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Editors' Preface

The General Objective

"Protection," said the British statesman Benjamin Disraeli in
1845, "is not a principle, but an expedient,' and this pronouncement can
serve very well as the text for our study of trade liberalization. The
benefits of open trading have by now been sufficiently demonstrated and
described by economic historians and analysts. In this study, we take them
for granted and turn our minds from the "whether" to the "how."

The Delectable Mountains of open trading confront the pilgrim with
formidable obstacles and there are many paths to the top. The direct route
seldom turns out to be the best in practice. It may bring on rapid
exhaustion and early collapse, while a more devious approach, skirting
areas of excessive transition costs, may offer the best prospects of long-
term survival.

Given the sharp diversity of economic background and experience
between different countries, and indeed, between different periods in the
same country, we should not expect the most favorable route to turn out the
same for each country, except perhaps by accident. There are fundamental
principles underlying the diversities and it is our thesis that a survey
and analysis of a sufficiently broad spectrum of countries over
sufficiently long development periods may serve to uncover them.

With this object in view, we set out to study as many
liberalization experiences as possible and aimed at including all
liberalizations in developing countries in the post-world war period.
However, the actual scope of this study had three limitations. First, we
restricted the study to market-based economies. Second, experiences with
highly inadequate data had to be excluded. Third, to be an appropriate
object of study, an experience had to be of some minimum duration.

The trade liberalization study on Greece has been published
separately from the main body of 18 country studies because of the unique
nature of the study. The Greek study is a modern economic history.
Because of Greece's important ties with the EEC, one of the two episodes--
20 years long--is defined by the country's association with the EEC. The
duration and uniqueness of this last episode do not allow for meaningful
comparison with the other countries' shorter and more sharply defined
episodes. Indeed, the smaller, recognizable phases throughout the long
episode do not deviate enough from the overall trend of the episode to
warrant dividing it into smaller ones. The Greek experience is relevant,
however, and important enough to stand alone.

Definitions

'Trade liberalization' implies any change which leads a country's
trade system toward neutrality in the sense of bringing its economy closer
to the situation which would prevail if there were no governmental
interference in the trade system. Put in words, the new trade system
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confers no discernible incentives to either the importable or the
exportable actors of the economy.

By "episode" we mean a period long enough to accommodate a
significant run of liberalization acts terminating either in a swing away
from liberalization or in a period where policy changes one way or another
cease to be apparent.

The "episode of liberalization" thus defined is the unit of
observation and analysis employed in each of our country studies.

Identification of Liberalization Episodes

There are three main indicators of a move in the direction of
neutrality: (a) a change in the price system; (b) a change in the form of
intervention; (c) changes in the foreign exchange rate.

Price System

The prices in question are nominal protection rates determining
consumption patterns and, more importantly, effective protection rates
affecting production activities. Any change which lowered the average
level and distribution of rates of protection would count as a move toward
neutrality. Typically, such a change would arise from a general reduction
in tariffs, but it might also be indicated by the introduction, rather than
the removal, of instruments of government intervention, or even, indeed, by
the raising rather than the lowering of the incidence of government
intervention. An instance of this might be the introduction of export
subsidies in a protective regime previously biased against exports and
favoring import substitution. Another instance might be the introduction
or increase of tariffs on imported raw materials and capital goods in a
regime where tariffs have previously escalated over the whole field, with
the zero and lower rates applying on these imports.

Form of Intervention

The form of intervention may be effected by a change in the
quantitative restriction (QR) system itself or by replacing QRs with
tariffs. Although the actual changes might be assigned price equivalents,
it is not feasible to assign price equivalents to their actual effects.
Moreover, the reactions they induce are so different from responses to
price signals that they are better treated as a separate category.

The Exchange Rate

A change in the level of a uniform rate of exchange, since it does
not discriminate between one tradeable activity and another, is not of
itself an instrument of intervention. A move from a multiple to a uniform
rate would, however, be equivalent to intervention through commercial
policy instruments, and changes in the rate would modify the effect of
commercial policy instruments already in being, for example, where QR
systems are operated through the exchange control mechanism itself or where
tariffs effective at an existing rate become redundant at a higher rate.
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Failing detailed studies of the impact of exchange rate changes on QRs or
tariffs we take as a general rule that a formal and real devaluation
constitutes a step towards liberalization.

Policies and Results

We do not take the actual degree of openness of the economy as an
indicator in itself of a liberalization episode. Liberalization policies
may commonly be expected to lead to an increase in the share of external
trade but this is not an inevitable result. For instance, if, starting
from a state of disequilibrium, liberalization is associated with a formal
devaluation, imports may actually fall. Therefore, attempts to detect
liberalization by reference to the import-export ratio rather than to
policy intentions would be misleading. Exceptionally, however, the authors
of the country studies have used trade performance as an indication of
liberalization, particularly where actual changes in imports can be used to
measure the degree of relaxation, or otherwise, of QRs.

Measurement of Degrees of Liberalization

In each country study we have attempted to indicate the degree of
liberalization progressively attained by assigning to each year a mark for
performance on a scale ranging from 1 to 20. A mark of 20 would indicate
virtually free trade, or perfect neutrality, a mark of 1 would indicate the
highest possible degree of intervention. These indices are subjective and
peculiar to each country studied and in no way comparable between
countries. They are a rough and ready measure of the progress, or
otherwise, of liberalization as perceived by the authors of the country
study in question. They reflect, for instance, assessments of nominal and
effective rates of protection, the restrictiveness of QRs, and the gap
between the formal exchange rate and its equilibrium level.

Analysis of Successful Liberalization Exercises

To arrive at criteria of what makes for success in applying
liberalization policies, the following questions might be asked in our
studies.

1. What is the appropriate speed and intensity of
liberalization?

2. Is it desirable to have a separate policy stage of
replacement of nonprice forms of trade restrictions by
price measures?

3. Is it desirable to treat productive activities during the
process of trade liberalization uniformly or
differentially?

4. If uniform treatment is indicated, how should it be
formulated?
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5. On what pattern of performance of the economy is the fate
of liberalization likely to hinge?

6. Is it desirable to have a stage of export promotion? If
so, what should its timing be in relationship to import
liberalization?

7. What are the appropriate circumstances for the
introduction of a liberalization policy?

8. How important are exogenous developments in deciding the
sustainability of liberalization?

9. Finally, what other policy measures are important, either
in their existence or absence, for a successful policy of
trade liberalization?

Lurking behind many of these issues are the (potential) probable
costs of adjustment of a liberalization policy and, in particular, its
possible impact on the employment of labor.

Scope and Intention of our Study

The general purpose of our analysis is to throw up some practical
guidance for policymakers and, in particular, for policymakers in
developing countries where the economic (and political) climate tends to
present the greatest obstacles to successful reform. It is for this reason
that (as already explained) we have based our studies on the experience of
a wide spread of countries throughout the developing world. This approach
should yield inferences on the questions raised above in two distinctly
different ways; via the conclusions reached in the country studies
themselves, and via the synthesis volume of the comparative experience of
trade liberalization in these countries.

The presence of a common pattern of inquiry in no way implies that
all country studies cover the same questions in a uniform manner. Not all
questions are of equal importance in each country and the same quantity and
quality of data were not available in all countries. Naturally, the
country studies differ on the issues they cover, in the form of the
analysis, and in the structure of their presentation.

This country study is self-contained. Beyond addressing the
questions of the project, each study contains sufficient background
material on the country's attributes and history of trade policy to be of
interest to the general reader.

The 19 countries studied, classified within three major regions,
are as follows.

Latin America
Argentina by Domingo Cavallo and Joaquin Cottani
Brazil by Donald V. Coes
Chile by Sergio de la Cuadra and Dominque Hachette
Colombia by Jorge Garcia Garcia
Peru by Julio J. Nogues
Uruguay by Edgardo Favaro and Pablo T. Spiller
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Asia and the Pacific
Indonesia by Mark M. Pitt
Korea by Kwang Suk Kim
New Zealand by Anthony C. Rayner and Ralph Lattimore
Pakistan by Stephen Guisinger and Gerald Scully
Philippines by Florian Alburo and Geoffrey Shepherd
Singapore by Bee-Yan Aw
Sri Lanka by Andrew G. Cuthbertson and Premachandra Athukorala

The Mediterranean
Greece by George C. Kottis
Israel by Nadav Halevi and Joseph Baruh
Portugal by Jorge B. de Macedo, Cristina Corado, and

Manuel L. Porto
Spain by Guillermo de la Dehesa, Jose Juan Ruiz and

Angel Torres
Turkey by Tercan Baysan and Charles Blitzer
Yugoslavia by Oli Havrylyshyn

Coordination of the Project

Armeane M. Choksi, Michael Michaely, and Demetris Papageorgiou, of
the World Bank's Latin American and Caribbean Region, are the directors of
this research project. Participants in the project met frequently to
exchange views. Before the country studies were launched, the common
framework of the study was discussed extensively at a plenary conference.
Another plenary conference was held to discuss early versions of the
completed country studies, as well as some emerging general inferences. In
between, three regional meetings in each region were held to review phases
of the work under way. An external Review Board consisting of Robert
Baldwin (University of Wisconsin), Mario Blejer (International Monetary
Fund), Jacob Frenkel (University of Chicago and Director of Research,
International Monetary Fund), Arnold Harberger (University of Chicago and
University of California--Los Angeles) Richard Snape (Monash University),
and Martin Wolf (Chief Economic Leader Writer, Financial Times),
contributed in the reviewing process of the country studies and of the
synthesis volume.

The Series

Greece is presented in this volume. The series' other
publications are the following:

Volume 1: Liberalizing Foreign Trade. The Experience of
Argentina, Chile and Uruguay

Volume 2: Liberalizing Foreign Trade. The Experience of Korea,
the Philippines, and Singapore

Volume 3: Liberalizing Foreign Trade. The Experience of Israel
and Yugoslavia

Volume 4: Liberalizing Foreign Trade. The Experience of Brazil,
Colombia, and Peru

Volume 5: Liberalizing Foreign Trade. The Experience of
Indonesia, Pakistan, and Sri Lanka

Volume 6: Liberalizing Foreign Trade. The Experience of New
Zealand, Spain, and Turkey

Volume 7: Liberalizing Foreign Trade. Lessons of Experience in
the Developing World
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CHAPTER 1

GREECE AND TRADE LIBERALIZATION

This is a study of the adoption of liberalized trade policies in
Greece in the post-World War II era. The main topics examined are the
nature and scope of liberalization, economic and political conditions in
Greece that affected liberalization, and the performance of the economy
after the two major shifts to liberalization. This chapter discusses the
broad political and economic contexts of liberalization.

Historical Overview

The modern Greek state was established in 1829, when Greece was
formally recognized by the governments of the major European countries as
an independent nation following its war of independence against Turkey.
Prior to that, the regions that constituted the new state had been a part
of the Ottoman Empire since the fifteenth century.

Important national events in this century were the Balkan war of
1912-13, participation in World War I on the side of the Allies, defeat
during another war with Turkey in 1922, the war with Italy and Germany in
1940-41, foreign occupation from 1941 to 1944, the first civil war from
December 1944 to January 1945, and the second civil war of 1946-49.

Following the Balkan wars, the total land area, domestic
resources, and population of Greece increased considerably. The subsequent
defeat in 1922 led to an influx of almost 1,250,000 refugees from Asia
M4inor. The refugees increased Greece's population by more than 20 percent,
and sustaining them was initially extremely difficult.

Greece did surprisingly well in 1940-41 against the Italian army
before being forced to capitulate to the Germans. During most of the
fighting, Greece's fiscal, monetary, and balance of payments situation
remained sound, and price stability was preserved almost until the Nazi
occupation. That occupation (April 1941-October 1944) was one of heavy
human loss (from starvation, disease, and executions arising from the
strong Greek resistance movement' and widespread physical destruction.
According to one contemporary estimate, total national income in real terms
in 1941 fell to one third the 1939 level (see Bank of Greece 1978, pp.
176-187 and 196-214).

The first civil war began with a communist uprising two months
after Greece's liberation from the Germans late in 1944. Although it
lasted little more than a month, the first civil war was bloody and
destructive, and caused considerable delay in the reconstruction of the
country. The existing Greek government, assisted by British forces,
crushed the uprisilng. The second, and much longer, civil war was even more
destructive. However, the government did succeed in financing its military
operations, the rehousing and rehabilitation of war victims, and
reconstruction of the economy, partly with assistance from the United
States.
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In 1974 Turkey landed troops on Cyprus following an attempt by
certain Greek factions on the island, assisted by the military government
of Greece, to overthrow the Cypriot leader Archbishop Makarios, who was
himself of Greek descent. Greek and Turkish forces clashed on Cyprus, and
open war between the two countries appeared imminent. The Greek government
ordered a general mobilization that lasted for months, causing considerable
disruption of the economy. In addition, Greece assisted Cyprus financially
for several years while keeping her own armed forces in a high state of
readiness.

Political Overview

Political instability was characteristic of Greece during the
period between the two World Wars. This instability firnally led, in 1936,
to adoption of a fascist-type dictatorship, with General Ioannis Metaxas as
prime minister and King George II as titular head of state. That
government lasted until the German occupation. Political instability was
also rampant from 1944 to 1952, a period during which Greece had a dozen
prime ministers (including those of caretaker governments). Some prime
ministers stayed in office for only a few weeks, the others for only a few
months. In contrast, the period 1952-61 was one of pclitical stability
provided by two conservative governments. The first, which lasted from
1952 to 1955, was presided over by Marshall Alexandros Papagos. The second
lasted from 1955 to 1961 and was led by Konstantinos Karamanlis, founder off
the National Radical Union (ERE) party. Of the governments formed between
1961 and 1967, the one that lasted longest (1963-65) was the centrist
government of George Papandreou.

In April 1967 the parliamentary government was overthrown by a
military coup d'6tat. King Constantine unsuccessfully attempted to topple
the military regime at the end of the year and then fled the country.
Greece remained nominally a kingdom until 1969, when the monarchical system
was abolished following a public referendum.1 The prime minister of the
military government, George Papadopoulos, became president of the republic
and later appointed a civilian, Spyros Markezinis, as prime minister. In
1973 Papadopoulos was overthrown by other military strongmen.2 Their
government lasted only until the next year, when the dispute over Cyprus
erupted. In that frantic period the military government collapsed, and
Karamanlis (who had been living in self-exile in Paris) once again became
prime minister. Karamanlis stayed in that post until 1980, when the
parliament elected him president of the republic. His party remained in
power until October 1981. At that time the Panhellenic Socialist Movement
(PASOC) won election and formed a government headed by Andreas Papandreou,3

who was re-elected prime minister in June 1985.

Overview of Trade Policies

In the nineteenth century Greece had followed a liberal trade
policy. Tariffs were imposed on imports mainly for revenue purposes, and
tariff rates were low. After the influx of war refugees in 1922, the small
domestic manufacturing sector received a major boost from the sudden
increases in domestic demand, population, work force, and range of employee



skills (Charitakis 1929, pp. 146-150 and pp. 170-172; Bank of Greece 1978,
pp. 14-21). Strong tariff protection, adopted in 1923, encouraged the
establishment of many new manufacturing plants, some of which produced
nontraditional goods (e.g., rubber articles, electric bulbs, and man-made
fibers). Almost a quarter of the refugees found work in manufacturing.

Tobacco, cotton, and raisins, Greece's major export products,
began to encounter difficulties in foreign markets after the start of the
Depression in 1929, and the domestic manufacturing sector began to feel the
pressure of growing foreign competition. Greece increased its import
restrictions in 1931 and signed nineteen bilateral trade agreements with
other countries between 1931 and 1938. Domestic manufacturing production
began to expand in 1933 and continued growing until 1939 (Bank of Greece
1978, p. 143). The Metaxas dictatorship promoted protectionism partly on
grounds that world conditions required Greece to be as self-sufficient as
possible and intensified state intervention in international trade of
domestically produced agricultural, mining, and manufactured goods. The
trade regime became even more restrictive after the start of World War II
in 1939. Late in 1940, for example, the government created a 'purchasing
office" and gave it sole authority to import foreign goods needed by the
country. During the subsequent foreign occupation Greece had no way of
acquiring foreign exchange and could not engage in trade except through
bilateral agreements with Germany and Italy on very disadvantageous terms.

In the period 1944-52 the need to import fuels, materials, and
equipment to reconstruct Greece's economy and allow it to satisfy growing
consumption needs was the main cause of growing trade deficits. The Greek
economy during this period was heavily dependent upon foreign assistance,
which was provided at first by the British. Between 1945 and 1947
assistance to Greece came mostly from the United Nations Relief and
Rehabilitation Administration. During the rest of the 1940s the main
source of aid was the United States. Greece's general trade policy was
protectionist during this period, with quantitative restrictions (QRs),
foreign exchange controls, foreign exchange certificates, special import
levies, and direct and indirect export subsidies being the most common
forms of intervention.

Following a successful effort in 1951-52 by the socialist
government of General Plasticas to fight inflation and reduce budget and
trade deficits as foreign aid from the United States was phased out, the
Papagos government took bold steps in 1953 to reform Greece's economy. The
main components of reform were a drastic devaluation of the currency and
the abolition of most QRs. Brief regressions to protectionism then
occurred sporadically until the Karamanlis government made Greece an
associate member of the European Economic Community (EEC) in 1961.
Greece's cooperation with the EEC was disrupted during the 1969-74 period
of military rule, but was restored after the return of Karamanlis as prime
minister in the latter year.

The Karamanlis government then applied for fuil membership in the
EEC, which eventually became a reality in 1981. Andreas Papandreou, who
was elected prime minister that same year, had taken a strong stand against
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Greek membership in the EEC but has shown no signs of withdrawing Greece
from the Community. Figure 1.1 presents an Index of Liberalization for the
1950-82 period.

Major Characteristics of the Greek Economy

In 1950 Greece was a poor and largely agricultural country
struggling to recover from the effects of the conflicts that had raged from
1940 to 1949. Urgent tasks included improvement of the country's badly
damaged infrastructure, the rehabilitation of the social fabric, and
modernization and expansion of the economy. By the 1980s, Greece's
industrial sector had grown substantially, the public sector had expanded,
the Greek commercial fleet had become one of the world's largest, tourism
had grown a great deal, and per capita real income between 1951 and 1981
had increased by nearly 400 percent.

Population and Labor Force

Population growth in Greece during the postwar years has been slow
(see Table 1.1). Rising death rates and declining birth rates caused
average annual natural growth to drop from 96,400 in the 1950s to 86,500 in
the 1960s and 64,800 in the 1970s.4 Mortality increased chiefly because
of the aging of the population (see Table 1.2), while the drop in birth
rates can be attributed to the deaths of thousands of young Greeks during
the wartime period 1940-49, the emigration of many men and women in their
twenties, urbanization, and an increase in female participation in the
urban labor force. The introduction of more reliable methods of birth
control helped to create a change in social attitudes about the
desirability of large families. Permanent emigration from Greece was
substantial in the 1950s, reached very high levels in the 1960s, and then
started decreasing in the 1970s (see Table 1.3). Temporary emigration
showed a continuous increase until 1976.5 Repatriation was much lower than
permanent emigration until 1973 but exceeded permanent emigration during
the period 1974-76.

Considerable improvement in living conditions and job
opportunities in the late 1960s and early 1970s made permanent emigration
less attractive and repatriation more appealing than before, as did the
collapse of military rule, which induced many Greeks who had gone abroad
for political reasons to return. The recession which hit Western Europe
after 1973 also caused many Greek emigrants who had lost their jobs to move
back to their homeland. Temporary emigration increased, however, as more
Greek students attended foreign schools and Greek technical firms in the
Middle East and Africa expanded their operations.

When labor was abundant in Greece in the 1950s and early 1960s,
emigration acted as a safety valve, preventing unemployment from becoming
an important social issue.6 In the late 1960s and early 1970s, however,
emigration was one of the causes of labor shortages. Since most of the
emigrants came from rural areas, one can surmise that they had mostly
farming backgrounds. While abroad, and after repatriation, however, they
worked almost exclusively in the secondary (industrial) and tertiary
(services) sectors.
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Table 1.1 Population Characteristics of Greece, 1951-1981
(thousands, except where noted)

Type of Population 1951 1961 1971 1981

Total Population 7,632.8 8,388.6 8,768.6 9,740.4
Average Annual Growth (Z) -- 0.95 0.44 1.10

Urban Populationa 2,807.9 3,628.1 4,667.5 5,659.1
Percent of Total Population 36.8 43.3 53.2 58.1
Average Annual Growth (Z) -- 2.60 2.55 1.95

Semi-Urban Populationb 1,187.3 1,065.9 1,019.4 1,125.5
Percent of Total Population 15.6 12.9 11.7 11.6
Average Annual Growth (Z) -- -0.89 -0.60 -1.00

Rural Populationc 3,637.5 3,674.6 3,081.7 2,955.7
Percent of Total Population 47.6 43.9 35.1 30.3
Average Annual Growth -- 0.10 -1.74 -0.42

-- = not applicable.
a Urban population is population in cities and towns with 10,000

inhabitants or more.
b Semi-urban Population is population in municipalities or communes with

2,000 to 9,999 inhabitants.
c Rural population is population of communes with less than 2,000

inhabitants.

Sources: NSSG, Statistical Yearbook of Greece (1958, 1966, 1979, 1982).

Table 1.2 Total Population and Economically Active Population by Age Group
(percent)

Age Group
Year 0-19 20-44 45-54 55-64 65 and over

Total Population
1951 38.9 36.9 10.2 6.7 6.7
1961 34.0 37.3 11.6 8.8 8.2
1971 33.0 34.9 10.8 10.5 10.9
1981 31.1 33.3 13.7 9.2 12.7

Economically Active Population
1951 16.8 55.1 14.5 8.2 5.4
1961 13.4 55.1 16.8 10.3 4.6
1971 9.7 54.8 17.1 13.2 5.2
1981 6.9 54.9 22.3 10.9 5.0

Source: NSSG, Statistical Yearbook of Greece (various issues).



By 1981, almost six tenths of the population of Greece lived in
urban areas. The Greater Athens area had more than 30 percent of the
country's population, while Thessaloniki (the second largest city) had more
than 10 percent. Rural and semi-rural areas, on the other hand, had
experienced an absolute population decline (see Kottis 1986, pp. 4-6).

The economically active segment of Greece's population increased
in the 1950s but decreased in later decades (see Table 1.4). In the 1960s
the total labor force decreased in absolute terms, but it then grew slowly
in the 1970s. The factors responsible for these trends were the heavy
emigration of the 1960s, the aging of the population, rising enrollment
(especially among females) in high schools and universities (Kottis 1986,
pp. 6-13), and the low and decreasing rate of female labor force
participation. The structure of the labor force (see Table 1.2) has
changed over time, mainly in age groups 0-19, 45-54, and 55-64. A large
decrease in the first group's share of the work force reflects its
declining share of the total population and the expansion in school
enrollment. The increase in the 45-54 and 55-64 classifications is mainly
the result of the aging of the population as a whole. The educational
level of labor as a whole has risen substantially (see Table 1.5).

Despite the growing number of females taking urban jobs in Greece,
the female labor force participation rate is the lowest among the EEC
countries. The percentage of employed females over 15 dropped from 35.5
percent in 1961 to 25.9 percent in 1971 and 24.7 percent in 1981. A recent
study by Petraki-Kottis showed that females have lost more jobs in
agriculture than they have gained in nonagricultural sectors (Petraki-
Kottis 1986a). Male workers, on the other hand, have gained more jobs in
nonagricultural sectors than they lost in agriculture.

Despite Greece's rapid industrialization in the 1960s and 1970s,
the percentage of workers engaged in manufacturing did not increase much
(see Table 1.6). Shifts in the occupational structure were much smaller
than shifts in the contribution of different sectors to GDP. This
difference can be attributed mainly to different rates of productivity
growth in the various sectors.

Unionization may have accounted for part of the difference. In
the large manufacturing and the public (or publicly controlled) sectors,
labor unionism is strong. It is weaker in manufacturing and service
industries dominated by small establishments, and nonexistent in other
categories (farm workers, loggers, herdsmen, etc.). Prior to 1976, less
than 40 percent of all wage earners in Greece were unionized (Fakiolas
1978, p. 128). After the restoration of civilian rule in 1974, however,
unionism was encouraged, and was strengthened even more by the 1981
election, since Papandreou was a strong advocate of labor's interests.
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Table 1.3 Emigration and Repatriation -- Annual Average for Various
Periods, 1955-1977

Population Movement 1955-60 1961-65 1966-70 1971-75 1976-77

Emigration

Permanent 52,815 93,140 72,919 35,489 18,442
Temporary 20,432 39,078 64,616 81,206 75,254
Total 73,247 132,217 137,535 116,695 93,697

Repatriation n.a. n.a. 1 9,89 3a 26,641 22,320

Annual Average Emigration
and Repatriation as Percentage
of Economically Active Populationb

Permanent Emigration 1.45 2.6 2.25 1.1 0.5
Temporary Emigration 0.56 0.54 2.0 2.5 2.12
Total Emigration 2.01 3.14 4.25 3.6 2.62
Repatriation n.a. n.a. 0.6 0.82 0.63

n.a. = not available.
a 1968-70.

b Averages for 1955-60 and 1961-65 estimated on basis of economically active
population for 1961; averages for 1966-70 and 1971-75 from economically
active population for 1971; average for 1976-77, from economically active
population for 1981.

Source: NSSG, Statistical Yearbook of Greece (various issues).

Table 1.4 Economically Active Population, 1951-1981

Economically Active Percentage Total Growth per Decade
Population as Economically

Percentage of Total Active Total
Year Population Period Population Population

1951 37.2 1951-1961 28.0 9.9
1961 43.4 1961-1971 -11.1 4.5
1971 36.9 1971-1981 9.1 11.1
1981 36.2 -- -- --

-- = not applicable.

Source: NSSG, Statistical Yearbook of Greece, various issues.



- 9 -

Table 1.5 Total Economically Active Population, by Level of Education,
Selected Years, 1961-1982

(percent)

Education Level 1961 1971 1982

With higher education 2.9 4.9 8.8

With secondary education 7.9 11.6 18.3

With primary education 47.0 53.1 57.6

Did not finish
primary education 41.9 27.9 11.9

No declared
educational level 0.3 2.5 3.4

Sources: NSSG, Population and Housing Census (1961 and 1971); Labor Force
Survey (1982).

Real gross wages paid by employers (including social security
payments) increased by more than two and a half times from 1962 to 1981,
while salaries rose by more than 1.8 times (see Table 1.7). Certain
benefits, such as paid annual leave, also became more liberal. Meanwhile,
differences in the average earnings of workers in different manufacturing
industries became a bit smaller with time, as did the difference between
manufacturing wages and retail trade wages. Sex differentials in minimum
salaries and wages were abolished by law in 1975 and 1978, respectively.
However, female/male differentials in average earnings still exist due to
the lower proportion of working females holding managerial positions and
because of a certain amount of pay discrimination against females holding
jobs that pay more than the minimum wage (Petraki-Kottis 1986b).

Except for agricultural laborers and persons employed by the
central government and local authorities, Greek workers are insured against
unemployment. Seamen and printing industry personnel are insured by their
own insurance organizations, while all others entitled to unemployment
insurance are covered by the Organization for the Employment of the Labor
Force (OAED), established in 1954. To qualify for OAED unemployment
benefits, a worker must be at least 15 years old and have made
contributions to the unemployment fund while employed for at least 125 days
during the previous 14 months, in which case the worker is eligible to
receive unemployment compensation for up to three months equal to 40
percent of wages or 50 percent of salary. The duration of benefits
increases to five months if the unemployed person worked a minimum of 180
days.
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Table 1.6 Occupational Structure of Economically Active Population
(percent)

Sector 1951 1961 1971 1981

Agriculture, Forestry, etc. 48.1 53.9 40.6 27.4

Mining, Quarrying 0.5 0.6 0.7 0.6

Manufacturing 15.9 13.4 16.4 18.7

Construction and Public Works 2.6 4.6 7.7 9.2

Electricity, Gas, Water 0.4 0.6 0.8 0.7

Servicesa 26.3 23.6 30.9 38.3

Activity not Declared
or Specified 6.2 3.3 2.8 4 .8b

a Includes government workers and career military officers, but not military
draftees.

b Includes young persons who had not found employment.

Source: NSSG, Statistical Yearbook of Greece (various issues).

Table 1.7 Index of Gross Real Wages and Salaries in Manufacturinga
(1970 = 100)

Wages and Salaries 1962 1971 1981

Index of Gross Real Wages
Paid by Employersa 60.5 102.9 153.1
Received by workers 59.7 104.3 153.1

Index of Gross Real Salaries
Paid by Employersb 67.3 102.4 123.5
Received by Employees 66.5 104.0 138.7

Social Security Contributions
Paid by Employers (percentage
of nominal wage or salary) 16.0 17.0 18.8
Paid by Labor (percentage of
net wage or salary) 8.5 9.5 10.2

a Nominal wages and salaries deflated by wholesale price index or consumer
price index (large-scale industry only).

b Includes social security contributions paid by employers and workers.

Source: Estimates from data of the National Social Security Organization
(IKA).
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Growth of the Economy

One of the most noteworthy characteristics of the Greek economy
between 1951 and 1981 was its fast growth. Real gross national income
(GNI) rose from 81.1 billion drachmas in 1951 to 146.2 billion drachmas in
1961, 286.1 billion in 1971, and 424.7 billion in 1981. Economic growth
was strong in the 1950s, accelerated in the 1960s, and slackened in the
1970s (see Table 1.8). Another notable characteristic of the economy was
expansion of the public sector, particularly after the mid-1970s. In 1955,
total public expenditures as a percentage of GDP were 19.7 percent; by 1984
they had risen to 47.1 percent.

The growth of the primary sector during the period 1951-81 was
much below the national average. The primary sector grew fastest in the
1950s, mainly due to the restoration of normal conditions in the
countryside. Big public investments in agricultural infrastructure
projects (mainly for irrigation), expansion of farm mechanization, the
introduction of new agricultural methods (see Bank of Greece 1978, pp.
375-378; 456-467; 496-500), and disguised unemployment in rural areas
forced many rural workers to emigrate either internally or abroad, and did
not immediately cause shortages of agricultural labor. But as disguised
unemployment in agriculture was phased out, and migration abroad or to
urban areas continued, labor shortages did begin to affect Greece's farms
(Pepelasis and Yotopoulos 1962).

Table 1.8 Gross Domestic Product (GDP) at Factor Cost, by Major Sector
(constant 1970 prices)

Primary Secondary Tertiary
GDP Sector Sector Sector

Year Total Total Total Total
Percentage Percentage Percentage Percentage
Growth Growth Growth Growth
During During During During
Decade Decade Decade Decade

1961 78.6 61.2 142.6 65.8

1971 93.7 28.6 153.2 95.8

1981 49.4 21.6 45.5 61.6

Source: NSSG, National Accounts of Greece (various issues).

Empirical evidence supports the view that the postwar growth of
the Greek economy was strongly related to the investment rate, which for
most of the period 1951-81 was high (Baltas 1975). Investment rates (gross
asset formation and gross fixed asset formation) were highest in the period
1961-73 (Table 1.9), when Greek investment and savings rates were usually
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higher than average OECD rates. The public sector's share of total gross
fixed asset formation fluctuated during the period 1951-81, but the
fluctuations were not random ones (Table 1.10). The central government
accounted for a very large share during the early period when it was
investing heavily in infrastructure. Later, investment by public
corporations became the biggest component of public investment as the state
expanded (by means of these corporations) into industrial and other
activities.

Table 1.9 Gross Asset Formation (GAF)a and Gross Fixed Asset Formation
(GFAF) as Percentage of Gross Domestic Product (GDP)

(constant 1970 prices)

Period GAF/GDP GFAF/GDP

1951-60 19.4 17.5

1961-73 29.4 26.0

1974-82 26.5 21.7

1951-82 25.4 24.3

a Excludes overseas ships. Includes dwellings and other buildings, other
construction and works, transport equipment, other equipment, and changes
in stocks.

