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ported by the practice in Lithuania), the scope for reliance
upon the state compulsion defence seems minimal, while
in US the immunity of competition policy was treated as de
facto automatic in the presence of sectoral regulation. In
these circumstances the EU gives a strong preference to
the industrial policy over the benefits for the customers or
to the long-term over the short-term objectives, i.e. possibly
the higher retail prices because of the need to foster com-
petition. While the US experience raises the doubts
whether the automatic regulatory immunity afforded in Lin-
kLine will be challenged going forward, given that the ex-
pansion of economic regulation will result in a correlating
elimination of competition policy.

In the EU the concurrent application of the competition pol-
icy and sector-specific regulation and relevant issues can be
explained by the different way of the implementation. In the
EU the competition law is the law of the constitutional level
and is directly adopted and applied in national legislation of
the member states. Whereas the regulation (emerging from
the liberalization framework) is implemented trough the direc-
tives and member states has a certain level of discretion to
alter it when applying to the local sectors.

In this respect the tough application of competition pol-
icy may seem necessary to finish the liberalisation of net-
work sectors and attempt to create an internal market. As
the application of competition policy and law is fundamental
there is a need to adapt the regulatory policies respec-
tively. Accordingly a more active involvement of competi-
tion authorities to the regulation activities may seem bene-
ficial. One of the possible solutions would be implemented
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firstly by aggregation of different sector regulators to one
institution. The next step further would be the merger of
sector regulators and a competition authority (already im-
plemented in some countries).
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THE SOCIAL CONSEQUENSES OF THE PUBLIC DEBT INCREASE
IN THE DEVELOPED AND EMERGING ECONOMIES

HocnidxxeHo ocHoeHI coyianbHi Hacnidku 36inbweHHs1 depxasHo20 6op2y e 3asexxHocmi 8i0 pieHsI eKOHOMIYHO20 PO38UMKY
KpaiHu i pieHs1 3a6op2osaHocmi. BusienneHo HeniHiliHUlU 38'sA30K MiX pieHeM 3abop2osaHocmi ma obcsi2coM depxasHUX sumpam
Ha oxopoHy 300po8’s Ui oceimy sik 8 po38UHEHUX KpaiHax, mak i 8 kpaiHax, ujo po3eusaromscs. PieeHb ¢hiHaHCyeaHHs cucmemu
0XOpOHU 330p08°'s 8 HUX 3MeHWYyMbCS, Konu dep)xasHuli 6ope nepesuuye 90% ma 60% BBI1 eidnogioHo. O6csie depxasHuUX
eumpam Ha oceimy rnoYyuHae CKopo4Yyyeamuch, KOJlu pieeHb 3abopz2oeaHocmi docsizae 60% BBII. [poaHanizoeaHo ennue dep-
JXaeHO20 6opay Ha pieeHb 6e3pobimms.

Knroyoei cnoea: depxaesHuli 6ope, pieeHb 6e3pobimmsi, depxxaeHi eumpamu Ha oxopoHy 33opoe'ss ma oceimy.

UccnedosaHb! oCHOBHbIE coyuarnbHble nocsedcmeusi yeenu4eHusi 20cydapcmeeHHo20 dosi2a 8 3a8UCUMOCTIU OM YPOBHSI IKO-
HOMUYECKO20 pa3eumusi cmpaHbl U ypos8Hsi 3adosmkeHHocmu. BbisieneHa HenuHeliHasi cesisb Mexdy ypoeHeM 3ado/mKeHHoCcmu u
2ocydapcmeeHHbIMU pacxodamMu Ha 30pasooxpaHeHue U o6pa3oeaHue Kak e pa3eumbiX, mak U e pa3euearoWuxcs cmpaHax. Ypo-
8eHb (bUHaHCUpoeaHUs cucmeMbl 30pasoOoXPaHeHUs1 8 HUX YMeHblwalomcesi, koeda 2ocydapcmeeHHbili done npeebiwaem 90% u
60% BBI1 coomeemcmeeHHo. O6beMm 2ocydapcmeeHHbIX pacxodoe Ha obpa3oeaHue Ha4YuHaem coOKpauwjambcsi, ko20a ypoeeHb
3adomkeHHocmu docmuaaem 60% BBI1. [[poaHanu3uposaHo eusiHue 20cydapcmeeHHo20 dosiza Ha yposeHb 6e3pabomuysbi.

