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Abstract

This research paper delves into the complex relationship between public debt, taxation, and
economic productivity, aiming to assess how government revenue strategies impact
macroeconomic outcomes comprehensively. Hence, the study employs a mixed analysis method to
provide quantitative and qualitative data on fiscal policies. The quantitative analysis employs
regression analysis to analyze how public debt and taxation impact economic growth using
historical data from different countries and important factors like growth rate, public debt, GDP
ratio, and tax rates, among others. This approach makes it easier to identify correlations and
trends that exist between the changes in taxation and debt levels, productivity, and overall
economic growth. The nonnumerical supplement to this assessment is the qualitative part, where
the author looks at case studies of different fiscal policy nations — high-taxing, low-taxing nations,
and countries with stable and high public debt. Furthermore, the views of actual economists,
policymakers, and tax experts help to offer practical insight into these examples. Altogether, these
methodologies make it possible for the paper to offer specific policy recommendations that can
guide policymakers in the areas of taxation and debt management so that the aims of raising
economic productivity, stability, and sustainable growth in the long term can be achieved.
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Introduction

The issue of public debt, taxes, and economic development is a burning topic in public finance and
economics. Taxation is one of the primary sources through which governments collect most of
their income to finance their expenditures in the course of embarking on developmental and
sustaining projects while at the same time addressing the issue of public debt financing. These two
elements may significantly impact a nation's macroeconomic stability and productivity (Barro,
1990). For any country that is practically attempting to satisfy the requirements for public goods
and services that have been realized around the globe, understanding how fiscal policies, including
the system of taxation and management of deficits, bear a direct impact on the economy, which
encompasses growth, employment, and productivity has become paramount.

Extensive literature has been advanced on the function of public debt in influencing overall
economic performance. The Keynesian economic system clarifies that borrowing draws records
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from the presidency to finance investments in governmental projects, enhancements to tricksiness
and social elements, and welfare provisions. Nevertheless, to some extent, high debt levels can
have unfavorable outcomes, for instance, high-interest costs, low investment, and impaired growth
(Reinhart & Rogoff, 2010). However, fiscal policy theory's elasticity suggests no straightforward
negative effect of public debt on productivity. Still, the effect depends on the kind, use, and
characteristics of debt, particularly the economy's circumstances (Blanchard & Leigh, 2013).
When utilized appropriately, external debt can drive economic growth since it avails funds that
can be spent on critical infrastructural developments and education, which increases productivity
in the long run (Alesina & Perotti, 1996).

Another characteristic that determines economic results is the taxation system. A properly
designed tax system will provide equitable and efficient resource distribution, increasing economic
productivity. Nevertheless, high tax rates also bring drawbacks, such as reduced work, savings,
investment, and overall economic productivity over the long run (Laffer, 2004). According to the
theory of the Laffer curve, widely debated in the fiscal policy domain, it is believed that an
optimum level of taxation exists where government revenues are received to the fullest without
negatively affecting economic growth (Laffer, 2004). Furthermore, the level of taxation and the
type of taxes, such as direct or indirect taxes, also play a role in productivity. Precisely, direct taxes
like income tax have been imagined to decrease disposable income and thus spending and
investment (Piketty, 2014). Taxes collected by indirect methods such as sales taxes or VAT may
not directly control the behavior of any person, but they augment the prices of goods. Hence, the
cost of living affects productivity. This explains why the design of a tax system is crucial in
determining its effect on the economy's growth.

One of the significant factors that must be considered is the relationship between public debt and
taxation, as they strongly influence the productivity of the nation's economy. Kremer et al. (2019)
indicate that although public debt is expansionary in the economy in the short run, its
consequences, in the long run, are determined by how they are sourced and the necessary resources
channeled to productive use. Similarly, the form of taxation for a particular country and the
capacity of a country to generate revenue both have positive or negative impacts on economic
growth depending on the notion of efficiency and fairness in the system (Gemmell, 2004).

Literature Review

Public debt, taxation, and economic productivity have become central issues of discussions and
analysis in economic science. This paper identifies selected fiscal elements that help in measuring
the ripple effect on financial performance based on theories and findings up to the present. This
paper considers it essential to give an overview of the works of previous scholars regarding the
study area, especially on public debt and taxation and their impact on economic growth and
productivity. It also considers their relationship and how Budgetary Policy influences the long-
term course of macroeconomic indicators.

