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Introduction

This study aims to give a systematic presentation and interpretation of the performance of Greek capitalism over the last forty years (1964-2004), with particular emphasis on the period between 1996 and 2004. During this recent period, the record shows a conspicuous tendency towards reversal of the low and declining performance levels revealed by the economic indices during the preceding periods, 1974-79 and 1980-95, presaging a renewed narrowing of the gap separating Greece from the more developed countries of the European Union. 

To examine the performance of the Greek economy and establish a corresponding sequencing of historical development phases we employed a series of indices that we had already introduced in our earlier studies (Milios and Ioakimoglou 1990, Milios 1995). In this sense the present study constitutes a critical appraisal and updating of that older analysis to cover the last fifteen years. 

The central index in our analysis is the evolution of the profitability of fixed capital in the entrepreneurial sector of the Greek economy, with the corresponding evolution of the economic variables determining it (apparent labour productivity, ‘productivity’ of capital, capital intensity, etc. [see below for details]). 
The methodological basis of our analysis in this sense derives from a problematic convergent with that in similar studies of European Union countries or other countries of the developed capitalist world (Busch 1987, Duménil and Lévy 1993, Shaikh and Tonak 1994, Duménil and Lévy 2002, Mohun 2005). The methodology we adopt is nevertheless not absolutely to be equated with the corresponding methodology of any of those studies.

Before proceeding, we shall summarize some of our older conclusions in relation to the social and economic prerequisites for capitalist development in Greece during the post-war period, and the characteristics of the Greek economy in the first two post-war decades. We then propose to present the indices for capitalist accumulation and economic growth on which investigations of Greek capitalism have been based for the last forty years. Then, from the evolution of the indices we shall on the one hand undertake a sequencing of the process of capitalist accumulation and economic growth in the Greek economy, on the other attempt to identify the factors determining its developmental tendencies. Particular attention will be paid in this context to features of the current economic phase. The last section of the article will record our basic conclusions.

2. Post-war economic growth: (a) prerequisites for it (b) its initial phases

The post-war development of Greek capitalism took place on the basis of a series of social transformations and other international political factors that had been consummated, or were being foreshadowed, at the close of World War II (for what follows see Babanasis – Soulas 1976, and Milios 2000): 

a) The disintegration of pre-capitalist modes of production, whether those associated with the ‘ancien regime’ prior to the establishment of the Greek state or those inherited by the Greek social formation as a result of annexation of new territories (1863 Ionian Islands; 1881 Thessaly; 1912-13 Epirus, Macedonia; 1919 Eastern Macedonia, Western Thrace). The agrarian reform that was enacted in 1917 and implemented after the Asia Minor Disaster gradually effaced all productive relations deviating from the capitalist mode of production and/or from the form of simple commodity production ‘positively’ connected with capitalism. 
b) The end of the historical phase of territorial expansion of the Greek state (and capital) in the region of the Balkans and the Eastern Mediterranean: The Asia Minor Disaster put an end to the territorial expansionism, which for the entire preceding century had functioned as permanent strategic horizon for the Greek state. This expansionism, which was underwritten by the hegemonic economic position of Greek capital, and by extension Greek minorities, in the wider region of the Balkans and the Eastern Mediterranean, nevertheless had an inhibiting effect on the rates of capital accumulation inside the Greek state, by contrast favouring the ‘internationalized’ sectors of Greek capital (e.g. shipping). After the Asia Minor Disaster and the ensuing exchange of populations, Greek capitalism entered a new phase of ‘national homogenization’ and consolidation, achieving – by international standards – extremely high rates of economic growth.

c) The Second World War and the division of Europe into two politico-military blocs are finally to be rated among the primary conditions for linkage of Greek capitalism to the processes of accelerated economic development and internationalization of capital taking place within the capitalist states of the West.

