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1. ,,GOOD” AND ,,BAD” DEBT?



,,Good” debt (government)

Good debt: increases future income and productivity _
* investment in infrastructure (roads, railways, energy) = higher
economic activity, GDP growth (government) The magic word:
* investment in education and human capital = higher ,MULTIPLIER”
economic productivity B (What effect does 1 CZK
 investment in civic infrastructure (government, municipality) of government spending
 digitalisation and greater efficiency of public administration have on GDP?)

= lower future expenditure ~

» countercyclical fiscal policy = supports the economy when it is
weak... and cools it when it overheats

Good debt is borrowed at a “reasonable interest rate” and is
sustainable in the long run (its benefits exceed its costs).

Buzzword ,,INVESTMENT": What is and isn’t an investment?
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,Bad” debt (government)

Bad debt: places a disproportionate future burden on the
government or municipality

financing current consumption with no future benefit
(government, municipality) = blanket, untargeted payments

persistently high structural deficits = systematic spending
beyond revenues (government)

inefficient public investment (,overpriced projects”)
politically motivated expenditure with no return

increasing mandatory expenditure (expenditure arising from
legislation) without funding (government)

Bad debt does not raise the economy’s potential or future tax
revenues; it increases debt without a corresponding benefit and
creates pressure for future tax increases or spending cuts.
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What should we do if we become overindebted?

What TO DO if we become overindebted (generally)?

* (1) cut non-essential expenditure

* (2) increase incomel/revenues
Both can be difficult and painful, whether for an individual,
household, company, municipality or government!

What NOT TO DO, if we become overindebted?

- do not “play dead” or “bury your head in the sand”: procrastination does
not help = it is better to face the truth immediately, reach an agreement with
the bank/creditor and learn from mistakes

« talk to the bank and address the situation (reduce instalments by extending
the debt maturity, request a temporary payment holiday, etc.)

« the financial institution (bank) also has an interest in your repaying the debt...

« Government: here it is more complicated...Let’s take a closer look at this!
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2. DEBT AS AN OPPORTUNITY



Would we be better off without debt? Not always:

Household:

* saving enough to buy a property would be much harder
without a mortgage loan, if possible at all (house prices
may rise faster than wages and salaries)

Company:
« without credit (debt), economic development would be
visibly slower, mainly because of lower investment

Government:

« economic downturns and crises would be deeper (the
government could not act countercyclically)

 capital markets (primary and secondary) would be missing

» public investment in education, research and infrastructure
would be lower, reducing the country’s growth potential
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Would we be better off without debt? Not always...

« Economic fluctuations are unavoidable in a market economy

» Expectations (positive and negative) are a major driver

 Households, companies and municipalities also experience
financial “fluctuations”...

Unsuccessful fiscal policy

Successful fiscal policy

------- Potential output —— GDP (without fiscal policy intervention)
— GDP (procyclical fiscal policy) —— GDP (countercyclical fiscal policy)
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3. DEBT AS A THREAT



\

Debt as a snowball...

Household:

* return < interest rate = a problem (a rental property does not
earn enough to cover repayments) = taking on more debt is not
the solution

Company:

* return < interest rate = a problem (the company does not
generate the expected profit) = taking on more debt is not the
solution

Government:

 interest rate (cost) > GDP growth = a problem = debt
snowballs ’

|
inflation reduces the real value of debt

a rise in interest rates increases debt
not having cash on time (low liquidity) can increase debt
financial leverage increases risk (debt default)
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Each country can ,,carry” a different level of debt... We
do not know exactly how much

Debt of around 150% of GDP = loss of confidence, political instability

Debt of around 90% of GDP = signs of weaker economic growth
Debt of around 60% of GDP = breach of the Maastricht criterion

Debt of 40-50% of GDP (generally a relatively safe zone)
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4. NO DEBT WITHOUT DEFICITS

Example 1: Example 2:
Water tank The Novak family




Relationship between the deficit and debt

R VI
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Relationship between the deficit and debt

PRIMARY DEFICIT INTEREST ON DEBT
Deficit excluding interest Cost of past borrowing

FINANCIAL DISTRESS ZONE
The threshold varies across
countries and over time.

Ty S ——

WATER LEVEL =
DEBT / GDP

DEBT BRAKE

55 %

Legal trigger for
corrective action

PRIMARY in Czechia
SURPLUS
WIDTH = GDP
DEFLATOR

[ Nominal GDP = real GDP x GDP deflator ]
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Debt reduction through nominal GDP growth

(1) as a result of growth in real GDP

BEFORE

Lower water
level = lower
4 debt / GDP

..

