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PDM Webinar Series

JOIN US! 5th Webinar of the PDM Network: How Can Green Budgeting Support the Emission of Green
Bonds?

PDM Network

The fifth webinar of the PDM Network entitled How Can Green Budgeting Support the Emission of Green
Bonds? will be held on Tuesday, December 3rd, 9-10 a.m. EST | 3-4 p.m. CET. Our expert panel
includes Camila Vammalle, Senior Policy Analyst in the Public Management and Budgeting Division at
the OECD, who will discuss the results of the OECD Survey on Green Budgeting and the forthcoming
paper “Beyond Green Tagging: Linking budgets better with climate goals”. Joining her will be Maria del
Carmen Bonilla Rodriguez, Head of the Public Credit Unit at the Ministry of Finance of Mexico, Victoire
Corre, Responsible for Sustainable Finance at the French Treasury and Maria Paz Gutierrez, Head of the
Sustainable Finance Office at the Ministry of Finance of Chile, who will share their countries’
perspectives. [...]
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Post-Event Summary: 3rd Biennial Public Debt Management Conference

PDM Network

The 3rd edition of the biennial Public Debt Management Conference, organized by the Public Debt
Management (PDM) Network—a collaborative initiative of the Italian Treasury, the OECD, and the World
Bank—was a resounding success. Held at the World Bank headquarters in Washington DC on October 3-
4, 2024, the conference focused on the theme “Risks and Challenges for Public Debt Management:
Inflation, Markets, and Climate.” The event saw robust participation, with over 250 attendees joining
both in-person and remotely from across the globe. The conference brought together public debt
managers, representatives from international institutions, leading academics, and the authors of 23
papers selected from a pool of 64 submissions. This diverse group engaged in rich discussions,
underscoring the importance of blending theoretical research with practical insights. [...]

Special Focus

Dangerous Liaisons: Debt Supply and Convenience Yield Spillovers in the Euro Area

Matthieu Bellon, Matthias Gnewuch - European Stability Mechanism (ESM)

Governments in advanced economies face growing pressure to increase public spending. This column
finds that debt issuance in euro area countries whose bonds are considered relatively safe drives up
interest rates in both the issuing country and in other ‘safe’ countries. This new type of spillover, which
differs from contagion effects and default risk spillovers, implies that total debt issued in ‘safe’ countries

matters more for sovereign interest rates than which country issues it. [...] TAGS: Debt sustainability Sovereign
bonds yields Cost and Risk Fiscal Risks Primary market Debt and fiscal/monetary policies Financial Analysis Sovereign debt
market Sovereign spread Spillover Effects

The IMF’s April 2024 Policy Reforms and Sovereign Debt Restructuring

C. Randall Henning - School of International Service, American University

The Common Framework for Sovereign Debt Restructuring provides a process for easing debt burdens
on low-income countries but has operated too slowly for the four countries that have so far sought relief
under it. Official bilateral creditors that are not members of the Paris Club are often principally
responsible for the pace of the delivery of debt treatments. Under previous policies of the International
Monetary Fund, recalcitrant official creditors have been able to slow the provision of financial assistance
and extract concessions from other parties to debt restructuring negotiations. Recent changes in those
policies are designed to expedite decision making and restrict the use of the approval process in this

manner. TAGS: Debt Sustainability Multilateral financing Collective Action Clauses Institutional and Organizational
Framework Debt Restructuring

Tackling the Vicious Circle — The Interim Report of the Expert Review on Debt, Nature and Climate Z
The Independent Expert Group

Addressing high and unsustainable debt levels is a precondition for securing a livable planet for all.
Countries need sufficient fiscal space and borrowing capacity to invest in development, climate and
nature, particularly given the higher upfront investment needs associated with the transition to more
sustainable and resilient economic models. Shifting on to more climate-compatible and nature-positive
economic paths is the only way to minimize long-term risks and costs, and secure prosperity for all. Debt
is an essential fiscal tool in this endeavor. But many emerging markets and developing countries (EMDCs)
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are not able to mobilize the necessary resources because of high debt burdens and costs. [...] TAGS: Climate
finance Climate change Debt Crisis Debt sustainability Debt Restructuring Debt distress

Hedge Funds: Good or Bad for Market Functioning?

Federico Maria Ferrara et al. - ECB

Hedge funds have substantially increased their trading activity in euro area government bond and repo

markets. The ECB Blog evaluates how this plays out for market functioning and intermediation. TAGS: Blog
Primary Markets Secondary Markets Repo Markets Hedge funds Liquidity

Debt Policy

The Bleak Future of Public Debt

Karl-Friedrich Israel - Saarland University

Public debt levels are rising throughout the
developed world, with economies bordering on
stagflation as politicians prefer short-term
giveaways to long-term fixes. Since the turn of the
century, the amount of public debt relative to
gross domestic product (GDP) in developed
economies has surged to highwater marks not
seen since the turmoil of World War Il. During
peacetime, such extreme levels of indebtedness
are unprecedented. This raises the question
whether record debt levels pose a risk to
economic performance and development over

the coming decades. Economists are divided. [...]
TAGS: Debt and fiscal/monetary policies Cost and Risk
Financial Stability Debt Policy Debt sustainability Debt and
growth Debt Statistics

Expenditure Rules: Limiting the Level or the
Variation of Public Expenditure?

Séverine Menguy - Université Paris Cité

The main goal of the first-generation expenditure
rules was to ensure fiscal discipline: preserving a
sound fiscal framework and public debt
sustainability. Regarding this goal, analytically as
well as empirically, limiting the share of public
expenditure in GDP would be more appropriate in
case of weak potential economic growth or if the
public expenditure-to-GDP ratio is high. On the
contrary, limiting the variation of public
expenditure would be more appropriate for
countries with high potential economic growth or

with a weak public expenditure-to-GDP ratio. The
second goal of expenditure rules is to contribute
to sustaining economic activity. Regarding this
goal, limiting the level of public expenditure
appears as more favorable than limiting the
variation of public expenditure. Indeed, a rule in
terms of variation could hamper economic
growth, especially for countries with a high public

expenditure-to-GDP ratio. [...] TAGS: Debt and fiscal
/monetary policies Debt Policy Structural policies Cost and
Risk Financial stability Debt sustainability

European Common Debt: Is Defence Different?
Luigi Scazzieri, Sander Tordoir - Centre for
European Reform

The proliferation of threats to European security
has forced European countries to increase their
defence budgets. But filling long-standing gaps in
military capabilities will take time, a sustained
fiscal effort and better co-ordination of national
military spending. Efforts to strengthen defence
capabilities are largely national, but the EU is
playing a growing role in some areas — such as
fostering joint research. Now, constraints on
national budgets are pushing European policy-
makers to consider innovative ways to boost and
co-ordinate defence spending. The notion of EU
defence bonds is routinely touted by European
leaders. Defence bonds have three key selling
points: They would increase overall European
defence spending. They could enhance
efficiencies  through pooled investments,
generating economies of scale. They would also
reduce free-riding by some member-states who
have been reticent about increasing defence
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investment. [...] TAGS: Structural policies Bond market

development Cost and Risk

Banks’ Portfolio of Government Debt and

strategy for managing sovereign debt in the
Eurozone that would promote fiscal responsibility

and stability. TAGS: Debt Policy Sovereign debt market
Debt-to-GDP ratio Debt crisis Debt sustainability Debt and

Sovereign Risk: From Safe Havens to Stormy
Seas

Antonio Afonso, José Alves, Sofia Monteiro - ISEG
- School of Economics and Management,
Universidade de Lisboa

We analyse domestic, foreign, and central banks
holdings of public debt for 31 countries for the
period of 1989-2022, applying panel regressions
and quantile analysis. We conclude that contrarily
to what we observe before 2010, we found that
after 2010 an increase in sovereign risk raises the
share of domestic banks’ portfolio of public debt
and reduces the percentage holdings in the case
of central banks. Better sovereign rations also
increase (decrease) the share of commercial
(central) banks holdings. Furthermore, the effects
of an increment in the risk for domestic investors

have increased since the 2010 financial crisis.
TAGS: Financial Analysis Sovereign debt Debt Policy
Sovereign debt risk Public debt Ratings

