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Key Terms

Asset — Any resource of economic value
that can be invested in with the expecta-
tion that it will provide future benefits.
This can be anything from financial assets
such as stocks and bonds to non-financial
assets such as real estate.

Asset manager — A manager of assets,
usually in the form of a fund. For example,
the Norges Bank Investment Management
is an asset manager because it manages
the asset investment of the Norwegian
sovereign wealth fund.

Collective Action Clause (CACs) - A
contract clause designed to mitigate
collective action problems in debt re-
structurings. Including CACs in a bond
contract helps prevent creditors from
refusing to cooperate in restructuring
processes.

Domestic Debt - The part of the total
government debt in a country that is
owed to lenders within the country.

Environmental, social and governan-
ce (ESG) criteria — A set of standards that
socially conscious investors use to screen
investments.

Equity (investment) — An equity invest-
ment is the buying and holding of shares
of stock on a stock market in anticipa-
tion of income from dividends and capital
gains. Most of the Norwegian sovereign
wealth fund is invested in equity.

Eurobond - A bond denominated in a
currency other than the home currency of
the country or market in which it is issued.

External Debt - The part of a country’s
total government debt that is owed to
lenders outside of the country.

Fixed Income (investment) — A type
of investment for which real return rates
or periodic income is received at regular
intervals and at predictable levels. The
most common form of such investment is
bonds.

Interest rate — the amount charged by a
lender to a borrower for the use of assets
(for example a bond), expressed as a per-
centage of the principal amount.

Maturity - At maturity of a bond, the
borrower is required to repay the full
amount of the outstanding principal plus
any applicable interest to the lender.

Portfolio investments - Hands-off in-
vestments in the form of a portfolio of
assets, including investments in equity se-
curities and debt securities such as bonds,
made with the expectation of earning a
return.

Socially Responsible Investing (SRI)
— An investment strategy that seeks to
consider both financial return and social
good to bring about a social change.

Sovereign bonds - Debt security issued
by sovereign governments.

Terms of trade - The value of the ex-
ports of a country, relative to the value
of its imports. When a country’s terms of
trade improve, it indicates that for every
unit of export that a country sells, it is
able to purchase more units of goods that
are imported.

To Issue - Issuing bonds is one way to
raise money. By doing this the issuer in-
creases the financial resources available
for the government to spend today (but
the resources will have to be paid back in
the future).

Yield - the income return on an invest-
ment, such as the interest or dividends re-
ceived from holding a particular security.
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Abbreviations

CAC - Collective
Action Clause

CRA - Credit Rating
Agency

DSA - Debt
Sustainability
Analysis

DSF - Debt
Sustainability
Framework

ESG -
Environmental,
Social and
Governance criteria

FDI - Foreign Direct
Investment

FRA - Fiscal
Responsibility Act

HIPC - Heavily
Indebted Poor
Country Initiative

IDA - International
Development
Association

IFI - International
Financial Institution

IMF - International
Monetary Fund

LICs - Low Income
Countries

MDRI - Multilateral
Debt Relief Initiative
MICs — Middle
Income Countries

ODA - Overseas
Development
Assistance

S&P - Standard and
Poor's

SSA - Sub-Saharan
Africa

PRI - Principles
for Responsible
Investment
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Executive summary

Many sub-Saharan African countries have
undergone substantial transformations
with respect to the type of finance they
have been attracting over the past de-
cade. Private flows are becoming more
important while the importance of public
flows is diminishing, particularly for the
middle-income countries in the region.
A crucial characteristic of the changing
flows to the region is the growing impor-
tance of sovereign bonds issued in foreign
currency, so-called Eurobonds. Although
this form of financing is a form of debt
issuance, investors rarely apply principles
for responsible lending when making such
investments.

Since 2006, sixteen sub-Saharan countries
have issued Eurobonds and many have is-
sued more than one. Such bonds are con-
sidered to be a much-needed source of fi-
nancing for development expenditures as
well as a convenient way to plug budget
deficits. These issuances have amounted
to over USD 25 billion in total, which re-
presents about 20% of foreign aid to the
region. In 2014, the IMF cautioned African
countries that they could be endangering
their debt sustainability by issuing sove-
reign bonds.

In light of these developments, this report
discusses the risks and opportunities this
form of financing entails. As financing for
development is central to attaining the
Sustainable Development Goals (SDGs),
the question of whether the existing fram-
eworks for and practices of contracting
debt are likely to be pro-development is
of concern.

