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Greece & Puerto Rico: why in the US do crises hurt less? 

 

By Saro Capozzoli, Dario Antognozzi – Jesa 

 

On July 13th, newspapers from all around the world reported 

the agreement reached between Greece and its European creditors. 

The latter would have backed Greece’s bailout with 86€ billion against 

the promise of a tight program of reforms.  

 

The 4th of August, Puerto Rico, a United States territory located 

in the north-eastern Caribbean, failed to meet a bond payment of $58 

million, placing for the first time a member of the United States in 

default and increasing concerns on its ability to pay back its $72 billion 

in debt. Actually, the default of the little Caribbean island was not a 

surprise for investors since in many circumstances the governor, 

Alejandro Garcia Padilla, publicly declared the inability of the country 

to return its public debt.  

 

 At first, the comparison 

between the Greek debt 

crisis and the Puerto Rican 

one could seem a little bit 

hasty, but an accurate 

analysis highlights that the 

two economic systems 

have much more in com-

mon than it seems. First, 

both are a minor part of a 

larger monetary union  

 

-the euro and the dollar, thus they have neither control over their 

currencies nor the authorisation to devalue them during a crisis. As 

consequence, as opposed to independent nations, during economy’s 

stagnation they cannot easily mitigate debt burdens through a deval-

ued currency. In addition, both countries are not members of a real 

political union, since Greece maintains its sovereignty in many sub-

jects and Puerto Rico, as already said before, is not a US State but 

rather an American territory.  

 

A further common feature bounds with corruption. In fact, both 

countries have a common history of political corruption indeed and 

show very negative scores in the Corruption perceptions index com-

pared to their respective unions. In addition, they share negative 

scores in the Ease of Doing Business ranking as well. Puerto Rico po-

sitions itself 47th while Greece 61th, showing an unfavourable climate 

for doing business. If one were to sum up all these common features, 

mailto:info@jesa.com.cn
http://www.jesa.com.cn/


  YOUR PARTNER IN FAST GROWING COUNTRIES 

         CHINA - HONG KONG–SAUDI ARABIA – MONGOLIA - CHILE  

JESA Investment &  Management Co. ,  Ltd .,  House 4, Lane 112,  F enYang  Rd .,  200031  Shangha i ,  Ch ina  
Tel  +86 21 64331555 , 64335666 , 64338787 , Fa x  +86 21 62880072  Emai l :  i n fo@jesa .com.cn ,  Websi t e:  www.j esa .com.cn  

3 

it would not be surprised to see Greece and Puerto Rico in financial 

and economic crises.  

   

Although the huge debt crisis of Puerto Rico, the framework of 

the island’s default is as opposite as the Greek one. Financial markets 

are silent. No newspapers inquired about a potential “PuertoExit”, no 

queues at Puerto Rican banks, no protests in the island's streets 

against the central government.  The reason why the debt crisis in 

Puerto Rico was not perceived as serious as the Greek one by investors 

and newspapers lies behind the different institutional setups of the two 

monetary unions.  

 

Apart from the size of the Puerto Rican and Greek crises -the 

latter is much more indebted, when comparing the two cases it must 

be noticed how the US union structure seems to be much more ready 

to diminish the consequences of a member debt crisis than the Euro-

pean Union does.  

The reasons of the higher readiness must be ascribed to US and Eu-

rope different banking, and fiscal setups. In first instance, while the 

US concluded the unification of the banking system, the EU is still 

stuck halfway. The European monetary union must be sustained by a 

Banking Union (already launched but not completed yet) and by a real 

Economic and fiscal Union, in which all the members respect the rules 

and share the risks and the financial resources.  

 

During the Puerto Rican crisis, the US comprehensive banking un-

ion saved three banks in 2010 and one bank in 2015. The cost of this 

rescues amounted to the 7% of Puerto Rico’s GDP and was financed 

by federal funds. Thanks to a federal banking structure compelling 

guarantees over Puerto Rican banks’ deposits up to $250.000, the risk 

exposure of the Caribbean island during the crisis was extremely low-

ered. Europe also created a European fund in 2012, but it lacked re-

sources to support the Greek crisis in the way the US supported the 

Puerto Rican one. Nevertheless, the unification process of the banking 

system, initiated in 2012 as a response to the Eurozone crisis, must 

proceed with further implementations towards a unique supervisory 

and resolution mechanism. During the crisis’ peak, European banks 

resolution was to buy Greek government bonds. 

 

The action amplified the crisis and upgraded it at European 

level generating a vicious cycle between the State solvency and the 

Banks one. On the other hand, the US Federal Reserve does not have 

control over Puerto Rican banks and government. For this reason, 

Puerto Rico's default and debt restructuring will not cause systemic 

effects on the US banking system. 

What’s more, the US are a fiscal union, and Europe is not. Most of 

taxes paid by US citizens directly goes to the federal government, 

while the European system provide that the majority go to single coun-
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tries. In this sense, central authorities are currently discussing the in-

troduction of a European tax that might be the first step towards a 

fiscal union. Nevertheless, the path is full of hurdles. As a matter of 

fact, by accepting a supranational tax, European countries will have to 

agree first and transfer then their sovereignty on a fundamental 

subject like taxation. 

To better understand what a US-wise fiscal system could entail, 

let us better explain how the fiscal transfer between US richest states 

and poorest ones works. In the US, different states enjoy a different 

degree of federal spending. This means that for every dollar of tax 

paid, the five richest US states, which account for more than 30% of 

US GDP, receive less in federal spending than the poorest states. The 

US federal government uses automatic fiscal transfers, like for in-

stance Medicaid, to protect the indigent, old and sick, no matter where 

they reside. Hypothesizing a similar fiscal transfer system in Europe, 

Greece would receive more than what it pays.  

As for our case, Puerto Rico receives federal transfers as well. 

Particularly, the transfer amount grew as Puerto Rico’s economy 

slowed down, moving from 13% of pre-crisis GDP to 21% of GDP dur-

ing the crisis. Since the Eurozone has not a comparable fiscal union, 

Greece obtains net transfers from Europe equal to 3% of its GDP. Such 

amount was kept fixed even during its crisis.  

Because of different institutional setups, the social and political 

consequences of the crisis were much less dramatic in the Caribbean 

island than in Greece. For instance, since the beginning of the crisis,  

Puerto Rico's GDP has dropped  9% compared to Greece's 25% fall, 

and current unemployment rate is  14% in Puerto Rico, while it 

reaches 27% in Greece. 

 

However, despite all the institutional differences between US 

and Europe, Puerto Rico has defaulted, indicating that an introduction 

of a similar system in Europe would  not eliminate the risk of default 

(even though it would help to reduce its negative consequences).  

Moreover, US and Europe present many structural, cultural and eco-

nomic differences that must be taken into account before delving into 

any sort of comparison. 

  

In 1849, Victor Hugo, in his masterpiece Les Miserables, stated: "A 

day will come when you France, you Italy, you England, you Germany, 

you all, nations of the continent, without losing your distinct qualities 

and your glorious individuality, will be merged closely within a superior 

unit and you will form the European brotherhood”. Even though day 

might not even being close, our Union urges a fiscal and banking sys-

tem convergence. 
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LEGAL NOTICE 

The content of this newsletter is com-
posed and written by JESA, and thus it 
is not reproducible and cannot be dif-
fused indiscriminately without JESA’s 
consent. The purpose of this newsletter 
is to keep our contacts informed about 
important changes occurring in China 
and worldwide. Any use of it must be 
authorized by JESA.   
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