
‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

Running head: THE GREEK SOVEREIGN DEBT CRISIS – CAUSES AND FUTURE 

國立政治大學外交系研究所碩士論文 

Department of Diplomacy, National Chengchi University 

M.A. Thesis

希臘債務危機－肇因及展望 

The Greek Sovereign Debt Crisis: Causes and Future 

指導教授姓名：姜家雄

Advisor: CHIANG, CHIA HSIUNG 

學生姓名：吳家均 

Student: WU, CHIA CHUN 

中華民國一零六年三月

March 2017



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

THE GREEK SOVEREIGN DEBT CRISIS – CAUSES AND FUTURE   

Acknowledgement 

After an intensive period of one and a half years, today is the day that I write this note of 

thanks for my master’s thesis. It has been a period of intense learning for me, not only in the 

field of international relations, but also on a personal level. Writing this thesis has had a big 

impact on me. I would like to reflect on the people who have supported and helped me 

throughout this period.  

I would first like to give special thanks to my advisor, professor CHIANG, CHIA 

HSIUNG. He supported me greatly and was always patient to offer me suggestions. He also 

allowed great freedom with regard to the content of my master’s thesis, and respected all 

perspectives and opinion that I had. I would also like to thank the Department of Diplomacy 

for offering professional courses that equipped me with knowledge and resources to write this 

thesis, as well as the staff of the department for providing me with all administrative 

assistance I needed.  

Lastly, I would like to thank my parents for their wise counsel and sympathetic ear. They 

were always there to encourage me when for several times I encountered great obstacles. 

Thank you very much, everyone.  

 

WU, CHIA CHUN  

March 2017 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

THE GREEK SOVEREIGN DEBT CRISIS – CAUSES AND FUTURE   

Abstract 

The world is ever more interdependent both politically and economically. Nations are 

extensively intertwined that financial crisis in one country or region may emerge as a global 

economic catastrophe. The European Sovereign Debt Crisis, which involves a series of crises 

in various member states, perfectly exemplifies the situation. Among the countries that were 

exposed to crises, Greece is currently at the epicenter, on which the integrality of the 

Economic and Monetary Union (EMU) hinges. This thesis explores three questions: What 

caused the Greek sovereign debt crisis? Why have hundreds-of-billions-of-euro rescue funds 

failed to end the crisis? Will the most recent bailout agreed in 2015 solve the crisis this time? 

This thesis applies a qualitative method, and analyzes information and statistics derived from 

diverse scholarly works and official documents. Because of the ongoing nature of the crisis, 

there could be no unequivocal predictions of how the crisis would end. However, comparing 

the details of all the bailout packages, there is a possibility that the Greek sovereign debt 

crisis would continue for at least a few more years. Until now the information on the Greek 

sovereign debt crisis scatters around different scholarly works. This thesis compiles those 

information into one piece of study. Moreover, since the mishandling of the crisis could incur 

devastating effects across the globe and thus there needs to be follow-up research. This thesis 

also lays the foundation for future studies on the topic.  
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摘要 

 現今世界中，國家之間緊密結合已達前所未有之程度，一國或一區域內之小型銀

行之金融困境甚有可能瞬間爆發成全球性經濟危機。二零零八年之金融海嘯即為一例

證，其影響範圍遍及全球，嚴重程度不在話下。繼金融海嘯後，最為人關注之另一危

機非歐洲債務危機莫屬。歐洲債務危機涵括數個歐元區會員國，而至今依舊深陷債務

危機中之國家即為希臘。希臘債務危機之處置及發展牽動著整個歐元區未來動向以及

歐元身為全球主要貨幣之一之前景。執事之故，瞭解希臘債務危機有其必要性及迫切

性。希臘債務危機自二零零九年爆發至今已邁入第八年，期間亦有數輪紓困案及金融

援助，惟希臘債務危機至今仍尚未解決。 

本論文欲探討之問題包括：希臘債務危機爆發之根本原因為何？為何歷經數輪紓

困案及金融援助後，希臘債務危機依然尚未解除？最新一輪之紓困案是否能一掃過去

陰霾，為希臘債務危機劃下句點？ 

由於希臘債務危機本質上仍在發生當中，武斷預測其最終結果不免不切實際。惟

經比較三輪紓困案之細項內容後，仍能推論出第三輪紓困案可能造成之影響，繼而預

測希臘債務危機是否得以由此次紓困案解決，抑或於第三輪紓困案後，危機仍將持續

發展甚或惡化。 

現今有關希臘債務危機之研究相當零散，其資訊分散於各項學術著作當中。本論

文希冀竭力統整分散於各學術著作中之資訊，撰寫為一有關希臘債務危機完整之著

作。 
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Chapter 1. Introduction 

Research Background and Motivation 

International Relations is a relatively young field in political science. Nonetheless, the 

development of the field of study has been rapid over the past century, due to the fact that 

nations have been interacting with each other in different fashions and that the foci of 

international relations have been constantly, sometimes drastically, changing. While earlier 

theories put more emphasis on political or military aspects, international relations is no more 

merely about international politics or military conflict nowadays. In fact, it is also about 

international trade and finance.  

In the first decade of the 21st century, international financial markets peaked to an 

unprecedented level in terms of interconnectedness. The world economy is so interdependent 

and intertwined and trade and financial activities between countries are bound so tightly that 

a small blunder by a local bank could turn out to be a trigger of a large scale global financial 

catastrophe. The 2008 global financial crisis certainly fits the category. Originated in the 

U.S., the crisis eventually amounted to a global financial meltdown, and the lingering effect 

of which still persists now.  

Following the 2008 global financial meltdown, and as the U.S. is seemingly on the road 

of recovery from the financial devastation, the European sovereign debt crisis is currently one 

of the most, if not the most, worrisome time bombs in the field of global finance. The crisis’s 
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lasting effect pounds on the confidence of both the Euro currency and the European Union as 

a whole. And out of all debt-laden nations, Greece is by far causing the most chaos.  

Greek sovereign debt crisis broke out first on October 20, 2009, when the central-left 

political party PASOK won the Greek parliamentary election, and the newly-appointed 

finance minister George Papaconstantinou unveiled that the government deficit that year 

would soar to 12.5% of its Gross Domestic Product (GDP), which was well over the 

Eurozone’s rule of 3%. In February 2010, the overall public debt of Greece was 113.4% of its 

GDP, almost double the Eurozone’s rule of 60%. On April 23, 2010, George Papandreou, 

then Greece’s prime minister, officially requested an international bailout, which was 

considered to be the start of the Greek sovereign debt crisis. Since then, the crisis continues to 

worry the global economy.  

How troublesome is the Greek sovereign debt crisis? To the world economy, if Greece 

disorderly defaults on its debt, or if Greece leaves the Eurozone and resumes its own 

currency, both regarded as undesirable scenarios, the loss of confidence in Euro would be 

tremendous, sending shockwaves to not only Europe but around the global. What is more 

unfathomable is the possibility that other debtor nations would follow suit defaulting on their 

debt as well, which would further bring down the Euro and the whole European integration, 

an unbearable consequence both economically and politically. Meanwhile, the European 

sovereign debt crisis erupted in not only Greece but also other countries including Portugal, 
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Ireland, Italy, and Spain, collectively dubbed as the PIIGS. Yet, only Greece has been on the 

edge for such a long time and its sovereign debt crisis so inextricable; Ireland has even gotten 

out of its crisis already. In contrast, Greece has time and again tendered world-wide anxiety 

of its solvency problemand even till 2015 we were witnessing a new round of bailout package 

coming out. Under the circumstances that a Greek default would induce massive damages 

and enduring ripple effects, the dealing of the crisis undoubtedly deserves close examinations 

and analyses. It is also intriguing to sort out the major characteristics of the Greek sovereign 

debt crisis.  

Research Purpose  

This thesis wishes to fill the void of research on the Greek sovereign debt crisis. It is 

designed to compile the dispersed information regarding the Greek sovereign debt crisis of its 

root causes and why after years of endeavor the crisis still persists, to analyze whether the 

latest rescue program would work, and to envision the possible outcomes of the crisis. More 

specifically, this thesis aims at answering the following three questions: 

1. The causes of the Greek sovereign debt crisis; 

2. The explanations to why Greece had not escaped the crisis after rounds of rescue 

plans; and  

3. The prospect of the third bailout program and the Greek sovereign debt crisis.  

Upon discovering the answers for the abovementioned questions, this thesis wishes to 
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have practical contributions. The contemporary history has never stopped witnessing 

financial crises on global scale, from the Great Depression in 1929 to the Oil Crisis in 1973, 

from the Asian Financial Crisis in 1997 to the bursting of dot-com bubble in 2001, and from 

the Global Financial Crisis in 2008 to the European Sovereign Debt Crisis. The specter of 

financial crisis still lingers now, and if history is any guide, nor will the world stop seeing 

other financial crises emerging in the future. Through learning from the past experiences, we 

stand a better chance preventing future financial crises from happening and, when they do 

happen, containing and solving them more effectively. This thesis wishes to achieve this goal 

using the case of the Greek sovereign debt crisis. 

The Greek sovereign debt crisis is unique. It does not involve merely international or 

domestic factors but both and it is deeply related to the economic integration of the European 

countries. If not taken care of meticulously, the monetary union could be in jeopardy. In the 

meantime, while other debt-laden European countries are trolling out of their sovereign debt 

crisis, Greece does not seem to be going anywhere.  

As a result, it is important that we, which is also the main purpose of this thesis to, study 

thoroughly the Greek sovereign debt crisis and find out a better way to tackle it. Finding the 

answers could also be of guides for managing future financial crises and designing 

integration.  
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Literature Review 

The main points of this thesis’s literature review will be: firstly presenting the views on 

the root causes of the Greek sovereign debt crisis, secondly gathering official data and 

documents on the first two economic adjustment programs and locating the reasons the Greek 

sovereign debt crisis has not yet been solved, and thirdly analyzing the third economic 

adjustment program and examining the crisis would not end and thus exploring the prospect 

outcomes of the crisis. 

 The root causes of the Greek sovereign debt crisis. The root causes of the Greek 

sovereign debt crisis can be categorized into two categories: international and domestic.  

There are two main international factors with regard to the root causes of the Greek 

sovereign debt crisis: structural flaws of the European monetary system and the 2008 global 

financial crisis.  

Most studies of the Greek sovereign debt crisis, and the European sovereign debt crisis 

in a broader sense, accentuate that problems majorly stemmed from the structural defect of 

the Economic and Monetary Union (EMU).  

Kouretas and Vlamis (2010) argue that EMU is a monetary union instead of an 

economic union with a federal budget. The union has its monetary policies set at a 

supranational level but the power of establishing fiscal policies, such as budgetary or social 

policies, still lies in the hands of national policy makers, meaning that the EMU did not get to 
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harness Greece’s spending behavior. Supporting the idea, Overtveldt (2011) also points out 

that for the member states, the principal disadvantage of joining the monetary union is losing 

its monetary independence; throughout the crisis, Greece did not have the means to balance 

its budget by printing money. 

Lane (2012) name the 2008 global financial crisis as one of the main culprits. The 2008 

financial tsunami caused the repatriation of funds and the reassessment of asset values and 

growth. Greece, as one of the countries that depended on influx of foreign capital and 

displayed macro-economic imbalances in Europe, was hit hard. Making things worse, 

Kouretas and Vlamis (2010) also point out that Greece’s major trading partners on the Balkan 

Peninsula were savaged by the financial crisis, causing Greece to be dragged down 

consequently.  

Meanwhile, there are seven main domestic factors that originated within, though not 

exclusively seen in, Greece itself concerning the root causes of the Greek sovereign debt 

crisis.  

Kouretas and Vlamis (2010), Featherstone (2011) Macias (2011) and Matsaganis (2012) 

all talk about Greece’s past of extravagant spending as the deadliest contributing factor that 

led to the crisis.  

What lay behind the ruthless expenditure were the public sectors, civil servants, and a 

social welfare system that were too heavy burden for Greece to bear financially. Greece was 
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not generating sufficient revenues to support the expenses. Living beyond its means, Greece 

had been piling up mountains of debt in the first decade of the 21 century. And, according to 

Lane (2012), the aggregate credibility of Europe was the main reason Greece was able to 

borrow money abroad with ease and squandered on those items before its own sovereign debt 

crisis broke out.  

Excessive government expenditure surely would lead to budget deficit. Yet, if a 

government has sufficient funding and the capability to sustain its policies, it would not end 

up like Greece. In comparison to some Eurozone countries, Greece was not the one with the 

most generous social welfare system. Pointed out by Featherstone (2011), the problem with 

Greece was that it did not have the wealth to spend money in that fashion; there has been an 

absence of competitiveness and sustained significant current account deficits in foreign trade 

and commerce for the Greek economy. Manessiotis (2011) also supports the argument.  

How, then, did Greece enter the Eurozone if it clearly failed to meet the standard of 

Stability and Growth Pact (SGP)? For the purpose of preventing member states from 

thoughtless fiscal largesse, the EMU, in the SGP, came up with the regulation that member 

states should not exceed the fiscal deficit and public debt’s ratio to GDP the level of 3% and 

60%. Greece, despite in hindsight never really met the criteria, used blatant balance sheet 

cosmetics to smart its balance sheet.  

Dunbar (2003) and Balzli (2010) contend that Goldman Sachs came up with a tailor-
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made approach to assist Greece masking its deficit, using cross currency swap to restructure 

its debt portfolio. Greece essentially borrowed money from Goldman Sachs at a fictional 

exchange rate but since the mature date was 10 to 15 years away, and the debt was then off 

the record. 

In most cases, tax is the core source of revenue for government budget, and the act of 

tax evasion largely weakens a government’s solvency of foreign debt and administration 

efficiency.  

Jin (2012), Featherstone (2011), and Katsimi and Moutos (2010) raise the problem of 

prevalent tax evasion in Greece as a huge problem that has been draining Greece’s coffer. Tax 

evasion takes a huge toll on Greece’s government revenue and it is something that people 

could discuss publicly without having to worry about being caught or fined, since almost 

everyone in the country and many key private sectors do it.  

Corruption and clientelism1 in the Greek politics has been allegedly rampant. 

Featherstone (2011) contends that corruption essentially thwarts a large number of initiatives 

in the realm of pension, health and labor market systems.  

