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I. INTRODUCTION

1.
This report reviews the external debt situation in Asian
developing countries (ADCs) at the end of 1986, the latest year, for
which comprehensive data are available.1 As in the 1985 survey, this
study relies on two sources of external debt data of developing
countries: the World Bank and the Organization for Economic Cooperation
and Development (OECD).2
2.
Section II of this paper briefly reviews the main features
of changes in the global external debt situation of developing
countries in 1986.
Section III analyzes the changes in the external
debt of ADCs as a total and by country groups. Section IV examines the
specific debt situation in individual borrowing ADCs. Section V
highlights major findings of the study. Some supporting statistical
tables are given as appendixes.

1

The external debt situation of ADCs in 1985 was reviewed in Jungsoo Lee and I.P. David, A Survey of
the Debt Situation in Asian Developing Countries-1985, Statistical Report Series no. 9 (Asian Development
Bank, April 1987).
2

See OECD, External Debt Statistics (Paris, 1987); OECD, Financing and External Debt of Developing
Countries, 1986 Survey (Paris, 1987) and World Bank, World Debt Tape (Washington D.C., January
1988). Also, see paragraph 11 of this survey for the differences in these two sets of data.

II. RECENT DEVELOPMENTS IN EXTERNAL DEBT OF DEVELOPING COUNTRIES

3.
The external debt of developing countries continued to
increase in 1986. According to OECD data, total debt outstanding of the
developing world increased by 9.2 per cent to $1,177 billion from
$1,078 billion (see Table 1).
The 9.2 per cent nominal increase
in external debt in 1986 was lower than the 11.4 per cent registered in
1985. As in 1985, over 50 per cent of the increase in 1986 was due to
the valuation effect of US dollar depreciation on the outstanding debt
of developing countries, while the rest of the increase was due to new
borrowing.3
4.
Among the geographical regions of the world, Latin and
Central America had the largest share of total developing countries
debt, although this share decreased to 38.1 per cent at the end of 1986
from 39.6 per cent at the end of 1985. The share of Asia is about a
quarter of total developing countries' debt and showed a slight
increase during the year.
5.
There were small changes in the share of each type of debt.
Debt owed to financial markets occupied more than 50 per cent of total
debt despite a decline in the share by 2.2 percentage points during
1986.
This change partly reflects the takeover of some guaranteed
bank claims by the official sector in the framework of debt
renegotiations. The shares of Official Development Assistance (ODA),
export credits and borrowings from multilateral institutions increased
in varying degrees (see Table 1). The share of ODA increased from 7 per
cent in 1985 to 7.6 per cent in 1986; that of export credits rose from
17.3 per cent to 18.5 per cent; and that of borrowings from
multilateral institutions increased from 10 per cent to 10.6 per cent.
6.
Reflecting the fall in international interest rates, the
average interest rate of long-term debt new commitments continued to
decline.
From the peak of 11.1 per cent per annum in 1981, average
interest rates fell for five consecutive years to reach 6.9 per cent
per annum in 1986. Furthermore, the average maturity of new commitments
increased to 16.4 years in 1986 from 15.9 years in 1985. The average
grace period, however, decreased to 5 years in 1986 from 5.4 years in
1985 (see Table 2).

3

The depreciation of the US dollar has an effect of Increasing the US
dollar value of non-US dollar denominated external debt.