The first post-war period of the Greek economy, from 1945 to 1961, might be characterized as the ‘phase of capitalist stabilization’, i.e. the phase of stabilization not only of the social regime, by virtue of the outcome of the civil war, but also stabilization of the rate of capitalist development and expansion.
Within the phase of ‘capitalist stabilization’ the following distinct periods are to be discerned: 

a) The period of ‘recovery’, 1945-1950, dominated by reconstruction of the productive installations and infrastructures destroyed in the war, and by population movements and realignments. To an extent the ‘recovery’ (of Greek capitalism) was financed by capital imported from abroad in the form of ‘American aid’ (non-military ‘aid’ up to 1951 amounted to 1,992 million dollars, around 27% of which was earmarked to cover the deficits in the state budget and 35% to fund infrastructural works). Owing to the civil war conditions, Greek ‘recovery’ was relatively delayed by comparison with the corresponding process in other European countries that had been affected by the war. It took until 1950 for Greek industrial production to reach the levels of 1939, whereas by 1949 industrial production in France and Britain was 123% of the production levels for 1939, and Italy 104%. Only German ‘recovery’ was slower (by 1950 83% of 1939 production levels), precisely because of the exceptionally extensive damage suffered by the country during the war.

b) Following the period of ‘recovery’ a phase of economic crisis, in 1951-2, characterized by a downturn in industrial production, with a simultaneous crisis in the balance of payments on account of a drastic reduction, at this time, of capital inflows, both in the form of ‘American aid’ and in the form of war reparations.

The crisis of the 1951-2 period prompted the Greek state to embark on a new economic strategy aimed at a more comprehensive incorporation of Greek capitalism into the international market (50% devaluation of the drachma against the dollar in 1953, measures for liberalization of foreign trade, a campaign to attract foreign capital through Law 2687/53).

c) As early as 1953 Greek capitalism was entering a period of accelerated growth, with economic interventionism by the state continuing to play a decisive role (infrastructural works, state investments in industries of ‘national significance’ – power generation, sugar, fertilizers). 1953-61 could be described schematically as a ‘period of state-sponsored growth’. 

The annual rate of increase of Greek GNP in the period between 1952 and 1961 was 5.7%, making Greece one of the highest-rating performers among the OECD member-countries. (Throughout this period the annual rate of increase of industrial production was always over 8%): By way of international comparisons, the annual rate of increase of GNP in Greece in the 1952-61 period was higher than the corresponding rates for Italy (5.6%), France (4.56%), Britain (2.64%) and the USA (2.51%), but lower than those for Japan (7.73%) and Germany (7.70%).

The falling tendency in rates of economic growth towards the end of the 1950s, the deterioration in the trade balance after 1955, the very meagre results when measured against the size of the foreign capital inflow and finally the crisis in the Greek economy that emerged in 1961-62, all contributed to a subsequent significant new reorientation in the Greek state’s economic strategy, based on two axes:

1. ‘Exit into the international market’ corresponding to the already evolving process of Western European economic integration and culminating in affiliation with the EEC in 1962.

2. A ‘turn to private initiative’ implemented through increasing state credits to industry and systematizing and strengthening legislation on incentives, tax exemptions and subsidies to private capital (e.g. laws 4002/1959 and 4171/1961).

d) From 1962 onwards Greek capitalism underwent a developmental leap: it was in the decade that followed that the most important structural transformations, both in the Greek economy as a whole and in industry and the broader entrepreneurial sector of the economy, were implemented. At the same time there was a significant upgrading of the position of Greek capitalism in the international market, with a restructuring of the country’s external economic relations (a radical reform of export policy to the advantage of industrial products, an influx of industrial capital from abroad paralleling the processes of internationalization of capital taking place in the rest of Western Europe.) 

In the period between 1962 and 1973 the growth rate of the Greek economy surpassed that of the other OECD countries (with the exception of Japan and Spain) with the rate of inflation by contrast fluctuating at levels clearly lower than the average for Western countries.

e) The developmental leap was interrupted by the crisis of 1974. The 1975-79 period was characterized by lower growth rates than the previous period between 1962 and 1973. At the same time there were evident symptoms (high levels of inflation, unemployment, etc.) of capitalist crisis internationally, with all the traits of a crisis of capital overaccumulation. (Milios-Ioakimoglou 1990, Ioakimoglou-Milios 1993, Milios 2000.) The 1975-79 period can thus be seen as preparation for subsequent demonstration of the liquidatory functions of crisis. Nevertheless there are good reasons for including this period too in the long post-war phase of actual convergence of the Greek economy with the more developed economies of Western Europe, as the rate of economic growth continued to be clearly higher than the corresponding growth rate for other European countries.

