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The eurozone 10 years after

In the run-up to the financial crisis, low interest rates had stimulated real estate investment and economic activity, in
particular in the periphery countries. Household debt increased rapidly and housing bubbles emerged. The Lehman
Brothers bankruptcy made an abrupt end to the buoyancy. Property bubbles burst and bank lending dried up.
Government debt increased rapidly because of automatic stabilisers, fiscal stimulus packages and support to the
financial sector.

Ten years later, indebtedness of the non-financial sector in the core and the periphery countries is virtually the
same, although substantially higher than before the crisis. The mix is quite different though. In the core countries,
government, household and non-financial corporations have all increased their indebtedness as low interest rates
make borrowing attractive. The periphery has seen deleveraging by households and non-financial corporations but
government debt has risen very significantly. This increases the sensitivity of public finances to the cycle and bond
yields.
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- Unw eighted average Eurozone (11 countries)

- Unw eighted average periphery (Greece,ltaly,Portugal, Spain)

--- Unw eigthed average core (Austria, Belgium, Finland, France, Germany, Luxembourg, Netherlands)

The shaded areas represent about 70% of countries in the sample.
The verticalline corresponds to 15 September 2008 (Lehman bankruptcy). Sources: BIS, BNP Paribas calculations

economic-research.bnpparibas.com Raymond Van Der Putten 19 September 2018



