
The public budgets of more than half of low- 
and middle-income countries are heavily or 
very heavily burdened by debt service obliga-
tions to external creditors. Furthermore, refi-
nancing conditions are unfavourable, making 
it considerably more difficult or almost impos-
sible for countries in the Global South to invest 
in public services, social infrastructure or cli-
mate and environmental protection measures. 

The Global Sovereign Debt Monitor 2025 ad-
dresses the risk of an external public debt 
crisis. The first part of this report provides a 
quantitative analysis of current external pub-
lic debt levels and trends at country level. The 
external public debt situation of each coun-
try worldwide is determined using three in-
dicators, each of which relates public debt or 
public debt service to external creditors to an 
indicator of economic capacity. This analysis 
also takes into account the currency in which 
the debt to external creditors is denominated 
(see ‘Methodology’ box, p. 20-21). 

In the second section, the analysis is comple-
mented by a qualitative assessment of global 
crisis dynamics. This is because the impact of 
high external debt on the population depends 
not only on a country’s debt ratio, but also on 
other factors and global dynamics.

Section 1: Global external public debt 
burden

 
Of the 198 countries surveyed, the burden of 
external debt servicing on public finances is 
classified as very heavy in 47 countries and 
heavy in 28 countries. In a further 13 countries, 
no acute burden of external public debt can be 
identified, but a potential risk. Furthermore, in 
97 countries, no risk can be identified.  The si-
tuation is ambiguous in three countries. There 
is no data available to assess the external pu-
blic debt situation in ten countries.1  

1.1. Countries with very heavy debt burdens
The 47 countries classified as having very he-
avy debt burdens must, on average, allocate 
at least 15% of their government revenue to 
interest and principal repayments to external 
creditors over the next three years (2025–2027) 
(see Figure 2). In these cases, there is consider-
able pressure on the national budget due to 
external debt servicing. According to the Wor-
ld Bank, at least 231 million people – around 
18% of the total population – live below the 
extreme poverty line in these 47 countries. 
This means that the rate of people affected 
by extreme poverty in these 47 countries is 
more than twice the global average. It is th-
erefore particularly urgent in these countries 
to make comprehensive investments in public 
services, social security, healthcare, education 
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Box 1: Change in methodology in the Global Sovereign Debt Monitor 2025

The Global Sovereign Debt Monitor 2025 introduces two significant changes to the methodology used to de-
termine the debt situation, which has remained largely unchanged since 2014. Firstly, developments in recent 
years have demonstrated the growing importance of clearly distinguishing between different types of debt 
crises. While most of the countries affected by the debt crises of the 1980s and 1990s were almost exclusi-
vely indebted to external creditors, domestic debt has also become increasingly prominent in countries of 
the Global South over the past two decades. Recent debt restructurings, for example in Sri Lanka and Ghana, 
highlight the importance of distinguishing between domestic and external debt. The annual analysis in the 
Global Sovereign Debt Monitor will therefore focus on the risks of external public debt crises (see Figure 1, p. 
11). As actors in German civil society, we are focusing on this issue because we want to draw attention to debt 
crises for the resolution of which Germany, other (creditor) states and international actors bear joint responsi-
bility – for example, by cancelling debt and supporting binding, transparent and fair multilateral restructuring 
procedures. This is particularly the case with external official debt crises.2  

With the new methodology, we have deliberately chosen not to include indicators and thresholds for domestic 
public debt in the analysis. Domestic official debt can also be problematic, especially in countries with a weak 
currency in the Global South. However, decisions on how to deal with domestic debt crises should primarily be 
taken in national negotiations. If, on the other hand, domestic debt is assessed by foreign actors, this could 
legitimise international institutions such as the International Monetary Fund (IMF) to impose conditions on 
countries to reduce their domestic debt as a prerequisite for restructuring foreign debt.3 
 
Secondly, the Global Sovereign Debt Monitor 2025 includes all countries worldwide for the first time.4 In pre-
vious years, we excluded countries in the Global North from the analysis. This expansion aims to demonstrate 
that the Global North and Global South are not two homogeneous groups. Rather than making such a division, 
the analysis itself now shows that it is countries in the Global South that are particularly at risk of falling into 
an external debt crisis. Additionally, the structural causes explaining this vulnerability are identified.



and poverty reduction. However, the high inte-
rest and principal payments mean that there is 
very little financial leeway. 

