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I. Aid Flows to Countries in Transition 

1. Introduction 

Following the end of the Cold War, new claimants on aid have emerged in 
the countries in transition. 1;/ At the same time, aid budgets in donor 
countries have come under increasing pressure. As a result, questions hive 
been raised about the extent to which aid flows may be diverted from 
traditional to non-traditional recipients. The purpose of this sectirn is 
to examine recent trends. 

Prior to the breakup of the former Soviet Union (FSU), some FSU 
countries received explicit budgetary transfers from Russia. In addit.ion, 
most countries in transition, particularly those in the FSU, received 
sizable transfers from Russia in the form of implicit price subsidies on 
trade. 2/ 2/ This was because intra-U.S.S.R. prices for energy and raw 
materials that were relatively low compared with world market prices, with 
Russia acting as a major exporter of these products to most other 
republics. &/ In 1992, Russia began raising raw material export prices 
toward world market levels, but partially alleviated the terms of trade 
shock through substantial, albeit nonconcessional, financial transfers. 5/ 

The financing received from Russia by other republics (excluding the 
Baltic states) in 1992 was equivalent to around 20 percent of these 
countries' combined GDP, and in some cases (Georgia, Tajikistan, 
Turkmenistan, and Uzbekistan) it amounted to one-third or more of estimated 
GDP. In addition to these flows, some portion of the cash emission to the 
other states of the FSU in 1992--equal to 3 percent of Russia's GDP--should 

I/ According to the definition of the OECD's Development Assistance 
Committee (DAC), these countries comprise: Albania, Armenia, Azerbaijan, 
Belarus, Bulgaria, Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, 
Kyrgyz Republic, Latvia, Lithuania, Moldova, Poland, Romania, Russia, Slovak 
Republic, Tajikistan, Turkmenistan, Ukraine, and Uzbekistan. This differs 
from the WE0 definition by excluding Bosnia and Herzegovina, Croatia, the 
former Yugoslav Republic of Macedonia, Mongolia, Slovenia, and Yugoslavia 
(Federal Republic of). 

'Z/ Price subsidies are not considered official development assistance 
according to the DAC. 

J/ For more information see: Financial Relations Among Countries of the 
Former Soviet Union, IMF Economic Reviews (l/94). 

4_/ For example, using the official exchange rate of the ruble prevailing 
in 1987, which was likely overvalued, this subsidy has been estimated by the 
Fund staff at around 5 percent of Russian GDP. From the perspective of the 
smaller recipient republics, the implicit subsidy they received from Russia 
was substantially more significant in relation to GDP. 

>/ Available data suggest that Russian financing of the other states of 
ilre 1.01.mer Soviet Union amounted to around 9.5 percent of Russian GDP in 
1992. 



probably also be considered balance of payments financing. In 1993, 
however, the flow of official financing from Russia to the other republics 
of the FSU was virtually eliminated, with the exception of some debt 
rescheduling. 

New donor relationships have been established with the countries in 
transition. In the case of low-income countries in transition, the list of 
countries eligible for Official Development Assistance (ODA) has been 
gradually expanded, as summarized in the table below. Subsequently, the DAC 
agreed to record concessional assistance to the rest of the countries in 
transiti,2n in a separate "Part II" list and to regard concessional 
assistance to these countries as "Official Aid" rather than ODA. 1/ 

- 
ODA Eligibility of Countries in Transition (CIT) * 

ODA-eligible CIT Countries 
Non-ODA-eligible CIT Countries 
("Official Aid" Part II Recipients) 

Albania 
Armenia 
Azerbaijan 
Georgia 
Kazakhstan 
Kyrgyz Republic 
Tajikistan 
Turkmenistan 
Uzbekistan 

Bela-us 
Bulgaria 
Czech Republic 
Estonia 
Hungary 
Latvia 
Lithuania 
Moldova 
Poland 
Romania 
Russia 
Slovak Republic 
Ukraine 

source : OECD 

* OECD definition of countries in transition. 

**xx* 

lJ In this context, "official aid" is defined by the DAC to mean flows 
which meet the conditions of eligibility for inclusion in ODA except that 
the recipients are on Part II of the DAC list of aid recipients, i.e., flows 
which are undertaken by the official sector with promotion of economic 
development and welfare as the main objective and with a grant element of at 
least 25 percent. 



2. Volume of concessional flows to countries in transition 

ODA from DAC donors to countries in transition has been significantly 
smaller than "official aid" to non-ODA-eligible countries in transition (WE0 
definition). 1/ ODA to countries in transition increased from 
US$O.l billion in 1990 to USS2.6 billion in 1993, reaching 4.6 percent of 
total ODA in 1993. 2/ For a comparison, "official aid" to countries in 
transition rose from USS1.7 billion in 1990 to USS6.4 billion in 1993. 
Russia was the recipient of a large share of these flows. "Official aid" 
and ODA to the FSU states (excluding Russia) in 1993 was equivalent to less 
than 1 percent of these countries' combined GNP. This implies that 
assistance from DAC donors to FSU states (excluding Russia) substituted for 
only a small proportion of the support from Russia in earlier years. 

1/ Bosnia and Herzegovina, Croatja, the former Yugoslav Republic of 
Macedonia, Mongolia, Slovenia, and J'ugoslavia (Federal Republic of) are ODA- 
eligible and classified as countrie:; in transition in the WEO, but are not 
classified by the DAC as countries in transition. Total net ODA to these 
countries increased significantly from 1990 to 1993 and was equivalent to 
almost 4 percent of total ODA from gAC countries in 1993. (Total net ODA to 
these countries was US$O.l billion in 1990; lJSSO.2 billion in 1991; 
USS1.6 billion in 1992; and USS2.2 billion in 1993). 

2/ ODA to Asian countries in transition (Cambodia, Lao P.D.R.. and 
Viet Nam) is included in the DAC list of ODA-eligible countries but is 
excluded from both the DAC and WE0 definitions ol: countries in transition. 
ODA to these countries (including: aid from Arab donors) increased from 
USSO. billion in 1990 to lJS$O.B billion in 1913, equivalent to an increast? 
from 0.7 percent of DAC ODA to 1.5 pel-ci'llt of. DAC: ODA over ttlc same period. 



- 4 - 

Disbursements by DAC Donors to Countries in Transition (CIT) * 

1990 1991 1992 1993 

-- 
(In billions of U.S. dolJ.xs) 

Total "official aid" and ODA to CIT 
Of which: 

"Official aid" to CIT 
ODA to CIT 

Total ODA for DAC donors 

1.8 7.9 9.1 9.0 

(1.7) (7.3) (7.1) (6.4) 
(0.1) (‘3.6) (2.1) (2.6) 

53.0 56.7 60.9 56.0 

(In percent) 

"Official aid" to CIT 
(in percent of the sum of 
"Official aid" and total ODA) 

ODA to CIT 
(in percent of total ODA) 

3.1 11.4 10.4 10.3 

0.2 1.1 3.5 4.6 

Source: OECD 

* Based on WE0 definition, which includes Bosnia and Herzegovina, Croatia, 
the former Yugoslav Republic of Macedonia, Mongolia, Slovenia, and 
Yugoslavia (Federal Republic of), as countries in transition. ODA to these 
countries from Arab donors is also included. Disbursements to countries in 
transition includes bilateral "official aid" and ODA, and contributions to 
multilaterals, mainly the European Union, which has channeled aid to the 
CIT. 

As a share of the aggregate GNP of DAC donors, ODA and "official aid" 
disbursements to countries in transition increased from 0.01 percent to 
0.05 percent, while total ODA flows decreased from 0.33 percent to 
0.30 percent. Disbursements of ODA and "official aid" to countries in 
transition were equivalent to about 15 percent of overall ODA and "official 
aid" flows in 1993. 
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The largest donors to countries in transition were Germany and the 
United States (Table 2). l/ During 1990-93, Germany increased its 
"official aid" and ODA to countries in transition from USSO. billion to 
X$2.4 billion; over the same period, Germany's total ODA declined from 
0.42 percent of GNP in 1990 to 0.37 of GNP in 1993, primarily due to 
budgetary pressures. Similarly, the United States increased bilateral 
"official aid" and ODA from USSO. million to USS1.3 billion over the salve 
period, while total ODA fell from 0.21 percent to 0.15 percent of GNP. As a 
percentage of GNP, Austria's aid program recorded the largest increase from 
0.05 percent in 1990 (US$O.l billion) to 0.21 percent in 1993 
(USSO. billion); notwithstanding the large increase in "official aid,' 
Austria was able to increase its total volume of ODA from 0.25 percent of 
GNP in 1990 to 0.30 percent of GNP in 1993. For many donors, however, 
increases in aid budgets only partially offset the disbursement of 
concessional flows to countries in transition. The increased demands from 
new recipients were the primary factor behind increases in some aid budgets 
in the context: of tighter government spending constraints in all areas. 

Part of the programs adopted by donor countries were temporary in 
nature, such as in the case of Germany, where substantial flows were linked 
to housing and other expenditures in FSU states associated with the 
withdrawal of Russian troops from the Eastern part of the country. In the 
case of the United States, a significant portion of the increase in 
"official aid" was accounted for by debt forgiveness granted in 1991, mostly 
to Poland. 

3. Comuosition of concessional flows 

During 1991-93, a total of US$22 billion in ODA and "official aid" from 
DAC countries was disbursed to the countries in transition (OECD 
definition). Of this, almost three-quarters (USS15.5 billion) was in the 
form of bilateral aid, with the remainder in the form of multilateral aid, 
mainly through the European Union. With respect to bilateral "official aid" 
to non-ODA-eligible countries, this was predominantly in the form of grants 
(USS12.7 billion or 89 percent), directed mainly toward: program and 
project assistance (31 percent); debt forgiveness (23 percent); and 
technical cooperation (19 percent). 

4. Conclusion 

In spite of large increases in "official aid" and ODA to the countries 
in transition, the size of these programs remains relatively small compared 
with overall ODA levels (about 13 percent in the period 1991.93), 
particularly in the case of ODA-eligible countries in transition. 
Nevertheless, some diversion of aid from traditional ODA recipients toward 

1/ The country breakdown is based on the OECD's definition of countries 
in transition, which excludes certain countries in Eastern Europe and Asia 
(see footnote 1 on page 1). 
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countries in transition appears to have taken place, particularly toward the 
middle-income countries in transition, most of which are not ODA-eligible. 
However, it is also possible that, as a result of the increased demand for 
aid, overall aid budgets were larger than otherwise. In the view of some 
donors, there will be scope for curtailing "official aid" to the non-ODA- 
eligible countries in transition in a few years and replacing them by flows 
relating to trade and investment because of the natural resource endowments, 
well-educated work forces, and established infrastructure in most countries 
in transition. 



Table 1. Bilateral Of6cid Aid and ODA lo Countrfs~ in Transticn (Cm Md Totd Bilafsrd ODA 1/ Y 

( In milliina of U.S. dol*ls ) 

,990 1991 ,992 19% 
CIT TOti CIT Total CIT Total CIT TOW 

Officid Aid ODA ODA CfSckd Aid ODA ODA C+Ecid Aid ODA ODA Offlofd Aid ODA ODA 

Australia 
A”S,Ih 
Edgium 
Canada 
Denmark 
Finland 
FlMCe 
Germany 
Ireland 
Italy 
Japan 
L”xemburg 
Natiedands 
New Zealand 
Norway 
Portugal 
spam 
Sweden 
Swiherland 
United ffingdom 
United States 

Total DAC (bilateral) 
(Percent of GNP) 

-- 
-- 
-- 
11 

7 
17 

2 
374 

1 
74 

153 

22 

21 

2 
6 

123 
336 

1,154 
0.01 

1 

2 
-- 

5 
-- 
-- 

-- 
-- 

753 -- 

23s 270 
546 193 

1,690 121 
665 26 
496 107 

5.612 102 
4.479 2.133 

23 
2.112 62 
6.764 38 

15 
1.833 33 

61 -- 
756 13 
1% 
633 23 

1,379 75 
551 1% 

1,474 45 
6.367 1,762 

w 5.130 
0.23 0.03 

-- 
7 

-- 
1 
1 

136 

290 

1 

2 

1 
-- 
-- 

436 

72. 2 
433 3% 
496 76 

1,766 236 
666 66 
565 32 

6.772 113 
4,676 2.994 

30 -- 

2,246 106 
8.860 154 

26 2 
1.7% 56 

61 -- 

734 64 
166 
761 1 

1,476 314 
727 106 

1.616 100 
9.3% 553 

41.300 6.365 
0.24 0.03 

-- 

7 
-- 
-- 

1 
-- 

3 
19 

-- 
134 

4 

7 
-- 
-- 

1 
4 
2 
1 

62 

243 
-- 

739 2 
420 373 
549 20 

1,706 3 
7% 111 
421 23 

6.302 371 
6,242 2.103 

26 -- 

2.430 44 
6.385 123 

22 2 
1.660 137 

74 -- 

611 56 
242 -- 

1.tca -- 
1.777 35 
.677 216 

1.699 63 
7,669 1,217 

41,300 4.920 
0.23 0.03 

-- 

3 
-- 
-- 
-- 
-- 

6 
2.6 

-- 

46 
3 
1 

12 

2 
-- 
-- 

2 
6 
7 

72 

716 
411 
477 

1.5% 
76s 
242 

6,164 
4,517 

41 
1.930 
w44 

31 
1.776 

74 

19, I 
64s u 

1,332 
636 I 

1,511 
7,005 

38.940 
0.21 

Source: OECD. 

!I On e net dirtursementr basis. Countries of Centrel and Eastern Europe and the former Soviet Union. Ofricial aid lo CIT countries comp(/se8 ptimarily grants lo tie 
non-ODA-eligible countries in transitiw? Belarus, Bulgaria, Czech Republic, Estonia. Hungev, Latvia, Uhuania, Moldova. Poland, Romania, Ruasia, Slwak Republic, 
and Ukraine. For 1990. does not include aid lo tie former Soviet Union; based on date from recipient ccunbiss. tisrs flows were small. The ODA-eligible countries 
ti transitian are: Albania, Armenia. Azerbaijan, Georgia. Kazakhstan, Kyrgyz Republic, Tajikistan. Turkmenistan, and Uzbekiafan. Excludes ODAfo Bosnia and Herzegovina, 
Croatia, the former Yugorlav Republic of Macedonia, Mongolia, Slwenia. and Yugoslavia (Federal RepuMic of) 

2/ ODA from DAC countries to dwelomg countries and multilateral organizationa. Includes debt forgiveness of non-ODA claims (including military debt) of 
US$l S billion in 1990. USSl.9 billion ti 1991, and USSl.9 billion in 1992, except for total ODA for all DAC donors (fallawing tie OECD ccnvsntion). The treatment of 
non-ODA debt relief has varied in recent years. From 1990 lo 1992, if was reportable 86 ODA but was excluded from me DAC total. From 1993, forgiveness of debt 
otigtially intended for miliary purposes is excluded from ODA. whereas forgkensas of otiernon-ODA loans is recorded as ODA. 



Tabia 2. Bilateral and Mukl!akral Official Aid and ODA to Countries in Transilim and Total ODA 1! Y 

( In millicas of U.S. ddlars ) 

1990 1991 1992 1993 
CIT TOta, CIT TOtal CIT TogI CIT TOtal 

Dkbunement.5 OOA Dirburwmenk ODA Dkbmemenb ODA Dkbursamenk ODA 

Australia 
A”Wk 
Bdgi”m 
canada 

8 
65 
21 
11 
15 
17 
76 

473 
5 

133 
153 

1 
62 

955 
394 
669 

2.470 
1.171 

946 

9 1,050 
547 
831 

2.604 

5 1,015 
412 556 
135 670 
261 2,515 

63 1.392 
50 644 

366 6.270 
3,365 7,563 

10 70 
467 4.122 
243 11.151 

6 36 

6 
29; 
274 
145 

393 
6, 
27 

176 

544 
604 

2,373 
1,340 

355 
7,915 
6.954 

6, 
3.043 

1, ,256 
50 

1.200 
*xl 119 

456 
2,772 

15 
672 
110 

5 

39 
612 

2.452 
9 

290 
533 

6 

FmllC3 
G*Tlla~ 
Ireland 
kdv 

7.163 
6.320 

57 
3,395 

7,366 
6.660 

72 
3.347 

9.069 
25 

10.952 
42 Luxemburg 

Neme!lan* 
New Zealand 
NOtWay 
PWtUgal 
Spain 
Eweden 
Swierland 
United King&m 
United States 

2,536 
95 

1.205 
146 
965 

153 
1 

2,517 
loo 

1.176 
213 

163 
1 

2,753 
97 

1.273 
302 

264 
I 

2,525 
96 

1.01. 
246 

2, 
4 

24 
2 

2; 
22 

t62 

80 
IS 

102 
354 
126 
339 
744 

79 
13 
67 
62 

245 
293 

1,269 

m 

I 
1,262 
2.116 

1.516 
2.460 

1.213 
1,769 

793 
2,966 
9.721 

2.007 
750 

2,636 
1, ,394 

9 
259 
336 

125 ‘863 
327 3,201 

1,632 11.262 

1;139 
3.243 

11.709 

Tota, includnq MulMateml 
Oraanizatkms z/ 1.714 52.961 m 56.678 L33_0 60.850 m 55.965 
(Psrcenfd GNP) 0.0, 0.33 0.04 0.33 0.04 0.33 0.04 0.30 

477 15,602 2,566 15,425 1.965 16.601 , ,966 17.025 
Memora*m hem: 

M”hik,er*, lnmtis 

Source: OECD, 

1, On a net dsbummenl basis. Includes blkkml aid and mnkibuti~ls to mulfilatemls, mainly 61s Europwa Union and me EBRD, which channeled aid to rile 
Cwntdes 01 Cental and Eastern Europe and the former Soviet Union (CIT). Disbumsmenh to CIT camkM indude ODA to ODA-elibible count&s: Aifiania. Am&a, 
Aataiaijan. Gear@, Kazakhstan. Kyrgyz Republic. TajWstan. Tudm~sn&.tan and Uzbekirtan: and non-ODA ald, p&wily gmnb, to non-ODA-eligible cwnu;,-s in 
,,a”sitiom Bekrus. B”lga,k. Czech Republic. Estonia, Hungary, Lath. “6luanh. Mddwa, Poland. Ranank% Rusk% %“ak Rep&Iii and Ukraine. F,,, ,990, &as “0, 
Include aid to the former 6wiit Union. based M data from recipient conk% tiesa 6avs wre small. Excludes ODA to Bosnia and Herasgovina. Croa!ia, me fomw 
Yugoskv RepuMic of Macecknia. Mongolia, Slovenla, and Yugoslavia (Federal Republic 09. 

2_/ ODA horn DAC countries to developing cowfries and mui%latsral organisations. ktcludea debt fagivenass d non-ODA dalmf (includng military debq of 
“661.5 billion in ,996 Us11.9 billion in ,991. andUSI1.9 billion in ,992, exceptfortotalODA for all DAC donas (tolIowingL%OECD convey). Thebaaknnentof 
non -0DA debt reliaf has vad+d in recent years. From ,990 to 1992, it was reportable as ODA but was excluded from the DAC total. From 1993, fw@enes of debt 
originally intended lc+ military ~rposes is excluded hwn OOA. whereas ,or@“eneso of other non-ODA loans is recorded as ODA. 
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II. Rethinking Aid Policies 

The end of the Cold War has partly changed the objectives of aid from 
strategic concerns towards a more narrow focus on alleviating poverty and 
promoting sustainable development. This has led the aid agencies of many 
countries to begin a process of rethinking their priorities and mechanisms 
for implementing their aid policies, which is in a state of flux in many 
countries. The purpose of this section is to summarize trends in rethinking 
aid in selected donor countries (Canada, Germany, Italy, Japan, the 
Netherlands, Sweden, Switzerland, and the United States), which have 
recently undertaken a review of their aid policies or are in the process of 
doing so. These countries were among those visited by a small staff team 
during 1994-95. The broad trends of aid policies of the eight individual 
countries are described in Appendix III. 

