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WHICH AFRICAN SOVEREIGNS ARE MOST LIKELY TO DEFAULT?
Based on quantitative analysis, large external borrowers Ghana, Kenya, and Ethiopia are most likely to default on their Eurobond repayments in the fiveyear outlook. In total, Africa needs to make USD 21.5 billion in external bond repayments over that period, while debt servicing costs are rising
unsustainably. PANGEA-RISK assesses key indicators, including debt servicing and international bond maturities, to forecast Africa’s sovereign debt
default risks over the next five years.
In the five-year outlook (May 2022 to May 2027), sub-Saharan African countries are due to make USD 21.5 billion in repayments of Eurobonds, excluding the
cost of servicing these foreign currency denominated loans. This record amount of external bond repayments comes at the same time as more African
sovereigns fall into debt distress. The International Monetary Fund (IMF) now rates 23 countries out of 50 sub-Saharan African states to be in debt distress
or at high risk of debt distress, which is up from just eight countries in 2015.
There is little chance that the continent’s most developed economy, South Africa, will fail to make repayments of USD 6.25 billion that it owes in the fiveyear outlook. However, countries at high risk of debt distress will pose greater risk of sovereign default over this period. This selection includes heavy
borrowers such as Ghana. which owes more than USD 4 billion to bondholders between now and May 2027, and Kenya, with a bond repayment bill of
almost USD 3 billion for the next five years. The debt sustainability outlook of the continent’s largest economy, Nigeria which owes almost USD 2 billion in
Eurobond repayments, is also becoming more concerning. While Ethiopia has only one Eurobond, a USD 1 billion bond due in 2024, it is becoming
increasingly improbable that the country will be able to repay the capital in two years, let alone service the loan in the meantime.
As the cost of debt servicing increases – in fact, tripling between 2010 and 2021 – African sovereigns will struggle to meet regular interest payment
deadlines. Zambia defaulted on a Eurobond interest payment in late 2020, while Mali has stopped servicing and repaying its West African central bank
(BCEAO) held debt due to regional sanctions. Rising US interest rates and tumbling currencies will increase the debt-to-GDP ratios, while raising the cost
of borrowing. Countries already in arrears and with large debt burdens, such as Sudan, Eritrea, and Zimbabwe, will see their debt increase even more.
Higher interest rates also means that countries such as Ghana will no longer be able to affordably tap into international debt markets to refinance existing
debts. Several large markets such as Angola are already scrapping plans to issue more Eurobonds this year, while others like Nigeria are issuing debt at
costly interest rates, rendering their debt profile less sustainable.
Eurobonds are not the only financial obligations for African countries, which will need to make a total of USD 185 billion in loan repayments between 2022
and 2024. Most African states have borrowed commercially from banks and export credit agencies, bilaterally from other governments, concessionally
from development banks or multilateral financial institutions, or from Chinese state-controlled entities. However, a default event is more likely to occur on
a Eurobond tranche payment or capital repayment, than any other form of obligation. Zambia has continued to make payments to the World Bank, some
banks and export credit agencies, and Chinese entities, even while ceasing to pay interest due on its sole external bond. Even though Eurobond structures
may not always be more onerous in terms of servicing cost, they are complex to restructure, while the broader socio-economic and political implications
of stopping or delaying payments to China or development banks are often far more serious.
PANGEA-RISK has therefore devised a quantitative methodology derived of data from multiple sources to review individual sub-Saharan African countries’
debt profiles and loan servicing ability, as well as their respective external bond repayment obligations in the five-year outlook. Many emerging markets
will require at least five years to recover from the triple shocks of the pandemic, Russia-Ukraine war, and broken supply chains, which justifies our chosen
timeline for this assessment.
AFRICAN COUNTRIES AT HIGHEST RISK OF SOVEREIGN DEFAULT IN FIVE-YEAR OUTLOOK

GHANA – Little option beyond the IMF or Common Framework
Recent credit rating agencies downgrades equate to a “substantial” risk of default, reflecting the high
burden of debt servicing costs on the state budget – projected at approximately 44 percent of
expenditures in 2022 (other sources claim 50 percent) – as well as the growing difficulty the
government faces in raising funds. Moody’s estimates debt servicing at 45 percent of expenditures, but
debt interest payment now account for more than half of these, according to the latest data.
Beyond the concerns over servicing its debt, fresh
worries are mounting over the size of Ghana’s debt
exposure. In early March, the World Bank said Ghana’s
debt had exceeded 80 percent of GDP, while the Bank
of Ghana was still reporting a 78.4 percent ratio.
Increased government borrowing thus exceeded the level of debt projected by the central bank, while
the fiscal deficit has expanded further from 9.7 percent recorded at the end of 2021. Based on these
projections, the World Bank has called for greater transparency over debt accumulation by the Ghanaian
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government. Indeed, the Bank of Ghana has since updated its debt projection at 80.1 percent of GDP.

