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EXTERNAL DEBT ANALYSIS

4 Objectives:

1. Examining the robustness of debt-driven growth
and the sources of vulnerability

2. Assessing debt servicing sustainability, i.e.,
liquidity & solvency prospects

3. ldentifying warning indicators of upcoming debt
crisis?
4. Analyzing debt restructuring workouts

MH BOUCHET/Skema (c)

EXTERNAL FINANCING HELPS BOOSTING GDP GROWTH
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Global Growth (IMF WEQ 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 s peBT DEFAULT

Consumption > Savings =
excessive absorption

9

- 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 (?)s
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DOMESTIC AND EXTERNAL FINANCIAL EQUILIBRIUM

What is disposable income?
Y = gross income - imports & taxation
Y=C+1+G+X-M-T+ (KM - K flight)
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BOOSTING SAVINGS TO FINANCE INVESTMENT WITHOUT

EXTERNAL DEFICIT

ifS<l =2X<M

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

» It requires macroeconomic correction
(interest rate hike, devaluation, 1" taxation,
credit reduction, * reserve requirements...)

THE LONG-TERM DYNAMICS OF INVESTMENT AND NATIONAL SAVINGS
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Thailand: Savings & Investment ratios 1978-2015
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THE CURRENT ACCOUNT OF THE BALANCE OF PAYMENTS

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

+

Imports of goods f.0.b.

= Trade balance

+  Exports of non-financial services
- Imports of non-financial services
+ Investment income (credit)

- Interest payments

+ Private unrequited transfers T

+ Official unrequited transfers g
-

= Current account balance ‘

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

MiH BOUCHET/Skema (c) 11

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

> =
2 Long-term + Short-term capital flows
| 4 =
2. Gross Inflows - Debt Repayments

