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ABSTRACT. The world financial crisis, started by the collapéehe mortgage
market in USA, gave rise to the deterioration dblmufinances in many European
countries. The countries on which the impact wasnst are Portugal, Ireland,
Italy, Greece and Spain (or PIIGS). Already duri2@l0, Greece and lIreland
would have both had to declare their bankruptcyfbuthe external financial aid.
The purpose of the present paper is to highlightctngses that gave rise to the
critical situation of the countries referred toRiEGS, the scale of the phenomenon
and the measures taken to improve the given Situati
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Introduction

Recently and with respect to the world financiakisy the conventional
term PIGS was coined. The term is referring to ¢haesuntries with difficult
budget situations and high public debt levels. Téren is an acronym whose
successive letters are the initial letters of tames of the countries most burdened
with the afore-mentioned problems (that means: d&dihg for Portugal, | for
Ireland, G for Greece and S for Spain). Later taly lwas added to the group and
the acronym itself was extended into PIIGS. Somedinone can encounter the
term PIIGGS, the second G referring to Great Britklowever, the present study
does not include any data regarding Great Britain.

All references are written in Polish and Englisbpectively.

The crisis in Greece

During the winter of 2009-2010, there was a sudihencase of Greece
financial problems. The revelation of hoaxes aradisttcal manipulations - often
euphemistically referred to as "creative accourifingdelivered the final blow to
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2 The term first appeared after discovering the Himgncial scandals in USA in 2002. It referred to
the cases of concealing the losses idealizing bt for the sake of attracting potential investo
and maintaining the good reputation/image. As tiwvent on, “"creative accounting" started to
denote any cases of booking any financial recositsgonot in accordance with the law or with
facto financial situation of a company.
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this heavily indebted and seen as a highly cordumeuntry. Goldman Sachs
helped Greek officials with their operations - artually frauds. The above
mentioned investment bank was accused by the AareSecurities and Exchange
Commission (SEC) of frauds and unethical practi®®say and Auerback, 2010).
The Greek government tried to improve the situatigninitiating spending cuts.
Despite the fact that these were inadequate, teegrgted discontent and unrest
among Greek citizens, who have been accustomeutosicial welfare services.
The riots made people understand and appreciateetieessence of debt crisis.
Authorities became aware of the fact that the thi@#he stability of Euro zone is
not only the situation of Greece, but also the oiheptly governed and highly
indebted countries such as Spain, Ireland, Portaigdlitaly. The revelation of the
scale of the problem forced the European politgitm design a saving plan not
only Greece but also the whole Euro zone (Kwigc910).

Greek debt in the first quarter of 2010 includemtedit instruments
belonging to French banks (75 billion USPBwiss banks (54 billion USH)
German banks (43 billion USPand Dutch banks (12 billion USD)The banks’
lobby at Europe level, after a few months of detfgatiforced their countries and
international institutions to provide the financead to formally insolvent Greece;
yet, de facto it was the aid to the creditors of Greece. It seeimdous that the
problem of insolvency would generate some majosdedor the respective banks.
It became clear the necessity for governments toecap with the indispensable
aids because of the potential threat of a banlesysicollapse and the spread of a
more acute financial crisis at European level (@adpuch, 2010).

At the beginning of May, 2010, Euro zone headsstate gathered at
Brussels for International Monetary Fund Summit anentually ratified the
assistance package for Greece amounting to 1106rbHUR until 2012. The price
Greece had to pay for the support offered by thertational Monetary Fund
(IMF) came as drastic budget reforms. The planegon with IMF assumed
decreasing the budget deficit from 13.6% of theomal gross product in 2009 to
2.6% for 2014

The reduction of budget spending included:

v’ the reduction by 30% of Christmas bonuses,
v' the 12% reduction of the severance pay for the éoremployees of the
public sector,

® Aproximatively 57 billion EUR at the exchange rate1 EUR = 1.3257 USD, as available on
EUROSTAT for 2010.

4 Aproximatively 41 billion EUR at the exchange rate1 EUR = 1.3257 USD, as available on
EUROSTAT for 2010.

® Aproximatively 32 hillion EUR at the exchange rate1l EUR
EUROSTAT for 2010.

