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CENTER OF PLANNING AND 
ECONOMIC RESEARCH 

The Center of Planning and Economic Research was originally 
established in 1961 as the Center of Economic Research in Greece 
in the expectation that it would fulfill three functions: (1) Basic 
research on the structure and behaviour of the Greek economy, (2) 
Scientific programming of resource allocation for economic develop
ment 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 United States Mission in 
Greece and the Ford and Rockefeller Foundations. The University of 
California at Berkeley participates in the process of selection of for
eign scholars who join the Center's staff on an annual basis. It also 
participates in a fellowship program which supports research in 
Greece by American graduate students, as well as studies for an 
advanced degree in economics of Greek students in American Uni
versities. 

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

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

The lectures and seminars included in the Center's program are 
not only for the benefit of those working for the Center. Economists, 
scholars and students of economics are also invited to attend and parti
cipate in this scientific exchange which has been carried out in co
operation with institutions of higher learning here and abroad. A 

1 



Lecture Series and a Training Seminar Series round off the publi
cations program of the Center. 

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

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

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

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

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

Greece's decision to join the European Economic Community marks 
a turning point in her future. It has radically changed her development 
setting and has raised serious questions with respect to both the pro
spects and the orientation of her furtfar development. What the out
come of the association will be in the long run has been, and conti
nues to be, the subject of much speculation and great concern, in both 
public and private discussions. Expressed opinions, to date, are grea
tly divergent and in many respects opposing, although they are most
ly based on a priori judgements rather than on a careful analysis of 
existing conditions. 

Regardless of this, forecasting the course of probable changes which 
the economic integration is bound to elicit is a highly speculative en
deavour and, in many respects, mere guesswork. No valid assump
tions are possible at this stage regarding conditions that may prevail 
in the distant future, especially in view of the political aspects un
derlying the drive behind the Common Market and the many unpre
dictable economic and social forces that the integration with a large 
market may create. In addition, rapid changes in technology influen
ce the range of possibilities of factor use and, hence, the existing im
balances in resource availability. Under such circumstances, econo
mic analysis can hardly predict the exact magnitude and the direction 
of economic changes; therefore, conclusions drawn from the analy
sis at this tage, run the risk of either underestimating existing possi
bilities or overstressing the difficulties involved. 

Common Market and Economic Development: The E.E.C. 
and Greece, by Professor Stephen Triantis, is perhaps the first sy
stematic attempt to analyze and assess the effects which Greece's as-
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sociation with the European Common Market may have on her eco
nomic development. 

Whether one agrees or disagrees with Professor Triantis' basic 
conclusions, his analysis should be of great interest both to policy ma
kers, who have to cope with tìie problems of adjustment, and to those 
economists who are concerned with the economics of integration. The 
light which Professor Triantis' discussion throws on certain funda
mental aspects, and the questions raised about the difficulties and the 
problems which the economic integration of a less developed economy with 
a larger and far more advanced area involves, is of great value. Full 
awareness of such difficulties should not be discouraging to those who 
believe in the long-term beneßts of the integration. In fact, such know
ledge will help in formulating the appropriate policies needed to pro
mote and to bring forth the fundamental production and organiza
tion changes required. It is in this sense that we take great pleasure 
in publishing Professor Triantis study, Common Market and 
Economic Development: The E.E.C, and Greece. Despite both 
data and time limitations, he has succeeded, we think, in carrying out 
a revealing and, in many respects, challenging investigation into the 
problems and prospects of Greece's association with the European 
Common Market, in which the Greek people have placed so many 
hopes for the advancement of their economic and national well-being. 

Other works published recently by the Center such as Industrial 
Capital in Greek Development, by Professor Howard Ellis and 
his associates, have stressed as causes of backwardness the lack of 
a competitive environment, institutional factors, and commercial po
licies unsuited to the problems of industrialization. The gradual in
tegration of Greece with the EEC may well provide the stimulus nee
ded to overcome the difficulties involved. 

Needless to say, the opinions expressed and the conclusions drawn 
are the author's and do not necessarily represent those of the Center 
of Planning and Economic Research, which sponsored the study. 

GEORGE COUTSOUMARIS 
Director 
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INTRODUCTION 

The literature on economic integration has increased con
siderably in recent years. Yet, only a small portion of it has 
been devoted to the effects of various types of integration 
on the economic development of the less developed countries 
or areas participating in such arrangements. In part this may 
be due to the greater complexity of the dynamic than the 
static effects of integration. 

The main purpose of this study is to examine the advanta
ges, disadvantages and problems of the association of an un
derdeveloped economy with more advanced countries in a 
common market in which goods and factors of production 
move freely and there is a common external tariff. In view 
of the great variety of underdeveloped economies, for in
stance with respect to size, pattern of resources, social and 
institutional background and degree of development, it is im
possible to generalize. In order to make the problem manage
able we have chosen as a basis for our discussion the con
crete case of the association of Greece with the European 
Economic Community. Our study is concerned principally 
with the effects of economic integration on economic develop
ment. However, there is hardly any facet of economic devel
opment which is not affected by economic integration, and we 
cannot expect to be exhaustive. We concentrate chiefly on 
development problems in which the influence of integration 
is more pronounced. 

Chapter 1 deals with some significant characteristics of 
less developed economies, as well as certain goals and fea
tures of the process of economic development. The Greek 
economy and its prospects of development are discussed in 
Chapter 2. Chapters 3 and 4 examine the various advantages 
and disadvantages which Greece might expect from joining 
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the European Economic Community, especially in relation 
to her prospects for economic development. Chapters 5 to 7 
concentrate on problems of foreign trade, and Chapters 8 
and 9 on international movements of capital and labour re
spectively. The final chapter contains the main conclusions 
regarding Greece's association with the European Economic 
Community. 

18 



PART A 

ECONOMIC DEVELOPMENT IN GREECE 



» 



PART A 

ECONOMIC DEVELOPMENT IN GREECE 

CHAPTER 1. 

Underdevelopment, Stagnation and Economic Change 

Our main purpose in this chapter is to outline some im
portant characteristics of economic underdevelopment and 
stagnation, as well as certain goals and features of the pro
cess of economic development. The discussion should serve 
as a background for our subsequent consideration of eco
nomic integration and development. 

I 
More than two-thirds of the human race live in a large 

group of countries described as economically «underdevel
oped» or «less developed». A variety of criteria of under
development have been advanced in economic literature. 
Some writers concentrate on the relation between the vol
umes of certain productive factors. Thus, underdeveloped 
countries are said to be those in which the volume of real 
reproducible capital per worker is smaller than in the «eco
nomically more advanced» countries of the West. Other 
writers point to the low level of real income per head. Others 
have emphasized structural characteristics : they suggest, for 
instance, that the ratio of manufacturing to total output or, 
more commonly, of industrial to total labour, is lower than 
in the West, or that underdeveloped economies are greatly 
«dependent» on foreign trade. Finally, others stress features 
which, more than the previous ones, are social or cultural 
as well as economic, for example, the «backward» techniques 
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of production, the low rate of literacy, or «the absence of a 
capitalistic spirit». 

The validity, generality, precision or usefulness of defini
tions of underdevelopment based on some of the foregoing 
criteria has been questioned. Nevertheless, the concept is 
in universal use. It seems to imply first, an unfavourable 
comparison and, second, possibility of change. The com
parison relates to the stock of one or more productive factors 
per head of population (e.g., capital equipment or technical 
training) and the flow of income per head ; these are consid
erably smaller in underdeveloped economies than in the 
more advanced countries of the West.1 Change in these mat
ters in the direction of conditions prevailing in the advanced 
countries is considered to be physically and technically possi
ble, though not necessarily desirable. The comparison of 
underdeveloped with advanced economies is «unfavourable» 
in a limited sense. 

In addition to quantitative differences between underde
veloped and advanced economies there are important quali
tative differences. They relate, for instance, to the quality 
of government and the efficiency of public administration, 
and to the means and effectiveness of human communication, 
information and advertising. Such features are very signifi
cant with reference to problems of economic integration and 
development but, as we shall see later, they are not infre
quently overlooked. 

The characteristics of underdeveloped economies usually 
noted in definitions or descriptions of economic underdevel
opment are perhaps the most immediately obvious and al-

1. As interpreted in the text, the concept of economic underdevelop
ment bears a similarity to Mises' concept of «relative overpopulation». 
See L. Mises, JVation, Staat und Wirtschaft, Wien, Manzsche Verlags- und 
Universitäts-Buchhandlung, 1919, p. 47. 
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though they may not be satisfactorily measurable, they are 
mostly features which are quantitatively conceivable. They 
are not, necessarily, the most significant or critical. For in
stance, the limited extent of domestic economic specializa
tion and exchange, and the small scale of many economic 
operations may be more «basic» aspects of underdevelop
ment. The significance of the various features of underdevel
opment varies with the purpose of the discussion. Features 
which serve to describe underdeveloped economies and are 
correlated fairly closely with the degree of underdevelopment 
are not necessarily those which are important in the discus
sion of the dynamic process of economic development and 
which influence the rate and pattern of growth. It may not 
be inappropriate in the remainder of this section to discuss 
briefly a few phenomena which are, or are alleged to be, 
found in underdeveloped economies and which may be sig
nificant with respect to problems of economic integration 
and development. 

One of the most commonly mentioned features of under
developed economies is the «shortage of capital». This short
age is not usually explained, and ambiguity may lead to mis
guided policies. Reference may be made to a comparison 
DÌ the stock of real reproducible wealth per head in under
developed and more advanced economies and, in this sense, 
there is a shortage of capital in the former countries. It is 
useful to realize, however, that if we take the term to have 
almost any of the other possible meanings, a shortage of 
:apital is not a characteristic of underdevelopment. 

Thus, comparison may be made of the flow of yearly saving 
η underdeveloped and advanced economies. Generally, the 
wlume of saving per head is smaller in the former countries. 
However, such a comparison has little meaning: compared 
o advanced countries, the income per head and the abso
ute increase of it, the volume of capital demanded per head, 
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and other variables relating to capital formation are also 
smaller in underdeveloped economies. The percentage of na
tional income saved need not be lower in underdeveloped 
countries. This ratio depends considerably on the rate and 
pattern of change in income rather than its level, and indi
vidual underdeveloped economies have at times experienced 
high rates of income growth and ratios of saving to income. 

Further, comparison may be made of the demand-supply 
relation and hence the return on capital in underdeveloped 
and advanced economies. In many of the former economies 
which are nearly stagnant, the supply of capital per head 
may be low. But very frequently the demand is also low, due 
to the limited rate of growth in the demand for goods, the 
unfavourable conditions of supply of factors which cooperate 
with capital in production, or the fewer economies of scale 
which capital may benefit from in these countries. Conse
quently, the return on capital may be quite low. 

In some cases high rates of interest and profits, observed 
in nearly stagnant underdeveloped economies, reflect the 
existence of a small number of attractive investment opportu
nities, and a modest volume of investment would tend sub
stantially to reduce the marginal rate of return on capital. 
However, more usually the high rates of interest observed in 
these countries are due to the high risk of lending (especially 
when there is political insecurity, or a substantial part of 
the loans is for consumption purposes), to the underdeveloped 
facilities for distribution of capital and the high cost of admin
istration of small loans, or to an abnormally high demand 
for capital for the finance of wars, revolutions and similar 
purposes rather than of economic growth. The high profits 
observed in some industries often reflect a high degree of 
risk-taking, a scarcity of certain types of enterpreneurial and 
managerial services, monopolistic conditions, monopsony 
powers in the employment of labour, or the stickiness of var-
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ious money costs in times of inflation. In inflationary periods 
some profits are illusory, due to inventory appreciation or 
to insufficient provision for the replacement of fixed capital. 

Comparison may be made also of the demand-supply re
lation, and hence the price of capital with that of other pro
ductive resources in underdeveloped countries on the one 
hand and advanced countries on the other. It is conceivable 
that the conditions of supply and international mobility of 
the various factors and of the demand for them may be 
such that the ratio of the price of capital to the price of un
skilled labour or land is higher in some underdeveloped than 
in more advanced economies. However, in the same countries 
the ratio of the price of capital to that of other resources, 
for instance certain skills or management, might be lower. 
In other underdeveloped economies the ratio of the price 
of capital to that of unskilled labour of a given efficiency might 
be lower than in more advanced economies. 

The term «capital shortage» has also been used with ref
erence to conditions which it is alleged will appear during 
a future period of economic development of underdeveloped 
economies. It has been suggested, for instance, that the 
percentage saved of the national income will be lower than 
the present percentages in advanced countries; or, that the 
supply of capital will expand less than that of other resour
ces; or, taking the demand also into account, that the 
changes in demand-supply relations will tend to raise the 
price of capital more than that of some other resources. Our 
earlier discussion suggests that such generalizations are 
unwarranted. 

Of course, the problem facing many underdeveloped coun
tries which are making an effort to develop is that while 
the saving-income ratio tends to increase with the rate of 
growth in income per head, the ratio of investment to in
come increases with the rate of growth in total income and, 
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in these countries, a large part of the growth in total income 
reflects an increase in population and only a modest increase 
in income per head. In addition, much capital is required 
for types of social overhead investment which may not 
yield additional income for some years. When these two 
conditions exist capital requirements are apt to increase faster 
than the supply of capital. In addition in several countries 
much would-be saving is used by the government to increase 
public consumption in the form of armaments and other eco
nomic waste.1 

The conclusion of our survey is that it is chiefly — perhaps 
only — «capital shortage» in the first of the meanings re
viewed (of a lower stock of real reproducible wealth per 
head) which may be said to be a basic characteristic of 
underdeveloped countries. 

Another characteristic of underdeveloped economies is the 
much smaller degree of domestic economic specialization and 
the more limited exchange of goods (movement through space 
and time) than in more advanced countries. This is a 
fundamental feature, basic to the understanding of econom
ic underdevelopment and its problems. Related to it is the 
fact that the markets for the products of individual firms, 
particularly for goods required by higher-than-subsistence in
come earners, tend to be narrower in the less developed 
countries and the scale of many economic operations (for 
example trade or finance) tends to be small, judged by the 
standards of advanced economies. Economic integration 
with other countries may provide the setting for an expansion 
of markets and of the size of various operations. However, 
as indicated later, it may be awfully rash to assume readily 
that, in an integration of an underdeveloped economy with 
more advanced countries, it will be the exports of the former 

1. See infra, p. 153, f. 1. 
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which will expand significantly. The opposite may very well 
occur. 

It has often been suggested that another characteristic of 
underdeveloped economies is found in the peculiar behaviour 
of people who own or may dispose of the various productive 
resources, more specifically in the different response of these 
people to given economic or business incentives, than in 
more advanced economies. The matter calls for brief exam
ination. 

In their attitude with respect to the allocation of resources, 
capital owners and businessmen in some underdeveloped 
countries are probably influenced by certain social, institu
tional or psychological factors peculiar to these countries, 
the influence of these factors being generally stronger in 
nearly stagnant than in advancing economies. But this differ
ence between these countries and the more advanced ones 
can be overemphasized. Thus, some writers come close to 
suggesting that the businessman or the capital owner in 
underdeveloped countries does, in effect, «not know his busi
ness»: that the former will not understand, for example, 
the superiority of lavish advertising and mass production for 
broad markets over his present policy of high mark-ups on 
a limited volume of sales, and the latter cannot see the op
portunities for investment in industry rather than in commerce, 
speculation or real estate. Closer examination may show 
that these people are influenced by business considerations 
just as much as their opposite numbers in more advanced 
countries, and that their policies may be different chiefly 
because economic conditions are different. 

For instance, in some of these countries the conditions of 
supply of several resources, such as certain skills or capital, 
may not be as favourable to the suggested type of business 
policy. The means and effectiveness of advertising and hu
man communication in general may be quite different in 
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some less developed countries — the people may be deaf to 
the radio and blind to posters and billboards and they may 
suspect other advanced means of advertisement. The prac
tice of «shopping around for the best buy» and bargaining, 
which is often more pronounced than in the more advanced 
countries of the West, may be embedded in certain societies 
and may be a way of making good use of the slack in employ
ment in order to improve one's real income. Also, the distri
bution of income in some less developed and stagnant coun
tries may be such that the middle-income classes are thin 
and hence price elasticities of market demand for many pro
ducts are low.1 

Similarly, closer examination may show that the prefer
ence of the capital owner in many underdeveloped countries 
for real estate, commerce and speculation, rather than in
dustrial investment, is due to such factors as the following: 
the greater liquidity, lower taxation, greater immunity from 
government or labour «troubles», or various advantages in 
times of inflation, of one or more of the former types of in
vestment; the fact that they require, or are believed to re
quire, a smaller volume of cooperating factors of production 
of the kind that is scarce, for example certain types of man
agement or technical knowledge; or, the attractiveness of 
investment in inventories owing to the obstacles to moving 
goods through time and space and the frequent expectation 
of considerable increases in the prices of staple foodstuffs 
and raw materials. 

We conclude that, generally, there is no peculiar social 
or psychological bent — or, some would have it, sinister de-

1. See also T. Scitovsky, «International Trade and Economic Inte
gration as a Means of Overcoming the Disadvantages of a Small Nation», 
in E.A.G. Robinson (ed.) Economic Consequences of the Size of Nations, 
London, MacMillan & Co., 1960, pp. 287-89. 
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sign of opposition to the country's economic development — 
which leads businessmen and capital owners in underdevel
oped economies to behave differently than people in more 
advanced countries. On the basis of the available evidence 
it appears that the attitudes of the former people will tend 
to change as objective circumstances are altered. 

It has frequently been said that another characteristic of 
underdeveloped economies is found in the relatively low mo
bility and hence less economical allocation of productive re
sources than in more advanced countries. This matter too 
deserves brief consideration. 

The mobility of resources is a function partly of the re
sponse to economic or business incentives of people who 
own or may dispose of these resources, and partly of various 
objective conditions which may facilitate or hinder the move
ment of these resources. Our knowledge relating to the first 
factor is incomplete. However, our earlier discussion of the 
behaviour of businessmen and capital owners, and our critical 
examination of the behaviour of other economic units, lead 
us to conclude that, generally, people in command of pro
ductive resources in underdeveloped countries tend to re
spond to economic incentives just as much as their opposite 
numbers do in the more advanced countries — that they are 
«rational» and «economic». Indeed, not infrequently, their re
sponse to incentives might be called «excessive», as when large 
numbers of rural labourers migrate to the towns with a dim 
hope of getting a job as the only incentive. It is of course 
reasonable to add that the attitude of the various economic 
units tends to vary with the rate and pattern of economic 
development: given the incentives, individuals will respond 
differently in a milieu of stagnation than in one of general 
economic growth. 

As indicated, the mobility of resources depends not only 
on whether, given the incentives, the resources will tend to 
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move, but also on whether they can move, that is on various 
objective conditions which may facilitate or hinder the move
ment. Probably, there are greater obstacles of this nature 
in the underdeveloped countries. They relate chiefly to im
perfections of the institutional and technical channels re
quired for the flow both of economic information carrying 
the incentives and of factors of production. Thus, the diffu
sion of information about opportunities for employment of 
labour and capital is generally smaller in the less developed 
countries, the monetization of the economy is less extensive, 
the markets on which assets may be liquidated are under
developed, and so are also the credit institutions, the supply 
and use of many types of productive credit, the use and 
techniques of financial investment, and the communication 
and transportation facilities. 

The discussion of mobility is of course not yet complete. 
Mobility is a relative matter: it is necessary to compare the 
mobility of resources with the call or need for such mobili
ty.1 The latter is a function of the frequency and extent of 
changes in demand, relative to supply patterns, and it de
pends partly on the state of the economy and partly on the 
rate and pattern of its growth. While some features of under
developed economies may tend to increase the need for mo
bility of resources, others (for instance, the smaller specific
ity of human and man-made factors of production than in 
more advanced countries) tend to decrease it. Changes in 
the pattern of domestic demand, or errors of business expan
sion, may be less frequent in stagnant economies, and hence 
the need for mobility is smaller. On the other hand, given 
changes in the demand pattern, or errors of expansion, call 

1. It makes nonsense comparing the speed of a tricycle intended for 
use in the backyard with that of a train providing transcontinental trans
portation. 
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for relatively more shifts of existing resources in stagnant than 
in growing economies since, in the latter, several industries 
may have to recede only in relative importance. 

We conclude that it is difficult to generalize as to whether 
relative mobility is greater or smaller in underdeveloped than 
in more advanced economies. As hinted earlier, very often 
one of the problems facing underdeveloped countries is that 
of excessive migration of rural labour to the towns and con
sequent urban unemployment. Rather than being faced with 
labour immobility, they face the problem of providing the 
«incentive» for labour to move, i.e., of securing surplus food 
in the countryside in order to feed a growing industrial la
bour force. 

Another very significant conclusion deriving from our 
discussion is that several of the variables considered tend to 
vary with the rate of economic development and growth in 
income. This was seen to be the case with the proportion 
of income saved, the demand for capital, the response to 
economic incentives and the need for resource mobility. Sim
ilarly, the small size of the middle income class, hinted at 
earlier and found in many underdeveloped countries, relates 
to the stagnation of their economies rather than to their 
underdevelopment. Finally,1 consumption patterns, economic 
welfare itself and a host of other important variables which 
tend to vary with the rate of income growth, may be differ
ent in many underdeveloped countries than in the West, 
partly because the former countries happen to be stagnant. 

It is necessary then at every point to distinguish between 
features which are found in underdeveloped countries and 
are characteristic of underdevelopment, and those which are 
found in these countries but are characteristic of stagnation. 
The distinction between underdevelopment and stagnation 

1. See infra, pp. 33-34. 
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and between the features and problems relating to the two 
conditions has often been overlooked. Yet if underdeveloped 
countries experience rapid advance they may for a time 
share the former features while shedding the latter. 

II 

Economic activity and policy in underdeveloped countries 
is oriented towards the achievement of one or more goals. 
We may briefly review some of the more common ones. 

One of the most frequently mentioned goals is the increase 
in the absolute level of real incomes. However, in most cases 
the absolute level of income is not very significant. There is 
no argument to suggest that in the Western World people 
are happier than their forefathers of one hundred years ago 
merely because they consume a greater volume of commodi
ties and services. More important as a goal is the improve
ment in incomes relative to other countries. Interpersonal 
comparisons and hence relative incomes have been signif
icant determinants of welfare, and the rapid development of 
transportation and communication has increased the in
fluence of this factor on the welfare and behaviour of people 
in underdeveloped countries. 

At least as significant as the absolute or relative level of 
incomes, and probably more important, is the rate of change 
in incomes in the period considered in relation to the rates 
of change in other socioeconomic variables.1 Economic change 
is a composite phenomenon consisting of changes in a large 
number of socioeconomic variables, and the effect of eco
nomic change on human welfare at any time depends on 

1. It should be made clear that we are not referring to the effects of 
a slow or rapid «transition» on the situation in subsequent periods. We 
are concerned with the effects of various rates of changes in socioeco
nomic variables on human welfare, at the time the changes are occurring. 
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the rates of changes in these variables and the relation be
tween these rates. A given rate of change in incomes may 
have altogether different effects on welfare, depending on 
the rates at which the other factors are changing. Similarly, 
given the rates of change in other factors the effect on wel
fare will vary with the rate at which incomes are changing. 
A «better» combination of rates of changes in incomes and 
other variables may make the people of a given country 
better off than those of another country, even though in
comes in the former country are lower. 

We conclude that the achievement or maintenance of 
«appropriate» rates of change in incomes as well as other 
variables must be a significant goal of economic policy. It 
is well to remember also that economic, as well as social and 
political behaviour, ancfthe response to economic incentives 
vary with the rate of change of various socioeconomic vari
ables such as prices or incomes. Accordingly, the rate of 
change in incomes may be both a target and an instrument 
of economic policy. 

A decrease in the inequality of distribution of income, and 
hence also in the inequality of economic opportunity is 
another common goal of economic policy. 

In many underdeveloped countries high rates of popula
tion growth combined with economic stagnation for long 
periods have broadened the lower-income strata, consisting 
mainly of small-scale farmers, artisans, traders and poorly 
paid civil servants. At the other end of the scale there is a 
very small number of large incomes made up of industrial, 
mining, commercial and speculative profits and, in some 
countries, there is also a small number of landed aristocrats. 
Until recently the middle-income class tended to be thin, 
partly because of the demographic pressure and the repeated 
subdivision of land and farm capital, and partly because in
dustrial development and the expansion of large-scale in-
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dustry and corporate enterprise were of little note and for 
long periods these economies were stagnant.1 

An interesting point about the distribution of income is 
that its influence on welfare varies partly with the pattern 
of distribution itself. As long as the middle-income class 
was small the chain of contact between different income 
classes was relatively weak. In addition, transportation and 
communication were underdeveloped. Consequently, the 
tendecy to compare and to complain about income inequal
ity was not marked. To the millions of poor the few wealthy 
were almost like fairy-tale queens, to be imagined, but too 
remote to be seen. In many cases this enormous and un-
bridged distance helped to safeguard the political, social 
and even religious status of the rich. 

In recent years, during which many underdeveloped 
countries have embarked on the road to industrialization 
and development, the burden of income inequality on the 
welfare of the broad masses has increased. The middle-in
come classes which act as links in the chain of comparison 
and complaint have been broadening, transportation and 
communication have been improving greatly, and political 
propaganda, domestic and foreign, has been harping on the 
theme of inequality of income and opportunity. A more 
equitable distribution of income and of the fruits of econom
ic progress is a goal which now cannot be easily overlooked. 

Full employment and stability of incomes are other sig
nificant goals of economic policy. In advanced industrial 
countries the problem is usually one of attenuating short-

1. On the relation of the distribution of income to the rate and pattern 
of economic development, see also S. Kuznets, «Proportion of Capital 
Formation to National Product», and «Economic Growth and Income 
Inequality», The American Economic Review, Vol. 42, 1952, Papers and 
Proceedings, pp. 512-13, and Vol. 45, 1955, pp. 10-11, 23-24, re
spectively. 
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term fluctuations in employment and income. But in under
developed countries it is mainly a problem of increasing the 
productivity of the peasants and providing employment for 
a large number of fully or partly unemployed urban labourers. 
In many underdeveloped countries instability of income re
lates to factors largely beyond their immediate control, 
chiefly changes in their terms of foreign trade, and the va
garies of nature which affect the volume of primary output. 
When income stability is a goal of economic policy in these 
countries it usually involves reducing the instability of some 
of the more volatile, and usually low, incomes by spreading 
the burden of instability. 

A reasonable stability of prices is another goal of economic 
policy. It may be a subsidiary goal, or a constraint in the 
pursuance of the basic goals, but it is important. In under
developed countries in particular, large changes in prices 
have often played havoc with the efficient working of the 
economic and financial system, and they have affected the 
pursuance of the main goals of economic policy. In a similar 
fashion, a reasonable balance of international payments is 
a constraint in the pursuance of the basic goals, rather than 
a goal proper j 1 though again, as we shall have an opportu
nity to see later, it can be an extremely weighty one, and it 
often accounts for some of the most difficult problems facing 
underdeveloped countries. 

In addition to objectives which are basically economic, 
policy makers may have to serve a variety of political and 
social ends. The economic policies of large or wealthy coun
tries are influenced by both internal and external political 
calculations. In the case of smaller countries, support and 
preservation of the nation, which has a common history, 

1. See R. Dorfman, «Operations Research», The American Economic 
Review. Vol. 50, 1960, p. 609. 
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tradition, language and often religion, is frequently an ob
jective of prime importance. 

Sometimes given policies or measures tend to serve more 
than one goal. Thus, a growing economy provides a good 
deal of flexibility and, hence, is helpful to the maintenance 
of a high level of employment. Certain sectors or industries 
may have to decline only in relative size with respect to the 
rest of the economy without contracting in absolute terms, 
and new industries and employment opportunities help in 
absorbing resources displaced by technological change and 
shifts in the structure of the economy. Accordingly, policies 
or institutions which favour economic growth are also likely 
to promote economic flexibility and high employment. Sim
ilarly, an expanding economy might better be able to sus
tain certain political ends, such as the preservation of the 
nation. 

On the other hand, there may be cases in which pursuance 
of one goal may be difficult or impossible without compro
mising to a certain extent with respect to another. Thus, 
under many conceivable conditions^ economic growth may 
entail instability of incomes and prices. Or, domestic econom
ic stability may necessitate some instability of the exchange 
rate. A depression due to a serious decline in exports involves 
also low foreign exchange earnings, and a policy of reflation 
is apt to cause balance of payments difficulties. Similarly, it 
may be necessary to sacrifice possible increases in incomes 
for the sake of supporting certain political objectives. 

Different people or countries assign different significance 
to the various goals and the relative emphasis has changed 
with time and circumstances in almost every country. An 
economy which has been stagnant for some time may be 
more prepared to accept price increases if these are indis
pensable to growth than an economy which has been advanc
ing at satisfactory rates. And in a number of underdeveloped 
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countries the emphasis has swung away from a high rate 
of growth in income to the objective of increasing employ
ment opportunities, and back again to the growth in income. 
In recent decades nationalism, in the narrower or broader 
sense, has greatly influenced economic policies in the majority 
of underdeveloped countries. 

Relevant to our subsequent discussion of economic inte
gration and development is the fact that the goals of econom
ic policy in underdeveloped countries very often differ con
siderably from those in advanced economies. Thus, the form
er countries may tend to stress growth almost «at any cost», 
while the latter may place much emphasis on stability. Even 
goals which are nominally the same may imply very different 
things in the two types of country. It was indicated earlier 
that the objective of full employment has a different content 
in the two kinds of economy. So may growth itself: what is 
growing may vary both in essence and end purpose. In some 
underdeveloped economies income growth is expected to 
allow a better distribution of income and to provide for a 
level of consumption closer to that in the West. On the other 
hand, in some advanced countries it is expected to help in 
the economic race with other important countries and in 
international politics. 

Such differences in objectives often relate to differences in 
the economic, social and political background of these coun
tries. This background also conditions the application and 
bearing of the various policies. Two important consequences 
follow. First, it is often difficult for advanced and under
developed countries to understand each other's goals and 
policies. Second, frequently quite different economic poli
cies are required, since even when the objectives are very 
similar, the economic and institutional background differs 
considerably. 
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I l l 

We may now turn to the discussion of some features of 
the process of economic development. By economic develop
ment or growth we usually imply a process of economic 
change involving sustained increases in the yearly output of 
commodities and services per head. This composite process 
of economic change consists, in effect, of a large number of 
«component changes» ; that is, changes (quantitative or qual
itative) in individual stocks, flows and other factors, econom
ic, social, political, institutional or cultural. Such compo
nent changes are, for instance : the changes in the conditions 
of supply of various productive factors, or in the pattern of 
demand for goods ; the changes in the aptitudes and behav
iour patterns of the population which relate to economic 
life; or the changes in the efficiency of public administra
tion and the effectiveness of government policies bearing on 
economic matters. 

The problem of accelerating the economic development of 
underdeveloped countries starts with the question of «pulling 
out» of the present slow rate of economic growth. This means 
pulling out of the present system of mutually compatible 
component changes whose rates, timing and interaction are 
such that there is only a slow rate of increase in income 
per head. For this purpose «leading changes» of acceleration 
of the rate of economic growth must develop, i.e., some com
ponent changes must «break off and lead» or assume a rate 
different than that which has been compatible with the rates 
of the other component changes. Such leading changes may 
consist, for instance, of a significant change in the conditions 
of supply, or the mobility of important productive resources 
(including technology); a substantial expansion in foreign 
markets (for example through improvements in international 
transportation) ; reduction of foreign competition on domes-
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tic markets ; expansion of the government's demand for com
modities and services; or a noteworthy improvement in po
litical stability. One or more of these changes played a signi
ficant role in the economic development of today's advanced 
countries. 

It is not our purpose — it would indeed be difficult — 
to attempt a forecast of the type of changes which are like
ly in the future to lead an acceleration of the rate of growth 
of today's underdeveloped economies. However, a few re
marks regarding possibilities should serve our subsequent dis
cussion of economic integration and development. 

We may first consider the possibilities provided by changes 
in exports. In the past, expansion of foreign markets for 
food and raw materials sometimes led to the acceleration of 
growth of certain underdeveloped economies ; and in the fu
ture, such expansion might from time to time provide growth 
incentives for some underdeveloped countries, especially the 
smaller ones in which the ratio of exports to national income 
tends to be high. However, it would seem that not many 
countries can hope to find themselves in the favourable po
sition experienced by some non-European economies in the 
temperate regions during the period of their rapid growth. 
Increases in the demand for raw materials, owing to indus
trial expansion in advanced and many less developed coun
tries, and increases in the population of the latter countries, 
should help the exports of some underdeveloped economies. 
On the other hand, the moderate growth of population in 
countries of the West, increases in incomes favouring the con
sumption of products of advanced technology and services, 
technical progress and development of synthetic materials 
which reduce the demand for primary products, and self-suffi-
cienc ytendencies in the broadest sense, will not be helpful. 

The possibility of an acceleration of growth in underdevel
oped economies being led by an expansion of primary ex-
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ports presents two further difficulties. First, growth of such 
origin tends to limit itself to the export sector and some in
dustries closely related to it, such as certain types of trans
portation and finance of export trade. Unless appropriate pol
icies can be, and are, followed, development does not extend 
to the rest of the economy. Second, growth tends to occur 
whenever such boosts in exports come about, and this may 
be a rather infrequent or irregular occurrence, hardly cor
responding to the demand for persistent and systematic de
velopment policies in practically every underdeveloped econ
omy. 

It is sometimes suggested that certain less developed econ
omies can hope for a substantial increase in industrial ex
ports.1 It is added that this should lead an acceleration of 
the rate of economic growth and that it constitutes one of 
the main hopes for the economic development of these econ
omies. The association of Greece with the European Eco
nomic Community has been hailed partly on such grounds. 

However, in the past, when exports led the acceleration of 
growth of certain economies, they related as a rule to one or 
two primary products of which the country had an abundant 
supply, and which came into favour through improvements 
in the techniques of production, transportation or use. Very 
seldom did they involve a multiplicity of industrial products. 
Exports of industrial goods from less developed economies 
have usually developed only after the production for the do
mestic market was well advanced. For most of today's under
developed countries it is unlikely that a leading change of 
acceleration of the rate of economic growth will be found 
in an expansion of industrial exports. Hopes of this happen
ing have been based on the often questionable assumption 

1. See, for instance, The Economic Development of Spain, Report of a 
Mission Organized by the International Bank for Reconstruction and 
Development, Baltimore, The Johns Hopkins Press, 1963, p. 152. 
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of an abundance of labour in these countries and they also 
reflect a neglect of other important elements of cost; As ex
plained more fully later, those who are counting on indus
trial exports to provide the basic force for pulling up an econ* 
omy like Greece's are clearly betting on a very weak horse. 

It is more likely then that, in so far as the demand side 
is concerned, most underdeveloped countries will have to 
count on the expansion of domestic markets to accelerate the 
rate of economic development, especially on the growth in 
the demand of the middle and lower-income classes. Pol
icies to correct the compartmentalization of the economy, 
which is characteristic of underdeveloped countries, for in
stance abolition of interprovincial taxes or improvements 
in transportation and credit facilities, should be helpful 
in expanding the domestic markets. However, in view of 
the significance of demand incentives, development pol
icies may, at times, have to include measures to influence 
the rate of changes and pattern of private expenditure. For 
instance, it may be necessary at times to promote a wider 
diffusion of purchasing power and concentration of private 
expenditure on particular products (for example through 
subsidizing them) in order to create strong and safe incen
tives to invest and produce. Public expenditure may also be 
used in a manner serving this purpose. Products on which 
demand would be concentrated would include goods whose 
use it is very desirable to expand at an early stage, goods for 
which the conditions of supply of factors of production are 
favourable and whose production bottlenecks can be dealt 
with relatively easily, or products of industries which provide 
important economies of linkage and scale for other growing 
sectors of the economy. 

Fewer remarks of general application can be made about 
the role which changes in the techniques of production and 
distribution and in the conditions of supply of various pro-
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ductive factors may play in accelerating economic growth. 
In any event, any country which is at all serious about eco
nomic development will do well to approach the problem 
and formulate policies only after careful examination and 
identification of the changes which may, or are likely to, 
serve as leaders of acceleration of the rate of economic growth. 
Countries which are aspiring to rates of growth such as the 
West experienced only occasionally and which are anxious 
to catch up with the West, will be badly served if they are 
content with hoping that little bits and pieces of «who knows 
what» changes will provide the strong pull for development. 
As we shall see with reference to the association of Greece 
with the European Economic Community, it is not certain 
that there has been enough realization of this important 
dynamic issue. 
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CHAPTER 2. 

The Greek Economy. Resources and Development Prospects 

In this chapter we outline the basic features and develop
ment prospects of the Greek economy. The discussion should 
serve as a background for the consideration of the association 
of Greece with the European Economic Community. 

I 
Some underdeveloped countries are rich in soil and sub

soil resources while others are relatively poor. Greece belongs 
to the latter category. Poverty in land resources does not 
preclude economic development. However, unless Greece can 
make use of other resources, for instance those relating to 
tourism, she will be at a handicap compared with other 
countries which are wealthier in land resources. Also, the 
development problems of the two types of country will be 
different in many respects. We may outline the basic features 
of Greek land resources. 

Greece's land area is about 131 thousand square kilometres, 
or just over 50 thousand square miles. However, only a 
little over one-quarter of it is cultivated. As indicated in Ta
ble lj this percentage is the smallest among a number of 
European countries. Moreover, the possibilities of expand
ing the area under cultivation through drainage, reclamation 
and other works appear very limited. Only 16.6 per cent 
of Greece's land is level territory and another 15.4 per 
cent is sloping land or semi-plain area. Much of the remain
der is mountainous area which either consists of very poor 
hillside country or is rocky.1 Greece has a population of 8.5 

1. See also F.A.O., Mediterranean Development Project, Greece, 
Country Report, Rome, 1959, Mimeo. p. 1-2. 
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million and the density of total population per square kilo
metre of total area is about 64 persons, which is low compared 
to other European countries. However, a high percentage 
of the population depends on agriculture1 and therefore, as 
Table 2 shows, the density of agricultural population per 
square kilometre of cultivated land is higher in Greece than 
in many other European countries. 

TABLE 2. Density of Agricultural Population in Greece and Other European 
Countries 

Country 

Greece 

Belgium 
France 
Germany 
Italy 
Netherlands 
Portugal 
Spain 
Turkey 

Cultivated Area 

Sq. Km. 

35,050 

10,450 
212,284 

86,510 
156,680 
10,480 
41,300 

198,350 
190,440 

(Year) 

(1953) 

(1953) 
(1952) 
(1953) 
(1953) 
(1953) 
(1960) 
(1950) 
(1953) 

Agricultural Population 

In Thous. 

3,920 

1,116 
10,240 
7,007 

20,026 
1,405 
3,491 

13,250 
18,790 

(Year) 

(1949) 

(1950) 
(1946) 
(1950) 
(1958) 
(1950) 
(1950) 
(1950) 
(1945) 

Agricultural 
People per 
Sq. Km 

112 

107 
48 
81 

128 
134 
85 
67 
99 

Source: F.A.O., Production Yearbook, 1954, Rome, pp. 3,6, and 1961, 
Rome, 1962 pp. 16-17, 395. 

Generally, the soil in Greece's cultivated area is not rich, 
and the seemingly large proportion of land under «permanent 
meadows and pastures» «includes very poor grazing land, 
which would be counted as wasteland in other countries.»2 

1. In 1961 about 55-57 per cent of the labour force was employed in 
agriculture. The percentage of the total population dependent on agri
culture was greater. 

