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Introduction
The 2019 Debt Portfolio Review is divided into six sections as outlined below:

SECTION 1: The executive summary

SECTION 2: An overview of the economy over the years; and the debt
sustainability and portfolio risk indicators impact on both the levels and
composition of the debt portfolio

SECTION 3: The current arrangements for public debt management in
Dominica, and the debt management objectives

SECTION 4: The structure of the public debt; new borrowings and debt
service payments;

SECTION 5: Government Securities Market (RGSM)

SECTION 6: Risk analysis of the debt portfolio

SECTION 7: Conclusion
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Section 1.0
Executive Summary
The Debt Portfolio Review is an annual report prepared by the Debt Management
Unit aiming to provide all stakeholders with an analysis of the public debt situation
of the Commonwealth of Dominica, including the risks embedded therein. This
document comprehensively covers public sector debt operations which
encompass central government debt and debt guaranteed by the government for
a five (5) calendar year period 2015-2019, with greater emphasis on the debt
management operations which took place during 2019.

Based on GDP estimates, economic activities expanded by 8.6 percent in 2019;
an increase of 8.1 percent over 2018. The overall deficit stood at 17.2 percent of
GDP at the end of 2019, compared to 6.7 percent at the end of 2018. In 2019 tax
revenue increased by 7 percent over 2018; while non-tax revenue decreased by
36.4 percent compared to 2018. Total expenditure for 2019 was 58.1 percent
compared to 59.8 percent over the year 2018.
At the end of December 2019, total public sector debt outstanding1 amounted to
EC$1,231.5 million or 77.45 percent of GDP compared to EC$1,126.04 reported
at the end of December 2018. This represents a 9.4 percent increase in nominal
terms. Over the five-year period, the debt to GDP hovered between 74.0 percent
and 78.0 percent; except for the year 2016 which registered the lowest debt to
GDP of 68.0 percent.

In 2019 Central Government held EC$1,060.5 million or 86.1 percent of the total
debt, while the remaining EC$171.0 million or 13.9 percent represents debt

1

Public Sector Debt: debt of the central government plus debts of other public sector entities that
are guaranteed by the central government and the disbursed outstanding debt (DoD)does not
include any arrears.
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guaranteed for state-owned enterprises. Total external public debt accounted for
55.9 percent of the total debt and 44.1 percent by domestic creditors.

During the review period, Dominica experienced two major disasters namely
Tropical Storm Erika and Hurricane Maria which adversely affected the various
sectors of the economy and as a result contributed to increases in government
debt.

The proportion of the debt portfolio with fixed interest rates makes up 91.3 percent
of total outstanding debt, contributing to low interest rate risk. The Average Time
to Maturity (ATM) of the public debt is 6.5 years. The external and domestic
portfolio recorded ATMs of 7.1 years and 5.9 years respectively. In 2019, 46.0
percent of the total debt portfolio was denominated in foreign currency and 54.0
percent in domestic currency. The major currencies which make up the foreign
currency denominated debt are: USD, accounting for 56.6 percent, followed by
SDR with 22.4 percent and RMB 14.1, percent. Over the period 2015 to 2019 the
Euro, KWD and the SDR have been relatively stable while the EC dollar is pegged
to the USD. The government, over the years has remained committed to the
Regional Government Securities Market (RGSM) and continues to use this
platform to issue Treasury bills and bonds.

Section 2.0
2.1 Overview of the Economy
Economic Developments
The level of economic activity and the growth path for real GDP for the period 2015
to 2024 is noted in Figure 1 below. GDP estimates suggest that economic activity
expanded by 0.5 percent in 2018 followed by a commendable expansion of 8.6
percent in 2019. Construction has been the main sector leading the recovery after
the passage of hurricane Maria in 2017 with large investments in infrastructure and
5

public services, aimed at building resilience to natural disasters. Activity within the
mining and quarrying, transport and wholesale and retail sectors have also had a
positive effect. Output is not projected to reach pre-hurricane levels by 2020.

Figure 1: The level of economic activity and the growth path for real GDP for the period 2015to 2019

Source: MOF

Fiscal position
Table 1 compares the fiscal outturns for the years 2018 and 2019 in millions. An
overall deficit of 17.21% of GDP was recorded for 2019 in comparison to a deficit
of 6.7% in 2018 as it relates to the performance of Central Government operations
(See Table 1).

Although tax revenues had recorded a significant increase in 2019 compared to
2018, total revenue was down as a result of under-performance by non-tax
revenues. Expenditure registered amounts which were more elevated in 2019 as
a consequence of an increase in current expenditure.
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Table 1: Fiscal outturn for 2018 and 2019 in millions

Source: MOF

Revenue
Operations of central Government for calendar year 2019 have resulted in an
overall deficit of 17.2 percent of GDP. It should be noted however that tax revenues
for 2019 are up by 7 percent over the previous fiscal year. Weak performances
were noted in the Value Added Tax, whereas strong performance was recorded in
import duties.

The graph below (Figure 2) illustrates a comparison between the main tax
categories for 2018 and 2019.
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Figure 2: Tax Revenue Composition

Source: MOF

Influenced by inflows from the Citizenship by Investment Programme, a decline
has been noted in the collection of non-tax revenues which dropped by 36.4
percent compared to 2018. Capital revenues for 2019 were negligible. Grants for
2019 were recorded at $16.4 million, down by $30 million from the previous year.