& Aproximatively 9 billion EUR at the exchange raie 1 EUR = 1.3257 USD, as available on
EUROSTAT for 2010

" http://news.money.pl/artykul/prasa;grecja;uratomate; nie;europa,146,0,616338.html
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the reduction of incentives,

freezing the pensions in public sector and all gawent-controlled pensions,
5% reduction of public investments,

some cuts in educational agenda.

On the other hand, budget revenues should incrégmesagh VAT raise
from 19% to 21% and excise tax for fuels, cigaseténd alcohol; also, luxury duty
increased (relating to such commodities as carghwmore than 17,000 EUR,
boats, helicopters, gemstones and precious méaiskirt, 2010 p.51).

The ratified structural reforms seem difficultiboplement in Greece due to
the following occurring conditions:

- social conditions: the necessity of changing thdtigeneration habits of
the beneficiaries taking advantage of public meassyell as pacifying the
protests induced by cutting the spending with siestinations;

- economic conditions: the minus dynamics of natigmass product combined
with the small scale of diminishing the budget digfi

- organizational conditions: diminishing the negatgffects of an inept and
too extended public administration, the difficd@t@ncerning the modernization
of the economy and reducing the grey market role.

The doubtful implementation of necessary reforniswobably mean not
only postponing the term of repaying the debt gateer by the assistance package,
but also burdening with Greek debt other Europerniotentities for a long time,
and the constant recurrence of the process unifieuitable final decisions should
be taken (Chojna-Duch, 2010).

The afore-mentioned inevitable decisions can leeetkclusion of Greece
from the Euro zone. There are opinions considetirad such a decision could
generate the improvement of Greek economy. Reawnyetie national currency
would cause its quick devaluation with respect eflad and euro. That, in turn,
would allow Greece to regain competitiveness oerirdtional markets and thus
boost its export and tourism profits (Kozi€2010c). However, the more probable
option seems to be the restructuring of the Grelebd (Gorniewicz, 1999).

At the end of 2010, the situation in Greece waghsy alleviated by the
win of the already governing party Pasok (Panhall&ocialistic Movement) at
the level of local government elections. Probalbtys situation will enable the
Greek government to introduce and make effectiver mwest saving reforms
(Walewskg 2010b).

AN NI NN

8 Restructuring means changing the conditions ofyieg the debt. It can assume either the form of
rescheduling or refinancing. The former involvesfitymal payment postponement relating to debtcgerv
and determining another deadline for repaying thengamounts. The latter denotes prolonging theitcre
period relating to realized payments or substiunnew medium-term loan for the current and future
payments relating to debt service. Restructuring afso be equal to both of these forms concertiag t
long-standing and future payments relating to slefstice (Gorniewicz, 1999, p.55).
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The Irish Problem

Starting with the end of the 1980s, Ireland regest one of the highest
levels of development among the countries belonginthe European Union. At
the beginning of Zlcentury, the Irish economic growth was mostly base civil
engineering sector. For the Irish population it \@agenuine period of prosperity.
From then onwards, they did not have to agree slow increase of salaries to
maintain the international competitiveness and khda the work skills needed the
civil engineering sector were not demanding expenprofessional qualifications -
the unemployment rate oscillated around 4%. At likginning of the financial
crisis, it seemed that Ireland should survive ihamned. Virtually, Ireland did not
suffer from any budget deficit and the public delsts amounting only to 25% of
the national gross product (Walewsk010c).

However, when the demand for real estate collagsedes decreased by
about 50%) the Irish government had to interveneruher to save the banking
sector from bankruptcy, due to the burdens gengfagethe misfired loans for the
real estate investors. The government then devittedcequivalent of 4% of the
national gross product for capital injections in ttee financial institutions, a
decision which had negative repercussions ovecadingition of public finances. It
coincided with the sharp decrease of the incomedlt the Irish budget which
was too strongly based on taxes generated by thénaeses and capital profits

The fiscal catastrophe was additionally aggravalsd the surge of
unemployment rate to 12.5% (as of December 2008g:hAfurther decreased the taxes
based on capital profits, correlates with the sipgnidicrease on social services.

