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Introduction

Africa’s sovereign eurobonds passed the $100-
billion milestone in end-March 2019, with
more than half coming from the Sub-Saharan
Africa (SSA) region excluding South Africa.
With its 500 million euros ($567 million) de-
but eurobond of March 19, 2019, Benin has
been alongside Ghana (which touted a $3 bil-
lion deal at the same date) one of the first
countries from the region to tap international
markets this year and the 215 country of the
region to do so since 2006.

Right from the beginning of the 21st cen-
tury, the region has marked an impressive
economic performance thanks to favorable
commodity prices and notable improvements
in its countries’ macroeconomic stances at
the completion of the Heavily Indebted Poor
Countries (HIPC) and Multilateral Debt Re-
lief Initiative (MDRI) initiatives by the In-
ternational Monetarv Fund (IMF) and the
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World Bank. The implementation of these
initiatives resulted in over US$100 billion
debt cancellation for 30 SSA countries to ad-
dress the then protracted and unsustainable
issue of excessive external debt (Cassimon
and Essers, 2017). From 1999 to 2016, the re-
gion recorded annual economic growth rates
averaging to 4.6% from 1999 to 2016, next
to the emerging and developing Asia (7.4%)
and above Latin America (2%) and the world
average of 3.4% for the same period (IMF,
2017). This SSA growth story has coincided
with the rise of new economic powers such
as the BRICs and other emerging economies
that have intensified their economic presence
in SSA providing considerable amounts of
aid, loans and foreign direct investment (FDI)
to strengthen their diplomatic and economic
ties with the region. While the SSA re-
gion was experiencing a revival of economic
growth, the world economy was suffering the
consequences of the global financial and FEu-
ropean sovereign debt crises of the mid-2000s
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and early 2010s that caused global recession
and protracted economic slowdown in ad-
vanced economies.

SSA was particularly affected in different
ways: on one hand, it experienced direct neg-
ative effects due to shrinking exports rev-
enues, FDI and foreign aid. This loss in
revenues definitely deprived SSA from valu-
able resources for economic development fos-
tering and poverty alleviation. On the other
hand though, government stimulus packages
meant to revive economic activity in ad-
vanced economies created more liquidity and
thus resulted in unprecedented low interest
rates in their domestic markets pushing in-
vestors to explore growth possibilities far
afield their domestic environment including
in frontier markets.

Since 2006, SSA countries (excluding South
Africa) have taken this opportunity by is-
suing eurobonds one after the other in
what Willem te Velde (2014) sees like a
‘beauty contest’ to mobilize financial re-
sources through international capital mar-
kets. Parallel to that, they have market
significant developments in their local cur-
rency bond market allowing the participa-
tion of both domestic and international in-
vestors (Essers et al., 2016). Altogether, the
region has been indeed experiencing the ‘age
of choice’” as coined by Prizzon et al. (2017)
to indicate the expanding access of develop-
ing countries to a variety of development fi-
nance sources beyond official development as-

sistance (ODA).
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Figure 1: SSA eurobond issues
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Fig. 1 shows that, from a timid start by Sey-
chelles in 2006 until December 2018, SSA
countries have raised over $47 billion through
one of multiple eurobond issues. Over time,
except the temporary halt of 2016, SSA eu-
robond issues have been increasing in sizes
and maturities, which allows issuing coun-
tries to mobilize financial resources in favor-
able terms than the ones available in their
domestic markets. The high appetite of in-
ternational investors has as well been instru-
mental for these securities’ success. To name
a few, after the African eurobond spree that
got issues from this countries such as Zam-
bia in 2012, Rwanda in 2013, Cote d’Ivoire in
2015 and Ghana in 2016 receive order books
of respectively 15, 8.5, 4 and more than 5
times their book sizes, recent issues by coun-
tries such as Kenya, Senegal and Egypt have
been oversubscribed for respectively 7, 5 and
4 times their book sizes in 2018.

