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Reforming the Economy without
Society: Social and Institutional
Constraints to Economic Reform in
post-1974 Greece
ANTIGONE LYBERAKI & EUCLID TSAKALOTOS

The issue of reform has much exercised social scientists over the recent past. A
central question has been the economy and, in particular, what type of economic
policies and institution s are suitable for an increasingly internationalise d and
competitive world economic environment. In the 1980s, during the ascendancy
of neoliberalism, the strategy supported by the international agencies has been
termed ‘modernisation via internationalisation ’ or ‘imitation with integration’1 as
more countries were called upon—and an increasing number felt that they had
few alternatives but—to follow a familiar package of structural reforms: privatisation and an increasing reliance on the market, deregulation of labour and
 nancial markets, and so on. This was a return of ‘modernisation theory’ with
a vengeance—the implication being that the only strategy for the economies of
the East and South was to follow the economic policies and institution s of the
increasingly (neo)liberal North. On the other hand, there was also a growing
awareness that the model of the North that economies were supposed to be
following was hardly a uni ed one: ‘imitating the United States does not point
one in the same direction as followed by Sweden or Japan’.2 As the ‘new
institutionalists ’ had argued, modern capitalist economies display signi cant
differences with respect to the role that the market and hierarchy (in  rms) play
in their economies. Furthermore, these mechanisms of economic governance
interact in distinct ways with other mechanisms such as the state, formal
associations and informal communities and networks.3
The approach of this article lies  rmly within this latter tradition in two
respects. First, we argue that the analysis of economic reforms should be
explicitly predicated on the existence of choice and alternatives. To be sure,
particular economies will face important constraints stemming from the forces of
international liberalisatio n or regionalisatio n (for instance, the creation of monetary unions). Such factors may narrow the range of feasible economic reforms,
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but, given the institutiona l diversity that persists, we would argue that there is
little to be said for the argument that there are no longer any meaningful choices
to be made with respect to economic reform. Second, we place a great deal of
emphasis on social regulation. There is by now a large literature that suggests
that successful economic performance cannot be understood exclusively on the
usual state–market axis.4 Both the state and the market are embedded in a whole
host of institutions , both formal (unions, production networks, etc.) and informal
(social norms, cultural characteristics, etc.); and these, which for convenience
can be referred to as social regulation, are important factors not only in
economic performance, but also in understandin g the experience of past reform
attempts and the likely success, or otherwise, of future reform strategies.
To explore the validity of these arguments further, we consider two microeconomic reform initiatives , concerned with public sector economic activity, promoted in Greece in the 1980s and 1990s. As we shall see, these two sets of
reforms were very different in their policy prescription and both were ultimately
unsuccessful. What they shared in common was that they sought to address some
common features of the Greek social formation that were believed to lie behind
the poor economic performance of the economy in the period following the
restoration of democracy in 1974—speci cally, a bureaucratic and highly
inef cient public administration ; the prevalence of state intervention at all levels
of the economy; and the mediation of this intervention through non-transparent
and clientelisti c political relationships . The economic consequences of these
features, it was argued, led to economic actors ( rms, cooperatives, farmers, etc.)
coming to rely on state subsidie s rather than their own dynamism; to resources
not going where they were most needed; and growing macroeconomic imbalances as the result of non-transparent , often semi-corrupt, subsidies and other
inef ciencies of the system. Given the above, there was a consensus over the
necessity for reforms that would be structural and more long-term in nature.
While so much was common, the two reforms to be discussed implied a very
different policy response. The  rst reform, promoted by the Greek socialist
party, PASOK, in the 1980s, can be considered social democratic in inspiration.
It entailed reforming the framework of state intervention in the economy, and,
in particular, the role of public enterprises, by institutionalisin g the relationship
between the state and various social groups, in order to promote both more
transparent social control and economic ef ciency. The other policy, carried out
in the early 1990s by the conservative New Democracy government, sought a
more radical severing of the relationship between the state and economic actors.
The strategy of privatisatio n of public enterprises was explicitly based on a
neoliberal attempt to create a more market-oriented and de-politicise d economy.
The main argument of the article is that, whatever their differences, the failure
of both initiatives can be traced back in part to the fact that both were based on
an incomplete account of the nature of the problem posed by the existing social
formation. It is not a question of a misspeci cation of the features of the regime
alluded to above. Rather there existed no theoretical understanding , or practical
grasp, of the fact that the social formation to be reformed was associated with
a particular type of social regulation—one which, as we shall argue, was
underdeveloped in social capital—and the extent to which this would provide
94
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serious obstacles to the proposed reform projects. By failing to engage with the
question of social regulation, the two initiatives to be discussed decreased
severely the likelihood of their success.
The article is organised as follows. The following section sets out the
argument that successful economic reforms may need to rely on a supportive
social context, a factor that is often ignored in the existing economics literature
on reform. We point to some of the limitations of that literature and, in
particular, the fact that it ignores the importance of social regulation. The next
section examines some of the central features of the Greek social formation
facing reformers and the nature of social regulation. The penultimate section
shows the extent to which this social regulation impeded the two reform
initiatives of the 1980s and 1990s, after which we reach our conclusions .
