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An overview of Greece’s financial crisis and 
its implications 
Summary

Greece’s economy has shown resurgent 
growth since its multi-year crisis of 2009–
2018. External financial support and Greece’s 
unprecedented fiscal adjustment were 
essential in reversing the country’s recession. 
There is now thought to have been an initial 
overemphasis on fiscal consolidation and an 
underemphasis on growth-enhancing reforms. 
However, a rebalancing to the tradable, 
export-oriented sectors augurs well. Further 
diversification of the economy towards a 
digital, knowledge-based and export-led 
growth model will be key to building resilience 
to future shocks. The country’s wide-ranging 
structural reform agenda – which has boosted 
inward investment and trade – holds lessons for 
potential policy interventions for Sri Lanka.

1.1 	 Introduction: the implications 
of Greece’s financial crisis

Since its debt crisis, which lasted from 2009 to 
2018, Greece has shown significant recovery, 
and is now thought by some, to represent an 
economic success story (The Economist, 2023). 
Greece’s inward investment and its trade-
to-gross domestic product (GDP) ratio have 
accelerated significantly, the latter surpassing 
those of many of its European counterparts. 
Greece’s fiscal consolidation and wide-ranging 
structural reform agenda – which have boosted 

inward investment and trade – hold lessons for 
potential policy interventions to aid Sri Lanka 
with its recovery.

Following the 2008 global financial crisis, 
Greece’s long-standing macroeconomic 
imbalances and institutional shortcomings 
became evident. Debt-led consumption growth, 
in both the private and the public sector, was 
compounded by fiscal mismanagement. The 
country’s underreporting of its fiscal deficit 
was the trigger for its crisis in 2009. Meanwhile, 
Europe’s lack of a banking union at the time and 
the ambiguity of the European Central Bank’s 
(ECB’s) role as lender of last resort exacerbated 
the crisis (Wyplosz, 2017).

Greece’s crisis experience was unique and 
unprecedented in that it occurred in the context 
of its membership of the Economic and Monetary 
Union of the EU – which both constrained its 
policy options and enabled its recovery. The lack 
of an independent exchange rate narrowed policy 
options but, at the same time, Europe’s institutions 
ultimately facilitated and financed Greece’s 
stabilisation while it embarked on its fiscal and 
structural adjustment. 

Both the magnitude of Greece’s fiscal indebtedness, 
and the ‘sudden stop’ (see Calvo, 1998) associated 
with the spike in risk aversion linked to its 
funding ability, induced the need for a prolonged 
macroeconomic adjustment (Gourinchas et al., 
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2016). EU financial support (totalling approximately 
€256.6 billion between 2010 and 2018) represented 
0.29% of euro area GDP (Council of the EU, 2018). 
This paper examines the timeline of Greece’s 
multi-year crisis and its interplay of reforms, 
including fiscal adjustment, competitiveness, debt 
renegotiation and banking consolidation.

1.2 	 Greece’s financial crisis: issues 
and challenges

The magnitude of the financial assistance to 
Greece, in the form of guarantees and three 
significant bailout packages totalling $330 billion, 
owed in part to the systemic nature of the 
country’s crisis. What is more, the International 
Monetary Fund (IMF) rewrote its rule book 
(Papaconstantinou, 2016) and altered its lending 
terms. Greece’s government debt overhang 
remains an ongoing risk to its outlook. It 
continues to maintain a twin deficit in its current 
and fiscal accounts.

Greece’s bailout packages, in 2010, 2015 and 
2017, were necessitated by a number of policy 
developments, including overly optimistic debt 
projections by domestic authorities, an initial lack 
of debt restructuring, the growing difficulty of 
borrowing in the capital markets and domestic 
resistance to austerity. Greece’s debt position 
was stabilised while it undertook an unprecedent 
fiscal adjustment.1

Greece’s first IMF–EU bailout package, in 2010, 
encompassed its first economic adjustment 
programme, worth €110 billion ($146 billion), 
and was predicated on a new blueprint for 
recovery. Cuts in benefits and wages were 
expected to boost investment-led growth (IMF, 

1	 Personal communication with Professor Georgios Papakonstantinou, 22 February 2024.
2	 Greece’s export share typically exhibited limited value-added potential; this is similar to the export patterns of low-

income countries given the focus on raw materials and labour-intensive goods (Schrader et al., 2016).