Aid effectiveness is an important issue in most donor countries. Some 
donors reported that, for the most part, this is linked to the poor public 
image of aid. To some extent, the rethinking of aid can be viewed as an 
attempt to redress the "image problem" by devising a clearer rationale for 
aid in the post Cold War context. I" turn, in some donor countries, this 
trend is likely to imply that aid will increasingly be allocated to fewer 
countries, which donors view as more ambitious in pursuing their development 
objectives. 

To an important extent, the narrower focus among donors on poverty 
reduction and good governance, both on political and economic fronts, 
combined with the pressure on aid budgets, is likely to lead to an overall 
contraction of available assistance and to decreased tolerance of countries 
with poor performance in these areas. I" turn, those recipient countries 
that are perceived to be performing badly in donor priority areas will tend 
to have limited access to balance of payments support as donors shift toward 
humanitarian and non-governmental support administered through NGOs. 
Furthermore, some donor countries do not perceive themselves as having a 
comparative advantage in balance of payments support. 

Although the process of rethinking aid varies widely across countries, 
a number of common themes seem to have emerged in the objectives and 
policies of donor countries: 

First, the recipient country should be pursuing market-oriented 
policies, including efforts to facilitate the growth of the private sector. 
This stems from the almost universal recognition of the key role of private 
sector-led growth in creating jobs and reducing poverty on a sustained 
basis. 

Second, the recipient should practice good eovernance. In economic 
matters, this has tended to focus on: market rules and regulations; 
transparency and accountability; and key institutional aspects including 
implementation capacity. In political matters, this includes: the rule of 
law; democracy and security; human rights; participatory political process; 
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freedom of the press and freedom of expression; and security. These 
concerns stem from the importance of sound economic management and a 
commitment to economic and social development for achieving poverty 
reduction. 

Third, and related to good governance, more emphasis is put on 
particiuatorv develcnment because active participation of all groups within 
the recipient country is considered a crucial element in broad-based 
development. At the same time, there is a growing appreciation of the 
importance of economic activities that enable people to help themselves in 
the long run and the importance of local ownership of aid processes. Also, 
the refocussing of aid has also led to an increase in the number and 
participation of both donor- and recipient-country non-governmental 
organizations (NGOs) in development-related activities (Box 1) and an 
increase in direct financing of the private sector (Box 2). 

Fourth, donors increasingly seek to participate in projects and 
programs that directly focus on povertv reduction and address basic 
humanitarian needs including: education and training, particularly primary 
education; u population programs; health; environment; and women in 
development. Aid agencies have different definitions of poverty reduction. 
For some agencies, it is linked to economic growth in the economy, while for 
others it is connected with more micro-aspects of selected poverty 
intervention for specific sectors, groups in the society, or geographical 
areas. 

Finally, in some donor countries (e.g., Canada and the Netherlands) 
there is increasing recognition that aid cannot be considered in isolation 
from foreign policy and defense considerations, and there are attempts to 
formulate aid policy in a broader context to take into account interlinkages 
and promote coherence in policies of the individual donors. 

1/ The World Bank's World DeveloDment Reuort in 1991 discussed the role 
in development of investment in human capital. Also, the World Bank notes 
in The East Asian Miracle (1993) that rapidly growing human capital, along 
with private domestic investment, were the principal engines of growth. 
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Box 1. Aid Channelled Throueh Non-Governmental Oreanizations 

Several donors place a strong emphasis on channelling aid through 
non-governmental organizations (NGOs). For example, govixnment support 
Ear NGOs "as around 7-9 percent of total ODA in 1992/93 in Canada, the 
Yetherlands, and Sweden and exceeded 18 percent of total ODA in 
Switzerland in 1992/93. In addition, many NGOs were active as 
implementing agents for government aid programs and projects. DOnOr 
support for NGOs is based on the strength of NGOs in terms of their grass- 
root approach to aid-delivery, which can be an effective means of reducing 
poverty. Some donors also see support for NGOs as an important means to 
encourage public participation in aid policy discussion and improve public 
support for aid. However, some studies by donors of the effectiveness of 
NGOs show mixed results. The studies show that NGOs functioned well in 
the areas of their relative strength, such as delivery of health and 
education services. HOWeVer, controls on expenditure and evaluation of 
projects were occasionally weak and the implementation of policies was not 
necessarily in line with donor government's aid policy priorities. Also, 
in some cases, difficulties have arisen in coordination of NGO activities 
with other donors and NGOs. Generally, NGOs appeared to be subject to 
less public scrutiny on the use of the aid than official agencies. 

Support for NGOs is likely to remain strong in the immediate future, 
and in some cases increase over the medium term. The implications for the 
macroeconomic framework in Fund-supported programs of an increasing share 
of aid being channelled through NGOs, rather than through the public 
accOunt*, will need to be taken into account. This, coupled with direct 
financing of the private sector by donors (see Box 2), may reduce the 
availability of aid flows to the government and require tighter fiscal 
program*. Also, in some cases, NGOs may provide a significant portion of 
some services normally expected to be provided by the public sector (e.g., 
basic education and health services). The extent to which these services 
are provided outside the public sector need to be considered by the 
government in deciding on expenditure priorities. Furthermore, the 
growing presence of NGOs may raise coordination problems that will need to 
be addressed by donors and recipient countries. 
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Box 2. Direct Financine of the Private Sector 

Donors are increasingly focussing on private sector-led growth to 
create jobs and improve the position of the poor. This includes: 
financial support for structural adjustment programs that put in place an 
environment conducive to growth of the private sector; technical 
assistance to develop the legal framework and institutions needed for a 
vibrant private sector; and direct financial assistance to the private 
sector. Several donors provide direct assistance to the private sector in 
line with the DAC Orientations for Develorment CooDeration in Suuuort of 
Private Sector Develoument published in 1994. In most cases, donors 
provide assistance to small- and medium-scale enterprises, either through 
a local development bank or directly, as is the case with some of the 
multilateral development banks. The loans are generally on non- or 
slightly-concessional terms, and many donors do not finance projects that 
are regarded as commercially viable and could attract alternative private 
financing (in line with the DAC orientations). 

The private sector financing of economic infrastructure is also a 
feature of some donor policies. For instance, International Development 
Association (IDA) lending and policy advice fosters the development of 
core policy, regulatory, and legal frameworks to facilitate commercial 
principles of operation and private sector involvement in infrastructure. 
However, most donors are moving away from supporting large infrastructure 
projects, partly because of the attendant difficulties in dealing with 
environmental and relocation issues. Although most donors, including IDA, 
still effectively require a government guarantee, some donors are lending 
directly to the private sector without a government guarantee or are 
taking equity positions. For example, in 1990 the African Development 
Bank (AfDB) began lending directly to the private sector without a 
government guarantee and took some equity positions. The AfDB disbursed 
around US$70 million directly to the private sector in the period lVVl- 
1993, mainly in the form of non-concessional loans. 

The growing trend toward direct financing of the private sector, 
rather than through the public accounts, will need to be taken into 
account in the design of Fund-supported programs. It may drive a wedge 
between capital inflows in the balance of payments and donor support. 
recorded in the budget to a greater extent than in the past. Direct 
financing of the private sector by donors will impact on the macroeconomic 
framework in a similar manner to other private capital inflows. However, 
given that flows from donors are longer term in nature and, as such, are 
less likely to be reversed than private sector short-term capital inflows 
and portfolio investment, it should not lead to problems of instability 
sometimes associated with private capital flows. Also, the size of direct 
financing of the private sector by donors is likely to remain modest for 
some time. 
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III. Use 

At the discussion on the evolving role of the Fund on July 19, 1994, 
several Directors requested that consideration be given to the issue of 
broadening the use of policy framework papers (PFPs) to cases other than 
countries with programs supported by the SAF and ESAF, and particularly 
programs supported by the EFF and STF. 1/ Similarly, several Directors 
urged consideration of using PFPs for SBA and EFF cases at the Board seminar 
on Conditionality Review--Distilling the Main Messages and Direction for 
Further Work on November 9, 1994. u This note first presents the 
background and the criteria for preparing PFPs, discusses possible use of 
PFPs under various Fund facilities, and closes with some tentative 
conclusions. 

1. Backsround 

PFPs are documents of governments developed in close collaboration with 
the staffs of the Fund and the Bank. They are intended to be comprehensive 
statements of policies in the context of a medium-term framework. They 
typically describe the major economic problems and challenges facing a 
country; the objectives of a three-year adjustment program; the priorities 
of macroeconomic and structural policies; and the related requirements and 
sources of financing. 

PFPs were introduced in 1986 as a requirement for SAF arrangements and 
were later extended to ESAF arrangements. The rationale was the need for 
ensuring close collaboration and consistency in advice between the Bank and 
the Fund and for mobilizing financial assistance. 3J At present, PFPs are 
normally prepared in conjunction with ESAF arrangements. Recently though, 
they have also been prepared in conjunction with programs under enhanced 
surveillance procedures (Ghana and The Gambia), a precautionary SBA 
(Lesotho), and one arrears case (Somalia). PFPs have also been prepared in 
conjunction with rights accumulation programs for ESAF-eligible countries. 
In principle, they could also support structural adjustment operations of 
the Bank for the poorer countries in the absence of an ESAF arrangement. 

In 1988, the Boards of the Fund and the Bank considered a UK proposal 
to extend the PFP process to middle-income countries requesting use of Fund 

1/ The Evolving Role of the Fund on the Occasion of the Fiftieth 
Anniversary of the Bretton Woods Conference (July 25, 1994, Buff/94/73). 

22 A number of Directors noted that policy framework-like papers would be 
a suitable vehicle for considering the medium-term context of programs and 
for ensuring intensified collaboration with the World Bank in the case of 
stand-by and extended arrangements. Other Directors were of the view that 
less formal instruments would be suitable, especially in case* in which an 
external crisis required urgent action (SUR/94/129, 11/17/94). 

I/ EBS/85/283, 12/17/85. 
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resources under the EFF. u At the time, the Bank's Board expressed 
reservations *bout the usefulness of PFPs (citing what was perceived as an 
emphasis on macroeconomic adjustment and financing rather than on 
structural/sector*1 issues and growth strategy). u Different views were 
also expressed by some members of the Fund Board, which suggested that the 
issue be discussed further. 3J 

Ongoing interest in the subject was reflected in the March 1989 revised 
guidelines on Bank-Fund collaboration, and in a G-10 Deputies report issued 
shortly thereafter. 4J The revised guidelines emphasized the joint nature 
of PFP missions and discussions with the authorities. The guidelines also 
noted that proposals to extend the use of PFPs would be considered again by 
the respective Executive Boards after further consultations between the 
staffs and managements of the Fund and the Bank. A June 1989 G-10 Deputies' 
report favored similar proposals to extend the PFP process to middle-income 
countries, as well as to increase the role of PFPs in the Bank's lending 
operation*. 

The issue was revisited in the 1990 review of progress on Bank-Fund 
collaboration. This joint Bank-Fund progress report noted that PFPs had not 
been proposed for use in the small number of EFFs approved up to that time 
because, for many of the countries in question, the policy dialogue with the 
Bank and the Fund had already been quite advanced and, at least for some of 
them, official financial assistance had not been central in their financing 
situation. w While some Directors again endorsed the concept of PFPs for 
middle-income countries, the proposal was not generally endorsed by the Fund 
Board. At the same time, nonetheless, several Directors emphasized the 
usefulness of a PFP approach for centrally planned economies in transition 
or for economies undergoing major macroeconomic and structural 
transformation. The importance of ownership by the member country concerned 
was stressed. 6J In the Bank Board, the proposal to consider extending 
the PFP process to middle-income countries again received considerably less 
support than in the Fund Board. Following the 1990 review, medium-term 
framework papers were prepared in the case of two EFFs in 1990-91. In 
addition, they were prepared for two countries that had EFFs together with 
ESAFs (i.e., Pakistan and Zimbabwe). As a result, 4 of the 11 EFFs approved 
following the 1990 review of progress on Bank-Fund collaboration were 
accompanied by PFPs or PFP-like documents. Among the reasons for not 
preparing a PFP in other cases were the lack of need for mobilizing 

1/ "Proposals for Extending the Policy Framework Paper (PFP) Process to 
Middle-Income Debtors" (EBD/88/144, 5/31/88). 

2J EBS/88/65, Sup. 1, 3/23/88. 
3/ Buff/88/92, 5/13/88. 
f?/ SM/89/54, Revision 1, 4/30/89; and, G-10 Deputies' report, "The Role 

of the IMF and the World Bank in the context of the Debt Strategy," June 
1989. 

5/ "Progress Report on Bank-Fund Collaboration" (EBS/90/131, 7/12/90). 
6J Buff/90/161, E/17/90. 
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concerted official financing as well as the considerable demand on staff 
resources of a PFP. It was considered sufficient for the letters of intent 
for EFFs to include a detailed description of structural measures. 

In 1992, the addendum to the Bank-Fund collaboration guidelines dealing 
with the cases of the FSU States noted that consideration would be given to 
the preparation of comprehensive tripartite documents which describe the 
reform programs and their associated financing requirements in a medium-term 
macroeconomic framework as structural reform programs were elaborated and 
prior to supporting the authorities' programs with extended Fund 
arrangement*. 1/ u So far, with one exception (the Kyrgyz Republic in 
the context of an ESAF arrangement), such medium-term framework papers have 
not been prepared in FSU states reflecting: (i) the tendency for these 
countries to move from STF arrangements to SBAs rather than EFFs (for non- 
ESAF-eligible countries); and (ii) the inherent difficulties in formulating 
a meaningful medium-term macroeconomic strategy in the face of the wide- 
ranging systemic upheaval and attendant economic uncertainty in these cases. 
In the only EFF case for FSU states, Lithuania, there was no need for 
concerted official financing, and collaboration on structural issues was 
very close without a joint medium-term framework paper. Bank staff joined 
in the negotiating missions and provided valuable input in the design of 
structural reforms. 

The role of PFPs as instruments to help mobilize public support for 
adjustment programs led the Bank and the Fund staffs to agree to encourage 
wide circulation of PFPs by member countries. As early as 1987, specific 
procedures were developed for broadening the circulation of PFPs to 
international organizations and agencies that provide financing. I/ In 
June 1994, the Fund Board discussed a proposal to encourage members to give 
wider circulation to PFPs, 4/ as initially envisaged but rarely used. The 
reason for this initiative was that while PFPs are currently released on a 
selective basis with the conSent of the authorities (mainly to donors and 
consultative groups), publication of PFPs by the authorities might in Some 
cases promote greater public understanding of, and support for, adjustment 
program*. In doing so, release of PFPs would also promote greater 

1/ See EBD/92/97, 4/29/92. 
2/ Shortly after the April 1992 Addendum to the Bank-Fund collaboration 

procedures, the Bank's Board adopted the recommendations of an Ad Hoc (Bank) 
Committee on Board procedures (see EBD/92/184, E/27/92). PFPs would no 
longer be considered by the Bank's Committee of the Whole but discussed as 
background to the Bank Board discussion of Country Assistance Strategy 
papers, and that--except in the case of first time PFPs--a separate 
discussion and summing-up of the PFP would only be scheduled by the Bank's 
Board upon the request of an Executive Director, in which event the Fund 
Board would be informed of the Bank Board's conclusions. 

J/ Structural Adjustment Facility (SAF)--Review of Experience (EBS/87/46, 
Sup. 1. 6/V/87). 

&/ EBD/94/95. 7/14/94. 



- 16 - 

understanding of the role of the Fund and increased transparency of the 
Fund's operations in member countries. While the Bank and the Fund staffs 
encourage such release, it remains a decision of the government concerned. 

Member countries have generally been reluctant to agree to a wider 
circulation of the PFP, either domestically or to the outside world, 
including NGOs, partly because they may have been concerned that circulation 
to the general public could "politicize" the negotiation of a PFP, as the 
text would need to cater to various sensitivities. However, there are 
notable exceptions, including Albania (a similar document was approved by 
Parliament and the PFP was made available to interested foreigners), 
Nicaragua and Zambia (the PFPs were published), Guyana (the PFP was 
presented to Parliament), and the Solomon Islands. 

2. Criteria for use of PFPs 

Several lessons can be drawn from the experience with PFPs over the 
period since 1986. In general, there may be considerable merit in the 
preparation of a PFP in cases with the following characteristics: 

(i) heavy structural/transformation content and need for 
elaborating on the medium-term context of a program; 

(ii) need for close collaboration between the Bank and the Fund in 
the design of a medium-term economic program; substantial financial and 
technical assistance from both the Bank and the Fund; and 

(iii) need to mobilize concerted or substantial official financing. 

If all of these criteria are present, there appears to be substantial 
advantage in having a formal vehicle for collaboration with the Bank. This 
would help to ensure the coherence of the overall macroeconomic and 
structural reform strategy, the specificity of the structural measures, and 
the coordination of technical and financial assistance. These criteria are 
generally met for ESAF cases and there is therefore merit in preparing a PFP 
and allowing for the extra cost the PFP entails for the staffs of the Bank 
and the Fund and the authorities. 

However, while there have been non-ESAF cases which met these criteria, 
most have met them only in part, and the case for a PFP was less clear-cut. 
For instance, in certain cases, mobilizing concerted official financing may 
not be top priority although there is close policy involvement of both the 
Bank and the Fund. In such cases, the benefits in terms of ensuring close 
Bank-Fund collaboration in a formal way needs to be weighed against the cost 
of preparing PFPs for the authorities concerned and the Bank and the Fund 
staffs. In other cases also, where Bank project or sector loans are likely 
to have limited immediate implications for the macro framework, an informal 
collaboration could be more cost-effective for the Bank and Fund staffs, and 
for the authorities. 
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The preparation of PFPs has had a number of advantages for the three 
parties involved as well as for the donor community. For the authorities, 
the PFP has helped the authorities formulate a medium-term adjustment 
program which was relatively specific on the targets, policies, and their 
timetable over the three-year period. In selected cases, it has also 
facilitated continuation of policy reforms in the wake of changes in 
governments. In the few cases (such as Albania, Nicaragua, and Zambia) 
where the PFP was released to the public, it was seen as useful for 
mobilizing parliamentary and public support for the adjustment program. 
While initially there were questions of whether the authorities fully owned 
this document rather than considered it a document of the Bretton Woods 
Institutions, over time it appears that the sense of ownership has 
strengthened. 

For the Fund one of the advantages of the PFP has been the elaboration -9 
of the concrete structural and transformation measures where the Bank has 
the main expertise. 

A key issue in the consideration of the role of PFPs is the operational 
role of PFPs in the &&. A fundamental difference between the role of PFPs 
in the Bank and the Fund is that they are not directly linked to the Bank's 
lending operations as in the Fund. IJ Nevertheless, the PFP has served as 
important input to the Bank's Country Assistance Strategies (CAS) which are 
presented to the Bank Board. In addition, the PFP offers a formal vehicle 
for articulating a consistent macro-framework and financing scenarios in the 
Bank and the Fund. Finally, the PFP is a useful instrument for the Bank in 
its effort to mobilize external financing--in most cases, it is distributed 
to consultative group meetings. 2J 

Indeed, most bilateral and multilateral aid wencies are making active 
use of the PFPs in their own internal planning of development assistance. 
They have welcomed involvement in the PFP process although several of them 
would have liked it to have been more active. By involving donors in the 
PFP process--not in the actual negotiation but in timely input in areas 
where they have special expertise--consistency in policy advice and in the 
financing of policy reforms, and increasingly the provision of technical 
assistance, has been promoted. In scale cases, in their own bilateral aid 
agreements with recipient countries, donors are attaching the PFP or 
referring to it as providing the framework for their assistance program. 

1/ While PFPs are part of the required documentation for ESAF 
arrangements in the Fund, there is no equivalent requirement in the Bank for 
a PFP to form part of the documentation supporting lending operations. 