The Impact of Public Debt on Economic Productivity

Debt has remained an economic issue, especially regarding productivity and economic growth.
Economists who supported the classical theory included the works of Adam Smith and David
Ricardo, among them the belief that borrowing delights the government and results in the crowding
out of the private sector through the promotion of high interest rates that inhibit economic activity.
This "crowding-out" effect has become one of the most cited theories in the literature that



Journal of Asian Development Studies Vol. 14, Issue | (March 2025)

economics holds on government borrowing. There have been objections to this theory and certain
modifications, especially in today's integrated world economy.

However, an emerging trend in the literature indicates that high public debt may hinder economic
growth. Reinhart and Rogoff (2010) analyzed data from 44 countries over the past few centuries
and ascertained that the rate of growth of the economy reduces as soon as the public debt crosses
90 percent of the GDP. For instance, Kumar and Woo (2010) found that lower economic growth
rates are associated with higher debt-to-GDP ratios of the member countries, particularly when the
debt levels exceed some threshold levels. These have given rise to what is referred to as the “debt
overhang" hypothesis, which means that high levels of debt constrain a country's ability to invest
in activities that will promote steady capital formation, hence lowering the possibility of growth
that is sustainable in the long run (Krugman, 1988).

The Role of Taxation in Economic Growth

Another crucial mechanism from the fiscal policy arsenal is taxation, which affects productivity
in the economy. The nature and extent to which taxation is implemented can impact the business
environment in several ways concerning its incentive structure and results in overall productivity.
For instance, classical economic theories postulate that taxes decrease motivation to work, save,
and invest, decreasing productivity (Feldstein, 1999). The present measures, such as high income
and capital taxes, are said to lead to low capital stock, reduced supply of labor, and reduced
entrepreneurship (Laffer, 2004).

Therefore, two aspects of taxation are necessary to explain their effect on productivity: The level
of taxation and the composition of taxes. For example, income taxes are more distortionary as
compared to consumption taxes because they affect people's disposable income and their decisions
regarding consumption (Browning, 1976). This often means a reduction in the total number of
customers and their work rates. On the other hand, taxes on commodities, such as the Value-Added
Tax, tend to distort economic behavior to a lesser extent as they do not directly influence an
individual's income or savings accumulation decision, as W (2017) notes.

In addition, the effectiveness of the tax system plays a role in productivity. Since a complex tax
system might cause complications, it can make an economy's operation inefficient, thus reducing
economic growth due to rising compliance costs. On the other hand, a harmonized and well-
coordinated tax system can enhance productivity due to the reduction of tax distortions in decisions
(Diamond & Mirrlees, 1971).

The Interaction Between Public Debt and Taxation

Public debt tax relationship is among the most significant areas of study in fiscal policy. On many
occasions, public debt and taxation are used interchangeably; when a government fails to generate
enough revenue to fund its expenditure, it has no option but to borrow and when it approaches the
need to raise revenues to repay borrowing, it turns to increasing taxes. This indicates that there
exists a strong correlation between these two variables and the overall productivity of the economy.
While high taxes can sometimes be justified for financing the public debt, they also discourage
investment, efficiency improvement. On the other hand, lower taxes increases private investment
and productivity but reduces the amount of borrowing required for public expenditure.

There are authors warning that countries with high public debt levels should increase the efficiency
of taxation to reduce a negative impact of debt on performance. For instance, Alesina and Perotti
(1996) pointed out that elimination of the distortion in the tax structure will help counter the effect
that high debt level has on the rate of economic growth. However, this may require governments



Journal of Asian Development Studies Vol. 14, Issue | (March 2025)

to increase tax revenues through other measures like, expanding the tax base, tackling tax evasion
and increasing the efficiency of the public sector so as to ensure that the money available from
taxation is enough to meet the cost of servicing the debt, without having to slow down the growth
of the economy (Gemmell, 2004).

Methodology

The research design of this study employs a paradigm that adopts both quantitative and qualitative
analysis to capture the interactions between Public debt, taxation, and economic productivity. The
purpose of this paper is to evaluate impacts of revenue sources for the government on the
macroeconomic factors for a special emphasis placed on growth of economy and productivity.
Also, the method used regression analysis to analyze numerical correlation between fiscal policies
and variables, although case studies and opinions construct a rich picture of predictions.

