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Rostyslav Slav’yuk (Poland), Nataliia Slaviuk (Ukraine)

GOVERNMENT DEBT
MANAGEMENT: CHALLENGES
AND PERSPECTIVES

Abstract

The article examines the current tendencies of the government indebtedness in the
world. It proves the rapid growth of the government debt in the different countries
around the world after the 2008-2009 financial crisis and analyzes the reasons for
government debt increase in particular countries and its consequences. The study is
devoted to the research of the government debt in developed and developing countries.
Particular attention is paid to the government debt of Japan, the USA, the European
Union countries. In the article, the government debt of Ukraine, its tendencies, and
consequences for the economy are analyzed. The state borrowings in Ukraine are often
used for financing the servicing and payment of the existing debt. Government debt
can be an important investment source and used for the development of the economies.
But in the conditions of its rapid and unlimited growth, government indebtedness can
be a burden for the economy.

Keywords government debt, public debt, government indebtedness,

debt management, sovereign debt crisis, debt reduction

JEL Classification  Heo, H63

INTRODUCTION

Government debt is an ordinary phenomenon of the world economy.
The financial crisis of the years 2008-2009 caused the rapid growth of
the government debt of countries around the world. It is an ordinary
element of economic crisis: economic slowdown causes the fiscal defi-
cit, and countries are forced to borrow on the internal and external
markets. The examples can be observed in many developing and de-
veloped countries as well. At the same time, the rapid growth of gov-
ernment debt can influence the economies of countries.

The research on the government debt increases around the world,
especially in the European Union. The Eurozone crisis has affected
many countries that made difficult or impossible for some of them
to repay their public debt. Some countries were forced to use the re-
sources of the European Central Bank and the International Monetary
Fund. Many years have passed after the financial crises, but a range of
countries still have a high level of government debt, continue to bor-
row. In these conditions, it is important to analyze the countries with
the highest level of government indebtedness, reasons for debt growth
and further risks for the countries.

1. LITERATURE REVIEW

The matter of public debt has been a contentious issue for centuries. The
representative of classical political economy Smith (1776) stressed the neg-
ative impact of government borrowings on economic stability, the same
opinion had Hume (1754); at the same time, Keynes (1935) underlined
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that public debt is the only instrument of financing
deficits during periods of economic slowdown.

The research of Krugman (1988), Sachs (1989) and
Cohen (1992) influenced the development of the
theory of debt overhang. According to it, the accu-
mulation of external government borrowings can
negatively influence the investments and economic
growth.

McConnell, Brue (1996) noted that “debt — both pub-
lic and private - plays a positive role in a prosperous
and growing economy”, but, at the same time, they
mark that “external debt is a burden”, as far as “the
payment of interest and principal requires transfer-
ring some of the real output to other”.

In the last decades, there were made a lot of re-
searches regarding the influence of government
debt on the economy. Eduardo Borensztein (1990)
via mathematical modelling proved the existence
of the negative influence of debt on internal in-
vestments and economic growth. The research of
Burnsode and Dollar (2000) revealed that external
government borrowings can positively influence
the economy of the country only in case of effective
macroeconomic policy.

Besides the influence of government on the econo-
my, a disputable phenomenon is the amount of debt,
which is affordable for the country.

The Maastricht Treaty requires the member states
of the European Union to maintain government
debt at the level lower than 60% of GDP. The Budget
Code of Ukraine has the same limit amount - 60%
of GDP. The research of economists shows that gov-
ernment debt lower than 60% of GDP also can nega-
tively influence the economic growth.

Imbs and Ranciere (2005) found out that, on aver-
age, the “debt overhang occurs when the face value
of debt reaches 55 to 60 per cent of GDP or 200 per
cent of exports, or when the present value of debt
reaches 35 to 40 per cent of GDP or 140 per cent of
exports”. They noted that a positive and significant
effect of debt on growth happens at low debt levels,
i.e. below 20 of GDP and 50 per cent of exports.

