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STATEMENT BY MARCO BUTI, DIRECTOR GENERAL DG ECFIN

Sovereign debt crisis in Europe: assessing the current European instruments -
addressing the challenges ahead

European Parliament 24 January 2012

Dear Madame Chair, 

 Thank you for inviting me to participate in this hearing. I am very pleased to be here 
today to discuss with honourable Members the state of affairs regarding the 
instruments that we have available to address the sovereign debt crisis, in particular 
the financial firewalls. 

 I will now briefly address the four questions raised by the chair.

1. How have the current instruments (Intergovernmental loans to Greece, loans under 
EFSF, loans under EFSM) been implemented? 

 € 110 billion in loans have been committed to Greece, of which €80 billion through the 
Greek Loan Facility (GLF), which consists of pooled bilateral loans from the EA MS 
involved, and € 30 bn from the IMF. The Commission has a pure co-ordination role 
(making sure money is provided timely, calculating "higher funding costs")

 The EFSF has provided loans by passing on funds raised in the market through bond 
issuances. These bonds are backed by the guarantors (EA MS excluding countries 
that stepped out).

 The Commission on behalf of the EU has provided loans through the EFSM, also 
passing on funds raised in the market through bond issuances. These bonds are 
backed by the EU budget (and therefore indirectly by all 27 EU MS). Of the € 60 
billion available under the EFSM, 48.5 billion have been committed and 31 billion 
have so far been disbursed.

 Under the EU's balance-of-payments facility for the non-euro area Member States, 
the maximum amount of assistance is € 50 billion, of which € 37 billion currently 
remain.

2. Considering the EU-27 nature of the EFSM, which are the potential consequences 
for the EU budget of the use of the ESFM?

 All loans to beneficiaries are financed back-to-back by bonds issued in the market, 
meaning that bond maturities are matched by loan maturities and that the EU takes 
no duration or interest rate risk. The only risk is credit risk in the form that the loan 
beneficiary doesn't honour its debt service obligations.

 The EUR 31 billion so far disbursed by the EFSM are funded by 8 bond issues since 
January 2011 with maturities from 2015 to 2042. The maximum amount due in one 
single calendar year will be approximately EUR 10 billion in 2021.

 In case of the unlikely event of a loan default a first safe-guard to prevent the EU 
Budget to intervene is that loans are due 14 days (under the EFSM programme) 
before the corresponding bond matures, allowing for escalation if a loan is not repaid 
correctly.
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 Should this escalation not bear fruit there are multiple layers of safety in-built in the 
EU own resources and budgetary legal frameworks to ensure that the Commission 
will always honour the EU's legal obligations towards its lenders.

3. Which are the actions taken by (and effects on) the programme countries under 
these instruments?

 Let me say a few words on the financial assistance provided to Greece, Ireland and 
Portugal and on their performance under their respective programmes, which are of 
course tailored to each country's specific circumstances. While the time is too short to 
go into detail now, the three main dimensions on which programme performance 
needs to be judged are fiscal consolidation; financial repair; and structural reforms. 

Greece

 € 110 billion in loans have been committed to Greece, of which €80 billion through the 
Greek Loan Facility (GLF), which consists of pooled bilateral loans from the EA MS 
involved, and € 30 bn from the IMF. For the second programme an additional €130 
billion has been earmarked under the EFSF, and € 24.4 bn remain under the Greek 
Loan Facility. 

 The first Greek programme has not achieved its objectives. The objectives of the 
second programme will not fundamentally change. However, a number of critical 
parameters will have to be adjusted taking into account the experience of the last 20 
months, the economic situation in Greece (and in the EU as a whole), as well as the 
impact of PSI which is currently under discussion with private bondholders.

Ireland

 Financial assistance under the programme for Ireland totals €85bn. Restoring 
financial market confidence in the Irish banking sector and the sovereign is the key 
objective. Ireland continues to perform well despite a very challenging domestic and 
external environment and there has been a sharp improvement in market perception 
of Ireland's situation.

Portugal

 The financial assistance package to Portugal - from April 2011 - covers financing 
needs up to € 78bn. Portugal has made good progress on a number of fronts, but 
significant challenges remain. The contraction of economic activity in 2012 is likely to 
be more pronounced than foreseen in the programme. Success crucially depends on 
the implementation of a wide range of structural reforms to improve competiveness 
and support economic growth.

In sum

 To conclude, building appropriate firewalls is one of the key responses to the crisis, 
as outlined in the Commission Communication on roadmap to stability and growth. 
The EU has made huge progress on this since the beginning of the crisis. Firewalls 
have to be appropriately designed but also applied in practice. The Commission and 
the EFSF are working hand in hand to achieve this.

Finalising the Fiscal Compact and the ESM Treaty, providing it with adequate 
resources and smooth governance to ensure swift decision taking is the next frontier 
in setting up effective firewalls against the crisis. 
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