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Debt developments in LICs: Debt is rising

Public debt levels increased substantially across the board over the past decade.

Public Debt Levels
(percent of GDP, median)
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Source: World Economic Outlook Database.
Note: Excludes high income countries.



... and of debt sustainability have worsened -

How do we do this assessment using the DSA?

— The share of LIDCs at high risk of debt distress doubled since 2015 to two-fifths — how do
we come to this assessment?

Evolution of Risk of Debt Distress
(in percent of DSSI-Eligible LIDCs with DSAs)
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Global efforts to strengthen debt resolution frameworks are urgent as debt crises costly
to debtors, creditors and threaten the international monetary and financial system



Key Features of the LIC DSF

Intended for countries relying largely on concessional financing
Separate DSF for EMs with access to private capital markets
The framework consists of external DSA and public DSA
External risk rating based on the analysis for external debt
Compares debt indicators to policy-dependent thresholds

Analysis uses baseline and standard downside scenarios



* For macroeconomic monitoring

* For policy advice and program lending

* Input to Debt Limit Policy (DLP) and VB
Non-Concessional Borrowing Policy
(NCBP)

* To promote informed and
responsible lending decisions

AN

Borrowers * Input to fiscal policy and debt management



Debt Components and Coverage

Public debt has driven most debt crises in developing countries

Total Debt

Domestic
Debt

External Debt

External Domestic
Public Public




External assessment = overall risk of debt distress

Public DSA

External DSA

External Risk Rating

Public and publicly
guaranteed (PPG)
external debt

Public domestic debt

' Private external debt

“ur (non-guaranteed)

External risk of
debt distress
= Overall risk of

debt distress




LIC DSF Basic Structure

The LIC DSF Basic Structure
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The DSA template — how does it work?

Types of stress

tests Impact

DSF

Standardized
Most extreme stress

(automatically test informs the
Includes stress applied)* \
pplied) calculation of the

tests to help gau§e mechanical risk
E1C SR © Tailored signal. Where the

bufdr::ueiit:iiaizl:: to (customizable) test leads to a
breach of the DSA

a::::qgi?c::s threshold, the signal
> ' Fully customized shifts from “low” to

scenarios (voluntary) “moderate”.

Macro Debt burden Relative to Risk Rating
framework indicators under country
(baseline + Egosel.sce?rartlos thresholds
. aseline Stress
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Debt burden indicators and thresholds

External Debt Burden Total Public Debt Burden
Indicators Indicators

Solvency Liquidity Solvency Liquidity

£
* PV of PPG PPG * PV of total

external debt exterr!al debt PPG debt to
service to GDP

to GDP

exports Total PPG
debt service
* PPG to revenues
* PV of PPG external debt PV of total
external debt PPG debt to

service to
to exports
revenues

revenues

* Indicators that feed into the mechanical risk rating.
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country
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Sustainability assessment based on debt burden

indicators
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Example: Comparing debt burden trajectories to

thresholds

Threshold

Thresholds are determined by
the country’s debt carrying
capacity measured by the

Composite Indicator (Cl)

Baseline

v

t t+10

Risk Rating

Macro Debt indicators
scenarios under those
scenarios
(baseline + stress
tests)

(baseline +
possibly
alternatives




Example: calculating the Mechanical External Risk

Rating

Shock Threshold
breach

Threshold

Baseline

v

t t+ 10

Macro Debt indicators Relative to
scenarios under those country Low

(baseline + zgenalrlos_l_ th resholds Moderate
. aseline stress High
possibly tests) /benchmarks i debt distress

alternatives




Results of the IMF/WB debt sustainability analysis

What forces drove this deterioration

— The share of LIDCs at high risk of debt distress doubled since 2015 to two-fifths — how do
we come to this assessment?

Evolution of Risk of Debt Distress
(in percent of DSSI-Eligible LIDCs with DSAs)
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Global efforts to strengthen debt resolution frameworks are urgent as debt crises costly
to debtors, creditors and threaten the international monetary and financial system



Results of IMF/WB Debt Sustainability Analysis

== The share of Asia-Pacific LICs at high risk of debt distress has risen to over 50 percent

Asian Countries’ Risk of Debt Distress

Risk of overall delt | Risk of external delw Deht Carryving Year

Granularity in the risk rating

distress

distress

L8

ity

Source: October 2022,World Bank Debt Management Monitor.

