Contact: Mwaka Nyimbili
Centre for Trade Policy and Development
                                                                                               Phone: +260 211 264409|+260975876038
			Fax: +260 211266234
Plot 123, Kudu Road Kabulonga
www.ctpd.org.zm

[image: ]



FOR IMMEDIATE RELEASE
Date: 20/10/21
UNDERSTANDING THE DEBT SERVICE SUSPENSION INITIATIVE (DSSI)
On 9th October 2021, the Government of the Republic of Zambia through the Republican President, His Excellency Mr. Hakainde Hichilema, announced that, “as part of its debt management and negotiation, Government signed the DSSI with a number of lenders which include members of the Paris Club, Kuwait Fund, Saudi Fund, Development Bank of Southern Africa among others. While this is certainly a positive step in the debt management puzzle, the Centre for Trade Policy and Development highlights the following points worth reflecting upon concerning the Debt Service Suspension Initiative (DSSI):
1. The DSSI provides participating countries with debt relief by ensuring a suspension of debt service payments to bilateral ‘official creditors’ during a limited period- usually 6 months.

2. The DDSI is a very short-term measure to address liquidity problems. It does NOT resolve the underlying debt sustainability problem. The extent to which this initiative helps the country to navigate the debt crisis largely depends on what Government does during the suspension period. The key is to make substantive progress towards restructuring the stock of public debt during the DSSI.

3. This DSSI is not a new initiative, as it has been in existence since May 2020. Within the framework of the DSSI, Zambia suspended its interest payments on external debt owed to some creditors covered in the initiative. Initially, the DSSI was availed for an initial period of 6 months and later extended through to 2021. On April 7, 2021, G20 bilateral ‘official creditors’ agreed to a final extension of the DSSI by 6 months through to end of December 2021. For this whole period (May 2020- December 2021), Zambia is potentially expected to generate savings of up to US$ 540.2 million -about 2.3% of GDP (World Bank, 2021).

4. In simple terms, the DSSI is like someone giving you a holiday in the repayment of the debt you owe them. It is NOT forgiveness of debt or anything similar. Therefore, it is wise to utilize such a holiday by boosting your income sources, while negotiating for a prolonged repayment period for other debts that you may owe. This would lighten your debt service burden, and enable you to honor your debt obligations at the expiry of the DSSI. Previously, Zambia did not make use of this principle. Despite the initial halt in servicing interest payments on external debt, nothing much was done to boost productivity, while the debt restructuring process stalled at the backdrop of protracted discussions with the International Monetary Fund (IMF). Therefore, it will be cardinal for the new administration not to take the recently announced DSSI as a typical ‘debt service holiday’. Particularly, interventions targeted at strengthening the Kwacha will help reduce external debt service costs post DSSI.


5. The DSSI in its current form only covers “bilateral official creditors”. This essentially excludes debt from private lenders such as the Bondholders and the bulk of Chinese creditors. Beyond the DSSI, another initiative and perhaps a more interesting one, is the G20 Common Framework for Debt Treatments. Like the DSSI, this is essentially a group of creditors’ coming together to agree on a common relief that can be offered to struggling countries which owe them. However, the common framework interestingly deviates from the traditional DSSI on two fronts:

i) Under the common framework, both official bilateral creditors (including those who may not be part of the Paris Club and the G20) and private creditors will be covered. Of particular interest for Zambia is the inclusion of the Chinese creditors under this framework, converse to the DSSI which did not include them.
ii) Unlike the traditional DSSI, the common framework will go a step further: For countries with unsustainable debt levels (such as Zambia), the framework will provide a deep debt restructuring, with a reduction in the net present value of debt sufficient to restore sustainability.
In February 2021, Zambia officially applied for treatment under the Common Framework but no official updates on this have been furnished to the public ever since. Therefore, it will be imperative for the new administration to follow up on this and provide an official update- the DSSI update notwithstanding.
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Editor’s Note
The Centre for Trade Policy and Development (CTPD) is a not- for –profit, membership based trade policy and development think tank. The organization was established in 1999 and existed as the civil society trade network (CSTNZ), until 2009 when it was rebranded as the Centre for Trade Policy and Development (CTPD).
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