Social regulation and the political economy of economic reform
The economics literature on economic reform has  ourished over the last few
years and there has been a new emphasis on the political economy of policy
making. 5 Some important questions have been asked. Why is it the case that
structural economic reforms, which would improve ef ciency, are so often
postpone d or even abandoned? Why is this phenomenon observed even if a
majority of the population would clearly bene t from such reforms? Using the
standard toolbox of neoclassical economics—individualisti c microfoundations ,
rational choice, utility maximisation and so on—economists, and other social
scientists employing the same methodology, have come up with some intriguing
answers to such questions. We do not seek to provide a review of this literature
here,6 but there are certain important themes worth noting, such as the prevalence of uncertainty, the distorting effects of politicians and bureaucrats with
their own agendas, and similar distortion s resulting from the in uence of
powerful sectional interest groups. Thus Fernandez and Rodrik show how it is
possible, when there is uncertainty about who exactly will bene t from a certain
policy reform, that a majority can oppose it even when a majority stands to
gain. 7 Alesina and Drazen outline what they describe as a ‘war of attrition’
problem when a policy reform that would be a bene t to, say, two groups is
postpone d because each group wants the cost of introducing such a reform to be
borne by the other.8 Finally, Olson’s work on the ‘logic’ of collective choice—
for instance, on how small groups that can overcome free-riding can outmanoeuvre larger groups which would bene t from a reform but  nd it dif cult to
organise—has led to a large literature on the effect of organised interests on
economic ef ciency.9
Clearly, it is signi cant for economics that it has expanded its horizons to
encompass such questions and few would doubt that such models capture
important aspects of the policy reform process. That politics and social organisation can create distortion s is now hardly in doubt, but this literature is not
without its problems and blind-spots . The argument here is that these constitute
a hindrance to fully understandin g the nature of the obstacles to economic
reform. The basic problem has to do with the methodologica l underpinning s of
the neoclassical literature, especially its individualisti c bias. Society has no
95
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existence which is not reducible to individuals . Furthermore, the nature of
individual s is rarely part of the analysis—that is preferences are taken as given.
On the whole individual s are also taken to be self-interested,10 but whether this
is the case, or whether the approach can allow for, say, altruistic preferences,
there is little awareness that society and its institution s can affect preferences.
This conception seems partial and leads to a misspeci cation of the relationship
between the individual and society. For instance, it is not easy to encompass the
idea that individual s are often committed to the ‘common good’—that is to say,
that they appear to cooperate not just when it happens to suit them but because
cooperation can be an end, not just a means.11 Furthermore, individual s are often
developed by public activities,12 or, to put it another way, they are often
‘learners’ in search of a role, rather than wholly formed ‘choosers’ with given
preferences for all time.13 Thus Bowles argues that the institutiona l context of
society has a big role to play in extracting either the cooperative or self-interested traits that all individual s have.14 This contrasts sharply with the neoclassical approach where the existence of egoistic or opportunisti c behaviour is taken
as a predetermined given.15
The above argument has a number of important consequences for how we
conceptualise economic reforms. The  rst is that, while the scope of economic
analysis has been broadened, its focus may still be too narrow. On the whole
economists seem to accept Summers’s view: ‘Spread the truth—the laws of
economics are like the laws of engineering. One set of laws works everywhere’.16 In this guise the neoclassical orthodoxy is but a version of the
‘modernisation ’ thesis, in which all economies are basically going towards the
same destination of a market economy and the central task becomes thinking up
clever solutions to overcome the political and social obstacles. The alternative
conception is that ‘economic action is always and inevitably social action, and
for this reason depends for its successful conduct on a supportive social
context’.17 The ‘embeddedness’ of all institution s suggests that the content of a
successful economic reform package, as well as the nature of the obstacles likely
to be faced, are likely to be—contra Summers—society-speci c.18
Second, the methodology of neoclassical economics may miss some crucial
aspects of what a ‘supportive social context’ may entail. Take the issue of trust
and its role in promoting cooperation in economic transactions in the presence
of uncertainty. A working de nition is that ‘agents exhibit trust when they
expose themselves to the risk of opportunisti c behaviour of others and when they
have reason to believe that others will not avail themselves of this opportunity ’.19
Now the importance of trust has long been accepted by economists,20 but a
central question remains over whether it is best understood in purely instrumental terms—that is, as the result of individua l rational decision making. For a
number of reasons this seems intuitivel y implausible. There is something odd in
the statement that I trust you because it is in your interest not to let me down.21
For trust suggests that, within reason, you may not let me down even if it is in
your interest on occasion to do just that.22 In short, trust is more effective when
it is taken for granted.23 The above suggests that trust may rely on informal rules,
norms and habits24 as much as on economic calculation. Thus economic reform
needs to be sensitive that such informal institution s are not inadvertently
96
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undermined in the reform process.25 More positively , economic reform needs to
consider ways in which cooperative and trustful behaviour is enhanced, rather
than assuming that self-interest and opportunis m constitute behavioural constants. 26
A third consequence, therefore, and implicit in the above, is that often that
which in the economics approach may seem to constitute constraints or rigidities
may in fact be playing an important and bene cial economic role.27 Streeck, in
arguing that certain social constraints on ‘rational voluntarism ’ may improve
economic performance, points out that ‘the notion of bene cial constraint
implies that there is no such thing as a self-suf ciently “rational”, ef cient
economy apart from and outside society, into which the latter may or may not
decide to intervene; and how “rational” an economy is depends on the social
institution s within which it is enclosed’.28 Thus trade unions may be a source of
wage rigidity, but, on the other hand, they may be helping to reduce uncertainty
by structuring the relationship of workers with their employers. Informal
networks between producers may result in inef cient collusion or rent-seeking
behaviour, but they may also form the basis for providing collective goods (such
as a suf cient supply of skilled workers) and for long-term trust relationship s
that allow  rms to learn about the behaviour of other agents, exchange information about technology or production values and so on.
Fourth, this alternative conception allows the possibilit y that social groups can
play a more positive role than is allowed for in the mainstream neoclassical
literature. As O’Neill has argued, it is not convincing to take all associations to
be narrow interest groups—‘professional associations , even when they are
conspiracies against the public, are not merely conspiracies as the public choice
theorist supposes—they also have an interest in the goods the profession serves
be it medicine, education, philosophy, economics, nature conservation or whatever’.29 Putnam has been particularly in uential in stressing the importance of
‘civic community’, as evidenced in cases where there exist horizontally ordered
groups such as cooperatives and mutual aid societies. A key concept here is, of
course, social capital,30 including norms such as that of generalised reciprocity,
which can ‘restrain opportunis m and resolve problems of collective action’.31
Social capital exists in, and is preserved by, communities, associations , networks, families and clans.32 Again, the suggestion is that there may be important
social institutions , which have a bene cial effect on economic ef ciency, which
were not created in order to promote economic ef ciency. But even more
important for our purposes is to underline that the extent to which individuals,
or groups, act in the manner that is suggested by public choice models is not a
given—under a different context they can act in a far more cooperative
manner.33
Given the above, we can for analytical purposes distinguis h two overall
approaches to economic reform. On the one hand, there is the approach
mentioned in the introduction , ‘modernisation via internationalisation ’, which
suggests that the essence of reform is to remove obstacles that distort the market.
