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1 | DEBT MANAGEMENT: CONTEXT  
 AND CHALLENGE 

São Tomé and Príncipe’s (STP’s) debt situation has 
undermined the country’s development aspirations. The 
country has been classified as being in debt distress 
because of prolonged unsettled external arrears since 2018 
based on available data from the International Monetary 
Fund (IMF). In the absence of such arrears, the country 
would be classified at moderate risk of distress for external 
public and publicly guaranteed (PPG) debt, and at high risk 
of distress for total PPG debt. In 2000, the country qualified 
for relief under the Highly Indebted Poor Countries (HIPC) 
Initiative, following implementation of successful reforms. 
The reforms included creation of the Court of Auditors, 
“Tribunal de Contas”; centralization of functions covering 

foreign-financed capital at the Ministry of Finance, and 
relocation of responsibility for debt issues from the Central 
Bank of STP to the Debt Management Unit. As a result, the 
country achieved the completion point in March 2007 and 
benefited from debt relief under HIPC and the Multilateral 
Debt Relief Initiative (MDRI), amounting to US$327 million.  
By the end of 2007, the country’s medium to long term 
external debt was estimated at US$150 million in nominal 
terms, equivalent to a net present value of external debt-
to-export ratio of 119 percent. About 24 percent of the 
debt relief was made by multilateral institutions (of which, 7 
percent (US$2.2 million) was from the African Development 
Bank and 27 percent (US$9.7 million) was from the World 
Bank-IDA) and 76 percent was from bilateral partners (of 
which 31 percent (US$34.8 million) from Portugal and 22 
percent (US$25.4million) was from Angola). 
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KEY MESSAGES

1. São Tomé and Príncipe’s achieved the completion point in March 2007 and benefited from debt relief under HIPC 
and the Multilateral Debt Relief Initiative (MDRI), amounting to US$327 million. Following debt relief in 2007, 
the country had a period of a “relatively stable” debt from 2008 to 2010. Since then, the situation has begun to 
deteriorate, with the stock of debt reaching 195 percent of GDP in 2015, representing 77 percent of the debt relief 
obtained in 2007. 

2. The government has implemented several reforms to tackle the country’s debt situation, including the creation of a 
debt management unit; approval of the legal framework on public debt management, approval of a public finance 
management system (SAFE), among others.    

3. Implementation of structural reforms to improve efficiency including reduction on extra-budgetary expenditures to 
create fiscal space as well as focusing on concessional financing, offers great opportunity to reduce debt vulnerabilities. 

4. Sound public debt management anchored on a medium-term fiscal framework, to help guide prioritization of future 
public investments and their financing remains critical as the government move toward fiscal adjustment and building 
international reserves buffers.  
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Prior to debt relief, STP had been classified by the World 
Bank (WB) and the International Monetary Fund (IMF), 
through joint debt-sustainability analysis, as being at high 
risk because its stock of debt stood at US$359.5 million 
(290 percent of GDP) in 2006 (Figure 1), while the net present 
value of external public debt-to-export ratio was estimated 
at 285 percent in the same period. The poor performance 
was compromised by declined cocoa production (key 
driver of growth) and exports, reducing foreign earnings, 
coffee production that became insignificant in detriment 
of cocoa during the period under review. Lower-than-
expected tourism receipts was another contributing factor.  
Furthermore, the narrow export base and high dependence 
on external assistance also exposed the country’s debt 
vulnerability to foreign exchange shocks. It also important to 
indicate that the debt recording system remains rudimentary 
thus impeding appropriate classification by type of debts, 
creditors and amounts; and coordination between different 
institutions and the debt management unit responsible for 
bookkeeping weak.    