(2) as a result of rising prices
BEFORE

| WATER LEVEL =
1~ DEBT / GDP

LENGTH = REAL GDp — UNCHANGED

. AFTER THE DEFLATOR INCREASES

/I

UNCHANGED
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Size matters!

e _ WATER LEVEL =
e — ————— L —— DEBTIGDP
WATER LEVEL =
DEBT / GDP
St
&
S
] |\ J
Y |
The economy is much better placed to fulfil the functions of The economy must be ,running at full speed” to ensure
public finance (allocation, stabilisation and redistribution) that economic growth can cover the current costs
and has the fiscal scope to address unexpected associated with high levels of debt. The economic cycle
fluctuations, crises or other challenges (defence, an ageing will eventually lead to a slowdown, and it is therefore
population, renewable energy sources). essential to consolidate public finances in this situation.
o~
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The NOVAK family: a year of recurring deficits

R Regular income Regular spending excluding Interest . One-off expenditure
e One-off income from casual work (DPP) BBl Mortgage interest: 15 per menth

Boiler repair

B washing
100 machine +16 OPP +18 +20
DPP +12 DFP +15

"
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Balance (CZK thousands)

_15 =
-21
-25 -
-25
January February March April May June July August September October November December
- “Structural” balance -5 ==« Primary “structural” balance 410 = Overall balance

Annual totals: income CZK 885,000 | expenditure CZK 936,000 | balance —CZK 51,000

Manthly regular spending: CZK 60,000 excluding interest + CZK 15,000 interest. The “structural” balance only excludes one-off items.
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400 -
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The NOVAK family: expenditure path from deficit to surplus

=@=Total income B Mortgage interest: 180 per year (15 per month)
E Regular spending excluding interest: household “net expenditure path” Repairs and replacement of equipment
960
936
864 BEBB 912
— =
— =
885 -
Interest 180 Interest 180
Interest 180 nter
Interest 180 Interest 180 Interest 180
+36
+12 +24
0 0
- -5I‘1 1 ] 1 1 1
Base year Year 1 Year 2 Year 3 Year 4 Year 5
Years 1-2: balanced budget Years 3-5: annual savings of CZK 12,000 - 24,000 - 36,000
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5. ECONOMIC THEORY AND
THE LEVEL OF DEBT



More investment today, more consumption tomorrow?

(1)

shou

run a
budg
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The government

. surplus. )
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Id always
balanced
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/Q\ \\\

w \\\ /// U\

N

Do not borrow!

(2)

The government
may borrow in
“bad” times if it
repays debt in

“good” times.
Eime D

Cycle
stabilisation

(3)

The government
may borrow even
in good times, but
only to finance

4

@c;ent.

Oo

(63

Golden rule

(4)

-

The government
may borrow even in
good times because
the future will be

Intergenerational
fairness

(5)

The government cannot
go bankrupt; it can always
repay its debts with newly
created money. It only

gdstylatch inflation./

Manage the economy, not
the budget

Fiscally ,,conservative”
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More investment today, more consumption tomorrow?

(1) Do not borrow! Debt reduction strategy Budget balance >0

(4) Debt for anything Debt/GDP < 60% Deficit < 3% of GDP, with
(e.g. EU, to this day) exceptions during crises (e.g.
Covid)

(hopefully nobody!)
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A creeping imbalance can become a major problem!

B.=(1+r,)B,,-(T,-E))

Bt Bt = (1, —g ) Tt —E¢
t
L (= Yt S (I
| |
‘ Y I r-g differentvial | Primary balance
Change in debt Interest-cost effect
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Nominal debt paths given different assumptions about
economic growth, interest rates and primary balance

Government debt as % of GDP) {4}
180 Debt GDP _ Raal .
trajectory growth interest Primary balance (PE)
(g) rate (r)
150 1 B1 2 1.5 deficit 3 % GDP
B2 2 1 deficit 3 % GDP
120 B3 2 3 deficit 3 % GDP
B4 2 15 consolidation (after 17 years PB=0)
90 4
BS 2 1 consolidation (after 17 years PB=0)
60 . B6 2 3 consolidation (after 17 years PB=0)
B7 3 1.5 deficit 3 % GDP
3g | BE 3 1 deficit 3 % GDP
B9 3 3 deficit 3 % GDP
0 B10 3 1.5 consolidation (after 17 years PB=0)
0 2 4 6 8 1012 1416 18 20 2 24 26 23 30 B11 3 1 consolidation (after 17 years PB=0)
81 B2 =63 B4 B12 3 3 consolidation (after 17 years PB=0)
BS B& —RB7 B8
BY B10 B11 B17 B13 2 2 consolidation (after 17 years FB=0)
—B13 ——B14 B14 2.5 0.5 consolidation (after 11 years PB=-1%)

Source: Komarkova, Dingova and Komarek (2013).
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Debt dynamics (baseline scenario)
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Relationship between the deficit and debt

* Debt is a long-term burden on a country!
* An excessive deficit can be corrected much faster than excessive debt

« There is no universal “red line” for debt, but several general patterns often
apply:
* the stronger and more developed the economy, the higher the level of “stable”
debt it may sustain

 countries issuing a reserve currency tend to enjoy greater confidence and
higher debt capacity

* be wary of foreign-currency debt (devaluation increases the value of the debt
in the national currency):

 a higher share of debt held by residents supports greater debt sustainability,
as do an appropriate maturity structure and interest-rate structure

 r < g = condition for debt sustainability

* Please note: even relatively fiscally responsible governments tend to run up B y
deficits (a phenomenon known as ,deficit bias")

Lubo$ Komarek: Discussing the issue and impact of debt trapping 26



6. PUBLIC FINANCES IN CZECHIA

The public debt of The public budget The government
the Czech Republic is balance is borrowing rate is

44,2 % of cop -2.2 % of GDP 5.24

it is 3,787,253 milion CZK it is -185,469 milion CZK

As of December 2025 As of December 2025 As of September 2026




What makes up PUBLIC FINANCES in Czechia?

