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Abstract

Public debt was considered a reason of concernnfiany states. The
problem became acute in the early ‘80s, when eatatebts ceased to be
paid. Between 2001 and 2011, several developedtiiesinvere directly

involved in external loans, because these invessyauld cover the bill

for oil imports. The sovereign debt crisis is prEs@&ot only in the

European States, but in most countries experiendiigh levels of

indebtedness. Based on statistical data, the ptgsaper highlights the

roots, evolution and consequences of the publit cetis in the EU, USA

and Japan.
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1 HISTORY AND EVOLUTION OF PUBLIC DEBT

Public debt was considered a reason of concernmtomy states. This
problem became acute in the early ‘80s, when th# desis spread in several
countries, especially in Central and South Ameriadich stopped paying
external debts.

After a thorough examination of the events thaktpéace worldwide
since the 1960s and especially after the firssbdck, developed countries had
good reasons in lending large sums to countriese®g loans, notably those
from Latin America. In other words, developed coias were directly interested
in giving external loans because, through this megshey could cover the bill
for oil imports. Hence, extensive work has beetiated with regards to the
recycling of Eurodollars and petrodollars.

As Perkins (2006) boldly states, one notable exanspimes from the
US: its “economic hit men” had the mission of caming countries (important to
the US from a strategic point of view) to accepbremous loans, usable for
developing infrastructure and ensuring profitapilfor the US corporations.
Ending up with staggering debts, such countrieseveentrolled by the US and
the World Bank.

Public debt managers in countries with high del¢lleshould be aware
of all the aspects with which deeply indebted cdasthad to struggle, in order
not to repeat the same mistakes. Errors arising fdopting inappropriate debt
policies — still faced by some countries — shoutdtéken as harsh lessons by
countries that have begun acquiring loans at a lvesk pace.

Several times, a crisis which apparently did nens¢o affect the global
economy impacted not only the underdeveloped cmsntor developing
economies, but also the global market. The stoaket&rash experience of 1929
is still vivid in the minds of many, and the largeale effects it had generated are
not that remote. Moreover, the global crisis of 99833 stands behind the
creation of the International Monetary Fund. Stuuak adjustment policies began
to be implemented after the debt crisis, as a msp®f governments within
industrialized countries and international finahaistitutions losing control over
poor countries.

In the interval 1940-1960, with the developmentAsfan and African
states after gaining independence, the expansitineoEast European block, the
triumph of the Chinese revolution, the Cuban angefian movements, emerging
organizations generated international chaos, dubdadominance threat issued
by major capitalist powers.

The sovereign debt crisis was fueled both by theredese in prices of
products exported from least developed countri€&Q4) and the increase of the
interest rate. As Toussaint (2000) pointed outeldd countries announced their
difficulties in repaying private debt, banks refdde guarantee new loans and
demanded the old debt to be paid. The IMF and inidligzed countries granted



new loans, with the aim of allowing private banksrécover money and limit
bankruptcy. Moreover, the IMF and the World Bankpmarted structural
adjustment plans imposed on indebted countries.

Great world debtors world during the Asian crisierg countries from
Latin America and Africa, but also Central and EastEurope. The poorest and
most indebted received the best treatment withemspo the repayment of
foreign debt. This was known as the “Toronto imm\conditions” and offered
possibilities of reducing debt. Low-income courdrieapplied “Houston
conditions” and other debtor countries appealedh® “Paris Club Standard
Conditions”. The latter countries have signed ame@s with creditor banks,
which allowed them to reduce external debt, resgleethe remaining debt, and
in some cases, obtaining new loans. Countries rgigsuch agreements were
Costa Rica, Venezuela, Uruguay, Nigeria, Argentif@dan, Brazil, Dominican
Republic, Ecuador, Panama and Peru.

The financial crisis deepened the problems of sg¢\European countries
due to the monetary and financial structure of Eh@o zone and the final
outcome was an extreme liquidity shortage for Eaewmpbanks. During 2007-
2008, banks from the core Euro zone countries (@eymn France, The
Netherlands, Belgium) continued to lend money togieral countries (Greece,
Ireland, Italy, Portugal, Spain, or PIIGS), totglil.5 trillion Euros in 2008,
which exceeded three times the capital of core ®ahken, governments started
defaulting on their debts. After the recovery freime global financial crisis and
recession, a second wave of crises threatenedotlereign debt crisis.