After several years of surpluses, Ireland expegdna budget deficit
amounting to more than 7% of its gross domesticypect A year later, the deficit
increased to 12.5%. Opposite to many European gowants, Dublin could not
afford to stimulate economy through financial meads the contrary, frequently it
made budget cuts. By the end of 2009, Irish governirexpenses were reduced by
the equivalent of about 4% to 5% of the nationakgrproduct. Combined with the
collapse of the industrial production, constantigreasing unemployment rate and
the decrease in the private sector spending, tligdiucuts contributed to the
downturn of Irish national gross product by 3% 008 and by about 7% in 2009.
Therefore, from the beginning of the economic srishe economy of the former
Celtic tiger suffered a decrease of almost 10%

The Irish government made an attempt to diminighkudget deficit from
14% in 2009 to less than 3% in 2014. In spite dfidgting 7% tax for salaries
within the public sector, until July 2010, the rigte from those taxes were less
than expected.

® http://www.parkiet.com/artykul/31,890574 Irlandia wzor__do_nasladowania__.html
10 hitp://www. parkiet.com/artykul/31,890574 Irlandia wzor _do_nasladowania__.html
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It is worth mentioning that the Irish governmeningplementing its plan
through important spending cuts, decreasing ungmmat benefits and other
social welfare benefits. According to the Interonéll Collective Investment
Scheme, the government did not appreciate the sédlee necessary corrections.
The spending cuts and the increase of employméss sould reach the level of
6.5% of the national gross product and not thellet&.5 % as was assumed by
the government. However, those are not problemsddwanot be solved. After 2
years' time of a shrinking Irish economy, during first quarter of 2010, there
occurred an improvement and the government hasadresold the stake of
securities planned for that year, the total valmeanting to 20 billion EUR.

The critical situation of Ireland during the seddmalf of 2010 has been
assessed by Standard & Pooor’s. The decrease dfithesovereign credit rating
from AA to AA- was caused by the constantly inciegsexpenses dedicated to
rescue the domestic bank sector. It was estimastdreland will be forced to pay
higher interest rates for obtaining new loans oe iMmernational market. The
government in Dublin was expecting the budget defw increase at 14% of
national gross product. In spite of implementing #fiore-mentioned serious fiscal
consolidation, Irish deficit will probably be théghest within the whole European
Union. A large number of analysts considered thatiiudget deficit may reach the
level of 25% of national gross product. The préalictan materialize if the government
is forced to increase the additional aid to the éstic banks (especially Anglo
Irish bank). According to analysts, Ireland will tneecover shortly its former
economic dynamics and the public debt within thet iew years is estimated to
remain at 100% of national gross product §\@010b).

The financial situation of Ireland remained unfale. At the beginning
of September 2010, the Irish government admitted, the first time, that the
attempt to rescue the Anglo Irish Bank failed andansiders closing down that
institution within 10 years' time. The primary ideas to divide the Anglo Irish
bank into "good" and "bad" segments, the lattewbich is supposed to be sold.
The rescue attempt generated a cost of 23 billidR Entil September 2010. It is
estimated that the cost can reach even 35 billldR E

The investors feared that the horrific situation bafnking sector may
additionally decrease the credibility of Irelandhieh may, in turn, induce some
other troubles for the Euro zone. The dimensioirieh related problems may be
as serious as the scale of the troubles Greecstwaggling with (Reda, 2010). All
this was promptly reflected in the valuation of itvy related Credit Default Swaps -
securities or bonds in case of a country's insayeiihe profitability of 10-year
treasury bonds of Ireland reached, by SeptemBe2080, the so-far highest level
of 5.9 % (Siemionczyk and Krasuski, 2010).

