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INTRCIUCTION

1. At its twelfth cession, the Statistical Comrission emphasized the "importauce

" and

of an economically meaningful classification of public debt traansactions'
expressed a wish for the initlilaticn of work In this field,£ e present note
seeks to prcvide & basis for the discussion of a framework for tue classification
of public debt transactions. It is nct inotended to cet a standard or a model butb
simply to facilitate a discussion of this subject at the Statistical Commission and
at the national level. In the preparation of this note account has been taien of

the work done by the IMP in this field,

Scope and Pefinitina

2, The scops of dsbt trarsactions to be considered for purposes of classification
would necessarily depend on the scope of transactious in goods and services and
transfers to which such debt transactions are dirvectly related or with which they
are integrated. Since borrowing is normally used to meet government deficits, it
should be possible to relate the changes in the debt to the cver-all cash defieit,
taking into account changes in cash holdings, foreign grants received and gains or
logses from monetary operacions. In a consolidated statement of accounts for a
glven sector, e.g. central governument sector, intrawgovernmental holdirgs of debt
would, of course, have to be excluded in order to link the over-zll surplus or
deficit in such accounts to the net change in the total cowmbined liabilities of the

entire sector. Discrepaancies between changes in the public debt and net borrouing

1/ E/7633, paragraphs 107 and 109.
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could be reconciled in supplementary statemenis. Iu prceiice, brevefore, the
scope of debt transactions might vary from country %o countr; depenaing on the
scope of 1ts govermnment budget,

3a Tn considering a possible schewe for the classification of 3 ublic deut
transactions 1t is therefore essential in the first place to debermine tne sechor
and the sgencies comprising it so that the changes in thelr debt liabllities covld
be related to the over-all deficit in the trarsactions of these agencies. In iis
common usage, the term "public" is ofben synopymous with government and admlos

of as much wide import as the word goverument itself. The multitnde of governmenial
ageacies are characterized by the itype of activily wndertaken by each cne ol them,
and, further, in terms of their individual relatiouship, financlal and
organizaticnal, to the political centre of deeision malking. A distinction may be
mede between a government sector and a public sectorma Government sector
comprises those agencies vhose operstion and finaaces are subject to detailed
control of a commoan politieal bodr which constitutes the centre of decisicn maiing.
These agencles would be normally engaged 1a a variety of activities such as
general government, trading or financlal. Independent onublic enterprises or bedies,
whose Tinances way be separated and which may have more operational freedom, fall
outside the governuent sector but together with agencies of the government sector
they constitute the public sector, According to thig distinctica the governmernt
sector would include all orgsns of state, ministries or devartnents together with
their “"offshoots” such as Boards, Trusts, etc,; extrabudgetary fusnds and accounts,
encillary agencies and government enterprises; troding and finsncial. In this
note only the classification of debt trensactions of the government sector at the
central governmenlt level is presented.

4k, The disvisction between the public and govermment secior and the use of the
latter in this note does not, however, restrict the useiulness or the possibility
of extended application of the classification gcheme to other levels of government
or to the wider concept of public sector., On the otker hand it lends clarity to
the analysis, The liabilibies of any or all agencies - suéh as truct or
extratudgetary funds - felling within the goverﬂmént sector could be considered

as liabilities of the government sector,

n

g/ The distinction made here is based on the Memal To» Feonoude and Functional
Classification of CGovernment Transachions Unived Jatioes, New York, lCSd
for detalls, see Chapber III.
/l‘l
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5, A debt 1s essentially a liability of & governuect but all financia
liabilities do not necessarily constitute total debt of a government. The concept
of total debt is slightly narrower in scope and erxcludes cerbain types of
ligbilities. The definition of debt adopted here assumes that trenssctions are
recorded on a cash basis and excludes financial liabilities such ag acconuts
payable, deferred charges and all contingent liabilities. It also excludes
currency in circulation, debts of government deposit banks, obligations held by
+the issuing sector and "guaranteed obligations™ of provineial or state goverrments,
local authorities and of independent public enterprises or vodies hecause these
fall outside the central government sector. Secondly, the debt is defined on a
gross basis and not on a net basis. The gross concept is more relevant for
purposes of economic analysis since it indicates the total financial claims of
all other sectors on the government sector. In other words the contributious to
the sinking funds or the awmounts outstanding in such funds are not considered as
diminishing the total debt liabi’.ity until such amounts are actvally used towards
the redemption of debt. An illustrative stateuwent on the definivion of outstanding
gross debt is given in Aunnex I.

