








Based on the recent trend, the debt-to-exports ratio is in an unsafe territory. After trending
down over a decade, from 245.5 percent in 1995 to about 59 percent in 2008, thanks to improving
commodity prices and export receipts, the debt-to-exports ratio reversed its course and trended
upward after the GFC entering the so-called unsustainable territory in 2019 above the prudent
threshold, peaked in 2020 and trended down thereafter on the account of increased exports. In
2023, the ratio was estimated at 194.5 percent. Out of the 50 countries with available data, 22
countries have their debt-to-exports ratios above 180 percent in 2023 (down from 24 countries in
2022) though 32 countries have seen increases in their debt stock in percent of exports relative to
2022 (see Figure 8). In 2024, the debt-to-exports ratio for the continent is expected to reach 189
percent. The rise of the debt-to-exports ratio was driven mainly by a decline in export revenues
as shocks related to the Covid-19 pandemic, supply chain disruptions, and the war in Ukraine

put pressure on trade finance and depressed global demand for commodities, pushing African
countries to increase borrowing, especially in the context of low domestic resource mobilization
and rising borrowing costs.

Figure 8: Debt-to-Exports ratio, African countries,1995-2024 (Percent)

Source: Afreximbank Research based on IMF Global Debt Database, IMF World Economic Outlook Database, and World Bank
International Debt Statistics. Country code in Annex 7.

B. Liquidity indicators

1. Debt Service-to-Revenue Ratio

Africa’s debt service-to-revenue ratio has entered uncharted territory. For this indicator, we
consider the median threshold of 20 percent, suggesting that African countries should allocate
approximately 20 percent of their revenues to service external debt. A high ratio indicates relative
vulnerability of the country to debt sustainability. Since the mid-90s, the debt service-to-revenue
ratio for African countries has been trending downward, below the threshold indicating a contained
liquidity concerns over the region’s ability to service debt from fiscal revenue. This was mainly driven
by savings from the HIPC and MDRI initiatives. Bold reforms to boost revenue also contributed to
lowering the debt service-to-revenue ratio, which reached 4.7 percent in 2011 from 20.5 percent
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in 2000. However, there was a trend reversal in the early 2010s owing to the re-emergence of the
Eurobond issuances and stalemates in domestic revenue mobilization. In 2023, the ratio for the
continent was estimated at 19.6 percent. Out of the 50 countries with available data, 17 countries
recorded debt service-to-revenue ratios above 20 percent in 2023 and 34 countries witnessed
increases in their debt service-to-revenue ratios (see Figure 9). In 2024, the ratio of debt service-to-
revenue is expected to increase by 1 percentage point and reach 20.6 percent.

Figure 9: Debt Service-to-Revenue ratio, African countries,1995-2024 (Percent)
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Source: Afreximbank Research based on IMF Global Debt Database, IMF World Economic Outlook Database, and World Bank
International Debt Statistics. Country code in Annex 7.

2. Debt Service-to-Exports Ratio

The debt service-to-exports ratio has been above the prudent level since 2016. Another liquidity
indicator in the DSF is the debt service-to-exports ratio. It indicates how much of a country’s export
revenue will be used up in servicing its debt, as well as how vulnerable the payment of debt service
obligations is to an unexpected fall in export proceeds. The threshold defined by the DSF for this
indicator is 18 percent. Below this level, debt is considered sustainable. After trending down since
the early 2000s, the ratio of debt service to exports has reversed course and exceeded the prudent
threshold of 18 percent in 2016. In 2023, the debt-to-exports ratio is estimated at about 37 percent.
Out of the 50 countries with available data, 29 countries have debt service-to-exports ratios above
18 percent in 2023 and 30 countries have seen increases in their debt service in percent of exports
compared to 2022 (see Figure 10). In 2024, the debt service-to-revenue ratio is expected to reach
38.4 percent.
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Figure 10: Debt Service-to-Exports ratio, African countries,1995-2024 (Percent)
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Source: Afreximbank Research based on IMF Global Debt Database, IMF World Economic Outlook Database, and World Bank
International Debt Statistics. Country code in Annex 7.

