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European Debt Crisis 101 
Economic & financial market issues 
 The on-going saga that is the European debt crisis has sent investors heads spinning. With all the focus 

on debts and deficits, many investors rightly want to know what that has to do with us in Australia. And 
then there is the attention devoted to bond yields – hardly mainstream for most investors. 

 There are no easy answers to the issues facing European countries. Simply they need to get their financial 
houses in order. And governments must convince investors, rating agencies and institutions like the 
International Monetary Fund and European Central Bank that they are taking the necessary measures to 
stabilise, and ultimately address the problems they face. 

 This article seeks to outline the key issues as simply as we can while also presenting the basics of bond 
yields. 

The big picture 
 The countries that sparked the 

European debt crisis (EDC) are not 
the biggest in the world. Greece is 
ranked the 34th largest economy with 
Portugal the 43rd largest and Ireland 
ranked 45th. But the stakes have 
been raised with the focus on the 
world’s 8th largest country – Italy –
together with Spain, ranked 12th.  

 Still it is important to note that China 
and India together are bigger than 
the entire Euro area in size – actually 
they overtook the region three years 
ago. And China & India together are 
now bigger than the US and are 
about the same size as the European 
Union (in purchasing power parity 
terms). 

 In terms of contribution to world 
economic growth, China is the most 
important followed by the US and 
India. And Hong Kong, Singapore, 
Taiwan and South Korea together will 
make a bigger contribution to world 
economic growth this year than 
Germany. 

 So why the fuss about Europe? 
Fundamentally it is all about 
contagion. If Greece can’t repay its debts then this would affect European banks and the shockwaves would be 
felt across the globe. But it is worth pointing out the respective size of the countries involved and their importance 
to global economic growth. Fundamentally the world would be in bigger trouble if China or India were to get into 
difficulties. 




