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Executive Summary

This study was commissioned by the All Africa Conference of Churches (AACC) and executed by
its members and partners in Ghana, Zambia, and Burundi in 2022. It was commissioned partly
due to the realization that Africa is currently reeling under unsustainable public foreign debt
that is owed to individual countries and other international financial institutions such as the
International Monetary Fund (IMF) and the World Bank. While individual countries were already
struggling to meet their old obligations, new debts have continued to balloon in the last decade,
including the COVID-19 period. The emergence of new private creditors has further complicated
the debt situation of Africa, particularly with regard to possible debt restructuring. The new
debt crisis is already compromising the achievements of social and economic development plans
of individual African nations. The fulfilment of sustainable development goals and the African
Union’s Agenda 2063 will also be negatively affected by the new debt crisis in the continent.

The Church has remained the first respondent to the effects of public debt repayment as
education, health, and other social sectors are directly impacted. The Church needs to be
empowered with relevant data as it engages in the discussion around the alarming rate of public
debt. The study was meant to profile the foreign debt of three countries, namely Zambia,
Ghana, and Burundi with particular focus on the role of new creditors and the impact of COVID-
19. The study further examined the social impact of foreign debt on the people. Analysis of
existing transparency and accountability frameworks on public debt management in the three
countries was undertaken to understand the functionality of the frameworks on debt
management. The understanding informed the recommendations made for policy dialogue and
actions.

The study reviewed existing literature on public finance and social conditions of citizens of
Zambia, Ghana, and Burundi. National budget statements, annual public debt reports, IMF and
World Bank official reports, individual countries’ national legal documents, media reports, and
publications of investment firms and civil society organizations, both locally and externally were
also reviewed. Interpretation and value judgment brought to bear on the analysis reflect social
discourse across the religious divides and general sentiments in the countries. Some key
informant interviews were conducted in Zambia and Burundi that targeted government officials,
civil society and faith leaders, academia, trade unionists, and community leaders.

The study has noted that Africa’s foreign debt continued to expand in the last decade,
potentially pushing the continent towards a crisis situation. The emergence of new private and
bilateral creditors has complicated debt negotiation processes. The role of China in the
accumulation of Africa’s foreign debt was noted with concerns being raised regarding the
country’s policy mechanism on awarding of credit and/or loan facilities. Chinese projects were
observed to be shrouded in secrecy making it difficult for the study to state with certainty the
amount owed by the three countries under study. Furthermore, the study observed that China is
Zambia’s largest bilateral creditor, a position that is said to have delayed the country’s debt
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restructuring process. This was in stark contrast to Ghana’s situation where China holds a
smaller portion of the country’s debt, although the negotiation time was also a bit lengthy.

The contribution of COVID-19 to the accumulation of foreign debt in the three countries was not
similar as will be observed in subsequent sections of the study. While Zambia defaulted during
COVID-19, the pandemic was not the sole driver of the debt as it only exposed the lack of strict
compliance with policy frameworks on debt management. In Ghana, the study noted more
drivers other than COVID-19, which include monetization of elections for voters’ inducement.
Burundi received support for responding to COVID-19, but like in the other two countries, the
pandemic just came to exacerbate the already precarious position of the country. However, the
foreign debt management system was generally exposed in all three countries during that
moment. The role of parliament and the application of the existing legal frameworks were not
fully respected during the pandemic period.

External debt servicing has had serious repercussions on social and economic development
noticeable in the countries studied. In particular, education, health, and social protection
programs were affected by debt repayments. This was clearly noted in Zambia and Burundi. In
Ghana, debt repayment affected households in many ways and there have been some threats of
mass actions. The study thus confirmed the unsustainability of debt if it is utilized to support
nonproductive sectors such as elections and humanitarian interventions.

The Church’s role in public debt management has not been very visible in the three countries.
Thus, the study recommends that the Church must ensure greater ethical and moral
consideration in public finance management through active participation in public finance
analysis and budget tracking. The Church is particularly urged to be actively involved in the
current debt restructuring conversations and the necessary fiscal adjustment required to bring
the continent out of the debt crisis. The Church is strategically positioned to mediate and
moderate the economic atmosphere at country level.

Specific Recommendations

The following key recommendations are anchored on many other studies conducted by
different institutions that are relevant to the faith constituency:

1. Africa should actively participate in local initiatives that demand for local borrowing as
opposed to international financial institutions. This will go a long way in promoting
domestic resource mobilization as an alternative to further external borrowing. The
Church, in particular, has to amplify its prophetic advocacy in the promotion of tax justice
in collaboration with other global, regional, and national initiatives and other ecumenical
bodies. Thus, strengthening the national tax system will help individual countries
maximize their domestic resources to finance social and economic development.

2. Debt transparency remains critical for the three case study countries and Africa in
general. Comprehensive public debt data disclosure requirements and state borrowing
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procedures should be strengthened in the existing legal frameworks. The public,
including the Church, should utilize such transparent and participatory systems to
strengthen their engagements on public debt. Where the systems are not in existence,
the public should advocate for their establishment. Amounts of foreign debts and terms
of loans to be incurred should be publicly disclosed through known and predictable
platforms. Transparent and participatory systems are the pillars of effective and efficient
public debt management in Africa.

The Church and other non-state actors should remain alert during pandemic and election
periods since it has emerged that governments can misuse their powers and borrow
money in the name of responding to pandemics or promoting democracy but use the
money for politicking during elections. This was witnessed during the COVID-19 period in
the three countries (and in Ghana during election times). The Church should work with
other players to sustain the role of key oversight institutions such as the parliament
during such strategic moments.

African countries in general and the three countries under study in particular, should
ensure that national public management frameworks comply with all principles of good
governance. These include participation by all, transparency, accountability, and effective
institutional and policy arrangements. Public participation was particularly an issue in
Burundi.

As African countries are engaged in debt restructuring exercises, comprehensive and
inclusive approaches should be adopted. All creditors should be involved to guarantee
the enjoyment of the social and economic rights of debtor citizens. Thus, all creditors
should participate on comparable terms in the debt restructuring process so that they
feel comfortable that any relief they may provide will benefit debtor countries rather
than other creditors. In this process, the debtor countries will reach agreements with all
creditors thereby freeing resources for social spending.

Foreign debt is more than a financial matter as it has serious implications on other
elements of human lives. Debt servicing affects the social, economic, cultural, and
political sectors of any country. At the centre of all this is the enjoyment of social and
economic rights by the citizens. Thus, any debt restructuring process should be
comprehensive enough to address all the social, economic, and political issues of the
debtor country. This calls for all stakeholders including the Church to be involved in the
debt restructuring negotiations. The process should involve the citizens, bilateral and
multilateral creditors, the private sector, the Church, and civil society among other
players.

An analysis of the social impact of foreign debt has shown that in most cases loans are
pegged on conditions that further violate the social and economic rights of citizens.
Thus, if conditions are to be attached to a loan, such conditions should be attuned
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toward the realization of the social and economic rights of citizens. For instance, foreign
loans should only be considered where there is a budget deficit in meeting strategic
development goals such as those dealing with education, health, and social protection
issues.



Organizational Background

The AACC is a continental ecumenical body that accounts for over 200 million Christians across
the continent. AACC is the largest association of Protestant, Anglican, Orthodox, and Indigenous
churches in Africa and is a member of the worldwide ecumenical network. AACC is a fellowship
of 204 Members comprising Churches, National Councils of Churches (NCCs), Theological and
Lay Training Institutions, and other Christian organizations in 43 African countries.

The AACC is guided by its Vision ‘Churches in Africa together for life, peace, justice, and dignity’
in all its engagements. The vision offers profound motivation for our work with member
churches, Councils, partners, and the wider human society within and outside the continent of
Africa.

The Strategic Mission of AACC is; a fellowship of churches and institutions in Africa working
together in their common witness to the Gospel by:

e Mobilizing to faithfully live the message of God’s love;
e Nurturing a common understanding of the faith;
e Interpreting and responding to challenges to human dignity; and,

e Acting prophetically in word, life, and services for healing.



Foreword

In 2019, the AACC started the implementation of its 2019-2023 strategy. Public debt and corruption
were noted as part of the key African challenges that required urgent Church’s attention. The AACC
has thus been committed to engaging with global and continental development agendas particularly
the United Nations’ Agenda 2030 and African Union’s Agenda 2063 (The Africa We Want).

Yet, the new external debt in Africa is already compromising the achievements of development
plans by individual African nations as well as the fulfilment of global and continental goals. Indeed,
Africa has struggled to manage its public debt since its independence. The efforts by the Church and
other non-state actors across the world through the Jubilee campaign of the 2000s for the
cancellation of the debt showed that collective action can bring positive change in our lives.

However, Africa’s foreign debt started ballooning again in the last decade, putting the continentin a
potential crisis situation. The advent of COVID-19 exposed the continent to further borrowing in
order to mitigate the impact of the pandemic. Africa’s governance systems were also put to test
during that period since it emerged that political powers could borrow money in the name of
responding to a pandemic without following the set national frameworks.

