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A quantitative ranking of sovereign 
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The sustainability of public finances is a widespread
concern accross developed countries

When
government
debt-to-GDP 
goes over 
90%, it
reduces
future 
potential GDP 
by over 1% 
(This Time It's 
Different by 
Reinhart and 
Rogoff). 
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The effect of crises on debt

Large fiscal deficits 
contributed to public debt-to-
GDP ratios ratcheting them 
up by 20 points of GDP, on 
average. This impact has 
taken a long time to reverse 
in the past. 

Gross public debt crises episodes (%  of GDP) 1/

0

10

20

30

40

50

60

70

80

90

t-4 t-3 t-2 t-1 t t+1 t+2 t+3 t+4 t+5 t+6 t+7

EU-27 2/
EU-15 3/
Big 5 indus trial country-crises  4/
Big 8 em erging m arket-crises 5/
TOTAL 6/
EU27 Current donwturn 7/

N otes :  1 /  B as ed on 49 c ris es  ep is odes  as  pres ented in  the 2009 P ub lic  F inanc e R eport
U nw eighted c ountry  averages .  t  =  s ta rt  o f the c ris is .
2 /  Inc ludes  c ris is  ep is odes  in  C z ec h R epublic ,  F in land,  H ungary ,  Latvia ,  P o land,  S lovak  
R epublic ,  S pain  and S w eden.  F or new  M em ber S tates  data  from  1991.
3/  Inc ludes  c ris is  ep is odes  in  F in land,  S pa in  and S w eden.
4/  Inc ludes  c ris is  ep is odes  in  F in land,  N orw ay ,  S w eden, Japan and S pain .
5 /  In  princ ip le  inc ludes  A rgent ina  (2001),  Indones ia ,  M alay s ia ,  M ex ic o (1994),  Turk ey  
(2000),  P h ilipp ines  and Thailand.  B ut  da ta for the  las t  th ree  are m is s ing.
6/  E x c ludes  N ic aragua w hic h in  2003 (t+ 4) rec e ived a public  debt  re lie f.
7 /  A ll E U 27 c ountries ,  t  =  2008
S ourc es :  C alc u la t ions  bas ed on IM F  In ternat iona l F inanc ia l S ta t is t ic s  and A M E C O .



5

Large deficits lead to rapid increases in debt.
Financial markets have to discrimine between countries.
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Except in Japan, more debts lead to even more debts
(vicious circle)
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Portugal and the UK have to make more structural reforms
to reduce their public deficit
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The effort required to bring debt to 60% of GDP by 2020 is
substantial
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In the short-term, the financing needs are particularly
important in the UK, Greece, Japan and Italy
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« Large-scale debt buildups pose risks because they make
an economy vulnerable to crises of confidence, particularly
when debt is short term and needs to be constantly
refinanced. » (This Time It's Different by Reinhart and Rogoff).
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Smaller bond markets are easier to attack
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Portugal, Ireland and Greece are largely dependant on 
foreigners to finance their debt
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Greece cannot rely on internal demand to finance its debt
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The existing challenge of ageing looms large over the future. 
Demographic pressures will push saving rates lower.
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Budgetary costs of population ageing are set to increase 
substantially but with wide variation between countries
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Will the loss on potential GDP level and/or growth rate be 
permanent after the crisis ?
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A quantitative ranking of sovereign risk
in developed countries
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A quantitative ranking of sovereign risk in developed
countries
Key points

Italy is the European peripheric country 
which is in best shape:
- Small part of the public deficit is 

structural
- Relatively low dependence on foreigners
- Relatively high net savings
- But high level of public debt (and 

interest payments)
- And highly impacted by the ageing of 

population

Among the PIGS, Spain is the one which 
is in best shape:
- Low level of public debt (and interest 

payments)
- Low part of the public deficit which is 

structural
- Low central government tax revenue
- Low dependence on foreigners 
- But substantial losses of potential output

Among the PIGS, Greece is the one which
is in worst shape:
- High level of public debt (and interest

payments)
- Large efforts needed to consolidate public 

finances
- Strong financing needs in the short-term
- Negative net savings
- Big loss of potential output
- Highly impacted by the ageing of 

population
- Poor government effectiveness

Portugal is between Spain and Greece:
- High level of public debt (and interest

payments)
- High dependence on foreigners
- Low net savings
- Big loss of potential output
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PIGS spread and CDS consistent with our rating, Italy seems 
a bit high
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Core euro area countries spread little changed 
but CDS up in Austria, Belgium and France



23

Japanese and UK CDS are trending higher
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Global rating fairly consistent with market pricing
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Eurostoxx index shows little impact from the bad news 
coming from sovereign risk


