
Themes from FIM 
Interest Rates and Devals – 15 February 2024

Charlie Robertson
FIM Partners
Head of Macro Strategy

Why do the poorest pay the most to borrow? To many people, this is a moral, and not just 
an economic question. To provide cheaper funding to those that need it most, is why IMF 
shareholders boosted the IMF’s lending ability so dramatically via the SDR increase in 2021 
and the quota increase announced in 2023. We use a graph, as usual. We connect long-
term demographic trends with big FX moves in Nigeria and (likely) Egypt that we’re seeing 
right now, and tie in January’s contentious debate about whether credit rating agencies 
mis-rate poor countries.   
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The truth is that interest rates are the price that matches the demand for money with the 
supply of money. Assuming roughly equal demand for money by all people globally, it is 
the supply of money which drives the price. When bank deposits to GDP are low and the 
supply of money is therefore limited, interest rates are usually high. I first looked at this in 
2013 and the situation has not changed since. To get all the data onto one chart despite 
widely different inflation and interest rates, we used real interest rates as the best 
measure for the cost of borrowing. 



Key Observations from Global Markets 

Countries with lots of money, which are all low fertility countries (because low fertility 
countries find it easier to save), have real interest rates that cluster around 0%, from (not 
so rich) China to Korea and Ireland. The countries with the most savings, have the lowest 
borrowing costs. 

Most countries where deposits are less than 40% of GDP pay much higher real borrowing 
costs. 

Those countries with deeply negative real interest rates (from -2% to -8%) were either 
commodity exporters, often with unsustainable currency pegs at the time (e.g. Angola), or 
countries with no market mechanism to set rates (e.g. Central African Republic, 
Afghanistan). Because very negative real rates are unsustainable over time, we excluded 
these 14 countries in the next calculation.  

We coloured the remaining 126 countries by whether they ran a current account surplus 
(in black) or a current account deficit (in red).  

What we found is that in countries with plenty of savings, it did not matter if a country ran 
a current account surplus (such as Spain) or a deficit (such as the UK). Domestic savings 
were so high that running deficits of a few per cent of GDP was immaterial. 

Where the current account really matters is in countries with few savings. On average 
those who ran a surplus, even if bank deposits were under 40% of GDP, had real interest 
rates around 0%, the same as savings-rich China.  

The Asian Model of Development

This is of course the Asian model of development. You use a current account surplus to 
ensure a plentiful supply of foreign currency, which helps keep your overall interest rates 
low, so you can invest your way to growth (which boosts exports, suppresses imports and 
helps the cycle continue). The vast majority of China’s GDP growth has come from 
investment, not net exports, even though exports have helped enable that investment 
story. 

The Gulf countries today follow the same model, thanks to high demand for their 
commodity exports. Low real interest rates, fuelled by current account surpluses, are 
sustainable and support the investment into GDP diversification that we invest in, across 
the GCC. 

By contrast, countries whose bank deposits were under 40% of GDP and a current 
account deficit, pay the highest real interest rates in the world, at an average 2%. This 
deters investment. It encourages countries to borrow “cheaply” from abroad, risking 
eventual debt default. Both Ghana and Zambia were paying 3-5% real interest rates in the 
5 years after 2013, so they borrowed heavily from abroad, and then defaulted in the early 
2020s. 
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The Implications 

The chart suggests countries like Brazil, Morocco and Vietnam were paying excessively 
high real interest rates in the 2010s, relative to their bank deposits, and that the 2020s 
would deliver lower real rates. We see it today in Vietnam and Morocco. It is harder to 
see in Brazil after the inflation and interest rate shock of 2022-3, but this does support 
our bullish view on Brazilian rates.  

The broader story is that high fertility countries should be aiming for current account 
surpluses if they want to lower their borrowing costs. 

Yet if we go back just a few years, economies like Egypt, Pakistan, Nigeria and Kenya as 
well as Ethiopia, Ghana, Zambia and Sri Lanka were all running current account deficits. 
Many of them had currencies that were 20-50% overvalued vs their Real Effective 
Exchange Rate history.  

Today, the latter group have all defaulted while the former group have devalued their 
currencies so much that each of them now have undervalued currencies. Current 
account deficits in Pakistan and Nigeria have become surpluses. Egypt is close to 
achieving that too. The implication is that if these countries maintain these cheap 
currencies, their real interest rates should trend towards zero in coming years, helping 
them manage their debt. Defaulting Ethiopia is the only country left with an extremely 
overvalued currency.   

From a Different Perspective 

For those interested in the moral aspect of the question then, the most encouraging 
conclusion is that countries have it in their control to avoid default, and to cut their own 
borrowing costs to the same level as savings-rich countries. They don’t have to become 
colonies of the IMF. Indeed, Nigeria is making its adjustments with no IMF support at all, 
although the support would be helpful in our view.

