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Abstract 
Throughout this paper, the Greek debt crisis is analyzed at full extent. Starting by 

presenting the structure chosen for the paper and the methods used for academic analysis, 

focus is poised to all the factors that lead to this crisis. By presenting both quantitative 

and qualitative sources, the origins of the crisis are adduced taking into consideration the 

last 50 years of political and financial developments in Greece. The fact that a 

considerable time spread is used assists the readers to comprehend all the internal and 

external aspects that lead to the crisis. 

Political and financial options misread the alarming signals for decades and worsened the 

situation. In addition, the widespread corruption and tax evasion prevented the public 

finances from a secure and sustainable path. Public administrations with narrow-minded, 

short-term focused policies preconceived only their political parties‟ interests instead of 

the ones of the whole state. Additionally, international capital markets and credit 

organizations encouraged excessive lending many times under burdensome terms that 

were into consideration. Rating agencies‟ optimistic prognoses and the stable haven of 

the Eurozone escalated that myopic policy. 

All those factors lead to the outburst of the crisis in spring 2010, followed by months of 

negotiations between the EU, the ECB and the IMF with the Greek government that 

rendered the borrowing from the capital markets impossible. Thus, two bailout packages 

were conscripted in order for Greece not to default on its external debt. The packages 

were given out with strict requests for financial compliance using a series of harsh 

austerity measures that caused substantial demonstrations and social unrest. The austerity 

measures have already enabled Greece to slash its deficit at an EU-record scale. 

Nevertheless, their effectiveness and sustainability are considerably questioned by both 

academia and policy-markers. 

Under those uncertain conditions Greece is called upon public finances abidance and 

seeing through necessary and long-delayed reforms that would create an immune political 

financial and social environment ready to reciprocate to the demanding juncture of the 

Eurozone and the EU future. 
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1.  Introduction 
 

Academia defines a sovereign debt crisis as financial difficulties that countries have to 

support their debt liabilities. As nations fund their sovereign financial needs by using 

government bonds, liabilities concerning the individual countries‟ external debt rise 

accordingly. Certain political, macroeconomic and other unforeseen circumstances 

provoke nervousness within the financial markets concerning the countries‟ capability to 

cover their loans. This unrest causes a rise for the various government bonds‟ yields as 

investors ask for a higher risk premium.
1
 

Under favorable conditions, the countries‟ real economy stays relatively untouched and 

the consequences are limited to accounting changes and losses for investors or higher 

external debt for the individual countries. However, most often, the above-mentioned 

financial difficulties are accompanied by complications for the real economy such as 

recession, unemployment increase, slashed investors‟ and consumers‟ confidence and 

political unrest.
2
 

The global economic history has experienced sovereign debt crisis such as: in Latin 

America during the 80s, in Russia at the end of the 90s and in Argentina in the beginning 

of the 00s. However, the deepest and biggest in countries involved sovereign debt crisis is 

evolving as this paper is being written. Started in 2010, the European debt crisis is the 

most significant of its kind that the economic world was seen. 

Questionable policies and subjective decision-making had been in place in various EU 

countries. In addition, corporate and strategic inefficient policies are also regarded by 

academia as origins of the debt crisis. Mainly, due to state-owned major corporations that 

were/are running huge deficits, worsening the public debts. 

With regards to individual EU countries, it has been noticed that the Southern countries 

seem to suffer more. Greece was the first to receive a bailout package from the IMF, the 

                                                           
1
 B. Eichengreen and R. Hausmann (2005) 

2
  E. Borensztein and U. Panizza (2010)   
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ECB and EU itself while Ireland and Portugal followed. Spain has introduced potent cost-

cutting measures, followed by Italy. 

Northern and Central Europe has experienced some similar issues with Ireland and 

Belgium, the Baltic States, Slovenia and Romania facing serious economic challenges in 

the English public debt rising significantly along with austerity measures introduced in 

many Northern and Central EU countries.
3
 

Fears of contagion have been expressed by EU leaders and officials, academics and 

financial analysts. Financial and monetary impact has already been reported in Asian, 

African and American states. The complexity of contagion along with the role of credit 

rating agencies, the media and speculative pressure by the financial markets will also be 

discussed.
 4

 

Action that has already been taken or is under negotiations will be examined. Measures 

introduced include the European Financial Stability Facility, the European Treasury and 

individual-state fiscal-policy changes along with austerity measures. The purpose, means 

of implementation and role of the above is to be analyzed. 

The paper will respond to the following research question; «What are the origins of the 

debt crisis in Greece, what is the action taken and what should be done from now on». 

The whole analysis and structure of the paper will be based on this question. 

The importance of the subject is believed by academia to be of great magnitude. The 

European debt crisis, and more specifically, the Greek one has been the central topic of 

political and financial discussion for the whole globe for the last year. Its consequences 

are to be measured on a global scale. 

European and international political leaders have repeatedly stressed that the Greek 

problem is of global importance and the solution has to be on the premises of financial 

sustainability for the whole economic system. Even the rapidly developing countries like 

                                                           
3
 Washinngtonpost.com, 2011 

4
 Bloomberg.com, 2011 

http://www.washingtonpost.com/blogs/post-partisan/post/europes-debt-crisis/2011/07/23/gIQA7OBLVI_blog.html
http://www.bloomberg.com/news/2011-07-27/german-bonds-advance-as-u-s-lawmakers-fail-to-resolve-debt-limit-deadlock.html
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China, Russia and Brazil have expressed their concern and will to contribute for a speedy 

recovery.
5
 

Furthermore, from an academic perspective, the interest is significant when taking into 

consideration the depth and severity of the state of Greece‟s public finances. In spite the 

many academic opinionated perspectives expressed recently, the situation includes the 

characteristic of being unheard for international economics and thus, challenging in 

finding the correct disentanglement. For that reason the subject amasses great academic 

concern and focus.
6
 

Due to all the previous decisive factors the specific subject of the Greek debt crisis and in 

connection to the European sovereign debt crisis was chosen. The target of the paper is to 

academically present all aspects of the issue along with solutions provided and 

considered. Own viewpoints of the author will also be presented in order to provide 

incentives for similar work in the near future. The method selected to construct this paper 

will now be introduced below. 

 

Methodology 
The analytical part, which mainly will cover academic literature, will discuss, firstly, the 

origins of the crisis which are numerous and complex. However, due to the extremely 

timely nature of the subject of the paper, many media sources will be referenced as they 

cover the daily developments of an issue that is still in the making.  

Financial preciosities from some of the Southern European nations, mainly Greece, the 

last 25 years weakened their basis for financial stability. Statistical data and numerous 

diagrams will be used to justify the above. Moreover, links between the debt crisis and 

the global financial crisis of 2007-09 will be discussed.  

Financial origins also include extensive exposure and speculative policies by public 

administrations using financial products such as bonds and various types of derivatives. 

                                                           
5
 Economictimes.com, 2011 

6
 Gurdian.co.uk, 2011 

http://articles.economictimes.indiatimes.com/2011-07-24/news/29809859_1_euro-zone-debt-crisis-euro-zone-countries
http://www.guardian.co.uk/world/2011/jul/17/greece-not-bankrupt-papandreou
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The role of these policies and their impact are issues to be examined through both 

empirical data and qualitative academic analysis. The role and impact of these policies 

will be examined through relevant literature. 

Following the analysis of the origins of the Greek debt crisis the management of the crisis 

will be presented. Political and financial reactions by both the Greek government but also 

the international organizations that deal with the issue, namely the EU, European Central 

Bank and the IMF, will be analyzed. The role of the three organizations in the whole 

process will be also discussed. 

The analysis of all the origins, reactions and solutions provided will create space for 

discussion where the author‟s own perspective of the subject will be presented. It is not 

possible at this early stage to propose which exact direction this perspective will take as it 

will be formatted throughout the previous analysis.  

However, the author‟s goal is to present his own perspective of the reasons that lead to 

the current debt crisis along with possible improvements-changes within public policies 

in EU that could contribute introducing proposals for efficient regulation that would 

prevent crises like this in the future.  
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2. Origins of the crisis 

 

When trying to examine the origins of the Greek debt crisis, many scholars focus on the 

false statistical data for the development of the sovereign debt given by the Greek 

government. This perspective gains more credibility when the controversial deal between 

the Greek government and Goldman Sachs in 2001 is taken into account. A number of 

questionable currency swaps at a below market exchange rates were used in order for 

Greece to make the requirements set in Maastricht (Maastricht criteria), thus entering the 

Eurozone in 2002.
7
 The Greek government has defended this move, even recently when 

the Greek Minister of Finance stated that the deal was legal and did not breach Eurostat's 

rules.
8
 Despite the above, the global financial community is still very skeptical of this 

deal, its details and its role in Greece being accepted in the Eurozone. 

 However, most economists agree that the above was just the trigger for the outburst of 

the Greek debt crisis and the real origins are much older and deeper to the Greek financial 

and political scene. In order to distinguish the latter origins, we will run a complete 

analysis of all aspects. This will enable a broader and complete view of the number of 

factors that lead to this debt crisis. Naturally during the analysis, we will focus on the 

challenges and risks rather than the strengths and prospects in order to detect the origins 

of the crisis. Understandably, the negative aspect of the analysis is of interest for the 

above purpose. 

2.1.  Political analysis 

From a political perspective, Greece has been facing significant challenges in the last 

decades that have worsened its ability to perform financially in a healthy pattern. Foreign 

relations with Turkey and the terrorist activities within the country have given rise to 

political unrest. The support of Greek population in Cyprus has long been a source of 

conflict with Turkey.  

                                                           
7
 WallStreetJournal.com, 2010 

8
 DerivativesWeek.com, 2010 

javascript:__doLinkPostBack('','mdb%7E%7Ebth%7C%7Cjdb%7E%7Ebthjnh%7C%7Css%7E%7EJN%20%22Wall%20Street%20Journal%20%2D%20Eastern%20Edition%22%7C%7Csl%7E%7Ejh','');
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Moreover, individual terrorist attacks at US targets have affected, in the past decades, 

diplomatic relations with the US.
9
 However, the level of these relations remains high and 

has recently been meliorated with the abolishment of the special visa previously required 

for Greek citizens to travel to the US.
10

Furthermore, corruption has been, and continues 

to be, a part of the political culture of Greece. The country has been hit in the last several 

years by a series of large political and financial scandals, under both the Pasok Party and 

the ND Party. All the governments have publicly criticized corruption and nepotism and 

taken more measures against them. Characteristically, we can see below that Greeks are 

the least satisfied EU nation by the way the administration is run. 

Chapter 2 Table 1 

 

 Source: Special Eurobarometer, Number 315  

Greek citizens are the least satisfied EU nation by the way the administration is being run. On the 

contrary, Danish citizens are the most satisfied in EU. 

Nevertheless, according to the Berlin-based watchdog Transparency International, 

Greece's ranking in terms of corruption fell from 62 to 80 in 2007, but made marginal 

progress in 2008 by securing the 78th rank, behind almost every other EU nation as 

shown on the diagram below. 

 

                                                           
9
 Datamonitor, Country Analysis Report: Greece, 2009 

10
 Sigmalive.com, 2010 

http://www.sigmalive.com/news/greece/246291
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Chapter 2 Table 2 

EUROPEAN UNION AND WESTERN EUROPE 

Source: Transparency International, Corruption Perceptions Index 2010 

According to the Berlin-based watchdog Transparency International, Greece's ranking in terms 

of corruption fell from 62 to 80 in 2007, but made marginal progress in 2008 by securing the 

78th rank, behind almost every other EU nation as shown on the diagram 

 

The prevalence of corruption and nepotism has been having an impact on some of the 

benefits of various reforms empowered by the Greek governments.
11

 

                                                           
11

 Datamonitor, Country Analysis Report: Greece , August 2009 

RANK 
REGIONAL 

RANK 

COUNTRY / 

TERRITORY 

CPI 2010 

SCORE 

90% CONFIDENCE INTERVAL 

LOWER BOUND         UPPER 

BOUND 

SURVEYS 

USED 

1 1 Denmark 9.3 9.1 9.4 6 

4 2 Finland 9.2 9.1 9.3 6 

4 2 Sweden 9.2 9.1 9.4 6 

7 4 Netherlands 8.8 8.7 9.0 6 

8 5 Switzerland 8.7 8.3 9.1 6 

10 6 Norway 8.6 8.1 9.0 6 

11 7 Iceland 8.5 8.0 9.2 5 

11 8 Luxembourg 8.5 7.7 8.9 5 

14 9 Ireland 8.0 7.7 8.3 6 

15 10 Austria 7.9 7.5 8.4 6 

15 11 Germany 7.9 7.4 8.3 6 

20 12 United Kingdom 7.6 7.3 7.9 6 

22 13 Belgium 7.1 6.9 7.2 6 

25 14 France 6.8 6.4 7.2 6 

26 15 Estonia 6.5 6.1 6.8 8 

27 16 Slovenia 6.4 5.9 6.8 8 

28 17 Cyprus 6.3 6.0 6.6 4 

30 18 Spain 6.1 5.7 6.5 6 

32 19 Portugal 6.0 5.4 6.7 6 

37 20 Malta 5.6 5.3 5.8 3 

41 21 Poland 5.3 5.0 5.5 8 

46 22 Lithuania 5.0 4.4 5.5 8 

50 23 Hungary 4.7 3.9 5.5 8 

53 24 Czech Republic 4.6 4.1 5.1 8 

59 25 Latvia 4.3 3.7 4.8 6 

59 26 Slovakia 4.3 3.8 4.9 8 

67 27 Italy 3.9 3.5 4.4 6 

69 28 Romania 3.7 3.3 4.2 8 

73 29 Bulgaria 3.6 3.2 4.0 8 

78 30 Greece 3.5 3.1 3.9 6 
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2.2.  Economic analysis 

From an economic perspective, Greece has emerged as one of the fastest growing 

economies in the EU since the mid 1990s when it has recorded strong GDP growth, 

significantly outperforming EU averages. The liberalization of the financial sector and 

the low interest rates lead to a significant expansion in consumer credit and demand. This 

demand also leads to large scale investments which are responsible for the above 

mentioned growth. Due to this economic success, the difference in real per capita income 

between Greece and EU-15 has decreased drastically. 
12

 

Despite the above, poor government budgets and planning along with the poor 

competitiveness of the Greek economy increased the deficits at a rapid pace. Moreover, 

Greek exports have been increasingly becoming uncompetitive, due to an increase in 

labor costs and higher inflation than other EU member-states. Many manufacturing firms 

rely upon cutting costs, thus affecting the number of workers in these sectors. 

