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INTRODUCTION

This study is an inquiry into a period of fiscal
policy in which the author believes lie the roots of the
present dislocation of the Greek economy. If economic
- progress means improvement in the efficiency of the use
of our means to attain our ends, this period offers nothing
but a decline; and the decline in productivity is the
outstanding feature of this era.which had dramatic conse-
quences for the growth of Greek economy.

There is no synthetic study available for the
period 1917 - 1930, The work of the late Professor A.
Andreadeé, the only outstanding economist that Greece ever
produced, stops in 1920. Scattered articles on agricul-
tural and other problems, particularly on the Balkan War
. loans, were written by him uhtil his death a few years
later. However, no attempt‘at synthesis has been made by
him and many of his conclusions are dublious because his
data were erroneous. Official statistics of the period
were available only after 1930.

Current authors are much too preoccupied with

the major inflation after the Second World War to explore



the strikingly parallel situation of the twenties; real
income was decreasing then as it does today. Yet, from
the study of the reconstruction of the twenties a lesson
would emerge. Any reconstruction effort not concéived
as an interlude in the dynamic evolution of the Greek
nation is self-defeating. We have to reconstruct so as
to allow the ebb and flow of dynamic evolution to work
towards a higher efficiency, a greater economic progress.
Past and present discussion of the financial
problems of Greece is concentrated primarily on the
relationship of price level and money flow.
| The literature accepts implicitly the obsolete
position that price levels vary with the quéntity of
money and the analysis is as fallacious and disappointing
as the "crude theory of money" itself. The economic
system is left to look after its own .growth.
| Yet, it is true that the climate of the twenties
is not one to which the literature of Greece would like to
return. Since the twenties the duty of governments to
alter and control the course of economic events comes to
be regarded as neéessary.
However, the controls suggested by Greek
economists are not designed to check the continuous in-

flationary pressure on the Greek economy and simultan-



eously facilitate the accumulation of capital. Meanwhile,
the standards of living remain at the same low level.
These controls concentrated as they are on the price
level, disregard the savings aspect of the problem, while

no attempt is made to direct scarce resources to essential

investment.l

1l - An example: Professor Xenophon Zolotas, ’Monetar
Policy and Greek Economgr, Athens, Papazisis, 1950 (in
Greek), insists on the "special case of Greece" insofar as
monetary stability is concerned.- In his chapter on "prices",
he implicitly uses the isolations provided for by the
quantity of exchange equation., But the problem of increas-
ing home production as a medium of expanding the flow of
goods is dismissed in favour of an increase in imports

which naturally will produce great difficulties in balancing
the budget. No clear statement is made of means to be used
in raising the real income of the Greek people. The
measures of forced decrease in consumption described in this
chapter cannot be applied forever. 1Instead, he reverts to
the 0ld problem of balancing government receipts with reven-
ues, the discussion of which occupies the major part of his
book. He also advocates an unfavourable balance of trade,
the deficit of which must naturally be balanced by foreign
aid, which, according to this reasoning, has to be perpetual.
Another point must be noted. He attributes the cause of the
inflationary pressure to the monopolistic conditions of the
market (p.117) and he discusses the beer industry and the
olive oil market. However, monopolistic conditions are
necessary for the development of capital scarce countries.
His treatment of the olive o0il market leads us to believe
that by "monopolistic" Professor Zolotas means "hoarding of
commodities as a measure of retaining the real value of
savings" which naturally by itself is a result of the
inflation. Major part of the national income has thus to
pay for the foreign investment which will be used only for
consumption purposes! Although he tries to divorce himself
from his Austrian training, his treatment self-defeats his
scattered "functional" digressions. The conclusion is that
even today prices are thought to vary with circulation
levels. '




It is characteristic of the past and present
fiscal history of Greece that the inherent anaemisa of
the economic sysﬁem always showed its full effects as
soon as the level of foreign lending and investment
decreased.. |

The relative decrease of the rate of growth
of the Greek economy after 1918 owes much to the
romantic longing for a pre-war world. Fundemental
deviations from that world were considered as accidental
and discarded frbm policy considerations; policy-makers
were unable to accept these Changes as firmly established.

Any reconstrgction’effort cannot be successful
by simply injecting into anaemic organisms a steady flow
of consumers subsidies while unplanned controls depress
output. Income, irrespectife of its inflated size, is
diminished below real subsistence consumption, and
capital consumption results. This is the fundamental
caugse of the sad results of the reconstruction efforts
in Greece. If ignorance could be excused in the

twenties, it is criminal in the fiftiles.

Indeed, thirty years ago, fiscal policy as a
policy of using government expenditures and revenues to
produce desirable effects on national income, production

and employment, was practically unknown. Stourm in his



"Systemes Genereux d'Impot"z concluded that a tax must be

divested from all moral and protective qualities in order
to become the unique supplier of the national treasury,
while Edgeworth stated that "the science of taxation
comprises two subjects: the law of incidence, and the
principle of equal sacrifiee".3
The experimentation of governments during the
twenties led to a changed doctrinal outlook in the early
thirties. Government expenditures were considered as
possible to "pump-prime" economies on their upward course.
Recovery would permit the emergency expenditures to be

offset and the higher revenue yields would produce a

balanced budget. Professor Lerner's "Functional Finance"4

was under way.

In the late twenties the work of Keynes and
Hansen gave a new impetus to fiscal theory. The Keynesian
thesis maintains that because of the inherent instability
of industrializéd societies, no equilibrium of economic
forces can be reached at full employment levels without
government action; Professor Hansen's work on Business
Cycles emphasizes the problem of maintaining capital goods
production at a level making full employment possible.
Economists now have at their disposal tools that make fore-
2 - p.35. :
3 - $%§%3§T%e;?gi?gto Political Economy, London, 1925.

4 - A, P. Lerner, "Functional Finance", Social Research,
February, 1943, X, p.38=-51.




casting possible; governments have fiscal measures to
increase national income, production and employment with-
out inflation. | ‘

The present study helps to close a gap in the
literature on Greek economics. It provides a synthetic
exposition and correlation of the best available data, as
well as'fundamen&al deviation from the past or present
line of approach. If originality consists of the develop-
ment of new techniques, or the appliéation of known tech-
niques on unexplored material, this thesis certainly claims

the latter. Yet this is a sad claim., Scientific progress,

like any other progress, is an improvement in the efficiency
of the use of our means to attain our ends. Original
progress is too much for one to expect from the capital-
scarce countries. However, a clever application of the
improvements effected in other rich countries towards an
increase in the efficiency of the use of scientific means
to cure economic anaemia could have unveiled long ago the
truth described in the following pages. ZEconomics is a
much neglected science in Greece and romantic longing is
not creative,

The emphasis throughout is on the real aspects
of the problems involved. Price levels are not statistic-

ally treated here to prove that monetary circulation
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varies directly with prices or vice versa. The problem
of prices is obvious. Prices vary directly with circula-
tion as long as the flow of goods'and velocity of
circulation of money do not change.

The thesis is divided into three parts. In
Part I we discuss the limitations on the productive
potentialities of Greek resources, the structural evolution
of the past, and establish the connection of this structure
with the ebb and flow of international activities. In Part
1T, the national policy of 1917 - 1930 is treated
"substantially", while in Part III, the functional relation-
ships of this policy to the aggregates of the economy are
established and suggestions forwarded. It is maintained
throughout that the irrational concentration of budgetary
policy on the short-run problem of relief neglected pro-
duction entirely; and the methods applied to financé
expenditures resulted in inflatién that contributed to the
perpetuation of the circularity of the productive process,
making capital accumulation impossible. Thus a policy of
directing investment towards capital accumulation and
applying fiscal measures to check the inflationary pressures
is suggested. A systematic plan for achieving this object-
ive is necessary.

The obstacles encountered were innumerable. There
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was no income accounting in Greece before 1947. The
author had a choice of conflicting statistical information.
The choice was always in favour of the official data.
Referegce is made to the conflicting information where such
conflict exists. The material is obviously condensed so
that problems may stand out in framework rather than in
detail, The theme is large; this study is meant as a
starting point.



CHAPTER 1

A. METHODOLOGICAL PROLEGOMENA

| In economic language terms like land, labour,
capital and enterprise are class~terms. They derive their
class denotation not merely because they mean "a number"
of unrelated or particular units,5 but because thsy
possess a common characteristic that is well determined in
range and purpose by specific class differentiae. Thesse
clagss-terms denote the data for the productive process which,
in turn, uses these prerequisites for transformation into
utility.

The economic class-terms, like all other class

terms, have both a substantial and a functional logical

meaning. The units of labour are things traded in a
market. They have utility, cost and esteem value measur-
able in terms of indifference equivalents, and their value
determination constitutes the subject of production pricing.
It is difficult for most of the .economic class-
terms to have in our ordinary language any other meaning

5 - Here used in the sense of "natural units"™, not
corrected in terms of time or efficiency.
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but substantial. That is, by labour, is ordinarily meant
.-t the activity of "labour" - a gréup of individuals
forming a clearly distinct socio-economic group excluded
from other social groups by social definition, |

In strictly economic usage, however, the
, particular unit is the subject of analysis only in its
éapacity of contributing to its factor class for the
benefit of the productive process. We are thus interested
in the functional logical meaning of our factor classes.
We are not interested in "labour® as»a.ciass for its own
sake, but we consider it as a class because its members
perform the function of "labouring”.

The chief difficulty in this treatment arises
when we enter from ﬁhe atomistic world of full employment
equilibrium into the general field of aggregates of the
economy with all their causal feciprocities, and try to
establish a dynamic trend.

At this point we have to expand the limits of
our functional interpretations in order to include a new
quality to our terms: potentiality of employment.§ This
6 - Lindley M. Fraser in his pionser ﬁEconomic Thought

and Language'", London 1947, p.200, suggests that when
it comes to policy we have to revert to a substantial

interpretation of factors of production. But 1s this
actually necessary?

In an essay presented March, 1950, at the Labour
Seminar, we had an opportunity to clarify the primary
cause of difficulty. A straight line has to be followed
when interpreting the logical foundations of economic

(Cont. on p.ll)
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quality, according to the logiciéns, is a "relational"
quality.

The class-differentiated functional units must
be, therefore, analysed with consideration to their pro-
ductive potentialities and limitations.

It is with this end in mind that the Greek
resources are to be treated. We are not interested, may
I repeat, in groups of resources classified in aggregate
terms merely because of a substantial similarity. What

we are interested in is: a) their functional character-

6 (Cont. from p.l10) - science. The writers in this field
seemed to be intrigued by the ambiguity of the class-ternm
"unemployed"”. They thought it impossible to discuss the
effects through the multiplier process on national income
of new public investment, injected into the economy at a
certain point of time, without implying that a class of
"unemployed" as such (substantially) existed, which would
now be employed because of the direct and secondary
effects on public and private investment: It was pointed
out that their confusion lay in the fact that the under-
lying assumptions of the system were momentarily forgotten.
That is, "employment" in a purely abstract economic sense
excluded involuntary unemployment, and if wages were
manipulated in the right direction the class of unemployed,
as such (substantially), would not exist. This is further
consolidated by the classic assumption of fixity of re-
sources. What is really meant in the macroeconomic analysis
is not that a class of "unemployed" as such exists requiring
an interpretative break in our functional system, but that
the classes of "employed" factorial units are employed
because they were already potentially productive. Product-
ive potentiality is a subtle quality, a prerequisite to the
Tunctional interpretation of economic class terms when
applied to the dynamics of trend. It is what the formal
logicians call a "rdlational quality" that saves us from
dangerous and unnecessary excursions into everyday termin-
ology. :




- 12 -

istics; and b) their functional potentialities within
the productive process and economic policy.

The inclusion of descriptive material in the
following pages of this chapter}serves a two-fold purpose.
It may be considered as an introduction to our study,
particularly valuable to the layman in that it helps to
present a more complete picture. In the second place, it
serves as a premise for the necessary conclusion concerning
the functional potentialities of our resources.

In a sense, the above material is the least
original part of the present thesis. However, every care
was taken to present the geographical, historical and eth-
nological data that follow in an accurate and unbiased
manner which, amidst the atmosphere of intrigue surrounding

Balkan politics, could be an original contribution.

B. LAND AND PEOPLE; AN HISTORICAL SURVEY.

The well-known Greek classical civilization was
the last and most influential upsurge of the Mind before
the advent of Christ. The locus of this civilization was
the Eastern Mediterranean ﬁasin; and it has repeatedly
been in great danger from invaders sweeping in throughout

the ages from Asiatic countries.
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The early economic conditions did not allow the
formation of one Greek state having the cohesion and or-
ganization that modern European states acquired only a
few centuries ago. What Aristoteles, Isocrates and
Aeschylus defined as Panhellinion was merely a class-term
based on ethnological similarities.

A fundemental observation has to be made. The
Classical Greek Society based its activities upon the same
abstract principle as our modern western societies; the
emphasis was on the Mind. The fact that it acquired the
aristocratic outlook on everyday matters is to be blamed
on-the limited economic conditions of the era, The fact
remains that the early Greeks had materially experienced
what Kant later termed the "law of reciprocity". They
tried to "rear the fabric of felicity by the hands of
reason and law" as Bentham would have said. Modern
liberalism cultivates Matter with Mind, while accepting

Green's concept of positive freedom,

The campaigns of Alexander the Great founded an
empire and a civilization - the Hellenistic =~ through

which classicsm survived. Modern science owes much to the

Greek scientists of Alexandria.
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I€ ié ﬁofthwhile remembering that Alexander the
Great and his Macedonians were as much Greeks:as the
Athenians and Spartans.

Modern theorists of slavic origin who write
about the Macedonia province should be reminded that the
ethnological substance of its people should not be judged
from the local chauvinism of Demosthenes. The Macedonians
participated in the Olympic Games and Alexander'the Great
dedicated to the temple of the Maiden Athena (Parthenon)
the shields and weapons conguered at Granicos River in
"~ Asia Minor (334 B.C.).

When founded in 395 A.D., the Byzantine Empire
was, to all outward appearances, a burely Roman state.
With the passage of time the Roman conquerors were con-
quered and the Greek language predominated completely. By
the time of the Macedonian Dynasty (867 - 108l1) the
Hellenization of the Byzantium had indubitably been brought

about in full.7

In 1453 this Empire fell to the Turks. During
nearly four centuries of Ottoman conquest, the Greeks

showed remarkable vitality and retained their spirit'

7 - Persian, Armenian, Jewish, Arabian, etc. writers of
the Byzantine period call Byzantium "the Greek Empire".
Prominent modern students of this era agree. See Works
of C. Diehl, G. Schlumberger and the Russian Vasiliev.
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through the grants of Greeks settled abroad and the
spiritual leadership of the Church.

The independence of the Greek state was obtained
after a bitter War waged for seven years (1821 - 1827)
against the Ottoman Empire. The de jure recognition of
this independence was granted by the London protocol,
signed on February 3rd, 1830, while by virtue of the
Treaty of Constantinople (9th July, 1832) the frontiers
of the natfbn were definitely fixed. The surface occupied
by the Greek state was then 47,516 square kilometers and
the country was composed of the area of Centrel Greece,
the Példponése Peninsule, the Island of Eubea, the
Cyclade and other smaller islands. The Ionian Islands

were annexed by virtue of the London Treaty of 1864.

In the meantime, Tsarist Russia, which, because
of pér defeat in the Crimean War (1854 - 1855), had been
displaying a policy of protection towards the oOrthodox
Chrisﬁian population living under the Mohammedan yoke, was
now localizing her protection on the Bulgarian people.
This nation was an admixture of Ugro-Finish (Tatar) groups
and slavic elements that lived in and formed pért of the
Ottoman Empire.s |
8 - This localization of protective intentions is interest-

ing. TUntil 1867 there is no mention of a Bulgarian
nation as forming part of a slavic brotherhood. Proof:

the two Pan-Slavist Conferences at Prague in June 1848,
‘ : [Cant.. An n_.1A)
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An atmosphere of unreasonable chauvinism was
created in slavic academic circles, and extensive studies
of the Byzantine Empire were undertaken in Russian
universities, directed towards the political cohsequences
of a proof of this chauvinism.g

It was in such a political environment that the
Russo~Turkish War of 1877 broke out. After the Russian .
victory at Plevna in December of the same year a treaty
of peace bhetween the’two empires was signed at San Stefeno,
a suburd of Congtantinople (1878). By this treaty the
,ﬁuropean part of the Ottomen Empire was practically dis-
membered and Bulgaria of San Stefano was created.

The conseqﬁenées of this pact were immense. -The

Western powers received the San Stefano treaty with an

8 - (Cont. from7§.15) and Moscow in May 1867, dismiss
the matter as simply non-existént.

9 - The Byzantine historical analysis is the old story

of considering science and history as sub-serviant

to political aims. The West, since Montesquieun

(1689 - 1755), had expressed the opinion that
Byzantium had been a Greek empire since the second
half of the 6th Century, A.D. The EFast developed two

" schools. One tried to create an historical basis for
its slavic chauvinism, the other, admitting the
Hellenic character of Byzantium, claimed the Dardanelle
Straits for Russia and recognized the political rights
of Greece in Constantinople. Among the adherents of
the latter theory are Professors Alexieff and Kotliar-
evsky. A summary of the above situation is given by
.Max Hoschiller in his L'Europe Devant Constantinople’,
Librairie des Sciences Politiques et Soclales, Parls
1916, p. 78-8l.
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outcry‘of protests. Not only were their vital interests
left unprotected, but also territorial rights of the
Serbs and Greeks were put aside. A considerable volume
of literature resulted with the authoré striving to

produce evidence, incontrovertible sometimes, of the un-

just consequences.lo

In June, 1878, the Berlin Conferénce convened
and many points of the San Stefano Treaty were annulled.
This agreement detached many European and Asiatic terri-
tories from the Ottoman Empire but averted a complete
dismemberment, as provided for in San Stéfano. Provisions
concerning the creation of Bulgaria were annulled. Instead,
the territdry provided for in San Stefano was divided in
two with Mount Aemos the boundary. The Northern part was
proclaimed an independent principaliﬁy and named Bulgaria;

10 - Although the appearance and the unreasonable extremity
of the Greek accusations may lead one to regard them
as equally chauvinistic, it is absolutely fair to
state that there is abundant proof in the writings of
contemporary authors of various nationalities, based
on concrete ethnological and statistical grounds, that
San Stefano was a "monstrosity".

Other authors:

Bianconi: Ethnographie et Statistique de la Turguie
d'Europe et de la Grece, Paris, 1877.

A, Synvet: Cartegﬁihnographique deg}a Turquie
d'Europe, Paris 1877, p.l6 and p.38.

A, Synvet: Les Grecs de l'Empire Ottoman, Etude
Statistique et Ethnographique, Constantinople, 1878,

(Cont. on p.18)




the Southern part became a partially autonomous province
of the Ottoman Empire under the name of Eastern Romelea.
Seven years after the Berlin Treaty (1885), Eastern
Romelea was seized by the Bulgarians (North)ll under the
indifferent auspices of European diplémacy. The Greek‘
communities of Romelea with a total population of 100,000
people, were subjected to the most systematic extermination
by the Bulgarians.l2 |
Nevertheless, the Greek frontiers were further
expanded with the annexation in 1881, of Thessalia (now
the central province of Greece) and Arta {northwestern
Greece) by virtue of the Constantinople Conference which
was provided for by the Berlin Treaty.
But the seizure of Eastern Romelea (south) by
Bulgaria (north) ﬁas only one of the far reaching conse-
quences of San Stefano.
It also caused the War of 1913 in the Balkans
as the Bulgarians based their claims on the San Stefano
arrangements. It fostered a megalomania and aggressiveness
that led Bulgaria to side with Germany in both World Wars
10 - (Cont. from p.l1l7)
E,., Stanford: An Ethnological Map of European Turke
and Greece with introductory remarks. London 1897,
Eéggére Virgili: La Questione Rbumeliota e la Politica
Iteliana, 1908, ,
1l - The similarity with modern Korea is not incidental.

12 - Bishop Photios of Irinoupolis: Documents and hisgtorical
(Cont. on p.l9)
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and even turn against the Russians by whose blood Bulgaria
had obtained her liberty (Russo-Turkish War - 1877). It
further created a rift between the Bulgarians and Serbians
while the still Turkish held Greek Province of Macedonia
suffered a wholesale massacre at the hands of the Bulgarian

Gomitadjis.l3

The Comitadji movement was the culmination of
the conflict for secular power between two churches: the
firmly established Christian Orthodox Patriarchate of
Constantinople, and the young Bulgarian Exarchate. |

The Oecumenical Patriarchate was a very powerful
institution. As early as 1453, immediately after the
complete subjugation of Byzantium by the Turks, Mohammed
the Conqueror entrusted to it all economic, judieial,
administrative and ecclesiastical privileges he thought
advisable to concede to the conquered Balkan peoples.
Later, the Patriarchate became also the centre of under-
ground resistance against the conguerors.

After the localization of the Russian protection
in the Balkans; the Bulgarian Exarchate was created. The
Russian diplomacy was very much aided in this success by
12 - (Cont. from p.l18)

notes on Bulgarian policy and Bulgarian atrocitiss,
for the extermination of the Greeks 1n Eastern

Romelea (in Greek), Athens, 1919.
13 - Partisans of the "Bulgarian Committese".




the hostile tension that existed between the Turkish
government and the independent Greek natidn at that time.

The struggle between the secular powers of the
two churches that ensued was nothing new. It was the
reverberation of all voices coming from a feudal back-
ground. There is, however, a very important aspéct. Due
to the existing political conditions, the institutional-
ization of the Greek Church had not the end in itself of
linking the existing social structure. It was serving
a cause far beyond the apathetic limits of that end. ‘The
Church was revolutionary. It was, indeed, a nearly unique
phenomenon; a feudal socisety, united by the Church, which
was striving to lead it towards a political and economic
revolution.