6. Gross debt is further divided into national currency debt and foreign
currency debt. The former is defined as debt which the government has option of
redeeming in fixed smcunts of domestie currency. Such loans are invariably
subseribed in national currency end the service charge and the repayuent of the
principal is also expressed in national currency. Foreign currency debt is
defined to include loans whose service charge and the principal is payable in

foreign currency.

Cost of Debt

T« The cost of borrowing 1s determined, excluding considerations of a rige in
the general price level, by the rate of interest peid and by the period over which
it is pald. There may be cases where loans are floabed at a discount so that
there is a built-in element of capital eppreciation which reises the cost of such
borrowing to the government. For economic analysis, however, debt could be

clagsified by the rates of interest paid and the maturity of debt. Interest rate

Joon
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analysis and the liquidity pattern of debt are sizuiricant pecuuse they raflect
the relative cost of borrowing in the money and cepital merkets and often alffect

the over=all structure of interest rates.

Maturity Distribution of Debt

s

8., Debt msy be classified into three troad categories according to its masurity
at the date of issue, In the first place, short-term debt would include
obligations meturing within a year, Secondly, medium~term debt may be deflned as
one redeemable within one to five years from the date of issue., Thirdly, long-tern
debt may be considered as those obligations which have a maturity of more than
five years. The spread in the last catezory could be, of course, very wide and it
might include indefinite long-term obligations. For purposes of classilication a
detailed btime-scale of maturity is more useful. The zaturity distridbution of the
total cutstanding gross debt is presented in Annex IT. In this table, maturity
of debt is considered in a gilven fiscal year and not at the date of issue. In
other words, the maturity as showa here irdicates the unexpired nerliod of time
before an cbligation becones due for rvedenption. This has the advantage of
indicating not only the liquidity pattern of debt but also of pointing cut the
amount of debt maturing for redemption in any given fiscal year. A similar
classification ecould also be applied to the total debt according to the maturity

at the date of isbue. Such a classification is presented in Annexes VII and VIII,

Interest Rate Structure

9, Interest rates are largely related to the availability of loanable funds and
‘to the period over which they are required. A study of the structure of interest
raves and of changes in them over time is facilitated by the classification
presented in Annex IIT., In this table interest rates relating to only three broad
categories of debt are shown viz. short-term, meaium-term, and long-term. The
retes indicated by these periods would reflect the time-preference schedules of
the lenders. The interest retes shown would be average rotes for each period. In
practice there might be small differences awmong the actual rates charged and paid
but such differences would be mostly negligible except perhaps in the case of
long-term interest rates. There might Ee important differences here if the spread
of maturities of long-term securities is very wide. Tn such cases either the

concept of median may be used or the maximum and the minimin long~term rates may

[eos
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be shown together with the average rate., The interest rates to be shown in

Annzx ITT would obviously indicate the nominal yield and relate to the gross
fresh borrowing in any fiscal year. The effective yleld may be higher or lowasr
depending on the behaviocur of government security prices in the capital market.
Apart from the play of such market forces the effective yield would also depend
on whether or not the intersst income is exempt from the income tax. When such
income is exempt from taxation the relative effective yield is often more than
the one indicated by the interest rate, By taking into account the market prices
of marketable debt g similar table cculd also be coastructed showing the structure

of effective yields.

Ouwnership of Debt

10. Ownership distribution of government debt is very significant and useful
because it shows the liquidity preferences of investors in the economy. For
purpcses of clasesilfication, total gross debt as defined in Annex T may be taken.

It inclvdes both domestic and foreign debt which may be converted into navicnal
currency at official rates of exchange., A classification of debt by ownership is
presented in Annex IV. This is based largely on the scheme followed by the IMF.
The table distinguishes four broad sectors. Item 2 relates to the agencies within
the central government sector and is more in the nature of a memorandum item.

Items A, 5 and & relate Lo the government sector at lower levels of political
bodies and to the agencies outside the government sector but inside a public sector,
In other words, the sum of Items 2, 4, 5 and 6 could be considerzd as debt held by
the public sector agencies. Item 8 indicates debt held by foreigners and would
largely correspond to the total amount of foreign currency debt. Item 9 represents
total claims of the domestic private secbor including the monetary system. The
central bank is not included as a part of government sector in accordance with the
treatment accorded to it in the Manu.al.,3 The amount of deblt for each holder may
be recorded at nominal or face value because debt transacticns in government books
are often recorded at face value., It is, however, likely that the creditors might

record their holdings on the basis of markelt prices in theilr Looks.

3/ Op. cit.
/".



