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ABSTRACT  

The Greek economic crisis is primarily structural and the result of an international 

economic impasse that developed in 2007, with devastating implications for the 

struggling peripheral economies of Europe. This article suggests that falling 

profitability led to the stagnation of profits, which in turn discouraged new 

investment, decreased production and increased unemployment. The resulting 

recessionary economic environment, in conjunction with the mounting public debt 

and the austerity policies imposed on the Greek economy by the so-called ‘troika’ of 

creditors in 2010, has decimated the Greek economy even further, causing one of the 

worst economic crises since World War Two. The article also provides some broad 

guidelines for an alternative economic policy. 
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1. Introduction 

The view that business cycles are determined by profitability fluctuations, that is, by 

the system's ability to extract profits, is not novel. Marx was by no means the first or 

the last of the great economists to study the long run fall in the rate of profit. In the 

pre-Marx era, classical economists (mainly Smith, Ricardo and J.S. Mill) held that 

falling profit rates can be detrimental to the future of capitalism. The first neoclassical 

economists share the classical view whilst Keynes (1936) coins the term ‘animal 

spirits’ in the General Theory, to suggest that expectations about profitability play an 

instrumental role in the determination of economic activity. An increase in 

profitability has expansionary effects upon new investment, production, employment 

and incomes, creating an economic environment conducive to future economic 

growth. 

In the past, and more specifically in the 1960s, capitalist economies were reliant on 

both the market system and governments to work towards equilibrium and minimize 

any undesirable economic outcomes. The term ‘mixed economy’ is used to refer to 

the amalgamation of the two economic systems. Within this mixed-economy 

framework, the so-called ‘fine-tuning’ to reach the right combination of policies was 

understood to provide the necessary protection against any of the remaining 

weaknesses of the market system, such as periodic crises, unemployment, and income 

disparities (Bronfrenbrener 1969; Samuelson 1973). 

By the 1960s, the ‘golden age of accumulation’ was the norm for many advanced 

economies, and the dominant Keynesian school was providing different policy 

treatment in terms of the desired unemployment and inflation outcomes compared to 

its theoretical competitors. Keynesian economists favour demand side policies, and 

argue that when utilized effectively, expansionary fiscal policy will push the economy 

towards full employment at the expense of inflation. Monetarists, on the other hand, 

argue that Keynesian policies create inflationary pressures in the economy. They 

emphasize supply side monetary policy in order to slow down inflation through a 

contraction of the money supply and aggregate demand, even at the expense of higher 

unemployment rates. 

The period of buoyant economic performance, typically attributed to the 

interventionist role that governments had assumed at the time, was brought to a halt 

by the first oil price shock in 1973. Economic euphoria was overtaken by a downturn 

characterized by rising unemployment and inflation, known as ‘stagflation’. 



 

 

Keynesian policies were now held to blame for the recessionary environment that 

stagflation ushered in, allowing monetarists to dismiss them as ineffectual. Whereas 

prior to the 1970s the state was considered an integral contributor to economic 

stability and economic growth, in the decades that followed, the state was largely held 

responsible for the poor economic performance that advanced economies experienced. 

Keynesianism thus fell into disrepute whilst at the same time neoliberalism1 emerged 

as the dominant economic dogma, the fundamental tenets of which were swiftly 

adopted by policy makers and governments around the world.  

To the proponents of neoliberalism, the state (and not the market) is responsible for 

all of the ailments of modern economic systems. They thus advocate shrinking the 

state through the privatization of public enterprises, and the simultaneous deregulation 

of markets. There is no doubt that this rhetoric encourages an attitude against 

workers’ demands for higher wages and a higher standard of living, and in general, 

against the welfare functions of the government. Whilst profitability was restored to a 

certain extent, it was at significantly lower levels than that of the late-1960s, thereby 

ushering in a new era characterized by growth rates persistently and significantly 

higher than those of 1970s and 1980s yet lower than those of 1960s. 

The ‘new golden age of accumulation’ emerged around the end of 1980s and was 

accompanied by a series of fundamental changes in the structure of the economy, with 

information and communication technologies (ICT) playing an important role in the 

organization and operation of the business world. In particular, ICT enables easy 

access, fast transmission and rational utilization of the available economic data.2 

These features have led many economists to embrace the idea that the ‘new economy’ 

is free from any significant cyclical fluctuations, unlike the ‘old economy’ which is 

inflicted by severe slowdowns in the level of economic activity. The short-lived 

recession of 1991 was the testing ground for these views, which were reinforced as 

the recession was overcome without the need for any special government intervention.  

The salient difference between the ‘mixed economy’ and the ‘new economy’ is 

that in the ‘new economy’, business cycles are purportedly controlled by significant 

                                                           
1 We refer particularly to the early monetarist approach of Friedman and that advocated by Lucas Jr 

and Sargent (Tsoulfidis 2010, pp.326-327). 
2 The effect of new technologies was not reflected in the data of total factor productivity, giving rise to 

Solow’s (1987, p. 36) often-cited aphorism: ‘we see the computer age everywhere but in the 

productivity statistics.’ This perhaps has to do with the time lag needed for new technologies to diffuse 

and spread their results in the entire economy (Dunn 2009, pp. 230-231 and 248).   