The wholesale massacre started as soon as the
young Bulgarian Exarchate set as its objective the
separation of part of the population of Macedonia from
the patriarchial.ju:isdiction. The objective was difficult
to attain with peaceful means, so a situation was created
strikingly similar in background to that which Greece went
through after the Second World War. A revolutionary body
called the "Bulgarian Committee™ was created and a minia-
ture army was recruited, the Comitadjis. Their activities

lasted for twenty-four years and the systematic massacre
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in the at that time still Turk-occupied Province of

Macedonia assumed staggering proportions.14

This religious strife had influenced the Young-
Turk movement of 1908, Although it had all appearances
of a severe nationalism, its religious fqundations were
verj prominent. It was a Mohammedan vs. Christian move-
ment and its consequences were the following: PFirstly,
the re-establishment of the fading leadership of the
Patriarchate of Constantinople against the Mohammedans;
and, secondly, it hastened the alliance of Serbia, Greece
and Bulgaria with pacts providing for the further dis-
memberment of the European Ottoman Empire.

In the beginning of October, 1912, War broke
out between the Christian Balkan countries on the one
side end the Ottoman Empire on the other. The time was
well calculated. Turkey, engaged in the Italo-Turkish
War of 1911 could not, because of the activities of the
Greek fleet, transport its forces concentrated in Africa.
The Empire was defeated after a short war following which
something entirely unexpected occurred. Bulgaria attécked
14 - The destruction of Krousovo, Anchialos, Stenimachos

and the blowing up of the s.s. "Guadalquivir" in

Salonikea were all effected in the period of two
years.
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her former allies. On June léth, 1913, Bulgarian forces
attacked simultaneously the Greek and Serbian frontiers
with neither pre-declaration of warnor pre-interruption
of diplomatic relations. |

The cause of this new conflict is simple. The
treaties signed in 1912 that provided for the partition
of the Turkish Empire entrusted the distribution of
certain disputed territories to the arbitration of the
Tsar. Greece and Serbia accepted this arbitration.
Bulgaria refused and attacked suddenly. The duration of
the War was just one month. Rumania and Turkey joined

Greece and Serbia with the result that Bulgaria was crushed.l5

15 - The elaboration of details concerning international
complicationsof this war is outside the scope of
our study. We wish, however, to point out that:-

(a) The atrocities perpetrated by the Bulgarian

Army on Turkish, Greek and Serbian populations were

of an unprecedented extent.

See: Les Cruautes Bulgzares en Macedoine Orienale

' et en Thrace, (1912-1913). Faits rapportvs,
.documents, temoignages officiels, Athenes,
1915. : '
Seton Watson: The rise of Nationality in the
Balkans, London 1917, p. 276-277.

(b) Official Bulgarian attitude absolves the Bulgarian
nation of any responsibility although admits that the

army was ordered to attack first!

See: Guechoff (Prime Minister of Bulgaria, 1911-1913):
L'Alliance Balkanique, Hachette, Paris, 1915. '
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The long disputed Macedonia was added to the
existing Greek territory by the Bucharest Treaty of 1913,
along with the Province of Epirus (northwest part of
Gresce) and the large Island of Crete; while the islands
near Asia Minor were annexed by virtue of the arbitrary

deciéion of the 6 Big Powers in 1914.

C. THE LIMITING FACTORS

In the past section, we briefly recorded the
historical conditions under the pressure of which the
Greek economy had to work and which pressures the
economic resources of the country had to sustain, We
shall now consider the limitations on the development of
production and productivity.caused by both the geograph-
ical position of the country and its economic and
political history.

But befére entering the analysis of the limiting |
factors, we wish to point out that one is astonished by
the fact that a single factor can be cleérly distinguished
amidst the antithetical elements of each historical situa-
tion. The writer is inclined to believe that an analysis

of Greek economic history based entirely on the principle

of conﬁradiction, would not be able to explain adequately

the fierce outbursts for survival that occurred during
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the historical ages, unless one has recourse to the
psychological impact of Greek classicism. This impact
invested itself in the form of tradition and its sur-
vival was attempted by the Byzantine period. Under the
Ottoman occupation this tradition was transformed into
nationalism. The aristocratic contempt shown by the
subjugated Greeks towards the inferior conquerors had
something to remind us of the Platonic idiocrasy and the
Aristotelian~heritage.l6

The geographical position of Greece was from
the beginning of history an obstacle to the physical
productivity of the land. Continental Greece, surrounded
by seaways, had to resort to an early development of
commerce. The lack of natural resources and the highly
entrepreneurial spirit of the Greeks contributed to the
establishment of a vast colonial empire during the
classical period. Exactly the same geophysical limita-
tions forced the Byzantine economy to gear around the
revenues of the inter-Mediterranean commerce. It was
aftef 1830 that the national economy had to overcome
another obstacle of a subjective nature, the impact of
the Turkish occupation.
16 - The Greek folklore of the period is full of in-

disputable proof. The elaboration of this does not
concern us here,
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Geographical Obstacles.

The Greek soil, dry, rocky and mountainous,
was always insufficiently accounted for by all who
criticized Greek economic policy and development. The
few existing plains were infected by malaria and the
country population had to live on elevated soil for
sanitary reasons alone. The everday transportation to
the plains caused a loss of precious working hours and
a rise in disutility.

The dry Greek élimate, very favourable to the
tourist, 1s extremely bad for agriculture. Widespread
seasonal fluctuations in harvesting are usual phenomena.
Poor natural irrigation contributed to the extremely low
productivity of the land.

Briefly, we may attribute the geographical
obstacles to the following hatural causes:

(a) Insufficient plain area. The importance of this

obstacle may be better appreciated by the fact that only
20% of the soil available can be easily cultivated. The

total land (except Macedonia and Western Thrace) trans-

lated into acres was 15,887,952.17

17 - Original computations in metric measure (Hectare)
translated here into its English equivalent (Acres).
The relationship is: 1 Acre = 0.4046 Hectares
1 Hectaree 2.4710 Acres
See: J.AM. Gaboury: Tables of Conversion Factors,
Montreal, 1949.
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Plains (acres) 3,179,146
Lakes and Marshes 217,600
Mountains 12,491,206

15,887,952

(b) Soil formation and water flows. Complete absence of

navigable rivers, folded mountains with high slopes, torrents
with unregulated beds, lakes that change into marshes during
the splendid Greek summer, are the typical barriers to the
development of a good and dependable transportation system.

(e¢) The lack of cereals. Due to the above direct natural

causes, the cultivation of cereals to an extent sufficient to
meet domestic needs was and still is impossible. Greece, like
Italy, although primarily an agricultural country, had to

import grain throughout her history. An avesrage of 30% of the

nation's cereal needs have always been imported.

(d) The uneven regional structure of the land ownership.

With the exception of the Province of Thessalia and some other
districts of Continental Greece, the country was characterized
by extremely small scale land ownership. This uneven regional
distribution combined with the Turkish land regime stood as an
obstacle to the realization of the objectives of early
economic policies.

Historical Limitations.

The Turkish occupation that lasted for nearly 400

years deeply affected the social and economic life. It



- 27 -

produced a marked change on the péychology and propen-
sities of the nation.

| In the first place, conditions were such that
the idea of productive labour wés invested only with dis-
utility, while the mixture of a de 22232 small property
system with feudarchy (in Thessalia) made the success of
a rational economic policy by the Qhurch impossible.

The life for the Greek peasants in the Turkish
colonial tchifliks (big estates) was brutal. Their
statué'was nore that of a slave than of a humen being.
Tyranny forced a considerable number of the inhabitants
to gain the mountains as guerillas (kleftes). Because
the Turkish administration of the occupied territory
confiscated all available prdduction above that necessary
for subsistence, productivity was driven to a complete
stagnation.

The conditions of the few provinces and local-
ities that succeeded through armed force in obtaining
special autonomous privileges were slightly better. Here
a primitive allocation of productive resources was
effected, but still the supply of labour was limited and
inelastic. The reason for this was that the guerilla
profession was more suitable to national traditions and

a large part of the population was living in nomadic
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mobility on the peaks of the mountainous country.

Furthermore, the revolutionary tendencies of
of the population proved to be very destructive. On
the slightest hope of liberation the whole nation would
revolt.l8 Turkish reprisals were concentrated in the
destruction of all physical capital that did accumulate
in the meantime. When the lBZi Revolution finally came
to an end the territory had nearly been erased. The
decade of this war (1821 - 1830) left deplorable econo-
mic conditions.

The effort at resurrection was considerable,
"When the Turks were chased away no human effort, it
seemed, could ever repair the immensity of destruction®,
writes a French diplomat. He continues: ®Eighty-five
yeers have passed. Let us consider Greece of today
(1916) and we are very near to a miracle. I went through
the country, I have seen green pastures of a tropical
vegetation, I have seen roads that link the villages,
resting in their deily calm. I have seen railroad tracks
linking all the‘white cities that were occupied in their
laborious sounds. It is a resurrection in the proper
meaning of the word; a corpse brought back to life in
full youth. The accomplished task is considerable. It
is only by looking back to thepast that we can judge
18 - i,e. 16th and 17th Century revolutions incited by

the Venetians; the Russian instigated revolution
of 1769.
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impartially the present and study with the same spirit
the economy of Modern Greece".lg

But the impact of the Turkish occupation
affected the evolutionary propensities to a far greater
extent than modern writers on this subject wish to édmit.
The idea of easy profit with all its consequepces on
investment and qapital accumulation and the fevolutionary
tendencies against any mastéf'is still rooted deeply in
thé spifit ofAMbdern Gréece. It was indeed not an easy
accomplishment for the kleftes and peasants to change
overnight into conscientious workers.

Although there is nothing to prove that these
psychological influences could not easily have been used
to increase productivity, the policy of the Greek
poliﬁical parties encouraged a decrease. Many current
unsolved economic problems have their deep roots in this
impact. |

Many of the modern Greek economists, trained in
the use of static Austrien macroeconomic tools, criticize
any Keyensian approach‘using as their favourable argument:
"the Greek reality". However, no attempt has been made
to explain this argument. The everyday citizen wonders
whether academic economics are not really the greatest
19 - M. Lefeuvre - Meaulle. La Grece Economique et

Financiere. Preface by Mr. Paul Deschanel, Paris,
Alcan, 1916, p.9-10, (in French).
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obstacle to the prosperity of the nation. The "Greek
reality" has become the Smithian ™invisible hand".
with ali the implications that an exaggerated mystical
touch can produce. The limitations discussed in this
section outline faintly the problem{g The solution to
this enigma will emerge by itself at the end of the
present thesis.

D. THE STRUCTURAL EVOLUTION AND
PAST FISCAL POLICY.

The limitations on productivity, discussed in
the previous section, naturally influenced the develop-

ment of the private sector of the Gresk economy. The

geophysical obstacles had to be eliminated first. With
the existent scarcity of capital there was no alternative
allocation of resources except into agriculture. Govern-
ment policies, traditional to the accepted doctrine at
that time, concentrated their activities on questions of
equity, debt payments and tax techniques. The private
sector was left alone to find its own economic potential-

ities. The rate of growth, therefore, was small,

Agriculturs.

In egriculture the equality of the soil, as we

have mentioned already, was unsuitable for producing
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cereals. This problem was intensified by the increase in
population, while the acquisition of fertile lands (Macedonia)
somewhat simplified it. The density ratio of the population
increased from 19.76 inhabitants per square kilometer in

1907 to 36.67 in 1920. The expansion of the frontiers, on

the other hand, added approximately 67,000 square kilometers?o
or 25,868 square miles of land that nearly doubled the
existing plain area of the country.

Efforts were concentrated.in raising the producti-
vity of land suitable for cereals and allocating the
remaining surface to the cultivation of other products fitted
for the nature of the soil..

The production of cereals more than doubled betﬁeen
1880 and 1915 as the following table demonstrates:

Average yield per acre Average yield per acre

Years {Kilos) Years (Kilos)
1860 ... 16.18 1923 ... 226,58
1911 .... 392.46 1924 .,... 182.07
1914 X EE) 527073 ' 1925 XK 267.04
1915 ..4. 267.04 1926 ... 258,94
1916 ... 246,81 1927 .... 287.27
1917 e o0 299 .40 1928 ® o 00 267 L] 04
1918 .... 343.91 1929 .... 250.85
1919 .... 250.85 1930 ..., 190.16
1920 .... 283.22 ‘ 1931 .... 202.30
1921 .... 295.36 1932 .... 311.54
1922 .... 230.62 1933 .... 449.11

Source: Annuaire Statistique de la Grece 1938,
Statistique General de Ia Grece, Athens, 1938,
p. 438. The averages given in our source are
per = royal "stremma". We converted for the
benefit of the English reader these averages
into yields per acre. The relation is: 10 royal
stremmata = 1 hectare x 0.4046 = 1 acre.

20 - See Appendix: Territorial Evolution, (c).
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However, in spite of these efforts, Greece still
had to import cereals to supplement her own production.
The degree of sufficiency of home production in respect to
annual consumption varied from 30% in the early twenties
to 64% in the late thirties. |

The allocation of the remaining land resources
resulted in the extensive cultivation of olive trees,
tobacco, Corinthian raisins, vines, fruit trees, cotton,
and potatoes. These represented 70% of Hellenic éxports.

With respect to wheat, we must make an import-
ant observation. Although the average yield per acre
between 1911 and 1932 remained more or less steady, with
minor seasonal fluctuations, it is only after 1933 that
the average yleld value increased and then by roughly 35%2l
owing chiefly to the introduction of new agricultural
techniques.

It is astonishing that the available literature

on Greek agriculture does not mention the fact that,

while the average per acre_yield remained stable between
1911 end 1932, the continuous utilization of increments of
agricultural labour brought a per capita diminishing share

21 - Prof. Athanace J. Sbarounis in his English publication:
"Two Reconstructions of Greece", National Herald, New
York, no date, commits an error. In p.l2 he gives
two values: 242 kilos for the average 1920-1924 yield
and 374 for 1935-1939, showing an increase of approx-
imately 55%. Our computations use the official figures
of the Statistical Annual of Greece 1938 (p.438) that

(Cont. on p. 33)
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of the physical producfs.z2
The increments of this labour were supplied by
two sources:
a) Natural growth of population.

b) Exchange of populations between Turkey and
Greece. A flow of one million five hundred
refugees were forced to return to Greece and
were given a share of the land. This re-
distribution is primarily responsible for
the diminishing per capita returns.

Industry
| While agriculture was thus struggling against

physical and subjective obstacles the industrial evolution
of the country was faced with severe difficulties.

Before the War of Independence, handicraft
industries were fairly prosperous in certain semi-autonomous
districts, but these industrial communities perished under
the punishment of the oppressor. The liberation of Greece
found European industry, and particularly English industry,

in the final phase of the industrial revolution. Inter-

21 - (Cont. from p.32)
are given in stremmata. The mean average value for
the period 1920-1924 is 60 kilos per stremma. This
multiplied by 10 gives the average of 600 per hectare.
600 x 0.4046 = 242.76 kilos, is the value per acre.
The 1935-1939 average must similarly be roughly 85
kilos per stremma, 850 per hectare and 343.90 kilos per
acre. We use the internationally accepted conversion
factors mentioned in footnote 17. The increase there-
fore is 41% and not 55%, and this for the limited range
of years that A. Sbarounis uses. A wider range will,
naturally, decrease the above average increase.

22 - It is discussed in detail in Chapter 7, while the cost
of the land reform to the state is given in Chapter 4,
Section B.
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national competition due to lack of capital was impossible,
rand, as a natural consequence, these handicraft industries
were confined to rural districts.

However, expectations were great and labour and
capital began to organize themselves. The infantile
industrial development that resulted had to overcome:

a) the obstacle of foreign competition, b) physical limit-
ations concerning raw materials, c¢) financial limitations
caused by the individualistic nature of the Greek citizen?5
and d) technical limitations due to the lack of experienced
skilled labour.

In 1867, Greek industry was limited to 22
factcriesg4 with a total of 86 H.P. (flour mills and
tanneries). The situation looked better after 1880 but
progress was slow, owing to the unscientific nature of
entrepreneurial venﬁures.

In 1917 Greek industry was composed of:25

1180 small industries (1-5 workers)

729 medium " (6-25 )
278 large " (25 and over workers)

2187 Industries total.

Labour force employed: 35,399.

23 - In 1906 there were only 6 corporations in the whole of
Greece (Gas and electricity corporations excepted.)

24 -~ Mansolas, Statistical Information on Greece (in Gresk),
Athens (no date).

25 -~ Industrial Census 1917.
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In 1920 there were 33,811 industrial enterprises
with a total of 110,673 H.P., employing 103,777 workers
and 5,38l salaried personnel, with 45,475 directors or
proprietors. In 1928, the total labour force employed in
industrial activities was 429,831.26 The market value
of industrial production in 1929 was roughly 100,000,000
gold U.S., Dollars.

The vitality and resourcefulness of this rising
industry were clearly shown during the period immediately
after 1915, War shortages in precious commodities such
as the lack of fuel oil, sugar, and coal, were sufficiently
and successfully substituted for by locally produced
competitive goods.

As a summary we offer the following overall
picture of the structure at the beginning of the twenties.
It is unfortunate that there are no available figures
prior to 1928 for this purpose. However, we have no reason
to believe that the picture in 1920 would unveil a differ-
ent structure except perhaps an increased emphasis on
agriculture and other minor readjustments.

26 - Annuaire Statistique de la Grece, 1930. Athenes,
Imprimerie Nationale 1930, pp. 177, 178 and 182.
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Occupational distribution of population, 1928.
(Percentages)

Agriculture ComnunicationSeeeees 3,02
and fisheries....6l.10 Defence.iceecececsessa0.87

Mining............. 0027 Public Administra-
COMMEBTCOsceessessee 8.63 TiODeseseeocesneses0.96
Merchant Marine.... 1.4l Liberal provisions...3.56
Industryeeeececseesal?.80 Domestic services....2.38
ErrOreececesceesceessl.00

100.00

Source: Annuaire Statistique de la Grecs,
1934, Athens, p.o0l.

The Public Sector of the nation's economy had

since 1830 (de jure recognition of the Hellenic Independ-
ency), been confronted with a clearly outlined problem.
Public expenditures were rising; as refugees hit by war
and devastation were unable to exist without governmental
help. Revenues were negligible: war had destroyed
practically all sources of income. Capital was needed
badly, in order to repair the ruins. Security, the lack
of which was threatening the interior of the country,

had to be guaranteed in order to realize the development
of production. Thus the continuous budgetary deficits of
the young nation striving to maximize its welfare,

continuous political uncertainty and foreign speculation



and exploitationz7 brought early Greek public finance

to an alarming point. There was no other alternative

for the responsible administrators but to seek continually
for foreign aid. '

The early history of Greek public finance may
be defined as a history of public borrowing within the
framework of the eceepted doctrinal conception of fisecal
ends. This conception of fiscal policy was another
obstacle to the rate of growth of the economy. Fiscal
policies and pubiio finance»techniques were confined to
holding government expenditures to a minimum and paying
the cost of national debt. The expenditures, thus, were
primarily of a "personal" type during the early peace
period (Civil service salaries). They started to bscome
functional with the gradual industrial development of
the country and with the emergencies which later occured.

It is true that the contraction of domestic
debts was also attempted,but this was chiefly due to the
fact that‘continuous "bankruptcy” tendencies or situations
made the attraction of foreign capital impossible. These
attempts were limited by the fact that the status of the
27 - Extremely informative and interesting data concerning

the exhaustion of the first important loan (the
£64,000,000 given by the protective powers, which

established King Otto's dynasty in Greece) are given
by A. M. Andreadis: "Public Debt of Greece During the

(Cont. on p.38)
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private sector was underdeveloped while undergoing a
structural change. ‘_ ,

A very important observation concerning the
implications of this borrowing must now be made.

Those early foreign loans were utilized to
help in procuring outside resources to carry on wars or
provide relief from wars, to finance refugee settlement
schemes and in other general emergency situatiqns. The
carrying charges of these foreign-held debts went mostly
outside thetborrowing country, and these loans failed to
raise productivity. They were used mostly for balancing
budgetary deficits while simultaneously the government
created money through printing ln order to realize its
prdgram for pensions and relief! As we shall elaborate
in Secﬁion D of Chapter 5 only the 11.77% of the borrowed
foreign funds were used bétween 1898 nnd 1923 for public
investment. The complete lack of planning accounted for
the failure of_this‘fraction to raisé output and product-
ivity. In fact, the amount of product available for
domestic use was reduced because these loans did not add to
total product by as much as the carrying charges involved.

Consequently, these loans were not only economic

27 - (Cont. from p.37)
Bavarianarchy" in his Opera, Law Faculty, Athens,
University, 1938 (in Greek); Vol. 2, pp. 332 - 337,
Brokerages and unnecessary expenses of viceroys and
visiting Bavarian Armies completely exhausted this loan.
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burdens upon the citizens of the country, but also
political and social obstacles of great 5.1:1poﬂ:anc:e.28

| The nature of the Greek fiscal policy was, there-
fore, concerned with the service of existing and procure-
ment of new foreign or domestic loans.

For the purpose of this chapter we may briefly
outline chronologically the periodsof Hellenic public
finance policy.

1826: Bankruptcy of the revolutionary administra-
tion.

1832-1843: Period of foreign borrowing.29

1843: State of bankruptcy declared. Suspension
of service payments.

1844-1861: No foreign loans. Middle class taxation
and tax relief of agricultural class.
Revenues from direct taxes were doubled.

1861-1878: Domestic short-term borrowing was effected
to-satisfy budgetary cash deficits. But
deficits were continuous. Foreign capital
markets influenced by the 1843 bankruptey,
were reluctant to supply loans. Unstable
political conditions aggravated the situation.

28 - International Finance Controls, and the redistribution
attempts of the taxation schemes.

29 -.£64,000,000 loan granted by the protective powers.
See also footnote No. 26.
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Domestic loans were effected with very

heavy terms. Budget expenditures constituted

primerily payments for the servicing of the

public debts (40% of total revenues).50

1878:; Settlement of bankruptcy situation of 1843,

1879-1893: Period of foreign borrowing and taxation.
Foreign loans were contracted in gold.
Expenditures were rising due to military and
productive causes (railroads). Pressure of
foreign-held'loans and deficits resulted in
‘the

1893: Third Bankruptcy of the Greek State. Sus-
pension of capital payments. Reduction of
interest to 30% (law of 9th and 10th
December 1893).

