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The Overhang Hangover 
 
Résumé:  
Nous revisitons la question du surplomb de la dette. Nous utilisons des méthodes non 
paramétriques pour isoler un échantillon de pays situés sur la section descendante d’une 
courbe de Laffer entre dette et croissance. Les pays en situation de surplomb de dette sont 
ceux qui atteignent un niveau seuil de dette dans notre échantillon, défini comme le niveau au 
delà duquel l’endettement affecte la croissance négativement. Nous identifions de tels seuils 
lorsque la valeur faciale de la dette excède 60 pour cent du PIB ou 200 pour cent de la valeur 
des exportations, et lorsque la valeur présente de la dette atteint 40 pour cent du PIB ou 140 
pour cent de la valeur des exportations. Nous proposons ensuite une batterie de tests directs 
des théories du surplomb de la dette, mis en œuvre dans l’échantillon ainsi identifié de pays 
que les estimations de croissance nous disent avoir traversé des épisodes de surplomb. Dans la 
tradition des études d’événement, nous évaluons si, lorsque le niveau seuil de dette est atteint : 
(i) l’investissement baisse soudainement, comme il devrait le faire lorsqu’il devient optimal 
de faire défaut, (ii) la politique économique se détériore clairement, comme cela devrait être 
le cas lorsque les contrats de dette deviennent incapables de motiver l’effort de l’emprunteur, 
et (iii) les termes du crédit se détériorent visiblement, comme ils le devraient lorsqu’il devient 
optimal pour le prêteur d’exiger des taux d’intérêts exorbitants avant que l’emprunteur ne 
fasse défaut. Nos résultats suggèrent une réponse systématique de l’investissement, en 
particulier dans les régions ou les droits à la propriété privée sont limités, une détérioration de 
la politique économique, et une baisse des taux d’intérêt. Cette baisse, qui va à l’encontre de 
la théorie, se produit parce qu’en situation de surplomb de dette, les prêteurs privés se retirent 
du marché, et sont remplacés par les agences multilatérales qui tendent à prêter à taux 
préférentiels. Dès lors, même si le pardon de la dette est susceptible d’améliorer les conditions 
économiques (et en particulier l’investissement), il est douteux qu’il aide à améliorer les 
termes de l’emprunt pour les pays très endettés. Il est même possible que la charge de la dette 
augmente avec le pardon si la hausse des taux est suffisamment importante. 
Classification JEL: E62, F34, F43, H63  
Mots-Cles: Surplomb de la Dette, Estimation en Kernel, Contrats de Dette, Investissement, 
Pardon de la Dette. 



 
The Overhang Hangover 

 
Abstract : 
We revisit the debt overhang question. We first use non-parametric techniques to isolate a 
panel of countries on the downward sloping section of a debt Laffer curve. In particular, 
overhang countries are ones where a threshold level of debt is reached in sample, beyond 
which (initial) debt ends up lowering (subsequent) growth. On average, significantly negative 
coefficients appear when debt face value reaches 60 percent of GDP or 200 percent of 
exports, and when its present value reaches 40 percent of GDP or 140 percent of exports. 
Second, we depart from reduced form growth regressions and perform direct tests of the 
theory on the thus selected sample of overhang countries. In the spirit of event studies, we ask 
whether, as the overhang level of debt is reached: (i) investment falls precipitously as it 
should when it becomes optimal to default, (ii) economic policy deteriorates observably, as it 
should when debt contracts become unable to elicit effort on the part of the debtor, and (iii) 
the terms of borrowing worsen noticeably, as they should when it becomes optimal for 
creditors to pre-empt default and exact punitive interest rates. We find a systematic response 
of investment, particularly when property rights are weakly enforced, some worsening of the 
policy environment, and a fall in interest rates. This easing of borrowing conditions happens 
because lending by the private sector virtually disappears in overhang situations, and 
multilateral agencies step in with concessional rates. Thus, while debt relief is likely to 
improve economic policy (and especially investment) in overhang countries, it is doubtful that 
it would ease their terms of borrowing, or the burden of debt.   
JEL Classification Numbers: E62, F34, F43, H63  
Keywords: Debt Overhang, Kernel Estimation, Debt Contracts, Investment, Debt Relief 
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�'����	 �" (���" ��	�" ,���� ����� "�� "������(�
��(�� ��" ���%	���"���� *���� � ��	� ���" "� 12� ��"�� ��(, ��I��"� � ���(��� �� ���(
12� �����	 � �������� �,�(� ���������$ ��#�����	 %�� ,���� ��(�* ������� ��" ����"����
'�������"(, (���"�� �� � ��	� ���" "��'$�H ��� ��"��� �) �� >�������	 �'�����@ ����(�
�� ������"��� �� � �,'�"��"���( *�,� �� "�� ��B��"��� �) "��� 6��"��� �� '������(, "� ������
*��"��� "���� �'������ �3����" � '�""��� ������"��" *�"� �������	 "�������$