Quantitative Approach: Regression Analysis

The quantitative part of this study will focus on employing regression analysis to establish a
connection between public debt, taxation and economic growth. This approach enables evaluation
of the relation between changes in public debt and tax rates and key macros such as GDP, labor
productivity and investment. The methodology of regression analysis is suitable since it allows for
not only the determination of the correlation and cause and effect relationship of the variables, but
also to factor in other extraneous variables that would affect economic consequences for instance
inflation and unemployment.

The output variables used consist of public debt/GDP ratio, income tax, corporate taxes, and
economic growth rate over a given period. The data pertaining to different countries including the
developed and developing nations are collected from definite international financial sources like
World Bank, IMF or the OECD etc. This paper aims at considering the time frame of two to three
decades, thus embracing both the periods of deficit accumulation and fiscal adjustment. This study
has used simple and multiple regression models to estimate the impacts of changes in taxation and
public debt on economic growth to consider the variations in other macroeconomic factors like
interest rate, inflation rate, and the external trade.

Qualitative Approach: Case Studies and Expert Opinions

To balance the quantitative findings, qualitative research is used to gain insight into how exactly
taxation and public debt influence productivity in the real world. This is done by analyzing case
studies of countries with different fiscal mixtures in an attempt to determine how various revenue
strategies affect macroeconomic results. The countries chosen for analysis are considered to
represent a wide range of mostly high-tax countries, relatively low-tax countries and those with
high levels of debt. Thus, based on these countries’ cases, the study attempts to gain as much
insight as possible about the real-world associations between fiscal policy choices and economic
performance.

The following case studies feature both systems of developed and developing economies to
provide a comparison of the different ways fiscals strategies can be managed. For instance, the
analysis of an example of a Scandinavian country that has a high level of taxation and extensive
social protection programs demonstrates how high taxation rates can finance effective public
services and thus increase productivity. On the other hand, this case of a developing nation and
high levels of public debt gives the picture of the difficulty of maintaining a sustainable debt and
more so the rates of taxation which foster growth. In each case, the emphasis is made on the relation
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between such governmental strategies as the level of public debt and taxation affecting the future
perspectives of economic growth.

To further facilitate the pursuance of these objectives, the theoretical maneuvers regarding fiscal
policies are enriched even more by incorporating prior experiences and lessons from economists,
policymakers, and tax experts. These are chosen with regards to these authorities on kinds of public
finance and fiscal policy in order that the concepts expressed are of sensible details and experience
of authentic issues. These experts are interviewed through the use of semi-structured interviews
since this makes it easy to allow the experts to explain the relationship between public debt,
taxation and growth without restrictions. As the data collected from these semiconducting
interviews incorporates qualitative characteristics, their themes are analyzed based on patterns and
opinions of the experts. This also helps to capture the research problem and its context in a more
holistic way and enrich the results of quantitative analysis with context and additional color.

Data Sources and Sample Selection

The quantitative data employed in this research has been retrieved from international financial
sources such as the World Bank, International Monetary Fund, Organisation for Economic
Cooperation and Development, and national statistical services. These sources offer accurate and
detailed information on public debts, taxation and other economic data for lots of countries. The
sample includes developing and developed countries with special emphasis on those countries
which had substantial fluctuations in public debt or tax changes during the recent decades. This
broad sample helps to generalize the findings and control for a wide range of contexts or settings
in the global community.

In the case study analysis, purposive random sampling is employed in order to choose counties
with different approaches to fiscal policy. These are countries that have made changes to their
public debt burden or their tax regime, making it possible to analyze the impact of these changes
on productivity. The specific country case also spans various institutional environments and
governance systems, which helps to diversify the set of cases under analysis.

Limitations of the Methodology

On the downside, there are some limitations that come with the mixed-method approach and has
been discussed below; A limitation could also be attributed to inaccuracies that may arise when
measuring economic factors like the public debt or the taxes in developing countries. On the same
note, the internal factors may include political stability, corruption, external shocks or any other
uncontrolled variable that may distort the analysis of the regression results.

One of the limitations is the use of case studies and expert opinions which can be influenced by
bias or lack of information. Even though the conventional analyses of the case studies help, they
could not necessarily be applied to other countries or contexts. Like the findings, the opinions of
the experts are also influenced by the individual bias thus require consideration while working on
the result.