External debt servicing has serious repercussions on the social and economic development of any
country. In particular, education, health, and social protection programs are affected by debt
repayments. The Church can only effectively respond to such situations if it has been empowered
technically. Through evidenced-based research, the Church must ensure adequate safeguards are
put in place to guarantee value for money in a country. It has emerged that integrity violations
(corruption) are more frequent in crises periods as was observed during the COVID-19 pandemic in
the name of saving lives and livelihoods. The Church must thus ensure greater ethical and moral
consideration in public financial management.

Through the current study, the AACC aims to strengthen the Church’s prophetic advocacy capacity
to engage in stakeholder dialogue on public debt and other economic justice issues that affect our
people. I, therefore, urge our members to utilise this report in their national engagement processes
on public debt. The AACC will continue to offer such critical engagement tools to empower the
Church on economic justice matters that affect the people.

Rev. Dr. Fidon Mwombeki

General Secretary

AACC
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1 Background of Study

1.1 Introduction

Debt is an important source of financing for development. However, it needs to be sustainable.
Africa is currently reeling under unsustainable external public debt that is owed to individual
countries and other international financial institutions such as the IMF and the World Bank.
While individual countries had already been struggling to meet their old obligations, new debts
have continued to balloon in the last decade including during the COVID-19 period. The
emergence of new creditors such as China and other private players has further complicated the
debt situation of Africa, particularly with regard to possible debt restructuring. The new debt
crisis is already compromising the achievements of development plans by individual African
nations. The fulfilment of sustainable development goals and the African Union’s Agenda 2063
will also be negatively affected. Such developments have serious implications for the social lives
of ordinary people.

An external debt (also known as foreign debt) is the portion of a country’s public debt that is
owed to foreign lenders, including commercial banks, governments, or international financial
institutions. Such loans including interest should be paid in the currency in which they were
made. Thus, if a country can no longer afford to repay the principal and interest of the loans, it is
said to be in a debt crisis. Under normal circumstances, debt should be able to service itself,
that is if it has been used to support productive sectors of the economy. It becomes
unsustainable if its repayment affects the social spending of a country. By mid-2022, many
African countries were either in debt or at high risk of debt distress (Bradlow and Masamba,
2022). The IMF categorizes a country as being in debt distress if it is experiencing difficulties
servicing its debts or is already in arrears, or if there are indications that these conditions will
occur in the near future (Research-Innocenti, 2021).

As of 31 December 2020, countries that had already been identified to be in debt distress
included Mozambique, the Republic of Congo, Sao Tomé, Somalia, Sudan, and Zimbabwe.
According to the IMF, a further 28 countries were at high risk and 23 were at moderate risk of
debt distress (IMF 2020, cited in Research-Innocenti, 2021). Reviewed literature has generally
shown that the debt crisis is fueled by a lack of accountability and transparency in the
contraction and management of public debt. However, external factors have also contributed to
the increase in African debt. Yet, the Church has not been very active in public debt
management interventions due to a lack of adequate knowledge and data.

In partnership with its members in Zambia, Ghana, and Burundi, the AACC, commissioned a
study to profile the three countries’ public external debt as of the end of 2022. The study
particularly focused on the impact of COVID-19, the role of new creditors (focusing on China),
the social impact of the debt as well as an examination of existing transparency and
accountability mechanisms. The aim of the study was to equip AACC members with basic data
for use in their engagement processes of addressing the unsustainable debt in their respective



spaces. The study was carried out between October 2022 and January 2023. The specific
objectives of the study were to:

a) Profile external debt in Zambia, Ghana, and Burundi with a particular focus on new debt
emanating from the COVID-19 era and projects financed by China.

b) Examine the social impacts of the new public debt on ordinary citizens.

¢) Document and analyse the available national transparency and accountability frameworks
in the management of public debt in the three countries.

d) Recommend actions that the Church can take at the national level to contribute toward
the mitigation of the social impacts of public debt on ordinary citizens.

1.2 Methodological Approach of the Study

The study adopted an extensive desk review of literature on Zambia, Ghana, and Burundi’s
financial landscape and social status arising from their current public debt situation. National
budget statements, annual public debt reports, IMF and World Bank official reports, individual
countries’ national legal documents, media reports, and publications of investment firms and
civil society organizations, both locally and externally were reviewed. Interpretation and value
judgment brought to bear on the analysis reflect social discourse across the religious space and
general sentiments in the countries. Key informant interviews were conducted in Zambia and
Burundi targeting government officials, civil society and faith leaders, academia, trade unionists,
and community leaders. The main assumption of the study was that COVID-19 and the
emergence of China as a new creditor increased the debt stock of the targeted countries.



2 Overview of Africa’s Foreign Debt

2.1 Introduction

African foreign debt service payments have increased substantially in the past decade, in part
due to higher interest payments on private loans. In 2020, Sub-Saharan African debt had a total
external debt stock of USD702.4 billion, up from USD380.9 billion in 2012. It must be noted that
in the early 2000s, most African countries had a low level of indebtedness due to debt relief
programs, higher economic growth, and improved fiscal management. However, with an
increase in access to commercial loans, the scenario has changed dramatically in the past
decade. The current foreign debt dynamics have mirrored the historical pattern of revenue
underperformance, higher expenditure and associated pressures such as high debt servicing
obligations aided strongly by currency depreciation and external shocks. The role of new
creditors such as China and the advent of pandemics, notably COVID-19 have had serious
implications on Africa’s debt accumulation rate.

2.2 Understanding the New Crisis on the Continent

Bradlow and Masamba (2022) track the Sub-Saharan debt story from the 1990s to 2022. They
conclude that the region has had a complex relationship with its debt. While historically, most of
the African debt came from official sources, it was also associated with many challenges. As a
result, debtor countries participated in a number of programs meant to relieve them from their
debt problems.

From 1996 to 1999, the indebted countries participated in the Highly Indebted Poor Countries
Initiative (HIPC). This followed the highly unsuccessful structural adjustment programs (which
exacerbated the social suffering of ordinary people) initiated by the IMF and the World Bank.
The HIPC initiative aimed at reducing the debt burdens of participating countries to sustainable
levels. It committed to reducing its bilateral and multilateral debt to allow the debtor countries a
fresh start. Yet, the initiative had some gaps including slow delivery and limited coverage in
terms of a narrow category of eligible countries (Bradlow and Masamba, 2022).

The HIPC was replaced in 1999 by the Enhanced HIPC program (EHIPC) whose aim was to
provide ‘“deeper, broader and faster debt relief” (UNCTAD, 2002, cited in Bradlow and
Masamba,2022). The initiative experienced challenges since it could not provide sufficient and
timely debt relief. The program only covered bilateral official debts and some commercial debts.
Thus, it was replaced in 2005 by the Multilateral Debt Reduction Initiative (MDRI) which was
meant to supplement the HIPC and EHIPC. The participating countries upon reaching the HIPC
Completion Point, received 100% cancellation of pre-existing African Development Bank, IMF,
and World Bank debts.

African debt levels were reduced through individual countries’ participation in the HIPC
program. Bradlow and Masamba (2022) note that in February 2020, post-completion countries
received debt relief, including 39 African countries. Thus, between 2001 and 2015, the debt paid
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by countries in the program declined by about 1.5% of their gross domestic product (GDP). Only
8 African countries were still at high risk of debt distress. Nevertheless, the fact that the
initiatives were not designed to help countries access new non-debt development resources,
meant that the formerly heavily indebted countries could re-accumulate debts. Therefore,
between 2011 and 2019, Sub-Saharan Africa accumulated debt increased from US$259 billion to
US$535 billion (Bradlow and Masamba, 2022). The current study focused on Ghana, Zambia, and
Burundi’s debt profile as discussed in the sections below.

Figure 1: Pictorial Representation of Debt Burden

U‘-——~_

Source: Pictorial Images of Debt Burden - Search (bing.com)

2.3 Africa’s First Defaulter in COVID-19 Context: The Case of Zambia

Zambia’s debt rose dramatically from around 2009. It grew from barely more than US$1 billion in
2009 to US$14,87 billion by the end of June 2022 (Savage, 2022). In 2021 the external public debt
was US$17,27, a third of which was owed to Chinese lenders. However, China cancelled US$2
billion by June 2022 (Savage, 2022). Zambia had initially benefitted from the debt relief which
resulted in the cancellation of external debt from USs$ 7.2 billion to US$ 2.5 billion (World Bank,
2018). In 2011, the debt stood at US$3.5 billion and continued to rise until 2022. It is because of
that trend that the IMF declared the country at high risk of debt distress. The situation had
started to deteriorate by 2012 when Zambia borrowed heavily for infrastructure in roads,
energy, railways, and telecommunications, while other loans were used to cover budget deficits.



In November 2020, Zambia made headlines when it became the first African nation to default on
its debt repayment to foreign lenders during the COVID-19 global health crisis.' The debt posed a
danger to sustainable development since most resources were channelled toward debt
repayment. By the end of 2021, Zambia’s debt had reached 133% of the GDP (Savage, 2022).
Default is the failure by a country to make required interest or principal repayments on a debt
whether that debt is a security or a loan. A default can be a result of a country’s financial
mismanagement, economic stagnation, or political instability. However, humanitarian
challenges can also contribute to default as the country will be forced to focus on responding to
life-threatening situations.

