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Theory of Government Debt
Dr. Ahmed Ibraihi Al

Abstract:

This paper presents a comparative and critical review of the main theoretical
issues of government debt, including a summary of classical thinking and German
school analysis. The ricardian equivalence theorem is thoroughly investigated,
particularly its implication concerning neutrality of fiscal policy. Debt burden,
sustainability, and optimality are addressed by different approaches. Also, a
detailed glossary of debt concepts and related macro accounting is appended.
Deficit financing cannot be avoided for it has a necessary function to counter an
exceptional fall in revenue or unexpected spike in expenditure. This research
work concluded that the debt, per-se, is not a negative sign of fiscal policy. The
possibility of debt rollover in the light of growth prospects and real interest rate is
the most important in the determination of sustainability. The structure of
government expenditure needs to be addressed in a more effective approach for
debt assessment for the paper finds good support for debt financing of
infrastructure development. The governments have to carefully reconsider their
excessive current expenditure as the major source of sovereign debt crises.
Further research works are required to bring the normative theorizing and

optimality models close to reality.
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tddanin Al :(jjd\ Oaall teala

Simple Preliminary , Behavioral-Accounting, Twin Deficits Model:

C :Private Consumption;y,, : Private Income; I|: Private Investment; GE:
government Expenditure; Oyx: Oil Export; N, : Non-oil export; IM: Import; Bc:

Bank credit; F;: Net Primary Income from Abroad;

Fn :Net Foreign Investment; DFR : Foreign Reserve Change; FC: foreign Credit;
Noc: Non—oil Commodity Sector GDP; N,: Non-oil service Sector GDP; Nggx:
Non-oil Foreign Exchange resources; TD : trade Deficit; FR, : Foreign reserve ,
Initial Level; FRO: mum Foreign Reserve; r: discount rate; N target Year to reach
the Optimim Reserve Level; FD,: Foreign Debt Initial Level, negative Foreign
Credit represents Foreign Debt redemption; T,: Transfer; Y: Non-oil GDP; Ig:
Public Investment; Cg: public Consumption; Y™ : Potential Non-Oil GDP; f:
Inflation; Y, : Oil GDP; GDP: gross Domestic Product; e®' . Technical progress
function, © The Rate of Technical Progress , t Time; K, Productive Capital
Stock in Non-oil Economy; K; : Infrastructure Capital Stock in Non-oil Economy;

fz: Effects of Imported Inflation and Exchange rate.

Nox =0 FE1 Nog oo, (1)
Nos= Dot D GE oo s e (2)
Yng=0loF 01 NoctOoNos  wvnvvniiie (3)
Yrge=00+ 01 Noct0Nos T viiiieiiiiiiiie e (3)
GE= Ot L¥ngt G- vvriiiieiiiieiie ettt (4)
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C= CotCi(1=H0)Yng «rvrmrerrrrmmmmnieeeiii (9)
=Bt B1Be e, (6)
IM= Lot A CHAIFAIGE oo (7)
IM= Ox+ Nt Ng +FNFFctDER «ovieeeieii e (8)
TD=IM= Oy~ Ng=Ng +Fr#Fo+DFR oot (9)
TD=Ag+ A 1 CHAolFA3GE=Oy— Noy ceeveeiniiiaiiie e 10)
TD+Ng= FrtFCHDFR .o (11)
FRON=FR+Z {DFR(1/(1+1)} , t=12 ........ N o (12)
FDo+X{FCy/(1+r)} =0 at t=N the Target Year....................... (13)

Yng=0lot0l; Noctol, [Dot®; { Oyt Lyng +Gd };

Yng=0lotat; Noctal, Dotoo®; { Okt LoYng +Gd };

Yng=0lot0l; Noctol, @oto, @y Oxtan®y tgYng +and; Gd

Yng=[1/(1-0®; 1) ] {agrol; Nocta, Dotor®; Oy +a, Dy Gd}..oocee (11)

C= cot{ci(1-Lo)[1/(1-0a®@; L) ] {argto Nogto, Poton®; Oy +ou®; Gd}} ... (12)
Ci(1-Lo)[1/(1-02D; £o)=h; aprol; Nocta, Do=0; 0P =L; 0, ®;=J ;

C= ¢, thg+LO+JGd ; TD= Ag+A; [ Cothgq+LO+JGd ]+A, [BotB1Bc]+A3GE—Ox— Noy
hotA1 Cothiha+h,Bo=Ko; AjL=ky;A1J=K2; A,1=K3;

TD=ky+k; O, +k,Gd+ksB+A3[ Out LoYng™ Gd ]-Ox= Noy;
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TD=k0+kIOX+k2Gd+k3BC+)\43 Ox+ }\43L0yng+}\z3 Gd _Ox_ NOX;
TD=k0+klox+k2Gd+kSBc+7\r3 O+ % ) {OL()"‘O(l Nocto,Nos }+A3 Gd —Oy— Noy;

Aato oo=Ks; Ak o=Ks; Astoan= Ke;

TD= ky+k,;O,+k,Gd+k;B.+23; O,+ ky+ ks Noo+ kgNos+A3 Gd —O,— Ny ....... (13)
TD=kp+ Kg+K;Bct ksNootkgNos+(Ki+A3—1)O,+A3Gd = Noy oo (14)
TD= Ty+TBt+ToNoetT3Ngs+T4O,+TsGA=Ngy vevniniiiiiiiiiiieeeeeae (15)
Extention:

GDP=Y+Y i = Yoo FY 06t Yol «enemnenaiataieae e e (16)

GDP +Nj + TD = CHIHIG+CQg oo (17)

Fe et (YY) (18)
Y= A (Ko)™ (K)o, (19)

¢ Yoo bl ye aladl 2l ¢ ypgualall gl Jas ¢ C aldd) eDlgindl) iz dsall cilpiie
Chalall ¢ Oy haiill chabia ¢ By alall g Uaill plai¥) ¢ Galall jléin) |6 Yog aadd) bl
Clis la ¢ F )il e z ) yalie Jas il ¢ TD@ o) Sae ¢ Nodubaill e
Gd ddlall &33)sall Sae (G (oosSall G ¢ Fo )l (e (ali@y) ilea ¢ Fiy ia) lenal
Jduall ¢ g paldll Jaall (e duyeall Ao ¢ =By Jiwdd) LB ¢ Cp Jiwdl Dl ¢
e e daall ¢ Apoalall Sl e e dudl sthy galad) @Dl e sl

¢ FR) olau¥l vie cillalial) ¢DFR dpaall ddabdl dgall culibalial) s ¢ Ay oesSall GlY)
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