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I. INTRODUCTION AND SUMMARY

The external debt levels of low-income countries have mounted over the last two decades. At
the same time, efforts have intensified to alleviate this burden. Since the late 1980s, when
industrial countries first agreed to reschedule low-income countries’ debts on concessional
terms in the context of the Paris Club (Toronto terms), the degree of debt forgiveness (grant
element) has been increased in several steps. By the mid-1990s, under what came to be
known as Naples terms, Paris Club creditors were forgiving two-thirds of low-income
countries’ eligible debts. Despite these efforts, some low-income countries, especially those
in sub-Saharan Africa, continued to face heavy external debt burdens and difficulties with
servicing them, sometimes repeatedly resorting to debt rescheduling. This often reflected a
combination of factors, including a lack of perseverance with structural and economic reform
programs, a deterioration in their terms of trade, poor governance, and also a willingness of
creditors to continue to provide new loans.

The Heavily Indebted Poor Countries (HIPC) Initiative, launched in September 1996 by the
IMF and the World Bank, is an evolution of traditional debt relief efforts. Unlike them,
however, the HIPC Initiative involves for the first time debt relief from multilateral financial
institutions. The Initiative’s main purpose is the reduction of eligible countries’ external debt
burdens to sustainable levels and the elimination of any debt overhang that might be a
hindrance to growth and investment. The Initiative was reviewed and enhanced in late 1999
to provide faster and deeper debt relief to a larger number of countries. The enhanced
Initiative is expected to benefit close to 40 low-income countries, of which 23 have reached
their decision points and have started to receive debt relief as of July 2001.

The enhanced HIPC Initiative provides substantial debt relief to eligible countries by
reducing their overall debt stocks by about one-half. Three points should be noted. First, this
builds on debt reduction under traditional mechanisms over the last decade or so, which
already reduced debts by about half for the countries that are expected to require HIPC relief,
Combining traditional and HIPC relief over time, the external debt of these countries will be
reduced in total by some 80 percent. Second, the Initiative lowers debt service payments for
the 23 decision point HIPCs on average by about one-third to 8 percent of exports—this is
less than half the debt service ratio paid by other developing countries. While debt service
payments by HIPCs are declining, social spending is increasing and projected to reach more
than three times the level of debt service payment by 2002. Third, the Initiative provides a
solid basis for HIPCs to achieve debt sustainability and to exit the rescheduling cycle. Itis a
major step, but maintaining debt at sustainable levels over time is a more complex
undertaking—which requires efforts both by debtors, on the one hand, and creditors and
donors, on the other. For this, it is essential that debtors pursue sound economic policies,
including good debt management. It is also essential that creditors/donors are ready to
support HIPCs by providing adequate resources on appropriately concessional terms.

The Initiative is primarily concerned with achieving debt sustainability, but at the same time
resources freed up by debt relief are to be channeled toward social expenditure and other
poverty-reduction programs. In light of the latter and given that the countries targeted are



among the poorest in the world, there has been ample discussion on the HIPC Initiative’s
ability to make a substantial contribution to poverty reduction. It is important to keep the
broader context in mind, namely that recent historical gross resource flows to HIPCs were
three and a half times the level of debt service payments made. Thus in terms of these
countries’ future resource needs in support of their poverty reduction strategies (PRSPs), the
contribution of the HIPC Initiative is important, but much broader international support is
needed. Experience has shown that external support can only be effective if it reinforces
sound policies implemented by HIPCs themselves and leads to higher resources being
directed to social development and poverty reduction. Debt relief and ODA are most
important not in isolation, but as help for self-help.

The paper is organized as follows, The next section discusses debt relief initiatives for
low-income countries and their impact in terms of debt-stock reduction. Section 3 examines
the flow impact of debt relief, and discusses its significance in terms of resources flows to
HIPCs. Section 4 comments on the debt sustainability outlook and more broadly on the HIPC
Initiative’s contribution to, and the required international support for, poverty reduction.

II. DEBT RELIEF INITIATIVES FOR LOW-INCOME COUNTRIES—DEBT STOCK PERSPECTIVE
A. Evolution of Debt Stocks

The overall debt level of low-income countries rose significantly in the 1980s and 1990s
(Figure 1). For the group of 41 HIPCs, the level of debt tripled from under US$60 billion in
1980 to a peak of about US$190 billion in 1995, then declined somewhat to about

US$170 billion by 1999. In contrast, the level of debt of all developing countries, and even of
all low-income countries (LICs), continued to rise throughout the same period.2

The creditor composition of debt varies greatly: while private creditors have been the largest
creditor group of all developing countries, their exposure to LICs, and even more so to
HIPCs, increased slowly in the 1980s, but was stagnant for LICs in the 1990s and declined
sharply for HIPCs, especially those 23 HIPCs that have pursued economic policies that
allowed them to benefit from debt relief early on. At the same time, bilateral creditors remain
the second largest creditor for all developing countries, and the largest creditor of LICs and
HIPCs; as bilateral debt stocks have started to decline since the mid-1990—reflecting
bilateral debt forgiveness as well as the beginning of stock-of-debt reduction packages from
the Paris Club-—multilateral creditors, whose exposure has risen steadily to all four country
groups, have become the largest creditor group of the 23 decision point HIPCs.

2 See Table 1 for a list of the countries in these groupings.



Figure 1: Total Public External Debt in Selected Country Groups, 1981 - 1999
By Creditor; In billions of U.S. dollars
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1/ A group of 149 countries covered by the GDF. Of these, 137 report to the DRS, while World Bank estimates arc used for the others.
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Table 1: Developing Country Classification, 2001

Heavily Indebted Poor Countrics (HIPCs) Other Developing Countries 1/

Low Income 2/ Middlc-income 3/

Decision Point reached by July 2001 Afghanistan, 1.5. of 6/ Albania Lebanon
Benin Armenia Algeria Libya o/
Bolivia 4 Azerbaijan Antigua & Barbuda ¢ Lithuania
Burkina Faso Bangladesh Arpentina Macedonia, FYR
Cameroon Bhutan Bahrain 6/ Malaysia
Chad Cambaodia Barbados Maldives
Gambia, The Comoros Belarus Malta
Guinea Eritrea Belize Mauritius
Guinea-Bissau Georgia Bosnia and Herzegovina Mexico
Guyana 4/ Haiti Botswana Morocco
Honduras 4/ India Brazil Namibia &
Madagascar Indonesia Bulgaria Oman
Malawi Korea, D.P.R ¢/ Cape Verde Panama
Mali Kyrgyz Republic Chile Papua New Guinca
Mauritania Lesotho China Paraguay
Mozambique Moldova Colombia Peru
Nicaragua Mongolia Costa Rica Philippines
Niger Nepal Croatia Poland
Rwanda Nigeria Cuba Romania
S&o Tomé and Principe Pakistan Czech Republic Russian Federation
Senegal Solomon Islands Djibouti Samoa
Tanzania Tajikistan Dominica Saudi Arabia &
Uganda Turkmenistan Dominican Republic Seychelles
Zambia Ukraine Ecuador Slovak Republic
Decision Point not yet reached Uzbekistan Egypt South Africa
Burundi Zimbabwe El Salvador S Lanka
Central African Republic Equatorial Guinca St. Kitts and Nevis
Congo, Democratic Republic of Estonia St. Lucia
Congo, Republic of Fiji St. Vincent and the Grenadines
Cote d'Ivoire 5/ Gabon Suriname 6/
Ethiopia Gibraltar 6/ Swaziland
Ghana Grenada Syrian Arab Republic
Lao People's Democratic Republic Guatemala Thailand
Liberia Hungary Tonga
Myanmar Iran, Islamic Republic of Trinidad and Tobago
Sicrra Leone Iraq & Tunisia
Somalia Jamaica Turkey
Sudan Jordan Uruguay
Togo Kazalhstan Vanuatu
Sustainable cases Kiribati 6/ Venezuela, Republica Bolivariana de
Angola Korea, Republic of Yugoslavia, Federal Republic of
Kenya Latvia
Vietnam
Yemen, Republic of

Source: World Bank Global Development Finance (GDF), 2001.
1/ A group of 149 countries covered by the GDF. Of these, 137 report to the World Bank Debtor Reporting System (DRS).
2/ A group of 64 countries for which 1999 GNP per capita was no more than $755, as calculated by the World Bank. Of these, 62

report to the DRS.

3/ A group of 85 countries covered by the GDF for which 1999 GNP per capita was between S756 and $9,265, as calculated by
the World Bank. Seventy-five of these countries report to the DRS.
4/ Classified by GDF as middle-income country.
5/ Decision point reached under original HIPC framework. Case will be reassessed under the enhanced framework.

6/ Country docs not report to the DRS.



Scaling debt stocks against exports or GNP also shows a large buildup of burdens in LICs
and HIPCs from 1980 to the early1990s, and a modest decline since then (Figure 2). It also
shows that the debt burdens of the HIPCs are much higher than, in fact a multiple of, the debt
levels of LICs or all developing countries. Interestingly, the debt-to-GNP ratic of all
developing countries has continuously risen from some 20 percent in 1981 to over 40 percent
in 1999; LIC debt levels have risen slightly faster (possibly reflecting lower GNP growth),
and stood at about 60 percent of GNP in 1999; this compares to a debt/GNP level of

110 percent for HIPCs.

Relative to exports, debt burdens of all developing countries and LICs peaked in the
mid-1980s, then stagnated or declined. The build-up continued in HIPCs until the mid-1990s,
in part reflecting the unsuccessful export performance of HIPCs that has led to a decline in
HIPCs® share in world trade from 2.2 percent in 1970 to 0.7 percent in 1997.

The increase in LICs’ debt levels over time reflected both a willingness on the part of debtors
to take on more debt, and on the part of creditors to take substantial lending risks in order to
help poor countries, while in the case of official bilateral creditors promoting their own
exports. It also reflected factors such as terms-of-trade shocks, a lack of sustained
macroeconomic adjustment and structural reform, weak debt management gractices,
governance problems and other political factors, civil war and social strife.

B. Evolution of Various Debt Reduction Mechanisms

Debt relief in the form of a restructuring or rescheduling of debt has been provided by
creditors to debtors for a long time. The motivation is mainly to help the debtor over a period
of payment difficulties, and to increase the creditor’s perceived likelihood of collecting on
claims held. In cases where the debtor is a government, creditors have fewer tools available
to enforce payments than in the case of non-sovereign debtors where foreclosure and
bankruptey are options. Also, where several players are involved, debtors and creditors have
often found it convenient for both sides to reschedule debt in a concerted framework. The
Paris Club has provided such a framework for sovereign debt reschedulings (of government-
to-government debt) mainly with OECD creditor governments since the mid-195 0s.!

