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High on Other People’s 
Money? The Implications 
of Increasing Debt in 
Sida’s Partner Countries1

Heading towards a new debt crisis? With new 
creditors and shrinking transparency on the 
global debt arena, the financing infrastructure 
for state lending and borrowing has taken on a 
new level and shape. The traditional landscape 
of state lending from multilateral financial 
institutions to finance their development 
plans has partly been replaced by bilateral 
and commercial loans without formal ties to 
national development plans. In only a few years, 
the debt sustainability assessments in many 
low-income countries have deteriorated rapidly, 
and today, one in two of low-income developing 
countries are defined as in or in high risk of 
debt distress. 

To adapt to the new challenges arising, focus 
needs to be on improving fiscal policies and 
strengthen debt management, enhancing 
accountability of new lenders and harmonizing 
the underlying terms and conditions of debt 
globally. The aim of this brief is to review 
the current debt landscape and discuss the 
links between debt sustainability and poverty 
reduction. Particularly, this brief elaborates 
on the existing debt situation and potential 
consequences from unsustainable debt in Sida’s 
Partner Countries. 

1 Authors: Elin Colmsjö, Elina Scheja and Love Theodossiadis. We gratefully 
acknowledge constructive comments and advice from Susanna Gable and 
Elisabeth Ekelund.

INTRODUCTION
State lending and borrowing offers opportunities for 
countries to enhance their national goals. The his-
torically low interest rates during the recent years, 
combined with limited investment opportunities in 
higher income and middle-income countries, have 
provided many low- and middle-income countries 
the opportunity to boost their development efforts 
through loans. If the investments made with the loans 
lead to increased productivity, economic growth and 
tax revenues that outweigh the cost of the loan, the 
loan is sustainable, and the development outcome of 
state lending is positive. 

At the same time as such activities are central to the 
countries’ development, rising debt levels can pose 
major challenges to economic development and pov-
erty reduction if the money is not invested wisely. 
The debt crisis of developing countries leading up to 
the HIPC Initiative in 1996 reminds us of the potential 
consequences from unsustainable debt management, 
highlighting the importance of strong macro and 
policy frameworks on the international capital mar-
kets. Yet, the debt levels in low-income countries have 
increased substantially since the final debt write-off 
in 2008. By 2018, 50 % of Low-Income Developing 
Countries (LIDCs) 2 were defined as in (or in high risk 
of) debt distress. These unsustainable debt accounts 
do not only put countries economic development and 
financial stability at risk, but also poses a great threat 
to the achievement of the Sustainable Development 
Goals (SDGs). 

It has now been 22 years since the Heavily Indebted 
Poor Countries (HIPCs) Initiative was introduced, 
offering debt relief programs to certain countries with 
unsustainable levels of debt. Although the program 
turned out successful at the time, the lessons learned 
have not been enough to avoid another debt build-up. 
Current capital markets are characterized by a rise of 

2 Low-income Developing Country (LIDC) is an IMF definition of a country 
that is a member of the IMF and where gross national income (GNI) per 
capital lies below a threshold level and where external financial linkages 
and socioeconomic indicators have not lifted them into emerging markets 
status. In 2018, there were 59 countries in the LIDC grouping, accounting 
for around one-fifth of the world’s population.



2

new creditors, shrinking transparency in global debt 
data and decreasing scores on macroeconomic man-
agement in emerging economies. Accordingly, focus 
must be on finding new effective solutions to tackle 
these challenges whilst finding sustainable mecha-
nisms for financing the development agenda.

BOX 1: Debt glossary

Concessional loan = A loan with an original grant element 
of 25 percent or more
External debt = Debt owed to non-residents of the country. 
It is the sum of public, publicly guaranteed, and private 
non-guaranteed long-term debt, short-term debt, and use 
of IMF credit
Debt distress = A situation where a country cannot finance 
its expenditures and fails to repay the creditor currently, 
or shows high risk of defaulting soon due to inadequate 
growth prospects in government revenues
Debt overhang = A situation where a borrowing country 
exceeds its capacity to repay its existing debt, and where 
the creditor anticipates that the loan will not be repaid in 
full
The Paris Club = The Paris-Club is a group of main-credi-
tors of debt in developing countries, where 22 countries 
co-ordinate their strategies to foster greater debt sustain-
ability worldwide.

WHY DEBT SUSTAINABILITY MATTERS? 
When analysing debt in the developing world, one 
commonly refers to countries’ external debt accounts, 
i.e. the share of debt repayable in currency, goods or 
services that is owed to foreign actors such as for-
eign private banks, International Financial Institutions 
(IFIs) or sovereigns. High levels of debt per se are not 
directly associated with the risk of a crisis as some 
countries with high external debts (e.g. USA and 
China) have other foreign loans held to them, thereby 
securing the sustainability of their national debts. 

However, lack of foreign securities combined with 
limited possibility to generate foreign exchange 
weaken countries’ capacity to handle high levels of 
external debts. A country is said to be in debt distress, 
when it cannot finance its expenditures and fails to 
repay its creditors or shows high risk of defaulting 
due to inadequate growth prospects in government 
revenues. The causes of debt distress include high 
historical debt levels, frequent short-term loans, non-
transparent creditors, weak institutions, and weak 
capacity to finance policy objectives and service debt 
without making major policy adjustments. Moreover, 
high costs of social welfare and lacking access to 
resources to generate new income are other underly-
ing contributors to weak debt sustainability (IMF 2018 
August; Hurley et al 2018).

Figure 1: Debt sustainability: conditions and potential consequenses

 
  

 

total wealth in low-income SPCs, whereas the share 
of produced capital is higher in middle-income SPCs. 
Also, the share of human capital 
is larger in countries with higher 
levels of wealth, which rhymes 
well with the global trends 
outlined previously (See Figure 
2).  

