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I. Introduction 

The financing of government activities and programmes remain a necessity all year round. No government 

whatsoever, irrespective of its country’s status either as developed or developing can claim to be self-sufficient 

let alone having every now and then the much needed capital to the pursuit of economic growth and development. 

As a state’s central government would be experiencing from time-to-time a dearth in public finance, the borrowing 

of short, medium and long term loans from financial institutions and sovereign entities abroad becomes a fiscal 

policy option which more often than not is resorted to in times of budget deficit (Ogunnoiki, 2016).  

External debt or foreign debt as some would preferably have it called, are the outstanding loans incurred by the 

central government of a state. “The debt includes money owed to private commercial banks, other governments, 

or international financial institutions such as the International Monetary Fund (IMF) and World Bank (WB)” 

(Haleeb, 2015). “External debt is an important source of finance mainly used to supplement the domestic sources 

of funds for supporting development and other needs of a country. Usually external debt is incurred by a country 

which suffers from shortages of domestic savings and foreign exchange needed to achieve its developmental and 

other national objectives. However, if the external debt is not used in income-generating and productive activities, 

the ability of a debtor nation to repay the debt is significantly reduced” (Siddique, Selvanathan and Selvanathan, 

2015). 

“‘The Eurozone’ is the nickname commonly used to describe the member states that use the EU’s single currency, 

the Euro. The idea of creating a single currency for the European Community was first mentioned in the 1970 

Werner report, which led to the establishing of the European Monetary System (EMS), the forerunner of the 

Economic and Monetary Union (EMU)” (Clarke and Darley, 2010). In the month of February, 1992, “European 

leaders signed the Treaty on European Union (also known as the Maastricht Treaty), laying the foundation for 

monetary union and adoption of the euro. (Dadush et al., 2010). Three years later, the ‘Euro’ as the official name 

for the common currency of the E.U was adopted in Madrid, Spain. Taking a step further, eleven European 

countries agreed to denominate their currencies to the single currency on January 01, 1999 (Anand, Gupta and 

Dash, 2012). However, the Euro coins and banknotes were not in circulation in the Euro Area until January 01, 

2002. 

“The euro zone’s sovereign debt crisis is currently the biggest uncertain factor for the future of the European 

economy and even the global economy” (Haibing, 2012). “In 2007, the world bore witness to the worst economic 

crisis since the Great Depression in the 1930s. With the fall of the Lehman Brothers in 2008, fears began to spread 
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that the Eurozone would soon be affected, too. The ongoing Eurozone Crisis, which began in 2009, has entailed 

economic turmoil throughout the European Union (EU) with problems such as increased unemployment, slow 

economic growth and rising public debt levels” (Shuttleworth, 2014). “The global economic crisis has without 

doubt been the most important international event of the last three years and it will profoundly shape the future of 

the European Union as well as that of the EU’s member states” (Di Quirico, 2010). This paper therefore, for the 

sole purpose of explicitly pointing out the effect of the Eurozone debt crisis on E.U member states economic 

growth has, been compartmentalized into the following sub-headings: statement of the problems, theoretical 

framework, literature review, the root causes of the Eurozone debt crisis, remedies adopted at resolving the 

Eurozone debt crisis, the Eurozone debt crisis and its impact on E.U member states economic growth: a case study 

of Greece, conclusion and lastly recommendations. 

 

II. Statement of the Problems 
To state the obvious, a sovereign debt crisis first and foremost hampers the economic growth as well as the 

economic development of any state experiencing a debt overweight as clearly seen in the Eurozone in recent years. 

This is so because, a large amount of government revenue are earmarked to the servicing of accumulated external 

debt as provided for in the country's budget thus leaving the government in power with little or no capital for 

domestic savings let alone investment for economic growth and development purposes.  

The second challenge to have emerged from the problematic sovereign debt crisis in the Eurozone is the hardship, 

suffering and in general, the deteriorating living conditions the citizenry of indebted Eurozone member states have 

had to endure as a result of the stringent austerity measures of spending cut and tax hikes as recommend by 

neoliberal international creditors to their cash-strapped government. 

