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Lesson #2: “Is public debt sustainable in the Eurozone?”
The global crisis has made the fiscal challenge even more daunting for industrialized economies. While the fiscal prospects were already under the shadow of high inherited debt-to-GDP levels and a high expected cost of ageing populations, fiscal stimulus plans and guarantees extended to the banking sector in 2007-2008 have added even more liabilities. As a consequence, market perception of the ability of sovereign States to repay their debt has rapidly deteriorated in countries like Greece and Ireland.

In this presentation, it is suggested that you outline the past trends of debt accumulation in Eurozone countries and that you answer some or all of the following questions:
· What is the relevant theoretical and accounting framework to assess the sustainability of public debt and, more generally, of governments’ assets and liabilities?
· Against this background, in which countries is the situation most critical, currently and looking forward? Where does France stand?
· Which budgetary rules would be most favorable to debt sustainability?

Indicative references (the most recommended readings are denoted by a star)

*International Monetary Fund, “Fiscal Policy for the Crisis,” 29 December 2008, available on the IMF website
*International Monetary Fund (2009), The State of Public Finances: Outlook and Medium-Term Policies After the 2008 Crisis, Fiscal Affairs Department, Washington D.C.: International Monetary Fund.
*European Commission, “Public Finances in EMU, 2009,” European Economy, No. 5, available on the European Commission website, DG Economy & Finance
*[in French] Pébereau M. (2005), Des finances publiques au service de notre avenir, Rapport au Ministre de l’Économie et des Finances, disponible sur www.performance-publique.gouv.fr
*Blanchard O. (1990), “Suggestions for a New Set of Fiscal Indicators”, Document de travail, No. 79, OCDE
International Monetary Fund, “Fiscal Rules—Anchoring Expectations for Sustainable Public Finances,” 16 December 2009, available on the IMF website
International Monetary Fund (2002), “Assessing sustainability”, Policy Development and Review Department Report, May.
Bohn H. (2005), “The Sustainability of Fiscal Policy in the United States”, CESifo Working Paper, No. 1446
Hamilton J. et M. Flavin (1986), “On the limitations of government borrowing: A framework for empirical testing”, American Economic Review, 76(4), pp. 808-819.
Boissinot J., C. L’Angevin et B. Monfort (2004), “Public Debt Sustainability : Some results in the French Case”, document de travail INSEE, No G2004/10, disponible sur le site de l’INSEE.
Elmendorf N. et G. Mankiw (1999), “Government debt”, in Taylor et Woodford (éds.), Handbook of Macroeconomics, Elsevier, North Holland, ch. 25, pp. 1615-1669.
Beetsma, R. and X. Debrun (2007), “The new stability and growth pact: a first assessment”, European Economic Review, 51 (2), 453-477, February.
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