Who’s to Blame for Greece?
‘The new book by Michael Mitsopoulos and Theodore Pelagidis offers insightful
analysis of the Greek drama. It makes fascinating reading and well demonstrates
that the blame is widely shared.’
—André Sapir, University Professor, Université libre de Bruxelles, Belgium, and
former Economic Advisor to the President of the European Commission
‘Who is to blame for Greece? If I could pick just two experts on the Greek
debacle to answer this question it would be Theodore Pelagidis and Michael
Mitsopoulos. And thankfully they have done just that in this penetrating analysis of what has happened to Greece over the past five years. It’s a timely and
incisive work and no one gets off easy a must read.’
—Landon Thomas, Jr, Financial Reporter, New York Times, USA

Theodore Pelagidis • Michael Mitsopoulos

Who’s to Blame for
Greece?
How Austerity and Populism
are Destroying a Country with
High Potential
Second Edition

Theodore Pelagidis
NR Senior Fellow,
Brookings Institution, USA

Michael Mitsopoulos
Hellenic Federation of Enterprises
Athens, Greece

ISBN 978-3-319-68335-5    ISBN 978-3-319-68336-2
https://doi.org/10.1007/978-3-319-68336-2

(eBook)

Library of Congress Control Number: 2017959339
© Theodore Pelagidis and Michael Mitsopoulos 2016, The Editor(s) (if applicable) and The Author(s)
2017
This work is subject to copyright. All rights are solely and exclusively licensed by the Publisher, whether
the whole or part of the material is concerned, specifically the rights of translation, reprinting, reuse of
illustrations, recitation, broadcasting, reproduction on microfilms or in any other physical way, and transmission or information storage and retrieval, electronic adaptation, computer software, or by similar or
dissimilar methodology now known or hereafter developed.
The use of general descriptive names, registered names, trademarks, service marks, etc. in this publication
does not imply, even in the absence of a specific statement, that such names are exempt from the relevant
protective laws and regulations and therefore free for general use.
The publisher, the authors and the editors are safe to assume that the advice and information in this book
are believed to be true and accurate at the date of publication. Neither the publisher nor the authors or
the editors give a warranty, express or implied, with respect to the material contained herein or for any
errors or omissions that may have been made. The publisher remains neutral with regard to jurisdictional
claims in published maps and institutional affiliations.
Cover illustration: Paul Davey / Alamy Stock Photo
Printed on acid-free paper
This Palgrave Macmillan imprint is published by Springer Nature
The registered company is Springer International Publishing AG
The registered company address is: Gewerbestrasse 11, 6330 Cham, Switzerland

To Elli, Marc and Alexander (T.P.)
To Georgia and our daughter Veronica (M.M.)

Contents

1	Introduction   1

Part I

The “Party Period” Before the Crisis

   7

2	The Costs and Benefits for Joining a Common Currency
with Emphasis on Weaker Member States: The Pre-Crisis
Debate   9
3	Greece Before the Crisis: The Critical Years in Domestic
Politics  29
4	IMF and EU Reports on Greece  65

Part II

Greece’s Free Fall 2010–2013

105

5	The Troika Period Reconsidered 107

vii

viii

Contents

6	Assessing the Intentions of the Government(s) Since
the Ratification of the Maastricht Treaty 133

Part III

Looking Ahead

175

7	Greece: Why Did the Forceful Internal Devaluation Fail
to Kick-Start an Export-Led Growth? 177
8	Giving Greece a Chance to Succeed: Think About
the Private Sector, for a Change 217
9	Structural Differences Ensure Permanent Shock Trends
that Play into the Above. A Closer and More Democratic
Union to Heal Economic Asymmetries and Help
Southern European Countries Such as Greece 269

Part IV How Populism (2015–2017) Destroyed a Country
with High Potential

279

10	The Rise of Populism in Greece and the Impact
on the Economy 281
11	Recent Developments 297
12	Conclusions 313
Afterword 321
Author Index 325
Subject Index 329

About the Authors

Michael Mitsopoulos holds a PhD in Economics from Boston University,
USA. He is an economist at the Hellenic Federation of Enterprises,
Greece, and has taught at the University of Piraeus and the Economic
University of Athens, Greece. He has published in academic journals and is

the co-author with Pelagidis of Understanding the Crisis in Greece: From Boom to
Bust (2011) and of Greece: From Exit to Recovery? (2014). The content of this
book does not necessarily represent the positions of the Hellenic Federation of
Enterprises.

