The debt of some euro-zone economies looks
unsustainable
The Economist

EARLIER this year it all looked so rosy. In April,
just two years after Greece imposed the biggest
sovereign-debt restructuring in history on its
private creditors, it raised €3 billion ($4.2 billion
at the time) in five-year bonds at a yield of less
than 5%. In July its ten-year bonds were yielding
less than 6% and their Spanish and Italian
equivalents less than 3%, not far off Germany’s.
The troubled economies of Europe’s “periphery”
were beginning to turn around, it seemed, and the
European Central Bank (ECB) would do whatever
it took to keep the euro zone together.

That all went out the window in the global market
sell-off of October 15th-16th. Yields on Greek
government debt briefly exceeded 9%; the spread
between yields on German government bonds and
those of debt-addled euro-zone countries widened
and lower-rated corporate-bond yields rose
sharply too. Part of the rise might have been due
to bond markets’ declining liquidity. At any rate,
some ground has since been regained, with
corporate bonds especially buoyed by the rumour
(later denied) that the ECB was about to buy
corporate debt as part of an asset-purchase
scheme.

But worries that slow growth in the euro zone will
be a serious drag on the world economy are
increasing. Deflation, which makes debts harder
to bear, has taken hold in the periphery, and
threatens to afflict the euro zone as a whole. Faith
that the ECB will be able to do much about either
problem is declining. Against that background
some euro-zone debt—both public and private—
looks unsustainable.

Between 2007 and 2013 the ratio of government
debt to GDP in the euro area rose from 66% to
93%. The spike was more dramatic in the
periphery (see chart): in Greece the ratio increased
to 175% and in Portugal it virtually doubled to
129%. High government debt itself does not
necessarily crimp economic growth. But as bond
yields rise, servicing that debt becomes difficult.
Italy—with the third-largest stock of government
debt in the world, much of it refinanced each
year—is a particular concern. According to
estimates from Moody’s, a rating agency, it will
have to find around €470 billion of funding next
year, worth nearly one-third of its GDP. The

3a0oproBaHicTh JeIKMX KPaiH €EBPO30HU
BUIJIS/IA€ XUTKOKO

Pamnimre 11poro poky Bce 1€ BUTIISAAIO0 TaK
paiayxHo. B KBiTHI, 4epe3 Ba pOKH ITiCJIS TOTO
sk B ['penii BinOynacs HaitOnb1ma B icTopii
peCTpyKTypH3aIlisi Aep>KaBHOTO OOPry 31 CBOIMH
MPUBATHUM KPEAUTOPAM, BiH HiAHABCA 10 3 MIIpI
eBpo (4,2 Mup gojapiB Ha TOM MOMEHT) Y
BUTJISIII TT'STUPIYHUX OOJIIraIliii 3 J0XiIHICTIO
MeHie 5%. B nunHi ii gecatupivni obmiramii
MPUHOCUIIH 10Xia MeHIe 6%, a X iCaHChKi Ta
ITaliiChKi eKkBiBasieHTH MeHIe 3%, He HabaraTo
naneko Bix Himeuunnu. 31aBanocs, mo npo0ieMHi
ekoHoMikH "miepudepii" €Bponu movanu
MoBepTaTuCs Ha3al, 1 €BpPONEHCHKUit
uentpansHuil 6ank (€LIb) 6yne pobutu Bce
MOKJIHBE, 11100 30eperTu €BPO30HY Pa3oM.

