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EUROPE'S SOVEREIGN DEBT CRISIS*

A. The Euro crisis: Imbalances, failures of regulation and surveillance

e We are at a critical juncture and need a new approach: For as long as
the financial system was driven by optimism, the fact that EMU was a
monetary union and a very rudimentary economic (fiscal) union did not
matter much. Financial markets had been recycling the current
account surpluses of the mature economies of the European North to
the less mature economies of the European South, financing their
current account deficits at interest rates which did not threaten the
sustainability of their net foreign debt to GDP ratio. This honeymoon
effectively ended following the collapse of Lehman Brothers in 2008,
the discovery of skeletons in Greek public accounts and of skeletons in

banks' balance sheets of other member-states.

e Current account imbalances are not always lethal: According to
modern economic theory, the monetary, financial and economic
integration of structurally different economies is bound to produce
imbalances between private savings and private investment. This is
actually a characteristic of the catching-up process. The situation gets
out of control and imbalances become lethal, when fiscally

irresponsible governments or careless regulators of the financial
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system act in a procyclical, or simply reckless way and allow bubbles to
be created. These might take the form of exploding public or private
debt, or exploding banks' balance sheets. In certain cases, a
combination of all these. Financial markets and credit rating
organizations have not been efficient in spotting bubbles early on and

joined the party.

e However, we should be careful: There is no doubt that there was a
dismal failure of the surveillance system to identify at an early stage
the fiscal derailment of Greece. The identification could have been
realized through alternative checks and balances (such as cash data,
stock -flow- adjustment, current account developments, etc.); or a
dismal failure of bank regulators in certain other member-states to
spot early on the historically exorbitant leverage ratios of commercial
banks which had used the best accounting tricks to minimize the need
for more core capital. These are well-known facts and, with the benefit
of hindsight, should be mended as soon as possible. In fact, there
seems to be a lot of activity towards this direction. But these are not
the fundamental problems of the Eurozone. As already mentioned, the

Eurozone, is a monetary union, but an almost trivial fiscal union, "a
currency without a state". If we fail to address this problem in a
realistic but flexible way and in a very short period of time, the future

of the Euro might be full of nasty surprises.

A robust framework for crisis prevention and crisis resolution

Prevention

e Crisis prevention needs an early warning system based not only on
fiscal data but also, current account developments, cost

competitiveness as well as structural competitiveness, growth



performance and its drivers, employment, asset prices, domestic
and foreign public and private debt, developments of banks'

balance sheets and their capital adequacy.

All aspects of economic policy and developments should be a
matter of common concern in the Eurozone, especially fiscal policy,
as well as policies in the banking sector, since these two areas
have been responsible for the current situation. Social security
developments should also be a matter of common concern, taking

into account its importance for fiscal developments.

Monitoring and surveillance are necessary but not sufficient
conditions for stability: Primarily, the policy framework should be
clarified, so that uncertainty is being removed and financial markets
do not panic. In my view, this policy framework should be based on

fa) fiscal discipline and fb) economic cooperation.

(a) Fiscal discipline should be based on the Stability and Growth
Pact. This should become stricter (fines) but, at the same
time, more flexible, in the sense that it should take into
account the net public investment needs of member-states. |
would suggest a modified "golden rule" as follows: Over the
business cycle, the General Government Current Account
should leave a surplus no less than 30 percent of the net
Public Investment Expenditure. Such a rule should be

incorporated in the Constitution of member-states.
(b) Economic co-operation should be based:

0] On an enhanced EFSF and, beyond 2013 an
enhanced ESM. The Eurozone must show that it is
ready to act and raise the ceiling of the EFSF,

which should be empowered to buy bonds from



secondary markets as well as from the ECB and to
recapitalize banks, thus becoming gradually a
European Public Debt Office, or a European

Monetary Fund.