1897 (18th February) Voluntary Settlement.

1858: A Imposition of the "International Finance

| Commission" for controlling governmental

finances.51 Its nature, power and results
are discussed in Part II.

1899-1909: Expenditures continue to rise. Causes:
regularity in contracting public debt

30 - Budget of 1879: Revenues 45.800.442 gold drachmas

Public Debt Service: 17.328.888
3I - The term "International Control Commission" as

implying "savouring servitude" was changed to
"Commission Financiere Internationale"
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obligations. Productive expenses. Bad
management. Revenues adjusted at higher
levels by non-systematic tax levies.

(September) Period of budget surpluses.

Rational management of public sector.

1912 (Sept.)-1913(Nov.): TFinancing the two Balkan Wars.

1914-1916:

Utilization of previous surpluseg and
recourse to short-term bank borrowing.
Inter-war period for Greece. Expectations
of eventually entering into the First World
War kept military expenditures high.
Expansion of fromntiers contributed to the
growth of éxpenditures. Money was created.

Increaéing need for systematic taxation.
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CHAPTER 2

In Chaptér 1 we recorded the background of
the Hellenic resources and gave a brief account of the
limitations to the development‘of the full potentialities
of the economy. The economic structure that ensued and
the role of foreign capital as a necessary substitute for
internal capital were outlined, Now 1t is necessary to
g0 a step further. We have to establish briefly the
relationships of this structure with the ebb and flow of
internationsl economic activity.

The twenty~one years of interwar peace between
November, 1918, and September, 1939, were among the most
formative in history. The world experienced amidst
political innovations and unemployment‘a Steady rise in
its standards of living. But progress was at a much
slower pace during this period than before 1914. It is
not our intention to determine whether outlets for
investment had become scarce or the economic conditions
abnormal. Probably the influence of the scarcity of

investment outlets and abnormality in socioeconomic
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conditions accounted for the three outstanding features
that characterized this era. It was a period of dis-
location, insecurity and experiment.

The first five years in Greece as well as in
all other countries were dominated by laborious attempts
to recover from war, inflation, booms and slumps. The
next five were the good years of relative prosperity only
to be followed by the greatest trade depression ever
recorded in economic history.

Direct governmenﬁal controls was the answer of
societies to this insecurity. Economic ideas were invested
in political power and new, experimental forms of govern-
ment were born. ‘

This whole period won't be.the subject of our
present study. The last interwar decade is left out
simply because of the chronological limits of this thesis
which end with the Great Depression. The first twelve
years are divided into two further periods. The year 1925
was chosen as the division because it mafks the termination
of uncertainty in political relations as wéll as the end

of the period of postwar reconstruction.



A. 1918 - 1925

The world, as a whole, found itself-at the end
of World War I in a condition quite familiar to us now.
The aftermath of World War II is simply a repetition.

Two regional problems had to be solved after
the collapse of Germany: (a) relief to the peoples of the
devastated Central and Southeastern Europe which included
Greece, (b) reconversion from war to peace in Western
Europe and United States.

- In the first place, the allied blockade had
left the peoples of Central Europe and Greece in a state
of semi-starvation, and asgriculturel output was so low
that there was no prospect of their ability to feed them-
selves without imports. Extensive physical destruction
caused by war action édded to their distress. Further in
the East, Russia had been exhausted by the Civil War.
Productivity declined everywhere.

In Western Europe and the United States the
problem was mainly that of reconversion. No acute distress
from famine or physical destruction was experienced.
Expectations were such that a slump was anticipated due to

the fact that effective war demand had been curtailed.
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These fears proved to be unfounded. After the slight
recession of March, 1919, a powerful boom occured that
simplified the problem of reconversion. Industry both
in Britain and the United States absorbed immediately
the labour that was demobilized, and prices shot up to
new heights.

Purchasing power which had been accumulated
during the war was freed and the effective demand, thus
created, caused a desire to replenish stocks. The
public sectors of the economies, still financed under .
conditions of deficit budgeting, were creating additional
purchasing power and the multiplier and relation were
working towards inflation.

Prices began to fall in March, 1920, when
factories started to meet the accumulated demand®? in
Western Europe and the United States. |

The areas of Central and Southeastern Europe,
and naturally Greece, suffered the greatest dislocation
and prices continued to rise. The Austro Hungarian
empire was torn apart and new countries were created,
Physical destruction promoted chaotic conditions.- In
Greece at the beginning of 1920 only 76 locomotives and

32 - See: League of Nations, Economic Fluctuations in the
United States and the United ited Kingd om, 1918-19 22, Geneva,
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86 waggons were fit for service.53 Governments were
disrupted and administration had to be created from
nothing.

Moreover, fierce nationalism added to the

economic troubles of that region. The new countries that
had been created from the old Austro Hungarian empire in-
corporated in their nationalistic policies severe import
and export prohibitions. Trade in the region that included
Greece was thus strangulated.54

This nationalism had such an effect on economic
conditions that Austria end Hungary soon collapsed.
Germany, Russie, Poland, Czechoslovakia and Greece ex-
perienced major or minor inflations.,

Analytically, the inflationary trends in Greece
and the other European countries have their roots in:
(a) dislocation, and (b) uncertainty of expectations that
followed World War I, and (c¢) irrational methods of
financing reconstruction. The above primary factors
affected differently the region that included Greece from

the economies of Western Europe.

(a) Western Europe - Suffered no dislocation. She was

confronted only with the problem of reconversion from war

33 - League of Nations Publication: Europe's Overseas Needs
1919-1920, and How They Were MeT, p.o.

. 34 - By signing the Portrose Protocol these countries

engaged themselves to abolish all controls but the

Protocol was never ratified.
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to peace. This reconversion was facilitated by the

favourable turn of expectations. Accumulated purchasing

power and deficit financing were the endogenous stimulants.

(b) Greece end Central, Eastern and Southeastern Turope -

Suffered primerily from dislocation. Abnormal economic

‘situations were created and the causes for the inflation

that followed were the following:-

aa)

 bb)

ce)

dd)

ee)

£f)

gg) .

hh)

Need for relief and the creation of foreign-
held loans to finance it.

Lack of capital.

Tncrease in the organization of labour, which,
combined with the influence of the Russian
Revolution, produced a steady pressure on the
governments towards social reforms and higher
wages.

Nationalism that created an adverse balance of
payments through the strangulation of exports
causing, thus, direct depreciation of the
national currencies.

Printing of money as a medium of balancing the
budgeéet. :

The lack of a "functional" approach on the
part of the economic advisors of the lending
nations.,

Unproddctive use of the foreign-held loans,
consumed in relief purposes only, and the
insistence of the lenders on high interest
rates.

The-establishment of rigid international
controls on the domestic economies of the
debtor nations. These controls aimed at the



realization of high interest rates. TFiscal
monopolies were created, the revenues of

which were used as an escrow. Rigid mono-
polistic sectors within the national economies
were created by law, {Turkey, Austria, Greecs,
etc.)

Combinations of the above causes produced the
well-known inflationary movement: prices rose faster than
wages.

Austria, Hungary, Poland, Germany and Russia55
suffered "major" inflations and their currencies became
valueless. Greece was among the European countries in
which "minor® inflations occurred. The Greek currency,
the drachma,.was eventually stabilized below the prewar
par, and the ratio to its dollar value was established at
6.7 per cent.

Other countries included in this group were the
following:

Rumania (2.4 percent), Yugoslavia (3.8 per cent),
Bulgarie (3.8 per cent), Portugal (4.7 per cent),
Czechoslovakia (14.6 per cent), Finland (13.1

er cent), France (19.4 per cent), and Belgium
?23.3 per cent),

Parity with the dollar was achieved by only
seven European countries: |

Britain, Switierland, Sweden, Norway, Denmark
and Holland.

35 ~ The Russian inflation has a more spectacular aspect.
Whereas in other countries the currency appeared to
have collapsed, in Russia production suffered the same
fate. ‘
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The year 1925 was just as much the turning
point in economic affairs as it was in the political
atmosphere. While the latter was clouded with the
debate over the treatment of Germany, the acceptance of
the Dawes Plan (1924) and the Locarno Pact (1925) did
much to disperse the air of mutual suspicion. The world
settled down to an era of cooperation.

As for the international econonics, 1925 marks
the year during which the volume of wofld trade passed
its prewar level and European production rose. Despite
the dislocation that created a new balance of power, the
world index of manufacturing in 1925 stood at 121 as
compared to 100 in 1913.

To conclude this brief survey, may we state
that three economic factors predominated during this
period:

(a) Shortage of capital in Europe reflected in the
- unfavourable terms of its supply.

(b) The recession of 1921 in United States, which
did not affect Greece or the other Southeastern
Europsan countries.

(c) Hindrances to the development of intercontinental
and world trade.

The rate of growth was reduced to a smaller
pace than before 1918. While in Western Europe and the

United States the slump was of greatest significance, in
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Greece and the countries of Southeastern and Central
Europe the shortage of capital combined with their
economic structure proved to be the most important imped-
iment to their rate of economic growth. The boom and
slump created an abnormality in the first group of
economies, while the lack of capital endangefed the very
rate of reconstruction and growth in the second.

The slump had its origins in speculative motives,
It was unavoidable at that time due to tpe accunulated
purchasing power and lack on the part of government of a
functional approach in economic problems. Had the
economic assistance to Greece and the other European
countries been received sooner, their demand would have
been maintained, the slump would have been delayed and
the rate of capital accumulation in these underdeveloped
areas accelerated. ‘

International loans were made mainly to those
countries which were strong and solvent like France
rather than to the weak like Greece. Lending nations
wanted a secure financial investment without realizing

36

the latent danger to their home economies, inherent

in the decrease in demand of the weak countries for their

products.,

36 - The League of Nations Reconstruction Loans (Austria
1922, Greece 1923, Hungary 1924, Bulgaria, Estonia

1926) were long delayed. The slump in the developed
countries had already occurred.
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B, 1925 - 1929

From 1925 to 1929 prosperity seemed to return.
A feeling of confidence characterized the political and
economic atmospheres., Productivity generally increased
,wifh the almost unique exception of Greece and the
industrial output of the world ascended to a new peak.

In the United States gross capital formation
was as high as 21 per cent of gross national income in
1923 and this ratio was kept throughout the twenties.sv
Credit conditions and investment opportunities were
excellent, and the prosperity of the United States spread
throughout the world. Imports were high and the producer
countries acquired substantial dollar balances.

But the situation in Great Britain was different.
Unemployment was high and concentrated in the export
sector of the economy. The return to the Gold Standard
and the relative overvaluation of the pound combined with
poor technology and the traditional "quality" policy of
production, made British export prices too high. Although
the wholesale price index in Great Britainfell from 160

37 - W. Arthur Lewis: Economic Survey, London, Allen &
Unwin, 1949, p.39.
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(1925) to 134 (1929),°° the foreign trade position
remained the same, because the decrease in prices was
internatiénal. The rise in productivity accounted for
this face in world prices.

The new Gold Standard, however, was weak,

The possibility of holding reserves in foreign exchange
form, created a feeble basis for international commerce.
These foreign exchange reserves in Greece and other
countries were not acquired by export surpluses but
through short-term borrowing. The heavy requirements of
relief imports never balanced exports. A precarious
situation was thus created: any withdrawal of these loans
could cause the withdrawal of the country concerned from
the Standard.

But the world was unable}to realize the inherent
weaknesses. Instead it tried to eliminate the internation-
al barriers totrade. The Conferences in Brussels (1920),
Portrose (1921) and Geneva (1927), improved the situation,
but still, it was felt, many problems had been left
unsolved. Moreover, the high level of foreign investment
by the United States was unable to correct'the weaknesses
of the international currency system. 0ld countries like

38 - LeWiS: OpoCit-, p0450
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Greece as well as new could not solve their structural
problem: the size of the agricultural sector of their
econonmies. As soon as the level of foreign lending
and investment decreased, the inherent anaemia of the
economic organisms showed its full effects. Greece
inherited a decreasing productivity and a continuous
inflation. These problems will occupy us for the

rest of the present study.



PART II: NATIONAL POLICY 1917 - 1930
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A. OBJECTIVES AND THEIR DOCTRINAL LIMITATIONS.

We have by now a general idea of the political and
economic framework and the problems that national policy
was called upon to solve through the national budget.

But what were the theoretical tools? What was the
outlook with which the political economist attempted to
maximize national welfare while restoring the economic
abnormalities created by the ebb and flow of history? We
have repeatedly pointed out that the doctrinal conception
of fiscal policy as a policy under which the government uses
its expenditures and revenues to produce desirable effects
on national income, production, and employment was unknown
at that time.39

The outlook of the fiscal doctrine was "substantial®.
It was concerned with fiscal phenomena per se, without

enquiring into their functional relationships with the

private sector of the economy. Public finance was, academ-

39 - See our Introduction.
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ically, an array of tax theories and an analysis of the
subjective effects of taxation and of the problem of
incidence. Expenditures required very little policy
formulation: they had to be kept as low as possible.‘j:0
It 1s natural that this conception did influence
policy. The existing Greek literature of that time points

out clearly that the government had to solve two problems:

a) Tforeign capital was required for the military
necessities

b) the value of the Greek currency had to be kept
intact.

The prominent Greek statesman, Alexander
Diomedes, clearly recorded that the most outstanding chapt-
ers of the economic policy of the government immediately
before and after the twenties were three fiscal measures:
a)_borrowing, b) method of acquiring war and relief
supplies, and c¢) taxation.4l
Although these were the immediate government
objectives the mere fact that the historical pressures
required relief and wars required finance made the intro-
duction of a changing aim of fiscal policy unavoidable.
The post-war unemployment had to be cured and the impera-
tive circumstances forced the new "functional" fiscal
policy into service. The early twenties marked the turning
40 - We had been trained in the above manner as recently
as in 1940, Fortunately our divorce with obsoletism
was easy enough.
4] - Alexander N. Diomedes, The Economics of Greece -

before and after Nov. lst, 1920, in Greek, Athens
1922, p.7 and p.32.
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point as far as fiscal policy is concerned. Although

it was early yet for the government to realize the
functional causality of its policy, the structural change
of the economy was under way. The establishment of income
taxation prepared the ground for the use of tax measures
to accomplish social ends.

The physical limitations discdssed in Chapter 1
were present. But times were changing. ZExpansion of
frontiers and technical advances, promoted by war and
other emergencies, promised to increase the total product-
ivity of the nation, while the emergency situations them-
selves (war and post-war relief schemes) marked the
inflationary trend of the period. Labour hesitantly but
steadily demanded an increase of its relative share in
the distribution of national income, while the monetary
fremework of the nation had to comply with the interests
of the foreign borrowers. These interests were
concentrated in maintaining the price of foreign exchange
relatively unchanged and exerted themselves through a
close financial control (International Finance Control).

The decade under study is thus characterized by
a violent though latent struggle of conflicting interests
and motives. Unfortunately, the rigidity of control,
lack of a functional approach in policy and the unproduct-
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ive nature of National Debt were the causes of the un-
satisfactory results that hindered an early development
of higher output through state activities.

It is interesting to note the observation,
mentioned before, that the necessity of a more or less
systematic tax policy was chiefly due to the problem of
financing wars. ‘

Social considerations did not influence this
necessity. Taxation was seized upon as an effective
instrument of supplying the national treasury with
revenues. The social end was a secondary motive and had
no functional meaning. The tax attempt of 1919 in Greece
must be, therefore, explained primarily as an immediate
revenue supplying venture. |

The whole of Part II is devoted to a systematic
analysis of the attempted solution to the outstanding
fiscal probléms of the periocd. We shall not consider the
effects on production and national income until Part III
of this thesis where the functional causality of the
measures shall be demonstrated. The following pages
attempt to answerbthe question: What were the measures
used to cope with a) historical necessities, b) the
then accepted fiscal objectives. Part III will attempt

to answer what the functional consequences of these



measures were on production, national income and employ-
ment.

B. ATIMINISTRATIVE LIMITATIONS AND
INTERNATIONAL FINANCE COMMISSION.

Newly established states with: : devastaﬁed
territory and with insufficient savings are incapable
of covering expenditures with domestic loans. Frequent
recourse to foreign borrowing is inevitable. ‘However,
bésides the legal obligation of paying a debt there
must co-exist the economic capacity of paying it. In
the case of Greece the capacity of paying long-term
obligation was, unfortunately, negative. The impact
of historic events was the main1cause; As we have seen
already, the Greek Govermment was obliged to suspend
payments on the nation's financial obligations in 1827,
1843 and 1893,42

43

A state's bankruptey ™™ may be settled either

42 ~ The case of Greece must not be considered, by any
means, unique. Government bankruptcies were
frequent in the early and modern histories of
public finance. France and the Balkan States were
also bankrupt, and a more recent example can be
found in the case of Newfoundland.

43 - The economic aspect of the term is discussed on
page 445, Allen & Brounlee: Economics of Public
Finance, New York, Prentice Hall, 1947.
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by 1) mutual agreement, 2) arbitration, or 3) obligation.
The settlement by obligation is followed, almost without

exception, by the imposition of an international control

that interferes with the domestic policy of the bankrupt
nation for the purpose of securing interest paymenﬁs for
the foreign creditors.

International controls, in spite of the early
frequent bankruptcies of states, did not appear until
1870 (Tunisia). In 1880 they were applied to Egypt and

Turkey; and from 1896 International Control Commissions

were established in almost every Balkan State.44

The purpose of the international control is to
secure the interests of foreign borrowers; it constitutes

a legal form of obligatory settlement under supervision.

44 - A, Angellopoulos, in his Public Finance, Athens,
(May 1943), page 503, writes the following in Greek
which I have translated: "And this (he wishes to
explain why the international finance controls
appeared in the latter half of the 19th century)
was due to the fact that there was an established
idea, since long ago, that government obligations
constituted not a legal but a moral obligation
upon its borrowers, and, consequently, the borrowers
had no right of interference for obliging the un-
willing state (theory of Drago)".

He mistakingly associates Drago's doctrine that was
a result of the imposition of the International
Controls and not an explanation of why the Inter-
national Controls did not appear before 1870.
Drago's doctrine was developed after 1870.

A complete and excellent analysis of the evolution
of international controls is given by A. Andreades:
Opera II, Athens, 1939, pp.35-61 (in Greek).
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This naturally implies the loss of some rights, derived
from the concept of legal sovereignty (a sort of

national capitis diminutio).

In Greece, the imposition of the international
control came as a result of the extensive foreign
borrowing of 1879-1893. The interest and amortization
payments on this borrowing were so urgent, and the
taxation limitations so rigid, that actually no tax
revenue was capable of keeping pace with these exigencies.

In 1882 the per capita tax revenue was 20 Dr.
and the per‘capita loan 163 Dr. In 1893 the figures
were respectively 37 and 363 Dr. It was practically
impossible to apply other measures at that time, such
as an increase in exports, to help correct the situation?s
A rise in the value of foreign exchange fdllowed and
nearly two-thirds of total state revenues were diverted
to foreign interest and emortization payments. Bank-
ruptcy was inevitable. In 1893,46 all foreign interest
payments over 30% of unpaid principal were suspended.

In 1898, the International Control Commission was

established as a result of a settlement between Greece

45 - The Corinthian reisin was a principal export item
and France the chief buyer. But in 1893 raisin

exports dropped nearly three times due to the -
unusual French production of 1891, 1892 and 1893.
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and its creditors.
The principle aspects of the International

Finance Oommission46

applied to Greece were the follbwing:

1) The delegates were appointed and withdrawn
directly by the six foreign powers. No approval was
required by Greecse.

2) The revenues mortgaged for paying the interest
and the capital were the following:

a) the six fiscal monopolies (salt, cigarette
paper, matches, playing cards, fuel oil,
and emery of Naxos).

. b) Tobacco.

¢) Customs receipts of the Port of Piraeus,
and, in case of inadequacy, customs receipts
of other ports.

d) Fiscal stamp revenues.

A peculiarity should be noted here. These
revenues were collected by the administration of the
"Corporation of Administration of the Mortgaged Revenues"47
which was of Greek legal nationality but fully controlled
by the International Finance Control.

3) The powers of the International Finance Commission
were very extensive. They were not confined only to the
Corporation of Mortgaged Revenues but included the right
46 - The neme International "Control" Commission was

changed as implying servitude to "International

Finance Commission"”.

47 - This Corporation under the name of "Corporation of

Monopolies" existed already in 1887. It was formed
as a guarantgerequirement for the 1887 public debts.
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of administrative surveillance of all revenues affected.
No changes in civil personnel could be made without its‘
approval. |

4) Schemes of interest and amortization. To the
existing three groups of national debts special rates of
settlément interest were aésigned.

a) Debt of 1887 (debt of Monopolies) 43% oftinitial interest
b) Debt of 5% (1881, 1884, 1890) 324 " " .
c) Loan of 4% (1889) 324 " " "

The newly assigned rates were liable to rise if the
real revenues affected were greater than those originally
computed. A stipulation was also made to the same effect
if the rate of foreign exchange declined.

5) Monetary circulation policy. Greesce obligated her-
self to refrain from creating money through forced circula-
tioh and to reduce total circulation by 2 million drachmas
per annum. This clausé was neglected during the second
half of the First World War. France, Italy and England, at
this time, the only members of ﬁhe International Finance
Gommiésion, did not insist on this clause because the
expenditures of Greece sefved the cause of the Entente,*>

In spite of the figid way‘in which the Inter-

national Finahce Commission had been established in

48 - 257 million drachmas for paying expenses of the French
Army and 116 million Dr. for the English Army (1918).
Also the military expenditures of the Asia Minor
Campaign incited by the Allies, had to be financed
through money creation.
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L d

49

Greece, the economic results judged from the point of view of

the creditors were very favourable.

During 1919 and 1920 the entire original rate of
interest was serviced and, in spite of the terrible disaster in>
Asia Minor, payments were continued through the following years.
During 1921-1923 group (a) of the creditors (page 63) feceived
4/5 and group (c) 3/4 of the nominal interest payments.

