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ABOUT

The mission of the Debt Relief for Green and Inclusive Recovery (DRGR) Project is to utilize rigorous,
policy-oriented research to advance innovative solutions to address the challenges of 21st century
sovereign debt crises.

Taking a holistic approach, the DRGR Project engages with policymakers, thought leaders and civil
society to further ambitious, evidence-based policy dialogue for sustainable development around the
world. The DRGR Project has been designed since its inception with input from stakeholders in the
Global South, and to advance its policy recommendations through a development-centered lens.

The DRGR Project is a collaboration between the Boston University Global Development Policy Cen-
ter, Heinrich-Boll-Stiftung and the Centre for Sustainable Finance at SOAS, University of London.
Founded in 2020 during the height of the COVID-19 pandemic, the DRGR Project focuses on the link-
ages between sovereign debt distress and climate change, advancing pioneering proposals to unlock f
inance for sustainable development and to achieve shared climate and development goals.
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KEY MESSAGES

e The climate crisis severely threatens economic growth in the Global
South, especially in Africa, where 17 of the 20 most vulnerable countries
are located. Addressing these climate risks requires the region to mobi-
lize significant financial resources to invest in climate adaptation and
development; however, African economies are facing an acute sovereign
debt crisis.

e External shocks from climate impacts, energy and food price spikes, and
the hiking of interest rates by central banks in advanced countries have
contributed to external debt levels increasing by 240 percent between
2008-2022. Much of this debt has been borrowed on expensive terms,
with over half of African nations now spending more on interest pay-
ments alone than on their public health budgets.

«  These challenging debt dynamics are seeing an increasing number of
African nations defaulting on their financial obligations and their climate
change investment needs. Without addressing the debt crisis, countries
will be trapped in a vicious cycle of climate impacts leading to an effec-
tive 'default on development,’ as well as chronic underinvestment and
political instability.

«  African countries will need significant amounts of low-cost finance to
ensure their fiscal stability and to invest in green growth. But low-cost
liquidity will not be enough: At least 34 African countries will need signif-
icant debt relief to unlock the necessary funding for the United Nations
2030 Sustainable Development Goals and Paris Agreement targets,
supplemented by other forms of low cost and concessional financing.

«  The case-by-case approach under the G20 Common Framework has
proven lengthy and insufficient to provide the necessary debt relief for
improving a country's fiscal health. Many countries that need debt relief
will not ask for it because they know they cannot expect a swift and fair
treatment.

- Toaddress this, we outline a series of reforms and policies aimed to assist
highly indebted nations. These proposals would empower indebted and
climate vulnerable African countries to pursue sustainable green growth
pathways by providing regional governments with the necessary tools to
achieve their climate and development goals. This requires a substantial
infusion of low-cost financing, comprehensive debt relief and a funda-
mental restructuring of the global financial architecture.

«  African leadership, particularly in upcoming international forums, will
be crucial in 2025 to champion essential reforms of the current debt
and financial architecture, helping to break the vicious cycle and deliver
sustainable and inclusive growth to the region.



INTRODUCTION

Since 2020, African countries have found themselves at the epicenter of a
‘polycrisis’. The onset of the COVID-19 pandemic, the globalization of infla-
tion and subsequent interest rate hikes, as well as worsening climate shocks
and the impact of rising geopolitical tensions, have left nations in a highly
vulnerable position.

While these external shocks have attracted attention, many African coun-
tries are silently struggling with dangerously large debt burdens. External
public and publicly guaranteed (PPG) debt in Africa has nearly tripled since
2008 (World Bank, 2023). The weight of increased debt burdens is wors-
ened by the sharp rise in debt servicing costs, as central banks have aggres-
sively tightened monetary policy in the pandemic era (Chabert et al., 2022).
Between 2014-2022, the yield on the S&P Africa Sovereign Bond Index
(USD) averaged 9.9 percent, however in 2024, yields on African debt hit a
record 13.5 percent (S&P, 2024). Such elevated borrowing costs have locked
many countries out of international markets and those that have issued debt
have done so at eye-wateringly high yields. Higher debt payments constrain
a country’s fiscal capacity, crowding out investment in development and
resiliency projects, which in turn increases the nation’s vulnerability and
potential losses, leading to a further cycle of economic weakness. The con-
tinent is thus trapped in a vicious cycle of climate vulnerability and underin-
vestment, making it increasingly difficult for the region to attain its climate
and development goals.

The climate crisis threatens the growth prospect of many Global South econ-
omies; however, the risk is particularly acute for African nations, as 17 of the
20 countries most at risk from climate change are located on the continent
(UNECA, 2023).' Escaping this debt cycle and providing governments with
the means to unleash a positive cycle of green growth, as seen in Figure 1,
requires drastic improvements to the global financial architecture, alongside
extensive debt relief from both public and private creditors.