3. Reserve adequacy

The reserve adequacy has been well above the recommended level for stability purpose. Reserve
adequacy measures the number of months of imports that can be covered by foreign exchange
reserves available from the Central Bank. While it fundamentally assesses the stability of a country’s
currency, it also provides indicative assessment of a country’s debt vulnerability. Indeed, holding
prudent reserves can help withstand debt crisis. The traditional “rules of thumb” that have been used
to guide reserve adequacy suggest that countries should hold reserves covering the equivalent of 3
months of imports. The reserve adequacy has trended down in the past from 12 months of imports
in 2007 to 6.1 months of imports in 2023, well above the desired metric of 3 months of imports. Out
of the 50 countries with available data, 34 countries have their reserve adequacy above the metric of

3 months of imports. In 2024, the reserve adequacy is expected to remain stable at around 6 months
of imports with 34 countries above the desired threshold.
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Figure 11: Reserve adequacy, African countries,1995-2024 (Months of Imports)

we
14 i T
SON = 1
e |
-4}
m=e
Te= !
12 =
MW — 1
o —
=
o=
b ——
57 e o
NAl et
s i ——
o/ 3 m— DSA metric
BIEESE D
BEN  m——
o —T—
2 =
ot
o ———
i —
DSA metric e
4 3months R ———d
[
s
i ————
_____________________________________ e
o
PP m— —
2 T ——
P — ——
e
e
e
DA e
[ T o e ]
o o

%
o
«
w
o
.
&

20 25 30 35 40

Source: Afreximbank Research based on IMF World Economic Outlook Database. Country code in Annex 7.

C. Overall assessment

1. Debt Sustainability Framework

To conduct the overall vulnerability assessment, this section builds on the standard assessments by
the World Bank and IMF. These institutions provide the most consistent source for individual country
assessment under the DSF framework . As discussed above, the DSF uses the debt-to-GDP ratio and
the debt-to-exports ratio to evaluate the solvency dimension of the borrower while the debt service-
to-exports ratio, the debt-service-to revenue ratio, and the reserve adequacy are used to assess the
liquidity dimension of the borrower. Based on these thresholds and benchmarks, the DSF includes

an assessment of the risk of overall and external debt distress based on four categories: low risk,
moderate risk, high risk, and in debt distress)®. For African countries, most are ranked under the LIC-
DSF methodology ©. For this category of countries, the framework helps determine the risks of debt

4 The World Bank and the IMF produce on a regular basis the Debt Sustainability Analysis (DSA) for countries under the Debt Sus-
tainability Framework (DSF).

> Countries that breach at least 3 of the 4 indicators are classified as being highly vulnerable or in debt distress, while those coun-

tries that breach 2 of the indicators are treated as being at a high risk of debt distress. A distress event corresponds to the immi-
nence of arrears emergence or a restructuring.

%1n 2005, the WB and IMF approved the introduction of the Debt Sustainability Framework in low-income countries (LICDSA) to
assess if these countries will be able to meet their external financing needs mostly through concessional financing.
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distress, considering the country’s capacity to carry debt and its projected debt burden under both
baseline projections and shock scenarios 7. Countries with market access are evaluated under the
MAC-DSA framework where sovereign risks are assessed é.

Debt in more than half of African countries is assessed to be vulnerable. Using the latest available
DSA ratings for 52 African countries (as of end 2023) and based on the overall debt rating, we find
that more than half of countries are assessed to be at high risk or already in debt distress (see Figure
12). A similar proportion is observed across the board of subgroupings including frontier markets,
commodity exporters, and fuel exporters °.

e Under the LIC-DSF for countries with no market access, the debt of 9 countries
were rated in distress (Ghana, Malawi, Mozambique, Republic of Congo, Sao Tome
and Principe, Somalia, Sudan, Zambia, Zimbabwe); debt in 17 countries were
dubbed as high risk of distress (Burundi, Cabo Verde, Cameroon, Central African
Republic, Chad, Comoros, Djibouti, Ethiopia, Gambia, Guinea-Bissau, Kenya, Liberia,
Mauritius, Sierra Leone, South Sudan, Togo and Tunisia) while debt in 18 countries
are assessed as moderate risk of distress (Algeria, Angola, Benin, Burkina Faso, Cote
d'lvoire, Democratic Republic of Congo, Equatorial Guinea, Gabon, Guinea, Lesotho,
Madagascar, Mali, Mauritania, Niger, Rwanda, Senegal, Tanzania, and Uganda).

e For the economies with market access (MAC-DSF), sovereign risks in Egypt and Eswatini
are assessed as high while sovereign debt in Seychelles, Morocco, Namibia, Nigeria,
South Africa are qualified as moderate risk of debt distress. Sovereign risk in Botswana
is rated as low.

