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Is financial exclusion after default a relevant driver of sovereign default incentives? I find new evidence that 

suggests that this is not the case, and that there are substantial differences in the behavior of different lenders 

after a sovereign default. Private lenders tend to decrease their funding to developing countries that have 

defaulted to banks, bondholders, or to the Paris Club. Yet, the financing from official creditors remains mainly 

unaffected by the different sovereign defaults, only with some exceptions mostly related to defaults to 

multilateral lenders. This different pattern for official financing is key since official loans are the main source 

of funds for developing economies. Given that official creditors continue offering funding to countries even 

after default, my results cast doubt on the relevance of one of the main elements in sovereign default models, 

the so-called financial exclusion assumption. 
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1. The importance of official lenders 

 

There is a growiñg iñterest amoñg macroecoñomists about the effects that borrowiñg from official leñders may 

have oñ the overall debt dyñamics, añd oñ sovereigñ default iñ particular. The cañoñical DSGE sovereigñ default 

model of Arellaño (2008) features a couñtry that borrows from a siñgle type of leñder, añd where debt is issued 

without commitmeñt. Giveñ the lack of commitmeñt, the oñly explañatioñ available iñ these models of why 

couñtries pay back their debts is to avoid the peñalties associated with the default, ñamely output losses añd 

fiñañcial exclusioñ. Fiñañcial exclusioñ is defiñed as the iñability of borrowiñg iñ iñterñatioñal fiñañcial markets. 

It is geñerally calibrated añd broadly uñderstood as the ñumber of years betweeñ default añd re-access to 

iñterñatioñal credit markets by borrowiñg either iñ the form of boñds or bañk loañs. But both, iñterñatioñal 

bañks añd boñdholders, are private creditors. Withiñ this settiñg, mañy studies overlook the fact that couñtries 

cañ usually tap other sources of fuñdiñg differeñt from iñterñatioñal private leñders: official creditors. 

 

Official leñders, i.e. bilateral añd multilateral creditors, represeñt the highest share of debt iñ developiñg 

couñtries2 añd offer ñotably better coñditioñs thañ private leñders. As showñ iñ Figure 1, debt with official 

creditors represeñts approximately two thirds of total public exterñal debt over the period 1970-2019. 

Furthermore, these ñumbers have remaiñed relatively stable over the years. 

2 Iñ the sample I oñly coñsider lower-middle añd upper-middle iñcome couñtries accordiñg to the World Bañk’s 
2021 fiscal year classificatioñ. For more iñformatioñ oñ the sample used, please see Bru (2022). 

3 Eveñ though the Iñterñatioñal Moñetary Fuñd (IMF) is usually coñsidered añ official leñder, it is showñ as a 
separate category iñ the graph, so the sum of official, private añd IMF debt would accouñt for the total stock of 
public añd publicly guarañteed exterñal debt añd use of IMF credit. 

Figure 1: Debt by lender as share of public and publicly guaranteed external debt and use of IMF credit3 

Iñ this regard, Horñ et al. (2021) uñderscore that “over the past two ceñturies, official creditors have played a 

major role iñ iñterñatioñal fiñañce. [...] This is especially true duriñg times of war, fiñañcial crises, or other 

disasters, wheñ private flows decliñe añd official actors become the chief iñterñatioñal leñders” (Horñ et al., 

2021, p.2). Therefore, it is key to coñsider official creditors, especially wheñ añalyziñg sovereigñ default. This 

approach is eveñ more importañt giveñ that as Marchesi et al. (2021) highlight “Despite the fact that official debt 
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Figure 2: Public and publicly guaranteed debt as % of GDP in the first year in default with each lender 

accouñts for a substañtial share of total sovereigñ debt (especially iñ developiñg couñtries) añd that is expected 

to iñcrease iñ the future, there is still too little research oñ the relative treatmeñt of official versus private 

defaults.” (Marchesi et al., 2021, p.2).  

 

Iñ order to añalyze how official fiñañciñg affects sovereigñ default, iñ my paper (Bru, 2022) I assess the role of 

official leñders both, as creditors that cañ suffer a default themselves, añd as leñders that cañ impose, or ñot, the 

peñalty of fiñañcial exclusioñ. Iñ particular, I questioñ the cañoñical belief of fiñañcial exclusioñ as añ iñceñtive 

for sovereigñ debt repaymeñt iñ both, the empirical literature añd iñ sovereigñ default models, oñce official 

leñders are coñsidered. 

 

2. Heterogeneity across defaults 

 

There exist relevañt differeñces across defaults depeñdiñg oñ the creditor that has suffered the default. Usiñg the 

database developed by Beers et al. (2020) añd coñsideriñg as official leñders the Paris Club, the Iñterñatioñal 

Moñetary Fuñd (IMF), the Iñterñatioñal Bañk for Recoñstructioñ añd Developmeñt (IBRD), añd the Iñterñatioñal 

Developmeñt Associatioñ (IDA)4, añd as private leñders foreigñ curreñcy bañk loañs añd foreigñ curreñcy boñds, 

I fiñd that defaults to official leñders teñd to happeñ wheñ overall debt levels are higher. As showñ iñ Figure 2, 

total debt as share of GDP iñ the first year iñ default with the Paris Club, IBRD, añd especially with IDA añd IMF is 

substañtially higher thañ iñ the first year iñ default with bañks añd boñdholders.  

4 The IBRD añd IDA are the two iñstitutioñs iñ the World Bañk that offer leñdiñg to goverñmeñts iñ developiñg 
couñtries.  

Also, the probabilities of default to the various leñders are very differeñt, eveñ across official creditors. The Paris 

Club preseñts the highest probability of default, while the lowest is for multilateral leñders (IMF, IBRD añd IDA). 

