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It’s Greek to Me! 
The Ongoing Saga of the Eurozone Credit Crisis 

Greece has become a household topic over the last year.  Who knew that such a small country could cause 
so much unrest in world markets?  What is next for Greece?  

As far back as December of 2009, Greek debt reached 300bn euros, the highest in modern history. This 
totaled 113% of Gross Domestic Product (GDP), which is almost double the 60% limit of the eurozone.  

Then, in January of 2010, the European Union (EU) 
discovered “irregularities” in the Greek accounting 
procedures, and revised the Greek budget deficit to 
12.7% from 3.7%. Ultimately, this deficit was 
13.6%. To amass such a huge budget deficit when 
the total national debt is already over 100% of GDP 
creates even greater funding stresses. (Chart 11) 
Creditors began to demand yields to compensate for 
the risk of their loans to Greece. (Chart 22) 

 
Structurally speaking, Greece’s unemployment rate 
(Chart 33) and inability to raise additional revenues 
through taxation or growth have created a 
downward spiral that they cannot hope to contain. 
As of 22 September 2011, Greek 10-year bonds 
were trading at an effective yield of 23.6%, more 
than double the amount of the year before. In light 
of this, the EU, the European Central Bank (ECB) 
and the International Monetary Fund (IMF) stepped 
forward to propose the following assistance: 

March 2010 – safety net of 22bn euros, no loans.  

May 2010 – 110bn euro bailout package 

June 2011 – eurozone directs Greece to take 
additional measures before it can receive the next 
installment of loans. 

July 2011 – a second bailout of 109bn euro is 
agreed upon to help stop the contagion from 

                                                      
1 Source: www.research.stlouisfed.org  
2 Source: Bloomberg 
3 Source: www.research.stlouisfed.org 

Chart 2.  Central government debt, total (% of GDP) for 
Greece (DEBTTLGRA188A) 
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Chart 3: Harmonized Unemployment Rate 
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spreading to the rest of Europe. 

Fall of 2011 – Speculation is rampant that Greece will not meet targets in order to receive additional 
bailout funds. 

October 2011 – Greece once again escapes the possibility of default by receiving a 8bn euro loan tranche. 

January 2012 – France and Germany slam on the brakes, refusing to release more bailout money to 
Greece until Greece is able to renegotiate with banks that hold their debt. This could take the form of a 
haircut on the bond principal received at maturity or a debt swap into longer maturities.   

Greece has not made sufficient progress in trying to write down its debt and its economy is not strong 
enough to grow itself out of this crisis. Letting a member of the eurozone default will cause a ripple effect 
similar to the Lehman Brothers’ collapse that the U.S. experienced in 2008.  At this time, there is no 
option in the existing treaties to “opt out” of the euro.   

A UBS report dated September 6, 2011, estimated that a weak country leaving the eurozone would incur a 
cost of between 9,500 and 11,500 euros per person during the first year following departure, equating to 
between 40 and 50 percent of GDP in the first year. This cost was based on the following presumptions: 
that the new local currency would depreciate in value against the euro, and that there would be a run on 
the local banks, with customers hoarding cash before the secession took place. Each subsequent year 
would like cost between 3,000 to 4,000 euros per person.  According to UBS’ assessment, the turn of 
events for any “weak” country would likely follow this path.  

1. Default on domestic debt 
2. Collapse of the domestic banking system 
3. Departure from the European Union 
4. Trade, tariffs, and protectionism 
5. Civil Disorder 

The next few months will indeed be pivotal for Greece and for the eurozone as a whole.  Governmental 
bodies must make decisions about how to coordinate fiscal responsibility going forward.  There are only 
two possibilities: tighter fiscal integration among the eurozone nations OR a disruptive dissolution of all 
or part of the eurozone as we know it today. Either outcome is bound to create disruptions in the global 
markets.  As investors, we must do our best to educate ourselves and work to avoid negative 
repercussions from eurozone issues and a possible Greek default. Don’t let it all be Greek to you! 

- Rachel Wakefield, CFA 


