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Debt is high…

Median Weighted average (excluding China and India)



…the share of FX debt has been 
decreasing, but not everywhere…

Median Weighted average (excluding China and India)



…interest rates are increasing…



…spreads are high and volatile…



Tunisia: The fastest increase in debt took place over 
2010-19 and was driven by external debt; after 2019 
domestic debt has become more important…

Source: Baghdadi and Labidi (2023)



…domestic debt is mostly short-term…

Source: Baghdadi and Labidi (2023)



…and external debt is now mostly with 
official multilateral creditors

Source: Baghdadi and Labidi (2023)



Source: Albinet, Kessler and Brancher (2023)



Liquidity versus Solvency

Source: Albinet, Kessler and Brancher (2023)



Source: Albinet, Kessler and Brancher (2023)

TUNISIA
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Debt Dynamics 101

• Change in the debt to GDP (𝑑) ratio ∆𝒅=

- primary balance over GDP                      𝒑𝒃

- (real GDP growth)X(initial debt/GDP) 𝒈𝒅𝒕−𝟏
- (inflation)X(initial debt/GDP)                 𝝅𝒅𝒕−𝟏
+ (interest rate)X(initial debt/GDP) 𝒊𝒅𝒕−𝟏
+ stock-flow reconciliation 𝒔𝒇

(AKA, the unexplained part of debt)

∆𝒅 = −𝒑𝒃 + 𝒊 − 𝒈 − 𝝅 𝒅𝒕−𝟏 + 𝒔𝒇



The Drivers of Debt Dynamics Growing



Tunisia: Exchange rate



A slightly different perspective

Source: Baghdadi and Labidi (2023)
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Fiscal risk

• Definition 

• Large or systematic deviations of fiscal 
outcomes from their expected values

• Sources

• Macro shocks (GDP growth, exchange 
rate, inflation, and interest rate)

• Policy shocks (policy slippages and 
change in government policies)

• Realization of contingent liabilities

• Strategic forecasts 



Public debt/GDP (Italy)
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Fiscal risk in a nutshell



Outturns minus forecasts
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Debt Dynamics & Forecast Errors

𝒅𝒕 − 𝑬𝒕−𝟏𝒅𝒕
𝒅𝒕−𝟏

=

𝒊 − 𝑬𝒕−𝟏𝒊 +

− 𝝅 − 𝑬𝒕−𝟏𝝅 +

− 𝒈 − 𝑬𝒕−𝟏𝒈 +

−
𝒑𝒃𝒕 − 𝑬𝒕−𝟏𝒑𝒃𝒕

𝒅𝒕−𝟏
+

+
𝒔𝒇𝒕−𝑬𝒕−𝟏𝒔𝒇𝒕

𝒅𝒕−𝟏

INTEREST Forecast Errors

INFLATION Forecast Errors

PRIMARY BALANCE 

Forecast Errors

STOCK FLOW 

RECONCILIATION

GROWTH Forecast Errors



Components of debt risk
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Components of debt risk
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Fiscal risk and the exchange rate

Source: Panizza (2020)



Outline

• Facts
• Debt levels and borrowing costs

• Debt dynamics

• Fiscal risk

• Debt spikes and debt reductions

• Policies
• When solvency is the key issue

• When liquidity is the key issue

• Takeaways



Debt Reductions and Spikes
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The drivers of debt reductions and 
spikes
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A sovereign debt crisis can be a painful experience for both the 
debtor and its creditors; a mismanaged sovereign debt crisis 
can be a catastrophically painful experience 

(Buchheit and Gulati, 2010)



Problems with the current non-system 
for the resolution of sovereign debt 
crises

1. Debt renegotiations take too long, their outcome is 
uncertain and, in general, they do not restore debt 
sustainability

2. Creditors' coordination and the holdout problem. This 
is amplified by the presence of new (AKA China) 
bilateral creditors

3. Lack of private interim financing

4. Overborrowing caused by debt dilution

5. Delayed defaults (and a personal story) 



Solutions that do not work and a 
solution that might work

• Common framework

• Not working, even where it is supposed to be working

• Not applicable to middle income countries (there is also a problem with 

different debt sustainability frameworks)

• CACs

• Do not cover all types of debt and does not address all problems

• SDRM

• Difficult, but this is where we should go

• Saying that something is difficult and it will require time and effort is not a 

good excuse for not trying. 

• In 1961, President Kennedy announced the goal of sending an American safely to 

the Moon before the end of the decade. 

• On July 20 1969 (nearly six years after President Kennedy's death) Neil 

Armstrong walked on the moon. 

• The best time to plant a tree was 20 years ago. The next best time is now. 
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…well, provide liquidity

• But this isn’t easy because the international 
lender(s) of last resort is (or are) too small

• Let’s think again about the Covid-time DSSI

• It was a good idea in principle, but…
• Targeted to a relatively small group of countries

• Private sector participation remained an 
aspiration

• We had a more ambitious proposal





Our idea: The official sector coordinates 
a standstill

• A multilateral institution creates for each 
participating country a central credit facility 
(CCF) allowing the country to use stayed 
debt service

• The CCF is monitored by the multilateral 
institution to ensure that the payments that 
otherwise would have gone to creditors are 
not wasted

• The CCF would specify the eligible crisis amelioration 
expenditures, as well as the arrangements for 
monitoring the use of proceeds

• All creditors will be asked to provide the 
same debt relief



Our idea: The official sector coordinates 
a standstill

• The CCF will have terms (interest rate and 
amortization) that do not aggravate the financial 
position of the beneficiary country

• The debtor country notifies each of its bilateral 
and commercial creditors that debt service will be 
directed to the CCF

• Some countries will have unsustainable debt 
positions after the crisis abates

• The standstill on interest payments does not preclude 
a more durable debt restructuring at the appropriate 
time

• A CCF will be a de facto senior instrument, the 
equivalent of debtor-in-possession financing in a 
corporate insolvency
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Takeaways
• Debt levels are high and borrowing costs are high 

and volatile 
• Good news: more liquidity than solvency problems

• The main driver of debt growth, fiscal risk, and debt 
spikes is the “unexplained part of debt”

• Strongly correlated with exchange rate depreciations 
when FX debt is large

• Good debt management is very important

• Reforms to the international financial architecture 
are needed to deal with solvency and liquidity 
problems

• SDRM
• Generalized standstills 


