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BOX 3.1 The costs of hidden debt

Hidden government debt—liabilities that governments have already incurred but have not been fully disclosed—can
undermine fiscal sustainability and is associated with significantly higher costs of borrowing. This box explores how
emerging market and developing economy (EMDE) borrowing costs respond when hidden debts are revealed and assesses the
associated policy implications. Hidden debt revelations are associated with large and significant increases in sovereign
spreads. These hidden debt episodes also underscore the critical need to fill existing gaps in EMDE debt transparency

practices.

Public debt is contracted in the name of a country’s
residents, who must pay off that debt through future
taxes, reduced public services, and potentially higher
inflation. When such debt is concealed, residents and
their representatives are deprived of the information
needed to assess tax and spending decisions, consent to
the obligations of future generations, and hold elected
representatives accountable. By the same token,
creditors are deprived of the information needed to
assess creditworthiness and charge appropriate interest
rates. Greater data transparency is associated with lower
sovereign borrowing costs (Choi and Hashimoto 2018;
Kemoe and Zhan 2018). However, there is much more
limited evidence about how revelations of previously
undisclosed public debt—hidden debt—affect yields
and sovereign financing conditions (Horn et al. 2024;
Guler et al. 2025). These hidden debt revelations are
partly the result of major gaps in the transparency of
debt reporting (World Bank 2021, 2025).

As discussed in the main chapter, a key challenge in
identifying the effects of public debt on interest rates is
disentangling causal relationships from correlations with
other macroeconomic, institutional, and financial
factors that also influence borrowing costs. The analysis
in the chapter seeks to isolate the impact of debt by
controlling for observable determinants of interest rates
that are plausibly correlated with debt levels, such as
growth prospects, inflation dynamics, fiscal balances,
and global financial conditions. An alternative
identification strategy, which this box uses, exploits
historical episodes in which previously hidden or off-
balance-sheet liabilities were suddenly revealed. Because
these disclosure events represent largely unanticipated
debt, they allow for a more direct assessment of how
markets reprice sovereign risk in response to unexpected
increases in public indebtedness.

Note: This box was written by Reina Eskimez, Jiwon Lee, and Franz
Ulrich Ruch.

a. Nevertheless, these events may also convey information about
public sector transparency and institutional credibility, so the estimated

Against this backdrop, this box explores seven country
episodes and addresses the following questions:

e What is the relationship between hidden debt

revelations and sovereign borrowing costs?

e How can policy makers improve debt transparency
and minimize debt costs?

Hidden debt revelations: Selected country
episodes

Public debt transparency plays a critical role in ensuring
effective risk assessment to support sustainable
borrowing and lending practices. By the same token,
deficiencies in debt transparency frameworks—
particularly in emerging market and developing
economies (EMDEs)—can allow unreported obliga-
tions to accumulate, in some cases culminating in
revelations of hidden debt that trigger a repricing of
sovereign debt by financial markets. Debt stock
revisions—measured as the difference between the most
recent vintage and the first available vintage for a given
country-year in the World Bank’s International Debt
Statistics—provide one proxy for hidden debt revela-
tions (Horn et al. 2024).% Such revisions have been
common and large in EMDEs over the past 50 years,
and, on average, have been larger as a share of GDP in
low-income countries.

This box focuses on seven of these hidden debt
revelation episodes that occurred in the last two
decades. The size of revelations varied significantly
across the seven episodes, with some increasing reported
government debt to GDP by double digits (figure
B3.1.1.A). Each episode is dated based on the earliest

effects should be interpreted as reflecting both debt stocks and broader
confidence.

b. The World Bank’s International Debt Statistics report external
debt stocks for over 140 EMDEs once a year and is the most widely used
source for EMDE external debt data. Reporting is mandatory for all
countries with outstanding liabilities to the World Bank and failure to
report risks losing eligibility for financial support. Ex post revisions to this
data set likely reflect previously unreported loans.
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BOX 3.1 The costs of hidden debt (continued)

FIGURE B3.1.1 Hidden debt revelation and market responses

The size of hidden debt revelations has varied significantly across the episodes examined, with some leading to large
revisions to government debt stocks as a ratio to GDP. In Mozambique’s case, the so-called tuna bond episode involved the
revelation of about 9 percent of GDP in previously undisclosed non-concessional borrowing contracted during 2009-14,
which coincided with a substantial rise in borrowing costs. More generally, when previously undisclosed liabilities become
public, sovereign risk spreads rise materially and persistently, consistent with markets reassessing repayment risks.

A. Revisions to debt after revelation
in Mozambique

B. Rates around hidden debt revelation

C. Hidden debt revelation impact
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Note: A. Bars show debt stock revisions associated with hidden debt revelations for seven country cases, measured as a percent of GDP.
B. Simple average of interest rates in Mozambique before and after hidden debt revelation. Bars report quarterly averages of Mozambique’s rates in 2016Q1 (pre-

revelation) and 2017Q1 (post-revelation).