7 LIC DSF countries: Algeria, Angola, Benin, Burkina Faso, Burundi, Cabo Verde, Cameroon, Central African Republic, Chad, Comoros,
Cote d’lvoire, Democratic Republic of Congo, Djibouti, Equatorial Guinea, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea-Bissau,
Kenya, Lesotho, Liberia, Madagascar, Malawi, Mali, Mauritania, Mauritius, Mozambique, Niger, Republic of Congo, Rwanda, Senegal,
Sierra Leone, Somalia, South Sudan, Sao Tome and Principe, Sudan, Tanzania, Togo, Tunisia, Uganda, Zambia and Zimbabwe.

8 1n 2021, the IMF approved a new framework for assessing sovereign risk and debt sustainability for market access countries.
Accordingly, a new template was developed for conducting the Sovereign Risk and Debt Sustainability Analysis (MACDSA). MAC DSF
countries: Botswana, Egypt, Eswatini, Morocco, Namibia, Nigeria, Seychelles, and South Africa.

° Frontier countries: Angola, Benin, Cameroon, Cote d’lvoire, Ethiopia, Gabon, Ghana, Kenya, Mozambique, Namibia, Nigeria, Rwan-
da, Senegal, South Africa, and Zambia. Commodity exporters: Angola (fuel), Botswana, Burkina Faso, Burundi, Cameroon (fuel),
Chad (fuel), Republic of Congo (fuel), Democratic Republic of Congo, Equatorial Guinea (fuel), Gabon (fuel), Guinea, Guinea-Bissau,
Malawi, Mali, Nigeria (fuel), South Sudan (fuel), and Zambia.
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Figure 12: Debt Sustainability Assessment, Overall Risk Rating, African Countries, 2021-23, Latest Available
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Source: Afreximbank Research based on LIC-DSA and MAC-DSA by the World Bank and IMF.

2. Outlook for Debt Sustainability in Africa

In this section we take advantage of a simple equation of debt dynamics to assess the resilience

of debt at the continental level to a series of shocks in the years to come. In practice, the debt
sustainability analysis is derived from the debt accumulation equation as defined in Annex 6.

This simple equation can help understand how the debt-to-GDP ratio changes over time with the
economic conditions and policies. The debt-to-GDP ratio is driven by four main factors: growth rate,
changes in inflation, nominal interest rates, and fiscal stance. Higher growth and higher inflation
have the potential to reduce the debt burden while higher interest drives up the debt-to-GDP ratio. A
prudent fiscal policy helps bring down the debt-to-GDP ratio while stock flow adjustments represent
the ad hoc increases in the debt ratios such as materialization of contingent liabilities or one-off
borrowing unrelated to fiscal needs.

With the objective to provide an outlook for overall vulnerability of debt for the continent, we
simulate four shocks using 2024 as base year for 2025-28.

e Growth shock. The first shock is a pandemic growth shock mimicking the mark down
in growth during the last covid-19 pandemic. This shock assumes growth is negative at
-1.2 percent throughout the simulation period.

e Fiscal shock. The second shock is also a pandemic fiscal shock assuming the
deterioration of fiscal balances to -3.5 percent of GDP throughout the simulation
period.

e Persistent inflation shock. The third shock represents the persistence of the recent
inflation shock bringing the GDP deflator to a permanent high level of 19.9 percent
during the full simulation period.

e FED tapering off shock. The fourth and last shock captures the end of the Fed rate hike
cycle. Based on historical trend, this will bring permanently nominal interest rates for
African countries from an average of 8 percent to 5% percent.
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All other things being equal, the simulations show that debt-to-GDP ratio for the African region

is vulnerable to shocks seen during the pandemic. Under both the Covid-19 growth shock and the
Covid-19 fiscal shock, the debt-to-GDP ratio will increase to around the 70 percent mark by 2028.