Z?/ The use of PFPs at consultative group or other donor meetings varies 
among regions. For regions of countries primarily with ESAF arrangements 
(e.g., Africa), the use is widespread and routine. 
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3. Potential role of PFPs under Fund facilities 

The possibility of extending the requirement for use of PFPs to both 
EFF and SBA cases has been raised by the Board. In light of the overall 
positive experience with PFPs for ESAF cases, the question is whether the 
potential benefits of preparation of PFPs in EFF and SBA ca*e* would 
outweigh the cost* for both the Bank and the Fund staffs and the authorities 
concerned. Against the background of the experience and key features of 
PFPs outlined above, the following considerations are relevant to assessing 
the usefulness of extending the PFP process to these cases: 

a. EFF arraneements 

EFF arrangement* are set in a medium-term context with emphasis on both 
macroeconomic policies and structural reforms. For many middle-income 
countries, however, the need for concerted official financing and sometimes 
for formal Bank-Fund collaboration is not obvious. There would clearly be 
merit in considering the use of PFPs as a vehicle for Bank-Fund 
collaboration in EFF case* where there is extensive involvement of both the 
Bank and the Fund in the design and support of complex structural adjustment 
as well as technical assistance program*. This would typically be cases 
where the Bank operations are likely to have major implications for the 
macroeconomic framework. Looking ahead, it appears that several FSU states 
might be candidates for EFF support. In the case of these countries, the 
1992 addendum to the Bank-Fund collaboration guidelines already provides for 
the possibility of preparing medium-term framework papers in appropria.te 
cases. The PFP might be particularly useful in these cases, where both the 
Bank and the Fund are expected to be heavily involved in structural 
adjustment policies and where there might also be a need for concerted 
official financing. In addition, the PFP process would also assist in the 
coordination of policy and technical advice among donors to prevent 
inconsistencies of such advice. In other EFF cases, the need for concerted 
official financing might be less clear. Also, in these latter cases, there 
could be a need for specificity on the macroeconomic and structural policies 
over the three-year program period, although the link between the "micro" 
structural problems and macroeconomic policies are not always as clear as in 
ESAF cases. 

While EFFs could be strengthened by the use of PFPs, it should also be 
recognized that PFPs are costly in terms of staff time and that close Bank- 
Fund collaboration could be achieved in other ways, including mission 
participation and commenting on briefs and staff reports. One alternative 
would be for staff to prepare a Country Strategy Paper (CSP) before an EFF 
arrangement. which could be coordinated with the Bank's CAS papers. CSPS 
are internal staff documents that have the purpose of: (i) examining the 
origins of a country's current problems, its past adjustment efforts, and 
the Fund's role therein; (ii) setting out the country's adjustment needs and 
possible strategies in an analytical framework with a medium-term 
perspective, including a reasonably specific plan for the Fund's preferred 
strategy in the country'* circumstances; and (iii) deriving the 
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administrative implications of future Fund involvement. CSPs, if closely 
coordinated with the Bank's GAS, could achieve much the **me purpose a* PFPs 
in relation to Bank-Fund collaboration, and in a more cost-effective way 
since there would not need to be agreement on one single document, which 
would be the outcome of negotiations with the recipient government. Of 
course, the paper would not be a document of the member government concerned 
and thereby could not play the role of a PFP in helping member governments 
take ownership of the program. Furthermore, CSPs would not fulfil1 the role 
of PFPs in helping mobilize donors' support. The CSPs, which outline 
alternative adjustment strategies as a basis for negotiations with country 
authorities, would have to remain internal staff papers to serve their main 
purpose. However, having developed and discussed the adjustment program 
with the authorities, the strategy would be fully described in the letter of 
intent as well as in Board documents, 

b. SBA cases 

The possibility of PFP-type documents have also been mentioned for SBA 
cases. There is a need for formulating programs under SBAs in a medium-term 
context. But such medium-term policies could be less specific then in 
programs supported by the EFF or ESAF. There might be ca*es where a clearly 
spelled out medium-term framework might be appropriate. For instance, a PFP 
was recently prepared for a precautionary SBA for Lesotho, pertly because 
the country is ESAF-eligible end has had a number of PFPs in the past, which 
had been useful for mobilization of external assistance. In addition, there 
are recent ce*e* of stand-by arrangements, including in Eastern European 
countries, where the letters of intent have included substantial detail on 
structural reform reflecting close Bank-Fund collaboration. The preparation 
of a PFP would tend to reduce the speed with which a SBA could be prepared. 
In general, it would not seem appropriate to make a PFP a general 
requirement for SBAs. However, this would not preclude PFPs being prepared 
for SBAs in the few ca*es of ESAF-eligible countries in which PFPs had 
earlier been prepared in conjunction with SAF/ESAF-supported programs end 
had become an important tool for mobilization of external assistance. u 

4. Conclusion* 

PFPs are already a requirement for Fund support for the 79 member 
countries eligible for ESAF assistance. Extending the PFP approach to cover 
a broader spectrum of Fund members might be beneficial in circumstances 
where the key features that contribute to the successful use of PFPs are 
present and relevant: (i) heavy structural/transformation content and need 
for elaborating on the medium-term content of 8 program, (ii) the need for 
close Bank-Fund collaboration in the design of a medium-term economic 

L/ As noted earlier, a PFP was prepared recently in conjunction with a 
precautionary standby arrangement for Lesotho and enhanced surveillance 
procedures for Ghana end The Gambia, which were put in place after the 
expiration of the ESAF arrangements. 
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program, supported by substantial financial and technical assistance from 
both the Bank and the Fund; and (iii) the need to mobilize substantial 
official financing. These conditions are generally present in ESAF cases. 
While PFPs might be useful in selected SBA cases, it would not seem 
appropriate to make PFPs a requirement for all SBAs. A PFP approach might 
have merits in EFF cases where the elements central to PFPs are present and 
relevant. If PFPs are extended to these cases, it should be recalled that 
it would have cost implications for the staffs of the Bank and the Fund and 
for the authorities. One possibility might be to proceed on a case-by-case 
basis with the presumption that a PFP would be prepared when all three of 
the above criteria are judged to be met. Alternatively, the staff could 
prepare an internal CSP which in substance and timing would be closely 
coordinated with the Bank's CAS, which might be a cost-effective method of 
achieving close Bank-Fund collaboration. 

IV. Review of External Financing Experience in Selected 
Fund-Suuuorted Proerams with Low-Income Countries 

1. Introduction 

This section reviews the experience with mobilizing external financing 
of 17 low-income countries with Fund-supported programs from 1991 to 
1993. L/ Many of these countries experienced significant shortfalls in 
external financing during Fund-supported programs that in some cases proved 
disruptive to program implementation. Of the 40 annual programs in these 
countries from 1991 to 1993, shortfalls in external financing of more than 
10 percent of the program target occurred in 17 cases. The primary aims of 
the review are to explore the causes of the shortfalls, including factors on 
the side of recipient countries, donors, or program forecasting; to assess 
the impact of shortfalls on economic programs; and to draw some lessons for 
future Fund-supported programs. 

2. Nature and extent of shortfalls in external financing 

Significant financing shortfalls recurred with some frequency in Fund- 
supported programs for low-income countries in recent years. The shortfall 
in official external loans and grants, relative to the program target, for 
the aarrreeate of the 17 countries included in the review, was around 

L/ Countries with active ESAF-supported programs for the bulk of 1992 and 
1993 were included in the review (if at least one-third of the disbursements 
under the ESAF was made by end-1993). The Kyrgyz Republic, which did not 
have an ESAF-supported program until July 1994, but had an STF/SBA in 1993, 
was included to capture *ome experience with an FSU country. In addition, 
Zambia was included to capture the experience with a rights accumulation 
program. The countries included comprise: Bangladesh, Bolivia, Burundi, 
Guyana, Honduras, Kyrgyz Republic, Lesotho, Malawi, Mauritania, Mozambique, 
Nepal, Sri Lanka, Tanzania, Togo, Uganda, Zambia, and Zimbabwe. 
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11 percent in both 1992 and 1993, or almost US$l billion in both years 
(Table 1). The aggregate shortfall was lower in 1991 at *round 7 percent of 
the target, but was over US$400 million for 10 countries included in the 
review in 1991. For those countries that experienced shortfalls in official 
loans and grants, the shortfalls averaged around 14 percent in 1991-93 on an 
ereE.ate basis (on an averaee basis for each year, the shortfalls for these 
countries were higher, at between 16 and 20 percent in 1991-93). 

The deviation from targets for official loans and grants does not 
follow a normal distribution, with a skew towards large shortfall* (a!. shown 
in Chart 1). Shortfalls were more than 10 percent of the target in 1' of 
the 40 program years, while exce*ses were more than 10 percent of the target 
in only 4 cases. All countries in the survey (except Bolivia. Burundi, 
Honduras. and Mauritania) experienced at least one program year in which 
shortfalls exceeded 10 percent of the target, while 8 countries had at least 
one program year where shortfalls exceeded 20 percent of the target (Guvana, 
KvrFvz Reuublic. Lesotho. Neual. TOW. Ueanda. Zambia. and Zimbabwe). 
Conversely, only two countries experienced program years where the outcome 
exceeded the target by more than 20 percent (Bolivia and Ueanda). 

Grants were closer to the target than loans (Tables 2 and 5). The 
aggregate shortfall in grants in 1992 and 1993 was 2-3 percent (with an 
excess of 6 percent in 1991) compared with shortfalls in loans of around 
14 percent on average for 1991-93. Also, there was a wider dispersion of 
deviations from target for loans than for grants, as shown in Charts 2 and 
3. Grants (which include technical assistance) and project loans, by their 
very nature, are less sensitive to disruption from interruptions in program 
implementation. Also, the lumpy nature of non-project loans would result in 
greater variability. Although the lack of availability of data for all 
countries on the breakdown of project and non-project loans makes the 
comparison difficult, there is Some evidence of greater shortfalls for non- 
project loans. For countries that experienced shortfalls, the shortfall for 
non-nroiect loans averaged 34 percent on aggregate for 1991-93, while the 
shortfall* for project loans averaged 29 percent for 1991-93 (Tables 3 
and 4). 

Total official external financing of the balance of payments (including 
debt relief) and external financing of the budget show a pattern of 
shortfalls that is similar to that for total loans and grants (Tables 6 
and 7). Total official external financing of the balance of payments 
(including debt relief) fell short of the targets in 1991-93 by *round 
9 percent on average (for the aggregate); while for those countries that 
experienced shortfalls, the shortfall averaged *round 16 percent on 
aggregate for the same period. The difference between the shortfall of 
7 percent in 1993 for total external financing of the balance of payments 
and the shortfall in grants and loans in the same year of 11 percent was due 
to higher-than-expected debt relief. 

The simple average shortfall in external financing of the budget 
averaged *round 1.4 percent of GDP in 1991-93. For those countries 
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experiencing shortfalls, the shortfall averaged around 3 percent of GDP in 
1991.1993. I" .5onle cases, there were significant differences between the 
shortfalls in official external financing of the balance of payments and the 
budget (e.g.. Mozambiaue and Zimbabwe). I" part, this arose because of lags 
between receipt of funds in the balance of payments and receipts of budget 
funds, stemming from problems with mobilizing counterpart funds and 
disbursement of financing to accounts not included in the budget. 

Shortfalls in external financing were a recurring problem in six 
countries: Baneladesh. Guvana. Mozambiaue. Sri Lanka. Zambia. and Zimbabwe. 
In these csses, shortfalls averaged around 14 percent of the target for 
official loans and grants for all program years. 

Of the countries included in the review, Zimbabwe experienced the 
largest single shortfall in U.S. dollar terms, with a shortfall of 
US$295 million in 1993. This was marginally greater than the US$ZS7 million 
shortfz.11 experienced by Zambia in 1991. Guyana experienced the largest 
shor:Ealls in percentage terms (42 and 48 percent of target in 1991 and 
'L 9 Y 2 ) 

3. Factors behind the shortfalls in external financing 

It is difficult to disentangle the various factors contributing to 
shortfalls in external financing as they are complex and interconnected. 
However, they can be broadly categorized under three headings: 
administrative weaknesses, economic policy slippages, and political factors. 

Weaknesses in administrative cawcity appeared to be a major factor 
behind shortfalls in 11 countries (Baneladesh. Guvana. the Kyravz Republic, 
Malawi. Mozambique. Nepal. Sri Lanka. Tanzania, Ueanda. Zambia, and 
Zimbabwe). Administrative weaknesses gave rise to problems with project 
implementation and disbursement procedures for import support. Also, 
databases for external financing were often inadequate, which resulted in 
optimistic projections of disbursements and poor monitoring of financing. 
As a result, problem areas often were not identified at a" early stage. 
There were similarities in the difficulties experienced by Guvana. Nepal, 
and Sri Lanka, which stemmed from lack of administrative capacity to 
implement projects. The difficulties experienced in the Kvrevz Reoublic. 
Uganda. and Zimbabwe related to problems encountered with disbursement of 
import support funds as well as with implementation of projects. In the 
case of Zambia, _ the shortfalls related primarily to problems with 
disbursement of import support funds, although economic policy slippages 
were also a factor. The shortfalls in Malawi. Mozambiaue. and Tanzania 
arclse for a range of reasons, including administrative weaknesses, economic 
policy slippages and, in the case of Malawi, donor concerns about good 
governance. The shortfalls in Baneladesh stemmed from problem weaknesses in 
administrative capacity to implement projects, particularly in 1992, and 
lower-than-expected food and commodity aid disbursements because of 
increases in domestic rice production. 
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Economic Dolicv sliuDaaes were a major contributor to shortfalls in at 
least one year in eight countries. In four of these cases (Mauritania, 
Sri Lanka. Tanzania. and Toao), failure to meet sectoral specific 
conditionality of World Bank non-project loans was an important factor. In 
four other cases (Lesotho. Malawi. Mozambiaue. and Zambia). macroeconomic 
policy or structural reform slippages not directly related to World Bank 
financing contributed to delays or suspension of financing. 

Political factors were prominent reasons for shortfalls in Malaw'~, 
Mauritania, and Togo. In Malawi, donors withheld support in 1991 to 
encourage democratization and good governance. Donors resumed support in 
1993 as progress towards democracy was made with elections held in late 
1993. In Mauritania, the Gulf War contributed to the withholding of 
disbursements in 1992. In m, donor concerns about lack of good 
governance led to a suspension of donor support in 1992. 

4. Positive record in external assistance 

Countries that had a better record of achieving the target for external 
financing, such as Bolivia. Burundi. Honduras. and Mauritania, tended to 
have better developed systems of monitoring and forecasting external 
financing. For example, Bolivia closely monitored its external financing 
and had a good record of timely disbursement of loans and grants, with only 
a minor shortfall in one of three program years--O.4 percent in 1993. 
In Burundi, close tracking of disbursements by the authorities and 
maintenance of a sound database were regarded by Fund staff as very 
important in maintaining a good disbursement record. In Honduras, 
improvements in the external financing database in 1993 contributed to a 
small excess in external financing in that year. In Mauritania, the close 
monitoring of disbursements by the authorities was a factor behind the good 
performance in 1993, which more than made up for the shortfall in 1992. 

5. The authorities' and donors' response to shortfalls 

The recurring nature of shortfalls in six countries (Banzladesh. 
Guyana. Mozambique. Sri Lanka. Zambia. and Zimbabwe) suggests that either 
inadequate action was taken to address the problem at an early stage, or 
that in setting the targets for programs following a shortfall in earlier 
years there was optimism with regard to the impact of corrective actions. 
In several cases, it appears that shortfalls were often regarded as 
temporary and would be caught up in the following year. However, the 
reasons for the delays often persisted and contributed to further delays in 
the following years. In many cases, the authorities attempted to address 
the factors behind the shortfalls, either by strengthening administrative 
capacity or improving policy performance, with varying degrees of success. 
For example, the authorities in Baneladesh took some action in 1992/93 to 
improve the management of projects which may have been a factor in improved 
performance on project related disbursements in that year. However, the 
problems with administrative capacity in many countries were not easy to 



resolve, and often reflected deep-seated weaknesses in the civil service 
that require fundamental reforms. 

Generally, the restrictions applied by donors on sourcing, procurement, 
financing, and use of counterpart funds, compounded the problems many 
recipient countries faced with weak administrative capacity. Although there 
was some progress with simplifying import support documentation procedures, 
particularly in the context of the Special Program of Assistance to sub- 
Sahara Africa, there is still considerable room for improvement. lJ 

6. The economic effects of shortfalls in external financing 

Identifying a clear link between shortfalls in financing and economic 
performance is not easy given the range of factors behind shortfalls, and 
that these factors may have themselves directly affected economic 
perfor5iance. For example, the political difficulties experienced in m in 
1992 had a direct negative impact on real economic activity and also led to 
problems with disbursement of external financing. Similarly, delays or lack 
of implementation of structural reforms which were part of Fund or Bank 
conditionality may have directly slowed economic growth and also resulted in 
shortfalls in external assistance. 

A priori, financing shortfalls would be expected to give rise to 
inflationary pressures, lower-than-programmed levels of international 
reserves, and possibly lower real economic growth than might have taken 
place in the presence of programmed external financing, depending on the 
policy reaction to shortfalls. Inflationary pressures would likely stem 
from higher-than-programmed domestic financing of the fiscal deficit in the 
absence of compensating fiscal measures, particularly if the monetary 
authorities provided the higher domestic financing. However, this would not 
be the case if shortfalls in project assistance were accompanied by 
commensurate declines in investment expenditure or shortfalls resulted from 
slow implementation of projects which did not result in higher domestic 
financing. To the extent that investment projects have a high import 
content, the impact on economic growth of shortfalls in project assistance 
is unlikely to be felt in the short term: however, to the extent that 
shortfalls result in shortages of essential inputs for production, this 
would likely have an immediate impact on growth. Lower economic growth in 
the medium term would come from the negative impact on private sector 
activity from higher inflation and/or interest rates stemming from possible 
higher domestic financing of the fiscal deficit, as well as the effect of a 
lower capital stock stemming from the slow implementation of projects. 

I/ Donors took some action to ease restrictions on disbursements in 
Lesotho, Uganda, and Zimbabwe. In Lesotho and Zimbabwe, some donors allowed 
imports originating in South Africa to be eligible for import support, while 
in Tanzania and Uganda, donors simplified the procedures for disbursing 
funds. 
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The analysis is also complicated by exogenous factors that may affect 
external financing and economic performance, e.g., if a drought occurs after 
the program is put in place, it would adversely affect economic performance 
but could increase external financing as donors respond to emergency needs. 
The small number of data observations (with only 40 annual programs covered 
in the review) precludes a formal analysis of the many factors affecting 
economic performance and external financing. Therefore, the discussion 
below is based on a simple bivariate analysis. 

Inflation. There appears to be some evidence that shortfalls in 
external financing were associated with higher-than-expected inflation rates 
(see Table 8 and Chart 4). The inflation rate was 6 percent higher on 
average than targeted in 1991-1993 for those countries that experienced 
shortfalls in excess of 10 percent of the target (Table 9). Furthermore, in 
22 program years, there was a negative relationship between deviations from 
targets for external financing and deviations from targets for the inflation 
rate (i.e., a shortfall in external financing was associated with higher 
than targeted inflation, or an excess in external financing was associated 
with lower-than-targeted inflation, as shown in Chart 4). In 14 annual 
program years, there was a positive relationship between external financing 
and inflation rate deviations from targets, while in four program years, 
there was no discernable relationship. 

