Examining the Interconnection Between Debt, Climate Change, and Conservation: The
Potential Role of State-Contingent Debt Instruments in Africa

Magalie L. Masamba!
! Centre for Human Rights, University of Pretoria, Pretoria, South Africa

Correspondence to: Magalie L. Masamba. Email: Magalie.masamba4(@gmail.com

Abstract

This article investigates the link between debt, climate change, and conservation in Africa. It
focuses on the possibility of the use of State-Contingent Debt Instruments (SCDIs) in this
setting. The objective is to assess the efficacy of SCDIs in fostering sustainable debt
management while also promoting climate adaptation, mitigation, and conservation efforts.
While these instruments have garnered interest in the global financial landscape, their
implementation in Africa requires further scrutiny. This gap may leave policymakers and
stakeholders unsure about the potential success of using these tools to promote economic
resilience and environmental sustainability.
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Africa’s debt is rising at an alarming rate, and there is a surge in debt repayment costs. This
issue has received significant attention due to mounting concerns over the continent’s fiscal
sustainability and economic vulnerabilities. However, in assessing the debt landscape, three
critical factors stand out, that require closer scrutiny. Firstly, the continent’s debt challenges
are increasingly taking on the character of a human rights issue and are having major
implications on the wellbeing of populations living in highly indebted countries. Africa’s rising
public debt is posing a major obstacle to the continent’s economic growth, progress towards its
development goals, and the fulfilment of its human rights commitments. Many African
countries are allocating more to foreign debt repayments, than allocating funds to vital sectors
like healthcare, education, and infrastructure. !

Secondly, while the continent’s debt crisis has various causes, they are being exacerbated by
external shocks like the COVID-19 pandemic and the growing impacts of climate change. As
such, addressing the continent’s debt challenges requires an integrated approach that also
addresses these issues with speed. In this regard, the COVID-19 pandemic in particular made
it even more evident that in times of unforeseen crises, high debt levels owed to multiple types
of creditors hindered a swift and comprehensive response. Furthermore, the continent’s
increasing debt is being compounded by the escalating climate crisis, which is attracting greater
and greater scrutiny. Many African countries are grappling with the adverse effects of climate
change, such as extreme weather events, prolonged droughts, and rising temperatures, which
is further complicated by their substantial debt burdens (AfronomicsLaw 2022). The continent
has contributed minimally to climate change, yet it is among the regions that disproportionately
faces impacts. This imbalance has resulted in the idea that there is a ‘climate debt’ owed by
wealthier countries in the Global North, and the notion that ‘Africa shouldn’t have to borrow



money to fix climate damage they never caused’. > There are calls for these ‘historical
liabilities’ to take the form of grants and not debt. * Further, there are calls for debt relief to free
up public resources to deal with climate emergencies (Kenewendo et al. 2024).

There is a widespread recognition that climate change has the capacity to exacerbate current
economic and social vulnerabilities (Gasper et al. 2011). This manifests itself when excessive
debt hinders government allocation of funds towards climate mitigation, adaptation, and
conservation initiatives. * At the same time, the impacts of climate change may continue to
worsen economic vulnerabilities, creating a harmful cycle of poverty, environmental
degradation, and financial instability. Further, many African countries are facing significant
challenges in preserving their diverse ecosystems and valuable resources due to environmental
degradation and unsustainable exploitation. When it comes to climate change vulnerability,
many African countries are members of the Vulnerable-Twenty (V20) Group. > The V20 is
made up of countries that are especially vulnerable to the effects of climate change. Among the
58 members in the group, 22 are African countries. ¢

Thirdly, the current solutions to dealing with debt sustainability are creditor-led, and these
approaches require scrutiny on their true impacts and whether, and to what extent they address
the structural inequalities in the global financial architecture. Out of the market responses to
the debt crisis arising from the COVID-19 pandemic, the G20 introduced debt service
suspensions through the Debt Service Suspension Initiative (DSSI), followed by what was to
be a ‘comprehensive’ restructuring mechanism under the Common Framework. The Common
framework has faced various criticisms, starting with the fact that out of the countries
involved—Chad, Ethiopia, Zambia, and Ghana—only Zambia has completed the process
enabling it to benefit from the facility in 2023 (African Development Bank 2024). Additionally,
shortcomings also include its failure to secure substantial debt reductions, delays, and
inefficiencies, and its inability to tackle the deep-rooted structural issues in the debt
architecture. 7 As such, despite its intentions, a more comprehensive approach to debt issues is
needed. African stakeholders, in particular, are advocating for a new sovereign debt
restructuring mechanism that is comprehensive, fair, and effective, with binding obligations
for all creditors, including private creditors (Gathii 2023).

