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EXTERNAL DEBT ANALYSIS EXTERNAL FINANCING HELPS BOOSTING GDP GROWTH
1950-2007
5 Objectives: -
% Fe =0.3958
1.Examining the robustness of debt-driven growth and the = 87
sources of vulnerability £,
@
2.Tackling the structure of the external liabilities é al
3. Assessing debt servicing sustainability , i.e., liquidity & £,
solvency prospects &
@ o
4. 1dentifying warning indicators of upcoming debt crisis? 2 *
. . 0
5. Analyzing debt restructuring workouts o ! ; ; : . :
Global Growth (IMF WEO definition)
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Roots of external financial crisis

Rising money supply

+ large and cheap bank credit | =———==
+ budget deficit

Inflationary pressures

+ exchange rate overvaluation <« Large spending on domestic
+ declining FX reserves + flight capital and foreign gOOdS

‘ = Mounting twin deficits
Balance of payments crisis — . pegT DEFAULT

9

Consumption > Savings =
excessive absorption

- Exchange rate adjustment + control of the money

ADJUSTMENT supply: shrinking creation of reserve money +
declining money multiplier of the deposit money
IMF’s financing + banks + interest rate rise + A reserve requirements
macroeconomic - Fiscal adjustment + cuts in public spending
stabilization - Structural measures to stimulate competitiveness

Debt restructuring + return to market access (?)

BOUCH IFE 2020

DOMESTIC AND EXTERNAL FINANCIAL EQUILIBRIUM

What is disposable income?
Y = gross income - imports & taxation
Y=C+1+G+X—-M-T+ (KM - K flight)

LT Savings =¥=
. ’ N

\ b N
[ (S=1)+}(T=G) = {(X=M) % (KM —KX)
" Netsavings/ ~ Fiscal balancé, Trade balance,’ Net capital inflows

~. o ~~ -

BOOSTING SAVINGS TO FINANCE INVESTMENT WITHOUT
EXTERNAL DEFICIT?

ifS<l =>X<M

P atrade imbalance is always rooted in low savings and
excessive domestic spending (absorption).

P It requires macroeconomic correction (interest rate
hike, devaluation, 1 taxation, credit reduction, T
reserve requirements...)
» Non-debt creating domestic flows
P> Non-debt creating external capital inflows (FDI)

THE LONG-TERM DYNAMICS OF INVESTMENT AND NATIONAL SAVINGS

Thailand: Savings & Investment ratios 1978-2020

1/GDP% ——5/GDR%

Savings

Investment
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02/04/2020

THE CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS

From less liquid items

+ Export of goods f.0.b. toward more liquid
- Imports of goods f.0.b. itsps!
= Trade balance

+ Exports of non-financial services

- Imports of non-financial services

+ Investment income (credit)

- Interest payments

+ Private unrequited transfers i

+ Official unrequited transfers ) T

= Current account balance - ?

14

12

10

1US$ 3-month LIBOR

1981 1983 1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019

From less liquid items to
more liquid items!

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)
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WHY/WHEN DOES A FINANCIAL CRISIS ERUPT?
GROSS AND NET FLOWS

» Gross Capital Inflows =

¥ Long-term + Short-term capital flows
» =
X Gross Inflows - Debt Repayments

¢
*~..__Z Net Flows - Interest Payments ___,_—"
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Hello CIFE Master

RISK MANAGEMENT AND BOP ANALYSIS
Students! HELP!

+  Export of goods f.0.b.
- Imports of g
= Trade balance
+/- Exports/Imports of non-financial st
- Interest payments
+ income
+ (-) Private/Official unrequited transfers

Forcign Direct Investment
. Tmparts of Goods
Long-term capital inflows
‘ Portfolio Investment (net)

{Net Errors and amissions

= Current account balance Official unrequited transfers
+/-FDI Long-tersn capital payments
+/- Portfolio capital Flows Short-term capital inflows

+ LT Capital Inflows Service Income (nct)
1 Current account balance
- Debt Servicing Payments Trade balanee 500 1T
+/- ST Capital Flows [nterest Payments 750 | -1855 |
+/- Reserve Variation [Exports of Goods
Note: Country GDP: 15000 (ed-2017)

— Official Reserve Assets ( end-2015): 8500
MH Bouc 020 External Debt Stock (end 2015) 17000

Good Job!
Now calculate the DSR and the
Reserve ratios!

