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Abstract

When properly monitored and kept at levels that can be controlled, debt may actually be beneficial to the expansion and
general health of an economy. On the other hand, very large volumes should be avoided at all costs. When precisely
does it become something that one should want to avoid, if they are already in debt? In order to offer an answer to this
issue, researcher have developed a new dataset that compares the levels of governmental debt, non-financial business
debt, and personal debt in 18 countries that are members of the OECD between the years 1995 - 2022. The notion that
increasing levels of debt hinder economic growth is supported by the findings of the research, which give empirical
evidence for the concept. The level of the national debt should not exceed around 85 percent of GDP as the limit. The
apparent meaning of this fact is that nations that are burdened by debt have a necessity to take immediate and decisive
action in order to remedy their existing economic condition. This is necessary in order to correct their current economic
situation. It is essential for national governments to maintain their debt levels far lower than the thresholds that are
predicted for them, as this will allow them to accumulate the necessary financial cushion to deal with unanticipated
occurrences, which is something that cannot be taken for granted. When researcher takes into account a wide variety of
different types of debt, researcher invariably arrives to the same results. A slowdown in economic activity often occurs
about the time that the level of corporate debt reaches 90 percent of GDP. In addition, researcher argue that the limit for
personal debt should be somewhere around 85% of GDP; nevertheless, the precision of this estimate is rather debatable.
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INTRODUCTION

Taking up debt might have unintended consequences. It is undeniable that, when applied prudently along with
moderation, it improves one's state of well-being. On the other hand, the repercussions of irresponsible or excessive use
are devastating. An excessive amount of debt is one of the primary reasons for both personal bankruptcy and the
collapse of businesses. When a country racks up an excessive amount of debt, it impairs the ability of the government to
provide for the country's citizens. Concern is warranted on account of high levels of existing debt that are showing signs
of further increasing. This has been more and more obvious over the course of the last several years, particularly as the
causes of the financial meltdown that started a decade ago have migrated from private debt to governmental debt. These
concerns are supported by the data, which further supports conducting an all-encompassing investigation into all forms
of non-financial debt, including those held by people, corporations, and governments. The ratio of total debt to gross
domestic product in industrialised nations is currently at 314%, up from 167% in 1995. During the previous 30 years,
this figure has continuously climbed. This equates to an annual gain of more than five percent in GDP. In view of the
current political climate and demographic makeup, it is quite improbable that this trend will soon change. Should
researcher be concerned about this?

What kind of consequences follows a large increase in the amount of debt? When does the impact of its bad effect start
to become significant? The growth of the economy is helped along by finance, which is one of the foundations
supporting modern society. Money and debt are not solutions to the problem of poverty in a country. When people have
the opportunity to borrow money while still setting aside part of the money they earn, they are still able to make
purchases. Companies are able to invest thanks to debt even when their income would typically prevent them from
doing so. When they have a source of finance, government agencies are in a better position to keep the financial system
as a whole from becoming unstable. The taking on of debt, on the other hand, has traditionally been linked to increasing
vulnerability to risk. According to Reinhart and Rogoff's research (2009); greater amounts of debt both enhance the risk
of financial crises and the severity of those crises. This offers compelling support for the contention that it is possible to
amass an excessive amount of debt. If so, at what point? In order to provide a response to this question, researcher will
use an empirical technique. Researcher use a new dataset that covers the level of debt in 18 OECD nations from 1995 to
2022 (mostly based on the movement of funds statistics) to conduct an analysis of the impact that debt has had on the
progression of economic growth. Using the information that researcher have, researcher might investigate the
consequences of public, private, and non-financial company debt separately.
1. Researcher investigates the effect that changes in debt have on development by looking at the variation in debt levels
between countries and over time.
2. The research provides support for the theory that large levels of debts are detrimental to the expansion of a nation's
economy. The interest on the national debt takes up almost 85 percent of GDP. When it comes to company debt, the
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percentage is nearer to 90 percent. In addition, research provides an upper limit for household debt that is about 85%
of GDP; nevertheless, this estimate is rather approximate.