The following section details the challenging debt dynamics facing African
nations, demonstrating that the region is struggling with a large and expen-
sive debt burden that is posing a significant risk to their sovereign stability
and their ability to meet climate commitments. The next section outlines
several solutions that would allow African nations greater fiscal space and
stability to achieve sustainable growth, and also identifies potential reforms
to the international financial architecture.

' As measured by the vulnerability sub-component of the Notre Dame Global Adaptation
Initiative (ND-GAIN) index of the University of Notre Dame.



Figure 1: Positive Cycle of Green Growth for Developing Economies

Faster growth and a greater
resilience to climate shocks
lead to higher tax revenues
and lower emergency
expenditures.

Enhanced fiscal space and a
lower cost of capital lead to more
public and private investment and
green growth.

Improved fiscal stability and
lower country risk leads to a

reduction in the cost of capital. Improved public finances lowers

default risk and improves
sovereign credit ratings.

Source: Compiled by authors.

AFRICA’S DEBT DYNAMICS

African economies have struggled with numerous external shocks over the
last decade, leading to extensive borrowing from international capital mar-
kets, which offered a quick but often expensive solution to their fiscal chal-
lenges. PPG debt across Africa surged by 240 percent between 2008-2022,
with countries like Senegal, Rwanda, Mozambique and Ethiopia seeing a
tenfold increase in external debt, as seen in Figure 2 (World Bank, 2023).

Figure 2: Public external debt composition (in USD billions) by creditor
type for African nations, 2008-2022
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Source: Compiled by authors using World Bank (2023).

Note: Includes data from 52 African nations, as per World Bank International Debt Statistics cover-
age. The World Bank Group comprises the International Bank for Reconstruction and Development
(IBRD), International Development Association (IDA), International Finance Corporation (IFC) and

Multilateral Investment Guarantee Agency (MIGA). Libya and Seychelles are not included due to
a lack of data.



Debt owed to private bondholders soared from $25 billion in 2008 to $187
billion in 2022, straining government finances as rising global borrowing
costs diverted resources from crucial socio-economic priorities such as
health, education and climate resilience investments (World Bank, 2023).

Given that implementing Africa’'s nationally determined contributions
(NDCs) will require about $2.8 trillion between 2020-2030, only around
10 percent of this funding ($264 billion) is expected to come from domestic
public resources (FSD Africa, 2022). The remaining 90 percent is expected
to come from international sources and private sector investments. Of these
total financing needs, loans have dominated grant funding at a rate of two
to one, adding further pressure to Africa’s debt profile (FSD Africa, 2022).
Other studies covering overall climate and development finance needs, sug-
gest that out of the $3 trillion additional flows needed by 2030, $1 trillion
would be external debt from private and official sources (G20 independent
Experts Group, 2023).

This increasing reliance on external funding sources is particularly concern-
ing, given that over half of African nations spend more on interest payments
than on healthcare. Between 2020-2022, African countries allocated over
2.3 percent of their gross domestic product (GDP) to interest debt repay-
ments—exceeding spending on health, which stood at just 1.8 percent of
GDP (UNCTAD, 2024). The situation is even more acute in countries like
Mozambique and Angola, where total debt servicing costs have exceeded
20 percent of GDP over the same period. The heavy debt burdens many
governments face make it nearly impossible to increase spending on essen-
tial services without incurring further debt. The African Development Bank
estimates that in 2024, African governments will spend $163 billion on debt
servicing, up from $61 billion in 2010 (African Development Bank Group,
2024). This trend is expected to worsen as principal repayments come due
and additional capital is sought from international markets.

Considering their current economic outlook, African nations face difficul-
ties managing debt levels. Figure 3 presents an enhanced Debt Sustainabil-
ity Analysis (DSA) by Zucker-Marques et al., (2024) showing the countries
expected to exceed solvency indicator thresholds by each analysis year. The
authors identify that 14 countries have already breached debt sustainability
thresholds in 2022 before new climate investments are incorporated into
the enhanced DSA. Once new investments are incorporated, an additional
20 are projected to exceed either the Present Value debt-to-GDP ratio or
debt-to-export ratio. Three countries (Mauritania, Rwanda and Burkina
Faso) will not breach these thresholds and hence could benefit from liquid-
ity programs.



Figure 3: External debt sustainability analysis results under baseline scenario: Countries breaching solvency
thresholds by year
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Source: Zucker-Marques, Gallagher and Volz (2024)

Note: (*) Under the baseline scenario, the Republic of Congo is projected to fall below the threshold in 2028, while Dominica is expected to drop
below it in 2027. Once breached, all other countries remain above the threshold. Note that current methodologies do not account for domestic
debt accumulation, outcomes may change when domestic debt is also considered. Details are only available for Lower Income Countries (LICs)
in Africa.

