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Corrects seventh paragraph to state that Slovenia, Malta and Spain are the three most exposed euro-area nations to a Greece default as a proportion of their GDP. Also corrects rankings and exposure of Germany, France and Italy. These corrections are due to a flawed methodology, which is now fixed in the fifth, sixth, and seventh paragraphs
to refer to the correct bailout program, the European Financial Stability Facility. The charts have also been corrected. Exposure via the ECB’s Securities Market Program was
also wrong in the calculations.

Who Hurts Most If Greece Defaults?
(Hint: Not Germany)

S

hould the anti-austerity party Syriza win
the upcoming Greek elections and choose
default, Germany, the advocate-in-chief for
tighter spending, will be on the hook for some
of the losses. Still German taxpayers are far
less exposed to Greek public debt relative to
what smaller, less vociferous euro-area members can afford. Those countries may have
good reason to keep quiet.
Greece’s Syriza party — currently leading
in polls — “insists strongly on its position that
it will abolish the memoranda signed with
the Troika of lenders when it assumes office
and will re-negotiate the loans,” according to
its website. Leader Alexis Tsipras renewed
that pledge this weekend.
Who owns Greece’s public debt? That’s
the 322 billion-euro question, according to
the Finance Ministry’s figures from the third
quarter of last year. Most of the debt has
changed hands since a bailout in 2010, a
second in 2012 and a restructuring involving
private creditors that same year. Private owners now hold only 17 percent. The secondary
market has become very thin — bear that in
mind when looking at 10-year bond yields.
Losses from a Greek restructuring would
probably be limited for the European financial sector. A default would have to be absorbed instead by official creditors, holding

the remaining 83 percent of outstanding
loans and bonds. These include euro-area
governments (62 percent), the International Monetary Fund (10 percent) through its
participation in the two bailouts, and the European Central Bank (8 percent), which purchased bonds in 2010 through its Securities
Market Program. The remaining 3 percent
are repurchase agreements and assets held
by the Central Bank of Greece. It is unclear
where losses on that portion would fall.
Greece initially received 53 billion euros in
bilateral loans from euro-area governments
in the first bailout in May 2010. At that time,
there was no centralized European structure
to help illiquid states. By contrast, money
from the second bailout came from the European Financial Stability Facility, which has
been succeeded by the European Stability
Mechanism. Their lending capacity is pooled
from the contributions of euro-area members.
In total, Greece’s euro-area neighbors
have granted it 195 billion euros in bilateral
loans and through their participation in the
EFSF. Governments are also on the line as
capital owners of the ECB and the IMF —
up to their share. Taking into account the
four financing channels, Bloomberg Economics has calculated the total exposure of
each euro-area government to Greek public
debt. In the chart below, the most-exposed
taxpayers appear to be those of Germany,
at 65 billion euros, France at 49 billion, and
Italy at 43 billion.
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The nominal amounts at stake do illustrate the motives for German resistance
to restructuring. Yet a more relevant measure would adjust for a country’s ability to
absorb those losses. The picture radically
changes when that exposure is expressed
as a share of 2013 nominal GDP. On this
ranking, Germany falls to No. 8 with an
exposure amounting to 2.37 percent of its
economy’s size. France falls to No. 7 (2.38
percent) and Italy to No. 4 (2.74 percent).
Slovenia (3.06 percent), Malta (3.03 percent) and Spain (2.78 percent) top the ranking, meaning these countries have the most
to lose if Greece decides to write down its
public debt.
Recent comments from national leaders in
Europe don’t reflect those rankings. Germany has sent the strongest warnings against
a Syriza-led government, yet the country
isn’t the most at risk — at least not in terms
of GDP. The silence of euro-area nations
with greater exposure might have something to do with the fact that they may have
to negotiate their own restructurings. In the
meantime, those countries might save face
by keeping quiet.
Notes on methodology: *Countries’ exposures to
Greek debt relative to their nominal GDP differ for two
reasons.The first is obvious: bilateral loans made to
Greece came in different sizes. Second, the countries’
shares of euro-area nominal GDP are not identical
to their shares of capital from the ECB and the EFSF.
*Nominal GDP is a preferred denominator for debt exposure both because the debt is nominal and it is cash
spending that determines the tax receipts that would
ultimately be needed to cover the losses.
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