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The story of national debt is as old as modern government itself — a narrative of ambition, necessity, and consequence. Nations borrow to build roads, schools, and hospitals; to defend their sovereignty; and to respond to crises. Yet, borrowing also binds future generations to obligations that can shape their destinies. The National Debt Paradox explores this delicate balance between progress and prudence — between debt as a catalyst for development and debt as a potential drag on national prosperity.

In an age where global public debt exceeds 90 percent of world GDP, the paradox has never been more evident. Advanced economies borrow to sustain growth and welfare, while developing nations borrow to escape poverty and build infrastructure. But when borrowing becomes excessive or mismanaged, it threatens financial stability, currency confidence, and public trust. The recent experiences of countries such as Sri Lanka, Pakistan, and Nepal remind us how fragile the boundary can be between sustainable borrowing and fiscal collapse.

This book seeks to examine the dynamics of national debt from multiple perspectives — historical, economic, and political. It discusses why nations borrow, how debt is managed or mismanaged, and what lessons can be drawn from global experiences. It also addresses the conditions imposed by institutions such as the IMF and the World Bank, the impact of structural reforms, and the political economy that shapes decisions on borrowing and spending.

Ultimately, The National Debt Paradox is not a story of failure but a lesson in responsibility. Debt, when used wisely, is an instrument of transformation; when abused, it becomes a burden on generations to come. As nations continue to navigate the uncertainties of the global economy, the challenge lies not in avoiding debt altogether, but in mastering the art of borrowing with foresight, discipline, and a commitment to the common good.

Dr Winston Pang, October,2025
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The Global Debt Landscape

1.1 Introduction 

National debt, at its core, represents the accumulated borrowing of a government when revenues fall short of expenditures. It is the sum of money a state owes to domestic creditors, foreign lenders, or international financial institutions, often expressed as a percentage of gross domestic product (GDP). Although debt itself is not inherently negative, its scale, sustainability, and management shape the trajectory of national economies.

In the twenty-first century, global debt has risen to unprecedented levels, encompassing public and private liabilities. According to the International Monetary Fund (IMF), total global debt surpassed $300 trillion in 2023, equivalent to over 330% of global GDP (IMF, 2023). Public debt alone accounts for a growing share, particularly after the financial crisis of 2008 and the COVID-19 pandemic, when governments resorted to large-scale fiscal stimulus. This dramatic escalation prompts urgent questions: 

Top 6 Countries: Public Debt in 2024

Below are the leading countries by absolute size of their government debt (public debt) in 2024.



	Rank

	Country

	Public debt ( 2024)

	Debt-to-GDP ratio)





	1

	United States

	US$   35.3 trillion 

	~ 123% 




	2

	China

	US$ ~ 16.46 trillion 

	~ 84.4% 




	3

	Japan

	US$ ~ 10.22 trillion 

	~ 250-255% 




	4

	United Kingdom

	US$ ~ 3.65 trillion 

	~ 101% 




	5

	France

	US$ ~ 3.57 trillion 

	~ 110.6% 




	6

	Italy

	US$ ~ 3.21 trillion 

	~ 134.8% 






Additional Key Ratios & Observations


	Japan has by far the largest debt-to-GDP ratio among major economies (~ 250-255%), which means although its debt is large in absolute terms, its economy is smaller relative to its debt. 

	United States public debt is around 123% of GDP in 2024. 

	China’s public debt is about 84% of GDP in 2024 (for general government).



China borrows for several economic, financial, and strategic reasons, even though it is the world’s second-largest economy and holds massive foreign exchange reserves. 

Measuring National Debt

National debt is commonly assessed using two principal measures:


	
Gross Debt – the total outstanding liabilities of a government, including those held domestically and abroad.

	
Net Debt – gross debt minus financial assets such as reserves, cash holdings, or sovereign wealth funds.



Debt must always be understood in the context of the size of a country’s economy. Absolute figures such as “$3 trillion” reveal little without knowing the relative scale of national output. A meaningful comparison emerges only when debt levels are measured against GDP, which reflects the country’s capacity to generate income. For instance, while both Japan and Italy carry high levels of public debt, Japan’s economy is far larger, making its debt burden more proportionally manageable. The debt-to-GDP ratio therefore serves as a more accurate indicator of whether a nation’s debt is sustainable, offering insights into how well it can balance obligations with economic strength.

Equally important, the debt-to-GDP ratio functions as a proxy for repayment capacity and a standardized tool for international comparison. Since GDP mirrors a nation’s annual income, a higher ratio implies that the government may face greater challenges in servicing its debt without resorting to higher taxes, spending cuts, or additional borrowing. Credit rating agencies, investors, and institutions like the IMF rely on this metric to assess creditworthiness and default risk. It also provides a common ground to evaluate vastly different economies, from the U.S. to Greece to Singapore. A trillion-dollar debt may overwhelm a small economy, yet represent only a manageable fraction of the output of economic giants like the U.S. or China. Thus, the ratio offers both perspective and comparability, highlighting the relative sustainability of sovereign debt.

To compare across countries, analysts often use the debt-to-GDP ratio, which adjusts for the relative size of the economy. Three reasons;

A debt-to-GDP ratio of 60% might be manageable for a large, diversified economy but dangerous for a small, resource-dependent nation. Beyond these ratios, however, debt sustainability also depends on interest rates, growth prospects, and the credibility of fiscal institutions (Reinhart & Rogoff, 2010).

Advanced Economies vs. Developing Economies: Beyond the Numbers

Debt profiles vary significantly between advanced and developing economies.


	
Advanced Economies (such as the United States, Japan, or members of the European Union) often sustain high levels of debt due to their ability to borrow in their own currency, deep domestic financial markets, and credibility in international markets. Japan, for instance, maintains a debt-to-GDP ratio exceeding 250%, yet remains stable due to domestic bondholders and ultra-low interest rates (World Bank, 2022).


	
Developing Economies, by contrast, face tighter borrowing constraints. Many rely on external financing in foreign currencies, leaving them vulnerable to currency depreciation, rising interest rates, or capital flight. For example, during the 1980s Latin American debt crisis, soaring U.S. interest rates made repayment untenable, triggering widespread defaults and IMF-led restructuring (Pastor, 1989).




Crucially, these contrasts remind us that debt is not merely a number. A 100% debt-to-GDP ratio in one country may signal crisis, while in another it may be considered manageable. The broader context—political stability, fiscal discipline, economic growth, and monetary sovereignty—shapes whether debt acts as a burden or a tool for sustainable development.

Beyond the Numbers

The global debt debate cannot be reduced to statistical thresholds. Debt is deeply intertwined with political choices, social priorities, and historical legacies. Some governments borrow to invest in infrastructure, education, or healthcare, creating long-term growth dividends. Others accumulate debt through recurrent deficits, corruption, or inefficient state enterprises.
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