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Scenarios for government debt in Greece 
Almost two years since the outbreak of the government financing crisis, Greece's long-
term debt sustainability remains clouded by uncertainty. 

The approval of the second aid package, which gives Greece access to EFSF loans worth 
EUR 130bn up until 2014, as well as to IMF loans totaling EUR 28bn within a 4-year period, 
certainly signals progress in terms of restoring the country's debt sustainability. In order 
to be able to achieve the debt ratio of 120% by 2020, in line with the demands made by the 
IMF and the EU, Greece will, of course, have to ensure – even with a new government at 
the helm – that it can fulfill the requirements of the Troika, which consists of representa-
tives from the EU, the IMF and the ECB, and finally get down to business when it comes to 
reforming its economic structure to make the country competitive again.  

But what sort of savings have to be made before we can talk of a long-term return to debt 
sustainability? Under what sort of conditions is a substantial reduction in the govern-
ment debt ratio to a sustainable level realistic? 

What primary balance is required to stabilize government debt?

2011 2012 2011 2012 2011 2012 2011 2012 2011 2012

Germany 3.0    1.0    79.5    78.0    1.4    1.7    2.9    2.9    -1.0    -0.6    -0.1    

France 1.7    0.5    85.4    88.0    -2.9    -1.7    3.1    3.3    -5.5    -4.5    0.3    

Greece -6.9    -4.0    165.3    155.8    -2.6    -2.0    4.4    3.3    -9.3    -7.3    1.4    

Ireland 0.9    0.5    105.0    111.6    -6.7    -4.3    3.6    3.9    -10.3    -8.6    0.4    

Italy 0.4    -0.7    119.8    120.6    1.0    2.9    4.0    4.4    -3.9    -2.3    1.8    

Portugal -1.6    -2.3    109.5    115.2    -0.3    0.5    4.1    4.4    -4.5    -4.5    1.8    

Spain 0.7    -0.2    71.3    75.9    -6.3    -2.9    3.3    3.2    -8.5    -5.3    0.6    

Government deficit
Country Required primary 

balance

Real GDP growth General government 
debt ratio

Primary balance as a 
% of GDP Average interest rate

 

As the table shows, Greece would have to generate a primary surplus of 1.4% a year in the 
period leading up to 2025 to merely stabilize its debt ratio, i.e. to keep the debt level 
steady in relation to gross domestic product (GDP), even following a haircut involving 
private creditors and assuming moderate economic growth. While Italy and Portugal will 
have to achieve a primary surplus of as much as 1.8% due to the higher interest burden 
shouldered by these countries, Spain and Ireland will be able to stabilize their govern-
ment debt ratios at the 2012 level with primary surpluses of 0.6% and 0.4% respectively.  

We want to use our scenario-based analysis to take a closer look at these questions. We 
have produced forecasts for Greece's debt and interest burden for the period leading up 
to 2025 based on varying overall conditions.  

Assumptions 

We have used three scenarios to estimate the development of government debt in the 
period leading up to 2025 based on different overall conditions. The three scenarios ad-
just the parameters that have a key impact on a country's debt momentum: fiscal disci-
pline, a country's economic growth and the average refinancing costs.  

The first parameter is the primary balance (net lending/borrowing excluding interest 
expenditure). This first of all shows how determined the government is to implement the 
austerity measures and achieve the associated consolidation targets. Second, the pri-
mary balance (in addition to the interest burden) allows direct conclusions to be drawn 
as to future new borrowing.  
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As well as fiscal policy stamina, a country's growth outlook is the second factor that ex-
erts considerable influence over the government debt ratio. In general, debt can be ex-
pected to show positive development in a climate of high (nominal) economic growth.  

The third variable lies in the costs associated with the refinancing of existing debt and/or 
new borrowing on the capital market. The relevant parameter for the debt burden is the 
average interest rate paid on sovereign debt and not, as is often assumed to be the case, 
the current market rate. 