Expenditure
Total expenditure as a percentage of GDP registered 58.1 percent compared to
59.8 percent for the previous year. Current expenditures of 39.1 percent of GDP
reflect the increased outlays in areas such as goods and services and transfers
and subsidies. For the year in review, capital expenditure is estimated at 19.03
percent of GDP or $302.5 million with spending continued to be heavily financed
by CBI revenues, which accounted for 92.7% of total capital expenditure, with the
remaining allotted in grants and loans. The previous year expenditure totaled 26.6
percent of GDP or $383.5 million.
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2.2 Debt Sustainability and Portfolio Risk Indicators
Over the period 2015 to 2019, there has been a fluctuation in total debt to GDP;
on average debt to GDP was 74.5 percent. The lowest debt to GDP was recorded
in 2016 with 68.04 percent and this is primarily due to the GDP growth of EC$93.5
million or 6.4 percent while the debt reduced by $31.7 million or 3.0 percent over
the previous year. While the highest percentage was registered in 2018 at 78.2
percent; this was as a result of a significant increase in the total debt of EC$ 74.0
million or 7.1 percent over 2017 with a minimal increase in GDP of 1.8 percent.
This is a direct impact of Hurricane Maria which placed greater demand on local
resources. In 2019 debt to GDP reduced to 77.5 percent. This was largely due to
an increase of 10.4 percent in GDP over 2018, although there was an increase in
total nominal debt by 9.4 percent over the previous year (see Table 2).

External debt service to exports maintained an upward trajectory from 2015-2018
with a decline in 2019 of 25.3 percent over 2018, which recorded the highest ratio
of 429.6 percent.

The increases in this ratio are primarily due to significant

decreases in exports.

Central Government debt service to current revenue averaged about 15.1 percent
the over period 2015 to 2019. In 2015 and 2016 debt service to current revenue
was constant; however there was a decrease in 2017 and 2018, as a result of
sizable increases in recurrent revenue during those years. However, there was a
decline in the position in 2019 owing to a reduction in revenue which led to the
increase in central government debt service to revenue ratio by 5.1 basis points
over the previous year.

The share of foreign currency debt has been higher than the domestic currency
debt. From 2018 the proportion of foreign currency and domestic currency debt
narrowed and in 2019, the share of domestic currency debt outpaced that of foreign
currency debt and increased to 54 percent reflecting a shift in the total debt portfolio
to a higher concentration of EC dollar denominated debt. This is largely due to the
9

increase in bonds issued on the Regional market, denominated in EC dollars and
the increase in financing from local sources

The average fixed rate debt for the five year period has been 88.6 percent, while
the floating rate debt has been 11.4 percent. Throughout the period, the share of
fixed rate debt to floating rate debt has been in line with the MTDS; with a set target
of 85 percent to 15 percent.

The share of short term debt to long term debt has been fairly constant over the 5year period, averaging about 9.3 percent short term and 90.7 percent long term.
However, in 2019, the share of long term debt fell to 84.6 percent and short term
debt increased to15.4 percent. The increase in short term debt was specifically
due to the increase in the use of bank overdrafts.
Table 2: Public and Publicly Guaranteed Debt Ratios
Ratios

2015

2016

2017

2018

2019

Total Debt to GDP

74.6

68.0

74.4

78.2

77.5

External Debt to GDP

53.4

46.9

52.1

48.0

43.3

Domestic Debt to GDP
Central Government External Debt
Service to Exports
Central Government Debt Service to
Revenue

21.1

21.1

22.3

30.2

34.2

105.1

169.2

309.7

429.6

321.1

17.5

17.7

15.2

9.9

15.1

Foreign to Domestic Currency

62.1/37.9

59.6/40.4

61.0/39.0

52.8/47.2

46.0/54.0

Fixed to Floating Rate debt

86.2/13.8

87.4/12.6

88.0/12.0

89.9/10.1

91.3/8.7

Long-term/short-term debt

92.9/7.1

92.0/8.0

93.5/6.5

90.3/9.7

84.6/15.4

Source: The Debt Management Unit

Section 3.0
3.1 Debt Management Function
The Ministry of Finance (MoF) is responsible for formulating and implementing
fiscal policies and managing the financial resources of the State. Among the main
10

responsibilities of the MOF is debt management. The Debt Management Unit
(DMU) is the primary agent for debt related matters. These functions are closely
coordinated among the MoF Policy Unit; the Accountant General’s Office; and the
Attorney General’s chambers which ensures that contracting of debt is done within
the confines of the law. The DMU participates in the debt negotiation; manages,
records, reports on public sector debt; and optimises the status of the of the debt
portfolio to achieve the best mix. The Eastern Caribbean Central Bank (ECCB)
apart from Monetary Council acts as the paying agent for Government when
servicing external debt. Additionally, the Bank provides technical advice and
support to the DMU.

3.2 Objectives for Debt Management
The Government has set for itself a high level debt management objective:
“To ensure that Government’s financing needs and obligations are met on a
timely basis, in a way that minimises cost over the medium to long term with
a prudent level of risk.”

The underlying objective is to ensure that there is adequate coordination between
Government’s debt management policies and its macro- fiscal policies, to help
build/maintain an economy that is robust and resilient to future adverse economic
shocks.

Government has set the following quantitative targets for total public sector debt;
these targets are subject to review at the end of each fiscal year which spans from
July 1 to June 30.

a. Maintain an ATM of 9 years and above;
b. Variable interest rate debt to be ≤ 15 percent of the total debt stock;
c. Non-USD debt exposure (excluding SDR) at ≤ 20 percent of the total
debt stock; and
11

d. Maintain government guaranteed debt at ≤ 17 percent of the total
debt stock;

Section 4.0
Public Debt Structure
4.1 Total Public Debt
Over the period 2015-2019, total public debt has averaged EC$1111.0 million, with
total external debt averaging about EC$ 725.0 and domestic about EC$386.0.
There was a decrease in the total public debt in the years 2016 to 2017 averaging
about 1.7 percent. This was primarily due to repayment of debt and minimal
disbursements on external debt commitments because of delays in implementation
of loan funded projects. However, from 2018 there was a 7.08 percent increase
over 2017 and a further increase of 9.4 percent in 2019.