São Tomé and Príncipe’s debt sustainability indicator was 
also classified by the WB and IMF as high risk prior the debt 

relief. The net present value of public debt-to-GDP ratio 
stood at 62.4 percent in 2015 and was expected to decline 
to 58.4 percent in 2019. Following debt relief in 2007, the 
country had a period of a “relatively stable” debt from 2008 
to 2010. Since then, the situation has begun to deteriorate, 
with the stock of debt reaching 195 percent of GDP in 2015, 
representing 77 percent of the debt relief obtained in 2007. 
The present value of the public and publicly guaranteed 
(PPG) external debt in 2015 was 138 percent of exports and 
267.8 percent of government revenues. Meanwhile, debt-
servicing of PPG external debt, as a percentage of exports, 
was estimated at 4.1 percent in 2015, up from 4 percent 
in 2014. Total public debt, including arrears, reached 103.8 
percent in 2015, while total external debt, including arrears, 
stood at 87.2 percent in the same period. The country’s 
outstanding debt to the AfDB was US$8 million by the end 
of 2017. 

STP was one of five Small Island Developing States (SIDS) 
that benefited from HIPC and MDRI debt relief (along with 
the Comoros, Guinea-Bissau, Guyana, and Haiti). However, 
the majority of SIDS countries exceeded the acceptable 
threshold of public debt to GDP ratio of 60 percent in 2009. 

FIGURE 1 STOCK OF DEBT (IN US$ MILLIONS

SOURCE    Government-Public Debt Department.
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Like other SIDS, the country is confronted with reduced 
domestic demand and small production thus hindering it 
to achieve economy of scale in production, insularity, and 
disproportionate openness and other factors, including 
susceptibility to natural disasters and other external shocks.  

The situation worsened for STP because the government 
shifted back to contracting more non-concessional bilateral 
debt, mainly from Angola and Portugal, as conditions for 
multilateral debt hardened1. In 2017, the government (central 
bank) launched its domestic debt development strategy by 
issuing treasury bills only to the primary market (bought by 
commercial banks) to finance its fiscal gap. This strategy 
presents risks as well as advantages to the economy. The 
risks are mainly related to the ongoing challenges facing the 
banking system because of the high level of non-performing 
loans, which stood at 28 percent of total contracted loans 
in 2017. As a result, the commercial banks could opt to 
finance only through government treasury bills, which 
could negatively affect credit to the economy and reduce 
private domestic investment. In fact, since the launching 
of the domestic debt strategy in June 2017, despite some 
oscillations, credit to the economy reached 0.56 percent of 

GDP in June 2017. This was driven by increased credit to 
the private sector, which reached 0.48 percent of GDP in 
June 2018, increasing from 0.61 percent of GDP in June 
2015 (Figure 2). Regarding the advantages, domestic debt 
financing will help the authorities to control the exposure of 
public debt to exchange rate fluctuations.

São Tomé and Príncipe’s economy reported an average 
GDP real growth rate of 4.9 percent over the past ten years 
(2008–18), supported by foreign direct investment in the 
infrastructure, agriculture, and tourism sectors. However, 
growth was not inclusive enough and had little impact on the 
socio-economic challenges the country is facing, notably 
in job creation, particularly for the youth, and reducing 
inequalities. Private sector growth characterized by small 
and medium-sized enterprises (SMEs) is also suffering 
due to limited incentives being given to small-business 
enterprises to allow them to flourish. Difficult access to credit 
due to high interest rate caused by the weak judicial system; 
credit offered only on short-term loans; and lack of structure 
that supports the development of SMEs are among the key 
challenges. STP’s unemployment rate averaged 14 percent 
during 2008–18. In 2018, the unemployment rate stood 

1 Carlos Costa-Senior Technician at the Ministry of Finance-Debt Department.

FIGURE 2 CREDIT TO THE ECONOMY, 2015-18 (IN US$ MILLIONS)

SOURCE    Central Bank of STP.
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FIGURE 3 SELECTED MACROECONOMIC INDICATORS-2008-18

SOURCE    STP Government and AfDB.

at 14.5 percent, the same as in 2017, with youth (15–24 
years) unemployment at 50 percent (Figure 3). During the 
same period, inflation significantly declined from 32 percent 
in 2008 to 6.8 percent in 2018. The positive performance 
started in 2010 with adoption of the fixed exchange rate 
regime, pegging the dobra (local currency) to the euro, 
supported by a line of credit from Portugal.