Currently, traditional approaches to debt management and restructuring have often fallen short
in many ways, including failing to account for the volatility introduced by climate change and
the necessity of preserving natural ecosystems (Woolfenden and Khushal 2022). The need for
innovative financial mechanisms to tackle economic risks while promoting environmental
sustainability has never been more pressing. One example of a mechanism is state-contingent
debt instruments (SCDIs), which are financial tools that adjust debt payments based on the
debtor’s economic performance or external events like natural disasters. Although these
instruments have gained some attention in the global financial landscape, their implementation
in the African context needs further examination, particularly regarding climate change and
conservation. This gap may leave policymakers and stakeholders uncertain about the potential
success of using these tools to foster economic resilience and environmental sustainability.

This article seeks to explore the relationship between debt, climate change, and conservation
in Africa. It specifically examines the potential impact of SCDIs in this context. The goal is to
evaluate the effectiveness of SCDIs in promoting sustainable debt management while also
encouraging climate adaptation, mitigation, and conservation initiatives. In this endeavour, the
article offers an examination of Africa’s debt dynamics and then explores the concept
of SCDIs, analyzing their theoretical basis and real-world use. Lastly, it assesses the



implications of implementing SCDIs in Africa from a legal and policy perspective, providing
recommendations for stakeholders involved.

Examining Africa’s Debt Crisis: Understanding the Historical Context of Debt
Accumulation and Current Trends

African nations have been trapped in perpetual cycles of debt. To gain an accurate picture of
the current debt situation, it is crucial to consider the historical factors that have influenced
Africa’s current debt crises. These crises are deeply intertwined with the lasting impacts of
colonialism, the structural disparities within the current global economic systems, and the
challenge of the lack of good governance.

During the 1970s, there was a significant increase in borrowing, particularly as African
countries aimed to take advantage of favourable global financial conditions and high
commodity prices (Archibong et al. 2022). However, the early 1980s saw a global economic
downturn that resulted in a major debt crisis. ® This was caused by rising interest rates and
declining commodity prices. Many African countries struggled to fulfil their debt obligations,
leading to a repetitive cycle of rescheduling debts, defaulting, and experiencing a decline in
economic growth. The literature from this period emphasizes the negative impact of excessive
debt on both economic growth and social development, issues that continue to persist in the
present day (Gathii 2023). The debt crises of the 1980s led to the adoption of Structural
Adjustment Programmes (SAPs) by the International Monetary Fund (IMF) and the World
Bank. These programmes were designed to restore macroeconomic stability by implementing
austerity measures and market-oriented reforms. The implementation of SAPs in the 1980s and
1990s had a significant impact on Africa’s economic outlook, social outlook and debt crisis.
Rather than promoting sustainable development, these programmes reinforced poverty and
dependency (Getabicha 2022). Market-based reforms introduced by the SAPS promoted
resource extraction in favour of external markets, limited domestic resource mobilization and
contributed to the cycle of debt accumulation by promoting the reliance on external borrowing.
In the 1990s, there were initiatives introduced to provide debt relief to eligible countries in
exchange for the implementation of economic reforms. These were the Heavily Indebted Poor
Countries (HIPC) Initiative and the Multilateral Debt Relief Initiative (MDRI). Nevertheless,
the efficacy of these initiatives to both reduce debt to sustainable levels and prevent future debt
crises continues to be a subject of contention. The most recent debt restructuring programme
is the G20 Common Framework. This programme has also received its fair share of criticism,
as highlighted above.

Despite the previous debt relief efforts, numerous African countries still faced significant
challenges with their debt burdens. Many sought external funding to support their development
initiatives, with the expectation that robust industrialization and infrastructure development
would drive economic growth. Further, the economic impact of the COVID-19 pandemic,
along with declining commodity prices and rising interest rates, has led to an increase in public
debt levels. Based on data from the IMF, it has been observed that the debt-to-GDP ratio in
sub-Saharan Africa has experienced a significant increase, surpassing 60% in some countries.
? According to the African Development Bank (AfDB), Africa’s total external debt has risen
to US$1.152 trillion by the end of 2023. The AfDB estimated that due to global interest rates
being at their highest level for 40 years and as multiple bond debt securities issued by African
countries reach maturity, Africa would pay US$163 billion just to service debts in 2024, up
sharply from US$61 billion in 2010 (African Development Bank 2024). Further the AfDB



notes that for 2025, close to half of the continent’s debt payments would be made to private
creditors (African Development Bank 2024).