European Sovereign Debt Risk Management:
The Role of a European Debt Agency

Massimo Amato et al. - Bocconi University

This paper proposes the establishment of a
European Debt Agency (EDA) as a tool for the
efficient management of Eurozone public debt, to
address two primary risks: roll-over and
sustainability risk. The proposed EDA would price
its loans using a transparent formula that would
anchor the price to fundamental economic
factors. This approach would encourage fiscal
discipline among Member States and avoid
inefficient costs resulting from market price
deviations from fundamentals, without resorting
to debt mutualization. In addition, the paper
suggests that adopting flexible fiscal rules
alongside the EDA could result in a smoother path
towards debt stabilization, by mitigating the
macroeconomic effects of excessive fluctuations
in risk premia. The simulations indicate that this
combination could offer a comprehensive

fiscal/monetary policies Debt and growth Cost and risk

Tackling Liquidity and Debt Challenges in
Developing Countries: Key takeaways from the
Global Sovereign Debt Roundtable

Anahi Wiedenbriig, Fernando Morra, Yanne Horas
- 1ISD

Sovereign debt has become a growing challenge
for many emerging markets and developing
economies, with countries struggling to secure
debt relief while ensuring their long-term
development goals. The Global Sovereign Debt
Roundtable (GSDR) was established in response,
co-chaired by the International Monetary Fund
(IMF), World Bank, and G20 Presidency (currently,
Brazil). The last meeting of the GSDR took place in
mid-September. But what exactly is the GSDR,
what was discussed there, and how could these
discussions impact the future of debt

restructuring and debt sustainability? [...] TAGS:
Debt Policy Debt relief Market Liquidity Debt sustainability
Debt Restructuring

Cost and Risk

With Trump, there is no Way Around New EU
Debt, Experts Say

Jonathan Packroff - Euractiv

With Donald Trump elected to a second term as
US president, the EU needs to spend more on
defence, and doing so requires new public debt,
experts told Euractiv. The exit of fiscal hawk
Christian Lindner (FDP, Renew) from the German
government could open up new opportunities in

that direction. [...] TAGS: Debt Policy Structural policies;
Debt sustainability Debt-to-GDP Economic Forecasts Debt
Forecasts Financial stability Sovereign debt risk Debt and
fiscal/monetary policies Institutional and Organizational
Framework
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How Concerns About Public Debt Harm the
Private Sector
Jeff Horwich -
Minneapolis
How do worries about a country’s sovereign debt
affect its real economy? The question is highly
practical, with higher global public debt
levels post-COVID and nations from Argentina to
Zambia expected to struggle with upcoming bond
payments. Many economists have sought to
understand the economic effects of a full-blown
sovereign debt default. But less attention has
been paid to the more common scenario of a
country simply considered to be at risk of default.
The issue poses an identification challenge: The
same economic conditions that push a country to
struggle with debt payments and undermine
investor confidence can simultaneously affect the

real economy of firms and workers [...] TAGS: Cost
and Risk Sovereign defaults Financial stability Sovereign
debt exposure

Federal Reserve Bank of

Accounting, Statistics, Reporting and

Auditing

Lifting the Hood of the LIC-DSF to Revamp its
Accuracy and Transparency

Clemens Graf Von Luckner - Stanford University’s
Graduate School of Business

The Debt Sustainability Framework for Low-
Income Countries (LIC-DSF), developed by the IMF
and World Bank, serves as a vital instrument for
assessing debt-related risks in vulnerable
economies. With many low-income countries
experiencing escalating debt pressures —
particularly in the wake of the COVID-19
pandemic and higher global interest rates — the

importance of the LIC DSF has grown significantly.
TAGS: Accounting Statistics Reporting and
AuditingTransparency Debt Sustainability Debt distress

Hidden Debt Revelations

Sebastian Horn et al. - World Bank

How reliable are public debt statistics? This paper
guantifies the magnitude, characteristics, and

timing of hidden debt by tracking ex post data
revisions across a comprehensive new database
of more than 50 vintages of World Bank debt
statistics. In a sample of debt data covering 146
countries and 53 vyears, the paper establishes
three new stylized facts: (i) debt statistics are
systematically under-reported; (ii) hidden debt
accumulates in boom years and tends to be
revealed in bad times, often during IMF programs
and sovereign defaults; and (iii) in debt
restructurings, higher hidden debt is associated
with larger creditor losses. The novel data is used
to numerically discipline a quantitative sovereign
debt model with hidden debt accumulation and
an endogenous monitoring decision that triggers
revelations. Model simulations show that hidden
debt has adverse effects on default risk, debt-
carrying capacity and asset prices and is therefore

welfare detrimental. TAGS: Debt Statistics Sovereign
defaults Sovereign debt Debt restructuring Hidden debt

Primary Markets

Romania Leverages Climate Financing to
Achieve National Priorities Z

Farah Imrana Hussain, Abhishek Joseph — World
Bank

Romania is demonstrating its strong commitment
to pursuing an ambitious low-carbon trajectory
that harmonizes economic growth with
environmental stewardship. Over the past three
decades, the country made steady progress
towards decarbonization. From pioneering green
bonds to ambitious climate neutrality targets,
Romania is transforming its economy and energy
landscape. But how is this eastern European
nation managing such a dramatic shift, and what

lessons can it offer to the world? [...] TAGS: Blog
Climate finance Primary Markets
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Financial Analysis

Electronic Trading —a Boost to ESM Bond Market
Resilience

Marko Mravlak, loannis Vazouras - European
Stability Mechanism (ESM)

Electronic trading has led to faster trading
environments, enhanced transparency, and
improved liquidity. These benefits contribute to
the effective operation and regulation of financial
markets, supporting greater financial stability.The
European Stability Mechanism (ESM) and its
predecessor, the European Financial Stability
Facility (EFSF), fund themselves primarily through
the sale of bonds, which are complemented by
short-term bills and, more recently, commercial

paper securities. [..] TAGS: Blog Financial Analysis
Financial stability Market Liquidity Secondary Markets

Through Stormy Seas: How Fragile is Liquidity
Across Asset Classes and Time?

Nihad Aliyev et al. - University of Technology
Sydney (UTS)

We analyse the evolution and resilience of market
liquidity across key asset classes — stocks, foreign
exchange (FX) and government bonds — in major
developed markets (United States, Europe and
Japan) over the past 25 years. We do not focus
simply on the first moment (mean) but include
the higher moments (standard deviation,
skewness and kurtosis) of the bid-ask spread. By
looking at the distribution, we gain insights into
the complex dynamics and resilience of liquidity
in these markets. We also explore the potential
drivers behind observed changes in the
distribution of liquidity and their implications for

traders and markets. TAGS: Market Liquidity Sovereign
bond market Secondary Markets Trading

Inelastic Demand Meets Optimal Supply of Risky
Sovereign Bonds

Matias Moretti et al. - University of Rochester
We present evidence of inelastic demand for risky
sovereign bonds and explore its implications for
optimal government debt policies. Using monthly

changes in the composition of a major
international bond index, we identify flow shocks
unrelated to fundamentals that shift the available
bond supply. From these shocks, we estimate an
inverse demand elasticity of -0.30 and show that
it increases with countries’ default risk. We

formulate a sovereign debt model with
endogenous default and inelastic investors,
calibrated to our empirical estimates. By

penalizing additional borrowing, an inelastic
demand acts as a disciplining device that reduces

default risk and bond spreads. TAGS: Financial
Analysis External debt Sovereign bond yields Investor base

Climate Risk and Sovereign Debt: Country-Level
Exposures and Scarcity Effects in Green Bonds
[

Silvia Romagnoli, Amia Santini - University of
Bologna

We investigate the role of climate risk in the
Eurozone sovereign debt market, to evaluate the
current pricing of different risk factors in the
government spreads of each country. Particular
attention is paid to differences between green
and non-green bonds, to assess the potential of
sustainable debt to hedge climate risk. Weather
variables are selected in line with the guidelines
of Eurozone climate stress tests and taken as
proxies of acute and chronic physical risk, while
EU carbon allowances are included to capture
transition risk. Their significance is studied as
potential drivers of mean spread variations and
for their co-movement with spreads in the case of
extreme events, to provide insights for climate
risk management and financial policy, with the
goal of enhancing the resilience and stability of
the financial system. From both analyses, the
same results emerge: climate risk is being priced
by the market, but differently depending on the
country, and green government bonds from
different countries have a divergent reaction to
climate risk factors. Dutch and French green
spreads closely mirror their traditional
counterparts, while German, Italian, and Spanish
green bonds exhibit greater hedging potential.
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Various explanations are considered, including a
"scarcity effect" linking the behavior of green
bonds to their abundance relative to total
outstanding government debt. Finally, the most
relevant risk factors of each country are
highlighted, comparing the results to known

climate change challenges. TAGS: Financial Analysis
Financial stability Green bonds Government bonds
Sovereign spread Climate finance Debt sustainability

Sovereign Climate-Contingent Convertible Bond
(S-CloCo) @

Chris Cormack, Andrea Macrina - UK Centre for
Greening Finance and Investment, University
College London