 

 

advancements in technology and more specifically by the proliferation of ICT, which 

ostensibly facilitate the better diagnosis of problems at the firm level; thereby, 

rendering most economic policy measures redundant. Businesses, in other words, are 

thought to be more efficient than the state, as market accessibility and rational 

utilization of available information are the key elements for making safer predictions 

and promptly correcting any serious imbalances in the economy. It is in this sense that 

any undesirable fluctuations in the business cycles were thought, during this period, to 

be problems of the past, in so far as the market system—with the aid of ICT—was 

shielded from any severe cyclical fluctuations. 

While the atmosphere of optimism associated with neoliberal ideology swept the 

globe, each country experienced it in different ways. The Greek economy was no 

exception. Profitability was falling from the early-1970s onwards and only picked up 

again in the early-1990s not because of any significant devaluation of capital, but 

mainly as a consequence of the depression of real wages well below productivity, and 

low nominal and real interest rates, which pulled up profitability but nowhere near the 

levels of the late-1960s and early-1970s. Low interest rates enabled the government to 

borrow heavily during that period and channel funds towards unproductive 

investments whilst offering the necessary demand boost that the non-tradable sectors 

of the economy needed for their survival and expansion. The ratio of tradable to non-

tradable goods in the Greek economy was 86.6 per cent in 2000 which was lower than 

the average for the European Union 27 (EU27) of 107.2 per cent in the same year. 

This gap increased significantly over time. More specifically, in 2010 the Greek 

economy displayed a tradable to non-tradable ratio equal to 60.1 per cent, whilst the 

ratio for the EU27 countries was 99 per cent (Economakis et al. 2014, p. 134). The 

combination of low profitability with low interest rates also contributed to the 

increase in private (business and household) borrowing, which gave rise to various 

bubbles, including the stock market bubble in 1999. The government also failed 

dismally, despite making systematic efforts, to deflate the late 2009 real estate bubble 

without further social consequences. Finally, the public debt bubble of late 2009 was 

decisive and revealed the underlying causes of the current precarious position of the 

Greek economy. 

In view of the above, in no way do we suggest that economic crises are akin to 

natural phenomena that ‘come and go’ and for which people bear no responsibility. 

To the contrary, the policies implemented and the institutions that are in place can 



 

 

either ameliorate the impact of the crisis, as was the case with the so-called ‘silent 

depression’ of the 1970s and 1980s, or worsen it, as was the case with the crisis of 

1930s which was accompanied by unemployment of about one-quarter of the labour 

force in the United States (US) and United Kingdom (UK) while in some countries 

(Germany) it even exceeded 40 per cent (Hobsbawn 1996, pp. 92-93). We are also not 

suggesting that Greece could have completely avoided the current crisis. We are 

arguing that the economic policies of austerity that were implemented by the political 

leadership at the time, and which were often presented as if there were no other viable 

alternatives, worsened dramatically the recessionary economic environment. 

The rest of the paper is structured as follows. Section Two identifies profitability 

as the key variable determining the state of the economy that in combination with 

additional indicators provides a platform upon which the current economic crisis can 

be rationalized. Section Three examines the relationship between profitability, 

investment behaviour and unemployment, whilst Section Four touches on the 

contemporary policy directives as well as provides directions for alternative economic 

policy. Section Five concludes.  

 

2. Economic Crisis in Capitalism: A Theoretical Perspective  

Undoubtedly, the Great Recession is the longest and deepest in terms of output 

contraction that the so-called advanced Organization for Economic Cooperation and 

Development (OECD) economies have experienced since the Great Depression of 

1930s. More specifically, within two years (2007 to 2009) real gross domestic product 

(GDP) growth contracted by 6 per cent, implying a loss in household income of more 

than 8 per cent, while world trade fell 20 per cent and world stock markets fell an 

average 50 per cent (Eichengreen and O’Rourke 2010). Most mainstream economists 

failed to either forecast the steep downturn or provide an explanation as to what 

caused it. Prior to the eruption of the crisis, while US Federal Reserve Chairman, 

Alan Greenspan (2004) claimed that a national severe price distortion is most unlikely 

in real estate, and argued two years later that the worst may be over for housing, just 

when the housing bubble burst. In 2007, Hank Paulson confidently stated that the 

crisis in the overall economy ‘appears to be contained’ (cited in Roubini and Mihm 

2010, p. 15). In the same vein Ben Bernanke (2007) suggested that significant 

spillover from the sub-prime market to the rest of the economy was not expected. 

Robert Lucas had confidently claimed in 2003 that the central problem of depression 



 

 

prevention was solved, and in 2008 Oliver Blanchard, a somewhat more Keynesian 

International Monetary Fund (IMF) economist, argued that ‘the state of macro is 

good.’ It would obviously be naïve to expect acknowledgement from the advocates of 

capitalism that the economic system was on the verge of collapse.  

