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THE BALANCE OF PAYMENTS IV

EXTERNAL DEBT ASSESSMENT
“HOW MUCH GETS TOO MUCH?”

SEE ALSO OFCE: DEBTWATCHR (SHINYAPPS.IO)

CIFE SEMINAR ROMA-BERLIN-NICE 2023
MICHEL-HENRY BOUCHET
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+    Export of goods f.o.b.

- Imports of goods f.o.b.

= Trade balance

+ Exports of non-financial services

- Imports of non-financial services

+ Investment income (credit)

- Interest payments

+    Private unrequited transfers

+    Official unrequited transfers

= Current account balance

(1) THE CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS

From less liquid items
toward more liquid

items!
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https://ofce.shinyapps.io/debtwatchr/
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THE CAPITAL ACCOUNT

Capital account

+ (-) Direct investment (non debt creating flows)

+ (-) Portfolio investment (NDCF)

+      LT capital inflows (private + official)

- LT debt repayments (bonds/loans)

+      ST capital inflows (private + official)

- ST debt repayments 

+ (-) Net errors and omissions

+ (-) Counterpart items

+ (-) Change in reserves

=   Capital account balance

+ Exceptional Financing (or arrears)

From less liquid items 
to more liquid items!

(2) The capital account of the balance of payments 
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EXTERNAL FINANCING HELPS BOOSTING GDP GROWTH

IIF, Washington, D.C.
Michel Henry Bouchet (c) Skema-Cife 2023 4
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WHY/WHEN  DOES A FINANCIAL CRISIS ERUPT?

GROSS AND NET FLOWS

▶Gross Capital Inflows =  

 Long-term + Short-term capital flows

▶Net Flows = 

 Gross Inflows - Debt Repayments

▶Net Transfers = 

 Net Flows - Interest Payments

▶Total debt service payments = 

 Debt payments + Interest payments

Michel Henry Bouchet (c) Skema-Cife 2023
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NIGERIA’S BALANCE OF PAYMENTS 2017-2026 (IMF 2022) IN US$ BILLIONS
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Hello CIFE’s students!
Quick exercice! Calculate

Solvencia’s change in 
reserve assets!

7

Michel Henry Bouchet (c)

Skema-Cife 2023

This BOP is messy! 
Let’s go CIFE! 
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GOOD JOB
GEGPA! 
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Solvencia - case study
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US FEDERAL FUNDS RATES 1950-2021
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Q1-2023: 
THE IMPACT OF 

RISING INTEREST
RATES
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Q1-2023: 
THE IMPACT OF RISING INTEREST RATES

Michel Henry Bouchet (c) Skema-Cife 2023
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HOW MUCH IS TOO MUCH? >300%

Michel Henry Bouchet (c) Skema-Cife 2023Source: IMF & IIF 2022
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295000

101560

Global Debt Global GDP

Global Leverage = Aftermath of Pandemic 
Crisis

($ millions)
Global financial crisis + Pandemic crisis
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THE BUDGETARY AND DEBT IMPACT OF THE CORONA VIRUS CRISIS

Michel Henry Bouchet (c) Skema-Cife 2023
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UK PUBLIC DEBT/GDP RATIO 1900-2020 (WARS AND CRISES)
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THE TWO SHARP RISES IN FRANCE’S PUBLIC DEBT/GDP RATIO
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SOVEREIGN DEBT 2008-2019: NOT MUCH DELEVERAGING!

Michel Henry Bouchet (c) Skema-Cife 2023Source: McKinsey Global Institute 

Total debt = Public + Private
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HOW MUCH IS TOO MUCH?

Michel Henry Bouchet (c) Skema-Cife 2023
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SUB-SAHARAN AFRICA: 
CONCERNS OVER HIGH DEBT LEVELS AND CREDIT RISK RESONATE FOR 2018 AND BEYOND!

Michel Henry Bouchet (c) Skema-Cife 2023

Moody’s has 7 of the 19 sub-Saharan African 
sovereigns on negative watch — the highest 
proportion of any world region — and has 

downgraded 4 countries in 2017

21

EXTERNAL DEBT ANALYSIS

FLOWS: Balance of payments analysis and capital flight 

▶Liquidity

▶Sustainability of debt strategy (refinancing, market 
access, rescheduling, restructuring)

STOCKS: Structure of debt by creditors, maturity (ST/LT), 
currency and interest rates (fixed/floating)

▶Mismatch (interest rate, currency, maturity)

▶Solvency ratios

▶London Club debt : secondary market discounts

▶Spread/margin over US T Bills and CDS

Liquidity

Solvency

Michel Henry Bouchet (c) Skema-Cife 2023 22
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2023
23

+ Export of goods f.o.b.

- Imports of goods f.o.b.

