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The budget should be balanced, the treasury should be 
refilled, public debt should be reduced, the arrogance of 
officialdom should be tempered and controlled, and the 
assistance to foreign lands should be curtailed lest Rome 
become bankrupt.  

    Cicero - 55 B.C. 

 Debt + Deflation = Devastating 
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World Over-Indebtedness 
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From Kicking the Can to Restructuring Euro Zone Debt. What measures might 
European politicians resort to after all their efforts to play for time fail? The 
longer they vacillate, the more likely, perhaps, the drastic action we describe 
below.

If the overall debt load continues to grow faster than the economy of the euro zone, 
at some point the politicians might conclude that debt restructuring is inevitable. 
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percent and a nominal economic growth rate of 3 percent per year. Lower interest 
rates and/or higher growth would help reduce the debt burden even further. Given 
this assumption, the total debt overhang within the euro zone amounts to €6.1 
trillion. (See Exhibit 2.)

The importance of debt restructuring is underlined by a new research paper by 
three economists from the Bank for International Settlements (BIS) in Basel, who 
analyzed the development and implications of private and public debt in 18 OECD 
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on the growth rate of the economy once any one of the following criteria is met:
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Necessary debt reduction to reach 180 percent debt-to-GDP ratio
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Sources: Eurostat; Federal Reserve; Thomson Reuters Datastream; BCG analysis.
Note: All data as of 2009.
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                           (r)    -    (π)           =          (π)     x    (GDP) 

              Interest Rate  - Inflation     =    (Inflation) x (real GDP) 

 IF       (r) - (π)    <  (π) x (GDP) 

  THEN  Debt Deleveraging 

 IF        (r) - (π)    >  (π) x (GDP) 

  THEN  No Debt Deleveraging 

The De-Leveraging Equation 
              COST OF CAPITAL           =    SALES REVENUE 
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E.U. Trade-Adjustment Problem 

Before the Euro 
Automatic Adjustment 

After the Euro 
Necessary Adjustment 


