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116 countries show one, several or all indicators in a critical range.

The highest average debt indicators are shown by affected countries in
the CIS / CEE and the MENA regions.

In 89 countries the debt situation has worsened over the last four years.
In 27 countries it has either improved or remained stable. In 48 countries
not one of the five indicators has improved by at least 10% between 2011
and 2015.

The rise in debt indicators becomes more dynamic. While in last year's
analysis the relationship between improvements and deteriorations of
debt indicators over the four year reference period was 1:2, this has chan-
ged to 1:3.5 this year. This tendency is most acute in the MENA region.

Most threatened by a renewed debt crisis are countries that already have
shown high indicators before and could not improve their situations. In the
five regional groups this relates to the following countries:

* CIS/CEE: Albania, Kyrgyz Republic, Armenia, Kazakhstan, Monte-
negro, Georgia, Croatia, Ukraine, Cyprus, Bosnia and Herzegovina,
Serbia

e Sub-Saharan Africa: Cape Verde, Mozambique, Ghana, Mauritania,
The Gambia, Sudan, Mauritius, Zimbabwe

e Latin America / Caribbean: Brazil, Colombia, Barbados, El Salvador,
Antigua and Barbuda, Uruguay, Dominica, Saint Vincent and the Gre-
nadines, Nicaragua, Venezuela

* Asia/ Pacific: Bhutan, Samoa, Sri Lanka, Mongolia, Tonga, Pakistan,
Lao

* North Africa / Middle East: Tunisia, Jordan, Yemen, Lebanon.

The most affected country groups are small island developing states,
post-completion point HIPCs, transformation states and extractive econo-
mies.
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Global Sovereign Indebtedness Monitor

In the 2016 Global Sovereign In-
debtedness Monitor for the first
time we combined our analysis of
global debt levels with a closer look
at current trends over the last four
years. This double analysis then
served to draw conclusions regar-
ding the type of sovereign debt
crises that are coming our way.
Based on the available end-2014
data, we found that for every indi-
cator that had improved by at least
10% over the 2010-2014 period,
two had worsened.

Last year it was already clearly
visible that rising debt indicators
were first of all the result of gro-
wing borrowing in the global south.
This in turn was pushed by the
interest rate differentials between
capital markets in the global north
and south. This year we have used
available data for end-2015 in or-
der to check whether the strong
2014 tendency towards worsening
indicators has indeed led to eleva-
ted debt indicators one year later.

After a short technical introduction,
this monitor lists debt indicators for
all those countries which erlass-
jahr.de has found showing debt

above critical thresholds for end-
2015. In order to allow readers with
an interest in specific country cases
to make comparisons over time,
we have applied the same metho-
dology as in the 2016 Monitor. The
indicative colours for the various
thresholds is meant to make criti-
cal situations quickly visible. Again
we have supplemented the country
overview table with a matrix that
displays the number and intensity
of threshold breaches under the
five indicators on the horizontal
axis. The trend towards either im-
provements or deteriorations bet-
ween 2011 and 2015 is displayed
on the horizontal axis. The matrix
helps to quickly identify the threat
of a new debt crisis for each indivi-
dual country.

Commenting on results we identify
a few major trends regarding so-
vereign over-indebtedness.

How to identify over-indebted-
ness?

Debt - even high debt - is not neces-
sarily a problem for the debtor. Just
the opposite: intelligent borrowing
can facilitate essential investments

Jirgen Kaiser



for an economy‘s future, which
otherwise would have been impos-
sible. If the loan is handled respon-
sibly, the repayment of the loan in-
cluding interest should be possible
from the proceeds of the project
financed by the loan.

Problems start when the total debt
of a state or an entire economy no
longer stands in a healthy relation-
ship with the debtor‘s economic ca-
pacities, when the loans are used
for consumption rather than invest-
ment, or when they are being sto-
len by irresponsible governments
or private entities. Then the country
can easily end-up over-indebted —
a situation from which only the can-
cellation of a part of the debt can
provide an exit.

Experts disagree where exactly the
fine line between a sustainable and
an unsustainable debt needs to be
drawn. Therefore, it is not easy to
define an undisputed level of in-
debtedness, which would require
debt relief. However, a few areas of
consensus have emerged among
almost all analysts, who have wor-
ked on this tricky question in recent
years. They are also guiding the
present analysis:

* The same debt level can look
harmless under some circum-
stances, but dangerous under
others. Therefore any debt

sustainability analysis must
be multi-dimensional. Particu-
larly it needs to consider both
the debt stock as well as cur-
rent debt service in relation to
different denominators, which
describe economic capacities.