On a positive note, a potentially tightening cycle of FED benchmark rates will help alleviate the debt
burden through lower nominal interest rate with the debt-to-GDP ratio dwindling to the 50-percent
safer territory. A persistence in the current inflation dynamic would also help bring the debt-to-GDP
ratio down mechanically. One note of caveat is that these interpretations are based on partial and
simplistic modeling of the debt-to-GDP ratio and do not account for cross linkages between the
various parameters governing the debt accumulation dynamic. At the best, the simulations provide a
broad outlook of the vulnerabilities of debt at the continental level.

Figure 13: Shocks simulations and Debt Dynamic in African Countries, 2024-28
(Debt-to-GDP in percent of GDP)

Shocks simulations and Debt Dynamic in African Countries, 2024-28
(Debt-to-GDP in percent of GDP)
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lll. Concluding Remarks

Debt levels in African countries remain elevated despite the optimistic outlook. The cost of
borrowing has increased markedly for African countries over the recent years. The debt landscape
has shifted especially the rise of external debt and private creditors. In addition, the multiplication of
sovereign debt defaults on the continent has presented a growing challenge over the past decade.

Most of the sustainability indicators have deteriorated and are in risky zones. We first look at the
key solvency and liquidity indicators used to assess debt sustainability. In terms of solvency, a perusal
of data shows that African debt in percent to GDP has been above prudent levels for 9 years and

the debt-to-exports ratio has been in the unsafe territory since 2019. The key liquidity indicators,
both the debt service-to-revenue ratio and the debt service-to-exports ratio, have breached the
recommended thresholds. Nevertheless, reserve adequacy has remained at comfortable levels.
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We find that debt in more than half of African countries is assessed to be vulnerable. We build on
the standard Debt Sustainability Assessment (DSA) under the Debt Sustainability Framework (DSF)
for Low Income Countries (LIC) with no market access and the Frontier Countries with Market Access
(MAC). Using DSA ratings for 52 African countries as of end 2023 and based on overall rating, more
than half of African countries were assessed by the DSF to be at high risk or already in debt distress.
Furthermore, African debt is vulnerable to growth and fiscal shocks seen during the pandemic. On a
positive note, a potential end to the tightening cycle of FED benchmark rates will help alleviate the
debt burden with the debt-to-GDP ratio dwindling to the 50-percent safer territory.
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ANNEXES

