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Abstract: 

Following the Covid-19 shock, public debt levels soared in the euro area as governments 

heavily borrowed on financial markets to fund fiscal initiatives to counter the crisis. While 

policy responses have rightly been robust so far, the pandemic has led countries which already 

showed high levels of public debt prior to the crisis with no other choice than to increase those 

levels again. According to the European Commission’s autumn forecast, public debt to GDP 

ratios is therefore expected to reach 207% in Greece, 160% in Italy, 120% in Spain and 116% 

in France. To support member states, important steps were taken at a European level, such as 

the ECB’s Pandemic Emergency Purchase Program (PEPP) or the historic agreement on a 

European recovery plan financed through common borrowing (Next Generation EU). 

Nonetheless, despite those steps, the medium-term outlook of public debt sustainability 

remains uncertain in Europe. 

Policy support in the Eurozone indeed remains a fragile consensus which is far from 

guaranteed in the future. On the monetary front, the ECB will eventually pull the plug on 

PEPP once the pandemic is considered over, exposing sovereigns with high public debt to 

closer market scrutiny. On the fiscal front, Next Generation EU has been hailed as perhaps 

marking Europe’s “Hamilton” moment. While it could help alleviate concerns about long-term 

debt sustainability, its exact impact remains uncertain and contingent upon several political 

parameters. The euro area’s balance of risks is therefore skewed: sovereign debt issues are for 

now kept “under the carpet” thanks to PEPP and Next Generation EU. However, once policy 

support is unwound, questions could be asked of those Eurozone countries with high public 

debt ratios. 

One thing is clear today: the euro area cannot afford another sovereign debt crisis. Following 

the last downturn, Europe experienced a long period of low growth which has seen it fall 



behind other major economies such as the United States or China. It also has known a higher 

economic downturn as a result of the Covid-19 pandemic, and it already appears to experience 

slower recovery since then. Sensing how critical the issue is, a few proposals are already on 

the table to deal with Europe’s large public debts. However, none appears to be completely 

satisfactory. The euro area is only halfway through its Hamiltonian moment: it still needs 

decisive action to move past this crisis and reconnect with sustainable growth. 

This paper takes stock of what has happened since the last sovereign debt crisis. It offers a 

critical assessment of proposals made to ensure public debt sustainability in the euro area, 

ranging from the last crisis to the Covid-19 shock. Recognizing the specificity of today’s 

situation, it proposes to learn from past mistakes and offers a new framework to deal with the 

pandemic debt as well as with future large exogenous and symmetric shocks. This framework 

is based on different sets of scenarios for policymakers to choose from. 


