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Historically, government DeM was limited to 

borrowing, recording and debt servicing

One policy goal → to ensure that government 

financing needs were met, which lead to:

 Several borrowing units (front offices)

 Several debt databases

 No systematic analysis of cost/risk in the debt portfolio (no 

middle-office function)

 Narrow scope of the legal framework; limited to borrowing 

authorization
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1980s, new approach to public management

in general

New performance & evaluation orientation

 From inputs to outputs and outcomes

 The three Es emphasized

 Clear roles and responsibilities

 Arms-length government agencies

 Enhanced accountability of the executive to parliament

 Independent SAIs 
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In the 90’s, new approach to government DeM

“The most pressing issue confronting governments is 
the need to reform the institutional arrangements 
governing debt policy, so that the technical 
expertise and experience required to manage the 
risks of external debt competently and 
transparently can be applied. Professionalism and 
accountability can best be achieved when debt 
management is assigned to an agency that is 
separate and autonomous from the political 
process.”

Cassard and Folkerts-Landau: “Sovereign Debt: Managing the Risks” (F&D December 1997)
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New definition

“Sovereign debt management is the process of 

establishing and executing a strategy for managing the 

government’s debt in order to raise the required 

amount of funding, achieve its risk and cost objectives, 

and to meet any other sovereign debt management 

goals the government may have set, such as 

developing and maintaining an efficient market for 

government securities.”

World Bank/IMF Guidelines for Public Debt Management (2001)

5



Consequently, new topics at the center

Policy goals – What are the long-term DeM objectives? 

Strategy design - How to achieve these goals? 

Depolitization and decision making - What to be decided at 
the political level, and what is best left to professional debt 
managers? 

Organizational arrangements – Do we need a designated 
debt management office, and how to set it up? 

Evaluation - How to evaluate DeM performance? 

Audit – DeM performance audit?

Regulatory changes – What legal framework is needed in 
this new environment? 
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The DeMPA Tool

Supporting public debt auditing



DeMPA tool: an overview
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Objective

• Assess public debt 
management 
performance capacity

• Monitor performance 
overtime

• Enable design of reform 
program

• Fosters donor 
harmonization based on 
common understanding 
of priorities 

Methodology coverage

• 15 Debt Performance 
Indicators (DPI)

• 35 Dimensions

• Covers six core DeM 
functions

• Complemented by a 
Guide – provides 
background material, 
rationale, indicative 
questions 

Implementation

• Assessment missions

• Performance Report

• No conditionality

• Report is released at the 
authorities’ discretion

• Demand-driven



DeMPA tool: an overview
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DPI-5: Public debt auditing
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DPI-3: The debt management strategy
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The Debt Management Strategy

12



Designing a risk management strategy

• Risk Identification 
• Application of 

methodologies/ models for 
quantifying risk

• Identification of natural 
hedges across the balance 
sheet

• Evaluate alternatives taking into account 
cost-risk trade-offs, market, and other 
constraints (e.g. macro, accounting). 

• Decide on strategy:
•Risk avoidance (policy changes)
•Risk retention
•Risk transfer to third parties

• Balance sheet strength: debt levels, net 
worth, reserves levels, other financial assets

• Long term structural factors (e.g. projected 
structural fiscal balance, demographics)

• Fiscal and financial flexibility: access to 
financing, investor base diversity, level of 
budgetary rigidities, other macro policies

• Choice of specific 
instruments

• Implement policy 
change

• Scope (e.g. central government only?)
• Time horizon
• Expression of objective function 

(follows from the “problem”)

• Evaluation of 
implementation

• Were objectives met?



Governance structure and accountability
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The Audit

Increasing focus on performance audit:

 Is there a clear structure of performance goals (debt 

management objectives)?

 Is there a process for establishing and executing a strategy 

(appropriate priorities)?

 Is there a clear distribution of responsibility between the 

different levels of authority (the principle of subsidiarity)?

 Are there controls and reporting requirements? 
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The strategy provides direction

 Specify the way the objectives and priorities for debt management will 

be met

• Express the sovereign’s preferences with regard to risk/cost 

tradeoffs 

• Express the characteristics of the desired debt portfolio

 Provide the navigation chart and mandate to the debt manager

• Key element of transparency and accountability

• Defense against ex-post criticisms

 Provide discipline and continuity to debt management
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Main topics covered in the strategy (1)

 Debt management objectives, scope, and time-horizon

• Rolling medium term plan, updated annually

 Outstanding debt and risks, and evaluation of previous year 

strategy and performance 

 Environment for debt management

• Macro economy, evolution of the borrowing requirements – link to 

the budget, Medium Term Expenditure Framework, Debt 

Sustainability Analysis etc.

• Market conditions

 Risk management framework, risk analysis and implications 

for the debt management strategy 

17



Main topics covered in the strategy (2)

 Strategy – content and specificity develops over time, for 

example:

 Broad guidelines, e.g. increase share of domestic debt, 

extend maturities of domestic debt, etc.

 Ranges for risk exposure indicators, e.g. Average Time 

to Maturity between 3.0 and 3.5 years, and specific 

targets for sub-portfolios

 Less constraints allows more precision

 Activities aimed at supporting or maintaining liquid 

domestic market may be added
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Should the strategy be a public document?

 It is possible to have a formal strategy document, but for it 

to be a state secret

 There are good reasons for transparency

 Effectiveness of debt management is enhanced if the goals are 

understood and authorities are seen to make a credible 

commitment to meet them

 Accountability: the public debt portfolio poses significant risks and  

the public requires assurance that they are being well managed

 Disclosure of the borrowing program increases certainty for 

investors … and lowers the borrowing cost to the Government in 

the long-run

 Self interest of debt managers: a public strategy reduces risk of 

criticism in the future “with wisdom of hindsight”



How much transparency is appropriate?

