re
sorting to the capital market and with so little institu
tional and public finance. 

A report prepared by Mr. J. Grain in 1955, on 
behalf of the National Mortgage Bank, states that the 
bulk of private housing construction is financed by 
non-institutional personal savings hoarded over many 
years.1 It seems that in the housing sector a personal 
market has emerged taking the place of the capital 
market and institutional finance. This market works 
as follows: the financing of lots or sites within in
habited areas, especially in large towns, takes place by 
exchange arrangements between construction companies 
and owners of the site, the latter agreeing to permit 
the erection of an apartment house in exchange for 
one or more potentially finished apartments, depending 
upon the value of the site. Then, the construction is 
financed by selling the remaining potential housing 
units or apartments to third parties against an agreed 
down payment. 

In addition to domestic sources of funds made 
available to the housing sector, a considerable flow of 

1. J. Grain The National Housing of Greece (Athens: National 
Mortgage Bank, 1955). See also B.P. Jenks, The Greek Housing 
Situation (Athens 1957), p. 45. 
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funds comes from Greeks residing abroad, particularly 
in Africa and America. This flow was especially large 
in the last 8-10 years. The Bank of Greece's statistics 
indicate that in the period 1957-1959 about 20-25 
per cent of new housing units were financed by Greeks 
from abroad.1 

In conclusion, the personal market seems to account 
partly for the low institutional activity in the mort
gage end of the capital market. Both the supply and 
demand for funds within the capital market proper, 
are impeded from functioning efficiently because of 
these non-institutional methods of finance. This situ
ation suggests the desirability of changes in both 
the policy of the government and of the existing private 
mortgage institutions. 

We would recommend the following changes in 
government policy for the mortgage market: 

(a) All existing government agencies providing mort
gage finance and related services must be reconstituted 
into one single organisation. Firstly, only under a uniform 
system of planning, coordination, financing and imple
mentation can there be a rational and efficient housing 
policy. Second, economies of scale will follow from 
such a uniform and single system. Third, the sui-
generis character of legal procedures and requirements 
in financing construction, calls for the creation of a 
single public institution to handle such matters and, 
last, all successfully developed economies have relied 
upon a single agency for planning, coordinating and 
implementing housing construction financed by 
public funds. 

1. Bank of Greece, EUinike Oikonomia to Etos 1959 (Athens 
1960), p. 131. 
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The capital of the agency could come from the 
individual agencies, which are presently under the 
supervision of the various ministries. If further needs 
arose, mortgage bonds could be floated on the market, 
which would also add to the development of the se
curities market. 

(b) The law covering mortgage contracts and invest
ments should be revised and there should be tax in
centives conducive to both the greater mobilisation of 
funds within the private mortgage financial institutions 
and also to the growth of new mortgage companies. 
The market requires a greater degree of competition 
induced by new institutions, as well as better and more 
efficient operation of the existing ones. 

The new mortgage companies suggested could use 
the form of «capitalization» common in Latin Ameri
can countries, whereby funds are derived mainly from 
regular savings deposits with terms ranging from 5 to 
30 years.1 Upon maturity of the contract and provided 
the contractual deposits have been made, the contract 
holder is entitled to receive his accumulated savings 
plus interest. An attractive additional characteristic 
of this savings plan is a lottery feature, which offers 
the opportunity of realising the face value of the savings 
contract before maturity. An additional incentive in
corporated in this savings medium is the frequent 
commitments on the part of the bank to make the 
mortgage loan to the contract holder, after a certain 
number of payments have been made. 

The potential growth of such institutions in Greece 

1. Walter J. Sedwitz, «Private Long-term Financing Institu
tions in Latin America». Unpublished Report submitted to the 
Federal Reserve Bank of New York, Foreign Research Division 
Jan. 16, 1958, p. 7 : kindly made available to this writer. 
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will, of course, depend upon the courage and initiative 
of the Greek Government, for the opposition of ex
isting banks will be tremendous. Nevertheless, it is time 
to realize that new, long-term, private financial insti
tutions are necessary in this country. The institutions 
recommended here stand, in a sense, midway between 
an ordinary savings bank, receiving deposits in varying 
amounts without any contractual obligations on the 
part of the savers and at fixed interest on the amount 
deposited and a mortgage bank, financing its operations 
mainly by the issue of mortgage bonds or certificates. For 
the development of these institutions, the economic and 
institutional environment of Greece is quite encourag
ing, i.e., the relatively high propensity to save and the 
strong gambling instinct of Greek people, as well as 
their unfamiliarity with investment in securities. 

As regards the possible high cost of savings and 
high demand for mortgage loans, which might make 
their availabilities fall short of the demand for funds, 
these banks may, under certain conditions, cooperate 
with life insurance companies or other mortgage banks 
of the genuine type. In addition, priority lists of 
mortgage loans could be formed. Finally, the existing 
mortgage banks must find alternative sources of funds 
and discover new deposit schemes for mobilising funds 
for mortgages, or securities backed by mortgages. 

G. Private Investment Banks. 

Another important financial institution missing in 
Greece is that of the private investment bank, which 
represents the leading institution in the capital mar
kets of developed economies. It was only in 1963 that 
the private financial groups of the country, induced 
by foreign interests recognized the significant role that 
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such institutions could play in the economic develop
ment of Greece. 

Early in 1963 the Commercial Bank established the 
so-called Investment Bank in the form of a Société 
Anonyme with 50 million drs of initial capital, of which 
76 per cent is held by the Commercial and Ionian Bank 
interests, 5.97 per cent by the Bank of America, 4.19 
by the Comptoir Nationale (Paris), 2.98 by Banca Na
zionale del Lavoro and the remainder by various small 
foreign banks. In May 1964, although the operations of 
the bank have not even properly commenced, the mana
gement of the company is planning an increase of the 
initial capital by an amount of 100 million drs, one 
fifth of which is to be publicly subscribed on terms not 
yet known and the remainder by the Commercial 
Bank and foreign banks. 

In December 1963 the National Bank established 
the National Investment Bank in the form of a Société 
Anonyme, with initial capital of 180 million drs. Of 
this, 60 per cent is held by the National Bank, 8.34 
by Chase International, 6.59 by Mediobanca, 6.59 by 
the Deutsche Bank, 5 by the Manufacturers Trust Co., 
and the remaining 13 per cent by other small foreign 
bank interests. 

Both banks fundamentally have the same objectives: 
(a) to grant medium and long-term loans to industrial 
firms, (b) to provide technical and managerial assis
tance to the enterprises financed by the banks and 
(c) to contribute towards the development of the cap
ital market by underwriting and purchasing bonds 
and shares of newly formed or existing firms and sub
sequently marketing the securities so acquired. 

