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Abstract 
Popular opinion in Greece has moved the nation from the strongest supporter of a single 
currency to one of the nations most opposed to the euro. This paper aims to shed light of 
such a rapid shift in sentiment and qualify the nearly ubiquitous public view that the euro is 
responsible for recent strains in the Greek economy. The findings suggest that market 
rigidities and price abuses by sellers, surrounding conversion, have contributed to 
asymmetric inflation across incomes. This trend has been buttressed by psychological 
factors that lay blame on the euro and not the government’s inactivity in combating such 
trends. The new EU-25 members should consider the findings, both the successes and 
shortcomings of the Greek experience, at length as they pursue further Europeanisation. 
 
 
1. Introduction 
 
A continental drift is often said to be taking place between the United States’ policies and 
those of Europe. Perhaps a more pervasive fissure can be found between the integration 
aims of the EU and the wants of its many citizens. Specifically surrounding the euro, public 
perception has eroded from the time of its introduction. Greece is aptly the centre of this 
fissure, caught between reforms aimed at Europeanising and the opportunism that dooms 
many would-be initiatives. Previously, Greece witnessed a hard push for inclusion in the 
European Monetary Union (EMU), both by policy-makers and citizens. Now, Greece is 
among the most opposed nations to the euro. Such a rapid shift in sentiment deserves 
exploration.  
 
Section 2 introduces the broader setting for the issues that follow. Section 3 provides 
historical background on Greece’s accession to the EMU and the political economy 
surrounding macroeconomic and structural reforms. Relevant economic conditions, 
government austerity measures aimed at accelerating convergence, and the terms of EMU 
entrance are highlighted to establish a reference for post-euro analysis. Section 4 aims to 
address the experience of Greece under the euro, with particular attention to both 
macroeconomic factors and to internal patterns - specifically concerning inflation and 
consumption. The way in which emerging patterns in unemployment and inequality have 
perpetuated a negative view of EMU membership is then discussed in Section 5. Section 6 
offers policy prescriptions in light of realistic constraints for Greece. Section 7 concludes, 
offering lessons from the Greek experience under EMU. 
 
 
2. Framing the Issues  
 
Although Greeks remain proponents of EU widening and deepening, public disappointment 
regarding the euro is increasingly prevalent. Greek public opinion also scores high in public 
opinion opposition to EMU: England, 64%; Greece, 49%; EU average, 35% (IEIP and EKEM, 
2005). These figures are a far cry from the 72 percent of Greeks that favoured a single-
currency in 2001, the highest supporting percentage among both euro-members and the EU 
(Mavris, 2004: 127). 
 
The dissension largely stems from a loss, or a perceived loss, in purchasing power for many 
Greeks. Most observers acknowledge that the changeover to the euro led to price increases 
in certain sectors, namely: restaurants, cafés, and hairdressers. The European Commission 
retorts that the overall effect of changeover on prices was limited, with the “all items” 
category of the Harmonised Index of Consumer Prices rising only 0.12 to 0.29 percent - 
depending on the country (European Commission, 2005). Others, while conceding this 
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range, acknowledge that it “disguises enormous price hikes in everyday consumption items 
such as coffee, vegetables, bread, newspapers, a haircut, local taxes, including parking 
meters and so on.” (European Parliament, 2005: 11-12).   
 
One would expect “enormous price hikes” across such an aforementioned basket of goods to 
be clearly visible in monthly and annual inflation figures. Yet, as we shall see, this is not what 
we observe for the economy as a whole. The lack of clear evidence of changeover inflation, 
on aggregate, forces analysis of recent price trends to turn to specific sectors and products.   
 
The overall consumer price index (CPI) rose by 20.1 percent over the six-year period of 2000 
to 2005. Many people are quick to attribute this seemingly stark figure to the adoption of the 
euro. Understandably, the entrance of Greece into the European Exchange Rate Mechanism 
(ERM) and later into the eurozone overlays nicely to this time period. Overlooked, however, 
is the same comparison for the six years preceding 2000. The cumulative inflation 1994 
through 1999 was 40.9 percent. Far more staggering is comparison to the six years 
preceding 1994 - an astonishing 97.4 percent (NSSG, 2005). 
 
In short, recent levels of inflation in Greece pale in comparison to previous chapters of Greek 
history (see Chart I). The real concern is not the aggregate inflation rate; rather, attention 
should revolve around three central issues. First, given that aggregate figures fail to highlight 
certain price movements for specific sectors and individual products and services should 
warrant focus. Second, if inflation is disproportionally affecting certain services and goods, 
there are possibly asymmetric budgetary implications on consumers. Third, is whether recent 
trends in Greece are actually attributable to the adoption of the euro. 
 