In formal terms, the change in the debt ratio          can be calculated as follows:   
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tp : primary balance as a % of GDP 

i   : average effective interest rate on public-sector debt 

g  : nominal GDP growth rate 

1−tb : debt ratio in the previous year 

An overview of the key results

2020 2025

Base case 1.0% 3.0% 5.0%
EU deficit target* met in 2013-2014, well-
balanced budget in 2016, budgetary 
surpluses from 2017 

3.8% 119.8% 101.1%

Risk case 1.0% 3.0% 2.0% EU deficit target* not met in 2014, budget 
deficit of more than 3% 2014-2025 3.9% 140.8% 140.6%

Positive case 2.0% 4.0% 6.0% EU deficit target met, budgetary surpluses 
from 2014 3.6% 103.1% 71.8%

*2012: 7%; 2013: 5,3%; 2014: 2,9%.

Average 
interest rate                       
2014-2025

Debt-to-GDP ratio
Greece

Nominal GDP 
growth     

2014-2025

Primary 
balance as % 

of GDP 
 2014-2025

General government deficit as % of GDP
Real GDP 
growth     

2014-2025

 

• Base scenario: "Spending discipline, slow reduction in risk premiums, moderate 
economic growth" 
If Greece manages to adhere to the Troika targets, its debt ratio should start to fall 
fairly quickly, touching on the 101% mark by 2025. This means that, even in a not 
overly optimistic economic environment, Greek could manage to slash its debt ratio 
by more than 50 percentage points – a sovereign default is not on the cards in this 
scenario.  

• Risk scenario: "Insufficient consolidation efforts" 
If Greece fails to get a grip on its budgetary problems, the debt ratio can be expected 
to fall only marginally by 2025 compared with this year's level, making further debt 
cancellation a very likely prospect.  

• Positive scenario: "Spending discipline, stronger economic growth" 
The reform efforts could catapult the Greek economy onto a higher growth path in 
the medium term. Economic impetus and an ongoing austerity drive would allow 
Greece to more or less slice its government debt ratio in half.  

tb∆
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Scenario-based analysis: How will government debt develop in the period 
leading up to 2025? 

Base scenario: "Spending discipline, slow reduction in risk premiums, moderate economic 
growth" 

Greece is still coming under fierce criticism for not going far enough with moves to con-
solidate its budget and make structural returns to its economy. It is, nevertheless, impor-
tant not to lose sight of the significant progress that has already been made in Greece's 
public coffers. Excluding interest expenditure, the state financing deficit tumbled from 
10.6% of GDP in 2009 to around 2½% last year. This has, however, done nothing to change 
the fact that the debt ratio has been on a steep upward incline until only recently, and 
would have climbed to around 180% at the end of 2012 had it not been for the debt can-
cellation – compared with around 129% at the close of 2009. For some time now, new 
borrowing has no longer been the only force driving the debt ratio. The downward spiral 
in the country's gross domestic product carries its fair share of the responsibility for 
pushing the debt ratio up. Moves to recapitalize the country's banks are also imposing an 
ever-increasing burden upon debt levels. Moreover, we have yet to see any real return on 
the privatization measures. We have assumed that Greece will generate only EUR 25bn in 
revenue from its privatization projects in the period leading up to 2020 - half the amount 
originally hoped for. 

Private sector involvement in the form of a waiver of receivables and bond exchange will, 
however, drive the Greek debt ratio down in 2012. The haircut to the tune of 53.5% 
(107bn) was practically achieved in full thanks to the retroactive introduction of "collec-
tive action clauses". Greek's debt will not, however, be slashed to the same extent. Some 
EUR 50bn of the second aid package for Greece is likely to be swallowed up by the need to 
recapitalize its banks and compensate for the losses incurred by the country's pension 
funds. We put the Greek debt level at around 156% of GDP at the end of 2012, only some 
10 percentage points lower than at the end of 2011, in spite of the debt cancellation. 

