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THE DEBT BURDEN:
A CRISIS THAT CRUSHES
PUBLIC SPENDING IN LAC

The new debt crisis facing developing countries is the most severe ever recorded and
has been building over the past decades, beginning with the global financial crisis of
2008-09, the volatility of commodity prices, and exacerbated by the COVID-19 pandemic,

which left many countries with fiscal challenges that had to be addressed through
borrowing. This was followed by rising interest rates, exchange rate, and increasing food
prices. All of this threatens the achievement of development goals and the availability of
resources needed to tackle climate challenges.

The issue of debt sustainability and the way the financial system is organised is being
raised in various international forums as a call to action for leaders to act on the matter and
to avoid further setbacks in the progress made within the framework of the 2030 Agenda.
UNCTAD, for instance, points out that In 2023, a historic record of $97 trillion in global
public debt has been reached, although the majority of this debt (70 % of the total) belongs
to so-called 'developed' countries, it is the developing countries that have seen the most
significant increase in their debt in recent years and that must pay more in debt
amortization and interest relative to their available resources. According to the United
Nations, 3.3 billion people live in countries where more is spent on interest payments than
on education or health. Moreover, borrowing costs for developing countries can be up to 12
times higher than for developed nations. In 2022, developing countries paid a total of $365
billion to their external creditors, equivalent to 6.3 % of their export revenues, a figure much
higher than what they received in loans that year (UNCTAD, 2024)1.

The Perspective from Civil Society

Civil society is raising the alarm about the critical debt situation, not only as a liquidi-
ty issue that affects the ability of Global South countries to meet their financial obligations
but also as a warning of a widespread solvency problem in the medium term if immediate
action is not taken. This poses a tangible threat to the already severely limited fiscal space
of our countries and makes it impossible for many of them from fulfilling their obligation
to provide basic public services and uphold people's rights.

1 https://unctad.org/publication/world-of-debt
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A recently released report by Norwegian Church Aid?2 , authored by Matthew Martin
and David Waddock, presents updated data on the situation of Global South countries in a
context where debt is placing increasing pressure on public budgets. The report highlights
that virtually all developing countries are currently facing alarmingly excessive debt
burdens, with debt service payments (both external and domestic) consuming an average
of 42 % of their budget revenues- reaching 53 % in the lowest-income countries -
displacing spending in critical areas such as education and health, and in many cases
exceeding total social spending3.

Furthermore, conditions have worsened, as 116 out of 151 developing countries assessed
have a total debt service (DS)* ratio to tax revenues exceeding 15 %, while 2 more countries
have a debt-to-GDP ratio that exceeds 60 %, thresholds above which a country is considered
to be in debt distress. Only 33 countries (22 % of the total) are not experiencing debt
problems. Additionally, debt service exceeds 20 % of revenues in 95 countries and 20 % of
spending in 88 countries. Additionally, debt service exceeds total social spending in 33
countries, spending on education in 104 countries, health spending in 116 countries,
social protection spending in 107 countries, and climate-related expenditures in 38 out
of 42 analyzed countries. Other important data presented in the document indicate that
debt service exceeds total social spending (education + health + social protection) on
average across all countries, while for countries that are currently in default or seeking debt
relief, it is 2.5 times greater than social spending.

Debt Service vs. Social Spending in Developing Countries, 2024

Number of countries where debt service Number of Times Debt Service
exceeds social spending Exceeds Social Spending
Total Social 33 Total Social 11
Spending Spending
Social Protection 107 Social Protection n
Health ne Health 4.2
Education 104 Education 2.7
0O 20 40 660 80 100 120 (0] 2 4 6 8 10 12

Source: Original compilation based on data from Debt Service Watch 2024

2 https://www.kirkensnodhjelp.no/contentassets/c1403acd5da84d39a120090004899173/ferdig-time-for-a-nordic-initative-lowres.pdf
3 Total social spending includes expenditures on education, health, and social protection.
4Total debt service includes amortization and interest payments on both domestic and external public debt.
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The composition of public debt and creditors has also undergone changes in recent
years for developing countries. As a result, domestic debt has increased significantly, and
in 65 % of countries, more is spent on servicing domestic debt than external debt, due to the
higher interest rates associated with domestic borrowing. Similarly, the share of private
creditors through international bond markets and countries like China has also increased
rapidly. In low-income and lower-middle-income countries, however, multilateral creditors
(such as the World Bank) remain the most significant creditors, holding 46 % of the debt.

