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Part One: Back to the future? Africa’s
sovereign debt and the crisis of the 1980s
Prior to the COVID-19 pandemic, concerns around
potential sovereign defaults in Africa were mounting as
debt burdens approached unsustainable levels in some
countries. Last year, the Brookings Institute highlighted
a “looming debt crisis” in Africa, noting that 19 African
countries had exceeded the 60% debt-to-GDP threshold
set by the African Monetary Co-operation Program
(AMCP), while 24 had surpassed the IMF’s suggested
55% debt-to-GDP ratio ceiling. Hence, even in a precoronavirus world, the proportion of national budgets and
forex earnings absorbed by debt servicing was climbing
regionwide, albeit with substantial variation by country.
These latent debt risks are moving centre stage as
governments across Africa respond to the immediate
impacts of the pandemic, and to longer-term economic
disruption, supply chain dislocation and global
recessionary pressures. A degree of debt relief will be
essential in H2 2020 and 2021, and international financial
institutions (IFIs) such as the IMF and the World Bank are
already moving in this direction. But as we outline below,
this isn’t enough. Sovereign debt restructuring in Africa
might once have been a conversation held largely ‘inside
the beltway’ – confined primarily to Washington DCbased IFIs and Paris Club creditors – but that is no longer
the case.

"A degree of debt relief will be
essential in H2 2020 and 2021,
and international financial
institutions are already moving
in this direction"

Africa’s first debt crisis
The continent has experienced simultaneous debt
defaults before. In the 1970s/80s, commodity price
shocks, rising interest rates, weak export demand and
expansionist fiscal policies combined to render the debt
burden in many African countries unsustainable: the result
was debt rescheduling and a wave of IMF-led structural
adjustment programmes.
Today, we are seeing similarities and differences: the
interest rate environment is less punitive and emerging
markets are awash with liquidity after a further wave of
stimulus from the US Federal Reserve and other central
banks, but the COVID-19 pandemic is causing a sharp drop
in export earnings for those African economies reliant on
hydrocarbon and mineral exports; key sources of hard
currency – such as international tourist footfall – have
dried up; and the risk of local currency deprecation in H2
2020 is high across the continent, which has the potential
to ratchet up repayment costs on dollar-denominated
loans.
One theme consistent across the decades is that many
sub-Saharan governments face a revenue problem. Media
narratives focus on debt distress, but the flip side of this
coin is the narrow tax base and large untaxed financial
flows that keep tax-to-GDP ratios low and debt servicing
challenges ever-present. As we enter a period of debt
renegotiation and restructuring, there is an opportunity
to tackle this challenge through targeted reforms – for
example, via accelerated digitisation, formalisation of
informal economic activity, and capturing of illicit financial
flows. Strong leadership will, however, be required to
‘not waste the crisis’ by taking a long view of the reform
opportunity at a time when the focus is on averting
economic crisis here and now.
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Long-term vs short-term debt
The key difference between then and now is the
composition of the debt stock. In the 1980s, Paris Club
creditors and multilaterals accounted for the lion’s share
of sovereign lending across Africa, with loans often made
on a long-term, concessional basis. Today, market-based
loans make up a far higher proportion of sovereign debt
(more than 50% in the case of Kenya, for example) - this is
medium-term commercial paper raised on the Eurobond
market, via global bank syndication, or via Chinese
creditors (both public and private).
Recorded private external debt in Africa grew from
$35 billion in 2006, to $110 billion in 2017, with the
true figure likely much higher as many project-based

infrastructure loans were signed ‘off balance sheet’.1
These debts will prove harder to roll over en masse than
‘softer’ Paris Club loans, and they imply greater exposure
to commodity price shocks and exchange rate risk, as
more of the loans are commodity-backed and include
contingent liabilities.
Today, all eyes are on China as the largest source
of sovereign and private credit in the sub-Saharan
region. In several African countries, Beijing will call the
shots, determining whether sovereign debt distress leads
either to a disorderly debt crisis, whereby governments
face sudden hard currency shortages and are locked
out of international capital markets, or instead to an
orderly debt restructuring and partial write-off, leaving
governments with greater fiscal headroom to tackle the
COVID-19 fallout.