Average interest rates in Greek budget in base scenario

Sources: EcoWin, own calculations.
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For Greece’s future debt sustainability the reduction of interest rates is just as significant 
as the haircut. The interest rate on the newly issued bonds initially stands at a mere 2%. 
Moreover, both retroactively and in future, Greece now has to pay substantially lower 
interest rates on the loans taken up in the framework of the aid packages – the interest 
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rate top-up for the EU’s Greek loan facility was lowered to 150 basis points. As both com-
ponents will soon make up the lion’s share of Greek government debt, the average inter-
est rate on outstanding Greek debt is set to fall from just short of 4½% to date to below 
3½% in the coming years.  

Interest payments in relation to Greek GDP in base scenario
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Sources: EcoWin, own calculations.  

The massive reduction in interest expenditure to only an estimated 5% of GDP from 2013 
onwards means that, based on growth of 1% in real terms and 3% in nominal terms – 
which we have applied to our base scenario from 2014 onwards –  a primary surplus of 
1.4% would be sufficient to stabilize the debt ratio. 

In our base scenario, we have assumed that Greece will toe the line set by the Troika and 
will generate a relatively high primary surplus of around 5% (of GDP) as of 2014. The 
historical examples shown in the chart below illustrate that primary surpluses on this 
scale are by no means unrealistic.  

High primary surpluses* are feasible in the long term
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Despite moderate economic growth, the debt ratio will then fall fairly swiftly, coming in 
at around 120% in 2020 and 101% in 2025. The country's gradual return to the capital 
market starting at the end of this decade will bring the average interest rate in the budget 
back up to 4½% by 2025. Interest expenditure, expressed as a proportion of GDP, will 
remain just below the 5% mark in the long term. Although sizeable, this sort of interest 
burden in a budget is manageable. A sovereign default is not on the cards in this sce-
nario. 

Risk scenario: "Insufficient consolidation efforts" 

It is, however, by no means certain that Greece will be able to get to grips with its budget-
ary problems. With this in mind, our risk scenario assumes that Greece will only achieve a 
primary surplus of 2% from 2014 onwards. In this scenario, Greece proves unable to meet 
a key requirement, namely cutting its budget deficit to 3% of economic output by 2014. 
Greece then continues to breach the Maastricht criterion in the years that follow, with 
budget deficits in the region of 3-5%. In this scenario, the debt ratio falls only marginally 
to 141% in 2020 and stays more or less put at this level up until 2025. In these circum-
stances, the financial markets can hardly be expected to calm down. This pushes gov-
ernment interest payments, as a percentage of GDP, up from 5.3% in 2013 to around 7% in 
2025. This sort of situation would be impossible to handle without another haircut. 

Positive scenario: "Spending discipline, stronger economic growth" 

Although it is hard to envisage as things stand at the moment, it is possible that Greece 
will show more positive development than that described in our base scenario. The inevi-
table economic cuts and reform efforts could trigger higher growth in the medium term. 
In this positive scenario, we have assumed that Greece will achieve real growth of 2% as of 
2014, which is certainly not an overly positive assumption. On the back of a strong econ-
omy and ongoing consolidation efforts, Greece should then actually be able to generate 
considerable budget surpluses averaging 2%. The government debt ratio will fall to 103% 
in 2020 and to as little as just under 72% in 2025. In this scenario, Greece would have 
managed to permanently shake off its debts. 
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Considerable improvement in starting position  

Greece's debt trajectory is not irreversible. Rather, the haircut and the reduced interest 
expenditure provide a good basis to achieve a reduction in the debt ratio to 120% of GDP 
by 2020, even in a macroeconomic environment that is not overly optimistic. However, 
this will require Greece to resolutely pursue its consolidation drive over an extended 
period and plough ahead with the envisaged economic reforms. It is also important that 
the EU and the IMF provide the necessary support for the amount of time needed for 
progress to be made on the consolidation front.  