The establishment of two independent Investment 
Banks has been severely criticised by both govern-
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mental and financial circles. There was much compe
tition over who should establish an investment bank 
in Greece and both the government and foreign 
interests have tried to convince the two large com
mercial banks of the country to combine their financial 
and managerial resources for the founding of one 
investment institution. The interest Of the Greek 
government in power, at the time of negotiations for 
combining the two banks,stemmed from political rather 
than economic considerations; these considerations 
favoured the Andreades family, which controls the 
Commercial Bank. There were indications that this 
group was seeking a way to step into the long-term 
end of the financial market, by using the long experience 
and managerial skills of the National Bank. The fact 
that the Investment Bank, established in April 1963 
by the Andreades group has, for over a year now, been 
quite inactive and poorly managed supports this sus
picion. On the other hand, the National Investment 
Bank, started about nine months later, has been 
better organized and well-managed. 

Another argument favouring the combining of the 
investment banks has been raised by the foreign par
ticipants, based on the fear that, for a few years 
at least, the profitability rate will be low, as the banks 
individually lack adequate loan resources to support 
their share capital. 

It is the main thesis of this book that competition 
in the financial market leads both to a greater mobi
lization and better allocation of funds in an economy. 
Thus, the creation of two competitive investment 
banks in Greece, at least in a Schumpeterian sense, 
would be expected to prove more useful in the long 
run at this end of the market. The present financial 

217 



breadth of the capital market, coupled with the expect
ed greater demand for development financing, fully 
justifies the operation of two long-term financial 
private institutions. The excess of savings overinvest
ment in the private sector throughout the period 1955-
1962 and the low inducement to invest may be due to 
lack of competition in the financial market. We favour, 
therefore, the retaining of two independent invest
ment banks, in the hope that in the long-run they will 
lead to greater allocational and operating efficiency 
of the capital market. 

The real defect, however, of these banks is the 
degree of control exercised by the National and Com
mercial banks, which respectively, own 60 per cent and 
76 per cent of the initial capital of the two investment 
companies. Under these conditions the two investment 
banks will naturally, follow policies directed by the 
two great financial groups of the country: This is far 
from what the capital market needs today. 

The above defect has already led to conflict among 
the founders of the National Investment Bank; the 
participating foreign investors demanded and received 
a veto over all important decisions, even though they 
are in the minority. Clearly, the ownership of both 
banks should be redistributed so that the National and 
Commercial bank become minority srockholders. To 
achieve this we recommend the following alternative 
methods: (a) the present majority stockholders must 
sell on the market at least 30 per cent of their total 
shares to new institutional and non-institutional in
vestors. These shares may partly be sold to foreign 
banks participating in the investment banks as well, 
(b) Consideration should also be given to selling new 
shares exclusively to new share-holders, whether Greek 
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or foreign, until the two large commercial banks^be-
come minority stockholders. 

The second method would also tend to correct 
another fundamental defect of the newly established 
investment banks - namely, the small volume of initial 
share capital (about 7.6 million dollars alltogether). In 
view of the large amounts of capital required for estab
lishing new industrial enterprises or expanding old 
ones, the present capital availabilities of the two invest
ment banks cannot be allocated with the degree of 
loans diversification required in the banking business. 
Moreover, small savers will be reluctant about en
trusting their funds to these small banking institutions, 
either in the form of securities or time deposits. Thus, 
the selling of new shares will tend to widen the stock 
market and simultaneously increase the financial ca
pacity of the two investment banks. Enlarging own 
capital, the investment banks will also be able to place 
their own bonds on the market to collect more out
side capital. In this connection, consideration must 
also be given to some sort of government guarantee 
or special clauses on these bonds, (such as purchasing 
power and foreign exchange clauses), granted by the 
large international and domestic banks holding shares 
in the two investment companies. Such special terms 
will make bond financing very attractive and will 
tend to reduce the rate of interest below commercial 
rates, thus increasing the profit possibilities for the 
shareholders of the banks. 

Finally, some reservations must be made concerning 
the real intent of the two investment banks in acquiring 
securities of industrial firms and then marketing them 
on the Stock Exchange. Because of the affiliation of 
these banks with the large domestic commercial banks 
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the acquisition of securities may be used primarily 
for control purposes rather than investment purposes. 
Such a possibility must be ruled out by statutory 
provision. The marketability of securities in the banks' 
portfolios may be increased, inter alia, by making 
information about the securities market and industry 
available in general to investors, through periodic 
reports, prospectuses and industry studies. New shares 
of well-established corporations, purchased by the 
investment banks over a short period, can easily be 
marketed on the stock exchange and sold to new in
vestors, thereby enlarging the ownership of these firms. 

The newly established financial institutions may, 
in brief, act as catalytic devices in the Greek economy 
if, (a) they apply a rational financial policy with re
spect to the type and terms of finance provided to 
the industrial firms and, (b) provide technical and 
managerial assistance to the firms requiring such 
assistance. Those firms, which owe their small size to 
the limited availability of capital, must be supplied 
with cheap and flexible finance namely, equity finance 
and bonded debt secured from the open market through 
the assistance of the said banks. Moreover, whenever 
possibilities exist for a reduction of costs through 
mergers, (provided that the monopoly risk involved in 
mergers does not outweigh the gains for the economy as 
a whole), the investment banks should assist such 
mergers both in terms of extra financial support and 
of technical assistance. Under these conditions certain 
small firms may be expected to grow larger and be
come more efficient; and certain other small enter
prises may be absorbed into large ones, making com
petition within the industrial sector more workable. 
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C H A P T E R X I I I 

PUBLIC FINANCIAL INSTITUTIONS 

The lack of efficient and competitive long-term 
financial institutions in the private sector forced the 
government, as early as 1954, to establish its own in
stitutions so as to allocate existing public funds. 
The failure of an efficient allocation of long-term credit 
from various forms of American Aid and domestic 
sources during 1948-1954 and the need for re-equip
ment, modernization, extension and reorganization 
of entire industries called for the establishment of such 
institutions. In this chapter we shall discuss, in chro
nological order, these new official financial institutions. 
In addition, the Central Bank's activities will be dealt 
with. 

A. Economic Development Financing 
Organization, (EDFO). 

An agreement between the Government of Greece, 
the Bank of Greece and the U.S. Operations Mission 
to Greece (USOM), ratified by the Greek Parliament 
on August 26, 1954, (L.D. 2970/8/26/30/1954), led 
to the establishment of EDFO, charged with the fol
lowing responsibilities: (a) to collect an amount of 
$78.5 million of frozen credits granted between 1948 
and mid-1954 by the American Mission for Aid to 
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Greece (AMAG) and its successor, the Central Loan 
Committee (CLC), (b) to grant medium and long-term 
loans to industry, agriculture, fisheries, mines, nav
igation, transportation and tourism. Such loans were 
issued up to 1957 with a bank guarantee1 and approved 
by the Currency Committee, upon the recommendation 
of the Minister of Coordination and the Director of 
U.S.O.M. (c) The Act of Establishment also provided 
for participation in private or public business units, 
in the form of preferred stock. 