According to Keynesians, the flaws of capitalism lie predominately in the financial 

sector. Contemporary Keynesians usually ignore Keynes’ other potential explanations 

on the causes of economic crisis under capitalism, namely a falling ‘marginal 

efficiency of capital’—the closest that Keynes gets to Marx’s analysis of declining 

profitability in the capital production process. According to Keynes (1936) the 

marginal efficiency of capital depends on anticipated profits.3 For Marx (1894) the 

ultimate cause of capitalist crises is rooted in the capitalist production process, and 

more specifically in production for profit. This is an aggregate theory, not a 

microeconomic one. As Marx (1894, p. 366) outlines in Volume III of Capital:  

If it is said that overproduction is only relative, this is quite correct; but the 

entire capitalist mode of production is only a relative one, whose barriers are 

not absolute … The contradiction of the capitalist mode of production, 

however, lies precisely in its tendency towards an absolute development of the 

productive forces, which continually come into conflict with the specific 

conditions of production in which capital moves, and alone can move. 

The financial sector, particularly the size and movement of credit, plays an 

instrumental role in capitalist crisis. Marx argues that the growth of credit and 

speculative investment in stocks, bonds and other forms of money assets, or ‘fictitious 

capital’, functions as a compensating mechanism for the downward pressure on 

profitability in the accumulation of real capital. A fall in the rate of profit inevitably 

promotes speculation that is, trying to make money by betting on the stock exchange 

or buying other financial instruments. But, as capitalists en masse buy these stocks 

and assets, prices rise thus leading to the emergence of a bubble. Once bubbles burst, 

investors come to terms with the reality that the assets are not worth what they are 

paying for them. 

 The introduction of capital markets into Marx’s (1894) analysis allows him to 

investigate the functioning of the capitalist mode of production under specific 

                                                           
3 For a discussion of the causes of the falling MEC and its connection with Marx’s average 

and incremental rate of profit see Tsoulfidis (2010, ch. 6 and 9) and Tsaliki and Tsoulfidis 

(2012). 



 

 

conditions. When borrowing, lending and uncertainty generated by the functioning of 

financial markets affect investment decisions in real capital, the process of 

accumulation and the circuit of the social capital. Marx’s ‘structure of capital’ method 

allows him to delineate a mechanism through which money capital undermines 

industry’s accumulation, with feedback effects on the macroeconomic structure, the 

stability and the social cohesion of capitalism.  

 The significant aspect of this ‘structure of capital’ method in Marx’s approach is 

that it focuses on the idea that industrial and financial segments of capital must be 

considered independently but also be mutually interactive. This idea introduces 

institutional factors into capitalist reproduction, meaning the structures of the 

industrial and financial systems and their relationship, and makes the political 

structure of capitalism and the economic-policy making more complex. Without this 

methodological approach to the structure of capital and the qualitative distinction of 

capital between its industrial and financial segments, Marx would not arrive at the 

vital conclusion regarding the important role of finance in the quantitative distribution 

of surplus value.   

 To the extent that political factors, conflicts between lenders and borrowers, 

institutional factors, the structure of the banking system, the industry-finance 

connection, the financial structure of production, monetary forces, changes in 

monetary policy, and changes in money supply and demand influence the interest rate, 

they also affect the distribution of capitalist profits. Marx allows prices, real wages 

and the relative strength of capitalists and workers to be among the factors that 

influence the capital/labour income distribution. He also allows interest, monetary 

policy, the interest rate and the power relations between industrial and money 

capitalists to influence their distributive shares. 

 Whenever workers do not have bargaining power (for example due to high 

unemployment) they are not able to protect their real wage, increasing the possibility 

of income redistribution towards profits. In such a two-stage approach to distribution, 

Marx implicitly assumes that industrial profit is the residual of the capitalist profit 

after the deduction of wages and interest, allowing it to be subject to the distribution 

of income between capital/labour and industry/finance.  

Given the aforementioned analysis, our thesis is that the underlying causal drive of 

long-lasting recessions (economic crises) under capitalism is a declining rate of profit. 

The current crisis is a result of falling profitability and in this sense it has the same 



 

 

root causes as all previous major international crises. In particular, these causes are 

related to the functioning of the capitalist system, which is geared towards extracting 

the maximum possible profit. Capital, in its quest to maximize profit, introduces 

technologies that mechanize the production process in an effort to reduce the average 

cost. Capitalists are bound to invest in fixed capital and thus increase their average 

fixed cost, which reduces the rate of profit, since profits will be measured against an 

increased value of capital stock. However, the resulting lower average cost allows 

initially higher profit margins on sales or cost (assuming that the ruling price is the 

same as before the introduction of new technology which is incorporated mainly in 

fixed capital), which means that innovative capitalists can then reduce the selling 

price in an effort to expand their market share and undercut their competitors. As a 

result, the average rate of profit falls, but total profits may rise thanks to the 

combination of two factors: firstly, the lower profit rate is estimated on a much larger 

capital stock and entails higher profits; secondly, total profits increase also because of 

the higher profit margin on costs per unit of output. Therefore, we expect that in the 

long-term the falling rate of profit will be consistent with constant or even falling 

wages (it is also consistent with rising real wages so long as their growth is lower than 

that of productivity).  