Combined with the currently very unfavourab-
le refinancing conditions for countries in the 
Global South (see Section 2, page 17), achieving 
the Sustainable Development Goals (SDGs) is 
difficult, if not impossible, given such a lar-
ge outflow of funds. While a final assessment 
would require a detailed case-by-case analy-
sis, the interaction of these factors suggests 
that these 47 very heavily burdened countries 
are already experiencing a debt crisis, which 
threatens the fundamental social and econo-
mic rights of their populations (see Box 2). 

Lebanon and Laos will have to spend an aver-
age of over 70% of their government revenues 
servicing debt to external creditors over the 
next three years. Both countries have already 
suspended their repayments as servicing such 
high debt is simply unmanageable. Djibouti 
and Ethiopia have also had to suspend most of 
their repayments to external creditors.
 
At present, Laos and Djibouti are in talks with 
China in particular – the main creditor of both 
countries – to adjust their payment obliga-
tions. Lebanon, which is primarily indebted 
to bondholders, applied to the IMF for a loan 

programme in March 2025, which is also likely 
to involve debt restructuring (see the article 
‘Creditors of countries in the Global South’, 
page 23-24). 

Ethiopia had already applied for debt rest-
ructuring under the G20 Common Framework 
in February 2021. It was agreed that debt ser-
vicing to bilateral official creditors would be 
suspended for 2023 and 2024.5  However, no 
long-term debt restructuring has yet been 
concluded with either bilateral official or pri-
vate creditors.  The latter rejected the coun-
try’s proposal to restructure their claims in 
October 2024. 

Even in cases where debt restructuring has 
largely been completed, no sustainable solu-
tion has been achieved. In Ghana, Sri Lanka, 
Suriname and Zambia, public budgets are still 
heavily burdened by external debt servicing 
even after restructuring.

At least the debt restructuring, particularly 
in Sri Lanka and Zambia, has led to a notice-
able short-term improvement in the burden, 
although it remains at a very heavy level. Ac-
cording to the original loan agreements, both 
countries would have had to spend more than 
50% of their government revenue on debt ser-
vicing between 2024 and 2026. As a result of 

Box 2: What is an public external debt crisis?

According to our understanding, a debt crisis is a situation in which a country’s debt threatens to destabilise its economy and limit 
the government’s ability to act, which puts the population’s basic economic and social rights at risk. We define an external public 
debt crisis as a situation in which the public sector’s debt to external creditors becomes such a crisis factor. The creditors can be both 
official and private. 

This understanding differs significantly from that of the International Monetary Fund (IMF) and the major rating agencies, which focus 
primarily on the risk of default, i.e. the likelihood of creditors not receiving timely repayments. 

With our standardised analysis of global external public debt and global crisis dynamics, we examine risk factors that contribute 
to a public external debt crisis. However, this is not a final assessment of whether a country is actually experiencing a debt crisis. A 
qualitative case-by-case analysis would be required to make such a statement. Specifically, a fair and transparent process should be 
used to assess whether a country is in a public external debt crisis and, if so, how much debt should be cancelled to resolve it. This 
process should take into account country-specific factors and involve the population of the country concerned.  



restructuring, this obligation could be reduced 
to an estimated 33.7% in Sri Lanka and 15.2% in 
Zambia for the period between 2025 and 2027. 
However, the debt restructuring was accompa-
nied by further problems, partly due to the as-
sociated economic policy conditions (see ar-
ticle ‘New solutions – old habits?’, from page 32). 

In addition to Sri Lanka and Zambia, the exter-
nal debt situation also improved in five other 
heavily indebted countries last year (see ar-
rows on the world map at the beginning of this 
Global Sovereign Debt Monitor).
  
However, the development over the past year 
can be described as stable in 35 of the 47 
countries. In five countries that are classified 
as having very heavy debt burden in this ye-
ar’s analysis, the external debt situation has 
deteriorated significantly compared with last 
year’s analysis.7  These include Mongolia and 
Rwanda, where average interest and principal 
repayment obligations were already just under 
15% between 2024 and 2026 (14.8% in Mongolia 
and 13.2% in Rwanda). In both countries, the-
se obligations increased further between 2025 
and 2027, and now exceed 15% – the threshold 
at which the present analysis considers the 
burden to be very heavy. 

1.2. Countries with heavy debt burdens
On average, the 28 countries classified as ha-
ving heavy debt burden will have to pay bet-
ween 10 and 15% of their government revenue 
to external creditors for debt servicing over 
the next three years.8  

These countries are also facing acute pressure 
on their national budgets.  For this reason, civil 
society actors,9  among others, are calling for 
debt restructuring to be based on a benchmark 
of no more than 10% of government revenue, 
depending on the context and financing needs.