On the political scene, the sovereign debt crisis bedeviling a number of Eurozone member states has thirdly 

undermined the stability and continuity of government. What we have seen over the years in the Eurozone is a 

case of incumbent government denied a return to power as well as political leaders unable to finish their term in 

office for reasons related to the Eurozone debt crisis. For example, Prime Minister Silvio Berlusconi of Italy and 

George Papandreou of Greece both resigned from office in November, 2011 while President Nicolas Sarkozy of 

France was denied a second term in office as he lost at the polls to Franҫois Hollande in 2012.   

Lastly, the current psycho-social problems in a number of Eurozone member states are also a corollary of the 

Eurozone debt crisis. Owing to the Eurozone debt crisis, cases of depression, suicide, labour strikes and civil 

unrest have been reported over the years. In Greece to start with, labour strikes especially by railway workers 

which has paralyzed public transport in urban areas have made the news headlines of media houses. But that is 

not the only problem attributed to Greece debt crisis. Also, the “suicide rate in Greece has doubled during the past 

three years” (Hall, 2013). On the other hand, Italy as another indebted country in the Euro Area, have had its fair 

share of police-protesters clash in their country. “In Milan, riot police used their batons against students who 

spray-painted shops and banks and threw firecrackers” (Squires, 2011). Still in Italy, law enforcement officers 

arrested a 49-year-old man by the name Mr. Preiti who single handedly carried out the shooting spree that injured 

both civilians and policemen on the watch as the newly formed government of Prime Minister Enrico Letta was 

been sworn-in at the Presidential Palace in 2013. “Prosecutors said Mr. Preiti, an unemployed man from the 

southern region of Calabria acted out of anger with politicians” (Channels4 News, 2013) over the Italian 

government austerity measures that cost him his job. 

 

III. Theoretical Framework 

“There is a great deal of empirical evidence that high government debt hampers economic growth and discourages 

capital accumulation. The theoretical argument is that high debt levels erode public finances and lead to expected 

future increases in distortionary taxation. In addition, high and still growing public debt may increase nominal 

and real interest rates. Higher interest rates crowd out private investment, generating a snowball effect in which 

slower growth leads to even higher debt and higher interest expenditures, which are then financed by additional 

debt. The end result is a vicious cycle detrimental to economic growth and the sustainability of public finances. 

Accordingly, this triggers capital outflows and, in some occasions, a banking or exchange-rate crisis” (Herzog, 

2012). In international economics, the theory that best captures this assertion in detail is none other than the ‘Debt 

Overhang Theory’ as propounded by Stewart C. Wyner, Paul Krugman, Jeffrey Sachs and a host of others. 

“According to the debt overhang theory, when countries have higher external debt to GDP ratio, they may find 

relatively less funds available to provide an environment conducive for business and promote investment, which 

further deteriorate the current level of economic growth” (Hassan and Mamman, 2013). “The debt overhang arises 

in a situation in which the debtor country benefits very little from the return to any additional investment because 

of debt service obligations. When foreign obligations cannot be fully met from existing resources and actual debt 

payments are determined by some negotiation process between the debtor country and its creditors, the amount 

of payments can become linked to the economic performance of the debtor country, with the consequence that at 

least part of the return to any increase in production would in fact be devoted to debt servicing. This creates a 

disincentive to investment from the point of view of the global interest of the debtor country” (Borensztein, 1990). 
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Drawing from the above postulation, a debt overhang debt can be perceived as “an episode where the gross public 

debt/ GDP ratio exceeds 90 percent for five years or more (Reinhart, Reinhart and Rogoff, 2012). It is also a 

situation when “the expected present value of future country transfer is less than the current face value of its debt” 

(Krugman, 1988). In order words, “if debt will exceed the country’s repayment ability with some probability in 

the future, expected debt service is likely to be an increasing function of the country’s output level. Thus some of 

the returns from investing in the domestic economy are effectively ‘taxed’ away by existing foreign creditors and 

investment by domestic and new foreign investors, is discouraged” (Claessens et al., 1996).  

“The debt overhang hypothesis basically indicates that the accumulated debt acts as a tax on future output, 

discouraging productive investment plans of the private sector and adjustment efforts on the part of governments. 