Theodore Pelagidis is a non-resident senior fellow at the Brookings
Institution, USA, and Professor of Economics at the University of Piraeus,
Greece. He has also been a NATO scholar at the Center for European
Studies at Harvard University, USA; an NBG fellow at the London
School of Economics, UK; and a Fulbright fellow at Columbia University,
USA. He has also served as an advisor to the International Monetary
Fund in the Internal Evaluation Office, USA. He is currently a senior
economic advisor to the president of the New Democracy party in
Greece.

ix

List of Figures

Fig. 2.1

Fig. 2.2
Fig. 2.3

McKinsey presentation of lack of adjustment mechanism
in euro area. Source: McKinsey and Company (Germany)
(2012), The Future of the Euro: An Economic Perspective on
the Euro Area Crisis, McKinsey
15
Labor migration in key economic areas. Source: US Census
Bureau, Current Population Survey, Eurostat LFS. McKinsey
and Company (Germany) (2012) analysis of this data
16
Intra-EU and intra-euro area shares of export on total export
of the two groups respectively. Source: Bruegel based on
IMF data (Direction of Trade Statistics database). Note: The
above figure shows intra-EU and intra-euro area shares of
export on total export of the two groups respectively. Each
of the two lines were constructed taking into account the
changing composition of the European Union and the euro
area over time, meaning that a given country is included in
the series only by the time it joined the EU or the euro.
However, further calculations show results do not change
dramatically if considering a fixed group of countries in
either series. | Read more at Bruegel http://www.bruegel.org/
nc/blog/detail/article/1420-chart-sharp-decline-in-intra-eutrade-over-the-past-4-years/?utm_source=Bruegel+Chart+of+
the+Week&utm_campaign=8bca3a3d23-Bruegel+Chart_
Week_35_2014&utm_medium=email&utm_term=0_
c8cb239d3a-8bca3a3d23-27760354121
xi

xii

Fig. 2.4

Fig. 5.1
Fig. 5.2
Fig. 5.3

Fig. 5.4
Fig. 6.1
Fig. 6.2
Fig. 6.3

List of Figures

Divergence of current accounts within the EMU. Note:
Net exports of goods and services plus net primary income
from the rest of the world plus net current transfers from
the rest of the world. Source: European Commission/
AMECO, McKinsey and Company (Germany) (2012)
analysis of these data
Net revenue, primary expenditure, and interest expenditure
of Greek central government budget. E estimate, B budget.
Source: Annual government budgets, various years
“Interest cover” of Greek general government. Source:
Annual Government Budgets, various years
OECD structural indicators in key network industries.
Note: 0 worst, 6 best (inverse from original OECD index).
Thus an increase in the level of the index over time indicates
an improvement. Evolution of index through time and for
all countries index is available. First in line always country
with lowest current performance. These are the OECD
indicators of regulation in non-manufacturing sectors
(NMR). These indicators measure regulation at the sector
level in 34 OECD countries and 22 non-OECD countries.
The indicators presented here cover seven network sectors
(telecoms, electricity, gas, post, rail, air passenger transport,
and road freight). For further details see Koske, I., I. Wanner,
R. Bitetti, and O. Barbiero (2014), “The 2013 update of the
OECD product market regulation indicators: policy insights
for OECD and non-OECD countries,” OECD Economics
Department Working Papers. PMR: Product Market
Regulation. Source: OECD structural indicator database,
author’s presentation
OECD PMR indicator: Greece and average of euro area
countries that are also OECD members. Source: OECD
Product Market Regulation (PMR) index. Lower is better
Public and private sector employment to population ratio,
2013. Source: Eurostat
Tax wedge in Greece, 2014. Note: SSC: Social Security
Contributions. Source: OECD
Self-employed to employees ratio, 2014. Source: AMECO,
European Commission

22
108
110

127
131
143
146
147

List of Figures
  

Fig. 6.4

Fig. 6.5

Fig. 6.6
Fig. 6.7
Fig. 6.8

Fig. 6.9
Fig. 6.10
Fig. 7.1
Fig. 7.2
Fig. 7.3

Fig. 7.4
Fig. 7.5

xiii

Compensation per employee, 2014: gross compensation,
including all Social Security Contributions and value of
benefits, thousands of euro per year. Source: AMECO,
European Commission
149
Annual gross compensation per employee, including all
Social Security Contributions and benefits: thousands of
euros per year, 2013. Source: AMECO, European
Commission and EC progress report on Greece. Gross
compensation includes all social security contributions,
wages, benefits and value of pension benefits
150
Personal income tax (PIT) and Social Security
Contribution (SSC) revenue as % of GDP, 2012.
Source: European Commission Tax Database, tax trends
151
Share of employment by company size class, 2013. Source:
European Commission Small Business Act (SBA) factsheet
with 2009 data
152
Gross monthly basic wage per employee (including only
employee Social Security Contribution) per company size
class, euros per month. Source: Data provided by IKA
(www.ika.gr), analysis by authors
153
Full-time employees, employed per company size class.
Source: Data provided by IKA (www.ika.gr), analysis by
authors154
Public finances structure: key revenue and expenditure
items 2013 General Government budget (billion euros).
Source: 2013 Greek Government Budget
155
Employment and unemployment (thousand of persons).
Source: AMECO/European Commission
179
Total employment to population ratio: euro area and
Greece. Source: Eurostat
180
Employment in government and pensioners/former
government employees: 1000 employees/pensioners.
Source: IMF reports on Greece, European Commission
MoU progress report 4 of 2nd MoU, Greek government
budget181
Compensation of employees for total economy (% of GDP).
Source: AMECO/European Commission
182
Compensation of employees, corporations (% of GDP).
Source: AMECO/European Commission
182