Reinhart, Reinhart, and Rogoff (2010) showed that
economic growth slows down considerably if the
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public debt-to-GDP ratio exceeds 90%. At the same
time, they mentioned that high numbers of external
government debt influence the economic growth
more severe.

Checherita-Westphal and Rother (2010) analyzed
the euro area countries and showed that for the 12
Eurozone countries, government debt-to-GDP ra-
tios above 90-100% of GDP would have a negative
effect on economic growth. Though the confidence
intervals for the debt turning point suggest that the
negative growth effect of high debt may start already
from levels of around 70-80% of GDP.

Egert (2013) also showed that negative influence
on economic growth can happen with the public
debt of much lower levels (between 20% and 60% of
GDP).

At the same time, in the economic theory, it is usu-
al to consider the external government borrowings
as a more vulnerable instrument than the internal
debt. It is obvious, as far as external debt is more
sensitive to external shocks, especially in the devel-
oping or least developed countries.

For example, Pattillo (2002) analyzed 93 develop-
ing countries over the period 1969-1998 and found
that the impact of external debt on per capita GDP
growth is negative for the net present value of debt
levels above 35-40% of GDP. Clements (2003) ana-
lyzed 55 low-income countries in the period 1970-
1999 and found out that the turning point in the net
present value of external debt is at around 20-25%
of GDP.

The goal of this article is not to analyze the optimal
level of the government debt. There are a lot of re-
searches that show that government debt can nega-
tively influence the economy even with the debt-to-
GDP level lower than 60% of GDP (official limits in
the EU, and some other countries). The aim of the
article is to analyze the current state and reasons for
the government indebtedness in the countries with
the high levels of government debt and its conse-
quences for the economies.

Itisimportant to research the current tendencies and
consequences of the government debt growth in the
different countries. Particular attention should be
paid to the countries, which have the highest level of
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the government indebtedness, like Japan, the USA,
and countries-members of the European Union. It
is necessary to consider the special case of Ukraine,
which has increased the government debt rapidly
during the last years; discover the reasons for such
growth and its consequences.

One of the important problems is the difference of
methods of the government debt calculation in ma-
ny countries. The reason is the difference of the ele-
ments, which are included in the government debt.
In some countries, state-guaranteed debt, the debt
of local authorities are not included in the govern-
ment debt. Even in the European Union, there are
different schemes of debt calculation: ESA95 and
methodology of the Maastricht Treaty (used by
Eurostat). In Ukraine, for example, the debt of local
authorities is not included into public debt.

The difference in methodology can cause the prob-
lems in debt comparison via countries. Also, it is im-
portant to mention that some countries can present
statistics not correctly (like in the case of Greece),
some information is hidden from the general public
(like in the case of Ukraine). Governments in many
countries can use statistics in the way it is more suit-
able for them, and it is hard to control them.

2. METHODS

The article analyzes the current state of the gov-
ernment indebtedness in the world. The research
includes the analysis of statistical data. It pays par-
ticular attention to the countries with the high lev-

el of government debt. The methodological basis
of the article is logical and comparative methods
used to analyze the government debt in particu-
lar countries. State and conditions of government
indebtedness in different countries are compared.

The methods of analysis and synthesis were used
for the evaluation of government debt in selected
countries. Analysis of the reasons for government
indebtedness is conducted and the possible conse-
quences of debt burden are analyzed. The methods
of debt management, such as economic growth,
fiscal adjustment, restructuring, default, inflation,
are discussed.

3. RESULTS

The financial crisis of the years 2008-2009 has
influenced the government indebtedness in ma-
ny countries around the world. The government
debt in relation to GDP has increased in the coun-
tries in different regions. It is worth to pay atten-
tion that the highest paces of government debt
increase were observed in G7 countries (major
advanced economies), advanced economies, as
well as in the Eurozone and the European Union
(Figure 1).