In a sense, foreign debt acts like a tax when the debt situation is such that given any improvement in the economic 

performance of the indebted country, part of gains goes to higher debt repayments; that is, creditors receive part 

of the fruits of increased production or exports by the debtor country” (Karagöl, 2004). 

 

IV. Literature Review 
“The economic literature on sovereign debt has enjoyed an explosive comeback in recent years. After thriving in 

the 1980s, research on sovereign debt had gone out of fashion in the second half of the 1990s; perhaps because 

the financial problems of developing countries seemed to have moved elsewhere, toward privately issued debt 

and liquidity crises. A new generation of sovereign debt crises, beginning with Russia’s default in August of 1998, 

returned sovereign debt to center stage, challenged some old ideas, and raised new questions” (Panizza, 

Sturzenegger, and Zettelmeyer,  2009). 

  

“Sovereign debt has been a focus of discussion in international law and international relations since capital 

markets first opened to sovereigns in the credit fairs of Italy” (Lienau, 2008). For international law, the basic 

concern remains the legal argument for the non-transfer of a despotic ruler’s ‘odious debt’ to a succeeding 

government on the grounds that such loans borrowed during the regime of the dictator were never incurred in the 

interest of their countrymen and women. International Relations on the other hand, particularly the field of 

International Political Economy (IPE) and International Economics, focuses on foreign debt incurred by the 

central government of states for economic growth and development purposes.  

 

“Countries resort to external debt due to various reasons such as financing development projects, meeting short 

term obligations, meeting long-term obligations, access to foreign currencies, buying of equipment etc. Whatever 

the reason or motivation is, the external debt so accumulated creates liability on part of the country to pay the 

amount” (Rashid and Arslan, 2014). At this juncture, it would be appropriate to clarify what is meant by a 

‘sovereign debt crisis’ before any further review of relevant literatures in this paper. By sovereign debt crisis “we 

mean a condition whereby a country has accumulated so much debt that it can no longer sustain the management 

of the debt, resulting in severe distortions and contradictions in the domestic political economy” (Adejuwon, 

Kehinde and Soneye, 2010). “It is also a situation where a country uses a high proportion of its foreign exchange 

earnings to service this debt and still scouts for more loans to enable it meet urgent and pressing domestic 

obligations” (Mimiko, 1997). In all, a sovereign debt crisis occurs “when either a country defaults or its bond 

spreads are above a critical threshold” (Pescatori and Amadou, 2007).  

 

“In late 2009, the then recently appointed Greek Prime Minister George Papandreou announced that previous 

governments had failed to reveal the true size of the nation’s deficits. Greece’s debts were larger than had been 

reported. After that, the Portuguese, Spanish and Italian public debts also became a matter of concern because 

their government debt/GDP ratios were near to the Greek one” (Beker, 2014). “Since 2010, the euro zone (EZ) 

has suffered a sovereign debt crisis. Although its effects have been felt by all countries that share the single 

currency, due to their high level of financial interdependence, the crisis has hit those in the south hardest, i.e. the 

countries of the Mediterranean Basin (and Portugal)” (Steinberg, 2012). 

 

“Several models dominate the analysis of the Euro crisis: At first, it was believed to be a public debt crisis. 

However, financial markets quickly also worried about private debt which was accumulated during the previous 

boom. The Euro crisis became a banking crisis. When it appeared that many banks had become vulnerable because 

they had lent excessively to member states with large current account deficits, the analytic focus shifted to 

macroeconomic imbalances” (Collignon, 2013).  

 

“The political and economic interpretation of the Eurozone crisis differs significantly. In political terms, the 

Eurozone crisis is often portrayed as a case of fiscal profligacy and moral hazard issues. Public overspending by 

spendthrift governments followed political convenience and the political business cycle. Low interest rates and 

enhanced credit rating, due to EMU membership, enabled governments, that had previously had restricted access 

to capital markets, new avenues for public spending. When the sovereign debt crisis hit in 2010 and bail-outs were 
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required to prevent defaults, the political response was to demand austerity and strict compliance with debt brakes 

from these governments. In economic terms, the Eurozone crisis is commonly understood as a consequence of 

economic imbalances within the Eurozone, combined with a banking crisis that followed the financial meltdown 

in 2008” (Hassel, 2014). 

