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Executive Summarv 

This paper summarizes recent developments in official flows to 
developing countries and their debt situation, and reviews reschedulings by 
Paris Club and non-Paris Club creditors, with special emphasis on the 
implementation and implications of Naples terms. It also examines issues 
related to debt sustainability for the heavily indebted poor countries. 

Net Official DeveLoument Assistance (ODA), which constitutes the buLk 
of Official Development Finance, declined in real terms by 2 percent in 1994 
primarily reflecting budgetary constraints. Tocal officially supported 
extort credit exvosure to developing countries and countries in transition 
increased from an estimated lJS$380 billion at the end of 1993 to around 
US$420 billion at end-1994. The most important source of higher exposure 
was a further increase in new export credit commitments, driven by more 
aggressive export promotion and a resurgence of import demand in many 
developing countries, especially certain large low-income countries. 

The level of gross and net multilateral lending (including from the 
Fund) to developing countries in 1994 at around US$37 billion and 
US$L4 billion, respectively, was broadly unchanged in U.S. dollar terms from 
the four previous years. Despite the rise in multilateral debt, 
multilateral debt service has remained broadly unchanged as a share of 
exports, reflecting the rising share of multilateral lending at concessional 
interest rates. In spite of increasingly concessional rescheduling, 
bilateral debt relief, and an increasing share of grants in official 
bilateral flows, official bilateral debt remains the fastest growing porrion 
of developing countries' external debt. 

Low-income rescheduling countries face extremely varied external and 
debt situations. For these countries, new external inflows in 1994 averaged 
more than three times actual debt service paid. Most countries would remain 
heavily dependent on further concessional inflows, even if their 
debt-service obligations were nil. 

Paris Club creditors agreed on Naples terms for low-income rescheduling 
countries in December 1994. During the first seven months of 1995, 
11 reschedulings were agreed under trhese terms--LO flow reschedulings and 
one stock-of-debt operation for Uganda. There appears Little prospect for 
most Low-income rescheduling countries to graduate from the rescheduling 
process in the absence of stock-of-debt operations. Most middle-income 
countries, in contrast, have graduated from the rescheduling process. 

Less progress has been made by debtors in negotiations with non-Paris 
Club official bilateral creditors. For some countries in the former Soviet 
Union (FSU), there has been an extremely rapid rise in debt tie other FSU 
countries, which will require strengthened debt monitoring and management. 
Fund staff have sought to assist in efforts of some of these countries and 
their non-Paris Club official creditors to reach appropriate 
debt-rescheduling agreements outside the traditional Paris Club framework. 

- 
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A ureliminarv analvsis of external-debt sustainability 1/ for heavily 
indebted noor countries was undertaken, pending the results of more detailed 
country-specific analyses that will be included in staff reports requesting 
Fund arrangements and Article IV reports for heavily indebted poor 
countries. The analysis undertaken here examined the impact of a 
hypothetical stock-of-debt operation by Paris Club creditors under Naples 
terms on debt service in 1995 for 27 low-income rescheduling countries, and 
attempted a partial assessment of debt sustainability in the context of such 
stock-of-debt operations for 14 of these 27 countries based on 
country-specific medium-term scenarios. 

The results of the analysis suggest that a stock-of-debt operation on 
Naples terms, combined with comparable treatment from other bilateral 
official and private creditors, offers good prospects for the achievement of 
overall external debt sustainability and an exit from the rescheduling 
process for the majority of low-income rescheduling countries. This 
conclusion is obviously dependent on assumptions made regarding the response 
of export growth co adjustment and reform measures undertaken by these 
countries. Notwirhstanding such debt relief, virtually all of the countries 
will remain heavily dependent on continued aid inflows. The prospects for a 
durable exit from the rescheduling process would be enhanced by 

l debtor countries strengthening their adjustment efforts including 
broadening and diversifying their export base; 

, creditor countries being prepared in some cases to top up previous 
concessional reschedulings; 

. donors focusing highly concessional assistance on low-income 
rescheduling countries that steadfastzly implement strong adjustment 
policies, particularly in the early years after stock-of-debt operations; 
and 

. medium-term projections on which stock-of-debt operations are 
based incorporating a significant reserve build-up to provide a cushion 
against external shocks. 

