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Economic analysis of African countries often groups the entire continent together. The term ‘Africa’ is
frequently used as a broad generalisation for one or a small collection of African countries. This is unhelpful and
contributes to a perception that conflates a single country to represent an entire continent. Africa is not a
country.

With this in mind, it is useful to draw a healthy dose of scepticism on claims of an “African debt crises” or an
“African economic crises”. The diversity in economic and political experiences across the continent necessitates
a country level analysis of debt sustainability and vulnerability. This guide - created as part of and for the "Africa
Unconstrained" Project seeks to do this.

Our analysis consists of 20 countries across Africa chosen for reasons associated with their debt position,
including relatively high debt-to-GDP ratios and/or relative dependence on Chinese credit. Accounting for over
/0% of total African debt stocks in 2018, these 20 countries are the most likely to face difficulties during the

pandemic, making them fit for focus and better understanding.

Each country snapshot uses a combination of time series data, forecasts, and a qualitative analysis of each
country’s debt position to explore debt levels, economic diversification, resource mobilization and reliance on
Chinese loans. This report also uses a newly developed ‘Debt Transparency Index’ which aims to score each
governments approach to making data surrounding government debt transparent and open to analysis from
civil society. The methodology and individual country score can be found in the appendix.

This guide was written to be read and understood by those with a non-technical background. It provides a
succinct snapshot of the current debt situation in each country, meaning the reader can flick through the guide
and understand the debt situation of countries they are interested in, without being required to read the entire
guide. Key figures and metrics can also be used to compare across countries, if the reader is interested. A
glossary in the appendix also provides definitions and explanations of any technical terms used throughout the
guide.



This guide is not only aimed at providing factual information. It is also aimed at providing this information with a
lens - an “unconstrained” narrative - that has at its core key principles of African agency, accountability and
equity.

More specifically, it is important for readers to be aware of six innovations of this guide that distinguish the
information provided from others on this topic. They are as follows:

1. This guide provides a historical context for countries’ debt levels - reaching back to the 1970s where data is
available, not just looking at trends since 2000 which will in many cases show debt rising - since several African
countries had their debt cancelled just prior to 2000. It also aims to distinguish whether rising debt payments
occurred in the past as a result of new projects or increasing interest rates - which is important, since the
former can have a material impact on lives, while the latter is just a higher cost.

2. This guide explicitly acknowledges that for each country, new finance is needed in order to meet
Sustainable Development Goals, and such needs are likely to be higher the more in poverty that a country is. In
addition, the more in poverty a country is, the less potential for financing from domestic taxes or savings, and
therefore the higher needs for loans from international creditors. By making this need explicit, the guide makes
explicit the conundrum that the poorest countries are in with regards to debt levels - they need more from
outside creditors, but are often subjected (by other analysts) to the same “credit limits” as richer countries.

3. This guide looks and compares all the contributions that major creditors together have made in the past to
debt cancellation/relief. In particular, it includes debt relief by China - who is usually excluded from such
numbers because China did not join the “Paris Club” and coordinate with other bilateral or multilateral creditors
to provide its debt relief. But recipient countries still benefitted from the relief. So we acknowledge this where it
occurred - providing comparisons to other creditors for context where relevant - and also make clear when
countries were and were not included in the coordinated debt relief packages.

4. This guide seeks to focus readers on accountability to African country’s citizens for financial decisions - as
opposed to accountability to the international system. An example of this approach is the methodology for the
debt transparency index. Another example is that with respect to COVID19, the guide first begins by describing
the financial actions governments have taken to respond to COVID19, and then to whom they have turned to
for financial support. This context is aimed at allowing for an assumption that governments are (usually)
carrying out their responsibilities to citizens when requesting finance, not assuming they are acting in bad faith
due to availability of external finance.
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5. This guide seeks to ascribe agency to African governments. For instance, with respect to new financial
support for COVID19, the guide does not, for instance, say that a multilateral or a bilateral creditor has simply
given a new loan or grant aid - as some sort of charity. The guide makes clear that African governments have
made decisions to take such loans or grant aid, and as such should be accountable to their citizens for these
decisions now and into the long-term. For this reason, the guide also sets out terms and conditions of new
loans, where data/information has been made available.

6. The guide points out inequities in the international system where relevant. For instance, it explains
when/why only certain countries are or are not assessed by external creditors or other organisations for debt
Issues, and what this differential treatment might imply going forwards. As such, it helps readers themselves
understand where the 2015 UN moral principle of “universality” that everyone and every country should be
regarded as having a common responsibility for playing their part in delivering the SDGs - and therefore with
all goals applying to all countries both as ambitions and as challenges - is not yet being properly and
consistently applied.

With these six innovative approaches, our hope is to stimulate readers to fully contextualise and empathise
with the situations that poor countries and citizens face now and into the future, and as such come up with
new solutions that will lead to global poverty reduction and sustainable development - and avoid falling back
into the mistakes of the past.



For each country, the guide is organised in four sections, for which the overall results of each section can be
summarised as per below.

Africa's Debt History

African macroeconomic performance has both stagnated and improved considerably in the last four decades.
From the late 1970s and until the mid-1990s, most African countries fell behind due to a debt crisis. Prior to this,
many countries - in particular those coming out of colonisation - had been using money from their exports, as
well as loans from other governments and international private banks (the “private sector”) as a means to build
infrastructure and industrial capacity. With the second oil price shock of 1979 in particular, many experienced
what can now be called several “grey rhinos” - a combination of falling commodity prices, rapidly rising interest
rates on existing debt, adverse weather conditions. Political instability and a host of other country-specific issues
thereby ensued in many of the same countries? In many countries, financial support from multilateral
organisations was accompanied with “Structural Adjustment Programs” (SAPs), which sought to rein in
government spending while bringing in the private sector to deliver public services. The continent’s GDP per
capita growth contracted in all but three years from 1977 to 1994%as a number of African countries defaulted on
debt payments, incomes fell from low commodity prices, and the privatisation from the SAPs widened rather
than narrowed citizen’s abilities to access basic necessities.