During the next few weeks in September, the sinatf Ireland continued
to deteriorate. At the auction held on Septembé&}; 2610, the 8-year bond issue
of 4.767% return on investment were suggested réhen on investment being
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higher by as many as 114 basis points than thdasiissue made on August™,7
2010). Undoubtedly, it was an important upsurgéhefcosts aimed to gain further
financial support for the domestic bank sector wesplan. The difference in
profitability between 10-year Irish bonds and replly the safest German bonds
equaled 4.29%, which is considered to be the highesin history (Wierciszewski).

It is worth noticing that, during the second hafif2010, the risk related to
Irish debt increased even further despite the idrdmtdget cuts initiated by the
cabinet of Prime Minister Brain Cowen. The econoofythe Emerald Island
remained in crisis. The second quarter of the Y8410, brought a national gross
product decrease by 12 %.

On the turn of September 2010, the Irish goverrinaenmounced that the
rescue attempt of the national bank sector shali $0 billion EUR; according to
previous estimations the cost was at a level obll®n EUR). Therefore, this
increased cost incurred the budget deficit planfeedthe above-mentioned year
rise to 32% of national gross product; for 200®, ludget deficit was as high as
14.4% of national gross product, which was the waesult among PIIGS
countries at that moment in time anyway. If theenges related with the financial
support for the Irish banks were to be excluded,rttio of the deficit to national
gross product would be only of 12% (Koziet and R&fH 0).

Many investors and analysts doubt whether the ureagaken by the Irish
government will enable it to diminish the budgefideto 3% of national gross
product by 2014. These misgivings were the reasothk increase in profitability
of Irish bonds to the level of 8% (Koziet, 2010a).

In November, 2010, 51% of investors from all ovee world, who took
part in Bloomberg’'s agency poll, expected Irelandyd bankrupt within the next
18 months. The percentage of investors consideniediigh probability of Ireland
bankruptcy was 3 times higher compared with thaiops expressed six months
previously (Koziet, 2010d).

During the 2-day meeting (November™i® 17" of the Finance Ministers
from the Euro zone, it was decided that Ireland ceceive a financial aid
amounting to 148 billion EUR, 20% of which shall &dvanced by Germany. In
return, Ireland has the obligation to increase d¢bgporate tax, which has been
relatively low so far (12.5%). Due to this, one dape that Dublin will fight with
its over 30% budget deficit, but the Irish companidll lose their competitiveness
in comparison with other European companies - éajyethe German ones. It was
Great Britain position in particular that did ngipsove of Berlin plans, criticizing
the attempts as an intervention in the tax systafmogher countries (W& 2010a).

It is worth mentioning that, during the meetingFohance Ministers, the
situation appeared to became a paradox: the ceardffering financial support to
Ireland were keener on the idea of initiating thal-but actions to save lIrish
economy than lIreland itself; this situation occdri®cause Ireland was dreading
the thought of losing control over its economy (@&iéski, 2010a).
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One day later, the investigative mission wasatetil by European Union,
European Central Bank (ECB), and International MarneFund (IMF). They were
inspecting the fiscal condition of Ireland and wina¢asures are to be taken if
Dublin decided to take advantage of the aid offéMiddzinski, 2010b). Eventually,
Ireland shall get 86 billion EUR from the Européamion and IMF.

November 2% 2010, the Irish Prime Minister Brian Cowen annadha 4-
year saving plan which assumed the reduction osthe's spending by 10 billion
EUR and the increase of tax income by 5 billion EORanks to these measures,
Irish budget deficit should decrease by 11%. Tha fplrther assumed:

- the decrease of the payment rate from 8.65 to ZUHR per hour;

- the reduction of social welfare benefits for th&zens remaining unemployed
for a long time;

- initiating property tax (that sort of tax has npphed in Ireland before);

- income tax shall apply to people earning at Ie&s3d0 EUR a year (so far
it has applied to people earning at least 18,308 Bbnually)

- VAT shall increase from 21% to 22% in 2013 and 3&wby 2014.

Brain Cowen also announced the intention of maiiagi very low income
tax, which would be - in his opinion - a key factorthe rapid development of the
country's economy. The relatively radical savingnpdlid not manage to "calm” the
financial markets. Shortly after its announcemdéme, interest rate of Irish bonds
was further increased by another 30 basis poindsd%% (Bielecki, 2010).