!� )�((�* � �"������ '��������$:� ����" *� ����"�), ����"�,&,���� ����"�"�"��	 �������	
�'������$ 6������ *� ������ �(( "�� ������(�� �) ��"����"� ���"��((��	 )�� ��"� "��� ���
����"�, �����	��$:5 ������ *� �����	� "�� ����("��	 ������ ������ �(( �������	 �'������$ ���
�����	� '�"� �) ���� ������(�� ��� "�� �"������ ����� ���� �� ���'(�,�� �� � ��3"���&,���
*����* 	���	 )��� � � �� "� �
� *���� � � � ������'���� "� "�� ����" �) "�� �������	
�'�����$ !� "���7 "�� ���'����� �) �����"���"� ������������� '�(��, ��� "�� "���� �)
�����*��	$ ��� ����("� �) "�� �"��, ��� '�����"�� �)"�� ��	��� 0� ��� ��� ��������� ����
"�� ��3" )�* ���"����$ ���� ��	��� ��'��"� "�� ���'����� �) � ������(� �) ��"����" ����� "��
)��� �("����"��� ��%��"���� �) �� �������	 �'������ ��������	 "� ��"��� ��2 "� 12�� ��2
"� �3'��"�� �?L "� 12� �� �?L "� �3'��"� ��"���$

%�� ������
� ��

�����

!� (��" �(( �������	 ����"����� �� *�(( �� "�� ����" ��"� �� �''����3 �$ M���	 "�� ��"��
�) �?L "� 12�� *� ����"�), :E �'������ �) ���" �������	 �� ��� ���'(� �) DE (�* ���
����(� ������ ����"����$ �) "����� �: ��� �� �)����� 5� �� ��"�� ������� ��� ��(, � ��
����$:� ��� ���� ���( '�� ��'�"� 12� �" "�� ����'"��� �) ���� ���" �������	 �'����� ��
PDEE� "�� '�����" ����	 �"���'�� -P555. ��� "�� ������" ?���A��(� -P: ��.$ ��� ���"�����(
������"��"��� �) �'������ ����&��'�����"� "�� ��	�"��� -�4 �'������.$ ���� ��(��"��� '��"(,
������� )��� ��� ��%��"��� �) �������	 �'������$

�D!� �3'������"�� *�"� ��'����	 %�� �� "�� ,���� �)"�� "�� "������(�� *�"���" ����"��"��( ����	�� �� "��
����(������$

�H!� �(�� '����" ��� ,��� �'��" ����� �� ��(�* "�� "������(� �����	 "�� ����" ,����$ ����� )��� ��" �)
%�� ,���� �'��" ��(�* "�� "������(�� �� ����� ��" �) ��	�" ,���� ����� "�� "������(� �� �"�(( ���������� �
��(����" ����"$

