
The Greek budget deficitThe Greek budget deficit
nevernever got below the 3% of GDP limit,got below the 3% of GDP limit,

nor did the debt ever decline toward the 60% limitnor did the debt ever decline toward the 60% limit
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Even though in most years true Greek budget deficitsEven though in most years true Greek budget deficits
were far in excess of the supposed limit were far in excess of the supposed limit (3% of GDP).(3% of GDP).

22Source: Frankel & Schreger (2011)

the the official budget forecasts were always rosy.official budget forecasts were always rosy.

Until, in 2009, the bottom fell out of the budget.



33

Spreads for Italy, Greece, & other Mediterranean Spreads for Italy, Greece, & other Mediterranean 
members of members of €€ were near zero, from 2001 until 2008.were near zero, from 2001 until 2008.
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Spreads for Italy, Greece, & other Spreads for Italy, Greece, & other 
Mediterranean membersMediterranean members
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Sustainable debt dependes on the economic Sustainable debt dependes on the economic 
performance (tax) and financial assets of performance (tax) and financial assets of 
households (vulnerable above the trends)households (vulnerable above the trends)
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Paradox situation: better fiscal Paradox situation: better fiscal 
position worse CDSposition worse CDS

66

Government debt of the eurozone 
and the USA

CDS of the eurozone and the USA


