
ISSUE 2011/09 
JULY 2011

AN ACTION PLAN FOR
EUROPE’S LEADERSBENEDICTA MARZINOTTO, JEAN PISANI-FERRY
AND GUNTRAM B. WOLFF

Highlights• At the extraordinary European Council of 21 July European leaders should first
pave the way to restoring solvency in Greece by initiating debt reduction. This
implies: i) reducing the interest rate on official lending, ii) requesting from the
European Financial Stability Facility (EFSF) support for an immediate bond
buy-back programme, and iii) asking the European Systemic Risk Board
(ESRB) for an immediate evaluation of the risks to financial stability involved
in a future restructuring of sovereign debt in the euro area.

• Second, immediate growth-enhancing measures should be financed through
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1. See the evidence in
Darvas, Pisani-Ferry and
Sapir (2011) and, for an
update, Darvas (2011).

‘Greece is insolvent. Any policy measure needs to start from the fact that under plausible

economic, financial and political assumptions it will be impossible for the Greek government to

generate and sustain the primary budget surplus necessary to achieve solvency.’

We estimate that a viable solution to deal with Greece
should result in reducing the net present value (NPV)
of future debt obligations by at least a third.

Though European leaders should recognise this
reality, they, the European instit21.9(d)0( r-0.(o)15.2(p)1L)]TJ002 Tc
0.0002 Tolvency.’



This state of affairs implies that euro-area gov-
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euro-area surveillance system in 2009-10, the EU
leaders should call upon the President of the Euro-
pean Council and the European Commission to
prepare proposals in this field.

CONCLUSION

The euro area’s leaders cannot be expected to
solve lingering problems by the stroke of a pen.

They cannot be expected either to find unanimous
agreement in fields in which they have had con-
sistently different positions. But they can demon-
strate initiative by addressing three concerns
simultaneously: sovereign solvency, growth, and
systemic fragility. A meaningful package is within
reach. This opportunity should not be missed. Our
proposal is an immediate action plan but more
ambitious reforms will be necessary.
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