1.3. Countries without immediate debt burden, 
but with burden risks
The 13 countries for which no immediate debt 
burden but a risk of burden has been identified 
will spend less than 10% of their government 
revenue on debt servicing on average over the 
next three years.10 However, their outstanding 
debt to external creditors remains high in re-
lation to their gross domestic product and 
export revenue. It is therefore quite possible 
that these countries will face rising repayment 
obligations in the coming years and that their 
public finances will be subject to heavy or very 
heavy debt service burdens. Moreover, high le-
vels of debt can already create real problems 
in the present. High debt can lead to poorer 
credit ratings and, as a result or independent-

Fig. 1: Types of debt crises

Although different debt crises often occur simulta-
neously in practice and influence each other, it is 
important to distinguish between four types of debt 
crises. In the Global Sovereign Debt Monitor, we focus 
primarily on identifying risks associated with public 
external debt crises.
These crises require an international, fair, transparent 
and legally binding process for restructuring and can-
celling debt. Thus, other countries – including Germa-
ny – and international institutions have the greatest 
responsibility to contribute to a fair crisis resolution 
in these types of debt crises.

Further information: position paper by erlassjahr.de 
(forthcoming in 2025): ‘What Role Should International 
Actors Play in Domestic vs. External Debt Crises?’.

Public external
debt crisis

Public domestic 
debt crisis

Private external 
debt crisis

Private domestic 
debt crisis



ly of this, to less favourable refinancing condi-
tions or a lower willingness to invest. 
This group includes many small island states, 
including Antigua and Barbuda, Dominica, Fiji, 
Palau and Samoa. Ukraine is also among the 
countries identified as being at risk of debt 
distress. Although the extension of a morato-
rium by bilateral official creditors and debt re-
structuring with private creditors has reduced 
repayments due in the next three years in the 
short term (see ‘New solutions – old habits?’, 
from page 32), the ongoing war means that Uk-
raine’s external debt-to-GDP ratio and export 
revenues continues to deteriorate.

Fig. 2: Average public external debt service 
of very heavily burdened countries in 2025-
2027  

1.4. Countries without risk
No risk of a public external debt crisis could be 
identified in 94 countries. In 90 of these coun-
tries, all three debt indicators for which data 
are available are below the critical threshold. 
Only four countries – Japan, Canada, the United 
Kingdom and the United States – have indivi-
dual external debt indicators that exceed their 
respective thresholds.11 However, this Global 
Sovereign Debt Monitor does not identify any 
risk of an external debt crisis for these coun-
tries, since they are hard currency countries 
and most of their external debt is denomina-
ted in their respective national currencies. The 
United Kingdom, the United States and Japan 
make repayments to external creditors exclu-
sively in their own currency. In Canada, an 
estimated three-quarters of outstanding debt 
to external creditors is also denominated in 
Canadian dollars. Therefore, even though they 
have comparatively high external debt, these 
countries are not facing the same problems as 
heavily indebted countries in the Global South 
(see Box 3). 

1.5. Countries with an ambiguous public exter-
nal debt situations
In three EU Member States, the assessment 
of the public external debt situation remains 
ambiguous. In Belgium and Croatia, debt to 
external creditors is just above the threshold 
of 40%, at 41 and 46% of GDP respectively. Gre-
ece, on the other hand, clearly exceeds this th-
reshold with an external debt ratio of almost 
130% – the second highest in the world after 
Lebanon. And while the ratio of external debt 
to export revenues is unproblematic in Belgi-
um and Croatia, Greece has the highest figure 
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in the world at over 430%.
As the outstanding liabilities in Belgium and 
Greece are denominated entirely in euro, and 
around 95% of those in Croatia are also deno-
minated in euro, external debt does not pre-
sent the same challenges for these countries 
as it does for those in the Global South (see 
Box 3). However, the rules of the European Mo-
netary Union significantly restrict individual 
eurozone member states’ political scope to 
pursue their own monetary policy. This may 
mean that individual member states will be 
forced to resort to debt restructuring in the 
future, even though they are indebted in their 
own currency and the euro is a hard currency. 

Based on the analysed indicators, Greece is 
most likely to be affected, although the sta-
ble prices at which Greek bonds are currently 
trading on the secondary markets do not indi-
cate any immediate risk. Due to these unique 
circumstances, the external debt situation of 
these three countries is described as ambi-
guous.