EE T —
Liguidity InVExports of GS

Reserves 2017
Gross inflows

Het inflows

Nel Iransfers

R/M in menihs
Trade Ratio end-21

Resarve level end-2017

[Net Errors and omissions Reserve ratio
— Average rate -1
MH BOUCHET/Skema-CIFE 2020 MH BOUCHET/Skema-CIFE 2020 External debt 2017 17000
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EXTERNAL DEBT ANALYSIS

FLOWS: Balance of payments analysis and capital flight

P Liquidity

P> Sustainability of debt strategy (refinancing, market ‘ s e e
access, rescheduling, restructuring) qumdlty

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

P> Mismatch (interest rate, currency, maturity)

P Solvency ratios

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

=) Solvency

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 » ST Debt/Reserves

exports/ Average » Reserve/Import ratio
external interest rate

LIQUIDITY AND SOLVENCY THRESHOLDS

Flow variable
»Liquidity = Debt Service ratio < 33% of X Interest/X ratio < 25%

Stock variable
P Solvency = Debt/GDP < 66%*
Debt/Exports < 150%
Reserves/months of Imports > 6 months

* average debt crisis threshold 1970-2010 Reinhart/Rogoff (Maastricht)

SOURCES OF EXTERNAL FINANCING

Official (bilateral + multilateral) Private

* Paris Club (government to * FDI
government credits) Portfolio Investment

* Export insurance credit London Club (International
* IFls bank loans)

* RDBs Working capital lines

* Debt cancellation ST Trade credits

Bonds & International debt
securities

Arrears and rescheduling

MH BOUCHET/Skema-CIFE 2020




TWO COUNTRIES = TWO DEBT TRAJECTORIES

NORTH SEA GLOBAL EQUITY MANAGEMENT |
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Risk Categories || no. Indicators Risk Data Source
: —— 7. Real Economy Assassment | Fraquency
Solvencia LIqUIdIa 1 GDP growth rate - % performance | quarterly WB|
Public Debt/GDP= 100% Public Debt/GDP= 100% 2 | eudgetvefiat/Gor % | overhesting | quarterty | we/ime
3 REER 2005=100 quarterty BIS
a Credit growth % overhesting | quarterly | WB/IMF
. ' . % a i &
> Diversified export base » Main export: hydrocarbons N T T— = = .
- s : : P 4,0 6 current accou % quarterly | IMFENE
» Diversified markets » One main export destination: EU P : L TR TP T
» Mainly official creditors » X revenues in €/debt payments in $ only>0 8 Ext. ] iquidity | quarterty | WFENF
. 3 only>0 a Ext. Debt/GDP - % solvency quarterly | IMFEIIF
P Long-term maturities= 12 years P> Average debt maturity: 3 years "4,1,0 10 [ Resarves coversge - months | fiquidity | quartery | ir&ie
. . ly>0 1 Net Ext L rterh BIS/IMF
» Fixed rate for 80% of debt » 66% of debt on floating rates onkra0 12 | femnvsrorer-% Tguidey | quarterty |
. . . 3. spill-over
» Similar currency structure X P> Large and growing private debt s, TR ST e T [ s
revenues/liabilities (corporate, bank and households) only>0 14| Capital Flight / Reserves - % | _caprtal flight | _quarterly. Bis
= no mismatch! » Large reliance on private capital R = T T TR T
markets only>0 16 overnsnce | _annval n
only>0 17 Credit Rating. risk assessment | randomb SEP
only>0 18 Human Developt Index overnance. annual uUNDP
MH BOUCHET/Skema-CIFE 2020 only>0 19 Doing Business index annual WE
"‘ sor ™ * LD INDEBTEDNE 202
Reserves gasiof.  Preserves WORLD INDEBTEDNESS IN 2020
India 427% 15% 300% Total debt/GDP ratios OECD and EMCs
China 399% 27% [ mmmpublic mem private ——TOTAL |
FX RESERVES AS  mexico 330% 16%
BUFFER OF Korea 330% 26%
Taiwan 277% 82%

LIQUIDITY CRISIS  [wiserind e e

pan 45% 23%
Canada 13% 5%
Italy 5% 2%
UK 2% 4%
Germany 2% 1%
France 2% 2%

eserves an or Short-term debt as o)

Sources: National Authorities; World Bank; International
Monetary Fund, Haver Analytics

5

200%

150%

100%

okcp Emcs WORLD

MH BOUCHET/Skema-CIFE 2020




02/04/2020

PUBLIC DEBT : STILL UNDER CONTROL?

Public debt to GDP % 2018

250

OVERALL NATIONAL DEBT BURDENS IN 2020
BEFORE VIRUS-RELATED BUDGETARY STIMULUS!