3 For a discussion of the factors leading to high indebtedness in a sample of ten low-income
countries, see Brooks, Cortes, Fornasi, Ketchekmen, Metzgen, Powell, Rizavi, D. Ross and
K. Ross, “External Debt History of ten Low-income Developing Countries: Lessons from
Their Experience”, IMF Working Paper, WP/98/72 (1993).

* The Paris Club requires rescheduling countries to seek similar (“comparable”) treatment
from its other creditors. Only multilateral creditors are exempted as preferred creditors due to
their cooperative character. For information about the Paris Club, sce its website at
www.clubdeparis.org.
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Figure 2: External Debt in Selected Country Groups, in 1981 - 1999
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1/ HIPCs which have reached the Decision Point under the Enhanced HIPC Initiative by July 2001.

2/ A group of 64 countries for which 1999 GNP per capita was no more than $755 as calculated by the World Bank. Of these, 62 report to the DRS.
3/ A group of 149 countries covered by the GDF. Of these, 137 report to the DRS, while World Bank estimates are used for the others.
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Such Paris Club reschedulings involved mainly cash-flow relief until 1988. The debt
servicing problems of middle-income countries, for example in Latin America in the 1980s,
were seen as liquidity problems and were largely remedied by streching out payments to
official bilateral creditors over time. Commercial creditors also provided cash-flow relief, but
often in combination with a degree of debt reduction, e.g., through an exchange of claims for
Brady bonds that provided some collateral. Table 2 shows that as of mid-2001 most
middle-income countries have exited from the Paris Club rescheduling process.

In contrast to middle-income countries, it became increasingly clear that the mounting debt
burdens of low-income countries reflected deeper problems—they were solvency problems
that required not only a temporary reduction in debt service, but also a reduction in the level
of debt. Paris Club creditors began to grant such debt reduction in the form of concessional
flow reschedulings’ for low-income countries in late 1988 under the so-called “Toronto
Terms” that involved a debt reduction of about one-third of the eligible amounts.® The level
of debt forgiveness was subsequently raised in steps: to London terms in late 1991

(50 percent debt reduction), and to Naples terms (two-thirds debt reduction) at the end of
1994 (Tables 3-4). This resulted in increasingly longer and lower payment profiles on
restructured debt (Figure 3).”

Bilateral creditors not participating in the Paris Club—mainly oil exporters in the

Middle East, but also China, Taiwan Province of China and a number of other developing
countries, including some HIPCs—provided more limited debt restructurings than other
creditors, but in turn often saw their claims increasingly falling into arrears.

3 A flow rescheduling restructures typically debt service due during 1-3 years. Paris Club
creditors provided restructurings of the stock of a country’s debt only since the adoption of
Naples terms; this was seen as an exit treatment for countries with good economic policies.

® The reduction factor applies to pre-cutoff date non-ODA debt in NPV terms. ODA debt is
restructured at an interest rate no higher than the original rate over 40 years, including

16 years’ grace, which typically also implies an NPV reduction. Post-cutoff date debt is not
subject to traditional relief mechanisms, but is taken into account under the HIPC Initiative.
The cutoff date is set in the context of a country’s first Paris Club rescheduling in order to
protect new lending by Paris Club creditors.

7 For a discussion of the motivations underlying traditional debt relief and the evolution of
Paris Club terms see Daseking and Powell, “From Toronto Terms to the HIPC Initiative: A
Brief History of Debt Relief for Low-Income Countries”, International Economic Policy
Review, Vol. 2, 2000, IMF, pp. 39-58.
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Table 2. Status of Paris Club Rescheduling Countries as of End-July 2001

Low-Income 1/ Lower-Middle-Income 2/ Other Middle-Income Total
Countries that graduated from reschedulings 3/
** Albania 600 8§/ Dominican Republic 12/99 Algeria 5/98
*x¥¥ Bolivia 701 Ecuador 4401 Arpeniina 3/95
** Bosnia/Herzegovina 400 Eovt 391 Bulgaria 4/95
* Equatorial Guinea 2/96 El Salvador 9/91 Brazil 8493
**% Cambodia 697 Gabon 12/00 4/ Chile 12/88
#* Haiti 3/96 Guatemala 393 Costa Rica 693 4
#wkk {Tganda 90 Jamaica 9/95 4/ 6/ Croalia 12/95
* Vietham 12/93 & Kenya 6/01 6/ Macedonia, FYR 3/00 8/
**x Yemen, Republic of 6401 Moroceo 12/92 Mexico 5/92
Peru 12/98 7/ Panama 392
Philippines 794 9 Romania 12/83
Poland 491 Russian Federation 12/00
Trinidad and Tobago 91
Turkey 6/83
Number of countries 9 12 14 35
Countries with rescheduling agreements in effect
®ak® Denin 12/01 Djibouti 6/02
*#*++ Byrking Faco 12/01 Georgia 12/02
*#*k% Cameroon 12/03 Indonesia 302
**%% Chad 3/03 Jordan 4/02
**%4 Fthopia 3704 Pakistan 9/01
kERx Guinea 4/04 Ukraine 9/G2
*E4¥ Guinea-Bissau 12/03
** Honduras 302 8/
**x% Madagascar 2004
whkk Mali 12401
ek Malawi 12/03
#xkx Mauyritania 6/02
**+ Mozambique 12/01 8/
**AE Niger 12/03
wenk poenda 12701
** Sap Tome and Principe 4103
*#*% Senega] 12401
*xkk Tanzania 3/03
k% Zambla 3/02
Number of eountries 19 6 0 25
Countries with previous rescheduling agreements, but without current
rescheduling agreements, which have not graduated from reschedulings
Angola 9/90 Ghana 4/96 4/5/ Yugoslavia, FR 10/ 6/89
** Cantral African Republic, The 6401 Nigreria 1/01
*xk Cate d'Ivoire i1
** (Congo, Republic of 6/99
Congo, Democratic Republic of 6/90 11/
Gambia, The 987
#¥% Gyvana 6/99
**¥%% T jberia 6/85
** Nicaragua 2/01 8
*#* Sierra Leone 12797
Sornalia 12/88
Sudan 12/84
** Togo 6/98
Number of countries 13 2 1 16
All countries 41 20 15 76

Sources: Paris Club Secretariat; and Fund staff cstimates.

Note:  Stock treatment underfined. Dates refer to end of current or last consolidation period. In the case of a stock-of-debt operation, canceled
agreements, or tescheduling of arrears only, date shown is that of rclevant agreement.

1/ * denotes rescheduling on London terms, ** denotes rescheduling on Naples terms, *** denotes rescheduling on Lyon terms, and **** genotes
rescheduling on Cologne terms.

2/ Defined here as countries that obtained lower-middle-income but not concessional terms with Paris Club reschedulings.

3/ For some countries, this inevitably represents an element of judgment: in certain circumstances, for example, if hit by an external shock, a
country may need further reschedulings.

4/ Rescheduling of arrears only.

5/ Limited deferral of long-standing arrears to three creditors on nonconcessional terms.

6/ Nonconcessional rescheduling at the authorities’ request.

7/ Agreement includes a reprofiling of the stock of certain debts at the end of the consolidation period.

&/ Tncluding deferral of maturities.

9/ The 1994 rescheduling agreement was canceled at the authorities' request.

10/ Former Socialist Federal Republic of Yugoslavia,

1 1/ Last rescheduling on Toronto terms.



Table 3. Evolution of Paris Club Rescheduling Terms

Lower-Middle
Income Napies Terms Options 4/ -
Middle- Countrics Toronte Terms London Terms 3/ DSR Lyon Terms 5/ Cologne Terms
Income {Houston Options Options Maturing Options Options 5/ 6/
Countries 1/ terms) I/ DR DSR 1M DR DSR CMI LM DR Flows  Stacks CMI LM DR DSR CM1 LM DR

Striec:

Implemented i
Grace (in years) 5-6 1/ Upto8L 8 8 14 6 - 5 16 % 6 - 3 g 20 6 8 8 20 3
Maturity {in years) g 151 14 14 25 23 23 23 25 23 33 33 33 40 23 40 40 40 23
Repayment schedule Flat/ Flaty -ve--- Flat------ ---- Graduated ------  -e-a--.- Graduated --------  ----- Graduvated ------ - - - Graduated ---
graduated graduated
Interest rate &/ M M M R M M R R M M R R R M M R M M
¥ i/ 1 1y 1/ 1/ 12/ 12
Reduction in net
present value {in pereent) - - 33 20-30 - 50 50 50 - a7 67 67 67 -- 80 R0 20 - 90 &/
13/
Memorandum itetns
ODA credits
Grace (in years} 5-6 Upto 10 14 14 14 12 12 12 16 16 16 16 16 20 16 16 16 an 16
Maturity {in years) 10 20 25 25 25 30 0 30 25 40 40 40 40 40 40 40 40 40 40

4 B

Sourcc: Panis Club.

1/ Since the 1892 agreements with Argentina and Brazil, creditors have made increasing use of
graduated payments schedules (up to 15 years' maturity and 2-3 years' grace for middle-income
countries; up to 18 years' maturity for lower middle-income countries).

2/ DR refers to the debt-reduction option; DRS to the debt-service-reduction option; CMIL
denotes the capitalization of moratorium interest; LM denotes the nonconcessional option
providing longer maturities. Under London, Naples, Lyon and Cologne terms, there is a
provision for a stock-of-debt operation, but ne such operation took place under London terms.
3/These have also been called "Enhanced Toronto” and "Enhanced Concessions” terms.

4/ Until November 1999 included an option of a 50 percent level of concessionality for countries
with a per capita income of more than $500, and an overall net present value of debt/export ratio
of less than 350 percent. For a 50 percent level of concessionality, terms were equal to London
terms except for the debt-service-reduction option under a stock-of-debt operation that included
a three-year grace period.

5/ These terms are to be granted in the context of concerted action by all creditors under the HIPC
Initiative. They also include, on a voluntary basis, an ODA debt-reduction oplion.

&/ Creditors agree on a case-by-case basis on a net present value debt reduction of 90 percent

on pre-culoff date commercial (non-ODA} debt, or mare if this is required in the context of
proportional burden sharing with other creditors to achieve debt sustainability in the debtor
country. AH creditors will seek to apply the DR option, but if that is not possible there is also

a DSR aption with very long maturities and grace periods.

7/ Fourteen years before June 1992,

8/ Interest rates are determined in the bilateral agreements implementing the Paris Club Agreed
Minutc. M = market rates; R= reduced rates,

9/ The inierest rate was 3.5 percentage points below the market rate or half of the market rate if
the market rate was below 7 percent.

10/ Reduced to achieve a 50 percent net present value reduction.

11/ Reduced to achieve a 67 percent net present value reduction; under the DSR option for the
stock operation, the interest rate is slightly higher, reflecting the three-ycar grace peried.

12/ Reduced to achieve an B0 percent net present value reduction.