The immediate importance of the discovery in terms of debt reduction is that severely indebted nations should work at
balancing their debt and reducing it to rates that do not hinder development in order to take advantage of the
implications of the findings. It is important for governments to exercise prudence and work towards keeping their debt
levels far lower than the thresholds that have been forecasted. This will ensure that even the most catastrophic events are
difficult to prompt debt to climb to degrees that are detrimental to economic growth.

IMPORTANCE OF DEBT

When it comes to developing a conceptual framework for the study of the economy as its entirety, a macroeconomist
would typically disregard the issue of debt as either unimportant or intractable. This difficulty does not exist in an
economy with a closed market since both assets & liabilities are always in perfect balance there. Problematic due to the
fact that reducing debt entails acknowledging the existence of a world in which the ratio of debt to equity matters on
some level. This requires dealing with issues such as the inherent distinctions among borrowers & lenders; non-linearity,
discontinuities, as well as constraints, in which bankruptcy and limits on financing play a key role; taxation, in which
interest paid to lenders is treated differently than dividends paid to shareholders; borrowers' differences, in which
household, corporate, as well as government debt are all handled separately; and externalities, in which there are times
when financial actor behaviour can have unintended consequences for other parties; and borrowers' differences, The
issue of debt has, for the most part, been brushed over or ignored throughout the progress that has been made in
contemporary macroeconomics over the last fifty years. There were a few notable outliers, but for the most part, the
focus was on a real-world financial system with nominal variables that are difficult to alter, such as prices and salaries.
In his book that was released in 2003, Michael Woodford did an excellent job of synthesising the relevant research. He
constructed an environment in which the performance of a central bank in controlling inflation by means of the
application of short-term statutory interest rates was critical to the expansion of the economy. An inert result of this
process is money, which exists in the guise of the monetary base of the central bank and the liabilities of the banking
system. Given that money does not play an active part in the mainstream paradigm, it has been difficult to include credit
into the framework. Even when the New Keynesian doctrine was being constructed by the mainstream and accepted by
the majority of economists, there was still a nagging fear that the models were missing an essential component. The
empirical and theoretical studies that found that the quantity of debt mattered were located on the perimeter of the
discussion. The theoretical works focused on debt as a core theme. The most recent crises have illuminated the
shortcomings of the received knowledge as well as the advantages of collaborating with persons on the periphery of
society. In order to find a solution to the problem, macroeconomists are presently working nonstop around the clock to
give traditional monetary policy and financial stability policy a similar theoretical underpinning.

PRELIMINARY STUDY OF RISING DEBT

The debt levels of developed countries have skyrocketed during the past three decades. Here, researcher take a quick
look at the current state of personal, non-financial business, and public debt. The following discussion will refer to the
sum of these three sectors' debts as “total non-financial debt.”

AVERAGE NON-FINANCIAL SECTOR DEBT TRENDS

Graph 1 displays the total amount of non-financial market debt in developed nations together with the debt's
classification. In order to emphasise two points: First, looking at the panel on the left, researcher can see that total non-
financial debt, expressed as a component of GDP and the sectors that make up GDP, has been steadily increasing over
the past three decades. The total amount of nonfinancial debt is currently equal to 314% of GDP, up from 167% of GDP
thirty years ago. About 49% of the expansion may be attributed to spending by the government, 42% can be attributed to
spending by businesses, and 56% can be attributed to spending by individual families. The right panel of Graph 1
presents an adjusted for inflation debt index, which offers a slightly unique perspective on the expansion of debt. After
taking into account the effects of inflation, the real amount of corporate debt has risen by a factor of about three, genuine
government debt has raised by about four and a half (at a rate of five percent per year), and real personal debt has raised
by six (at a rate of six and a half percent per year). Real indebtedness in the other industries of wealthy countries has
expanded at an average yearly growth rate of slightly fewer than 410% during the past 30 years. This represents an
increase over the previous level. These panels demonstrate that the growth in non-monetary debt that was a forerunner
to the current crisis is not stuff that has only lately appeared. This is something that was a predecessor to the crisis that is
currently taking place. This is simply the latest phase of the trend that researcher have seen for longer as researcher have
comprehensive data, a tendency that has been driven by significant alterations in the demographic make-up of the
population being studied.
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RESULT & DISCUSSION