Foreign currency debt has introduced new risks, such as vulnerabilities to currency
fluctuations, and amplified the potential for debt distress. However, despite the concerns over
the continent’s overall debt levels, it is important to recognize that the debt situation in African
countries is not uniform, as debt landscapes differ greatly across the continent. Some countries,
such as Nigeria and South Africa, have a high concentration of Africa’s debt but have, to an
extent, managed to maintain moderate levels of debt in comparison to other countries, while
others, like Zambia, are in debt distress and Mozambique is at high risk of debt distress. '
Africa’s debt composition has also experienced significant shifts, with a greater dependence
on privately held debt and newer official creditors from emerging economies, particularly
China (de Kluiver 2023; Sokpoh et al. 2024). This shift has made restructuring more complex
and amplified the potential risk of falling into debt traps. The greater use of Eurobonds has also
added to the complexity (Blommestein and Horman 2007).

There are growing concerns about the sustainability of debt and its impacts on the continent’s
development challenges and the costs of addressing climate change. The changing debt
landscape highlights the need for creative legal and financial approaches to tackle the growing
intricacy of Africa’s debt situation. The growing understanding of the importance of
incorporating debt sustainability into wider development strategies, including social inclusion
and climate resilience, is a crucial aspect that is now receiving greater attention in discussions
on debt. It is important to recognize the importance of addressing sovereign debt restructuring
in a sustainable and fair way, particularly in light of emerging challenges such as climate
change. In light of the growing need to address the nexus between debt and issues such as
climate change, interest in creative financial instruments, such as SCDIs has increased. ! The
use of SCDIs is explored further below.

State Contingent Debt Instruments: Their Structure, Function and Potential Implications
for Sustainable Development

What are SCDIs?

Over the past few decades, there has been a growing interest in the potential of SCDIs in
meeting the demand for flexible debt instruments. In recent times, the discussion surrounding
the possible use of SCDIs has been sparked by the economic impact and volatility resulting
from the COVID-19 pandemic (Cohen et al. 2020). This discourse has been driven by the
growing need of countries and financial institutions to find debt options that are more adaptable
and yet still resilient. SCDIs are financial instruments that require repayment based on specific
economic or environmental conditions in the debtor country. In describing how they work, the
IMF states that ‘SCDIs link a sovereign’s debt service payments to its capacity to pay, where
the latter is linked to real-world variables or events. For example, instruments can be linked to
a country’s GDP, to commodity prices, or to natural disasters such as hurricanes or earthquakes.
This means that during challenging times, such as during an economic downturn or in the
aftermath of a natural disaster—there is an automatic reduction in the sovereign’s debt service
burden. '? Therefore, these instruments are designed to assist governments in managing
economic instability by allowing them to modify debt repayments based on economic
indicators or predetermined events.



SCDIs are not new instruments as they have been used in different economic contexts, although
not extensively (Togo et al. 2017). There are many types of SCDIs and various ways to
differentiate them. Ulrich Volz (2021: 383) provides three broad categories discussed below.
Beyond the broad categorizations by Volz, each of these instruments will either be continuous
adjustment instruments (where debt service payment is linked to a nominal value of the chosen
state variable) or discrete adjustment instruments (where debt service obligations change in
response to the occurrence of a specific pre-defined event) (Kearse 2024: 9).

Category 1: Debt Instruments Linked to Macroeconomic and Price Variables

These include GDP-linked bonds, inflation-linked bonds, commodity-indexed bonds, wage-
indexed bonds, and revenue-indexed bonds. Volz, provides a detailed analysis of these types
of instruments (Volz 2021: 383-391). GDP-linked bonds, for instance, are financial
instruments that have repayment terms directly tied to the economic performance of the issuing
country, specifically its Gross Domestic Product (GDP). Consequently, when the GDP
surpasses a specific threshold, the government incurs higher debt service payments. On the
other hand, in periods of economic downturn, these payments decrease. This approach helps
stabilize a country’s fiscal situation by ensuring that debt service costs are in line with the
ability to repay. In assessing their potential, Volz notes that in theory, GDP-linked debt would
have decreased the interest payments in 2020 on the onset of the COVID-19 pandemic by US$
69 billion more than conventional debt (a decline of 90% in low-income countries, 68% in
lower middle-income countries, 58% in upper-middle-income countries, and 78% in DSSI
countries) (Volz 2021: 389).

While there are indeed potential impacts of the use of these instruments, in the African context,
a major hindrance that complicates the design and may undermine the effectiveness of these
instruments arises from the difficulty of defining and computing macro-economic indicators,
in particular GDP. This may arise from issues with the reliability of data, delays in data
collection, gaps in statistical capacity and the fact that statistics may not fully account for the
informal economy. These challenges may make it difficult to structure debt payments linked
to economic variables such as GDP. Further, the use of GDP may not always be the most
effective way to reflect a countries economic capacity as it is not only dependent on domestic
economic policies and growth drivers but is highly influenced by the global economic outlook
over which African countries have limited control. External factors that may influence GDP
include global commodity prices and trade flows.