The factors conditioning the performance of the Greek economy in this period, as indeed in the two following periods (1980-1995 a period of crisis par excellence and 1996-2004, a phase of recovery) will be examined more closely in the sections to follow, on the basis of the indices of capital accumulation and economic growth. 
4. Evolution of the indices of capital accumulation and economic growth

4.1. The content and the significance of the indices.

The indices whose evolution we will outline below are as follows
:

·  The annual Net Domestic Product (Υ = NDPmp) in market prices (net value added calculated as the difference between the Gross Domestic Product and the consumption of fixed capital).

·  Alternatively we could cite the Gross Domestic Product (ΥG = GDPmp) and its rate of change, given that it conveys the same picture as the rate of change of Y. During the entire period under examination, the ratio between Net and Gross Product remained more or less stable (=0.92), with the changes in most indices showing up as the same irrespective of whether Net or Gross Product was utilized.

·  The ‘marginal productivity of capital’, which is ratio of the change (ΔΥ) in the Net Domestic Product in real time [i.e. by comparison with the Net Domestic Product of the preceding period: e.g. (ΔΥ)1987 = Υ1987 -Υ1986], divided by the net fixed capital investments (I) for the period (ΔΥ/Ι = [Υ1-Y0]/I1). What we are referring to in other words is the additional product generated per unit of new investment. Alternatively it is possible to use the index ΔΥG/ΙG (the ratio of the change in Gross Domestic Product divided by gross investments), which varies in accordance with the ‘marginal productivity’ of the capital, ΔY/I. 

· The investment share Ι/Υ, which is the ratio of the net fixed investments of a period, Ι, divided by the Net Domestic Product (Κ.Ε.Π.τα), produced during the same period. Alternatively, the developmental tendency of the index can be demonstrated from the ratio ΙG/ΥG of gross investments to Gross Domestic Product.

·  The ‘productivity of capital’, i.e. the ratio between product and capital, Y/K, whose developmental tendency is alternatively derivable from the ratio ΥG/Κ. For the business sector, Y or correspondingly ΥG, is the net or correspondingly the gross value added and K the capital stock of the economy.

· The rate of accumulation of capital Ι/Κ, i.e. the ratio of net investment to capital stock.

· The income share accruing to labour or proportion of net product accounted for by salaries, L/Y, where L is the total sum of salaries in the business sector of the economy (including the compensation of the self-employed, in case that under investigation is the economy as a whole).

· Apparent labour productivity, Υ/Ν, where N is the total quantity of labour (or alternatively the total number of full time employees).

· Fixed capital intensity, i.e. the ratio Κ/Ν.

· The rate of replacement of labour by capital, i.e. the ratio Δ(Κ/Ν)/Δt.

· The rentability of fixed capital, or the index of profitability, which is conveyed by the formula:.

 R = (Y-L)/K  


(1)

where Υ is net product, L total salaries and K capital stock.

Dividing numerator and denominator by Y, ratio (1) becomes:

 R = [1 - (L/Y)][Y/K] 

(2).
The productivity of fixed capital, R, is thus the product of the share accruing to capital [1-(L/Y)] and the ratio between product and capital [Y/K] (‘productivity of capital’).

The profit share [1 – (L/Y)] increases in proportion to the decrease in the labour share (L/Y). The evolution of the latter does not however depend only (or even primarily, as we shall see) on the level of salaries. If N is the total number of employees (working hours), then we have: 
 L/Y = (L/N)/(Y/N) 

(3). 
The labour share, L/Y, is thus the quotient of the average wage, (L/N), divided by apparent labour productivity (net product per employee), (Y/N).

Similarly, ‘productivity of capital’ is the quotient of labour productivity divided by capital intensity. 

Υ/Κ = (Υ/Ν)/(Κ/Ν) 

(4).