Even with these efforts, however, current Naples terms would a~near 
insufficient to achieve debt sustainability 1/ for a number of low-income 
rescheduliw countries, many of which face high debt service ro 
multilaterals, including the Fund. Most of these countries will continue to 
be eligible for flow reschedulings from the Paris Club which will give them 
time to establish strong track records of adjustment and strengthen their 
external positions. The priority is to ensure over this period that 
countries that pursue ambitious adjustment and reform programs obtain 
sufficient external financing to attain their growth potential. In 
addition, as country circumstances evolve, creditors, including the 

1/ As defined in Box 8 
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international institutions, might consider how the debt problems of these 
countries might best be addressed in a concerted way to achieve a durable 
exit from the rescheduling process. 

For the heavilv indebted Door countries which are not vet eligible for 
Naples terms, it is difficult at this stage to make any assessment of the 
current mechanisms for handling their external debt situations, although 
some of these countries would appear to face extremely heavy debt burdens. 

Some countries face hieh debt service to the Fund on existing debt. 
The heaviest potential burden arises in arrears cases. The staff will 
reassess the modalities of handling such cases after RAPS, though it is 
expected that Zambia will be handled under existing mechanisms through a 
successor ESAF program following arrears clearance. 





I. Introduction 

The last comprehensive review by the Executive Board of official 
financing for developing countries and their debt situation was in 
September 1994. 1/ Since then, the three principal developments have 
been the agreement in December 1994--and subsequent implementation in 
selected cases--of Naples terms for low-income countries by Paris Club 
creditors, u the increasing focus on the issue of multilateral debt, 3~ 
and the support provided by official creditors in early 1995 to Mexico. 4J 
In addition to the annual review of developments in Official Financing for 
Developing Countries, this paper attempts to provide an assessment of the 
effects of stock-of-debt operations on Naples terms on the debt situation of 
the low-income rescheduling countries. &' In so doing, the paper takes a 
preliminary look at the extent to which stock-of-debt operations on Naples 
terms by Paris Club creditors, assuming comparable treatment by other 
official bilateral and private creditors, will produce a sustainable overall 
external debt position for these countries. 

This paper is organized as follows. Section II summarizes recent 
developments in official bilateral flows, export credits, multilateral 
flows, external debt and debt service, and reschedulings by Paris Club 
creditors. Section III examines external debt-sustainability issues for 
heavily indebted poor countries. fi/ It describes proposals to increase 
the focus on debt-sustainability analysis in staff reports for heavily 
indebted poor countries and looks at the impact of hypothetical stock-of- 
debt operations on Naples terms by Paris Club creditors on debt service for 
1995 for 27 low-income rescheduling countries, and on debt service and 
external financing over 20 years for 14 of these countries. Section IV 
presents some concluding remarks and issues for discussion. The paper is a 

I/ See Summing Up by the Chairman (Buff/94/92, g/15/94). 
Z?/ As described in "Recent Developments in Commercial Bank and Official 

Bilateral Debt Restructuring" (EBS/95/41, 3/17/95). 
3/ See Concluding Remarks by the Chairman (Buff/95/18, 3/l/95 and 

Buff/95/33, 4/20/95), attached in the Appendix. 
&/ For details of official support for Mexico, see Mexico--Staff Report 

(EBS/95/103, 6/14/95), page 3. This support is not reflected in the data 
used in this report as it occurred after end-1994. The implications of the 
Mexican crisis for private flows to developing countries are discussed in 
Private Market Financing for Developing Countries and Their Debt Situation 
(EBS,'95/126, 8/l/95). 

>/ The paper builds on the analysis contained in last year's paper, 
EBS/94/167, e/23/94, pages 16-19. 