E/CN.3/325
Fnglish
Page 6

Crose=rgification hy Ownership end Maturity

fad
S w

11l. For ony fiscal year s detailed spectium of liquidiby-cumetime preferences of
investors could be obtained by a cross-classification of debt by ownership and
metvrity as shown in Annex V. For purposes of this classification only that total
amcunt of debt is taken irto account vhich ls beld outside the centrsl government
gsector (i.e., Item 3 of Awpex IV). The devt meld within the central government
sector itrelf is excluded. Tn Anneg V the 1iad of cveditors from Annex IV is

reproduced vertically and the categorices of maturity are stated horizontally.

Reconciliation Between Net Berrowirg and Chsunges in Gross Debt

12, TYhe changes in gross debt oubstanding arc not always egual to the difference
between new borrosing and rerayvment of debt in a given fiscal year., The discrepanc
way arise due to varicus causes such a&s essumption or repudiation of debt, increased
liabilities aricing from accrued Intsrest, changes in the veluation of foreign
debt, etc. In Lnnex VI & table is provided to analyse and reconcile tnis
diserepancy. The reconciliation is presented separately for domestic and foreign
debt. Accrued interest is coasidered as debt when no cash payment is made for the
interest liability and the emount of interest payable is treated as having been
re-lext by the creditors tothe government. For example, in the case of savings
bonds or certificates with fixed-term maturity the accrued discount less interest
paid on sueh ilnstruments would ba ilicluded in the principal of the debt.
Differences beltween changes in nominal clalms and proceeds from borrowing or
outlays on redemwption would arisc when issues are floated either at & discount

or g premium and when the Treasurs itself; or tnrough the central bank, buys its
own securities in the warkelt before the completion of thelr maturity at prices

helow or above their face value,

Effect of Flnancial Operaticns on Governmeut Debt

1%, The finencial operations of the goverrment have an effect on the debt
transactions. If a budget is in balance, the net borrowing of ageuncles ineluded
in the budget would be zero, bub a surpluaﬂ/ or a deficit in the budget would be
reflected in the debt transactions., It shculd be noted that the change over a

PREFIRRE

&/ The assunptlion being that a surplvs is utilized towards debt rederption.
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ho, Sales less puvehaces oF nﬂgoazabl short-terin securitles issuel by the
central g ment agearies.

41, Tesues of securities in e.change of ownersiin rights.

k2, HNet inersace in coins Lsemed.

IS
o

L3, Tet incresse in peansion liambilities.

Lh, Wet ircrease 1n payables.
Tt may be notew that the sum of iteuws 36 to 4k would constitute ret increase in
financial lisbilities. According to the definisicn of dept acdopted in tais Haper,
the total net dcot ircurred would bz the sum of Ltews 36 co 4l.

o - . . " - . R . -
10, An in, orlent elercnt of The Taswel clossific tion ig the dlstinchion made, for
emalyticel puv,oces, emirg vasious types of debi surk As fiveLt or no- negotiahble
borrowing, nesotizble or m.arketasle debt and securities issued 1ln exchenge for

ownershin rightg. Direzt horrowlng at home is c.ess

gy
‘.A
D
2
5!
<3
Tk
[§)]

i nfers viz. central
bank, cormercial banks, and private non-banking sector. Similarly, Iscw 59 is
classified into domeshic and foreign long-ferm debt, The howal scherne suggests
a possible clessifiecction of debt transectioas and it can be rsed both in respect
of annual net borrosing and gross dout cutstanding. Tuls is rreccn ed ia Annex VII.
19. The Aunexes IT to VII are prov.aed to anzlyse ceriain luporsteah characverlstics
of debt transactions, For a brief ccnsolidated sta’ement of the total outstanduir

debt & classification on the lines of the one presenta2d in Ammexw VIII Ls suggested.

oo
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ANNEX T

Definition of oubstanding oross debt - Central Government

Total Gross Debt = Floating debt, short-term debt, long-term debt,

overdrafts and advances fron central bank and other
banks, sssumption of debt and accrued interest, net
incyrease in deposits with government savings banks,
and issuss in exchange of ownership rights.

= Tofal Idcbilities of the Cenfral Government

Less = Accomnls payzbie, d~Yevred charges, contingent ligbilities, debts
of governmert deaposit banks, currency in cirzulation, guarenteed
obligations, venefit liabilities for social insurance, employee
penslons, dormany debt, obligations keld by bthe issuing sector, ete,

Plus = Assumption of debt and acerued interest.

