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Fundamental link between debt risks and growth

• Recall core relationship between pb, r and g:

If r – g > 0 then need primary surplus needed to keep debt-to-GDP contained

Specifically: 

pb = r - g to stabilize debt-to-GDP

pb > r – g to reduce debt-to-GDP 

pb < r– g implies debt-to-GDP is increasing

So, where are we?
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Public Debt on a Declining Path Thanks to Fiscal 
Consolidation but Vulnerabilities Elevated

Sources: WEO and IMF staff calculations.
Note: *Domestic is derived as a residual, calculated as the difference between total debt and external public debt 
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With “r” likely to remain high going forward…

• Little scope to relax fiscal stance …

• And debt likely to remain elevated

• Implies a focus on growth to decisively reduce debt vulnerabilities

• But growth experience very diverse 
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Divergent Growth Experience in LICs

Sources: WEO and IMF staff calculations. 

Real GDP Growth
(In percent, median)
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Role of LIC-DSF in informing policy discussion?

• Goal to help answer the question on whether country can “afford” critical 
investment needed to generate growth

• Bring in to play the fiscal multipliers associated with different investment choices

• Consider scenarios entailing different financing options – all public, all private, 

commercial versus concessional financing, etc.

• Climate as a special case where investment needed to adapt and mitigate losses

6
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Thank you!
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EMDEs have been focused on restoring fiscal order post-COVID

Sources:  WEO and IMF staff calculations.
Note: Sample of Low-Income countries (LICs), according the Poverty Reduction and Growth Trust (PRGT) eligible countries that also use the LIC Debt Sustainability 
Framework template. Sample of Emerging Markets countries (EMs), according to WEO classification, excluding China and India.

LICs: Primary Balance/GDP 
(percent of GDP)

EMs: Primary Balance/GDP 
(percent of GDP)
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But pronounced debt servicing pressures

Source: WEO database as of April 2026.
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Keeping public debt high

Source: World Economic Outlook April 2026.
IQR: interquartile range. 
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Gap in Return on Capital with AEs Widened, 
Especially for Public Capital 

Marginal Productivity of Capital (MPK)
(1995-2020)

Marginal Productivity of Public Capital (MPK)
(1995-2020)

Sources: Penn World Table 11.0, The Changing Wealth of Nations 
and IMF staff calculations.

Sources: WEO, Penn World Table 11.0 and IMF staff calculations.