Figure 1 shows the evolution of profitability, estimated as the ratio of net of 

depreciation operating surplus to net capital stock adjusted for capacity utilization 

(CU) minus the real interest rate. The resulting ‘rate of profit of enterprise’ is what is 

left to businesses after the payment of taxes and interest obligations (see the Appendix 

for sources of data). The rate of profit, estimated as net operating surplus over net 

capital stock in current prices, is lagged by one year to capture the idea that profits 

accrue at the end of the production period, whereas capital is set in motion at the 

beginning (see also Shaikh 2016). The rate of profit does not account for the imputed 

wages of the self-employed. This is because of an apparent (official) overestimation 

of the wage equivalent in the years prior to the mid-1970s, when agricultural 

population was relatively large and self-employment there was widespread. As a 

result, the official estimates exhibit a biased picture of the true evolution of the 

economy-wide average rate of profit. In the 1960s and from the early 1970s the bias 

in the estimates reduced significantly; as a consequence, the adjusted for self-



 

 

employment and the unadjusted rates of profit move parallel to each other painting a 

very similar picture.4  

In Figure 1, we present three profit rates. The first is the crude one without any 

adjustment for CU, whereas the other two are adjusted for CU so as to eliminate the 

effect of demand management policies that were particularly pronounced in the late-

1960s and early-1970s, and again in the post-1990 years. The rate of profit of 

enterprise is the rate of profit adjusted for capacity utilization and from that we 

subtract the real interest rate. The rationale is that the operating surplus net of 

depreciation is our proxy for profits, but interest income is also included in these 

profits. In our view, this interest income is either an amount of money borrowed and 

so a portion must be returned to the lenders, or it comes from retained earnings and so 

the firms must take into consideration an opportunity cost of not lending their money 

out (Shaikh 2016; Maniatis and Passas 2013, 2014; Mejorado and Roman 2014). The 

opportunity cost in this case is the real interest rate, which we approximated through 

the long-run prime interest rate minus the current inflation rate.5 

 

  Insert Figure 1 here 

 

 In Figure 1, we observe that the rates of profit in the Greek economy, both adjusted 

and unadjusted for CU, follow the same overall downward trend. Not only there was 

no recovery of the profit rate to the levels of 1970s (something that has also been 

observed for other OECD economies), but the rate of profit continued in its downward 

path, as we can see from the adjusted for CU rate of profit, which remains at the level 

of 1980s. A somewhat different picture we obtain from the actual (not adjusted for 

CU) rate of profit, which recovers partially and it is somewhat above the 1980s level, 

but certainly far from the level back in the early 1970s. In the movement of this rate 

of profit and its difference from the adjusted for CU rate of profit, we can see the 

effects of demand-management policies which pulled up the rate of profit in the late-

1960s and early-1970s and the same happened, although to a lesser extent, in the 

1990s and early 2000s. The rate of profit, displays a profile consistent with the ‘silent 

depression’ of the 1970s and 1980s, and the recovery of profitability in the 1990s and 

                                                           
4For a discussion of the two rates of profit (adjusted for the self-employed and not) see Tsoulfidis and 

Tsaliki (2014). 
5See the Appendix for the data and the method employed to estimate the capacity utilization and real 

interest rates.  



 

 

early-2000s. This seemingly vigorous recovery of the rate of profit by the early--

1990s gave the impression that Greece’s economic growth would continue without 

serious slowdowns. 

 However, this turnaround was not the result of solid fundamentals such as rapid 

export growth or sound financial positions of business and government, and it was too 

slow and weak to produce a complete recovery of profitability. On the contrary, rising 

profitability was the result of the depression of wages below productivity levels, the 

worsening of working conditions, falling nominal and real interest rates, and rising 

demand fuelled by private and public borrowing (Maniatis and Passas 2013; 

Mavroudeas and Paitaridis 2014; Tsoulfidis and Tsaliki 2014). By the early-2000s the 

rate of profit resumed its descent, plummeting below zero in 2009. The three rates of 

profit displayed in Figure 1 thus paint a vivid picture of what really happened in the 

lead-up to Greece’s emergence as one of the worst casualties of the Great Recession.  

A falling rate of profit beyond a certain threshold brings about stagnation in net 

real profits (Shaikh 1992). The idea is that the new investment generates at best 

negligible or zero change in profits which soon become negative. The resulting 

devaluation of the existing capital stock leads to a fall in output and employment and 

therefore increases the unemployment rate. When the rate of profit is at such a low 

level, well below that of the previous peak, the system’s stability becomes 

‘exceptionally fragile’ as Duménil and Lévy (1993, p. 230, 2014, pp. 23-24) have 

repeatedly argued. As a consequence, the system becomes particularly vulnerable and 

crisis-prone without necessarily requiring any dramatic and persistent fall in its 

profitability. Figure 2 shows the evolution of the net real profits approximated by the 

net operating surplus of the Greek economy. In their movement we can discern two 

distinct periods of change: first, the transition from the post-War boom lasting until 

the late-1960s into the recessions of the mid to late-1970s and late-1980s; second, the 

shift from the ‘new era of accumulation’ of the 1990s and early-2000s into the crisis 

of 2007. Significantly, the rate of profit and the mass of net real profits have followed 

an upward trend during the period 1970-1973 mainly due to demand management 

policies over that period. The same is true for the rate of profit and the net real profits 

shortly before or after 2007. The difference between the adjusted and unadjusted for 

CU real profits illuminates the effects of expansionary fiscal policies. 