Furthermore, Eurobonds should be of
particular interest to the Norwegian
public, since approximately 20% of the
Norwegian sovereign wealth fund is inve-
sted in sovereign bonds, which amounts
to approximately NOK 1500 billion. While
the fund cannot invest in countries where
UN sanctions —supported by Norway - are
in place, there are currently no further
ethical guidelines governing this form of
investment. In June 2016, however, the
Norwegian Parliament requested that

Norges Bank Investment Management
(NBIM)i evaluate the possibility of sub-
jecting the Norwegian sovereign wealth
fund'’s investments in sovereign bonds to
ethical guidelines.

There has been growing awareness of
the ethical behaviour of investors in so-
vereign bonds internationally over the
past decade. Not only have individual as-
set managers sought to establish ethical
guidelines for their sovereign bond invest-
ments, but the UN also published their
own Principles for Responsible Investment
(PRI) in 2006. Meanwhile, the Norwegian
government has been a progressive player
internationally when it comes to responsi-
ble lending, by admitting co-responsibility
as a creditor for the debts resulting from
the Ship Export Campaign, funding work
within the UN on establishing principles
for responsible lending and borrowing,
and carrying out a creditor’s debt audit.

This report finds that there are opportu-
nities for developmental investments as-
sociated with Eurobonds. It is a form of fi-
nancing that is relatively cheap compared
to domestic debt issuance, countries can
access relatively large amounts of finan-
cing through such bonds and, technically,
there are no conditionalities attached.
However, the report also identifies several
substantial risks.

First of all, there is an exchange rate risk
involved in any borrowing carried out in a
foreign currency. This is of particular rele-
vance to sub-Saharan African countries, as
many of them are highly dependent on a
narrow selection of primary commodities
in order to earn foreign exchange. Thus,
in the wake of falling commodity prices
over the past decade and the related de-
preciation of many sub-Saharan African
currencies, servicing the foreign debt ac-
cumulated through Eurobond issuances
has become a challenge.

Furthermore, the case studies of a small
selection of sub-Saharan African countries
examined in this report expose a lack of
accountability when it comes borrowing

processes. In fact, the process of bond
issuance is often plagued by lack of trans-
parency and ultimately legitimacy, from
the perspective of the citizens of the is-
suing country. In some cases, civil society
and parliamentarians have little informa-
tion about the loan contracts and what
the funds are being used for. Additionally,
civil society groups are demanding to be
a part of the decision-making process and
for there to be public debates about the
use of the borrowed funds and the terms
of the loans.

As this is playing out in the context of a
defective framework for sovereign len-
ding and borrowing and a flawed system
for debt restructuring, issuing Eurobonds
entails many serious risks. These risks are
amplified by the fact that many of the
Eurobonds do not contain collective ac-
tion clauses.

Based on these findings, this report the-
refore  recommends a comprehensive
framework for responsible lending prac-
tices applied to investments in sovereign
bonds, in order to ensure: that the bor-
rower is complying with the due process
of law, that contractual instruments such
as collective action clauses are included
in the bond contracts, that the bond is-
suance is transparent and open to public
debate, and that the debt is likely to be
sustainable. The report also makes seve-
ral recommendations to the Norwegian
government, the most specific being
that the government should implement
ethical guidelines for investments in go-
vernment bonds. These guidelines should
be universal, predictable and guarantee
equal treatment; basing the guidelines
on the UNCTAD Principles for Promoting
Responsible Lending would be advisa-
ble. A minimum requirement for ethical
guidelines would be to involve criteria
for transparency in the debt contracting
process in the issuing country. In addition,
the report makes several suggestions as
to the issues the Norwegian government
should promote internationally, in order
to contribute to a more predictable, trans-
parent and fair international framework
for debt management.
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Sammendrag (norsk)

| lopet av det siste tidret har man sett
store endringer i hvilken type finansiering
afrikanske land ser for Sahara har klart a
tiltrekke seg. Private finansstremmer spil-
ler nd en starre rolle enn fer, mens betyd-
ningen av offentlige strammer har avtatt,
seerlig for mellominntektsland i regionen.
Den okende betydningen av statsobli-
gasjoner utstedt i utenlandsk valuta er
en viktig del av denne trenden. Selv om
denne formen for finansiering er en form
for laneopptak, anvender investorer sjel-
den prinsipper for ansvarlig utlan nar de
gjor slike investeringer.