In Figure 1, a decrease of government indebted-
ness from the year 2013 in some regions, like the
European Union (including Eurozone), can be ob-
served, but the indicator of government debt to
GDP still is much higher than it was in pre-crisis
period.

Source: International Monetary Fund (2018).
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Figure 1. Government debt-to-GDP ratio in the world
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Figure 2. Countries with the highest debt-to-GDP ratio in the world, 2017

Government debt has exploded in many countries.
In Figure 2, the countries with the highest levels
of government debt in relation to the gross domes-
tic product are presented. Of course, the indicator
government debt-to-GDP can’t be used alone and
it does not show the possibility of the country to
service its debts. But it is widely used by econo-
mists as a basic indicator and helps to compare
the state of government indebtedness in different
countries.

As Figure 2 shows, the highest levels of govern-
ment debt-to-GDP can be observed in developed
and developing countries as well.

It is impossible to analyze the government debt of
all these countries, but it is important to pay atten-
tion to some of them, especially those, which can
influence the global financial system and cause
the instability of the financial markets.

At the present date, Japan has the highest rate of
the government debt in relation to GDP in the
world (Figure 2). Of course, the economy of Japan
is competitive and innovative, which is a positive
factor in servicing the government debt. Yields on
Japanese government bonds are low, but the bond
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dependency ratio in the budget in the year 2017
was 35.3% (in 2018 - 34.5%) and 24.1% of budget
expenditures in the year 2017 were used for the
national debt service (23.8% in 2018) (Ministry of
Finance of Japan, 2018).

Effective usage is the most important element in
government borrowings. If the debt resources are
spent on the development of the economy, it can
be a positive investment, especially in the case of
low yields. But, at the same time, such huge depen-
dence on debt instruments is a risk factor, espe-
cially in the cases of unpredictable situations, like
crisis or natural disasters. It is worth mentioning
that the Japanese economy is struggling with de-
flation and low economic growth for almost 20
years, and the program of quantitative easing is
used to boost the economy. But global challenges
and natural disasters can influence both the fur-
ther increase of government debt and risks of in-
ability to service it. Of course, the Japanese econ-
omy is innovative, but any models cannot predict
all the factors, which can influence the economy
of any country, and such a high level of the gov-
ernment debt is a risk factor for Japan and global
financial system to some extent, as far as financial
markets are highly interconnected nowadays.
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Source: Statista (2018).

20,000,

15,000,

A,/a———‘/‘__—'/v'

10’000’ _ /

5,000,

0,

'07 '08 '09 '10 11

12 13 '14 '15 '16 '17

Figure 3. Government debt of the USA, USD trillion

Another country which should be mentioned is
the United States of America. The government
debt of the USA is 108.14% of GDP, which does not
sound so much as in Japan, but its amount is more
than USD 20 trillion dollars (Statista, 2018), which
is an impressive number (Figure 4). Of course, as
in the case of Japan, the ability of the USA to ser-
vice its debt depends on the competitiveness of
the economy, economic growth. Even the default
case is much more disadvantageous for the lend-
ers than for the USA. But the huge amount of gov-
ernment debt is a risk factor both for the borrower
and lender. Government debt of the USA contin-
ues to grow and official limits are increasing every
year on the state level.

It is important to point out that the reasons for the
government debt growth in different countries can
be caused by many factors, but for last years, there
can observed some similar reasons of govern-
ment indebtedness in many developed countries:
the financial crisis of the years 2008-2009, which
caused the budget deficits in a range of countries,
worsening of the economic activity, low interest

rates of the central banks, and, correspondingly,
the low bond yields in most developed countries.

According to the Maastricht Treaty, the govern-
ment debt-to-GDP ratio in the European Union
should be lower than 60%. The average level of gov-
ernment debt-to-GDP in the European Union in
2017 was 81.6%, in the Eurozone- 86.7% (Eurostat,
2018).