The overall sovereign risk is likely to increase as existing debt matures, with
the narrow fiscal space and elevated global borrowing costs, which makes
rolling over debt more costly and difficult. Since 2020, four African nations
have defaulted, and the number of regional economies effectively barred from
international capital markets has grown from one in 2010 to 11 in 2024. In
response, some countries have resorted to rolling over debt at unsustainable
interest rates, with Kenya and Cameroon issuing debt at yields exceeding
10 percent in 2024 (EcoFin, 2024). In 2025, nine countries, including Egypt,
Nigeria and Tunisia, face $7.5 billion in maturing foreign currency bonds,
likely at significantly higher borrowing costs (Chuku and Yenice, 2023).



DRGR PROPOSAL AND POLICY
RECOMMENDATIONS

Many emerging market and developing economies (EMDEs) face a dual
crisis of unsustainable debt and the pressing need to finance climate and
development goals. Indeed, the Independent Expert Group to the Group of
20 (G20) has charted a pathway to prosperity through the mobilization of
$3 trillion annually, $1 trillion from external sources and $2 trillion domesti-
cally, by 2030 (Bhattacharya et al., 2023). The G20 Common Framework,
designed to assist these economies, has proven inadequate in its current
form, characterized by complex and protracted negotiations and limited
participation from private creditors. Reforms are urgently needed to enable
swift and comprehensive debt restructuring, which would provide the fis-
cal space necessary for EMDEs to pursue green and inclusive development
pathways.

The key inadequacies of the G20 Common Framework include:

e DSAs: The DSAs that guide debt relief negotiations do not adequately
account for the critical development and climate investment needs of
participating countries or for the external shocks they experience. This
has led to unrealistic assessments of debt sustainability, undermining
the effectiveness of debt relief efforts.

< Participation from all creditor classes: The Framework lacks mecha-
nisms to ensure the participation of all creditor classes in debt restruc-
turing. Private bondholders and commercial creditors are often reluctant
to participate, while multilateral development banks (MDBs) are entirely
exempt, leading to unequal and insufficient debt relief.

< Comparability of treatment: There is an inconsistency in the level of
debt relief provided by different creditors, with private creditors often
offering the least relief. To ensure fairness, the principle of comparability
of treatment should be improved, with the level of debt relief being more
closely aligned with the interest rates charged by creditors, particularly
those who have already accounted for potential losses through high
ex-ante capital costs (Zucker-Marques, 2023).

Reforming the Common Framework

The international community’'s current efforts to address the debt and
development crises in EMDEs has to date been insufficient. To prevent
the high costs of inaction, it is imperative that the G20 Common Frame-
work undergo significant reforms. The Debt Relief for a Green and Inclusive



Recovery Project’'s (DRGR) proposal provides a comprehensive approach
to debt relief, integrating climate and development goals into debt restruc-
turing processes. By ensuring all creditor classes participate equitably and
by reforming DSAs to better reflect investment needs, the proposal aims to
create the fiscal space necessary for EMDEs to embark on green and inclu-
sive development pathways.

In order to rectify these issues and reform the G20 Common Framework, the
DRGR Project proposes a three-pillared approach to providing the necessary
fiscal space for EMDEs to achieve their development and climate goals, as
seen in Figure 4.

Pillar 1: Public and Multilateral Creditor Debt Reduction

Public and multilateral creditors should provide significant debt reduc-
tions. These reductions should not only restore fiscal and debt sustainabil-
ity but also allow countries to pursue their climate and development goals.
Although multilateral development banks (MDBs) have concerns about
their financial health, it is essential that they remain involved in debt relief

Figure 4: Debt Relief for Green and Inclusive Recovery in Africa
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International financial architecture reform aligned with the UN 2030 Sustainable Development Goals
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Source: DRGR Project 2024.



efforts. Their participation is critical, especially for low-income countries,
to achieve the necessary level of debt reductions. To safeguard MDBs' pre-
ferred creditor status and ensure their continued financial stability, various
options are available, such as compensating them for potential losses while
they contribute to debt relief initiatives (Zucker-Marques et al., 2023).

Pillar 2: Private and Commercial Creditor Participation

Itis crucial to compel private and commercial creditors to participate in debt
relief efforts, ensuring fair and comparable treatment. This can be achieved
by employing a combination of incentives and penalties. For instance, incen-
tives could take the form of Brady-type credit enhancements for new bonds,
while penalties could be applied to enforce compliance. Furthermore, leg-
islative and regulatory actions in key jurisdictions, such as New York and
London, could place additional pressure on private creditors to cooperate
with debt restructuring agreements (Reuters, 2024a).

