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Covid-19, Keynes and the national 
debt 
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This resource provides answers to the questions posed in the article on Keynes and Covid-19,  
featured in the April 2021 issue of ECONOMIC REVIEW. 

Question 1 
Explain the difference between a budget deficit and the national debt. 

A budget deficit is an example of a flow concept. If government general expenditure (including 
benefits) exceeds its revenue from taxation over a given period of time (typically a year), it is running a 
budget deficit. The accumulated budget deficits over the years (minus any budget surpluses) 
determines the size of the national debt. Therefore, the national debt is a stock concept. A budget 
deficit represents an annual flow into the stock of national debt. At the end of the financial year 2020, 
the UK’s budget deficit was £62.3 billion. The national debt was £1,866.8 billion (i.e. nearly £2 trillion). 

Question 2 
Why are historical and international comparisons of deficit and debt measures presented as 
proportions of GDP? 

It overcomes two principal problems. First, nominal values tend to increase over time with inflation. 
Second, it is difficult to compare nominal values when expressed in different currency units. 

Question 3 
Does it matter if a country has a large national debt as a proportion of its national income? 

It means that the government will have to finance the payment of a large amount of interest. This is 
not necessarily a problem, given that a large proportion of the interest payments will be made to 
domestic residents, who may then be willing to lend it back to the government or can use it to pay the 
otherwise higher taxes that would be necessary to finance the interest payments. It does have a 
redistributive effect, however, from taxpayers generally to the holders of government debt. If the 
interest payments are financed by further loans, then total debt will increase and there will arise the 
possible problem of additional government borrowing crowding out additional private borrowing. 

To the extent that recipients of interest payments reside abroad, then there will be a drain on the 
investment income part of the current account of the balance of payments. Of course, that could be 
largely offset by receipts of interest on the national debt of other countries. 
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Large amounts of interest payments do make government finances particularly vulnerable to 
fluctuations in international interest rates. 

Larger debt-to-GDP ratios tend to be more problematic for countries with lower longer-term economic 
growth rates and/or high real interest rates. For such countries, the debt-to-GDP ratio has the potential 
to rise quickly, increasing the significance of the issues identified above but also raising concerns 
around the sustainability of their public finances. When such concerns increase, countries can find it 
increasingly difficult to use the financial markets to raise the funds they need. 

 