Le Bce 3a3Ha0 Kpaxy BHACHIIOK PO3MPOJAXKY Ha
CBITOBOMY PUHKY BiJ 15 >x0BTHs-16-T0.
[TpubytkoBicTh Mo AepxkaBHOMY Oopry ['perii
nepeBumia 9%; pi3HAL MK TPUOYTKOBICTIO
HIMEIbKUX JCpyKaBHHUX OOJIiraIfii i
NpUOYTKOBICTIO JIEpKaBHUX OOJIIramii THX KpaiH
€BPO30HM, SIKI ITOB’SI3JIM B Ooprax, 301Ibmuacs i
NpUOYTKOBICTh KOPIIOPATUBHHUX OO0JIiramii 3 OUTbII
HU3bKUM PEHTHUHTOM TEX Pi3K0 3pociu. YacTuHa
POCTY, MOKIIUBO, CHPUYMHEHA 3HIDKEHHSIM
JIKBITHOCTI pUHKIB o0umiramiid. Y BcakoMmy pasi,
JesIK1 IPUYKMHU BIATO1 BITHOBUIIKCS, 3
KOPHOPaTUBHUMH OOJIITaIlisiMu, KOTPi 0COOIMBO
T1ITAHSITE TUTITKY (TT3HIIIe X 3aepedmin), 1o
€11b ruianye KynuTH KOPHOpPaTUBHUIM OOpT SK
YaCTUHY CXEMH MOKYIIKH aKTHBIB.

AJie icHyI0Th TOOOIOBaHHS, 110 MOBITbHE
3pOCTaHHS B €BPO30HI 0y/Ji€ CEpHO3HUM TrajIbMOM
JUIsL CBITOBOT €KOHOMIKH, 1110 pocte. [ledusris, ska
YCKJIAJHIOE TIOI0JIaHHsT OOpPTiB, ToYasa BOJIOHITH
Ha nepudepii, 1 3arpokye 3a7aTu NOpa3Ku
€BpO30Hi B 1ioMy. Bipa, mo €11b 6yne B 3Mo31
3pOoOUTH HIOCH 3 IMMU MpoOIeMamH,
ckopouyeTbes. Ha ipomy Timi fesiki 6opru
€BPO30HHU, SIK JIep>KaBHI Ta NPUBATHI, BUTJIAIAIOTh
HECTIMKUMU.

VY nepion 3 2007 mo 2013 pik cHiBBiAHOIIEHHS
nepsxkapHoro 6opry no BBII B 30H1 €Bpo 3pocia 3
66% 110 93%. PicT 6yB HallOLIbII ApaMaTUYHUM
Ha nepudepii: B ['penii criBBiIHOMIEHHS
30utbmmocs 1o 175% i B Iopryranii mpakTuyHO
B Z1Ba pasu 110 129%. Benukuit nep>xaBHuii 60opr
caM 1o co0i He 000B'SI3KOBO MEPEIIKOPKAE
€KOHOMIYHOMY 3POCTaHHIO. AJle SIKIIO 3pOCTaEe



financing needs of other peripheral governments
are not as drastic, but they are still high.

The overhang of private-sector debt is also cause
for concern. Overindebted firms struggle to grow
and invest, while tying up scarce bank capital,
which impedes lending to worthier borrowers. The
picture is not uniformly grim. Despite Italy’s
staggering government debt, its households owe
less than Germany’s and its non-financial
companies not much more. Spain’s private sector
has deleveraged substantially over the past few
years, as big recapitalisations have left its banks
better able to withstand write-downs of bad loans.

But peripheral countries typically have a long tail
of heavily indebted firms. In Portugal around a
quarter of listed firms have debts of more than five
times their earnings before interest, tax,
amortisation and depreciation—the worst ratio in
the periphery, points out Alberto Gallo of RBS, a
bank. And the proportion of loans in default is still
rising in Portugal, Italy and Greece, he says.

On October 26th the results of the ECB’s review
of the books of big euro-zone banks will be
released. They are expected to show few serious
problems. Banks have been raising capital to be
sure not to be found wanting. After it they may
write down more bad loans rather than rolling
them over. Another change is to corporate
insolvency regimes, which typically make it
harder to call in debts or seize collateral in the euro
area than in America. All the peripheral countries
have either reformed their laws or promised to do
so, and the European Commission is pushing a
common European standard.