The ‘productivity of capital’ thus depends, positively, on productivity of labour and negatively on average wage and capital intensity.

· Also highlighted are the rate of inflation; variation in domestic demand in fixed prices in comparison to variation in demand in the 22 developed countries of the OECD, and the rate of inflation over the entire forty years under examination.
4.2. Evolution in real time of the indices of productivity and sequencing of Greek economic development (1964-2004)

The evolution of the most important of the above indices is represented in the form of graphs in Diagrams 1-15.

Diagram 1 shows the evolution of the annual rate of change in the Gross Domestic Product in market prices. The broken curve shows the evolution per triennium in average figures for Gross Domestic Product. Even from this diagram some conclusions may be drawn concerning the periods of economic growth in Greece: 1962 and to a lesser extent 1967 were years with a lower growth rate. 1974 shows the sharpest reduction in Gross Domestic Product in the entire period under examination. Nevertheless, following the phase of high growth rates between 1961 and 1973, the rate of change in GDP while generally falling remains at relatively high levels until 1979. From 1980 onwards the economy enters into a protracted low-performance phase, with virtually zero, and even negative, growth rates in GDP. A tendency away from these lower rates of growth in GDP can be seen from the end of the 1980s, but only in the mid nineties do steadily increasing and relatively high rates of growth become established. As may be seen in Diagram 1, the maintenance of economic growth at high levels has been conducive to the emergence of a clearly discernible long-term upward trend.

 From Diagram 2 it is evident that the whole period from 1973 to 1995 was one of high inflation. By contrast, the high growth rates of the preceding period (1961-72), and the period we are now traversing (1996 to the present) coincided with low rates of change in prices. Inflation in Greece has stabilized at levels of 3%-4% and the reason that there are still public deficits, generally speaking, leaving out of account the conjunctural factor of the Olympic Games, is not because of current public sector expenditures but because of interest payments being made from the public to the private sector (in other words, primary surpluses have become the rule). Even after the revision of the figures for the financial deficit, their being high does not have to be perceived as a very negative element, unless these deficits are judged on the basis of the purely formal and arbitrary criterion (-3%) of the European Union Stabilization Pact. 
Characteristic also of the growth phases of the Greek economy is Diagram 3, which shows the evolution in real time of gross investments as a percentage of GDP (ΙG/ΥG). We see that the strong upward trend of the index in the 1961-73 period gives way to a static period at high prices, 1974-84, followed by the period of rapid decline in the index from 1985 to 1997. Nevertheless, from 1998 onwards there is an upturn in the long-term trend in investments as a proportion of GDP. This is a situation very different from the European Union average, where no other such signs of recovery are visible. 

The improvement in the investment performance in Greece has continued for a number of successive years, such that it will have to be seen as pointing towards more permanent changes in the Greek economy. Increased investments in mechanical equipment are an indication of very significant renewal of the productive system, as the new mechanical equipment introduces new technologies into the productive processes, in this way increasing labour productivity and the profitability of capital. The performance of the Greek economy in the years 1996-2004, employing the criterion of rate of increase of investment in mechanical equipment, puts Greece in first place among the countries of the European Union, and indeed by a long way. In terms both of change in real time of the rate of increase in GDP and growth in the share of invested capital, it can be seen that both the period 1961-73 and the period 1996-2004 constitute a phase of real convergence (i.e. bridging of the developmental gap) of the Greek economy with the other more developed economies of the EU.
This conclusion is further reinforced by Diagram 4, which shows the changes in labour productivity in Greece and in the 15 countries of the European Union prior to the expansion (EU-15). After the spectacular more-than-decade-long fall from high levels of 9%-10% in the 1960-74 period to virtually zero average performance in the years between 1982 and 1995, labour productivity picked up again and a clear rising tendency became evident, lasting for eight years. The driving force behind this increase in labour productivity was, as indicated, a rapid increase of fixed capital investments, particularly investments in mechanical equipment (which thus comes to account for an increasing proportion of overall investment). Nevertheless, the increases in productivity include quite a powerful cyclical component: acceleration of economic growth in Greece, as in all the other developed countries, is usually attended by large increases in labour productivity. Increases in productivity are also likely to prove conjunctural, or at least partly so, that is to say reversible in the course of the economic downturn, on account of the cyclical element contained in them.

