Indexed InISC  The Journal of

ISSN: 2251-9092

Vol. 24

Winter 2020 No. 4

PP 43-56
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Abstract This paper investigates the nonlinear impacts of public debt on
economic growth by employing a dynamic panel threshold model. Empirical
results for the period 2000-2017 indicate that the threshold level of debt to
GDP ratio is about 94 percent for 34 high-income countries. The empirical
findings also indicate that the debt ratio has a significantly negative impact on
economic growth before and after the estimated threshold level, with a much
stronger impact after the estimated threshold level. In other words, the regime
of the impact of debt on economic growth has changed when the debt ratio has
exceeded the 94% threshold level, and since then the increase in debt has had
a more negative effect on economic growth. So, one percent increase in the
debt ratio in the low debt ratio regime has led to a decrease of 1.018 percent in
economic growth, and in the high debt ratio regime has caused a decrease of
4.265 percent in economic growth.
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