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Introduction

Chapter’s main theme: there are many ways of measuring government debt
and gauging its sustainability

Three topics in my discussion

1 public sector balance sheet (PSBS)

2 debt structures

3 debt and money
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The balance sheet approach to public finances

Application of PSBS to Finland (Brede and Henn, 2018)
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B.   Evolution of Finland’s Public Sector Net Worth Since 2000 

12.      The historical analysis focuses on the evolution of public sector net worth before, 
during, and after the GFC. We decompose changes in public sector net worth into effects 
due to fiscal balances, investment, and valuation changes for both the general government 
and public corporations; changes in public pension liabilities; and a denominator effect 
resulting from changes in nominal GDP over time. This allows us to identify the main drivers 
and risk exposure of Finland’s fiscal balance sheet over the past 16 years, summarized by 
Figure 3. (Annex figures IV.2-IV.4 provide further detail.)  

13.      Public sector net worth increased considerably from 2000 to 2007 driven by 
fiscal surpluses, but also by net positive valuation changes, which are not typically 
analyzed. From end 2000 to end 2007 net worth increased from 25 to 63 percent of GDP. 
Fiscal surpluses contributed positively, increasing net worth by 25 percent of GDP during 
this period. But elements not typically analyzed made much larger contributions. Positive 
asset valuation changes increased net worth by 47 percent of GDP. This outstripped a rise in 
nominal public pension liabilities of 28 percentage points of GDP. Finally, new public 
investment exceeded depreciation, thereby also making a small positive contribution to net 
worth (Annex Figure IV.2).  

14.      Detailed data are useful to further break down changes in net worth into those 
caused by transactions and by valuation changes (Annex Figure IV.2). Fiscal surpluses 
before 2007 found their reflection in a strengthening financial asset position in general 
government, more so than through reductions in debt. Meanwhile, public corporations 
considerably reduced their financial liabilities. Positive valuation changes materialized in 

Figure 2. Static Public Sector Net Worth, 2016 (Percent of GDP) 
Static public net worth—narrowly defined as contractual obligations—was positive at end 2016. However, the economically more 
relevant measure of static net worth includes pension liabilities for work already performed by private sector employees. If these are 
included, net worth is considerably in negative territory.  

 
Notes: GG= General Government; NFA=Non-financial Assets; FA = Financial Assets; FL = Financial Liabilities. 

The main asset is the PDV of the primary balance

how is net worth from PSBS different from Auerbach and Kotlikoff’s ”fiscal
gap”
difficult to measure
is a negative net worth a better way of conveying the urgency of fiscal reform
than an exploding debt path?
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Debt structures

Since the EM crises of the 1990s it is clear that debt structures are important
to understand crises

Dangerous liability structures lead to financial amplification and self-fulfilling
crises

these can be captured by dynamic stress tests

Dangerous liability structures are there for a reason (Tirole, 2003)

one needs to address underlying frictions that lead to dangerous liability
structures

Olivier Jeanne (Johns Hopkins University)
Arsanalp, Bergthaler, Stokoe and Tieman’s “The Current Landscape (Chapter 2)”



Debt and money

Is money a government liability?

Yes if seigniorage is defined as central bank’s accounting profit; No if
seigniorage is defined as money creation

answer based on the consolidated government intertemporal budget constraint

We need to better understand the monetary backstop to government debt
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