200

150

100

S ~ N
& I 6&@ &

welnd  Japan  Pomgal  Spain usa Greece aly China w cone e

Gemany  WORID.

Source: IMF & BIS 2020 M BOUCHETisiora CIEE 2000

CENTRAL BANKS” ACCOMODATIVE MONETARY POLICY AND SOVEREIGN DEBT

Fed is holding 20% of US government bonds outstanding w

% Government bonds held by central banks as a 9%
percent of goverment debr securities outstanding

24 23 22 22

158 SR ENESE1 28 0§85 aE
i @ggggg DR ERERR RN

SOUMGCE: Deunschs Bank BUSINESS INSIDER
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GLOBAL PRIVATE SECTOR DEBT IN % OF GLOBAL GDP
(COMPANIES AND HOUSEHOLDS)

230 -

225

Total Gross Debt
220~

Excluding the

205- U.S. and China

200

195~ -
L . L L L L L

% 2002 04 06 08 10 12 14
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CAPITAL MARKET GLOBALIZATION =
INVESTMENT FUNDS AND RATING AGENCIES IN THE
DRIVING SEAT

Share of Public Debt held by foreign investors in 2017 %
100%
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Holders of Italian sovereign debt
€bn

— Central bank — Other residents incl households Financial institutions

= Non-residents

800
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200
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Source: Jefferies

EMERGING MARKET LOCAL CURRENCY BONDS 1995-2017

Emerging-Market Dot Grew from USS0.6 U in 1998 10 USS17.1 1 In June 2016

o Trman Mumbes o4 Countrms serews Al Dota Types

REVERSAL IN THE HISTORIC GAP BETWEEN EM LOCAL CURRENCY BOND YIELDS
AND SUPPOSEDLY SAFER US-DOLLAR BONDS

Emerging market bond ylekds (
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180 SUCCESSFUL ECONOMIC ADJUSTMENT: GREECE: PUBLIC DEBT/GDP IN %
LONG-TERM TRENDS IN EMCS’ SOLVENCY RATIOS (DROP IN DEBT/X %) 250
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Source: IMF MH BOUCHET/Skema-CIFE 2020 MH BOUCHET/Skema-CIFE 2020
BRAZIL: RESERVE/IMPORT COVERAGE RATIO
" MONTHS OF IMPORT EXTERNAL FINANCING PROFILES
Real
16 |
—
" Devaluation RATIOS VIETNAM GABON ECUADOR
12 £
10 1 cA/GDP
8 2. Debt/GDP 50% 45% 35%
B C c
6 3. Coface
. s GDPpc$ 7700 6500
5. R/M 2 5 2
2
6. FDI/GDP 8% 8% <1%
0 .
N 7. Doing Bus .9 .@ .@
FFEEFFFET T LTSS £
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DEBT DATA?

> http://www.bis.org/statistics
/annex_map.htm

» http://stats.bis.org/statx/srs/
table/A62c=TN&p=20144

> http://www.clubdeparis.or;

en/communications/page/as-

of-31-december-2015

(i, usd)

THE DEBT TRAP IN A NUTSHELL

« Austerity + deficits » « Deficit-driven stop & go »

P Deficit shrinking with P> Large primary fiscal
spending cuts + wage deficit = higher

reduction + tight fiscal consumption = larger
and monetary policy = external deficit = larger
GDP fall = unfunded financing

requirements =
P> GDP rises = « stop & go »

P solvency ratios worsening
= Rating downgrading
= Higher borrowing costs

P Rating downgrading!

= Higher borrowing
— e
requirements IIE
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EXTERNAL DEBT ANALYSIS Il

= averag interest and g = average GDP growth rate

P> DEBT t= DEBT t-1 * (1+r) — Primary Budget Balance
»GDPt=GDPt-1*(1+g)
I,»"DEBT‘t‘; DEBT t-1 * (1+r) —

Primary Budget Balance

“.GDP__/ GDPt-1 *(1+g) GDP
DEBT = DEBT ,"”1—::\\ - Primary Budget Balance
GDP t GOP t1 ® x: ; P

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

EXTERNAL DEBT ANALYSIS III

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

M BOUCHET/Skema-CIEE 2020
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ternal Debt
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 TEi=d %Xt AYt=Y t-1 (1+g)
DEBTt — D. Tt-1 +d"

Yt

1+g
re1  + d = d/1+g
1+g 1-— (1/1+g) 2
EF should be = 3% for a 2.5% growth rate

MH BOUCHET/SK 201 31

02/04/2020

11