Om man ikke teller med Ser-Afrika, har
totalt seksten land i Afrika ser for Sahara
utstedt slike statsobligasjoner siden 2006.
Til sammen har de utstedt statsobligasjo-
ner til en verdi av over 25 milliarder dollar,
noe som tilsvarer rundt 20% av bistand
til regionen. Slike obligasjoner anses
bade for a veere en sart tiltrengt kilde til
utviklingsfinansiering og en relativt enkel
mate a tette budsjettunderskudd pa. |
2014 advarte Det internasjonale penge-
fondet (IMF) om at statsobligasjoner kan
veere en trussel for gjeldsbaerekraften i
regionen.

I lys av denne utviklingen drofter rap-
porten muligheter og risikofaktorer
knyttet til denne formen for finansier-
ing. Ettersom utviklingsfinansiering er
sentralt for & nd FNs beerekraftsmal blir

sporsmalet om hvorvidt de eksisterende
rammeverkene for utlan og laneopptak er
utviklingsfremmende sentralt for denne
rapporten.

Problematikken begr veere av seerlig in-
teresse for den norske befolkningen,
ettersom rundt 20% av oljefondet, eller
rundt 1500 milliarder norske kroner, er
investert i statsobligasjoner. Mens nor-
ske myndigheter har veert en padriver
for ansvarlig utlan internasjonalt, ved for
eksempel a ta medansvar som kreditor
for skipseksportgjelda og ved a finansiere
arbeid innen FN for a etablere prinsipper
for ansvarlig utlan og laneopptak, har
regjeringen enna ikke vedtatt noe etisk
rammeverk for utlan gjennom oljefondet,
annet enn at fondet ikke kan investere i
land med norsk-stottede internasjonale
sanksjoner mot seg.

| juni 2016 bad Stortinget om at Norges
Bank Investment Management (NBIM)
skulle vurdere muligheten for a utvikle
retningslinjer for oljefondets investerin-
ger i statsobligasjoner. Det har ogsa veert
en okende bevissthet rundt etiske inves-
teringer i statsobligasjoner internasjonalt
det siste tiaret. Ikke bare har enkelte for-
valtere etablert etiske retningslinjer for
sine statsobligasjonsinvesteringer, men
FN lanserte ogsa prinsipper for ansvarlige
investeringer (PRI) i 2006.

Denne rapporten viser til at det er en rek-
ke muligheter for utviklingsfinansiering
knyttet til statsobligasjoner. Dette er en
form for laneopptak som er relativt bil-
lig i forhold til innenlandsgjeld, land far
tilgang til relative store summer gjennom
slike obligasjoner, og det er [an som er frie
for politiske kondisjonaliteter. | rapporten
identifiseres imidlertid ogsa flere alvorlige
risikofaktorer knyttet til denne formen
for finansiering.

For det forste er det risiko knyttet til Ia-
neopptak som foretas i utenlandsk valuta.
Dette er spesielt relevant for land i Afrika
sor for Sahara, ettersom mange av dem er
sveert avhengige av ravareeksport for a
tjene inn utenlandsk valuta. | kjglvannet
av fallende ravarepriser de siste arene og
den relaterte svekkelsen av valutaen til
mange afrikanske land, har det for mange
blitt dyrt a betjene statsobligasjonene ut-
stedt i amerikanske dollar.

Videre eksponerer case-studiene i denne
rapporten en mangelfull gjeldsutstedel-
sesprosess. Prosessen er ofte preget av
mangel pa apenhet og legitimitet, sett fra
et sivilsamfunnsperspektiv. Sivilsamfunn
og parlamentarikere har generelt lite
informasjon om lanekontraktene og hva
midlene blir brukt til. | tillegg kjemper
sivilsamfunnsgrupper for a fa veere en del
av beslutningsprosessen og for offentlige
debatter om bruk av lante midler og vilka-
rene for lanene.

Ettersom alt dette foregar i en kontekst
med et mangelfullt internasjonalt regel-
verk for utlan, laneopptak og gjeldshand-

tering, blir utstedelsen av statsobligasjo-
ner ekstra risikabel. Risikoen forsterkes
for de landene som ikke har inkludert
Collective Action Clauses (CACs) i statso-
bligasjonene sine, som kunne gjort gjelds-
handtering enklere om gjelden skulle bli
ubetalbar.