13/ The reduction of net present value depends on the reduction in interest rates and therefore
varies. See Footnote 9.
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Table 4. HIPCs: Paris Club Reschedulings By Type of Terms, 1976 - July 2001

Amounts consolidated

ofw stock

Number of Number of Total  operations Stock or flow

reschedulings counlties {millions of .S dollars) reschedulings

Nonconecssional Before Ociober 1388 87 28 23,269 - flow deals only
Taronto tcrms October 1988 - June 1991 27 19 5,984 - flow deals only
London terms December 1991 - December 1994 24 22 8,774 - flow deals only
Naples terms Since January 1995 ag 26 17,519 3,100 8 stack deals
Lyon/Cologne terms Since December 1996 21 13 8,521 3,639 6 stock deals

Sources; Paris Club Sceretariat, and IMF staff estimates.
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Figure 3. Evolution of Paris Club Low-Income Rescheduling Profiles i/
{In percent of amounts consolidated)
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Sources: Paris Club Secretariai; and IMF staff estimates.

1/ Assuming a market interest rate of 8 percent. The payments profiles reflect the actual distribution of the debt reduction option
(DR), debt service reduction option (DSR), the capitaliztion of moratorium interest option (CMLI), or the long maturitics option (LM).
2/ Assuming equal principal repayments over 1(¢ years including 5 years of grace.

3/ Equal distribution among the options (DR, DSR, and LM).

4/ Distribution (in percent) of DR 40; DSR 45; CMI 10; LM 5,

5/ 80 percent reduction in NPV terms provided in the context of the original HIPC Initiative. Distribution (in percent) of DR 50; DSR 50.
6/ 67 percent reduction in NPV terms. Distribution among options (in percent): DR 45; DSR 45; CMI 10. The LM option is not
included, given that any creditor choosing this option undertakes best efforts to change to a concessional option af a later date when
feasible.

7/ 90 percent reduction in NPV terms provided in the context of the enhanced HIPC Initiative. DR option only.
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Paris Club reschedulings were complemented by initiatives to forgive bilateral ODA claims,
going back as far as a resolution adopted in 1978 by the Trade Development Board (TDB) of
the UN Conference on Trade and Develog)ment (UNCTAD). Also, donor governments gave
some debt reduction through debt swaps,” and began to provide more and more of bilateral
development assistance in the form of grants.”

HIPCs have experienced a withdrawal of private creditors over the years. Similar to
non-Paris Club official bilateral creditors, these claims are often not serviced. IDA facilitated
buybacks of about US$7 billion in commercial debt of low-income countries at steep
discounts with the help of grants from bilateral donors (Table 5).

These “traditional debt relief mechanisms” reduced bilateral and commercial debt, but not
debt to multilateral organizations. As multilateral institutions continued to provide suppott to
low-income countries” policy adjustment efforts through (mostly concessional) loans—in the
absence of significant grant resources—they accounted for an increasing share of new loan
resources to low-income countrics, which was reflected in an increasing share of multilateral
debt in the total debt of low-income countries. To mitigate this, a number of bilateral
creditors began to provide grants to help service multilateral debts of some HIPCs,

e.g., Uganda.

In the 1990s calls from various quarters, including NGOs, sought a broader approach to
reducing the debt burden of low-income countries. These efforts culminated in the adoption
of the HIPC Initiative in the fall of 1996 and its enhancement three years later in 1999 by the
membership of the IMF and World Bank.'? At the same time as the implementation of the
HIPC Initiative is moving ahead, a number of industrial countries have committed to go
beyond it and forgive all or part of the remaining claims (Table 6).

8 For information on debt swaps, see Appendix VI in: Ross, Harmsen, et al., Official
Financing for Developing Countries, World Economic and Financial Surveys, IMF, 2001.

9 Some OECD DAC members no longer provide ODA in the form of loans: Australia,
Canada, Denmark, Ireland, Luxemburg, the Netherlands, New Zealand, Sweden,
Switzerland, the United Kingdom, and the United States. See OECD, “Debt and
Development Co-operation: Debt Relief Actions by DAC Members”, OCDE/GD{97)134,
1997.

1° Eor policy and country documents and general information on the HIPC Initiative, see
www.imf org/external/np/exr/facts/hipc.htm.
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Table 5. IDA Debt Buybacks: Summary of Completed Operations for HIPCs, 1991 to 2001
(End-March 2001)

{In millions of U.S. dollars)

Principal Price in Percent Eligible Total 2/ IBRD

Date and Interest Cents Debt Resources Resources
Completed Country Extinguished Per dollar 1/ Extinguished Utilized Utilized
March 1991 Niger 207 18 99 19.37 842
December 1991 Mozambique 198 10 64 13.41 591
November 1992 Guyana 93 14 100 10.23 10.00
February 1993 Uganda 177 12 89 22.58 10.21
May 1993 Bolivia 170 16 94 27.26 9.81
August 1994 Sao Tome & Principe 10 10 87 1.27 1.27
September 1994 Zambia 408 11 78 24.99 11.76
September 1995 Sierra Leone 3/ 286 13 73 3153 21.00
December 1993 Nicaragua 1,819 8 g1 89.20 40.75
January 1996 Ethiopia 284 8 80 18.83 6.18
August 1996 Mauritania g9 10 98 5.82 3.18
December 1996 Sencgal 4/ 112 20 96 15.00 7.46
December 1997 Togo 74 13 99 6.11 5.11
March 1998 Cote d'Ivoire 5/ 2,027 24 100 173.90 20.00
March 1999 Guinea 61 13 735 8.67 5.59
August 1999 Guyana II 34 9 62 3.36 1.20
March 2001 Yemen 675 4 92 15.20 7.50
Total 6,724.74 13.9 &/ 86.29 486.73 175.35

Source: IDA.

1/ Of original face value of principal.
2/ Represent resources for IBRD, donors and contributions from certain recipient countries. These figures also include US$15 million
for technical assistance grants and closing costs, and other related expenses.
3/ Two tier operation. Commercial debt was bought back at 15 cents and suppliers credit at 8 cents,
4/ 16 cents for the cash buy-back and 20 cents for long terms exchange bonds.

5/ The numbers relate only to the cash buy-back component of the total debt under the operation since the Facility financed exclusively the

cash buy-back option, as approved by the Executive Directors (Report No. P-7151-IVC). Other resources for the operation included
IDA credits, French concessional financing, IMF credits and co-financing from the government of Céte d’Ivoire.

6/ Weighted average.



Table 6. Paris Club Creditors' Delivery of Debt Relief Under Bilateral Initiatives
Beyond the HIPC Initiative (August 1, 2001)

Countries covered ODA (in percent) Non-ODA (in percent) Provision of relief
Pre-COD Post-COD Pre-COD Post-COD Decision point Completion
(In percent) point
0] 2) &) “) 3 (6) ]
Australia - HIPCs B 100 _ 100 o 100 100 1/ 1/ v
Austria _ HIPCs (case-by-case) ~ Case-by-case ( 100)  Case-by-case (100) Case-by-case (100) - - Case-by-case  Case-by-case
Belgium HIPCs 100 100 Case-by-case (up to 100) Case-by-case _ flow ' Stock
Canada HIPCs o -3 -3 100 - 100 ' 100 flow Stock
Denmark ~ HIPCs _ 100 Case-by-case N - - - ~ Stock
France HIPCs o 100 100 _ 100 - 100 flow & Stock
Finfand HIPCs s 9% - ) - -
Germany HIPCs 100 100 o 100 - 100 flow ~ Stock
ITe}aﬂd . a B - . .- P -. .. . - ' ; . - . . - -_ .
Ttaly HIPCs 100 100 100 100 _ " 100 flow Stock
Japan - HIPCs - 160 _ 100 . 100 - - Stock
Netherlands HIPCs o 100 100 ' 100 - ~90-100 flow s/ Stock s/
Norway _ HIPCs o o -y -3 o 100 100 & 100 flow Stock '
Russia  Case-by-casc ' - ' - _ - - - - ~ Stock
Spaiﬂ_ HIPCs o 100 Case-by-case Case-by-case Cas'é-'by~ca’s; - Stock
Sweden _Case-by-case - I _ -3 Case-by-case (100) - N ' - Stock
Switzerland ~ HIPCs _ ' - ¥ o " Case-by-case Case-by-casc  Case-by-case, flow Stock
United Kingdom HIPCs ' 100 160 _ 100 100 7 100 flow 77 Stock
United States _ HIPCs 100 100 100 1008 100 flow Stock

Source: Paris Club Secrctariat

1/ Australia: (a) post-COD non-ODA relief to apply to debts incurred before a date to be finalized; (b) timing details for both flow and stock relicf are to be finalized.
2/ Canada: including Bangladesh. Canada has granted a moratorium of debt service as of January 2001 on all debt disbursed before end-March 1999 for 11 out

of 17 HIPCs with debt service due to Canada. The debt will be written off at the completion point. The countries to be covered are: Benin, Bolivia, Cameroon,
Ethiopia, Guyana, Honduras, Madagascar, Mali, Senegal, Tanzania, and Zambia.

3/ 100 percent of ODA claims have already been cancelled on HIPCs, with the exception of Myanmar's debt to Canada.

4/ France: cancellation of 100 percent of debt service on pre-cutoff date commercial claims as they fall due starting at the decision point. Once countrics

have reached their completion debt relief on ODA claims will ge to a special account and will be used for specific development projects.

5/ The Netherlands: {a) ODA: 100 percent ODA: pre- and post-cutoff datc debt will be cancelled at decision paint; (b) non-ODA: in some particular cases (Bolivia,
Burkina Faso, Mali, Ethiopia, Nicaragua, and Tanzania), the Netherlands will write off 100 percent of the censolidated armounts on the flow at decision point; all
other HIPCs will receive interim relief up to 90 percent reduction of the consolidated amounts. At completion paint, all HIPC countries will receive 100 percent
cancellation of the remaining stock of the pre-COD debt.

6/ On debt assumed before December 31, 1997.

7/ United Kingdom: "beyond 100%": full write-off of all debts of HIPCs as of their decision points, and reimbursement at the decision point of any debt service
paid before the decision point. :

8/ United Statcs: 100 percent post-COD non-ODA treated on debt assumed prior to 06/20/69 (the Cologne Summmit).

Note: Colurnns (1) to (7} deseribe the additional debt relief provided following a specific methodology under bilateral initiatives and need to be read as a whole for
each creditor. In column (1), "HIPCs" stands for eligible countries effectively qualifying for the HIPC pracess. A "100 percent” mention in the table means that the
debt relief provided under the enhanced HIPC framework will be topped up to 100 percent through a bilateral initiative.

_L'[_
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C. Relative Impact of Various Debt Reduction Mechanisms

What is the relative size of these various debt reduction mechanisms? Only rough estimates
are available for the various elements of historical debt relief. As relief has been provided in
a number of steps over time, comparing such estimates in present value terms at a given point
in time necessarily involves large margins of uncertainty, but orders of magnitude still give a

useful perspective.

