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Importance of public debt polioy

® Lovenue and 50/@/(«42‘«/% /M//'a% - w(é part af the story
® Fubtle debt /M/?'a% /s another mayor component
® Some /ﬁ/an’/Z/e doubts

/f/é% debt? /{/éf can t government egﬂa/(c//l‘a/‘a be

United Co revenues?

What is the rationate for debt-firancing 7
What is debt-sustainability 7 tow to achieve it7
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ﬁ/ﬁ/&@
® MNeed faﬁ /ﬂ«///'a debt

® /feorelical wews

® How /ba///a debt /}(f/ae/me@ macro-economy
® Lutont 0f lhe /ﬁaf//'& debt

® ﬂa/yemf af /M///& debt
® /bt fa@fa/}mf/%l‘%
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Need faﬁ /0«5//0 debt
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(Zw’t/ﬁaa Lion

o/).4 L‘-f/}m/w/}y smoolhens the f/}m/w/a/
/%7«/}%/;(@/(&‘& af agﬂ/&‘a/ egﬂe/(aﬁa%,

® &Mﬁ/{/ﬂmt ac;ﬂ/fa/ egﬂe/(af'éa/‘e
/m/ﬂ% m characler
Non—remmnerative i the short run

KFevenue f/d«/&j smooth i nalure.
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(Zw’t/ﬁaa Uion
® Debt-financing helps reatiziny faster growth,

f/‘mté with carrent revenaes abome would

be J’af—c}ﬁ timal
® %&If/f/'&a Lions same as i Lhe /ﬁ/"’/b"d lo household

or 0OrpoFa le Seclors
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/ heorelical vrows
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Classical views
ﬂe/ﬁe/(c/ea/ on Lhesr fa/fé w Uhe role 0f the
government, / fc% Swith, Keards, Malthas, Bastabte .. /
® /)bt f/}(a/w/}y
withdraws fa/(a{? fﬁm /Waa?w lire ase,

easier and tess /m/}(fa/ than Caves: wnbabunced /aaye ‘s
téeﬁefam inle /}‘/6%/’&0/(@/3/@ }W@/ﬂ/{/m/{ta/ action,

makes fa Lure f/}(a/w/}(a@ more afff/&a/&‘ fy /}m/oaa&/}(a& he
taves 1o fiance Uhe interest on the dedby.

costty; may bead to currency c/a/ﬂ/‘w/& ton,
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Fleardian Lrya/z'mfﬂ//we

® /(1 does not maltler whether a

fwe/ome/(&‘ f mances (08 ‘gaam’ L
with debt or a tav //(ama@a 3 Ay

because Che effw v on b‘ée?‘~ L‘a
consumplion and the /we/ af
demand 1n Che ec onomy remams
the same.
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#J’ Y l(//(/ﬁ Zf/ﬂ/( § S 6/‘/'06(6’ Z% &éﬂ//@/y@/
Frnancial markels must be eff/'a/éat

#}e/( A N A HANIMIZEL S,

Klearda fumself doubted that this

/Wc}w&/'b‘/b/( had pra toal consequences



(SUranCe wff(/ﬂa/(/e&
7, M&Wd//y #d promotes
' VZ Lo /}f(/@w standard af
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How /m///a debt /}(f/aa/w es Uhe ec onomy
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Public Debt Dynamics
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Public Debt Dynamics
World

Population
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Lutent of public debt
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faﬁe/‘/mm/(&‘ a/ef \ % fﬂp @ MF
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Gross Fublie Debt ix Asia / % GOF /




Lotont af ﬁwe/‘/me/w‘ debt i India

INDIA GOVERNMENT DEBT TO GDP

Percentage of the GDP
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SOURCE: WWW.TRADINGECONOMICS.COM | MINISTRY OF FINANCE, GOVERNMENT OF INDIA




Fiseal balunces / % fﬂ/p /
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Fore c;ﬁ/fa Fubtie Debt

India’s public debt growing faster than population
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&Mﬂ/{/f(@/{f debt w/f{/ﬁc’&/'f/'w( ~ Indla
[ Merlot ]
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Hidden debt

® Cmtingent labilities (22.4 trillion)
gaaﬁmfe@&
Indemnitios
® Jechnizal Committee on State fawm/f(a/(b‘ faaﬁmb‘e&f / 7999 /
seloc vty i the PIOUSION af guarantees,
St tulion 0f 0@/%}(%
selting up of guarantee mc/em/ Uon fa/(df

® Lonsion fa/(aff / a/(fa/(a(eay
® //ff/ﬂ//éa/ debt due Co Barks ﬂu{a/emw‘/b‘/}y /
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PUNNING...OUT..
OF..ROOM~—-
SOT..TO...RAISE..
THE...CEILING.




Fublie debt sustaiabitity
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[et t—ﬁ&ta/}m//%’b‘%

®Lote c’f &4}/{0/‘4}@
/Vc’/(-/)(f%z Lionary money creation

® Frinary defioit
4’[ PFIMary a’ef/&/é loss Segnorage (S zerd, then, Uhe
debt wit! Grow with the rnterest /ﬁa/&/

because The }we/‘me/rf (8 &/}f(/ﬁ@ icwww}y o pay
Lhe miterest
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Linits of Debt-GDP ratio

® [he /ac{}eb‘ /Z/e/(L‘/Ify fw‘ the /m/(-f/}(a/w/&/ /0«5/?'& sector can be
)( #B = AS+AB
where
/r = /ﬁ/‘/;f(d/"% a’af/a/'l/j
B = the sum af imberest payments on 7% eniSling &bt B
NS ie the éa@}//w/o@y/e " and
AB i the inerease in Uhe interest-beariny debt,
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Linits of Debt-GDP ratio

Using lower case tetters for praportion of GOP
and a/ﬁ/}f/}y fﬂ/p = P4
//%a/ X price /we///
vt = Ne + M//O7 _ /7 /

Sinoe B = //D% a/(c/a//é/f/}y P= A,D/,D/ wd 9 = A?/% /Zﬁ//m/@
that

AB=P7 N + P9 (P+9), or
AB/PY =N +4 (P+9)
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Linits of Debt-GDP ratio
[hus, eqn (7) becomes

vt =s+ N6+ 6 (P+9) or
N6 =wtib-s-4 (P+Y)
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Linits of Debt-GDP ratio

Further, a’ef/}(/}y the real interst rate as r = (-F] we have
No=s#4 [mtF) -4 (P+Y)
Ab=s-s+4 [w#F) -4 (Ped)

Ab=reth(e-?) _(2)
[ hus 4 iy reach a bt when IN6 = 0, and the Uit wit? be
b= (rs) / (7) - (3).
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CondiCion fw‘ ded t—&a&b‘a/kaf/%'tf

® /fus, /f the rale af inlerest > the rate af }szfé af f DF
then debt-GDFP ratio witl grow

New debt /s sustanabte stitt) /f the retun on new
investment exceeds the inlerest rate,

provided that the debt-GDP ratio is not dungerousty hih,

® lhterest rate=GDP growth, debt/GDP stationary
® (rterest rate<GDF growth, debt is sustaiabte.
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Debt Sustuinabitity
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= Growth in outstanding debt

- Gap between GDP grovth rate and effective Interest Rate




Cone /aaé}y

We covered
® fNeed for publle dest
® fow /0«///& debt /@%@fmw macro-

ec 0/{0/!(%

® Lutent of the publle debt in Indla
® Dangers of publie debt
® bt &a@b‘a/}m//%'b‘y
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