1.6. Public external debt by world region
According to the present analysis, around 40% 
of countries worldwide have a heavy or very 
heavy debt burden (see Figure 3).  Countries in 
sub-Saharan Africa are particularly badly af-
fected:  around 70%, or 34 out of 49 countries 

Box 3: There is debt – and then there is debt   

Seven countries in the Global North (Belgium, Canada, Croatia, Greece, Japan, the United Kingdom and the United States) have similarly high 

foreign debt indicators in countries of the Global South that are classified as heavily or very heavily burdened. However, these countries do 

not face the same problems.  

This can be explained, among other things, by the fact that their outstanding liabilities are denominated entirely or predominantly in their 

own currencies, which do not generate the same export pressure as foreign currency debt.

In addition, countries whose external debt is denominated in foreign currency are more vulnerable to exchange rate fluctuations. A devalua-

tion of their national currency increases the burden on their national budget, as debt servicing must be carried out in foreign currency.12 

Conversely, if the debt is denominated in the debtor country’s currency, the creditors bear the exchange rate risk. A devaluation of the debtor 

country’s currency does not place an additional burden on the national budget; moreover, it reduces the real value of the repayments for the 

creditors.

Since the seven aforementioned countries’ currencies are hard currencies – with the US dollar still at the top of the international currency 

hierarchy – they have broad monetary policy options for refinancing their sovereign debt.13 

For these reasons, when assessing the public external debt situation, consideration is also given to the currency in which liabilities to ex-

ternal creditors are denominated, as well as the position of the national currency in the international currency hierarchy – i.e. whether it is a 

hard or weak currency.

20%

10%

Note: The chart shows the debt service to external creditors as provided for in loan agreements or debt rescheduling 
agreements - regardless of whether the payments are actually being made. The countries Lebanon, Laos, Djibouti and 

Ethiopia are known to have largely ceased repayments. The figures for the countries in italics are based on our own 
estimates.

Source: Own presentation based on data from the World Bank's 
International Debt Statistics (2024) and IMF country reports. 
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in this region, have a heavy or very heavy debt 
burden. Only 11 countries in sub-Saharan Afri-
ca are not considered to be at risk in terms of 
public external debt. These include Botswana, 
which has never experienced external debt 
problems since gaining independence, and 
Somalia, whose external debt was extensively 
cancelled in 2023 as one of the last countries to 
benefit from the HIPC Initiative.14 Between 2025 
and 2027, five of the 11 countries (Eswatini, Mali, 
Seychelles, Somalia, South Africa) will have to 
pay an average of over 9% of their government 
revenue to external creditors, which is just be-
low the 10% threshold considered to be a hea-
vy burden. 

In South and Central America, around half of all 
countries are heavily or very heavily burdened 
by debt servicing obligations to external credi-
tors. In addition to Suriname, which even after 
debt restructuring still has to spend around 
18% of its public revenue on external debt ser-
vicing, seven other countries are very heavily 
burdened.  These include Belize, Barbados, the 
Dominican Republic, Jamaica, Paraguay, El Sal-
vador and St. Vincent and the Grenadines.

In South Asia and Southeast Asia, around 42% 
of the countries surveyed are heavily or very 
heavily burdened. All six countries with very 
heavy debt burdens will have to make unusual-
ly high debt service payments averaging over 
20% over the next three years. These include 

Pakistan, which has long avoided restructuring 
only by repeatedly securing new bridging lo-
ans, including from the IMF (see ‘New solutions 
– old habits?’, from page 32). 

In Southwest Asia and North Africa (referred to 
as the Middle East in previous Global Sovereign 
Debt Monitors) and in Central and East Asia, 
around 30% of the countries surveyed are hea-
vily or very heavily burdened. 

In North America, no risk of an external public 
debt crisis can be identified for the United Sta-
tes and Canada. In Europe, the situation can be 
assessed as non-critical in a good 70% or 35 of 
the 48 countries surveyed. These include all EU 
Member States except Greece, Croatia and Bel-
gium. North Macedonia and Montenegro are the 
only countries in Europe that are rated as very 
heavily burdened. 

In Australia and Oceania, no risk can be iden-
tified for more than half of the countries sur-
veyed.  Papua New Guinea’s national budget is 
heavily burdened by external debt servicing, 
and a risk of burden can be identified for the 
three island states of Fiji, Palau and Samoa. In 
Palau in particular, external debt is already very 
high in relation to GDP and export revenues.

