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In this issue we focus on:
l Are the huge problems of the Greek economy a ‘climacteric’ for Europe?
l What went wrong for Greece?
l Should Greece stay or go?

Are the huge problems of the Greek economy a climacteric for Europe?
Winston Churchill called the event “climacteric”, in his broadcast to the nation on 22nd June 1942. At 4.00 am that
morning, Germany renounced its “non aggression” pact and launched Operation Barbarossa – its blitzkrieg attack
upon the Soviet Union.

Within his broadcast, Churchill denounced Hitler’s invasion in the most damning of terms and spoke of it as “the
fourth climacteric” – or turning point in the progress of the war. The earlier climacterics he recited were the fall of
France, the Battle of Britain and Roosevelt’s decision to commit the US to the lease-lend agreement.

Winston Churchill’s speech was recorded and is available on audio. It makes compelling listening. The text (itself
a riveting read) can easily be found by googling “The Fourth Climacteric”. Set a quiet 10 minutes aside and read
it slowly – it’s stirring stuff.

Churchill’s use of the word “climacteric” illustrated his love of language and his fascination with Ancient Greek –
for the classical use of “climacteric” was to describe a seminal event or turning point in an otherwise natural
progression. And this brings me to the current debacle of the Greek economy – and the irony that Greece, that
founding father of democracy, should now find itself enslaved to the ‘troica’ of the IMF, the EU and the ECB.

It was surely no surprise to hear last week that Greece had asked for ‘more time’ to implement the cuts agreed
earlier in the year with her international creditors. When requesting the urgent release of an instalment of the latest
£130bn euro bailout package, Greece’s Prime Minister, Antonis Samaris said that he needed “more breathing
space” before implementing the agreed additional austerity measures. 

It seems probable that the Greek Prime Minister will get the breathing space he needs – although the BBC carried
an interview with an Athens Economics Professor who said that their Prime Minister was “profoundly, deeply and
sadly wrong” and that “Greece does not need more breathing space – it’s not breathing at all!” His simple
reasoning being that “gigantic loans, linked to impossible austerity measures, would shrink the national income
from which that huge loan would have to be repaid – so leading to more loans and more austerity”.

Greece is now in its 6th year of decline and its 5th year of recession. The severity of the recession grows inexorably,
with GDP falling by an annual 6.2% in the 2nd quarter this year. The austerity measures taken so far include:

l 22% reduction in National Minimum Wage
l Moratorium on Public Sector recruitment combined with Civil Servant job shedding
l Cuts of up to 60% in State Pension and a redefined State Pension Age
l Privatisation of State assets and services

These agreed economic ‘reforms’ will never be enough to turn the economy around – hence the belief that the
introduction of fresh disciplines, renewed taxation and reduced social benefits will, in some way, produce the
turnaround that’s needed. Does this ‘solution’ sound plausible to you? No? Me neither. Would you choose this
moment to set up a business in Greece? Would you choose to buy a home, a holiday home or a business property
in Greece just now? Would you buy shares in Greek companies – or Sovereign Bonds issued by the Greek
Government? The answer to these basic questions seem to take us to what may be a “climacteric” moment in the
eventful early life of the Eurozone.
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It would be crass to cast doubt upon the survival of the euro. In the 10 years since the issuance of euro notes and
coins, the euro has grown to become the second largest World Currency ahead of Pound sterling, Japanese yen
and the Swiss franc. It is the sole currency of 17 ‘Eurozone’ countries within the 27 Member States of the European
Union. 

The conversion rate of the new euro to each national currency was established for all but one of the member states
on 31st December 1998. The exception was the Greek Drachma, the negotiations for which took another 12
months.

In the run up to Greece’s Eurozone entry, the Greek economy had recorded growth rates that were nearly double
those achieved elsewhere in Europe. After a strong recovery from the devastation of the WWII, Greece’s emergence
into a democracy in 1974 led it to become a founding member of the OECD*. From there, Greece acceded to
membership of the EEC in 1982 and to the Eurozone from the euro’s start date of 1st January 2002.

What went wrong for Greece?
Greece’s rapid rise from a relatively undeveloped agricultural economy into an advanced, high-income European
member state has carried with it, growing problems of tax evasion, public sector profligacy, corruption, increasing
uncompetitiveness, high public and private sector debt and very high levels of unemployment. 

With the onset of world financial crises in 2008, it was discovered that successive Greek Governments had been
hiding their deficits and fudging their EU economic reporting. In contradiction to their submitted figures, it was
found that Greece’s debt to GDP ratio was, in fact, one of the highest in the developed world – and that this
deliberate misrepresentation of the figures may even have applied when determining the currency/euro conversion
rate upon their Eurozone entry.

These discoveries brought about a crisis in international confidence, caused borrowing costs to rocket – and
necessitated the bail-outs and austerity packages that are now upon them. How ironic then that it was none other
than Aristotle (384-322 BC) who said “The least initial deviation from the truth, is multiplied later a thousand fold”.

Should Greece stay or go?
Greece’s continued membership of the Eurozone is now a vote for decades of economic enslavement. To
voluntarily exit the euro would invite toppling the Government, bankrupting the banks, impoverish elements of the
population, create civil unrest, rapid inflation, even steeper recession and a period of international economic
isolation. Hardly an attractive scenario – but not that far from where they are now! At the moment, Eurozone
membership has produced three governments in the last 12 months; bailed out grossly indebted banks; produce
progressive domestic impoverishment; caused strikes, protests and demonstrations in Athens and generated
overall unemployment of 23% - but an astonishing 55% for those under the age of 25.

Now, against this current reality, a Greek euro exit doesn’t seem too frightening. As they are already some way
down that road they may like to use the experiences of Argentina 10 years ago, as a guide. Were they to do that,
they would see that the initial period of economic disruption can be followed by rapid growth as the re-based
economy acts as a magnate for international investment and an elixir to the domestic economy. Maybe not so
frightening after all?

And yes, this has lots to do with pensions! Just how much, I’ll explain next time.

*Organisation of Economic Co-operation and Development
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