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Abstract

In current economic conditions, in full financial crisis, many world
state governments looked for external funding to cover budgetary deficits,
fact that led to explosive external debt of these states. The state must
accomplish its objectives. For overtaking each economic, industrial, cultural,
political, technical sector needs, needs financial resources; but not always
the state internal financial resources cover entirely financial needs.

Therefore, each state needs to apply for external or internal loans.
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1. Introduction

This paper briefly presents the concept of pubibtdoffering at the same
time a short analysis of the evolution of the caic@ Romania. In a market
economy in a continuous movement but also in tlesgmt economic and financial
context, public debt exists and is ever growing.

The state can be compared with a person. Therigayaihy other individual,
the state has specific needs; needs that comedHoatime subordinate sectors. For
fulfilling all the requirements, the state first aus resources, rather financial
resources. If it could answer to all the requiretmen each domain everybody
would be content; but it appears the everlastingliodb needs-resources. The need,
in the economical sense, represents material mgemts of goods and services, at
various stages of activity development, of peoplesl and activities. Therefore, its
gratification presumes goods and services consuniihg resources represent all
the elements that can be used for production ofem@htgoods and services
calculated for needs gratifications. Financial tgses, as good as other resources
are limited comparative with needs. Thereby, statist appeal to multiple means
for answering, to some extent, to its requireme@tse of the solutions is the state
internal or external loans contractions.
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2. General aspects of public debt

According to law no. 313/2004 - the law regardingpblfc debt —, the
governmental public debt designate the integralftinternal or external financial
obligations of the state at specified moment okticoming from contracted loans
direct or certified by the Government through thimistry of Finance in the name
of Romania from the financial markets. In the sdaweit is specified the fact that
all the internal or external obligations, contractey the local public authorities,
from the financial markets, compose the local publebt. Thus, the public debt
contains governmental public debt and local puthdibt.

Generally, the state is borrowing to complete rmitiresources: taxes,
contributions and other taxes deductible; wherag hot enough cash in treasury
for making its outstanding payments to subordinddeains. Thus, when the
incomes are insufficient to cover the costs, tteestppeals to such loans for
balancing the state budget. In our country, theeguwent is authorized to contract
internal or external loans for different purposeshsas:

a) needs financing at short notice of the state bydget

b) state budgetary deficit financing;

c) governmental loans liquidation and amortizationg aedemption of
unpaid debts;

d) interest payment but also of other costs relaiguublic debt.

There are more concepts that define public debh.térhereby, we can
analyze floating public debt as being at short geogpublic debt and contains
contracted loans on periods up to one year, inrddeover the downs generated
by the differences in time of the income with thelgetary expenses; consolidated
public debt as being the totality of the debts Itegufrom the state budget
contracted for medium and long term, but also efdkbts that have arisen from
terms extensions of loans returning which meansiumecnd long term public
dept.

In terms of creditor quality, the public debt cam gross debt, designating
loans total value, wherever these are placed amndcouigic debt which do not
contain loan value placed in governmental instiusi

Public debt increases every time whenever a budgedeficit is funded by
the contracted loans.

The state procure its needed both inside and @utsidncial resources. So
we have an internal public debt and an externalipdebt.

For Romania, internal public debt has as activitject the financial tools:
bonds, government papers, treasury certificatesalsot the state loans contracted
at the Romanian credit institutions or from difigrgovernmental agencies.

Regarding the external debt, in the most part itstgis in borrowing from
other states governments, foreign banks and differegional or international
financial institutions.

Maastricht Treaty, which builds the European Uniseis the economic
criteria by a state can join forum. One convergeoagteria, in financial field,
concerned the indebtedness of relative stateptieshad to be less than 60% of the
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State Gross Domestic Product. Romania has fulfttési criterion. By reference to

the percentage of public debt to GDP, note th&d @&most nonexistent in 1990,
approximately 0.9%, then gradually increased in2f¥xaching the percentage of
28.5%, while the end of 2009 public debt to GDRoredached a value of 29.29%.
The following table shows the public debt ratic2BP after 1990:

Table 1
Share of total public debt to GDP 1990-2009

Year Public debt ratio to GDP (%)
1990 0,9

1992 20,4

1994 17,5

1996 27,8

1998 27,6

2000 31,4

2002 28,5

2004 22,5

2006 20,4

2008 21,8

2009 29,29

Source: calculating on the Ministry of Finance data.

Although the share of public debt to GDP increasethe last 3 years, it is
worth remembering the 7.49% percentage increagmilolic debt in 2009 against
2008, due to contracting loans from the Internatiddonetary Fund and from
European Union but internal loans based on bongessas well. There is a better
situation in Romania than in other EU countriesywasare not expected to exceed
the 60% GDP level, which is the maximum permissiméue for the European
Union members.

Among European Union countries according to somesmitted data by the
de Organization for Economic Cooperation and Dguwalent (OECD), regarding
debt ratio, the following states are in a bad situa

* Italy — with a debt ratio to GDP of 127,2%, is &ird place in the top of
World’s Biggest Debtor States.

» Greece — with a debt ratio to GDP of 123,3%, igcamth place in the same
OECD top.

 Belgium — with a debt ratio of 105,2% is on fiftkape.

* France — falls below percentage of 100%, so inctee of this state the
debt ratio is 92,5%.

Compared to the above data, Romania looks goodtheutfact that the
Romanian government loans to cover current needs &s budget system regular
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salary and pension payment instead of, for examplesting in infrastructure or
other priority objectives is worrying.

3. External public debt — total public debt component

According to law no. 313/2004 - law regarding poldiebt — the external
governmental public debt designates all financlalgations of the state coming
from contracted loans direct or certified by thev&mment from persons or
corporate body non-resident in Romania.