The picture of high rates of growth and technological restructuring in the Greek economy following a ‘long wave’ of economic downturn is further supplemented in Diagram 5, which shows the evolution in real time of domestic demand in comparison with the evolution of demand in 22 member countries of the OECD. An acceleration in domestic demand is observable in and after 1996, continuing until the present day.

From comparison of the evolution in demand in Greece with that in 22 of the world’s most developed countries it becomes evident that this variable increased at a particularly high rate by international standards. Increase in domestic demand made a significant contribution to increase of fixed capital investments in (by virtue of the effects of the accelerator) and was sufficiently large to more than compensate for the negative effects of foreign demand linked to deterioration in the balance of trade in goods and services (see below). The increase in domestic demand, it seems, was not the result of demand management policy, that is to say a policy aimed at full deployment of productive potential – without this triggering a revival of inflationary pressures – but emerged as a side-effect of the influx of Community funding, of public construction works connected to the preparation for the Olympic Games, as well as from a small but tangible rise in real wages. 

Diagram 6 shows the evolution of the index ΔΥG/ΙG (the ratio of the change in GDP divided by gross investments), reflecting the evolution of the ‘marginal productivity of capital’, ΔΥ/Ι. Particularly pronounced is the fall in this index after 1968, until 1987. There is an evident rising tendency in the index from 1988 onwards, becoming particularly notable in and after 1998 period. Henceforth it contributes to the increase in the ‘productivity of capital’, Υ/Κ.

Diagram 7 shows the evolution over time of ‘productivity of capital’, Υ/Κ, an index which, as we have seen, has a decisive effect on capital efficiency (profitability). The index remains at high levels until 1973, subsequently undergoing a precipitate fall until 1993, when it stabilizes and even shows a slight upward trend.
 We shall see below that the effect of this reversal in the downward course of the capital rentability index in the economy is by no means negligible. 

As we have already noted, the ‘productivity of capital’, Υ/Κ, derives from the ratio of labour productivity, Υ/Ν, divided by capital intensity, Κ/Ν. 

 Diagram 8 shows the evolution in real time of these two indices. It emerges that while capital intensity steadily increases during the period under examination, the productivity of labour undergoes significant fluctuations and is in fact the element setting the trend for ‘productivity of capital’: During the two historical periods of 1961-73 and 1993-2004, when labour productivity was increasing faster than capital intensity, ‘productivity of capital’ was rising; while during the long period of crisis between 1974 and 1993, when labour productivity remained stationary or increased at a lower rate than capital intensity, ‘productivity of capital’ declined. 
To put it another way, when the technological innovations introduced into production to increase productiveness also bring about an increase in capital intensity (K/N), at rates equal to or higher than the rates of increase in productivity of labour (Y/N), then the product/capital ratio remains stationary or undergoes a corresponding decline, with negative consequences for capital rentability (R). 

Because the product/capital ratio (‘productivity of capital’) is a significant index in interpreting the economic performance of the economy, we should perhaps devote some further time to investigating it. The rise in the index, as we have argued, illustrates the fact that the amount of fixed capital required to produce a unit of the product is decreasing, or even that increases in labour productivity more than counterbalance the average increase in capital intensity, that is to say in replacement of labour by capital
. Thus, increase in the ‘productivity of capital’ is an index of efficiency in deployment of capital. It falls when capital intensity increases, i.e. when labour is replaced by capital. Nevertheless, if this substitution brings about an even rapider increase in labour productivity, then by comparison with the substitution there has been a greater increase in ‘productivity of capital.’ The same applies when there is more effective deployment of fixed capital, either through increase in the level of utilization of the productive potential, or through achievement of economies in the use of capital. 