III. EXTERNAL DEBT SITUATION IN ASIAN DEVELOPING COUNTRIES

9.
This section examines the external debt situation in Asian
Developing Countries (ADCs) which are grouped as Newly Industrializing
Countries (Hong Kong; Republic of Korea; Singapore; and Taipei, China);
Southeast
Asian
countries
(Indonesia,
Malaysia,
Philippines
and
Thailand); South Asian countries (Bangladesh, Burma, India, Nepal;
Pakistan and Sri Lanka) and People's Republic of China (PRC).4
10.
The analysis will make use of both World Bank data and OECD
data (see Table 4). OECD data report higher magnitude of debt than the
World Bank data mainly because the coverage of the former is broader.
OECD data combine creditor sources (essentially for transactions with
OECD creditors) and debtor sources, while the World Bank data are
mainly from debtor sources.
Unfortunately, the new series of
OECD data, which include short-term debt, start from 1982 only, while
World Bank data are available from 1970. The latter also have important
additional information on the external debt profile of developing
countries.
11.
Both OECD and World Bank data show that the growth of
external debt in ADCs slowed down in 1986 (see Table 5).5 Furthermore,
since about one half of the growth reflects the increase in the value
of non-dollar denominated debt caused by US dollar depreciation, the
actual increase in external debt was quite moderate. Among the country
groups of ADCS, PRC showed the most rapid increase, followed by the
South Asian countries and the Southeast Asian countries.
12.
About one half of external debt of ADCs is owed to
international commercial banks. Official development assistance (ODA)
and borrowings from multilateral institutions occupied about 15 per
cent each of total debt. Among multilateral borrowings, about 53 per
cent was in concessional terms, while 47 per cent was in nonconcessional terms. External debt structure of ADCs, however, varied
across country groups. Borrowing from international commercial banks
was the main type of debt in the Newly Industrializing Countries
(NICs), the Southeast Asian countries and PRC, while ODA and borrowings
from multilateral financial institutions were the main types of debt in
the South Asian countries.

4

The data for Hong Kong are not available In World Debt Tables, but
available in World Tables and in OECD source. The data for Taipei,
China are available only in OECD source.
5

OECD data show that external debt increased by 11.0 per cent in 1986
compared with 13.3 per cent in 1985.
World Bank data show that
external debt increased by 9.7 per cent in 1986 compared with 12.3 per
cent' in 1985.

13.
In the NICs, the share of borrowing from international banks
in total debt was 74 per cent in 1986, while that of ODA was only 4 per
cent (see Table 6). In the Southeast Asian countries, the share of
borrowing from international banks was 53 per cent and that of ODA was
14 per cent. In the South Asian countries, the share of borrowings from
international banks was only 18 per cent, while that of ODA and
borrowings from multilateral institutions was 30 per cent and 31 per
cent respectively of total external debt. In the PRC, 52 per cent of
total debt was from international banks while 26 per cent was from
trade claims. The share of ODA was only 11 per cent in PRC.
Among
borrowings from multilateral institutions, concessional loans were
predominant in the South Asian countries and the PRC, while in other
groups of countries non-concessional loans were more important. In
general, the South Asian countries were relatively more favored by low
cost debt compared with other country groups.
14.
Public and publicly guaranteed long-term debt was the
predominant type of debt in ADCs - 73.5 per cent of total debt in 1986
(see Table 7). This can be broken down by source, namely official
creditors and private creditors.
Official creditors, which include
multilateral as well as bilateral sources, have been an important
source of external finance in ADCS. About 41 per cent of total debt in
ADCs was from official creditors. In particular, 73 per cent of total
debt of South Asian countries was owed to official creditors, while
private creditors were more important sources in other country groups.

15.
The term structure of external debt of ADCs improved
significantly in recent years. The share of short-term debt in ADCs
continued to decline from 22.4 per cent in 1980 to 13.1 per cent in
1986. It is interesting to note that the decline in the share of shortterm debt was largely offset by the increase in the share of long-term
debt from private creditors. The term structure of external debt was
quite different across country groups. The share of short-term debt as
at the end of 1986 was around 20 per cent in the NICs and PRC, while
this share was only 5 per cent in the South Asian countries.
16.
External debt situation of ADCs assessed by various external
debt indicators continued to worsen in 1986, reflecting a more rapid
increase in debt outstanding and debt service payments than exports and
GNP. The ratio of external debt outstanding to exports increased to 120
per cent in 1986 from 117 per cent in 1985. The ratio of external debt
outstanding to GNP also increased to 30 per cent in 1986 from 28 per
cent in 1985. Both the debt service ratio and interest service ratio
rose in 1986. Debt service ratio increased to 15.2 per cent in 1986
from 14.5 per cent in 1985, while interest service ratio increased
slightly from 5.5 per cent to 5.7 per cent during the same period (See
Figure 1).6
17.
Although the external debt situation in ADCs as a whole
deteriorated in 1986, it still compares favorably with the average of
developing world.
In 1986, the ratio of debt outstanding to exports
was 120 per cent for ADCs compared with 228 per cent for all developing
countries. The ratio of debt outstanding to GNP was 30 per cent for
ADCs compared with 49 per cent for developing world. Likewise, both
debt service ratio and interest service ratio were lower in ADCs than
in all developing countries.
18.
Among the four country groups of ADCS, the debt positions of
the NICs and PRC were relatively comfortable as reflected in the low
level of their debt indicators. However, some debt indicators of the
South Asian countries and the Southeast Asian countries were even
higher than the average of developing world, indicating difficult debt
situations in these countries. For example, the ratio of debt
outstanding to GNP for the Southeast Asian countries was 64 per cent in
1986 compared with 49 per cent for the developing world and the ratio
of debt outstanding to exports for the South Asian countries was 320
per cent in 1986 compared with 228 per cent for the developing world.

