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This policy brief provides eight recommendations that the EU could pursue to tackle debt sustainability

in the Global South and maintain the momentum for ambitious climate action.

There has been no shortage of warnings on the unsustainable debt burden in the Global South. 40%
of African countries today are in, or at high risk of, debt distress. This debt crisis is linked to the climate
crisis. The effects of climate change push countries to borrow more and drive up the costs of capital,

leading to a vicious cycle between sovereign debt and climate risk.

Effective global climate action requires a rapid increase in the mobilisation of international climate
finance, as well as fiscal space and affordable capital to implement far-reaching economic reforms. Both

are increasingly out of reach for a growing number of countries.

While EU member states only hold some of the cards when it comes to debt restructuring and relief,
they can play a role in moving the agenda out of its current deadlock. However, they will need to shift
gears in their diplomatic action ahead of COP27, coordinating positions and working towards strong new

commitments on debt reform.



Introduction

More than 25 years after the launch of the multilateral
Highly Indebted Poor Countries initiative (HIPC), the
Global South is facing a new debt sustainability crisis.
The debt service obligations of developing countries
not only constrain their economic recovery and
development, but also limit the prospects for building
back better and lower the ambitions for global climate
action.

The current debt crisis is linked to the climate crisis.
The effects of climate change push countries to
borrow more and drive up the costs of capital, leading
to a vicious cycle between sovereign debt and climate
risk. Five of the top ten countries most at risk from
climate change-related disasters are already in debt
distress or at high risk of becoming so (IEED 2022).
Effective global climate action requires a rapid
increase in the mobilisation of international climate
finance, yet it also requires fiscal space and affordable
capital to implement far-reaching economic reforms
and climate mitigation/adaptation measures. Both are
increasingly out of reach for a growing number of
countries.

Things will get worse with the global fallout of the
Ukraine war. Food and energy price shocks are hitting
cash-strapped economies harder, increasing the risk of
countries defaulting. Sri Lanka was the first country to
default on its payments in 2022, and may be followed
by Egypt, Tunisia, Ghana and Ethiopia later this year
(Donnan at al. 2022).

While there has been no shortage of warnings on the
unsustainable debt burden in the Global South and
African countries, actions have been slow and
incomplete. Multilateral institutions, countries and the
private sector will need to move quickly and decisively
to tackle debt sustainability in the Global South to
maintain the momentum for ambitious climate action.

However, this is easier said than done.

This note takes a closer look at the debt sustainability
of African countries, 40% of which are already in, or at
high risk, of debt distress (IMF 2022). It examines
current multilateral initiatives for debt relief and
explores options for a European agenda to tackle
sovereign debt for climate outcomes.

1. Starting from the back:
Africa’s sovereign debt
landscape in 2022

Sovereign debt levels in Africa were on the rise before
the COVID-19 crisis. Between 2013 and 2018, the
number of countries at high risk of debt distress had
more than doubled, from 8 to 18 (World Bank 2018).
Countries like the Central African Republic, Chad and
Ethiopia entered the pandemic with record levels of
sovereign debt (World Bank 2022).1

Many African countries further increased their
sovereign debt throughout the pandemic in order to
mitigate the social and economic impacts of the crisis
(Heitzig et al. 2021). Africa is also particularly
vulnerable to the economic fallout of the Ukraine
crisis through rising food and fuel prices, lower
tourism revenues, and potentially more difficulty
accessing international capital markets (Georgieva
2022). Weakened growth prospects of emerging
markets and developing countries will translate into
reduced government revenues and will see the
economic recovery of developing countries further lag
behind that of advanced economies (Pazarbasioglu
and Reinhart 2022; IMF 2022b; World Bank 2021). The
relatively stronger US dollar in the first half of 2022
also affects (African) developing countries with weaker
currencies, and their capacities to pay back dollar-
denominated debt (Stubbington and Duguid 2022).



Figure 1: Impact of the Ukraine-Russia conflict on African economies?
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Debt is not bad per se, but it has to be sustainable. To
ensure the sustainability of sovereign debt, loans need
to be linked to projects that provide economic (and
ideally social and environmental) returns measured
with an output multiplier greater than one (Calderén
and Zeufack 2020). Debt for consumption is rarely
sustainable, it shifts the risks and needs faced today to
future government revenues, most of which will be
used for servicing debt. Between 2015 and 2020, the
external debt service obligations of 16 African
countries more than doubled, and the average Sub-
Saharan African external debt service to exports ratio
increased from 13% to 21% (World Bank 2022b).
Today, Ghana, Zambia and Angola are paying more
than 25% of their government resources alone, 9.7 %
more than in 2015 (Volz et al. 2021). As a result, the
average debt-to-GDP ratio of those countries jumped
from 49.2% in 2015 to 67.4% in 2020, while 23 African
countries are now considered to be at high risk (or
already in) debt distress (IMF 2022a) (see figure
below).

Figure 2: World Bank and IMF debt sustainability
assessment ratings for Sub-Saharan Africa
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The cost of capital for African countries also continues
to go up. During the pandemic, over 60% of African
sovereigns suffered from credit-rating downgrades3,
which is the highest regional average (Fofack 2021).
Moody’s in February downgraded Ghana from B3 to a
CAA1 rating® (Sovereign 2022). The persistently
overinflated risk perception assigned to the region by
credit agencies like Standard and Poor's, Moody’s and



Fitch has been shown to underestimate African
economies’ macroeconomic fundamentals and growth
prospects (Fofack 2021). These ‘perception premiums’
severely limits access to affordable capital, putting
African countries at a structural disadvantage
compared to parts of the world.>

1.1. The vicious cycle between debt and
climate risks

African countries and economies are
disproportionately affected by climate impacts (IPCC
2022). According to a recent estimate, the costs of
adaptation in Sub-Saharan Africa alone will be
between USD 30 billion and USD 50 billion each year
for the next decade (WMO 2021). This will drive
governments to further borrow to mitigate climate
impacts. The weak sovereign credit ratings and
therefore higher costs of most African countries
means they are more likely to accumulate
unsustainable debt when faced with climate shocks
(Buhr et al. 2018). This can lead to a vicious cycle
between debt distress and climate risks, where the
effects of climate change gradually drive up the costs
for countries to build climate resilience in the first
place (See Figure 3). Recent analysis has also shown an
existing correlation between climate change and the
cost of capital, estimating that climate vulnerability
increases the average cost of debt of developing
countries® by 1.17% (Buhr et al. 2018). This so-called
‘climate risk premium’ is again a self-reinforcing
dynamic, as the relatively higher cost of capital for
climate vulnerable economies continues to constrain
their ability to invest in adaptation and resilience,
further increasing their vulnerability to increasingly
frequent future climate shocks.

Figure 3: Vicious circle between debt distress and
climate risks
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The interactions between climate risk, sovereign debt
and the cost of both public and corporate capital are
increasingly well understood. Yet climate risk is not
systematically factored in traditional debt
sustainability tools. The IMF and World Bank’s Debt
Sustainability Assessment (DSA) is criticised for failing
to account for climate or other sustainability risks, and
therefore employing overly optimistic scenarios (Volz
et al. 2021). Others deplore that it lacks an assessment
of the quality of sovereign debt stocks (Ryder 2021).
Debt for quality investments resulting in an output
multiplier greater than one in terms of economic,
social and economic returns should not be assimilated
to debt for consumption - going to non-productive
assets. This should be considered when assessing debt
sustainability.

1.2. A new debt landscape

The debt landscape has radically changed over the
past decades. At the start of the Heavily Indebted Poor
Countries (HIPC) Initiative in 1996, the Paris Club of
‘traditional’, Western bilateral creditors accounted for
most of the sovereign debt of developing countries.
Since then, developing countries have radically
diversified their portfolio of creditors, relying heavily
on Chinese loans and privately owned debt (through
the issuance of bonds in capital markets). Addressing
the question of debt sustainability therefore has
become infinitely more complex, not only in the
amount of bilateral and private creditors, but also in
the modalities and terms these lenders apply.