Furthermore, in the touristic sector, arguably the most important sector for the country‟s 

economy also faces low profitability due to increasing labor costs and poor labor quality 

in the sector.
5 

 In spite of recent initiatives, like the easing of overtime restrictions, the 

Greek labor market remains quite rigid in an international comparison. 

The World Bank's latest Doing Business report suggests that Greece is ranked 142 among 

178 countries when it comes to the regulation of employment, and the complexity of the 

employment index. The latter is almost twice as high as the OECD average. 
13

 Finally, 

the wage increases have not kept in pace with productivity development. This factor and 

its bigger image, the springiness of the labor market, have also contributed to a 

significant extent to the poor competitiveness of the Greek economy. However, one 

cannot ignore the fact that Greece is performing very well in real labor productivity as 

depicted in the diagram below. 

 

 

 

 

                                                           
12

 Eurostat, 2010 
13

 Doing Business Report, World Bank, 2009 
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Chapter 2 Table 3 

Real Labor Productivity – GDP per hour worked, 1999-2009 

 
Source: Datamonitor, Greece, 2009 

Greece is performing very well in real labor productivity as depicted in the diagram despite the 

rigid nature of the labor market. 

2.3.  Social analysis 

Socially, Greece has been facing significant challenges during the last decades. Firstly, 

the Greek society, like the rest of the European ones, has been up against the challenge of 

an increase in the aging population. The latter has not been balanced by a corresponding 

increase in the birth rates, thus fewer and fewer people are entering the work force.
14

 As 

the country‟s population will be declining from 2020 and the share of population older 

than 64 will be doubled by 2050 to 31%, only one in two persons will be of working age. 

In addition to that, the dependency ratio of people older than 64 to those between 15 and 

64 will rise to an almost dramatic 77%.
15

 

                                                           
14

 Eurostat, 2010 
15

 Eurostat, 2010 
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Moreover, inequalities and oddities of the labor force compound a peculiar model of 

labor in Greece. The total labor force is about 5 million of which 60% is males. The male 

labor force corresponding to the total population is only 48%. That indicates a low male 

labor participation in the economy when female labor participation is even lower. Major 

factor for this poor performance are structural stiffness and low mobility in the labor 

market.
16

 Furthermore, the education system has fallen out of date, unable to keep pace 

with the rest of the EU-15. This superfluous educational system is partly responsible, 

among others, for the increasing unemployment. The Greek education system is facing 

low graduation numbers and high drop-out rates, making it one of the most inflexible 

systems in the EU. Below we can how the country‟s education system produce results 

inferior to most EU and OECD countries. 

Chapter 2 Table 4 

 
Source: OECD, Science Competences for Tomorrow’s World, 2007 

The country’s education system produces results inferior to most EU and OECD countries. 

                                                           
16

 IMF Greece Country Report No. 09/244, 2009 
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Moreover the productivity of the education system concerning the number of students per 

teacher and the out coming result is also a significant issue to be taken into account as we 

can ascertain below. The whole state of education in Greece has induced the level of 

human capital in a way that is more difficult for unemployed young people to be 

absorbed by the industrial sector. 

Chapter 2 Table 5 

 
Source: OECD, Greece at a glance, 2009 

Moreover the productivity of the education system concerning the number of students per teacher 

and the out coming result is also a significant issue to be taken into account as we can ascertain. 

 

Another social challenge is the wide spread poverty among the Greek society. Greece has 

the highest rate of poverty in EU-15. 21% of the Greeks population has to survive on an 

income lower than the nation‟s median.
17

 Another factor that needs to be taken into 

consideration is the poverty line in the country, which is arguably lower than the rest of 

the EU-15. Whereas in Germany an annual income of €9,455 is considered to be the 

poverty-line for a single-member household, in Greece the corresponding amount does 

not exceed €4,264.
18

  Experts argue that the rising unemployment and the increasing 

poverty will escalate social tension to a significant extent. Lastly, the high percentage, 

                                                           
17

 European Commission data (2007) 
18

 Eurostat, 2010 
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about 40%, of the Greek population that lives in villages is untouched by the country‟s 

economic growth that prevails in the urban areas, majorly concentrated around the 

capital, Athens.
19

 Employment opportunities are concentrated to the metropolitan areas, 

thus there is a significant increase in the migration to urban areas. As in most countries, 

this leads to a big burden for the infrastructure of the big cities and a languishing of the 

rural areas. 

2.4.  Technological analysis 

From a technological perspective, low R&D expenditure has been an issue for many 

years. Greece falls behind in comparison to EU-15.
20

 Thus, R&D activities are restricted. 

The issue is present not only in the public sector, but also in the private sector, resulting 

in a greater reduction to innovation. We can examine the largeness of the R&D 

expenditure abstinence in the diagram below. 

Chapter 2 Table 6 

R&D Intensity (GERD/GDP%), 2007 or latest available year 

 
Source: OECD, Greece at a glance, 2009 

the largeness of the R&D expenditure abstinence in the diagram in Greece can be examined here. 

 

Moreover, the Greek education system has been characterized by its centralization and its 

rigidity unable to produce new ideas. Because of this inflexibility, the whole education 

                                                           
19

 IMF Greece Country Report No. 09/244, 2009 
20

 Eurostat, 2010  
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system has not been successful in meeting the requirements of booming industries. An 

emerging need is that trained youths get a vocational education so they can meet the 

needs of these industries.
21

 Furthermore, the education system is also unable to meet the 

requirements of an economy based on knowledge. Thus, the economy is lagging a 

technological advancement and remains labor intensive in a significant volume. As a 

result, and with increasing wages, low productivity, high labor and administrative costs 

and higher inflation than EU-average as given, the Greek economy has remained largely 

uncompetitive. 

In addition Greece is facing the risk of an increase in outsourced services due to tough 

competition from other EU and non-EU countries. The entire above have a negative 

effect on the Greek society as a whole. For the Greek economy to restore its 

competitiveness it takes widespread reforms in all the above mentioned areas. Such 

reforms would take significant time but are characterized as essential in order for the 

whole economy not to lag behind the rest EU. Lastly, the poor number of patents 

registered in Greece indicates the low level of innovation. As depicted in the diagram 

below this number compares poorly to other EU and developed countries.  

Chapter 2 Table 7 

Patents granted by UPSTO 

 
 

Year Canada France Germany Japan Greece 
      

2000 3,925 4,173 10,824 32,922 18 

2001 4,063 4,456 11,894 34,890 26 

2002 3,857 4,421 11,957 36,339 22 

2003 3,894 4,126 12,140 37,248 23 

2004 3,781 3,686 11,367 37,032 15 

2005 3,177 3,106 9,575 31,834 17 

2006 4,094 3,856 10,889 39,411 23 

Source: Datamonitor, Greece, 2009 

Greece is poorly compared to other countries based on patents granted, proven the low level of 

R&D integration. 

 

                                                           
21

 World Economics, 2010 
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2.5.  Enviromental analysis 

From an environmental perspective, on various indicators Greece has proved out to be a 

low performer. The level of waste management is among the poorest in the EU and its 

emissions of dangerous and pollutant gases are among the highest in the EU.
22

  While a 

lot of legislations and regulations have been made, many of them are still set to be put in 

place. 

Directives from the EU sometimes have not been integrated fully into the national 

environmental laws. Moreover the poor co-ordination between environmental agencies 

and the fact that a high number of laws are outdated composite a need for significant 

changes and updates in the environmental legislation. 

2.6.  Legal analysis 

Lastly, from a legal perspective, Greece needs labor market reforms so its economy can 

be competitive again. Attempts to make pension and labor reforms have been met with 

demonstrations and protests, a quite popular reaction in Greece.  

In spite of initiatives to ease overtime restrictions, to improve active labor market policies 

and to reduce disincentives to accept employment, the country‟s labor market is still rigid 

compared to other EU and international markets.
23

  

According to the World Bank, the Greek economy is ranked 142 out of 178 countries 

regarding regulation of employment and inflexibility of its employment index
24

, almost 

two times higher than the OECD average and significantly higher than EU countries as 

we can see in the diagram below. 

 

 

 

 

                                                           
22

 Eurostat, 2010 
23

 World Economics,  2010 
24

 Doing Business Report, World Bank, 2009 
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Chapter 2 Table 8 

Product market regulation Index scale of 0-6 from least to most restrictive 

 
Source: OECD, Product Market Regulation Database, 2010 

Employment rigidity is significantly higher in Greece than other European countries. 

The necessary pension reforms are not being undertaken at a satisfactory pace. This will 

make the burden for future generations harder to bear. The sustainability of public 

finances is expected to be threatened by the long-term costs of an ageing population, 

unless the social security system is reformed significantly and the government 

implements a supporting package of measures.
25

  

Although Greece has signed many IP protection laws, their implementation is poor. The 

major issue is the enforcement of the laws. This is due to the fact that judges often 

impose low penalties for IPR crimes as they are considered not to be serious offences. 

Thus, piracy rates are reaching high levels in books, entertainment sector and more 

importantly, business software. As a result, the country is considered to be one of the 

biggest offenders of software piracy in the EU. 

The enforcement of regulations has been a challenge for Greece and experts argue that 

the issue will remain in the future. The main problem is those who are looking to baffle 

the system through its loopholes. In accordance with corruption, which is spread in Greek 

society, these legal loopholes have often been used in favor of elite social-economic 

groups.
26

 

                                                           
25

 IMF Greece Country Report No. 09/244, 2009 
26

 World Economics, 2010 
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Finally, in Greece regulatory systems are multiple thus making it challenging for 

participants from diversified markets to contrive. This is due to the fact that mandates are 

often conflicting and overlapping. For example for the capital markets sector, the banking 

sector and the insurance sector, there are different regulators. It is not hard to understand 

the confusion and complexity of the market participants for the three sectors which, of 

course, interact with each other.
 

The main conclusion of the above analysis is that the prevailing origin of the Greek debt 

crisis is its very low economic competitiveness as shown in the diagram below.
27

 All the 

factors of this interpretation result to this poor competitiveness, preventing healthy and 

stable growth of the country‟s economy, thus withholding yearly deficits and overall 

increase of its sovereign debt. 

                                                           
27

 World Economic Forum-Global Competitiveness, Report 2009-2010 

 

http://www.weforum.org/issues/global-competitiveness
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Chapter 2 Table 9 

The Global Competitiveness Index 2009-2010 rankings and 2008-2009 comparisons 

 

 GCI 2009-2010 GCI 2008-

2009 

  GCI 2009-2010 GCI 2008-

2009 
 

Country/Economy Rank Score Rank*  Country/Economy Rank Score Rank* 

Switzerland 1 5.60 2  Colombia 69 4.05 74 

United States 2 5.59 1  Egypt 70 4.04 81 

Singapore 3 5.55 5  Greece 71 4.04 67 

Sweden 4 5.51 4  Croatia 72 4.03 61 

Denmark 5 5.46 3  Morocco 73 4.03 73 

Finland 6 5.43 6  Namibia 74 4.03 80 

Germany 7 5.37 7  Vietnam 75 4.03 70 

Japan 8 5.37 9  Bulgaria 76 4.02 76 

Canada 9 5.33 10  El Salvador 77 4.02 79 

Netherlands 10 5.32 8  Peru 78 4.01 83 

Hong Kong SAR 11 5.22 11  Sri Lanka 79 4.01 77 

Taiwan, China 12 5.20 17  Guatemala 80 3.96 84 

United Kingdom 13 5.19 12  Gambia, The 81 3.96 87 

Norway 14 5.17 15  Ukraine 82 3.95 72 

Australia 15 5.15 18  Algeria 83 3.95 99 

France 16 5.13 16  Macedonia, FYR 84 3.95 89 

Austria 17 5.13 14  Argentina 85 3.91 88 

Belgium 18 5.09 19  Trinidad and 

Tobago 

86 3.91 92 

Korea, Rep. 19 5.00 13  Philippines 87 3.90 71 

New Zealand 20 4.98 24  Libya 88 3.90 91 

Luxembourg 21 4.96 25  Honduras 89 3.86 82 

Qatar 22 4.95 26  Georgia 90 3.81 90 

United Arab Emirates 23 4.92 31  Jamaica 91 3.81 86 

Malaysia 24 4.87 21  Senegal 92 3.78 96 

Ireland 25 4.84 22  Serbia 93 3.77 85 

Iceland 26 4.80 20  Syria 94 3.76 78 

Israel 27 4.80 23  Dominican Republic 95 3.75 98 

Saudi Arabia 28 4.75 27  Albania 96 3.72 108 

China 29 4.74 30  Armenia 97 3.71 97 

Chile 30 4.70 28  Kenya 98 3.67 93 

Czech Republic 31 4.67 33  Nigeria 99 3.65 94 

Brunei Darussalam 32 4.64 39  Tanzania 100 3.59 113 

Spain 33 4.59 29  Pakistan 101 3.58 101 

Cyprus 34 4.57 40  Suriname 102 3.57 103 

Estonia 35 4.56 32  Benin 103 3.56 106 

 

Source: World Economic Forum-Global Competitiveness, Report 2009-2010 

The very poor performance of the Greek economy as far as competitiveness is concerned can be 

examined on the diagram. 

http://www.weforum.org/issues/global-competitiveness
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However, apart from the origins of the Greek debt crisis attributed to the country‟s one 

characteristics and policies as mentioned before, during the above analysis, there are also 

origins due to the European and the global environment that need to be examined in order 

to present the complete picture for the origins of the Greek public debt. 

2.7. Economic and political analysis from the 1950s to the 1990s 

Having assayed the origins of the Greek debt crisis and quoted all the various fields we 

deem critical to focus deeper on the political and economic factors as they seem to have a 

bigger impact and importance on our analysis. In our opinion, the biggest political origin 

of the crisis has, historically, been opportunistic governments. 

Laver and Hunt from political science argue that politicians in Southern European 

countries such as Greece do not focus enough on the results of their policy after the end 

of their terms as governments.
28

 According to their work political parties in that region do 

not focus on political outcomes of their policy when they are out of power and the size of 

the public debt that the next government is going to inherit. 

Using Markov-perfect equilibria they show that close to the end of their term as a 

government, all the administrations under-tax and over-spend. Thus, they over-borrow 

taking for granted (with some non-zero probability) that they will not have to face the 

consequences for the following government term.  