Nonetheless, this success of SSA eurobonds
has been associated to the prevailing favor-
able global factors such as low interest rates
in the developed world and high commodity
prices, factors that are bound to change in the
future and lie beyond these countries’ span of
control. Furthermore, this new wave of gov-
ernment external borrowings has been slowly
but steadily reverting the post-HIPC decreas-
ing trend in SSA public debt, thus rekindling
the worries about the possibility of debt-crisis
resumption in the region in the near future.
This caution about the risk of the resurgence
of a debt crisis in SSA is beefed up by the
fact that there seems to be close similarities
between the world economic conditions that
prevailed before the debt crisis of 1980 and
now, a situation that pushes some experts
to look at the current appetite of interna-
tional investors for these eurobonds with a
sense of deja vu. In fact, FDIC (1997) re-
minds that capital flows from international fi-

nancial svstem to Least Develoned Countries
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(LDCs) were also pulled by the economic per-
formance of 6% annual GDP growth on aver-
age in the LDCs and the need by these coun-
tries to finance the deficits caused by the oil
prices rise of 1973-1974. These capital flows
were pushed by the need by the international
financial market to recycle the increasing Fu-
rodollar funds supplied by oil-exporting coun-
tries (see FDIC, 1997, chap. 5), which looks
quite similar to the current situation in many
respects.

The responsibility of creditors in the defaults
of sovereign borrowers is also mentioned by
Eichengreen and Portes (1986) who links the
1980’s debt crisis to the widespread defaults
of the 1930’s and say: “... Quite often,
defaulting debtors were able to re-enter the
international capital market only to default
again, occasioning criticism of creditors for
engaging in reckless lending ascribed to my-
opia or excessive competition” (Eichengreen
and Portes, 1986, p.600). Hence, whether the
development of the SSA sovereign eurobond
market will end up triggering a new sovereign
debt crisis in the region depends heavily on
whether investors integrate the creditworthi-
ness of SSA borrowers into their valuation of
these securities.

As it is the case for all quoted fixed-income se-
curities, SSA eurobonds quotes are provided
at the highest possible frequency by markets
where they are listed, which allows the com-
putation of their secondary market yields at
any time before their expiry. In essence, bond
yields provide an indication on the confidence
and interest of investors in a given debt in-
strument. Inversely related to the price of the
instrument, yields represent the internal rate
of return required by the investors to hold
an instrument of a certain maturity and risk
profile. A lower yield -hence higher price (ex-
pressed in percentage of the asset’s nominal
value)- signals a high demand by investors

wh e willing to buv the asset.
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Figure 2: Yields and global factors (in black)

Conversely, higher yields -hence lower prices-
express a lack of enthusiasm by investors who
can only consider buying the asset at a lower
percentage value of its nominal price. Al-
though not directly affecting the service of
the ongoing debt, yield levels are good indi-
cators of future borrowing costs should the
issuer resort to a similar instrument to raise
new funds. In light of the ‘efficient market
hypothesis’, it is possible to monitor mar-
ket participants’ sentiment about the cred-
itworthiness of SSA sovereign eurobond is-
suers through the evolution of these assets’
secondary market yields, the underlying as-
sumption being that, ceteris paribus, bonds
with better profiles will enjoy higher de-
mands, hence higher prices corresponding to
lower yields. In this perspective, lower yields
indicate a higher attractiveness of the bond
while increases in yields suggest a shrink in
the bond attractiveness, everything remain-
ing equal elsewhere.