When the Euro was launched as a single European
currency, the average rate of European countries
liabilities was nearly 70% of GDP.

In 2017, 15 countries of the European Union had
the government debt higher than 60% of GDP
(Figure 2).

Among these countries in the European Union
Greece has the highest level of government debt
to GDP (in the year 2017). And the problem of
government burden of Greece was the most dis-
putable in the European Union last years. Greece
faced the serious problems with debt management

Source: Eurostat (2018).
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Figure 4. Countries-members of the European Union, which have
the government debt-to-GDP rate higher than 60% (2017)
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after the financial crisis and caused the worries in
the European Union. Greece joined the European
Union in 2000, and to the opinion of some re-
searchers, its economic system was not ready for
this process. At the same time, for a long period,
Greece was able to borrow with very low and fa-
vourable interest rates, gaining the confidence of
investors as the country-member of the European
Union. In 2004, it became obvious that there was
the understatement of some statistical data in
Greece with the aim to join the European Union.

The main reason for Greece sovereign debt crisis
is low competitiveness of the Greek economy on
the European Union market. In Paul Krugman’s
view (2010), Europe adopted a single currency “be-
fore the continent was ready for such an experi-
ment”. There are many advantages of joining the
Eurozone, but countries-members of the European
Union are not able to use the instrument of cur-
rency depreciation and stimulate export.

Greece had several options in fighting the debt
crisis: to default, to restructure its debt, to borrow
from the European Union institutions. There were
chosen two of them: further borrowing and partly
restructuring. To borrow from the IMF and the EU
institutions, the country had to take austerity mea-
sures, to cut government expenses, to raise taxes.

However, the research of Baldacci and Gupta
(2010) shows that only 12% of countries were able
to decrease the level of government debt to the
pre-crisis rate 16 years after the crisis while using
fiscal consolidation.

The debt repayments of Greece are large and ex-
tended to the year 2060. Though the country is
starting to grow, it is important to admit that gov-
ernment debt is a huge burden for its economy and
further development. At the same time, the gov-
ernment debt of Greece also became a burden and
problem for the European Union and its members,
influencing the stability of the European Union.

Government debt of Spain also has risen rapidly
since the financial crisis of the years 2008-2009.
Before the crises, Spain faced rapid growth, the
huge housing boom, inflows of capital. That was
combined with significant inflation, which made
Spanish export competitive.
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The case of Spain caused even more worries be-
cause of the size of the economy of Spain (5" in the
EU) (Eurostat, 2017). Now the economy is recover-
ing. But the political crisis in Catalonia can nega-
tively influence the economic development.

Italyisthe fourth-biggest economyin the European
Union (Eurostat, 2017), together with that there is
a range of economic problems. Government debt
was 131.8% of GDP in 2017 (Figure 2), it is grow-
ing steadily, and another important issue is the
level of banking system private indebtedness.

Economists, as well as government institutions,
pay attention to the growth of government bonds
in the assets of European banks, which is a prob-
lem for bank stability system and stability of the
financial systems of the countries-members of the
European Union.

Portugal faced a sovereign debt crisis in 2011. After
a bailout program and years of the budget deficit,
economists have positive forecasts about econom-
ic growth and a budget surplus.

Of course, the government debt-to-GDP ratio is
higher than 60% of GDP in many countries of
the European Union, but most of the attention in
the EU was paid to government debt of Portugal,
Greece, Spain, Italy, as these countries had diffi-
culties with overcoming the debt crises without
the help of European Union institutions, joint sta-
bility funds. And debt crises of these countries in-
fluenced the European Union and its members.

