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Outline

* Current debt situations in Africa

* “Sovereign debt resolutions”: what has been and how effective?
 The role of MDBs and China in African debt restructuring

* What can be done going forward?



Total External Debt Owed (top) and Services by African Countries

External Debt (top) and Debt Service to GDP Ratio by African Countries
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Sovereign Debt Resolution: What has been Done?

 Multilateral level:

« G20 Common Framework with moratorium on debt services, but with very limited effects.
Only four African countries applied, Zambia, Ghana, Ethiopia and Chad. In spring 2023, the
IMF and the World Bank resumed the Global Sovereign Debt Roundtable (GSDR) with the
stated attempt to “build greater common understanding among key stakeholders involved in
debt restructurings, and work together on the current shortcomings in debt restructuring
processes, both within and outside the Common Framework, and ways to address them.”

« MDB emergency lending: IDA stakeholders have agreed to increase lending to debt
distressed countries; it has committed $70B in lending capacity for Africa (which African
country leaders called to triple). In addition to the IMF lending, it issued $650B worth of
SDR in Aug 2021, but only a paltry 5% of the increased quota, or $33B, is allocated to the
54 African member countries. And rich countries failed to re-lend.

 China conceded on the proposition that MDBs also take haircut, in exchange of MDBs
stepping up in lending. Whether the MDBs should also accept a haircut is controversial -
some believe that this could undermine MDBs’ preferred creditor status and hence their
ability to secure low-cost funding (Moore 2023) while others believe that the loss to MDBs
IS not trivial but manageable ($9B for a 39% haircut) but it can unleash $305B debt relief
(Zucker-Marques et al 2023).



Sovereign Debt Resolution:

* Lauded “renewed access” to the international capital market, but the inconvenient truth 1s
that the funds raised will primarily be used to repurchase and refinance the country’s
existing Eurobonds, as well as international bank loans.

« Cote d'Ivoire’s government “successfully” issued a dual-tranche bond (a sustainability
bond of $1.1B with a maturity of 9 years at an interest rate of 7.875% and a
conventional bond of $1.5B with a maturity of 13 years at a yield of 8.5%).

* Benin: Feb 2024, $750M conventional bond with a maturity of 9 years at an interest
rate of 8.375%.

« Kenya: Feb 2024, $1.5B conventional bond maturity of 7 years at a rate of 10.375%.
- Bilateral level:

« Paris Club: 11% of debt, some debt cancelation (Somalia $2B) and some restructuring
(Ethiopia debt standstill in 2023 and 2024 for $1.5B savings).



Current sovereign debt restructuring mechanism

 Unfair: blames the debtor countries for profligacy and fiscal
mismanagement; puts the adjustment costs on the debtor countries;
private creditors (Eurobond holders, commercial lenders) refuse to
take haircuts despite the exorbitant risk-adjusted interest rates they
Impose,

* Ineffective: the highly lauded renewed access to global capital market
simply represents the same ponzi-scheme — borrowing new to repay
the old (the cases of Cote d'lvoire, Benin and Kenya 2024 Eurobond
Issuance);

* Unjust: multi-levels of entrapment (trade, foreign finance and
Investment, debt servicing, and debt structuring) perpetuate the cycle
of Impoverishment and disempowerment.



* Bond holders: IIF letter to the G20, claiming “fiduciary obligations”,

“compatibility of treatments™, different instruments should receive
different treatments... Jubilee Debt Campaign (JDC) found that only a
quarter of the $35B of debt suspension announced by the G20 was
delivered. Meanwhile, private lenders were paid $14.9B, while
suspending only 0.2% of payments.

* “Countries facing economic hardship will ... continue to pay back
private creditors who have escaped from any responsibility and will
likely be forced into severe austerity in the coming years.” (Oxfam
International 2021)




Zooming in on the IMF

* The IMF was set up as an IFI to maintain international financial order.
The SDRs i1ssued by the IMF are used as “reserve assets” where debtor
countries could use SDR holdings to make direct payments to member
countries or to exchange SDRs for “hard” or usable currencies to meet
debt obligations.

* However, the IMF emergency lending based on the SDR system often
comes too little, too late and too much strings attached.

* First, there is insufficient allocation of the SDRs; only four rounds of
allocations since their inception.

