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Webinar objectives

The objective of the webinar is

➢ to upscale your expertise/understanding of issues related

to public debt sustainability analysis

➢ to provide comprehensive review of methodologies of

conducting public debt sustainability analysis (DSA),

especially to present the new IMF DSA LIC (low-income

countries.

➢To cover the topics relating to DSA in low-income countries

and discuss them from both theoretical and empirical

perspective.
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Webinar objectives

At the end of the webinar, the participants should be able to:

❑ Explain the concepts of debt sustainability analysis and 

methodology;

❑ Understand the data requirements and procedure for 

assessing macroeconomic projections;

❑ Appraise vulnerability indicators, Sustainability indicators 

and Financial debt indicators.
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Webinar objectives

Content

1.- Basic concepts on public debt sustainability

2.- Debt dynamics & Debt-creating capital flows

3.- Why dealing with debt sustainability in low-income 

countries?

4.- IMF and World Bank’s DSF for low-income countries
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Outline of the Webinar

- Webinar objectives

- Webinar content

-Basic concepts on public debt sustainability

- Debt dynamics & Debt-creating capital flows

- IMF and World Bank’s DSF for low-income countries
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What is public debt?

The definition varies depending on its purpose

❑ The Commonly used narrow definition = the budgetary central

government.

❑ The Broader definition = general government (budgetary central

government, state and local government, extrabudgetary units,

and social security funds).
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What is public debt?

The definition varies depending on its purpose

❑ The broadest definition = general government

+ public nonfinancial corporations

+ public financial corporations (including the central bank)

+ publicly guaranteed debt (debt the public sector does not hold

but has an obligation to cover) +external public debt (debt held by

nonresidents of the country).
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What is public debt?

❑ To properly assess a country’s debt sustainability, it is important

to cover all types of debt that pose a risk to a country’s public

finances.

❑ In low-income countries coverage of both public and publicly

guaranteed debt is standard.

❑ The holders of public debt also matter:

✓ Debt sustainability carried out by IMF and WB considers both

domestic and external public sector debt.

✓sovereign credit rating agencies that focus on the risk of debt

distress concentrate on market-based external public sector

debt.
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What is public debt?

❑ Gross debt : total amount of debt outstanding at any time (all

liabilities held in debt instrument)

❑ Net debt : gross debt minus funds earmarked for repayment

(assets held in debt instruments)

❑Marketable debts : the securities are traded or negotiable in the

open market

❑Non-marketable debt : if the bonds are tradable in the stock

markets they non-negotiable or non-marketable loans.

❑Redeemable debt : those for which the government is committed

to repay at an appointed date

❑Short/medium/long-term loans: ST (incurred for periods of

3months to 1 year), MT (obtained for >1yr and <10 yrs)
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When is debt sustainable?

Theoretical definition

A country’s public debt is considered sustainable if the government

is able to meet all its current and future payment obligations

without exceptional financial assistance or going into default.

Policy definition

Public debt is sustainable when the government can continue

servicing it without requiring an unrealistically (from a social and

political point of view) large correction to its future revenue or

primary expenditure path
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When is debt sustainable?

❑ In practice, debt sustainability is assessed by asking if the

current course of fiscal policy (tax and expenditure policies) can

be sustained without facing an exploding debt path

❑ Analysts look at whether policies needed to stabilize debt are

feasible and consistent with maintaining growth potential or

development progress.

❑ When countries borrow from financial markets, risks associated

with refinancing are important too.
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Outline of the Webinar

- Webinar objectives

- Webinar content

-Basic concepts on public debt sustainability

- Debt dynamics & Debt-creating capital flows

- IMF and World Bank’s DSF for low-income countries
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Debt dynamics & debt creating capital flows
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Dt = total debt stock at the end of time period t

Dd = domestic debt

Df = foreign-currency debt (in local currency)

id = interest rate on domestic debt

if= interest rate on foreign-currency debt

e = nominal exchange rate depreciation

P = primary balance (overall balance excluding interest expense)

H = other debt-creating flows

Note two reasons why changes in debt do not equal the budget deficit:  valuation changes related to exchange rate 

changes and other debt-creating flows
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Example

Debt-creating capital flows
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Contribution from real interest rate 

Contribution from real GDP growth 

Contribution from real exchange rate 

depreciation

- p  Primary deficit

 Other identified flows and residual
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◼ Then there is a unique constant p* that 
stabilizes d at a level d*:

◼ p* is the debt-stabilizing primary surplus.  
It equals the automatic debt dynamics. 