6

See Appendixes 9-13 for the debt indicators of individual ADCS.

IV. EXTERNAL DEBT SITUATION IN INDIVIDUAL ASIAN
DEVELOPING COUNTRIES

22.
The previous chapter reviewed the external debt situation in
ADCs as a group, while this chapter reviews the situation in individual
ADCs. Supporting data are given in Appendix Tables 1-16.

1.

Newly industrializing countries

23.
The Republic of Korea was the largest debtor in Asia, its
debt outstanding as at the end of 1986 having been $54.4 billion
according to OECD data and $45.1 billion according to World Bank data.
The Republic of Korea, however, was able to reduce its external debt
significantly in recent years by prepaying its existing debt and
restraining new borrowing. Its external debt decreased by about $2
billion in 1986 and $9 billion in 1987. Although the Republic of Korea
relied heavily on foreign savings for its investment in the past, it
has been a net foreign investor for the last three years and is no
longer the largest debtor in Asia since 1987.7
24.
External debt was not a serious problem for other NICs.
Their external debt outstanding and debt service payments were quite
low compared with their exports, GNP and international reserves. As
they continue to experience current account surplus in recent years,
these countries are now providing more foreign capital to other
countries than they borrow.

2.

Southeast Asian countries

25.
Indonesia's debt outstanding reached $42 billion by the end
of 1986.
External debt situation in this country assessed by various
debt indicators deteriorated significantly in 1986. Debt service ratio
rose to 34.9 per cent in 1986 from 25.1 per cent in 1985 and the ratio
of debt outstanding to exports also increased to 278 per cent in 1986
from 178 per cent in 1985. The external debt outstanding of the country
increased rapidly in recent years partly due to its increasing current
account deficit caused by the decline in the value of oil exports and
partly due to the currency composition of its debt. Since about 60 per
cent of its debt is denominated in non-US dollar currencies, the US
dollar value of external debt outstanding and debt service payment
increased as the US dollar continued to depreciate. In 1987, Indonesia
is believed to have become the largest debtor among ADCS. In view of
its rather large external debt obligation, Indonesia minimized recourse
to short-term external commercial borrowing in 1987.

7

The external debt data for 1987 are not yet available, but it is most
likely that Indonesia became the largest debtor in Asia.

26.
Malaysia's
external
debt
increased
rapidly
in
1980s,
reaching $19.7 billion by the end of 1986.8 The ratio of external debt
outstanding to GNP continued to increase from 22 per cent in 1980 to 76
per cent in 1986, which is the second highest ratio - next to that of
the Philippines - among ADCs. However, the ratio of external debt
outstanding to exports was lower than that of any other Southeast Asian
countries and debt service ratio was not particularly high.9 Malaysia
continued to refinance a part of its existing debt in 1986 and 1987 in
order to reduce its future debt-servicing burden and to provide a
healthier debt profile. Furthermore, Malaysia borrowed less from abroad
and prepayed a part of existing debts. About $1 billion worth of
external debt was prepaid in 1987. In addition, the Government also
undertook measures to restructure its debt in order to limit its
exposure to any particular currency and to reduce the overall debtservicing costs.
27.
The Philippines is the only ADC which resorted to external
debt rescheduling in recent years. External debt situation of the
Philippines assessed by debt indicators is not comfortable. External
debt outstanding was more than three times its exports. Furthermore,
external debt was about 94 per cent of GDP in 1986, which was the
highest ratio among ADCs. In 1987 the Philippines reached an agreement
with commercial banks for a second rescheduling agreement for its
external debt. For converting the country's foreign debt liability into
equity, the Philippines approved a debt/equity swap program during the
year. More than 130 debt-to-equity conversions totalling $456 million
were approved in 1987.
28.
Thailand's
external
debt
increased
slowly
in
1986.
Therefore, its debt situation generally improved. The ratio of debt
outstanding to exports declined to 154 per cent in 1986 from 170 per
cent in 1985. The ratio of debt outstanding to GNP decreased to 45 per
cent from 47 per cent. Debt service ratio, however, increased slightly
to 26 per cent in 1986 from 25 per cent in 1985, partly due to the
increase in the US dollar value of debt service payments for the debt
denominated in non-US dollar major currencies. External debt situation
is estimated to have improved further in 1987 as its merchandise
exports increased by more than 30 per cent.