Chart I:
Inflation in Greece - The Last 30 Years
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3. Historical Framework for Greece’s Adoption of th e Euro 1 
 
Before moving to an analysis of inflation rates after the adoption of the euro, a historic 
background is in order. Such history must be viewed in context of the Greece’s political 
economy. Dimitrakopoulos and Passas aptly describe the environment: 
 

Policy formation [in Greece] can be described as defensive, reactive and 
highly fragmented and lacking in terms of institutional memory, political 
continuity and predictability. It is a system couched primarily on informal, ad 
hoc practices rather than on institutionalised procedures even though formal 
arrangements actually exist (Dimitrakopoulos and Passas, 2004a: 4). 

 
Within this framework of policy, we can understand the history and discrepancies 
surrounding macroeconomic and structural reforms within Greece. In turn, we can better 
understand the shortfalls of policy separate from those of the euro.  
 
As mentioned previously, bouts with inflation are not a new occurrence in Greece. Inflation 
was hovering at 12 percent in 1993, down from 20 percent when New Democracy took office 
in 1990 (Dragoumis, 2004: 84). Even after a decade of reforms aimed at integrating Greece 
with the EU, and later the EMU, inflation consistently outpaces that of the Eurozone-12; see 
Chart II.7 for instance (BoG, 2005: 34).  
 

 
Some of this difference is attributable to the Balassa-Samuelson effect and “catch-up” during 
the convergence of living standards toward the average of the EU (Pelagidis and Toay, 
2006). Yet, Greece remains well below the average standard of living for the eurozone 
nations. The subject of convergence in Greece, or lack thereof, is a topic to which we shall 
return.  

                                                 
1 For a brief timeline of recent major events the Greek economy, readers may wish to reference the Appendix. 
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Another partial explanation of the difference is found in the populist policies that Greece was 
pursuing after joining the EU (Pagoulatos, 2004). The late 1980s and early 1990s witnessed 
a stagflation trap in Greece, characterised by large budget deficits and public debt (Kazakos, 
2004: 904). The fallout of inflation-indexed wages was replaced by easy money from the EU 
that allowed the exchange rate to be kept high. Not until 1985 did the government adopted 
an anti-inflation policy and instituted austerity measures, including the decoupling of wages 
from the inflation rate. The strict monetary stance reaped limited gains in reining in inflation. 
The programme, however, was overturned in 1987 with the relaxation of wage constraints, 
leading to a new inflation crisis at the close of the decade (Hondroyiannis and Lazaretou, 
2004: 10). The result of this continued inflation, coupled with a strong drachma, was a loss of 
competitiveness and partial de-industrialisation in Greece. 
 
In the 1990s, nominal convergence became the consensus road out of these ills and, 
consequently, the aim of successive administrations (Kazakos: 906). 1995 marked the 
adoption of a nominal exchange rate anchor for targeting monetary policy. This anchor 
proved a vital tool for the Bank of Greece to decelerate inflation and bring Greece within the 
convergence criteria of the Maastricht Treaty (Hondroyiannis and Lazaretou: 11). The 
motives for EMU entry were not strictly economic either. Through EMU membership, Greece 
could avoid isolation during this period of Europeanisation and gain potential leverage in 
pursuing security concerns (Featherstone, 2003: 925). 
   
There are many analogies between the transitional period of the early nineties and that of the 
early twenty-first century.  During both periods, the government was running large deficits 
and held high levels of public debt: 120 percent of GDP in 1990, compared to 117.2 percent 
recently (MoF, 2006). Both periods were laden with reforms aimed at “internationalising” 
Greece - the new environment of the EU versus the recent adoption of the euro. 
Furthermore, both periods witnessed a push for stronger tax revenues, deregulation, 
privatisation, foreign investment inflows, and relaxation to labour laws and businesses’ hours 
of operation. 
 
The success of such pursuits was mixed, with notable advances in monetary policy (namely, 
financial market liberalisation and Central Bank independence) versus laggard initiatives in 
structural reforms – especially concerning the labour market. This dichotomy is largely 
explained by the power-agents in Greece and not by public opinion. Recalling that the Greek 
system is characterised by ad hoc practices that best serve clientelistic interests and public 
sector unions - which are deeply entrenched in the policy process - reform was an 
asymmetric process due to the political costs. In monetary policy, the governments had a 
clearly defined agenda, in which lethargic reform could carry external penalties. Whereas, in 
areas of labour reform and public enterprise privatisation, special interests prevailed by 
watering down reforms. The result was partial privatisation, which enabled the government 
and unions to retain ownership of firms, and labour reforms that remained more formal than 
real (Kazakos: 909-911).  
 