International reserves. The expectation that a shortfall in external 
financing would be associated with a shortfall in international reserves 
targeted under Fund-supported programs is not borne out by the evidence 
because of other mitigating factors. For countries that experienced 
shortfalls in external grants and loans in excess of 10 percent of the 
target, gross reserves exceeded the target by over 32 percent on average in 
1991.93 (Table 9). In 26 program years, there was a negative relationship 
between external financing deviations from target and international reserve 
deviations from target, while in 12 program years there was a positive 
relationship (Chart 5). In the remaining two program years, there was no 
relationship. In many cases, it appears that improvements in the balance of 
payments position of countries pursuing Fund-supported programs outweighed 
the impact of shortfalls in foreign financing that arose because of 
administrative difficulties. 

Real GDP erowth. For the countries that experienced shortfalls in 
excess of 10 percent of the target, real GDP growth was lower than expected 
by 0.4 percent in 1991-93 (Table 9, Chart 6). However, care must be taken 
in interpreting the relationship between shortfalls in financing and 
deviations of real GDP growth from target. given the many factors that 
impact external financing and real GDP growth. Evidence of short-term 
linkages, therefore, is likely to be spurious. For example, in the case of 
Mozambiaue, the shortfall in external loans and grants of 9 percent in 1992 
coincided with lower-than-expected real GDP growth of 3.8 percentage points 
in the same year. However, any impact of the shortfall on real GDP growth 
was likely dwarfed by the impact of the devastating drought in that year. 
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The impact of shortfalls in external financing on real GDP growth ir 
likely to be felt primarily over the medium term, to the extent that they 
result in lower investment in import intensive projects. While a e~ll 
treatment of this issue is beyond the scope of this paper, it is an 
important reason in some low-income countries why it has proven difficult to 
raise economic growth to a higher sustainable level. 

In mmmary, there appears to be some association between shortfall?< in 
external financing and higher inflation but, surprisingly, :lot with lower 
international reserves. As expected, little can be said about the impact on 
economic growth in the short term. No causal link can be ih;?lied from this 
simple bivariate analysis. Also, exogenous events, such as droughts, 
complicate the analysis. 

7. Policv lessons 

Several important lessons can be drawn from the recent experience with 
external financing. First, there is a need for more emphasis on improving 
the system of disbursement of import support funds and monitoring of 
external official financing, as well 2,s improving project implementation. 
Importantly, the countries that were more successful at mobilizing external 
financing in line with program targets had better developed systems of 
forecasting and monitoring financing (e.g., Bolivia. Burundi. Honduras. and 
Mauritania). Second, in four cases, external financing was disrupted by 
failure to meet World Bank conditionality. This suggests that the 
discussion of financing packages in staff reports should highlight financing 
which is conditioned on the implementation of difficult sectoral policies, 
and thereby indicate areas in which projections of external financing are 
particularly vulnerable to policy slippages. Third, though the political 
factors that contributed to financing shortfalls could be regarded as 
difficult to predict (e.g., Malawi in 1991, and Mauritania and Toeo in 
1992), it does point to the need for awareness of donor policies with regard 
to governance issues in programming external financing. 

The problems encountered in several countries with disbursement 
procedures for imuort-suuport funds and monitorine. external official 
financing suggest that the capacity of the authorities in this area needs to 
be carefully considered in projecting foreign financing. In the past, it 
does not appear that Fund-supported programs have placed a priority on a 
review by the World Bank of administrative capacity in this area before the 
program commenced. Future programs could usefully include an assessment by 
the World Bank of the system for processing the disbursement oi import- and 
budget-support funds. 1/ In cases where a deficiency is identified, 

1/ Given the shift from import-support financing to budget-support 
financing being contemplated by many donors (as discussed in Section III of 
the main paper). the need for an assessment of the administrative capacity 
of the authorities to mobilize budget-support is important as it will 
involve new procedures to meet donor requirements. 
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action should be taken at an early stage to remedy the problems, and 
projections of utilization of import support should be scaled down in the 
cases where the system is considered weak. Such an approach is especially 
important in countries that have only limited experience in dealing with 
import support funds, including countries which are emerging from 
international isolation or are in a post-conflict stage and therefore are 
building up their donor relations. 

Given the problems encountered with limited cauacitv to implement 
proiects in many countries, a similaf approach to that outlined above for 
mobilizing non-project financing could be taken. Future programs could 
usefully include a careful review of the authorities' capacity to implement 
projects in collaboration with the World Bank. Such a review would enable 
any deficiencies identified in project implementation capacity to be 
factored into the macroeconomic framework. Also, the program could usefully 
attempt to address any deficiencies found in implementation capacity, 
including through technical assistance where appropriate from the World Bank 
and other donors. It is clear from the experience with several countries, 
including Banaladesh. Neoal. and Zimbabwe, that the problems with poor 
project implementation are deep-rooted and may require comprehensive reform 
of rhe civil service. 

The assessments of implementation capacity and disbursement procedures 
could also ascertain whether an adequate system of monitoring of the 
financing commitments and disbursements is in place. Ideally, the system 
should include an up-to-date database on commitments and disbursements with 
information on conditionality.linked to disbursements and the status of 
observance of the conditions. 1/ Generally, a central unit should be 
responsible for monitoring developments in external financing and take a 
pro-active approach to facilitate timely disbursement of external financing. 

8. Conclusion 

Shortfalls in external financing recurred with some frequency in Fund- 
supported programs in recent years. The shortfalls arose from a combination 
of factors. I" many cases, the assumptions underlying the program with 
regard to policy implementation and the political environment failed to 
hold--policy slippages occurred and donor concerns about good governance 
arose. HOhWEI-, administrative weaknesses in processing of import support 
documentation and monitoring of external financing, as well as in project 
implementation, appear to have been the major factors behind the shortfalls. 

Countries that experienced shortfalls attempted corrective action with 
varying degrees of success and varying degrees of assistance from donors. 
Those countries with more developed systems of monitoring and forecasting 

1/ Computer-based systems are available to meet many of these 
requirements. Technical assistance in this area has been provided by donors 
in some countries. 
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external financing, in close collaboration with donors, tended to avoid 
significant shortfalls in programmed financing. 

Financing shortfalls appear to have been weakly correlated with higher- 
than-targeted rates of inflation and, surprisingly, not with lower levels of 
gross reserves because of other mitigating factors. However, given that the 
factors behind the shortfalls in external financing may have directly 
contributed to the macroeconomic slippages, the direction of causality 
between external financing slippages and deviations from target for 
inflation is not clear. It could not be expected that there would be a 
close relationship between economic growth and shortfalls in external 
financing in the short term. In the medium term, however, it is quite 
likely that lower levels of investment linked to a shortfall in external 
financing could be associated with lower economic growth. 

To minimize the recurrence of financing shortfalls, the lessons from 
the review are that programs could usefully include a review by the World 
Bank of the authorities' capacity to mobilize import- and budget-support 
funds and implement projects. If shortcomings are identified in these 
areas ) the authorities should place a strong emphasis on improving 
administrative capacity, in collaboration with the Fund, World Bank, and 
other donors, where appropriate. Donors could also help reduce shortfalls 
by avoiding undue complexity in procedures for documentation and 
disbursement. Furthermore, programs need to take account of donor concerns 
with regard to governance issues and conditionality linked to external 
financing. Also, more caution is required with regard to the authorities' 
ability to meet difficult sectoral conditionality. 



Table 1. Official Loans and Official Granti 
I” Se,ec,ed Lo~-I”mme Cauntris 
With Fund-Supported Programs I/ 

( In millions of U.S. dollars ) 

1991 1992 1993 
Program Outcome Difference Program 0”kW”lC Difference Program O”lrnrnC Difference 

(in percent 
of program) 

Bangladesh 1,760 1,718 
Bolivia 436 460 
Burundi 261 267 
Guyana 148 86 
Honduras 

Kyrgyz Republic 
Lesotho 2/ 
Malawi 
Mauritania 
Mozambique 

152 179 
202 178 

172 646 

Nepal 
Sri Lanka 
Tanzania 
Togo 
Uganda 

835 838 

393 476 

Zambia 
Zimbabwe 

1,092 805 -26.3 1,024 895 
. . 1,101 835 

TOId 
al which coountria with: 

shortfalls 
cxceses 

6,051 5,653 

3,974 3,432 
2,077 2,221 

Simple Average 
of which countries with: 

shonfalls 
exceses 

-2.4 1.9% 
5.5 453 
2.4 278 

-41.9 104 
451 

17.8 161 
-12.0 

- 16.4 

240 
225 
737 

0.5 727 
885 
186 

21.1 507 

-6.6 9.036 

-13.6 7,693 
6.9 1,343 

-5.2 

8,072 

1.3 
-5.7 198 
-9.2 746 

303 
- 14.6 778 
-3.1 890 

-34.3 
-27.1 473 

-12.6 759 
-24.2 901 

- 10.7 8,693 

- 14.6 6.840 
11.8 1,852 

-10.4 

7.727 

5,797 
1,930 

-11.1 

6,571 
1,501 

-15.2 
4.2 

-10.3 

- 19.8 -19.2 -16.2 21 
9.5 7.3 5.9 

- 

(in percent 
ofprogram, 

[in percent 
of program) 

1,691 -13.5 1.869 1,724 -7.8 
610 34.7 538 536 -0.4 
278 0.0 238 234 -1.7 
54 -48.1 94 89 -5.3 

453 0.3 436 451 3.4 

161 
244 
213 
669 

282 
0.0 189 

178 -36.9 
146 -22.8 

226 14.3 
763 2.2 

621 
858 
122 
370 

228 -24.8 
672 - 13.6 
772 - 13.3 

498 3.7 

613 -19.2 
606 -32.7 

Saurca: Staff repons and staff estimates. 

Note: Non-calender pmgram yean arc shown in the calender year in which the program year ends except program years that end in March which are 
shown in the previous year. In some cases, program year data are not available and the calender year closest to the program year is shown or two calendar 
yean are show”. 

11 Calendar years unless 0th envise staled; if a program year straddles a significant pan ot Lwo calendar years and only calendar year data is available, both 
calendar years are included 

8 Excludes L-lb” Highlands Waler Project (LHWP) and SAC non-duty receipts. 
3, Excludes Kyrgyz Republic. 



Table 2. Official Loans 
In Selcctcd Low-Income Counnia 
Witb Fund-Supported Programs 1, 

( In millixns of U.S. dollars ) 

1991 1992 1993 
Program OUI~“lC Difference Program O”lCOl”e Difference Program O”tCCM”e Difference 

(in percent (in percent (in percent 
of pmgram) of program) of program) 

Bangladesh 
Bolivia 
Burundi 
Guyana 
Honduras 

Kyrgyz Republic 
Lesotho 2/ 
Malawi 
Mauritania 
Mozambique 

Nepal 
Sri Lanka 
Tanzania 
Togo 
Uganda 

Zambia 
Zimbabwe 

Total 
&which countries with: 

shonfalls 
cxccsses 

Simple Average 
o[ which countries with: 

shonfalls 
excesses 

276 
106 
132 

70 
108 

247 

640 

196 

1,775 

1,303 
472 

Sources: Staff repom and staff estimates. 

300 8.7 
82 -22.5 
78 -40.9 

54 
115 

144 

-22.8 
6.7 

-41.7 

635 -0.9 

214 9.2 

1,622 -8.6 

1,103 -15.0 
514 8.9 

-13.0 

794 593 432 -35.8 

3,339 2,825 

-36.2 
-11.4 96 
- 17.5 211 

. . 228 
-20.1 587 
-8.2 304 

- 16.2 
-33.8 212 

-25.3 673 

-15.4 3.4l3 

-21.4 2,756 
31.4 658 

- 14.3 

2.779 -18.6 

2.960 2,327 
379 498 

2,007 -27.2 
772 17.A 

-12.9 

-25.7 -22.1 -27.6 
8.2 28.5 17.0 

287 385 34.1 340 
92 113 22.8 64 

101 48 -52.5 90 
336 298 -11.4 286 

82 
146 
135 
206 

548 
314 
49 

247 

74 
93 

120 
170 

438 
289 
41 

163 

232 
-10.4 91 

319 
70 
a6 

348 

. . 
-6.2 
10.0 

-4.4 
21.9 

73 -68.5 
56 -38.1 

. . . 
122 26.9 
185 - 11.6 

155 -32.0 
512 - 12.8 
189 -37.7 

. 
231 9.2 

Note: Non-calender program years arc shown in the calender year in which the program year ends except program ycan lbat end in March which arc 
shown in the previous year. In some eass. program year data xc not avsilable and the calender year closest to the program year is shown or two calendar 
years are shown. 

11 Calendar yean unless otherwise stied; it a program year straddles B significant pan of two calendar years and only calendar year data is available, both 
calendar yean are included. 

Y Exclude4 Laotho Highlands Water Project (LHWP) and SAC non-duty receipts. 



Table 3. Official Project Loans 
In Selected Low-Income Guntria 
With Fund-Supponed Programs 1, 

( In millions of U.S. dollan) 

111, 

Program O”,OXIlC 
1M1 ,992 ,993 

Difference PrLXr*IU Outcome Difference Program Ourwmc Difference 
fin wrcent 

di program 
(in percent 

Of program, 
(inpacent 

of program) 

Bangladesh 
Bolivia 
Burundi 
Guyana 
Honduras 

Kyrgyz Republic 
Lesotho 2, 
Malawi 
Mauritania 
Mozambique 

Nepal 
Sri Lanka 
Tanzania 
Togo 
Uganda 

59 
51 

72 

247 

371 

107 

Zambia 
Zimbabwe 

Tot*l 
of which munfries with: 

shortfalls 
excesses 

Simple Average 
of which countries with: 

sharrfalls 
exceses 

906 

799 
107 

56 
22 

71 

107 

301 

115 

672 

557 
115 

-5.1 52 
- 56.9 57 

201 

. . 
-0.8 76 71 -6.5 

113 107 -5.0 
-56.9 

- 18.8 380 308 -18.9 

36 95.9 
94 -30.7 

19 
7.9 136 

371 

-25.9 1,405 

-30.4 1,334 
7.9 71 

-21.8 0.8 

-27.7 -20.9 
7.9 76.8 

82 57.7 
26 -54.4 

195 -3.4 

269 -27.5 

1,189 - 15.4 

1,070 -19.8 
118 67.7 

49 
189 

78 

73 
95 

218 
405 
113 

134 

327 

1,681 

1.236 
445 

50 2.0 
257 36.0 

50 -35.9 

76 3.6 
69 -27.4 

131 -39.9 
264 -34.8 

79 -29.9 

148 10.1 

198 -39.4 

1,322 -21.4 

791 -36.0 
531 19.1 

-15.6 

-34.6 
12.9 

Sources: Staff reports and staff estimates. 

Note: Non-calender program yean arc shown in the calender year in which the program year ends except program years that end in March which are 
shown in the previous year. 
years arc shown. 

In some cases. program yeardala are not available and the calender year closest lo the program year is shown or IWO calendar 

11 Calendar ycarx unle~ otherwise slated; ii a program year straddle4 a significant part of two calendar yean and only calendar year data is available, both 
calendar ycan areincluded. 

2, Excluder Lcrotho Highlands Water Project (LHWP) and SAC non-dutyreceipts. 



Table 4. Otficial Non-Pmjcct Loans 
In Selecled Low-Income Countries 
With Fund-Snppaicd Programs 1! 

(In millions of U.S. dollars ) 

1991 1992 1993 
Program Outcome Difference Program outcome Dilkencc Program Outcome Diffennce 

Bangladesh 
Bolivia 
Burundi 41 
Guyana y 81 
Honduras 

Kyrgyz Republic 
Lesotho Y 
Malawi 41 
Ma”riU”ia 
Mommbiquc 

. . 
36 
. . 

Nepal 
Sri Lanka 
TaIlZZinia 
Togo 
Uganda 

. 
270 

. . 

69 

Zambia 
Zimbabwe J/ 

522 

(in percent 
or program, 

(in pacent 
of program) 

(in pelccnt 
of pmgram) 

Total 
of which countries with: 

shortfalls 
exLxssa 

128 
394 

Simple Auragc 
of which counbics with: 

shortfalls 
cxccscs 

26 
56 

-44.3 
-30.9 

44 21.8 

334 

99 

23.8 

10.9 

558 6.0 

82 -35.8 
476 20.7 

40 
44 

135 

70 
23 

168 

31 
111 

423 

1,045 

1,045 
0 

31 
22 

103 

22 
13 

130 

5 
69 

324 

719 

719 
0 

-22.9 
-54.0 41 
-23.5 a 

-3.7 

154 

-68.3 
-43.2 23 

126 

10 
-22.8 182 

191 
-84.0 
-37.7 78 

-23.4 346 

-31.2 1,248 

-31.2 955 
293 

-41.7 

-37.6 -41.7 
18.8 

. . . 
36 -122 
VI -5.6 

23 
. . . 

46 
116 

-85.1 

1025 
-8.3 

24 140.0 
24s 36.0 
111 -423 

a4 7.6 

234 

1,012 

610 
401 

-32.4 

- 18.9 

-36.1 
37.1 

10.0 

-31.0 
71.5 

Sources: Staff reports and staff estimates 

Note: Non-calender program years are shown in lhe calender year in whkh the program yearends except program years that end in March which are 
shorn in the prwious year. In some casts, program year data are not available and the calender ycarclowrt to the program year is shorn or two calendar 
yearsarc show,. 

1, Calendar years unless otherwise slated; if a program year straddles a lignifrant pan of two calendar years and only calendar year data is available, both 
calendar years arc included. 

2/ Includes non-project grants. 
21 Excludes Lesotho Highlands Water Project (LHWP) and SAC non-duty receipts. 
&, SAL related. 
2, ESAP and IDA Emergency Relief. 



Table 5. Official Grants 
In Selected Low-Incams Cmmries 
Wida Fund-Supponcd Programs &’ 

(~illionsof U.S. dollan) 

I991 1992 199.3 
O”tCODl~ Diffcrencc Program OUTCOME Diffcrrncc Pmgtam 0”rfomc Difference Pmgram 

Bangladesh 
BoWa 
Burundi 
Guyana y 
Honduras 

Kyrgyz Republic 
Lesotho 2/ 
Malawi 
M*“lit*Fd* 
Mozambique 

Nepal 
Sri Lanka 
TWJania 
Togo 
Uganda 

Zambia 
Zimbabwe 

TlX4 
of which countrica Pith: 

shonfalls 
exces.ses 

Simple Average 
of which muntricswilh: 

shonfalls 
cxfesses 

MO 
155 
16 

82 
94 

52s 

194 
.., 

197 

. . . 

.., 

1,424 

635 
788 

Sources: Staff reports and staff stimatcs 

(in percent 
of program) 

(in percent 
or pmgram, 

(inpercent 
orpm$f*m) 

No 
18s 

9 

12.5 
63 

502 

. 
204 

262 

1.503 

574 
936 

. 
0.0 166 

19.4 186 
-43.8 3 

11s 

52.6 19 
-33.3 94 

. 90 
-4.4 531 

4.9 
,., 

179 
571 
137 

32.9 260 

,I. 301 

6.0 2,717 

-9.7 lm? 
18.7 125 

3.5 

242 -21.2 277 -37.2 

2,662 

1,762 
900 

-2.0 2,698 

-I IS 1,814 
24.0 884 

11.3 

. . . 
174 

2.611 

1,607 
1,004 

-3.2 

-11.4 
13.5 

0.2 

-27.2 - 16.7 - 14.2 
22.0 35.3 32.5 

226 
165 

6 
155 

87 
150 
93 

499 

183 
569 
81 

206 

36.1 19% 
-11.3 174 
100.0 4 
34.8 148 

217 9.6 
164 -6.0 

3 -25.0 
103 -30.7 

50 *05 110.0 
10.8 98 89 -8.6 
59.8 
2.8 102 104 2.5 

-6.0 535 578 8.1 

15 73 -2.7 
2.4 191 161 -16.1 

-0.3 586 582 -0.6 
-40.8 . . . ,.. 
-20.7 261 259 -0.8 

Nacc: Non-calender program years are shown in the calender gear in which the pmgram year ends exccpr program years that end in March which are 
shown in the previous year. In snmt cax!s, program year data WC nor available and rbe calender year closest 10 the program year is shown or IWO calendar 
yean a,e shown. 