Snowball effect : interest rate growth differential. 
Happens when r>g (debt explodes)

Simplifying case: there is only domestic currency debt 
and there are no other debt-creating flows:

automatic debt 
dynamics
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• Interest rates (self-fulfilling speculative attacks)

• Growth

• Exchange rate

• Contingent liabilities

Critical variables affecting public debt sustainability

Debt Dynamics & debt creating capital flows
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Debt Dynamics & debt creating capital flows

Direct Contingent

Explicit

Civil servant 
pensions

State guarantees

Deposit insurance 
schemes

Implicit
Ageing-related 
expenditures

“Too big to fail” banks 

Natural catastrophes

Role of contingent liabilities
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Debt-creating capital flows
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Debt-creating capital flows
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Debt-creating capital flows
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Why dealing with debt sustainability in LIC?

Source: IMF policy paper 2020, The evolution of public debt vulnerabilities in lower income countries
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Why dealing with debt sustainability in LIC?

Source: IMF policy paper 2020, The evolution of public debt vulnerabilities in lower income countries
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Why dealing with debt sustainability in LIC? 

Several indicators

Liquidity: ability to meet maturing obligations

Solvency: the current debt stock is fully covered by the
present discounted value of all expected future primary
balances

Vulnerability: risk of insolvency or illiquidity

Fiscal space: the capacity to provide additional budgetary
resources without prejudice to debt sustainability.
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Why dealing with debt sustainability in LIC? 

Source: United Nations, 2020, Financing for sustainable development report 2020
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Why dealing with debt sustainability in LIC? 
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Outline

• Why dealing with debt sustainability in low-income 

countries? 

• Debt dynamics

• IMF and World Bank Debt Sustainability Framework 

• Fiscal rules
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Public Debt Dynamics
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Public Debt Dynamics
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Outline of the Webinar

- Webinar objectives

- Webinar content

- Debt-creating capital flows

- IMF and World Bank’s DSF for low-income countries
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IMF and World Bank’s DSF for low-income 

countries

❑ Scope: An operational approach to assess debt sustainability in LICs (external + 
public debts). 

❑ Forward-looking: 20-year forecast of debt burden indicators under baseline 
assumptions and stress tests. 

To capture long maturity and grace period 
of concessional loans and investment returns. 

❑ Institutional indicators: combined with policy specific debt thresholds > Lead to a 
risk scoring. 

❑ Countries eligible to: 

▪ Poverty Reduction and Growth Trust (PRGT) facilities

▪ International Development Association (IDA) resources
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IMF and World Bank’s DSF for low-income 
countries

❑ Vulnerability 

▪ A risk that a country violates the solvency and liquidity conditions and 

enters a crisis. 

❑ Importance of granularity 

▪ Emphasis on the run-up to high debt and debt distress situations. 

▪ Allows a more accurate assessing of risks. 

▪ Early warning signals of increase in debt vulnerabilities (indicators in % 

of thresholds). 



32

Debt carrying capacity

IMF and World Bank’s DSF for low-
income countries

❑ NOT relying exclusively on the CPIA to classify countries’ debt-

carrying capacity. 

❑ INSTEAD use a composite measure based on a set of economic 

variables. 

▪ Composite index  = weighted sum of the non-debt determinants 

of debt distress and CPIA.

▪ CI = 0.385*CPIA + 2.719*Growth + 4.052*Reserves -

3.990*Reserves^2 + 2.022*Remittances + 13.520*World Growth
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A composite index to replace the standard CPIA

IMF and World Bank’s DSF for low-
income countries

▪ CI = 0.385*CPIA + 2.719*Growth + 4.052*Reserves -

3.990*Reserves^2 + 2.022*Remittances + 13.520*World Growth

❑ Weights: average estimated coefficients across the statistical models. 

❑ Reserves and remittances: scaled by imports and GDP, respectively. 