This increase is visible in the domestic debt with increases from about EC$300.0
million in 2017 to above $500.0 million in 2019. The increases from 2018 were
mainly for rebuilding purposes after Hurricane Maria in 2017. Table 3 gives a
comprehensive view of the debt position over the five year period.
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Figure 3: Composition of Total Public Debt by Residency

Source: The Debt Management Unit

At the end of 2019 the total public sector debt comprised external debt of $688.2
million, and domestic debt of $543.3 million.

Central government debt was

$1,060.5 million or 86.1 percent of the total debt, while government guaranteed
debt was EC$171.0 or 13.9 percent of total debt.

Central government debt to GDP has averaged about 63.0 percent over the period,
whereas, government guaranteed debt averaged 11.5 percent. At the end of 2019,
central government and government guaranteed debt to GDP stood at 66.7 and
10.8 percent respectively.

For the five year period, the share of central government debt averaged 84.5
percent, while the share of guaranteed debt averaged 15.5 of the total debt. This
ratio continues to remain within the 17 percent target for guaranteed debt, as
outlined in Government’s Medium Debt Management Strategy (MTDS).
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The total government guaranteed debt has been fairly stable averaging about
$171.3 million over the period.

In 2016 the domestic portion increased by 32.0

percent over 2015 and maintained an upward trajectory except in the year 2018,
with a slight reduction of 2.7 percent over the previous year. This was as a result
of increases in loans to address the immediate needs presented after the passage
of tropical storm Erika and hurricane Maria. The external portion on the other hand,
displayed a fluctuating movement over the same period with a reduction of 6.6
percent in 2016 over 2015, a slight increase in 2017 over 2016, of 1.2 percent and
a further reduction of 8.9 percent in 2018, then an increase of 1.4 percent in 2019.
This movement was mainly due to disbursements on committed debt as well as
repayment of outstanding debt.

Table 3: Total Public Sector Debt 2015-2019
TOTAL PUBLIC DEBT
GDP at market prices
% Total Debt/GDP

2015

2016

2017

2018

2019

1088.9

1057.2

1051.6

1126.0

1231.5

1460.2

1553.8

1414.0

1440.0

1590.0

74.6

68.0

74.4

78.2

77.5

63.2

56.8

61.7

66.6

66.7

A. Central Government
% GDP
Outstanding Debt
- Domestic
- Treasury Bills/Notes
- Bonds
- Overdraft
- Loans
- External
- Treasury Bills/Notes
- Bonds
- Loans
- Bilateral
- Paris

Club

- Non-Paris Club

- Multilateral
- Other
% of Central Government Debt
B. Gov Guaranteed Debt
% of GDP
Outstanding Debt
- Domestic (Loans)
- External (Loans)
- Bilateral
- Multilateral

922.9

882.7

873.1

959.2

1060.5

258.2

261.7

245.9

368.3

473.4

50.5

50.5

44.8

39.4

37.8

140.9

140.2

140.7

214.9

218.8

26.4

34.1

23.6

69.6

151.6

40.4

36.9

36.9

44.3

65.3

664.7

621.0

627.2

590.9

587.1

10.7

10.7

16.2

21.8

24.4

107.1

101.8

95.5

90.3

113.2

546.9

508.5

515.4

478.9

449.4

217.6

191.1

184.5

157.9

137.0

84.1

75.3

72.1

60.6

50.3

133.5

115.8

112.4

97.3

86.6

322.5

310.6

324.2

314.3

305.7

6.8

6.8

6.8

6.8

6.8

84.8

83.5

83.0

85.2

86.1

11.4

11.2

12.6

11.6

10.8

166.0

174.5

178.4

166.8

171.0

50.3

66.4

68.9

67.1

69.9

115.8

108.2

109.5

99.7

101.1

14.9

12.7

11.0

10.9

10.9

100.9

95.5

98.5

88.8

90.3

15.2

16.5

17.0

14.8

13.9

TOTAL (Domestic)

308.4

328.0

314.9

435.4

543.3

TOTAL (External)

780.5

729.2

736.7

690.7

688.2

% of Guaranteed Debt

Source: The Debt Management Unit
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In figure 4 the total public debt is broken down by residency. At the end of
December 2019 external creditors held 55.9 percent of the total debt and domestic
creditors 44.1 percent.
Figure 4: Total Public Debt by Residency as at December 2019

Source:
The Debt Management Unit

As exhibited in figure 5, the largest portion of the external debt is held by central
government. The external debt of both central government and statutory bodies
maintained a relatively consistent trend over the 5 year period.
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Figure 5: Central Government and Guaranteed Debt by Borrower

Source:
The Debt Management Unit

Central government domestic debt has increased steadily while the guaranteed
debt has remained somewhat constant.

4.2 Debt by Instrument
Public sector debt comprises loans, treasury bills, bonds and bank overdrafts; this
combination is reflected in central government debt; while guaranteed debt is
made up of only loan instruments.

Figure 6 presents the debt instruments of the central government external debt
portfolio. Over the five year period the proportion of the debt instruments has been
fairly the same with loans accounting for majority of the external debt followed by
bonds; and treasury bills with the smallest share. However, it indicates that the
portion of loans in the years 2018 and 2019 declined partially with an inverse effect
on the bonds and treasury bills.
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Figure 6: Central government external debt by instrument

Source:
The Debt Management Unit

External debt is largely made up of loan instruments, as illustrated in figure 7.
Loans accounts for 80.0 percent of the total external debt followed by bonds with
16.4 percent and Treasury bills 3.6 percent.
Figure 7: Total external debt by instrument as at December 2019

Source: The Debt Management Unit

Over the years, the central government has continued to borrow domestically, in
the same type of instruments (see figure 8). Bonds, treasury bills, bank overdrafts
and loans have been the main types of debt instruments. From 2015, government
borrowing in the form of bonds and bank overdrafts increased rapidly; while loans
have increased at a slower pace and treasury bills have declined slowly.
17

Figure 8: Central government domestic debt by instrument

Source: The Debt Management Unit

Figure 9 reflects the domestic debt instruments of central government as at
December 2019. Contrary to the composition of the external debt portfolio, bonds
represent the largest portion of the domestic debt portfolio with 46.2 percent,
followed by bank overdraft with 32.0 percent, and loans and treasury bills with 13.8
percent and 8.0 percent respectively.
Figure 9: Central government domestic debt by instrument as at December 2019

Source:
The Debt Management Unit
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Debt by creditor category
The total debt by creditor category is displayed in table 4. It can be seen that, over
the period both government and the statutory bodies have maintained a regular
creditor base. The creditors are predominantly traditional creditors.