According to the data presented in Graph 1, the amount of public debt expressed as a percentage of GDP was relatively
stable from 1995 until about the middle of the preceding decade. In spite of this time of austerity in the public sector, the
amount of personal debt and debt held by companies that are not financial institutions climbed substantially. As seen in
the Graph 1(A), the growth of real household debt more than doubled during the period between 1995 and 2010, far
outpacing the expansion of debt in any other sector of the economy. The build-up of total non-financial debt is not
limited to only a few of the world's most developed economies, as these data show. Instead, this is something that the
vast majority of the 18 countries that researcher researched have in common with one another. The majority of countries
throughout the world have non-financial debt levels that are at or over 300% of their GDP. Japan's level of debt is 450%
of GDP, while that of Belgium, Portugal, and Spain are all above 350%. Even while the majority of countries are seeing
increases in their national debt, not all nations are the same. In a few of European nations, corporate debt accounts for
more than forty percent of the total. (In Belgium, the interior of Norway, Spain, and Sweden, corporate debt accounts
for more than half of the entire amount owed on non-financial obligations.)
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The majority of people living in most communities are members of their own families. Countries such as the
Netherlands, Denmark, and Australia are all good examples. On the other hand, the levels of public debt are a significant
problem for the economies of Japan, Italy, and Greece. In the next section, researcher analyse the premise that the
amount of debt as well as the kind of debt have some influence on the growth of the economy. The fact that the data are
only available going back to 1995 is a significant limitation. However, one need simply research Indian history (for
which huge records are easily accessible) in order to have a handle on the extraordinary extent of the changes that have
occurred over the course of the last three decades. According to what is shown in Graph 1 (B), the proportion of Indian
non-financial debt to GDP stayed essentially the same from the early 1995s through the middle of the 2022s, at a level
of approximately 150%. There have been periods in which the public debt has been relatively low while private debt has
been very high, and vice versa. However, from the middle of the 2010s, both public and private debt levels have been
steadily climbing simultaneously.

OUTCOMES - DEBT'S INFLUENCE ON ECONOMIC GROWTH

In tandem with the expansion of economies over the course of several decades, the accumulation of debt has also
increased. Officials working for various government agencies are pinning their hopes on a robust expansion of the
economy as a method of mitigating the government's ever-increasing debt levels. Without an increase in GDP,
governments would be unable to raise the necessary amount of revenue through taxation in order to bring their
skyrocketing debt levels under control. On the other hand, the current levels of debt are unprecedented even when
measured against the levels of debt incurred during times of acute conflict. Is the present level of debt high enough to
constitute a threat to the continued growth of the economy over the medium to long term? In order to discover a solution
to this issue, researcher will be conducting some empirical research during the course of this essay. Researcher begin by
going over some core macroeconomic statistics on the link between growth and debt, and then researcher go on to using
some more complex panel regressions in an effort to establish the influence that debt has on economic growth.

PROSPECTS & CHALLENGES

According to the empirical data that was shown in some earlier research, the levels of debt that certain industrial nations
bear may be hindering their country's potential to create economic progress. This notion is supported by the fact that
certain industrial nations are now experiencing slow economic growth. If they aren't already, it won't be long until they
are. In a recent research to which made a contribution (Cecchetti et al., 2011), researcher brought attention to the fact
that the proportion of a country's public debt to its gross domestic product is rising at an unsustainable rate in many
developed nations. In order to put a stop to the negative spiral that has been taking place, these nations will have to
make significant adjustments to their policies in order to reduce not just their current deficits but also their future
contingent and implicit obligations. On the other side, stability may not be sufficient if it is attained at a level that
impedes advancement.