Despite special interest prevailing through the reform process, the need to inform public 
opinion about the costs and benefits of membership in EMU remained paramount. Still, 
government pursued membership headstrong “and, after 1996, depicted this process as the 
keystone of modernisation discourse but did so in a populist manner that emphasised only 
one side of the coin, such as low interest rates.” (Dimitrakopoulos and Passas, 2004b: 140).   
 
The lack of clearly defined costs and benefits during early pursuit of EMU caused the public’s 
discontent with such reforms to fall on the ruling party. The social unrest over New 
Democracy’s austerity measures in early 1990s cost them the election. These austerity 
measures allowed the centre-left Pan-Hellenic Socialist Movement (PASOK) to gain control 
of the government in 1993.  
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The reversal of many of New Democracy’s policies turned out to be more rhetoric than 
reality. PASOK did however offer a clearer purpose with regard to EMU as an objective. 
PASOK stayed course for further deepening and, in 1997, through continued restrictive 
monetary policy and wage caps, brought Greek inflation to its lowest level in 26 years - at 4.7 
percent. It was largely through EMU membership as a stated objective that PASOK was able 
to enjoy high support for a single currency. Most Greeks supported both the reforms tied to 
EMU membership, with a 1998 poll indicating 61.7 percent of the population supported 
privatisation efforts, and the adoption of the euro – with support reaching its highest level in 
the autumn of 1998, at 75 percent of the population supporting a single currency (Mavris: 
128). 
 
Movement toward greater price stability was welcomed from a population that had grown 
accustomed to volatile swings in prices, wages, and interest rates under the drachma. In 
pursuing the entry criterion set forth by the Maastricht Treaty and the Stability and Growth 
Pact (SGP), the budget deficit was reduced to 2.5 percent of Gross Domestic Product (GDP) 
in 1998. It should be noted that Eurostat, the statistical arm of the EU in Brussels, and New 
Democracy, contended that the figures were the result of “creative accounting.” Nonetheless, 
on 16 March 1998, Greece entered the ERM - the currency pegging regime that served as a 
precursor for conversion to the euro - at an initial exchange of 357.109 drachmas (GRD) to 1 
European Currency Unit (ECU). In January of 2000, the exchange rate would be revised to 
340.75 GRD/ECU for Greece’s entry into the eurozone the following year. Despite a long 
process, plagued with slow reform and EU reservations, Greek inclusion in euro was affirmed 
on 1 January 2001.    
 
The initial exchange value, 357 GRD/ECU, corresponded to a 12.3 percent devaluation of 
the drachma (Hondroyiannis and Lazaretou, 2004). From 1998 on, Greece had surrendered 
its control of domestic monetary policy in favour of the pegging regime that would later 
become the underlying fabric of the EMU. When the time came for Greece to adopt the euro, 
the fixed exchange was revised to 340.75 GRD/ECU - an appreciation of 3.5 percent 
(Dragoumis: 94). Despite, the revaluation of the exchange rate, the market price of the 
drachma was even stronger, at 331 GRD/ECU. This hard-currency pursuit would later tie 
Greece’s hands in its possible policies to stimulate growth. 
 
From a neoliberal perspective, the gains Greece made over this period are impressive and 
commendable - especially with regard to lowering the government deficit and tightening 
inflation controls. Others, however, could argue that the austerity measures aimed at bringing 
Greece into the ERM further entrenched unemployment by retarding investment and growth. 
Many scholars also feel that real convergence levels, not nominal levels, should be the focus 
of compatibility between member states (Koutsiaras, 2005: 76).  
 
In terms of EMU membership, nominal convergence criteria are set forth in the Maastricht 
Treaty and further defined by the SGP. Specifically, a candidate nation must have: an 
inflation rate no more than 1.5 percent higher than the average for the three best EU 
performers (note: the average is of the lowest three rates in all of the EU-25, not strictly the 
eurozone); a long-term interest rate of no more than 2 percent above the average in the 
three best inflation performing nations; a deficit to GDP ratio of 3 percent or less; a debt to 
GDP ratio not exceeding 60 percent; and demonstrate exchange rate stability through two 
years of ERM II participation, in which the respective currency fluctuates within a band of + 
15 percent. 
 
In contrast, real convergence refers to institutional and legal framework development, which 
foster greater resource allocation by improving market-mechanisms (i.e. “deepening” before 
“widening”). This structural maturing allows for advances in productivity, output, and per 
capita income. Such gains encourage a reduction in disparities among productivity, labour 
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market performance and disposable income, ends arguably more attuned to the European 
model than balanced budget restrictions. 
 
The distinction in the type of convergence used for EMU entry criteria is a strong one, as the 
latter would most often result in a longer time horizon for entry, but would also leave a higher 
degree of flexibility in choosing national policies that influence real aspects of the economy 
over the period of candidacy. Policy autonomy is deemed vital by many for the “catching-up” 
of nations finding themselves lower on the development curve. Furthermore, pursuit of 
conservative nominal measures can set the statistical ceiling too low for nations experiencing 
inflation attributable to the Balassa-Samuelson effect2 (Pelagidis and Toay, 2006). 
  