Figure 4: Evolution of the Sub-Saharan debt creditor
landscape (in USD billion)
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Chinese bilateral loans

Chinese loans have increased considerably in Africa
since 2000. Boston University’s Chinese Loans to Africa
(CLA) Database tracked a total of 1,188 loan
commitments worth USD 160 billion with 49 African
governments between 2000 and 2020 (Hwang et al.
2022). While Chinese lending peaked in 20137 with the
launch of the Belt and Road Initiative, the country
remains the biggest bilateral lender in Sub-Saharan
Africa, accounting for an estimated 62.1% of the
region’s bilateral external debt in 2020 (Bertrand and
Zoghely 2022). Its official and commercial lending has
been instrumental to the development of key
infrastructure projects in Africa, however, it has also
contributed to unsustainable debt accumulation in a
number of countries, which might explain the more
hesitant approach of Chinese lenders in the pre-
pandemic years.

Chinese lending is substantially different from Paris-
club lending, which in the past has made it very
difficult to associate China to collective debt
restructuring efforts. Chinese loans, particularly since
2015 tend to include confidentiality clauses preventing
the debtor to reveal the term of the debt contracted
(Gelpern et al. 2021). Loan contracts tend to be
constructed in a way that maximises their repayment
prospects. This includes for example controversial
collateralised and resource backed loans8, using
lendercontrolled revenue accounts (Gelpern et al.
2021; Usman 2021), but also so called ‘no paris club
clauses’, which prohibit the borrower from seeking
restructuring through any multilateral process. This
approach in essence allows China to seek preferential
repayment, it is also a decisive rejection of what it
calls a “global debt governance system dominated by
the ‘Paris Club - IMF - World Bank’ structure of the
West” (Unofficial statement 2021).

Box 1: Debt transparency

While multilateral and Paris Club loans are fairly easy to track, this is not the case for Chinese and other non-Paris Club
creditors. This also means that the full extent of the liabilities of developing countries is often unknown, both to (potential)
creditors and to credit rating agencies (Pazarbasioglu and Reinhart 2022). The issue of hidden debts also extends beyond
bilateral loans to for example the external borrowing by state-owned or guaranteed enterprises, which is not always present
in standardised reporting. In addition, the rise of these hidden debts has also led to an increasing number of ‘unrecorded’
defaults and restructurings of Chinese held debts (Horn et al. 2022). Global debt transparency is a moving target, and in
absence of a legitimate and jointly owned global framework, analysts tend rely on partial evidence, even if a growing

number of research initiatives? is helping to lift the veil off of public debt in developing countries.

China does not eschew debt restructuring, but it has
long preferred a bilateral and case-by-case approach.
Since the pandemic, China has reportedly cancelled
interest-free loans to 15 African countries that were
set to mature in 2020%°, and offered up to USD 4.9
billion in repayment deferrals to Angola (CARI 2022).
More recently, however, under the G20’s Debt Service
Suspension Initiative (DSSI), China has suspended over
USD 1.3 billion in debt service payments worldwide,
including in 16 African countries. China also
participates in the Common Framework for debt
treatment beyond the DSSI (CF), and recently agreed
to participate in the creditor committee for Zambia
(Ryder 2022).

Private creditors: bonds and banks
Following the cancellation of most debts owed to
traditional creditors under the Heavily Indebted Poor
Governments Initiative (HIPC) and Multilateral Debt
Relief Initiatives (MDRI) in 2006, many African
countries began issuing bonds in international markets
to obtain a new line of credit (Sokpoh et al. 2022). In
the early 2000s, African ‘eurobonds’ had low interest
rates, yet after the 2008 financial crisis rates started
going up, making private debt often more expensive
to service than traditional public debt (Mukhopadhyay
2022).




Private creditor lending to Sub-Saharan African
countries in 2020 amounted to USD 300 billion in 2020
(World Bank 2022c). Most private creditors - mainly
bondholders and commercial banks, are based in G20
countries, and include large investment companies
such as JP Morgan, Amundi, Blackrock, Alliance
Bernstein and UBS Asset Management. For instance,
Blackrock manages at least USD 15.6 billion in
developing country bonds, representing 0.2% of its
assets under management and returned USD 3.8
billion to its shareholders after making a record profit
in 2020 (Vander Stichele 2020).

Private creditors, under the umbrella of the Institute
of International Finance (IFF) or the Africa Private
Creditor Working Group (AfricaPCWG), have so far
declined to participate in debt relief and/or
restructuring efforts, despite the calls from civil
society organisations and IFls. In Chad, for example,
the World Bank has urged Glencore to participate in
the debt restructuring (Diagana 2021). In Zambia,
CSOs have called on Blackrock to participate in debt
restructuring since the company owns USD 220 million
in Zambian bonds (Debt Justice 2022; Inman 2022).

Private creditors are not part of the DSSI, which raises
the concern that part of the relief efforts would be
used to service private debt (Vander Stichele 2020).

The IFF proposes a voluntary participation (IFF 2022),
claiming it maintains countries’ access to intentional
capital markets, (even if at very high interest rates),
and that the contractual, legal, and logistical
challenges would make it difficult to involve dispersed
private bondholders in debt restructuring (Vander
Stichele 2020). Neither the G20 nor the International
Monetary Fund / World Bank have managed to secure
any more ambitious private creditor involvement,
which drives up the cost of multilateral and bilateral
restructuring and further constrains efforts for tackling
the debt crisis.

2. The limits of the
multilateral solutions - an
increasingly unavoidable
crisis?

While there is increasing awareness of the current
debt crisis, the international community’s response
has been hesitant and partial. Since the pandemic,
however, a number of initiatives have been taken in
the framework of the International Monetary Fund
(IMF) and World Bank, and through the G20. Table 2
below gives a brief overview of the main multilateral
initiatives.

Table 1: Overview of multilateral initiatives led by IMF/WB and the G20

Instruments Description

Debt Service
Suspension

The Debt Service Suspension Initiative (May 2020 to December 2021), and offered temporary debt
service suspensions to 73 eligible low and middle income countries. While only 46 of those applied, 31

Initiative - DSSI
(G20)

out of the 37 eligible SSA countries did, generating just up to 1.8 billion in savings in 2020 - far below the
USD 5.5 billion initially envisaged (Fuje et al. 2021). In some countries the DSSI allowed generating savings
up to 4% to 5% of GDP (Angola, Mozambique and Dem Rep of Congo), the average projected savings for
2020-2021 for all African countries was below 1% of GDP (Fuje et al. 2021). While the DSSI was put in
place very quickly, its overall impact fell short of its ambition, partly because private creditors refused to
take part (Mukhopadhyay 2022).

Common
Framework for debt
treatment beyond
the DSSI - CF (G20)

The Common Framework for debt treatment beyond the DSSI (CF) introduced in November 2020 aims to
provide longer-term debt restructuring for DSSI eligible countries, consistent with debtor’s capacity to
pay and maintain essential spending needs (Ahmed and Brown 2022). A critical benefit of the common
framework was the inclusion of China (and other newer creditors) along with the mostly Paris-club
bilateral lenders. In theory, the common framework also calls on private creditors to provide comparable
debt relief, yet it is unclear how this can be assured. Since its introduction, only Zambia, Chad, and
Ethiopia have requested debt relief under the common framework. Thus far, none of the three countries
have been able to complete the process (creditors committees have been formed in Chad and Ethiopial?),
raising serious questions about the credibility, and political support base of the common framework.




(Re-)allocation of
Special Drawing
Rights - SDRs (IMF)

In August 2021, the IMF allocated USD 650 billion worth of special drawing rights (SDRs) — the Fund’s
reserve asset meant to boost its member countries’ official reserves and liquidity in times of need. Since
SDRs are allocated based on IMF quotas LICs received just USD 21 billion, with the lion’s share (USD 375
billion) allocated to advanced economies. China pledged to reallocate 10 billion (25%) of its SDRs to
Africa, while France, the G7 and the G20 have expressed the global ambition to reallocate USD 100 billion
for countries most in need. This is yet to materialise, and many EU members are slow to strengthen their
commitments (Bilal 2022). In April 2022, the IMF set up its Resilience and Sustainability Trust, a structure
meant to help rechannel unused SDRs. So far, a total of USD 59.54 billion has been pledged by 13
countries, including five EU Member States (USD 22.7 billion) (ONE 2022). While this can be seen as a
positive step, limited progress has been made in exploring alternative delivery mechanisms, for example

using multilateral development banks.