For the economy as a whole, the results were more

important. Confidence in Greek finances was not only confined
to the foreign capital markets that wefe thereafter more elastic
in their supply, but was diffused throughout the country itself.
Increased domestic borrowing was made momentarily possible by
the elimination of uncertainty and the rise of confidence in
the sane way in which the public sector was financed.

And while the supply of foreign capital made possible
the execution of some productive projects of extreme economic
importance (railroad Piraeus to Macedonia)}the increasing trend
Qf investment in public bonds allowed the state to rely upon
the positive possibilities of this factor in meeting emergency
situations (1920). - |

49 - The general line of criticism in all foreign and Greek
literature is based on the following two observations:
1) Loss of sovereign rights and prestige. The members of
the International Finance Control were not representatives
of the actual bond holders, but diplomatic employees of
the big powers. No Greek member was included in the
Commission and the nomination of the foreign representatives
did not take place with the formal required procedures. It
was legally a situation of interference in the domestic
affairs of a free nation. A national capitis diminutio.
2) No reduction of national economic burden. Origlnal
capital of all foreign debts in the countries where the
international control institution was appliedwsre reduced
considerably; whereas in Greece no reduction was contracted.
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A NOTE ON THE GREEK BUDGET ACCOUNTING.

An essential purpose of budgeting expenditures
and revenues is to obtain a clear picture of the financial
operations of an economic unit.

- When the Greek budget was legally formulated by
Act 626 of 1915 and emended by Act 6254 of 1934, the
importance of fiscal policy for the maximization of real
income of the community and regulation of the distribution
of income and wealth was not realized. Real capital
expenditures were lumped in with ordinary operating ex-
penditures. This situation remains exactly the same today.

The system applied is that of the single budget,
and the expenditures are classified as "ordinary" and
"extraordinary". Accepted principles of formulation are
the principles of: 1) publicity, 2) singleness, 3) compre-
hensiveness, 4) unity, 5) specialization, and 6) accuracy.
The unity requirement was very neglected, since the
government created "Special Treasury Funds" endowed with
income and efficiency creating public functions. These
"illegally"™ operating treasuries grew surprisingly in
number and importance and, in 1930, there existed approxi~
mately 2000 autonomous administrations of public services
with revenues amounting to 1/3 of the state's budget.

According to the Act 626 (1915), the expenditures
and revenues are tabulated into two further categories:

Revenues and Expenditures of Category I comprise
every revenue to be received or outlay to be paid in either
the ordinary or extraordinary functions of the state.
Category I includes all income, efficiency, utility creat-
ing expenditures and excludes revenues and expenditures
resulting from "Capital Movements", i.e. revenues effected
through public borrowing (domestic and foreign) and
expenditures on carrying charges, interest and amortization
obligations.

The "Capital Movements" account is legally defined
as Category II. This legal classification is not, by any
means, to be considered as a "Capital or Investment" sub-
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division of the Hellenic Budget. It includes every
outlay on capital "borrowed", not outlays on capital
goodsinvestment. Self-liquidating capital projects and
government enterprises (fiscal monopolies) are included,
so far as revenues and expenditures both on operating
and capital account are concerned, in the "operating"
part of the budget (Category I).

Modern major capital investment projects
require two clearly interrelated governmental accounting
forms: a) the Operating Budget, and b) the Capital or
Investment Budget. Outlays on capital goods investment
must be entered into the Capital Budget. This is not
only consistent with sound managerial and accounting
practices, but the purpose is deeper. By financing this
Capital Budget with inheritance taxes, borrowing, amortiza-
tion or depreciation allowances transferred from the
Operating Budget, a clear picture of the Public Sector's
impact on the national economic structure can be presented.

It is really inconsistent that the Hellenic State,
owning and operating very important enterprises (railroads,
post offices, banks, forests, mines, etc.) has such an
underdeveloped capital accounting form. Instead of creat-
ing decentralized institutions such as all these non-
constitutionally operated treasuries, thus losing all
possibilities of centralized control over policy, a sound
‘budgetary capital accounting system should be established
immediately. A great deal of confusion, bureaucracy and
major faults in fiscal policy and its functional goals
will be thus eliminated. The functional size and estima-
tion of deficits and surpluses will be weighed. The
appearance of an almost balanced budget may be a political
asset, but not an economic reality. The Swedish and
Danish budgetary systems (1927) are the most logical
examples of governmental accounting. TFor an exposition
- of these systems the reader may consult: A. Hansen:

Fiscal Policy and Business Cycles, Chp.X, p.196, K. Mueller:
"Die Neugestaltung des staatlichen Rechnungs~ und Revisions
wesens in Daenemark", Finanz-Archiv, 1928, pp. 131-1329,

G. Mydral: Finanzpolitikens ekonomiska varkningar, Stock-

* holm 1934. , _
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CHAPTER 4
EXEENDITIURES

A. THE CHANGING CHARACTER.2°

Along with a change in ideas about the functions
of public finance, important changes in the pattern of
public expenditures during the last half century have been
effected. |

1) There has been a continuous growth of expend-
itures marked with a change in their character.

2) Increases in internal governmmental fiscal
transactions.

By 1917 the Hellenic Public expenditures, that

51

emounted in 1833 to 13.5°" million gold drachmas, reached

52
a high of 317 million or 12,886,000 English pounds.

50 - Official statistics in a systematic form do not exist
for the period of 1917-1923. Nor is a synthetic study
of the period aveilable in Greek literature. The only
really important monography on the subjects is that of
AM. Andreadis: "The Years 1917-1923" in his Opera IT,
edited by the Law Faculty of the University o Athens,
1938, pp.594-622. Other special works include: A.
Diomedes: Finances of Greece before and after Nov.l,1920
Athens, 1922; G. Kofinas: Report on the Budget of 1923.
For more general works see . general bibliography. Amidst
confusing information resulting from the immediate crit-
icism of the periods of fiscal policy, one must carefully
reject all data that merely justify politcal beliefs and
criticisms of the writers. Our task, therefore, is
extremely delicate,

All computations in this and following chapters unless
otherwise mentioned, are original.

51 - By approximate computation,

52 - Rate of exchange in 1917: Dr. 24.604 per Pound Sterling.
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" The growth of expenditures in the following

years is shown in the following table:

1914

1918-1919
1919-1920
1920-1921
1921-1922
1922-1923

485.7 million gold Drachmas
1,446.1 " " "

1,353.6
1,682.6
2,257.8
3,383.2

"t
”
"
"

I 333
I 333

The cost of living index rose from 100 points

in 1914 (vase date) to:

1918
1919
1920
1921
1922
1923

366
3273
351
398
636

1189 54

A closer comparison of the expenditure figures

and the cost of living index will make clear the fact that

the growth of money outlay of the Greek Government was

almost entirely due to the reduction of money value, caused

- by war efforts and expansion of frontiers.

93 - Exchange Rates for U.S. Dollar (mean annual price):

1920
1921 18,137

9.50 Dr. per §

1922
1923

37.131 Dr. per &

A 65.548 "

Annuaire Statistique de la Grece (1930) Athens,

Imprimerie Nationale.

54 - A, Andreadis
1914
1918
1919

1920

gives the following figures:

100 ©ol9zal 421
382 1922 737
342 - 1923 1213
359

.The figures used in the text are given by the official
Annuaire Statistique, 1930, and they include a wider

range of goods and services and, therefore, were pre-

ferred.
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But the change in character of these expend-

itures can be clearly understood when we contrast the

growth of the regular and extraordinary categories of

expenditures.
1914 - - 1924-25
Regular expenditures 197,559,675 3,363,95%,871 Drachma

Extraordinary expenditures 125,695,285 596,552,732 "
-Although the Extraordinary expenditures grew
roughly 4.6 times, Regular expenditures increased almost
17 times.
The causes are not only a decline in money
value; but also:
a) refugee relief schemesA
b) pensions
¢) marked propensity of dependabillty on
the state followed by an excess of
civil servants.
The per capita Regular Expendltures of 1914 were
Dr. 41 roughly, of 1924, Dr. 567, or £ l 6 5and £ 2, 5.56
In terms of Dollars U.S., $6.40 and $9.2Q respectively.
. Part of the_growth of per capita public expend-
itures is due to the lncreasing needs of what has been
called "a morglcomplexAsoqiety". By thisvis meant the
expansion of such functions as the provision of a higher

level of education, highervpublic welfare and assistance,

etc.; as well as an increase in the proportion of the

population receiving such assistance.

55 - 1914. Population: 4,818,000, Exchange rate of

' ” £ 25.182 Dr. ' .

56 - 1924, Population: 5,923,000. Exchange rate of
. £ 247.381 Dr.
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The increases in fiscal transactions between

different government levels also affected the pattern of
government expenditures. Local activities underwent an
expansion during this period of about 68.6%, while receipts
rose by 105.9% in 1923-1925.

Increased urbanization resulted in an exﬁansion
of such expenditures as those required for the protection of
life and property. Services that used to be provided by the
household in rural areas could no longer be efficiently pro-
vided on the same basis. Consequently, decentralized
authorities with sufficient financial power were formed to

satisfy these aggregate wants.

B. SIZE OF EXPENDITURES: AN ANALYSIS.57

From 1912 to 1923 Greece was in an almost un-
interrupted state of war. The Balkan Wars (Sept.1912-Nov.1913)
were followed by three apparently peaceful years. The

57 - Hellenic statistical data for the period under consider-
ation are inadequate and confusing. The sources of
information fall under two classifications, a) unofficial,
b) official. As unofficial sources one has to consider
the publications of all the public finance analysts who

attempted a critical approach. Their statistical informa-

tion is inadequate and equally confusing. The main cause
for this inadequacy is the consecutive devaluation of the
Greek and other currencies, although the dates the above
works were published did contribute to the confusing
picture. The official data suffer from arithmetical
deficiencies caused by a confusion in applying the
correct conversion co-efficients of the devaluated
currency. For instance consider the Statistical Annual
of Greece (official publication of the General Service
(Cont. on p. 71)
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expectation that Greece would eventually enter into the
First World War on the side of the Entente kept military
expenditures high during this quasi-peaceful period.
Finally, Greece declared war on Germany in June, 1917.

The armistice of November, 1918, brought no
relief to the military efforts of Greece. Military opera-
tions were fought in Rumania end Russia (1918-1919) and in
May, 1919, in Asia Minor, where the Allied-incited venture
became a military duel between Turkey and Greece which
ended with the Treaty of Lausanne in 1923, The economic
consequences of these military efforts were felt in the
three years that followed.

From the foregoing historical introduction it is
apparent that military 6perations absorbéd much of the
nation's productive effort. The National Treasury had to
supply all necessary funds for the direct Military Expend-
itures and outlays indirectly resulting from or caused by
thé war.

The following table shows the magnitude of these

expenditures:

57 - (Cont. from p. 70)
of Greek Statistics) in Greek and French, Year No. 1,
1930, National Printing House. Totals that are
supposed to give the aggregate total give, when added,
an entirely different figure.

For the purpose of clarity the present chapter
will deal with percentages. It is the only way the
exposition of reality can be emancipated from the
terror of swollen arithmetic.
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(In millions of U.S. Dollars gold)
1917 1918 1919 1920-21

Military Expenditures 13,1 146.Z2 156.9 109.4

(War Ministries and 1921-22 1922-23 1923-24

Transfer Payments to 83.9 46.3 24

families of recruited

reserve volunteers) . 1924-25 1925-26 1926-27
8.6 12.2 12.05

Total = 613.3
The 1924-25, 1925-26 and 1926-27 Military
Expenditures are almost identical. The relative rise in
magnitude is entirely due to transfer payments to war victims.
The upward trend of these defense expenditures was caused by
the rising number of militery forces, and reflected in the
cost of maintaining the army in Asia Minor.

The welfare functions of the government were very

much influenced by war-created necessities. The attempt
for redistribution of income ﬁhrough government activities
had its cause in historical pressures. It was introduced
in the belief that it would serve a double purpose: relief
for the war period and cure for post-war unemployment.
Hesitantly but steadily, forced by the imperative circum-
stances, the elements of the changing aim in fiscal policy
were introduced. The most important public expenditures of
the'early part of this decade were operations on income
account for the low income groups. They were mostly assist-

ance payments to the families of fighting reserve volunteers
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and expenditures for resettlement of refugees of Asia

Minor.

The total expenditures on the first group amounﬁed

8
to $77,000,000 U.S. (gold)5 , whereas the refugee expend-

itures are aggregated as follows:

Minor, Thrace and Russia

1917 1.7 million dollars (gold) 1922-2 5.4
1918 7.3 " " " 1923-4 7.5
1919 16.4 " Y " 1924-5 9.5
1920-1 10.3 i " " 1925-6 7.2
1921-2 4,7 " " " 1926-7 4.0

74.0 millio
’ " t:r.s.gg
The movement of 1,526,000 refugees from Asisa

60 was a problem that required im-

mediate solution. A scheme of agricultural settlement

financed partly by the government and partly by the 10

million £ Sterling loan,

61 granted undér the supervision of

League of Nations, changed the structure of land distribution.

58
59

60
61

6,059.7 million drachmas.
The report of Charles P. Houland, President of the
Refugee Settlement Commission (Geneva 1926), published
by the League of Nations, gives the following analysis
of effected and anticipated expenditures (in Eng.£)
a) direct state expenditures (budgetary)l922-27: 5.918.500
b) expenditures of Refugee Settlement Commission

antil 30 June, 1926, for the agricultursl

settlement schemes: 7.807.038
c) expropriated civil estates: _ 1,500,000

Total: 15.222.538

Officisl statisties of the representatives of the
League of Nations in Greece.
Actual amount spent by the Refugee Settlement Commission
until December 31, 1929, was: £ 10.242.600 or U.S.
$49,164,480, ‘




Approximately 37 million U.S.$ (gold) were spenﬁ
on the agricultural settlement‘scheme mentioned in Part I,
Section D, and by 1928 the agricultural class formed 61.11%
of the nation's pOpulation.62

The agricultural reform necessitated the
expropriation or requisition of roughly 1,600;000 acres of
lend and redistribution to 1879 cooperatives, owning
mechanic implements, with 125,000 members?3

The economic status of the peasantry and of
agriculture generelly was very unsatisfactory. The chief
cause, it appéars, was and still is the fact that the land
available to individual enterprises is extremely limited:
35% of agricultural enterprises dispose of a land surface

of 2.5 acres or less. 23% from 2.6 to 5 and oniy 10% more

‘than 12 acres.®% The income of the agricultural family in
65

1937 was computed as approximately 74 U.S.$ per annum.
The consequences of this extremely small scale
land proprietorship resulted in uneconomic empldyment of
labour. Nearly 57% of available man-hours of agricuitural
labour were wasted. |

62 - The situation actually has not changed. In 1940 the
census revealed that 63.2% or 4.656.623 persons were
directly (1.563.723) or indirectly occupied with agri-
cultural production (90% agriculture, 9% cattle raising,
1% fishing).

63 - Official Computation by the Annuaire Statistique de 1la
Grece (1930), p. 104, '

64 - Annuaire Statistique, 1934, Op.Cit., p.1l2l. Figures here

are converted into acres. '

Agalopoulos, Ch.N., The Problem of the Greek Social

Insurance (in Greek) Athens 1949, No source or method

of computation is given.

65
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The expenditures on pensions naturally grew

with the effects of war. The number of pensioners of the

War Ministries were nearly doubled and the numbers of civil

pensioners increased by 25%.66

However, war and agriqultural reform with its
inevitable waste of labour employment and the state
incapable of absorbing the excess labour available through
the lack of a well-organized fiscal scheme brought very
important psychological trends that appear throughout the

coming decades: an increased propensity of dependability

on the state.67 A rise in the number_of civil servants,

nepotism, political favouritism, etc., under the pressure
of this propensity was the unfortunate endowment of ths .

post-World War I era.

66 - The picture, nevertheless, is not as clear as it appears.
The creation of "Special Treasury Funds" decentralized
the income operations of the state. The complicated
phenomenon of a group of funds with special tax levying
privileges thus inconsistent with sound economic
principles was very recently criticized by the Inter-
national Labour Office in its Report on Greek Trade
Unions, 1948. But the existence of these treasuries
must be attributed to historical evolution rather than
to real exigencies. The representatives of the
International Labour O0ffice found the mean pension
(1948) in Greece corresponded to 156% of the per capita
national income of 1938, whereas in the U.S. this
percentage was 59%; and in Great Britain 69%. ZEven if
the co-efficients of monetary devaluation are corrected
the figure that results (75.8%) is still very high.

67 - The growth of the numbers of State servants is character-
istic: . (Cont. on p.76)
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Naturally the ordinary operative functions

of government increased. The expenditures of this group

must include also the servicing of the national debt.
Because of the constant decrease of real money value, the
market price of foreign exchange climbed to heights that
absorbed much of the national product in order to pay
interest and amortization obligations.

In 1918-19 the contracted engagements of the
Ministry of Finance (National Debt service payments) formed
the 15.45% of the aggregate expenditures of the budget for
that period., In 1920-1, 17.42%, in 1926-7, 42.95%, in
1927-28, 43.95%, in 1928-29, 50.19% and in 1929-30, 63.63%,
whereas the relative percentages of the Ministry of War

were the following:

1918-19 54.96% 1927-28 18.28%
1920-21 47 .86% 1928-29 12.75%
1926-27 24.91% 1929-30 8.64%

To give a complete overall picture of the
contracted obligations, a table showing the percentage

distribution of the relative expenditures follows:

67 - (Cont. from p. 75) ,
1915 1923-24

a) Civil servants 21,979 46,460
b) Public security 14.428 25.954
¢) Civil servants of War Ministries 453 -

d) Civil servants of the Navy 800 196

Total :37.660 72.610

(Andreadis: Op.cit. p.630)
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Percentage Distribution

Ministry 1918-19 1920-21 1926-27 1927-28 1928-29 1929-30
Finance

(N.Debt) 15.45 17.42 | 42.95 43 .47 50.19 66.83
For.Affairs 1.43 1.79 1.67 2.62 2.40 0.84
Justice 1.04 1.28 1.69 1.97 1.85 1.28
Internal

Affairs 4,76 5.80 6,31 6.13 5.25 3.08
Transport. 3.33 7.13 6.30 6.53 6.69 4,36
Creeds &

Education 1.56 3.45 5.04 5.69 5.79 4.50
Nat .Economy 0.28 0.68 - 1.13 0.98 1.00
Agriculture 1.63 2.65 3.04 2.67 2.29 1.89
Publ.Health - - 2.85 6.02 5.93 0.90
Publ.Assist. 11,70 7.91 - - - 3.52
Supply 0.36 0.25 - - - -
War 54.96 47.86 24,91 18.28 12.75 8.64
Navy 3.50 3.77 5.19 5.51 5.47 2.93
Leg. Corps - - - - 0.31 0.23

100,00 100.00 lOOfOO 100.00 100.00 100.00

We feel that our brief analysis of expenditures in this

chapter would be incomplete without a more careful reconsidera-

tion of the government payments for the servicing of national

debt. However, at this stage of the work the magnitude and

impact of the national debt cannot be comprehensively weighted



without a previous discussion of the policy that was
attempted in order to balance the expenditures. The

cause is quite simple: Revenue limitations forced an

increase in this public debt.



- 79 =

CHAPTER 5

A. SOURCES OF REVENUES

The influence which fiscal activities may exert
within the monetary framework on aggregate money expend-
it&res depends upon the amounts of money collected and
spent and the way in which they are collected and spent.
This can be shown by the following model.

If the supply of money is fixed and government
expenditures over a period are larger than its receipts,
then the private sector will have taken in more than it
has paid out. The accumulated fund will be exactly equal
to the excess of the public sector payments over government

receipts. Because Y, in this case, must always equal C+l.68

68 - If Yp = Income of private sector
Yg = Income of public sector
E = Expenditures of private sector on consumption
and investment.
G = Expenditures of public sector on goods and
services
then:
Yp+* Yg = E+G (1)
If

G = Yg a (Government expends amount a over its income)
In order for equation (1) to remain valid the income of
the private sector must be

(2) Yp -~ a = E (private sector spends less than its

original income).
The amount a expended in excess of Yg is offset by the
same amount a accumulated by private sector because
equation (2) may be written Yp = E +a.
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In order to carry out its policies and perform
administrative functions, the government has two sources
of funds at its disposal: 1) funds available in the
national treasury (accumulated or made available through
creation), 2) funds held by the private sector or foreign
capital owners. |

That which influences the national economy as a
whole is the way in which the funds are expended as well
as the secondary effects on consumption and capital goods
investment. We have seen that, at that time, these
effects on the aggregates of the economy were unknown.
Therefore the main emphasis was on the availability of
funds.

The first source - accumulated surpluses o?

created money - is made available to the state without the
necessity of any legal obligations or contractual trans-
actions.

The gecond source of funds is through taxation

and borrowing. It breeds transactory or legal compulsion.
But, whereas taxation affects both cash balance and also
the net wbrth of the tax payer, borrowing affects only
cash balances. Taxation is normally an operation on the

income account of private units; borrowing is a transaction
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on capital account. What interests the economy as a
whole in this connection is not only how the funds thus
secured nra expended, but also how they are collected.
This was also neglected.

Besides the foregoing sources of funds, Greecs

also had at her disposal the financial assistance of

powerful allies. The south-eastern army that broke through

the Austrian-Bulgarian front in September, 1918, was

composed by Greeks to a large extent (44%). Naturally,

the efficiency of both the Greek armed forces and the

Hellenic economy was of paramount political and strategic

importance to the.,Entente. Germany on the one side, and

Britain, the United States, and France on the other, made

substantial advance payments to south-eastern'European

countries,69 for the purpose of maintaining their war
efficiency.

69 - Moody, Analysis of Investments, 1925, pp.494,564,
computes as follows the advances made to the different
countries by the Allies: -

Yugoslavia: 998,195,466 gold francs (total)
Rumania: 1,106,000 francs from France
23, 000 000 Pounds Stlg. from Great
Britain
38, 000 000 U.S. Dollars from the U.S.