Taking a closer look at the 
natural resources in Sida’s 
partner countries, the dynamics 
vary from oil-rich Iraq to natural 
resource poor Moldova that has 
land as its main natural asset 
(see Figure 7). While low-income 
countries are generally more 
dependent on their natural 
capital, the level of natural 
resource dependency per se 
does not necessarily tell us much about the potential 
for sustainable and inclusive economic development 
in the country. Instead, it is important to consider the 
composition of natural assets in terms of renewable 
and non-renewable assets to get further insights into 
the sustainability of the economy. 

An interesting difference in wealth composition 
among SPCs is the share of non-renewable natural 
resources – carbon-based wealth – in their asset 
base.  

Non-renewable natural resources have increased 
globally by 308 % in value between 1995 and 2014, 
which has substantially increased the overall assets 

in some SPCs. In countries with high levels of fossil 
fuel or metals and minerals, such as in Iraq, this has 

translated into a boost in total wealth, while non-oil 
rich countries have experienced more modest 
increases in their wealth. However, due to price 
uncertainty and the limited stock of such resources, 
the long-term implications of such a wealth boost is 
unclear. It can either imply greater opportunities for 
these countries to invest in human capital and put the 
country  

to a sustainable and higher long-term growth-path, or 
simply generate a greater dependency in non-
renewables, making their economies more fragile to 
future shocks. To date, the SPCs with high non-
renewable endowments are yet to show a solid record 
of investing their revenues in inclusive development. 

Out of SPCs, only two countries, 
namely Iraq and the Russian 
Federation, rely heavily (above 50 % 
of their total natural capital) on non-
renewables, whereas the remaining 
countries generate most of their 
natural resource incomes from 
agricultural land. Wealth from 
forest industries and protected 
areas is more common in many 
SPCs, such as Zimbabwe, Zambia, 
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DDaattaa  ssoouurrccee:: Changing Wealth of Nations (2018).  
NNoottee:: No data available for Afghanistan, Cuba, Kosovo, Myanmar, Serbia, 
Somalia, South Sudan, Sudan and Syria. 
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Source: Authors’ elaboration based on the conclusions of IMF (2018 August) & Hurley et al 2018.

 
  

 

a more limited fiscal space for the government to 
finance social expenditure on public services. 
Countries in debt distress have very limited access 
to external funding through more loans, and any new 
loans are likely to come at a much higher cost due to 
higher interest rates and unfavourable conditions.  

Instead, the governments need to spend an 
increasing share of their domestic revenues to 
service and repay their existing loans to improve 

Source: Authors’ elaboration based on the conclusions of IMF (2018 August) & Hurley et al 2018. 

 

Source: World Bank Data. SPCs that are not included in the graph are 
Afghanistan, Albania, Bosnia & Herzegovina, Cambodia, Cuba, Iraq, 
Kosovo, Mali, Mozambique, Palestine, Russian Federation, Somalia, 
South Sudan, Sudan, Syria, Tanzania, Turkey, Ukraine and Zambia.   
 

FIGURE 2: Expenditure on Education, (latest updated 
numbers 2008-2013) and Total Debt Service (2013) (% 
Of GNI) 
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While debt distress is caused by macroeconomic, 
institutional or structural conditions, and commonly 
discussed as a macroeconomic phenomenon, peo-
ple living in poverty are commonly the ones who pay 
the price for poor debt management in their eve-
ryday lives (figure 1). The immediate effects come 
through a more limited fiscal space for the govern-
ment to finance social expenditure on public services. 
Countries in debt distress have very limited access 
to external funding through more loans, and any new 
loans are likely to come at a much higher cost due to 
higher interest rates and unfavourable conditions. 

Figure 2: Expenditure on Education, (latest updated 
numbers 2008-2013) and Total Debt Service (2013) 
(% of GNU)
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Tanzania, Turkey, Ukraine and Zambia.

Instead, the governments need to spend an increasing 
share of their domestic revenues to service and repay 
their existing loans to improve their debt status, and 
thus, governments are faced with a trade-off between 
debt services and social services. During the 1970-
1990s, developing countries experienced a rise in 
their debt accounts from $300 billion to $1.5 trillion. 
As a response, interest payments on the external debt 
of Low-Income Countries (LICs)3 increased from $230 
million to $1.3 billion (World Bank IDS). 

3 The World Bank definition of Low-Income Countries (LICs) refer to 
countries whose GNI/capita is less than a certain amount of US dollars. 
The 2017-2019 threshold equals $995 (current). 

In many developing countries, not least in Sida’s 
Partner Countries (SPCs), more money is spent on 
debt services than on health care or education (see 
Figure 2). If the debt is invested in productive activi-
ties and human and physical capital, this temporary 
peak in debt payments may be part of a conscious 
growth strategy. Yet, in cases where the money has 
not been invested productively, large debt payments 
and associated spending cuts may lead to long-term 
deprivation and push people into poverty. (CGD, 2018). 

BOX 2: We have been down this road before  
– The HIPC Initiative

During the 1970-1990s, debt levels in many countries 
around the world increased rapidly and reached unprec-
edented levels in many low-income countries. At the time, 
countries at the centre of the crisis were on average 
spending more money on debt services than on social wel-
fare in total. 
The situation resulted in a global debate involving NGOs, 
sovereigns and international organizations, resulting in 
The Heavily Indebted Poor Countries (HIPC) Initiative, in 1996. 
After fulfilling certain criteria, countries eligible of funding 
from the World Bank and IMF (see Table below) received a 
full or part debt write-off, intended to increase their 
spending on social services and poverty reduction. As of 
2015, 36 countries (out of 39 eligible for potential support) 
had received full or partial debt relief from the program 
(IMF 2018). As an effect, poverty reduction initiatives dou-
bled between 1999-2004 in line with shrinking debt ser-
vices and increased social spending. Tanzania and Uganda 
invested the savings in increased education capacities 
whereas Burkina Faso improved the access to water and 
health care (IMF & IDA, 2002) (IMF, 2016).