External
Over the period, multilateral creditors accounted for the largest share of the debt
portfolio. At the end of 2019, total multilateral creditors accounted for 57.5 percent
of the external debt; with central government and government guaranteed debt at
44.4 percent and 13.1 percent respectively. The Caribbean Development Bank
(CDB) with 32.9 percent (22.3 percent for central government and 10.6 percent for
guaranteed debt) is the main multilateral creditor for both the central government
and the statutory bodies. The International Development Association (IDA) with
31.1 percent of the debt is the second largest multilateral creditor. Bilateral
creditors held 24.2 percent of the debt, of which Non-Paris Club members
accounted for 16.9 percent; central government accounted for 15.3 percent and
guarantees 1.6 percent; while 7.3 percent of the debt was held by Paris Club
members. The main Non-Paris Club and Paris Club members are the People’s
Republic of China (PRC) and Agence Francaise de Devéloppement (AFD), holding
of 11.6 and 7.3 percent respectively. The category of Other external creditors
which include inter alia insurance companies and private individuals held 13.3
percent, while commercial creditors accounted for 4.9 percent of the debt.

19

Table 4: Total debt by Creditor category
2015
780.43
664.65
322.49
179.65
1.62
69.66
42.24
1.82
27.50

2016
729.14
620.97
310.59
175.22
1.49
68.35
36.91
1.45
27.17

2017
736.68
627.20
324.19
166.34
2.22
92.06
35.79
1.42
26.36

2018
690.69
590.95
314.29
159.11
2.80
95.41
30.95
1.28
24.74

2019
688.22
587.09
305.74
153.38
2.33
100.57
26.79
1.17
21.50

Comme rcial B anks
Othe r
B ilate ral: of which
Paris Club (AFD)
Non-Paris Club
EXIM Bank
KWD
PRC
Gov't of Belize
Gov't of Grenada
Gov't of Barbados

40.12
65.54
236.49
84.12
152.37
9.98
7.07
116.42
2.70
2.70
13.50

38.30
62.07
210.01
75.35
134.66
7.73
6.19
101.84
2.70
2.70
13.50

36.69
62.93
203.38
72.07
131.31
6.06
5.44
100.91
2.70
2.70
13.50

34.87
65.03
176.76
60.59
116.17
4.58
4.57
88.12
2.70
2.70
13.50

34.04
91.47
155.85
50.31
105.54
3.10
3.73
79.81
2.70
2.70
13.50

Gove rnme nt Guarante e d De bt

115.78
100.91
72.53
23.10
5.28
14.87
0.19
14.68
308.40
258.14
0.14
2.69
123.34
12.20
6.86
112.90

108.17
95.46
64.23
21.52
9.71
12.71
0.14
12.57
328.03
261.67
0.14
6.18
123.22
11.90
0.94
119.29

109.48
98.51
71.59
18.20
8.72
10.97
0.12
10.85
314.87
245.92
0.14
0.61
125.97
0.25
11.95
107.01

99.74
88.82
67.04
14.08
7.71
10.92
0.07
10.85
435.35
368.30
0.14
0.60
133.38
0.25
11.92
222.01

101.14
90.26
73.24
10.35
6.66
10.88
0.03
10.85
543.29
473.40
0.14
5.58
156.92
0.24
11.47
299.05

97.33
1.85
1.67
12.06
50.26
38.36
11.90

103.41
1.16
0.00
14.73
66.36
20.95
45.41

96.73
0.98
0.00
9.29
68.95
24.39
44.56

217.14
0.98
0.00
3.89
67.05
23.53
43.52

297.83
0.98
0.00
0.24
69.89
27.55
42.34

11.90

45.41

44.56

43.52

42.34

EXTERNAL

Central Government
M ultilate ral
CDB
CDF
IDA
IM F
IFAD

Societe General

Multilateral
CDB
EIB
CDF
Bilateral: of which
Paris Club
Non-Paris Club
DOM ESTIC
Central Government
Central Bank
Other Financial Institutions
Dominica Social Security
Private
Other
Commercial Banks
of which:
NBD
RBC
ScotiaBank
Other
Gove rnme nt Guarante e d De bt
Dominica Social Security
Commercial Banks
of which:
NBD

Source: The Debt Management Unit

For most of the five year period, domestic borrowings were mainly from the
commercial banks, and Government related institutions mostly the Dominica
Social Security. At the end of 2019, commercial banks accounted for 62.8 percent
of the domestic debt, of which, central government 55.0 percent and 7.8 percent
for statutory bodies. The Dominica Social Security held the second largest share
of 34.0 percent; with central government indebtedness at 28.9 percent and the
statutory bodies at 5.1 percent. Government’s borrowing stood at about 47.0
percent of the DSS portfolio allocation; a breach of 12.0 percent2. In an effort to
2

Government’s limit is 35 % DSS portfolio
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address this breach, Government does not intend to enter into any new debt
arrangements with DSS.

4.3 Debt by Economic Sector
Figure 10, displays the distribution of the disbursed outstanding debt by the
economic sectors which were financed by the proceeds of the debts. At the end
of 2019, 60.0 percent of the debt represented budget support, 17 percent for roads
and bridges, and 6 percent for agriculture. The multi-sector component, which is
made up of a combination of sectors, accounted for 9.0 percent. The budget
support sector is used for meeting government’s expenditure not tied to a specific
project. This sector would include areas such as re-issuance of securities and IMF
facilities.
Figure 10: Debt by economic sector

Source: The Debt Management Unit

21

4.4 New Borrowings and Debt Service Payments

4.4.1 New Borrowings
During the five year review period, the government contracted new debt, in the
form of loans, and issuance of securities.