* Debt problems can stem from
all public debt by domestic as
well as external creditors, or
they can stem from the total
external debt of an economy,
which includes public as well
as private external debt (see

fig. 1).

« The composition of a debt
stock matters. Whether debts
are domestic or external, i.e.
whether there is a currency
risk or not, may be of decisive
importance.

« A static snapshot at a specific
moment in time can obscure
critical trends, which should
be tackled as early as possible
in order to prevent them from
growing into crisis and default.
This is why any assessment
needs to look at present debt
levels and at current trends at
the same time.

In the past debt relief programs
such as the Heavily Indebted Poor
Countries (HIPC) Initiative or the
various ,terms“ of the Paris Club

Figure 1 - Debt Stock Composition
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have been designed on the ba-
sis of one single or at maximum
two indicators. Normally this has
been either debt stock or debt
service in relations to the debtor's
hard currency income from the ex-
port of goods and services. In the
meantime, however, consensus
has emerged, that debt is a mul-
ti-dimensional problem, requiring
that debt sustainability be defined
with a view to a broader range of
indicators. Consequently, the pre-
sent country analyses, like their
predecessors in the 2016 Global
Indebtedness Monitor, rely on five
rather than only one indicator.
Each indicator describes one as-
pect of debt in relation to the coun-
try’s economic capacities. Additio-
nally, these indicators are looked
at in a manner that illustrates their
dynamic since 2011, i.e. from 2011
to 2015. The result of this exercise
is the matrix in table 3.

The indicators are:

*  Public Debt / GDP

*  Public Debt / Public Revenue

» External Debt / GDP

» External Debt/Export Earnings

« External Debt Service (Princi-
pal and Interest) / Export Ear-
nings.

All indicators relate to end-2015,
unless otherwise indicated. This
is the latest year for which cohe-
rent data for all or most middle and
low income countries are available
from the relevant IMF and World
Bank databases. Box 1 explains
the meaning of each indicator in
detail.

Countries surveyed include all who
are on the World Bank list of coun-
tries with a low or middle income.
We have only included those coun-
tries into our survey, which show
at least one of the five indicators
in the lowest critical range (see
table 1), with two exceptions: We
have included countries into the
survey, which have all indicators
in the un-critical range, but still (a)
have been assigned a ,moderate”
or ,high* risk of debt distress by
the IMF, or (b) for which all five in-
dicators have worsened by more
than 10% between 2010 and 2014.

Who is presently over-indebted
and by how much?

Table 2 displays the debt indicators
for countries as defined above.
Countries that are not on the list
either have no indicator in any criti-
cal range and are not considered to
be of high or moderate risk of debt
distress by the IMF, or they are an
OECD member.!

The number of critically indebted
countries has risen since the last
Monitor's publication from 108 to
116. Eight countries have joined
the group, which were not critically
indebted last year but have entered
critical terrain by end-2015 — some
of them even by considerable mar-
gins: Angola, Gabon, Libya, Me-
xico, Nepal, Peru, Rwanda and
Suriname.? Some of these new
entries had dramatic debt ,careers”
in the last 40 years.

For one countries indicators have
improved to the extend that it drop-
ped of the list: Fiji.?

The matrix in table 3 combines indi-
cators for end-2015 with the trend
for each of them between 2011 and
2015. On the vertical axis it shows
how many thresholds have all in
all been breached. As we have de-

" The only OECD country we have included
in the list is Turkey due to the exceptional
trend of its indicators, combined with a — by
OECD standards — relatively low per capita
income.

2 Argentina had not been included in this
list in the last years, because due to the
quarrels between the Kirchner administ-
ration and the IMF no coherent data were
available. For end-2015 the World Bank
has re-integrated Argentina into its , Interna-
tional Debt Statistics” database; the IMF is
also providing data on public indebtedness
again. Based on these data, Argentina
should already have been included. In that
sense it is a ,pseudo entrance®.

3 A special case is Panama, where this
year's debt data for the pre-2015 period
are substantially higher than indications
last year. The reason seems to be a metho-
dological change by the World Bank. We
still use the World Bank data for end-2015
like in all other countries. The trend (y=+3)
should, however, not be mis-interpreted.

Box 1 - Debt Indicators and Thresholds

can be sustained by its economy?
External Debt Stock / GDP

sustainable for the whole economy?
Public Debt Stock / GDP

whole in order to service he debt?

