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1. Why Bothenr AbouttRublic Delt??

0 Public debt is a core macroeconomic issue. If not addressed, rising
debt can distort the economy by undermining  major
macroeconomic variables such as economic growth, inflation and

exchange rates.

Total financial liabilities Public Debt

of the government to E T ORAOT i AT O $AAD
both domestic and E . AOEI 1T Al $AAO
Z 31 OAOAECT $AAO

foreign entities

- AT OETTAAT A OAAAO AOEOAOGH EI
A Greece Debt Crisis (2002018) A Zimbabwe Debt Distress (2019Present)
A Ghana Debt Crisis (201#resent) A Pakistan Debt Distress (2019%Present)

A Sri Lankan Debt Crisis (2019Present)
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1. Why Bothetr AlbouttRublicdDehit?? contd.)

Public: Debt:: Reasons and Manifestations

Reasons Manifestations
1. Inadequate domestic resources (and external 1. Debt default
grants) to sustain recurrent and development
activities: Low revenue yield and chronic fiscal
deficit 3. High inflation

Fall in economic growth

2. Weakening of external balance Deteriorating|4. Foreign exchange reserve
current accountand balance of payment, fall in|  depletion
external financial flows including export
revenue, remittance income, FDI, income on
assetsoverseas 6. Loss of economic
competitiveness

5. Exchange rate depreciatior

3. Imprudent external borrowing : Changesn debt
composition, currency mismatch, high-interest | 7. Lowering of credit rating
rate and shorter maturity period, failure to
generate  expectedreturn on investment and
escalationof  project cost
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1. Why Bothetr AlbouttRublicdDehit?? contd.)

}  Public debt management: Jointconcern of fiscal and monetary
authorities

1 Debt sustainability -level beyond which the government can not service the
liabilities from the debt, without incurring further debt.

} There is little theoretical or empirical support for setting a public debt target at
some particular level. More important factor is the pace of fiscal consolidation ,
which is not too slow to give markets concernbut not too fast to derail the recovery
effort.

A World Bank study suggeststhat a debt to GDPratio above the threshold of 77%
may lead to adverseimpact in the economy But this varies from country to country;
a ratio exceeding 100% A1 A OneceSsarily indicate a bankrupt/insolvent
country .

For example,Japanhasaratio well over 200% for more than a decadewithout any
signs of defaulting. Therefore, a high ratio does not always indicate a A1 Ol OO
likelihood of default.

} Rather, markets usually attach low probabilities of debt crisis to countries with a
strong record of being fiscally responsible . While countries do need to keep
public debt ratios within a safe limit , a certain public debt target may not be
necessary
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Other Elements; off Total ILiabilities: s

Many elements are not included leading to underestimation
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Fiduciary
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private
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Transparency in reporting necessary to gain a holistic view
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2. What are the: trendssinnpuibbht debt?

Total Debt

A.  Total public debt (as % of GDP) for Bangladesh (34.7%jas among the lowest in South Asia in FY20,
with Sri Lanka (112.2%) and Bhutan (120.7%), being the highest. (source: IMF)

B. (i) Total outstanding debt amountin FY21 in Bangladesh wa$131.14 billion

(i) It increased by $16.45 billion on average for thg@ast 3 years, which was about 2.5% of GDP

(iii) In FY21 only, total public debt increased more than $18.64 billion (additional 2.2% of GDP)

of which more than 544 was domestic debt

c. (i) Total debt as percentage of GOlecreased in Bangladesh between FY08 (38.8%) and FY17 (28.2%)

(ii) It has sinceincreased between FY18 (29.5)% and FY21 (36.9%)

(i) The linear decadal growth rates were 44.1% (FY02 to FY11)

66.6% (FY12 to FY21)

D. (i) Per capita outstanding debg USD 432 (FY21)

(i) Annual increase of outstanding debt (FY20 to FY2R)USD 9.62In

(iii) Annual increase in DSLz (FY20 to FY21) USD 0.7lIn

*For consistency and comparability, the paper used GDP series with the bagear 2005-06
"Media reports stated that Bangladesh's principal and interest payments amounted to $1.9bn in 2021, but CPD's research shoivexbe

closer to $3.3bn."
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2. What are the: trendssinmpublic debt? (contd.)