Basert pa disse funnene anbefaler rap-
porten et omfattende rammeverk for
ansvarlige utlanspraksis for investeringer
i statsobligasjoner, for a sikre at lanopp-
tak er i samsvar med rettssikkerhet, at
kontraktsmessige virkemidler som CACs
er inkludert i obligasjonskontraktene, at
obligasjonsutstedelsen er apen for offent-
lig debatt, og at gjelden er baerekraftig.

Rapporten gir ogsa flere anbefalinger
til norske myndighetenes investering
i statsobligasjoner gjennom Statens
Pensjonsfond Utland, for eksempel om at
regjeringen ma etablere etiske retnings-
linjer for investeringer i statsobligasjoner.
Disse retningslinjene ber veere universelle,
forutsigbare, og sikre likebehandling og
et godt utgangspunkt er UNCTADs prin-
sipper for ansvarlig utlan. Et minstekrav
for etiske retningslinjer vil vaere a sette kri-
terier for dpenhet i gjeldsutstedelsespro-
sessen. | tillegg peker rapporten pa hvilke
saker den norske regjeringen ber fremme
internasjonalt for & bidra til et mer forut-
sigbart, apent og rettferdig internasjonalt
rammeverk for gjeldshandtering.
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1 Introduction
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1 Introduction

The type of finance flowing to sub-Saha-
ran Africa has changed substantially over
the past decade. As financing for develop-
ment is central to the attainment of the
Sustainable Development Goals (SDGs),
the question of whether these new forms
of finance are likely to be pro-develop-
ment is of particular concern. There has
been a notable increase in private flows
to the region, in particular to middle-in-
come countries. The issuance of sovereign
bonds issued in foreign currency, so-called
Eurobonds, is a part of this trend. Such is-
suances amounted to over USD 25 billion
in total between 2006 and 2016, which re-
presents about 20% of foreign aid to the
region.? This new form of borrowing has
led the IMF to caution African countries
against the risk of endangering their debt
sustainability by issuing sovereign bonds.?

This report starts by laying out the gene-
ral financial and macroeconomic trends in
sub-Saharan Africa, particularly over the
past decade (chapter 2), in order to better
understand the specific context in which
the change in financial flows is taking pla-

ce. In chapter 3, the report delves deeper
into the issue of sovereign bond issuance
on the continent and the specific risks and
opportunities this entails. The report uses
Nigeria as a case study to investigate the
role Eurobonds have played in the econo-
my and, in particular, to gain insight into
the perspectives of civil society represen-
tatives, scholars, and parliamentarians on
this new development (chapter 4). Ghana
and Zambia are used as secondary case
studies.

Furthermore, in order to understand the
global environment, chapter 5 discus-
ses the current international framework
for lending and borrowing, debt re-
structuring, and the various voluntary
processes and guidelines that exist, with
a particular focus on lending through an
investment in sovereign bonds. Finally,
recommendations are made based on the
findings of the report, both for sovereign
bond investment in general, and for the
Norwegian government in particular
(chapter 6).
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2 Macroeconomic Overview

Foreign perceptions of development in sub-Saharan Africa tend to be polarized - it's
either the “dark continent” or "Africa Rising”.* Although The Economist Intelligence
Unit dubbed development in the region an economic “miracle”® in 2012, it is now more
widely recognized that many sub-Saharan African countries are facing difficult econo-
mic times as the commodity boom has ended, interest rates are rising in the US, China’s
growth is slowing, and debt levels are rising in the region.

There appears to have been a gap in the mainstream media and business perceptions of
Africa and the perceptions of ordinary Africans.® Survey data shows that Africans them-
selves perceive their economy and living standards as deteriorating, and between 2010
and 2013 the number of major public protests quintupled. This suggests that Africa’s
high economic growth over the past decade should not be conflated with “develop-
ment”. This chapter aims to give a sober analysis of the recent trends in the region, with
a focus on macroeconomic structure and financial flows. Of particular significance is the
new trend of Eurobond issuance among sub-Saharan African countries, which will be
dealt with in the next chapter (see chapter 3).

According to IMF data, growth in the region fell to 3.5% in 2015 (its lowest level for
over a decade) and is set to fall even further.” While oil exporters face difficult economic
conditions due to falling oil prices, non-energy commodity exporters, such as Ghana,
South Africa and Zambia, also face harsh conditions. Nonetheless, several oil-importers,
such as Kenya, Cote d’Ivoire, and Senegal, are faring better than average, with growth
rates over 5%. It is thus important to keep in mind that there are substantial differences
within the region.