As long as there are still countries barely ovebligudebt (especially
foreign debt), the public debt problem cannot bensas solved. With respect to
this, considerable efforts were supported by legdimstitutions, international
financial institutions and borrowers to end thiskgl problem. Erasing public
debt is extremely important for poor countries, hlgo for countries in which
governments rejected austerity budgets, thus résgetheir citizens’ will. In
their view, it is necessary to give priority to ham needs by abandoning
structural adjustment policies, by reconstructingtiple control mechanisms and
by redistributing capital.

Regarding the evolution of public debt in the per&®02-2011, it can be
noticed that Germany increased its indebtedness 5@4 billion Euros (2007) to
nearly 862 billion Euros. France and the UK recdrdgmilar levels. Italy
increased its indebtedness by more than 600 biltimros, half of the sum during
the crisis. Greece counts debts of 200 billionaRdland Portugal are below 100
billion. There are cases of countries where putdibt grew almost exclusively
since the financial crisis, namely Belgium, Finlatrdland and the Netherlands.

One of the rules to enter the Euro zone is ensuhiagthe total public
debt should not exceed 60% of the GDP. The sovempt crisis SPREAD not
only to the European States, but to most countrigeeriencing high levels of



indebtedness. The crisis is more serious within Bk because there isn't a
unitary procedure to delay and mitigate such padifgcts.

In counterpart, the US budget deficit was more théfb of GDP in
2010, but it dropped almost to 6% of GDP in 2012.Japan, the deficit rate
amounted 9% of GDP in 2010 and slightly increasethe following year. The
reason why US and Japan, though facing a sovedafnhcrisis, do not have the
same problems as EU members is that these two rggsirttave monetary
independence, i.e., when fiscal policy cannot beduthey turn to the monetary
policy, printing money in order to refinance debt.

2. PUBLIC DEBT CRISISIN ROMANIA

Developing countries, including Romania, have aadated public debt
(especially foreign debt) during the postwar periespecially in the ‘70s-‘80s,
and it has increased over time, especially sinee2007 global financial crisis
started.

In the early ‘80s, Romania’s access to foreign $oaas considerably
reduced. Consequently, the Minister of Finance €¢&iGorun, 2003, p.6) stated
back then that, due to not paying loans at matutlity country would be facing
the situation of paying loans only partially. Aftieis declaration, several deposits
of the Romanian government from abroad bank acsowete fore closured by
creditors, who could dispose of them as they wantedid the onset of strong
external debt crises worldwide, Romania ended upoldng from foreign
markets. By 1981, the volume of Romania’s foreigitdeached $13.9 million,
without taking into account the $6 million in inést paid. In these circumstances,
the only solution for Romania was to start negot@twith the IMF, Paris and
London Clubs about rescheduling its external debt.

If we refer to the volume of public debt registelgdRomania in 2011,
one can see it has constantly increased since9®@s1 During the whole period
2002-2011, the only year when Romania reached thenmum debt level of 3.5%
of GDP was 2006. Romania’s public debt has riseite ggtrongly since 2007.
According to the Eurostat data, the debt had al le€14763 million in 2007
and €44675 million in 2012. Like other countriesoss the globe, Romania has
not escaped the current debt crisis.

3. PUBLIC DEBTSCRISISIN EUROPE

Started in 2007, the financial crisis has spreathiwithe European
Union, strongly affecting economies of member stafdter a timid recovery in
2010, the crisis deepened in 2011 and still coesmowadays. There are several
reasons for the current situation: 1) states irsg@gublic debt, many of them in
conditions of excessive liquidity and low interestes; 2) increasing budget



deficits trough various programs meant to stimulageeconomy; 3) the recession
forced governments to keep borrowing. According Gust, Parpandel &
Grigorescu (2012), the indebtedness level incredmadhuse markets were no
longer willing to finance states. For the first émdue to indebtedness, many
European governments were not able to intervenéhermarket by increasing
budget deficits in order to combat the recessisntha public expected. Taking
no action was out of the question, because it whalk led to an uncontrolled
decrease in the debt, generating huge job losseaheomarket. Blanchard and
Giavazzi (2002) argued that budgetary deficits might be a problem for the
Euro zone, but they might be a problem for pooreuntries which were
registering an increasing consumption rate on évelyhunified market.