Knroyeenie croea: 2ocydapcmeeHHbIl done, ypoeeHb 6e3pabomuubl, 20cydapcmeeHHble pacxodbl Ha 30pagooxpaHeHue u
obpasoeaHue.

Certain social consequences of the government debt increase are examined depending on the income and debt-to-GDP ratio
level of the country. Nonlinear link between the government debt and the public expenditures on healthcare and education are
revealed both in the developed and emerging markets. The public healthcare spending starts to decrease when the public debt
exceeds 60% and 90% of GDP in the emerging and developed economies respectively. The expenditures on education diminish
after debt-to-GDP ratio reaches 60%. The unemployment rate augments with the growth of the state debt.

Keywords: public debt, unemployment rate, public health expenditures, public expenditures on education.

The purpose of the paper is to provide detailed analysis
of the influence of public debt on the government expendi-
tures on healthcare and education as well as its correlation
with unemployment rate.

The government debt increase may result in reduction of
the public expenditures on education, healthcare and other
social services by creating additional burden on the state
budget related to the debt servicing. Many factors define the
existence of such influence and the degree of its intensity.
First of all it is the level of country's economic development
and the level of public debt. The way in which those factors
are matched defines, in turn, the cost of debt service and

new borrowings, the interest and tax rates, the volume of
foreign direct investments inflow etc. Therefore the analysis
of the social consequences of the public debt increase
should be performed for the various country groups, classed
by their economic development and public debt level.

There is a wide range of literature dealing with the in-
fluence of the public debt on the national economies.
Among the main channels through which high debt ad-
versely affects the economy are: capital accumulation and
growth constraining via higher long-term interest rates [1,
9]; future distortionary taxation [3, 7], inflation [2, 5, 13].
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Despite these studies, the impact of the high public
debt on government's capability to provide social services
(education, healthcare, housing etc.) has not been system-
atically analyzed. The purpose of the paper is to provide
detailed analysis of the influence of public debt on the gov-
ernment expenditures on healthcare and education as well
as its correlation with unemployment rate.

Countries are grouped into four categories by debt-to-
GDP ratio: 30 percent (low debt), 30-60 percent (medium

debt), 60-90 percent (high debt), and above 90 percent
(very high debt). Such grouping is made for both developed
and emerging markets and includes data on 33 countries
over the period of 1980-2010 and 69 countries over the
period of 1990-2010 respectively. Table 1 contains arith-
metical averages of the main indicators of the social and
economic development for all groups of countries.

Table 1. Dependence of the main social and economic indicators on the public debt level

Developed countries

Public debt,% GDP <30 30-60 60-90 >90

Public health expenditures, % GDP 5,26 6,14 6,18 5,45
Public expenditures on education, % GDP 4,91 5,64 5,59 4,49
Unemployment rate, % 5,89 6,75 6,72 7,64

Emerging markets

Public health expenditures, % GDP 2,78 2,97 2,7 2,26
Public expenditures on education, % GDP 4,41 4,73 4,63 3,75
Unemployment rate, % 7,5 9,66 10,89 9,92
Average years of total schooling, age 15+ 6,5 7 6 5

Source: calculated by author using World Economic Outlook Database, World Development Indicators & Global Development Finance

statistics, Barro-Lee Dataset

The link between the government debt and the public
expenditures on healthcare and education is estimated to
be nonlinear both in the developed and emerging markets.
Nevertheless there are significant differences. The most
sensitive to the growth of public debt is the volume of
healthcare expenditures in the emerging economies (figure
1, left scale). It decreases drastically when the public debt
exceeds 60% of GDP.
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Fig. 1. Public spending on health
and education depending
on the state debt level in developing
and emerging markets