:�6�� )�� ���"���� 
���, ��� ���(���(' -)��"������	.$
:5��� ��"����" ��"��� *� ��"��((, ������ "�� �'���� *�"� M6 "��&,��� �������, <�((�$
:���� ����� ����� ��� "�� ���(�''���� -5HD . ��� 6,��� -5HD0.$
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M���	 "�"�( ���" "� 12�� *� %�� �� �(���" ����"���( ������ �) �'������ -:0.� *����
�(�� ��I��"� "�� '����������� �) �)����� ����"���� -�4.$ ��� �����	� '�� ��'�"� ������ ��
"��� ���'(� �� �(�	�"(, (�*�� -PD��.$ ����� ��� � ����"���� "��" �3����" �������	 �'������
��������	 "� ��"��� ���" �������$:: ��� (��"� ��� �����(( ����(�� *��� ����������	 ��%��"����
����� �� "�� ��"�� �) �?L -��2. "� �3'��"�� *�"� :D ��� :H ����"����� ���'��"���(,$ �����
���(��� (��	� ����"���� ���� �� ��	��"���� <��A�( �� 
���� "��" �� ��" �3'������� �������	
�'������ ��������	 "� ���" "� 12� ��"���$ 
� ����"���� 	��	��'��� ��� "��� ������	� "���
"� �� ���� ��(����� ��������	 "� "���� ���"����$

%�� ��� ���)�
�� �$ 	
����#�
�

��� ������ �,'�"����� ������� )��� �������	 "������� �� "��" ����"���� �3'������� � ��&
���"��� �� �����"���" ���� "��, ����� � ��	� ����	� ���" (���(� ��"��� �����"(, "����	� ��
��"���'�"��� �) "�� ���"� �������"�� *�"� � '�"��"��( ��)��(" �� �� � ���'���� "� � ��"������&
"��� �) '�(����� �� ���"�� ����"���� (��� �����"���� "� )�((�* ����� ����� '�(�����$ ��	��� 0
'������� ���� ��''��" )�� "��� �,'�"�����$

��� �(( �������� �) �����"������� �����"���" )�((�*� � �(��� ��� ��	��%���" ��*�*���
"���� ���� "�� )���"��� ,���� ���������� ������ "�� ����"$ 
����"���" �� -��	��%���"(,.
����� �� ������ �"� ���� �� "�� '��&�������	 '������ ��" ��	��%���"(, ��(�* �)"��*����$

� ����"���� �� "���� ��" �) )��� ������ �����"���" ��"��((, ���(�� �' '���� "� "�� �������	
��"�� *���� ��	��� �	����" "�� '������(�", "��" �� �����"���" �(��' ��"��((, '����"�� "��
�������	 ��� �3'(���� "�� ���" ���(�&�'$ 
����"���" ���� ��" )�(( �� ������" ��"�( "��
�������	 ��"�� �� � ���'(� �) ,���� "�����)"��$ ��� ���"����� *��� �����"������ �� ��������
�, "�� )��� ��(�� �) ���" �� � '��'��"��� �) 12�� �����"���" ���� )�(( '����'�"���(, �"
� � 
� �� '�����"�� �, "����,$ ��� �("����"��� �������� ����� �� ���" )��� ��(�� "� �3'��"�
�� ���" '�����" ��(�� "� 12�� �����"���" ��"��((, ��������� �(�	�"(, �" "�� �������	 ��"��
��)��� ��((�'���	 "� �"� (�*��" (���( ��� �� "*� ,���� (�"��$:4

%�� ��� ���)�
�� �$ *�!��(

��	���� E ��� D '(�" "�� ",'���( ���'���� �� 	��������" �3'����"���� ��� ��I�"��� ��)���
��� �����	 �� �������	 �'�����$ 
��� "�� �������� �� ���� ��3��$ 1��������" �3'����&
"���� ���* �� �,�"���"�� '�""���� *��(� *� �� ������� � �(��� ��� ��	��%���" �������� ��
��I�"��� �����	 "�� �������	 '����� �� "���� ��" �) )��� �����$ ��� ���'���� �) ��I�"��� ��
�� �(( ����� ��������	 �" '���"��� ��(��� �) �8 ��"����	 "�� �������	 A��� "���� "� �� ������&
�"�� *�"� ���������	 ��I�"���� �� �" *��(� �) '���� �"���(�", ������ (��� �) � '�(��, '�����",$
��� ������� �) ��, ���'���� �� 	��������" �3'����"���� ��	�" ��"��((, ��I��" � '�(��,
��"������"���� �� � ����� ������������� ���'���� "� ���" ���(�&�' ��	�" �� "� �""��'"
��� ������ "�� (���( �) '��(�� �3'����"����$: 

