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Debt

Debt dependency has played a significant role in shaping Africa's economic landscape, often constraining the continent's
development prospects.

After independence, many African nations sought to accelerate their development through borrowing from international
creditors, including Western banks, the International Monetary Fund (IMF) and the World Bank. The funds were aimed at
financing infrastructure projects, industrialisation efforts and social programs. However, punitive interest rates,
mismanagement, corruption and global economic shocks, including oil crises and fluctuating commodity prices, meant
that many countries found themselves trapped in cycles of debt. Poor governance and limited institutional capacity to
transparently manage debt funds to date continue to undermine development, making governance reform essential for
debt sustainability and economic autonomy.

The situation was exacerbated in the 1980s and 1990s by the implementation of Structural Adjustment Programs (SAPs),
which, while intended to promote economic stability and growth through liberalisation and austerity measures, often led
to increased poverty and reduced access to essential services for the population. The debt crisis impeded African
governments' expenditure, curtailing their ability to invest in critical sectors such as health, education, and infrastructure
development. This has hampered sustainable development and economic autonomy.

In 1995,  for Africa’s lower-middle-income countries peaked at 97% of GDP. The following year, public debt forpublic debt
low-income Africa was at 174% of GDP. In response, the IMF, the World Bank and other creditors began the Heavily
Indebted Poor Country (HIPC) Initiative in 1996. The HIPC was reviewed and comprehensively expanded in 1999 and
complemented by the  (MDRI), a debt relief proposal initially advanced by the Group ofMultilateral Debt Relief Initiative
Eight (G8) countries in 2005.

As the  matured, the international community focused on strengthening the links between debt relief andHIPC programme
progress in implementing poverty reduction strategies and macroeconomic and structural reform programmes. As a

https://blogs.worldbank.org/developmenttalk/debt-low-income-countries-rising-vulnerability
https://www.imf.org/external/np/exr/mdri/eng/index.htm
http://www.worldbank.org/en/topic/debt/brief/hipc
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result, public debt among low-income African countries declined to 15% of GDP in 2013 and 11% among
lower-middle-income countries the following year.

The problem with this approach is that the medicine was killing the patient. Structural reform required that governments
constrain their expenditure, meaning that they had to cut back on the provision of services such as housing, education and
security. The reductions inevitably reduced economic growth and poverty increased. Lower economic growth exacerbated
high debt/GDP ratios as African countries could not grow out of their high debt levels.

With the decline in commodity prices after 2011, levels of debt again started to increase, which hit Angola, Chad, the
Republic of the Congo, Niger, Nigeria and Zambia particularly hard. Other factors also contributed, such as internal conflict
(Burundi), the impact of epidemics such as Ebola (in Liberia and Sierra Leone) and corruption (Mozambique and The
Gambia). Finally, a larger liquidity crunch, delays in the start of natural resource production and weaknesses in revenue
administration negatively affected  in Benin, Cameroon, Djibouti, Ethiopia, Ghana, Kenya, Senegal, São Tomédebt levels
and Príncipe, Rwanda, Togo, Uganda and Zimbabwe.

By 2016, according to the  public debt rose above 50% of GDP in 22 countries, up from ten countries in 2013.IMF,

In a wide-ranging study on the relationship between , Carmen Reinhart and Kenneth Rogoff concludeddebt and growth
that ‘when external debt reaches 60% of GDP, annual growth declines by about 2%’. For almost two decades since the
mid-1980s, Africa’s low- and lower-middle-income countries consistently had average debt levels above 60% of GDP. Yet,
this period coincided with Africa's most rapid period of economic growth since independence, pointing to the challenge of
using fixed debt levels such as 60% of GDP as a reliable guide to debt sustainability.

Based on the dataset from the Boston University Global Development Policy Center on Chinese loans to Africa (CLA) and
AidData's Global Chinese Development Finance Dataset, there was a significant accumulation of Chinese loan
commitments to African countries from the establishment of Forum on China-Africa Cooperation (FOCAC) in 2000 until
2016. However, these loans have seen a sharp decline from 2016 to 2023. Subsequent FOCAC meetings post-2015 have
placed greater emphasis on trade rather than debt-financing for infrastructure development in Africa as in the past. Exact
information is complex to decipher as Chinese and Western national banks do not release comprehensive data. However,
it seems that interest-bearing loans from the Chinese government, banks, and contractors went from almost nothing in
2000 to US$143 billion in 2017, representing about a third of Africa’s overall debt of around US$365 billion. The trend is
ongoing.  now dwarfs World Bank  to Africa. In response, successive US administrations sought toChinese lending loans
characterise Chinese loans as ‘debt-trap diplomacy’—arguing that China is seeking to use debt for strategic leverage to
eventually gain control over strategic state assets such as rail and harbours. The reality is more complex. The majority of
Chinese funding agencies are state-owned, with the Export-Import Bank of China (Exim Bank) and the China Development
Bank (CDB) being the primary sources of funding. Additionally, most Chinese loans show some level of concessionality
when measured against the OECD's Official Development Assistance (ODA) concessionality threshold of 25%, compared to
loans from Western private financiers.

