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Abstract 

This paper aims to provide an overview of the European sovereign debt crisis and its causes 

and effects. In particular, it will focus on Greece sovereign debt crisis and discuss the 

immediate trigger point of the Goldman Sachs Bank fraud, using the concept of Accountability, 

Representation and Control (ARC) and its implications for international interdependence. This 

paper relies on qualitative document analysis of previous research to analysis the European 

sovereign debt crises and its causes. Based on the available evidence, some accountability 

issues have been found, illustrating how the Greek government mismanaged public finances by 

borrowing and spending high, as well as by failing to control important issues such as tax 

evasion. On the other hand, the European Monetary Union (EMU) also has accountability 

issues, due to its regulations; it has been described as negligent by some authors, as it facilitated 

Goldman and the Greek government‟s non-disclosure of their deal in financial statements. 

Keywords: Accountability, Representation, Control, EMU, ARC, European, Monetary, Union 

1. Introduction  

Numerous authors, scholars and researchers from around the world have explored the Euro 

zone sovereign debt crisis, which in part resulted from the debt crisis affecting countries such 

as Portugal, Ireland, Italy, Greece and Spain (so-called “PIIGS”). This paper aims to provide an 

overview of the European sovereign debt crisis and its causes and effects. In particular, it will 

focus on Greece sovereign debt crisis and discuss the immediate trigger point of the Goldman 

Sachs Bank fraud, using the concept of Accountability, Representation and Control (ARC) and 

its implications for international interdependence. Based on the available evidence, some 

accountability issues have been found, illustrating how the Greek government mismanaged 

public finances by borrowing and spending high, as well as by failing to control important 
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issues such as tax evasion. On the other hand, the European Monetary Union (EMU) also has 

accountability issues, due to its regulations; it has been described as negligent by some authors, 

as it facilitated Goldman and the Greek government‟s non-disclosure of their deal in financial 

statements. It can be concluded that the relationship between ARC and the Greek debt crisis are 

interlinked. The paper is divided into three sections. The first section is an overview of the 

crises. The second section is the discussion of the crises based on prior and existing literature. 

The third section is the conclusion. 

2. Overview of the Crisis  

According to Karanikolos et al. (2013), it was the 2008 US financial crunch that originated 

from subprime mortgage loan market instability that caused the Eurozone a sovereign debt 

crisis. The US financial meltdown caused public debt to plummet dramatically in numerous 

developed countries (Kouretas, 2010: Samitas & Taskalos, 2013). Evidence shows that a 

petty instability was responsible for the Greek government‟s Bond payment crisis, which 

caused extensive damage across the Eurozone as well as to the BRICS economies, due to the 

interdependence between financial institutions (Rengasamy 2012; Ali 2012). 

According to experts, the crisis was prompted by a combination of serious issues that were 

already evident in the Eurozone economies and country-specific factors (Nelson et al, 2012). 

The inflow of capital and later developments in public and private lending over the preceding 

10 years to „peripheral‟ European economies (like Spain, Ireland, Portugal, Greece, etc.) 

exaggerated the disaster (Belkin & Mix, 2010). With the advent of a common currency, the 

Euro, these economies transitioned from state-governed currencies; however, this caused 

their bond circulations rapidly reduced. This affected the interest rates offered by the already 

strong or core countries (e.g. Germany) in the European Union (Rahbari, 2012). A 

consequence of this was that, as the periphery countries‟ public and private sectors 

transitioned to the Euro they found it cheaper to borrow from the global market, resulting in 

massive current account deficits, and poorly managed capital inflows (Alogoskoufis, 2012). 

 

Figure 1. Looks at each country's Current Account CA deficit (lest axis) compared with gross 

government debt (right axis), both in percentage of nominal GDP 
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The above graph illustrates that, before the crisis began, in fact, ever since the Euro was 

introduced, current account (CA) deficit were emerging in peripheral countries. Meanwhile, 

Germany witnessed an increasing CA surplus. Although Greece had had no CA surplus for 

more than 30 years, other countries like Italy, Ireland, Spain and Portugal did have one before 

entering the Euro. However, from 2000 onwards surpluses declined (Belkin & Mix, 2010; 

Reinhart & Roggof, 2009; Higgins & Klitgaard, 2011). 

