
THE POLITICS OF AFRICAN DEBT RESTRUCTURING 1



About Pangea-Risk

PANGEA-RISK is a specialist intelligence
advisory that delivers accurate, decision-ready,
and commercially relevant forecasts and
analysis on political, security, and economic
risk in Africa and the
Middle East to a wide-
ranging spread of client
sectors.

The company was founded in 2015 as EXX
Africa, rebranded as Pangea-Risk in 2020, and
has since become a leading risk advisory and
consultancy with a broad network of clients
ranging from DFIs, banks, traders, corporates,
and insurers, to governments, intelligence
agencies, and military forces worldwide.

THE POLITICS OF AFRICAN DEBT RESTRUCTURING 2

About the Authors

Robert Besseling, CEO,
Pangea-Risk

Faisal Khan, Managing Partner,
Acre Impact Capital

Robert founded Pangea-
Risk in 2015 after pursuing a
career in political risk
forecasting at industry-
leading firms in the UK and
US. At Pangea-Risk, Robert
leads a team of partners,

researchers, and contributing analysts to produce
commercially relevant and actionable analysis
and forecasts on political, security, and economic
risk in Africa and the Middle East. Robert also
retains the lead on many consulting projects for
blue chip corporations in a wide variety of sectors.

Robert is regularly invited to speak at major
international conferences on topics such as
metals and mining, trade and export finance, and
global security matters. He frequently moderates
ministerial panels and has interviewed multiple
African heads of state and government during his
career. Robert makes frequent appearances on
televised media, as well as contributions to
international print media. He has travelled
extensively on the continent and calls Africa his
‘home’.

More about Acre Impact Capital

Acre Impact Capital invests in climate-aligned
essential infrastructure in emerging markets
by partnering with leading commercial
lenders and export credit agencies. Our Export
Finance Funds address the estimated USD 100
billion annual infrastructure financing gap in
Africa, driving economic
growth and providing
essential services for
underserved populations.

Acre Impact Capital is supported by The
Rockefeller Foundation and GuarantCo, a
Private Infrastructure Development Group
(PIDG) company. PIDG is an innovative finance
organisation funded by the governments of
the UK, the Netherlands, Switzerland,
Australia, Sweden, Germany, and the IFC.

Faisal has over a decade of
financing experience in
emerging markets, with a
particular focus on sovereign
and corporate entities across
Central Eastern Europe,
Middle East, and Africa.

Faisal has helped clients raise a cumulative USD
200 billion worth of capital while at Deutsche
Bank, Investec Bank, and BNP Paribas.

Faisal has advised several emerging and frontier
markets governments on raising international
debt capital including Angola, Ethiopia, Gabon,
Ghana, Ivory Coast, Nigeria, Zambia and South
Africa. Through his extensive network of
contacts, Faisal has developed a deep
understanding of regional investment and
fundraising challenges.

Most recently Faisal has developed deep
expertise in Sustainable Debt Capital Markets at
BNP Paribas, where he supported both
sovereign and corporate clients structure and
execute sustainable bonds and loans.



THE POLITICS OF AFRICAN DEBT RESTRUCTURING 3

EXECUTIVE SUMMARY

By 2024, many of Africa’s debt-distressed sovereigns will have successfully restructured their
most unaffordable loans, whether domestic or external obligations, placing these countries in
much better stead to attract private investment, in particular from sustainability-focused and
impact investors to address the USD 100 billion annual infrastructure financing gap. This forecast
differs from the often prohibitive credit ratings imposed on many distressed sovereigns, which
restricts climate financing activities and other development funding in these countries.

Debt transparency, sound fiscal and monetary governance, and candid bilateral relations with
creditors are the primary political indicators of effective debt treatments, even while multilateral
debt relief initiatives, such as the G-20’s Common Framework, flounder. By the end of 2023, heavily
indebted African states like Kenya and Ghana, will have followed the three-year-old example set
by Angola and have implemented successful debt restructurings through extended maturities on
foreign currency obligations, domestic loan swaps in exchange for concessional finance, and
limited haircuts for some bondholders.

Chinese creditors and international bond holders are most exposed to defaults, while the shock of
debt restructurings for local banks and domestic bondholders will often be cushioned. In well-
managed debt treatments, concessional and private sector creditors will be the least exposed to
arbitrary haircuts and other losses, which will enhance sovereigns’ creditworthiness and improve
their position to attract record flows of climate finance and other impact investment in coming
years.

• Africa needs significant investments in climate-aligned infrastructure to deliver essential
services, boost productivity and growth, and promote regional integration to help deliver on the
potential of the African Continental Free Trade Agreement (AfCFTA). The African Development
Bank estimates an annual financing gap of over USD 100 billion for essential infrastructure in Africa,
which includes urban and rural electrification, water supply and sanitation, ICT, and transportation.
Today, African governments contribute on average about 40 percent of all investments towards
infrastructure, while the private sector only accounts for 11 percent, according to the Infrastructure
Consortium for Africa, with the balance of investments provided by donors and development
finance institutions. To attract more private sector financing in coming years, many African
sovereigns will need to undergo carefully managed debt treatments to render their debt burden
more sustainable and affordable. This will ultimately result in lower country-risk premium that
investors use to price risk.