Government debt looks more intractable,
especially in light of the lacklustre growth and
slide towards deflation that now seem entrenched.
A recent analysis by Fitch, a rating agency,
suggests that it will be very hard for any highly
indebted euro-zone government to reduce its debt-
to-GDP ratio by 20 percentage points over the next
eight years, still less return it to its pre-crisis level.
Governments need to run primary (ie, before
interest payments) surpluses in order to pay off
existing debt. The IMF reckons that Italy will
reach and maintain a primary surplus of nearly 5%
of GDP by 2018, but is less sanguine about other
euro-zone debtors. Tax rises and spending cuts are
hard to implement. A study of 54 emerging and
advanced economies, by Ugo Panizza of the
Graduate Institute, Geneva and Barry Eichengreen
of the University of California, Berkeley shows

MPpUOYTKOBICTh OOJIiTaIliii, To 00CIyroByBaTH 1eH
6opr crae Baxxue. Itanis - 3 TpeTiM 1o BETMUYUHI
3armacom JIep>kaBHOTO OOPry B CBiTi, OaraTo 3 SIKUX
pediHaHCYIOTHCS MOPOKY, BUKIIUKAE OCOOJIHMBE
3aHENOKOEHHS. 32 OLlIHKAMU PEUTHHTOBOTO
arentctBa Moody 's, ITanist moBunHa Oyze 3HaNTH
6sm3pK0 470 Mip €Bpo (hiHAHCYBaHHS y
HACTYIHOMY DOIIi, IO CTAHOBUTH Maike OJTHY
tpetuny ii BBII. [Totpebu y dhinancyBaHH1 iHIIMX
nepudepiiiHuX JepKaB HE HACTUIBKH Pi3Ki, ale
BOHHU $IK 1 paHiIlle BUCOKI.

HasiBHICTB BHCTYIarO4oro 60pry MpuBaTHOTO
CEKTOPA TAKOXK € MPHUYUHOIO JIJISl 3aHETIOKOEHHSI.
®ipmu, 110 orpy3nu B 6oprax, 00proThes, 00
POCTH 1 IHBECTYBaTH, B TOW Yac, KOJIH BOHH
3B's13aH1 JeQIUTHUM KamitaioM 0aHKy, 1110
YCKJIATHIOE KPEAUTYBAaHHS OUTBII T1IHUX
MO3MYAIBHUKIB. AJle CHTYallisl € HE TIOBHICTIO
TaKOK MOXMypor. He3Baxkarouun Ha
JIOMOT'OCTIOIAPCTBA 3000B's13aH1 MEHIIIE, HIXK Y
Himeuunni i HeiHaHCOBI KOMMaHIi He HabaraTo
oinbre. [IpuBaTHumii cekTop Icmanii BXke 1CTOTHO
3MEHIIMB CBili OOPT 32 OCTaHHI KiJIbKa POKIB,
BHACIIIJIOK TOTO, 110 BEJIMKI peKarmiTaii3alii Janm
3MOT'y CBOIM OaHKaM KpaIe BUTPUMYBATH
CIMcaHHs O0e3HaIMHUX KPEIUTIB.

Aune nepudepiiiHi KpaiHu, sIK IPaBUIIO, MAIOTh
JOBTUi XBICT (pipM 3 BETMKOIO 3a00proBaHicTio. B
[Topryranii 01M3bKO YBEPTI EpPEpaxOBaHUX
KOMIaHii MatoTb OOPTHU, KOTPi OLIBLI HIX B I'ATh
pa3iB MEPEBUILYIOTH X MPUOYTOK /10 BUPAXyBaHHS
BIJICOTKIB, IOJIaTKIB, aMOPTHU3allii Ta 3HEI[IHEHHS -
HaWripIie 3HaYeHHs Ha niepudepii, 3a3Hadae
AnbOepro IN'amuto 3 6anky RBS. I yactka
HEeBUILIaueHUX 1Mo3uk pocte B [lopTyranii, [Tamnii
Ta ['perii, kaxke BiH.