Public debt Stock / Public Annual Revenue

The indicators used answer the following questions:

1. Does the whole economy have more obligations towards the outside world than

2. Is the state more indebted to creditors inside and outside the country than is

3. Can the state raise enough resources from its populace and the economy as

4. Does the economy export enough goods and services in order to earn enough
hard currency to keep the external debt stable or lower it?

External Debt Stock / Annual Export Earnings

5. Does the economy export enough goods and services in order to cover the cur-
rent debt service (Capital Repayments plus Interest) on an annual basis?

External Debt Service / Annual Export Earnings




Table 1 - Levels of Debt Distress

Third level
(in percent)

Second level
(in percent)

no risk of First level
debt distress | (in percent)
(in percent)
Public Debt Stoc
GDP <49 49 - <64
Public Debt Stock
Public Annual Revenue = A =22
External Debt Stock
GDP <40 40 - <44
External Debt Stock
Annual Export Earnings SIS LD
External Debt Service
Annual Export Earnings S )= ilehe

fined three thresholds for each of
the five indicators (see table 1), a
maximum of 15 points can be rea-
ched in the vertical dimension.

On the horizontal axis we show how
many indicators have improved or
worsened by at least 10% between
2011 and 2015. If all indicators have
improved at least by that margin
the country finds itself with an index
of -5 on the extreme left of the ma-
trix. If all indicators have worsened
to the same extend the country has
an index of +5 and correspondingly
is located on the extreme right. If
all indicators have been stable bet-
ween 2011 and 2015 or if deteriora-
tions and improvements are equal
in number, the country finds itself at
the centre.

As no exact amount of each im-
provement or deterioration is being
considered, the matrix is, of cour-
se, no indication of any exact need
for debt relief. It is no more nor less
than an indication of a potentially
alarming, respectively appeasing
development of the public and the
external debt of a country. Political
consequences do, of course, need
to be defined on the basis of a pro-
per debt sustainability analysis.

In the Global Sovereign Indeb-
tedness Monitor of 2016 there
were two deteriorations for each
improvement among the debt in-
dicators. Consequently it could be
expected that debt levels would
overall rise this year. And indeed:
The average y-value for all coun-
tries rose from 4.6 to 5.7.

A second global trend is the con-
tinued deterioration over time in a
growing number of countries. Conse-
quently this year as well as those to
come will continue to see rising debt
indicators. For the period analysed
this year, i.e. 2011-2015, we have
90 improvements across one of the
thresholds. On the downside, how-
ever, there are 317 deteriorations.
This makes a relationship of 1:3.5.

A visible expression of the trend to
the right is the elevated number of
countries in the two columns on the
extreme right (+4 and +5) and no
improvements.*

Regional Trends

All five regional groups, which we
use in line with World Bank country
classifications, have been affected
by the trend to worsened debt indi-
cators — but not all of them to the
same extent.

It shows that out of the five regions
Asia has weathered the crisis best.
In Sub-Saharan Africa almost all
countries show at least one indi-
cator in the critical range, however
still in the lower ranges. This is not
least a long-term effect of the HIPC
Initiative, which ten years ago laid
the foundations for the new debt
build-up from very low levels. Ex-
tremely dynamic and at frigh-
teningly high levels already is the
debt build-up in the Middle East /
North Africa region. However, only
a relatively small number of coun-
tries have been affected there in
the first place (see fig. 2). Relative-

4 Additionally it needs to be noted that the
few countries, who show an overall im-
provement (-5), do so because they have
recently received debt reductions: Guinea
and the Comoros under the HIPC Initiative
and Saint Kitts and Nevis through an ad-
hoc arrangement with private creditors.



Indicator

Countries by region

External Debt Stock

/ GDP
Public Debt Stock

/ GDP

External Debt Stock

/ GDP

External Debt Stock
/ Annual Export Earnings

External Debt Service
/ Annual Export Earnings

IMF risk assessment?

Trend’

Asia / Pacific

Afghanistan

Bangladesh

Bhutan

Cambodia

India

Indonesia

Kiribati

Lao

Malaysia

Maldives

Marshall Islands

HldlLALAR =

Micronesia

Mongolia

Nepal

Pakistan

Papua New Guinea*

Samoa

Solomon Islands

Sri Lanka

Tonga

Tuvalu A

Vanuatu* 256 | A 799 |V 17,2 475 | = 14 | —
Viet Nam 583 | o |1 2458 a [ 425 |—| aas]v 38 |—
Sub-Saharan Africa

Angola -ZH A| 311[a| 809[a]| 156[a
Burkina Faso 32,7 | = , A 4.4 | =
Burundi A 135 | A
Central African Republic k.A.