3.

South Asian Countries

29.
More than 90 per cent of Bangladesh's debt was from official
creditors and borrowed on concessional terms. However, its debt service
payments continued to increase more rapidly than its exports, pushing
up the debt service ratio to 25 per cent in 1986 from 8 per cent in
1980 and 18 per cent in 1985. The ratio of debt outstanding to exports
reached 729 per cent in 1986, which is the second highest ratio - next
8

This is based on World Bank data. Short-term debt is not included in this amount. OECD data show that
external debt of Malaysia was $22.9 billion as at the end of 1986.
9

Debt service ratio of Malaysia was 29.2 per cent in 1985. However, if the amount of refinancing of
existing debt were excluded, the ratio would have been 16.8 per cent. Similarly, debt service ratio was 20
per cent in 1986, but it might have been lower if the amount of refinancing, the data of which are not yet
available, were exluded.

to Burma - among ADCs. The external debt situation improved somewhat in
1987 as its exports rose by about 26 per cent.
30.
Among the South Asian countries, Burma's external debt
situation was most serious. The situation continued to deteriorate in
1986. The ratio of external debt outstanding to exports rose to 846 per
cent in 1986 from 734 per cent in 1985 and debt service ratio increased
to 56 per cent from 46 per cent.
These ratios are the highest
among ADCS. Sluggish exports are the major reason for the difficult
debt situation in this country.
31.
India's debt outstanding10 is not particularly high when
compared with its GNP, the ratio of debt outstanding to GNP having been
19 per cent in 1986.
This is relatively a low level compared with
that of other ADCS. However, its debt outstanding and debt service
payment were high when compared with its exports. The ratio of debt
outstanding to exports and debt service ratio were 276 per cent and 25
per cent respectively in 1986. An important change that occurred in
recent years in relation to the structure of external debt in India is
the substantial decline in the share of borrowing from official
creditors and the corresponding increase in the share of borrowing from
private creditors. The share of official creditors in the total long
term debt was 78 per cent in 1986 and 76 per cent in 1985 compared with
94 per cent in 1980.
32.
External debt situation of Nepal as assessed by various debt
indicators is not particularly troublesome. However, external debt of
Nepal increased rapidly in recent years: 26 per cent in 1985 and 25 per
cent in 198611.
This rapid increase in external debt in the face of
slow growing exports is a matter of some concern. Its external debt
situation is expected to have deteriorated in 1987 as it experienced a
widening trade balance deficit.
The major source of external debt
was multilateral financial institutions including the World Bank and
Asian Development Bank, which occupied 76 per cent of the total debt of
Nepal.
33.
More than 55 per cent of Pakistan's debt was borrowed from
bilateral
official creditors and about 25 per cent from multilateral
official
creditors.
The share of concessional loans in the total
public and publicly guaranteed long-term debt was 85 per cent in 1986.
Pakistan's debt grew rather slowly in 1980s, but its exports also
stagnated. Therefore, the ratio of debt outstanding to exports reached
375 per cent in 1985. This ratio decreased to 343 per cent in 1986, due
to the faster growth in its exports. Debt service ratio of Pakistan is
relatively high, but it decreased from 31.7 per cent in 1985 to 27.2
per cent in 1986. External debt situation in Pakistan improved further
in 1987 as its exports increased rapidly by about 20 per cent.
34.
Sri Lanka's external debt increased by about 16 per cent in
1985 and 15 per cent in 1986, while its exports of goods and services
decreased by 9.1 per cent in 1985 and 29 per cent in 1986 mainly due to
the decline in the prices of primary commodities.
External
debt
situation in Sri Lanka, therefore, deteriorated significantly during
10

India's debt outstanding as the end of 1986 was $41.1 billion according to World Bank data and 43.5
billion according to OECD data.
11
This is based on World Bank data. OECD data also showed similar growth trend.