Politically we distinguish three periods. Firstly, an “autocratic” period from 1960 to 

1973, then the period between 1974 and 1992 and then the “Maastricht Treaty” period 

from 1993 to today. The middle period differs from the other two as it was characterized 

by fiscal laxity after the restoration of democracy in 1974. This laxity continued in the 

late 70s and become more apparent until the early 90s. Since 1993, the Greek 

governments have made efforts to stabilize public finances and reverse the pre-told 

process in order to qualify for entering the European Monetary Union.
29

 

Another connected strong origin is the existence of pre-election fiscal euphoria noticed 

during all administrations from 1960 to 1992. During that period, pre-election years are 
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characterized by lower taxation and higher government expenditure and debt. The above 

factor proves the opportunistic behavior of the governments described by Laver and Hull. 

This policy has become weaker since 1993 but still exists as a popular phenomenon in the 

Greek political scene.  

Basic fiscal economics suggest that a government is able to sustain fiscal deficits under 

the condition that it can then raise the necessary funds through borrowing. However, it 

may be that a policy like that can be feasible in a short-run basis, but the ability of the 

administration to service the growing debt is questioned. This is due to the fact that 

further borrowing is much more likely to lead to persistent deficits. Statistics concerning 

central government debt to GDP ratio, suggesting an immense increase from 27.6% in 

1979 to 151.4% in 1995, back the above argument. 

Chapter 2 Table 10 

Central government debt of Greece 1055-2010 as % of GDP 

 
Source: Bank of Greece, 2010 

Central government debt to GDP ratio increased significantly from 27.6% in 1979 to 151.4% in 

1995. 

Moreover, neither of the two big political parties, who historically have been the only 

ones to govern the country, have had fiscal policy differences during the period of 1974 
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and 1992. To be more precise, New Democracy, the conservative center-right party 

started the big jump in fiscal deficits during its administration throughout 1979-1981.
30

 

Even higher deficits were run by the center-socialist party, Pasok, during the 80s until 

1989. Pasok remained in power essentially from 1981 until 2004 with a break between 

1989 and 1993 when coalition governments and weak conservative governments were in 

power.  

The above support Laver‟s and Hunt‟s argumentation that Greek politics have been 

strongly dominated by power-seeking politicians who implemented short time-horizon 

policies.
31

  

Thus, the Greek economy has been through two faces. During 1954 and 1973 the average 

annual output was 7% and the annual inflation 4%. The above annual growth exceeded 

the OECD average by almost two percentage points. Inflation was at the same level as the 

OECD average.  

After 1974 and for the following two decades, the above situation changed drastically. 

Growth slowed down and turned negative in the 80s and inflation remained high above 

OECD average. Unavoidably Greece faced a balance of payments crisis which will be 

covered later in the section. The previous statistics are shown in the diagram below by the 

Bank of Greece. 
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Chapter 2 Table 11 

 

Source: Bank of Greece 

Inflation and growth development for the Greek economy mostly after 1975 reason the current 

crisis. 

 

However, along with the statistics one cannot overlook the social perspective which      

suggests that during the 50s, 60s and 70s, social benefits and social well-being are 

questioned especially during the military junta of 1967-1973.  

From the above argumentation and examples, it is not hard to understand that the main 

reason for the deterioration of the Greek economy is bad, persistent and stubborn political 

choices. However, we cannot just accept what the previous statistics suggest; that it can 

simply be explained by the transition from authoritarian to democratic political forms. 

Moreover it cannot be explained as a result of transitory exogenous shocks such as the oil 

shocks or shocks from a short-run macroeconomic management. The persistence of the 

deterioration along with deficits and high inflation suggest that the reason has to be 

deeper. 



25 

 

Academia argues that a significant economic policy change during the 70s along with the 

collapse of Bretton Woods can explain the drastic decline of the Greek economic health. 

Very few international and national institutions actually succeeded in continuing running 

a stable monetary policy.
32

 

The collapse of the Bretton Woods system along with the oil crises of the 70s hit hard a 

Greek economy that was operating at high capacity in addition to its low levels of 

inflation. When Greece and other European countries received financial aid through the 

Marshall plan after the end of the Second World War, it had to come with rules for the 

allotment of the aid. These comprehensive medium to long-run rules were essentially the 

first attempts of the country to advocate financial stability and the promotion of economic 

development.
33

 

After 1981 and under the leadership of Andreas Papandreou labor unions attained 

significant strength that was for a long time before not extenuated before by institutional 

faculties. Through those unions, the public asked for an expansion and redistribution of 

the state‟s economic role and influence. However, there were no pro-active mechanisms 

put into place to prevent inefficiency in the public sector. 

Increased need for expenditures and a popular demand for income redistribution and a 

larger state led to significantly high increases in government expenditure, business taxes 

and real wages. The latter is, of course, a sign of social development and higher living 

standards; however it also promotes a slowdown of the competitiveness of the Greek 

economy.  

Moreover, the role of the government in the economic litigation increased in a 

widespread manner through significant nationalizations. A high number of public 

corporations were created in the sectors of energy, export promotion, development 

finance and commercial property. We can see below the extravagant amount of public 

corporations operating in Greece as reported by the country‟s government for the annual 

budget to 2010. 
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Chapter 2 Table 12 

                       

                Wholly or partly state owned enterprises in Greece, by sector  

 

Sector Publicly 

Traded
2
 

Directly 

controlled 

Total 

Productive activities 1 7 8 

Finance 2 3 5 

Utilities and transportation 6 21 27 

Real estate 0 9 9 

Other 1 24 25 

Total 10 64 74 
Source: Greek State Budget 2010, Introduction Report, Ministry of Finance 

The extravagant amount of public corporations operating in Greece as reported by the country’s 

government for the annual budget to 2010. 

 

The Andreas Papandreou governments focused drastically in the mentioned 

nationalizations and income redistribution. No matter the positive social aspects of the 

latter, national-owned organizations reported huge losses consecutively in a extensive 

number of years following the inclination of labor costs as shown in the diagram 

following. 

Chapter 2 Table 13 

Real unit labor costs: Greece, 1960-95 

Source: OECD 

National-owned organizations reported huge losses consecutively in an extensive number of 

years following the inclination of labor costs as shown in the diagram. 
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 In the start of the 80s, government debts and public deficits started to get out of control, 

so in 1985 the ruling party Pasok, was essentially forced to an exhaustive change of plan 

in order to face another balance of payments crisis. The national currency, drachma, was 

severely devalued and a wage freeze was put into action for the following two years. 

Despite those measures, the deficit lingered uncontrolled acting catalytically to the 

continuation of the government deficit and public debt constantly increasing thus fueling 

another balance of payments crisis during 1989-1990. 

As deficits skyrocketed after early 80s, both major political parties, Pasok and New 

Democracy, chose to avoid political cost by spending excessively in order to disorientate 

public interest away from political and monetary faults. Some academics argue that the 

reduction of the protection rates after the restoration of democracy in 1974 and for the 

next 10 years hit the Greek economy.
34

 

However in an international bibliography there is no sufficient evidence to support this 

argumentation. On the contrary, other academic sources suggest that real protection rates 

hardly decreased in the 80s when subsidies and taxes are calculated as well.
35

 

In addition to the above, the truth is that Greece relished a significant extension to cope 

with the EC requirements and this transition took much more than planned and expected. 

Thus only close to the end of the 80s was the protection for Greek industrial products 

reduced.
36

  

 This delay along with national regime modifications and policies that debilitated 

confidence, the entry in EC could have been very gainful for Greece as it was for Spain 

and Portugal. On the different direction lead the sizable EC transfers to Greece that 

catalyzed hiding these problems through relaxation of the international constraint and 

fueling a significant increase in domestic consumption that was beyond the national 

growth and monetary strength. 
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Popular public demands for an extended role of the state and redistribution of the wealth 

lead to sporadic, fidgety and contradictive laws and controls concerning financial and 

legal aspects by adjusting wages, interest rates, prices etc along with the creation of a 

number of new government organizations to oversee and adjust those controls.
37

  

The haphazardness of those policies and changes levied on the growth, the stability and 

the credibility of the Greek economy. The above fueled booming deficits hard to sustain 

and more government debt as administrations resorted to bigger amounts of borrowing 

trying to put their successors in very challenging financial situations in favor of their 

political careers.
38

   

Unfortunately for the country‟s economy, the administrations following the restoration of 

democracy in 1974 were organized in a careless way and had to cope with the crisis in 

Cyprus, social unrest and the oil shocks. This irrational reconstructing procedure by weak 

governments was the main reason for the standstill of economic growth and output in the 

country starting in the late 70s to the running period as shown in the revealing diagram 

below. 

Chapter 2 Table 14 

 
Source: Alogoskoufis, 1995 

The standstill of economic growth and output in the country starting in the late 70s to the running 

period as shown in the revealing diagram. 
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Besides the effects on investment rates and property rights, the nationalization of major 

corporations and the creation of new ones in addition to the given mismanagement of 

them clearly contributed to the lower efficiency of production in the last 35 years as 

shown above. Those corporations were safeguarded from market discipline through 

public subsidies and thus, encouraged to keep operating inefficiently. The latter not only 

weakened the public finances and competitiveness but also discouraged private 

companies and investment.
39

 

Most positions and more specifically senior ones in those nationalized corporations were 

staffed with political criteria rather than objective qualifications adding even more 

managerial incompetence and ineffectiveness. In addition, the management was changing 

rather often, many times after elections as political parties used those corporations to find 

both white and blue collar jobs for their voters.
40

  

Furthermore, numerous examples of private companies whose ownership maintained 

close relationships with the individual governments and were assigned extensive and 

expensive public projects for decades are well known among Greek political and 

entrepreneurial lobbies.  

Through opaque assignment procedures, mostly without any competition, they 

discouraged further competitiveness and healthy antagonism for the benefit of the 

economy and the citizens. Sizable, well-known private companies from various sectors, 

such as constructions, oiling, telecommunications and others, benefited greatly the last 35 

years. In other words, Greece experienced a very insufficient, nontransparent and 

damaging version of public interference that prevented many characteristics of a healthy 

economy from being instituted. 

This anemic political environment failed to prepare the country to consent to the EC 

transfers and in general the advantages and opportunities of the membership and 

partnership in the EC. This environment derived as an outcome of social tension and 
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timid administrations trying to appease conflicting aspirations like growth, redistribution 

of wealth, re-election and social ease. 

The result of all the above was a displeasing and unsustainable equilibrium that was 

maintained for a lengthy period. The EC transfers that disguised the financial situation 

and challenges that the Greek economy was facing fuel that imbalance.
41

    

Moreover, after 1974 and in order to avoid bankruptcies of large firms and thus, layoffs, 

and under the pressure of the oil shock and increase in labor costs the Greek government 

contracted new loans not majorly guided to investments but to cover the booming deficits 

in big nationalized corporations. In addition, an increase in mandatory investment in 

government bonds and bills by commercial banks was observed.
42

 

Since the 80s, there was a deviation towards the advancement of national infrastructure 

with a social focus by the administrations of Pasok of Andreas Papandreou. However, the 

obvious social assets set aside, a significant majority of the investment were small-scale 

projects far from the large cities, thus not connected with productivity and growth but 

with improvement of the quality of life.  

The latter is of great importance; however, a stable and sustainable national economy can 

support it better. Spending the EC loans on quality of life rather than formatting a sound 

and fundamentally sustainable financial environment that can further support vast 

improvements of quality of life was a major fault of those administrations. 

Most economists agree that external borrowing can fuel national investment and that 

saving policy induces mostly the balance of payments.
43

 Based on the above, one could 

argue that the diminishing of the Greek finances can be attributed rather to fewer national 

savings following the increase of public deficits and government debts and not to the 

poor performance of the country in competitiveness indices caused by the rise in real 

labor costs or the entry in the EC.  

                                                           
 

52
 Christodoulakis, 1991 

43
 Giannitsis, 1988 



31 

 

On the contrary, EC transfers reduced substantially the international imbalance. 

Moreover, these transfers have retained the increasing deficits by slackening the external 

constraint. One can better understand the total effect of the transfers by observing the 

following table showing the amount of them compared to the national GDP.
44

 

Chapter 2 Table 15 

EC transfers to Greece (% of GDP) 

1981 0.4                    1985 2.6                              1989 4.8 

1982  1.4                   1986 3.5                              1990 4.4 

1983  2.4                   1987 3.6                              1991 5.7 

1984 2.1                    1988 3.6                              1992 5.2 

 Source: Bank of Greece  
The amount of EC transfers compared to the national GDP.  

 

Furthermore, EC transfers heighted current account and private consumption as to what 

they would have been without them. The increase of the government debt during the late 

70s and 80s was mostly attributed to substantial primary deficits. The development and 

expansion of the welfare system and the public subsidies throughout the Greek economic 

system were primarily financed by national and international borrowing alongside the EC 

transfers. 

Some of the readers of this paper might wonder why the fiscal analysis of Greece starts 

fifty or even sixty years before the crisis. However, as presented above, the circumstances 

and policies that lead to the current crisis started in Greece just after the Second World 

War. 

From the author‟s viewpoint, the problematic nature of the county‟s public finances 

became significantly clear during the 80s, thus the extensive analysis of that period in the 

previous pages. There is no doubt that severe mistakes were made closer to the present 

day but the crucial turning point for the escalation of Greece‟s external debt crisis was 

decades before. 
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2.8. Economic and political analysis from the 1990s to the present day 

 

On another note, the chronic and persistent increase in public debt since 1990 indicates 

on a significant level the rise of interest rates and thus, interest payments on the public 

debt. The upturn of real interest rates was due to the fact of financial liberalization and 

financialization but also following other conditions and events within Europe like, for 

example, the German unification. 

 Another, internal, induction was the tight money controls attributed to the exertions 

made to control inflation which was booming after 1974 to near 10 percentage points 

above OECD average.
45

  

From 1995 and onwards we observe a significant effort from the Greek government to 

reduce the deficits and government debt and to run primary surplices over the yearly 

budget plans in order to meet the Maastricht criteria to enter the Eurozone.  

However, even that period of modernization of the economy and strengthening of the 

public finances, public debt continued to rise disproportionately to the primary surplices 

that the yearly budget plans reported.  