/e
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ANNEX 1T
/
Maturityy Distribution of Tobal Oubsianling Gross Debb
Meturity at Fiscal Year Eniing _ Aount in MEllion
Date Month
| I B |
Meburity | ; |
RS I PV | Over
Bnd of B than f 25

Floecal Yeor \\1 year| 1 - 5|5 - 1010 - 15/15 - 20|21 ~ 25 | years |fotal

i
e e e AN RTINS 3 B smam—

1960

'
Domeslic ;
Foreign |
1961
Domestic
Foreizn

1/  For the concept of maturity in this table, see para. 8.
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ANNEX ITX
Structure of Interest Rates
Average Percentage Nominel Tnterest Rates
Fiscal Year Short-Term Medium-Term Long-Term
1960 2 3 b
1062 2 3 1/k Lo1/h

/...
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ANNEX IV

Ownership Distribubion of Cenbral Government Debt

At Pace Value In Million

national currency

Piscgl Year Ending

Years 1960 1961

1. Total Gross Debt
Of Which Hecld By

2. Central Government Sector Arencies®

éa) Social Insurance System;/
b) Trust Furds 1/

(e) Sinking Funds 1/

(d) Other Agencies

B Debt held outside the Central
Governuent Sector (Iten i-2)
Of Which Held By

L, State or Provineial Governments

/
5e Iocal Authoritiesé

6. Independent Public Enterprises
or Bodies

ga) Financial
b) Industrial
(c) Other

Te Debt held by the Domestic

Private Sector and by

Foreigners (Ttem 3 ~ (4 + 5 + 6))
Of Which Held By

Y,

8.  Foreigners:

éa) Foreign Governments
b) International Institutions
(c) DNon-Resident Banks
(d) Non-Resident Business
and Individuals

* This item is called "Intra-govermmental Accounts” in the IMF scheme.
1/ As shown under IMF scheme. /.
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Annex IV (eontinued) Years 1960 1961

9. Debt held by the Domestic
Private Sector (Iftem 7-3)
Of Which

10. Central Bank£/

() Securities
(b) Overdrafts and Advances

/
11. Deposit Money Banksl

(a) Securities
(b) Overdrafts snd Advances

12. Other Finoncial Institutionsl/

(a) Savings Institutions
(b) Insurance Companies
(c) oOther
.
13. Non-Financial Incorporated Enterprises=

o/
1k. Other Business™

/
15. Individqufgg

16. Balance not Digtributed

2/ In the IMF scheme these items are shown individually under "All others".

/...
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siie end Maburity

Amount ia Million

Skort=-taerm
Debt

Nedivm -torm
Deot

Ieng~tern
Debt

TCTAL

I.

Total debt held outside tlue
centiagl government secuor

Ctate or provinecizl govermments
Locel authorities

Irdecrengent Public Interprises
G wanii €8

(&) Tiraoncial
by 1 gustrial
{e) OCloer

™, 2
Torei geers

gt eSS e v

{s) Doreign covermrents

() Interrational Inslitutions

(¢) Non-recident barks

(d) Tton-resiceni business and
individuals

Cenbral Bark

Deposlit monev banks

Cther f1 financial institvtions

Non~Tinaneial inetitutionr

Other husiuess

Irdividuals

Balance not dlstiibuted
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Figcal Year Ending

ANNEX VII

Classification of Outstanding Gross Debt

Date

Month

Amount in Million

Fiscal DIRECT BORROWING MARKETABIE SECURITIES Issues| Total
Yenr .
in Cut~
Savings OTHER DCMESTIC Abroad LONG~TERM Short- ChEx'e szﬁnd“
Bonds Central {Commer- i Private Domestic term 2?5 Deb%
Bank cial No?’ Centrall Commer~i Private | For- Owner-
Banks | banking Bank :n No: . X
Sector an cial on- eign ship
Bapks { banking Rights |
Sector
(1) (2) (3) (k) (5) (6) (7) (8) { (9) (103 { (11) (12) | (13)

T o%9%eJ
ITA xouuy
UsTIoug

GEe /S N/






Fiscal Year Ending

ANNEX VIII

Summary Consolidated Statement of Outstanding Debt -

Central Government

Date Month

Fiscal Year 1960 1961
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Amount in Million

Descrivtlion of Debt

1.

2.

Domestic

(i) Iong-term -
(1i) Short-term

Foreign Debt

() Iong-term
(i1) Short-term

Total Dsbt = (1 + 2)
Of Which

(1) Intra-Govermmental Accounts

(i1) Monetary System
(iii) Domestic private non~banking sector
(iv) Poreigners

- o