1.7. External official debt by income category
Examining the burden according to the World 
Bank’s income categories reveals that high-in-

Fig. 3: Public external debt by world region (in %)
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come countries almost always remain immu-
ne to external public debt crises (see Figure 
4).  The few high-income countries that devi-
ate from this pattern tend to be small island 
and low-lying coastal states.  The World Bank 
classifies these countries as high-income due 
to their relatively small populations and com-
paratively high revenues from tourism, offsho-
re services or trade in natural resources. Ho-
wever, their dependence on a few sectors and 
their vulnerability to external shocks such as 
natural disasters make them particularly vul-
nerable. Barbados, is the only high-income 
country where external debt servicing places a 
very heavy burden on the national budget. In 
Antigua and Barbuda, Panama and Palau, a risk 
of burden can be identified.

Apart from the island and coastal states men-
tioned above, Andorra is the only high-income 
country classified as having a heavy debt bur-
den. Over the next three years, the country will 
have to spend an average of 12.7% of its gover-
nment revenue on interest and principal pay-
ments to external creditors. This is almost en-
tirely due to a EUR 500 million bond maturing in 
2027, which represents more than 30% of Andor-
ra’s expected government revenue this year. 
The bond bears interest at 1.25%, which is well 
below Andorra’s average growth rate. Andor-
ra’s total external public debt is denominated 
in euro.  Although Andorra uses the euro as its 
national currency, we classify it as a foreign cur-

rency for Andorra according to the methodology 
used in this Global Sovereign Debt Monitor, as 
the country is not a member of the European 
Monetary Union and therefore has no influence 
on the monetary policy of the euro area; should 
refinancing become a problem, Andorra would 
have no sovereign monetary policy options to 
facilitate refinancing. However, Andorra’s gover-
nment bonds are currently trading at favourab-
le prices, suggesting that Andorra is unlikely 
to have any difficulty refinancing the maturing 
bond by borrowing again at continued low in-
terest rates. Although Andorra is classified as 
heavily burdened according to the standardised 
methodology, a more detailed analysis reveals 
no signs of an impending external debt crisis.

It is low-income and lower-middle-income 
countries that are most at risk of falling into an 
external debt crisis. The government revenues 
of more than 60% of these countries are heavily 
or very heavily burdened by interest and prin-
cipal payments to external creditors. In both 
groups of countries, fewer than a quarter can be 
identified as not at risk of falling into an exter-
nal debt crisis. 

However, high middle-income countries should 
not be overlooked, as almost half of these coun-
tries are also classified as having heavy or very 
heavy debt burden. This includes a particularly 
large number of countries in Central and South 
America, such as Belize, Paraguay and El Sal-

Fig. 4: Public external debt by income category (in %)
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vador (very heavy debt burden) and Colombia, 
Costa Rica and Ecuador (heavy debt burden). 

1.8. The specific vulnerability of countries in 
the Global South
The analysis clearly shows that countries in 
the Global South are particularly at risk of fal-
ling into an external public debt crisis. Howe-
ver, this is not because countries in the Global 
South are taking on more debt – and suppo-
sedly acting more irresponsibly – than coun-
tries in the Global North. 

As Figure 5 illustrates, the average public debt 
in countries in the Global North exceeds 70% 
of GDP, whereas in countries in the Global 
South it stands at just under 60%.15 In the Glo-
bal North, however, almost 70% of outstanding 
public debt is held by citizens and (financial) 
institutions within the country. Repayments 
therefore remain within the country, meaning 
that funds are more likely to be spent and ta-
xed domestically in the future, with no trans-
fer of wealth to other countries taking place. In 
addition, debtor nations have more extensive 
options for persuading domestic creditors to 
refinance their debts when they fall due. Apart 
from monetary policy options, which are dis-
cussed below, these include regulatory provi-
sions that encourage domestic financial insti-
tutions to hold government bonds. In countries 
of the Global South, however, only around 40% 
of outstanding public debt is held domestical-
ly on average, resulting in a disproportionately 
high transfer of wealth abroad and making re-
financing more difficult. 
 