* Second, most of the SDRs allocations go to the developed countries who don’t

really need them. The recent round $650B ($3T needed): 2/3 to developed
countries (with a past 6% utilization rate vs. 43% for developing countries)
and only 5% to African countries.

* Third, IMF conditionalities worsen debt countries’ economy and ability to pay.
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WASHINGTON

March 24,

The Honorable Janet Yellen
Secretary of the Treasury
Department of the Treasury
1500 Pennsylvania Ave. NW
Washington, DC 20220

Dear Secretary Yellen:

, DC 20510

2021

We are deeply concerned by your support for a proposal to have the International Monetary Fund
(IMF) allocate new Special Drawing Rights (SDRs), without congressional approval, to
purportedly help poor countries respond to the COVID-19 pandemic. As you are aware, SDRs
are backed by IMF member countries’ fiat currencies, the largest component being the American
dollar. The proposed allocation of SDRs would be inappropriate, ineffective, and a wasteful use
of taxpayer dollars that would end up benefiting repressive regimes and state-sponsors of
terrorism. We strongly urge you to abandon your support for this proposal.

Under the IMF’s own rules, general allocations of SDRs should only occur when necessary to
meet a long-term global need for reserve assets. Currently, there is no such need. While some
poor countries may have a need for foreign aid, SDR allocations are not meant to be used as a
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This mappropriate distribution of foreign aid does not come without costs. To the contrary, it
comes at a permanent cost to the U.S. taxpayer. IMF members can demand that a fellow member
nation exchange SDRs for hard currency. Ultimately, SDRs can be redeemed from the U.S.
government by foreign countries for dollars in the form of “loans” that do not have to be repaid.
These dollars come from the U.S. government, which would need to issue debt to obtain
sufficient dollars to meet an SDR demand. That debt will need to be repaid by current and future
taxpayers.




Reality of SDR allocations, transactions and dollar creation

« The SDR is an international reserve asset. The SDR is not a currency and not
backed by anything, but its value is based on a basket of five currencies.

* In a new SDR allocation, the balance sheets of all Participants expand
symmetrically on both sides by creating ‘SDR holdings’ as an asset and “SDR
allocation” as a liability Importantly, all other balance sheets that are part of the
SDR system remain unaffected by the SDR allocation (Galicia-Escotto 2005).

) Participant
Weights
C determined in +SDR holdings +SDR allocation ‘
rren .
urrency the 2022 review

US dollar 43.38 Prescribed holder

Euro 29.31 | | |
Chinese Renminbi 12.28 IMF (GRA) | |
Japanese Yen 7.59

. IMF (SDR Department)
Pound Sterling 7.44 | SParmEn | |




» SDR transactions: the main purpose for which the SDR system has been
used in the post-Bretton Woods era is to lend currency, which has been
created outside of the SDR system, from one member of the system to
another. There two transaction types, including exchange SDR holdings into
usable currency, or use SDR holdings for direct payment to members. Three
mechanisms: transactions by agreements; the GRA’s lending facilities; and
IMF-sponsored trusts concessionary lending.

* Transaction by agreement can include creation of the USD when it involves
the ESF purchasing SDR holdings from a participant. The ESF creates SDR
certificates as Its liability and requires the Federal Reserve to buy them. In
this case, the Fed expands its balance sheet on both sides and creates new
USD liquidity, which it channels into the SDR system mediated by the ESF.
The maximum volume of SDR Certificates that can be issued equals the
ESF’s SDR holdings (Special Drawing Rights Act of 1968, Sec. 4a). As of
April 2024, the Fed holds $29.7B SDR certificates, compared to $167B
SDR holdings.




The Role China in African Debt Restructuring
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Table 1: Terms of Lending: China vs. World Bank, 2000-2014

Table 2: Terms of Lending: China vs. World Bank & Private

Sector

Total Financing (USD)

Average Loan Size

Average Grant Size

Total Number of Projects
\Volume of Grant (% of finacing)
\Volume of Loans

Weighted Mean Interest Rate

Weighted Mean Maturity (Years)

Weighted Mean Grace Period ('Years)

Loan Concessionality*

Portfolio Concessionality*

China
$333 billion
$307 million
$9 million
2,453
3.77%
96.23%
4.14%
16.6
4.8
17.69%
21.46%

