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ABSTRACT

We study economic growth and inflation at different levels of government and external debt. Our analysis
is based on new data on forty-four countries spanning about two hundred years. The dataset incorporates
over 3,700 annual observations covering awide range of political systems, ingtitutions, exchange rate
arrangements, and historic circumstances. Our main findings are: First, the relationship between
government debt and real GDP growth isweak for debt/GDP ratios below athreshold of 90 percent of
GDP. Above 90 percent, median growth rates fall by one percent, and average growth falls considerably
more. We find that the threshold for public debt is similar in advanced and emerging economies. Second,
emerging markets face lower thresholds for external debt (public and private)}—which is usually
denominated in aforeign currency. When external debt reaches 60 percent of GDP, annual growth
declines by about two percent; for higher levels, growth rates are roughly cut in half. Third, thereisno
apparent contemporaneous link between inflation and public debt levels for the advanced countries as a
group (some countries, such as the United States, have experienced higher inflation when debt/GDP is
high). The story is entirely different for emerging markets, where inflation rises sharply as debt increases.