Further, in countries of the Global North, the 
majority of debt held by external actors is de-
nominated in the debtor nation’s currency. In 
countries of the Global South, however, almost 
90% of external debt is denominated in foreign 
currency – particularly in US dollars. This re-
sults in pressure to increase export earnings 
as one of the major counter-financing sources. 
Debtor nations also bear the exchange rate risk 
and their central banks cannot act as “lenders 
of last resort" or indirectly facilitate the refi-
nancing of government debt through monetary 
policy measures (see Box 3, on page 13).16 

Section 2: Global crisis dynamics

The previous section analysed the burden of 
external debt on public budgets. However, it 
depends on more than just the debt burden, 
whether an external public debt crisis will occur. 
In addition to country-specific aspects, global 
dynamics play a particularly decisive role: his-
tory has shown time and again that payments to 
official creditors have been suspended in recur-
ring cycles over the past 200 years.17 These cycles 
are largely determined by dynamics in the Global 
North – or the economic centres of the particu-
lar era. Interest rates and commodity prices, and 
thus investors’ interest in exporting capital to the 
periphery, play a particularly important role here.  

Following the credit boom of the early 2010s, refi-
nancing options for countries in the Global South 
deteriorated further with the collapse of com-
modity prices in 2015, and then noticeably amid 
multiple crises from 2020 onwards. 
The interest rate turnaround initiated by the US 

Fig. 5: The specific vulnerability of countries in 
the Global South
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from 2022 onwards led to a further increase in 
the cost of borrowing. According to research by 
OECD, yields on US government bonds have risen 
more sharply and rapidly since 2022 than at any 
time since at least 1994.18  In many industrialised 
countries, the cost of borrowing for long-term 
bonds is at its highest level in 15 years. As a re-
sult, it has become disproportionally expensive 
for countries in the Global North to refinance 
maturing government bonds. 

Borrowing costs in the Global North, and espe-
cially in the US, act as implicit key interest rates 
for lending to countries in the Global South. 

Due to regressive monetary policies, refinan-
cing conditions for countries in the Global South 
have deteriorated further in recent years; while 
countries in the Global South paid an average of 
4% interest on new government bonds in 2020, 
this figure rose to 6% in 2024 – and to almost 8% 
for countries in sub-Saharan Africa.19 

Fourteen countries issued government bonds 
denominated in US dollars at interest rates 
of over 8% in 2023 and 2024.20 These included 
Angola, Benin, Cameroon, Côte d'Ivoire, Kenya, 
Nigeria, Senegal and Mongolia, all of which are 
already deemed to have heavily burdened nati-
onal budgets by external debt servicing in this 
Global Sovereign Debt Monitor.21  

Borrowing at such high interest rates delays the 
resolution of debt crises instead of overcoming 
them in the long term by comprehensively can-
celling external debt.

Regardless of the interest rates on newly is-
sued bonds, it is simply no longer possible for 
many countries to refinance themselves on the 
capital market. Moreover, countries in the Glo-
bal South are affected by more than just the in-
crease in nominal interest rates. They also face 
an increasing real burden because the United 
States’ restrictive monetary policy has led to 
a devaluation of their currencies. As described 
above, this means that they bear the exchan-
ge rate risk if they have external currency debt 
(see Box 3). 
The current combination of high interest rates, 

weak economic recovery and growing geopoli-
tical tensions suggests that refinancing condi-
tions are unlikely to improve for many countries 
in the Global South in the medium term. 

Strategies for greater monetary sovereignty 
and new dependencies
Governments in countries in the Global South 
have learned from past crises and introduced a 
series of measures to reduce their dependence 
on the mentioned dynamics. For instance, many 
countries have built up high foreign exchange 
reserves to protect themselves against exch-
ange rate fluctuations. In particular, countries 
in Central and South America have deliberately 
and, in some cases very successfully, reduced 
their foreign currency debt, shifting towards 
domestic debt and debt denominated in dome-
stic currency. Brazil, for example, owes around 
90% of its debt to domestic creditors, while Ar-
gentina’s domestic debt stands at just under 
80%. Furthermore, in Brazil, 60% of the debt 
held by external creditors is denominated in 
Brazilian real.

However, such measures at the national level 
can only counteract the existing asymmetries 
in the international financial system to a cer-
tain extent. They also come at a price.  Building 
up high foreign exchange reserves comes at the 
expense of urgently needed government spen-
ding. It also means that countries in the Global 
South hold a large proportion of their assets in 
unprofitable investments – primarily low-yield 
government bonds from countries in the Global 
North, especially the United States – thereby 
helping to enable their favourable debt levels. 
Countries such as Argentina and Brazil, which 
have borrowed more in their domestic curren-
cies in recent years, have had to pay signifi-
cantly higher interest rates and accept shorter 
maturities – reducing the anticipated benefits 
of this change considerably. Most importantly, 
as soft currency countries, they have almost no 
ability to use their monetary policy to influence 
the terms of their own borrowing to their ad-
vantage, especially given the liberalisation of 
international capital movements. Unlike hard 
currency countries, they remain heavily depen-
dent on global dynamics over which they have 



no influence, even with domestic currency 
debt. The OECD report shows that the interest 
rate turnaround originating in the US in 2022 
has also led to a deterioration in the conditions 
under which countries in the Global South can 
borrow in their domestic currencies. Due to the 
shorter maturities of domestic debt, such fluc-
tuations have an even faster impact on budgets. 
In a number of countries, this is severly limiting 
their fiscal space.22  