Source: Estimates made for this study on the basis of data from NSSG,
National Accounts (various issues).

Greece enacted a number of laws during the period to encourage
private investment and to influence its allocation. These laws had a
positive effect on the volume of investment, but their effects on sectoral
and geographic distribution, and on quality of investment were mixed (see
Patsouratis 1980; Manassakis 1978; Papadakis 1984). The public sector's
share of total investment increased in the 1960s and early 1970s. It then
decreased, and in 1981 became negative. Foreign assistance funds were very
important sources of investment during the period 1945-52, and the drastic
cut in aid in 1951-52 then caused a big reduction in the share of total
investment by external sources, even though there was a growing flow of
foreign private capital into the country (Roumeliotis 1977). The number of
multinational manufacturing firms with plants in Greece increased
considerably, but the multinationals' share of total manufacturing assets
in Greece decreased because of faster growth among domestically owned
firms. Firms with foreign ownership or participation were responsible,
however, for a disproportionately large percentage of total manufacturing
exports (Giannitsis 1982, p. 323; Vaitsos, Giannitsis and Petrakis 1982, p.
20).
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Table 1.10 Contribution of Public Sector to Gross Fixed Asset Formationa
(GFAF), Annual Average

Ratios 1951-80 1951-60 1961-70 1971-80 1981

Public Investment/
Total GFAF 28.8 29.4 30.4 26.7 26.7

Investment of Central
Government/Total GFAF 52.5 60.5 27.9 34.1 38.0

Investment of Public
Corporations
Total/GFAF 37.8 21.2 32.8 59.4 54.4

Investment of Local
Authorities and other
Public Entities/
Total GFAF 9.7 18.5 9.3 6.5 7.6

a Total Gross Fixed Asset Formation includes public and private investment.

Source: NSSG, National Accounts of Greece (various issues).

As a rule, Greek manufacturing firms are small. Only 0.6 percent
of all manufacturing firms in 1958, and 1.2 percent in 1978, employed 50 or
more people. In 1958 these firms accounted for 27.3 percent of
manufacturing employment and 44.1 percent of total installed horsepower; in
1978 they accounted for 39.9 percent of employment and 63.2 percent of
total horsepower.7 The overwhelming majority of Greek manufacturing firms
employ less than 20 people. On the whole, however, there has been a shift
toward larger firms in all sectors. The average age of manufacturing firms
decreased in the 1960s due to the establishment of many new firms, while in
the 1970s the average age started rising because the number of newly
created firms began decreasing absolutely and also as a percentage of pre-
existing firms.8

For most of the period 1952-73 annual price changes were
insignificant and, as a rule, lower than in most of Greece's trading
partners. Nominal interest rates prior to 1974 ranged from 5.5 to 10.5
percent, but have stayed at much higher levels since then because of higher
inflation rates. In the 1980s interest rates have ranged from 10.5 to 21.5
percent. Real interest rates were positive until the early 1970s, but
since then many have been negative all the time while other rates have been
negative most of the time.
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The External Sector

Following the 1944 Bretton Woods agreement, the Greek drachma was
pegged to the U.S. dollar, and exchange rates remained stable until a
substantial devaluation in 1953. After the 1953 devaluation the official
exchange rate remained virtually unchanged until 1974, when Greece adopted
a managed floating system in which the drachma was pegged to a weighted
group of currencies (the U.S. dollar and the currencies of the EEC
countries). In 1984 the drachma (slightly weighted) was included in the
European Currency Unit. Throughout the postwar period there was a growing
trade deficit and net capital inflow which, until the early 1950s, was
covered mostly with foreign aid, and subsequently largely by a fast-growing
surplus of invisibles transactions (Table 1.11) (see Bank of Greece 1978,
pp. 310-313 and 344-354).

Greece had halted payments on its foreign debts during World War
II and was only able to resume servicing its debt in the early 1960s.
Public external debt amounted to $1,652 million in 1973 and $5,828 million
in 1981 (Efstratoglou 1983).

Both exports and imports increased by more than twenty times
during the period 1951-81. Relative export growth was a bit faster than
import growth, but in absolute terms (in current U.S. dollars) exports grew
less than imports. Imports of food, raw materials, minerals, and semi-
processed goods decreased as a share of total imports, while the share of
imports of fuel and capital goods increased. Exports of food, raw
materials, minerals, and semi-processed goods accounted for a declining
share of all exports during the period, while fuel (mainly oil, discovered
in northern Greece in the early 1970s) and manufactured goods accounted for
an increasing share of exports.

Table 1.11 Greece's Balance of Payments Position. Selected Years
(millions of U.S. dollars)

Trade Balance of Balance on Net Capital Foreign
Year Balance Invisibles Current Inflow Exchange

Account Reserves

1951 -329.7 337.0 7.3 5.3 56.2
1956 -255.1 213.7 -41.4 43.9 190.1
1961 -330.6 281.1 -49.5 87.7 265.5
1966 -743.0 484.0 -259.0 260.1 276.6
1971 -1,320.4 976.2 -344.2 478.1 506.8
1976 -3,333.0 2,401.0 -932.0 929.3 1,029.0
1981 -6,696.5 4,288.9 -2,407.6 1,888.0 1,188.6

Sources: Bank of Greece (1982, Vol. II); and Monthly Statistical Bulletin
(various issues).
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FOOTNOTES TO CHAPTER 1

1. The results of the referendum were disputed strongly by most Greeks,
since the conditions under which it was conducted did not allow for
genuine freedom of expression.

2. The new Greek military government viewed Makarios as too independent
and believed that Papadopoulos had failed to protect the Greek
government's interests in Cyprus.

3. Papandreou, son of George Papandreou, is a Harvard-trained economist
who taught in American universities for many years.

4. The average annual number of live births per 1,000 persons
decreased from 19.4 in the 1950s to 18.0 in the 1960s and 15.8 in
the 1970s. The average annual number of deaths per 1,000 persons rose
from 7.2 in the 1950s to 7.9 in the 1960s and 8.7 in the 1970s. See
Population Census, National Statistical Service of Greece, Athens,
1951, 1961, 1971, 1981.

5. Data on emigration and repatriation after 1977 are not available,
since the Greek government stopped requiring travellers to declare
whether their departure or return was permanent.

6. According to one estimate, the annual numbers of emigrants as a
percentage of the annual increase in labor force during the period
1952-56 were: 1951, 12Z; 1953, 16Z; 1954, 33Z; 1955, 59Z; and 1956,
71Z. See Bank of Greece (1982, p. 220).

7. These estimates are based on data from the National Statistical
Service of Greece, Annual Census of Manufacturing, for the years
1958, 1963, 1969, 1973, and 1978.

8. Data from the "List of 100 Largest Industrial Firms," published
annually by the Federation of Hellenic Industries. These
estimates are consistent with previous findings of the author,
based on a questionnaire sent to 1,630 manufacturing firms. See
Kottis (1980, Chapters X and XI).
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CHAPTER 2

THE FIRST ATTEMPT AT LIBERALIZATION: THE REFORM OF 1953

Greece's first attempt to liberalize foreign trade occurred in
1953. The actions taken at that time were a clear departure from the
strongly protectionist practices of the earlier period.

Economic Conditions Prior to 1953

Despite the problems caused by World War II and the subsequent
civil wars, the Greek economy made substantial progress in the last half of
the 1940s.1 Substantial American aid, first under the Truman Doctrine and
subsequently under the Marshall Plan, helped repair the ravages of war
while also providing funds for investment and paying for imports of basic
goods, materials, and machinery. Up to 1951, in fact, foreign aid made up
for virtually all of the country's annual budget deficits. In the years
before 1953, aid funds exceeded by far Greece's annual earnings from
commodity exports (see Table 2.1) (Karavias 1964).

In fiscal year 1951-52 the United States substantially reduced its
aid to Greece and notified the Greek government that U.S. aid would be
reduced to zero within the next few years. The socialist government of
General Plastiras then felt compelled to take strong measures to lessen
Greece's dependence on external aid. To reduce the budget deficit for that
fiscal year, the government imposed special taxes on real estate owners, on
firms that borrowed from banks, and on high-income professionals. The
Greek government also reduced administrative costs, imposed a freeze on
government hiring, abolished certain subsidies to consumers that
effectively reduced the prices of certain basic goods, and suspended
payment of the usual Easter bonus to labor (a bonus equivalent to half a
month's salary). These measures considerably improved the budget
situation, and by 1953 the government's ordinary budget and total budget
deficits (the total budget includes public investment) had dropped sharply
as percentages of GNP (Table 2.2).

In 1952 the monetary authorities kept nominal interest rates on
borrowed money unchanged but tightened eligibility requirements and lowered
the interest rate paid on some types of bank deposits by two percentage
points. This generally made the granting of credit more difficult. Bank
deposits, which had dropped by nearly 25 percent the preceding year,
increased by almost 14 percent in 1952, but total bank lending rose by only
1.4 percent. Meanwhile, the inflation rate decreased drastically (see
Table 2.2).

In October 1952 the government imposed special levies ranging from
25 percent to 200 percent on many imported goods and created direct export
subsidies ranging from 15 to 50 percent percent for a smaller number of
goods. Imports then decreased, while exports increased (Table 2.3). The
balance on current account showed improvement, and foreign exchange
reserves grew.
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Table 2.1 Foreign Assistance from Marshall Plan and Mutual Security
Agency, 1949-1953

(millions of U.S. dollars)

Ratio of Ratio of
Foreign Foreign

Assistance Assistance
Foreign Trade to Commodity to Trade

Year Assistance Exports Balance Exports Balance

1949 212.8 83.4 -284.2 2.55 0.75

1950 263.6 85.1 -312.6 3.1 0.84

1951 206.8 101.9 -329.7 2.03 0.63

1952 182.0 114.3 -160.4 1.59 1.14

1953 81.2 134.1 -109.2 0.61 0.74

Source: Bank of Greece (1982), for exports and trade balance data;
Karavias (1964).

The Greek economy deteriorated somewhat in 1952, but not all of
the deterioration can be attributed to the austerity measures mentioned
above (see Table 2.4). Although real GDP growth dropped to zero in 1952,
this was partly due to a big drop in agricultural output caused by poor
growing weather and normal crop cycles. The subsequent drop in
agricultural incomes apparently had adverse effects on the demand for
products in nonagricultural sectors. Manufacturing output dropped in
absolute terms, and growth in mining and in the services sector slowed
down. There was also a drop in the real value of total gross fixed asset
formation, especially in the public sector, but gross investment in
manufacturing remained unchanged (Table 2.5). Because of lack of data, it
is not known whether employment was seriously affected by the austerity
measures.
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Table 2.2 Main Monetary and Fiscal Variables, 1951-1957

Year 1951 1952 1953 1954 1955 1956 1957

Change in Money Supply,
Ml (Z) 22.7 10.5 46.8 18.8 23.9 12.8 18.7

Change in Money Supply,
M3 (Z) 23.4 11.1 47.1 20.3 28.5 30.5 41.1

Change in CPI (Z) 12.6 5.1 9.2 15.0 5.7 3.7 2.3

Change in GDP Deflator (Z) 10.0 3.9 15.7 11.8 7.4 6.6 0.9

Change in Lending to
Primary Sector (Z) 46.6 16.6 -2.1 30.4 17.2 16.9 21.7

Change in Lending to Manu-
facturing and Mining
Sector (Z) 55.2 14.4 74.6 23.9 4.3 22.4 32.4

Change in Lending to
Commerce (Z) 18.2 -32.8 6.5 31.4 -0.3 58.9 22.9

Nominal Interest Rate on
Deposits (Z) 10.0 8.0 8.0 7.0 7.0 10.0 9.0

Nominal Interest Rate on
Lending to Industry (Z) 12.0 12.0 12.0 10.0 9.0 10.0 10.0

Ordinary Budget Deficit/
GNP (Z) 4.0 2.2 0.3 0 .9a 0 .1a 1.3 0.2a

Total Budget Deficit/
GNP (Z) n.a. 5.5 3.5 1.1 1.7 2.7 2.0

Total Budget Expenditures
(index, 1951/5 2=1 00)b 91.9 100.0 101.6 123.3 147.2 176.7 190.7

Ordinary Budget Expenditures
(1951/5 2=1 00)b 91.9 100.0 99.5 128.3 155.1 189.6 194.8

Government Investment
Expenditures (index)b n.a. 100.0 112.2 98.1 107.5 111.5 170.6

a surplus.
b Fiscal years 1950-51, 1951-52, 1952-53, 1953-54, 1954-55.

Source: Bank of Greece (1982).
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Table 2.3 The External Sector, 1951-1957

Category 1951 1952 1953 1954 1955 1956 1957

Imports of Goods
(in million US$,
current prices) 431.6 274.7 243.3 328.4 364.2 464.7 508.3

Exports of Goods
(in million US$) 101.9 114.3 134.1 161.0 206.5 209.6 222.8

Exports/Imports Ratio (Z) 0.24 0.42 0.55 0.49 0.57 0.45 0.44

Import Penetration Ratio
(Z) n.a. 17.4 11.3 14.4 14.4 17.7 17.0

Terms of Trade (1970=100) 95.1 88.0 87.1 89.1 97.7 100.3 95.8

Official Exchange Rate
(drachmas/US$) 15 15 3 0a 30 30 30 30

Real Exchange Rateb 50 49.2 80.4 80.6 77.0 76.9 78.3
(index, 1975=100)

Foreign Exchange Reserves
(in million US$) 56.2 71.9 120.6 131.5 186.8 190.1 178.9

Trade Deficit
(in million US$) 329.7 160.4 109.2 167.4 157.7 255.1 285.5

Balance on Current Account
(in million US$) 7.3 18.6 41.4 -15.1 20.8 -41.4 -76.4

Net Capital Inflow
(in million US$) 5.3 6.8 14.8 30.9 33.8 43.9 65.4

n.a. = not available.
a After April 9, 1953.

b Official rate multiplied by (world price index/Greek CPI).

Source: Bank of Greece (1982).



- 20 -

Table 2.4 GDP Growth and Structure, 1951-1957

Sector 1951 1952 1953 1954 1955 1956 1957

Real GDP Growth (Z) 9.0 0.01 13.5 3.4 7.6 8.9 6.9

Agriculture 13.5 -5.6 25.9 -2.6 7.0 2.7 13.0
Mining 39.6 21.1 23.3 8.0 14.0 13.6 8.3
Manufacturing 6.3 -1.2 15.3 11.3 9.6 10.6 6.7
Energy 3.1 5.5 19.2 7.6 18.7 15.4 11.0
Construction -17.1 6.7 21.8 -0.1 10.4 17.7 -0.1
Services 9.2 2.9 4.8 4.9 5.3 10.4 2.8

GDP Share of Major Sectors (Z)

Primary Sector 29.2 27.4 30.6 28.9 28.9 27.3 29.1
Manufacturing Sector 11.5 11.4 11.6 12.5 12.8 13.0 13.1
Rest of Secondary Sector 6.9 7.3 7.9 7.8 8.2 8.8 8.7
Services 52.4 53.9 49.9 50.8 50.1 50.9 49.3

Source: NSSG, National Accounts (various issues).

Table 2.5 Investment, Capacity Utilization, and Profitability, 1951-1957

Category 1951 1952 1953 1954 1955 1956 1957

Fixed Asset Formation
(in billion drachmas,
1970 prices) 15.1 14.0 14.25 14.4 16.0 19.4 19.1

Gross Investment in
Manufacturing (in billion
drachmas, 1970 prices) 3.2 3.2 2.0 1.8 1.9 2.4 2.8

Capacity Utilization in
Manufacturing (Z)a 51.0 46.8 53.2 58.9 63.7 68.7 70.2

Profitability of Net
Capital Invested in the
Non-Agricultural Private
Sector (Z) (excludes
dwellings)b n.a. n.a. n.a. 10.3 12.2 13.4 13.1

n.a. = not available.
a Estimated from data on capital stock and production in the manufacturing
sector.

b Ratio of business profits to fixed plus circulating capital.

Sources: For investment and capital utilization: NSSG, National Accounts of
Greece (various issues); for profitability: Pavlopoulos (1986).



- 21 -

Trade Policies before the 1953 Reform

On the eve of trade reform in 1953, the main measures being used
to promote exports and curb imports, and therefore to encourage
industrialization while preventing rapid growth of the trade deficit, were

(a) Tariffs: The tariff structure which had been established in
1923 in Greece remained in effect. The following are
estimates of average tariffs and excise taxes, based on 93
major categories of goods.2

Table 2.6 Duties and Excise Taxes, 1953

Import Groups Average Tariff Average Excise Tax
(percent) (percent)

Consumer products 35.6 18.4
Intermediate products 25.8 13.7
Capital products 16.1 11.7

Note: The average tariff for all categories was 29.8 percent. The average
excise tax was 13.6 percent. The average luxury tax was 3.7
percent.

Source: Greek Ministry of Finance.

(b) Special Import Levies: Special levies on imports were
imposed on various goods in the early postwar period, were
abolished in 1948, and then in October 1952 were again
imposed on many goods.3 The rates of special import levies,
which were imposed on a total of 62 categories of goods,
ranged from 25 to 150 percent of c.i.f. price. Below are
shown our estimates of the average levy on various types of
goods and the standard deviations.

Table 2.7 Special Levies on Imports, 1953

Import Groups Number of Average
Goods in Levy Standard
Category (percent) Deviation

Consumer goods 6 141.6 47.7
Intermediate goods 5 90 51.7
Capital goods 51 95 49.5
Agricultural products 35 105.7 41.8
Mining products 20 95 51.7
Manufacturing products 7 78.5 54.7

Note: Average levy (simple, unweighted) for 62 categories was 99.2
percent. Standard deviation was 49.85.

Source: Author's estimates based on data in Government Gazette, Section B,
October 22, 1952.
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(c) Foreign Exchange Rates: In the years preceding 1953, Greece
made use of multiple exchange rates. The official exchange
rate of the drachma to the American dollar fluctuated as
follows (rates are expressed in "new" drachmas, which
replaced "old" drachmas at a rate of 1,000 to 1 in 1954):
November 30, 1944 -- 0.15 drachmas; June 6, 1945 -- 0.50
drachmas; September 21, 1949 -- 15.00 drachmas. (The 1949
change was the result of an unofficial devaluation resulting
from an increase in the price of foreign exchange
certificates). The September 1949 rate remained constant up
to the eve of trade reform.

(d) Foreign Exchange Certificate (FECs): These were introduced
in October 1947 to assist exports and discourage imports.
The Bank of Greece gave exporters certificates for foreign
exchange traded for drachmas. These certificates were
tradeable on the Athens Stock Exchange. Importers needing
foreign currency could buy it from the Bank of Greece at its
official price but were required to exchange FECs of an equal
amount for the currency. FECs were also used for other
transactions involving the buying or selling of foreign
currencies.4 In September 1949 the Bank raised the price of
FECs by 10 new drachmas to the dollar and made similar
arrangements for other currencies. This constituted an
unofficial devaluation, since officially the U.S. dollar was
equivalent to 15 drachmas. Exporters of wine, mining
products, and few other products were allowed to keep part of
their foreign exchange receipts. FECs were abolished in June
1951 (Bank of Greece 1978, pp. 329-31).

(e) Quantitative Restrictions and Import Licensing: All of
Greece's imports were subject to licensing prior to 1953.
QRs were mainly applied to imports of machinery also produced
domestically and to imports of consumer goods that were not
needed to satisfy "basic needs" of the population. Such
goods were specified by a Council of Foreign Trade.

(f) Bilateral Trade Agreements: The Greek government signed
several bilateral trade agreements with other countries after
World War II. In 1953 Greece had such trade agreements with
several socialist countries as well as Brazil, Egypt,
Finland, and Israel. After the unofficial devaluation of
1949, Greece virtually suspended private bilateral trade but
reintroduced it in 1950 in revised form (i.e., exporters were
allowed to keep part of the foreign exchange earned from
exports). Bilateral trade expanded in 1952, when it
accounted for 2.1 percent of imports and 5.1 percent of
exports.

(g) Direct Export Subsidies: Introduced after World War II for
some goods, these subsidies were abolished in 1949 following
that year's unofficial devaluation on grounds that
devaluation alone would be adequate in promoting exports.
But direct export subsidies were reinstated in 1950 for
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certain agricultural exports and in October 1952 were
expanded to cover a total of 35 categories of products and
were used together with special import levies to reduce the
trade deficit. The rate of subsidy ranged from 15 to 50
percent of the f.o.b. price. Below are shown our estimates
of average subsidy rates and standard deviation for various
goods categories affected by this measure.

Table 2.8 Direct Export Subsidies

Number of Subsidy Rate Standard
Export Groups Goods in Category (percent) Deviation

Consumer products 15 31.6 9.2
Intermediate products 15 44.0 8.3
Capital products 5 44.0 5.5
Agricultural products 6 24.1 6.6
Mining products 15 44.0 8.3
Manufacturing products 14 39.8 7.3

Note: Average subsidy for 35 categories was 23.8 percent. Standard
deviation was 10.2.

Source: Author's estimates based on data in Government Gazette, Section B,
October 20, 1952.

(h) Indirect Export Incentives: Indirect export incentives, which
had been used before World War II, increased in number and
coverage after the war. In addition to incentives aimed
specifically at promoting exports, there were also incentives
for promoting industrialization, regional development, or
other objectives. The indirect incentives as of 1952
included: (i) temporary exemption or refund of import duties
and other taxes on imported raw materials, fuel, and packaging
materials used to produce exports; (ii) exemption from the
turnover tax on revenue from goods exported directly by
producers or exported indirectly through prior sale to
domestic firms which subsequently exported them; (iii)
refunding of turnover tax paid on domestic manufactured and
handicrafts products used in the production of exports; (iv)
easier bank credit terms and lower interest rates for export
trade than for import and domestic trade; (v) a reduction in
the fees required by the Piraeus Port Authority if exports
were being shipped; (vi) easier customs procedures for
exports.
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The Nature of the Liberalization Reform of 1953

Despite the improvement in the trade balance and an increase in
foreign exchange reserves after the war, Greece remained dependent on
foreign aid in the early 1950s. Such aid in 1952 was 1.6 times the value
of Greece's total commodity exports (Table 2.1). Without that aid, foreign
exchange reserves would have been negative (Table 2.3). Given the prospect
of serious balance of payments difficulties as foreign aid was phased out,
one might have expected the government to maintain a policy of
protectionism. Instead, the conservative government of Marshall Papagos
decided to move quickly toward a policy of trade liberalization and
announced immediate implementation of the following measures:

- Devaluation of the currency from 15 drachmas to the U.S. dollar
to 30 drachmas to the dollar and an end to multiple exchange rates.

- Abolition of special levies on imports and direct export
subsidies. Regular tariffs and excise taxes, however, were preserved.

- Elimination of licensing and quantitative restrictions on most
imports. Imports of certain luxury goods or materials not produced
domestically (included in the government's so-called Table A) still had to
be licensed, as did 42 types of goods (mainly capital and intermediate
goods) produced domestically (and listed in a so-called Table B) (Bank of
Greece 1978, pp. 329-331). Imports of goods in the second category would
only be licensed when domestic production was insufficient to satisfy
domestic demand.5

The International Monetary Fund approved the new exchange rate
because of the success of Greece's stabilization program. Devaluation was
the most important part of the general policy of economic reform and
monetary stabilization, and it had no resemblance to previous changes in
exchange rates, which were usually adjustments of the official rate to the
free market rate or to rate adjustments made by other countries.

The government said that its goal was the restoration of normal
economic conditions through better functioning of markets. In short,
reform was intended to bring about a "modernization" of the Greek economy
and to promote economic development. The government believed that it had
created the necessary preconditions for the success of reform and was
planning to take measures to achieve monetary and general stability so that
the reform would have a lasting effect on the economy instead of the
temporary relief of previous devaluations.

Political Conditions and Public Reaction

Although the devaluation had the approval of the IMF and the U.S.
government, it is not known whether any pressure was exerted by the IMF or
United States on the Greek government to liberalize its trade policies.
Prime Minister Papagos was a strong and respected man who had the backing
of the King and the United States, while Spyros Markezinis, the Minister of
Coordination who was the mastermind behind the change, had a reputation for
dynamism and determination. The government's decision seemed to reflect a
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shift made possible by the termination of the abnormal conditions of the
1940s. There is no evidence that a division existed within the Greek
government concerning the new policy, whose implementation was entrusted to
the Ministries of Coordination and Commerce. Furthermore, there was no
debate in parliament or any other discussion with opposition parties prior
to announcement of the liberalization measures. The political balance of
power was such that the government could afford to pursue its policy
without much concern about opposing opinions. The Communist party, which
might have raised serious objections to liberalization, was outlawed
because of the civil war, and pro-Communist voters were supporting a legal
left-wing party, the Union of the Democratic Left (EDA). EDA and smaller
left-center parties criticized the devaluation as being excessive, and as
bound to raise living costs and to generate unfair gains for gold hoarders,
since the price of gold increased after announcement of the devaluation.
The criticisms of non-Leftist parties were mild. Newspapers of the period
show that the Association of Hellenic Industries, the Athens Chamber of
Commerce and Industry, the Confederation of Professions and Small-Scale
Industries, and other associations and labor unions praised the new
measures and pledged to support the government. Less than a week after
announcement of the new policy, discussion of it disappeared from the
headlines.

Appropriateness of the Timing of Reform

Was the 1953 reform correctly timed? The answer is a qualified
yes. The economy was still underdeveloped and partly dependent on foreign
assistance, but domestic developments had created conditions favorable for
reform: the termination of civil war, the restoration of political
stability, the suppression of inflationary pressures,the elimination of
ordinary budget deficits and the decrease in total budget deficits, and
improvements in the balance of payments.

The 1953 reform was also assisted by favorable international
developments, including the economic recovery of other Western European
countries and an increase in their demand for Greek exports, an end to
increases in the prices of many basic commodities following the truce in
the Korean War, and the international trend toward freer trade encouraged
by the General Agreement on Tariffs and Trade (GATT), the Organization for
European Economic Cooperation, and other agencies.

Measures to Moderate the Impact of Devaluation

To prevent the prices of basic consumer goods from rising abruptly
as a result of devaluation, the authorities instituted several temporary
measures. A large portion of the government's stocks of basic commodities
was liquidated at prices less than market level under the new foreign
exchange parity. The government subsidized imports of certain foodstuffs
and raw materials while export levies were imposed on a few agricultural
products widely consumed domestically (olive oil, rice, etc.) to discourage
exports and to prevent their prices from rising to world price levels. The
U.S. government was asked to supply $35 million in basic foodstuffs. And
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price controls were intensified to prevent artificial scarcities (through
concealment of goods) and "profiteering."

To prevent windfall gains on payments for exports made before
devaluation, export profits caused by the devaluation became payable to the
government. (Exporters of agricultural goods, however, were allowed to
keep half of the extra profits.) The ban on gold transactions, introduced
many years earlier to discourage gold hoarding, was maintained. However,
loan agreements containing clauses requiring borrowers to repay the loans
in dollars (or some other currency) became acceptable to the government.
Also, previous loan agreements in gold, or in drachmas with a gold clause,
became acceptable to the government. Also, previous loan agreements in
gold, or in drachmas with a gold clause, became legal if declared to the
government before the end of April.6

A few days after the reform was announced, the Currency Committee,
in effect, raised the ceilings on credit allowed to exporters by 50
percent.7 The ceilings themselves were not changed, but goods considered
essential to the economy were transferred into categories with higher
credit ceilings. In addition, the amount of money available for credit in
domestic commerce was increased.

Existing controls on foreign exchange transactions, and a
prohibition on the export of Greek capital, were preserved. Meanwhile,
inflows of foreign capital were encouraged through Legislative Decree 2687.
The decree provided that the fiscal regime in effect at the time of capital
importation would remain effective for up to ten years. The decree also
reduced (or in some cases eliminated) duties and other import taxes on
imported machinery, accessories, parts, and tools, established a
constitutional guarantee against expropriation, and guaranteed that foreign
earnings and capital could be repatriated. Domestic investments of capital
owned by Greeks abroad, and transfer to the Greek shipping registry of
Greek-owned ships of over 1,500 tons, were treated as importation of
foreign capital. Short-term private borrowing from abroad was not allowed,
except for commercial credits granted to buyers of certain foreign
products.

Implementation of the Reform

The Greek authorities did not replace QRs and licensing with
higher tariffs. Furthermore, they eliminated special levies on imports.
The size of the devaluation was apparently considered sufficient
compensation for Greek producers.

The new policies were implemented until 1955, when tariffs on
textiles were raised after domestic textile producers sought protection. A
year later the government required advance import deposits on about 90
imported products, and importers were required to deposit interest-free at
the Bank of Greece an amount equal to either 50 or 70 percent of the c.i.f.
value of the import. Ten imported items for which no deposit was required
were put in another category, and another 93 items not produced
domestically were placed in a fourth category. In 1958 the advance deposit
requirements were broadened and increased. Appendix Table A.1 shows the
number of goods placed in the four categories.
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The increase in textile tariffs and the introduction of advance
import deposits were, of course, a partial reversal of the policy of trade
liberalization, but permission to import with the help of credit from
foreign suppliers made it easier to import other foreign products. What
was the overall effect on liberalization? Since tariffs on other goods did
not increase, and since protection of some domestic goods with import
deposits was much weaker than the protection provided before 1953 for many
more goods by means of QRs, licensing, and import levies, the partial
regression into protectionism in 1955-58 can be characterized as fairly
small.

With regard to exports, the devaluation was more than adequate
compensation for the direct export subsidies previously applicable on some
goods, which had ranged from 15 to 50 percent. Greece's most important
exports (tobacco, cotton, raisins, etc.), however, were not eligible for
direct export subsidies before the 1953 reform. Devaluation thus
considerably increased their international competitiveness. From 1953 to
1955, exports increased faster than imports, but in absolute terms the
imports/exports gap increased. That was probably what caused the
government to introduce some indirect export incentives in 1954 and 1956.
The social security contributions paid by employers were reduced in 1954,
payroll taxes were abolished for producers of export products and packaging
materials used for exports, the exemption from import charges of materials
used for production of exports was extended to other types of charges, and
the period within which a firm could claim the exemption was extended. In
1955 the interest rate favoring export activities was abolished, but in
1956 it was reinstated. Export firms were also allowed to deduct up to 4
percent of total gross export revenues from taxable profits. This was
nominally to make up for expenses incurred in penetrating foreign markets,
but firms were not required to prove that the funds were in fact spent for
marketing activities.

The Increase in Trade Resulting from Liberalization

The value of Greece's imports and exports (measured in drachmas)
increased considerably after 1953. In terms of the dollar, the value of
imports dropped in 1953 (Table 2.9), but much less than it did in 1952
(36.4 percent). The 1953 decrease was due not only to the effect of
devaluation on the domestic prices of imports, but also to the
contractionary effects of stabilization policies still in effect in the
first quarter of 1953. In 1954 there was a big increase in the dollar
value of imports, but in subsequent years the increases fluctuated in size.
Import growth after 1953 was much faster than the growth of real GDP.
Fluctuations in the real exchange rate do not seem to explain the
fluctuation in the value of imports in 1953. No data exist for computing
effective exchange rates for imports for that period.

More than half of all imports consisted of intermediate goods,
crude oil, and investment goods (Table 2.10). Demand for such goods
usually reflects the level of domestic economic activity more than it
reflects changes in the prices of these goods. This probably helps to
explain the lack of correlation between changes in imports and changes in
the real exchange rate. After 1953 the share of consumer goods in total
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imports showed a distinct tendency to rise. This trend can be attributed
to a combination of factors, such as the increase in domestic prices which
gradually made imports more attractive and the rapid expansion in the range
of imported goods available in Greece after the liberalization of imports.