 

   Insert Figure 2 here 



 

 

3. Profitability, Investment and Unemployment 

The relationship between profitability and investment activity is illustrated in Figure 3 

below, where on the horizontal axis we have the profit share (i.e., the ratio of net 

operating surplus to GDP) and on the vertical axis the share of net private investment 

to GDP. The strong relationship between these two variables is also demonstrated by 

the regression line and the coefficient of determination (R2), as firms devote much of 

their profits to finance their own investment expenditures. In other words, investment 

expenditure to a large extent is financed by the firm’s internal funds in the effort to 

expand the volume of their profit. However, a persistently falling rate of profit will 

result in zero or even negative change in the volume of net real profits, thereby off-

putting investment spending. In conditions of falling profitability both internal as well 

as external financing is difficult to support and hence investment spending will slow 

down. Under such circumstances, even a very low interest rate may be perceived by 

businesses as extremely high and can discourage investment spending. In the 

stationary phase of profitability, when profits are not invested in real capital, 

businesses either save their profits with the financial institutions – hence transferring 

the problem to the banks – or invest in other assets. The resulting intra-capitalist 

conflict over the distribution of gross profits (or surplus-value) renders the entire 

economic establishment unstable.  

 

 

Insert Figure 3 here 

 

 

For the empirical investigation we have adopted a standard OLS methodology, 

using time series data for Greece spanning the period 1960 to 2014. AMECO was the 

main data provider. On the basis of the preceding analysis it becomes apparent that 

investment activity is predominately conditioned by profits, the cost of borrowing and 

the growth in demand. In other words the investment function that we estimate can be 

expressed in the following terms: 

 

���� = �(�	��, 	�	�, ���)              (1) 

 



 

 

Where INS stands for the investment share, PRS denotes the profit share, RIR is the 

prime real interest rate and GCU is the growth rate in capacity utilization. 

Significantly, the final form of the estimated model incorporates various lagged 

periods to both capture delayed responses as well as to deal with the presence of 

potential autocorrelation.  

Prior to the estimation process a number of tests were conducted to ensure that the 

variables employed were stationary. A potential limitation of the standard ADF test is 

the very low power in detecting stationarity in data series. This limitation is acute 

when the number of observations is few or if there are non-linearities and structural 

breaks, usually the case with both profit share and investment. For this reason we 

opted for a unit root test that takes care of nonlinearities such as the one proposed by 

Kapetanios et al. (2003). The evidence obtained confirms that both variables are 

stationary at the 10 per cent level of significance. Identical results were also obtained 

for the real interest rate and the growth of capacity utilization.6 Table 1 reports the 

estimated coefficients of a model that was reached through experimentation with 

different specifications of equation 1. 

 

Insert table 1 here 

 

Standard diagnostic tests demonstrated that the yielding estimates were valid. Both 

the Durbin Watson (DW) statistic and the LM test suggest that the estimated model is 

free from autocorrelation whilst the Breusch-Pagan-Godfrey test confirms that there is 

no evidence of heteroscedasticity. Finally the Jarque-Bera test confirms that the 

residuals are normally distributed. The coefficient of determination (R2) is rather high, 

suggesting that around 94 per cent of the variations in the dependent variable are 

explained by variations of the independent variables. 

Significantly, the profit share appears to be an important determinant of investment 

decisions7. Lagged profits might reflect industry’s interests in expected profits and 

                                                           
6 The third from the list of six Kaldorian (1961) stylized facts refers to the stationarity of both real 

interest (and the profit rate) so in this case the ADF test is in order. The usual ADF test showed that the 

level of the real interest rate rules out the hypothesis of a unit root at the 8.1 per cent level of 

significance and so we need not run non-linear tests of any kind. The level of CU contains no unit root 

at a four per cent level of significance through the simple ADF test, so the growth rate of CU could not 

be less stationary. 
7 For more on the classical approach to capital accumulation as well as the Keynesian theory of 

effective demand see Alexiou et al. (2016). 



 

 

available internal funds. The distribution of profits between industry and finance 

emerges as a channel through which finance and monetary policy are likely to affect 

capital accumulation. The permanent implementation of restrictive monetary policy 

generates financial constraints and pessimistic profit expectations, as reflected by the 

high cost of borrowing. Insofar as the growth of capacity utilization reflects the 

impact of expansionary policies, it is rational to assume that the positive association 

with investment is in line with our analysis. Finally, the significance of lagged 

investment share suggests that past investment is a crucial factor that conditions 

current investment decisions i.e. investment spending has cumulative effects. 