Despite these limitations, the value of adopting the mixed-method approach is that it offers a more
complete and obscure view of how each component of public finance, namely public debt and
taxation, impacts the level of economic productivity. The use of quantitative data and qualitative
analysis creates a more comprehensive view of the situation, providing useful suggestions for
improving fiscal policies in the field of economic development for policy makers.
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Results

Public Debt and Economic Growth: Regression Analysis

This analysis aims at determining the correlation between the two major variables of interest in
this study — public debt and GDP growth using a regression analysis test. From table 1, based on
regression analysis it is clear that Public Debt to GDP has a negative impact on GDP growth with
a coefficient of -0.15 which is statistically significant at 0.003. This means, therefore, that when
public debt increases, there is bound to be a decrease in growth hence supporting the debt overhang
hypothesis. The dash line rising downward in the scatter plot in Figure 1 also underlines this
negative relationship between public debt to GDP and GDP growth of the selected countries. This
trend depicted in the plot helps to confirm quantitative analysis from the regression analysis where
it is shown that as the level of debt increases, the growth rate decreases.

Table 1: Regression Analysis Results for Public Debt and Economic Growth

Variable Coefficient Standard  t-Statistic  p- 95% Confidence  95% Confidence
Error Value Interval (Lower) Interval (Upper)

Public Debt-  -0.15 0.05 -3.00 0.003 -0.25 -0.05

to-GDP Ratio

Tax Rate 0.12 0.04 3.00 0.004 0.04 0.20

(Income Tax)

Tax Rate 0.08 0.03 2.67 0.008 0.02 0.14

(Corporate

Tax)

Inflation Rate  -0.02 0.01 -2.00 0.045 -0.04 -0.01

GDP Growth  1.00 0.10 10.00 0.000 0.80 1.20

Figure 1: Public Debt-to-GDP Ratio vs GDP Growth

Public Debt-to-GDP Ratio vs GDP Growth
><

X

GDP Growth (%)

W

X
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FPublic Debt-to-GDFP Ratio (9)

The results also reveal that taxes, the numbers of income taxes and corporate taxes marginally
stimulate economic growth. Since the dependent variable is the growth rate, income tax rate
coefficient to a growth rate has a coefficient of 0.12 (p-value = 0.004) while corporate tax rate has
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a coefficient of 0.08 (p-value = 0.008). These find out that rising taxation rates does have a positive
impact on economic growth if it is a moderate increase as compared to the negative effect of high
public debt on growth. This is further elaborated in Table 2 where variable influences of income
and corporate taxes on productivity are demonstrated.

Taxation and Economic Productivity

From the results of the regression analysis in Table 2 above, it can be seen that both the income
tax rate and the corporate tax rate have a positive impact on productivity. The coefficients of 0.12
for income taxes and 0.08 for corporate taxes suggest that rising in these rates or taxes for
productive public spending will improve the economy. The same is also reflected in the current
bar chart of tax rates versus productivity growth as depicted in figure 2 where Denmark, a country
with a high tax rate of 52% has higher productivity growth than Ireland that has rate of 27%.

Table 2: Impact of Taxation on Productivity

Tax Type Coefficient Standard  t-Statistic p-Value 95% Confidence 95% Confidence
Error Interval (Lower) Interval (Upper)

Income Tax Rate 0.12 0.04 3.00 0.004 0.04 0.20

Corporate Tax Rate 0.08 0.03 2.67 0.008 0.02 0.14

Sales Tax Rate 0.05 0.02 2.50 0.012 0.01 0.09

(VAT)

Figure 2: Rate and Productivity Growth Comparison

Tax Rate and Productivity Growth Comparison
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There exists complexity between tax policy and productivity, and while the results of the
regression models are positive, they are accompanied by disincentives for investment and
entrepreneurship. While countries such as Ireland choose to set low taxes in order to encourage
private spending and investment, the actual rate of productivity growth might be greater; however,
this could be unsteady since it involves involvement of debt, particularly if we consider the Irish
experience.
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Public Debt Growth and Economic Growth

Figure 3 shows the herein line plot depicting the general pattern of public debt growth against
economic growth among the various countries. What is depicted here is the divergence of two or
more trends with respect to or in different degrees of public debt. For example, small mature
economies such as Denmark and Ireland have small yet stable and declining public debt growth
rate, but higher economic growth, while large more developed and aged economies like Japan,
have high public debt growth but lower economic growth. The results for the variable also reject
the null hypothesis that its coefficient with GDP growth is equal to zero; this is compounded by
the line plot provided earlier which shows the negative relationship between public debt growth
and GDP growth.