Table 2.9 Growth of Imports and Exports, and Openness of Greek Economy,
1953-1956

Category 1953 1954 1955 1956

Growth of Dollar Value of
Imports (Z) -11.40 35.00 10.90 27.60

Growth of Dollar Value of
Exports (Z) 17.30 20.00 28.30 1.50

Growth of Dollar Value of
Agricultural Exports (Z) -20.60 35.40 23.60 -0.04

Agricultural Exports as Z of
Total Commodity Exports 83.30 84.10 92.20 90.50

Share of Bilateral Imports (Z) 6.00 7.10 7.90 9.40

Share of Bilateral Exports (Z) 12.10 17.90 9.80 18.80

Openness of the Economy
(Exports + Imports of Goods
Divided by GDP, in Current Prices) 0.22 0.26 0.27 0.27

Growth of Real GDP (Z) 13.50 3.40 7.60 8.90

Change in Real Exchange Rate
(Official Rate x (WPI/DPI) (Z) 63.90 0.20 -4.50 0.00

Effective Exchange Rate for
Exports (drachmas per US$ of
exports) 30.02 30.02 30.01 30.04

Sources: Estimates made from data from Tables 2.3 and 2.4; NSSG,
Statistical Yearbook of Greece (various issues); and Bank of
Greece (1982), Monthly Statistical Bulletin, (1982).
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Table 2.10 Structure of Greek Imports, 1952-1956
(percent)

Intermediate Crude Investment Consumer
Year Inputsa Oil Goods Goods

1952 38.6 6.8 14.7 39.9
1953 38.0 5.7 12.9 44.1
1954 39.4 4.6 13.5 42.4
1955 36.1 4.3 14.0 49.0
1956 34.8 3.3 14.7 47.3

a Other than crude oil.

Source: NSSG, Statistical Yearbook of Greece (various issues).

The dollar value of exports increased at an accelerated rate
during the period 1953-55 (Table 2.9) but slowed in 1956. Greece's exports
continued to consist chiefly of traditional goods, with agricultural
products accounting for more than four fifths of total commodity exports.
The rest were mining and manufactured products. Strong fluctuations in
agricultural production (Table 2.4) usually have an effect on agricultural
exports and explain the strong fluctuations of the latter (Table 2.9).
Since the Greek government was stockpiling several important agricultural
products and selling part of these stocks abroad at later dates, changes in
agricultural production and agricultural exports did not always coincide.

Effective exchange rates (EERs) for exports (Table 2.9) were
estimated from annual payments in the form of export incentives (Appendix
Table A.2). The incentives taken into account were the exemption of
exporters from duties and taxes, the subsidy equivalents of low interest
rates, and the nominal tax incentives for market penetration. EERs are
expressed as drachmas per U.S. dollar. The nominal EERs for exports of
agricultural and nonagricultural products increased in 1954, reflecting the
introduction of the new export incentives discussed above. Incentive
payments fluctuated due to changes in export values and in incentives.
Total refunds and exemptions rose by 68 percent in 1953-54, while the value
of total exports (in drachmas) increased by 34 percent. In 1955 the
elimination of the lower interest rate for exports resulted in a 50 percent
drop in total subsidy payments. Reinstatement of this interest rate in
1956 and the introduction of the incentive for market penetration were
followed by an increase in total exports incentive payments of 774 percent.
Subsidy payments were small in the 1953 liberalization, and their annual
changes had very little effect on EERs. Annual changes in the latter do
not explain the annual fluctuations in exports.

After 1953 the open-economy index (imports + exports/GDP)
increased considerably (Table 2.9). The import penetration ratio (Table
2.3), which dropped in 1953, rose in subsequent years. Estimates of trade
ratios by major product groups (see Appendix Table A.3) indicate that
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exports of food increased more slowly than corresponding imports, that
exports of beverages and tobacco considerably exceeded similar imports, and
that exports of leather products and nonmetallic mineral products also
exceeded similar imports, but by smaller amounts. Imports exceeded exports
in several manufacturing sectors. A development that seemed to go against
the trend toward greater liberalization was the increase in the imports
share of bilateral trade (Table 2.9), mostly with socialist countries.

Economic Policies and Performance after the 1953 Reform
Monetary and Fiscal Policy

The gradual decline in foreign aid, in combination with the
elimination of many trade restrictions in 1953, compelled the government to
adopt cautious monetary and fiscal policies in order to avoid inflation and
external payments problems. Severe earthquakes in 1953 and some subsequent
years, however, forced the government to make additional budget
expenditures to rebuild damaged areas.

Monetary policy remained closely controlled by the Currency
Committee. The money supply grew considerably in 1953 over 1952, and
accelerated again in 1955-56 (Table 2.2). Total bank lending expanded
considerably in 1953 but then decelerated until 1956. Nominal interest on
loans to industry dropped in 1954 and 1955 but rose a bit in 1956 (Table
2.2).

Fiscal policy too was less tight after 1953, although the
government continued its efforts to balance the budget. Except in 1956,
the ordinary budget had a surplus and the total budget deficit was a much
smaller percentage of GNP than before 1953 (Table 2.2). Government
expenditures increased in 1953(1954, mainly because devaluation raised the
prices of government purchases and additional expenditures were needed to
help earthquake victims; and to meet financial commitments undertaken when
Greece joined NATO in 1952. To raise additional revenue, the authorities
made a vigorous effort to improve tax assessment and collection procedures.
Also, revenues increased because of substantial GNP growth in 1953 (Table
2.4).

The government curtailed its investment expenditures in 1953, but
decided in 1954 to raise investment funds in the domestic market through a
bond issue, the first since before World War II. The issue was fully
subscribed by the public.

Prices, Wages, and Interest Rates

Since Greece adhered to a system of fixed exchange rates, high
domestic inflation would erode the international competitiveness of Greek
products. Although special measures were taken to keep inflation under
control, the 1953 devaluation caused prices to rise substantially (Table
2.2). Price stability was restored in 1955. The price increases of 1953
had been anticipated, however, and were taken into account by the
government in the fixing of the extent of devaluation. A number of
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reputable economists thought the devaluation was bigger than advisable.8

After 1954 the inflation rate did not differ substantially from that of
Greece's major trading partners (Table 2.11).

Real minimum wages (no data on actual wages paid were available)
in the industrial sector increased only marginally during 1953-54 (Table
2.12) but rose strongly in 1955-56. Real interest rates were low or
negative in 1953-54 before becoming positive and rising in subsequent years
(Table 2.13).

Table 2.11 Inflation Rates in Greece and in Nine Main Trading Partners,
1951-1968
(percent)

Average Inflation Ratio of Greek
Inflation Rate of Inflation Rate to
Rate Trading that of Main

Year in Greece Partnersa Trading Partners

1951 12.6 10.6 1.2
1952 5.1 4.7 1.2
1953 9.2 0.8 11.4
1954 15.0 1.6 9.3
1955 5.7 2.5 2.2
1956 3.7 3.3 1.1
1957 2.3b 3.3 0.7
1958 1.4b 3.6 0.4

a Average for Belgium, France, West Germany, Denmark, United Kingdom,
Ireland, Italy, Luxemboturg, and the Netherlands.

b Index of cost of living in Athens.

Sources: IMF; Bank of Greece (1978 and 1982); OECD.

Table 2.12 Percentage Change in Minimum Wage of Males and Females in
Greek Industrial Sector, 1952-1956

Change in Nominal Wage as Ratio
Change in Nominal Minimum Wage of Annual Change in CPI

Year
Males Females Males Females

1952 3.6 2.8 0.71 0.55
1953 9.6 8.1 1.04 0.88
1954 18.4 18.5 1.23 1.23
1955 25.0 22.4 4.39 3.93
1956 13.5 10.3 3.65 2.78

Source: Government Gazette, 1952-1956, and Table 2.2.
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Table 2.13 Nominal and Real Interest Rates in Greece, 1951-1956

Nominal Rate Real Ratea

Year Short-Term Long-Term Short-Term Long-Term

1951 12 8 -0.6 -4.6
1952 12 8 6.9 2.9
1953 12 8 2.8 -1.2
1954 10 8 -5.0 -7.0
1955 9 9 3.3 3.3
1956 10 9 6.3 5.3

a Nominal interest rates deflated by the change in CPI.

Source: Bank of Greece (1982).

The monetary and fiscal policies of the mid-1950s, in short,
suggest that Greece experienced a progressive increase in real production
costs and a reduction in price increases. However, estimates of
profitability and capacity utilization in the manufacturing sector both
increased after 1954 (Table 2.5) (see Pavlopoulos 1986, pp. 136-141). The
statistics available for certain industries show increases in average
output per person and in the average number of hours worked per week (Table
2.14).

Table 2.14 Product per Worker and Hours Worked per Week in Manufacturing
Industries, 1953-1956

Average Product per Worker Average Number of Hours
(1952=100) Worked per Week

Industry
1953 1954 1955 1956 1953 1954 1955 1956

Textiles 120 146 146 161 44 45 49 60
Food 108 129 135 139 43 43 47 47.2
Chemicals 113 148 157 142 48.5 47.2 47.2 47.2
Construction
Materials 119 131 144 152 47 45 47.2 47.2

Wood and Wood
Products 116 140 140 179 39.2 47.2 46.4 47.2

Electric
Appliances 131 163 124 82 39.2 41.6 46.4 48

Machinery 109 115 112 122 44 45 45 45

Source: Bank of Greece (1978).
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Gross Domestic Product and Investment

Although the economy's real growth in the years following the 1953
liberalization was unstable, it cannot be considered to have been
unsatisfactory. The strong fluctuations were largely due to variable
agricultural outputs caused by weather and crop cycles (Table 2.4). GDP
growth was high in 1953, much smaller in 1954, and better in subsequent
years. The manufacturing sector's rate of growth had been negative in
1952, but in 1953 rose a dramatic 15.3 percent. Over the next few years
the growth rate remained below the 1953 figure but still averaged about 10
percent per year. The real growth rates of major manufacturing industries
(Table 2.15) were positive in 1953 and in most subsequent years. Although
some Greek producers must have been hurt by imports, the elimination of
inefficient producers and the shift of resources to more productive uses
benefited the Greek economy as a whole.

Investment as a percentage of GDP (Table 2.5) increased in 1953
and then fluctuated over the next two or three years. That cannot be
attributed to the 1953 reform, since similar fluctuations were observed in
nearly all sectors of the economy, including sectors unrelated to foreign
trade (communications, electric power, etc.). Legislation designed to
attract foreign investors did not have an immediate effect, but imported
capital did begin to gain some momentum in the late 1950s.

Unemployment and Business BankruDtcies

A lack of data on employment and unemployment rates make it
impossible to determine the effect of the 1953 liberalization on the Greek
work force. Even the evidence which might allow at least the drawing of
inferences about unemployment is inconclusive. On the one hand, an
increase in hours worked per week in manufacturing (Table 2.14) suggests
that there was an improvement in labor market conditions. On the other
hand, though, unemployment compensation rose by 27.3 percent between 1955
and 1956. The total of such payments rose from 0.20 percent of personal
disposable income to 0.22 percent, and the number of unemployed covered by
the Organization for the Employment of the Labor Force (OAED) increased
from 31,781 to 40,655. These changes might suggest an increase in
unemployment, but they may simply reflect a gradual increase in OAED
coverage. The rise in emigration during the period cannot necessarily be
attributed to growing unemployment, since most of the emigrants were from
rural areas, while the impact of a rise in imports would have been felt
primarily among urban manufacturing workers. Nothing unequivocal can be
said except perhaps that if there was an increase in unemployment it can
not have been very large.

Data on business bankruptcies show that the total number rose from
492 in 1955 to 689 in 1956. Bankruptcies of manufacturing and handicrafts
firms rose 79.3 percent, while bankruptcy among commercial and other
establishments rose by 34.1 percent. After 1956 the annual rate of
increase in bankruptcies decreased considerably. Due to a lack of data for
the period prior to 1955, it is impossible to say how rapid the increase in
bankruptcies was in 1956 compared with earlier years. Since it takes time
before a firm experiencing difficulties is declared bankrupt, one can
assume that the troubles of firms declared bankrupt in 1955 and 1956 might
have started before 1955. But it is not possible to say whether their
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difficulties started after the 1953 liberalization or had deeper roots. It
does seem probable that the rapid increase in real minimum wages in 1955
had some effect on bankruptcy rates.

Table 2.15 Annual Change in Real Value of Production of Greek
Manufacturing Industries, 1951-1956

(percent)

Industry 1951 1952 1953 1954 1955 1956

Food, Beverages, Tobacco 21.9 4.75 8.6 17.7 4.15 13.4
Textiles 2.6 -4.1 10.4 6.0 18.1 1.3
Clothing and Footwear 2.1 -10.2 10.4 11.65 -0.10 9.5
Wood Products, Furniture -5.2 -5.7 7.2 11.90 19.35 15.15
Paper, Printing,
Publishing 4.8 9.9 16.8 -1.5 18.20 19.70

Chemicals and Allied
Products 14.7 3.0 15.65 16.30 17.40 14.30

Stone, Clay, and Glass -18.6 -0.2 29.70 -0.65 33.60 24.80
Basic Metal Industries 21.6 2.2 19.60 52.70 14.30 22.90
Metal Manufacturing,

Engineering,
Electrical Goods 9.8 1.1 26.60 10.90 4.90 6.70

Transport Equipment 0 -10.85 111.10 16.30 10.30 5.10
Other Manufactures -1.77 6.50 6.10 6.10 2.70 12.00

Total Manufacturing 6.30 -1.20 15.30 11.30 9.55 10.60

Source: NSSG, National Accounts (various issues).

Balance of Payments, External Debt, and the Government Budget

Greece's trade deficit, which fluctuated between 1953 and 1956
(Table 2.3), was more than covered during that period by increases in
receipts from invisibles and net capital inflow. Foreign currency reserves
increased despite the reduction in foreign aid, thus allowing the
continuation of liberalization. Receipts from shipping, emigrant
remittances, spending by tourists in Greece, and transfers from foreign
governments (both war reparations and foreign aid) helped keep the balance
of payments in good shape. Greece's pre-war debts, which had been frozen
in 1941, were still unsettled, and servicing of that debt had been
suspended. Debt service payments on postwar debts were very small
percentages of GNI (gross national income), of export earnings, and of
aggregate foreign exchange receipts (Table 2.16).

It seems that the 1953 liberalization caused no budgetary problem
(Table 2.17). Despite the abolition of special import levies, total
revenue from duties and import taxes increased because of a 35 percent
increase in the value of imports (measured in drachmas) in 1953. Rising
revenues from regular tariffs and from indirect import taxes exceeded the
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revenues lost because of abolition of the special levies. Import-related
revenues also increased as a percentage of total budget revenue up until
fiscal year 1954-55, when other sources started yielding more revenue.

Export subsidies constituted a very small percentage of total
budget expenditures, although it is not possible to estimate the total
amount of indirect subsidization of exports.

Unemployment compensation payments increased from 123.3 million
drachmas in 1955 to 157 million in 1956. Even if all of this rise could be
attributed to increased unemployment (as explained above, it probably can
not), the negative effect of unemployment benefits, subsidies and grants on
the government's budget was much smaller than the positive change in
import-related revenue.

Table 2.16 Debt Service Payments on Publicly Held Debt as Percentage of
Exports, Aggregate Foreign Exchange Receipts, and Gross

National Income (GNI), 1 9 51-1 95 6a

Debt Service Debt Service
Payments as Payments as Debt Service
Percentage of Percentage of Payments as
Value of Aggregate Foreign Percentage of

Year Exports Exchange Receipts GNI

1951 1.6 0.36 0.07
1952 1.9 0.68 0.09
1953 1.8 0.76 0.13
1954 2.9 1.25 0.25
1955 2.1 0.94 0.19
1956 3.8 1.58 0.31

a Debt service data for fiscal year; exports and other values for calendar
year.

Source: Estimated from data in other tables.

Table 2.17 Government Budget Accounts Affected by Liberalization

Duty and Subsidy
Revenue from Import Tax Expenditure Expenditures as

Duties and Taxes Revenues for Percentage
on Imports as Percentage Subsidies of Total

Fiscal (millions of of Total (millions of Budget
Year drachmas) Budget Revenue dollars) Expenditures

1950-51 1,300 17.9 n.a. n.a.
1951-52 1,513 19.2 n.a. n.a.
1952-53 1,628 20.3 19.1 0.24
1953-54 2,212 22.8 25.3 0.28
1954-55 2,118 18.9 19.3 0.17
1956 2,249 16.2 69.1 0.50

n.a. = not available.
Source: Estimates made from Bank of Greece data and export subsidy

payments data in Appendix Table A.2.
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Conclusions about the 1953 Liberalization Episode

The 1953 liberalization of the Greek economy was unilateral, bold,
important for the economy, and sustainable. After April 1953 there were no
balance-of-payments or budget difficulties, real economic growth was
strong, price stability was restored, massive unemployment did not occur,
and the economy did not seem to be facing any serious difficulties. Why
then did the authorities retreat into limited protectionism during 1955-58?

The answer may have been Markezinis's decision to resign from the
government and form his own party. Although Papagos's government was
replaced in October 1955 by the Karamanlis government, which had the same
general attitude towards liberalization, the absence of the primary moving
force behind reform from the new government may have made it easier for
protectionism to reappear.

Devaluation did not compensate Greece's textiles producers for the
abolition of the 100 to 150 percent special import levy, given that the
drachma was greatly overvalued prior to April 1953. Textiles at that time
accounted for about one fourth of the value of all manufacturing
production. The value of textile imports rose very rapidly in 1953-54-, as
did the textile imports' share of total imports (from 10.9 percent to 14.8
percent), but the income elasticity of demand for textiles during the
period 1951-56 was above average.9 There is no evidence that the textiles
industry as a whole was seriously threatened by imports. The real GDP
associated with the textiles industry increased in all post-reform years
(Table 2.15), and growth elasticity during the period 1953-58 was not much
below the average growth elasticity for all manufacturing.10 In current
prices the growth in the value of domestic textiles production in all years
(except 1953) was greater than annual growth in imports (Table 2.15).

These developments convey the impression of a situation in which
domestic production was expanding despite growing imports. Growth in
imports was much smaller in the second half of the 1950s, but it was not
possible to determine the precise effect of measures introduced during that
period to curb imports.
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Chronology of Policy Changes during 1953 Liberalization

Time Policy Change

April 1953 100 percent devaluation of drachma. Abolition of
most QRs and licensing requirements, and of all
special imports levies and direct export subsidies.
Intensification of price controls. Temporary
measures to prevent excessive rise in prices.

Fall 1953 Tax reform to encourage investment, reduce burden on
working people and professionals, improve tax
assessment and collection procedures and reduce tax
evasion. Enactment of Legislative Decree 2687 to
attract foreign investment.

Spring 1954 Reduction of nominal interest rates on business
loans. Credit ceilings raised for certain types of
loans. Adoption of new drachma (equal to 1,000 old
drachmas). First postwar bond issue by government.

Fall 1954 Tax revision to increase tax progressivity.
Measures to improve tax assessment and collection.
Measures to improve export incentives (exemptions or
rebates of import duties, wage taxes, social
security contributions, etc.).

January 1955 Reduction of interest rates for industry, imports,
exports, and domestic commerce.

Summer-Fall 1955 Emergency increase in direct taxes and duties to
deal with problems caused by earthquakes. Higher
tariffs on textiles. Laws to promote exports and
investments outside the Athens area (tax-free
allowance for market penetration, and extension of
rebate of social security contributions).

Spring-Summer 1956 Increase in nominal interest rates for industry,
trade, and domestic commerce. Minimum reserve ratio
for commercial banks lowered to 8 percent from 12
percent. Introduction of system of import deposits.

1958 Import deposit system strengthened.
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Main Characteristics of 1953 Episode

Broad Nature Most QRs, special import levies, and export
subsidies abolished. 100 percent devaluation.

Size/Duration Large change. One-shot, overnight change with no
reversals for about three years.

Stages and Targets No.

Economic Circumstances before Liberalization

Rate of Real Growth Less than 3 percent.
Rate of Inflation From 12.6 percent in 1951 to 5.1 percent in 1952.
Agricultural
Production 5.6 percent decrease in 1952.

Manufacturing
Production 1.6 percent decrease in 1952.

BOP Much reduced deficit.
BOT Deficit reduced.
Severely Restricted
External Trade Yes.

Budget Deficit Total budget deficit reduced significantly; ordinary
budget shows surplus.

External Aid
Dependence Yes.

Political Circumstances

Stable, Strong
Government Yes.

Split in Government No.
Ministries Mainly Ministry of Coordination and Ministry of
Responsible Commerce.

Ideological Shift No.
Opposition Attitude Mostly favorable.
Public Attitude Mostly favorable.
International Unclear. Possible influence from international
Influence trends.

Accompanying Policies

Exchange Rate Single, fixed; small black market.
Export Promotion First, reduced by abolition of direct export

subsidies; later, increased through indirect
subsidies.

Export Duties Temporarily imposed on a few basic items.
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Monetary Policy M3 and lending expanded; later decelerated.
Fiscal Policy Cautious. Additional revenue needs due to

earthquakes. Ordinary budget showed surplus; growth
of total budget deficit decelerated.

Capital Movement Inflow greatly encouraged.

Domestic Controls

Prices Controls intensified to prevent profiteering.
Wages Government intervention did not change.
Investment Encouraged.

Implementation of Policy

Departures from
Program Partial reversion in 1955.

QR Changes Abolished except for certain products.

Economic Performance

Inflation Initial rise to 10-15 percent, subsequent reduction
to 5.7-2.3 percent.

Exchange Rate Stable.
Real Wages Increase.
Employment Unclear. No data available. May have increased a

bit.
Real Growth Accelerated; decelerated; accelerated again. Around

7 percent a year.
Protection Reduced considerably. Increased a bit in 1955-56.
Imports and Exports Trade deficit decreased, then increased.
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FOOTNOTES TO CHAPTER 2

1. For a discussion of conditions during 1944-52, see Bank of Greece
(1978, pp. 238-350).

2. The excise tax rate was applied on c.i.f. value inclusive of tariff.
The luxury tax rate was applied on c.i.f. value inclusive of tariff and
excise tax.

3. In a few instances the government temporarily subsidized imported goods
to keep their prices low and thus prevent the cost of living from
rising abruptly.

4. See Bank of Greece (1978, pp. 325-27). It has been argued that exports
were not helped by FECs because the rate of indirect subsidization of
exports was kept rather low through informal intervention of The Bank
of Greece in the setting of the price of FECs, and thus could not
compensate for inflation, which was undermining the international
competitiveness of exportables. See Eliadis (1954).

5. Since the domestic industry was not in a position to produce
technologically advanced equipment, restrictions on imports did not
prevent the importation of such capital goods.

6. Borrowers were allowed repayment in drachmas at the price of gold at
the closing of the Athens Stock Exchange before the announcement of
devaluation. See Bank of Greece (1978, p. 396).

7. The Currency Committee was established in 1946 to handle credit and
monetary policies and remained in existence until 1983. It was headed
by the Minister of Coordination and had as members the Minister of
Finance,the Minister of the Presidency of the Government, and the
Governor of the Bank of Greece.

8. For example, Professor Kyriakos Varvaressos had recommended a
devaluation of 67 percent in the drachma in 1952, while a group of
prominent economists headed by Professor Xenophon Zolotas had
recommended a devaluation of 30 to 40 percent. See Varvaressos (1952);
Goudi (1953); and Bank of Greece (1978, p. 392).

9. See Vartholomeos (1984, p. 101). Vartholomeos estimated the income
elasticities of Engel-type curves.

10. See Kintis (1982, p. 47). Kintis estimated that the growth elasticity
of the textiles industry was 0.89 during the period 1948-53 and 0.85
during the period 1953-58 (average for total industry in each
period = 1.0).
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CHAPTER 3

THE SECOND PERIOD OF LIBERALIZATION: GREECE AND THE EEC

The late 1950s -- when protectionism made a brief reappearance --
can be considered simply an intermission before Greece's second and greater
liberalization adventure, its association with and eventual membership in
the EEC. Liberalization after 1961 has been a more-or-less continuous
process, but special attention is paid here to subperiods which constitute
identifiable phases.

Association with the EEC

The Karamanlis government began negotiations with the European
Economic Community in 1959 to make Greece an associate EEC member. An
agreement giving Greece that status was signed on July 9, 1961, was
ratified by the Greek Parliament on March 14, 1962, and became effective in
November of that year. During the negotiations the government asserted
that Greek affiliation with the EEC would significantly benefit the
national economy by enlarging the market for Greek products, thus allowing
Greek firms to benefit from specialization and economies of scale, and
enabling them to absorb surplus labor.

There were also important political considerations. Karamanlis
wanted to strengthen Greece's political, cultural, and military links with
Western Europe. Greece was already a member of the IMF, the World Bank,
the OECD, and NATO. Becoming an associate member of the EEC was thus a
natural extension of Greece's relations with the western world, especially
with the EEC countries which were Greece's dominant trading partners.

The agreement of association, whose main points are outlined
below, was a definite step toward greater trade liberalization and paved
the way for full Greek membership in the EEC. It provided for the gradual
creation within a period of 24 years of a customs union covering all trade
in goods between the EEC and Greece, with certain exceptions. Greece
agreed to adopt the Community's Common External Tariff for imports from
non-EEC countries. The most important elements of the 1961 agreement were
the following:

1. Exports of Manufactured Products to the EEC

The EEC agreed to reduce tariffs on Greek exports of manufactures
by 20 percent per year. The Greek government had great hopes for the
eventual expansion of exports of manufactures to EEC countries, even though
the country's exports of manufactures in 1961 were only a small percentage
of Greek manufacturing production.

2. Imports from the EEC of Manufactures also Produced Domestically

The agreement contained a provision for the gradual elimination of
Greek tariffs on imports from the EEC of manufactured products also
produced in Greece in 1961. These tariffs were to reach zero by November
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1984. During the first nine years of the agreement, however, Greece was
given permission to maintain or raise tariffs to protect infant industries.

3. Imports from EEC of Manufactures Not Produced Domestically

Tariffs on Greek imports from the EEC of goods not produced in
Greece in 1961 were scheduled to be eliminated within the period 1962-74.
Under the agreement, Greece and the EEC countries agreed not to impose new
duties or to increase existing ones, with the following exceptions:

(a) Steel, coal, and iron produced by the European Community; (b)
Greece was given the right to protect 'new processing industries" that did
not exist in the country in November 1962 by imposing customs duties of up
to 25 percent (ad valorem) and maintaining them for up to nine years. Such
duties could be imposed only on goods which in 1958 did not constitute more
than 10 percent of Greece's imports from Community countries.

4. Quantitative Restrictions and Import Deposits

Greece agreed to gradually abolish quantitative restrictions on
imports from the EEC. Greece was initially allowed to select and protect
(with QRs) goods accounting for up to 40 percent of total Greek imports
from the EEC in 1958. This figure was to be reduced to 25 percent in 1967
and to 20 percent in 1972. All QRs on goods not produced in Greece in 1961
had to be terminated by 1974, while QRs on goods produced in 1961 had to be
dropped by 1984. The Greek authorities decided at first to protect all
products in Tables A and B (see Chapter 2) plus several more added to Table
A, the most important being textiles. Although the coverage of Greek QRs
increased following the signing of the agreement, it fell far short of the
protection initially granted to Greek products by the agreement of
association with the EEC.1

The agreement contained no provision on eliminating import
deposits, but Greece was expected to abolish all restrictions on imports
whose effects were equivalent to tariffs or quantitative restrictions.

5. Trade in Agricultural Products with the EEC

When Greece became an associate member of the EEC, the Community
had fewer provisions for agricultural goods than for manufactures, since
the Community's Common Agricultural Policy (CAP) was still being
formulated. The main provisions applying to Greece were the following.
The EEC tariff on tobacco, which was Greece's chief export, was to be
reduced by 50 percent on November 1, 1962, by another 10 percent on July 1,
1964, and abolished by the end of 1964.2 The EEC had no provisions that
applied to the second most important Greek export product, cotton. EEC
duties on another important Greek agricultural product, raisins, were to be
reduced by 50 percent on November 1, 1962, by 20 percent on January 1,
1965, by 10 percent on January 1, 1966, and eliminated by the end of 1967.
Duties on citrus fruits and other Greek agricultural exports were scheduled
to be abolished within 12 years.

Greece's agricultural products were grouped into three categories:
those in protocol 13 (mainly fish, rice, dairy products, meat, edible fats,
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and oils), those in Annex III of the agreement (mainly exportables, such as
vegetables, pulses, fruit, juice, vegetable oil, and tobacco), and a third
miscellaneous category containing all the rest. Greece's duties on goods
in protocol 13 (20 categories of goods) were to be abolished within 22
years, those on goods in Annex III within 12 years, and on the remaining
products, in principle, within 22 years. The rate of duty reduction for
each product in the last category was to be decided by the EEC's Council of
Association following the establishment of a Common Agricultural Policy.
Greece was not required to agree in advance to that policy, and would
continue to be allowed to impose duties on products in the third category
until the CAP went into effect.

6. Trade with Third Countries

Greece's tariffs on imports from third countries were to be
harmonized with the EEC's Common External Tariff over a period of 12 years
for goods which were not produced in Greece in 1961 and over a period of 22
years for those which were produced in Greece in 1961. For goods in the
first category the tariff differential between Greece and the EEC was to be
reduced by 30 percent in 1965, 30 percent in 1970, and 40 percent in 1974.
For goods in the second category the difference in tariffs was to decrease
by 20 percent in 1971, 24 percent in each of the years 1975 and 1979, and
32 percent in 1984. Tariffs on the agricultural goods of third countries
listed in Annex III were to be adjusted to those imposed by the EEC within
22 years. Reduced tariff rates were to be applied to imports from
countries with bilateral trade agreements with Greece, provided the
existing rates were not lower than the rates applied to corresponding
imports from EEC countries. The value of such imports could not amount to
more than 10 percent of the value of imports from third countries.

7. Movement of Labor and Capital

The agreement also contained a provision to the effect that within
12 years restrictions on the movement of labor between Greece and the EEC
countries would be eliminated.3 There was no provision requiring free
mobility of capital during the association period, but it was expected that
Greece would eventually benefit from capital mobility among EEC members.

8. Other Provisions

The agreement was accompanied by a protocol stating the provisions
under which Greece would receive financial assistance from the Community
and by a number of other protocols setting special terms of treatment by
EEC countries for Greece's main export products. Service sectors like
tourism and shipping were not covered, however. Article 72 stated that
Greece would become eligible to apply for full membership in the Community
in 1984.

Political Reaction and Popular Attitudes

Greece had been invited to join the EEC when it was established in
1957 but showed no interest in doing so. The government probably feared
that Greece's much lower state of development compared to that of the six
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EEC founding members would damage the country's economic interests.
Despite the mild protectionist measures taken by his government prior to
1961, however, Karamanlis was committed to establishing relations with the
EEC, and there is no evidence that the government was divided on the issue.

Newspapers of the period indicate that the opposition parties in
Parliament (except for the left-wing EDA) recognized the economic and
political benefits that Greece would derive from the association, but
voiced concern about the economy's lack of preparedness for the structural
changes that would be needed. EDA's criticisms were stronger, and
reflected the basic positions of the Communist Party, which was still
illegal. Opponents of association were not able to stir up any popular
protests.

The subsequent decision to associate with the EEC was probably
influenced by the trend toward economic integration, which in the interim
had gained considerable momentum. That trend had attracted some attention
in Greece even before the establishment of the EEC, but the interest became
much stronger after the creation of the Common Market, some Greek officials
coming out openly in favor of establishing a relationship with the
Community.4

Business and other associations, and the public at large, were
generally favorable toward an association with the EEC.5 Statements
expressing satisfaction with this development were made by the Athens
Chamber of Commerce and Industry, the Athens Association of Small
Businesses, the Technical Chamber of Greece, and the General Confederation
of Workers.6 For a very large segment of the public, Western Europe was a
political, cultural, and economic ideal. An association with the EEC was
therefore expected not only to help the economy but also to facilitate
cultural and educational contacts with the EEC countries.

Appropriateness of the Timing of Liberalization

Did Greece choose an appropriate time to enter the EEC customs
union, and thus to enter into a relationship of free trade with other
countries? To answer that question, one must examine first of all the
prevailing conditions when the agreement was signed.