In 2019 Government’s new debt

commitments amounted to approximately EC$112.4 million; while guaranteed new
debt on behalf of statutory corporations was in the sum of about EC$5.5 million.
Total new commitment in 2019 was $117.9 million a decrease of $82.3 million or
42.3 percent over 2018. These funds were sourced from the World Bank, the
Eastern Caribbean Central Bank, National Commercial Bank of Dominica,
Dominica Social Security and investors on the RGSM. These new commitments
were for financing the geothermal risk mitigation project, for budget support, and
water and sewerage development.

The disbursement trend over the five-year period is illustrated in figure 11. Over
the review period, the largest portion of disbursements was recorded in 2019
followed by 2018 and 2015. In 2019 total disbursements was about $102.7 million,
central government $85.1 million and government guaranteed debt $17.6 million.
Total disbursements during the year 2019 increased by $6.7 million or 7.0 percent
over the year 2018. The recorded increases in 2018 and 2019 were mostly due to
disbursement on commitments; and the issuance of government’s securities on
the Regional Securities Market and private placement of securities.

In the year 2016 there was minimal disbursement on external loans due to a slower
rate of project implementation as a result of changes in project scope because of
issues arising from natural disasters and Government plan to “build back better” in
the aftermath of tropical storm Erika.
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Figure 11: Disbursements of public debt

Source: The Debt Management Unit

4.4.2 Debt Service Payments - central government
Table 5 displays the value of central government external and domestic debt
service on an annual basis over the review period. There was an increase in total
debt service repayment in 2016 to 2017, a decrease in 2018 and an increase 2019.
The highest amount of debt service repayment was recorded in 2017 and 2019
during which substantial amounts were paid to both external and domestic
creditors.

There was an overall increase of $16.7 million in external debt service repayment.
Annual debt service repayments to external creditors averaged $41.8 million for
principal and $13.76 million for interest. Interest repayment has been hovering
between $12.6 million and $15.0 million, whereas, principal has been wavering
from $32.5 million and $49.8 million. In 2016 external debt service increased by
17.3 percent or $7.91million over 2015; there was another increase in 2017 of
$5.41 million or 10.1 percent over 2017; and a decrease of 3.2 percent or $1.91
million in 2018 over the previous year. External debt service took an upward trend
in 2019, increasing by 9.3 percent or $5.3 million over 2018. These increases in
the principal repayment were largely due to commencement of principal repayment
on a few loans following the expiration of their respective grace periods, and the
maturity of two five year bond in 2017 and 2019.
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As it relates to the domestic debt service repayment, the overall increase was
$12.8 million over the five year period. The average annual repayment to domestic
creditors was $10.13 million for principal and $14.12 million for interest. There were
considerable increases in principal repayment in 2017 and 2019, whilst the most
notable increase in interest repayment was in 2019.

Principal repayments

increased above 402 percent in 2017 over 2016, and above 1000 percent in 2019
over 2018. Interest repayment showed a relatively stable trend from 2015 to 2018,
and increased in 2019. As in the case of the external debt, the increases in debt
service repayment are as a result of the maturity of two 5 year bonds in 2017 and
2019. However, the increase in the interest repayment in 2019 is mainly due to
the increased utilisation of the bank overdraft facility. In addressing this high cost
of borrowing, the overdrafts will be converted to more traditional forms of
borrowing. Thus, there is expected to be significant reduction in future interest
repayment.

The reduction in principal repayment in 2015, 2016, and 2018 can be attributed to
full maturity of a few loans.
Table 5: Central Government Debt Service 2015-2019
Debt Service Payments (EC$M)

2015

2016

2017

2018

2019

Total Debt Service

66.21

71.45

94.14

71.48

95.71

External Debt Service

45.67

53.58

58.99

57.08

62.38

Principal Repayments

32.47

38.89

44.03

43.74

49.79

Interest Payments

13.21

14.69

14.97

13.34

12.59

Domestic Debt Service

20.53

17.87

35.14

14.40

33.33

Principal Repayments

8.42

4.42

22.21

0.87

14.73

12.12

13.44

12.93

13.53

18.60

Interest Payments
Source: The Debt Management Unit
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Section 5.0
Government Securities
The RGSM was established in November 2002 and operates on a fully electronic
platform3. The instruments on the RGSM take the form of Treasury-bills and bonds
and have varying maturities. These securities are backed by the full faith of the
governments of the issuing member states.
The government of Dominica entered the market in February of 2012 by floating
its first 91 day treasury bill in the sum of EC$15 million. Upon maturity, this amount
was re-issued with an additional amount of EC$5.0 million for a $20 million 91 day
t-bill.

The government subsequently issued three five year bonds totalling

EC$65.1 million. Since then two of the bonds have matured and were reissued at
increased amounts and with longer tenor for seven years.

Figure 12 shows the activities on the RGSM over the five year period. The amount
of treasury bills has been stable since the same amount is re-issued on a quarterly
basis. From 2015 the stock of bonds on the RGSM has been below $70.0 million,
however, from 2018 the stock of bonds took an upward trend reaching slightly
above $70.0 million in 2019. This upward trend is due to increases in the amounts
of the bond which was re-issued in 2019.

