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FOREWORD BY THE GOVERNOR

In 2001, when Greece joined Economic and Monetary Union and adopted the
single currency, the omens were auspicious and expectations were great. The im-
pression at the time was that Greece’s inclusion in the core of European economies
would act as a catalyst to accelerate its real convergence with the advanced European
countries at both the economic and social level.

Unfortunately, these expectations did not materialise. In the years that followed,
the economy grew, but not on the basis of a growth model that could ensure sus-
tainable progress. The Greek society showed a clear preference for consumption over
saving and investment, while it strongly reacted to attempts to change established
structures. The political system assigned a big weight to political costs and hesitated
to undertake decisive reform initiatives. The country enjoyed the benefits of the sin-
gle currency, but did not try to meet the obligations arising from its adoption.

In the economy in particular, growth was strong, but was led by domestic de-
mand, which was fuelled by borrowing, both public and private. The production
base did not adjust accordingly and competitiveness declined rapidly, resulting in a
deterioration of the external deficit. Public spending kept increasing, while revenue
lagged behind, leading to large deficits and historically high levels of public debt.

These problems were repeatedly highlighted by the Bank of Greece, the European
Commission and international organisations. The warnings however were not
heeded, and the country continued on its carefree path, borrowing in order to con-
sume more and more goods and services that it did not itself produce. With the on-
set of the global financial crisis in 2007-2008, the international environment changed
drastically. In the new conditions that emerged, countries with large structural im-
balances were hit the most severely. In Greece, the international financial crisis soon
evolved into a sovereign debt crisis. The markets, in a context of reassessment of
credit risk that did not preclude a Greek default, imposed new, more onerous lend-
ing conditions, which gradually became prohibitive.

As early as in 2008, it became evident that the economy’s survival required the
implementation of a multiannual programme for reducing the fiscal deficit, con-
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