Figure 2.1: Total debt as percentage of GDP

45.00 Break 1
Start of continued fall
40.00
35.00
30.00

20.00 Break 2
Start of continued rise

Percentage
N
wn
8

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Years

."d "OAAEO E1T OEA OOAT A EAOGA AAAT AOOEI AGAA AU OOEI C O#E

Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022 o]



2. What are the: trendssilnpublic debt? (contd.)

Domestic Debt

A. () Total outstanding domestic debt amount in Bangladesh wa$69 billion in FY21
(i) Share of domestic debt in total public debtncreased between FY03 (35.6%) and 2021 (53.4%)
(iii) It increased by $7.27 billion on average for thegpast 3 years, which was about 1% of GDP
(iv) In FY21 only, domestic debt increased by more than $9.6 billion (additional 1.1% of GDP)

B. () Domestic debt in 2015 became more than half of the total public debt and in FY21 it was a little
above 54%

C. () Domestic debt (as % of GDP) had beatable between
FY02 (16.8%) and FY12 (16.2%), averaging 16.3%
(i) Between FY13 (15.4%) and FY18 (15.2%) it exhibits a nearly flat phase
(i) Between FY19 (16.3%) to FY21 (19.5%) it exhibits amncreasing trend
(iv) The linear decadal growth rates were-13.07% (FY02 to FY11) and 19.91% (FY12 to FY21)

Domestic debt to remain the larger share of public debt in the near future
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2. What are the: trendssinmpublic debt? (contd.)

Figure 2.2: Domestic debt as percentage of GDP
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2. What are the: trendssilnpublic debt? (contd.)

External Public Debt

A. () Total outstanding external public debt amount in Bangladesh wa$60.15 billion in FY21

(i) Share of external public debt in total public debtlecreased between FY03 (64.4%) and
2021 (46.6%)

(i) It increased by $7.27 billion on average for thpast 3 years, which was about 1% of GDP

(iv) In FY21 only, external public debt increased by more than $9.02 billion (additional 1.1% of
GDP)

B. Share of external public debt stands at 46% of total public debt (FY21)
C. {) External public debt (as % of GDRjecreased between FY03 (28.9%) to FY12 (17.7%),
averaging 23.7%
(i) Between FY13 (16.6%) and FY18 (14%) it exhibits sharp decrease

(iii) Between FY19 (14.7%) to FY21 (16.9%) it exhibits amcreasing trend
(iv) The linear decadal growth rates were-38.9% (FYO03 to FY12) and4.1% (FY12 to FY21)

Recent pick up of external debt growth demands close scrutiny of the portfolio

Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022 12



2. What are the: trendssinmpublic debt? (contd.)

Figure 2.3: External public debt as percentage of GDP
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2. What are the: trendssilnpublic debt? (contd.)
External Private Debt

A. (i) Total outstanding external private debt amountin Bangladeshwas $18.69

billion in FY21

(i) Shareof external private debt in total debt increased between FY0O3 (3.9%)
and 2021 (14.5%)

(i) It increased$1.68 billion on averagefor the past 3 years, which was about
0.05% of GDP

(iv) In FY21 only, external private debt increased more than $4.6 billion
(additional 0.9% of GDP)

B. Shareof external private debtis 5.26% of GDP(FY21)
C. (i) External private debt (% of GDP)had been relatively stable between FYO3
(1.8%) to FY13 (1.4%) in Bangladeshaveraging1.5%
(i) BetweenFY13 (1.4%) and FY15 (4%) it exhibits a steep increase
(iii) BetweenFY16 (4%) to FY21 (5.3%) it exhibits anincreasing trend

(iv) The linear decadal growth rates were 34.1% (FY03 to FY12) and 77.9%
(FY12to FY21)

External private is growing exponentially, could become a sore point

*For consistency and comparability, the paper used GDP series with the bagsar 2005-06
Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022 14



2. What are the: trendssinmpublic debt? (contd.)

Figure 2.4: External private debt as percentage of GDP
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2. What are the: trendssinnpuibhic debt?? (contd.)

Domestic and Foreign Debt Servicing Liability as Share of Total DSL

Year
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Foreign DSIDomestic DSI

38.91
42.3¢
44.1¢
53.6(
53.4z
52.0¢
46.0¢
42.4C
53.27
60.1¢
62.85
67.42
67.4¢€
65.9C
66.81
67.65
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61.0¢
57.62
55.8¢
46.4C
46.5¢
47.92
53.97
57.6(C
46.7¢
39.8¢
37.1¢F
32.5¢
32.5¢
34.1C
33.1¢
32.3¢
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2. What are the: trendssitnpubhic debt? ? (contd.)