Growth returned globally in the late 1990s and accelerated through the 2000s, and the debt crisis soon ended
amid the implementation of the Highly Indebted Poor Country (HIPC) initiative, which cancelled about $100
billion in external debt across 31 African countries and 6 eIsewhere‘.‘Through HIPC, the 20 countries in this guide
requested and were granted a total $12.5 billion in debt relief from traditional “Paris Club” creditors and
multilateral organisations. However, 11 of the 20 countries in this guide were - for various reasons - not
included in the HIPC initiative’Nevertheless, as debt relief (often classified as foreign aid) freed up financial
resources for infrastructure investment and socio-economic spending and/or commodity prices rose,
governments restructured their economies, and peace returned to previous conflict areas. By the early 2010’s,
Africa emerged as the fastest growing continent, with nearly half of its 55 countries attaining middle-income
status as of 2012°Certain countries were able to transform this growth into poverty reduction, meeting at least
some of the UN Millennium Development Goals (MDGs) by their 2015 deadline. But for many, continuous
Increases in population dampened this potential.
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The Role of Chinese Financing

Over the last four decades, China has developed, and African countries have sought more loans from China over
time, as well as other emerging economies and traditional bilateral and multilateral donors. China has therefore
now become a major bilateral actor in Africa’s debt portfolio. The China Africa Research Initiative estimates that

between 2000 and 2018, Chinese loan commitments with African government and state-owned enterprises
totalled US$148 billion/

However, as per other lenders, China has shown flexibility and an openness to provide debt cancellation or
restructuring to help African countries ease their debt burden, even if not coordinating with others®Since 2000,
our group of 20 analysed countries have requested and been granted over $1.3 billion in debt relief from China
and engaged in billions more of debt restructuring, such as extending the maturity debt or lengthen the grace
period. However, 6 of the 20 countries did not receive any debt relief, at least announced publicly? As shown
below, the levels of relief provided by China for each country were fairly comparable - and in most cases
exceeded - levels provided by other “Paris Club” bilateral creditors who coordinated with each other.

Figure 1 Debt cancelled by China compared to debt cancelled by other bilateral lenders over 2000-
2018 for 20 Selected Countries
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The current impact of Chinese loans on debt levels and repayments in Africa varies from country to country
depending on their geography, natural resources, the extent of their historical ties and access to finance from
Europe and the US as well as the varying terms of the loans offered. Resource-rich countries appear to have
historically sought more finance from China compared to others - such as Angola, Zambia, the Republic of the
Congo, and Mozambique.
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Figure 2: Loans from China as percentage of all loans from official bilateral creditors and Loans from
China as a percentage of GDP, 2018
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Current Financing Challenges across Africa

While there has been a distinct improvement in growth and poverty outcomes for African countries over the last
two decades, the fact is that more long-term developmental challenges across Africa remain which in some
cases can only be addressed through external finance - and in particular loans.

The African Development Bank estimates Africa’s infrastructure financing needs at up to USD 170 billion a year
by 2025, with an estimated external financing gap of up to US$68 to 108 billion a year?OThis does not even take
account of public (or private) financing needs to meet non-infrastructure SDGs - such as certain aspects of
education or health. While complete data is not available on a broken-down level to be able to set out the
specific financing needs for infrastructure or SDGs per country, it is possible to use proxies to understand the
scale of the challenges still ahead for different countries.

For instance, on average, the 20 countries in this guide - some of which are the most developed on the continent
- still have 30% and 39% of their populations without access to electricity and a water supply, respectively.
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Figure 3: Percentage of Population without access to internet in 20 select African countries, 2018
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Internet use has grown rapidly over the past decade but large proportions of populations still lack proper
access. Eight countries in this guide need to more than double the km of roads they have to achieve a road
infrastructure level that is similar to that of China's - which in itself is still not complete. Port
infrastructure is also behind in the majority of the selected countries.

Figure 4: Port infrastructure improvements needed to reach Chinese levels in 20 Select African countries
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At the same time, debt portfolios have become more complex (again). Having “graduated” from low-income or least
developed status, many African countries’ have become ineligible for highly concessional multilateral loans anc
grants - so they have switched debt stocks to China and other emerging economies (as per earlier section), as wel
as to market financed bonds that carry higher interest rates. Over a dozen countries in the continent have issuec
sovereign bonds in the last decade, promoting financial independence and integration, but also new risks

As a consequence - especially following the late 2010s decline in oil prices - debt levels have been rising again,
with the overall ratio of debt to national income in one or two cases approaching levels last seen before the HIPC

program. This has raised concerns about another debt crisis. As of 2019, before COVID19, the IMF classified

nearly a third of African countries at risk of or facing debt distress?

However, a closer look reveals that countries have hugely different debt accumulation paths: In 2020, Congo and
Djibouti are forecast to hit public debt levels of 150% of GDP, whilst Togo and Cameroon will have levels of 40%
and 45% respectively. The 20-group country average is 94% of GDP, a figure that is higher than traditional
thresholds suggested by the IMF, but also masks the underlying differences amongst countries. As noted above,
the source of debt also varies amongst countries - Debt owed to China as a percentage of GDP has reached 39%
for Djibouti, and 19% for Angola and the Republic of Congo. Meanwhile, this figure is as low as 1% and 3% for Cabo
Verde and Ghana respectively, who rely on more traditional and multilateral creditors.

