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Trends in the level of developing countries’ N

external debt and its composition by borrower
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Grouping developing countries based on their ﬁ;{,”e .

levels of integration into global capital markets

Emerging Market Economies

‘_J (EMES) - mostly upper-middle
income countries that integrated
into global capital markets in the
1990s

Frontier Market Economies

I

(FMESs) - mainly low, or lower-

_l middle income countries that
integrated into global capital
markets after the Global Financial
Crisis in the 2008

Other Developing Economies

. (ODES) - remain largely
unintegrated and are dependent on
external public financing and ODA
from official creditors



Total External Debt (US$ trillions)

Trends in the level of developing countries’ external N

debt and its composition by country group
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> Creditor composition of Emerging Market Economies  iracef:
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) Trends in debt service costs trade Iy

External debt service costs have been increasing, causing external debt sustainability to deteriorate
and limiting fiscal space.

) Trends in long-term interest costs
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) External debt service costs - top 25 countries

D PPG debt service to government revenue

Lao People's Dem. Rep.
Angola
Venezuela (Bolivarian Rep. of)
Yemen
Djibouti
Pakistan
Zambia
Sudan
Bhutan
Suriname
Mauritius
Congo

Ghana
Mauritania
Benin

Cote d'lvoire
Cabo Verde
Ethiopia
Cameroon
Egypt
Guinea-Bissau
Maldives
Tunisia
Senegal
Belize

o

wn
o

m 2023

20M

100

& development

D Total debt service to export revenue

Mozambique
Venezuela (Bolivarian Rep. of)
Senegal
Argentina
Pakistan
Bahrain
Mauritius
Mongolia
Yemen
Jamaica
Kazakhstan
Lao People's Dem. Rep.
Colombia
Chile

Angola
Namibia

El Salvador
Tajikistan
Zambia
Nicaragua
Gambia
Lesotho
Rwanda
Kenya
Uganda

EME FME =~ ODE

200

o
(&)
o
Y
o
o
-
n
o



3y Differences in external long-term debt maturity SUNKA
by country group & development

Average Maturity (Years)
8.41 8.19 7.49

Emerging Market Economies

10.13
Frontier Market Economies 12.83 10.32 9.11 7.00
Other Developing Economies 30.29 30.13 19.93 25.73

Total debt service is a function of interest costs and principal repayments.
While both EMEs and ODEs were able to extend the average maturity of their
external borrowing to offset the rapid increase in interest rates in 2023, FMEs

were hit from both sides, with higher interest costs and shorter average
maturities.

Sources of data: World Bank IDS
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) What determines whether
debt is sustainable?

Accurate assessment can be complicated, but if
the costs of servicing debt are persistently rising
faster than the resources to pay the servicing
costs, debt sustainability will be deteriorating.

So, if:

/\ External debt service costs >AExports + remittances

External debt sustainability is deteriorating

APublic sector debt service costs >AGovernment revenues

Public sector debt sustainability is deteriorating
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Average Annual Change in Total External Debt Service

Financial sustainability of Frontier Market Economies

60%

50%

40%

w
S
X

s 20%

Costs: 2017 to 2023

10%

0%

-10%

-10%

External

63%

@iorated
o
External Financial
@) Sustainability Deteriorating
@)
@)
© "o
o O
ORA
© @)
o L External Financial
o O Sustainability Improving
o
e O
[ i 12 Countries
L
0% 10% 20% 30% 40% 50%

60%

Average Annual Change in Exports Plus Remittances:

2017 to 2023

Average Annual Change in General Government Interest

40%

30%

20%

10%

Costs: 2017 to 2023

0%

-10%

-10%

Public Sector

76%

Qteriorated

Public Sector Financial @)
Sustainability Deteriorating )
o o
o o
@)
o
% o
@)
O @ o
°¢ &
®
® 8 Countries
Py o
o
Public Sector Financial
Sustainability Improving
0% 10% 20% 30%

Average Annual Change in General Government

Revenues: 2017 to 2023

40%



>

Average Annual Change in Total External Debt Service

Financial sustainability of Other Developing “UN 2
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y External debt servicing costs are not consistent with «unp

development progress
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In 2023, 92% of developing
countries were paying
more in external debt

service costs than the limit
contained in the 1953
London Agreement on
Germany's Post WWII

reconstruction.

The median ratio was 16%
- implying more than half
developing economies
were paying over 3 times
the limit setin 1953



y Developing countries with deteriorating and @UN 2
improving external debt sustainability: 2017 to 2023 =57
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Sources of data: World Bank, IMF, UNCTAD estimates
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Diverging debt sustainability
experiences & impacts

* Relative to EMEs, FMEs and
) ODEs experienced progressively
lower export growth and
progressively higher external
debt service costincreases

* BUT FMEs had a greater gap
between the growth in
government revenues and
government interest costs.