Certain domestic and international realities in 1961 favored
Greece's association with the EEC. These included the partial move toward
liberalization in 1953, the completion of certain industrialization and
economic development efforts, stable prices, a favorable balance-of-
payments situation, and international realization of the economic benefits
of closer ties between countries.

Despite the slippage toward protectionism in 1955-58, the
essential characteristics of the 1953 shift toward a more liberal trade
posture had been incorporated into the Greek economy. Thus, the groundwork
for further liberalization was in place. The economy had also made
progress in other respects. Much of the basic infrastructure (roads,
seaports, airports, power plants, etc.) that was essential for accelerated
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growth had been built, and investment in basic development projects
remained a high government priority. Irrigation projects and expanding
mechanization in the rural sector had raised agricultural productivity,
making it possible to increase total farm production despite an exodus of
labor from the rural sector.

The situation in private investment was less satisfactory.
Private investment rates remained below average OECD rates, and a very
large part of private investment was being directed into dwelling
construction.7 The undeveloped Athens Stock Exchange and the Greek banking
system could not satisfy the demand for venture capital, and fixed
investment had to be financed mainly with firms' own funds and through
short-term and medium-term borrowing (see Koutsoumaris 1976, Chapter IV).
One encouraging sign, however, was the growing number of foreign
investments under the provisions of Legislative Decree 2687 of 1953. Those
were indications of the growing confidence of both Greek emigres and
foreigners in the economy of Greece.8 Because of the advantages resulting
from the same decree, Greek shipowners had registered many ships under the
Greek flag.9 The growth of invisible foreign exchange receipts and capital
transfers from abroad caused foreign exchange reserves to grow and thus
created a buffer against the risk of a quick increase in the trade deficit
after liberalization.

Greece's price stability during the period 1957-60 was
extraordinary. The inflation rate during these years fluctuated between
+1.6 and -2.1 percent. A surplus in the ordinary government budget, and a
drastic drop in the total budget deficit after 1959, contributed to this
stability, as did a considerable increase in labor productivity, especially
in the secondary sector. Since the trade unions were weak, they could not
exercise much pressure for pay increases. This helped to keep the rise in
real labor costs low.

In short, the second shift toward greater liberalization started
during a period of economic growth and trade expansion which lasted for
more than ten years. This was of crucial importance in assuring the
sustainability of the shift.

Appropriateness of Length, Speed, and Sequencing

Since the EEC did not feel threatened by Greece's limited exports
and wanted to encourage an early shift of Greek resources from import
substitution to production for open markets, the provisions of the
agreement concerning the length and speed of trade liberalization favored
Greece. EEC barriers to manufactured Greek products and to certain key
agricultural exports were removed much more quickly than Greece's barriers
to foreign imports. Furthermore, Greece was allowed to protect, by way of
quantitative restrictions, the most threatened of its products from import
competition and to select the products it wanted to remove gradually from a
protected status. The longer protection span (22 years) for domestic
manufactures was designed to allow producers of import-competitive goods to
adjust to the rise in competition that would occur as the Greek market
became more open to foreign competition. Tariff reductions, and periodic
decreases in QRs and licensing requirements, were supposed to give adequate
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time to adjust to firms that wanted to make a genuine effort to compete
under the new conditions. The rather high profit margins of manufacturing
firms did make it possible for them to withstand the effects of additional
foreign competition.10 The shorter protection span for products not
produced domestically in 1961, on the other hand, was designed to
discourage the establishment of new noncompetitive firms. An infant
industry clause (applicable in the first nine years) was a useful safeguard
in case there was strong interest in developing new industries which would
initially require protection.1 1

For Greek manufacturing, the restructuring challenge was not
overwhelming. Except for textiles, few manufacturing activities were of
any importance in 1961. Most of Greece's manufacturing plants were built
in subsequent years, and their managements should have been quite aware of
changing trade conditions. Meanwhile, the fast growth of the economy eased
the survival pains of most pre-existing firms. The great expansion of
manufacturing production and exports that took place after 1961 suggest
that conditions were good for the sector as a whole despite the gradual
reduction in protection. The inability of a number of firms to adjust
successfully to the new situation was an inevitable corollary of the
resource reallocation process (see Chapter 4).

Although the Greek government did not aggressively promote exports
to the EEC right away, the quick reduction in the Community's barriers to
Greek manufactures and key agricultural products provided incentives for
such exports. Manufactured exports started growing faster after the first
few years of association. The agricultural sector, growing more slowly,
had time to shift resources into export production (including production of
such nontraditional export products as flowers, vegetables, and fresh
fruit). Export expansion intensified after the institution of a more
aggressive export policy in 1969-72.

Implementation of Liberalization after 1961

For several years the EEC and Greece implemented their agreement
faithfully. After an autocratic military government took power in Greece
in 1967, however, the EEC began to press the new regime to restore
democratic institutions. For two years the EEC publicly denounced abuses
of human rights in Greece, and EEC members periodically expressed dismay
through diplomatic channels about the lack of progress toward restoration
of democracy. They also delayed deliveries to Greece of military equipment
already purchased from EEC producers. In 1969 the EEC decided to "freeze"
the agreement after seeing little change in Greece's government. The
freeze was then ratified by the European Parliament.

Despite the EEC's action, the military government continued to
carry out Greece's part of the agreement by further liberalizing imports
from EEC countries, progressively applying the Common External Tariff to
trade with third countries, and generally behaving as if Greek/EEC
relations were normal. Since most of the EEC restrictions on imports from
Greece had been removed before the freeze began, its effects on trade
liberalization were minor. Its main adverse effects for Greece were a
delay in harmonizing the agricultural policies of Greece and the EEC, EEC
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unconcern about the effects of agreements with other countries on Greece's
interests, and the EEC's refusal to honor its obligations to provide
financial support for Greece.12

During that period, condemnations by foreign governments or
international bodies of political conditions in Greece were normally
followed by strong Greek denouncements of foreign interference in internal
affairs and complaints about decadence and corruption in western nations.
Such statements were meant to show to the Greek people that the government
was not intimidated by outside pressures. But the placatory attitude of
the military regime toward the EEC indicated that it wanted to avoid any
real change in the relationship.13

Apart from being concerned that any change in Greek/EEC relations
would have unfavorable effects on the Greek economy, the government of
Greece was very probably concerned about the political impacts of any such
change. The military government wanted to prove its legitimacy and
respectability, and the freeze was a serious blow to such claims. It was
therefore in the interest of the regime to minimize the significance of the
freeze by pretending that it was a development which Greece could ignore.
The Greek government probably also thought that the freeze was a temporary
measure to test its reaction to EEC pressures and that it would be lifted
once the EEC realized that the government could not be intimidated. In
fact, the freeze lasted until after the collapse of military rule in July
1974 and the return of Karamanlis from Paris. Normal relations with the
EEC were restored in the fall of 1974.

Although Greece was not eligible, under the terms of its associate
agreement, to apply for full membership in the EEC until 1984, the
government of Greece decided to apply in 1975. The subsequent negotiations
were difficult and lasted for four years, but an Accession Agreement was
signed in 1979, with implementation scheduled to begin on January 1, 1981.
Greece agreed to all treaties and secondary legislation enacted by the EEC.

A five-year transitional period was created for the gradual
elimination of residual Greek tariffs on imports of manufactures from EEC
countries and the harmonization with the Community's Common External Tariff
for Greek imports from third countries. All bilateral trade agreements,
and quantitative restrictions on all but 14 products, were abolished as of
December 31, 1980. The QRs for the 14 products were to be phased out
during Greece's first five years of membership. A transitional period of
five to seven years was also allowed for the liberalization of agricultural
imports from the EEC. A similar five- to seven-year transitional period
was established for completing the liberalization of capital movements,
making the drachma part of the European Currency Unit, assuring the free
mobility of Greek workers, and introducing a Value Added Tax.

The main arguments employed by the Greek government to justify its
bid for early membership were the expected benefits to Greek agriculture,
the beneficial effects of greater competition on modernizing Greece's
industrial sector, and an eventual inflow of private capital. But the main
reasons for early membership were probably political, although only some of
them were discussed openly.
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Karamanlis seemed to be eager to safeguard the traditional western
orientation of the country, which was being challenged by the newly
legalized Communist party, by Andreas Papandreou's Panhellenic Socialist
Movement (PASOC), and by small left-wing parties. The Communists supported
a political shift toward the socialist block, while PASOC advocated a
"third road to socialism." This implied an end to Greece's affiliation
with the EEC and with NATO, and the removal from Greek soil of all U.S.
military bases.

Greek relations with the United States and NATO were already
disturbed because of a widely held belief that the military regime had been
imposed on Greece and was supported by the U.S. government. There was a
growing anti-Americanism that was exploited by left-wing parties, chiefly
through massive anti-U.S. demonstrations. This shift in the political
climate from a traditionally pro-American to a strongly anti-American
stance made even the Karamanlis government adopt a cooler attitude toward
the United States.

Greece's relations with NATO had been disturbed in 1974, when the
country withdrew its forces from NATO's military command to protest NATO's
refusal to intervene after Turkish forces landed on Cyprus. Restoration of
Greece's status in NATO then became impossible without the unanimous
approval of NATO's other members, including Turkey.

Early membership in the EEC was thus probably perceived by
Karamanlis as a way to restore Greece's relations with NATO, since the
members of the EEC were also members of NATO and could exert pressure to
quash the Turkish government's objections to allowing Greece back into
NATO. Since the United States is the dominant partner in the North
Atlantic alliance, strengthening ties with NATO would mean also indirectly
strengthening ties with the United States.

Relations with Turkey were tense not only because of the dispute
over Cyprus but also because of Turkish claims to the continental-shelf
area in the sea surrounding certain Greek islands and Turkish incursions on
Greek air space. Fears of a direct military confrontation were leading
both sides to engage in costly buildups of military strength.

Greece also sought early membership in the EEC because Turkey also
wanted to join the economic union. Greek membership in the EEC would
strengthen its position in future Greek-Turkish negotiations, because Greek
consent would be necessary before Turkey would be allowed to join the EEC.

Because of the anti-West stand of opposition parties, it must have
appeared to Karamanlis that full Greek membership in the EEC could only be
accomplished by his government and not by any future Greek government.
Karamanlis had close personal relations with some of Europe's heads of
state, he had great international prestige, and his political position
within Greece was strong. If Greece did not join the EEC during his period
in office, the growth of anti-western feelings and the strengthening of
left-wing parties might make membership impossible. Thus, membership in
the EEC was probably Karamanlis's dominant concern.
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The decision of the EEC to say yes to the Greek request for early
membership was also largely political -- namely, to help assure the
continuation of democratic principles in Greece and to facilitate the Greek
government's efforts to strengthen their country's ties with the West.14

On the whole, the pace of liberalization of Greek trade did not
differ much from the original implementation scheme despite the various
political and economic developments between 1961 and 1981. There were,
however, both delays and accelerations of liberalization. Among the delays
were the 1961 addition to restrictive table A (with EEC permission) of some
31 agricultural and manufacturing products and the addition of nearly as
many products to the advance imports-deposit table F-100 (see Appendix
Table A.1). There was also an expansion, in 1975, of coverage under
restrictive table A and of the import deposit tables F-50 and F-100.

These delays should not be exaggerated, however. QRs, and
licensing and advance import deposits, were abolished in 1981, while
liberalization was accelerated by the inclusion in 1961, and again in 1975,
of several products (mainly materials, intermediate products, and capital
goods) as goods that could be imported on credit (see Appendix Table A.1).
The strengthening of export incentives redressed part of the fiscal bias
favoring production for import substitution in the 1960s, as detected by
Papageorgiou (1983).

Changes in Protectionism, 1961-1979

The major changes in protection policy occurred through revisions
of tariffs, QRs, import deposits, and the exchange rate.

1. Tariff Changes

Tariff reductions during the period of associate membership in the
EEC (1961-79) are shown in Table 3.1 for selected years. They were
estimated first for 99 categories of goods, which subsequently were grouped
into the 22 categories shown in the table, and refer to unweighted simple
averages estimated from Greece's tariff list. Excise taxes were not taken
into account because tax rates by product category were not available. The
estimates shown are for imports from all countries in 1960 and for imports
from EEC and non-EEC areas in 1970 and 1984. The differences in tariff
reductions reflect implementation of the EEC trade schedule and the
application by Greece of the Community's Common External Tariff to imports
from third countries.

Average tariffs on imports of agricultural and mining products in
1960 were lower than tariffs on imports of manufactures. Above-average
tariffs were placed on clothing and footwear, furniture, tobacco, textiles,
beverages, leather, metal products, and miscellaneous goods. Furthermore,
changes in the tariffs on manufactures were much more pronounced than
changes in the tariffs on mining and agricultural products. The
manufactures with above-average tariff rates remained the same during the
association years.
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Table 3.1 Planned Tariff Rates
(averages from the tariff schedule)

Sectors 19 6 0a 1970 1984

EEC Non-EEC EEC Non-EEC

Agriculture 25.1 21.4 24.1 4.5 12.3
Mining 1.8 1.2 1.5 1.0 2.4
Manufacturing 31.2 20.7 25.2 3.3 13.4
Food 31.8 23.6 31.3 3.0 20.4
Beverages 40.0 43.4 54.8 4.9 16.7
Tobacco 50.0 40.0 50.0 n.a. 35.6
Textiles 45.6 34.8 37.9 6.6 20.8
Clothing, footwear 67.0 64.4 67.7 6.8 22.0
Wood 27.0 23.1 26.5 3.3 10.6
Furniture 60.1 41.3 44.3 5.5 10.9
Paper 24.5 21.9 26.4 2.4 11.9
Printing 19.3 12.0 14.7 2.0 7.5
Leather 41.3 32.8 38.3 5.2 15.8
Rubber, plastics 27.0 19.9 24.5 2.7 12.5
Chemicals 24.5 11.1 18.0 1.2 9.8
Non-metallic
minerals 31.3 19.6 23.9 1.9 7.2

Basic metals 28.2 15.1 17.2 2.7 8.1
Metal products 32.5 21.9 25.5 2.8 9.5
Machinery 13.5 6.7 10.8 0.7 5.4
Electrical equipment 23.8 14.4 18.5 1.6 7.4
Transport equipment 12.4 8.1 15.2 0.7 10.5
Other 36.4 16.6 21.9 0.8 7.2

a No EEC rates given, since Greece had not yet become an associate member
of the EEC.

Source: Ministry of Finance, Tariff Schedule, 1960 and subsequent
amendments.

Table 3.2 shows estimates by Katsos and Spanakis (1983) of average
"realized" tariff and excise tax rates for selected years, based on the
actual tariffs and tax revenues collected and the value of realized
imports. Realized average excise tax rates are also shown for similar
domestic products. The changes in average "realized" tariffs appear to be
smaller than the changes that were originally planned. This may have been
due to various reasons. First, the "realized" averages were derived from
total imports from the EEC and the rest of the world together. (Separate
data were not available.) As a result, the "realized" averages were
influenced by the higher rates applicable to trade with third countries.
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Second, imports exempt from tariffs or subject to reduced tariff rates
because the users were firms producing exports, firms located outside the
Athens metropolitan area, or state agencies, decreased from 68.8 percent in
1961 to 52.2 percent in 1970 and 47.7 percent in 1979. This caused the
estimated averages computed from tariff and tax revenues and total imports
by category to shift upwards. Third, there was also a gradual shift to
better-quality goods, which were subject to higher import charges than were
lower-quality goods. There were also occasional changes in excise tax
rates, and probably other changes for which data were not available.

Table 3.2 Realized Average Tariff and Excise Tax Rates,
1961, 1970, 1976, 1979

Industry 1961 1970

Average Excise Excise Average Excise Excise
Tariff Tax Rate, Tax Rate, Tariff Tax Rate, Tax Rate,
Ratea Importsb Domestic Ratea Importsb Domestic

Agriculture 12.2 2.2 0.8 13.6 2.4 0.7
Mining 3.0 0.3 - 3.1 1.3 1.8
Manufacturingc 11.0 7.1 8.5 10.9 8.6 10.8
Foodd 9.0 5.3 8.2 12.5 6.2 10.2
Beverages 89.5 20.9 21.7 87.9 36.1 11.4
Tobacco 142.1 - - 118.1 - -
Textiles 36.4 13.2 9.3 30.8 16.5 11.5
Shoese 55.2 4.6 9.9 38.2 8.5 12.3
Clothing, footwear 30.8 8.4 9.9 32.4 13.3 11.3
Wood 20.6 7.3 8.3 17.2 11.4 11.0
Furniture 23.1 5.9 10.4 31.7 11.3 12.2
Paper 11.9 5.2 9.3 13.3 9.4 11.8
Printing 25.6 7.8 10.9 15.4 7.1 14.4
Leather products 9.6 2.8 7.4 3.0 1.5 8.3
Rubber, plastic 12.1 10.1 11.0 15.3 11.1 9.4
Inorganic chemicals,
fertilizersf 4.3 2.1 10.3 6.8 6.7 10.4

Organic chemicals 21.8 7.5 10.3 14.5 11.8 13.5
Cement, asbestosg 5.4 1.6 9.1 18.3 9.1 9.3
Non-metallic
products 32.1 9.3 9.1 23.1 4.8 11.3

Basic metals 7.8 8.0 8.7 6.7 9.0 5.6
Metal products 17.9 4.2 10.4 13.3 7.7 11.7
Machinery 5.1 2.6 10.2 3.3 4.1 12.6
Electrical
equipment 18.2 5.7 11.6 11.0 11.3 13.5

Transport
equipment 15.7 5.3 10.9 9.1 8.3 12.5

Other 26.4 10.4 8.7 15.9 14.1 11.9
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Table 3.2 (continued)

Industry 1976 1979

Average Excise Excise Average Excise Excise
Tariff Tax Rate, Tax Rate, Tariff Tax Rate, Tax Rate,
Ratea Importsb Domestic Ratea Importsb Domestic

Agriculture 12.1 2.0 0.9 14.4 4.1 0.8
Mining 2.9 1.2 1.6 3.7 1.1 1.5
Manufacturingc 6.6 9.7 9.3 9.2 14.7 9.3
Foodd 13.5 3.8 7.8 20.0 5.0 7.8
Beverages 59.5 66.1 16.0 26.0 7.8 16.0
Tobacco 55.6 0.5 - 12.2 28.0 -
Textiles 14.7 13.0 10.1 16.2 17.1 10.0
Shoese 22.5 12.0 9.9 12.0 18.0 8.5
Clothing, footwear 26.9 13.7 8.8
Wood 16.3 12.2 8.8 9.8 16.1 8.8
Furniture 17.3 13.0 11.4 11.0 12.2 11.3
Paper 6.8 8.9 11.2 8.9 12.4 11.2
Printing 4.6 3.4 14.6 5.5 6.1 14.6
Leather products 1.1 1.0 5.7 7.3 8.1 5.6
Rubber, plastic 11.6 14.0 11.3 7.9 15.3 11.3
Inorganic chemicals,
fertilizersf 3.3 7.2 9.4 5.8 11.5 11.0

Organic chemicals 6.1 12.1 12.7
Cement, asbestosg 5.3 9.4 5.9 6.1 8.6 7.6
Non-metallic

products 9.5 14.9 9.4
Basic metals 5.8 7.2 4.5 5.2 9.2 4.5
Metal products 10.6 11.0 10.1 9.3 12.3 10.0
Machinery 2.0 4.5 11.5 3.3 4.6 11.4
Electrical

equipment 7.3 17.6 12.9 6.9 16.7 12.9
Transport equipment 3.2 11.4 11.4 3.5 7.2 11.4
Other 7.6 16.6 9.3 8.0 15.0 9.3

a Based on duties collected on imported commodities.
b Rate on value of imports plus tariffs.
c Excludes fuels for 1961 and 1970.
d Excludes sugar in 1976.
e Shoes and clothing combined for 1979.
f Inorganic chemicals and organic chemicals combined for 1979.
g Cement, asbestos, and other non-metallic products combined for 1979.

Source: Katsos and Spanakis. Estimates based on realized tariff and tax
collections according to data from Ministry of Finance. Figures
represent weighted averages. Tariffs were weighted by value of
imports; excise taxes were weighted by value of imports plus
tariffs.
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Although trade barriers were decreased considerably during the
period of association with the EEC, Katsos and Spanakis claim that there
was not always a decrease in protection. The authors calculated nominal
and effective protection rates from the realized tariff and tax revenues
and the value of imports. Their estimates, shown in Appendix Table A.4,
suggest that the average "realized" nominal tariff decreased less
consistently over time than nominal "planned" tariff protection. For
certain product categories, in fact, the "realized" tariff increased. The
estimates of effective tariff protection show increases for broad
categories of goods. Changes in effective protection can be caused by
changes in nominal protection, changes in value added ratios, in shares of
nontraded inputs to total inputs, in substitutability of material inputs
among themselves or with value added. Katsos and Spanakis suggest that
effective protection rates for manufactured products were influenced by the
increase in nominal protection and by the increase in the nontraded inputs'
share of total production costs.

The Katsos-Spanakis estimates may seem surprising in view of the
great reductions in nominal tariff rates and other restrictive measures.
That is, they may give the impression that on the whole the Greek economy
became more protective. That is not what happened, however. One must bear
in mind that certain factors could not be taken into account in these
estimates by the authors. These include the effects of exchange rate
adjustments, changes in QRs and advance deposits, and changes in bilateral
trade, and export-promoting effects which may have reduced the effective
protection level considerably in some sectors. Papageorgiou's (1983) study
showed that a much more detailed examination would be required to obtain a
more accurate idea of the changes in the degree of protection. The Katsos
and Spanakis study demonstrates how difficult it is to reach unambiguous
conclusions in studies about protection which are based on only some trade-
affecting factors.

2. Changes in Quantitative Restrictions

In 1961 the government set QRs on imports from the EEC at less
than 20 percent. This was below the target levels of 25 percent in 1967
and 20 percent in 1972. In 1975, there was an increase in quantitative
restrictions on imports of various live animals and types of meat, dairy
products, vegetables, fruits, concentrated tomato, fertilizers, books,
bricks, tiles, sawing machines, cells and batteries, television receivers,
and pencils from non-EEC countries. Almost all of Greece's QRs were
abolished, however, when implementation of Greece's membership agreement
with the EEC began in 1981.

3. Change in Import Deposit Requirements

As mentioned earlier, the 1961 agreement of association with the
EEC did not contain specific references to import deposits. The coverage
of import deposit tables F-50 and F-100 expanded during the period 1961-75.
In 1975, in view of Greece's application for full EEC membership, the
authorities reduced the scope of such requirements by transferring goods
from Table F-50 to Tables F and P, lists of goods for which no import
deposit was required.
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Export Promotion Policies

The evolution of Greece's export promotion policies during the
period 1961-81 has been discussed in considerable detail elsewhere.15

Therefore, only important incentives introduced or amended during that
period are examined here. Less significant measures are mentioned but not
discussed, while minor measures are ignored.

Greece's system of export subsidies in the late 1950s was slightly
modified in 1959-61, the years when Greece was negotiating its associate
EEC status. Procedures for refunding duties and other import taxes to
exporters were better defined, goods not exported directly by their
producers but by other exporters became eligible for refunds or for
exemption from duties, and the expected volume of exports was made one of
the criteria for offering certain incentives for bigger investment
projects. The practice of refunding a part of the social security charges
payable by the employer was eliminated, however.

Greece's export promotion laws were modified in various ways
during the period 1962-68. The most important change occurred in 1962,
when a cash subsidy was introduced in the form of a rebate of 2 percentage
points of the interest rate on export credit granted to manufacturing firms
exporting at least 12 percent of their output. The amount of credit on
which the incentive was applicable could be up to twice a firm's own funds.
In addition, the refunding of social security contributions was reinstated
and was extended to cover contributions made by exporters to the
Agricultural Social Insurance Fund.

Much more important incentives were introduced during the period
1969-72. Imported goods became subject to an indirect tax approximating
the stamp tax imposed on domestic products, which was payable at all stages
of domestic production and was estimated to equal 2 to 5 percent of a
product's final value. Exported products became eligible for refund of
that charge.

In 1970 the cash subsidy incentive mentioned above was
strengthened considerably. The rebate on short-term credit was raised from
2 to 4 or 5 percentage points, irrespective of the actual rate paid by the
exporter. The refund was calculated on the basis of an imputed average
amount of credit which could not be higher than three times the f.o.b.
value of a firm's gross exports, depending on the percentage of domestic
value added of exported goods. This method was chosen to encourage firms
to increase both exports and domestic value added.16 Judging by the amount
refunded to exporters, this incentive was the most significant one for
manufactured exports.

Voloudakis and Fylaktos (1982) estimated that in 1973 the average
subsidy rate of this measure was on the order of 14 percent for the total
manufacturing sector and ranged from 6.7 percent for machinery and other
equipment to 21.8 percent for food and beverages.17 The agreement with the
EEC stipulated that initial subsidy rates would be cut by 35 percent in
1975, by 50 percent in 1977, by 70 percent in 1981, by 85 percent in 1983,
and totally eliminated in 1984. In practice, however, the reductions were
much slower because the Greek government was concerned about the effects of
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the post-1974 world recession on Greek exports (Papageorgiou 1983, pp.
2.31-2.32). The subsidy had not been abolished by the end of 1986, despite
EEC pressure to do so. Another modification in export incentives occurred
in 1975, when tax deductions for export earnings from primary, mining, and
manufactured products were set at 2 percent, and a rate of 1 percent became
applicable to certain other products. Prior to that time the rates were 4
percent for exports of manufactures, fruits, and vegetables, 2 percent for
other primary products, 3 percent for mining products, and 1 percent for
other products. Less significant modifications were made in 1977 and 1979.

The growth of actual and imputed export-promotion payments, and
the relative importance of individual incentives, can be seen in Appendix
Table A.2. Only the major subsidies for which quantification was possible
were taken into account. Subsidies to agriculture (Column 7 in Appendix
Table A.2) refer to nonitemized payments to farmers irrespective of the
final destination of the product. The relative importance of the different
incentives can be assessed by comparing them with export totals. Estimates
by Voloudakis and Fylactos (Table 3.3) of the rate of subsidization of
different groups of exports show a considerable increase of subsidization
in the 1970s compared to the 1960s, particularly for food, beverages,
tobacco, textiles, clothing, and footwear.18

Table 3.3 Average Subsidy Payments for Exports. 1982-1978
(percent of value of *xports)

ianufac- Food, Chemi- Non-
Total tured Beverages, Clothing, cals, Metallic Basic Metal

Year Exports Exports Tobacco Textiles Footwear Plastics Products Metals Products

1962 2.7 6.1 6.6 6.5 6.5 6.5 6.6 6.5 6.5
1963 2.9 7.1 7.6 7.6 7.6 7.6 7.6 7.8 7.6
1964 3.0 7.1 7.6 7.6 7.6 7.6 7.6 7.6 7.6
1985 3.0 5.9 6.4 6.4 6.4 6.4 6.4 6.4 8.4
1986 2.8 6.1 5.6 5.6 5.6 5.6 5.6 5.6 5.6
1967 2.7 4.8 5.3 5.3 5.3 5.3 5.3 5.3 5.3
1988 4.1 7.8 8.2 8.2 8.2 8.2 8.2 8.2 8.2
1969 5.0 8.0 10.1 10.1 10.8 9.9 9.9 9.6 10.3
1970 5.9 8.6 11.9 11.9 13.2 11.4 11.4 10.7 12.2
1971 7.3 11.0 27.4 26.2 26.3 15.5 15.7 10.5 22.2
1972 8.9 12.4 27.3 28.1 28.2 15.4 15.8 10.4 22.1
1973 9.2 12.0 27.3 26.1 28.2 16.4 16.6 10.4 22.1
1974 9.1 11.3 27.5 26.3 26.4 15.6 15.8 10.6 22.3
1975 9.4 12.2 22.6 21.7 22.0 13.0 13.2 8.9 18.5
1976 9.2 11.6 20.9 20.0 20.5 12.2 12.2 8.3 17.2
1977 11.0 13.7 18.7 18.0 18.6 11.4 11.5 8.1 15.7
1978 9.9 12.4 18.4 17.7 18.4 11.8 11.7 8.5 15.6

Source: Voloudakis and Fylactos.
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The Exchange Rate

Greece maintained the official exchange rate set in 1953 until
1975, when it adopted a system of managed floating rates (Table 3.4).
Despite problems caused by increases in oil prices in 1973 and 1978,
foreign exchange reserves showed an overall rising trend until 1979 (partly
because of accelerated borrowing). During the period 1975-79 the
government did not feel compelled to let the drachma fall in value, since
reserves were sufficient and inflation in Greece was not much higher than
it was in many of Greece's trading partners. Devaluation accelerated after
1979, however, as the inflation differential and the deficit in the balance
on current account increased.

Table 3.4 Exchange Rate, 1961-1981
(drachmas per U.S. dollar)

Effective Exchange Rates

Official Price-adjusted Non-Agri-
Exchange Exchange Rate Total Agricultural cultural

Year Ratea (1970=100) Imports Exportsd Exports

1961 30 80.1 36.9 30.8 31.0
1962 30 83.4 37.5 30.9 32.8
1963 30 84.3 36.6 31.0 33.3
1964 30 87.0 36.0 31.2 31.5
1965 30 88.6 35.7 31.4 32.9
1966 30 88.9 36.3 31.6 32.3
1967 30 90.9 36.6 31.7 32.2
1968 30 94.5 36.6 32.0 33.1
1969 30 97.0 36.3 31.7 33.2
1970 30 100.0 35.7 31.5 33.5
1971 30 102.8 35.4 31.7 34.4
1972 30 104.3 35.4 31.3 35.6
1973 29.6 97.6 34.0 31.0 34.5
1974 30 89.9 33.6 32.1 33.7
1975 32.6 97.1 36.4 35.1 36.7
1976 36.5 107.5 40.8 39.1 41.0
1977 36.8 107.4 41.2 40.1 41.5
1978 36.7 104.3 41.5 39.7 42.0
1979 37.0 98.7 41.5 40.4 42.8
1980 42.6 105.2 n.a. 46.7 47.6
1981 55.4 124.6 n.a. 62.1 64.1

n.a. = not available.
a Annual average.
b Official exchange rate multiplied by (world price index/Greek CPI index).
c Includes tariffs and excise taxes actually collected.
d Includes subsidies paid.

Sources: Table 3.3 and Appendix Table A.2.
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During the period 1961-74 the index of official exchange rates
multiplied by the ratio of world prices over Greek consumer prices
increased because Greek prices rose more slowly than world prices.
Domestic and world prices both rose much faster in the years between 1974
and 1980, but the relative-price-adjusted exchange rate index did not
change much because the Greek inflation rate was not much higher than the
average world rate. After 1981 the index changed more quickly due to
widening differences in domestic and foreign prices.

The EERs for exports calculated on the basis of official exchange
rates and subsidy payments (Table 3.4) showed little change in the 1960s.
In the 1970s they varied much more because of devaluations and the stronger
export subsidies introduced in 1969-70. The EERs for imports, estimated
from actual tariffs and excise taxes collected, changed more slowly than
the EERs for exports.
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Chronology of Second Period

Year Significant Events

1961 Agreement of Association with EEC signed in Athens (July).
Increase in QRs, with permission of EEC. Introduction of fiscal
incentives for large-scale investments.

1962 Agreement with EEC becomes effective in November. Tariffs on
imports from EC countries are reduced. EC tariffs on imports
from Greece for manufactures, tobacco, and raisins reduced.
Legislation enacted to promote exports, encourage investment, and
reduce tax evasion. Partial settlement of pre-war external
debts.

1963 Reduction of various interest rates. Additional export promotion
measures. Further reduction of EEC tariffs on imports
from Greece.

1964 Further reduction of Greek tariffs on imports from EEC countries.
Abolition of EEC tariffs on Greek tobacco and further reduction
of tariffs on manufactures. Settlement of pre-war debts.
Increase in various tax rates.

1965 Further reduction of Greek tariffs on imports from EEC countries
and EEC tariffs on Greek manufactures and raisins.

1966 Additional reduction of EEC tariffs on Greek manufactures and
raisins. Legislation enacted allowing partial rebate of interest
costs paid by exporters. Certain interest rates raised.