Figure 5: Levels of public debt in 2020 as a percentage of GDP

160%
140%
120%
100%
80%
60%
40%
20%

0%

Moreover, the macroeconomic fundamentals of these, and all African, countries also vary widely: the IMF also, in
2019, forecast that 6 out of the world’s top 10 fastest growing countries would be in Africa - namely: South Sudan
(8.2%), Rwanda (8.1%), Cote D’lIvoire (7.3%), Ethiopia (7.2%), Senegal (6.8%) and Botswana and Benin (6.7%). These
were not unusual growth rates For instance, Ethiopia has averaged double digit rates of economic growth since
2004. On average, African countries grew by 3.5% in 2019, and prior to COVID19 were expected by the IMF to
grow by 4%.
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The Impact of COVID19 on Financing

The COVID-19 pandemic has placed government budgets under significant immediate challenges. Overall,
African governments have set aside $68bn to respond to the economic and health challenges of COVID19,
which equates to an average of 2.5% of GDP, but varying widely depending on needs and fiscal space available.
At the same time, because of COVID19’s economic impacts, they are facing reduced potential to collect tax
revenue due to a fall in investment and consumption.

As a result, the IMF has changed the debt classification of many African countries. Of the 20 countries in this
report, the IMF now suggests that four are already IN debt distress (Republic of Congo, Mozambique, Sudan,
Zimbabwe), and a further eight at high risk of debt distress. The Jubilee Debt campaign has separately forecast
that a slightly different six are in a debt crisis (Angola, Republic of Congo, Ghana, Mozambique, Zambia and
Zimbabwe), and a further ten at risk of debt crisis in 2020, with just Cabo Verde, Mauritius, Nigeria and South
Africa escaping the worst.

However, as noted above, macroeconomic fundamentals vary across the board, and these do not necessarily
correlate clearly with the assessments by the IMF or Jubilee Debt Campaign above. For instance, despite
economic disruptions in 2020, Ethiopia is still expected to growth by 3.4%, the fastest rate amongst the
countries analysed. On the other hand, neighbouring Sudan’s economy is forecast to shrink by over 7% in 2020,
extending its economic recession into the third year.

Thus, whilst all of the countries examined in this report are expected to run fiscal deficits in 2020, with an
average deficit of 6.8%, which is unexpected given the hit to revenue mobilization, the depth of deficit also varies
widely. Zimbabwe, Congo, Angola and Ethiopia are all forecast by the IMF to run deficits of less than 4%, whilst
both South Africa and Ghana’s fiscal deficit is forecast to exceed 14%. In addition, these economic problems are

circumstantial rather than systemic: growth is expected to return to the continent in 2021 at an overall rate of
3.7%.

Further, external creditors and international organizations have stepped in to assist in the stabilization of
balance of payments in several countries. In April 2020, the World Bank’s Development Committee and the G20
countries endorsed the Debt Service Suspension Initiative (DSSI) to help the poorest countries cope with
COVID19. Under the DSSI, eligible countries qualify for a suspension in debt service owed to their official
bilateral creditors - including China - by the end of 2020, and recently extended to mid-2021. As of late
November 2020, the total estimated DSSI savings for eligible African countries amounted to US$5.8 billion. This
figure accounts for less than 10% of the total budgeted by African governments to address COVID19, but some
have also requested grants and (mostly) loans from the IMF and World Bank.lgThe importance of China’s
involvement in this initiative cannot be overstated, although ambiguity remains on the composition of China’s
concessional and commercial loans in its lending portfolio.

Despite all this action, there is no doubt that these questions and issues will continue to need to be tackled
during 2021 and the coming years. COVID19 itself has reinforced the need for infrastructure finance, especially
digital infrastructure. The African Continental Free Trade Agreement (AfCFTA) has been agreed by African
leaders but will not deliver economic growth if regional and domestic logistics are limited. Climate change poses
additional costs on infrastructure for adaptation and resilience as well as to deliver green growth - especially
renewable energy.

However, African countries appear to be interested in continuing to access external finance to meet these needs
- including China’s development finance if possible. For instance, a total of 44 nations (listed in Appendix I1l) have
signed memoranda of understanding with China on its Belt and Road Initiative (BRI)*
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Figure 6: Signatories to China's BRI initiative (highlighted in blue)
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The key will be to use any new finance - including finance for COVID19 - in a productive manner, ensuring that
every cedi, shilling or rand spent is helping citizens raise their standards of life in the short or long-term. The good
news iIs that more governments are putting in place mechanisms to ensure they are accountable to citizens for
doing so, including in countries whose citizens appear to be very concerned about debt levels - such as Kenya,
Nigeria and Ghana, as suggested by the newly constructed debt transparency index for this guide.

Figure: Debt Transparency Scoring for select 20 African countries (out of Maximum 8)
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But there is no doubt that more improvements can be made, including for some countries that the available
data indicates have high levels of debt or fiscal challenges - such as Djibouti, Congo and Sudan.

This guide thus provides the context for exploring solutions to the financing conundrums, solutions that
depend on both borrowers and creditors adapting to new circumstances. If not, the world may simply see a
rerun of the post-1970s oil shock history, which should be avoided at all costs.
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Debt History

Due to Angola’'s high dependence on oil ANGOLAIN 2021

production and exports (see below), GDP 2.6% economic growth

gl.’owt.h has g.enerally reflected the movemen’F N 107.5% leb“C debt to GDP ratio

oil prices, with annual GDP growth averaging

/.8% over the past two decades. However, since -0.13% budget balance

2016 Angola has suffered annual recessions and 3/8 DR’s Debt Transparency Index

Is only forecast to return to growth in 202 1.15

The country’s undiversified economy, along with the legacy of a prolonged civil war that only ended in the early
2000s, created problems with debt accumulation, with public debt as high as 220% of GDP in 1995. Although
Angola was not invited to take part in multilateral debt relief initiatives, it did benefit from a small cancellation by
China, and the country gradually decreased public debt during the mid-noug Wties.©

Angola’s public debt to GDP ratio has increased substantially over the past decade, breaching 100% of GDP in
2019, the highest rate in Africa and among the ten highest in the world. The major cause of the growing debt to
GDP ratio has not been increasing debt itself, but instead the decreasing size of the economy, which is forecast to
shrink by a further 1.4% in 2020. The COVID-19 pandemic is leading to a further deterioration of government
finances with the debt to GDP ratio forecast to peak at 120% by the end of 2020.