2.4 Ghana’s New Debt Crisis

Ghana made headline news when it sought an IMF Supported Program that was subsequently
granted on 17 May 2023 as will be noted below. In less than two decades since achieving
significant debt reduction through the HIPC, completed in 2004 and the MDRI also completed in
2006, the country was by 2022 in dire need of debt restructuring to make way for an IMF
Supported Program. Ghana is currently enduring fiscally induced macroeconomic instability that
has seen the local currency depreciate by more than 45%, trading at GHS 11.6 to 1 US$ at the
retail level as of 13™ October 2022. The country had started the year at GHS 6.02 to a dollar.
Inflation reached a 21-year high at 37.2% in September 2022 and peaked at 54.1% by December
2022. It has been difficult for the Central Bank to tame inflation under weak fiscal management
and elevated public debt, having increased the monetary policy rate cumulatively to 24.5% at its
last October 2022 meeting.

With dwarfed domestic revenue mobilization and elevated public expenditure, the President, on
the 1* of July 2022 reached out to the IMF for Fund Supported Program. Debatably, both
internal and external shocks have accounted for the current economic crisis with the macro-
fiscal pressures manifesting explicitly in the microeconomy. Whilst the government has blamed
the challenges on COVID-19 and recently, the Russia-Ukraine war, independent experts and
citizens, in general, are of the view that internal factors reflect the government’s lack of prudent
management of the economy.

The recent drivers of the debt build-up include the fiscal deficit, the financial sector clean-up,
the COVID-19 pandemic, election-induced fiscal indiscipline, and higher interest rates (reflecting
the excessive opportunism by wealthy lenders or predatory lending from the global north as
well in the domestic market with offshore investors participating), unproductive use of
borrowed funds by governments and exchange rate development. The rising public debt and
the associated servicing cost are putting undue pressure on the state and crowding out priority
spending with interest payments alone taking more than 60% of non-oil tax revenue.

1
https://www.ndi.org/our-stories/tackling-zambia-s-debt-problem-supporting-debt-management-reforms-through-cso
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Several discussions of debt restructuring with the possibility of investors taking haircuts
involving both domestic debt and external debt dominated policy spaces in 2022. Unlike the
HIPC and MDRI debt features (more of bilateral and multilateral debt), the characteristics of the
current debt-induced macroeconomic instability with fiscal policy to blame are markedly
different. Ghana’s current debt composition tilts toward commercial investors as the country’s
attainment of lower middle-income status and the tapering off of Official Development
Assistance meant that the country had to resort to the issuance of Eurobonds (international
market access) whilst it also ramped sizeable debt from the domestic market with offshore
investors also participating as part of her debt management strategy.

The public debt-to-GDP ratio increased steadily from 34.5% in 2010 to 81.8% in 2021 even though
the Bank of Ghana put the figure at 76.6%. For Inveen and Savage (8 July 2022), Ghana’s debt
stock more than doubled since 2015, steadily climbing from 54.2% of GDP that year to 76.6% (a
conservative figure given by the Bank of Ghana too) at the end of 2021. Nevertheless, the
country’s debt rose to more than 180% in 2000 which necessitated the HIPC (ended in 2004) and
MDRI (ended in 2006) as seen in the figures below.

Figure 2: Total Public Debt Stock in Ghana, 2000 - 2021
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Figure 3: The Rate of Public Debt Accumulation, 200 - 2021

60

Rate of Public debt accy Iation0

50

40

30

Percent

Source: Authors construct (2022)

It is worth noting however that this period witnessed outrageous debt-to-GDP ratios. There has
been quite an appreciable rise in the debt ratio ever since then from 2007 to 2022. In recent
years, the debt-to-GDP ratio rose from 57.6 percent in 2018 to 62.4 percent in 2019 and 76.1
percent in 2020. The IMF staff country report of 2021 projected Ghana’s debt-to-GDP ratio to
peak at 87.4 percent in 2024.

2.5 Return to IMF

By 2022, Ghana and Zambia had become so desperate that they were forced to reengage the
IMF for bailouts. While approaching the IMF, Ghana blamed its challenges on COVID-19, the
Russia-Ukraine war, and other external factors. Internal limitations in economic mismanagement
were downplayed. Yet, Ghana’s challenges are also explained fiscally by some analysts (Inveen
and Savage, 2022). The country utilized continuously greater loans to fill the fiscal deficits
experienced each year. The same situation applied to Zambia. Interest payments continued to
occupy huge portions of the countries’ national budgets. For instance, in Ghana, the debt
servicing costs were just under 48% in 2021 (Inveen and Savage, 2022).

As this report was being finalized, IMF approved Ghana’s bailout credit facility of $3 billion with
an immediate $600 million being offered. The agreement with the IMF was reached around
December 2022 for a three-year Extended Credit Facility targeting at “restoring macroeconomic
stability, debt sustainability and protection of vulnerable as well as preserving financial stability
and laying foundations for strong recovery.” In relative terms, Ghana’s negotiations with the



IMF were faster and smoother compared to those in Zambia. This is explained by the fact that
China holds a smaller portion of Ghana’s debt. Yet China is Zambia’s largest bilateral creditor.
Thus, it has been argued that China has delayed Zambia’s debt restructuring (Akalaare and
Akorlie, 2023). As this report was being finalised, Zambia was still to agree with the creditors to
debt restructuring terms even after securing the IMF loan in September 2022.

2.6 Burundi’s “Good” Reputation on Debt Servicing

While Burundi appears to be in a “good” position in terms of debt servicing, the IMF (2022)
paints a bad picture with regard to its public debt. Through the Staff Report for 2022 Article 1V,
the IMF indicates:

Burundi is at high risk of external and overall debt distress. One external debt burden indicator
(the ratio of external debt service to exports) breaches its threshold under the baseline, signalling
a high risk of external debt distress rating. The external debt indicators under the baseline fall
below their benchmarks in the medium term..., the indicator is on a declining trend. Stress tests
show that the largest deterioration in external debt burden indicators results from shocks to the
exports and exchange rate, the latter triggering a deterioration for one year. Similarly, the largest
deteriorations in overall debt burden indicators result from shocks to the GDP growth, commodity
prices, and exchange rate, the effects of the latter receding by the mid-long term. The staff
assesses Burundi’s debt as sustainable based on the authorities’ commitment to fiscal
consolidation from the unwinding of COVID-19-related spending and improvement in revenue
collection, expectations of donor financing, and a positive macroeconomic outlook, including
robust exports and GDP growth.

The IMF, however, presents Burundi as a country that still enjoys a good reputation in terms of
meeting its obligations. The IMF (2022) shows that “Given the country’s good track record in
servicing its debt, there is a high likelihood that Burundi will be able to meet all its current and
future financial obligations.” Burundi received HIPC and MDRI debt relief in 2009, which lowered
external debt from 134% of GDP at end-2008 to 27% of GDP at end-2009 (IMF, 2022). However,
public debt increased somewhat in 2021, as the increase in external debt more than offset the
decline in domestic debt, noted the IMF.

The public debt portfolio in Burundi is made up of commitments made by the central
government on the local and foreign markets. The debt has increased by about 30% since 2015.
The deterioration of public finances has led to the financing of the budget deficit through the
use of statutory advances from the central bank and the increased refinancing of commercial
banks that participate in the financing of the deficit. This shows that domestic debt is largely the
responsibility of the holders of public securities, which are generally commercial banks.

The public debt was 70.2% of GDP in 2022 and was projected to decrease to 66.5% in 2023, from
71.9% in 2021. However, this outlook could be undermined by poor rainfall, which could reduce
agricultural yields as well as by socio-political instability.



Figure 4: Public Debt in % GDP in Burundi
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The situation is due to insufficient domestic savings (a country's ability to release its own capital
for investment). In a normal situation, Burundi borrows to finance its investments.
Unfortunately, the question of repaying these debts becomes almost impossible. Once these
debts become unsustainable for repayment, the state passes them on to the population
through taxes. Such a situation only serves to drive the Burundian population deeper into
poverty.

The external debt increased from 800,922.3 to 826,327.4 million Fbu from 2019 to 2020. Year in
and year out, outstanding external debt increased by 25,405.1 million Fbu at the end of May
2019, from 800,922.3 million Fbu to 826,327.4 million Fbu from May 2019 to May 2020. Public
debt increased to 71.9% of GDP in 2021 from 67% in 2020 but decreased to 70.2% of GDP in 2022
and was expected to decline to 66.5% in 2023 from 71.9% in 2021, due to fiscal consolidation
(BRB), Report 2021.



3 New Credit Facilities in Africa

3.1 Introduction

Bradlow and Masamba (2022) argue that the ability of African countries to manage their
external debt is complicated by the changing composition of their debt. Countries now have
more money owed to a broader range of creditors. Traditionally, official creditors of Africa were
primarily the rich Western states and the multilateral financial institutions such as the IMF and
the World Bank. Yet, now the funding group has expanded to include China, India, Turkey, and
other multilateral institutions such as the New Export-Import Bank and the New Development
Bank (Bradlow and Masamba, 2022). However, China has become Africa’s biggest bilateral
lender, holding over $73 billion of Africa’s debt in 2020 and almost $9 billion of private debt
(Harcourt and Robertson, n.d.). The sections below profile the Chinese debt to Zambia, Ghana,
and Burundi.