❑ Country classification depends upon other countries’ situation and global 

factors.

❑ The CI uses ten years of data (5 years of history and 5 years of projections) to 

smooth out economic cycles and encourage forward-looking policy 

discussions (CPIA, growth, reserves, remittances, world growth).
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A composite index to replace the standard CPIA

IMF and World Bank’s DSF for low-
income countries

▪ CI = 0.385*CPIA + 2.719*Growth + 4.052*Reserves -

3.990*Reserves^2 + 2.022*Remittances + 13.520*World Growth

❑ Weights: average estimated coefficients across the statistical models. 

❑ Reserves and remittances: scaled by imports and GDP, respectively. 

❑ Country classification depends upon other countries’ situation and global 

factors.

❑ The CI uses ten years of data (5 years of history and 5 years of projections) to 

smooth out economic cycles and encourage forward-looking policy 

discussions (CPIA, growth, reserves, remittances, world growth).

Debt carrying capacity rating : WEAK – MEDIUM – STRONG



35

CPIA index 

IMF and World Bank’s DSF for low-
income countries

❑ Country Policy and Institutional Assessment (16 indicators)

▪ Economic management. 

▪ Structural policies. 

▪ Policies for social inclusion and equity. 

▪ Public sector management and institutions. 

Annually compiled by the WB 

for IDA-eligible countries. 
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Main features of a DSF: key role of macroeconomic framework

IMF and World Bank’s DSF for low-
income countries

Macroeconomic 

projections and 

assumptions 

LIC DSA template Risk assessment

❑ Realistic.  

❑ Must reflect the policies of the country authorities. 

❑ Stress tests customized: consistent with the specific shocks facing 

a country. 
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Main features of a DSF: assessment of the overall risk of debt distress

IMF and World Bank’s DSF for low-
income countries

P
U

B
L

IC
 D

S
A

EXTERNAL 

DSA

Public and publicly 

guaranteed (PPG) 

external debt

Private external debt 

(non-guaranteed)+

Public 
domestic 

debt

+
ASSESSMENT OF THE 

OVERALL RISK OF DEBT 

DISTRESS

EXTERNAL RISK RATING
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Main features of a DSF: rating for the risk of external debt distress

IMF and World Bank’s DSF for low-
income countries

RISK RATING

THRESHOLDS

PPG EXTERNAL 

DEBT

Four ratings for the risk of 

external debt distress

LOW

MODERATE

HIGH

IN DEBT DISTRESS
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Realism of assumptions and projections

IMF and World Bank’s DSF for low-
income countries

❑ Determinants of debt dynamics 

▪ 3 vintages of debt dynamics: current, past year(5yrs) , forecasts (5yrs ahead). 

▪ Are there any breakdown in the determinants of debts dynamics. 

▪ Analyses of past forecast errors: contribution of each factor. 

▪ Contribution of errors to unexpected changes and revision. 

❑ Are the projected drivers of growth likely to materialize? What were their 

respective contribution in the past? 

▪ Low/high contribution of growth/interest differential in past debt accumulation?

▪ Prediction of the real exchange rate should be tighten to realistic assumptions on the current 

account balance. 

▪ Realism of fiscal adjustment. 
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Example

IMF and World Bank’s DSF for low-
income countries
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External debt and contingent liabilities

IMF and World Bank’s DSF for low-
income countries

❑ External Debt > Definition 

▪ GROSS TOTAL EXTERNAL DEBT = 

▪ PPG (public and publicly guaranteed) 

▪ + PNG (publicly non-guaranteed)

▪ + short-term debt (public and private)

❑ Contingent Liabilities > Definition 

▪ EXPLICIT = 

▪ Guarantees for borrowing (local gvts, private entities, sectoral : agriculture, SME).

▪ State insurance schemes (crop, flood insurances).

