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The Permanence of Public Debt  

16.07.2015 

„It is the “theory,” or “principles,” 

of public debt that has traditionally 

generated controversy, and the 

debate shows little sign of being 

resolved, although essentially the 

same arguments have been 

advanced for two centuries. For 

those who remain skeptical about 

the progress of economic science, 

the debt theory controversy 

provides ample corroboration “ 

 

 

„James M. Buchanan, International Encyclopedia 

of the Social Sciences”, 1968 

“Greece in chains”, @Eurodad 
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Use of public debt as policy instrument 

 - Public debt may reduce private investment,  
- Can increase interest rates,   
- may lead to financial distress, currency 
devaluation, and social and economic crises 
- requires extra taxation to fund interest payments,  
- reduces fiscal scope for public spending 
- impacts on political economy (access to finance) 
- is arguably immoral (taxation without 
representation / distortion of  intergenerational 
justice) 

- Public debt can be productive and provide needed 
services, goods and infrastructure  
- Benefit today‘s and future citizens by providing better 
access to/ better services 

- Stimulate economic growth and employment 

- Improve environment when substituting outdated 
technology 

- Used to finance extraordinary spending needs or capital 
formation 
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But what exactly are productive investments? 

16.07.2015 

Such fiscal rules give standard answers regarding borrowing for 

maintenance, operations (consumption):  

Investing in Human Capital, e.g. training nurses at hospitals 

 Building a new bridge (which will require future maintenance) 

 

                   Bias for infrastructure spending 

 

Current spending must equal 

income.  

Deficit can only be made for 

public investment, not 

consumption 

 

“The golden rule” 
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When should Government borrow? 

Public Borrowing 

= Decision on 
postponing the real 

cost of public 
expenditure 

When is this 
legitimate? 

When it is desirable 
to postpone real 

cost 

May or may not be 
related  to 

characteristics of 
project 

Temporal pattern of 
benefits over long 

time 

Who will pay? 

Future taxpayer 

Borrower 

Beneficiary 

Taxation 

Public 
Borrowing 

Money 
Creation 

 

Policy Choices 
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Conclusion 1: It’s not stock and flow of debt alone, 

but the fiscal policy mix which is important 

“ What matters is not 

cash flow or debt, but the 

net worth of the public 

sector as a whole, and 

the balance between 

long-term inflows of 

revenue and 

requirements for 

expenditure and debt 

service” 
John Quiggin, Research Council, 

University of Queensland, 

Australia 

 

 

 16.07.2015 

Fiscal Policy Mix 
Informed policy 
choices, Sound 

accounting,Reporting 
Transparency, 

Oversight 

Sound Debt 
Management 

Composition, Stock, 
Ownership, Maturity, 

Currency & Interest rate 
structures 



16.07.2015     Seite 8 Page 8 

But should we not be concerned with rising debt levels?  

 On average, debt levels are 

much lower in developing than 

in developed countries, but 

with much higher volatility 

 Advanced economies‘ debt 

levels have been widely 

fluctuating: 
 highest in 1946, after WWII, at 

almost 150% / GDP 

 Lowest in 1960, at 50% of GDP 

due to growth and inflation. 

 Rising since mid-1970 due to oil 

price shocks and end of gold 

standard 

 Currently approaching 100% / 

GDP   

 EU: debt dynamics in line with  

 1995: 70% debt / GDP on 

average for future Eurozone 

 2014: 91 % debt / GDP on 

average across Eurozone  

 Greece’s debt stands at 177% / 

GDP – future uncertain  

16.07.2015 

- 44% average debt / GDP ratio for low income 

and emerging countries 1890 – 2009 (11 pp 

below advanced economies) 

- But higher volatility – more crises (Latin 

America 1980s, Asia 1990s)  

- Sharp buildup until 1980 to 90%/GDP, then 

reduction through HIPC / MDRI to currently 60% 

/ GDP 
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.. and implicit debt is yet to be included  

 
• New Eurostat figures released Feb 2015 first time for Eurozone 

according to Stability and Growth Pact 

• Reacting to fiscal rules (Stability and Growth Pact), Eurozone countries 

heavily utilize off-balance sheet schemes  

• Structure of financial reporting is such that risk may be increasing, 

while expenditure is not  
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Did it harm growth? 