Chad k.A.
Comoros v 03|V
Coéte d'lvoire — 74 | A
Democratic Republic of the Congo —_— 3,7 | A
Djibouti A 72|V
Eritrea k.A.
Gabon k.A.
Gambia* k.A.
Ghana A 6,2 | A -
Guinea v 41| Vv
Guinea-Bissau —_— 08|V
Cameroon* A 6,2 | A
Cape Verde A 6,2 | A
Kenya A 6,8 | A




Republic of the Congo

Rwanda

Sao Tome and Principe*

Senegal

Seychelles*
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Lesotho* 58,3 | A 98,6 | A 30,9 | =— 65,7 | A 38| A

Libya A | A| kA KA. KA.

Madagascar — | —| 311 |=] 1482]a 17| v
Malawi = A A
Mali A | A A
Mauretania u A A
Mauritius = u v
Mozambique u A A
Niger u A A

Sierra Leone*

South Africa

South Sudan

Sudan

Tanzania

Togo

Zambia

Zimbabwe

58,9

Latin America / Caribbean

Antigua and Barbuda*

Argentina

Bahamas*

Barbados*

Belize

Brasilia

Colombia

Costa Rica

Dominica

Dominican Republic

v

A

—|

=

4]

4

| A | KA.

A | A 77 | A

4] v 28] [

A | Al 105[a

—| —| kA

—| 32| a

[ A | A 77 | A

A KA.

A NN

A Al 36[a

A Al 35]a

A Al 62][a
NIEEFIE 3z

| 2

>

<

Ecuador

El Salvador

Grenada

Guatemala

Guyana

Haiti

a|<(> ||| |r]|«a

Honduras

Jamaica

Mexico

Nicaragua

LA LALALs
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Panama 38,8 | =— 189,7 | A A 89 | A
Paraguay 242 | A 102,3 | A — 138,6 | A A
Peru 23,9 | = 1194 | A 35,6 160,7 | A 115 | A
Saint Kitts and Nevis v v v
Saint Lucia A

Saint Vincent and the Grenadines

Suriname

Uruguay*

Venezuela

North Africa / Middle East

Egypt

Jordan

Lebanon

Morocco

Tunisia

Yemen*

CIS/CEE

Albania

Armenia

Belarus

Bosnia and Herzegovina

Bulgaria

Croatia*®

Cyprus*

Georgia

Kazakhstan

Kyrgyz Republic

Macedonia

Moldova

Montenegro

NEEERaRRnnnaan

Rumania

Serbia

Tajikistan 34,1

>44>>>>>>>>=>>|

Turkey 329 |V
Ukraine

*data partially as of end-2013
" A increase by more than 10 percent; ¥ decline by more than 10 percent; = stagnation (change less than
10 percent
2[low risk of debt distress; [l moderate risk of debt distress; ll high risk of debt distress;
[l in debt distress; [1no risk assessment by IMF and World Bank

Sources: IMF: World Economic Outlook Database (last visited: 22.12.2016); World Bank International Debt Stati-
stics (last visited: 22.12.2016); IMF: Article IV Consultation Reports up to december 2016; CIA: World Factbook (last
visited: 21.12.2016); own analysis.
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Figure 2 - Countries in the global south with and without debt problems
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ly the most severely indebted, and
with the most negative trend, are
affected countries in the CIS / CEE
region.

The comparison with last year’s
(i.,e. end-2014) averages shows
that there is an overall trend to
worsened indicators in all regions
(see fig. 3). In Asia, again, the rise
is relatively moderate, while more
dramatic in all the others.

Equally unchanged as the ,upward*
is the ,rightward® trend. This means
that in the time period 2011-2015
more indicators have worsened
than between 2010 and 2014.

Anything else than a further rise in
overall debt levels in the Global So-
vereign Debt Monitor 2018 would
thus be a surprise.

»Topical“ Country groups

In the past years erlassjahr.de had
identified three groups of countries
as the hotbeds of coming sover-
eign debt crises:

« Small Island Developing Sta-
tes with limited economic di-
versification and a high vulne-
rability to external shocks.

¢ Transformation states in the
former Soviet Union and Eas-
tern Europe, which have fi-

nanced their more or less
successful transition from a
centrally planned to a market
economy through capital im-
ports. This group is not entirely
but largely identical to the regi-
onal CIS / CEE group.