In response debts soared; in economies like that of Greece, debt was concentrated in the 

public sector, since public budgets were being seriously mishandled. In other economies such 

as Spain and Ireland, the debt accumulation was in the private sector leading to risky banking 

practices and a real estate crunch (Lane, 2012). Prior to the crunch, the fiscal position was 

satisfactory, as the budget was balanced while debt increased. However, in the wake of 

bankruptcies and bailout packages, the Spanish construction sector consumed massive capital, 

causing revenue shortages and mounting expenditure leading to an uncontrollable budget 

deficit (Roman & Bilan 2012). Similarly, large public projects, such as the stadium for Euro 

2004, caused Portugal to overspend its budget. Thus, similar issues in public services, 

investment, etc. led to the economic crunch and an unstable fiscal position (Nelson et al, 

2012). With the freezing of the capital sector, governments, households and organisations 

found it difficult to acquire further borrowing while managing current levels (Ail, 2012). In 

addition, the financial crunch and the resulting stagnation halted public investment, since tax 

revenues were falling and government spending was rising (Samitas & Tsakalos, 2013). In a 

few instances, private sector loans were assumed by the government (most notably in Ireland), 

which also guaranteed bank debt. Default on borrowings was the option preferred by some 

economies (Shambaugh, 2012; Mayer, 2012). Thus, increasingly, peripheral countries found 

it hard to acquire loans on the global markets, becoming reliant on cheap international 

investment to support their consumption and spending. Restriction of credit became a 

challenge for these countries. Serious domestic crises were exacerbated by problems outside 

the Eurozone, superficially, the eventual historic debt crisis (Kouretas, 2010). 

3. Discussion of the Greek Case Using ARC  

Foley et al. (2011) reported that it was primarily accounting fraud at Goldman Sachs that 

triggered Greece‟s debt crisis. Prior to the crisis accountability problems manifested in the 

Goldman Sachs case. In 2000 and 2001, Greece entered into a cross-currency swap agreement 

with Goldman Sachs, to join the European Union. This allowed Greece to acquire additional 

future loans for lower debts and at a lower deficit rate (Yang & Lei, 2012). In 2009, after 

assuming power, the new Greek government found that the previous regime had maintained 

financial stability; thus, it increased the fiscal deficit to 12.7%, surpassing the 3% limit. In 

reality, in contrast to what had been reported to the European Union (EU), the Greek deficit 

crisis in reality had spanned at least 10 years (Jiao, 2013). Once this was discovered, Greece‟s 

sovereign rating plummeted and rating agencies moved in to evaluate the new situation. In 

July 2011, Greece received its worst “CC” rating, making it the lowest economy in the entire 

Eurozone, suggesting to foreign investors that Greece was the equivalent of a financial black 

hole (Cnn.com, 2012; Barth et al, 2011). Initially, the government proposed the debt be 

exchanged for the dollar and yen instead of the euro, so that it could later return to its original 
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currency (Gillbert, 2010). European leaders were critical of Goldman Sachs for misleading 

Greece and concealing the extent of the debts spanning many years (Moya, 2010; Quinn 2010; 

Thompson, 2013). 

The previous Greek government raised the issue of accountability in the Goldman case, and it 

may be held accountable for decreasing the amount of debt (Boven, 2009). Roberts and 

Scapens (1985) noted that holding someone accountable for an action, means asking them to 

justify it. In fact, the Greek government, in regard to the accountability issue, has been shown 

to have mishandled public investments by rampant tax dodging and unnecessary borrowing 

as well as excessive expenditure on public development and employment. Although the 

government, after cutting a deal with Goldman, was able to reduce its debts somewhat, it 

eventually had to sign a Stability and Growth Pact (SGP) treaty to enter in the Euro (Vlamis, 

2013). Consequently, in 2009, the debt crisis became more evident, as the new government 

shared its astounding budget deficit; i.e. 12.7% of Gross Domestic Product (GDP) in contrast 

to the initially admitted 3.7%. It was implied that the preceding government was responsible 

due to their deal with Goldman (Jiao, 2013; Vlamis, 2013).  

Lack of accountability has a severe impact, as it permits corruption and minimises economic 

development (Pegasus, 2011). In 2009, in Greece, tax evasion by self-employed citizens 

alone was reported to be €28bn; overall the reported tax base was €98bn, in contrast to 

€235bn GDP. This indicates that a huge sum remained unpaid. This represented half of 

Greece‟s budget, at a tax rate of 40%; a rise from 31% in 2009 (Inman, 2012). Both the EU 

and the International Monetary Funds (IMF) criticised Greece‟s failure to monitor over €30bn 

of the country‟s revenues. The two players offered help to Greece, but argued that the 

government‟s lack of taxation controls were a barrier to assistance. The EU and IMF held the 

Greek government responsible for austerity cuts and more productive monitoring of its tax 

base (Economist.com, 2012). According to Inman (2012), some politicians and banks were 

also evading tax; these problems need to be address to insure accountability. 