According to Jin (2012), the total sum of bribery reaches around 20 billion euros on an 

annual basis, almost the equivalence of 8% of Greece’s national GDP. Katsimi and Moutos 

(2010) emphasize that rent-seeking is endemic phenomenon in Greece that leads to 

                                                      
1 The term is defined as giving material goods in return for electoral support in The Oxford Handbook of 

Comparative Politics, edited by Carles Boix and Susan C. Stokes. 
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governmental incompetence.  

Macias (2011) talks about that a high degree of government control over numerous 

sectors of the economy through state-owned banks and industries is ascribable for the 

nation’s lack of growth. Also, the staff of the state-own businesses enjoyed the privilege of 

stable and secure employment, meaning that the government had to spend bigger chunks of 

the budget on paying these people and their families. 

As reported by Kouretas and Vlamis (2010), the Greek bonds issued in the past are 

maturing during the period of 2010 to 2019. As the amount of debt piling up and the pay-back 

dates looming, investors are requiring higher and higher interest rates in order to lend new 

money to Greece, and so the economically weak and already debt-laden Greece continues to 

suffer.  

 Reasons the Greek sovereign debt crisis still pends. Six years have passed since the 

Greek sovereign debt crisis emerged to the surface at the end of 2009. Greece, however, is 

still struggling. To be sure, necessary measures had been taken to fix the problem. Yet, one 

can still contend that danger is far from over and the situation in Greece is still volatile. Why 

has the crisis not been contained? Why there still needed to be a third round of rescue plan 

after two rounds of failed attempts? The reasons that the crisis is still inflicting enduring pain 

on Greece in spite of the last two bailout packages could be concluded as follow.  

The most debated reason that the sovereign debt crisis, not only of Greece but of Europe 
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in a broader sense, has been so tenacious is that the Troika2 never attempted to fix the 

systematic flaw of its structure: the EMU is not a complete design. It is a monetary union 

without coordinated fiscal policies and budget, and if that structural problem is not disposed 

of, sovereign debt crises would never come to an end. Overtveldt (2011) and Monastiriotis 

(2011) both share this idea. 

Moreover, Sinn (2014) speculates that the bailout prescription was ill-designed to solve 

Greece’s true problems. He believes that the economic adjustment programs were not the 

precise therapy for the Greek financial disorder. Rather, the cause of Greece’s illness rooted 

in the competitiveness problem. To put it simply, Greece’s problem was not its liquidity, but 

solvency. The funds offered to Greece in the economic adjustment programs, on the contrary, 

ended up providing merely liquidity to Greece while adding new debt on Greece’s balance 

sheets. Monastiriotis (2011) accuses Troika for having parochial sights, having to intention to 

reform the Greek economy and stimulate growth. 

Meanwhile, Monastiriotis (2013) argues that the international incoordination, such as the 

fact that Europe’s de facto central back, the European Central Bank (ECB), occasionally 

rejected Greek sovereign bonds as collateral for liquidity provision to commercial banks in 

Greece, riles the Greek recovery.  

While it is indeed almost impossible to find out where exactly the bailout funds for 

                                                      
2 Currently, when talking about the Troika, one refers to a decision group formed by the European Commission 
(EC), the European Central Bank (ECB) and the International Monetary Fund (IMF). 
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Greece eventually ended up being, it is not an overstatement that the money has not been 

spent the most wisely. Chamley and Pinto (2011) point out that the large chunk of the funds 

injected into Greece did not guarantee future surge in net present value (NPV). In other 

words, the money does not generate future revenue. Abboushi (2011) also supports the idea.  

Jin (2012) and Featherstone (2011) bring up the probability that the labor unions were 

the obstacles of reformation. They oppose privatization processes and social welfare system 

reforms.  

Featherstone (2011) further suggests that due to poor coordination and trust among 

sectors, the Greek government’s lack of implementational strength, which leads to inadequate 

budget control, employment law reformation, etc., contributes to subpar performance of the 

packages.  

In resonance, Zahariadis (2012) points to the fact that the government merely cared 

about minimizing political cost when conducting reforms. Costs for full implementation of 

the measures were excessive and so targets were constantly missed.  

In order to study how the Greek government utilizes the funds provided in the 

adjustment programs, the thesis also capitalizes on Greece’s Ministry of Finance monitoring 

result paper from its official website; the reviews were done by the European Commission 

(EC) and the International Monetary Fund (IMF). The occasional papers and reviews could 

serve as references as how the economic adjustment programs were carried out and as to why 
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Greece has not gotten out of the economic quagmire. 

Ardagna and Caselli (2014) identify the rigidity of the bailout program to be the cause 

for Greece still mired in the sovereign debt crisis. They claim if the terms of the packages 

were more generous, it would have led to a better outcome for Greece. To be more precise, 

they specify that the terms need to give the Greek debt later maturity dates, apply lower 

interest rates, and in essence lower the NPV of the principal.  

Piketty, Sachs, Flassbeck, Rodrik, and Wren-Lewis (2015) advocate for what Germany, 

currently the most potent craftsman of the Greek bailouts and austerity measures, received 

after the WWII: debt write-offs. They argue that the debt waiver Germany got was the sole 

reason it went back on track and paid back the debt in a short time. They think that Germany 

should remember this history and stop imposing brutal austerity on Greece, which would be a 

better way to sort out the Greek problem at the end.  

On the other hand, Monastiriotis (2013) criticizes that, also taking into account the 

opinion of scholars such as Paul Krugman, austerity measures are in nature stopping an 

economy from going forward. Also mentioned was Troika’s erroneous prediction of the 

Greek future inflation rate and underestimation of the fiscal multipliers when the austerity 

recipes were ordered to Greece. Christodoulakis (2013) agrees that the miscalculation of the 

fiscal multipliers caused the Greek economy to recede.   

Monastiriotis (2014) provides supporting evidence in another of his article. Although the 
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scholarly piece aims more in general at arguing that austerity almost always fails, he includes 

statistics on the Greek situation that Greece’s economic growth was essentially dragged down 

by the austerity measures, for factors the craftspeople of the measures absent-mindedly failed 

to take into consideration. 

The abovementioned four factors that led to the ineffectiveness of the efforts made so far: 

missing targets, incomplete implementation of the measures, too-stringent terms, and the 

austerity-induced recession, clearly failed to address the root causes that started the crisis. 

These are the mistakes made by the first two rounds of rescue plans and are the reasons that 

Greece has not yet escaped the crisis. 

 Possible outcomes for the Greek sovereign debt crisis. Through comparing the 

content of the third economic adjustment program to the previous two rounds and analyzing 

whether the third bailout would avoid the mistakes the previous two bailouts made, missing 

targets, incomplete implementation of the measures, too-stringent terms, and the austerity-

induced recession, and thus failed to lead Greece out of the crisis, the future of the third 

bailout could be predicted to some degree.  

Up to now, regardless whether the third round of bailout would function as expected or 

not, there are various speculations with regard to the possible endings of the Greek sovereign 

debt crisis. 

Kouretas and Vlamis (2010) and Monokroussos, Stamatiou, and Gogos (2015) mention 
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the possibility of Greece continuing staying in the Eurozone, along with reforms for both 

Greece and the monetary union structure. This scenario prevents contagion throughout the 

Eurozone and the world market as a whole, circumventing the expected devaluation of the 

euro, shuns dangerous bank runs, and avoids a Greek default. And, in Overtveldt’s (2011) 

opinion, in this scenario, there are two outlooks: one being that everything remains exactly 

the same, with the creditor countries carrying on lending Greece capital, and the other being 

that a structural reform occurs, in the hope of taking down the problem from the core.  

 In contrast, Alcidi, Giovannini and Gros (2012), and Roubini (2011) state that there 

should be a “Grexit”, meaning that Greece should leave the Eurozone. This, if happens 

orderly, would render Greece back to its old currency, the drachma. Although, they argue, in 

the short term there could be malign devaluation of the currency, thus engenders the falling in 

its asset value, the increase in debt amount, vicious inflation and recession, bank runs, and 

imminent denial to the external market access, or even defaults, in the long run Greece will 

go back on track.  

Research Questions 

Every financial crisis has its own characteristics. Some pound harshly on a country’s 

economy while some gradually chip away at a country’s economic strength; some last longer 

periods while some exist only temporarily. The actors involved, in the meantime, apply 

different counter-measurements to the dealing of the crises.  
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The main goal of this study is to compile information on and analyze the Greek 

sovereign debt crisis.  

This research intends to examine three specific questions: 

1. What are the causes for the Greek sovereign debt crisis?  

2. The Greek sovereign debt crisis persists despite a number of efforts have been taken and 

why has the measures have not been able to stop the crisis. 

3. How will the Greek sovereign debt crisis pan out? Will there be more bailout plans 

coming out? 

Research Methodology 

 Qualitative analysis route will be adopted in this study. In other words, the data that is to 

be analyzed in the thesis is text, instead of numbers. Qualitative analysis aims at describing, 

explaining, or predicting the phenomena of our real world (Patton, 1990); implementing 

qualitative analysis allows for the readers to see the reality behind the numbers ensuring the 

fruitfulness of a real social experience. 

 To be more precise, the method of document analysis would be applied to this study. 

Document analysis, for the purpose of doing research on a particular topic, uses a variety of 

materials, including official reports such as books, journal articles, and other documents to 

gather, analyze, and extract necessary information and thus prove or overthrow a hypothesis. 

When using this method, the documents are required to be accurate and reliable. For instance, 
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official documents usually are composed with objectivity, stating the facts and data without 

personal opinion. However, there could still be risk of official documents being biased or 

documenting only partial facts.  

 This thesis plans to gather as much information as possible, from books, journals, and 

theses, take the valid parts, analyze them, and apply them into the study. When reviewing, it 

is important to gather the information from a wide range of sources in order to be sufficiently 

inclusive and unbiased. Meanwhile, not only do the sources need to be reliable, the content 

within the documents also need to be accurate as well. On that score, official documents and 

journals from more well-known institutes and think tanks would constitute the bigger chunk 

of the literature reviews in this thesis.  

Chapter Layout 

 This thesis will include five chapters. 

 The first chapter will be the introduction, briefly stating the motivation and the purpose 

for this study. Then there will be the literature review, thus laying out the research questions, 

the research methodology, the structure of the thesis, and the scope and limits of the study.  

 The second chapter endeavors to analyze the root causes of the Greek sovereign debt 

crisis. Starting from 2000 when Greece joined the Eurozone, to 2009 when the crisis broke 

out, locating the triggers of the financial catastrophe, and categorize them into two levels of 

analysis: international and domestic. 
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 The third chapter discusses what makes Greece still debt-laden after two rounds of 

bailout programs, using official statistics and reviews of the programs, and find out why there 

still needed to be a third financial assistance. 

 The fourth chapter examines, using the history as lessons, whether or not the third 

bailout program will function to a better extent, if not entirely eradicating the crisis, than its 

predecessors. If not, what is lacking? Has it not amend the glitches in the previous two rescue 

programs? And what would be the possible outcomes for the crisis in the future? 

 The last chapter will be the concluding remarks, produced at the end to sum up the 

study.  

Scope 

 The aim of this thesis is to purely focus on causes of the Greek sovereign debt crisis and 

why the crisis has not seen its end and the defects of the efforts that had been done, and to 

analyze the feasibility of the third bailout at ending the crisis and the possible finale of the 

crisis with objectivity. It does not wish to provide any absolute predictions or definite 

solutions for the future. 

 This thesis does not intend to dig too deeply into Greece’s history, like many scholarly 

pieces do when analyzing the Greek sovereign debt crisis (some scholars date the crisis back 

to the Greek political system and culture hundreds of years ago, for example) but to 

concentrate solely on the period between 2009 and 2016. Events that happen after 2016 will 
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not be included in this thesis. Nevertheless, when locating the root causes of the crisis, facts 

from the year 2000 when Greece entered the Eurozone also need to be taken into 

consideration. 

Limitations 

 Concerning the topic this thesis is researching on, there are time and technical limits. 

 In terms of time limits, on the one hand, the Greek sovereign debt crisis is still going on 

and, while touching upon the possible outcomes of the crisis, it is not the intention of this 

thesis to make an absolute prediction about what the future of the Greek sovereign crisis 

might appear to be. Therefore, this study sets the duration between 2009 and 2016. On the 

other hand, due to the fact that the crisis is merely a few years old, there have not been 

specific books on the issue. Consequently, scholarly pieces and journals are more often used 

as references.  

 In terms of technical limits, the Greek language is not a familiar language of the writer, 

so important information written in Greek may not be included and thus missed. Fortunately, 

various scholars and organizations have published journal articles in English. Necessary 

information with regard to the issue is available and would not influence the validity of this 

thesis. 
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Chapter 2. The Root Causes of the Greek Sovereign Debt Crisis 

Background Description Prior to the Outbreak of the Crisis 

Over the past century, never have we stopped seeing financial crises taking place, from 

the 1929 Great Depression to the two Oil Crises in the 1970s to the Asian Financial Crisis in 

1997 to the 2008 Financial Tsunami. The European Sovereign Debt Crisis broke out after the 

2008 Financial Tsunami, which involved Portugal, Italy, Ireland, Greece, and Spain, dubbed 

collectively as the PIIGS countries. Yet, an end for the Greek sovereign debt crisis remains 

nowhere in sight in the near future. Should Greece default on its debt or leave the Eurozone, 

the ambitious European integration that is based on neoliberalism would lose face. It could 

also set a precedence of a Eurozone member state defaulting, a precedence that might trigger 

other debtor states to follow Greece’s step and default on their debt. Should that happen, it 

would be a fatal blow to the prestige of the Eurozone and the Euro. Therefore, it is crucial to 

understand why the crisis emerged in the first place and how the crisis had been panning out 

afterwards.  

Ironically, the Greek people were the first to invent bonds. In the 21st century BCE, 

Greece came up with the concept of bonds to borrow and raise money. Nevertheless, due to 

the extravagant nature of its culture and the subsequent wars between confederates which 

lasted for an extended period of time, the Delian League members defaulted on the debt 

together. Centuries later, we are witnessing the Greeks defaulting once again.  



