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ABSTRACT

After the outbreak of the US financial crisis in 2008, the economies of many countries
around the world were severely impacted. In response to the impact of the crisis, many
countries and regions have implemented expansionary fiscal policies to stimulate the
economy, such as using debt (internal debt and external debt) to alleviate the shortage of
domestic capital. These measures not only have some positive effects, such as improving
jobs and increasing national income, but have also caused more significant negative impacts
on these countries, such as excessive debt burdens, rising inflation rates, and declining
economic growth rates. Among these countries and regions where the debt crisis has
occurred, the European debt crisis is highly representative. The European debt crisis started
in Greece in 2009, and then quickly spread to other countries in the Eurozone. Portugal,
Ireland, Italy, Greece, and Spain have the most severe public debt situations. These five
countries are also called the PIIGS. The GDP of the PIIGS accounts for one-third of the
Eurozone, but they are also the weakest economies in this area. They faced enormous debt
pressure before the debt crisis, and their budget deficits were far exceeded the threshold of
EU regulation. The high public debts of these five countries have not only greatly affected
the economies of their own countries and the Eurozone, but also brought serious challenges
to the stability of the world economy and global financial markets. To reduce the impact of
the public debt crisis, the governments of the PIIGS have taken many measures to control
the debt crisis and its secondary problems. To avoid conflicts between reducing public debt,
stabilizing prices, and maintaining economic growth, the governments of the five countries
have taken many measures to coordinate monetary and fiscal policies. By 2014, the debt
crisis in Europe, including these five countries, had declined to some extent. In this context,
public debt issues, including the European debt crisis, have become hot topics of concern

for governments, businesses, and academia. Studying the problems related to the public debt



and economic growth of the European debt crisis countries, especially the PIIGS, can
provide a specific reference for countries with high public debt and also help expand the
research in related fields.

This thesis selects the PIIGS as the research object, and analyzes the impact of public
debt and inflation on the economic growth of these countries. This thesis is based on the
economic development of the PIIGS before, during, and after the European debt crisis to
facilitate better research, and focuses on studying the effects of public debt and inflation on
economic growth of the PIIGS during the European debt crisis. Therefore, the research
period selected in this thesis is from 1999 (at the time of the Eurozone's establishment) to
2018. Firstly, based on a review of relevant literature, this thesis analyzes the situation of
public debt, inflation, and economic growth of the PIIGS from 1999 to 2018, focusing on
the occurrence, development, and recovery of the public debt crises in these countries.
Secondly, this thesis analyzes the theory of the impact of public debt and inflation on
economic growth in the PIIGS and proposes the following hypotheses for three main
variables: public debt has certain negative effects on the economic growth of these five
countries; Inflation has a certain positive impact on the economic growth of these five
countries; Considering that there is a certain correlation between public debt and inflation,
this thesis assumes that the interaction between public debt and inflation may have an
impact on the economic growth of these five countries. Based on the above theoretical
analysis, this thesis uses PMG and the revised CSD and CCE estimation methods to conduct
empirical research on the impact of public debt and inflation on the economic growth of the
PIIGS. The result shows: (1) The public debts of the PIIGS have had a significant negative
impact on their economic growth. The debt burden of these countries is severe, and
repayment is very difficult. At the same time, because these countries use government loans
mainly for expenditure, and rarely use loans for investment to improve national productivity.

Therefore, high public debt and long-term fragile financial management have reduced



domestic savings, government spending cannot create real value for the economy, and labor
productivity declines, leading to a decline in economic growth. (2) Inflation has had a
specific positive impact on the economic growth of the PIIGS. After the debt crisis, the
inflation rates of these five countries have all increased, and real GDP has also increased to
a certain extent. Of course, the economic recovery and growth of these countries may also
be related to other stimulus policies adopted by their governments and the assistance
provided by the European Union and the IMF. (3) There is a certain correlation between
public debt and inflation, and the interaction between public debt and inflation has a certain
negative impact on the economic growth of these five countries, which may be due to the
public debt is not used more for investment. As a result, the negative impact of the high
public debt on economic growth is more significant than the positive impact of inflation on
economic growth, making the combined effect of the two variables on the economic growth
negative. In particular, it is worth mentioning that when analyzing the impact of public debt
on the economic growth of the PIIGS, this thesis found that public debt has a negative
impact on the economic growth of these five countries in the short term, but has a positive
effect in the long term. This thesis further shows that fiscal consolidation based on reducing
expenditures is more efficient and has a better impact on long-term growth than fiscal
policies based on increasing revenue. In particular, tight fiscal policy is effective at reducing
recurrent spending instead of reducing spending on education, research, and innovation. It
can see: After the crisis, the PIIGS continued to implement fiscal austerity policies and cut
irrational expenditures, especially recurrent expenditures. These measures have restored the
economic growth of most of the five countries.

Based on the above research, this thesis gives specific policy recommendations for the
the PIIGS and the European Union to promote economic growth in coordinating and
controlling public debt and inflation. The thesis shows that the PIIGS need to publish

information on national budgets and public debts, be cautious about borrowing, strengthen



public debt management, increase budget revenue, cut public expenditure, and continue to
develop the domestic debt market to promote economic growth. This thesis also gives
relevant suggestions based on the specific economic development of the PIIGS. From a
European perspective, this thesis believes that the Union needs to: implement more flexible
monetary policies in conjunction with the fiscal policies of the Eurozone member countries,
design corresponding currency operation, and management mechanisms, and strengthen
supervision, expand the group's overall budget and the stabilize fund.

Key Words: the PIIGS; public debt; inflation; economic growth; European debt crisis
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2008 FxETrREIBRAE, HAEELFIETFENAT. AT NNBHA
T, FEZERMMBX LT T I KM BEBUR IARIRELS, WX R (REMIMRT)
REBENRERE. REBBES4E T —LERRE, BIXE T, ENTEER
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SFRREETEF. EXELERSBINERMBX S, BHGESEINERFRSE
IR M. BlfSSEl 2009 FRun TR ARdEELETRTXEMER, HF
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ZFERM TIRANEm, hXttRELFMNeRemMTHNRETRT mENHKK. A
TRDARRSR/INENE, “RELEBUFXR T IFZHEERNER RS X HS]
REQRERB, AT HERDAEFES. REVNSHEIFEFERKZEHAR, XH
NEROBUFEBRR T IFLEE AT HBORMMBEER. B2 2014 F, 8%
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FEKENERE, EAEKHRNERRER FRAXHE—FINAG SGMENAREM
TEEUEMASHTHRE. HRMWEFMHREN, B X H A BUBUR b I
ANV BBEREEN, NKELFELKNZWHEKR. BHEN“KELE" R
ROV BB, HIRAGENXE, LHESEMEXH, XEXEESLIETEZHK
ExRMEFRE THEK,

ELEARMROEM LT, A EREGIEERERBEMBEEA RSB EE
FRIR A BK T EREE T EENBREI, AAh, “RELE"ELBEAMERM

2
&

=H