26 XOBTHS OyIyTh OTOJIOUIEH] pe3yJbTaTh OIS LY
€11b 3BiTHOCTI BENUKHUX OAHKIB €BPO30HH.
OuikyeThCs, 10 BOHU MTOKaXKYTh HasIBHICTh
KUTBKOX cepio3HUX npobiieM. banku 3011b1mim
CBI KamiTaj ISl TOro, o0 iX He BU3HAIIN
HyXAeHHUMH. [Ticig boro BOHU MOXYTh CIIUCATH
O1JIb1IIe TOTaHUX KPEIUTIB, @ HE IPOJIOHTOBYBATH
ix mami. Ille omHa 3MiHA BiTHOCHTBCS JI0
KOPHOPaTUBHUX PEXKUMIB HECIIPOMOXKHOCTI, 1110
O3Hayae, 1110, K NPaBUJIO, BUMAraTu BUILIATH
OopriB a00 KOH(}ICKYBaTH 3aCTaBU BaXK4e B
€BPO30HI, HIXK B AMepuii. Bei mepudepiitai
Kpainu abo pedopmyBaTu cBOi 3aKOHH 200
oooILsIIH 3po0UTH 11e, 1 €Bporeiichka KoMicis
HaMoJIsra€ Ha BOPOBA/KEHHI B /1110 3arajlbHOTO
€BPONEHUCHKOrO CTaHIAPTY.



that large and sustained primary surpluses are
extremely rare. People in the southern periphery
are especially fed up with austerity, which has had
a massive cost in terms of unemployment and
living standards. More bad news, and the situation
could look critical once again.

Jlep>xaBHUI OOPT BUTJIsAIAE OB HEPO3B'I3HUMHU,
0COOJIMBO B CBITII TBMSHOTO POCTY 1 CIIOB3aHHS J10
nedsii, 1o 3apa3 31a€ThCs BKOPCHHUIIUCS.
Henagniit anani3 peiituarosoro arearcrsa Fitch
JI03BOJISIE IPUTTYCTUTH, IO JUIS OYIb-SIKOTO YpsIIy
€BPO30HHU 3 BHCOKOIO 3a00proBaHICTIO Oyzae ayxe
Ba)KKO CKOPOTHUTH CHiBBigHOMmEHHs 60opry 1o BBIIT
HaBiTh Ha 20 MPOIEHTHUX MYHKTIB MPOTITOM
HaCTYITHUX BOCHBMH POKIB, a TUM OiJIbIIIe
MOBEPHYTH MOTO Ha JIOKPU30BUH PiBEHb. Y psiaaM
HEOOX1JIHO 3aCTOCYBaTH MEPBUHHI (TOOTO, 10
BMILIATH BiJICOTKIB) Ha IMIIKH, 1100 ITOTaCHTH
icHyrouy 3a0oproBanicte. MB® BBaxkae, 1110
Itanis nocarue i miATpUMae MEPBUHHUNA TPOQPIIUT
B po3mipi Maiixe 5% BBII no 2018 poky, ane mpo
1HIINX OOP>KHUKIB €BPO30HU ICHYIOTH MEHII
ONTUMICTUYHI TPOrHO3H. [IiABUIIIEHHS TOAATKIB 1
CKOpPOYECHHSI BUTPAT BAXKKO peaizyBaTH. AHaII3
54 po3BHHEHUX 1 THX, IO PO3BUBAIOTHCS, KpaiH,
3pobnenuit Yro [laninmi 3 Graduate Institute,
XKenesa i bappi AlixeHrpin 3 YHIBEepCUTETY
Kamidopnii, bepkii, mokasye, 1mo BeIuKi i CTIHKI
MIePBUHHI HAJUTUILIKH 3yCTPIUalOThCsA Kpai piJKo.
JIromsm B miBaeHHiH nepudepii ocoOnmmBo
HaOpuU/Ia KOPCTKA EKOHOMIS, siKa OyJia 3HAaYHO
BHUpaKEHA 32 YMOB 0€3pOO0ITTs Ta PiBHS JKUTTSI.
binbiie moranux HOBUH, 1 CUTYaIlisl MOXe OyTH
KPUTHYHA 3HOBY.