The aid packages made available to date will cover Greece's financing needs up until 
2014, with the country expected to return to the capital market the next year. Greece's 
first steps back on to the capital market, however, are likely to come in the form of short-
dated bonds. This is because the successful placement of medium to long-term govern-
ment bonds on the capital market is hindered by several factors: for one, the gloomy 
economic prospects for the coming year are likely to push the government debt ratio up 
further, putting a temporary dent in bond investor confidence in debt sustainability – it 
is not until 2014 that we expect to see debt fall in relation to economic output. For an-
other, the appeal of newly issued Greek bonds is likely to suffer as a result of the seniority 
of restructured bonds vis-à-vis their newly issued counterparts. In a report published in 
early March when the IMF granted the country its EUR 28bn loan, the IMF warned of a 
financing shortfall of between EUR 8bn and EUR 21bn in the period between 2015 and 
early 2016 – i.e. once the second rescue package provided by Greece's European partners 
has expired – which is expected to burn a hole in the Greek budget. While the IMF will be 
providing around EUR 8bn to help plug the hole in Greece's budget, the eurozone coun-
tries will have to cover the remaining EUR 13bn if Greece is unable to find funding on the 
capital market at a manageable cost. Last but not least, the budget plans for 2013-14 
show a gaping financing hole that will take additional austerity efforts to close.  

The question as to whether Greece will, in fact, receive a third rescue package, delaying 
its return to the capital market for another few years, depends not only on the country's 
consolidation success, but also on its growth prospects and the interest burden carried 
in its budget.  

If Greece manages to unleash stronger growth, via the structural change now initiated, 
the debt ratio could be pushed well below the 100% mark. Additional growth of one per-
centage point would alone suffice to help Greece halve its debt ratio by 2025. Stronger 
economic growth would not only help to reduce the mountains of debt that the country 
has accumulated – rather, sustained economic growth and the viable, non credit-driven 
jobs that this would bring are likely to foster more public acceptance of the reform efforts 
and the euro project. 
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Greece

Base scenario 2008    2009    2010    2011    2012    2013    2014    2015    2016    2017    2018    2019    2020    2021    2022    2023    2024    2025    

Primary balance as % of GDP pt -4.8    -10.6    -5.0    -2.6    -2.0    0.6    5.0    5.0    5.0    5.0    5.0    5.0    5.0    5.0    5.0    5.0    5.0    5.0    

Interest payments as % of GDP  5.0    5.2    5.6    6.7    5.3    5.3    5.3    5.2    5.0    4.9    4.8    4.7    4.5    4.5    4.6    4.6    4.7    4.6    

New borrowing as % of GDP -9.8    -15.8    -10.6    -9.3    -7.3    -4.7    -0.3    -0.2    0.0    0.1    0.2    0.3    0.5    0.5    0.4    0.4    0.3    0.4    

Implicit effective interest rate on 
new debt i 4.8    4.2    4.2    4.4    3.3    3.3    3.4    3.5    3.5    3.6    3.6    3.7    3.7    3.8    4.0    4.2    4.4    4.5    

Nominal GDP growth g 4.6    -0.5    -1.9    -5.4    -3.0    0.6    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    

Nominal GDP in EUR bn 232.9    231.6    227.3    215.1    208.6    209.9    216.2    222.7    229.3    236.2    243.3    250.6    258.1    265.9    273.9    282.1    290.5    299.2    

Real GDP growth -0.2    -3.3    -3.5    -6.9    -4.0    0.3    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    

Inflation rate (2011/12: GDP deflator) 4.2    1.2    4.7    3.3    1.0    0.3    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    

Automatic debt dynamics 0.2    5.4    8.0    15.0    10.7    4.2    0.6    0.7    0.7    0.8    0.8    0.8    0.9    0.9    1.1    1.3    1.5    1.5    

Outstanding debt in EUR bn 263.2    299.5    329.4    355.5    325.1    332.6    330.1    327.4    324.4    321.1    317.5    313.5    309.2    307.7    306.3    305.0    303.9    302.6    

Change in debt ratio 5.0    16.1    12.9    17.6    12.7    3.6    -4.4    -4.3    -4.3    -4.2    -4.2    -4.2    -4.1    -4.1    -3.9    -3.7    -3.5    -3.5    

