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Developing Finance

THE BALANCE OF PAYMENTS IV

EXTERNAL DEBT ASSESSMENT
“HOW MUCH GETS TOO MUCH?”
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(1) THE CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS

From less liquid items

toward more liquid
+ Export of goods f.0.b. items!

- Imports of goods f.o.b.

= Trade balance

+ Exports of non-financial services
- Imports of non-financial services

1
+ Investment income (credit) T
- Interest payments R —
+ Private unrequited transfers B

+ Official unrequited transfers

= Current account balance
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https://ofce.shinyapps.io/debtwatchr/
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(2) The capital account of the balance of payments

Capital account From less liquid items
+ (-) Direct investment (non debt creating flows)  to more liquid items!

+ (-) 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)
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EXTERNAL FINANCING HELPS BOOSTING GDP GROWTH

1880-2007
F -
Re =0.3958

Met Private Flows (IIF), 2%.GDP

Q 1 2 3 4 3] G
Global Growth (IMF WEQ definition)
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WHY/WHEN DOES A FINANCIAL CRISIS ERUPT?
GROSS AND NET FLOWS

~X.Long-term + Short-term capital flows---"

-~ -
bkl 1T e———— L Ll

> =

2 Gross Inflows - Debt Repayments

(g

~--._2 Net Flows - Interest Payments _____---~

----..-—“_—_E_-_E_-_Hn.—-"_";"__

_--»Total debt service payments =~ ~~~«

~2.Debt payments + Interest payments -

— -
T
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NIGERIA’S BALANCE OF PAYMENTS 2017-2026 (IMF 2022) IN USS BILLIONS
2021 2022 2023 2024 2025 2026
2017 2018 2019 2020 —
Projections
Current account balance 127 B3 -14.6 -17.0 -128 -118 =122 -10.5 -9.7 -8.2
Trade balance 13.1 20.5 28 -16.4 -5.1 76 -8.7 9.6 -103 5.8
Exports 458 61.2 85.0 359 51.7 s0.8 47.6 44.0 416 425
Oilfgas 423 566 545 314 461 448 41.2 371 348 ass5
Other 35 47 105 4.5 5.6 6.1 6.4 &9 &9 6.9
Imports -32.7 -40.8 =621 =523 -60.8 -58.4 -56.3 -53.6 -52.0 -52.3
Oilfgas -B.2 -11.6 =11.0 =73 =121 -10.3 =7.9 -4.7 -1.8 -1.5
Other -24.5 -29.2 -51.1 -45.0 -48.7 -48.1 -48.4 -45.3 -50.2 -50.8
Services (net) -13.2 =26.1 -338 =158 =19.8 =220 =22 6 =215 =198 -19.4
Receipts 50 48 48 40 49 51 5.3 6.5 80 9.9
Payments -18.3 =309 -38.7 -19.8 =247 -27.2 =27.9 -28.0 -27.9 -29.3
Income {met) -9.2 -12.3 =101 -5.8 =97 -10.6 =10.7 =103 -11.8 -12.6
Of which: Interest due on public debt -0.3 -0.8 -1.0 =12 1.3 1.7 =21 -2.5 3.0 =35
Transfers (net) 220 241 26.4 210 258 28.5 29.8 309 322 335
Capital and Financial account balance 17.5 32 16.9 34 127 109 11.2 10.9 10.0 8.3
P
Capital Account {net) 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 00 oo
Financial Account {net} 17.5 3.2 16.9 34 127 109 11.2 10.9 10.0 &3
Direct Investment (net} 2.1 oz 20 27 4.0 314 3.7 vy 35 2.5
Portfolio Investment {net} 10.3 0.0 31 =36 39 30 35 33 3.2 X
Other lnvestment (net) 5.1 3.0 11.8 4.3 4.8 45 4.1 38 34 2.8
Of which: SDR allocation 3.4
Errors and omissions -17.8 -6.2 =71 12.0 0.0 0.0 0.0 0.0 0.0 oo
Owerall balance 124 3.2 -4.7 -1.6 -0.1 -0.9 -1.0 0.4 03 01
RFI Disbursemept. —-——====="""""""" s T e
_e=mTTTT Ty ~.
’\~N t international reserves (increase -) 12.4 3.2 4.7 19 0.1 09 1.0 -0.4 -0.3 -0.1 _:l
____________________________ B
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Hello CIFE’s students!
Quick exercice! Calculate
Solvencia’s change in
reserve assets!