2010). Greater trade was targeted, though 
an export-led recovery failed to materialise 
(see de la Maisonneuve, 2016) and economic 
transformation remains a priority.2

Greece’s second bailout package, in 2012, worth 
€130 billion ($172 billion), included a significant debt 
write-down for private bond-holders in exchange 
for a reduction in the debt-to-GDP ratio from 160% 
to 120.5% by 2020 – the largest such restructuring 
in history. This debt restructuring represented over 
50% of 2012 GDP (Zettelmeyer et al., 2013). 

The third (and final) bailout package, in 2015, 
of €85 billion ($95 billion) was a renewed 
attempt at reform implementation (Schrader 
et al., 2015), after the Tsipras-led government 
engaged in brinksmanship with Greece’s creditors 
(Pagoulatos, 2018), defaulted on a €1.5 billion 
payment to the IMF (IMF, 2015) and imposed 
emergency capital controls (Papadimas and 
Georgiopoulos, 2015). 

Drivers and catalysts in Greece’s crisis

The crisis ‘trigger’ stemmed from government 
revelations that the country’s fiscal accounts 
had been misreported (Barber, 2010). This then 
led to significant upward revisions in Greece’s 
fiscal deficit, a loss of credibility and investor 
confidence, and difficulty borrowing in global 
financial markets. This occurred against the 
backdrop of the 2008 global financial crisis, which 
also exposed Greece’s over-indebtedness.

Once the crisis had commenced, an initial lack 
of debt restructuring and delays in guaranteeing 
a backstop exacerbated problematic funding 
conditions. Fears of contagion into the banking 
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system then triggered fears of a bank run and 
wider financial instability, which then resulted in 
emergency capital controls. Crucially, the lack 
of upfront debt restructuring meant that the 
fiscal adjustment had to be larger, which made 
the economic downturn even more severe 
(Stournaras, 2019).

The sequencing of reforms was mis-calibrated. 
Greece’s nominal wages declined faster and more 
strongly than prices, which had catastrophic 
economic and social consequences for the 
population and deepened the recession. There 
was a significant underestimation of the extent 
to which the economy would contract with the 
fiscal adjustment that had been undertaken. The 
unemployment rate for younger females peaked 
at nearly 65% during the crisis. 

Greece’s long-standing deficits in both 
its current and fiscal accounts, made it 
more vulnerable to external shocks. In this 
context, there was an overemphasis on fiscal 
consolidation and an underemphasis on growth-
enhancing reforms, resulting in a larger-than-
expected growth downturn. Greece’s sizeable 
import share made the country vulnerable to 
a loss of purchasing power, given its internal 
devaluation.

Greece’s broad policy interventions

Greece’s financial crisis resulted in a wide-
ranging domestic reform agenda, enacted 
as a part of the troika’s financial assistance.3 
Between 2010 and 2018, the sequence of 
institutional reforms, policy interventions 

3	 The troika – the triumvirate of the European Commission, the ECB and the IMF – was established in 2010 as a 
decision group for the financial support packages disbursed to Greece and other southern European economies 
during the European debt crisis (see Dijsselbloem, 2019).

4	 Greece’s VAT lottery scheme is estimated to have had a significant impact on tax revenue (Nicolaides, 2023).

and coordinated measures constituted an 
unprecedented fiscal and macroeconomic 
adjustment. During the crisis, the Greek 
Parliament is estimated to have passed 14 
austerity packages. 

Fiscal tightening was at the forefront of 
Greece’s reforms. In its first adjustment 
programme, in 2010, Greece agreed to 
austerity amounting to €30 billion, including 
cuts in pension payments, raising the 
retirement age and stricter penalties for tax 
evasion. The second bailout extended the 
debt repayment period, with reduced interest 
rates, and the third further streamlined and 
digitalised tax compliance.4

Competitiveness-inducing measures were 
introduced. Pension payments were highlighted 
as a key constraint to Greece’s competitiveness 
and to its long-term economic growth 
prospects. Greece’s pension system was 
considered to be ‘highly fragmented across 
occupations, types of pensions and benefit 
rules’ (Nikolopoulou, 2022). And its wage 
structure represented ‘a complex collective 
bargaining system with a generous minimum 
wage system decoupled from productivity’ 
(ibid.).