Recently, after 10 years of experience, Obstfe@l 22 goes against the
two abovementioned authors. In his opinion, coastnith increasing budget
deficits might also face liquidity problems, botkternal and internal (resulting
from massive capital withdrawals by residents). &dipg the external factors
generating a liquidity crisis, one of them might the large variance in traded
shares and financial derivatives. Because banksotamcapitalize in due time,
they are forced to borrow from outside the courttiys public debt.

In his article, Blundell-Wignall (2012) argues ttate of the important
features of the sovereign debt crisis is the extenphenomenon of financial
contagion. This phenomenon represents a serioleondfor Europe, found in a
poor fiscal condition due to the lack of fiscal eolidation. Thus, contagion
could have a much higher expansion rate and genénatincrease public debt
rates.

The present study analyzes the public debt evelutib EU member
states (EU27). With the EU, the uncontrolled growthpublic debt is considered
to be the main reason for which investors sanctmmopean countries and
maintain a climate defined by lack of confidenceha financial markets. During
the financial crisis, government spending increasmtsiderably due to the effort
of stabilizing the financial system and stimulatthg economy. One consequence
was a sharp decrease in fiscal revenues. Higheensgs generated budget
deficits or deepened existing deficits.

Table 1
Budget deficits within the EU

GEO/TIME 200220032004 2005{2006|2007| 2008 2009 2010) 2011
European Union -2.6| -3.2| -2.9| -2.5| -1.5| -0.9| -2.4| -6.9] -6.5| 4.4
Belgium -0.1 -0.1] -0.1] -2.5| 0.4| -0.1] -1.0| -5.5] -3.8] -3.7
Bulgaria -1.2 -0.4| 1.9 1.0 19 12 1.7] -4.3| -3.1] -2.0
Czech Republic -6.5-6.7| -2.8| -3.2| -2.4| -0.7| -2.2| -5.8] -4.8| -3.3
Denmark 04 0.1 21| 52| 52| 4.8 3.2 -2.7] -2.5 -1.8




Germany -3.8 -4.2| -3.8| -3.3] -1.6| 0.2] -0.1] -3.1| -4.1] -0.8
Estonia 0.3 1.7/ 16| 16|/ 2.5 24| -29 -20] 02 11
Ireland -04 0.4 14] 1.7] 2.9 0.1 -7.4/-13.9-30.9/-13.4
Greece -4.8 -5.6| -7.5| -5.2| -5.7] -6.5| -9.8|-15.6| -10.7| -9.4
Spain -0.2 -0.3] -0.1| 1.3] 24| 1.9 -45]-11.2] -9.7| -9.4
France -3.1 -4.1] -3.6| -2.9| -2.3] -2.7| -3.3| -7.5] -7.1] -5.2
Italy -3.1] -3.6] -3.5| -4.4| -3.4| -1.6| -2.7| -5.4] -4.5| -3.9
Cyprus -4.4 -6.6| -4.1] -2.4| -1.2] 3.5 0.9 -6.1] -5.3] -6.3
Latvia -2.3 -1.6| -1.0] -0.4| -0.5| -0.4| -4.2| -9.8| -8.1] -3.4
Lithuania -1.9 -1.3| -1.5| -0.5] -0.4| -1.0] -3.3] -9.4| -7.2| -55
Luxembourg 21 05 -1.1] 0.0f 14| 3.7 3.2 -0.8] -0.8] -0.3
Hungary -9.0 -7.3] -6.5| -7.9] -9.4| -5.1| -3.7| -4.6] -44| 4.3
Malta -5.8 -9.2| -4.7] -2.9| -2.8| -2.3| -4.6] -3.9| -3.6] -2.7
Netherlands -2.1-3.1] -1.7/ -0.3] 0.5 0.2] 0.5 -5.6] -5.1] 4.5
Austria -0.71 -1.5] -4.4| -1.7| -1.5] -0.9| -0.9| -4.1] -4.5 -25
Poland -5.0 -6.2| -5.4| -4.1] -3.6| -1.9| -38.7| -7.4] -7.9] -5.0
Portugal -3.4 -3.7| -4.0] -6.5| -4.6| -3.1] -3.6/-10.2] -9.8| -4.4
Romania -2.0 -1.5] -1.2| -1.2] -2.2| -2.9| -5.7] -9.0] -6.8] -5.5
Slovenia -2.4 -2.7 -2.3| -1.5| -1.4| 0.0] -1.9| -6.0] -5.7| -6.4
Slovakia -8.2 -2.8| -2.4| -2.8| -3.2| -1.8| -2.1] -8.0] -7.7| -4.9
Finland 4.2 2.6] 2.5 29 4.2 53] 4.4 -25 -25 -06
Sweden -1.3-1.0] 0.6] 2.2 23 3.6/ 22 -0.7 0.3 04
United Kingdom -2.1| -3.4| -3.5| -3.4| -2.7| -2.8| -5.1|-11.5/-10.2| -7.8
Iceland : 1] 49| 6.3 5.4|-13.5-10.0/-10.1] 4.4
Norway 9.3 7.3/ 11.1) 15.1] 18.5/ 17.5) 18.8] 10.6] 11.2| 13.6
Croatia -4.1 -4.5| -4.3| -4.0] -3.0] -2.5| -14| 4.1 : :

