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Issue
	The purpose of this briefing note is to notify the Minister of rising sovereign debt levels in advanced economies and to question whether these debt levels are sustainable to allow economic growth for future generations. A big issue facing the government is figuring out how to service previous budget deficits in economic booms without incurring any new debt. These issues must be solved before the sovereign debt held by advanced economies grows too large, and creates a world financial crisis.

Background
· Canadian federal government debt rose from $25 billion in 1975 to $588 billion in 1998. (Mankiw, p.448).
· Fiscal austerity has historically been the solution used by advanced economies to deal with high debt levels. (Nelson, p. 16).
· The global financial crisis of 2008-2009 and the recession that followed it caused large fiscal stimulus programs which included government bailouts of private debt, increased government spending and lower tax receipts. (Nelson, p.11)
· American Recovery and Reinvestment Act was a stimulus program signed by Obama in 2009 worth $831 Billion, or almost 6% of American GDP for that year. (The Economist, 2013).
· Governments of advanced economies that attending the G-20 Summit in June 2010, in Toronto, pledged to halve budget deficits by 2013 and stabilize/reduce government debt-to-GDP ratio by 2016. (Nelson, p. 16)
· In 2012, the advanced economies with the highest gross general government debt levels were Japan with 237% of GDP, followed by Greece at 171% of GDP, then Italy with about 150% of GDP. (Nelson, p.11)

Economic Analysis
· Canadian provinces and municipalities need to spend 1.5% of their GDP annually in order to stabilize debt levels. (Curry, 2016).
· Servicing debt is beneficial to any economy because it salvages their credit reputation, and further enables them to borrow at affordable interest rates.
· Higher interest rates represent a higher risk associated with lending to a certain country, caused by the uncertainty that the country will be able to repay the loan.
· High debt levels are a concern because they make governments vulnerable to unexpected and quick changes in investor behavior. (Nelson, p. 17).
· As long as a country’s income is growing faster than their debt, then they can continue to service their debt without making any changes.
· Canadian federal debt levels reached $490 billion in 2008
· Economic growth is a good way to reduce sovereign debt, but high debt levels can run up interest rates, which could discourage investment by private firms, which would not be good for growth.
· Debt has grown since the 1970s due to policymakers failing to use economic booms to pay down debt that has been taken on during economic recessions.

Risk Analysis
· High debt levels cause higher interest rates, which slows down growth within an economy.
· High debt and high interest rates could lower investor confidence in an economy, lowering its growth.
· Taking on debt for consumption purposes shifts those costs to future generations of taxpayers.
· A country with a high debt level may not be able to fund necessary costs in the case of a financial crisis and could be forced to default.
· When debt levels are high, money is directed to servicing that debt instead of being spent on social programs like healthcare and education.

Option Analysis
· Fiscal consolidation is the use of fiscal policy by a government, either by increasing taxes or decreasing government spending, to decrease its debt levels and spark growth in an economy. (Nelson, p. 12)
· Debt restructuring is when a government renegotiates the terms of its debts in order to make them more manageable. This is done by extending repayment periods, lowering the interest rate, or by lowering the balance owed on the loan. (Nelson, p.13)
· Inflation can be used, if the debt is held in the country’s domestic currency, to reduce the real value of the loan. Inflation lowers amounts of goods and services that can be purchased from the real value of the loan. (Nelson, p. 14)
· Increasing growth in an economy lowers that economy’s debt-to-GDP ratio and is seen as an effective way of reducing high debt levels. (Nelson, p.15)
· [bookmark: _GoBack]Governments can force domestic investors to buy government bonds financial repression policies at artificially low or negative interest rates. These negative interest rates lower an economy’s debt-to-GDP ratio. (Nelson, p.16)

Analysis of the Proposal
	Strengths
· The paper titled “Sovereign Debt in Advanced Economies: Overview and Issues for Congress” clearly outlines the current financial position of several advanced economies.
· The paper explains what causes debt to grow, and what can be done to reduce it.
· It talks about specific policies that can be used to reduce sovereign debt.
	Weaknesses
· The paper does not specifically explain who bears the costs when fiscal austerity or other measures are taken into effect to reduce government debt levels.
· It also did not adequately explain how to go about issuing any of these policies in order to pull a country out of debt.

Personal Recommendations
· Increase the presence of the International Monetary Fund and the World Bank on sovereign debt levels, in an attempt to increase accountability for inter-government lending and repayment
· Have institutions like the International Monetary Fund (IMF) and the World Bank act as intermediaries for creditors and debtors, ensuring regular repayments and a constant decrease in the debt-to-GDP ratio of many advanced economies.
· Expansionary fiscal policies, such as the encouragement of advanced economies to pursue more expansionary action, in advanced economies without a lot of debt, could offset the negative growth effects of austerity in advanced economies who do have higher levels of debt.
· Increasing investment by domestic firms would increase economic growth within that economy and could be done through the use of financial repression. This economic growth would help to lower the debt levels within that economy and would help to lower interest rates, which would further encourage domestic investment.
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