(i) On symmetric upper and lower bounds on current
accounts: That is, no member-state should be
allowed to have a current account deficit
exceeding, for example, 4 percent of GDP and at
the same time, no member-state should be
allowed to have a current account surplus
exceeding 4 percent of GDP. For, if adjustment
falls only on deficit countries, recession will

deepen.

Resolution

The resolution of the present crisis should occur both through action
by individual member-states to correct their imbalances and through
collective Eurozone action, mainly via an enhanced EFSF, which will
provide loans (not transfers!) to member-states in trouble, buy their
bonds from the secondary market and the ECB, swap them with the
member-states that have issued them, and recapitalize banks, until
markets are convinced that policies pursued to correct imbalances
produce sustainable results. Member-states have already embarked
upon painful policies to correct fiscal imbalances. In the case of
Greece, one-third of the envisaged total fiscal adjustment for the
period 2010-2013 has already occurred in 2010, while, at the same

time, a large number of ongoing structural reforms aim at enhancing

structural competitiveness.



e The resolution of the present crisis should not occur through sovereign
debt defaults. Arguments which have been put forward by certain
commentators in favor of a Greek default and even in favor of an exit
from the Eurozone are wrong, eccentric, and, if adopted, would put
the Eurozone into jeopardy, possibly resulting in serial defaults in the

banking system and social havoc.

Debt restructuring, if needed, should be market-based, voluntary and
take place through the EFSF operations described above. Flowever,
officials should refrain from making public comments about this market

sensitive information.

C. Immediate crisis responses: Combining short-term priorities with long-

term sustainability

The current problem has a solution: The Eurozone has healthier
fundamentals than other currency zones, its current account is
balanced, Germany is showing robust growth, relative unit labor cost
developments do not differ dramatically within member-states despite
common belief to the contrary, and member-states in trouble have a
strong catch-up potential. (In the case of Greece this stems mainly
from the opening wup of closed markets and professions,
underinvestment in infrastructure, tourism, energy and the
environment as well as from poor institutions which, as a result of the

crisis, are in a process of modernization).

e Short-term priorities have mostly to do with restoring market
confidence. Long-term sustainability refers to the restoration of healthy
growth, that is growth without imbalances, such as those developed in
the first decade of the Eurozone. Fiscal discipline is a necessary

condition for both goals, but it is not sufficient. Economic cooperation



is also needed in other to ensure both goals. Actually the present crisis
could turn out to be the "midwife of history”, in the sense, that it is
forcing both the Eurozone member-states to correct past mistakes
mainly related to the procyclicality of their policies, and the Eurozone
as a whole to coordinate policies and create institutions to implement

coordination.

Short-term priorities are mostly related (i) to individual member-states
taking action to correct imbalances and/or re-capitalize their banks and
(i) to common action by the European Commission, the IMF, the ECB
and the new EFSF to provide financial support to distressed member-
states. The EFSF should ultimately take over these responsibilities and

perform all the tasks of a Debt Office.

The main risk is that fiscal contraction, especially in Greece, is so
severe than the ongoing structural reforms and the recovery in its
exports may not be sufficient to restore growth in a reasonable time-
horizon. This might result in unfavorable debt dynamics in the medium
to long-run, despite the rapid improvement in the general government
primary deficit. This eventuality calls for a more ambitious privatization
program in Greece and the urgent development of state-owned land.
It also calls for front-loading of the European Union Structural Funds,
used to co-finance Public Investment of member-states in order to
promote growth through infrastructure investment, taking into account
the hitherto low absorption of the investment resources of the
Community Support Framework (Structural Funds). It finally calls for a
reconsideration of the interest rates charged in the bail-out

mechanisms.



MepiAnyn amoPewv TOL KATATEONKAV GTNV NUEPIdA™ TOL YMoupyeiov
OIKOVOUIK®WV TNE Meppaviag pye Titho «Europe’s Sovereign Debt Crisis».