In this note, we expand upon our previous
introduction of the Climate Contingent
Convertible Bond, the CloCo, specifically focusing
on developing a set of mechanisms for sovereign
nations. A CloCo bond allows the issuer to convert
the remaining value of the bond (or a portion of
the outstanding value) to equity contingent on an
acceleration (or deceleration) of climate policy.
For the cases we consider for a sovereign state,
we introduce the concept of the sovereign CloCo
(S-CloCo) to provide a strategic national-level
mechanism to enhance climate funding to ensure
or accelerate climate transitions. Such a
mechanism can be applied across the wide range
of challenges posed by a changing climate, from
enhanced adaption spending to improved low-
emission industry and enhancing the natural
environment. In particular, the instrument and
mechanisms have been designed to assist in
reducing public debt burdens and operate
alongside privately issued CloCos as part of a
nation’s strategy to meet its climate- (and nature-
)linked goals. In this note, we introduce two S-
CloCo mechanisms: (i) the sovereign influence
mechanism designed to leverage opportunities
from the private sector CloCo issuance utilising a
sovereign wealth fund (SWF) and (ii) the direct
SWF mechanism that is underwritten by equity

holdings in a nations sovereign wealth fund. [...]
TAGS: Financial Analysis Climate-Contingent Convertible
Bond Climate finance

Impact of Sovereign Debt Maturity on Fiscal
Sustainability

Antonio Afonso et al. - ISEG - Lisbon School of
Economics and Management, Universidade de
Lisboa

In addition to the significant increase in the public
debt ratio over the last decades, another major
change has been the substantial increase in the
maturity of sovereign borrowing. This study is the
first to investigate the impact of the term
structure of public debt on fiscal sustainability.
We adopt the widely used backward-looking
measure of fiscal sustainability — fiscal
responsiveness as proposed by Bohn (1998).
Using data from De Graeve and Mazzolini (2023)
and focusing on a sample of 19 most developed

countries, we demonstrate that sovereign
borrowing with maturity above 10 vyears
significantly reduces fiscal responsiveness.

Conversely, public debt with maturity between 3
and 5 years, which roughly aligns with the
electoral cycle in many countries, is associated
with the highest responsiveness of the primary
balance to public debt. The findings indicate that
the increase of long-term public debt since the
beginning of this century has contributed to
reducing fiscal responsiveness by half. Further
analysis indicates that unconventional monetary
policy, by suppressing yields at longer maturities,
has likely played a key role in the discovered
relationship. However, monetary easing has not
been the sole factor explaining the negative
impact of longer maturity of public debt on fiscal

sustainability. TAGS: Financial Analysis Debt and
fiscal/monetary policies Interest Rate Debt sustainability

A Commentary on_ US Sovereign Debt
Persistence and Nonlinear Fiscal Adjustment
Vladimir Andric, Dusko Bodroza, Mihajlo Djukic -
Institute of Economic Science, Belgrade

The purpose of this paper is to show how the self-
exciting threshold autoregressive (SETAR) model
might be a suitable econometric framework for
characterizing the dynamics of the US public
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debt/GDP ratio after the Bretton Woods collapse.
Our preferred SETAR specifications are capable of
capturing the main stylized facts of the US public
debt/GDP ratio between 1974 and 2024. In
addition, the estimated SETAR models are
consistent with theoretical frameworks that look
to explain the behavior of the US public debt/GDP
ratio before and after the Global Financial Crisis
(GFC). Finally, under the assumption of public
debt/GDP ratio stationarity, for which we find
only limited and inconclusive evidence, this paper
provides some arguments for why previous
studies, which use the exponential smooth
threshold autoregressive (ESTAR) models, logistic
smooth threshold autoregressive (LSTAR) models
or SETAR-type models for the first differences of
the US public debt/GDP ratio, are potentially
misspecified on both econometric and economic

grounds. [..] TAGS: Financial Analysis Debt and
fiscal/monetary policy Cost and Risk Debt Policy

Derivatives, Margining and Risk in Emerging

The Role of Borrowing in the Rise of Gilt Yields
During the Truss Episode and Some Possible
Implications

Sushil Wadhwani - CEPR

Therise in gilt yields following the Kwarteng/Truss
Budget in September 2022 is commonly held up
as a poster child for why an increase in
government borrowing is a risky endeavour. This
column argues that this popular view might
overstate the impact of higher borrowing during
that episode. The author finds that once other
relevant factors are taken into account, the
underlying impact of the higher budget deficit on
gilt yields was plausibly less than one-quarter of
the actual observed increase in interest rates. He
also discusses some implications of this analysis
for the potential market impact of the

forthcoming Budget. [...] TAGS: Financial Analysis Cost
and Risk Sovereign bonds yields

Financial System Trends in Six Charts

Market and Developing Economies

ISDA

Derivatives have an important role to play in the
development of economies and financial markets
in emerging jurisdictions. Financial regulation, in
turn, is a critical element in shaping the safe,
efficient use and growth of risk management
activity in these countries. One of the most
important elements of the financial regulatory
framework for derivatives is margining: the
exchange of collateral, or margin, for derivatives
transactions. This paper explains what margining
is, how it works and the key issues for
policymakers in emerging market and developing
economies (EMDEs) to consider when transposing
margin-related regulation to their jurisdictions,
with a particular focus on non-cleared derivatives
[...] TAGS: Derivatives Financial Analysis Financial stability

Jean Pesme, Erik Feyen, Fiona Stewart - World
Bank

Financial sector vulnerabilities in emerging
market and developing economies (EMDEs) are
largely divided along income lines. While
vulnerabilities are low to moderate in higher-
income EMDEs, half of lower-income countries
face much higher risks. In addition, progress on
financial development goals such as local capital
market deepening has stalled in many countries.
Advances, however, have been made on financial
inclusion for individuals and in efforts to green the

financial sector. [..] TAGS: Blog Financial Analysis
Financial stability Cost and Risk

Application of Article 6-Linked Debt-for-Climate
Swap for the Clean Energy Transition in Africa 2

Hyun-Chool Lee, Youngbin Choi - Konkuk
University

This study presents an innovative financial model

that integrates the debt-for-climate swap

mechanism with Article 6 of the Paris Agreement,

specifically designed to support Africa’s

transition to clean energy. The model connects
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debt-for-climate swaps with the creation of
internationally transferred mitigation outcomes
(ITMOs), offering mutual benefits for both debtor
and creditor nations. This approach aims to
improve the debt sustainability of African
countries while strengthening their climate
resilience by combining Article 6 of the Paris
Agreement with Official Development Assistance
(ODA). Additionally, this model aligns with key
Sustainable Development Goals (SDGs), including
SDG 7 (Affordable and Clean Energy), SDG 13
(Climate Action), and SDG 17 (Partnerships for
the Goals). Furthermore, the study proposes a

restructuring  of  existing  environmental
safeguards by incorporating the “Do No
Significant  Harm”  (DNSH) criteria and

environmental contribution indicators to ensure
alignment with the minimum safeguards
mandated by Article 6 and international
development standards. Through quantitative
analysis, our findings indicate that the proposed
debt-for-climate swap model could significantly
contribute to Africa’s clean energy transition,
address the region’s external debt challenges,

and enhance climate resilience. TAGS: Financial
Analysis Climate change Debt Restructuring Foreign Debt
Buybacks & Exchanges Derivatives

Who Holds Sovereign Debt and why it Matters
Xiang Fang, Bryan Hardy, Karen K. Lewis -
University of Hong Kong, BIS, Wharton School

Globally, government debt has increased
substantially since the onset of the Covid-19
pandemic and geopolitical tensions. This
columns asks who the investors that hold
government debt are, and whether the
ownership composition matters. Overall, as debt
increases, non-bank investors, in particular
investment funds, take up more of this debt than
other investor groups. Emerging market
sovereign investors are highly vulnerable to the
presence or absence of non-bank investors. The
behaviour of such investors is thus crucial for

understanding sovereign debt sustainability. [...]
TAGS: Debt composition Debt sustainability Institutional
Investors Debt Composition

Has Treasury Market Liquidity Improved in
2024?