Accountability requires effective monitoring from an impartial source; since the Greek debt 

crisis the EMU have become responsible for governing monetary policy, and also oversee, to a 

limited extent, economic and fiscal policies within the euro-zone. All nations that use the euro 

can be held accountable to the European parliament (Boven, 2009; Ec.europa.eu, 2013); 

however, it is not always able to perform its duties (Story et al, 2010). For their part, Goldman‟s 

representatives argued that debt reduction could be ignored in the wake of swaps in regard to 

the Euro rules (Foley, 2011). It was also argued that swapping could be employed among 

different European government while meeting the terms of the Maastricht Treaty (Richard, 

2012). 

Representation was another important factor implicated in Greek and Euro debt disaster. 

Representation, taken literally, denotes „thing‟ identified as „standing for‟ another (Young, 

2006). Zuboff (1988) analysed three kinds of representations; remote, dislocation and 

contraction. It may be argued that representation functions as a distant control that shows 

authority when delegating power to responsible agents. Thus, it may result in the substitution 

of actual happenings and not real events in their own right (Lilley et al, 2004). The entire 
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account of the Greek debt crisis, including the government‟s clever deal with Goldman Sachs 

(and its deception), can be regarded as a representation of the crisis. Thus, it is clear that the 

entire situation could be justified on three grounds, as introduced by Zuboff. It is also 

possible that distant monitoring, contraction and dislocation are also happening here. Distant 

monitoring, in the form of the currency-swap decision by the Greek government with 

Goldman Sachs (actually in the US) involved the managing of affairs distantly. Dislocation is 

evident in the Goldman deal, since the deal was cut on the data available that suggested 

Greece was doing well (Foley et al, 2011). This misinformation was also used to help it to 

join the Euro. Contraction was achieved in the wake of the hiding of the debt by Goldman; 

this superficially showed a lesser and manageable degree of debt; however, in real terms, the 

situation was much worse. The Goldman deal misled the regulators and investors, as debts 

were not registered as loans. This also hid the country‟s liabilities during the currency swap 

(Story et al, 2010; Gilbert, 2010; Young and Semmler, 2012).  

In 2004, an external audit, in the aftermath of this situation, revealed that loopholes had 

caused the Greek crisis, leading to the alteration of the EU authoritative regime (Harford, 

2013). In, 2009, as a severe economic crisis developed in Greece, EU authorities became 

increasingly suspicious owing to the lack of credibility of accounting mechanisms and audits 

(Bernhard et al, 2011). This also badly affected the financial and political scene within the 

country (Harford, 2013). For example, it became public that Greece had made an off-market 

deal with Goldman in 2001 for a currency swap, over the period 2006 to 2009 (Gilbert, 2010). 

In also included the regularization of debt and deficit levels. Thus, the EU brought in 

institutional level reforms for handling fiscal data in Greece (Europarl.europa.eu, 2013). 

To understand the issue, it is significant to comprehend the notion of control. In the wake of 

the Goldman scandal, the Greek authorities managed their affairs, such as expenditure poorly, 

while in the Euro (Vlamis, 2013). Since expenditure had been high over the preceding decade, 

this resulted in serious levels of deficit. Oced (2012) opines that it is improvements in 

administrative matters that can help better control government expenditures. Cutting down 

public wage levels and developing effective mechanisms for the public and health sectors can 

help to establish effective public organisations that can in turn result in better monetary 

controls. For instance, the health system in Greece employs traditional approaches to cost 

management. In theory Armstrong argued that better management control can be achieved by 

introducing accounting based systems that discipline all activities against target budgets 

(Armstrong, 2002). Similarly, Bellas et al (2009) argue that one such solution would be to 

employ the Activity Based Costing (ABC) Method to assist the government to control 

financial matters more effectively. Otley and Bery (1980), in contrast, suggest that no single 

accounting approach can capture every single aspect of finance. This implies that it is not in 

any single approach that the solution lays, but in the overall conduct of fiscal policy. 