Global factors matter

Fig. 2 presents the evolution of SSA eurobond
yields against global commodity prices (mea-

sured bv the Bloombe:rg commoditv index)
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and the global liquidity (measured by the
US 10 year Treasury bond yields). Since
a good number of these bonds’ issuers de-
pend on commodity exports, investors may
be tempted to factor commodity prices evo-
lution into the valuation of these securities
by raising expectations about these borrow-
ers’ repayment capacity in time of favorable
commodity prices, and inversely when the
opposite materializes, which suggests an in-
verse relationship between SSA eurobonds
and commodity prices everything remaining
equal elsewhere. Likewise, interest rates on
the US market provide indications of global
liquidity while setting the benchmark for the
valuation of financial assets. For instance,
low US interest rates entail low yields on US
fixed-income assets hence more liquidity at
the global level, a situation that may be favor-
able -i.e. entailing lower yields- for markets
that are less correlated with the US market
should US investors explore opportunities for
high yields far afield their domestic markets.
SSA eurobond yields are therefore expected
to have a positive relationship with yields on
the US market.

Global macroeconomic conditions play a

determinant role in the determination of

Afr@n Eurobond vields as shown on Fig. 2a
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and Fig. 2b. It can be seen that, indeed, SSA
eurobond yields have been inversely corre-
lated with global commodity prices (Fig. 2a)
and more especially how these yields were
propelled to skyrocketing levels during the
commodity crisis of 2015-2016. Also, a con-
sistent increase in these yields in tandem with
US T-bond yields can be observed in 2018
(Fig. 2b), increase that may arguably be at-
tributed to the ongoing ‘quantitative tighten-
ing’ policy of the FED.

Macroeconomic fundamen-
tals matter too

While global factors seem to explain the gen-
eral trends in SSA eurobond yields’ evolu-
tion, they fall short of explaining the ob-
served difference in these yields’ levels as well
as their idiosyncratic reactions to common
global shocks as shown on Fig. 3. This dif-
ference appears too significant to be ignored;
it instead hints to the influence of country-
specific factors that need to be taken into ac-
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count in the explanation of these yields’ de-
termination and evolution. For instance, the
graph shows that Namibia yields have consis-
tently evolved around 5% despite the global
economic turbulences while those of Angola,
Ghana, Mozambique or Zambia shoot up to
more than 10% during the oil prices trough
of 2015 — 2016.

Evidently, it is not random that, for instance,
Ghana, Mozambique and Zambia were af-
fected the most by the last commodity price
crisis of end-2015. To start with, Ghana is-
sued its debut sovereign eurobond in 2007
amid the discovery of oil and a rapid eco-
nomic growth. However, several reports con-
verge that the proceeds of the eurobonds were
used to increase public sector salaries instead
boosting infrastructure investments or under-
taking the growth-accelerating reforms and
thus generate extra revenues to service the
debt. As a result, this country faced unsus-
tainable pressure on its public finance that
affected the value of the cedi, leaving no op-
tion but to return to the IMF for a three-year
rescue package of US $1 billion in 2014.

The Mozambique case is known to de-
rive from a serious breach of trust and
lack of transparency vis--vis its part-
ners after the government admitted it
had hidden over 1.4 billion US$ from
the IMF and other investors. It is also
reported that the proceeds of the 850
million US$ eurobonds issued by EMA-
TUM with a government guarantee was
spent on naval vessels and other secu-
rity equipment instead of investments
in the tuna fishing company. The sus-
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Figure 3: SSA eurobond yields
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pension of aid disbursement by devel-
opment partners as well as that of IMF
interventions weighed heavily on the
country’s finances, casting doubt on its
ability to service its debts.
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While Angola and Zambia suffered from their
over-reliance on single commodity exports in
the period 2015-2016, Zambia has since July
2018 been particularly hit by a series of credit
rating downgrades to junk by the ‘Big Three’
credit rating agencies citing fast debt accu-
mulation and fiscal deficits. This has sufficed
to affect investors’ sentiment that translated
into exceptionally soaring yields for this coun-
try.