Basic state economics suggest that when a country reports surplices the debt should be 

decreasing. On the contrary, in Greece‟s case the debt kept rising. For example, during 

the period 2000-2002 when the primary surplices added up to 12.7 billion Euros, the 

public debt instead of indicating shrinkage, actually grew by 40.8 billion Euros.
46
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Chapter 2 Table 16 

Specific factors of government debt 

Year 

Government 

Debt (in mil of 

Euros) 

Debt as a 

percentage of 

GDP 

Interest as a 

percentage of 

GDP 

Primary 

Surplus as a 

percentage of 

GDP 

Third-parties 

Debt as a 

percentage of 

GDP 

1995 4.786 117% 131% 60% 240% 

1996 4.820 114% 142% 55%  250% 

1997 4.846 110% 155% 40%  250% 

1998 4.973 106% 164% 30%  245% 

1999 9.013 103% 166% 60%  260% 

2000 5.141 100% 171% 95% 280% 

2001 5.221 100% 169% 95% 270% 

2002 4.807 99% 170% 75% 260% 

2003 9.847 110% 110% -10% 220% 

2004 12.861 104% 95% -20% 195% 

2005 11.318 99% 98% -10% 180% 

2006 8.563 98% 107% 10% 215% 

2007 10.514 100% 97% -10% 175% 

2008 14.568 112% 100% -25% 130% 

2009 29.372 142% 93% -90% - 

2010 22.536 136% 89% -65% - 

Source: Greek Budget Report, 2010 

Greece’s government debt development the last 15 years as a total amount, a percentage of GDP 

and interest payments, primary surplices/deficits and third-party debt compared to GDP. 

The explanation to the above peculiar incident lies in the fact that every year the state 

undertook the responsibility to cover “deficits of third parties activities”, meaning public 

companies. That expenditure did not encumber the yearly budgets but only the total 

public debt as shown in the diagram above.
47

 

Following this practice, more “tricks” like that were used in order for the deficit to be 

reduced as was required by the Maastricht criteria. Deficits below 3% of the yearly 

budget were the primary requirement for being accepted in the Eurozone. Another 
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example was the securitization of the interest on the loans and their transformation to new 

bonds which boosted the total public debt even further.
48

 

The above policy went on for the following years, so we can remark that the public debt 

increased more than the total deficit of the government. The only exception was 2005 

when the country was under tight invigilation following the request of the newly elected 

government of New Democracy for a financial census run by Eurostat.  

The same was repeated in 2010 at the request of the newly elected government of Pasok 

this time. A common political meander, trying to prove statistically the severe state of 

public finances each government was aggravated with. In that way, the political 

expectations and cost were reduced since the blame was shacked off.  

Apart from the above exceptions, all the years during the 2000 decade the debt kept rising 

in a higher rate than the government deficits would explain. Despite the high, 

significantly eminent than the OECD average, growth-rate and the considerable inflows 

due to extended denationalizations, the debt kept rising.  

Consequently, even though the prerequisites for controlling the debt were fulfilled, that 

derailed beyond prediction. Mainly due to the fact that the financial benefits of both the 

growth and denationalizations were wasted and not exploited to reinforce the productive 

and manufacturing base of the national economy. 

In the period between 1998 and 2003, the profits for the Greek state from the 

denationalizations were 17.3 billion Euros. However, during that period, the public debt 

did not only decrease, but actually increased by 48.8 billion Euros, from 118.9 billion to 

167.7 billion Euros.  

Moreover, during 2003 the amount of loans that Greece received in order to cover the 

annual budget‟s deficit corresponded to 18% of the national GDP, which was the highest, 

by far, in the EU followed by Italy at 10% of the GDP and Portugal at 6%.
49
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Chapter 2 Table 17 

Long-term public debt expenditure (in mil of Euros) 

Year Sum Repayment % Interest 

1985 912 195 21,4 705 

1986 1236 361 29,2 867 

1987 1977 766 38,7 1197 

1988 2072 446 21,5 1610 

1989 2479 603 24,3 1850 

1990 4444 993 22,3 3413 

1991 6952 2703 38,9 4203 

1992 10600 6406 60,4 4123 

1993 11070 4707 42,5 6228 

1994 16342 7162 23,8 8990 

1995 17312 7907 45,7 9098 

1996 20243 10263 50,7 9641 

1997 19262 10145 52,7 8809 

1998 18870 9682 51,3 9018 

1999 18642 9251 49,6 9290 

2000 22688 13131 57,9 9499 

2001 20946 11618 55,5 9289 

2002 28874 30380 70,2 8535 

2003 30041 20763 69,1 9208 

2004 27799 18444 66,3 9283 

2005 30066 20379 67,8 9616 

2006 26086 16589 63,5 9441 

2007 31923 22152 69,4 9657 

2008 37452 25822 69 11134 

2009 41340 28630 69,3 12195 

Source: Greek Budget Report 2010 

Greek public debt expenditure for the last 25 years screened down to repayment cost and interest 

payments. 

 

At the same time, the finance ministers served during 1998 and 2003 assured that the 

annual budgets were implemented as planned and without deviations not taking into 

consideration that these “secret debts” increased the total public debt to record high levels 

as shown in the diagram above.
50

Furthermore, the Greek economy failed to capitalize the 
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significant rise of the Athens Stock Exchange until the late 90s, of course letting aside the 

catastrophic bubble-like drop later. The same period, foreign investment and rating 

corporations congratulated the government concerning the managing of the public debt, 

playing a disingenuous role in the escalation of the whole problematic situation.
51

  

Proof of the above is the interest rate asked for holding 10-year government bonds and 

the extremely low spread over the German bunds as shown in the diagram below. The 

difference of only very few basis points to the German bond clearly reveals the 

underestimation of the Greek public economics problem by the rating agencies and other 

market participants. 

Chapter 2 Table 18 

 

Source: Datastream, CBS, 2011 

The interest rate asked for holding 10-year government bonds and the spread over the German 

bund for the last 13 years. 
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Another factor that contributed to the deterioration of the public finances of Greece was 

the very high cost of the Olympic Games that Athens hosted in 2004. The cost came up to 

an amount much higher than expected and planned. Although the Greek government had 

planned a budget of around 4 billion Euros, the official cost announced was around 8 

billion, thus doubling the cost.
52

 According to other analysts the real expenses were 

almost three times higher than planned, exceeding 10 billion Euros. 

The burden for the Greek economy becomes bigger if we take into consideration the 

unsuccessful management of the whole infrastructure system including numerous new 

stadiums, transportation expenditures and overall public investments that were made for 

the Games. Greece failed to exploit the above by boosting its tourism and hosting 

international events.  

Thus the majority of the venues built for the Games stand shuttered today, deteriorating 

their return on investment and failing to cover the cost of the Games, as, for example, 

Spain did with the Olympic Games of 1992 that revitalized Barcelona by boosting its 

tourism and international watchfulness. 

By far more catalyzing reason for the state of Greek public finances is the widespread 

beaurocracy, corruption and tax evasion among the Greek citizens. The continuation and 

inclination of yearly government deficits come as no surprise when we take into account 

that 3-4% of the Greek GPC is lost to tax evasion equating to roughly 9 billion Euros per 

year. Estimations show that the annual deficits would have been cut in half had the taxes 

been coming in as they should have been. 
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Chapter 2 Table 19 

Efficiency of VAT collection (2006 in percentage) 

 
Source: OECD, Economic Surveys: Greece, 2009 

Greece’s poor performance of VAT collection compared to other EU nations partly explains the 

sizable deficits. 

 

The efficiency of VAT collection is calculated by OECD by comparing the statutory 

level of VAT imposed on private consumption to the actual effective rate of VAT 

collected by the government. We can see the Greece is lagging both to the average of 

OECD countries but also to all EU countries. 

Much more can be written on the “black economy” and corruption in Greece as it is a 

matter of common knowledge and debate. However, significant difficulties are met with 

respect to academic articles. The sensitive nature of the subject has prevented academia 

to work specifically and in depth with the matter by avoiding it or only referring to it 

peripherally. 

Due to our limited sources and despite our willingness to analyze this serious and 

important factor of the whole issue, we are obliged to follow the academic rules and only 

refer to material that we can reference and that follow certain rules of legitimate 

academic writing.   

We would like to emphasize though and make completely comprehensible to our readers 

the seriousness of the subject and its groundbreaking effect on the status of the Greek 

economy. More quantity and better analysis of the subject by academia is of crucial and 
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outmost importance in order for financial and political regulators to restrain the existence 

and consequences of corruption within the Greek economy.  

However, our readers can easily understand what the consequences for an economy are 

when uneducated, inexperienced people hold key, managerial or not, positions in both 

public and private corporations just because they happen to be in the “friendly” network 

of people in political or financial power. 

Furthermore, the significant size of the “black economy” in Greece set back the tax 

revenues by a vast amount. Although a global phenomenon and problem, “black 

economy” is specifically strong, on a European level, within the Southern countries as 

demonstrated in the board below. It is not hard to understand the scale of the forgone 

revenues for an economy that being dragged down by a “black division” equal to 28% of 

the GNP both concerning taxes and growth. 

Chapter 2 Table 20 

Greece – Italy 27-30% 

Spain 

Portugal 

Belgium 
20-24% 

Sweden 

Norway 

Denmark 
18-23% 

Ireland – France – Netherlands – 

Germany – Great Britain 
13-16% 

Japan 

United States 

Austria 

Switzerland 

8-10% 

 
Source: Compiled from Schneider Fr. And Enste Dom. (2000) 

The size of the underground economy relative to GNP in various European 

countries, in late 1990s. Estimation based on the currency demand approach. 

 

Another significant disadvantage of the Greek economic system is the size of the public 

employees and the fact that they are basically being subsidized by the private sector, the 

size of which is not enough to support to the public one. It is obvious that the size and the 



40 

 

political choices that lead to that type of public sector, not only were not considering the 

sustainability of it all, but also disregarded the consequences that the country is now 

facing.
53

 

The statistics reveal the depth of the problem. Greece has 4.3 million workers, of whom 

one million are employed in public corporations and the generic public sector. Two 

million workers are employed in the private sector and the last 1.3 million are self-

employed. The latter type generally pays little tax due to the outdated nature of the 

income reporting and tax collecting system.  

Basically self-employed workers report their annual earnings themselves and there are 

more than numerous examples of them enjoying a lifestyle that does not justify their 

minimum earnings report they systematically deliver to the tax authorities.
54

 

Therefore, it is understandable that the private sector of two million workers have to 

support the whole country, also including a very big number of retired pensioners. 

Moreover, according to estimations, of those two million private-sector workers, only 

20% have enough income and righteousness
 
to pay those amounts of taxes that can 

actually count for a significant percentage of tax revenues in order to sustain the 

economy.
 

As a result, the Greek economy has the unaccustomed type of economic format as an 

inverted pyramid. Fewer tax payers support more receivers of public benefits. We believe 

that an analysis on the sustainability and rationalism of the later is not necessary for the 

readers to comprehend the stalemate the state of the national finances has been abutted 

on.  

Finally, a significant impact on the total debt has been made by the extravagant lifestyle 

of many Greeks in the last 35 years also thanks to the high amount of EC transfers to 

Greece as we examined earlier. The private consumption was, and still is, by no means 

justified by the state of the national finances and the tax reporting and revenues. Many 
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citizens enjoy lucrative conduct trying to flaunt their newly acquired financial comfort 

and social status. 

 Greek private consumption was until recently substantially higher than other EU nations 

with a much more stable and healthy economic underpinning. For example, Greek private 

consumption was at 2009 17% higher that the equivalent Danish one.
55

 As shown in the 

diagram below, private consumption literally skyrocketed the last three decades. 

Chapter 2 Table 21 

 
Source: Bank of Greece, 2010 

The escalation of Greek private consumption expenditure during the last 70 years. 

 

Interesting point on the diagram above is the, nearly breathtaking and very rare for 

economic academia, increase in private consumption between 1995 and 2000. Following 

the generic financial euphoria emanating from the stock exchange and the assignment of 

the Olympic Games the whole country seemed to, privately, experience a consumption 

golden era. This catapult-like escalation the last 35 years, we believe, exonerates us for 

analyzing and focusing on the origins of the Greek debt crisis from that period and not 
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only from the last years when the global community spotlighted the problematic 

situation.
56

 

However, we cannot overlook the liabilities that cumber EC banks and policy makers that 

were long aware of the state of the Greek public economics and kept loaning even higher 

amounts in favor of their national growth, private and public, boost of exporting, 

exploiting speculative movements of the forex market and more.  

A strong example of the above is the statement of Eurogroup‟s chief, Mr. Juncker, 

conceding that top EU officials were fully aware of the risks and pitfalls of over-lending 

to Greece for decades but kept secretive until very recently in favor of the evolvent of the 

French and German economies along with certain banks and corporations.  

Moreover, he admits that it was more than obvious that a debt crisis would be a reality 

and sums up by arguing that this knowledge was beyond him in order to reveal it and that 

the Greek debt crisis could have been avoided, having started reforms both in the EU and 

the country itself.
57

  

Moreover, in the above mentioned matter, the Belgian finance minister and deputy Prime 

Minister, Didier Reynders recently referred to the advantage that Germany and some 

Northern European countries enjoy, by boosting their exports and thus their overall 

economic strength. They do so by relying on the Southern European countries to occlude 

their products. Mr Reynders referred to Germany, Benelux and the Scandinavian 

countries in particular, making an example with the popularity of German cars in the 

streets of Athens.
58

 

In addition to the above, Didier Reynders also made comments with regards to the EU‟s 

responsibilities concerning the false reporting of statistical data by the officers of the 

Greek economy. In particular, commenting on the masking of various accounts of the 

annual budgets and thus the overall public debt. Those remarks have raised consciousness 

among political and financial lobbies both within and outside of the EU.  
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To be more precise, the Belgian politician noted that the EU has a considerable piece of 

responsibility for the Greek debt crisis since it was known already from 2001 and the 

acceptance of the country in the Eurozone that the statistical data sent to Brussels were 

falsified.  In his interview for the Belgian newspaper, De Standaard, Mr Reynders also 

mentioned that the accusation is not new and that public opinion should have not been 

taken by suprpise.  

Furthermore, Mr Reynders, asserted that just after the acceptance of Greece in the 

Eurozone, the European statistical agency, Eurostat, started having suspicions that the 

Greek government misquoted their statistical data concerning the state of the public 

finances. He supported this statement by pointing out that during that period he was also 

serving as President of EU, a rolling role among European Prime Ministers. 

Finally, Mr Reunders stated that just after that disclosure, changes in the way Eurostat 

operates were made but judging by the result, these reforms were inadequate to reveal the 

true depth of the problem.  