Precipitate decline in the ‘productivity of capital’ from the beginning of the 80s translates into stagnation of labour productivity in conjunction with continuation of the increase in capital intensity. The moderate upturn in and after 1994 is attributable to the fact that from that point on labour productivity increased slightly more rapidly than capital intensity. The rise in the product-capital ratio is a manifestation of greater efficiency vis à vis utilization of fixed capital (moderate in the Greek economy as a whole, significant in the entrepreneurial sector).

Decline in the ‘productivity of capital’ in all OECD
 countries was seen by the great majority of analysts as one of the most significant facts in the long-term structural crisis of capitalism that began in the mid-seventies. The ongoing upturn in the same index should therefore be perceived as a milestone on the route leading to emergence from the crisis in question.

As may be seen from Diagram 9, which shows the evolution in the rate of accumulation of capital, Ι/Κ, up to 1995-6 in Greece accumulation was retarded. Thus the fact that the turnaround in the falling course of the product/capital ratio dates from before then has the appearance at first sight of something paradoxical. It is difficult to interpret the upturn in the index as the result of a massive infusion of technological innovation into the labour process prior to 1995-6, given that the process in question was effected by way of investments, i.e. via an acceleration in the rate of accumulation of capital – something which was not seen before the first half of the nineties.

The conclusion must therefore be that in the period prior to 1995, ‘productivity of capital’ in the entrepreneurial sector was increasing owing to the liquidation of less productive capitals, the destruction of a part of capital that had become incapable of employing labour to the degree required for ‘healthy’ and unimpeded increase in production. Given that the capital that was being liquidated comprised businesses whose ‘productivity of capital’ was generally lower than the national average, their liquidation had the effect of raising the index. This state of affairs persisted until 1995-1996. From that point onwards, the rate of accumulation began to rise, and it is reasonable to conclude that the increase in productivity of capital could henceforth be attributed to the introduction of technological innovations into the productive process, a process that was effected by means of an increase in investments (the large-scale liquidations of inadequately utilized capital had been completed by 1995). 

This assessment is corroborated by the evolution of yet another index, that of the replacement of labour by capital, Δ(Κ/Ν)/Δt (Diagram 10), which was on the increase in 1998 in the economy as a whole (having started in the entrepreneurial sector as early as 1997). The replacement of labour by capital (machines) tended to accelerate, but it was also instrumental in bringing about an even greater increase in the productivity of labour, raising the product/capital ratio.

We can now turn to an examination of the evolution in of capital rentability, R, which is presented in Diagram 11. We note that following the rising phase between 1961 and 1973 the index enters a period of downturn until 1984, stabilizes at low levels, with fluctuations, until 1991 and then resumes its upward course.

Capital rentability (index of profitability) is equal to the net operational surplus (corrected for the economy as a whole to include the income of the self-employed) as a proportion of net fixed capital reserves. 
The index for profitability is today at the average levels for the 1961-73 period. The only period during which profitability was higher than today was during the years from 1969 to 1976. According to the forecasts of the Second General-Directorate of the European Commission, capital efficiency in the Greek economy will at the end of 2004 have reached a level of 114 based on a floor of 100 in 1995. From the moment that the limiting factor of demand was removed from the equation, the increase in profitability contributed to the rise in fixed capital investments and the subsequent acceleration in capital accumulation. It is worth noting that in previous analyses carried out by the Institute of Labour of the Greek Trade Union Federation on capital accumulation indices for industry and the entrepreneurial sector of the economy, the same conclusions emerge, the only difference being that in industrial processing the rise in profitability started earlier, in 1987.

It is worth pointing out that the recovery of the profitability index commences at a point in time when the falling tendency in ‘productivity of capital’ (the product/capital ratio) had not yet been interrupted. This, as already outlined, can be attributed to the fact that the profitability index is equally dependent on labour’s share in net product (see the preceding subsection). We must thus at this point turn our attention to the evolution in real time of labour’s share in income (or, alternatively, the cost of labour per unit of product in real terms).

