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How might the UK's Debt-GDP ratio be reduced?
Evidence from the last 120 years

 

Abstract

The motivation for this paper is concerns in the UK with how to bring down the currently high level
of the debt-GDP ratio. We consider whether anything can be learned from previous experience
over the last 120 years by examining the contributions both to the increase in the debt-GDP ratio
and to the reduction of the debt-GDP ratio of various components of the government budget
constraint: the primary deficit, growth, inflation and interest rates and payments. We also examine
the effectiveness of policy in influencing these components. We conclude by suggesting a
combination of these components that might be economically and politically achievable.
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Period Debt-GDP Deficit Growth Inflation Interest Residual
1901-2020 0.60 -0.73 -0.99 -2.11 0.80 -0.95

Increase in Debt-GDP ratio
1913-1919 1.27 0.70 -0.01 -0.28 0.07 -0.94
1939-1946 1.15 1.52 -0.19 -0.76 -0.27 -0.02
1973-1976 0.05 0.23 0.01 -0.34 -0.12 0.02
2007-2010 0.28 -0.05 0.02 -0.02 0.10 -0.23

Decrease in Debt-GDP ratio
1919-1932 0.44 -2.01 -0.05 0.39 1.19 -1.29
1946-1973 -2.24 -0.55 -2.51 -3.73 -0.57 1.33
1976-1990 -0.35 -0.07 -0.25 -0.87 -0.03 0.29
2009-2020 0.15 -0.07 -0.08 -0.07 0.15 -0.07
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