The Belgian Prime Minister stands by his opinion that EU should long ago have gained 

more control over Eurostat, but other member-countries were against that direction. He 

concludes by saying that the elasticity of abiding by the Eurozone rules of financial 

stability and sustainability were increased during 2004 and 2005 when the German and 

French annual budget were reporting government deficits against the Maastricht 

Agreement.
59

 

Last but not least, having analyzed all the origins of the Greek debt crisis, as a final 

annotation on this part, we must not condone an important perspective on the causes of 

this crisis. We have experienced recently a tendency by various sources, especially 

through media, to classify the Greek debt crisis as majorly deriving from certain clichés 

concerning Southern European countries. 

 Even politicians within the EU, like the German Chancellor Angela Merkel, supported 

the counsel that South Europeans work less both yearly and in the long-run than other 
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Europeans; yearly, by taking more vacation days and in the long-run by retiring earlier. In 

other words, that German funds are being put aside to finance an economy of idle 

workers.
60

 

However, European statistics suggest otherwise. Data from OECD evince that the 

average retirement is roughly the same in Greece and Germany. Moreover, the retirement 

age is expected to go up in Greece after the new reforms.  

In addition to the above, Greeks get the same number of vacation days as German 

workers. Lastly, a significantly interesting factor is that Greeks work many more hours 

on an annual basis not only compared with their European counterparts but also on a 

global scale as shown in the diagram below. 

Chapter 2 Table 22 

 
Source: OECD, Factbook 2010 

Yearly hours worked per country.  Greece scores significantly higher than other EU nations. 

 

Statistical data used by Spiegel magazine and a survey conducted by OECD and the 

Eurofund suggest that Greeks retire just after Germans at the average age of 61,9. 
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Moreover Greek employees enjoy the same minimum vacation days as Germans with 20 

days per year.
 61

 Additionally, German and Danish employees take the most days of 

vacation in EU with an average of vacation days per year of 30.
62

 Nevertheless, they do 

not overlook the fact that the Greek economy, as stated earlier, is highly unproductive 

and lacks modernization and sustainability on a large scale. 

 

3. Management of the crisis 

3.1.  Action taken (bailout and austerity measures) 

3.1.1.  Action taken in 2010 

After the election of the new government of PASOK under George Papandreou in 

October 2009 an intense public debate started concerning the state of public finances 

accompanied with publicly expressed doubts on the country‟s ability to cover its 

liabilities and financial obligations. 

Despite, the new Prime Minister‟s assurance and denials concerning the crushing 

financial situation and the forthcoming bailout, then became a reality after long 

discussions and wasted time in May 2010. The bailout, valued at €110 billion and indeed 

the biggest bailout in sovereign history, was carried out by the EU, the ECB and the 

IMF.
63

 

In order for the bailout to go through, the three above entities, named as “troika”, 

required extended austerity measures in order for Greece to cut down its costs drastically 

and raise its revenues in order not only to be able to repay all its debt and loans but also 

to rail itself in a surplus-growth model of annual budgets.
64
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After the first measures in May 2010, additional reforms were required by the troika in 

November 2010 after the European statistical agency, Eurostat, announced that the real 

annual deficit for 2009 was actually 15.4 percent of the country‟s GDP and a team of 

auditors reported that the revenue goals set a few months ago were not met.
65

 

Even more reforms are expected, linked with each one of the tranches of the bailout 

package. In the meantime, in January 2011 more additional and corrective measures were 

added at the first two packages of reforms. During the writing of this paper, over summer 

2011 negotiations on extra measures are taking place among the Greek government and 

the troika. Should these negotiations produce official results; these will be presented in 

the following pages.
66

 

Starting with the public sector, which, naturally has been found to be responsible for the 

highest percentage of the public debt significant cuts have been imposed. All the 

measures affect members of the Parliament, government officials, civil servants and 

employees in the “narrow” and “wider” public sector meaning all public enterprises.
67

 

Allowances summing up to a 13
th

 and 14
th

 monthly salary as bonus to public employees 

were cut. Public sector employees receiving more than €3000 per month would get no 

bonus instead, whereas those receiving less would get €500 for Christmas, €250 for 

Easter and €250 for summer. However, we need to state here that those allowances were 

not actually bonuses, as annual salary in Greece was divided by 14 as it is in Austria, 

Portugal and Spain. Foreign journalists often misunderstood the above and falsely 

reported that Greek public servants got extra bonuses.
68

  

Moreover, controversial and widely unpopular measures were taken in order to reduce 

allowances by 3 percent in the wider public sector and by 8 to 20 percent in public sector 

positions. Additionally, from 2011 onwards a uniform pay-scale compensation system 

                                                           
65

 Tanea.gr, 2010 
66

 Reuters.com, 2011 
67

 enet.gr, 2010 
68

 Livingingreece.gr, 2010 



47 

 

will be established. Finally, a salary freeze for all public sector positions was 

implemented until 2014.
69

 

With respect to the private sector, an agreement signed in July 2010 by the parties 

involved, suggested that the private sector workers will continue to get their annual salary 

in 14 installments. The 13
th

 and 14
th

 salaries will remain unchanged and will not be 

accumulated into 12 monthly payments as was suggested previously by the troika. 

However, there will be no raise to cover inflationary pressures in 2010 and only a raise of 

1.6% in 2011 and 2012. Inflation is currently at 5.6 percent and growing, therefore it is 

obvious the loss of income for the private sector workers.
70

 

Companies that in 2009 had a minimum profit of €100,000 were to pay an one-time tax 

as following: €100,000 to €300,000:4 percent. €300,001 to €1,000,000: 6 percent. 

€1,000,001 to €5,000,000: 8 percent. And €5,000,001+ : 10 percent. Furthermore, the 

lawful redundancy rate was raised in order to make its achievable for companies to 

reduce staff and upgrade their flexibility and reduce cost-boost earnings. Companies with 

up to 20 employees have no limit, companies with employees between 20 and 150 can 

dismiss up to six employees per month and companies with more than 150 employees can 

dismiss up to thirty employees per month or 5 percent of the total staff.
71

  

Moreover, the severance pay was reduced and is now paid in installments every two 

months instead of a lump-sum as before. The authorized termination period that a 

company was required to inform an employee was also reduced substantially from 24 

months to two months. Employees who are made redundant cannot contest their 

suspension unless their ex-employer complies.
72

 

As far as young people are concerned, employees up to the age of 21 can now certify for 

a yearly contract at 80 percent of the minimum wage plus pension and insurance 

contributions. After the termination of the yearly contract they can join one of OAED‟s 

(Manpower Employment Organization) programs. Additionally, young people between 
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15 and 18 can now work for 70 percent of the minimum wage. Also employees under 25 

years old who are employed for the first time can be paid for less than the minimum 

wage.
73

 

Finally, for the public sector workers, self-employed worker with an age between 20 and 

65 that have no work, no matter the reason of absence of work, will be compensated by 

OAED for two years as long as they fulfill the following requirements: 1) They have 

worked for a minimum of 600 days increased by 120 days per every years over the age of 

30 until they reach 15 years or 4500 days of working. 2) They are not insured by public 

insurance companies.
74

 

Public insurance contributions by both the employee and the employer are to be increased 

by 3 percent starting 2011. Last but not least, Greece is now to make “closed” professions 

such as pharmacists, taxi and truck drivers, auditors, notaries and more, accessible for 

any civilian with the required qualifications. The latter has been already delayed by the 

Greek government which now has to face sanctions by EU. 

Concerning the pension system and the whole way people are retired, we need to note 

that a drastic change had been planned framed much before the bailout. However, like 

other reforms, it had been postponed for many years. Greece, along with most of 

European countries, faces an aging population problem that proves to be unsustainable. 

The country, as mentioned earlier, has 2.6 million pension-receivers, 4.4 million workers 

and 11.2 million people total population. Thus, constant lending is needed in order to 

keep up with its yearly obligations.
75

 

The problem grew even more by the tens of thousands workers who went on retirement 

just before the new reforms on the retirement rules were put into action. It was estimated 

that by 2060, 86 percent of the Greek population will depend financially on the state‟s 

resources. It can easily be understood the severity of the issue.
76
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Immigration and birth rates need to increase substantially in order to reduce that 

dependency. Additionally productivity needs to improve significantly. As we mentioned 

earlier, Greece scores very low on the global productivity scale, thus there is much room 

for improvement without high costs. 

The Greek Parliament voted for the pension reform in July 2010. It is characteristically 

attributed to the efficiency and promptitude of the Greek political system that the pension 

reform had been postponed 50 times. The main changes that the new bill brought are 

summarized below.
77

 

The 13
th

 and 14
th

 pension were cut, exactly the same as with the public workers, for all 

pensioners receiving more than €2,500 per month as gross minimum payment. For 

pensioners receiving less than €2,500 per month, they will receive €400 for Christmas, 

€200 for Easter and €200 for the summer.
78

 

 Additionally, all pensioners under 60 years of age will get no allowances at all for the 

13
th

 and 14
th

 pension just like pensioners receiving more than €2,500 per month. 

Exceptions to the above are pensioners who met a minimum number of years 

contributing and/or having in their household children under 18 or students under 24 

years old.
79

  

However, one should take into consideration that compensation for Greek public 

employees was among the highest for OECD countries despite the fact that other 

countries have a higher percentage of public employees as a share of the total work force 

as shown in the diagram below. 
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Chapter 3 Table 1 

 
Source: OECD, National Accounts Database, 2007 

Government employees as a percentage of total work force in European countries and the 

compensation level of public servants compared to the total compensation of the work force. 

 

Moreover, all the increases in pensions froze until 2013. With the previous pension 

system, the monthly pension was calculated for each pensioner based on the average of 

his/her last 5 years of work when his/her salary was matured. With the current system, 

the calculation of the pension is based on the average of the entire working period of the 

pensioner. The old system will last be implemented for workers going on retirement 

within 2010. During 2011 and 2014 the new and the old system will be combined and 

starting 2015 the new, minimum pension system will be put into action.
80

 

Furthermore, the generic retirement age for both women and men is now equalized for 

private and public sector workers at 65 years of age. Starting 2020, there will be further 

increase in the retirement age, depending on life expectancy. This will affect again all 

sectors and divisions of workers. Workers can retire at 60 but with reduced pensions. The 

reduction is of 6 percent for every year below 65. Full pension is given now at 65 after 
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40, and not 37 years of working. No worker will be allowed to retire under 60 years of 

age after 2015.
81

 

Concerning, the classified “heavy industries” and “dangerous professions”, people 

working with those can now retire at 60 and not 55 as before January 2011. The list of 

those industries and professions will be analyzed and updated with new additions and 

detractions. However, later amendment of this part of the new law was amended in July 

2010 and the new age is now 58 instead of 60.
82

 

The LAFKA (Social Insurance Solidarity Account) fund, a solidarity fund, will be 

reinstated in August 2010, after its cease in 1999. Pensioners will contribute to the fund 

as stated. Monthly pension receivers of €1,401 to €1700 will pay 3 percent. €1,701 to 

€2,300, 5 percent. €2,301 to €2,900, 7 percent. €2,901 to €3,200, 8 percent. €3,201 to 

€3,500, 9 percent. And above €3,501 will pay 10 percent.
83

 

The retirement age for mothers who work was also raised. In public sector, working 

mothers can retire at age 53 in 2011, at age 56 in 2012, at age 59 in 2013, at age 62 in 

2013 and age 65 in 2015. In private sector, working mothers can retire at age 55 in 2011, 

at age 60 in 2012 and age 65 in 2013. Mothers with three children can retire at age 50 in 

2011, at age 55 in 2012 and at age 60 in 2013.
 84

 Furthermore, the increase of retirement 

age for Greek security and military forces took place with the new reform. Besides the 

raise of the retirement age, special allowances and advantages of those workers were 

cut.
85

 

Moreover, starting 2011, the pension of public servants younger than 55 who are found to 

be working will be cut. Similarly, the pension of public servants older than 55, or of 55 

years of age who are found to be working and who are receiving pension monthly more 

than €850 will be cut by 70 percent.
86
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The relegation of pensions for parents to their children is now limited, taking into 

consideration income and age requirements. This part also includes controversial pension 

payments by the state to 26,000 unmarried or divorced daughters of public workers or 

banking employees. If the children are eligible to receive pension payments from both 

their parents, only the highest pension will be paid out to them. The latter will be put into 

action in 2011.
87

 

Concerning pension payments to widows, they can receive the full amount providing they 

were married at least for a minimum of 5 years before the death occurred, the potential 

receiver is over 50 years of age and the income requirements are met. Payments will start 

to be paid out firstly, 3 years after the death occurred.
88

 

A minimum guaranteed pension was constituted of €360 increased by qualifying income 

and other contributions. The minimum pension is to be increased according to GDP 

growth, consumer price index and inflation starting 2014. The reform was to be put into 

action at 2018 but will be accelerated to 2015.
89

 

Furthermore, pension payments cannot surmount 65 percent of the pension receiver‟s 

income while he/she was working. Greece, formerly, had topped the relevant 

classification. Greek pensioners had not only been averagely getting up to 96 percent of 

their income but also the pension was being calculated by the last and thus highest paid 

working years.
90

 Below we can see the particular comparative diagram conducted by 

OECD.
91
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Chapter 3 Table 2 

 
Source: OECD, Pensions at a glance, 2009 

Greek pensioners enjoyed the gross pension replacement rate, the percentage of their salary that 

they received as pension, among many OECD countries. 

 

A big issue in Greece is also uninsured labor especially among immigrants. The new 

reform provided uninsured workers a minimum pension for a worker who is at 65 years 

of age, had lived in the country for at least 15 years and meets income requirements. The 

governments hope to reduce significantly the number of uninsured workers.
92

 

Lastly, it was decided to merge the countries many pension funds. The reduction took 

down the number from 13 to 3 for workers who receive monthly salaries, self employed 

workers and farmers. The reduction will be completed by 2018 and in 2013 public 

servants will also be integrated into to the new system. In addition to the above, insurance 

funds of doctors, lawyers, engineers and other private sector workers are to be 

significantly reduced.
93
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Concerning taxes, significant raises were decided and started to take effect in July 2010. 

