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Executive Summary 
The advanced economies of the world have taken on additional debt since the global financial 
crisis. Although the private sector has had some success in de-levering in some of these 
economies (Figure 1), government debt-to-GDP ratios have generally risen over the past eight 
years (Figure 2). In these final two installments of special reports on rising financial leverage in 
advanced economies, we tackle the subject of the sustainability of government debt. We focus on 
government debt in five non-Eurozone economies in this report. In a companion report, we look 
at government debt in some countries in the Eurozone. 

Figure 1 

 

 

Figure 2 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC  

Among the non-European economies in our analysis, Japan clearly stands out as a country that 
needs significant structural reform and fiscal adjustment to avoid continued increases in its debt-
to-GDP ratio. In the case of the United States and the United Kingdom, governments in these 
countries likely will need to undergo some fiscal adjustment, which may exert some headwinds on 
nominal GDP growth and prove challenging for debt sustainability. Meanwhile, in the case of 
Australia and, to a lesser extent, Canada, government debt appears to be relatively stable in most 
scenarios in our calculations.  

Analyzing a Range of “Realistic” Scenarios 
Economists generally define debt sustainability as a situation in which a country’s debt-to-GDP 
ratio is stable. Economic theory shows that debt sustainability depends on four factors: the debt-
to-GDP ratio at present, the government’s primary fiscal surplus or deficit (i.e., the fiscal position 
net of interest payments), the nominal GDP growth rate and the rate of interest the government 
needs to pay on its debt.1  

                                                             
1 For a technical discussion on debt dynamics see, for example, Christian Broda and David Weinstein, 
“Happy News from the Dismal Science: Reassessing Japanese Fiscal Policy and Sustainability,” National 
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Although a country’s debt-to-GDP ratio is fixed at any point in time, there are essentially an 
infinite number of paths the ratio could take going forward as growth rates, interest rates and 
primary balances evolve. In order to analyze a range of “realistic” possibilities, we consider a 
“worst case” scenario for each country. That is, we determined the lowest nominal GDP growth 
rate, the highest interest rate and the largest primary deficit (or lowest surplus) the country has 
experienced in the last 5 years.2 We then hold these assumptions fixed for the 2016-2030 period. 
These assumptions will give the highest path for the debt-to-GDP ratio in the next 14 years.  

We also considered a “best case” scenario in which we used the highest nominal GDP growth rate, 
the lowest interest rate and the smallest primary deficit (or largest surplus) that the country has 
experienced in the last 5 years. These variables, if held fixed over the next 14 years, will trace out 
the lowest debt-to-GDP path over that period. The area that is defined by the boundaries of the 
“worst case” and the “best case” scenarios in our analysis marks the range that a country’s debt-
to-GDP ratio could take over the next 14 years under realistic assumptions regarding nominal 
GDP growth, borrowing rates and primary budget balances. 

We also determine how the debt-to-GDP path in a specific economy will evolve if that country’s 
current nominal GDP growth rate, interest rate and primary budget balance remain fixed for the 
next 14 years. We refer to this scenario as the “current” scenario. Finally, we consider a “normal” 
scenario in which nominal GDP growth and the government’s borrowing cost both revert to their 
highest rates in the past 5 years, but the primary balance remains fixed at its current level. This 
scenario will give us a sense of how much fiscal adjustment, if any, is needed to bring about debt 
sustainability.   

We should note that our analysis traces out potential paths for the debt-to-GDP ratio of a 
country’s general government. Not only does the general government include a country’s central 
government (i.e., the federal government) but it also includes state and local governments and its 
social security funds. For many countries, there is not much difference between the debt of the 
central and the general government. However, for some countries (e.g., Canada) general 
government debt can be significantly higher than central government debt. Due to data 
limitations regarding central government debt, we focus on general government debt. Moreover, 
our major interest in this report is not the absolute level of a country’s debt-to-GDP ratio but 
rather its potential paths going forward. That is, does the ratio recede from its current level or 
does it continue to grow? 

Australia: Government Debt Seems To Be in Fine Shape 
Figure 3 shows that under a “best case” scenario of robust nominal GDP growth, low borrowing 
costs and small primary deficits, the debt-to-GDP ratio of the Australian government, which 
currently is about 35 percent, would edge down to roughly 30 percent by 2030. On the other 
hand, the “worst case” scenario of sluggish nominal GDP growth, high borrowing costs and 
gaping primary deficit will produce an explosion in the debt-to-GDP ratio to nearly 150 percent by 
2030. (Figure 4 lists the assumptions used in each scenario shown in Figure 3). The shaded area 
in Figure 3 highlights the possible paths that the debt-to-GDP ratio could take over the next 
14 years under realistic assumptions regarding nominal GDP growth, borrowing costs and the 
primary budget balance over that period. 