6/ External-debt sustainability is defined in Box 8. 
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summary of the background paper, Official Financing for Developing Countries 
and Their Debt Situation, which contains a more detailed discussion of these 
issues. A paper on Limits on External Debt or Borrowing in Fund 
Arrangements is to be circulated separately and will be brought for 
Executive Board discussion after the Annual Meetings. 

II. Recent Developments in Official Flows to Developing 
Countries. Their Debt and Reschedulines 

1. Official flows 1/ 

Net official development finance (ODF) to developing countries, u 
including disbursements from both multilaterals and bilaterals, at around 
US$66 billion in 1994, has declined by 16 percent in real terms since the 
peak in 1990. Net official development assistance (ODA) disbursed by DAC 
countries in 1994, which constitutes the bulk of ODF, rose in U.S. dollar 
terms to lJS$58 billion (from US$56 billion in 1993) but declined in real 
terms by 2 percent; JJ such assistance constituted 0.29 percent of DAC 
countries' GNP in 1994, the lowest level since 1973 (Chart 1). This decline 
in overall net ODA in real terms reflects primarily budgetary constraints in 
most donor countries, which are likely to continue for the near future. 4/ 
The bilateral (as opposed to multilateral) share of net ODF has varied 
between 66 and 70 percent since 1990, with no discernible trend. Net 
official financing to countries in transition (not considered as developing 
countries for this purpose) remained large in recent years at around 
US$12 billion. J/ 

lJ This sub-section is based on OECD (Development Assistance Committee) 
data, which are not consistent with the Berne Union and World Bank data used 
for sub-sections 2 and 3 below. Data on development flows exclude export 
credits as they are primarily trade-related (discussed in sub-section 2 
below); Fund financing from the GRA is excluded while that from the Trust 
Fund, SAF, and ESAF is included. For further details, see Official 
Financing for Developing Countries background paper, Chapter II, Box 1. 

u The definition of developing countries used here and in subsections 2 
and 3 below depends on the data source: see footnote 1 and background 
paper, Chapter II, Box 1. 

3J Adjusted by the OECD for inflation and currency movements; for a full 
explanation see background paper, Chapter II. 

4/ see "Bilateral and Multilateral Aid Flows and Fund-Supported Programs" 
(SM/95/93 Supplement 1, 4/25/95) and Chairman's Summing Up (Buff No. 95/48, 
6/6/95) for a discussion of the outlook for ODA. 

5/ For details and country coverage, see background paper, Chapter 11. 
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Chart 1. Net ODA Disbursements, 198MJ4 
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Within developing countries, most heavily indebted poor countries 
remained highly dependent on inflows of grants and concessional assistance 
from official donors (Box 1 and Table 1 describe the country composition of 
the heavily indebted poor and low-income rescheduling country categories 
used in this paper). For the low-income rescheduling countries, such 
inflows in 1994 were more than three times actual debt service paid; I/ 
Box 2 summarizes the extremely varied external positions, financing and debt 
of the low-income rescheduling countries. 

Box 1. Country Composition of the Group of Heavily 
Indebted Poor Countries 

The analysis in the paper focuses on @ 
groups of countries namely: 

-1 
all 41 heavily indebted poor 

coulltries; 

. 27 of these which are low-income 
rescheduling countries for which the effects of a 
hypothetical stock-of-debt operation on Naples 
terms ora debt service in 1995 are examined 
(Ssetion In, 2);2 

conclusions drawn become more tentative aa they 
gencralizc from the 14 countriaa (for wbicb detailed 
medium-term analysis was dot@ to the 27 countries 
(for which an assessment wa# made solely on the 
basis of 1995 debt service) to sll41 heavily indebted 
poor countries. 