 

• Debt and growth are inversely 

related: high debt / low 

income, low debt / high income 

• This applies for low income 

and to a lesser extent for 

emerging economies 

• Advanced economies are an 

exception: rising incomes from 

1970 – 2007 despite rising 

debt 

 

„Historical Patterns of Public Debt – Evidence 

From a New Database“, May 2011 

S. M. Ali Abbas, Nazim Belhocine, 

Asmaa ElGanainy, and Mark Horton 
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 Debt sustainability is a question of economic power and future revenue 

streams of a society 

 Furthermore, countries characterized by large national debts / GDP 

ratios tend to be those that have enjoyed reasonably stable government 

and monetary stability over a relatively long period  

 Large debts only emerge when governments are      

stable and strong enough to carry them  

 Creditors of unstable governments are subject to confiscation by inflation 

or through default, or, recently, through debt restructuring or forgiveness 

programs (HIPC / DRMI can be explained in this perspective) 

 Country specific factors such as debt history, economic cycles, financial 

markets structure, make a marked difference in the level of debt a 

country can carry without defaulting 

 No particular public debt level should be 

 considered, a priori, as being sustainable 

 And: debt is sticky. The median debt increase has been about 5 pp / 

GDP higher and 1 pp / GDP per year faster than the median debt 

decline. 
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Conclusion 2: Powerful countries can afford debt – 

but how much? 
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And what are the risks involved? 

16.07.2015 

 Sovereign debt crisis: Government failure to pay its debt, either partially 

or in full 

 Currency crisis: currency depreciates more than 30% (nominally) 

 Banking crisis: defaults in the banking industry, nonperforming loans, on 

a systemic level.  

 Twin crisis: banking and currency crisis or banking and debt crisis (26 

overall)  

 Triple crisis: all of the above (8 overall) 

 Banking crises increasing 

since 2007 (so far 13) 

 Cost to government for  

restructuring was 6% / GDP  

on average 

 systemic risk  

transferred  

back to sovereign level, 

public debt implications 

Number of 

crises between 

1970 and 2007 



16.07.2015     Seite 13 Page 13 

A key predictor of a banking crisis 

is the scale, rather than the level,  

of the preceding domestic credit boom 

(Gourinchas and Obstfeld 2012) 

 

Another key indicator is the current 

account imbalance  
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It is easier to say afterwards than before whether 

you are heading into a crisis 

 
Private Credit Dynamics - Loans to private sector from  

domestic banks and other credit institutions  

Source: World Bank Financial Database. 

Current Account Imbalances 1993 – 2007 

Source: IMF World Economic Outlook database 
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Factors that make oversight challenging 
P1 

P2 

P3 P4 

P5 

CHANGING ACCOUNTING & REPORTING FORMATS 

COMPLEXITY OF SUBJECT, LACK OF Sc.CONSENSUS 

UNDERLYING DYNAMICS OF GLOBAL FIN SYSTEMS 

COUNTRY SPECIFICS, LACK OF UNIV. BENCHMARKS 

No one ‘tell-tale’ sign of 
approaching crisis 

Fiscal prudency 
does not prevent 

crises – 
contagion, 

herding, 
psychology 

Lack of clarity on 
what is sustainable 

debt policy / 
management 

Lack of reliable data over 
time 

Policy choices cannot be 
rationally analysed 

Effect 

1 

Effect 

2 

Effect 

3 
Effect 

4 

Effect 

5 

Renegotiation of Global Regulatory Framework (UN 

Resolution 68/304, Sept 2014 on debt restructuring)   

• National financing needs 

• International capital 

• Perceived lack / unfairness of global rules for default 

What does governance have to do with debt? 

SENSITIVE FISCAL POLICY DECISIONS 
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Principles of 
Good Debt 

Management 

Risk 
manage-

ment 

Clear 
institutional 
framework 

and 
responsibilit

ies 

Gov 

finances 

sustainable 

Citizens 

 
Transparency and accountability are key 

 

Conclusion 3 

Services for 

Citizens 
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How to improve Governance?  