There may be some role for the state but, on the whole, economic processes and
policy are seen to be threatened by society. On the other hand, the alternative
approach takes the existence of social regulation much more seriously. At times,
97
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this may entail a more conservative attitude to the weakening of traditional ties
and communities. More positively , it suggests the need to nurture institution s of
civil society, although which of these have a bene cial economic role is not
always easy to determine.34 To go further and create new institutions , to
promote, for example, greater cooperation, may seem to be an even more
dif cult venture. But even Putnam,35 who has been criticised for being too
deterministic over the path dependency of institution s and the slowness of
institutiona l change, has argued that ‘changing institution s can change political
practice’ by means of gradually changing identities, values and power.
Humphrey and Schmitz argue that process-based trust is derived from the
process of cooperation and that the state has a role in fostering the institutiona l
context in which such trust can thrive.36 It can promote networks and, by
assuming the role of ‘broker’ or ‘facilitator’, can accelerate the diffusion of trust
and the willingness to cooperate.37
To conclude here, there are two strands to our argument. The  rst is that
economic reform should entail choice. Our own preference is for most ‘institutional economies’—in the sense that the market and hierarchical  rms are more
integrated with other mechanisms of economic governance (state, associations,
communities, etc.)—but any choice is bound to include important trade-offs. The
advantages of institutiona l economies may be that they are associated with a
stronger collective goods potential than market systems and that they may
exhibit  exibility in decision making as the result of the existence of trust which
may help by ‘reducing the need for formal transactions, avoiding costly trial and
error, and accelerating the diffusion of best practice’.38 On the other hand, less
institutiona l and more market-oriented economies may be more  exible because
they need less consultatio n before acting. Furthermore, it may be thought that
they have the edge when an economy is in need of important structural changes,
involving winners and losers—that is, when the question is abolishing or
reforming the status quo rather than making the status quo more ef cient.
Whatever the merits of these two broad alternatives, the second strand of our
argument is that both are, even if to varying degrees, reliant on appropriate social
regulation. This may seem to be less obviously the case with the  rst more
market-oriented approach in the sense that, in terms of the de nition of social
regulation given above, such a strategy sees only very limited cases where
cooperation has the edge over competition. However, it is clear that the market
as an institutio n is itself reliant on certain social norms (such as a certain amount
of trust that contractual obligation s will be ful lled) that give structure and
meaning to market relationships . The fact that these ethical presupposition s of
the market have been more stressed by conservative political theorists, such as
Burke, or sociologists , such as Durkheim, rather than neoclassical economists
should not prevent us from seeing their importance to modern market economies.
Thus reformers ignore society at their peril—the weakening of traditiona l ties
and communities can have unintended consequences for the economic performance of the market economy itself, as well as leading to other phenomena such
as corruption and social disorder.39 This seems to be one of the main lessons
coming out of the experience in Eastern Europe and the transition to a market
economy, but we would not disagree that ‘institutiona l economies’ are likely to
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make greater demands on ‘social capital’ than the more decentralised economies
of the US–UK model. Here cooperation plays a greater role and the approach
calls for a more direct engagement with various social groups. It is in this sense,
therefore, that the obstacles to reform are likely to be diverse depending on the
nature of the reform project.
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Social regulation in Greece
Putnam’s work on social capital stems from his detailed work on Italy in which
he argues that the relative economic success of northern Italy can be traced to
a historical tradition rich in those institution s that make for a healthy civic
community. His argument is that it is horizontal networks of civil engagement
(in horizontally ordered groups such as cooperatives, mutual aid societies and
even music and sports clubs) that are important in solving the dilemmas of
collective action. Such horizontal networks are prevalent in the north, whereas
the south is dominated by vertical networks and kinship ties.40 Vertical networks,
such as patron–client relations common in clientelisti c politics, ‘no matter how
dense and no matter how important to their participants, cannot sustain social
trust and cooperation’, not least because ‘in the vertical patron–client relationship, characterised by dependence instead of mutuality, opportunism is more
likely on the part of both patron (exploitation ) and client (shirking)’. Kinship
ties, on the other hand, while horizontal, are also inimical to fostering wider ties
and merely sustain cooperation within the (extended) family but not between
groups. In the ‘uncivic regions’ public life is organised hierarchically, the ‘very
concept of citizen is stunted’ as political ‘participation is triggered by personal
dependency or private greed, not collective purpose’, ‘laws are made to be
broken’, while ‘corruption is widely regarded as the norm’.41
Putnam’s conception that a social formation rich in horizontal networks is
likely to be associated with better economic performance has not gone unchallenged, 42 but our argument in this section is that Greece shares many of the
characteristics of southern Italy. Its underdevelope d social regulation can be seen
in relation to three central features of the Greek social formation: the central
role, until recently at least, of the state in economic development; the clientelistic
organisation of state and party politics; and the lack of autonomous and
well-organised intermediate social associations and institutions . While we can
not give a full account of the historical roots and development of all these
features here, they are on the whole well accepted by most analysts and can be
easily summarised.