Countries that seek to use these instruments need to weigh the costs and benefits to see if the
cost of high-risk premiums that investors may demand is offset by the benefits of their use.
Market perception and higher borrowing costs may be a hinderance. Africa is generally seen
as a riskier investment region despite diversity of the economies and the asymmetric nature of
shocks. As such, despite economic policies and economic performance of individual countries,
a high ‘African premium’ may be imposed. This bias, and many concerns on the accuracy of
credit ratings, '* and the lack of credit ratings for 22 African countries, has resulted in a move
for an African alternative to the international rating agencies. '* Finally, with commodity-
indexed bonds, it should be noted that African countries heavily rely on the export of raw
materials such as minerals, which are subject to volatile commodity markets. As such, the
potential impact could be that countries are driven more into debt dependency than away from
it and can potentially hinder much-needed economic diversification. '



Category 2: Debt Instruments Linked to an Occurrence (Risk-linked Securities)

This category includes risk-linked securities and sovereign debt with disaster clauses. The
African Legal Support Facility (ALSF) defines risk-linked securities as ‘a type of security
where the capital raised is earmarked for responding to certain projects or measures to contain
identifiable risks’ (Kearse 2024: 11). Two examples of these are Catastrophe Bonds (CAT
Bonds) and pandemic-related CAT bonds (PCAT bonds).

Several developing countries, particularly those located in areas prone to natural disasters, are
increasingly using CAT bonds as a strategy to transfer risk to the international financial markets
and, in effect, ‘insuring otherwise “uninsurable” risks’ (Schwarcz 2020). The World Bank is
one of the main issuers of CAT bonds. It has in fact issued various CAT bonds to countries
including Jamaica, '® Mexico !7 and Chile. '* The ALSF notes that in many cases, under this
structure there is no need for an issuer or insurer and instead, the World Bank is the
intermediary in the transaction, and the issued bonds then sit on the World Bank’s balance
sheet (Kearse 2024: 3). These bonds are especially designed to provide financial assistance in
the event of predetermined catastrophic occurrences, such as earthquakes, floods, hurricanes,
or other natural catastrophes. For instance, a country has the opportunity to issue bonds with
decreasing repayments in the event of extreme weather conditions or other climate-related
shocks. This framework would provide prompt economic assistance at periods when
government resources are most strained by the demands of disaster response and recovery
endeavours. Volz notes that, in practice, these bonds work as follows:

Upon issuance of a cat bond, the proceeds go into a secure collateral account or special
purpose vehicle (SPV). The SPV will invest the money received from the investors in
safe assets, and it will pay the coupons to the investors. In the case that a previously
specified disaster occurs, the collateral is released to the issuer, and investors lose all
or part of their principal. Cat bond pay-outs are usually linked to an independently
verifiable parametric trigger, such as wind speed or earthquake magnitude (Volz 2021).

Attention to detail in design and the inclusion of precise definitions of trigger events are crucial.
It is equally important to have a legal framework that offers support to facilitate the efficient
operation of these instruments. This will ensure accurate triggering of the bonds and effective
deployment of funds. Important considerations also include effectively assessing the impact of
the catastrophe, managing the payouts and the allocation of funds and possibly dispute
resolution.

With the increased frequency and intensity of climate-related natural disasters, African
countries may be more interested in disaster risk financing. However, recent experiences
highlight that while CAT bonds theoretically aim to transfer some disaster risk to private
investors, they are not without limitations, particularly with respect to pricing and structuring.
Vulnerable countries, like Jamaica, are the least equipped to handle disaster risk when it strikes,
and these instruments were thought to be a form of insurance, yet in some cases it is merely a
win for investors. Jamaica’s second World Bank-backed CAT bonds came under scrutiny after
hurricane Beryl in 2024. While the bonds aimed to provide rapid financial relief in the
aftermath of a hurricane, its effectiveness and fairness are questionable (Ahmed and Rambarran
2024: 1). Despite damage caused by hurricane Beryl, Jamaica’s CAT bond did not trigger a
payout because the hurricane fell below the threshold of the parametric triggers in the bond.
Investors not only kept their returns, but even enjoyed returns substantially exceeding the US
Treasury rate, while Jamaica, a very vulnerable country had to deal with the aftermath of this



disaster. This raises equity concerns, as this disaster only narrowly missed the predetermined
parameters and left Jamaica financially exposed. This situation negatively impacted the
perception of CAT bonds as an effective tool to transfer risk and instead maked them seem like
another opportunity for profitmaking. This is not the only time that these types of bonds have
garnered scrutiny in the Jamaican context. Ahmed and Rambarran further note that hurricane
Grace (August 2021) and hurricane Ian (September 2022), also did not trigger any payouts
under Jamaica’s first World Bank CAT bond (Ahmed and Rambarran 2024: 1).