Estimates of debt reduction in the context of the HIPC Initiative are based on existing debt
stocks, i.e., after any debt reduction provided in the past. They then simulate the full use of
traditional debt relief (stock-of-debt operation on Naples terms), and derive the further debt
stock reduction that would be achieved by HIPC relief and additional bilateral debt
forgiveness. For the 23 decision point HIPCs, total debt reduction is estimated at about
two-thirds from existing debt stocks (Figure 4a).

A more comprehensive perspective would also include the impact of debt reduction already
provided in the past. Daseking and Powell'' derived estimates of the impact of traditional
debt relief mechanisms based on Paris Club information, and World Bank data (GDF; see
Table 7). Combining this with other estimates of the Paris Club Secretariat and of IMF and
World Bank staff in the context of the HIPC Initiative (Table §), yiclds an overall debt
reduction by some 80 percent over time for the 37 countries that are expected to require
HIPC relief (Figure 4b)."

Traditional debt relief already provided to the 37 HIPCs over the 1988-99 period has been
estimated at about US$60-65 billion (in 1999 NPV terms). Additional traditional relief yet to
be granted in the context of the HIPC Initiative (US$36 billion) would bring the total
traditional relief to about US$100 billion. This compares with US$39 billion of HIPC debt
relief, and US$9 billion expected from additional bilateral debt forgiveness.

1 gee Footnote 6.

'2 Note that an element of measurement difficulties is reflected in the evaluation of the
Russian debt relief efforts. Russia joined the Paris Club as a creditor in September 1997, and
has reached agreements with most rescheduling countries on the same terms as those
provided earlier by other Paris Club creditors, but has agreed with the Club that it would
provide an up-front discount of 7080 percent for low-income countries before the
application of Paris Club terms largely reflecting valuation problems related to Soviet ruble-
or Transferable ruble-denominated claims (largely of FSU origin). As Russian claims on
developing countries were sizeable (partly reflecting the valuation of ruble-denominated
claims), this accounts for a large share of the debt stocks and estimates of traditional debt
relief.



Figure 4: Reduction of Debt Stocks for HIPCs, as of July 2001
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Table 7. Summary of Debt Relief Under Traditional Mechanisms for 41 HIPCs
(In billions of end-1999 U.S. dollars)

Estimated Actual Debt Relief Hypothetical Debt Relief
GDF data 1/ Paris Club data 1/ GDF data 1/ Paris Club data & staf¥ est.
PV of debt PV of debt PV of debt NPV of debt
Creditor Coverage reduction Coverage rteduction  Coverage reduction 1/  Coverage reduction
1988-98 1988-99
Paris Club reschedulings (excluding Russia) ves yes 23 yes ves 43
Russia-based on official exchange rate yes ves 34 yes yes 40
up-front discount yes 26 yes yes 30
after up front discount yes 8 ves yes 10
Total Paris Club (including Russia) yes yes 57 yes ves 83
OECD bilateral ODA forgiveness yes, up to no - yes, up to yes 15-20
1996 1996
Non-Paris Club bilateral creditors yes no - yes yes 13-16
IDA Debt Reduction Facility yes yes 5 yes yes 13
Total PV of debt reduction
excluding Russian claims n/a 28 n/a 83-92
after up-front discount on Russian claims n/a 30 n/a 93-102
including up-front discount on Russian claims 79 62 111 123-132

Sources: Agreed Minutes of Paris Club debt reschedulings; Paris Club Secretariat; World Bank Global Development Finance (GDF); and IMF staff estimates.
1/ Based on Dascking and Powell, op. cit.



Table 8. Tentative Estimates of Overall Debt Relief
(In billions of U.S. dollars)

Historical Debt Relief Debt stacks 1/ Future Debt Relief Total
1999 NPV lerms 1999 NPV terms Nominal terms 1999 NPV terms Debit Relief
Traditional debt relief Traditional . Adt!ltmnal Historical and
. . HIPC relief bilateral Total
already provided debt relief . Future
relief 2/
1. Countries that have reached the
decision point (23 countries) 4 75 10 20 4 34
2. Countries that have not reached the
decision point {14 countries) 63 30 2 20 > 2
Total (1+2) (37 countries) 58-67 117 145 36 39 9 85 143-152
3. Countrics not expected to require
HIPC relief (4 countries) 0 39 4 ? - - 9 2
Total {41 countries) 78-87 155 190 46 g 9 94 172-181

Sources: Table 4; HIPC country documents; Global Deyelopment Finance 2001; and IMF and World Bank staft estimates.

1/ Data [rom HIPC documents {group 1) or GDF (group 2). Debt relief figures for group 2 are estimates. Data for Chad, and Ghana are in 2000 terms. Data for Bemin,
Bolivia, Cote d'Ivoire, Mauritania, Mozambique, and Senegal and in 1998 terms. GDF data, which are for 1999, rely on couniry reporting and are not as comprehensive as the
data used under the HIPC Initiative. Calculations of the NPV of debt in the GDF are based on a common (10 percent) discount rate, a methodology which differs from the
currency-specific discount rates (or Commercial Interest Reference Rates) used in DSAs for the HIPC documcnts.

2/ Refers to debt relief pledged by individual bilateral creditors over and beyond HIPC debt relief.

3/ Includes Burundi, Central African Republie, Cote d'Tvaire, Democratic Republic of Congo, Ethicpia, Ghana, Republic of Congo, Myanmar, Sierra Leens and Togo.

4/ Includes Liberia, Somalia, and Sudan.
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The impact of the various debt relief initiatives varies among recipient countries depending
on the structure and creditor composition of their debt. The debt reduction factors under the
HIPC Initiative, for example, vary between less than 20 percent for Honduras and Senegal,
and over 80 percent for Guinea-Bissau and S@io Tomé and Principe (Figure 5).

Debt relief will leave HIPCs with debt levels comparable to those of other developing
countries, and much lower debt service obligations. The existing debt stocks of the

23 decision point HIPCs after the delivery of committed debt relief are projected to be
reduced by two-thirds. Compared to all non-HIPC developing countries, this is similar in
terms of exports at under 130 percent, but these HIPCs’ debt levels will be much lower
relative to GDP (29 of GDP for the 23 HIPCs against 36 percent of GNP for other
developing countries; Table 9). At the same time, debt service obligations of these 23 HIPCs
will fall to less than half the average of other developing countries, as discussed below.

III. HIPC RELIEF IMPACT AND RESOURCE FLOWS TO HIPCS

Absolute debt service payments by developing countries and LICs rose by three and a half
times during the 1980s and 1990s despite debt relief efforts (Figure 6). Debt service
payments for all developing countries increased from about US$110 billion in 1981 to
US$390 billion in 1999, and for LICs from US$14 billion to US$47 billion. Growth of debt
service payments by HIPCs was less pronounced but still significant; for all 41 HIPCs, debt
service paid was about US$6 billion in the early 80s and peaked at US$10 billion in 1995,
reflecting an arrears clearance operation for Zambia, then stabilized at just under

US$10 billion. Debt service payments by the group of 23 decision point HIPCs exhibited a
similar evolution: they rose from around US$3 in 1981 to a (Zambia-induced) peak of
US$6 billion in 1995, and then stablized at about US$37% billion.

As a proportion of export earnings, debt service payments for the various country groups
averaged 15-25 percent in the early 80s, then rose to 25-30 percent by the mid-80s, before
gradually getting back to 15-20 percent by the end of the 1990s. The ratio for HIPCs was
higher than that for all developing countries until the mid-90s, when other developing
countries experienced a sharp increase in the debt service ratio to over 20 percent, reflecting
the increase in spreads paid by emerging market countries after the Asian crisis, and the loan
support extended to overcome the crisis. Since the mid-1980s, the HIPCs’ ratio of debt
service to expotts was consistently below the ratio for LICs. The debt service ratio for the

23 decision point HIPCs was higher than that for other HIPCs or LICs, reflecting the fact that
they generally serviced their debts—sometimes with the help of donor grants, e.g., for
multilateral debt service—while several other HIPCs accummulated arrears and made only
small debt service payments.

By the end of the 1990s, the group of 23 HIPCs had a total debt service ratio of slightly under
20 percent of exports, based on GDF data. The data reported in HIPC Initiative country
documents show slightly lower actual debt service payments. This reflects in part the fact
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Figure 5. Enhanced HIPC Imitiative
Comparative Debt Reduction and Debt Relief for 23 Decision Point Countries
Status as of end July 2001

Debt Reduction (In percent) Nominal Debt Service Relief (US$ million)
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Note: — Debt reduction is measured by the common reduction factor. This refers to the percentage by which

each creditor needs to reduce its debt stock at the decision point so as to enable the country to reach its debt

sustainability target. The calculation is based in net present (NPV) information.
- For Bolivia, Burkina Faso, Guyana, Mali, Mozambique and Uganda assistance under the original and

enhanced frameworks is combined.
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Figure 6: Total Debt Service Paid by Selected Country Groups; 1981 - 1999 v
{In billion of U.5. dollars, and percent of exports of goods and services)
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that debt service paid by private entities in HIPCs (without a HIPC government guarantee) is
not included in the HIPC Initiative calculations, and also the netting out of debt service
grants against gross payments in the HIPC data, while GDF reports gross debt service paid.
As recorded in the HIPC Initiative country documents, HIPC relief is projected to reduce the
debt service ratio from 16 percent of export in 1998-99 to 8 percent 2001-05 (Tables 9-10
and Figure 7). Absclute debt service payments for these 23 countries averaged

US$2.8 billion during 199899, and will be reduced by about one-third to an average of
US$2 billion in 2001-05."* Compared to payments that would be due during 2001-2005 in
the absence of enhanced HIPC relief, the decline is about one-half. This holds in absolute
terms as well as relative to exports, government revenue, or GDP (Table 10).

HIPC relief is substantial relative to pre-HIPC debt service and—as we shall discuss in the
next Section—provides a strong basis for debt sustainability. Yet its magnitude is modest
when viewed in a broader context, e.g., compared to net external resource flows to these
countries. Historical net resource flows to the public sector of the 23 HIPCs, including
grants and technical cooperation, have been sizeable—they averaged US$5.9 billion annually
during the 1980s (12.6 percent of GNP) and increased to US$8.8 billion (13.7 percent of
GNP) during the 1990s (Figure 8). Annua] savings from HIPC relief, in contrast, are
estimated at about US$1 billion or 1% percent of GDP for the period 2001-2005 compared to
debt service payments in 1998-99 (Table 10). At the same time, spending on health and
education is projected to rise by over 40 percent, or $1.7 billion per year (Figure 7) between
1999 and 2002; in terms of GDP, social spending is to rise from 5.5 percent of GDP to

7 percent. This exceeds health and education spending for low-income countries (of

4%, percent of GDP) and almost reaches middle-income country levels (7.3 percent of GNP)
of 1997 (Table 11). However, as these countries’ social indicators suggest, it still falls short
of needs.