Michael Fleming - Federal Reserve Bank of New
York

Standard metrics point to an improvement in
Treasury market liquidity in 2024 to levels last
seen before the start of the current monetary
policy tightening cycle. Volatility has also trended
down, consistent with the improved liquidity.
While at least one market functioning metric has
worsened in recent months, that measure is an
indirect gauge of market liquidity and suggests a
level of current functioning that is far better than
at the peak seen during the global financial crisis
(GFC). [...] TAGS: Market Liquidity Financial stability
Financial Analysis

Spillovers to Emerging Markets and Investor
Heterogeneity

Ester Faia, Karen K. Lewis, Haonan Zhou - Goethe
University Frankfurt, University of Pennsylvania,
Princeton University

The recent rise in interest rates worldwide has
reignited the debate over its implications for
emerging market economies. This column uses
data for the euro area to examine whether
interest rate increases in advanced economies
trigger capital outflows from emerging market
debt securities. The authors find no consistent
evidence of spillovers to capital flows through
emerging market bond holdings except for those
linked to the changes in the shares held by
investment funds, which appear to be the most
active investors. Information shocks induce very
different responses in investment fund

behaviour than traditional monetary shocks. [...]
TAGS: Financial Analysis
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Active Debt Management

Debt for Climate Swaps: Exploring Avenues and

Climate Defaults and Financial Adaptation @

Opportunities 7

Green Climate Fund (GCF)

The intersection of escalating public debt and the
deepening climate crisis presents a dual challenge
of paramount significance, particularly in Lower-
Income Developing Countries and Small Island
Developing States.  Debt-for-Climate Swaps
(DFCS) are an agreement between a sovereign
and its creditors that reallocates a portion of
ongoing debt obligations toward investments in

climate action. [...] TAGS: _ Climate finance Climate
change Market Liquidity Debt swap

Subnational Debt

The Fallacy of Green Municipal
Developing Countries Z

Jeremy Gorelick, Elhan Cara, Georgina Kavoo -
Johns Hopkins University, Mineral Springs, Inc.,
Open Capital Advisors

Sub-national governments (SNGs) in developing
countries have increasingly explored green
municipal bonds as a financing tool, driven by
promises of lower borrowing costs, enhanced
reputation, and support for sustainable
economic development. This study aims to
critically examine these claims by analysing the
actual costs and complexities associated with
green municipal bonds (GMBs). The research
involves a comparative analysis of traditional
municipal bonds and GMBs, focusing on the
financial and operational challenges faced by
SNGs. Detailed case studies from Mexico City and
Cape Town are used to illustrate the practical
implications of issuing GMBs. The findings reveal
that, despite similar or slightly lower interest
rates, GMBs often entail higher issuance costs
due to the need for certification, monitoring, and

reporting of green projects [...] TAGS: _Subnational
Debt Debt sustainability Financial stability Cost and Risk
Green bonds Green finance

Bonds in

10

Toan Phan, Felipe Schwartzman - FRB Federal
Reserve Bank Services for financial institutions of
the United States

We analyze the relationship between climate-
related disasters and sovereign debt crises using a
model with capital dault risk together lead to slow
post-disaster recovery and heightened borrowing
costs. Calibrating the model to Mexico, we find
that the increase in cyclone risk due to climate
change leads to a welfare loss equivalent to a
permanent 0.95% consumption drop. However,
financial adaptation via catastrophe bonds and
disaster insurance can reduce these losses by
about 21%. Our study highlights the importance
of financial frictions in analyzing climate change

impacts. [...] TAGS: Sovereign defaults Climate change
Debt sustainability Debt crisis Financial stability Cost and
Risk

Giving Voice to The Silent Debt Crisis: How Debt
Relief Can Unlock Green Growth Pathways for
Africa 7

Bogolo Kenewendo, Patrick Njoroge, Alexander
Dryden - Former Minister of Investment, Trade
and Industry of Botswana, Former Governor of
the Central Bank of Kenya, SOAS University

The climate crisis severely threatens economic
growth in the Global South, especially in Africa,
where 17 of the 20 most vulnerable countries are
located. Addressing these climate risks requires
the region to mobilize significant financial
resources to invest in climate adaptation and
development; however, African economies are

facing an acute sovereign debt crisis. [...] TAGS:
Debt Crisis Debt relief Climate finance Green finance
Foreign Debt

Debt’s Gendered Impact and a Feminist Foreign
Policy for Maldives’ Debt Negotiations

Eva Abdulla - The Maldives Policy Think Tank

A country’s ability to determine its own future is
inexorably linked to the who, what, why, when
and how of public debt — who holds it, what it
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funds, why it was incurred, when and just how it
must be repaid. Managing public debt is not just a
financial challenge — it is as much a story of
survival. This struggle plays out at every level in
the Global South: nations work to preserve their
autonomy, governments fight to maintain
stability, communities strive to retain essential
services, and individuals battle to make ends
meet. Eighty-five per cent of the world
population, suffering from crippling public debt, is
currently surviving under austerity measures.
Public debt disproportionately impacts women.
Debt-burdened Maldives exemplifies the need for
a foreign policy approach in debt negotiations
that centres individual lives, women and

communities. [...] TAGS: Debt Policy Debt sustainability
Debt composition Blog

Is Xi’s Pledge to Give $51 Billion to Africa a
Landmark Deal or a Debt Trap
Ellington Ngandu - Global
Association

In a sweeping announcement at the Forum on
China-Africa Cooperation Summit held on 5
September 2024 in Beijing, China’s President Xi
Jinping pledged nearly $51 billion over the next
three years to bolster China’s relationship with
Africa. This promise encompasses significant
funding for infrastructure projects, job creation,
and investments in key sectors such as agriculture
and industry. While this colossal investment
signals a deepening of ties between the two
regions, it also prompts a closer examination of
the underlying dynamics and potential

implications of such a grand commitment.]...]
TAGS: Debt crisis Sovereign debt risk Financial stability Debt
sustainability Blog

Affairs  Writers’

Sustainably Financing Sustainable Development
Paola Subacchi - Sciences Po

A significant increase in financing, at both the
national and international levels, is vital to
achieve the Sustainable Development Goals by
the 2030 deadline. To this end, the international
community must both deliver debt relief to
developing countries and expand their access to
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affordable finance. TAGS: Debt crisis Debt relief Debt
restructuring Sustainable development goals Sovereign
defaults

Debt Restructuring

Resolving Pakistan’s Debt Problems

Aasim M. Husain - Consortium for Development
Policy Research

Pakistan’s inability to live within its means has
resulted in persistent macroeconomic imbalances
and necessitated numerous financial support
programs with the International Monetary Fund
(IMF). Large fiscal deficits year after year have
translated into a rapidly rising public debt burden

and a ballooning public interest bill. TAGS: Debt
Restructuring Debt sustainability Sovereign defaults Foreign
debt

China  _and the Common Framework -
Understanding the Motives Behind Debt Relief
Provision to Low-Income Countries

David A. Grigorian, Winston Tang - Harvard
Kennedy School

As the largest bilateral lender to the developing
world, China’s involvement in efforts to help
countries in debt distress achieve debt
sustainability is very important. However, China
has often been criticized for being slow to
respond to those challenges due at times to some
strategic motives. The paper discusses five
hypotheses that may potentially explain China’s
behavior within the G20 Common Framework,
the main vehicle for low-income country
sovereign debt restructuring. While difficult, if not
impossible, to quantify, the factors underpinning
these hypotheses—historic, ideological,
institutional, and  political in  nature—
nevertheless offer some useful insights into
potential reasons behind China’s behavior within
the context of the Common Framework. Studying
these factors is critical for understanding China’s
behavior and for projecting the way forward for

sovereign debt restructuring efforts. TAGS: Debt
Restructuring Debt distress Debt sustainability Debt relief
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Debt or Diplomacy? Inside China’s Controversial

The Nexus of Peer-To-Peer Lending and

Loans to Sri Lanka, Laos, and Malaysia

Zdenék Rod - The Diplomat

Several cases are frequently cited when
discussing China’s so-called debt trap diplomacy:
Sri Lanka, Laos, and Malaysia. These examples
shed light on how China’s strategy plays out in

practice [...] TAGS: Contract standards Debt sustainability
Debt Restructuring

Macroeconomic Analysis

Public Financing Needs for the Modernisation of
Germany

Felix Heilmann, Dr. Florian Schuster-Johnson, Dr.
Max Krahé, Sara Schulte, Janek Steitz, Philippa
Sigl-Glockner - Dezernat Zukunft — Institute for
Macrofinance

Germany is currently facing a series of concurrent
crises and a considerable modernisation backlog.
In light of these challenges, the country is
confronted with the historic task of implementing
the necessary measures to ensure productivity,
public services and security in the coming years.
This also requires the targeted allocation of public
financing. The objective of this study is to map the
additional public financing required to achieve
widely accepted targets in areas that are pivotal
to Germany's stability and future. To the best of
our knowledge, this represents the most
comprehensive current analysis of public
financing needs. Notably, we also cover the
healthcare sector and, crucially, the substantial
challenge of achieving defence-readiness. Overall,
we estimate an additional public financing need
of 782 billion euros across the levels of
government from 2025 to 2030. This would
correspond to an average of around 3 percent of

gross domestic product (GDP) per year. [...] TAGS:
Statistics Financial stability Structural Policies Debt and
fiscal/monetary policies Debt and growth Debt Forecasts
Cost and Risk Debt sustainability Economic Forecasts Debt-
to-GDP Fiscal risks Financial Analysis
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Monetary Policy Transmission. Evidence From
the People’s Republic of China