For many observers the large role of the state in economic development in
Greece, as elsewhere, is related to the ‘lateness’ of industrialisation .43 In the 19th
century the insertion of the Greek economy in the world market and the process
of urbanisation assigned an important role to the state in the areas of infrastructural provision, export promotion, agricultural price regulation and so on. There
also began the rapid increase in public sector employment to compensate for the
weak absorptive capacity of the private sector that was to be a dominant feature
of the whole of the twentieth century as well.44 When the industrialisatio n
process gained momentum after the 1929 ‘great depression’ the centralised state
99
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structures were in place and had an immense advantage over emerging autonomous social organisation s and intermediate institutions . For the private sector
in the economy this often entailed that it concentrated its activities on expanding
the degree of protection, or the level of subsidy, rather than relying on its own
dynamism to improve its competitiveness. For the postwar period, Katseli,
borrowing the term from Kornai, has described this phenomenon in terms of a
‘soft-budget constraint’ where certain groups have privileged access to government resources, with obvious implications for economic ef ciency.45 Moreover,
in this context employers’ organisation s were hardly likely to have the inclination, let alone develop an ability, to articulate a coherent strategy with
reformist priorities.
The role of the state in economic development has also in uenced the wider
context of state–society relations. Two features are particularly worth highlight ing: the prevalence of clientelisti c political arrangements, and the bureaucratic
and inef cient nature of the Greek state. Clientelism has been a feature of Greek
politics since the 19th century.46 Party organisation was based on vertically
organised, and deeply unequal, relationship s by the exchange of rousfeti (political favours) with the result that ‘politics was a necessary evil, a self-defence
mechanism used to uphold a traditiona l way of life, not an instrument of
emancipation’.47 Clientelism characterises to a large extent the mode of individual political participation48 and extends beyond simply getting access to state
funds or protection. For example, clientelisti c ties can facilitate access to
services to which an individual is in any case entitled (e.g. a state pension). All
citizens are liable to be drawn into clientelistic behaviour, and not just selected
groups, making it more dif cult to form horizontal associations and pressure
groups—hardly a context conducive to the discussion of, and mobilisatio n for,
universalisti c economic reform.
In this light, the well-known bureaucratic and inef cient features of the Greek
public administration , with its bewildering myriad of laws and regulations, are
not just a question of its size mentioned above, but are actually quite functional
to the operation of the system—for clientelistic politics can ease access to state
subsidies, licenses and other forms of protection.49 Thus, as Sotiropoulo s argues,
the notion of a strong state in the Greek context can be somewhat misleading.50
In the post-1974 period the Greek state can be characterised as a ‘weak state’ in
two respects: the public administration has little power to resist successive
governments and it has, compared to the political parties, relatively few organisational resources. Nor, given this situation, was it easy for the bureaucracy to
develop the type of professionalis m and public service mentality that is a crucial
ingredient of successful public administrations .51 The above suggests that one
other possible source for the promotion of reforms—a zealous and public-spir ited bureaucracy—was never likely to be a factor in the Greek case.52
The  nal feature that is also well-documented is the weakness of Greek civil
society. If civil society is taken to mean the existence outside of the state of
independent societal interests and institutions ,53 then Greece scores poorly on
this count. There are only a few well-organised ethnic and linguistic minorities;
the church is closely tied to the state; voluntary associations are sparse and social
services are sanctioned by the state; while labour and social movements (gender,
100
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peace, environmental, etc.) usually fall under party tutelage. The Ottoman
heritage of living under authoritarian, but more importantly arbitrary and
volatile, sets of rules, and the bureaucratic, and often authoritarian but always
inef cient, state of the twentieth century have played an important part in this
underdevelopmen t of civil society.54 One of the results, which we would argue
has been particularly important for the economy, is a particular expression of
short-termism . Arbitrary and changing rules of the state, and clientelisti c ties that
are ‘here today and gone tomorrow’, put a premium on extracting the maximum
gain from any situation as quickly as possible and make cooperation with others
in horizontal relationship s very risky. This underlines the argument of the
previous section that the amount of self-interested, or for that matter cooperative,
behaviour depends on the context. The argument here is that for a number of
reasons self-interest has been particularly prevalent in Greece with important
implications for the reform process as we shall see in the following section.
Thus the Greek economy has been relatively more successful, since at least
later Ottoman times, in such areas as commerce, banking, shipping and tourism.
These have one or more of the following features. In some cases, these activities
were not tied to either speci c physical locations or legal jurisdictions . Moreover, the investment could be more easily realised if necessary, and with less
uncertainty, since, even in the 18th and 19th centuries, there were more
well-developed secondary markets for the physical assets involved. This reduced
the sunk cost element associated with other activities such as manufacturing.
Finally, it is not that the areas in which the Greek economy tended to specialise
did not make many claims on trust and long-term relationships, but rather that
these could be more easily nurtured within smaller groups, especially familial
and wider kinship ties. This also explains the continuing prevalence of very
small-scale  rms: in a low trust environment kinship ties may offer some
defence against opportunisti c behaviour.55 However, this type of ‘ascribed’ trust
(based on family, ethnic or other attributes) may be highly vulnerable and prone
to destabilisatio n by growth itself, economic differentiation and the increasingly
signi cant role played by outsiders. Thus it is worth speculating that kinship ties
played an important role in Greece’s impressive growth period of the 1950s and
1960s, but were unable to do the same in the 1970s and 1980s when the Greek
economy became less protected, in part because of its ever closer union with the
then European Community.