• Multilateral debt treatment mechanisms, such as the Common Framework, have demonstrated
little worth in offering debt relief beyond the Paris Club and should be reformed to address African
countries’ more complex debt profiles. This white paper finds that debt distressed African
sovereigns which have successfully undergone amanaged debt treatment coordinated bymultiple
stakeholders are in better stead to benefit from private sector investments, including from
sustainability and impact-focused investors. This white paper argues that managed debt
restructuring should be encouraged by creditors and future investors, rather than disavowed by
credit rating agencies.

• Beyond debt restructuring, African sovereigns must strengthen the policy environment to
ensure more private sector investment, in particular sticky foreign direct investment (FDI) flows.
Multi-laterals, donors, and development finance institutions (DFI) should support the efforts by
offering alternative blended finance instruments such as guarantees, insurance, and currency
hedging, which would help increase the flow of private investment in infrastructure. For
infrastructure projects that are not suitable for private investment, sovereigns with a credible
investment programme that addresses environmental and social challenges will be best positioned
to tap into an incremental pool of capital from sustainability and impact focused investors.
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AFRICA’S DISTRESSED DEBT & INVESTOR (MIS)PERCEPTIONS

Africa’s private and public external debt, which increased more than fivefold to more than
USD 700 billion from 2000 to 2020, is no longer sustainable. Based on the latest rankings by
the International Monetary Fund (IMF), 22 low-income African countries are either already in
debt distress or at high risk of debt distress. In late 2020, Zambia began to default on its
Eurobond coupon payments, raising concerns that a “domino-effect” would sweep through
other distressed sovereigns, especially from 2024 onwards when large capital repayments are
due onmany international bonds. However, such fears have so far proven unfounded, asmany
so-rated distressed sovereigns are voluntarily restructuring their debt in innovative,
transparent, and credible ways.

Since the onset of the pandemic three years ago, African sovereigns have mostly avoided
messy default scenarios like Zambia’s and instead have actively engaged with creditors to
restructure their obligations in coordinated and voluntary schemes. Kenya, Ghana, and
Nigeria are currently exchanging most of their costly domestic debt for more affordable
obligations, such as long-term bonds, concessional finance, and other instruments. On the
external front, there has been less progress, which is mostly due to the infeasibility of the
Common Framework, which replaced the Debt Service Suspension Initiative (DSSI) in early
2021. Only four African countries have applied to the framework – namely, Zambia, Ethiopia,
Ghana, and Chad. Only the latter has been able to forge an agreement, although Chad’s debt
reprofiling was mostly a bilateral deal with commercial partners, rather than a multilateral
debt treatment.

Even while the Common Framework has been slow to forge agreements on external debt,
several African sovereigns have been emboldened by Angola’s successful reprofiling of its
Chinese debt in 2020. Kenya is seeking a similar deal with its Chinese creditors and many
more sovereigns may follow suit before 2024. A popular African debt myth concerns the so-
called Chinese “debt trap” narrative, recently highlighted by the United States Treasury
Secretary on her visit to the continent in early 2023. In fact, Chinese loan accumulation over
the two decades before the pandemic amounts to USD 153 billion out of the total of over USD
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700 billion, while much of these loans have been repaid, cancelled, or reprofiled. Since 2019,
China has slowed lending to Africa, shown greater willingness to reprofile its loans, and
offered limited debt relief.

The China Africa Research Initiative (CARI) at Johns Hopkins has contradicted the allegations
of China’s “debt trap” diplomacy. A 2022 report by CARI established “that between 2000 and
2019, China … cancelled at least USD 3.4 billion of debt in Africa”. In the same period China
restructured or refinanced about USD 15 billion of debt in Africa. There were no asset seizures,
and China has not used legal recourses to compel repayments, unlike popularised narratives
concerning Zambia’s state broadcaster, Kenya’s largest airport, or Uganda’s airport being
seized as collateral by Chinese creditors – a US-driven politically-motivated narrative which
has been consistently proven to be inaccurate.

Nevertheless, at least six African countries are suspected to have defaulted on Chinese loans
since 2016, including Kenya, Ethiopia, Djibouti, Mozambique, Zambia, and Ghana. In
comparison, only three African countries have defaulted on their Eurobond coupon payments
over the same period, namely Mozambique (2017), Zambia (2020), and Ghana (2023). Mali’s
payment arrears in 2022 were temporary and caused by country-specific issues. The African
countries with the greatest exposure to Chinese loans on a cumulative basis have been at the
forefront of bilateral debt treatments, notably including Angola and Kenya. Meanwhile,
Zambia and Ethiopia are seeking relief from Chinese obligations through the more
cumbersome Common Framework, which has delayed their debt treatments.

Relative to their GDP, the countries with the highest exposure to Chinese loans over the past
20 years are Angola (63 percent), Zambia (45 percent), and Republic of Congo (32 percent). But
for most large African economies, Chinese debt exposure is negligible, such as Nigeria (1.6
percent), South Africa (1.3 percent), and Egypt (1.9 percent), as well as China’s fourth largest
borrower Kenya (8.4 percent).

Based on quantitative analysis conducted
last year by Pangea-Risk and Acre Impact
Capital, sub-Saharan African sovereigns are
due to make USD 21.5 billion in international
bond (Eurobond) repayments over the
period of May 2022 and May 2027. This
excludes the cost of servicing these foreign
currency denominated loans. Ghana alone
owes more than USD 4 billion to
bondholders between now andMay 2027, out of a total of USD 13 billion in dollar-denominated
international bonds. Investment bank Morgan Stanley rates the average “recovery value” for
Ghana's defaulted dollar-denominated government bonds at USD 46, which is based on the
country's deal to restructure its local currency debt.