The limited positive effect of switching to do-
mestic currency debt can be explained by the 
way in which this change is being pursued – pus-
hed by the IMF, the World Bank, the G20 and, in 
a prominent role, Germany23: namely through 
the promotion of local currency bond markets 
(LCBMs) in debtor nations. The intention behind 
the creation of LCBMs was to provide internatio-
nal investors with attractive investment options 
and to improve sales opportunities for compa-
nies from the Global North. However, critical 
voices have long warned that this will neither 
significantly reduce dependence on global capi-
tal movements nor the need to generate foreign 
exchange earnings through increased exports.24 
Furthermore, the goal to attract sufficient long-
term foreign investment to promote a more sus-
tainable economy is far from being achieved. 

On the contrary, the creation of LCBM requires 
a restructuring of the domestic (financial) eco-
nomy and public finances. This not only makes it 
harder to move away from a harmful export-ori-
ented economic model, but also encourages 
the privatisation and commodification of social 
services.25 At the same time, it becomes more 
challenging to find alternative means of achie-
ving greater monetary sovereignty. For instan-
ce, instruments of financial repression such as 
restrictions on capital movements, which many 
Western European countries successfully em-
ployed to reduce their high debt levels in the 
decades following the Second World War, con-
flict with the structural prerequisites for estab-
lishing LCBMs as advocated by the IMF, the Wor-
ld Bank, and the G20 countries.

Conclusion
This analysis shows: countries in the Global South 
are particularly at risk of falling into an external 

public debt crisis. In at least 47 countries, the 
burden of debt servicing to external creditors on 
public budgets is so heavy that an acute debt cri-
sis is to be expected, especially when combined 
with unfavourable refinancing conditions.

In a further 28 countries, high interest and prin-
cipal payments to external creditors significant-
ly restrict fiscal policy options. The financing of 
public services, social infrastructure and climate 
and environmental protection measures is also 
likely to be seriously jeopardised in these coun-
tries.

Countries in sub-Saharan Africa and those 
classified as low- or lower-middle-income are 
particularly hard hit. However, countries with 
high-middle incomes – especially in Central and 
South America – are also highly vulnerable and 
should not be overlooked in debt resolution de-
bates. 

This vulnerability is not due to the fact that coun-
tries in the Global South are more heavily indeb-
ted than those in the Global North. Rather, it is 
linked to the fact that a large proportion of their 
debt is held by external creditors and denomi-
nated in foreign currencies. Their currencies’ 
weaker position in the international currency 
hierarchy also significantly contributes to their 
vulnerability to crises. Such structural asymmet-
ries cannot be overcome by national policies alo-
ne; comprehensive reform of the international 
debt and financial architecture is necessary. 

An important policy would be the establishment 
of an effective and fair mechanism for restruc-
turing sovereign debt under the auspices of the 
United Nations. This mechanism must allow for 
the unconditional cancellation of unsustainable 
and illegitimate debt, while ensuring the equal 
participation of all creditors.

Even though the analysis focuses on debt servi-
cing over the next three years, debt restructuring 
negotiations must take a long-term approach. 
Granting short-term relief through payment de-
ferrals is not enough. Instead, a real reduction 
in debt is needed to overcome long-term depen-
dencies. 
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Box: Methodology – ‘Global external debt burden’

In 2025, the methodology of the Global Sovereign Debt Monitor was fundamentally revised to place greater emphasis on 
the risks associated with public external debt (see Box 1, p. 9). From now on, two risk factors are assessed that can lead to a 
public external debt crisis.
 

 In a quantitative analysis, the public external debt burden of the individual countries around the world is examined. The 
methodology used for this analysis is explained in this box.  

 Additionally, a qualitative consideration of global crisis dynamics is presented in the article ‘Global external debt burden’. 
The quantitative, country-based analysis is complemented by this global dimension because public external debt crises are 
not caused solely by the debt burdens of individual countries. In addition to country-specific aspects, global dynamics – 
such as commodity prices, interest rates and capital flows – play a crucial role. 