Government debt in Ukraine

It is also important to consider the case of
Ukrainian government debt for several reasons.
Firstly, since 2014, Ukraine has doubled the ex-
change of goods with the European Union, and
the financial crisis in Ukraine also can influ-
ence its trade partners. Secondly, Ukraine is
very dependent on the external borrowings.
Thirdly, as practice shows, the great variety of
debt crises has the similar scenarios. It is neces-
sary to compare and search the similar element
to avoid the debt crises. And finally, the state
of the Ukrainian economy and government debt
is analyzed nowadays not only by the authors
of this article, but also by many economists in
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Figure 5. Government debt of Ukraine in relation to GDP, %

different countries to avoid losses. That is why
it is impossible to consider Ukrainian govern-
ment debt without connection with processes in
other countries.

The government debt of Ukraine includes lia-
bilities of state and state guarantees for business
entities received from international organiza-
tions. It doesn’t comprise the liabilities of local
authorities.

According to the Budget Code of Ukraine, the
government debt of the country should be low-
er than 60% of GDP (the same limit as in the
European Union). During the last years, there is
a tendency of rapid growth of government debt
in Ukraine. As one can see from Figure 5, ac-
cording to the IMF statistics, there was a rap-
id growth of the government debt in the years
2007-2010, and the present amount is higher
than the official limit.

The rapid growth of government debt in rela-
tion to the gross domestic product from 40.5
to 70.3% can be observed in the year 2014. And
this tendency continued for further years, in
2016, the relation of government debt-to-GDP
reached 81.2%. In 2017, it decreased to 75.6%
of GDP, and according to the IMF forecast, the
rate of government debt to GDP will decrease
further, but it is rather a big amount for the
Ukrainian economy.

The reasons of such rapid growth in the year
2014 are as follows: (1) military operations in
the Eastern Ukraine; (2) political instability; (3)

fall of GDP; (4) depreciation of national curren-
cy; (5) lack of economic reforms.

According to the investigation of the Institute of
Strategic Research in the years 2013-2016, gov-
ernment used internal government bond issuance
several times to capitalize the state banks.

Besides, the economy of Ukraine is not enough
competitive and innovative at the present date
to serve the government debt higher than 60% of
GDP. Research shows that the suitable level of gov-
ernment debt in Ukraine is not higher than 30-
35% of GDP (Slaviuk, 2013).

It is worth mentioning that the indicator “gov-
ernment debt to GDP” cannot be used alone and
be enough demonstrative for comparing the rate
of indebtedness of the countries. It is important
to analyze the dynamics of government debt, its
structure, and schedule of payments.

For detailed research, it is useful to use indicators
proposed by IMF, World Bank, INTOSAI like ex-
ternal government debt to export, the relation of
debt servicing to export, the relation of debt servic-
ing to tax income, the relation of international re-
serves to short-term borrowings, etc. (Slaviuk, 2018).

As of December 31, 2017, the state and guaranteed
debt of Ukraine was USD 76,31 billion and in-
cluded state debt in the amount of USD 65,33 bil-
lion and guaranteed — USD 10,97 billion (Figure 6)
(Ministry of Finance of Ukraine, 2018). It is worth
to pay attention to the fact that external debt ac-
counts for 50.44% in general structure, internal
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Figure 6. Government debt of Ukraine in the years 2007-2017, USD billion

government debt — 35.18%, state guaranteed exter-
nal debt - 13.76%, state guaranteed internal debt
- 0.62%.

Such structure is a negative factor for the national
economy, as far as external debt is vulnerable to
the currency stability, which is often influenced by
the economic and political situation in the country.

The currency structure of government debt can be
observed in Figure 7. As one can see, only 30% of
government debt on the date December 31, 2017
is represented in the national currency - hryvnia.

As the research shows, 14.38% of the public debt of
Ukraine is a state guaranteed debt. It is a risk fac-
tor, as far as the situations of the debt insolvency
are quite often. Besides, usually, external guaran-
teed debt is dominating in the structure of guar-
anteed debt (Figure 8).

Ukrainian Hryvnia
30%

p

Special Drawing
Rights
18%

Canadian Dollar
0%

In the current conditions, such a high level of gov-
ernment debt in Ukraine is a risk factor. Political
and economic instability influence the growth of
government debt. At the same time, the necessity
to service existing government debt influences the
further borrowing, which forms the debt spiral.