‘For a full listing of these countries, see Table I. 
2 Angola. Benin. Bolivia, Burkina Faso, 

Cameraon, C.A.R., Chad, C&c d’lvoirc, Equatorial 
. 14 of the 27 for which the impact of Guinea, Ethiopia, Guinea, Guinea-Bissau, &yam, 

a hypothetical stock-of-debt operation on Naples Honduras, Madagascar, Mali, Mauritania, Mozambique, 

terms on external fintuxcing and debt-service over 
Nicaragua, Niger, Senegal, Sierra hone, T-in, Togo, 

the ne?.t twenty yeam is examined (Section III,3).3 
Uganda, Zai’re, and Zambia. 

3Choscn BS cowtrieS which could be relativelv 

This analysis is prelimiwy (in the sense 
early candidam for a debt-sock operation (Bolivia, 

that it anticipates more detaiLI country-specific 
Ethiopia, Guinea, Guyana, and Sierra Leone) or because 
their debt burden is particularly difficult (C&e d’lvoirc, 

maIysis) and partial (in that it does not consider the Honduras, Mauritania, Mozambique, Nicaragua, Senegal, 
possible dynamic effects of a debt overhang on Tanzania, Uganda, and tibia). 
investmentmdgmvth). Furthemvxe,the 

u s ource : IMF country staff reports. 
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Table 1. Country Composition of Forty-One HenvUy Indebted 
Poor Gwntrier 1/ 

hCl”ded in 14 low-iosome 
buhdcd in reschedulinp eounuia 

PariS Club Warld Bank 27 low-insome for tiiCh medium- 
lreaunent cttifis.lion nrhduling c.mntic. y wrm Mslysi. done 2, 

.bgo,e 
Benin 
Bolivia 
Burkina Faso 
B”IUDdi 

Camermn 
CAR. 
Chad 
Congo 
ate d’hirc 

Equatorial Ouinca 
E*iopiP 
Ghana 

MRuritia 
Mozaambiq”c 
Myarlrnar 

Nicaragua 
Niger 
Nigeria 
Rwanda 
SPO Tomd Prlnsipe 

Senegd 
Smra Leone 
SomahQ 
Sudan 
Tamania 

Togo 
Ugmdn 
Vie* Nmn 
Yrmen. Republic of 
Ztire 
Zambia 

NCR 4, 
CR 
CR 
CR 
Pm 

CR 
CR 
CR 

NCR 
CR 

CR 

ii 
CR 
CR 

CR 
CR 
ER 5, 
NR 

NCR y 

CR 
CR 
CR 
CR 
MI 

CR 

NE:: 
NR 
NR 

CR 

NEf: *t 
NCR g 

CR 

CR 
ER 6/ 
ER 1, 
NR 
CR 
CR 

s&w2 
MILK 
sum2 
Lmc 
sutc 

SLmC 
s!LIc 
MUIC 
Sn.flC 
smc 

SILK 
sulc 
SUIC 
SUK 
snx 

SILK 
SUlC 
smc 
SIISC 
sulc 

SUIC 
SUIC 
SUIC 
SLLIC 
SUIC 

MI?dlC 
snsc 
SUE 
SUK! 
slm 

MUIC 
Sn.lC 
SILIC 
SILK 
SILIC 
SUIC 

sources: World Bd, World Debt Table. 3994.95. UC* Puil club. 

11 locludea all 32 eountrics elasified 8s SU*C* by the World Bank in L994 (eee column 2). hcludcs 31 of 
35 low-immic rcacbdulinp couotrie‘ (Table 4. whm. I) srcept omlbia ad Md.ti (hssiticd by ttlc World 
Bank as MUICs) acad Cambodia and Haiti (LUIC‘). 

21 countries far which tic SuuUEhlUIC of debt &sYiCC in ,994 i. lbavn u!d 60 effect9 of bypathetic* aock-zkiebl 
operations 00 debt service ia 19% arc rxnmined. Twentyawn of 31 low-income misbcduting countriu included 
as heavily indebted poor countries (see footnote I above) we** included: Viet Nam w-u excluded u pn exit 
resrhcddiop and Liberia. s.malia. and Sudan were ers,“ded due to dale timitalio* (e.g.. on arrelli compositioo,. 