Future resource requirements of HIPCs will remain high. The medium-term projections
presented in the HIPC documents for the 23 decision point HIPCs showed net flows derived
from balance of payments data; these data reflect grants more partially than the GDF data
and generally do not include technical cooperation grants that are provided in kind, and are
thus much lower than GDF data.' Based on such balance of payments data, net flows
amounted to US$4.3 billion in the 1990s, and are projected to increase to US$6.7 billion in
the next 10 years; with GDP projected to rise, in relative terms net flows are projected to
decline slightly from 6.7 percent of recipient GDP to 6.0 percent (Table 12). The grant
element of the debt of these 23 HIPCs, which was less than 30 percent for debt cutstanding at

13 This reflects payments in 1998-99 after delivery of relief to Bolivia, Guyana, Mozambique,
and Uganda under the original HIPC Initiative framework. Before any such relief, debt
service payments would have averaged US$3.1 billion,

' GDF data for the 23 decision point HIPCs show average annual grants of US$5.5 billion or
8.5 percent of GNP in the 1990s, and technical cooperation grants of US$2.2 billion or
3.4 percent of GNP.
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Table 9. Debt Indicators in Developing Countries and HIPCs, 1999 1/2/

23 Decision Point

HIPCs
Developing Non-HIPC All HIPCs,
Country Developing  Before HIPC Before HIPC After HIPC
Average Countries Relicf relief (1999) relief (2003)
(In percent) (In percent)

NPV of debt-to-exports 133 128 249 259 127
ratio
NPV of debt-to-GDP ratio 38 36 84 60 29
Debt service-to-exports 20 21 14 16 3/ 84/
ratio

Sources: World Bank Global Development Finance; and HIPC documents.

1/ Excludes Liberia and Somalia due to incomplete data.
2/ Weighted averages; 1999 figures for the first 3 columns based on data Global Development Finance data.
3/ Average for 1998-99 based on debt service paid.

4/ Average for 2001-2003.
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Table 10. Tmpact of Debt Relief for the 23 HIPCs that Have Reached an Enhanced Decision Point 1/

After After Additionat
Traditional  After HIPC Bilateral Debt Percent
Debt Reliel Assistance Forgiveness Change
0] 2) 3} #H=Qvs 1)
Debt Stock (as of 1999, assuming that debt relief
is provided unconditionally at the decision points)
NPV Debt {in billions of U.5. dollars) 45 25 21 -44
NPV Debt/Exports {(in percent) (19 countries) 2/ 290 150 126 -48
NPV Debi/Revenues (in percent) {4 countries) 3/ 278 250 164 -10
NPV Debt/GDP (in percent) 60 33 27 -44
Debt Service (in billions of U.S. dollars)
Average paid, 1998-99 28
Average due, 2001-05 4/ 36 2.0 -43
Debt Service Ratios
Debt Service/Exports Ratic
Average paid, 1998-99 15.8%
Average due, 2001-05 4/ 14.1% 8.0% -43
Debt Service/Revenues Ratio
Average paid, 1998-99 23.3%
Average due, 2001-05 4/ 20.3% 11.5% -43
Debt Service/GDP Ratio
Average paid, 1998-99 3.7%
Average due, 2001-05 4/ 3.7% 2.1% -43

Sources: HIPC decision point documents; and IMF and World Bank staff estimates.

1/ Impact shown for those 23 countries that have reached their enhanced decision points by July 2001. All Tatios are weighted
averages.

2/ Assistance granted hased on the NPV to exports target: Benin, Bolivia, Burkina Faso, Cameroon, Chad, The Gambia, Guinea,
Guinea-Bissau, Madagascar, Malawi, Mali, Mozambiguc, Nicaragua, Niger, Rwanda, S8ao Tome and Principe, Tanzania, Uganda,
and Zambia.

3/ Fiscal window cases; Guyana, Honduras, Mauritania, and Senegal.

4/ Debt service for 2000 is not included because many countries reached their enhanced decision point enly in December 2000,
or later. For Bolivia and Uganda the "Before HIPC Assistance” figures are after delivery of original HIPC relief.



- 28 -

Figure 7: 23 HIPCs: Debt Service and Social Spending after HIPC Relief, 1998 - 2005 1/
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Source: HIPC documents and staff estimates.
1/ HIPCs which have reached their Decision Points by July 2001.
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Figure 8: Net Transfers on Public Medium- and Long-term Debt, 1981 - 1999 v
(In billions of U.S. dollars and percent of recipient's GNP)
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Source: World Bank Global Development Finance of 2001,
1/ Including grants and IMF.

2/ A group of 149 countries covered by the GDF. Of these, 137 report to the DRS, while World Bank estimates are
used for the others.

3/ A group of 64 countries for which 1993 GNP per capita was no more than $755 as calculated by the World Bank.
Of these, 62 report to the DRS.

4/ HIPCs which have already reached the Decision Point under the Enhanced HIPC Imtiative by July 2001.
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Table 11: Public Expenditure on Health and Education

Education

Health expenditure expenditure

(in percent of GDP) ¥ (in percent of GNI) 2/
World 2.5 4.8
High-income countries 3/ 6.1 5.4
Middle-income countries 4/ 25 4.8
Low-income countries 5/ 1.2 33
HIPCs (41) average 2.1 34
HIPCs (23) average 6/ 2.6 2.0

Memorandum items:
23 Decision Point HIPCs, based on HIPC documents
Average total social expenditure
in 1999 (estimated) 5.5
in 2002 (projected) 7.0

Sources: World Bank World Development Indicators (WDI) database, and HIPC Initiative country documents.

1/ 1997 data for world, middle-income, and low-income countries, otherwise 1998 data.

2/ In percent of Gross National Income, 1996 data.

3/ Countries for which 1999 GNP per capita was higher than $9,265 as calculated by the World Bank.
4/ A group of 85 countries for which 1999 GNP per capita was between $756 and $9,265 as calculated
by the World Bank.

5/ A group of 64 countries for which 1999 GNP per capita was no more than $755 as calculated by
the World Bank.

6/ HIPCs which have already reached their Decision Points under the Enhanced HIPC Initiative by
July 2001.
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Table 12. HIPCs that Have Reached a Decision Point

Flows of Official External Resources

New Borrowing 1/ Grants 1/ 2/ Debt Service PaidDue 1/ Net Flows 1/ % Grant Element in Bormowing
Exigting, debt New hormowing
1990-99 2000-10 19%0-9% 2000-10 1990.99 2000-10 1990-99  2000-10 at end-99 2000-10

(In millions of U.S. dollars)

‘Benin 60.5 707 810 144.9 49.5 366 920 1790
Bolivia 375.9 3528 2083 1259 1276 2959 4566 1828
Burkina-Faso 109.9 1335 1205 64.5 1515 338 789 1642
Cameroon B 174.3 410.3 57.7 43.1 4095 3440 -1775 1093
Chad 72.3 1312 1220 101.8 24.6 336 169.8 1994
The Gambia 271 235 36.0 28.4 272 139 358 379
Guinea 169.7 1977 1309 L6 1762 994 1244 2100
Guinea-Bissau 525 113 269 09 76 7.1 718 450
Guyana 9.4 711 11.5 18.3 995 489 33 406
Honduras 3063 4427 1839 1737 3942 239.6 959  376.9
Madagasear 98.3 175.6 988 2287 1082 919 889 3124
Malawi 1758 & 1009 1190 11638 88.9 574 2058 1603
Mali 1880 1587 1881 1616 120.7 714 2465 2489
Mauritania _ 123.7 sl 1028 1116 1021 555 1245 1143
Mazambique 231 2515 415.1 3534 48.2 659 598.0 5390
Nicaragua 2SS 2627 2739 28 107 605 336 4370
Niger 29.5 1752 1335 124 391 379 1239 2497
Rwanda B 68.5 & 4375 25284  1llOs 222 6 15.1 2990 5334
Sao Tomé and Principe 19.9 10.3 17.7 16.5 13 2.4 363 244
‘Senegal 263.0 1585 2885 1229 2305 1485 3210 1329
Tanzania 590 6449 3763 10169 13537 1704 2999 14914
Uganda 4355.1 3095 1038 392 2120 833 3469 6203
Zambia 4289 & 2630 3595 2203 443.7 &/ 150.7 3447 3326
Total . 3,832.0 4,851.2  3,708.4 4,054.1 3,219.4 2,163.9  4,321.1 6,741.5
- {In percent of GDP) {In percent}
Benin 3l 2.0 40 40 2.4 1.1 47 48 31.8 52.8
Bolivia 5.9 3.0 32 1.1 19 24 7.2 17 222 1w 26.3
Bukina_Faso 43 33 47 16 61 08 2.9 4.1 40.0 552
Cameroon 19 28 06 03 45 27 21 0.5 154 45
Chad 4.8 5.3 8.1 4.1 17 13 112 8.2 449 1 60.9 12
The Gambia 7.5 5.5 10.1 51 77 2.5 10.0 8.1 29 52.1
Guinca 49 a7 40 28 53 26 36 49 284 70.3
Guinea-Bissau 216 35 108 103 3 L9 204 119 250 534
Guyana 193 R.4 2.0 2.1 19.1 54 22 5.0 233 1w 512
Honduras 8.3 43 4.7 2.2 10.2 2.8 29 37 23.1 30.7
Madagascar 30 3.0 3.0 35 33 1.5 27 30 325 o513
Malawi 102 4 52 6.8 5.6 5.0 28 12.0 7.9 432 715
Mali o 75 4l 7.5 4.1 5.1 1.8 100 6.4 55.5
Mauritania 12.0 5.3 12 88 104 & 4.6 117 9.7 24.0 50.6
Mozambique - 86 4.5 15.8 55 2.0 1.0 224 %0 1w TS
Nicaragua 13.4 8.6 14.8 77 102 20 180 143 16.0 48.6
Niger 1.5 72 6.5 40 2.0 15 60 9.7 325 79.5
Rwanda 319 4 156 18.2 4 525 L4 & 06 208 202 44.8 67.1
Sdo Tomé and Principe ~ 40.8 12.8 38.9 269 28 49 769 357 352 70.0
Senegal 54 23 6.0 1.7 4.3 21 66 19 321 63.4
Tanzania 09 47 71 77 22w 13 58 1Ll 277 579
Uganda 121 31 2.6 4.0 5.6 038 9.1 6.3 10.1 692
Zambia } 127 & 65 1069 50 1308 35 10.3 80 226 536
Simple average 9.3 55 8.7 5.4 5.6 2.2 12.4 8.6 30.7 14/ 578
Weighted average 6.0 4.3 5.7 3.6 5.0 1.9 6.7 6.0 27.8 14/ 56.7

Sources: Caleulations based on Decision Point documents, WEQO databasc and staff eslimates.
Note: These figures are based on Balance of Payments statistics reporting by the debtor countrics.