156,000,000 Lire from Italy -
24,000,000 Francs from Belgium

Germany advanced: - in bonds in war material in cash
to Turkey 2,741 718 915 mill.RM.
Bulgaria 134 862 - 820 " "
Austria/Hung. 3,660 - 233 n n

A. Andreadis, Op.Cit., p.607.
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But this third source of funds, in the case of
Greece, provéd to be of negative value. Greece géve more
than she recei#ed.' During the war the government of
Greece‘advanced to ¥rance and Great Britain the equivalent
of $75,000,000 U.S. (gold) for the expenditures of the
Macedonian Army.70
Eighteen months before the official declaration
of war, Greek_soil, navy, commercial fleet, railroads,
etc. were already being used by the Allies without compensa-
tion. Foreign armies, showing a #ery loose acceptance of
the principles of neutrality turned the northern frontiers
of the country into a battlefront. The naval and military
supplies of the Greék army were requisitioned. Nothing was
paid by the Allies for the use of the leased items nor for
private or public damages to the material requisitioned.
After the war, Greece'received $4é,OO0,000‘U.S.
in the form of advances in foreign currency. These funds
left Greece short by nearly $3 million. This difference
is equal to the $51 million advanced to France and never
recovered minus the above mentioned sum of $48 million. It
is clear that the nation Was abandoned alone ‘to struggle
70 - France: 256,965,965 gold dr.
Great Br.:116,946,333 " "
373,912,298 ® " or $75,000,000 U.S. (gold)
The British government, immediately after the war, paid

the $24 million advanced to the English forces. France
refused to pay her relative advances ($51 million).
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for its welfare.7l

Under this historical reality the public sector
haa to content itself with the originally mentioned sources
of funds: a) those available already in the National
Treasury, or created, and b) those held by domestic or
foreign private sectors. Because the first source of funds
(creation of money) - in the absence of accumulated sur-
pluses - is directly related with domestic attempts - to
c;ose the fiscal gap through borrowing, we thought advisable
to postpone its discussion until the last section of this

chapter.

B. THE LEGAL STRUCTURE OF TAXATION

Funds made available in the private sector are

secured through taxation. The discussion of the legal

71 - The agreement of 10th Feb. 1918 gave great advantages to
the two Western powers. They credited the account of
the National Bank of Greece, while the actual payment of
this credit was contracted to take place after the war.
Thus the Western Powers avoided fluctuations in the ex-
change price of their currencies and the payment of
carrying charges and interest. The disadvantages of this
arrangement for Greece are equally paramount: besides the
possibility of defeat of the Allies, in which case noth-
ing could ever be recovered, the Greek currency was
placed in a very precarious position. Against the expect-
ations of these payments the National Bank of Greece
issued money to cover expenditures with the approval of
the International Finance Control. The inflation threat
was serious. Greece, by signing this agreement,deliber-
ately, placed herself at the unconditional disposal of
the Allied cause.
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framework of the tax legislation follows immediately.
The extensive taxation effort of the decade started in
1918, and was directed towards an increase of indirect

and direct tax yields.72

Inheritance, Gift, Dowry, Bequest Taxation.

Act 1641/1919 "Codification of Inheritance,
Bequest, Gift, Dowry,Aand Lottery Profit Taxation" was
introduced‘on June 1lst, 1919, by Royal Decree 10/13
May, 1919, and constitutes now, with its 65 amendments,
the existing Inheritance Act of Greece.
| The legislation existing prior to 1919 was
repealed and the principal laws affected were:

a) Law T-A (3391), 24 October, 1909 (Inherltance,
Bequests causa mortis, Gift Taxation)

b) Article 2, Law 3633, 16 October, Law 475, 10
December, 1914, concerning amendments to
Law 3391.

¢) Article 10, Law 845, 2 Sept., 1917, Article 11,
Law 934, October, 1917, concerning administra-
tive arrangements for tax collection.

The Act 1641/1919 comprises ten titles and 72
articles. Title 1 deals with administrative and legal

72 - The purpose of this brief outline is comparative.
The brief exposition of the legal tax framework
serves as an introduction to the general theme and
is far from complete. The use of up~-to-date tex
coefficients was preferred for the above mentioned
comparative purpose. As far as we know, it is the
first systematic, though brief, presentation of the
legal tax structure of Greece ever attempted in
English.
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procedure of assessment and collection of inheritance
taxes. Title 2 deals with the legal implications and
administrative procedure of assessment and collection
of gift, dowry, and lottery profit: taxes. The Article
42 gives the dowry tax fates and by Article 43 a 20%
tax is imposed on lottery or lottery bond profits.

The general rule of allowing no deductions
from tax assessments gg;la retufn of tax collections
has the following exceplions: offsetting decisions of
fiscal Final Courts of Appeal or taxes paid in foreign
currencies on the same income, fTitles 3 and 4). The
legal provisiogs for bequests received by munioipal or
corporate institutions as well as provisions ooncerning
the additional fines payable for overdue tax declarations
are described in Titles 5 and 6. The closing titles
(7, 8, 9, 10) deal with prescription, penal provisions,
transitory provisions and special cases in each of which
different tax rates should be ‘applied.

The following table gives the tax percentages

according to the different increments (in dollars){



Inheritance, Bequest
and Tax Percentages.
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7gnd Gift Increments

Increments

Amounts of Total Tax % Rates

Tax % Rates for

Inheritance, for Second Degree
Bequest or Gift First Degree Descendants or
Descendants Ascendants in

— ‘ . General
U.S. Dollars U.S. Dollars % %
next 266,66 666.66 4 6

" 666.66 1,333.32 5 7.5
" 1,333.32 2,665.64 6 9

" '1,333.32 3,998,896 7 -10.5
n 1,333.32 5,332.28 8 12

" 1,333.32 6,665.60 9 13.5
" 2,665,.64 9,331.24 10 15

" 2,665,.54 11,996.88 11 16.5
" 2,665.54 14,662.52 12 18

" 2,665.54 17,328.16 13 19.5
" 2,665.54 19,993.80 14 21

" 3,998.96 23,992.76 15 22.5
" 3,998.96 27,991.72 16 24

" 3,998,96 31,990.68 17 25.5
" 3,998.96 35,989.64 18 27
" 3,998.96 39,988,60 19 28
over 3,998.96 39,988,60 & up 25 35

n% - Computations in conformity with the new official price
of U.S. Dollar after the recent devaluation (1949).
Ratio: 15,000 drachmas per dollar. ,

Source: The figures on this table are taken from
Article 3, Legislative Decree of 7/9 - 12-1947,
ratified, amended and supplemented by Decree 656/
948, that repealed the relevant article in the

1641/1919 Act. The actual existing rates were

preferred for purposes of comparison with modern
Canadian or U.S. Federal Legislation. The basic
rates and increments are given in drachmas. The
conversion and arrangement is original. :
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Taxation of Net Income.

The next important step in the development of
direct taxation was the repeal of all existing sporadic
enactments and the formulation of an Income Tax Act on
a progressive basis.,

Income Taxation was introduced by Act 1640 of
January 3, 1919. Due to consecutive amendments, the
administration was obliged to issue three administrative
codifications in six years, and an additional in 1939.
The official codification was issued o6n September 6,
1929.'74 Administrative codifications were issued for phe
benefit of the different judicial levels by the folloﬁing
circulars:

a) 271 of 20 Dec., 1919
b) 179, 15 May, 1923
¢) 143, 10 June, 1925
d) 114, 14 March, 1939
Act 1640, "Taxation of Net Revenues" as it

75 and distinguishes

76

now stands, is divided into 13 chapters,
two different groups of taxable income levels:

a) Analytical tax on all net revenues earned in

Greece from all income-earning categories, according to a

special per category rate.

74 - The report of the Commission that fremed the amend-
ments into the official code of 1929 states that the
number of these amendments and supplements wes as
high as 80.

75 - See also Th, Golias - A. Kyrkos: Code of Taxation of

- Net Revenues (in Greek), Second Edition, Athens, 1949.

76 - Chapter I, Articles 1-8, Act cit.
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b) "Synthetic" (surtax) additional impost on

the total net revenue - in this connection revenue after
deduction of the Anélytical tax amount - earned during
the immediately preceding fiscal period and computed as
described in Chapter VII of the Act.

1. Analytical Tax

Article 5 of the Income Tax Act gives the
following categories of revenues liable to analytical
taxation: |

A. Revenues from "built"_property.77

B. Land revenues.

C. Revenues from "mobile capital income".'?8

D. Profits of commercial and industrialrenterprises.
E. Agricultural entrepreneurial profits.

F. Remuneration of services.

G. Compensation for professional services.

A. Chapter II of the said Act is devoted to the legal

tax implications of income-sarning built property. The

tax rate is proportional. The same rate of taxation is

epplied to all property classes. The actual rate is 30%

77 - The Greek word "ikodomi" is equivalent to the British
"building" or the French "batiment™. But the legis-
lator very widely interpreting the meaning of the word
included under this category (Art. 9, Sec.2, Ch.2) all
income-earning plots (parking spaces, open air
theatres, warehouses, etc.)

78 - i.e. comprising dividends or interest earned through
the ownership of corporation stocks or public and
private bonds. ‘
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79

. The following deductions are allowed to be

made from the total taxable income:

.a)

b)

c)
a)
B.

25% of the gross income for covering deprecia-
tion,80 insurance, state and local taxes and
maintenance costs.

the income of the land, if the building is
grected on leased land.

interest on mortgages payable on the building.
rent paid by the sub-lessee to the lessee.

Chapter III concerns the revenues of land. The

object of the tax is agricultural or forest land income.

The tax coefficient is 30% proportionally on all net

income - gross income less the following income deductions:

a)

b)

State and local direct tazxes

5% of gross income for depreciation and
maintenance costs

Expenditures on marsh-draining schemes
Mortgage interest

Sub-rent if the land is sublet

C. Revenues earned through the ownership of mobile

capital are discussed in Chapter IV of the Act. The Greek

Legislature classifies mobile value incomes into three

classes liable to the same proportional rate of taxation.

Class a): Income earned in the form of net dividends and

79 - Law 942/949, Art. 1, Sec.l.
80 - 324-1945, 1014-1946, Art.2, para.4.
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interest payments, on the founder stocks or capital
stocks of domestic corporations. Bonds of the government
domestic corporations are also included. Gompensation,
bonuses, honorary fees of directors and every remunera-
tion except administrative salaries of the officers of
the company are included in ;his class.

Class b): The same impost is levied on all the above
objects when the subject of taxation is a foreign company.
Class ¢): On all interest earned from cash deposits

or mortgages and not included in the classes above.
‘The proportional rate of tax is 30% on all classes.
Legal exemptions are the following: |

a) Interest on all deposits with foreign or
domestic banks

b) Interest on all bills of exchange and
promissory notes arising from commercial
transactions B

¢) Interest on deposits with national or
private saving institutions.

D. Chapter V levies an impost on the net profits of

all commercial or industrial enterprises. The computa-

tion is based on the profits realized in the immediately
preceding fiscal period. Corporation ‘income is also

included in this category. The following table gives
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the existing tax rates per annum in U.S. Dollars:81

Tax Total
Profit Total Tax Incre- Tax
Increments Profits Rate ment Payable
1st $4,000.00 4,000,00 12% 480 480
2nd 4,000.00 8,000.00 16% 640 1120
3rd  4,000.00 12,000.00 20% 800 1920
next 4,000.00 16,000.00 25% 1000 2920

Over 30%

Source: Original computations from
given tax rates and profit
increments.

E. The profits of agricultural entrepreneurs - were

originally provided for in Chapter VI, but these provisions
have since been repealed.

The original impost on cultivated agricultural lands was
postoponed, and consecutive attempts were made to restore
these taxes. However, these attempts were made futile
through the political influence and the low agricultural

81 - Ratio 15,000 drachmas: 1 U.S. Dollar. :

82 - This tax was introduced by the Law of 18/9/26 and
ratified by Law 13/11/27. This last enactments post-
poned the enforcement of Law 18/9/26 until a regulatory
Royal Decree was issued. In the meantime a new law
(3408) was enforced, as a temporary measure, to deal
with agricultural entrepreneurial profits. But the en-
forcement of this law was postponed from 1930/31 to
1939/40 and finally repealed by Act 2287/1940. Recently
(1945) an attempt was made to introduce a similar law
to that of 18/9/26, but it was repealed by a special
provision of Act 323/1947.
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income of the agriculturel class.
F., Taxation on wages, pensions and salaries is imposed

according to the following table8? (in U.S. Dollars):84

Increments of Total Tax Total
Quarterly Quarterly % % Quarterly
Remuneration Remuneration Rates Tax % Tax
1st 100 100 - - -
next 100 200 1 1 1

" 100 300 4 4 5

" 100 400 7 7 12

" 100 500 9 9 21

" 100 600 11 11 - 32

" 100 , 700 13 13 45

" 100 800 15 15 60

" 100 900 17 17 77

n 100 1000 19 19 96
from 1000-2000 16

" 2000-3000 20

" 3000-4000 25

" 4000 & up 30

Source: Original computation in Dollars fronm
given tax rates and increments in
drachmas.

G. The tax rate for annual income earned on professional
85

gervices is computed according to the following table:

83 - Act 942/1949 Art, 11, Sec. 1.

84 - If the tax is paid by the Company and not deducted from
the quarterly remuneration of the employee, then the
equivalent tax coefficient could be computed as follows:

if: 1 « legal tax coefficient (known)
X = unknown equivalent coefficient
then: L = x - 1Xx or x = 100 1
100 100-T

85 - As contrasted to contracted services where the salary
involved is automatically taxed according to Chapt. VII.
(Tax on wages, pensions, etc., see Section F).
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Annual Incre-

Income Total mental Total

Increments Income Rate Tax Tax

lst 4,000.00 4,000,00 12% 480 480

next 4,000.00 8,000.00 16 640 1120
" 4,000.,00 12,000.00 20 800 1920
" 4,000.00 16,000.00 25 1000 2920
" over 30

Source: Original computations in
U.S. Dollars from given income incre-
ments and tax rates in drachmas.

2. "Synthetié" (~-Additional) Income Tax (Surtax)

earned by the taxpayer from each source is added.

For the purpoSe of this surtax, the net income

The

sources of income are determined according to the classi-

fication provided for in the analytical taxation system

given here in page 88.

following deductions are allowed:-

a)

b)

according to the following scale of net "analytically"®

Taxes paid or payable as provided for by the
analytical classification. ‘

The net losses realized according to catsegory
of income source.

Life Insurance premiums of the tax payer.

Interests on personal loans of the tax payer.

Capital damages or losses, as contrasted with

capital gains.

The total additional tax is then computed

From the resulting total, the
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disposable income multiplied by the relative rate as

follows:-—86
Income Total Tax % Tax Total
Increments Income Rate Increment Tax
lst 4,000.00 4,000.00 - - -
next 1,000.00 5,000.00 26 260,00 260,00
" 1,666.66 6,666.00 28 466,00 726.00
" 1,666.66 8,334.00 30 500.00 1,226.00
" 1,666.66 10,000.00 32 533.00 1,760.00
" 34333333 13,333.00 39 1,166.00 2,926.60
" -3,333.33 16,666.40 40 1,333.40 4,260.00
L 3,333.33 20,000.00 45 1,500.00 5,760.00
" 6,666,.64 26,666.40 50 3,333.30 9,093.32
" 6,666.64 - 33,333.00 55 3,666.66 12,760.00
" 6,666,.64 40,000.00 60 4,000.00 16,760.00
" 13,333.33 53,333.33 65 8,666.66 25,426.66
* 13,333.33 66,666.66 70 9,333.33 34,760.00
over

Source: Original computation in U.S.
Dollars from given tax income

inecrements in drachmas and rates.

86 - Conversion coefficient 15,000 drachmas: $1.00 U.S.
A comparison with Canadian Income Tax rates is

interesting.

For taxable income of $10,000 (1950):

ITn Canada: eeeeeessssesssTax Payable.......§2,260.00

Average rate: 22.60%

In Greece:

Tax payable is computed as follows:
(A) Analytical Tax on $10,000 (30%)..es....$3,000.00
(B) Synthetic Tax on $10,000 - $3000 =

$7000.

(Net income after deducting the
"analytically" payable tax) -

As per table above: On $6,666..$726,00
" 4] " "

" 334.._100.20 826.20
7,000, $3,826.00

Average rate in Greece: 38.20%
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‘ At this point an interesting innovation is
introduced. The legislator does not satisfy himself
with the above basié of incoﬁe computation. Anticipating
"cheating", he surmises that a higher total income was
earned than that declared by the tax payer;87 and he uses
the following bases for computation:- a) Status of

residence: the annual rent of the tax payer's residence

is multiplied by arbitrary coefficients and the total .

suspected income is computed. ©b) Ownership of automobile:

In the event the tax payer owns a car or yacht,88 the
computed total annual taxable income is raised by 666-1333
U.S. Dollars, depending on the value of the car which is
considered, for this purpose, always new (no depreciation
allowance), or the horsepower of the engine of the yacht
owned. |

If the suspected total income is bigger than the
total income computed by the addition of analytical incomes
(as per page 88), the former income is considered as the
real net income of the tax payer.

Article 36, Sec. 16, per se, constitutes a supple-
mentary basis of surmise - income computation. The
exogenous appearance of wealth as an lncome criterion is
further elaborated.

The total net revenue may be determined, accord-

87 - Al‘t. 5]., Seca 4 - 15.
88 - Over 20 H.P.
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ing to this above mentioned article, at a further higher

level than that derived by the two methods of computation -

a) sum-total of analytical revenues, and b) surmise-income

based on the criteria of residence and car ownership -

already considered. The income tax collector may assess a

higher income than that declared, according to whether or

not the following criteria of wealthy living are apparent:89

a) Rent of residence with emphasis on whether or
not the occupied house space is out of line with the personal
or family requirements of the tax payer. '

b) Lavish furniture and funds invested in art collect-
ions or in other articles not taxable by existing legislation.

¢) The number of male or female servants or tutors.

d) The cars, yachts, riding horses owned.

e) The cars, yachts, horses used by the tax payer
and his family.

f) The tax payer's trips abroad.

g) The general social activity of the tax payer,

his expenses on entertainment angd, generally, any expend-

iture related to his social appearance.
h) Any information or evidence in respect to his

wealth or income.

89 - Article 31, Sec.l6, lists the above surmises as indicative.
The wealthy-appearance concept is left on the subjective
valuation of the investigating income-tax commission.

These subjective criteria produce a rising tendency towards

tax evasion and the relations of tax payers and tax inspec-
tors are not to be considered by any means harmonious.
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The President of the investigating income tax

Commission is appointed by Royal Decree.

The closing chapters of the Income Tax Act
(10, 11, 12, 13) deal with the technical and legal proced-
ure of assessment of the income tax, with the penal and

transitory provisions and with the fees to be paid.

C. SIZE OF TAX REVENUES

1. The changing pattern of government expend-
itures, in both character and magnitude, had a direct
impact on the size and character of revenues.

In Chapter 4, Sgction A, we proved by simple
comparison that the growth of money outlays of the
government during this decade must be attributed entirely
to the reduction of money value. The same observation

applies to the change in masgnitude of revenues.

As for the change in character, it was effected

by shifting taxation from the indirect and proportional to
the direct and progressive basis. The revenue figures
corresponding to the expenditure figures of page 68 are

given below.
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1914 559.4 million gold drachmas
1918-1919 1.250.5 " " "
1919-1920 1.128.7 " " "
1920-1921 1.653.6 = " d "
1921-1922 l.622.5 ¢ " "
1922-1923 5.158.3 " " "

Source: Annuaire Statistique, op.cit.,
p. 372.

The cost of living index and rates of exchange

are given on page 68-90

2. The magnitude of the fiscal effort can be
clearly seen by contrasting the figures of the "ordinpary"
revenues., This class, as wé know already, is chiefly
composed of revenues acquired through indirect or direct

taxation,
1914 1925

, 92
Ordinary Revenuesgl 221 million 6045

In order to maximize revenues, commensurate with
the fiscal objective, the following imposts were introduced
along with the already mentioned inheritance and income
taxes. V
90 - In fact, revenues were diminishing. The chief cause:

the rich province of Thrace was returned to Turkey.
gl - Andreadis, OQ.Cito: poGSl.

92 - Population respectively (in round figures) 4,900,000
and 6,300,000.
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a) Excess profits taxes based on the average
profits for a specified period of time. 93

b) Increase of tobacco tax.

¢) Introduction of a liquor tax.

d) Increase in fiscal stamp fees.

e) Doubling of tariffs and custom duties.

f) Increase of the price of fiscal monopoly
commodities.

In 1922, due to the increasing use of funds by

the state created by direct printing, the administrators®?

95 and the tax rates

*invented" a unique "compulsory loan",
on all income were increased for the servicing of thié
loan.

Almost simultaneously a capital tax was put into
effect, collectable in five years, for coverihg further
money issues (750 million drachmas in March, 1923). The

overall result is that the per capita tax in 1914 was 43

gold drachmas, whereas in 1925 it increased to 927 gold
drachmas.9® These figures, corrected by the devaluation
of money coefficient and translated into U.S. Dollars are
as follows:

1914: $7.15 1925: $12.00 approximately.

93 - This tax was used in the U.S. as a wartime measure
during World Wars I and II. It was also used as an
emergency fund-raising device in the Revenue Act of
1935, See Excess Profit Taxation by Kenneth G.
Curran, 1943.

94 - Minister of Finance G. Protopapadakis.

95 - It is discussed in the last section of this chapter.

96 - See footnote 92.
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They comprise the total amount from direct and indirect

taxation, introduced or existing already in 1919 - 1927.

