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The rise in public debt
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• Old seesaw: gold 
standard and short-
lived deficits made 
debt very safe

• Gone after 1960 
because: (i) welfare 
state, (ii) great 
inflation, (iii) persistent 
deficits

• Steady rise of debt
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XX1st century debt dynamics
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• Steady rise, no fall, stepping up a ladder

• Conditional on no shocks, no fall in the debt



Public borrowing during the pandemic
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• In 2020, good reasons 
for deficits: tax 
smoothing, stimulus, 
social insurance.

• Ability to borrow: 
those with more debt 
were able to borrow 
more. No signs of 
debt capacity.

• Appetite for it: excess 
savings (and the Fed)
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Moving forward, no limit to public borrowing
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• Tempting to draw that conclusion. See it in Europe’s response to energy crisis

• Laws of accounting:

• Debt Revenue arises from return on public debt (r) being below return on 
private investments (m). United States always had it.

• Debt revenue: The discount the government gets in borrowing rate relative to other 
borrowers in the economy. It saves future taxes to repay a debt that grows at a 
lower rate than market rate. Can be realized if make public loans at market rates. 
Can be implicit if fund a transfer, households can borrow less, they will have debt 
revenue left over after paying taxes to pay public debt in the future.

Increase Public Debt = Primary Deficit + Return Debt + Debt Revenue



The gap in returns: the specialness of debt
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• Government debt 
relative safety

• Government debt 
relative liquidity

• Government debt as 
good collateral

• Government debt as 
store of value for 
foreigners
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Debt revenue
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• We paid for rising 
debt by selling the 
services that debt 
provided.

• Across the world 
demand rose for 
safety, liquidity, 
convenience of US 
Treasuries

• But these have a limit
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Figure 1: The flow budget components as a ratio of GDP for the G-7 countries and the US 
 

 
 
 
3.1 Measuring Debt Revenue as a Residual 
 
In a series of inspiring articles, Jiang et al. (2019, 2020, 2021) measured the expected present value of 
primary balances using the returns to private investment as the discount rate. They then compared this to 
the public debt outstanding, for the United States, and for many countries in the eurozone. Because the 
difference between the two in the government budget constraint is the debt revenue term, this provides 
an approach to measure it as a residual. 
 
To do so, one must have measures of expected future balances and measures of the returns to private 
investment. For the first, Jiang et al. (2019) use past behavior captured by a regression of US surpluses and 
other fiscal and macroeconomic variables on their past annual values between 1947 and 2019, as well as 
CBO estimates of what future deficits will be. For the second, they use an empirical asset-pricing model 
that can fit the observed returns on stocks and US Treasury bonds during this sample. Their results are 
puzzling: the debt revenue term is 246 percent of GDP on average, a very large number. 
 
There are three reasons for these extreme estimates. First, since the US primary balance has been on 
average negative for the past seven decades, the present value of this average is negative. Second, this 
primary balance is strongly procyclical, as governments run deficits during recessions. This makes it a risky 
flow, that is low when money is more valuable, which pushes down its present value when adjusting for 
risk. Third, because government spending and revenues in the long run move closely with GDP, they carry 
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First limit: inflation
Price stability keeps debt sustainable

• Keeps main source of risk on debt 
returns low

• Long-run prediction: independent 
inflation-targeting central banks 
maximize debt revenue.

• Application: Gains of 2022 are done, 
now come losses from risk premium 

• Trade-off: Delay raising rates in short 
run to keep m-r high in short run can 
erode long-in specialness
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EXECUTIVE SUMMARY

Current Developments
Rising inflation and climbing interest rates have sup-

planted more than a decade of muted inflation and low 
interest rates in many countries. Recession concerns are 
surfacing and geopolitical tensions have increased further as 
Russia’s invasion of Ukraine persists (October 2022 World 
Economic Outlook). Fiscal policy trade-offs are increasingly 
difficult, especially for high-debt countries where responses 
to the COVID-19 pandemic exhausted their fiscal space. 
Households are struggling with elevated food and energy 
prices, raising the risk of social unrest.

A Shifting Landscape Puts Pressure on Budgets

In 2021 and 2022, fiscal deficits have fallen sharply in 
advanced and emerging market economies but remain larger 
than prepandemic levels across income groups (Figure ES.1). 
#e contraction in the average deficit for advanced econo-
mies and emerging market economies (excluding China) 
is notable, reflecting the unwinding of pandemic-related 
measures amid rising inflation. In addition, many oil export-
ers are now running fiscal surpluses because of higher oil 
revenues. Conversely, China’s deficit is projected to widen 
in 2022 as growth slows and inflation remains low. For 
low-income developing countries, which had a relatively 
mild fiscal response to the pandemic, the average deficit has 
barely changed. Compared with 2019, the larger deficits in 
advanced economies and low-income developing countries 
reflect higher spending than three years ago (partly because 
of responses to the food and energy crises), whereas in 
emerging market economies it is mainly because revenues 
have yet to rebound.