Looking at the Latin American region

Debt-related issues are not limited to low-income countries, as middle-income countries,
including those in Latin America and the Caribbean, are also experiencing a complex
financial situation which is exacerbated by the inability to access concessional and
non-repayable financing that would allow for a quicker recovery because of their
classification as non-poor countries, based on per capita income, which hides the existing
inequalities. Additionally, the reluctance of governments to risk losing positions in
international credit ratings plays a role, as they do not acknowledge financial problems to
maintain their status. This is linked to the pressure exerted by a handful of rating agencies,
whose assessments influence the prospects of sovereign countries. Despite this, some
proposals from certain sectors continue to view financial markets as the solution to the
need for financing.

The experience of past events and the figures presented demonstrate that
market-based solutions (such as bonds and other financial instruments) are not the best
option for our economies, especially for those still dependent on raw materials and subject
to a range of vulnerabilities: social, economic, environmental, and climatic, among others.

We have already discussed the higher financial cost affecting developing countries,
which have seen their public debt, both external and domestic, increase, allocating more
resources to servicing this debt. UNCTAD points out that the cost of borrowing, measured by
bond yields in international markets, averages 7.7 % for Latin America and the Caribbean,
with some countries paying rates as high as 25 %, such as Argentina, or 22 % in the case of El
Salvador, while for the United States, the rate is 2.5 %, and for Germany, 0.8 %°.

Another important indicator is the external debt-to-exports ratio, where the
Latin American and Caribbean region recorded the highest ratio in 2023, at 158 %, compared
to an average of 124 % for the developing worlds.

s https://Junctad.org/publication/world-of-debt/regional-stories
6 World Economic Outlook database: April 2024. https://Awww.imf.org/en/Publications/WEO/weo-database/2024/April
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Additionally, the share of private creditors has been increasing, including bondholders,
banks, and others. By 2022, 73 % of the region's external debt was held by private creditors,
compared to 61 % for developing countries (UNCTAD, 2024)7.

The report by Martin and Waddock (2024) places the Latin American region as the most
indebted in the Global South in recent years, with an average public debt-to-GDP ratio of 68 %
in 2019, a figure significantly above the average for developing countries (54 % of GDP), which
has deteriorated further in the subsequent years due to the pandemic.

However, a more precise indicator than the debt stock burden on the economy is the
weight of debt servicing on the public budget, since, as has already been seen, it drastically
reduces the fiscal space of economies by absorbing significant portions of budgetary
revenues and GDP, thereby displacing essential spending needed to achieve the SDGs and
address multiple crises.

According to the calculations based on the Debt Service Watch, the total debt service
in 2024 is projected to average 42 % of budget revenues (excluding donations) in emerging
and developing econo mies, while for Latin America and the Caribbean, this ratio stands at an
average of 35.1 %, higher than the 31.4 % observed in the previous report (Martin and Waddock,
2023)8. There are 32 developing countries with a relatively higher debt service burden
compared to fiscal revenues (equal to or greater than 60 %), of which 4 are in Latin America
and the Caribbean: The Bahamas, Saint Lucia, Costa Rica, and Barbados (see chart). The
remaining countries are in Sub-Saharan Africa (15), Asia (10), the Middle East and North Africa
(3), and Europe (1).

7 https://Junctad.org/system/files/official-document/osgttinf2024d1_en.pdf
8 https://www.kirkensnodhjelp.no/contentassets/c1403acd5da84d39a120090004899173/report_summary_newdebtcrisis_digital.pdf
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Debt service as a percentage of revenues and GDP for Latin America and the
Caribbean, 2024 (%).
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As can be seen in the previous graph, there are 11 countries that are above the regional
average, including countries like the Dominican Republic (36 %), Brazil (42 %), and Mexico (54
%). Regarding the weight of debt service relative to the size of the economy, there are 8
countries where debt service exceeds 10 % of GDP (Bahamas, St. Lucia, Barbados, St. Kitts
and Nevis, Brazil, Jamaica, Costa Rica, and Antigua and Barbuda), as illustrated in the same

graph. The average in the region is 8.4 % of GDP.

Similarly, in the case of the Comparison of debt service with total public expenditure,
in Latin America and the Caribbean, an average of 35 % of expenditures will go towards debt
service payments in 2024, while for developing countries as a whole, the figure is 41.6 %. This
ratio has been worsening for developing countries in recent years, as in 2022, LAC allocated
27 % of its expenditures to debt payments, and developing countries allocated 25 %. In 2023,
this figure slightly decreased to 26.5 % for LAC and increased to 295 % for the overall

developing world (see the following graph).
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Proportion of Debt Service Payments Relative to Total Expenditure, 2022-2024 (%)
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Source: Reports based on Debt Service Watch from 2022 to 2024.

Regarding social spending, debt service exceeds social spending for developing
countries, representing 109 % in 2024. Low-income countries spend 130 % of their social
expenditure, while upper-middle-income countries spend 67 %. These figures have
worsened compared to the previous year, when they were 114 % and 50 %, respectively, for
2023.