 

 

Figure 1 The Euro’s Three Crises 

 
Source: Shambaugh (2012). The Three Euro’s Crisis. 

 

“Since the start of the global financial and economic crisis in 2008, Portugal has experienced a prolonged recession 

resulting in the most significant deterioration in the labour market and social situation in its recent history”(ILO, 

2014). “Portugal’s crisis is more closely associated with low growth in the pre-crisis period (as is Italy’s) rather 

than an unsustainable boom associated with a dramatic acceleration in credit growth” (Truman, 2013). “After 

recording the best performance in seven years in 2007, the Portuguese economy continued to grow positively 

during most of 2008. Indeed, it was only in the last quarter of 2008 that GDP declined, but even then the major 

drag to growth came from exports, as internal demand remained bullish”(Peirera and Wemans, 2012). “When the 

economic crisis hit Portugal in 2008, private capital flows suddenly stopped….The Portuguese banks, deeply 

exposed to the sovereign debt of their own government, cut loans to firms, and the feedback loop from lower 

economic activity into lower tax revenue and higher sovereign risk left Portugal in a deep recession and with a 

banking sector in urgent need of recapitalization” (Villaverde, Garicano and Santos, 2013).  

 

“Among the countries currently experiencing sovereign debt crises, Ireland’s case is perhaps the most dramatic. 

As recently as 2007, Ireland was seen by many as top of the European class in its economic achievements. Ireland 

had combined a long period of high economic growth and low unemployment with budget surpluses. The country 

appeared to be well placed to cope with any economic slowdown as it had a gross debt-GDP ratio in 2007 of 25% 

and a sovereign wealth fund worth about €5000 a head. Fast forward four years and Ireland is shut out of sovereign 

debt markets and in an EU IMF adjustment programme. Its debt-GDP ratio has soared over 100% and the 

sovereign wealth fund is effectively gone” (Whelan, 2011). 

 

“The fall of the Celtic Tiger during 2008–10 is a story of four interrelated crises. It was initiated by the collapse 

of the property market which precipitated both a banking crisis and a fiscal crisis, and which then combined to 

cause the fourth element, the fiscal crisis. The property market crisis resulted from the collapse of a classic asset 

bubble. The bubble involved massive overvaluations driven by the general view that property represented the 

fastest and easiest way towards wealth and that, at worst, a ‘soft landing’ for the market would result. It was 

financed by a banking system that over-lent, a system that equated profits with the maximization of loan sales, 

that abandoned portfolio diversification in favour of concentrating on lending to the property and construction 

sector and that neglected treasury management and the principle of maintaining a reasonable balance between its 

deposit base and lending. The Irish banks were able to access international wholesale funding – this in turn a 

function of the international savings glut - in apparently limitless amounts and at very low interest rates. At the 

same time, they faced little or no effective domestic financial regulation, an environment in part gestated by the 

economic ideology mentioned above that triumphed the efficiency of markets and the rational expectations of 
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transactors leading to the view that markets could self-regulated or at worst only needed some light touch 

regulation” (Murphy, 2013). “By late 2008, the collapse in construction activity was apparent and the world 

economy was entering a severe recession. Irish real GDP declined by 3.5 percent in 2008 and by 7.6 percent in 

2009. Despite having had years of budget surpluses, Ireland was suddenly facing a yawning fiscal gap. Indeed, it 

was apparent by early 2009 that, without fiscal adjustments, Ireland was heading for deficits of as large as 20 

percent of GDP” (Whelan, 2011). “By 2010, Ireland’s debt-to-GDP ratio was 93 percent, and its deficit-to-GDP 

ratio was over 30 percent” (Martin and Waller, 2012).  

 

Like Portugal and Ireland, Italy also has a history of her own on how the country’s external debt burden came 

about. It is on record that Italy’s external debt was on the high side long before the Eurozone debt crisis surfaced 

in 2009. “In 2007, the general government debt to GDP ratio was already 103.1, second only to Greece, and well 

above the 60% Maastricht criterion. However, nobody worried at that time for the Italian public debt and the 

Italian government had no problem refinancing it” (Beker, 2014). “In Italy there are a few large banks and many 

small and medium-sized banks operating on a regional scale. The crisis touched the larger banks, which lost funds 

as a result of the Lehman Brothers crash, or found their assets devalued by the stock-market collapse”(Di Quirico, 

2010). 