The primary reason for the preference of Chinese loans in developing countries is that Chinese lending agencies tend to
overlook institutional quality and debt sustainability thresholds during their pre-lending assessments, unlike the World
Bank and IMF.

To cushion the economic and social impacts of the subsequent COVID-19 pandemic, several African governments
announced fiscal stimulus packages that averaged about 3% of GDP, financed partly by debt. The average debt-to-GDP
ratio, which had somewhat stabilised at around 60% of GDP at the end of 2019, was increasing rapidly when, in April 2020,
the G20 countries, the IMF and the World Bank announced the Debt Service Suspension Initiative, potentially available for
73 eligible countries, including 40 in sub-Saharan Africa. The IMF also approved six months of  for 25debt service relief

https://www.imf.org/en/Publications/Policy-Papers/Issues/2019/12/11/Macroeconomic-Developments-and-Prospects-in-Low-Income-Developing-Countries-2019-48872
http://www.imf.org/en/Publications/REO/SSA/Issues/2018/09/20/sreo1018
https://scholar.harvard.edu/files/rogoff/files/growth_in_time_debt_aer.pdf
http://www.sais-cari.org/data
https://exxafrica.com/special-report-africa-lobbies-for-debt-swap-to-avoid-wave-of-sovereign-defaults/
http://www.brookings.edu/blog/africa-in-focus/2020/04/18/africa-in-the-news-african-governments-and-multilaterals-address-covid-19-emergency-debt-relief/
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low-income countries, including 19 in Africa, and approved additional funding support for several as well. China’s
participation was a big step forward but without the involvement of a private creditor, which holds the majority of African
debt, the  proved too little too late as, in November 2020,  became the first African country to default on itsDSSI Zambia
debt.

Almost simultaneously, in neighbouring , falling oil prices placed immense pressure on the country as its previousAngola
system of using oil to pay for debt came under pressure. Oil-backed loans then already accounted for two-fifths of Angola’s
external debt, most of it to China, which agreed to provide deferment over and above that promised under the G20 DSSI.
In Kenya, China agreed to a six-month  worth US$245 million in January 2021, shortly before adebt repayment holiday
critical deadline when a US$1.4 billion loan from the China Exim Bank to build the Nairobi-to-Naivasha standard gauge
railway would have come due.

In sum, China has probably taken more aggressive assistance measures to assist Africa during COVID-19 than much of the
West, providing restructuring and  to Angola, Zambia and Ethiopia in rapid succession inpostponing debt repayments
2020. However, it has not offered substantive debt cancellation.

The administration of US President Joe Biden agreed, in April 2021, to allocate US$650 billion in Special Drawing Rights (or
emergency credit) via the . Given its large IMF shareholding, US support was crucial. However, only a limited amountIMF
(around US$33 billion) will flow to Africa. Having stimulated their domestic economies with several trillion dollars, several
G7 members agreed to donate their Special Drawing Rights to low-income countries.

China is now Africa’s largest official bilateral lender, owning at least 12% of the continent’s outstanding debt. Africa’s
fortunes are increasingly tied to China, which is also its single largest trading partner. Looking to the future, China could
opt to be a majority shareholder in some key assets of countries with high debt levels as an alternative to repaying
maturing .debt

China’s spectacular growth rates are also set to steadily decline (probably to below 4% per annum by 2033) as its
population ages, and it no longer runs a regular trade surplus. The growth slowdown and the efforts for the restructuring
of the Chinese economy towards a consumption-based economy, will decrease its demand for commodities such as iron
ore, oil and gas from Africa.

Recent years have already seen a decline in Chinese official sector lending to African governments (so-called sovereign
debt by the two ‘policy banks’, China Exim Bank and China Development Bank). As debt levels increased the so-called
‘hidden debt’ from state-owned Chinese commercial banks such as the Bank of China, the Industrial and Commercial Bank
of China and the China Construction Bank rose. For example, whereas Zambia (before its September 2021 elections)
admitted to a sovereign debt of US$3.4 billion, research by  indicated that Zambia actually owed US$6.6 billion toAidData
18 different  creditors once the hidden debt component was included.Chinese

Hidden debt differs from sovereign debt, which central government institutions directly own, as it is a debt between a
Chinese commercial bank and, often, a special-purpose vehicle specifically created to ‘hold’ the debt in the African country
requiring the loan. Such debt is still guaranteed by the respective African government but indirectly. Hidden debt does not
appear on public balance sheets. According to AidData, the average annual underreporting of repayment liabilities to
China is equivalent to 5.8% of GDP.