Analysis of the government debt service and pay-
ments schedule (Figure 9) shows that the sum of
money, which should be returned in the further
years is very high for the Ukrainian economy. For
example, the budget revenues for the year 2018 are
planned at the level of UAH 917,879 billion, gov-
ernment debt service and payments according
to the Ministry of Finance in the year 2018 will
amount at UAH 325,53 billion. That means that
35.43% of budget revenues should be spent on debt
payment and service. Of course, it is impossible,
and the government relies on the further bor-
rowings to repay the existing debt (especially the

Source: Ministry of Finance of Ukraine (2018).

Japanese Yen
196

B

US Dollar
43%

8%

Figure 7. Currency structure of government and state guaranteed
debt of Ukraine as of December 31, 2017
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Source: Ministry of Finance of Ukraine (2018).
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Figure 8. State-guaranteed debt of Ukraine, USD billion

credit of the IMF). But, definitely, it influences the
further development of the debt spiral.

At the same time, it is worth to pay the attention
that debt payment information of the Ministry
of Finance is presented in the national currency
(Figure 9), though, as we saw earlier, 50.44% of
government debt is an external one. In the case
of currency depreciation, the payments in nation-
al currency can increase and it can influence the
growth of debt burden.

Dependence on the credit of the International
Monetary Fund also can be a risk factor, as in the
case of not fulfilling the IMF requirements, the
credit resources cannot be received. And again
that can influence the government debt and the
stability of the national currency, which is very
sensitive to the external factors, and the credits of
IMF, in particular.

The great problem of the government debt of
Ukraine is the effectiveness of its usage, as in the
current conditions, state borrowings are used for
paying the existing debt, but not for the invest-
ments and development of the economy.

The government debt of Ukraine was restructured
in the year 2015 (20% of government debt was
written off). But, the issuance of Value Recovery
Instruments, tied to the gross domestic product
growth till the year 2040, can negatively influence
the economic development. The conditions of gov-
ernment restructuring include the necessity to
pay the government debt in the case of economic
growth higher than 3% of GDP. But it should be
taken into consideration that after rapid decrease
of the gross domestic product in the years 2014-
2015 (because of the political and economic crisis),
GDP can start to grow, and the necessity to pay
government debt can slow this growth.

Source: Ministry of Finance of Ukraine (2018).
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The restructuring of the government debt in
Ukraine prevented it default. It was necessary for
the current economic conditions and allowed to
avoid the additional panic among society, but, at
the same time, the conditions of restructuring are
disputable.

Ukraine does not face default only because of
the constant inflow of the capital foreign inves-
tors. But further borrowings cannot be consid-
ered as a positive example of default avoidance.
It is important to analyze the debt crises in other
countries to avoid the default situation and for
the effective debt management. The practice of
debt crises is incredibly wide, and it is nonsense
to repeat the mistakes in the debt management
for Ukraine. Though, despite the great variety
of research of debt management, a lot of coun-
tries face the same problems and repeat the same
mistakes.

In the current conditions of rapid government
debt growth in the world, the questions of effec-
tive debt management are of the high importance.
It is especially important for Ukraine, as far as, as
mentioned by Skvarchuk (2009), weak financial
management is the most significant factor of the
crisis condition of the economy.

As it was analyzed, the financial crisis has influ-
enced the rapid increase of government debt in
developed and developing countries. Debt crises
do not avoid the rich countries as well. It is ob-
vious, that government debt should be decreased
in the number of countries. And not only in the
case when the government debt exceeds 60% of
GDP. The possibility of the country to service its
debt depends on the competitiveness of its econ-
omy, the state of the current account balance of
the country, the level of budget deficit, economic
growth.

Countries, which have big economic potential,
highly developed and competitive economy can
service the higher levels of government indebted-
ness and can recover rapidly in the conditions of
the debt crisis.