2. F.A.O., World Agricultural Structure, Study jVo. 3, Land Utilization. 
Rome, 1961, p. 15. «Greece has no important natural grasslands such 
äs Occur in the great grassland regions of the world.» See F.A.O., Medi
terranean Development Project, Greece, Country Report, Romej 1959, mim-
eo, pp. 11-11, I I I - 6 . 

45 



In addition, the climate is dry. Precipation is irregular and 
varies considerably from year to year. The percentage of 
cultivated area which is irrigated appears to be higher than 
in such European countries as France, Italy, Portugal, Spain 
or Turkey. Moreover, works under construction are expected 
to double the irrigated area over the next four or five years. 
However, comparisons such as these perforce neglect differ
ences in climate and regularity of precipitation and, hence, 
tend to overestimate Greece's possibilities regarding water 
resources for agriculture. 

The shortage of agricultural land combined with short
sighted and politically expedient agricultural policies, with 
the Greek laws and traditions of inheritance and dowry, 
and with the effects of heavy agricultural indebtedness con
tracted largely for consumption purposes, has resulted in 
excessive subdivision and fragmentation of agricultural prop
erty. Not only is the total land belonging to one farmer 
limited, but it is also scattered throughout the village area 
in plots separated by plots held by others and by roads or 
paths. As indicated in Table 3, close to three-quarters of the 

TABLE 3. Greece. Distribution of Number and Area of Agricultural Holdings 
by Size, 1950 

Size of Holdings (a) *ercentage of Total Percentage of Total 
° Number of Holdings Cultivated Area 

Under 1 hectare 
1 and under 5 hectares 
5 and under 10 hectares 
10 and under 20 hectares 
20 hectares and over 

Total 

28 
57 
11 
3 
1 

100 

6 
43 
22 
10 
19 

100 

(a) One hectare is equal to 2.47 acres. 

Source: F.A.O., World Agricultural Structure, Study No. 1, General Intro
duction, Number and Size of Holdings, Rome, 1961, pp. 59, 66 (based on 
Greece's agricultural census for the year 1950). 
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cultivated land is occupied by farms which are smaller than 
ten hectares, and approximately one-half is under farms which 
are smaller than five hectares. The latter account for well 
over four-fifths of the total number of farms, while almost 
three-tenths consist of farms which are smaller than one 
hectare.1 The average number of plots per farm family is 
about 6.52. 

The subdivision of agricultural land into dwarf farms se
riously limits the economical use of capital, labour and land. 
Such farms can neither afford many types of farm machine
ry nor use them efficiently, and they restrict the division 
and rational use of labour. Irrigation and other works of 
land improvement are often difficult or uneconomic on such 
property. Hence it is difficult also to apply intensive culti
vation of higher yielding market crops in combination with 
animal husbandry, or even mixed farming. The fragmenta
tion of holdings into scattered plots adds considerably to the 
economic waste. The farmer, as well as his animals, wastes 
time and effort in commuting from one plot to another and 
to the farm buildings.3 Transportation of equipment from 
one plot to another adds to the farmer's costs and results in 
excessive wear and tear or damage. Finally, much land is 
wasted in roads, paths and boundaries. 

The subdivision and fragmentation of agricultural prop
erty are mentioned here among the basic features of Greece's 
land resources since they determine in a fundamental way 
the use of these resources and they may be changed only 
with very great difficulty. While the problem has been recog-

1. One hectare is equal to 2.47 acres. 
2. K. Thompson, Farm Fragmentation in Greece. The Problem and its Setting, 

Athens, Center of Economic Research, 1963, p. 29. 
3. For some estimates of distances between farm houses and plots 

see K. Thompson, op. cit., pp. 2 8 - 2 9 , 32. 
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nized and efforts have been made to deal with it, the var
ious solutions have faced serious institutional and adminis
trative obstacles, partly relating to the great variation in 
soil and terrain of the plots. Consequently, the reallocation 
and consolidation of farm property which has been achieved 
has been very limited. From 1953 to 1961 it proved possible 
for the state to consolidate farms covering only 76 thousand 
hectares, or 2 per cent of the total arable land. This involved 
«portions of a mere 105 of the over 6,000 communities in the 
country.»1 

As Table 4 indicates, yields per hectare are much lower in 
Greece than in such countries as Belgium, France, Germa
ny or the Netherlands. To some extent the difference is due 
to the lower degree of agricultural mechanization in Greece 
and the smaller use of fertilizers, insecticides and other re
quisites. However, expert opinion ascribes some of these con
ditions as well as a large part of the difference in yields to 
the poverty of the soil, the dryness of the climate and ir
regularity of precipitation and the various institutional ob
stacles to a more effective utilization of the land and other 
resources, described previously. Since Greek agriculture is 
typically labour intensive, low yields per hectare are matched 
by low yields per head. About two-thirds of Greece's agri
cultural families have a yearly income of less than $350.2 

Another unfavourable feature of Greece's agricultural re
sources relates to the types of crops which they are most 
suited to produce. As explained more fully later, the future 
of foreign markets for Greece's tobacco holds many uncertain-

1. K. Thompson, op. cit., p. 216. See Thompson's study for a full 
discussion of the problem of farm fragmentation in Greece and the 
suggested solutions. 

2. Committee of Inquiry and Organization of Economic Planning, 
Redistribution of Land Property, Volume II, Part 1 (in Greek), Athens, 
1959, ρ.γ. 
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ties,1 while several of her important export crops (for exam
ple, tobacco, cotton and currants) are subject to substantial 
short-term fluctuations in price. These tend to affect econom
ic development adversely. 

We may now turn to the subsoil. In this area too Greece 
does not possess any remarkable resources. In the early nine-
teen-sixties the gross output of her mines and quarries was 
on the order of $40 - 45 million, or about 1.5 per cent of 
her net national income.2 Her exports of such products 
were about $18 - 19 million.3 Her main products by val
ue of gross output are bauxite, lignite, magnesite, salt and 
«stone, gravel and sand», while iron ore and marble are 
somewhat less important. Her main export is bauxite; much 
less important are exports of iron ores, manganese, and 
calcined and dead burnt magnesia. 

The country's mineral resources have not been adequately 
surveyed. From what is known at present Greece does not 
possess a significant proportion of the world's stock of any 
mineral except bauxite. The proved reserves of bauxite 
amount to 15 million tons, with probable reserves of 40 
million, and possible reserves of 100 million. Her proved re
serves of iron ores (with a 45 - 50 per cent iron content) and 
nickeliferrous ores amount to 6 and 4 million tons, respec
tively.4 

It has often been claimed that a striking feature of the 

1. See infra, pp. 126-28. 
2. Kingdom of Greece, National Statistical Service, Results of Annual 

Statistical Surveys of Mines, Quarries and Salterns for the Tears 1959 and I960; 
L:7 Industry etc., Athens, 1963, p. 20. 

3. Kingdom of Greece, Ministry of Industry, General Direction of 
Mines, Bulletin on the Mining Activities of Greece for the Tear 1961, pp. 16 - 17. 

4. Estimates of ore reserves supplied by Mr. C.E. Tsoutrelis, of the 
Institute of Geology and Subsoil Research of the Greek Ministry of 
Industry. 
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underdevelopment of Greece's economy is that the larger 
part of her mineral products is being exported in crude form 
or after only very elementary treatment and that, sometimes, 
Greece imports «her very own» minerals embodied in semi
manufactured materials or final products. This is considered 
as something of an anomaly and is sometimes ascribed to 
sinister forces of foreign or domestic capitalistic exploita
tion. It is suggested that Greece should establish industries 
to use her minerals, and that this would promptly raise em
ployment and income. 

As usually presented, the argument is questionable, or at 
least incomplete. In some measure mineral producing coun
tries might be forced into the type of trade just described by 
the tariff policies of countries which impose low rates of 
duty on imports of raw materials and high rates on manu
factured products.1 On the other hand, a comparative ad
vantage in exporting minerals does not necessarily imply 
one in exporting products thereof or producing them for the 
domestic market. Industries using Greek minerals as their 
raw material depend for their location, as any other activ
ity does, on a variety of factors, including the location and 
size of markets, the supply of other required materials, and 
the benefits from a related industrial complex.2 It stands to 

1. Canada has complained in this matter with reference to United 
States duties. 

2. Auxiliary raw materials not available in the country (e.g., coal) 
may lose more of their bulk or weight in manufacturing than the mineral 
does. Or, the mineral may gain bulk or weight in manufacturing, in 
which case it is better for the industry to be located near its principal 
markets. 

In addition to the more general considerations of costs and markets, 
in the case of industries based on mineral inputs it is necessary to ensure 
deposits which will supply an adequate flow of minerals (in terms of 
volume and period) for a manufacturing plant of minimum size. 
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reason that Greece should establish such industries only on 
the basis of the principle of comparative advantage, taken 
dynamically so as to allow for the growth of infants. Other 
industries, using foreign raw materials, may possess advanta
ges which more than offset the advantage of saving in trans
portation costs of industries using Greek minerals.1 

Before concluding this review of Greece's soil and subsoil 
resources we should note that one often finds in Greece, 
even among senior government officials, a surprising lack of 
realism concerning the relatively low position which the 
country holds among underdeveloped economies with re
spect to soil and subsoil endowment. Misunderstanding in 
these matters tends to be followed by self-deception and it 
might have serious consequences: for any rational economic 
policy, public or private, must be determined by, and re
flect the relative scarcity of the various productive resources 
of the economy. 

II 

Against the background presented we may now consider 
the basic goals of Greek economic activity and policy. These 
goals are important in determining the desirable pattern of 
Greek economic development. 

One might expect fairly general agreement that the main 
goals of economic policy discussed earlier2 are eminently 
desirable in Greece. These include an increase in income per 
head, which in an economy based largely on private enter-

1. Many of those calling for the establishment in Greece of industries 
using domestic minerals look upon them as an outlet for the employment 
of labour. It might therefore be noted that several types of metallurgical 
industries, such as those that would use Greek minerals are not of the 
kind that would provide employment for a large volume of labour. 

2. Chapter 1, Section II. 
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prise implies also an increase in consumption per head; a 
reduction in the inequality of distribution of income, between 
rural and urban areas, between more and less developed parts 
of the country and within given areas ; and full employment 
of the country's labour force, including the provision of 
sufficient employment opportunities for the urban labour 
force and an increase in the productivity of the peasants. 
The achievement or maintenance of appropriate rates of 
change in incomes and in other variables, such as leisure, 
should, as indicated, be other important goals of economic 
policy. But our present knowledge of the effect of this factor 
on welfare and economic behaviour is very incomplete. Hence, 
while this consideration should influence the formulation of 
economic policy, it may be difficult to express it as a con
crete goal. 

For the great majority of the Greek people one of the 
most important objectives of economic and other policies 
is to safeguard and advance the Greek nation, that is, to 
preserve a fairly sizeable group of people speaking the Greek 
language, sharing the Greek tradition and values and living 
on Greek soil. Strictly speaking, one might treat this polit
ical goal as a constraint or boundary condition ini the pur
suance of the more narrowly economic targets and as influ
encing the choice of the policies or means of pursuing them. 
But the national feeling is strong and Greeks like to think 
of this goal as a target of economic policy, to be served 
positively by it. 

The balance of payments is likely to be an important con
straint on Greek development policies. The problem will be 
examined in greater detail later,1 and a summary might 
suffice for our present purpose. 

The ratio of exports to national income of a country, seems 

1. Chapters 5-8 . 
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to be broadly determined by certain basic economic factors, 
among which the size of the country's population and the 
diversity of its resources are important. On the basis of these 
factors it appears that the ratio in Greece has practically 
reached its lowest possible level. The decline in this ratio has 
accompanied a pattern of economic development which is 
so peculiar as to hold little promise of continuing for long, 
or of leading to significant long-term development. 

A better balanced and more promising pattern of devel
opment will call for a substantial increase in imports. Cer
tain invisible receipts may grow substantially, but capital 
imports or foreign aid are unlikely to provide great help in 
meeting the greater import bill. It appears then that commod
ity exports will be required to grow at least pari passu with 
the growth in income, and yet, as we shall see, the expansion 
of both agricultural and industrial exports is faced with many 
difficulties. There is every reason for expecting the balance 
of payments problem to be one of the most critical issues in 
Greek economic development. 

Finally, mention must be made of price stability. In view 
of the significant effects of a pronounced instability of prices 
on incomes, economic incentives, the economic and financial 
system, economic growth and even the social and political 
fabric of the country, a reasonable stability of the price 
level would be generally accepted as another constraint on 
Greek economic policy. 

As indicated, one would expect little disagreement in 
Greece about the desirability in general of the foregoing 
main objectives of economic policy. However, as explained 
earlier,1 it may not always be possible to pursue all the 
goals to the fullest desirable extent and compromise may be 
necessary. This raises the question of the relative significance 

1. Chapter 1, Section II. 

54 



that should be attached to each objective, which can be a 
thorny" problem involving all kinds of political and ethical, 
as well as economic considerations. 

It might be expected that different groups of people will 
assign different importance to the various goals. Thus, while 
the young may stress economic expansion, and labour may 
emphasize a high level of employment, the old would be 
interested more in the stability of prices. Probably, consid
erable variation of opinion will be encountered even with 
respect to the extent to which narrowly economic objectives, 
such as increases in incomes, should yield, if necessary, to 
policies aimed at preserving and advancing the Greek nation. 
The difference of opinion may be especially pronounced if 
the degree of sacrifice required in one direction in order to 
promote the other goal is made clear. It appears then diffi
cult to expect general agreement on the desirable combina
tion or mix of goals to be pursued. 

These difficulties are understandable: they are common 
with many economic and social phenomena and policies. On 
the other hand, public argument about economic, or related, 
policies can be very disconcerting — indeed it can be utterly 
pointless — if there is very little understanding about the 
proximate and ultimate goals which these policies are sup
posed to serve. The confusion apparent in the discussion of 
the desirability of association of Greece with the European 
Economic Community, or of the large emigration of Greek 
labour to Western Europe, in a large measure reflects the 
confusion or uncertainty regarding the combination of goals 
of Greece's economic, commercial and development policies. 
We shall return to this matter later. 

In view of the foregoing difficulties it would seem clearly 
desirable, from time to time, to have a public announcement 
from responsible circles of the particular combination of 
goals at which the Greek economy and public policies are 
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aiming. Such an announcement will not be expected to settle 
the issue of the most desirable mix of goals. But it would 
invite discussion about the desirability and feasibility of the 
announced mix, the factors that should be taken into consid
eration in determining the desirable mix at various times 
and under various circumstances, and the sacrifices in terms 
of goals foregone that might be involved in pushing one or 
another goal a step ahead. The announcement also would 
enable and oblige those arguing about various economic pol
icies to indicate whether it is the mix of goals about which 
they disagree, or the techniques and policies by which an 
agreed upon mix can be achieved. Perhaps, announcements 
of goals included in the development plans of a number of 
countries in recent years are a step in the right direction. 

It was indicated earlier that the goals of economic policy 
may differ considerably between underdeveloped and ad
vanced economies. Greece will probably emphasize growth 
more and stability less than the countries of Western Europe.1 

Further, the objective of full employment tends to have a 
different content in the two areas. However, the point at 
which the differences may be especially great is in the po
litical objectives. It may be hard for Western Europe to 
understand Greece's goals and for Greece to explain them 
and to impress on the West their importance for Greece. 
Similarly, it may be difficult for the West to understand Greek 
policies, conditioned, as they are bound to be, both by differ
ent goals and by a different economic and institutional 
background. These are significant matters, to be kept in 
mind when judging the advisability of Greece's economic 
integration with more advanced countries. 

1. See J. R. Hicks, Essays in World Economics, Oxford, Clarendon 
Press, 1959, p. 162. 
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I l l 

The pattern of resources and the basic goals of economic 
activity and policy described in this chapter, may serve as 
a background for an outline of the possible patterns of Greek 
economic development. Such an outline is necessary for the 
consideration of the association of Greece with the European 
Economic Community, and the problems it raises. 

It should be made clear that we do not intend to present 
a programme or blueprint of Greek economic development, 
or to forecast future developments. We wish rather to cast 
an eye into the more distant future, let us say fifty years hence, 
and to imagine the broad economic picture of Europe at 
that time, the position of Greece in it, and the broad devel
opments leading Greece to this position. 

It is not unreasonable to assume that the basic determi
nants of Greek development will be size of country, geograph
ical location, resources, technology and developments 
abroad. Within these limits Greek policies may be directed 
towards one or another mix of goals, which should affect 
the pattern of economic development accordingly. The com
binations of goals which Greece might choose to pursue are 
obviously numerous and it is impossible to consider all the 
alternatives. We shall restrict our discussion to two : a combi
nation dominated by economic goals (for brevity we shall 
refer to it as «the economic solution»), and another one in 
which certain political objectives are prominent (for brevity 
we shall refer to it as «the political solution»). The reader 
will be able to envisage other combinations of goals and 
hence also patterns of development. It is hoped that he will 
also sense the patterns of development which do not appear 
to be feasible. This will be invaluable for a proper evaluation 
of the policy of association of Greece with the European Eco
nomic Community. 
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Under our first alternative, «the economie solution», Greece 
would choose to emphasize economic goals, chiefly an in
crease in income per head, full employment and a decrease 
in inequality of distribution of income. We may outline the 
developments which appear probable in an economic advance 
serving these purposes. 

In the European context and on the basis of geography, 
resources, technology and distribution of population one may 
imagine fifty years hence a number of strong poles of industrial 
development and concentration, such as the French-German-
Low Countries triangle or the industrial areas of the U.S.S.R. 
Poles of lesser extent and importance exist and new ones may 
appear. But the possibility of development of a significant 
industrial pole in Greece appears very small. Greece is poor 
in soil and subsoil resources, and because of this factor and 
of the unfavourable geographical location of the country,1 

she is unlikely to be able to support a much larger popula
tion at incomes providing broad industrial markets. 

Greece might manage to develop some internationally 
competitive industries. But there are not many industries in 
which she would enjoy a strong competitive advantage, such 
as might be afforded by an abundant local supply of mate
rials whose transportation is much more difficult than that 
of the finished product. In addition, the growth of individual 
industries very often depends on a certain measure of indus-
rial agglomeration which provides economies of linkage and 
scale. Accordingly, as international transportation improves, 
the development in Greece of a small number of interna
tionally competitive industries will become increasingly diffi
cult. As indicated later, Greece is also handicapped in a 
number of other ways with respect to the development of 

1. The unfavourable geographical location of Greece is discussed 
infra, pp. 151-52. 
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such industries. On the other hand, «local» industries are 
likely to survive and advance. These are for instance, indus
tries protected by natural immobility of the product or costs 
of transportation, or industries in which direct contact be
tween producer and customer is indispensable or significant, 
as is the case now with much of the printing and engraving 
business in Greece. 

While Greece's advantages in industry and agriculture 
would appear to be modest at best, there has developed in 
recent years in the world a new service industry of great 
proportions and promise. Increases in incomes and leisure, 
expansion of education and enormous advances in communi
cation and transportation have given a tremendous impetus 
to tourism on an international and intercontinental scale. In 
this industry Greece enjoys the advantage of her superb na
ture and climate and invaluable antiquities. While her tour
ist receipts have grown greatly in recent years, she has failed 
to adequately exploit the possibilities offered. We shall dis
cuss tourism in detail later. 

It would seem then that if the greatest possible increase in 
income per head and full employment are to be the basic 
goals of Greek economic activity and policy, the course of 
Greek economic development lies in greatly emphasizing tour
ism, developing local industries, fostering the few industries 
which appear to be able to face international competition, 
and undertaking improvements in agriculture. The surplus 
population, which cannot find employment in this frame
work, except at incomes strikingly lower than those which 
they can earn abroad, should be free to emigrate. 

We may now turn to «the political solution», a combi
nation of goals of economic policy among which political 
objectives are prominent. The basic and most commonly 
mentioned objective is the preservation of the Greek nation. 
This, it is believed, requires that the population living in 
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Greece and sharing the Greek culture and language should 
be as large as possible or, in more sober and practical terms, 
it should expand in some proportion with the population of 
other European and Middle Eastern nations. Supporters of 
this alternative would point to the «political» risks involved 
in the economic solution: the dilution of Greek tradition, 
culture and values through large-scale tourism, the dangers 
attaching to the possible establishment of a substantial num
ber of foreigners in Greece and, above all, the risk of «national 
suicide» involved in large-scale emigration. In an attempt 
to forestall such developments, it may appear necessary to 
create and spread opportunities of industrial employment, 
and to settle for a lower increase in income per head than 
would be possible under the first alternative. In view of the 
country's disadvantages with respect to soil and subsoil re
sources, geographical location and size of domestic markets, 
noted earlier, it may be necessary to industrialize under per
manent protection. 

It should be noted of course that even if the political goals 
are considered paramount, the policies outlined above and 
recommended often cannot be carried very far nor succeed 
fully. The internationally inefficient economy to which they 
would lead might be unable to continue for long; the country 
might be so outdistanced in terms of income and consump
tion standards, that the people would tend to succumb to 
international «demonstration» and to repress their concern 
about the nation for the sake of greater material well-being. 
Meanwhile, there would be the problem of preventing 
Greeks, dissatisfied with their low incomes, from emigrating. 
Since in addition protection involves an economic cost or 
sacrifice, Greece might decide that the political goals should 
be served partly through policies which lead to a higher in
crease in income per head and use some of the extra income 
for promoting the national culture, art, literature, and so on. 
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PART Β 

ECONOMIC INTEGRATION AND DEVELOPMENT 

CHAPTER 3. 

The Association of Greece with the European Economic Community 

The chief characteristics of a common market between two 
or more countries are the freedom of movement of goods and 
productive factors between these countries and the existence 
of a common external tariff. We shall use the term economic 
integration as synonymous with common market. 

A common market tends to improve the efficiency in ex
change or consumption, and in production or resource allo
cation of the economies concerned. The reallocation of re
sources which it entails is a once and for all benefit. More 
interesting are the dynamic effects of integration on econom
ic growth. They involve changes in the volumes of var
ious productive resources, technology, the size of markets, 
the pattern of allocation of new investment and other fac
tors. It is these effects that we intend to emphasize in our 
study. Related to them is the influence which a common 
market has on the level and pattern of employment, the 
stability and distribution of income, and the development of 
the various areas of the countries concerned. 

Our study concentrates on the economic integration of an 
underdeveloped country with more advanced economies: of 
Greece with the European Economic Community. In a case 
like this the effects of the common market on the balances 
of trade and payments and on the international movement 
of capital and labour are most important. These effects are 
closely related to those mentioned earlier and, hence, re-
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marks about them will be made in this part of our study. 

However, they also call for a more detailed consideration, 

undertaken in Parts C and D of our work. 

We may first outline the terms of association of Greece 

with the European Economic Community. 

Ί 

The European Economic Community (E.E.C.) or Common 
Market, comprising Belgium, France, Germany, Italy, Lux
embourg and the Netherlands, was established by the Treaty 
of Rome of 1957. The proximate objectives of the Community 
include free movement of goods, services, labour and capi
tal between the member countries, and the establishment of 
a common customs tariff vis-à-vis third countries. The Com
munity aims at adopting common policies with respect to 
agriculture, trade and transportation, promoting free com
petition, and coordinating the economic and monetary pol
icies of its members. A European Social Fund and a European 
Investment Bank are expected to assist labour employment 
and economic development. 

By an Agreement signed in Athens on June 9, 1961, and 
made effective on November 1, 1962, Greece joined the E.E.C. 
as an Associate Member.1 The Agreement establishes a cus
toms union which covers all trade between the E.E.C, coun
tries and Greece, except that specified in the Agreement. 
Customs duties between the two parties and all charges hav
ing an equivalent effect, as well as quantitative restrictions 
on imports, are to be abolished. Moreover, Greece will 

1. An English translation of the Athens Agreement has been prepared 
by G.A.T.T. under the title European Economic Community, Association of 
Greece, mimeo, L/1601/Add. 1, 7 December 1961, pp. 119. The same 
translation has been made available in printed form by the Greek In
dustrial Development Corporation under the title Agreement of Association 
between Greece and the European Economic Community, Athens, 1963, pp. 145. 
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adopt the common customs tariff of the E.E.G. with regard 
to imports from third countries. Most of these changes will 
take place gradually during a period of «transition» to be 
completed in twenty-two years, after which Greece may be
come a full member of the E.E.C. 

We may now outline the main provisions regarding Greece's 
foreign trade. Duties of E.E.C, member states levied on 
Greek exports were reduced on the effective date of the Agree
ment to the level of duties applicable to transactions between 
the members; quotas and measures of equivalent effect 
were modified similarly. At that time duties between E.E.C. 
countries had already been reduced by 50 per cent on in. 
dustrial goods and 35 per cent on non-liberalized agricultural 
products, and manufactured imports had been freed of quan
titative restrictions. All subsequent reductions or modi
fications of duties or quotas apply automatically to Greek 
exports. 

In addition to these general provisions, special provisions 
of the Athens Agreement are intended to favour certain of 
Greece's primary exports, notably tobacco, currants and sul
tanas, wine, olives, colophony and turpentine essence.1 These 
provisions are described and discussed, in relation to the 
exports concerned, in Chapter 5. 

Turning to Greek imports from E.E.C, countries we may 
distinguish three categories of goods : (a) products which are 
being manufactured in Greece, (b) other manufactured goods 
and, (c) agricultural products. The Greek duties on the first 
category of goods will be abolished gradually over a period 
of twenty-two years. When the Athens Agreement became 
effective they were reduced by 5 per cent; three further de
creases, each of 5 per cent of the basic duty, will be effected 
at intervals of thirty months, after which larger and more 

1. See Protocols Nos. 10 and 14-17. 

65 
5 



frequent reductions will take place. On the other hand, 
Greek duties on the second category of goods will be reduced 
at a faster rate : on the effective date of the Agreement they 
were decreased by 10 per cent, and they are to be completely 
eliminated in twelve years. 

The abolition of Greek duties on agricultural products im
ported from E.E.C, countries will in principle take place 
within twenty-two years from the effective date of the Athens 
Agreement. The rate of reduction of duty on each product 
will be decided upon by the Council of Association, but only 
after the establishment by the E.E.C, countries of a common 
agricultural policy regarding each product and the indica
tion that Greece is prepared to align its policy with it. Until 
such agreements are reached the following provisions will 
apply. The duties on goods listed in Protocol 13 of the Athens 
Agreement (mainly fish, rice and dairy products, including 
meat and edible fats and oils) will be abolished, as in the 
case of products manufactured in Greece, over a period of 
twenty-two years.1 On the other hand, the duties on goods 
listed in Annex III of the Athens Agreement will be abol
ished, as in the case of manufactures not being produced in 
Greece, over a period of twelve years.2 

On the remaining agricultural exports of E.E.C, countries 
Greek duties will continue until agreement is reached, as 
explained previously. I t is also provided that if the E.E.C. 

1. Protocol 13 mainly lists products that E.E.C, countries are export
ing or interested in exporting to Greece. A somewhat faster reduction 
of Greek duties is provided with respect to three products of Protocol 
13, viz., ham, European type cheeses and butter. 

2. Annex III includes mainly vegetables, pulses, fruit (fresh and 
dried), fruit juices, vegetable oils, fish and tobacco — briefly, most agri
cultural products presently exported from Greece (wine and grape 
must are among those not included) and some that may be exported in 
the future. 
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declares a common policy regarding a particular product, 
and the Association Council cannot agree within a given pe
riod on the regulations to be applied to trade in this product 
between the E.E.C, countries and Greece, the two parties 
may regulate their trade as «they deem appropriate, provided 
that the regime applied to trade in the product in question 
is at least as favourable as that applicable to imports from 
states enjoying general most-favoured-nation treatment».1 

Other significant provisions concerning trade between the 
E.E.C, countries and Greece include the prohibition of im
posing new, or increasing the existing, customs duties. How
ever, in order to protect «new processing industries not exist
ing in Greece» on the effective date of the Athens Agree
ment, Greece may during the first twelve years impose, re-
impose or raise customs duties, but only up to 25 per cent 
ad valorem, and only on goods which in 1958 did not consti
tute more than 10 per cent of Greece's imports from E.E.C. 
countries. These new protective measures may not be main
tained for more than nine years from their inception.2 

Regarding quantitative restrictions on imports, Greece un
dertook to abolish all such restrictions on imports from E.E.C. 
countries within a period of twenty-two years, and any other 
restrictions having similar effects within twelve years. How
ever, during the first five years from the effective date of 
the Athens Agreement, Greece may under certain conditions 
maintain or impose quantitative restrictions on products 
which in 1958 did not constitute more than 40 per cent of 

1. Athens Agreement, Article 36. 
2. Athens Agreement, Article 18. The period during which Greece 

may adopt such measures as are described in the text, and the period 
for which these measures may be maintained can be extended only 
by decision of the Association Council. 

Determination of whether an industry is «new» in the spirit of the 
Agreement will not always be an easy matter. 
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Greece's imports from E.E.C, countries. After the five years 
this percentage will be reduced to 25 per cent, and after 
another five years to 20 per cent.1 

Another provision is that the E.E.C, countries and Greece 
may, for revenue purposes, substitute domestic taxes for im
port duties which are being reduced or abolished, provided 
these taxes are also collected on domestic products of the 
same kind and are not intended indirectly to protect the do
mestic production of other goods.2 

Finally, concessions granted to third countries by E.E.C. 
members or Greece will be extended to each other. 

Regarding trade with third countries, Greece will grad
ually adapt her customs duties to the common external tar
iff of the E.E.C. This adaptation will extend over a period 
of twenty-two years for duties on products which are being 
manufactured in Greece, and of twelve years for other man
ufactured goods. On agricultural products the common tar
iff will be applied only after the agricultural policies of the 
E.E.C, and Greece relating to the various products are coor
dinated. Unless and until such coordination occurs, the adap
tation of the Greek duties on the agricultural products 
listed in Annex III of the Athens Agreement3 will follow 
the procedure and be effected within the twelve year period 
provided for the manufactured goods of a kind not produced 
in Greece. 

An exception to the regulations regarding trade with third 
countries is provided for Greece's imports from countries with 
which she is linked by bilateral trade agreements. Greece 
may, with the approval of the Council of Association, apply 
to such imports reduced duties, or even exempt them alto-

1. Athens Agreement, Article 23. 
2. Athens Agreement, Articles 17, 53. 
3. See supra, p. 66, f. 2. 
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gether from duty, provided that the duty applied shall not 
be lower than that imposed on imports from E.E.C, countries. 
The total value of imports from third countries enjoying such 
reduced duties may not exceed 10 per cent of the value of 
all Greek imports from third countries; and the value of 
each product thus favoured shall not exceed one-third of the 
total Greek imports of this product.1 

With respect to the movement of factors of production, 
the Athens Agreement provides for freedom of movement of 
labour between Greece and the E.E.C, countries to be effected 
within a period of twelve years. It prohibits the adoption 
of new foreign exchange or related restrictions concerning 
payments on visible or invisible account, with the exception 
of payments relating to investment (the investment and its 
service), concerning which Greece and the E.E.C, countries 
will «make efforts» not to introduce new exchange restric
tions. The Agreement also provides that the E.E.C, countries 
will facilitate the investment in Greece of private capital from 
these countries. Finally, through the European Investment 
Bank, Greece will receive development loans up to a total 
$125 million over a period of five years.2 

I I 

With the basic provisions of the Athens Agreement as a 
background we may now proceed to examine the main ben
efits Greece is expected to derive from her association with 
the E.E.C. We are not specially qualified to discuss purely 
political advantages, but we shall consider one or two polit
ical implications of the economic effects of the association. 

The lowering and eventual abolition of Greek duties on 
imports from E.E.C, countries will benefit Greece in so far 

1. Athens Agreement, Article 21, and Protocol No. 8. 
2. Athens Agreement, Protocol No. 19. 
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as lower priced E.E.C, goods are substituted for domestic 
products of the same or a similar nature. The extent to which 
Greece may benefit in this manner will, of course, depend 
on the possibility of readily reallocating the resources which 
had been producing the goods being displaced. Unfortu
nately, economies such as the Greek economy are plagued 
with serious problems of market imperfection and structural 
unemployment, and the sudden increase in the need for re
source mobility is unlikely to meet with an equally ready 
increase in the mobility of resources. 

No doubt, in the very long run these conditions can change, 
and practically any adjustment can become possible. But time 
and the rates of these changes are of the essence. In this 
matter, as well as in others which follow, the Greek Govern
ment seems to have neglected some fundamental features of 
economies which are underdeveloped and which, generally, 
have been progressing slowly. It also appears to have mini
mized certain difficulties created by Greece's poverty in soil 
and subsoil resources, her unfavourable geographical loca
tion and the small size of her markets. As a consequence, in 
her association with the E.E.C. Greece accepted periods of 
transition which are so short as to make demands of the gov
ernmental and private administration of the economy which 
are virtually impossible. We return to this matter in follow
ing pages. 

In any event, any advantages of the kind just discussed 
which Greece may derive through her association with the 
E.E.C, could be obtained through unilateral reduction of 
tariffs. Moreover, Greece might have arranged for this re
duction to proceed pari passu with the development of op
portunities for the productive absorption of the factors dis
placed by imports, and of measures facilitating such absorp
tion. We may then turn to other benefits which, it is claimed, 
Greece has gained for undertaking to eliminate her duties 
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on E.E.C, exports in unduly short and rigidly fixed pe
riods. 

An advantage which Greece hopes to gain from the asso
ciation is that her exports to E.E.C, countries will benefit 
at the expense of third countries. More specifically, during 
the arrangements for the association, it was expected that 
Greece would enjoy membership in a protected area at the 
expense of such countries as Turkey, Spain, Iran and Israel, 
which export similar goods, and of certain American exports 
such as tobacco and canned fruit and vegetables. 

The problem of Greek exports will be considered in de
tail in Chapters 5 and 6. Our conclusion will be that, in view 
of the nature of Greece's economy and resources, it might 
be very difficult to substantially expand her exports of pri
mary products. To expect to solve this problem by displacing 
other exporters from E.E.C, markets would seem wishful 
thinking. Only the naïve could be surprised when in 1963 
Turkey became associated with the E.E.C, on better terms 
than Greece. Even the politically half-wise could see that 
Turkey was too important with respect to the German and 
French interests in the Middle East to be ignored. Analogous 
remarks apply to the reduction in 1962 of E.E.C, duties on 
United States tobacco and canned fruit and vegetables, and 
to the Commercial Agreements between the E.E.C, and 
Iran in 1963, and the E.E.C, and Israel in 1964. In July, 
1963 eighteen African states became associate members of 
the E.E.C., effective June 1, 1964. 

One of the main benefits Greece expects to derive from 
her association with the E.E.C, is that Greek exports will 
displace domestic products in E.E.C, markets and gain a sig
nificant share of any expansion of these markets. The argu
ment relates especially to Greek exports of manufactured 
products which are considered in detail in Chapter 6 and, 
while on the surface it appears attractive, it seems to be 
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based on a basic flaw in the thinking underlying the asso
ciation. 

When a number of advanced countries establish a common 
market, the concessions made and benefits expected are broad
ly commensurate. The duties of each country had been aimed 
chiefly at the manufactures of other industrial countries,1 

and were of the size required to protect domestic industry 
against imports of such goods. On the other hand, in an 
association of advanced industrial countries with an under
developed economy such as Greece there is something strik
ingly disproportionate: Greek import duties were aimed 
chiefly at the manufactures of advanced countries, such as the 
E.E.C, countries and, presumably, were of the size and kind 
required for this purpose; but E.E.C, duties were as a rule 
directed at the products of much more competitive industrial 
structures than the industry of Greece, which for all practi
cal purposes and with a very few exceptions could be ignored.2 

Of course, duties on agricultural products also will be 
lowered. But here we have a second asymmetry. Greece de
pends, and is likely to depend in the future, much less than 

1. In a few cases they might have been directed against products 
of Asiatic or other less developed countries favoured by low costs in the 
respective industries. 

2. Greece also formally made greater concessions in that her duties 
on industrial products were generally higher than those of the E.E.C. 
countries. For a comparison of the averages of import duties levied by 
the E.E.C, countries in 1961, the common external duties of the E.E.C., 
and the duties imposed by Greece on various manufactures and industrial 
materials, see Congress of the United States, Joint Economic Committee, 
Subcommittee on Foreign Economic Policy, Trade Restraints in the Western 
Community, with Tariff Comparisons and Selected Statistical Tables Pertinent 
to Foreign Economic Policy, Washington, U.S. Government Printing Office, 
1961, pp. 1-9, 42-44. See also National Bank of Greece, Developments 
and Problems of Greek Industry. B. The Woolen and Worsted Industry (in Greek), 
Athens, 1960, pp. 53 - 54. 
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her advanced partners on manufactured exports and more 
on agricultural exports,1 and the price elasticity of demand 
in the E.E.C, for Greece's agricultural exports is generally 
lower than the elasticity of Greece's demand for the manu
factured exports of the E.E.C.2 It follows that a proportion
ate reduction in the prices of both types of goods following 
the decline in duties3 would tend to benefit the exports of 
E.E.C, countries more than those of Greece. In addition, 
expansion of industrial output often meets increasing re
turns, while growth of agricultural production faces decreas
ing returns. 

The reduction then and abolition of duties by the E.E.C. 
countries and Greece do not have symmetrical effects — 
they do not involve mutual concessions. The industries of 
the E.E.C, may gain very substantial ground in the Greek 
market while Greek industry and agriculture gain very little 
in the E.E.C. 

The expectation that Greek industry will make inroads 
into the E.E.C, markets has been related to two other fun
damental advantages that the association is supposed to con
fer on Greek industry. First, it has been suggested that Greece 
will be free to sell in a huge market of over 170 million peo
ple enjoying high incomes, and may thus reap very sub
stantial benefits of specialization and scale. Second, Greek 
industry will be stimulated into greater efficiency through 
international competition. These arguments may be consid
ered more closely in that order. 

1. See infra, Chapters 5 and 6. 
2. As indicated, Greece cannot expect to gain noticeably through 

the association at the expense of other exporting countries. 
3. Here again, the duties of the E.E.C, countries levied on Greek 

agricultural products were as a rule considerably lower than the Greek 
duties on manufactured imports. 
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As indicated earlier,1 the small scale of a number of eco
nomic operations is indeed a characteristic of underdeveloped 
countries, and it partly explains their low productivity. How
ever, it is not related exclusively to the limited size of their 
markets.2 Frequently, it is related also to a shortage of pro
ductive factors required for large-scale operation and tech
nological advances, including certain skills, large lumps of 
capital, organizational know-how, appropriate management 
and risk taking, and effective advertising. An advanced 
country joining others in a common market will benefit readi
ly from the expansion of the market. But in an association 
of an underdeveloped economy with advanced ones the mat
ter is totally different because of the shortage in the former 
economy of such factors required for large-scale operation. 
This shortage is one of the reasons that has made the infant 
industry argument so indisputably respectable. 

In addition to an adequate supply of factors suitable for 
large-scale operations, the international competitiveness of 
many industries tends to depend heavily on the productivity 
of other industries of the same country and the economies of 
linkage and scale available. These economies are external to 
the firm and, particularly, to the industry. They relate to 
the supply of repair and other service facilities, the use by 
several industries of common materials and of each other's 
products, and the availability of labour training facilities, 
marketing and advertising services, a well-developed network 
of transportation and warehousing, and public utilities serv
ing industry. Not the least important among them are various 

1. Pp. 26-27. 
2. See G. Marcy, «How Far Can Foreign Trade and Customs Agree

ments Confer upon Small Nations the Advantages of Large Nations?», 
in E.A.G. Robinson (ed.) Economic Consequences of the Size of Nations, Lon
don, MacMillan & Co., 1960, pp. 279-80. 
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services (e.g., marketing) which specialize and are expert in 
the export of industrial products. 