1/ Annual averages. 9/ 1990-98.

2/ Official transfers. 10/ 1998.

3/ Defincd as new loans plus grants minus debt service paid. 11/ 2000,

4/ 1992-99. 12/ 2G01-2010.

5/ 2000-06. 13/ Adfter traditional relief.
6/ 1594-99. 14/ Excludes Mali.

7/ 1993-98.

8/ Reflects clearance of arrears to the IMF in 1995. Excluding this operation, the ratios
would be 8.2 and 8.4 percent for borrowing and debt service paid, respectively.
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end-1999, is projected to increase substantially to more than 55 percent for new borrowing in
the next decade (Table 12). Such increases in the supply of resources to HIPCs and the grant
element involved will require a substantial effort on the part of creditors and donors.

Note that progress toward raising aid levels would have a much higher impact on poverty
reduction than additonal debt relief. Net ODA disbursements averaged 0.22 percent of donor
GNP in 2000, with G-7 donors providing a much lower share of their income as aid than
other OECD donors (Figure 9 and Table 13). Raising this by a mere 0.1 percent of GNP—
rather than to the UN target of 0.7 percent—would provide an additional $24 billion to
developing countries, dwarfing the annual impact that debt relief can have.

NGO campaigns often contrast debt service payments with selected measures of health or
education spending with the intention to gather support for debt cancellation. This argument
leaves out the support provided to fow-income countries by external entities, which, as the
numbers above suggest, for years has far exceeded debt service payments. In effect, over the
last two decades, gross resource transfers to the 23 HIPCs have been three and a half times
the amount of debt service paid. With reduced debt service payments and higher net
transfers, this ratio is projected to increase further during the next decade.

The premise behind many NGOs’ simple message is that lower debt service payments would
leave more resources available to HIPCs to spend on poverty reduction programs. However,
this may not be the case. In the past a number of donors have provided grants to cover debt
service payments due by several HIPCs, particularly debt service due to multilateral
creditors. Tt remains to be seen if these grant resources will continue to be available to HIPCs
after the HIPC Initiative has lowered the level of debt service due. Also, a number of
creditors engaged in defensive lending, i.e., provided new loans that helped cover the debt
service falling due on existing loans; such practices presumably would not be continued after
debt relief—though some creditors, instead of cancelling debt, will provide grants equivalent
to debt reduction. Thus it is not clear whether higher debt relief would increase net transfers
to low-income countries.

Higher debt relief could actually reduce net resource flows to HIPCs if a donor’s aid budget
is fixed in nominal terms, and the donor has to fund debt stock reduction out of a given aid
allocation at one point in time rather than streching the budgetary impact out over a number
of years (as done, e.g., by France and Japan). In this situation, where there is a tradeoff
between debt relief and other forms of development assistance, more debt relief would
actually reduce the net cash resources available to recipient countries as the reduction of
future debt service maturities is funded out of the current aid budget.”® Also, higher debt

IS An interesting discussion of these issues is forthcoming by G. Bird and A. Milne, “Debt
Relief for Poor Countries: Distinguishing Rhetoric from Reality,” mimeo, 2001. Also by
them, “Debt Relief for Low-Income Countries: Is It Effective and Efficient,” Surrey Center
for International Economic Studies, Working Paper (2000).
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Figure 9: Net ODA Disbursements by G7 and Other DAC Countries, 1990-2000 1/
(Percent of GNP)

0.60 . 0.60

Other DAC Countries

G7 Countries

0.20 41 6.20

1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Source: OECD.
1/ Aggregate net ODA disbursements for group total ratio to aggregate GNP, for each group. Data for 2000 are provisional.
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Table 13: Net ODA Disbursements by Major DAC Countries, 1990-2000 1/

At Current Prices 2000

At Constant Change 1999/00 Share of

1990 1995 1996 1997 1998 1999 2000 1999 Prices At Current At Constant  Donoi's GNP

i M o X 3 Prices 1999 Prices 2000

{Billions of U.S. dollars) {Percent)

Canada 2.5 2.1 1.8 2.0 1.7 1.7 1.7 7 i4 =22 0.25

Denmark 1.2 1.6 1.8 1.6 1.7 1.7 1.7 1.9 -4.0 7.3 1.06

France 7.2 84 7.5 6.3 57 5.6 4.2 4.9 -25.1 -139 0.33

Germany 6.3 1.5 7.6 5.9 5.6 55 5.0 5.8 -8.7 5.9 .27

Italy 34 1.6 24 1.3 2.3 1.8 1.4 1.5 -24.3 -14.3 0.13

Japan 9.1 14.5 9.4 9.4 10.6 15.3 13.1 12.6 -14.8 -17.9 0.27

Netherlands 2.5 32 32 2.9 3.0 31 31 34 -1.6 10.0 0.82

Sweden 2.0 1.7 2.0 1.7 1.6 1.6 1.8 2.0 11.2 223 0.81

United Kingdom 26 32 32 34 39 35 4.5 4.7 29.2 356 0.31

United States 11.4 7.4 94 6.9 8.8 9.1 9.6 9.4 4.8 2.7 0.1¢

G7 donors 40.9 447 41.3 35.1 3R6 42.6 394 40.6 -1.3 -4.8 0.19

Other DAC donors 4/ 12.0 14.2 14.2 13.2 13.5 13.8 13.6 15.0 -1.5 8.3 0.46

Total DAC 530 58.9 55.4 48.3 52.1 56.4 53.1 55.5 -5.9 -1.6 0.22

(in percent of GNP) 0.33 .27 0.25 0.22 0.23 0.24 0.22

Scurce: OECD,

1/ Data are based on total amounts provided by donors. Excludes debt forgiveness of non-ODA claims. 2000 data are provisional.
2/ Not strictly comparable to earlier data due to the reclassification of some former QDA recipients to Part Ll of the DAC list of Aid Recipients.
3/ At 1999 prices and exchange raies.

4/ Includes Australia, Austria, Belgium, Finland, Ireland, Luxembourg, New Zealand, Norway, Portugal, $pain and Switzerland.
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relief may lead to a reallocation of aid resources toward more indebted countries, rather than
toward those countries that merit most support based on their own efforts.

Some critics have argued that debt writeoff is merely an accounting transaction. However,
most official creditors keep claims on developing countries on their books at face value,

i.e., they generally do not make an assessment of the residual value of a claim, in part
because they do not intend to market the claim. Such creditors have to fund any reduction of
a claim below its face value from current budget allocations. In order to protect the usable
resources available to HIPCs to fund their poverty reduction strategies, the premise of the
HIPC Initiative was that debt relief should be additional to other aid flows.

IV. CAN THE HIPC INITIATIVE ACHIEVE ITS GOALS?
A. Debt Sustainability Outlook After HIPC Relief'®

HIPC relief will reduce the level of debt of HIPCs to that of other developing countries or
below, and will lower debt service payments to historical lows. The level of relief provided
under the HIPC Initiative should be sufficient for these countries to embark on a path of
sustainable debt—baring shocks that fundamentally change these countries’ macroeconomic
conditions for a prolonged period of time. The challenge for HIPCs is to remain on such a
path—HIPC relief is a one-time step debt reduction, not an ongoing guarantee of debt
sustainability. Long-term debt sustainability, in constrast, is a dynamic concept. It depends
not only on (i) the existing stock of debt and its associated debt service, but also on (i1) the
evolution of a countries’ fiscal and external repayment capacity, as well as on (iii) the growth
and terms of new borrowing.

The HIPC Tnitiative can only deal with the existing stock of debt and with its associated debt
service. The other two elements fall beyond the Initiative’s scope and more under the
responsibility of HIPC governments. They can only be addressed if HIPCs successfully
implement a complex set of policies that determine the likely future trend of economic
growth and new external borrowing.!” These policies include sound macroeconomic
management; growth-friendly structural policies, including infrastructure, trade, tax and
social policies, regulatory frameworks that affect economic incentives and the incentives for

16 ‘The debt outlook of the 22 HIPCs that had passed their decision points at the time was
analyzed in a joint World Bank/IMF paper, “The Challenge of Maintaining Long-Term
External Debt Sustainability”, www.imf.org/external/np/hipc/2001/1t/042001 .htm. This
subsection draws partially on that paper.

17 For an analysis of the relationship between “Economic Growth and Poverty Reduction in
Sub-Saharan Africa,” see paper by G. Moser and Toshihiro Ichida, IMF Working Paper,
WP/01/112 (2001).
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private investment and production; governance and a reduction in corruption; and social
inclusion, which embraces the full participation of society through education and other social
services that reach the poor. All of these elements should be reflected in a country’s PRSP,
the approach adopted in 1999 to help poor countries and their development partners
strengthen the impact of their common efforts on poverty reduction. '

In the past in many HIPCs, a failure to implement such policies consistently and thoroughly,
together with other factors such as external shocks, armed conflicts, etc., contributed to an
unsustainable debt build-up. Long-term debt sustainability can only be achieved if these
underlying causes of debt problems have been adressed. HIPC relief cannot by itself address
them or change the underlying vulnerabilities of HIPCs."

To maintain debt sustainability after debt relief and over the longer run, both players on the
debt side need to act. As part of the policies outlined in their PRSPs, HIPCs borrowers need
to follow more prudent debt management policies, and pay more attention to the terms of
new borrowing and debt service obllgatlons falling due.?? More timely and comprehensive
debt accounting is also a crucial element in this. An active debt management strategy should
be formulated and integrated into a country’s overall macroeconomic management. This
would also help improve overall economic management. Given that HIPCs’ external debt has
been primarily contracted by the public sector, and that their external-sector imbalances have
been often the result of fiscal imbalances, a strong fiscal position and sound fiscal
management are crucial. A solid and comprehensive fiscal framework is in fact a condition
for effective debt management.

18 For policy and country documents on poverty reduction strategies and general information,
see www.imf.org/external/np/prsp/prsp.asp. To date, 32 countries have prepared interim
PRSPs, and 4 countries full PRSPs. Some 20 more full PRSPs are expected later this year. In
light of this, the IMF and World Bank have launched comprehensive reviews of PRSPs and
the IMF's concessional lending facility, the PRGF. More information is on the website.

19 Apart from their low-income levels, such vulnerabilities include their narrow export base
that basically relies on a few export products, which makes them susceptible to externally-
induced shocks; their small and declining shares in world trade; and their dependence on
capital inflows, evidenced in the persistent an external current account deficits.