—————
_———T R e e
—————

- -
~~~~~~

» Total debt service payments =

Y. Debt payments + Interest payments
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SOURCES OF EXTERNAL FINANCING

Official (bilateral + multilateral)

* Paris Club (government to
government credits)

* Export insurance credit
* |Fls

* RDBs

* Debt cancellation

Private

e FDI
e Portfolio Investment

* London Club (International
bank loans)

* Working capital lines
* ST Trade credits

* Bonds & International debt
securities

* Arrears and rescheduling

MH BOUCHET/Skema (c)
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TABLE OF USES AND SOURCES

USES (outflows)
1. Imports of goods
2. Imports of services
3. Interest payments

4. Principal debt
payments

5. ST capital outflows
6. E&Os

1. Exports of goods
2. Exports of services
3. Transfers & Remittances
4. Dividends
5. FDI
6. ST and LT K inflows
/. Debt cancellation
8. Arrears

MH BOUCHET/Skema (c)
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Hello SKEMA FMI!
2016 2017
Foreign Direct Investment 375 100
Tmports of Goods -4650 -5250
Long-term capital inflows 1225 1300
Portfolio Investment (net) 200 150
Reserve variation
Short-term capital payments -465 -1200
Private unrequited transfers 125 100
Net Errors and omissions -275 -950
Official unrequited transfers 300 125
Long-term capital payments -985 -1200
Short-term capital inflows 325 1000
Service Income (net) 625 500
Current account balance
Trade balance 900 -1100
Interest Payments -1750 -1855
Exports of Goods
Note: Country GDP: 15000 (end-2017)
Official Reserve Assets ( end-2015): 5500
MH BOUCHET/Skema (c) External Debt Stock (end-2015) 17000
Hello SKEMA FMI!
] 2016 ] 2017
Exports of Goods 5550 4150
Imports of Goods -4650 | -5250
Trade balance 900 -1100
Service Income (net) 625 500
Interest Payments -1750 | -1855
Official unrequited transfers| 300 125
Private unrequited transfers | 125 100
Current account 200 -2230
Portfolio Investment (net) 200 150
Foreign Direct Investment 375 100
Long-term capital inflows 1225 1300
Long-term capital payments | -985 | -1200
Short-term capital inflows 325 1000
Short-term capital payments -465 -1200
Net Errors and omissions -275 -950
Reserve variation -600 3030
MH BOUCHET/Skema (c) 0 0
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Hello SKEMA FMI!
2017
DSR (P+l) | XGS 92%
Liguidity Int/Exports of GS 40%
SOLVENCY 113%
Reserves 2016 6100
Reserves 2017 3070
Gross inflows 1050
Net inflows -1350
Net transfers -3205
R/M in months 7,02
Trade Ratio end-2017 66%
D8R end-2017 92%
Current account/GDP end-2017 -15%
Reserve level end-2017 3070
Reserve ratio 7
A Average rate -11%
MH BOUCHET/Skema (c) External debt 2017 17000

EXTERNAL DEBT ANALYSIS

FLOWS: Balance of payments analysis and capital flight

P Liquidity

P 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, maturity)

P Solvency ratios

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

FLOWS: Balance of payments analysis and capital flight
P Liquidity
P Sustainability of debt strategy (refinancing, market
access, rescheduling, restructuring) - Liquidity

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

» Mismatch (interest rate, currency, maturity)

P Solvency ratios ' Solvency
» London Club debt : secondary market discounts

» Spread/margin over US T Bills and CDS

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

ncial services

Debt Servicing Payments
+/- ST Capital Flows
+/- Reserve Variation

10
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EXTERNAL DEBT ANALYSIS:

THE DUAL FACE OF COUNTRY RISK

Liquidity Risk

P Debt Service Ratio:

Solvency Risk

» 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
external interest rate

» Reserve/Import ratio

AI-RAOH CTN) RN
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LIQUIDITY AND SOLVENCY THRESHOLDS

Flow variable

P Liquidity = Debt Service ratio < 33% of X
Interest/X ratio < 25%

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

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

1% Z PN A
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TWO COUNTRIES = TWO DEBT TRAJECTORIES

Liquidia
Public Debt/GDP= 100%

Solvencia
Public Debt/GDP= 100%

» Main export: hydrocarbons
P One main export destination: EU
» X revenues in €/debt paymentsin S
P Average debt maturity: 3 years
P 66% of debt on floating rates

P Large and growing private debt
(corporate, bank and households)

P Large reliance on private capital
markets

P Diversified export base
P Diversified markets
» Mainly official creditors
P Long-term maturities= 12 years
» Fixed rate for 80% of debt

P Similar currency structure X
revenues/liabilities

= no mismatch!

MH BOUCHET/Skema (c)
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NORTH SEA GLOBAL EQUITY MANAGEMENT
Risk Categories | | no. Indicators Risk Data Source
1. Real Economy Assessment Frequency

"+,-,0 1 GDP growth rate - % performance quarterly WE
-, 0 2 Budget Deficit/GDP - % overheating quarterly WE/IMF
only =0 3 REER 2005=100 competitiveness | quarterly BIS
"+,-,0 4 Credit growth % averheating quarterly WE/IMF
"+,-,0 5 CPI% averheating quarterly IMF & CB

2. External Finance
"+, -, 0 6 current account/GDP - % competitiveness | quarterly IMF&IIF
only =0 7 DSR - % XG5S liguidity quarterly IMF&IIF
only =0 B Ext. Debt/Exports % liguidity quarterly IMF&IIF
only =0 9 Ext. Debt/GDP - % solvency quarterly IMF&IIF
"t,-,0 10 Reserves coverage - months liguidity quarterly IMF&IIF
only =0 11 Net Ext Liabilities/GDP% sustainability quarterly BIS/IMF