One of these possible paths is shown by the line denoted as “current” in Figure 3. Nominal GDP in 
Australia grew about 2.3 percent in 2015, the government incurred a primary deficit of 1.4 percent 
of GDP last year, and its average borrowing cost is roughly 2 percent. Keeping these variables 
fixed for the next 14 years would produce a government debt-to-GDP ratio of only 55 percent in 
2030. If nominal GDP growth returns to its 2010-2015 high of 7.8 percent, average borrowing 

                                                                                                                                                                                     
Bureau of Economic Research Working Paper #10988, December 2004. We have used this framework 
previously when analyzing debt sustainability in some Eurozone economies. For example, see “European 
Debt Dynamics: An Update” (February 7, 2013), which is available upon request. 
2 We determined the weighted-average maturity of each government’s debt and then used the yield on 
the government bond of that maturity. The weighted-average maturity of the debt of most governments is 
between 6 and 7 years. The notable exception to that rule is the United Kingdom, where the weighted-
average maturity is about 14 years. 
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costs rise to 5.50 percent (the high for the 2010-2015 period), but the primary deficit remains 
unchanged at its current ratio of 1.4 percent, then the government debt-to-GDP ratio downunder 
would slowly trend up to only 44 percent. 

Figure 3 

 

 

Figure 4 

 

Source: Bank for International Settlements and Wells Fargo Securities, LLC  

The bottom line is that outlook for the debt-to-GDP ratio of the general government in Australia 
is rather benign. For starters, the ratio is only 35 percent at present. Only under scenarios of 
sluggish GDP growth, sharply rising borrowing costs and widening fiscal deficits would the 
government in Australia run into debt sustainability issues. With a modest amount of fiscal 
tightening, the Australian government could keep its debt-to-GDP ratio unchanged, if it chose to 
do so. 

How Will the Trudeau Government Affect Debt Sustainability? 
The general government in Canada is starting at a higher debt-to-GDP ratio—about 90 percent—
than its counterpart downunder (Figure 5).3 Moreover, the ratio would rise to nearly 115 percent 
in 2030 if current observations on nominal GDP growth (0.5 percent), borrowing costs  
(0.75 percent) and the primary deficit (1.3 percent of GDP) hold for the next 14 years. Under this 
“current” scenario, the Canadian government would need to take more corrective fiscal action to 
keep its debt-to-GDP ratio constant. 

Figure 5 

 

 

Figure 6 

 

Source: International Monetary Fund, Bloomberg LP and Wells Fargo Securities, LLC  

                                                             
3 The debt of the federal government in Ottawa is equivalent to roughly 30 percent of GDP at present. 
High provincial debt in Ontario and Quebec help to push up the general government debt-to-GDP ratio. 

0%

25%

50%

75%

100%

125%

150%

0%

25%

50%

75%

100%

125%

150%

2015 2017 2019 2021 2023 2025 2027 2029

Australia Gov't Debt Sustainability Scenarios
Debt-to-GDP w/ Range of Borrowing Costs, Primary Bal. & Nom. GDP Growth

Range

Current

'Normal' Worst 

Case

Best 
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Australia Debt Sustainability Parameters

0%

25%

50%

75%

100%

125%

150%

175%

200%

225%

0%

25%

50%

75%

100%

125%

150%

175%

200%

225%

2015 2017 2019 2021 2023 2025 2027 2029

Canada Gov't Debt Sustainability Scenarios
Debt-to-GDP w/ Range of Borrowing Costs, Primary Bal. & Nom. GDP Growth

Range
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Case Current "Norm al"

Prim ary  

Balance
-4.3% -1.3% -1.3% -1.3%

Borrowing 

Cost
3.00% 0.7 5% 0.7 5% 3.00%

Growth 0.5% 6.5% 0.5% 6.5%

Canada Debt Sustainability Parameters
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Of course, nominal GDP growth of only 0.5 percent per annum is anemic. Nominal GDP growth 
in Canada is likely to strengthen, at least somewhat, during the next 14 years. If nominal GDP 
growth rebounded to its 2010-2015 high of 6.5 percent, the debt-to-GDP ratio would recede to 
about 70 percent (the “normal” scenario in Figure 5) even if average borrowing costs for the 
Canadian government rose back to 3 percent (provided that the government continued to incur a 
primary deficit of only 1.3 percent of GDP).  

That said, the government of Prime Minister Trudeau has said that it will incur larger budget 
deficits, at least in the near term, due primarily to more infrastructure spending. Although the 
increased spending would help to boost nominal GDP growth, it would also result in larger near-
term deficits. (Details of the government’s budget will not be released until March 22.) Therefore, 
the trajectory of the debt-to-GDP ratio in the next few years may lie somewhere between the 
“normal” scenario, in which the ratio declines, and the “current” scenario, in which it trends 
higher. In other words, the debt-to-GDP ratio of the general government in Canada may remain 
little changed in the foreseeable future. 