Kenya has a bond repayment bill of almost USD 3 billion for the next five years. The country
may opt to issue a Eurobond with a different tenor and structured in two or three tranches to
manage next year's maturity of a USD 2 billion, 10-year bond. Such a move could give Kenya
more flexibility to attract different investors and smooth out future maturities. 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.

These trends highlight the importance of proactive debt management to ensure that
borrowers, which have painstakingly built their international yield curve over the past decade,
continue to maintain access to deep pools of liquidity in the international debt capital
markets. Issuers who are committed to building a credible investment programme that
addresses environmental and social challenges will be best positioned to tap into an
incremental pool of capital from sustainability and impact-focused investors.

“At Pangea-Risk, we have forecasted debt
affordability risks well before the onset of

the pandemic. Now, we project a
sustainable way out of the debt crisis for
some of the continent’s largest markets”
(Robert Besseling, CEO, Pangea-Risk)
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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. This makes the implementation of
multilateral “one-size-fits-all” debt relief mechanisms, such as the Common Framework, less
valuable. Nevertheless, the probability of a default will be highest for Chinese debt in the
immediate outlook and for Eurobonds from 2024, unless effective loan restructuring takes
place before then.

This joint white paper argues that African sovereigns are trying to avoid chaotic and
untransparent defaults, such as those of Zambia in 2020 and Mozambique in 2016, which
triggered financial crises, years of divestment, and a collapse in investor trust. The majority of
debt distressed states are rather following the paradigm set by Angola’s bilaterally negotiated
debt reprofiling in 2020 and several other debt treatments applied over recent years,
including those in Chad and Republic of Congo. The economic and financial evidence
suggests that African sovereigns which avoid messy defaults and instead undergo managed
debt treatments are more likely to witness an economic recovery and return to financial
stability within a tighter timeframe.

Such a trend is a positive development as Africa is preparing to commit to a record amount of
climate finance and other impact investments, which will be channelled in coming years
under frameworks such as the United Nations Global Climate Fund (GCF), as well as other
climate investment funds and development finance institutions. More importantly, private
impact investment has outstripped public or multilateral commitments, as was extensively
showcased at the COP-27 summit in Egypt in late 2022. This white paper argues that African
sovereigns that undergo managed debt treatments this year in order to restore their
borrowings to a sustainable path will be better placed to benefit from impact investment in
coming years.

“The private impact markets have grown by 63 percent since 2019 to USD 1.2 trillion with an
enormous potential to continue to grow. African sovereigns play a key role of building stakeholder

confidence by demonstrating fiscal management and a desire to support sustainable development
of essential infrastructure in order to attract meaningful impact capital flows into the continent.”

(Faisal Khan, Managing Partner, Acre Impact Capital)
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Angola’s 2020 debt restructuring deal with Chinese creditors,
participation in the DSSI scheme, and simultaneous IMF
programme provided the credit support and policy anchorage
required to help the oil-producing country out of a five-year
recession by 2021 and towards economic recovery into 2023.
Angola is currently in a counter-cyclical mode where inflation is
falling, economic growth is accelerating, and there is fiscal space
to loosen monetary policy. Angola’s debt treatment and IMF
programme has set a valuable “paradigm” or model for other debt-
distressed African countries and emerging markets to follow.

The ongoing implementation of a broad privatisation agenda,
alongside IMF-backed reforms, is likely to facilitate higher investor
confidence and drive a steady increase in foreign direct
investment inflows in the coming years. New investments into
renewable energy production, including ‘green hydrogen’ for
export, will contribute towards diversification efforts, buffering the economy from
further oil price shocks.

In late 2020, Angola’s government struck debt agreements with three of its major creditors –
namely the China Development Bank (CDB), the Export-Import Bank of China (EximBank),
and China's largest lender, the Industrial and Commercial Bank of China (ICBC). At the time,
the oil-producing country owed USD 20 billion to these Chinese entities, which was mostly
secured by pre-export finance facilities of crude shipments. As oil prices fell in 2015/16 and
again in 2020, Angola struggled to service and repay these loans, and turned to China for
support on a debt treatment. As part of the loans’ reprofiling, Angola received USD 6.2 billion
in debt relief over the three-year period into 2023, including a deferral of principal payments
on three CDB loans, with the largest obligation to be repaid over seven years thereafter.

THE “PARADIGM” – ANGOLA CHARTS A WAY OUT OF DEBT CRISIS

“Angola has entered a counter-cyclical fiscal and monetary period, in stark contrast to
the deteriorating forecast for its regional peers. This trend is partially due to the

successful reprofiling of Chinese debt and the completion of an IMF programme.”
(Robert Besseling, CEO, Pangea-Risk)
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Meanwhile, Angola participated in the COVID-era DSSI debt relief scheme, becoming its
largest beneficiary of nearly USD 3 billion in deferred interest on bilateral loans, out of the
initiative’s total DSSI savings for Africa of USD 14.5 billion. Angola suspended principal and
interest payments on outstanding debt as of September 2020. Together with a moratorium
on debt repayments for the following three years, Angola accumulated cash flow relief of USD
6.9 billion in 2020-22.