xiv

Fig. 7.6
Fig. 7.7
Fig. 7.8

Fig. 7.9

Fig. 7.10
Fig. 7.11

Fig. 7.12
Fig. 7.13

Fig. 7.14
Fig. 7.15

Fig. 7.16

List of Figures

Compensation of employees, Greece (% of GDP). Source:
AMECO/European Commission
183
Compensation of employees (% of GDP, total economy
minus corporations). Source: European Commission/
AMECO184
Average gross wage per day, euros. Source: Data provided
by IKA (www.ika.gr), analysis by authors. Basic and regular
earnings without overtime, bonuses, etc., that includes
employee social security contributions only. Enterprises
that exclude construction sites
185
Average gross wage per day (% YoY change). Source: Data
provided by IKA (www.ika.gr), analysis by author’s. Basic
and regular earnings without overtime, bonuses, etc., that
include employee social security contributions only.
Enterprises that exclude construction sites
186
Number of employees. Source: Data provided by IKA
(www.ika.gr), analysis by authors. Enterprises except
construction sites
186
Employment and basic salary (% YoY change). Source:
Data provided by IKA (www.ika.gr), analysis by authors.
Basic and regular earnings without overtime, bonuses, etc.,
that include employee social security contributions only.
Enterprises that exclude construction sites
187
Labor cost index: market activities. Source: Eurostat
187
Nominal compensation per employee (thousands of euros
annually). Source: AMECO/European Commission.
Includes value of pension benefits and all social security
contributions. IMF, European Commission reports where
stated in legend E estimate
189
Administrative cost and gross wages and salaries of private
sector (% of GDP, 2003). Source: Eurostat 2003 data and
2005 Kox report for EC with 2003 data
190
Regulation of product markets and corporate wage bill (% of
GDP, 2013). Note: PMR: Product Market Regulation; and
GVA: Gross Value Added. Source: OECD PMR indexes,
AMECO/European Commission
191
Profit before tax to sales: non-financial corporations—
limited companies and partnerships or equivalent legal
form, 2008. Source: BvD, author’s computation
192

List of Figures
  

Fig. 7.17

Fig. 7.18

Fig. 7.19

Fig. 7.20

Fig. 7.21

Fig. 7.22

xv

Profit before tax to total assets: non-financial
corporations—limited companies and partnerships
or equivalent legal form, 2008. Source: BvD, author’s
computation193
Distribution of employees insured at IKA per bracket of
gross monthly wage. Companies with up to 24 insured.
Full-time employment only. Source: Data provided by
IKA (www.ika.gr), analysis by authors. IKA. Primary
private sector social security fund. Gross wages include
employee contributions and only basic wages without
overtime, perks, etc.
195
Distribution of employees insured at IKA per bracket of
gross monthly wage. Companies with 25–249 insured.
Full-time employment only. Source: Data provided by IKA
(www.ika.gr), analysis by authors. IKA. Primary private
sector social security fund. Gross
wages include employee contributions and only basic
wages without overtime, perks, etc.
196
Distribution of employees insured at IKA per bracket of
gross monthly wage. Companies with over 250 insured
employees. Full-time employment only. Source: Data
provided by IKA (www.ika.gr), analysis by authors.
IKA. Primary private sector social security fund. Gross wages
include employee contributions and only basic wages
without overtime, perks, etc.
197
Distribution of employees insured at IKA per bracket of
gross monthly wage. Companies with up to 49 insured
employees. Part-time employment only. Source: Data
provided by IKA (www.ika.gr), analysis by authors. IKA.
Primary private sector social security fund. Gross wages
include employee contributions and only basic wages
without overtime, perks, etc. Part time till
198
Deviation of pay in sector and provisions of sectorial wage
agreements in Greece for the year 2009. Difference of
sector minimum wage from basic national agreement.
Euros. Data Source: Eurostat, Labor cost per employee
full time employment for the year 2009. Annual detailed
enterprise statistics for industry (NACE Rev.2 B-E).
OMED for sectorial agreements as valid in 2009,

xvi

Fig. 7.23
Fig. 7.24

Fig. 7.25
Fig. 7.26
Fig. 7.27
Fig. 7.28
Fig. 7.29
Fig. 7.30
Fig. 7.31
Fig. 7.32
Fig. 7.33
Fig. 7.34
Fig. 8.1
Fig. 8.2