3

http://www.eccb-centralbank.org/money/rgsm.asp
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Figure 12: Securities issued on the RGSM 2015-2019

Source: The Debt Management Unit

Figure 13 shows the number of issues and volatility in price of the T-bills between
March 2015 and November 2019. In March 2015, the price of the t-bills was about
2 percent, in June the price reduced to below 1 percent. However, in October 2015
and January 2016, the auctions closed at the reserved price of 6.00 percent. This
was a direct impact of Tropical Storm Ericka in August 2015. From July 2016 to
July 2017 the price decreased to below 3 percent. In October the price increased
to 6 percent and took a downward trend in May 2018, where it remained relatively
stable, at about 2 percent, until November 2019. The peak in the price was as a
result of Hurricane Maria in September 2017.

Disasters create a level of

uncertainty which transcends into risks for investors. Therefore, investors expect
a higher rate of return to compensate for that risk.
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Figure 13: Treasury bills issued on the RGSM 2015-2019

Source: The Debt Management Unit

Based on results of the auctions, it can be said that there is a greater demand for
treasury bills. There was an oversubscription for all the auctions in 2019. The bid
to cover ratio for the quarterly auctions was 1.68, 2.23, 1.47, and 1.82. Whereas,
during the same year the bid to cover ratio for a $20.0 million bond auctioned on
the market, was 1.02.

Section 6.0
Risk analysis of the public and publicly guaranteed debt
Risk refers to the potential for the cost of debt to deviate from its expected
outcome. This stems from unexpected variations of different economic variables
such as interest rate and exchange rate. Market risk, operational risk and liquidity
risk are the types of risks associated with public debt portfolio (see box 1). In this
regard it is important to assess the risks associated with the debt portfolio because
such information enables decision makers to design forward looking strategies on
the optimal debt structure in terms of maturity, interest rate and exchange rate. In
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this section the level of exposure of the debt portfolio risk is captured using the
following risk indicators: refinancing risk, market risk and foreign exchange risk.

6.1 Refinancing Risks
6.1.1 Maturity Profile
Figure 14 displays the maturity profile for the outstanding debt stock of central
government and debt guaranteed by government; taking into account both external
and domestic components. The spike in the year 2020 in central government
domestic and external debt is because of the anticipated repayment of short term
debt existing in the portfolio.

In 2020 more than $200.0 million of the domestic debt falls due; this is because of
the redemption of treasury bills and outstanding overdrafts. Nevertheless, the plan
to convert the overdrafts to more traditional forms of borrowing will result in a
smaller portion of debt falling due in 2020. Additionally, the treasury bills maturing
in this period are subjected to low rollover risk. About 89 percent of the Over the
Counter treasury bills are held by Dominica Social Security and the National Bank
of Dominica. The treasury bills issued on the RGSM will be rolled over every
quarter; since there is large appetite for this instrument the risk of rolling over these
bills is expected to be low. The amount of debt maturing falls to about $10.0 million
in 2021 and increases to over $30.0 million in 2022 and 2026. These sizeable
increases are due to the redemption of the five and seven year bonds. The maturity
profile of the debt remains stable from 2027 to 2030, and begins to reduce
thereafter.
The amount of central government’s external debt maturing in 2020 is
approximately $85.0 million. As in the case of the domestic debt, this is due to the
redemption of treasury bills. From 2021 to 2023 less than $50.0 million of the
external debt will mature. However, in 2024 over $50.0 of the debt falls due as a
13.5 million bond becomes due. From 2025 the amount of external debt maturing
begins to reduce, creating a much smoother redemption profile.
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The maturity profile of the guaranteed debt is relatively smooth throughout the
years as the debt maturing is on a downward trajectory throughout the years.
Figure 14: Maturity Profile of Total Outstanding Debt

Source: The Debt Management Unit

Figure 15 shows the largest portion of the central government debt, 30.0 percent
is due to mature between 1 and 5 years. The second largest portion of 26.0 percent
matures in less than 1 year while 23.0 percent will mature between 5 and 10 years.
The remaining 12.0 and 9.0 percent represents between 10 and 15 years, and 15
and 20 years respectively. Over 56.0 percent of the total debt will mature between
1 and 10 years, therefore monitoring is imperative to avoid any threat of any
liquidity risk.

29

Figure 15: Maturity profile by percentage

Source:
The Debt Management Unit

6.1.2 Average Time to Maturity
Average time to maturity (ATM) is the measure of the weighted average time that
the principal payments in a debt portfolio mature. A long ATM indicates that the
predominance of concessional loans is relatively higher and would lead to lower
refinancing risk, but short ATMs would imply the opposite. The ATM is illustrated
in table 6, it takes into consideration all debt instruments: bonds, loans, T-bills and
bank overdrafts, for the total public-sector debt. The ATM for total public debt
outstanding as December 2019 is 6.54 years; external debt and domestic debt with
ATM of 7.05 years and 5.9 years respectively.

The ATM for central government total outstanding debt is 6.21 years, external with
7.23 years and domestic 4.94 years. The external debt usually has a longer ATM
than the domestic debt since the external debt portfolio carries more concessional
debt, e.g. longer maturity and lower interest rates. The domestic debt portfolio
comprises of debt with mainly short to medium term maturity. The ATM of the
outstanding debt indicates that a breach of the target set in our debt strategy of 9.0
years; and a susceptibility to refinancing risk.
On the guaranteed side, the ATM is 8.61 years, 6.0 years for domestic debt and
12.39 years for external. This is because the external guaranteed debt is less
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concessional in nature than the domestic debt.

Additionally, the domestic

guaranteed debt is made up of only loan instruments with long maturity periods.