« Countries that have been re-
lieved under the HIPC initiative
of a big chunk of their external
debt and have through this
won access to capital mar-
kets. Some of them have been
so successful in accessing
markets that they have built
up critical debt levels just a
few years after the relief. This
group presently comprises 33
post-completion point HIPCs,
which show one or more indi-
cators in a critical range.

To these we now added one group,
which is also defined by their eco-
nomic profile — and therefore may
overlap with the three ,traditional®
groups.

» States which have been par-
ticularly affected be the recent
slump in commodity prices re-
sulting from a weakening in de-
mand from China, due to their
heavy concentration on one or
just a few exportable commo-
dities. Twenty countries, which
earn at least 75% of their hard
currency income through the



export of agricultural products,
fuels and/or metals and mi-
nerals; or which have at least
50% of that income concentra-
ted in just a single one of these
items. ®

Figure 4 shows that particularly in
the last mentioned three groups the
tendencies are most worrisome. Par-
ticularly the debt levels in the trans-
formation states are extremely high
with an unbroken trend to the worse.
Both, the HIPC and the ,extractives®
group members, showed relatively
low debt levels last year. In the case
of the HIPCs this can certainly be ex-
plained by the effect of the debt relief
initiative, which actually defined this
group. In the ,extractivist® group it
is remarkable that — apart from the
special case of Venezuela — no sin-
gle indicator has actually improved.
Here the resource curse turns out to
be a real curse.

On their ways to default?

Special attention should be given
to those countries which find them-
selves in the two extreme right co-
lumns of the matrix. What we have
here are countries, in which all in-
dicators have worsened by at least
10% between 2011 and 2015 (+5)
or where there has at most been
one stable indicator, while all the
others have deteriorated (+4).

As compared to end-2014 the
number of countries in these two
columns has more than doubled
from 20 to now 47, with 33 of these
in the highest (+5) category.

The imminent danger for debt sus-
tainability resulting from develop-
ments in the commodity sector can
be illustrated by two countries from
this group:

* Mozambique had to cease pay-
ments to creditors of a state-
owned, albeit dodgy enterprise,
although these debts carried a
government guarantee. The
country had overstretched its
capacities in an attempt to
adjust its infrastructure to the
necessities of the offshore gas
exploration sector.
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Figure 3 - Change from 2014 to 2015 by Region

Asig

| Pacific

Sub-Sah?ran Africa

Latin Am%rica / CaribbeTn

—_—
—_—
o
o

/
i

CE
L=

=5

0 +1 +2 +3 +4 +5

* Mongolia will have to request
a Paris Club rescheduling this
year as result of the slump in
prices for its commodities.
Bridge financing from China in
the meantime has driven debt
indicators up.

The next debt crisis

Countries that presently show
strong rises in their debt indicators
give us an idea about what kind of
debt crises we have to expect post-
2017:

« Above the 8-points thresholds
in the matrix and to the right
of the middle column, which
indicates a balance between

5 In this country group we have Burkina
Faso, Ecuador, Ghana, Guinea, Colom-

bia, Khazahstan, Cameroon, Rep. Congo,
Mali, Mauretania, Mozambique, Mongolia,
Niger, Papua New Guinee, Peru, Rwan-

da, Zambia, Sierra Leone, Venezuela and
Central African Republik; for a more detailed
analysis see: Kaiser, J.: ,Extraktivismus und
Verschuldung®, Fachinfo 56, February 2017.



Figure 4 - Changes from 2014 to 2015 by , Topical* Country groups
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positive and negative chan-
ges, we have a great number
of countries, which depend on
the export of a few commodi-
ties: the Gambia, Mauritania,
Mozambique, Mongolia and
Kazakhstan are at high risk of
debt distress for exactly this
reason.

Below the 8-points equator,
there is a greater number of
countries in the extreme right
column, which are still largely
below alarm levels. Ghana,
Angola, Zambia and Niger are
located there. Authorities the-
re should be aware that not a
single country that was on the
extreme right in 2016 could
move left from there. Only

three out of 11 countries from
the +4 category managed to do
so. Thus it seemed appropriate
to expect those countries to
move upwards next year and
consider them to be in a debt
trap already.

Bhutan (after its earthquake)
and Jordan (affected by the
armed conflict in neighbou-
ring Syria) stand for a group
of countries which had to com-
pensate external shocks th-
rough exceptional borrowing.
As appropriate measures for
timely relief are not being of-
fered by creditors, this kind
of emergency financing has
a huge potential to turn into a
veritable sovereign debt crisis.
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