Furthermore, for African countries that face a myriad of different disasters, CAT bonds may
not be the most effective tools. For instance, these instruments are not well suited to deal with
systemic risks. They are mainly designed to respond to high-impact events such as hurricanes
and earthquakes and may be less effective in dealing with slower-onset disasters like droughts.
Finally, such market instruments should not be seen as a substitute for much-needed investment
in long-term disaster resilience and adaptation, as well as the need for vulnerable countries to
implement comprehensive disaster risk management frameworks. Avinash Persaud, former
special envoy to Barbados’ Prime Minister, concurs with this sentiment, noting that in the
context of Barbados, another country very prone to climate-related natural disaster—*Climate
risks had become uninsurable. Rather than pay cat bond premiums, we’d much prefer to find
cheap long-term financing to build resilience, say, a sea wall. For Barbados, that’s the best
insurance against climate change’. '° The key question, however, remains whether, countries
like Barbados, and other vulnerable countries should be bearing the financial burden of
building resilience to a problem it did little to cause or exacerbate. For highly indebted
countries, even ‘cheap’ financing worsens the debt outlook and can lead to long-term debt
sustainability issues.

Category 3: Debt Instruments Linked to Sustainability Outcomes

This category includes sustainability-linked bonds (‘any type of bond instrument for which the
financial and/or structural characteristics can vary depending on whether the issuer achieves
predefined Sustainability/ESG objectives’). 2 These kinds of bonds are different from green
bonds and other similar instruments because sustainability-linked bonds (SLBs) are linked to
sustainability performance targets or outcomes rather than funding projects (Volz 2021: 10).
In this respect, repayment is subject to meeting climate-related performance targets, such as
lowering greenhouse gas emissions or improving climate resilience. SCDIs can be structured
to incentivize countries to pursue climate adaptation and mitigation strategies by linking debt
relief or reductions to the achievement of specific climate goals. A country that successfully
implements a comprehensive climate adaptation plan or achieves significant reductions in
greenhouse gas emissions may experience the positive outcome of lower debt service
payments. The bonds, for example, may provide reduced interest rates if a nation accomplishes
its climate commitments, or bear greater expenses if it fails to do so. Theoretically, the
flexibility of SLBs allow countries to manage debt obligations in a manner that is sensitive to
their environmental challenges.

Further, by integrating conservation indicators into debt instruments, SCDIs can help support
conservation efforts and offer financial incentives for governments to meet their conservation
objectives while effectively managing their debt commitments. An example could be an
approach that links debt repayment with certain conservation outcomes like the protection of
biodiversity, forest coverage, or other valuable natural resources. Ensuring the success of such
programmes relies heavily on attracting investors who are motivated by both financial rewards
and positive environmental impacts. Incorporating conservation goals into SCDIs has promise,



but it is not without its difficulties. For these tools to be effective, conservation outcomes must
be quantifiable and legally binding. Additionally, the governance structures overseeing these
initiatives must be robust to prevent mismanagement and ensure that conservation
commitments are upheld. Finally, balancing conservation with the immediate economic needs
of local populations is essential to avoid conflicts and ensure that SCDIs contribute to
sustainable development.

When designing and implementing climate-linked bonds, legal and legislative frameworks
must be carefully considered, as with the other SCDIs outlined above. Key design concerns
include the selection and implementation of monitoring and verification methods and
enforceable bond conditions. 2! Furthermore, bond terms should be consistent with current
national climate policies and international climate obligations. Robust legal and institutional
frameworks are crucial for ensuring transparency, accuracy, and accountability in the effective
implementation of SCDIs that are linked to climate change, environmental, and conservation
considerations. These tools, when well-designed and supported by legal and institutional
frameworks, have the potential to encourage climate action.

As is the case with the instruments above, these bonds also have shortcomings. It is sometimes
questionable whether SLBs have actual ESG impacts and instead may be seen as tools to boost
issuers’ sustainability image or even tools to mask the lack of true reform. > They may not be
designed to effectively incentivize issuers to implement meaningful change. Among the
structural loopholes that exist in current SLB structures are the possibility of keeping penalties
low for missed targets, minimizing the impact of penalties by pushing target dates closer to
maturity date; and some instruments may include early call dates that may be used by issuers
who wish to avoid the reputational risk arising from missing targets (Haq and Doumbia 2022:
2). Further, there is a need to ensure that key performance indicators (KPIs) are set out in a
manner that incentivizes issuers. Meaningful environmental and social progress requires KPIs
that are ‘ambitious, measurable, transparent, and part of a broader sustainability strategy’.
Finally, for African countries considering these instruments, a robust regulatory framework for
ESG investments is needed.

