
Resolving Nonperforming Loans in Sub-
Saharan Africa in the Aftermath of the
Pandemic: Strategies and Challenges
The COVID-19 pandemic has had a profound impact on economies around
the world, and Sub-Saharan Africa has been no exception. The pandemic
has led to a sharp decline in economic activity, which has in turn led to an
increase in nonperforming loans (NPLs). NPLs are loans that are overdue
by more than 90 days, and they can be a major problem for banks and
other financial institutions.

In Sub-Saharan Africa, NPLs have been a problem for many years.
However, the pandemic has exacerbated the problem, and NPLs are now
at their highest levels in over a decade. This is a major concern for banks
and other financial institutions, as NPLs can lead to financial instability and
even bank failures.
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There are a number of strategies that can be used to resolve NPLs. These
include:

Restructuring

Workout

Foreclosure

Asset sales

The best strategy for resolving NPLs will vary depending on the specific
circumstances of each case. However, it is important to note that there is
no one-size-fits-all solution. The best approach will be tailored to the
specific needs of the bank and the borrower.

Restructuring

Restructuring is a process of modifying the terms of a loan in order to make
it more affordable for the borrower. This can involve extending the term of
the loan, reducing the interest rate, or forgiving a portion of the debt.
Restructuring can be a good option for borrowers who are facing financial
difficulties and are at risk of defaulting on their loan.

However, it is important to note that restructuring can also be risky for
banks. If the borrower is unable to make the payments on the restructured
loan, the bank may end up losing more money than it would have if it had
foreclosed on the loan.

Workout

A workout is a process of negotiating a payment plan with the borrower that
is affordable for both the borrower and the bank. This may involve reducing



the amount of the monthly payment, extending the term of the loan, or
forgiving a portion of the debt. Workouts can be a good option for
borrowers who are facing financial difficulties but are still able to make
some payments on their loan.

However, it is important to note that workouts can also be time-consuming
and difficult to negotiate. If the borrower is unable to stick to the payment
plan, the bank may end up having to foreclose on the loan.

Foreclosure

Foreclosure is the process of selling the collateral that was pledged as
security for a loan when the borrower defaults on the loan. This can be a
very costly and time-consuming process for banks. However, it may be the
only option for banks that are unable to restructure or workout a loan.

Foreclosure can also have a negative impact on the borrower. If the
borrower loses their home or business, they may be unable to rebuild their
financial life. In addition, foreclosure can damage the borrower's credit
score, which can make it difficult to obtain future loans.

Asset Sales

Asset sales are a way for banks to dispose of NPLs without having to
foreclose on the collateral. Banks can sell NPLs to other financial
institutions, private equity firms, or hedge funds. Asset sales can be a good
option for banks that need to quickly dispose of NPLs.

However, it is important to note that asset sales can also be risky for banks.
If the NPLs are sold at a deep discount, the bank may end up losing more
money than it would have if it had foreclosed on the loans.



Challenges to Resolving NPLs in Sub-Saharan Africa

There are a number of challenges to resolving NPLs in Sub-Saharan Africa.
These include:

The lack of a developed legal framework

The lack of capacity in the judicial system

The high cost of foreclosure

The political risk

The lack of a developed legal framework can make it difficult to enforce
contracts and collect on loans. This can make banks reluctant to lend to
borrowers in Sub-Saharan Africa.

The lack of capacity in the judicial system can also make it difficult to
resolve NPLs. The courts in Sub-Saharan Africa are often overburdened
and underfunded. This can lead to delays in the resolution of NPLs, which
can increase the cost to banks.

The high cost of foreclosure can also make it difficult to resolve NPLs in
Sub-Saharan Africa. The cost of foreclosure can often exceed the value of
the collateral that is pledged as security for the loan. This can make it
uneconomical for banks to foreclose on loans.

The political risk in Sub-Saharan Africa can also make it difficult to resolve
NPLs. In some countries
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