If the relation of profitability to investment is very close, then the relationship 

between the investment and the unemployment rate (UNR) is even closer. Rising 

investment increases output and employment and thus reduces unemployment and its 

rate. Net investment as a percentage of GDP is measured on the horizontal axis, while 

the unemployment rate is on the vertical axis. The downwards-sloping positive 

relationship between the two variables, as reflected by the regression line, is depicted 

in Figure 4.8 

The points left of the vertical axis refer to the last five years of our analysis, during 

which net investment is negative. The phenomenon of such a persistently negative net 

investment has been observed for the first time in an OECD country. Unemployment 

rates are the highest ever recorded in Greece (including the crisis of 1930) and the 

highest among OECD countries after 1932 (Tsoulfidis 2016). 

 

 

Insert Figure 4 here 

 

4. Guidelines for an Alternative Economic Policy 

The root cause of the current depression in Greece is declining profitability. 

Profitability is the key determinant of investment that through its effect on production 

galvanizes employment and hence economic growth. Bold policies are necessary to 

                                                           
8The unemployment rate is an unquestionably cyclical variable and as such the expectation is for the 

rate to be stationary for the same reason characterizing the investment and profit shares. In effect, we 

applied the methodology suggested by Kapetanios et al. (2003) and the results showed that we should 

rule out the case of unit root at the one per cent level of significance. Hence, we wish to emphasise that 

the straightforward application of the ADF test did not reject the unit root hypothesis at a very high 

significance level. This should be surprising because the unemployment rate in 2007 rose from 8.2 per 

cent to 27 per cent in 2013. 



 

 

stimulate profitability and lift Greece out of the current economic impasse. We 

envisage four potential strategies.  

The first strategy for restoring profitability is reductions in real wages. The burden 

of the slowdown of the 1970s and the early 1980s in the US was carried by labor, as 

indicated by the fall in real wages there since 1972 (Paitaridis and Tsoulfidis 2012). In 

the case of the Greek economy such an approach is reflected not only by the austerity 

policies already in place but has roots in the policies adopted ever since the mid-1980s 

(see Maniatis and Passas 2013; Mavroudeas and Paitaridis 2014). Clearly, policies of 

this kind have reached their limits and further reductions in wages have been 

ineffectual in reversing the downward trend of the profit rate.  

 The second strategy concerns the conduct of monetary policy to achieve lower 

interest rates. This policy, historically pursued by the US and many countries in the 

EU, kept net profitability at high levels and contributed to the boom that lasted from 

the early 1980s until recently. However, the ‘liquidity trap’ faced by economies such 

as Japan over the last decade can render quantitative easing ineffectual. If 

entrepreneurs’ profit expectations become too pessimistic, then any level of interest 

rate will be perceived as too high from an investor’s perspective. In this context, low 

interest rates might not be effective in encouraging investment activity or promoting 

economic growth.  

 Expansionary fiscal policy is the third channel for restoring profitability. The 

rationale is that, to the extent that the economy underutilizes its capacity, fiscal policy 

may have positive effects on output and employment with minimal effects on 

inflation. Policies that are geared towards investment and public works are much 

more effective than those that are directed towards consumption. In this sense, the 

policy of lowering taxation in order to boost demand may not have the desired results 

as there is no guarantee that the saved money will be invested. Fiscal policy may help 

avoid the worst effects of depression, but it by no means prepares the economy for a 

new era of growth. 

The fourth channel concerns the devaluation of capital, which takes a long time to 

kick in and harness its benefits. During protracted recessions, when profitability is 

very low, the risk of bankruptcy is higher than the cost associated with the 

introduction of new technologies (Polatayev 1992; Papageorgiou and Tsoulfidis 

2006). It is unsurprising that innovations are introduced massively in periods of 

economic crises.  



 

 

The current situation in Greece bears many similarities to the post-World War II 

period, when debate raged regarding the kind of growth strategy that should be 

pursued. The Left persistently demanded the industrialization of the country, an idea 

developed before the War; detailed analysis of sources and methods are presented in 

Batsis (1977 [1947]). The so-called ‘heavy industry’ producing capital goods (means 

of production) was prioritized over the consumer goods industry (means of 

consumption), following their interpretation of Marx’s schemes of expanded 

reproduction. In Marx’s (1894, p. 212) analysis, however, it seems that the two 

departments of production are ‘intertwined’ and ‘priority’ to the capital goods is given 

only for illustrative purposes and not with the purpose of demonstrating that the 

consumer goods department is of less importance.9 

Orthodox economists in Greece, in the pre-War and early post-War years, 

vehemently dismissed the idea of industrialization. They reasoned that the domestic 

market was not developed enough to support the required economies of scale and that 

there was no adequate source of financing to implement such ambitious plans. 

However, this position changed overnight, and from vehement opponents they 

became fervent supporters of industrialization. The reason for the U-turn was the 

financial aid sent to Greece from the US via the Marshall Plan (1947-1952) on the 

condition that the financial support was channelled into projects supporting 

industrialization.  