The share of wages in value added (Diagram 12) follows a falling course from the beginning of 1983 (1983-94 period) on account of the climate of austerity affecting wages, i.e. on account of the rise in unemployment with a concomitant rise of insecurity in employment, the retreat of collective values and an economic policy that systematically (from October 1985) projects reduction in labour costs as of decisive importance for improvements in business profitability and competitiveness, increase in investment and reduction in unemployment. It is worth pointing out that the fall in this index did not succeed in slowing the rate of decline in the profitability index for as long (i.e. until 1991) as the effect of declining ‘productivity of capital’ was of more decisive significance than that of the labour share. Of course reversal of this declining course in productivity does appear to provide a better explanation for continuing rise in the profitability index from the mid-90s onwards. 

The decline in labour’s share in income is spectacular: whereas in 1982 it had reached a historic peak (82.6% of Net Domestic Product, 77% of Gross Domestic Product) at the end of 2004 it was to reach
 a historic low point of 64% of Gross Domestic Product, 70% of Net Domestic Product. This evolution corresponds to a spectacular redistribution of product to the detriment of labour, above and beyond the redistribution already effected through fiscal policy.

From a long-term viewpoint, labour’s share in the overall economy has passed through two periods: a period of increase (1974-1982) and a period of diminution (1983-2004). The period during which labour’s share of income has been diminishing, from 1983 to the present, can be divided into two separate phases, in the course of which the diminution in question was achieved in two distinct ways. To be specific, from 1983 to 1994 the diminution in labour’s share of income can be explained as the effect of the stagnation of the average real wage, with the result that businesses were able to derive all the benefit from the small but real increases that occurred in labour productivity (Diagram 13). By contrast, in the years 1995 to 2004 the diminution in labour’s share was due primarily to the rise in labour productivity. In the second phase of diminution in the share of labour, there was in fact an increase in real wages (1995-1998), temporarily overshadowing increases in productivity and resulting in an increase in the share of labour, which was however immediately cancelled out in the next phase. In short, while up to 1995 undervaluation of labour power derived from stagnation in the average real wages, from 1996 onwards it derived from increase in labour productivity.

Of course the declining trend in the share of net product accruing to labour in the economy as a whole encompassed a series of separate medium-term fluctuations in labour’s share, but the increases were of secondary significance and ultimately, in the long term, the index followed a course of decline. This evolution is one way of representing the reduction in real labour costs per unit of product, both in the economy as a whole and in the entrepreneurial sector. At the conclusion of the period a tendency emerges pointing to interruption of the declining trend of the index for the economy as a whole, though the decline continues in the entrepreneurial sector. 

Winding up our analysis we regard it is worth noting that the nineties were a decade of large rises in the rate of unemployment (see Diagram 14), in conjunction with depression of the average salary level. Nevertheless, over the last five years there has been a fall in the rate of unemployed (on the basis of Labour Power studies carried out by the Greek National Statistical Service). Changes in the level of unemployment in Greece are usually attributed to changes in demand for labour (employment) and thus to developments in production and productivity. Nevertheless, particularly in Greece, it is changes in the workforce that to a great extent dictate developments, as employment is following a stable long-term trajectory of an average 1% annual increase. (Only towards the end of the period, in 2003 and apparently also 2004, will increases in employment significantly exceed the long-term trend of +1% ). Nevertheless, in identifying the determinant factors in unemployment one must also give serious consideration to developments in the workforce, particularly in the female workforce, which, at least in the case of the older generations, serves as a reserve workforce.

4.3. Appendix: A note on the Greek economy and foreign transactions 

Though this is not part of the subject matter of the present analysis one might, closing the present chapter, make some observations concerning foreign transactions and the Greek economy – to the degree that these are influenced by the process of capital accumulation and profitability analysed previously through examination of productivity indices: Following significant deterioration in the first half of the nineties, Greece’s external balance of goods and services shows a trend towards long-term stabilization at a level of -7.5% of the Gross Domestic Product (Diagram 15). This deterioration is linked firstly to more rapid economic growth in Greece than in other developed countries in the world and so to comparatively more rapid growth in Greek demand for imported products; secondly to higher rates of investment in Greece, particularly in mechanical equipment, which is largely imported; thirdly to many Greek products’ gradual loss of competitiveness, chiefly because of the relatively higher rate of inflation in a regime of fixed nominal exchange rates (actual price rises for locally produced goods). External demand thus had a detrimental effect on Greek economic growth in the period between 1996 and 2004. Nevertheless, this detrimental effect was relatively small by comparison with the large rise in domestic demand, which ultimately became one the main engines of economic growth in the period between 1996 and 2004.
5. Conclusions