::��� "���� ����"����� "�� "����	 �) �'������ ��, ����	� �(�	�"(, ������� "�� "*� ���" �������� ��" ����((,
�, �� ���� "��� "*� ,����

:4��� ������ �) �������"���� ���� "� ���'�"� ��	��� 0 ��� �� ��+����" )��� "�� "�"�( ������ �) ����"��
�� �����"���" ��"� ��� ��" ����(��(� ����,*���� ���" �� 	��*"� ��"� ���$ ���� �� "��� "����	���" "�� ����"
�"��,$

: 
� )��"� ��� �) ��� ���"����� ��		��"� ���� � ���"���"��� �� �'�����	 �� "�� �������	 ,����$
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��	��� H '(�"� "�� ���'���� �) "�� ��
� ����3 *���� ��I��"� � -���B��"���. !��(� <��7
���7��	 �) "�� �����(( #��(�", �) �������� '�(��,$ ��� ���'���� �� ��
� �� �(��� "� ��������	
��I�"���� '�����(, ������� �" %	���� '�������"(, �� "�� (��" �) ��	������"� !��(� <��7
��������"� ��� "� '������ �� ���������" �) "�� #��(�", �) �����(( '�(��,$ 
� "���� ��" �)
)��� ������ '�(��, ��"������"�� �)"�� "�� �������	$ !��(� "���� ����("� ��� (��� ���������
"��� "���� #���"�),��	 �� �����"���" �+��"� ��� �(�� ���� ��/��(" "� ��"��'��"� "��, ��
'������ ���� ��''��" "� "�� �,'�"����� "��" �������	 �'������ �������� *�"� � ��"�����(�
��"������"��� �� ������������� '�(�����$

%�� ��� ���)�
�� �$ ��� ���#� �$ +������
�& 	
������ ����� �
� ��#,

#��#�
��

��	���� 5� '(�"� "�� �,����� ���'���� �� "�� ��"����" ��"� �'����� �������� �, "�� -��&
������. ��+������ ��"*��� (���( ��"�� �� ��'(��� �, 1(���( 2���(�'���" ������� ��������
��� "�� ,��(� �� � "��&,��� �������, <�(($ 
�"����"��	(,� "�� ����" �) ���" �������	 �''����
"� �� ������"���A�� �, � ���� �� �'�����$ !��" �� ����� �� �(( ����� "��� �����	 �) �����*��	
�����"���� "���� "� )�((�* � "�	�"����	� *�"� ��"����" ��"�� ��"��((, ���������	 '���� "� "��
����" "������(�$ ���� ���� �3��"(, ���"���, "� "�� "�����"���( '�����"��� "��" �� �������	
'���(�� �''���� ������� �) '������"��� �����*��	 "����$ 
���� ���" ����� "� ������ ����
�����������( �� "�� �������	 A��� �� �������$

� ��"���( �3'(���"��� )�� "��� ���"� �� '�����(� ����	�� �� "�� ���'���"��� �) ���"� �� �)
'����"� �����"��� �3�" "�� ���7�"� ��� ��� ��'(���� �, �� ���������	 ����� �) ��("�&(�"���(
�	������ (�����	 �" �����������( ��"��$ <�" "��� *��(� ��		��" ���" ��(��) *��(� ���� ����(,
��, �����	 ��'��" �� "�� �����"���� �" *���� ��	�(,&�����"�� ����"���� ��� �����*� ���
������ *��(� �) ��,"���	 *����� "�� "���� �) �����*��	$ ��	���� 55 ��� 5� '(�" "�� �����	�
�,����� '�"� �) -"�� ��(�� �). ��* �����"���"� ������	 )��� "�� '����"� ��� "�� �/���(
���"���� ���'��"���(,$ �����"� �����"���"� )�(( '����'�"���(, �� �(( ����� )�� ���&��	�"���
��(��� �) �G *��" �� ����� "�� �������	 �� '������� �, � ���(�&�' �) '����"� (�����	� ��
"��" ��� ����" �"��, �� ��" ����(, ��'"����	 � "���� >���� )�� "�� �3�"@ ����	�" '����"�
�����"���$ 
� �"��7 ���"���"� �/���( �����"���"� �������� �� ��(�� �)"�� "�� "������(�$:0