The Use of SCDIs in the African Context

There has been a growing focus on using SCDIs to tackle pressing global challenges, including
climate change and natural disasters (Uzsoki 2020). Considering the growing economic
implications of climate change and other environmental crises, this subject holds even more
importance for African nations. The adoption of SCDIs in Africa is still in its nascent phase.
The majority of these can be found in both the official sector, with an even more limited number
of publicly traded SCDIs as well. >* SLBs for instance, were 2.6% of the total green, social, and
sustainability bonds in sub-Saharan Africa, reflective of the region’s low credit ratings,
amongst other factors. Furthermore, the issuance of these bonds in Europe and Central Asia
was 481 times larger than in sub-Saharan Africa (OECD 2024: 18).

The ALSF notes that the Agence Francaise de Développement entered into countercyclical
loans to Burkina Faso, Mali, Mozambique, Senegal, and Tanzania, and in 2000 South Africa
used inflation-linked bonds targeted at domestic retail investors (ALSF 2024: 14). The
countercyclical loans agreement has received a lot of criticism, including with respect to
ambiguities in definitions (the definition of ‘calendar year’ is unclear, ‘exports’ is undefined
and thus raises questions on whether it includes both goods and services), and the currency
used to calculate ‘trigger events’ (the calculations are done in Euros, but the main exports of



the five countries are measured in USD) (ALSF 2024: 14). Because of these weaknesses in the
instruments’ design, the ALSF notes that there was a lukewarm reception from investors.

Rwanda has recently issued SLBs. The World Bank allocated a sum of US$100 million in
International Development Association (IDA) funding to assist the Development Bank of
Rwanda (BRD) with issuing local currency in September 2023, among other activities. * The
bond had a maturity of seven years and aimed to raise Rwandan Franc (FRW) 30 billion
(approximately USD 24.8 million). 2> The BRD notes that the bond was oversubscribed. 2¢ The
project received credit enhancement from IDA. The KPIs are in line with Rwanda’s Vision
2050 sustainable development goals and aim to (1) enhance environmental, social, and
governance (ESG) systems in partner financial institutions; (2) increase the funding allocated
to projects led by women, from 15 to 30% of the BRD’s portfolio and (3) finance the
construction of 13,000 affordable housing units by 2028 (OECD 2024: 24). The coupon
payments were designed to decrease by 0 to 40 basis points depending on the number of targets
met. While this instrument may be seen as a market innovator and less risky by issuing the
bond in the local currency (Rwandan Franc), thereby mitigating foreign exchange risks, other
countries cannot just replicate Rwanda’s outcomes. In exploring the question of whether the
results can be replicated, Alatabani et al, observe that:

In our view BRD’s inaugural SLB is more than just a bond issuance; it is proof of
concept of how, by ‘financing risk’ (see also new pathways towards mobilizing private
capital) MDB and public funding can leverage multiples in private capital from
financial markets for meeting the Sustainable Development Goals (SDG). Not only
does this approach have the potential to be scaled up and replicated across low-income
countries, but it also nudges the World Bank and other major players towards more
innovative, impactful financing solutions. 2’

This, however, should not be seen as an endorsement for a one-size-fit all approach or that
African countries can merely copy and paste. Each country will have to carefully assess its own
economic and political conditions.

South Africa and Kenya are reportedly among the other countries that are currently also
contemplating the implementation of SLBs (Whiteacre 2024). For South Africa, these bonds
could help advance the just transition and climate action. Whiteacre notes that the just transition
in South Africa is critical and time sensitive, and that the country has not performed well in
reducing coal power share of primary energy supply, Carbon Dioxide Emissions from energy
use, and total greenhouse gas emissions (585 MTCO2e) (Whiteacre 2024). Improvements in
water quality and contamination could be the focus of KPIs in Kenya, where drought is a
persistent hazard (Whiteacre 2024).

Looking Ahead: What Does this Mean for African Countries Looking to Tackle Climate
Change Impacts, and Other Systemic Issues?

While African stakeholders are continuing to advocate for more fairness in how debt is treated
and have called for more comprehensive approaches at a multilateral level, there remains a role
for innovative debt instruments. Traditional debt instruments may often impose rigid
repayment schedules that do not account for the volatile economic conditions caused by factors
such as climate change and natural disasters, and SCDIs may seem like the answer. However,
as the discussion above illustrates, countries must approach the use of such instruments with
caution. While their appeal lies in the view that SCDIs allow countries to share risks with
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investors, particularly in the case of catastrophic events, allowing for quicker recovery and
rebuilding efforts, the realities are sometimes very far from this.