Source: World Development Indicators & Global Development
Finance, Barro-Lee Dataset, authorial calculation

Figure 2 shows that advanced countries' government
healthcare expenditures start to decline when the debt
level exceeds 90% of GDP. It is remarkable that even in
the highly indebted developed countries healthcare ex-
penditures stay at higher level than in the countries with
low debt.
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Fig. 2. Public spending on health and education depending
on the state debt level in advanced economies

Source: World Development Indicators & Global Development
Finance, Barro-Lee Dataset, authorial calculation

Changes in the level of the public debt affect the gov-
ernment spending on education in the same way for both the
developed and emerging economies: they increase till the
public debt reaches 60% of GDP and start to diminish after-
wards. Countries from the very high debt level group dem-
onstrate the least government spending on education. There
is direct correlation between the level of the public debt and
the average years of total schooling in the developing coun-
tries that indicates the lack of financing of their education
systems. The average duration of total schooling in the most
indebted developing countries is equal to 5 years.

It is remarkable that public spending on education is
larger than on healthcare in the emerging economies and
vice versa in the developed countries. It may be ex-
plained by the differences in the demographic structure of
these groups of countries. For example, the average
share of children under age 14 was equal to 43% of the
total population in the heavily indebted poor countries in
2010, whereas the share of people over 65 was only 3%.
In the developed countries the percentage was 17,5%
and 15,6% respectively.

The influence of the public debt on the employment rate
is negative as well. Moreover in developing and emerging
economies such influence is much stronger. Countries of
this group with the state debt at level of 60-90% of GPD
are characterized by the maximal rate of unemployment.
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Meanwhile the states with the maximal debt burden and
consequently the lowest rates of economic growth and
living standards typically have rather lower unemployment
rates (see fig. 3). This can be explained by the readiness of
the population to work under any conditions and for any
salary as the social security system is unable to ensure
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normal existence for unemployed. Taking into considera-
tion that such problem does not exist in the most devel-
oped countries the unemployment rate there is directly
correlated with the public debt level and consequently in-
versely correlated with the economic growth.
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Fig. 3. Unemployment rate depending on the public debt level in emerging and advanced economies

Source: calculated by author using World Economic Outlook Database, World Development Indicators & Global Development Finance

statistics

The influence of the state debt on the salary
D.W. Elmendorf and N.G. Mankiw relate to the reduction of
the capital accumulation: "With less capital available, the
marginal product of capital will be higher, raising the inter-
est rate and the return earned by each unit of capital. At
the same time, labor productivity would be lower, thereby
reducing the average real wage and total labor income".
[9, P.12] It may be assumed that decrease of the actual
wages caused by the increase of the public debt stimulates
great number of employees in the economically developed
countries to quit their job: they prefer unemployment com-
pensation and free time to the full employment and the low
labor income. The situation can also be explained by the
fact that the increase of the debt burden compels the gov-
ernments to augment tax rates. This in particular negatively
influences small and medium businesses which in contrast
to corporations do not have the possibilities for the effective
tax management. At any case the unemployment rate in
the economically developed states with the different levels
of the state debt ranges within 1.75 percentage points.
Meanwhile for developing and emerging markets this indi-
cator is 3.4 p.p. meaning that the employment sensitivity to
the changes of the level of the debt burden for this group of
countries is almost twice as much.

Conclusions. The public debt negatively influences the
social and economic indicators of the states with the different
levels of economic development. The intensity of such influ-
ence depends on the debt level. The expenditures on the
healthcare are the most sensitive to the increase of the state
debt in developing and emerging economies. By contrast in
the economically developed countries such expenditures
increase along with the state debt. Lack of funding for the
educational system in developing countries related to the
high cost of the debt servicing is manifested in the reduction
of the average years of schooling. The unemployment rate

augments with the growth of the state debt, meanwhile in
developing and emerging markets with the debt burden of
over 90% of GDP it slightly decreases that can be explained
by the poor social security for unemployed.
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