1, Calendar ycan unless othcrwis.e stated; if a program year swaddlea a significanr part of two calendar years and only calendar year dsla il available, both 
calendar years arc included. 

2, Project grantsonty; non-pmjcctgranu included in loans. 
_31 Excludps Lesotho Highlands Waler Project (LHWP) and SAC non-duty receiplr. 



Table 6. Total Official External Financiog (Including Debt Relief) 
In Sclccfcd Low-Income Countties 
With Fund-Supported Pmgrsms 1/ 

( In millon, of U.S. dollan ) 

I991 1992 IV93 
Program OUlOXlE Difference Pmrram 0U1COm.2 DiffeE”cc Program Outmmc Difference 

(in percent 
ofprogram) 

(in percent 
of program, 

(in percud 
Of pmgram, 

Bangladesh 
Bolivia 
Burundi 
Guyana 
Honduras 

Kyrgyz Republic 
Lesotho 2, 
Malawi 
Mauritania 
Mozambique 

Nepal 
Sri Lanka 
Tanzania 
Togo 
Uganda 

Zambia 
Zimbabwe 

Total 
of which countries with: 

shortfalls 
excass 

Simple Average 
of which countrieswith: 

shortfalls 
excesses 

.a,760 
625 
261 
201 

156 
202 

1.5ce 

835 

452 

5,999 

4,295 
1,704 

SOUKC~: Staff reports and staff estimatea 

1,718 
617 
267 
135 

179 
178 

1,067 

838 

541 

5,541 

3.715 
1,826 

-2.4 
-1.3 

2.4 
-32.8 

14.6 
-12.0 

-29.2 

0.5 

19.7 

-7.6 

- 13.5 
7.2 

-4.5 

1,956 
594 
278 
104 
689 

161 
240 
448 
737 

727 
1,117 

I86 
821 

1,101 

9,160 

7,438 
1,721 

1,691 -13.5 1,869 1,724 -7.8 
783 31.8 787 765 -2.8 
278 0.0 238 234 -1.7 

54 -48.1 130 130 0.0 
695 0.9 642 557 - 13.2 

161 
244 
218 
669 

282 178 -36.9 
0.0 189 146 -22.8 
1.3 

-51.5 400 4% 23.9 
-9.2 1,165 1,645 41.2 

621 
1,070 

184 
497 

228 -24.8 
672 - 13.6 

l.lV7 -5.5 

854 -23.5 

835 

303 
-14.6 778 
-4.2 1.267 
-1.4 

-39.5 1.116 

-24.2 950 

-12.7 10,116 

-18.2 8.420 
11.3 1,695 

-12.3 

606 -36.2 

7,998 

6,081 
1,917 

9,432 -6.8 

7,161 -15.0 
2,271 33.9 

-8.8 

-15.5 -22.9 - 17.2 
9.3 6.8 21.7 

Note: Non-calender program years are shown in the calender year in which the program year ends except program yean that end in March which are 
shown in the previous year. 
years are shown. 

In some cases, program ycardala are not available and the calender year closst to the program year is shown or two calendar 

11 Calendar ycan unless otherwise stated; if a program year straddlea a rignificanl pan of IWO calendar yean and only calendar year data is available, both 
calendar yean are included. 

Y 
Balance of payments financing includcs debt relief, 

Fxcluda Lesotho Highlands Water Pmjal (LHWP) aod SAC non-dutyreceipts. 



Table 7. Total Official External Financing of the Fiscal Deficit 
In se,ccfcd Low-lnwme countries 
With Fund-SuppaWd Programs 1, 

( In ~ercen, of GDP ) 

1991 1992 1993 
Program 0”tmme Diffcrcncc Program 0”rmmc Difference Pmg*CNll Outmme Difference 

tlangladcsh (net) 
Bolivia 
Burundi 
Guyana 2’ 
Honduras (net) 

Kyrgyz Republic 
Lesotho 
Malawi 3, 
t&“rit~“L 
Mozambique 

Nepal (“et) 
Sri Lanka 
Tanzania (net) 
Toga (“Cl) 
Uganda 

Zambia 
Zimbabwe 5, 

Simple Avrragc J/ 
of which countries with: 

shonfallr $/ 

6.0 5.9 -0.1 
3.5 3.5 0.0 

17.4 15.6 -1.8 
67.1 11.2 -55.9 

3.5 4.1 0.6 
9.9 13.3 3.4 

32.1 26.1 -6.0 

7.1 7.6 0.5 

8.7 7.8 -0.9 

7.4 1.6 -5.8 

-1.1 

-2.9 
1.1 

6.4 4.6 -1.8 
4.9 4.6 -0.3 

16.6 11.9 1.3 
53.3 6.1 -47.2 
6.3 4.7 -1.6 

3.2 4.0 0.8 
9.4 10.2 0.8 

34.0 26.0 -8.0 

5.4 3.1 -1.7 
9.3 7.5 -1.8 
7.1 2.2 -4.9 

15.1 13.2 - 1.9 

0.2 -0.5 -0.7 
9.0 6.5 -2.5 

- 1.7 

-2.5 
1.0 

6.4 
4.3 

14.8 
28.9 
4.4 

5.2 
5.4 

16.2 
12.9 

2.9 
4.5 

35.9 

8.7 

3.8 
4.0 

-1.2 
1.1 
1.4 

- 16.0 
4.3 

0.9 
-0.5 

22.3 - 13.6 

7.7 7.7 0.0 
5.6 3.6 -2.0 

18.4 9.3 -9.1 

14.1 0.3 13.8 

2.9 2.9 
3.6 3.1 

0.0 
-0.5 

-1.5 

-4.5 
1.1 

Sources: Smff reports and staff cstimalcs 

Note: Non-calender program years are shown in the caknder year in which the program year ends except program years that end in March which are 
shown in the previous year. In some cases. program year data are not available and the calcndcr year closc~ to the program year is shown or two calendar 
years are show”. 

1, Calendar yean unks othcnvise stated; if a program year rtraddls a significant part of two calendar yean and only calendar year data is available, both 
calendar yean are included. 

2/ The high ratios reflect the underestimation of GDP (no~d in tbc footnote an page 2of EW94/136. 6/30/94). 
A/ Fiscal year beginning April 1 in year indicated. 
41 Fiscal year beginning June 1 in year indicated. 
51 Excluding Guyana. 



Table8. Emnomic Performance 
Outcmm - Targets on Selected Indicators 

In Selected Low-Income Cmnlrica 
With Fund-Supported Programs 1/ 

( Outmmc - Target ) 

Loans and Grams 2/ CPI lonation 3/ Real m 
1991 1992 19??3 1991 1992 1993 1991 1992 1993 1991 1992 1993 

Bangladesh 
Bolivia 
Burundi 
Guyana 
Honduras 

Kyrgyz Republic 
Lesotho &/ 
Malawi 
Mauritania 
Mozambique 

Nepal 
Sri Lanka 
Tanzania 
Togo 
Uganda 

Zambia 
Zimbabwe 

Counmia with 
shonfalb in loans 
and grants 

‘4vemgc 
Median 

-2.4 
5.5 
2.4 

-41.9 

17.8 
- 12.0 

-16.4 

0.5 

21.1 

-0.3 

-19.8 - 19.2 -16.2 2/ 
-16.4 -0.1 -13.6 

-13.5 
34.7 
0.0 

-48.1 
0.3 

-7.8 1.4 
-0.4 -1.4 
-1.7 -0.1 
-5.3 -0.6 

3.4 

0.0 
1.3 

-5.7 
-9.2 

-36.9 
-22.8 

14.3 
2.2 

-24.8 
-14.6 - 13.6 
-3.1 -13.3 

-34.3 
-27.1 3.1 

-0.1 -0.2 
-24.2 -32.7 

3.3 
-0.8 

3.2 

-1.4 

17.0 

36.3 

7.9 
1.4 

-1.4 -4.2 
0.1 1.1 

-2.0 4.2 
9.2 -0.3 

-4.7 1.0 

1.006.0 
-1.0 -6.0 
17.2 
2.0 -0.7 

17.6 1.9 

-3.1 
1.2 4.2 
7.1 11.2 
1.3 

20.2 -6.2 

38.0 -8.0 
3.4 -4.2 

- 1.0 -0.1 0.0 46.7 54.6 11.9 
1.1 -0.7 0.6 -9.1 -2.6 3.1 
1.7 -1.3 -9.7 - 19.4 -26.4 21.4 
1.7 3.8 2.3 131.2 60.5 53.4 

2.1 2.0 -7.8 -58.6 

0.3 
-5.2 1.7 0.5 

3.0 -12.4 ___ 
-0.7 1.4 

0.4 -3.8 15.0 

94.9 
97.1 38.7 5.8 

- 10.6 -74.3 
3.1 -48.5 

-5.5 13.9 3.5 

-2.2 
-0.4 -0.2 1.6 

-0.8 - 1.3 
. . -11.7 

-0.8 -2.4 2.2 

-5.1 6.2 -1.0 
. . . 1.9 -2.9 

19.0 
136.4 105.6 1521 

54.6 -44.1 
-15.1 

78.1 45.1 14.6 

-26.5 -5.5 29.7 
- 18.6 9.9 

10.5 -0.5 2/ -0.2 -1.8 -1.1 27.1 20.3 26.2 7, 
7.1 -1.7 0.4 -0.7 0.0 20.6 13.9 15.5 

Sourcn: Staff reports and staff cpdmates. 

Note: Non-calender program years are shown in the calender year in which the program year ends ucept program years that end in March which arc 
shown in the preview year. In some casts, program year data are not available and the calender year closest to the program year is shown or two calendar 
ycals are shown. 

11 Calendar yean unlas 0th ewisc stated; if a program year straddles a significant part of two calendar ycan and only calendar year data is available, 
bath calendar years are included. 

2/ Difference shown as a percent of program target. 
21 Average annual inflation rate for consumer prices; difference shown as percentage points. 
g/ Real GDP growth; difference shown BS percentage points 
I/ Gross international reserves of the monetary authorida; shown as a percent of program target. 
$1 Excludes L-the Highlands Waler Project (LHWP) and SAC non-duty receipts. 
1, Excludes KyrgyzRcpublic. 



Programs with rhor,f*lls 
greater 1h.a 10 peran, 

Baagladab 
Guyana 

Kyrgyz Republic 
Lesotho y 
Malawi 
MOLWObi~“C 
Nepal 
Sri Lanka 

T*WXii* 
Tog.3 
Uganda 
zambb 

Average 

Programr whh rbor,fallr 
lar lb** 10 percent 

Baogladesb 

Bolivia 
Burundi 
GUY*** 
Maurilania 
Mozambique 
T*Wb* 

Average 

Proglams wilh c- 
leu than 10 percent 

Bolivia 
Buruodi 
Buruodi 
Honduras 

Lesotho q 
Malawi 
MO2al”bilpC 

Sri Lanka 
Uganda 

Average 

Programs with exceuer 
grcalcrthan 10 perccm 

BO,iVi* 
Lenotho 4, 
Ma”rit.mia 
Uganda 

.‘weragc 

- 37 - 

T&k 9. Dcviatioar From Targcu ln SekcCcd Low-home 
Couolrica With Fund-Supporti Programs Grouped by Amount 

Of ShoRfal,. or E- in Pryr*mmcd Gf,icia, Loare and Grara 1/ 

Year Arm”“, of Deviarion from target 
rbo”f*,“- CPl y RealGDP 2/ Grou Raerves 
(iapcrce*l) 3, 

ls92 
1991 
1992 
1993 
1993 
1991 
1991 
,993 
,992 
1993 
1993 
1992 
1992 
,991 
1992 
,993 
1992 
1993 

1991 
1993 
,993 
,993 
1993 
1992 
1992 
1992 

1991 
1992 
1991 
1992 
1993 
1992 
1992 
1993 
1991 
,993 

,992 
1991 
1993 
,991 

-13.5 
-41.9 
-48.1 
-36.9 
-22.8 
-12.0 
- 16.4 
-24.8 
-14.6 
- 13.6 
- 13.3 
-34.3 
-27.1 

-0.3 
-0.1 
-0.2 

-24.2 
-32.7 
-20.9 

-2.4 
-7.8 
-0.4 
-1.7 
-5.3 
-5.7 
-9.2 
3 
-4.5 

5.5 
0.0 
2.4 
0.3 
3.4 
0.0 
1.3 
2.2 
0.5 
jJ 
1.9 

34.7 
17.8 
14.3 
m 
22.0 

-1.4 
-0.6 

9.2 
1.w6.0 

-6.0 
-0.8 

3.2 
-3.1 

1.2 
4.2 

11.2 
1.3 

20.2 
35.3 -5.1 
38.0 6.2 
-8.0 -1.0 

3.4 1.9 
3 3 

6.1 I/ -0.4 

L.4 
-4.2 

1.1 
4.2 

-0.3 
2.0 

L7.6 
u 
3.6 

-1.4 1.1 
-2.0 -1.3 
-0.1 1.7 
-4.7 2.1 

1.0 2.0 
-1.0 1.7 
17.2 - 12.4 
1.9 15.0 

-1.4 -0.4 
--6.2 

0.3 

0.1 
3.3 

-0.7 
m 
4.9 

-0.1 
1.7 
3.8 
0.3 
0.5 
3.0 
0.4 

-2.2 
-0.2 

1.6 
-1.3 

-11.7 
-2.4 

-1.0 46.7 
0.0 11.9 
0.6 3.1 

-9.7 2L.4 
2.3 53.4 

-0.7 3.L 
-3.8 13.9 
3 m 
-1.6 26.0 

g 
1.2 

-0.7 
-5.2 

1.4 
-0.8 
-1.3 

Sources: Staff reporu and s,affestimater. 

in percent) 

54.6 
131.2 
60.5 
94.9 
5.8 

- 10.6 
-5.5 
19.0 

105.6 
L52.I 

-44.1 
-151 

45.1 
-26.5 
-5.5 
29.7 

- 18.6 
u 

32.4 

-9.1 
-26.4 
- 19.4 
-7.8 

-58.6 
38.7 

-74.3 
3.5 

136.4 
14.6 
-0.2 

-2.6 
97.1 

-48.5 
78.1 
31.0 

Nole: Non -caleoder program years arc show io the calender year in which the propam year ends excep, program 
years lhal end in March which are shown in Lhe previous year. In some cases, pro~am year data are no, available and 
the calender year closes, ,o the program year is shown or IWO ealeodar years arc rbown. 

I/ Calendar years un,a,o,herwiles,a,ed; if a program yearrtraddlerarigailica~, par,of,wo calcndaryeanand 
only caleadar year data is available. bo,b calendar yean arc included. 

y Diffcreaaabowo as perceolagc poinu. 
1/ Shorlfalls or excescs I” programmed loans sod grants 
41 Exclude Ioaot or graats for Lcaotbo Ilighlaads Wa,cr Project (LHWP)aad exclude SAC non-dutyrcccipts. 
3 Excluding Kyrgyz Republic 
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The Forms of Aid and Links with Fund-Swuorted Proerams 

Aid takes several forms, which are complementary in supporting economic 
reforms from the perspective of the recipient country. An appropriate blend 
of different forms of assistance has an important bearing on the pace and 
results of reforms. This appendix briefly explains why several forms of 
external assistance are important for Fund-supported programs, including 
balance of payments financing, project assistance, and technical assistance. 

a. Balance of oavments financing 

The Fund places particular emphasis on the adequacy of balance of 
payments financing since such financing is a key element of the 
macroeconomic framework. Such assistance, in support of broad-based policy 
reforms, makes possible early restoration of macroeconomic stability; 
financing imports that are essential for domestic production: strengthens 
the external reserves position to cope with shocks; provides budgetary 
support; and lays the foundation for economic growth. 

Balance of payments financing is defined as general purpose financing 
and includes cash assistance, commodity aid, and debt relief. Such 
assistance might be tied or untied to procurement of certain goods. In the 
case of financing of the government budget, it makes foreign exchange or 
domestic counterpart funds available, thereby reducing the need for domestic 
financing of the budget. In turn, this reduces inflationary pressures that 
may arise from domestic financing of the budget and helps to crowd-in the 
private sector. 

Although official aid is normally channelled through the government 
sector (or the Central Bank) in the recipient country, this does not mean 
that such financing necessarily benefits the public sector. By reducing the 
government's need for domestic borrowing, or by increasing foreign exchange 
reserves available to the Central Bank, it allows greater expansion of 
credit to the private sector than otherwise. For instance, under several 
Fund-supported programs, governments are reducing their indebtedness to the 
banking system. 

b. Proiect assistance 

To the extent that donors link assistance to government expenditure, 
which would otherwise not have taken place under the program, such 
assistance cannot be considered balance of payments support but project 
assistance. Ceteris Daribus, this would not allow an additional expansion 
of financing of the non-government sector in a program. It is therefore 
important that sufficient information is available about the links between 
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assistance and conditionality to incorporate assistance in economic 
programs. 

The quality and volume of project assistance have a strong bearing on 
the growth prospects of economic programs. Therefore, the Fund is concerned 
with the overall size of the investment program and its consistency with a 
sustainable fiscal position, including the recurrent costs flowing from the 
investment projects. The Fund relies on the World Bank for an evaluation of 
the composition and efficiency of the investment program and related 
financing, which is incorporated into a program. 

c. Technical assistance 

While technical assistance comprises a significant part of the overall 
aid flows to developing countries, the Fund does not focus on the balance of 
payments aspects of technical assistance apart from ensuring a proper 
recording of such transactions since data on such assistance is normally not 
disaggregated. Only the part of such assistance that is in support of key 
elements of economic reforms is of particular relevance to Fund-supported 
programs. 

For individual countries, it is important to ensure an appropriate mix 
of the different forms of aid, given their comDlementarity. Balance of 
payments assistance in support of broad-based policy reforms and a 
stable macroeconomic framework is necessary to ensure private sector growth 
which is the basis for sustainable economic growth. Policy reforms also 
enhance the benefits from development projects by removing price and other 
market distortions and fostering successful project implementation in a 
low-inflation environment. Appropriate macroeconomic policies help ensure 
that sufficient local financing is available to supplement external 
financing. At the same time, well-designed development projects are 
essential for laying the foundation for long-term growth, through the 
development of human resources and economic infrastructure. Technical 
assistance is an essential component of development projects, and it also 
supports policy reform. 



African Dav~lopent Bank Group: suulnary Of Facilitim. and kdicier *or BdP.“C. Of *annants Assistance on Concessional Terms 

Economic Policy Conditionality and Rehtion to 
Faciuti.. TmmS R.strictio”n on “t,ilir.tion FUlVWBanL il.cipient* 

Impart support 

Structurd ADF 1, FinMCin& for broad c.t.sori., Of Pr0”id.a support fOI pro*rama Of m.cro.conom*c R.gi0n.l rnd.rs 
adjustment loans mercllardir. import.. which may be dean.* and structural adjustment, in the context of OL a. *trioan 

rith r.f.r.“ce to .itller a positiv. or the Am’, policy di.lo.ue “ith t.h. bOrrow,* Da”.lope”t BaLk.. 
n*gativ. list. Procursment a*j.ct to and as qwCifi.d in the lOan docrwnt. In 
interlmtional ccmp.titiv. biddi”&. close coopratio” *itA tll. Fund and tll. nc.rLd 

Bank: romstimer cofinmces Bank *djustmmt 
loans. 

sectora ADF 1, Fi”anCir.& tar impart* re1.t.d to specific Diff.v. tram *ov. in that. a. program hill. (%a above) 
adjustmmt loans IeCtors; Imy in scam cases ba quite brad. supported typicany focuses on .ector-apacific 

Procurecant subject to international r.iorma 
ccmptitive biddins. I 

z 

11 All African Devslopmnt Bank Group adjustmmt landins is derived *ither from African Developent Ba* MDB) resources or Irm the r*sc.urces of I 
the African Development Fun.3 MDF). All rs&a”.l members .r. .If&ibl. to “IO MB r.*OYrCes. “hidI a=* l.nt .t mark.t-r.latd xat.* cd int.rest alat 
Yay *it?7 the MB’S CL-St Of borrowing. Ihe maturity of Am loans may b. “p to 20 y..rr. “itA a p.ce p.rio.3 Of 7 Y..r‘, up to nor. c&c.** to ADF 
reso”rces is rertrist*cl to km-insane m&era c.xs.pt to finance tschnic.l arri*t,ans.~. A s.rvis. share. Of 0.75 p.rsent in l.“i.d 0” DUtstMdi”~, 
disbursed k,alans.s; ADF Lx,“, are ?.t . maturity of 50 years *ial . &m,C, p.ricd of 10 pars. 