Privatization proceeds as % of GDP 0.5    1.0    1.0    1.4    1.3    1.3    1.3    1.2    1.2    1.2    

Debt as % of GDP 113.0    129.3    144.9    165.3    155.8    158.5    152.7    147.0    141.4    135.9    130.5    125.1    119.8    115.7    111.8    108.1    104.6    101.1     
 

Risk scenario 2008    2009    2010    2011    2012    2013    2014    2015    2016    2017    2018    2019    2020    2021    2022    2023    2024    2025    

Primary balance as % of GDP pt -4.8    -10.6    -5.0    -2.6    -2.0    0.6    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    

Interest payments as % of GDP  5.0    5.2    5.7    6.7    5.3    5.3    5.3    5.2    5.2    5.2    5.3    5.2    5.2    5.5    5.9    6.2    6.6    6.9    

New borrowing as % of GDP -9.8    -15.8    -10.6    -9.3    -7.3    -4.7    -3.3    -3.2    -3.2    -3.2    -3.3    -3.2    -3.2    -3.5    -3.9    -4.2    -4.6    -4.9    

Implicit effective interest rate on 
new debt i 4.8    4.2    4.2    4.4    3.3    3.3    3.4    3.4    3.4    3.5    3.6    3.6    3.7    4.0    4.2    4.5    4.7    5.0    

Nominal GDP growth g 4.6    -0.5    -1.9    -5.4    -3.0    0.6    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    3.0    

Nominal GDP in EUR bn 232.9    231.6    227.3    215.1    208.6    209.9    216.2    222.7    229.3    236.2    243.3    250.6    258.1    265.9    273.9    282.1    290.5    299.2    

Real GDP growth -0.2    -3.3    -3.5    -6.9    -4.0    0.3    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    1.0    

Inflation rate (2011/12: GDP deflator) 4.2    1.2    4.7    3.3    1.0    0.3    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    

Automatic debt dynamics 0.2    5.4    8.0    15.0    10.7    4.2    0.6    0.6    0.6    0.7    0.9    0.8    1.0    1.3    1.6    2.0    2.3    2.7    

Outstanding debt in EUR bn 263.2    299.5    329.4    355.5    325.1    332.6    336.6    340.6    344.6    348.9    353.6    358.3    363.4    372.5    382.6    394.0    406.7    420.9    

Change in debt ratio 5.0    16.1    12.9    17.6    12.7    3.6    -1.4    -1.4    -1.4    -1.3    -1.1    -1.2    -1.0    -0.7    -0.4    0.0    0.3    0.7    

Privatization proceeds as % of GDP 0.5    1.0    1.0    1.4    1.3    1.3    1.3    1.2    1.2    1.2    

Debt as % of GDP 113.0    129.3    144.9    165.3    155.8    158.5    155.7    153.0    150.2    147.7    145.3    143.0    140.8    140.1    139.7    139.7    140.0    140.6     
 

Quellen: Eurostat, IMF Country Report No.12/57: „Greece: Request for Extended Arrangement Under the Extended Fund 
Facility“ (März 2012), eigene Berechnungen.

Positive scenario 2008    2009    2010    2011    2012    2013    2014    2015    2016    2017    2018    2019    2020    2021    2022    2023    2024    2025    

Primary balance as % of GDP pt -4.8    -10.6    -5.0    -2.6    -2.0    0.6    6.0    6.0    6.0    6.0    6.0    6.0    6.0    6.0    6.0    6.0    6.0    6.0    

Interest payments as % of GDP  5.0    5.2    5.7    6.7    5.3    5.3    5.2    5.0    4.7    4.5    4.4    4.1    4.0    3.7    3.5    3.2    3.0    2.8    

New borrowing as % of GDP -9.8    -15.8    -10.6    -9.3    -7.3    -4.7    0.8    1.0    1.3    1.5    1.6    1.9    2.0    2.3    2.5    2.8    3.0    3.2    

Implicit effective interest rate on 
new debt i 4.8    4.2    4.2    4.4    3.3    3.3    3.4    3.4    3.4    3.5    3.6    3.6    3.7    3.7    3.7    3.7    3.7    3.7    