��� ����	� �� "�� ���'���"��� �) ���" *�"� "�� ����" �) �������	 �� ��"��((, ��" '������
��" �� ��, "����, "��" *� ��� �*��� �)� ��" �" �� '�������(, *��" �3�����"�� ��	�(,&
�����"�� ����"���� )��� �����	 "� )��� �3����"��" �����*��	 �����"����$ !� (�"�� '�����"
�������� "��" "�� ��������	 �) ���" ��"��((, )�((� �" '���"��� ��(��� �) � �� *�((� *���� �� �(��
������"��" *�"� "�� "���� �) �����*��	 �������	 ���������	(, �����������( �� "�� �������	
A���$ 
�'��"��"(,� "��� �(�� ����� "��" ���" ��(��) ���(� ��"��((, ����
��
 ���" ������� ���
���� "�� ",'� �) ���*���	 ��" �+��"� �� �����"���" "��" ��� ���"�����(, �������� "� � ��	�
���" ������$

- ���
��
���

!� ����7 �����"���� �(��	 "*� ��'��"��" ����������$ ����"� *� ����), *��"��� "�� �,������
*� ����"�), ��� ��" ������ �, 	(���( ����7�� )�� ���"���� "� ��"����" ��"��� "��" *��(� ��" "�

:0����	�� �� '����"� (�����	 ��� ��"��((, �(��� "� ��� ����� �) ��	��"��� (��	�� "��� �/���( ����$
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(�*�� �����"���"� '��"���(��(, �� ��	�(, �����"�� ��������� )����� "� ������"� � (��	� �����
�) "���� ��������� "� ��������	 ���"$ 6������ *� �3�(��� )��� ��� ���'(� �(( "�� ����"����
"��" �3'�������� ��A���(� ��������(��	 �� ��� ���'(�$

-�� 	
������ ���� '���.�


) � � � "���� "� ������'��� �� �����	� *�"� � '����� �) ���������	 ��"����" ��"�� *��(�*����
�" �� '�����(� "��" "�� )�(( �� �����"���" "��" *� ��'"��� ����(� �� � ���� ����)��"�"���
"��" ���������	 ���" ������� ��7�� �" '��"���(��(, ���� )�� ��	�(,&�����"�� ��������� "�
�����"$ 
� ����"���� �����	 ��"����" ��"�� ���(� �(�� ������" )�� )�((��	 ��"'�" -��� '����'�
�3'��"�.� ��� �� �3'(��� � ������ B��' �� ���" ��"���$ ��� ����� *� ��� ��"����" ��"�
�'������ *� �� ��" ��'"��� � *��(� �������� �� ��"��$ 
��� *� �+�� "*� ����+�(� "� "���
�("����"��� ��������$ ����"� *� '������ �������� "��" ���" ������� ��"��((, ���� ��" ����
�����	 ��� �����	� ����" -*���� �� ������"��" *�"� )�((��	 ��"����" ��"��.$ 6������ *� '������
���'(� �'(�"� ���*��	 "��" )�� ����(�� (���(� �) �����"������� ��+����" ����"���� ���'(�,
��+����" �����"���" ���'����� $
�"���	������ ���'����� &)�� � 	���� ���" (���(& ��(� ��"
"�� '������(�", "��" ��� �������� �"��� )��� ������������"� ���*���	 ��" �) �����"���"�
���������((, ������ �, ��	� ���" �������$