Overall, there seems to be substantial evi-
dences of significant influence of these coun-
tries’ country-specific factors on the perfor-
mance of their respective eurobonds, thus
indicating that financial markets factor the
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soundness of these countries’ macroeconomic
fundamentals in the valuation of these securi-
ties. This observation is underscored, among
others, in empirical results by Senga et al.
(2018) who find a predominant influence of
country-specific factors over both global and
bond-specific factors on the performance of
these securities at secondary markets. The
importance of sound macroeconomic funda-
mentals is also underscored in the propen-
sity of idiosyncratic shocks to SSA eurbond
issuers to spillover to their peers, with coun-
tries with strong fundamentals being more
resilient to —and transmitting less— spillovers
(Senga and Cassimon, 2019).
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Figure 4: SSA public and publicly-guaranteed external debt

Fig. 4a shows that the HIPC and MDRI ini-
tiatives have been successful in bringing pro-
gressively but drastically SSA public external
debt to sustainable levels. However, there ap-
pears to be not only a reversal in this trend in
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the period after 2010 but also a readjustment
in debt composition with respect to the credi-
tors. Fig. 4b shows that, in 2017, SSA public
external debt was dominated by eurobonds
unlike the pre-HIPC era where it was mainly
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owed to bilateral and multilateral creditors.

The absence of conditionalities and the possi-
bility to raise substantial amounts are some of
the appealing features of eurobonds as com-
pared to bilateral or multilateral funding op-
portunities. In some cases, African coun-
tries are reported to have resorted to inter-
national markets to circumvent high interest
rates in their domestic markets or to take
advantage of favorable market conditions to
restructure their onerous debts by assigning
more convenient terms to their issues. Eu-
robond issues are also considered as an oppor-
tunity for these countries to register on inter-
national investors’ ‘radar’ as noted by Bertin
(2016). Nevertheless, these seemingly advan-
tages should not overshadow the detrimen-
tal effects of over-indebtedness that may still
jeopardize development prospects in these
countries. The case in point is Zambia which
is reported to currently spend more on debt
service than on education (The Economist,
2018).

Eurobonds in the dock?

Compared to their alternatives, eurobonds
have been perceived to bear a certain num-
ber of risks and concerns that might be of
serious concern in the particular case of SSA.
One of them is that the redemption structure
of many of these bonds expose issuers to se-
rious financial risks at maturity especially in
the case of ‘bullet’ bonds where the principal
has to be redeemed in one payment. This is
exacerbated by the diffuse structure of bond-
holding entailing a diversity of creditors with
sometimes antagonist strategies and interests
that might hinder the possibility of common
agreement (collective action) in case of de-
fault and/or restructuring.
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More than a decade down the road, the ex-
perience of SSA eurobonds provides an op-
portunity to assess the validity of these con-
cerns and draw some lessons. On one hand,
Gabon and Ghana have been able to re-
deem their debut 10 year eurobonds issued
in 2007 for respectively US$ one billion and
750 million; the same as Nigeria which has
successfully paid back its US$500 million 5
year eurobond issued in 2013. In addition
to building a track-record and thus sending a
positive signal to markets, these repayments
soften somehow the concerns associated to
eurobonds’ redemption structures.

On the other hand, countries such as An-
gola, Congo Republic, Ghana, Mozambique
and Zambia have at one point in time ex-
perienced a certain degree of market disap-
proval translated in abnormally high levels of
yields. More specifically, Congo and Mozam-
bique even fell into the default territory by
failing to meet their debt services as con-
tracted. However, the crucial question here is
whether the blame should be put on the debt
instrument characteristics or merely on the
characteristics of the borrowers themselves?

The whole point of this discussion is that
the eurobond market offers SSA countries
unique advantages that could hardly be ob-
tained from multilateral or bilateral creditors,
or even from their own domestic markets.
These advantages range from the lack of con-
ditionalities to the maturity and amounts to
be collected. The experience of SSA shows
that the itemized cases of failure appear to
have their roots in borrowers macroeconomic
structures rather than being related to eu-
robonds characteristics as debt instruments.
In fact, rather than being the cause, inter-
national capital markets reveal changes in
the quality of borrowers’ fundamentals by
promptly adjusting the yields accordingly —
there is no point in shooting the messenger.
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