These economies tend to appear when there is a great 
multitude of industrial firms or an industrial agglomeration, 
conditions which are found in the E.E.C., but not in Greece. 
As indicated earlier and again later, development in Greece 
of a pole of industrialization would meet with serious ob
stacles.1 Accordingly, such economies may never materialize 
in Greece in any substantial measure. To the extent that 
they might, a fairly long period of industrial protection will 
be needed for their development. In countries such as Greece, 
the infant industry argument changes from one of pro
tecting a particular industry to an argument for the pro
tection of the whole industrial branch of the economy while 
it is an infant.2 Excessive preoccupation of persons in gov
ernment and other responsible positions with appeals to 
Greek business to merge in order to create large firms en
joying internal economies of scale may be diverting attention 
from the more important issues.3 

1. See supra, p. 58. 
2. This of course is not a call for indiscriminate protection of every 

industry, efficient or not, promising or hopeless. Selectivity in protection 
is the very essence of a rational tariff policy. 

It may be noted that a common market of underdeveloped economies 
would be a different proposition from the association of an underdevel
oped country with advanced ones, which we have been considering. 
While the market would be widened, each country would be at no se
rious disadvantage vis-à-vis the others with respect to the development 
of resources suitable for large-scale operations and the external economies 
which its industries would enjoy. 

3. In a number of industries, economies internal to the firm are reached 
at relatively modest scales of output, and some large Greek firms prob
ably enjoy these economies, or proceed to enjoy them as the supply 
of factors required for large scale operations is adjusted to their needs. 
However, many industries in which economies of scale can be substantial 
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The second fundamental advantage which the association 
with the E.E.C, is supposed to confer on Greek industry is 
that the removal of protection will increase competition and 
force Greek industry to become more efficient. 

This argument is only partly valid and the main conclu
sion is not well supported. Competition induces improvements 
in production, but whether it actually results in such changes 
or in the disappearance of firms and industries depends 
among other factors, on the rate at which competition in
creases and the degree it reaches. Studies undertaken at the 
Center of Economic Research in Athens indicate that the 
profits on capital employed in many Greek industries are 
very modest,1 and, as indicated later, removal of tariffs at 

are of the kind in which transportation of the raw materials or final 
products is costly, for instance steel mills, smelting and refining of met
als, and metal manufacturing producing machinery and other heavy 
products. Greece's poverty in mineral resources and her unfavourable 
geographical location do not favour the growth of such industries. 

1. Estimates of returns to capital relating to given years or short 
periods are subject to qualifications: for instance, they do not allow for 
the initial years of waiting during which there is little or no return, 
or for short-term changes in earnings. In any event, the rate of return 
on equity capital invested in various Greek manufacturing industries 
has been estimated as follows for the period 1959 - 1961: 

% 
Food 7.8 
Textiles 5.2 
Leather 5.2 
Chemicals 7.8 
Paper and Printing 16.7 
Engineering 16.8 
Construction Materials 11.7 
Production of Electricity 2.2 

(Association of Greek Manufacturers, The Greek industry in the Tear 1962 
(in Greek), Athens, 1963, p. 68). 

Of course large individual investments may result in some large in
comes in Greek industry. 
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the rate provided in the Athens Agreement may expose a 
large part of Greek industry to grave difficulties while it is 
still in its infancy. The advantages of competition, like those 
of large markets, have been known for a long time, but they 
have been unable to shake the foundations of the infant in
dustry argument. 

It is of course quite possible that in some Greek industries 
high profits are being earned behind the tariff wall, or that 
efficiency could be improved materially. In such cases an 
increase in competition might be desirable and it could have 
been brought about through unilateral Greek action.1 There 
is little advantage in Greece's having bound herself to an 
indiscriminate reduction of duties in the short and rigidly 
fixed periods provided in the Athens Agreement. Across-the-
line reduction of duties might make sense in an association 
of countries which have basically similar economic structures 
and are roughly at the same stage of development. But in an 
association of a country like Greece with advanced economies, 
the former should have reserved the right to a fairly selective 
and flexible policy. Greece is attempting to advance speedily 
in a world of rapid industrial development, and is therefore 
likely to face many problems about which little is known at 
present.2 To make tariff arrangements for the next five years 
or so is understandable, but even to pretend to know that 
given tariff reductions to be effected ten, fifteen, and twenty 

1. See H. G. Johnson, «The Criteria of Economic Advantage», in 
G.D.N. Worswick (ed.) The Free Trade Proposals, Oxford, Basil Black-
well, 1960, p. 32. 

2. The plea for a flexible policy should not be taken to minimize 
the usefulness of a programme of time-phased reduction of duties. Such 
a systematic policy enables producers to adjust their investment and 
production plans accordingly. However, government should retain free
dom to change the rate and timing of reduction of the various duties 
if the need arises. 
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years hence will be just enough to stimulate competition and 
achieve a number of other things, without exposing infant 
Greek industries to grave risks, is puzzling.1 

Another benefit that seems to be expected from the asso
ciation is greater stability of Greek exports.2 However, the 
reasons for this expectation have not been spelled out. The 
Athens Agreement contains some stabilizing provisions, such 
as the obligation of the French and Italian tobacco monop
olies to purchase certain minimum quantities of Greek to
bacco.3 But these arrangements are rather insignificant in the 
overall picture. First, they relate to a small part of Greece's 
exports; and second, they make no provision about price, 
while the exports concerned have tended to fluctuate more 
on account of changes in price than in volume. 

Quite on the contrary, any of the following developments 
might lead to greater instability of Greek exports and in
comes. The association may well raise the relative importance 
of foreign trade for Greece. Further, it will tend to increase 
the geographical concentration of the country's foreign trade 
so that Greek exports will depend heavily on developments 
in a small number of countries. Moreover, the Greek econom
ic and monetary system will be tied more closely, to econo
mies in which the recent record of price and income stability 
has not been impressive, and economic policy has not in
frequently been jerky. The association may further lead to an 

1. In the agreement of association of Turkey with the E.E.C., Turkey 
is allowed a «preparatory» period of five years (which may be extended 
for several more years), and the terms of the period of transition which 
will follow the preparatory period will be fixed in detail in the last year 
of the preparatory period. See the Ankara Agreement of September 
12, 1963, Protocol No. 1, Article 1, and Bulletin of the European Economic 
Community, Sixth Year, No. 8, August 1963, pp. 6 - 8 . 

2. See, for example, Greek Industrial Development Corporation, 
Greece and the Common Market (in Greek), Athens, 1962, p. 7. 

3. Athens Agreement, Protocol No. 15. 

78 



increased specialization in, and dependence of Greece on, 
exports of staple agricultural products. I t may also lead to 
specialization of Greek industry in few lines; this would in
crease the risk of short-term changes in Greek economic 
activity originating in these few industries. In a protected 
market in which there is a greater variety of industries this 
danger is smaller. 

Another advantage that is claimed to result from the asso
ciation is that, by being a member of a powerful trade bloc, 
Greece will enjoy a position of strength in negotiations with 
third countries. 

Formally this argument appears valid. However, Greece 
has not been associated with economies in a similar stage of 
development, or exporting similar goods. Hence the interest 
of the partners may diverge very considerably, and the elas
ticity of reciprocal demand of third countries for Greece's 
tobacco, for instance, will hardly decrease. Questions arise 
as to whether the advanced E.E.C, countries will be able 
to understand Greece's interests when even Greece gives the 
impression of being less than clear about the basis of her 
commercial policy. (Depending on whether the emphasis is 
on the «economic» or the «political» solution,1 Greece's 
commercial policy may vary all the way from a basically 
free trade policy to high protection.) Will it be possible, at 
least usually if not always, for Greece's interests to be taken 
into account in the formulation of a common trade policy ?2 

Is it conceivable that the highly industrialized E.E.C, will 
require protection for the same industries, and of the same 
magnitude for each, as would be needed in underdeveloped 

1. Supra, pp. 57 ff. 
2. For example, import duties on tobacco are revenue duties for the 

E.E.C, countries, which they may be prepared to dispense with in ex
change for trade concessions. On the other hand, Greece has counted 
on these duties to give her an advantage in tobacco exports to the E.E.C. 
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Greece? When Greece's interests clash with those of the 
E.E.C, countries, which interests are the more likely to be 
neglected ? 

Another advantage which has been claimed to derive from 
the association is that when the free movement of goods and 
factors of production between Greece and the E.E.C, countries 
is established, capital and entrepreneurship will flow to 
Greece, from both the E.E.C, and third countries in order to 
benefit from the abundance of certain resources, notably 
labour. We return later to this question to suggest that, on 
the contrary, capital might flow in the other direction. 

Of the other arguments which have been advanced in 
favour of the association, one of the most appealing is that, 
because of the association the E.E.C, will show formal in
terest in the industrial development of Greece and will con
tribute to it directly and substantially. This argument too 
has never been spelled out clearly to our knowledge. Two 
kinds of motives might be suggested for such E.E.C, action, 
economic motives and political, and we may consider them 
briefly in that order. 

It might be suggested that the E.E.C, countries will be 
inclined to aid Greece through grants, loans and other means 
on the ground that economic development in Greece will 
result in a greater supply of products needed by the E.E.C., 
or in an expansion of markets in, and trade with, Greece.1 

This is the kind of argument which has been advanced often 
in support of foreign aid to underdeveloped countries, and 
with respect to many of these countries it is questionable. 

In the present context the argument hinges on whether 
the return from investment in Greece is likely to exceed that 

1. See A. Marchai, «Mercato Comune Europeo, Zona di Libero Scam
bio e Differenze nel Grado di Sviluppo Economico», Rivista di Politica 
Economica, Voi. 48, Series I I I , Nos. 8 -9 , August-September 1958, p. 829. 
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in the E.E.C. As indicated earlier and again later, it seems 
rather obvious that Greece does not offer the basic prereq
uisites for the establishment of an industrial pole, and ex
cept for a few notable fields such as tourism, the return on 
capital investment, allowing for risk, is likely to be relatively 
modest even in the longer run. On purely economic grounds 
the E.E.C, countries will find it more advantageous to invest 
the capital in the E.E.C, where the return is higher because 
of the proximity of large markets, the more adequate supply 
of factors which cooperate with capital in production, the 
availability of external economies, and a climate of indus
try absent in Greece. By investing there the E.E.C, coun
tries will be generating larger supplies of goods and larger 
markets than if they invested in Greece. Moreover, they will 
know these markets better and can serve them more readily 
than markets in Greece, so that the benefits from the invest
ment of a given volume of capital will not only be greater, 
but also more direct and certain. Given these rather obvious 
considerations it is not at all clear why the E.E.C, would 
consider efforts to spread industry in Greece as desirable 
for the E.E.C.'s future. 

Some people talk about the emphasis the E.E.C, is likely 
to place on regional development and they point to the pro
vision in the Treaty of Rome about a balanced development 
of the E.E.C, members. They envisage the E.E.C, creating 
new industrial centres and decentralizing industry. But again, 
it would be a rather questionable guide of regional develop
ment which could favour Greece, for instance a policy of 
directing industry to the locations where population and la
bour happen to be irrespective of many other considerations. 
Even the problem of unemployment of Greek labour which 
might have offered a pretence for policies of «regional bal
ance» of industry is being «solved» through emigration, and 
the E.E.C, is likely to point to this solution as being less 
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cumbersome and more economic than a solution involving 
misplacement of capital in Greece.1 

When everything is taken into account, it would appea 
that, to the extent that E.E.C, policies are influenced b) 
aid considerations, assistance will be directed preferably tc 
such regions as the South-West of France or the South ο 
Italy, or certain associate members of the E.E.C, overseas 
Some of the latter countries are rich in natural resources 
while the former regions have closer relations with the more 
developed areas of the E.E.C, than Greece has, and they are 
geographically nearer. Probably, they will also be able tc 
exert a greater influence on the formation of E.E.C, policies 

Some people like to base their hopes of E.E.C, interest in 
and aid to, Greece on political motives. We are not in a po
sition to evaluate in detail the place Greece occupies in the 
political plans of the E.E.C, countries, especially of France, 
Germany and Italy, as well as the other commitments oi 
these countries at home and abroad. But even if Greece's 
role is relatively important, it would still be open to question 
whether the interests of the E.E.C, would be best served by 
mis-allocating capital resources, that is by investing capital 
in places where it is not most productive. Politics and phi
lanthropy have their Economics, and if these capital re
sources are invested in the E.E.C, or certain eversea countries 
at a higher return, they may support a much greater political 
and military advantage than if they are placed in Greece. 

1. In advanced countries faced with the problem of depressed areas 
— a problem which in some ways is like that discussed in the text — the 
view is gaining ground that, regrettable though it might be in certain 
cases from the social point of view, it will be preferable in many cases 
to facilitate the movement of workers rather than to try to bring jobs 
to them. See H. W. Richardson and E.G. West, «Must we Always Take 
Work to the Workers?», Lloyds Bank Review, January 1964, pp. 35ff. 
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CHAPTER 4. 

Common Market and Economic Development 

In this chapter we continue our evaluation of the effects 
of the association of Greece with the E.E.C. There are cer
tain disadvantages or risks to which the association is likely 
to expose the Greek economy, and of these we shall note the 
more serious. 

I 

One disadvantage relates to trade diversion. Greek busi
ness and consumers try to purchase the goods they require 
at the lowest possible price. I n the case of imported goods 
the price they pay includes the Greek import duty. When 
the same duty is applied to a given commodity, irrespective of 
the country of origin, the foregoing behaviour of business and 
consumers has as a consequence that Greece imports from 
the cheapest source. On the other hand, as Greek duties on 
E.E.C, goods are reduced and abolished many E.E.C, goods 
which were more expensive than goods from third countries 
when the full duty was applied to the former will tend to 
become cheaper, and Greek business and consumers will 
tend to divert their purchases to the E.E.C. The result is 
that the country will be importing these goods from more 
expensive sources. One must remember, with respect to many 
arguments regarding the association, that Greece has not 
entered an arrangement for free trade with all countries, but 
for free trade within a region and protection against outsiders. 

The association may also create difficulties in the trade of 
Greece with third countries which base their trade on bi
lateral agreements. The trade of Greece with the countries 
of the Eastern Bloc has increased considerably over the last 
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TABLE 5. Distribution of Greek Commodity Exports by Destination, 
1961 -1962 

Area of Destination 

European Economic Community 
United Kingdom 
Other European Countries 
United States 
Soviet Bloc 
Other 

Total 

1961 
( P e r c e n t a g 

31.6 
7.4 

15.3 
16.3 
22.3 

7.1 

100.0 

1962 
e s ) 

34.7 
8.9 

15.8 
11.3 
22.1 
7.2 

100.0 

Source: Based on data in Bank of Greece, The Greek Economy in the 
Year 1962 (in Greek), Athens, 1963, p. 107. 

decade. As shown in Table 5, in the early nineteen-sixties 
almost a quarter of Greece's exports were directed to the 
Bloc. The share going to the Bloc was especially significant 
in the case of the following commodities :x 

Percentage of Value of Greek Exports 
1961 1962 

Citrus fruits 91 83 
Cotton 70 54 
Sultanas 43 27 
Olives 43 39 
Tobacco 20 19 

The type of Greece's main natural resources, the geographi
cal proximity to Eastern Europe, and the possibilities offered 
by the expanding economies of the Eastern Bloc seem to 
make trade with these countries especially inviting for Greece. 

1. Based on data in the National Statistical Service of Greece, The Foreign 
Trade of Greece, 1961 (in Greek), and idem, Monthly Bulletin of Foreign 
Trade Statistics, (in Greek), December 1962. 
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However, as a rule, and except when these countries re
quire foreign goods hurriedly, they have tended to base 
their foreign trade on bilateral agreements. To the extent 
then that the association results in diversion of Greek imports 
from these countries to the E.E.C., the prospects of Greek 
exports to the Eastern Bloc will weaken. 

As indicated earlier, the Athens Agreement permits Greece 
to reduce duties on imports from countries with which she 
is bound through bilateral trade agreements. But this pro
vision is limited both as to the percentage of the total import 
of each product and as to the percentage of the value of all 
Greek imports from third countries, which may be favoured.1 

The narrowness of the provision may have been intended to 
reduce Greece's dependence on trade with the Eastern Bloc. 
If this was not the case, the allowance would seem totally 
inadequate in view of the probable diversion of Greek im
ports from the Eastern Bloc on the one hand, and the possi
bilities for Greek exports presented by the Bloc on the other. 

II 

Probably, the chief criterion for judging the association of 
a country like Greece with other economies should be the 
effects that such integration is likely to have on the country's 
economic development. 

Generally, the association with the E.E.C, provides Greece 
with some short-run benefits of a rather modest dimension 
regarding her agricultural exports. But it affords little help 
for the long-term expansion of the country's visible and in
visible exports, and it creates conditions which may compro
mise the long-term development of its economy. It exposes 
much of Greek industry to serious difficulties ; it injects new 

1. See supra, pp. 68-69. 
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uncertainties into the Greek economy; it restricts the country's 
freedom to conduct autonomous and flexible economic pol
icies; it may contribute to emigration of capital and skilled 
labour; and it may entail unbearable stresses on the Greek 
financial, administrative and economic structure.1 The re
mainder of this section is taken up by a discussion of these 
effects of the association of Greece with the E.E.C. 

Two alternative patterns of Greek economic development 
and policy were outlined earlier, corresponding respectively 
to the «economic» and the «political solution».2 We may 
briefly consider the probable impact of the association on the 
two development paths. 

The first alternative was the economic solution, the high
est possible increase in income per head. Economic growth 
would be based on the development of agriculture, tourism, 
shipping, and industries catering in a very large measure to 
the domestic market. It would depend greatly on Greece's 
ability to expand her exports. Judging by certain basic cri
teria, the present ratio of commodity exports to national 

1. Precedents sometimes quoted of creation of nation states, and hence 
customs unions, are of limited relevance in the present context. First, 
such unions did not always prove beneficial for all their members: the 
case of Southern Italy comes to mind. (See P. Streeten, Economic Inte
gration, Leyden, A. W. Sythoff, 1961, pp. 53 ff.) Second, if industry or 
economic activity sagged in one part of the union as a result of compe
tition from another, the union as a whole did not lose — but individual 
countries in a union, like individual districts in a united country, could 
be losers. Third, the union of different countries into one involves the 
creation of a national government which can take care of the impov
erished areas and restore some equilibrium between the various regions— 
the rather vague undertakings written in the Treaty of Rome and the 
Athens Agreement are not as dependable. See also A.O. Hirschman, 
The Strategy of Economic Devebpment, New Haven, Yale University Press, 
1958, Chapter 10. 

2. Chapter 2, Section III . . 
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income is exceedingly low in Greece, and any further long-
term increase in the national income would hinge on an in
crease in exports of goods and services faster than the in
crease in income.1 The future of Greece's exports is discussed 
in detail later.2 Some brief remarks concerning them, as 
well as the development of internationally competitive in
dustries serving the domestic market, will suffice for the pre
sent argument. 

As indicated, concerning agricultural exports, the asso
ciation confers on Greece some benefits though of a short-
term nature and modest dimension. In any event, it affords 
little help for long-term expansion. Important Greek exports 
are faced with low price and income elasticities of demand, 
as well as possibilities of unfavourable long-term develop
ments in their markets. Moreover, the advantage of Greece's 
having joined a club of protection against her competitors 
is being diluted as more of the latter associate themselves 
with the E.E.C, in one form or another. 

With respect to manufactures, the reduction in tariffs can 
bring immediate gains to the industries of the E.E.C., which 
generally, enjoy advantages of reasonably priced materials, 
of an adequate supply of factors appropriate for large-scale 
operations, of economies characteristic of industrial agglomer
ation, of an industrial setting conducive to rapid technolog
ical advances, and of services specializing in the export of 
industrial products. On the other hand, the international 
competitive position of Greek manufactures, present and po
tential, is rather weak,3 and as indicated earlier, Greece 
cannot expect to benefit in any substantial manner from the 

1. For a full discussion of this problem see infra, Chapter 5, Sections 
I - I I . 

2. Infra, Chapters 5 -6 . 
3. For a detailed analysis see Chapter 6. 
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mere abolition of duties which can hardly be thought of as 
having been erected against the industrial exports of econo
mies like Greece. On the contrary, the reduction of duties 
is liable to destroy infant industries, which in the long run 
might have become internationally competitive, abroad or 
at home. Also, the dismantling of Greek industries under 
the impact of foreign competition will reduce the economies 
of linkage and scale that might have helped Greek export 
industries and industrial development in general.1 Moreover, 
as indicated earlier, the association has compromised Greece's 
ability to export agricultural and industrial products to 
countries which conduct their foreign trade mainly on the 
basis of bilateral agreements. 

Finally, the association provides no help for tourism and 
shipping, two export industries on which Greek develop
ment and foreign exchange earnings will have to depend very 
substantially. 

We are suggesting then, that the Common Market based 
on the Treaty of Rome is a trading arrangement conceived 
for improving the relations between advanced economies 
oriented considerably towards exports of industrial goods. To 
a country like Greece, inclusion in such a regime would 
seem to be, at best, of little value and very probably damaging. 
If an association of Greece with countries such as those in the 
E.E.C, is to be mutually advantageous and is to advance 
Greek economic development, a totally different type of 
arrangement would seem to be required. We return to this 
matter in our concluding chapter. 

The second alternative presented was the «political so
lution», a pattern of Greek policy and development serving 
the preservation of a Greek nation of a certain size within 
the present boundaries of the country. Since for this purpose 

1. See supra, p. 58. 
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a substantial development of Greek industry under more or 
less permanent protection would be required, the association 
will be even less desirable than in the case of the previous 
alternative. For there is little doubt that the association has 
exposed a large part of Greek industry and artisanship to 
the onslaught of efficient or powerful Western European 
competition.1 In addition, Greek tariff protection against 
non-E.E.C. goods will also diminish as the Greek tariff is 
lowered to the level of the common tariff of the E.E.C.2 

Some of the handicaps facing Greek industry in inter
national competition may be described as temporary, for 
instance the shortage of some skills and factors required for 
large-scale operations, and the absence of certain external 
economies of scale. But even with respect to these handicaps 
the transition period of fifteen to twenty years (by which 
time the great bulk of the Greek tariffs facing the E.E.C. 
will disappear) is unbelievably short by any international 
comparison, for instance by the time that was required for 
substantial developments in these fields in Western countries, 
or the U.S.S.R. In matters of industrial development, a 
period of fifteen to twenty years just covers the distance 
between «today» and «tomorrow». This is especially true 
when the international comparison of competitive efficiency 
takes into consideration that the other countries will not be 
standing still during this period. The meagre results of hard 
efforts to industrialize in many «new» countries, some of 
them endowed with better administration, transportation or 
natural resources than Greece, attest to the truth of this ob
servation and have served to explode many local dreams. 

Other difficulties facing Greek industry are of a more 

1. See K. W. Rothschild, «The Small Nation and World Trade», The 
Economic Journal, Vol. 54, 1944, pp. 2 9 - 3 1 . 

2. See the first reference supra, p. 72, f. 2. 
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permanent nature.1 They relate to such factors as the pov
erty of Greece in soil and subsoil resources, the small size 
of the economy, present and potential, and the unfavourable 
geographical location of the country. These factors are not 
conducive to the development in Greece of a pole of indus
trial concentration in which individual industries might have 
enjoyed large markets and significant economies of linkage 
and scale. Clearly, it will be impossible for Greek industry 
to survive on a scale that would contribute materially to 
the political solution without protection. 

We turn to another related disadvantage resulting from the 
association. The free movement of goods and factors of pro
duction between Greece and the E.E.C, economies will tie 
the former to the latter and will seriously limit the possibil
ity of Greece's conducting autonomous economic policies. 

As indicated, the goals of Greece's economic policies may 
differ considerably from the objectives set by the E.E.C. 
countries for their economies and for Greece. The E.E.C. 
countries have undertaken no formal commitment with 
respect to Greece's economic development or industriali
zation, and the ideas which they may have as to Greece's 
position in the European and world economy may, properly 
or unreasonably, differ greatly from the goals set by Greece. 
To take an example, Greece may concentrate on wiping out 
underemployment of labour, both for economic and social 
reasons, and in order to serve the «political solution». Ac
cordingly, she may favour expansion of labour-intensive activ
ities. On the other hand, the E.E.C, countries may favour 
maximum income growth in Greece in the near future : 
first, because they may think that this should be the pri
mary goal; and second, because they are anxious to see the 
markets for their exports expanded as much as possible. 

1. These matters are considered in detail in Chapter 6.. 
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Even if there may be substantial agreement between the 
E.E.C, and Greece regarding the basic Greek goals, the 
terms of the association and the weight of the E.E.C, and its 
policies may make it difficult for Greece to initiate and pur
sue appropriate policies for economic development. 

For instance, Greece cannot expect her exports to act as 
a leading change of acceleration of her rate of economic 
growth. Hence, she may have to take steps to concentrate 
private or public expenditure on the products of certain do
mestic industries as the only way of creating, on the demand 
side, strong and safe incentives for investment and expansion.1 

Now, it has often been the case in less developed countries 
that a market for a certain product is created by importers 
and expanded through their marketing and advertising 
efforts, until eventually it reaches a size which justifies the 
establishment of a domestic industry to produce substitutes 
for the imported product.2 Tariffs have been extremely help
ful in such cases for switching ready markets from imports 
to domestic industries and protecting the latter until they be
come internationally competitive. But, except for a transi
tional provision in the Athens Agreement, allowing for pro
tection which is extremely limited with respect to volume 
of products, size and duration,3 through the association Greece 
has given up this most effective way of creating markets for 
new kinds of Greek industry.4 

1. See supra, pp. 38-41. 
2. See O P . Kindlcberger, Economic Development, New York, McGraw-

Hill, 1958, p. 240. 
3. Supra, p. 67. 
4. «History, logic and statistics alike refute the shallow mysticism 

of believing that a stagnant country, by joining a customs union, achieves 
automatic growth. For the Southern and Western United States, union 
probably impeded such growth by making illegal the protection of in
fant industries.» (M. Lipton, «The Common Market: The Economic 
Arguments Examined», The Three Banks Review, No. 58, June, 1963^.p. 24.) 
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By joining the E.E.C., Greece has also exposed her economy 
to a number of serious uncertainties which are likely to be 
reflected in indecision to invest or expand business, and hence, 
are liable to affect economic development adversely. A 
relatively weak Greek economy will become tied to and de
pendent on the economies of the E.E.C, as trade and other 
economic intercourse is redirected towards them. But the 
length and pattern of life of the E.E.C, is uncertain, and so 
are the changes in its membership, structure, and policies 
and tariffs towards third countries. While, formally, Greece 
has a voice in the formulation of E.E.C, policies, in many 
conceivable cases she may not be able to swing the decisions 
her way.1 She may then have to follow E.E.C, policies un
suitable for her purposes or, in the case of fundamental dis
agreement, leave the E.E.C. Both are very uncomfortable 
prospects of uncertainty. 

Beyond this, the pattern of industrial development and the 
structural changes and policies of the E.E.C, economies to 
which Greece will be closely tied will is also be uncertain. 
Changes in their incomes, prices and exchange rates can 
seriously affect Greece's exports and the development of her 
industry and economy in general.2 

Finally, in view of the difficult problems of balance of 
payments and economic development that may well arise in 
Greece,3 even her ability to stay with the E.E.C, may be
come highly uncertain. 

It may be added that the effects of these uncertainties 

1. See, for instance, supra, pp. 79-80. 
2. See T. Scitovsky, Economic Theory and Western European Integration, 

London, George Allen & Unwin, 1958, p. 47. 
3. See also J. E. Meade, H. H. Liesner and S. J . Wells, Case Studies 

in European Economic Union: The Mechanics of Integration, London, Oxford 
University Press, 1962, pp. 11, 135 ff. 
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might be cumulative. Thus, to the extent that the foregoing 
factors influence exports and economic growth unfavoura
bly, the ability of Greece to comply with its commitments 
and to stay within the E.E.G. framework will appear to 
be even more doubtful. Also, if under the circumstances the 
government is uncertain about which industries it should 
promote, and its ability to undertake such policies has been 
substantially circumscribed, the businessman will also face 
the uncertainty of government policy. 

The risk attaching to a heavy orientation of Greece's for
eign trade towards the E.E.C, must also be noted. A disso
lution of the Community after the Greek economy has been 
adjusted to it, or even a major change in its structure or 
policies, would cause serious trouble to the Greek economy 
and force it to make large shifts within a short period.1 

While then Greece has exposed her economy to many 
new and unpredictable occurrences which may affect her vi
tally, through the association she has restricted her freedom 
of using certain flexible policies that might be required. 
Even quite apart from the need to fend off the repercussions 
of unfavourable E.E.C, developments or policies, flexibility 
is absolutely indispensable to a less developed country making 
efforts to advance rapidly. Such a country is bound to ex
perience a variety of temporary stresses, as well as large and 
unforeseeable changes in economic structure which may tend 
to reflect on its balance of payments or on the rate and pat
tern of expansion of domestic employment and output. It 
will then be necessary to forestall unfavorable developments 
by an appropriate mix of policies. For instance, in such a 

1. The present argument is different from the earlier one about the 
influence on Greek business initiative and plans of uncertainty about the 
life and future of the E.E.C. The point made here concerns the objective 
risk of a major change in the E.E.C. 
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country vigorous economie expansion is likely to be accom
panied by frequent, though not necessarily serious, inflation
ary pressures; also, measures which interfere temporarily with 
foreign trade may be required to protect the balance of pay
ments without jeopardizing economic expansion.1 

The international movement of factors of production is 
significant in relation to Greece's economic development. At 
present, skilled and semiskilled labour from Greek farms and 
factories is being attracted to Western Europe. While the 
association is not the cause of the present movement, it is 
likely to increase it through the provision of facilities for the 
establishment of Greek labour in the E.E.C, countries.2 

Similarly, there is serious risk that capital, instead of flowing 
from the E.E.C, to Greece, might move in the opposite di
rection. These eventualities are discussed in Chapters 8 and 
9. It might be added here that a loss of capital would tend 
to increase some of the difficulties, uncertainties and disad
vantages of the association, indicated earlier, and may have 
cumulative consequences. 

Perhaps one of the greatest, though apparently least ob
vious, problems the association presents for Greece is the 
strain which conformity with the obligations assumed will 
impose on the Greek state, its finances and its administra
tive machinery. We may illustrate this point first with re
ference to the public finances. 

1. For the purpose of meeting exceptional cases of balance of pay
ments difficulties, Article 60 of the Athens Agreement provides some el
bow-room for Greek action under the control and with the approval, 
explicit or tacit, of the Association Council. But the frequency and scope 
of such exceptional action which the Council will permit Jwill be un
certain. Also, the difficulties facing Greece might concern individual in
dustries or sectors of the economy, and need not always affect the 
balance of payments. 

2. Athens Agreement, Article 47. 
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A significant feature of the structure of public revenue in 
underdeveloped countries is that indirect taxes tend to ac
count for a substantially larger share of the tax revenue and 
the total ordinary state revenue than in more advanced 
countries. As indicated in Table 6, in Greece indirect taxes 
account for more than three-quarters of the tax revenue of 
the national government and two-thirds of the ordinary 
state revenue. In underdeveloped countries the taxation of 
personal income is quite often not very progressive, and due 
to considerable evasion in the upper income brackets, it is 
less progressive in fact than it is in law. Some of the features 
accounting for this tax structure may be noted briefly. 

In most underdeveloped countries agriculture tends to be 

TABLE 6. Composition of the Ordinary State Revenue (a) of Greece, 1961-1962 

Tax or Revenue 

Direct Taxes 
Income Tax 
Property Tax 
Other 

Indirect Taxes 
Import Duties and Dues 
Consumption and Other 

Imported Goods 
Consumption Taxes 
Taxes on Transactions 
Other 

... 

Taxes on 

Other Taxes, Fines, Penalties and Dues 
Revenue from States Enterprises 
Other Revenue 

Total 

1961 1962 
( P e r c e n t a g e s ) 

18.2 
13.6 

1.4 
3.2 

67.0 
12.4 

17.4 
21.2 
11.6 
4.4 

2.2 
8.2 
4.4 

100.0 

13.5 
1.4 
3.5 

12.6 

17.6 
20.9 
11.8 
4.7 

18.4 

67.6 

2.3 
7.9 
3.8 

100.0 

(a) Excludes loans, domestic and foreign, and foreign aid. 

Source : Based on data in National Statistical Service of Greece, Month
ly Statistical Bulletin of Public Finance, March 1963, p. 16. 
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more significant than in advanced economies. Moreover, in 
the former countries small holdings often occupy a large 
part of the cultivated area,1 a substantial share of the in
come is earned in kind and money wages and rents are not 
important in agriculture. These features, combined with the 
imperfect public administration, inadequate communica
tions, low educational standards, inadequate or non-existent 
record-keeping, and insufficient respect for the law, make the 
assessment and collection of income tax difficult. Indirect 
taxation provides an easier method of tapping the peasant's 
cash earnings. 

There are further reasons for the importance of indirect 
taxation in underdeveloped countries. Usually, the main mo
tive behind the tax policy in these countries has been the 
fiscal one. Income tax is evaded more easily and requires 
more time and expense for its assessment and collection, partic
ularly under the circumstances and systems of tax adminis
tration in these countries. Moreover, in many underdevel
oped countries the distribution of income is characterized by 
a thin middle-income class. Since this is the class which is 
expected to bear a large part of the tax burden, a given in
crease in tax revenue would often require a large increase 
in the rates of income tax, which is apt to be politically diffi
cult and to involve a sudden increase in the premium on tax 
evasion. Consequently, when a substantial increase in rev
enue is urgently required, government in these countries 
tends to follow the simple principle, «where you see a head, 
hit it.» Thus, in bad years, when the revenue from income 
tax and particularly excise and customs falls, government 
tends to raise the rates of, or impose new, customs and ex
cise duties on goods of universal consumption. Since it often 
appears to be politically more expedient in these countries 

1. See for example supra, pp. 46-47. 
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to increase expenditures than to reduce taxes, the new or 
increased duties are not easily removed after the emergency 
is over. The multiplicity of taxes on the same product or 
transaction in many underdeveloped countries bears witness 
to this policy. 

Another factor accounting for the importance of indirect 
taxes in underdeveloped countries is that these taxes seem 
to satisfy better the time-honoured fiscal principle of «pluck
ing the most feathers with the least squawk». Establishment 
of a more progressive tax system based on an effectively 
administered income tax would have hit those classes on 
whose support the governments of many of these countries 
have depended. Also, indirect taxes which are concealed in 
the price of the final article, or are paid in very small sums, 
seem to be tolerated by largely uneducated populations more 
easily than direct taxes which are paid separately and in 
larger instalments. 

We may now return to the problem of public finance which 
the association is likely to create for Greece. On the one hand, 
Greek public expenditure is likely to expand considerably in 
the years to come. Any serious effort towards economic de
velopment will call for large amounts of investment in social 
overhead capital, both physical and human. In addition, 
there will be a tendency for the role of government to ex
pand, especially in the field of welfare. On the other hand, 
on the revenue side the association will tend to abolish some 
sources of indirect taxation and to restrict the revenue from 
others. First, the duties on goods imported from the E.E.C. 
countries will be gradually abolished. As Table 7 indicates, 
in the early nineteen-sixties goods imported from these coun
tries accounted for almost one half of all Greek import du
ties and about one third of other levies on imports. This is 
a large part of the revenue from indirect taxes. Second, the 
Greek state will suffer the loss of duties because of the trade 
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diversion from dutiable sources of imports to the E.E.C. 
Third, the common tariff of the E.E.C, is generally lower 
than the present Greek tariff, therefore, the Greek state will 
suffer a loss on the duties collected on imports from non-
E.E.C. sources. 

TABLE 7. Distribution of Greek State Revenue from Import Duties and Other 
Taxes on Imported Goods, by Country of Origin of the Imports, 1961 - 1962 

Country of Origin 
of Imports 

Belgium-Luxembourg 
France 
Germany 
Italy 
Netherlands 

E.E.G. Countries 
All Other Countries 

Import Duties 

1961 1962 
(Percentages) 

2.8 3.4 
7.4 6.8 

20.8 
10.5 
4.4 

45.9 
54.1 

20.3 
10.0 
4.7 

45.2 
54.8 

Consumption and 
Other Taxes on Im

ported Goods (a) 

1961 
(Perce 

2.3 
4.2 

13.5 
6.4 
3.2 

29.6 
70.4 

1962 
;ntages) 

2.8 
6.4 

13.0 
7.9 
3.4 

33.5 
66.5 

(a) Includes the «business turnover tax» and the «luxury and consump
tion tax». 

Source: Based on data in National Statistical Service of Greece, 
Monthly Statistical Bulletin of Public Finance, March 1963, p. 26. 

No doubt, there is a strong awareness of the need to re
form the Greek system of taxation. Within the framework of 
such a reform there is likely to be a shift towards greater 
and more effective use of income taxes. Hence, a partial ad
justment for the loss in sources of, and revenue from, indi
rect taxes outlined in the previous paragraph might be possi
ble. However, factors accounting for the heavy reliance on 
indirect taxation will not change quickly and easily. Con
sequently, any effort to shift a large burden onto direct tax
ation might lead the country's tax system and machinery 
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into grave difficulties. There are many examples of under
developed countries which have had to retract speedily from 
a hurried attempt to shift from indirect to direct taxes. 

Even if the attempt to shift quickly to direct taxes is success
ful from the point of view of the tax machinery and adminis
tration, it may involve too high a rate of increase in the 
rates of taxation of personal and business incomes. The rate 
at which tax rates are changed, the timing of this change, 
and the interaction between it and changes in various other 
socioeconomic factors are just as important in matters of 
incentive and attitude towards work, leisure and risk-taking 
as the level of the tax rates.1 In these and other respects, 
the association threatens to force on Greece too high a rate 
of change of fundamental economic and financial structures 
over a short period, and thereby to compromise her devel
opment effort. 

One might add, in relation to the present argument, that 
the process of economic development is often accompanied 
by an expansion of the middle and upper-income classes, 
and that these groups have a fairly high propensity to buy 
imported goods. Income tax will not be very effective in 
checking such expenditure and imports, but customs duties 
would be useful for this purpose. 

In addition to the problem of public finance the association 
will impose other heavy strains on the Greek state machi
nery. Conformity to the obligations emanating from the asso
ciation on the one hand, and efforts to defend and support 
various Greek industries and the economy on the other, will 

1. Considerable attention is usually paid to the rate at which net 
income per hour varies through the day (e.g., the effects of progressive 
taxation on overtime earnings and employment), but not to the less 
obvious, though quite important, influence of changes, or lack of change, 
in taxation on the rate at which hourly or weekly earnings change over 
time. 
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call for inordinately swift changes in public administration 
and policies over a short period. For one thing, a change 
will be required from a state philosophy of bureaucratic in
terference in business at every step, and a tendency to con
trol and prohibit and only to allow or favour, to a policy of 
rational and positive encouragement and fostering of pri
vate enterprise. Anyone familiar with public administration 
in Greece and other underdeveloped countries will realize 
what a huge change this involves. Comparison of the effi
ciency of administration in Greece with other states, and study 
of the experience of Greece and other countries concern
ing the rate at which public administration can improve 
would have tempered the apparent optimism as to what can 
be done in fifteen or twenty years.1 It is not an exaggeration 
to suggest that under conditions of excessive stress the ma
chinery of administration may indeed deteriorate rather than 
improve. 