Simultaneously, Angola agreed a USD 3.7 billion three-year Extended Arrangement under the
Extended Fund Facility (EAEFF) with the IMF in late 2018, which ended in early 2022. Three
years of fiscal austerity and economic reforms caused significant hardship for many Angolans
over that period, which partially motivated outbreaks of unrest in Angolan cities. However, the
structural reforms and IMF’s policy anchorage helped Angola out of a five-year economic
recession by 2021 and the country’s economic growth is projected to reach 3.4 percent in 2023
and exceed 4 percent by 2025. Meanwhile, government gross debt has shrunk from 136.5
percent in 2020 to 56 percent at the end of 2022, with debt projected to drop to 37.4 percent
by 2027, a pace of debt reduction that is faster than originally forecast by the IMF.

Even while Angola suffered external shocks from geopolitical events in 2022, its inflation rate
started to drop from almost 28 percent at the start of the year to below 14 percent at the end,
with inflation projected to fall into single digits by the middle of 2023. Angola’s strengthening
currency outlook and improved inflation climate has allowed its central bank to loosen its
monetary policy, unlike elsewhere on the continent. The government plans to expand
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infrastructure and launch construction of a new commercial hub, which should boost
employment and investment. However, while the outlook for debt sustainability has improved
in the short-term, the situation remains highly vulnerable to oil price fluctuations.

Angola’s credit outlook

Angola’s international bonds are the only
Sub-Saharan African sovereign notes trading
above the post-pandemic recovery seen in
July 2020. Given the strong corelation
between oil and Angola’s USD denominated
bonds, much will depend on global growth
prospects, the conflict in Ukraine, and US
Federal Reserve action in the coming
months.

CHAD - IN THE FOOTSTEPS OF ANGOLA’S DEBT RESTRUCTURING?

In November 2022, Chad’s government
secured a debt restructuring agreement
with the country’s private creditors after
nearly two years of negotiations under the
G20 Common Framework mechanism. The
deal provides for a reprofiled debt service
schedule, which allows for debt service
payments to be stretched out from the start
of 2024 to keep the debt-service-to-revenue
ratio below 14 percent in 2024, and below 12.4
percent from 2025. The IMF applauded the

deal as the first success of the Common Framework. However, the World Bank has criticised
the agreement, since it does not reduce the size of Chad’s public debt – the Bank believes that
the country remains at risk of a sovereign default on its USD 3 billion in external obligations.

Indeed, there remain serious concerns over Chad’s longer term debt sustainability. Stagnant
economic growth in recent years, high inflation, and a massive current account deficit have
subdued economic expectations for coming years and raised concern that Chad will not be
able to generate sufficient revenues from its oil sector to meet costly loan servicing by 2024.
The Common Framework debt treatment may therefore be too limited in scope to prevent
further need for loan restructuring in future. Therefore, the risk of a sovereign default by Chad
will again increase by 2024/2025, when loan servicing costs are due to spike again and crude
oil revenues may be insufficient to service the reprofiled lending costs.

“Angola’s robust credit outperformance versus Sub-Saharan African peers, in a
backdrop that has been particularly challenging for emerging and frontier markets,

reflects the country’s successful reform agenda, strong fiscal performance, and greatly
improved debt metrics.”

(Faisal Khan, Managing Partner, Acre Impact Capital)
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Mozambique’s seven-year sovereign debt crisis may only be
resolved by the coming onstream of nascent natural gas export
revenues which should render the country’s debt profile more
sustainable by 2027 – ten years after its sovereign default. Multiple
debt restructurings in the meantime have been reactive and often
chaotically implemented, bringing little respite to bondholders.

Mozambique therefore provides the “worst case” example or
“antithesis” of debt treatments, which seems to have been
followed by countries with other messy defaults such as Zambia.
Weak state institutions, lack of fiscal transparency, and poor debt
management lie at the root of volatile relations with creditors and
slow progress on debt restructuring agreements.

In 2016, Pangea-Risk (legacy EXX Africa) uncovered details of undisclosed lending practices to
Mozambique that involved the country’s defence ministry and intelligence agencies. The
details were later confirmed by the IMF, and Mozambique’s government subsequently
admitted to USD 1.2 billion of previously undisclosed lending, much of which was supposed to
be spent on a tuna fishing fleet. The disclosure prompted the IMF and foreign donors to cut
off support, triggering a currency collapse and a default on the country’s sovereign debt by
January 2017, pushing the country into the worst economic crisis in its history.

The government, which was then
weighed down by debt equalling some
112 percent of GDP, was trying to use the
default as a tactic to force bondholders
into “restructuring” the debt. However,
it took almost three years for a debt
restructuring deal to be agreed with
Mozambique’s Eurobond creditors in
September 2019. By then, the direct and
indirect consequences of this fraud had already cost the country some USD 11 billion, or USD
400 per capita – the equivalent of 70 percent of GDP in 2019 – according to Norway’s CMI. In
late 2022, a trial held in Mozambique successfully prosecuted several high-profile individuals
implicated in the scandal. Other judicial proceedings took place in the UK, US, Switzerland,
South Africa, and other locations.