Composition of External Debt

External public debt(Share of total External Debt); All figures in Billion USD

Components 20-Jun 21-Jun
47.67 57.11
1. Long-term Debt (97.92)| (96.23)

29.11 32.33
1.1 Multilateral (59.79)| (54.57)

14.85 18.91

1.2 Bilateral (30.50)| (31.86)

0.00 0.00

1.3 Trade Credit (0) (0)

2.08 1.98

1.4 IMF Loan (4.26) (3.33)

0.01 2.15

1.5 External Commercial Borrowing (ECB) (.01) (3.62)

1.64 1.75

1.6 Others (3.37) (2.95)

1.01 2.24

2. Short -term Debt (2.08) (3.77)
48.68 59.35

Total External Debt at June (100) (100)
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2. What are the: trendssilnpublic debt? (contd.)

Table: Domestic Debt Composition

Government (Net) Other public Domestic Public
sector Debt
Year -
B;‘QQQ? NBDCY NSD |Total(a) | Total (b) Total ( a+b)
FY10 42.15 0.14 | 47.72 90.01 9.99 100
FY11l 47.53 0.24 | 41.19 88.96 11.04 100
FY12 53.58 0.15 | 37.31 91.04 8.96 100
FY13 59.70 0.14 | 35.05 94.89 5.11 100
FY14 56.83 0.13 | 36.92 93.88 6.12 100
FY15 47.51 0.08 | 45.29 92.88 7.12 100
FY16 42.52 -0.03 | 51.67 94.16 5.84 100
FY17 31.88 -0.04 | 62.63 94.47 5.53 100
FY18 27.77 -0.91 | 69.59 96.45 3.55 100
FY19 27.40 -0.61 | 69.62 96.41 3.59 100
FY20 35.95 0.01 | 59.97 95.93 4.07 100
Fy21 37.75 -0.11 | 58.78 96.42 3.58 100

NSD remains the overwhelming (and costlier) source of domestic public debt.
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2. What are the: trendssitnpubhic debt? ? (contd.)

Missing Elements of Debt Liabilities

Private External Debt
Sovereignguaranteesto PPPs
Contingentliabilities
Intra-governmentalliabilities

> v >

>N

Broader estimate of total debt = Public (Domestic) + Public (External) +
Private (External) + Contingent liabilities A 44.10% of GDP(FY21)

Broader Estimate of Debt, Billion USD(% of GDP, Base 2005 -06)

32.07 38.24 44.48 51.13 60.15
(9.03) (10.77) (12.53) (14.40) (16.94)
38.58 41.61 49.18 59.42 69.04
(10.87) (11.72) (13.85) (16.74) (19.45)
10.54 13.97 14.25 14.09 18.69
(2.97) (3.93) (4.01) (3.97) (5.26)
7.57 8.71 6.88 7.15 8.71
(2.13) (2.45) (1.94) (2.01) (2.45)
(N/A) (N/A) (N/A) (N/A) (N/A)
88.76 102.53 114.79 131.79 156.59
(25.00) (28.88) (32.33) (37.12) (44.10)
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2. What are the: trendssinmpublic debt? (contd.)

Figure 2.5: Debt Trends

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

The Borrowing Trends Proximates the Election Cycle?
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Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022 20



3. What is the situationnwithtldeletsemvicing?

3.1. Total debt servicing liability as % of Revenue Expenditure

A. () Total debt servicing liability (as % of revenue expenditure) exhibits an erratic but lowering trend
between FYO06 (43.2%) and FY21 (26.7%)

(i) It increased about 0.1% on average for thgast 3 years
(i) In FY21, it decreased by 0.08%
(iv) Linear decadal growth rates of total DSL was 97% (FY12 to FY21)

B. () Foreigndebt servicing liability (as % of GDP}ecreasing trend from
FY06 (26.38%) till FY21 (8.64%)
(i) Share of foreign debt servicing liability in total public debtdecreased between
FY06 (61.1%) and FY21 (32%)

(i) It increased about 0.09% on average for thgast 3 years

(iv) In FY21, itdecreased by 0.03%

(v) The linear decadal growth rate of foreign DSL was 18% (FY12 to FY21)
*For consistency and comparability, the paper used GDP series with the bassar 2005-06

Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022 21



3. What is the situationiwithtldeletsemnvicing?e? (contd)

3.1. Total debt servicing liability as % of Revenue Expenditure
(Contd.)

C. () Domestic debt servicing liability (as % of revenue expenditure) has beesrratic
between FY06 (16.85%) to FY21 (18.07%)
(ii) Share of foreign debt servicing liability in total debt servicing liability
decreased between FY06 (61.1%) and FY21 (32.4%)
(iif) The linear decadal growth rate of domestic DSL was 190% (FY12 to FY21)

In FY 21, domestic component of totdDSlwas 32.4% and foreign component: 67.6%.

In FY 2006, the corresponding numbers were: 61.1% (domestic) and 38.9% (foreign).

Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022 22



3. What is the: situationivithtideltsemvicing?z? (contd)

Fig 3.1: DSL (Total, Domestic and external) as % of Revenue Expenditure
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3. What is the situationnwitht ldeletsemvicing?
3.2. Total debt servicing liability as % of Exports

A. (i) ) Total debt servicing liability (as % of exports) exhibits an erratic but lowering trend between
FYO06 (19.8%) and FY21 (26.9%)

(i) It increased about 2.8% on average for thepast 3 years

(i) In FY21, it decreased by 2.1%

B. () Foreigndebt servicing liability (as % of GDP) decreasing trend from
FY06 (2%) till FY21 (0.93%)

(i) Share of foreign debt servicing liability in total public debtdecreased between
FY06 (61.1%) and FY21 (321%)
(i) It increased about 0.9% on average for thgpast 3 years

(iv) In FY21, itdecreased by 0.9%

c. (i) Domestic debt servicing liability (as % of GDP) has been erratic between
FYO06 (7.7%) to FY12 (9%)
(ii) From FY13 (10.5%) to FY21 (18.2%) it has steadily increased
(iii) It increased about 1.9% on average for th@ast 3 years

(iv) In FY21, itdecreased by 1.2%
Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022
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3. What is the situationnwith ldeltsemvicing?e? (contd:)

Fig 3.2: DSL (Total, Domestic and external) as % of Exports
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3. What is the situationiwithtldeletsemnvicing?e? (contd)

3.3. Total debt servicing liability as % of GDP

A. () ) Total debt servicing liability (as % of GDP) exhibits an erratic but lowering trend

between
FYO06 (3.3%) and FY21 (3%)
(i) It increased about 0.1% on average for th@ast 3 years
(ii) In FY21, itdecreased by 0.1%
B. () Foreigndebt servicing liability (as % of GDP) decreasing trend from
FY06 (2%) till FY21 (0.93%)
(i) Share of foreign debt servicing liability in total public debtdecreased between
FY06 (61.1%) and FY21 (321%)
(i) Itincreased about 0.04% on average for thepast 3 years
(iv) In FY21, itdecreased by 0.05%
C. () Domestic debt servicing liability (as % of GDP) has beatable
between FY06 (1.29%) to FY21 (1.94%)
(i) It increased about 0.09% on average for th@ast 3 years
(i) In FY21, itdecreased by 0.03%

Debapriya Bhattacharya: Conversation on Public Debt in Bangladesh. 09.05.2022
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3. What is the situationnwith ldeltsemvicing?s? (contd.)

Fig 3.3: DSL (Total, Domestic and external) as % of GDP
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3. What is the situationivititideltsemvicing?g? (Cont.)

Selected High Value Projects Financed by External Loans

Dollar Credit Line India
Agreement(2nd LOC
Dollar Credit Line India
Agreement(3rd LOC
Matarbari Coal Fired Japan
Power Project Loan P
Ruppur Nuclear Russia
Plant

3A1T AAGAA

L|nk China

Expansion and
Streamline DPDC Sl

USD billion

5/15
4.50 - 0.06 5/15
1.05 0.43 0.00 10/20
11.38 3.56 0.00 10/20

(ECE 6A1 OA 001 EAAOO &ET Ushbhlidn A

Padma Brldge Rail

5/15

1.02 = =

Source: ERD, Flow of External Resources 202021
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3. What is the situationnwithtldeltsemvicing?g? (Cont.)

3A1 AAOAA 30pPI EAOGO #OAAEO AU
USD billion
China 5.85 2.06 0.17 8.23
NETED 0.05 0.05 0.05 100.00
Netherlands 0.86 0.86 0.00 82.94
UK 0.02 0.02 0.02 90.01
Total 6.78 2.14 0.24 -

Source: ERD, Flow of External Resources 202021

Paymentsto all these high value and supplier credits z at least USD
105 billion are yet to start. The repayment implications for
macroeconomywill becomeevident from 2024-25 onward.
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4. How does the future:lookidiké?

Debt Management Policy Framework Improving

National

1.

2.
3.
4

© N

10.