3.2 Tracking Chinese Money in Zambia

According to the Ministry of Finance (Zambia), in 2021 China emerged as Zambia’s single biggest
bilateral creditor with over US$3.2 billion and the private lenders accounted for over US $5.7
billion. Ngambi (2022) holds that China had already occupied that space earlier. The World Bank
(2021) indicates that multilateral lenders accounted for over US$2.4 billion. This is a new scenario
and it makes debt restructuring difficult. In reference to Zambia’s public debt between 1970 and
2000, most of the major creditors were multilateral and bilateral creditors. The role of China in
public debt was so insignificant then unlike in the current situation (by 2022).

For China, the loans to Zambia were given typically on a build-operate-transfer basis (Ngambi,
2022). This means that there is Chinese or joint management for some specific funded projects in
Zambia. This applied to the hydropower projects for the Zambia Electricity Supply Company
(ZESCO), the digitalization of Zambia National Broadcasting Company (ZNBC) as well as the two
major airports, Simon Mwansa Kapwepwe and Kenneth Kaunda International Airports.

By 2021, Zambia owed China much more than any other creditor. Of the total exclusively, debt
Zambia owed to China by 2022 bilateral debt accounted for 85% while 15% was from China’s
commercial creditors. Unlike the Western countries where most of the debt owed to Zambia is
from private lenders, with the China debt, the government is taking the lead in comparison to
private lenders. This has a bearing when negotiating debt relief.
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Figure 5: Proportion of Debt Service to Non-Official Bilateral Creditors in 2020
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Source: Research-Innocenti, 2021

3.3 Public Mistrust of the Chinese Financing Approach

From around 2010 to 2022, Zambia borrowed cash from China for purposes of infrastructure
improvements as noted above. Nevertheless, the economic decision-making was centralized in
the presidency. Ngambi (2022) holds that there has been limited transparency in the Chinese
lending and financial flows to Zambia. This affected the accurate analysis of the data on Chinese
loans, especially with regard to the conditions attached to them. The Chinese lending model
creates a fertile ground for some Zambian officials to inflate project costs and receive kickbacks.
This observation is also noted by Ngambi (2022) who indicates that inflation of project costs and
kickbacks in turn lead to rent-seeking and cronyism. Citing Foreign Magazine, Ngambi (2022:250)
observes that: “Opaque deals, reports of large-scale corruption and mismanagement, doubts
about project feasibility, and a stark trade imbalance raise serious questions about how well
African leaders are managing the opportunities they receive.”

All thirteen religious leaders who participated in this study in Zambia (Lusaka, Kitwe, and
Sinazongwe) raised concerns about China’s lending model. They argued that “it lacks
transparency and accountability mechanisms.” A male Bishop from Kitwe mentioned that “we
have a high number of corruption cases in court involving funds obtained from China. Most of
the data involving China’s debt was not well known until recently.” A Trade Unionist in the same
area, said that China’s debt is predatory in nature and targets national assets like ZESCO and
ZNBC which he claims are already in China’s control.

Another concern for the Church leaders who were interviewed was the inability to pay back the
loan owed to China since Zambia’s economy is already weak, while the loan terms are not in the
public domain. The legal backing for the contraction of the loans is very weak as most of the
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debt from China is shrouded in secrecy. The clergy observed that the Zambian leaders should
prioritize reforms in the legal system, financial structuring, and elimination of corruption in
public debt management.

3.4 Chinese Debt in Ghana is Less than its debt in Zambia

In 2020, the government of Ghana had a total external debt of US$ 19.4 billion (Brautigam et dl,
2020). It owed US$ 1.86 billion to China (under 10%), while nearly half of the external debt was
owed to bondholders and commercial banks, and a third to multilateral banks. Brautigam, et al,
(2020) also show that Ghana’s largest Chinese-financed projects included several loans for the
2007 Bui Dam (US$ 673 million), and the 2013 Western Corridor gas processing plant (US$ 850
million, where the latter loan had a 10-year term [Brautigam et al, 2020]). Year-to-date
depreciation is more than 60% and this is expected to escalate Ghana’s public debt. Ghana’s
current debt has markedly departed from the Pre HIPC/MDRI composition. The commercial
component has overtaken bilateral and multilateral debt.

Figure 6: External Debt Stock by Creditor Category, 2020-2021

o 2020* 2021 Prov.
Description uUssmn % US$ mn %o
Commercial 12.,630.5 51.1 16.,234.7 57.3

o/w ICM 10,215.1 471.3 13,7719.9 46.3
Multilateral 8.280.2 33.5 8.192.4 28.9
Bilateral 1.297.4 5.2 1,336.0 4.7
Export Credits 966.1 3.9 981.1 3.5
Other Concessional 1.541.7 6.2 1,594 .9 56
Total 24.,715.8 100.0 28,339.2 100.0

Source: Ministry of Finance
*Revised figures

It was noted that 57.3% of the external debt is owned by commercial largely Eurobond holders
followed by multilateral (IMF, World Bank, African Development Bank) and bilateral. Ghana
owes far less to China compared to Zambia which also required debt restructuring as part of an
IMF Supported Program as shown below adopted by the Ministry of Finance.

In terms of currency composition, the majority (71.7%) of the debts are denominated in US
dollars, hence the recent depreciation of the cedi against the dollar would have a significant
valuation effect. China’s portion of the external debt was 3.3% in 2021, a figure that resonates
with what Brautigam, et al., (2020) highlighted earlier in this report.

3.5 Burundi’s Variety of Creditors

Burundi owes most of its external debt to multilateral and regional lenders. For multilateral
debt, the main donors are the International Development Association, African Development
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Bank, European Investment Bank, European Union, African Development Fund, and
Organization of the Petroleum Exporting Countries with their funding estimated at 36.9%, 0.2%,
7.6%, 6.1%, 22.9%, and 26.3% respectively. For bilateral debt, the main donors are France via AFD,
Abu Dhabi, Austria, China, and India (through their Exim Banks), Japan, Kuwait, Saudi Arabia,
and others. Since the pandemic, Abu Dhabi, Kuwait, and Saudi Arabia have continued to give
debt to Burundi.

In 2022, the central bank had an outstanding loan from AFREXIM bank, which was contracted in
2019. Debt to the IMF (US$ 94.8 million at the end of 2021 or 2.9% of GDP) was being serviced by
the central bank for the portion contracted before 2021 and by the Finance Ministry for the RCF
loan contracted in 2021. Private external capital markets were also being accessed by Burundi.
The IMF (2022) notes that Burundi received debt service relief from the Exim Bank of China and
the Kuwait Fund (US$ 0.93 million at the end of 2021) under the G20 Debt Service Suspension
Initiative.

Figure 7: Burundi’s Main Contributors Since 2019
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Source: Republic Bank of Burundi Annual Report 2020

Cooperation between Burundi and China was established in December 1963 and strengthened in October
2000 with the creation of the Forum on China-Africa Cooperation (FOCAC). China contributed a great
deal to the fight against the COVID-19 pandemic, including providing doses of vaccines and other
equipment. The country also benefited from several forms of Chinese support within the framework of
the FOCAC since its creation in October 2000 in Beijing. Saudi Arabia and India have both lent more to
Burundi than China, whose debt comes to just two percent of the total. Besides, support for COVID-19
interventions, almost all of the Chinese lending went to telecoms projects (Brautigam et al., 2020).

The Burundian government established new partnerships with China, Turkey, and Russia but the aid from
these countries remains largely symbolic, argued one faith leader. It is not directed toward building the
government's capacity and has a very limited impact on the population and the welfare of ordinary
citizens. Participants in this study held that these alternative donors pursue a more political objective
(seeking diplomatic support) than a development objective. Moreover, the support they provide does
not make up for the reduction in aid from traditional donors. On the one hand, only China agreed to
provide budgetary support; on the other hand, these new partners are in the business of one-off project
aid and do not provide structural aid for the administration and key development sectors (health,
education, agriculture). With little interest in the social and administrative sectors, they limit themselves
to emergency aid and modest infrastructure projects.
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4 A Matter of Life or Debt: Role of COVID-19

4.1 Introduction

The COVID-19 pandemic caused an economic slowdown worldwide as it disrupted economic
activities. Lockdowns were imposed in many countries and restrictions on gatherings were
enforced. The COVID-19 pandemic triggered a global recession in 2020, followed by a relatively
strong rebound in 2021 after which the global economy entered a slowdown phase in a context
marked by the threat of new variants of COVID-19 and increasing inflation, debt, and income
inequality that undermined the recovery in emerging and developing economies (WB, October
2022). Generally, COVID-19 impacted every country but differences also exist in how countries
responded to the pandemic. Increasing public debt and the loss of fiscal revenues further
reduced the scope for sustaining recovery in some countries. COVID-19 affected Zambia, Ghana,
and Burundi differently in terms of new debt accumulation.