Michel Henry Bouchet (c) Skema-Cife 2023

7
Exports 5000
Portfolio 150
LTK 1200
Transfers 285 This BOP is messy!
Debt repayments -1650 Let’s go CIFE!
STK 350
Current account
FDI 325
Imports -6500
Trade
Services revenues 1200
Interest payments -750
E&Os -455
Counterpart items 100
Change in reserves
CA/GDP%
GDP 12500
R‘;M ratio (months) Michel Henry Bouchet (c)
Reserve level 12/2017 4500 Skema-Cife 2023
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Exports 5000
GOOD JOB Imports -6500
GEGPA' Trade -1500
) Services revenues 1200
Interest payments -750
Transfers 285
Current account -765
FDI 325
Partfolio 150
LT K 1200
Debt repayments -1650
S5TK 350
E&Os -455
Counterpart items 100
Change in reserves 745
CA/GDP% -6,12%
GDP 12500
R/M ratio (months) 6,9
Reserve level 12/2017 4500
9
Solvencia - case study
BALANCE of PAYMENTS (§ million) 2008 2009 M0 2011 M2 013 4 015 016 07 018 019 M9 00
Trade Balance 130 A1 1611 -2 494 4000 -1 050 1040 2000 2300 1500 1500 4000 5500 5000
Herchandise exports 4882 6151 1910 8061 9000 10500 11000 12000 13800 14000 13500 12000 12000 13000
erchandise imports £012 5562 487 | 10565 | 3000 | 15RO | Q%R0 | 0000 | -M1B00 | 19600 | -1A00D | 16000 | -f7HO0 | 1800
Balance on Services, Income & Transfers £99 Rl 1044 201 3281 2107 -5 [ 0 (] 184 901 300 | A5
Senices & income receipts 824 1008 1464 1652 147 1629 2251 2594 2730 2590 21769 204 2150 2780
Exports of services 697 819 1130 1152 1286 1500 1571 1714 1800 1750 1929 1714 1500 1850
[nterest receipts 124 120 bl 486 146 0 650 850 900 800 800 500 600 850
Other services & income receipts 2 9 17 15 15 5 B} 30 B} 40 4 30 i} H1
Services & income payments AT 182 318 4448 B197 432 3077 -2 686 2907 262 3482 4546 538 524
[mparts of senvices 02 -84 1423 1583 -1950 73 1494 1500 175 1875 2250 2400 2625 2100
[nterest payments B3 835 -1 681 -2831 197 -2 460 143 -1 006 -3 450 402 -1646 2% 1973
(Other senices & income payments 4 -2 -9 -3 kil -160 -150 -180 -190 00 400 500 528 551
Transfers, net M 2% 625 5 469 616 150 830 880 100 500 400 205 900
Private transfers, net 103 18 0 3 29 566 600 630 630 450 400 30 12 650
(Offcialtransfers, net 111 113 b 20 200 ] 150 200 250 250 100 100 100 250
Current Account 189 40 2621 469 1281 3167 i 27138 3003 2265 -1684 5901 8510 £a74
Michel Henry Bouchet (c) Skema-Cife 2023
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US FEDERAL FUNDS RATES 1950-2021
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Q1-2023:
THE IMPACT OF
RISING INTEREST

RATES

Michel Henry Bouche|

—
Paid back with interest
World*, interest costst, % of GDP

' - — - - - - .
With 1%-point increase \'o'
ininterest ratesin 2023 ,

L/
L/

Current rates

FORECAST

1 I I 1
2016 18 20 22% 24 26 27

*58 economies accounting for 90% of world GDP
TAssuming debt-to-income ratios are held constant;
private debt rolls over in 2 years; public debt in 5 years
FEstimate

Sources: Bloomberg; IIF; IMF; OECD; UN; The Economist
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Q1-2023:
THE IMPACT OF RISING INTEREST RATES

