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Abstract

We test the compatibility of the single monetary policy with the domestic requirements of the Greek economy and discuss the implications of the Greek experience for the newly accession EU countries. We find that the monetary policy followed by the ECB is incompatible with Greek macroeconomic fundamentals. This helps to explain the increase in inflation and current account deficit observed in Greece since accession to the EMU. Our findings validate the predictions of the Theory of Optimum Currency Areas according to which losing monetary independence may involve significant economic costs for EMU members. They also imply that the newly-accession EU countries may be better-off staying outside the EMU until they have achieved a higher degree of real convergence than Greece did prior to joining the Euro.
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