 
  

 

GLOBAL DEBT DYNAMICS 

The global landscape for external debt has changed 
substantially over the past decade. Debt has risen 
significantly but unequally across the globe between 
2006 and 2016. In low and middle-income countries, 
the average increase in the level of external debt 
was only 5,5 %, while in Latin America the debt levels 
have risen by 65 %. Moreover, debt has been rising 
more rapidly during the latest 7 years (from 2011 
and on). 

Looking deeper into the regional external debt 
accounts of LICs and MICs, the overall trend since 
the last debt crisis in 1994 follows a similar path of 
initial decline followed by a recent sharp increase in 
all regions (see Figure 3). The falling debt levels can 
be attributed to the HIPC Initative, while 2008 marks 
a turning point for an increasing trend of externa 
debt. 
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BOX 2: We have been down this road before – The 
HIPC Initiative 
During the 1970-1990s, debt levels in many countries 
around the world increased rapidly and reached 
unprecedented levels in many low-income countries. 
At the time, countries at the centre of the crisis were 
on average spending more money on debt services 
than on social welfare in total.  

The situation resulted in a global debate involving 
NGOs, sovereigns and international organizations, 
resulting in The Heavily Indebted Poor Countries 
(HIPC) Initiative, in 1996. After fulfilling certain 
criteria, countries eligible of funding from the World 
Bank and IMF (see Table) received a full or part debt 
write-off, intended to increase their spending on 
social services and poverty reduction. As of 2015, 36 
countries (out of 39 eligible for potential support) had 
received full or partial debt relief from the program 
(IMF 2018). As an effect, poverty reduction initiatives 
doubled between 1999-2004 in line with shrinking 
debt services and increased social spending. 
Tanzania and Uganda invested the savings in 
increased education capacities whereas Burkina 
Faso improved the access to water and health care 
(IMF & IDA, 2002) (IMF, 2016). 

 

Although the contributions from the HIPC Initiative 
have brought about great progress, it was only 
designed to cover the loans given by participating 
countries and institutions, while poor states are 
increasingly holding loans from other creditors. Thus, 
for a similar approach to work in the future, all 
creditors involved must contribute with their share to 
shrink the global debt burden. With the debt levels on 
the rise again, new challenges reaching beyond HIPC 
are approaching.  

 

Post–Completion Point Countries of HIPC Agenda (36) 

Afghanistan The Gambia Nicaragua 
Benin Ghana Niger 

Bolivia Guinea Rwanda 
Burkina Faso Guinea-Bissau São Tomé & Príncipe 

Burundi Guyana Senegal 
Cameroon Haiti Sierra Leone 

Central African Republic Honduras Tanzania 
Chad Liberia Togo 

Comoros Madagascar Uganda 
Republic of Congo Malawi Zambia 

Dem. Rep. Congo Mali Côte d’Ivoire Mauritania 
Ethiopia  Mozambique 

Pre–Decision Point Countries (3) 

Eritrea Somalia Sudan 

Source: IMF 2018. Note: Sida’s Partner Countries in bold.  

FIGURE 3: External Debt (% of GNI) by Region  

Solurce: IMF 2018. Note: Sida’s Partner Countries in bold.

Although the contributions from the HIPC Initiative have 
brought about great progress, it was only designed to 
cover the loans given by participating countries and insti-
tutions, while poor states are increasingly holding loans 
from other creditors. Thus, for a similar approach to work 
in the future, all creditors involved must contribute with 
their share to shrink the global debt burden. With the debt 
levels on the rise again, new challenges reaching beyond 
HIPC are approaching.
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GLOBAL DEBT DYNAMICS
The global landscape for external debt has changed 
substantially over the past decade. Debt has risen 
significantly but unequally across the globe between 
2006 and 2016. In low and middle-income countries, 
the average increase in the level of external debt was 
only 5,5 %, while in Latin America the debt levels have 
risen by 65 %. Moreover, debt has been rising more 
rapidly during the latest 7 years (from 2011 and on).

Looking deeper into the regional external debt 
accounts of LICs and MICs, the overall trend since 
the last debt crisis in 1994 follows a similar path of 
initial decline followed by a recent sharp increase in 
all regions (see Figure 3). The falling debt levels can 
be attributed to the HIPC Initative, while 2008 marks a 
turning point for an increasing trend of externa debt.

Figure 3: External Debt (% of GNI) by Region
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In the case of Low-Income Developing Countries 
(LIDC), the rising debt levels are mainly due to (1) 
shrinking export revenues as a result of low commod-
ity prices and (2) increased spending in combination 
with (3) favourable global liquidity conditions (mak-
ing it cheaper to borrow). Another explanation is a 
recent shift in composition of lenders, where private 
commercial creditors and foreign banks (such as 
The National Bank of China) have to a certain degree 
replaced the traditional bilateral lenders, result-
ing in absolute increases in LIDCs debt accounts. 
Simultaneously, debt management in LIDCs is dete-
riorating, and as of today, 50 percent of LIDCs are now 
defined as in a condition of (or in high risk of) debt 
distress (NBC & IMF Working Paper, 2018). 