In 2019, the government introduced a three-year Medium-
Term Debt Management Strategy, which included new tax
$14.5 million Chinese debt relief measures, spending cuts, and privatization of state-owned
companies, to strengthen government finances and ensure
Not Part Of HIPC Initiative debt remained sustainable. The effects were noticeable,
with the government running a fiscal surplus - where
government revenues exceed expenditure - for two
consecutive years.

It is also worth noting that Angola’s score in the Debt Transparency Index this report has compiled is amongst the
lowest, with no publication of government contracts, no effective freedom of information rules, and a highly limited
amount of data available on government websites or data portals.

As Angola’s debt has risen, so has the cost of servicing it; in 2010 interest payments were equivalent to 3.8% of total
government expenditure, yet by 2017 they equated to 11.4%. For comparison, only 5.4% of government
expenditure is allocated to health spending: for every Angolan Kwanza the government spends on health care, two
Kwanza are given to creditors to pay the interest on its debt. This could represent a significant opportunity cost IF
the projects paid for by the debt are not helping Angolans raise their standards of living. The types of projects
Angola has initiated with loans from China and the World Bank are shown below, as a means of illustration.
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Chinese Debt Exposure

The importance of Chinese debt in Angola’s financing portfolio has consistently increased over the past two
decades, with Chinese debt accounting for less than 2% of Angola’s total external debt stocks in 2002, increasing to
39% in 2017. This is driven by the absolute and relative increase in Chinese loans whose growth has almost
consistently outpaced that of overall external debt in the last two decades. In 2016 Angola borrowed US$17.6
billion from China for the mining sector alone.

Indeed, Angola is now the biggest recipient of Chinese debt of any African economy in particular oil-backed
financing instruments - using its rich oil reserves as collateral - to access Chinese finance (NB: These instruments
were first used in Sudan)17

Such resource-backed loans (RBLs) provide a clear benefit to Angola’s citizens in the sense of ensuring oil revenues
are fully dedicated (i.e. hypothecated) to infrastructure spending projects and ensuring less chances for funds to be
ost to tax havens, for instance. In addition, in some cases, if well negotiated, such instruments can be designhed to
orovide a buffer for borrowers against low oil (or other natural resource) price518, an issue that has become
nertinent since March 2020 when oil prices plummeted.

On the other hand, there are - as mentioned earlier - potential opportunity costs associated with RBLs: Angolan
citizens may prefer the oil revenues to be spent on other issues such as education or health. In addition, such
instruments do not eliminate the potential of overinflated project bids, which can be associated with corruption.
Finally, if not well negotiated RBLs can leave Angola particularly vulnerable to oil price fluctuations, especially
unprecedented price shocks as occurred in 2020.19For Instance, if debt obligations and loan repayments are linked
to a fixed crude oil price that has meant as the price falls, Angola would be obliged to export larger quantities of oil
to China to service its debt.zOHowever, it is not clear how Angola has negotiated these RBLs with China. Statistics
suggests there may not be a significant buffer. For instance, debt service to China accounted for 54% of Angola’s
total debt servicing costs in 2017, despite only accounting for 39% of all debt stocks.
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B ANGOLA

Figure 1: Composition of Angola's debt stocks
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IMPROVING PORT INFRASTRUCTURE BY 41% TO REACH CHINESE LEVELS b o

Angola’'s economy - and by extension its fiscal position - is heavily reliant on exports of oil, which account for two
thirds of government revenue and 95% of all exports.mFurthermore, as illustrated above, it is clear that Angola has
significant financing needs in order to meet key needs for the population, which are unlikely to be met through
domestic financing alone. A recent collapse in the oil price has exacerbated vulnerabilities in the Angolan economy
and damaged external receipts.

Combined with a growing debt to GDP ratio and high borrowing costs - average interest rates in newly issued debt
were 6.7% in 2018 - Angola may not have much room to accommodate any further economic shocks. A further
currency depreciation or prolonged pandemic-induced recession could create significant challenges for Angola to
service debt obligations or raise new finance to meet needs. Furthermore, its credit rating is ranked the third
lowest within the countries this guide has analyses, rated junk status, meaning Angola would not be able to access
the financial markets through issuing its own Eurobonds.
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The COVID19 Impact

The COVID19 pandemic and 2020 crash in oil price has interrupted the government’s attempts to consolidate its
debt stock. By September 2020, the Angolan government had spent $67 million on Covid-19 mitigation strategies,
equivalent to 0.1% of GDP. This included social assistance through a cash transfer programme aimed at reaching
1608000 people, 4.9% of the population.

African Development Bank forecasts a ‘worst-case’ fiscal deficit of 9.7% in 2020 and 6.2% in 2021, bringing into
question the sustainability of Angola’s growing debt. Earlier in 2020 Fitch downgraded Angola’s government bonds
to CCC - the equivalent of junk bonds - citing concerns over Angola’s ability to continue servicing its debt (see
later section on external debt stocks).22

The IMF has, nevertheless, as recently as 2019 insisted Angola’s debt situation was sustainable, despite a higher
debt to GDP ratio than any other African country. Angola has requested from the IMF upwards of $2.5 billion in
support through its Extended Fund Facility?3- a medium term loan to help Angola implement structural policy
changes - over the past three years at an interest rate of 3%.24The Jubilee debt campaign, on the other hand, has
labelled Angola as being in the midst of a debt crisis in 2020.