Bond issuance January 2006 to March 2019 by selected African states
(ex. South Africa)
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1. In a few cases, where local capital markets are deep enough (South Africa, Nigeria, Kenya), sovereign debt accumulation has extended to largescale borrowing from local banks in local currency as well.
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Part two: Gauging debt risk in the
COVID-19 era
Across the sub-Saharan region, coronavirus-induced economic pressures are breaking differently,
with starkly different implications for debt sustainability. We outline the key positive and negative
drivers below:

Positive drivers

Negative drivers

Countries that have relatively diversified
economies, and are broadly self-sufficient in
key commodities (example: food crops).

Oil exporters whose export receipts and dollar
reserves depend on global crude oil prices.

Countries with export concentration in
commodities whose prices have held up since
the COVID-19 pandemic hit (examples: coffee,
food staples), or even increased (gold).

Countries with exports concentrated in other minerals
and commodities that have experienced a drop in global
demand and prices due to the COVID-19 pandemic.

Countries with relatively deep local capital markets
that enable local borrowing (ideally in local currency),
with a local forex market that companies, banks and
importers can access for hedging and other purposes.

Countries going into the COVID-19 pandemic
with low tax-to-GDP ratios and minimal revenueraising or local currency debt-raising capacity.

Membership in a currency union with a hardcurrency peg (examples: the Euro-pegged West
African franc and Central African franc), as this
offers a degree of protection against currency risk.

Countries with high pre-existing debt-to-GDP ratios
that deployed excessive countercyclical spending
in the past decade (for example on large-scale
infrastructure projects with questionable viability)
in order to compensate for low private investment
in the wake of the 2007-08 global financial crisis.

Countries with relatively high domestic revenue-raising
capability (for example, a strong tax-to-GDP ratio
in the context of a robust formal private sector).

Countries that have a structural current account
deficit, capital controls and a large spread between
the official and black-market exchange rate
(example: Zimbabwe), where the central bank
has limited capacity to defend the currency.

Countries that enjoy positive relationships with
concessional creditors such as the IMF, or have
strong alliances with cash-rich bilateral partners
(example: Gulf states) which may extend emerging
financing/liquidity in exchange for diplomatic
support and investment opportunities.

Governments whose relationships with multilateral
financial institutions or strategic bilateral partners
(Gulf states, China) are weak, making rapid
disbursement of external aid and credit less likely.

Markets with broad underlying political stability.

Countries with potentially destabilising preexisting political fault-lines that may be
exacerbated by the pressures and restrictions
of COVID-19 (examples: Sudan, Cameroon).

Scoring against these criteria is more qualitative
than quantitative. Clearly, the determinants of
debt and currency risk exposure listed above aren’t
mutually exclusive: in the sub-Saharan countries at
greatest risk, several negative drivers combine at once.
Several smaller oil or mineral exporting countries, for

example, are suffering a ‘treble blow’: they came into
the COVID-19 pandemic with limited fiscal headroom,
then experienced a sudden drop in export revenues, and
now they are struggling to access emergency funding
because their relationships with key external creditors are
relatively weak.
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Sub-Saharan oil and mineral exporters are exposed
to currency risks following the COVID-19 induced oil
and mineral price crash…

Oil exports represent significant % of export revenues
Comparably diversified export revenues
Minerals hit by COVID-19 slump (e.g. copper, iron ore)
represent significant % of export revenues

… Countries using EUR-pegged West African
Franc and Central African Franc enjoy greater
currency stability

West African franc: EUR peg
Central African franc: EUR peg
Note: Illustrative only: North Africa out of scope
Source: Sofala Partners

Note: Plans are underway to replace the West African CFA franc (XOF), the currency used by eight Francophone countries in West Africa, by a
new currency, the Eco. An ambitious inception date has been set for July 2020, though there is widespread doubt about whether this timetable
will be met. We anticipate minimal impact from this upcoming change in monetary structure, as the Eco will remain pegged to the Euro on the
basis of a fixed exchange rate, and the French Central Bank will continue to guarantee the convertibility of the Eco into Euros.