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

THE GREEK SOVEREIGN DEBT CRISIS – CAUSES AND FUTURE   20 

The outbreak of the Greek sovereign debt crisis could be dated back to 2009. In the 

autumn of 2009, the Panhellenic Socialist Movement, a socialist party more widely known as 

PASOK which just got elected at the time, announced that the ratio of Greece’s fiscal deficit 

to GDP and public debt to GDP had in fact reached 12.5% (later revised several times from 

12.5% to 12.7%, 13.6%, and eventually to 15.4%) (Matsaganis, 2012) and 113.4% 

respectively, abhorrently surpassing the requirements set in the SGP of 3% and 60%. On 

November 23, 2009, then Prime Minister George Papandreou authorized then Finance 

Minister George Papaconstantinou to conduct an overhaul of the country’s budget and tax 

system, slashing budget deficit for the year from 12.7% (then estimation) to 9.1%. This move 

prompted waves of attacks from vulture funds on the Greek stock market, rendering 

Papandreou having no choice but to ask for an international bailout. The downgrades by three 

world’s largest credit rating agencies, Standard & Poor’s, Moody’s, and Fitch, did not come 

long after, causing severe depreciation of the Euro against the US dollar. The downgrades 

marked the beginning of the Greek sovereign debt crisis. Nonetheless, the downgrades did 

not come out of the blue. Arghyrou and Tsoukalas (2007) claim that as early as 2007 when 

the Financial Tsunami was emerging, the spread between Greece and German bonds was 

already quietly widening. Figure 2-1 reveals that since 2007 the spreads on 10-year Greek 

bonds relative to 10-year German bonds started to go up from less than 1% to almost 16% at 

the peak. 
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Source: Nelson (2012, p. 376) 

Figure 2-1. Greek Bond Spread (1993-2011)  

In order to contain the rapid spread of fear on a Greek default, Papandreou from January 

to March 2010 announced two rounds of radical austerity measures, which, unfortunately, 

triggered nothing but a mass protest on February 24, 2010. Bringing things from bad to worse 

as a result of the downgrades, it became more difficult for Greece to borrow money as it 

usually did in order to pay back its debt and support its excessive government spending. 

Figure 2-2 shows that the rating agencies’ outlooks on the Greek bonds displayed no sign of 

optimism. Since the second half of 2008, Greek bonds were gradually rated less and less 

valuable, from AA to BBB- by R&I, from A+ to BB+ by Moody’s, and from A to BBB- and 

BB+ relatively by Fitch and S&P. After the crisis broke out, even at a higher cost, Greece still 

needed to borrow money, and Greece’s national debt kept piling up. 
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Source: Public Debt Management Agency (2010) 

Figure 2-2. Greek Bonds Ratings (1997-2010) 

By February 2010, Greece was estimated to have racked up a total debt of 294 billion 

euros, approximately the equivalent of 145% of its GDP that year (See Figure 2-3). Making 

things worse, 54 of 294 billion euros of debt were maturing by May that same year (Walsh, 

2010), imposing colossal pressure on Greece. 

 

Source: Lane (2012, p. 51) 

Figure 2-3. The Evolution of Greek Public Debt (1982-2011)  
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Source: Made by the author  

Figure 2-4. Timeline of the Greek Sovereign Debt Crisis (2009-2015) 

Reasons Causing the Greek Sovereign Debt Crisis 

A number of reasons caused the Greek sovereign debt crisis. Those reasons can be 

divided into two categories: exogenous and endogenous.  

 Exogenous factors. With regard to the international factors for the Greek sovereign debt 

crisis, there are the structural flaws of the Economic and Monetary Union of the European 

Union (EMU), and the 2008 Financial Tsunami.  

Structural flaws. In a number of studies about the Greek sovereign debt crisis, and the 

European sovereign debt crisis in a broader sense, the structural defect of the EMU is 

considered to be one main culprit. Regarding this issue, one could observe from three aspects: 

the equal easiness to acquire capital for every country, the absence of monitoring power for 

the EMU, and the lack of monetary tools for member states. 
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The purpose of the monetary integration is to guarantee economic development by 

avoiding foreign exchange rate volatility and encouraging the flow of factors of production, 

including capital. The EMU is, nevertheless, an unfinished product. While the ECB, holds in 

entirety the monetary policy making power, the member states still make their own fiscal 

policies independently. In reality, all EMU member states used a uniform exchange rate of the 

Euro, so it was as effortless for economically weak countries to borrow money as the healthy 

ones. For example, the structural design of the EMU made it excessively easy for Greece to 

reach out for capital. In the first decade in the 21st century, the interest rates that Greece faced 

were similar to those faced by Germany (De, 2009). These lower interest rates allowed 

Greece to borrow money much more easily than before 2001, fueling an increase in spending. 

This was because although the economic strength among the member states were obviously 

uneven, since they all used Euro they enjoyed the same borrowing conditions. Lenders did 

not care that much either; they lent Greece money as if they were lending money to Germany, 

with the expectation of being paid back on time, both principals and interests. Yet, the truth 

was, over the course of 2003 to 2010, Germany’s GDP was ten times the size of Greece so it 

was not at all the same to lend money to Greece and thought it would have the capacity to 

pay back on time like Germany would. With rampantly available capital, Greece had no 

concerns leading a lavish life. 

At the same time, there was no monitoring mechanism for the EMU to overlook or 
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control member states’ spending behaviors. So as ruthlessly as Greece had spent its money 

before the crisis broke out, without consolidated fiscal policies or a fiscal union, there was 

nothing the EMU could have done. The lack of solidarity funds at the EU level, such as the 

federal budget in the U.S. that facilitates economic policies and incorporates budgetary 

policies, wage policies, social policies, credit regulations, and so on, brought about the 

situation where euro member states could spend money at will without being scrutinized; the 

power of making policies still lies in the hands of national policy makers. Whenever a crisis 

occurs in the Eurozone, there are no adjustment mechanisms in place to deal with such a 

crisis at the EU level (Kouretas, 2010).  

Making matters worse, even after realizing there existed problems within their 

economies, the troubled member states did not possess the capability to wield monetary 

policies. The logic of monetary policies is that the devaluation of a currency props up exports 

and hence stimulates the national economy, often applied by countries to stave off economic 

hardships (Van, 2011). Joining the Eurozone implies the forfeiture of wielding monetary 

policies as a tool for economic adjustment. In usual situations, when a country confronts 

excessive debt or negative cash flow, it applies monetary policy tools such as currency 

devaluation to combat fiscal crisis. Nonetheless, once a country enters the Eurozone, it loses 

that device; all it is left at hand is fiscal policies. Greece started out spending more than it 

could afford, and when it realized that it was running a whopping budget deficit and that 
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there was no margin to wield monetary policies, it was left at the mercy of expansive fiscal 

policies and loans from other countries or institutions. That was also why we saw the Greek 

budget deficit and public debt growing larger and larger as the crisis unwound. According to 

Stiglitz (2016), three mechanisms for a slumping economy to resume full-employment are 

lowering interest rates, lowering exchange rates, and wielding fiscal policies. Yet, the 

common currency took the first two options off the table for Greece. While the third, the use 

of fiscal policies, remained an option, the convergence criteria set in the SGP, though 

constantly breached as previously broached, essentially limited its effectiveness.  

The 2008 Financial Tsunami. Another crucial factor that triggered the Greek sovereign 

debt crisis was the 2008 Financial Tsunami. To be sure, at the start of the Financial Tsunami, 

there was no attention paid to the European Sovereign Debt Crisis. As a matter of fact, there 

were even expectations that the ECB could address the global financial shock. It was not till 

the Financial Tsunami had unfolded for a while and investors had become rather risk-averse 

and started reassessing investments and retrieving capital that the world directed its focus to 

the Eurozone. True, there was a counterargument that shoved all responsibility of the 

disasters to the subprime crisis. Nevertheless, it was unfair and rather like saying the First 

World War was entirely caused by the assassination of Archduke Franz Ferdinand in Sarajevo 

in 1914. Given the state of the financial system, if the subprime crisis had not emerged as the 

black swan, something else would have. If another case scenario were happening, the overly 
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debt-laden Greece would still confront a debt crisis. It was just a matter of when and how 

(Bootle, 2012). Yet, the Financial Tsunami did galvanize waves of repatriation of funds and 

the reassessment of asset prices and growth, especially those in the Eurozone peripheries. 

Countries that depended heavily on foreign capital, such as Greece, whose external debt to its 

GDP was a scary 172% in 2009, confronted severe impact (Dias, 2010).  

Fairly speaking, Greece was not the only country that was closely watched after the 

Eurozone got into trouble; Spain, Ireland, Italy, and Portugal were under scrutiny as well. Yet, 

after Greece struck the world by revealing its shocking debt and deficit level, and more so 

after it officially asked for financial rescue in 2010, the spread between bond yields of Greece 

and other Eurozone member states started to diverge (Lane, 2012). Not only had it become 

ever more arduous for Greece to borrow money, the cost of borrowing had also gone up 

crazily. The 2008 Financial Tsunami catapulted Greece to a position in dire needs of capital 

yet also rendered it considerably challenging to have access to capital. Figure 2-4 indicates 

the Greek ten-year bond yields from 2008 to 2012. It took a while for the bond yield to rise, 

but after the official announcement for financial demand in 2010, it began to soar, reaching 

its peak at almost 50% in 2012. One can realize how painful and expensive it had been during 

that period for Greece, which deepened fears for a Greek default.  
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Source: Trading Economics, Greece, Markets, Government Bond 10Y 

Figure 2-5. Greece 10-Year Government Bond Yield (2008-2012) 

This is not to refer that the Greeks had no wrongdoings in themselves. Out of all 19 

member states then in the Eurozone, only five were caught in severe financial crises, and only 

Greece still remains seriously mired in its economic turmoil. It is true that there have been 

hereditary differences in economic strength between the countries, yet we can still conclude a 

number of domestic causes for the Greek sovereign debt crisis as well.  

 Endogenous factors. There are six domestic factors that caused the Greek sovereign 

debt crisis.  

 The extravagant spending behavior. Intuitively, if expenditure outnumbers revenue, one 

gets in debt. This is essentially what the Greek government had been doing prior to the 

eruption of its sovereign debt crisis.  

Budget deficit occurs when revenue could not support expenditures. The Greek 
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government was running a constant budget deficit for an extended period of time. Even a 

decade before the crisis broke out, there had not been budget surplus. Moreover, since 2005, 

things took a turn for the worse. As Figure 2-5 shows, Greece’s budget deficit grew to almost 

16% in 2009. 

 

Source: Trading Economics, Greece, Government, Government Budget 

Figure 2-6. Greece Government Budget Deficit (1996-2015) 

 Matsaganis (2012), and Nelson, Belkin, and Mix (2011) all attribute the reckless 

spending behavior of the Greek government to be one major contributing factor for the Greek 

sovereign debt crisis. By and large, the most criticized fact about Greece’s budget plans is 

that a great chunk of it went to the public sectors, civil servants, and a social welfare system. 

Salary for civil servants was estimated to be around three times higher than that of private 

company employees. Even when Greece received multiple rounds of financial rescue, a great 

part of the bailout funds still went to pensions and social welfare (Jin, 2012). Scholars 

estimate that in 2009, 50% of Greece’s GDP went to government expenditures, of which 75% 

went to public sector wages and social benefits (Nelson, 2011). The estimation is 
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predominantly accurate. In light of OECD Stat’s database (OECD.Stat), between 2003 and 

2010, the proportion of annual central government budget being allocated to health and social 

policy, which involved health, welfare, pensions, employment, and social policies, kept going 

up on a yearly basis. As Table 2-1 suggests, not only did health and social policy take up 

great percentage of the overall annual budget, the number of which was also on the up trend 

in those years. 

Table 2-1. Greece’s Social Welfare to Annual Budget Ratio (2003-2011) 

Year 2003 2004 2005 2006 2007 2008 2009 2010 2011 

Spending 19.0% 18.9% 20.4% 20.4% 20.6% 21.4% 23.7% 23.8% 25.9% 

Source: OECD.Stat, Social Expenditure – Aggregate Data 

In addition, using statistics from Elstat’s 2010 press report, Matsaganis (2011) suggests 

that pensions constituted the “backbone” of Greece’s social protection network, providing the 

average households 24.1% of their disposable income. The problem raised was that the huge 

amount of money spent was not spawning palpable feedbacks to the economy.  

At the same time, the force formed by the sizable population of civil servants made 

reforms of the system an arduous task for the government, constituting the reason the budget 

instilled had not been winding down. Using the data from Greece’s Ministry of Finance 

official website, the lump sum of the budget given to the wage of the public sector grew from 

31 billion euros in 2003 to the peak of around 43 billion euros in 2007. Even after the crisis 
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broke out, in 2009 and 2010 the numbers were still at a surprisingly high level of 28 billion 

and 30 billion euros. And as can be seen in Table 2-1, the percentage ballooned since 2008 

mainly because of the withering GDP in those years due to the debt crisis. Also, one 

intriguing fact revealed in a Wall Street Journal Article (Moffett and Granitsas, 2010) says 

that the EC estimated “the administrative burden of Greece's bureaucracy—the value of work 

devoted to dealing with government-imposed administration—is equivalent to 7% of GDP, 

twice the EU average.”  

One major cause for Greece to have such a massive army of civil servants relates to the 

state control of the economy (Macias, 2011). Since the 1970s, poor economic policies have 

been bewildering the Greek economy. One of the main factors, which is also what has been 

exacerbating the prolonged budget deficit, is the high degree of government control over 

numerous sectors of the economy through state-owned banks and industries.  

Astonishingly, Monastiriotis (2011) uses salaried income data from the Greek Labor 

Force Survey and data on salaried and total household income from the Greek Household 

Budget Survey (HBS) and finds out that before the crisis, “the public sector accounted for 

close to 20% of total disposable household incomes in the country, while another 20% was 

accounted for by pensions.” That means around 40% of household expenditure was paid for 

by the government. 

With the good and bad nature of state-controlled economy, there has been extensive 
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debates about how deeply involved the national government should be in regulating the 

national economy and which industrial sectors should be reserved exclusively for state 

ownership (Megginson and Netter, 2001). It is a matter that concerns the historical argument 

between laissez-faire and non-market economy. Although it is believed that some industries 

should be at the helm of the government, the problem with Greece’s economy is that for too 

long its government has been in charge of too many economic sectors. In 1965, Greece’s 

state control of the economy, mainly through state own enterprises (SOEs) or credit control 

via banks, amounted to more than 90% of the overall economy. After rounds of reform, the 

first of which started in 1990, the state still controlled approximately 75% of all business 

assets in the country and tightly regulated other sectors of the economy. Even though the 

number fell to about 50% in 2008, it was still a big proportion (Mouzelis, 1979). 