BOX 3: Debt distress: A rising threat to sub-saharan 
africa

Sub-Saharan Africa (SSA) is now the region with most 
poor people living below 1,90 dollars per day (WB: Piecing 
together the Poverty Puzzle, 2018). At the same time, it is 
also the group of countries that prove most fragile in their 
debt build-up. Historically, the countries of SSA have expe-
rienced several debt crises, many of them resulting in joint 
bail-outs from the international community. In 2013, the 
prospects of the region’s debt were brighter and more 
hopeful than ever, yet only four years later the number of 
countries in the risk of debt distress has more than dou-
bled from 8 to 18. This implies that 40 % of the countries 
are now in danger of slipping into a major crisis, suggest-
ing a worrying outlook over the potential achievements of 
the SDGs.
This time, the traditional mechanisms of solving previous 
crises have been stated ineffective due to the major shift in 
creditors currently underbuilding SSA debt. The new chal-
lenges arising derives from weak debt management and a 
trend towards non-transparent borrowing and lending 
activities. Instead of repaying the overhanging loans with 
the support from IFIs or bilateral creditors, the focus 
needs to be on developing analytical tools necessary to 
ensure macroeconomic stability and up-front country 
ownership (ODI Conference Report 2018). Given that SSA 
will continue to rise in their share of poor people globally, 
reaching the very poorest becomes increasingly integrated 
with finding solutions to the current repetitive debt cycle. 

Total Public Debt (% of GDP) in Sub-Saharan Africa

Source: IMF, World Economic Outlook, October 2017.

However, the external debt burden makes only one 
component in understanding debt sustainability. For 
example, although Europe and Central Asia are show-
ing the highest external debt from 2005 onwards, they 
do not have a high share of countries that are con-
sidered debt distressed. In fact, the region where the 
situation is most unsustainable today is Sub Saharan 
Africa (see Figure 4 and Box 3), where the number of 
countries at high risk of debt distress doubled over 
the past 5 years.

To allow for a more nuanced view of debt develop-
ment, we must consider other country-characteristics 
underpinning unsustainable debt build-up. In 2018, 
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the IMF adopted an updated Debt Sustainability 
Framework (DSF)4, including an assessment of 
countries macroeconomic, political and institutional 
capacities (see Figure 5). The framework enables a 
more in-dept analysis of debt sustainability in poor 
states with respect to their specific country circum-
stances.  According to the latest assessment of the 
framework, 16 % of the states included in the pro-
gram are in low risk of debt distress, 40 % are on the 
moderate level, 32 % are at high risk and 12 % are in 
debt distress

What the debt distressed condition implies to the 
future development of the countries affected depends 
on two things. Firstly, it depends on how the states 
reprioritize their economies to make the debt more 
sustainable; a process that requires macroeconomic 
and financial expertise and capacity. Secondly, it 
depends on how the international stakeholders and 
creditors respond to the countries’ conditions and 
needs.

4 The Debt Sustainability Framework (DSF) is an updated version of the 
previous Debt Sustainability Analysis (DSA), adopted in 2002. It involves 
countries defined as eligible of IMF concessional support through the 
Poverty Reduction and Growth Trust (PRGT). According to the IMF, the 
framework includes: “(i) an analysis of a country’s projected debt burden 
over the next 10 years and its vulnerability to economic and policy 
shocks—baseline and stress tests are calculated; and (ii) an assessment 
of the risk of external and overall debt distress , based on indicative debt 
burden thresholds and benchmark, respectively, that depend on the coun-
try’s macroeconomic framework and other country-specific information” 
(IMF, 2018). 

DEBT AND DEVELOPMENT FINANCING:  
A CLOSER LOOK AT SIDA’S PARTNER 
COUNTRIES
There are many diverging arguments on how unsus-
tainable debt affects development cooperation. While 
very few development interventions are directly 
related to government lending, the intended develop-
ment outcomes are intimately linked to the context in 
which the contributions are implemented. 

Firstly, high unsustainable debt accounts may affect 
the effectiveness of development efforts through their 
effects on the fiscal space of the national govern-
ment. Oftentimes, sustainable results are dependent 
on national co-investment on sustainable institutions 
and the ability of the government to finance recurrent 
costs in the long-run. In more acute cases, develop-
ment financing may be redirected from long-term 
projects to cover acute gaps in government budget 
that may have distributional consequences on the 
target groups. 

Secondly, investment climate deteriorates because 
of debt distress and reduced government spending 
on public goods, which may lead to lower domestic 
and international investments and worsened oppor-
tunities for productive employment, which in its turn 
hinders positive economic outcomes and the poten-
tial for poverty reduction overall. Thus, securing 
strong macroeconomic frameworks and sustainable 

Figure 4: Change in External Debt (% of GNI) 2006-2016

Source: World Bank’s International Debt Statistics (IDS) 

http://www.imf.org/external/Pubs/ft/dsa/DSAlist.pdf
http://www.imf.org/external/Pubs/ft/dsa/DSAlist.pdf
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borrowing increase the chances for poor countries 
and emerging economies to foster positive economic 
development and receive greater amounts of private 
and public financing that can be used to fund develop-
ment needs. 

Table 2: Sida’s Partner Countries and Their Risk of 
Debt Distress
Country Year of  

Publication
Risk of Debt 
Distress

Afghanistan 2017 High
Bangladesh 2018 Low
Burkina Faso 2018 Moderate
Cambodia 2017 Low
DRC 2015 Moderate
Ethiopia 2018 High
Kenya 2017 Low
Liberia 2018 Moderate
Mali 2018 Moderate
Moldova 2017 Low
Mozambique 2018 In Debt Distress
Myanmar 2018 Low
Rwanda 2018 Low
Somalia 2018 In Debt Distress
South Sudan 2017 In Debt Distress
Sudan 2017 In Debt Distress
Tanzania 2018 Low
Uganda 2017 Low
Yemen 2014 Moderate
Zambia 2017 High
Zimbabwe 2017 In Debt Distress

Source: IMF 2018 July, List of LIC Debt Sustainability Analysis 
for PRGT- Eligible Countries.

