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Abstract

One of the fundamental issues in macroeconomics is how government debt interacts with the
long-term economic performance of countries. In classical and neoclassical economic literature,
it is assumed that the government's use of public debt at an optimal level can provide economic
growth by financing infrastructure spending; however, when debt exceeds a reasonable limit and
institutional quality is poor, this debt may lead to reduced investment efficiency, increased credit
risks, and ultimately a decline in economic growth. Accordingly, the present study examines the
moderating role of institutional quality in the nonlinear relationship between public debt and
economic growth in a group of selected developing countries during the period 2008-2022. This
paper examines the moderating role of institutional quality in the nonlinear relationship between
public debt and economic growth in selected developing countries during the period 2008-2022.
Using the Panel Staggered Regression (PSTR) model and inspired by previous theoretical
foundations and studies, natural resource rent was considered as a threshold variable. The
findings confirmed the existence of a strong threshold relationship. A threshold for natural
resource rent was identified at 448.5 percent, which defines two distinct regimes. In both regimes,
public debt had a significant and negative effect on economic growth, but the magnitude of this
effect was approximately 3.5 times stronger in the high regime (with greater dependence on
resources). Also, the institutional indicators of “rule of law and corruption control” and
“government effectiveness and quality of laws” showed a significant and positive effect on
economic growth in both regimes. The results indicate that in resource-dependent economies, the
destructive effects of debt are exacerbated. This study emphasizes the need to strengthen
institutions as a key factor to contain the negative effects of debt and also to reduce dependence
on natural resource rent through transparency and economic diversification policies. Governance
reform and the adoption of countercyclical budgeting rules are suggested for debt management.
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