C. Pooled event-level responses of residualized J.P.Morgan Emerging Market Bond Index Global (EMBIG) spread around hidden-debt revelation dates across seven
countries. The solid line tracks mean of country specific spreads compared with its average level during the 10 days before the event (t = 0), and dotted lines show 90

percent confidence intervals.

credible public disclosure of the existence and/or
magnitude of the previously unreported debt using a
combination of government audit reports, International
Monetary Fund (IMF) documents, previous academic
research, and international media coverage. < Among the
identified episodes, the cases of Mozambique and
Senegal are well documented and provide useful case
studies on the impact of debt revelations (IMF-World
Bank 2018; World Bank 2025).

Mozambique

The so-called tuna bond episode in Mozambique
involved the revelation in April 2016 of about US$1.15
billion (9 percent of GDP) in previously undisclosed
non-concessional borrowing. ¢ At the time of the
revelation, Mozambique was already burdened by severe
fiscal challenges and extremely high borrowing costs; its

c. Countries and their identified hidden debt revelation dates are as
follows: Dominican Republic (Feb 1, 2005); Ecuador (Apr 6, 2018);
Mozambique (Apr 3, 2016); Pakistan (Mar 24, 2021); Senegal (Feb 12,
2025); Tiirkiye (Apr 26, 2005); and Zambia (Dec 19, 2013).

d. The episode is often called the “tuna bond” scandal, referring to a
bond issued by a state-owned firm for a tuna fishing project that formed
part of the undisclosed government debt.

sovereign risk spread (measured by the J.P.Morgan
Emerging Markets Bond Index Global, or EMBIG) was
1100 basis points. The new information triggered a
suspension of Mozambique’s IMF program and a
broader shock to confidence as investors reassessed the
country’s governance, transparency, and repayment
risks. Access to external financing deteriorated sharply,
and within three months, Mozambique’s sovereign
spread rose to a peak of nearly 1800 basis points, about
700 basis points higher than just before the revelation;
yields on one-year local-currency domestic bonds also
rose substantially (figure B3.1.1.B; World Bank 2017).
These dynamics contributed to a marked slowdown in
economic activity, with annual growth declining from
an average of about 7.0 percent in the five years before
the debt revelation to 3.6 percent in the three years
after.

Senegal

Senegal’s hidden-debt revelation was uncovered through
audits of fiscal accounts commissioned by the new
government after the March 2024 election (World
Bank 2025). Concerns that debt would prove larger
than previously reported led to the suspension of an


https://thedocs.worldbank.org/en/doc/2b672b3b0415d6b66c45b66579db4ef5-0050012026/related/GEP-June-2026-Chapter3-FigB3-1-1.xlsx
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BOX 3.1 The costs of hidden debt (continued)

IMF $1.8 billion credit facility in late 2024. The release
of the audit in February 2025 led to abrupt revisions to
the previously reported fiscal position, placing end-
2023 central government debt at 111 percent of GDP
(up from 73.8 percent) and the 2023 fiscal deficit at
13.4 percent of GDP (up from 4.9 percent). The
disclosure prompted an immediate reassessment of
repayment risk. Senegal’s sovereign dollar bonds sold off
immediately, and Eurobond prices dropped sharply.
Senegal’s sovereign risk spread rose from about 530
basis points prior to the revelation to a peak of about
940 basis points within two months.

Other episodes

Five additional episodes are identified, including in the
Dominican Republic, Ecuador, Pakistan, Ttirkiye, and
Zambia. In Ecuador in April 2018, as in Senegal,
hidden debt was revealed following an audit by the
national comptroller under the new government. The
audit found that liabilities arising from advance
payments received against future oil exports had been
excluded from official public debt statistics (Contraloria
General del Estado 2018).

The remaining four episodes of hidden-debt revelation
were identified during IMF-supported program
reviews. ¢In the Dominican Republic, the IMF
Executive Board noted the contracting of previously
undisclosed external debt by the public sector for 2003.
In Pakistan, government guarantees had been underre-
ported since 2016, amounting to about 1 percent of
GDP. In Tiirkiye, expenditure levels reported in 2005
to assess the 2002 primary balance were slightly higher
than previously assessed (by 0.13 percent of GDP).
Zambia’s case, in turn, reflected undisclosed external
borrowing. The IMF learned that the government had
contracted two external loans in late 2010 (about 0.9
percent of GDP) that had not been reported during

program reviews.
Impact of hidden debt revelations

The market response to these seven episodes of the
hidden debt disclosures is quantified using an event-
study framework based on daily sovereign risk spreads

(EMBIG). For each country, the event date (¢ = 0) is

e. The Dominican Republic case draws on IMF (2005a); the
Pakistan case on IMF (2021); the Tiirkiye case on IMF (2005b) and table
Al in the IMF (2006); and the Zambia case on IMF (2013).

defined as the first public revelation of hidden debt.
Given that spreads are influenced by global financial
conditions, daily data are first adjusted to control for
global risk and liquidity factors. The resulting country-
specific sovereign spread component is then examined
over a 60-trading-day window following the revelation,
compared with its average level during the 10 trading
days preceding the event. f

Results show that sovereign risk spreads rise materially
and significantly following hidden debt revelations
(figure B3.1.1.C). The rise takes place over several
months, suggesting that markets may require time to
fully process the information, reassess debt sustainabil-
ity, and revise expectations about future financing
conditions. Sovereign spreads rise by a cumulative 250
basis points over the two months since a debt revela-
tion. About half of that increase happens in the first two
weeks.