Understanding debt sustainability in Sida’s Partner 
Countries (SPC) helps us to understand the conditions 
and possible constraints to effective and sustain-
able development in these countries. By assessing 
the states’ macroeconomic frameworks, policies and 
current investments, we allow for a deeper analy-
sis of their chances to benefit from the international 
capital markets. According to the IMF library of Debt 
Sustainability Analysis (DSA), table 2 outlines the level 
of debt distress in SPCs.

Amongst the countries listed, seven are in low risk of 
debt distress, four have moderate risk, three are in 
the higher risk zone, and five countries; Mozambique, 
Somalia, South Sudan, Sudan and Zimbabwe, are 
defined as debt distressed. The causes behind these 
unsustainable conditions include historically high 
debt accounts, frequent debt-build ups, irresponsible 
financial investments, weak institutional capacity and 
unsustainable debt service levels.

Another way of looking for warning signals of unsus-
tainable debt build-up is to look at debt in relation 
to countries’ sources of foreign currency. The levels 
of external debt as a share of exports in SPCs (2016) 
(see Figure 6) varies greatly from Myanmar (50 %) to 
Sudan (450 %). The World Bank has stated that coun-
tries with external debts reaching higher than 200 % 
of exports are likely to end up in debt distress or a 
sovereign default (WB Economic Review, 2006). This 
is because the revenues from exports can be used to 
finance debt services or other expenditures associ-
ated with increasing debt. 

Figure 5: IMF Debt Sustainability Assessment, latest update (2014-2018) 

Source: IMF 2018, List of LIC Debt Sustainability Analysis for PRGT-Eligible Countries.
Note: The risk of debt distress is defined through each country’s perceived institutional strength to handle debt, as opposed 
to the benchmarks of their (1) External Debt as share of exports and GDP, (2) External Debt Services as share of exports and 
revenues and (3) Total Public Debt as share of GDP.
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BOX 4: The Case of Mozambique – From Moderate 
Debt Sustainability to Debt Distress in just 4 Years

Public debt and hidden loans. In 2012, Mozambique had 
less than 40% of public sector debt to GDP; a number that 
rose to 128.3% over night in 2016. This is one of the highest 
debt levels in Africa and puts Mozambique in the debt dis-
tress category. The reason behind this drastic develop-
ment was revealed in an article in Wall Street Journal that 
became the first chapter of Mozambique’s famous hidden 
loans saga that is still going on today. 
The article disclosed a debt of almost 2 billion USD 
(approx. 20% of GDP at the time) in the form of three loans 
that had been contracted illegally by three State-Owned 
Enterprises, backed by state guarantees issued by the for-
mer minister of finance. The loans had been given from 
two commercial banks, Swiss Credit Suisse and Russian 
VTB, with minimal due diligence and with vested interest to 
inflate costs and get kick-backs from individuals inside the 
banks, from the contracted service provider and individu-
als in Mozambique (including politicians, civil servants and 
security services). 
The loan was mainly used to finance investments in the 
fishing industry, while 500M$ of the loan remains unau-
dited and unaccounted for yet today. In addition, the equip-
ment bought for the loan might have been contracted for 
up to 700M$ above market price. The three companies 
involved in the investments, supposedly active in the busi-
ness of tuna fishing, maritime security and building ship-
yards, were created just before the borrowing took place 
and are yet to conduct any business activity. 
Debt, triple crisis and poverty. The hidden loans were 
revealed at a time where there was already an ongoing 
economic crisis and humanitarian situation caused by 
extreme weather conditions, which all triggered a “perfect 
storm”. Since most of the country’s debt was in foreign 
currency and the exchange rate was in free fall debt levels 
increased rapidly. Since it was no longer possible to trust 
the country’s macroeconomic figures nor policies, IMF 
suspended their Stand-by Credit Facility and filed a misre-
porting case to the board. Donors suspended their budget 
support which reduced the planned fiscal space and inter-
national reserves, which triggered a mid-year budget revi-
sion. 
Mozambique’s credit rating fell rapidly and the official sov-
ereign default came in February 2017, further hindering 
access to capital and delaying FDI. With reduced fiscal 
space government reverted to the high cost option of 
domestic borrowing which crowded out and increased cost 
for domestic loans affecting the private sector. Combined 
with weather affected livelihoods and high inflation rates it 
is estimated that that poverty levels went up by 4-6 per-
centage points during this time.