The relations between government and private business 
might also be strained. Under the pressure of powerful 
Western European competition and of other difficulties noted 
in the foregoing pages, business will clamour for assistance, 
and under the circumstances, the government is likely to 
adopt a series of measures in order to protect various indus
tries. There is a strong risk that the present system of tariffs 
and other protective measures might be replaced by a formi
dable maze of inadequately studied, untried, and insuffi
ciently coordinated incentives, involving subsidies, tax allow
ances, low-cost credit and the like. The new system is apt 
to share many of the disadvantages of tariff protection but 
few of its merits, such as its relative simplicity, certainty and 

1. See A. Waterston, «Administrative Obstacles to Planning» Economia 
Latinoamericana» (Pan American Union). Vol. 1, No. 3, July 1964, 
pp. 308-350. 
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impartiality. In underdeveloped countries these advantages 
are very important since public administration is imperfect 
and the climate of enterprise abounds with uncertainties.1 

There is also a danger that, in the haste to achieve results 
which are almost impossible in the short periods allowed 
by the association, the government may be inclined to lean 
more on the stick and less on the carrot; this may discourage 
private initiative and enterprise. Such has been the recent 
experience in many underdeveloped countries in which tra
ditional instruments and policies have been discarded rashly. 

I l l 

In this discussion of the advantages and disadvantages for 
Greece in her association with the E.E.C, we must include 
a few remarks about another argument which has been 
advanced in support of the association. It has been alleged 
that the alternatives facing Greece were either to join one 
of the existing economic associations or to be «isolated», and 
that, since the latter was «obviously» out of the question, 
the natural solution was to join the E.E.C.2 The argument 

1. Since the signing of the Athens Agreement, official and private 
opinion in Greece seems to be unclear about the types of industry which 
might be expected to survive and advance under the association, and 
hence about the advisable public policies. Under such conditions govern
ment intervention in business is liable to grow in dimension and com
plexity. 

2. After noting the formation of the E.F.T.A. and the E.E.C., the 
Greek Industrial Development Corporation argues : «In the face of these 
developments Greece was obliged to choose between isolation and join
ing one of these associations. Since isolation did not serve her economic 
interests, the choice was easy.» (Industrial Development Corporation, 
Greece and the Common Market, in Greek, Athens, 1962, p. 8. The publi
cation contains a number of other questionable arguments.) 

A Greek manufacturer remarked to us: «The Government told us 
that it was better for Greece to join because otherwise we would remain 
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has also appeared in a somewhat different form, which has 
an air of greater sophistication and is more apt to mislead. 
It has been argued that a small country like Greece must 
increase its dependence on foreign trade or accept economic 
isolation and marasmus, and it has been implied that the 
former alternative is served by joining the E.E.C. 

Surely, the desirability of joining cannot be answered «in 
principle». While it stands to reason that Greece's eco
nomic development will depend on a substantial increase in 
exports, it does not necessarily follow that the present asso
ciation of Greece with the E.E.C, is the most advisable pol
icy. It is obviously essential to consider and evaluate the 
terms of the union which include such important matters 
as the type of country joined, the conditions of economic 
integration and the timing thereof. 

In earlier pages we noted some serious disadvantages of 
an underdeveloped country joining advanced economies in 
a common market: first, there may be important differences 
in their goals; then, there may be considerable difficulties 
in understanding each other's goals and accepting them. 
These factors, and differences in the economic, social and 
institutional structure of the two types of economy make 
agreement on the individual and common policies required 
difficult, for instance with respect to the common external 
tariff.1 The suggestion has been made that the E.E.C, might 
become more protective than it is at present. Then the di
version of Greek imports from cheaper non-E.E.C. to E.E.C. 
sources would increase, Greece's ability to sell to countries 
of bilateral trade would decline further, and some other 
disadvantages noted earlier would be intensified. There would 

alone; and when we asked why it was bad to be alone, they answered 
because it was better to join». 

1. Supra, pp. 37, 56, 79-80, 90. 
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perhaps be little worse than an underdeveloped country being 
thus isolated from the other world and enclosed in a quasi-
colonial economic setting. 

Another significant problem in the association of an under
developed economy depending considerably on agricultural 
exports, with advanced economies exporting largely indus
trial products, was noted earlier. It relates to the asymmetry 
of the tariff concessions made by the two kinds of partners 
and the benefits expected.1 

We need not repeat any more of our earlier arguments. 
It has aptly been noted that «studies of the effect of econom
ic unions on the economic welfare of the constituent units, 
their rates of growth and prospects for development, have 
generally concluded that economic integration will most bene
fit units which are at much the same level of development. 
The integration of an underdeveloped country with another 
at higher level of development will not assist and may 
hinder the more backward economy».2 Countries such asl the 
Central American Republics, for instance, could hardly con
sider forming a common market with the United States. They 
have chosen different partners. 

Some remarks have already been made with respect to 
the possible variation in the terms of economic integration. 
Thus, if Greece chooses the «economic solution», a type of 
integration might be useful and desirable which could pro
vide for the growth of her exports of agricultural products 
and of a number of manufactures in which she might be com-

1. Supra, pp. 72-73. 
2. Political and Economic Planning, Regional Development in the Euro

pean Economic Community, London, George Allen & Unwin, 1962, p. 55. 
See also R.F. Mikesell, «The Theory of Common Markets as Applied 
to Regional Arrangements Among Developing Countries», in R. Harrod 
(ed.) International Trade Theory in a Developing World, London, MacMillan, 
1963, p. 221. 
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petitive, and allow full scope for the protection of her pro
mising infant industries, as well as contribute to the advance 
of her tourism and shipping.1 But the present association 
cannot be shown to be preferable to remaining outside the 
E.E.C. Of course if Greece selects the «political solution» and 
requires extended protection of industry, the present asso
ciation would obviously seem to be worse than remaining 
outside the Community. 

With respect to the other terms of economic integration, 
there might have been different possibilités. For instance, 
Turkey has been allowed a «preparatory» period (before 
the period of transition) during which she is to enjoy many 
trade and financial benefits while undertaking few obli
gations.2 Israel has signed a three-year Commercial Agree
ment with the E.E.C, providing for significant reductions in 
E.E.C, duties and for other measures of import liberalization 
concerning a large number of important Israeli exports. In 
exchange, «the state of Israel declares itself disposed fa
vourably to examine requests which E.E.C, countries might 
present to it for the purpose of facilitating imports from the 
E.E.C.»3 

Greece, on the other hand, embarked directly on a tran
sition period of twenty-two years over which she will remove 
her duties on E.E.C, goods. In view of the other terms of 
the association, and of conditions in an underdeveloped econ
omy like Greece, this period is exceedingly short. It is sup
posed to provide time for adjustments in the structure of 
the Greek economy. However, fundamental changes which 
appear indispensable, such as huge strides in education and 

1. We return to this matter in the concluding chapter of our study. 
2. See also supra, p. 78, f. 1. 
3. Commercial Agreement between Israel and the E.E.C, of June 

4, 1964, article 5. 
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training, development of economies of linkage and scale, 
far-reaching fiscal reforms, and slow-yielding measures of 
support and promotion of private industry, can only euphe
mistically be referred to as «adjustments» to be completed 
in fifteen to twenty years. Policies to speed up these changes 
might be tried; but rather than help, they might discourage 
investment and business, as suggested for instance with re
spect to the problem of taxation. Also, while Greece is effect-
*ng certain improvements, her competitors will be making 
further progress. 

A statement made frequently in relation to the present 
argument is that for the association to be successful, Greece 
must within the period of twenty-two years «catch up» with 
the E.E.C, countries, presumably in income per head. One 
would hate to think that Greece entered the association with 
the expectation that at the end of the transition period she 
would be as advanced as the E.E.C, countries, in which 
case some of the important objections to an underdeveloped 
country joining highly advanced economies in a common 
market might be irrelevant. It is quite possible that under 
the conditions created by the association the distance be
tween Greece and the E.E.C, will increase rather than dimi
nish.1 

1. The illusion in expecting that Greece can catch up with the E.E.C. 
in twenty-two years is easily shown. In 1961 the Greek income per head 
was about $365, while the average per capita income of the E.E.C. 
countries was about $910. If for the sake of the argument we assume 
that the Greek income per head will rise at 5 - 6 per cent yearly, while 
the E.E.C, income per head will rise at 3 - 4 per cent, it will take almost 
fifty years for the former to reach the latter. But to assume that a small 
country, poor in soil and subsoil resources, and unfavourably located — 
and exposed also to the various difficulties created by the association 
with the E.E.C. — will advance its per capita income at 5 - 6 per cent 
yearly for fifty years and, especially, that its rate of progress will be 
faster than that of the E.E.C, is itself rather bizarre. In spite of concerted 
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There is one respect in which the transition period of 
twenty-two years is too long rather than short. Government, 
especially if it is weak, is too often liable to accede to private 
pleas for the postponement of reforms or major changes in 
policy. Pleas for the deferment of required changes might 
also originate with the public administration if it is inefficient 
and accustomed to procrastination. While such indecision 
reigns many firms, constituting Greece's infant industries, 
will be exposed to powerful E.E.C, competition and will 
disappear one by one in isolated battles. The firms which 
temporarily manage to survive will probably not worry about 
those which have just fallen, hoping to gain from their passing 
away, only to find themselves succumbing some time later. 
There will be little chance for a collective and organized 
outcry. A shorter period would have resulted in the concurrent 
demise of a number of firms and hence would have led to 
effective action. 

With respect to the timing of the association, it was sugges
ted during the deliberations that Greece should enter the 
E.E.C, because Turkey and other countries would, in which 
case Greece could not stay out. But there was little expla
nation offered of why Greece could not join then. Greece 
might have indeed done better if she had hurried less and 
had associated herself with the E.E.C, after Turkey, Iran 
or Israel had explored the way. Ceteris paribus a country 
concluding an agreement with the E.E.C, would be likely 
to secure at least as good terms as the countries which had 
preceded it, and, perhaps, better ones. This partly explains 

government efforts, the gross national product per head in Italy's South 
has declined compared with that in the North. While in 1951 the former 
was equal to 51.8 per cent of the latter, by 1960 it had dropped to 42.8 
per cent, and by 1963 it had recovered only less than half of this decline. 
(See Banca Nazionale del Lavoro, Italian Trends, Vol. 5, No. 7 -8 , July — 
August 1964, p. 3.) 
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why the countries just mentioned obtained better terms than 
Greece.1 Even in the very unlikely case in which these or 
other competitors of Greece became associated with the 
E.E.C, and Greece was refused similar treatment, in which 
case Greece would have to sell her agricultural exports at 
somewhat lower prices, the loss from the deterioration in 
her terms of trade would probably be a rather insignificant 
part of her national income.2 

IV 

As indicated, we are not specially qualified to discuss the 
political implications of the association of Greece with the 
E.E.C. However, we may be allowed one or two brief re
marks. 

Some people have suggested that the E.E.C, is leading 
to the development of a United States of Europe or some kind 
of a political union or association, and that Greece stands 
to benefit from such a development. However, if the present 
arrangements for economic integration prove damaging to 

1. See the Ankara Agreement of September 12, 1963, the Bulletin 
of the European Economic Community, Sixth Year, No. 8, August 1963, pp. 
5 - 8 , the Commercial Agreement between the E.E.C, and Iran of Octo
ber 1963, and the Commercial Agreement between the E.E.C, and 
Israel of June 1964. 

2. For an interesting estimate of the consequences for Sweden's national 
income of the United Kingdom, Denmark and Norway joining the E.E.C. 
while Sweden remains in «isolation», see B. Reuterskiöld, «E.E.C. Mem
bership or Isolation? The Economic Consequences for Sweden», Skan-
dinaviska Banken Quarterly Review, Vol. 43, 1962, No. 1, pp. 19-27. 
Reading of this article should temper inordinate expectations from joining 
a common market, or fears of remaining «isolated». See also R.G. Lipsey, 
«The Theory of Customs Unions: A General Survey», The Economic 
Journal, Vol. 70, 1960, pp. 509ff., and references, and H. H. Liesner, 
«Regional Free Trade: Trade-Creating and Trade-Diverting Effects of 
Political, Commercial and Monetary Areas», in R. Harrod (ed.) Inter
national Trade Theory in a Developing World, pp. 198 - 99. 
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Greece's basic economic interests and give rise to complaints 
of exploitation of a less developed economy by the more 
advanced West, and of the latter's frustrating Greek ambi
tions of economic development and industrialization, then 
economic integration may impair, rather than assist, the 
prospects of European political unity.1 The foregoing pages 
point ominously in that direction. Of course matters will be 
even worse if Greece chooses to emphasize the «political 
solution». 

It might be interesting to add here that in the confusion 
and uncertainty that seem to have preceded and followed 
the Athens Agreement a number of economists in Greece 
have been explaining, and some of them believe sincerely, 
that the association was necessary mainly for political reasons 
known to the political authorities.2 On the other hand, a 
number of political experts seem to believe that the benefits 
expected from the association were chiefly economic and that 
it was the economists who advocated the marriage. 

It may be noted that a tendency to pass the buck has been 
observed at another level also. Some people, many of them in 
government circles, explain that the association was necessary 
mainly to provide broad markets for Greek industry, which, 
according to this argument, is the main sector on which 
Greece can count for expansion of her exports and economic 
development. On the other hand, many Greek manufactur
ers, puzzled and fearful about their prospects within the 
association, explain that industry accepted the many risks 
which the association involved because it believed that the 

1. See A.J. Brown, «Common Market Criteria and Experience», 
The Three Banks Review, No. 57, March 1963, p. 18. 

2. One has a suspicion that the political advantages usually mentioned 
are something that Greece would enjoy anyway because of her geogra
phical position and other features, and that the association did not make 
much difference. But then this is only the view of a layman. 
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association would serve the country's «broader interest», and 
mainly that it would help agriculture expand its markets 
abroad.1 

V 

It might be useful at this stage of our study to pause and 
speculate on the main reasons Greece considered and accepted 
what appears to be an unfavourable association with the 
E.E.C. 

First and foremost, it seems that the Greek Government 
failed to take into proper consideration certain fundamental 
features of underdeveloped economies, as well as the pecu
liarities of a country which is small, poor in soil and subsoil 
resources and unfavourably located. Following beliefs which 
are quite common, though equally questionable, it proceed
ed on the assumption that Greece has an abundance of la
bour; that foreign capital will flow in to take advantage of 
it ; and that certain changes in economic structure and pub
lic administration and policies, to be effected in the amaz
ingly short period of two decades, will enable Greek industry 
to compete on world markets. 

Secondly, it appears that the Greek Government had no 
settled views on the basic goals of Greek economic policy 
and hence on the nature and pattern of economic develop
ment desired.2 Therefore, it failed to relate the prospects 
of economic integration to these goals and the kind of de
velopment desired, and to evaluate the manner in which 
the former might be expected to serve the latter. No serious 
study was undertaken prior to the Athens Agreement even 

1. Association of Greek Manufacturers, Bulletin of Information (in 
Greek), December 15, 1962, p. 2a. In fact, the long-term benefits which 
the association confers on Greece's agricultural exports are not signif
icant. See infra, pp. 125 ff. 

2. See infra, pp. 223-24. 
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of the kinds of industry that were likely to disappear and of 
those which could reasonably be expected to survive and ex
pand under the association.1 

On the basis of such inadequate background the Greek 
Government slipped into the idea of associating the Greek 
economy with the economies of the E.E.C. Since the basic 
features and goals of the two kinds of economies had been 
inadequately considered, the weird consequences of a marriage 
of such heterogeneous and unequal partners were apparently. 
ignored. We have discussed important differences between the 
partners, notably in goals, policies, size of economic opera
tions, economic structure and degree of industrial integra
tion, and protective value of duties against each other's 
goods. The importance of the infant industry argument 
seems to have been inexcusably minimized. Yet this argu
ment calls for protection precisely in cases of trade between 
less and more developed and industrialized economies. It 
also seems to have been overlooked that the association (and 
even the eventual membership of Greece in the E.E.C.) is 
not the end of negotiation, but the beginning; that a country 
like Greece, whose fundamental weaknesses were noted earli
er, will be in a poor bargaining position vis-à-vis a group of 
strong economies having quite different interests. This applies 
to relations both within the E.E.C., and of the E.E.C, with 
third countries. 

1. It is an open secret that the Industrial Development Corporation 
established in 1960 to promote industrial development in Greece has 
been a glaring failure. In 1963 the Corporation claimed that it had 
completed, or was about to complete, a number of studies of certain 
industries and feasibility reports on projected industrial plants «carried 
out by top-notch foreign consultants in cooperation with the I.D.C. 
staff or Greek experts». But except for a limited number of studies, for 
instance those by Arthur D. Little, Inc., these reports are, because of 
their content and quality, of little use. 
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PART C 

THE PROBLEM OF EXPORTS 

CHAPTER 5. 

Exports of Primary Commodities 

The impact of a common market arrangement on the 
economic development of its members is in large measure 
exerted through its effects on the foreign trade of these mem
bers. Hence, in the previous chapter we referred repeatedly 
to the problem of Greek exports in relation to Greece's de
velopment prospects. It is necessary to consider this problem 
in greater detail. Unless otherwise indicated, in this and the 
following chapter the terms «trade», «exports» and «imports» 
will relate to commodities only. 

I 
We may start our discussion with some basic observations 

on the relation between exports, imports and the national 
income. The extent to which an economy tends to depend on 
foreign trade varies with a number of factors. But in spite 
of the fundamental significance of this dependence in both 
theoretical discussion and policy formulation, these factors 
have not been investigated systematically and indentified sa
tisfactorily. For instance, some economists have tended to 
relate the ratio of foreign trade (exports or imports) to na
tional income to the degree of the country's development as 
measured by the level of income per head. And while some 
hold the correlation to be positive, others view it as negative.1 

1. See, on the one hand, T.C. Chang, Cyclical Movements in the Balance 
of Payments, Cambridge, Cambridge University Press, 1951, pp. 24ff., 
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Theoretical analysis and statistical evidence suggest that the 

bearing of this factor, at least when taken by itself, is rather 

inconclusive.1 

Theoretical reasoning, historial evidence and comparison 

of a large number of countries point to a negative correlation 

between the ratio of foreign trade to national income and 

the size of the country's population. A small population tends 

to limit the possibilities of domestic specialization and econ

omies of scale, and the establishment of industries producing 

substitutes for imported goods.2 For obvious reasons, the ratio 

of foreign trade to national income is also correlated negative

ly with the diversity of the country's natural resources.3 Though 

the world's resources are not distributed randomly over its 

area, the size of a country might be taken as a crude measure 

and on the other, E. Staley, World Economic Development, Second Edition, 
Montreal, International Labour Office, 1945, pp. 143-45. 

1. See S. Kuznets, Six Lectures on Economic Growth, Glencoe, Illinois, 
The Free Press, 1959, pp. 94-95 , lOOff., idem, «Economic Growth of 
Small Nations», in E.A.G. Robinson (ed) Economic Consequences of the 
Size of Nations, London MacMillan, 1960, pp. 19 - 20, and K.W. Deutsch 
and A. Eckstein, «National Industrialization and the Declining Share 
of the International Economic Sector, 1890-1959», World Politics, Vol. 13, 
1960/1, p. 291. If the degree of a country's development is combined 
with other factors, it may take on more significance. For instance, we 
may distinguish between a country possessing resources for the production 
of a variety of foodstuffs, but poor in industrial raw materials, and another 
country endowed with both types of resources. If these countries are 
advanced and have abundant capital and technology, the former country 
might trade more than the latter; while if they are both poor countries, 
the reverse is likely. 

2. A low income per head appears to have similar effects. However, 
it entails also a relatively small diversity of expenditure, and this factor 
tends to lower the trade-income ratio. 

3. Given the diversity of resources, the trade-income ratio tends to 
vary with the type of resources possessed by the various countries. Under
developed countries with large resources of industrial raw materials 
might be expected to trade heavily. 
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of the diversity of the country's resources. The trade-income 
ratio then tends to vary inversely with a country's area.1 

This tendency is enhanced by the fact that transportation 
costs isolate the interior of a large country from foreign pro
ducts and markets more than the interior of a small country.2 

On the other hand, the trade-income ratio is correlated 
positively with the degree of compartmentalization of the 
country's economy and the facilities for international trade.3 

In many countries, especially those which are less developed 
such factors as an unfavourable topography, underdeveloped 
transportation and credit facilities, a relatively limited degree 
of monetization of the economy, or «inter-provincial» taxes 
tend to compartmentalize the economy. These are serious 
obstacles to the movement of goods and productive factors 

1. In such a comparison some obvious adjustments become necessary. 
For example, in Egypt only about 35 thousand square kilometres are 
inhabited and cultivated. Large areas of Australia, Canada, Bolivia, 
Colombia, Peru and Venezuela are unsettled or sparsely inhabited and 
presumably rather unexplored; in effect, they are not a part of their econ
omies. Adjustments are necessary also in the case of countries whose 
resources are obviously not markedly diversified. 

2. About the relation between a country's trade-income ratio and 
the size of its population and area see also C.P. Kindleberger, Foreign 
Trade and the National Economy, New Haven, Yale University Press, 1962, 
pp. 32 - 36, S. Kuznets, Six Stures on Economic Growth, p. 91ff., idem, 
«Economic Growth of Small Nations», in E.A.G. Robinson (ed). Eco
nomic Consequences of the Size of Nations, pp. 18-21, and K.W. Deutsch 
and A. Eckstein, loc. cit., pp. 289, 291. For an examination of the re
lation between the trade-income ratio and the size of the countries 
measured by the gross national product, see F. Tinbergen, Shaping the 
World Economy, New York, The Twentieth Century Fund, 1962, pp. 59-66 
and Appendix VI. 

3. The similarity of a country's social fabric and patterns of life to 
those of countries with which transportation and communication are 
relatively easy is another factor with which the trade-income ratio 
tends to be positively correlated. 

115 



and hence limit the possibilities of domestic specialization 
and large-scale production for domestic markets. These con
ditions, the absence of equally serious obstacles to the for
eign trade of these economies, and the supply of adequate 
credit, transport and other facilities by other countries in 
relation to international trade tend to turn these economies 
outwards, to raise the ratio of foreign trade to national in
come. 

Another factor with which the trade-income ratio seems 
to be positively correlated, especially in less developed coun
tries, is the rate of the country's economic expansion, partic
ularly if expansion is induced largely by rising foreign de
mand for the country's products. This relation may be ex
plained briefly. 

In underdeveloped countries which are often stagnant, or 
are advancing only very slowly, cyclical unemployment of 
resources is usually not significant. There are several factors 
accounting for this phenomenon: the consumption-income 
ratio tends to be high; small-scale farming and enterprise 
are important and, hence, a large part of the domestic sav
ing is matched directly by real investment, such as personal 
repair, improvement and building of homes and business or 
farm structures; prices and wages are flexible; and consid
erable compartmentalization of the economy insulates some 
sectors from developments in others. A second, related feature 
of the countries referred to is that the conditions of supply 
of resources (including elasticity and mobility) are such as 
to make increases in output difficult, particularly over short 
periods. 

Frequently in these countries economic expansion origi
nates in changes, often large ones, in external factors. Early 
increases in demand and prices in the export industries tend 
to absorb such resources as had been cyclically underemployed 
and to lead to increases in domestic prices. The increase 
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in production of types of goods that can be imported be
comes less profitable, and the demand for imported capital 
and consumer goods for which no close substitutes are being 
produced increases. Hence, exports and imports tend to rise 
greatly as a proportion of the national income. 

Of the variables discussed, with which the trade-income 
ratio is correlated, generally the two more important are the 
size of the population and the area of the country. According
ly, in Table 8 we compare Greece with a number of countries 
having a population and area of a broadly similar order of 
magnitude.1 The ratio of exports to national income is the 
lowest in Greece, indeed extremely low compared with any 
other country. The ratio of total trade (the arithmetic aver
age of exports and imports) to national income is also the 
lowest, a little less or more than half that of many of the 
other countries. 

A related and equally significant phenomenon, illustra
ted in Table 9, is the very marked decline in the ratio of 
Greek exports to national income, from about 12.5 - 14.0 per 
cent in the prewar period to about 7.5. per cent in the early 
nineteen-sixties.2 The low ratio of the postwar period is more 
remarkable when it is considered that during a substantial 
part of this period the Greek economy experienced notewor
thy growth: in the seven years from 1954 to 1961 the real 
gross national product increased by as much as two-thirds.3 

1. Even populations of four or five million, or areas of sixty or two 
hundred and thirty square kilometres may be considered broadly similar 
to those of Greece when compared with countries having a very different 
population or area. 

2. The postwar years before 1954, not included in Table 9, show a 
low ratio of exports and imports to national income, reflecting the Greek 
civil war and an overvalued currency combined with import controls. 

3. Some of this increase in income reflects swift recovery from World 
War II and the subsequent Greek civil war. 
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According to our earlier analysis one might have expected 
the export-income ratio to be higher than usual. 

TABLE 9. Relation Between Exports, Imports and National Income in Greece, 
1927 - 1962 

Ratio of Exports Ratio of Imports Ratio of Exports 
Year 

1927 
1928 

1936 

1938 

1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 

to Net National 
Income 

13.6 
13.5 

12.4 

14.0 

9.2 
9.7 
8.6 
9.3 
9.4 
8.0 
7.5 
7.2 
7.7 

to Net National 
Income 

28.2 
27.2 
19.7 

19.8 

19.5 
19.7 
20.0 
21.3 
21.4 
18.6 
19.0 
18.7 
19.2 

to Imports 

48.2 
49.6 

63.0 

70.8 

47.0 
49.4 
43.3 
43.8 
44.1 
43.2 
39.5 
38.7 
40.0 

Source: Based on data in C. Evelpidis, The National Income (in Greek), 
Athens, Flama, 1938, U.N.R.R.A., A Plan for the Utilization of Greece's 
Resources (in Greek), Athens, Annex II , Part A, p. I l l - 6, Greek Ministry 
of Coordination, The National Accounts of Greece, 1948 - 1959, and 1958 -
1962 (in Greek), Athens, National Printing Office, 1961 and 1964, 
General Statistical Service of Greece, Statistics of Trade between Greece 
and Foreign Countries (in Greek), Athens, National Printing Office (for 
the prewar years), and National Statistical Service of Greece, Monthly 
Bulletin of Foreign Trade Statistics (in Greek) January 1963, p. 1, Athens, 
National Printing Office (for the postwar years). 

Turning to imports, we note that the ratio of Greek im
ports to national income is also low in relation to compar
able economies (See Table 8). As with exports, the Greek 
imports-income ratio appears to have declined from over 
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one-quarter in the late nineteen-twenties to about one-fifth 
or less in the postwar periodλ (See Table 9). 

The main explanation of Greece's exceptionally low ex
port-income ratio is found in the nature and pattern of 
growth of her economy over the last decade and in the diffi
culties faced by important Greek exports. To a large extent 
growth has reflected investment in buildings and certain 
types of social overhead capital (mainly transportation and 
hydro installations), rather than any remarkable development 
of manufacturing, agriculture and exports.2 As Table 10 
shows, during the period 1953 to 1962 investment in build
ings (predominantly residential) ranged between two-fifths 
and over one-half of the total gross domestic investment, 
while investment in manufacturing accounted for only about 
one-tenth of it. Both these percentages are most remarkable. 
The relatively low volume of imports is also related to this 
pattern of economic growth. Since the latter has been weight
ed heavily with construction of buildings and roads it has 
been relatively independent of imports. 

The pattern of Greece's recent economic development and 
her remarkably low export-income ratio reflect, inter alia, 
a number of serious problems confronting her exports, to be 
outlined later. As a consequence of these difficulties, the ra
tio of exports to imports has declined very considerably in 
the postwar period. As indicated in Table 9, exports now 

1. Owing to exchange, and other controls, imports were relatively 
low in most of the nineteen-thirties. 

2. Investment in residential building has been greatly stimulated by 
the inflow of Greek capital from African and other countries. See also 
A.G. Papandreou, A Srategyfor Greek Economic Development, Athens, Center 
of Economic Research, 1962, pp. 24, 61 - 64, and S. Geronimakis, 
«Postwar Economic Growth in Greece 1950- 1961», paper read at the 
Eighth General Conference of the International Association for Research 
in Income and Wealth, Corfu, Greece, June 24 - 30, 1963, mimeo, pp. 
8- 13. 
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pay for only about two-fifths of the country's imports. The 
balance has been met mainly from the large surpluses in the 
accounts of shipping, emigrants' remittances and tourism, 
and through imports of capital, to a large extent Greek cap
ital and, in recent years, a substantial volume of foreign 
commercial credit. 

TABLE 10. Distribution of Gross Domestic Investment in Greece, 1953 -1962 

Year 

1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 

Investment in 
All Buildings (a) 

(Perceatages 

41.1 
56.2 
54.6 
48.9 
38.5 
45.7 
48.8 
47.7 
40.9 
40.2 

Investment in 
Residential 
Buildings 

of Gross Domestic 

31.3 
42.4 
41.9 
36.7 
29.7 
35.0 
32.7 
31.8 
28.9 
29.4 

Investment 
in Manufacturing 

Investment) (b) 

9.6 
11.2 
9.5 

10.1 
10.8 
12.7 
10.7 
10.7 
9.9 

13.0 

(a) Excludes investment in manufacturing buildings, which is in
cluded in the third column. 

(b) Excludes investment in ships. 

Source : Based on data in Greek Ministry of Coordination, The National 
Accounts of Greece, 1948 - 1959, and 1958 - 1962 (in Greek) Athens, Na
tional Printing Office, 1961 and 1964, and idem, the Development of In
vestments in Greece in the Postwar Period (1948 - 1962) (in Greek) Athens, 
National Printing Office, 1964, pp. 50 - 51, 55 - 61. 

I I 

It should be clear from the foregoing discussion that eco
nomic growth of the kind experienced in recent years, com
bined with a falling export-income ratio, will not serve 

121 



Greece's interests for long. We may refer again to the two 
alternative patterns of Greek economic development and pol
icy outlined earlier, the «economic solution» and the «po
litical».1 

If Greece aims at the «economic solution» (the highest 
possible increase in income per head), she will tend to lower 
the obstacles to her foreign trade. As indicated, the present 
ratio of imports to national income is relatively low for a 
small country with a small population. It is related to a pat
tern of growth which cannot be expected to continue for 
long or to lead to significant long-term economic develop
ment. It will be necessary to place more emphasis on agri
cultural and industrial development. Increases in investment 
and income will call for large increases in imports of capi
tal goods, fuels, raw materials and consumer goods, includ
ing substitutes for products of Greek industries which are 
bound to disappear within a framework of greater interna
tional specialization. We are implying that in an economic 
expansion which is better balanced and more promising than 
the economy's growth during the last decade, imports will 
tend to rise faster than the national income. Greece will 
have to secure the means of paying for the much greater 
volume of imports. 

As explained later,2 one should not count on a capital 
inflow to Greece of any sizeable volume. Accordingly, ex
ports of goods and services will have to increase faster than 
the national income and, allowing for as much optimism as 
is prudently permissible regarding the growth in invisible re
ceipts, commodity exports will probably have to rise at least 
as fast as income. In Greece, as in many other small under
developed countries, economic development depends heavily 
on the country's ability to sell abroad. 

1. Chapter 2, Section I I I . 
2. Chapter 8. 
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The second alternative pattern of Greek policy and de
velopment relates to the «political solution». In this case the 
rate of growth in income may be expected to be lower. How
ever, the growth in imports of equipment and materials for 
Greek industry expanding under protection may be very 
substantial. It is inconceivable that the export-income ra
tio required would decline from its present level. However, 
it is possible in view of a slower growth in income and the 
impact of industrial protection, that the required increase 
in exports may be somewhat lower than under the first alter
native. 

Although the nature of Greece's export problem should 
be fairly obvious from the foregoing discussion, we may add 
a note to clear up any ambiguity about the role which ex
ports are expected to play. 

As indicated earlier, economic development is a composite 
phenomenon consisting of a large number of component 
changes. Increases in exports may act as a leading change 
of acceleration of the rate of economic growth, or as an 
accommodating change necessary for a higher rate of growth 
to be consummated.1 While this distinction might appear 
artificial, in a dynamic theory of development it is real and 
significant. 

In the past, a sustained expansion of exports sometimes 
led the acceleration of growth of some underdeveloped econ
omies. However, for reasons indicated earlier it is unlikely 
that the number of countries that may so benefit in the fu
ture will be large, or that such export-led growth will be 
satisfactorily broad and continuous.2 Greece in particular 
does not have any rich natural resources possessing strong 
export possibilities. Probably there are not many countries 

1. Supra, pp. 38 ff. 
2. Supra, pp. 39-41. 
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which have fewer hopes of experiencing export-induced 
growth. It is puzzling indeed that some people have greeted 
the association with the E.E.C, as opening up broad markets 
that will «lead» to rapid economic development in Greece. 
On the other hand, it is important to realize and remember 
that an adequate growth in exports must be a significant 
accommodating change in any development of the Greek 
economy. 

We may now proceed to examine the prospects of the var
ious kinds of Greek exports and the manner in which they 
might be affected by the association. In this chapter we will 
deal with agricultural and mineral exports, and in the next 
with exports of industrial goods. 

m 
Agricultural products are very important among Greece's 

commodity exports. In recent years they have accounted for 
over four-fifths of her total exports. The great bulk of her 
agricultural exports has been made up of tobacco, cotton, 
dried fruits (mainly currants and sultanas), fresh fruits, and 
hides and skins, proceeding generally from the more im
portant ones to the less. 

During the last half century tobacco has been Greece's 
most significant export commodity. In recent years it has 
accounted for about 30 - 40 per cent of her total exports. 

Before World War II Greece was the most important ex
porter of tobacco to the large German market. In that coun
try oriental tobacco accounted for almost one-half of all to
bacco imports in terms of value, while American tobacco re
presented only about one-twentieth. Unfortunately for Greece, 
the abnormal conditions of the war and early postwar 
years in Greece and Western Europe led to large-scale sub
stitution of Virginia tobacco for oriental. American tobacco 
now constitutes about one-third of all German imports, 
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while the share of oriental tobacco has declined to almost 
one-third.1 Many brands of German cigarettes now have a 
high Virginia content, not infrequently close to 90 per cent. 
Cigarettes of almost purely oriental tobacco have declined 
to about one-tenth of German consumption. Greek tobacco 
has been shifted from first to third place in the German 
market after the imports from the United States and Rho
desia.2 In recent years Greek exports to Germany have also 
faced vigorous competition from Turkey and Bulgaria. 

Greece's exports of tobacco to other Western European 
markets and the United States3 have also been faced with 
strong Turkish, Bulgarian and other competition, and in re
cent years they have either stagnated or increased insignifi
cantly.4 Exports to Eastern Europe have increased in some 
years since the late nineteen-fifties, but generally they have 
been uneven. 

The Athens Agreement includes special provisions regard
ing Greece's main agricultural exports. However, as our 
discussion will suggest, the terms of the Agreement are such 
that, combined with certain features of Greece's exports and 
some other developments (especially the arrangements with 

1. Another reason for the shift is that the American capital invested 
in the German cigarette industry has tended to favour the use of Virginia 
tobacco. 

2. Greek tobacco exports to Germany (East and West) declined from 
25,823 metric tons in 1938 to 16,768 in 1960, and 18,251 in 1961. 

3. Before World War II, the United States absorbed almost one-third 
of Greece's tobacco exports in terms of value. In the postwar period this 
percentage has been lower and it has fluctuated considerably: it has 
seldom exceeded one-quarter, while in some years it has dropped to 
one-tenth or less. See also D.I. Chalikias, The Economic Development of 
Greece and the Balance of Payments (in Greek), Athens, Bank of Greece, 
1963, pp. 48ff. 

4. See H.C. Fritz Baade, Exports and Invisible Receipts in Turkey, Paris, 
Organization for Economic Cooperation and Development, 1961, pp. 
2 1 - 2 2 , 5 9 , 6 2 . 
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the E.E.C, of countries like Turkey, Iran and the United 
States), they will afford little help towards a long-term ex
pansion of Greece's exports. 

On the effective date of the Agreement the duties on Greek 
tobacco in force in the E.E.C, countries on January 1, 1957 
were reduced by 50 per cent. They were reduced by another 
10 per cent on July 1, 1964, and they are to be abolished 
completely by the end of 1967. Moreover, E.E.C, countries 
which have a state monopoly of tobacco, viz., France and 
Italy, have undertaken to maintain their imports of Greek 
tobacco at least at the average level of the years 1957 to 
1959, or to effect modest increases. Further, for a period of 
twelve years the Agreement limits the possible reduction of 
the E.E.C.'s common external duty on tobacco. As indica
ted in what follows, these provisions1 are unlikely to make 
any noteworthy contribution towards an increase in Greek 
tobacco exports. 

The future of Greece's tobacco exports does not appear 
encouraging. The income elasticity of demand for tobacco 
products in Western Europe is low and so is the price elas
ticity. Much lower than the latter is the elasticity of demand 
for oriental tobacco with respect to changes in the rate of 
import duty. The price of tobacco products to E.E.C, con
sumers consists of the cost of oriental tobacco, the cost of 
other tobacco (since the former is usually used in blends), 
the import duties on both, the costs of manufacturing and 
distribution, and the various excise and other indirect tax
es. Tobacco products are a common target of finance min
isters who tend to levy high rates of taxes on them. The 
import duty on oriental tobacco is a small proportion of 
the price of tobacco products to E.E.C, consumers, and the 

1. For these provisions see the Athens Agreement, mainly Protocols 
Nos. 10, 15 and 16. 
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smaller this proportion is, the lower the elasticity of demand 
for oriental tobacco with respect to changes in the rate of 
import duty. It appears that the provision of the Athens 
Agreement, relating as it does only to import duties, is of 
little value to Greece. 

Nor can Greece expect to gain at the expense of her com
petitors. In the postwar period the United States has re
ceived tariff concessions on tobacco exports to Europe and, 
through the Ankara Agreement of 1963, Turkey has been 
granted benefits analogous to those extended to Greece. Fur
ther, the United States has undertaken a vigorous advertis
ing and marketing campaign to promote the consumption 
of American tobacco in Europe, Asia and Africa; Turkey 
is planning to increase her tobacco acreage by one-third be
tween 1962 and 1967; and Rhodesia has expanded her to
bacco production greatly. 

Greece's tobacco exports to Eastern Europe have shown 
some promise in recent years. However, their expansion, and 
even their maintenance at present levels, depends on bilater
al trade arrangements. The countries of Eastern Europe 
have been exporting industrial goods and animal products 
to Greece. Since the association reduces the Greek duties on 
imports of such goods originating in the E.E.C., a reduction 
in imports from Eastern Europe may impair Greece's abil
ity to export to this area. As indicated earlier, a certain 
allowance made in the Athens Agreement for safeguarding 
Greece's bilateral trading interests might prove quite inad
equate, especially in relation to possibilities of expanding 
trade with this area.1 

Greece also faces the possibility of grave developments in 
the demand for her product. T h e large shift towards the use 

1. Supra, pp. 68-69, 84-85. 
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of filter-tip cigarettes,1 and other reasons are reducing the 
significance of the quality of tobacco used. The choice taste 
and scent of oriental tobacco is decreasing in market value. 
Perhaps most important of all is that while expanding popu
lations abroad might tend to increase tobacco sales, the 
cancer scare and anti-smoking campaigns might deal them 
a heavy blow. There are some signs, for instance regarding 
consumption in Germany, which are not certain but which 
could be quite ominous. In view of this risk Greece may 
choose to reduce her heavy dependence on this export by 
scaling it down, or at least preventing a further growth in it. 

A few favourable signs in the outlook for Greek tobacco 
exports might also be noted. There are some possibilities of 
a return to the use of a greater proportion of oriental tobacco 
in the cigarette consumption of countries like the United 
States, Germany, France and Italy. The advertising and mar
keting efforts of Greece and other Balkan countries leave much 
to be desired and can be improved significantly. Furthermore, 
given favourable conditions Greece may shift land from other 
crops to tobacco, and from oriental to Virginia or Burley 
types. In any event, even if factors such as those outlined 
in the previous paragraph fail to cause any great disturbance 
in tobacco sales, it would appear unwise to count on an in
crease in the quantity of Greek tobacco exports of more 
than 20 - 30 per cent over the next twenty years or so. 