Transparency and public oversight on country level 
• Clarity of definitions and accounting rules,  

• Transparency through reporting, disclosure, discussion 

• Public debt audits 

 

Global Rules  
• Code of Good Practices on Fiscal Transparency (IMF), 

•  CACs (Common Action Clauses)  

• (Multilateral) sovereign default mechanisms 

 

16.07.2015 



16.07.2015     Seite 18 Page 18 

A few observations, for developing countries 

 Governments not in the driving seat, but Central Banks 

and financial sector  

 Transparency as precondition for accountability not given 

(flawed and incomplete statistics, record keeping, 

changes in accounting framework, access to information)  

 Technical discussions on risks and potential future 

liquidity crises compare badly with today’s urgent issues 

 As a result, many SAIs limit themselves / are limited to 

addressing debt in a chapter in the Annual Audit Report 

o SAIs to address the symptom (debt) rather than the cause 

(failed economic policies) 

o Voice of SAIs not heard in the debt discussion – particularly 

not in developing countries 

 

 16.07.2015 
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Challenge Nr 1: Government’s ability to deal with debt 

How to strengthen 

Government 

capacity to carry 

and manage 

debt? 

Financing needs 

Macroeconomic environment 

Exchange rate regime 

Credit standing 

Depth of domestic financial market 

Capacity to design and implement debt management 
systems 

Comprehensive debt strategy 

Quality of accounting and reporting  
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Challenge Nr 2: Independence 

Given the complexity involved, public debt audit needs a strong SAI to carry it out. If 

already traditional audit poses a problem, what weight and place does the advisory role 

have? 

 

  

How to ensure 

effective use of 

audit results? 

0
1
2
3
4
5
6
7
8
9

10
Legal Status

Financial
Independence /

Ressources

Personal
Independence

Audit Mandate

Access to
Information

Presentation of Audit
Result

Content and Timing
of Reporting

Effective Follow-up
mechanism

Best Case

Worst Case

SAI x

8 Pillars of Independence / 

Mexico Declaration 
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Fiscal Environ- 
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Regularity of 

Gov Operations 
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Risk 
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Accounting & 

Reporting Frame 
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Informed  

decision 

making on  

borrowing 

needs 

  

Compliance  

with legal 

framework  

ensured 

Functional debt  

management 

sytems 

in place 

Adequate 

mitigation 

strategies 

taken 

  Potential beneficial impact on fiscal sustainability  

Improved  

disclosure,  

including on 

future costs 

 

Government debt  

and 

liability position 

sustainable 

 

The more 

comprehensive the 

involvement, the  

higher the  

potential 

benefits  

…if mandate / 

ressources / 

capacities allow for 

such an audit 

approach 

Audit of Public Debt – a selection of aspects 

Potential audit topics 

Dom. Financ. 

Market 

 re
lia
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o
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s
 

Properly 

regulated 

domestic 

financial 

market 



16.07.2015     Seite 22 Page 22 

Conclusion 4 

 In developing countries, the situation is particularly 

challenging:  

 Gov high need for financing to spur economic development 

 Domestic revenue streams not sufficient for covering financing gap 

 Domestic markets for borrowing not sufficiently developed 

 External private financing expensive as investors demand 

appropriate risk premia 

 As a result, there is high dependency on multilateral loans paired 

with limited capacity to define appropriate mix of debt instruments 

 

 SAI capacity to audit and advise in public debt matters limited 

given structural, organisational, and individual capacity 

challenges, as well as lack of enabling environment 

 Step for step approach needed, with clear strategic focus 

16.07.2015 
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Support to Supreme Audit Institutions 
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.. And a few specifics 
 

 

 No fixed conceptual framework 

for capacity development,  

 Rather 

 The missing link between a 

“before” and “after” stage of 

development  

 Permanent process, not a state 

 Analysis is key 

 MUST be driven by 

stakeholders 

 Need to show value 

 Respectful partnership between 

partner organisation and 

supporters 

 

3 Levels 

Society level: 

• Laws, Mandates 

• Roles and Functions 

• Expectations and Behaviours 

• Cooperations 

Institutional level: 

• Organisational re-structuring, Change management 

• Functional analysis, job classifications 

•  Processes 

Individual level:  