LD 3222/57, amended the Act of Establishment and 
EDFO was authorised, (d) to grant loans without a 
bank guarantee, (e) to issue guarantees to foreign 
suppliers, covering the procurement of investment goods 
to Greek firms on a credit basis, (f) to provide guarantees 
which cover the foreign financing of Greek firms, in 
accordance with LD 2687/1953 re: «Investment and 
protection of Foreign Capital» and (g) to act in Greece 
as agent of foreign financial organisations and to offer 
its services to them when they are prepared to finance 
productive enterprises in Greece, either directly or 
indirectly. 

In short, EDFO's main activity was to provide 
old and new Greek firms with capital on reasonable 
terms and to promote a flow of foreign capital by 
providing a point of contact with capital markets in 
the western industrialised countries. 

The authorised capital of the corporation at the 
time it was established was nearly $78.5 million, 
representing claims arising from loans granted by 

1. EDFO had also the right to grant loans directly without 
Bank guarantee, especially to agriculture and other development 
projects and low-cost housing. 
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AMAG and CLC out of American aid funds. Thus, 
private investors did not participate in EDFO's cap
ital structure, although its charter permitted issuing 
bonds and borrowing from local and foreign organi
zations. 

In addition to the above sources, an amount of 
S 10 million was transferred to EDFO in 1957 from the 
American Aid program. Also, early in 1959, EDFO 
was granted a 20-year, 4 per cent loan of $ 3 million 
by the Greek Government under the Public Investment 
Program. This addition to loanable funds was derived 
from counterpart funds to be employed in financing 
construction or modernization of hotels. Reviewing 
EDFO's operations since 1954, we observe the fol
lowing: 

(1) Collection of AMAG-CLC loans. At the time of 
incorporation, EDFO had to administer a collection 
of 778 loans, amounting to about 78 million dollars. 
About 2/3 of this amount was due from various in
dustrial firms with very uncertain capacity to repay 
the loans. The rest was due from agriculture, fish
ing and public utilities. The duration of these loans 
varied from 5 to 20 years and the repayment was to 
be effected in semi-annual amortization installments. 

The lack of programming in granting the loans 
made their collection very difficult. It is to the credit 
of EDFO, however, that receipts from the repayment 
of the above loans increased rapidly after 1954. 

The upward trend observed in repayments, (see 
table XIII - 1 next page), rising from 59.4 per cent in 
1954 to 86.1 in 1963, may partly have been due to par
ticular efforts of EDFO to foster the economic posi
tion of the enterprises in question. 

In short, the above statistics indicate that EDFO 
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Year 

1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

TABLE 

Progressive Surru 

Payments 
Due 

29,926 
29,941 
35,783 
42,960 
48,474 
53,658 
57,178 
60,302 
66,268 
72,749 

X I I I - 1 

ι of Collections 

Amount % 
Collected 

17,797 
22,854 
27,855 
33,060 
37,245 
41,794 
47,324 
51,990 
58,211 
62,621 

(million drs.) 

collected 

59.4 
76.3 
77.8 
76.9 
76.8 
77.8 
82.7 
86.2 
87.6 
86.1 

S o u r c e : ^Report of Activities up to Dec. 31, 196h EDFO. 
(Athens, 1962), p. 22 and Report for 1963. 

has satisfactorily administered the AMAG-CLG loans, 
despite the nation-wide diffusion of such credits and 
the uncertain credit-standing of the borrowers. Some 
of these loans had been granted by AMAG and CLC 
in a climate of desperate effort to rehabilitate the Greek 
economy after 1948. Consequently, no objective cri
teria of priorities and/or credit worthiness could be 
easily applied. Most of the loans were granted to people 
with low entrepreneurial talent and to sectors with 
much seasonal uncretainty-e.g., olive-oil mills, fishing, 
tourism, etc. In addition, the foreign exchange rate 
adjustments over the period led to some bankruptcies 
because of an unfair increase of outstanding loan 
liabilities of borrowers, through the foreign exchange 
clause on such loans. 

The administration of AMAG-CLG funds still con-
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stitutes a thorny problem for this organization and 
absorbs much of its operating capacity. This task 
requires a considerable amount of EDFO's man-power, 
particularly because, (1) the maturity composition of 
these loans tends to retain a large number of borrowers 
and (2) the procedures involved in liquidating the 
properties is burdensome and time-consuming. It is 
recommended here that at least part of the oustanding 
loans be converted into equity capital transferred to 
EDFO for eventual sale on the market. The oustanding 
old AMAG-CLC loans were proportionately too small 
to further justify the cost and time consumed by 
their administration. 

(2) EDFCPc Long-Term Credits. As mentioned in 
Chapters V and XI, up to 1957 capital formation in 
Greece took place either through self-financing or re
volving-credit schemes of commercial banks or long-
term loans out of American Aid funds. In particular, 
in the 1954-1957 period, the only long-term capital 
funds available were the funds of EDFO.1 In the sub
sequent years, EDFO's resources still represented an 
important source of risk capital, despite the emergence 
of other competitive suppliers, such as Commercial 
Banks in 1957 and the Industrial Development Cor
poration in 1960. 

Table XI11-2 bellow shows that over the period 
1954- 1961 EDFO granted about $63 million to the 
private sector, of which $47 million was completely 
absorbed and the remaining $16 million was allotted 
to projects not yet completed. 

Table XI11-2 also shows that about $18 million 
or 28 per cent of total funds allocated since 1954 was 

1. EDFO's report for the year 1962, pp. 27-28. 
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TABLE X I I I - ί 

Allocation of EDFO's Loans by Activity, 
(1954-1961) 

(thousand $) 

Completed Projects % of 
Activity Projects to be Total Total 

completed. 

Primary Production 9,293 — 9,293 14.6 
Mines and Quarries 17,764 — 17,764 27.9 
Agricultural Industries . 3,590 100 3,690 6.2 
Other Industries 7,418 — 7,418 11.6 
Hotels 5,742 8,720 14,462 22.7 
Transportation 2,997 61 3,058 4.8 
Other 2791 7,423* 7,702 12.1 

T o t a l 47,083 16,304 63,387 100.0 

1. Construction of pavilions at the Salonika International 
Fair. 

2. Loans to miscellaneous manufacturing firms. 

absorbed by mining activities. Of the $18 million, 

almost all went to two firms: (1) the Ptolemais Lignite 

Co, originally owned byGertsos Co, and later transferred 

to the Bodosakis group and then to the Public Power 

Corporation and, (2) Larimna Project (Nickel Mines), 

also a Bodosakis business firm. Both these projects 

have serious weaknesses in marketing capabilities and 

internal organization. A considerable portion of EDFO's 

funds was thus invested in outlets with high risk. 