The World Bank

During the 2022 Spring Meetings, the World Bank announced a USD 170 billion crisis response financing

crisis response
financing package

package. This package, to be implemented by June 2023, focuses on supporting countries’ fiscal,
monetary, financial, social and structural policies and responses to the parallel crises of the COVID-19
(wB) pandemic, and the economic fallout of Russia’s invasion of Ukraine (World Bank 2022c).

Progress through these multilateral channels has been
slow and did not reach the needed (and expected)
scale. Over a year after the introduction of the
Common Framework, just three of the 73 eligible
countries opted for this process, and none has yet
completed the process. The SDR reallocation has not
reached the scale announced, with less than USD 60
billion pledged out of the USD 100 billion and only 12
countries involved. As a result, African countries seem
to be heading towards an unavoidable crisis.

The lack of progress, particularly under the common
framework is due to a combination of technical and
political issues that create disincentives for both
creditors and debtors to engage. Contrary to the
name, the common framework essentially operates on
a case-by-case basis. There is also no precedent for
the common framework, making it more difficult and
risky for both creditors and debtors and creditors to
engage. On the debtor side, countries fear that
engaging in the common framework will downgrade
their sovereign credit rating, making it harder for them
to access international capital markets. In absence of a
stronger coordination between borrowers, the
disincentives to ask for restructuring tends to trump

the benefits that could come from tackling debt
sustainability earlier on.

On the creditor side, China favours bilateral solutions
focusing on its own portfolio in a given country. While
it responded to Zambia’s request to join a common
framework creditors committee, overall, it has limited
direct incentives to engage with other creditors given
that it uses its own set of tools (such as resource-
backed loans) to reduce the repayment risk of its
country portfolios. This also helps explain why China
tends to go with an ad hoc approach to restructuring,
independently of Paris Club restructurings (Chorzempa
and Mazarei 2021).

Private creditors in turn have almost no incentive to
join the common framework on a voluntary basis. On
the contrary, high-risk jurisdictions offer potentially
very high returns, especially if the bulk of investor risk
is taken up by bilateral creditors. Private creditors are
among the ones that are paid first in the event of a
default. It is therefore highly unlikely that major
private creditors will step in the absence of large-scale
public pressure or an enforceable framework.




be paid in the following order (Schlegl et al. 2019):

1. Private creditors, including bondholders;

Box 2: When a country defaults, who collects first their due?

When governments borrow money, they are contractually obliged to pay interest and capital on those loans. If a payment is
missed, governments (technically and/or contractually) default. Since the 1960s, around 147 governments have at some
point defaulted on their debt service obligation (Beers et al. 2020). In the event of a sovereign default creditors will generally

2. Senior creditors (often multilateral institutions such as the IMF and World Bank); and
3. Junior creditors (bilateral official creditors, banks and trade credit).

This ranking has been consistent over time, and affects the incentives for creditors to engage in debt restructuring. Private
creditors in particular are least incentivised to contribute to collective solutions, an assessment that has been confirmed by
the lack of private sector participation in the DSSI and common framework.

While the common framework shows a clear
awareness of the more diverse debt landscape of
developing countries today, it is very difficult to bring
these all together in a way that meets their interests
and expectations. While all have an interest in
avoiding defaults, private creditors, and to some
extent Chinese lenders risk losing out with a more
concerted approach, especially one in which Paris club
lenders and IFIs exert their dominance. The tools of
the trade of the Paris club and IFIs are also not easily
applicable to this more diverse landscape, making it
very difficult to create a new momentum for collective
debt relief.

As multilateral solutions fall short of their stated
ambitions, the attention of the international
community has all but fully shifted towards the
Russian war in Ukraine. EU member states in
particular have turned both eastward and inward, as
they struggle to mitigate the energy shocks and food
price crisis, towering inflation and the risk of further
escalation of the war. In terms of external spending,
the focus is now firmly on Ukraine and the Eastern
neighbourhood, leaving little room for new and
ambitious action in the Global South.

Overall, stakeholders looking to rekindle the
multilateral momentum for debt restructuring (HIPC)
are faced with not only a more complex sovereign
debt landscape (involving new actors with different
mandates and incentives), but also an ill-conducive
environment for collective action. Multilateral

initiatives addressing debt relief as they are designed
and implemented, and given their pace of
implementation and scale, do not seem to be fit for
addressing the looming debt crisis in emerging and
developing countries (including Africa), let alone
investing in the green recovery.

3. Scaling up climate and
nature-specific instruments

In 2020, climate objectives became central to the
global economic recovery narrative, especially by the
EU, the US, the G20, the IFls, and the UN system. In
practice, they remained peripheral to the overall
structures for sovereign debt reform that were set up
in the wake of the pandemic. In the margins of the
global financial architecture, however, a number of
steps were taken to explore a more structural link
between climate action and sovereign debt which
could set a precedent for future action on debt reform
for climate outcomes.

Interest in climate-specific debt interventions,
particularly debt-for-climate and debt-for-nature
swaps has re-emerged in 2020. Swaps are a way to
redirect funds from unsustainable debt servicing
towards domestic action, thereby reducing
indebtedness while freeing up fiscal space for much-
needed green investments. A debt-for-climate swap is
an agreement between a debtor country and its
creditors, where the debtor gets i) to reduce its




sovereign debt by agreeing with the creditor to cancel
in full or partially its debt; and ii) redirect the debt
service payments - through e.g. a special purpose
vehicle (SPV), an escrow account or a trust fund - to
finance investment in climate mitigation or adaptation

Figure 5: Debt-for-climate swaps explained

projects (ESCAP75 2021). To ensure that such
investments take place, a monitoring, reporting and
verification framework is put in place (see figure
below).
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The idea of debt-for-climate/nature or debt-for-
development swaps emerged in the 1990s. Bilateral
Paris Club creditors used swaps to incentivise
investments in the environmental, health and
education sectors (Essers, 2022). However, the scale
of these interventions was limited, and their use over
time decreased. A recent critical example took place in
Seychelles in 2018, where the government partnered
with a private foundation the Nature Conservancy,
UNDP and GEF, on a swap of USD 22 million official
debt owed to Paris Club members. The swap involved
a partial buyback of debt at discounted rates, as well
as debt service payments feeding into a local trust that
funds marine conservation efforts (Steele and Patel
2021; SSCOE 2019). The Seychelles deal serves as a
proof of concept for the climate action community,
and is often cited as a scalable example.

In 2021, the IMF put swaps back on the agenda with a
commitment to work with the World Bank to
‘advance’ the option of debt-for-climate swaps ahead
of COP26 (Shalal 2021). While this was warmly
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welcomed by civil society and climate activists, the
institutions are yet to deliver a proposed workable
architecture for green debt swaps (Shalal 2021a). In
the past two years, civil society organisations have
sought to facilitate the scaling up of debt-for-climate
swaps by making technical proposals and guidelines.
Notable examples include the Climate Policy
Initiative’s ‘blueprint’ for debt-for-climate swaps
(Singh and Widge 2021), IIED’s Guide for linking
sovereign debt to climate and nature action (IIED et al.
2021), and SOAS’ proposals for Brady-bond like
transactions based on a climate-enhanced debt
sustainability assessment (Volz et al. 2021). Several
concrete initiatives are also underway. The Nature
Conservancy worked with Belize on an upscaled swap
following the Seychelles example (Owen 2022), which
reduced the country’s external debt by a significant
10'% of GDP (Owen 2022). The IIED is also working on
designing concrete debt swap options with four West
African countries: Cabo Verde, Guinea Bissau, Senegal
and Mauritania (Kelley 2022).


https://drive.google.com/file/d/1hgRqOJEuuemExGQnT90Q41AD0GLzOn8Z/view

Global Gateway (EC 2022).