External public debt can be contracted directlyth®y state or certified in the
state’s name or account in order. To assess ektdefd level characteristic to a
state and for making international comparisons betwstates a number of
indicators are used. Among them the most impodeat

—external public debt in year ... (EPD);

— external public debt service (EPDS);

—external public debt ratio to GDP;

—ratio between external debt and export goods.

External public debt service represents all paymamising from external
public debt repayment, outstanding rates, inteceshmissions, etc.

Another analysis indicator of external public delidsthe ratio between
external debt and export trade that shows how rtinghis necessary to refund the
state’s debt based on currency received from alsakes of goods and services.

The most used indicator is the debt service rateclwis calculated as the
debt service ratio that holds in external reverafdhe state, respectively:

Rye= E *100;
VE

where: Rde — Debt service external rate;
SDE — External debt service;
VE — Foreign income.

The year 2010 brings a debt crisis in the wholeoeanea. All euro area
countries were overly indebted; so the public deld#uro area reaches 84% from
GDP when the maximum is 60%.

In current economical conditions, in full financi@isis, many of the world’s
states governments looked for external fundingdeec budgetary deficits, fact
that conducted to explosive external debt of ttetates. World Bank published in
2009, top 20 The World’s Biggest Debtor Nations.

In the next table (table 2) are presented the vetuai external public debt in
Gross Domestic Product of top 20 The World's Bigdasbtor Nations.
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The World's Biggest Debtor Nations 2009

Table 2

Nation External Debt GDP 2009 External debt
(as % of GDP)

Ireland 2.39 trillion USD 77.3 billion USD 1,352%
United Kingdom 9.26 trillion USD 2.17 trillion USD 427.6%
Netherlands 2.58 trillion USD 652 billion USD 39%6
Switzerland 1.23 trillion USD 316.1billion USD 390%
Belgium 1.32 trillion USD 381.4 billion USD 345.6%
Denmark 627.6 billion USD 99.1 billion USD 315.2%
Sweden 916.42 billion USD 333.2 hillion USD 275%
Austria 869.13 billion USD 323.2 billion USD 268.9%
France 5.22 trillion USD 2.11 trillion USD 247.2%
Portugal 538.1 billion USD 232.4 billion USD 231.5%
Hong Kong 659.27 billion USDO 301.3 billion USD 2880
Norway 577.80 billion USD| 276.5 billion USD 208.9%
Finland 376.8 billion USD 183.1 billion USD 205.7%
Germany 5.33 trillion USD 2.81 trillion USD 189.4%
Spain 2.53 trillion USD 1.37 trillion USD 184.7%
Greece 594.60 billion USD 339.2 hillion USD 175.3%
Italy 2.71 trillion USD 1.76 trillion USD 154.6%
Hungary 231.33 billion USD 186.3 billion USD 124.2%
Australia 891.26 billion USD 819 billion USD 108.8%
United States 13.67 trillion USD 14.25 trillion USD 95.9%

Source: www.cnbc.com.

Regarding Romania, the external public debt coeSnto be a main
component of the total public debt. Thereby, in 1890-1995 period Romanian
authorities’ constantly turned to foreign loansctwver budgetary deficits; in 1990
the external public debt ratio to gross domestmdpct (GDP) was 0.9% and in
1996 this ratio increased at 22.8%. Afterwardghatsame time with the decrease
of the state’s rating given by international ageacRomanian authorities quit the
foreign loans and the focus is on the internal $o&ince the year 2000 Romania is
gradually returning to foreign loans. During theD@2003 period the relationship
between external and internal debt was increased 156,66% in 2000, to 292,44,
which shows a much slower growth of the internaljpudebt than the external
one. Overall, during the 1990-2009 period, forgigiblic debt was 60% from the
total public debt, while the internal public deldsjust 40%.
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Graph 1
External debt ratio evolution from GDP between 2002009
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Since 2000, when the external debt ratio in GDP meagsstering a value of
22.2% and until 2002 when the percent got to 21 1B foreign debt registered a
decline. Besides this period of evolution, the mdaé debt ratio evolution is a
progressive one.

4. Conclusions

Although in the recent years (2007-2009) the puddébt just exploded, the
main public indebtedness indicators calculated shivat Romania has a
sustainable debt. Romania’s public debt is low camag with other countries’
debt, but it will continue to grow; this is one thfe reasons why the state must
strengthen the system of taxes to reduce futuregétudeficits, 3% of GDP
according to the conditions set by the Maastrigiealy.

The Romanian public debt is fitting into the maximwf 60% from the
GDP; this limit is characteristic for UE memberates and was established by the
Maastricht Treaty. At the end of 2009, the Romarpablic debt is registering a
value of 30% from GDP, as shown by the graph below:

Graph 2
Public debt ratios from GDP between 2000-2009
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At the end of 2009, the Romanian public debt rétton GDP is 29.29%.
This ratio is comfortable because a public deli fabm GDP lower than 60% is a
highlight condition for euro taking up.

REFERENCES

» Anghelache, Gabriela, Belean, Pavmanian Public Finance, Economica Publishing
House, Bucharest, 2003.

e Cilin, MagdalenaPublic Debt, Didactia si Pedagogig Publishing House, Bucharest,
2006.

» Hoanta, NicolaeEconomy and Public Finance, Polirom Publishing House, Bucharest,
2000.

« Vacarel, lulian and colab.Public Finance, 6" edition, Didactica si Pedagogica
Publishing House, Bucharest, 2007.

* Marin Dinu, Mereta, Romanian Economy 1990-2000, Economica Publishing House,
Bucharest, 2001.

» 313/2004 law regarding public debt.

* BNR'’s annual reports 2001-2009.

* www.mfinante.ro