On this basis, we view countries such as Botswana,
Namibia, Mauritius and Senegal as examples of a lower
risk category, likely to demonstrate greater resilience
to COVID-19 economic shocks. At the other end of the
scale, higher risk markets include Zambia, Mozambique,
Zimbabwe, Cameroon, South Sudan, Sudan, Burundi,
Liberia, Sierra Leone, Chad, Niger, Mali, DRC and Guinea.
Of the region’s larger economies, it is oil-reliant Angola
and Nigeria that stand out as the most exposed to
COVID-19 induced economic pressures.
In between these ends of the spectrum lie a number
of East African countries where the pandemic’s impact is
mixed. In Tanzania, Kenya, Uganda, Ethiopia and Rwanda,
the near total drop-off in international tourist and business
traveller footfall has been damaging, as up to 30% of all

US dollars entering these economies stem from tourism,
according to investors in our network. Debt-to-GDP
ratios have climbed above 60% for Ethiopia and Kenya,
and above 50% across most of the region. But
against this, we identify several drivers of resilience.
First, the greater diversification of the region’s domestic
economies reduces exposure to global commodity
price fluctuations; second, East Africa’s main exports
are concentrated in agri-commodities whose prices
have broadly held up through the crisis, though
supply chain challenges are taking their toll in some
areas (in Kenya’s horticulture sector especially);
and third, these countries – by and large – enjoy
good relationships with the IFIs and bilateral creditors,
who remain likely to extend emergency funding where it
is needed.
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Country case studies
There are, however, exceptions to this trend. Below, we profile Tanzania before turning to case
studies from elsewhere on the continent.

Tanzania: Growing near-term
risk of currency instability
As with Tanzania’s public health response to COVID-19,
the country is emerging as a potential outlier to the
comparably resilient outlook for most East African
economies. The Bank of Tanzania (BoT) had reportedly
run down its dollar reserves as of early June, and we
understand that USD payments from Tanzanian corporates
have been increasingly delayed, with some attributing this
to a lack of hard currency in the local market. This suggests
dollar liquidity in the Tanzanian banking sector may be
drying up; and also that a depreciation of the Tanzanian
Shilling (TZS) is credible in the near term, as the BoT may
struggle to defend the current TZS : USD exchange rate.
The rate of exchange has remained broadly steady in a
band of around 1 USD : 2,300 TZS in recent months, but
a step-change depreciation in the short-to-medium term
now appears credible, in our view. A sharp depreciation
may drive TZS consumer price inflation in some areas
of the economy, as well as potentially prompting the
government to impose partial currency controls.

Zambia: Test case of debt default
The most immediate example of debt distress – one
likely to signpost future developments in other high-risk
countries – is Zambia. As a copper export-dependent,
landlocked economy with a track record of fiscal
mismanagement under the Lungu presidency (2015 to
present), Zambia’s fiscal position was vulnerable even prior
to COVID-19. In the year to date the currency (Kwacha)
has fallen 22% against the dollar, driven by lower copper
prices and capital flight. And with a looming balance of
payments crisis unavoidable, we expect to see moves by
the Zambian government shortly to effectively default on
payments by seeking to restructure several of the loans
that make up Zambia’s official $11 billion+ debt stock.
The profligacy of the country’s ruling Popular Front
(PF) leadership shows no signs of abating in the run
up to elections in 2021. As a result, meaningful support

However, any currency crisis is unlikely to prove
long-lasting. Unlike Africa’s oil exporters, or countries
such as Ethiopia that suffer large structural
current account deficits, Tanzania's macro fundamentals
support a relatively stable exchange rate. Firstly,
the recent coronavirus-induced oil price drop benefits
Tanzania's current account as the country is an
oil importer and will enjoy lower USD costs to import
crude oil; and secondly, buoyant gold prices (another
effect of the global COVID-19 crisis) benefits Tanzania as
Africa's third largest gold producer.
Tanzania’s present dollar shortage is, instead, likely
attributable to contingent factors such as (i) fiscal
mismanagement and over-borrowing; (ii) declining
FDI owing to deteriorating business confidence in
some sectors; (iii) capital flight and cessation of the
dollar-based tourism economy in Tanzania with the onset
of COVID-19; and (iv) the apparent decline in independence
at the BoT since the widely respected former BoT Governor
Benno Ndulu was replaced by a less experienced figure,
Florens Luoga.