Source: Eurostat

From the data presented in table 1, it can be wbdethat all EU
members have violated the Maastricht treaty reggrdbudget deficit
requirements in 2009-2011, namely every countrysteged a deficit exceeding
the benchmark of 3% of GDP.

Greece, for example, registered the whole periddfiit above the 3%
limit. Even after joining the EU, its budget defistill remained 7.9% of GDP. In
Ireland, during 2009-2011, the budget deficit sageal nearly three times the
limit imposed by the treaty, it reached the levél18.9% in 2009 and sky
rocketed to 30% of GDP in 2010. Regarding Spaig, deficit widened since
2008, thus reaching its most significant level &¢d of GDP in 2009. Italy has
registered problems since 2009 and reached thestidgwvel of 7% this year.

To mitigate budget deficits, EU states have redumesis, on one hand,
and increased some taxes, on the other handthé&iperiod 2002-2007 the EU27
public debt registered small fluctuations aroune lével of 50%, since 2007 it
has sharply increase by approximately 20% (figQre 1
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Figure 1. The evolution of EU27 public debt

Source: Based on Eurostat data

The Eurostat data unravels that the most risky tmsproved to be
Greece, ltaly, Ireland, Spain, and Portugal. Thesentries have the highest
investment risk, their public debt has grown rapid recent years and they
continue to accumulate additional debt due to ldngeéget deficits. The highest
degree of leverage in the EU is towards Greece,1i1®.2% of GDP, followed by
Italy with 101.6% of GDP.
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Figure 2. The evolution of Spain’s public debt
Source: based on Eurostat data

As figure 2 shows, Spain registered a sharp rispuilic debt from
almost 29% of GDP in 2007 to around 60% of GDPO&R2
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Figure 3. The evolution of Portugal’s public debt
Source: based on Eurostat data

From figure 3, one can see that, in Portugal, theimum level of debt
was registered in 2010, with about 80% of GDP, &hit 2011 it slightly
decreased to 70% of GDP.

More and more countries have a debt above 60% of,Gibus
increasing tension within financial markets andoaisvestment risk. In recent
years, even countries with stronger economies Glemany, France, or UK
surpassed the safety limit, as shown by the folgvgraphs.
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Figure 4. The evolution of Germany’s public debt

Source: based on Eurostat data

Germany is close to the maximum level of publictdefder the Treaty
of Maastricht, which is 60% of GDP (figure 4).
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Figure 5. The evolution of France’s public debt

Source: based on Eurostat data

Based on figure 5, France has exceeded the maxilmueh of public
debt by almost 15 %.

Public Debt %GDP

80.0
70.0 /'4

60,0

50,0 /

40,0 _/

30.0 >—= &> * *> = —— United Kingdom
20,0

10,0
0,0

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Figure 6. The evolution of UK’s public debt

Source: based on Eurostat data

UK also has faced an increase in public debt, éslbecafter the
nationalization of Northern Rock bank in 2007.

Another group of countries are those with an aveliagebtedness level,
ranging from 40% to 60% of GDP. These countriesehmanaged to keep public
debt under control: Czech Republic, Denmark, Pql&weeden.
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Figure 7. The evolution of Czech Republic’s puldléabt

Source: based on Eurostat data

In Czech Republic, the level went from a minimuml&26 of GDP in
2002 to 35% of GDP in 2011. In our opinion, sin€@®2, the country could not
be considered as having a low level of indebtedness
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Figure 8. The evolution of Poland’s public debt
Source: based on Eurostat data

As for Poland, the level of public debt remaineahanged for the last
two years of study, i.e., 45% of GDP.