A. H KPIZH: AIAMIZTQZEIZ-ANIZOPPOTIEX-EAEMXOX KAl EMOITEIA

e Ymdpxel EAMEPPA OLVEVVONONG METAEL TNG Meppaviag kal Twv AoIMwv

KPOTWV-PEAWV TN¢ Evupwlnvnc.

e To Euvpw Ba emilroel, oA OpIOPEVA KPATN-PEAN i0WC avaykaoTolv va To

EYKOTOAEIPOULV.

e H Eupwlwvn avTiueTwmilel TPIWV €10WV TPORANMOTA: HOKPOOIKOVOUIKA,

XPNHOTOTIOTWTIKA KOl ONUOCIOVOMIKO.

e Anuiovpynénkav avicoppoTie¢ oTa 100{0YyI0 TPEXOLOWY CUVOAAOYWV Kal

OTOOTOOEPOTIOINTIKEC POEC KEQPAAQIWVY TIOL KAKWC eV eEA@OBNnoav umoyn.

e Mpénel va Bpebei dueca TPOMOC va omeumAokei n EKT amd ta KpoTikd

OMOAOYyQ TIOU €XEI OYOPATEL.

e Agv UTAPXEl ONUEPO OULCIOOTIKO «EOoXaTo Kotoa@Uylo» (lender of last

resort) yio TI¢ Tpdmnele¢ otnv Evpwlwvn.

e Aev umAp&e TPOYMOTIKO KOO evdla@epov (common interest) yia Tn

ONUOGIOVOMIKI TIOAITIKN.

e O1 ayopéc Oev eméPaiav «melBapxia», dnAadry Oev TIUOAOYNCOAV TOV

Kivouvo (pioko) opBoAoyika.

e O poéC Ke@aAaiwv KaTtevbBOVONKaV o€ KAGOOUC PN EUTOPEVCINWY ayabwv

KOl UTINPECIWV. AnpIoUpynoav «@OUOKEC» KOl @OPOAOYIKA €000 TIOU

*Hpepida mou opyavwbnke amo ta “think tanks” CES-1FO kot Bruegel oti¢ 25 lavoudpiou 2011 pe
ouppeToxn 40 TEPIToU EVPWTAIWY 0IKOVOUOAOYWV, UTIO TN TIPOCWTTIKNA TOug 1310TNTa. H culitnon €yive
oOU@wva Pe Toug kKavoveg Tou Chatham House, dnAadr pmopei va dnuoaciomoinBei, aAAd xwpig
TouTtomnoinon BEaewv (TOTOBETOEWY) KOl OVOUATWY. ITNV NUEPIdO CUPUETEIXE KAl O CUVTAKTNG TOU
TIOPOVTOG CNUEIDMATOC, MEVIKAC AleuBuvTAg Tou IOBE Mdvvng ZToupvapac. ZNUEIWTEOY OTI N CUVTPITITIKY
TAEIOWN@I0 TWV CUPHETEXOVTWY OVAKE OTOV «EUPWTIATKO Boppdn.



OTNPIXTNKAV 0€ «@OVOKEC», OAANG TIPOKAAECOV Kal OTPERAWCEI OTIC
OXETIKEC TIPEG.
Moco mpoOBAnua eival Ta TAgovdopoTa TOU  100JUYIOL  TPEXOUCWV

oLVOANOY®WV TNG Meppaviag;
Mn oTMOTEAECUATIKEC KUBEPVATEIC KOl EMOTITEC TPATE(WV.

«Komnkav» ta @TEPd tng Commission, dsv Tnv d@noav ol KLPBEPVAOEIQ

«va KAVEL T O0UAEIG TNEC».

€ MO TAAPN VOUIOHOTIKA OAAG QTEAN OIKOVOMIKI KOl ONHOCIOVOMIK)
évwan, To dlevpuvopeva  100{0ylI0  TPEXOULOWV  CLVOAAAYWV  Eival
OVAUEVOUEVO, EMEION TA KPATN-UEAN €XOLV HUN CUUHETPIKA (WPIPEC Kal PN
WPIYEC OIKOVOUIEC) XOpPaKTINPIOTIKA. To TPOYMOTIKO TPORANua €ival ol
TIPOKUKAIKEC TOAITIKEG:  KuPBepvnoelq kot Tpdmele¢ «EpIEav AAdl 0T
PWTIG.