Asian Developnsnt Bank Graup: sxnnary Of Facilities and Policies for Balancs Of Payments A*SiSt~nC. on Concessional Terms 

Esonrmic Policy a”d Relation to 
FacilitleS Terms Restrictions on “tililatio” FWld,BanL Recipients 

fmport support 

Progrm lending Am 1, Fi”a”cin8 for imports for specific *.ctors. which may entail Conditionslity is a.ctor-apaciiic Developing member 
either a broad po*itiw list or a nsgstiv* list. “a* Of and dercrihd in a Dwelope”t countries. 
local counterpart may be restricted to specific developsnt Policy l.ttar; it is saordirmted 
projects. Usually disbursed on basis OF ex-part closely rith the activities Of tile 
rei*urrem.nt. Procurement restricted to member countri.r, Fund an.3 workI Bank. Loans are 
subject to international cmpetitiva biddir.8. usually disbursed in trmcbr. 

Local cost financing MF 1, Firm”Ci”8 for specified local c.a.t* . ..OCi.td *ia None. (See above). 
particular develop*nt projects; timing af dirburrsments 
determined by pace of project imphmentstion. Procurmnent 
follows standard recipient country paY.mme”t or cmercial 
practices. I 



Import aupport Grants Normally to finance specific imp0rt.d 
soodr or C.ann0dit.i.S. Ti.d or um,i.d to 
procurement *ram Carada: admlnistsred by 
dcmor. "I. ot counterpart funds may b. 
restricted to qJ.CifiC d.".lopze"t 
projects, but more Lrqu*ntly available 
for eemrsl budptaly support. 

Cash balsnca ot Grants on an exceptional basis 
papants 01 budgetray 
support 

Food aid G-ants Mostly Canadian-pr0duc.d a&ric"lt"r.l 
cmuobiti*.. Local curr.ncy proc..da 
.rmetimes resttictd to *pElfis 
dwelopmsnt projects: but usually 
W.lilabl. for &a"eral bud&.tary aupport 



Europa” “rlicm: SWary of Fscilitie‘ for Bahnce of Paym.ntr Assistance on Conc.raional Iervr 

kO”rw.iC Policy Co”ditio”.lity 
F.ciliti.s Tams Rertrictio”a on “tiliz.tio” and R.l.tion t.3 Fund/Bank 

1mLmrt sul)Pxt 

Frrm rtrustural 
adjustment *pacific 
r.IOYZC.s and 
".tional i"diC.LiY. 
proarea ~countly 
sllocstions~ under 
E"-ACP a*r.ment 
("LOmc Conwntia"~ 

From *trustur.l 
adjurtment apscial 
.""elop. plva a 
limits.3 proportion 
Of pzotocol budget 
funds 

Cash hh”C. ot 
payments srllatancs 

STABEX 

Grants Play provi*. fi”.“CiIa. for .p.ciiic 
s.t.wri.s Of imports or for pn.ral 
import support. **jest to l short 

“.l.ti”e lie. Ti.d to procuramt from 

E” or dev.lop*n* ACP cwmtri... 

support ior atructur.1 r.ioms in 
r.cipi.nt cmntri.,. in coordination 
*itA . progrm .upprt.d by WI. Fund or 
wwld Bank. 

Awn* 70 ACP 
MLrican. a. 
C.ribb.an and th. 
P.CifiC) countri.s. 
f”Cl”di”8 SPA 
colmtri.. 

- 

Grants thy provi.3. fi”anCin8 for gm.r.1 or 
s.stora1 impart pro*ras. 7i.d to 
procurmo.nt frca E”. 

support for strusturd r.l%- in 
r.cipi.nt Emmt.ri.s, in coordln.tion 
rith . progrm .upprt.cl by th. Fund or 
World Bank. 

Grants Comp.naatio” for shortf.u* in prim.w 
.grisu1tur.1 and fish .rport r.c.ipts. 

“.‘oti.tiarl or . “frmmlork Of Dut.U.1 
oblig.tio”s” bm..d 0” s.ct.3r.l ~and,or~ 
.CO”dC r..folru. 

hlq .li.@bl. 
na&hhr.b and l4sihr.k 
countrl... tALleri., 
Jordm. t4xocco. Md 
TuniSi.). I 

,” 
I 

Accp C0untri.s. 



Franc.: sumnary Of Faciliti.a and Policie, far Bahnc. Of Pap.“ts Assistance on Co”c.naio”al Tam* 

Econaaic Policy 
Condition.lit~ and 

Facilities T.rma Rertrictions 0” “tilir.ti.3” R.l.tion to Pund,Bank R.Cipie”t* 

Cdl bahnc. Of pavmentr as~irtmcs 

Structural .djustm.nt La.“. (PAS,. 
cairm FrMQ.iOm de D&“eloppment 
(Cm). Treasury and ninistry Of 
COOp32&iC.” 

B”d&*tary grants (SAS) by caisss 
Frangsis d” Dlveloppmnent (cm). 
Tr.as”ry and Hinistly of Cooperation 

Sectoral adjustment loans by Calrrs 
hangair d" D*"sloppem*"t (cm). 
nm,J"ry Md Ministry ot Coop.rstion 

Bud& ot bahnc. Of pslymsntr 
assistance provided through re&ular 
country allocations for Aid and 
Coop*ratio” F”rldS CFAC,. frm Ministry 
of Coaper*tion 

Food 

Ministry Of Agriculture 

Co”c.s*ional Loans: intmr.rt 
rate Of 3.5 percent per an”um 
for int.rmcdiats incmle 
c0untri.s; grace p.riocl of 
9 pars; and rap.ym.nt period 
Of 13 y.sm 

K-ants tar lo”-income 
c0mtri.s 

Conc.asio”al loan. (see abov.1 

Grants 

Concesrionsl loans cres abo”~~ 

R.quir.. a. .xist.nc. of 
. pro**am l”*prtsd by the 
Fund, fr.pu*“tly with 
additional bilateral 
co”dition.lity 0” sectora 
or institutional iaausr 

csas above) 

CS.. above). Usually 
coordin.ted closely *ia 
World Bank adjustment 
Isdin& 

(5%. &“a”.) 

For ttl. purdmsa of Frmch Ha, be extended in SUppOrt 
arricvltural Ccmmditie6 of adjustment prosrams 

monitored or supported by 
the P”lld 

Traditi0n.l recipients 
Of French aid. rn.i”lY 
in Sub-Sahara” Africa 

ta. abova~ 

(59s above> 

cs.s above) 

Traditianal and I..i”- 
traditional rsci;i ents 
ot French aid 

_- 



Germany: suomary Of F.cilitieS and Rdicier tar Balance Of Paymmta Aasist.“ce on Co”sessi0n.l *.ma 

Economic POliC, Conditi0n.lit.y 
Facilities Terns Restriction. on utiu*ation and R.l.tio” to FdBuJ: R.cipi.nt. 

1muort ‘“Lxmrt 

ccamdity 
arrirtanc.. frm 
regular COYntry 
allocation. “rider 
aid budget. 

sectora programs 

Structvral 
Adjustment Facility 

Local cost finansini 

FL-an re&“lar country 
allocations under 
aa &id budget. 

Food 

Grants and so”s..aion.l 
loans t.ither IDA terms 
or standard terms. 
i.e.. 2 percsnt 
interert rate. 3wyear 
me7turity. lo-year Grace 
period). 

<see aim”.) 

Grants 

(See above). Ga”*rally cmpatitive biddira. 

Untied finnwin for ssneral imparts subject 
to a short ne8ative list. Gamrally subject 
to i”t.mational cmptitive biddi”~. Us.d 
IOI cofinanci”~ ritil World Bank. paraU.l* 
Bank’* disb”rsement pr0c.d”r.s. 

Cas.-by-c.rs d.CiSi.3”. Iday inch% up to 
100 prcent of aid “Ollma for . r.l.“mt 
project. Not pmittd in the cane of 
scamwdlty assistance or .ti-“Ct”r.l 
adjustmsnt facility. 

In prinoipl., 0p.n 
to au dw.lopi”s 
countri.r. 

(See above). 

R.quires sdoption of . progrpII cz5.e ah”.). up to 
s”pp0rt.d by a. World BanL. nor. mainly for 

African c0untri.s. 

cs.. D_bDY.~. 

Hay b. ext.nded in support ot (See above) 
adjustment programs. 



Inter-Am.rican De”.lope”t B.nk: slurmary Of Facilities and PdiCiW for Balance ot Paym*“tr Assistance 0” Cc.“cessio”al Terms 

Facilities T.lms R.‘tkdCtiOIU Cmldition.lit, R.cipimt. 

1nt.mdiat. Film”Ci”& m-y..r t.rm. 5-y.ar &raC.; 
Facility CIFF, int.r.st r.t. 5 p.rs.nt below 

Ordinary Capital intcazt rat*; 
0.75 pro.nt cr.at I..; 
1 p.rc.nt sup.rvision I%.. 

Short n.r.tim list, Of 
‘OOdS. cLwp.titiv. 
procur9wnt -“8 &.I 
E0UlltL-i.‘. 

short n.*ativ. list Of 
pads. ccapetitiv. 
procur-t Llmong -sr 
cmmt~i.s. 

D.p.ndmt on ..ctor focus: 
revm”.,.xpmditur. tar&M,*. 
i”*titutio”.l r.ionM. Policy 
Chan@S, r.‘ul.tory ..iorms. 
h‘ishti”. Ch~.S, .tc. 

D.p.“dsnt on ‘eotor focus: 
r.“.“u.,.xp.ndit”r. targets. 
inatit”t‘on.l r.foms. Policy 
chms.r. r.~“l.torj r.ioma, 
l.gislati”. chang... .tc. 

BoHYia. ouyana. 
biti. B0ndur.s. 
“bar.*“. 

thminican Republic. 
Ecudor. 
El Salvador. 
l7uatam.l.. Jsu.aisa, 
P.r.33”C.Y 



Italy: sumsar)r of Facilities and Policies for Balance Of Payments Assistanca 0” Co”cassio”al Tcm* I/ 

Esancdc Policy Conditionality 
Facilitias T.nss Rsstrictions 0” “tilirstio” and R.l.tAO” to Fu”d/Bs”k R*Cipi.“tS 

Imwort swwrt Grants Ge”.rslly tsr8.t.d on spcific cat.c,o*i.s Italy oft.” . ..kS to co0rdin.t. COu”tri.s *itIt rhas 
of m.rch*di*. impmts, “hiCh may indud. its sssists”c. rith progr- It+ has lo”~-sta”di”E 
c.pit.1 wads. r.” q *t*ri.1*. or inputs. s”pported by th. Flmd or world aid. political. and 
Tied to procurament Iram Italy. Bsnk. smm,.rcisl rehtion*. 
“se of local counterpart funds is mainly in ttm 
generally restricted to specific Hsdit.rra”ea” rs~io” and 
dsvslopsent projssts. In soma cases, sub-Saharon AFrics (in 
caunterpart fund, srs “sed as budget cO”“.Ctio” *ith ttls 
sqxprt Horld Ban!, SPA). 

Cash bslsncs Of Gr.“ts 0” a” exs.ptions1 basis. E3.r ilee” u”dert*s” only in C0”sidsr.d only 
paymants cont.xt Of pro~rmss supportsd or ior s “Sry few 
.ssist.“c. mo”it0r.d by Fund and Bank. co”“tries. 
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Japan: bnnary of Facilities and Policies for Balancs Of Payments AsSiSt.“CB 0” Concessional Tens, ~concluded) 

Facilities Terms ReStrictia”s 0” tlti1iratian EconMlic Policy Conditionality Recipients 
and Relation to Fund/Bsnk 

Cash balanca Of 
psyme"ts 
sssista"ce 

Budgetary grants ‘rants For COUntriCS with overdue obligations ta 
from account the Fund who adopt Fund-monitored 
administered by programs. 
the Fund 

Food aid Grants Financing for imports Of basic foods needed Developing countries WlLh 
in tile recipient country. "se Of local shortages Of food. 
counterpart may be rsstricted to developent 
project*. 

Aid for lncieased Giants Flnanclng for imports Of agricult"i.1 inputs SuhisSlo" Of agricultural de"elapne"t Developing co""trles 
food prOdUCtlO" and machinery needed in the recipient program. **eking to increase food 

country for achieving self-sufficiency in production. 
staple food. Use Of local counterpart may I 

be restricted to developsent projects. tG 

I 1 



ThS Neth.rls”ds: svmnsly of Fsciliti., and PO1iCi.S for Balance Of Paymsnts Assistans. rz Co”cessio”al TSrmS 

Economic Policy Co”ditio”.lity and 
FaCilitiSS Terms Rastrictions on “tilisstio” R*latio” to Fund/B** RSCipiS”TS 

Programsa assistanca Grants Various modalities Of finance: &e”eral “s”slly rquires *ccspt*bl. social Mainly to traditional 
from COYntry imparts. subject to short ne.3st.i~ list; and eCo"miC policies Of r.cipisnt rscipi.nts ot aid frmn 
allocatlo", vnder aid spscific cmmaditias. ""tisd for SPA- CO""try, Ofts" including .doptio" Of the Nstherls"ds in Asia 
budget Countries: co-fi"S"Ci"& World Bsnk a program supported by a. Fund or and sub-Sahara" Africa 

sdjustmsnt programmes; in some cases World Bank. and Latin America. 
ge"sral bslsnce of paym.nts support on Also ta COuntrisS in 
cash basis; debt ralisf; bud*mt support: transition. 
other modalities. Ganerslly. "se Of 
counterpart funds is u"ti.d. 

Bslancs Of paynsnts Grants Almast sntira1y d&t Idis*: trsnd v.s Sbbo"S~ Several S0u"tri.s 
support prograddabt towards incrsasd p~rticipstlo" in annually. trcal &Tang 
relisf multilst.rsl eItort*. traditional and I 

nontraditional .id 
recipients. z 

Food aid L-ants Hay be provided in SYppZt Of Traditional aid I 
adjuntment m~ssurss. recipients. 



S*.de”: Surm.rj of Y.ciliti.* and PO1iCi.S for BSl.“C. Of P.ym.“ts Assistsnc. 0” Co”c.ssio”sl T.Ims 

Econolnic POliC, Ca”ditio”*llty in 
Facilitiet 1, T.lmS R*strictio”s on uti1irstion R.ht.ion to Flmd,BanL Rscipi.“ts 

Import support Grant‘ u”t.i.d fi”s”Ci”8 for gnr.r.1 
imports. subjsst to short 
"..@A". list. Ro 
r.strict*c.ns on al. US. of 
local E.m"t.rp.rt fund.. 
Procur-nt by r.cipialt, 
subj*st to int*matimal 
crmp.titiv. biddins.. 

hbt Rsli*f orsnts Grs”t.d on * c.s.-by-c.,. 
tmsis 

As*i.ta”c. to . “mb.r Of 
sm2”tri.s. i”Cl”di”d zwbi.. 
Ethiopi.. bSdiqu.. Ilic.r.*ua, 
Tsnrsni., Vie, tbs. snd Eimbsbw.. 

“S.d in ccm”.stiml *ia d.bt 
buyb.sk *or zsmbi.: world Bsnk 
i,ml-dipm‘io” *or 2at.i.. 
BOliVi.. snd “iC.r.gY.: support 
*m”p. ior “id “as. Cambodi.. 
snd t4.c.&a”i.. 



“nit..d Kin&dam: SulunSly Of F.cilities and P0lici.n for Bahno. Of P.ym.nts ***i*t,“c. on Conssssio”.l Twms 1, 

Fsci1iti.s T.ms 
Economic Policy Conditimmlity 

R.atrictio”. 0” “tilir,tio” and R*1.tio” to Fund,Ba”k R.cipimt. 

Imwrt SuPmrt 

Rewir.s .dopti.m Of . pro&cm 

rum-artd by both al. Pund an.3 

world Bulk. Ill. Eo”ti”“ation Of 

disburssm.“t* msy d.p”d on 

c0”ti”u.d pro*rm 

hplUC.~“tStiO”. 

Non., 

At tim.s provi*.* in support Of 
adjust.m”t pro~rsms. 

low-i”cas. oou”t*i.s 
in .*-S*sra” 
ALrio.. snd . “.ry 
fsw EOMtri.‘ in 
hi.. Idtin Amsrica, 
and cl. Caribb.s”. 

I 
1, For Atric. . r.~ionsl budg.t.ry .llos.tion is meas SSCh y.sr, which is tIl.n .llocat.d by ODA to spoiLi. colmtri.s. 



““lted states: sumnary ot racilirlas and Policies for Balance Of Payments Assista”ce on Concessiona Terms 

Econmic Policy 
Restrictian, Conditionality and 

Facilities Terms 0” uti1iration Relation to F”“d,Bs”k Recipisnts 

Economic support Fund Grants thinly provides financing for specitic 
CESFI 1,: types a* merchandise imparts: usually 
Import support under tied to procvrement frcm the ““ited 
connwdity import stats* or low-income Co”“tliss. but may 
p’o*rams bS ““tied. Usa Of local counterpart may 

be restrictsd to specific devalopent 

! 
projects. Othsr restrictions are ths 
same as for cash grants (se* above). 

Provided *itil or “itbut 
conditionality, but in sc.ns 
casss tishtly conditioned an 
specific policy performanc.. 

Extended through bilatsra1 
agrssmsnts Specifying 
macroeconomic and/or ssstora1 
conditionality; “*“ally 
coordinated clossly “ith 
pro&rem* svpporr.d by tha Fund 
or World Bank. 

For s wide variety Of 
traditional r.cipient* 
of U.S. aid; in recsnt 
yssrs over 80 portent 
allocated to “On-ESAF- 
eligible Co”“trisS. 

11 The ESF is also used to provide project assistance. 



Import SUppOrt 

structural IDA I, Financing for senersl imports subject to a 
adjustment loans nsgativ* list. usually on S" .X past 

reimbursEm*nt basis. Proc"rsm."t restrictmd 
to member countries. and subject to 
inter"ation.1 ccmpstiri"e bidding. Sam 
r.trO.CtiY. fi"a"Ci"& ir permitted. 

Sectors1 IDA I, Disbursed a8sins.t imports subject to s 
adjustment loans n.gativ. or positiv. list tar&ad 0” 

spsci*ic s.ctora1 import requ*reme”ts. 

"Hybrid" loans IDA 1, AS ab.we. .xcept that such loans "*"ally 
provide Iinsncing for spaciiic s.ctora1 
import requirsme"ts or "tim. slice" of the 
public inv.stment pro8rsm. 

Rehabilltatio" loans IDA 1, supports policy r.fo?xsS tsrg.red to priv.t. 
produotiva sector. when structural sdjurment 
loans srs not p**ib1*. Always scccaplnied 
by Of an IHF systemic Tra"sform,tio" 
Facility. 

Pro”id*s support for *roaram* Of DS”dOpi”& 
ma.croeconomis snd structural adjustment, in member 
a. contsxt Of the Bank’s POliCY dia1osue countriss. 
xith the borrowsr an.3 .s specifid in tha 
loan doCYms”t. Extendad in clos. 
co11aborstion rith tile Fund. Also rsquires 
Bsnk stsif TSViB* Of ttl. piDliC i”“satmmt 
progrsm Usually disbursed in tr.“ches. 