Cotton is the second most important Greek export. It has 
advanced to that position even though it is a relatively new 
export. In the years since World War II Greek cotton pro
duction has increased greatly from a yearly output of 25 -
35 thousand metric tons in the years 1951 - 1953 to over 90 

1. In the United States the consumption of filter cigarettes has 
increased from an insignificant proportion of total cigarette sales in 1951 
to over 60 per cent at present. 
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thousand in 1961 and 1962. Exports increased from only 6 

thousand tons in 1952/3 to about 3 5 - 4 0 thousand a yeai 

in the period 1956 to 1961 and about 55 thousand in 1962 

In recent years the most important markets for Greek cotton 

have been in Eastern Europe, followed by the E.E.C. 1 

The agreement of association of Greece with the E.E.C 

makes no special provision for cotton exports. Greece does 

not gain from the association since imports of a raw ma

terial like cotton into the E.E.C, countries were not subject 

to restrictions or import duties. On the other hand, for rea

sons indicated earlier, as a consequence of the association 

Greece may lose, or fail to gain, ground in the countries of 

Eastern Europe which trade on a bilateral basis.2 

Generally, it appears likely that in the future Greece's 

cotton exports will fare much better than her tobacco ex

ports. However, a forecast of the long-term growth in cotton 

exports would be very difficult. The Greek Ministry of Agri

culture has ventured an export forecast of the order of 150 

thousand metric tons by 1970, and an increase in the value 

of exports from about $20 million in 1961 to $90 - 100 

million in 1970. It is assumed by the Ministry that the out

put of cotton will rise to about 195-200 thousand metric 

tons by 1970 and that Greece will face no difficulties in ex

porting all she can supply. 

There is a huge market for cotton in Western Europe, and 

Greece supplies less than one per cent of its requirements. 

The anticipated rise in Greece's cotton exports must depend 

argely on her ability to gain a larger share in this market 

it the expense of cotton from the United States and other 

1. In 1962 Greek cotton exports to the Soviet Bloc amounted to 
M4.0 million, and to the E.E.C, to $10.6 million. In 1963 the re-
pective figures were $17.1 and $6.2 million. 

2. In 1961 and 1962 these countries absorbed 70 and 54 per cent 
η terms of value of Greece's cotton exports. 
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sources. Greece has a favourable soil and climate and her 
cotton yields per acre are among the highest in the world.1 

The quality of her medium staple is very high. Experts advise 
that through an expansion of appropriate systems of irri
gation, drainage, mechanization and other improvements she 
should be able to reduce her production costs, improve her 
quality further, and standardize her cotton exports.2 Since 
she now supplies such a small part of the Western European 
requirements, the price elasticity of demand for her cotton 
could be very high. However, the possibility of further sub
stitution of artificial for natural fibres is an important uncer
tainty to reckon with in the forecasting of long-term changes 
in cotton exports. 

In 1962 currants represented 6.2 per cent of all Greek 
exports and sultanas and raisins another 5.5 per cent. Greece's 
exports of currants have not changed much since 1953 and 
they have been of the order of 55 - 70 thousand tons a year. 
Her sultana exports also have remained largely unchanged 
and, allowing for a couple of exceptional years in 1955 and 
1957, they have amounted to 35 - 45 thousand tons yearly. 

The duties of E.E.C, countries on Greek currants and 
sultanas were reduced on the effective date of the Athens 
Agreement by 50 per cent.3 By decision of the Council of 
Association a further reduction of 20 per cent became effec
tive on October 1, 1963. On January 1, 1965 they are to 
be reduced to 20 per cent of the original, on January 1, 1966 
to 10 per cent, and by the end of 1967 they will be complete
ly abolished. The E.E.C, countries are also taking steps to 
align their external duties on these products with the common 

1. See for instance supra, Table 4. 
2. The production of cotton has been subsidized by the state. In 

1963 cotton growers received the equivalent of $23.3 per irrigated 
hectare, and $33.3 per non-irrigated hectare. 

3. Athens Agreement, Protocol No. 17. 

130 



E.E.C, tariff. This adjustment will be completed within six 
years from the effective date of the Athens Agreement, at 
which time imports of currants and sultanas from third 
countries will be subject to an ad valorem duty of 9 per cent. 
Further, for a period of twelve years the Agreement limits 
the possible reduction of the E.E.C.'s common external du
ties on these products.1 

The reduction and eventual abolition of the duties of 
E.E.C, countries on Greek currants and sultanas might afford 
some help to Greek exports.2 But the gain is likely to be lim
ited since the original duties of the E.E.C, countries were 
fairly low, as are the anticipated common external duties 
of the E.E.C. Greece had expected to gain in sultana exports 
by substituting for exports to the E.E.C, from Iran, and per
haps also from the United States. However, experience sug
gests that in view of the inelasticity of supply of such agri
cultural products, the competing countries would probably 
allow their prices to fall to the extent of wiping out the bulk 
of the Greek advantage. In any event, the Commercial Agree
ment between the E.E.C, and Iran has more or less nulli
fied Greece's advantage over this country. The countries of 
Eastern Europe also import some currants and might have 
expanded their purchases from Greece.3 In recent years they 
have become an important outlet for Greece's sultanas, tak
ing 30 - 40 per cent of her exports.4 As indicated, Greece's 
ability to export to these countries might be impaired by 
the association. 

1. Athens Agreement, Protocol No. 10. 
2. Hitherto by far the most important market for Greece's currants 

has been the United Kingdom, which has been taking three-quarters or 
more of her exports. 

3. Greece and Australia produce over 95 per cent of the world out
put of currants. 

4. See H.C. Fritz Baade, Exports and Invisible Receipts in Turkey, pp. 
30, 32 - 33. 
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Consideration of the future suggests that Greece cannot 
expect any significant long-run increase of exports of currants 
and sultanas. The consumption of dried and fresh fruit in 
the more advanced countries may be expected to rise with 
the increase in population and incomes. However, the pro
duction and processing in Greece of the products considered 
leaves much to be desired; for instance, the cost of production 
of currants is 40 - 45 per cent higher than in Australia or the 
United States.1 The higher cost in Greece is related to in
sufficient use of fertilizers, pesticides and farm equipment, 
the advanced age of a large part of the vines, and the greater 
exposure of the areas cultivated to natural calamities such as 
hailstorms. Above all, currants seem to be faced with a shift 
of consumer preference to sultanas, raisins and fresh fruit 
whose relative cost has diminished as the means of their 
preservation and transportation have improved. Briefly, the 
prospects of increase in exports of Greek currants seem very 
limited. 

The prospect for sultanas appears brighter, though a 
number of obstacles will have to be overcome. Before the 
war, Greece's sultanas commanded a much higher price 
than those from California, Iran or even Turkey. This was 
due to their superior quality, which in turn was related to 
advantages of climate and soil. However, improvements in 
the quality of sultanas produced by Greece's competitors and 
in some cases deterioration in the quality of the Greek pro
duct have narrowed the quality gap; and though the differ
ence between the prices of these 'products has decreased 

1. See estimates quoted by L.S. Lucas «Corinthian Currants», in 
Commission for Research and Organization of Economic Programming, 
Basic Committee for Primary Production, Volume II, Part 4, Corinthian 
Currants (in Greek), Athens, March 1959, Mimeo, pp. 3 - 6 ; also, M.N. 
Anagnostopoulos, «Corinthian Currants», in op. cit., pp. 35 - 37. 
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greatly, rival countries are presenting Greek exports with ve
ry strong competition. Iran has also shown superior process
ing and packaging and her share in the German market has 
been rising noticeably. 

Perhaps the Greeks have been overconfident about the 
superior quality of their sultanas. There is little doubt now 
that the future of their exports will depend on significant 
increases in productivity brought about through improve
ments in the quality and quantity of inputs, the use of ma
chinery and equipment, the organization of production and 
the standardization, processing and packaging of exports. In 
any event, a forecast of sultana exports of the order of 60 - 65 
thousand tons in the late nineteen-sixties, compared with 35 -
45 thousand in the late 'fifties and early 'sixties, should be 
considered optimistic. 

In recent years exports of citrus fruits have accounted for 
3 - 4 per cent of Greece's total exports, and exports of other 
fresh fruits (peaches, grapes, apricots, etc.) for another 3 - 4 
per cent. These exports increased considerably in the post
war period. The yearly exports of citrus fruits increased 
from 10-15 thousand tons in the years 1953 - 1955 to over 
60 thousand tons in the early 'sixties, and the volume of ex
ports of all other fresh fruits combined has been as great in 
the two periods. While the great bulk of the citrus exports is 
directed to Eastern Europe, and only about 10-20 per cent 
goes to Western Europe, in the case of the other fresh fruits 
the greater bulk goes to the latter area. 

Under the Athens Agreement Greece's exports of fruits to 
the E.E.C, countries will enjoy the same reduction, and 
eventual abolition, of duties as is applicable to trade between 
those countries. However, in the case of Greece's three most 
important fruit exports, viz., citrus fruits, grapes and peaches, 
the quantities of exports enjoying the reduction in duties 
were limited during the first year of application of the Agree-
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ment to 22,000, 15,000 and 40,000 tons, respectively. From 
the second to the fifth year, inclusive, these quantities are 
being increased by 20 per cent yearly over the previous year; 
while from the sixth year on, the percentage of increase will 
be determined by the Association Council.1 

While then Greece may advance her exports of fruits to 
the E.E.C, only as long as she does not particularly hurt the 
exports of E.E.C, member states, she might be faced with 
difficulties regarding her exports to Eastern Europe. Greece 
appears to be in a position to increase her exportable surplus 
of citrus and other fruits substantially above present levels. 
In view of the limits to exporting to the E.E.C, at the reduced 
duties enjoyed by E.E.C, exporters, she will have to de
pend considerably on exporting to other countries. Apart from 
the question of duties, the qualities and prices of Greece's 
citrus fruits, for instance, have not been the most attractive. 
Hence she has had to depend for a large part of her exports 
on bilateral deals with Eastern European countries. As in
dicated, substitution of Greek imports from the E.E.C, for 
imports from Eastern Europe as a consequence of the asso
ciation might impair Greece's ability to export to Eastern 
Europe.2 

1. Athens Agreement, Protocol No. 18. Italy is one of the largest 
exporters of fruits to"the other E.E.C, countries and she exercised consid
erable pressure for the adoption of these restrictions of Greek exports. 

2. Protocol No. 18 of the Athens Agreement provides that, «should 
Greece meet with real difficulties in maintaining its exports of citrus 
fruit to the third countries to which it is bound by bilateral trade agree
ments, the Association Council shall consider the possibility of increasing 
the quantities specified above». It is neither clear nor certain how «real» 
difficulties will be interpreted. It is also not clear how the relation be
tween the effects of the association on the geographical distribution of 
Greece's imports on the one hand, and the decline in her ability to sell 
to Eastern Europe on the other will be ascertained, or whether the 
E.E.C, will endeavour to compensate for a decline in Greece's citrus 
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Looking into the future, we may note that the expansion 
of population and incomes in Europe, combined with a sub
stantial income elasticity of demand for fruit, will provide 
growing markets for such products.1 At present, Greece's 
exports to Western Europe constitute only a very small per
centage of all fruit exports to that area. Greece has begun 
plans for expanding the area devoted to fruit production and,* 
given appropriate inducement, her output could be increased 
in the next twenty years to three or four times the present 
level. However the supply of oranges, for instance, from the 
Mediterranean countries is growing faster than the demand in 
Europe, and if Greece were to make progress in Western Euro
pean markets, as well as in the Eastern, she would have to 
improve the production and marketing of her fruits very con
siderably. This would mainly involve advances in the pre
servation, packaging and standardization of her products, de
velopment of fairly stable and dependable supplies and vig
orous advertising.2 Greece must also offset the handicap 
vis-à-vis some of her chief competitors of a longer and more 
difficult haul to the large consumption centres of Western 
Europe. 

The establishment and expansion of industries producing 
fruit juices and preserved or canned fruit would seem to be 

exports to Eastern Europe whatever the apparent cause may be. Finally, 
it is not at all obvious why no action is needed if Greece just «maintains» 
the present volume of citrus exports to Eastern Europe, but fails to in
crease it in some relation to the increase in her citrus production. 

1. It is to be noted, however, t h a t the income elasticity of demand 
for semi-luxury foodstuffs tends to fall as incomes rise. 

2. Other handicaps which Greek fruit production and exports must 
overcome are the relatively high pr ice of irrigation water, the insuffi
cient use of farm machinery, equipment and fertilizers, and the inade
quate means of transportation by rail , road and water from the areas 
3f production to the export centres. 
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a natural development for a country like Greece.1 The mar
kets for such products in Western Europe are of a consider
able size. They are likely to grow further as population and 
incomes increase and urbanization and self-service retail out
lets expand. Substantial quantities of canned juices and fruits 
are now being imported into Western Europe from countries 
further away than Greece, notably the United States. There
fore Greece should be able to make inroads into the Western 
European market. 

While the outlook for these Greek exports is promising, 
the possibilities thereby created for the expansion of total 
Greek exports can be overstressed. Not infrequently, people 
in responsible positions in Greece, at a loss to point to in
dustries that may be expected to expand under the associa
tion with the E.E.C., will harp on the fruit and juice industry 
as evidence of the opportunities afforded. The progress in ex
portation of such goods from Greece has been relatively slow. 
Although it can be accelerated significantly, it must be made 
clear that the contribution which these industries can make 
towards solving Greece's export problem can be only very 
modest. 

Some idea of the orders of magnitude involved might help 
in placing this contribution in the right perspective. Studies 
of the citrus juice industry and the industry of preserving and 
canning fruits have been carried out by both Greek and for
eign experts.2 On the basis of these studies and of the re-

1. In discussions of the possibilities of expansion of fruit industries 
in Greece, reference is often made to the «advantage of low wage rates» 
in Greece. However, while wages may be lower in Greece than in several 
Western European countries, the cost of labour is not necessarily also 
lower. This is an important matter to be taken up in our consideration 
of Greek industry and of the prospects of foreign investment in Greece. 

2. See Agricultural Bank of Greece, Industries Utilizing Agricultural 
Products (in Greek), Athens, 1960, Mimeo, Greek Ministry of Coordi-
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commendations and programs of expansion which they pre
sent, it would appear unduly optimistic to expect increases 
in exports over the next ten to fifteen years of more than $3 
million in the case of citrus juices and $6 - 8 million in 
the case of preserved and canned fruits. Since Greece's total 
exports are of the order of $250 million a year, the probable 
contribution of these industries towards the increase in to
tal exports will not be significant. 

Regarding Greece's other agricultural products, it might 
be noted that the reduction of duties within the E.E.C., and 
between the E.E.C, countries and Greece, may lead to a 
shift of consumption from Greek olive oil to seed oils in both 
the foreign and domestic markets of Greece. With respect to 
olives some increase of Greek exports to Western Europe 
might be expected. However, in recent years between two-
fifths and one-half of Greece's olive exports have been di
rected to Eastern Europe and, as indicated, the association 
might create difficulties for Greece's exports to this area. 

It appears from the foregoing discussion that the prospects 
of expansion of Greece's agricultural exports are relatively 
limited, and that her export problem may be exceptionally 
difficult. Her most important export, tobacco, faces the possi
bility of serious adverse developments. At best it would not 
appear likely to grow over the long run by more than 1-1.5 
per cent yearly. The growth prospects of Greece's exports of 
currants are also not very bright. Given a number of improve
ments in production and marketing, Greece may achieve a 

nation, Five-year Programme of Economic Development of the Country 1960 - 1964 
(in Greek), Athens, National Printing Office, 1960, p. 50, Arthur D. 
Little, Inc., Investment Opportunities in Citrus Juice Processing in Greece, 
prepared for the Greek Industrial Development Corporation, Athens, 
April 1962, and idem, Investment Opportunities in Fruit and Vegetable Canning 
in Greece, prepared for the Greek Industrial Development Corporation, 
Athens, June 1962. 
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fairly substantial increase in her exports of sultanas and espe
cially of citrus, other fresh fruit, fruit juices and preserved 
and canned fruit. However, the contribution that these pro
ducts may make towards the growth in total Greek exports 
is likely to be quite modest. By this standard, perhaps the 
greatest hope lies in the expected increase in Greece's cotton 
exports. 

In any event, when all agricultural exports are considered, 
with the greatest possible efforts for improvement in produc
tion and marketing being allowed, it would be unsafe for 
Greece to assume that over the next ten or fifteen years their 
growth will exceed 2.5 - 3.5 per cent yearly. And, in view of 
the risks facing such an important export as tobacco, it would 
be prudent to count on a smaller increase. Since at present 
agricultural goods represent over four-fifths of Greece's to
tal exports, the rate of increase in non-agricultural exports 
required to obtain a reasonable growth in total exports would 
have to be very large. 

Before leaving the discussion of agriculture we may note 
also that the association with the E.E.C, might result in a 
substantial increase in Greece's imports of dairy products. 
This would tend both to aggravate her balance of trade prob
lem and to threaten her animal husbandry which, by mod
ern standards, is still in its infancy. The Greek duties on 
agricultural products of the kind that E.E.C, countries are 
at present exporting, or are interested in exporting to Greece, 
will be abolished over a period of twenty-two years.1 The re
duction in duties over the first ten years will amount to 20 
per cent. However, by special provision this percentage is 
increased to 40, 35 and 30 per cent in the case of ham, Eu
ropean-type cheeses and butter, respectively.2 These pro-

1. These goods are listed in the Athens Agreement, Protocol No. 
13. See supra, p. 66. 

2. Athens Agreement, Protocol No. 13. 
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ducts are likely to enjoy substantial price and income elas
ticities of demand in Greece. Butter may also encroach on 
the domestic market for olive oil. 

IV 

The prospective contribution of minerals to Greece's ex
ports may be dealt with briefly. 

As indicated earlier,1 Greece's mineral deposits are poor. 
Owing to this and other factors, the cost of mining is high. 
Mining and quarrying account for only about 1.5 percent 
of Greece's net national income and about 5 - 7 per cent of 
her exports. 

In the future, Greece's exports of bauxite and its products 
may be expected to increase substantially. Her production 
is increasing significantly and there is a growing demand in 
Eastern Europe, the West, and many underdeveloped coun
tries, though competition from other sources may also be 
expected to grow. An increase in exports of certain other 
minerals (for example, of manganese) is also possible. In any 
event, the basic reasons for the limited contribution which 
minerals can be expected to make to the solution of Greece's 
export problem will probably not change.2 Indeed, exports 
of minerals may decline in relative importance if the country, 
wisely or unwisely, establishes more industries using Greek 
minerals as raw materials.3 

1. P. 50. 
2. «The difficulties encountered in disposing of the bulk of Greek 

minerals in foreign markets, in conjunction with fluctuating prices abroad 
and the relatively high cost of mining enterprises, have resulted in a 
decrease of mineral production. With the exception of bauxite, Greek 
mines are working at a fraction of their capacity and many of them have 
suspended operations entirely». (Greek Industrial Development Corpo
ration, Guide to Investment in Greece, Athens, 1960, p. 27). 

3. See supra, pp. 50-52. 
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CHAPTER β. 

Exports of Industrial Products 

In view of the modest contribution, at best, that agricul
tural and mineral products can be expected to make to the 
solution of Greece's export problem, there is a tendency to 
place great hopes on the expansion of exports of manufac
tures. One of the main reasons given for the association of the 
country with the E.E.C, is that it will greatly promote the 
«industrial integration» of its economy with the Western Eu
ropean countries. We may therefore review the present state 
and prospects of Greece's industrial exports. 

At present Greece's exports of manufactures are not sig
nificant. The country exports only about 1-1.5 per cent 
of its industrial output, and there is hardly any branch of 
manufacturing in which exports absorb more than 4 per 
cent of the produce.1 Between two-thirds and three-quarters 
of all manufactured exports have consisted of textiles (mainly 
yarns and threads), processed furs and chemicals. As a rule, 
industrial exports have been of the order of $7 - 10 million; 
they have accounted for less than 5 per cent of total merchan
dise exports.2 By comparison, in 1960 manufactured goods 
represented 22.3 per cent of total exports of the E.C.A.F.E. 
region (excluding Japan) .3 Furthermore, Greece's exports 

1. See also G. Coutsoumaris, The Morphology of Greek Industry, Athens, 
Center of Economic Research, 1963, pp. 92 - 94. 

2. Excluding N.A.T.O. procurements, manufactures represented 3.4 
per cent of Greece's merchandise exports in 1961, 4.5 per cent in 1962. 
and 3.3 per cent in 1963. (Bank of Greece, The Greek Economy in the Tear 
1962, in Greek, Athens, 1963, p. 107, and information from the Bank 
of Greece). 

3. See United Nations, Economic Commission for Asia and the Far 
East, Economic Survey of Asia and the Far East, 1962, Bangkok, 1963, pp. 

140 



of manufactures have been largely casual: there are scarce
ly any foreign markets in which her industrial products 
have established themselves in the sense that a substan
tial volume of given products has been sold steadily for a 
number of years. 

Even more significant than the present state of Greece's 
exports of manufactures is the rather limited growth which 
they have exhibited in the postwar years. Only the exports 
of processed furs have shown a remarkable and steady in
crease: between 1954 and 1962 they increased fivefold.1 How
ever, as indicated later, the processing of furs is more of a 
handicraft than an industry proper. The increase in exports 
of yarns and threads also appears large, though it has been 
uneven. A large boost was enjoyed in the years 1960 - 1962, 
due in part to the discovery of certain loopholes in the United 
States system of tariffs and import restrictions. In 1963 
Greece's textile exports to that country declined drastically. 
Between 1962 and 1963 her total exports of textiles (consist
ing mainly of yarns and threads) decreased from $5.1 to 
$3.9 million. In any event, the increase over the period 
1954 to 1963, reflects in part the ability of the textile indus
tries of underdeveloped countries, endowed with modern 
equipment in the postwar period, to make inroads into the 
markets of some advanced economies.2 

16- 17. See also idem, «Economic Development and Planning in Asia 
and the Far East. VIII. Foreign Trade Sector», Economic Bulletin for Asia 
and the Far East, Vol. XIV, No. 3, December 1963, pp. 30 - 31. 

1. In the period before 1954 exports were affected by the Greek civil 
war and its aftermath. 

2. The United States has now concluded an agreement with Greece 
under the procedures laid down in the Geneva Long-Term Cotton 
Textiles Agreement of February 9, 1962. All categories of textile imports 
from Greece are covered for a period of three years beginning September 
1, 1964. 
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Apart from these two classes of goods, increases in exports of 
manufactures have been rather modest. In constant (1954) 
prices all other manufactured exports taken together rose in 
the period 1954 - 1962 by an average of 5 - 6 per cent a 
year. If Greece is to depend heavily on industrial products 
for increases in her total exports, a much higher rate of growth 
of manufactured exports will be needed. 

II 

The very limited development of Greece's industrial exports 
just outlined reflects the unfavourable resource endowment 
and market conditions facing Greek industry. We may re
view them briefly since they provide insights into the extent 
and nature of future possibilities. Since here we are interest
ed in the long-term problem and prospects of Greek ex
ports, we shall be concerned chiefly with basic factors. Diffi
culties created by inappropriate public policies will be men
tioned only incidentally. 

Table 11 and the survey of Greek industry on which it 
is based1 serve to place in perspective the relative importance 
of the various elements of cost in Greek industry. With few 
exceptions, wages account for about 5-17 per cent of the 
production costs of the various industries, and salaries gen
erally claim another 3 - 6 per cent. Materials are by far 
the most important cost element. As a rule, they represent 
50 - 60 per cent of the production costs of the various indus
tries. Among the most striking exceptions to this observation, 
with the relevant percentages shown in brackets, are the 
following industries: non-metallic mineral products (11.6 per 
cent), machinery and appliances (36.5 per cent), leather 

1. A brief description of the survey is found in the source note of Table 
11 and the references given there. 
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tanning (67.9 per cent), and food (77.7 per cent). Though 
there are some notable deviations, generally fuel accounts 
for about 2 - 5 per cent of production costs, and electric 
power for another 1-2.5 per cent. 

Any comparison of wages or hourly earnings of labour in 
different countries, or even in different industries in the same 
country, is subject to reservations and qualifications. Over
time rates, payments of premiums, bonuses, and cost-of-liv
ing allowances, other fringe benefits, leaves of absence and 
other elements of labour remuneration may vary consider
ably in relation to the basic wages from one country to anoth
er. However, for the sake of a rough comparison, Table 12 
shows the relation of wages in various Greek industries to 
the wages or earnings in the same industries of a number of 
other countries. Generally, in the United States wages appear 
to be eight times or more as high as in Greece; in the advanced 
countries of Western Europe they are roughly one and a 
half to two and a half times as high ; while in some underde
veloped countries like Spain and Hong Kong they are lower 
(equal to about one-half to three-quarters of Greek wages). 

Low priced labour is not necessarily also cheap. The pro
ductivity of labour is lower in Greece than in Western Eu
rope and North America, due chiefly to the less favourable 
conditions of supply of various factors which cooperate with 
labour in production, and to the small size of the markets 
for Greek industrial products. In Greece education and skills 
are limited; mechanization and automation are less wide
spread than in the West; organization and management are 
less advanced;1 and in many cases materials are of inade-

1. In a large measure the less adequate organization and manage
ment in Greece is related to the small size of markets and operations 
which allows insufficient division of labour and specialization at the 
management level. 

144 



TABLE 12. Comparison of Wages in Greece and Other Countries, October 1962 {Greece = 100) (a) 

Industry and Occupation 

Coal Mining 
Coal hewers (underground) 
Helpers, loaders (underground) 

Manufacture of Textiles 
Spinners: males 

females 
Weavers 
Loom fixers (tuners) 
Labourers, unskilled 

Manufacture of Wearing Apparel 
(men's cotton shirts) 

Sewing-machine operators : 
males 
females 

Manufacture of Furni ture 
Cabinet makers 
Upholsterers 

Printing and Publishing 
H a n d compositors 
Machine compositors 

Manufacture of Chemicals 
Mixers 
Labourers, unskilled 

Iron and Steel Basic Industries 
Melters 
Labourers, unskilled 

Manufacture of Machinery 
Fitters (assemblers) 
Iron moulders (hand, bench) 
Pattern makers (wood) 
Labourers, unskilled 

Manufacture of Transport Equipment 
(repair of motor vehicles) 

Garage mechanics, general duties 
Construction 

Bricklayers 
Structural steel erectors 
Cement finishers 
Carpenters 
Painters 
Plumbers 
Electrical fitters (inside wiremen) 
Labourers, unskilled 

Electric Light and Power 
Electrical fitters (outside line) 
Labourers, unskilled (power plant) 

Transport 
Drivers 
Conductors (urban freight transport) 
Truck drivers (under 2 tons) 

Municipal Services 
Labourers, unskilled (public parks 

and gardens) 

Greece, 

Athens 

M i n i m u m 

Rates (i) 

100 
100 

100 
100 
100 
100 
100 

100 
100 

100 
100 

100 
100 

100 
100 

100 
100 

100 
100 
100 
100 

100 

100 
100 
100 
100 
100 
100 
100 
100 

100 (
2
) 

100 

100 (
2
) 

100 (
2
) 

100 (
2
) 

100 

Belgium, 

Brussels 

Minimum 

Rates 

181 
207 
211 

208 

256 

254 
254 

244 
211 

204 

221 

203 
210 
210 
233 

227 

141 
140 
167 
167 
167 
167 
160 
267 

241 
233 

185 

225 

France, 

Paris Region 

Germany, 

Fed. Republic 

Average 

Earnings 

258 P) 
273 (

3
) 

337(
3
,
 4
) 

212 (
5
) 

171 « 

282 
312 

Minimum 

Rates (6) 

367 
254 

181 
267 
223 
238 
219 

256 

262 
258 

281 
282 

273 
246 

213 
217 

206 
253 
263 
217 

219 

177 
177 
177 
177 
171 
190 
191 
283 

231 
258 

272 
321 
244 

254 

Italy, 

M i l a n 

Prevailing 

R a t e s 

Netherlands, 

Class I (9) 

123 (
7
) 

162 (
7
) 

146 (
7
) 

146 (
7
) 

142 η 

162 
194 

160 
160 

220 

217(8) 

142 
137 

137 
137 

119 
123 
137 
137 

132 

104 
104 
104 
104 
104 
104 
126 
179 

175 
170 

166 
179 
170 

Prevailing 

Rates 

327 
308 

135 
143 
169 
169 
167 

192 
194 

182 
182 

186 
163 

177 
167 

177 
187 

171 
177 
177 
187 

161 

123 
121 
119 
123 
123 
108 
124 
187 

169 
196 

186(i 
217(i 
178 

196(i 

U.K., 

Glasgow 

M i n i m u m 

Rates 

343 (H) 
350 (") 

200 Ο2) 

238 P ) 
254 (14) 
229 Η 

233 
228 

291 
291 

301 
262 

254 

283 

216 
237 
267 
237 

226 

165 (", 
160 
150 
165 (i«) 
165 («) 
165 (i«) 
193 
292 (i«) 

250 
279 

241 Ρ ) 
283 (ι8) 
228 (19) 

267 

U.S.A., 

Chicago 

Minimum 

Rates 

1315 
1104 

945 (2U, 2i, 22) 

867 (2», 21) 

1019 (20, 23) 

958 
990 
881 
881 
812 
917 

1067 
1342 

952 (I8 

1150 (18 

1030 

Spain, 

Class I (9) 

M i n i m u m 

Rates (2*) 

82 
71 

45 
48 
46 
73 
54 

83 
78 

76 
76 

78 
90 

77 
67 

67 
54 

52 
53 
53 
54 

52 

42 
42 
42 
42 
42 
42 
45 
62 

81 
87 

69 
75 
74 

62 

(a) The data relate to hourly wages or earnings of adult wage earners. Unless otherwise indicated, the wage rates include cost-of-living or dearness allowances, but exclude 

other premium, and overtime, payments; «earnings» include rates of payment for overtime, as well as other premiums or bonuses. 

(1 
(2 

ι 
(5 
6 
7 

(8 
(9; 

(10 
(11. 
(12 
(13 
(14 
15 

Computed on the basis of eight hours of work per day. 
Computed on the basis of monthly rates. 
September; excl. overtime payments. 
Metal. 
Minimum rates. 
Minimum rates in highest seniority class a n d wage zone. 
Cotton. Wages are higher in the wool industry. 
Linotype. 
The Class I areas are the more urbanized a n d high-wage areas. 
Amsterdam only. . , . 
National m i n i m u m rates; incl. value of certain allowances in ki 
Wool: one pair of mules. 
Wool: two looms. 
Wool: ten looms or less. 
Wool. 

(16) Agreed standard rates. 
(17) I n addition to the wage of 5.67 s. taken into account in the table one shilling 

per week was paid as tool allowance. 
(18) After one year's service. 
(19) Trucks 1-5 tons' capacity. 
(20) Average earnings, excl. overtime payments. 
(21) J u n e . 
(22) Class A. 
(23) April. 
(24) Marr ied man with one child, or, where appropriate, single woman with one 

dependant . 
(25) Prevailing rates. 
(26) M a x i m u m rates. 
(27) T r a m s only. 

Source: T h e wage rates or earnings in national currencies are found in International Labour Office, International Labour Review, Vol. 87, No. 1, Statistical Supplement, Special 

Iitup Tulv 1963 The e-xchnnpr rates used for conversion into U.S. dollars are found in United Nations, Statistical Yearbook 1962, New York, 1963, p p . 510 ff. 





quale quality and specification, and the manufacturing pro
cesses are inferior. As explained later, the small size of the 
markets is not conducive to the use of techniques of mass 
production, or it results in underutilization of capacity. Short 
runs and frequent change-overs tend to raise unit costs.1 

Furthermore, social and legal traditions and institutions, com
bined with the regulations concerning severance compen
sation, discourage reductions or adjustments in a firm's la
bour force following changes in business requirements.2 Sim
ilar factors tend to account for low productivity of salaried 
personnel. Moreover, a large volume of office work is often 
required merely in order to steer the business through, and to 
comply with, the maze of government red tape, control and 
regulations. 

Unfortunately, there are no adequate studies comparing 
the cost of labour in Greece and Western Europe for instance. 
However, it appears that because of the foregoing factors, 
it is not obviously lower in Greece. It may well be higher. 
Even if it is lower, the advantage to Greek industry is limited 
by the fact that in the majority of cases, the difference is 
probably small,3 and that both in Greece and in other 

1. For the effects of the small size of markets and the consequent 
short runs on productivity in the Greek paper industry, see Greek Minis
try of Coordination, The Greek Paper Industry (in Greek) by S. Nonika, 
Athens, 1961, Mimeo, pp. 101-102. 

2. Government policies encouraging labour-intensive methods often 
lead, in effect, to excessive use of a relatively expensive factor of pro
duction and hence to the application of less productive techniques 

3. A comparison of American firms operating in the United States 
with American firms operating in similar fields in Latin America, suggests 
that in the latter area labour cost is only slightly lower than in the form
er. See T.R. Gates and F. Linden, Costs and Competition: American Expe
rience Abroad, National Industrial Conference Board, Studies in Business 
Economics, Number Seventy-Three, New York, 1961, p. 84. 

10 
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countries labour usually represents a relatively modest part 
of the cost of production in manufacturing.1 

We may turn to materials which, as indicated, constitute 
by far the major element of cost in Greek industry.2 We have 
estimated that roughly three-quarters of the raw materials 
and semi-finished products used by Greek industry are do
mestic, and that the remainder is imported.3 These two 
classes may be discussed in that order. 

As indicated, Greece's natural resources are generally nei
ther abundant nor readily accessible. The cost of labour is 
not low and certain other cost elements discussed later are 
often relatively high. In addition to the high cost of produc
ing the raw materials or semi-manufactured goods, the cost 
of transporting and handling them also tends to be high. The 
network of transportation, warehousing and trade is less devel
oped than in the West; the size of operations and hence of 

1. For Greece see supra, p.p. 142-44. Comparisons with other coun
tries are not fully justified in view of the differences in degree of vert
ical specialization of industry. In any case, in Canadian manufactur
ing for instance, wages and salaries claim 20.8 per cent of the sales 
dollar. 

Probably, the clothing industry is one of the few in which labour is 
much cheaper in Greece than in the advanced West. One study of this 
industry suggests, for example, that the cost of labour for making a shirt 
in Greece is less than one-third that in the United States. However, 
labour accounts for only 7 - 8 per cent of the cost of the shirt in Greece. 
The raw materials are three times as expensive in Greece, hence 
the cost of producing a shirt is about twice as high in Greece. (Greek 
Productivity Centre, The Clothing Industry in Greece, Greek, Athens, 1963, 
pp. 45-48). 

2. See supra, pp. 142-44. In Canadian manufacturing materials claim 
44.2 per cent of the sales dollar. See however, the previous footnote. 

3. With respect to fuels we may note that the solid fuels used by 
Greek industry, viz., black coal, anthracite and coke are imported, and 
so is oil. However, government policy has made the cost of fuel oil to 
Greek industry comparable to the lowest in EEC. countries. 
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purchases of materials is smaller and economies of bulk buying 
and handling are correspondingly fewer ; and wholesalers and 
intermediaries are often largely underemployed. Furthermore, 
because of the small volume of materials produced, special
ization and the range of materials are limited. The lack of 
appropriate qualities and specifications required for efficient 
manufacturing operations results in excessive scrap and spoil
age. Finally, this lack of industrial maturity, combined with 
inefficient management and inventory control and inade
quate storage facilities, tends to lower the efficiency with 
which given materials are utilized in the production process. 

The cost of imported materials and semi-manufactured 
products is also increased by some of the foregoing imper
fections of Greek transportation, trade and handling. In addi
tion, Greece's geographical position and the burden of inter
national freight make many materials more expensive than 
they are in many countries in which the materials originate 
in nearby territories.1 Furthermore, the small size of Greek 
industry calls for small orders of foreign materials. This 
often results in considerably higher prices being paid than in 
cases in which the buying and handling relates to greater 
bulk. Greek duties also add to the cost of imported materials, 
in many cases considerably. 

In view of the difficulties facing industry in a country like 
Greece, the wisdom of raising public revenue through duties 
on industrial materials and equipment which are not pro
duced and are not likely to be produced in Greece is question
able. Unfortunately, in many cases in which the materials 

1. For instance, the Greek paper industry has to pay about 10 per 
cent more for pulp than Western European industries which are closer 
to the Scandinavian countries. For a further discussion of the effects of 
Greece's location and size on her international transportation and hand
ling costs see infra, pp. 151-52. 
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are also produced in Greece the production is quite expensive. 
(Such has been the case for instance with lead, artificial 
fibres and currants used as a raw material for the manu
facture of alcohol.) The duties required to protect such pro
duction tend to raise the prices of the corresponding imported 
materials considerably. This is especially unfortunate when, 
as in the case of lead or artificial fibres, domestic production 
is small and by far the largest part of the material used by 
Greek industry is imported. 

O n the basis mainly of Law No. 2861 of 1954, «Concerning 
Measures to Promote the Export of Industrial and Other Do
mestic Products», duties and other taxes levied on imported 
materials and fuels subsequently used in the production of 
export goods are refunded. However, the indirect increase 
in the cost of exports caused by duties and taxes on materials 
used in the production of domestic goods and services which 
in turn are used in the production of exports is not always 
easy to ascertain and to retrieve. 

I t must be emphasized that the high cost of materials is 
one of the chief handicaps of industry in less developed coun
tries. It is especially striking in economies, like Greece, which 
are poor in resources, small, and unfavourably located.1 As 
indicated, materials are by far the largest element of manu
facturing costs and hence, the disadvantage is pronounced.2 

Unfortunately this problem, which is one of the most crucial 
in relation to Greece's industrial and economic development, 
does not seem to have been studied adequately. A reduction 
in the cost of credit, fuel or electricity, and measures to in-

1. For indications of very large differences in material costs between 
the United States and Latin America (more than 40 per cent higher 
in the latter area) see T.R. Gates and F. Linden, op. cit., pp. 31 - 32, 
84, 97. It has been estimated that the cost of materials used by the shoe 
industry is over 75 per cent higher in Greece than in Germany. 

2. See, for instance, supra, p. 146, f.l. 
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crease the supply of skills might all be helpful to the develop
ment of industry. However, unless a detailed investigation is 
undertaken of every significant facet of the cost of production, 
transportation and trade of materials, and of the manner 
in which they affect the competitive position of each branch 
of Greek industry, Greece will fail in one of her basic tasks 
relating to industrial development. 

Moreover, as in other underdeveloped countries, time and 
resources might be wasted seeking solutions in the wrong di
rection. Thus, it has been argued and proclaimed in respon
sible Greek circles that a steel industry will provide a base 
around which all manner of other industries and artisans' 
shops will develop. But if domestic steel is expensive and of 
low quality and inadequate specifications, it will provide a 
poor base on which to build other domestic industry. Nor 
is it likely that Greece's prestige at home or abroad will be 
enhanced perceptibly by her possession of a primary steel 
industry, especially if it is a lame one. 

