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Abstract

Both the domestic and the foreign debt are strongly related to many economic variables
that are considered a part of the fiscal and real sectors of the national economy. The
continuous increase in the debt from year to another and passing what can be called the
critical level may lead to fiscal unsustainability which might affect other fiscal and non-
fiscal variables leading in the end to fiscal and economic instability. On one hand, it
appears that the budget deficit is the major cause of the domestic debt while, on the
other hand, it appears that the lack of savings and its effects on the balance of payments
is the reason behind the occurrence of foreign debt. In some economic studies, it was
dealt with each kind of debt separately while in this research paper we will deal with
both as two phenomena linked to each other and to other economic and fiscal variables
aiming at creating an indicator which we can call fiscal sustainability and solvency.
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