Table X I I I - 2 shows further t h a t the tourist in

dustry absorbed about $14.5 million or 23 per cent 

of total loans granted over the period in question. 

Primary production and agricultural industries received 

about $13 million, representing 20.4 per cent of 

total EDFO's loans. 
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Finally, the manufacturing sector, which by all 
standards seems to be the most developmental sector 
as well as the sector which most needs more capital, 
has absorbed only about $7.4 million or 11.6 per 
cent of the total funds allocated. Of this, more than 
50 per cent went to large textile and cement firms, 
which could have been financed through the new 
issue market, especially after 1955-1956. Similarly, 
capital funds allocated among transportation concerns, 
were not widely diversified - 43 per cent of total 
transportation loans wras granted to a single private 
railways company controlled by the second large com
mercial bank of Greece. 

In short, EDFO's long-term Joans have been con
centrated upon relatively few projects, with high 
capital - output ratio, determined in most cases by 
political rather than economic considerations. 

(3) Terms of Lending. EDFO has offered the most 
attractive loan terms available in Greece. It set its loan 
charges to cover administrative expenses and the cost 
of borrowed funds, plus a margin for reserves. 

The nominal interest rates charged by EDFO range 
from 2.5 per cent to 7.0 per cent annually, depending 
upon the riskiness of the venture and the activity 
financed by it. Its loans to the Agricultural Bank 
were charged at a rate of 2 % per cent. This money, 
however, is reloaned at a rate of 6 or 7 per cent de
pending upon the type of borrower. The National 
Mortgage Bank receives funds from EDFO at a rate of 5 
per cent and reloans them at 8 per cent per annum. 

The above nominal rates are very favourable, in 
comparison to those usually charged for long-term 
capital in Greece. The nominal rates for instance, 
charged by commercial banks on long-term loans 
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after 1959, amount to about 8 per cent annually, in
cluding commission. However, the effective loan rates 
are much higher, varying according to maturity and 
risk of investment. In addition, the bond rates in some 
years were much higher than the nominal rates charged 
by EDFO. 

The majority of direct loans granted by EDFO have 
been guaranteed by the two largest commercial banks 
of the country according to the stipulations of the ini
tial act.1 The authorised commercial banks act as 
intermediary underwriters and distributors of EDFO's 
loans. The main explanation of such bank mediation 
in loan operations of EDFO has been that a new fi
nancial institution such as EDFO, unlike the commercial 
banks, lacks long experience and skilled personnel to 
investigate the borrowers' credit standing and to assume 
responsibility for supervising the uses of funds. 

Such bank supervision and guaranteeing of EDFO's 
loans, however, has been very costly to EDFO. 
Thus, under the present arrangements it is amazing 
to see that EDFO, over the period 1954-1961, paid an 
amount of $3,219 thousand for commission fees to 
banks authorised to grant guarantees or supervise 
the old AMAG-CLG loans, as well as EDFO's new 
long-term credits. This amount represents 61.6 per 
cent of EDFO's operating expenses while its admin
istrative expenses amount only to $1,820 thousand 
or 34.8 per cent of total expenses.2 

We present below the commissions received by the 

1. Prior to 1958, all loans made by EDFO were guaranteed 
by Banks, while since that time a few loans, especially those to 
the Agricultural Bank have carried no such guarantee. 

2. «Report of Activities up to 1961%, p. 31. 
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National Bank of Greece on EDFO's guaranteed or 
supervised AMAG-CLC loans. 

TABLE X I I I - 3 

Commission Received from EDFO by National Bank of Greece 

(In U.S. 8) 

Year 

1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 

T o t a l . . . 

On 
Guaranteed 

Loans 

— 
8,700 

64,503 
84,888 

102,549 . 
117,424 
159,938 
180,066 

. 718,068 

On 
Non-

Guaranteed 
Loans 

(CLG Loans) 

29,244 
41,989 
40,881 
39,013 
40,984 
35,868 
37,570 
34,957 

300,506 

Total 

29,244 
50,690 

105,384 
123,901 
143,534 
153,292 
197,508 
215,024 

1,018,577 

S o u r c e : National Bank of Greece, Research Department. 

The above figures reveal that about 1/3 of total 
commission paid by EDFO on old and new loans went 
to one single bank, among the four other banks 
authorised to handle loan supervision or loan guarantees. 
Secondly, about 1/3 of the commission paid is in terms of 
fees paid for loan investigations performed on behalf of 
AMAG-CLC prior to 1954. Our information from various 
sources put this service fee at around 1.23 per cent 
annually on the U.S. dollar value of outstanding loan 
balances which are regularly serviced. Fees are included 
in the interest charged on borrowed funds. In addition 
to the fact that this commission rate raises the cost 
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of capital to borrowers, these fees tend to reduce EDFO's 
net income, thus indirectly preventing any improve
ment in the qualifications of EDFO's personnel. Further
more, a large amount of investigative and supervisory 
work on guaranteed loan projects is carried out by 
EDFO itself, supplementing that being carried out by 
the banks. At any rate, the guarantees lose their force 
in the light of the very low ratio of equity capital/ 
risky assets of Commercial banks. In addition, to 
avoid defaults and prevent foreclosures, EDFO has, 
in a number of cases made concessions to borrowers 
and has never invoked its privileges under bank 
guarantees. Thus far, because of EDFO's willingness to 
grant temporary extensions, no defaults on guaranteed 
loans have occurred.1 

Furthermore, a good portion of total fees payable 
to Banks represent service fees for loan investigations 
performed on behalf of GLC prior to EDFO's establish
ment. Much of AMAG-CLC loan maturities have been 
extended well beyond the period when further extension 
is either rational or economical. 

4. EDFO's Influence on the Capital Market. EDFO's 
availabilities and low cost of lending have hindered 
the growth of the capital market, for funds were easily 
made available to firms which otherwise would have 
resorted to the securities market for long-term financ
ing. Secondly, the interest rate differential applied 
by EDFO has favoured those sectors in the economy 
which either had no great need for long-term capital 
or could attract capital on account of their own rate 
of profitability. For instance, EDFO's «subsidies» to 

1. See, Willian G. Ladd, Report on the Operations and Orga
nization of EDFO, (Athens, May 1960) p. 31. 
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the][Agricultural Bank and National Mortgage Bank 
should be seriously questioned. Although agricultural 
projects and low cost housing are quite desirable in 
Greece, one must question whether the financing of 
these sectors should fall within the operations of an 
institution such as EDFO, charged mainly with the 
financing of the industrial sector. Both the Agricultural 
Bank and National Mortgage Bank should have been 
reconstituted so they could themselves have mobilised 
voluntary savings to finance their own respective 
sectors, while development banks such as EDFO 
should have confined their operations and lending 
activities within the bounds of industrial undertakings. 