Box 3: Blue and green bonds as part of the debt-for-climate swap modality.

The Seychelles and Belize swaps include a blue bonds scheme, which is a debt instrument earmarked for marine projects
such as promoting biodiversity or contributing to sustainable fisheries. In both cases, the blue bonds came with a guarantee
covering the interest payments, minimising risks for investors. Green bonds increasingly generate interest from
development finance institutions (DFIs) and governments, for their potential to mobilise private capital towards (long-term)
investments in the green recovery. Developing countries and emerging markets increasingly issue green bonds, creating a
market that is forecasted to reach over USD 100 billion by 2023, more than double the USD 40 billion in 2020 (Dembele et al.
202112). Development partners and international financial institutions (IFls) actively support the development of the Green
bond market in SSA countries, for example with the forthcoming EU Global Green Bond Initiative, as announced under the

Debt-for-climate swaps in perspective

Debt-for-climate swaps have the potential to

contribute to a global green and economic recovery
and address climate change. They can help creditors
strengthen their position and leadership in the sphere
of climate finance, and offer an additional political
incentive for international and European lenders to

engage in a more ambitious debt relief agenda.

Using swaps as a climate-specific instrument,

however, has a number of critical effects. Scaling up
the use of debt swaps for climate outcomes can be

counted as part of the developing countries’

commitment to invest annually USD 100 billion in

climate mitigation and adaptation in developing

countries (ESCAP75 2021). A key risk therefore is that
swaps become a substitute for fresh climate finance

rather than an additional measure.

In addition, the focus on green / climate may not

necessarily reflect domestic priorities for public

expenditure, which are often more linked to social and
economic transformation. This is often echoed by
African stakeholders, some of which perceive this
focus on green transition and climate action as a form

of carbon colonialism (Ramachandran 2021),

effectively claiming natural space in the developing
world for reducing global emissions. In order to

better link up to African and developing country

priorities, international and European creditors could
consider swaps with a larger scope including social and
economic transformation objectives, ensuring that a

debt swap for ‘building back better’ does not
substitute other initiatives and commitments.

Looking at debt-for-climate swaps as major debt

sustainability measure also comes with a number of

technical difficulties, including:

Debt-for-climate swaps tend to be small in
scope and while they can have a key impact on
climate outcomes, they tend to have a limited
impact on the total debt burden of developing
countries in question (Essers et al. 2022),
Debt-for-climate swaps do not always build on
existing mechanisms and structures. In some
cases, they require the creation of highly
complex parallel project structures, bypassing
debtor’s policies and systems.

To create fiscal space, debt swap instruments
require significant discounts and an adapted
debt service schedule, which may not always
be available.

It is not always clear whether debt swaps
generate additional resources for climate
action in comparison to what governments had
already planned. Essers et al. (2021) also
highlight the risk of “greenwashing”, i.e.
presenting already budgeted climate activities
as new projects.

A debt swap could crowd out other sources of
finance (such as ODA) that in some contexts
may be more effective than a debt-for-climate
swap instrument (ESCAP75 2021).

Debt swaps, therefore, are not a silver bullet for

effective climate action in the context of debt distress.

Given their generally limited scope and interest of

creditors in this instrument (Shalal 2021a), they are

also not an alternative for comprehensive debt

restructuring for countries that face an acute risk of



https://financialpost.com/pmn/business-pmn/imf-struggling-over-long-awaited-green-debt-swap-push-as-cop26-nears

default. In small island developing states (SIDS) and
(smaller) LICs like the Seychelles and Belize, they are
seen to play a role in liberating funds for conservation
and climate change adaptation, an experience that
might be replicated in the Pacific (ESCAP75 2022).
Beyond small economies they are perhaps best suited
as a climate specific complementary measure, and
specifically in middle income countries which do not
have access to debt restructuring under for example
the Common framework (Singh and Widge 2021).

One way to scale debt swaps is to use a system of
green brady bonds, building on the experience of Latin
American countries where USD 60 billion debt was
forgiven in the 1990s (Vasquez 1996), and bringing
private creditors into the debt restructuring process
(Qian 2021; Weder Di Mauro 2021 Volz et al. 2021). In
short, under a brady-style debt swap, indebted
countries would be supported (partially guaranteed)
to set up green brady bonds. Public and private
creditors would then swap their bonds for these green
brady bonds at a heavy discount, creating fiscal space
for countries to spend on climate action (Weder Di
Mauro 2021). Overall, while expectations for scaling
debt swaps are high, the IMF and World Bank have
been slow in proposing a framework for debt-for-
climate swaps (Shalal 2021a). At the same time,
privately-driven precentedents show that debt swaps
can play a key role for climate and nature outcomes.
While they should not become the central offer of
international climate finance, they should be seen as
part of a menu of climate interventions, to be used as
a key additional measure.

4. Towards a European

agenda on global green
recovery and sovereign
debt reform

While analysts and CSOs have raised the alarm since
the start of the COVID-19 pandemic, progress on debt
relief has been painstakingly slow, and the traditional
coalitions and multilateral organisations appear to be
unable to effectively address the changing global
environment for sovereign debt.
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If the EU wants to lead the pack on global climate
action and climate finance, it will need to respond to
the debilitating effects of debt distress in many
developing countries. A structural lack of fiscal space
can delay or severely limit the necessary domestic
reforms and public investments for a green transition.
This will eventually limit the returns and scalability of
European green investments in developing countries,
and lower the credibility of the EU as a global climate
actor.

Timing is of the essence - the likelihood of developing
country defaults increases as time goes by. Short-term
measures can create temporary respite, yet rapid
progress is needed to breathe new life into the
multilateral debt relief agenda in order to avoid a new
swathe of defaults. With COP27 around the corner,
the EU and developed countries will need to address
the failure of COP26 to respond to developing
countries’ demands. A forward-looking approach to
global climate finance should include a response to
debt distress in developing countries, and specifically
Africa, where the EU has strong developmental as well
as commercial interests in a swift and effective green
transition.

At the same time, it is clear that the EU member states
only hold some of the cards in this game?3. Debt relief
efforts since 2020 have been plagued by a severe
collective action failure among both public and private
creditors. EU actors can play a role to move the
agenda out of its current deadlock, but they will need
to shift gears in their diplomatic action ahead of
COP27, coordinating positions and working towards
strong new commitments on debt reform. They will
also need to send a clear message on the need for
private sector participation.

EU member states have a particular interest in:

1. More effectively addressing short-term needs:
Rechanneling SDRs can provide in the short-
term relief in the form of liquidity and balance
of payment support. EU member states should
rapidly meet their stated commitments, and
push for innovative thinking on the mechanisms
for rechanneling the SDRs beyond the IMF’s
Resilience Sustainability Trust, and through
Multilateral Development Banks.


https://financialpost.com/pmn/business-pmn/imf-struggling-over-long-awaited-green-debt-swap-push-as-cop26-nears

Building a long-term vision and commitment
for debt relief and reform of the international
financial architecture: The common framework
provides an architecture that is available now,
but it is held back by strong disincentives on
both the creditor and debtor side. To avoid
losing momentum, EU actors should seek new
high-ambition coalitions for linking debt
interventions with global climate action
objectives, and work to address the
administrative and political barriers within and
beyond the international financial institutions
for ambitious debt relief. This includes
reforming debt sustainability assessments,
accounting for a climate risk dimension, but
also addressing the perverse effects of the
dominant sovereign credit rating systems.

Working with China towards a jointly owned
agenda for debt restructuring: while China is
willing to participate in the G20’s DSSI and
common framework, it has little interest in
participating in a Paris club and IMF/WB’s led
process. Instead of trying to bring China into
existing debt governance structures, European
creditors should work with China to design a
new system for tackling debt sustainability
collectively from the start.

Rethinking the role of private creditors in debt
restructuring: Private creditors have thus far
refused to take part in multilateral debt relief.
The EU and member states could explore
reform measures to incentivise or push private
creditors to engage, including: encouraging or
even mandating public disclosure by private
creditors and bondholders and creating new
mechanisms for public-private dialogue and
collective action on debt restructuring; and
supporting civil society organisations applying
pressure on private creditors failing to take part
in effective debt restructuring.