Bangladesh: National Policy on Development Cooperation, Economic Relations Division (ERD), Last
updated 7 August 2017

Public Debt Management and Debt Sustainability in Bangladesh, Bangladesh Bank (BB), December 20(
Public Debt Sustainability in Bangladesh, Bangladesh Bank (BB)08

. The Public Money and Budget Management Act (Act no.40 of 2009), National Parliament of Bangladest

9 July 2009

Bangladesh Government Treasury Bond Rules 2021, Finance Division, Ministry of Finance (MoF), 11
April 2021

Quarterly Debt Bulletin Issue 1, Finance Division, Ministry of Finance (MoF), April 2021

Quarterly Debt Bulletin Issue 2, Finance Division, Ministry of Finance (MoF), September 2021

Public Debt Act 2021, Finance Division, Ministry of Finance (MoF), 6 September 2021

Historical Trend of Debt Sustainability within DSA, Economic Relations Division (ERD), Last updated 1
November 2021

Bangladesh Medium Term Debt Management Strategy (MTDS), Treasury and Debt Management (TDM
wing, Ministry of Finance (MoF), Last updated 4 January 2022

$AGATTPI AT O 0AOOT AOGSE AT AOI AT 60
1. Joint World BankIMF Debt Sustainability Analysis, International Monetary Fund (IMF), May 2020*
2. Debt Sustainability Analysis, Asian Development Bank (ADB), n.d.

Are these documents used while taking borrowing decisions?

*March 2022 version of the report is yet to be available online
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4. How does the future:100kdIK&?2 ? (contdi))

Public Debt | Bangladesh Scenario
Reasons

Inadequate ATotal Revenueto-GDP ratio was at 9.4% in FY 21, the lowest among all South
domestic Asian nations.

resources ABangladesh with a population of 164 million has just 7.4 million people with Ta
(and external Identification Number (TIN), only 2.3 million of whom gave returns in FY22.
grants) ABudget deficit (including grants) as % of GDP fell from)4.8 in FY 20 to §3.7 in

FY 21. Projected at 6.1% in FY 2Row budget deficit reflects resource
constraints as well as implementation capacity challenges.

ATotal Debt Servicing Liabilities (DSL) remains above 25% of revenue
expenditure. It was 26.7% in FY 21.

Weakening of ACurrent account deficit reached ¢) USD 12.8 billion (JuFeb of FY 22) against
external 0.83 billion surplus a year back.
balance ABOP deficit stood at () USD 2.5 billion (JuMar of FY 22), while being at a
surplus of USD 6.9 billion in FY 21, correspondingly.
ANetFDIET £1 1 xO EAOAT 60 PEAEAA ODP 1 OAO Ot
from 1.29% in FY 19.
ADisbursement offoreign assistance in FY 21 was USD 7.2 (provisional) billion
respectively according to ERD i.e. 1.7% of GDP.
A" AT CI1 AfBréx@eBeiv€s reduced to less than USD 42 billion (5 AUS ¢ ¢
equivalent to five months of import.
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4. How does the future:|0okidiK&?2? (contd:))

Public Debt |Bangladesh Scenario
Reasons

Nature of ABank-Fund Debt Sustainability Analysisj - A2%) duts Bangladeshat low
external risk of external and public debt distress. Needsto include domesticdebt in
borrowing the stresstest. Also private external borrowing .

A" AT C1 A éiei@dt dett has an increasing trend. Outstanding foreign
debt in FY 21 was USD 60.15 billion, USD?9 billion increase from the
previous yeatr.

AThe concentration of external debt has increasedin all currencies except
in SDRover the years spreading exchangerate risk.

AFall of multilateral sources,increased borrowing from bilateral creditors
to finance megainfrastructure projects.

AEven borrowing from World Bank, ADB and Japan have become less
concessional

- External debt composition changed towards shorter grace and
repayment period, and higher interest loans

- Bilateral hard loans from China and Russia have become
supplementary credit sources

AAt the end of the FY 2019-20, the amount of foreign assistance in the
pipeline hasincreasedto USD49.64 billion (provisional) which indicates
low utilisation of concessionaland semi-concessionalfinance.
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5. Two Sets of Thoughts

A Total national debt is increasing at a faster rate than GDPA Soshare of debt
in GDPwill increasein the foreseeablefuture.

A While debt stressin the external borrowing is expectedto increase (because
of exhaustionof graceperiod of a number of high value loans).

A The AchilliesGHeel will be the burgeoning domestic debt. Debt servicing is
not anissueasyet, although there is atrade-off in revenueresource use,

Five risk factors underpinning debt situation
1.Exchangerate risk z increasing

2.Interest rate risk for domestic borrowing z increasing

3.Interest rate risk for external borrowing z intermediate

4 Riskof project costescalationz high

5.Economicreturns from project (and maturity risk) z yetto beassessed

Three critical messagesfor preempting debt stress
1. Fiscalconsolidation through revenue uptake

2. Safeguardingexternal sector variables

3. Holistic, transparent and frequent monitoring
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Thank You!

https://cpd.org.bd/
http://bdplatform4sdgs.net/
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