THE “ANTITHESIS” – MOZAMBIQUE’S PROTRACTED DEBT CRISIS

“Mozambique’s chaotic 2016/17 default cost the
economy more than USD 11 billion, warped the
LNG export timeline by at least four years, and

triggered a crisis of confidence among its
creditors”

(Robert Besseling, CEO, Pangea-Risk)
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By 2022, Mozambique’s government debt still exceeded 100 percent of GDP, which is only
expected to come down to more sustainable levels once the country’s massive liquefied
natural gas (LNG) potential comes fully onstream. The natural gas fields are crucial for
Mozambique and were expected to transform its economy. Mozambique’s fledgling oil and
gas industry has the potential to produce more than 30 million metric tonnes of LNG a year,
placing it in the ranks of the world’s largest LNG exporters. However, development of the
sector has been stalled by the sovereign debt crisis and subsequent economic crisis, as well as
a localised insurgency in gas-producing regions. In November 2022, Mozambique finally
began exporting LNG shipments from its offshore gas projects to Europe, some 12 years after
the gas reserves – once estimated to attract USD 120 billion in investment – were discovered
off its northern coastline.

On the back of these new gas revenues, which have been rendered far less lucrative than
initially envisaged, the IMF projects that Mozambique’s public debt will start to contract from
this year – from over 100 percent of GDP this year to around 70 percent of GDP by 2027. Over
the same timeline, GDP annual growth should also accelerate from 3.7 percent in 2022 to
almost 14 percent by 2026. This optimistic trajectory does not take into account the economic
cost of the “hidden debts” scandal of 2016, the delay to the development of the LNG sector,
and a lack of trust in the creditworthiness of Mozambique.

Mozambique credit outlook

Mozambique’s 2031 bonds have had a relatively stable performance over the past three years,
and similar to most of the Sub-Saharan African peers, benefitted from a rally since October
2022.

“LNG’s importance, particularly to Europe as a low-carbon “Transition” fossil fuel,
presents Mozambique with a unique opportunity and has the potential to significantly

improve the country’s debt metrics and growth prospects.”
(Faisal Khan, Managing Partner, Acre Impact Capital)
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ANOTHER DELAYED DEBT RELIEF SCENARIO IN ZAMBIA?

Since Zambia started to default on
its Eurobond coupon payments in
late 2020, the country has
embarked on concerted debt
negotiations to restructure an
estimated USD 17.3 billion in
external public debt. However,
there remains significant
uncertainty over whether Chinese
and Western private creditors will
throw up further obstacles to the
process at the eleventh hour. The
government’s 2023 budget
projections and investment
strategy are conditional in large
part on the successful
implementation of a debt
restructuring agreement and
sustained donor support from the
IMF. As such, the outcome of
negotiations in early 2023 will
have substantial implications for
the development of key economic
sectors, particularly mining.

Even if an agreement is reached under the Common Framework, it remains likely that the
bilateral negotiations over the actual debt restructuring arrangements will be drawn out. If
not concluded on schedule, there is a very real prospect that IMF support will be suspended,
with significant implications for Zambia’s economic stability. Nevertheless, if Zambia’s
government can successfully conclude debt restructuring negotiations with all creditors by
early 2023, this is likely to substantially bolster the government’s position, opening the door to
further policy reforms and investment opportunities. On the assumption that the
restructuring exercise and expanded multilateral donor support will alleviate short-term
budgetary pressures, the government has already begun laying the groundwork for new
investments by proposing reforms and investment incentives in multiple sectors.

“Zambia has become the centrepiece of US-China rivalries in Africa,
which are holding up a debt restructuring deal and could scupper

an IMF bailout by April this year”
(Robert Besseling, CEO, Pangea-Risk)
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In order to assess the viability of the debt restructuringmodels, this white paper suggests that
there will be at least three major African sovereigns that will successfully restructure their
debt in 2023 in order to avoid a default scenario by 2024. These are Ghana, Kenya, and Nigeria,
which each in their own way are seeking a bespoke treatment of their obligations. The
primary focus will be domestic debt restructuring, since the cost of servicing local currency
loans has become unaffordable as benchmark interest rates have continued to increase since
early 2022. For Ghana, Kenya, and Nigeria, the ongoing swap of domestic debt in exchange for
reprofiled bonds or concessional finance will provide an immediate resolution to these
countries’ debt sustainability problems. This model will also be valuable for smaller markets
with similar unaffordable domestic debt servicing costs, such as Uganda, Malawi, and Sierra
Leone.

Ghana is likely to face considerable challenges in attempting to
stabilise its debt situation and obtain approval for a new IMF
programme in the coming months. In order to secure IMF support,
President Nana Akufo-Addo’s administration will have to commit to
wide-ranging structural reforms, restructure the country’s
significant domestic and external debt, and enhance domestic
revenue mobilisation, all of which are likely to provoke
considerable push-back from domestic interest groups and the
political opposition.

If it proceeds, a domestic debt exchange process will likely damage
investor confidence, and threatens to lower liquidity across the
banking sector, increasing the risk of a recession. In addition to the
impact of sustained inflation and currency depreciation, this will

GHANA – RESTRUCTURING FAVOURS DOMESTIC BONDHOLDERS OVER FOREIGN
CREDITORS

TOP THREE DEBT RESTRUCTURING CASE STUDIES FOR 2023
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drive socio-economic grievances and increase the threat of civil unrest in the coming
months. Moreover, without sufficient buy-in, the domestic debt restructuring process is
unlikely to significantly reduce Ghana’s risk of debt distress over the short-term,
sustaining the risk of defaults.

