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V.

Structure of the presentation

The global public debt landscape: A worrying picture
How to help in a shock-prone world: Role of debt managers and the public sector balance sheet
Portfolio risk management: Three recent developments of concern

Recommendations: Three tools from IMF’s Fiscal Affairs Department that can help



. THE GLOBAL PUBLIC DEBT LANDSCAPE:
A WORRYING PICTURE

IMF | Fiscal Affairs 3



Global public debt is at post-WW2 high;
and hi/rising for many major economies
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Debts could be higher due to high/rising interest rates and worse-
than-expected fiscal and growth outcomes, including due to shocks

1400 10yr EMDE Sovereign Yields (r) (2006-26)
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Source: Left chart (iinvesting.com, for USD denominated sovereign bonds). Right chart (World Economic Outlook).
Note: Projections are based on WEO 2022, and actual realizations are based on April 2026 WEO.
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FAD’s Debt@Risk metric shows risks tilted to the adverse
side for 3-year ahead public debt/GDP ratios

Debt at Risk: AEs
(Probability density of three-year-ahead government debt-to-GDP ratio)
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In addition to modellable risk, un-modellable uncertainty is off-
the-charts, leaving governments unusually exposed to shocks
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Il. HOW TO HELP ROLE OF DEBT MANAGEMENT
AND THE PUBLIC SECTOR BALANCE SHEET




Before we get to debt managers, macro-fiscal management
should be prudent
Thus, in the context of the present energy shock, the policy message is:
 for oil exporters: save the windfall by letting more of the price signal operate.
 for oil importers: avoid blanket subsidies...

» With fiscal space: provide temporary, targeted, support to vulnerable

» Without fiscal space: re-allocate spending to create space for extending

targeted support to the vulnerable

» for sovereigns with elevated debt sustainability risks, any support provided
must remain consistent with credible debt reduction.



The role of debt managers in a shock-prone worlid

Examples of Economic Appropriate Debt Instrument
Shocks for Shock Absorption

Dem?nd S_hOCk - Inflation-indexed debt
(V inflation)
Supply shock - Fix
ed rate debt
(1 inflation)
FX shock without - Local currency
natural hedge denominated debt

FX shock with - Mix of FX and Local currency
natural hedge

denominated debt

Shocks where interest rate and primary -
deficit worsen together

Longer maturity debt

State-contingent debt
instruments (SCDIs)

- Offer direct way of tying debt
service burden to debt repayment
capacity.

- Take-up limited thus far outside of
restructurings, although recent
interest in debt pause clauses (a la
London Coalition) is welcome.

See, IMF (2017):"SCDls for
Sovereigns”; C. Cohen, S. Abbas
and others (2020), “SCDlIs in Debt
Restructurings”, IMF SDN.

Sources: IMF staff; and A. Missale, 2012. "Sovereign debt management and fiscal vulnerabilities," BIS Papers chapters, in: Bank for International Settlements

(ed.), Threat of fiscal dominance?, volume 65, pages 157-176, Bank for International Settlements.
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Full public sector balance sheet view is important for debt mgmt.

General Government Balance Sheet Public Sector Balance Sheet
PSBS work was launched Assets Liabilities et Sabilitics
in 2018 by IMF Fiscal I ) . ol Asset Debt

: Financial Assets Debt Inancial ASSeTts e
Alffalrs Depar’:rger;t)(s:e Increase
also annex slide 1).
. : : Coverage Non-Fi o
major update of t.he Non-Financial Non-debt Or;\ 'natmc'a Non-debt
PSBS database is Assets S
currently in train.
SOE Assets SOE Liabilities

i. Important risks sit outside gross debt and materialize in adverse states. PSBS view can help
illumination of/planning for such risks (e.g., SOE contingent liabilities)

ii. Public sector assets are large relative to debt; their mgmt. affects funding needs/costs

iii. Additional perspective on portfolio risks obtains with consolidated public sector (e.g., liquidity,
currency, refinancing) than when looking at government debt only



i. Early illumination of/planning for contingent liabilities
co-materializing with adverse shocks

» Contingent liabilites—such as

i Stock-Flow Adjustments in EMDEs (cumulative Components of SFAs, 2010-23 for selected EMDEs
exposures to SOE& guarantees, over 2020-24; ppts of GDP) (percent of total unidentified debt)
PPPs—effectively create “hidden
debt”, called stock-flow ;
adjustments (SFASs). I

Unaccounted
debt

* This hidden debt often surfaces

during adverse shocks, forcing Materialization
debt managers into ad hoc and | ° Inetuonal sieE e
often sub-optimal financing o f
responses. .
2
» Incorporating these exposures 1

o

into stress scenarios and funding
Strategies requires taking a full
public sector view.

LIC

Source: IMF Fiscal Monitor, October 2024.
Note: SFA/unidentified debts refer to the change in debt not explained by interest-growth differentials, budgetary deficits, or exchange rate.
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ii. Large size of public sector assets relative to public debt

Revenue gains from better asset

Public sector assets (blue bars) can be management can be significant
50 multiples of GG debt (yellow dots) 6 (percent of GDP)
= 9 m Current returns
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® Potential improvement —
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Source: IMF Public Sector Balance Sheet Database (PSBS); IMF WEQO;; IMF Investment and Capital Stock Database; World Bank (2023)
Note: The charts are based on the 2021 update of the PSBS database. The left chart is sorted by net worth from lowest to highest, presenting data for 2021 or latest available data then and includes countries where there was data
available for the general government, and public sector including public corporations. countries with Asterix (*) are those with only one data point. “Others” under liabilities in the right chart includes debt securities, loans, accounts

payable, currency and deposits, SDRs, financial derivatives and equity.
RESTRICTED. This information is accessible to selected Management, Staff, and/or business groups. It may not be shared with other parties without appropriate permission.