On 1st June 2020 Angola announced its intention to participate in the G20’s debt service suspension initiative
(DSSI), and after some negotiations Angola’s official bilateral donors within the G20 - including China - have
agreed to provide Angola with a suspension of debt service totalling $1.8 billion? until the end of 2020. Meanwhile
some of Angola’s commercial Chinese creditors have agreed on a payment moratorium for Angola, which will
provide additional cashflow savings, and by the end of 2020 there were reports of significant restructuring of

Chinese debt, although details were unclear?®



CABOAVIERDIE

COUNTRY OVERVIEW

PROJECTED DEBT SERVICE TO CHINA VS, OTHER CREDITORS (USD MILLIONS)

SHORIT-TERM EXTERNAL DEBT

- LONG-TERM EXTERNAL DEBT
" . . l e (0%)
' 2019 2020 2021 2022 2023 2024
s Oficiol Bilagterg! - Ching mmmm Non Ching Creditors
CARBO VERDE DEBT TO GDP RATIOS PUBLIC SECTOR (100%)
I B BN = = =
1981 1983 1985 198/ 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 200% 2011 2013 2015 2017 2019 2021

s Chinese BExterng! Debt: GDP s Public Debt: GDP

AVERAGE CREDIT RATING SCORE

00000000000000000000000000000000000000000000

] § ] 8

s Investment grade threshold mmmmm Speculative threshold

BRI and AICFTA

Has signed Belt and Road Memorandum of Understanding? Yes

Has ratified Africa Continental Free Trade Agreement? NO




Country Debt Guide 18
1

B CABO VER DE

Debt History
Until the late 2000s, Cabo Verde's fiscal CABO VERDE IN 2021
position was relatively stable, and Cabo Verde 559% economic growth
was never part of the HPIC initiative. Although . .
P (aHVE. AATTOHS 137.6% public debt to GDP ratio
Cabo Verde announced that it received one
debt cancellation from China over the period -4.1% budget balance
2000-2018, th t lear. )
© amount was tneiear 4.5/8 DR’s Debt Transparency Index

By 2008 Cabo Verde's public debt to GDP was 58%, the budget deficit was just 1.6% of GDP and its outward
oriented economy was the beneficiary of considerable FDI in tourism and high levels of remittances the economy.
However, despite becoming only the second country in the world to graduate from least developed status in 2007
as defined by the United Nations?’Cabo Verde soon ran into difficulty due to the 2008 Financial crisis, especially
the Eurozone debt crisis.

With tourism accounting for 21% of GDP as well as a high dependence on remittance funds, Cabo Verde is not well
insulated from global crises, particularly given its relative proximity to Europe.28FoIIowing the global economic
downturn, Cabo Verde's average economic growth rate from 2009 to 2015 fell to 1.1%, compared to 7.6% the
decade previous. Alongside growth in public investment as well as subsidies for state-owned enterprises (SOEs) in
certain key public sectors, the slow pace of economic recovery led to an accumulation of public debt, rising above
120% of2(.93DP - one of the highest in the world - while the country’s external debt stock clocked in at 87.8% of GDP
by 2018.

Even as the average economic growth rate more than quadrupled to 4.8% in 2016-2019, debt sustainability
remained at risk due to the depreciation of the escudo against the US dollar and inefficiencies in the state owned
utilities sector’®As a consequence, the government has had to devote a larger share of its expenditure to service its
debt, with debt interest doubling from 4% of government spending in 2011 to 8% in 2017, reducing funds available
for infrastructure investment and socio-economic development in relative terms.

The country’s fiscal balance has improved in recent years, with the deficit narrowing from 10.3% of GDP in 2012 to
1.8% in 2019. This was achieved by changing the structure of Cabo Verde’'s means for tax collection and tax
spending. Some of the key interventions have included better detection of tax evasion and fraud; privatizing and
restructuring 23 SOEs as well as improving transparency in the Ministry of Finance31The types of projects Cabo
Verde has initiated with loans from China and the World Bank are shown below, as a means of illustration.
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Cabo Verde
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Chinese Debt Exposure

Chinese debt does not represent a substantial share of Cabo Verde's external debt stock. It has significantly closer
ties to Western Europe. In particular, Portugal is the largest bilateral creditor owing to Cabo Verde’s history as a
former Portuguese colony. Cabo Verde is not resource-rich and is therefore not suitable for any resource-backed
loans (RBLs) with China. However, Cabo Verde has turned to China for more loans over time, representing 4.6% of
Cabo Verde's total external debt stocks in 2017 compared to just 1.0% in 2005. This is primarily because of large
loans from China in 2006 and again in 2012, though in other years the growth of overall debt outpaces that of
Chinese debt. Chinese investment tends to be focused on Cabo Verde's important tourism sector as well as
infrastructure, including a $275-million casino as well as airport scanners and e-government projects since
201734 Proportionally, servicing Chinese debt does not present a major challenge for Cabo Verde as it represented
just 3.3% of total servicing costs in 2019.

Figure 2: Breakdown of Cabo Verde’s debt stocks
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Current Financing Challenges

WHAT DOES CABO VERDE STILL NEED TO FINANCE?
SOME EXAMPLES:

ACCESS TO ELECTRICITY FOR 6% OF THE POPULATION

ACCESS TO DRINKING WATER FOR 13% OF THE POPULATION

ACCESS TO INTERNET FOR 379% OF THE POPULATION

IMPROVING PORT INFRASTRUCTURE BY 22% TO REACH CHINESE LEVELS

As illustrated above, Cabo Verde has some financing needs in order to meet key needs for its population, such as
internet access, which may not be met through domestic financing alone. However, despite Cabo Verde's high level
of public debt, the country ranks relatively favourably among African countries in terms of external assessments of
its debt vulnerability. Prior to the pandemic, and as noted earlier, the IMF did not express concerns regarding its
debt level as the country enjoyed concessional terms on its external public debt from creditors such as the World
Bank and AfDB as well as a long maturity profile and low interest rates>>However, the IMF by the end of 2020
revised its forecast to at high risk of debt distress, and the Jubilee debt campaign predicts a debt crisis in 2020.

Even as it faces heightened vulnerability amid the pandemic, the IMF expects the country’s post-crisis performance
to be promising in the medium run. Contingent on global economic recovery, the end of shocks to tourism and
capital flows as well as the effective implementation of Cabo Verde's 2017-2021 development strategy for
economic diversification, the country should expect GDP growth to rise to 5.5% in 2021 while its fiscal deficit could
almost halve to 4.7% of GDP relative to the projection for 2020. This could help protect Cabo Verde's credit
worthiness in order to meet future financing needs.