When considering issuing instruments like SCDIs, governments need to thoroughly evaluate
the design, practical implementation, specific realities of the individual country’s legal and
debt landscapes, and the true cost involved. In theory, SCDIs seem to hold the potential to help
African countries to manage debt sustainably while addressing the unique challenges posed by
climate change, however, their potential must be weighed against practical realities in each
individual context. The discussion above highlights the complexity involved in designing these
instruments and risks associated from any uncertainty in their use. The design of SCDIs is
inherently complex, requiring careful consideration of the definition of performance metrics,
the enforcement of bond terms and legal frameworks. In describing the complexity in the
development of these instruments, the ALSF notes that it involves multiple parties and inputs,
and requires specific structuring, modelling, and specialist legal advice (Kearse 2024: 4-5).
This complexity can make these instruments difficult to design, issue and implement,
particularly in countries with limited technical capacity. CAT bonds, for instance, have not
extensively taken off in the African market. Among the reasons for this include;

‘the relatively high issuance costs and the need to achieve fair risk/reward pricing
suitable for both issuers (called sponsors in ILS jargon) and investors. The closure of
an education gap in insurance-linked securities is fundamental. It not only raises the
comfort levels of public officials and development funders—to leverage private sector
investments in a fair allocation of risk—but is also necessary for the overall public
benefits associated with improved economic growth and stability’ (Sav-rassov et al.
2024).

Further, the high-risk premiums that many of these instrument’s hold, raise questions on their
suitability for already debt-vulnerable countries. This is especially so in the context of climate
change, where countries that have contributed the least need to pay the most. The use of SCDIs
under these conditions could further hamper long-term debt sustainability. However, if African
countries choose to use them, success stories like Rwanda demonstrate that the designs and
implementation need to be thorough, and the instruments need to align with the development
priorities and context of each individual country. In this respect, African countries will need to
play a critical role in shaping these instruments. This will entail, amongst other factors, that
countries exercise agency in the design of these instruments to ensure that they are fair.
Already, African countries are among the main advocates for a multilateral legal framework
for sovereign debt that is aligned with sustainable development (African Group Inputs for
Financing for Development (FfD4): 3). Within this context, SCDIs find relevance. This
proposal will seek to address structural inequalities plaguing the architecture, which in turn
will create a foundation for innovative financial instruments that are effective and do not
exacerbate existing vulnerabilities.

Conclusion

Traditional debt management frameworks are becoming increasingly insufficient to address
the compounded risks posed by climate change, especially in regions that are vulnerable to
climate and other shocks, like Africa. This reality necessitates a fundamental change in
approach, where environmental and social considerations are included in financial strategies.
An enquiry into the relationship between debt, climate, and conservation in Africa underscores
the pressing need for creative financial solutions that combine economic sustainability with
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environmental and social resilience. SCDIs have been proposed as one such tool to bridge this
gap, but their practical application leaves much room for improvement. In theory, they offer a
more flexible approach for debt management in the face of climate-related and other shocks.
However, the discussion above highlights that their design and practical implementation
remain plagued with complexities. Further, it underscores the question of just and equitable
climate finance. At the heart of the climate-debt dialogue lies the intricate question of who
should pay for these externalities caused by climate change. This question is especially relevant
for African countries, which are disproportionately affected by climate and other related risks.
This requires rethinking multilateral systems of climate finance to ensure equity-driven
financing for climate action.

Notes

1. UNCTAD, Africa (2023) https://unctad.org/publication/world-of-debt/regional-
stories#sectionl.

2. Carlos Lopes, African countries shouldn’t have to borrow money to fix climate
damage they never caused — economist https://theconversation.com/african-countries-
shouldnt-have-to-borrow-money-to-fix-climate-damage-they-never-caused-
economist-241758.

3. Corporate Accountability and Public Participation Africa, Climate Debt: Nigerian
Activists, Others Demand $5 Trillion From Rich Countries
https://cappaafrica.org/2024/09/20/climate-debt-nigerian-activists-others-demand-5-
trillion-from-rich-countries/?utm_source=chatgpt.com.

4. Eurodad, How are climate and debt interconnected?

https://www.eurodad.org/debt climate connection.

V20, About, https://www.v-20.org/about.

6. These countries include Burkina Faso, Chad, Comoros, the Democratic Republic of
Congo, Ethiopia, Ghana, Guinea, Kenya, Madagascar, Malawi, Morocco, Niger,
Rwanda, Senegal, South Sudan, Sudan, Tanzania, Togo, Tunisia, Uganda, Zambia,
and Zimbabwe. V20, Members, https://www.v-20.org/members.

7. AfSDIJN, Statement of the African Sovereign Debt Justice Network (AfSDJN) on the

Occasion of the 28th Meeting of the Conference of Parties to the United Nations

Framework Convention on Climate Change (COP28)

https://www.afronomicslaw.org/category/african-sovereign-debt-justice-network-

afsdjn/statement-african-sovereign-debt-justice.

For a historical perspective, (Ezenwe 1993).

9. IMF, Country Focus, How to Avoid a Debt Crisis in Sub-Saharan Africa,
https://content.govdelivery.com/accounts/USIMF/bulletins/372915e.