% For a few countries the decision point documents projected debt ratios to remain above
150 percent of exports at the completion point. In some cases projected export trends were a
contributing factor, but the role of new borrowing in their future debt burdens was also
important: for the seven countries with the highest remaining debt ratios, new borrowing
between the decision and completion points accounted for almost 50 percentage points of the
NPV-to-exports ratio at the completion point. This shows the importance of prudent new
borrowing policies for HIPCs.
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Creditors and donors, for their part, must ensure that HIPC relief is additional to other aid
flows, and they should provide new resources on more concessional terms. They should
direct aid flows more effectively to countries with solid and comprehensive poverty-
reduction strategies—including a policy environment conducive to sustainable economic
growth-—and that are serious in their implementation efforts. Untying aid is another step
creditors and donors should take to help HIPCs (and developing countries more generally)
improve their economic situation, as well as trade liberalization that makes their domestic
markets more accessible so that HIPCs can increase their export earnings and diversify their
production and export base.

B. Debt Relief and Poverty Reduction

Putting debt relief rescurces to good use will be essential for creditor governments to be able
to continue to support HIPCs and gain approval of their parliaments to maintain and possibly
increase resources for development aid. But this holds not only for debt relief, but also, and
perhaps more so, for the use of aid flows in general. Over the years a mumber of donors have
resorted to providing project assistance over general budgetary support in an effort to have
more control over the use of the funds and assurances that the money was not wasted. This
has resulted in an inordinate administrative burden on recipient countries which had to cope
with numerous reporting and documenting requirements that differed from one donor to the

other.

The formulation of poverty reduction strategies by low-income countries and the
participatory process leading to it seeks to improve on this state of affairs by clearly stating
overall development priorities that reflect a national dialogue. These strategies seek to
finance investment that will generate jobs and economic growth and allow a reduction in
poverty, as well as to tackle more immediate humanitarian crises such as HIV/AIDS and
other diseases. Significant and sustained poverty reduction in such countries can only result
from sustained economic growth. Creditors and donors are adjusting their support
mechanisms away from individual projects and keying them into country’s PRSPs instead,
relying on government’s PRSP implementation reports rather than requiring individual
donor-specific accountability.

By freeing up resources and helping to channel them toward social spending and other
pro-poor programs, the HIPC Initiative makes an important contribution, but much more is
needed as discussed above. Additional debt relief may not be the best means of achieving
poverty reduction as it would likely be directed to those countries with the highest remaining
debts, not necessarily the most needy or deserving countries.

For PRSPs to succeed, apart from aid flows, other sources of funding of social spending and
other development priorities are clearly needed. These include, notably, the HIPCs’ own
resources, especially tax receipts. The generation of domestic revenue relative to GDP is low
in many HIPCs, which contributes to the aid-dependency of many countries. This is an
important element of macroeconomic policies in several countries, and points again to the
need for HIPCs to achieve and maintain a strong fiscal position.
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The challenge for many HIPCs is to ensure the effective and efficient use of all of the
resources available to them. This means that they prepare well-designed poverty reduction
strategies, and are able and willing to implement them. It also requires transparency in the
use of public resources and accountability of the government. IMF and World Bank staff are
working with HIPC governments to ensure that resources, in particular the proceeds of debt
relief, are well spent. This means helping countries to ensure that money gets to areas like
health, education, and other priority poverty reduction programs, and that it is used
efficiently. But results cannot be guaranteed.

One problem is that very few HIPCs have adequate mechanisms to track where and how
(extra) resources are spent. IMF, Word Bank, and other donors are working to help build
public expenditure management capacity.21 Also, in the past it has been hard to identify the
benefits of higher social spending in improved social indicators. It is important to help the
recipients of debt relief avoid frittering away the gains through inefficiency and corruption.

Finally, as these considerations suggest, the contribution of the HIPC Initiative to poverty
reduction should not be seen in isolation or only in terms of resources freed up. For the
HIPCs, the Initiative’s implementation goes hand in hand with the PRSP process, and often
resources from debt relief are crucial for PRSP implementation. The combination of debt
relief and the PRSP process is potentially a quite powerful one if countries are serious about
the formulation of their poverty reduction strategies and implementation. As recent literature
on the effectiveness of foreign aid have concluded,? aid is likely to have a significant impact
on growth and poverty reduction if directed to countries that are in great need and have a
policy environment conducive to putting resources to good use. The HIPC Initiative’s
requirement that countries accumulate a track record of good policy implementation before
they start benefiting from debt relief is intended to ensure such a growth-friendly policy
environment. Experience has shown that external support can only be effective if it reinforces
sound policies implemented by HIPCs themselves and leads to higher resources being
directed to social development and poverty reduction. Debt relief and ODA are most
important not in isolation, but as help for self-help.

21 See the joint IMF/World Bank paper “Tracking of Poverty-Reducing Public Spending in
Heavily Indebted Poor Countries (HIPCs)”, http://www.imf.org/external/np/hipc/2001 /track/.

2 See, e. g., World Bank, “Assessing Aid: What Works, What Doesn’t and Why”,
(hppt://www.worldbank.org/html/extpb/assess.htm); Tsikata, Tsidi M., “Aid Effectiveness: A
Survey of the Recent Empirical Literature”, Policy Development and Review Department,
IMF, Working Paper, PPAA/98/1 (1998).
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The Debt Initiative for Heavily Indebted Poor Countries—
Key Features and Progress

To address the problems of poor countries, the World Bank and the IMF jointly launched in
September 1996 the Initiative for the Heavily Indebted Poor Countries (HIPCs) to reduce the
external debt burdens of all the eligible HIPCs to sustainable levels, provided they carry out
strong programs of macroeconomic adjustment and structural reforms. In October 1999, the
modalities of the Initiative were revised in light of the increased emphasis on poverty
reduction in IMF- and Bank-supported programs. The Initiative built on earlier debt relief
from official creditors, mainly in the context of Paris Club reschedulings.

This Appendix gives a summary of the key features of the HIPC Initiative, the enhancements
to the framework adopted in the fall of 1999 and progress in implementation thus far.

The Key Features of the HIPC Initiative

The Initiative is intended to deal comprehensively with the overall external debt burden of
eligible countries within a reasonable period of time. A country can be considered to achieve
external debt sustainability if it is expected to be able to meet its current and future external
debt-service obligations in full, without recourse to debt relicf, rescheduling of debts, or the
accumulation of arrears, and without compromising economic growth. Debt relief under the
HIPC TInitiative is provided in two stages (Figure Al):

In the first stage, the debtor country needs to demonstrate the capacity to use prudently
whatever debt relief is granted by adhering to IMF- and World Bank-supported economic
adjustment programs. During this period, the country will receive debt relief from Paris Club
creditors under traditional mechanisms (usually a flow rescheduling on Naples terms) and
concessional financing from the multilateral institutions and bilateral donors.

At the beginning of the second stage, when the decision point under the Initiative is reached,
the Executive Boards of the IMF and World Bank determine on the basis of the results of a
debt sustainability analysis whether the full application of traditional debt relief mechanisms
(Paris Club stock-of-debt operation on Naples terms involving a 67 percent NPV reduction
with at least comparable action from non-Paris Club official bilateral and commercial
creditors) would be sufficient for the country to reach sustainable levels of external debt, or
whether additional assistance would be required under the Initiative. In the latter case, the
IMF and the Bank would commit to granting debt relief, provided the country continues
implementing macroeconomic reforms and structural adjustment policies, including
strengthened social policies aimed at reducing poverty. At the same time, Paris Club
creditors provide additional debt relief through a flow rescheduling, and commit to providing
at the end of the second stage, when the completion point has been reached, a stock-of-debt
operation. The full amount of debt relief by the IMF and the World Bank will be provided at
the completion point as well, on the condition that other creditors (including multilateral



-40Q - APPENDIX I

development banks, commercial creditors and non-Paris Club official bilateral creditors)
participate in the debt relief operation on comparable terms.

How the enhanced HIPC Initiative works

Following extensive consultations with interested parties from civil society and the Group of
Seven meeting of heads of states in Cologne in June 1999, the Boards of the IMF and the
World Bank agreed to a revision of the HIPC Initiative, to make debt relief broader, deeper
and faster, while strengthening the link between debt relief and poverty reduction. While the
principle of providing debt relief in two stages and the crucial importance of implementing
TME- and Bank-supported adjustment programs remained unchanged, the number of eligible
countries increased, the amount of debt relief each eligible country will receive was raised,
and its delivery accelerated. The modalities of the enhanced HIPC Initiative can be
summarized as follows:

Targets of debt relief

e The external debt burden of a poor country is deemed sustainable, if the net present value
of debt does not exceed 150 percent of exports or 250 percent of fiscal revenue. Under
the original Initiative, the target for the NPV of debt-to-exports ratio was
200-250 percent, and for the debt-to-revenue ratio 280 percent.

« FEligibility for assistance under the fiscal window is subject to thresholds for the openness
of an economy (export-to-GDP ratic) of 30 percent (was 40 percent under the original
Initiative) and for the revenue effort (revenue-to-GDP ratio) of 15 percent (was
20 per(;e]:lt).23 '

Assessment base

o The calculation of debt relief is based on actual debt data at the decision point; under the
original Initiative, the committed debt relief was based on projections for the completion
point. In most cases, this change in the calculation is likely to result in higher assistance
since the debt ratios typically decline as economic reforms take hold. As a result of this
change, there will no longer be a need for automatic reassessment at the completion point
of the amount of assistance to be provided.

3 The fiscal window under the Initiative has been established to ensure that highly indebted
poor countries with very open economies may have access to debt relief, even if they do not
meet the minimum NPV of debt/export ratio. The identification of countries with
exceptionally open economies is based on the exports/GDP ratio. The threshold for the
revenue/GDP ratio aims to exclude those countries from debt relief under the fiscal window
that exceed the targeted NPV of debt/revenue ratio because of serious shortcomings in their
revenue mobilization efforts.
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Delivery of assistance

The delivery of debt relief by the IMF and the World Bank under the enhanced HIPC
framework starts in the form of interim assistance immediately after reaching the
decision point, with the remainder of the debt reduction provided at the completion
point.** Other multilateral institutions are expected to provide assistance on comparable
terms. In contrast, under the original framework, debt relief was provided by international
financial institutions only after reaching the completion point.

Paris Club creditors will provide assistance through a flow rescheduling on Cologne
terms (with 90 percent NPV reduction), covering the period of the second stage followed
by a stock-of-debt operation at the completion point to deliver the balance of the required
debt relief. Under the original framework, Paris Club creditors provided debt relief on
Lyon terms, with 80 percent NPV reduction.

Other official bilateral and commercial creditors are expected to provide comparable debt
relief.

Conditionality

During the second stage, the country will need to make significant progress in stabilizing
the economy, implementing structural reforms, and reducing poverty. The completion
point will be reached when the country has met the agreed conditions for a floating
completion point, which include the following:

The debtor country will need to continue to implement the financial and economic
programs supported by the IMF’s Poverty Reduction and Growth Facility and the World
Bank aimed at achieving stable macroeconomic conditions.