World Bank

$624 billion
$148 million
$44 million

4,859

6.42%

93.58%

2.10%

17.9

1.7

35.73%

42.15%

Source: Morris, Parks and Gardner (2020)

Weighted Mean Interest Rate
Weighted Mean Maturity Length
Weighted Mean Grace Period

Loan Concessionality

Private

China World Bank Sector
3.11% 1.21% 5.71%
17.1 25.6 10.2
5.3 9 6.8
15.24% 43.03% 0

Note: Table 1 is based on the full data that covers loans by China and
World Bank to 157 countries between 2000 and 2014. World Bank
loans do not include those to China. Table 2 is based on the subsample
28 countries, which are mostly low and middle income countries.
*Loan concessionality, measured as the grant element of an individual
loan; portfolio concessionality captures the overall generosity of a
portfolio of funding portfolio concessionality by including grant
funding alongside grant elements of concessional and non-concessional

loans.



The Role China in African Debt Restructuring

* “China did not cause African debt distress in most cases, but it is key to
finding a solution.” (Chatham House 2022)

* Multilateral level: China participated in the G20 Common Framework’s
Debt Service Suspension Initiative (DSSI). Among the 46 countries that
Bartlupat_ed In the DSSI, Chinese creditors accounted for 30% of all claims,

ut contributed 63% of debt service suspensions. That is, China accounts
5%5%328 out of the $13.1B debt service deferral (Brautigam and Huang

» Bilateral level: Between 2000 and 2019, “China ... cancelled at least USD
3.4 billion of debt in Africa” (China Africa Research Initiative 2022). In the
same period China restructured or refinanced about $15B of debt in Africa.
The total value of write-offs from 2021-2023 was estimated to range from
$45M to $610M. EXIM granted Ion? extensions by 15-20 Xears by EXIM
to the DRC (2019) and Ethiopia (2018). China suspended Angola’s debt
service for three years back in late 2020. China is currently suspending
Ethiopia debt service until the end of 2024. In Feb 2024, China (and India)
reached agreement to restructure the Zambian debt.



* Bilateral level: Between 2000 and 2021, more than 20 debtor countries
have received 128 bailout loans worth $240B from China, and in
Africa: Angola, Sudan, South Sudan, Egypt, Tanzania and Kenya have
received China’s rescue loans. It is estimated that $140B of the rescue
lending is in the form of swap line drawings while the remaining $100
billion has come via loans to governments from Chinese state-owned
banks and companies.

* Bretton Woods institutions (BWIs) emphasize debt control, whereas
China emphasizes economic development to enhance capamty to
service debt. BWIs impose “conditionality” to enhance debt
sustainability but China underscores policy autonomy and capacity-
building of developing countries. BWIs emphasize lending standards,
transparency, and procedures, and yet China focuses more on the
actual demand and developmental impacts of debt (Tang 2023, Zhang
2023, Zhou 2021).



Addressing the External Debt Issue: What China and Africa can/should Do?

Regarding the debt stock
 Debt restructuring and cancellation;

« Alternative debt swaps: Brady-like bond (but with collaterals of “global bonds” denominated in
SDRs or USD, issued by the Chinese government or development banks); state-contingent debt
Instruments, esp. commodity-linked bonds; and distressed debt buybacks with green finance (Qian
2021).

Regarding the debt flows

* Domestic financing to mobilize domestic resources: “Development finance starts from within” (Liang
2021). “[A]s money is not scarce, anything that is technically and materially feasible at the national
level can be financed in the national currency.” (Sylla 2024)

» Leveraging on South-Led finance: sovereign wealth funds, FX reserves, regional development banks,
contingent reserves agreements.

e China’s continued and evolving engagement: “Sudden stop” vs “small but beautiful”, ’small yet smart”
— CDB and Exim each set up $49B financial window, and additional $11B injection to the Silk Road
Fund. More emphasis on green projects and tech projects. FOCAC 2024 $5.07B commitment of
financing in the next three years. Extensive support on technical training, educational exchanges and
other capacity building efforts. Focus on industrial modernization, agricultural development, green
energy and infrastructural connectivity. Project-based feasibility studies to address the “downright
inadequate” problem; improving transparency, disclosure and accountability; collective bargaining or
coordination among recipient countries.