Global government debt is projected to be 91 percent of 
GDP in 2022, which is about 7.5 percentage points above 
the prepandemic levels, despite the recent reduction in the 
ratio for many countries (Figure ES.2). Debt decreased 
because of deficit reduction, economic recovery, and infla-
tion shocks (Figure ES.3).

#e sharp rise in food and energy prices also puts pressure 
on government budgets. Food and energy prices remain well 
above prepandemic levels—the UN Food and Agriculture 
Organization’s Food Price Index for August 2022 was 45 per-
cent higher than in 2019. Countries have implemented new 

Figure ES.1. National Budget Balances, by Income Group, 
2019–22
(Percent of GDP)
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Figure ES.2. National Gross Debt and Interest Expense, by
Income Group, 2014–24
(Percent of GDP, weighted averages)
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Second limit: fiscal caution needed
• Can borrow while people think you are safe

• US exorbitant privilege as the safe harbor
• Justified to have more aggressive deficits, 

but also to pay debts faster once crisis over

• Public debt crowds out and in private debt
• Financial development lowers debt revenue 
• Crowd out: Financial repression as coerced 

debt, raise debt revenue, present biases
• Maximizing debt revenue is not maximizing 

social welfare
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More broadly, governments also build resilience by 
acting in several areas, such as strengthening health care 
systems and addressing climate change (Figure 1.1; see 
Box 1.1 for an overview and references).

Governments undertake fiscal policies and provide 
basic public services that attenuate any long-lasting 
harm from crises and ensuing reductions in income 
or employment. !e recent surge in inflation, with 
spikes in food and energy prices, has increased the 
cost of living, particularly for low-income families. 
If safety nets are inadequate and public services such 
as health care or education insufficiently robust, the 
loss of real income or employment from a crisis can 
squeeze household budgets and push a family into a 
poverty trap, with worse health outcomes and curtailed 
school attendance for its children (Bellon, Pizzinelli, 
and Perrelli 2020; Brunnermeier 2021). Likewise, a 
severe fall in demand or loss of access to credit can 
push otherwise viable firms into bankruptcy. Tools that 
counter large drops in income and employment thus 
reduce the likelihood of lifelong harm from a broad set 
of adverse events (Box 1.1).

Fiscal policies have been more active during 
large crises. !e increase in deficits (as a fraction of 
GDP) for each percentage point drop in real GDP 
growth was bigger during the global financial crisis 
and the COVID-19 pandemic than during typical 
recessions (Figure 1.2; Online Annex 1.1). Fiscal 
activism during major crises is even stronger when 
considering fiscal measures that are not immedi-
ately recorded in the deficit, such as government 
loans, guarantees, and equity injections to firms. 
For the global financial crisis, the stronger response 
can be partly explained by the fact that advanced 

economies were more adversely affected and mon-
etary policy was constrained. !e pandemic was 
instead a global shock, and fiscal policy aimed to 
protect lives and livelihoods rather than to sustain 
aggregate demand. Conventional macroeconomic 
policies that stimulate aggregate demand had limited 
capacity to restore employment and income, given 
that health concerns constrained household spend-
ing (Chetty and others 2020; Auerbach and others 
2022). Fiscal responses to major crises were greater 
in advanced economies than in emerging markets or 
low-income countries, likely reflecting easier access 
to financing and perhaps better information about 
recipients of social programs, in view of a smaller 
informal sector. !e more muted deployment of 
fiscal tools in emerging market and developing 
economies was constrained by limited fiscal space. 
!is likely contributed to some scarring in growth 
prospects relative to prepandemic levels (October 
2022 World Economic Outlook).

Several themes emerging from recent major crises 
are relevant to fiscal policies to meet current adversity 
and future challenges.

First, governments deployed a wider range of 
tools during major crises than typical business cycles. 
During the pandemic, they used multiple discretion-
ary measures, including broad-based cash transfers. In 
advanced economies, these measures operated on top 
of already well-established automatic stabilizers, such 

Source: IMF staff.

Figure 1.1. Fiscal Policy Builds Resilience in Several Critical 
Areas

Health care and
pandemic

preparedness 

Equitable access to
opportunities 

Climate adaptation and
natural disasters 

Protection against
large income and 

job losses 

Advanced economies
Emerging market economies
Low-income developing countries

Source: IMF staff estimates (see Online Annex 1.1).
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Conclusions

• Increase in public borrowing in 2020 was culmination of a long trend
• Debt had been rising for a long time, and appetite for it grew during pandemic

• Able to do it because debt revenue had rises
• m-r gap from store of value, safety, collateral, liquidity had risen

• Fiscal capacity should not be taken for granted and will be shrinking 
• Reinforce commitment to price stability, have the fiscal rectitude of having surpluses in non-crises times
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