Differs fram *kwe mainly in tht the <see Slm”S~ 
program bSi”& supprtd typically focus** 
0” sector-specific raforms. 

AS .bO”S. but axtendd in suppart of (Se* slm”S~ 
s.ctor-specific r.toms ccahinad rith 
spscffic i”“.stme”t projects, 

Hacraeconmsic and *actor rsforms needed in <see SbO”S~ 
short term to r*“*r*~ declines in 
i”f*sstr”Ct”r. c.sp.ssity S”d .filsie”cy ot 
productivm fsci1iti.s. 

11 All World Bank Group adjustmant lending is provided either fran IBRD mr *DA r~sourcss. Access to IDA credits is restricted to low-incmse 
COUnt~l~S ulth "D or limited crPditvorthi"ess for IBP.n l*"dl"s: currsntlr 18 CO""trieS are sligible recipients Of IDA Crsdits. A fSV "bl*"d* 
COUntrieS have access to both IBP.0 and IDA loans, including China. *"dia. Nigeria. and Pailstan. IBRD r*so"rcss ars bnt St L1 market-relarsd 
interest rate tt,a varies With the IBRL'S borrosving costs; the msiturity Of loans varies with per capits incane. up to 20 years "ith a gracs period 
Of 5 years. A service charge of 0.75 percent per annus is 1evisd 0" O"lsta"di"g. disbursed balances of IDA Crsdit: the maturity is so years *ith a 
Brace perId Of 10 years ior In-only co""~riss, and 35,lO for "blend" countriss. 
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Rethinking of Aid Policies in Selected Countries 

In February 1995, following a year-long internal consultation on 
Canada's international relations, the Government issued a foreign policy 
statement entitled Canada in the World. u The document sets out the 
three key objectives of Canadian foreign policy: to promote prosperity and 
employment; to protect global security; and to project Canadian values and 
culture. In this context, Canada in the World states: "The purpose of 
Canada's ODA is to support sustainable development in developing countries, 
in order to reduce poverty and contribute to a more secure, equitable, and 
prosperous world." To achieve this purpose, Canada intends to concentrate 
its available ODA resources on six program priorities: 

. basic human needs: to support efforts to provide primary health 
care, basic education, family planning, nutrition, water and 
sanitation, and shelter. Canada will continue to respond to 
emergencies with humanitarian assistance. Canada will commit 
25 percent of its ODA to basic human needs as a means of enhancing its 
focus on addressing the security of the individual: 

women in development: to support the full participation of women 
as equal partners in the sustainable development of their societies; 

infrastructure services: to help developing countries to deliver 
environmentally-sound infrastructure services, with an emphasis on 
poorer groups and on capacity building; 

human rights, democracy, and good governance: to increase respect 
for human rights, including children's rights; to promote democracy and 
better governance; and to strengthen both civil society and the 
security of the individual; 

private sector development: to promote sustained and 
equitable economic growth by supporting private sector development in 
developing countries; and 

the environment: to help developing countries to protect their 
environment and to contribute to addressing global and regional 
environmental issues. 

1/ The review began in March 1994 with a national forum of interested 
persons from academia, trade unions, and business. Canada in the World was 
the Canadian Government's response to recommendations made last November by 
the Special Joint Parliamentary Committee that reviewed Canada's foreign 
policy. 
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Prior to the statement of policy described in Canada in the World, a 
series of budgetary cuts beginning in 1987 had required a reorientation of 
aid policies within the foreign policy framework. More recently, the aid 
budget has come under extreme pressure and in February 1995, Canada 
announced a 14 percent reduction in the International Assistance Envelope 
(IAE) for 1995/96. Further reductions are expected in later years with IAE 
expenditure in 1997-98 projected to be 20 percent below the 1994/95 level in 
nominal terms. 

As a result of both the budget cuts and the end of the Cold War, there 
has been greater concern about the effectiveness of aid and a tightening 
focus on poverty reduction and basic humanitarian needs. There has been 
increased emphasis on efficiency, which has changed the character of the aid 
program towards provision of assistance in areas where the Canadian 
International Development Agency (CIDA) feels it has a comparative 
advantage. 

In the Canadian view, poverty reduction might include poverty targeting 
(e.g. I specific programs for poor women in rural areas), poverty focus 
(i.e., programs that are not targeted specifically but have a wide impact on 
the poor), and poverty policy issues (e.g., public expenditures on health 
and education). The increased emphasis on poverty alleviation is cross- 
cutting, covering all forms of aid, including balance of payments support. 
The Canadian authorities believe their relative strengths in poverty 
reduction efforts, compared with other donors, to be in the areas of women 
in development, primary education, and microenterprise support through NGOs. 

Canada provides balance of payments assistance in the form of grants to 
a wide variety of countries (mostly in sub-Saharan Africa) and usually has, 
as a prerequisite, the adoption of a program supported by the Fund and/or 
World Bank (see table in Appendix II). Specific meas.ures from Fund- 
supported programs are sometimes incorporated in the bilateral agreement. 
Counterpart funds may be restricted to specific development projects, but 
more frequently are available for general budgetary support. 

Germany 

Since the beginning of the 199Os, the geopolitical context of Germany's 
development policy has undergone radical transformation which has led to the 
formulation of development policy with a view to achieving a new qualitative 
dimension in order to eliminate the causes of conflicts, violence, and human 
misery. German development policy seeks to flexibly address these 
challenges by focussing on the priority development needs in partner 
countries and on the global tasks facing both developing and industrialized 
countries. 

Budgetary pressures, including those caused by reunification, cowled 
with demands from the countries in transition, led to a modest decline in 
ODA as a share of GNP from 1990 to 1993 (from 0.42 percent of GNP in 1990 to 
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0.37 percent of GNP in 1993). In part, the adverse impact on ODA to 
traditional recipients was offset by an increase in the German aid budget to 
allow for both ODA and flows to the countries in transition, which increased 
from around 0.03 percent of GNP in 1990 to 0.13 percent of GNP in 1993. The 
total aid budget (covering ODA to traditional and non-traditional recipients 
and non-ODA flows to the countries in transition) increased from 
0.45 percent of GNP in 1990 to 0.5G percent of GNP in 1993. 

The German Government concentrates its development cooperation 
activities in the areas of: 

poverty alleviation, which is viewed as the key prerequisite for 
socially just and peaceful development. This also includes the support 
of structural reforms at the levels of government and society as a 
whole, as well as the promotion of private sector initiatives in small 
and mediun-sized industry; 

. protection of the natural resource base; and 

. promotion of education and training in developing countries. 

In October 1992, the German Government adopted a new paper on poverty 
alleviation, which is the prime objective of German development policy. The 
German concept of poverty alleviation is derived from a definition of 
poverty which also includes aspects of democratization and the protection of 
human rights. The ideas of participation end self-help are two of the 
guiding principles of poverty alleviation, which is linked to the promotion 
of the productive capacity of the poor. Poverty alleviation is seen as a 
"cross-sectional task," that is, a goal to be reached in all sectors and 
areas of assistance. not just in the social sectors of health end education. 

The view of the German Government is that development aid can only 
yield its maximum impact if it goes hand-in-hand with determined efforts 
undertaken by the developing countries themselves. Germany therefore 
supports developing countries in the process of reform, and seeks to tie the 
scope and nature of its inputs to their effort to create a climate conducive 
to development. Accordingly, aid decisions are guided by the degree to 
which recipient countries meet five criteria: (i) respect for human rights; 
(ii) rule of law; (iii) participatory political processes; (iv) pursuit of 
market-oriented policies; and (v) commitment to development (including good 
governance). 

Germany provides balance of payments support in the form of grants and 
concessional loans, which is in principle available to all developing 
countries (see table in Appendix II). Support under the Germany's 
Structural Adjustment Facility requires adoption of a program supported by 
the World Bank. 
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Following drastic cuts in the aid budget in 1993, I/ the Minister of 
Foreign Affairs of Italy announced in November 1994 a reform of aid policy, 
in part to address concerns about aid effectiveness. In the future, 
emphasis will be placed on the role of aid in ensuring stability in a number 
of areas where poverty and economic uncertainty are undermining political 
and social stability. Emphasis will also be placed on the role that aid 
policy can play in promoting and strengthening democratic institutions (in 
particular election procedures), safeguarding human rights, and ensuring 
efficient central and local government. 

As far as geographical priorities are concerned, primary emphasis will 
be placed on the Mediterranean countries, but a number of poorer countries 
elsewhere will also be included. This does not mean, however, that Italy 
intends to abandon other developing countries; rather, Italy's aid policy 
for these areas will be specifically tailored to their varying stages of 
development, realistically reflecting available budget resources. 

From an economic standpoint, Italy intends to continue to pursue the 
goal of alleviating poverty. This goal will be pursued by means of 
supporting the economic reforms of the governments concerned, whether 
through measures to ease the social and political costs of programs of 
structural adjustment, or through actions aimed et developing private 
enterprise in these countries. 

Faced with the steadily increasing number of emergency situations (most 
of which are attributable not to natural ceuses, but to domestic or 
international conflict), Italy's humanitarian efforts will be geared toward 
maintaining a substantial intervention capability, increasingly integrated 
into concerted international efforts. 

The new aid guidelines also reflect the emergence of democracy end 
market economies throughout Asia, Africa, and Latin America. It follo"s 
that aid policy in the future will be less a matter for government-to- 
government interaction, and instead will seek to increase the opportunities 
for decentralized implementation of aid policy at all levels of society. 
The new policy guidelines stress the role to be played by nongovernmental 
organizations, local government, the business community, and universities. 

Because of limitations on available resources, the Italian authorities 
intend to give consideration to consolidated and efficient operations, 
involving a clear increase in quality in comparison with Italy's past aid 
efforts. The main innovations of the new approach are a focus on the 

1/ Italy's ODA allocations have been declining in recent years, end in 
1995 will be below 0.20 percent of GNP, compared with a peak for net ODA 
disbursements of 0.42 percent of GNP in 1989. The 1995 Finance Law further 
reduces ODA allocations for 1996 and 1997. 
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humanitarian aspects of aid and a marked increase in initiatives to support 
private enterprise. With respect to organizational issues, there will be a 
radical streamlining of the implementation stages of aid policy, accompanied 
by the establishment of explicit accountability and supervision procedures, 
and transparent criteria for selecting operations. 

The scarcity of funds means that it is not possible for specific 
allocations to be made for activities involving the environment, 
women's issues, population, education for development, and information. 
This does not mean that these areas will be ignored altogether in aid 
projects; instead, they will be a component of broader-ranging 
initiatives. 1/ 

Balance of payments support is provided in the form of grants, mainly 
to countries with which Italy has had long-standing relations, primarily in 
the Mediterranean region and sub-Saharan Africa (see table in Appendix II). 
Italy usually seeks to coordinate its assistance with programs supported by 
the Fund or World Bank. 

In June 1992, the Japanese Ministry of Foreign Affairs published 
Japan's official development assistance charter. The basic philosophy of 
the charter is that Japan attaches central importance to support for the 
self-help efforts of developing counties towards economic development. 
Accordingly, in implementing its ODA, Japan will seek to ensure the 
efficient and fair distribution of resources end encourage "good governance" 
in developing countries through developing a wide range of human reeourcee 
and socio-economic infrastructure, including domestic systems end through 
meeting basic human needs, thereby promoting the sound economic development 
of the recipient countries. In so doing, Japan seeks to work for globally 
sustainable development while meeting the requirements of environmental 
conservation. 

The principles of Japan's aid take into account the recipient 
countries' requests, their socio-economic conditions, end Japan's bilateral 
relations with the recipient country. Japanese ODA is provided in 
accordance with the principles of the United Nations Charter, as well as the 
following four principles: 

environmental conservation and development should be pursued in 
tandem; 

any use of ODA for military purposes or for aggravation of 
international conflicts should be avoided; 

L/ source: Presentation by Italy's Minister of Foreign Affairs on 
development aid activities for 1995 (Law No. 49/87, Article Z(2)). 



60 - APPENDIX III 

. full attention should be paid to trends in recipient countries' 
military expenditures, their development and production of mass 
destruction weapons and missiles, their export and import of arms. 
etc. ) so as to maintain and strengthen international peace and 
stability, and from the viewpoint that developing counties should place 
appropriate priorities in the allocation of their resources on their 
own economic and social development; and 

. full attention should be paid to efforts for promoting 
democratization and introduction of a market-oriented economy, and the 
situation regarding the securing of basic human rights and freedom in 
the recipient countries. 

With respect to aid priorities, Asia will continue to be a priority 
region for Japan's ODA. Priority issues are: 

. approaches to global problems, such as the environment and 
population; 

. basic human needs, to help people suffering from famine and 
poverty, refugees, and others; 

. human resources development and research and other cooperation for 
improvement and dissemination of technologies; 

. infrastructure improvement, which is viewed as a prerequisite to 
socio-economic development; and 

structural adjustment, so that the entrepreneurship and vitality 
of the private sector in recipient countries can be fully exerted in 
the market. 

Although the traditional support for economic infrastructure is still 
seen as important, the aid program has been putting greater emphasis on more 
visible areas such as: environment, women in development, population, 
health and education, and support for NGOs. 

Japan's Ministry of Foreign Affairs announced in January 1995 that the 
proposed gross operating budget for official development assistance assumes 
an increase of 3.1 percent in nominal terms in fiscal year 1995. 0" a net 
basis, the budget could grow by 2 percent for fiscal year 1995. Japan 
remains committed to reaching its medium-term ODA target for 1993-97 of 
US$IO-75 billion (on a commitment basis). In the first year of the plan, 
(1993) commitments were almost US$18 billion, exceeding the implicit annual 
average of $14-15 million. 

Japan extends balance of payments support in the form of grants and 
concessional loans. Grant aid is concentrated on low-income countries while 
all developing countries are eligible for concessional loans (see the table 
in Appendix II). 
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The Netherlands 

The government is currently conducting a general foreign policy review 
which is expected to be completed in 1995. This review contains three 
parts: closely scrutinizing policies, with a view to increasing their 
coherence; making organizational changes as a consequence of greater 
coherence; and addressing budgetary aspects. In this context, the aid 
policy is also under review. The intention to create greater coherence 
follows directly from the conclusions of the 1993 report, "A World in 
Dispute," which was an analytic update of the 1991 report, "A World of 
Difference." The aid policy review will also address the issues of the 
effectiveness of aid and the relevance and increase in some non-ODA 
expenditure. 

At present, aid policy is still guided by "A World of Difference" and 
"A World in Dispute," which was published by the Minister for Development 
Cooperation in September 1993 in response to the rapid developments and 
changes occurring in North-South and East-West relations. "A World in 
Dispute" draws a strong link between development and conflict resolution and 
prevention. While recognizing the importance of traditional development 
objectives, the paper sets out the view that priority should be given to the 
restoration and maintenance of peace, including emergency assistance and 
reconstruction programs. The main points raised by "A World in Dispute" 
were that aid should: 

give priority to the achievement of peace and the prevention of 
violent conflict; 

reduce the rate of world population growth; 

eliminate the ecological, political, and socio-economic reasons 
that compel people to migrate, as well as providing proper care and 
support for flows of migrants; 

promote a balanced transformation of the economic and political 
order in societies experiencing a period of change, which is closely 
linked to good governance; and 

combine the effective alleviation of poverty with reduction in 
economic inequality. 

In the report, it is concluded that a more integrated approach is 
needed for aid policy (development cooperation), foreign policy, and 
international economic relations. In the view of the Netherlands' 
authorities, poverty alleviation depends on economic growth which makes full 
use of the potential available in the country concerned. The best 
opportunities for exploiting this potential lie in exports (with the 
competitive advantage of low labor costs) and in the informal sector. 
Labor-intensive growth in these sectors is the most powerful weapon against 
poverty. To generate the capital and knowledge required for this growth, 
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development aid programs promote cooperation between companies in the 
Netherlands and in poor countries. Governments in developing countries also 
need support as it is they who are responsible for creating and maintaining 
the conditions for economic growth. For example, a better education 
improves the chances of the poor on the labor market. A stable 
macroeconomic situation is also necessary for the development of the private 
sector. To this end, balance of payments support and program aid are 
provided. The Netherlands' development policy also aims to ensure that 
growth is sustainable. One important element of this is the transfer of 
environmentally friendly technology. 

In addition to good governance, which can be analyzed as having main11 
a top-down orientation, the Netherlands' authorities attach great value to 
participation in development with a strong bottom-up orientation. In the 
view of the Netherlands' authorities, the two concepts are complementary and 
perhaps even mutually necessary. As regards participation in development, 
the Netherlands' authorities believe that donor support needs to be directed 
particularly at institutional strengthening of intermediary organizations, 
which are able to interpret the needs and desires at the micro-level and 
propel them onto the agenda at the macro-level, so ensuring that they are 
actually taken into account in the process of political decision-making. 

The Netherlands has entered into deeper cooperation with some 
countries, such as Benin, Bhutan, and Costa Rica. In these cases, there is 
a long-term relationship with important aspects of reciprocity such as a 
commitment by the recipient country to learn about the Netherlands' 
environmental policies and emulate appropriate aspects of that policy. 

A significant portion of the Netherlands' aid is channeled through NGOs 
in lump sum payments without linkage to specific projects, in the belief 
that they can reach social and geographic areas that the bilateral 
government program cannot. Interest in NGOs is strong, and it is likely 
that it will increase after the overall review of the aid program being 
carried out. Disbursements are made mainly through cofinancing the 
Netherlands' NGOs but also through project proposals that include local 
communities. 

All balance of payments financing is in the form of grants, mainly to 
traditional recipients of aid from the Netherlands in Asia, sub-Saharan 
Africa, and Latin America (see the table in Appendix II). Usually, balance 
of payments support requires acceptable social and economic policies and 
often adoption of a program supported by the Fund or the World Bank. 

Sweden 

Recent budgetary constraints in Sweden have led to some new 
orientations for aid pclicy. First, the concentration on the poverty 
reduction objective has been renewed. Within this objective, special 
attention is to be given to the social dimension, concentrating on issues 
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relating to women in development, population growth, economic reforms, and 
good governance. The Swedish authorities believe that the social dimension 
itself is an important determinant of growth. Second, there will be a 
concentration on a long-term relationship in fewer countries, with a special 
focus on Africa (in part to protect the poorest countries .from aid cuts), 
and assistance to some of the better performing countries in Africa and Asia 
will be phased out over time. Third, there will be a special focus on 
encouraging democracy and security. 

In Spring 1993, the Swedish Parliament confirmed the emphasis on 
poverty in Swedish aid: "the long-term effects for the poorest groups must 
be of decisive importance when programs of development cooperation are drawn 
up." 

The five stated goals of Swedish aid are: 

economic growth: to contribute to increased production of goods 
and services; 

socio-economic equality: to help reduce differences between rich 
and poor and to enable recipient countries to meet the basic needs of 
all their people in respect to such things as food, health services, 
and education; 

. economic and political independence: to enable countries to make 
their own decisions about their economy and other matters, to create 
the conditions necessary for independence and national self- 
determination; 

democratic development: to help bring about conditions that give 
people greater influence over development on local, regional, and 
national levels; and 

environment: to contribute towards the sustainable "se of natural 
resources and protection of the environment. 

Criteria for Swedish aid allocation include progress in 
democratization, respect for human rights, 1/ progress in market-oriented 
reform, efficiency in aid management, as well as potential benefits for 
Swedish companies. Sweden also examines a government's efficiency in 

1/ Sweden distinguishes its approach on the promotion of democratic 
development from that of human rights. In the latter case, it focusses on 
respect for human rights; in cases where abuse of human rights were 
observed, there would be a reduction of aid but dialogue would continue. 
For democratic development, Sweden would reward those that undertook 
democratization. In tl-e area of "excessive" military expenditure, Sweden 
subscribed to the joint declaration of Nordic ministers (September 1990) 
which emphasized open dialogue with recipients on the subject. 
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handling aid payments, including evidence of corruption, and its spending on 
defense in relation to civilian projects such as schools and hospitals. In 
applying these criteria, Sweden looks at progress rather than absolute 
levels. 