▪ IMPLICIT = Defaults (local gvts, private entities) + Bank failures +

▪ Liabilities clean-up in entities privatized +

▪ Failure of pension and social security funds
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PPG total debt 

IMF and World Bank’s DSF for low-
income countries

❑ Total Debt > Definition = External PPG + Domestic PPG

▪ DOMESTIC PPG  

▪ Payable in domestic currency

▪ May include arrears (wage, suppliers)

▪ Drivers : budget deficits, domestic interest rates and term structure 
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Indicative thresholds depends on the quality of policies and institutions (CI indicators)

IMF and World Bank’s DSF for low-
income countries

Quality of policies and 

institutions

Weak 

CI<2.69

Strong

CI>3.05

Solvency 

ratio

NPV PPG external 

Debt/GDP
30 40 55

NPV PPG external 

Debt/EXPORT
140 180 240

NPV PPG TOTAL 

Debt/EXPORT
35 55 70

Liquidity 

ratio

NPV PPG external 

Debt 

service/Exports

10 15 21

NPV PPG external 

Debt 

service/revenue 

14 18 23

❑ When the CI  is high enough 

(a country has a good 

capacity of debt 

management) 

▪ It will be more able to absorb 

large shocks on external and 

public debts. 

▪ Higher thresholds indicate 

that the Fund and WB tolerate 

higher ceilings (corresponding 

to larger shocks on debt).
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Stress tests

IMF and World Bank’s DSF for low-
income countries

• Very important

▪ Shocks customized (not general) to the countries’ situation and 

specificities. 

▪ 3 dimensions : Nature of shock, trigger (When? How long?), How to 

quantify the shock. 
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Stress tests

IMF and World Bank’s DSF for low-
income countries

Nature of the shock Trigger Quantification

Natural disasters 

(small states)

• 2 disasters every 3 yrs

• Economic losses (>5% GDP 

per year)

• One-off shock of 10% GDP to 

debt-to-GDP ratio

Commodity price 

(countries = countries with 

exports >50% of total exports, 

previous 3 yrs)

• 10% contraction of 

commodity prices

• Commodity price gap closing 

over 6 yrs 

• GDP growth:  2% 

• Fiscal revenues: 1% 

Interest rate shocks (countries = 

outstanding Eurobonds)

Financial needs risks
• Countries undergoing a debt 

restructuring

• Customized scenario 

• Impacts of grants of DSA risk 

rating 
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External risk rating

IMF and World Bank’s DSF for low-
income countries

❑ Low risk of debt distress 

▪ None of Debt burden thresholds breached under the baseline scenario or stress 

tests. 

❑ Moderate risk of debt distress 

▪ None of Debt burden thresholds breached under the baseline scenario and at 

least one is breached under the stress tests.   

❑ High risk of debt distress 

▪ At least one of the debt burden threshold is breached under the baseline. 
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Total debt

IMF and World Bank’s DSF for low-
income countries

❑ Low risk of debt distress 
▪ PPG external has a low risk signal. 

▪ Total PPG debt ratio below threshold under the baseline and stress tests. 

❑ Moderate risk of debt distress 
▪ PPG external  : moderate risk signal. 

▪ OR PPG total : low risk + public stock debt threshold is breached under stress test. 

❑ High risk of debt distress 
▪ PPG external OR total public debt breaches their threshold under the baseline scenario. 



IMF and World Bank’s DSF for low-income 
countries

Example moderate risk : Côte d’Ivoire



IMF and World Bank’s DSF for low-income 
countries

Example moderate risk : Côte d’Ivoire



IMF and World Bank’s DSF for low-income 
countries

Example moderate risk : Côte d’Ivoire



IMF and World Bank’s DSF for low-income 
countries

Example moderate risk : Côte d’Ivoire



IMF and World Bank’s DSF for low-income 
countries

Example High risk : Ethiopia



IMF and World Bank’s DSF for low-income 
countries

Example High risk : Ethiopia



IMF and World Bank’s DSF for low-income 
countries
Example Low risk : Moldova



IMF and World Bank’s DSF for low-income 
countries
Example in distress: Mozambique
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LIC-DSF USED  TO INFORM IMF AND WB DEBT-LIMIT POLICIES

IMF and World Bank’s DSF for low-
income countries

PUBLIC DSA

EXTERNAL DSA

DSF

Results 
used 

IMF and WB debt-limit policies

IMF DLP (2015)

Limits on debt accumulation in 

countries with Fund-supported 

programs

IDA’s NCB policies

Limits on NCB in countries that 

receive IDA grants or that have 

benefited from MDRI
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NEW IMF DEBT LIMIT POLICY 

IMF and World Bank’s DSF for low-
income countries

▪ The assessment of debt vulnerabilities is 

informed by the low-income countries debt 

sustainability framework (LIC-DSF).