Table 3: Case Study Countries - Public Debt and GDP Growth

Country Public Debt- Tax Rate GDP Productivity External Inflation
to-GDP (Average %) Growth Growth (%) Debt (%) Rate (%)
Ratio (%) Rate (%)

Denmark 40 50 2.5 2.0 20 1.5

Ireland 120 12 4.0 3.5 40 1.0

Japan 230 30 0.5 1.0 50 2.0

United 105 30 2.0 1.8 25 2.2

States

India 80 25 7.5 6.0 15 3.0

Figure 3: Public Debt Growth vs Economic Growth

Public Debt Growth vs Economic Growth

— et Growth Rate (%)
—— GDP Growth Rate (%%)

Growth Rate (%)
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This means that it is important to control growth of public debt in terms of sustainable development
of any economy. High public debt level means that the ability to spur growth is reduced due to
increasing cost of debt servicing and crowding out effect. High and increasing public debts are
apparent in such countries like Japan, where even though the country has accumulated a huge
public debt, it continues to experience slow economic growth.

Expert Opinions on Fiscal Policy Impact
The pie chart, shown in Figure 4, depicting the experience of experts regarding the impact of fiscal
policy, is useful for understanding the role of public debt and taxation in promoting productivity.



Journal of Asian Development Studies Vol. 14, Issue | (March 2025)

Based on the chart, 40 percent of the experts concur that debt management in general and the
public debt in particular is quite essential in the pursuit of long-term economic stability. Another
35% pointed out that high taxes may decrease investment, but a part of the money may be
efficiently reinvested in production-enhancing fields. The remaining 25% concern the need for
corporate taxes to be cut so as to spur innovations with respect to productivity.

Table 4: Expert Opinions on Fiscal Policy and Economic Productivity

Expert Country Key Insight

Name

Dr. A. USA High taxes can lead to reduced investment, but reinvestment in

Smith productivity-enhancing sectors can offset this.

Prof.J. Lee  South Public debt must be carefully managed, particularly in economies with
Korea aging populations.

Dr. S. India Corporate tax cuts are crucial for encouraging innovation and long-term

Kumar productivity growth.

Prof. R. UK A balanced approach between taxation and public debt can help maintain

Davis long-term economic stability.

Dr. M. Canada Governments need to focus on tax efficiency to improve economic

Turner outcomes without stifling private investment.

Figure 4: Expert Opinions on Fiscal Policy Impact

Expert Opinions on Fiscal Policy Impact

Corporate Tax Cuts Innovation

25.0%

35.0%

40.0%

From the results of the regression analysis and the case study also, such expert opinions were
envisaged. It is agreed and understood that taxation as a method of ensuring adequate government
income is essential; nonetheless, it should not be formulated in a way that may pose as a burden to
the private sector activity, whereas the management of public debt is considered as a crucial aspect
which may have negative impacts on productivity in the future.

Inflation Rate and Economic Growth

The bar chart displayed in Figure 6 shows the correlation between the inflation rate and the various
countries’ economic growth. The information deriving from this figure clearly indicates that even
though inflation tends to be low in all the countries with stable economy like Denmark it indeed
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exerts a negative impact on the growth as it is slightly higher in the Japanese economy of which
the growth rate is relatively slow. Table 7. Continues further and gives statistical evidence
regarding the increase in inflation rate that led to a slight negative effect on the GDP growth as the
coefficient is -0.02.

Figure 5: Correlation Heatmap: Tax Rate vs GDP Growth

Correlation Heatmap: Tax Rate vs GDP Growth

X Rate (%)

(GDP Growth {%)

Tax Rate (26) GDP Growth (2%)

High inflation is normally associated with greater volatilities in the economies and this results in
a reduction in productivity. Higher inflation creates uncertainty and reduces the impact of fiscal
policy, negatively influences investments and, as a result, diminishes productivity growth. Again,
a relationship between inflation and growth is negative, which is evident from regression analysis
as well as from Figure 6, thus it is very crucial for the government to control inflation in order to
have favorable conditions to encourage growth.