What could Mozambique do? 20 years after HIPC, Mozam-
bique is now back at pre-HIPC levels of debt but with other 
types of credit. For instance, the hidden loans were given 
by commercial banks on commercial terms, but have been 
sold on as syndicated loans, now owned by vulture funds. 
Another loan was restructured into MZ first Eurobond and 
sold on the European market (the MOZAM23 bond). Other 
loans are given generously from BRICS such as Brazil and 
China with limited transparency, with suspiciously inflated 
costs, raising concerns both about kick-backs and a new 
type of “debt colonialism”.
In either case, this type of debt is much more heteroge-
nous than 20 years ago and is in some cases very difficult 
to negotiate. Civil society demands for creditors to write-
off imposed or illegal debt was much more straight for-
ward in 2000 than in 2019. For a country like Mozambique 
in 2019, not prioritizing debt management is not an option. 
Some of the recommendations that the IMF and others 
have given are: restructuring of existing debt including 
brining more clarity to what the hidden loans were used 
for, not excluding the possibility of liquidating the three 
companies but also restructuring or liquidating other 
SOEs that are not viable; no new non-concessional loans 
at all during 2019, except for possible gas-related loans; 
some concessional loans but only for economically viable 
projects; maximize the grant element of all external sup-
port; initiate structural reforms related to state and SOEs 
being able to contract debt; and indirectly also by creating 
fiscal space by giving priority to expenditures that fulfil 
social and development needs, prioritizing economically 
viable investments projects and reducing the wage bill.
Structural reforms and accountability. In the aftermath of 
the immediate crisis Mozambique has taken some steps in 
terms of strengthening governance, transparency and 
accountability: improved approval processes for contract-
ing public debt and issuing guarantees; a new law for 
improved oversight and management of SOEs; and initia-
tives to strengthen debt management but also public 
investment management. 
No one has yet been held accountable for the hidden loans 
saga, however in early 2019 three former Credit Suisse 
employees, an employee of the contractor PrivInvest, and 
several government officials including the former minister 
of finance were arrested, as a part of an American investi-
gation of the case as well as the investigation of the 
Mozambican public prosecutor. 
The Swedish development cooperation has been instru-
mental in the aftermath of the hidden loans through dia-
logue and quick funding and procurement of a forensic 
audit of the loans, with technical support from IMF, bring-
ing evidence that was used in the investigations and came 
to conclusions that helped informing the reform agenda.
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From this benchmark definition, twelve countries 
prove unsustainable in their build-up of debt, reach-
ing above the benchmark of 200 % (Zimbabwe, Turkey, 
Kenya, Uganda, Georgia, Albania, Ukraine, Liberia, 
Colombia, Mozambique, Ethiopia and Sudan).

Many of these states are also listed as already in, or 
in high risk of debt distress according to the IMF DSA 
framework. One exception is Kenya, where the risk of 
debt distress is low but the external debt levels (% of 
exports) are high. In this case, the country’s currently 
high debt is considered temporary and the income 
prospects promising overall, indicating that the coun-
try will not have significant problems servicing its 
debt in the long run (DSA Kenya, 2016).

NEW CREDITORS: A THREAT OR AN 
OPPORTUNITY?
In line with the emergence of new creditors on the 
international capital markets, the composition of 
debt has shifted in many SPCs. Traditionally, the 
countries’ debt has mainly consisted of bilateral or 
multilateral (official) debt, from which most has been 
concessional. Yet during the latest years, most coun-
tries have experienced an increase in the inflows of 
private loans, with private debt rising more rapidly 
than official debt. Apart from this change, there has 
also been a shift in the composition of bilateral and 
multilateral lenders. Both shifts have resulted in an 
average decrease in the countries’ shares of conces-
sional debt.

In some cases, increasing shares of private credi-
tors or non-concessional debt can be an indication of 
economic progress, and a signal of new possibilities 
to borrow from local and more diversified financial 
sources. Thus, as emerging economies improve their 
macroeconomic capacity and investment climate, 
they are likely to see increases in the investments 
from commercial banks, private bondholders or other 
new creditors. For this reason, countries with higher 
incomes usually hold larger amounts of private and 
non-concessional debt. This is a natural development 
that need not be negative if managed sustainably. How 
the change in debt composition plays out, depends on 
the country’s policy for external borrowing and their 
approach to utilizing local resources.

However, an important difference between private 
and official (traditional) loans to developing countries 
is that official loans are usually tied to some policy 
conditions while they are also based on favourable 
terms for the borrower. In other words, the rules 
and guidelines determining the benefits and risks 
from taking a loan differ greatly depending on the 
type of creditor. Therefore, an ‘unconditional’ loan at 
concessional terms may offer flexibility in terms of 
government policies, but this freedom may turn out to 
be dearly bought. 

Especially countries already facing problems with 
maintaining debt sustainability may worsen their 
financial and economic conditions by committing to 
new debt agreements based on market-based (and 

Figure 6: External Debt (% of Exports), Sida’s Partner Countries, 2016 
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thus often more disadvantageous) terms. In the case 
where debt is secured by the government (Public and 
Publicity Guaranteed (PPG) debt), such new com-
mitments will also limit the government’s room to 
manoeuvre its development expenditure in the future, 
as the loan repayment and interest payments tie the 
fiscal space of the government during the lifespan of 
the loan.

Figure 7 shows the creditor composition in SPCs. 
Most of the debt comes from multilateral and bilat-
eral creditors, mainly from Paris Club members, 
regional or international Development Banks, IMF 
and World Bank. Some countries, characterized by 
generally higher income levels, also have higher 
amounts of debt held by private creditors. Particularly 
four countries (Russian Federation, Turkey, Colombia 
and Ukraine) have private debts reaching above 50 
% of total. All of these are middle-income countries 
with sustainable debt conditions, indicating that their 
current creditor composition is a consequence from 
improved business climate rather than unsustainable 
build-up of debt.  

As opposed to these considerably stable SPC econo-
mies, there are also a few countries holding private 
debt shares between 20-45 % who’s economic condi-
tions are considered more fragile (Ethiopia, Sudan, 
Zambia and Mozambique). Out of these countries, 
some has increased their commitments to private 
loans rapidly over the past years, resulting in deterio-
rating debt sustainability.

One example of this is Zambia (see Figure 8) that 
has moved from a moderate to high risk of debt dis-
tress between 2015-2016, partly because of sudden 
increase in the amounts of non-concessional external 
debt. Whereas the share of the Central Government 
debt from multilaterals plunged from almost 60 % to 
20,5 % in 2011-2016, the share of non-concessional 
private loans has increased from 0 to above 46 % 
during the same period. Because the Zambian pub-
lic investment cycle lacks the monitoring capacity 
needed to ensure that new investments generate 
enough revenue, the current rise in loans intensifies 
the risk of a debt crisis (IMF, Zambia DSA).