4.2 Nexus between COVID-19 and Zambia’s External Debt

Zambia became the first African country to default on its debts since the start of COVID-19
(Research-Innocenti, 2021). This raised serious concerns that it could be subjected to higher
sovereign borrowing costs in its future transactions. Zambia was affected negatively by the
COVID-19 pandemic as it could not conduct business as usual because of the measures taken by
the authorities and the global community to mitigate the disease.

The COVID-19 pandemic devastated all sectors of the economy especially hospitality, tourism,
and retail, depriving many people of their livelihoods. Inresponse, the government adjusted its
budget to prioritize the health sectors whilst putting up measures to mitigate the impact on the
most vulnerable in society. Soweto market (the biggest market in Zambia) was never closed
throughout the period of the pandemic and public transport remained operational despite the
COVID-19 measures. In comparison with other African countries which announced a total
shutdown of the economy which negatively affected millions of people, Zambia shutdown
partially. However, the impact of its shutdown was almost similar to that in other nations.

Commenting on inequalities and poverty as results of corruption and mismanagement of
resources, a Church leader in Lusaka stated, “Agony is having stashes of money overseas and
having medical services abroad that you cannot access because an equalizer called COVID-19 has
grounded you.”

In terms of the impact on external debt size and type, COVID-19 had its own share of
contribution. An analysis of the trends in Zambia’s debts shows that the highest figure in terms
of incremental change happened between 2016 and 2017 when the debt increased by US$1.7
billion. The lowest incremental change was between 2009 and 2010 with US$0.09 billion.
Observing the period of COVID-19, it was noted that an average incremental change of slightly
above US$1.1 billion which indicates that the trend of debt accumulation did not change much
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because of the pandemic. Despite this scenario, Zambia defaulted on its loan obligation as a
result of the economic slowdown due to COVID-19.

4.3 IMF and World Bank Supported Ghana’s COVID-19 Interventions

There is no doubt that COVID-19 and Russia-Ukraine war added multiple layers to the current
challenges in Ghana as they revealed and exacerbated the already existing vulnerabilities.
Studies have documented that COVID-19 induced US$ 5.8 billion in GDP losses, reflecting macro-
fiscal pressures. The GDP decelerated from 6.5% in 2019 to 0.4% in 2020. However, the fiscal
deficit for 2020 was astronomically higher than projected which could be attributed not only to
COVID-19 but the 2020 election effect magnifying the fiscal monetization of elections that has
characterized Ghana’s democracy.

Inveen and Savage (2022) indicate that Ghana’s Finance Minister, Ken Ofori-Atta told the
country’s lawmakers that the pandemic-related expenditures amounted to 18.19 billion cedis
(US$2.26 billion) as of May 2022. They further show that Ghana received US$1.23 billion in COVID-
19 relief funding from the IMF and World Bank over that period.
expenditure dynamics, the country practically financed the COVID-19 expenditures as can be
seen in the tale below. Expenditures on COVID-19 fell within the categories highlighted in Figure
8.

In terms of income and

Figure 8: Status of Utilisation of 2020 and 2021 COVID-19 Budget (GHcM)

No. Expenditure ltem 2020 Budget Releases/ 2021 Budget Releases/ Total

Utilisation

Utilisation

(2021 & 2022)

2020-GHC

2021-GHC

1. Support to Households 1,717.86 1,549.81 200.00 143.24 1,693.05

2. Health Response — Equipment Supplies | 1,522.07 1,048.04 1,119.73 1,118.69 2,167.63

3. Health Infrastructure ©00.00 ©00.00 779.05 763.92 1,363.92

4. Security Operations 1,200.06 875.11 875.11

5. Economic Relief 5,522.00 3,047.38 1,573.41 1,112.73 4,760.11

6. | Covid-19 Vaccines 929.30 775-82 775-82

7. Other COVID Related Expenditures ©00.00 400.77 400.77
Total 11,162.00 8,122.01 4,601.48 3,914.40 12,036.41

Source: Ministry of Finance, 2022

Available evidence points to the fact that Ghana’s debt situation had already been precariously
fuelled by financial sector clean-up costs, energy sector indebtedness, and the fiscal deficit
pathway, hence the reason the country could not achieve debt sustainability under the previous
16™ IMF Supported Program. The country entered a high-risk debt distress category in 2014, a
position it held till 2022 and is now being considered as a debt distress country requiring debt
restructuring of a sort given the discussion surrounding the Debt Sustainability Analysis. The
country’s currency did better during the COVID-19 year (2020) and the development was
considered a blessing rather than a pandemic.
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4.4 Cost of Democracy in Ghana

The fiscal deficit also tends to mirror the excessive monetization and commercialization of
Ghana’s democracy which lends to elite political capture. Ghana’s morals are now being sold to
the highest bidder given the role money plays in the country’s body politics. Figure 9 typifies
Ghana’s political business cycle since the fourth Republic. The commercialization and
monetization of the country’s democracy require another consideration and the urgent need to
save Ghana’s democracy from itself.

These fiscal slippages are mainly due to the government’s attempt to sort out labour agitation
during election years, a desire to impress on the electorate for more votes, and hence an
attempt to complete projects and initiate new ones, siphoning state funds for election
campaigns, and a reduction in productivity. The econometric analysis indicates fiscal deficits that
spike during election years, with an average of 8% of GDP compared with 5.6% outside election
years. Election-year fiscal slippages have not been accompanied by efficiency and did not also go
to the productive sectors of the economy. Therefore, the inflationary pressures that tend to
welcome the new government could no longer be unexpected.

Figure 9: Fiscal Deficit-GDP in Election Years
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Figure 10: Public Debt in Election Years
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4.5 Unimaginable Effects of Russia-Ukraine War on the Continent

Concerning the Russia-Ukraine War, every country is feeling the impact of food and energy
prices, and the fact that the magnitude of the impact differs from country to country, reflecting
the level of resilience of the local economy. Ghana, like other nations such as the Ivory Coast and
Kenya, has also experienced an impact. However, its reliance on Russia and Ukraine for food is
similar to that of these other countries. The war has increased the global prices of key
commodities and Sub-Saharan Africa’s direct links with Russia and Ukraine are relatively modest,
making up less than 2% % of the region’s total trade with the outside world (IMF, 2022). The
authorities in Ghana also used the war in their bid for the IMF credit facility that was approved
on 17 May 2023.

4.6 Mild Burundi’s Economic Recovery Path Disrupted by COVID-19

The IMF (2022) notes that the continued increase in public debt in Burundi reflected the
economic challenges that the country faced since 2015 and the impact of the COVID-19
pandemic. Donor aid contributed to about half of the government’s total revenue. The 2015
political and security crisis forced donors to withdraw budget support and suspended most
project financing. Between 2014 and 2016, aid fell from 8.9% of GDP to 2.4% of GDP. The
economy initially contracted sharply and has been recovering slowly since then. The COVID-19
pandemic disrupted a mild economic recovery that was underway (growth stood at 1.8% in 2019)
and contributed to maintaining large fiscal deficits (6% of GDP in FY 2019/20 (July-June) and 7.8%
of GDP in FY2020/21) (IMF, 2022). The deficits were financed mainly by borrowing from the
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central bank and commercial banks, with an occasional accumulation of domestic arrears to
suppliers.

In 2022, there were no identified external arrears as Burundi was up to date on servicing
external debt (except the debt to Libya of US$ 4.64 million at the end of 2021 or 0.14% of GDP)
and government securities. This means that COVID-19 did not affect the debt servicing trend as
much as noted in Zambia where the country defaulted in the context of the pandemic.

Burundi was deliberate about its response to COVID-19. It prepared a response plan to limit the
COVID-19 spread and cushion its macroeconomic and social impact which was costed at US$150
million, including a sanitary plan of US$ 58 million (1.8% of GDP) and infrastructure investment to
improve public health capacity and access (IMF, 2022). However, generally, COVID-19 led to a
slowdown in growth to 0.3% in 2020, despite subdued contagion (0.3% of the population as of
June 7, 2022), including during the Omicron wave. Vaccination started in October 2021 but
remained limited (less than 1% of the population) by July 2022, according to the IMF.
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5 Public Debt and Enjoyment of Socio-Economic Rights

5.1 Introduction

Economic and social rights are recognized in national and international law. However, their
enjoyment in some African countries is constrained. This results from corruption and
mismanagement of available funds and is further impacted by foreign debt, which plays a
substantial role in limiting access to resources needed to fund government services (Yiega,
2022). Government spending on healthcare compared to the amount spent on foreign debt
shows that the latter is taking up a significant part of government expenditure. The study noted
that high public debts inhibit investment that is meant to promote social and economic
development. They also increase fiscal pressure, reduce social spending and limit the
government’s ability to implement reforms.

Examples from Zambia, Ghana, and Burundi show that debt repayment has remained one of the
key factors affecting social and economic development. Debt servicing means less money will be
invested in public services and poverty-reduction programs. Countries need well-educated,
healthy, and productive populations. With particular reference to Zambia, Ngambi (2022) argues
that “Without a good education system and quality health care, it means that the workforce
needed to develop the country is less productive.” The sections below share the three
countries’ situations in that regard.