On 17 February, the grace period passed on Ghana’s missed USD 40.6 million coupon due on
its dollar bond maturing in 2026, with the country becoming the fourth African country to
default on a Eurobond, following Mozambique and Zambia since 2016, and Côte d'Ivoire in
2000 and 2011 in the context of political instability and civil war. Three days before, Ghana’s
government announced that around 85 percent of eligible bondholders had registered for its
domestic debt exchange programme, which aims to induce bondholders to voluntarily swap
almost USD 12 billion in cedi-denominated instruments for new bonds with a longer maturity
and deferred, lower, interest payments. Even while Ghana has defaulted on multiple
obligations, including a USD 77 million Ghana Cocoa Board (COCOBOD) bill since the start of
2023, the completion of the voluntary domestic debt exchange is a remarkable achievement.

Despite initial resistance, the DDEP gradually gained acceptance in Ghana’s domestic
financial sector, albeit after multiple amendments to the programme’s terms. Banks, insurers,
and securities firms agreed to participate in the programme after the government made
several major concessions, including the introduction of a 5 percent coupon payment for
2023. Much hinges on whether the government can provide further clarity regarding the
Ghana Financial Stability Fund (GFSF). The GFSF, with a target fund of USD 1.2 billion, is aimed
at providing liquidity to institutions participating in the DDEP to absorb any substantial
shocks which may result from the process. Bondholders collectively stand to lose as much as
USD 9.6 billion as a consequence of the DDEP. The banking sector stands to take the most
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significant impact, with projected losses as high as USD 5.6 billion. However, several major
bondholder and investor associations with hundreds of thousands of members have
boycotted the process, arguing that individual bondholders should be excluded from the
DDEP since they will not receive any of the same cushioning mechanisms as the banks.

There is significant uncertainty over whether Ghana will successfully stabilise its debt position
in the coming months. Any delays to domestic and external debt restructuring negotiations
will stall the approval of a new IMF programme and will likely give rise to further credit rating
downgrades, limiting Ghana’s ability to access financing. According to IMF projections,
economic growth is forecast to slow to 2.8 percent in 2023, reflecting the impact of high
inflation and a sustained currency depreciation, which has inhibited consumption and
productivity across multiple sectors. Fiscal stability will also be increasingly challenged, with
the budget deficit projected to increase to 7.7 percent in the coming year. Revenue shortages
and the prioritisation of funds for debt servicing are also likely to inhibit progress on major
development and infrastructure projects, as contractors increasingly face non-payment
issues.

Ghana credit outlook

Ghana’s debt profile is in midst of being reprofiled with the government having completed a
domestic debt swap programme with approximately 85 percent participation, thereby
bringing the country closer to unlocking the USD 3 billion IMF bailout. A key lesson from the
domestic debt swap, is that proactive stakeholder engagement is critical to ensure an
efficient and timely process.

With the domestic debt restructuring now completed, the Ministry of Finance will turn its
attention to its foreign currency liabilities. With the US dollar debt still largely trading at
distressed levels below 40, Ghana’s bond prices reflect an expectation that a restructuring of
the Eurobond debt could envisage significant haircuts and potential coupon moratorium.
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Kenya’s new government has been proactive in its approach
to dealing with the unsustainable debt burden accumulated
under the previous administration. In 2023, the administration
plans to pre-emptively address debt sustainability concerns
as foreign exchange reserves fell to a five-year low in late
2022. Despite mounting concerns over inflation and currency
depreciation, Kenya’s sovereign debt position remains stable,
which is mostly due to continued IMF financial support.

The bulk of IMF disbursements to Kenya are being allocated
to debt servicing, which now accounts for almost half of state
revenue. The rising cost of debt servicing is mostly due to the
depreciation of the local currency. The local treasury projects
that the debt service cost could more than double to USD 17
billion in four years, and in 2023 Kenya would be paying USD
27 million in debt interest every day. Ruto’s government is
implementing a three-fold strategy to manage this growing
debt affordability problem.

Firstly, new Finance Minister Njuguna Ndung’u has laid out a proposal for the country to shift
towards concessionary borrowing at low or zero interest rates to retire unaffordable domestic
loans. The cost of domestic debt this year has surged even higher as interest rates have been
hiked through 2022 and are set to increase even further into 2023. To address this problem,
Ndung’u has proposed to retire some of themost expensive domestic loans by using revenue
from new concessional loans from multilaterals lenders like the World Bank and the African
Development Bank.

Secondly, the government is proposing a restructuring of Export-Import Bank of China
(Eximbank) loans that were used to fund the construction of the standard gauge railway
(SGR). The SGR is Kenya’s biggest post-colonial infrastructure project which is yet to break
even. The government will try renegotiating these loans by extending maturities from 15 and
20 years to 50 years, even if this comes at a higher interest rate cost. Ruto has already ordered

KENYA – THREE PART PLAN TO RESTORE DEBT SUSTAINABILITY IN 2023

“The new government in Kenya has surprised many by its proactive approach to fiscal
austerity, liberalisation, and debt restructuring, which bodes well for the country’s

sovereign debt outlook in future”
(Robert Besseling, CEO, Pangea-Risk)
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the publication of the SGR and other Chinese loan contracts that were previously kept secret,
which is heightening scrutiny of the lending terms. Any restructuring would be complicated
by confidentiality clauses contained in Chinese lending contracts, which also frequently
contain informal collateral arrangements that benefit Chinese lenders over other creditors,
such as the Paris Club of major creditor countries, and promises to keep the debt out of
collective restructurings.