It is important to mention that the structure of

government borrowings highly influences its
stability. External government debt issued in
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foreign currency is more vulnerable to risks in
the case of currency depreciation, political and
economic shocks.

Detragiache and Spilimbergo (2001) have shown
that short-term borrowings increase the possibil-
ity of the debt crisis. Besides, it is hard to use short-
term borrowings as the investment source.

There are usually proposed and discussed several
instruments of debt reduction in the economic
theory (Reinhart & Sbrancia, 2011):

1) economic growth;
2) fiscal adjustment/austerity plans;
3) restructuring;

4) default;
5) inflation (can be used only for the domestic
debt reduction).

It is important to mention the idea of R.
Musgrave who noted that unlike private enter-
prises, it is not obligatory for the government
to repay the debt. The government can refund
debt, restructure it, so the question arises not in
debt payment, but in optimal debt management.

During the sovereign debt crisis in the European
countries, there was used a range of methods of
government debt reduction. Fiscal consolida-
tion was the most used method, especially re-
garding government spending cuts. But as we
mentioned before, the fiscal consolidation is a
long process, which can give effects in decades.

Restructuring is used as the method of default
prevention. In Greece and Ukraine, for example,
the government debt was partly restructured.
But still arises the question of the effectiveness
of its restructuring, and it is obvious that the
countries should borrow further from interna-
tional institutions and service its debt for a long
period.

As mentioned by Ostry, Ghosh, and Espinoza
(2015): “Paying down the debt quickly involves
high rates of taxation and correspondingly large
distortionary costs; on the other hand, never
paying it down means servicing it forever, thus
incurring the distortionary costs of taxation in
perpetuity”.



Investment Management and Financial Innovations, Volume 15, Issue 3, 2018

But, also, as they mentioned, “paying down 5
percent of GDP ... in one year incurs present
value welfare cost equal to about 1 percent of
GDP?”, and as they said “these costs are highly
nonlinear: paying down 10 percent of GDP of
the debt would imply a welfare cost equal to 2-3
percent of GDP, and paying down 20 percent of
GDP would incur a cost of at least 6 percent of
GDP”.

It is obvious that fast paying off the debt is cost-
ly for the economy, but payment for the long pe-
riods can prolong the recession in the country.

Some countries use a special mechanism of debt
reduction - default. There are many researches
of the default consequences. We would like to
mention the interesting research of Borensztain
and Panizza (2008) who defined 4 types of de-
fault consequences: loss of reputation, losses in
the international trade, and losses for the na-
tional economy in the financial system, politi-
cal losses. But, at the same time, economists re-
vealed the short-term effects of defaults on the
economy (usually for 4 years). It is obvious that
the period of recovery depends on the economic
development of the country, its position in the
world markets and its perspectives.

The best option, of course, is the econom-
ic growth. According to the research of the
European Central Bank, the stable and high
levels of economic growth positively influ-
ence the decreasing of the level of government
indebtedness.

According to researches of Baldacci, Gupta,
Mulas-Granados (2010), countries, which have
a budget surplus in the post-crisis period, reach
faster effect in decreasing the government in-
debtedness. Lower interest rates stimulate in-
vestments, which positively influences the dy-
namics of economic development.

There were mentioned the instruments of debt
reduction. But the most important in debt man-
agement is the process of prevention of debt bur-
den. The best management of the government
debt includes the limitation of government debt
at special for every country level, its effective
usage. Of course, in the time of economic crises,

the government debt can increase rapidly, but
the effective economic policy, innovations, and
reforms in the country can prevent the growth
of the government debt. Some governments are
using state borrowing instruments instead of
economic reforms as the easiest way of financ-
ing the budget deficit, without thinking of fur-
ther payments (like in the case of Ukraine).