Nuobu Renzhi, John Beirn - Capital University of
Economics and Business, Asian Development
Bank

This paper empirically investigates how the level
of peer-to-peer (P2P) lending affects monetary
policy transmission in the People’s Republic of
China (PRC). Using state dependent local
projection methods, authors find that the
macroeconomic effects of unanticipated changes
in monetary policy are dampened during the
boom phase of the P2P lending market. The
impulse responses of industrial production and
inflation are significantly negative in the non-
boom state. In contrast, the responses of
industrial production and inflation are muted in
the boom state. Set against the context of stricter
regulation on P2P lending since 2017, their results
indicate that the significant scaling back of P2P
lending activity and its gradual decline in the PRC
could enhance the effectiveness of monetary
policy transmission. Their paper also suggests that
further work is needed to study the interaction
between financial innovation and monetary
policy. [..] TAGS: Debt and fiscal/monetary policies
Financial stability

French Public Debt: (un)Sustainable?

Hadrien Camatte, Bastien Aillet - Natixis

After two consecutive years of fiscal slippage and
a public deficit that will exceed 6% in 2024, the
French government announced a budget effort of
€60 billion to reduce the deficit to 5% in 2025.
Beyond 2025, the government aims to bring the
public deficit back to 3% by 2029. In this report,
we conduct several scenarios of a debt
sustainability  analysis (DSAs) to better
understand the risks regarding a potential sharp
deterioration regarding the French fiscal

situation. [...] TAGS: Debt and fiscal/monetary policies
Structural policies Financial stability Debt sustainability
Debt Forecasts
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Disaster Risk, Inequality, and Fiscal

Sustainability 7

Anh H. Le et al. - Goethe University Frankfurt

In this paper, we study the implications of climate
change on fiscal sustainability and inequality.
First, using rich panel data, we show that rising
climate-related disaster risks increase
government debt and harm fiscal sustainability.
We also find that the adverse effect of disaster
risks is larger for low-income households,
exacerbating inequality. Second, we construct a
New Keynesian Dynamic Stochastic General
Equilibrium (NK-DSGE) model to examine the
implications of the distributional effect of disaster
risk. The model features two kinds of households
and a fiscal authority. We show that disaster risk
has recessionary effects and also causes
inequality among households to widen. More
specifically, the model indicates that “hand-to-
mouth” agents suffer a drop in consumption that
is three times larger than that of the Ricardian
households. Importantly, we observe a significant
rise in sovereign debt due to disaster risk, which
poses a challenge to policymakers. Lastly,
targeted transfers are recommended but

progressive taxes entail a significant fiscal cost.
TAGS: Macroeconomic Analysis Climate change Debt
sustainability Debt-to-GDP Debt and fiscal/monetary
policies

Persistence of the Sovereign Debt Components
and Debt Sustainability: Some Evidence for the
US and Europe

Guglielmo Maria Caporale et al. -
University London

This paper analyses the persistence and mean
reversion properties of sovereign debt and its
components by applying fractional integration
methods to long runs of annual data starting in
1831 for the UK and the US, in 1862 for Italy and
in 1881 for France and Germany and ending in all
cases in 2022. The empirical results provide
evidence of a high degree of persistence in all
debt/GDP series, which appear to be I(1).
However, cross-country differences emerge when

Brunel
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analysing the properties of the individual
components of debt. Specifically, in countries
with a relatively large debt/GDP ratio, such as
France and ltaly, the primary balance is more
persistent (0.5<d<1) than the snowball term in
the budget constraint equation, while in those
with lower debt, such as Germany and the US, it
is stationary, but bond yields are persistent
(0.5<d<1). In all cases, the other financial
transactions series is stationary and peaking in the
war periods, while GDP growth exhibits low
persistence and mean reversion (0<d<0.5). We
also assess debt sustainability by analysing the
stochastic properties of the differential between
interest payments and primary deficits. The
empirical  findings (0.4<d< 0.6) support
sustainability in all countries (both over the full
sample and the most recent period from 1950),
although mean reversion appears to be rather
slow and a sizeable GDP growth might be needed

to keep the debt/GDP ratio on a sustainable path.
TAGS: Macroeconomic Analysis Debt-to-GDP  Debt
sustainability

Bangladesh's External Debt Dynamics: The
Recent Evidence

Syed Abul Basher - East West University
Bangladesh's external debt position has come
under intense scrutiny in light of recent political
changes and growing concerns about its long-
term viability. Despite frequent media attention
on the rising debt, a comprehensive analysis of its
recent trends remains limited in the literature.
This paper systematically examines Bangladesh's
external debt developments between 2012 and
2022, noting a shift toward bilateral creditors
such as Japan, China, and Russia, reflecting a
broader "looking East" trend among developing
nations. During this period, Bangladesh's external
debt grew by 232.7%, from $29.16 billion to
$97.01 billion, largely driven by public sector
borrowing. While key debt ratios remain below
critical thresholds, rising debt-to-exports and
declining reserves-to-debt ratios signal increasing
vulnerability. Using frameworks such as the two-
gap model, the debt overhang hypothesis, and



https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_4.html
https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_4.html
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Macroeconomic+Analysis
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Climate+change
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt+sustainability
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt+sustainability
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt-to-GDP
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt+and+fiscal%2Fmonetary+policies
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt+and+fiscal%2Fmonetary+policies
https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_3.html
https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_3.html
https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_3.html
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Macroeconomic+Analysis
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt-to-GDP
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt+sustainability
https://www.publicdebtnet.org/pdm/documents-archive/?searchmode=tags&tags=Debt+sustainability
https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_2.html
https://www.publicdebtnet.org/pdm/.content/PaginaInternaConDocuments/ECONOMIC-ANALYSES-AND-POLICIES/Macroeconomic-Analysis-/Documents/Document-21112024_2.html

PDM
NETWORK
Bimonthly Newsletter

the debt Laffer curve, the paper contextualizes
these trends and underscores the importance of
effective debt management and judicious use of

borrowed funds for long-term economic viability.
TAGS: Macroeconomic Analysis External debt Debt-to-GDP
Multilateral financingSovereign debt; Debt sustainability

Public Debt, iMPCs & Fiscal Policy Transmission
Stefano Grancini - Nova School of Business and
Economics

In this paper, | examine the relationship between
public debt and the effectiveness of fiscal policy,
presenting evidence of an inverse relationship
between government debt and fiscal multipliers.
To explain the results, | develop and calibrate a
HANK model tailored to the U.S. economy. The
model reveals that higher public debt diminishes
fiscal multipliers by making households less
constrained; with greater debt serving as a
liquidity self-insurance tool, agents exhibit a
weaker labor response to fiscal shocks.
Theoretically, | show that the level of government
debt influences fiscal multipliers through its
impact on intertemporal marginal propensities to
consume (iMPCs). The primary factor driving
changes in iMPCs is the heterogeneous response
of agents to the fiscal shock across the aggregate
wealth distribution. By holding more liquidity,
households can better self-insure against
potential future shocks, thereby affecting the

overall effectiveness of fiscal policy. TAGS:
Macroeconomic _ Analysis  Debt-to-GDP  Debt and
fiscal/monetary policies

Germany’s Economic Stagnation and Lessons for
the EU

Enrico Colombatto - University of Turin

Until not long ago, the German recipe for
economic success seemed unbeatable. Its
foundations were a skilled and motivated labor
force, fast technological growth and a focus on
high-quality products propelled by continuous
improvements in productivity. Attractive margins
followed. At the same time, considerable trade
surpluses translated into a high savings rate that
would generate significant investments on a

14

global scale. What could possibly go wrong? As it
turns out, a lot. In fact, over the past five years,
the recipe has failed to generate the expected
results, and Germany has stagnated. Poor
investments have often been singled out as the
major culprit. Yet, investments are not the
problem. Although they have been waning from
historic highs in 2022 relative to gross domestic
product (GDP), they are still elevated (about 22
percent of GDP in 2024) and close to the long-
term average. [...] TAGS: Economic Forecasts Financial
stability