A complete picture of the sources and relative

magnitudes of the revenues may be derived from the following

percentage-distribution table:

COMPARATIVE ANALYTICAL TABLE OF

ASSESSED REVENUES

Category of 1920-21 1927-28
Revenue % %
I. Real Revenues 48.26 99.34

(Ordinary & Extraordlnary)

1. Direct Taxes 7.58 17.63
2. Indirect Taxes 13.40 42.99
3. Monopolies 3.36 3.46
4, Steamp Revenues 3.01 5.66
5. Other Fiscal Revenues 1.22 2.52
6. Governmental Services 1.76 2,98
7. Income from State Property 1,33 1.12
8. Surtaxes - 16.28
9. Ordinary revenue balance 5.24 1.83
10, Extraordinary revenuses 11.36 4,87
11. Extraordinary taxes 0.72 1.08

12. Remaining extraordinary
revenues 10.64 3.79
II. Capital Movements 51.74 0.66
1. Sales of State Property 0.07 0.01
2. Loans 51.67 0.62
3. Balance - 0.03
100.00 100.00

Source: Basic data from Annuaire Statistigue,
op.cit., Chapter on "Public Finance".

Total U.S. Dollar value of the 1920=-21 revenues =

$254,000,000.

Total U.S. Dollar value of the 1927-28 revenues = $130,000,000.
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D. PUBLIC BORROWING AND MONEY CREATION

In Section A of this Chapter we mentioned that
two sources of funds are avallable for the satisfaction
of policy objectives and the management of expenditures:

a) accumulated surpluses or money made available
through monetary creation, :

b) funds held by the private sector of the economy
or by foreign capital owners.

In Sections B and C we discussed the availability
for taxation purposes of the funds held in the private
sector as well as the general taxation framework.

Accumulated surpluses were unobtainable so that

the only alternative for the administration was to create

money so long as there was no foreign or domestic capital

available. It is for this reason that we postponed the

discussion of monetary creation and public borrowing until
now. Moreover, our above classificetion is based purely

on legal considerations, whereas the functional relationship

of monetary creation and borrowing requires unified dis-
cussion.

Limited revenues forced an increase in the public
debt. Simultaeneously, however, this forced an increase in
the cost of the debt and made the raising of additional

funds necessary. Since the capital markets were unfavour-
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able, the direct creation of money was thought the only
alternative. Indeed, little satisfaction could be found in
the capital markets because of the previous unfavourable
borrowing history of Greece., Savings were small as one could
suspect from a capital scarce country and, furthermore, this
poor devastated country was left to bear much 6f the economic.
burden of World War I. Not only was this burden entirely
borne but, through ridiculous exploitation, the country was
forced to give financial aid to Britain and France.

The structure of the Hellenic National Debt in
1915 is given in the following table: |

Nominal Yearly
Capital Interest  Amortiza-
. : tion
Payments
A, Foreign-held loans :
1. Loan of 1833 52,146,011 - 900,000
2. Loan of 1879-93 480,094,500 11,960,896 3,952,860

3. Loans posterior tothe , i
settlement of 1897 ' 565,748,500 24,164,080 4,668,315
4. Temporary loans in

gold 115,000,000 4,950,000
Sub-Total: 1,212,989,011 41,074,976 9,521,175
B. Domestic Debts 165,360,702 4,662,227 2,467,387
C. Floating Debts 23,200,000 3,768,000
' . ' 96
Total: 1,401,549,713 49,515,203 11,988,562

Or U.S.$gold 280,000,000 9,900,000 2,397,200

Source: A.M. Andreadis, 6p.€it., P.635.

96 - Andreadis, op.€it., p.635. Gold dollar celculations by
the author.,
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During the period 1917-1920 the following
borrowing operations took place:
a) A loan of 100 million drachmas‘(1917)97
b) A domestic loan of 75 million drachmas (1918)
¢) A domestic loan of 300 million drachmas, the
- greatest domestic loan ever raised in Greece
up to that date. Its success was due to the
temporary influence of the International
Finance Commission exerted on the economy as
a whole .98 '

Besides these direct long-tenm borrowing trans-
actions, the government in 1918 undertook thé issue of
special war promissory notes to the total of 200 million
drachmas. ' This issue limit was increased to 300 million
in 1921‘and 500 in 1922, The value of war promissory notes
in ecirculation at the beginning of 1923 amounted to 433 |
million drachmas. This figure approached the 611 million
mark during September, 1923, while in December, 1923, it
was increased to 978 millions; in March, 1924, to 1,225;
in Deceﬁber, 1924, to 1,600 million drechmas.

In order to keep pacé with the servicing of these
short-term débts,'the government was obliged to increaée

taxation (1925), while in January, 1926, a partial conversion
of this debt was effected. | |

It was agreed that monetary issues in Greece during

the war period would be covered by Allied credits. These

97 - Used to pay military provisions of previous fiscal periods.
98 - See Chapter 3, Section B.
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were fiduciary issues that satisfied the increasing'
pressure of war emergencies. But in 1920 the situation
looked more complicated: The Allies asked Greece to
relieve them from the serious military situation in which
they were involved in Constantinople; and the Hellenic
armies undertook the Asia Minor Campaign. The Allied
credits available were either exhausted by the devaluation

of foreign currencies,gg

or were credits of a "hard" form
which the Greek government did not wish to spend.

The decision was taken, consequently, to increase
the supply of money. The Internationai Finance_Commission _
that was supervising government finances did not interfere,
in spite of the contracted obligations of Greece concerning
her monetary policy.lo0 The expenditures that were to be
effected served the cause of the Entente.

~ Currency creation started vigorously. Approxi-
mately 2,530 million draChmas were issued from 1917 to
February, 1922. This printing of money without any gold
or foreign exghange reserve is equivalent to a forced
loan, the lender of which is the total population. There-
fore, the occurrences of March, 1922, when the "heroic
effort” - as it has been described in the literature of

99 - French credits.
100 - See also Chapter 3, Section B.
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that time - of checking monetary circulation took place,

must be considered with reference to the nature of this

currency expansion. |
In March, 1922,10l the Greek government passed

a law ordering the bisection of the circulating paper

money. One section was left in circulation, while the

other was withdrawn and exchanged for domestic loan bonds.

These bonds were redeemabie in 20 years. As a parallel

measure, the National Bank of Greece credited the state

with an amount equal to one-half of the total authorized
circulation.loz The possibility of issuing further money
to cover the authorized circulation was legally permissible.
Theoretically, this "compulsory loan", as it was
defined by the Greek Act, was not exactly an extra loan
burden at the time it was effected. It did not increase
the total amount of the public debt since this included
non-covered currency issues. What happened, in fact, was
the conversion of the short-term, non-covered monetary
issues, into a long-term contracted obligation.m3 This
permitted the state to create money supplies beyond that
allowed by law, thus not causing légallz an inflation,

101 - Evlambios, The National Bank of Greece, (in Greek),
p.152-4, Athens, also Andreadis, op.cit., p.618-622.
Tsouderos, E., Revue d'Economie Politique, 1922.

102 - Amounting to 3,100,000,000 drachmas at the time of
this operation. Therefore the credit amount had to

equal 550 million drachmas.
103 - Contrast Andreadis, A., op.cit., p.619.
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Naturally, the total figure of public debt increased

as soon as the National Bank of Greece started to create
money in order to reach gradually the authorized circu-
lation figure.

This unique and originallo4 manipulation,
motivated by the urgenhreqqirements fér the maintenance
of the army fighting in Asia Minor, checked only moment-
arily the flow of:the‘required money supply. The histor-
ical circumstances nullified, more or less, this m™heroic
effort" and the circulation curve followed its fatal
upward trend.

Mean annual circulation.

1917 670.0 million drachmas 1923 4,152.8 million drachmas
1918 1,084.1 "o 1924 4,646.6 hd "

1919 1,333.2 " 1925 5,266.0 "
1920 1,425.3 " 1926 4,519.0 "
1921 1,832.1 " 1927 4,952.8 "
1922 2,094.3 " 1928 4,863.3 "

T 33 3=
I 332

Source: Annuaire Statistique, op.cit.,
p.268.

The above fiscal operations of 1917-1925
néturally increased the funds capitalized throggh borrowing
from the private sector. A new picture of magniﬁude is
now offered for the Greek public debt. In 1926 the situa-

104 - It was often characterized in the foreign literature
as similar to the measures taken in Czechoslovakia
and Hungary after World War I, in order to reduce by
50% the respective circulation. But the Hellenic
Act should be considered as an indirect revenue-
yielding measure.
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tion was as follows:

In Foreign Currencies

A, TFixed loans in £: £ 51,590,640
B. Fixed loans in §: £ 5,559,480
C. TFixed loans in French Fr.: £ 1,126,593
Total in £ 58,276,713
Other contracted short-term
engagements: (absolute
‘ figure) £ 1,123,287
' 0
£ 59,400,000 105
‘ In Dracnmas
D. Fixed loans in drachmas 4,500 million
E. TFloating debt | 3,300 "
' 106

7,800 million
Converting the above totals into U.S.$ (gold) we have:

Obligations in foreign currencies: 291,000,000
Obligations in drachmas: 101,300,000

107
Total: # 392,300,000

In 1928, the total nominal value of the public
debt was approaching the 470 million dollar mark, with
the major changes effected through the increase of
obligations payable in drachmas.

Comparing the above figure with those 5iven
in thé respective chapters on revenues and expenditures

105 - Ratio liﬁ.: 4.8? $'and677 drachmas = 1 §
" 106 - Andresdis, op.cit., p.646.
107,- Ratio 1 2’ 085 F ana 77 drachmas = 1 3
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for the same period, we note the ratio of the amount
required for the servicing of the public debt to the

total of revenues and expenditures to be the following:

Ratio to Revenues: Ratio_to Expenditures:
1912 29% 1912 25%
1914 25% 1914 12%

1926 25% 1926 30%

We must now consider the ratio of foreign
capital borrowed for military purposes to the military
expenditures for the peridd.

In the chapter on expenditures108 we gave the
total figures of military and welfaré expenditures
caused by the intensive war effort. The figures we
arrived at for 1917-1926 are the following: (in million
U.S. § gold)

A. Military éxpenditures: 613.3

B. Welfare functions:
Transfer payments: 77.0
Refugee expenditures: 74.0
Expenditures for agricultural
settlement: 28.0

Total: 792.3 million
dollars

On the other hand, foreign borrowed military

aid during the decade amounted to $123,000,000. There-
fore, the foreign borrowed contribution is approximately
15.30% of the direct and indirect military expenditures.
108 - See Chapter 4, Section B.
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Conclusive remarks:

1. | Our analysis makes it possible to answer now the
most important question of this chapter. What needs were
satisfied by the funds obtained from the state's borfbwing
activities? Was the public debt of Greece in the early
twenties really a "dead-weight'" debt?

An overall picture is presented in the following

table. The answer is obvious. It was a "dead-weight" debt.

ALLOCATION OF BORROWED FUNDS

(Percentages)

- 109
1898-1923 1923-1930

Domestic Foreign Domestic Foreiggv

BUDGET DEFICITS......;.... 0.84 6.50 - 17.45

Interest, Carrying Charges

& Amortization......'to.Q 5.13 8.23 2506 14.86
Military provisions &

Refugee COStSesecesecesee 95.21 67.92 69.1 36.73
Public Investmenticeeecons 0.82 11.77 9.5 30.96
Consumption Expenditures.. - 5.58 0.8 -

100.00% 100.00% 100,004 100.00%

109 - Our calculations include: :
a) purely domestic long-term loans.
b) short-term engagements (war, promissory notes, etc.)
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2. The following relationships should be noted.
The per capita public debt increased from $74.5
(1920)llo to about $95 in 1930. Thus the increase in
National Debt was approximately 28% during 1917-1930.
Although the nominal value of the public debt
increased, the real "burden" decreased. Qne quarter of
the loans obtained during this period were used to
amortize outstanding commitments.lll
3. The mean average ratio of the emount required
for the servicing of the public debt to the total of the
government revenues was 28.2% for 1917 - 1925, This
percentage shot up to 34.44% in 1925 - 1930.
4, The terms attached to borrowing in the foreign
capital markets were extremely heavy:

a) Most of the foreign loans were issued below par.
Before 1918, the exploitation involved was
astonishing. An average of 34% of the face value
was absorbed by the below par issue and charges.
After 1917, the situation changed slightly. The
loans contracted between 1917 and 1930 were issued
at an average of 88.7% of the nominal value.

© ..b) High interest rates. The average nominal interest
charged between 1917 and 1930 was 7%, whereas the
real interest rate was roughly 8%. The discount
110 - $470,000,000 - 6,300,000 population.

111 - See: A. Angelopoulos, The Public Debt of Greece,
1937, Athens, (in Greek).
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rate at the London and New York markets at
that time was roughly 3 -‘4.5%.112
¢) The short term nature of these loans. The mean

average life was 32.6 years for the period 1917 -

1930, It was therefore necessary to increase

the yearly amortization instalments.

To substantiate our argument, the relationships

between national incomel15 and servicing costs (including
amortization) of the national debts of the Balkan countries

- are the following: |
Bulgaria 2.,98%

Yugoslavia 1.68%
Rumania 2.32%
Greece 8.65% (approx.)
6. To gain an overall- although rough - picture,

the following individual model is appropriate.

Between 1917 and 1930 the Greek citizen was
earning an average of $50.00 a year. From this he had to
pay $12, or roughly 23%, in taxes. He owed to foreign
capital holders in 1925 approximately $74.5 and in 1930
$95., From the $12 that the State taxed him in 1930, he
payed $4.2 or 30% for the service of this debt. This |
$4.2 was roughly 8,50% of his share of the national income.

112 - A. Angelopoulos, Op.cit., Dp.66.
The Eoglish ConsoliiaiTon Loan of £69,000,000 was

issued at this time with a real interest of only 5%.
113 - The netional income accounting was started officially
in Greece only in 1947. The above figures are based
on the work of X. Zolotas (1927) and P. Rediades
(1930), the technique of which is highly unsatisfac-
tory. They are presented here merely as an indication.
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CHAPTER 6

A, THE FUNCTIONAL MEANING OF ECONOMIC DEVELOPMENT

Having discussed the nation's fiscal policy
in Part'II,’we have now to inquire as to the impact of
this policy on the rate of growth and development of
the economy.

We seek to understand why, despite the ™heroic
effort" of balancing expenditures, inflation continued
and real income was reduced. What were the latent
functional facts beneath the substantial appearances?

But before proceeding to our final query, a
digression is necessary. Are we to consider the problem
of reconstruction as a problem per se, or as part of the
ebb and flow of economic evolution? The writer is con-
vinced that reconstruction is a limited case in the

overall problem of growth. The reasons are set out below.

Economics as the science of the best allocation

of scarce means among competing ends, can only exist
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within the framework of an accepted social philosophy.
Economic generalizations do not command individuals or
society to conform with their prescriptions. They are
positive, not normetive. Like all scientific laws,

they describe tendencies and are determined under
controlled conditions. Given the data in some particular
situation it is possible for economic laws - ceteris
paribus - to draw}inevitable conclusions as to their
implications.

The factor of change in socio-economic
phenomena accounts for the continuous increase in the
content of our concepts. When we deal with change, our
definitions have to be widened to include more and more
of the irregular or accidental variations that had been
discarded because they could not possibly claim the
elements of universality at one particular point of time.
The impact of the factor of change on the social sciences
is confusion on the functional meaning of their laws and

concepts.

Positive generalizations of the socio-economic

sciences explain what is or is not and may be considered
static from the point of view of time and the validity
of assﬁmptions. The normative generalizations, on the

other hand, confront us immediately with a confliect: the



- 115 =

actual world vs. the ideal world. Whereas the first
contain no value judgment, the second contein no
factual element.

Much of the confusion can be attributed to the
fact that any proposition containing information about
the function of a class-term is positive so far as the
function itself is concerned. This proposition states
a fact about the partiéulér units which belong to this
class~-term, and is, nevertheless, normative with respect
to individuals as such,

It follows that whatever the normative implica-
tions are for the businessmen or polificians, economic
generalizations must attract the interest of pure
analysis only because they display unifdrmities,and
réciprocal relatiohships. They are always positive
" Judgments that may or may not have normative implications
for individuals and groups.

Some of the economic concepts and tenms,‘conse-
quently, are not altogether easy to be understood. The
everyday mind is ready to treat the concepts "substantially",
the scientist has to be "positive"., The laymen, unaware
of the reciprocity within the body of knowledge, is
satisfied with outside appearances, while arbitrarily

translating his subjective feelings into normative and
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quantitative generalizations. On the other hand, the
economist seeking, through his model experimentation,
the cause}and effect relationships implicitly assumes
the possibility of a reciprocal relation, a two-way
causality.

Thus, it is well accepted in the economic
science:; that the meaning of such terms as "economic
progress", "development", "rate of growth", etc., must
be funétional within the framework of the accepted pur-
poses of our science.

Ends do not concern us here. Terms like these
can be meaningful only with respect to the means we use
to satisfy our wants. Whether we choose to live collect-
ively or individually, the finding of new ways to
manipulate our economic (scarce) means for the achiévemeﬁ£
of any end, is economic progress. It is implicit in these
terms that what we are really after is an improvement of
efficiency in the use of our available means to attain ouf
ends.

The analysis of economic progress is made more
important because of the scarcity of our means. Physical
limitations, even if existing, are secondary to the
fundamental limitation of time. Scarcity in economic

resources affects progress through the limitations that
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it imposes on the efficiency of labour time.

- It is difficult to bring under quantitative
measurement any of the above economic concepts &xcept
through their relationships with time. We cannot measure
the change in want-satisfaction that occuré through the
displacement of an old method or commodity by a new one.
We simply assume the fact that the change has survived
time is sufficient assurance that the satisfaction of
wants is now g:eater and that progress has occurred. But
the problem still remains. We need a quantitative basis
for comparison.

The relationship with time is sufficient for
this purpose. A rise in the quantity of a commodity that
can be produced with one man-hour of labour time is

114
assumed commensurate with economic progress.

B. RECONSTRUCTION. A LIMITED CASE

Growth and reconstruction are interwoven. The
problem of reconstruction cannot be set apart from the |
problem of growth. "Construction™ of an increasing
efficiency in our want-satisfaction is no different from
the "reconstruction" of devastated areas. With all its

114 - The man-hours necessary to maintain and replace
the means of production must be included also.
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dynamic consequences, reconstruction is but part of the
dynemic evolution of the world's national societies.
Reconstruction is merely an interlude when viewed from
the long-run perspective.

The problem of reconstruction is thus not that
of "restoration™ alone. We have to reconstruct so as to
allow the ebb and flow of dynamic evolution to work
towards a higher efficiency; a greater economic progress.

Indeed, the post World War I reconstruction
effort was slowed down, as we observed in Chapter 2,
because of the negative outlook in the problem. The
relative stagnation that resulted from the scarcity of
investment opportunities was not real. It was imposed
by the romantic longing for a pre-war world - a world of
1913. The effort was not a reconstruction. It was an
attempt to restore something that had already changed.
The irregular or accidental deviations from reality were
discarded; policy was unable to accept them as firmly

115
established and tried simply to eliminate them.

C. CONDITIONS OF PROGRESS AND RECONSTRUCTION.

Viewed from the long-run perspective, the

115 - See previous section for the impact of change on
economic logic. As for practical proof of this
remark the history of the Gold Standard is a good
example.
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problem of progress naturally depends upon the environ-
ment of the social group. Political and social conditions
must be closely related to economic efficiency. Unstable |
governments, traditionally consérvative customs and mores,
insecure property and revolutionary traditions acquired
through historical pressures, actually slow down or even
halt progress. |

Wé do not intend to enquire here whether
political stability brought about an increase in progress
or vice-versa. The fact remains that economic progress
depends greatly on social enviromment.,

Progress is nothing else but an upward trend
of productivity. It is related to the discovery and
application of new methods to our limited means. A differ-
entiation has here to be noted. Whereas in the developed
areas the progress is original, the capital scarce
countries have to rely on !limitation.

The social conditions of progress are, in brief:

a) social stability
b) social fluidity
¢) political security, and
d) flexible social customs.
However, the economic conditions resolve to the problem

of capital accumulation.
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An increase in productive efficiency cannot
be accomplished without an increase in the physical
capital that participates in production. New techniques
and methods require physical capital and there follows a
substitution of capital for labour.

Capital can be accumulated only if production
exceeds consumption; and in the case of under-developed
countries, consumption has to be restricted while output
increases. The circularity of the productive process
has to be broken. On the other hand, progress in agri-
culture is more significant thanvthe progress in any
other sector. Increased agricultural productivity means
higher efficiency in the utilization of resources devoted
to this sector.’ This means that more and more resources
will be thrown into the industrial sector and the result
will be a higher standard of living. The ability of an
average labourer to support an increasing number of non-
subsistence workers is the indirect measurement of
economic progress.

The final condition for capital accumulation is
imperfect competition. Monopolistic profits are necessary
for capital accumulation; otherwise,’the production of
capital goods would resolve to a mere replacement:

innovations would not be profitable. Of course the



- 121 -

creation of powerful monopolies restricts progress, and
the establishment of fiscal monopolies on near-subsistence
goods is an absurdity.

' Here briefly are the economic conditions of

progress;
a) An increase in overall productivity above
the consumption level, particularly in
the agricultural sector.

b) At least temporarily, monopolistic markets
for innovations.

D. THE "GREEK REALITY"

It appears that we are now in a position to
throw some preliminary light on the'enigma that surrounds
the afgument of "Greek Reality".

Amazing as it seems, no Greek economist even 
courageously stated that domestic capital was badly needed.
It is true that the scarcity was realized, but the dis-
cussion wés confined to the acquisition of foreign funds.
Obscure economic theories were pieéed together and the
existing physical capital was conceived as an everlasting
source of fiscal revenues.

Thus, Greek economic literature was unable to

conceive the functional relationships of the economic
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system. Instead, the apparent logic of the Marxist
system attracted attention and, whether it is admitted
or not, a "mystic socialism"prevailed in the writings

of almost every "capitalist" economist. The term
"capital™ was and continues to be an outmoded expression.

For this reason, the problem remained unsolved
and only monetary «pmehomena were analysed. Devices were
invented to halt the flow of money‘but nothing was done
towards finding a radical solutioh to the situation. The
creation of an atmosphere of economic security and of
investment profitability as related directly with "capital®
was also considered outmoded.