To strengthen the link between debt relief and poverty reduction, the enhanced Initiative
requires the preparation and implementation of a nationally owned, comprehensive
poverty reduction strategy, as reflected in a Poverty Reduction Strategy Paper (PRSP).*

A PRSP, prepared in broad consultation with civil society, should be in place and broadly
endorsed by the Boards of the IMF and the Bank when a country reaches its decision
point under the enhanced HIPC Initiative. During a transition period, a decision point
may be agreed before the completion of a full PSRP on the basis of an interim PRSP,

* In general, interim assistance provided by the IMF is subject to an upper limit of
60 percent of total assistance under the Initiative, and may not exceed the annual amount of
debt-service obligations due to the IMF.

25 The strategy should include measures to improve the delivery of social services, improve
expenditure controls and budget management, and strengthen external debt management.
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which summarizes the government’s objectives of its poverty reduction strategy. In all
cases, substantial progress in implementing the poverty reduction strategy is an important
condition for reaching the completion point under the Initiative.

e Other creditors will need to confirm their participation in the debt relief operation.
Duration of the second stage

¢ Under the original framework, the length of the period between the decision and
completion points (the second stage) was at least three years, assuming that the country
would implement IMF- and Bank-supported medium-term adjustment program according
to schedule. The enhanced Initiative has adopted a more flexible approach with a floating
completion point that will be reached when key structural reforms and certain major
poverty reduction measures specified in the PRSP have been implemented, which could
take less than three years.

Implementation

Thirty-seven countries are expected to qualify for assistance under the enhanced HIPC
Initiative, most of which are in sub-Saharan Africa. As of end-July 2001, 23 countries had
reached their decision points under the enhanced framework (Benin, Bolivia, Burkina Faso,
Cameroon, Chad, Gambia, Guinea, Guinea-Bissau, Guyana, Honduras, Madagascar, Malawi,
Mali, Mauritania, Mozambique, Nicaragua, Niger, Rwanda, Sdo Tomé and Principe, Senegal,
Tanzania, Uganda, and Zambia), and Uganda and Bolivia had also reached their completion
points (Table A1). Total committed assistance to these 23 countries is $34 billion in future
debt service savings, or $21 billion in NPV terms, representing an average debt reduction in
net present value terms of more than 55 percent on top of traditional debt relief mechanisms.
In addition, Cote d’Ivoire had reached its decision point under the original framework; the
assistance committed to Cdte d’Ivoire will be reassessed under the enhanced Initiative.

Total costs of the HIPC Initiative are estimated at $33 billion in 2000 NPV terms (or

$42 billion including the difficult cases of Liberia, Somalia, and Sudan), which fall about
half to multilateral creditors and half to other creditors (Table A2). The costs of HIPC relief
for the 23 countries that have already passed their enhanced decision points account for
almost two-thirds of the total cost of the Initiative, and this would rise to over 70 percent
once the three countries for which preliminary documents have been issued have reached
their decision points possibly later this year.

For more information on the HIPC Initiative, see the IMF and World Bank websites, where
all related policy and country documents are posted in www.imf.org/hipe
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Table Al. HIPC Initiative: Status of Country Cases Considered Under the Initiative, August, 2001

Target Estimated Total
NPV of Debt-to- Assistance Levels 1/ Percenlage  Nominal Debt
Decision Completion Gov. {(In millions of U.8. dollars, present valuc) Reduction  Service Relief
Country Point Point  Export  revenue Total Bitat-  Multi- MF World inNPV of (Inmillions of
{in percent) eral lateral 13ank Debt 2/ 11.8. dollars)
Completion point reached under enhanced framework
Bolivia 1,302 425 376 84 194 2,060
original framework Sep. 97 Sep. 98 225 448 157 291 29 54 14 760
enhanced framework Feb. 00 Jun. 01 {50 854 268 585 35 140 30 1,300
Uganda 1,003 183 820 160 517 1,950
original framework Apr. 97 Apr. 98 202 347 73 274 69 160 20 650
enhanced framework Feb. 00 May 00 i50 656 110 546 2i 357 37 1,300
Decision point reached under enhanced framework
Benin Jul. 00 [loating 150 265 7 189 24 84 31 460
Burkina Faso 398 56 342 42 162 700
original framework Sep. 97 Jul 00 205 229 32 196 22 &f 27 400
enhenced framework Jul. 00 Floaring 130 169 24 146 20 71 27 360
Cameroon Qet. 00 Floating 150 1,260 8§74 324 37 179 27 2,600
Chad May. 01 Floating 150 170 35 134 18 68 30 260
Gambia, The Dec. 00 Floarting 150 a7 17 4% 2 22 27 G0
Guinea Dec. 00 Floating 150 545 215 328 31 152 32 800
Guinea-Bissau Dec. 00 Floating 150 416 212 204 12 93 83 790
(Guyana 585 220 365 74 68 1,030
original framework Dec. 97 May 99 107 280 254 91 165 33 27 24 440
enhanced framework Nov. 00 Floating 150 250 329 129 200 40 41 40 590
Honduras Jun. 00 Floating 110 250 550 215 340 30 98 18 S00
Madagascar Dec. 00 Floating 150 Ri4 457 357 22 252 40 1,500
Malawi Dec. 00 Floating 150 643 163 480 30 331 44 1,000
Mali 523 162 361 38 182 870
original framework Sep. 98 Sep. (00 200 121 37 34 14 44 @ 220
enhanced framework Sep. 00 Floating 150 401 i24 277 44 138 28 650
Mauritania Feb. 00 Floating 137 250 622 261 301 47 100 50 1L100
Mozambique 1,970 1,235 736 140 434 4,300
original framework Apr. 98 Jun., 99 266 1,716 1076 a4f 125 347 63 3700
enhanced framework Apr. 00 Floating 150 254 159 95 16 33 9 600
Nicaragua Dec. 00 Floating 150 3,267 2,145 1,123 82 189 72 4,500
Niger Dec. 00 Floating 150 521 211 309 28 170 54 900
Rwanda Dec. () Floating 150 452 56 397 44 228 71 800
Sao Tome & Principe Dec. 00 Floating 150 97 29 68 - 24 83 200
Senegal Jun. 00 Floating 133 250 488 193 259 45 124 18 850
Tanzania Apr. 00 Floating 150 2,026 1,006 1,020 120 695 54 3,000
Zambia Dec. 00 Floating 150 2,499 1,168 1,331 602 493 63 3,820
Decision point reached under original {ramework
Céte d'Ivoire Mar. 98 Mar. 01 141 280 345 163 182 23 91 6 3/ 800
Total assistance provided/conmmicted 20,833 9779 10,955 1,755 4/ 4,951 34,680
Preliminary HIPC document issued 5/
Ethiopia 150 1,028 352 649 7 395 42 1,650
Ghana . 250 2,096 1,002 1,095 122 767 55 3,20
Sierra Leone 150 551 188 326 121 119 79 367

Sources: IMF and World Bank Board decisions, completion point documents, decision point documents, preliminary HIPC documents, and staff calculations.

1/ Assistance levels are at countrics' respective decision or completion points, as applicable.

2/ In percent of the net present value of debt at the decision or completion point {as applicable), after the full use of traditional debt-relief mechanisms.
3/ Nonreschedulable debt to non-Paris Club official bilateral creditors and the London Club, which was already subject to a highly concessional
restructuring, is excluded from the NPVof debt at the completion point in the calculation of this ratio.

4 Equivalent to SDR 1,386 million at an SDR/USD exchange rate of 0.7900, of May 1, 2001.

5/ Figures are based o preliminary assessments at the time of the issuance of the preliminary HIPC document; and are subject to change.
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Figure A.1: Enhanced HIPC Initiative Flow Chart
First Stage

» Cotintry estabhshes three year track recerd of good performance and: develops together with civil semety a
Poveﬂ‘-Reductren Strategy Paper (PRSP);in early cases an mienm PRSP may be sufﬁuent to teactithe : -
decision point: . e 3
. Parls Glub provndes ﬂew reschedullng on Naples terms i.e reschedullng of debt 'serwce on ehgtble debt:-

s

ahdlM_F_— i

asmstanee)

target THIS debt religf.is provided W|t_' no further'pehcy condmonahty
- Pans Club prowdes ‘stockiof-debt’ reduchon on Cologne terms (90 percent NPV reductlon ‘or higher |f

-- Multllaterel lnétxtu'tlens prewde debt rellef each choosmg from a rnenu of optlone and: ensunng broad and
eqmtab!e partlmpatlon by all credltors muolved '

1/ Recognizing the need for flexibility in exceptional cases.



Table A2. HIPC Initiative: Estimates of Potential Costs by Creditor Group

March 2001 Updated Updated Total Future decision
Costing Exercise Costing Exercise Cosling Exercise (In percent 23 decision point countries 1/
1999 NPV terms 1999 NPV terms 2000 NPV terms of total costs) point countries (11 countries)
(32 countries) 2/ (34 countries) ¥ (34 countries) 3/ (34 countries) 3/ {In 2000 NPV terms)

(In billions of US dollars)

Total costs 29.3 313 332 100.0 20.7 12.5
Bilateral and commercial creditors 151 16.1 17.1 51.4 9.8 7.3
Paris Ciub 11.3 12.0 12.8 384 7.0 5.8
Other official bilateral 2.6 2.7 2.8 8.5 2.6 0.3
Commercial 1.2 1.4 1.5 4.5 0.3 1.2
Multilateral creditors 14.2 15,2 16.1 48.6 10.9 5.2
World Bank 6.3 7.0 7.4 22.4 4.9 2.5
Of which: 1DA 5.6 6.3 6.7 20.1 4.6 2.1
IBRD 0.7 0.7 0.8 23 0.3 0.5
IMF 2.2 2.4 2.5 7.5 1.7 0.8
ATDB/A{DF 2.4 2.5 2.6 8.0 13 1.3
IaDB 1.1 1.1 1.1 34 1.1 0.0
Others 2.2 23 2.4 7.4 1.8 0.6
Memorandum item:
Total costs including Liberia, Somalia, and Sudan 373 392 41.6 125.4
in percent of total costs na. n.a. n.a. 1n.4. 62.0 38.0

.....g'}?_

Sources: Enhanced Initiative for Heavily Indebied Poor Couniries - Review of Implementation
(EBS/00/166, 8/14/00 and SecM200(0-487, 8/14/2000); country authorities; and Fund and Bank staff estimates.

1/ Burundi, Central African Republic, Comoros, Democratic Republic of Congo, Republic of Congo, Cote d'lvoire, Ghana, Ethiopia,
Myanmar, Sierra Leone, and Togo.

2/ Excluding Comoros, Eritrea, Ghana, Tao P.D.R,, Liberia, Somalia, and Sudan.

3/ Excluding Eritrea, Lao P.D.R., Liberia, Somalia, and Sudan.
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