13



iii. Additional perspective on portfolio risks obtains from
consolidated public sector

Liquid Assets and Liabilities
(percent of GDP)
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https://obr.uk/box/the-sensitivity-and-volatility-of-debt-interest-spending/
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1. PORTFOLIO RISK MANAGEMENT: THREE
RECENT DEVELOPMENTS OF CONCERN



1. Shorter tenors to reduce interest costs raise refinancing risks
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2. Reversal of inflows into EM local currency debt markets could
force return to hard currency issuance

Local currency financing from nonresidents picked up in early 2026. Will it resume
after the Iran war, or will countries be forced to return to hard currency financing?

Cumulative bond fund flows (USD bn) Weekly bond fund flows (USD bn)
400 1 wEM retail hard cumency bond flows 3 WHarg ILocal
350 - EM retail local currency bond flows
300 -
250 1
200 -
150 -
100 -
a0 A
4> 4 & & & §&§ & 8§ & & & 8 8
2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 -:‘E_:L -E ;% E ﬂg:, ;% 3 % ;':I,’i E; f %

Source: JP Morgan, EPFR.
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3. Subordination risk from rising share of senior debt can
complicate external market access

Rising Share of Multilateral debt (2019-2024)
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IV. RECOMMENDATIONS: THREE TOOLS
FROM IMPF’S FISCAL AFFAIRS DEPARTMENT
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1. Fiscal Risks Statements: to provide a structured and
comprehensive view of exposures - country examples below

Fiscal Risks Matrix by
Indian state of Odisha

Fiscal impact

Sources: Jordan FSR 2023, Fiscal Risk Statement | Bureau of the Treasury PH, Half Year
Economic and Fiscal Update 2025 - 16 December 2025, Analyzing and Managing Fiscal Risks
Best Practices; IMF Policy Paper; May 4, 2016, Government of Odisha, Fiscal Risk Statement
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2. Fiscal Transparency Evaluations: to provide a comprehensive
view of public sector balance sheet, and gaps in fiscal reporting

Kenya Public Sector Financial Overview, 2017-18 (percent of GDP)

General Government Public Corporations Public Sector
Budgetary Public Public Public Sector
Central Central  Local Gen Non-Fin. Fin. Central Public 2014 FTE with
Govt EBU SSF Consol. Govt Govt  |Govt Corps. Corps’ Bank Consol. | Sector rebased GDP
Flows
P 19.6 45 09 25 224 44 228 4.8 0.9 03 02 284 342
Expenditure 27.7 59 06 -2.5 316 38 314 | 0.6 02 02 389 40.1
Net lending/borrowing -8.0 -1.4 03 0.0 9.2 06  -8.6 23 0.3 0.1 0.0 -10.5 -6.0
Stocks
Total Assets |60.6 254 32 -1.6 86.1 08 885 25.1 16.7 12,7 -146 g) 913 |
M- EifiaiialAesion 484 197 02 00 68.0 00 682 207 0.5 03 0.0 89.4 65.1
Eihantil Besals 12.3 58 30 -16 18.0 08 203 44 162 124 -146 263 267
Total Liabilities 96.8 59 33 -1.6 1044 06 1050 17.6 13.1 11.2 -15.0 C_120.7) 91.3 |
_— 16 00 -6 627 00 627 10.2 0.1 0.0 150 581 485
Public Service Pension 30.0 0.0 32 0.0 33.2 0.0 33.2 0.0 0.0 0.0 0.0 332 0.0
Accounts payable 0.5 43 01 0.0 5.0 0.6 56 73 129 1.2 0.0 258 46
PPPs 35 00 00 0.0 35 0.0 35 0.0 0.0 0.0 0.0 35 NI
Net Financial Worth -84.5 01 -03 0.0 -86.3 0.2  -847 -13.2 3.2 1.2 0.4 -64.9
Net Worth [-36.1 195  -0.1 0.0 -183 02  -165 7.5 3.6 15 0.4 -5.0 0.2

Source: International Monetary Fund (IMF), 2020. "Kenya: Fiscal Transparency Evaluation Update." IMF Country Report No. 20/267, Wash. DC



3. Cash Management TA: to reduce fragmentation of cash
balances / help with Treasury Single Account (TSA) adoption

PEFA Scores for Consolidation of
Cash Balances for EMLICs and
Fragile States, 2008-2020

4

Average of Pl 17(ii) (2011) & PI-21.1 (2016)

3.02

212
2
1
FS (n=33) EME excl. FS LIDC excl. FS
(n=47) (n=34)
PEFA Scores A B+ B Bk C
Numerical value 4 3.5 3 2.5 2

* LIDCs/EMEs score at C+/B range on consolidation of cash
balances. Fragile states at C+. = massive scope for reform.

* Fragmented cash balances are undesirable for several
reasons:
- limit effective access to available resources (higher risk)
- imply negative carry (higher cost)
- cash rationing distorts fiscal management, turning liquidity
stress into arrears and disrupted budget execution

= Full benefits of raising aggregate cash buffers can only be
reaped by reducing fragmentation of cash balances through
full TSA adoption.

Source: IMF How-To-Note “How to Build Cash Management Capacity
in Fragile States and Low-Income Developing Countries” (2022)
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Thank youl!
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Annex Slide 1. IMF FAD research on public sector balance sheets showed that

public sector net worth matters for economic resilience and sovereign
borrowing costs. A major update of the PSBS database is in train.

Percentage change

Greater Resilience:
Real GDP per Capita Following
Recessions (in percent)
12
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Source: “Managing Public Wealth”, IMF Fiscal Monitor, 2018
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