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	Report materials for the meeting of the INTOSAI Public Debt Committee to be held on 21-22 June 2007, Lisbon


Problems of determining optimal public debt ratios

Dear Mr. Chairman,
Dear Committee members,
First of all, I would like to thank the Committee for its work which no doubt contributes to improving and increasing the effectiveness of our audit institutions.

Let me also express my gratitude for the opportunity to speak on some issues that are urgent for us now. 
The problem that is under active discussion in the Russian Federation is the problem of “optimal” public debt ratios.  
The debt situation in the Russian Federation in the recent years has been characterized by the following features.
As a result of the pursued policy of replacement of external borrowings by internal ones, the share of the internal debt in the total amount of the public debt is growing. The mentioned policy is aimed at reducing currency risks in the course of the public debt servicing and repaying. 

The outcomes of operations with securities of the Russian Federation at the internal market during several years have revealed the increase of the amounts of net funds attraction.

At the same time, regarding the recent years’ statistics, we may find that the ratio between the internal public debt and other macro factors (gross domestic product, monetary aggregate, assets of the banking system) was reducing.
On the one hand, this is positive, since the expenditures on the debt service are being reduced. No less important is the fact that the reduction of internal borrowings leads to reduction of the supplanting of private borrowings by public borrowings and, respectively, to the increase of private investments. 

On the other hand, the public internal borrowings perform a number of functions. They are an important tool of both monetary and budgetary policy: the government obtains the opportunity to allocate the attracted resources for financing the expenditures in economic sectors without resorting to inflationary sources. Moreover, in the environment of considerable increase of currency reserves during the recent years, the ruble liquidity has been growing and public securities became one of the tools of its sterilization and regulation, particularly for banks and other financial institutions. When the volumes of this tool are reduced, the possibilities of efficient liquidity regulation are being reduced as well. In addition, the public securities provide a convenient type of pledge used by the Central Bank when refinancing commercial banks. 

Thus, the strategy and tactics concerning the public debt shall be developed with the consideration of all the circumstances mentioned and possible consequences.
At the same time, the country’s debt stability indicators must be kept at the safe level when increasing the share of internal borrowings. In this context, of high importance for us is the issue of objectivity of the criteria used to assess the acceptability and optimality of the debt level.

Debt indicators are widely used in the international practice to assess the debt structure and to determine the potential debt problems of the state. 

The next slide presents specific debt stability indicators for the Russian Federation calculated basing on the data of the Ministry of Finance of Russia.
Thus, the public internal debt ratio to GDP as for the beginning of 2007 was 9.1 per cent, while this figure was 14.3 per cent as for beginning of 2006;
the public external debt of the Russian Federation ratio to GDP as for the beginning of this year was 5 per cent (it was 10.2 per cent as of early 2006);
the external debt to the goods and services export volume ratio basing on the outcomes of  2006 was 15 per cent (29 per cent as of early 2006);
the public debt to the fiscal revenue ratio as of early 2007 was 39.7 per cent, while 60 per cent as of 2006.


So at present the status of the public debt, in accordance with the international debt load factor criteria can be characterized as a safe level and the basic debt stability factors of the Russian Federation are significantly lower than the threshold levels.
However, despite the debt stability indicators widely used in the international practice, there is no unified approach to determining the public debt in the INTOSAI countries at the moment. 

For example, we have two independent from each other definitions in the Russian Federation such as the ‘Public Debt of the Russian Federation’ and the ‘Public Debt of the Constituent Entities of the Russian Federation’. Besides, the data on the aggregate public debt including both the debt of the Federal Government and the sub-federal debts is not officially calculated or published. In accordance with the legislation of our country the debt is divided into internal and external not in the terms of creditor residence criteria, but basing on the obligations currency. Moreover, the definition of public debt in our country includes public guarantees, which, as we know, is not typical for all countries.
The INTOSAI Public Debt Committee document ‘Financial Risks: consequences influencing the debt management, and the role of supreme audit institutions’, approved in February 2003, recommends to select policy in the field of public debt basing on the complete picture of the country’s financial situation, including the comprehensive understanding of potential borrowings from the future budgetary funds to avoid financial instability and unpredictable changes in financing the needs.

In this context, the following fact is to be noted. According to the Bank of Russia data, the aggregate external debt of the country (including the external debt of the public sector in extended definition, and the external debt of the private sector) in 2006 alone was increased by 52.5 billion US Dollars and reached 309.7 billion US Dollars as of January 1, 2007. 

This fact witnesses high external debt accrual rates in the private and public sector in extended definition, which is caused by more favorable conditions for borrowings at the external market than at the internal one. The mentioned trend itself cannot be considered as negative, however preservation of the trend makes the economic situation in the country more vulnerable if the external factors worsen. That is why the Accounts Chamber of the Russian Federation has already noted in its reports the necessity of establishing a uniform system of external borrowings monitoring (including the private sector and entities with a high percentage of public share in their capitals) to carry out a well-grounded estimation of the status of debt stability of the Russian Federation. As a result, the necessity of establishing such a system was formulated by the Government as an objective in the Main Trends of the Debt Policy for the years to come. 

It seems to us that this issue requires further studying in terms of the influence of the contingent debt on the debt stability, as well as to for the possible determination of debt stability indicators with regard to the “unforeseen debt” factor. 
We think that in order to carry out a more correct estimation of debt stability of the state categories of debt that shall be taken into account when calculating certain debt indicators, must be defined more clearly; it is also to be understood whether such analysis should consider any categories of unforeseen debt, external corporate obligations and so on, which means that certain basic standards are needed. In our opinion, the need for developing concrete recommendations, possibly on the part of the Committee, concerning the determination of the aggregate debt and uniform approaches for calculating debt indicators is presently rather urgent. In case the raised issues are of broad interest, they might be a subject for a study within the framework of the Committee’s further activity.

Finally, I would also like to touch upon one more problem, which is urgent for us. Each year, more and more attention is paid in Russia to issues concerning operational management of the public debt, including using derivative debt instruments (futures, options and others). According to our estimations, as the debt management technology develops and improves, the amounts of operations using such instruments will only increase. In this context, we would like to make a request to consider the possibility of developing specialized training programs devoted to this topic within IDI framework for supreme audit institutions of the CIS countries. 

Thank you for your attention.








































