The enormous rates of population greying that are currently taking place in a number of rich nations may make this
effort more challenging than it would otherwise be. The first cause of an increase in age-related debt is a combination of
higher government expenditures and decreased tax income. This combination leads to a decrease in tax revenue. In spite
of this, the findings of the study that researcher showed in the section before this one demonstrate that there is an extra
effect: growing dependency ratios put further downward pressure on trend development, in addition to the negative
consequences of debt. In spite of the fact that these nations' overall reliance ratios have been falling and staying steady
over the course of the previous few years, it is anticipated that they would see fast increase over the course of the
coming several decades. In addition to this, the economies of developing markets are reaching maturity at an ever-
increasing rate. However, with the exception of Central and Eastern Europe, these nations are several decades behind
the rest of the industrialised world in terms of economic development. This bodes well for the future of these countries,
as their young populations should continue to promote healthy economic development and saving as they attempt to
catch up to nations with greater levels of wealth.

CONCLUSIONS

In the wake of the most recent financial crisis, the major focus of policymakers has been on decreasing the systemic risk
that is connected with a highly leveraged financial sector. Despite this, there are still extra obstacles in the way. The
results of the analysis indicate that there is a direct correlation between high levels of debt and sluggish economic
advancement in affluent nations. This is the conclusion drawn from the data researcher gathered. When the public debt
is equal to around 85% of GDP or more, it starts to have a noticeable effect on growth. For clarity's sake, an increase in
debt of an extra 10% slows trend growth by more than 0.1 percentage point. For corporate debt, the barrier is
substantially lower, coming in at roughly 90%, with an effect that is almost half as strong. On the other hand, the effect
estimate for household debt is quite vague; despite this, researcher estimate that there is a threshold roughly in the
neighbourhood of 85% of GDP. The fact that these findings have major ramifications for the financial predicaments that
industrialised countries are currently facing should not come as a surprise to anyone. Over the course of the next few
decades, the national debt is going to skyrocket as a direct result of the benefits that national governments have
committed to provide for their rapidly expanding older populations. The increase in interest rates is already putting the
sustainability of debt in peril, and an ageing population may make the situation even more hazardous. A slower pace of
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expansion is anticipated during the next several years as a consequence of both the mounting public debt and the
maturing of the population. The adverse effects of rising levels of debt are making the problem of slow economic
development even more difficult to solve. It is impossible to escape the conclusion that industrialised nations with
significant levels of debt are required to take swift and decisive action since serious monetary implications are on the
horizon. Since of this, it is impossible to ignore the conclusion. The more time that passes, the more severe the
ramifications will be for the development, and the more challenging it will be to make the necessary adjustments. It is
important to note that the fact that researcher discovered a threshold for the impacts of public debt on economic
development does not imply that governments should strive to maintain debt at this level in order to achieve maximum
growth. However, because it is hard for governments to predict when an unanticipated shock may occur, it is prudent for
them to make it a goal to maintain a level of debt that is far lower than this threshold. Researcher have known for some
time that, just like with the debt acquired by the government, when a sizeable amount of debt is created in the private
sector, it may have a detrimental effect on the actual economy. This is something that is similar to what happens when
governments accumulate debt. But in that case, what kinds of steps should researcher take? The process of obtaining
loans should be made more difficult and expensive as a main goal of the work that is being done right now. It is feasible
that researcher ought to go this step further and do rid of the special status granted to debt, as well as any direct support
supplied by the government. This would be a bold move, but it may be the right thing to do. More frugality is probably
going to be the answer that we come up with in the end.
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