Thirdly, the government plans to partially privatise at least ten state-owned companies by
selling shares on the local bourse to boost capital markets in East Africa’s largest economy.
The early targets are likely to be the Kenya Ports Authority and the Kenya Pipeline Company.
And the government has told the IMF it will be restructuring the troubled state-owned carrier
Kenya Airways and the Kenya Power & Lighting authority – both organisations had been
undermined by political patronage and opaque procurement contracts. Revenues from these
privatisations or share sales would be used to refinance existing loans or pay off some debts
entirely.

Kenya credit outlook

Kenya’s US dollar bonds have largely
performed in line with the broader
EMBI and S&P HC Sovereign Bond
Indices. Like other Sub-Saharan
African sovereign peers, Kenya too is
looking to restructure domestic debt
and pivot towards diversified sources
of funding with the aim to lower its
debt burden. The price performance
of Kenya’s debt does not imply debt
unsustainability; however, investors
will be watching in the months
ahead on the outcomes of the country’s reform agenda.
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The Nigerian government has displayed confused messaging on
the need for a potential debt restructuring and the extent such
a treatment would take, particularly if it would encompass
external as well as domestic obligations. While an external
restructuring seems improbable in the immediate outlook, a
domestic debt swap is on the cards in 2023, despite concerns
over its legality.

Transparency over Nigeria’s debt profile, future central bank
lending policies, and relations with creditors will determine
whether Nigeria is heading towards a managed debt treatment
in 2023 that would reset its debt profile on a sustainable path, or
if the country is facing a debt crisis and potential non-payment
scenario. The application of a proven and respected debt
treatment model will be critically important for Nigeria’s credit
reputation going forward.

Even while Nigeria’s public debt to GDP remains below the 40 percent threshold that is
considered healthy for a developing economy, its debt servicing costs have become
unaffordable. Debt-service costs consumed 83 percent of government revenue in the first
eight months of 2022, before spiking to 113 percent and then stabilising at 103 percent by the
end of 2022. Rampant inflation is the main cause for the unaffordable cost of Nigeria’s debt.
Inflation accelerated from 15 percent in early 2022 to over 21 percent by the end of last year. In
response, the Central Bank of Nigeria (CBN) cumulatively raised interest rates by 5 percent last
year, which is the second highest rate in sub-Saharan Africa after Ghana.

The primary cause of Nigeria’s inflationary environment is the central bank’s excessive lending
to direct government programmes with high levels of non-performing ratios that have
flooded the economy with excess liquidity. This has been exacerbated in recent years as the
government has become more dependent on loans from domestic sources of credit, rather
than borrowing on international debt markets. By the third quarter of last year, Nigeria’s debt
had increased to exceed USD 103 billion, due to new borrowings by both the federal
government and sub-sovereign entities such as state-owned enterprises. Domestic debt

NIGERIA –CENTRAL BANK LOAN SWAP OFFERS RELIEF ON DEBT SERVICING COSTS

“If Nigeria’s central bank does not cease its controversial direct budget financing and
development funding policies later this year, the country’s debt position will

significantly deteriorate and make a painful restructuring inevitable”
(Robert Besseling, CEO, Pangea-Risk)



THE POLITICS OF AFRICAN DEBT RESTRUCTURING 19

accounts for over 60 percent of total public debt and has become the most expensive to
service – to the amount of USD 1.8 billion in the third quarter alone, compared to USD 800
million for external loan servicing in the same quarter.

It should come as little surprise therefore that the government is proposing to exchange the
CBN debt, which is approximately half of the country’s total debt. The outgoing
administration’s plans to restructure all its USD 53 billion in short-term loans owed to the CBN.
The government plans to convert these expensive high-interest bearing loans into 40-year
bonds with a coupon of 9 percent, which is a swap that would contravene section 38 of the
Central Bank of Nigeria Act, also known as the Ways and Means Act. This scenario would also
have worrying liquidity implications for some of Nigeria’s largest commercial banks that hold
significant debt issued by the federal government.

That said, the proposed debt restructuring should rein in Nigeria’s heavy borrowing costs that
now consume all state revenues, while also curbing a persistently high inflation rate, which
accelerated to over 21 percent year-on-year in November, which is the highest reading since
2005. In the longer-term Nigeria’s central bank will also have to phase out its development
finance activities, which the IMF has warned creates efficiency costs and market distortions.
Under the outgoing administration, the government has borrowed USD 48 billion, which is
not captured in Nigeria’s budget. As such, Nigeria’s public debt to GDP ratio is superficially low
at around 38 percent. However, when including the total cost of CDN loans, Nigeria’s public
debt probably already exceeds the 40 percent threshold and will continue to rise this year as
the CBNmaintains its self-styled “development central banking” policies.