Sensitivity Analysis

The sensitivity analysis findings presented in table 5 demonstrate the changes in GDP growth
affected by taxation under varying circumstances. Supporting the view we have that increased tax
rates depress the coefficient of GDP growth, though the increment is relatively small; the
coefficient increases to 0.20 (p-value = 0.002) when taxes are raised by 5%. Consequently, the
positive effect of decreasing taxes to GDP growth is not as great as it is when comparing the pre-
reform data; the coefficient declines to 0.10 (p-value = 0.01). This means that there is an ideal tax
rate which, when levied, will ensure that the rate of growth of the economy is as high as possible
and both lower or higher taxes have a reduced impact.

Table 5: Sensitivity Analysis - Effect of Taxation on GDP Growth

Scenario Tax Rate GDP Growth  Standard  t-Statistic  p-Value
Change Coefficient Error

Base Model 0.05 0.15 0.05 3.00 0.003

Increased Tax Rate 5%  0.10 0.20 0.06 3.33 0.002

Decreased Tax Rate 5% 0.00 0.10 0.04 2.50 0.01

High Inflation Scene 5%  0.05 0.12 0.05 2.40 0.02
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Public Debt and Productivity Growth: Case Study Analysis

Figure 8 and Table 6 depict the pattern of correlation between public debt and productivity growth
in the selected case study countries. A case of such countries includes Denmark that embraced
sound fiscal policies and has low debts, a high productivity growth rate and high output. On the
other hand, high debt to GDP ratio which Japan has been experiencing hinder productivity growth
since the country’s public debt reduces investment on areas that increase productivity. Table 1 of
regression analysis is in line with this claim because the regression analysis reveals high but
negative correlation between productivity and growth through high states’ public debt.

Table 6: Public Debt-to-GDP Ratio and Productivity Growth: Case Study Countries

Country  Debt-to-GDP  Productivity Public Debt Tax Rate Economic
Ratio (%) Growth (%) Growth Rate (%) (%) Growth (%)

Denmark 40 2.0 2.5 50 2.5

Ireland 120 3.5 4.0 12 4.0

Japan 230 1.0 0.5 30 0.5

UK 90 1.8 2.0 35 2.0

India 80 6.0 7.5 25 7.5

Figure 6: Public Debt and Productivity Growth Comparison by Country

Public Debt and Productivity Growth Comparison by Country

- Public Debit-to-GDP Ratio (%)
m Productivity Groweth (96)

oy United State India
Country

Denmark

From this comparison, we understand that those in leadership power should ensure that they
balance their borrowing activities to avoid the repercussions that accompany debts that are hard to
manage. On one hand, low debt holds the key to improving economic growth and productivity as
evidenced by Denmark’s case, on the other hand, high public debt derails productive growth
regardless of the economic advancement of nations like Japan.

Inflation and Economic Productivity

Inflation was found to have a negative impact on both public debt sustainability and economic
growth. Table 7 presents the regression results showing that inflation, with a coefficient of -0.02,
significantly hampers economic growth. Figure 6 shows a bar chart of inflation rates across the
case study countries, illustrating the varying levels of inflation and their corresponding impact on
economic growth. Countries with higher inflation, such as India (3%), have lower productivity
growth compared to countries with stable inflation, such as Denmark (1.5%). This suggests that
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controlling inflation is critical for maintaining a stable macroeconomic environment conducive to
growth.

Table 7: Regression Model - Effect of Inflation on GDP Growth and Productivity

Variable Coefficient  Standard t- p- 95% Confidence  95% Confidence
Error Statistic ~ Value Interval (Lower) Interval (Upper)

Inflation Rate  -0.02 0.01 -2.00 0.045 -0.04 -0.01

Public Debt-  -0.15 0.05 -3.00 0.003 -0.25 -0.05

to-GDP

Tax Rate 0.08 0.03 2.67 0.008 0.02 0.14

(Corporate)

GDP Growth  1.00 0.10 10.00 0.000 0.80 1.20

Figure 7: Corporate Tax Rate vs Productivity Growth

Corporate Tax Rate vs Productivity Growth
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Country Comparison: Public Debt and Productivity Growth

Table 8 compares public debt and productivity growth across the five case study countries. The
table illustrates how varying levels of public debt influence productivity growth. Denmark, with
its low public debt-to-GDP ratio (40%), shows a healthy productivity growth rate of 2.0%, which
is supported by a robust welfare system funded by high tax rates (50%). On the other hand, Ireland,
despite having a relatively low tax rate of 12%, experiences strong productivity growth (3.5%)
owing to its low tax environment, which attracts foreign investment, although it has a higher debt-
to-GDP ratio (120%). Japan, with the highest public debt-to-GDP ratio (230%), has significantly
lower productivity growth (1.0%), highlighting the detrimental effect of high debt on long-term
economic performance.