Annex 1: Change in debt-to-GDP ratio by country, 2022-24

Country 2022 2023 2024 Change 2023- Change 2024-
2022 2023
Algeria 55.6 55.1 58.8 -0.5 3.6
Angola 66.7 84.9 77.1 18.2 -7.7
Benin 54.2 53.0 52.4 -1.2 -0.5
Botswana 18.0 18.7 18.1 0.7 -0.6
Burkina Faso 58.3 61.2 61.2 2.9 0.1
Burundi 68.4 72.7 65.8 4.4 -6.9
Cabo Verde 127.3 113.1 109.7 -14.2 -3.4
Cameroon 45.5 41.9 39.6 -3.6 -2.3
Central African Rep. 51.8 50.1 49.6 -1.6 -0.6
Chad 48.8 43.2 38.7 -5.6 -4.5
Comoros 279 333 36.9 5.4 3.6
Congo Dem. Rep. 14.5 13.3 11:1 -1.3 -2.2
Congo Rep. 92.5 97.8 91.0 5.3 -6.8
Cote d'lvoire 56.8 56.8 57.0 0.1 0.2
Djibouti 40.4 41.8 41.9 1.4 0.0
Egypt 88.5 92.7 88.1 4.1 -4.6
Equatorial Guinea 34.6 38.3 33.7 3.7 -4.6
Eswatini 42.0 42.4 41.9 0.4 -0.5
Ethiopia 46.4 37.9 31.2 -8.5 -6.7
Gabon 57.7 64.9 64.5 7.2 -0.4
Gambia 82.8 72.3 65.5 -10.5 -6.8
Ghana 92.4 84.9 81.5 -7.5 -3.4
Guinea 33.1 316 315 -1.4 -0.2
Guinea-Bissau 80.3 73.9 71.4 -6.4 -2.5
Kenya 68.4 70.2 68.3 1.8 -1.9
Lesotho 59.9 61.3 60.4 1.4 -0.9
Liberia 53.9 52.3 52.7 -1.6 0.4
Madagascar 55.1 54.0 53.5 -1.1 -0.5
Malawi 75.2 78.6 77.4 34 -1.2
Mali 51.7 518 52.6 0.1 0.8
Mauritania 50.8 45.5 48.2 -1.2 -13
Mauritius 83.1 79.7 78.9 -3.4 -0.8
Morocco 715 69.7 69.1 -1.8 -0.6
Mozambique 95.5 89.7 92.4 -5.9 2.8
Namibia 69.8 67.6 66.8 -2.3 -0.8
Niger 50.3 48.7 46.4 -1.7 -2.3
Nigeria 39.6 38.8 41.3 -0.9 2.5
Rwanda 61.1 63.3 72.1 2.2 8.8
Senegal 76.6 81.0 72.1 4.4 -8.9
Seychelles 61.5 60.8 59.0 -0.7 -1.7
Sierra Leone 95.8 88.9 82.6 -6.9 -6.3
South Africa 711 73.7 75.8 2.6 21
South Sudan 378 60.4 50.9 22,5 -95
Sao Tome and Principe 777 58.5 54.4 -19.2 -4.1
Sudan 186.2 256.0 238.8 69.7 -17.2
Tanzania 42.3 42,6 41.9 0.3 -0.7
Togo 66.3 67.2 67.6 0.9 0.4
Tunisia 79.8 77.8 77.1 -1.9 -0.7
Uganda 48.4 48.3 47.7 -0.1 -0.6
Zambia 98.5 110.2 100.8 11.7 -9.4
Zimbabwe 98.4 95.4 56.9 -3.0 -38.5

Source: Afreximbank Research based on IMF Global Debt Database.
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Annex 3: Debt Sustainability Assessment (DSA) within the Debt Sustainability
Framework (DSF), Overall Risk Rating, African Countries, 2021-23, Latest
Available.

Country Rating

Algeria
Angola
Benin
Botswana
Burkina Faso
Burundi
Cabo Verde
Cameroon
Central African Republic
Chad
Comoros
Republic of the Congo
Cote d'lvoire
Democratic Republic of the Congo
Djibouti

Egypt
Equatorial Guinea
Eswatini
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Kenya
Lesotho
Liberia
Madagascar
Malawi

Mali
Mauritania
Mauritius
Morocco
Mozambique
Namibia
Niger

Nigeria
Rwanda

Sao Tome and Principe
Senegal
Seychelles
Sierra Leone
Somalia
South Africa
South Sudan
Sudan
Tanzania
Togo

Tunisia
Uganda
Zambia
Zimbabwe

Source: Afreximbank Research based on IMF World Bank DSA ratings.
Note: Countries with market access are evaluated under the MAC-DSA
framework where sovereign risks are assessed.
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Annex 4: LIC DSA, Overall Risk Rating, African Countries, 2021-23, Latest