Working with the IMF and World Bank to
develop and use climate-specific debt
instruments: EU member states should work
through the World Bank and IMF to
operationalise debt for climate/nature swaps
and exert pressure on the IMF to deliver its
long-awaited architecture for debt swaps
ahead of COP27. EU member states should also
coordinate their positions and messaging on

1"

the need for climate-specific debt interventions
in various other coalitions including the G20,
and UNFCCC.

Contributing to the implementation of debt
swaps: The EU and member states can help
scale up debt for climate swaps, by using the
EFSD+ under its External Action Guarantee
(EAG), or member state mechanisms to cover
interest payments of green bonds, de-risking
the participation of creditors®. When
supporting debt swaps, the EU and its Member
States should prioritise using existing structures
to help partner countries build their capacities
both in managing debt and also investing in
climate/nature.

Supporting African and developing countries’
agency in debt reform discussions: Debt
restructuring is traditionally a creditor-driven
process that does not always take full account
of the debtors’ needs and priorities. To create a
new momentum for ambitious debt reform,
new initiatives should radically strengthen the
capacity of African partners to engage in
restructuring negotiations, and work with
African institutions to develop a jointly owned
agenda. This is critical for the sustainability, but
also the credibility of any future debt
intervention. Climate-specific instruments are
even more dependent on country ownership,
and should therefore not be presented as a top
down form of conditionality, but as a
collaborative way to address a common
agenda. This also means aligning to debtor
country priorities where possible and working
through existing country structures.

Strengthening EU leadership on climate
finance: Debt-for-climate/nature instruments
should not be a substitute to EU climate
commitments, but part of a radically more
ambitious external climate finance agenda.
Ahead of COP27, the focus should be on
securing new commitments that can help
regain the trust of developing countries, and
strengthen the credibility of the EU in this field
and its influence. The EU can mobilise a wide
range of European actors, including the EIB,
which is a leader in climate finance, and the
experience of its Member States in greening
their economy in a way that is both financially
and environmentally sustainable.



References

African Markets. 2021. Ghana plans to issue Africa’s first
social bond: what you must know. The B&FT Online.

Ahmed, M. and Brown, H. 2022. Fix the Common
Framework for Debt Before It Is Too Late. Washington
(DC): Center for Global Development.

Beers, D., Jones, E. and Walsh, J. 2020. BoC-BoE Sovereign
Default Database: What’s New in 20207 Staff
Analytical Note 2020-13. Ottawa: Bank of Canada.

Bilal, S. 2022. EU countries should reallocate a share of
their special drawing rights as a strong commitment at
the EU-AU Summit. Commentary. Maastricht: ECDPM.

Bertand, L. and Zoghely, S. 2021. China's Position Among
Lenders in Sub-Saharan Africa. Tresor-Economics. No.
292. Paris: Ministére de I'Economie, des Finances, et
de la Relance Direction générale du Trésor

Buhr, B., Volz, U., Donovan, C., Kling, Gerhard, L.
Y., Murinde, V. and Pullin, N. 2018. Climate Change
and the Cost of Capital in Developing
Countries. London and Geneva: Imperial College
London; SOAS University of London; UN Environment.

Calderdn, C. and Zeufack, A. G. 2020. Borrow with Sorrow?
The Changing Risk Profile of Sub-Saharan Africa’s Debt.
Policy Research Working paper no. 9137. Washington
(DC): World Bank Group.

CARI. 2022. Global Debt Relief Dashboard. Summary:
Tracking Global Chinese Debt Relief In The Covid-19
Era. Washington (DC): China Africa Research Initiative.

Caumes, A. and Merle C. 2021. Republic of Benin’s
trailblazing €500m 12,5-Y inaugural issuance under its
new SDG Bond Framework. Paris: Natixis.

Chorzempa, M. and Mazarei, A. 2021. Improving China’s
Participation in Resolving Developing-Country Debt
Problems. Policy Brief. 21-10. Washington (DC):
Peterson Institute for International Economics.

Debt Justice. 2022. BlackRock could make 110% profit out
of Zambia’s debt crisis. Jubilee Debt Campaign.
London: Debt Justice.

Dembele, F., Schwarz, R. and Horrocks, P. 2021. Scaling up
Green, Social, Sustainability and Sustainability-linked
Bond Issuances in Developing Countries. Paris:
Organisation for Economic Co-operation and
Development (OECD).

Diagana, 0. 2021. World Bank Urges Private Creditors to
Deliver on Their Commitment to Debt Relief for Chad. A
Statement By Ousmane Diagana, Vice President,
Western and Central Africa, The World Bank Group
And Indermit S. Gill Vice President, Equitable Growth,
Finance and Institutions, The World Bank Group.
Washington (DC).

Donnan, S., Martin, E., Rosati, A. and Laghmari, J. 2022.
Hunger and Blackouts Are Just the Start of an

12

Emerging Economy Crisis. Bloomberg. Business. The
Big Take. London: Bloomberg Europe.

EC. 2022. EU-Africa: Global Gateway Investment Package.
Brussels: European Commission.

ESCAP75. 2021. Debt-for-Climate Swaps as a Tool to
Support the Implementation of the Paris Agreement.
Policy Brief. Bangkok: United Nations Economic and
Social Commission for Asia and the Pacific (UNESCAP).

ESCAP75. 2022.Debt for Climate Swaps in the Pacific SIDS.
Workshop Paper. Advanced Copy. Bangkok: United
Nations Economic and Social Commission for Asia and
the Pacific (UNESCAP).

Essers, D., Cassimon, D. and Prowse, M. 2022. Debt-for-
climate swaps: Killing two birds with one stone?
Science Direct. Global Environmental Change.
Volume 71. 102407. Amsterdam: Elsevier.

Fofack, H. 2021. The ruinous price for Africa of pernicious
‘perception premiums' Unless fairer financing rules are
implemented, historical biases will continue to
sabotage sustainable development in the region. B
Africa Growth Initiative. Washington (DC): Brookings
Institution.

Fuje, H., Ouattara, F. and Tiffin, A. 2021. Has the DSSI
Helped Lower Sovereign Spreads of Participating SSA
Countries? Washington (DC): International Monetary
Fund.

Gelpern, A., Horn, S., Morris, S., Parks, B. and Trebesch, C.
2021. How China Lends. A Rare Look into 100 Debt
Contracts with Foreign Governments. Washington
(DC), Kiel, Williamsburg (VA) and London: Georgetown
Law and Peterson Institute for International
Economics, Kiel Institute for the World Economy and
Kiel University, Center for Global Development,
AidData and CEPR.

Georgieva, K. 2022. Statement by IMF Managing Director
Kristalina Georgieva at the Conclusion of a Meeting
with UNECA and African Ministers of Finance and
Central Bank Governors on the Impact of the Crisis in
Ukraine. Washington (DC): International Monetary
Fund.

Heitzig, C., Uche Ordu, A. and Senbet, L. 2021. Sub-
Saharan Africa’s debt problem. Mapping the pandemic
effect and the way forward. B Africa Growth Initiative.
Washington (DC): Brookings Institution.

Horn, S., Reinhart, C. M. and Trebesch, C. 2022. Hidden
Defaults. Policy Research Working paper no. 9925.
Washington (DC): World Bank Group.

Hwang, J., Moses, O., Engel, L. and Shadbar, S. 2022.
Chinese Loans to Africa During the COVID-19
Pandemic. GCI Policy Brief 012, 04/2022. Boston (MA):
Boston University, Global Development Policy Center.