The dif culty in developing strong intermediate ties can also be seen in the
lack of a strong independent labour movement. Schmitter, in a comparison of
organised interests and their capacity for class governance in southern Europe,
shows how far the Greek case is from that of northern Europe.56 Most Greek
analysts describe the state’s relationship with social interest groups as a form of
corporatism, but are fully aware that this is very different from the social
corporatism of the Nordic, or even central European, economies.57 Nor did
Greece’s impressive record of economic growth in the 1950s and 1960s, in the
aftermath of the civil war, rely on the type of institution s that elsewhere
underpinned the ‘golden age of capitalism’ and the ‘social democratic consensus’. Thus Eichengreen argues that the spectacular economic performance of that
period relied on various commitment mechanisms that helped overcome prob101
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lems of collective action; such as institution s that monitored compliance and
disseminated information (for instance, German workplace co-determination ) or
bonding institution s which ensured that social interest groups were locked into
the bargain (Eichengreen refers to government subsidies to  rms that helped to
tie in capital and the welfare state that did the same for labour).58 In Greece any
‘consensus’ that was achieved was bound to be of the authoritarian kind in the
political circumstances of the postwar period.59 When major steps were taken to
incorporate previously excluded strata in the socioeconomic system after the
restitution of democracy in 1974, this was bound to lead to serious economic
problems, at least over the short run.60 Inevitably important groups, lacking a
tradition of democratic, let alone social corporatist, accommodation and bargaining over inter-group priorities at any particular time or between short-run and
long-run objectives, focused on what they could extract in the short run. This had
very serious consequences in terms of the worsening macroeconomic balances of
the late 1970s and 1980s.61 But what is important to stress yet again is that this
‘short-termism’ of important social groups was socially and culturally determined by Greek history and not the result of some universal constant for
self-intereste d behaviour.
At the level of shared values and implicit assumptions , which culturally help
to regulate economic behaviour, Diamandouros in a much-quoted paper has
written of the existence of two cultures.62 The older culture—Diamandouros
refers to it as the culture of the ‘underdog’—which bears the imprint of Balkan,
Ottoman and Orthodox Church in uences, is characterised by its introversion , a
statist preference for paternalism and protection rather than risk-taking, strong
kinship ties and a hostility to the market, innovation and other institution s of
modern capitalism. It is a primarily defensive tradition, particularly entrenched
among the more traditional and least competitive strata of society, characterised
by low productivity and competitiveness . The younger culture, on the other
hand, is characterised by its secular and extrovert orientation, more favourable
stance to the market and ‘liberal’ reforms, and a willingness to rely less on the
state and more on those institution s which mediate between state and society.63
Diamandouros’s analysis is much richer than this short summary suggests and
his approach allows for a far more sophisticate d account of the societal forces
working for or against reform in any concrete case than the neoclassical
approach discussed in the previous section.64 But, paradoxically, it also shares
some of the features of the modernisation thesis we have already criticised. For
instance, here too the nature of the appropriate reforms are taken to be relatively
uncontroversial . It is not clear to us, to take just one example, why somebody
who is hostile to free markets, in part because of an egalitarian or, for that matter
communitarian, commitment, and who would promote a more ‘institutiona l
economy’, should necessarily be identi ed with backwardness.
Our argument is rather different. Certain problems associated with the Greek
social formation (bureaucratic state, clientelism , etc.) were well-understood by
reformers of different ideological and political persuasion. However, irrespective
of whether reformers sought to restructure the framework of the state–society–
economy nexus, or to promote a radical severance of the ties between the state
and the economy, we would argue that they misunderstood , or at least underes102
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timated, certain other problems associated with the Greek social formation. On
the one hand, we have seen that important groups (the private sector, labour
associations, state bureaucrats) were unlikely to be favourable to reform of
(almost) any type. Moreover, cooperative behaviour was likely to be at a
premium. On the other hand, the social formation was particularly poorly
endowed with the type of social capital that could have supported a range of
economic reform projects—for we have argued that even a more radical
pro-market reform strategy should not be indifferent to this issue. It is this latter
consideration and a closer study of the relationship between social regulation and
two very different reform projects to which we now turn.
Societal constraints on reform initiatives in Greece
In this section we discuss two examples of attempted structural reforms in order
to show how the lack of social regulation impeded their successful implementation. The  rst example is drawn from PASOK’s  rst term of of ce in the  rst
half of the 1980s and concerns its attempt to reform the public sector by creating
new institution s to promote both social participation and improved economic
performance. The second example takes us to the early 1990s and New
Democracy’s very different conception of both the goals and means of economic
reform, entailing the privatisatio n of a number of state-owned (or controlled)
 rms.
Socialisin g public enterprise s
The adoption of institutiona l and structural economic reforms was central to
PASOK’s  rst government programme.65 PASOK appeared to be aware of the
limitations of both the private and public sectors in carrying out some of the
major goals of its alternative strategy. Thus its reforms were based on a dual
rationale. On the one hand, they were seen as extending participation and social
control over the economy; on the other hand, they were seen as a means for the
promotion of economic development.
The dual rationale for the public sector entailed introducing elements of social
control, decentralisation and democratic planning. This ‘socialisation ’ policy for
the nationalised industrie s (especially telecommunications , electricity and transport) was codi ed in Law 1365/83. The new organisationa l structure included,
aside from a Management Council and a General Manager (responsible for
day-to-day matters), a body called ASKE (Representative Assembly of Social
Control) consisting of 25 representative s from the state, employees, local
government, consumer interests and so on. The ASKE was responsible for
medium- and long-term planning and providing an input to the national plan in
its respective areas. While the state retained its dominant position, the idea was
that the ASKE could provide a form of control that went beyond the rather
formal control of parliament through the relevant minister characteristic of
Morrisonian nationalisatio n in the UK in the 1940s and 1950s. This conception
thus sought to restructure the traditiona l relationship in Greece between state and
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public enterprises in the direction of greater social control, transparency and
economic ef ciency.66
This initiative , like so many in PASOK’s  rst two terms (1981–89), suffered
numerous delays and was never fully implemented. Postponement entailed that
the initial euphoria, associated with electoral success, was quickly replaced by
PASOK’s retreating con dence in its capacity to promote reform in an environment of mounting macroeconomic imbalances.67 The planning and intervention ist mechanisms that were more or less clearly speci ed at the programmatic level
proved dif cult to translate into fully worked out operational plans. This meant
that most initiatives tended to be spasmodic and uncoordinated . Furthermore, as
in all other areas, PASOK’s policies were crucially undermined by the role of
clientelisti c practices in the appointment of personnel, in the use of the new
institution s as informal instruments of selective social policy in order to
consolidate PASOK’s social and electoral base, and by ad hoc political interventions at all levels. Instead of the new institution s developing new initiatives and
administrativ e practices, they merely reproduced the practices of the existing
public administration.