S.1311: Central government S$.1313: Local government S.1314: Social security funds
State budget, state funds (e.g. Municipal and regional Health insurance funds’ budgets
State Environmental Fund, budgets, contributory
State Fund for Transport organisations of
Infrastructure), state-funded municipalities and regions
organisations (university (primary and secondary
hospitals, public universities, schools, hospitals, libraries)

public research institutions,
Czech Television, Railway
Administration, National
Development Bank, Czech
Export Bank, EGAP, ,PGRLF*,
etc.)

\—'—I

S.13 GENERAL GOVERNMENT SECTOR
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Breakdown of the general government balance (Czechia)
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Trends in the debt-to-GDP ratio in Czechia and the EU
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7. PUBLIC FINANCES IN THE EU



Euro adoption: Maastricht criteria

Fiscal Monetary
Criteria unchanged -[ * Deficit/GDP * Inflation ]- Criteria change
* Debt/GDP * Interest rates “‘Room for interpretation”
 Exchange rate

Deficit criterion: the annual general government deficit must not exceed 3% of GDP
(2025: 2.2%)

Debt criterion: general government debt must not exceed 60% of GDP, or it must be
declining sufficiently towards that threshold (2025: 44.2%)
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Balance of the general government sector in EU countries (2025)

6 2026: 2.7%
2027: 3.5%
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Source Eurostat (2026); chart CFC..
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General government debt in EU countries (2025)
160

140
120

100

80

% GDP

60

40
20
0

n L =

EE
LU
DK
BG
IE
SE
LT
CZ
NL
LV
MT
EU27
EA20

Source Eurostat (2026); chart CFC.. Lubo$ Komarek: Discussing the issue and impact of debt trapping L o 2
Note: EA20 = euro area countries without Bulgaria 34



8. ROLE OF THE CZECH
FISCAL COUNCIL



Independent fiscal institutions established across the EU

Fiscal councils in Europe Fiscal councils worldwide
(number of countries) (number of countries)

. EU IFl member countries
other countries
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The role of the Czech Fiscal Council IS:

The Czech Fiscal Council is an independent body that monitors, assesses and explains the
state of public finances to help ensure that Czechia does not become indebted in an
unsustainable way. In particular, the Council carries out:

1. Assessment of the long-term sustainability of public finances
« The Council regularly assesses whether public finances (central government, municipalities,
regions and other institutions) are sustainable in the long term

2. Monitoring compliance with fiscal rules
* Debt brake: 55% of GDP
* Primary structural balance of public finances, net expenditure path (Act No. 23/2017 Caoll.,
Fiscal-Structural Plan of the Czech Republic for 2027-2030 period)
* Rules for local and regional governments: debt should not exceed 60% of average revenues
over the previous four years

3. Issuing opinions and reports
* Report on the long-term sustainability of public finances
» Opinions on the draft state budget, developments in the general government sector and the
setting of fiscal and budgetary policy
» Regular fiscal-policy analyses
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The role of the Czech Fiscal Council IS NOT:

The Czech Fiscal Council should not decide, politicise or implement policy, but only
independently and professionally assess the state of public finances and highlight
risks to their development. The Council:

1. It does not decide fiscal policy
* The Council is neither the government nor the Ministry of Finance

2. It does not replace democratic politics
» Fiscal policy is the outcome of political decision-making arising from elections

3. It must not be politically involved

* Independence is its main asset; it must not support specific political parties or a government
it “favours”
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Thank you for your attention...

Prof. Lubos Komarek
Member of the Czech Fiscal Council

Institute of Economic Studies, Faculty of Social Sciences,
Charles University, Prague

lubos.komarek@unrr.cz
linkedin.com/in/lubos-komarek-2237886
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Glossary of Terms

Balance = revenue - expenditure

Primary balance = balance — interest expenditure

State budget (cash basis) General government (accrual basis)

Balance = revenue - expenditure
[Maastricht deficit criterion: < 3% of GDP]

Primary balance = balance — interest expenditure

Cyclically adjusted balance = balance at potential
output (including one-off and temporary measures)

Cyclically adjusted primary balance = cyclically
adjusted balance — interest expenditure

Structural balance = cyclically adjusted balance - the
impact of one-off and temporary measures

Structural primary balance = structural balance —
interest expenditure

The main difference between the accrual-based and cash-based balances of the state budget lies in the point at which
revenue and expenditure are recorded. Whilst the cash-based balance tracks the actual movement of money in accounts, the
accrual-based balance records economic events at the time they actually occurred, regardless of when payment is made.

It is also necessary to distinguish between transactions involving EU funds and those that do not.
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