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and will no longer be able to borrow. Arithmetically, the debt ratio they can in 
principle sustain is governed by the following equations: 
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growth differential, averaging minus 4½ percent.5 Using equation (1) to trace 
the evolution since 2011, the deb-15 (e 0 ( should htial, a)20 (v fn sinallen bdeb-1y a c)3equaumulng equa)4ve 
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or spending. The problem on the spending side is particularly acute, since a 
large portion of expenditures is taken up by interest payments, so that the basis 
for any spending cuts is particularly small. In India, interest payments absorb 
one-fifth of government revenues, much more than in AEs (figure 5).
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How much uncertainty in r − g? 

In addition to the uncertainty regarding the primary balance, there is uncertainty 
about the interest-growth differential, and this uncertainty is substantially larger 
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Figure 6
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India consequently faces a choice. It could maintain its sizable primary 
deficits, counting on favorable interest-growth differentials to contain the growth 