This chapter finds that trends in financial flows to sub-Saharan Africa since the 2008 fi-

nancial crisis involve both a drastic increase in private capital and a recent decline in aid

g ) i and non-concessional lending. In addition, the nature of capital flows to the region is

e changing in terms of the types of capital attracted, the origin of the capital, and which

countries are able to attract international finance. In order to evaluate the sustainabi-

lity of debt, it is also necessary to consider the general macroeconomic structures and

trends in the region, current account balances, export diversification, domestic debt is-

suance and foreign reserve accumulation. Furthermore, the chapter analyses the global

; ] : T d environment within which these developments are taking place and the potential risks

g > ; ’ o L N i qp et T A . __ W' B it entails. Needless to say, there are vast issues with data quality that must be kept in
- ] ——e s ' 5 et <n g LA = mind when studying African countries.?
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Figure 2.1 Foreign Direct Investment in Sub-Saharan Africa, Net Inflows (% of GDP)
Source: World Bank, World Development Indicators

2.1 The Changing Character of
Financial Flows

The continent is undergoing historic trans-
formations with respect to financial flows.
First of all, private capital flows are beco-
ming more important in the region and
the importance of public flows is diminish-
ing. Moreover, the trends differ according
to the country groups. For example, while
capital flows beyond foreign direct invest-
ment (FDI) tend to be important for the
middle-income countries in the region,
fragile states are likely to continue to rely
on official development assistance.

Around the 2000s, sub-Saharan Africa
started becoming a popular destina-
tion for FDI, as evidenced by figure 2.2.
Furthermore, FDI in the region has increa-
sed sharply since 1990, peaking at 4.5% of
GDP in 2001. FDI inflows fell in the wake
of the dot-com bubble of 2001 and after
the financial crisis of 2008.

As figures 2.1 and 2.2 illustrate, there was
a fall in FDI from 2014 to 2015.° According
to the 2016 UN World Economic Situation
and Prospects report, the decrease from
2014 to 2015 is largely due to portfolio
investments' as well as “other” invest-
ments, such as interbank loans and trade
credits.” These types of investment flows
are relatively new to the region and can
be welcome sources of investment, but
they also tend to be the most volatile."

What's more, the rise of such financial
flows is closely linked to the widespread
liberalization of international capital
flows and greater openness to foreign
financial institutions that is taking place
globally.® This internationalization of
finance has led to an increase in foreign
presence in bond, equity and credit mar-
kets in sub-Saharan Africa. Furthermore,
as private capital flows play an increas-
ingly important role in the region, the
volumes and volatility of private capital
flows also becomes important for these
countries’ economic development. In fact,
portfolio flows, including those related to
bonds, have repeatedly been associated
with financial instability in developing
countries." For example, portfolio flows
were a key channel for transmission of
the global financial crisis from advanced
to developing countries.” As these flows
are increasing and the financial linkages
between sub-Saharan Africa and the rest
of the global economy are being strengt-
hened, the economies in the region are
becoming more vulnerable to global fi-
nancial shocks.®

The gains in FDI have been highly con-
centrated both geographically and by
sector. Approximately three fourths of the
investments go to resource rich countries
and extractive industries and it is unclear
whether this investment provides benefits
to local firms and employment markets."”
Generally, the middle-income countries
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Figure 2.2 Foreign Direct Investment in Sub-Saharan Africa, Net Inflows (current USS$).
Source: World Bank, World Development Indicators
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Figure 2.3 Financial Flows to Sub-Saharan Africa Broken Down by Country Groups
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have benefited the most from FDI, espe-
cially South Africa and Nigeria, which re-
ceive about half of all FDI to the region.®

What's more, the origins of the invest-
ments have been changing over time, as
the BRICS countries have made inroads
into the region. In 2010, 25% of FDI inflow
to sub-Saharan Africa originated from the
BRICS, while Europe accounted for 41%
of the FDL.” Nonetheless, only about 4%
of BRICS FDI goes to Africa, making BRICS
more important to Africa than Africa is to
the BRICS. The Chinese FDI flow to Africa
has grown particularly quickly since the
mid-2000s and is considered an important
factor driving growth in the region over
the past decade.?® South Africa’s FDI in the
rest of Africa also increased by 57% bet-
ween 2007 and 2015.2' While the diversifi-
cation of trading and investment partners
could be beneficial and stabilizing, many
African countries are simply diversifying
their “dependence”, as is evident when
studying the economic structure of these
economies.??