Privatisation was scaled up in part through the 
Hellenic Republic Asset Development Fund, 
established in 2011, to separate the privatisation 
process from the Greek state (UNCTAD, 2011). 
The mechanism was thought by some to lack 
neutrality, given that the privatisations occurred 
in the context of the urgency of the bailout 
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agreement (Vlachogiannis, 2019). Greece’s 
privatisation push has coincided with higher 
levels of inward foreign direct investment (FDI). 

The ECB was a key stabilising factor for Greece. It 
held considerable quantities of Greek public debt 
(Gerlach, 2010) and its continued debt purchases 
until end-2024 effectively containing Greece’s 
borrowing costs (Fitch, 2021), thus mitigating the 
recessionary impact. Any loss of trust, and re-
emergent risk premia, would have risked further 
destabilising the Greek economy (Dimakopoulou 
et al., 2022).

The Bank of Greece (BOG) was pivotal in 
stabilising the banking system, particularly in 
coping with the 49% decline in bank deposits 
it reported between September 2009 and 
December 2015. The finance–growth nexus 
was essential given Greece’s predominantly 
bank-based financing (Migiakis and Louri, 2019). 
BOG liquidity provision, recapitalisation and 
restructuring led to renewed trust. Greece’s non-
performing loans have now declined, owing in 
large part to state-backed securitisation.5

Gauging Greece’s success in its reform 
efforts

Greece’s economic acceleration, and its re-entry 
into financial markets following its crisis, is a 
testament to its unprecedented policy push. 
The composition of Greece’s growth has also 
become increasingly diversified. Greece’s inward 
investment and its trade-to-GDP ratio have 

5	 For further details of the Hellenic Asset Protection Scheme, see https://hfsf.gr/en/banks-asset-quality/
6	 See www.mfa.gr/usa/en/about-greece/tourism/for-sustainable-tourism-industry.html
7	 Economic complexity is based on the complexity that emerges between the number of individual activities taking 

place within an economy. Indices are based on interpreting countries’ trade data as a bipartite network in which a 
country’s economic complexity is connected to the products it exports (Hidalgo and Hausmann, 2009).

accelerated. Although there are continued risks, 
key elements of Greece’s economic turnaround 
are outlined below.

Greece’s inward FDI has now surpassed pre-crisis 
levels, led in part by its push for privatisation 
and an improved investment ecosystem. Inward 
FDI has spurred Greece’s vibrant start-up 
ecosystem: 78% of its start-up investments are 
funded from abroad (Found.ation and EIT Digital, 
2024). Cisco’s investments (Diedrich, 2023) 
and Microsoft’s first Athens data centre in its 
‘GR for GRowth initiative’ (Microsoft, 2020) are 
emblematic of this.

Greece’s tourism inflows have surged – a 
significant development, given the sector’s 
near-20% share in the economy.6 Construction 
projects, and property prices, have jumped, 
driven by surging demand for hotels and Airbnb 
rentals and by Greece’s golden visa programme, 
which facilitates non-Greeks obtaining a visa with 
the purchase of Greek real estate. Tourism flows 
are expected to increase despite new restrictions 
(Mouzakis, 2024).

Greece’s rebalancing, including towards the 
tradable, export-oriented sectors, has been 
essential. Sector splits show that value-added 
has increased in manufacturing compared with 
agriculture, and economic complexity index 
readings7 for trade are indicative of broad 
improvement. However, Greece’s comparative 
ranking has yet to improve significantly compared 
with those of other European economies.
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Successful and effective debt management has 
been a key marker of Greece’s success. Greece 
now has a robust Public Debt Management 
Agency in place, which has played an integral 
part in Greece’s sovereign debt upgrades back to 
investment grade status, thanks to its proactive 
approach to debt management, including through 
its swaps programme (Becker, 2018). 