from the IMF or western donors is less likely in the near
term, and so Zambia’s ability to avoid a disorderly debt
default rests to a large extent on the prospects for
a renegotiation of, and partial relief on, high-interest
bilateral debts owed to Chinese entities. In this sense,
Zambia will be the first test for Beijing in the COVID-19
era of its willingness to accommodate calls from multiple
African governments for debt relief and rescheduling.
We understand that Chinese private companies
and state-owned enterprises with large exposures in
Zambia – including Exim Bank, Sinosure and Sinohydro –
are taking a tough line and losing patience over payment
arrears, with some seeking to takeover assets in lieu
of repayment, such as mines in Zambia’s copper belt.
Debt relief from Chinese creditors may therefore require
a political intervention by the Chinese government in the
interests of long-term China-Zambia relations, overruling
the harder-line stance of individual Chinese firms.
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Guinea: Emerging example of
commodity-dependent, small
economy vulnerability
In West Africa, meanwhile, Guinea represents an
example of acute vulnerability. Having pushed through a
controversial constitutional reform allowing him to run for
a third term in the presidential poll this year, President
Alpha Condé is now reliant, to a significant degree, on
strained external partnerships to maintain economic
stability (a $170 million three-year extended credit facility

agreed by the IMF in Guinea is due to expire in December
2020). Falling global bauxite prices have forced the
Guinean franc lower this year, and against a backdrop of
political instability and food insecurity risks in parts of
the country, the government now appears to be running
short of hard currency to import essential products.
And unlike larger economies in the region, the Guinean
government may struggle to tap bond markets to meet
short-term needs - the smaller size of its economy, the
absence of a mature local banking sector, and the lack of
pre-existing relationships with global private lenders all
count against it.

Import Price Index (End Use): Bauxite, alumina, aluminium, and products
thereof (Jan-May 2020)
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Part three: Pass-through effects of debt and
currency crises
The socio-economic and sectoral consequences of a debt or currency crisis against the
backdrop of a global pandemic are potentially wide-ranging. Below, we put the spotlight on three
illustrative examples:

Agro-input supply and affordability risks
Few African countries produce sufficient
variety and volume of agro-inputs locally to
meet the needs of domestic smallholder and
commercial farmers. This applies to fertiliser, as
a high volume imported product, especially; and
in general, the more complex the value chain, the
greater the dependency on cross-border supply
chains priced in USD. In this context, sharp local
currency devaluations place immediate pressure
on input access and affordability - as the local
currency devalues, the cost of imported inputs

rises. This is reinforced by the price-inflating
effects of hoarding and ‘lockdown’ restrictions
that have disrupted last-mile agricultural input
distribution and extension services since the
onset of COVID-19. One consequence, in the worst
affected African markets, could be a curtailment
of sales by global input suppliers, and a fall
in input usage by farmers who in turn may
cycle into lower-value/lower-yield crops, with
obvious negative implications for farmer incomes
and food supply.

Financial access and inclusion risks
As the COVID-19 pandemic fuels economic
uncertainty, African banks are likely to reduce
lending and increase rates in some customer
segments (provisioning for higher losses), creating
the risk of a liquidity squeeze. This trend in the
local banking system would be exacerbated by a
debt or currency crisis, and would have damaging
effects for financial inclusion. Across sub-Saharan
economies, lower income households often rely
upon transfers (mobile money remittances from
relatives or state-provided social transfers) in

addition to farming and casual work, but these
transfer flows are often drying up, as formal sector
incomes contract under COVID-19 ‘lockdown’
measures. Family networks traditionally provide a
buffer, but when the impact of economic distress
is systemic, it becomes harder to rely upon these
coping mechanisms. Household savings are low on
average - without the usual coping mechanisms
available, more than 50% of households in Kenya,
for example, would face financial insecurity within
four weeks.

Food price inflation and social stability risks
The key systemic risk is that when central banks
exhaust their dollar reserves, currency depreciation
pushes up the price of dollar-denominated imports
of essential goods like food, fuel or medical
products. The less food self-sufficient an economy,
the more vulnerable it is. In Sudan in 2017, for
example, foreign currency shortages brought on
by the loss of oil revenues due to the secession of
the oil-rich South exacerbated existing economic
woes, sending the country into a spiral of inflation
that ultimately led to widespread protests

and regime change. The government’s foreign
exchange reserves ran dangerously low, forcing
a four-fold devaluation of the Sudanese Pound;
inflation then went through the roof – between
December 2017 and January 2018, implied annual
inflation rose from 40% to 122%. Then, following
the removal of subsidies on wheat, the price of
bread and other food staples doubled, opposition
parties
called
for
street
demonstrations,
unrest escalated across major cities, and
the Bashir administration subsequently fell.2