5.2 Impact of Debt Repayment on Social Spending in Zambia

According to Ndhlovu and Chishimba (2019), the increase in public debt in Zambia after 2008
resulted in an exponential increase in public debt servicing costs. The repayments have
adversely affected poverty alleviation programs and have also directly impacted negatively on
credit creation, gross national savings, domestic interest rates, gross national investment, and
gross revenue performances of the central government (Musamba and Phiri, 2020). The impact
of debt on service delivery was already felt by people before COVID-19. Thus, the pandemic just
increased the negative impact of debt on social and economic well-being.

Zambia’s defaults on debt repayment threatened to crowd out social spending and remained a
major concern for the Church and other stakeholders. The defaults presented challenges to
Zambia’s budget implementation modalities. Research-Innocenti (2021) cites Business Day
(2020) as having indicated that over 40% of the country’s budget was supposed to be supported
by domestic and external financing when the country defaulted. Yet, even before COVID-19,
Zambia’s debt payments were already threatening to crowd out social spending.

There was reduced funding to the social sectors such as health and education, and increased
allocation to debt servicing in the last couple of years. In 2015 debt servicing was 44% of the total
budget and in 2021 it had increased to 80%. Compared to the health sector in 2015 the allocation
shows 9.6% and in 2021 the allocation declined to 8.1%. The education sector in 2015 indicated a
2.7% allocation which increased to 17.2% and from there onwards decreased to 11.5% in 2021. An

19



analysis of the 2018 national budget indicates that the combined external and domestic debt
repayment amounted to 27% of the national budget (Ngambi, 2022). The debt servicing total was
equivalent to the combined amount allocated for health, education, and social protection.
Almost similar situations were noted for the 2020 and 2021 budgets. The net effect is always the
broadening of the tax base, the introduction of compliance initiatives, and the imposition of
new taxes by the government. With increased amounts in debt servicing, the study observed a
decline in quality-of-service delivery in most of the social sectors.

5.3 Zambia Falls Short of International Education Standards

Provision of quality education suffers because of inadequate funding. The teacher-to-pupil ratio
has remained high with an average ratio of one teacher to 60 pupils and there is limited access
to teaching aids and support infrastructure such as desks and seats. The reduced spending on
these non-wage components of education expenditure contributes to poor learning outcomes
experienced in the last few years. Zambia falls short of the international benchmark as it is
spending less than 15% of its total budget on education. A primary school teacher in the
Sinazongwe district bemoaned that “Textbooks and other learning materials are in short supply
as a result of inadequate funding from the government.”

Adding his voice to this conversation, a government official from the Ministry of Education made
the following observation: “Funds for 2020 were disbursed to the sector but were not enough.
Additionally, the amounts disbursed were reduced. Comparing this to what was allocated in the
budget in 2020 and the actual disbursement amount, there was a difference. The sector received
less money. As for 2021, the District Education Boards Offices in various districts did not receive
operational funds making it difficult to monitor the sector in terms of quality of services. Reduced
funding translated into poor school infrastructure such as inadequate desks and other furniture,
learning material, and poorly maintained school buildings.” The official further lamented that the
number of furniture compared to the size of classes was so low hence most pupils would be
sitting on the floor. During the same period under review 2019 - 2020, teacher recruitment was at
its lowest. The sanitation situation has been deplorable as schools did not have adequate funds
to buy cleaning materials. In 2019 to 2020 the quality of education services offered was
compromised due to the debt as the sector did not receive adequate funding.

5.4 Poor Health System Persists in Zambia

The health sector is under-resourced, with most rural health centres and clinics running without
medical doctors and support staff such as pharmacy technologists, lab technicians, and
midwives. Medical supplies and non-medical logistics are in short supply because of reduced
funding. Rural areas are the hardest hit (National Health Strategic Plan, 2017 — 2021). Essential
drugs are in short supply as a result of budget cuts to accommodate debt servicing. The Abuja
Declaration of 2001 states that 15% of the total budget should be allocated to the health sector
but this is not the case with Zambia, where in 2021, only 8.1% was allocated to the sector.
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A youth in Lusaka lamented that “more than 50 years of independence, but we still have cholera
outbreak. We are a failed generation. Politicians do not prioritize water and sanitation because it
is not affecting them.” Commenting on a similar budgetary limitation, a Church leader in
Sinazongwe said “We do not have essential drugs at this clinic. When you are sick you are only
given a prescription. The situation is very bad for pregnant women because the ambulance has
no fuel in most cases.”

5.5 Water and Sanitation

Water sanitation and hygiene (WASH) is an important social sector program as it is critical for
preventing various contagious diseases. Despite the importance of the WASH, the sector has
been characterized by very small allocations in Zambia. Underfunding has put most rural areas
dwellers at risk because of inadequate safe drinking water points and proper sanitation. It
further puts more pressure on the health systems. For urban areas like Lusaka, it is common to
have cholera outbreaks as a result of poor water and sanitation. A village headman in the
Sinazongwe Nkandambbwe area had this to say on water and sanitation:

We are sharing water with animals because of the limited boreholes in our area. Mining
activities have also made the situation worse as some existing water points have dried up.
When we go to the District Offices, we are told the government has no money to drill deeper
boreholes.

Thus, the limited resources have exposed people to serious health challenges associated with
dirty drinking water. The 2015 data depicted in Figure 11 below highlights a lack of access to safe
drinking water, leading to increased vulnerability to waterborne diseases. Regrettably, the
situation has not shown any signs of improvement as of 2022.

Figure 11: Dirty Water Source in Zambia

Source: Zambia Daily Mail (2015) - A woman in rural Zambia drawing water from a stream
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5.6 Household Purchasing Power Eroded in Ghana

Ghana is currently experiencing debt-induced macroeconomic instability with fiscal policy to
blame. The macro-fiscal pressures are manifesting in the microeconomy sweeping households
and firms with a disproportionate impact on the low, moderate-income earners, socially
excluded and marginalized in society. Emerging from the COVID-19 pandemic, the country
headed straight into an economic crisis with implications for households and individuals.
Inflation in Ghana is at a multi-decade high, dwarfing the purchasing power of households with
practically no built-in stabilizers or buffers against shocks. Ghana’s inflation is particularly high
relative to her peers in Sub-Saharan Africa as can be seen from the figure below. Since the start
of 2022, food prices increased sharply in many countries such as Uganda, Kenya and Zambia.

Figure 12: Food Price Index in Sub-Saharan Africa (January 2022=100)
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The country started the year with an inflation of 13.9 and in less than a year, inflation rose to
54.1% in December 2022, implying the broadening of inflation pressures beyond food and non-
food inflation. The Central Bank responded by hiking monetary policy cumulatively by 1000 basis
points in 2022 alone given that inflationary pressures are becoming entrenched, leading to the
de-anchoring of inflation expectations. This damaged the credibility built around the Bank of
Ghana’s price stability objectives. Wages failed to keep pace with surging prices across the
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public and private sectors causing a deterioration of household purchasing power. The fuel price
took a toll on the commuting populace causing agitations and threatening to cause social unrest
with calls on the government to take meaningful steps to ease the pressure on consumers.
Among persons in the labour force (15 years and older), about 380,000 were simultaneously
food insecure, multidimensionally poor, and unemployed (Ghana Statistical Service, 2022).
Vulnerable employment was at 68.6%, indicating a lack of decent work, particularly in the formal
wage economy. About 14 million people in the country (12% of the population) were food
insecure concentrating in five northern regions of the country (GSS, 2022) whilst the
multidimensionally poor population increased from about 13.6 (44.1%) million people in the first
quarter (Q1) of 2022 to 14.4 million (46.7%) in the second quarter (Q2).
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6 Debt Management Mechanisms in Africa

6.1 Introduction

In the current context of increasing government indebtedness in Africa, debt transparency
has become a key issue for several reasons. Creditors need to accurately assess the debt
sustainability of their potential borrowers, citizens need to be able to hold governments
accountable for the debt they incur, and borrowers need to define strategies based on a clear
perception of the level and cost/risk profile of their debt composition. One of the pillars of
debt transparency is the publication of timely, comprehensive, and accurate data. Public debt
management aims to ensure that the government’s financial needs are met on a timely basis,
borrowing costs to the government are as low as possible, consistent with a prudent degree
of risk, and the government debt market is developed (Ghana Ministry of Finance Website).
Below is a summary of the available debt management frameworks in the three studied
countries.

6.2 Zambia’s Debt Management Frameworks

The study noted that Zambia has instituted legal frameworks that govern public debt
contraction and management. These include the Constitution (Amendment) Act No. 2 of 2016;
Loans and Guarantees (Authorization) Act No 13 of 1994; National Planning and Budgeting Act
No.1 of 2020; Public Finance Management Act No. 1 of 2018; and the Anti-Corruption Act No. 3 of
2012. The study however found that these legislative pieces were not adequate in addressing
the challenges associated with public debt management. The World Bank and IMF (2019)
advised the revision of these legislations to make them more effective in terms of coordination,
as well as an increase in transparency and accountability. A point of reference was the medium-
term debt strategy (MTDS) strategic framework which is not backed by law but is a process that
the WB and IMF support.