To ZOp@wvo Ztabepotntag kol Avamtuéng (ZXA) amétuxe. Aegv eixe Ta
KOTOAANAQ PECO OXETIKA HPE TOULG OTOXOULG. Ta eAAeippata ota 10o0lLyla
TPEXOLOWV CUVOANOYWV ATESEIXONOCAV 0 TIPAYUATIKOC «0dUVAPOE KPIKOC».
‘OMol TO UTIOTIPNOOE.

Tpamnellkny Kpion: AmotuXia tTng emomteiog. O ELPWTAIKEC apXEC OEV €XOUV
OXETIKA apuodIoTNTA

ATauteitar  aueon avadldpOpwaon XPEWV OPICHEVWY  KPOTWV-PEAWDY  Kal
Tpanelwv.

'E€000¢ pIa¢ XWpag-pPEAOUC amo To Eupw mBavOTnNTO CGULVETAYETOl AUETN
XPEOKOTIO TNG &V AOYyWw XWPOC-UEAOUC Kal amoTéAecpa domino OTIC

UTIOAOITIEC.

Amnopia yiati n Commission dgv avteAn@On €ykaipa TOV SnNUOCIOVOMIKO

EKTPOXIaoHO TNG EANGDOC.



e H @epeyyvdTnTa MPEMEL va Kpivetal oe BABOC xpovou Kal a@ol An@Bouv
LT OYn Ol GUVOMIKEG ETUMTWOEIC TWV METPWV TOUL AdPBAvovTal Kal N

KPOTIKI TiEpIOVTia.

e & TEPIOOOLCG Kpiong TG0 TO dnuUdaIo 600 Kal TO IBIWTIKO XPEOC TPEMEL va
AapBdavovtal vmoyn. Av aBpoloTolv Ta duo, N KOTATAEN XWPWV PE Bdon
TO PIOKO TWV XPEWV aAAALEL.

AvadiapBpwan xpéoug: Aegv €xel yivel oe xwpa TNC¢ Eupwmng PETA TOV
B'Maykoouio TMOAepo. Ze molo VOuIKO TAaiclo Ba yiver; TMoleg €ival ol

EMMTWOEIC; EXEl YiVEL GUYKPION KOGTOUG-OQEAOUC PE EVOANOKTIKEC ADCEIC;

B. MPOAHWH KAI EMIAYZH KPIZEQN

e To ApBpo 125 TNnC ZLVOAKNC TAPEXEL TN VOMIKN BAon yla «dlACWOEIC»

(rescue mechanism).

e YMApxel MPOPANUO O&IOTIOTIOG OTO XPNUATOTIOTWTIKO cVOTNUA. AvayKaieg

Ol AUETEC OANOYEC.

e Agv LUTIAPXElI PNXOVIOPOC AVTIUETWTIONG KPIoEWVY, PHOVO TPOANYNG (ZZA) Kal

OUTOC OPWC ATIETUXE.

H kpion €ival Aly0OTEpO dNPOGCIOVOUIKN Kal TIEPICCOTEPO PAKPOOIKOVOUIKNA-

XPNMOTOTIOTWTIKN.
e Amnaitovvtal duo pnxaviopoi emiAvong (resolution):
0 'Evog yla Ta €KTOC EAEYXOUL OnUOaCIa XPEN.
0 'Evag yla Ta €KTOC EAEYXOU TPATE(IKA XPEN.

e OI XPNMOTOTIOTWTIKEC QYyOpPEC TAVIKOPANONKAvV HE TNV amo@Acn TOu
ZupPBouAiov Kopu@ng yia «pATPeC oLAAOYIKNC dpdaanc» (collective action
clauses). Tpoefd@Ancav amWAEIEC amd TN OIOKPATNON  KPATIKWV

OMOAOYWV.