Table 7: Risk Profile as at December 2019
Total Public
Debt
Refinancing Risk
Average Time to Maturity (years)
External ATM
Domestic ATM
Market Risk
Average Time to refixing (years)
External ATR
Domestic ATR

Central
Government

Guaranteed
Debt

6.54
7.05
5.90

6.21
7.23
4.94

8.61
6.00
12.39

6.27
6.57
5.90

6.11
7.04
4.94

7.32
3.81
12.39

Source:

The Debt Management Unit

6.2 Market Risk
Interest rate Composition
Figure 16 presents the public debt outstanding at the end of 2019 by interest
composition. At the end of the period, 91.0 percent of the total public debt had a
fixed rate of interest while 9.0 percent had a variable rate of interest. As part of the
variable interest rate loans, there are loans owed to the IMF which are presently at
zero percent interest; however, this is subject to change as the IMF periodically
reviews its rates. This indicator is well within the target of 15.0 percent set in the
debt strategy and is expect to be maintained going forward.
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Figure 16: Public debt by interest rate composition

Source:
The Debt Management Unit

Figure 17 shows the nominal value of the debt by interest rate composition. On
average $984.97 million of the debt portfolio carries a fixed rate of interest. Over
the period under review, the proportion of fixed rate debt averaged 89.0 percent
whilst the variable rate debt averaged 11.0 percent. Throughout the five year
period the share of fixed rate debt has been increasing, moving from 86.0 percent
in 2015 to 91.0 percent in 2019. Conversely, the variable rate debt has been
falling, going from 14 percent in 2015 to 9 percent in 2019.
Figure 17: Public debt by interest rate composition from 2015-2019

Source: The Debt Management Unit

32

6.2.1 Interest Rate Risk
Average Time to Re-fixing (ATR) is a measure of weighted average time until all
the principal amount outstanding on the debt is subjected to a new interest rate. A
high ATR indicates that a relatively large proportion of debt will not be subject to
interest rate change in a short period of time and suggests a low interest rate risk
to the portfolio. It can be seen in table 6 above, the ATR at the end of 2019 for the
total debt stock is 6.27 years while central government is 6.11 years and
guaranteed debt is 7.32 years. The ATR for central government external debt is
much greater than that of the domestic debt owing to the high portion of short term
debt in the domestic debt portfolio. This is also reflected in the ATR of the central
government debt in comparison to the ATR of the public debt. The guaranteed
debt which forms part of the public debt, consist of only loan instruments which
would normally have longer maturity than T-bills and bank overdrafts; that makes
up a sizable portion of the central government debt portfolio.
6.2.2 Foreign Currency Risk
Currency Composition
The total external debt is denominated in four main currencies namely United
States Dollars, Special Drawings4 Rights, Chinese Yuan and Eastern Caribbean
Dollars. Figure 18 shows the distribution of the central government debt in terms
of the dominance of the currency type and volatility. Over the five-year period
under review the currency composition of the external debt has been relatively the
same with US dollars being the dominant currency. This minimises the effect of
exchange rate fluctuation on the debt portfolio, since the EC dollar is pegged to
the US dollar. The external debt of the statutory bodies is also largely denominated
in USD.

“The currency value of the SDR is determined by summing the values in U.S. dollars, based on
market exchange rates, of a basket of major currencies (the U.S. dollar, Euro, Japanese yen, pound
sterling and the Chinese renminbi). The SDR currency value is calculated daily (except on IMF
holidays or whenever the IMF is closed for business) and the valuation basket is reviewed and
adjusted every five years.” https://www.imf.org/external/np/fin/data/rms_sdrv.aspx
4
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Figure 18: Central government External debt by currency composition

Source:
The Debt Management Unit

The component of the external debt portfolio exposed to foreign currency risk
comes from the fluctuation in exchange rates for currencies such as Chinese Yuan
Kuwaiti Dinar, Euro and SDRs. The domestic debt is denominated in only local
currency, the EC dollar. Figure 19 shows that as at December 2019, about 86.0
percent of the external debt is denominated in foreign currency. While 14.0
percent of the external debt is denominated in EC dollars. However, the largest
portion being denominated in foreign currency is in US dollars.
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Figure 19: Currency composition of Public External Debt

Source:
The Debt Management Unit

Over the 5 year period, the EC dollar has not depreciated considerably against the
other foreign currencies.

Although, 37.0 percent of the foreign currency debt is subjected to change, the
trend over the years appears to be stable, and the exposure to exchange rate risk
is minimal.
6.3 Macroeconomic Risks
Fiscal projections for revenue and expenditure suggest a gradual improvement in
the fiscal balances as the impact of COVID-19 dissipates over the medium term.
However the current framework suggests the balances will remain in deficit over
the period. Strengthened economic activity is expected to result in steady growth
in tax revenues; averaging 4.4 percent annually moving revenues from $363.6
million in 2020 to $413.3 million in 2023. The fiscal framework also projects
improvements in non-tax revenues fuelled by inflows from the CBI programs. The
sale of government assets is expected to boost capital revenues with grants
remaining a prominent financing source of the capital program.
On the other hand, recurrent expenditures are expected to decline over the
medium term moving from $561.3 in 2020 to $530.3 in 2023. Opposing movements
between the components are expected to offset each other resulting in an average
annual decline of 1.8 percent. Outlays for expenditure on personal emoluments
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are projected to be the largest with an annual average growth of 2.4 percent,
accounting for possible salary increases and yearly increments. Other areas such
as transfers and subsidies should see an annual average decline in expenditures
of 8.1 percent as COVID-19 mitigation efforts subside. Capital expenditure is
projected to remain elevated as the Government seek to maintain the fiscal
stimulus.
As a result, fiscal operations over the medium term are projected to yield overall
deficits which grow smaller each year as expenditures slowly decline and revenues
improve. These deficits may, however, have to be financed with new borrowing
with the resultant impact on debt.

Section 7.0
Conclusion
Overall Dominica’s debt can be considered manageable. Debt servicing is a high
priority for the government and as such, outstanding debt obligations are met in a
timely manner. The debt position at the end of the period shows the portion of
guaranteed debt at 13.9 percent which is below the 17.0 percent target. The
variable interest rate debt is also below the 15 percent target at 9.0 percent;
included in this percentage is the debt owed to IMF which is currently at interest
free and has been at that rate for the five-year period. The maturity profile shows
peaks for the years 2020, 2024, and 2026 resulting mainly from redemption of
securities, and the utilisation of the bank overdrafts facility. To smoothen the
repayment profile and lengthen the ATM; government intends to re-issue the
maturing securities, and issue longer term securities and limit reliance on the bank
overdraft facilities.