The amended Constitution Act No. 2 of 2016 gives the scope of public debt under Article 208 (1)
which states “A public debt shall be a charge on a Consolidated Fund or other public fund.”
Furthermore, Sub Article (2) defines public debt to include “the interest on debt, sinking fund
payments in respect of the debt and the costs, charges, and expenses incidental to the
management of the debt.” The constitution also attempts to cure the issue of parliamentary
oversight on debt management. Article 207 (1) stipulates that the Government will raise or
guarantee a loan or grant on behalf of itself or other state organs, as well as undertake
repayment of the loan by introducing it to the National Assembly. This implies that before the
Government decides to borrow, the request must be tabled before the National Assembly as
prescribed under Article 207 (2) (a). Furthermore, the Constitution provides guidance on the
powers to borrow and lend as stated in Article 207 (1) (a) and (b). It also states that the
Government may raise and/ or guarantee loans or grants on the State’s behalf as well as on
behalf of other State organs and other institutions. Article 207 (2) provides that legislation
enacted for borrowing and lending - the Loans and Guarantees (Authorization) Act in this case -
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shall provide for the category, nature, and other terms and conditions of a loan, grant, or
guarantee.

An official in the Chamber of Commerce in Zambia shared his opinion about the legal
frameworks:

Despite the amendment of the constitution to accommodate parliamentary oversight, the
harmonization of different legislation that governs debt management is still missing hence the
debt crisis. During the previous government (2011-2020), laws and procedures were not being
followed. It was only during the time of President Mwanawasa (2000-2008) that laws and
procedures were being respected. We expect this new government to do things differently on
public debt management.

According to Jesuit Centre Theological Reflection (JCTR) (2021), the preparation of an MTDS is
an important exercise because it tends to guide the Government plan over the medium term to
achieve the desired composition of the public debt portfolio. The challenge with MTDS is that it
is not prescribed in the Constitution. MTDS is purely a function of the subsidiary law governing
public debt.

Statutory Instrument (SI) 53 of 1998, specified fiscal rules on debt contraction. The debt ceiling
was set at K20 billion, but it was later revised to K35 billion under the Loans and Guarantees
(Maximum Amounts) Order No.25 of 2014. There have been several revisions to the ceilings and
by 2016 the amount was raised to K160 billion. In 2019, there was a revision that stipulated that
the maximum amount of external loans that can be raised within Zambia is K160 billion. From
the domestic market, the maximum amount that can be raised which is payable under one year
is K30 billion, and those loans exceeding a year are Kyo billion. The situation (2021) told a
different story.

The JCTR Report (2021) Indicates that the Loans and Guarantees (Authorisation) Act No. 13 of
1994 is the primary legislation that gives powers to the Minister of Finance to borrow on behalf
of the Government through different instruments, issue guarantees, lend, and set limits for the
proposed borrowing. Under Article 3 of the Loans and Guarantees (Authorisation) Act No. 13 of
1994, the Minister is authorized to borrow within and outside Zambia, as he or she may deem
desirable. However, Article 3 (a) further stipulates that the Minister should not exceed at any
one time the amount/ceiling he or she is authorized by the National Assembly. However, there
seems to be a misalignment in the final authorization on debt contraction between the
Constitution which states that the debt should be approved by the National Assembly, and the
Loans and Guarantees (Authorisation) Act No.13 of 1994 which calls for the Minister’s approval.
Furthermore, the Loans and Guarantees (Authorisation) Act No.13 of 1994 does not have
provisions for borrowing, and this gives the Minister too much power to commit the country to
debt. A Church leader based in Lusaka lamented that the debt management laws are silent on
the roles and responsibilities of non-state actors and the public.
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6.3 Ghana’s Public Debt Management Framework

The primary source of framework for debt management in Ghana is the Constitution of the
Republic. However, in 2016, Ghana enacted a new Public Financial Management Act (Act 920).
The essence of this Act is:

To regulate the financial management of the public sector within a macroeconomic and fiscal
framework; to define responsibilities of persons entrusted with the management and control of
public funds, assets, liabilities, and resources, to ensure that public funds are sustainable and
consistent with the level of public debt; to provide for accounting and audit of public funds and to
provide for related matters.

Public Financial Management Regulations, 2019 (LI 2378), Ministries, Departments and Agencies
(Retention of Funds) Act, 2007 (Act 735), The Public Procurement Act, 2003 (Act 663), and the
Public Procurement (Amendment) Act, 2016 (Act 914), The Internal Audit Agency Act, 2003 (Act
658) are also key secondary public management tools in Ghana.

The Audit Service Act, 2000 (Act 584) is the key regulatory framework on public debt. Section 54
(1) states that the Ministry of Finance shall have an office that is responsible for public debt
management, and which shall be under the supervision of the Chief Director as per the Civil
Service Act, 1993 (PNDC Law 327). Secondly, the Public Debt Management Office shall (a) handle
debt management operations of the Government; (b) assess risks for government guarantees
and lending; (c) assess all forms of credit agreements including suppliers’ credit, buyer’s credit,
mixed credit, and finance lease agreements to be entered into by the Government; (d) assess
the feasibility of borrowing requirements implied by the path for the fiscal deficit in the Fiscal
Strategy Document; (e) formulate the Medium-Term Debt Management Strategy, and (f)
perform any other functions that may be determined by the Minister. The Act also mandates the
Ministry of Finance to publish an annual debt report as part of disclosure and transparency
mechanisms.

The process of contracting public loans goes through Parliament (article 181 of the Constitution)
whilst the powers of the Finance Minister to borrow is under section 55 of the Public Financial
Management Act (2016) Act 921 and the reasons for borrowing under section 57. The Ministry of
Finance (Ghana) website indicates:

Section 71 and 72 of the Public Financial Management Act, 2016 (Act 921) mandates the Public Debt
Office to provide accurate and timely information in respect of debt stock, through annual debt
reports, quarterly debt statistical bulletins, monthly newsletters, and other information related to
public debt and debt management activities, all of which is easily be accessed here on this website.
Information relating to public debt policies and guidelines is also published on this website. All
data, reports, and documents relating to public debt in Ghana may be found on this website using
the Search button or under the Publications section.
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This shows that Ghana has enough transparency and accountability mechanisms that could
have helped the country deal with its debt crisis. However, compliance with the systems
remained a major concern for many stakeholders. Yet, the legislation was meant to increase
accountability and transparency relating to public financial management that includes public
debt management (Ministry of Finance Website).

6.4 Public Participation in Burundi

Law Number 1/03/ of May 7" 2016 in Burundi, governing public debt management shows the
mechanisms of transparency and control of public debt in Chapter 5 from Article 33 to Article 40.
However, Burundi has not been doing well in the practice of Open Budgeting, which is a key
component of public debt management. The study noted that the country should strengthen
public participation in the budget process. The Ministry of Finance, Budget, and Planning of
Burundi was encouraged by the study participants to ensure that the public, civil society and the
Church are actively involved in the process. It was further noted that the Parliament of Burundi
should also strengthen its public hearing processes to allow the people to share their ideas
regarding public debt management.

The Open Budget Survey (2021) noted that in terms of public participation, Burundi is at 0%.
Thus, accountability and transparency are compromised even on public debt management
matters. The people only receive reports from institutions such as the Burundi Court of Audit
without any formal public platforms created for input.

In December 2021, capacity-building training for Burundi's debt management executives on Debt
Management and Financial Analysis System (DMFAS) was held. The DMFAS was developed by
United Nations Conference on Trade and Development to build debt management capacity for
"developing" countries. The software was to help the governments to strengthen the skills and
qualifications of staff from institutional and administrative sections in charge of debt
management (better financial and debt management and sometimes debt rescheduling or
relief).
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7 Contemporary Church Role in Public Debt Management

7.1 Overview

The study observed that debt management has been the preserve of the executive arm of
government without active participation by the public. In particular, the Church has not been
very active in all three countries under study with regard to debt management in recent years. It
was noted that the Church was only involved during the campaigns for debt cancellation such as
the Jubilee Campaign of the early 2000s. Yet, the Church is the first respondent in cases where
citizens’ education or health are under threat due to poor funding.

In the case of Zambia, the legal framework in debt management was changed in 2016 to give
more oversight role to parliament but this has not been followed adequately leading to the
current debt situation. A faith leader who participated in this study observed that the legal
frameworks need to be revised to create more room for religious groups. This would have
consolidated the oversight role being played by parliament which is also presumed to be
representative of the people. Another Church leader in Zambia observed that lack of prudent
debt management has contributed to the debt problem and the Church should intervene. A
Sheikh from a Muslim community in Lusaka, also added his voice when he said ‘“We cannot have
politicians providing oversight over debt as they are the cause of the problem. We need an
independent body formed by all the major religious main bodies to oversee/oversight the
political engagements of the state.” While the Church has no legal basis to offer such oversight
at the moment (in all three countries under study), it has a moral obligation to ensure that debt
is managed properly.