Sources of data: World Bank, IMF, UNCTAD estimates
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Diverging debt sustainability
experiences & impacts

* Over 2 billion people live in
) countries that experienced
deteriorating external financial
sustainability between 2017 and
2023.

* QOver 6 billion people live in
countries that experienced
deteriorating public sector financial
sustainability between 2017 and
2023.

Sources of data: World Bank, IMF, UNCTAD estimates
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Putting debt into context - estimated new external N

financial flows to developing countries in 2023

Values in US$bn

Personal & Financial

Sector Transfers I
(Remittances)
647 Equity Stakes
& Other Non-Debt
668

Government Grants

& Capital Transfers | Non-Debt Financing 1 Non-Debt Financing 2
68 1,383 1,383 Private Sector Financing
(incl. Households)
Rest 1921 Developin
Of th e Grants & Transfers p g
World Direct InvestrggnSt 715 Countries
Multilateral
Debt Financing
Portfolio Investmgrg 86 Non-CI:_c;r:;?:;ional Public Sector Financing
- , 199
Debt Financing Private 318
344 Debt Financing
244 : .
Other Investment - COECEZS'OHa' Debt represents a relatively small,
endin .
248 5 bBtilglteraI . 26 9 but important part of new external
© {Zancmg financial flows to developing

countries

Sources of data: IMF Balance of Payments database and World Bank IDS
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US$ 30 trillion

Stock at the start of ayear

Debt +
rument New Inflows
Portfolio A +
Investment Servicing Costs
Repayments
+/-

Valuation Adjustments

Stock at the end of the year

Sources of data: IMF International Investment Position Database
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Profits, rents,

Profits, rents,

royalties & royalties &
interest interest
Primary Stock of
income Returns on accumulated
credits Assets foreign assets
J
|

Incurred by once- Balance on the Primary Income Account Acquired by once-
off inward flows (Net Primary Income Transfers) off outward flows

through the - result of the size of the stocks and the through the

Financial Account scale of the returns/costs they generate Financial Account



The servicing of stocks of foreign liabilities is N

reflected in a country’s primary income account

Values in US$bn

Direct Investment Equity & Other Profits, Rents &
Payments Investment Returns Royalti’es Received
952 993 on Foreign Investments
I 1,068
Deve lop|ng Primary Income
. Payments/Debits
Countries 1,489 Rest
of the
Portfolio Investment Other Returns World
Payments 75
256

Interest Received
on Loans Extended

422

Interest Paid

422

. Other Investment
Debt service payments are a more Payments

significant share of primary income 289
payments than debt’s share of new
external financial inflows

Sources of data: IMF Balance of Payments database and World Bank IDS
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What can be done to assist developing countries
with unsustainable debt get their development

agendas back on track?

Increase the Quantity of

Reduce the Cost of New New Long-Term Debt
Debt Available

Regular recapitalisation of
. multilateral development
Increase concessional banks (SDRs, gold sales

lending (multilateral,
bilateral)

Increase use of de-risking
instruments to reduce cost
of private finance

etc) to facilitate expanded
lending

Extending maturities to
match development
outcomes

Use innovative instruments
to create fiscal space

Reduce the Cost of

Existing Debt
Re-profiling and
rescheduling of debt
Replacing existing expensive
debt with lower cost and/or
longer tenor debt
Replacing existing foreign
currency debt with local
currency debt to reduce FX
exposure
New debt service
suspension initiatives
Use of debt-for-
development swaps

@UN M
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& development

Also need to focus on the capacity to service foreign liabilities (including debt). Needs supportive multilateral
trade system and international investment, technology transfer and intellectual property frameworks.
Otherwise, progress made on one front will be undermined on others.
REQUIRES MULTILATERAL EFFORT



What can developing countries do to address
unfavourable debt dynamics & become more

resilient?

Have a Plan/Strategy
that:

Coherently seeks to
develop the country,
diversify economic
capacity, expand exports
and enhance resilience to
shocks (economic, climate
& other)

Invests in the right areas
(infrastructure, human
capital, technological &
natural capital) to support
the plan/strategy’s desired
outcomes & impact

Build Trust with
Investors

Improve data & debt
management systems
Develop transparent &
effective communication
strategies that allow you to
tell your own stories and
define your own futures
without relying on
intermediaries (like CRAS)
Market opportunities to
traditional & non-
traditional investors

Develop a Pipeline of
Projects Consistent with
Plan/Strategy

Identify initial public sector
investments required
Identify projects that are
feasible & attractive to
investors (with credit
enhancement where
required)

Keep building and marketing
pipeline to traditional and
non-traditional investors
Share experiences with
other developing countries
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Thank you!

Keith.Lockwood@unctad.org
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