Greece is an apt example of the need to pursue structural reforms before completing the 
EMU accession process. The focus on nominal criteria overshadowed the need for reforms 
aimed at real convergence. Today in Greece, doubt exists “whether substantial progress 
towards labour market flexibility” can be made in a policy environment focused on automatic 
stabilisers, causing “concern about the impact of EMU on employment and real convergence. 
In particular, it is argued that the present policy mix may not provide for a reform-generating 
macroeconomic policy stance.” (Andreou and Koutsiaras, 2004: 92). 
 
The retrospective pitfalls of Greek EMU accession should serve as cautionary tales to the 
Central and Eastern Europe countries (CEECs) currently pursuing membership. Greece set 
its currency peg in the ERM artificially high - or “hard” - by most standards, resulting in a 
deteriorating trade deficit and undermining its international competitiveness (Pelagidis, 
1997). This was then further institutionalised with EMU accession. The frequently offered 
opposite was found in Ireland’s devaluation of its currency and the gains it reaped in 
investment, employment, and growth associated with export-led strategies. In the eyes of 
many, the implications of Greece pursuing nominal convergence through strict austerity 
measures resulted in damaging the real economy.  
 
Greece should be illustrative as a case where more attention should have revolved around 
country specific shortcomings and not aggregate deviations from nominal convergence 
criteria. EMU accession left Greece to rely on nominal and real wage flexibility to combat 
shocks while, simultaneously, removing a major catalyst for structural reform (i.e. externally 
mandated). Given that the costs associated with monetary union are higher the greater the 
degree of asymmetries (DeGrauwe and Mongelli, 2005: 10), it would serve nations’ interests 
to reduce asymmetries prior to surrendering monetary policy. Arguably, economic 
performance is tied more to the implementation of an appropriate policy-mix and not the 
pursuit of inflation targeting through rigid, rule-based authorities such as the European 
Central Bank (Pelagidis: 12). 
  
4. The Greek experience under the euro 
 
Over the period preceding adoption of the euro, Greece participated in the Cologne process 
to improve macroeconomic dialogue (1997), the employment strategy of the Luxembourg 
process (1998) and the structural reform initiatives set forth in the Cardiff process (Andreou 
and Koutsiaras: 87). The centralisation of such initiatives came to a head at the Lisbon 
European Council in March 2000. At this summit, member nations set forth a common goal 
of creating a knowledge-based economy, “that would lead to sustainable development, high 
economic growth, and social cohesion.” (Zestos, 2006: 43). The Lisbon process was further 
enriched and defined by the Social Agenda in the European Community of Nice (Dec 2000) 
and the Stockholm European Commission in the following year (Andreou and Koutsiaras: 

                                                 
2 The Balassa-Samuelson effect is observed when productivity gains in the tradable sector are met with wage 
growth. This, in turn, spills over to price hikes in the less productive, non-tradable sector. The result is a 
temporary, higher inflation rate for the nation as a whole. 
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88). Furthermore, the Broad Economic Program Guidelines (2001) set forth country specific 
recommendations. For Greece, BEPG recommendations relevant to this paper include: less 
restrictive business regulation; greater public administration performance and tax collection; 
accelerated gas liberalisation and encouragement of greater competition in other utilities; and 
developing fiscal incentives for investment and entrepreneurship (Ministry of National 
Economy, 2001: 31).  
 
Ironically, the same rule-based institutions than can be argued to place upward pressure on 
prices - or even to have weakened the economy - have offered the strongest catalyst for 
change within Greece. Only when the government was confronted with an initiative that 
carried enforceable mechanisms (the EMU) was it able to mount a political campaign 
capable of confronting opposition – albeit, with continued concessions that mitigated 
potential opposition. In contrast, the more meritorious aims of the Lisbon process lack 
enforcement and, thus, policies that could address these aims received only superficial 
attention.  
 
The changeover period to the euro aptly illustrates the need to move further on the structural 
reforms outlined by the BEPGs and Lisbon strategy. It is clear that there was some rounding 
up in the conversion process to the euro. While the official conversion rate was enforced at 
the exchange and banking level, new prices for goods and services were left to providers - 
offering a convenient opportunity to price gouge. The vulnerability of consumers to price 
gouging highlights market inefficiencies that extend far deeper than the tools of monetary 
union can touch.  
 