According to Kaldor (1967: p.33) ‘manufacturing is the engine of growth’. In 

effect, focusing on manufacturing as the strategic sector and the implementation of 

well-designed industrial policies are thought to constitute a valid heterodox economic 

framework for growth.10 The resulting division of labour increases productivity and 

these changes spread to other industries across the economy. The output of an 

industry is an input to others and hence the growth in manufacturing induces a 

multiple increase in employment and thus generates enough income in the aggregate 

economy to stimulate further growth. The multiplier effects on employment are 

directly proportionate to the degree of interconnection between the sectors. 

                                                           
9 After all, the categorization of commodities into departments is based on the character of their use 

value, and therefore there is by and large overlap between the two departments; for they are 

aggregations of a large number of industries and some commodities are partly capital and partly 

consumer goods. 
10 For a discussion and an application of the Kaldorian model in the Greek economy see Katrakilidis et 

al. (2013). 



 

 

Increased demand for industrial production can come from either the domestic or 

the international market. However, domestic demand is the main factor in the increase 

in aggregate demand, because it can be controlled and guided in certain (desirable) 

directions through the exercise of appropriate monetary and fiscal policies. It also 

comprises the largest share of total demand. The same cannot be said for external 

demand. Historically, countries whose economic development policies are based 

mainly on external demand will eventually be exposed to the vagaries of international 

economic activity. 

A modern view of industrialization cannot be identical with that of the early post-

War decades. By modern industrialization we do not necessarily mean the 

development of energy-consuming and therefore polluting industries, such as steel, 

cement, and aluminium. Rather we are referring to web services, biological and 

medical technology, microelectronics, renewable energy production, and areas in 

which Greece holds a compelling and therefore absolute advantage for historical and 

geomorphologic reasons. Specializing in other elements of the economy such as 

education, health and other related activities is equally important in contributing to 

higher levels of economic growth.  

There is no historical evidence of a country that sustained high growth rates 

without industrial production and improvements in the standard of living of its 

population. The examples of Great Britain, the US, Japan, South Korea and more 

recently, China, suggest that the path to economic growth and development requires 

industrial policy and support of domestic production. While initially supported by 

protectionist policies, designed to develop internal markets, these are typically 

superseded by ‘free trade’ and ‘free competition’ rhetoric once economies becomes 

more internationally competitive (Chang 2003). China offers an exception to this 

trend. 

The Greek economy requires planned incentives for the spatial distribution of firms 

and the encouragement of closer links between all sectors of the economy, in order to 

repair the disrupted productive fabric of the domestic economy. Domestic demand 

must be prioritized alongside external demand, as both are prerequisites for successful 

industrial policy. Economies of scale are very hard to achieve at the national level and 

therefore their attainment requires significant export activity, which usually 

constitutes the condition sine qua non for the viability of these enterprises. 



 

 

There is no doubt that Greece is burdened with unproductive sectors that 

undermine any effort to restructure its economy. It is therefore imperative that an 

alternative economic policy aims at both expanding the productive capacity of the 

economy as well as slowing down the expansion of unproductive activities. The non-

productive activities of the economy include wholesale and retail trade, the real estate 

and financial sectors and other related services, and the state bureaucracy. These 

activities are supported from the production of surplus, and therefore their expansion 

is only possible at the expense of investible product; thereby impairing the growth 

potential of the economy and worsening the crisis. Consequently, there is no way out 

of the crisis without the wide-scale introduction of innovations and the contraction of 

the unproductive activities of the economy. Alternative proposed structural changes 

for dealing with the crisis may include the slow down or even reduction of 

unproductive activities and employment mainly through the provision of incentives 

and guidance within the framework of a carefully designed industrial policy. It should 

also be stressed that the role of other sectors of the economy is equally important; a 

dynamic agricultural sector, a sound financial system and a lean and effective 

administration are important components in the implementation of an effective 

industrial policy. The government’s involvement is also crucial in directing funds to 

the promotion of research and development, education and the provision of 

infrastructure in general. 

Greek policy makers are not solely responsible for the explosive high debt and 

non-productive structure of their economy. Rather, these grave economic problems 

stem from the international financial system and the role of the European Economic 

and Monetary Union (EMU). The EMU’s structure benefits its most successful 

members and thus reinforces the uncompetitive position of weaker members like 

Greece. It is unreasonable to demand that Greece rally behind the EMU, whose future 

would be doubtful in the event of a Greek exit, while at the same time throw more 

than one-quarter of the Greek labour force into the ranks of the unemployed. During 

the period 2007-2014, family disposable incomes have been heavily slashed and 

household consumption has plummeted by nearly one-quarter (Alexiou and Nellis 

2013). Investment spending has collapsed by almost two-thirds and home-building 

activity has virtually ground to a halt. Fulfilling Greece’s EMU obligations through 

higher taxes entails less investment and inevitably less growth. 