=         Trade balance

+/- Exports/Imports  of non-financial services

- Interest payments

+ Investment income (dividends) credit/debit)

+ (-) Private/Official  unrequited transfers

=          Current account balance

+/- FDI

+/- Portfolio capital Flows

+    LT Capital Inflows

- Debt Servicing Payments

+/- ST Capital Flows

+/- Reserve Variation

RISK MANAGEMENT AND BOP ANALYSIS

Michel Henry Bouchet (c) Skema-Cife 2023 24
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EXTERNAL DEBT ANALYSIS:
THE DUAL FACE OF  COUNTRY RISK

Liquidity Risk

▶Debt Service Ratio:

(P+I/X)

▶Interest Ratio  (I/X)

▶Current account/GDP

▶Growth rate of exports/ 
Average external 
interest rate

Solvency Risk

▶Debt/Export ratio

▶Debt/GDP ratio

▶Debt/Reserves

▶ST Debt/Total Debt

▶ST Debt/Reserves

▶Reserve/Import ratio

25

LIQUIDITY AND SOLVENCY THRESHOLDS

Stock variables
• Solvency = 
✓Debt/GDP < 100% (66% = EMCs)  
✓Debt/Exports < 150% 
✓Reserves/months of Imports > 6 months

Flow variables
• Liquidity = 
✓Debt Service ratio < 33% of X
✓ Interest/X ratio <  25%
✓Average int. rate/Growth rate of exports

Michel Henry Bouchet (c) Skema-Cife 2023
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Debt ratios seem common sense, and are at the root of rating 
agencies’ risk analysis! But are they meaningful?

Michel Henry Bouchet (c) Skema-Cife 2023 27

Debt/GDP=
External Debt= a stock of accumulated liabilities

GDP= a flow of annual revenues

It makes more sense
1. to assess the NPV of future flows of revenues or 

2. comparing the stock of debt with the country’s total assets, or
3. assessing the country’s ability to keep servicing its debt (ratio Interest/Exports of G&S)

or 4. looking at the ratio of non-compressible imports to reserve assets

WHAT MATTERS? HOW LARGE IS THE DEBT, HOW HIGH IS THE DEBT/GDP 
RATIO, OR WHO HOLDS THE DEBT?

Michel Henry Bouchet (c) Skema-Cife 2023 28

ECB

Banca de Italia

Main holders of Japanese bonds (2021)

Yen denominated bonds= 252% of GDPItaly’s public debt to GDP= 155% GDP
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THE KEY ISSUE OF DEBT MATURITY (Q1 2022)
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Source: DMOs
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SUCCESSFUL ECONOMIC ADJUSTMENT:

LONG-TERM TRENDS IN EMCS’ SOLVENCY RATIOS (DROP IN DEBT/X 
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150% of Exports

55% GDP
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▶http://www.bis.org/statistics/an
nex_map.htm

▶http://stats.bis.org/statx/srs/tab
le/A6?c=TN&p=20144

▶http://www.clubdeparis.org/en
/communications/page/as-of-
31-december-2015

▶IMF balance of payements
https://www.imf.org/en/Publicati
ons/CR/Issues/2019/03/21/Ecuad
or-2016-Article-IV-Consultation-
Press-Release-and-Staff-Report-
46689

Michel Henry Bouchet (c) Skema-Cife 2023
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TUNISIAMOROCCO

Michel Henry Bouchet (c) Skema-Cife 2023 32
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http://stats.bis.org/statx/srs/table/A6?c=TN&p=20144
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LIBOR

Average growth rate of Exports of 
Goods & Services

How to stabilize the Interest/Export ratio?

Necessary condition: the growth rate of exports must be at least 
equal to the average interest rate on total external indebtedness

Time

Interest payments grow every year at the average interest 
rate time x overall indebtedness

Interest
rate

33

EXTERNAL DEBT ANALYSIS II

▶DEBT t= DEBT t-1 * (1+r) – Primary Budget Balance

▶GDP t = GDP t-1 * (1 + g)

▶DEBT t = DEBT t-1 * (1+r) – Primary Budget Balance

GDP         GDP t-1   * (1+g)                           GDP

DEBT
GDP   t

=     DEBT 
GDP   t-1 

1 + r

1 + g

- Primary Budget Balance

GDP

Reducing DEBT= Reducing r, increasing g, or boosting primary surplus 

r = average rate of interest and g = average GDP growth rate

*

Michel Henry Bouchet (c) Skema-Cife 2023 34
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Deficit

Average Debt/GDP

How to stabilize the Debt/GDP ratio?

Necessary condition: Deficit must be < (Debt/GDP * GDP growth rate)

If Debt/GDP= 85%
If GDP growth = 2%

Then deficit must be < 1,7%

Time
35
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▶Bouchet: Debt Cancellations: How to get rid of moral hazard? Journal of Risk Management for FI March 2021
Journal of Risk Management in Financial Institutions | Henry Stewart Publications
▶Bouchet, Fiskin, Goguel: Country Risk in the age of Globalization, Palgrave-McMillan, 2018
▶Bouchet, Clark, Groslambert: Country risk management (Wiley, NY)
▶Bouchet, Guilhon: Intelligence Economique et Gestion des Risques (Paris: Pearson)
▶Reinhart C., Rogoff K.: This time it’s different (Princeton, 2009)
▶Paris Club 2022
▶ IIF 2021
▶ IMF yearly report and WEO 2021
▶US Treasury and US FFIEC 2022
▶BIS reports 2019-22
▶World Bank Debt Report 2021
▶C-Bonds website
▶Lee Buchheit: https://www.iflr.com/Article/3866554/Q-A-with-sovereign-debt-legend-Lee-Buchheit.html
▶file:///C:/Users/bouchetm/Downloads/chapter-8-the-debt-restructuring-process%20(1).pdf
▶https://www.youtube.com/watch?v=U1HZik7swFI

Michel Henry Bouchet (c) Skema-Cife 2023 37
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