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Global debt - the 
elephant in the room

“If there’s not enough money in the bank account, you don’t spend it.”  Charles Schwab

It is not coincidental that the International Monetary Fund (IMF) Deputy Managing Director, Geoffrey Okamoto 
(while speaking at the Peterson Institute for International Economics Conference in Washington DC), in October 
2020 focused his opening speech on Global Debt and the importance of immediate and urgent collective action.

Chart 1: Gross Government debt as % of GDP

Source: IMF (26 Nov 2020), Northstar Asset Management (1991 to 2025)

There are no free lunches in financial markets.  We analyse more recent debt cycles against the current one and 
unpack some of the indicators to look out for, together with lessons learnt. 

Adrian Clayton, Managing Director and CEO 
Rachel Finlayson, Analyst
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The size of the problem
According to the Institute of International Finance (IIF) who sample key mature and emerging markets, global debt 
at the end of 2019 reached US$255 trillion, 322% of the world’s collective GDP, 40% higher than at the onset of 
the Global Financial Crisis in 2008. In 2020, due to COVID-19, governments have been issuing debt at a multiple 
of 3 times the monthly rate seen between 2017 and 2019. The IIF predict that by the end of this year, global debt 
will rise to 342% of GDP.

Chart 2: GDP growth versus gross debt positioning and interest rate levels

Source: IMF (26 Nov 2020),  The World Bank, Northstar Asset Management (1990 to 2020)

Some key points from the IIF's Debt Monitor Report of April 2020
• Governments have been the largest contributors to rising debt.
• The US and Chinese governments were responsible for more than half of this increase.
• Emerging market debt is at 220% of GDP, a new high, up from 147% in 2007.
• Over 85% of the countries have higher debt-to-GDP ratios in 2019 than they did prior to the 2008 financial 

crisis.
• Spain, the UK, Japan, France, Italy and the US have been significant originators of debt in developed markets. 
• South Africa, Chile, Brazil and Argentina have led the pack in emerging markets.
• Global household debt has also surged since 2007, with Chinese households showing the largest growth.  
• Non-financial corporate debt, being debt raised by non-financial sector businesses, increased from 70% in 

2007 to 92% of global GDP. 
• Over US$20 trillion of bonds and loans are due for repayment by the end of 2020, with emerging market debt 

accounting for 23% of this. The IMF is calling for debt relief! 
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The history of the world’s debt since 1950
According to Ayhon Kose, Peter Nagle, Franziska Ohnsorge and Naotaka Sugawara in their book titled Global Waves 
of Debt, Causes and Consequences, the world has experienced four waves of debt accumulation since the 1950’s. 
Their chronology and geographic nucleus being as follows:

Wave 1 (20 years) - 1970 to 1989 Latin America, the Caribbean and Sub-Saharan Africa
Wave 2 (12 years) - 1990 to 2001 East and Central Asia, the Pacific and Europe 
Wave 3 (8 years) - 2002 to 2009 Europe and Central Asia
 Wave 4 (11 years) - 2010 to date Broad based – all corners of the globe

What similarities did these debt waves have?
• Periods of very low interest rates whilst investors searched for yield.
• Changes in financial markets (such as the development of subprime prior to 2007) that contributed to rapid 

borrowing.
• Susceptible economies had some or many of these characteristics: fiscal weaknesses, poor revenue collection, 

widespread tax evasion, public and pension indexing, energy and food subsidies, managed exchange rate 
regimes, weakly regulated banks, poor corporate governance and protracted political uncertainty.

• The first three waves all ended in a financial crisis. 
• All caused or resulted in a global recession.   

How is the current wave more concerning? 
• It is unprecedented in terms of its size, speed and reach both in emerging and developed markets.
• It has been fueled by close to zero nominal interest rates, providing no room for manoeuver. 
• The private sector has played a prominent role fueling the increase.
• China has become highly indebted.
• A shadow banking sector has emerged as a key participant with its own creditor rules. 
• The non-resident share of government debt, foreign debt, in 2005 was 37% and is now 45%. 
• The foreign currency component of corporate debt, which introduces currency risk, in 2005 was 15% and is 

now 25%.

Positive buffers introduced since the last crisis include:
• Improved fiscal management, albeit unfortunately diluted by COVID-19 interventions.  
• Inflation targeting, which has smoothed economic cycles.
• Flexible exchange rate regimes, which allow for currencies to become shock absorbers during a crisis.
• Central bank transparency has reduced uncertainty for market participants.  
• Stronger financial sector regulations and standards have been adopted globally. 

So what are the lessons learnt from three previous debt waves?
Firstly, high global debt, low interest rates and subpar economic growth are a lethal mix that creates systemic 
vulnerabilities catalysing a crises.  Secondly, economic shocks originate from unexpected sources, are unpredictable 
and other than avoidance, no effective antidote exists.  Thirdly, these crises unfold with similar glide paths – 
a shock, followed by higher borrowing costs, reduced capital flows and a decade of weak economic growth.  
Fourthly, high debt limits the scope for countercyclical fiscal stimulus when an unexpected crisis does unfold.  
Think of SA’s response to COVID-19, our indebtedness even before the onset of the virus was already so elevated 
that our government’s financial intervention was utterly underwhelming.  Lastly, that debt accumulation is not 
healthy unless it is very well spent to finance output-enhancing purposes – particularly export activity.
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Northstar’s approach
We acknowledge that we do not have the abilities to predict the time and date of the next financial crisis. This 
article highlights our awareness of the conditions that create crises and that some are evident currently. Whilst 
being cognizant of the risks at play, our approach is to operate within a framework that ensures successful long-
term investment outcomes for our clients.
This involves:
• Diversifying our portfolios across asset classes, geographies and currencies with a deep appreciation of each 