1.3 	 Conclusion: growth 
interventions for Sri Lanka’s growth

Greece’s financial crisis, and its experience 
with an unprecedented fiscal adjustment, 
underscores the benefits of regional monetary 
union and the importance of competitiveness 
and of transparent debt management. 
Domestically, too, the strengthening of Greece’s 
banking system, supported by the BOG and 
the ECB, was essential as an anchor for the 
economy. The BOG has since been pivotal in 
stabilising Greece’s banking system.

Despite delays in debt restructuring and past 
domestic political resistance to the reform 
process, Greece has made significant strides in 
its post-crisis period. Its economic adjustment 
programme, the rapid elimination of its fiscal 

8	 Calculation based on the World Bank measure of Greece’s real effective exchange rate.

imbalance and the streamlining of its public 
sector all indicate ongoing resilience. The 
rebalancing to the tradable, export-oriented 
sectors also augurs well promoting economic 
diversification to safeguard against future shocks.

Notwithstanding Greece’s significant economic 
turnaround, significant wage cuts are deemed 
to have undermined social welfare. This has 
largely been through the dismantling of collective 
bargaining, the flexibilisation of working time and 
the easing of employment protection (Kouzis, 
2017; Nikolopoulou, 2022). Greece’s real effective 
exchange rate drop8 was in line with those of 
other euro area economies, though the recession 
was at par with the US Great Depression of the 
1930s (Thomsen, 2019).

Ultimately, it took three consecutive economic 
bailout packages, each of a duration of about 
three years, and an unprecedented fiscal 
adjustment to restore the Greek economy. 
Emergency EU and IMF institutional support 
was also essential and was effectively mobilised 
to preserve the credibility of the euro area. 
Greece’s fiscal consolidation and its structural 
reform efforts are ongoing under the 
Mitsotakis-led government.



6 An overview of Greece’s financial crisis and its implications

References

Barber, T. (2010) ‘Greece condemned for falsifying data’. Financial Times, 12 January.
Becker, L. (2018) ‘Greece slashes rates exposure with EUR35 billion swap programme’. Risk.net., 28 

November (www.risk.net/derivatives/6162226/greece-slashes-rates-exposure-with-eu35-billion-
swap-programme).

Calvo, G.A. (1998) ‘Capital flows and capital-market crises: the simple economics of sudden stops’ 
Journal of Applied Economics I(1): 35–54.

Council of the EU (2018) ‘Financial assistance to Greece 2010 to 2018’ (www.consilium.europa.eu/en/
infographics/financial-assistance-to-greece-2010-2018/ ). 

Diedrich, G. (2023) ‘Cisco investing in Greece: how it “transforms” the islands and prepares the 
country for the digital age’. Naftemporiki, 6 June (www.naftemporiki.gr/english/1479797/cisco-
investing-in-greece-how-it-transforms-the-islands-and-prepares-the-country-for-the-digital-age/ ). 

Dijsselbloem, J. (2019) ‘Enter the troika: the European Commission, the IMF, the ECB’. In ESM 
(ed.) Safeguarding the euro in times of crisis: the inside story of the ESM (www.esm.europa.eu/
publications/safeguarding-euro). 

Dimakopoulou, V., Economides, G. and Philippopoulos, A. (2022) ‘The ECB’s policy, the Recovery 
Fund and the importance of trust and fiscal corrections: the case of Greece’ Economic Modelling 
112: 105846 (www.sciencedirect.com/science/article/abs/pii/S026499932200092X).

De la Maisonneuve, C. (2016) ‘How to boost export performance in Greece’. Economics 
Department Working Paper 1299. Paris: OECD.

Fitch (2021) ‘ECB decision supports Greek government debt sustainability’. 21 December (www.
fitchratings.com/research/sovereigns/ecb-decision-supports-greek-government-debt-
sustainability-21-12-2021). 

Found.ation and EIT Digital (2024) ‘Startups in Greece 2023–2024: venture financing report’ 
(https://thefoundation.gr/innovation-platform/our-publications/startups-in-greece/ ).