B. Industrial Development Corporation (IDC)· 

Another semi-public independent institution in the 
form of a Société Anonyme was created in 1960 with ini
tial capital of $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 group, 10 per cent; the 
remaining 1 per cent among various small private 
corporations and individuals. 

The main objectives of IDC, statutorily, are as 
follows: 

«(a) To establish singly or in association with other 
legal or natural persons, industrial or mining 
public or private limited companies; 

(b) To participate in existing such companies for 
the purpose of extending their activities or 
modernizing the same, by covering either the 
whole or part of any increase in their share 
capital; 
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(c) To prepare plans and programs, as well as 
to provide technical and financial assistance 
for the establishment and organization of the 
companies in which the Company participates 
or for any other enterprise which contributes 
to the industrial development of Greece; 

(d) To train specialised scientific and technical 
personnel for furthering the above objects».1 

Since its establishment this institution has not 
contributed substantially to Greece's economic develop
ment. It has invested only $3.5 million in 13 relatively 
small enterprises, inviting severe criticism on the 
grounds that it has not served as a substitute for 
lagging private initiative in Greece.2 It is not intended 
here to review IDG's operations in general; instead, 
we restrict our analysis to its contribution to the se
curities market. 

Articles 5 through 7 authorize the General Meeting 
of Shareholders of IDG to increase the share capital 
up to a maximum of four times the amount of the 
original share capital. Any new issues should, accor
ding to the charter of IDG, be distributed in pre
ference to the existing shareholders in proportion to 
their holdings. All shares of IDC are registered and 
their transfer to aliens is prohibited. The consent of 
the Currency Committe is required for the transfer 
of shares owned by a corporation. In addition, IDC 
is authorised, by a resolution of the Board of Directors, 

1. Italics supplied by this writer. 
2. See «Enormous Deficit in Private Investments» (in Greek); 

in the newspaper Eleftheria, 13 July, 1962. 
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to issue bearer bonds in accordance with the provisions 
of Article 4 of LD 4014/1959. 

Thus far, no increase in IDC's share capital has 
taken place, nor have bonds been issued. Furthermore, 
IDC's shareholders have not transferred any of their 
participation shares to third parties through the open 
market. 

C. Recommendations. 

Clearly the main problem in the long-term end of 
the financial market of Greece is the existence of an 
adequate supply of funds for development require
ments, coupled with a limited demand for capital and 
an inefficient transmitting mechanism in the capital 
market, all leading to inefficient use of resources in 
terms of national objectives. To reduce such inefficien
cies, we propose that the public end of the capital 
market be reorganized along the following lines: 

The two government controlled financial institu
tions, EDFO and IDC, should be combined into a new 
organization with three main objectives: (1) to follow 
new investment policies in the interest of promoting 
Greece's economic development, within the framework 
of the overall national plan. The new organization 
should be prepared to take greater risks, particularly 
in sectors where private initiative is lacking or hesitant. 
(2) The new organization, taking only general policy 
guidance from the government, must function in such 
a way as to promote the capital market of Greece by, 
(a) participating directly in industrial firms, (b) fi
nancing developmental projects by means of bonds, 
(c) underwriting the new issues of productive enter
prises, (d) issuing its own securities (shares and bonds) 
for the purpose of mobilizing savings, (e) participating 
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in the risks involved in approved long-term financing 
by private financial institutions, (f) rediscounting the 
long-term portfolio of other private financial institu
tions at its discretion and, (g) engaging in open-market 
portfolio policies, once its securities have become mar
ketable. (3) Lastly, the new organization should pre
pare plans and programs, as well as provide technical 
assistance, for companies financed by it and prepare 
the investment ground for foreign capital inflows. 

The legal form of the new organization should be 
that of a «Société Anonyme», with the general public 
owning part of the shares of the company. The potential 
conversion of EDFO and IDG into a new development 
bank, owned even partly by private individuals, will 
require that the directorate be selected on the basis 
of the shareholders' interests and not arbitrarily by 
the government. The need for an impartial financial 
program in terms of investment priorities in the con
text of balanced economic growth, calls for direct 
participation in the administration of EDFO-IDG's 
funds by the private sector. The private industrial 
sector should be given the opportunity to directly 
participate in the decisions of those responsible for the 
operations of the potentially largest institution in 
Greece, designed to provide long-term financing for 
development of the economy. 

Finally, the success of an investment bank such 
as the one proposed here, will depend upon its 
public relations. If the potential EDFO-IDG develop
ment bank is to accomplish its assigned role and, in 
particular, to foster a capital market, it is important 
to keep the Greek and foreign potential investors well-
informed on its operations, their significance, facilities 
available, etc. 
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D. Central Banking Capital Market Activities. 

The role of the Bank of Greece in the capital market 
is limited to its open-market operations, as an agency 
of the Government in managing the public debt and 
to its functions as adviser or direct participator in the 
governing bodies of various specialised Government 
financial institutions. 

(1) Managing Public Debt. As mentioned in Chapter 
IV, the Government began issuing long-term debt me
dia in 1954 and short-term issues four years later. 
According to various legislative decrees setting forth 
the provisions and terms of issue of government bonds, 
the Bank of Greece is responsible for public placement 
of the debt. All proceeds of new issues are deposited 
with the Bank of Greece and any withdrawals on the 
part of the government agencies take place according 
to the provisions of Law 2854/1954. The certificates 
are issued by the Bank of Greece according to special 
authorization granted to it by the Ministry of Finance. 

The Bank of Greece engages in open market oper
ations in order to support the outstanding debt whenever 
a new issue is contemplated; to prevent wide fluctuat
ions in the prices of old bonds, the Bank stands ready 
to purchase them at reasonable prices not very diffe
rent from the market prices. In this way the Bank 
makes a positive contribution to orderly conditions in 
the bond market. 

In addition to the placement of new issues, the 
Bank of Greece executes orders for securities transact
ions on the part of all legal entities of public law, whose 
funds are invested in government securities, up to 
15 per cent of the total. In many cases, however, the 
Bank accepts orders above this maximum. 
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Similarly, the Bank of Greece issues short-term 
securities on behalf of the government and allocates 
them among the financial institutions. Although the 
issue of short-term and long-term government securities 
takes place irregularly, depending upon the fiscal 
needs of the government, it is clear that the Bank of 
Greece exercises an important influence upon condi
tions prevailing in the securities market. In general, 
a purchase or liquidation of a given amount of short-
term government debt tends directly as well as in
directly to affect the course of interest rates. Directly, 
it affects the current short-term rates, while indirectly 
the central bank can affect the expected short-term 
rates, to the extent that its present policies are expect
ed to persist. The same applies of the Bank's activities 
in long-term open market operations depending, of 
course, upon the elasticity of supply of long-term se
curities. Any doubt as to the permanence of the central 
bank's policy would serve to insulate the effectiveness 
of current action on the long-term interest rate.1 

Another way in which the Bank of Greece may effect 
the demand and supply of long-term funds is via its 
arrangement of the maturity composition of public 
portfolios. By buying or selling long-term government 
bonds rather than Treasury Bills, it alters the term 
composition of private portfolios. Insofar as this 
policy causes a substitution of long-term securities 
for short-term in these portfolios, it may lead to substi-

1. For an excellent discussion of the effectiveness of open-
market operations upon the level and structure of interest rates, 
see Warren Smith, «Debt Management in the United States», Joint 
Economic Committee Congress of the U.S., Washington D.G., 
1960. 
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tution of short-term investments for long-term invest
ments and, if the short-term market provides no at
tractive opportunities, to holding more assets idle. 
This effect is equivalent to that of raising the long-term 
rate. 