• Technical expertise 

• Management capacities 

GIZ Approach to Capacity Development 



16.07.2015     Seite 26 Page 26 

.. with the following features 

• Long standing history: GIZ has implemented SAI projects for over 30 

years 

• Today, there are about 20 projects on bilateral and regional level: 

 

 AFROSAI, OLACEFS, ASEANSAI 

 Africa:  Ghana, Kenya, Malawi, Mozambique, Tanzania, Uganda,   

 Latin America: Columbia, El Salvador, Honduras, Peru, Brazil (starting) 

 SOE: Armenia, Georgia, Ukraine 

 Asia: Cambodia 

 

• Systemic approach: focus is on SAI as part of the budgetary circle, as 

main accountability actor – integrated, systemic “Good Financial 

Governance” approach 
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External Audit – What We Do 

• Strengthening independence of Supreme Audit Institutions (SAIs) in accordance 

with INTOSAI principles (Declarations of Lima and Mexico) 

• Improving strategic steering through Strategic Development Plans and M&E 

Systems, including peer reviews and SAI PMF 

• Strengthening audit function: Support to methodological guidance, financial audit, 

compliance audit, performance audits, specific audit types (public works, audit of 

revenue, environmental audit, etc.), ISSAI implementation, quality management, 

reporting, follow-up 

• Organizational and change management support in order to establish functional 

institutions – HRM, departmental structure, etc. 

• Improving impact of auditing: strengthening accountability and advisory role of 

SAIs vis-à-vis parliament, government, administration, society 

• Co-operation on regional / international level: support to regional INTOSAI bodies 

– organisational development, co-ordinated audits, knowledge management 

systems, definition of services to member SAIs 
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Typical cooperation networks 

SAI 

Parliament 

All spending 
units 

MoF – Budget 
Department 

MoF -
Treasury 

MoF – Internal 
Control 

Ombudsman 
Other SAIs / 

INTOSAI 
Community 

Civil Society 
Organisations 

Media 

Procurement 
Control 

Anti-
Corruption 

Agency 
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External Audit – What we know 

• There is no automatic linkage between better financial control / audit and 

increased accountability of the overall system. SAIs are dependent on external 

factors that may, or may not, be changeable at the time of support. 

• Windows of opportunity present themselves at times of crises: political transition, 

fiscal crises, corruption scandals. Patience and persistence are required. 

• Supporting reforms that increase fiscal transparency and information-sharing in 

public debt management are crucial but must be complemented in a systemic 

approach to those actors that will use the information to create and ensure 

accountability.   

• Therefore, aside from technical assistance in improving PFM capacities in debt 

management and information-sharing, GIZ actively strengthens SAIs, 

Parliaments, internal audit units as well as CSO’s capacities to engage in 

oversight of PFM issues in a systemic way – hopefully increasingly so also in the 

area of public debt.  
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• 100% owned by the Federal Republic of Germany 

• Organised as a private-sector entity, not-for-profit 

• Supports the objectives of the German Government  

• Implementing agency ≠ donor 

• Operations in Germany and over 130 countries 

around the world 

• Business volume of over EUR 2 billion in 2014 

• Commissioned by well over 300 public and private-

sector bodies in Germany and abroad 

• Over 16,000 employees worldwide: over 3,100 staff 

in Germany, over 11,100 national personnel 

• Decentral operations: Full project steering & 

responsibility at country level  

 

 

 

GIZ – Facts and Figures 
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Note the publication: “Supreme Audit Institutions: 

Accountability for Development”  

• From 2009 – 2014, internal project: Cooperation with INTOSAI 

 Objective: co-operation with INTOSAI (General Secretariat, General 

Assembly, Working Groups) in order to 

 (i) develop approaches to support accountability  

 (ii) identify and collect Best Practices  

 (iii) distribute information (publication, approaches, guidance notes) to 

internal and external clients 

 

Main output: Publication presented at  

OLACEFS General Assembly Chile 10/12/13 

 

Video 

F:/SINAOP/GIZ_Master_ES_HD.mp4
F:/SINAOP/GIZ_Master_ES_HD.mp4
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And another publication on audit in Africa 
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Financial 

Control Portfolio 

7/16/2015 

Thank You 

for your attention! 