List of Figures

computation of average yearly cost for benchmark worker
with three years work experience and who is unmarried.
Author’s computations
199
Real unit labor cost. Total economy, performance relative
to the rest of former EU-15. Source: AMECO/European
Commission201
Stock to sales and road haulage regulation, 2008. Nonfinancial sector private and public limited companies.
Source: OECD PMR index and BvD (Bureau van Dijk)
data for corporate balance sheets, author’s analysis
202
Journeys and regulation of road freight haulage. National
transport, all own account and for hire trucks. Source:
OECD PMR index and Eurostat data, author’s analysis
203
Taxes on electricity for industrial use. Consumption “C”
in the 20,000 MWh < C < 70,000 MWh band. S1
first semester. Source: Eurostat
204
Excise tax. Euro per unit. 2014. Consumption for
industrial use. Source: Eurostat, all countries except DK
205
Labor and energy costs as % of all costs for key energy
intensive industries. Source: Major sector companies
205
Exports of energy intensive and non-energy intensive
goods, Greece. Quarterly data. Source: Eurostat
206
Exports of energy intensive and non-energy intensive
goods, Greece. Quarterly data. Source: Eurostat
207
Exports of iron and steel products, Greece and Portugal.
Source: Eurostat
208
Exports except mineral fuels for Greece and Portugal.
Quarterly data. Source: Eurostat
209
Exports of textiles, yarn, fabrics, apparel, clothing, and
accessories. Greece and Portugal. Source: Eurostat
210
Interest rates, national difference with euro area average.
Loans to non-financial corporations. Source:
ECB. Outstanding amounts, loans up to one million
211
Deposits, Greek MFIs, except covered bonds, 2001–2016.
Source: MFI: Main Financial Institution. Data from Bank
of Greece
219
(a) Cost of financing. Source: ECB, Annual average of
bank interest rates—loans to corporations with an original
maturity of up to one year (outstanding amounts) minus

List of Figures
  

Fig. 8.3
Fig. 8.4
Fig. 8.5
Fig. 10.1

Fig. 10.2

Eurostat HICP with constant taxes to reflect the impact
of prices on the evolution of turnover without the inflationary impact of repeated increases in consumption taxes.
(b) Access to finance for SMEs. Source: ECB, SAFE
H1 2016
Nonperforming loans as a percentage of all loans (after
2015 exposures) and provisions. Source: Bank of Greece
Tax revenue from recurrent property taxes and tax wedge
on higher-earning private sector employee. Source: OECD,
2014 data
Share of shadow economy and share of employment of large
companies. Source: SBA Factsheet 2016, with 2015 data,
AMECO, Schneider (2015)
Political risk and economic performance. Source: Authors’
elaboration from Elstat data on employment and inflation at
constant taxes, Ministry of Interior election results, ECB on
interest rates for nonfinancial corporations
Political reactions extremism in Greece. Source: Greek
election results, analysis inspired by Funke, Trebesch, and
Schularich (2015). LAOS, Independent Greeks are far right
and Golden Dawn a Nazi party. The extremism of all votes
that support SYRIZA can be credibly questioned, especially
after the 2015 referendum and the signing of the third
assistance program MoU

xvii

226
228
253
260

292

294

List of Tables

Table 4.1
Table 4.2
Table 4.3
Table 5.1
Table 5.2
Table 8.1
Table 8.2
Table 8.3
Table 9.1
Table 9.2
Table 9.3
Table 11.1
Table 11.2
Table 11.3

Fiscal measures foreseen by the MoU and actually
implemented, according to budgeted numbers, by
the Greek government
80
Fiscal measures foreseen in 2011 Medium Term Fiscal
Strategy (MTFS) for Greece, June 2011, and item-by-item
sum of measures immediately legislated for implementation 81
Indicative 2011–2012 statements by officials and opinion
leaders that may have contributed to the fear of markets
about an impeding exit of Greece from the euro area
84
Macroeconomic indicators, billions of euros
109
Finances of general government
113
Taxpayers per bracket
244
Taxable income per bracket
245
Income tax per bracket
247
Mandates and powers of European bodies. Current state
272
Moving in parallel mandates and powers
274
Mandates and powers of European bodies. Proposed
structure276
Greece and peer-unfunded debt service comparison
300
Greece and peer debt service ten-year projection
comparison300
Debt service in billion euros
310

xix