10. African Export-Import Bank, https://media.afreximbank.com/afrexim/State-of-Play-
of-Debt-Burden-in-Africa-2024-Debt-Dynamics-and-Mounting-Vulnerability.pdf and
IMF https://www.imf.org/external/pubs/ft/dsa/dsalist.pdf.

11. Karin Strohecker and Libby George, Retro bonds return from the '80s to speed up
debt reworks, but at a cost https://www.reuters.com/markets/rates-bonds/retro-bonds-
return-80s-speed-up-debt-reworks-cost-2024-10-23/?utm_source=chatgpt.com.

12. IMF, https://www.imf.org/en/About/Key-Issues/state-contingent-debt-instruments.

13. Credit rating agencies have made errors with credit ratings of Tunisia, Cameroon and
Nigeria. See Misheck Mutize Rating agencies and Africa: the absence of people on
the ground contributes to bias against the continent — analyst
https://theconversation.com/rating-agencies-and-africa-the-absence-of-people-on-the-
ground-contributes-to-bias-against-the-continent-analyst-237778.
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Credit Rating Agency: Lusaka-Zambia https://aprm.au.int/index.php/en/news/press-
releases/2024-03-25/retreat-finalise-establishment-africa-credit-rating-agency.

Susan Newman, Commodity Dependency, GVC development and Industrial Policy in
Sub-Saharan Africa https://www.afronomicslaw.org/2020/11/14/commodity-
dependency-gvc-development-and-industrial-policy-in-sub-saharan-
africa/?utm_source=chatgpt.com.

World Bank, World Bank Returns to the Cat Bond Market Providing Financial
Protection to Jamaica, 25 April 2024 https://www.worldbank.org/en/news/press-
release/2024/04/25/world-bank-returns-to-the-cat-bond-market-providing-financial-
protection-to-jamaica.

World Bank, World Bank Issues $420 Million in Catastrophe Bonds for Renewed
Disaster Risk Protection for Mexico, 17 April 2024
https://www.worldbank.org/en/news/press-release/2024/04/17/world-bank-issues-
420-million-in-catastrophe-bonds-for-renewed-disaster-risk-protection-for-mexico.
World Bank, World Bank Executes its Largest Single Country Catastrophe Bond and
Swap Transaction to Provide Chile $630 Million in Financial Protection Against
Earthquakes, 17 March 2023 https://www.worldbank.org/en/news/press-
release/2023/03/17/world-bank-executes-its-largest-single-country-catastrophe-bond-
and-swap-transaction-to-provide-chile-630-million-in-fin.

Gautam Naik, Jim Wyss and Greg Ritchie, The Harsh Reality of ‘Hurricane
Insurance’ https://www.bloomberg.com/features/2024-jamaica-hurricane-catastrophe-
bonds/.

ICMA, Sustainability-Linked Bonds Principles,
https://www.icmagroup.org/sustainable-finance/the-principles-guidelines-and-
handbooks/sustainability-linked-bond-principles-
slbp/#:~:text=Sustainability%2Dlinked%20bonds%20aim%?20to,and%2For%20gover
nance%?20perspective).

ICMA, Sustainability-Linked Bond Principles Voluntary Process Guidelines June
2024, https://www.icmagroup.org/assets/documents/Sustainable-finance/2024-
updates/Sustainability-Linked-Bond-Principles-June-2024.pdf.

Taylor Chatlos and Nuvneet Dhillon, Sustainability-Linked Bonds: An Appealing
Concept that Disappoints, https://www.pgim.com/fixed-income/blog/sustainability-
linked-bonds-appealing-concept-disappoints.

A notable illustration of a publicly traded SCDI is the local currency inflation-linked
bond issued by South Africa in 2000. These bonds were tied to the rise in prices as
indicated by the country’s Consumer Price Index.

World Bank, World Bank Approves First Sustainability-Linked Bond for Rwanda to
Boost Private Capital Mobilization, 9 June 2023,
https://www.worldbank.org/en/news/press-release/2023/06/09/world-bank-approves-
first-sustainability-linked-bond-for-afe-rwanda-to-boost-private-capital-mobilization.
BLC Capital, BRD Launches Sustainability Linked Bond https://bkcapital.rw/news-
events/news/article/brd-launches-sustainability-linked-
bond?utm_source=chatgpt.com.

BRD, What is the Second Sustainability-Linked Bond?
https://www.brd.rw/sustainability-linked-bond/.

Alwaleed Alatabani and Niraj VermaMiguel Navarro, How Rwanda’s inaugural
Sustainability-Linked Bond broke new ground in leveraging private capital
https://blogs.worldbank.org/en/psd/how-rwandas-inaugural-sustainability-linked-
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