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Questions

Answered (painfully)

• Liquidity assistance? Yes
• By whom? EFSF (+EFSM, EU govts) and IMF
• Conditions IMF conditionality, penalty rate
• Crisis resolution regime Yes (in 2013)
• ECB role Targeted bond purchases 

Still pending (and painful)

• Potential bank losses
• Interdependence bank crisis-sovereign crisis
• Restructuring or not (and for whom)
• Cross-country spillovers 



Interdependence /spillovers map

Note : provisional figures, still subject to modification



Country cases and potential spillovers

Greece Ireland Portugal Spain

Potential bank 
recapitalisation needs 

? 10-35 
(IMF)

? 17 (Moody’s) 30-
80 (BarCap)

Domestic banks’ claims on 
sovereign

68 10 19 227

EU banks’ claims on 
sovereign 

55 17 34 87

ECB claims on sovereign 50 20 20

Official EU claims on 
sovereign

20

EU banks’ claims on 
domestic banks

8 92 42 178

€bn

Source: Bruegel estimates based on several sources
Note : provisional figures, still subject to modification



Implications

1. Accurate assessment of bank losses essential  (stress tests #2) 
2. Different crises (Greece/Ireland)
3. Only Spain is large. Is it systemic?

Next questions
1. Sustainability assessment
2. Restructuring now or later? 
3. Cross-border implications
4. Treatment of unsustainability cases



Sustainability assessment

Two scenarios
‘Crisis solved’ 
scenario Crisis scenario

GDP growth
EIU forecasts (which 
are lower than 
Commission forecasts)

Up to 2013 EIU 
forecasts but lower 
afterward (by about 1.5 
percentage points per 
year) 

Market interest rate

Spread over German 
Bunds: 
Spain 100 bps
Portugal 150 bps
Ireland 200 bps
Greece 300 bps

Current market interest 
rates will persist

Additional bank bail-
out by government

One-half of the 
assumptions in the 
conservative scenario

Market and our 
estimates



Why Ireland has a brighter growth outlook? (1)

Unit labour costs (2000Q1=100), 1999Q1-2010Q3
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Why Ireland has a brighter growth outlook? (2)

Some structural indicators
Greec

e
Irelan

d
Portu

gal Spain Germ
any

Other   
EU-15 USA

Quality of institutions 
(scale: from 1 to 7) 4.1 5.4 4.8 4.6 5.7 5.4 4.9

Ease of doing business 
rank 2009 (out of 183) 109 7 48 62 25 29.8 4

Quality of the 
educational system 
(scale: from 1 to 7)

3.3 5.6 3.5 3.8 4.9 5.1 5.0

Share of manufacturing 
(% of GDP) in 2009 10.3 24.2 13.0 12.7 19.1 13.7 n.a.

Balance of goods and 
services (% of GDP) in 
2010

-7.3 19.3 -8.0 -2.1 4.7 5.5 -3.7



Nominal GDP growth scenarios

Average nominal growth in 2014-2020

Crisis scenario
(our assumption)

‘Crisis solved’ 
scenario (EIU 

forecast)

Greece 2.0 3.5

Ireland 4.0 5.6

Portugal 2.0 4.3

Spain 2.0 3.4

Up to 2013: EIU forecasts in both cases



Interest rate scenarios
Market rate (marginal borrowing cost) vs. average cost of 
servicing the debt

Average interest rate on debt
from 2014

current 
market rate

official 
lending 

rate

Crisis
scenario

(current market 
rates prevail)

‘Crisis solved’
scenario
(spread 

assumption)
Greece 11.0 6.0 9.3 6.2

Ireland 7.0 6.0 6.7 5.5

Portugal 6.0 6.0 4.8
Spain 4.5 4.5 4.3

Baseline scenario: spread over German Bunds is 100 bps for Spain, 
150 bps for Portugal, 200 bps for Ireland, 300 bps for Greece



Peak debt ratio and debt stabilising primary surplus
Spain Portugal Ireland Greece

Peak debt/GDP

Crisis scenario 85 100 130 165
‘Crisis solved’ 80 100 125 160

Debt stabilising primary surplus

Crisis scenario 2.1 3.9 3.3 8.6
‘Crisis solved’ 0.7 0.4 -0.1 4.1

Primary balance ECFIN forecasts
2009 -9.4 -6.5 -12.2 -10.1
2010 -7.3 -4.4 -29.3 -3.7
2011 -4.1 -1.2 -6.9 -1.2
2012 -2.7 -1.1 -4.8 -0.3

Additional adjustment needed after 2012

Crisis scenario 4.8 5.0 8.1 8.9
‘Crisis solved’ 3.4 1.5 4.7 4.4



Assessment

• Debt stabilisation is not sufficient: debt ratio should 
be reduced

• Greece: huge primary surplus would be needed to 
reduce the debt ratio

• Spain & Portugal: lower interest rate would make 
debt stabilisation and reduction reachable

• Ireland borderline case; lot depends on future 
banking bail-outs, but the programme could work



Restructuring Greece: now or later? 

• Assuming that debt ratio is to be reduced to 90% of GDP
• Assuming that haircut applies only to private lenders and ECB bond 
holdings ⇒ haircut should be 40% in 2011, 60% in 2013 

Projected evolution of the notional value of 
Greek debt (€ bn), 2010-2012



Spillover effects from a Greek haircut (using end-
2010 data)

Losses resulting from Greek haircut
(€ bn)

Haircut in 
notional 

value

Change in 
market 

value after 
haircut

ECB -20 -9
Greek banks -28 -11
Greek non-
banks -24 -12
Foreign 
banks -24 -10
Foreign non-
banks -24 -10
Total -120 -52

Greece -0.3

Germany -2.5

France -1.9

Italy -1.6

Spain -1.1

Other EA -1.8

Total -9.2

Distribution of 
estimated ECB losses 
(€ bn)



Conclusions

• Situation probably less serious than assumed by 
markets

• Comprehensive solution requires: 
• Clarity on bank losses and clean-up
• Recognition of unsustainable cases
• Haircut, but how? 
• Non-seniority of EU lending
• Liquidity assistance to solvent countries
• Lower interest rate for solvent countries would 

marginally help
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