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PIIGS (Portugal, Ireland, Italy, Greece, Spain) –
External debt to exports
The relationship between growth and external financial crisis — with the ensuing credit and
debt is widely acknowledged. The World Bank liquidity crunches, and the economic slump —
has set two external debt thresholds : a debt to slowed the indebtedness process down, the
GDP ratio of 80%, and a debt to exports ratio situation did not improve, since ratios remain
of 220%. Above these critical values, the risk extremely high on one hand, and on the other
of a debt crisis will
hand exports have
have the heaviest
significantly shrank,
negative impact on
at annual rates of -8%
growth.
in Portugal, -3% in
Ireland, -1 0% in Italy,
All PIIGS, and the
-1 4% in Greece and
whole of the Euro
-7% in Spain, since
zone for that matter,
2008. The last 5-year
exhibit debt to GDP
current
account
ratios above , in some
balance performance
instances far above,
of PIIGS (Chart 2),
the World Bank
revealing deficits that
benchmark.
As
vary from 4% to 1 0%
regards exports, their Chart 1 : PIIGS External debt to exports.
of GDP, does not
situation is even worse :
debt to exports ratios vary between 4.5 (or suggest that they are ready to become big net
twice the World Bank benchmark) for Italy, and exporters. Considering the prevailing
economic stagnation in Europe and in the
11 .1 (or 5 times) for
world, it is doubtful
Ireland. Should World
that PIIGS countries
Bank research be
will be able to revert
true, all PIIGS — and
the trend and push up
the Euro zone to a
exports
to
the
less extent — are
proportion of their
right in the middle of
needs.
the storm.
Furthermore, for open
The chart (Chart 1 )
economies such as
shows an increasing
PIIGS that use
debt to exports ratio
external borrowing for
over time, growing at
productive
annual average rates
investment, interest
of 3% in Italy, 4% in Chart 2 : PIIGS current account balance as percent of
rates have great
Portugal, 6% in GDP.
impact on the outlook
Spain, 7% in Greece,
of
their
indebtedness.
Currently,
the interest
and 1 2% in Ireland. Although the global
rates and the spreads imposed on them by the
© 2012 areppim AG, Bern, Switzerland

1

areppim : information, pure and simple

insight

market are invariably high with a tendency to
rise, thus increasing the debt service burden,
and deteriorating the exports to debt ratio.
Prevailing high debt to export ratios,
slumbering exports and high long-term
interests, all three factors combine to make
total debt to grow faster than the economy’s
basic source of external income, thus sending
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a clear signal that the country will face
problems meeting its debt obligations in the
future. Such an anticipation cannot fail to
stimulate defensive reactions on the creditors
side, namely credit freezing and interest
raising, which in turn reinforce further
economic slowdown and increasing debt in the
concerned countries.
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