��	��� 5: '(�"� "�� "��� '�"� �) ���" �������$ ����� �� �� �������� "��" "�� ���" ������
��������� )�� '���"��� ��(��� �) �$ 
� "*� ������ ���" ������� ��������� �� "�� %��" ,���� �) "��
����"� ��" �) ��,"���	 �" "���� ��*�*��� �� "�� �������	 A���� ������"��(, "���7� "� "��
�����������( �����*��	 �����"���� *� �������" �� "�� '������� ���"���$ ���� �� ��������"��"
*�"� "�� ���* "��" *��(� ������� "�� �������� )�(( �� �����"���" "� ���������( ���*���	
��" �+��"�$
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Appendix A: List of Episodes used in the Event Study Analysis

Episode Criteria Total Debt/GDP>60% Total Debt/Exports>200%

Present Value of Public and 
Publicly Guaranteed 

Debt/GDP>40%

Present Value of Public and 
Publicly Guaranteed 
Debt/Exports>140%

country year year year year
Algeria 1986 1988 1986
Argentina 1979
Bangladesh 1982
Benin 1983 1981 1982
Bolivia  1977 1977
Brazil  1977
Burundi 1987 1980 1992 1985
Cameroon 1992 1987 1990 1987
Central African Rep. 1993 1986 1994 1987
Chad 1989 1992
Colombia 1983
Chile 1982 1981
Congo, Dem. Rep. of 1984 1976 1984 1976
Congo, Republic of 1977 1985 1978 1985
Costa Rica 1981 1980 1981 1981
Côte d'Ivoire 1980 1980 1981 1982
Ecuador 1984 1978  
Dominican Republic 1985 1983
Ecuador 1983 1983
Egypt 1977 1975 1982
El Salvador 1983
Ethiopia 1986
Gambia, The 1981 1982 1983
Ghana 1987 1977 1993 1980
Guinea-Bissau 1980 1980
Guyana 1975 1979 1976 1982
Haiti 1983
Honduras 1981 1982 1983 1983
India 1985
Indonesia 1987 1986
Jamaica 1982 1980 1983
Kenya 1983 1982 1986
Lesotho 1983 1993 1985
Madagascar 1984 1984 1981
Malawi 1978 1978 1982
Mali 1982 1985
Mauritania 1976 1976 1976
Mexico 1975
Morocco 1981 1977 1981 1977
Mozambique 1985
Nepal 1986
Nicaragua 1978 1979 1979 1980
Niger 1984 1982 1993 1985
Nigeria 1984 1983 1986 1983
Panama 1980 1977
Papua New Guinea 1982
Peru 1984 1983
Philippines 1982 1978 1985 1985
Rwanda 1987 1987
Senegal 1981 1981
Sri Lanka 1986 1982
Sudan 1982 1976
Syrian Arab Republic 1985 1982 1986 1983
Togo 1978 1979 1978 1979
Tunisia 1985
Turkey 1978
Uruguay  1982
Uganda 1990
Venezuela, Rep. Bol. 1983 1986
Zambia 1975 1977 1982 1982

Onset Year of the Episode
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Table 1 : Present Value of Debt to GDP and Growth: three-year average panel
1 2 3 4 5 6

[OLS] [OLS] [FE] [FE] [GMM system] [GMM system]
Net Present Value of Debt [PVY]/GDP (avg) -0.606 -0.19 -0.397

[2.66]*** [0.63] [0.47]
Net Present Value of Debt [PVY]/GDP (initial) -0.484 0.217 -0.496

[2.42]** [0.88] [0.65]
Initial GDP per Capita -0.674 -0.598 -6.981 -6.691 -1.933 -1.913

[3.01]*** [2.68]*** [8.46]*** [8.22]*** [2.04]** [2.11]**
Population Growth -21.165 -21.329 1.449 0.965 20.304 25.419

[1.33] [1.31] [0.08] [0.05] [0.58] [0.63]
Secondary Schooling 1.312 1.277 0.021 -0.115 4.93 4.996

[4.94]*** [4.79]*** [0.03] [0.16] [3.07]*** [3.21]***
Terms of Trade Growth 0.017 0.016 0.011 0.01 0.038 0.058

[1.28] [1.23] [0.99] [0.84] [1.07] [1.21]
Trade Openness 1.013 0.935 3.643 3.47 1.21 0.987