The COVID19 Impact

COVID-19 has threatened - and somewhat confused - the West African island nation’s debt profile. With a sharp
drop in foreign exchange foreseen due to steep declines in tourism arrivals and remittances amid the pandemic,
GDP is expected to contract by 4% in 2020. By September 2020, the Cabo Verde government had budgeted a total
of $61 million (3.1% of GDP) on Covid-19 mitigation. Social assistance programmes included cash transfers to
families and workers and food assistance to vulnerable households. These were intended to reach over 150,000
people across the country, 28% of the total population. Cabo Verde also deferred tax payments until December
2020, provided credit support for private businesses and financial assistance totalling €2.7 million for informal

Workers.34

As a result, Cabo Verde may see its fiscal deficit worsen to 2.2% of GDP in 2020, according to the African
Development Bank’s (AfDB) ‘worst-case’ forecast. However, in terms of its credit worthiness, Fitch downgraded
Cabo Verde's credit rating from ‘B’ to ‘B-" in April 2020 - which is below investment grade and highly speculative but
It nevertheless suggests an ability to meet current financial commitments assuming no major economic shocks -
while the outlook is stable.*>

Cabo Verde participated in the G20’s Debt Suspension Initiative (DSSI), which would allow the country to receive
debt service suspension totalling $18 million3°by its official bilateral creditors - including China - by the end of
2020. In April 2020, Cabo Verde requested $32.3 million in loans from the IMF under the interest-free Rapid Credit
Facility (RCF) program>/The RCF provides the country with foreign exchange and budget support to cover about
15% of Cabo Verde’s balance of payments needs, and has a 5.5 year grace period, but will need to be fully repaid
(interest free) within 10 years.>®
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Debt History

Cameroon suffered from high debt costs in the
1980s and early 1990s. Higher interest rates

from the oil price shock in the late 1970s made CAMEROONIN 2021

borrowing for large infrastructure projects .
5 s¢ e Pk 4.1%  economic growth
costly, and was combined with inefficient
government spending and a collapse in export 45% public debt to GDP ratio
prices. This led Cameroon’s debt to GDP ratio to . 0
rise to a high point of 114% by 1995. However, a 3.37 bUdget balance
series of structural changes to Cameroon’s 3.5/8 DR’s Debt Transparency Index

economy, advised by multilateral institutions,
along with debt cancellation by various

development partners - helped stabilise
Cameroon’s debt situation.>” *° In the 2010s, Cameroon enjoyed an average economic
growth rate of 4.5% due to improvements in the services
sector as well as higher consumption and investmentf11
However, amid falling oil prices and security issues, the
$1.2 billion committed debt relief oil-producing country has experienced rising levels of
public debt over time, more than doubling from 15.1% of
through HIPCI GDP in 2011 to 34% by 2018 in line with key
infrastructure and pro-poor projects. There was also a six-
$6 million Chinese debt relief fold increase in the fiscal deficit from 1.0% of GDP in 2010
to 6.1% in 2016, though the country later oversaw a
$51 million UK debt relief deficit reduction to 2.3% in 2019. This is because of
efforts to broaden the revenue base, manage tax
$19 million USA debt relief exemptiécl)zns, improve tax administration and address tax
evasion.

The largest threats to Cameroon’s growth are internal and regional. Long seen as an oasis of stability in conflict-
ridden Central Africa, Cameroon now faces security risks on multiple fronts. “The terrorist activities of Boko Haram
In the border regions as well as secessionist movements in the English-speaking regions of the largely Francophone
country have stifled infrastructure growth, putting pressure on the national fiscal capacity.44

Another challenge is the large stock of undisbursed loans, accounting for 23% of GDP in 2017. This is due to
inefficiencies and delays in the implementation of projects as well as the presence of non-performing projects,
which may hurt the confidence of creditors if left unabated.’Nevertheless, as far as disbursed loans are concerned,
the Cameroonian government is not overburdened with interest payments, which took up only 4% of state
expenditure in 2017. This is in part due to the fact that Cameroon has negotiated low average interest rates on its
new external debt commitments, and has a substantial share of grants in its loan portfolio, accounting for nearly a
third of all new loans. Data on loans and in debt and fiscal space in general was limited due to time lags and limited
accessibility through the government’'s data portals. However, instrument coverage and debt management
strategies are fully transparent, leaving Cameroon mid-range in the reports Debt Transparency Index. The types of
projects Cameroon has initiated with loans from China and the World Bank are shown below, as a means of
illustration.
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Chinese Debt Exposure

China - both through “official” and “non-official loans, is the largest individual financer of Cameroon, accounting for
almost 40% of Cameroon’s external debt stocks and total debt servicing costs. Cameroon borrowed almost $1
- : : _ - : . 46
billion from China to finance the Kribi port, and $678 million for a water supply project from the Sanaga river. In

early 2019, the Chinese government wrote off the interest-free inter-government debt that Cameroon had not paid
to China, totalling about $78.4 million*’

Figure 3: Breakdown of Cameroon’s debt stocks

Total Bondholders
Total Non-official 6%

. =

France
10%

China

Total Official bilateral
ota icial bilatera 319

47%

\Gther Bilateral
_FJd_FJﬂ_FrJd_F;___rJ__,,d_,,~——rf——F*‘—"“”"_F'Jd_rrﬂ_ﬁrad_rf_ 6%

Source: World Bank DSSI

Total Official multilateral
41%




Country Debt Guide 24

gy

Current Financing Challenges

~ P 4 A
WHAT DOES CAMEROON STILL NEED TO FINANCE? B ’A\
SOME EXAMPLES: ?
ACCESS TO ELECTRICITY FOR 37% OF THE POPULATION 1

ACCESS TO DRINKING WATER FOR 40% OF THE POPULATION

ACCESS TO INTERNET FOR 70% OF THE POPULATION

IMPROVING PORT INFRASTRUCTURE BY 33% TO REACH CHINESE LEVELS
IMPROVING ROAD INFRASTRUCTURE BY 20% TO REACH CHINESE LEVELS

-

As illustrated above, Cameroon has significant financing needs in order to meet key needs for the population to
achieve poverty reduction, in particular internet access, but also access to water and electricity, which may not be
met through domestic financing alone. Cameroon does not have a high level of public debt, but the rapid pace of
debt growth has raised concerns about vulnerability, compounded by abovementioned political challenges and
uncertainty. In the IMF’s debt sustainability analysis, the IMF maintains that Cameroon has sufficient capacity to
monitor and manage public debt, though there is room for improvement in terms of coordination between the
Ministry of Finance and the National Public Debt Committee. Nevertheless, the IMF says that Cameroon faces a
high risk of debt distress, with the Jubilee debt campaign predicting a debt crisis in 2020, highlighting vulnerabilities
in Cameroon’s ability to fulfil debt obligations.