Summarizing the results of our empirical research, we thus conclude that:
The Greek economy has entered a phase of relatively high rates of development and corresponding real convergence with the most developed economies of the European Union, which can be compared only to the corresponding phase of development prior to 1973. This, in the final analysis, is linked on the one hand to the upturn in capital efficiency (the profitability index R) resulting from the fall in the wages share (L/Y) in net product and on the other to an increase in ‘productivity of capital’ (the product/capital ratio).

* The labour (wages) share, or unit labour costs (L/Y) is determined not so much by absolute salary size (L/N), which – as has been demonstrated – cannot be depressed beyond a certain historical limit, as it is by evolution of the productivity of labour (Y/N).

* The product/capital ratio (Y/K) is determined by the evolution on the one hand of capital intensity (K/N) and on the other of labour productivity (Y/N). Reversal from the mid-nineties onwards of the evident rising trend of this index played a decisive role in recovery of the index of profitability.

Though changes pointing towards recovery are to be noted throughout the first half of the 1990s with a number of the Greek economy’s various productivity indices, we see 1996 as the watershed year when there is definitive recovery of ‘marginal productivity of capital’, labour productivity and investment share, such that all the indices under examination are by now on an upward course.
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Figure 2
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Figure 3
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Figure 6
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Figure 7
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Figure 8
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Figure 9
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Figure 10
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[image: image11.emf]Rate of Return 1961-2004

2005: European Commission forecast

50

70

90

110

130

150

170

1961 1967 1973 1979 1985 1991 1997 2003

Source: AMECO DATABASE ECFIN


Figure 12
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Figure 13
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Figure 14
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Figure 15
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� For methods of calculating the indices see Milios-Ioakimoglou 1990. We have calculated the indices both for the entrepreneurial sector of the economy and for the Greek economy as a whole. Choice of the entrepreneurial sector derives from the theoretical presupposition that we perceive as productive every labour that generates profit for the entrepreneur, irrespective of the sector of economic activity in which the expenditure takes place (for theoretical corroboration of this thesis see Milios 2000, Milios et all 2002, Milios et al 2005). Our analysis is to be distinguished here from others that perceive service sector labour as unproductive (e.g. Shaikh and Tonak 1994, Mohun 2005). Notwithstanding the existence of self-employment (and the public sector) the developmental tendencies in real time of the productivity indices for the economy as a whole are not perceptibly different from the corresponding tendencies in the entrepreneurial sector. In the next section of the article we accordingly propose to present diagrams relating to the economy as a whole, in this way providing a picture of the overall macroeconomic evolution and highlighting the instances of indices that are recognizably different from the corresponding indices for the entrepreneurial sector.





� Worth noting is the evident difference here from the evolution of the same variable in the entrepreneurial sector of the economy, particularly in industrial processing: the ‘productivity of capital’ undergoes a significant increase from 1987 onwards in industry and from 1990 in the entrepreneurial sector. This difference has to do with the fact that the figures for the economy as a whole include the public sector in the narrow sense of the term; the housing sector (investments in housing and rents) and other low-productivity economic activities. The increase in productivity of capital is an illustration of the fact that there is a fall in the level of fixed capital required for production of a unit of net product. 


� Replacement of labour by capital = Rate of change in capital intensity, Δ(Κ/Ν)/Δt. For the evolution of this index in real time see below.


� For empirical substantiation of this phenomenon see (a) Loiseau B., Mazier J., Winter M. B., 1976, (b) Billaudot B.& Gauron A., 1985, (c) Barou Y. & Keizer B., 1984. 


� The first analysis of this question is to be found in a 1993 publication entitled Labour costs, competitiveness and capital accumulation in Greece (1960-1992) in a series of studies published by the Institute of Labour of the Greek Trade Union Federation.





� DGII forecast.
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