 Emerging market borrowers frequently face the challenge of 

rapid market changes – domestic and foreign 

 What are the reputational costs of failing to adhere to a 

strategy?

• Raises the question of the level of detail a strategy can contain

 Possible approaches

• Express strategy as ranges or guidelines

• Be explicit about the need for contingent strategies

But ..need to balance flexibility with commitment and intent



The DM strategy - summary

Cost/Risk 

Analysis

Debt Management 

Strategy Development

Macroeconomic 

Framework

Debt Market

Development

Consistency/

constraints, e.g. 

sustainability

Constraints

Information on 

cost and risk

Demand

constraints

Information on 

cost and risk

Initiatives 



Cost and risk

Strategy choices usually involves cost-risk 

tradeoffs
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Developing a Strategy Means Making Choices:

What should be the financial characteristics of the 

debt?

• share of domestic versus external

• currency mix of external debt 

• share of fixed versus floating interest rate debt

• maturity profile

• share of nominal versus inflation or other index

23

It is about assessing cost-risk tradeoffs!



Objectives of Public Debt Management

Finance the government and meet servicing 
obligations

Minimize cost but subject to containing risks and/or 
over a long timeframe

May include promoting the development of the 
domestic debt market

May change infrequently – reflecting significant 
changes in a country’s situation
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From Objectives to a Strategy

Objectives typically refer to “costs and risks” – how should these be 

defined for a government debt portfolio?

“Cost” – interest payments on debt? May not be a sufficient 

measure

“Risk” – the negative effects that could arise from an undesirable 

outcome

For a government debt manager an undesirable outcome is an 

increase in the cost of debt servicing; the impact is more severe 

if this occurs when revenue is low
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What is a Medium-Term Debt Management 

Strategy?

• A MTDS is a plan that provides directions and 

benchmarks for managing the government debt 

portfolio

• A strategy for borrowing leads to the preferred debt 

composition, i.e. the preferred cost-risk trade-off, 

taking into account constraints posed by the 

economic and market environment



Motivation for a MTDS

• Why the need for a formal and explicit strategy?

– Cost-risk trade-off matters!

– Debt structures can dampen or amplify the magnitude of 
external shocks

– Improves intra-government communication

– Improves communication with creditors and markets: 
reduces uncertainty and possibly cost!

– Increases transparency and accoutablity  

• Experience shows that absence of a formal strategy can 
lead to poor choices and amplify risks



Usual tradeoffs

Commonly found cost-risk tradeoffs:

 Domestic vs external debt: cost vs FX risk

 Short vs long-term debt: cost vs refinancing risk

 Fixed vs variable rate debt: cost vs interest rate risk

Cost and risk are only fully known ex-post….

 Strategy provides ex-ante rationale and basis for auditing
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Strategic Benchmarks

Improving efficiency, accountability and 

transparency of the strategy



Definition and role of strategic benchmarks

Strategic benchmarks express debt management objectives in the form of 

manageable targets

A tool to guide debt management decisions and manage risks

• Play a key role in the control of risk

• Require the government to specify its risk tolerance and other portfolio 

preferences concerning the trade-off between expected cost and risk

A reference for assessing quantitatively the debt management performance

• Enhance accountability and transparency

• But do not capture all aspects of  debt management activity and debt managers’  

value add



The attributes of strategic benchmarks

Simplicity: clear communication of  the medium/long-term 

objectives of debt management

Applicability : should take into account macroeconomic and 

market constraints

Robustness : should not rely on too strict assumptions

Credibility : should have a good track record of performance



Characteristics of Strategic Benchmarks

Forward looking

• Future debt structures should be simulated

Derived from the cost/risk analysis and unique to each 

sovereign

Risk indicators to be used as strategic benchmarks

 Currency risk: FX / domestic

 Refinancing risk: Short term / medium-long term, average maturity, ATM, share 

of debt to be refinanced within 1 year, level of cash buffer

 Interest rate risk: Fixed / floating, ATR, duration, share of debt to be refixed

within 1 year, separate benchmark for inflation indexed
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Country Example: Brazil

From long-term objectives to daily debt 

management operations



Strategic planning process of Federal Public Debt

Objective of Federal Public Debt Management 

 

Benchmark 

Definition of Desired Long-Term FPD Structure 

 

Transition Strategy 

Medium-Term FPD Planning 

 

Annual Borrowing Plan 

Short-Term FPD Planning 

 

Debt Management Committee 

Definition of targets, Tactical Planning and Monitoring 

 



Debt Management Strategy

Decision Making Process – Schedule of the planning process
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» Each step in the process of debt planning is submitted to the Debt Management

Committee to discussion and approval.

Process Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan

Benchmark studies

MTDS - 5 years plan

ABP elaboration

ABP revisions* ** **

* Montly meetings of debt management committee

** Full revision of ABP at least twice a year (April and August)



Benchmark Debt Portfolio

Optimal Composition Provides Quantitative Guidelines

Target Range

Profile - %

Fixed Rate 45  +/- 2

Inflation Linked 35  +/- 2

Floating Rate 15  +/- 2

Exchange Rate 5  +/- 2

Maturity Structure

% Maturing in 12 months 20  +/- 2

Average Maturity 5.5 years  +/- 0.5

Indicators
Long Term Limits



Link to the short term and accountability

Annual borrowing plan: sets annual targets in accordance with the long-

term goals

Monthly committee: monitors strategy implementation vis-à-vis annual 

borrowing plan and decides upon tactical issues

Daily operations: front-office has the mandate to implement borrowing 

strategy

Annual public debt report: accountability

• reports on achievements compared to strategy and targets set for the 

year

• public report with ample distribution: legislature, auditors, investors, 

rating agencies etc
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Thank you.