Spain crisis

Until recently, Spain was considered a country wathdynamic pace of
development. Its favorable conjuncture was maittiybated to the boom on the real
estate market; a boom which had a positive inflaemat only on real estate investors
but also on building companies and the banks fingnihese investments (Sadecki,
2010}, Yet, the collapse happened in October 2008. Mgedoan selling went down
by 44%. Additionally, high unemployment réte(mainly in the sector of civil
engineering), limited tax incomes and simultangourstreased in the government
spending regarding unemployment benefits, gaveaiserious budget problems.

According to Eurostat forecast, Spanish civil eegiing sector will shrink
until 2012. Louis Zapatero's government implememéelical budget cuts amounting
to about 15 billion EUR, which represents 1.1% afional gross product. Such
measures made Spain more credible in the eyenanidial investors.

" The Spaniards built even a few houses and thesiments in the domain of real estate were
tantamount to 1/3 of national gross product (Sade2X10, PIGS i rozhulane buzety, ,Bank”
2010, nr5, s. 57 — 58)

12 According to the date of European Commission,uthemployment rate in Spain equaled 20% for
the period 2009-2010.
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On the other hand, direct investors left Spainelaalvior similar for the all
countries from PIIGS group. The loss of foreignedirinvestments additionally
deepened the economic recession (Gruszecki, 20a@alik, 2010).

Another issue of Spanish economy was the privatéos debt (households
and companies). The mortgage loans given for 56sygme and the possibility of
claiming a tax refund amount to 15% of the instelits being paid off. This gave
rise to the situation in which the sum of debtha whole economy equaled, at the
beginning of 2010, over 340% of national gross pobdAmong the well developed
countries in the world, only Japan and Great Britaere more indebted (Wrdbel,
2010).

The decrease of trust towards Spanish credil®litiprced the profitability
of Spanish bonds. 90% of the bonds issued durif}® 2@ere characterized by a
maturity shorter than a year. These short-termiliieds were to be renewed the
following year but on less favorable conditions2Bi1, the repayment will coincide
with the necessity of rolling long-term bonds, whimay additional deepen the
economic crisis in the country. According to expei$pain may not be able to
overcome this burden (Sadecki, 2010).

The actions taken for diminishing budget deficitdn Portugal and Italy

In Portugal, the government of the Prime Ministesel Socrates started the
savings by reducing salaries of clerks and membktke parliament by 5% and
froze them for the next 3 years. Salaries of enmgsdgyfrom the public sector
earning more than 1,500 EUR per month were alsagedsed by the same
percentage. Furthermore, the spending on socigbges was drastically cut.

Apart from the reduction of expenses, the Portugggsernment initiated
additional income tax amounting to 1.5%: from 20¢AT will increase by 1% (at
the level of 21%) and big enterprises will pay &nax amounting to 2% of their
income. These measures can potentially bring theuatnof savings and new
generated income to 5.7 billion EUR annually. Btorer, 17 national companies
are about to be privatized for about 8 billion euf@/alewska, 2010a).

For 2010, the Portugal’'s budget deficit equale@¥ of its national gross
product. Due to the actions taken by the governmeist planned to be reduced to
3% by the end of 2012.

Members of Chinese Parliament expressed the wilésg to purchase a
great number of Portuguese bonds. The Chinese,hate important savings, try
to invest them in the bonds of other countries,eGeeand Ireland inclusive (Koziel,
2010b).

At the end of 2010, it the opinion that Portugsimilar to Greece and
Ireland, can apply for international financial aids often expressed. The cause of
this wide spread opinion was the fact that the rgayilan was not meticulously
implemented by Lisbon government (Walewska, 2010a).
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The lItalian economy, while being ranked third bigstEuro zone with
respect to the value of national gross producteldged more slowly than expected.
At the end of the first decade of 2tentury, the ltalian industrial production
decreased, whereas unemployment rate rose. In &@li@n public debt surpassed
1.7 billion EUR, which amounted to 115% of the oiadil gross product. According to
the president of the Italian Central Bank, Maria@hi, Italy was not very competitive
because of the wrong labor law, having its econbased on small enterprises which
were unable to compete on the global market, apdteally the inefficiency of its
financial sector (Walewska, 2010a).