Global Public Debt is Probably Worse than it
Looks

Era Dabla-Norris et al. - IMF

Global public debt is very high. It is expected to
exceed $100 trillion, or about 93 percent of global
gross domestic product by the end of this year
and will approach 100 percent of GDP by 2030.
This is 10 percentage points of GDP above 2019,
that is, before the pandemic. While the picture is
not homogeneous—public debt is expected to
stabilize or decline for two thirds of countries—
the October 2024 Fiscal Monitor shows that
future debt levels could be even higher than
projected, and much larger fiscal adjustments
than currently projected are required to stabilize

or reduce it with a high probability. [...] TAGS: Blog
Macroeconomic Analysis Debt and fiscal/monetary policies
Cost and Risk Debt-to-GDP Ratio Debt distress

IMF-Supported Programs _in __Low-Income
Countries: Fragile versus Non-Fragile States
Kailhao Cai, Edouard Martin, Felix J Vardy - IMF
This paper examines the macroeconomic
frameworks of IMF-supported programs with
low-income countries from 2009 to 2022,
focusing on how macroeconomic targets and
their achievement differ between fragile and
conflicted-affected states (FCS) and non-FCS. Key
findings include similar program targets for FCS
and non-FCS, optimism in all dimensions
considered other than inflation, and no significant
correlation between targets and outcomes. For
variables other than inflation, country-
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independent targets equal to the mean or median
outcomes of other programs outperform program
projections as predictors of actual outcomes. This
underscores the challenges in setting realistic,
country and program-specific targets in IMF-
supported programs with low-income countries.
Finally, we discuss potential caveats, including
GDP rebenchmarking, non-linear relationship
between initial conditions and targets, and repeat
programs. We do not study, and make no claims

about, causality. TAGS: Macroeconomic Analysis Debt-
to-GDP Concessional finance

The Changing Dynamics of Global Debt
Jean-Pierre Landau - Sciences Po

In advanced (OECD) economies, the debt to GDP
ratio is about 83% — 122.1% for the United States
(US) and 83.3% in the European Union (EU). In
emerging countries, the ratio was 68%. Notably,
in Sub Saharan Africa, sovereign debt is back to its
2000 levels, before the Heavily Indebted Poor
Countries (HIPC) initiative led to a general official

debt cancellation in low-income countries. [...]
TAGS: Macroeconomic analysis Sovereign debt Debt
Restructuring Concessional finance Bond market

Economic Policies

Fiscal Policy and Inflation: Accounting for Non-
Linearities in Government Debt

Cristina Checherita-Westphal, Tom Pesso - ECB,
Universitat Pompeu Fabra

This paper investigates the interplay between
discretionary fiscal policy and inflation in the euro
area, emphasizing the role of public debt levels in
modulating this relationship. It explores how
fiscal expansions or contractions influence
inflationary pressures, particularly under varying
debt conditions. The analysis reveals that fiscal
policy’s effect on inflation is non-linear, with debt
levels significantly affecting the inflationary
outcome of fiscal measures. High debt levels tend
to amplify the inflation response to fiscal
expansions, a finding that holds under multiple
analytical frameworks and robustness checks.
This paper contributes to the empirical literature
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by highlighting the critical role of fiscal policy,
especially in high-debt environments, and its
implications for inflation dynamics in the euro

area. TAGS: Economic Policies Debt and fiscal/monetary
policies Debt-to-GDP

The Politics of Debt in the Era of Rising Rates
Marina Azzimonti, Nirvana Mitra - FRB of
Richmond, SUNY Stony Brook

We examine how the post-pandemic trajectory of
risk-free rates-from historically low levels in 2020
to a steep rise in 2022-affects sovereign debt
management and default risk in emerging
markets (EMs). Using a dynamic political economy
model, we show that weak institutional
environments with political incentives to engage
in corruption spending lead to over-borrowing
and increased default risk, especially during low-
rate periods. As rates rise, EMs face high risks of
default or the need for austerity programs,
depending on the severity of productivity shocks.
While International Financial Institution (IFI)
lending provides short-term relief, it can fuel
moral hazard and corruption. Making IFl loans
contingent on anti-corruption efforts reduces
default risk. However, even full monitoring
cannot eliminate the incentives for fiscal
mismanagement, as governments may still over-
borrow during favorable periods without
addressing sustainability. We also find that
Quantitative Performance Criteria (QPC), such as
a debt-ceiling rule, are less effective as they leave
room for corruption that creates default risk and
can generate welfare losses relative to a scenario

without IFl debt. TAGS: Economic Policies Sovereign
debt crises Sovereign default Debt-to-GDP Multilateral
financing

Quantitative Tightening Around the Globe:
What Have We Learned?

Wenxin Du, Kristin Forbes, Matthew Luzzetti
- Harvard University, MIT, Deutsche Bank

This paper uses the recent cross-country
experience with quantitative tightening (QT) to
assess the impact of shrinking central bank
balance sheets. We analyze the experience in
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seven advanced economies (Australia, Canada,
Euro area, New Zealand, Sweden, UK and US)—
documenting different strategies and the
substantive reduction in central bank balance
sheets that has already occurred. Then we assess
the macroeconomic and financial impact of QT
announcements on yields and a range of other

market prices. [...] TAGS: Financial Analysis Quantitative
Tightening Debt crisis Liquidity Central bank balance

consisting mainly of speeches and interviews. We
document several new empirical findings on the
impact of IMC on financial markets. First, we show
that many IMC events are associated with
significant market movements, often of similar or
larger magnitude than those associated with ECB
policy announcements, particularly for yields at

longer maturities. [...] TAGS: Debt and fiscal/monetary
policies Sovereign bonds yields Financial Analysis

Government debt Economic Policies

Belgium: Reforms to put Public Finances on a
Sustainable Path

Jonathan Smith, Caroline Klein - OECD

Belgium coped well with the pandemic and
energy crisis, but fiscal support to mitigate their
impact has brought higher fiscal deficits and
further increases in public debt. The ratio of
public debt to GDP is among the highest in the EU;
it stood at 105% in 2023. Absent of fiscal
consolidation, the sustainability of public finances
is at risk. Demographic change is exacerbating the
challenge of ensuring fiscal sustainability. Costs
related to ageing, particularly spending on
pensions and long-term care, are projected to
increase by 3.7 percentage points of GDP by 2060,
much larger than the average EU country
(European Commission, 2024). Furthermore, the
digital and green transitions require substantial
public investment, accentuating the fiscal

challenge. [..] TAGS: Blog Financial Analysis Debt
Sustainability Debt-to-GDP ratio Fiscal risks Economic
Policies Debt and fiscal/monetary policies

ECB Communication and its Impact on Financial
Markets

Bank of Spain

This  paper presents the Euro Area
Communication Event-Study Database (EA-CED),
a new dataset that tracks financial market
movements around ECB Governing Council
meetings (GC) and inter-meeting communication
(IMC). Covering the period from 1999 to 2024, the
EA-CED contains intraday changes in euro area
financial variables around the time of 304 ECB GC
policy announcements and 4,400 IMC events,
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Fiscal Challenges in Small States: Weathering
Storms, Rebuilding Resilience 7

Samuel Hill, Jeetendra Khadan - World Bank

The COVID-19 pandemic and the global shocks
that followed have worsened fiscal and debt
positions in small states, intensifying their already
substantial fiscal challenges—especially the need
to manage more frequent climate change—related
natural disasters. Forty percent of the 35
emerging market and developing economies
(EMDEs) that are small states are at high risk of
debt distress or already in it, roughly twice the
share for other EMDEs. Larger fiscal deficits since
the pandemic reflect increased spending to
support households and firms, and weaker
revenues. To improve their fiscal sustainability
and resilience to future shocks, small states need
to strike a balance between maintaining adequate
fiscal buffers and increasing investments in
human capital and climate change-resilient
infrastructure. Comprehensive fiscal reforms are
essential. First, small states’ revenues, which are
highly volatile and dependent on sometimes
unreliable sources, should be drawn from a more
stable and secure tax base. Second, spending
efficiency needs to be improved, especially on
transfers to public enterprises, subsidies, and the
public wage bill. Third, these changes should be
complemented by reforms to fiscal frameworks,
including better utilization of fiscal rules and
sovereign wealth funds. Finally, to help these
countries stay on sustainable fiscal paths, well-
coordinated and targeted global policies are also
needed. Policies supported by the global
community can help to improve fiscal policy
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management, provide technical assistance,
address debt challenges, and bolster funding for
small states to invest in climate change resilience

and adaptation, and other priority areas. TAGS:
Economic Policies Climate change Fiscal deficits Debt
distress Debt sustainability Public debt Debt and
fiscal/monetary policies Debt-to-GDP