In debt management, there are three important
elements: (1) borrowings, (2) usage of debt, (3)
control, and (4) debt reduction. In the cases of
ineffective management and economic crises,
countries should search for instruments of debt
reduction (discussed before). But the best op-
tion is the prevention of debt burden growth.

Firstly, every country should have a plan of gov-
ernment borrowings, which includes the aim of
the borrowings, choosing the best variants, de-
fining the suitable structure (external or inter-
nal borrowings, period to form the best schedule
of payments). It is important to mention that ev-
ery country should have its own official limit of
government borrowings. It is obvious that such
countries as Japan or the USA can serve much
higher level of government indebtedness than
Greece, Portugal, and Spain. Even the official
limit of government debt to GDP by 60% can be
too high for developing countries. In the case of
Ukraine, the government debt higher than 30-
35% of GDP is a big burden for the economy.

In many countries, governments borrow with-
out the long-term strategy, just to finance cur-
rent needs, and payment of government debt in
ten years is not the problem of current govern-
ment. That becomes ordinary in many develop-
ing and developed countries as well.

Secondly, the usage of government debt is a very
important element. In many cases, governments
use borrowed resources to finance the budget
deficit, current needs of the country. In this
case, the effectiveness of borrowed resources is
much lower. Purpose-oriented usage for invest-
ment projects can influence the development of
the economy in perspective. Government debt
can be an additional investment source for the
economy, but only in the case of its effective us-
age and limitation of the official levels.
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Thirdly, it is important to control the process of of Greece), or presented selective or insufficient
government debt usage. Control is vital to pre- (an example of Ukraine). Of course, it is hard to
vent ineffectively and not the purpose-oriented control the official institutions, but public con-
usage of borrowed resources. In some countries, trol has positive examples in many countries in
statistics is showed not correctly (an example the world.

CONCLUSION

The financial crisis caused different consequences for the world economy. One of them is the in-
crease in the government debt of countries around the world. Of course, an increase of government
indebtedness after the crises is a normal phenomenon. But nowadays government debt becomes a
burden for many countries.

Government borrowings can be important investment source for the development of the econo-
mies of the countries and increase the level of its competitiveness, though, in the case of post-crisis
recovery and existence of high levels of government indebtedness, public debt of countries is most-
ly used for current needs and for refinancing the existing indebtedness (like in the case of Greece,
Portugal, Spain, Italy, or Ukraine).

At the same time, low amounts of government debt in the case of their effective usage and low rates
can be an investment source for the economies. It is important to mention that every country can
service the different amount of government debt depending on the size of its economy, its competi-
tiveness, rates of economic growth. To analyze the possibility to service the government debt, it is
also important to consider the complex of indicators (proposed by IMF, World Bank or INTOSAI),
not only the rate of government debt to GDP. It is obvious that countries with the competitive
economy can service a higher level of government debt (like Japan). At the same time, the most
important factor always is the usage of the government borrowings, its effectiveness, and influence
on economic development.

It is important to consider the fact that further globalization and fast spreading of crises make
the usage of high amounts of government borrowings a risk factor. Though economists predict
the financial crises, it is hard to predict their influence on every country in particular. Nowadays,
possible future economic crises, climate changes, and political instability can influence economies
very fast. In these conditions, high government debt in many countries, including Japan, the USA,
and countries of the European Union can cause the additional problems for the economies and
global financial system.

Effective management of government borrowings should include the following elements: the state
strategy of government borrowings, estimation and determining the official levels of government
borrowings, the formation of the suitable structure and coordination of payment, purpose-orient-
ed usage of borrowed resources and control of the effectiveness of its usage.

Every case is special, and even the methods of debt reduction, including growth, fiscal consolida-
tion, restructuring and even default can have a different impact on the economy in further perspec-
tive and have different consequences.

Debt management process includes different methods. The optimal model was not invented. Every
country is following the mistakes of the others, though the instruments of debt management are
widely known. That’s why it is important to learn the experience of effective debt management and
discover the mistakes which were made to avoid them in the future.
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