IIED. 2022. Half of top ten countries most at risk from
climate change already in or at high risk of entering


https://www.african-markets.com/en/news/west-africa/ghana/ghana-plans-to-issue-africa-s-first-social-bond-what-you-must-know
https://www.african-markets.com/en/news/west-africa/ghana/ghana-plans-to-issue-africa-s-first-social-bond-what-you-must-know
https://www.cgdev.org/blog/fix-common-framework-debt-it-too-late
https://www.cgdev.org/blog/fix-common-framework-debt-it-too-late
https://www.bankofcanada.ca/2020/06/staff-analytical-note-2020-13/#:~:text=Since%201960%2C%20147%20governments%20have,has%20fallen%20substantially%20since%20then.
https://www.bankofcanada.ca/2020/06/staff-analytical-note-2020-13/#:~:text=Since%201960%2C%20147%20governments%20have,has%20fallen%20substantially%20since%20then.
https://ecdpm.org/talking-points/eu-countries-should-reallocate-share-special-drawing-rights-strong-commitment-eu-au-summit/
https://ecdpm.org/talking-points/eu-countries-should-reallocate-share-special-drawing-rights-strong-commitment-eu-au-summit/
https://ecdpm.org/talking-points/eu-countries-should-reallocate-share-special-drawing-rights-strong-commitment-eu-au-summit/
https://www.tresor.economie.gouv.fr/Articles/6baefd5a-893f-4984-8204-1f3f7461cba7/files/6604d636-5332-46a4-89a2-075a5a613cc4
https://www.tresor.economie.gouv.fr/Articles/6baefd5a-893f-4984-8204-1f3f7461cba7/files/6604d636-5332-46a4-89a2-075a5a613cc4
https://eprints.soas.ac.uk/26038/1/ClimateCostofCapital_FullReport_Final.pdf
https://eprints.soas.ac.uk/26038/1/ClimateCostofCapital_FullReport_Final.pdf
https://eprints.soas.ac.uk/26038/1/ClimateCostofCapital_FullReport_Final.pdf
https://documents1.worldbank.org/curated/en/370721580415352349/pdf/Borrow-with-Sorrow-The-Changing-Risk-Profile-of-Sub-Saharan-Africas-Debt.pdf
https://documents1.worldbank.org/curated/en/370721580415352349/pdf/Borrow-with-Sorrow-The-Changing-Risk-Profile-of-Sub-Saharan-Africas-Debt.pdf
https://www.sais-cari.org/debt-relief
https://www.sais-cari.org/debt-relief
https://www.sais-cari.org/debt-relief
https://gsh.cib.natixis.com/our-center-of-expertise/articles/republic-of-benin-s-trailblazing-500m-12-5-y-inaugural-issuance-under-its-new-sdg-bond-framework
https://gsh.cib.natixis.com/our-center-of-expertise/articles/republic-of-benin-s-trailblazing-500m-12-5-y-inaugural-issuance-under-its-new-sdg-bond-framework
https://gsh.cib.natixis.com/our-center-of-expertise/articles/republic-of-benin-s-trailblazing-500m-12-5-y-inaugural-issuance-under-its-new-sdg-bond-framework
https://www.piie.com/sites/default/files/documents/pb21-10.pdf
https://www.piie.com/sites/default/files/documents/pb21-10.pdf
https://www.piie.com/sites/default/files/documents/pb21-10.pdf
https://debtjustice.org.uk/press-release/blackrock-could-make-110-profit-out-of-zambias-debt-crisis
https://debtjustice.org.uk/press-release/blackrock-could-make-110-profit-out-of-zambias-debt-crisis
https://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=DCD(2021)20&docLanguage=En
https://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=DCD(2021)20&docLanguage=En
https://www.oecd.org/officialdocuments/publicdisplaydocumentpdf/?cote=DCD(2021)20&docLanguage=En
https://www.worldbank.org/en/news/statement/2021/09/28/world-bank-urges-private-creditors-to-deliver-on-their-commitment-to-debt-relief-for-chad
https://www.worldbank.org/en/news/statement/2021/09/28/world-bank-urges-private-creditors-to-deliver-on-their-commitment-to-debt-relief-for-chad
https://www.bloomberg.com/news/features/2022-04-20/rising-food-energy-prices-are-just-the-start-of-an-emerging-economic-crisis?utm_campaign=covid19&utm_medium=email&utm_source=email
https://www.bloomberg.com/news/features/2022-04-20/rising-food-energy-prices-are-just-the-start-of-an-emerging-economic-crisis?utm_campaign=covid19&utm_medium=email&utm_source=email
https://ec.europa.eu/info/strategy/priorities-2019-2024/stronger-europe-world/global-gateway/eu-africa-global-gateway-investment-package_en
https://www.unescap.org/sites/default/d8files/knowledge-products/PB_Debt-for-Climate%20Swaps_final.pdf
https://www.unescap.org/sites/default/d8files/knowledge-products/PB_Debt-for-Climate%20Swaps_final.pdf
https://www.sciencedirect.com/science/article/abs/pii/S0959378021001862
https://www.sciencedirect.com/science/article/abs/pii/S0959378021001862
https://www.brookings.edu/wp-content/uploads/2021/10/21.10.07_Perception-premiums.pdf
https://www.brookings.edu/wp-content/uploads/2021/10/21.10.07_Perception-premiums.pdf
https://www.brookings.edu/wp-content/uploads/2021/10/21.10.07_Perception-premiums.pdf
https://www.brookings.edu/wp-content/uploads/2021/10/21.10.07_Perception-premiums.pdf
https://www.imf.org/en/Publications/SPROLLs/covid19-special-notes
https://www.imf.org/en/Publications/SPROLLs/covid19-special-notes
https://www.imf.org/en/Publications/SPROLLs/covid19-special-notes
https://www.cgdev.org/sites/default/files/how-china-lends-rare-look-100-debt-contracts-foreign-governments.pdf
https://www.cgdev.org/sites/default/files/how-china-lends-rare-look-100-debt-contracts-foreign-governments.pdf
https://www.imf.org/en/News/Articles/2022/03/08/pr2267-statement-kristalina-georgieva-meeting-uneca-african-min-finance-cent-bank-gov-impact-ukraine
https://www.imf.org/en/News/Articles/2022/03/08/pr2267-statement-kristalina-georgieva-meeting-uneca-african-min-finance-cent-bank-gov-impact-ukraine
https://www.imf.org/en/News/Articles/2022/03/08/pr2267-statement-kristalina-georgieva-meeting-uneca-african-min-finance-cent-bank-gov-impact-ukraine
https://www.imf.org/en/News/Articles/2022/03/08/pr2267-statement-kristalina-georgieva-meeting-uneca-african-min-finance-cent-bank-gov-impact-ukraine
https://www.imf.org/en/News/Articles/2022/03/08/pr2267-statement-kristalina-georgieva-meeting-uneca-african-min-finance-cent-bank-gov-impact-ukraine
https://www.brookings.edu/wp-content/uploads/2021/10/COVID-and-debt.pdf
https://www.brookings.edu/wp-content/uploads/2021/10/COVID-and-debt.pdf
https://www.brookings.edu/wp-content/uploads/2021/10/COVID-and-debt.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/36965/Hidden-Defaults.pdf?sequence=1&isAllowed=y
https://openknowledge.worldbank.org/bitstream/handle/10986/36965/Hidden-Defaults.pdf?sequence=1&isAllowed=y
https://www.bu.edu/gdp/files/2022/04/GCI_PB_012_FIN.pdf
https://www.bu.edu/gdp/files/2022/04/GCI_PB_012_FIN.pdf
https://www.iied.org/half-top-ten-countries-most-risk-climate-change-already-or-high-risk-entering-debt-distress
https://www.iied.org/half-top-ten-countries-most-risk-climate-change-already-or-high-risk-entering-debt-distress

debt distress. Press Release. Biodiversity, Climate
change, Sustainable markets. London: International
Institute for Environment and Development.

IIED, Potomac Group LLC, UNECA, UNESCWA and UNDP.
2021. Linking sovereign debt to climate and nature
outcomes. A guide for debt managers and
environmental decision makers. London: International
Institute for Environment and Development.

IIF. 2022. Member Institutions. Washington (DC): Institute
of International Finance.

IMF. 2022. List of LIC DSAs for PRGT-Eligible Countries. As
of April 30, 2022. Washington (DC): International
Monetary Fund.

IMF. 2022a. Government Debt (% of GDP). Washington
(DC): International Monetary Fund.

IMF. 2022b. IMF Media Roundtable on Ukraine. IMF
Videos. Washington (DC): International Monetary
Fund.