(2) Participation in Specialised Financial Institutions. 
The Bank of Greece is presently represented on the 
Board of Directors of EDFO and IDC. The Bank has 
also one nominee on the Board of Directors of the Con
signment Deposits and .Loans Fund and on other finan
cial institutions of a public or semi-public nature. Apart 
from the statutory provision, which specifies that the 
Bank of Greece must be consulted before certain public 
utility corporations issue bonds to finance their work
ing or fixed capital requirements, the Bank's advice 
and assistance are generally sought by other public 
financial corporations in investing or allocating their 
own funds among alternative investments. The Bank 
is also empoweredj on behalf of the currency committee, 
to conduct inspections of life insurance companies as 
well as commercial banks and certain other special 
financial institutions. These inspections are primarily 
meant to assist in the maintenance of financial stability 
and the establishment of sound credit practices. 
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PART IV 

S U M M A R Y 





C H A P T E R XIV 

SUMMARY AND CONCLUSIONS 
AS TO POLICY 

The primary objective of this study has been an 
analysis of the financing of corporate enterprise, mainly 
through the interplay of capital market forces. In a 
sense, it is a flow-of-funds analysis in an economy which 
has low per capita real income and which has been 
thought to be characterized by a scarcity of capital. 

Our approach required an analysis of the aggregate 
availability of funds, on the one hand, and an investiga
tion of the distribution of savings (wealth) among alter
native financial assets, on the other hand. Furthermore, 
the flow of funds partly depends upon the efficiency of 
the transmitting mechanism, which consists of a complex 
set of institutional arrangements involving all aspects 
of economic development. In this chapter we will sum
marise what conclusions have emerged from this study 
and will outline what actions we feel are necessary to 
promote the capital market in Greece. 

A. The Availability of Capital. 

All available statistics have led us to argue against 
the general belief that the supply of capital in Greece 
has been inadequate. Thus, from 1952 to 1962, the do
mestic saving ratio increased rapidly, from 6.7 per cent 
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of GDP to 21.1 per cent, while the private saving ratio 
rose from 8.3 per cent of GDP to 17.7 per cent. The 
contribution of households to financing net capital 
formation has also been increasingly important, rising 
from 28.1 in 1954 to 58.8 percent in 1961. Over the same 
period, private savings in money terms were in excess 
of private investment ex post. Thus, the private sector 
experienced a financial surplus from 1955 to 1962, 
amounting to about 9.7 billion drs., clearly indicating 
that the private sector self - financed its investment 
expenditures throughout the period 1954 -1962. Hence, 
private savers collectively attempted to save more 
than investors in, the same sector, collectively invested 
in capital goods. 

This surprising finding about private savings led 
us to investigate the origins of savings by income class. 
Most theories of economic development put more em
phasis upon the savings potential of the upper income 
groups. One would expect the unequal distribution of 
income in Greece to imply the existence of a sizable 
wealthy group with considerable savings. But, by and 
large, the high income Greeks seem generally inclined 
to indulge in conspicuous consumption and thus not to 
save as much as would be expected on the basis of 
behavior in developed economies. However, there seems 
to exist a middle—income class in Greece, namely that 
of salary - earning and wage-earning people, which 
has raised its propensity to save, over the period under 
review, more than did the upper-income classes, con
sisting of entrepreneurs and professionals. 

Government policy, therefore, should be directed to
wards greater income equality. Adequate progressive 
taxation, social insurance programs, efficient anti-
monopoly legislation, promotion of occupational mobil-
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ity and the establishment of new savings institutions, 
to attract unspent incomes of all existing income 
groups, are among the most necessary measures. 

B. The Flow-of «Funds Problem. 

The surprising phenomenon that the aggregate sup
ply of funds has been greater than the aggregate demand 
for capital in the private sector, shows itself in a skewed 
distribution of savings (wealth) in Greece, favouring 
largely non-monetary liquid assets. While the stock 
of money increased by 16.9 billion drs over the period 
1948-1962, rising by 8.7 points more than the rate of 
growth of GNP (thus marking a sharp decline in income 
velocity), the observed increase in non-monetary liquid 
assets was much higher, rising from 334 million drs to 
25,166 million. Expressed as a ratio of «other deposits»/ 
«money supply», the liquidity of the private sector rose 
rapidly, from 25.9 to 138.8. The ratio of the change in 
private non-monetary liquid assets to private net sav
ings averaged about 36.5 over the period 1954-1962. 
On the other hand, issues of new securities, excluding 
treasury bills, amounted to about 6,023 million drs over 
the period 1954-1962, representing only about 9.3 per 
cent of net private savings. 

This low diversification of the over-all debt - in
cluding both primary and indirect securities - re
presents the most thorny problem of the Greek econ
omy. Unless a greater and more diversified flow of 
primary and indirect securities is created and, in parti
cular, unless the deposits accumulated with the finan
cial institutions are channelled into investment of low 
capital/output ratio, the observed gap between aggre
gate ex post saving and aggregate ex post investment 
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will persist in the private sector,as a chronic growth -
inhibitting factor involving unemployment and danger 
of inflation. 

As regards the general low preferences for other 
assets, our analysis has indicated that present conditions 
are very favourable for the issue of more diversified 
and mixed securities. The demand for securities (private 
as well as government) has risen and expectations are 
that, if the response on the supply side is favourable, 
the public's propensity to buy securities of all kinds 
will increase. To this response, from the supply side, 
the government has to contribute much: in order to 
assist in fostering the capital market of the country 
and also to reduce the over-all liquidity of the system, 
the government itself must resort more frequently to 
the bond market for financing public investment. Public 
bonds have, in the recent past, provided an excellent 
popular investment medium, enjoying a relatively high 
degree of liquidity, low risk and, thereby, a good degree 
of marketability. 

One would expect that, in addition to mobilizing 
funds and enriching the asset market with new financial 
investment media, the marketing of public securities 
will have some external influences upon the marketing 
of private securities. Of course, yield-differentials in 
the government market vis-a-vis liquid assets are neces
sary, in order to expedite the shift of funds from deposits 
to government bonds. The policy of the past, where 
yield-differentials favoured the most liquid form of 
investment must not be repeated, lest it continue di
verting the flow of savings into less developmental 
outlets. 