Beyond the sectors that could claim menu-cost pricing strategies, many of the less formal 
markets draw the greatest complaints for price hikes. Unfortunately, due to the discretion 
exercised by sellers and the lack of consistency in such informal markets, these same areas 
are very difficult for economists and statisticians to accurately track (prices of goods bought 
at the laiki, or open-air market, for example). The range of price level changes is staggering, 
with some consumer groups claiming 20 to 147 percent increases in the price of certain 
consumer goods since 2002 (Kathimerini, 2006a).3 Again, despite complaints over prices, 
there was not a sharp overall spike in prices at the time of conversion. That said, many 
trends are overshadowed when looking at the economy as a whole.  
 
Several sub-indices of the Consumer Price Index stand out for accelerated inflation in the 
year proceeding and that following the changeover to the euro. “Food and non-alcoholic 
beverages” along with “hotels, cafés, and restaurants” witnessed inflation rates of 5.1 percent 
and 4.6 percent for 2001, respectively, and 5.3 percent and 6.7 percent for 2002. Such 
figures are well above the economy’s average rate of 3.4 percent for 2001 and 3.6 percent 
for 2002. More pronounced was the acceleration in “alcoholic beverages and tobacco,” which 
soared 7.6 percent higher for 2001 and 7.2 percent higher for the following year. This is in 
sharp contrast to a category such as “transport,” which boasted rates of 1.1 percent for 2001 
and 0.9 percent for 2002 (NSSG, 2006a).   
 
Although these accelerations in prices for certain categories correspond to the adoption of 
the euro, one should be careful in saying the new currency caused the trends. It is, however, 
reasonable to say that the areas marked by more rapid inflation surrounding the adoption of 
the euro had a high degree of flexibility in determining prices under the new currency. Table 
1 exhibits large price changes in both private services that exhibit high autonomy in pricing 
and products and services regulated by the government – which, consequently, are subject 
to special interest groups and clientelistic pressures. 
 

                                                 
3 The Greek Consumer Center (ELKEKA) names those levels from January 2002, “when Greece switched to the 
euro,” through January of 2006. 
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Table 1 
 

      March 2002          March 2003 

Prices determined by the State  
Water/Sewage      3,1%    4,1% 
Electricity      4,4%    3,9% 
Medical services      4,9%    5,7% 
Hospital stays      4,5%    4,4% 
Hotels      12,7%    5,3% 
Airline tickets     12,2%    0,0%  
Taxi fares      0,0%    8,0%  
Ferry tickets      6,1%   26,9%  
Tuition fees      3,6%    4,5%  
 

Prices determined by the market  
Take-away food      6,7%    3,8%  
Books and Newspapers     3,7%    4,0%  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
While it is clear that there was a mix of accelerated inflation for certain goods and services 
surrounding the adoption of the euro, those same years where marked by historically low 
inflation rates for Greece. How then can we explain the prevalence of the view that the euro 
has caused higher prices? The answer lies in recent socioeconomic trends, as well as 
psychological factors. These trends fit into a larger framework of structural inefficiency and 
weak market mechanisms, both of which make the need for institutionalising the Lisbon 
process vital. 
 
5. Troublesome Trends  
 
By looking at purchasing power relative to other European nations, Greece lacks real 
convergence. Meaning, Greece has not created a higher standard of living for its citizens 
since joining the European Union. Standard of living indices often look at purchasing power 
levels over a period of time. In the past, money in Greece rapidly lost value, but was offset by 
large nominal wage increases – fuelling the inflation cycle of higher prices, higher wages, 
and so on. Today, inflation has been dramatically reduced, but so too has wage growth. 
Further, while wage hikes continue to outpace inflation overall, wage growth in lower income 
jobs is often below the appropriate inflation rate for these income groups (BoG, 2004). This 
trend, coupled with highly entrenched unemployment, leaves more people feeling greater 
impacts from price hikes. 
 
Research at the Bank of Greece recently looked at the effects of inflation on different income 
groups in Greece. Underlying the report are the different consumption patterns that separate 
socioeconomic groups display. Naturally, a low-income individual will devote a greater 
percentage of his or her income to primary products, such as fruits, vegetables, and other 
foods. The same individual will spend less on areas such as: entertainment, luxury goods, 
and restaurants. Not surprisingly, the report found that the unemployed, pensioners, farmers, 
and the poor are particularly sensitive to inflation. Furthermore, over most of the period of 
examination, these groups faced inflation well above the average rate in Greece (Mitrakos 
and Zografakis, 2005: 54). In short, recent price increases are hitting lower-income groups 
disproportionately hard. To make the situation worse– and help explain where a vast amount 



   Policy Papers by Young Researchers WP II / III Th eories: Team 3  

EU – CONSENT is supported by the European Union’s 6th Framework Programme  

9

 

8,2% 11,1% 12,9% 14,0% 16,7% 

60,2% 
56,6% 56,3% 55,2% 

52,9% 

3,1% 4,0% 7,0% 10,5% 

0% 

10% 

20% 

30% 

40% 

50% 

60% 

70% 

1961
1 

1971 1981 1990 2001 
Percentage of population over 65. Greece. ESIE. 