Top of the pops Corpamesiiin: oxc) Governments (in 54 countries)
Interest-bill components, 2022 or latest available 0 10 20 0 5 10 15
- R 0246 0102030
Households (in 40 countries) France (2) Ghana(l)
Country Debt-to- Interest rate Hi =4
(1=most income ratiof  Q42019.Q4 2022, ““?"'y L Egvpt (2)
rate-sensitive*) 2022 % points Brazil (=9) :
0 1 2 0 2 4| la&y(=15 Brazil (3)
Denmark (1) United States (23) Iialy (: 4)
New Zealand (2) China {=25) "
Netherdands (4) India (35) Argenting (=4)

Sweden (=5)
Beitain (=18)

*Ranking based on two measure
toEncome ratia aond ch

5 of rate sensitvity Bntam(-—]s)

e In inferest rale

Canada (=22) income for hotseholds; pener
; 0 fo s §ross operating profit for Um(ed Slales (18)
United States (28) companies. Nan-financial corporates

China (33) Sources: Bloomberg; BF; IMF; OECD; UN; The Econamist Chma(:37)

The Economist
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HOW MUCH IS TOO MUCH? >300%
Global Leverage = Aftermath of Pandemic
Crisis
e —— (S millions)
Global financial crisis + Pandemic crisis
101560
Global Debt Global GDP
Source: IMF & IIF 2022 Michel Henry Bouchet (c) Skema-Cife 2023 4
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THE BUDGETARY AND DEBT IMPACT OF THE CORONA VIRUS CRISIS

250% Public Debt/GDP ratios

200%
m Public Debt/GDP 2019
150% -
W post-virus
100% <«-SaM--- --- --- --- ual--Bl--ul-- BB >
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US debt burden was even higher after World War Il
US government debt (as a % of GDP)
120
100
80
&0
40
20
T T (o)
1790 1850 1900 1950 2000 2019
Sources: Reinhart & Rogoff; Federal Reserve
@ ET 16
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UK PUBLIC DEBT/GDP RATIO 1900-2020 (WARS AND CRISES)
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Source: Panizza based on Bank of England
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THE TWO SHARP RISES IN FRANCE’S PUBLIC DEBT/GDP RATIO

% . -
120:’ Crise des subprimes
115% Grande récession

110% ————
105%

100%
95%
90%
85%
80%

75%
70%

65%
60%

55%

Crise de la Covid-19 >
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Source : Insee
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SOVEREIGN DEBT 2008-2019: NOT MUCH DELEVERAGING!

T & Denmark Emm— 261%
— — )
- B China ——
Lower Higher 256%
Al Debt Debt United States Smmmm—m— 245%
countries .
Finland S — 2479%,
Switzerland mEm— 1247%
Australiz SE— 240%
19
Michel Henry Bouchet (c) Skema-Cife 2023

. . Luxembourg® A434%|
Total debt = Public + Private Hong Kong" 396%
Japan —— 1373%

Ireland” 3459%
Bealgiurm ————— 344%
Portugz| E—— 3229
France S —— 304%
Singapore EEE——— 297%,

Canada S— 296%
Netherlands S———— 204%
Greece I—— 2049
Norway S— 287%
United Kingd.. S——— 281%
Sweden EEE—— 275%

Spain E——— 275%
Italy E———— oo

Source: McKinsey Global Institute

19
HOW MUCH IS TOO MUCH?
s Overall debt/GDP % (source: IMF, 8IS, IIF 2023)
400% B Public W Private
350%
300%
250% =t R . . . . . N e
200%
150%
100%
50%
Japan Ireland ~ Portugal  Spain Italy Greece France ~ €Zone China World ~ Germany ~ OECD
20
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!

Sub-Saharan African countries’ debt maturities

Sbn Moody’s has 7 of the 19 sub-Saharan African
sovereigns on negative watch — the highest
proportion of any world region — and has 25
downgraded 4 countries in 2017
20

15

10

5
III IIIII-._

o]
2017 18 12 21

Excludes outstanding short-term Trn:asury b:lls r_-xdudr_'s. South Afrll:zr maturities bcyond 2031 not shown
SoUrces: Thomson Reutars: FT ressarch

o FT

Michel Henry Bouchet (c) Skema-Cife 2023 21
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EXTERNAL DEBT ANALYSIS

FLOWS: Balance of payments analysis and capital flight
P Liquidity

P Sustainability of debt strategy (refinancing, market ‘ ST
access, rescheduling, restructuring) |.IC|UIdIty

