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Comment posted by: Vincent Truglia, retired head of Moody’s Sovereign Risk Unit 

The real question is when will government leaders accept the correct accounting measures of 
Greece's debt. As retired head of Moody's Sovereign Risk Unit, I would argue strongly that 
Greece adopt IPSAS-based accounting (International Public Sector Accounting Standards), the 
gold-plate of recognized accounting standards to measure not only the Greek government's 
debt, but should be used to determine budget decisions going forward. These standards are 
used in many fiscally successful countries including Australia, New Zealand and Canada. IPSAS 
is rapidly being adopted by other governments around the world. 

Using IPSAS accounting, which simply mimics non-public sector accounting, shows that Greece 
already has one of the lowest debt burdens in the Eurozone. It is simply a farce to use the face 
value of debt and then come up with all sorts of schemes to hide the fact that creditor 
governments have already taken a hit. The need for endless refinance programs will cease. The 
Greek government can get on with trying to restart the economy, and the Eurozone will have 
one less crisis to deal with. 

It's time for real numbers to be used. 
	  
 

Europe's finance ministers are due to meet Monday in an effort to break the impasse over 
Greece and its debt. What ought to happen was spelled out last week in a leaked letter from the 
head of the International Monetary Fund to the group. It wasn't what the ministers wanted to 
hear. 

Managing Director Christine Lagarde said the IMF cannot support a plan of the kind Europe's 
ministers have been demanding -- a plan that requires promises Greece can't or won't keep and 
that postpones, yet again, agreement on debt relief. The IMF's implicit threat to withhold its 
support and walk away from the talks is justified. 
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Essentially, the euro zone ministers and Greece's government have been feeling their way 
toward an agreement that neither side thinks will work. The spirit of these talks recalls the old 
joke about the Soviet Union: "We pretend to work and they pretend to pay us." Under this 
emerging deal, Greece assents to a range of new fiscal cuts, including additional "contingency 
measures" to be automatically activated if necessary, with the aim of achieving and sustaining a 
primary budget surplus of 3.5 percent of gross domestic product. And the euro zone says: That 
will do fine. 

As the IMF says, this approach just isn't credible. The fiscal target is too high. The projected 
fiscal squeeze would hurt rather than help the economy if it were implemented -- which it won't 
be. "We do not expect Greece to be able to sustain a primary surplus of 3.5 percent of GDP for 
decades to come," says the letter. Nor, in truth, does anybody else. This emerging pretense of a 
deal is the alternative to an honest plan that, merely to be feasible, must include an element of 
debt relief -- the concession that Germany and others are at pains to resist. 

To be clear, this isn't a question of letting Greece off the hook. The mess it's in is the country's 
own fault -- and Greeks have paid the price in collapsing living standards. More realistic fiscal 
targets of the kind the IMF is proposing, including a primary surplus of 1.5 percent of GDP, 
would still impose austerity on a country that's suffered greatly. But this softer target wouldn't cut 
debt to a sustainable level: Resolving this issue requires debt relief. 

For many months, the euro zone governments, led by Germany, have been led by domestic 
politics to deny this inescapable reality. Greece has to make big repayments soon. As long as 
the issue is unresolved, the threat of another financial crisis will cloud Europe's prospects. The 
IMF is right to say that enough is enough. 

 

 

 

 

To contact the senior editor responsible for Bloomberg View’s editorials: David Shipley at 
davidshipley@bloomberg.net. 

	  
	  
	  
	  
	  
	  
	  
(Source:	  	  http://www.bloomberg.com/view/articles/2016-‐05-‐09/imf-‐is-‐right-‐greece-‐needs-‐debt-‐
relief)	  
	  