Available
Country Risk of overall debt distress Risk of external debt distress Date of Publication Date of Publication
Algeria 2023 2-Feb-23
Angola 2023 6-Mar-23
Benin 2023 24-May-23
Burkina Faso 2023 3-Oct-23
Cote d'lvoire 2023 12-Jun-23
Democratic Rep. of the Congo 2023 5-Jul-23
Equatorial Guinea 2022 3-Aug-22
Gabon 2022 8-Jul-22
Guinea 2023 23-Jan-23
Lesotho 2023 20-Jul-23
Madagascar 2023 21-Mar-23
Mali 2021 30-Mar-21
Mauritania 2023 3-Feb-23
Niger 2023 12-Jul-23
Rwanda 2022 19-Dec-22
Senegal 2023 7-Jul-23
Tanzania 2023 28-Apr-23
Uganda 2023 6-Jun-23
Burundi 2023 25-Jul-23
Cabo Verde 2023 18-Jul-23
Cameroon 2023 20-Mar-23
Central African Rep. 2023 6-Nov-23
Chad 2023 23-lan-23
Comoros 2023 21-Jun-23
Djibouti 2020 12-May-20
Ethiopia 2020 6-May-20
Gambia 2023 21-Jun-23
Guinea-Bissau 2023 15-Feb-23
Kenya 2023 19-Jul-23
Liberia 2022 14-Sep-22
Mauritius 2022 15-Jul-22
Sierra Leone 2023 27-Nov-23
South Sudan 2023 9-Mar-23
Togo 2020 16-Apr-20
Tunisia 2023 Feb-23
Ghana 2023 17-May-23
Malawi 2023 22-Nov-23
Mozambique 2023 13-Jul-23
Rep. of the Congo 2023 24-Jul-23
Sao Tome and Principe 2022 20-Sep-22
Somalia 2023 31-May-23
Sudan 2021 1-Jul-21
Zambia 2023 13-Jul-23
Zimbabwe 2022 8-Apr-22

Source: Afreximbank Research based on IMF World Bank DSA ratings.
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Annex 5: MAC DSA, Overall Risk Rating, African Countries, 2021-23, Latest

Available
Country Sovereign risk Date of Date of Publication
Overall Medium Term | Long Term Publication
Botswana Low Low Low 2023 Aug-23
Seychelles Moderate Moderate Moderate 2023 Jun-23
Egypt High High 2023 Jan-23
Eswatini High High Moderate 2023 May-23
Morocco Moderate Moderate Moderate 2023 Oct-23
Namibia Moderate Moderate Moderate 2023 Dec-23
Nigeria Moderate Moderate Moderate 2023 Feb-23
South Africa Moderate High High 2023 Jun-23

Source: Afreximbank Research based on IMF World Bank DSA ratings.

Annex 6: Debt Dynamic Equation

The debt dynamic equation links the level of the debt-to-GDP ratio to the existing debt
stock through the impact of the nominal interest rate, inflation rate, and output growth
rate to the primary balance, and any stock-flow adjustments:

d L+, d b, +sf
= ;i s
T\ Urmrg )oY

Where:
d, = Debt at the end of period t, as a ratio to GDP at t.

i, = Nominal interest rate in period t; paid in period t on the debt stock outstanding at the
end of t - 1.

n, = Change in the GDP deflator between t - 1 and t.
g, = Real GDP growth rate betweent - 1 and t.

pbI = Primary balance in t, as a ratio to GDP at t.

sf, = Stock flow at t.

The equation above summarizes the direct channel through which inflation, growth,
nominal interest rate and primary balance affect the debt-to-GDP ratio.

Source: Afreximbank Research.
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Annex 7: Country Code

Country Name Country Code Country Name Country Code
Algeria DZA Liberia LBR
Angola AGO Libya LBY

Benin BEN Madagascar MDG
Botswana BWA Malawi MWI
Burkina Faso BFA Mali MLl
Burundi BDI Mauritania MRT
Cameroon CMR Mauritius MUS
Cape Verde CPV Morocco MAR
Central African Rep. CAF Mozambique Moz
Chad TCD Namibia NAM
Comoros COM Niger NER
Congo Dem. Rep. ZAR Nigeria NGA
Congo Rep. COG Rwanda RWA
Cote d'lvoire Clv Sao Tome and Principe STP
Djibouti DJI Senegal SEN
Egypt, Arab Rep. EGY Seychelles SYC
Equatorial Guinea GNQ Sierra Leone SLE
Eritrea ERI Somalia SOM
Ethiopia (excludes Eritrea) ETH South Africa ZAF
Ethiopia (includes Eritrea) ETF Sudan SDN
Gabon GAB Swaziland sSwz
Gambia, The GMB Tanzania TZA
Ghana GHA Togo TGO
Guinea GIN Tunisia TUN

Guinea-Bissau GNB Uganda UGA

Kenya KEN Zambia ZMB
Lesotho LSO Zimbabwe ZWE

Source: Afreximbank Research based on World Bank.
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