Bhutan Bhutan Limited Space to Absorb Shocks |Medium 2022

Kyrgyzstan Kyrgyzstan Some space to absorb shocks Strong 2021

Moderate  |Solomon Islands Solomon lslands Sustainable Weak 2022
Timor-Leste Timor-Leste Limited Space to Absorb Shocks | Weak 2022

Vanuatu Vanuatu Limited Space to Absorb Shocks |Medum 2021

Bangladesh Bangladesh Mot applicable Medium 2022

|Cambodia Cambodia Mot applicable Medium 2021

Low Myanmar Myanmar Mot applicable Medium 2021
Nepal Nepal Not applicable Strong 2022
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What drove the rise in debt/GDP ratios?

Ex-post real interest rates were generally below EMDC growth rates.

“r-g” has been negative in EMDCs in
most years since 1970

Low effective interest rates owing to
concessional borrowing by LICs

Paradox: with “r-g<0” why did EMDC
rise steadily and by so much?

To answer this question, we need to
analyze the relative size of the drivers
of debt dynamics

Real interest rate minus real growth rate (“r-g)

10 (average, in percent)

Negative r-g
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Sources: Moreno Badia et al (2020); and authors’ calculations.

it+ . . .

r-g calculated as 1t+::t where [; is the nominal effective
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interest rate and y; is the nominal GDP growth rate.
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What drove the rise in debt/GDP ratios?

And exchange rate valuation effects — labeled Stock-Flow Adjustments (SFA) in the fundamental
debt dynamics equation accounts for much of the rise in debt/GDP ratios
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This highlights the importance of prudent macro policies to avoid large FX depreciations
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Stabilizing Debt/GDP requires prudent macro policy

Good FX/monetary policies needed to avoid large currency depreciation impact (i.e., SFA) and
fiscal consolidation to reduce primary deficits to levels that stabilize debt/GDP with RIR rise
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Sources: World Economic Outlook and IMF Staff cal culations.

Mote: Shows impact on long-lerm dabt stabdizing pimary balance assuming a lavel shift in the yeld curve of 210 basis points (difierence batwean U3 10-year real
rates during the pandamic and the long-1amm average batween 1998 and 2019). Assumas the entire debt stock is refinancad at higher yields—io the extent that
ratunity structure differs across countries, the impact on debt stabilizing primary balance may occur over different time horizons.

Big challenge, but the fundamental equation of debt dynamics give us little alternative



IMF estimate of 2030 spending to reach 5 SDGs

Annual spending in 2030 on SDGs for education, health, roads, electricity, water and sanitation
(in percent of GDP)
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Source: IMF Staff Discussion Note, Fiscal Policy and
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for the SDGs, January 2019, by Vitor Gaspar et.al.




Spending needs are largest in Asia-Pacific and LICs

The large size of many Asian EMEs means that absolute SDG spending needs are greatest in Asia
... while annual spending needs in 2030 as a share of GDP per capital are highest in LICs

Annual spending by region and income group
(percent of 2030 world GDP)
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Source: IMF Staff Discussion Note, Fiscal Policy and
Development: Human, Social, and Physical Investment
for the SDGs, January 2019, by Vitor Gaspar et.al.
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The challenge is mobilizing resources

For LICs to meet the SDG, concessional financing is key, but flows declined as a share of LIC GDP

Net Official Development Assistance, 1970-2016 External Concessional Financing Flows
(percent of GDP) (billions of US dollars)
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Source: IMF Staff Discussion Note, Fiscal Policy and Development: Human, Social, and Physical Investment for the SDGs, January
2019, by Vitor Gaspar et.al.

Note: DAC = Development Assistance Committee of the OECD; GNI = gross national income; LIDC = low-income developing
country; ODA = official development assistance. Data are from OECD and UN Conference on Trade and Development

IFI are key conduits of this financing. The IMF lends for policy support and has just created
a new financing facility — the Resilience and Sustainability Trust — with 20-year funding
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Sources of additional information on the LIC DSF

Information on the LIC DSF is available through the

IMF and World Bank pages:

IMF webpage:

http://www.imf.org/external/pubs/ft/dsa/lic.aspx

World Bank webpage:

http://www.worldbank.org/en/topic/debt/brief/dsf
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