Lastly, we can touch on whether the credit rating agencies have been unfair to Africa, as 
some suggest, or indeed have been too generous in their ratings. The data are pretty 
clear. High fertility countries with low savings are inherently more likely to default, if they 
run a current account deficit, because they are paying the highest real interest rate on 
their debt. That unfortunately sums up the policy stance of many African credits before 
2022 but it was concealed by cheap global borrowing rates. Only when global rates 
soared did the unsustainability of the model become obvious.  

Today though, as our CIO Francesc Balcells mentioned in January, we now have Frontier 
Healing. Governments are correcting their policy course. Cheaper currencies should 
help FX reserves swell and interest rates fall. The result should be that investing in a 
better future will get easier, growth can pick up and that brings both moral and 
economic benefits to all. 
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Disclaimer:

This Article is issued by FIM Partners UK Ltd. and jointly with Frontier Investment Management Partners Ltd. (collectively, FIM Partners) is made available only 
to, and/or is directed only at, persons who are Professional Clients or Eligible Counterparties for the purposes of the rules of the UK Financial Conduct 
Authority, or Professional Clients or Qualified Investors for purposes of the rules of the Dubai Financial Services Authority and UAE Securities and 
Commodities Authority, respectively. The products and services offered by FIM Partners are available only to such persons. Other persons should not act or 
rely on this Article. This Article is not intended for retail clients. 
This Article contains information about FIM Partners, its employees and affiliates, and the historical performance of certain investments, or on asset 
management activities in general, in which they are or were involved. Such information has been included only to provide recipients of this Article with 
information as to such person’s area of expertise or for discussion purposes. Material aspects of the opinions and descriptions in this Article may change at 
any time without notice. Any projections, market outlooks or estimates in this Article are forward-looking statements and are based upon certain assumptions.  
Other events which were not taken into account may occur and may significantly affect investment returns.  Any projections, outlooks or assumptions should 
not be construed to be indicative of the actual events which will occur. Past performance is not necessarily indicative of future results. 
Any investment in securities or in the strategies described in this Article carries a significant degree of risk, including the risk of losing the entire amount 
invested. Any investor must be able to bear the risks involved and must meet the suitability requirements relating to such an investment. Some or all 
alternative investment programmes may not be suitable for certain investors. FIM Partners has not taken any steps to ensure that the investments referred to 
in this Article are suitable for any particular investor and no assurance can be given that the desired investment objectives would be achieved. 
This Article is for informational and background purposes only, does not purport to be full or complete and is not intended to constitute, and should not be 
construed as, investment advice or deal arrangement activities with a view to transactions in investments.  This Article does not constitute or form part of any 
offer to issue or sell, or any solicitation of any offer to subscribe or purchase, any product or service, nor shall it or the fact of its distribution or communication 
form the basis of, or be relied on in connection with, any contract therefor. 
Certain information included in this Article is based on information obtained from sources considered to be reliable. However, any projections or analyses 
provided to assist the recipient of this Article in evaluating the matters described herein may be based on subjective assessments and assumptions and may 
use one among alternative methodologies that produce different results. Accordingly, any projections or analyses should not be viewed as factual and should 
not be relied upon as an accurate prediction of future results. No representation is being made that any investment will or is likely to achieve profits or losses 
similar to those shown. 
No reliance may be placed for any purpose on the information and opinions contained in this Article or their accuracy or completeness. No representation, 
warranty or undertaking, express or implied, is given as to the accuracy or completeness of the information or opinions contained in this Article by FIM Partners 
or any of its directors, members, officers, employees or secondees and no liability is accepted by such persons for the accuracy or completeness of any such 
information or opinions. This paragraph does not purport to exclude or restrict any duty or liability that FIM Partners may have to its clients under any 
applicable regulatory system.
The material contained in this Article is intended for private use only. The text and statistical data or any portion thereof contained in this Article may not be 
stored in a computer, published, rewritten for broadcast or publication or redistributed in any medium, except with the express written permission of FIM 
Partners. FIM Partners will not be liable for any inaccuracies, errors or omissions in the material or in the transmission or delivery of all or any part thereof or 
for any damage arising from any of the foregoing.
FIM Partners UK Ltd is a private limited company, incorporated in England & Wales, under company number 12108672, with registered office at Suite 1, 7th 
Floor, 50 Broadway, London, United Kingdom, SW1H 0BL, United Kingdom, and authorised and regulated by the UK Financial Conduct Authority. Frontier 
Investment Management Partners Ltd. is a private company incorporated in the Dubai International Financial Centre, under company number 0742, with 
registered office at Al Fattan Currency House, Office 903, Building 1, DIFC, PO Box 482011, Dubai, United Arab Emirates, and is authorised and regulated by 
the Dubai Financial Services Authority, and registered as an investment adviser with the US Securities and Exchange Commission.
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