only =0 12 Reserves/ST DEBT - % liguidity quarterly IMF

3. Spill-over
only >0 13 Trade openness ratio - % perfarmance quarterly WEB
anly >0 14 Capital Flight / Reserves - % capital flight quarterly BIS
4. Risk Ratings

inbp 15 5-year CDS default weekly Bloomberg
only =0 16 Corruption Index FOVErnance annual Tl
only =0 17 Credit Rating risk assessment | randomly S&P
only =0 18 Human Developt Index FOVErnance annual UNDP 24
anly =0 19 Doing Business index performance annual WE

12
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FX Reserves as % of  FX reserves as
short term debt % of GDP
||r1dia 427% 15%
China 399% 27%
FX RESERVES AS Mexico 334% 16%
BUFFER OF LIQUIDITY Korea 330% 26%
Taiwan 277% 82%
CRISIS Switzerland 63% 96%
Japan 45% 23%
|ﬂanada 13% 5%
Italy 5% 2%
UK 2% 4%
Germany 2% 1%
|France 2%
Reserves and GDP Jor m
Sources: National Authorities; World Bank; International
Monetar /s‘@#'ﬂq Haver Analytics .

PUBLIC DEBT IN 2018-19: STILL UNDER CONTROL?

Public debt to GDP % 2018
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OVERALL NATIONAL DEBT BURDENS
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CENTRAL BANKS” ACCOMODATIVE MONETARY POLICY AND SOVEREIGN DEBT
Fed is holding 20% of US government bonds outstanding Iﬂ
% Government bonds held by central banks as a %
percent of goverment debt securities outstanding
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Source: OECD, DB Global Markets Research
SOURCE: Deutsche Bank BUSINESS INSIDER
MH BOUCHET/Skema (c) 28
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GLOBAL PRIVATE SECTOR DEBT IN % OF GLOBAL GDP
(COMPANIES AND HOUSEHOLDS)
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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 %
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Source: FT, IMF, Natixis, US Treasury 2017 MH BOUCHET/Skema (c)
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SUCCESSFUL ECONOMIC ADJUSTMENT:

LONG-TERM TRENDS IN EMCS’ SOLVENCY RATIOS (DROP IN DEBT/X %)

180
160 =
140

10

— = 110% of Exports
120 - _ 35% GDP
6 _ il & —
6 =
4
2
0 - . _ . | | ) W

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

o O o o o

Source: IMF MH BOUCHET/Skema (c) 31

GREECE: PUBLIC DEBT/GDP IN %
250
200
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DBRAZIL: KESERVE/IMPUKL COVERAGE KATLIU

MONTHS OF IMPORT
18
Real
16 depreciation
14 .
Devaluation
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EXTERNAL FINANCING PROFILES IN 2017-18

El = ==

RATIOS VIETNAM GABON ECUADOR
2. Debt/GDP 50% 45% 35%
3. Coface B C C
4. GDPpc$ 7700 6500
5. R/M 2 5 2
6. FDI/GDP 8% 8% <1%
7. Doing Bus

MH BOUCHET/Skema (c)
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DEBT DATA? Table1 Joint BIS-IMF-0ECD-World Bank Statistics on External Debt {mill. U545}

Data are In miillonc 2018Q1 F01EGT 25T D1EEE ZD1BG
Ad. Loans and other credits (Debt of}

" 04_tross-barder loans, by BIS reporting banks 8,288 4,755  8,55F 5125 514
02____o/w to nonbanks 5,368 8,043 8,335 G058 S344
03_0official bilateral loans, total - - -

P http://www.bis.org/statistics 83/ ol bos SR ———

05___o/fw ather - - —

/annex map.htm B S T B ——
02____o/w other institutions a,7aa Tz T2 TEE T.TEE

P http://stats.bis.org/statx/srs/ e e, Sema Thin Ty Tom Rem T Tm
table/A6?c=TN&p=20144 e

12_Liabilitics to BIS banks [cons.), short term 2,874 2,801 2488 EATE  EEIT
13_Multilateral loans, IMF, short term - - - -

P http://www.clubdeparis.org/ o mehs oecucitias (ot o soritieny

. . 14_Debt seourities held by nonresidents - 8,442 - -
en/communications/page/as- e —

Of—3 l_decem ber_2015 €. Supplementary information on debt { liabilities} — =

16_International debt securities, all maturities
1F___ofw isswed by nonbanks 8,564 TBEZ  T,ER0  T.TAS
18_International debt securitics, short term B4 &5 &5 a1 o
18___ o/ w isswed by nonbanks aq &5 =5 =1

20_Paris Club claims {ODA) - - - -

231_Paris Club claims {non ODA) - - - - -
22_Liabilities to BIS banks, locational, total 12,828 12,632 13,575 ARTE4 13337

i Z3_Liabilities to BIS banks, consolidated, total 10,834 10,303 10,555 A0, TET 11184
B. Hemorandum items selected Torelgn asscts
24_Intemational reserves {exduding gold) 47854 18,752 29,630 Omone 24837
25___ojw SDR holdings EeL] 725 T 753 e
" 26_Partfolic investment assets - . _ . -
27_Cross-border deposits with BIS rep. banks 4338 6767 6,071 EATE  EFET

ZE___ o/ w deposits from nonbanks 2,804 2,858  Z4TE  EAA3 EAS4

skema

THE DEBT TRAP IN A NUTSHELL

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

» Deficit shrinking with » Large primary fiscal
spending cuts + wage deficit = h!gher
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

» Rating downgrading!

= Higher borrowing .E
requirements m

I —

MH BOUCHET/Skema (c) 36
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EXTERNAL DEBT ANALYSIS II

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

» DEBT t= DEBT t-1 * (1+4r) — Primary Budget Balance
»GDPt=GDPt-1*(1+g)

________
o Ss

o

1
7
“.GDP .~ GDPt-1 *(1+g) GDP
& >, "
DEBT = DEBT o 1+r . - Primary Budget Balance
—GBPt— 6Pt * | y
‘\ 1+E l’ GDP
\\ ,I

s
_______

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

MH BOUCHET/Skema (r‘)
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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)

DEBT t = DEBT t-1 + DEF t-1 IDIEJE = @l = Vi AYt=Y t-1 (1+g)
DEBTt =DEBTt-1 +d*Yt-1

Yot it

DEBT t IS TN S T
NG Y t-1 Y1 1+g
=(1 ) * DEBTt1 + d = d/1+g
1+g Y t-1 1+g 1— [A/1+g)

MH BOUCHET/Skema (c) 2017 31
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