1967 Military dictatorship comes to power. Relations with EEC become
strained. Greek tariffs on imports from EEC further reduced and
EEC tariffs on Greek raisins abolished. Legislation on
investment incentives, establishment of off-shore companies, tax
measures.

1968 Greek tariffs reduced again. Some additional export incentives
established. Certain interest rates reduced, discount rate
raised. Supplementary legislation for off-shore companies. Six
EEC members complete customs union.

1969 Export incentives revised and improved. Legislation for fiscal
incentives for investment and revision of tax rates. EEC ceases
implementation of association agreement because of military coup
in Greece.

1970 Greek tariffs reduced once more. Legislation enacted reducing
certain tax rates. Currency Committee's decision for interest
rate subsidization to promote exports. Increase in certain
interest rates. EEC signs trade agreements with several
countries, including some that make products which compete with
Greek products.
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1971 Greek tariffs reduced. Legislation for investment incentives,
regional development incentives, tax reductions, interest rate
subsidization for exports.

1972 Greek tariffs reduced. Incentives enacted for regional
development and mergers of firms.

1973 Greek tariffs reduced further. Discount rate and several other
interest rates increase. Oil prices increase. Sudden increase
in price level. EEC enlarged by accession of United Kingdom,
Ireland, Denmark.

1974 Greek tariffs reduced or eliminated (depending on category of
goods). Incentives for regional development. Many interest
rates raised. Cyprus crisis. Threat of war with Turkey.
Collapse of dictatorship. Second year of inflation. First year
of negative economic growth in a long time. Special tax
assessment placed on larger incomes to pay costs arising from
Cyprus crisis. EEC freeze lifted after restoration of democracy.

1975 Greek tariffs reduced. Economic performance improves; inflation
rate decreases. Exchange rate allowed to fluctuate. Import
deposits increased. Certain interest rates drop. Revisions of
certain tax laws. Greece applies for full membership in EEC.

1976 Certain incentives for regional development. Special levy on
large bank credits. Economic recovery continues.

1977 Greek tariffs reduced. Incentives for foreign capital. Many
interest rates raised.

1978 Big increase in international oil prices. Earthquakes cause
heavy damage in Thessaloniki. Special tax imposed to raise
additional revenue. Many interest rates raised. Economic growth
decelerates. Additional incentives for regional development and
mergers of firms.

1979 Economic performance deteriorates. Inflation rate rises. Many
interest rates raised drastically. Accession Agreement with EEC
signed in Athens.

1980 Greek tariffs reduced. Many interest rates raised. Surcharges
imposed on certain income categories. Economy's poor performance
continues.

1981 Accession Agreement becomes effective and Greece becomes tenth
member of EEC. Poor economic performance continues. Many
interest rates increase. Bilateral trade, import deposits, and
most remaining QRs abolished. Incentives for regional
development. Socialist government is elected.
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Summary of Characteristics of Second Period

Broad nature Customs union with EEC with adjustments for third
countries, to be completed by 1984.

Size/duration Long, slow, and gradual adjustments, mostly
annually, some at longer intervals.

Stages and targets Target: Completion of union by 1984, eventual full
membership.

Economic Circumstances Prior to Second Period

Rate of real growth Under 1 percent in 1961. Higher in previous
years.

Rate of inflation Less than 2 percent in 1961.
Agricultural production Considerable increase in 1961.
Manufacturing production Modest increase in 1961.
Balance of payments Small surplus in 1961.
Trade deficit Small increase in 1961.
Restrictions on external Few.
trade

Budget Surplus of ordinary budget increases. Small
increase in total budget deficit.

External aid dependence No.

Political Circumstances

Stable and strong government Yes.
Split in government No.
Ministries responsible Mainly Ministry of Coordination and Ministry

of Commerce.
Ideological shift No.
Opposition attitude Generally favorable.
Public attitude Favorable.

Accompanying Policies

Exchange rate Fixed until 1974; adjustable afterwards.
Small black market.

Export promotion Increased mainly in 1969-1972 (duty rebates,
stamp tax exemptions, market penetration
allowances, interest subsidization).

Export duties No.
Monetary policy Some relaxation. Declining interest rates.
Fiscal policy Surplus in ordinary budget, deficit in total

budget. Periodic tax revisions. Settlement
of pre-war external debt. Gradual expansion
of public sector and transfer payments after
mid-1970s.

Capital movement Considerable inflow.
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Domestic Controls

Prices Basic system of controls continues.
Wages No change in system of wage determination.
Investment Encouraged.

Implementation of Policy

Departures from plan Some disruption due to military dictatorship
and subsequent EEC freeze. Temporary increase
in protection in 1975 due to payment problems.
Earlier accession to EEC (1981).

QRs changes Coverage increases in 1961; EEC amenable. QRs
abolished following accession.

Bilateral trade Increased, then subsequently phased out.

Economic Performance

Inflation Low until 1973 (less than 3 percent annually).
Sudden increase in 1973-74, deceleration in
1975-78. Higher after 1979.

Exchange rate Stable until 1974. Small devaluations until
1980, followed by larger ones.

Real wages Increase until late 1970s.
Employment Increased considerably until late 1970s.
Real growth Usually high each year until late 1970s.
Protection Gradually reduced.
Imports and exports Trade deficit increased considerably.
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FOOTNOTES TO CHAPTER 3

1. In 1961 the value of imports of goods in expanded Table A was equal to
14 percent of total Greek imports from the EEC, while the value of
imports of goods in Table B was equal to about 2 percent. Thus, the
total value of imports covered in 1961 by QRs was much below the 40
percent limit set by the agreement.

2. EEC countries with state tobacco monopolies (France and Italy) agreed
to maintain their imports of Greek tobacco at the 1959 level.

3. At the time of the signing of the agreement, emigration was expected
to relieve the Greek economy of some of its agricultural
underemployment, while future repatriation of emigrants was expected
to enrich the country with new skills and ideas.

4. Professor Xenophon Zolotas, Governor of the Bank of Greece, had
referred to the issue in his annual address to the general assembly
of the Bank's shareholders in 1956. See Bank of Greece (1978, pp.
546-48).

5. Some associations saw the agreement with the EEC as a good opportunity
for seeking certain concessions for their members (e.g., lower
interest rates), arguing that such measures would help them become
more competitive.

6. It should be said, however, that in that period there was indirect
government influence on the governing boards of many associations, and
it is not possible to tell whether their statements reflected the
feelings of a majority of their members.

7. During 1955-60, private fixed investment was, on the average, equal to
15.7 percent of private consumption. At first, more than half of all
private investment funds were used for construction of private
dwellings, but this figure gradually dropped to between 40 and 45
percent.

8. The number of projects approved subject to the provisions of
legislative decree 2687 was as follows: in 1957, 16; in 1958, 18;
1959, 35; and in 1960, 41.

9. Greece imposes a flat annual tax based on the tonnage and age of the
vessel. Revenues thus remain largely unaffected by the state of the
market for sea transport services, and the problem of assessing the
net earnings of ships operating mostly outside Greek waters is
bypassed. See Tzoannos (1980).
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10. For example, assuming that the pre-association tariff rate on a
particular good was 50 percent, a 5 to 8 percent reduction in the
tariff rate every two to three years would have been equivalent to an
average reduction of the wholesale price of a similar imported good by
only 1 to 2 percent if importers were passing the tariff reduction on
by reducing the selling price accordingly (which was not always the
case). Even if domestic producers of competing goods could not always
reduce their real costs by a similar percentage through productivity
growth, they could reduce their price by this small amount and still
show a satisfactory profit.

11. It has not been possible to establish the extent to which the infant
industry clause was used. One such case was the development of
television assembly in the 1960s.

12. During the years of the freeze the EEC signed the Arusha Agreement
with a number of African countries which produce some products that
compete with Greek products (textiles, agricultural products), as well
as agreements or protocols with Israel, Morocco, Tunisia, Spain,
Yugoslavia, Malta, and Turkey, which also produce competing products.

13. In May 1967 the Minister of Coordination of the military government
stated that Greece's association with the EEC was correct and that the
Greek economy ought to accelerate its adjustment to European
developments. "Economicos Tachydromos," May 4, 1967.

14. At a fairly advanced stage of the negotiations, after objections had
been raised by EEC technocrats regarding early Greek membership,
Karamanlis visited all of the leaders of the EEC countries and
persuaded them to agree to the Greek request.

15. Export incentives are discussed in much detail in the author's longer
report submitted to the World Bank in June 1985; in Papageorgiou
(1983); and in Voloudakis and Fylactos (1982).

16. With 30 percent of domestic value added, the ceiling on imputed value
added was to be equal to three times the f.o.b. value of exports. With
each percentage point increase in value added, the multiple of three
could increase by one tenth.

17. The incentive was not applicable to a few products which were subject
to alternative types of export subsidies. Also, until 1975-76 it was
not applicable to exports made in accordance with bilateral trade
agreements. For a more detailed discussion, see Voloudakis and
Fylactos (1982, pp. 29-31) and Papageorgiou (1983, pp. 2.29-2.32).

18. See Voloudakis and Fylactos (1982, pp. 136 and 147). The authors took
into account only the subsidies mentioned here because they were
quantifiable direct subsidies modified or introduced in the 1960s or
1970s.
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CHAPTER 4

PERFORMANCE OF THE GREEK ECONOMY AFTER JOINING THE EEC

In the two decades that elapsed between the signing of the
Agreement of Association with the EEC and Greece's achievement of full
membership in the EEC, the country's macroeconomic policies changed a
number of times and the country's economic performance fluctuated widely.
On the whole, the economy remained healthy until the oil shock in 1973 and
the Cyprus crisis in 1974. Between 1975 and 1978 the economy did
reasonably well but never reached the pre-1973 level of growth. Economic
deterioration reappeared in 1979, due to the 1978 increase in oil prices,
the worsening of recession in Western Europe, and the gradual adoption of
less sound domestic economic policies. Since 1981 the Greek economy has
been weak, and continued weakness may make it difficult for Greece to
adhere to the commitment to liberalization inherent in full membership in
the EEC.

Product and Income: Growth, Structure, and Distribution

Economic growth, though limited, was very important after 1975,
since it prevented such potential negative effects of liberalization as
increased unemployment, high rates of bankruptcy, and social unrest. Real
growth rates in Greece through the end of the 1970s were higher than in
most other OECD countries and for the OECD as a whole (Table 4.1). In
1980, however, the rate dropped to 2 percent, and in the years since 1981
the rate has fluctuated around zero.

For most of the period 1961-81 the fastest-growing sectors in
Greece were energy production and manufacturing (Table 4.1). The other
sectors (except for agriculture) also had high average growth rates until
the end of the 1970s. Large annual fluctuations in agricultural production
caused by erratic weather conditions and crop cycles had some effect on
total GDP growth rates, particularly in the 1960s.

The period 1961-81 was also marked by a considerable change in
income distribution. The share of wages and salaries in national income
rose from 33.7 to 47.7 percent, while agricultural income's share dropped
from 25.7 to 18 percent and the share of income from property and
enterpreneurship decreased from 37.5 percent to 34.5 percent (National
Statistical Service of Greece, National Accounts). In the early years of
association with the EEC, the increase in real labor income was mainly due
to fast growth in the economy. Later on, labor income was also helped by
government fiscal measures that had a redistributive character.1 As
economic growth slowed after 1974, redistributive measures became more
important,2 and various groups in society tried harder to increase their
share of national income.
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Table 4.1 Growth and Structure, Gross Domestic Product, 1980-1981

Annual Annual Annual Annual

Average Average Average Average

Entire Country
and Sector 1980 1981 1982 1983 1984 1985-89 1970-73 1974-78 1979-81

Real GDP growth,
Greece (percent) 3.1 11.3 0.8 10.1 7.6 6.9 8.4 3.7 1.7

Real GDP growth,
OECD n.a. na. 6.2 4.9 8.3 5.0 4.6 2.6 2.0

Primary sector -9.3 28.7 -13.0 20.3 -0.3 2.0 4.2 1.0 1.4
Mining 9.8 8.2 1.9 10.5 8.1 10.6 11.1 3.8 0.5
Manufacturing 9.8 7.9 5.2 8.2 12.7 11.0 8.3 4.9 -
Energy 11.3 19.9 7.7 18.8 14.0 13.6 16.0 8.3 5.2
Construction 19.4 6.2 3.4 4.9 17.8 8.9 7.3 -3.2 -10.2
Services 4.9 8.2 6.9 6.7 8.0 7.0 7.9 4.8 2.8

Major Sector Share of GDP (percent)

Primary 23.1 28.3 22.7 24.9 23.2 20.7 17.0 16.5 13.9

Manufacturing 14.3 13.8 14.5 14.2 15.1 16.4 19.8 21.2 21.9
Other secondary 12.6 11.1 11.4 11.2 12.1 12.3 13.3 11.2 11.6
Services 51.0 48.8 51.4 49.7 50.0 50.6 50.3 52.3 53.7

na. = not available.

Sources: NSSG, National Accounts of Greece (various issues); OECD (1982).

Savings and Investment

Gross savings as a percentage of GDP ranged around 20 percent
until 1969 (Table 4.2). The savings rate then rose substantially, reaching
a peak of 32 percent in 1973. Until the period 1973-74 the public sector
was an important contributor to the financing of gross fixed capital
investment (Table 4.3). But the public sector's contribution then
decreased drastically, and its rate of saving became negative after 1980.
Greece received little financial assistance from international agencies
during the 1960s and 1970s, obtaining just a few World Bank loans for
education, roads, and urban sanitation. Foreign private financing of gross
fixed investment was substantial in most years in absolute terms, but
because of growth in private domestic investment, the relative importance
of foreign private investment decreased over the years (Roumeliotis 1977,
pp. 48; 57). Since there was no provision in the agreement of association
with the EEC requiring free mobility of capital, Greece was able to
maintain its restrictions on capital outflows.
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Table 4.2 Savings. Investment, Capacity Utilization, and Profitability in Greece, 1981-1981

(percent)

Annual Annual Annual Annual

Average Average Average Average

Financial
Category 1981 1962 1963 1964 1965-69 1970-73 1974-78 1979-81

Gross savings as
percent of GDP,

Greece 17.8 19.6 19.2 21.4 20.5 27.9 24.6 26.5

Gross savings as
percent of CDP,
OECD 21.6 21.7 21.7 22.5 22.8 24.2 21.9 22.0

Gross fixed capital
formation as
percent of GDP,

Greece 18.2 20.1 19.2 21.0 22.5 28.2 22.8 23.7

Gross fixed capital
formation as
percent of GDP,

OECD 20.2 20.4 20.6 21.1 21.2 22.5 21.8 21.7

Capacity utilization

in manufacturing,
Greece 77.3 76.2 77.9 80.8 83.8 94.1 856. 81.9

Profitability
in manufacturing:

Ratio of net profits

plus deprecia-
tion to own
capital 20.6 19.6 19.5 17.3 18.6 256. 22.5 23.4

Ratio of net profits

plus deprecia-
tion to total

capital 8.1 6.3 6.4 5.7 7.2 8.3 7.2 6.3

Sources: OECD (1982); NSSG, National Accounts of Greece (various issues); Government Gazette
(various issues).
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Table 4.3 Sources of Financing of Total Gross Fixed Investment, Selected
Years, 1960-1982

(percent)

Private Financing from Financing by
Year Financing Abroad the Government

1960 64.7 15.4 19.9
1965 66.2 22.2 11.6
1970 73.2 11.1 15.7
1975 83.9 13.6 2.5
1977 89.7 7.2 3.1
1979 90.9 6.2 2.9
1980 101.4 -1.2 -0.2
1981 126.1 0.7 -26.8
1982 106.5 17.3 -23.8

Source: NSSG, National Accounts of Greece (various issues).

Most foreign capital came to Greece under the provisions of
legislative decree 2687, which was passed in 1953 to attract foreign
investments. Interest among foreign investors was generally very strong in
the 1960s and early 1970s. It then started diminishing, and in the 1980s
dropped drastically (Table 4.4). Of the foreign capital invested in Greek
manufacturing, more than one third went into chemicals and a substantial
proportion went into the basic metal industries. The production of
transport equipment, engines, and electrical appliances also absorbed
significant amounts of foreign investment. According to Giannitsis (1982,
p. 323), the number of manufacturing majority-shareholder multinationals in
Greece increased from 61 to 217 between 1965 and 1977. Their share of
total manufacturing exports rose from 10.9 to 27.6 percent, while the
dollar value of their exports went up nearly a hundred times. The number
of minority-shareholder multinationals rose from 28 to 73, but their share
of total manufactured exports dropped from 19.7 to 9.6 percent. The dollar
value of their exports, however, increased by almost twenty times.

Legislative Decree 2687 also encouraged the transfer of many
Greek-owned ships to Greek registry (Table 4.5). The fleet reached its
maximum size in 1979, with 3,951 vessels totaling 38.8 million tons. The
number of ships then started to diminish, but total tonnage grew until
1981, when smaller vessels were replaced by newer and larger ones. The
main benefits of transfer to Greek shipowners were the simplicity,
transparency, and low rate of taxes on shipping firms, and the convenience
of having the vessels registered in the country of origin of their owners,
where most of them had offices, rather than in distant "convenience flag"
countries like Liberia or Panama.3 Many international banks, insurance
firms, auditing firms, and ship-supply firms opened Greek branches in the
late 1960s to maintain closer contacts with shipowners.
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Table 4.4 Approved and Realized Investments under Legislative Decree 2687
(1953)

Approved Inflowed Ratio of
Capital Capital Inflowed Capital

Number of (in million (in million to Approved
Year Approvals US$) US$) Capital

1954 2 2.0 - -
1955 10 2.8 3.0 107.1
1956 19 19.7 1.9 9.6
1957 16 4.7 6.7 142.5
1958 18 6.3 8.2 130.1
1959 35 21.2 8.3 39.1
1960 41 74.3 11.7 15.7

Total, 1961-80 4,583 4,594.3 1,531.8 33.3

1981 47 291.9 n.a. n.a.
1982 6 12.3 n.a. n.a.
1983 24 104.8 n.a. n.a.
1984 12 72.9 n.a. n.a.

TOTAL 4,672 5,076.2 n.a. n.a.

n.a. = not available.

Source: Ministry of National Economy.

Table 4.5 Greek Commercial Fleet and Total World Fleet, Selected Years

Greek Flag Greek-Owned Ships under Total World
Ships Foreign Flags Fleet

Year
Ships Tonnage Ships Tonnage Ships Tonnage

(millions of (millions of (millions of
gross tons) gross tons) gross tons)

1961 1,165 6.4 559 5.6 37,792 135.9
1965 1,570 7.3 904 10.8 41,865 160.4
1970 2,319 13.5 1,149 16.1 52,444 227.5
1975 3,216 24.8 1,219 19.5 63,724 342.2
1979 3,951 38.8 692 12.6 71,129 413.0
1980 3,942 41.2 545 10.0 73,832 419.9
1981 3,896 42.5 470 8.5 73,864 420.8
1982 3,554 36.8 440 7.6 75,151 424.7

Source: Lloyds Register of Shipping (various issues).
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Capacity Utilization and Profitability in Manufacturing

Capacity utilization, estimated by applying the 1970
capital/output ratio to the net capital stock series4 under the hypothesis
that capacity utilization in that peak year was 95 percent, tended to
increase until 1973. It then decreased. Estimates of profitability from
the balance sheets of corporations and limited liability companies
published in the government gazette (Table 4.2) show that the profitability
of own capital (the ratio of net profits plus depreciation to own capital)
fluctuated until 1969 but then remained rather high. The profitability of
total capital in manufacturing was also satisfactory by international
standards.

Money and Prices

Prices

Up until 1973, the Greek economy was notable for its stable
prices. Inflation in most years was lower than it was in many OECD
countries.5 In 1973, however, Greece's CPI jumped 15.5 percent, which was
more than in many industrialized countries, and in 1974 the situation
worsened. The general mobilization of Greece's armed forces because of the
Turkish invasion of Cyprus disrupted production, large amounts were spent
on war preparations and on aid to Cyprus, and the delayed effects of the
oil shock were felt by the population. These factors helped to push the
CPI up 26.9 percent. The inflation rate dropped to 13.4 percent in 1975
and then ranged between 12.1 and 13.4 percent until 1978.6 In 1979 the
rate accelerated to 19 percent; after 1980 it stabilized at 22 to 25
percent. This differentiated Greece from its main European trading
partners, whose rates of inflation fell in the 1980s.7 Table 4.6 shows the
trends in monetary and fiscal variables.

Money Supply, Interest Rates, and Lending

In 1961-65 the money supply increased at an average rate of less
than 20 percent (Table 4.6). The income velocity of money (the relation of
GNP to the average level of money supply) decreased (Appendix Table A.5).
Nominal interest rates on bank deposits remained low, but bank deposits
increased faster than GNP. Nominal interest rates on lending remained
nearly unchanged, being an average 5.5 to 10 percent depending on type of
loan. The rates on loans involving exports were lower than those on loans
for imports and domestic commerce by 3.5 to 4.0 percentage points. Bank
lending for exports decreased, while import and domestic commerce's share
increased and manufacturing/mining's remained stable.

Nominal interest rates showed relative stability up until 1973,
when they started rising because of inflation. The rise was particularly
large in 1979. Because of differences in the rate of inflation before and
after 1973, changes in real interest rates varied considerably from changes
in nominal rates. Up until 1973 (Table 4.6), real interest rates were
positive. After 1973 they were usually low or negative.
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Table 4.8 Monetary and Fiscal Variables. 1960-1981

Annual Annual Annual Annual

Average Average Average Average

Variable 1980 1981 1982 1983 1964 1985-89 1970-73 1974-78 1979-81

Annual Change, in Percent

Money Supply

(Ml) 19.0 14.8 16.0 15.2 19.3 11.8 17.8 19.7 19.1

Money Supply

(M3) 18.9 18.5 23.3 22.0 15.7 16.3 20.2 24.6 2b.9

Consumer Price

Index 1.8 1.9 -0.4 2.9 0.9 2.6 6.4 15.8 22.8

GDP Deflator 3.7 1.1 5.0 1.1 4.6 3.4 8.0 14.6 20.0

Lending to Primary

Sector 7.7 11.0 2.4 13.6 12.6 6.2 22.4 28.8 13.6

Lending to
Manufacturing

Sector 14.6 13.1 17.3 186. 16.4 15.2 22.4 26.8 26.8

Lending to
Commerce 11.3 4.8 36.9 25.3 9.0 9.4 21.0 24.4 13.4

Average Interest Rates

Nominal Interest

Rate on Deposits 4.6 4.6 4.5 4.5 4.6 6.0 6.0 7.6 14.0

Nominal Interest

Rate on Loans to

Industry 7.6 7.5 7.5 7.8 7.8 8.1 8.1 11.3 19.0

Real Interest Rate

on Loans to

Industry 8.7 6.7 8.8 3.4 6.8 7.0 0 -3.3 -6.7

Budgetary Comparisons

Total Budget
Expenditures/
GNP - 17.6 18.6 17.5 18.0 20.0 21.4 24.4 27.4

Government Expendi-
tures/GNP - 8.8 8.9 8.7 9.0 11.1 10.3 12.7 13.6

Government Invest-
ment Expendi-
tures, GNP - 4.2 4.6 3.5 3.3 3.6 4.7 4.4 4.2

Total Budget
Deficit/GNP -0.9 -2.4 -2.8 -2.2 -2.2 -2.1 -3.1 -4.3 -7.0

Ordinary Budget
Deficit/GNP 2.6* 1.2* 1.2* 0.9* 0.7* 0.8* 1.3* 0.1* -3.0

Subsidies-Grants/

Total Budget
Expenditures - 3.2 2.6 4.8 8.6 10.8 12.3 13.6 16.1

* = surplus.

Source: Bank of Greece (1982).
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Fiscal Policy and Expansion of the Public Sector

Budget expenditures in the form of subsidies and grants rose
steadily as a percentage of total budget expenditures during almost the
entire 1961-81 period. Total budget expenditure, particularly
noninvestment components, increased as a percentage of GNP after 1963-64.
The rise in total expenditures was much faster after 1973 because rising
inflation necessitated wage and salary adjustments for public sector
employees and increased outlays for government purchases of goods and
services. There was also a notable increase in debt service payments. The
total budget deficit as a percentage of GNP started increasing in the 1970s
and rose faster in the 1980s.

Public investments in the early 1960s were still devoted mostly to
infrastructure, but the public sector began to expand very rapidly,
acquiring Olympic Airlines, public utilities, and transport companies, and
participating directly or indirectly in a fast-growing number of other
types of enterprises as a majority or minority shareholder.

A study by Provopoulos (1985) shows that public sector employment
in 1983 rose to 18 percent of total employment, or 26 percent of employment
in nonagricultural sectors. In 1983 most enterprises of importance were
already under state ownership or control, either directly or through state-
controlled banks (see Table 4.7). In 1979-84 the deficit of Greece's
traditional public corporations (public utilities, air and rail transport
companies, energy, telecommunications, and many others) rose at an average
annual rate of 49.4 percent. The balance sheets of manufacturing and other
firms taken over by the state also showed, as a rule, fast-growing deficits
and huge debts.

A corollary of the fast expansion of the public sector and the
even faster growth of public deficits was the gradual change in the
contribution of the government to the financing of gross fixed investment
from positive to negative (Table 4.3). Public borrowing increased at an
accelerated pace after the mid-1970s, raising total public debt as a
percentage of GNP to unprecedented levels (Table 4.8).

Domestic financing of the public debt is done through the issuing
of new money, and with funds which banks and other organizations (e.g.,
social security organizations) are required to keep on deposit in low-
interest accounts at the Bank of Greece. Such funds constitute a
convenient source of borrowed money for the government, which uses the
funds mainly to cover budget deficits.8 Government policies led to a
gradual decrease in public investment during the late 1970s, as did the
government's heavy borrowing, which contributed to a gradual reduction in
private investment.

Labor Market Conditions and Labor Costs

After Greece became an associate member of the EEC, employment in
Greek agriculture decreased, especially in the 1960s.9 As agricultural
employment fell, average agricultural earnings increased, as did
mechanization and productivity. Average labor productivity in agriculture
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increased by 43 percent during the period 1961-71. Other factors that
contributed to the increase in agricultural incomes were government-
guaranteed prices for various farm products, fertilizer subsidies, and
government subsidization of agricultural loans.

Employment in the manufacturing sector increased until the last
few years of associate membership. This growth was particularly rapid
during the last of the 1960s and the beginning of the 1970s. The
employment pattern in individual industries, however, varied considerably
(Table 4.9). Labor market conditions gradually tightened as labor was
drained from rural to urban areas, and Greek manufacturers started
employing workers from the Middle East, Asia, and Africa in the early
1970s. Employment of many of these aliens was illegal, however, and the
Association of Hellenic Industries asked the government to legalize such
practices. The request was rejected, probably because of government
concern about the reaction of Greek workers to such a step. Employment
again became an issue in the late 1970s, as growing economic difficulties
encouraged labor unrest that took the form of work stoppages, seizure of
plants, and other disruptive practicesl that had adverse effects on
productivity. As Table 4.10 shows, the growth rate of value added dropped
and in a few industries became negative. After 1979, politicians and
newspapers started using the term "investors' abstention" in referring to
the reluctance of businesses to launch new projects or expand existing
plants.

Less than half of the Greek labor force was covered by
unemployment insurance by OAED during the period 1961-81. The actual
percentages were 34.7 in 1976 and 41.9 in 1981. Unemployment allowances
paid by OAED were a very small percentage of total personal disposable
income: 0.27 percent in 1962, 0.28 in 1965, 0.19 in 1970, 0.10 in 1973,
and 0.37 in 1975.11 These low percentages reflect the considerable
increase in employment opportunities in the late 1960s and early 1970s.
Throughout the period 1961-81 the average duration of unemployment benefits
was less than three months.

According to the OECD, nominal hourly earnings in manufacturing in
Greece between 1962 and 1972 increased by 9 percent per year; the OECD
average was 9.4 percent (OECD 1983). During the period 1972-81, however,
the annual rate in Greece was 23.9 percent, compared to an OECD average of
13.9 percent. Only Spain's rate during this period was higher than
Greece's. Real wages and salaries in Greek industry (Table 4.11) showed
increases in the 1960s, in the period 1975-78, and in 1981 (wages only).12

The rise in the 1960s was due to an increasing demand for labor resulting
from greater industrialization and intensified productivity. The rise
during the period 1975-78 was due to a resumption of economic growth
following the recession of 1973-74, shortages of labor, and political
pressures following the restoration of civilian rule to strengthen trade
unions and improve wages. Since 1979, however, wages and salaries have
remained static.
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Table 4.7 Corporations with Public Ownership or Public Participation, 1983

Approximate

Category Number of Firms Employment

Traditional Public Corporations

Energy 3 27,200
Transportation-communications 14 84,800
Water supply-sewerage 3 35,000

Manufacturing 11 6,930
Trade-services 21 1,690

Banking 7 31,010

Companies with State Banks as
Majority Shareholders

Manufacturing 76 18,250
Finance-Insurance 31 7,120
Miscellaneous 16 1,950

Companies with State Banks as
Minority Shareholders

Manufacturing 117 49,960
Finance-Insurance 11 5,270
Miscellaneous 21 2,590

Corporations under
Decree 1386 (1983)

Manufacturing 36 29,240
Miscellaneous 3 600

Source: Compiled from data on individual corporations in Provopoulos
(1982).

Greece's Import Performance after the 1961 Agreement of Association

During the period 1961-81, the dollar value of Greek imports
increased from $565 million to $11,468 million (see Table 4.12). Per

capita imports grew from $84 in 1960 to $1,094 in 1980. Commodity imports
as a percentage of GDP in current prices fluctuated between 20 percent in
1960 and 26.3 percent (the maximum) in 1980. During the 1960s, the average

annual rate of growth in Greece (measured in current dollars) was a bit
above the OECD and world averages, while during the 1970s it was lower
(Table 4.13).



- 74 -

Table 4.8 Total Public Debt of Greece, Selected Years, 1970-1984
(billions of drachmas)

Year Domestic Debt External Debt Total Debt/GNP

1970 47.4 16.4 21.3
1975 99.2 51.6 22.4
1980 362.8 111.0 27.7
1981 508.6 163.3 33.0
1982 693.6 234.8 37.5
1983 882.1 387.2 41.7
1984 1,252.3 538.8 54.2

Sources: Provopoulos (1985), and data from Bank of Greece.

Table 4.9 Ranking of Sectors by Employment Growth, 1961-1980

Average Rate of Annual Growth
Sector

1961-80 1961-69 1970-74 1975-80

Rubber and
plastic products 10.2 18.3 8.1 3.7

Clothing and footwear 8.5 5.0 16.3 6.3

All Manufacturing 7.5 1.2 7.3 -1.5

Oil derivatives 6.4 1.6 15.0 3.1
Beverages 6.1 6.0 7.6 3.3
Basic metal industries 6.0 6.2 7.8 2.7
Electric machinery 5.5 7.6 9.1 -0.3
Metal products 5.0 5.0 7.6 2.4
Transport equipment 4.5 0.4 13.5 2.6
Food 4.3 5.5 4.8 0.9
Wood and cork products 3.8 4.1 8.2 1.0
Paper 3.8 5.3 2.2 2.7
Non-metallic mineral products 3.3 3.8 4.9 1.6
Machinery 3.2 6.4 6.6 -3.3
Furniture 2.9 1.2 6.6 1.0
Textiles 2.7 0.4 6.7 1.5
Leather 2.4 3.2 2.7 3.2
Printing 1.7 1.0 3.1 1.6
Miscellaneous industries 1.5 -3.0 9.3 -0.8
Chemicals 1.4 -2.2 7.2 2.1

Agriculture -2.8 -4.3 -2.2 -1.4

Tobacco -5.0 -9.9 -3.1 0.7

Source: Estimates made for this study from data from NSSG, Annual
Industrial Survey (various issues).
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Table 4.10 Growth of Value Added by Sector, 1961-1981
(percent)

Average Rate of Annual Growth
Sector

1961-80 1961-69 1970-74 1975-80

Basic metal industries 14.5 30.6 6.3 0.1
Rubber and plastic products 12.0 18.9 12.2 2.8
Chemicals 11.0 16.9 10.9 4.4
Beverages 10.3 9.6 9.5 9.4
Paper 10.3 14.1 8.6 9.7
Electrical machinery 9.7 12.8 10.1 7.5
Oil derivatives 9.4 11.0 10.2 3.5
Non-metallic mineral products 9.2 11.3 7.6 6.3
Textiles 8.7 9.8 11.4 3.9
Miscellaneous industries 8.4 10.7 10.8 3.9

All Manufacturing 7.6 9.9 8.0 3.6

Food 6.6 8.0 6.4 4.1
Metal products 6.5 9.0 6.7 7.0
Transport equipment 6.5 4.7 7.2 4.1
Clothing and footwear 5.7 6.2 8.4 1.2
Wood and cork products 5.1 10.4 2.8 -4.5
Furniture 4.9 12.1 2.3 -2.0
Tobacco 4.3 7.8 3.1 3.5
Printing 4.1 10.5 2.1 0.9
Leather 3.3 5.7 7.5 -6.8

Agriculture 2.3 1.6 3.5 0.9

Machinery (non-electrical) 1.9 2.5 5.7 -3.0

Source: Estimates made for this study from data from NSSG, Annual
Industrial Survey (various issues).