Silvio Berlusconi's government announced the duping of savings
amounting to 25 billion EUR. Among the measuregiak

- only every fifth clerk quitting a job shall be repkd by another employee;

- salaries of all administration employees shallrbeeh for the next 3 years;

- annual incomes surpassing 90,000 EUR will be amithily taxed, which
shall amount to 5% of the income for the Italiamidpet

- transfers of money from the state's budget to Igoalernments shall be

limited to 2 billion EUR in 2011 and 3.8 billion BRJfor 2012;

- spending on the health service shall be diminishe2D11 by 400 million

EUR and by 1.1 billion EUR in the forthcoming year;

- the budgets of successive state departments shdihbnished by 8-10%;
- all the employees who, in 2011, reach the pensgmveill have to work
another half a year.

The Italian government did not predict the necgssitaising taxes but it was
making attempts to improve the process of exectixgs (Walewska, 2010a).

The results of all these measures would be astehseng the years to
come.

Comparing financial situations in the countries ofPIIGS group

The largest public debt among the analyzed coustdgfinitely attributed
to Italy. At the end of 2009, The Italian publictdeamount surpassed 2.3 billion
USD™ (see table 1). It is noteworthy, that within 9 geeahe amount of Italian
public debt doubled.

Close, on the second place, is Spain, with its iputdbt amounting to
almost 700 million USE'. Similar to the Italian public debt, the Spaniskbiic
debt level also underwent doubling in amount.

13 Aproximatively 1.6 billion EUR at the exchangeeraif 1 EUR = 1.3948 USD, as available on
EUROSTAT for 2009.

14 Aproximatively 501.9 million EUR at the exchangéeeraf 1 EUR = 1.3948 USD, as available on
EUROSTAT for 2009.

63



GRZEGORZ GORNIEWICZ

On the third place comes Greece with over 430 onillUSD?®, fourth
Portugal (191 million USE); while on the fifth place comes Ireland (with abo
108 million USD).

Within the period 2000-2009, for 3 of the afore-ti@med countries the
public debt was thrice as much in 2009 compared 2000.

Table 1.
Public debt within PIIGS countries (in million USD)
Countries 2000 2005 2008 2009

Greece 138.34 254.13 364.74 430.05
Ireland 33.97 45.04 70.14 108.26
Italy 1147.91 1644.99 2132.67 2334.52
Portugal 61.58 120.04 164.86 191.23
Spain 292.48 389.81 510.17 698.63

Source: author’s own calculation based on of tha geovided by OECD

The debt of a given country is not merely confirmisdits amount, but
more important - by its relation to the worth oé tbountry’s national gross product.
Having considered the latter, the worst positiomseaoccupied by Greece and lItaly
and the most favorable by Spain (see table 23 Wdrth mentioning that all of the
enumerated countries surpassed, for 2010, therioritenritten in Maastricht
Treaty, regarding the maximum amount for the puthibt being 60% of GDP.

For Greece and Italy within the whole analyzed qukr{2000-2009) the
relation equaled more than 100%.

!5 Aproximatively 308.3 million EUR at the exchangeeraf 1 EUR = 1.3948 USD, as available on
EUROSTAT for 2009.

16 Aproximatively 136.9 million EUR at the exchangéeraf 1 EUR = 1.3948 USD, as available on
EUROSTAT for 2009.

7 In order to ensure a data consistency, table feaisoconverted in million EUR; the exchange rates
used are the following:
for 2000: 1 EUR = 1.0850 USD (as provided_by wwwage con
for 2005: 1 EUR = 1.2441 USD as available on EURABT
for 2008: 1 EUR = 1.4708 USD as available on EURABT
for 2009: 1 EUR = 1.3948 USD as available on EURABT