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

» Mismatch (interest rate, currency, maturity) - Solvency
P Solvency ratios

» London Club debt : secondary market discounts
» Spread/margin over US T Bills and CDS

Michel Henry Bouchet (c) Skema-Cife 2023 22
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Emerging Market Economies: Capital Flows
£ billion
2012 2013 2014 2015
Capital Inflows
Total inflows, MNet: 1269 1188 1079 1164
Private Inflows, Net 1232 1156 1032 1112
Equity Investment, Met 668 L2686 &57 &75
Direct Investment, Net 545 548 540 5&0
Portfolio Investment, Net 124 78 117 114
Private Creditors, Met 564 530 375 437
Commercial Banks, Net 118 193 124 151
Monbanks, Met . mmmmeeeeee B I L 251 287
Offietat Tiflows, Net 37 a2 T R— 53
, International Financial Institutions 5 -3 19 27 s
" Bilateral Creditors n 35 28 25~
___________________________________________________________________________________
Total Outflows, Met =-129% -1360 -i1348 -1339
Private Qutflows, Met 244 -825 =281 =250
Equity Investment Abroad, MNet -332 =403 -348 -381
Resident Lending/Other, Net -614 422 -513 =570
Reserves (- = Increase) -352 -534 =367 -388
Memo:
MNet Errors and Omissions =246 &5 o] o]
Current Account Balance 274 236 269 174
Source: IIF Michel Henry Bouchet (¢) Skema-Cife .
2023

RISK MANAGEMENT AND BOP ANALYSIS

+  Export of goods f.0.b.
- Imports of goo
Trade balance
+/-  Exports/Imports of non-fi
- Interest payme
+  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

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

Liquidity Risk Solvency Risk

P Debt Service Ratio: » Debt/Export ratio

(P+1/X) » Debt/GDP ratio
P Interest Ratio (I/X) » Debt/Reserves
» Current account/GDP » ST Debt/Total Debt

» Growth rate of exports/ | | »ST Debt/Reserves
Average external
interest rate

P Reserve/Import ratio

Michel Henry Bouchet (c) Skema-Cife 2023
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LIQUIDITY AND SOLVENCY THRESHOLDS

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

Flow variables
* Liquidity =
v/ Debt Service ratio < 33% of X
v’ Interest/X ratio < 25%
\/Average int. rate/Growth rate of exports

Michel Henry Bouchet (c) Skema-Cife 2023
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BEWARE OF RATIOS! N@}“‘E‘

Debt ratios seem common sense, and are at the root of rating
agencies’ risk analysis! But are they meaningful?
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

Michel Henry Bouchet (c) Skema-Cife 2023 27
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WHAT MATTERS? HOW LARGE IS THE DEBT, HOW HIGH IS THE DEBT/GDP
RATIO, OR WHO HOLDS THE DEBT?

Main holders of Japanese bonds (2021)

Main holders of Italian public debt (€ billions)

100
290

ife and non-life insurance, etc.*

400 = Households
Banks, etc.**

= Italian banks
Foreigners

400 L
Italian insurance

48.3%

companies Public pensions
Investment funds
310 Pension funds
= Foreign (banks,
. Household
insurance, etc.)
450 [ Banca de Italia others
300
W Ec P
(excluding public pensions)
ource: Own calculations based on Banca d'Italia statistics. 0% 10% 20% 30% 40% 50% 60%
ote: Total public debt (debt of all levels of the Italian government together) amounts to about €2,250 billion Share of JGB holders
Italy’s public debt to GDP= 155% GDP Yen denominated bonds= 252% of GDP

Michel Henry Bouchet (c) Skema-Cife 2023 28
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THE KEY ISSUE OF DEBT MATURITY (Q1 2022)

Portfolio Average Maturity of Government Debt (in years)

19,3

86 8,8
8,0

7,7 4

72 74

53

EE W o e B e I R E
29 osm
29
SUCCESSFUL ECONOMIC ADJUSTMENT:
180 LONG-TERM TRENDS IN EMCS’ SOLVENCY RATIOS (DROP IN DEBT/X %)
160 150% of Exports
55% GDP it

