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An empirical analysis of public debt sustainability in the OECD countries

: Evidence from the quantile unit root test
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Abstract

The aftermath of 2008 financial crisis forces governments all over the world to stimulate
the economy by large loans. However, such expansion fiscal policy results in a rapid
accumulation of public debt. Past literature generally investigates the issue of fiscal
sustainability by using linear framework where a basic and common assumption is that
economic time series is characterized by symmetric dynamic behavior and normal distribution;
however recent studies of fiscal sustainability emphasize the importance of non-linear
behavior. To this end, this thesis reexamines the behavior of public debt in selected OECD
countries, spanning from 1977 to 2010, with the new quantile unit root test of Koenker and
Xiao (2004).

Our empirical evidence shows that the public debt of governments not only exhibits
mean reversion but also an asymmetric dynamic adjustment behavior. In details, at the lower
guantiles, a mean reversion behavior is found as the negative shock hits the public debt series,
indicating the sustainability of the government’s fiscal policy. On the contrary, unit-root
behavior is found at the upper quantiles when the positive shock hit the series, showing the
tendency of the lack of sustainability in the governmental fiscal policy. We also provide some
important implications to the financial authority that if the government debt-to-GDP ratio
reaches a certain threshold level, the government should be alert and examines the current

fiscal policy with great caution to reach a long-run financial equilibrium.

Keywords : Fiscal sustainability ; Intertemporal budget constraint ; Quantile unit root test
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