Countries 2000 2005 2008 2009
Greece 127.50 204.26 247.98 308.32
Ireland 31.30 36.20 47.68 77.61
Italy 1057.98 1322.23 1450.00 1673.73
Portugal 56.75 96.48 112.08 137.10
Spain 269.56 313.32 346.86 500.88
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Table 2.
Public debt of PIIGS countries as percentage of @bP
Year Greece Ireland Italy Portugal Spain
2000 106.2 38.4 111.2 53.3 61.2
2001 106.9 36.1 110.6 55.6 57.5
2002 104.7 32.3 108.0 58.1 54.6
2003 103.0 32.0 106.2 59.4 50.8
2004 101.8 31.3 103.8 60.8 63.0
2005 107.4 27.6 106.4 63.9 43.2
2006 107.6 27.0 106.5 64.5 43.1
2007 105.8 23.9 103.5 67.0 40.2
2008 97.6 43.2 105.8 66.4 39.5
2009 126.8 64.0 115.8 76.8 53.0
2010* 123.0 81.0 118.4 91.0 68.0
2011* 130.0 93.0 130.0 97.0 74.0

Source: European Central Bank data
Note: * forecast

Analyzing the public debt levels for the countrieslonging to PIIGS
group, it is impossible not to notice the phenommeab"crossing” of the debts. It
involves the mutual indebting of the particular oties. The phenomenon is
illustrated by the following diagram (figure 1).

The primary reason for getting into debt is theuscence of budget deficit.
It is to be emphasized that budget deficits haveendy been the constant
phenomena in the countries in European Union. Alingrto the forecast of
European Commission, by the end 2010, it is expettat Ireland will be
burdened with the largest budget deficit, estimadmount at 32% of GDP
(figure 1). The budget deficits of Greece, Spaid Rortugal will probably be as
high as 8% to 10% of GDP and for Italy it will pedly slightly surpass 5% GDP.

It is worthy emphasizing that in 2010; only 3 caoied in European Union
will be able to satisfy the criterion included inalstricht Treaty according to
which the relation of budget deficit to the worthrational gross product cannot
surpass 3%. These 3 countries are: Bulgaria, Estomd Sweden.

40
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20

10

0
Ireland Spain Greece Portugal Italy

Figure 1. Budget deficits PIIGS countries (as % of GDP)
Source: author’s work based on the data provideth®European Commission.
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On the basis of the worth of CDS bonds, it is gassio present the
accumulated probability of the declaration of baitcy. According to the data
from September 282010, for the countries of PIIGS group, Greedésmost likely
to go bankrupt (50.6%). The next positions weraipiad by Ireland (34.2%), Portugal
(30%), Spain (18.2%) and Italy (16%). It is worttdimng that the likelihood of Greece
going bankrupt is similar only with the case of ¥enela (56.4%F.

Summary

Despite a number of similarities, the PIIGS’ groeguntries differ from
one another considerably.

At the end of 2010, Italy was in a relatively bpsstition - paradoxically
enough, Italy also was burdened with the highebtipaebt (in an absolute sense)
as well as in relation to the worth of its natiopedduct. However, this country has
the lowest budget deficit and the least probabditinsolvency.

Also at the end of 2010, Ireland was in the worsition - it reached the
unprecedented budget deficit in relation to thetiwarf national gross product
because of the necessity of saving the nation&ibgrsystem.

Greece was caught in the analogous predicamenGrerce the problems
regarding repaying the debts appeared for thetfirs.

It is worth mentioning that so far only these twauntries (Greece and
Ireland) have taken advantage of the financial @icoffered by the European
Union and International Monetary Fund.

Yet, in the nearest future, one has to reckon thighpossibility of Portugal and
even Spain applying for the financial support mediby the above mentioned institutions.

The attempts made during 2010 by the PIIGS coemttimed to improve
their public finance standings involved mainly spieg cuts as well as searching
for additional budget income resources are to msidered as understandable and
yet a bit too weak. European Union got deeply iogikd in rescuing those
countries being on the verge of bankruptcy in fghtlof the possibility that the
banks in the countries better-developed than PikG®htries will incur important
losses and in order to avoid a potential collag€euoo currency.
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