Participation Rate-percentage of working population between 15 & 65. 

Unemployment. 
Rate 

of discontent over the euro is coming from – these groups are larger than before by historical 
standards. 
 
Greece only trails Germany in overall unemployment, at 9.8 percent, and long-term 
unemployment, at 5.2 percent (Kathimerini, 2006b). These stubbornly high rates of 
unemployment exacerbate the burdens of inflation for different segments of the population. 
Greece boasts the eurozone’s highest percent of unemployed individuals under 25 years old, 
at an unsettling 25 percent. For the ages 25 to 29, the unemployment rate is 16 percent. 
Unemployment for women is also shockingly high, with an astonishing 27 percent of those 
between 15 and 29 unemployed. One would expect these groups to be the demographics 
driving growth. The problem is not constrained to new job seekers either. For women 
between 30 and 44 the figure is 14.9 percent (NSSG, 2006b). Such stark figures indicate a 
large mismatch between skills and available jobs. Compare this environment to 1981, when 
Greece joined the EU and enjoyed unemployment rates around 4 percent (see Chart III). 
 

Chart III – Participation and Unemployment Rates 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Source: Pelagidis, Theodore and Michalis Mitsopoulos, Analysis of 
the Greek Economy: Investment and Reforms, 2006: pp. 181. 

 
It is unconvincing to argue that such high figures are a new natural rate of unemployment in 
Greece. Rather, they are the product of market rigidities borne out of excessive regulation. 
Furthermore, it is not only that jobs are difficult to acquire in a heavily regulated labour 
market, but also that the pay scale is low by recent standards. Minimum wage in Greece is 
only slightly over half of the average of other euro nations with Greeks claiming 668 euros a 
month, compared to the average 1032 euros and a far cry from the levels of Ireland or 
Luxembourg - 1293 and 1503 euros a month, respectively (Regnard, 2006).4 Equally 
troubling is that to obtain the same goods an average Greek must work 92 percent more than 
an average German worker by some measures (Kathimerini, 2005: 5).5 
 
These trends contribute to a negative perception of the euro. Those most burdened by 
inflation have been, until very recently, a growing segment of the population. Greece has 
witnessed many of the changes that follow Western Europe: weakened labour rights, high 

                                                 
4 Averages are for the eurozone nations with a minimum wage: Belgium, France, Greece, Ireland, Luxembourg, 
the Netherlands, Portugal and Spain. 
5 Comments from Yiannis Kouzis, head of industrial relations at the Labour Institute of the General Confederation  
of Greek Labour (GSEE). 
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unemployment, constrained state spending, and so on. Still, the nation has yet to reap the 
income gains of a country like Ireland, which joined the EU after Greece, and now enjoys a 
living standard higher than the EU average. 
 
Although a great deal of explaining the euro’s perceived contribution to inflation revolves 
around socioeconomic trends - namely, that more people are feeling greater burdens from 
inflation compared to previous generations - mention must also be given to psychological 
forces. Psychology plays a strong role in the perceptions of prices, as people factor the 
smaller everyday costs - such as coffee and parsley - more readily than the rare purchases 
of computers and cars, or the interest rates savings they have on a home loan. 
 
Some limited panel research for restaurants in Italy has found much of the price increase 
coming before the official changeover. The perception of prices doubling is often relating 
several years to the conversion date and deemed so large due to the number of price 
revisions (Gaiotti and Lippi, 2004). Anchoring price movements to January 2002 indirectly - 
or directly - encourages the causation to fall on the euro. This method of placing several 
years of inflation on one event distorts reality. 
 
Essentially, the conversion period created an information asymmetry between buyers and 
sellers. This mismatch in available information - or discrepancy in the cost of gathering 
accurate information - allowed a price wedge to be driven between the buyers and the 
market clearing rates (Ehrmann, 2006: 14). Meaning the cost of converting many prices for 
many purchases was higher for buyers than for sellers in countries with complex exchange 
rates to the euro, such as Greece. These changeover inflationary effects were especially 
pronounced in low priced goods (Ehrmann: 31). 
 
Yet, information asymmetries in converting prices explain neither the degree of public dismay 
nor the continued inflation patterns in Greece. Rather, the human tendency to pin complex 
patterns to a single, often external, event largely explains the perceived relationship between 
the euro and inflation. The euro has become a scapegoat for the complaints and hardships 
facing, not only Greeks, but also many Europeans. Such fears can easily become exploited 
by political parties, presenting worrisome potential for protectionist policies unravelling recent 
reforms. 
 