To mPOPBANUO MPE TNV TPOTOCNH VIO avodlopBpWOEIl XPEWV E€ival T

OlO@OPETIKA VOUIKG oUOTAPATA. AV UTIAPXEL VOUIKA BERaIOTNTO Oruepa.

O XPNMOTOTIOTWTIKOC TOMENC XPEIALETAl EMOMTEIN OAAG KOl GOOTNUO

EMIALONC TNG Kpiong Tou o€ eMimedo eVPWIWVNC.

O upnxaviopog mpoAnYng Twv Kpioewv TPEMEl va TEPIAAPPBAVEL, UETALL
AAwv, TIC €€eAieic ota 1000yla TPEXOLOWYV GUVOANOYWVY. OECTION Opiwv
TOCO OTO €AAEiPpaTa G600 KAl OTO TMAEOVACHATA TwV 100{LYiwV TPEXOLOWV
OULUVOAANOYWV TwWV  KPOTWV-PEAWV. ‘Ep@acn otnv mpoAnyn avATTUEnG

OUOTNUIKWV  dlAPOPWV PETAED KPATWV-PEAWV.

O pnxaviopog didowaong EFSF kal 0 povigog pnxaviopog ESM peta to 2013
MTIOPEl va  OTOTEAOCOOULV OTMOTEAECUOTIKOOG MNXOVIOWOUC €miAuong TNg
Kpion¢. Emion¢ pmopei va amoteAdoouv Abcon oto TPOPAnuUa Tng EKT,

ayopalovtag Ta KPATIKA OPOAOYyd TIOU KOTEXEL.

EFSM-ESM: unxoaviopoi oao@dAiong (insurance mechanisms) évavtl
KALOWVIoPwV pevatdtntag (liquidity) kai @epeyyvotntacg (solvency) mou
MTIOPOUV va €€a0@OAICOULY KOIVWVIKA OiKOIN KOl ATTOTEAECUATIKI KATAVOWMN)

TV AOCEWV.

O «nBiko¢ kivduvog» (moral hazard) eival avamO@EVKTOC 0 CLUOTAUATO
ao@AAIoNC. Ta KPATN-UEAN PE XauNAR agloAdynon KivdOvou, avamO@ELKTA
Ba emidotovvTal and Toug PNXavigpoug.

Ta KpATN-pEAN UTOpPED va eMITUYXAVOLV TOCO KOADTEPOULCG OPOUC dAVEICHUOU
Omo TOUG MNXOoviopuoUg EFSF-ESM 0600 mio TOAD «o€fovta» 1o XZA
(ZVp@wWvo ZTaBepdTNTAC KOl AVATITUENC).

Avdaykn evepyomoinong tou EFSF apéowc, Pe MOPAAANAN €vioxuar TOU ME
ETOPKEIC TOPOULG.

To ESM mpéemel va mpoPBAe@Bei 0To VOouIKO TAdiCIO.

Aev TpEmel va eTIPANOEI HOVOUEPNC, LTIOXPEWTIKN avadlapBpwan XxPEOUC.



H Eupwlwvn Xpeldletal €vav Kal POVO ETOTTN YIO TO XPNMOTOTIOTWTIKO

oLOTNUA.

To ZZA kai n pATpa un didocwaon¢ (no bail out clause) dev €ywvav oePaaotd.

Zxedldotnkav Adoc.

Xpelaldpaote, Xwpic oau@iBoAia, €va unxoaviopo didowong (bail out
mechanism). MapdAAnAa Opw¢ HE avadldpBpwan («KOUPEPO») XPEWV.
Mpénel Kupiw¢ o1 Tpamele¢ va avaidafouv 10 BAPOC TWV {NUIOV Ao TNV

UTIOXPEWTIKA avadiapBpwan (KOUPEUD) KPATIKWVY XPEWV.