140
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Source: IMF Michel Henry Bouchet (c) Skema-Cife 2023 30
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Table1 Joint BIS-IMF-OECD-World Bank Statistics on External Debt (mill. US$)
Data are in millions 2019Q3 2019Q4 2020Q1 2020Q2 2020Q3
D E BT DATA? Al. Loans and other credits (Debt of)
- 01_cCross-border loans, by BIS reporting banks 70,449 73,366 76,174 71,249 73,299
02___ ofw to nonbanks 38,794 41,710 41,585 41,813 42,298
> http.//WWW.bIS.OI’R/StatIStICS/an 03_official bilateral loans, total
nex ma .htm 04___o/w aid loans
—L 05____o/w other - - - - -
P http://stats.bis.org/statx/srs/tab 06__Multilateral loans, total 0 0 0 0 0
e/A6?c=TN&p=20144 07__o/w e ©o o o o o
. 08___ o/w other institutions - - - - -
> http://www.clubdeparis.org/en 09_Insured export credit, Berne Union 22,274 28,791 28,791 27,090 27,090
/communications/page/as-of- 10___o/w short term 21,951 28361 28,361 26,802 26,802
31_december_2015 11_SDR allocations 2,367 2,401 2,370 2,389 2,444
A2. Loans and other credits (Debt due within a year)
P IMF balance of payements 12_Liabilities to BIS banks (cons.), short term 35,817 36,735 41,985 37,088 39,398
https//WWWImeFg/en/PUbhcatl 13_Multilateral loans, IMF, short term - -
B1l. Debt securities (All maturities
0I"IS/CR/|SSUES/2019/03/21/Ecuad 14_Debt securities Eeld by nonres)l'dents .. 313,785
0r—2016—Artic|e—|V—COnSuItation— B2. Debt securities (short term, original maturity)
Press_ReIease_and_Staff_Re port_ 15_Debt securities held by nonresidents . 9,814
46689 C. Supplementary information on debt (liabilities)
—_— 16_International debt securities, all maturities 255,536 261,175 262,493 290,099 300,183
17 o/w issued by nonbanks 167,131 165,863 165,188 185,390 189,710
18_International debt securities, short term 37,086 36,915 34,808 42,084 38,1686
19 o/w issued by nonbanks 23,958 20,890 18,772 27,530 24,081
20_Paris Club claims (ODA)
21_Paris Club claims (non ODA) - - - - -
22_Liabilities to BIS banks, locational, total 169,279 172,021 179,653 177,752 184,568
Michel Henry Bouchet (c) Skema-Cife 2023 23_Liabilities to BIS banks, conselidated, total 132,168 133,991 140,201 137,858 142,224

31

Table1 Joint BISIMF-OECD-World Bank Statistics on External Debt (mill. US$) Table1 Joint BIS-IMF-OECD-World Bank Statistics on External Debt (mill. US$)