The direct result was that at some periods
instead of substitution of physical capital for labour,
the opposite process took place. Labour was substituted
for capital because the physical meansvof production were
wearing off. Extra labour units had to be employed to
maintain the level of output with the existent deteriorating
means of production, because the funds set aside for
depreciation were seeking a more profitable alternative
use outside the country instead of being reinvested in
capital equipment.

There is no enigma to be solved in the argument

of the "Greek Reality™. It is simply a problem of
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evolution of productivity and of capital accumulation.
It is obvious that inflation is closely
related to production. If the flow of goods increases
more repidly than the flow of money, real income will
increase. So lohg as there is excess capacity or new
productive investment, the flow of goods would be
greater than the flow of money and the danger of inflation
would be small. But if the flow of money injected into
the economy increases more rapidly than total output,
price inflation results. Any attempt of increase
production and capital accumulation if financed in-

correctly breeds inflation.
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PRODUCTIVITY

A. THE DISREGARDED RELATIONSHIPS

In Part II we analyzed therfiscal policy by
whiqh rngnstruction of the war-ravaged Greece was
attempted.

The lack of & systematicAreconstruction policy
concerning the processes of the accumulation and restora-
tion of capital, is apparent throughout. Instead, an
enti:ely different hierarchy of needs than those required
for reconstruction was established. The policy objectives
were purely concerned with the balaqcing of expenditures.

| Permanent reconstruction requires either the
development of agr;cqltural»production or the development
of export industries, the products of which will buy the
necessary imports.

In the case Qf Greece,»an agricultural country,
the development of agriqgltural production should have been
of primary consideration, AThe_invigible cost of the
integsive war effort, was in the‘goods and services not
produced, because of the shift of factors of production
into the luxury industry of war. This cost can be
realized when we take into consideration the sacrifices

endured by the Greek people because of a reduced consumption.
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Furthermore, this invisible cost can be accentuated
when we think of the Capital goods that were consumed
without replagement during‘the war, This capital goodsv
Qqnsumption manifestgd“itself after the war. At the

end of a series of intensive military efforts the whole
equipment of}thg economy was on a lower level than it
was at the beginning,

The task»qf reconstruction is to replace and
increase tnis quipment’thrqugh production. The Greek
people had to produce at a rate thatiwould enable them
to increase the rate of capitalll6accumulation. This
follows from the fact that the rate of increase of
capital (I) is always equal to production (Y) minus
consumption (C), The viciogs}cirq}e-of the circularity
of the productiye process, the_fact that poverty is
both a cause and a result of the low level of human
productivity =~ hadvto‘be broken in order to improve the
welfare of the nation.

The ;no:ease_in the rate of capital accumula-
tion (I) may be attained eithef by an increase in produc;
llé - The concept of capital is used in its broadest

meaning, i.e. the aggregate total of values
possessed by the social group. See also Boulding,
Kenneth: The Economics of Peace, New York, Prentice
Hall, 1946, p.5, Boulding, K., Economic Analysis,
Chap.l4, Revised Edition, New York 1947, also
Robins, Lionel: An Essay on the Nature and Signifi-

cance of Economic Sclence, MacMillan & Co., London,
1948, ch.T.
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tion (Y), With the aggregate consumption (C) constant
‘of consumption (C) 'or by measures combining both 1ncrease
in production and a forced decrease 1n consumption. |

| In poor countries like Greece, the process of
post—dar capital accumulation was very difficult.f Such
countries have insufficient capital to enable themselves o
to produce at a rate much above the minimum of consumption-
thus; even at low levels of forced consumption, nearly
all production is consumed and the rate of capital accume
ulation is extremely low. Hffif? A i _J‘ |
| f | In the case of Greece, this argument may be
4further elaborated.: Greece is primarily an agricultural
country and War produced a structural change in that the
ination had to maintain a structure of ‘non-sabsistence
’occupations, the support of which was beyond the capacity
vof her agricultural production.ZJ IR

| War is a luxury._ It must be supported by

'eXisting agricultural and other wealth.i Poor peasants,
'whose resources are Just sufficient to produce what they
’consume, can never support a non-agricultural structure
'the existence of which 1s based on agricultural surplus.
The output per man 1n agriculture 1s low, consequently
"agricultural pOpulation is high, and labour efficiency o

‘low. The 57% of ‘the available manrhours ot agricultural
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labour are wasted in Greece. . - |

The importance, therefore, of developing the
subsistence industries‘inlthe;postewarrperiod_nas,always;:
been.imperative. iResources;employed;previouslyiin;tnese
industries and shifted;duringntne)war.intofmilitaryif
productionnmust“beurealloceted~to tne‘subsistence goods
industries in order. to.release resources needed for the
increase in the rate of capital“formation,i”Thisarelease’
of resources is;effected;througn the&resulting increase
in output of the subSistence goods industries.

The policy of the Hellenic administration
concerning agriculture was unfortunate. Instead of |
concentrating on raiSing the per capita productiVity of
subSistence goods industries, in order to effect a long '
ran’ increase in production and rate of capital goods o
formation, tne political power of the incoming refugeesiv
obliged the gOVernment to introduce extenSive agricultural
reforms. In Chapter 4 Section B, we discussed their
effects.; The result was that agricultural production |
sank to the minimum consumption level of the farmers them—
selves, while the phySical limitations of the resourcee
discussed in Part I made impOSSlble an increase in capital
accumulation.‘ This agricultural output had to support an
oversized industrial structure. We shall next substantiate

our argument.concerning the 'decline in productivity..
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.B. MANPOWER AND THE DECLINE OF PRODUCTIVITY.

~ Available stetistics on changes in the size and
distribution;ofknanpoweriin Greeceware too fragmentary g
to;permit_any‘compreheneivewanalyeis.» Even simple
comparisons‘ofptotal populationsmbefore and after the -
War may involve serious difficnitiesjof interpretation
owing to territorial;changes, transfers of .populations,
etc., = From such evidence‘ae is available'the"followingn

broad conclusions can be drawn:-

‘l;( The total p0pulatlon increased by approxi—

mately 1 170 ooo from 1920 to 1950.»'f’" ’
o 2. The ev1dence available indicates that the
-populatlon of worklng age has, on the whole, proportion—
ately increased at a rate sllvhtly more than that of the‘
total populatlon. : The totai population 1ncreased by
roughly 250 whereae the population of working age
1ncreased by 27&.1;7” Thus it appears to be generally
true that the total populatlon remalned relatlvely more
stable than dld the p0pulation of working age.d‘*'

: 3.” Comparative flgures for the labonr force .
(including the unemployed) and thevtotal"populatlon of
working age show that they both increased proportionately.

117 - See Annuaire Statistique de- la Grece, p. 50 51
Table 8.

)
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The labour force rose by 800,000 and the population of

working age by 820,000.118

The proportion of women in
the population of working age slightly increased and,
since most men of working age are in fact members of the
occupied population {labour force), it may be inferred
that the proportion of women among the dccupied popula-
tion has inqreased.

4. Regarding the distribution of the occupied
population, sqch evidence as 1s available indicates that
there has been a sharp increase in the numbers occupied
in the agricultural sector and the service industries.
The proportionate increase in employment in the service
industries appears in general to have about equalled the
proportionate ioss of manpower in industry, mining and
transportation.

5. The labour force in industry is, however,
much more fqlly utilized than it was before 1920,

6. Within the industrial labour force itself
there has been a certain shift from "heavy" to "light"
occupations. 'The‘following table gives the complete
picture of the occupational distribution of the population

(1928):

118 - From 1,600,000 in 1920 to 2,400,000 in 1928.
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. 119
Occupational Percentage Distribution of Population

(Comparative Table)

Censgus 1928 Census 1920

Agriculture ) y ,
&Flsherles ) Oofooooooeocll R I I I ) 57052

Mlnlng....‘..;..;‘..;..;; 0;26 ..;.;.;.;; 0'55
Industry‘o.oooo;o;;00;-;;17;80 ".;;...." 18021

Transportationicececeees 4.42 ceeesecnn 4.85
Credit Institutionf..... 0.95 cessessnse 0.59
COMMETrCEesesssacsasascse 7.68 csscesssss 8.19
Personal servicCeS.cceces 2.38 ;;;;;;.... 3.24

Liberal ProfessionNS.ece.e.. 3.56 cesessecss 3.84
Publlc Servlce.......... 184: ® e 5 &6 0 ¢ 0 00 3.05

| T00.00 | 100.00
1920: Total labour force - 1,600,000
1928: "o " n - 2,400,000

- o - -

Women occupied in 1920: 220,000 (approx.)
" " 1928: 600,000 (approx.)

“

7. Comparative”employment and production series
are not available for Greece. From such evidence as is

available the following conclusions can be drawn:

Agriculture

The average yield per acre, as we mentioned in
Part I, remained steady with minor seasonal fluctdations
between lQll_and 1932. Only after 1933 did the average
yield increase and then by roughly 55%_owing to the intro-

duction of new agricultural techniques.

119 - Annuaire Statistique de la Grece, 1938, p.56.
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The population, respectively, increased from
1911 to 1930 by approximately 120%120 through natural
growth and the exchange of populations with ’I‘urkey.lzl
The per capita'productivity was obviously decreasing
throughout the pefiod\ﬁﬁdef cogsidefation.’ |

The cunulative effect of insufficientvuse of
fertilizers both during the War years and after the War
(causediby the shortagé of'boph naturalvand artificial
manures), loss'of}livestqqk and deterioration of agri-v
cultural equipment, and unfavourable weather“qonditions
were also responsible for‘thevlpss of productivity.

While prqduction per capita declined, consumption
remained steady above thgvsgﬁsistence level, A necessity
for subsistence goods imports thus existed throughout 1917 -
1930 with unfavdhrable conseéuences for the balance of
payments. _

The above situation in Greece followed closely
the European pattern of agricultural recovery after the
First World War. Agricultural output recovered much more
slowly than industrial. The absolute agricultural odtput
was not generally restored in Burope until eight years

after the end of the War. In Greece it was not restored

until 1932 and like overall European production never again

120 - 1910: 2,632,000; '1920: 4,814,000; 1930: 5,908,000;
Annusire Statistique, 1938, p. 512. ‘
121 - See Chapter 1, Section D, of the present thesis,
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caught up with the growth of population. Xven the

absolute restoration of pre-war output in 1932 still
meant a 60% reduction in output per head as compared
with 1910, owing to the increase in population. The
comparison with absolute production of 1920 indicated

an overall net decrease of 10% in the 60% average because
the increasevin popu;atiog slowed down while production

per _acre increased by 55%;122

Industry.

The only evidence available is in the mining

industries and in finished_metallurgical production. The

following table shows the real output in metric tons:-

Iron Zinc Manganese Nickel
1910 608,349 37,108 - .185
1911 496,731 555956 - 6,724
1912 376,931 39,583 - 15,979
1920 45,579 2,691 - -
1921 54,925 1,920 - -
1922 49,272 e 1,310 -
1923 100,115 4,026 - -
1924 102,221 4,861 5,826 -
1925 88,216 7,594 4,303 -
1926 126,624 34,751 6,348 .500
1928 166,868 17,671 1,080 10,800
1930 256,161 - - -
1932 46,022 - .745 20,064

Source: Annuaire Statistique, 1938, op.cit., p.453

122 - 1910 - 1920 increase of population by roughly 82%
due to the annexation of new territories. 1920 =~
1930 increase of population by 25%.
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The ey;degce shqﬁs_that after the First World
War heavy industry never reached the absolute production
level of 1910 ; 1915.

As for per capita produqtivity, the above
series indicate that the output never reached the pre-war
level. However, labour employed in metallurgical pro-
duction declined by far less than did the average decline
in total output. This’signifies that employment increased
much more thaﬁ pro@uction, thus a lower level of ber
capita productivity was obfaiged. |

Productivity is simply the ratio of production
to employmegt. Even if we assume that the per capita
. productivity in the industrial sector actually remained
the seme, the overwhelming impact of the diminished

productivity in the agricultu;al sector indicates that

the overall per capita productivity must have been

declining from 1917 to 1930.

The cdnsequenceé of these broad conclusions are
extremely important. Up to now, the Writers on this
subject misled by the infiated money_#alue of_production
assumed that economic Qrogress had been achieved in

Greece .123

Absolute output reméined steady during 1917 -

123 - A. Sbarounis, Two Reconstructions of Greece,

Andreadis, op.cit.; Angelopoulos, op.cit.;
Zolotas, ég.cit., and others.
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1930, thus it never caught up with the increase in

population. It is irreievant to assess the rate of
growth by the misleading figures of depreciated money
and it is unsound}anaiysis to use as a measure of
progress, quantities unrelated to time and population.
It is not absolute quantities but rather the increase
in the amount of a commodity that can be produced with
one man-hour of labour time that constitutes economic
progress.

There is also another point which must be
mentioned. Scattered increases in industrial product-
ivity (electricity, chemical industries, paper mills,
etc.) appear to have beenvciosely coerelated with
changes in production. This eonclusion is supported also
by a more detailed examination of relevant movements in

production and employment in these individual industries.

The sharp increase in papsr production, for
instance, during the late twenties, produoed‘a rise in
the productivity of‘labour in this sector although at a
negligible rate. o | |

This relationship may be explained by the fact
that where production is limited by a lack of raw

materials rather than by demand, the entrepreneurs prefer
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to retain workers even theugh they may not be fully
occupied. There is, thus, a concealed undereemployment
in the labour force which is automatically reduced with
improvements in the supply of raw materials.

Although this factor is undoubtedly important,
the low productivity levels csnnot be fully explained
without reference to other forces. The chronic inflation

and the deterioration of capital in quality as well as

nature forced some industries to use more technical
personnel for maintenance or more labour in the product-
ive process. This substitution of isbour for capital
which continues today (1951) in Greece broke down the
efficiency of production. Diminishing ;eturns resulted.
However, it is not pessible to distinguish between that
part of the loss in productivity arising from the poor
state of equipment and the substitution of labour for
capital - the elimination of which required capital
investment - and that part Which is due to organizational
‘factors which could have been remedied.

It is evident that only an increase in product-
ivity could have ameliorated the situation. Any further
increase in output would nhave to have come primarily

from improvements in productivity rather than from further
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additions to the labour force. Therefore, encouragement
of migration is absolutely necessary, a fact that the
Greek Government always refused to consider.

Instead of the monetary devices - like the
bisection of the currency - a poligy directed towards
increasing labour prpductivity should have been applied.
Prices could not be stabilized while real per capita
income was decreasing_and the polioy.qf balancing
expenditures was being carried out ﬁithout any break in

the circularity of the productive process.
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CHAPTER 8

INFLATION

A. THE APPROACH

The prospects of raising‘prodgction in Greece
and thus the nation’s ability_to export, are closely
bound up with monetary'and financiai‘stability. The
increase in the rate of capital goods accumulation
(I = Y- C) implies either restriction of internal con-
sumption or encouragement of imports from external sources
as well as directed investment.

More specifically, the role of government
finances can be fully realized when we consider the

124

following system of ex ante or period equations.

Yl = Cl+Il+ Gl+X (1)
Yo = Cj1+S1+ T1+ F) (2)

Yy - Yo = (I3 - 81)+ (G- T1)+ (x3- F1) (3)
The significance of equation (3) is apparent. It shows
the three main ways of approaching the problem of maintain-
ing full employment without inflation.
When prices rise faster than the flow of goods
money income may be increasing while real income is
124 ; B. Higgins: "The Modern Theory of Economic Fluctua-

tions", Ch. VII of Twéntieth Century Economic Thought,
New York, 1950, p.299. ' '

Y; = today's income G1 = government expenditures
Yo = yesterday's income X] = exports
Cy = today's consumption F} = imports
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diminishing. Today's money income will be greater than
yesterday's income for the community as a whole while
the real iﬁcome is decreasing. ‘Today's infestment (I7)
will rise above savings ahd enterprises will hurriedly
invest their inflationary profits. If government
expenditures (Gj) are not balenced, the excess amount

of G; over tax reﬁenues will accelerate the inflationary
rise in money income (Y;).

The balance of trade on the other hand, if
favourablé, will increase the money income of the
community as a whole, thus creating another source of
inflation. In brief, the government can attack inflation
through the following measures:-

a) Closing the gap between Investment and Savings
by applying direct controls on private investment
and prices and by stimulating savings with public
loan campaigns and other measures.

b) Balancing the budget or producing a surplus of
current revenues over expenditures.

¢) Inflstion calls for an import surplus. But in
the event of a scarcity of foreign assets
exports can be promoted to provide the necessary
import funds.

It is not surprising that a strong inflation-



- 139 -

ary pressure was inherited from the First World War

by practically all European coun’cries.125 Although
the magnitude of the post World War I price inflation
varied greatly in the different communities, there are
few nations of whiqh it could be»said that the problem
of inflation was functionally approached and success-
fully solved. Actual inflation or the threat of it
remains, therefore, one of the major factors impeding
the progress and growth of under-developed areas.

Furthermore, the effort to increase the rate
of capital accumulation is offset by a constant pressure
to raise consumptiqn above available resources, as
occurred in Greece. The increase in the propensity to
consume that always follows great wars is the fundamental
explanation of why inflation has always been inherited
from these wars.,

As soon as the war is over, the state is
confronted with a post-war increase in consumption
(decrease in savings), while a large proportion of the
productive capacity must be turned over to the capital
goods industries. In most casés, the governments are
unable to balahce the post-war budgets as happened in

"Greece. Taxes are evaded as a rule, while the public

125 - See our Chapter 2, "The Cycle".
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bacomes unwilling to lend to the government and accept
the consumption sacrifices that lending requires.

Inflationary pressure in countries like Greece
thus tends to distort the normal price and income
structure and to divert resources from the production
of the most urgently needed goods into less essential
commodities. Moreover, it tends to raise imports and
lower exports, thereby aggravating the p;oblem of the
palance of payments which is so impo:tant for the capital-
scarce country like Greece, Finally, the real costs of
production are raised by the application of wasteful
methods or by weakening normal economic incentives.

The degree of the inflationary pressure depends
upon whether it is anticipated or not. If inflation is
anticipated then instead of having a decrease in consump-
tion, we have an encouragement to spending. Unfavourable
expectations126 always stimulate hyper-inflations as
occurred in most of the European countries during the
First énd Second World Wars.

Moreover, faith in the stability of money
always plays an important role to the extent inflation
‘is anticipated or not, and, consequently, contributes to
the success or failure of inflation as an instrument of
restricting consumption and stimulating capital accunula-~
tion.

126 - Concerning mainly the socio-economic conditions of
progress as stated in Chapter 6, Section C.
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If inflation is conceived by the government as
a method of financing economic progress by which the
system attempts in the absence of deliberate policies of
a non-inflationary nature, to reduce effective demand to
tﬁe volume of available real resources, then faith in the
economic and political environment is fundamental. 1In
countries like Greece, where the faith in the economic and
politifal situation has gradually vanished, inflation thus

conceived must always be self defeating and even disastrous.

. MOVEMENT OF PRICES AND MONEY

As emphasized in‘Part II, the Greek government
attempted to preserve the stability of the price structure
through extensive borrowing while this attempt was offset
by the simultaneous creation of money! It was also
emphasized that due to the frequent recourse to this
printing of money without any systematic application of
direct controls on production, prices were allowed to
soar. This rise in prices has filled the gap arising out
of surplus spending. Thus the scarcity did not acquire
for the wage earner}the form of a scarcity of goods but
rather of a scarcity of income. In countries where direct
controls are applied, the scarcity of goods in the systenm
is apparent. Whereas if prices rise as fast as monetary

expansion the pressure of wages acquires apparently the
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form of a scarcity in income rather than in goods.
The following table illustrates the price

experience of 1917 - 1930:

1914 = 100

1917 156 1924 1235
1918 366 - 1925 1414
1919 323 1926 1633
1920 351 1927 1790
1921 398 1928 1868
1922 636 1929 1023
1923 1181 1930 le82

Source: Annuaire Statistigue de la Grece,
1934, Athens, p. 459.

The currency circulation was as follows (in
1000 drachmas):

1914: National Bank of Greece.... 236,300
Tonian Bank Ltdeceeccoceces 6,521

Bank Of CretBecececscccccncs 5,854
248,675

1917: National Bank of Greeceé.... 670,000
Tonian Bank Ltd.cececossccee 5,840

Bank of Cret€ececececcccces 10,563

: : 686,403

1918:; National Bank of Greece....1,034,100
Tonian Bank Ltd.ceececeseee 5,679

Bank of Cret€eceacsccccccans 10,695
1,050,474
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National Bank of Greece....l1,333,200

Ionian Bank Ltd..l..'..';.. 6,575
Bank Of Crete.....l.....l.' 8997

1219:
1920: 1,425,300
l1921: 1,832,100
1922: 2,094,300
1923: 4,125,800
1924: 4,646,600
1925: 5,266,000

348,770 127

1926: 4,519,000

1927: 4,952,000

1928: 4,863,300 127
(14th May,1928)

1928: 5,445,000

1929: 5,388,000

1930; 4,895,000

Source: Annuaire Statistique, 1934, p.437

Using the 1914 currency figure as base date, we

arrive at the following circulation index:

1914 = 100
1817: 277
1918: 423
1919: 543
1920: 574
1921: 738
1922: 844
1923: 1664
source:

1924: 1873
1925: 2123
1926: 1822
1927: 1997
1928: 1960 (l4th May, 1928)
1028: 2195
1929: 2173

11930: 1971

Original.

Comparing the two indexes we have the following composite

picture of the relative movements:

127 - The issues of Ionian Bank and Bank of Crete were

withdrawn.

The National Bank continued to issue.

currency until 14th May, 1928, when this privilege
was granted to the Bank of Greece.
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Prices Circulation Prices Circulation

1914: 100 100 1923: 1181 1664
1917: 156 277 1924: 1235 1873
1918: 366 423 1925: 1414 2123
1919: 323 543 1926: 1633 1822
1920: 351 574 1927: 1790 1997
1921: 398 738 -1928: 1868 2195
1922: 636 844 1929: 1923 2173

‘ 1930: 1682 1971

We note that prices were not rising as fast as the
money flow. Only at the end of the twenties does the price
level approach close to the money index, only tb descend
after that.