 

“Spain’s current crisis is an example of how the Euro zone problem is not merely a problem of over-borrowing 

by governments that lacked fiscal discipline. Italy, Greece and Portugal may have all over-borrowed, but up until 

2008 and when the crisis hit, the Spanish government had kept its borrowing under control. Complying with the 

strict requirements mandated by the Maastricht Treaty, by 2005 Spain was keeping government spending under 

control and was even reporting budget surpluses. Whereas the government resisted the temptation of cheap credit, 

when Spain entered the Euro, many of its citizens and businesses did not. As a result of the low long-term interest 

rates that Spain faced due to the entry to the Euro, many businesses and individuals took on more debt than they 

could afford given the low cost of private credit” (Cardenas, 2013). The Spanish sovereign debt crisis that broke 

out following years of economic prosperity, was as a result of the real estate ‘bubble burst’, a sector of the Spanish 

economy that contributed immensely to its economic growth as was financed by Spanish banks (Cajas). “When 

housing prices fell, the banks, which financed the housing sector, were unable to repay their loans to the 

international lenders. Governments responded forcefully to the intensification of the financial crisis. At first, 

measures had focused on the selective bailout of ailing systemic banks, supplementing the actions of central banks 

to prevent liquidity problems in the banking sector from becoming insolvency problems. However, the risks of 

financial collapse and the increasingly evident and heightened prospect of global recession led to the widespread 

approval of plans to support the financial sector and to boost aggregate demand via fiscal stimulus. The breadth 

of the measures adopted and the volume of resources mobilized were on an unprecedented scale. The effect of the 

crisis raised the government’s relative net debt ratio to 1.65 for 2009/2007 from 0.53 for 2007/1998” (Stein, 2011). 

“As far as unemployment is concerned, the available data is very alarming….Between 2007 and 2010, the 

unemployment rate in Spain rose from 8.3% to 20.1% (11.8 percentage points), whereas in the euro zone the 

increase was less accentuated merely from 7.5% to 10.1% (2.6 percentage points)” (Carballo-Cruz, 2011). 

 
V. The Root Causes of the Eurozone Debt Crisis 

“The eurozone crisis cannot be explained through one single factor; a collusion of myriad elements ensured the 

spiralling from a small crisis in Greece to one engulfing the whole of the eurozone and the EU” (Flott, 2012). 

Averring to this assertion, the myriad factors to have caused the Eurozone debt crisis would explicitly be addressed 

in the paragraphs below.   

 

First and foremost, the Eurozone was “an arrangement that some economists believe was doomed from the start” 

(The New York Times, 2016). From the outset, the European Central Bank (ECB) was to function as the controller 

of the zone’s monetary policy. But the institution that would primarily be in charge of regulating the fiscal policy 

and annual budget of member states was not provided for. This loophole in the founding of the Eurozone vis-à-

vis the regulation of Eurozone countries fiscal policy and budget gave room for government excessive borrowing 

and citizens’ tax evasion which contributed to the outbreak of the Eurozone debt crisis. 

  

Secondly, the exchange risk removal equally caused the sovereign debt crisis in the Eurozone. The “removal of 

exchange rate risk inside the eurozone encouraged massive sums of capital to flow from thrifty countries in the 

‘core’ to countries in the ‘periphery’ (where private investors thought the rates of return were higher). The influx 

of foreign capital cut borrowing costs in the periphery, encouraging households, firms and governments to spend 

more than they earned. The result was an explosion of current-account imbalances inside the eurozone” (Tilford 

and Whyte, 2011).  
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Thirdly, the low interest rate on loans in the Eurozone is another notable factor that triggered the Eurozone debt 

crisis. As “the public and private sectors in the periphery countries took advantage of access to new, cheap credit, 

the capital inflows were not always sufficiently used for productive investments in the economy that could 

generate the resources with which to repay the debt. As a result, debt levels started rising. In some countries, this 

debt was concentrated in the public sector, such as in Greece, where public finances were severely mismanaged. 