15 years Since Crisis Quantitative Easing Lays
Bare Imperfect Execution

Tamim Bayoumi, Mark Bathgate - IMF, Tweeddale
Advisors

Quantitative easing has long been considered an
effective strategy by many central banks that had
hit the zero lower bound for nominal interest
rates. However, the decision to buy ‘safe’
government bonds was questionable. Rather,
central banks should have bought risky assets,
such as equity, as the Hong Kong Monetary
Authority did over the 1997 Asia crisis. Not only
would that have been cheaper — since the central
bank would have needed to buy fewer assets —
exit would have also been easier since these
equities could have been sold at a substantial

profit. [...] TAGS: Debt and fiscal/monetary policies
Quantitative easing

Public Investment: The Orphan of Politics
Martin Larch, Wouter van der Wielen - European
Fiscal Board, European Investment Bank

If constrained by EU rules, fiscal policymakers will
cut or postpone public investment. This seemingly
obvious point came up regularly in the policy
debate around the latest reform of the EU fiscal
framework. This column argues that the reality is
more complex. Governments lamenting a stifling
effect of fiscal rules on public investment are
often those that have a poor compliance record
and, as a result, high debt. They tend to deviate
from rules not to increase public investment but

to raise other expenditure items. [...] TAGS: Debt and
fiscal/monetary policies Debt-to-GDP
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Multilateral Financing

Guidance Note on the Financing Assurances and
Sovereign Arrears Policies and the Fund's Role in
Debt Restructurings

IMF

This note is designed as a reference and primer on
these key sovereign debt-related Fund policies. It
focuses on how to establish that a program is
“fully financed” (i.e., the financing assurances
policy), how to handle arrears owed by a member
to its official and private creditors (i.e., the lending
into arrears policies), and how to establish
safeguards for continued Fund lending at the
stage of program reviews (i.e., financing
assurances reviews). It also provides guidance on
the more general role of the Fund in debt-
restructuring situations. It is the first
comprehensive operational guidance on these
policies, replacing the guidance previously
available at the departmental level. TAGS:

Multilateral financing Best Practices Debt sustainability
Financial stability Foreign debt

The World Bank’s Negative Pledge: a Shield for
the World Bank, or its Sledge Hammer Against
Sovereigns?

Odinaka Akpamgbo - Enugu State University of
Science and Technology

The World Bank’s negative pledge (“WBNP”)
clause should be regarded as the Eighth Wonder
of the World, and the First Wonder of the
Sovereign Borrowing World. It should be so
regarded, not particularly because it is a negative
pledge clause—as negative pledge clauses exist
elsewhere and with other development financial
institutions and international lenders—but
because it is so broadly worded that attempting
to circumvent it must be a wonder for any
sovereign borrower so attempting. The World
Bank ensures this wonder, by inserting a clause in
loan contracts that it enters with debt-struck
sovereigns, which clause presupposes that any
lien created on any public assets as security for
external debt that would result in offering priority
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to a third-party lender, would equally and ratably its ties to fiscal consolidation, and the inherently
secure all amounts payable by the borrowing political nature of debt sustainability assessments
sovereign to the World Bank. This is what many given the lack of an independent debt workout
regard as a negative pledge, and is contained in mechanism. [...] TAGS: Multilateral financing Structural
section 6.02 of the Revised IBRD and IDA General policies Debt Policy Debt sustainability World Bank
Conditions 2017 (“Section 6.02 or “WBNP”). This
article challenges the sustainability of the WBNP, ~ Banga Shouldn’t Get His “Biggest” at the Cost of
examines outcomes of conflict between the IDA’s Best

WBNP and a subsequent (or well earlier) secured ~ Charles Kenny, Clemence Landers - CGD Center
lender, and proposes a repurposing and for Global Development

modification of the WBNP. TAGS: Multilateral  Lastyear, World Bank President Ajay Banga called
financing External debt Covered debt Debt sustainability for the largest-ever replenishment of the Bank’s

World Bank soft-lending arm, IDA. Citing rising demand driven
by a slow COVID rebound, the Ukraine invasion,
What is the World Bank & IMF Debt and climate pressures, he asked donors to step
Sustainability Framework for Low-Income  yp. “No amount of creative financial engineering
Countries? will compensate for the fact that we need more,”
Bretton Woods Project he suggested, setting a $100 billion
This Inside the Institutions looks at the World replenishment target. But as we approach the
Bank and IMF Debt Sustainability Framework pledging session in December this yearwith
(DSF) for low-income countries (LICs) and  donors looking distinctly tightfisted, it is vital that
evaluates its impact on LICs’ ability to maintain DA does not try to resort to expensive financial

fiscal space for development and climate goals. It engineering to meet Banga’s target at the cost of
addresses the LIC DSF’s narrow definition of debt the quality of its support. [...] TAGS: Blog Multilateral

sustainability, its unrealistic growth projections, financing Debt sustainability World Bank

Islamic Republic of Mauritania: Technical Assistance Project on Public Debt Projections: Scoping
Mission Report

Marie Pierre Aquino Coste, Naomitsu Yashiro, Oumar Dissou - IMF

This document outlines the initiation and early stages of a Technical Assistance project designed to
enhance the capacity of Mauritania's National Committee on Public Debt (CNDP) in the areas of public
debt projection and analysis. Following a request from Mauritanian authorities, IMF ICD staff engaged
in comprehensive virtual discussions with the CNDP's Technical Committee in September 2023. A
subsequent mission to Nouakchott in January 2024 evaluated the existing capacity and resources at the
CNDP for public debt projection and debt sustainability analysis. The IMF team proposed adopting the
IMF’s Public Debt Dynamics Tool (DDT), customized for Mauritania's specific economic conditions. This
recommendation aims to assist the CNDP in generating reliable medium-term debt projections and
analyzing risk scenarios. These scenarios include the impact of natural disasters and explore fiscal

adjustment strategies via the non-extractive primary balance to achieve targeted debt levels [...] TAGS:
Debt Policy Debt Forecasts Debt Management Debt sustainability Financial stability Debt and fiscal/monetary policies Best
Practices Economic Forecasts Structural policies Foreign Debt
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When Countries Hide Their True Public Debt, They Hurt Themselves, Their Citizens and Their Lender
Cesar Sosa-Padilla - Kellogg Institute for International Studies

Economists from the International Monetary Fund (IMF) recently announced that global public debt
would soon collectively catch up to the worldwide gross domestic product (GDP), likely matching it by
2030. New research from the University of Notre Dame suggests that this could happen even sooner,
thanks to countries’ hidden debts. Monitoring a country’s debt level is also top of mind for investors and
analysts who want to ensure the lendability and dependability of a borrower. But revelations of hidden

debt have dire consequences for those misreporting borrowers and those who lend to them. [...] TAGS:
Transparency Financial stability

Secondary Market Practices Committee - European Secondary Market Data Report

ICMA

The purpose of this report is to capture and represent aggregated bond market data as reported under
the MIFID Il / MiFIR obligation. ICMA has leveraged the capabilities of Propellant.digital in undertaking
this analysis. The report covers transactions in sovereign bonds (as defined by the regulatory class of
financial instrument — or ‘CFI’ code and the corresponding sub-asset class), as reported under both the

EU and UK MiFID I/ MiFIR requirements. [...] TAGS: Secondary market Bond market development Reporting and
Auditing Sovereign debt market Financial Analysis Transparency

ICMA — European Repo Market Survey

ICMA

The repo market is pivotal to other financial markets, particularly those in bonds and derivatives. Despite
its importance it is hard to obtain figures on the size of the European repo market and the ICMA survey
is the only authoritative source of data for its size and composition. On 12 November 2024, ICMA
published the latest edition of the Survey (number 47). It is based on responses received from 61
participants, representing most significant players in the European repo market. As a basis for the survey
ICMA asked a sample of financial institutions in Europe for the value of their repo contracts still
outstanding at close of business on a single day in June 2024 (the survey date). All institutions who
participate in the survey automatically receive, in confidence, a list of their rankings in the various
categories of the survey. The results of this, the forty-seventh semi-annual survey of the repo market in

Europe set the baseline figure for market size at EUR 11,114 billion. TAGS: Repo market Derivatives Sovereign
debt market Reporting and Auditing Financial Analysis Clearing Collateral

Fixed Income Outlook Q4 2024. Favourable Conditions for Emerging Market Debt

Olivier De Larouziere, Daniel Morris - BNP Paribas

Emerging market bonds stand to benefit from a range of factors: we expect economic growth to remain
resilient into 2025, supported by robust private consumption, healthy investment and buoyant exports.
Meanwhile, inflation has largely fallen to normal levels in many countries, which should allow for further
monetary policy easing. [...] TAGS:Economic Forecasts Financial Analysis Debt and fiscal/monetary policies

The Green Transition and the Macroeconomy: A Monetary Policy Perspective - October 2024 @
Network for Greening the Financial System (NGFS)

