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Afreximbank is owned 
by African governments 
as well as private 

investors and is widely 

seen as animportant 
source of financing for 
African countries. 
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~ &% he African Export-Import Bank 
(Afreximbank) has cut ties with 
Fitch Ratings following a review 
of the agency's assessment, with 

thelender saying the rating process no 
Jonger eflected a proper understanding 
of what the bank i why it was created, 
and howit ismeant to operate asa devel- 
opment institution for Africa. 
‘Afreximbank believes Fitch now treats 
it like an ordinary commercial bank 

' ratherthan a multilateral development 
bank with a special mandate to support 
African trade, even when this involves 
lending to high-risk countries. It this 
‘misunderstanding, Afreximbank adds, 
that has led to unfair assessments of its 

Afreximbank is owned by African 
governments, as well as private inves- 
torsand s widely seen as an important 
sourceof financing for African countries, 
‘particularly when those countries can- 
n=access international bond markets 

¢hen wealthy countries are cutting 
aidand concessional lending. 
‘The bank says itsfounding agreement, 
signed by 53 African countries, grants it 
“preferred creditor statusin line with 
standard treatment for multilateral de- 
velopment banks (MDBS),which reduc- 
esthelikeiood of osses Preferred cred- 
tor statusisa long standing practice in 
‘global finance that gives multilateral de- 
‘elopment finance institutions priority 
nrepayment when countries face finan- 
caldistress. 
‘These insttutions lend to promote de- 
velopment and, during crises, provide 
counter-cyclicallending by increasing 
support when commercial creditors 
‘withdraw This role depends on strong 
creditratings which n tum rely on con- 
Sdence that these institutions vill bere- 
‘paid even when others are not.Preferred. 
creditor status is meant to provide that. 

asurance 
Questioned 
‘The World Bank, the internation- 

* al Monetary Fund (IMF), and regional 
development banks in Asia and Latin 
America all benefit from this protection 

. inpractice. The dispute with Fitch cen- 
treson whether Afreximbank truly en- 
Joysa preferned creditor status thatsnot 
eplicilyset ut n global ks The status 
is based on long-standing practice and 

sgmement Jeaving oom for diferng - 

Afreximbank has significant exposure 
to countries, including Ghana (§750m 
(Shs2.6 trillion)) and Zambia ($45m 

Africa’s development banks 
face credit ratings pressure 

‘The Afreximbank African Trade Centre Building under construction on Yusuf Lule Road in Kampala. The structureis 
‘expected to house the headquarters of the African Export-Import Bank. PHOTO/STEPHEN OTAGE 

(5hs153.5b), which have defaulted on 
their debts,as wellas Malawi and South 
Sudan. The central issue is whether 
‘Afreximbank hould be forced to accept 
losses on these loans. Doing s0 would 
weaken its claim to preferred creditor 
status. 
Fitch lowered Afreximbank creditrat- 

inglast year tojust above funk status,cit- 
ing'high creditrisks and weak riskman- 
agement system It also placed the bank 
on a‘negative outlook, indicating the 
‘possibilityof further downgrades. 
Fitchhaswarned that finstitutions ike 
Afreximbank lose or vweaken their pre- 
ferred creditor satus,their ratings could 
Gllfurther From it perspective,unclear 
protections during debt restructurings 
increaselendingrisk. 
However, sources familiar with the 

matter said the Paris Club views Afrex- 
imbanks loans to Ghana and Zambiaas 
‘commercial because their interest rates 
viere higher than those of traditional 
‘concessional finance.Fitch said restruc- 
‘nuring these loans would heighten the 
risks in Afreximbanks strategy and ar- 
‘gued that its non-performing loan ratio 
shouldbe?1 percent, ratherthanthe2.3 
‘percent reported by the bank. 
In response, Affeximbank said Fitch's 

decision was based on an ‘erroneous 
view"that its establishing treaty can be 
violated without consequences.Ifloans 
aretreated as commerial they can bere- 
structured and forced to take Iosses. un 

like loans from institutions such as the 
IMFor WorldBank. 
Ghana and Zambia have said they 

plan to restructure theirloans to Afrex- 
imbank, suggesting that its preferred 
creditor tatusis ot fully accepted by all 
major crediors in practice.In Decerber, 
Afreximbanksaid it had resolved issues 
relatedtoa $75omloanto Ghanabut did 
not provide details Bloomberg later re- 
‘ported that the bank had agreed to re- 
Structuring terms set by other creditors 
andhadtakenlossesontheloan. 
A Fitch report published last month 

noted that regional MDBs are facing 
growing challenges due to disagree- 
ments over preferred creditor status It 
‘wammed that including MDB loans in re 
structurings would likely weaken credit 
ratings. 