Similarly, corporate enterprise must increase the 
volume of securities issued for capital expansion. The 
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balance sheet analysis of Greek corporations indicates 
that large corporations rely heavily upon external 
availability of funds. More than half of the large corpo
rations have an equity/total capital ratio of less than 
50 percent — i.e., one half of all large companies borrow 
50 per cent or more to finance their long and short-term 
operations. As regards the composition of own capital, 
retained profits have been increasing over the past 8-10 
years, while new issues have been virtually negligible. 
The ratio of reserves to share capital of 75 large industri
al corporations increased from 30.1 per cent in 1956 to 
46.3 in 1962, or in absolute terms, reserves rose from 
666 million drs to 1,412 million over the same period. 
The explanation of the emphasis on retained profits, 
in Greece, may lie in restrictions on dividends, the tax 
on company profits and the business psychology devel
oped in the post-war inflationary period, during which 
family enterprises preferred to increase the capital value 
of their investment rather than to increase their income 
from it. 

Although ploughing back profits may be a healthy 
aspect of economic growth, too great a reliance on this 
method may hinder growth, for it tends to pace the 
growth of the individual concerns by the availability of 
profits, as interrupted by the prevailing economic crises. 
Industrial corporations should reconsider their methods 
of finance and should resort more frequently to the 
new-issue market for financing long-term investments. 
All indications point to the fact that the general public 
will respond to offerings of new securities by well 
-established, large concerns. Furthermore, the place
ment cost hardly runs above 2-2 V2 per cent of the 
value of the new issue. 
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C. Factors Conditioning the Flow - of - Funds 
in Greece. 

An important restraint on the optimum allocation 
of savings in Greece, has been the fact that most of the 
producing units are very small in scale and family or 
closely controlled. The analysis of balance sheets has 
indicated that about 54.4 per cent of all corporations 
held only 7.4 per cent of corporate assets in 1959 while, 
at the other extreme,6 per cent of the corporations owned 
53.5 per cent of total assets. The predominance of small 
units within the corporate enterprise in Greece hinders 
the development of the capital market in that, first, 
small-scale firms have little or no access to the capital 
market proper for funds and, second,the cost of borrowed 
capital funds is higher for small than for large firms. 
In addition, the smallness of the firm reacts unfavour
ably upon the potential investor's evaluation of the 
soundness of its operations. Closely associated with this 
is the unwillingness of many closely-held family enter
prises to resort to the capital market proper for finance, 
for the majority of these businessmen are economically 
short-sighted and prefer the family basis and organiza
tion of firms to large and collectively owned concerns. 
As far as this problem is an economic one, affecting the 
capital market, a number of suggestions are provided 
throughout this book, particulary in the chapters on 
corporate legislation. 

Greek corporate legislation, compared to that of 
developed countries, is grossly inadequate. The law 
omits fundamental regulations and provisions; its 
treatment of important aspects of corporate activity 
is often brief and vague. The detailed explanation and 
solution of problems, which may arise from the complex 
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financial and business world, are left to the interpreta
tion of civil courts and to the arbitrary and often ir
responsible, decisions of mediation boards. 

In other countries, corporate legislation clearly 
defines the identity of a company and its external and 
internal relationships. Greek law does not empower 
shareholders to control the business management of 
their company, but merely grants them, very vaguely, 
certain rights to appoint and dismiss directors accord
ing to majority rules and to approve, sometimes with
out serious examination, certain directorial actions. 
Such legislation can hardly be considered as providing 
effective protection for investors. 

The problem under consideration assumes far greater 
significance for the Greek investor than for an investor 
in the United States, or in other developed countries. 
Most owners of American corporations, for instance, 
are usually interested simply in a financial return and 
the normal course, to use the phraseology of Latham, 
is «to withdraw from this corporate state, if he isn't 
satisfied, and to take up citizenship in another».1 Such 
is the generally accepted practice in a country with 
well-organized security markets and publicly-owned 
enterprise, where the shareholders' relations to the cor
porations become abstract and formal. 

In Greece, however, the small investor is interested 
more in ownership per se and the prestige attached there
to, than in the capital gains resulting from speculative 
activities. He is a conservative investor with two main 

1. Earl Latham, «The Body Politic of the Corporation» in 
The Corporation in Modern Society, edited by Edward S. Mason, 
(Cambridge, Mass.: Harvard University Press, 1959), p. 224. 

247 



motives: (i) intention to hold on for an indefinite period 
and,(ii) concern solely for annual income, without partic
ular reference to fluctuations in the value of principal. 
The equity investor cannot diversify his investment 
portfolio over a number of companies, to limit the risk 
of bad management in any one. Consequently, he be
comes a faithful owner - stockholder-citizen of one and 
the same corporation. Hence, he has a legitimate right 
to be treated equally under the law and to enjoy a fair 
distribution of rights and power within the corporation. 

One may object that, even if the law were explicit 
in granting all the rights and powers necessary to estab
lish such an optimum degree of relationship between 
all interested groups and even if the shareholders wished 
to use them to the full, the effect of such rights would 
be limited under present Greek socio-economic condi
tions. For instance, the problem of substituting a new 
and acceptable set of directors might prove extremely 
difficult, since competent entrepreneurs are rare. One 
may also argue that a good board of directors cannot 
be assured by a law or by a company's charter or reso
lutions. This line of thinking, however, altogether denies 
the need for constructive legislation during the evolution 
of a society. To reach the goal of economic development, 
it is essential that business law move at least as fast as 
the social development of the country. 

The corporate legislation should also provide the 
conditions for the issue and sale of a wide range of se
curities that will represent the basis for a more diversi
fied portfolios for investors. A much greater variety 
in the types of common stock as to procedures, voting 
rights, devidends, transferability, etc., would make these 
assets more attractive to potential investors. Reforms 
are also required to increase the attractiveness of pre-
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ferred stock and debentures, as well as mortgage bonds. 
In short, the government must amend and supple

ment the company act, with a view to overcoming 
practical difficulties in its operation and administra
tion, removing existing conflicts and obscurities and 
filling loopholes and removing gaps in the provisions 
of the act. There is little doubt that, in the long-run ade
quate legislation cannot but help the growth of investor 
confidence. It would also tend to reduce the number of 
unincorporated family business units, by encouraging 
their conversion into sociétés anonymes. 