In this context, it could be argued that PASOK was not particularly serious in
promoting such reforms and that they merely represented populist gestures,
rather than serious proposals for change, but such an argument, while not
altogether unconvincing , may miss the point. The proposals were after all
introduced. Our argument is that with a different social context they could have
fared better, but that the Greek social formation was particularly infertile ground.
Thus the lack of autonomous trade unions with a strong sense of the type of
reforms they would want to see, the underdevelopment of consumer organisations and the traditional dependence of local government on the state meant that
their representatives on the ASKE were in no position to exploit the new
legislation . Given society’s organisation along the lines of vertical linkages,
discussed in the previous section, they had neither the knowledge, nor the
resources, nor the stock of social capital to enter into the type of long-term trust
relations and cooperation entailed by the new legislation. Instead mutual suspicions between the groups, and between such groups and the government—whose
inclination , let alone ability, to enter into long-term credible commitments was,
somewhat justi ably, always in doubt—made the focus on short-term gains the
dominant strategy, fatally weakening the policy of socialisatio n even before it
had got off the ground.
The failure of the socialisatio n policy was not the only example of unsuccessful microeconomic structural reforms during PASOK’s  rst two terms of
government in the 1980s. Experiments with planning agreements, sectoral
industria l policies and the use of a state holding company to restructure a large
number of ‘ailing companies’ (taken over by the state after they had assembled
considerable debts) were no more successful.68 The socialisation policy is
characteristic of the type of problems confronted when trying to introduce
interventionis t microeconomic reforms in an economy such as Greece. Moreover, the focus on the short term, which we have argued here and in the previous
section was so characteristic of many of the most important actors, also had
severe consequences for macroeconomic policy, with macroeconomic imbal104
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ances approaching crisis proportions by the end of the 1980s whereupon PASOK
lost power. PASOK, it could be argued, was never able to articulate a strategy
to coordinate the long-term aspects of its reforms—and any ef ciency gains of
extending stakeholdin g in the public sector were likely to take time in materialising—with the short-term desire to promote its social agenda, preserve employment and hold together its electoral coalition.
Although it takes us slightly beyond the scope of this article we can perhaps
say a little about PASOK’s record in the 1990s and examine whether the latter
record necessitates any alteration in our provisional conclusions . By 1993
PASOK returned to power with a much more orthodox agenda where macroeconomic stabilisatio n in order to achieve the Maastricht criteria was the central
concern and the microeconomic reforms that were pursued were of the ‘modernisation via internationalisation ’ type mentioned in the introduction . The macroeconomic strategy was successful and Greece has indeed been accepted as the
twelfth participant in Economic and Monetary Union (EMU). Moreover, the
reduction of in ation and public de cits, as well as the stabilisatio n of the debt,
has been achieved in a context of high growth and investment and with fairly
good growth in earnings. The downside, of course, has been the rise in
unemployment to over 12 per cent—that is, from well below the EU average to
above.
However, what is more interesting for our purposes is that PASOK has not
had much more success with its more structural reforms. Delays in getting the
appropriate legislation together, spasmodic and incomplete implementation, and
attempts at avoiding the political cost were just as evident in the 1990s as they
were in the 1980s. Take, for instance, pensions reform which has been considered for a very long time to be at the top of the list of structural reforms—the
system is expensive, unjust and in constant need of public subsidies, while the
demographic trends have created a general sense of insecurity. The approach
after 1993 was to consolidate the revenue gains of two previous laws passed by
non-PASOK governments.69 After 1996 the need to solve the problem in a more
decisive manner was solemnly announced and there ensued a public debate in
1997 with a ‘ nal’ bill to be introduced in ‘1997’.70 The publication of a report
on pensions and the demographic problem by an independent committee headed
by Professor John Spraos71 found public opinion so unprepared that the pension
problem was unceremoniously relegated to the period after the next election. The
PASOK manifesto of 2000 once more con dently announced that ‘we will cut
the Gordion Knot of the social security problem’.72 Pension reform was indeed
once again announced for 2001. A similar story can be made in relation to
education and health reform where numerous laws were introduced in the 1990s
which were either only partially implemented, or unenforced, or quickly taken
over by new legislation . Reform in these areas is still a priority, but little
progress has been made. In sum, the feeling that PASOK has succeeded in its
macroeconomic policy, but failed in its structural reforms is widespread.73
Given the above, what conclusions can we draw? First, macroeconomic
reform—in ation control and  scal consolidation —may be easier to implement
than microeconomic structural reform. We would argue that successful macroeconomic reform is less reliant on a supportive social environment. Of course,
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this says nothing about the costs of such reform and it is too soon to say whether
macroeconomic adjustment will prove in Greece to have been at the cost of real
convergence or whether the problems created, such as unemployment, will be
long-lasting . Second, success in macroeconomics does not automatically cross
over to success in other areas. PASOK, it seems, was no better able to promote
its more orthodox agenda than its more interventionis t one of the 1980s. It was
also no better at coordinating the long-term and short-term aspects of its policies.
The only difference was that the onus of the short term in the 1990s was on
European integration and the Maastricht criteria, while in the 1980s it was on
promoting a social agenda. In both cases the longer-term structural reforms were
much less successful. PASOK’s problems with its reform agenda in the 1990s
suggest that a supportive social environment may be important even for a more
orthodox reform agenda. To test this hypothesis in greater detail, we turn to
examine such a policy reform exercise carried out by a party that was supposedly
more committed in the 1990s to such an agenda.