 

 

A shift towards industrialization must receive the support of the EU institutions so 

that both the Eurozone countries and Greece emerge from the crisis and enjoy a more 

stable economic environment. The best option is a stimulus package, modelled on the 

Marshall Plan, which should provide the necessary liquidity to the banking sector and 

support the productive capacity of export sectors within the Greek economy. We also 

feel that if Greece were to revert to its own currency then in all likelihood it would 

pose a serious threat as it would almost certainly exacerbate the existing recessionary 

environment since more austerity measures would be required for a considerable 

longer period of time with devastating effects for the economy. It would probably 

make sense to advocate such a move, in so far as the rest of the Eurozone countries 

pursued a different agenda that stood at stark contrast to the interests of Greece and 

the Eurozone per se. Given however that the Eurozone countries share the same 

interests as Greece, the implementation of stabilization policies—aiming to bolster the 

banking sector as well as strengthen the domestic productive capacity of the economy 

through a well-designed industrial policy—might potentially be the best option 

available for all. 

 

5. Concluding Remarks 

This article focuses on the notion that economic crises are endemic in capitalist 

production, the purpose of which is the expansion of profit. To this end, the 

capitalization of the production process is seen as the most effective method for 

increasing profits. However, the falling rate of profit is a long run tendency that can 

lead to the stagnation of total net profits and thus discourage businesses from 

investing. Consequently, capital stock depreciates and is underutilized, production 

falls and unemployment rises.  

The current level of public sector debt in Greece is unsustainable, as it significantly 

increases the likelihood of default. It may hasten the collapse of the Greek economy, 

with possible international reverberations.  

Prolonged negative economic growth has been particularly damaging for many 

countries in the EU region, and the policy of internal devaluations has failed to 

remedy this situation. The imposition of harsh austerity policies by the so-called 

‘troika’ aims first at correcting the structural faults of the Greek economy and second 

at profiting the creditors through lending. After five years of relentless austerity, the 

Greek economy is far from recovering. Contrary to the stated aims of the austerity 



 

 

package, the Greek economy remains trapped in a debt-deflation spiral that has 

precipitated the collapse of its productive base. Alternative policies are desperately 

needed. Our alternative policy response focuses on the revitalization of economic 

activity through demand side polices, as well as institutional, industrial and banking 

sector reforms. 
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Appendix 

 

The net operating surplus is a residual income derived from the gross domestic 

product from which are subtracted the consumption of fixed capital, the compensation 

of employees and production taxes net of subsidies. In this residually determined 

income are included interest and other income such as rents. Data for the operating 

surplus, as for most of our variables, were obtained from AMECO’s online database. 

The data cannot be further disaggregated into financial and nonfinancial firms. 

Therefore, comparisons with other more detailed international studies are not possible 



 

 

(for example: Duménil and Lévy (2014); Shaikh (2016)). Furthermore, the definition 

of capital stock is net of depreciation and includes structures and equipment. No 

further disaggregation is possible. The source of prime interest rate data is the Bank of 

Greece until 2002 and then from AMECO, for the years 2010 to 2013. The reported 

data in AMECO is based on the10 year Greek government bond which is no longer 

traded and so the exorbitant interest rates reported was not of immediate relevance to 

investment decisions. 

We derived the capacity utilization variable through calculation of a linear 

regression of real GDP against time. The trend line we considered as the normal or 

capacity GDP and the ratio of real GDP to the capacity GDP provided a measure of 

capacity utilization. This is a simple estimation method. Nevertheless, we consider 

that it is preferable to the one derived from survey data conducted in Greece by the 

Institute of Industrial and Economic Studies, for which the data from 1985 onwards 

can be obtained from the Federal Reserve Bank of St. Louis 

(http://research.stlouisfed.org/fred2/help-faq). Such estimates of CU, do not display 

any large variability and reflect the neoclassical conception of a state-of-equilibrium 

capitalist economy with small perturbations. To capture the longer cycles of capacity 

utilization, we have the econometric studies of Shaikh and Moudud (2004) as the best 

available based on the co-integration technique of the real GDP and the real capital 

stock. This cointegration method is not straightforwardly applicable to Greek data 

because the capital stock variable is in principle and in effect found to be integrated of 

second order, while the real GDP is integrated of the first order.  

Our simple method is we consider an acceptable alternative to the co-integration 

technique because it captures with reliability the long cycles as shown in the Figure 

below. The rationale for the use of the simple regression against time is the classical 

idea of natural prices around which orbit market prices. Similarly, the real GDP orbits 

around its trend GDP and if it is above (or below) there is excess demand (or supply) 

as is explained by Mejorado and Roman (2014, ch. 10). The regression line was 

estimated as:  

 

capacity output=-6629.5+3.4094 x Time with an R-square = 90.66% 

 

 

Insert Figure A1 here 



 

 

 

Figure 1. Profit rate in the Greek economy, 1960-2014 

 

 

Source: Based on AMECO data. See Tsoulfidis and Tsaliki (2014) 

 

Figure 2.Net real operating surplus, 1960-2015 

 
Source: Based on AMECO data.  
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Figure 3. Net profit share in GDP and investment share in GDP, 1960-2014 

 

 

Source: Based on AMECO data. 

 

 

Figure 4.  Unemployment rate vs. net investment to GDP, 1960-2014 

 

 

 

Source: Based on AMECO data. 
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Appendix Figure 

 

 

Figure A1. Real GDP, trend GDP and capacity utilization rate 
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