Of the total public debt, external loans account for 38.7 percent of GDP. Meanwhile, total revenue mobilised over the past year stood at 15.4 percent of
revenue and tax rating registering just 12.6 percent of GDP, which is far below the regional average. Local experts now reckon that Ghana has indeed fallen
into debt distress, as cautioned by the IMF over recent years. Ghana may have little option other than to approach the IMF for a new programme or apply
to the G20’s Common Framework for debt restructuring.
KENYA – Debt repayments on unprofitable railway double from this year
Outgoing President Uhuru Kenyatta’s administration has invested billions of dollars in projects
including a railway linking the port city of Mombasa, the capital Nairobi, and the nearby Naivasha town,
with many of them funded with loans from China. While the spending helped shore up economic
growth, it has also put public finances under pressure. Kenya’s budget deficit is projected by the
Treasury to be 8.1 percent of GDP in the year through June, wider than an earlier forecast of 7.5 percent,
and the government plans to issue more Eurobonds later this year. The IMF has warned that Kenya now
faces a high risk of debt distress.
PANGEA-RISK has issued caution about Kenya’s sovereign risk outlook multiple times since 2019. The
crisis exposes an economy weighed down by rising public debt – standing at USD 71.3 billion, with an
additional USD 12 billion in undisbursed loans – years of missed revenue collection targets, and a budget
deficit hovering at more than six percent of GDP. The decision to join the G20’s Debt Service Suspension Initiative (DSSI) in January 2021 marked a
significant U-turn in Kenyan policy and mitigated the risk of sovereign default last year. Hopes of a Chinese debt restructuring now seem slim. Kenya has
withdrawn its request for China to extend debt repayment holiday to December 2022 in the wake of opposition from Chinese lenders that recently froze
disbursements to local projects.
Despite the DSSI’s provisions, Kenya resumed making repayments on the Standard Gauge Railway (SGR)
in the middle of last year. These payments are set to double from this year, thus significantly raising
concerns over debt. From this year, Kenya will need to make USD 960 million in debt repayments to
China Exim, which is twice as much as repayments last year and account for almost a quarter of the USD
4 billion external debt obligations for the financial year ending June 2022. The grace period for
repayments lapsed in 2020 and China will have the right to seize both the KRC state company and the
Kenya Ports Authority that operates Mombasa port and was listed as a principal security in the 2014
Chinese loan agreement. The commercial failure of the SGR also undermines the USD 24 billion
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development of the Lamu Port South Sudan-Ethiopia Transport (Lapsset) Corridor, which is similarly
failing to generate revenues.

ETHIOPIA – Prospect of default on Eurobond tranche payment looms large this month
The Tigray War has rendered Ethiopia, once Africa’s investment champion and fastest-growing
economy, effectively “un-investable” and dipping into economic recession. Targeted sanctions have been
imposed, budget support withdrawn, and preferential trade terms suspended due to human rights
abuses and war crimes perpetrated by all sides in the conflict. The IMF projects less than 4 percent GDP
growth in 2022, down from almost 10 percent before the pandemic. The local birr currency has
collapsed, while inflation has accelerated to 34.5 percent. By late 2021, Ethiopia had paltry reserves of
USD 2.4 billion, which is sufficient to cover no more than two months of imports. These reserve levels
are expected to be much lower by end of April given the ongoing drain on public finances from the war
effort in northern regions. While the NBE no longer provides reliable data on its foreign exchange
reserves, well-placed sources believe that reserves may have fallen below USD 1 billion since March this
year.
The prospect of sanctions and other punitive measures, as well as the escalating cost of the war is
raising concerns that Ethiopia may not be able to service its loans this year. The loan servicing ratio as a
proportion of state revenue reached 25.8 percent last year and is expected to be even higher this year.
This outlook has raised alarm bells among Ethiopia’s 2024 international bondholders. Ethiopia no longer
can raise additional funds from capital markets or other creditors, while the country owes some USD
28.4 billion, almost half of which to China. China has undoubtedly offered some relief on debt obligations
due for repayment in coming months. According to the China Africa Research Initiative (CARI) at Johns
Hopkins University, Ethiopia’s debt to China totals USD 13.7 billion. Around 500 Chinese companies
operate in Ethiopia with investments exceeding USD 1.5 billion.
TIGRAY FIGHTERS IN MEKELLE

Ethiopia participated in the debt service suspension initiative during the pandemic and has applied to
the Common Framework for debt relief. However, progress on the Common Framework creditor committee has stalled due to the conflict and Ethiopia is
increasingly likely to default on its Eurobond coupon payments from this year. The country is less likely to default on commercial debt that is backed by
export credit agencies or Chinese and concessional loans, which would have broader cross-default or diplomatic implications.
AFRICAN DEBT SUSTAINABILITY METHODOLOGY