In other countries, debt accumulated in the private sector—such as in Ireland and Spain, which had serious banking 

and real estate bubbles. The unsustainable nature of these debts was exposed during the global financial crisis of 

2008-2009, when capital markets froze up and it became difficult for governments, households, and firms to 

access new loans and roll over existing debt” (Nelson, 2012). 

 

Fourthly, the Eurozone debt crisis was inevitable owing to the inadequate measures put in place at curbing a 

probable Eurozone debt crisis. Most notable was the failure to establish a centrally run banking union to 

accompany monetary union, and the failure to designate a Lender of Last Resort (LOLR) for sovereign borrowers. 

A Lender of Last Resort is an institution with the authority and resources to provide funding to otherwise solvent 

borrowers suffering from liquidity problems. The purpose of an LOLR within a monetary system is to prevent 

liquidity problems degenerating into solvency crises (McDonnell, 2012).  

 

Fifthly, the trade imbalance between the Eurozone core and peripheral countries also precipitated the Eurozone 

debt crisis. “Those seeking deeper causes for the crisis often fasten on the rising imbalances in payments across 

Europe, as Germany built up large current account surpluses and the peripheral member states deficits. The 

southern Europeans were buying more from northern Europe than they sold there, and financing those purchases 

with loans from the north….On this basis, many claim that southern Europeans used the first decade of the euro 

to live beyond their means without taking enough steps to keep their economic competitiveness” (Hall, 2013). 

“So, countries like Greece, Ireland and Spain, who were growing strongly and buying lots of imports, were also 

becoming less competitive internationally. The result was that a large trade deficit had to be funded by high levels 

of public and private borrowing (which had become cheaper)” (Harari, 2014). 
 

Lastly, the Eurozone crisis broke out as a result of the institutional weakness of the E.U in closely monitoring 

banks lending as well as borrowing states government in the Eurozone. The authorities of the Eurozone, since it 

was created, have been able to come up with the necessary rules that would ensure both the stability of the Euro 

and the zone for many years to come. For example, the Growth and Stability Pact (GSP) stipulates that a state’s 

annual budget deficit should not exceed 3% of its GDP while its national debt must not be more than 60% of its 

GDP. These rules entrenched in the Growth and Stability Pact (GSP) were being flouted with impunity by some 

Eurozone countries which piled up an unserviceable external debt. For instance in the year 2013, Greece sovereign 

debt threshold was put at 120% of its GDP. By 2015, Greece external debt was over €300 billion which when 

approximated is 180% of its GDP. This recent debt-to-GDP ratio of Greece thus makes it the number one most 

indebted state in the Eurozone.  

 
VI. Remedies Adopted at Resolving the Eurozone Debt Crisis 

Following the outbreak of Eurozone debt crisis, the idea of having in place a temporary financial mechanism to 

assist cash-strapped governments sprang up in the monetary union. This came to reality with the establishment of 

the financial mechanism called the European Financial Stability Facility (EFSF) in June, 2010. The primary 

objective of the EFSF was “to preserve financial stability in the Eurozone by providing a source of lending to 

Eurozone member states shut out of the sovereign bond markets” (McDonnell, 2012).  

 

Still in the year 2010, another temporary financial mechanism - the European Financial Stabilization Mechanism 

(EFSM) was founded. “Accordingly, the European Financial Stabilization Mechanism and the European Financial 

Stability Facility were imposed with the purpose of enabling the Commission and its member states to guarantee 

the loans of most fragile states that were in financial distress and to grant them bilateral loans which amounting 

to €780 billion. Furthermore, this commitment also authorized the Commission to intervene in the primary and 

secondary debt markets and the finance recapitalization of financial institutions through loans to governments” 

(Ullah and Parvez, 2014). In due time, both temporary EFSF and EFSM were replaced by the permanent European 

Stability Mechanism (ESM) with a lending capacity of €500 billion to government with severe financial 

challenges in the Eurozone. With the treaty of ESM duly ratified by Eurozone member states, the ESM came into 

force on October, 2012.  