2. Today, in light of this recent history, Sudan’s transitional authorities are clearly concerned about the effects that COVID-19 restrictions on movement
may have on prices and food security, leading one analyst to conclude this week that “the government might end lockdowns, letting the epidemic run
its course under the assumption that protests are less likely to result from private grief than a further rise in prices.” See here.
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Part four: Multilateral response
Concerns over the economic impact of the COVID-19 pandemic have prompted both calls for debt
relief from the AU, and swift action by some creditors, which will go some way to easing the fiscal
pressures identified above.
• The G20 has agreed to suspend bilateral debt
service payments totaling $20 billion until the
end of 2020 for 76 low-income countries eligible
for the World Bank’s International Development
Association (IDA) lending, including 40 subSaharan countries.
• The IMF has announced emergency financing
measures and debt relief for 23 countries in subSaharan Africa.
• The World Bank has also begun to extend grant
financing support in Africa, which will partially
reduce the pressure on governments to raise
funds for COVID-19 response efforts via marketbased loans. To take one example, on 2 April,
the Bank announced that $82 million would be
donated to help Ethiopia address critical needs for
COVID-19 preparedness and response, including
the provision of vital medical equipment, health
system capacity-building, and support to establish
treatment centers.
• The World Bank is ramping up its financial support
further, with a planned $55 billion to be deployed
in Africa over the next 15 months. (However, the
Bank acknowledges that Africa needs an estimated
$114 billion in 2020 for the continental fight against
COVID-19, leaving a substantial financing gap
remaining – this figure also does not consider
needs beyond 2020, which are sure to remain
substantial).
• The Paris Club of creditors is also expected to
sign debt-service moratoriums for selected other
African states, according sources familiar with
negotiations.

Meanwhile, Ethiopian Prime Minister Abiy Ahmed has
been at the forefront of calls by African leaders for debt
relief across the region, urging donors and creditors to ramp
up budgetary support, while restructuring and eliminating
debt. In an initial statement delivered in March, PM Abiy
proposed that a $150 billion emergency financing package
would be necessary for Africa to combat the repercussions
from COVID-19, comprising three strands:
1.

Financing and budgetary support from the World
Bank and IMF for emergency needs, foreign
exchange reserves and social safety nets;

2.

Health emergency packages, which may
include support to the WHO to strengthen
public health delivery and emergency
preparedness across Africa; and

3.

A debt resolution and restructuring package.

Abiy’s statement followed a similar call for debt relief
and a $100 billion stimulus package issued at a meeting
of African finance ministers. And in the months to come,
these efforts are likely to gain greater traction via the
increasingly proactive AU Chairmanship of South African
President, Cyril Ramaphosa, who in April appointed several
heavy-hitting special envoys to solicit international support
to help the continent deal with the economic impact of
the coronavirus. The envoy team includes: former Nigerian
Finance Minister, Ngozi Okonjo-Iweala; former South
African Finance Minister, Trevor Manuel; former African
Development Bank President and Chairman, Donald
Kaberuka; and former CEO at Credit Suisse, Tidjane Thiam.
The envoys have been be tasked with “soliciting rapid and
concrete support” pledged by the G20, the European Union
and other financial institutions, according to the AU.
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Part five: All eyes on Beijing
There has been less focus and press attention on Africa’s
single biggest creditor, China. While Beijing agreed to the
G20 debt freeze, it remains unclear at this stage whether
China will take the lead in providing debt forgiveness.
Overall, China’s government, banks and companies lent
some $143 billion to African borrowers between 2000
and 2017, much of it for large-scale infrastructure projects,
according to the John Hopkins School of Advanced
International Studies. See here.

Ultimately, what is required is multi-stakeholder debt
restructuring and debt relief negotiations, bringing the key
sovereign borrowers and multilateral, bilateral and private
creditors together to develop coordinated restructuring
and support plans. Without buy-in and representation at
that negotiation table from the Chinese state, alongside
leading Chinese corporates and banks, the coordination
necessary for an orderly resolution to Africa’s looming
debt crisis may prove elusive.

Both Reuters and Al Jazeera have reported that any
intransigence from China would then have an impact on
the scale of the debt relief offered by other creditors, as
they would not want the relief to indirectly support the
more resolute Chinese creditors.
China has proven flexible in some instances in the
past, however – for example, allowing Ethiopia last year
to defer payments and renegotiate the terms of its
$1.6 billion railway construction loan, lengthening the
payment period, as well as cancelling interest-free loans.
But Ethiopia hosts the African Union and is an important
strategic ally to Beijing across the board - whether the
Chinese government will bend to the demands of less
influential African borrowers in debt distress remains to
be seen.
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