Figure 8: Change in Creditors of PPG Debt in Zambia
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SUPPLY AND DEMAND OF LOANS
An important question connected to the current trend 
of rising debt in developing countries is identifying 
the drivers of unsustainable debt accumulation. One 
of the explanatory factors is the lack of available 
financing options available for low-income countries. 
In many of the heavily-indebted countries the local 
financial markets are malfunctioning causing the 
domestic investors to flee the market and instead 
finding more secure investments in the established 
markets, which partly explains why larger economies 
such as the US find it easy to increase its exter-
nal debt and finance budget deficits as the demand 
for their debt is high. In absence of well-regulated 
and liquid domestic financial market, countries are 
pushed to look for second-best solutions outside of its 
own borders.

Yet, increasing debt is not purely caused by economic 
circumstances in borrowing countries, but also by 
the terms and conditions offered by the international 
stakeholders, institutions and investors. Many of the 
external loans are denominated in foreign currencies 
that usually appreciate against the local currencies 
making the loans more expensive to repay, while the 
global prices for raw materials commonly exported 
by the borrowing countries have declined decreas-
ing their export revenues that could be used to repay 
the loans. Also, the trend towards less concessional 
loans is changing the composition of debt and chang-
ing the economic ties more generally.  Debt is not 
only affecting people in borrowing and lending coun-
tries, but also poses a risk to other states that are 
connected to such countries via trade, financial or 
regional cooperation. Given the current increase in 
the number of debt distressed countries, two chal-
lenges are highlighted below.

Challenge 1: Avoiding the exploitation of weak 
governance and debt management
Generally, the main responsibility of debt sustain-
ability lies with the borrowing country. However, 
managing debt under weak governance and institu-
tional capacity hinders many indebted states from 
securing macroeconomic stability through good poli-
cies and investments. Over the past years, the scores 
on macroeconomic management in low and middle-
income countries have declined (Figure 9). 

Hence, a rising challenge for investors is to avoid 
taking advantage of such weak frameworks and 
focus on enhancing the accountability of lenders. For 
instance, government loans that have been hidden 

from the official budget have been revealed in recent 
years (see further in Box 4 on Mozambique). In these 
cases, both the borrower and the lender must have 
known that the loan is not managed under a strong 
institutional framework and financial oversight. Also, 
to improve sustainable borrowing, countries need to 
improve their oversight of the total debt burden over 
and above each individual project, and manage their 
debt in line with their structural, institutional and 
macroeconomic circumstances.  Increasing transpar-
ency and the access to debt data is emphasized as 
an important part of this process, both by the World 
Bank and the IMF (WBG, CPIA, 2017).

Figure 9: Deteriorating scores on Debt Management 
in LICs & MICs
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Challenge 2: Increasing transparency and 
harmonizing lending strategies with developing 
needs
Active lenders on the international debt arena include 
states committing to bilateral debt agreements, pri-
vate commercial lenders and IFIs. Some countries 
have come together to harmonize rules and guide-
lines to make debt more sustainable. The Paris-Club 
is a group of main-creditors of debt in developing 
countries, where 22 countries5 co-ordinate their strat-
egies to foster greater debt sustainability worldwide. 
Their common assignment involves debt reschedul-
ing (debt reliefs to countries with unsustainable debt 
accounts), the sharing of debt information and advice 
on sustainable lending choices.

5 The Paris-Club includes the states of Australia, Austria, Belgium, Brazil, 
Canada, Denmark, Finland, France, Germany, Ireland, Israel, Italy, Japan, 
Netherlands, Norway, Russia, South Korea, Spain, Sweden, Switzerland, 
the United Kingdom and the United States (Club de Paris, 2018). 
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Non-Paris Club members, private/commercial lend-
ers and IFIs are examples of other creditors that do 
not share the same guidelines as the Paris-Club. 
Such non-traditional lenders have increasingly com-
mitted to investments in LIDCs over the past years 
(see Figure 10). 

Figure 10: Change in LIDC creditor composition  
(% of GDP), 2007-16

Source: Strengthening Public Debt Transparency, IMF & WB G20 
Note 2010. 

The growing role of non-Paris Club creditors is 
increasing the available financing overall and they 
hold an increasing portion of the overall debt from 
domestic, plurilateral, commercial and non-Paris 
Club creditors. This shift implies a variety of conse-
quences to LIDCs, both positive and negative. On the 
positive side, the investments widen the opportuni-
ties for countries to finance both common interests 
with the lender and national development projects. 
Non-concessional lending from new lenders have 
to a large extent been used to finance infrastruc-
ture investments that are on high demand in many 
low-income countries but have been in short supply 
among traditional development partners.

On the negative side, borrowing from non-Paris Club 
states or commercial stakeholders (both from within 
or outside of Paris Club countries) takes place outside 
of the Paris Club guidelines, and are often attached 
to non-concessional terms that pose a greater risk 
to countries already lacking debt sustainability as the 
lenders may not commit to reconstruction programs 
nor agree with important requirements to the devel-
opment of low-income borrowing states (NBC 2018). 
Furthermore, the shift towards more non-conces-
sional creditors has resulted in a downturn in debt 
data transparency, not least in LICs, making it harder 
for both borrowing countries and their creditors to 
manage debt sustainably. As a result, the incentives 
of investing in development projects has diminished 
because the general risk of investing gets larger 

when there is not enough accessible information or 
oversight. In other words, improving current debt data 
and harmonizing requirements on transparency glob-
ally is crucial not only to ensure debt sustainability, 
but also to strengthen the channels of financial sup-
port to developing countries (World Bank- and IMF’s 
annual meetings, 2018).