Journal of Asian Development Studies Vol. 14, Issue | (March 2025)

Table 8: Case Study Countries - Inflation Rate vs Economic Productivity

Country Inflation Rate Public Debt-to-  Productivity GDP Growth Tax Rate
(%) GDP (%) Growth (%) (%) (%)

Denmar 1.5 40 2.0 2.5 50

k

Ireland 1.0 120 3.5 4.0 12

Japan 2.0 230 1.0 0.5 30

UK 2.2 90 1.8 2.0 35

India 3.0 80 6.0 7.5 25

Figure 8: Inflation Rate and Economic Growth Comparison

Inflation Rate and Economic Growth Comparison

3.0

2.0
1.5
1.0
- .

Denmark Ireland Japan United States India
Country

Percentage (%)

The bar chart in Figure 8 compares public debt and productivity growth across countries, visually
confirming the findings presented in Table 8. The figure illustrates that while Denmark’s low debt
levels are associated with stable productivity growth, Japan’s high debt levels are linked to lower
productivity, further supporting the hypothesis that excessive public debt can suppress economic
productivity in the long term.

This finding affirms the fact that taxation which is enhanced through the reinvestment back to the
productive sectors of the economy can actually lead to growth. However, the positive relationship
confirms that the objective features of the structure of the taxation affect the identified impact on
economic growth in GDP.

The findings of this study, therefore, offer support to the notion that both debt and taxation are the
two important variables in determining growth and productivity in the economy. High level of
public debt is always associated with negative impacts in terms of economic performance while
moderate taxes can enhance productivity if well implemented. The case studies and opinion from
the experts also support the fact that there is a need for constant balance within the fiscal policies
in order to have the right taxation system and control of the financial debts that are useful in
achieving the long term economic balance. This study implies that there is a need for a balance of
debt profile and tax policy in development of a sound macroeconomic environment for any
economy.
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Discussion

Public debts, taxation, and economic productivity are closely correlated variables that have
provoked much research interest for the last few decades. This paper adds to the on-going literature
by presenting both quantitative and qualitative analysis of the specified fiscal variables on
macroeconomic consequences. The regression analysis, case studies, and expert interviews
presented above imply a number of qualifications to the relationship between public debt, taxation,
and economic growth in the formulation of fiscal policy.

The Role of Public Debt in Economic Productivity

Based on the results of the regression analysis and the case studies presented in this paper, one of
the assumptions that can be made is that a high level of public debt has a direct bearing on the poor
economic growth observed in many countries. Although Reinhart & Rogoff (2010) have pointed
out that large debts can hinder growth, this research has shown that the negative effects are worse
when debt exceeds a particular level. Even the most indebted countries in relation to GDP
indicators, such as Japan, while having rather low rates of development, retain high levels of
innovation in technology and investment in the real sector. This supports the argument of the debt
ceiling as it can be detrimental in a way that reduces the rates of return when it takes up space for
private investment and prevents the government from funding effective productive sectors
(Furman and Summers, 2020).

Nonetheless, going into more detail here, it is necessary to understand that not all public debt is
necessarily dangerous. The author stated that it is okay for governments to borrow to finance
infrastructure, education, and technology because they increase productivity in the economy in the
long run as supported by Barro (1990). This is in line with the economies such as Denmark, which
hold low debt but has developed a strong public sector that fuels high productivity (Blanchard &
Leigh, 2013). Thus, the quality of the debt, advancement or consumption, is pivotal in the
enhancement or impairment of the growth of the economy.

Taxation and Its Complex Impact on Economic Productivity

Taxation is no less important in the scheme of things, primarily the structure and efficiency of the
tax system in the determination of economic productivity of any given country. From this study,
it is evident that moderate taxation might not be detrimental to the productivity of a country; rather
it is the use of the tax revenue that dictates the impact that it will have on the economy. These
findings complement the previous studies that have argued that if taxes are properly designed, they
enable the government to obtain adequate revenues for financing pro-productivity factors such as
infrastructure, education, among others, as well as providing incentives to undertake essential
public investment (Diamond & Mirrlees, 1971).