[2.24]** [2.07]** [4.43]*** [4.23]*** [1.14] [1.11]
Observations 604 604 604 604 604 604
Sargan P-value 0.62 0.41
Serial Correlation (second order) P-value 0.97 0.82
* significant at 10%; ** significant at 5% ***significant at 1% 
Absolute value of t statistics in brackets
Note: [GMM System]: Two System Estimator with Small Sample Windmejer  (2005) Robust Correction
[PVE]= PV data from B.Easterly; [PVY]: PV data from Yuri Dikhanov
All regressions include time effects



Table 2 : External Debt and Growth: three-year average panel
1 2 3

[OLS] [FE] [GMM system]  

 Present Value of Debt [PVY]/Exports (avg) -0.591 -0.93 -0.397
[2.46]* [2.96]** [0.46]

Present Value of Debt [PVY]/Exports (initial) -0.445 -0.325 -0.735
[1.96]* [1.12] [0.89]

Present Value of Debt [PVE]/Exports (avg) -0.454 -1.468 -1.21
[1.55] [3.78]*** [1.33]

Present Value of Debt [PVE]/Exports (initial) -0.175 -0.691 -0.873
[0.62] [1.99]** [0.89]

Total Outstanding Debt/Exports (avg) -0.562 -1.207 -0.178
[1.88]* [3.44]*** [0.17]

Total Outstanding Debt/Exports (initial) -0.408 -0.593 -0.206
[1.45] [1.92]* [0.17]

Present Value of Debt[PVE]/GDP (avg) -0.559 -0.4 -1.292
[1.95]* [1.08] [1.26]

Present Value of Debt [PVE]/GDP (initial) -0.388 0.01 -0.606
[1.48] [0.03] [0.54]

Total Outstanding Debt/GDP (avg) -0.607 -0.378 -0.364
[2.05]* [1.11] [0.30]

Total Outstanding Debt/GDP (initial) -0.541 -0.024 -0.296
[2.04]** [0.08] [0.31]

* significant at 10%; ** significant at 5%; *** significant at 1%
Absolute value of z statistics in brackets
Note: [GMM System]: Two System Estimator with Small Sample Windmejer  (2005) Robust Correction
[PVE]= PV data from B.Easterly; [PVY]: PV data from Yuri Dikhanov
Set of Control Variable identical to Table 1 
All regressions include time effects



Table 3 : External Debt and Growth: 5-year average panel
1 2 3

[OLS] [FE] [GMM system]

Present Value of Debt [PVY]/GDP (initial) -0.208 0.561 -0.323
[0.99] [2.26]* [0.54]

Present Value of Debt [PVE]/GDP (initial) -0.118 0.28 0.215
[0.47] [0.89] [0.39]

Total Outstanding Debt/GDP (initial) -0.269 0.053 -0.236
[1.19] [0.18] [0.41]

Present Value of Debt [PVY]/Exports (initial) -0.011 0.267 0.051
[0.05] [1.02] [0.08]

Present Value of Debt [PVE]/Exports (initial) 0.298 0.067 0.147
[1.12] [0.20] [0.25]

Total Outstanding Debt/Exports (initial) 0.007 -0.437 0.168
[0.03] [1.42] [0.26]

* significant at 10%; ** significant at 5%; *** significant at 1%
Absolute value of z statistics in brackets
Note: [GMM System]: Two System Estimator with Small Sample Windmejer  (2005) Robust Correction
[PVE]= PV data from B.Easterly; [PVY]: PV data from Yuri Dikhanov
Set of Control Variable identical to Table 1 
All regressions include time effects



Table 4: Kaufman and Kray Controls
1 2 3 4 5 6

[OLS] [OLS] [OLS] [OLS] [OLS] [OLS]
Total Outstanding Debt/GDP (initial) -0.771 -0.771 -0.839 -0.59 -0.581 -0.792

[1.82]* [1.82]* [2.02]* [1.55] [1.43] [2.02]*
Initial GDP per Capita -0.407 -0.526 -0.648 -0.967 -0.911 -0.923