The Debt Alliance in Zambia continues to engage with the government, media, and like-minded
civil society organizations calling for a more robust legal framework to safeguard freedom of
information, demand for more transparency around debt, and bring greater accountability to
the use of loans contracted. The study observed that the Church can have a positive influence
on debt management, especially in increasing transparency and accountability if it closely works
with other players such as the civil society. Additionally, the Church can facilitate the creation of
a critical mass that will demand from the government more transparency and accountability in
debt management. The Ethic International Affairs (2011) states that since the late 1970s, an
increasingly global coalition of churches and nongovernmental organizations has pressed for
the reduction if not outright cancellation of the foreign debt of highly indebted poor countries,
because of its deleterious impact on poor people. The movement achieved limited yet
substantial success in the Jubilee 2000 campaign. Thus, through its advocacy work, the Church
can contribute to the cancellation of debt, especially concessional loans. If this was achieved
between 2000 and 2008 it can be done again.
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7.2 Alternative Borrowing

The study confirmed that external debt is not sustainable for Africa as it can further diminish the
level of the continent’s sovereignty since countries are forced to accept stiff conditions for them
to access loans because of desperation. It also emerged that loans are not predictable hence
countries will have challenges in planning for social and economic development. The case of
Ghana and Zambia’s negotiations with the IMF which took a relatively long time to materialize is
a good example. While negotiations were held for Ghana to access the IMF resources, the social
and economic situation continued to deteriorate. As this report is being developed, Zambia’s
request is yet to be finalized by the IMF.

The participants in this study agreed that Africa should focus on domestic resource mobilization
and avoid further borrowing as much as possible. The continent has adequate resources in the
form of minerals, land, water bodies, and human resources that can be utilized to address its
challenges. For instance, Zambia is the second-largest producer of copper in the world (Savage,
2022). Through the utilization of its resources, Africa will maintain its sovereignty. Thus, well-
crafted tax policies and laws should be considered for the maximization of local resources.

However, Africa has remained exposed to illicit financial flows, corruption, and other economic
vices that rob it of its potential. The issues raised in the 2015 High-Level Report on lllicit Financial
Flows have remained a major challenge in all African countries. The continent loses huge
amounts of resources through illicit means. Yet such resources could have acted as an
alternative to foreign debt.

Therefore, the Church should intensify its efforts to promote tax justice as a means to
discourage African leaders from resorting to additional borrowing. Working with other
ecumenical bodies, namely the Council for World Mission, Lutheran World Federation, World
Communion of Reformed Churches, World Methodist Council, and World Council of Churches,
the AACC participated in the relaunch of the ZacTax Campaign in Africa through an event held in
South Africa on 20 May 2023 Working with technical partners such as the Tax Justice Network
Africa, the Church can influence the process of strengthening African tax systems to deal with
tax avoidance and evasion by individual, local institutions as well as multinational companies.

2 Woerc.flywheelsites.com/zactax-cmpaign-calls/
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8 Conclusions and Recommendations

8.1  Conclusions

The study has noted that Africa’s foreign debt continued to expand in the last decade,
potentially pushing the continent towards a crisis. The emergence of new private and bilateral
creditors has complicated debt negotiation processes. The role of China in the accumulation of
Africa’s foreign debt was noted with concerns being raised regarding that country’s financial
approaches. Chinese projects were observed to be secretive, making it difficult for the study to
state with certainty the amount owed by the three countries under study. Furthermore, the
study observed that China is Zambia’s largest bilateral creditor, a position that is said to have
delayed that country’s debt restructuring process. This was in stark contrast to the situation in
Ghana, with China holding a smaller share of the country’s debt, even though the negotiation
process was relatively prolonged.

The contribution of COVID-19 to the accumulation of foreign debt in the three countries was not
uniform. While Zambia defaulted during COVID-19, the pandemic was not the sole driver of the
debt, with the health crisis serving to expose the lack of adequate legal frameworks in debt
management. In Ghana, the study noted the debt crisis was instigated by other drivers apart
from COVID-19, which included monetization of elections. Burundi received support for
responding to COVID-19, but like in the other two countries, the pandemic just came to
exacerbate the already precarious position of the country. However, the foreign debt
management system was generally exposed in all three countries during the health crisis. The
role of parliament and the application of the existing legal frameworks were not fully respected.
The uncoordinated nature of Zambia’s framework also continued to have implications on debt
accumulation and management even outside pandemics.

External debt servicing has had serious repercussions on social and economic development. In
particular, education, health, and social protection programs were affected by debt repayments.
This was noted in countries such as Zambia and Burundi. In Ghana, debt repayment affected
households in many ways and there have been some threats of mass actions from the people.
The study thus confirmed the unsustainability of debt if it is utilized for supporting
nonproductive sectors such as elections and humanitarian interventions.

A majority of Africans are religious, and the ongoing socioeconomic crisis linked to foreign debt
would affect them significantly. The Church has a significant role to play through evidenced-
based advocacy and forging consensus between citizens and the government. This explains the
current study which is meant to prepare the Church for that role. The Church in Africa must
strengthen its economic and financial expertise to meaningfully engage and contribute to the
national economic discourse. This can be achieved through independent analysis and the
presentation of alternative ideas. This way, the government would recognize them as a
formidable force in nation-building. The Church must through evidenced-based research ensure
adequate safeguards are put in place to guarantee value for money as integrity violations
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(corruption) are more frequent in crisis periods as was observed during the pandemic in the
name of saving lives and livelihoods. Election periods also need to be monitored by the Church
and other non-state actors as resources can be misused in the guise of promoting democracy.

The Church must ensure greater ethical and moral consideration in public financial management.
It needs to be involved in the debt restructuring conversation and the necessary fiscal
adjustment required to bring the continent out of the financial crisis. There is no doubt, an IMF-
supported program would impose hardships on the citizens in the immediate to the short term,
and the Church is strategically positioned to mediate and moderate the economic atmosphere.

The Church could also educate its members on greater tax compliance whilst encouraging the
governments to be prudent and seek greater value for money in their procurement systems.
Usually, the Church comes in when the crisis has been created but it can be proactive going
forward, especially in terms of post-debt accumulation measures to ensure transparency and
accountability. The perceived separation between the Church and the economy must be bridged
going forward, whilst the former reassumes its leadership role in the socio-economic
development of the continent as was observed immediately after independence, particularly in
the areas of education and health.

8.2 Specific Recommendations

The following key recommendations from this study are also anchored on many other studies
conducted by different institutions that are relevant to the faith constituency:

1. Africa should actively participate in local initiatives that demand for local borrowing as
against international financial institutions. This will go a long way in promoting domestic
resource mobilization as an alternative to further external borrowing. The Church, in
particular, has to amplify its prophetic advocacy in the promotion of tax justice in
collaboration with other global, regional, and national initiatives and other ecumenical
bodies. Thus, strengthening the national tax system will help individual countries to
maximize their domestic resources to finance social and economic development.

2. Debt transparency remains critical for the three countries featured in this study and
Africa in general. Comprehensive public debt data disclosure requirements and state
borrowing procedures should be strengthened in the existing legal frameworks. The
public including the Church should utilize such transparent and participatory systems to
strengthen their engagements on public debt. Where the systems are not in existence,
the public should advocate for their establishment. Amounts of foreign debts and terms
of loans to be incurred should be publicly disclosed through known and predictable
platforms. Transparent and participatory systems are the pillar of effective and efficient
public debt management in Africa.
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The Church and other non-state actors should remain alert during pandemic and election
periods since it has emerged that governments can misuse their powers and borrow
money in the guise of responding to a pandemic or promoting democracy but use the
money for politicking in election seasons. This was witnessed during COVID-19 in the
three countries (and in Ghana during election times). The Church should work with other
players to sustain the role of key oversight institutions such as the parliament during
such strategic moments.

. African countries in general and the three countries under study in particular, should
ensure that national public management frameworks comply with all principles of good
governance. These include participation by all, transparency, accountability, and effective
institutional and policy arrangements. Public participation posed a significant challenge in
the context of Burundi.

As African countries are engaged in debt restructuring exercises, comprehensive and
inclusive approaches should be adopted. All creditors should be involved to guarantee
the enjoyment of the social and economic rights of debtor citizens. Thus, all creditors
should participate on comparable terms in the debt restructuring process so that they
feel comfortable that any relief they may provide will benefit debtor countries rather
than other creditors. In this process, the debtor countries will reach agreements with all
creditors thereby freeing resources for social spending.

Foreign debt is more than a financial matter as it has serious implications on other
elements of human lives. Debt servicing affects the social, economic, cultural, and
political sectors of any country. At the centre of all this is the enjoyment of social and
economic rights by the citizens. Thus, any debt restructuring process should be
comprehensive enough to address all the social, economic, and political issues of the
debtor country. This calls for all stakeholders including the Church to be involved in the
debt restructuring negotiations. The process should involve the citizens, bilateral and
multilateral creditors, the private sector, the Church, and civil society among other
players.

An analysis of the social impact of foreign debt has shown that in most cases loans are
pegged on conditions that further violate the social and economic rights of citizens.
Thus, if conditions are to be attached to a loan, such conditions should be attuned
toward the realization of the social and economic rights of citizens. For instance, foreign
loans should only be considered where there is a budget deficit in meeting strategic
development goals such as those dealing with education, health, and social protection
issues.
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