As the specificities of capital flows de-
pend largely on the characteristics of the
individual country in question, it is use-
ful to break the data down into country
groupings. Figure 2.3 shows financial
flows to four mutually exclusive groups,
namely oil-exporting, middle-income
(MICs), low-income (LICs) and fragile co-
untries, as defined by the IMF Regional
Economic Outlook for Sub-Saharan Africa.

Interestingly, figure 2.3 shows that alt-
hough there has been a notable decline
in official development assistance (ODA)
since the crisis (see figure 2.4), ODA still
has an important role to play for LICs and
fragile states. MICs have experienced the
sharpest decline in ODA as a share of to-
tal external flows. Note that government
revenue is the most substantial source of
financing for all groups.

Remittances, which are transfers made
by migrants to their home country, have
increased in importance in sub-Saharan
Africa. Although the remittance flows to
sub-Saharan Africa are lower than those
to many other regions in absolute and
per capita terms, many African countries
are among the largest recipients of remit-
tances relative to their GDP.2* In addition,
remittances account for a substantial por-
tion of the foreign exchange of many
sub-Saharan countries. Although remit-
tances are generally less volatile than
other private capital flows, there has been
a decline in remittances to the continent
since 2008.

In addition to assessing the quantity of
financial flows, it is also necessary to con-
sider the quality of finance.?* Generally,
"better” finance is associated with lower
risk. Ways of mitigating risk include mo-
ving from short-term, volatile, external
capital flows to prioritizing more stable,
long-term finance from sovereign wealth
funds or development finance institu-
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Figure 2.4 Sub-Saharan Africa: Net ODA Received (% of GNI). Source: World Bank, World

Development Indicators

tions, for example.?> Moreover, regardless
of the quality of finance, how the money
is spent is also important. For growth to
be pro-poor and developmental, substan-
tial parts of the investment generally need
to be targeted to employment-generating
sectors.?® Unfortunately, the lion’s share
of FDI goes to extractive industries, with
few linkages and opportunities for job
creation.”

Finally, another serious issue that cannot
go unmentioned is illicit capital flight from
the region. Capital flight is often defined
as the unrecorded and (mostly) untaxed
illicit leakage of capital and resources
out of a country.?® Several scholars have
identified a revolving door phenomenon
in sub-Saharan countries; where up to
80% of public loans are channelled out
of the country as private assets through
capital flight.?® It is therefore imperative
to keep in mind when analysing capital
flows to sub-Saharan Africa that there is
always the very real risk of capital flowing
back out again through illicit channels. In
fact, UNCTAD finds that the continent as
a whole lost about $854 billion in illicit
flows from 1970 to 2008, which is appro-
ximately equivalent to all ODA received
during that period.?® In 2015 alone, Sub-
Saharan Africa lost 6.1% of GDP to illicit fi-
nancial flows.3' The African Development
Bank and Global Financial Integrity esti-
mate that illicit flows are the main driver
of the net drain of resources from Africa.

2.2 Debt Levels and Sustainability

Many African countries encountered
grave debt problems in the 1980s and
1990s, largely triggered by commodity
dependence and falling commodity prices
at the beginning of the 1980s.3 As for-
eign earnings fell, servicing foreign debt
became increasingly difficult. After years
of global campaigning for debt cancel-
lation, the IMF and the World Bank set
up two debt relief schemes, namely the
Heavily Indebted Poor Countries (HIPC)
Initiative and the Multilateral Debt Relief
Initiative (MDRI). Thirty African countries
were granted substantial debt reduction
through HIPC and MDRI in the mid-2000s.
A decade later, many of the same coun-
tries are again facing debt distress and
the composition of debt has changed
substantially.