Privatising public enterprise s
New Democracy’s strategy of privatisatio n constitutes a very different reform
initiative in the direction of a more radical severance of the relationship between
the state and public enterprises. In 1990, the new government faced severe
macroeconomic imbalances—high in ation, budget de cits and public debt.74
These imbalances were particularly problematic given Greece’s wish to take part
in European monetary union. Moreover, as elsewhere in southern Europe,75 the
government considered it important to question the whole basis of previous
policies and dismantle, weaken or restructure the distributio n coalitions which
sustained them. Integral to this ‘free market’ shift was the announced privatisation programme which, in theory at least, aimed to roll back the frontiers of the
state by means of transferring ownership rights to the private sector.
As with PASOK’s reforms, there were signi cant delays with the implementation of policy. The original Interministerial Privatisation Committee (IPC),
which involved the Ministers of National Economy, Finance and Industry, was
set up to drive forward the process, even though it was not a decision-makin g
body. Perhaps as a result it failed to push through the privatisatio n programme
and legislation was introduced in late 1991 which was more ‘hands on’ and
provided for detailed procedures for privatisatio n or liquidatio n if the latter
proved impossible to carry out. The role of the IPC was upgraded with executive
responsibilit y which could by-pass the cabinet.76 The most widely discussed
candidates for privatisatio n included large public utility companies (especially
the national telecommunication s organisation) ,  nancial institution s and a number of ‘ailing industries’ that had been taken into public ownership as a result
of their high indebtedness . But perhaps a weakness of the legislation was that it
did not explicitly list the companies to be included in the privatisatio n programme, thereby furthering more delays in the procedure.77
As with PASOK’s socialisatio n strategy, this reform strategy of privatisatio n
hardly got off the ground and there were few successful privatisation s carried out
by the time New Democracy fell from power in 1993.78 Some of the reasons for
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this have to do with the particular political conjuncture . New Democracy formed
a weak government with a parliamentary majority of only one. Furthermore, it
had been excluded from power since 1981, with the result that party of cials
were far from prepared for the necessary reform initiative s and failed to take
advantage of the ‘honeymoon period’.79
Given the orthodox nature of the reforms it is clear that many of the factors
of concern to a neoclassical approach played an important role. Thus uncertainty
regarding the distributio n of gains and losses from the reform programme goes
some of the way to explaining the oppositio n of public sector employees. This
uncertainty was accentuated by aggregate macroeconomic uncertainty and the
lack of policy credibility.80 The ‘war of attrition’ framework also seems a
possible fruitful analytical tool for explaining New Democracy’s delays and its
reluctance to bear a disproportionat e share of the burden. Furthermore, many of
the public sector enterprises were hopelessly unattractive, or required extensive
organisational,  nancial and managerial restructuring to prepare them for privatisation. The state’s inclination and capacity to carry out such a venture was
limited and thus ‘one of the major pressures to privatise—the need to rid the
state of costly loss-making enterprises—has also been a constraint on its capacity
to do so’.81 Another crucial factor was the inadequacy of  nancial markets, in
particular the immaturity and ‘shallowness’ of the Stock Exchange and the
inef cient operation of the banking system.82
Some other factors are more easily understood within an analysis that
emphasises societal constraints. Thus Pagoulatos seeks to understand the failure
of the privatisatio n programme in terms of intragovernmenta l politics and state
organisationa l constraints. The latter is of particular importance from the
perspective of this article. Pagoulatos argues that the programme was not helped
by the existence of a bureaucracy ‘with deep-rooted insecurity and suspicion
towards superiors, dating back to traumatic experiences of partisan appointments, promotions and eliminations at the higher echelons’. To take just one
example, fear of public exposure, or even legal entanglement, often meant that
‘tenured legal advisers of ministries would refuse to take responsibilit y and place
their signature under even the minor details of privatization-relate d documents,
referring everything to the upper hierarchical levels all the way up to the
Assembly of the Legal Council of the state. At the very least all this entailed
signi cant delay’.83
The problem was not merely one of inaction, for one of the few areas where
the bureaucracy could mobilise itself was in ‘defending the patch’ of its own
ministry. To quote Pagoulatos again, ‘in this context, the attitude of “standing for
the department’s rights” could be interpreted as a preemptive adaptation of
higher bureaucrats to what they regarded as their minister’s political expectation
from the job, namely maximising available opportunitie s for power and control.
In any case, departmentalism —even if more a result of intragovernmenta l
feudalization than an expression of bureaucratic autonomy—tended to constrain
the ef cient formulation and implementation of IPC decisions’.84 The response
to such phenomena was equally problematic—relying on the dynamism of
individual pro-privatisatio n ministers, treating procedural details with disregard
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in order to quicken the process and other ad hoc mechanisms were bound to
create as many problems as they solved.
The delays that naturally resulted from the above were particularly serious in
that they entailed ‘the failure to create a “critical mass” of successfully privatised
companies in order to work as paradigms for full completion of the programme’.85 Such a failure is similar to that experienced by PASOK with its own
reform agenda.86 As will be clear, these themes relate closely to the earlier
analysis where we argued that the Greek state, and in particular the bureaucracy,
was unlikely to be a strong source of reform given its entanglement in
hierarchical clientelisti c relationships where uncertainty, ‘shirking’ and ‘exploitation’ are more frequent behavioural norms than trust and cooperation. Perhaps
realising this, New Democracy attempted to short-circuit the process with the
IPC. In doing so it followed in PASOK’s footsteps in the sense that, rather than
trying to reform the public administration , it attempted to create new structures
to promote its goals. As with PASOK, this reticence to deal directly with the
public administration proved fateful. Thus, as Pagoulatos, amongst others, has
noted, there is often a major contradiction in trying to achieve non-statist goals
by statist means. In terms of our argument in this article the contradiction stems,
in part, from conceptualisin g reform merely in terms of the appropriate point on
a state–market axis without taking into account a third pole of what we have
termed social regulation. The institutiona l failure of privatisatio n at the level of
government described above graphically illustrates the dif culty of reform when
trust, cooperation and initiative are at such a premium.
