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There is a rich scholarly literature on sovereign default on external debt. Comparatively little is
known about sovereign default on domestic debt. Even today, cross-country data on domestic
public debt remains curiously exotic, particularly prior to the 1980s. We have filled this gap in
the literature by compiling a database on central government public debt (external and domestic).
The data span 1914 to 2007 for most countries, reaching back into the nineteenth century for
many. Our findings on debt sustainability, sovereign defaults, the temptation to inflate, and the
hierarchy of creditors only scratch the surface of what the domestic public debt data can reveal.
First, domestic debt is big—for the 64 countries for which we have long time series, domestic
debt accounts for almost two-thirds of total public debt. For most of the sample, this debt carries
a market interest rate (except for the financial repression era between WWII and financial
liberalization). Second, the data go a long way toward explaining the puzzle of why countries so
often default on their external debts at seemingly low debt thresholds. Third, domestic debt has
largely been ignored in the vast empirical work on inflation. In fact, domestic debt (a significant
portion of which is long term and non-indexed) is often much larger than the monetary base in
the run-up to high-inflation episodes. Last, the widely held view that domestic residents are
strictly junior to external creditors does not find broad support.
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