The least indebted countries are those with a tslow 20% of GDP.
Among them are Estonia and Luxembourg. Romania glsalifies for this
category, with an average public debt.
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Figure 9. The evolution of Estonia’s public debt

Source: based on Eurostat data

Figure 9 shows that debt rate in Estonia, thougtying over the
reporting period, does not exceed 18% of GDP, mgrrEstonia into a low
gearing country.
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Figure 10. The evolution of Luxembourg’s public tieb

Source: based on Eurostat data

From figure 10, one can observe that, until 200@xembourg had a
very small public debt, closely to zero. The maximievel of debt was registered
in 2010, with 10% of GDP.



4. CONCLUSIONS

Both debtor and creditor countries have been dgtivevolved in
searching for alternative solutions in order toveothe increasing public debt
problem, especially the foreign debt issue.

Theory along with practice account that, for alvgmments, state loans
were the only method of minimizing the effects dfreancial crisis and covering
extraordinary investment and consumption outlaykis Tmethod was also
implemented by Romanian governments over time.

The blame for the sovereign debt crisis can beibated to: 1)
irresponsible fiscal policies implemented by somé members, which sharply
increased public debts; 2) imprudent bank lendingtegies, which fueled asset
bubbles and housing bubbles; 3) large-scale actiaken to save the banking
sector, all funded by taxpayers; 4) fragility o thlobal financial system.

One of the important features of the sovereign datidis is the
widespread phenomenon of financial contagion. Tgti€nomenon could be
defined as a situation in which financial instabilbf a market, an institution or a
country is passed on to one or more markets, itistits and countries. A country
with a poor fiscal situation can trigger contag&eross countries with which it
has economic ties. In the EU and moreover in the Eone, interconnection is
stronger, therefore contagion might have a higheed and a greater magnitude.

Throughout history, many countries poorly supembisigeir public debt
ratio, fact which fuelled or spread crises. Thenapired structure could be
attributed to: wrong maturities; interest rateg tlurrency in which the loan is
contracted; the existence of governmental collatera

As shown by the data presented, all EU membersstetee disregarded
the Maastricht Treaty by exceeding, in 2009-20h#&, hienchmark budget deficit
of 3% of GDP. To reduce budget deficits, EU mendtates have benefited from
guidance and the aim would be achieved duringrterval 2011-2014. Another
treaty requirement has also been disregarded bymalinbers, which have
exceeded the maximum 60% of GDP level regardindigdibt.

Any political or institutional solution given to ehsovereign debt crisis
should address the issue of debt reduction, witfempgardizing the objectives of
the European Economic Recovery Program. One pessial of achieving this
might be by combining the process of debt reductiéth an increase in the
investment in order to counterbalance the deflatiprffects of debt reduction.

The sovereign debt crisis requires both a politieal a financial
solution, because it has raised concerns regatdentairness and transparency of
financial arrangements aimed at ensuring the dtalif the single currency, the
Euro.



If, during the banking crisis, it was often saidttsome banks were “too
big to be allowed to fail”, nowadays we refer tomteer states faced with rising
public debt as “too important to be allowed to eimiéo default”.

REFERENCES

Blanchard, O., Giavazzi, F. (2002). Current Accabeficits in the Euro
Area: The End of the Feldstein-Horioka Puzzle? Brookings Papers on
Economic Activity2, pp. 147-186

Blundell-Wignall, A. (2012). Solving the Financiahd Sovereign Debt
Crisis in EuropeOECD Journal: Financial Market Trendg, pp. 1-23

Gigea-Gorun, P. (2003)Un ministru de Finante isi aminteste (A
Minister of Finance Recalls)Vol.2. Craiova: Scrisul Romanesc Publishing
House

Gust, M., Parpandel, D.E., Grigorescu, S. (2012New Stage of the
World Financial Crisis: Sovereign Debt CrisRevista Economical, pp. 338-
347

Obstfeld, M. (2012). Does the Current Account Stktter? American
Economic ReviewAmerican Economic AssociatiohQ2(3) pp. 1-23

Perkins, J. (2006). Confessions of an Economic Nthin. New York:
Penguin Publishing

Toussaint, E. (2000). From North to South: Debsisrand Adjustment
Plans, available at www. internationalviewpoint.org

epp.eurostat.ec.europa.eu [accessed 3.04.2013]