H peiwon twv emitokiwv dev 0dynoe oe e€olkovounaon damavwy, OAANA OE

av&non tou dnupoaiov xpéou¢ (Kupiwg atnv EANGSQ).
H avadiapBpwaon XxpEoug mpoTeiveTal va yivel o€ Tpia oTddia:

0 a) Ze mpwto otTadlo (dlApKeElag OLO ETWV TEPIMOL) TAPEXETAI

PELOTOTNTA OTO KPATN-UEAN LTO TED.

0 B) Av n kotactoon dOev PBeATIiwOel mOpA TO PETPA TIOL UTOPEL va
€xouv An@Oei kol TN pevoTOTNTA TOL E£XEl MOPOCXEDEl, TO €V AOYyW
KPATN-PEAN KnNpLOOOVTOI OE KOTAOTOON Olovei xpeokoTiag (pending
insolvency). Ztnv @Acn auTr) EVEPYOTOIOVVTAI Ol PrTPEC GUAAOYIKNC
dpdong (collective action clauses) pe Ttov €€n¢ Tpomo:  (j)
AvadilopBpwvovTtal pPovo Ta OpOAoya TIOU  ARyouv, (M To
«KOUpeEPO» YyiveTal evtog opiwv (m.X. 20%-50% avaloyo HE TO
pEyeBOC Tou dnuaaiov xpéoug), (iii) Ekdidovtal amo Tta KPATN-pEAN
OMOAOYO OVTIKATAOTOCONC PE TNV €yyonon touv ESM.

0 Yy) Av, mopd Ta SlaAOUPBAVOUEVA TIPONYOUMEVWC, N Katdotoon Oev
BEATIOVETAL, TO €V AOYW KPATN-MEAN KNPUOGOOUV GTACT TANPWH®OV.

H Boaoikeia 1l amETUXE OXETIKA MPE TO ATMAITOOPEVA EMOTMTIKA KEPAAOIN
Tpanelwv eMeId TO KPATIKA opoAoya otabuilovtav pe pundevik oTdbuion

(UNdeVIKO pioko).



e Tpénel, yia TIC TPANEleC MOV €XOLV TIPORANMPA, va UTAPEOLY AUTOMATEG
METATPOTEG TPOTE(IKWV OPOAOYWV O¢ TpamellkéG PETOXEG (debt-equity

swaps).

I XYNAYAXMOZ BPAXYMNPOGEXMQN MPOTEPAIOTHTON ME MAKPOXPONIA BIQZIMOTHTA

To evpw €ival TOOO OIKOVOUIKA 6CO KOl TIOAITIKI] TTPOTEPAIOTNTO.
e Have€aptnoia tng EKT eival adlampaypdteutn.

e To EFSF pumopei va Bonbnoel otnv €miAucon tou TPEXOVTOC TMPOPRAARUATOC,

OAAG €VTOCQ opiwv. Agv xpeldaletal aAlayr 0 KOVOVIGPOC TOU.

e To XPNUATOTIOTWTIKO oLOTNUA XPeElaleTal avadounon ek BaBpwv Kal

MEYOAUTEPN dlO@AVELQ.
e To OLUOTAPOTO EMOTTEIOG KOl EAEYXOUL xpelalovTal PIJIKN Evioxuan.

e MMapd TNV Omola Ko dpAacn TWV KPATWV-PUEAWY, aUTA Ba eival EexwpioTd

umebBLVa yia TNV AKOAOLBOUPEVN TOAITIKA Kal TIC CUVETEIEC TNG.

e To ZIA xpelaletar pIIKEC aANOYEC.  ZUVTOYMOTIKA  KOTOXUPWOT.
TpomomoiNuéVOg «XpLuaOg Koavovac»: O TOKTIKOG TPOUTOAOYIOHOC VO
Q@NVEl TAEOVACUO OXI MIKPOTEPO TOL 30% TOU KOBaPOU EAAEIPPATOC TOL

Mpoypduuato¢ Anuoaciwv Emevdéloewy.
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