The excessive social expenditure and the non-competitive economy. Whether the 

spending behavior of a country is excessive or not is a relative concept. The way the Greek 

government spent the money, or in particular, on Greece’s welfare system, was not the most 

prodigal in comparison to some European countries. Percentage wise, Greece’s ratio of social 

spending expenditures to GDP were 10.3% in 1980, 19.2% in 2000 and 25.7% in 2011, 

whereas that for Germany during the same period of time they were 21.8%, 26.2% and 

25.5%, larger than Greece in size (OECD.Stat). Even at the peak of the crisis in 2011, Greece 

was below the EU average of 29.1% in social expenditure (Eurostat Press Office, 2013). Yet, 
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it certainly has not been able to fund itself. For instance, the revenue for Greece’s national 

railway system was estimated to be 100 million euros while the expenditure amounted to 700 

million. Manessiotis (2011) adds to the criticism that there has been a continuous worsening 

of the Greek economy competitiveness after the EMU entry, and that Greece entered the 

EMU without adequate preparation and stumbled into both the debt and competitiveness 

traps. Featherstone (2011) pointed out that Greece simply did not have the wealth to spend 

money the way it has done over the past decades and there has been an absence of 

competitiveness in its economy. To this facet, one needs to look at the Greek economic 

structure first.  

According to World Bank’s data, Greece’s GDP averaged approximately 303.67 billion 

USD between 2005 and 2010 (247, 273, 318, 354, 330, 300 billion USD in respective years). 

In 2014, the economy of Greece was ranked by size as 44th by the IMF, 45th by the World 

Bank, 46th by the United Nations in the world, and the 15th of all European Union member 

states. Greece is certainly not a big economy. 

Moreover, service industry constituted the greatest chunk of the Greek already small 

economy. Data reveals that the percentage of services industry of Greece’s GDP from 2005 to 

2010 was respectively 75.4%, 73.8%, 76.2%, 79.1%, 79.9%, and 81.1% (The World Bank 

Data). The major share of the service industry is comprised of financial service and trade, at 

21.5%, with tourism, which is volatile and subject to seasonal changes, at around 18% and 
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real estate management at around 14%. Advanced industry and agriculture are usually 

symbols or wealthy countries. However, industry’s share in Greece’s GDP in the same period 

was 19.8%, 22.6%, 20.4%, 17.7%, 17.1%, and 15.7% and agriculture was 4.8%, 3.6%, 3.4%, 

3.2%, 3.1%, and 3.3%. In accordance, there are presumably limited cards on the table for 

Greece to propel economic growth, aside from relying on service industry such as tourism; 

the finite contribution of industry and agriculture in the overall economy constrains the 

country’s options. One research on risk analysis of investing in Greece argues that the Greek 

economy lacks competitive industry, and to some extent that is hereditary. Greece’s 

manufacturing remains a weak spot, and it depends heavily on imports. Also, its exports 

mainly comprises natural resources, which is already scarce in Greece. Therefore, boosting 

exports is not going to lead to significant improvements for the Greek economy (The 

Department of Investment Services, Ministry of Economic Affairs, 2015).  

Tax evasion. One major source of governments’ revenue comes from taxes. The Greek 

government, unfortunately, had never been able to bring in enough tax to cover its spending. 

Tax evasion in Greece was wild. Described in one OECD report (2009a), “the efficiency of 

tax collection in Greece in 2006 was the lowest among the Eurozone countries.” Researchers 

point out that Value Added Tax (VAT) collection in Greece was at a poor level of 75% of the 

unweighted average for the Eurozone countries, and “for social security contributions and 

corporate taxes” the number was 87% and 75%, just above the Eurozone average. It was also 
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calculated that had all tax collections in Greece reached the Eurozone average of 87%, it was 

possible to see an extra tax revenue of about 5% of its GDP, which would have turned the 

budget into surplus for most of the years. There was even estimation that the scale of tax 

evasion was as high as 4% of GDP on annually (Katsimi, 2010).  

Some scholars impute the inefficiency of tax collection in Greece to Greek people’s 

unregulated nature. Most Greek people reckon it is no big deal not to pay taxes, and the 

government did not punish people who did not conform to the duty, either. Yet, there are also 

other reasons factoring in. There have been complaints that paying gradually higher taxes 

does not guarantee more quality public service (Katsimi, 2010), mainly due to the 

governmental inefficiency and corruption. Perhaps people express dissatisfaction towards 

inefficient governments through not paying taxes.  

Another impediment for tax collection in Greece is its disproportional underground 

economy. Estimations reveal that around 28% of the Greek economy is shadow economy and 

more than 40% of self-employed income goes unreported and thus untaxed (Artavanis, 2015). 

In addition, many people who dodge tax payments are usually people in the higher income 

bracket such as doctors, bankers, educators, and lawyers. Greece’s Finance Ministry in 2009 

disclosed that “in one of the wealthiest parts of Athens, 90 out of 150 doctors had claimed net 

annual incomes of less than 30,000 euros, with 30 of them claiming less than a third of that” 

(13,000 euros is a threshold; people with annual income salary less than 13,000 euros do not 
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need to pay taxes.) With scarce income taxes that are on the record and can be taken in, along 

with the mindset of the Greek people that if the politicians and the rich people are not paying 

tax then why should they and thereby creating a vicious cycle, it should not be seen as a 

surprise the whopping inefficiency in tax collection in Greece.  

Corruption, political clientelism, and rent seeking. A piece of news report in the Wall 

Street Journal says it well: “Behind the budget crisis roiling Greece lies a riddle: Why does 

the state spend so lavishly but collect taxes so poorly? Many Greeks say the answer needs 

only two words: fakelaki and rousfeti” (Walker, 2010). Fakelaki means “little envelope” 

whereas rousfeti means “expensive political favors” in Greek. It is not hard to smell the 

sarcasm behind the response for the question.  

One statistic that has been brought up the most in scholarly works is how Greece was 

ranked in Transparency International’s Corruption Perception Index. Greece has the worst 

rank in Southern Europe in 2010. It ranked the 84th globally in 2011 and slid further to the 

94th in 2012.  

Bribery, patronage, and other public corruption are said to be also one major 

contributing factor for the Greek swelling debt, estimated to be at around 8% of its GDP on a 

yearly basis (Jin, p. 82). The Greek people joke about being a good citizen; what they usually 

do is to buy off people for favors, let it be getting licenses, doctor’s appointments, education 

for children, or permission for constructions. As a result, fees that would normally have been 
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generated in the process and the tax that would have been derived are non-existent. Those 

that are frequently bribed also turn out to be those that constantly commit tax evasion. The 

phenomenon, subsequently, makes the vested interests even more reluctant to see changes 

brought about and their interests taken away.  

Cooking the books. Looking back, it was certain that Greece never really abided by the 

SGP. In the pact, it is clearly written that the ratio of member states’ budget deficit and public 

debt to GDP should not exceed 3% and 60% respectively, a crucial criterion for participating 

in the Eurozone. How did Greece meet the qualifications of the member state in the EMU 

then?  

In various news reports and scholarly works, Greece was accused for doctoring its 

account book in order to gain entrance to the EMU. Evidence presented itself of a staggering 

deal between the public debt division of Greece’s finance ministry and the New York based 

investment bank Goldman Sachs (Dunbar, 2003). The deal involved a method called cross-

currency swaps that essentially allowed Greece to receive approximately one billion euros in 

2000. The maturing date was around ten to fifteen years later, and so Greece managed to 

conceal it off the account book, thereby on the surface seemed to have conformed the SGP 

(Balzli, 2010). 

In short, Greece should not have been admitted to the EMU in the first place since it 

never complied with the SGP rules. If it had not been accepted, it would not have easily 
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received loans and would have had monetary policies as a tool when facing difficulties.  

Debt maturity profile. One more critical factor causing the deterioration of the situation 

was the maturity profile of the Greek public debt. As shown in Figure 2-6, the maturity dates 

for the Greek bonds issued in the past concentrate in the period of 2010-2019, and that 

weakened Greece’s payment capacity. In other words, Greece borrowed money throughout 

the crisis and is set to pay back the debt in the second decade of the 21st century, and by the 

time of maturity, it did not have sufficient capital for payments. Greece was doomed to be 

debt-laden at this period of time.  

 

Source: Public Debt Management Agency (2010) 

Figure 2-7. Public Debt: Maturity Profile (2010-2057) 

Concluding Remarks  

 To sum up, the root causes for the Greek sovereign debt crisis are as follows: the 

structural flaws of the EMU, the 2008 Financial Tsunami, the extravagant spending behavior, 

the lack of competitiveness in the economy, cooking the books, tax evasion, rampant 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

THE GREEK SOVEREIGN DEBT CRISIS – CAUSES AND FUTURE   39 

corruption, state control of the economy, and the debt maturing dates. It is important to 

understand why the crisis happened in the first place since the remedies to the problems need 

to address the core causes. It would be a fantasy that the crisis will easily disappear if the 

steps taken are not appropriate.  
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Chapter 3. Reasons the Greek Sovereign Debt Crisis Still Pends 

On April 23, 2010, Greece requested help from the IMF, activating a total of 45 billion 

euros of financial assistance. On May 2, 2010, Greece and the EC, the ECB, and the IMF, 

collectively named Troika, stroke a deal on a three-year program of economic reforms and 

financing. In essence, it was the first bailout given to Greece, totaling 110 billion euros. 

Troika officials had a consensus that a disorderly Greek default could trigger a mass 

catastrophe. Not only would Greece’s exit from the Eurozone devastate the confidence in the  

euro and European economic integration, it would also set a precedence of debtor countries to 

leave all the responsibilities and debt burdens behind and turn their back away from the 

Eurozone. The bailout was an unprecedented deal, and in order to receive the funds, the 

Greek government committed to far-reaching economic reforms. These measures prevented a 

default, albeit temporarily. One year later, Greece’s economy contracted sharply and again 

veered towards a default. Once again, Greece was in dire need of help and, once again, 

European leaders had no choice but to announce a second set of crisis response measures in 

July 2011. The new bailout was a more expensive one, amounting to 130 billion euros in 

total, and called for holders of Greek bonds to accept partial losses. There were also requested 

terms on austerity and reforms. Additionally, between the two bailout packages, there was 

another financial rescue mechanism. In June 2010, the European Financial Stability Facility 

(EFSF) was established. It was a special pool of money collected for the purpose of assisting 
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countries that were in debt, totaling 780 billion euros. The EFSF was later replaced by the 

European Stability Mechanism (ESM). The ESM is a more formally regulated institution but 

its prepared fund was cut down to approximately 80 billion euros.  

 Until 2016, it had been more than six years since the outbreak of the Greek sovereign 

debt crisis. The fact is, however, we are still seeing Greece struggling, after all the efforts. In 

2015, not only had Greece not gotten back on track, there was even the election that 

overthrew the right-wing, austerity-compliant PASOK party and put the more rebellious 

Syriza party into power. The election created a mayhem mainly due to the party’s ostensible 

disobedience towards the austerity measures demanded by the creditors. The party’s leader, 

Alexis Tsipras, self-proclaiming to be on behalf of the Greek citizens, in several occasions 

openly announced that Greece would not comply with the belt-tightening demands from 

external forces anymore. The market was again riled and doubts on whether the euro is a 

valuable currency was again shadowing the European integration.  

 Consequently, it is crucial to understand why after all the endeavors, the Greek 

sovereign debt crisis did not come to an end. To achieve this goal, one needs to examine the 

details of the past efforts, and the relations between those efforts and the root causes of the 

crisis. The task of this chapter will be analyses of the two bailouts and the financial assistance 

mechanisms, the EFSF and ESM, how they were designed and implemented, and what was 

missing for those bailout measures to serve their original purpose: lifting Greece out of crisis.  
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The Rescued Funds Distributed Before 2015 

 In this section, official documents are used as references. The analyses and statistics are 

abstracted from the official documents.  

The First Economic Adjustment Programme for Greece (Directorate-General for 

Economic and Financial Affairs, 2010). On May 2, 2010, the joint mission of Troika 

concluded a staff-level agreement for a bailout of 110 billion euros for Greece, along with 

supporting economic policies; the 110 billion euros was set to be funneled to Greece over the 

course of May 2010 and June 2013. Of which, 80 billion euros came from bilateral lending of 

Eurozone member states, and 30 billion euros came from the IMF.  

The economic adjustment program had several targets. Its short-term objectives were to 

maintain financial stability and to restore market confidence that Troika was determined to 

secure fiscal sustainability and contain the fear that the Eurozone may disintegrate. In the 

short run, the resumption of market confidence that the authority was containing the crisis 

and enhancing the sustainability of fiscal consolidation was imperative. Plus, there needed to 

be measures to generate savings and future revenues. The tight liquidity conditions in the 

Greek banking system needed to be addressed as well; outflows of capital had to be tamed 

and monitored to prevent the market from collapsing. The program’s medium-term objective 

was to improve Greece’s overall competitiveness and better the structure of its economy, 

which for a large part relied on the service industry such as tourism, towards a more 
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investment- and export-led growth model. Thus, the economic competitiveness necessitated 

improvements. Greece needed to speed up the reallocation of resources from non-tradable to 

tradable sector in order to foster growth. Greece was also ordered to modernize its public 

sector, open up for foreign direct investment, with the subtle connotation of scaling down the 

state’s direct participation in domestic industries and treading towards a more liberal 

economy, and render the labor market and the product market more efficient and flexible. The 

program’s overarching objectives in the long run were to restore Greece's credibility for 

private investors and to prove to the world that Eurozone would not collapse.  

It was crucial that the parties at stake, Greece or the EU officials alike, reassure the 

market that the Troika would provide sufficient capital Greece required and come up with 

measures for the Greek economy to generate savings and revenues. At the same time, reforms 

on the pension system was mandated. In return for monetary assistance, Greece was obliged 

to carry out fiscal and structural reforms to meet the objectives. Reform plans in the first 

economic adjustment program were mainly divided into systematic reforms, and labor and 

product market reforms. Included in systematic reforms were making income tax more 

progressive, improving tax administration and increasing its efficiency, introducing stronger 

enforcement and auditing of wealthy individuals, upping the value-added tax (VAT), building 

headquarters for strategic management and planning capabilities in tax and customs 

administration, curbing government’s wage bill (over the course of 2000 to 2008, public 
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wage grew by 100% while nominal national GDP increased merely 74%, and public wage 

went up by 7.5% once more in 2009), setting up wage scale structure, and avoiding fraud and 

inequality. All these measures were, as a premise, asked to be made into laws.  