More specifically, VAT was raised by 10 percent. Thus, goods are services have a VAT 

of 23 percent from 21 percent before, good has now 11 percent from 10 percent before 

and books/newspapers have 5.5 percent from 5 percent before.
94

 

Extra taxes were posed in fuel, tobacco and alcohol. An extra 10 percent on all these 

products adds up to the third tax increase for them since the start of 2010. Moreover, 

taxes for new and used luxury cars were posed. The tax increase was between 10 and 40 

percent depending on the market price and the brand.
95

 

Finally, a new online tax was established to sponsor online journalists not covered by 

other funds. Moreover, all new TV advertisements are to be subject to a new tax of 20 

percent. The tax was to be established in autumn 2010 but has been postponed to 2013.
96

 

A new withholding tax will be applicable starting May 2010 for public and private sector 

employees „salaries. Lastly, a special contribution/tax started to be applicable to about 

50,000 tax payers who earn more than €100,000 net per years first starting in June 

2010.
97

 

Despite all the above controversial, strike-provoking and generally problem-causing 

reforms, still one year after their implementation in June 2010, the European and global 

financial community is still very concerned about the Greek debt crisis. Both the ECB 

and the IMF reported to the Greek government that the existing measures were not 

effective at the highest level but generally on track.
98

 

3.1.2.  Action taken in 2011 

However more measures were needed and are expected to take time and political consent. 

In May and June 2011 with the blessing of EU the Greek political parties under the Prime 

Minister tried to find commonplace grounds of mutual understanding in order for the 
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reforms to be accepted by the social majority.
99

 Until the time of this paper was 

completed there has been to respective agreement. As described earlier, the country has 

been for decades suffering from an inexplicable political contention among the two big 

parties that simply refuse to cooperate. 

On the grounds of the above, troika asked for more measures and reforms in order to 

approve the following tranches of the bailout. Along with that, negotiations started for a 

new bailout package in order to ensure liquidity for the Greek government until 2014 or 

2015 given the fact that the country cannot return in the financial markets in 2012 as 

firstly, and frivolously, projected in 2010 by troika, with the current bond yields topping 

at 17 percent for the 10 year bonds.
100

 

The new reforms, named “Mid-term budget planning”, voted in late June 2011 are 

expected to save €80 billion for the Greek government. The reforms, once more, include 

controversial and even unfair measures for the majority of the citizens, as the Greek 

finance minister admitted himself.
101

 An overview of the new measures is presented 

below. 

Concerning taxes, property ones will be raised along with sales taxes for bars and 

restaurants. Natural gas and non-alcoholic drinks taxes completed the previous (June 

2010) taxes on fuel, alcohol and tobacco. The luxury tax for cars, yachts and swimming 

pools also increased once more.
102

 

Moreover, the “solidarity tax/levy” introduced one year before for companies and 

wealthy individuals was expanded to all households. The percentage varies from 1 to 5 

percent of the yearly income. In addition, many tax exemptions were cancelled and 

despite rumors are not expected to be reverted.
103

 

Furthermore, the new tax law includes a reduction of the tax-free threshold from €12,000 

to €8,000 which is expected to result in €400 higher income tax per tax payer. 
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Additionally, it is possible to legalize unauthorized buildings by paying a fee, a provision 

clearly with only revenue-raising nature.
104

 

Finally including a VAT rate increase for restaurants and bars/clubs from 13 percent to 

23 percent. However the last measure is debatable whether it will actually produce more 

tax revenue for the Greek government or just reduce revenues for that type of business 

and thus, the tax revenues that derive from.
105

 

The Greek government is expecting an increase in tax revenues for 2011 of €2.45 billion. 

Additional revenues are expected in 2013 by fighting tax evasion. However, one should 

take into account that in 2010 the tax revenue goal was not met mainly due to over-

confidence of collecting taxes.
106

 The latter proves to be a significant issue for the Greek 

government that is to fight tax evasion as a whole but especially for income taxes as it is 

shown below in the diagram.
107

 

Chapter 3 Table 3 

Composition of tax revenue 2006 

 
Source: OECD, Tax Revenue Database, 2006 

Composition of tax revenues of various countries composed by various types of taxes. 
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As we can see the tax-to-GDP ratio is lagging in comparison to both the OECD and EU 

average. Even more substantial difference we can remark for the income tax revenues. It 

is, therefore, easy to comprehend how paramount is for the success of the tax reforms the 

confrontation of tax evasion. 

Concerning wages, after the cut in 2010 for public workers‟ wages and other allowances, 

it was also announced that the number of civil servants will be reduced by 150,000 

workers by 2015. Temporary public workers will be reduced by 50 percent as half of 

those temporary contracts will be renewed. In addition, the servants who will remain will 

have longer working hours and be allowed to work on a part-time basis or be on unpaid 

holiday.
108

 

Reforms were planned also for the social services. More specifically, people who receive 

social benefits will get a review of their assets. On that basis cuts are to be implemented 

to those benefits in order for the government to save €1 billion in 2011. For 2012, 2013, 

2014 and 2015 the public saving from those cuts is to be €1.28 billion, €1.03 billion, €1 

billion and €700 million respectively.
109

 

Military expenses were also slashed by €220 million in 2011. Additional cuts of €333 

million are planned for 2013 until 2015. The country used to allocate 3 percent of its 

GDP in military expenses, a very high percentage, and the second highest among NATO 

members.
110

 

Supporters of the latter argue that such expenses are needed in order to maintain a 

balance with neighboring Turkey. In the writer‟s opinion and taking into consideration 

that Turkey is also a NATO member those expenses are highly inexplicable and 

superfluous. 

Moreover, cuts are planned in the Greek health system. The truth about the country‟s 

public hospital being that they were pioneers of corruption, a brave reform was needed. 

As a first phase, saving of at least €310 million was planned for 2011 as part of a 5-year 
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plan to save €1.43 billion until 2015 using various instruments such as the reduction of 

prices for drugs.
111

 

Furthermore, the public investments are expected to be €0.7 billion less in 2011 in 

another effort to control the deficit. Also, one of the most ambitious and perilous reforms 

included in the mid-term plan is the one of excessive privatizations of public property. 

The latter is a plan that met significantly negative and hostile civilian revulsion when 

went through the Greek parliament in June 2011 with whole days of major strikes and 

excessive, often violent, street demonstrations.
112

 

For 2011 the Greek government expects €5 billion from privatizing a the list of public 

corporations that includes, among others, the bank Hellenic Postbank, the traded 

bookmaker-monopoly company OPAP, the operations part in Piraeus Port and 

Thessaloniki Port and the bigger percentage of the major telecommunications company, 

OTE.
113

 

Concerning the later, Deutsche Telekom, already owning 30 percent of OTE, has agreed 

in July 2011 to buy another 10 percent in 2008 prices through a put option with the Greek 

government for €400 million.
114

 

Concerning 2012, the public administration expects €10 billion of revenue by the selling 

of public stakes in Hellenic Petroleum, various electricity utilities, the bank ATEbank, 

the water utilities companies for Athens and Thessaloniki as well as other smaller ports, 

airports, motorways, mining rights and parts of public land.
115

 

The latter is a very controversial part that caused substantial unrest among civilians. The 

writer is not completely convinced that the public land plan can be carried out on its full 

schedule as firstly proposed by the troika due to those reactions by a significant 

percentage of the Greek population. 

                                                           
111

 Enet.gr, 2011 
112

 Enet.gr, 2011 
113

 Reuters.com, 2011 
114

 Bbc.co.uk, 2011 
115

 Ethnos.gr, 2011 



59 

 

Lastly, for the period of 2013 to 2015 the administration expects €7 billion, €10 billion 

and €15 billion respectively, a total of €35 billion for 3 years which seems like a quite 

confident expectation mostly through public property sell-off and more small ports, 

airports and highways.
116

 On 29th of July it was announced by the Greek government that 

10 to 50 percent of the public servants high performance bonuses will be cut.
117

 

Finally, the Greek government accepted the troika‟s request concerning discrepancies 

from the original reform plan. According to the agreement between the two, for every 

deviation, there will be an additional measure to make up for the lost ground. It is, 

however, still doubtful whether Greece can actually pull the privatization plan off 

totally.
118

  

An abbreviated and summarizing overview of the austerity measures for the individual 

social groups in Greece can be found in the Appendix.
119

 Below we can see a plan 

conducted by the Greek government and the troika in order to bring the deficit under 

control by 2015.
120

 

     Central Government Deficit goal 2011-2015 mid-term budgeting plan (ml 

Euros) 

  2009(actual) 2010(actual) 2011(estim.) 2012(estim.) 2013(estim.) 2014(estim.) 2015(estim.) 

Government 

deficit 

(planning) -36.308 -24.191 -23.552 -27.499 -30.909 -33.595 -36.183 

% of GDP     % of GDP -15,40% -10,50% -10,40% -12% -13,10% -13,80% -14,40% 

Government 

deficit (goal)   

 

-17.065 -14.916 -11.399 -6.385 -2.991 

% of GDP   

 

-7,60% -6,50% -4,80% -2,60% -1,20% 

Monetary 

gap   

 

6.487 12.584 19.510 27.210 33.583 

% of GDP     2,90% 5,50% 8,30% 11,20% 13,30% 

GDP 235.017 230.173 225.400 228.400 235.500 242.900 251.900 
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3.2 Next steps 

Despite, the excessive reforms and measures, the state of the public finances are, if not 

worse, the same as before all the reforms during July 2011. Thus, the government in 

cooperation with the IMF, the ECB and the EU are looking at a number of options for the 

further response to the debt crisis. These options are presented below along with the 

advantages and disadvantages of each one. 

The first option would be for the troika to provide Greece with one more substantial 

bailout package as in May 2010. This package would help the country cover its liabilities 

until 2014 or 2015. A rough estimation of its height is €120 billion; however it could rise 

even more. The difference this time is the high likelihood of private investors to 

contribute as well.
121

 

Advantages of this solution would be the significant elimination of the risk of default, at 

least until 2015. Alongside it eliminates the risk of crisis contagion. More specifically, 

the delay of Greek bond maturities and other public debts give, theoretically at least, 

space for the economy to get back on track.
 

On the other hand, disadvantages would be the significant escalation of public debt to 

GDP ratio. Currently the ration is at 150 percent of the GDP, the highest in the developed 

world. A new bailout would increase the ratio significantly and we can imagine that it 

will reach a level that wouldn‟t be easy to repay at the whole.
122

 

However, despite disadvantages, the second bailout solution is the preferred option for 

now. Nevertheless, the likelihood of that actually being put into action is inextricably 

connected with the progress of the austerity measures and all the reforms described 

above. Moreover, reluctances within EU like the ones from The Netherlands and Finland 

need to be overcome.
123

 

A second option would be a voluntary bond rollover. This solution was put into action 

before, after the sub-prime crisis for countries of East Europe. It was named the Vienna-
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style. According to that plan, private investors who hold Greek bond would grant the 

possibility to the government to expand the maturity for some years, thus giving the 

necessary time space.
124

 

Advantages of that plan would be that such a move would not been considered by the 

rating agencies as a “credit event”, meaning a default in Greece‟s case. Consequently, it 

would not activate the Credit Default Swaps for the Greek bonds. The time space given 

alongside the resulted liquidity could help the economy significantly for many years. The 

plan has also high social acceptance as it is preserved as investors and the banking system 

would bear the costs.
125

 

Disadvantages would be that it is quite faint for the whole amount of bondholders to 

agree on the Vienna-style rollover due to the moral hazard, fund loss and more 

importantly moral hazard involved. Additionally, even if all the bondholders would 

agree, the yields would still be in unreachable levels.
126

 

Providing that bondholders are convinced would actually go through, the plan is actually 

quite popular to be combined with the first option, the one of the second bailout package. 

EU circles argue that the plan could go on even with fewer bondholders agreeing. In that 

case it is not unlikely that we could experience the Vienna-style rollover in some form.
127

 

Third solution would be a mandatory bond swap, meaning that private investors of Greek 

bonds would be asked mandatorily to swap their bonds for new ones with significantly 

longer maturities. This would again, as for the rollover solution, give the government 

precious time. 

Advantages that come with this solution would be the certain certainty of repayment and 

the positive impingement of that for the banking sector. Furthermore, the crucial time 
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gain, the deflection of a possible default and the civil popularity, as with the rollover, that 

help the government.
128

 

 Disadvantages would most importantly have to do with the fact that rating agencies 

would consider the solution a “credit event” on the premises that investors would have to 

option to decline the swap. However, some of them could also just disagree, which would 

leave the government without a plan.  

Nevertheless, given that the plan would actually go through, credit downgrading would 

be certain and Credit Default Swaps would trigger. Furthermore, the ECB would cease to 

accept Greek bonds as collateral, as it is still doing now. The funding fissure would 

remain along with the high debt ratios.
129

 

Germany made remarks that would prefer for this choice to be picked. However, just 

recently, the Chancellor, Angela Merkel, backed off and positioned Germany alongside 

France and the ECB who prefer the voluntary Vienna-style rollover. Nevertheless, the 

swap is not yet completely out of the table.
130

 

The fourth solution would be a full restructure of the Greek debt. In that case, the 

government would compel substantial write-offs on all of its bonds, be them public or 

private, an action known among investors as a “haircut”. This one seems quite a drastic 

solution. 

Advantages would include the shrinkage of the public debt along with interest rate 

payments. The debt rations would become manageable instantaneously. The burden 

would be allocated between the private and the public sector, thus decreasing the moral 

hazard involved.
131

 

However, the disadvantages are more than significant. The Greek banking sector would 

default and the state would have to carry its burden and cost by nationalizing the banks. 

The risk of a domino for other European countries with high public debts would be 

                                                           
128

 WallStreetJournal.com, 2011 
129

 Bloomberg.com, 2011 
130

 Businessweek.com, 2011 
131

 WallStreetJournal.com, 2011 



63 

 

higher than ever as they would be driven not only by the civil will that find this solution 

less painful but also by market forces to chose the same path. 

The most significant negative reception of this solution comes however from Germany 

and France. Those two countries hold the highest percentage of Greek public debt and 

understandably have no interest loosing vast amounts of money by a possible restructure. 

Given that 70 percent of the total issued Greek debt and looking at the diagram below by 

the Bank of International Settlements we can understand their unrest.
132

 

Chapter 3 Table 4 

 

 
Source: Bank of International Settlements, Quarterly Review, March 2011 

International banking exposure to Greek stated investments. 
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A fifth solution would be the abatement of the current bailout‟s provisions. Following 

that path, the three international entities that oversee the Greek reforms, the IMF, the 

ECB and EU would permit the country to ease down and adjourn the austerity measures 

and the debt indemnification‟s timetable.
133

 

Advantages this solution would bear include the ease of access for Greece to capitalize 

the bailout package without the harsh requirements that originally came with it like job 

cuts and spending limitations. It would also ease the political and social encumbrance 

enabling the economy to grow.
  