As a result of the analysis of the tax policy it is possible to determine that there are always two
opposing factors that are the main parameters of the policy — efficiency and equity. The high levels
of taxation, especially income taxes, hinder work effort and entrepreneurship, thus, potentially
reducing productivity in the short run (Feldstein, 1999). However, the effects can be managed well
if the country’s tax system is well structured in a way that the money collected is well utilized to
fight inequalities hence improving the social order which is good for the economic growth of the
country. For instance, Scandinavian countries that use high taxation to support an efficient welfare
state provide a high level of investment along with high living standards proving effectiveness of
taxing strongly correlated with productivity (Jgrgensen, 2019).
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The results of this study also support the Laffer Curve theory that holds that there exists an optimal
level of taxation that would yield maximum revenue and growth (Laffer 2004). High taxes also
have the potential of distorting economic decisions while on the other hand low taxes also have
their negative impacts in the same aspect hence leading to inefficiencies. Hence, the combination
of sound economic policies have to be set with the proper direction of sustaining the dynamism of
the private sector as well as formulating adequate revenues to support public expenditure.

The Interaction Between Public Debt and Taxation

Perhaps one of the more subtle findings of this study is the interdependence between this variable
and the nominal public debt on tax levels for economic growth and development. When a country
has too much public debt, it puts itself in a rather awkward position in matters of taxation. On one
end, they are forced to borrow with the intention of paying debts and preventing fiscal crises; on
the other end, borrowing leads to increased taxes that may slow the development of the private
sector hence the economy. This is a double burden that is particularly seen in developed nations
such as Japan, which has a high public debt/GDP ratio and has to continue to increase taxes in
order to meet its debts.

This research evidence also underscores the view that the public debt taxation trade-off can be
checked by implementing a progressive nature of taxes. For example, in countries that already
have a significant amount of debt, the use of progressive taxes such as the wealth taxes could
provide a stable source of revenue that will not exert too much pressure on the productive sectors
in the economy according to Piketty (2014). Also, measures aimed at increasing the tax base and
reducing tax avoidance can help to optimize the functioning of the tax system and can help to
reduce the level of debt as well as accelerate economic development.

Policy Implications for Fiscal Management

The findings of this work have significant implications for policy making. First of all, such
governments should seriously address the issue of public debt sustainability. High debt levels can
cause long cycle diseconomies since the finances that should be used for investment in public
societies, goods and services get used to pay the interest on the debts. This implies that fiscal
policies should seek to bring down debt to GDP ratios over time and by a process of fiscal
tightening and structural measures which can help in increasing the growth rate (Ghosh et al., 2013
p361).

Second, there is a need to note that taxes should not only provide the right amounts of revenue to
be collected, but should also spur the economy. Even though high taxes may be justifiable in some
respects, paying taxes to fund public services, the rates of these taxes must be regulated so as not
to hinder investors and commerce. A good example of achieving equal taxation and equitable
public resource distribution is through progressive taxation whereby those with high incomes pay
higher taxes to provide adequate resources for improvement in education levels, and infrastructure
among others (Tanzi and Zee, 2000).

Finally, there is an indication that policymakers should take fiscal policy considerations past a
given period into account. Ad hoc policies, including fiscal adjustments or the use of temporarily
low rates to spur demand, do not fuel growth. Governance strategies should therefore aim at
sustainable fiscal consolidation measures, public debt sustainability, and investment in the
dynamic segments of the economy.
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Conclusion

Thus, the outcome of this research confirms that analysis of public debt, taxation, and economic
efficiency are intertwined inextricably. That is, high public debt could harm economic growth
when the borrowed resources are consumed unproductively. Nevertheless, when designed
appropriately, it can help to foster development for growth through the provision of infrastructure,
education, and research on technology. However there are some disadvantages of excessive
taxation which have a negative impact on productivity due to discouragement of investment by the
private sector. Taxes and public debts provide an insight into the fact that there is a necessity to
make certain trade-offs to achieve fiscal balance which also serves the long-term objective of
economic growth. However, sustainable fiscal policy that fosters economic development requires
balance whereby while managing debt level such as through debt management strategies, major
investments are made in productive sectors.
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