Large cuts in public wages and pensions were inevitable. For instance, cuts in wages, 

such as taking away Easter, summer, and Christmas bonuses, were set to be at 10.5% by 

2010, while cuts in pensions, including the elimination of flat bonuses and press pensions for 

those who earn more than 1,400 euros per month, were set at 8% on average. Figure 3-1 

shows the estimation of Greece’s future government debt level with and without pension 

reforms.  

 

Source: Directorate-General for Economic and Financial Affairs (2010, p. 19) 

Figure 3-1. Two Scenarios for Very Long-term Government Debt Projections 

Product markets were also one to-be-fixed area, in which Greece was infamous due to 

its poor performance related to the “business start-ups, operations, and licensing activities,” 
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as pointed out in the World Bank Doing Business indicators. Simplifying requirements and 

lowering standards are a must for the business to be willing to set up firms in Greece again. 

There has to be a friendlier environment for business, which could create job opportunities 

and boost the economy.  

With regard to labor and product market reforms, the package listed several essential 

items. Greece had to tackle unreported jobs, which includes trimming down the scale of its 

shadow economy and hence increasing tax revenues, and reducing rents of the vested 

interests groups. Moreover, and the most severely faulted, the excessive public spending 

problem had to be dealt with. The inefficient public sector impeded the growth of business 

activities with complex regulations and, at that, public policies failed to adequately support 

productivity growth and offered poor-quality but expensive services. 

 Table 3-1 represents the then estimation of government balance to GDP and debt to GDP 

ratio, if measures were implemented in their entirety. Fiscal deficit to GDP level was 

projected to go down from 13.6% in 2009 to significantly lesser 2.6% in 2014 while the 

public debt level to go up from 115.1% to the peak of almost 150% in 2013 and then to start 

wobbling downwards.  
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Table 3-1. Macro-fiscal Adjustment (2009-2014) 

 

Source: Directorate-General for Economic and Financial Affairs (2010, p. 13) 

European Financial Stability Facility. Initiated in June 2010, the EFSF was a 

temporary crisis resolution mechanism that aimed at offering temporary financial assistance 

through the issuance of bonds and other debt instruments on capital markets to financially 

troubled Eurozone member states. Essentially, the EFSF is a limited liability company under 

Luxembourg law. Originally the EFSF had the capital of 440 billion euros, yet there was an 

enlargement agreed by the Eurozone leaders took place on July 21, 2011, raising the total 

capital guaranteed to 780 billion euros. Different member states were liable for different 

proportions of contribution to the fund (European Council, 2010). 

A permanent rescue mechanism, the ESM, agreed on October 8, 2012, substituted for 

the EFSF, and is currently the sole mechanism through which the funds in the third economic 

adjustment program to Greece was set to be transferred. ESM is now officially in charge of 

new requests for financial assistance by the euro area member states. According to the Treaty 

Establishing the European Stability Mechanism (European Commission, 2012), the fund aims 
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at “mobilizing funding and providing stability support for the benefit of ESM members which 

are experiencing, or are threatened by, severe financial problems, if indispensable to 

safeguard the financial stability of the euro area as a whole and of its member states.” 

According to Treaty Establishing the European Stability Mechanism (European Council, 

2012), the ESM will assume the tasks currently fulfilled by the EFSF and the European 

Financial Stabilization Mechanism (EFSM) in providing financial assistance to Eurozone 

member states when necessary, for the purpose of maintaining financial stability of the 

Eurozone. The initial maximum lending volume of the ESM was set at 500 billion euro. 

The Second Economic Adjustment Programme for Greece (Directorate-General for 

Economic and Financial Affairs, 2012). Due to political instability, social unrest, and 

administrative capacity issues, the outcome of the first economic adjustment program for 

Greece was mixed. Important targets were missed, and Greece also saw a recession that was 

much deeper than previously anticipated. Indeed, Greece achieved a substantial reduction in 

the general government deficit: from 15.75% of GDP in 2009 to 9.25% in 2011. 

Nevertheless, the achievement did not come without a price. The fiscal consolidation was 

brought about at the expense of economic growth, which contracted by around 11% over that 

same period. And, alas, fiscal consolidation seemed to be the sole achievement that Greece 

could boast about. While it usually takes a longer period of time to witness the result of 

pension reforms and privatization plans, Greece did poorly in other reform areas. Insufficient 
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progress was made in modernizing revenue administration and spending control, and efforts 

made in the fight against tax evasion and the prompt settlement of payments to suppliers were 

far too timid. In addition, while several steps were taken with regard to growth-enhancing 

structural reforms since May 2010, achievements in this field were clearly not commensurate 

with the need to accelerate productivity growth and restore competitiveness. Hence, reforms 

adopted from the first economic adjustment program were insufficient in restoring economic 

growth and in ensuring fiscal sustainability, and thus did not enable Greece to return to the 

markets by the time the joint mission on the second economic adjustment program was held. 

And by the time the Troika joint mission was convened in early 2012, the Greek economy 

was still suffering from recession.  

From January 17 to February 9, 2012, a Troika joint mission was once again held, this 

time in Athens, for the purpose of assessing Greece’s status of implementation of the First 

Economic Adjustment Programme and hashing out new guidelines for the dim prospect for 

the Greek economy. It was then concluded that there had been mixed progresses made by 

Greece, but along with grimmer signals of the contracting economy and its short-term 

economic growth continuing further downwards, and thus there needed to be tunings to the 

program.  

Financing of the second economic adjustment program, totaling 130 billion euros, was 

scheduled to be provided by the EMU member states and the IMF. Slightly different, 
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however, was the way the capital was funneled to Greece. Unlike in the first economic 

adjustment program, where money went to Greece via bilateral loans of the EMU member 

states, in the second economic adjustment program the vehicle was the EFSF. On the IMF 

side, financing shifted from a stand-by arrangement (SBA) to an extended fund facility 

(EFF), which allows for a longer repayment period. 

Aside from capital injection, there was a planned debt swap as well, entailing write-

downs for bondholders. In nominal terms the haircut amounted to 53.5%; in net present value 

(NPV) terms the losses ranged approximately from 70% to 75%. The swap was the largest 

write-down for a pre-default sovereign debt restructuring on the record by that time.  

The second economic adjustment program was set to keep focusing on three key 

objectives, restoring competitiveness and growth, restoring fiscal sustainability, and securing 

financial stability. Furthermore, like in the first economic adjustment program, Greece in the 

second economic adjustment program was also subjected to some terms, including 

implementing austerity, and the process was being monitored by the Troika. Expected to 

follow were the equally important structural reforms in goods and services markets. In 

addition, Greece was mandated to restore competitiveness by bringing about a reduction in 

prices and production costs relative to its competitors, as well as a shift from a consumption-

led to an export-led economy. On the other hand, the fact that progress in privatization had 

been slower than expected and that the market had shown no appetite for Greek collateral 
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assets concerned Troika. Thus, while the objective of privatizing assets worth was maintained 

at 50 billion euros, the target was expected to be achieved no sooner than 2015. 

Fiscal targets for 2012 and subsequent years were revised. Due to the previous 

unexpected recession, targets were adjusted to take into account the unfavorable 

macroeconomic developments, while ensuring that Greece would be trotting towards the 

objective of 120% debt to GDP ratio by 2020. The program also aimed at reaching a fiscal 

deficit of 1% of GDP in 2012 and a budget surplus of 4.5% in 2014. 

The above are the measures that had been taken until 2015. Theoretically, if the bailout 

packages were designed to put an end to the debt crisis, the Greek sovereign debt crisis 

should have been long gone by now. That, however, was not happening. In 2015, we saw the 

third economic adjustment program coming out. True, it may be argued that it takes time for 

the plans to flex muscles and take care of things, yet it is also crucial that we understand what 

has not been done sufficiently to address the problem. The following section discusses 

possible reasons that are accountable for the unfulfilled mission of the bailout packages.  

Possible Reasons for Failures of the Bailout Packages 

 There are various reasons that could explain why the first and second economic 

adjustment program for Greece and the EFSF did not function as expected. This section 

compiles analyses from a number of journal articles and concludes four most possible factors: 

missing targets of the programs, incomplete implementation of the programs, too stringent 
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terms, and austerity-induced recession. 

 It is logical to think that the reason that the bailouts did not work out is that the bailouts 

did not deal with the causes of the crisis. Therefore, the root causes mentioned in chapter two 

are taken reference in this section. Nevertheless, since some of the root causes of the crisis 

were one-off event and could not be changed in anyways (no one could change the past), they 

are not considered the factors that rendered the bailouts to fail. Thus, “the 2008 Financial 

Tsunami” and “cooking the books” are not included in this section.  

 One the other hand, “missing targets of the programs” refers to the fact that the 

“structural flaws of the EMU” and the Greek “non-competitive economy” problems were not 

solved. “Incomplete implementation of the programs” deals with the “extravagant spending 

behavior”, “tax evasion problem”, and “corruption, political clientelism, and rent seeking” 

problems. “Too stringent terms” deals with the “debt maturity profile” problem, along with 

discussions on other terms of the bailouts, such as the interest rates. Lastly, “austerity-induced 

recession” does not deal with the causes of the crisis. Yet, it is proposed by many scholars as 

one key detriment to the bailout packages.  

Missing target of the programs. The most debated reason that the sovereign debt crisis 

has been stubborn is that the Eurozone never attempted to fix the systematic flaws of its 

structure. As mentioned in chapter two, the EMU is not a complete design; it is a monetary 

union without coordinated fiscal policies and budget, and, according to many scholars, if that 
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structural problem is not disposed of, sovereign debt crises would never come to an end. 

Pisani-Ferry (2012) points out that should the bailout packages never address the problem of 

the absence fiscal consolidation for the EMU, the solution will remain elusive. According to 

Pisani-Ferry (2012), should there appear macroeconomics imbalances, member states could 

not wield monetary policies as a countermeasure. What is left then, is fiscal policies. If, 

however, countries wish to use the same currency, fiscal consolidation among them is a 

prerequisite. These elements are exactly what is missing: there is no supranational entity 

controlling the spending of member states, and when economic imbalances occur member 

states do not have the power to adjust monetarily. Political integration as the most needed 

component for the EMU, especially if member states really desire the success of European 

integration. The future of the Euro depends on the political will of the member states. Stiglitz 

(2016) points out that for a single currency to work among different countries, there needs to 

be an array of institutions to assist the countries that are ill-adapted to the common policies, 

and the EMU failed to do that. Monastiriotis (2011) also stands up for the idea and blames the 

systemic defects in the EMU design for creating a structural asymmetry within the Eurozone 

and hence resulting in real currency appreciation and continuous loss of competitiveness in 

the European south. If the structural flaws were not corrected, there is no possible way out for 

Greece. 

Meanwhile, some scholars contend that the bailout packages did not fit Greece’s need. 
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Instead of focusing on EMU’s structural defects, these scholars reckon that Greece does not 

need just more funds, but the know-how to capitalize on those funds. Nevertheless, the 

bailout packages never really instructed Greece on how to properly use the money. Chamley 

and Pinto (2011) and Sinn (2014) speculate that the bailout prescription was ill-designed to 

solve Greece’s true problems. They believe that the economic adjustment programs were not 

exactly what the Greek financial disorder needed. Rather, the cause of Greece’s illness lied 

within the Greek economy itself. Simply put it, Greece’s problem was not its liquidity, but 

solvency. The funds, on the contrary, ended up merely providing liquidity to Greece while 

adding new debt onto Greece’s balance sheets, instead of calibrating at reforming the 

country’s economic structure. The rescue funds injected into Greece did not guarantee future 

surge in NPV. In other words, the money did not generate future revenue. Monastiriotis 

(2011) accuses the Troika, whose emphasis remained calibrated at inducing structural reforms 

rather than growth stimulation through public investment, for having parochial views, 

showing “little, if any, attention to the geography of the austerity measures.” Burietz (2016) 

also uses mathematics to prove that the Greek sovereign debt crisis should be handled not in 

the same way because of its uniqueness. 

Meanwhile, there was also cacophonies on the international stage in terms of the value 

of the Greek sovereign bonds (Monastiriotis et al., 2013). The failure of coordinated 

international actions, such as the fact that the ECB occasionally rejected Greek sovereign 
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bonds as collateral for liquidity provision to commercial banks in Greece, proved that the 

world was not on the same page on solving the Greek problem. From his point of view, the 

Troika was more concerned about “convincing themselves and appeasing the markets” rather 

than about “getting the numbers right.”  

Incomplete implementation of the programs. Another reason that has been cited the 

most frequently by various scholars is the substandard performance of the Greek government 

in terms of spending the rescue funds and carrying out the necessary reforms.  

It was also argued that the reason Greece has not been able to escape the crisis is, not 

economically, but politically the government was not doing everything it could. To him, it 

would not be a surprise even if the international society refuses to rescue Greece since that is 

exactly what the Greek inertia deserves, and the inertia is mainly caused by the lack of 

capacity and resolution of the Greek government to make changes.  

Some interesting numbers could be discovered. Assuming the interest rate is at 6% for 

Greece’s loans, Greece on a yearly basis would have to spend around 20% to 25% of its tax 

revenue for paying interests to, mainly overseas, bondholders (Abboushi, 2011). This is a 

sizeable portion of the bailout funds, and could attenuate Greece’s economic growth and 

replace it with stagnation. In accordance, there was not much left for Greece to spend on 

meaningful projects that could genuinely promise future growth, the salvation Greece is in 

most dire need of. Abboushi (2011) also points out that a significant portion of the Greek 



‧
國

立
政 治

大

學
‧

N
a

t io
na l  Chengch i  U

niv

ers
i t

y

THE GREEK SOVEREIGN DEBT CRISIS – CAUSES AND FUTURE   55 

government spending used to go not to stimulate the economy out of recession but to pay for 

social welfare programs with questionable return on economic growth and vitality, claiming 

that the Greek government spent about 42.5% on social protection and 19.2% in public 

services. Without a change in this attitude, there will always be an absence of efficiency in 

implementation no matter how much rescue fund the Greek government receives.  