Disadvantages include the fact that the level of debt would remain at the same level, if 

not increasing. The interest payments to the debt would also increase. The country‟s 

economy would remain highly inefficient, noncompetitive and condensed financially. 

Additionally other EU members that take part in the bailout package would almost surely 

revoke and default would be much closer. However, this solution is highly unlikely to be 

preferred as troika is purposeful to ensure that all the reforms previously agreed will be 

put through. 

Finally, the last solution is for Greece to be the first country to leave the Eurozone and go 

back to a national currency. The most unsought of all the possible paths has produced 

numerous debates among academic experts, the media, politicians and, of course, the 

public opinion.
134

  

Advantages of this solution would be that the Greek debt crisis wouldn‟t harbor a risk of 

contagion for other European economies and would be cheaper for other Eurozone 

members. Of course those members would have to figure out a loss of profits from the 

significant expected shrinkage of their trade activities with Greece. 

Furthermore, Greece would retrieve its monetary free-will and could devaluate its 

national currency or readjust its interest rates to cope with its high debt and refurbish 
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competitiveness of the national economy. Arguably it would be easier and cheaper to 

nationalize the banking sector.
135

 

Disadvantages, among many, are the financial blemish that Greece would have to live 

with for many years to come and practically abolish the country from financial markets 

for sovereign debt. Hyper-inflation would be close especially after a devaluation of the 

new currency. 

Even more capital could leave the country along with a political defeat that any Greek 

political party would find very hard to live with. Finally, even though the Eurozone 

would risk contagion as before, European bond yields would suffer a substantial and 

widespread increase, following the market‟s fear of a repetition in troubled members like 

Portugal.
136

 

To conclude, we must express a popular belief that the last option is not being 

considered. European and international leaders have repeatedly made it more than clear 

with relevant statements that this path is out of discussion. It is not of interest to big 

European economies, thus would only be triggered by Greece in a final exertion to bring 

the debt into control after all other options have been proved to be in vain.
 
 

On the 21st of July after an extensive Eurogroup meeting it was announced that Greece 

will receive an additional bailout package. The size of the new package is of 109 bn 

Euros, however, with the private investors‟ contribution is estimated to reach the level of 

160 bn Euros.
137

 

The new bailout offers low interest rates, President Sarkozy enumerated them between 

3,5 and 4 percent, considerably lower than the ones of the first bailout package at around 

5 to 6 percent. The loan will be provided by the European Financial Stability Facility 

which was established in 2010 and will have duration of 15 to 30 years with a 10-year 

grace period. 
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A plan of development of the Greek economy with the funds of the new package was 

decided. It has been characterized as a new “Marshall Plan” in order to create new jobs 

and improve the Greek economy‟s competitiveness. Moreover, the plan for the 

contribution of private investors is voluntary on the premises of the bond rollover, as 

explained earlier.  

During 2011-2014 the rollover value is estimated at 12,6 bn Euros and a “haircut” of 

around 20% is expected for investors who will voluntarily participate.
138

The International 

Swaps and Derivatives Association assured that a voluntarily rollover of the bonds will 

not be considered a “credit event” and thus, will not trigger CDS for Greek sovereign 

debt.
139

However, negotiations of temporary “selective default” for part of the public debt 

are taking place and official decisions are expected.
140

  

The package however, is in practice, much smaller than the announced size. This is due 

to the fact that included in the 109 bn Euros are 45 bn Euros from the first bailout 

package in May 2010 and 28 bn Euros from the privatization of Greek public assets. 

Thus, the new package is in essence 36 bn Euros.
141

 

Nevertheless, the financial benefits from the lower interest rates and longer grace and 

repayment period are estimated at 3 bn Euros per year or 20% of the whole Greek 

external debt in total.
142

 We should also not forget the development and overall potential 

and sanguineness. The optimism guided the Greek government to prolong the state 

guarantee for all bank deposits up to 100.000 Euros for 4 years until 2015.
143
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4. Comparison with other Southern 

European countries 
 

The Greek debt crisis was analyzed in depth in the previous parts of this paper. The 

origins of the crisis as long as the management of the crisis along with all the possible 

next steps were discussed. The writer feels the usefulness to present the connection of the 

Greek crisis to similar issues that other countries of Southern Europe are currently facing 

too. 

To start with Portugal due to the fact that is the country with the biggest problem besides 

Greece. Portugal‟s deep financial and fiscal difficulties also lead to an extensive bailout 

of €80 billion by the troika along, of course, with the necessary following excessive 

reforms and numerous austerity measures.
144

  

Catalytic factor for the common fate of the two counties are the similar origins of the 

crisis in both countries and the fundamental problems both faced for decades in core 

pillars of their economic, political and social systems. In the following paragraphs we 

will appose those similarities but also mention important differences that separate the two 

cases specifically. 

Just as the Greek government, also the Portuguese one has opposed harsh austerity 

measures trying to bring debt and deficit indicators under control under the close pressure 

by the troika. However in both cases, more measures were needed before and after the 

reception of the bailout packages than were met with negativity and hostility from the 

civilians.
145

 

Another similarity with Greece is the significant pressure and unrest to the existing 

government caused by the drastic reforms. In both the ruling Socialist Parties went 
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through major conflicts within the parties‟ circles. In Greece the political unrest almost 

led to new elections whereas in Portugal it actually led to elections.
146

 

The outcome was a cooperative government with both major political parties (Socialist 

Party and Social Democrats) participating, just exactly what the troika asked from the 

Greek politicians. In Greece, as we saw earlier, the negotiations had no positive outcome. 

The troika made very clear that political consent is of paramount importance in order for 

the new measures to bear the desired outcome.
147

 

Furthermore, in both countries the labor market is quite inflexible and expensive. As a 

result competitiveness is poor. Additionally, unemployment is rising menacingly. Along 

with the high debt and the generic state of the public finances, both, as a result are facing 

substantial pressure from the financial markets.  

Bond spreads for Greek and Portuguese 10-years bonds are currently above 1000 basis 

points, constantly challenging all-time highs.
148

 Of significant importance, the diagram 

below shows the similar difficulties both countries face with the negative effects of the 

austerity measures for the tax revenue. 

Chapter 4 Table 1 

 
Source: IMF, Country Report: Portugal: 2010 

Portuguese total tax revenue as a percentage of the country’s GDP for the last 15 years followed 

by predictions for the next 10 years. 
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Moreover, both countries fail to attract foreign investment. In 2009 investors from EU 

slashed investments in Portugal by 45%.
149

 Income equality is also present in Portugal 

and Greece concluding to a poor consumer confidence and imperceptible growth just as 

for the Greek market. 

However, an importance difference between the two countries is the outlook of the 

income gap and inequality. As we can see on the diagram below Greece is doing 

significantly better at its efforts to catch up with the rest of EU countries whereas the 

situation in Portugal is getting even worse; a matter of great importance, which Portugal 

has to drastically face both on a short-term basis but more importantly on a long-term 

one. 

Chapter 4 Table 2 

 
Source: IMF, Country Report: Portugal: 2010 

Income Gap within Eurozone countries for the period 1998 to 2008. Portugal scores a poor 

performance decreasing the gap compared to Greece. 

 

 

Poor education systems in the two countries result to poorly educated work force that 

fails to meet the market‟s requirements and is significantly lagging in R&D matters to 
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other EU and OECD countries. It is, thus, under stable that the obstacles for the 

countries‟ efforts to get their economies again rolling are significant and require years of 

precise adjustments.
150

 

Another difference between Greece is Portugal is the effectiveness of dealing with the 

global financial crisis. While Greece was not so much dependent on toxic financial 

products and majorly troubled international financial institutions, Portugal suffered much 

more. 

 The Greek banking sector proved to have more efficient mechanisms to eliminate the 

reverberations of the financial crisis. The result of the above can be visualized as follows 

taking of course into consideration that the high Greek consumption didn‟t turn to be a 

positive drive-factor for the economy. 

Chapter 4 Table 3 

 
Source: IMF, Country Report: Portugal: 2010 

Economic growth increased at a lower rate than private consumption in Portugal during 2007-

2009. 

 

Finally, Greece and Portugal faced and keep facing serious demographic problems, as the 

rest of European countries. This factor disables them from rapidly recovering from crises 
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like the current one. In addition, even after the anticipated consolidation of the public 

finances, the welfare system of those countries is expected to be under pressure that will 

be hard to cope with.
151

 

Concerning Spain, the financial instability and high level of debt and deficits are common 

factors with Greece. There is, however an attentive difference; the Spanish economy is 

one of the biggest in Europe and not only. More specifically, Spain is the 12th largest 

economy globally, the 4th largest in Eurozone and 5th largest in EU. Moreover, it 

includes the 3rd world‟s highest investments.
152

 

However, the size of the Spanish economy could also turn out to be a disadvantage. For 

example the top business-school Wharton warned financial markets that in a case of a 

collapse of the economy of Spain the global economy would be in trouble, just because of 

the size of the Spanish economy.
153

 

Moreover, worrying is the fact that also the Spanish political, economic and social system 

has similarities to those characteristics of the equivalent Greek systems that we identified 

as origins of the debt crisis earlier. To start with, political unrest causes difficulties for the 

Spanish government to pass important reforms. Although the origin of the unrest differs 

in the two countries, as in Spain is caused by regional autonomy-driven demands, the 

offspring is similar. 

Just like the Greek economy, also the Spanish, was at a record growth the last decades 

but is not facing a recession. Many academics argue that is the beginning of deeper 

financial complications.
154

  

Those expectations are also are depicted in Spanish bonds‟ spreads that also increased 

and keep increasing to record highs.
155

 However, a positive difference for Spain is the 

size of the corrective measures undertaken to avoid future problems as we can see on the 

diagram below. 
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Chapter 4 Table 4 

 

Source: IMF, Country Report: Spain: 2010 

Spain topped all EU countries as far as discretionary measures were concerned during 2008 and 

2009. 

 

Another difference, negative though, with the Greek situation was the catalyst for the 

outburst of the crisis. In Spain, more specifically, was the housing market and the 

constructions sector bubble‟s surge that drove the current crisis. Due to the fact that 

constructions counted for almost 10 percent of the country‟s GDP, this outburst led Spain 

to the highest decline in economic development for developed nations; 2.1 percent for 

2008 and 1.8 percent for 2009.
156

  

Moreover, Spain has a high total external debt as shown in the diagram below to the left 

due to both government and private debt. The corporate debt is also very high as we can 

see at the black column. Nevertheless, despite the substantial extent of the debt, the ratio 

to GDP shown below to the right remains very low due to the size of the Spanish 

economy. 
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Chapter 4 Table 5 

 
Source: IMF, Country Report: Spain: 2010 

To the left debt levels of various sectors are presented for EU countries during 2008. To the right, 

government debt is examined in accordance with GDO for EU countries during 2009 

 

 

The Spanish government, though shouldn‟t been leave much room for complacency. 

Their economy, in contradiction to the Greek lost a record number of jobs since the start 

of the global crisis as we can see at the diagram below to the left. Naturally, the Spanish 

economy reported the highest deficits in EU, shown below to the right, following the rise 

of the unemployment and slowdown of its sizable economy.
157
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Chapter 4 Table 6 

 
Source: IMF, Country Report: Spain: 2010 

To the left, GDP slow down to unemployment increase for EU counties for 4th quarter of 2009 

compared to 3rd quarter of 2007. To the right, government debt to fiscal deficit increase for EU 

countries in 2008. 

 

 

Similarly to Greece, Spain has for decades faced rigidity within the labor market causing 

low productivity. Just like in Greece, wages hikes that didn‟t comply with productivity 

deepen the problem. Those hikes caused high inflation in both countries contributing 

even more to the low consumer confidence. It is needless to refer to the aging population 

and income inequality also in Spain that bring forward even more obstacles to a 

sustainable solution.
158

 

Concerning the Italian economy, similarities with the Greek one, like corruption, high 

debt ration and deterioration of the public finances worry European and international 
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officials. Political perseverance and low productivity, along with income and regional 

inequalities compose similar financial scenery to the Greek one. A decrease in foreign 

investment, exports and lower consumer confidence are additional similarities. 
159

 

However, the writer apprises the differences to be substantial to the extent that less 

analysis is needed compared to Portugal and Spain. Italy has a heavily industrial and 

export-based economy that has little resemblance to the Greek one both on size and 

dynamic capacity. 

The fact that in July 2011 anxiety and nervousness was expressed both by politicians and 

financial markets concerning the depth of the problematic state of the Italian public 

finances does not confound the above.
160

 In any case, in late July 2011 any prognosis 

concerning the Italian issue would be frivolous. Sole note of worry is the very high 

exposure of the banking sector to the Italian public debt. 

Chapter 4 Table 7 

 
Source: Ft.com, 2010 

International bank holding of Portuguese, Italian, Greek and Spanish sovereign debt. 
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However the worst case scenario suggests Italy and Spain to be also asking for financial 

help from the European Stability fund. In that case experts argue that the fund‟s 

resources, 400bn Euros will not be enough at any case causing a domino within the 

Eurozone that its outcome would be extremely hard to foresee. 

Aggregated tables of key economic indicators for Greece, Portugal, Spain and Italy can 

be found in the Appendix in order to assist readers to get a comparative economic 

overview of Southern European countries.
161

 

 

 

5.  Reflections of the crisis 

 

Given that government expenditure across the EU and specifically the euro zone does not 

present vast differences as we present in the Appendix table by Eurostat
162

 and given the 

fact that most EU countries are significantly in debt, academics focus on national 

structural differences to explain debt crises as the Greek one. 

Having discussed the origins and management of the Greek debt crisis and having 

compared the Greek crisis to Southern European countries will similarly problematic 

public finances, the author‟s personal viewpoint will be expressed in the following 

section of the paper.  

Concerning the origins of the crisis, the author believes that it is naturally the 

combination of them all that lead to the current state. However some are deemed to be 

more important catalysts during the last decades and escalated the public debt 

substantially. 
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Most importantly, political encumbrance and disorganization between the two major 

political parties created withstands for Greece to an incessant growth and development. 

As analyzed, the public administrations didn‟t care to carry out previously decided 

projects and reforms. On the contrary, changes were so often and so sensate that 

decreased competitiveness significantly and burdened the public finances to an 

unsustainable extent. 