Pillar 3: Credit Enhancements for Non-Distressed Countries

For countries that are not currently facing immediate debt distress but
are constrained by a lack of fiscal space, credit enhancements and other
forms of support should be offered. This would help to lower capital costs,
attract investment and maintain liquidity. Such credit enhancements might
include guarantees for sovereign bond issuances or mechanisms to hedge
foreign exchange risks, all tailored to make financing more affordable and
focused on fostering growth. Additionally, debt service suspensions should
be considered to provide immediate fiscal relief. However, these suspen-
sions must be accompanied by growth strategies to ensure that long-term
debt sustainability is not compromised. Lastly, there should be advocacy
for the broader implementation of the World Bank’s Climate Resilient
Debt Clauses. These clauses, currently focused on small and island states,
should be expanded to include middle-income countries, thereby providing
greater financial protection and resilience against climate-related risks on
a broader scale.

CONCLUSION: UNLEASHING GREEN GROWTH WITH
DEBT RELIEF

"Africa possesses both the potential and the ambition to be a vital com-
ponent of the global solution to climate change. As home to the world’s
youngest and fastest-growing workforce, coupled with massive untapped
renewable energy potential, abundant natural assets and an entrepre-
neurial spirit, our continent has the fundamentals to spearhead a climate



compatible pathway as a thriving, cost-competitive industrial hub with the
capacity to support other regions in achieving their net zero ambitions.”

—Africa Climate Summit - Leaders
Nairobi Declaration on Climate Change and Call to Action

As the African Climate Summit Declaration has noted, Africa has huge
untapped potential for climate-positive investments, of which debt relief
is the prerequisite for realizing. Debt relief would prevent destabilization,
enhance investor confidence and strengthen government investments,
which in turn enable private investments, thereby triggering a positive cycle
of development. The DRGR proposal presents a comprehensive framework to
address these challenges through debt relief, increased concessional financ-
ing and enhanced liquidity. However, for these measures to be effective,
they must be implemented alongside broader reforms to the global financial
architecture. This includes the reform of the International Monetary Fund's
(IMF) approach to focus more on sustainable growth, an increase in capital
for MDBs and the mobilization of additional liquidity through the issuance
and re-channeling of SDRs.

Currently, African countries are far from mobilizing the necessary finance for
climate adaptation and resilience. Comprehensive debt relief, new forms of
liquidity and increased concessional and grant finance are urgently needed to
meet shared climate and development goals. The piecemeal approach to the
current debt problems is insufficient; a systemic global response is required.
With South Africa hosting the G20 Presidency in 2025, Uganda leading the
G77 and the African Union being part of the G20, significant opportuni-
ties exist for African leadership to champion essential reforms in the debt
and financial architecture. Only through a coordinated effort that combines
immediate debt relief with long-term structural changes to debt dynamics
can African nations hope to break free from the vicious cycle of debt and
achieve their climate and development goals (GCA, 2021; UNEP, 2023).

Comprehensive debt relief and a restructuring of the global financial sys-
tem are essential for Africa to meet its climate and development goals. The
United Nations Environment Programme estimates that climate adaptation
in Africa and the Middle East will require $51 billion annually between 2021-
2030 (UNEP, 2023). However, pledged climate funds to the Global South
following COP15, have come frequently in the form of loans from wealthy
nations, further fueling the debt crisis (Reuters, 2024b). The new collective
quantified goal (NCQG) for climate finance will be vitally important in linking
fiscal capacity and climate change. To effectively address these challenges,
the NCQG should include specific clauses or targets focused on debt relief.
This could involve integrating debt relief into adaptation financing, thereby



freeing up crucial resources for African nations to meet their climate and
development needs while breaking the cycle of unsustainable debt.

It is essential to recognize that Africa has long struggled with a silent debt
crisis, one that has exacerbated its vulnerability to climate shocks and con-
strained its economic potential. It is time to give voice to these challenges and
address the urgent need for debt relief as a pathway to sustainable growth.

Debt relief is not merely a fiscal issue—it is essential for unlocking the con-
tinent's potential for green growth and development. Debt relief and struc-
tural reforms could provide African countries with the fiscal space they
desperately need to meet their climate and development goals, enhanc-
ing both their resilience to external shocks and their capacity to contribute
meaningfully to global sustainability efforts. Reforming the global financial
architecture, alongside concerted efforts from African leadership on the
international stage, will be critical to breaking this cycle.

This matters not only for Africa but for the world at large, as the continent'’s
prosperity and climate leadership are key to achieving the United Nations
2030 Sustainable Development Goals and addressing the urgent challenges
posed by climate change.
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