Methodology legend:
COUNTRY – Sub-Saharan Africa only (50 countries)
IMF DEBT DISTRESS OVERALL RATING – Reflects published DSA ratings as of 30 April 2022. Data derived from IMF.
DSSI / COMMON FRAMEWORK PARTICIPANT – Debt Service Suspension Initiative (DSSI) participants and applicants to the Common
Framework (CF) for Debt Treatments. Data derived from IMF/World Bank.
INFLATION – Inflation rate, average consumer prices at annual percent change. Data derived from IMF WEO.
PUBLIC DEBT / GDP (%) – General government gross debt as a percent of GDP. Data derived from IMF WEO.
DEBT SERVICE RATIO (%) – Total debt service (% of exports of goods, services, and primary income). Data derived from World Bank standardised
2020 data or updated based on more recent reports.
EUROBOND 5-YEAR MATURITY – Amount of Eurobond repayments due in five-year outlook (May 2022 to May 2027). Data derived from
Bloomberg.

INSIGHT
Since the start of the pandemic over two years ago, only two countries have defaulted on their
sovereign debt, i.e., Zambia in late 2020 and Mali in early 2022. IMF and World Bank actions
mitigated a wider debt default. The IMF and World Bank are now seeking more ambitious
initiatives to offer debt relief and loan restructuring for low-income countries. With the expiry of
the DSSI in January and the low uptake of the Common Framework, there is mounting concern
that low-income countries will not be able to meet their USD 35 billion in debt payment
obligations this year. About 60 percent of low-income countries – including Zambia, Ethiopia, and
Tunisia – are at high risk of or already in debt distress. Without bolder debt relief or further SDR
issuance, several African countries are set to default in coming months, including Ethiopia and
Tunisia.
Confusion still reigns over the implementation of the Common Framework. World Bank
economists comparing the framework to major historical debt restructurings say that maturity
extensions and reduced interest rates are more likely than debt haircuts. They also observe that
the framework’s requirement for borrowers to obtain ‘comparable’ debt relief from private sector
creditors is ill-specified and without a ‘mechanism’ to push private sector creditors to play ball.
The IMF has called for the Common Framework to be ‘re-vamped’ for speedier debt restructuring,
and for creditors to suspend debt servicing during these negotiations. Meanwhile, Chinese lenders
may push for private sector status in negotiations where at all possible, thus undermining the framework. China’s increasingly dominant role as a lender
to poor countries has undoubtedly deterred many others from seeking debt relief. Beyond its three participants – Zambia, Chad, and Ethiopia – no other
countries have applied for the framework, fearing that the scheme would risk cutting off access to capital markets.
Meanwhile, the total value of debt repayments is rising. In 2022, the world’s poorest countries face a USD 10.9 billion surge in debt repayments. This
increase in debt repayments comes as many African countries shunned the DSSI, which was launched by the G20 group of large economies in April 2020
and aimed to defer about USD 20 billion owed by 73 countries to bilateral lenders between May and December 2020. Despite being extended to the end of
2021, just 42 countries globally received relief totalling USD 12.7 billion, according to the Paris Club group of creditor nations that helped co-ordinate the
initiative along with the World Bank and the IMF. Those countries must now resume repayments this year and start recognising debts that were
suspended under the scheme.
Moreover, borrowing costs are rising. In the first two years of the pandemic, interest rate cuts by big central banks made it relatively cheap for
governments to borrow. But with global monetary conditions will tightening this year, it is becoming more expensive to refinance existing debts. As we
had previously accurately projected, African economies seeking to borrow on the international markets could be in difficulty if the US federal reserve rates
are increased more than anticipated. Greater-than-anticipated US federal reserve hikes could prompt significant capital outflows and put pressure on
central banks to increase the price of domestic credit, potentially dampening growth (see SPECIAL REPORT: AFRICA’S OIL PRODUCERS RIDE ECONOMIC
OPTIMISM WHILE OTHERS SLUMP).
Some African economies should be able to dedicate part of last year’s Special Drawing Rights receipts towards financing their 2022 budgets, and further
concessional financing remains an option for a portion of Africa borrowings. However, Several African economies could still take years to recover from the
loss in GDP suffered from the COVID-19 pandemic in 2020. The World Bank now estimates that sub-Saharan Africa will enter 2023 with GDP 4 percent
below where it had been forecast to reach in pre-pandemic estimates.

For more information on this report or Pangea-Risk, contact info@pangea-risk.com.
For the terms and conditions of the Pangea-Risk Insight service, view here. © Pangea-Risk. All Rights Reserved.