According to Otley and Bery (1980), control mechanisms can be developed in line with 

authorities‟ capability to intervene in accounts, and by regulating required parameters that 

can use human resources effectively. Ali (2012) contends that it was the weaknesses of 

overall monetary mechanisms and the lack of effective human resource management that 

emerged in the wake of the Greek crisis. This was mainly due to the deceptions with which 
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the country had entered the Euro, as detailed above. Similarly, Lane (2012) and Davis (2011) 

argue that both the EU and European Central Bank (ECB) failed to put in place effective 

policies for financial and budgetary matters, mainly because the EU had no central policy 

regime to manage economic matters. This is what first prompted Goldman Sachs to come 

forward to assist Greece in the scam. But this is also evidence of the poorly maintained 

monitoring mechanisms of the Eurozone. Thus, it could be argued that the Eurozone requires 

a stable financial supervisory agency or agencies to ensure that financial activities are honest 

and openly disclosed (Solom et al, 2012). 

The advent of this disaster also uncovered problems in other areas such as regulation; public 

debt should not be allowed to exceed a 60% limit and annual public deficit should be set at 3% 

of GDP if governments are to sustain their monetary policies. Some experts even argue that 

the entire Eurozone suffers from lax budgetary and economic policies. Certainly, at present, 

many Eurozone economies are still in crisis (e.g. Spain and Greece); it is evident that 

Stability and Growth Pact rules are no longer respected (Ali, 2012). These facts are due 

directly to institutional deficiencies in the Eurozone. It is important to remember that the 

major players within the EU (Germany and France) were the first to annul the budget-related 

regulations put in place when the Euro was initially announced. This is why other members 

sought out other means to avoid compliance. However, this did create a Utopian feeling in 

Greece and its public enjoyed the fruits of fraud for a long time (Erain, 2012). 

In contrast, (Roman and Bilan, 2012; Chibber, 2011) assert that the so-called Troika, EU, 

ECB, and IMF, reacted rapidly to help sustain economic stability. Their support was 

instrumental in the dire collapse of the relevant institutions and the whole system. Greece was 

eventually granted £110bn for a bailout, and they did try to prevent the crisis (Davis, 2011). 

In addition, the EU authorities and the ECB acted to gain back investors‟ trust by buying 

bonds from the countries in crisis to contribute greater liquidity to their markets.  

Darvas (2012) notes that today the relationship between the countries is much stronger than it 

was before the crisis, since it is now recognised that contagion can be caused by private 

sector defaults in smaller countries like Greece. For instance, Cyprus, which was previously 

doing well, received a severe blow from the crisis due to loans to Greece, amounting to 

around 160% of the country‟s GDP. It was not possible for the government to bail out all the 

banks owing to slow economic development and difficulty in winning support from global 

investors and lenders (BBC.co.uk, 2013). In contrast, any large country will go into full 

meltdown if it suffers default. For instance, Italy was prevented from becoming bankrupt, 

since this would have sunk its entire banking sector, and shaken up the entire Eurozone 

banking sector fuelling unpredictable global economic crisis. As argued by the ECB (2012), 

if financial integration is to be maintained to a proper level, this channel will remain 

important. On the other hand, the figure below illustrates how the PIIGS countries‟ suffered 

exposure to debt crisis individually. In the case of Greece, its local banks, along with the 

German and French banks (and insurance companies) held the largest share of Greece‟s 

sovereign debt and this clearly show the effect of the crisis on the international 

interdependence (Ft.com, 2013; Armitstead, 2012). 
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Figure 2. Exposure to PIIGS countries sovereign debt 

4. Conclusion 

In conclusion, this paper has briefly analyzed the causes and effects of the Euro debt crisis. 

Furthermore, the essay has focused on the role of Greece and Goldman Sachs in the crisis, in 

particular the committing of fraud. However, the essay used the ideas of ARC to explain the 

reason for the Greek sovereign debt crisis, which had an implication on the Euro zone countries, 

and international interdependence. However, the evidence supports conclusions as to the 

reasons for the occurrence of the Euro sovereign debt crisis from the perspective of Greece; i.e. 

that the accountability mechanism is not adequately responsible. First, it has been argued that 

the lack of representation and the fraudulent accounting in Greece gave birth to the crisis. 

Second, lack of robust monitoring, supervision and management mechanisms in the Eurozone 

can be regarded as another factor. Finally, it has been shown that it was poor systems and 

ineffective financial mechanisms that caused the crisis to continue as long as it did. 

From the perspective of other countries in the Eurozone, reliance on huge levels of cheap 

foreign borrowing supported the wealthy countries to grow. Thus, the credit-fueled 

construction booms and estate bubbles led investors to go bankrupt when faced with crisis. It 

has been suggested that more controls should be introduced in the Eurozone, and that the PIIGS 

countries should restructure their debt and follow the austerity measures set put by the Troika, 

in order for governments more effectively promote economic growth. 
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