What makes this trend alarming is not only the extent of the debt, including the lack of public reporting but the nature of
collateral (such as profits from the port of Mombasa) and the steep terms. ‘A typical loan from China has a 4.2% interest

https://www.worldbank.org/en/topic/debt/brief/covid-19-debt-service-suspension-initiative
https://www.theguardian.com/global-development/2020/nov/25/zambias-default-fuels-fears-of-african-debt-tsunami-as-covid-impact-bites
https://www.theafricareport.com/44984/chinas-angola-relief-proves-africa-can-withstand-zambia-default/
https://kahawatungu.com/china-promises-help-kenya-deal-debt-challenges/
https://www.scmp.com/news/china/diplomacy/article/3124572/chinese-lenders-have-extended-us76-billion-pandemic-debt
https://www.ft.com/content/50bbaa46-2b30-4d35-bb36-804bc82b068f
https://data.one.org/topics/african-debt/#:~:text=China%20has%20become%20Africa&apos;s%20biggest,the%20chart%20for%20more%20details.
https://saiia.org.za/research/china-holds-all-the-cards-as-pandemic-pushes-african-countries-to-default-on-loans/
http://www.aiddata.org/data/aiddatas-global-chinese-development-finance-dataset-version-2-0
https://www.aiddata.org/blog/aiddatas-new-dataset-of-13-427-chinese-development-projects-worth-843-billion-reveals-major-increase-in-hidden-debt-and-belt-and-road-initiative-implementation-problems
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rate and a repayment period of less than 10 years. By comparison, a typical loan from an OECD-DAC lender like Germany,
France or Japan carries a 1.1% interest rate and a repayment period of 28 years,’ writes . Accordingly, it seems thatAidData
‘Beijing has used debt rather than aid to establish a dominant position in the international development finance market.’

By  it is clear that Africa's debt has shifted from concessional financing to more expensive and short-term commercial2024
debt, with Eurobonds accounting for 44% of Africa's total debt, up from 14-17% previously. In 2010 debt service payments
amounted to US$17 billion. In 2024 the continent will pay several times that amount at US$74 billion.

The continent must also be able to sustain higher debt levels and benefit from more concessional financing.

According to the , a 30% to 50% debt threshold range isOrganisation for Economic Co-operation and Development (OECD)
a reasonable target for emerging economies, including Africa’s 46 low-income and low-middle-income economies. The
OECD further recommends that a prudent debt target should average 15 percentage points below the debt threshold
since exogenous events, such as COVID-19 or Russia’s invasion of Ukraine, could push up interest rates. Domestic
developments such as unrest or a coup can cause countries to lose market confidence and increase their borrowing costs.
Therefore, according to the OECD, most African countries can only sustain debt levels of 15% to 35% of GDP, which is
significantly below requirements.

Five matters are crucial in considering the debt-to-GDP ratio. The first is how much the debt costs, i.e. the interest rate at
which the debt is incurred. A 2023 report by  reveals that Africa pays four times more for borrowing than the USUNCTAD
and eight times more than the wealthiest European countries.

The second is the currency in which the debt is held. Currency depreciation regularly increases the public debt stock in
many African countries because a significant portion of the debt is in . For instance, with the COVID-19foreign currency
pandemic, on average, exchange rate depreciations increased public debt in Sub-Saharan Africa by ten percentage points
of GDP by the end of 2022.

Third, what is the economic growth rate? An expanding economy offsets debt repayments by increasing in size, thus
reducing the size of the debt as a portion of GDP. After Africa's debt peaked at 26% of GDP at the height of the COVID-19
pandemic in 2020, it declined to 24% two years later as modest economic growth resumed.

Fourth, how vulnerable is the borrower to exogenous effects? A single-commodity-based economy is, for example, very
vulnerable to price swings. In contrast, a diversified economy where agriculture, manufactured goods and service exports
contribute to earnings is much more resilient.

Finally, prudent financial management is essential. Is the money loaned put to productive use?

Africa’s post-COVID debt levels have now become victim to the rise in tensions between the US and China with each side
using debt and its capital contribution to organisations such as the World Bank as a cudgel with which to beat the other,
demanding haircuts and resisting first-mover concessions. Africa’s voice and interests are often quite peripheral in this
emerging great power game.

https://www.aiddata.org/blog/aiddatas-new-dataset-of-13-427-chinese-development-projects-worth-843-billion-reveals-major-increase-in-hidden-debt-and-belt-and-road-initiative-implementation-problems
https://www.afdb.org/en/news-and-events/press-releases/africas-824-billion-debt-burden-and-opaque-resource-backed-loans-hinder-its-potential-african-development-bank-president-warns-70183
https://web-archive.oecd.org/2015-07-03/366559-Achieving-prudent-debt-targets-using-fiscal-rules-OECD-policy-note-28.pdf
https://unctad.org/publication/world-of-debt
https://www.imf.org/en/Blogs/Articles/2023/05/15/african-currencies-are-under-pressure-amid-higher-for-longer-us-interest-rates
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