At the sectoral level, in Latin America and the Caribbean, this year debt service
payments will be equivalent to 227 % of education spending, 268 % of health spending, and
also 268 % of social protection spending. These proportions have worsened compared to the
previous year for education and health spending, which were 202 % and 228 %, respectively,
while for social protection, it was 274 % in 2023. Regarding climate issues, this year
developing countries will pay 54 times what they spend on climate-related issues, while for
LAC, it will be 8 times.
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Proportion of debt service payments relative to spending on education, health,
social protection, and climate, 2022-2024 (%)
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Source: reports based on Debt Service Watch from 2022 to 2024

What measures can be proposed?

After these figures are observed, it is clear that priority is given to meeting financial
obligations in order to stay on a path of “fiscal sustainability,” understood as the ability of a
sovereign state to meet its scheduled debt commitments. When debt payments take
precedence over the obligations that states have regarding rights, austerity measures begin
to be implemented. These measures involve cuts to social spending, which affects the
provision of essential services for the population, including the necessary and urgent
funding for policies that benefit women in terms of combating violence and care systems.

In general, what is paid for debt service in developing economies is 8.4 % of GDP (8.8%
for the poorest countries, while many of our countries fail to meet the minimum established
by international standards for spending on health or education: 6 % of GDP for each case.
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The global and regional aggregated data presented also conceal a range of
differences that place certain countries in a highly vulnerable situation. Debt service will
continue to exceed 15% of public spending in the coming years (through 2030 and beyond)
in 91 countries, highlighting that for the vast majority of countries, this is not just a
temporary liquidity crisis and cannot be resolved with the parameters set by initiatives
such as the G20's Debt Service Suspension Initiative (DSSI) or the Common Framework
beyond the DSSI.

Countries such as Argentina, Bolivia, Brazil, Colombia, Costa Rica, Ecuador, El Salvador,
Nicaragua, Guatemala, Honduras, Mexico, Peru, Uruguay, and Venezuela are facing liquidity?
problems, despite the fact that almost all of them have participated in past debt relief
initiatives, such as the Heavily Indebted Poor Countries (HIPC) Initiative or the Brady Plan'™.
It is estimated that they are now paying more than they did during the years when these
measures were implemented. For example, higher-income and more indebted Latin
American countries currently spend an average of 11 % of their GDP on debt service,
compared to only 10 % of GDP in the 1980s before the Brady Plan reduced their debt.

For this reason, urgent and drastic measures must be taken to reduce debt levels in
both low-income and middle-income countries; however, without the risk of these issues
reappearing in future years. This must be based on an assessment of their financing needs
and involve all significant creditors to promote an equitable distribution of the burden
among them.

The current financing for developing countries presents problems not only in its
magnitude, as it remains largely insufficient, but also because it arrives late and in the form
of loans, which increases the debt burden of the recipient countries and the conditions
attached to them.

9 Countries with liquidity problems are understood to be those that have a debt service level equal to or greater than 15% of tax revenues.

10 The Brady Plan was a strategy adopted between 1989 and the early 1990s, spearheaded by then U.S. Treasury Secretary Nicholas Brady, to
restructure the debt incurred by developing countries with commercial banks in the context of what became known as the Latin American
debt crisis.
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A debt reduction for countries that have a higher burden of debt service in their
budgets would be more beneficial than any new aid that may arrive, as relief is
provided immediately, offers predictable long-term financing, and is integrated into
national planning.

The report by Martin and Waddock proposes a more effective and equitable
mechanism for debt reduction, based on a series of principles aimed at maximizing
access to affordable financing for all countries in need, regardless of their income level,
aligning debt sustainability with the financing needs for sustainable development
and climate adaptation. The implementation of a multilateral framework for debt
relief that is quick and automatic should be pursued to avoid uncertainties, including all
creditors and prioritising the interests of debtors over those of creditors, for both low- and
middle-income countries. It is essential to promote transparency and accountability, and
to legally protect debtors against harmful practices. Additionally, the creation of a
comprehensive support architecture within the United Nations and the
strengthening of the capacities of debtor countries to lead negotiations is suggested.
Finally, the provision of new quality financing must include highly concessional funds,
progressive taxes, and regular allocations of Special Drawing Rights.

The proposed recommendations require coordinated global action and political will
from countries involved in multilateral negotiations, such as the financing for development
processes within the United Nations, where agreements must be reached to advance the
reform of the international financial architecture.

Global civil society organizations are calling on officials and representatives from
countries around the world to reform the debt architecture in a multilateral space where
countries from the Global South have participation in the global debt rules, including a
more comprehensive debt relief complemented by concessional financing; highlighting
the importance of discussing this within the framework of the process leading to the Fourth
United Nations Conference on Financing for Development, FfD4, which will take place in
Seville, Spain, in 2025.

#LifeOverDebt | #CancelTheDebt @ #DebtCrisis
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