Lending to sub-Saharan African countries
has increased significantly since the mid-
2000s, although mostly to middle-income
countries.3* Resource-rich countries in par-
ticular, such as Nigeria and Angola, have
seen a striking increase in lending: cross-
border lending tripled to Angola and
sextupled to Nigeria between 2000 and
2012. The African Development Bank re-
cently warned its members of the dangers
of rising sovereign debt.?® The IMF too
has called for an urgent need to reset the
region’s growth policies.3®* And UNCTAD
warns that there is a risk of a recurrence
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of the African debt crisis of the late 1980s
and 1990s.%”

As is evident from figure 2.5, external
debt as a percentage of GNI is now at
low levels compared to the mid-1990s.
As pointed out by UNCTAD, however,
although debt-to-GNI levels are relatively
low, external debt stocks grew by about
10.2% a year in 2011-2013 compared to
7.8% in 2006-2009.3° Furthermore, as evi-
denced by figure 2.6, general government
net debt as a percentage of GDP started
rising in the mid-2000s for several African
countries, despite this also being the time
of Africa’s "rising”, with high commodity
prices and high growth rates in the re-
gion. According to IMF estimates, several
African countries will have debt-to-GDP
ratios over 50% by 2020.

Debt-to-GDP levels are not always very
useful indicators to determine whether
a debt level is sustainable however, as
much depends on the macroeconomic and
financial characteristics of the country in
question.*® Furthermore, data on African
GDP is not always reliable. Nigeria and
Ghana recently revised their GDP statistics
by 40% and 60%, after reviewing national
economic data. In fact, national statistics
on economic production throughout

120

Africa might be off by as much as 50%.%
In addition to considering the debt-to-
GDP ratio, it is equally, if not more, impor-
tant to consider debt servicing-to-revenue
ratio, in order to understand how debt is
impacting government spending.

According to the IMF, 27 sub-Saharan
countries*? were at moderate or high risk
of debt distress at the end of 2015, two
countries** were already in debt distress,
while ten countries** were at low risk of
debt distress.*> Data was missing for 15
countries. However, there are a number
of problems with the Debt Sustainability
Framework (DSF) used by the IMF to assess
whether a country’s debt is sustainable or
not, as we will see in chapter 5.

Moreover, although debt sustainability
ratios may be reasonable, they depend on
continued strong GDP growth.*¢ With de-
celerating growth since 2014, larger fiscal
deficits have led to a further rise in public
debt.#” In fact, the median public-debt-to-
GDP ratio rose by 5.25 percentage points
between 2014 and 2015 to 43%.

As resource mobilization through taxa-
tion has remained low in the region,*®
many African countries are borrowing in
order to raise the necessary funds for de-
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Figure 2.6 General Government Net Debt (% of GDP). Source: International Monetary
Fund, World Economic Outlook Database, April 2016. Net debt-to-GDP for the bond-
issuing sub-Saharan African countries for which data was available.

velopmental purposes.*® Needless to say,
although borrowing can be a source of
much needed financing for many develo-
ping countries, there is no clear link bet-
ween sovereign borrowing and poverty
reduction.’® What's more, high levels of
debt can divert scarce resources from de-
velopment investments® and from human
rights obligations.>?

While the norm a decade ago was for sub-
Saharan African countries to borrow bila-
terally and multilaterally on concessional
terms, that has rapidly been changing for
many countries in the region. Since 2005
there has been a steady decline in the con-
cessionality and maturity of new external
debt commitments for HIPC-countries.>
For two thirds of HIPC-countries, the
share of concessional financing declined
from 2005-2007 to 2011-2013. While con-
cessional loans typically have an average
interest rate of 1.6% and a maturity of
28.7 years, the sovereign bonds issued by
African countries today have, on average,
an interest rate of 6.2% with an 11.2-year
maturity.>

According to the World Bank International
Debt Statistics, interest payments on ex-
ternal debt grew from approximately 5
to 8 billion USD between 2009 and 2013.
External borrowing costs have increased
further since 2014, triggered by the fall in
commodity prices, oil price volatility, and
heightened risk perception on the part
of international investors.> Furthermore,

private external debt has increased sig-
nificantly, as a part of a general trend of
private sector flows becoming more pro-
minent than public flows.>®

The spread of public-private partnerships
(PPPs) also warrants attention from a
debt-management perspective. The part-
nerships tend to be complex and risky, as
they are generally treated as off-budget
transactions (contingent liabilities) alt-
hough they can become a fiscal burden
in the future.”” Such estimates are not
included in the IMF’s Debt Sustainability
Framework. PPPs are responsible for 15-
20% of infrastructure investment in de-
veloping countries®® and they are heavily
promoted by donors through aid, loans,
and debt relief agreements.® In general,
the private sector agrees to 