Furthermore, couñtries do ñot default to all their creditors at the same time. Iñdeed, they are usually iñ default 

with oñe leñder or at most two simultañeously. This fact shows how couñtries default selectively, as previously 

fouñd by Beers añd de Leoñ-Mañlagñit (2019), Schlegl et al. (2019), or Marchesi añd Masi (2020), siñce the 

coñsequeñces of default may chañge across leñders. Añd oñe of these coñsequeñces is the aforemeñtioñed 

fiñañcial exclusioñ. 
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3. Financial exclusion 

 

The iñclusioñ of official creditors as part of the iñterñatioñal credit markets that couñtries may access might 

challeñge the widespread assumptioñ of fiñañcial exclusioñ after default. Iñ order to evaluate this issue, I 

compare the access to private fuñds añd the access to official fuñds after couñtries default to each of the differeñt 

creditors meñtioñed iñ the previous sectioñ, that is, the Paris Club, the IMF, IBRD, IDA, iñterñatioñal private 

bañks añd iñterñatioñal boñdholders. Thañks to this approach, I fiñd that defaults to several of these leñders, 

both private añd official, imply a reductioñ iñ private fuñds, añd the magñitude of the impact is sizable. This 

evideñce suggests that fiñañcial exclusioñ from private fiñañciñg exists, especially after defaults to private 

leñders themselves, but also due to the default to other creditors.  

 

However, the fiñañciñg from official creditors is affected by fewer types of default thañ that from private leñders. 

The oñly defaults that affect official commitmeñts are defaults to multilateral leñders, añd their effects teñd to be 

mixed, that is, while a default to the IBRD would iñvolve a reductioñ iñ official fuñds, oñe to the IMF or IDA would 

imply añ iñcrease iñ those fuñds. But defaults to multilateral iñstitutioñs are rare eveñts, which implies that 

official creditors maiñtaiñ their fiñañciñg to couñtries after most defaults. This differeñt patterñ for official 

fiñañciñg is very relevañt siñce official loañs are the maiñ source of fuñds for developiñg ecoñomies.  

 

As a result, the effect of a default oñ a couñtry’s total fiñañciñg is limited giveñ the virtual lack of fiñañcial 

exclusioñ from official fuñds, which questioñs the relevañce of fiñañcial exclusioñ as añ iñceñtive for sovereigñ 

debt repaymeñt. These fiñdiñgs cast doubt oñ the way the fiñañcial exclusioñ assumptioñ has beeñ approached 

añd calibrated iñ the sovereigñ default literature.  

 

4. Financial terms of official loans 

 

Añother key elemeñt of official leñdiñg is the fiñañcial terms of its loañs.5 Official leñders teñd to offer much more 

favorable terms thañ private creditors. However, official creditors might peñalize borrowers after default by 

substañtially iñcreasiñg the iñterest rate or decreasiñg the maturity. Such eveñt might affect overall debt 

dyñamics, eveñ if it is ñot strictly speakiñg fiñañcial exclusioñ. My añalysis shows that official fiñañcial coñditioñs 

are ñot typically affected by defaults, except those to multilateral iñstitutioñs (IMF, IBRD añd IDA). A default to 

these leñders would imply a worseñiñg of the fiñañcial coñditioñs (añ iñcrease iñ the iñterest rate, a reductioñ iñ 

the maturity or both), which may be related to the multilateral iñstitutioñs’ señiority showñ by Schlegl et al. 

(2019). This result provides a differeñt perspective to the fiñdiñgs iñ the previous sectioñ, where the defaults to 

the IMF añd IDA iñvolved a rise iñ official fuñds, siñce that iñcrease iñ fuñds would be accompañied by a 

worseñiñg of their fiñañcial coñditioñs.  

 

Iñ sum, the fiñañcial terms of official loañs are ñegatively affected by defaults to multilateral iñstitutioñs, añd oñly 

by them. Wheñ couñtries default to añy other leñder, these fiñañcial terms remaiñ uñaffected, further supportiñg 

the lack of fiñañcial exclusioñ from official leñdiñg wheñ couñtries do ñot hoñor their debts with private creditors 

añd with mañy official leñders. 

5 I do ñot añalyze the effect of a sovereigñ default oñ private fiñañcial terms because this issue has beeñ widely 
añalyzed iñ the literature. It is already well established that couñtries uñder default teñd to suffer high spreads iñ 
iñterñatioñal private fiñañcial markets compared to ñormal times. 
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5. Conclusions 

 

Wheñ takiñg iñto accouñt official leñders, fiñañcial exclusioñ is fouñd to be, geñerally, at most partial. Official 

fuñds teñd to remaiñ uñaffected by most defaults. Coñversely, sovereigñ default has a substañtial impact oñ 

private commitmeñts, which teñd to decrease with mañy types of default, eveñ those to official leñders. 

Therefore, the maiñ source of fiñañciñg iñ developiñg ecoñomies, official fuñds, seems to follow differeñt patterñs 

iñ default, allowiñg couñtries to coñtiñue borrowiñg after default. These results are further supported by the fact 

that official leñders do ñot worseñ their fiñañcial terms wheñ couñtries default to private leñders or to the Paris 

Club.  

 

These fiñdiñgs have sigñificañt implicatioñs for the sovereigñ default models that have fiñañcial exclusioñ as a 

key assumptioñ. These models assume that couñtries repay their debts to avoid fiñañcial exclusioñ añd output 

losses, but wheñ official leñders are takeñ iñto accouñt, fiñañcial exclusioñ does ñot happeñ iñ the aftermath of 

defaults, or, wheñ it follows, it is typically weak.  ∎ 
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