Balance of payments assistance is in the form of grants to support 
economic reform programs of the poorest, heavily indebted countries. 
Traditional recipients have included Ethiopia, Mozambique, Nicaragua, 
Tanzania, Viet Nam, Zambia, and Zimbabwe (see table in Appendix II). In 
most countries, support is extended only after the adoption of Fund 
arrangements. 

Switzerland 

Switzerland's aid policy is formulated in the context of overall 
foreign policy, as set out in November 1993 in the "Report on Switzerland's 
Foreign Policy in the Nineties" by the Swiss Federal Council. This 
established the strategic objectives of Switzerland's foreign policy: 
maintenance and promotion of security and peace; commitment to human rights, 
democracy, and the principles of the rule of law; increase in prosperity 
among people; promotion of social cohesion; and preservation of the 
environment. 

In 1994, the Parliament adopted the "North-South Guidelines." They 
argue that North-South relations have changed with the end of the Cold War 
and that a new awareness of environmental problems has emerged, while ethnic 
conflicts were mushrooming and the differences between North and South in 
health and education have deteriorated. The guidelines describe the main 
problems of Switzerland's development policy in this context and establish 
the new guiding principles for development policy to address these 
problems. These principles are: preservation and maintenance of peace and 
security through promotion of human rights, democracy, and the rule of law; 
promoting prosperity: improving social justice: and environmental 
protection. 

In implementing development policy, the Swiss authorities seek to pay 
particular attention to respect for human rights and promotion of the rule 
of law. Promotion of good governance in these areas is facilitated by 
positive measures (e.g., support for local organizations for the defense of 
human rights, support for the electoral process, training programs for the 
legal administration and apparatus, promotion of administrative structures 
for the rule of law, etc.). political dialogue with the partner countries on 
the basic conditions required for effective cooperation and, in certain 
cases, direct conditionality that ties the granting of aid to certain 
political and economic conditions. 

The goal of promoting prosperity is advanced by efforts to improve the 
basic conditions for the sustainable development of developing countries, 
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including financial support for socially tolerable structural 
adjustment. I/ Development of the private sector and expanding the access 
of developing country exports to the markets of the North are seen as key 
elements in this regard. ZJ 

Efforts to improve social justice include: combatting poverty through 
political dialogue with beneficiary countries so as to encourage appropriat 
social and economic policies; curbing population growth; and promotion of 
coherent, internationally coordinated humanitarian aid. In the view of the 
Swiss authorities, immigration, political asylum, and development 
cooperation policies should be coordinated in order to ensure that economic 
and political conditions in the largest number of countries and regions are 
such that people can live there in dignity. In this context, development 
policy supports recipient countries' social policies in the fields of 
education, health care (including birth control), demographics, and 
especially in the battle against AIDS. 

In the view of the Swiss authorities, the consumption patterns of the 
industrial countries and their immoderate use of resources are responsible 
for a more than proportionate share of the negative environmental effects 
and must not serve as examples to the developing countries. Accordingly, 
efforts to protect the natural environment include defining a sustainable 
development policy for Switzerland itself and promoting awareness of the 
importance of sustainable development at the international level. J/ The 
Swiss authorities also intend to seek harmonization of environmental, trade 
and development policies, and will support the formulation of economic, 

IJ In this context, the first priority of Switzerland's development 
cooperation is to improve productive resources by promoting agricultural 
production and food security, stimulating industrial and handicraft output, 
and supporting the development of adapted technologies. Support also takes 
the forms of: support for scientific research capabilities (especially in 
agriculture), support for transport infrastructures, promotion of economic 
diversification (informal sector, small enterprises, new fields of activity 
geared toward exports), and promotion of the private sector in the broadest 
sense. 

Z?/ In the view of the Swiss authorities, the establishment of an open 
multilateral trade system is essential for the developing countries since 
growing export receipts will enable developing countries to finance a larger 
share of their own needs with their own resources, to create jobs, and to 
offer a future to a growing population. 

J/ In this context, special attention is given to human resources 
development (education and health care) and to strengthening the management 
capacity of the developing countries to enable them to gain permanent 
control over the use of their natural resources. For the Swiss authorities, 
the priority issues are the development of mountainous regions, the 
protection and rational use of tropical forests, soil conservation, drinking 
water, and waste reduction. 
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trade, and foreign policies, and coherent development policies at the 
multilateral level. 

United States 

The allocation of United States aid continues to be regulated by the 
1961 Foreign Relations Act. In 1994, the Executive Branch of the Government 
presented the Peace. Prosueritv and Democracv Act to Congress. The Peace, 
Prosperity. and Democracy Act seeks to repeal the 1961 law governing foreign 
assistance and set a new statutory basis for a restructured foreign aid 
program. It proposes abandoning the current practice of budgeting for ODA 
along functional lines and instead would apportion the foreign aid budget 
according to thematic objectives of United States foreign policy, which 
include: promoting sustainable development; 1/ building democracy; 
promoting peace; and providing humanitarian assistance. 

Congressional reaction to the main lines of this Act was favorable on 
the whole, but the legislative program was not completed in 1994, and the 
shift in the balance of power in the legislature following the November 1994 
Congressional elections makes the passage of a new Act uncertain in the near 
future. The legislation is officially off the table--to be considered by 
the new Congress, the legislation would need to be reintroduced. 
Nevertheless, the Administration has begun to frame and coordinate its 
foreign assistance expenditures in terms of the proposed objectives. 

Aid flows are increasingly presented as investments in civil societies 
motivated by self-interest, in part to address the increased pressure on the 
aid budget in recent years. For example, the potential impact of social 
strain in developing countries on the United States was stressed in this 
context, including through migration and increased health risks. 

The U.S. authorities envisage a concentration of aid resources on 
countries with strong commitments to policy reform and good governance. 
These criteria may imply a continued reduction of development aid, 
facilitated by further graduations of recipient countries, including some 
countries in the Western Hemisphere. 

U.S. policies on good governance follow closely the DAC orientations on 
good governance; this approach is considered pragmatic and focussed on the 
overall legal framework and proceedings. 

At the March 1995 Social Summit for Development, it was announced that, 
as part of the U.S. Administration's New Partnerships Initiative, within 

1/ Within the sustainable development category there are four major 
programs: broad-based economic growth; protection for the global 
environment; stabilization of world population growth; and support for 
democratic participation. 
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five years 40 percent of USAID's development assistance would be channelled 
through nongovernmental organizations, both U.S. based and indigenous. The 
New Partnerships Initiative has three main objectives: to empower small 
businesses and entrepreneurs to drive economic growth; to strengthen the 
role of NGOs in development programs; and to help nations .bolster democracy 
at the local level. 

Balance of payments assistance is provided in the form of grants to a 
wide variety of traditional recipients of United States aid (see table 
in Appendix II). In recent years, over 80 percent of support was allocated 
to non-ESAF-eligible countries. Import support from the Economic Support 
Fund is closely coordinated with programs supported by the Fund or World 
Bank. 
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Review of External Financine Experience in Selected Proerams--Countrv Notes 

Banaladesh 

Bangladesh experienced shortfalls in official loans and grants of 
13.5 percent in 1992 (fiscal year ending in June) and 7.8 percent in 1993, 
following a shortfall of only 2.4 percent in 1991. The shortfalls arose 
from lower-than-expected food and commodity aid disbursements as a result of 
increases in domestic rice production and continuous delays in implementing 
the Annual Development Program (ADP). Problems with the ADP stemmed from 
delays in project approval and processing, inefficient project management, 
and delays in procurement of goods and acquiring land for projects. Also, 
inadequacies in the authorities' database for monitoring disbursements 
contributed to unrealistic projections. 

The authorities took some action to improve the management of projects 
in 1992/93. This may have been a factor in reducing the extent of the 
shortfall in 1992/93 compared with 1991/92. Donors raised the issue of slow 
implementation of projects at consultative group meetings in recent years 
and a major initiative in Bangladesh, at present, is reform of the civil 
service (with support from the World Bank) which aims to improve project 
management. 

Bolivia 

The disbursements of loans and grants exceeded the targets in 1991 and 
1992 in Bolivia and were on target in 1993 (with only a minor shortfall of 
0.4 percent of the target). The close monitoring of external financing by 
the authorities was regarded by Fund staff as a major reason for the good 
record of timely disbursement of loans and grants. 

Burundi 

Burundi had a good track record of disbursements of external financing. 
The target for official loans and grants was exceeded by 2.4 percent in 1991 
and met in 1992. Also, despite a coup d'etat in late 1993 (which postponed 
the presentation of a negotiated ESAF-supported program to the Fund's 
Executive Board), there was a shortfall of less than 2 percent in official 
loans and grants in 1993. The authorities' external financing database was 
well-maintained and the Ministry of Planning tracked disbursements closely-- 
in the view of Fund staff, this was important in the good disbursement 
performance. 

Guyana experienced sizable shortfalls in 1991 and 1992, at around 42- 
48 percent of the target for official loans and grants. The shortfalls were 
due to slow implementation of projects (particularly in the electricity 
sector) and difficulties the authorities experienced with implementing the 
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conditionality involved. The authorities' monitoring unit was also 
relatively ineffective in tracking loans and discussing problems with donors 
as they arose, which also contributed to shortfalls in non-project 
financing. Technical assistance from donors appears to have been a factor 
behind reduced shortfalls in 1993. Technical assistance from donors in 
Guyana was coordinated by the World Bank to assist in closer monitoring of 
conditionality on project loans. This appears to have contributed to a 
turnaround from a shortfall of around 55 percent for project loans in 1991 
and 1992 to an over-performance by 2 percent in 1993. Although performance 
on non-project loans also improved in 1993, a shortfall of around 12 percent 
occurred. This contributed to an overall shortfall in total loans and 
grants of 5 percent in 1993, despite the over-performance on project loans. 

Honduras 

Disbursements of external financing were on target in 1992 and exceeded 
the target by 3 percent in 1993. The Central Bank monitored non-project 
loans on a monthly basis and this, coupled with the improvements in the 
database in response to requests from Fund staff, appears to have been an 
important factor in the good record for external financing. 

Kvrzyz Republic 

In 1993, under the STF/SBA, the authorities experienced a shortfall in 
official loans and grants of 35 percent from the program target. The 
authorities encountered problems in identifying suitable projects and 
dealing with donor procurement requirements, such as international 
competitive bidding, given their limited experience in this area. The large 
shortfall in non-project loans in 1993 (85 percent below the target) was 
primarily due to problems encountered with donor procedures and lower-than- 
expected demand for imports rather than policy slippages. 

Lesotho 

Lesotho experienced a shortfall in official loans and grants in 1993 
(excluding the Lesotho High Water Project) of 23 percent of target, 
following good performance relative to farget in 1991 and 1992. The 
shortfalls in 1993 related to problems meeting donor conditionality on some 
aspects of structural reform. 

A shortfall in official loans and grants of 12 percent was experienced 
in 1991, mainly due to a shortfall in grants. In 1992, while non-project 
loans in support of structural adjustment were only 30 percent of the target 
in 1992, total official loans and granrs exceeded the target by 2 percent, 
This was because donors responded to the devastating drought of 1992 with 
grant aid (which exceeded the original target by 20 percent). The problems 
with external financing stemmed from macroeconomic slippages (which 
contributed to delayed completion of the mid-term review of the third-year 
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ESAF arrangement from 1992 until 1994) and donor concerns about governance 
issues in 1991-92. Also, administration problems played a role. The 
documentation from the customs administration often was inadequate to meet 
donor requirements for import-support. Furthermore, monitoring of 
disbursements was irregular and inadequate, with different government 
agencies responsible for different sectors and no central monitoring unit in 
pliWe. 

The elections in late 1993, coupled with economic policy actions in key 
areas, including the introduction of an interbank exchange market (which 
simplified the documentation flow), allowed the resumption of donor support 
in 1993 and completion of the mid-term review of the ESAF-supported program 
in early 1994. 

Mauritania 

A shortfall in official loans and grants of 6 percent was experienced 
in 1992. The shortfall was connected with political factors in relation to 
the Gulf War and problems with observing World Bank policy conditionality, 
rather than lack of administrative capacity. In the view of Fund staff, 
monitoring of disbursements by the Central Bank and Ministry of Planning was 
relatively close. By 1993, the shortfall was more than made-up, with an 
excess relative to the target of 14 percent for official loans and grants. 

Mozambiaue 

Shortfalls in officials loans and grants of 16 percent in 1991 and 
9 percent in 1992 were experienced in Mozambique. The shortfall in external 
financing in 1991 was mainly due to macroeconomic policy slippages, but 
administrative weaknesses also contributed to the problems. In the case of 
aid-in-kind and funds that were not channeled through the Bank of 
Mozambique, difficulties were encountered with tracking the funds, 
particularly to generate counterpart funds. Also, monitoring of 
disbursements was poor and in several cases the authorities failed to 
provide documentation to donors necessary to support disbursement. 

By 1993, performance in mobilizing external financing of the balance of 
payments improved and the target for loans and grants was exceeded by 
2 percent. However, external financing of the deficit continued to fall 
short of the target as problems remained with mobilizing counterpart funds. 
Some action was taken by the authorities to address these problems by 
improving the information on private sector imports under commodity import 
programs. However, the persisting problems with mobilizing counterpart 
funds suggests that the action was not adequate. 

Nepal experienced a sizable shortfall in official loans and grants in 
1993 (25 percent below target). The problems centered on mobilizing project 
loans. Project implementation was hampered by poor expenditure monitoring 
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and control of projects, excessive administrative delays in claiming 
reimbursements on foreign financed projects, and expenditure on items not 
eligible for reimbursement. Also, the decentralization of project 
administration to local managers caused problems with the flow of 
documentation for reimbursable expenditure because local managers had little 
incentive to provide documentation required to disburse import support. The 
authorities' database for monitoring disbursements was inadequate and 
projections were based mainly on aggregate data with incomplete reporting of 
progress on projects. The authorities have requested assistance from the 
World Bank and Asian Development Bank in improving the system for the flow 
of documentation. 

Sri Lanka 

Disbursements of official loans and grants were on target in 1991, but 
shortfalls of around 14 percent were experienced in both 1992 and 1993. 
Forecasts of financing did not appear to take full account of the 
administrative constraints. This was particularly the case with regard to 
projects, where poor monitoring of disbursements and projects led to delays 
in project implementation (although, it should be noted that significant 
shortfalls occurred for poverty projects, where implementation is often 
difficult). Sri Lanka stood out from the other countries included in the 
review because it experienced large and persistent shortfalls in project 
loan financing I/ that were offset, in part, by over-performance of 
targets for non-project financing in 1991 and 1993. In part, this is 
explained by delays in meeting the conditionality of the World Bank's Public 
Manufacturing Enterprise Adjustment Credit, which was not disbursed in 1992 
as originally expected but was disbursed in 1993 (for non-project loans, 
this contributed to the 23 percent shortfall in 1992 and the 36 percent 
excess in 1993). 

Tanzania 

Tanzania experienced only a small shortfall in 1992 (3 percent of the 
target for official loans and grants), but this was followed by a 
significant shortfall in 1993 (13.3 percent of the target for official loans 
and grants). The problems in 1993 stemmed from a complicated system of 
disbursement of import funds and failure to meet specific World Bank 
conditionality for a sectoral credit in 1992/93--as a result non-project 
loans fell 42 percent short of the target in 1993. The authorities' 
database for tracking disbursements was regarded as poor by Fund staff, 
which contributed to problems with both non-project and project loans (the 
latter fell short of the target by 30 percent in 1993--weaknesses in project 
implementation capacity also contributed to the shortfall). 

I/ Almost 20 percent in 1991 and 1992, and 35 percent in 1993. 
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Togo experienced a shortfall in official loans and grants of 34 percent 
of the target in 1992. Donor concerns about lack of good governance was the 
prime factor behind the shortfalls. Difficulties between donors and the 
authorities worsened in 1992, as donors encouraged the authorities to hold 
democratic elections. The general strike in November 1992 coincided with 
suspension of donor support. Some donors have continued the suspension, 
e.g. 9 the European Union through 1994, although a new ESAF arrangement was 
approved in 1994. 

Uganda experienced a sizable shortfall of official loans and grants in 
1992 (27 percent of the target) but exceeded the targets by 21 percent in 
1991 and 4 percent in 1993. The shortfall in 1992 related to both project 
and non-project financing. Import support funds were disbursed through an 
auction system from early 1992 until the introduction of an interbank market 
in late 1993. The combination of documentation requirements for importers 
using the auction and low demand for imports, as a result of restraints on 
government expenditure and a depreciation of the exchange rate, contributed 
to a shortfall in 1991/92 of KJS$42 million in non-project loans (38 percent 
of the target) and US$54 million in grants (21 percent of the target). 
Shortfalls in project loans in 1991/92 stemmed from a combination of the 
poor quality of the database (which led to optimistic forecasts of project 
implementation) and constraints on government expenditure (which held up 
projects due to the lack of domestic funds). 

In 1992 and 1993, the problems were addressed by moving to an interbank 
foreign exchange system and obtaining the necessary documentation from 
customs rather than through the auction, as well as incorporating more 
realistic projections for project financing into the program. This meant 
that the target for external financing was exceeded by almost 4 percent in 
1992/93. 

Zambia 

Zambia experienced persistent shortfalls in official loans and grants 
under its rights accumulation program--averaging around 20 percent over 
1991-93. Economic policy slippages were the prime reason for the shortfall 
of 26 percent of the target in 1991. Shortfalls in subsequent years arose 
because of difficulties meeting the documentary requirements of donors for 
import support, which in turn stemmed from poor coordination among 
government agencies and with donors. In response to the persistent 
shortfalls, the authorities began to improve coordination among government 
agencies and with donors, although serious action in this regard was only 
taken in 1994. 
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Zimbabwe 

Of the countries included in the review, Zimbabwe experienced some of 
the largest shortfalls in official loans and grants in 1992 and 1993, 
averaging around 28 percent of the target. A lack of administrative 
capacity to process import support documentation was the principal factor 
behind the shortfalls in 1992. In part, these difficulties reflected 
Zimbabwe's lack of experience in dealing with donor import support on the 
scale committed following the drought in 1992. The problem was further 
complicated by the restrictions on use of import support funds by donors 
which, until recently, often excluded imports from South Africa. A 
devaluation of the exchange rate in late 1991 and tight monetary policy also 
dampened demand for imports and reduced the utilization of import support 
funds. lJ Project financing shortfalls were a greater problem in 1993 
than in 1992, accounting for more than three-quarters of the shortfall in 
total official loans and grants in 1993 compared with less than one-quarter 
in 1992. The shortfalls stemmed from slow identification and implementation 
of projects. This resulted from a lack of coordination between the 
authorities and donors and lack of coordination among the various government 
agencies. combined with constraints on government expenditure. 

The authorities initially argued that the shortfalls were temporary. 
However, in late 1993, the authorities began to take corrective action and 
established a unit to monitor external financing and speed-up disbursement. 
Nevertheless, shortfalls persisted through 1994 and it is not clear whether 
the unit has resolved the problems. The World Bank has offered technical 
assistance to strengthen the unit, but the authorities have not yet accepted 
the offer. 

JJ Importers had an incentive to first utilize access to direct 
allocation of foreign exchange by the Reserve Bank at the official exchange 
rate which was less costly than import support funds through the open 
general import license scheme (OGIL) or export retention scheme (ERS). This 
was because of the 10 percent tax on OGIL imports (although foreign exchange 
was available at the official rate) and the premium on export retention 
scheme funds of around 20-30 percent over the official exchange rate in 1992 
and 1993. 