Expenditures for imports of fuel (particularly crude oil) as a
share of all imports increased substantially after 1973. The share of
imports of raw materials decreased, while that of agricultural imports
fluctuated (see National Statistical Service of Greece, Statistical
Yearbook). Changes in the composition of Greece's imports, shown in Table
4.14, reflect the country's intensified investment efforts (e.g., the rise
in the share of imports of investment goods), an increase in the use of
domestic materials and a rise in value added products (as shown by the
decline in the share of imports of raw materials), and growing domestic
production of consumer goods. Total Greek imports of intermediate goods,
crude oil, and investment goods rose from 8.3 percent of GDP in 1961 to
22.6 percent in 1981 (see Appendix Table A.6).
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Table 4.11 Indices of Real Wages and Salaries in Industry

(1970=100)

Index of Real Weekly Wage Index of Real Monthly Salary

Gross Net Gross Net

Paid by Received by Paid by Received by

Employera Workerb Employera Employeeb

Percent Percent Percent Percent

Year Index Change Index Change Index Change Index Change

1982 80.5 -- 60.5 -- 67.3 -- 67.2 --

1963 59.7 -1.3 60.9 0.7 e8.5 -1.2 87.9 1.0
1964 65.1 9.1 67.7 11.2 68.7 3.3 71.6 6.5

1965 89.1 8.1 71.1 6.0 71.0 3.4 73.1 2.1
1966 74.7 8.1 75.5 8.2 80.0 12.7 80.9 10.7
1987 83.5 11.8 83.3 10.3 87.4 9.3 87.3 7.9
1968 90.1 7.9 88.9 6.7 93.1 6.5 91.9 5.3

1969 95.7 6.2 95.8 7.8 96.7 3.9 98.7 5.2
1970 100.0 4.6 100.0 4.4 100.0 3.4 100.0 3.4

1971 102.9 2.9 104.3 4.3 102.4 2.4 104.0 4.0
1972 106.7 3.7 110.3 5.8 104.7 2.3 108.3 4.1
1973 99.0 -7.2 108.1 -2.0 102.8 -1.8 112.2 3.6
1974 96.4 -2.8 108.8 0.7 96.3 -6.3 108.7 -3.1
1975 108.1 12.1 118.5 7.1 107.2 11.3 115.6 6.3
1978 120.7 11.7 128.6 10.4 118.7 8.9 124.4 7.7
1977 126.2 4.6 138.4 6.1 123.1 5.6 133.0 8.9
1978 142.5 12.9 150.2 10.1 133.2 8.2 140.4 5.8
1979 141.8 -0.5 161.9 1.1 133.2 0.0 139.9 -0.4
1980 138.6 -2.3 152.7 0.5 130.6 -2.0 138.7 -2.3
1981 138.2 -1.7 151.8 -0.8 124.1 -4.9 137.7 0.7
1982 153.1 12.4 163.8 7.8 123.5 -0.6 139.5 1.3
1983 152.4 -0.5 161.9 -1.0 130.6 5.7 132.3 -6.2

-- = not applicable.
a Deflated by wholesale price index. The wage and salary indices include employers' and employees'
contributions to social security.

b Deflated by the consumer price index. The wage and salary indices include employees'
contributions to social security.

Source: Estimates based on data from the National Security Organization (IKA), National Statistical

Service of Greece.
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Appendix Table A.7 shows the import penetration ratios for each
manufacturing division, while Appendix Table A.8 shows the geographic
origin of Greek imports. Changes in the penetration ratios in the various
manufacturing sectors varied considerably between 1960 and 1975. The
shares of imports from the EEC, the European Free Trade Area (EFTA), the
OECD countries, and the socialist countries all increased during the 1960s,
but by 1981 the shares of all these groupings except those of the EEC had
fallen well below their high points in the 1960s. This change reflected
the large rise in imports of crude oil from the Middle East and Africa.

Table 4.12 Trade Data for Greece, 1961-1981

Bilateral Bilateral
Aggre- Trade Trade Openness

Imports Exports gate as Per- as Per- of
(US$ (US$ Trade cent of cent of the

Year million) million) Ratioa Exports Imports Economyb

1961 565 234 0.28 34.5 17.9 0.27
1962 640 243 0.295 33.8 15.9 0.26
1963 730 296 0.31 29.0 14.5 0.27
1964 868 308 0.30 31.5 15.6 0.26
1965 1,022 331 0.30 32.0 16.5 0.28

1966 1,147 404 0.30 34.5 14.9 0.30
1967 1,156 453 0.305 28.6 14.4 0.27
1968 1,244 465 0.30 27.8 15.8 0.28
1969 1,429 530 0.26 26.1 13.1 0.28
1970 1,705 612 0.315 25.1 11.7 0.30

1971 1,945 625 0.33 19.8 8.6 0.29
1972 2,441 835 0.365 19.0 9.1 0.29
1973 4,097 1,231 0.44 20.8 9.2 0.34
1974 4,659 1,774 0.46 18.1 7.9 0.38
1975 5,072 2,030 0.51 17.5 9.5 0.42

1976 5,560 2,228 0.47 18.3 12.9 0.43
1977 6,425 2,522 0.50 15.5 8.4 0.42
1978 7,341 2,999 0.57 16.4 11.8 0.40
1979 10,110 3,932 0.67 16.9 4.3 0.40
1980 10,903 4,094 0.57 15.4 7.6 0.44
1981 11,468 4,772 0.58 0 0 0.40

a Ratio for goods and services: (X+M)/GNP.
b (X+M) of goods divided by GDP, estimated in current prices.

Sources: Estimates made from data from Bank of Greece (1982) and
Monthly Statistical Bulletin (various issues); and from NSSG,
Statistical Yearbook of Greece (various issues).
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Table 4.13 Annual Average Percentage Change in Value of Imports
(current U.S. dollars)

Period 1960-70 1970-80 1980-81

Greece 10.8 18.3 -16.5
OECD 10.3 19.7 -5.1
European members of OECD 10.2 19.7 -11.3
World 9.3 20.4 -1.0

Source: IMF (1982).

Table 4.14 Imports by Major Category, 1952-1982
(percent)

Intermediate
Inputs Consump-

(excluding Crude Investment tion
Year crude oil) Oil Goods Goods Freight

1952 38.6 6.8 14.7 39.9 -
1953 38.0 5.7 12.9 44.1 -
1954 39.4 4.6 13.5 42.4 -
1955 36.1 4.3 14.0 49.0 -
1956 34.8 3.3 14.7 47.3 -
1957 36.4 3.3 11.1 46.7 2.5
1958 32.0 3.4 18.0 44.5 2.0
1959 29.9 6.9 18.2 44.7 0.3
1960 29.6 6.4 15.7 48.2 0.1
1961 28.0 5.4 17.8 48.8 0.1
1962 27.9 4.9 22.3 44.9 -
1963 27.0 3.6 18.9 50.2 0.2
1964 27.4 3.3 21.7 46.8 0.9
1965 26.7 3.0 25.3 43.7 1.3
1966 25.9 3.7 24.7 44.7 1.1
1967 23.7 5.0 26.3 43.8 1.1
1968 23.1 5.9 26.3 43.7 1.0
1969 24.8 4.5 27.5 42.3 0.9
1970 24.3 4.2 30.0 40.7 0.8
1971 23.9 4.2 30.1 41.0 0.8
1972 21.9 5.7 33.6 38.2 0.6
1973 22.5 5.6 29.2 42.1 0.6
1974 25.0 14.0 27.5 32.8 0.8
1975 21.3 13.1 30.5 34.5 0.7
1976 20.6 14.8 27.8 36.2 0.6
1977 21.2 12.1 28.5 37.6 0.6
1978 20.9 12.0 27.5 39.0 0.5
1979 20.0 18.4 24.4 36.7 0.5
1980 21.9 23.4 22.4 31.7 0.5
1981 17.1 29.2 19.5 33.7 0.4
1982 16.8 24.5 20.5 37.8 0.4

- = negligible.
Source: Estimates made on the basis of data from NSSG, Statistical

Yearbook of Greece (various issues).
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Table 4.15 shows how various manufacturing sectors ranked in terms
of average annual growth of imports during the period 1961-80. All
industries had growth rates that exceeded the national income growth rate.
Twelve industries had annual rates of growth exceeding 10 percent. Nine
individual industries, the manufacturing sector as a whole, and agriculture
showed the quickest import growth between 1970 and 1974, while eight other
manufacturing industries experienced the quickest average growth in imports
during 1975-80.

Table 4.15 Average Rate of Annual Growth in Imports by Sector, 1961-1980

Average Rate of Annual Growth
Sector

1961-80 1961-69 1970-74 1975-80
(percent) (percent) (percent) (percent)

Tobacco 21.8 14.4 11.6 39.2
Furniture 17.7 21.5 8.4 19.2
Beverages 17.6 15.1 25.8 20.2
Clothing and footwear 16.5 12.8 22.4 27.3
Leather 13.5 16.9 11.6 9.2
Miscellaneous industries 11.6 7.2 6.7 12.9
Printing 10.9 8.8 3.8 12.8
Chemicals 10.8 7.1 14.1 9.6
Electrical machinery 10.8 10.6 12.2 8.1
Non-metallic mineral products 10.7 5.1 2.4 14.5
Transport equipment 10.6 13.3 7.6 8.4
Metal products 10.2 5.1 7.1 18.0
Machinery (non-electrical) 9.6 8.9 12.8 5.7

All Manufacturing 9.5 7.2 12.8 8.1

Basic Metal Industries 9.3 4.6 20.9 10.4
Paper 9.3 5.6 16.5 2.5
Oil Derivatives 7.2 5.2 11.2 2.9
Textiles 6.7 5.1 11.9 3.7
Food 6.6 -0.6 15.6 4.3
Rubber and Plastic Products 6.4 1.6 7.6 10.7
Wood and Cork Products 5.3 4.8 5.6 8.7

Agriculture 4.7 6.9 7.9 -0.3

Sources: Estimates made for this study from data from NSSG, Annual
Industrial Survey (various issues), and Statistical Yearbook of
Greece.
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All analyses of the factors that affected Greece's import growth
show the great importance of growth of economic activity. Below are our
estimates of total imports (TOTM) for 1962-81 for the following groups of
products:

FOOD = Food and live animals
RAWM = Nonedible raw materials, excluding fuels
MINF = Minerals, fuels, etc.
CHEP = Chemical products
MANF = Manufactured goods classified by chief raw material
MATE = Machinery and transportation equipment

The above groupings correspond to categories 0, 2, 3, 5, 6, and 7
of the SITC, while total imports correspond to category 9. The six
categories named accounted for the major part of Greek imports.

Both linear and log-form equations were used, and the best
statistical results (shown below) were obtained with log-form equations and
the CORC estimation method. The dependent variables are the logarithms of
the indexes of volume of the above categories of imports. The independent
variables are the logarithm of GDP in constant 1970 prices (LGDP), the
relative price of imports adjusted for tariffs and taxes (LRELP), and a
one-year lagged-imports explanatory variable. The last variable was
introduced into all of the equations but was found to be statistically
significant only for total imports. Thus, the results shown for the six
categories came from equations from which the lagged variable was removed.

The effective exchange rate for imports, which was used as a
separate variable, did not produce satisfactory results. The relative
price of imports was estimated as (UVI/H).(100+Rn/100+Ro), where UVI
represents the index of value of each category of imports, H represents the
index of wholesale prices, Rn represents the total tariffs and taxes
collected from each category of imports as a percentage of such imports,
and Ro represents the price of the last index in base year 1970. Exchange
rate changes were assumed to be reflected by the changes in import
prices.13 Standard errors are shown in parentheses. R-squares were
adjusted for degrees of freedom.

LTOTM = -1.0167 + 0.1628LGDP + 0.0016LRELP + 0.3402LTOTM-1
(0.0518) (0.0057) (0.1719) (1)

R2 = 0.979, D.W. Stat. = 1.509

LFOOD = -1.5772 + 0.2492LGDP - 0.0089LRELP
(0.0250) (0.0355) (2)

R2 = 0.984, D.W. Stat. = 1.934

LRAWM = -7.5662 + 0.9745LGDP - 0.0489LRELP
(0.1928) (0.2471) (3)

R2 = 0.960, D.W. Stat.. = 2.267

LMINF = -14.4427 + 1.5267LGDP - 0.0532LRELP
(0.0570) (0.0322) (4)

R2 = 0.974, D.W. Stat. = 1.973
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LCHEP = -13.4954 + 1.4542LGDP - 0.2364LRELP
(0.0492) (0.1054) (5)

R2 = 0.988, D.W. Stat. = 1.725

LMAN = -7.9983 + 1.0171LGDP - 0.5372LRELP
(0.0903) (0.2538) (6)

R2 = 0.968, D.W. Stat. = 1.377

LMATE = -10.2823 + 1.1915LGDP + 0.0234LRELP
(0.2667) (0.0275) (7)

R2 = 0.971, D.W. Stat. = 1.703.

In all the equations the coefficients for the effect of GDP have
the right sign (positive), are statistically significant, and (in five of
the six import categories) show strong elasticity. Elasticity was low only
for food/live animals. With respect to total imports, the coefficient was
higher for lagged than for unlagged imports. Imports of minerals and
fuels, chemical products, and machinery and transport equipment showed the
highest elasticities. The elasticities of manufactured goods classified by
raw material used, and of raw materials exclusive of fuels, were around
1.0.

The coefficients for relative price changes (including tariffs and
taxes) had the right sign (negative) in all equations except total imports.
They were statistically weak or not significant, and very small, except in
the case of manufactures classified by raw material.14 These findings
suggest that the growth of the economy, rather than the gradual reduction
in tariffs or changes in relative wholesale prices, was the major factor
responsible for the growth of imports. Raw materials, intermediate
products, and capital goods were needed for fast expansion of production
for domestic consumption and exports, while imports of final goods were
demanded by consumers, whose rapidly growing incomes enabled them to buy
more expensive foreign products.15

Greek Export Performance after Association with the EEC

Greece's exports increased slightly faster than its imports after
1961, and the ratio of exports to imports increased. Exports in 1961 were
equal to only 41.4 percent of imports, however, and as a result there was a
widening of the trade deficit. As a percentage of GNP, exports rose from
5.9 in 1961 to 11.3 in 1981. Over the same period, the index of openness
of the Greek economy rose from .27 to .40 (see Table 4.12). On average,
Greek exports grew faster than world or OECD exports did (Table 4.16).

The composition of Greece's exports changed quite a bit during the
1961-81 period of association with the EEC (see Table 4.17). The shares of
agricultural products and raw materials decreased a great deal, while the
shares of manufactured products and fuels rose very quickly.
Nontraditional exports include fuels, most manufactured exports, and many
agricultural exports, such as fruits, vegetables, and flowers. The average
growth of agricultural exports was low, while that of many manufacturing
industries was extremely high (Table 4.18). The change in the composition
of exports reflected rapid industrial development and the orientation of
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most industries toward greater exports (Table 4.19). It was seen above
that multinationals were responsible for a disproportionate share of
manufactured exports. The percentage of exports going to EEC countries
increased between 1960 and 1974 (Appendix Table A.9), then decreased as
exports to oil-producing countries went up. The share of exports going to
the EEC started rising again in 1981.

Table 4.16 Annual Average Percentage Change in Value of Exports
(current U.S. dollars)

Destination 1960-70 1970-80 1980-81

Greece 12.2 23.3 -18.6
OECD 10.1 18.9 -1.6
European members of OECD 10.3 19.4 -7.4
World 9.3 20.7 -1.7

Source: Export Research Center (KEEM), (1984).

Table 4.17 Structure of Greek Exports, Selected Years
(percent)

Type of Export 1960 1965 1970 1975 1980 1983

Agricultural products 64.8 66.4 41.2 32.2 25.7 33.1
Raw materials 25.2 19.8 16.9 8.7 7.8 6.7
Fuels * * 1.0 11.0 15.6 6.9
Manufactured products 9.9 13.8 40.9 48.1 50.8 52.4

* Less that one-half of 1 percent.

Source: Export Research Center (KEEM), (1984).

Rising exports were an important factor in the growth of the
manufacturing sector in the 1960s and 1970s. Voloudakis and Fylactos
estimated that demand for manufactured exports during the period 1954-63
accounted for only 1.6 percent of growth in manufacturing output, rose to
8.3 percent in the period 1963-70, and increased again to 19.3 percent
between 1970 and 1977 (see Voloudakis and Fylactos 1982, pp. 23-24). The
same researchers found that expansion of Greek exports during the period
1964-78 was overwhelmingly due to penetration of Greek exports into foreign
markets and to increased total world trade. The general increase in world
demand played an important role in the increase in total Greek exports but
had a lesser role in the increased demand for manufactured exports. Market
penetration, especially by manufactured exports, weakened somewhat in the
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1970s. This decrease in competitiveness occurred during a period when

subsidization of exports became more significant. Voloudakis and Fylactos
(1982, pp. 36-38) could not ascertain whether that reflected a genuine

decrease in competitiveness or weak export promotion policies.

Table 4.18 Average Rate of Annual Growth of Exports, by Sector

(percent)

Sector 1961-80 1961-69 1970-74 1975-80

Oil derivatives 60.1 111.3 42.7 10.3

Electrical machinery 38.7 61.3 41.1 8.1

Clothing and footwear 35.1 45.7 42.0 5.5

Paper 34.7 59.0 14.5 24.6

Basic metal industries 29.3 68.0 21.8 2.6

Metal products 28.5 26.7 39.8 15.9

Non-metallic mineral products 25.5 26.1 52.2 9.2
Textiles 21.4 24.2 26.3 11.1

Miscellaneous industries 20.3 19.8 22.4 12.9
Furniture 20.0 32.9 13.8 -4.8
Food 19.6 19.1 19.8 13.9

All Manufacturing 18.4 25.9 24.3 4.9

Rubber and plastic products 18.2 26.7 7.9 -4.1

Beverages 17.7 22.8 -4.9 21.8

Wood and cork products 14.4 3.1 55.4 43.1
Leather 14.1 25.1 19.9 2.1

Chemicals 12.4 17.0 -18.3 14.5

Transport equipment 12.0 3.0 22.4 -10.0

Machinery 7.9 -8.6 53.3 0.4
Printing 4.9 4.5 10.1 -19.9

Agriculture 3.2 4.7 5.5 -1.7

Tobacco -6.7 -1.5 34.9 -22.9

Source: Estimates made for this study with data from NSSG, Annual
Industrial Survey (various issues).

Table 4.20 shows that while the growth of world trade had a
positive effect on Greek exports, the composition of these exports had a

negative effect between 1964 and 1978; that is, Greek exports consisted
largely of products facing slow growth or declining world demand. It seems

that this was true not only for traditional Greek exports but also for many

of the products which began to be exported during the latter 1960s and

1970s. It may be that many of those products were traditional products
also produced abroad by industries that were moving out of developed
countries or whose markets were shrinking.
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Table 4.19 Exports of Greek Manufacturing Industries, Selected Years
(exports as percentage of value of production)

Industry 1961 1963 1965 1970 1975 1980

Food 3.6 2.3 3.2 5.6 10.1 12.2
Beverages 1.3 0.9 0.8 4.5 2.2 3.5
Tobacco 0.1 0.2 0.15 0.1 0.1 0.05
Textiles 1.9 2.2 2.6 7.0 12.4 23.0
Clothing and footwear 1.4 0.7 0.8 5.9 28.4 38.8
Wood and cork products 2.7 0.7 0.2 0.7 3.8 3.9
Furniture 0.2 0.15 0.3 0.45 1.6 1.0
Paper 0.15 0.9 2.1 2.2 3.8 11.5
Printing, publishing 2.6 1.8 1.8 1.8 4.8 1.6
Leather 18.8 18.4 17.5 23.4 37.6 30.2
Products of rubber
and plastic 1.4 0.8 0.7 2.7 2.5 1.1

Chemicals 8.7 4.5 5.5 18.2 16.5 27.0
Oil derivatives 0.03 0.8 0.3 4.3 28.5 32.3
Non-metallic mineral
products 1.9 1.6 1.5 3.0 18.7 19.6
Basic metal industries 3.1 3.2 10.1 40.9 33.1 31.7
Metal products 1.4 1.2 2.2 1.8 8.6 11.9
Machinery 11.0 5.5 4.7 1.4 5.7 7.0
Electric machinery 0.3 0.4 1.1 2.3 9.6 10.1
Transport equipment 2.9 2.7 3.7 1.9 7.3 3.3
Miscellaneous industries 6.7 8.7 12.7 13.4 26.3 34.7

All Manufacturing 3.0 2.1 2.7 7.7 14.2 17.1

Source: Estimates made for this study from data from NSSG, various Annual
Industrial Surveys.

A number of studies have been carried out to assess the effects of
Greece's export subsidies on the growth of exports. Some of the main
findings of these studies are presented here.

The Voloudakis/Fylactos study mentioned earlier found that the
subsidy variable's coefficient was nonsignificant in almost all of the many
estimated equations. In several cases the coefficient even had the wrong
sign (i.e., negative). The subsidy variable showed better results when
combined with the price variable. The authors used annual data for the
period 1962-78 and quarterly data for the period 1972-79 in single-equation
export supply and demand functions. Their best-performing single equations
were then combined in a simultaneous equations model. Only the most
important export subsidies (see Table 3.3) were considered. The pure
exchange rate effect was not separated from the overall price effect, as
the authors could not find prices in foreign exchange terms for most of the
export products.
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Table 4.20 Relative Importance of Factors Affecting the Growth of Exports
(percent)

Total Exports Manufacturing Exports
Factor 1964-1978 1970-1978 1964-1978 1970-1978

Growth of world 65.8 75.2 15.5 56.7
trade

Commodity composi- -24.8 -16.4 -0.7 -7.9
tion (product-
mix of Greek
exports

Market distribu- 3.3 1.7 6.1 1.2
tion

Greek shares of 55.6 39.6 79.0 50.0
growth of
foreign market

Total growth of 100.0 100.0 100.0 100.0
exports

Note: The estimates show the relative positive or negative contribution of
each of four factors to total growth of Greek exports during each
period.

Source: Voloudakis and Fylactos (1982).

The study included analyses of both total exports and of certain
manufacturing exports, including food/beverages/tobacco, textiles,
clothing/footwear, chemicals/plastics, nonmetallic mineral products, and
basic metals. Linear form equations proved better in most cases than lbg-
linear form. The estimates of some of the supply equations used in that
study are shown below;16 the main findings concerning demand functions and
the simultaneous equations model are summarized without showing the
statistical results. The findings for individual groups of manufactured
exports are omitted, since the results were not very different from those
for total manufactured exports, except that the subsidy rate coefficient
for two sectors (food and nonmetallic minerals) was statistically
significant at the 10 percent level, and the substitution of the composite
price variable (i.e., the price including the subsidy rate) for the simple
price variable increased the statistical significance of the coefficients
in food, chemicals/plastics, nonmetallic minerals, and basic metals.
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Single-Equation Export-Supply Functions

XWORLD = -43,884 + 143.57Y1 + 220.12P2TNPl(-l). R2 = .96, D.W. = .66
(18.14) (2.60) (1)

XWORLD = -47,217 + 149.04Y1 + 246.67P2TP1(-l), R2 =.965, D.W. = .78
(19.12) (3.32) (2)

XEEC = 16,167 + 75.37Y1 + 57.43P3TNP1(-l), R2 = .97, D.W. = 1.19
(23.03) (1.71) (3)

XEEC = -17,458 + 76.94Y1 + 67.86P3TP(-1), R2 = .977, D.W. = 1.30
(23.15) (2.20) (4)

XMlWORLD = -19,950 + 178.89IMP1 + 103.90PMlNP3, R2 .978, D.W. = 1.2
(26.59) (2.99) (5)

XM1WORLD = -18,876 + 180.44IMP1 + 98.99MlP3, R2 =.981, D.W. = 1.26
(28.72) (3.62) (6)

XMlEEC = -9,950 + 93.09IMP1 + 45.87PMlNP3, R2 = .975, D.W. = 1.1
(22.55) (1.75) (7)

XMlEEC = -11,072 + 95.OIMP1 + 57.63PM1P3, R2= .98, D.W. = 1.51
(25.36) (2.82) (8)

XWORLD = Total exports (excluding bilateral) to the world
at 1970 prices.

XMlWORLD = Manufactured exports (excluding manufactured
products of agricultural origin) to the world at
1970 prices.

XEEC = Total exports (excluding bilateral) to EEC at 1970
prices.

XMlEEC = Manufactured exports (excluding manufactured
products of agricultural origin) to the EEC at
1970 prices.

Y1 = GDP at 1970 prices.

P2TPl(-l),P3TPl(-l) = Unit value index of Greek exports to the EEC and
the United States, or only to EEC, respectively,
deflated by GDP deflator of previous year.

P2TNP1(-l),P3TNPI(-l) = Composite price (price plus subsidy rate) of Greek
exports to the EEC and the United States, or only
to EEC, respectively, deflated by GDP deflator of
previous year.

PM1P3 = Price index of manufactured exports (excluding
products of agricultural origin) deflated by the
deflator of the manufacturing sector (excluding
food/beverages/tobacco).
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PMlNP3 = Index of composite price (price plus subsidy) of
manufacturing exports (excluding products of
agricultural origin).

IMPi = Index of manufacturing production.

The authors found that the dominance of the production activity
variable in explaining export growth was such that "it overshadows the
contribution of other variables and especially that of the subsidy rate"n
(Voloudakis and Fylactos 1982, pp. 53-57). There was evidence that exports
were affected by nonindustrial traded output as well as by the output of
nontrade sectors. For manufacturing exports the output variable had
"overwhelming explanatory power.' Capacity utilization, on the other hand,
was nonsignificant. The price variable performed better with a one-year
time lag. For total exports, better results were shown when subsidies were
omitted from the function. For manufactured exports the subsidy variable
showed better results only when combined with the price variable in
equations 1,3,5, and 7 above. Manufactured exports showed more price
sensitivity than total exports.

The authors mention possible statistical reasons for the
disappointing showing of the subsidy variable but also consider as a
possibility that fast growth in demand for Greek exports made the subsidy
a windfall gain rather than a means of increasing price competitiveness.
The strong elasticities of exports with respect to output were considered
by the authors to be an indication of strong export bias with some time
lag. The price elasticities of total exports were found to be low, while
those for manufactured exports were even lower.

The findings of the single-equation demand functions show that the
market size variable had overwhelming explanatory power in the demand
function for total exports and for manufactured exports. The high
elasticity coefficients of the market variable (in most cases higher than
2) were considered to be overestimates of total exports to the world and to
the EEC, and for manufactured exports to the EEC, due to statistical
problems and the fact that the expansion of Greek exports to the EEC was
affected by the abolition of EEC restrictions on imports from Greece
during the period of association. The price elasticity coefficients were
rather low (clustering around 1.0), had the right sign (negative), and in
several cases were statistically significant. The elasticities for exports
to the EEC were higher. They were much lower for exports to the Middle
East and Africa.

The simultaneous equations model produced output elasticities of
supply and income elasticities of demand that did not differ substantially
from those found with the single-equation models. Price elasticities
increased considerably depending on the specific case, probably reflecting
underestimation in the single equation models of the demand and supply
function. No subsidy effect was found with the simultaneous equations
model either.
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Prodromidis and Anastasakou (1981) examined the demand function
for Greek exports during the period 1958-73 for various groups of goods.
Subsidies were considered only in the function for the prices of exports of
consumer goods of agricultural origin, where they were used to adjust the
relative price variable. The authors found that the various categories of
Greek exports were affected either by income levels or by the level of
industrial production in importing countries, and by the relative prices of
the exports. Only exports of manufactured goods were found to have
foreign-income and relative-price elasticities above unity. Both
elasticities were low for other exports.

In another study, Gyparakis and Zompanakis (1982, pp. 148-163)
investigated the relationships between exchange rate changes and the prices
of Greek manufactured export products, and between the price and the volume
of manufactured exports. Their quarterly data covered the years 1972-79
and refer to categories 5-8 of the SITC. They obtained their best
statistical results with the CORC method and log-form of data. Among the
various equations tried, the following gave the best results:

UV = -1.02 + 0.19W + 0.42MAP + 9.55EX - 0.18SUB + 0.23WXP,
(0.09) (0.08) (0.24) (0.11) (0.14)

R2 = 0.98, D.W. = 1.97

GX = 0.40WD - 0.42PRRAT - 0.40D1 - 0.16D2 - 0.236D3 + 0.65GX(-1)
(0.11) (0.43) (0.07) (0.06) (0.06) (0.12)
R2 = 0.89, D.W. = 2.86

UV = Index of average value of exports of manufactures in $US.

W = Cost of labor per unit of export product.

M&P = Cost of raw materials, semi-finished products and fuels.

EX = exchange rate, drachmas|$US.

SUB = export subsidy payments (the subsidies considered were those used
also by Voloudakis and Fylactos).

WXP = Index of average value of manufacturing exports of product
groupings 5, 6, and 8 in twelve countries which are major
competitors of Greece in manufactured exports.

GX = Index of volume of Greek manufacturing exports.

GX(-l) = GX index in previous quarter.

WD = External demand of markets for Greek manufactured exports.

PRRAT = Relative prices of Greek manufactured exports (excluding those of
grouping 5 relative to prices of competitive countries in $US).

Dj = A dummy for seasonality, j = 1, 2, 3 quarter.



- 89 -

The final effect of exchange rate changes on the volume of
manufactured exports is the combined effect of exchange rate changes on
prices and of price changes on the volume of exports. With the respective
coefficients of 0.55 and -.42 shown above, the combined effect is equal to
2.31. That is, a 10 percent devaluation will result in a 2.31 percent
increase in the volume of manufactured exports. Some of the important
conclusions of the authors are, first, that a considerable part of the
exchange rate change was not reflected in the price of manufactured
exports; second, more than 80 percent of export subsidies did not appear to
affect the prices of those exports negatively; third, estimates of volume
elasticities in relation to prices fell within the levels found in studies
of other countries. (See, for example, Stern, Francis, and Schumacher
1976.)