Climate change and the net zero — or green — transition are already impacting our economies and thus
have implications for monetary policy. Governments across the world have been responding to the
significant threat posed by climate change by setting targets and introducing policies to reduce
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greenhouse gas (GHG) emissions and deliver the transition to net zero. These policies aim to facilitate
major structural changes within economies by changing consumption patterns and production activities
towards low-carbon ones, and by scaling up investments in low-carbon sectors. As part of this transition,
large-scale investments in renewable energy and other green technologies, higher rates of innovation in

these technologies and changes in preferences will be required. [...] TAGS: Climate finance Climate change
Macroeconomy Debt and fiscal/monetary policies

Fiscal Vulnerabilities in Low-Income Countries

Joseph Mawejje - World Bank

The 26 LICs—the world’s poorest countries—account for just a little more than 0.5 percent of global
output and income, but they are home to almost 10 percent of the world’s population and nearly 40
percent of the world’s poor. Two-thirds of LICs (17 out of 26) are classified as fragile and conflict-affected
situations (FCS). The COVID-19 pandemic and subsequent overlapping crises have put into reverse LICs’
progress toward convergence with both advanced economy and other EMDE income levels. In the
poorest LICs—those with more than half of the population below the extreme poverty line—average per
capita income between 2020 and 2024 took a particular hit, falling by up to 14 percent relative to its
pre-pandemic trend. To meet critical development goals, LICs will need additional annual investment,
relative to current projections, equivalent to 8 percent of GDP through 2030. In other words, these

countries will need to double the average annual investment they have made over the past decade. [...]
TAGS: Debt and fiscal/monetary policies Debt distress Debt relief Debt-to-GDP ratio

UN Framework Convention on Sovereign Debt - Building a New Debt Architecture for Economic Justice
Eurodad

Amidst a new global south debt crisis, the debt architecture reform agenda cannot wait any longer. The
Fourth UN International Financing for Development Conference (FfD4) is a key milestone to open an

intergovernmental process towards the debt architecture reform that global south countries need. TAGS:
Debt Crisis Sovereign debt market Debt relief Transparency Debt sustainability Institutional and Organizational Framework

Default and Recovery Statistics — Sovereign and Sovereign-Guaranteed Lending 1984 — 2023

Global Emerging Markets Risk Database Consortium (GEMs)

Default and Recovery Statistics for sovereign and sovereign guaranteed lending for the period 1984-
2023 discloses for the first-time: (i) statistics derived from 40 years of pooled data, which is more than
a decade more than previously; (ii) recovery statistics; (iii) statistical quantities such as medians and

distributions, in addition to averages reported previously. TAGS: Statistics Multilateral financing Sovereign
defaults

Default and Recovery Statistics - Private and Public Lending 1994 — 2023

Global Emerging Markets Risk Database Consortium (GEMs)

Default and Recovery Statistics for private and public lending for the period 1994 — 2023 discloses for
the first time: (i) default and recovery statistics in a single report, as opposed to separate reports
previously; (ii) disaggregation of statistics by countries, granular sector cuts, and region/sector
combinations, not available in previous reports; (iii) statistical quantities such as medians and
distributions, in addition to averages reported previously. TAGS: Statistics Sovereign defaults Multilateral
financing
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Financing Universal Social Protection System in the Arab Region? What Alternatives to Debt and
Austerity?

Arab Reform Initiative, Arab Region Hub for Social Protection

This report offers a close and comprehensive snapshot of the current social protection financing
landscape, analyzing the challenges surrounding it and the need reforms. It also proposes alternative
financing mechanism, delving in-depth examination of each and focusing on its feasibility and the
available opportunities for implementation [...] TAGS: Cost and Risk Structural policies

Finance and Prosperity 2024 - Special Focus: Sovereign-Bank Nexus Climate and the Banking Sector
World Bank

The financial sector risk outlook for emerging market and developing economies (EMDEs) is largely
divided along income lines, with lower-income countries facing much higher risks than higher-income
countries. The good news is that an analysis of 50 EMDEs, which represent 93 percent of total bank
assets in EMDEs, found that 70 percent of sample countries face low to moderate financial sector risks
over the next 12 months. However, risks are high in some, mostly lower-income countries.1 In many of
these countries, domestic risks are compounded by global risks related to the monetary policy and

economic growth outlook in advanced economies (AEs), as well as geopolitical conflicts. [...] TAGS:
Financial Analysis Financial Stability Debt and fiscal/monetary policies Debt Restructuring Debt distress Debt sustainability

ADB Sovereign Default and Loss Rates

ADB

The report finds zero loss of principal, interest on principal, or fees on the more than $250 billion of
loans disbursed during this 34-year period. The average default rate for ADB’s sovereign lending from its
ordinary capital resources was 0.54%, comparable to that of an investment-grade portfolio. During

2010-2021 the bank experienced no new defaults in its sovereign operations. TAGS: Sovereign Default Debt
relief Sovereign debt Concessional finance

The What's New area of the PDM Network website proposes a selection of daily news on public debt
management from online newspapers and info providers. In addition to the bimonthly Newsletter,
subscribers receive the weekly newsletter Emerging Markets Sovereign Debt News which covers
sovereign debt news of emerging market and developing economies. The news has been selected by
the PDM Network Secretariat from the © Thomson Reuters Eikon 2024 and © LSEG 2024 information
services.
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Events and Courses

DECEMBER

3 December 2024: PDM Network — Online

5th Webinar of the PDM Network: How Can
Green Budgeting Support the Emission of
Green Bonds?

4 December 2024: American Society of
International Law, Online
Sovereign Debt issues in Latin America

4 December 2024: American Society of
International Law - Online

Federal Reserve Bank of Cleveland: 2024
Financial Stability Conference

6 December 2024: ICMA - London, United
Kingdom
ICMA Secondary Market Forum

9-18 December 2024: IMF - Abu Dhabi, United
Arab Emirates
External Debt Statistics - Intermediate (EDS-M)

16-17 December
Switzerland

9th Zurich Conference on Public Finance in
Developing Countries

JANUARY

2024: CEPR - Zurich,

29-30 January 2025: World Bank - Kuwait City,
Kuwait

4th _Annual Central Bank Conference on
Development Economics in the Middle East and
North Africa
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FEBRUARY

3-7 February 2025: IMF - Washington, D.C,,
United States
Climate in Macroeconomic Frameworks (CMF)

MARCH

17-19 March 2025:
Switzerland
International Debt Management Conference,
Fourteenth Session

UNCTAD - Geneva,

18 March 2025: OMFIF - Paris, France
Public Sector Debt Summit

18-21 March 2025: CESifo - Munich, France
CESifo Area Conference on Public Economics
2025

20-21 March 2025:
Switzerland

14th Debt Management and Financial Analysis
System (DMFAS) Programme Advisory Group

Meeting

UNCTAD - Geneva,

26 March 2025: ICMA - Beijing, China
ICMA China Bond Market Forum 2025

APRIL

4-5 April 2025: Ambrosetti Think Tank -
Cernobbio, Italy
The Outlook for the Economy and Finance 2025

14 - 25 April 2025: IMF - Singapore, Singapore
Fiscal Sustainability (FS)
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MAY

22-23 May 2025: ZEW - Leibniz Centre for
European Economic Research - Mannheim,
Germany

2025 Public Finance Conference: The Future of

the EU Budget

JUNE

4-6 June 2025: ICMA - Frankfurt, Germany
57th edition of ICMA’s Annual General Meeting
& Conference

10-11 June 2025: Bank of Italy - Venice, Italy
Sovereign Bond Markets: Sailing in Calm and
Stormy Waters

12-13 June 2025: Banco de Espaiia & CEMFI -
Madrid, Spain

Fifth Conference on Financial Stability — Banco
de Espana & CEMFI

13-18 June 2025: The European Association for
Banking and Financial History e.V (in
cooperation with BNP Paribas and the Monnaie
the Paris) - Paris, France
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Public Debt & Financial Stability. From the
Spanish War of Succession to the Present Day

Call for Papers

DL 15 December 2024: Bank of Italy - Venice,
Italy

Call for Papers: Sovereign bond markets: sailing
in calm and stormy waters

DL 31 December 2024: CESifo -
Germany

Call for Papers: CESifo Area Conference on
Public Economics 2025

Munich,

DL 14 February 2025: Banco de Espaiia & CEMFI
- Madrid, Spain

Call for Papers: Fifth Conference on Financial
Stability — Banco de Espaiia & CEMFI

DL 15 February 2025: ZEW - Leibniz Centre for
European Economic Research - Mannheim,
Germany

Call for Papers: 2025 Public Finance
Conference: The Future of the EU Budget
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