AFRICANSOLUTIONS 

Protecting preferred creditor 
Status is amatter of sovereignty: 
Africais buildingits own financial 
ecosystem, includinginitiatives 
such as the African Credit Rating 
Agoncy. 

Global finance runs on per- 
ception, shaped by narratives. 
Those who control the narrative 
influence the cost of monoy. 

If the preferred creditor status 
of African development banks. 

Across the broader MDB sector,rating 
agencies are reviewing their methodol 
ogies to unlock greater concessional fi 
nancing. Moody's downgraded Afrex- 
imbanklast year lowering itslong term 
issuerand senior unsecured ratings from 
Baa1 toBax2 and revisingits outlook to 
negative S&P Global announced last Oc- 
tober that it was revising ts approachto. 
‘multlateral and supranational lenders, 
includingrecalibratingrisk weightingsto 
reflectpreferred creditor treatment. 
Inastatement,Afreximbank said it re- 

‘mains financially strong, supported by 
closeshareholder relationshipsand legal 
protections in ts founding documents, 
and sought to reassure investors. Mar- 
Kets reacted calmly,with Afreximbank's 
bonds showing litle movement. How- 
ever,JPMorgan lowered its view on the 

continues to be misrepresented, 
Africa’s access to affordablo fi- 
nanceisfeared to remain hostage 
to external opinion rathor than 
legal reality. 
This would weaken African 
development banks justas they - 
are becoming more effective. 

Their ability to borrow cheaply 
depends on credit ratings that 
assumo they vill be ropaid first 
during financial distress. Ifthat 
assumption is undermined, bor- 
rowingcosts aro foared toFise. 

bank'sbonds thismonth. 
Afrrimbanks dkoated by Moody', 

‘which has never granted it ar 
efit for preferred mmm%m 
ingongoing doubtsabout the strengthof 
thatprotection. 
Preferredcreditor status'battle 
“This backlash reflects a deeper,unre-. | 

solved problem: there is no clear glob- 
al rule on whether hybrid lenders like 

truly qualify for preferred 
creditor status. 
“The debate about the prcferred cred- 

itor status of Africas multlateral devel- . 
opment finance institutions may sound 
technical Itis not. I eft unchallenged, 
thisnarrative could justify the persistent- 
lyhighinterestrates Aficafacesoninter- 
national markets " wrote Misheck Mutize, 
a Post-Doctoral Researcher at the Uni- 

Versity of Cape Town's Graduate School 
of Business,ina development journal in 
November. 
Draving on decadesof research, Mu- = 

cred- 
itor status of multilateral development 

For the IME World Bank,and Paris Club, 
preferred creditor satus is an unwitter: 
privilege For African multilateral devel- 
‘opment banks,it s anchored in law. The 
founding treaties of Afreximbank the AF 
rican Development Bank, and TDB ex- 
plicitly guarantee this status. 
‘These treaties are registered under Ar- 
ticle 102 f the UN Charter,makingther 
binding under international law, and 
havealsobeen ratified into domestic layw 
by African member states Yet,itis Afri- 
canbanks whose statusis now d=cribed 
as"uncertain”or controversial™ 
Mutize says: “African govern 

‘must correct this perception *;-cugh 
stronge,coordinated public statements; 
particularly from finance ministries and 
central banks, to reassure investors that 
these protections are e reak enoreable, 
andbacked 
Institutions suchas Afimnhanxme 
African Development Bank, and TDB 
have grown rapidly Together they hold 
‘more than $640b in assets, expanding 
by about 15 percent annually They have 
'mobilised billions of dollars from globai /' 
capital markets and increased lending 
‘when global finance retreated. 
Their success however has attracted re- 
sistance. Interational creditors and rat 
ing agencies have begun questioning 

i preferred creditor status, describing 
itasweak orshaky" This undermine: 
investor confidence,leading investors 
demand higher returns This raises bo: 
rowing costs for the banks and,ultimat 
Iyfor African countries. 
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