component’s contribution towards returns and risks within a portfolio.
• Owning competitively advantaged businesses that can sustain themselves through challenging times.
• Avoiding deeply indebted business as they are not masters of their own financial destinies.  
• Applying security (fixed income, property and equity) valuations in a ‘normal world’ – as an example very low 

interest rates often overprice assets.   
• Communicating to our clients the importance of time versus randomness – market movements are random in 

the short-term, outcomes over the longer-term (ten years and more) are not.    
• Appreciating that it is impossible to manage money engulfed in a perpetual state of fear whilst waiting for a 

pending crisis to unfold. The focus must be on the facts at hand in the present.  
• Being in tune with markets and key hazard gauges, which include excessive risk taking, overpriced assets and 

debt accumulation, to name but a few.      

Conclusion
Since 1970, governments, businesses and households have borrowed from the future – in effect front-loading their 
consumption. Using debt to consume now, must mean lower prospective consumption and growth. As Charles 
Schwab rightly points out, there are no free lunches in financial markets.



CIS DISCLOSURES

Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the 

Collective Investment Schemes Control Act, 2002. Collective investment schemes in 

securities are generally medium- to long-term investments. The value of participatory 

interests or the investment may go down as well as up. Past performance is not 

necessarily a guide to future performance. Sanlam Collective Investments (RF) (Pty) 

Ltd (the manager) does not provide any guarantee, either with respect to the capital 

or the return of a portfolio. The manager has the right to close certain portfolios 

to new investors, in order to manage it more efficiently, in accordance with its 

mandate. Collective investment schemes are traded at ruling prices and can engage 

in borrowing and scrip lending. The collective investment scheme may borrow up to 

10% of the market value of the portfolio to bridge insufficient liquidity. Annualised 

returns are period returns re-scaled to a period of one year. This allows investors to 

compare returns of different assets that they have owned for different lengths of time. 

Actual annual figures are available to the investor on request. Performance is based 

on NAV to NAV calculations with income reinvestments done on the ex-div date.  

Performance is calculated for the portfolio and the individual investor performance 

may differ as a result of initial fees, actual investment date, date of reinvestment 

and dividend withholding tax. Investment performance calculations are available for 

verification upon request by any person. Different classes of participatory interests 

apply to these portfolios and are subject to different fees and charges. Forward 

pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for 

all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off 

time should be 14h00, for portfolios except fund of funds, but execution is not always 

guaranteed. If execution could not take place on the same day, it will take place the 

next business day, or at the earliest possible opportunity. For fund of funds, the cut-

off time for the execution of trades is 14h00 on the day preceding the pricing date. 

Foreign securities within portfolios may have additional material risks, depending on 

the specific risks affecting that country, such as: potential constraints on liquidity 

and the repatriation of funds; macroeconomic risks; political risks; foreign exchange 

risks; tax risks; settlement risks; and potential limitations on the availability of market 

information. Fluctuations or movements in exchange rates may cause the value of 

underlying international investments to go up or down. Investors are reminded that 

an investment in a currency other than their own may expose them to a foreign 

exchange risk. The terms and conditions, a schedule of fees, charges and maximum 

commissions, performance fee frequently asked questions as well as the minimum 

disclosure document (MDD) and quarterly investor report (QIR) for each portfolio 

are available on Sanlam Collective Investments’ website at www.sanlaminvestments.

com. Associates of the manager may be invested within certain portfolios and the 

details thereof are available from the manager.

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services 

provider in terms of the Financial Advisory and Intermediary Services Act 2002. All 

information contained in this document should not be construed, or relied upon, as 

advice. If you require financial and/or investment advice, please engage the services 

of an independent financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document 

are provided by Northstar as general information about the company and its 

products and services. Northstar does not guarantee the suitability or potential value 

of any information or particular investment source. Any information in this document 

is not intended nor does it constitute financial, tax, legal, investment, or other advice. 

Nothing contained in any service or any other content in this document constitutes a 

solicitation, recommendation, endorsement or offer by Northstar. Nothing contained 

in any service or any other content in this document constitutes a solicitation, 

recommendation, endorsement or offer by Northstar. Illustrations, forecasts or 

hypothetical data are not guaranteed and are provided for illustrative purposes 

only; returns or benefits are dependent on the performance of underlying assets or 

other variable market factors; there are risks involved in buying or selling a financial 

product; past performances are not necessarily indicative of future performances; 

and no guarantees are provided.

NORTHSTAR ASSET MANAGEMENT

Northstar Asset Management (Pty) Ltd

Registration No. 1996/001423/07 | FSP number 601

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,

Constantia PostNet Suite #784, Private Bag X16, Constantia 7848

Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885

info@northstar.co.za | www.northstar.co.za

SANLAM COLLECTIVE INVESTMENTS

Sanlam Collective Investments (RF) (Pty) Ltd

Registration No. 1967/002865/07

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532

Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224

service@sci.sanlam.com, www.sanlaminvestments.com

Please refer to our website for directors & company secretary details

DISCLAIMER

The Management of portfolios is outsourced to Northstar Asset Management 

(Pty) Ltd, (FSP) Licence No. 601, an Authorised Financial Services Provider under 

the Financial Advisory and Intermediary Services Act, 2002. This information is not 

advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 of 

2002). Please be advised that there may be representatives acting under supervision. 

The manager retains full legal responsibility for the co-named portfolios. Legal 

Information http://northstar.co.za/page/legal-information/