The generally poor showing of the subsidy variable may be due to
measurement difficulties and to the fact that the subsidies used accounted
for only part of the total subsidization. Papageorgiou carried out a much
more detailed study of export promotion policies in Greece using data from
75 firms that were exporting manufactures in 1975. His aim was to estimate
the "relative size of distortion in manufacturing measured against a free
trade paradigm, the relative incentives of trade and industrial policies
between production for domestic sales -- the import substitution effects of
these policies -- and production for exports -- the outward orientation of
the same set of policiesff (Papageorgiou 1983, p. 5.1). He found that the
effectiveness of export promotion policies cannot be determined without
analyzing the total structure of trade and industrial policies.
Papageorgiou estimated nominal and effective protection and effective
subsidization. Some of his conclusions were, first, that in addition to
tariffs, other sources of protection (indirect taxes, advance deposit
requirements, import licensing, and higher interest rates for financing
imports of consumer goods than for financing domestically produced goods)
contributed substantially to nominal protection for domestic sales; second,
that the most important export incentives in the period examined were, in
order of priority, the export cash payment, the interest rate subsidy, and
the exemption of intermediate inputs from all indirect taxes;17 third, that
a comparison of nominal protection for domestic sales and for export sales
showed that overall trade policies provided greater encouragement for
production for the domestic market than for exports; and fourth, that
incentives were widely dispersed at the firm and sectoral level, causing
resources to move into the most protected industries at more than a
socially optimum rate. Effective protection coefficients for domestic
sales and for exports suggested a strong bias in favor of import
substitution. The customs' union with the EEC favored old, established
industries in Greece (e.g., textiles, food processing, toys, shoes,
clothing). Effective protection was higher for firms exporting to the EEC
than for those exporting to non-EEC countries. Papageorgiou also found
that trade policies were primarily responsible for shaping the structure of
incentives and manufacturing production in the 1970s, and that nominal
protection for export sales was correlated positively with nominal
protection for a firm's total sales. Nominal protection for export sales
and for total sales were weakly correlated with effective protection for
total production. Rank correlation coefficients, on the other hand, showed
the above relationships to be strongly positive.
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Balance of Payments Position and External Indebtedness

During the period of association with the EEC the Greek trade
deficit increased from $330.6 million in 1961 to $6.7 billion in 1981
(Table 4.21). The trade deficit in fuels, raw materials, and capital goods
was especially large (Table 4.22). A substantial surplus in invisibles
allowed Greece to cover most of its trade deficit, however. The main
sources of invisibles earnings were emigrant remittances, transport income
(mainly of persons working in shipping), and tourism (Table 4.23). The
current account deficit was covered by net capital inflow, and foreign
exchange reserves increased in most years until the end of the association
period. Reserves started showing a decline in 1981 due to a drop in
capital transfers from abroad and a substantial increase in invisibles
payments.

Large surpluses in invisibles and in the capital account enabled
Greece to import large quantities of capital equipment, fuels, and
materials in the 1960s and 1970s. Without those surpluses, import growth
would not have been as rapid as it was.

Table 4.21 Balance of Payments, 1961-1981
(millions of U.S. dollars)

Receipts Payments Receipts Payments
from for Trade from of

Year Exports Imports Balancea Invisibles Invisibles

1961 234.3 564.9 -330.6 357.2 76.1
1962 342.6 640.3 -397.7 435.3 87.6
1963 295.9 730.2 -434.3 497.2 99.0
1964 308.4 867.8 -559.4 517.4 129.3
1965 330.9 1,022.2 -691.3 561.0 136.8
1966 403.5 1,146.5 -743.0 638.6 154.6
1967 452.6 1,155.6 -703.0 662.5 184.0
1968 464.9 1,244.4 -779.5 720.8 194.2
1969 530.3 1,429.1 -898.8 791.3 240.7
1970 612.2 1,704.9 -1,092.7 951.0 266.9

1971 624.8 1,945.2 -1,320.4 1,293.5 317.3
1972 835.4 2,441.3 -1,605.9 1,606.5 402.1
1973 1,230.5 4,047.2 -2,816.7 2,195.9 570.3
1974 1,774.1 4,659.4 -2,885.3 2,460.5 720.4
1975 2,029.9 5,072.2 -3,042.4 2,850.3 764.7
1976 2,227.5 5,560.5 -3,333.0 3,187.8 786.8
1977 2,522.4 6,425.1 -3,902.7 3,700.1 876.9
1978 2,998.5 7,342.3 -4,342.8 4,442.6 1,037.7
1979 3,932.0 10,109.8 -6,177.8 5,663.0 1,366.7
1980 4,093.9 10,903.4 -6,809.5 6,159.4 1,566.0
1981 4,771.5 11,468.0 -6,696.5 6,495.1 2,206.2
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Table 4.21 (continued)

Balance on Net Foreign Exchange
Invisibles Current Capital Reserves,

Year Balanceb Account Inflowc December 31

1961 281.1 -49.5 87.7 265.5
1962 347.7 -50.0 109.1 284.9
1963 398.2 -36.1 103.0 292.8
1964 388.1 -171.3 170.6 281.2
1965 424.2 -267.3 221.3 250.2
1966 484.0 -259.0 260.1 276.6
1967 478.5 -224.5 173.8 286.1
1968 526.6 -252.9 263.3 321.9
1969 550.6 -348.2 313.2 317.0
1970 684.1 -408.6 373.3 310.1

1971 976.2 -344.2 378.1 506.8
1972 1,204.2 -401.5 840.5 1,031.9
1973 1,625.6 -1,191.5 1,034.5 1,048.3
1974 1,740.1 -1,145.2 924.3 936.7
1975 2,085.6 -956.7 1,015.3 1,112.2
1976 2,401.0 -932.0 929.3 1,029.0
1977 2,823.2 -1,079.2 1,328.3 1,207.5
1978 3,384.0 -958.8 1,347.1 1,477.1
1979 4,296.3 -1,881.5 1,542.1 1,518.4
1980 4,593.4 -2,216.0 2,270.6 1,517.0
1981 4,288.9 -2,407.6 1,888.0 1,188.6

a Includes suppliers' credits.
b Includes aid, reparations, and restitutions.
c Does not include aid, reparations, or restitutions.

Source: Bank of Greece (1982).

The inflow of foreign private capital was substantial and
increased almost continuously up until 1981. In the 1960s the effort to
achieve high rates of economic growth resulted in growing imports of
capital and semi-processed goods. This led to increased external borrowir
by the public sector and by public corporations (Table 4.24). This
borrowing increased faster in the 1970s because Greece needed more foreign
exchange to make payments on its accumulated external debt and to pay the
higher prices on crude oil. This borrowing contributed to an ever-
increasing deficit in the current account and in the government's budgets.
Support, through borrowing, of an exchange rate which some economists
believed to be overvalued, was accentuated, particularly after 1979.

There are no reliable data on privately held debt in Greece for
the period 1961-81. Some unofficial estimates suggest that total external
debt (including private debts, foreign exchange deposits in Greek banks,
and certain undisclosed loans for purchases of military equipment) may have
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been twice as high as public and publicly guaranteed debt. Public and
publicly guaranteed debt is shown in Table 4.25. An escalation of external
debt in the 1970s is apparent, as is an increase in all the principal
ratios indicating debt or service payments as percentages of key
macroeconomic variables and a decrease in the ratio of foreign exchange
reserves to total outstanding debt (Table 4.26).

The Effect of Changes in Imports on Employment

There is no evidence that the increase in imports resulted in
greater unemployment in Greece. Unemployment data are not available, but
employment statistics collected by the National Statistical Service show
that employment in manufacturing increased as a whole and in nineteen of
the twenty manufacturing industries. Average employment growth was in many
cases very rapid (see Table 4.9). Employment decreased only in the tobacco
industry and in agriculture. Despite the high growth rate of tobacco
imports, the decrease in employment in the tobacco industry cannot be
attributed to liberalization. Imports of tobacco products continued to
account for a very low percentage of total consumption, and domestic
production increased. The main factors responsible for the decrease in
employment in tobacco were a drop in exports (see Table 4.18) and internal
and external emigration of labor. These population movements led to
greater mechanization in tobacco manufacturing industries.

Table 4.22 Components of Balance of Trade, Selected Years
(millions of U.S. dollars)

Item 1961 1965 1970 1973 1975 1980 1981

Imports

Food 99.8 177.1 222.6 756.8 550.0 1208.4 1288.2
Raw materials 140.0 230.5 366.5 724.5 899.0 1958.6 1623.5
Fuels 47.7 71.0 116.3 413.5 844.0 2982.2 3685.6
Capital goods 116.6 262.9 517.2 1180.3 1545.0 2445.1 2239.3
Manufactured
consumer goods 160.4 267.1 468.2 948.2 1199.2 2251.7 2581.6

Exports

Food and beverages 60.4 103.7 174.8 366.5 511.0 926.9 904.8
Tobacco 80.7 111.2 101.9 88.3 168.0 194.5 228.8
Raw materials and
semi-processed
goods 50.4 43.0 57.2 136.6 109.3 125.7 128.7

Mining products 15.4 22.6 45.9 73.1 142.3 279.7 291.2
Fuels - - 2.9 46.4 87.5 248.5 783.5
Manufactures 11.1 33.8 223.8 477.2 981.7 2249.5 2374.3
Other 16.5 16.6 5.7 42.5 30.2 69.1 60.2

Source: Bank of Greece (1982).
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It was not competition from foreign agricultural products that
induced people in the Greek countryside to move to cities or abroad in the
1960s. In fact, the relationship with the EEC facilitated Greek
agricultural exports to EEC countries and helped raise agricultural
incomes. One could therefore claim that fewer people left the rural sector
than would have done so if Greece had not become affiliated with the EEC.

Patterns of employment growth in Greece's manufacturing industries
varied according to industry, but most of them experienced faster growth in
the early 1970s and stagnation or decline at the end of the association
period. Tables 4.9, 4.10, 4.15, 4.18, and 4.27 suggest that strong growth
in value-added domestic production, induced in part by a stronger demand
for Greek exports, may have more than compensated for any negative effects
of imports on employment.18

Table 4.23 Invisibles Receipts and Payments, 1961-1981
(millions of U.S. dollars)

Receipts

Emigrant Total
Year Transportation Remittances Tourism Other Receipts

1961 102.0 107.5 62.5 85.2 357.2
1962 108.7 139.1 76.0 111.5 435.3
1963 125.3 168.1 95.4 108.4 497.2
1964 147.2 176.8 90.9 102.5 517.4
1965 163.8 207.0 107.6 82.6 561.0
1966 182.5 235.0 143.4 77.7 638.6
1967 214.5 232.1 126.8 89.1 682.5
1968 243.3 239.4 120.3 117.8 720.8
1969 244.0 277.3 149.5 120.5 791.3
1970 276.9 344.6 193.6 135.9 951.0

1971 369.2 469.6 305.3 149.4 1,293.5
1972 435.6 575.3 392.7 202.9 1,606.5
1973 600.1 735.4 514.9 345.5 2,195.9
1974 874.4 645.3 436.0 504.8 2,460.5
1975 844.8 781.6 643.6 580.3 2,850.3
1976 914.1 803.2 823.7 646.8 3,187.8
1977 1,126.6 924.8 980.6 668.1 3,700.1
1978 1,177.2 984.4 1,326.3 934.7 4,422.6
1979 1,518.9 1,168.2 1,662.3 1,313.6 5,663.0
1980 1,815.9 1,083.0 1,733.5 1,527.0 6,159.4
1981 1,826.4 1,080.1 1,881.0 1,707.6 6,495.1
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Table 4.23 (continued)

Payments

Interest,
Dividends, Total

Year Transportation Travel Profits Other Payments

1961 11.3 19.4 7.3 38.1 76.1
1962 15.3 21.8 7.7 42.8 87.6
1963 15.9 27.5 7.7 47.9 99.0
1964 15.1 38.6 9.1 66.5 129.3
1965 18.3 41.5 13.1 63.9 138.6
1966 32.7 40.6 18.6 62.7 154.6
1967 30.6 40.8 25.2 87.5 184.0
1968 30.3 42.4 30.8 90.5 194.2
1969 30.2 47.9 39.1 123.5 240.7
1970 42.0 55.3 55.9 113.7 266.9

1971 62.8 73.7 72.4 108.4 317.3
1972 77.7 95.8 82.7 145.9 402.1
1973 142.0 113.3 104.3 210.7 570.3
1974 154.1 130.1 180.8 255.4 720.4
1975 172.4 154.6 195.1 242.6 764.7
1976 144.6 150.7 219.6 271.9 786.8
1977 155.1 164.0 215.8 342.0 876.9
1978 177.6 223.8 268.7 367.6 1,037.7
1979 206.9 302.4 367.3 490.1 1,366.7
1980 265.7 309.1 465.8 525.4 1,566.0
1981 371.7 361.1 823.1 650.3 2,206.2

Source: Bank of Greece (1982).

Business Failures

Estimates made for this study showed that the number of unpaid
drafts, bills, and checks tended to rise at an increasing rate until 1967
and at a diminishing rate until 1970.19 In 1971, 1973, 1974, and 1975,
however, the number of such items decreased in absolute terms. The upward
trend then recommenced in 1976. But the fast growth in the first part of
the 1960s was not necessarily related to the reduction in import barriers.
Instead, it probably reflected defaults related to the great expansion of
sales of consumer goods on the installment plan, the inadequate financing
and poor management of new small businesses, and rapid growth in the total
volume of credit transactions. The deceleration in the growth rate of
unpaid bills in the late 1960s and the absolute decrease in the early 1970s
reflected the booming economy, more responsible financial behavior by
consumers, and the disappearance of shaky firms.
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Table 4.24 Annual Inflow of Foreign Capital, 1961-1981
(millions of U.S. dollars)

Loans Loans
Inflow of of Loans of
Private Commercial Central of Public

Year Capitala Credits Bank Government Corporations

1961 96.5 3.5 4.3 24.4 10.3
1962 120.1 28.6 1.2 1.3 14.3
1963 119.4 21.0 1.2 1.1 0.5
1964 187.1 29.5 1.2 44.4 3.1
1965 239.9 36.5 0.6 25.7 29.6
1966 281.3 43.0 -0.2 83.3 6.7
1967 221.9 21.1 - 38.2 32.3
1968 323.6 65.1 31.4 42.0 25.9
1969 391.4 51.0 53.7 50.6 33.1
1970 456.3 82.9 12.8 30.4 13.7
1971 587.2 86.8 81.1 17.9 28.3
1972 997.8 198.2 174.9 17.8 122.5
1973 1,206.7 161.4 79.7 94.0 244.3
1974 1,104.9 125.4 262.5 115.0 66.8
1975 1,364.1 229.5 331.1 93.7 15.9
1976 1,277.3 3.8 60.7 97.0 81.3
1977 1,715.7 8.2 272.6 116.7 90.2
1978 1,704.0 -70.9 240.1 183.4 133.7
1979 1,983.7 174.9 249.8 122.6 257.0
1980 2,769.6 311.0 748.6 44.4 354.4
1981 2,541.2 -6.0 697.0 95.6 438.2

a Business capital, nonbusiness capital, loans, and foreign exchange
deposits of commercial banks.

Source: Bank of Greece (1982).

The total number of bankruptcies was higher in the 1960s than it
was in the 1970s. Data on bankruptcies per 1,000 manufacturing/ handicraft
firms (see Appendix Table A.10) for 1958, 1963, 1969, 1973, and 1978, show
that the bankruptcy rate was highest in 1958 (1.5 per 1,000) and 1969 (1.8
per 1,000), and lowest in 1963 (1.1), 1973 (1.1), and 1978 (1.2).

The data suggest that in the initial period of association with
the EEC there were increased liquidity problems, followed by higher
bankruptcy rates. In the late 1960s and early 1970s, however, there was a
significant improvement in company liquidity, followed by a reduction in
bankruptcies. It seems unlikely that the increased liquidity difficulties
and bankruptcies of the early and mid-1960s were caused by the
liberalization process that started in 1961. The reduction in Greek
tariffs was very gradual, and the effect on annual imports was moderate,
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while domestic production and exports increased quickly. As a result, the
market for domestic manufactures expanded despite the rise in imports. In
addition, service and other firms which would not have been affected much
by the reduction in trade barriers also showed higher bankruptcy rates
during the early period of association.

Table 4.25 External Payments, 1961-1981
(millions of U.S. dollars)

Interest,
Dividends, and
Repatriation Servicing of Servicing of

Year of Profits Total Debt Public Debt

1961 7.3 8.8 5.0
1962 7.7 11.0 7.4
1963 7.7 16.4 9.2
1964 9.1 16.5 11.7
1965 13.1 18.6 11.6
1966 18.6 21.2 13.8
1967 25.2 48.1 35.5
1968 30.8 60.3 40.6
1969 39.1 78.2 42.8
1970 55.9 83.0 48.4
1971 72.4 109.1 66.6
1972 82.7 157.3 101.3
1973 104.3 172.2 73.3
1974 180.8 180.6 98.4
1975 195.1 348.8 246.9
1976 219.6 348.0 283.6
1977 215.8 387.4 293.5
1978 268.7 356.9 294.7
1979 367.3 441.6 383.0
1980 465.8 499.0 406.5
1981 823.1 653.2 515.4

Source: Bank of Greece (1982).

Impact of Liberalization on the Government Budget

It is not possible to estimate with any accuracy the impact of
trade liberalization on the Greek national budget, since it is impossible
to say what would have happened during the 1961-81 period without Greece's
association with the EEC. To have examined possible changes in trade and
related budget magnitudes under several hypothetical sets of circumstances
would have been impractical, but below are some estimates based on one
possible set of circumstances.
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Revenues from tariffs and taxes on imports showed continuous
absolute growth throughout the association episode (Table 4.28). As a
percentage of total budget revenues, however, they fluctuated, showing an
upward trend until 1966 and a declining trend afterwards due to faster
growth in other revenue items. From 15.3 percent in 1961 these revenues
increased to 17.8 percent in 1966 and then dropped to 9.6 percent in 1981.
Budget expenditures for refunding tariffs, exemptions, interest rate
subsidies, and other export-related subsidies to nonagricultural sectors
rose from 0.6 percent of total expenditures in 1961 to 4.5 percent in 1981
(National Statistical Service of Greece, National Accounts).
Liberalization caused continuous tariff reductions while also presumably
encouraging imports. The tariff reductions had negative effects on import-
related budget revenues, while the encouragement of imports had positive
effects. If one assumes that the percentage of imports subjected to
tariffs each year without the EEC connection would have been the same as
the percentage actually charged during the period, that total imports would
have increased according to the import elasticity of demand observed during
1953-62, and that the average rates of import tariffs and taxes would have
been those observed in 1962, import-related budget revenues would have been
those shown in Table 4.28. The same table shows estimates of hypothetical
budget expenditures on export incentives, based on the assumptions that
during 1961-81 exports would have increased according to the same supply
elasticity observed between 1953 and 1962 even if Greece had not been
associated with the EEC, and that the rate of subsidization of
nonagricultural exports20 would have been unchanged since 1962. In
reality, one cannot know what Greece would have done about exports without
its association with the EEC. If one assumes that exports would not have
been as necessary because there were fewer imports, export subsidies would
have been smaller. Alternatively, one might assume that imports of fuels,
capital goods, raw materials, and semi-processed goods would have increased
rapidly even if Greece had adopted an import-substitution strategy. Rapid
growth of exports would then have been required to prevent a huge deficit
in the trade balance. Indeed, one could assume that without free access to
the Common Market, Greece might have chosen costlier export incentives.

On the basis of the assumptions mentioned above, we find that in
1975 the total amount collected from tariffs and taxes on imports was 13.8
billion drachmas less than the amount that would have been collected under
our assumptions, while actual export subsidy payments exceeded hypothetical
payments by about 5 billion drachmas. In the same year, revenues and
expenditures of the ordinary budget amounted to a bit more than 137 billion
drachmas. The combined effect of lower import-related revenues and higher
export-related expenditures was equivalent to almost 14 percent of actual
revenues or expenditures. The effect became stronger in the late 1970s,
but it did not change much in comparison to the total budget. In 1979, for
example, the difference between actual and hypothetical import-related
revenues was nearly 41 billion drachmas, while the difference in export-
subsidy payments was nearly 15 billion drachmas, but the combined effect
was equivalent to less than 13 percent of total ordinary budget revenues.

Appropriateness of Circumstances for Sustaining Liberalization

In the early 1960s, soon after Greece had become an associate
member of the EEC, all of the 24 OECD countries had satisfactory growth
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rates (see Table 4.1); some countries, in fact, had outstanding growth
rates. These circumstances facilitated the growth of Greek exports.

As this chapter indicates, favorable circumstances for Greece
lasted until 1973. They included rapid economic growth, rising employment
in industry and services, drastic transformations in the structures of
production and trade, cautious monetary and fiscal policies and expansion
of the public sector, remarkable price and exchange rate stability,
increasing surpluses in the balance of invisibles and the capital account,
and growing foreign exchange reserves. These factors softened the
undesirable side effects that liberalization usually has on production,
employment, the balance of payments, and the budget. Changes in Greece's
political circumstances did nothing to upset the movement toward
liberalization.

Table 4.26 External Debt of Greece
(millions of U.S. dollars and percent)

Total Debt
Service/

Total Debt TDO/ Exports of
Outstanding Total Goods and Total Debt

Year (TDO) Exports TDO/GNP Services Service/GNP

1960 103.0 26.0 2.9 2.0 0.2
1961 101.0 21.7 2.5 1.6 0.2
1962 335.2 65.9 7.8 3.9 0.5
1963 387.1 61.4 8.1 2.9 0.4
1964 494.1 79.7 9.2 3.1 0.4
1965 525.6 77.0 8.6 4.0 0.5
1966 588.3 82.4 8.7 5.4 0.6
1967 627.3 70.5 8.5 5.9 0.7
1968 720.2 75.4 9.0 5.8 0.7
1969 905.8 86.7 10.0 7.2 0.8
1970 1,082.7 89.6 10.7 8.4 1.0

1971 1,368.6 94.1 12.1 10.1 1.3
1972 1,794.7 95.8 13.9 9.2 1.3
1973 2,448.2 90.7 14.6 9.8 1.6
1974 2,857.0 80.8 14.7 9.8 1.8
1975 3,078.1 77.3 14.4 11.5 2.1
1976 3,123.7 70.3 13.5 11.2 2.1
1977 3,551.2 67.0 13.2 10.1 2.0
1978 4,010.2 62.2 12.3 9.0 1.8
1979 4,787.0 56.8 12.0 8.9 1.9
1980 6,515.8 71.1 15.7 10.0 2.2
1981 7,539.1 75.3 19.9 13.2 3.5
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Table 4.26 (continued)

Total Debt Interest
Service/ Interest Payments/
Aggregate Payments/ Aggregate Reserves/
Foreign Exports of Interest Foreign Imports of

Exchange Goods and Payments/ Exchange Reserves/ Goods and
Year Receipts Services GNP Receipts TDO Services

1960 1.4 0.3 0.04 0.2 231.6 4.1
1961 1.1 0.3 0.03 0.2 263.0 4.0
1962 2.5 0.6 0.07 0.4 85.0 3.8
1963 2.0 0.5 0.06 0.3 75.6 3.4
1964 1.9 0.8 0.1 0.5 56.9 2.8
1965 2.5 1.6 0.2 1.0 47.6 2.1
1966 3.0 2.1 0.2 1.1 47.0 2.1
1967 4.1 1.9 0.2 1.3 45.6 2.1
1968 3.8 2.3 0.3 1.5 44.7 2.2
1969 4.6 2.8 0.3 1.8 34.9 2.5
1970 5.3 3.4 0.4 2.1 28.6 1.6

1971 6.1 3.6 0.5 2.2 37.0 2.2
1972 5.3 3.3 0.5 1.9 57.5 3.6
1973 6.0 3.4 0.5 2.0 42.8 2.3
1974 6.7 4.1 0.7 2.8 32.8 1.7
1975 7.8 4.3 0.8 2.9 36.1 1.9
1976 7.8 4.0 0.8 2.8 32.8 1.6
1977 7.1 3.0 0.6 2.1 34.0 1.7
1978 6.6 3.2 0.6 2.4 36.8 1.8
1979 6.7 3.5 0.7 2.7 31.7 1.3
1980 7.3 4.5 1.0 3.3 23.3 1.2
1981 10.1 7.1 1.9 5.4 15.8 0.9

Source: World Bank, External Debt Tables; estimates made from data from
Bank of Greece (1982); and National Statistical Service of Greece.

Assessment of Liberalization during the 1961-1981 Period

Despite delays in implementation, the initial period of
association with the EEC can be considered as one of successful
liberalization. After a small rise in protectionism in 1961, attempts to
protect domestic products began to decline. Tariffs on imports from the
EEC were nearly eliminated, while tariffs on imports from third countries
were reduced. QRs and bilateral trade arrangements were phased out, and
the foreign trade sector expanded substantially. Exports and imports grew
faster than GDP, with both ratios nearly doubling between 1961 and 1981.
The dollar value of exports and imports increased by a bit more than 20
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times. Because exports in 1961 were equal to only 31.2 percent of imports,
the trade gap increased. On average, Greek foreign trade grew faster than
world trade.

The establishment of many foreign-owned manufacturing firms, in
combination with strong incentives to export goods, caused the share of
manufactured exports to rise during 1961-81 from 18.9 to 68.7 percent of
total exports. Most of Greece's exports today consist of goods that were
not produced at all in Greece in the 1950s. Like exports of goods, exports
of services expanded considerably, particularly in the 1970s.

Table 4.27 Average Annual Rate of Growth of Value Added per Employed Person by
Sector, 1961-1980

Sector 1961-80 1961-69 1970-74 1975-80
(in rank order) (by sector) (by sector) (by sector)

Tobacco 10.4 19.4 6.4 4.5
Chemicals 10.1 19.5 3.4 2.9
Basic metal industries 9.8 23.2 -1.4 0.6
Miscellaneous industries 7.7 11.4 1.4 7.5
Paper 7.0 8.4 6.2 9.7
Non-metallic mineral
products 6.4 7.3 2.6 6.7
Textiles 6.3 9.3 4.4 3.0

All Manufacturing 5.8 8.6 0.6 6.2

Agriculture 5.3 6.2 5.9 2.8

Beverages 4.4 3.2 1.8 7.5
Electric machinery 4.3 4.8 1.0 8.9
Food 2.7 2.4 1.5 4.1
Oil derivatives 3.2 10.7 -4.2 0.6
Wood and cork products 2.5 6.0 -5.0 7.3
Printing 2.3 9.4 -1.0 -1.7
Furniture 2.1 10.8 -4.0 -3.5
Rubber and plastic products 2.0 0.5 3.8 -1.4
Transport equipment 1.9 4.3 -5.5 1.3
Metal products 1.6 3.8 -0.9 4.8
Leather 1.5 2.4 4.8 -9.4
Machinery -1.4 -3.7 -0.8 -1.2
Clothing and footwear -2.1 1.1 -6.8 -2.9

Source: Estimates made for this study from data from NSSG, Annual Industrial
Survey (various issues).
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Greece's initial period of association with the EEC countries
encouraged a technological upgrading of the economy and attracted foreign
investments in Greece, whose low labor costs enabled manufacturers to
produce goods that could enter EEC countries duty free. It is doubtful that
the Greek economy would have been transformed from a basically agricultural
one to one producing and exporting mainly manufactures without the EEC
relationship. Given the relatively small size of Greece's domestic market,
the limited amount of domestic capital, and the necessity of importing
investment goods and know-how, the prospects for a transformation of
Greece's inward-oriented economy would have been rather small otherwise.

Furthermore, Greece's initial association with the EEC did not
bring with it such undesirable side effects as high rates of unemployment
and business failures, budgetary difficulties, or a reduction in Greece's
foreign exchange reserves.
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Table 4.28 Budget Magnitudes. Actual and Hypothetical

Collected Hypothetical Export Subsidiesa

Tariffs Import Taxes Tariffs Import Taxes Actual Hypothetical

(as% (as X
of imports of imports

(billions charged (billions charged (billions (billions (billions (billions

of with of with of of of of

Year drachmas) tariffs) drachmas) taxes) drachmas) drachmas) drachmas) drachmas)

1980 2.0 19.9 n.a. na. 2.0 n.a. 0.1 0.1

1981 2.2 19.7 0.7 8.4 2.2 0.7 0.1 0.1
1962 2.4 20.3 0.8 8.7 2.4 0.8 0.2 0.1
1963 2.7 19.7 1.0 7.1 2.9 0.9 0.3 0.1
1964 3.1 18.9 1.3 7.9 3.3 1.1 0.3 0.2
1965 3.7 18.4 1.6 7.8 4.0 1.3 0.3 0.2
1966 4.1 17.6 2.2 9.4 4.6 1.6 0.4 0.2
1967 4.3 17.6 2.4 9.8 4.9 1.8 0.5 0.2
1968 4.4 18.8 2.7 10.2 5.0 1.6 0.7 0.3
1969 4.8 16.6 2.9 10.0 6.7 1.8 0.9 0.3
1970 4.7 15.4 3.1 10.2 8.6 2.1 1.2 0.3
1971 4.9 16.2 3.3 10.2 7.7 2.5 1.8 0.4
1972 65. 13.8 4.2 10.4 9.2 3.0 2.6 0.4
1973 7.0 12.2 6.0 10.5 14.3 4.7 4.8 0.6
1974 8.9 11.1 6.4 10.2 19.3 6.4 5.2 0.9
1975 7.8 10.6 8.1 11.3 22.2 7.3 6.4 1.3
1976 8.4 9.1 10.5 11.4 27.8 9.2 8.5 1.6
1977 10.1 8.1 12.3 9.8 31.9 10.5 11.0 1.7
1978 12.7 8.7 14.4 9.8 38.6 12.7 12.4 1.9
1979 15.7 8.9 18.6 10.8 45.6 15.0 18.9 2.3
1980 na. n.a. na. na. 82.6 20.7 21.6 3.0
1981 na. na. na. na. 102.3 33.7 30.6 3.1

a Export subsidies for nonagricultural exports.

Note: The hypothetical tariff and import tax revenues have been estimated under the assumptions
that imports since 1962 would have grown according to their income (GNP) demand elasticity
during the preassociation period (1953-81, that the percentage of imports charged with
tariffs and taxes would have been the same as the one observed in practice, and that the
average rates of tariffs and Import taxes would have been those actually observed in 1982.
Hypothetical expenditures for export subsidization were estimated under the assumptions that

exports would have grown according to their supply elasticity observed in 1953-61 and that
the average rate of subsidization after 1982 would have been the one actually observed in

that year.

Source: Estimates made for this study with data from NSSG, Statistical Yearbook of Greece, and

National Accounts (various issues).
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FOOTNOTES TO CHAPTER 4

1. Various exemptions from the personal income tax were abolished
(1967), tax rates for low- and middle-income families were reduced,
and exemptions for dependents (spouse and children) were raised
(1971).

2. In 1975 the government increased the progressivity of the tax
system and introduced taxation of real property. The share of
public expenditures for health, education, and subsidies to low-
income families gradually rose from 3.7 percent of national income
in 1975 to 5.4 percent in 1982.

3. Although Greece offered almost the same fiscal advantages to
shipowners as many "convenience flag" countries, the Greek flag is
not seen internationally as a flag of convenience. Not all Greek-
owned vessels were transferred to Greek registration, but by the
1980s the great majority of them were. See Tzoannos (1980).

4. The 1970 capital/output ratio was used because it was available
from a study made by the Center of Planning and Economic Research.
For an alternative method of estimation, see Vernardakis (1985, pp.
125-143).

5. According to OECD estimates for 1961 to 1970, the annual average
consumer price increase was 2.1 percent in Greece, 3.3 percent in
the entire OECD and 3.2 percent in the group of seven most
industrialized OECD countries (OECD 1982).

6. The OECD estimates for 1971 to 1979 show an average price increase
of 13.1 percent in Greece, 8.6 percent in the entire OECD, and 8.1
percent in the seven most industrialized OECD countries.

7. The OECD estimated that the average annual inflation rate during
the period 1980-82 was 23.5 percent in Greece, 10.4 percent in the
OECD as a whole, and 9.8 percent in the seven most industrialized
OECD countries.

8. The interest rate paid on such blocked deposits is several
percentage points below that paid on normal deposits. The
government can borrow from such funds, at an interest rate below
the market level. This policy constitutes in effect a hidden tax
on blocked deposits.

9. The number of people engaged in agriculture, fishing, and logging
dropped from almost two million in 1961 to little more than one
million in 1981. Meanwhile, the number of people engaged in
manufacturing rose from 488,600 in 1961 to 672,300 in 1981. See
National Statistical Service of Greece, Statistical Yearbook
(various issues).