What is more surprising is that the privatisatio n reforms in the Greek case
failed to be supported even by forces which would appear, at  rst sight, to be
the natural allies of such initiatives. The Federation of Greek Industries never
became a major pro-privatisatio n lobby87 and the Greek context did not provide
fertile ground for the development of the type of neoliberal ideology that
underpinned privatisation drives elsewhere. Powerful economic interests against
reform included public sector suppliers (in particular, those that supplied
telecommunicatio n material, or construction companies that had won contracts to
undertake large public works) and other private sector companies which feared
the increased competition that could arise from the privatisatio n of  rms in their
industry. Such phenomena, which clearly have a strong Olsonian  avour, are
easily conceptualise d within a neoclassical framework,88 but the latter approach
may still be relatively insensitiv e to important institutiona l and cultural differences, and the path dependency of these differences, and thus tend to underestimate the strength of the obstacles to reform in concrete situations . In the Greek
case, such path dependency operated even more strongly at the wider level of
social norms and attitudes, which were also not conducive to the strategy. The
lack of prospective domestic buyers further weakened the case for privatisatio n
by making it appear more as a sell-out to ‘foreigners’ and less as one element
in a strategy of modernisation . In this context oppositio n to privatisatio n
re ected a number of shared assumptions and beliefs: an aversion to the market
mechanism, a preference for protection and income-support mechanisms, a belief
in the ‘devil-you-know ’ status quo, a certain nationalisti c current that made
learning from experiences elsewhere dif cult and a general reluctance to take
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risks. This merely underlines the point, initially made in the  rst section, that the
market itself is dependent on social norms. The problems in the Greek context
may not have been as severe as in the privatisatio n experiments in Russia and
Eastern Europe, but they were enough to ensure powerful societal forces
working against the reform strategy.
What can we say about the privatisatio n programme in the period after 1993
when PASOK returned to power with, as we have seen, a far more orthodox
agenda? On the one hand, the privatisatio n programme had to a certain extent
been discredited by the previous experience and it was one of the reasons for the
fall of the New Democracy government in 1993. On the other hand, PASOK
looked more favourably on such reforms and, indeed, had a number of advantages over New Democracy—a stronger government mandate, more docile
unions and a ‘Nixon goes to China’ syndrome whereby certain policies are more
easily implemented by their traditiona l opponents.89 One should not exaggerate
either the number of privatisation s carried out by PASOK, or the size and
importance of the public enterprises that were privatised.90 Though shares were
sold in the telecommunication s company OTE,  xed voice telephony services
were only due to be opened to competition in 2001, Greece having made full use
of the derogation period granted by the EU. Management of OTE still remains
 rmly under the control of the state. Repeated attempts to solve the problems of
Olympic Airways have only resulted in increasing sums of capital being
channelled into the company with little or no effect. The Public Power Company
was made into a joint stock company only in late 2000 and not a single share
has yet been sold. Successful privatisation s were concentrated in the  nancial
sector,91 where pressure from the integration of European  nancial markets was
particularly acute. Other privatisation s were of much less signi cance (including
the Neorion Shipyards, the Athens and Salonika Port Authorities and Water
Supply, and the Duty Free Shops), certainly not enough to convince investors in
the stock market who consistentl y put part of the blame for the crisis in the
Athens Stock Exchange after September 1999 on the failure to proceed with the
privatisatio n programme. Although it is only fair to say that privatisation never
became a programmatic  agship for PASOK, it was an important component of
its structural reforms after 1993. Once more, whatever progress has been made
has been painfully slow, underlining the argument not so much that such reforms
are impossible to carry out in Greece but that the social context is particularly
unfavourable.
Conclusions
We have argued that much of the existing neoclassical literature on economic
reform, while it may have important insights into the nature of the reform
process, also has important blind spots. We have stressed that an individualisti c
methodologica l bias tends to misspecify the relationship between the individual
and society. In a sense this is not surprising for neoclassical economics during
its marginalist turn, under such theorists as Jevons and Walras, was explicitly
intended to abstract from various social factors. That being the case, it is doubly
important that care is taken when this methodology is then employed to
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understand processes, such as economic reform, that are deeply social in nature.
In order to make this argument clearer, we have focused on the relationship
between reform and social regulation.
We have shown how the nature of social regulation in Greece has acted as an
obstacle to different types of reform strategies. Important actors that may have
been expected to initiate reform—we have discussed the role of employers’ and
workers’ organisation s as well as state of cials in this respect—were unlikely to
do so in the Greek case. It could be argued that this is not surprising—why
should  rms, for instance, go against their own interests to reform a system that
may be of bene t to them? This is a reasonable, but ultimately unsatisfactory,
response. For  rms need to think not only about how best to exploit existing
institutiona l constraints and possibilities , but whether they could not do even
better in a changed institutiona l environment—either because the existing
structure cannot last for ever or because there are important possibilitie s not
being exploited by keeping the existing structure. Part of our argument has been
that in a low trust society with underdeveloped social capital the dominant
strategy is precisely to stick with the ‘devil you know’, avoiding reforms, almost
of any type and clinging to existing relationships . This is likely to be privately
‘optimal’ only in a very short-termist sense and can clearly often go against what
is socially optimal.
More importantly, perhaps, we have shown that the nature of social regulation
in Greece meant that, once reform was initiated, it fell upon infertile ground.
This was perhaps clearer in PASOK’s more social democratic reforms which
would have needed to make greater claims on social capital if they were to
succeed. Institutions , including informal institution s such as social norms and
attitudes, were not conducive to the type of framework of trust, credible
commitments and long-run relations that could have provided societal support
for such a reform initiative. While accepting that more market-oriented reforms
may need to make lesser claims on social capital, we have also shown how this
factor was important in New Democracy’s reform strategy of privatisation .
Finally, we have stressed throughout that the analysis of economic reforms
should be explicitly predicated on the existence of choice and alternatives.
Therefore, while the social should feature in all accounts of economic reforms,
different reform projects will need to rely on different societal prerequisites and
will face different societal constraints.
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