Labor unions were blamed as adamant opposition to the reforms as well. Originally 

established to represent labor rights and stand up against capitalists’ exploitations, in many 

occasions labor unions go towards the extreme and often strongly oppose reforms that 

endanger their own interests (Jin, 2012). In Greece, reforms of the pension and welfare 

system, especially those that matter to the huge crowd of public servants, and privatization 

processes were frequently thwarted by people, organizations, and labor unions who have 

stakes within.  

Some scholars further elaborate that the Greek government is devoid of 

implementational strength, which leads to inadequate budget control, employment law 

reformation, etc., predominantly because of the poor intra-governmental coordination, 

efficiency and resources, and the lack of information (Featherstone, 2011). Hence, the 

government was unable to execute many of the reforms required in the bailout packages. The 

lack of “de facto executive strength” of the ministers in their own domains, given the internal 

problems such as bureaucracy and the strong union power, also made things worse. 
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In resonance, Zahariadis (2012) points to the fact that the government merely cared 

about minimizing political cost when conducting reforms. Zahariadis (2012) talks about the 

complexity and coupling of interactions and how complexity, the nature of interaction 

between units in a system, hindered bailing out Greece due to the great differences in 

economics and ideologies, and how coupling, the strength of their connectivity, increased the 

difficulty for implementation. Zahariadis also raises the point that SGP has limited 

effectiveness under complexity because the problems facing each country and the solutions 

vary widely. Costs for full implementation of the measures were excessive; targets were 

constantly missed.  

Too-stringent terms. The rigidity of the bailouts is sometimes attributed the cause for 

Greece still being mired in the sovereign debt crisis. For instance, Ardagna and Caselli (2014) 

claim if the terms of the bailouts were more generous, it would have led to a better outcome 

for Greece. To be more precise, they specify that the terms should have given the Greek debt 

later maturity dates, apply lower interest rates, and in essence lower the NPV of the principal. 

Potential set of alternatives would have been either seeing Greece committing to a slower 

path of reducing deficit and reforms, or setting a later date for debt payback. The more 

generous terms for Greece is self-evidently more attractive from the following perspectives. 

On the one hand, Greece would have been able to spread the pain of adjustment over a longer 

time span while on the other hand it might have shifted some of the adjustment to future 
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periods with more favorable terms or underlying macroeconomic conditions. Certainly, the 

downside to the plan with more generosity is that it would have put more creditor-country 

taxpayer money at risk. Yet, if Greece were never set out to pay back the debts under harsh 

conditions, it would still default.  

One interesting argument is also being advocated. Germany, currently the most potent 

craftsman of the Greek bailouts and austerity measures, received significant debt write-offs 

after WWII, and the debt waiver was arguably the sole reason Germany was able to get back 

on track and paid back the debt in such a rapid manner (Piketty at al., 2015). They hold that 

Germany should remember this history and stop imposing brutal austerity on Greece, which 

would be a better way to sort out the Greek problem at the end.  

Austerity-induced recession. Some scholars suggest that the problem was actually the 

austerity mindset that the Troika upholds since fiscal retrenchment essentially stifles 

economic growth. Monastiriotis (2013) criticizes that, also taking into account the opinion of 

scholars such as Paul Krugman, austerity measures are in nature stopping an economy from 

going forward.  

A nation’s GDP is typically calculated as: Consumption + Investment + Government 

Spending + (Export-Import). Although the major purpose of the austerity packages was to cut 

down government spending, the nature of which is a parameter that directly deprives 

economic growth. Austerity also suppresses demand and investment. In the meantime, putting 
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a ceiling on labor wages discourages the public from consuming and companies from 

investing. Also mentioned was Troika’s false prediction of effects of austerity. Monastiriotis 

(2013) and Stiglitz (2016) both state that the IMF had admitted that its assumption of Greek 

fiscal multipliers were too optimistic and that austerity did hurt the Greek economy.  

Equally convincing is the hypothesis that the miscalculation of the fiscal multipliers 

caused the Greek economy to recede. Christodoulakis (2013) takes reference from IMF’s 

World Economic Outlook in 2010 (p. 94) saying that while the IMF asserted that a fiscal 

correction of a size equal to 1% of GDP reduces output by just 0.50% and raises 

unemployment by only 0.30%, Greece’s GDP was lower by 22% from 2007 to 2015.  

In another of his work, Monastiriotis (2014) provides further compelling 

argumentations. The paper, albeit predominantly focusing on mathematics and trying to come 

up with factors influencing fiscal multipliers for austerity, claims that the European debt crisis 

rejuvenated the debates on whether austerity works or not, and includes quantitative statistics 

to support that Greece’s economic growth was essentially dragged down by the austerity 

measures. 

Concluding Remarks 

This chapter looks into the details of the first and second economic adjustment programs 

for Greece along with the EFSF, and explores the four factors that rendered them ineffective. 

Missing targets of the programs, incomplete implementation of the programs, too-stringent 
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terms, and the austerity-induced recession clearly failed to address the root causes that started 

the crisis. The bailouts were not designed properly, nor were they formally implemented. In 

addition, not only were the repayment terms excessively rigorous for Greece to fulfill, 

austerity is in nature dragging an economy from moving forward. These are the mistakes 

made in the first two economic adjustment programs and the EFSF and the rationales that 

Greece has not escaped the crisis till now. Hence we were seeing the third economic 

adjustment program coming out.  
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Chapter 4. Possible Outcomes for the Greek Sovereign Debt Crisis 

Since the outbreak of the Greek sovereign debt crisis in 2010, there were efforts time 

and again trying to suppress the crisis. However, the efforts were evidently in vain, as we saw 

the third economic adjustment program being discussed in 2015. So the question became 

whether or not the third economic adjustment program would function better than the 

previous two economic adjustment programs and the EFSF.  

While a new program could boost market confidence, not everyone was optimistic. Just 

as mentioned in chapter three, there had already been two economic adjustment programs and 

the EFSF, which aimed at nothing but solving the Greek sovereign debt crisis. They were, 

however, a far cry from success, to say the least. So it is critical to instantaneously raise the 

questions: Would the third economic adjustment program work better this time? What makes 

it different from the previous two?  

Using predominantly official documents, this chapter views more in-depth the content of 

the third economic adjustment program, and analyzes whether this program would avoid the 

mistakes the previous two made, whether the four factors that obstructed the Greek recovery 

could be dealt with this time, the missing targets of the programs, incomplete implementation 

of the programs, too-stringent terms, and the austerity-induced recession,. Meanwhile, while 

it is implausibly arbitrary to predict the outcome of the Greek sovereign debt crisis, this 

chapter endeavors to compile scholarly opinions on how the crisis may possibly pan out this 
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time. 

The Third Economic Adjustment Programme for Greece 

 Background. On July 8, 2015, Greece formally requested the Chairperson of the Board 

of Governors of the ESM for more stability support in the form of a loan, through the course 

of three years, in the context of a macroeconomic adjustment program, which, in resemblance 

to the previous two economic adjustment programs, comprises strict conditionality, with a 

comprehensive set of reforms and measures in the areas of fiscal sustainability, financial 

stability, and long term growth. 

On August 19, 2015, a memorandum of understanding (MOU) between the EC (on 

behalf of the ESM) and Greece and the Bank of Greece was concluded. In accordance with 

Article 13(3) of the ESM Treaty, the MoU detailed the conditionality attached to the financial 

assistance facility to Greece covering the period of 2015 to 2018. The conditionality would 

be updated on a quarterly basis, taking into account the progress in reforms reviewed by the 

ESM officials. 

The process of the program launching. The third economic adjustment program for 

Greece was somewhat distinct from the previous two. By the time this thesis was composed, 

there are a series of official documents with regard to the process, from the request of the 

Greek government to the MoU between the parties involved, listed on the EC’s website. 

However, there was not yet a comprehensive document detailing the third economic 
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adjustment program. Therefore, the information presented in this section is compiled from 

various official documents and scholarly papers, rather than from one single document. 

The program initially started from the Request from the Greek Government and ESM’s 

Assessment (Directorate-General for Economic and Financial Affairs, 2015).  

Since May 2010, over the course of the two economic adjustment programs, the Greek 

banking sector has been restructured, consolidated, and has undergone a series of significant 

reforms. 

Having undergone the reforms, yes, but painstakingly. Towards the end of 2014, the 

situation of the banking sector deteriorated dramatically amid “increased state financing risks, 

strong deposit outflows, a worsened macroeconomic development and, more recently, due to 

the implementation of administrative measures designed to stabilize the funding situation of 

banks and preserve financial stability.”  

The market seemed to have smelled a sense of insecurity due to the grim outlook for the 

Greek economy. In 2015, the liquidity of Greek banks seriously deteriorated and treaded into 

a very dangerous zone. Until the end of May, 2015, deposits of 30 billion euros, or 19% of 

the total amount, left the Greek banking sector. Worse, fretting that the capital outflow might 

lead to a collapse in confidence, since June 29, 2015, a bank “holiday” was imposed on 

Greek banks with rigid restrictions on deposit access. 

The Greek banks held a notable amount of government papers and significant part of the 
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collateral used for Emergency Liquidity Assistance (ELA) purposes, which included Greek 

Government related assets. With regard to this, it was necessary to stage an adequate capital 

backstop to restore the confidence of depositors and markets in Greek banks and safeguard 

financial stability in Greece.  

The effect of financial instability in Greece would be a matter of significance beyond the 

financial sector, with the potential of reaching to other segments of the economy. The 

imposition of capital controls and of a bank holiday have already taken an extensive toll on 

Greece’s real economy, through a number of channels such as investment, trade, and tourism. 

Thus, the capital controls had strong impacts on growth and employment prospects. 

Moreover, Greek banks still had a number of branches and subsidiaries in other countries 

which could cause spillover effects. In some of the EU member states Greek banks' 

subsidiaries accounted for 15% to 25% of the local banking sector, which made Greek banks 

to have a systemic importance in those countries. Finally, an uncontrolled collapse of the 

Greek banking system and of Greece as a sovereign borrower would invariably create doubts 

on the integrity of the euro area as a whole. Thus, realizing that in the absence of support by 

the ESM, financial stability risks for Greece would become unmanageable and the banking 

sector would inevitably languish, the Greek government reached out for help, once again. 

Prospect for Greece’s debt condition was hardly more optimistic, either. The EC 

projected three possibilities with regard to the implementation of the reforms. The first 
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assumed “the full implementation of the reforms in the aide memoire and the corresponding 

growth effects,” the second assumed “partial compliance with the aide memoire,” and the 

third “reflected the IMF baseline as published on July 2, 2015.” In all three case scenarios the 

debt-to-GDP ratios were on a declining path. The Greek debt-to-GDP ranges under the three 

case scenarios was 138% to 150% in 2020 and 124% to 142% in 2022, well above the Troika 

targets set in November 2012 of 124% in 2020 and below 110% in 2022. The parameters that 

led to the deterioration were, among others, lower macroeconomic growth due to the weaker 

implementation of structural reforms, and a lowering of the fiscal targets and privatization 

receipts. . 

 The EC estimates that Greece’s net financing needs at around 86 billion euros over the 

three-year program horizon. This includes needs for the recapitalization of the banking sector 

(up to 25 billion euros), medium- and long-term debt service including loans (approximately 

54 billion euros), and around 15 billion euros for arrears clearance and built-up of cash 

buffers. Two billion euros from primary surplus and six billion euros from privatization 

proceeds are also accounted for. (European Stability Mechanism, 2015) 

Receiving the projected financing needs and sources, the ESM expected that Greece 

would have a financing gap of at least 74 billion euros over the period of 2015 to 2018, and 

that would need to be covered by new external financing (the IMF considered that the 

estimate should have been four billion euros higher). Given the profile of the needs, it was 
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concluded that the disbursement had to be front-loaded.  

Signing of the program. On July 12, 2015, after several months of negotiation, which 

for several times appeared in deadlock, the Greek Prime Minister, Alexis Tsipras came to an 

agreement with lenders for a new ESM program. Greece would get a loan of up to 86 billion 

euros over 2015 to 2018. In return, Greece was mandated to, once again, go through series of 

reforms.  

In the Memorandum of Understanding between the European Commission Acting on 

Behalf of the European Stability Mechanism and the Hellenic Republic and the Bank of 

Greece (European Commission, 2015), the recovery strategy takes into consideration the 

needs for social justice and fairness, and actions to tackle tax evasion, fraud, and strategic 

defaulters are priority concerns. Product market reforms sought to eliminate the rents 

accruing to vested interest groups and pension reforms focused on measures to remove 

exemptions and end early retirement. 

 The four pillars in the third adjustment programme for Greece. According to the 

MoU (European Commission, 2015), implementation of the reform agenda would provide the 

basis for a solid economic recovery, as the policies are built around four pillars: restoring 

fiscal sustainability, safeguarding financial stability, regaining growth, competitiveness, and 

investment, and establishing a modern state and public administration. 

Restoring fiscal sustainability. With regard to fiscal sustainability, Greece has to target a 
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medium-term primary surplus of 3.5% of GDP attained through a combination of direct fiscal 

reforms, including the VAT, which is expected to generate about 1% of GDP in annual 

revenues, and pension system reforms, supported by an ambitious program to strengthen tax 

compliance and public financial management. It also needs to fight tax evasion unreservedly, 

while ensuring adequate protection of vulnerable groups. 

Safeguarding financial stability. Greece would have to tackle non-performing loans 

(NPLs) head-on, and a recapitalization process of banks needs be completed before the end of 

2015 as well, which should be accompanied by additional measures to strengthen the future 

governance of the Greek banks. 

Growth, competitiveness and investment. Greece would need to stage a wide range of 

reforms in both labor markets and product markets that ensure full compliance with EU 

requirements. Included would be an ambitious privatization program, and various policies 

which support investments and the improvement in environment for investments. 

A modern state and public administration. The establishment of a modern state and 

efficient public administration serves as one key priority of the program. In particular, 

attention should be paid to sleeking the public sector in the delivery of essential public goods 

and services. Measures will be taken to enhance the efficiency of the judicial system and to 

strength the fight against corruption. Reforms would reinforce both the institutional and 

operational independence of key institutions such as revenue administration and the statistics 
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institute (ELSTAT). 