Truth be told, inflation remains problematic in Greece today for many of the same reasons it 
was troublesome in the past. Strong unions, especially in public sectors, successfully 
demand wage hikes beyond levels that productivity gains would otherwise dictate 
(McDonald, 2005). Furthermore, restrictions on hiring and firing employees drive up the cost 
of a company taking on new workers. Such costs are easily passed onto the consumer in 
Greece due to fairly uncompetitive markets. The lack of open markets, in itself, impedes 
competition from driving down prices. Intertwine easy credit, a government deficit, an output 
gap, structural fund transfers, and high levels of public debt and you have many ingredients 
for inflation. Finally, today, concern is over an inflation rate of 3.5 percent, not 20 percent. 
The euro provides a convenient scapegoat for the structural inefficiencies encouraging 
inflation in Greece. It is clear that Greece is a more expensive place to live after the euro; 
yet, that fact has surprisingly little to do with the euro. 

 
6. Policy Prescriptions   
 
This section aims to highlight potential solutions that the author feels warrant further 
attention, the applications of which are not strictly confined to Greece. Indeed, the EU25 
members’ road to euro adoption should takes cues from the successes and failures of the 
Greek experience. It should be stressed that any one of the following proposals could 
exhaust a paper in itself. Also, while it is this author’s view that the ECB and SGP could 
benefit from changing their mandates, the discussion of such reforms is beyond the scope of 
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this paper. 
 
In proposing policies to mitigate the negative externalities of monetary union, realism should 
be a constant constraint. Withdrawal from the EMU would be neither desirable nor possible. 
Greece has made sacrifices to achieve its place in Europe and in the eurozone. While some 
of the sacrifices include succumbing to institutional constraints set forth by the Maastricht 
Treaty and the revised SGP, these same constraints were the only recent momentum for 
reform.  
 
Instead of undoing recent policies that foster further integration within the EU, policies should 
aim to ease the burden of transition. Given the asymmetric impact the adoption of the euro - 
and inflation in general - has on different social strata, government policy should aim to 
mitigate the losses for disenfranchised groups. Transfer payments would be one such way to 
ease the burden of inflation on low-income groups. While such a scheme would be at the 
expense of the wealthy, they stand in a better position to weather a tax than the poor. After 
all, inflation is a tax on consumption. Given the population impacted most by recent inflation 
in Greece, this “tax” is strongly regressive (Mitrakos and Zografakis: 67-69).  
 
The decision for the government to pay part of minimum wage earners social security 
contributions is a step in the right direction. While redistributive, the measure will encourage 
work in the formal sector and stimulates labour supply (OECD, 2001: 5). Drawing people into 
the formal job sector should be a large focus of employment policies, effectively raising the 
employment rate and the tax base. The participation rate for Greece is very low (recall Chart 
III), at only 53 percent of the population in the labour force for 2005 (NSSG, 2006b). 
Government outlets such as the Public Employment Service (PES) and Employment 
Promotion Centres (EPCs) are potential tools to facilitate this process and combat 
unemployment; unfortunately, these programs have also been subject to the rent-seeking 
and excessive regulation of Greek bureaucracy that renders them ineffective. 
 
For any policy in Greece the problems of tax collection and an excessively bureaucratic State 
remain. One possible area that would require less bureaucracy could extend micro-finance to 
the large entrepreneurial population in Greece. Such a scheme would require little 
management and potentially offer growth through small and medium-sized enterprises 
(SMEs). The Athens-based Foundation for Economic and Industrial Research (IOBE) 
estimates that greater flexibility in doing business could allow 85 percent of those 
unemployed to find work through SMEs hiring just one more employee each (Stergiou, 
2006). While not a realistic scenario, the estimate highlights the structural inefficiencies 
allowing for jobless growth and an area of potential stimulus. 
 
The perceptions of the euro creating inflation have carried over into widespread dismay 
within Greece. Information campaigns addressing the euro - both the benefits and 
shortcomings - must be instituted to prevent populist politics from distorting the facts. Sectors 
that abused the changeover should be identified and punished. Explanations of inflation and 
causes should be made accessible to citizens, bridging the disconnect between perceptions 
and reality.  
  
Finally, policies aimed at fostering greater competition and regulation of price gouging should 
be pursued. If producers are to blame for a large degree of the price hikes, then part of the 
solution is to empower consumers. One option is for the government to collect better data on 
the less formal sectors - i.e. publish monthly price ranges for goods at the laiki or off-duty 
electrician rates, for example - encouraging fairer pricing by narrowing the information gap. 
Informing consumers would give them greater bargaining power. More importantly, 
acknowledging the existence of grey areas in the economy is a vital step toward 
understanding and integrating such areas into the formal sector. Illuminating “shadow” 
markets is essential for an economy such as Greece, where conservative estimates place 
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informal activities at more than quarter of GDP (Schneider, 2005: 20).  
 