United Kingdom: More Fiscal Tightening Probably Needed 
The outlook for the debt-to-GDP ratio of the British government is not as sanguine as for its two 
former colonies that were discussed above. Even under the “best case” scenario of solid growth in 
nominal GDP (5.1 percent per annum), low average borrowing costs (0.90 percent) and 
continuation of the 2.6 percent primary deficit, which is the lowest ratio since 2007, the 
government debt-to-GDP ratio would only edge down from nearly 90 percent at present to about 
78 percent in 203o (Figure 7). If, as seems likely, the United Kingdom is not able to achieve strong 
GDP growth while at the same time enjoying the record low borrowing costs that exist today, then 
the British government will need to engineer further fiscal consolidation in order to reduce its 
debt-to-GDP ratio. 

Figure 7 

 

 

Figure 8 

 

Source: International Monetary Fund, Bloomberg LP and Wells Fargo Securities, LLC  

The good news is that the government of Prime Minister Cameron plans to turn its primary deficit 
into a modest primary surplus over the next few years. The bad news is that fiscal tightening tends 
to exert headwinds on economic growth, at least for a period of time, which makes achievement of 
lower debt-to-GDP ratios more challenging. Consequently, the British government may need to 
figure out ways to raise productivity growth in the U.K. economy. In the face of the contractionary 
effects of fiscal tightening, stronger productivity growth would help to shore up the rate of 
economic growth, thereby making debt sustainability easier to achieve. 

The United States Has Its Own Fiscal Challenges  
Figure 9 shows that the federal government in the United States has its own set of fiscal 
challenges over the coming years. Even if nominal GDP growth rebounds to 4.1 percent, average 
borrowing costs remain at only 1.5 percent and the primary deficit stays at 1.8 percent of GDP 
(i.e., the “best case” scenario) the debt-to-GDP ratio of the U.S. government would only fall 
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U.K. Debt Sustainability Parameters
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marginally between now and 2030 (Figure 9). Although the primary deficit may edge lower in the 
next few years, more fiscal adjustment in the United States likely will be needed to bring about a 
meaningful decline in the government debt-to-GDP ratio. If GDP growth disappoints in coming 
years, then even more fiscal consolidation will be required to stabilize, let alone reduce, the debt-
to-GDP ratio. 

Figure 9 

 

 

Figure 10 

 

Source: International Monetary Fund, Bloomberg LP and Wells Fargo Securities, LLC  

Japan: Suspending Disbelief 
Among the advanced economies of the world, Japan has the highest debt-to-GDP ratio at nearly 
250 percent of GDP (Figure 11). Yet, yields on Japanese government bonds (JGB) out to ten years 
are negative at present, and the yield on the 30-year JGB is less than 1 percent.4 Although a 
detailed discussion of JGB yields is beyond the scope of this report, the debt-to-GDP ratio of the 
Japanese government would be even higher if borrowing costs were not at (or near) rock bottom. 

Figure 11 

 

 

Figure 12 

 

Source: International Monetary Fund, Bloomberg LP and Wells Fargo Securities, LLC  

In the “current” scenario that is shown in Figure 11, the debt-to-GDP ratio of the Japanese 
government remains more or less constant through 2030. This scenario assumes that primary 
deficits remain unchanged at 5.4 percent of GDP and that nominal GDP continues to grow at the 
2015 rate of 2.5 percent per annum. The problem with this scenario, however, is that nominal 

                                                             
4 For our analyses, we do not consider negative borrowing costs. Even in the case of Japan or other 
countries with negative yields on government debt, the coupon, which is typically more reflective of the 
actual borrowing cost, is generally positive.  
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GDP growth in Japan has averaged only 1 percent per year since 2010. In other words, last year’s 
growth rate is somewhat of an outlier. In addition, negative yields on JGBs also help to constrain 
the rise in the debt-to-GDP ratio. But how long can yields on government bonds remain negative?  

The bottom line is that the Japanese government needs to undertake a significant amount of fiscal 
tightening in coming years if it hopes to stabilize its debt-to-GDP ratio. But, as we pointed out 
above for the case of the United Kingdom, fiscal tightening tends to depress GDP growth, at least 
in the short run. Therefore, the Japanese government may need to fully embrace structural 
reform to raise the country’s long-term economic growth rate. 5  

Conclusion 
Government debt has generally risen as a percent of GDP over the past eight years in most of the 
world’s advanced economies. Among the non-Eurozone economies in our study, Japan stands out 
with an already-high level of government debt that continues to trend higher in most realistic 
scenarios. Governments in the United Kingdom and the United States likely will need to tighten 
the fiscal reins at least somewhat, although this may exert downward pressure on rates of 
economic growth in these economies. Elsewhere, Canadian government debt should remain 
relatively stable under most realistic scenarios, while Australian government debt also looks to be 
in fine shape at present.  

                                                             
5 See “Can Japan Stabilize Its Debt Dynamics?” (April 8, 2014), which is available upon request. 

Even with 
borrowing costs 
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