Debt indicators of the quantitative analysis 

Categories for analysing the public external debt burden

The national budget is very heavily burdened if:

•	 the average public external debt service over the next three years (2025-2027) amounts to more than 15% of govern-
ment revenues; 

•	 AND more than 50% of public external debt is denominated in foreign currency OR the debtor nation has a weak 
currency. 

 
The national budget is heavily burdened if: 

•	 the average public external debt service over the next three years (2025-2027) amounts to more than 10% of govern-
ment revenues;  

•	 AND more than 50% of public external debt is denominated in foreign currency OR the debtor nation has a weak 
currency.   

There is a risk of debt burden if: 

•	 the average public external debt service over the next three years (2025-2027) amounts to less than 10% of govern-
ment revenues; 

•	 AND public external debt amounts to more than 40% of the gross national income OR public external debt amounts 
to more than 150% of annual export revenues OR the IMF identifies the external debt situation as unsustainable;

•	 AND more than 50% of public external debt is denominated in foreign currency OR the debtor nation has a weak 
currency. 

The external debt situation is ambiguous if:  
 
•	 at least one of the three debt indicators exceeds the thresholds described above;
•	 AND more than 50% of public external debt is denominated in the debtor nation’s currency, BUT it is difficult to de-

termine whether the domestic currency is a weak currency or whether the debtor nation benefits from the advanta-
ges of a hard currency described above.   

There is no risk of an official external debt crisis if: 

•	 none of the three debt indicators exceeds the thresholds described above;
•	 OR more than 50% of public external debt is denominated in the debtor nation’s currency AND the debtor nation 

has a hard currency.   

Comparison with last year’s analysis
 
Besides assessing the current external debt burden, a comparison with last year’s analysis is conducted for (very) highly 
burdened countries as well as for countries with a risk of debt burden (see arrows on the map inside the front cover of 
this Global Sovereign Debt Monitor). 

	 The burden (on the national budget) has increased if the external debt situation has deteriorated by at least one 
category – for example from heavily burdened to very heavily burdened;
OR if it is still described with the same category, but the majority of the three debt indicators has deteriorated by at least 
10%.  

	 The burden (on the national budget) has decreased if the external debt situation has improved by at least one 
category – for example from heavily burdened to risk of debt burden;
OR if it is still described with the same category, but the majority of the three debt indicators has improved by at least 
10%.  

	 The development is described as showing no significant change if the current burden is still described with the 
same category and the majority of the three debt indicators has neither improved nor deteriorated by 10%.

 public external debt service

annual government revenues

Indicates whether interest and principal payment obligations to external creditors 
limit a country's fiscal space for public investment and essential spending.
The indicator shows the percentage of the national budget used for external debt 
servicing. It takes the due date and any interests into account. For the analysis in 
the Global Sovereign Debt Monitor, the average value from three years is assessed to 
mitigate the impact of annual fluctuations.

public external debt

gross domestic product or gross 
national income

Measures the relation of the entirety of outstanding public external debt to the 
total annual economic output of a country.
This indicator can be used as an early warning indicator to point out possible ex-
ternal debt issues in relation to the economy’s overall productivity.

public external debt

export  revenue

Shows how well a country is able to service its debts from export revenues.
This indicator can also be used as an early warning indicator to point out possible 
public external debt issues in relation to export earnings. The indicator is parti-
cularly informative when a large proportion of external debt is denominated in 
foreign currency, as export earnings are then one of the most important means of 
counter-financing. 

Currency denomination and currency position in the international currency hierarchy

In addition to the three debt indicators above, the assessment of the external debt situation also looks into the proportion 
of outstanding debt to external creditors denominated in foreign currency. Foreign currency-denominated debt creates pres-
sure to increase export earnings as one of the major means of counter-financing. In addition, the debtor nation also bears 
the exchange rate risk. Moreover, the debtor nation’s central bank can neither act as a “lender of last resort” nor indirectly 
facilitate the refinancing of sovereign debt through monetary policy measures (see erlassjahr.de (2021): ‘Handbuch: Von 
Gläubigern und Schuldnern – Informationen und Lösungsideen zur Schuldenkrise im Globalen Süden’, p. 13 and 26).  
 
Consideration is also given to whether the debtor nation has a hard or weak currency (see table on the inside back cover 
of this Global Sovereign Debt Monitor). Although debt denominated in domestic currency does not create the same export 
pressure as foreign-currency debt in countries with weak currencies, monetary policy options to influence refinancing condi-
tions remain far more limited than in countries with hard currencies.
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