7. Concluding Remarks 
 
While it is difficult to gauge the true statistical extent to which the euro is responsible for 
inflation, the price movements still contradict theoretical outcomes for an Optimum Currency 
Area (OCA) and one of the main goals of monetary union. Further European integration 
should create price convergence and ease inflation pressures as transaction costs are 
reduced and nations converge. Herein lies a major shortcoming in the expected gains from 
widening and deepening, especially in the case of Greece.  
 
Greek membership in the EMU has not created the endogenous convergence theoretically 
associated with OCAs. Reforms to foster growth and employment have not been a natural 
progression of integration, but a divisive pursuit plagued by special interests and weak 
political will. The structural rigidities that allow for high unemployment rates, low employment 
rates, and price gouging have gone under addressed.  
 
Greeks’ disappointment and frustration over the euro is understandable. Gone is the 
drachma, and with it a certain sense of national autonomy. The euro is the embodiment of 
the changes for Greek society, changes that have left many behind. Labour disputes have 
entered a new realm of desperation, where unions are torn between honouring their 
constituents and ceding some of the inevitable concessions in a globalising world. The notion 
of European integration as the road to higher standards of living has not come to bare fruit 
for the majority of Greeks. 
 
Yet, the real blame for the status quo in Greece is not the euro or EU institutions, but the 
government’s unwillingness to tackle politically powerful unions and excessive product, 
service and labour regulations. Discrimination procedures in Greece vastly outranked other 
EU nations in 2003; while restrictiveness of “regulation creating a negative impact on 
economic behaviour” placed Greece among the worst performers - only Hungary, Poland, 
and Spain could claim such high levels (OECD, 2005). In short, regulation has been 
misdirected. Focus on price abuses should be the aim of regulation, while freeing markets to 
allocate resources efficiently. 
 
The benefits of membership in the EMU and further integration within the EU often 
overshadow those individuals disenfranchised by policies aimed at widening and deepening. 
Continuing with policies touted as “stabilising,” while ignoring growing disparities in wealth, 
encourages a potential derailing of the EU initiatives. While efficient markets are worthy 
goals, they should not be pursued as the sole end, but in tandem with policies fostering the 
integration of the socially and financially marginalised. Government policies should be 
equally concerned with easing the burdens of such groups as they are with convergence to 
the EU. In the end, as much as Greece’s future lies in the EU, the solutions to the present lie 
at home. 
  
The euro has created important opportunities, many of which will be missed without further 
reaching reforms. The lack of a clear agenda and external stimulus make reform a Herculean 
task in Greece. Nonetheless, development of a concrete strategy must be pursued while, 
simultaneously, clientelistic politics must be shunned. The opportunism that has doomed or 
diluted so many reform initiatives must give way to a cross-party strategy, highlighting the 
importance of the Lisbon agenda. Only when the gains and the sacrifices of integration are 
made clear can the government pursue structural reform. These reforms are vital not only for 
the convergence of Greece, but also for livelihood of the many citizens strained by the “stop-
start” reforms that have come to characterise Greece Europeanisation.  
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Greece historically has embodied the clash of civilisation, torn between East and West. 
Greece now stands to serve as an instructive case for the new EU25 members’ inevitable 
path to the euro, potential gains and – especially – possible pitfalls of the process. Greece 
has proven the importance in using the EMU timetable to push through far-reaching 
economic reforms. By accepting the changes that accompany EMU membership and further 
European deepening, Greece can help poise itself politically for further integration of the 
CEECs and the possible future accession of its Balkan neighbours. At the same time, by 
tailoring policies to mitigate losses to those marginalised by integration and globalisation, 
Greece can demonstrate that convergence is a guided process - and one worth pursuing. 
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Recent Notable Events in the Greek Economy 
---------------------------------------------------------------------------------------------------------- 
1974 -  Inflation peaks at 27 percent of   1998 – Budget deficit drops to 2.5 percent of  

Gross Domestic Product (GDP).   GDP, later attributed to “creative 
accounting.” 

 
1981 -  Greece enters the European   March 1998  - Greece enters the European Rate 
  Community (precursor to the EU).  Mechanism - the precursor to euro
adoption. 
 
1990 -  New Democracy (ND) takes office,  January 2000  - Conversion rate revised from 
357  

inflation at 20 percent. Institutes   drachmas/euro to 340.75 
drachmas/euro. 

austerity measures aimed at controlling 
inflation and fostering growth.  January 2001  - Greece enters the 

European Monetary Union, adopts the euro for 
limited  

1993 -  PASOK takes office, inflation at  transactions. 

 

APPENDIX - Timeline of major events in Greek econom ic history 
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