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Greece and the
Political Economy of
Debt Colonization
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Crises of Capitalism is
the New Normal

Paradisi Valley, Rhodos
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•
•
•

The Greek crisis is a phenomenon of the
capitalist political economy.
Thus, there is really nothing special about it.
Except for the fact that a number of the ills of
capitalism has converged on Greece to reach
the extreme form the Greek crisis has taken.
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•
•

•
•

A common trait of the post-1980 period, the period
characterized by neoliberal economic policies, has
been for governments to run budget deficits.
Increasingly, they resorted to finance these deficits
from commercial banks and money markets.
Seen from the angle of the capitalists this had the
advantage that government debts absorbed a
major part of the liquidity overhang created by the
rise in capital accumulation.
This returned capitalism to its normal trend after
postwar Keynesian economics and welfare state
politics were abandoned.

Government
debt ratio to
GDP
OECD Average
1970: 39.9%
2014: 115.1%
Governments
debts, clearly,
absorb a rising
share of capital
accumulation.
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The
suddenly unemployed leaves Lehman Brothers

The Bust of the US
Housing Bubble
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• The
•
•

bust of the U.S. housing bubble threw the
financial markets into turmoil and technically
bankrupted several of the largest Wall Street firms.
However, the U.S. government bailed out most of
the biggest players by taking the toxic securities off
their hands, effectively transferring a large pile of
bad debt to taxpayers.
The bail-outs were rationalized by the claim that
these institutions were ‘too big to fail’, i.e. their
demise would throw the U.S. economy into a
devastating crisis that had to be avoided by all
means.
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• The
•
•

eurozone is build upon the principle that
deficits must be financed in private markets.
When the crisis hit the eurozone, the weaker
economies, with no access to independent
monetary policies or a currency that floats in
reflection of economic conditions, were ill
prepared to weather the crisis.
The deterioration of government revenues that the
crisis engendered thus had to be financed in private
markets, to the interest rates (i.e. price on new
debt) that these markets were willing to set.
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While bond rates fell for the stronger economies, in step
with the cuts in ECB rates, the weaker periphery countries
saw markets push their rates up for government debts

ECB refi rate, or the price that banks pay to borrow funds from the Bank.

10

• Since
•
•
•

Greece’s restoration of democracy in the
mid-1970s, inept and corrupt governments followed
common neoliberal economic policies.
Allowing the economic elite to evade taxes while at
the same time governments kept expenditures
relatively unchanged caused deficits to balloon.
When the crisis stalled the European economies, the
periphery countries faced sharply rising costs of debt
service.
Greece, the worst hit country, saw commercial
markets downgrade its debt to junk status.

11

Tsipas with the Eurozone hard hitters: Francois Hollande President France, Angela Merkel, German
Kansler, Jeroen Dijselbloem, Holland’s finance minister, Jean Claude-Juncker, Chairman EUCommission, Alexis Tsipras, Prime Minister Greece, Donald Tusk, EU-president, Uwe Corsepius,
Council of Ministers’ general secretary, Mario Draghi, ECB president.
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• This
•
•
•

caused the prospect of Greek bankruptcy and
exit from the eurozone to loom.
Since other periphery countries also were in severe
trouble, a domino effect that could unravel the
common euro currency threatened.
With no other way out, the Troika* was formed and
steered Greece through a debt restructuring, that
wrote down some of Greece’s debt as well provided it
with a low interest refinancing program.
However, the debt restructuring was contingent upon
Greece implementing a deep austerity program and
sale of public assets (the IMF medicine habitually
administered in the Third World).

* The Troika: The Eurogroup (the eurozone’s finance ministers), the IMF (the
International Monetary Fund) and ECB (the European Central Bank)
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Meeting of the Eurogroup, the council
of Eurozone finance ministers

By the Numbers (BBC)

Unemployment is at 25%, youth unemployment almost 50%
Economy shrunk 25% since start of the eurozone crisis
Country's debt is 175% of GDP
Borrowed €240bn (£188bn) from the Troika
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• With
•
•
•

the election of the new Syriza government,
Greece has said no to continuing down the destructive
road of endless austerity.
It has vowed to roll the austerity back, provide relief for
the poorest part of the population, put a halt to the
privatization of public asset, which among other things
had the Pireus harbour on the block.
Syriza’s new finance minister, Yaris Varoufakis, a
internationally renowned economist, was sent on a
mission impossible to the various European capitals.
In Berlin, he faced his German counterpart, Wolfgang
Schaüble, who just wanted the Greeks’ money, the
social havoc it wrecked in Greece be damned.

Wolfgang Schaüble, German finance minister and
super austerity hawk meet Yanis Varoufakis at
Eurogroup session
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• Schüable
•
•

is a case of the dominance austerity
hawks wields in Europe’s central institutions.
Its game is led by its strongest economy,
Germany, who always cries “price stability”, but
also happens to sit on the largest chunks of
Greek debt.
Facing that Greece were running out of money
and in no position to leave the euro—this would
require many months of preparatory work that
the Syriza government didn’t have—it was thus
stuck between a rock and a hard place.
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The Dirty German Game
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• The fact is that the Germans have played a dirty
•
•
•

game throughout.
The euro has in effect functioned as a
continuation of the old German D-mark, forcing
the other countries to compete on German
terms
This has served to lock the recovery onto a slow
and painful course.
The recently announced ECB QE program (i.e
injecting central bank money into the economy)
is designed to entice private investments, but will
mainly benefit the already strong economies.

20

• Corrupt governments have been able continue to paper
•
•
•
•

over failed policies by raising new debt.
Although this represents odious debts, the debt
vigilantes and their political backers insist on full
repayments.
This assures that wealth will continue to concentrate,
poverty grow, and everybody stuck in low growth
economies.
Greece’s new Syriza government is he first European
country to stand up to the political economy of debt
colonialization,
They not only fight for their own country, but also set an
example for the rest of Europe to follow.
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