Gerlach, S. (2010) ‘The Greek sovereign debt crisis and ECB policy’. Brussels: European Parliament, 
Directorate General for Internal Policies, Economic and Monetary Affairs (www.europarl.europa.
eu/cmsdata/54777/att_20100610ATT75778-8216750089532755018.pdf). 

Gourinchas, P-O., Philippon, T. and Vayanos, D. (2016) ‘The analytics of the Greek crisis’. Working 
Paper 22370. Cambridge, MA: National Bureau of Economic Research.

Hidalgo, C.A. and Hausmann, R. (2009) ‘The building blocks of economic complexity’. Cambridge, 
MA: Center for International Development and Harvard Kennedy School.

IMF – International Monetary Fund (2010) ‘Greece: staff report on request for stand-by 
arrangement’. Country Report 10/110. Washington, DC.

IMF (2015) ‘Statement by the IMF on Greece’. Press Release, 30 June (www.imf.org/en/News/
Articles/2015/09/14/01/49/pr15310). 

Kouzis, J. (2017) ‘Η κρίση και τα μνημόνια ισοπεδώνουν την εργασία’ [‘The crisis and the 
memoranda level the work’] Social Policy 6: 7–20.

http://www.risk.net/derivatives/6162226/greece-slashes-rates-exposure-with-eu35-billion-swap-programme
http://www.risk.net/derivatives/6162226/greece-slashes-rates-exposure-with-eu35-billion-swap-programme
http://www.consilium.europa.eu/en/infographics/financial-assistance-to-greece-2010-2018/
http://www.consilium.europa.eu/en/infographics/financial-assistance-to-greece-2010-2018/
http://www.naftemporiki.gr/english/1479797/cisco-investing-in-greece-how-it-transforms-the-islands-and-prepares-the-country-for-the-digital-age/
http://www.naftemporiki.gr/english/1479797/cisco-investing-in-greece-how-it-transforms-the-islands-and-prepares-the-country-for-the-digital-age/
http://www.esm.europa.eu/publications/safeguarding-euro
http://www.esm.europa.eu/publications/safeguarding-euro
http://www.sciencedirect.com/science/article/abs/pii/S026499932200092X
http://www.fitchratings.com/research/sovereigns/ecb-decision-supports-greek-government-debt-sustainability-21-12-2021
http://www.fitchratings.com/research/sovereigns/ecb-decision-supports-greek-government-debt-sustainability-21-12-2021
http://www.fitchratings.com/research/sovereigns/ecb-decision-supports-greek-government-debt-sustainability-21-12-2021
https://thefoundation.gr/innovation-platform/our-publications/startups-in-greece/
http://www.europarl.europa.eu/cmsdata/54777/att_20100610ATT75778-8216750089532755018.pdf
http://www.europarl.europa.eu/cmsdata/54777/att_20100610ATT75778-8216750089532755018.pdf
http://www.imf.org/en/News/Articles/2015/09/14/01/49/pr15310
http://www.imf.org/en/News/Articles/2015/09/14/01/49/pr15310


7 An overview of Greece’s financial crisis and its implications

Microsoft (2020) ‘Microsoft announces plans for first datacenter region in Greece as part of 
“GR for GRowth” digital transformation initiative’. 5 October (https://news.microsoft.com/
europe/2020/10/05/microsoft-announces-plans-for-first-datacenter-region-in-greece-as-part-of-
gr-for-growth-digital-transformation-initiative/ ). 

Migiakis, P.M. and Louri, H. (2019) ‘Financing economic growth in Greece: lessons from the crisis’. 
Working Paper 262. Athens: Bank of Greece.

Mouzakis, Y. (2024) ‘Time running out for Golden Visa as housing problems increase’. MacroPolis, 5 
February (www.macropolis.gr/?i=portal.en.the-agora.13869).

Nicolaides, P. (2023) ‘Winning the tax lottery: evidence from a superdraw on Christmas Eve’. EU Tax 
Observatory (https://panosni.github.io/publication/lottery/lottery.pdf).

Nikolopoulou, I. (2022) ‘A socioeconomic evaluation of austerity and labour market reforms in 
Greece after the 2008 crisis’. LIEPP Working Paper 130. Paris: Sciences Po.