Inman, P. 2022. BlackRock urged to delay debt repayments
from crisis-torn Zambia. The Guardian. London.

IPCC WGII. Climate Change 2022. Impact, Adaptation and
Vulnerability. Summary for Policymakers. Geneva:
Intergovernmental Panel on Climate Change.

Kelly, L. 2021-2022. Debt swaps for climate and nature
outcomes in West Africa. London: International
Institute for Environment and Development.

Landers, C. and Aboneaaj, R. 2022. Ghana Rages Against
the Rating Agencies: G20, Take Notice. Washington
(DC): Center for Global Development.

McNair, D. 2022. How the IMF and World Bank Can
Support African Economies Hit Hard by Russia’s
Invasion of Ukraine. New York (NY): Carnegie.

McNair, D. 2022a. Tweet on Tweeter.

Ministry of Finance of the republic of Ghana. 2022.
Moody’s Downgrades Ghana’s Rating to CAA1 and
Stabilizes the Outlook. Press Release. Accra.

Mukhopadhyay, A. 2022. The Search for Sustainable
Solutions to Debt Accumulation in Sub-Saharan Africa.
ORF Occasional Paper No. 349. Delhi: Observer
Research Foundation.

ONE. 2022. Data dive: Special Drawing Rights. London:
ONE.

Owen, N. 2022. Belize: Swapping Debt for Nature. IMF
News. IMF Country Focus. Washington (DC):
International Monetary Fund.

Pazarbasioglu, C. and Reinhart, C. 2022. Shining a light on
debt. For economic recovery and crisis prevention,
hidden liabilities and their terms must be revealed.
Washington (DC): International Monetary Fund.

Qian, Y. 2021. Brady Bonds and the Potential for Debt
Restructuring in the Post-Pandemic Era. GCl Working

13

Paper no. 018. Boston (MA): Boston University, Global
Development Policy Center.

Ramachandran, V. 2021. Rich Countries’ Climate Policies
Are Colonialism in Green. At COP26, developed-world
governments are working to keep the global south
poor. FP. Argument. Washington (DC): Foreign Policy
magazine (FP).

Ryder, H. 2021. How multilaterals exaggerate Africa risk.
African Business. London.

Ryder, H. 2022. China Will Help Restructure Zambia’s Debt.
What Exactly Does That Mean? The Diplomat.
Washington (DC).

Savage, R. and Do Rosario, J. 2022. China committed to
joining Zambia creditor committee, IMF’s Georgieva
says. Reuters. London.

Schlegl, M., Trebesch C. and Wright, M. L. J. 2019. The
Seniority Structure Of Sovereign Debt. Working Paper
Series. Working Paper 25793. Cambridge (MA): NBER.

Shalal, A. 2021. IMF, World Bank to unveil 'green debt
swaps' option by November, Georgieva says. Reuters.
London.

Shalal, A. 2021a. IMF struggling over long-awaited 'green
debt swap' push as COP26 near. Reuters. London.

Singh, D. and Widge, V. 2021. Debt for Climate Swaps.
Supporting a Sustainable Recovery. San Francisco (CA):
Climate Policy initiative.

Sokpoh, A., Chirikure, N. and Braganza, J. R. 2022. Africa’s
Debt Landscape: Scope for Sustainability. Economy &
Society. Policy Brief. Berlin: Africa Policy Research
institute.

Sovereign. 2022. Africa Union moves to set up Africa-
owned credit rating agency. News and Views.
Gibraltar: Sovereign.

SSCOE. 2019. Debt-for-Nature. Finance Swap. Case Study.
La Valletta: Commonwealth Small States Centre of
Excellence.

Steele, P. and Patel, S. 2020. Tackling the triple crisis Using
debt swaps to address debt, climate and nature loss
post-COVID-19. Issue Paper Sept. 2020. London:
International Institute for Environment and
Development.

Stubbington, T. and Duguid, K. 2022. Soaring dollar raises
spectre of ‘reverse currency wars’. The Financial
Times. Global Economy. London and New York (NY):
The Financial Times.

Unofficial statement. 2021. Statement posted on several
Chinese embassies' websites responding to Gelpern et
al. 2021.

Usman, Z. 2021. What Do We Know About Chinese Lending
in Africa? New York (NY): Carnegie.

Vander Stichele, M. 2021. Will the G20 let private finance
escape debt relief once again? Amsterdam: SOMO.


https://www.iied.org/half-top-ten-countries-most-risk-climate-change-already-or-high-risk-entering-debt-distress
https://pubs.iied.org/20651iied
https://pubs.iied.org/20651iied
https://pubs.iied.org/20651iied
https://www.iif.com/Membership/Our-Member-Institutions
https://www.imf.org/external/pubs/ft/dsa/dsalist.pdf
https://www.imf.org/external/pubs/ft/dsa/dsalist.pdf
https://www.imf.org/external/datamapper/GGXWDG_GDP@AFRREO/SSA/OEXP/OIMP
https://www.imf.org/en/Videos/view?utm_medium=email&utm_source=govdelivery&vid=6300260897001
https://www.theguardian.com/world/2022/apr/11/blackrock-urged-to-delay-debt-repayments-from-crisis-torn-zambia
https://www.theguardian.com/world/2022/apr/11/blackrock-urged-to-delay-debt-repayments-from-crisis-torn-zambia
https://report.ipcc.ch/ar6wg2/pdf/IPCC_AR6_WGII_FinalDraft_FullReport.pdf
https://report.ipcc.ch/ar6wg2/pdf/IPCC_AR6_WGII_FinalDraft_FullReport.pdf
https://www.iied.org/debt-swaps-for-climate-nature-outcomes-west-africa
https://www.iied.org/debt-swaps-for-climate-nature-outcomes-west-africa
https://www.cgdev.org/blog/ghana-rages-against-rating-agencies-g20-take-notice
https://www.cgdev.org/blog/ghana-rages-against-rating-agencies-g20-take-notice
https://carnegieendowment.org/2022/04/19/how-imf-and-world-bank-can-support-african-economies-hit-hard-by-russia-s-invasion-of-ukraine-pub-86931
https://carnegieendowment.org/2022/04/19/how-imf-and-world-bank-can-support-african-economies-hit-hard-by-russia-s-invasion-of-ukraine-pub-86931
https://carnegieendowment.org/2022/04/19/how-imf-and-world-bank-can-support-african-economies-hit-hard-by-russia-s-invasion-of-ukraine-pub-86931
https://twitter.com/David_McNair/status/1517528353200291841
https://mofep.gov.gh/press-release/2022-02-07/moodys-downgrades-ghana-rating-to-caa1-and-stabilizes-the-outlook
https://mofep.gov.gh/press-release/2022-02-07/moodys-downgrades-ghana-rating-to-caa1-and-stabilizes-the-outlook
https://www.orfonline.org/wp-content/uploads/2022/02/ORF_OccasionalPaper_349_Sub-SaharanAfrica-Debt.pdf
https://www.orfonline.org/wp-content/uploads/2022/02/ORF_OccasionalPaper_349_Sub-SaharanAfrica-Debt.pdf
https://www.one.org/africa/issues/covid-19-tracker/explore-sdrs/
https://www.imf.org/en/News/Articles/2022/05/03/CF-Belize-swapping-debt-for-nature
https://www.imf.org/en/Publications/fandd/issues/2022/03/Shining-a-light-on-debt-Pazarbasioglu-Reinhart
https://www.imf.org/en/Publications/fandd/issues/2022/03/Shining-a-light-on-debt-Pazarbasioglu-Reinhart
https://www.imf.org/en/Publications/fandd/issues/2022/03/Shining-a-light-on-debt-Pazarbasioglu-Reinhart
https://foreignpolicy.com/2021/11/03/cop26-climate-colonialism-africa-norway-world-bank-oil-gas/
https://foreignpolicy.com/2021/11/03/cop26-climate-colonialism-africa-norway-world-bank-oil-gas/
https://foreignpolicy.com/2021/11/03/cop26-climate-colonialism-africa-norway-world-bank-oil-gas/
https://foreignpolicy.com/2021/11/03/cop26-climate-colonialism-africa-norway-world-bank-oil-gas/
https://african.business/2021/09/trade-investment/how-multilaterals-exaggerate-africa-risk/
https://thediplomat.com/2022/04/china-will-help-restructure-zambias-debt-what-exactly-does-that-mean/
https://thediplomat.com/2022/04/china-will-help-restructure-zambias-debt-what-exactly-does-that-mean/
https://www.reuters.com/world/china/china-committed-joining-zambia-creditor-committee-imfs-georgieva-2022-04-21/
https://www.reuters.com/world/china/china-committed-joining-zambia-creditor-committee-imfs-georgieva-2022-04-21/
https://www.reuters.com/world/china/china-committed-joining-zambia-creditor-committee-imfs-georgieva-2022-04-21/
https://www.nber.org/system/files/working_papers/w25793/w25793.pdf
https://www.nber.org/system/files/working_papers/w25793/w25793.pdf
https://www.reuters.com/article/us-imf-world-bank-climate-swaps-idUSKBN2BV2NU
https://www.reuters.com/article/us-imf-world-bank-climate-swaps-idUSKBN2BV2NU
https://financialpost.com/pmn/business-pmn/imf-struggling-over-long-awaited-green-debt-swap-push-as-cop26-nears
https://financialpost.com/pmn/business-pmn/imf-struggling-over-long-awaited-green-debt-swap-push-as-cop26-nears
https://www.climatepolicyinitiative.org/wp-content/uploads/2021/05/Debt-for-Climate-Swaps-Blueprint-May-2021.pdf
https://www.climatepolicyinitiative.org/wp-content/uploads/2021/05/Debt-for-Climate-Swaps-Blueprint-May-2021.pdf
https://afripoli.org/africas-debt-landscape-scope-for-sustainability
https://afripoli.org/africas-debt-landscape-scope-for-sustainability
https://www.sovereigngroup.com/news/news-and-views/africa-union-moves-to-set-up-africa-owned-credit-rating-agency/
https://www.sovereigngroup.com/news/news-and-views/africa-union-moves-to-set-up-africa-owned-credit-rating-agency/
https://seyccat.org/wp-content/uploads/2019/07/SSCOE-Debt-for-Nature-Seychelles-Case-Study-final.pdf
https://pubs.iied.org/sites/default/files/pdfs/migrate/16674IIED.pdf
https://pubs.iied.org/sites/default/files/pdfs/migrate/16674IIED.pdf
https://pubs.iied.org/sites/default/files/pdfs/migrate/16674IIED.pdf
https://www.ft.com/content/2eca224f-7923-4f9b-ba11-6c8832768edf
https://www.ft.com/content/2eca224f-7923-4f9b-ba11-6c8832768edf
http://mu.china-embassy.gov.cn/eng/zgxw_1/202107/t20210727_9101104.htm
http://mu.china-embassy.gov.cn/eng/zgxw_1/202107/t20210727_9101104.htm
http://mu.china-embassy.gov.cn/eng/zgxw_1/202107/t20210727_9101104.htm
https://carnegieendowment.org/2021/06/02/what-do-we-know-about-chinese-lending-in-africa-pub-84648
https://carnegieendowment.org/2021/06/02/what-do-we-know-about-chinese-lending-in-africa-pub-84648
https://www.somo.nl/will-the-g20-let-private-finance-escape-debt-relief-once-again/
https://www.somo.nl/will-the-g20-let-private-finance-escape-debt-relief-once-again/

