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SOVEREIGN DEBT RESTRUCTURING

* Renegotiation of outstanding sovereign debt
instruments for new i1nstruments under different terms,
e.g., longer maturity, air cut,

*Often trigged by sovereign default or by the need to
improve public debt profile (Pre-emptive debt
restructuring).

* Sovereign debt restructuring 1s not a new phenomenon:
more 100 countries have undergone restructuring under
BWIs- involving more than 600 cases

* Most of the sovereign debt restructuring (over 400
cases) 1nvolve official creditors (Paris Club) while
about 170 cases 1nvolve private creditors (London
Club)

* Sovereign debt restructuring can involve external or
domestic debt or both

*In Africa, sovereign debt restructuring has mainly
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* Lengthening of
maturities &
“hair cuts” on
old instruments
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*When sovereign debggbecomes unsustainable,

measured by high debt servicing costs

*Rising borrowing costs, triggered by e.qg.,
tighter monetary policy i1in advanced economies,
low credit rating, etc

*Fall in domestic revenue due to unfavourable
terms of trade, e.g., decline 1n primary
commodity prices

* Macroeconomic volatility leading to build up of
unsustainable debt levels

e Global financial crises and the cross-border
contagion



Restructuring Process

Preparations for Negqotiations

- Debtor and Creditor teams prepare

- Debtor Country informs for negotiation ( verify the total

creditors of plans to
renegotiate (usually after

default)

- Legal team of debtor
government prepares
terms of the
renegotiated
instruments
(restructuring
terms) to creditors

amount of debt)

- Debtor country outline reforms &
debt management plans (commit to
conditionality)

* Creditor
Participation
rate (%)

Level of debt
relief provided
(Haircut) (%)

Each type of
creditors coordinate
with their
negotiating teams.
Creditors have to
convince holdouts



The Politics of Defzaea ———

Restructuring

* Paris Club (Western
official creditors vs
China)

e Official creditors vs

Private creditors (London

club)

e Official creditors vs
bondholders

* The creditor seniority and

Comparable Treatment
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OUTCOME OF DEBT RESTRUCTURING

* Drop in key debt sustainability indicators (external &
public Debt-to-GDP ratio, short-term debt to reserves
(external), drop in CPI)

* Expected to promote 1n macroeconomic stability and
growth

* Implementation of fiscal consolidation (austerity)

* Access to the IMF's Extended Credit Facility
(additional SDR) & EFF

* “Ghana has indeed turned the corner, as evidenced by
the:

i. Inflation declined to 23.2% 1in December 2023 from
54.2% 1n December2022

i1i. Relative strong performance of the Ghana cedi which
renorted a maraginal deopreciation of 7.2% between



OQutcomes Cont.

* Conditionality forces debtor countries to surrender
their policy space to the World Bank and IMF

* Debtor countries are barred from borrowing except
concessional borrowing (IMF and World Bank)

* Austerity impose strict measures that prevent
investment in productive activities due to bias
against any form of public investment and spending

* Restructuring damages the reputation of the debtor
country, which impacts on its credit rating. It is a
humiliating experience

* The perception deficit created by restructuring
process affect investor perception

* Delays 1in restructuring debt introduces uncertainty in
the economy leading to instability instead of
stabilising the economy

e The process of debt restructurinag 1s humiliatinag for
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The Concept
of
Sovereignty

Important to distinguish
political from economic
sovereignty

* A country’s sovereignty (political and

economic) is determined by how much
economic power it is able to muster, and
much less by the formal or nominal
sovereignty granted by international law,
norms and practices constitution

Without economic sovereignty, political
sovereignty is only a token displayed in

national flags, national anthems, electing
of natinnal leadere and natinnal



Fconomlc Sovereignty

Apart from a few commentaries on monetary sovereignty (largely understood as the prerogative of a
state to issue its own currency—the sovereign currency principle), economic sovereignty is a topic that
has received relatively little attention

Economic sovereignty in this context refers to the autonomy (freedom) of a country or society to make
decisions without pressure or compulsion from other nations, including decisions on what it does
with its natural wealth.

Economic sovereignty does not mean that a country should not engage with the outside world nor
that the country should dictate terms to other actors

Countries in Africa exhibit high levels of dependence in several ways including dependence on
development support (aid), technology, manufactured products, foreign investments, foreign ideas,
dependence on export of commodities, etc

Economic sovereignty in Africa can only increase if these various forms of dependencies are addressed
Low levels of economic sovereignty manifest itself in the low productive capabilities

“Real economic dependence” is manifested in “low domestic productive capacity, low value-added
exports, and negative terms of trade”

Financial and monetary dependence manifest in the overwhelming reliance “on foreign financial
flows, such as aid, FDI, remittances and external debt” in most African countries’ (Asa, 2022)



* Low Productive Capabilities lead to financial and
monetary dependence, manifested in subservient
currencies and monetary policies

South Africa interest rate vs United States federal funds rate

Over 25 years
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Conclusion
e Debt restructuring negatively impacts on economic sovereignty; it
strengthens different types of dependences

* Loss of economic sovereignty is manifested in the debtor’s lack of
autonomy to make decisions including investment in productive
activities

* Economic sovereignty in Africa can only increase if the different forms
of dependencies are addressed

* Low productive capabilities lead to low levels of economic
sovereignty

* Building productive capabilities is the surest wat to strengthen a
country’s economic sovereignty

* African countries with abundant natural wealth and human resources
should build productive capabilities as a way to strengthen their
economic sovereignty.