The material and significant rise in spreads associated
with debt revelations is not driven by outliers, such as
the large revelation that occurred in Mozambique.
Excluding each country successively, one at a time,
results in an increase of similar magnitude that remains
statistically significant.

The increase in sovereign spreads reflects more than just
a mechanical repricing of a larger debt stock: even in
cases where the magnitude of newly revealed debt was
modest, spreads rose substantially, reflecting that
markets were also responding to revelations about the
inadequacy of the borrowing country’s governance and
transparency. When hidden debt surfaces, investors
reassess the credibility of reported fiscal accounts,
penalizing not only the newly revealed debt but also the
implied opacity of public finances. Greater uncertainty
about sovereign indebtedness is associated with higher
perceived default risk and lower bond prices, as
creditors demand higher compensation (Horn et al.,
2024). The persistence of elevated spreads after a
revelation depends in part on how effectively this
uncertainty is resolved. When authorities provide a
prompt, credible, and comprehensive reconciliation of

f. Specifically, daily EMBIG spreads are first regressed on the
Chicago Board Options Exchange Volatility Index and the 10-year U.S.
Treasury yield. The residuals—capturing country-specific movements—
are then normalized by subtracting their average over the 10 trading days
prior to the event and tracked over a 60-day post-event window.
Confidence intervals for the mean response across the seven episodes are
computed using the wild cluster bootstrap.
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BOX 3.1 The costs of hidden debt (continued)

previously undisclosed obligations, uncertainty can be
reduced and spreads may stabilize more quickly. By
contrast, in cases involving confidentiality clauses or
reliance on off-budget borrowing, uncertainty about the
full scope of undisclosed obligations is more likely to
persist, keeping spreads elevated for longer.

Policy implications

The incidence of hidden debt revelations in EMDEs
and the substantial rise in sovereign risk spreads in
response to such revelations point to key policy
implications. Policy makers need to bolster debt
transparency, focusing on accurate, comprehensive, and
timely reporting of debt data (refer to World Bank,
2025, for an in-depth discussion on recommendations).

Borrowers should expand the coverage and improve the
timeliness of public debt reports by ensuring that the
full public sector—from central government to state-
owned enterprises—is represented in debt statistics and
by publishing quarterly debt updates. They should
voluntarily agree to publish loan-level data and adopt
legislative and regulatory reforms to enforce transparen-
cy in all loan contracts undertaken by the government.
Within these loan contracts, borrowers should limit the

use of confidentiality clauses and consent to creditors’
disclosure of lending terms. Borrowers can also establish
a centralized public debt registry, conduct and publish
regular fiscal risk statements, and put in place controls
to avoid off-budget borrowing. For domestic debrt,
governments should prioritize market-based issuing and
restructuring mechanisms. Creditors should reconcile
loan-level data with international organizations (such as
the World Bank’s Debtor Reporting System) and adopt
standardized templates for reporting. They should
include transparency requirements in bilateral debt
restructurings and publish restructuring terms when
agreed.

Policy makers should also better identify, quantify, and
disclose contingent liabilities, which are distinct from
hidden debt but can create similar fiscal risks. These
may arise from guarantees to state-owned enterprises,
revenue guarantees in public-private partnerships
(PPPs), infrastructure contract termination payments,
or implicit backstops for subnational borrowing. Digital
and Al investments add new pressures because they
often involve long-term service contracts and recurring
operating costs that may not appear fully in debt
statistics.

Whether estimated using linear models, as
depicted in figure 3.3C, or non-linear models, as
shown in figure 3.3D, the sensitivity to debt is
found to be lower for domestic-currency yields
than for sovereign spreads. The only other study
that applies a similar methodology to estimate the
relationships with debt of both sovereign spreads
and domestic yields, IMF (2021), also finds lower
sensitivities for domestic yields. There are various
possible reasons for the difference in sensitivities.
First, sovereign spreads are likely to be set at the
margin by foreign investors comparing prospective
returns and risks, including default risks, across
countries, and this may make spreads more
sensitive to changes in debt loads. Second, foreign-
currency debt must be serviced and repaid in
foreign exchange, which itself implies a higher
default risk and sensitivity to debt loads than for
domestic debt, which is serviced and repaid in

domestic currency (in extremis through monetiza-
tion). Third, domestic-currency debrt is likely to
be held by domestic banks and other financial
institutions, which are likely to exhibit home bias
and may be subject to financial repression in the
form of capital controls and liquidity require-
ments. With demand for domestic-currency debt
accordingly less sensitive to differences in risk and
return than the demand for foreign-currency debt,
an implication is that domestic-currency yields
will be less sensitive to the volume of debt as well.
Finally, domestic yields may be influenced by
domestic monetary policy, as noted below, which
could counterbalance the effects of rising debrt.

Returning to the estimation results, the measured
effect of control variables on domestic yields is
generally as expected. Importantly, short-term
domestic interest rates, which reflect the monetary