The observed skewed distribution of financial assets 
can also be ascribed to tax incentives introduced by 
the government as early as 1953. All bonds issued by 
the government and public entities since 1953 have 
included tax exemption clauses. In contrast, common 
stock dividends have been taxed, without exemption, at 
about 25 per cent, for the middle income class and 70 
per cent for the upper income bracket investors, thus 
putting common stocks at a comparative disadvant
age to bonds and deposits. Deductions on some portion 
of income from common stock, publicly placed for 
productive outlets, should be introduced. Further, 
some sort of tax preferential treatment of short-term 
government securities favouring, for instance, life 
insurance companies and other trust funds, might 
induce such institutions to enter this end of the market 
voluntarily. The monetary policy would become more 
flexible if the financial market could develop a higher 
degree of arbitrage in shifting from long-term to short 
- term securities. From the standpoint of long-term 
finance, the issue of tax exempt savings bonds by the 
government and other fixed - income securities, by 
approved private corporations, seems desirable. 
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Tax exemptions granted on income earned on all 
kinds of bank deposits, throughout the period 1954-1963, 
partly compensated for the purchasing-power risk in
herent in these forms of wealth and thus encouraged 
the substitution which took place between hoarding 
of gold sovereigns and bank deposits, especially after 
1955-1956. In view of the need for an optimum alloca
tion of wealth in Greece, however, we feel that tax 
exemptions must not be indiscriminately granted, on 
deposits but must be applied only for time-deposits 
schemes, of a specified time period. 

Similarly, tax incentives now favour self-financing 
and discourage the declaration of common stock divi
dends. 

In short, the entire legislation of tax incentives 
should be amended, so that a shift be induced in financial 
assets favouring the most developmental composition 
of business financing and a wider range of securities. 
Furthemore, through tax incentives, the competition be
tween financial institutions may be increased and new 
thrift institutions, of the non-monetary type, may spring 
up. Hence, we feel that the net effects of tax conces
sions upon the allocation of resources and productivity, 
will far outweigh their temporary disregard of revenue 
and equity considerations. 

All the above factors have kept the demand side of 
the capital market quite passive in the post-war period 
and have deprived the potential investor of a broad 
range of financial outlets in the asset market. Apart, 
however, from the inefficiencies operating on the de
mand side of the capital market, we have seen that the 
institutional side was also defective. The existing finan
cial institutions, which handle the creation and alloca
tion of funds among the would-be capital users, have all 
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been found guilty of undesirable behavior. 
Due to the oligopolistic structure of the financial 

market, credit was not efficiently allocated; not always 
was it directed to those borrowers whose demand for 
funds reflected the preferences of consumers for their 
goods and services. Indeed, small size firms have no 
easy access to bank credit and usually pay high interest 
rates. On the other hand, large firms have a much greater 
access to bank credit, both short-term and long-term 
funds. Apart from the fact that the inadequate alloca
tion of credit has led to a perpetuation of smallness in 
Greek business units, it has also conditioned the operat
ing efficiency of the financial market itself. Effective 
competition on the financial market requires the exis
tence of a number of lenders for each borrower to choose 
from and a number of borrowers for each lender to 
choose from, each group seeking the most favourable 
transaction terms. The large proportion of small busi
ness units in Greece has limited the demand for capital, 
thereby encumbering the financial institutions with 
excess capacity —i.e., they do not operate at minimum 
average cost. The implication of this low operating 
efficiency in the financial market, is that there is an 
excess liquidity but also high interest rates. This paradox 
can be simply explained by the inadequate performance 
of the transmitting mechanism. 

Hence, a vicious-circle arises from these conditions 
in the financial market: there is an excess supply of 
funds but there is low demand for them, due to high cost of 
capital. The high cost of capital is mainly due to excess 
capacity of institutional lenders or, simply, to the great 
availability of funds in the hands of these institutions ! 

Thus the lack of competitive forces in the capital 
market seems to be partly accounted for by the low al-
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locational and operational efficiency of the financial 
institutions. There exist no efficient and well-organized 
long-term private or public specialised institutions, to 
facilitate the mobilization of savings and channel them 
into the hands of investment firms. The emergence of 
a large volume of liquid assets, mainly in the form of 
savings deposits with commercial banks, has meant a 
shift in the supply of loanable funds to the right; this 
shift is partly ascribable to the absence of a wide-range 
of direct and indirect debt,because of the lack of compe
titive institutions. Despite the desirability of growth 
in the liquidity of the system, one must be cautious 
about the risk inherent in such stockpiling of liquid 
assets. The financial stability of the present may become 
the instability of the future, if proper measures are not 
taken to channel these highly liquid assets into pro
ductive investment. Productive investment would 
render the overall supply of goods and services more 
elastic, thus matching monetary demand to supply, 
without any significant price increases. 

The problem, therefore, centers on the creation of a fi
nancial market consisting of an adequate number of bank 
and non-bank financial intermediaries. Current savings 
would flow into these institutions, with the ultimate 
result that the existing saving groups would be entrust
ing their funds to Greek corporations. The government 
should amend the existing regulations pertaining to the 
Athens Stock Exchange, so as to foster the capital 
market. More efforts on the part of the Athens stock 
brokers, towards publicity and education of the econom
ically illiterate public, is also required. Such a campaign 
would eliminate ignorant criticism and suspicion about 
investment in securities and would provide the general 
public with an understanding of investment problems. 
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The Commercial banks, on the other hand, must 
confine their operations generally to short-term activi
ties. As indicated in Chapter XI, these institutions are 
partly responsible for the backward state of the securi
ties market in Greece. Indeed, if they had kept their 
hands off the long-term market and had they acted 
simply as underwriters and distributors of private se
curities, more risk capital would have been raised 
through the stock and bond market. The Government 
should take measures prohibiting commercial banks 
from functioning in the insurance market and from 
influencing the course of action of other private and 
public, long-term, specialised financial institutions. 

Insurance companies have contributed little to the 
development of the capital market in Greece. In this 
sector, a high degree of concentration exists, while 
investment policies have been non-conducive to securi
ties transactions. As possible lines of government policy, 
we would suggest the introduction of new insurance 
schemes, separation of insurance firms from the com
mercial banks' influence and an encouraging of the 
training of personnel and specialists, on the part of the 
industry itself. 

The existing mortgage market is also very thin and 
requires reorganization, as well as new methods of mo
bilizing and allocating funds in the private and public 
sector. The newly formed private investment banks may 
help in developing a capital market in Greece, if they 
apply a rational financial policy and provide technical 
and managerial assistance to the firms requiring such 
assistance. If, in particular, at least during their initial 
period of operation, they engage in business-merging, 
by providing financial support and technical assistance, 
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the gains for them and for the economy as a whole 
would be considerable. 

As far as the public, specialised, financial market 
is concerned, past experience has not been very satis
factory for the capital market proper. The proposed 
merger of EDFO and IDC seems to be the best possible 
solution at present. As regards the Central Bank, its 
assigned role has been, generally successfully carried 
out, although its actions within the securities market are 
always shaped by the decisions of the Currency Com
mittee and/or general government economic policy. By 
proper and timely performance of its functions, the 
Central Bank can help to optimally allocate voluntary 
savings in the asset market and can decisively 
contribute to the economic development of Greece. 
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