Nominal GDP growth g 4.6    -0.5    -1.9    -5.4    -3.0    0.6    4.0    4.0    4.0    4.0    4.0    4.0    4.0    4.0    4.0    4.0    4.0    4.0    

Nominal GDP in EUR bn 232.9    231.6    227.3    215.1    208.6    209.9    218.3    227.0    236.1    245.5    255.4    265.6    276.2    287.2    298.7    310.7    323.1    336.0    

Real GDP growth -0.2    -3.3    -3.5    -6.9    -4.0    0.3    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    

Inflation rate (2011/12: GDP deflator) 4.2    1.2    4.7    3.3    1.0    0.3    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    2.0    

Automatic debt dynamics 0.2    5.4    8.0    15.0    10.7    4.2    -0.9    -0.9    -0.8    -0.6    -0.5    -0.5    -0.3    -0.3    -0.3    -0.3    -0.2    -0.2    

Outstanding debt in EUR bn 263.2    299.5    329.4    355.5    325.1    332.6    327.8    322.3    316.0    309.2    301.8    293.6    284.7    278.0    270.3    261.7    252.0    241.1    

Change in debt ratio 5.0    16.1    12.9    17.6    12.7    3.6    -6.9    -6.9    -6.8    -6.6    -6.5    -6.5    -6.3    -6.3    -6.3    -6.3    -6.2    -6.2    

Privatization proceeds as % of GDP 0.5    1.0    1.0    1.4    1.3    1.3    1.3    1.2    1.2    1.2    

Debt as % of GDP 113.0    129.3    144.9    165.3    155.8    158.5    150.2    142.0    133.8    125.9    118.2    110.5    103.1    96.8    90.5    84.2    78.0    71.8    
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ GROUP 
Together with its customers and sales partners, Allianz is one of the strongest financial communities. More than 
76 million private and corporate customers rely on Allianz's knowledge, global reach, capital strength and solidity 
to help them make the most of financial opportunities and to avoid and safeguard themselves against risks.  
In 2010 151,000 employees in 70 countries achieved total revenue of 106.5 billion Euros and an operating profit of 
8.2 billion Euros. Benefits for our customers reached 91.4 billion Euros. 
This business success with insurance, asset management and assistance services is based increasingly on 
customer demand for crisis-proof financial solutions for an ageing society and the challenges of climate change. 
Transparency and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include statements of future expectations and other forward-looking 
statements that are based on management’s current views and assumptions and involve known and unknown 
risks and uncertainties that could cause actual results, performance or events to differ materially from those 
expressed or implied in such statements. In addition to statements which are forward-looking by reason of 
context, the words "may", "will", "should", "expects", "plans", "intends", "anticipates", "believes", "estimates", 
"predicts", "potential", or "continue" and similar expressions identify forward-looking statements. Actual results, 
performance or events may differ materially from those in such statements due to, without limitation, (i) general 
economic conditions, including in particular economic conditions in the Allianz Group’s core business and core 
markets, (ii) performance of financial markets, including emerging markets, and including market volatility, 
liquidity and credit events (iii) the frequency and severity of insured loss events, including from natural 
catastrophes and including the development of loss expenses, (iv) mortality and morbidity levels and trends, (v) 
persistency levels, (vi) the extent of credit defaults, (vii) interest rate levels, (viii) currency exchange rates 
including the Euro/U.S. Dollar exchange rate, (ix) changing levels of competition, (x) changes in laws and 
regulations, including monetary convergence and the European Monetary Union, (xi) changes in the policies of 
central banks and/or foreign governments, (xii) the impact of acquisitions, including related integration issues, 
(xiii) reorganization measures, and (xiv) general competitive factors, in each case on a local, regional, national 
and/or global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist 
activities and their consequences. The company assumes no obligation to update any forward-looking statement. 

NO DUTY TO UPDATE 
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The company assumes no obligation to update any information contained herein.  