The government’s challenges are exacerbated by its weak 
capacity to mobilize enough domestic resources and extra-
budgetary spending outside the mid-term fiscal framework 
guiding public investment priorities and financing, resulting 
in limited space for pro-poor spending. In the last ten years, 
total revenue averaged 33 percent of GDP, with tax revenue 
at 14.5 percent and grants at 15.3 percent, while total 
expenditure averaged 37.3 percent of GDP during the same 
period, led by an increase in wages and salaries. As a result, 
the primary balance deficit averaged 5 percent of GDP from 
2008 to 2018. A closer look at capital spending reveals 
that, for the past ten years (2008–18), capital expenditure 
averaged 17.5 percent of GDP, of which, over 80 percent is 
financed by external aid. This reflects on the government’s 
lack of investments in critical sectors, notably infrastructure 
and social sectors (i.e., education, health), which would help 
address the unemployment challenges and provide citizens 
the conditions for enhanced social service delivery (Figure 4). 
Furthermore, the challenges are also compounded because 
economic activity and production is relatively narrow and 

undiversified, and highly dependent on external aid and the 
import of most manufactured goods, consumer goods, and 
food for private consumption, thus increasing its vulnerability 
to exogenous shocks.

2 | POLICY REFORMS

Since 2005, the government has implemented several 
reforms to tackle the country’s debt situation, among others: 
(i) the creation of a debt management unit; (ii) approval of the 
legal framework on public debt management; (iii) creation of 
a data base for debt management, including for repayment; 
(iv) development of a debt strategy; (v) responsibility of debt 
management moved to the debt management unit from 
the central bank; (vi) separation of the modernization of the 
information system at the tax and customs departments; (vii) 
development of an internal treasury bill market to finance the 
fiscal gap; and (viii) approval of a public finance management 
system (SAFE). 

The implementation of these reforms revealed a mixed 
performance. SAFE has been successfully implemented 
with assistance from development partners, notably the 
AfDB. Meanwhile, the tax and customs departments’ 
systems were modernized but the coverage, in terms of 
tax revenue collection, remains minimal at 14.5 percent 
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FIGURE 4 PUBLIC FINANCE MANAGEMENT 2008-18 (% OF GDP)

SOURCE    STP Ministry of Finance.

of GDP in the last nine years. Some of the taxes, such 
as property tax, have not been collected. Also, the debt 
strategy has not been effectively implemented, as the 
data base on debt has not been updated regularly, and 
thus remains incomplete. It is also important to note that 
the borrowing mandate of the government under the 
first public finance management legislation was unclear, 
thereby creating uncertainties about its interpretation. Lack 
of ownership and enforcement of public debt laws and 
regulations by the government are the main contributing 
factors to the poor implementation of debt reforms. 

3 | POLICY RECOMMENDATIONS 

The analysis above clearly demonstrates that the 
country’s fragile debt situation, if not addressed, will 
hinder implementation of the government’s transformation 
agenda. The agenda is based on the development of key 
infrastructure projects, which will help achieve sustainable 
and inclusive growth through job creation and poverty 
alleviation. To ease the country’s situation, the following 
recommendations are worth considering.

Policy Recommendation 1: Implement policy reforms 
to widen and strengthen domestic revenue collection. 
The government should improve efficiency by reducing 

extra-budgetary expenditures and creating fiscal space. 
These risks underline the need for prudent fiscal and debt 
management policies, continued reliance on concessional 
financing, and implementation of structural reforms essential 
to support broad-based, long-term economic growth. 

Policy Recommendation 2: Improve capacity of the 
debt management unit and build resilience against 
exogenous shocks. The implementation of sound 
public debt management based on a medium-term fiscal 
framework, to help guide prioritization of future public 
investments and their financing. It will also help to create 
a robust recording system to allow adequate supervision,  
as the current recording system is rudimentary. 
Furthermore, it will differentiate the type of debts, creditors, 
and ceilings for each debt. In order to build resilience 
against any external shocks, particularly those emanating 
from falling commodity prices, the government should 
move toward fiscal adjustment and build international 
reserves buffers.  

Policy Recommendation 3: Implement policy reforms 
for private sector-led growth. The government should 
create a conducive business environment to attract and 
incentivize private sector growth. This could be done  
by requesting support from its development partners 
and channel assistance through line of credits to financial 
institutions towards the development of small businesses.
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