 

The ‘Troika’ (i.e the International Monetary Fund, European Central Bank and the European Commission) on the 

other hand has been playing the role of ‘international creditors’ to indebted countries in the Eurozone. In May, 

2010, Greece received its first bailout loan to the tune of €110 billion, in November, 2010, Ireland got €85 billion, 

while Portugal received €78 billion upon her request in April, 2011. Spain and Italy unlike the others got instead 
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the purchase of its government bonds. Again, Greece received a rescue loan of €130 billion in 2012. But by the 

year 2014, Ireland and Portugal were no longer in need of further bailout loans and so, existed the bailout 

programme having carried out major economic reforms. In 2015, Greece third bailout loan to the tune of €86 

billion was withheld by the troika following stalled negotiations with Prime Minister Alexis Tsipras led 

government of the left-wing Syriza Party over further cuts in government spending, income tax raise and the 

privatization of government assets. Without the badly needed fund, Greece made history by becoming the first 

developed country to default on its debt obligation of €1.6 billion to the IMF which was due as at June 30, 2015.  

 

However, Greece leftist government made a U-turn some days after the July 05, 2015, referendum (that ended 

with a majority 62% ‘NO’ vote to fresh rescue loans) to clinch a deal of harsher austerity measures as approved 

by the Greek parliament with the international creditors of which Greece was expected to maintain before 

accounting for interest, a 3.5 % budget surplus of GDP till 2018. This timely move by the government at Athens 

averted what would have been a catastrophic ‘Grexit’ out of the Euro Area and a further slide into recession. 

Greece accordingly received € 7.16 billion in July, 2015. From the ESM, Greece got the bailout loan tranche of 

€7.5 billion out of €10.3 billion in the month of June, 2016. It would be getting the remaining €2.8 billion having 

effected further economic reforms.  

 

So far so good, the bailout programme has managed to prevent the collapse of the Eurozone as well as a default 

by indebted states on their debt obligations. Despite these notable successes of the programme, the Eurozone debt 

crisis is far from being over. Presently, there are worries in some quarter over Italy, the country with the second 

largest external debt put at 133% of its GDP as at 2015. The fear is that after Greece debt crisis has abated, Italy 

might be next if no tangible improvement in its economic growth is recorded any time soon. 

 

VII. The Eurozone Debt Crisis and its Impact on E.U Member States Economic Growth: A Case 

Study of Greece 

“The outbreak of the Euro area debt crisis made people realize once more that the immense growth of the public 

debt levels as well as the debt to GDP ratios has, in many parts of the world, turned out to be a serious problem” 

(Qiu, 2010). “As of early 2010, the crisis in Europe mutated from a banking crisis into a sovereign debt crisis 

threatening the credibility of the world’s second most important reserve currency, the euro” (Overbeek, 2012).  

 

“The Greek fiscal crisis that erupted in the autumn of 2009 created unprecedented challenges to both the 

governance of the ‘euro area’ and of Greece” (Featherstone, 2011). “With little doubt, the last three years have 

seen for Greece one of the most astonishing reversals of fortunes a country has ever experienced. For about ten 

years beginning in the mid-1990s, Greece seemed almost unable to do anything wrong. The country was growing 

at amazing rates, by some 4.5% per year, a performance surpassed within the European Union only by 

Ireland….But it happened. Behind this flashy picture, structural problems persisted in the Greek economy, politics 

and society: problems of clientelism and corruption, problems of policy making and governance, and problems of 

competitiveness (a weak industrial base, strong product market rigidities and a mounting current account deficit)” 

(Monastisriotis, 2013). 

Graph 1 Greece GDP Per Capita 

 
Source: www.tradingeconomics.com – World Bank (2015) 

  

“In the summer of 2009, a new Greek government took power. At the time, Greece was believed to have a deficit-

to-GDP ratio of just under 4 percent, while its debt-to-GDP ratio was about 125 percent. After inspecting the tax 

http://www.tradingeconomics.com/
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and spending data, the new government realized that the statistics were flawed: The deficit-to-GDP ratio was not 

just under 4 percent but rather just under 16 percent. Although everyone suspected the Greeks were misleading 

the markets with their fiscal numbers, no one thought it was this severe” (Martin and Waller, 2012). Consequently, 

international investors holding Greece bonds lost confidence in the creditworthiness of the Greek government. 