Turning to some of the other elements of cost of industrial 
production, we note that the cost of much of the equip
ment is higher in Greece than in most of Western Europe 
or North America, since the places where it is produced are 
further from Greece and therefore the country is burdened 
with heavier transportation and related costs.1 Higher costs are 
also due to the limited size of the market for spare parts and 
replacements which are not as readily available in Greece as 
in the West. Furthermore, Greece's industrial plants are as 
a rule substantially underutilized (they operate mostly single 
shifts) owing chiefly to the small size of the markets they 
serve, and to a lesser extent to the shortage of working cap
ital.2 The alternative to underutilization of plant capacity 

1. In addition, import duties on equipment, machinery and tools 
arc often high. 

2. About the substantial underutilization of Greek industrial plants 
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which follows from the narrowness of the markets is limited 
mechanization (including the use of less efficient machinery) 
and the use of a more expensive technology.1 

Greek industrial firms are also at a disadvantage with 
respect to the basic industrial infrastructure and hence the 
external economies which are at their disposal. Public util
ities, communications, exchange of technical information and 
training of labour, repair and other service facilities, use of 
common materials by several industries or of each other's 
products, finance, marketing and advertising are all less well 
developed than in Western Europe. There, urban and in
dustrial agglomeration provides large markets and supports 
the development of such facilities; while in Greece, which 
is small, poor in natural resources and unfavourably located, 
development of a pole of industrialization faces fundamental 
obstacles. 

With respect to transportation, it may be noted that the 
cost of domestic transportation and warehousing tends to be 
high even when freight and warehousing rates are not very 
different from those in Western Europe, as for instance with 

see G. Coutsoumaris, op. cit., pp. 303 - 308, and National Bank of Greece 
and Athens, Industrial Credit Division, Problems and Development of Greek 
Industry I. Cotton Industry, Athens, 1957, pp. 41 - 42. Coutsoumaris suggests 
that the technical requirements of a plant of minimum size, on the one 
hand, and the limited demand on the other, result in excessive plant 
capacity, especially in industries manufacturing machinery, capital equip
ment and chemicals. 

1. The small size of the market and limited mechanization, as well 
as the high price of materials, have been emphasized as the main factors 
responsible for the higher cost of production of standard quality shoes 
in Greece than in some E.E.C, countries, for instance Italy. See Greek 
Industrial Development Corporation, Study of the Leather and Shoe In
dustries in Greece (in Greek), Athens, 1961,Mimeo, especially pp. 38, 42, 44, 
102 - 103. It has been estimated that in Greece the daily output of shoes 
per worker is three pairs, compared with eight pairs in Germany. 
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Greek and French railway rates. This is due to the fact that 
transportation and handling are less efficient and involve a 
greater number of loadings and unloadings for given distances 
of transportation, due partly to the inadequate network, and 
partly to the need to use a sequence of means of transport 
because of Greece's insular and mountainous topography. 
Delays, spoilage and waste tend to increase the effective cost 
of domestic transportation. 

Regarding international transportation, Greece is obvious
ly at adisadvantage vis-à-vis Western European industries as far 
as the Western European markets, as well as the sources of 
many imported materials, are concerned. Not only are the 
distances much longer, but the costs of loading, unloading 
and packaging are also greater. Western European industry 
often loads once on a truck and unloads at the destination. 
Greek industry must load on a truck, unload at the Greek 
port of export, load on a ship, unload at the European port, 
load on a truck or railway and unload at the destination. 
Because the product will have to face so much more handling, 
and often because transport by sea requires sturdier packaging 
than transport by truck or rail, the cost of packaging such 
exports as cotton goods or wine tends to be considerably 
higher than is the case in Western Europe.1 I t has been esti
mated that the more expensive packaging and multiple 
loading adds about 11 per cent to the price of exported 
Greek cotton yarns, instead of about 4 - 6 per cent which 
would have been added without these additional requirements. 

Greece is often at a disadvantage even with respect to markets 
which are geographically closer to her than to Western Europe. 

1. Some European countries are able to import pulp in a liquid 
form from the near-by Scandinavian countries. On the other hand, be
cause of the distance and other difficulties of transportation, the Greek 
paper industry has to import pulp in a solid form and then submit to the 
expense of liquidizing it again. 
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The freight for transporting cotton yarns or paper from Pi
raeus to Beirut is much greater than the freight for moving 
the same cargo all the way from Hamburg to Beirut, so that, 
ceteris paribus, it is better to produce in Germany for export 
to the Middle East, than in Greece. Freight rates to the 
Middle East are generally higher from Greece than from 
Western Europe even though the distance is so much shorter 
because Greece can provide only a small and irregular vol
ume of cargo.1 Shipping overheads, including pilotage, port 
dues and similar costs, do not vary with the size of the cargo. 
A port call for a small load entails serious delay both for the 
ship and for those who are sending goods by the same ship 
over a longer distance. In sum, Greece's geographical lo
cation is unfavourable: the country is neither close to im
portant sources of industrial materials nor close to signifi
cant markets, and the small size of the country's productive 
potential and markets does not make it attractive to interna
tional transportation. 

I t has been remarked repeatedly that poverty in natural 
resources need not necessarily be an obstacle to the de
velopment of industry and manufactured exports in a ter
ritory. Japan is often cited as evidence of this proposition, 
and Switzerland, because of her size, seems to be the fa
vourite example in Greece. But there is no need to harp on 
these few countries since dozens of other examples can be 
added easily. Major industrial cities in Western Europe, or 
elsewhere, do not as a rule have any noteworthy volume of 
natural resources within their borders, and this is often also 
true of the larger administrative districts or geographical 
areas surrounding these cities. The important point is that 

1. For similar reasons freight rates from Piraeus to the Red Sea and 
the Persian Gulf are in many cases double the rates from Beirut to those 
areas. 
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territories which are poor in raw materials and have man

aged to advance industrially have been located favourably 

with respect to external sources of materials or large markets. 

(Countries, provinces or towns are basically the same in 

this respect, for in talking about the industrial development 

of Switzerland for example, it is her industrial towns or dis

tricts one is referring to). As explained, in these respects 

Greece is at an obvious disadvantage.1 

I l l 

From the foregoing discussion of important cost elements 

one may conclude that Greek exports of industrial products 

are handicapped mainly and basically by high prices of raw 

materials and high costs of transportation and related services. 

1. In addition to her location, Switzerland has enjoyed the advanta
ges of an early start in industry and of long cumulative investment (in 
both real reproducible, and human, capital), strongly buttressed by ex
traordinary political stability, and uninterrupted by wars. See W.A. 
Jöhr and F. Kneschaurek, «Study of the Efficiency of a Small Nation : 
Switzerland», in E.A.G. Robinson, (ed.) Economic Consequences of the Size 
of Nations, pp. 59 -61 , 66-68. 

The fact is often neglected that freedom from crushing military expendi
tures is one of the great advantages which some non-European countries 
enjoyed during the period of their rapid economic progress. Except for 
some very short periods, in the century and a half before World War 
II military expenditures in such countries as the United States, Canada, 
Australia and New Zealand did not claim more than minor fractions 
of one per cent of the national income. On the other hand, in some 
underdeveloped countries, for example in the Balkans, such expenditures 
have for long periods absorbed between one-quarter and two-fifths of 
the budgetary outlay, which in turn has amounted to 10-15 per cent 
of the national income. They might easily have claimed as much as the 
total net savings of these countries over these periods. Even in the last 
few years, in peace, expenditures for defence and security have been 
claiming about 6 per cent of Greece's national income. It may be added 
that in addition to the more obvious disadvantages, such expenditures 
tend to distort the country's productive structure. 
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Since these are important cost items, small advantages in 
labour or other cost elements which various Greek industries 
might enjoy are not usually sufficient to offset those handi
caps. The few industries in which Greece might be interna
tionally competitive will be found among the following kinds : 
industries processing domestic materials, particularly when 
the cost of transporting the materials is markedly higher than 
the cost of moving the final product;1 industries which are 
relatively independent of the location of the source of mate
rials because the transport of the materials costs little; in
dustries in which transportation of the product to foreign 
markets adds relatively little to its cost;2 and industries with 
high labour (unskilled or semi-skilled) and low material re
quirements. 

Along these lines, specific industries which may succeed in 
the export field include certain food industries, mainly those 
processing, preserving and canning fruits.3—although, in 
competition with such countries as Italy or Spain, Greece will 
face the problem of higher costs of international transporta
tion, sturdier packaging and multiple loading, discussed 
earlier. 

1. While a country will look for industries having a comparative 
advantage among those that will process its raw materials, a domestic 
supply of raw materials does not always manage to secure a comparative 
advantage for industries processing them. See supra, p p . 50-52. 

2. A rational policy of development of Greek industry for some years 
under protection, with emphasis on industries which a re relatively in
dependent of the location of the sources of materials, or whose products 
can be transported to foreign markets at a low cost, might have enabled 
some such footloose industries to develop in Greece. Following the fairly 
traditional pattern, they would have first produced for the domestic 
market and, upon growing strong, they would have embarked on the 
high sea of exports. 

3. These industries were discussed supra, pp. 135-37. 
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The cotton textile industry is another one which may 
succeed in expanding its exports, especially the spinning in
dustry which, compared with weaving, requires less spe
cialized labour,1 produces highly standardized products and 
hence also depends on a more modest selling effort. With 
improvements in quality and design the Greek textile in
dustry might be able to gain ground in Europe and North 
America.2 However, there can be little doubt that both in 
Europe and in such areas as the Middle East, Greek textiles 
will be confronted with increasing competition from the tex
tile industries of less developed countries. If, as expected, 
the common duties of the E.E.G. on textiles are rather mo
dest, the advantage which Greek exports will enjoy in E.E.C. 
markets will not be very significant. 

Other industries processing domestic materials include 
certain chemical industries based on the use of resins and 
olives. But their exports are likely to reach only modest to
tal values. T h e production and export of simple products of 
aluminum has been tried and might expand further. The raw 
material is available in Greece on reasonable terms, and the 
products have a relatively high labour content. It appears 
that the cost of this labour is lower in Greece than for in
stance in the United States, and such Greek products have 
been exported to that country. 

Shipbuilding may call for heavy imports of materials and 
parts — which however would be followed by exports of 
ships — and for the skills of naval architects and a host of 
other professional workers. Ship repairing is rather freer from 

1. The competitive ability of the Greek textile industry might be 
impaired if large-scale emigration of Greek labour leads to a substantial 
increase in wages. 

2. Production, marketing, and exporting of cloth of better quality 
and design could benefit from collaboration or association of Greek 
firms with foreign manufacturers and merchandising firms. 
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heavy import and technological requirements and, at this 
stage of Greece's industrial development, it presents some 
interesting possibilities. Greece seems to be on the way to 
exploiting them. 

The Greek fur processing industry has increased its ex
ports considerably in recent years.1 The advantages which it 
enjoys consist chiefly in the relatively low cost of imported 
materials (mainly small pieces of fur which cannot be used 
or sewn together in countries like Canada where labour would 
be expensive), the supply of a traditional skill developed in 
certain districts of Greece, and the modest cost of international 
transportation of the product due to the high value of the 
articles. However, it should be noted that while the exports 
of processed furs are eminently desirable, the industry is more 
of a handicraft. Its linkage with other industries is insig
nificant; it adds little to industrialization and the develop
ment of other industrial exports. The labour employed in it 
is likely to continue to earn low wages — or, a rise in wages 
due to emigration may deal the industry a heavy blow. 

Other industries which might succeed in the export field 
are those producing some pharmaceutical products, or such 
goods as electric lamps. They have a relatively low raw ma
terial content and they may find the cost of international 
transportation relatively unimportant.2 

1. The volume of Greek exports of processed furs has increased as 
follows (in millions of dollars, at 1954 prices): 

1954 1955 1956 1957 1958 1959 1960 1961 1962 
.63 1.09 1.25 1.57 1.72 2.82 3.32 3.95 3.88 

2. Because many new medicines are produced for only a limited 
number of years, soon to fall out of fashion and be replaced by newer 
ones, the scope for automated production is limited, and the dependence 
on labour, especially female, whose cost in Greece is relatively low, is 
substantial. 

Original research in pharmaceutics might call for expenses which are 
beyond the ability of Greek industry to bear. Therefore, Greek industry 

156 



The idea has frequently been mentioned that Greece might 
develop industries assemblying imported parts into manu
factured products. If the cost of transporting the final pro
duct is substantially greater than that of moving the parts 
(because of greater bulk, more expensive packaging or other 
factors), and this advantage is not offset by various possible 
disadvantages, such industries might develop to produce goods 
for the Greek market.1 

On the other hand, such industries are not likely to add 
much to Greece's exports. Some Greek officials have referred 
to the country as the «bridge between Europe and the Middle 
East», or the «bridgehead towards» the developing markets 
of the Near East and North Africa.2 However, as indicated 
earlier, the costs of international transportation put Greece 
at a disadvantage vis-à-vis Western Europe.3 Also, the process 
of importing the parts and exporting the finished product 
would involve double packaging, warehousing, loading and 
related costs. I t is only in the very exceptional case that the 
saving in transport costs resulting from moving the parts 
rather than the final product as far as Greece, or some other 
advantage which production in Greece might offer, will be 
enough to offset these disadvantages. If a different structural 
metaphor is allowed, while one might like to think of Greece 

often makes arrangements to use foreign patents, or it simply mixes 
and packages processed or semi-processed products which it imports. 
As long as its sales are domestic such arrangements may be feasible and 
satisfactory. But foreign firms might provide obstacles to Greek exports 
based on their patents. 

1. Similar developments might be expected when import duties are 
low on parts and high on the finished product. 

2. See, for instance, the statement made in Washington by the then 
Minister of Coordination, Mr. P. Papaligouras in the newspaper To 
Vinta (in Greek), Athens, June 8, 1963. 

3. Supra, pp. 151-52. 
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as sitting on two stools, she might in effect be sitting between 
them. The sooner this is realized, the more realistic the form
ulation and execution of the various economic polices wil 
be. 

Another idea which has been tossed around is that 
Greece might specialize in the production of components or 
parts of products manufactured abroad, for instance in the 
production of lamps or batteries for Western European au
tomobiles. The proposition might be worth examining, es
pecially if it relates to Greek industries falling in the general 
categories listed earlier.1 However, it will not generally be 
an easy one. In many conceivable cases the technical arrange
ments might be difficult, and they would have to be based 
on long-term, yet flexible, agreements. The foreign compa
nies producing related parts or the final product may be 
reluctant to depend on Greek firms for the timely delivery of 
parts fully satisfactory as to specification and accuracy unless 
there was clear indication of substantial cost advantage in 
such an arrangement. It should also be noted that such ar
rangements contain an element of risk should any trouble 
develop in the trade relations between Greece and the coun
tries whose industries will be using the parts which she pro
duces. 

IV 

Since the question of exports is so vital for Greece, we might, 
in addition to the foregoing consideration of the various prob
lems and possibilities, discuss measures that have been, or 
might be, adopted to further the country's export interests. 

Foremost among these measures, especially in relation to 
the present study, is the association of Greece with the E.E.C., 
which has been hailed, inter alia, as a major move in the coun-

1. Supra, pp. 153-54. 
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try's effort to solve its export problem. Since enough has been 
said in earlier chapters about the probable effects of the asso
ciation on Greece's agricultural and industrial exports, a 
summary of certain significant points relating to the industrial 
exports might suffice at this time. 

Formally the association provides Greece's industry with 
free access to large markets in Western Europe. However, 
the advantage is greatly diminished by some basic and large
ly unalterable handicaps which face Greece, notably poverty 
in soil and subsoil resources and unfavourable geographical 
location. Some of the other disadvantages with which Greece 
has to contend, such as the shortage of certain skills or of 
other factors required for large-scale operations, the absence 
of certain economies of linkage and scale, or the inadequate 
public administration, can presumably be diminished. But 
in such matters, improvements of consequence cannot be 
effected in the short period of fifteen to twenty years, and, as 
explained earlier, the opening up of the Greek economy to 
competition from the E.E.C, countries at the rates provided 
by the Athens Agreement may well diminish the possibil
ities of such improvements.1 

The association is also liable to result in the destruction 
of infant industries which in the long run might have manag
ed to export a part of their output, as well as of industries 
whose existence might have given rise to economies of link-

1.· Supra, Chapters 3 and 4. 
Consider another important problem relating to the supply and use 

of Greek resources. Greece's labour legislation forbidding layoffs and 
other adjustments, except at the cost of prohibitive compensation, befits 
only a stagnant economy. Yet, it may take a very long time for the 
Greek Government to be able to change drastically the basic philosophy 
and provisions of the relevant legislation. The task might become even 
more formidable as the difficulties created in important Greek industries 
by the association make trade unions less amenable to such changes. 
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age and scale for the export industries.1 Furthermore, as a 
number of important Greek industries are exposed to in
tolerable competition from the E.E.C., and the various un
favourable effects of the association become obvious, there is 
likely to develop considerable uncertainty about the wis
dom and ability of Greece to maintain her link with the 
E.E.C. Greek business will then hesitate to undertake major 
changes in its production and sales plans in order to export to 
Western European markets which may have to be given up if 
the association is seriously modified or abrogated. It has also 
been noted that the association may compromise Greece's 
ability to export to the countries of the Eastern Bloc. 

In a series of scattered efforts the Greek Government has 
also adopted a number of fiscal and credit measures aimed 
at promoting exports. Thus, provision has been made for the 
refund of various duties and taxes on imported materials and 
certain services used in the manufacture of export goods. 
Further, according to Legislative Decree No. 4231 of 1962, 
«About Measures Relating to the Promotion of Export 
Trade», in the assessment of taxable profits for income tax 
purposes the gross receipts of exporting enterprises may be 
reduced by an amount equal to 2 - 4 per cent.2 Also, while 
goods sold in Greece are subject to a turnover tax ranging 
from 3.6 to 6.0 per cent, by Law No. 2861 of 1954, «Con-

1. Developing countries must be free to choose the right combination 
of: (a) industries protected by transport costs and similar factors, (b) in
dustries protected by tariffs or their equivalent, and (c) export indus
tries. Although the second class of industries will be high-cost producers, 
they may help in the creation of economies of linkage and scale for ex
port industries. 

2. Exporting enterprises also enjoy the allowances for accelerated 
depreciation of new capital investment and formation of reserves provided 
by Legislative Decree No. 4002 of 1959, «About Tax, and Other Meas
ures for the Promotion of Productive Investments». 
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cerning Measures to Promote the Export of Industrial and 
Other Domestic Products», goods exported are exempt from 
this tax. 

By arrangement of the Greek Currency Committee, the 
maximum interest rates (including commission) which may 
be charged on bank credit of short, medium and long term 
are reduced when such credit is extended to firms exporting 
given percentages of their output. In some cases this arrange
ment has resulted in Greek exporters securing cheaper credit 
than their foreign competitors. However, in most cases the 
credit received by the former is only cheaper than the very 
expensive credit extended to other Greek business. Moreover, 
the heavy terms of credit, as well as various duties and taxes 
which burden other Greek industry, domestic trade and im
ports, reflect indirectly on the cost of exports. They are also 
obstacles to industrial development in general, which, as in
dicated, provides economies of linkage and scale for the 
export industries. 

It may also be noted that to the extent that fiscal or credit 
measures such as the above involve a shift in burden from 
exports to products sold in Greece, the increase in the cost 
of the latter might result in an increase in imports. 

In any efFort to promote Greece's exports, the question of 
extending commercial credit to countries which would im
port her goods, and of guaranteeing such credit when this 
is extended by private interests, should be a matter of ur
gency. Looking at a number of countries, we find some 
important developments in the field of international com
mercial credit in the postwar period, which may be noted 
briefly. 

One notable development is the lengthening of the term 
of such credit, which now includes a considerable amount 
of medium term credit of one to five years, and longer term 
credit extending to ten or twenty years. In many countries 
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which have received credit for such extended periods, it has 
performed, in effect, the function of international capital in
vestment in financing imports of capital or consumer goods 
related to economic development. It is only natural then that 
in developing countries the length of term of such credit has 
become an important consideration in import decisions, to
gether with the price, quality, and terms of delivery of the 
goods. 

Another important change in international commercial 
credit is that it is generally more risky than it has been in 
the past. The usual commercial risks, such as the possibility 
of insolvency or default on the part of the importer, become 
greater the longer the term of the credit. Furthermore, the 
possibilities of political change, expropriation or confiscation 
of private property, alterations in exchange, or import reg
ulations, followed by cancellation of import licences, and 
other similar risks are more serious now than before the 
war, and they become more disturbing as the term of credit 
is lengthened. 

In many countries the foregoing changes, and others per
haps equally important, have called to question the ade
quacy of traditional institutions and methods of international 
finance of trade. While in some cases private credit insti
tutions have taken action, in many cases private interests 
have hesitated to deal with the problem alone. This is under
standable. For if for a number of obvious reasons private 
capital is averse to going abroad, why should it go in the 
form of export credit which, because of the lengthening of 
the term of credit, is in effect foreign investment tied to the 
export of the country's goods? The tying of international 
credit presents advantages to the capital-exporting nation, 
but not necessarily to its private investors. 

Similarly, it has not been easy to provide private insurance 
of international credit because of the lack of previous expe-
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rience with a large number of cases which might have sup
plied the required actuarial background. 

In view of these difficulties, in many countries (for example, 
the United States, Canada, the United Kingdom, Germany 
and Sweden) government has considered it necessary to enter 
the field of international finance of trade actively: the state 
or the central bank provides, or assists in providing, inter
national credit of a longer term, and it guarantees such cred
it when extended by private institutions against commercial 
and political risks of default. 

There is little doubt that international credit, and guarantee 
thereof, are developing into powerful weapons of export pro
motion. In many ways countries are being forced into a race 
of exporting by lending. Over the last three or four decades 
retail business in the Western World has pushed itself into 
a position in which its domestic sales, especially of consumer 
durables, depend heavily on the supply of consumer credit. 
Perhaps this phenomenon is now being duplicated on some
what different terms in the international field, especially in 
relation to exports of industrial products to less affluent econ
omies. 

In recent years Greece has received a large volume of «for
eign suppliers' credit», and she has been content to use it 
for meeting her international payments and increasing her 
foreign exchange reserves.1 She has made little effort to use 
some of these funds for extending similar credit to less devel
oped countries in which Greek exporters wish and hope 

I. At the end of 1963 Greece's commercial debts to foreign countries 
already due or matur ing before the end of 1966 were equal to about 
three-fifths of her gold and foreign exchange reserves. This is an expensive 
way of forming and holding exchange reserves; at best these reserves 
are in deposits abroad earning 3 per cent maximum, while on the com
mercial debts Greece pays interest in foreign exchange of the order of 5 
or 6 per cent. 
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to make inroads. Thus, in addition to the basic disadvantages 
facing Greece's industrial exports discussed earlier, the coun
try's exporters have been left behind with respect to a very 
potent lever with which exporters of many other countries 
have been favoured by their governments. The problem of 
export credit and guarantee thereof calls for early action by 
the Greek Government in cooperation with the commercial 
banks. Pusillanimous private efforts alone are unlikely to be 
effective in this matter. 

Other improvements which are badly needed to assist and 
promote Greece's exports include a systematic overhaul of 
the Greek system of public administration to eliminate the 
unnecessary bureaucracy, red tape and controls to which ref
erence was made earlier. This is a field in which the assis
tance of foreign systems consultants towards modernizing or
ganization and methods should yield rich dividends. 

Equally necessary are improvements in commercial in
telligence, promotion, advertising and marketing relating to 
exports. An organization for the promotion of exports should 
be established as one of the most important agencies of the 
Greek Government. In cooperation with chambers of com
merce and exporters' associations it would undertake re
search into conditions in the various foreign markets, pro
vide information to Greek exporters,1 alert them to opportun
ities, and help them to establish commercial contacts. The 
assistance of Greece's commercial councellors and attachés 
abroad in matters of information and promotion should be 
invaluable. But the present service appears to be very inad
equate and a radical overhaul would seem to be urgently 
required. 

1. This service would include information on import duties abroad, 
import permits, transportation facilities, packaging regulations, distri
bution services, etc. 
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It was indicated earlier that the ratio of commodity ex
ports to national income in Greece is about as low as it can 
get, and that if income is to grow, exports must increase at 
least pari-passu, and better at a faster rate. Then, if the pros
pects of increase in Greece's primary exports are not too 
bright and the expectations relating to her industrial exports 
are fairly limited, it is prudent to realize that the problem 
of exports may act as a serious brake on her economic devel
opment. In the best of circumstances the balance of trade 
and payments will have to be treated as a very significant 
constraint on everyday policy. Only timely appreciation of 
the nature and importance of the problem and intense study 
and effort might enable Greece to get around some of the 
difficulties.1 

On this ground it is recommended that the locus of re
sponsibility for the basic lines and directives of Greece's for
eign trade policy be clearly identified. In recent years it 
has not been certain whether this policy is formulated in the 
Ministry of Trade, the Ministry of Industry, the Ministry 
of Agriculture, the Ministry of Coordination, the Prime Min
ister's Office or the Bank of Greece.2 

1. The Greek five-year programme for 1960-1964 was drawn on 
the basis of ten-year estimates. It provided that total exports would 
grow by 8.5 per cent annually, or about 125 per cent in ten years. Further, 
industrial goods were expected to account in 1969 for 21 per cent of all 
Greek exports. Since in the late nineteen-fifties and early 'sixties they 
represented less than 5 per cent of all exports, they would have to rise 
nine- to tenfold in ten years. In view of our earlier discussion and 
Greece's experience in recent years, this kind of estimate reflects badly 
on the quality of forecasting and programming in Greece. Radical im
provements in this service have now been promised. 

2. It appears that the views of some of these authorities on the 
desirability and conditions of association of Greece with the E.E.C. 
diverged substantially. It is not clear how and where a compromise 
was reached. 



It is recommended in addition that a permanent commis
sion of senior, exceptionally well qualified and imaginative 
advisers on foreign trade policy be set up to submit the prob
lem of exports to systematic and constant study. Besides 
other advantages, the establishment of such a separate com
mission will emphasize the significance of the matter. It will 
also enable the advisers to take advantage of the best exper
tise available for the study of specific problems or export in
dustries, drawing the experts as the need arises from the com
mission's own research staff, other government departments 
or people outside the public service. 
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CHAPTER 7. 

Tourism 

In the previous two chapters we considered the problem 
of Greece's commodity exports in relation to her balance of 
payments and economic development. However, unlike the 
great majority of less developed countries, Greece has im
portant invisible earnings. Three items, viz., emigrants' re
mittances, transportation (shipping) and tourism account for 
the bulk of her surplus in invisibles, which in 1963 amounted 
to $356 million. The importance of this surplus might be 
gauged by the fact that in the same year Greece's commodity 
exports amounted to only $290 million, and that in recent 
years the surplus in invisibles has generally provided three-
quarters or more of the exchange required for meeting the 
country's huge deficit on merchandise balance. 

Of the three major invisibles, tourism has been the least 
significant. However, its role in relation to the balance of 
payments and economic development has been increasing. 
Since it offers interesting possibilities, we devote this chap
ter to a discussion of this industry.1 

I 

Greece has been playing host to foreign tourists for de
cades, and, as Table 13 shows, since the war the number 
of tourists and the country's tourist revenue have increased 

1. In 1962 emigrants ' remittances amounted to $141.5 million, re
ceipts from transportation to $108.7 million, and tourist revenue to 
$76.0 million. T h e further growth of Greece's shipping income will 
depend on the rate of increase in world output and trade, and on techni
cal developments in the means of transportation. Comments on the 
emigrants' remittances are made in Chapter 9. 
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substantially. As suggested in the last column of the Table, 
while before the war the tourist revenue was equal to about 
6 - 8 per cent of the value of Greece's commodity exports, 
it is now equal to about one-third. The Table shows that the 
expenditure by Greeks travelling abroad has been consider
ably smaller than the tourist revenue, and that it has increased 
more slowly. As a consequence, the net tourist income has 
increased considerably in both absolute and relative terms: 
from $3.1 million in 1938, to $26.3 million in 1959 and $54.2 
million in 1962, and from about 47 per cent of the tourist 
revenue in 1938 to about 71 per cent in 1962.1 

There are a number of developments which have given a 
tremendous boost to world tourism in the postwar period. 
These include the growth of population and incomes in Eu
rope and North America, the high income elasticity of de
mand for tourism,2 the expansion of education, the rapid pro
gress in communication and transportation, the increase in 
leisure and vacation time, and the widespread and intensive 
advertising and promotional efforts of transportation com
panies and tourist areas. It will be safe to anticipate that 
there will be further developments along these lines, and that 
such influences will expand to other countries, so that the 
demand for tourism will also grow rapidly in the future.3 

In our earlier discussion of agricultural and, especially, in
dustrial exports, we emphasized the role of natural resources 

1. For 1963 the figures are $67.9 million, and 71 per cent. 
2. For the very high expenditure elasticity of demand for tourism 

abroad estimated for the Netherlands, see J.G. van Beeck and H. den 
Hartog, Consumption Forecasts for the Netherlands, The Hague, Nether
lands Central Planning Bureau, 1964, Reprint Series No. 89, pp. 22,41. 

3. The practice of business firms in the Western World extending to 
their employees leaves of absence of two or three months after fifteen or 
twenty years of service is expanding. One can be certain that a large 
number of such leaves will be spent on foreign travel. 
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and location of the country. Tourism is One of the few indus

tries in which Greece enjoys strong advantages in terms of re

sources, mainly her beautiful nature, pleasant climate, and 

priceless antiquities. While Greece may be less favourably 

located regarding European and North American tourists 

than such countries as France, Italy, Austria or Spain, she 

is in an enviable position compared with scores of other 

countries in the world. The day when Europeans will be 

able to fly in large numbers to Greece for a week-end or 

even only an evening should not be far off. 

Unfortunately, Greece does not seem to have made enough 

use of the opportunities afforded by international tourism. 

As indicated in Table 14, with respect to the relation of 

number of tourists to population of the receiving country, 

Greece holds by far the lowest place among a number of 

European countries. The relation of number of tourists to 

the area of a country is probably less meaningful. In any 

event, the Table shows that in this respect too, Greece holds 

the lowest position. 

There are indications that tourists have tended to stay in 

Greece for a longer period than in many other European 

countries,1 and that the average expenditure per tourist in 

Greece (about $123 - 127 in each of the years 1959 to 1962) 

has well exceeded the corresponding sum in most other Eu

ropean countries. However, the latter factor does not pro

vide enough to offset the relatively small number of tourists 

in Greece, illustrated earlier. Hence, as Table 15 shows, the 

tourist revenue earned per head of population has been low-

1. In 1961 and 1962 the average length of stay of foreign tourists 
was: 2 - 3 days in Belgium, Luxembourg and Switzerland, 5 - 6 in Aus
tria, Italy and Spain, and 9-12 in Greece and Ireland (O.E.C.D., 
Tourism in O.E.C.D. Member Countries, 1962, pp. 43 - 44, 71 ff., and /.%ϊί, 
pp. 51-52, 75 ff.) 
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TABLE 14. Number of Tourists, Population and Area of Greece and Other 

European Countries. 1961 

Greece 

Austria 

Belgium 

Denmark 

France 

Ireland 

Italy 

Norway 

Spain 

N u m b e r of 
Tourists 

( T h 

440(h) 

5,027 

2,185(<i) 
6,324(e) 

5,800 

1,460 ά) 

9,600 (g) 

1,281 (d) 

6,642 (b) 

Switzerland 5,354(0 

Popula
tion 

ο u s a η d s 

8,402 

7,081 (c) 

9,053 (d) 

4,617 

45,960 

2,815 

49,455 

3,525(d) 

30,559 

5,496 

Area 
(Sq. Km.) 

) 

131 

84 

31 

43 

551 

70 

301 

324 

505 

41 

Number of Tourists 
Divided b y : 

Population 

5.2 

71.0 

24.1(d) 

137.0 

12.6 

51.9 

19.4 

36.3(d) 

21.7 

9 7 . 4 

Area (a) 

3 . 4 

6 0 . 0 

70.5(d) 

147.1 

10 .5 

2 0 . 1 

3 1 . 9 

4.0(d) 

13.2 

130.6 

(a) Number of tourists per sq. km. 

(b) Not including cruise passengers. 

(c) Population de jure. 

(d) For Belgium and Norway the d a t a are for the year 1958. 

(e) Not including Danes. 

(f) Not including excursionists, estimated at 4,861 thousand. 

(g) Not including excursionists, estimated at 9,335 thousand. 

(h) Not including 813 thousand Spanish nationals residing abroad. 

(i) Arrivals a t hotels and pensions in 1960. 

Source: O.C.D.E. , Le Tourisme dans les Pays de VO.C.D.E., 1962, Paris, 

1962, p. 47, United Nations, Statistical Yearbook, 1962, New York, 1963, 

p p . 34 - 35, Österreichisches Statistisches Zentralamt, Statistische Nachrich

ten, Volume X V I I , No. 2, February 1962, pp . 49 - 50, Kingdom of 
Denmark, Statistical Yearbook, 1962, Vol. 67, p . 203, Table 157, Mittei

lungen der schweizerischen Verkehrszentrale, Zürich, 23 February 1961, No. 
97, p. 1, and Greek Ministry of Coordination, Tourism in the Framework 

of a Policy of Economic Development (in Greek), Athens, 1960, p. 23 . 

er in Greece than in the other European countries consid
ered. It is only because the Greek economy is underdevel
oped (less advanced than any of the other economies con-
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siderea here, except Spain) that tourism manages to account 
for 2 per cent of the net national income. But, as the Table 
shows, in Spain the corresponding figure is nearly double; 
and it is higher in such countries as Austria, Switzerland 
and Ireland even though they have more developed industrial 
and agricultural sectors than Greece.1 Surely a country such 
as Greece, which, as explained earlier, is handicapped in a 
number of ways in the development of her agriculture, in
dustry and commodity exports, and which on the other hand 
is endowed with outstanding tourist attractions, should show 
a much higher ratio of tourist revenue to national income 
than the actual one. 

II 

The Greeks have not been unqualified supporters of rap
id expansion of foreign tourism. The purists have expressed 
fears that tourism contributes to a dilution or adulteration 
of the national culture. They feel that by its very nature 
toursim involves a dolce vita and insufficient respect for — in
deed often affronts to — local values. Others, more recently, 
have claimed that tourism is leading to numerous purchases 
of land in Greece by foreigners, a phenomenon similar to 
that observed in some of the West Indian islands. They 
claim that in a small country like Greece such an «invasion» 
might create minority problems of formidable proportions, 
and continuous interference by foreigners in the nation's 

1. The percentages in the text and Table 15 relate only tourist ex
penditure to net national income. However, tourist spending has multi
plier effects, and these tend to be greater in the more advanced countries 
in which a greater proportion of the structural materials required, means 
of transportation and hotel supplies are produced domestically than 
in less developed economies. If these effects also are considered, then the 
contribution of tourism to national income in Greece will apear to be 
among the lowest of the countries considered. 
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TABLE 15. Tourist Revenue and National Income of Greece and Other European 
Countries, 1961 

Greece 
Austria 
Belgium 
Denmark 
France 
Ireland 
Italy 
Norway 
Spain 

Tourist 
Revenue 

(U.S.S 
Millions) 

62 
278 

71(a) 

119 
565 
131(c) 
755 

56 
385 

Switzerland 343 

Population 
(Millions) 

8 .4 
7.1 
9.1(b) 
4 . 6 

46 .0 
2 . 8 

49 .5 
3 .5 

30.6 
5 .5 

Net 
National 
Income 
(U.S.I 

Millions) 

3,060 
4.975 
9,500 
5,302 

47,592 
1,602 

27,636 
3,677 
8,243 (d) 
8,480 

Tourist Re
venue Per 
Head of 

Population 
(U.S.S) 

7 
39 

8 
26 
12 
47 
15 
16 
13 

62 

Tourist Re
venue as 

Per cent of 
NetNat ion-
al Income 

2 . 0 
5 . 6 

7 
2 . 2 
1.2 
8 .2 
2 . 7 
1.5 
3 . 6 
4 . 0 

(a) Estimated by multiplying the number of nights recorded by an 
estimated daily expenditure. 

(b) 1958. 
(c) Includes international transportation. 
(d) 1960. 

Source: O.G.D.E., Le Tourisme dans les Pays de l'O.C.D.E., 1962, Paris, 
1962, pp. 52 - 53, 67, United Nations, Statistical Yearbook, 1962, New 
York, 1963, Bank of Greece, Monthly Statistical Bulletin, April 1963. 

affairs. Then there are those who would consider a heavy 
dependence on tourism below the dignity of the nation, and 
would regard any forecast of Greece as a «playground» of 
Europe and of Greeks as «hotel-keepers and waiters» as scan
dalous.1 Finally, there are those who look upon tourism as 

1. Foreigners suggesting that Greece cannot expect to industrialize 
greatly are often dubbed «colonialists» or «capitalists». Greeks having 
similar views are sometimes referred to as «traitors». 
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a new, unknown and possibly unstable industry. The idea 
of an economy and its balance of payments depending on 
exports of services, and on tourism in particular, strikes them 
as being odd. 

There can be little doubt that tourism brings diverse cul
tures into contact, even to a clash. However, in the age of 
the je t and the telstar such cultural intercourse is unavoid
able. Moreover, it is not certain that the effect on the local 
culture is detrimental, and it may well be beneficial in the 
net. Further, although tourism might induce foreigners to 
purchase land in Greece, the two phenomena are by no 
means inseparable ; the purchases of land can be treated on 
their own merits. 

I t is not clear either why tourism is an «unworthy» indus
try, and what the differences in this respect are if a nation 
depends on the production or export of tobacco, fruit or 
textiles. To be sure, at present the social position of a restau
rant owner in Greece tends to be lower than that of a mer
chant or exporter, and the status of a hotel operator lower 
than that of a manufacturer. But the disdain for the producer 
of services and for manual labour will have to diminish, 
the sooner the better for Greece's economic development. In 
the age of affluent societies and welfare for the masses, and of 
increasing education and leisure, travel and tourism should 
be both profitable and worthy; just as in the age of wars, 
khaki and hardware were the products of the day and the 
profession of the soldier was most prominent. 

No doubt the tourist industry is a new one, at least in 
its present dimensions. But it is not untested. It is an industry 
with a tremendous growth potential and one to which coun
tries which are by nature weak in other fields but well en
dowed with respect to tourism might be expected to turn. 
A parallel might be instructive. In the last quarter of the 
nineteenth century Denmark might have persisted in grow-

174 



ing and exporting cereals. Instead, she shifted readily from 
extensive to intensive agriculture and to the export of animal 
products to the growing markets of Western Europe, even 
though at that time such production and exports probably 
looked new and perhaps insecure. Nor does tourism appear 
to be as unstable an industry as some people suggest. In the 
great depression of the early nineteen-thirties Greece's mer
chandise exports declined very substantially, but her tourist 
revenue remained unchanged or increased.1 And with only 
a slight ripple in the year 1958, Greece's tourist revenue has 
grown every year from 1950 to the present. It would seem 
that for a long time to come the influence of factors leading 
to the expansion of tourism will be too strong to be offset 
by the effects on tourism of short-term declines in general 
business activity.2 

Far from being of questionable value to Greece, the tour
ist industry presents important advantages in addition to 
the incomes created by the tourist expenditure. The produc
tion of goods and services relating to tourism (roads, hotels, 
motels, restaurants, other buildings, furniture, tourist and tra-

1. Between the average of the years 1928 and 1929, and the average 
of 1931 and 1932, Greece's merchandise exports declined in terms of 
U.S. dollars by about 46 per cent. In the same period her tourist rev
enue increased moderately, and it increased very considerably in 1933. 
While Norway's merchandise exports declined between the average of 
1928 and 1929, and the average of 1931 and 1932 by about 43 per cent, 
her tourist revenue declined only by about 7 per cent. (League of Na
tions, International Trade Statistics, various years, idem, Balances of Payments, 
1.931 and 1932, p. 103, X. Zolotas, Monetary Stabilization, in Greek, Athens, 
Greca, 1929, p. 214, and idem, The Debt Burden of Greece, in Greek, Athens, 
Greca, 1931, p. 74.) More generally, the exports of staple foodstuffs and 
industrial raw materials, including tobacco, of a number of countries 
tended to fluctuate much more than their invisible exports. 

