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INTRODUCTION

Yet again, unsustainable international debt burdens 
haunt the developing world and are fast becoming a 
core obstacle to the international community delivering 
on its repeated promises to enable sustainable 
development finance. 

For the best part of two decades, the driving motor 
of the global economy has been debt, issued on a 
whim and traded for speculative purposes, rather 
than backing productive and long-term investment, 
including into the structural transformation of 
developing economies. With the world’s total gross 
debt-to-GDP ratio nearing 250 per cent (BIS 2017: 
283) and global debt stocks surpassing their record 
level at the onset of the global financial crisis (US$  
142 trillions) by over US$ 80 trillion in 2017, it is little 
wonder that international financial markets continue 
to show periodic nerves, and policy-makers in lead 
economies struggle to stabilize an increasingly volatile, 
fragmented and unbalanced global economy.

Advanced economies still hold the largest share of 
these debt stocks. This is as it should be in a context 
of sluggish recovery from a global economic crisis 
and impending stagnation. Yet, such continued 
dependence of world economic growth on debt, for 
the most part fuelling short-term speculative rather 
than long-term productive investments, is a constant 
source of instability as well as escalating income 
inequities. Governments in the core economies have 
been unwilling to tackle the systematic removal of 
toxic debt burdens, accumulated in the run-up to 
the global financial crisis of 2007/08, from non-bank 
private sector balance sheets in a comprehensive and 
orderly manner. In addition, with an irrational addiction 
to fiscal austerity, in particular in Europe, this has 
resulted in a surge of highly volatile international flows 
of cheap credit emanating from an excessive reliance 
on expansive monetary policies in these economies.

Not only have these policies failed to ensure a fast 
and lasting economic recovery based on closing the 
global demand gap, but the negative spill over effects 
of persistent deflationary tendencies in advanced 
economies and global financial fragility have by now 
had a profoundly disruptive impact on developing 
economies’ prospects of sustained structural 
transformation. In this context, the growing stock of 
debt incurred by developing countries and transition 
economies - estimated to have reached $7.64 trillion 
in 2017, an increase of over 80 per cent since 2009 - is 
bound to become a serious liability for their immediate 
future.

While external debt-to-GDP ratios remain relatively 
low by recent historical standards, on average rising 
from 21 percent in 2009 to 26 per cent by 2017, this 
masks much higher ratios in a growing number of 
individual countries, in particular in the Caribbean and 
African regions. Debt service and payment burdens 
have also risen markedly over the past few years. For 
all developing countries, the ratio of debt service-to-
exports rose from 8.7 per cent in 2011 to 15.4 per 
cent in 2016, and, in poorer developing countries, debt 
service-to-government revenue ratio also climbed up 
steadily, from 5.7 per cent in 2008 to over 14 per cent 
by 2016. This increase in debt service burdens has hit 
the most vulnerable developing countries the hardest, 
including commodity exporters, countries dealing with 
large refugee inflows, and small island developing 
states. 

Further signs of trouble on the horizon include a 
growing share of short- relative to long-term debt 
in total external debt stocks, as well as a significant 
slowdown in the growth of international reserves. 
These grew by only 4 per cent between 2009 and 
2017, compared to 24 per cent between 2000 and 
2008. The ratio of short-term debt to international 
reserves stood at just below 400 percent in 2016. 
While this is still substantially higher than the 230 per 
cent ratio at the start of the millennium, the relatively 
sharp decline since 2009, when this ratio stood at 580 
per cent, is cause for additional concern (Report on 
external debt sustainability and development 2017, 
UN Secretary General).

The commodity price downturn that started in 2011 is, 
of course, a major factor in explaining the heightened 
dangers of sovereign debt crises across the 
developing world. Commodity price slumps have been 
accompanied by currency, banking and sovereign 
debt crises in vulnerable economies for centuries, and 
the current downturn is no exception. However, six 
years after the onset of the current slump, there are 
few, if any signs of a sustained recovery of commodity 
prices. While sector-specific aspects obviously vary, 
the common underlying reason for the prolonged 
stagnation of commodity prices is the lack of global 
macroeconomic policy coordination to facilitate a 
turn around. US expansion has been moderate and 
unstable which is unlikely to be helped by continued 
reliance on already overloaded monetary policy tools, 
including a return to ‘normalised’ interest rates, and 
humongous tax cuts for the super-rich. The EU is in 
even more dire straits, struggling to keep its diverse 
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