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Key Questions & Definitions

• “National” debt is debt issued by a country that 
controls its money supply

• Has a printing press and can always pay off debt issued in 
its own currency

• Offset to money printing is inflation: Israel, Argentina, 
Zimbabwe

• “Sub-national” debt is debt issued by a “country that 
does not control a printing press:

• Euro crisis in 2011/12 and the PIIGS: Portugal, Italy, 
Ireland, Greece and Spain all of which had huge debt and 
deficit problems, but did not control the Euro so they 
could not inflate their way out of their problems

• Booth, Georgopolous and Hejazi, “What drives 
provincial-Canada yield spreads” Canadian Journal of 
Economics 40-3 , August 2007. (currently being updated)
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Change in Debt

• Debt is not an absolute we relate it to income (or cash flow) 
both for individuals, companies and countries. The logic is 
identical!

• Whether debt as a % of GDP increases or not depends on 
the operating deficit and the interest charges.

• The change in debt at time t (Dt-Dt-1) is simply the operating 
deficit plus the interest charges on the previous period’s 
debt. The operating deficit (Deficit) does not include the 
interest charges

• Determinants of a debt crisis?

11 *   ttt DrDeficitDD
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Basic Relationship

• If we take the previous relationship and divide through by the 
previous period’s GDP (Pt-1)we get

• Defining d as the debt to GDP ratio, OD as the current operating 
deficit to GDP and g as the growth rate in GDP we get

• Rearranging we get
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This is arithmetic not finance or 
economics!
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Operating Deficit

Growth Rate

Interest burden

r-g

Note the interest burden is the real interest rate minus the 
real GDP (or both nominal values). r<g characterises periods 
of “financial repression” (1945-1952)

Size of the existing debt?
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Interest Rate History

Canadian and US Long Term Bond Yields
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US Canada

1995 Canadian austerity 
budget moved Canada into 
surplus 1997

Since 1998 long Canadas have been 
0.31% lower than US Treasuries whereas 
before they were 1.25% more.



BOOTH: Newfoundland 2021

This time around the “flight to quality” from Covid 19 was 

short lived and not as severe as structural recessions.

NFLD is A(S&P), A(low) DBRS, A1 Moody’s
All with negative outlook

Default Spreads Since Dec 1979
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Provincial 30-year Spreads

Ontario, Newfoundland and Corporate A 30 Year Spreads
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Newfoundland’s yields in 1997 look  like a Bloomberg data error

Peak oil prices 
and production

GDP growth slows
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Provincial 10-year Spreads

Ontario, Newfoundland and Corporate A 10 year spreads
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Debt and Deficits (2007 CJE paper)

All values are relative to Canada except extreme. 
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Covid 19 & Fiscal Policy
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Covid 19 & Federal Government 
Borrowing

2021 Debt Management Strategy
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Covid 19 & Bank of Canada

• March 27, 2020 announcement: Bank engages in 
unconventional monetary policy. Over the next month 
it announced:

• $5 billion weekly purchase of Government of Canada 
securities

• $50 billion provincial bonds

• $10 billion corporate bonds

• $36 billion banker’s acceptance

• $3 billion mortgage bonds

• 40% of the weekly Treasury Bills 

• Overnight rate lowered to 0.25%

• Bank is now tapering its bond buying and has stopped 
most of the temporary “liquidity” programs
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Reuters: about $20 trillion increase in liquidity
Most has been recycled as deposits at central 
banks
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Big Question

• What happens when Canadians  draw down their 
excess savings and revert to normal spending patterns 
and go to the banks for more loans?

• An extra $500 billion in deposits at banks implies a 
huge lending capability

• Bonds sold and higher interest rates?

• Increased consumer demand and prices?

• What policy tools does the Bank have to control 
consumer demand driven inflation if it occurs?

• Higher policy rates?

• Quantity restrictions on banks (pre-1999) forcing bank 
holdings of government securities?

• Higher taxes on passive (“unearned”) income?

• 1945-1953 period of financial repression?
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5 C’s of Credit
(applies to all credit)

• Character
• Does the borrower have integrity (impose austerity)?

• Capacity
• Does the borrower have the capacity to generate 

income to pay interest?

• Capital
• Does the borrower have high net worth (wealthy)?

• Collateral
• Are there marketable assets to support the loan?

• Conditions
• Are the financial markets receptive to lending?
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Austerity can work

Canada moved 
into a budget 
surplus by 1997 
and has generally 
had lower interest 
rates than the US 
since then. 
Canada was lucky 
in that it was 
partially bailed 
out by a 
favourable
international 
trading position.