Furthermore, widespread corruption and tax-evasion lead to repeated deficits for decades 

that were covered with more debt. Naturally the latter was adding up to gigantic, 

unsustainable and uncontrollable proportions. Failed public corporations that kept away 

from bankruptcy by ample public money contributed to the situation that lead to today‟s 

crisis. 

However, after acknowledging the country‟s contribution to today‟s state of its public 

finances, one should not oversee external factors that escalated the deterioration of the 

Greek economy. Starting with the way the Euro zone was constructed and built upon. 

Many economists have expressed their concerns on the Euro zone‟s edifice favoring big 

economies and challenging small ones.
163

 

Undoubtedly the Euro zone membership helped Greece significantly to lower their 

borrowing cost during the first years as we analyzed earlier with the diagram of the Greek 

bond yield. Confidence and optimism was broad concerning the public debt at that 

period. Although, advantages like financial stability and growth gained from the Euro 

zone participation are not to be neglected. 

However, from the author‟s perspective, even the fact of low spreads and yields was an 

illusion. At no point, from the start of the Euro zone membership to the present day had 

the Greek debt the same credit risk with the German. Excessive optimism and private 

interest of the rating agencies and the whole investment banking sector lead to substantial 

risk taken by the Greek government, thus the responsibility is to be shared. 
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Furthermore, following this investment euphoria towards Greece, many big international 

banks bought significant part of the outstanding Greek debt and were eager to do so up 

until the current crisis; some even during; the latter lead to a false estimation of the 

refinancing ability by the Greek government escalating the predicament further. 

The Institute of International Finance reported a list consisting of the banks holding 

considerable amount of Greek bonds; Allianz (Germany), BNP Paribas (France), Munich 

Re (Germany), Swiss Re (Switzerland), Zurich Financial (Switzerland), AXA (France), 

Generali (Italy), Dexia (Belgium), Deutsche Bank (Germany), HSBC (UK), Societe 

Generale (France), ING (Holland), Commerzbank (Germany), Standard Chartered (UK), 

Intesa SanPaolo (Italy), SEB (Sweden), Bayern LB (Germany), BBVA (Spain), Alpha 

Bank (Greece), National Bank (Greece), EFG Eurobank (Greece), Cyprus Bank (Greece), 

Hellenic Bank (Cyprus), AK Bank (Turkey), Scotiabank (Canada), Credit Suisse 

(Switzerland), Banco de Credito de Peru (Peru), National Bank of Kuwait (Kuwait), KB 

Financial Group (Korea).
164

  

To give an example of the scale of the bond holding, BNP Paribas, one of the major 

holders, summons up an amount equal to 5 bn Euros.
165

 Additionally, the European 

Central Bank holds 40 bn Euros worth of Greek bonds and other Central banks another 

35 bn Euros. 90 bn Euros of debt hold Greek investors topped by the National Bank with 

12 bn Euros.
166

 

Moreover, monetary and economic inequalities lead to social differences and unrest 

within the Eurozone. Vast trading surplices and deficits are common to the scale of 

member-states benefit from debt crisis like the current by experiencing an export and 

investment boom.
167

 

Thus, harder control and implementation of the EU and Euro zone financial directions are 

needed by the Greek government. However, a flatter and more coherent system as a 
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whole will enable the Euro zone to perform more sustainably and with less risks and 

crises in the future. 

For example, a more balanced trading system is required where trading deficits and 

surplices would be controlled in order for all of the Euro zone countries to develop at 

similar paces. Moreover, productivity should be balanced leading to a wage-gap 

limitation. A stabilized consumer confidence and purchasing power across Euro zone 

member-states will ensure financial stability. Finally, economic cooperation should lead 

to political and social integration. 

Concerning the management of the crisis, the author acknowledges the stable steps 

towards financial compliance and the significant economic and technical help provided 

by the international authorities. Nevertheless, criticism to the plan selected is applicable 

both to the Greek government and the troika. 

To start with, the Greek administration and the international authorities detained 

characteristically reacting to the increasing public debt crisis, given the fact that, as 

discussed earlier, were aware of it for decades. Even after the outburst during the spring 

of 2010 the delay was deemed unacceptable by numerous analysts and academics that 

imputed international creditors and their interests accountable for the impediment that 

lead the lending rates for Greece to unapproachable rates. 

 Most top economists like Joseph Stiglitz
168

 and Paul Krugman
169

 have strongly criticized 

the choice of austerity measures. Economic theory and practice have repeatedly shown 

that to kick-start the economy, direct investment and development is needed. Austerity 

measures provide the opposite, namely economic and social unrest. 

In fact, the level of unemployment in Greece rose by a record rate within a year in the 

EU. More specifically in June 2015 it reached 15 percent only topped by Spain, while 

youth unemployment was at a whopping 38.5 percent.
170

 At the same time, the consumer 
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expenditure decreases significantly, while it rises in EU, leading numerous small and 

medium-sized companies to bankruptcy. 

Despite the EU record of public debt reduction since 1981,
171

 the budget targets set by the 

troika are not met at their summation. The author perceives the latter with no surprise, 

given the major decrease in taxable income for wage earners and businesses affecting the 

tax revenues.  

In addition, it seems impossible to bring tax evasion under control without a widespread 

renewal and thus, a significant investment on collective systems based on technology as 

in most EU countries. As a result, even the confident and optimistic troika‟s budgeting 

projects no revenues from fighting the widespread tax evasion until 2013.
172

 

However, alarming is the fact that within the last year the Greek banks lost over 40 bn 

Euros of deposits, a whopping amount, namely the 13 percent of the total bank deposits 

in the country.
173

 While the ministry of Finance announced that 30.000 foreign bank 

accounts owned by Greeks will be checked, no real incentive and controls are in place to 

prevent the problem.
174

 

Moreover, in spite of governmental promises for a more fair tax system where not only 

the wage-earners and pensioners will contribute, as is the truth until today, the Minister of 

Finance officially announced that Greek tax payers owe 42 bn Euros of which 10.000 tax 

payers owe 37 bn Euros and 890.000 tax payers owe 4 bn Euros.
175

 Given the fact that a 

couple is considered as one tax payer, it is easy to point out the injustice of the tax system 

and the corruption preventing wealthy individuals to contribute to the extent they should 

do. 

The biggest criticism however, from the author‟s viewpoint has to do with the outcome of 

the two bailout packages that Greece received. The established leeringly posed attitude of 
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the country‟ co-members in the Euro zone and EU due to decades of maltreatment of 

their trust by the Greek administrations, lead to strict negotiations and demands in 

exchange for the aid.  

As a result, the contribution of those packages simply permutes the crisis time-wise. 

Many top economists suggested a significant “haircut” for the Greek bonds in order to 

achieve a sustainable level of sovereign debt. In addition, the capital markets have been 

preparing for such an event. In fact many of the participants asked for a rapid and brave 

“haircut” in order to palliate the market unrest. 

However, the selected solution with the second bailout package, the one of the 

voluntarily bond-rollover and of the “selective temporary” default, even if it won‟t trigger 

CDS, will still stigmatize the Greek debt, rendering it too risky and investment-appealing 

for many years to come. 

Furthermore, future Greek generations will have to live and manage to develop 

economically the country burdened by substantial interest payments that in essence 

widow forbidding a sustainable growth. A numerical example will assist the readers to 

comprehend the scale of this matter. 

Adding up interest payments for the two bailout packages and previous loans, Greece will 

have to pay 20 bn Euros yearly for the following 30 years as examined below with the 

diagram. This amount equals 10 percent of the country‟s GDP or 25 percent of the annual 

public revenues.
176

  

Therefore, in order for the Greek budget to be balanced, the main target, Greece has to 

transform the current 25 percent of its annual public revenues deficit to a 25 percent 

surplus just so it can bear the interest payments. Basic economics deem the venture very 

optimistic if not unreachable and unsustainable. 
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Chapter 5 Table 1 

 
Source: Greek mid-term budget 2011-2015, Greek Ministry of Finance 

Interest payments that Greece has to embrace from 2009 until 2015 accountable for the total of 

its external loans and debts. 

 

Finally, summarizing, the author would like to draw the attention to this debt crisis as a 

chance for Greece to correct false policies that for decades have troubled the country and 

have created a lagging effect in comparison with co-members of the EU and Euro zone.  

Greece has to exploit the urgent need for reforms enabling the right mechanisms to put 

solid bases into action for future stability, sustainability and growth. Alarming is the fact 

that after more than a year since the outburst of the crisis, everyday life and customs of 

both the administration and the civilians have not significantly changed. 

Widespread demonstrations and strikes scathe the country‟s crucial sector, tourism, the 

one that has to be its competitive advantage. Corruption and political/financial scandals 

are still common and uncompetitiveness of the whole economy remains the anchor tying 

Greece to a must-overcome past.   

Budget cuts are necessary as it is the truth that during the last decades public funds were 

squandered aimlessly. However, the troika has made clear that the budget targets ought to 

be met by a socially unbiased system that prevents higher unemployment and social 

unrest in order to bring off a healthy economy. 
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Should Greece fail to comprehend with the above, its financial and political future would 

be in danger. Income gap would increase to an extent that would be unbeneficial for all 

social groups and violent incidents would be more often experienced. On the other hand, 

given a positive exertion by the total of the population, by cancelling mindsets of the 

past, would lead to a secure future along the EU and the Euro zone. 

 

6.  Conclusion 

 

As this paper is summarized, the readers could cache the main ideas discussed and the 

qualitative and quantitative data presented concerning the origins of the Greek debt ciris 

in order to reach solid conclusions and recommendations for the proactive and reactive 

management of this crisis. The research question; «What are the origins of the debt crisis 

in Greece, what is the action taken and what should be done from now on» was on a high 

degree answered. 

It is obvious that the financial abidance planning will not be effortless for Greece to carry 

through. It is not a contention against numbers and accounts but against mindsets and 

attitudes that have been conjured up through centuries of Greek social, economic and 

political history.  

Nevertheless, it should become clear that despite the level of difficulty that path comes 

with and the social complications that will create for years to come, it is the only way 

forward for Greece. The Greek governments, however, must critically judge the targets 

being set and their application “tools” in close cooperation with their international 

confederates. 

Due to the particularly current nature of the subject, this paper could be used as a basis 

for future academic research on the same subject or similar ones like for example, similar 

crises that other Southern or Central European countries are facing or could face in the 

future. 
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Appendix 

 

Diagrams-Tables 

        

Government expenses   

(%of GDP)         
  1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

E.U. 46.8 45,2 46,2 46,6 47,2 46,8 46,8 46,3 45,6 46,9 50,8 50,3 

Eurozone 48,1 46,2 47,3 47,6 48,1 47,6 47,4 46,7 46,1 47 50,8 50,5 

Belgium 50,2 49,1 49,2 49,8 51,1 49,4 52,2 48,7 48,4 50,1 54,1 53,1 

Bulgaria 40 41,3 40,6 39,6 39,1 38,5 39,7 34,4 39,7 37,6 40,7 37,7 

Czech R. 42,3 41,8 44,4 46,3 47,3 45,1 45 43,7 42,5 42,9 45,9 45,2 

Denmark 55,5 53,7 54,2 54,6 55,1 54,6 52,8 51,6 50,8 51,9 58,4 58,2 

Germany 48,1 45,1 47,6 48,1 48,5 47,1 46,8 45,3 43,6 43,8 47,5 46,6 

Estonia 40,1 36,1 34,8 35,8 34,8 34 33,6 33,6 34,4 39,9 45,2 40 

Ireland 34,1 31,3 33,1 33,4 33,2 33,6 34 34,5 36,7 42,8 48,2 67 

Greece 44,4 46,7 45,3 45,1 44,7 45,5 44 45,2 46,6 49,7 52,9 49,5 

Spain 39,9 39,1 38,6 38,9 38,4 38,9 38,4 38,4 39,2 41,3 45,8 46,6 

France 52,6 51,6 51,6 52,6 53,3 53,2 53,4 52,7 52,4 52,9 56,2 56,2 

Italy 48,2 46,2 48 47,4 48,3 47,7 48,2 48,7 47,9 48,8 51,8 50,3 

Cyprus 36,5 36,6 37,7 39,7 44,1 42 42,9 42,6 41,2 41,7 45,8 46,6 

Latvia 41,9 37,3 34,6 35,6 34,8 35,8 35,6 38,2 35,8 38,8 44,2 42,9 

Lithuania 39,9 39,1 36,8 34,7 33,2 33,3 33,3 33,6 34,8 37,4 44 41,3 

Luxemburg 39,2 37,6 38,1 41,5 41,8 42,6 41,5 38,6 36,2 36,9 42,2 41,2 

Hungary 48,4 46,8 47,2 51,2 49,4 48,7 50,2 52 50 48,8 50,5 48,9 

Malta 43,1 41 43,1 43,2 47,9 45,6 44,6 44,3 42,6 43,5 43,2 42,3 

Holland 46 44,2 45,4 46,2 47,1 46,1 44,8 45,5 45,3 46 51,4 51,2 

Austria 53,8 52,2 51,7 51 51,7 54,2 50,3 49,5 49 49,3 53 53 

Poland 42,7 41,1 43,8 44,3 44,7 42,6 43,4 43,9 42,2 43,2 44,5 45,7 

Portugal 41 41,1 42,5 42,3 43,8 44,7 45,8 44,5 44,4 44,7 49,8 50,7 

Rumania 39,2 38,6 36,2 35 33,6 33,5 35,5 36,3 38,3 40,6 40,8 40,8 

Slovenia 46,5 46,7 47,6 46,3 46,4 45,9 45,3 44,6 42,5 44,1 49 49 

Slovakia 48,1 52,1 44,5 45,1 40,1 37,7 38 36,6 34,3 35 41,5 41 

Finland 51,7 48,3 47,8 48,9 50,1 50 50,2 49 47,2 49,3 56,3 55,1 

Sweden 58,1 55,1 54,5 55,6 55,7 54,2 53,9 52,7 51 51,7 55,2 53 

G. Britain 38,9 39,1 40,2 41,1 42,1 42,9 44,1 44,2 44 47,4 51,4 50,9 

Iceland 42 41,9 42,6 44,3 45,6 44,1 42,2 41,6 42,3 57,8 50,9 50 
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Summarizing overview of the austerity measures 
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Key economic indicators for Greece, Portugal, Spain and Italy 
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