2. However, fluctuations in the rate of growth of tourism may cause 
fluctuations in investment serving tourism, for example in the building 
of hotels and other tourist establishments. 
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vel bureaus, local handicrafts, etc.) is based largely on do 
mestic materials and labour, and has a low import content 
Accordingly, the multiplier effects on income and employ 
ment tend to be higher than in the case of many other in 
dustries. 

Furthermore, the employment of a large volume of Greet 
labour in the tourist industry would tend to diminish th< 
stream of emigration from Greece, and it would thus serve 
both the «political» and the «economic» solution outlined 
earlier.1 It might be added in this connection that the tour
ist industry provides kinds of employment towards which 
Greek labour is in many ways inclined, and that this would 
tend to enhance welfare.2 Greek labour prefers lighter dis
cipline and less strict rule than those which are common in 
factory work, and it favours an intermittent and less inten
sive effort. Partly responsible for this attitude are the same 
climatic factors which attract tourists to Greece.3 

In addition to the business which tourism brings to the 
country's systems of transportation, hotels, places of enter
tainment and the like, it creates extra markets for industries 
producing a variety of consumer articles. These markets con
sist of people of comfortable incomes carrying with them va
cation money and having the leisure for spending it. Also, 
since the tourists may not have to pay duty on taking the 
articles into their country and the transportation costs may 
be minimal, they may be prepared to pay for Greek goods 
almost as much as they would pay for similar goods bought 

1. Supra, Chapter 2, Section III. 
2. For a related argument see T. Scitovsky, Economic Theory and 

Western European Integration, p. 23. 
3. The argument in the text is not concerned with the supply of, 

or demand for, skills. The Greek worker has proved able and willing to 
acquire all kinds of skills, and the tourist industry calls for a variety of 
skilled labour. 
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at home. Their purchases could include articles of standard 
use (for example, clothing, leather and fur goods, silverware 
and glassware), not only local handicrafts. The former cate
gory may include articles which Greece would be unable to 
sell abroad since as merchandise they would be burdened 
with transport and related costs, duties, etc. 

Tourism might also provide Greece with a considerable 
volume of «entrepôt» trade. Some glassware and other pro
ducts of Eastern Europe are now being sold in Greece to 
Western European and, mainly, North American tourists. 
This trade could be expanded very substantially. In many 
cases the foreign tourist carries the article away with him, 
and he pays no duty on importing it into his country. In 
addition then to saving on the cost of merchandising, which 
is probably lower in Greece, the North American tourist 
perhaps saves something also on transport and related costs 
since he pays for the transportation of the article only to 
Greece, rather than to North America. If Greece would also 
rebate a part of the import duty on articles sold to foreign 
visitors — in much the same way she rebates all duties and 
taxes levied on imported materials used in the production 
of export goods — the visitors would probably also save on 
the duty they would have to pay if they purchased such 
articles imported into their country. 

The administration of such rebates may involve a few 
problems. On the other hand, it would be unwise to let 
excessive concern about the possibility of some duty evasion 
on articles disposed to residents of Greece stand in the way 
of the very profitable trade that such an arrangement could 
bring.1 Japan has a way of selling articles at reduced taxes 

1. Some might worry also about the possible loss of duty revenue. 
However, the «duty elasticity of demand» (viz., the percentage change 
in quantity demanded following a given percentage change in duty) 
will be greater the higher, (a) the price elasticity of demand for the 
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to foreign visitors, and so do a number of other countries. 
The benefits which small countries like Hong Kong or Leb
anon have derived from such trade have been very signif
icant. Such trade may even have feedback effects on tourism. 
If enough foreign articles or a combination of foreign goods 
and domestic articles, such as those described a little earlier, 
can be offered on attractive terms, foreigners may find an 
extra inducement for visiting Greece, much as they find in 
Hong Kong.1 

There are finally some less visible, though potentially sig
nificant, benefits that tourism may bring to Greece. The 
knowledge of the country which the tourists acquire and the 
contacts which they make may help in inducing them, or 
their business associates, to trade with Greece and to invest 
in her industry and services. 

Having discussed the merits and demerits of tourism, we 
must hasten to add that the inadequate exploitation of this 

articles concerned and, (b) the present relation of the duty to the final 
price. In the case of products like Eastern European glassware or other 
articles, regarding which the tourist can, and is prepared to, shift his 
purchases from his home country to Greece, both (a) and (b) would be 
quite high. It would seem probable then that a rebate of even a sub
stantial part of the duty would result in an increase in duty revenue. 

Even if the extent of duty rebate were such that there was an over
all loss in revenue, this would probably be a very small proportion of 
the total state revenue, while the increase in commercial profits would 
add to the revenue from income tax. The important point is that Greece 
must earn as much as possible from such trade and that fiscal or other 
measures should be adopted to advance this goal. How the extra income 
is then divided is a rather secondary issue. 

1. It may be added that Greece has often been under pressure to 
find enough imports of the kind that Eastern Europe may supply in order 
to match her exports to that area. Imports to be sold to tourists could 
be very helpful. Thus, for fruit or other exports to Eastern Europe, 
which Greece might find difficult to sell elsewhere, she would get goods 
which would earn her free U.S. dollars. 
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valuable source of income and foreign exchange in Greece 
appears to be little related to a priori objections to foreign 
tourism, such as those mentioned earlier or others. There is 
no evidence that the Greek administration has carried out 
a comprehensive evaluation of the advantages and disadvan
tages of this industry. Foreign tourists have, in the main, 
«overflown» into Greece after having exhausted the possi
bilities in Western Europe. The failure of the government 
to provide appropriate leadership and policies for attracting 
more tourists has apparently been due to insufficient appre
ciation of the tremendous potential value of the industry to 
a country which faces considerable difficulties in expanding 
commodity production and exports at a satisfactory rate.1 

I l l 

The demand for tourist services is expanding rapidly; but 
so also is the supply: in addition to Western Europe, now 
countries in North America, the Eastern Bloc, Asia and 
Africa, indeed throughout the world, are getting in the tour
ist business in a big way. It follows that an earnest effort 
will be required to swing a large tourist current to Greece 
and to keep it flowing that way. Tourism is an industry which 
depends heavily on state support and guidance: it presup
poses a large volume of investment in social overhead capital 
uch as highways, airports and means of communication ;2 

1. Greece has been very fortunate in recent years to avoid balance 
of payments and foreign exchange crises which might have resulted from 
he slow growth in her exports. In a significant measure she has been 

bailed out by the large increase in emigrants' remittances — in the main 
a fortuitous development — and by the mounting volume of commercial 
redit. 

2. It has been estimated that almost three-tenths of the expenditure 
by foreign tourists in Greece is devoted to transportation within the 
ountry. 
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it calls for a considerable amount of investment in a variety 
of tourist establishments and for appropriate types of finance, 
and in these matters government assistance is often needed ; 
and it depends on the development of skills and advertise
ment abroad which, for obvious reasons, single enterprises, 
however large, cannot be expected to undertake. 

It cannot be emphasized too strongly that the best brains 
and ability that Greece possesses should staff three govern
ment departments which should be headed by the most prom
inent personalities of the cabinet. These departments con
cern education, foreign trade and tourism. Unfortunately, 
education has lagged badly, the export problem has been 
treated rather casually and has now become quite serious, 
and tourism has not advanced as far as possible. An 
adequately staffed Ministry of Tourism would proceed to 
collect information (of which there is unbelievably little 
at present), to study the problems and to formulate long-
term policies. Anyone familiar with economic planning will 
realize that there are few sectors of the economy in greater 
need of planning than tourism. It will of course also be neces
sary to carry out these policies with determination and con
sistency. 

Perhaps the most crucial part of a systematic and vigo
rous effort to develop foreign tourism will be that of advertis
ing abroad. While the funds required for a serious promotion 
campaign may be large, so also will be the dividends. Ad
vanced methods of market research and computer program
ming can be invaluable in planning the best mix of advertise
ment, i.e., in getting the greatest advertisement value for a 
given sum of money, or conversely, in paying the least money 
for a given advertisement value. In addition to formal ad
vertising, the treatment of foreign tourists by the Greek state 
and people will be most important. The Greek people enjoy 
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a good reputation for hospitality, but the record of the state 
is not free of blemish.1 

The agreement of association of Greece with the E.E.C. 
does not make any provision for assisting or promoting tour
ism. This may partly reflect ignorance about, or indifference 
towards, the role that international trade in services can 
play, and failure of Greece to draw attention to, and to in
sist on, the significance of tourism for a country whose pros
pects in agriculture, industry and commodity exports are 
not particularly promising. 

The Athens Agreement might in the first place have in
cluded a general provision of direction and intent. In a sep
arate section devoted exclusively to tourism, the Agreement 
would have emphasized the significance and desirability of 
expanding tourism and included a promise of the E.E.C. 
to assist Greece in this matter. Such a general provision could 
be of considerable help as a guideline and as a reminder to 
the E.E.C, countries that tourist services are a kind of pro
duct which Greece is well suited to produce, and that if the 
association is to be of mutual benefit it should help Greece 
with respect to activities in which she can succeed. Beyond 

1. A serious blow to foreign tourism in Greece is dealt from t ime to 
time through whimsical and senseless blocking of the departure from 
Greece of bona fide American citizens of Greek origin on the ground that 
they have failed to serve in the Greek armed forces, a duty normally 
performed by Greek citizens at the age of twenty-one. Tourists u p to 
the age of fifty a n d sixty have been subjected to humiliating police arrest 
and escort from the Athens airport and other points of embarkation, 
and such adventures and tribulations of foreign tourists have received 
wide publicity. I t may be noted that American tourists, among whom 
there is a large number of people of Greek origin, have accounted for 
40 - 50 per cent of all Greek tourist revenue. In the face of the terrible 
damage to the reputat ion of the Greek state, as well as to tourism, the 
military are forced to rescind the respective orders only to revive them 
again at a later date . 
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this general directive, provision might have been made for 
a substantial amount of investment by the E.E.C, countries 
or the European Investment Bank specifically in Greek tour
ism, for example of $150 - 200 million over five years, quite 
apart from and in addition to the $125 million which the 
Bank is slated to invest in Greece. Arrangements could also 
be made for German, French or Italian know-how to 
accompany investments in Greek tourism. 
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PART D 

INTERNATIONAL MOVEMENTS OF CAPITAL 
AND LABOUR 

CHAPTER 8. 

International Movements of Capita] 

From the international flow of goods and services we turn 
to the international movements of productive factors and their 
relation to economic development. In this chapter we con
centrate on the flow of capital. 

As a rule, capital movements have occupied a central 
place in the discussion of economic development of under
developed countries. While their role might be important, 
it must be viewed in the proper perspective. Capital invest
ment is not the cause of economic development, but a part 
of that process ; the developments relating to the supply and 
distribution of capital, and the demand for it, are simply 
a few of the large number of changes which constitute the 
composite process of economic development. At some times, 
and under some circumstances, one or more of these compo
nent changes relating to capital investment may play the 
role of leading changes of acceleration of the rate of economic 
growth, or they may act as bottlenecks. But the tendency in 
much of the literature on economic development to treat 
the supply of. capital (sometimes also the demand for capital) 
as the indispensable leading change of acceleration of the rate 
of economic development of today's underdeveloped coun
tries, or, more often, to view it as the bottleneck that hampers 
economic development, is often unwarranted. 

It is wise to bear in mind these simple facts when consider
ing a country's development problem. Too often perhaps the 
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«cause» of underdevelopment of the Greek economy has been 
found in a shortage of capital and insufficient foreign invest
ment. Responsibility should instead be placed on the country's 
poverty in soil and subsoil resources, the small size of the 
economy, present and potential, the unfavourable geograph
ical location of Greece, the recurrent heavy military ex
penditures, inadequate public policies and other less immed
iately obvious factors. 

Measures that may be taken to influence the rate, timing 
and structure of capital formation or foreign investment also 
must be seen in their proper perspective, as parts, sometimes 
more and sometimes less important, of broader policies to 
stimulate economic development. At times, measures to in
fluence other component changes of economic development 
may well be the crucial elements of growth policies. And the 
main contribution of foreign investment may be found in the 
patents and innovations which it brings, and the business 
experience, organization, skills, risk-taking and other in
tangible factors which it supplies, rather than in the volume 
of hardware which foreign capital pays to establish. 

I 

The flow of capital into Greece since the early nineteen-
fifties has been very modest.1 The government made an effort 
to attract foreign capital through Legislative Decree No. 
2687 of 1953, «Concerning the Investment and Protection of 
Foreign Capital», which granted special advantages to new 
foreign investment, and through other laws to be discussed 
later. However, as indicated in Table 16, the inflow of cap
ital for long-term investment and deposit with Greek banks 
under this Decree has been extremely small. Moreover, much 
of the imported capital has been Greek. Thus, savings of 

1. During the earlier postwar years Greece was under civil war. 
Foreign aid to Greece is excluded from the discussion in this chapter. 
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people residing permanently abroad, which had been de
posited for instance in Switzerland, were moved to Greek 
banks where they can earn a higher return while enjoying 
the re-export guarantee provided by Decree No. 2687. 

The volume of other capital imports is shown in Table 
16 to have increased fairly substantially from 1954 on. How
ever, it has not been very significant in absolute terms, and 
by far the larger part of this capital has also been Greek, 
with a large portion of the latter being refugee capital rather 
than having been attracted by Greece.1 These resources have 
been invested mostly in the building boom which has cha
racterized Greece's economic expansion in recent years, rather 
than in industrial or agricultural development. 

Under the terms of the Athens Agreement, the contract
ing parties will facilitate the movement of capital between 
the E.E.C, countries and Greece, and will endeavour to en
courage the flow of capital from the former to the latter.2 

Furthermore, the association of Greece with the E.E.C, has 
been hailed as greatly enhancing the attractions which Greece 
offers to foreign capital. Comments on these matters are 
found in the remainder of this chapter, which is occupied 
chiefly by a discussion of the prospects of foreign investment 
in Greece. 

II 

It might be advisable first to draw attention to certain 
fundamental factors influencing the flow of capital between 
underdeveloped economies like Greece and other countries. 

It was indicated earlier that the term «capital shortage» 
used with reference to underdeveloped economies has a va
riety of meanings.3 No doubt, if reference is made to a com-

1. It has been estimated that well over $50 million of Greek refugee 
capital originated in Turkey, Egypt and other African territories. 

2. Athens Agreement, Articles 62 - 63. 
3. Supra, pp. 23 ff. 
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parison of the stock of real reproducible wealth per head in 
underdeveloped and more advanced economies, there is a 
capital shortage in the former. On the other hand, it has also 
been suggested that the return on capital is higher in the under
developed economies. It is implied that the scarcity should 
normally be relieved through capital flowing downstream 
from «capital-rich» to «capital-poor» countries. The fact that 
this has not happened to any significant extent in the post
war period is usually ascribed to a number of deterrents or 
obstacles to international investment including the politi
cal insecurity prevailing in many underdeveloped countries 
and internationally, fears of nationalization or expropriation 
of foreign property, government controls and fiscal policies 
inimical to private enterprise or especially to foreign busi
ness, unusual uncertainties as to the future direction of eco
nomic policies and exchange difficulties or currency inconver
tibilities. 

While no doubt these factors are helpful in explaining the 
smallness of the postwar flow of private capital from the 
West to less developed countries, careful examination sug
gests that in many cases the reasons for this phenomenon 
are more fundamental. It was suggested earlier that while in 
many underdeveloped countries the supply of capital might 
be low, so, very often, is the demand. This is due to the lim
ited rate of growth in the domestic and foreign demand for 
the products of these countries, the unfavourable conditions 
of supply of factors which cooperate with capital in produc
tion (for instance, some countries are poor in natural resour
ces, have a difficult topography, or are located unfavourably), 
or the fewer economies of scale and linkage which capital 
may benefit from in countries which lack broadly based in
dustrial development and agglomeration. It is quite con
ceivable then, that in advanced Western economies pro-
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gressing at higher rates, the return on investment bearing th 
same degree of risk is greater.1 

I t follows that the limited flow of foreign investment t< 
many underdeveloped economies is not a case of a downstrean 
flow of capital being impeded by various obstacles, but ra 
ther of foreign capital being unwilling to flow upstream fron 
countries of higher return. In spite of very helpful legislatior 
in recent years (for instance, laws protecting foreign invest 
ment against nationalization, expropriation and discrimi 
nation, and guaranteeing the repatriation of capital, interes 
and profits), in many underdeveloped countries the inflow o 
foreign capital has been very modest. In many cases the flow 
of capital tends to be the opposite, from the poor to the rich 
and more rapidly advancing countries. This phenomenon has 
a parallel within given countries when capital resources tend 
to flow from poor areas in which they are generated to areas 
which are wealthier and are advancing faster.2 

These simple matters have sometimes been obscured by 
superficial comparisons of today's underdeveloped economies 
with certain non-European countries which developed ra
pidly in the pre-1914 era. However, in the great «empty» 
plains of the temperate non-European regions the return on 
capital probably was higher than in the countries in which 
t originated. This was so not because the volume of real 
reproducible capital per head may have been lower than in 
^orth-Western Europe; rather, there was a vigorously ex-

1. See also supra, pp. 24-25. For an estimate of the relatively small rates 
>f return on equity investment in various Greek manufacturing industries 
ee supra, p. 76, f. 1. 

2. See E. Stadelhofer, «Die unterentwickelten Randländer im west-
uropäischen Integrationsprozess», in H. Bachmann, Die europäische 
Virtschaftsintegration im Banne des Gemeinsamen Marktes, Schweizerisches In-
titut für Aussenwirtschafts- und Marktforschung an der Handels-Hoch-
chule, St. Gallen, Zürich, Polygraphischer Verlag AG, 1959, pp. 86 - 88. 

190 



panding foreign and domestic demand for the products of 
these regions, due chiefly to population growth, economic 
development and improvements in transportation. Also, 
there was an abundance of some important complementary 
factors of production, for instance, natural resources and 
freedom to exploit them, a large inflow of easily adaptable 
and movable labour and internal security and safety of 
property. Moreover, unlike industries producing for domes
tic markets (on whose expansion today's underdeveloped 
economies may have to depend more heavily), the export 
industries of those non-European regions in the nineteenth 
century could also benefit from external economies made 
readily available to them by the more advanced countries: 
international communication, banking, marketing, brokerage, 
etc. In some of today's underdeveloped countries a capital 
shortage in this sense might develop in the earlier or later stages 
of a successful process of economic development. But to assume 
that the return on capital is high just because the stock of real 
reproducible capital per head is low is unwarranted. 

The foregoing discussion points to the need for careful 
evaluation of the problem of international investment in re
lation to economic development. Individual underdeveloped 
countries might do well to continuously question the pros
pects of high returns on investment in their economies. One 
cannot help feeling that the governments of many underde
veloped countries start with assuming such a shortage, and 
are often inclined to interpret any high profits that might be 
observed as being net returns on capital, rather than as in
cluding a substantial payment for other factors in short 
supply, such as entrepreneurship, management or the bear
ing of extraordinary risks.1 Since the responsible circles in 

1. «Investment of foreign capital in Greece is of advantage to the 
foreign investor, as, it is more secure, more profitable and more conven
ient than similar investment in many other countries for the following 
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these countries believe that the investment opportunities 

offered are much more lucrative in these than in the coun

tries of origin of the capital, they often adopt a cavalier 

attitude towards foreign investment. They are satisfied with 

«opening the door» to allow foreign capital i n ; 1 whereas, if 

they require foreign capital, it may be necessary «to lay out 

the carpet» and take positive measures to attract it. We re

turn to this problem in a later section. 

Π Ι 

With the discussion in Section II as a background, we may 

consider in somewhat greater detail the main reasons for the 

failure of the Greek economy to attract any significant vol

ume of foreign capital. This should help in reaching some 

conclusions as to the prospects of, and policies towards, for

eign investment. 

As indicated, the inducement to invest in a country, or 

the volume of capital required, varies with the supply of 

factors which cooperate with capital in production, the size 

of markets and economies of scale that capital may take ad-

reasons:... Greece possesses large sources of natural wealth.... The fact 
that the flow of capital in the past has been insufficient and that investment for 
new industrial developments is just beginning and is still of a small volume, 
entitles investors to expect a high yield on capital.» (Italics supplied) These 
are statements made by the Greek Industrial Development Corporation 
in its Guide to Investment in Greece (Athens, 1960, Part I, Chapter I «Advan
tages of Investment in Greece», pp. 13-14). It must be disconcerting 
when a Corporation created to promote industrial development endea
vours to attract foreign capital by producing such shallow literature, 
and assumes such extraordinary naïveté on the part of foreign investors. 
It is also unfortunate that the Greek people are led through these and 
other questionable arguments to believe that foreign capital will come 
rushing to Greece. 

1. See, for instance, Association of Greek Manufacturers, The Greek 
Industry in the Year 1962 (in Greek), Athens, 1963, pp. 13 - 14. 
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vantage of and the rate of growth in the domestic and for
eign demand for the country's products. 

Materials and labour rank among the main complementary 
factors of production. Of Greece's natural resources very 
few (for instance, her tourist resources and bauxite reserves) 
are available in such volumes and conditions of accessibility 
as to provide significant attractions for foreign investment. 
Generally, the country is poor in soil and subsoil resources, 
and the cost of production and distribution of domestic ma
terials is high.1 Foreign investment might be attracted to a 
country by the possibility of using imported materials. How
ever, the cost of these materials also tends to be high, mainly 
because of the small size of Greece's markets for materials 
and her unfavourable geographical location, in addition to 
her inadequate system of distribution.2 No doubt, improve
ments in international and domestic transportation, and 
progress in bulk trading and handling could improve matters. 
But the other factors accounting for the high cost of materials 
are less easy to change. In sum, the conditions of supply of 
materials in Greece (including, besides cost, also the avail
ability of appropriate qualities and specifications of mate
rials) do not appear conducive to attracting foreign capital 
on any substantial scale. 

Because the density of agricultural population is fairly 
high in Greece and industry is relatively underdeveloped, it 
is very often assumed that the country possesses an abundance 
of cheap manpower, and that this should be a very important 
attraction to foreign investment in Greece.3 The assumption 
that low priced labour is also cheap, or even potentially 

1. See supra, pp. 146-47. 
2. See supra, pp. 147-48, 151-53, 157-58. 
3. See Industrial Development Corporation, Guide to Investment in 

Greece, pp. 13-14, 85. 
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cheap, is as questionable as it is common. It was discussed in 
detail earlier.1 The cost of labour in Greece has not been 
studied adequately. However, it might not be markedly 
different from that in Latin America, for example, about 
which there are indications that it approaches that in the 
United States.2 Moreover, any possible attraction which 
Greece might offer in this respect is limited by the fact that 
labour usually represents a relatively modest part of the cost 
in manufacturing.3 As we shall see later, it appears that for
eign capital is not being attracted to Greece by the alleged 
advantage of cheap labour. 

I t might be useful at this point to recall the relation be
tween the inducement to invest, or the volume of capital re
quired on the one hand, and the supply of other factors of 
production on the other. The other factors may compete 
against capital or cooperate with it. The inducement to in
vest, or the volume of capital required, varies inversely with 
the supply of competing factors and directly with the supply 
of complementary factors. For obvious reasons, in a small and 
underdeveloped country such as Greece, labour manages to 
compete successfully with machinery in a number of fields : 
for instance, in many cases in which the size of the market 
for the product of individual producers is small, due to the 
low levels of income, the peculiar distribution of income dis
cussed earlier,4 or the inadequate development of commun
ications and the compartmentalization of the economy. On 
the other hand, when capital equipment might be used more 
fully, complementary labour is low priced but not necessarily 
cheap. In both cases the inducement to invest is relatively 
low. 

1. Supra, pp. 144-45. 
2. See supra, p. 145 f. 1. 
3. See supra, pp. 142-44, 145-46. 
4. Supra, pp. 33-34. 
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It has been suggested in Greece that Germany (or other 
Western European countries) might be persuaded, instead of 
attracting Greek labour to her industries and paying it Ger
man wages, to establish industries in Greece and to use la
bour paid at Greek wage rates. This argument reflects in
complete thinking. In the first place, it is quite likely that 
the Greek worker is cheaper, even though he receives higher 
wages, in Germany than in Greece. He becomes more pro
ductive as he is exposed to on-the-job training and to the 
direct influence of a more advanced technical culture, and 
as his work benefits from the more ample provision of social 
overhead capital and from economies of linkage and scale 
which are unavailable in Greece. 

In the second place, even if labour happened to be cheaper 
in Greece, the advantage would have to be very substantial 
in order to offset other significant disadvantages of operating 
in Greece, such as the high costs of materials and the short
age of markets due to Greece's size and unfavourable geo
graphical location. It is exactly because such an offset is 
difficult that labour «alone» has very seldom attracted in
dustry, or, putting it differently, that the phenomenon of 
both capital and materials going to areas where there is 
«only» labour has been very rare. In the great majority of 
cases capital has moved to underdeveloped countries to take 
advantage of an abundant supply of natural resources, and 
in some of the more developed countries it has been attract
ed by substantial markets protected by tariffs.1 

1. With reference to the consequences of the unification of Italy, 
J.F. Deniau writes: «The weak industries of the south were almost 
entirely wiped out, whilst those of the north benefited from the widened 
market. Instead of providing a magnet for investment, the over-abundant 
labour force of the south moved north in search of work. Similarly, 
southern capital, instead of being invested locally, went to swell the 
investments in the north, where industry was thriving and quicker pro-
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In any event, Greek labour is emigrating in large num
bers. If the price of labour in Greece rises as a consequence, 
without a proportionate increase in productivity, the cost of 
labour will increase. Thus, any small advantage in terms of 
labour cost that Greece might have for attracting foreign cap
ital will weaken. 

As indicated, the inducement to invest, or the volume of 
capital required also varies with the size of markets and econ
omies of scale that capital may take advantage of, and with 
the rate of growth in the domestic and foreign demand for 
the products of the country. Though Greek markets are 
small, substantial economies internal to the firm might be 
possible in some industries.1 But the rather narrow scope of 
Greek industry as a whole limits the prospects of economies 
external to individual firms and industries. 

No doubt Greece's markets will expand. However, the 
country lacks the basic resources and geographical location 
required for supporting a much larger population at incomes 
providing broad industrial markets. The mounting emigra
tion and the association of Greece with the E.E.C, will not 
be helpful in this respect. 

I t has been suggested that through the association industry 
in Greece will have access to the broad markets of the E.E.C. 
But, as explained earlier, the problems of expanding Greek 
exports to the E.E.C., or to other areas, are many and diffi
cult.2 By comparison, capital invested in the E.E.C, coun
tries will enjoy a number of very important advantages re
lating to the supply of complementary factors of production 
(including materials and labour), social overhead capital (in
fus could be earned; thus the disparity between the two regions was 
increased still further.» (J.F. Deniau, The Common Market, London, Barrie 

and Rockliff, Third Edition, 1962, pp. 24-25.) 

1. See however supra, p. 75, f. 3. 
2. Supra, pp. 71 ff., and Chapter 6. 

196 



eluding public utilities, power and transportation), the in
dustrial infrastructure (finance, marketing, etc.), other econ
omies of linkage and scale, and location with respect to 
large and wealthy markets.1 Location theory suggests that 
both foreign and Greek capital will find great attraction in 
Western European industry.2 

Another argument which has been advanced is that a 
number of industrialists and managers will be inclined to 
locate their industries in Greece so that these executives may 
enjoy the country's fine climate and nature. The movement 
of industry to California is cited as an alleged precedent. 
However, industry has been moving to California mainly be
cause of other attractions, such as the large local markets, 
present and future. The fine climate of Southern Italy and 
Spain has not been particularly successful in luring indus
tries to those areas — nor for that matter has the Greek 
climate been hitherto. The cold-blooded industrialist and 
hard-headed manager are bound to give this factor a very 
low coefficient in their considerations regarding the location 
of their industries. These people do not uproot themselves 
easily, especially since the rapid development of transporta
tion enables them quite often to enjoy a variety of fine cli
mates. 

1. See supra, p. 195. 
2. Greece has been described by some Greek officials as the «door 

to the E.E.C.», and the «bridge between Europe and the Middle East». 
We commented earlier on one of these unfortunate metaphors. A door, 
or a bridge, is something through which, or over which, one has to go 
in order to get somewhere. But Greece can be, and on business grounds 
will likely be, ignored by most foreign investors intending to sell in Western 
Europe or the Middle East. Surely,- it is preferable to be «right in» the 
E.E.C, rather than at the door, and no explanation is usually given of 
why production on a «bridge» is advantageous. As indicated, there are 
good reasons why it is not {supra, pp. 151-52, 157-58). 
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From 1953 on, Greece made an effort to attract foreign 
capital through a variety of measures. These are included 
mainly in Legislative Decree No. 2687 of 1953, «Concerning 
the Investment and Protection of Foreign Capital», Law No. 
4171 of 1962, «Concerning Measures to Stimulate the De
velopment of the Country's Economy», Legislative Decree 
No. 4256 of 1962, «Concerning the Establishment and Ex
pansion of Industrial and Handicraft Enterprises», and spe
cial arrangements with foreign investors. One might formally 
distinguish these measures into two kinds.1 First, there are 
measures which are intended to reduce or eliminate certain 
disadvantages of investing in Greece and to bring the con
ditions of business security closer to those prevailing in 
the West. Such are, for instance, the safeguards or guaran
tees provided against expropriation of foreign business pro
perty and other kinds of political uncertainty, as well as 
the provisions for the repatriation of capital, interest and pro
fits. Second, there are measures which provide certain ad
vantages or privileges which foreign capital would not have 
enjoyed in its country of origin, and which Greek business 
does not as a rule enjoy. Such are various reductions in, or 
exemptions from, duties and taxes.2 Naturally, the distinc
tion between the first and second kinds of measures is blurred 
in practice. Thus, certain privileges which foreign capital 

1. The main provisions of these laws are found in Greek Industrial 
Development Corporation, Guide to Investment in Greece, Part II «Incentives 
and Procedure for Establishing Enterprises in Greece; Cost Factors», 
Sections IV - V, Athens, December 1962 ; also, in idem, Basic Incentives 
to Industrial Development and Foreign Investment, Athens, July 1963. The 
Industrial Development Corporation has also published full English 
translations of these laws. 

2. In the case of foreign firms, the allowances for accelerated depre
ciation of new capital investment and formation of reserves, provided 
by Legislative Decree No. 4002 of 1959, become effective only if these 
allowances are also recognized by the country of origin of the firm. 

198 



would not have enjoyed at home are granted as an offset to 
the greater economic insecurity which it might have to face 
in Greece. 

Some of the foregoing measures cost little or nothing. Such 
are, for instance, the guarantees against expropriation of bus
iness property. Accordingly, they should meet with approval. 

On the other hand, the desirability of some of the other 
measures is less immediately obvious. Some of them bestow 
fairly short-term advantages on foreign investment, for in
stance reduction in, or exemption from, income tax for a 
number of years. Questions arise as to whether the firms 
which are being favoured are infants which appear promis
ing, and why new Greek firms in the same industries do not 
require and deserve similar treatment. There are also ques
tions about the cost of this type of subsidy to other business 
and to the consumer, and the extent to which these measures 
are effective in attracting foreign capital ; also, as to whether 
they are the best alternatives. 

Most of these questions also arise with respect to other 
measures which grant longer term, or permanent, advan
tages to foreign investment; for instance, exemptions from cer
tain taxes, provision of electricity or other resources by the 
state at exceptionally low prices and extension of the ex
clusive right to operate in a certain area of the country or 
to sell in the Greek market. It is not always certain tha t if 
a country lacks the basic economic conditions for attracting 
foreign capital (mainly attractive soil or subsoil resources, 
a supply of adequate labour and appropriate size and lo
cation), it will gain much in the net by attracting it through 
a redistribution of the tax burden in the broadest sense. In 
other words, when full allowance is made for the effects of 
certain types of arrangements on the establishment and oper
ation of other industries and sectors of the economy, the 
marginal net increase in domestic income resulting from for-
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eign investment attracted through such measures may be 
quite small. 

These questions relating to the consequences of such pol
icies are fairly complicated. The foregoing remarks were in
tended only to stress their existence and significance. The 
answers must depend, inter alia, on a comprehensive exam
ination of the shifts of tax or other burdens, the duration 
of these shifts, and the extent to which sacrifices in the short 
run might pay off in the longer period through such capital 
investments initiating further rounds of economic develop
ment. 

Our discussion of the basic considerations affecting the in
ducement to invest in Greece might be supplemented by an 
examination of the factors that were instrumental in attract
ing the modest volume of foreign capital which has flowed to 
Greece in recent years. For this purpose we selected the 
twenty-five largest foreign investments undertaken in Greece 
during the decade 1954- 1963, and we examined the cost 
structure of these industries and the resources which they are 
using; their markets, domestic and foreign; the advantages 
gained under Legislative Decree No. 2687 or other laws, or 
through agreements with the Greek Government; and other 
relevant features. The main attractions to foreign capital ap
pear to have been the following, in order of importance. 

A considerable number of these investments seem to have 
been attracted by the Greek market for their products. They 
include industries producing fertilizers, cardboard, packaging 
materials and cardboard boxes, hardboard and strawboard, 
building materials of asbestos and cement, and electric cables 
relating to the expansion of electricity in Greece and in
dustries serving the repair of ships. The Greek market for 
these industries is protected against foreign competition by 
the relatively high cost of transporting most of these products. 
In the case of several investments (for instance, the produc-
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tion of sulphur products or of radio and television sets) the 
cost of transporting the raw materials from abroad is sub
stantially lower than the cost of moving the final product. 
In a few cases a monopoly has been granted by the Greek 
Government, for instance, to the Olympic Airways on domes
tic routes, the Société Internationale Pirelli (rubber pro
ducts) and the Esso-Pappas oil refinery.1 

Some of the foreign investments examined were undertaken 
for the exploitation of certain Greek raw materials or by
products of other industries; for instance, the deposits of 
bauxite, barium sulphate, asbestos and pyrites, or of the by
products of the oil refineries. The preservation and canning 
of Greek fruit, the production of marmalades and the estab
lishment of a casino in the old Achilleion palace in Corfu 
are similar in nature. 

Next in importance as attractions to foreign capital were 
probably certain tax, or other, concessions granted by the 
Greek Government on the strength of Legislative Decree No. 
2687 of 1953, or by special arrangements. In some cases 
these concessions have created extremely favourable terms for 
the foreign industry, relating either to the market for its pro
ducts (the granting of monopolies was instanced earlier), or 
to the supply of important resources at reduced prices. Con
cessions of this kind have been of considerable value to the 
Pechiney-Compadec-Niarchos group (supply of very cheap 
electricity for the production of aluminum by the Greek 
Public Enterprise for Electricity), the Olympic Airways, the 
Esso-Pappas refinery and petrochemical interests, the «Greek 
Shipyards», the Fulgor Corporation (electric cables) and the 
Société Internationale Pirelli. 

1. See the Agreement Between the Government of Greece and Thomas A· 
Pappas for the Establishment of a Petroleum Refinery and Plants for the Manu
facture of Ammonia, Steel and Petrochemical Products, of November 22, 1962, 
Article 5 Par. 2. 
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Probably least important among the main attractions to 
foreign capital is the much vaunted, but as indicated earlier, 
questionable, advantage of abundant and cheap labour in 
Greece. In the great majority of cases, which include such 
major investments as the aluminum industry or the oil re
fineries, the supply of labour was found to be an unimpor
tant consideration. An adequate supply of labour might have 
contributed to the decision to invest in only a very few cases, 
such as the Greek Shipyards and the ship repair facilities in 
Syros, the N. V. Philips plant for the production of radio and 
television sets, record players and telecommunication equip
ment and the production of bus bodies by Viamax. But 
even in these cases the supply of labour was rarely the main 
attraction.1 

We have considered basic factors accounting for the limi
ted inducement to foreign investment in Greece. They re
late mainly to the supply of productive resources and the 
size and expansion of markets, domestic and foreign. The 
discussion might be supplemented by reference to some other 
factors which have tended to deter foreign interests from in-

1. Of the twenty-five foreign investments examined, a favourable 
supply of labour was perhaps most important in the case of the Greek 
Shipyards. («When it is considered that subject to reasonable variations 
the proport ion of direct shipyard labour expressed as a percentage of 
the selling price of a ship is between 25 per cent and 30 per cent, it is 
obvious that wages play an important part in the differential in ship
building costs.» Second Report of the Canadian Maritime Commission, June 
30, 1949, Ottawa, King's Printer, 1949, p . 39.) However, even with 
respect to this investment there were also other important considerations, 
such as the geographical position of Greece at the crossroads of shipping 
routes, the desire of the Niarchos shipping interests (which were responsible 
for the Shipyards) to establish close relations with the Greek Government 
in order to secure support for their shipping in adverse times, and the 
fact t h a t there was a backlog of two or three years of work to be done on 
the Niarchos fleet, which guaranteed the Shipyards a good start. 
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vesting in Greece, or to induce domestic capital to leave the 

country. They include mainly a considerable measure of in

stability and inconsistency of basic government policies affect

ing industry and trade; excessive state interference at every 

step in business and an exasperating amount of red t a p e ; 1 

and an irresponsible, ill-conceived and abusive policy of 

widespread expropriation of private land, ostensibly for the 

creation of industrial estates, manufacturing or tourist sites, 

and the like. 

Foreign capital will also be concerned about possible de

velopments that might affect Greece's prospects of economic 

and industrial growth and expansion of exports, which are 

the vehicle for remitting the profits of foreign investment. 

In this context, the association of Greece with the E.E.C. 

may be another deterrent to foreign investment. We have 

discussed extensively the unfavourable effects which the asso

ciation is likely to have on Greece's economic development, 

foreign trade and balance of payments, as well as a number 

of uncertainties which it is likely to create. The unfavourable 

effects could indeed be cumulative; for if they gave rise to 

migration of capital abroad, this would in turn tend to in

crease the difficulties and uncertainties. 

1. Sometimes, government interference, red tape and procrastination 
η granting essential approvals or licenses are due to efforts of existing 
irms to forestall or delay the establishment of new ones, lest the latter 
:hallenge the monopolistic or privileged position enjoyed by the former. 

Publications of the Greek Industria! Development Corporation such 
is those listed supra, p. 198 f. 1, are intended to attract foreign investm
ent. Yet, the maze of regulations, controls and exceptions described, 
η many cases no less petty than bewildering, is more likely to frighten 
iway foreign capital. Complaints of excessive government interference, 
egulation and red tape have been expressed by potential foreign invest
i s , notably German. 
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IV 

It has been shown that the attraction of capital to Greece 
has been limited and that much of the meagre flow in the 
postwar period has been Greek capital, including refugee cap
ital and savings transferred to Greece. The small size and 
unfavourable geographical location of the economy, combined 
with its poverty in soil and subsoil resources, provide the 
basic explanation of the paucity of the capital inflow. In a 
ranking of both advanced and underdeveloped countries with 
respect to such basic conditions of appeal to capital investment, 
Greece is unlikely to occupy a high position. 

With respect to the future, it is necessary to distinguish 
between economic and other conditions affecting the flow 
of foreign investment which cannot be easily changed, and 
those that might. 