Success of the economic adjustment program would depend heavily on the sustained 

implementation of agreed policies over the coming years. To this end, political commitment 

is needed, which is mainly regarded as scanty at the moment, but so is the technical capacity 

of the Greek administration to deliver. 

Evaluation of the Third Economic Adjustment Programme for Greece 

Till 2016, there has not been much scholarly work discussing the prospect of the third 

economic adjustment program. Nonetheless, comparing the third economic adjustment 

program with the previous two bailouts, one could sketch out the possible influences the third 

economic adjustment program would have on the Greek sovereign debt crisis. Here, the four 

reasons that rendered the first and second economic adjustment programs a failure are used as 

criteria regarding whether the third economic adjustment program would function in a better 

manner.  

The missing targets. In chapter three, it was mentioned that the first two bailouts were 

not aiming at the right direction; they did not intend to fix the structural problems of the 

EMU, nor were the funds focusing on propelling the Greek economy. Taking a closer look at 

the conditionality in the third economic adjustment program, one could find out that the 

ideology of the Troika concerning how a debt crisis should be solved has not changed; the 

emphasis is still predominantly placed on fiscal retrenchment, along with generating enough 
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revenue through taxes and privatization. Meanwhile, the terms do not touch upon reforming 

the EMU structure, meaning that none of political integration, common European funds or 

bonds, or Europe-wide fiscal consolidation would emerge.  

In the meantime, in Stiglitz’s (2016) opinion, with regard to the Greek sovereign debt 

crisis solutions, focus is too often put on saving the banks instead of human well-being; 

success of the disposal was measured too often in sovereign bond spreads rather than 

meaningful improvements in employment rates. 

Shin (2015) compares the Greek bailouts to the East Asian financial crisis in the 1990s. 

Shin consistently expresses his amazement that, after all the tumbling and turmoil in the 

financial crisis in East Asia, the IMF still took the same route in the hope that the Greek 

sovereign debt crisis could be solved. He states that the drastic capital outflows from a 

country in the absence of regulatory mechanisms are the most destabilizing factor that created 

the financial crises in both Greece and East Asia, and that the conditionality imposed by the 

IMF and Troika’s austerity packages has exacerbated just that. Should the Greek government 

wish to increase revenues and repay debts, the only sensible way to achieve the goal is to 

assist the private sector in growing the economy in a sustainable way. And that, in economic 

terms, would mean budget deficits in the form of the government-sponsored work projects, 

infrastructure building and renovation, and an increase in its social and educational spending. 

Yet, the bailouts are doing just the opposite, curtailing those spending. 
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In short, efforts to deal with two aspects of the missing targets of the programs, the 

structural defect of the EMU and the objectives of the bailout terms, still do not appear 

present in the third economic adjustment program.  

Incomplete implementation of the program. The progress of the implementation of 

the third economic adjustment program is monitored by the EC, in liaison with the ECB, the 

ESM and, wherever possible, the IMF. The reviews of Athens’s implementation of the 

program are to take place every three months and when needed can be supplemented by 

interim missions. Due to the ongoing nature of the program, it is still too early to judge 

whether Greece would fully implement the requirements. Yet, stated on EC’s official website, 

the disbursement would be provided only when the conditionality is implemented by Greece. 

At this point, two tranches have been issued, with the preconditions that Greece comply with 

the first and second milestones, which included, among others, fiscal policies, tax policy 

reforms, and revenue administration reforms. (Directorate-General for Economic and 

Financial Affairs, 2015; European Commission, 2015.) Accordingly, it can be concluded that 

Greece has so far complied with what the creditors asked for. 

One worrisome problem, nevertheless, remains. While the ECB has greatly expanded 

liquidity, there still exist concerns that only a small portion of the liquidity will actually be 

applied to creating new jobs or making real investments. Much of the funds given before 

went to finance investments in fixed assets, such as land, providing no stimulus to the 
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economy. (Stiglitz, 2016) In addition, money loaned to Greece in the bailouts has usually 

been, for a large part, given back again to the lenders; the number is essentially tinkered for 

the purpose of helping the creditors get what they are owed back instead of being pumped 

into the real economy. In Stiglitz’s (2016) view, the new deal is no different. Concurring, 

Colasanti (2016) points out that about half of the money that will have been funneled to 

Greece under the three economic adjustment programs will have been used to deal with the 

Greek public debt. Only the remaining half will have been used to finance Greek public 

expenditure.  

Moreover, if one compiles the numbers provided in Request from the Greek Government 

and ESM’s Assessment (Directorate-General for Economic and Financial Affairs, 2015), it 

could be postulated that the future financing needs through the course of 2015 to 2018 for 

Greece stand at 35.9 billion euros for debt amortization, 17.8 billion euros for interest 

payments, seven billion euros for clearance of arrears, and 25 billion euros for bank 

recapitalization and resolution costs of the financial sector. That is in total 78.7 billion euros, 

while the total financial assistance in the third economic adjustment program is 86 billion 

euros. Apparently, not much is left for the Greek government to really efficiently use, if it 

intends to or has the ability to implement the program at all. While the exact effect of the 

third economic adjustment program remains to be seen, how the capital will be directed is 

arguably self-evident. The major part of the program once again serves to cover the debt 
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repayment and interest payment to existing creditors; this time the ECB and the IMF are the 

creditors. (Rocholl and Stahmer, 2016) 

Bortz (2016) also points out that although calculating methods may differ between 

scholars, scholars generally arrive at similar conclusions: the rescue funds will predominantly 

go back to the original creditors, where the Greek people would benefit the least.  

 To sum up, regarding the implementation of the bailouts, there are reasons for 

pessimism. Generally speaking, scholars do not expect the funds of the economic adjustment 

program to be directed effectively towards solving core problems, such as boosting the real 

economy. And judging from the financial needs, there is already a meager portion that is 

scheduled to go towards the real economy.  

Too stringent terms. As disclosed by Jubilee Debt Campaign (2016) the Eurozone 

insists that Greece should have a budget surplus of 3.5% of GDP from 2018 on, with the 

targets of 0.5% in 2016 and 1.75% in 2017, excluding interest payments. Yet, as of 2015, 

only relatively rich EMU countries such as Germany, the Netherlands, and Luxembourg 

reached that goal; the 2015 average current account of the Eurozone was 3.7%.  

According to World Bank’s data (The World Bank Data), Greece’s fiscal deficit was 

0.1% in 2015. To reach the goal of 3.5% by 2018 means a growth of 3.6% over the course of 

three years.Under the first economic adjustment program assumptions, stabilizing the 

government debt ratio at the end of the program period of 2013 to 2014 required an 
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improvement of the budget balance from a deficit of 8.5% of GDP in 2009 to a surplus of just 

below 6% of GDP, which equaled to around 14% of increase. In the second economic 

adjustment program, the Greek government aimed at achieving budget surpluses of 1.8% and 

4.5%t of GDP in 2013 and 2014. In 2012, Greece’s budget deficit was 2.5%. Essentially, it 

meant a 7% leap in two years. Both 14% and 7% of increase seemed a lot more arduous than 

3.6% in approximately same length of time. On this score, the third economic adjustment 

program does seem less stringent than before.  

Jubilee Debt Campaign (2016) also discloses that the new loans have variable maturities 

so the repayment of all debt at the same due time is not necessary. The average maturity of 

the loans is 32.5 years. In addition, Colasanti (2016) concludes that the maturities of the first 

euro-area loan to Greece are between 2020 and 2041 while those of the loans of the second 

economic adjustment program fall between 2023 and 2054. The loans under the third 

economic adjustment program will mature between 2034 and 2059. The debt maturity dates 

are appearing later as the third economic adjustment program emerge and it could alleviate 

the pressure for Greece to some level.  

Meanwhile, the interest rate Greece must pay is not available. Yet, based on how much it 

costs the ESM to borrow, which in turn is determined by how much it costs Eurozone 

governments to borrow, it is currently estimated that the interest rate charged on loans from 

the ESM is under 2%. Colasanti (2016) calculates that the interest rate for loans issued in the 
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first economic adjustment program was approximately the three-month euribor plus 50 basis 

points. In essence, that means about 1.3% in 2015. One German news report (Tagesschau, 

2011) suggests that the average interest rate for the second economic adjustment program for 

Greece, on the other hand, was at around 3.5%. And Colasanti (2016) also argues that the 

interest rate for the third economic adjustment program was around one 1%. From this 

perspective, the third economic adjustment program does again seem more generous.  

Table 4-1. Comparison of Conditionality in three Economic Adjustment Programmes 

 Budget Cut Maturity Dates Interest Rates 

First  -8.5% (2009)  6% (2013-2014)  

= 14% in 5 years 

10 - 31 years 1.3% 

Second  -2.5% (2012)  4.5% (2014)  

= 7% in 2 years 

11 – 42 years 3.5% 

Third  -0.1% (2015)  3.5% (2018)  

= 3.6% in 3 years 

19 – 44 years 1% 

Source: Directorate-General for Economic and Financial Affairs (2010), Directorate-General 

for Economic and Financial Affairs (2012), European Commission (2015), Colasanti (2016) 

The austerity-induced recession. As hinted, the direction to which the third economic 

adjustment program heads remains; the first and foremost targeted goal in this program 

remains to be achieving budget surplus. Although there are plans for debt reliefs and growth 
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stimulations, austerity is in nature a downer for growth. A vicious cycle will continue to exist 

if the Greek government stops investing in infrastructure in an economy that is fraught with 

depression mindset and withering demands.  

Jubilee Debt Campaign (2016) reveals that throughout contemporary history of finance, 

many developing countries were instructed by the IMF to hold large budget surpluses and 

reduce their government debt. The article uses examples of the past as reference to Greece 

today. For example, people in Jamaica in the 1980s and the 1990s did not benefit from any of 

the rescue funds throughout the debt crisis, and the crisis continues to this day. Since 1990, 

Jamaica has had a budget surplus every year, which has averaged 7.4% of GDP, more than 

double what was demanded of Greece. Yet, this huge austerity forced on Jamaica has meant 

that the economy has remained in doldrums for over 25 years. This in turn means the debt has 

increased, as new loans have been taken out to make interest payments, just as is being 

proposed in Greece. In the early 1990s Jamaica’s government debt was just under 100% of 

GDP. Today it is 125% of GDP, despite 25 years of huge budget surpluses. The same could 

happen to Greece, too.  

 The most compelling question is whether the third economic adjustment program would 

work this time. There are optimisms. Alcidi and Gros (2015) are rather optimistic to the 

outcome of the third adjustment program. They believe that the two economic adjustment 

programs in 2010 and 2012 derailed mainly because the recession was much deeper than 
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anticipated and that the exceptional downturn of the Greek economy was attributable to two 

main reasons: the extraordinary fall in investment and the lack of export recovery. The 

economic conditions at the time the third economic adjustment program came out was 

completely different from 2010 and 2012, and the fundamentals have to some extent 

adjusted. For one, most of the fiscal and external imbalances have been corrected so 

structural reforms should also be more easily carried out. Implementation has always been an 

acute problem, with only a small fraction of the reforms really implemented in the past. Yet, it 

also means that if another small fraction, say a further 25%, is implemented this time round, 

there could be significant progress. And finally, the political context has changed; there is 

now bipartisan support within Greece for the program. 

Nevertheless, out of the four criteria that are discussed above, only one has been 

disposed of: the conditionality of the third economic adjustment program, compare to the 

previous bailouts, does appear to be more reasonable. However, the same cannot be said to 

the other three. There has been no attempt to fix the structural problem of the EMU (on top of 

it there are Brexit and possible victory of extremists in the upcoming elections in the two 

most important European countries Germany and France), nor is there a clear path the funds 

are poised to go down. Also, the Greek government’s ability to implement the terms of the 

package is still called into question; and since the package is still retrenchment-prone, there 

could accordingly be recession. As a result, shortly concluding, this thesis does not consider 
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that the third economic adjustment program would end the Greek sovereign debt crisis, at 

least not in the near future.  

Table 4-2 compares the three economic adjustment programs. 

Table 4-2. Comparison of the Three Economic Adjustment Programs 

 Date Amount 

of Fund 

Objectives Conditionality Outcome 

First May 

2010 

110 

billion 

euros 

1. Restore confidence 

and maintain 

financial stability 

2. Improve 

competitiveness and 

alter the economy’s 

structure 

3. Restore Greece's 

credibility for 

private investors 

1. Structural fiscal 

reforms 

2. Labor market,  

product market,  

financial sector 

reforms 

3. Monitoring 

Unsuccessful 

Second Feb 

2012 

130 

billion 

euros 

1. Restore 

competitiveness and 

growth 

2. Restore fiscal 

sustainability 

3. Secure financial 

stability 

1. Structural fiscal 

reforms 

2. Growth-

enhancing 

structural 

reforms 

3. Monitoring 

Unsuccessful 

Third Aug 

2015 

86 

billion 

euros 

1. Restore fiscal 

sustainability 

2. Safeguard financial 

stability  

3. Restore growth, 

competitiveness, and 

investment 

4. Modernize state and 

public 

administration 

1. Structural fiscal 

reforms 

2. Growth-

enhancing 

structural 

reforms 

3. Monitoring 

Ongoing 

Source: Directorate-General for Economic and Financial Affairs, 2010; Directorate-General 
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for Economic and Financial Affairs, 2012; European Commission, 2015 

Possible Endings of the Greek Sovereign Debt Crisis 

There are various speculations with regard to the possible endings of the Greek 

sovereign debt crisis. As Stiglitz (2016) points out, the future of the euro inevitably has to be 

“more Europe” or “less”, and that leads to one of the three alternatives: the current situation 

of muddling through, the creation of more sound system, or a divorce. The first two would 

see Greece stays within the Eurozone but in two different contexts whereas the third would 

witness the exit of Greece. 

Staying within the Eurozone. One possible outcome is that Greece stays in the 

Eurozone. Generally speaking, both Greece and the Troika prefer Greece to stay. However, in 

this scenario, it could be just that Greece would keep muddling through until the problem 

turns severe once again, or the Eurozone might reform incomplete structure.  

