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Size of OECD-wide fiscal deficit is without 

recent precedent 

 
 

• … both actual and 
underlying 

 

• Cyclical component of 
deficit about 2% pts, but 
huge uncertainty  

 

• EO Projections  to 2011, 
beyond 2011 assume 
stylised rule:½ % pt of GDP 
consolidation pa until debt 
stabilises 
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Consolidation requirements to stabilise debt are large 

but not unprecedented (OECD WP 553) 
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Still implying debt will stabilise at very 

high levels 

•  19 (13) OECD countries  with 
debt > 75% (90%) of GDP 
(only 4  and 3 pre-crisis) 

 

• Unsustainable ? 
 + Fiscal ageing pressures 

 Coping with the next crisis 

 Higher interest rates (here 4bp 
per % pt on debt ratio over 75%, 
see  OECD WP 763) 

 

• Interest rate effects depend on: 
 Non-linear effect from debt? 

 Proportion financed abroad? 

 Fiscal track record, tax , expected 
deficits (OECD WP No 718) 
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Fiscal consolidation alone not enough? 

• Simulations on OECD Global model (WP 768) to get debt 
back to pre-crisis levels (except Japan) optimistically 
assume long-term interest rates fall immediately. 

 

• Long-term OECD GDP up 2%. More sustainable. 

 

• But short/medium-term difficulties: 

 OECD GDP  lower until after 2016 

 Prolonged period of very low policy interest rates 

 Closer to deflation, especially Japan 

 Little improvement in global current account balances 

 

 

 



Some Questions for research 
• What is cyclical component of current fiscal deficits (esp asset price 

effects) 

 

• What is appropriate level of debt? 

 

• How sensitive are sovereign debt interest rates to debt? 

– How quickly does debt service react to interest rates? 

 

• What are (updated) fiscal consequences of ageing?  

 

• Japan ? 

 

• What are the implications of many countries undertaking 
consolidation at the same time?  Is fiscal consolidation enough? 
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