“An orderly and peaceful conclusion of elections with the new president coming into
office in May, followed by a much-needed reform agenda, could certainly provide an

upside to Nigeria’s growth prospects and credit performance.”
(Faisal Khan, Managing Partner, Acre Impact Capital)

Nigeria credit outlook

Nigeria’s credit performance
has not tracked the
appreciation in general,
largely due to the fall in oil
production coupled with fuel
subsidy costs to the
government’s balance sheet,
which has contributed to the
central bank’s inability to
build foreign exchange
reserves. Recent climate-
related events and under-
investment has exacerbated
the growth outlook of the country, which is reflected in the performance on Nigeria’s USD
debt. However, this presents an opportunity for the credit to outperform in the coming
months, especially post elections in March 2023.
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WHITE PAPER KEY FINDINGS

This joint white paper has found that debt
transparency, sound monetary and fiscal
governance, and stable political and state
institutions are key criteria for a successful
managed debt treatment that has creditor support.
Governments with stronger democratic institutions
such as those of Ghana and Kenya are more likely to
implement a voluntary debt exchange programme,
than weaker states with records of undisclosed
borrowing. Countries that have histories of opaque
debt management, such as Mozambique, Zambia,
and Republic of Congo, are unlikely to inspire trust
from external or domestic creditors.

The role of the IMF remains instrumental in
offering both credit support as a last resort and
policy anchorage to attract financial support from
other multilaterals and the private sector. All
successful debt restructurings since 2016 have been
implemented alongside a funded IMF programme,
based on the precedent of Angola, and being rolled
out currently in Kenya, Zambia, Ghana, and
eventually also Ethiopia.

Credit ratings have been forbidding for many
African sovereigns and have restricted private finance and development funding in many countries
that are most exposed to the detrimental impact of the pandemic and climate change. Credit ratings
should be more reflective of local sovereign debt conditions, the political climate, and efforts to
enhance debt sustainability.

The Common Framework is not working and needs urgent reform. In fact, the mechanism is
delaying debt treatments in vulnerable states and sowing discontent with international financial
institutions. On 18 February, United Nations Secretary-General Antonio Guterres said heavily indebted
African countries are getting a raw deal from the international financial system which charges them
"extortionate" interest rates, calling for far-reaching reforms to the structure of international finance to
serve the needs of developing countries more efficiently.

Chinese creditors will bear the brunt of both sovereign defaults and debt haircuts under
restructurings as international pressure builds on China to cut interest rates. Zambian President
Hakainde Hichilema on 16 February criticised the “suicidal” interest rates on his nation’s foreign debt
and said reductions to its principal are needed, a demand that may set up a showdown with Chinese
lenders. The same trend may be duplicated in Kenya, Ethiopia, and elsewhere.

African governments are prioritising domestic debt restructurings over external debt treatments,
which will offer better terms for local banks and bondholders than international bondholders and some
commercial creditors. This trend has been initiated by Ghana and reflects a shift towards bespoke debt
treatments, rather than reliance on one-size-fits-all mechanisms.

This white paper has used case studies of current examples of debt restructuring in Africa, but its
findings are also relevant to other cases of debt distress in sovereigns such as Malawi, Sierra Leone,
South Sudan, Uganda, Tunisia and Egypt.

PANGEA-RISK delivers accurate, decision-ready,
and commercially relevant forecasts and analysis

on political, security, and economic risk in Africa
and the Middle East. All analysis is supported by

local source intelligence and driven by a proprietary
risk methodology.
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PREPARING FOR AFRICA’S NEXT WAVE OF INFRASTRUCTURE INVESTMENT

The AfDB states that “high-quality infrastructure is essential for Africa to achieve the
Sustainable Development Goals (SDGs) of the United Nations (UN), Agenda 2063 of the
African Union (AU), and the High Five Goals of the African Development Bank (AfDB). It is
needed for raising economic productivity and sustaining economic growth”. The bank
estimates an annual financing gap of over USD 100 billion for essential infrastructure in Africa.
The financing gap is likely to grow when taking into consideration climate mitigation and
adaptation efforts on the continent that is most exposed to the impact of climate change.

At about 40 percent of total commitments, African sovereigns play a significant role in
financing infrastructure projects, given the relatively small participation of the private sector
(11 percent). This is partly due to the fact that many infrastructure projects are not suited to
private sector financing as they may not generate cash flows, in particular when the
infrastructure serves a public good (e.g. flood defences), or when users are unable to pay.
Despite this, the public sector remains willing to finance such projects because of the broader
social, environmental, and economic externalities that essential infrastructure can generate.

Addressing Africa’s sovereign debt crisis will create much needed fiscal space to continue
investments that deliver essential services. Furthermore, sovereigns with a credible
infrastructure investment programme that addresses environmental and social challenges
will be best positioned to tap into an incremental pool of capital from sustainability and
impact focused investors. As we have learned from the case studies in this white paper,
transparency and availability of data will be critical. Countries which have not disclosed their
financial obligations accurately, or have concealed sovereign loans in the past, are less likely
to be trusted by foreign private sector investors.

Governments must also urgently create an enabling environment that increases private
sector participation in infrastructure, particularly in the form of sticky equity FDI flows. In order
to facilitate such investments, multi-laterals, donors and DFIs should support offer alternative
blended finance instruments such as guarantees, insurance, and currency hedging, which are
better adapted to address the perceived risks of African infrastructure projects. They could
also support capacity building, both within domestic finance institutions and in developing a
pipeline of investable opportunities.
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