Economic growth is expected to return to Cameroon in 2021 at a rate of 4.1% assuming global economic recovery.
However, should prices of key raw material exports (such as oil and wood) continue to fall, the balance of payments
may experience a longer and deeper shock, particularly as many principal repayments on Cameroon’s borrowings
are due in 2022-2025%3 In terms of its credit worthiness, Fitch maintained Cameroon’s credit rating at ‘B’ in April
2020 - which is below investment grade and highly speculative but suggests an ability to meet current financial

: . . : ) .49
commitments assuming no major economic shocks - though the outlook is negatlvef1

The COVID19 Impact

The Cameroonian government is making efforts to provide social and economic buffers to citizens and higher
nensions as well as certain tax exemptions.500verall, Cameroon has budgeted $310 million on Covid-19 mitigation
oy September 2020. Social assistance included extra support to households receiving Family Allowance, who
nenefited from a 55% increase in payments. In 2018, this programme reached 200,000 children, 0.8% of the
nopulation.

However, though the COVID-19 pandemic has taken its toll on the economy, with GDP growth forecast at -1.2%
while the fiscal deficit could nearly double to 4.3% of GDP in 2020, the effects are not expected to be severe. This is
because Cameroon has a moderately diversified economy, which is not heavily dependent on tourism, remittances
or a single commodity. Indeed, prior to the pandemic, tourist receipts represented less than 10% of total exports
while the sum of its trade with China, the US and Europe stood at less than 20% of GDP.51Despite being an oil
exporter, Cameroon is not overly reliant on crude petroleum for foreign exchange, making up about 35% of the
country’s export value, though fluctuating oil prices continue to influence terms of trade.>>Cameroon is therefore in
a better position to weather the storm than undiversified oil-exporting nations, such as Angola and Congo, which
are likely to suffer from a balance of payments crisis — a situation in which a government is unable to finance a
deficit caused by a deterioration in the value of exports relative to imports - as oil is responsible for over 90% of
their export revenue.
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To help fund COVID19 recovery, Cameroon is participating in the G20’s Debt Suspension Initiative (DSSI), which
would allow the country to receive debt service suspension by its official bilateral creditors - including China -
totalling $337 million by the end of 2020. In May 2020, the Cameroon government also took a $226 million worth

loan from the IMF under the interest-free Rapid Credit Facility (RCF) to mitigate the effects of COVID-19>°The RCF
involves budget support intended to cover about a third of Cameroon’s pandemic-induced financing needs.>*
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B REPUBLIC OF CONGO

Debt History
Once classified as a lower-middle-income REPUBLIC OF CONGOIN 2021

economy, a combination of currency crises, 5 .
institutional weaknesses/ widespread 3.4% economic grOWth

corruption and successive rounds of civil wars 08 4%, public debt to GDP ratio
have devastated the economy and subsequent o
standard of living of its citizens. Income per 1.8% bUdget balance

capita in Congo was higher in 1984 than it is 2/8 DR’s Debt Transparency Index
today.

Public debt peaked at 264% of GDP in 1998, and remained above 100% of GDP until 2005, when the country
successfully requested debt relief from a number of creditors. However, since 2015 Congo has been in a weak
fiscal position due to an economic crisis triggered by falling oil prices, with average GDP growth at -0.26%
annually.55Debt levels have rebounded and the country is in debt distress according to the IMF: public debt stood
at 98.5% of GDP in 2018, more than doubling from 45.1% in 2012. This was due in part to the credit acquired to

: . : L. : 56
fund investment projects and increase salaries in the public sector:

In early 2020, Global Witness uncovered oil company Société Nationale des Pétroles du Congo (SNPC) - Congo’s
largest state-owned enterprise - to hold $2.7 billion in previously undisclosed liabilities to American and
European oil companies, with a further $606 million owed to a consortium of banks, including EcoBank a pan-
African banking conglomerate.”’This may lead to a further upward valuation in Congo’s growing debt stock.
Misreporting and lack of clarity over the country’s debt position is reflected in this reports’ Debt Transparency
Index, where Congo scored the second lowest score amongst all countries analysed, lacking any effective debt
strategy, debt management office, freedom of information laws or publication of government contracts.

Congo is an oil exporting nation with a relatively undiversified economy: crude petroleum makes up 85% of
exports and 80% of tax revenue.58Therefore, the country’s economic fate is closely tied to fluctuations in oil prices,
which have been relatively low for the last few years. Indeed, loss of foreign exchange and other revenue sources
was so severe in 2015 that Congo ran a fiscal deficit equal to 24.8% of GDP. However, by 2018, the Central
African country managed to record a fiscal surplus of 6.6% of GDP thanks to recovering oil prices as well as
reduced public budgets involving policy changes to governance and broader non-oil revenues?>? This volatility is
compounded by Congo’s dependence on trade with China, the US and Europe, which collectively account for over
50% of GDP, suggesting lack of insulation from global developments.60

Though total external debt stock is moderate at 44.1% of
GDP as of 2018, the Congolese government devotes a

