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EDITOR’S LETTER ...
Our attentions, both academics and businessmen, should focus on the newly published “Fiscal
Monitor” report of the IMF which deserves a special attention despite its modest manner. The
IMF finally recognizes the debt as something which should be used wisely. The report states
that, as of 2015, the debt burden of major 113 countries has doubled since the year 2000 and
reached the sum of 152 trillion dollars. This amount also represents 225% of total world GDP.
Some 85 trillion dollars of these 152 trillion dollars consists of public debt. According to the
report private debt “can be characterized as a situation in which a borrower’s debt service
exceeds its future repayment capacity.” Moreover, excessive debt levels are associated with
lower growth even in the absence of crisis. “The reason for this is that highly indebted
borrowers will sooner or later decrease their consumption and investment as they are unable
to service their debt and can no longer borrow. There is no consensus on the threshold at
which debt levels begin to matter for growth or trigger deleveraging. If initiated early enough,
a smooth deleveraging process can eliminate the risks of a disorderly adjustment. However, if
such an adjustment is postponed, debt reaches such levels that the private sector becomes very
sensitive to shocks, increasing the risk of an abrupt deleveraging process. Very often, this
adjustment is preceded by a financial crisis.”
The report continues “Although high public debt levels are usually not at the root of the
problem, they can intensify the effects of private sector deleveraging in financial recessions
(Jordà, Schularick, and Taylor 2016). Indeed, the interlinkages between public and private
sector balance sheets exacerbated their weaknesses, significantly contributing to the feeble
recovery following the global financial crisis. These interlinkages are related to the
macroeconomic impact of a financial crisis and spillovers between the public and private
sectors as follows: The most immediate effect often comes from the use of fiscal resources to
repair banks’ balance sheets (bailout cost), which can increase public debt levels significantly,
as illustrated by the recent cases of Ireland and Spain. In some cases, the government will also
support nonfinancial corporations and households in balance sheet restructuring. In addition,
the collapse in output and asset prices will sap revenues and lead to higher spending through
automatic stabilizers. Discretionary fiscal policy may also be used to stabilize output.
Estimates obtained using the methodology of Jordà, Schularick, and Taylor (2016) show that
public debt does indeed increase substantially in financial recessions preceded by a private
credit boom, suggesting that the protracted recovery and financial sector support may weigh
on the government balance sheet. The weakening of the government balance sheet may, in
turn, result in a higher sovereign risk premium, limiting the government’s ability to
implement macroeconomic and financial stabilization policies. This interlinkage often works
through the banking system. In particular, a perceived loss of sovereign creditworthiness will
result in capital losses in banks, reflecting the different channels through which private and
public debt are interlinked in the deleveraging phase. This was the case, for example, in
Greece at the start of the global financial crisis, when the country’s banking sector had large
exposures to Greek sovereign debt. In addition, the higher sovereign risk premium may also
lead to higher funding costs. If financial repression follows, margins may be compressed and
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banks’ profitability will decline. All of this will ultimately result in inefficient credit rationing
for creditworthy households and firms.”
This picture creates many questions and problems which have not been previously addressed
or encountered. First of all, the biggest problem is the attitudes of governments who treat the
debt as revenue. This approach clearly destroys the budget discipline. Also, it generates a
paradox between the public revenues which some part of them is not really revenues and the
public expenditures which all of them are real expenses spent for the communities. Second,
although the private and public debtors are examined in detail, there is no satisfactory
research about the lenders. Needles to say, the amount of all major creditors in the world
financial markets are far less than the borrowers. Even though it seems there are many
creditor institutions, many of them are interlinked each other with unsolvable networks.
Therefore, after Winston Churchill, it is safe to say that “Never in the financial history of the
world was so much owed by so many to so few.” Therefore, we can talk about a debt
question, or even better, a debt trap in the world financial system. However, all traps are
bilateral; an ambush can hold both the hunter and the hunted within the same fence. To
decipher this dilemma we can employ Samuelson’s accelerator principle. According to
Samuelson a sustainable economic development not only depends on a continuous growth on
a given economy, but depends on an increase in the growth rate. Financial sectors of the
world economies or the global financial system itself depend on the same principle; in order
to sustain the global financial system the growth rate of the total debt burden should increase
in a steady pace. This dilemma, as everybody knows, opens the doors of the bad debt and
eventually leads to the financial and economic crises. This dilemma also opens the doors of
conflicts of interests between the financial and real sectors of the global economy. It is
obvious that, as the IMF explains the situation, a slow growing world economy cannot coop
with the ever growing financial system and the debt burden created by this industry. The gap
between these two growth rates is a grim messenger of future financial and/or economic
crises. Consequently, this is an invitation to change our focus from debtors to creditors in
order to better understand the world financial system, and, if it is possible to find ways to
prevent the future crises.
Dr. Ali Tarhan
Privatdozent – Political Economy
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