10. Prolonged strikes at some firms prevented completion of important
export contracts. After months of unrest, some of these firms were
taken over by the state. Today, these firms remain in business but
operate with large deficits.
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11. In addition to high employment rates, other factors responsible for
the low total amount of unemployment compensation payments were the
strict eligibility requirements for receiving unemployment benefits
and the small percentage of the labor force covered by unemployment
insurance.

12. Salaries grew less quickly than wages in every year except 1977.
Expanding industrial activity in that decade increased the demand
for blue-collar labor and its remuneration. Labor market
conditions for white-collar personnel were never as tight.

13. The general index of wholesale prices was used for MINF, MATE, and
TOTM because it was not possible to construct separate indexes for
these categories. The wholesale price index used for FOOD was the
index for domestic food products (excluding beverages); for RAWM
the index for primary production was used, while for CHEP the index
for chemical products was used. The index for final domestic
manufacturing products was used for MANF.

14. This could be attributed to the fact that it was mainly the prices
of manufactures, not of agricultural products, that were affected
by reductions in tariffs.

15. Using different groupings of imports during the period 1958-73,
Prodromidis and Anastasakou (1981) found that real GDP, disposable
income, industrial production, total investment, and value added
were the main factors explaining imports of different goods.
Lagged dependent variables appeared to play some role in certain
groups of imports, while changes in relative prices (including
changes in tariff and tax rates) played a role in other groups.

16. Only equations using annual data are shown because on the whole
they gave better statistical results. See Voloudakis and Fylactos
(1982, pp. 53-77).

17. Corporate tax allowances related to the value of exports, which
constitute another important export incentive, could not be
included in the estimates of nominal protection for export sales
because of measurement difficulties.

18. A simple regression of changes in employment on changes in
imports/value of product produced rather weak results for many
industries.

19. In author's unpublished report to the World Bank, 1986.

20. The emphasis here is subsidies for nonagricultural exports because
agricultural exports are assisted through subsidies designed to
keep production costs down.
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CHAPTER 5

EPILOGUE

This study shows that Greece has been moving toward greater trade
liberalization for more than thirty years. Certain characteristics of this
change from a protected economy are worth emphasizing:

1. Despite some minor setbacks caused by inappropriate government
responses to temporary problems, there seems to have been a continuing
desire to liberalize the economy. The liberalization effort of 1953 and
the period of associate membership in the EEC were both the work of
governments which were strong and stable, and both had the approval (or at
least the tolerance) of other major political parties, most labor unions,
most professional associations, and the public. The two governments that
implemented greater liberalization were succeeded by governments that also
wanted to open up the Greek economy. It is only in the last few years that
certain political parties and a segment of the population have questioned
the desirability of Greece's membership in the EEC.

2. Trade liberalization has been seen as a way to achieve more
general objectives. In 1953 it was perceived as a necessary precondition
for the stabilization and development of the economy. In 1961 it was
expected not only to help develop and modernize the economy but also to
strengthen Greece's political, military, and cultural ties with the West.
Because it was seen as part of the broader and socially desirable objective
of strengthening Greece's ties with the countries of Western Europe, trade
liberalization became more acceptable to society.

3. The 1953 reform was characterized by boldness and suddenness,
and later suffered minor reversals. The liberalization that occurred as
part of the initial association with the EEC was very gradual and gave the
Greek economy ample time to adjust to changing conditions.

4. Liberalization was broad and deep. Measures designed to
protect Greek products were substantially reduced, imports and exports both
grew extensively, and the structure of trade changed drastically.
Manufacturing exports, which had been very insignificant in the early
1950s, increased tremendously, both in absolute terms and as a share of
total exports. This increase was assisted in the 1970s by strong export
promotion measures. In the first, and short, liberalization episode of
1953 there was limited reallocation of resources. The long relationship
with the EEC, on the other hand, has brought about a drastic reorientation
of the economy's resources.

5. In spite of economic problems in certain years, the Greek
economy grew during both periods of trade liberalization. Growth has been
particularly strong during the period of association with the EEC.
Emigration, coupled with growth in other sectors of the economy, has
steadily reduced the labor force in the agricultural sector. The
government has been able, until recently, to ignore the negative effects of
liberalization on the rate of employment, since unemployment did not become
an important issue until the end of the 1970s.
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6. Fast growth, in combination with the smallness of the
industrial sector in 1953, meant that the economy could adjust to freer
trade without much upheaval.

7. During the mid-1950s and early 1960s, Greece's monetary and
fiscal policies were aimed at achieving stable growth. Inflation was a
problem only in the earliest stages of the first episode and in the years
immediately after 1973. During the intervening twenty years there was
remarkable price stability. Domestic economic policies only began to
contribute to inflation in the mid-1970s, following the international
increase in oil prices. Until then, the ordinary government budget ran a
surplus in most years. Deficits in the total budget were due to the need
to finance public investments.

8. Greece needed little financial assistance from international
organizations and foreign private banks from the mid-1950s to the mid-
1970s. Public external borrowing only became important after the oil-price
increase of 1973.

9. Despite a widening trade deficit, Greece's foreign exchange
reserves have risen in most years. Increases in invisibles earnings and
net inflows of foreign capital together have usually exceeded total trade
deficits. Emigrant remittances have played an important role in this rise
in foreign reserves, as have shipping remittances. The latter have had
only slight costs, since they originate in a sector that operates and is
financed outside Greece. Foreign exchange earnings from tourism have
gradually become important, even though the production of tourist services
involves considerable costs through its effects on foreign exchange. Net
transfers of private capital have been important, particularly in the 1960s
and early 1970s, but dividend payments and the payment of interest on
foreign loans gradually became a significant drain on foreign exchange.

10. The stability of Greece's exchange rates has been remarkable.
Only in the 1980s have large and frequent adjustments of exchange rates
been necessary.

11. There is no evidence that liberalization as such caused
government budget problems or problems for the Greek economy as a whole.

The Relation of Trade Liberalization to Recent Economic Difficulties

The economic problems which began after 1973 in Greece (inflation,
budget and balance-of-payments difficulties, fast-rising public debt,
growing unemployment) became acute in the 1980s. Some Greek politicians
and members of the press have argued that the problems can be traced to
Greece's initial association and eventual full membership in the EEC.
These arguments have been well received by those who find it more
attractive to believe that blame for the downturn should be placed on a
"bad" outsider (the EEC) rather than on domestic policies.

But if liberalization was at the root of the country's current
economic problems, those problems would have begun to appear in 1953, when
protection began to be dismantled. The effects of liberalization had
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largely been absorbed before Greece's recent economic troubles began. The
difficulties experienced in the later 1970s and early 1980s were mainly due
to such events as the Cyprus problem, the shift towards inflationary
domestic policies, increases in the price of oil, and the worldwide
recession. The adverse effect of the oil-price increase on Greece's
economy would have been even worse if Greece had not liberalized her
external transactions. Since oil is imported, expanding export earnings
helped to soften the sharp increase in oil prices. The international
recession of the 1970s and early 1980s would have reduced earnings of
foreign exchange from tourism, shipping, and emigrant remittances, with or
without trade liberalization. Without the association with the EEC,
followed by full EEC membership, the number of Greek workers in EEC
countries would have been smaller, and emigrant remittances would have been
less. Greece's relation with the EEC undoubtedly helped Greece's export
trade, which grew considerably even during the recession.

If domestic economic policies in the later 1970s had not become
increasingly unsuitable for an open economy, the external disruptions would
still have caused serious problems. However, with the momentum the economy
had gained earlier it could have been possible to absorb these shocks as it
did almost immediately after 1973-74 and could have performed reasonably
well. But the public had become accustomed to fast growth and price and
foreign exchange stability. Thus, the government came under pressure from
various groups to increase transfer payments (pensions, subsidies to
farmers, etc.) and to make other expenditures that did not contribute to
economic growth.

The dangers associated with the absence of policies in the mid-
1970s for sustaining liberalization, price stability, and economic growth
escaped the attention of policymakers. While actively supporting trade
liberalization and pressing for full EEC membership, the government also
yielded to group pressures for policies that conflicted with trade
liberalization. The outcome included fast expansion of nonproductive
public expenditures, a decrease in public investment in the infrastructure,
and rapidly rising budget deficits. The chief characteristics of the Greek
economy in the 1980s have been higher rates of inflation, a deceleration of
private investment, a decline of productivity, and deterioration of the
work ethos and labor discipline.

The socialist government elected in 1981 took numerous steps that
were unsuitable for a liberalized economy. The new government raised
minimum wages and salaries by 25 percent, strengthened trade unionism,
substantially increased transfer payments and expenditures on social
projects, and expanded public ownership or control of manufacturing and
service firms. Regardless of their social desirability, these steps had
adverse effects on labor costs, the work ethos, the inflation rate, the
competitiveness of firms, the government's budget, and the balance of
payments. Measures to attract more private investment have not yet proved
effective in dispelling Greek and foreign investors' reservations, and
private investment has remained low.

Thus, there was a basic conflict after 1975. While the Greek
economy was moving toward greater liberalization, economic measures were
being adopted that were unsuitable for sustaining an open economy.
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Greece's current economic and balance of payments difficulties are the
culmination of that paradoxical situation. In the fall of 1985 the Greek
government found it necessary to impose temporary restrictive measures
(mainly a system of import deposits and the use of administrative measures
to discourage imports) and increase its control over the economy. This has
inevitably created conflict with the EEC and with other countries.

In the fall of 1986 the Greek government obtained a stabilization
loan from the EEC and established a program of austerity aimed mainly at
reducing the inflation rate and the budget and trade deficits. So far,
these measures have had limited success. Unless the government reduces the
size of the inefficient public sector, and encourages productive private
investments, the conflict between Greece's treaty obligations to the EEC
and its actual policies will probably become more intense. For the moment
the EEC has chosen to tolerate restrictive measures and often turns a blind
eye to Greek violations of the Community's goals. If current trends
continue, however, the EEC and Greece may reach the point of open
disagreement.
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Table A.1 Number of Products in Greek Import Tables, 1953-1975

1953 1956 1958 1961 1975

Table Number of Products

pa _ 93 92 117 376

Fb _ 10 17 31 all products not
in Tables P,
F-50 and F-100

F-50C - 58 over 2,000 371

F_1OOd - 31 89 118 273

Ae 10 9 9 40 81

Bf 45 45 45 45 47

a Imports allowed on credit and without import deposit.
b Imports allowed without import deposit but not on credit.
c Imports allowed with 50 to 70 percent import deposit (depending on year).
d Imports allowed with 100 to 140 percent import deposit (depending on
year).

e Products subject to QRs.
f Table of QRs/licensing.

Source: Ministry of Commerce.
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Table A.2 Actual and Imputed Payments for Export Subsidies, and Total
Exports, 1953-1982
(millions of drachmas)

Subsidy Tax Deduction
Duties and Refund of from Export
Taxes on of Currency Earnings for
Imported Stamp Commission Export Penetration

Year Inputsa Taxa 1 9 7 0b Costs

1953 n.a. 0 0 0
1954 3.1 0 0 0
1955 7.6 0 0 0
1956 10.7 0 0 33.0
1957 11.1 0 0 50.0
1958 12.4 0 0 62.5
1959 14.8 0 0 71.6
1960 18.4 0 0 82.1
1961 22.5 0 0 94.1
1962 27.6 0 74.1 107.9
1963 33.8 0 93.3 129.5
1964 41.4 0 110.1 138.9
1965 50.7 0 119.0 150.0
1966 62.1 0 129.0 179.2
1967 76.1 0 148.7 213.5
1968 93.2 0 335.0 197.0
1969 114.2 0 528.8 237.1
1970 140.0 84.4 686.9 277.6
1971 171.5 175.4 868.0 278.3
1972 210.2 392.0 1,363.1 378.3
1973 257.6 573.6 2,031.2 555.8
1974 316.5 773.7 2,961.6 854.4
1975 383.7 989.0 3,959.2 556.5
1976 351.7 1,305.0 5,336.6 742.0
1977 317.5 1,792.5 6,794.7 1,168.6
1978 437.0 2,486.1 6,557.9 1,359.3
1979 423.8 2,873.8 8,088.0 1,550.0
1980 380.7 3,065.2 8,362.0 2,292.0
1981 274.8 3,112.9 14,458.0 2,569.0
1982 488.5 5,316.7 15,900.0 3,005.9
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Table A.2 (continued)

Equivalent of Total Total
Interest Non-Agricul- Subsidies to Value of
Rate tural Export Agricultural All

Year Differentialc Subsidies Sector Exports

1953 9.1 9.1 10.0 3,397
1954 12.3 15.3 10.0 4,556
1955 od 7.6 11.7 5,484
1956 15.3 59.0 10.1 5,698
1957 17.7 78.7 16.7 6,585
1958 18.7 93.6 10.9 6,953
1959 16.5 102.9 6.8 6,127
1960 16.4 116.9 21.8 6,096
1961 18.0 134.6 47.4 6,700
1962 20.2 229.8 84.4 7,503
1963 27.8 284.4 106.2 8,703
1964 29.1 319.5 157.4 9,256
1965 24.3 344.0 221.1 9,833
1966 28.7 399.0 320.1 12,179
1967 38.5 476.8 419.8 14,856
1968 39.8 665.0 444.5 14,047
1969 47.1 994.3 366.7 16,608
1970 64.4 1,253.3 307.8 19,276
1971 95.3 1,588.5 422.3 19,874
1972 138.1 2,481.7 422.3 26,125
1973 190.6 4,608.8 529.2 42,811
1974 382.8 5,219.0 1,040.4 60,890
1975 552.8 6,441.9 1,667.1 74,441
1976 749.7 8,484.9 1,617.8 93,811
1977 888.2 10,961.4 2,482.8 101,330
1978 1,546.6 12,386.9 2,551.1 123,727
1979 3,949.7 16,885.4 2,543.5 144,238
1980 7,725.8 21,825.6 3,184.7 221,108
1981 10,152.1 30,566.4 4,381.2 237,928
1982 11,466.7 36,177.8 n.a. 286,281

n.a. = not available.
a Refundings or exemptions.
b Figures for 1962 to 1969 were result of previous subsidy program.
c Difference between normal interest rate and low interest rate charged on
export credit loans.

d Not allowed in 1955.

Sources: Ministry of Finance, Bulletin of Customs' Directorate (various
issues); Bank of Greece, unpublished data; NSSG, Statistical Yearbook
of Greece (various issues); Voloudakis and Fylactos, unpublished study
(1982).
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Table A.3 Trade Ratios (Exports/Imports) by Major Product Group, 1955-1982

Product Group 1955 1956 1957 1958 1959 1960 1961 1962

Fooda 139.7 82.7 163.1 217.8 190.1 138.8 141.1 161.5

Raw materialsb n.a. n.a. 36.9 42.2 52.3 45.7 50.0 51.9

Manufacturesc n.a. n.a. 4.0 2.2 3.0 3.5 3.1 3.5

Fuels, lubricantsd n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Totale n.a. n.a. 46.9 49.4 46.7 42.0 41.8 39.9

Total excluding fuels n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

Product Group 1967 1968 1969 1970 1971 1972 1973 1974

Fooda 167.4 140.9 115.9 124.3 114.1 116.6 60.1 95.9

Raw materialsb 34.3 35.7 33.6 28.1 31.8 29.7 28.9 23.6

Manufacturesc 12.6 15.8 22.2 22.9 18.6 21.7 22.4 37.0

Fuels, lubricantsd 2.9 9.3 4.2 2.5 4.3 7.7 11.2 14.3

Totale 39.4 37.6 37.4 36.1 32.4 34.2 30.4 38.1

Total excluding fuels 41.2 39.1 38.8 37.5 33.5 35.6 31.0 41.2

(continued)
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Table A.3 (continued)

Product Group 1963 1964 1965 1966

Fooda 151.1 92.7 121.3 141.3

Raw materialsb 44.6 40.7 28.4 31.8

Manufacturesc 2.9 4.0 6.4 8.7

Fuels, lubricantsd n.a. n.a. n.a. 3.4

Totale 41.8 37.1 32.6 35.1

Total excluding fuels n.a. n.a. n.a. 36.2

Product Group 1975 1976 1977 1978 1979 1980 1981 1982

Fooda 123.4 113.0 116.8 107.4 97.6 92.8 88.0 77.5

Raw materialsb 28.0 27.6 24.0 23.7 23.2 20.7 25.9 25.2

Manufacturesc 35.8 39.5 36.8 38.2 38.7 47.9 49.2 44.1

Fuels, lubricantsd 10.4 7.2 9.6 19.1 20.6 8.3 21.3 23.3

Totale 40.0 40.1 39.3 40.8 38.9 37.5 41.6 41.1

Total excluding fuels 46.9 45.5 42.8 42.9 42.0 46.0 49.1 46.0

n.a. = not available.

a Exports included food, beverages, and tobacco, while imports included
food only.

b Exports included raw materials, minerals, and semi-processed products,
while imports included raw materials.

c Exports refer to manufactures, while imports refer to sum of manufactures
(consumer) and capital goods.

d Includes also the value of miscellaneous non-classified products not
appearing in the table.

e It also includes the value of miscellaneous nonclassified products not
appearing in the table.

Source: NSSG, Statistical Yearbook of Greece (various issues).
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Table A.4 Nominal and Effective Protection Estimated from Collected Tariff and
Excise Tax Revenues and Realized Imports, Selected Years

1961 1970 1976 1979

Effec- Effec- Effec- Effec-
Industry Nominal tive Nominal tive Nominal tive Nominal tive

Agriculture 13.7 19.5 15.5 22.1 13.3 19.0 18.1 25.8
Mining 3.3 5.3 2.6 4.2 3.9 6.3 3.8 6.2
Manufacturinga 8.8 15.9 7.5 17.8 9.0 29.2 13.6 44.9
Foodb 5.4 -25.2 7.2 -19.1 8.6 -2.4 16.2 65.5
Beverages 79.4 -179.9* 126.7 -725.4* 122.4 -55.4* 14.1 1291.0
Tobacco 142.1 -259.8* 118.1 -185.8* 56.4 -70.0* 43.1 298.6
Textiles 40.1 73.6 34.9 53.7 16.6 28.6 22.2 60.1
Shoes 46.3 -949.4 31.6 124.5 23.7 121.1 20.9 41.6
Clothing 27.7 37.1 33.0 6.7 31.6 131.3 _c _c
Wood and cork
products 18.6 30.8 16.1 15.3 19.0 28.0 16.2 36.2
Furniture 16.9 21.3 28.7 39.5 17.3 25.4 10.8 21.1
Paper 6.8 1.6 9.4 -3.8 3.2 9.9 8.9 41.3
Printing 20.6 32.0 5.9 1.1 -7.7 -21.4 -4.5 10.1
Leather 4.4 -22.0 -4.0 -24.4 -4.7 -13.6 9.5 20.8
Rubber and
plastic 9.9 -3.9 15.8 21.0 12.9 30.0 10.2 39.5

Inorganic
chemicals,
fertilizers -4.5 -28.0 2.2 -6.6 0.03 0.6 5.0 21.3

Organic
chemicals 17.5 11.1 10.8 7.4 3.8 7.4 _d _

Cement,
asbestos -2.7 -23.1 17.2 28.7 8.5 21.6 6.5 18.4
Other non-
metallic
products 31.2 92.2 14.4 21.6 14.0 22.2 _e _e
Basic metal
products 6.3 -5.6 9.9 11.2 8.3 14.1 9.7 17.0
Metal
manufactures 10.0 5.7 7.7 1.0 10.4 23.1 10.5 43.0
Machinery (excl.
(electrical -3.1 -14.0 6.0 -19.2 -5.7 -13.2 -4.3 9.0
Electrical
machinery 10.5 9.9 6.9 -5.0 9.9 22.9 8.6 29.6

Transport
equipment 8.5 0.5 3.4 -4.5 1.8 1.9 -1.7 8.1
Other 27.4 112.6 16.6 36.5 13.8 23.1 12.6 38.8

* = Negative value added at world prices.
a Omits fuels and sugar in 1961 and 1970.
b Omits sugar for 1976.
c Shoes and clothing combined in 1979 figure.
d Inorganic chemicals and organic chemicals combined in 1979 figure.
e Cement, asbestos and other non-metallic products combined in 1979 figure.

Source: Katsos and Spanakis (1983).
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Table A.5 Changes in Income Velocity, in Monetary Base, and in the
Contribution of the Government Sector to the Monetary Base,
1960-1981

Contribution
Income Income Velocity Monetary of Government

Velocity of of Cash Base Sectorc
Money Supplya Reservesb (billions (billions

Year (percent) (percent) of drachmas) of drachmas)

1960 -10.3 -13.9 0.6 0.2
1961 -3.3 -2.1 2.4 0.1
1962 -6.7 -13.0 2.5 1.0
1963 -2.7 -9.2 2.8 1.1
1964 -7.0 -5.5 3.2 2.9
1965 0.3 0.0 2.9 0.2
1966 -2.5 -2.9 5.3 0.9
1967 -5.8 -8.9 4.4 2.8
1968 -2.0 -6.9 3.7 3.2
1969 6.4 -3.4 1.8 2.8
1970 2.8 -4.5 2.5 -2.0

1971 -1.1 -8.2 8.1 4.2
1972 -0.6 -7.1 12.1 -10.2
1973 -0.2 8.7 13.4 20.7
1974 -1.3 0.5 16.0 -2.4
1975 -1.9 -5.5 18.6 13.0
1976 5.0 -3.0 26.0 11.7
1977 -2.4 -6.5 30.8 21.3
1978 -0.3 -2.9 33.0 39.4
1979 3.3 0.6 22.8 39.8
1980 0.7 0.4 63.4 41.2
1981 0.2 -9.9 133.3 117.9

a Relation of GNP at current market price to average annual level of money
supply.

b Based on average annual level of income velocity.
c Includes loans and advances by Bank of Greece to the government and to
banks and individuals.

Source: Bank of Greece (1982).
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Table A.6 Dependence of Greek Economy on Imports for Production of Gross
Domestic Product, 1952-1982

Imports of
Intermediate Imports

Imports of Imports Inputs of All
Intermediate of Plus Imports Investment Production

Inputs Crude Oil of Crude Oil Goods Imports
as Percent as Percent as Percent as Percent as Percent

Year of GDP of GDP of GDP of GDP of GDP

1952 5.25 0.93 6.18 2.00 8.2
1953 5.34 0.80 6.14 1.82 8.0
1954 6.75 0.80 7.55 2.32 9.9
1955 6.17 0.73 6.90 2.39 9.3
1956 6.08 0.57 6.65 2.57 9.2
1957 6.47 0.59 7.06 1.98 9.0
1958 5.66 0.61 6.27 3.18 9.5
1959 4.69 1.08 5.77 2.86 8.6
1960 4.76 1.03 5.79 2.52 8.3
1961 4.51 0.88 5.39 2.86 8.3
1962 4.60 0.81 5.41 3.69 9.1
1963 4.67 0.63 5.30 3.26 8.6
1964 4.94 0.59 5.53 3.92 9.5
1965 5.17 0.58 5.75 4.89 10.6
1966 5.12 0.73 5.85 4.88 10.7
1967 4.35 0.93 5.28 4.84 10.1
1968 4.25 1.08 5.33 4.83 10.2
1969 4.63 0.84 5.47 5.13 10.6
1970 4.81 0.82 5.63 5.94 11.6
1971 4.83 0.85 5.68 6.07 11.8
1972 4.87 1.27 6.14 7.48 13.6
1973 6.31 1.58 7.89 8.19 16.1
1974 6.91 3.86 10.77 7.61 18.4
1975 5.88 3.60 9.48 8.41 17.9
1976 5.81 4.16 9.97 7.83 17.8
1977 6.01 3.42 9.43 8.06 17.5
1978 5.61 3.22 8.83 7.37 16.2
1979 6.08 5.58 11.66 7.42 19.1
1980 6.78 7.22 14.00 6.93 20.9
1981 5.88 10.01 15.89 6.70 22.6
1982 4.98 7.27 12.25 6.08 18.3

a Imports of crude oil started in 1959.

Source: Estimates made on basis of data from NSSG, National Accounts of
Greece and Statistical Yearbook of Greece.
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Table A.7 Import Penetration Ratio by Industry, 1959-1975
(percent)

Industry 1959 1960 1961 1962 1963 1964 1965 1966 1967

Food 12.6 11.0 14.9 n.a. 7.8 8.7 9.2 6.7 6.4
Beverages 0.8 0.8 0.8 n.a. 0.8 0.7 0.8 1.1 1.1
Tobacco 0.0 0.0 0.0 n.a. 0.0 0.1 0.1 0.1 0.1
Textiles 16.7 16.2 16.1 n.a. 12.9 13.7 14.7 15.9 14.7
Clothing and
footwear 4.2 4.2 3.3 n.a. 1.4 1.4 1.3 1.6 1.6

Wood and cork 53.1 52.7 52.0 n.a. 31.7 29.3 32.3 34.7 29.5
Furniture 0.8 1.6 1.6 n.a. 1.0 1.5 2.1 2.4 1.6
Paper 39.6 38.8 39.4 n.a. 35.5 36.0 35.4 33.5 33.8
Printing and
publishing 3.1 3.1 5.9 n.a. 4.7 6.1 6.0 6.1 6.3
Leather 19.3 20.3 18.3 n.a. 11.4 9.1 11.6 11.9 9.1
Rubber and
plastic
products 50.2 49.4 51.7 n.a. 23.1 23.8 21.9 19.3 19.4
Chemicals 36.9 32.9 39.1 n.a. 50.3 49.3 45.9 45.6 44.1
Petroleum and
coal products n.a. 23.3 24.1 n.a. 33.3 32.4 43.9 31.7 24.8

Non-metallic
mineral
products 12.6 13.7 14.2 n.a. 8.4 8.5 9.5 9.1 8.8
Basic metal
industries 60.4 56.9 56.5 n.a. 58.9 64.3 63.7 56.7 57.3

Metal products 7.8 27.3 29.7 n.a. 15.5 17.7 20.5 16.9 15.6
Machinery
(non-elec.) 86.0 84.0 84.6 n.a. 74.6 76.1 77.5 75.3 75.0

Electrical
supplies n.a. 56.2 48.6 n.a. 45.4 41.1 42.5 37.2 40.8
Transport
equipment 54.6 56.9 49.6 n.a. 46.1 51.5 48.4 60.9 57.9

Miscellaneous
manufacturing 51.8 51.2 50.4 n.a. 55.2 56.0 59.8 58.1 56.8

Average Ratio 25.4 27.7 29.9 n.a. 23.6 24.7 25.8 25.2 24.2

(continued)
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Table A.7 (continued)

Industry 1968 1969 1970 1971 1972 1973 1974 1975

Food4 6.4 6.0 6.2 n.a. n.a. n.a. 7.5 8.2
Beverages 1.1 1.1 1.2 n.a. n.a. n.a. 2.5 1.4
Tobacco 0.1 0.1 0.2 n.a. n.a. n.a. 0.2 0.2
Textiles 13.7 13.8 12.2 n.a. n.a. n.a. 11.9 12.1
Clothing and
footwear 1.7 1.9 1.6 n.a. n.a. n.a. 3.6 1.7

Wood and cork 30.8 28.3 22.4 n.a. n.a. n.a. 17.4 14.7
Furniture 2.2 1.4 1.6 n.a. n.a. n.a. 1.5 1.6
Paper 31.8 30.8 31.9 n.a. n.a. n.a. 35.5 43.3
Printing and
publishing 5.8 5.7 6.3 n.a. n.a. n.a. 4.9 6.0
Leather 16.3 27.8 25.1 n.a. n.a. n.a. 37.2 30.2
Rubber and
plastic
products 17.2 14.6 14.4 n.a. n.a. n.a. 9.8 10.3
Chemicals 43.5 42.7 43.5 n.a. n.a. n.a. 40.2 41.5
Petroleum and
coal products 22.5 22.7 21.3 n.a. n.a. n.a. 13.5 12.8

Non-metallic
mineral
products 7.9 7.8 10.1 n.a. n.a. n.a. 7.2 8.8
Basic metal
industries 49.2 50.2 43.0 n.a. n.a. n.a. 54.8 38.6

Metal products 16.2 14.0 15.4 n.a. n.a. n.a. 11.5 10.5
Machinery
(non-elec.) 76.0 75.1 76.4 n.a. n.a. n.a. 74.6 72.4

Electrical
supplies 39.0 36.2 33.3 n.a. n.a. n.a. 36.7 38.1
Transport
equipment 63.9 59.6 46.3 n.a. n.a. n.a. 39.4 42.3

Miscellaneous
manufacturing 48.9 48.9 56.5 n.a. n.a. n.a. 53.8 59.8

Average Ratio 24.5 24.7 26.9 n.a. n.a. n.a. 24.4 23.5

n.a. = not available.

Source: NSSG, Statistical Yearbook of Greece (various issues). Estimates
made by Institute of Economic and Industrial Research (IEIR).
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Table A.8 Greek Imports by Source, Selected Years, 1955-1981
(percent)

Source 1955 1960 1965 1970 1975 1980 1981

EEC 53.3 44.5 51.4 49.8 42.5 39.7 50.0

EFTA 9.0 7.0 9.5 9.4 7.3 6.1 5.2

Other OECD countries 1.1 n.a. 5.9 15.5 12.8 12.7 6.5

Socialist countries 4.8 10.7 11.1 6.8 5.6 7.4 7.1

Middle East and North Africa 1.0 3.9 3.1 4.8 18.7 22.2 19.1

North America 19.4 15.2 10.6 6.8 8.2 5.3 5.6

Imports from above areas
as percent of all imports 88.6 81.9 91.7 93.1 95.2 93.4 93.4

n.a. = not available.

Source: NSSG, Statistical Yearbook of Greece (various issues).

Table A.9 Greek Exports by Destination, Selected Years, 1955-1983
(percent)

Destination 1955 1960 1965 1970 1975 1980 1981

EEC 63.3 43.8 45.4 52.2 49.9 47.6 52.5

EFTA 7.9 7.1 5.3 4.7 3.8 2.3 2.6

Other OECD countries 1.1 1.7 3.7 3.2 3.9 1.8 1.8

Socialist countries 7.7 26.3 27.2 23.2 14.8 12.8 9.0

Middle East and North Africa 5.4 5.5 7.3 6.7 18.2 25.0 24.5

North America 13.0 14.3 10.0 8.2 5.7 6.1 6.6

Imports from above areas
as percent of all imports 98.4 98.7 98.9 98.2 96.3 95.6 97.0

Source: NSSG, Statistical Yearbook of Greece (various issues).
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Table A.10 Ratio of Bankruptcies per 1,000 Establishments in
Manufacturing, Selected Years, 1 9 5 8-1 9 7 8a

Industry 1958 1963 1969 1973 1978

All Manufacturing and Handicraft 1.51 1.12 1.77 1.12 1.18

Food 1.04 0.40 0.58 0.95 0.57
Beverages 0.48 - - 0.36 2.10
Tobacco _ _ _ _ _
Textiles 6.16 8.73 6.26 3.74 4.56
Footwear, other wearing apparel
and made-up textile goods 2.07 0.71 2.87 0.80 2.05

Wood and cork 1.49 0.81 1.33 0.94 0.49
Furniture - 0.82 1.59 1.11 1.11
Paper 8.26 - - 5.32 2.25
Printing, publishing and allied
industries 2.14 - - 2.90 2.11

Leather and fur 3.47 - - - 2.65
Rubber products 3.10 - - 1.13 1.83
Chemical industries 0.25 - - 3.13 2.74
Non-metallic mineral products 2.50 - - 1.92 0.95
Basic metal industries 71.43 - - 96.77 -
Metal products, except machinery
and transport equipment 0.42 - - 0.92 0.82

Machinery and appliances 3.47 - - 1.56 0.45
Electrical machinery - - - 1.06 0.19
Transport equipment 0.62 - - 0.62 0.45
Other industries 1.44 15.70 17.28 0.26 0.26

a Data on actual number of manufacturing establishments were available only
for these years.

Source: Estimates made on basis of data in NSSG, Statistical Yearbook of
Greece (various issues).
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