$1-8 billion committed debt rellef high share of revenue for debt servicing. At 11% of
government expenditure in 2018, debt service exceeded
through HIPCI healthcare expenditure in 2017 by over three-fold,
o . . representing a potentially high opportunity cost IF the
$139m’”’0n Chinese debt rellef projects being funded by loans are not helping raise
o _ citizen’s standards of living or generating a return. There
$65 million UK debt I’€II€f is therefore potential concern about the country’s debt
o , management and subsequent sustainability. The types of
$15 million USA debt rellef projects Congo has initiated with loans from China and
the World Bank are shown below, as a means of

iHlustration.
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Chinese Debt Exposure

Chinese stakeholders have a considerable stake in Congo’s debt portfolio. As in Angola, oil-backed instruments
often serve as collateral for Chinese credit®!As of 2020, the share of Chinese debt to total external debt stock is
45% while debt service to China is 43% of total debt service.®?Such loans are used primarily to finance
construction projects, particularly highways. In recent years, Congo borrowed $1.8 billion to construct a new
highway linking the capital Brazzaville to the coast and a further $537 million for a second highway®3In 2019,
China agreed to a debt restructuring totalling $1.6 billion, providing new terms for eight of 24 Chinese loans to

64 65
Congo.

Figure 4: Breakdown of Republic of Congo’s debt stocks
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B REPUBLIC OF CONGO

Current Financing Challenges

e | 4 , A
WHAT DOES CONGO STILL NEED TO FINANCE? - B /A\
SOME EXAMPLES: ﬁ ?

ACCESS TO ELECTRICITY FOR 31% OF THE POPULATION

ACCESS TO DRINKING WATER FOR 55% OF THE POPULATION

ACCESS TO INTERNET FOR 87% OF THE POPULATION

IMPROVING TRADE INFRASTRUCTURE BY 45% TO REACH CHINESE LEVELS
IMPROVING ROAD INFRASTRUCUTRE BY 155% TO REACH CHINESE LEVELS

As is illustrated above, Congo has significant remaining financing needs in order to meet key needs for the
population to achieve poverty reduction, in particular improving road infrastructure, as well as access to internet
and water, much of which is unlikely to be met through domestic financing alone. However, Congo is classified by
the IMF as having high debt vulnerability, which has worsened as a result of the pandemic, and the IMF now
suggests Congo is IN debt distress°It has the second lowest credit rating across the twenty countries analysed in
this report and is consider ‘junk’ status by all major credit rating agencies, likely to default. Though the fiscal
balance varies from year to year depending on oil revenues, public debt has been close to or over 100% of GDP
since 2016. Further, IMF stress tests have found that Congo’s present value of public and publicly guaranteed
debt-to-GDP is well above the 35% benchmark associated with vulnerability from 2018 to 2030 even in the
baseline scenario, implying a weak debt carrying (:apacity.67

Economic growth is expected to return to Congo in 2021 at a rate of 2.6% assuming global economic recovery.
However, should oil prices remain low, the balance of payments may experience a longer and deeper shock. Congo
will remain vulnerable to exogenous shocks as long as its economy is undiversified. Recognising this, the
government has introduced the National Development Plan to increase the economic contribution of its
agricultural, industrial and tourism sectors.®®

The COVID19 Impact

To respond to COVID19, by September 2020, the government in Congo had budgeted $170 million (1.5% of GDP),
created an emergency fund and a national solidarity fund to provide support for businesses and vulnerable people.é?
This included social assistance programmes providing cash transfers to 200,000 households. The government and
their partners intended to reach 954,000 people (17.2% of the population) with Covid-19 social assistance.

This is because the COVID-19 pandemic has jeopardized Congo’s slow recovery from its mid-2010s economic
crisis. The African Development Bank forecasts GDP to contract by 9.1% in 2020 under its ‘worst case’ scenario as
oil prices fall amid lower demand. Congo’'s budget is expected to go into deficit again, with a predicted fiscal
balance of -11.2% for 2020 while public debt may climb to 150% of GDP amid likely terms of trade and balance of
payments crises, the joint highest rate amongst countries analysed in this report.

Thus, Congo has requested support under the G20’s Debt Suspension Initiative (DSSI), which would allow the
country to receive debt service suspension by its official bilateral creditors - including China - totalling $181.8
million by the end of 2020. The Congolese government has also requested emergency assistance from the IMF as
part of the interest-free Rapid Credit Facility to mitigate the effects of COVID-19. By December 2020, the IMF’s
board had not yet approved this due to the challenges the Congolese government faced in complying with the

terms and conditions of another IMF loan disbursed a year ago”°
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Debt History
Djibouti’s economy struggled in the 1990s with DJIBOUTI IN 2021

overall negative growth on average in the period 5 )
from 1991 to 1999 due to droughts and a civil 8.5% ecconomic grOWth

war’ !t Nevertheless, the country did not qualify 41.7% pUb“C debt to GDP ratio

for participation in the HIPC initiative as it was o
judged not to be heavily indebted. There is also -14.6% bUdget balance

no public mention of debt relief from China over 1/ 8 DR’s Debt Tra nsparency Index
the same period.

Djibouti’s public debt remained subdued throughout the 2000’s as the fragile nature of the country meant global
creditors are unwilling to extend debt to it.

However, since 2013, external debt has increased fast, peaking at 122% of GDP in 2017, compared to general
government debt of only 48%. The discrepancy between these figures is indicative of the private sector and off-
balance-sheet state owned enterprises engaging in externally financed infrastructure projects.

Since the 2010s, Djibouti has seen an economic boom due to heavy infrastructure investment as well as rising
trade flows, with annual GDP growth averaging 7.1% from 2015 to 2019/“There has been a considerable increase
in government spending on major construction projects, including a railway line and enhanced port activities in
line with Djibouti’'s attempts to leverage its strategic position in the Horn of Africa. With most infrastructure in
the hands of state-owned enterprises, the country has had to accumulate substantial debt to finance these
projects: as of 2018, the public debt to GDP ratio stood at 104%. The types of projects Djibouti has initiated with
loans from China and the World Bank are shown below, as a means of illustration.
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