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Berenberg/HWWI study on “sovereign debt”: 

“A collapse in growth would be the single largest 
risk for a new debt crisis”  
 
 

Hamburg/Frankfurt. The 2008/2009 global financial crisis led to a huge 

increase in sovereign debt virtually everywhere. The mountain of debt in 

most countries remains high despite good economic developments in 

recent years. “In our assessment, a new debt crisis is nevertheless not to 

be expected if the world sees another one or two years of good economic 

growth,” says Dr Jörn Quitzau, macroeconomic specialist at Berenberg in 

the current study entitled “Sovereign Debt” published by private bank 

Berenberg and the Hamburg Institute of International Economics 

(HWWI). “The single largest risk is that of a more significant economic 

downturn or collapse in growth.” 

Ten years ago, the global economic and financial crisis reached its peak. With the 

economic stimulus measures and the direct aid for troubled financial institutions, 

national governments took on heavy financial burdens. Parts of what had been 

private debt were converted into public debt. In the eurozone, sovereign debt rose 

by 14.5 percentage points to almost 85% of GDP over the period from 2008 to 

2018. The debt levels of the largest advanced economies (G7) climbed by 

27 percentage points to roughly 117% over the same period. The US accounted 

for a major share of this large increase, with debt levels shooting up by 31 

percentage points to more than 100% of GDP in the corresponding period. Of 

the industrialized nations, Japan has by far the highest debt level. Its sovereign 

debt amounted to over 230% of GDP in 2017.  

 

Thanks to the strong performance of the global economy, the issue of debt has 

slipped out of focus slightly in recent years. But this does not mean that the 
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problem has been solved. In principle, there are various risk factors that could 

lead to a new debt crisis, especially when they interact.  

Risk factor 1: Collapse of the economy and of growth. Because the economy 

as a whole is performing well, it will probably take some time before debt 

becomes a major topic again. At the same time, individual countries whose 

economies fail could experience difficulties sooner. As long as this does not 

happen in any large country, however, no widespread debt crisis would occur. “If 

the number of countries affected by a collapse in growth were to increase, the 

situation might correspondingly deteriorate more sharply, however,” says Quitzau. 

Signs of a more substantial economic slowdown, if not a recession, are already 

appearing on the horizon.  

Risk factor 2: Interest rate increases. Tighter monetary policy goes hand in 

hand with a rise in capital market interest rates. This increases governments’ cost 

of financing, and the burden of debt begins to weigh a little more heavily. 

“Nevertheless, there are structural factors at play which indicate that interest rates 

will rise only moderately rather than dramatically, even in the face of tighter 

monetary policy. In addition, the effect of higher interest rates will be gradual, and 

thus subject to a time lag. This means increasing interest rates do not constitute a 

direct risk for the time being”, says Prof Dr Henning Vöpel, Director of the 

HWWI. 

Risk factor 3: Crisis of trust. Although the present low interest rates may 

indicate that the high debt levels are unproblematic, a basic level of vigilance is 

urged. The mood can change profoundly without notice, causing interest rates to 

skyrocket. In the atmosphere of uncertainty prevailing, waning trust does not 

trigger debt crises but it does act as an accelerant. Increasing populism can also 

contribute to a crisis of trust over the medium term if simple and expensive 

antidotes prove to be counterproductive. 

Risk factor 4: Contagion. The eurozone is less susceptible now than during the 

euro crisis to the risk of a crisis in one member state spreading to other countries. 

By contrast, emerging economies in particular are exposed to significant risk of 

contagion. “Yet, over the long term, the greatest risk stems from large countries 

such as Japan and the US. If these countries were to lose the trust of the financial 

markets, international ties mean that other countries would be caught up in the 
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debt spiral,” says Vöpel.  

Risk factor 5: Foreign debt. Emerging economies that hold a high level of debt 

in foreign currency are subject to an additional exchange rate risk. Time after time, 

increasing dollar exchange rates have prompted concerns that emerging 

economies may be unable to repay their debts financed in US dollars.  

Risk factor 6: Demographics. The average age in many western societies is 

increasing – with negative consequences for economic development and for 

public finances. Alongside the officially reported explicit debt, there is hidden or 

implicit debt contained in the social security systems of many countries. In 

Germany, for example, implicit debt is higher than the officially reported debt. 

Implicit and explicit debt together amount to somewhere in the region of 150% 

of GDP. Nevertheless, this period of demographic change is likely to pose no risk 

in the short term and very limited potential for risk in the medium term. “The 

state will probably introduce a bundle of measures to free itself from a good 

portion of the implicit debt,” says Quitzau. “For example, welfare entitlements 

can be decreased relatively easily by raising the pension entry age.” 

“The single largest risk is that of a more significant economic downturn or 

collapse in growth. The trigger may, for example, consist of a normal cyclical 

downturn, an unforeseeable economic event or failure of a highly indebted 

country’s economic policies,” says Berenberg economist Quitzau. “In a worst-case 

scenario, several factors would combine, for example a collapse in growth 

combined with a loss of trust on the bond markets and contagion effects between 

the countries. In a constellation like this one, an international sovereign debt crisis 

would be possible.” 

Germany is one of the few countries to have really bucked the trend. Its debt has 

fallen from 66.8% in 2008 to around 60% in 2018. In the between time, the level 

of debt had increased to more than 80% on account of the crisis in 2010. While 

this reduction in debt is facilitated by the low interest rates, it is in particular the 

powerful economic growth levels and the resulting higher tax revenues that have 

led to this positive result. Many other eurozone countries are facing a very 

different situation. “The global economy still has not reached a state of normality. 

In many countries, debt has risen on account of the crisis, considerably in some 

cases. It would be naive to rely on expansive monetary policy alone, especially as 
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many central banks have hardly any leeway, in the event of a further crisis, to 

deploy monetary policy measures to counteract critical developments,” says 

Vöpel.  

The financial markets are currently focused on Italy. Its debt ratio stood at more 

than 130 % of GDP in 2017. “Italy could be the first country to get into serious 

difficulties in the next recession unless the government moves away from its 

economic policy plans beforehand,” summarises Berenberg economist Quitzau. 

“In the medium term, the US will also have to consolidate its state finances. This 

is something the world’s largest national economy has succeeded in doing several 

times in the past. Last but not least, in the long term Japan will need to 

demonstrate how its mountain of debt can be overcome, as the central bank 

cannot be the only solution.”  

Rapid debt increase as a consequence of the 
financial crisis 
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