“Suddenly, Greece was shut out from borrowing in the international financial markets. By the spring of 2010, it 

was veering toward bankruptcy, which threatened to set off a new financial crisis” (The New York Times, 2016). 

 

“Greece is facing an extremely severe economic crisis whose magnitude is comparable, if not worse, to the Great 

Depression. Between 2008 and 2013 real GDP fell by 23% and the unemployment rate reached 27.5% in 2013, 

almost four times the 2008 level. (Galenianos, 2015). The reckless borrowing of previous Greek government no 

doubt caused the debt situation the country is currently dealing with which has not only plunged Greece economy 

into a recession but also brought hardship, poverty and unemployment upon its citizenry owing to cuts in 

government spending particularly on pension for retirees as well as through the fiscal policy of tax raise. Presently, 

Greece accumulated debt has to a great extent hindered its economic recovery. But Greece humongous sovereign 

debt is not all that has weakened the economic performance of the country. On the other hand, the austerity 

measures to have been recommended by the neoliberal international creditors have equally hampered its economic 

growth on the short run.  “Greece has been kept from bankruptcy since 2010 by two EU/International Monetary 

Fund bailouts totaling 240 billion euros but its economy has shrunk by 25 percent, partly due to austerity measures 

imposed by leaders” (VOA News, 2015). “According to the European Commission, Greece’s economy is this 

year set to shrink by 0.3 percent, continuing a slide uninterrupted since 2009 except for 2014” (Duperry, 2016) 

 

VIII. Conclusion 

The painful experience of the Eurozone debt crisis most definitely would not be forgotten anytime soon, at least, 

by the indebted member states of the monetary union. As accentuated over this paper, the economic downturn of 

Greece coupled with the deteriorating living conditions of it citizenry since the 2008 economic meltdown are the 

consequences of its fat debt-to-GDP ratio and the austerity measures that followed. In the context of the Eurozone 

debt crisis, Greece unsustainable external debt has had nothing order than a negative effect on its economic 

growth. Owing to Greece worrisome debt profile, public funds that could have been utilised to improve the 

economic performance of Greece are been diverted to the servicing of the country’s debt obligations. At the 

moment, getting Greece out of economic recession remains paramount. This daunting task before the government 

at Athens would require that it takes sooner than later, tough but well calculated policy actions which would not 

only reduce its external debt stock immensely but also set Greece once again on the path of economic growth.  

 
IX. Recommendations 

While the search for a lasting solution to the Eurozone debt crisis is still ongoing, the following recommendations 

below have been put forward for the consideration of the citizens and incumbent government of indebted states 

in the Eurozone, particularly Greece, as well as for the decision-makers of the European Union in order to deal 

not only with the protracted sovereign debt crisis bedeviling the Euro Area but also to forestall such from occurring 

in the future that could, jeopardize the entire ‘European Project’. 

i) The E.U is to address its structural weakness vis-à-vis monitoring the implementation of all existing rules 

and regulations of the zone e.g the Growth and Stability Pact (GSP) by member states. 

ii) The appropriate Eurozone authority is to be vested with the power to fine-tune the annual budget and 

fiscal policy of member states when necessary. 

iii) Desist from running the country beyond its means.  

iv) The ECB should henceforth monitor closely and control the reckless lending of banks in Eurozone 

member states. 

v) Store up capital in the country’s foreign reserves during years of national income surplus for the purpose 

of cushioning the effect of unforeseen economic doldrums. 

vi) Tackle the problems of mismanagement of public funds, corruption, and tax evasion by country men and 

women. 

vii) Make available from time-to-time a concise and accurate report on debt-to-GDP ratio for the international 

financial market.   

viii) Avert future mass protest, civil unrest and the loss of irreplaceable lives by updating regularly the 

citizenry before and during when the situation of the economy gets worse. 

ix) Export more and import less in order to bolster trade competitiveness. 

x) Improve the state’s economic growth by creating a favourable environment for prospective foreign 

investors to do business in.  

xi) Elect and support the government of technocrats who are capable of resolving the debt crisis. 

xii) Implement only structural reforms that would improve the state’s economic performance on the short 

and long run. 
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