CONCLUDING REMARKS
Historical experience indicates that lending and bor-
rowing activities are crucial to the development of 
poor countries. The global investment climate is con-
stantly improving, offering new fruitful opportunities 
for emerging economies to raise income levels and 
living standards via the channels of new investments 
in productive assets. However, at the same time as 
increased investments and fiscal cooperation contrib-
utes to greater economic prospects, they also pose a 
risk to economic sustainability by contributing to rapid 
increases in debt. Particularly, this effect is mirrored 
in the rising debt accounts of developing countries 
since 2008, currently threatening the sustainability of 
their economies and societal development. 

Previous solutions to this backside of business-based 
globalization includes debt relief programs steered by 
international organizations (HIPC Initiative) and cross-
country cooperation based on harmonized rules for 
sustainable bilateral lending (the Paris-club). Yet, 
the effectiveness of such traditional settlements is 
currently challenged by a weakening of borrowing 
countries’ governance institutions combined with an 
emergence of new creditors contributing to shrinking 
transparency in global debt data. A landscape where 
commercial banks and non-concessional loans play 
an ever-increasing role, the rules of the game must 
be rethought, and the key to tackle these new chal-
lenges differs from previous bail-out agendas.

Given the current trends of rising debts in developing 
countries, three main areas are central to the process 
of improving future debt sustainability:
1. Improving domestic capacity to manage external 

debt and use it for productive investments. This 
includes strengthening fiscal policies and debt 
management within governance institutions, pro-
viding enough data and targeting productive areas 
as points of investment (NCB, 2018). Inefficiencies 
in government investment policies and weak 
governance of state-owned enterprises lower the 
development impact of a loan, while weak finan-
cial management and/or pure corruption lowers 
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the government’s ability for stringent financial 
management and oversight of its loans. Thus, 
capacity building, improved transparency, and 
institutional strengthening are needed to maxim-
ise the development impact of external lending.

2. Enhancing the accountability of lenders, improv-
ing transparency, and harmonizing terms of 
debt globally. Responsible guidelines need to be 
recognized and harmonized globally to avoid for 
new creditors to exploit the economic grounds 
and resources of countries with weak financial 
institutions. IFIs and other development partners 
can contribute with macroeconomic expertise 
and analyst capacity in this process, both to 
strengthen the economic resilience of developing 
states and to provide a framework of guidelines 
for sustainable lending internationally.

3. Strengthening local capital markets to decrease 
dependence on external financing. This includes 
finance inspection, policies for borrowing, stock 
exchanges, and assuring that there are transac-
tions in the local market. The local capital market 
is the heart of the economic development of a 
country, while external borrowing can only com-
plement it to a certain extent. In case the local 
markets are malfunctioning, the domestic capital 
from developing countries will flee abroad and 
finance foreign investments instead. Reversing 
the flow requires long-term reforms and 
investment in the local markets in low-income 
countries.

BOX 5: One Belt One Road Initiative: China’s Growing 
Role as a Lender

The increased lending from banks connected to China has 
recently emerged as an example of the new trend in grow-
ing non-traditional creditors of developing countries. At 
the core of the lending activities is the Belt and Road Initia-
tive (BRI), a project aimed to deliver trillions of dollars and 
improve regional trade through infrastructural programs 
in Europe, Asia and Africa. The Chinese government has 
described the project as “a bid to enhance regional connec-
tivity and embrace a brighter future” via strengthening land 
(belt) and sea (road) routes to regions with weak infra-
structure (Xinhua, 2015). However, the expected returns 
from the project are challenged by large differences in 
trade policies amongst the countries involved and accord-
ing to the World Bank may be currently overestimated 
unless policy reforms are implemented in line with invest-
ments (World Bank, 2018). 

Oversight og China’s Belt and Road Initiative

 The BRI targets 68 countries identified as potential bor-
rowers of the project. Out of the 68 countries, 23 are in (or 
in the risk of) debt distress. The evidence of the actual 
effects from the loans connected to the BRI is so far mixed. 
Current predictions suggest that there is no structural 
risk of debt distress connected to the project in general.
There are however a few countries (a) perceived to be in 
the risk zone of debt distress due to the additional loans 
from the project. All of these are low-income or economi-
cally fragile states with high debt accounts, highlighting 
the importance of debt management capacity when com-
mitting to large development (infrastructural) projects.

One concern is that the infrastructural financing in these 
states, involving both sovereign lenders and borrowers 
targeting countries with different relations to multilateral 
debt standards, will challenge public debt sustainability 
and result in debt overhangs (b). Furthermore, recent 
examples of Chinese lending-creditor relations suggest 
growing bilateral tensions which may lead to political 
overthrows and exploitations of the lands of borrowers 
(CGD, 2018). A recent example of this is the port at Ham-
bantota, Sri Lanka, which was handed over to China (for a 
lease of 99 years) as a result from their high debt levels 
owed to the country (CSIS, 2018). Exploitations of weak 
debt and policy frameworks of this kind makes a rising 
challenge in the context of emerging new creditors.

a)  The countries that are in the risk of debt distress or a 
sovereign default as an effect from the project is Dji-
bouti, The Maldives, Lao People’s Democratic Republic, 
Montenegro, Mongolia, Tajikistan, Kyrgyz Republic and 
Pakistan (CGD, 2018).

b)  Debt overhang refers to a situation where a borrowing 
country exceeds its capacity to repay its existing debt, 
and where the creditor anticipates that the loan will not 
be repaid in full. (Krugman, 1988).
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