Vasquez, I. 1996. The Brady Plan and Market-Based
Solutions to Debt Crisis. Cato Journal. Vol. 16, no. 2.
Washington (DC): Cato Institute.

Volz, U., Akhtar, S., Gallagher, K. P., Griffith-Jones, S., Haas,
J. and Kraemer, M. 2021. Debt Relief for a Green and
Inclusive Recovery: Securing Private-Sector
Participation and Creating Policy Space for Sustainable
Development. Berlin, London and Boston (MA):
Heinrich-Boll-Stiftung, SOAS, University of London and
Boston University.

WMO. 2021. State of the Climate in Africa 2020. WMO no.
1275. Geneva: World Meteorological Organization.

Weder Di Mauro, B. 2021. Debt-for-Climate Swaps Make
Sense. Prague: Project Syndicate.

World Bank. 2018. Africa's Pulse. Serial, no. 17, April 2018.
Washington (DC): World Bank.

Endnotes

1 The external debt stock in Sub-Saharan Africa increased
on average by 57.4% between 2015 and 2020, reaching USD
702 billion in 2020 with heavily indebted poor countries like
Senegal or Benin experiencing the largest increases (Heitzig
at al. 2021). As a result, the average debt-to-GDP ratio of
those countries jumped from 49.2% in 2015 to 67.4% in
2020, while 23 African countries are now considered to be
at high risk (or already in) debt distress (IMF 2022a). While
more recent data is not yet available, these trends are likely
to be reinforced in 2021 and 2022.

2 While this paper looks at the dynamics in Africa as a
whole, a lot of the available statistics, particularly from the
World Bank and the IMF continue to delink Sub-Saharan
Africa and group North Africa with the Middle East. This
provides a image of
development, yet requires a broader methodological shift
in research and institutions to address.

skewed African economic

3 Rating agencies also cautioned African countries against
adopting large pandemic stimulus packages (Landers and
Aboneaaj 2022).

4 The decision was contested by Ghana (Ministry of Finance
of the Republic of Ghana 2022), and while S&P maintained
its B rating, the move still led to a fall by 3.4 cents on the
dollar of some of Ghana’s sovereign bonds and risks locking
the country out of more affordable international capital
markets.

5 To address these so-called ‘perception premiums’ the
African Union plans to set up an independent African Credit
Rating Agency to provide alternative and complementing
rating opinions for the continent (Sovereign 2022).

6 Based on a sample of 25 developing countries across the
world. See Buhr et al. 2018.
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World Bank. 2021. Africa's Pulse. An Analysis of Issues
Shaping Africa’s Economic Future. Serial, no. 24,
October 2021. Washington (DC): World Bank.

World Bank. 2022. World Development Report 2022:
Finance for an Equitable Recovery. Washington (DC):
World Bank.

World Bank. 2022a. Africa’s Pulse. Boosting resilience: the
future of social protection in Africa. Serial, no. 25, April
2022. Washington (DC): World Bank.

World Bank. 2022b. International Debt Statistics.
Washington (DC): World Bank.

World Bank. 2022c. World Bank Group Response to Global
Impacts of the War in Ukraine. A Proposed Roadmap.
Washington (DC): World Bank.

7 Controlling for Angola, the continent's single largest
Chinese borrower, which peaked in 2016. See Hwang et al.
2022.

8 Resource-backed loans commit a borrowing country’s
future resource revenues to secure repayment.

% These include the AidData research lab at William &
Mary's Global Research Institute (global), the China Africa
Research Initiative at John Hopkins University (Africa) and
more recently also the China Overseas Finance Inventory
Database developed by Boston University in collaboration
with WRI, all of which aims to address the lack of data on
Chinese loans and investments in developing countries.

10 Chinese interests-free loans tend to be small, and account
for less than 5% of Africa’s debt to China.

11 Following the 2022 International Monetary Fund/World
Bank Spring Meetings, China announced that it would
participate in the creditor committee of Zambia, which is a
step forward in terms of coordination between the Paris
Club and non Paris Club creditors (Savage and Do Rosario
2022).

12 African countries’, including Ghana (African Markets
2021) and Benin (Caumes and Merle 2021) are also
launching more general social and sustainability (SDG)
bonds.

13 Looking at the current state of play there is a need for
further and in-depth analysis of the political economy of
European positions and agendas in various fora (Bretton
Woods Institutions, Paris Club, G20 and G7). There is also a
need for better understanding the specific concerns and
disincentives of EU member state treasuries, banks, DFls,
private creditors and how they might be overcome.

14 The blue bond issued as part of the 2018 Seychelles debt
swap was partially guaranteed up to USD 5 million by the
World Bank.
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