The basic conditions noted above which do not make 
foreign investment in Greece particularly attractive will not 
change either quickly or greatly. Unfortunately, it is only 
very recently that those in positions of responsibility and in
fluence in Greece seem to have started realizing that a country 
is not necessarily attractive to foreign investors simply be
cause it is underdeveloped and its stock of real reproducible 
capital per head is small1 — that, on the contrary, Greece 
offers limited inducements to capital investment, and the de
mand for capital is relatively low. This simple, though per
haps unpalatable, truth seems to be sinking in only very slow
ly. I t will take considerable time before it is digested; be
fore policies which might contribute towards increasing the 
demand for capital are assumed to be necessary, are devised 
and are applied. In formulating relevant policies, it will be 
useful to remember that the most important contribution for-

1. See supra, p. 191, f. 1. 
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reign business investment can make in Greece does not lie 
in increasing the supply of capital, but rather in increasing 
the demand for the capital it will invest by providing com
plementary factors of production (such as advanced entrepren-
eurship and modern management, other skills, risk-taking, and 
techniques of production and distribution) and perhaps also, 
connections with advanced foreign firms facilitating the 
marketing of the products.1 

There are certain developments of a general nature which 
might favourably influence the flow of foreign capital to 
Greece. Thus, the attractiveness of the country as a field for 
investment should increase with every improvement in po
litical and economic stability, as well as in the degree of 
consistency and stability of government policies. It can be 
advanced also by a reduction of unnecessary state interfe
rence in business, and the cessation of irresponsible expro
priations and attacks on property rights.2 Such changes in 
the climate of enterprise take time; but the sooner their use
fulness is understood, the earlier steps will be taken to bring 
them about.3 

1. Sometimes, in view of the limited attractions and the risks which 
investment in Greece presents, foreign interests prefer to have Greek 
capital undertake the investment, while they contribute patents, exper
tise, help in merchandising and exporting, and similar intangibles. The 
Saint Gobain interest in the Chemical Industries of Northern Greece 
represents mainly intangibles of this kind. Such factors can make a very 
important contribution towards increasing the demand for capital in 
Greece. 

2. Puerto Rico is often mentioned as a land in which United States 
management and capital have wrought wonders. The island's «American» 
climate of enterprise, free of restrictions which are strange to American 
business, has been important in attracting them there. 

3. It is to be noted that some desirable improvements in public 
administration and policies may have adverse effects on the flow of 
foreign investment. Thus, improvement in the efficiency of the Greek 
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Beyond these changes, Greece will have to make a stron 

effort in order to attract foreign investment and, in considerin 

the inducements she may have to offer to get capital out of it 

own country and into Greece, she will need to be realistic 

Provisions such as those of Legislative Decrees Nos. 2687 am 

4256, and of Law No. 4171 cannot achieve very much. Evei 

if the guarantees or concessions given are as generous as thos 

of many other countries, it will not be enough.1 As indica 

ted, the basic conditions of Greece's economy are not amonj 

the most attractive, and consequently she may be expectec 

to offer significant additional advantages. 

Generally, efforts to induce foreign capital to invest ir 

Greece will involve, first, policies to enhance the attractive 

ness of the market for the articles it will produce. As indi 

cated earlier, it is unlikely that foreign markets will provide 

for Greece significant incentives to invest and expand.2 Ir 

order then to induce capital investment, domestic as wel 

as foreign, it may be necessary to adopt policies aimed at a 

vigorous and firm expansion of some domestic markets, for 

example, measures to concentrate private expenditure on 

particular products for a period of time, promises of govern

ment contracts for part of the output, or tariff protection.3 

ax system might reduce the attraction which lax administration of 
axation has provided for foreign capital, and it might induce emigration 
)f capital. 

1. The concessions granted by Greece are definitely not among 
he most generous. For a comparison with other countries see, for exam-
)le, National Bank of Greece, «Industrialization and Policy of Incentives», 
η the Bank's Economic Devehpments (in Greek), Athens, 3rd Year, Nos. 
0 - 1 1 , 2nd and 3rd Quarter of 1962. 

2. Supra, pp. 36-41, 123-24. 
3. The possibilities of tariff protection allowed under the association 

f Greece with the E.E.C, are totally inadequate for the purpose. See 
upra, p. 91. 
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Other policies for attracting foreign investment will include 
economic, institutional, social and other measures aimed at 
improving in a substantial manner the supply of factors which 
cooperate with capital in production. All such policies will 
have to be studied carefully as to their costs, benefits and im
plications. 

Some countries, for example Israel and Puerto Rico, have 
realized that removing obstacles to foreign investment, pro
viding inducements and offering profitable opportunities, may 
not be enough. They have established development agencies 
to make contacts with foreign firms, to draw their attention 
to the opportunities available, and to help them in solving 
a variety of problems relating to business investment, in
cluding questions of government approvals or licences, trans
portation, real estate and labour training and relations. The 
Greek effort in this respect reflects very inadequate under
standing of the issues involved; of the «shortage» of capital 
in Greece; of the demand for, or attractions to, capital in
vestment in Greece ; and hence, of the problem of promoting 
foreign investment. Partly on this count, the work of the 
Greek Industrial Development Corporation in this field has 
been patently unrealistic and frightfully inadequate. 

We may conclude by stating the obvious. The exact type 
and combination of inducements which Greece should offer 
to foreign capital must depend on, and vary with, the basic 
goals of Greek policies, for instance with whether the eco
nomic or the political solution outlined in Chapter 2 is the 
country's principal concern. These goals will also rank among 
the main determinants of the limits to which Greece will 
decide to carry the various concessions in her effort to attract 
foreign investment. 
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CHAPTER 9. 

International Movements of Labour 

Discussion of economic and social development must in
clude consideration of international movements of labour re
sources. 

The Athens Agreement provides for freedom of movement 
of workers between Greece and the E.E.C, countries, to be 
completed at the latest by the end of a transitional period 
of twelve years. It stipulates also that the Contracting Parties 
will facilitate such movements.1 In any event, emigration of 
Greek population to Western Europe and oversea territo
ries has grown to very considerable proportions in recent 
years and questions have been raised about the economic 
merits and disadvantages of these movements for Greece, as 
well as about their political and social implications. For in
stance, changes in the distribution of labour between Greece 
and Western Europe will affect, and be affected by, the rate 
and pattern of Greece's economic and social development, the 
relative emphasis which she will place on agriculture, in
dustry and the various branches thereof, and the distribution 
of industry and movement of capital between Greece and 
Western Europe. As we shall see presently, the desirability 
and consequences of such movements of labour must vary 
with the combination of goals pursued by Greece and the 
relative emphasis placed on economic and political objectives. 

Of course, labour may also move in the opposite direction : 
that is, in addition to the outflow of Greek labour, there may 
be an inflow of foreign skills, either alone or in conjuction 
with foreign investment in Greece and with the inflow of 

1. Athens Agreement, Articles 44-48. 
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entrepreneurship and know-how. Some relevant remarks were 
made in the previous chapter in connection with the pros
pects and implications of foreign investment in Greece. In 
this chapter we shall concentrate on Greek labour movements. 

I 

We may start with a brief review of recent developments in 
the natural increase of the Greek population, and Greek 
emigration. 

Underdeveloped countries have often exhibited high death 
rates and, especially, high birth rates. However, already be
fore World War II the Balkan countries had experienced 
some economic development ; and, following improvements in 
the standard of living and medical care, and an expansion of 
urban living, both birth rates and death rates were on the 
decline. As Table 17 shows, in the years just before the war 
Greece's crude birth rate was of the order of 26 - 28 per 
thousand, and the death rate stood at about 13-15 per 
thousand. From the late nineteen-twenties until the war the 
rate of natural increase of the Greek population was of the 
order of 12.0- 12.5 per thousand. 

In the postwar years Greece's birth-rate and death-rate 
have been much lower than in the prewar period. By the 
mid-nineteen-fifties the former rate had declined to about 
19 - 20 per thousand, while the latter had been reduced to 
almost half the prewar figure. However, the rate of natural 
increase in population, at about 12 per thousand, had changed 
very little since the prewar years.1 

1. In Table 17 and our textual analysis wc do not present data of 
natural increase in population or emigration for the period from 1939 
to the mid-nineteen-fifties since they were influenced by the extraordinary 
conditions of World War II, including the foreign occupation of Greece, 
and by the subsequent civil war. 

209 
14 



TABLE 17. Natural Increase of Greece's Population, and Emigration, 
1927 -1963 

Year 

1927 
1928 
1929 

1935 
1936 
1937 
1938 

1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

Births 
Per 1,000 

Inhabitants 

28.8 
30.5 
28.9 

28.2 
27.9 
26.2 
25.9 

19.7 
19.3 
19.0 
19.4 
18.9 
17.9 
18.1 
17.4 

Deaths 
Per 1,000 

Inhabitants 

16.3 
17.0 
18.4 

14.8 
15.1 
15.0 
13.2 

7.4 
7.6 
7.1 
7.4 
7.3 
7.6 
7.9 
7.8 

Natural In
crease in 

Population 
Per 1,000 

Inhabitants 

12.5 
12.5 
10.5 

13.4 
12.8 
11.2 
12.7 

12.3 
11.7 
11.9 
12.0 
11.6 
10.3 
10.2 
9.6 

Natural 
Increase 
in Popu
lation 

( I n Τ h 

76.5 
83.6 
66.3 

91.1 
88.3 
78.2 
90.7 

98.7 
94.3 
97.2 
99.3 
96.7 
86.1 
85.8 
80.9 

Emigra
tion 

ο u s a η d s ) 

Ν.A. 
Ν.A. 

9.7(a) 

3.5(a) 
Ν.A. 
Ν.A. 

3.9(a) 

35.3 
30.4 
24.5 
23.7 
47.8 
58.8 
84.1 

100.1 

(a) Only transoceanic emigration. 

Source: National Statistical Service of Greece, Statistical Yearbook of 
Greece, various years, and idem, Monthly Statistical Bulletin, February 1963, 
p. 7, February 1964, p. 15. 

A more substantial change in the rate of natural growth 
in population seems to have occurred in the early nineteen-
sixties, though the period is still too short to permit conclusions 
regarding the longer term. As indicated in the last column 
of Table 17, the volume of Greek emigration has increased 
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greatly from 1960 on, and it has included a very high pro
portion of young, healthy people in the reproductive age 
groups: in the years 1962 and 1963 about 7 4 - 76 per cent 
of all male emigrants, and 68 - 70 per cent of the females 
ranged from 20 to 39 years of age.1 Because of this, the con
tinuing strong shift of population from the rural areas to the 
towns, and possibly of other factors, the country's birth rate 
declined in 1962 - 1963 to about 17.5 - 18 per thousand. The 
death rate increased slightly, and the rate of natural increase 
in population fell to about 9.5 - 10 per thousand. In absolute 
terms, the natural increase in population declined from about 
95 - 100 thousand per year in the second half of the nine teen-
fifties to about 8 0 - 8 5 thousand in 1962-1963. (In 1963 
Greece's population stood at a little under 8.5 million.) 

Of course, the greatest change occurred in the volume of 
Greek emigration. While in the later half of the nineteen - fif
ties emigration was equal to a little less or more than one-
third of the natural increase of Greece's population, in 1960 
and 1961 it rose to well over half the natural increase, in 
1962 it matched it, and in 1963 it well exceeded it (see Table 
17). Since the proportion of workers is much smaller in the 
natural increment of the population than among the emi
grants, the number of workers emigrating has already ex
ceeded the natural addition to the labour force since 1961. 

Table 18 shows the significant change in the distribution 
of Greek emigration by countries of destination. The number 
of people emigrating to North America changed little be
tween the mid-nineteen-fifties and the early 'sixties; the 
number going to Australia increased significantly by per
centage, but not very much in absolute terms. On the other 

1. Another 13 -15 per cent of the female emigrants ranged from 15 
to 19 years of age. (National Statistical Service of Greece, Statistical 
Yearbook of Greece, 1963, and supplementary information.) 

211 



TABLE 18. Distribution of Greek Emigrants by Destination, 1955-1963 

Year 

1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 

North 
America 

9.0 
13.4 
6.8 
8.8 
7.1 
8.3 
7.4 
8.1 
9.0 

Country or Area of Destination 

Australia Europe 

( I n T h o u s a n d s ) 

9.1 
7.7 
6.0 
4.5 
5.5 
8.3 
8.0 

11.9 
13.0 

6.1 
7.8 

13.0 
6.6 
6.7 

26.9 
39.5 
60.8 
74.2 

Other 
Countries 

5.6 
6.4 
4.6 
4.6 
4.4 
4.3 
3.9 
3.3 
3.9 

Total 
Emigration 

29.8 
35.3 
30.4 
24.5 
23.7 
47.8 
58.8 
84.1 

100.1 

Source: National Statistical Service of Greece, Statistical Yearbook oj 
Greece, various years, and idem, Monthly Statistical Bulletin, February 1963. 
p. 7, and February 1964, p. 15. 

hand, the number emigrating to Western Europe increased 
enormously. By far the greatest number has emigrated to 
Germany: thus, of a total Greek emigration of 100.1 thou
sand in 1963, 74.2 thousand went to Western Europe, and 
of these no less than 64.7 thousand proceeded to Germany. 
Switzerland, Belgium, the Netherlands, Italy and France are 
other Western European countries of recent Greek emigration. 

The change in the distribution of emigrants by occupation 
is also interesting. Traditionally, Greek emigration had been 
weighted heavily with farmers and peasants. But the great 
increase in the importance of immigration to the industrial 
areas of Western Europe has shifted the emphasis to crafts
men, industrial workers and unskilled city labour. Skilled 
or semi-skilled urban workers are also sought by overseas 
countries which in earlier times had been satisfied with un-
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6,203 
25 

47,267 

680 
1,213 

394 

1,246 
1,131 

86 
2,238 

23,571 

7,719 
69 

54,070 

795 
1,561 

490 

1,540 
1,212 

126 
7,246 

25,244 

TABLE 19. Distribution of Greek EmigranL· by Occupation Before Migration, 
1962 - 1963 

Occupation 1962 1963 

Farmers, Fishermen and Related Workers 
Miners, Quarrymen and Related Workers 
Craftsmen and Industrial Workers 
Workers in Transportation and Communi

cation 
Clerical Workers 
Salesmen 
Workers in Personal Services, Recreation 

and Sports (a) 
Professional and Technical People 
Executive and Administrative Personnel 
Non-classifiable 
Without Occupation 

Total 84,054 100,072 

(a) Includes a number of «National Defence Employees». 

Source: National Statistical Service of Greece, Statistical Yearbook of 
Greece, 1963, p. 291, and idem, Monthly Statistical Bulletin, April 1964, p. 22. 

skilled peasants. Table 19 shows that only 7.7 thousand of 

a total emigration of 100.1 thousand in 1963 were «farmers, 

fishermen and related workers» while 54.1 thousand were 

«craftsmen and industrial workers».1 Another interesting fea

ture is the relatively large number of «professional and techni-

1. However, it should be noted that the classification relates to a person's 
latest, or intended, occupation. In many cases people classified as industrial 
workers were peasants who had moved to urban centres in the hope of 
getting satisfactory employment only a short time before emigrating. 
Probably a large percentage of the persons «without occupation» in 
Table 19 were also of rural origin. 

213 



cal» people among the emigrants, including architects, en
gineers, physicians, surgeons, dentists and teachers.1 

Obviously, the basic explanation of Greek emigration is 
the very substantial difference between the incomes that can 
be earned in Greece and abroad. We may spell this out and 
note some important developments which help to explain 
the great surge in emigration in recent years. 

As indicated earlier, Greece is not faced with a rapid rate 
of growth in population, such as one finds in many under
developed countries of Southeast Asia for instance. However, 
for a number of reasons which were discussed earlier and in
clude chiefly the poverty in soil and subsoil resources and the 
small size and unfavourable geographical location of the econ
omy, the rate at which agricultural and industrial occupa
tions may expand and incomes may increase is limited. Ad
ded to this basic factor favouring emigration has been the ra
pid development in communication and transportation in the 
postwar years. It has brought information to the peasants and 
workers and has eased their way to the cities and abroad.2 

Furthermore, emigration also has been encouraged in a num
ber of other, perhaps lesser ways. For example, at the request 

1. The bulk of the «professional and technical» emigrants has tended 
to move overseas rather than to Western Europe. Thus while emigration 
to Europe increased from 39.5 thousand in 1961 to 74.2 in 1963, the 
number of professional and technical emigrants changed only from 
1,091 to 1,212 in the two periods respectively. 

2. Expansion of communication and transportation is a sine qua non 
of economic development. But it can also be instrumental in the develop
ment of «unintended» movements of factors of production. Greek 
peasants have rolled down from their hill villages into the cities, while 
opportunities for employment have been increasing slowly. After looking 
in vain for a job at a reasonable wage, many of these people have emi
grated. In this way, the development of communication and transporta
tion in Greece has served to increase the supply of labour to the industry 
of advanced countries. 
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of the peasants in Epirus, in Northwestern Greece, courses 
in the German language have been arranged as part of the 
adult education programme in the area.1 

Among the factors that have attracted Greek migrants 
abroad, the better opportunities for employment and the 
higher incomes stand out. The Greek worker is able to earn 
much more in advanced countries in which skills can be 
acquired more readily, materials of quality and specification 
are more adequate, social overhead capital is ample, and 
substantial economies of large-scale operation and industrial 
agglomeration are available. For more than thirty years the 
Greeks were held back by tight restrictions on immigration 
to overseas countries, and by the lack of opportunities for 
migration to Western European countries. But recently, sev
eral of the former countries have been more ready to re
ceive immigrants, and some of the latter countries have been 
advancing rapidly and experiencing labour shortages. These 
countries have concluded agreements with the Greek Govern
ment promising to facilitate the movement and establishment 
of Greek emigrant workers and to take various measures for 
their welfare.2 

Another factor which in the past had served to limit Greek 
emigration was the impression that life in Greece was in 
almost every way incomparably superior to living abroad, 
and that hence it was worth a large economic sacrifice. While 
there are, no doubt, many advantages and satisfactions in 
living in one's native land, the rapid development of commu
nication and transportation has permitted a reassessment of 
that view, and the broadening of the cultural outlook of the 

1. See B. Ward, Problems of Greek Regional Development, Athens, Center 
of Economic Research, Research Monograph Series No. 4, p. 143, f. 
120. 

2. See, for example, the Agreement between Germany and Greece 
of March 30, 1960, especially Articles 1, 4 and 6. 



Greeks is contributing towards modifying it. Moreover, the 
easier transportation, combined with the proximity of the 
European countries of emigration, provides those who may 
change their mind with the possibility of returning home. 
These factors have encouraged migration greatly. 

II 

The consequences of emigration for Greece are best dis
cussed and evaluated against the background of a given com
bination of goals of economic policy. We may refer again 
to the two alternatives outlined in Chapter 2: the «economic 
solution» (pursuing the greatest possible increase in income 
per head, even though this might involve a decline or very 
small increase in population) and the «political solution» (en
suring that a sizeable Greek population inhabits Greece, 
even though its income per head might be lower than would 
otherwise be possible). 

Within the framework of the economic solution some emi
gration might be necessary. For reasons indicated, industrial 
development would be limited, involving only industries 
which are shielded from foreign competition by costs of 
transportation or similar factors, plus a rather few internation
ally competitive industries. Then, unless the development 
of tourism could make a major contribution to Greek em
ployment and incomes, emigration would appear to be a 
natural way of improving the incomes of the emigrants and 
the remaining population. A further benefit from emigration 
would lie in the flow of remittances which follow it. These 
could contribute substantially to Greece's income and re
sources for investment.1 

1. Emigrants' remittances to Greece amounted to $141.5 million in 
1962, and $170.1 million in 1963. In the latter year remittances from 
the United States accounted for about 44 per cent of the total, and from 
the E.E.C, countries for 30 per cent. 
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It might be noted however that, unlike the era before 
World War I I , emigrants now receive a significant volume 
of financial and other help in relation to their move. Also, 
in the countries of immigration they enjoy all sorts of social 
insurance and other benefits. As a consequence of these de
velopments and of the enormous advance in transportation 
facilities, emigrants are inclined to take with them, or bring 
over later, their families and close relatives. This factor is 
apt to restrict the volume of remittances to Greece.1 

A number of disadvantages must be set against the benefits 
from emigration. It tends to skim the cream off the Greek pop
ulation. It draws heavily on the younger adults and distorts 
the age distribution of the population. It also attracts the more 
healthy, gifted, audacious and enterprising. Moreover, in rec
ent years overseas and other countries have emphasized skills 
and experience in their immigration policies. A large number 
of skilled workers and professional persons are emigrating 
from Greece. The country is losing the capital invested in the 
education and training of people who might have contributed 
significantly to its economic development. Emigration also 
creates problems of derelict communities or regions. These 
are social as well as economic. Public utilities and transpor
tation, education and health services become underutilized 
and the burden of maintaining them must be born by fewer 
people — in some cases the services have to be discontinued. 

1. An argument advanced in some Greek circles, in order to minimize 
the benefits from emigration, is that the emigrants' remittances are less 
than the contribution these emigrants could have made to the Greek 
national income had they been «properly» employed in Greece. Even if 
this is the case, employment of these people in Greece would add pro
portionately less to the national income (excess of marginal product over 
remittances) than to the number of people sharing it. Moreover, the argu
ment neglects the interests of the emigrants whose income would be 
much lower if they were employed in Greece. 
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In view of the great variety of benefits and losses from emi
gration, some of them quite imponderable, it is difficult to 
draw safe conclusions as to the size and timing of the flow which 
would best serve the Greek economy.1 However, given the 
modest rate of natural increase of Greece's population, the 
fact that the distortion of the age distribution of the popu
lation increases with the rate of emigration and the possi
bility that large scale emigration may cause sudden changes 
in the cost structure of various industries, it would seem that 
a lower rate of emigration than that observed in 1962 and 
1963 would be preferable. 

We may now turn to the political solution. In this case 
Greece would wish to retain her present population as well 
as the major part of the rather modest natural increase. 
Accordingly, emigration at present rates would seem re
grettable. 

The argument has been advanced in some Greek quarters 
(chiefly by manufacturers using a large volume of unskilled 
or semi-skilled labour) that large-scale emigration is leading 
to a labour shortage in Greek industry, and that since this 
will cripple a number of industries, and hinder the expansion 
of others, such emigration is undesirable.2 Presented this 
way, the argument is not convincing. Industry exists for the 
sake of employing the country's labour force and providing 
it with incomes, but if some workers wish to emigrate, why 
bewail the consequent limitation of industrial growth ? 

The argument can make sense only in the form noted 
earlier (of large-scale emigration causing sudden changes in 
the cost structure of certain industries and hence necessitating 
large adjustments over short periods), or else in the context 

1. The interests of those who emigrate are not considered at this 
point. 

2. Greek authorities are also concerned about an actual or imminent 
shortage of labour in certain agricultural districts. 
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of the political solution. In the latter case it would run as 

follows. Industry requires assistance in order to expand and 

provide employment and income for a Greek nation of a 

substantial size. For this purpose, industry must develop 

markets and secure adequate supplies of productive factors. 

Tariff protection may help towards the development and 

preservation of markets for Greek industry. But large-scale 

emigration will tend to limit the growth of markets for man

ufactures, as well as the supply of labour. Industry cannot 

develop to keep labour from emigrating if labour emigrates 

before industry develops. It appears that if the political so

lution is to be served industry must be protected and emi

gration must be restricted. 

Protection of industry is possible, though by joining the 

E.E.C, the Greek Government seems to have taken the view 

that it is not required. The task of restricting the exodus of 

Greeks is more difficult. O n what grounds could restrictive 

measures be justified? It has been suggested that the carrot 

be used instead of the stick: that public works might be un

dertaken to provide temporary employment until industry 

can absorb the would-be emigrants. However, providing pub

lic employment at the right places for the various kinds of 

Labour resources available and for the appropriate length of 

time is more easily said than done, in the context of the Greek 

economy and public administration. Moreover, a large num

ber of those emigrating, especially from the countryside, are 

lot actually unemployed before they leave. They are being 

attracted by the much higher incomes which they can earn 

η Western Europe compared with incomes in Greek agri-

:ulture, or for that matter in public works construction. It 

vould seem that a good deal of emigration is almost inevi-

able at this stage. Efforts towards economic development and 

ndustrial growth could slow down the stream and allow the 

tock of Greek population to recover and increase. 
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Another argument which has been advanced, and which 
in a way counters the previous one, is that Greece will indeed 
benefit as labour emigrates, acquires skills abroad and then 
returns and is made available to Greek industry. This ar
gument neglects the possibility that such reverse movements 
may be far from being all that beneficial, and that the re
verse flow may be rather small. We may expand somewhat 
on these points. 

It is true that a return of emigrants would bring to Greece 
some skills and, above all, minds open to change and to 
new ideas. This could be of great benefit, for there is perhaps 
nothing that underdeveloped countries need more than a 
change in the attitude towards change at the level of the 
individual worker and businessman.1 

On the other hand, it has been observed that a large num
ber of Greek emigrants to Germany, for instance, occupy 
the lowest position of the industrial ladder, while Germans 
are moved up into posts requiring some skill. It is these emi
grants who are more likely to return, rather than those who 
are advancing in skill and knowledge, and hence also in po
sition and income. Further, against the positive demonstra
tion effects, such as the learning of skills and techniques 
which returning emigrants may carry back to Greece, one 
must set some negative ones. Returning labour may carry 
with it ideas about union behaviour, material rewards and 

1. It is often suggested, frequently in Greece, that in underdeveloped 
countries it is necessary to develop «popular enthusiasm» or to «mobil
ize the nation» for the purpose of economic development. But popular 
enthusiasm can be aroused in a football game or in war. It is less likely 
to develop with reference to economic development, and it is unlikely 
to last for any significant length of time. Economic development in to
day's underdeveloped countries will depend on the change in attitudes 
towards change at the micro level; and it is in this matter that the under
developed countries need to know more and to do more. 
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fringe benefits justified only by the higher productivity it 

had in Western Europe. Such attitudes and claims may 

spread to other Greek labour and tend to impair the devel

opment of Greek industry.1 

It is perhaps too early to estimate the proportion of emi

grants which might return to Greece. On the one hand, the 

great improvements in communication and transportation 

might facilitate such a movement, especially of emigrants to 

Western Europe. On the other hand, a number of factors not

ed earlier induce and enable the emigrants to take their fam

ilies and relatives abroad; this is likely to discourage their 

return. As yet, Greece has made no special effort to encour

age such repatriation.2 Indeed, it has proved difficult for 

1. It has been suggested that saving in underdeveloped countries 
is affected unfavourably by international «consumer interdependence», 
i.e., by the effects on individual propensities to consume of the higher 
consumption standards in advanced countries. (See, for instance, R. 
Nurkse, Some Aspects of Capital Accumulation in Underdeveloped Countries, 
Cairo, National Bank of Egypt, 1952, pp. 36ff., or idem, Problems of Cap
ital Formation in Underdeveloped Countries, New York, Oxford University 
Press, 1953, pp. 57ff.) Probably more important, although perhaps more 
roundabout and hence less obvious, is another way in which the higher 
consumption standards in advanced economies may influence saving in 
underdeveloped countries: if in the latter countries the workers, for 
instance, tend to base their claims for remuneration and other material 
benefits on standards prevailing in advanced economies, this may affect 
profits, the rate and distribution of growth in national income, or other 
determinants of saving. 

2. In order to encourage Turks presently employed abroad to remit 
their savings to Turkey in foreign exchange, rather than in the form of 
consumer durables and other goods, and to return to their native country, 
the Turkish Ministry of Finance has established a system of mortgage 
credit. Savings deposited by emigrants will carry interest at 6 - 1 / 2 
per cent, and when a certain total is accumulated the depositor will be 
eligible for a loan of $2,775 - $4,444 for the construction of a house. 
The loan will be repayable over twenty years and will bear interest of 
only 2 per cent yearly {Journal de Genève, Geneva, November 7, 1963.) 
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the Greek economy and administration to ensure that re 
turning labour is absorbed productively. There are alread) 
many instances of workers who have taken the trail to Ger 
many for a second time for failing to secure employment anc 
income commensurate with their training and other quali
fications.1 

Before leaving the present argument we should also note 
the possibility of an «involuntary» return of emigrants in 
large numbers in the event of an industrial depression in 
Western Europe. Such an occurrence would be very unfortu
nate for Greece since she would probably be unable to readily 
absorb a mass of additional workers, especially if the times 
were adverse. Moreover, the workers who would lose their 
jobs in Western Europe would likely be the worst qualified, 
and upon their return to Greece in large numbers they might 
be politically demanding and turbulent. 

I l l 

We may conclude this chapter with a note concerning the 
prospects of Greek emigration in the future. 

The idea of nation states and territorial attachment of pop
ulations is still strong. Many people are unwilling to accept 
the tremendous changes wrought by the progress in commu
nication and transportation, as well as by other factors noted 
n an earlier section. They are inclined to consider the intra-
European movements of population in recent years as a 
transitory phenomenon. 

It would seem safer to assume that the speed of the flow of 
nformation about employment and business opportunities 
has increased permanently and will continue to do so, and 

1. It may be noted that lull employment and substantial increases 
η wages in the Netherlands have attracted back only a few hundred of 
he sixty thousand Dutchmen working in Germany. 

222 



that so will the preparedness of people to take advantage of 
such opportunities by migrating, as well as the ease with 
which they may move. Emigration has been, and will in
creasingly be, the process by which areas possessing relatively 
limited advantages of resources and location recede in terms 
of relative density of population. Since industry will not as 
a rule move to areas where there is «only» labour,1 the latter 
will tend to migrate.2 Given then the rather unfavourable 
position of the Greek economy with respect to resources and 
location, as well as our conjecture of the long-term develop
ment in the location of industry in Europe indicated earlier, 
and the expected economic expansion in such countries as 
Australia and Canada, it would appear that Greek emigra
tion on a substantial scale will tend to continue for a number of 
years.3 

From a national or political point of view this forecast 
sounds gloomy. The prospect of large-scale emigration may 
well be the most important problem facing the Greek nation. 

1. See supra, p . 195. 
2. See G. Myrdal, Economic Theory and Under-developed Regions, London, 

Gerald Duckworth & Co., 1957, p. 31. 
3. The O.E.E.G. has projected the population of working age of 

some European countries as follows (in relative terms) : 

Belgium 
France 
Germany 
Sweden 
Switzerland 
United Kingdom 

1956 

100 
100 
100 
100 
100 
100 

1966 

100 
105.5 
101.5 
107 
105 
103 

1976 

102 
111.5 
101 
106 
108.5 
104.5 

In Belgium, France, Germany and Sweden «the forecast is one of net 
immigration», and we «should also include Switzerland» (Organization 
for European Economic Cooperation, Demographic Trends in Western 
Europe and the United States, 1956 -1976, Paris, 1961 pp. 24-27, 46, 49). 
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Over the years, the loss in volume and, especially, quality of 
population can be grave, and yet the gradual attrition might 
fail to evoke sufficient action. The problem of devising and 
applying appropriate policies is formidable, but the diffi
culties are likely to be compounded if there is confusion over 
the issue, as there seems to be at present. For, while the nation 
is disturbed about what is happening, by joining the E.E.C. 
Greece has committed herself to a regime in which even the 
assistance of promising infant industries will be problematic. 
Given the opportunities abroad, emigration will tend to con
tinue unabated. 
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CONCLUSION 





C O N C L U S I O N 

We may conclude our study with the main recommenda
tions which emerge from our examination of the association 
of Greece with the E.E.C. 

Among the basic aims of the Treaty of Rome and the 
Athens Agreement are the economic advancement of all 
parties to these agreements, and the assistance of the poorer 
areas or countries for the purpose of diminishing the econ
omic gap which separates them from the more advanced 
ones.1 We may assume then, that the E.E.C, members are 
favourably disposed towards Greece, and that the economic 
and social progress of Greece is an important goal of the 
association of the country with the E.E.C, and is also expected 
to benefit the economic and political interests of the E.E.C. 
Countries. With this in mind, it should be easy for Greece 
to call on the E.E.C, and to ask for and arrange a bona fide 
review of the conditions created by the association and the 
manner in which they affect the basic interests of the contract
ing parties. 

During such discussions it should not be difficult for Greece, 
on the basis of the arguments presented in this study and 
others, to explain that the present association and the antic
ipated full membership of Greece in the E.E.C, will not 
serve to advance her economic development — that on the 
contrary, it is likely to cause considerable hardships, to dam-

1. «... Decided to ensure the steady improvement of living conditions 
jn Greece and in the European Economic Community by speeding up 
economic advance and by a harmonious expansion of trade and like
wise to reduce the gap between the economy of Greece and that of the 
member States of the Community; ...» (Preamble to the Athens Agree
ment) «... Desirous of contributing to Greece's economic development...» 
(Preamble to Protocol No. 6 of the Athens Agreement) 
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age vital Greek interests and, briefly, to compromise the 
country's balance of payments and economic progress. In 
view of this, and of the professed purposes of the association, 
Greece should ask that the Athens Agreement be abrogated 
by mutual consent, and that she be released from all related 
obligations. It would certainly not be in the best interests of 
the E.E.C, countries for Greece to realize over the next few 
years that she is being held to an unfavourable arrangement.1 

Some people might suggest that the association be given 
a try, and that if and as it becomes obvious that it is damaging 
the Greek industry and economy, then Greece may ask to 
have its provisions modified. But surely it would be unwise 
to wait and go through such futile exercises, to submit the 
economy to distortions and hardships, and then to try to 
change the terms of association to make good the damage. 
Greece should be busy advancing rather than going back 
and forth. Nor will it be wise to expect that a piecemeal 
modification of the present association will serve Greece's in
terests. The whole philosophy and nature of an alternative 
arrangement suiting her interests would have to be so very 
different that the changes and patches that would be necessa
ry in the present association would be exceedingly cumber
some, and in the end they would leave little of the old fab
ric to be seen. 

To present a full picture of the alternative arrangements 
which Greece might pursue would require more time and 
resources than the author can afford at this stage. However, 
some broad directives of action might be noted. 

Once Greece has been released from her present obliga-

1. As indicated earlier, the agreements of the E.E.C, with Turkey, 
Iran and Israel are totally different from the agreement with Greece. 
It is possible that the E.E.C, has reached a better appreciation of the 
type of association which can serve the interests of such countries, as 
well as of the E.E.C. 

228 



tions it behoves the government to undertake a competent and 
thorough study of the problem of Greek economic develop
ment in its entirety, including especially the question of the 
balance of payments and exports, visible and invisible. Nat
urally, the course of any policies »must be geared towards a 
fairly clear combination of economic and political goals, and 
the type of economic growth which best serves them. We are, 
of course, aware that efforts of this kind have been made. 
However, as indicated on various occasions in this study, 
these efforts appear to be inadequate both per se and, espe
cially, in providing a background for trade arrangements 
with the E.E.C, or other groups. The interest that Greece 
may have in joining a common market, the type of market 
she may try to join, and the kind of link suitable for her 
particular purposes would also have to be studied systemat
ically. 

It is perhaps unnecessary to repeat that Greece should not 
have to choose from among only two alternatives: joining an 
existing common market or not joining it. Almost certainly 
she should look into devising new types of arrangements, 
both transitional and permanent, that take into consideration 
the peculiarities and needs of her economy, discussed in this 
study, as well as those of her associates. It would be odd 
to assume that all European countries, let alone other econ
omies, could in the foreseeable future undertake the kind of 
obligation and membership involved in an economic com
munity like the E.E.C., which was designed primarily to 
serve the interests of a number of advanced economies. Coun
tries like Greece or Portugal will not be able to afford such 
membership for a rather long time.1 

1. The Athens Agreement gives the impression of an arrangement 
which started with full membership of Greece in the E.E.C, as the ulti
mate goal, and proceeded to allow a period of transition and to make 



It has been more or less established that in trading arrange
ments between underdeveloped and advanced economies a 
«double standard of morality» is both justified and necessa
ry.1 Thus, if any arrangement between Greece and the 
advanced countries of Western Europe is to be feasible in 
practice, serving the interests of both parties, it will have 
to be based on a lowering or abolition of Western European 
duties on Greece's exports, or a large part thereof, and on 
provisions for advancing her invisible earnings.2 On her 

some concessions to Greece's basic features and peculiarities. We are 
suggesting that these features and peculiarities should be among the 
principal determinants of the «permanent» arrangement of integration 
of Greece with other economies, and that, given this approach, any 
transitional arrangement made also will be different from the present 
association. 

1. Underdeveloped countries «are for many reasons in a different 
position from that of the highly developed countries and... there are 
good reasons for a 'double standard morality' so far as international 
trade is concerned. Much of the activity in the International Monetary 
Fund and in GATT, and much of the bilateral negotiations about trade 
policy outside these organisations, has been based on the principle do ut 
des. This may be appropriate in the relations between highly developed 
countries, but it implies a false assumption of equality so far as under
developed countries are concerned... The underdeveloped countries 
have rational grounds for asking the developed countries to liberalise 
their trade unilaterally. They need to be staunch free-traders, and even 
preserve for themselves the right to give export subsidies, so far as the 
advanced countries' imports from them are concerned, but restrictionists 
in respect of their own imports. And they have valid arguments against 
anyone who would call this attitude logically inconsistent.» (G. Myrdal, 
Economic Theory and Under-developed Regions, pp . 96 - 97) 

2. Some industries are relatively independent of the location of the 
sources of materials and the markets, or they depend on certain factors 
and conditions which might be assisted to develop. Accordingly, provis
ions could be made to assist Greece in establishing such industries. See 
supra, pp. 153-54. 

With respect to invisible earnings, their great and growing importance 
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part, Greece would reduce her duties on Western European 

classes of products, chiefly capital goods, which her economy 

could not possibly produce on a competitive basis for years 

to come.1 

Giving underdeveloped countries a chance to come closer 

to economies which in the last one hundred and fifty years 

have managed to pull away and ahead has become a pro

fessed goal of international politics in the second half of the 

twentieth century. However, it is unlikely that this goal will 

be advanced materially unless the more developed countries 

are prepared to grant to underdeveloped economies the ben

efits of large markets, as well as other assistance in the ex

pansion of their exports (on which small countries in parti

cular must depend heavily), while at the same time allowing 

them to protect and develop their infants.2 As long as the 

for Greece would have to be recognized explicitly, and measures to pro
mote the respective exports must be included in trade arrangements in 
which Greece is a partner. See, for instance, supra, pp. 181-82. 

1. Of course, to the extent that these goods are being produced more 
cheaply elsewhere than in Western Europe, Greece would suffer the loss 
from trade diversion. 

Some flexibility should be allowed as to the types of products which 
may enter Greece at reduced duties: first, forecasts as to what is feasible 
may err, and second, conditions may change so that the production of 
certain goods becomes possible. 

2. «The principle is now generally accepted that the rules of equality 
do not apply to relations between unequals and that developing countries 
should be granted special privileges in protecting growing industries... 
Since many emergent countries are eager to protect their growing manu
facturing industries, they would have to be brought into the European 
community on special terms. They would have to be allowed to sell 
their products free of duty, or at a preferential rate,while being permitted 
to protect their own industries, perhaps granting preferences to European 
manufactures». (P. Streeten, Economic Integration, pp. 49, 76). 

The desirability of unilateral extension of trade preferences by advanced 
countries to underdeveloped economies was discussed extensively at the 
United Nations Conference on Trade and Development of 1964. 
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developed countries fail to cooperate in making such arrange
ments, they cast doubts on the sincerity of their much vaunt
ed intention of helping the underdeveloped countries to 
advance at a significant rate. 

Since this book went to the press it has been announced tha t a Part IV 
is being added to the General Agreement on Tariffs and T r a d e . It rela
tes to the t rade problems of the less developed countries. Article 36 «lays 
down the major principle that developed contracting parties should not 
expect reciprocity for commitments made by them in trade negotiations 
to reduce or remove tariffs and other barriers to the trade of less-deve
loped contracting parties». (G.A.T.T. , Press Release, G A T T / 9 1 6 , 10 
February 1965). 
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