▪ An external risk of debt distress rating of 

"moderate", "high", or "in debt distress" 

would signal the presence of significant 

external public debt vulnerabilities.

For countries that normally rely on 

official concessional financing
▪ Judgments on debt vulnerabilities are 

informed by a set of tools provided within 

the DSF for market access countries (MAC-

DSA).

▪ A heat map summarizes the risks to debt 

sustainability in the MAC-DSA. For 

example, heat map indicators flashing 

"red", i.e. exceeding their benchmarks under 

the baseline would signal significant debt 

vulnerabilities. In such circumstances, debt 

targets would take the form of limits on 

total public debt or targeted debt limits, 

taking into account country-specific 

circumstances.

For countries that do not normally 

rely on concessional external 

financing



IMF and World Bank’s DSF for low-income 
countries

Debt limit policy : ceilings on public external borrowings

Three criteria: 

▪ Risk of external debt distress 

(LOW, MODERATE, HIGH)

▪ Quality of debt monitoring 

(WEAK, SUFFICIENT)

▪ Financial integration (LIMITED, 

SIGNIFICANT)



IMF and World Bank’s DSF for low-income 
countries

Debt limit policy : ceilings on public external borrowings

FOR COUNTRIES IN LOW 

RISK OF EXTERNAL DEBT 

DISTRESS 

▪ Normally : NO LIMIT on external 

debt required

▪ But : if OVERALL risk of debt 

distress shows significant risks 

related to domestic public debt 

ceiling on domestic borrowing 



IMF and World Bank’s DSF for low-income 
countries

Debt limit policy : ceilings on public external borrowings

FOR COUNTRIES AT 

MODERATE RISK OF 

EXTERNAL DEBT 

▪ Debt conditionality would 

typically take the form of a limit 

on the present value of new 

external debt (NCB and CB).

▪ In addition: if overall risk of debt 

distress shows significant risks 

related to domestic public debt.  

▪ Ceiling on domestic borrowing. 



IMF and World Bank’s DSF for low-income 
countries

Debt limit policy : ceilings on public external borrowings

FOR COUNTRIES AT HIGH 

RISK OF EXTERNAL DEBT 

▪ Debt conditionality would mostly 

be set on the nominal levels of 

external debt.

▪ In addition: if overall risk of debt 

distress shows significant risks 

related to domestic public debt. 

▪ Ceiling on domestic borrowing. 



LIST OF IDA-ONLY AND  PRGT-ELIGIBLE COUNTRIES SUBJECT TO 
IMF/WORLD BANK GROUP DEBT LIMITS CONDITIONALITY (MAY 2020)
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LIST OF IDA-ONLY AND  PRGT-ELIGIBLE COUNTRIES SUBJECT TO 
IMF/WORLD BANK GROUP DEBT LIMITS CONDITIONALITY (MAY 2020)
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EU Spotify

ec.europa.eu/

europa.eu/

@EU_Commission

@EuropeanCommission

European Commission

europeancommission

@EuropeanCommission

EUTube

https://open.spotify.com/user/v7ra0as4ychfdatgcjt9nabh0?si=SEs1mANESea5kzyVy7HvDw
https://ec.europa.eu/
https://europa.eu/
https://twitter.com/eu_commission
https://www.facebook.com/EuropeanCommission
https://www.linkedin.com/company/european-commission/
https://www.instagram.com/europeancommission/
https://medium.com/@EuropeanCommission
https://medium.com/@EuropeanCommission
https://www.youtube.com/user/eutube


Keep in touch

Use your EU Login credentials to join Capacity4dev.eu

Connect with us

https://twitter.com/capacity4dev
https://www.facebook.com/capacity4dev.eu/?ref=bookmarks
https://www.linkedin.com/company/capacity4dev/
https://www.youtube.com/channel/UCPE9vOTOGEIUbyTDTcVeXTQ?view_as=subscriber
https://soundcloud.com/capacity4dev
https://europa.eu/capacity4dev/
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