[1.63] [1.93]* [2.53]* [3.96]** [3.65]** [3.69]**
Population Growth -62.015 -53.03 -48.783 -24.355 -32.314 -39.386

[2.19]* [1.78]* [1.73]* [0.95] [1.14] [1.55]
Secondary Schooling 1.027 1.095 1.224 1.034 1.064 1.059

[3.01]** [3.14]** [3.49]** [3.17]** [3.15]** [3.28]**
Trade Openness 0.925 0.929 0.422 0.487 0.261 0.429

[1.51] [1.51] [0.65] [0.85] [0.44] [0.74]
Voice and accountability 0.3

[0.94]
Political Statbility 0.724

[2.92]**
Government Effectiveness 2.383

[6.55]**
Rule of Law 1.896

[4.85]**
Corruption 2.111

[4.88]**
Observations 250 250 250 250 250 250
Robust t statistics in brackets
* significant at 10%; * significant at 5%; ** significant at 1%



Table 5: International Country Risk Guide  Controls
1 2 3 4 5 6

[OLS] [OLS] [OLS] [OLS] [OLS] [OLS]
Total Outstanding Debt/GDP (initial) -0.912 -0.763 -0.912 -0.887 -0.908 -0.991

[1.80]* [1.52] [1.79]* [1.76]* [1.80]* [1.92]*
Initial GDP per Capita -0.109 -0.283

[0.40] [1.07]
Population Growth -62.641 -63.279 -62.649 -60.607 -66.274 -64.203

[2.12]* [2.18]* [2.12]* [1.99]* [2.16]* [2.21]*
Secondary Schooling 0.477 0.495 0.476 0.432 0.38 0.572

[1.35] [1.38] [1.36] [1.13] [1.08] [1.56]
Trade Openness 1.162 0.936 1.165 1.234 1.369 1.214

[1.48] [1.17] [1.47] [1.50] [1.74]* [1.52]
bureaucratic quality 0.569

[1.76]*
democratic accountability -0.007

[0.03]
internal conflict -0.052

[0.34]
external conflicts -0.295

[1.73]*
ethnic tensions 0.202

[1.12]
Observations 211 211 211 211 211 211
Robust t statistics in brackets
* significant at 10%; * significant at 5%; ** significant at 1%
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Figure 1: Kernel Estimates - Debt Face Value
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Figure 2: Kernel Estimates - Debt Present Value
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Figure 3: Kernel Estimates - Low Income Countries
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Figure 4: Kernel Estimates - Non Low Income Countries



Figure 5: “Double Residuals” Kernel Estimates
Debt over GDP
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Figure 6: The Response of Investment
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Figure 7: The Response of Policy (I): Government Expenditures
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Figure 8: The Response of Policy (II): Inflation
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Figure 9: The Response of Policy (III): CPIA
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Figure 10: The Response of Borrowing Conditions: Interest Rate
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Figure 11: The Response of New Commitments: Private Creditors
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Figure 12: The Response of New Commitments: Official Creditors
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Figure 13:  Robustness (I) Total Debt Service



All Countries

-.
2

-.
1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T im e

d y
-.2

-.1
0

.1
.2

.3
.4

.5
.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T im e

d y

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

d y

-.
2

-.
1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T im e

p y

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T im e

p y

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

p y

-.
2

-.
1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

d x

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

d x

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

d x

-.
2

-.
1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

p x

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

p x

-.2
-.1

0
.1

.2
.3

.4
.5

.6

- 4 - 3 - 2 - 1 1 2 3 4 6 7 8 9- 5 0 5 1 0
T i m e

p x

Low Property Rights High  Property Rights
Figure 14:  Robustness (II) : Property Rights and The Response of Investment 
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Figure 15:  Robustness (III) : Low-Income Countries and The Response of Investment
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Figure 16:  Robustness (IV) :  Excluding Events between 1979 and 1984 The Response of 
Investment

Figure 17:  Robustness (V) :  Excluding Rescheduling Episodes

The Response of Investment

*country-year with rescheduling of at least 5% of total external debt
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