The percentage of the non-US dollar denominated debt

(excluding XDR but includes BB dollars) is 20.0 percent which is which within the
established target. Nonetheless, these currencies have not increased significantly
during year; the BB dollars on the other hand is fixed.
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Over the years, Government has sought to decrease its short-term debt by
converting part of the overdraft facility to longer term instruments.

The debt portfolio does not reveal any major market or refinancing risks. However,
the DMU will continue to monitor the debt management activities and continue to
actively participate in the borrowing process to meet government financing needs
and obligations on a timely basis with limited exposure to risks. Additionally, the
DMU will engage in a Medium Term Debt Strategy exercise soon, to explore ways
where cost and risks embedded in the debt portfolio can be reduced and new
financing options may be considered.

The staff of the Debt Unit participated in several training activities over years,
aimed at increasing staff capacity and skills. A number of training activities were
undertaken as part of the Canada Eastern Caribbean Debt Management Advisory
Service project. These training were intended to encourage international practices
in debt management.

Additionally, the staff have also benefited from training

facilitated by the World Bank and the IMF. This covers areas such as: Investor
Relations Program, Public Sector Debt Statistics, Debt Performance Management
Assessment, and Debt Sustainability Assessment. A member of staff from the
Debt Unit benefited from the three month World Bank’s Debt Manager
Practitioners’ Programme (DMPP).
Debt management continues to be central to Government’s operations and efforts
are being made to mitigate the exposure of the debt portfolio to risks.

The

improvement in debt management is a continued activity in collaboration with
various regional partners including the Eastern Caribbean Central Bank and
CARTAC; and international agencies such as World Bank, the IMF, and the
Commonwealth Secretariat.
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It is the Government’s expectation that this report will enhance transparency and
accountability of public debt management in Dominica.
Box 1: Risks in Public Debt Management
Type of Risk
Market Risk

Rollover Risk

Liquidity Risk

Credit Risk

Settlement Risk

Operational Risk

Description
➢ Refers to the risks associated with changes in market prices, such as
interest rates, exchange rates, commodity prices, on the cost of the
government’s debt servicing.
➢ Changes in interest rates affect debt servicing costs when the rates on
floating rate debt are reset and when fixed rate debt is refinanced.
➢ Hence, short-duration debt (short-term or floating rate) is usually
considered to be more risky than long-term, fixed rate debt.
➢ Debt denominated in or indexed to foreign currencies also adds volatility to
debt servicing costs as measured in domestic currency owing to exchange
rate movements.
➢ The risk that debt will have to be rolled over at an unusually high cost or, in
extreme cases, cannot be rolled over at all. This can lead to higher debt
servicing costs and a debt crisis. Managing this risk is particularly
important for emerging market countries.
➢ The main form of liquidity risk for a borrower refers to a situation where the
volume of liquid assets can diminish quickly in the face of unanticipated
cash flow obligations and/or a possible difficulty in raising cash through
borrowing in a short period of time. From an investor perspective, this
refers to the cost or penalty investors face in trying to exit a position when
the number of transactors has markedly decreased or because of the lack
of depth of a particular market.
➢ The risk of non-performance by borrowers on loans or other financial
assets or by counterparty on financial contracts. This is particularly
relevant where the government is on-lending (or lending) and guaranteeing
debt to other parts of government.
➢ Refers to the potential loss that the government, as counterparty, could
suffer as a result of failure to settle, for whatever reason other than default,
by counterparty.
➢ This includes a range of different types of risks, including transaction errors
in the various stages of executing and recording transactions;
inadequacies or failures in processes, internal controls, or in systems and
services; reputation risk; legal risk; security breaches; or natural disasters
that affect business activity.

Box 2: Legal and Institutional Framework

The applicable laws which govern borrowing and guaranteeing debt include the Loans Act
Chapter 64:05 of the 1990 Revised Laws of the Commonwealth of Dominica amended by
the Loans (Amendment) Act (No. 4 of 1996) and the Finance (Administration) Act 4 of
1994; give the Minister for Finance the authority to contract debt on behalf of the State
and to provide guarantees to qualifying institutions. The Treasury Bill Act No.5 of 2010
authorises the Minister for Finance to incur debt through the issuance of Treasury Bills;
while in accordance with the Bonds and Securities Act Chapter 64:04 provides the
authority to borrow through the issuance of bonds.
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Glossary
Concessionary
A measure of the softness of a credit reflecting the benefit to the borrower compared to
a loan at market rate. Technically, it is calculated as the difference between the nominal
value and the present value of the debt service as of the date of disbursement, calculated
at a discount rate applicable to the currency of the transaction and expressed as a
percentage of the nominal value.

Debt Service
The amount of funds necessary for or used in the payment of interest, or amortisation
charges of a debt.

Debt Sustainability
Sustainable debt is the level of debt which allows a debtor country to meet its current and
future debt service obligations in full, without recourse to further debt relief or
rescheduling, avoiding accumulation of arrears, while allowing an acceptable level of
economic growth.

Debt Sustainability Analysis
This is conducted in the context of medium-term scenarios.

These scenarios are

numerical evaluations that take account of expectations of the behaviour of economic
variables and other factors to determine the conditions under which debt and other
indicators would stabilise at reasonable levels, the major risks to the economy, and the
need and scope for policy adjustment. In this analysis, macroeconomic uncertainties,
such as for fiscal policy, tend to dominate the medium term outlook.

Disbursement
The transfer of financial resources, or of goods, or services by the lender to the borrower.

Disbursed Outstanding Debt (DOD)
Any disbursed portion on a debt commitment that is unpaid.

Net Disbursement
The net disbursement shows the actual change in the debt stock; it is difference between
the disbursement and the principal repaid during the period.