Pagoulatos, G. (2018) ‘Greece after the bailouts: assessment of a qualified failure. Hellenic 
Observatory Discussion Paper on Greece and Southeast Europe 130. London: London School of 
Economics and Political Science.

Papaconstantinou, G. (2016) Game over: the inside story of the Greek crisis. 2nd edition. Scott’s 
Valley, CA: CreateSpace Independent Publishing Platform.

Papadimas, L. and Georgiopoulos, G. (2015) ‘Greece imposes capital controls as crisis deepens’. 
Reuters, 29 June (www.reuters.com/article/idUSL5N0ZE0EF/ ). 

Schrader, K., Bencek, D. and Claus-Fiedrich, L. (2015) ‘Saving Greece once again: have we reached 
the root of the crisis?’ Vierteljahrshefte zur Wirtschaftsforschung 84(3): 29–45.

Stournaras, Y. (2019) ‘Lessons from the Greek crisis: past, present, future’. Speech, 87th 
International Atlantic Economic Conference, Athens, 28 March.

The Economist (2023) ‘Greece is a European success story’. 19 April (www.economist.com/
europe/2023/04/19/greece-is-a-european-success-story). 

Thomsen, P.M., (2019) ‘The IMF and the Greek crisis: myths and realities’. Speech, London School of 
Economics, 30 September. 

UNCTAD – United Nations Conference on Trade and Development (2011) ‘Greece establishes 
Hellenic Republic Asset Development Fund’. Investment Policy Monitor, 1 July. Geneva: UNCTAD 
(https://investmentpolicy.unctad.org/investment-policy-monitor/measures/309/greece-
establishes-hellenic-republic-asset-development-fund-). 

Vlachogiannis, A. (2019) ‘The Greek experience of privatisation through the Hellenic Republic Asset 
Development Fund’ International Journal of Public Policy 15(1–2): 76–91.

Wyplosz, C. (2017) ‘The Eurozone crisis: a near-perfect case of mismanagement’. In I. Bournakis, C. 
Tsoukis, D. Christopoulos and T. Palivos (eds) Political economy perspectives on the Greek crisis. 
Basingstoke: Palgrave Macmillan.

Zettelmeyer, J., Trebesch, C., Gulati, M., Monacelli, T. and Whelan, K., (2013) ‘The Greek debt 
restructuring: an autopsy’ Economic Policy 2(75): 513–563.

https://news.microsoft.com/europe/2020/10/05/microsoft-announces-plans-for-first-datacenter-region-in-greece-as-part-of-gr-for-growth-digital-transformation-initiative/
https://news.microsoft.com/europe/2020/10/05/microsoft-announces-plans-for-first-datacenter-region-in-greece-as-part-of-gr-for-growth-digital-transformation-initiative/
https://news.microsoft.com/europe/2020/10/05/microsoft-announces-plans-for-first-datacenter-region-in-greece-as-part-of-gr-for-growth-digital-transformation-initiative/
http://www.macropolis.gr/?i=portal.en.the-agora.13869
https://panosni.github.io/publication/lottery/lottery.pdf
http://www.reuters.com/article/idUSL5N0ZE0EF/
http://www.economist.com/europe/2023/04/19/greece-is-a-european-success-story
http://www.economist.com/europe/2023/04/19/greece-is-a-european-success-story
https://investmentpolicy.unctad.org/investment-policy-monitor/measures/309/greece-establishes-hellenic-republic-asset-development-fund-
https://investmentpolicy.unctad.org/investment-policy-monitor/measures/309/greece-establishes-hellenic-republic-asset-development-fund-


ODI is an independent, global 
think tank, working for a 
sustainable and peaceful world 
in which every person thrives. 
We harness the power of 
evidence and ideas through 
research and partnership to 
confront challenges, develop 
solutions and create change

ODI 
203 Blackfriars Road 
London SE1 8NJ 
 
+44 (0)20 7922 0300 
publications@odi.org 
 
odi.org 
x.com/ODI_Global
x.com/ODI_trade
linkedin.com/showcase/odi-trade-and-economic-development

http://odi.org
http://x.com/ODI_Global
http://x.com/ODI_trade
http://linkedin.com/odi-trade-and-economic-development