Monokroussos, Stamatiou, and Gogos (2015) mention the possibility of Greece 

continuing staying in the Eurozone, with reforms for both Greece and the EU monetary union 

structure. Their main arguments are that the issues revolving the high Greek indebtedness 

cannot be resolved any better with a GRexit (Greece exiting the EMU), nor could Greece’s 

competitiveness improve should it leave; the enhancement of the Greek economy in essence 

requires full implementation of structural reforms rather than a GRexit. This scenario 

prevents contagion throughout the Eurozone and the world market as a whole, circumvents 
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the expected devaluation of the euro, shuns dangerous bank runs, and prevents a Greek 

default (which thus avoids from setting a precedent for a domino effect).  

Kouretas and Vlamis (2010) suggest that Greece’s departure from the EMU would 

generate a wave of confidence loss in ability of the EU in dealing with its fiscal and 

economic challenges and a loss in confidence could jeopardize the whole European 

integration. For one, if Greece is allowed or even forced to default, there would be contagion 

effect to other Eurozone bond markets and Eurozone financial institutions that have 

significant shares of the Greek bonds, and it would be hard to contain. A real breakout of debt 

crisis in one member country of the Eurozone, in this case Greece, might induce crises at a 

larger scale, involving other Eurozone countries being perceived as fragile and having similar 

budgetary problems (e.g., Spain, Italy, Portugal). Moreover, if Greece defaults, Greek 

commercial banks that hold government debt would be in trouble too.  

While many talk about the possibility of Greece leaving the Eurozone and resuming to 

its own currency, Kouretas and Vlamis’s (2010) do not see it see an easy task. True, 

devaluation would essentially scale down the amount of debt Greece owes, yet it also means 

that Greece would have to generate much more revenues in the future since in absolute term 

the debt would inevitably balloon and Greece would need to rake in the money on its own 

because international capital markets for new loans will be closed for Greece. Greece would 

not be able to borrow money to finance budget and trade deficits. Lastly, they think that too 
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much political capital has been invested in the euro to let it die.  

Overtveldt (2011) suggests that, in this scenario, there are two outlooks: one being that 

everything remains exactly the same, with the creditor countries carrying on lending Greece 

capital, and the other being that a structural reform occurs, in the hope of taking down the 

problem from the core. It is difficult to determine which scenario it would be and it deserves 

close observation. 

To sum up briefly, Greece would stay in the Eurozone if there is strong political will 

from both Greece and the Troika. If the Greek government has the determination to 

implement austerity and reforms, while at the same time being capable of convincing the 

Greek people that it is for the best of the country and the people themselves, and if the Troika, 

too, considers that it is the best scenario that Greece stays and is willing to carry on providing 

financial support to Greece, then Greece stands a great chance of staying in the Eurozone. 

Judging from the political atmosphere in both Greece and Troika in 2015 and 2016, this case 

scenario is highly possible. After all, the Greek sovereign debt ratio to the overall debt of the 

Eurozone in 2015 was a mere 3.5%3. It would not be too difficult economically even if the 

Troika decided to pay back the debt in full for Greece. Therefore, it comes down to the 

political will of both sides. 

Leaving the Eurozone. Some scholars expect a GRexit, suggesting that it is for the best 

                                                      
3 Greece’s overall debt in 2015 was about 326.36 billion euros; Eurozone’s overall debt in 2015 was about 
9440.25 billion euros (Trading Economics).  
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that Greece leaves the Eurozone. For instance, Alcidi et al. (2012) and Roubini (2011) argue 

that in the short term, there is undoubtedly going to be chaos. A longer-term view, however, 

leads to somewhat different conclusions. After the initial overshooting of the exchange rate of 

Drachma, it is likely to return to an equilibrium and growth would slowly resume closing the 

output gap. Similar cases in emerging markets suggest that after ten years nominal GDP 

should return to at least its previous level. Plus, exports are likely to grow at a faster rate than 

that of GDP, thus increasing over time the capacity of the country to service foreign debt 

(Alcidi et al., 2012). These scholars claim that it is more logical to look at the long-term 

effects of Grexit as an exit that is likely to be followed by a U-shape pattern in debt service 

capacity. 

One interesting opinion states that if Greece had declared bankrupt in the first place in 

2010 without inquiring international assistance, the deficit would have had to be slashed to 

0.0 percent overnight. That would have translated to more than 33 billion euros, and that 

would have had to be saved through a corresponding reduction of government spending, 

which connotes that the crisis would have appeared differently if there were not bailouts and 

that Greece was left on its own (Catsambas, 2016).  

In short, no matter what end-game the third economic adjustment program could bring 

forth, it will be one of the three scenarios. Yet, since both Greece and the Troika have 

expressed reluctance of a GRexit, and that the third economic adjustment program is already 
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on the way, in the short run Greece is likely to stay within the Eurozone. 

Concluding Remarks 

The Greek government in 2015 filed for more financial assistance after the assessment 

that it may have to default without new bailout funds. As a result, on July18, 2015, it formally 

requested ESM for more financial assistance. The ESM, after meticulous assessment, 

approved to grant Greece the third round of rescue plans, along with some conditional terms. 

The MOU between the ESM and Greece lays out the four goals that Greece needs to achieve 

in return for the funds: restoring fiscal sustainability, safeguarding financial stability, 

regaining growth, competitiveness, and investment, and establishing a modern State and 

public administration. As this package is still an ongoing program, no one can be certain 

about its future effects. There are, however, presumptions. There are scholars who consider 

that there have been fundamental changes to the situation in Greece so optimistic results 

could be anticipated. Nonetheless, comparing the targets with the factors that hampered the 

two bailouts, one can realize not much change has been made. Either way, though, whether 

the third economic adjustment program would function well this time around, the end result 

falls within one of the three case scenarios: Greece remains in the EMU with systematic 

reforms that are set out for future improvements, Greece remains in the EMU but without 

reforms, or Greece leaves the EMU. The first and second economic adjustment programs for 

Greece, along with the EFSF, had been proven to be a mess. Only time could tell if the third 
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economic adjustment program would turn out to be a success. The Greek sovereign debt 

crisis till now is no longer a mere economic problem. Rather, political considerations are 

deeply involved as well. The result depends heavily on how politicians both in the EMU and 

Greece eventually decide to play it out.  
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Chapter 5. Conclusion 

Summary of Findings 

 The world we live in right now is predominantly a world in which nations are connected 

extensively both politically and economically. Moreover, the line between politics and 

economics has become ever more blurred. For instance, in the first half of the twentieth 

century, nations cared mainly about real “hot wars” with other nations. Yet, in the twenty-first 

century, nations concern more about economic growth and trade disputes. The European Debt 

Crisis that first came to the surface in 2009 is one great example of the emphasis on 

economic. On top of the fact that the euro has already become a currency that is used, traded, 

and kept globally, or sometimes even coveted as a safe investment, the European integration 

is often deemed as the most ambitious regional integration unprecedented in the history. If 

there happen to be problems with the euro, the EMU, or the EU, the world would be 

devastated. Economically, the Euro would become worthless and would have huge impacts 

on international trade and finance, whereas politically, the liberal institutionalism that the 

world economy is based on would suffer a huge blow. Therefore, it is important to understand 

why the crisis happened in the first place and how it could pan out.  

 The European Debt Crisis is an umbrella term that refers to several Eurozone member 

states’ sovereign debt crises. Of all the countries that underwent a crisis, Greece is currently 

the most troublesome. Its share of the entire Eurozone, merely around 2% of EU’s GDP, does 
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not alter the fact that it cannot survive its debt crisis without assistance from other countries 

or institutions. Although Greece is a small country, its departure from the Eurozone could 

generate tremendous ripple effects. In addition, the Greek sovereign debt crisis is still 

ongoing. As a result, this thesis intends to specifically study the Greek sovereign debt crisis.  

This thesis aims at answering three questions: What caused the Greek sovereign debt 

crisis? Why has the crisis not ended after pouring in hundreds of billion euros of rescue 

funds? Will the latest third economic adjustment program solve the crisis?  

 The second chapter deals with the causes of the Greek sovereign debt crisis. In essence, 

there were external and internal factors. For external factors, EMU’s structural defects and 

the 2008 Financial Tsunami were the main contributors. The EMU lacked, and still does not 

have, a common budget and an institution that overlooks member states’ fiscal conditions. In 

other words, the Eurozone member states use the same currency whose value hinges on the 

confidence of its more dominant members such as Germany and France. However, for 

economically weak countries, such as Greece, it poses potential threats since they can borrow 

money just as easily as the big countries but without the same debt service capacity. The 2008 

Financial Tsunami was a catalyst for the crisis. After the Financial Tsunami, people started to 

wonder whether the countries they loaned to before were actually capable of servicing their 

debt. Greece was among those debtor countries. Soon, rounds of repatriation of funds ensued 

and Greece no longer had the money to support its expenditure and pay back its debt.  
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 Nevertheless, Greece could not just shove all the responsibilities to others. It should 

have realized that it was living beyond its means and that it was essentially borrowing to 

support its spending. Worse, it in fact was not capable of earning that much money. In other 

words, were it not for the money borrowed from other countries and institutions, Greece 

would have become bankrupted much earlier. Furthermore, serious problems of tax evasion 

and corruptions were picking at the scabs. These two phenomena were draining the disposal 

funds for Greece.  

 One may ask, should there not at least be some revenues from the money invested? Yes, 

but unfortunately not enough. One facet of Greece’s government spending that was viciously 

criticized was its excessive social welfare system and state-owned enterprises, which in 

general are programs that do not usually promise remunerations. Notwithstanding the Greek 

government plotted to fix the glitches of the welfare system and the state-controlled economy, 

opposition from the vested interests and labor unions was overwhelming. As a result, 

conditions exacerbated and provided the hotbed to the sovereign debt crisis. 

 The third chapter attempts to deal with the failures of the past bailouts. To tackle the 

Greek sovereign debt crisis, Troika activated two economic adjustment programs between 

2010 and 2012, along with the extra rescue funds from the EFSF. The total imbursement 

reached almost 400 billion euros. Regrettably, the crisis went on regardless. In 2015, Greece 

filed for financial assistance for the third time. It is concluded that the reasons that Greece has 
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been mired in its debt crisis for so long were that the bailouts were not calibrated at the core 

problems, nor were they carried out effectively. Moreover, the conditionality was rather 

overly demanding for Greece.  

 The economic adjustment programs did not deal with the structural defects of the EMU 

and was designed mainly for Greece to pay back to the debtors instead of using the rescue 

funds on restructuring its economy or generating future revenue. The chief goal for Greece 

was to achieve a fiscal surplus through austerity, which in essence cut back economic growth. 

The not-long-enough maturity date and the high interest rates also made it more difficult for 

Greece to overcome the crisis.  

 The fourth chapter discusses the third economic adjustment program for Greece that was 

discussed in 2015 and came out in 2016. Parties involved, from both the creditor and debtor 

countries, immediately asked the question of whether this time the program is going to be any 

different, or is it just going to be money wasted again. To find out, this chapter compares the 

terms of the third economic adjustment program to the reasons that made the previous efforts 

in vain, the missing target of the packages, incomplete implementation, too-stringent terms, 

and the recession caused by austerity. 

 The result reveals that generally the third economic adjustment program does not show 

significant changes. It still does not touch upon reforms in the EMU structure. Also, the funds 

are still mainly set to be finding their way back to the creditors; only a minute portion of the 
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funds is believed to be funneled to generating future growth. The path of reaching fiscal 

surplus through austerity is not changed, either. Therefore, the likelihood of recession is still 

high. Luckily, the conditionality in the third economic adjustment program does appear to be 

more generous, which offers a beam of hope for prospective improvements. With regard to 

the implementation of the reforms, though, due to the ongoing nature of the program, there 

can be no assurance as to whether the Greek government would fully dedicate to carry out the 

reforms. Only time will tell and there needs to be a long-term observation.  

Implications 

 Briefly summing up, the thesis answers the research questions. One advantage of this 

thesis is that it compiles the information that scatters around in various publications, and 

provides a relatively comprehensive description of the Greek sovereign debt crisis from the 

beginning in 2009 to 2016. It also lays the foundation for future studies and observations and 

fills the void of research regarding the Greek sovereign debt crisis done by the academic 

community in Taiwan. 

 There are, admittedly, weaknesses for this thesis. First off, the thesis does not take 

reference to any source of information in the Greek language, and thus does not include 

perspectives of the Greek academia and the Greek people who are at the epicenter of the 

crisis and who are influenced the most. The thesis also provides no definite conclusion as to 

how the crisis would end up being like. The Greek sovereign debt crisis is still ongoing and it 
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is not realistic to predict what will happen in the future. The point of views of this thesis are 

so far explorative.  

 Till the end of 2016, there is not yet books or scholarly works that explore the Greek 

sovereign debt crisis in a comprehensive manner. Works that are relevant to the subject matter 

mostly discuss only partial aspects of the crisis. Some explain the causes of the crisis while 

others study the failure of the adjustment programs. If one desires to learn about the crisis, he 

or she needs to study several books and papers. On the one hand, this is probably because the 

crisis is still ongoing and it remains an open-ended topic and that no professionals feel 

motivated to compose one thorough work on this issue. On the other hand, the details 

involved are simply too complicated and too broad to be concluded in one scholarly work. 

For instance, the structural defect of the EMU could already be written into one thesis. 

Nevertheless, this thesis endeavors to compile as much information as possible and contribute 

to readers a comprehensive thesis that could inform about as many facets of the Greek 

sovereign debt crisis, from how it started, to what have been done to fix it, to what might 

happen in the future. It is the intention of this thesis that readers can gain extensive, if not 

full, understanding of the Greek sovereign debt crisis as discussed in this thesis. And while it 

is beyond this thesis’s capacity to induce any policy changes with regard to the Greek 

sovereign debt crisis, this thesis wishes to draw the attention to the interconnectedness of all 

factors that are influencing the crisis. Perhaps policies makers of the adjustment programs 
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could start, instead of keep on pouring money into debtor countries, contemplating initiating 

reforms on the EMU structure, or perhaps the Greek officials could stop criticizing external 

forces for causing the seemingly everlasting pain and debt but to reflect on its own behavior 

and begin mending the mistakes. The world should also recognize that the crisis is not only 

Greece or the EU’s business. As suggested throughout this thesis, the world is extremely 

interdependent nowadays and that every person could be affected should there be 

deterioration of the Greek, or more broadly the European, sovereign debt crisis.  
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