1985-1986. The ratio of external debt outstanding to exports increased
to 260 per cent in 1986 from 171 per cent in 1984 and debt service
ratio increased to 18.4 per cent in 1986 from 11.6 per cent in 1984.

4.

People's Republic of China

35.
The external debt of the PRC increased rapidly since 1984,
reaching
$22.7 billion (World Bank data) at the end of 1986.12
Although its $22.7 billion debt is only 75 per cent of its exports and
8.8 per cent of its GNP, the rate at which the debt is increasing
merits attention. The structure of external debt in PRC was quite
different from that in India. The share of official creditors multilateral and bilateral - in total long-term debt was 78 per cent in
India, while it was only 40 per cent in PRC. Financial markets were the
main source of external borrowing for PRC. In 1987, the country
continued to borrow funds on a limited scale to finance its new
investment and the modernization of existing projects. At the same
time, PRC tightened approvals for foreign commercial loans and the
issuance of bonds overseas in 1987. Regulations were formulated
concerning the use and repayment of foreign loans. These regulations
were designed to facilitate collection of information about the
country's external debt as a means of controlling the size of external
borrowing, to see that the loans are used properly and efficiently, and
to ensure that borrowers will repay both principal and interest
according to the'loan agreements.

12

External debt outstanding was $26.6 billion according to OECD data.

V. HIGHLIGHTS OF FINDINGS

36.
in 1986,
11.4 per
increase
boosting

The external debt of developing world continued to increase
but its growth rate slowed down to 9.2 per cent in 1986 from
cent in 1985. It is estimated that more than one half of the
was due to the US dollar depreciation, which had the effect of
the external debt figures measured in US dollars.

37.
Although average terms of new commitments continued to
improve in 1986, several indicators show that the external debt
situation in developing world generally deteriorated in 1986, mainly
due to the decrease in the value of its exports. However, with the
recovery in the value of exports, external debt situation in the
developing world as a whole improved in 1987.
38.
The external debt position of ADCs as a whole also worsened
in 1986 as their external debt increased faster than their exports.
However, their debt situation compared favorably with the average for
the developing world. The ratio of debt outstanding to exports of ADCs
was 120 per cent compared with 228 per cent for the developing world
and debt service ratio was 15 per cent for ADCs compared with 26 per
cent for the developing world.
39.
The external debt situation in ADCs, however, varied
significantly across country groups. External debt is not a serious
concern for the NICs.
In particular, the Republic of Korea, which
used to be the largest debtor in Asia, reduced its debt substantially
in 1986-1987 as it maintained a large current account surplus. All the
NICs are now net suppliers of foreign capital.
40.
In contrast, the external debt situation was uncomfortable
in two of
the Southeast Asian countries. The debt situation
deteriorated
significantly in Indonesia due to the decline in the
value of oil exports and it remained difficult in the Philippines. The
external debt situation was less severe in Malaysia and Thailand.
41.
The external debt of South Asian countries mainly consists
of ODA and borrowings from multilateral institutions. Therefore, the
share of concessional debt in the total debt was quite high. However,
their debt burden became increasingly onerous as external debt
continued to increase more rapidly than exports and GNP for a long
period of time. In particular, the debt situations in Burma, Bangladesh
and Pakistan need careful monitoring and management.
42.
Although the external debt situation in PRC has not come to
a serious phase, the rapid increase in its external debt in recent
years was a matter of some concern. In 1987, PRC borrowed foreign
capital on a limited scale to finance its new investment and the
modernization of existing projects, but generally tightened approvals
for foreign commercial loans.
43.
In summary, the external debt situation in ADCs generally
deteriorated in 1986. However, their debt situation was less severe
than the average of developing world. Furthermore, available estimates

from various sources indicate that the debt situation in ADCs improved
significantly in 1987 as their exports increased more rapidly than
their debt outstanding and debt service payments. During 1986-1987,
ADCs also put more emphasis on the management of external debt with a
view to reducing the future debt-servicing burden and providing a
healthier debt profile.
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