In order tQ isolate the important variables of
the above experience, we may as well inﬁroduce here the well
known "quantity of exchange" equations. The use of thess
equations must not be misunderstood as adherence to what has
been called ﬁhe "erude quantity theory of money". Price
‘levels do not vary with the quantity Qf money alone. If the
money flow increases and the increment is held idle, the
velocity will fall end the price level will remain constant.
Effective demand is unchanged._.An increase in the flow of
goods could also offset the rise in monetary circulation.,

Three main explanations may be offered as to why
the price level in Greece did not rise as much as the
monetary circulation:

a) Production increased.

b) Price or other controls were established.
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¢) The velocity of circulation decreased.

Available statistics on the changes of income,
as we have mentioned on several occasions, are too
arbitrary; and the available data for savingsAstart only
after 1926. Our task, therefore, is extremely delicate.
Although the best available sources are t00 fragmentary
to permit of any comprehensive analysis,l28 from such
evidence as is available broad conclusions can be drawn.

The main objective here is to proVe that the
most important explanation of the price - circulation

movement is the decrease in velocity - in the absence of

direct controls - rather than any substantial increase
in the flow of goods.

Let Pj - Price level of period 1

P - Price level of period 2
M) - Money circulation of period 1
Mgz - Money circulation of period 2

G1Gg - Flow of goods of successive periods
ViVs - Money velocities of periods 1, 2
The quantity of exchange equations gives us the following
isolations: .
128 - The Annuaire Statistique.records the savings

figures as part of the banking liabilities in
the individual balence statements of the banks.
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P = MV, | (1) Values given:
Gl » .
\
Gy '

By subtracting (1) from (2) we have:

Py - Pllzgé MoV - M3Vy (3)

Gg Gy

Velocity figures are‘not available and as far
as the total flow of goods.is concerned we gave evidence
of a more or less steady total output during the period
1917 - 1930 in Chapter 7. We could thus state more or less

safely tnat-Gg remained steady or had a very small increase -

M,V

not enough for the 2 2 to acquire the value required for
' 2

obtaining equality of the two parts of the equation (3).

The flow of money (Mz)vwas, however, increasing. Thus, it
is more likely that the velocity of circulation was

decreasing.

129 - Except for the years 1919 and 1920 this relation-
ship is positive. But even if Pg - P} was a
negative value, the second part of the equation
hag to have a negative value also. This means that
géfz is smaller than M V1. But Mg was increasing in
1919 and 1920, which medfls that either velocity was
abnormally low during these two years or that the
flowmog goods sudden;ﬁ %ncreased sufficiently to make
the 2smaller than _é_i. This is very doubtful

particularly because oflthe military situation.
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Velocity is a ratio of a flow to a stock.
In the absence of sufficient national income accounting,
the attempt to measure the velocity of currency is
doomed to failure. Some indications though can be
bbtained of the velocity of the bank deposits (V') and
assumne that the currency velocity moves in the same
direction or remains constant.

The evidence at our disposal, fragmentery as
it is, prbduces the following series:-

V' - Bank clearings
Bank deposits

Al 'R

1926 0,60 1929 0,50
1927 0.55 1930 0.33
1928 0.515 1931 0.31

Source: The values for clearings: Annuaire
Statistique, 1934, op.cit., p.291,
Deposits in "Bank Liabilities",
op.cit., p.293.

Thus, the decrease in velocity of circulation - assuming
that the currency velocity moved in the same direction
or remained constant - was likely enough alone to keep
the price lével below the level of monetary circulation

without any increase in the flow of goods.
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CHAPTER 9

RECONSIDERATION

T v W W Gume e e s W S WA e e e e

The necessary basic conditions for any anti-
inflationary policy in Greece at this time were that at
the existing level of prices the expenditures on capital
account ~ government, private and additions to inventories -
must not exceed the volume of available savings. These
mein conditions obviously open the road of approach to the
problem stated in Section A of Chapter 8. They naturally
imply monetary stability and qonsequently the re-establish-
ment of the budgetary balance.

The doctrinal limitations of the fiscal objectives,
the substantial ignorance of the functional relationships
of the systems, and the method of financing the historical
occurrences produced the discussed movement of prices and
currency. For the purpose of this chapter, we sum up the
resl causes of the continuous inflationary pressure during
the period 1917 - 1930:

a) ZExcessive expenditure in relation to revenue.

b) Reduced propensity to save (increase in the
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propensity to consume) by the public and
deterioration of the per capita productivity.

c) Increase in effective demand accumulated during
the War and further stimulated by large consumers
subsidies which tended to increase income by the
full extent of the outlays.

d) Large expenditures needed for immediate relief
purposes.

e) The irrational methods of financing deficits Dby
foreign borrowing and the simultaneous oreation
of money with all the implications discussed in
detail in thé relevant chapters.

f£) Hoarding of commodities as financial security
agalnst the diminishing confidence in currency
(gold sovereigns., foreign currencies, subsist-
ence commodities). This hoarding was either
spaculative or a means of preserving the real
value of savings out of income or the real value
of deprecigtion out of the existing capitel

investment.

A. THE INVESTMENT-SAVINGS GAP.

As we have mentioned, the establishment of any

anti-inflationary policy in Greece implied monetary
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stability, whichiin turn required the re~establishment of
- the budgetary balance. But the main cessation of deficit
spending by the government might not have been sufficient
to eliminate the aggregate investment;savings gap. This
gap could be closed either by inducing a greater volume of
savings or by controlling private investment. |

A policy of l1ncreasing voluntary savings should
have been established. The problem is complicated by the
fact that with the gradual depreciation of currency the
voluntary savings ofvthe Greek'public became smaller in
real terms. Thus a drastic system of forced sévings and
direct cohtro1s would have been appropriate to fill the
investment-savings gap.

However, the problem of increasing voluntary
savings was important not only as a short run objective.
Any development program requires a sufficient volume of
savings to be carried out. No policy of encouraging
voluntary savings has ever been conceived in Greecs.
Conditions for any prograﬁ to this effect as well as
suggestions for its sucdess are set out below,

The basic encouragement to voluntary savings is
the saver's désire’for security from insolvency and risks.
inflationary methods of financing deprive savers of a

portioh of the real value of their savings, unless they
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hold their savings in the form of gold, foreign exchénge
and subsistence commodities. The saver must thus be
offered every possible guarantee that no inflation will
ocecur.,

One of the most important stimulants to saving
in under-developed counﬁries like Greece is the encourage-
ment of reinvestment of busingss profits. But there is a
danger that profits tend to be ﬁrimarily reinvested in the
same or closely associated line of economic activities as
has occurred in Greece. Unbalanced development and mono-
polistic situations~are thus promoted.

| The loss Qf faith in Greek currency caused a

hoarding of commodities . highly undesirable in form.
Apart from the avoidance of inflationary pressure, a proper
fiscal policy by the Greek government could have diverted
these savings into productive use by granting tax privileges
on income from savings held in useful form. Direct controls
to preVent credit institutions from diverting proportion of
their funds into speculative transactions would have been
useful in promoting voluntary savings and increasing the
funds available for reconstruction and development.

Moreover, direct controls on investment might have
‘been appropriate owing to the extent of the increase in the

price level. Because of the lack of national income account-
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ing for the period 1917-1930, we cannot substantiate the
necessity for controls, |

| One other reason made the use of direct controls
advisable in the early twenties. They could have been
employed for allocating écarce resources to essential invest-
ment; for directing lébour into desired projects or for
reducing the demand for resources ,-- which demand competed

with economic development..

- The application of a policy closing the investment-
savings gap as outlined above was completely absent. There
were a few applipgtions by the Greek government of some of
the methods outlined aboveldirectedvtowards restricting
consumption and encouraging imports, but these were purely
accidental. As,wevhave repeatediy pdinted out, no system-
atic scheme and hiérarchyof heeds was established concerning
the growth of éépital during the early period after the
First World War.

As a matter of fact, the chronic trouble with

modern Greek finances has always been that on no occasion

did the responsible administration plan in advance the

hierarchy by which the process of capital accumulation

could be stimulated. The savings part of the problem was

completely neglected; "dead-weight'" loans were contracted
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and it was never thought to use these funds to increase
capital accumulation at a rate that could enable ﬁhe
country to acquire a higher standard of living. The
vicious circle of the circularity of the productive process
was never broken and the poverty of the Greek peasant still
remains a cause as well as a result of the low level of

human productivity.

B. THE BUDGETARY GAP.

- Budgetary policy exercises an important influence
on reponstrugtion and economic development. The objective
should not be merely that of balancing the expenditures
with revenues as the substantial approach reduires. Thus
the re-establishment of the budgetary balance, one of the
main conditions for monetary{stability, has to take into
account the function of the Variables in the system. Thé
objectives, thus concgived, mayvbe summarized as follows:

a) Budgetafy policy must be used to counteract the
inflationary pressure arising from reconstruction
and economic development by reducing the overall
effective demand. The Greek fiscai policy of the
period 1917 - 1930, described in Part II, was
exactly the opposite - effective demand was contin-

uously created through the various relief and
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pension programs. If budgetary pqlicy could
have reduced the overall effective demand,
satisfactory conditions would have been estab-
lished in whiqh anti-inflationary methods of
finance Such as gncouraging voluntary savings
and foreign capital might have been.employed.

b) Taxation may release resources for reconstruction
and development by Qurbing consumption and un-
essential investment.

¢) PFiscal poiicy must be employed as a combination
’of'positive inducement for investment as well as
discouragement of undesirable investment. This
ijective can be achieved by granting appropriate
tax exemptions and differéntial rates of taxation.

d) TFiscal policy may promote such objectives as
changes in income distribution by establishing a

flexible system of progressive taxation.

Budggtary balance was conceived in Greece as a
problem per se, as stated on several occasions. Thus
the iny attempt of the government during 1917 - 1930
commensurate with the summary of objectives given above
was to promote, allegedly, phanges in income distribution

by estagblishing a system of progressive taxation. The
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results were negligible due to the size and structure
of Greek foreign debt. No functional conception is
associated however, with this attempt. The tax legis-
lation recorded in Section B of Chapter 5 was forced
into existence rather by accident than by desire.

EqualizationAof 1ncome distribution or rather
of the ecdnomic surplus”; difference between total pro-
duction and production needed for physical replacement
of the factors Qf production - depends upon the quantity
of this surplus; upon economic progress itself. It was
irrelevant, therefore, to establish a policy that
corrected inequalities in the distributive shares when
nothing was done towards increasing the distributable
share available.

Moreover, non-monetary transactions in the
agriculﬁural sector of the Greek economy created condi-
tions in which proportion of’tha Greek national output
never reached the market at all. Income taxation was
desirable but also extremely difficult to administer.
Accordingly, indirect taxaﬁion occupied a more important
place in the overall structure as we mentioned in
Chapter 5. The taxes mentioned in that Chapter were
never_éonceived as means for financing development and

reconstruction. Revenues that could have been used for
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this purposse inclgde revenues from taxation on incomse,
taxation on essential imports, on property, profit and
a wide range of others. _

No attempt was made to use the budget as a
weapon of discrimination betwean different types 6f
investment, a policy so important for under-developed
areds like Greece. Taxation was not used to set free
productive resources; it was used as a source of
financing foreign capital used mainly in balancing the
budget. These budgetary deficits as we have‘seen,,were
due to the excessive requirements for war and post-war
relief. This rise in government expenditure due to the
known historical necessities and the deficit spending
thereof, resulted in an increase of 28% in the national
debt, according to the.evidence presented in Chapters 4
and 5. These funds were used mainly for balancing
budgetary deficits and the terms of their supply were so
unfavourable that domestic taxation ceased to be of any
functional importance for reconstruction and development.
When taxation absorbs résources_which would otherwise

have been saved voluntarily, as during the period of

repayment, it makes no net addition to the financing of
economic development,

Import duties and fiscal monopolies were imposed

in Greece for revenue purposes only. Instead of being
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used as possible sﬁbsidies to develop:-oprojects or
finance development without budgetary deficits they |
were entirely consumed in the service of foreign loans.
Coupled with domestic controls these import duties
should have been imposed for the sole purpose of reducing
the importation‘of consumption goods. The imposition of
imp9£t ﬁh£ies without domestic price controls or other
anti:inflationary methodsvmay result, as they did in
Greece, in a mere substitution of home produced goods
for impqrted consumption goods without suppressing
consumption.

Because in Greece a large proportion of the
higher incomes tends to be spenﬁ on imported luxuries,
an organized import tariff system should have been
conceived as a substitute for or as an addition to the
progressive income tax which, although desirable,'was
exﬁ:eme;y difficult to administer due to the non-monetary
transactions mentioned above.

It is notable, however, that compared with
other European co@ntries,_the real volume of overall
taxation invGreecgywas not allowed to sink to low levels
in the course of the inflationary process. On the
contrary, it was fairly well maintained. As a matter

of fact, we must recall that whereas in 1915 the per
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capita revenue was U.S. $7.15, in 1925 it was U.S. $12.00,
approximately.

It may be assumed, moreover, that the inflation-
ary gap of the Greek budget greated by public expenditures
was even gréater than the figures of Chapters 4 and S
would indicate. Tax revenues were invmany cases kept up
by extraordinary levies - Capital Levy 1923 -’whieh the
taxpayer does notvrggard as a reduction of_his spendable
income and which may not, therefore, cut down consumer
expenditure in the same way as recurrent taxes. Expend-
itures, on the othgr hand, include‘large outlays on
subsidies which tend to increase spendable income by

the full extent of the outlays.

C. THE EXPORT-IMPORT GAP.

The first step of reconstruction is always a
relief scheme that will provide the neceésary materials
for the capital accumulation process. Raw materials and
foodstuffs must be brought into the country from the
rest of the world in order to build up the capital required
for a longQrun export policy.

Thus the fgnction of imports in the process of
reconstruction acquires particular importance, Imports

must be financed by either foreign assets or by funds
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obtained from exports. ZExport surpluses involve a
reduction in consumption, since;the goods thus exported
are withdrewn from domestic consumption. This creates
inflationary pressure on prices, which have to be
controlled. |

In Greece, per capita imports were much above
per capita gxports during the entiré period 1917-1930.
Owing to the more or less steady agricultural output and
the increase in population_the pressure of subsistence
goods on the balance of payments was steadily increasing.

Insteadvof encouraging an expansion of
production Qf such goods by importing the physical
capital‘required while reducing home consumption, the
Greek goverament financed imports by.using 5.8 per cent
only qf‘the foreign loans contracted. Sound policy
aiming at reconstruction and economic growth requires
the establishment of a priority scheme in imports. The
soundness of a foreign loan is considered only according
to the extent to which it ocreates sufficient exporting
power to pay the interest plus the capital borrowed.

The foreign loans contracted by Greece should
have been thus coanfined after the emergency period of
relief to the expansiqn of prqduction of primary

commodities. Instead, they were used mainly to satisfy
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government consumption wants. 30.96 per cent of the

foreign loans contracted after 1923 were actually used

in public investment, creating thus another source of
inflation while their positive effects on production
were very doubtful: no priority scheme was incorporated
in the policy of the period and output remained the
same.

In the absence of any foreign aasets the
domestic financing of imports needed for regonstruction
and develoPment could have been achieved in Greece by
the following methods:

a) Increase in exports of particular commodities
by an axpanaion of the production of these
commodities.

b) Increase in’the vaiue of expprted goods by
further processing, improving in gquality,
standardization, blending and packing. Greek
export goods are particularly suitable to this
method of increasing their value.

¢) Export of types of commodities not previously
exported.

d) Expending the "invisible exports" - the services
in connection with foreign trade such as banking,
jnsurance - as well as the encouragement of

Greek shipping industries.
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The value of féreign trade generally as a
method of financing economic reconstruction and growth
is considerably reduced by the wild price fluctuations
to which many primary materials exported by capital
scarce countries like Greece are subject. Export
surpluses therefore were difficu;t to attain, however,
there was an imperative necessity to increase exports

in order to fill gradually the import-export gap.
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This brings our enquiry into the economic
policy of the era‘to an end. Sufficient evidence has
been given of the fallacies of Greek policy and
suggestions made of the correct approach. ’

It is not possible to summarize here the
lessons of this period. Neither is it necessary.
From the analysis of each episode or situation the
lessons emerge by themselves. Nor is it helpful to
tie these lessons together in a series'of generalizations
and normative cqnclusiong.v If We“FrY“PQ ;nteg;ateﬂthg
les;ons from each episode of our analysis, we shall be
kept wondering what to include.

Our ex posteriorijudgment_qf‘government policy

has not inspired confidence in'the economists and the
political parties of that time. But it was not their
fault: _"Economists in the early twenties wrote of

current events as meteorologists wrote of sun and rain”
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says W. A, Lewis.lso

Forecasting was considered as
beyond human control and the economic system was left
to function by itself.

One of the outstanding lessons of our
analysis is that governments cannot sacrifice the welfare
of nations by remaining indifferent to the course of
economic events. Intelligent and positive action is
needed. Fortunately, economic and weather forecasting
developed side by side and governments now have at
their diéposal an ever increasing array of analytical
tools that only prove therse has never been a magic
formula guiding the welfare of nations.

As we enter the international scientifie
horizon of the thirties, the Smithian "invisible hand"®
and the autoﬁaticity of the natural order fade away
into the distant past.‘ And yet this world is not as
distant‘as'it seems; elements of the "meteorological"
econémics still are estab;ished in Greece. The author,
like thé everyday citizen, wonders whether Greek
'academic economiqs is not really the greatest hindrance
to the prosperity of the nation. Ignorance could be
excused in the early twenties, but tnereAis no excuse

150 - W. A, Lewis, Economic Survey, London, Allen &
Unwin, 1949, p.l199.
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today in the early fifties/for the use of Adam
Smitht's "invisible hand"® tb guide the welfare of
the Greek nation - invested with all the implica-
tions that an exaggerated "mystical" touch can

produce.
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APPENDIX
GENERAL STATISTICAL DATA

(Source: Annuaire Statistigue, 1938,
in the relevant Chapters)

a) Geological Formation.

Greece occupies the south-east extremety of
Europe in the Balkan Peninsula. The land was part of the
bed of the sea that covered that section of Europe during
the geological centuries that preceded the cainozoique;
it emerged during the Alpic earth displacements. The
extensive geological ruptures that followed are accounted
for the finsl form of the Hellenic territory and for its
horizontal and vertical articulation.

A remarkable concentration of minerals was
generated by the‘mechanical‘and chemical phenomena that
took place during the geological formation of the Greek
land.

b) Geography.

Greece is actually separated from its neighbour-
ing countries by a total of 1.180,6 kilometers or 734,4
miles (ratio 1000 : 1609). Since 1923, her territory has
a total surface of 130.199 square kilometers or 50.273
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sq. miles (ratio 1 : 2.59). 82.3% of this surface
corresponds to the continental territory while the
remaining 17.7% to the islands.

¢) Territorial Evolution.

| The London protocol signed February 3, 1830,
recognized the independenpe of the modern Greek state,
while by virtue of the Treaty of Constentinople (9th
Juiy 1832) the frontiers of the nation were definitely
fixed. The surfacé oécupied then by the Greek state
was 47.516 square kilometers and the country was composed
of the area of central Greece, the Peloponese Peninsula,
the Island of Eubea; the Cyclades and other smaller
islands.

In 1864, by virtue of the London Treaty the
Ionian Islands were annexed. Thessalia and Arta (north-
western Greece) were annexed by virtue of the Constant-
inople Convention of 1881.

In 1897, smallﬂmgdification was effected to
the northern frpntiers by the return’to Turkgy of 395
séuare kilometers (Treaty of Constantinople).

To the above territories the London and
Bucharest Treaties of 1913 added Macedonia (the largest
and most fertile northern province of modern Greece),

Epirus (north-west part of Greece) and the big island
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of Crete, while the islands near Asia Minor were
annexed by virtue of the arbitrary decision of the Six
Big Powers in 1914.

After World War I, the expansion of the
Hellenic frontiers continued. The Neuilly Treaty of
1919 gave a small part of Devikli territory to Greece,
while Eastern as well as Western Thrace were given to
Greece by virtue of the Treaty of Sevres (1920).

Finally Greece lost to Turkey the territory
of Eastern Thrace (Lausanne Treaty 1923) as well as
the islands of Imbros and Tenedos.

The following table shows the territorial

evolution of Greece:

1. Initial surface after

Independence (1832) 47.516 square kilometers
2, Territory of Ionian Islands

annexed in 1864 2.695 " "
3. Thessalia and Arta (1881) 13,995 " "

4. Territory after session of
295 sq.kilometers to Turkey

: (1897) 63,211 " "
5., Territories annexed after the '

Balkan Wars (1913) 58,583 " "
6. Annexes after World War I 29.039 " "

150.833 square kilometers

7. Territory lost to Turkey
(Eastern Thrace, Imbros, :
Tenedos, 1923) 20.634 " "

130,199 square kilometers
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The composition of the Hellenic state

immediately after the Lausanne Treaty is given below:

Central Greece and Eubea 24.995.8 sq. kil.
Peloponese 22.,282.8
Cyclade Islands 2.580.2
Ionian Islsands 1.921.5
Thessalia 13.334.4
Macedonia 34.892.8
Eperus 9.351.0
Crete ‘ 8.286.7
Islands of the Aegean Sea 3.847.9
Thrace 8.706.3
130.199.4

d) Evolution of Population.

The annexation of newvterritories combined
with the natural grpwth expanded the population‘of the
poqntry. The‘densipy increased from 19.76 inhabitants
per square kilometer to 41;64 in 1907. In 1920 the
ratio decreased to 36.67: The cause: annexation of
new areas (Thrace?, eastern and western) somehow'.under-
populated. In 1923 the main part of this newly acquired
territory was lostrto Turkey, and in 1923 after the
Treaty of Lausanne,vthe Hellenic population amounted to

6,077,000. The density ratio was 46.67.
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