Data are in millions 2016Q2 2016Q3 2016Q4 2017Q1 2017Q2 Data are in millions 2016Q2 2016@3 2016Q4 2017Q1 2017Q2
Al Loans and other credits (Debt of) Al. Loans and other credits (Debt of)
01_Cross-border loans, by BIS reporting banks 10,063 10,556 10,600 - .. | 01_Cross-border loans, by BIS reporting banks 2,726 2,894 2830
02___o/w to nonbanks 6,666 7,064 7144 - .. | 02___o/w to nonbanks 1,656 1,862 1,871
03_official bilateral loans, total - - - - .. | 03_Official bilateral loans, total -
04___o/w aid loans - - - . | 04___o/w aid loans ..
oimthe MOROCCO - - - TUNISIA - - - -
06__Multilateral loans, total 8299 8516 8215 833 0 | 06__Multilateral loans, total 6772 6676 6860 6839 1,902
07___o/wIMF 0 0 0 0 0| 07__o/wIMF 1721 1,700 1,620 1619 1,902
08__ o/w other institutions 8299 8516 8215 8335 . | 08___o/w other institutions 5052 4976 5240 5221
09_Insured export credit, Berne Union 7,200 7272 659 - .| 09_Insured export credit, Berne Union 2,841 2,686 2,572
10___o/w short term 4801 4775 4310 . . | 10___o/w short term 2137 2004 1,914 " “
11_SDR allocations 785 784 755 762 781 | 11_SDR allocations 382 381 367 370 380
A2. Loans and other credits (Debt due within a year) A2. Loans and other credits (Debt due within a year)
12_Liabilities to BIS banks (cons.), short term 2792 2929 2948 " . | 12_Liabilities to BIS banks (cons.), short term 528 585 584 " “
13_Multilateral loans, IMF, short term " " " " . | 13_Multilateral loans, IMF, short term 149 231 328 448 531
B1. Debt securities (All maturities) BL. Debt securities (All maturities)
14_Debt securities held by nonresidents 5,761 " " " . | 14_Debt securities held by nonresidents 3,458
B2. Debt securities (short term, original maturity) B2. Debt securities (short term, original maturity)
15_Debt securities held by nonresidents 97 . . . .. | 15_Debt securities held by nonresidents 24
C. Supplementary information on debt (liabilities) C. Supplementary information on debt (liabilities)
16_International debt securities, all maturities 8,029 8044 8197 8234 .| 16_International debt securities, all maturities 4924 5459 5182 6,246
17 o/w issued by nonbanks 7,728 7,744 7897 793 . | 17___o/w issued by nonbanks 4924 5459 5182 6,246
18_International debt securities, short term 555 558 527 535 .| 18_International debt securities, short term 500 599 586 589
19__ o/wissued by nonbanks 555 558 527 535 .| 19__ o/w issued by nonbanks 500 598 586 589
20_Paris Club daims (ODA) . . 4479 . .. | 20_Paris Club claims (ODA) .. . 2,608 ..
21_Paris Club daims (non ODA) . 2Tichel Henry BoucheicParismGlubidainis(non ODA) “ - 858 32
22_Lliabilities to BIS banks, locational, total 13,990 14,548 12,089 . .. | 22_Liabilities to BIS banks, locational, total 3,661 3767 3,017 .

32
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http://www.clubdeparis.org/en/communications/page/as-of-31-december-2015
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http://www.clubdeparis.org/en/communications/page/as-of-31-december-2015
https://www.imf.org/en/Publications/CR/Issues/2019/03/21/Ecuador-2016-Article-IV-Consultation-Press-Release-and-Staff-Report-46689
https://www.imf.org/en/Publications/CR/Issues/2019/03/21/Ecuador-2016-Article-IV-Consultation-Press-Release-and-Staff-Report-46689
https://www.imf.org/en/Publications/CR/Issues/2019/03/21/Ecuador-2016-Article-IV-Consultation-Press-Release-and-Staff-Report-46689
https://www.imf.org/en/Publications/CR/Issues/2019/03/21/Ecuador-2016-Article-IV-Consultation-Press-Release-and-Staff-Report-46689
https://www.imf.org/en/Publications/CR/Issues/2019/03/21/Ecuador-2016-Article-IV-Consultation-Press-Release-and-Staff-Report-46689
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EXTERNAL DEBT ANALYSIS |

How to stabilize the Interest/Export ratio?

Interest Necessary condition: the growth rate of exports must be at least

rate equal to the average interest rate on total external indebtedness

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

LIBOR

y
/
/| &

7
/’4

L]

éf/(

:

Average growth rate of Exports of
Goods & Services

> Time .
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EXTERNAL DEBT ANALYSIS Il

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

» DEBT t= DEBT t-1 * (1+r) — Primary Budget Balance
»GDPt=GDPt-1*(1+g)

_____
Ras Sso

’DEBT t“ DEBT t-1 * (1+r) — Primary Budget Balance
.GDP ./ ' GDPt-1 * (1+g) GDP

-
‘‘‘‘‘‘‘‘

————

DEBT = DEBT 7 o1+r N- Primary Budget Balance

GDP

_____

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

Michel Henry Bouchet (c) Skema-Cife 2023 34

34

17



29/03/2023

EXTERNAL DEBT ANALYSIS I

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%

Deficit

Average Debt/GDP

Time
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External Debt Analysis IV
How to stabilize the Debt/GDP ratio?
Necessary condition: Deficit must be < (Debt/GDP * GDP growth rate)

g = growth rate of GDP and d = deficit/GDP ratio

DEBT t = DEBT t-1 + DEF t-1
DEBTt = DEBTt-1 +d*Yt1

N Yt

DEBT 6= DEBII 1=y =1 S d
Yo Y t-1 Yt 1+g
=(1) * DEBTt1 + d = d/l+g
1+g Y t1 1+g 1— A/1+g)
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