1, The impact of. hypolhclicd Sbxk-Of-J-dCb, opcralioa on NaplU terms on oxted linardnp arad debt service 
over tie next Oventy years i. examined. 

4, Now eligible for borrowing from dx World Bank exclu~ivcly on *A terms (‘ID.4 only’). 
5, Kenya, at its own request, receid 8 aancmlcesriolml rwched”hg af uIeu-9 ordy. 
61 Skxkaf-dcbt operation. 
1, Concessiona, rescheduling of arreer* only. 
Clarsifications: Paris Cl& World Bank 
CR Concessional rescheduling SILK - Severely Indebted Low-lneomc Cwouies 
NR Non-reJchcdu,ingcountry SMC Scvcrcly Indebted Middle-Income Countries 
NCR Nonconcersiond rescheduling MILK - Moderately Indebted Low-home Couuntrics 
ER Exit Rewheduliq (rerhedulio~ LUlC - Leas lndebtcd Low-home Countries 

Ol arrearl only) MlMlC - Moderately indebted Middle-home Caur,uic, 
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Box 2. lktemal Positions of Low-Income Rescheduling 
Counties IQ/ 

In aggregate in 1994: exceed& 100 percent of exports (Mozambique 
and Nicaragua); 

l non-interest current account 
deficits3 averaged over 40 percent of exports (of . scheduled debt service varied from 
goods and services); less than 20 percent of exports (Burkina Faso and 

Chad) to more than 100 percent (Mozambique and 
. while scheduled debt service Nicaragua); 

averaged amood 55 percent of exports, actual 
debt service, as a result of rescheduliigs and in . actual debt service ranged from less 
some ca9es the accumulation of arrears, averaged than 5 percent of exports (Chad and Zaire) to 
around 20 percent of exports; more than 50 percent (Nicaragua and Uganda); 

. new external inflows4 (including . countries are indebted to a variety 
grants) at almost 70 percent of exports averaged of creditors includiig Paris Club official creditors, 
more than three times actual debt service paid non-Paris Club official creditors (notably Russia), 
(Chart 2); commercial banks and multilateral creditor (TMF, 

World Bark. and other multilatemls).6 
. hence, even if these countries bad 

no external debt at all. they would remain 
heavily dependent on further concessional 
inflows. Tkis applies to nearly all of the low- ‘Dam source: Fund staff catimates. For rn~re 

income rescheduling countries in the sense tbst details including a country-by-country breakdown. B~Q 

new inflows exceeded debt service paid in 1994 Gfficial Financing background paper, Appendix I, Table I. 

(Chart 3).’ 
2Cbr country coverage sec. Box 1 and Table I. 
‘Used 89 an indicator of a country’s capacity to 

service debt out of ita own res~wccs. 
The position differ widely from country 4Exeludingfrmn IMP. 

to country. Thus in 1994: 5C!amcroon and Guyana are excqtions; for 
Guyana, new flows excesdod actual debt service paid in 

. non-interest current account 
balances varied from surpluses (Gunemon, 

1593 (akhhph,not i” 1994). 
1s muc IS discussed mers in Section III below. 

C&e d’lvoire, Guyana, and Zaire) to deficits 
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2. Recent developments in extort credits u 

Total export credit exposure to developing countries and economies in 
transition increased from an estimated US$380 billion at the end of 1993 to 
around US$420 billion at the end of 1994. 2/u The most important 
source of higher exposure in 1994 was a further increase in new export 
credit commitments, driven in part by more aggressive export promotion as 
well as a resurgence of import demand in many developing countries. New 
export credit commitments to developing countries and countries in 
transition rose from US$70 billion in 1993 to US$90 billion in 1994. Within 
this overall increase in new commitments, there was a marked increase in new 
commitments to certain large low-income countries, particularly to China, 
India and Indonesia. While precise data is not available, of the 
US$90 billion new commitments in 1994, only about US$l billion are reported 
by agencies to have been to heavily indebted poor countries. 

3. Multilateral financinp. 4/5J 

The level of gross and net multilateral lending (including from the 
Fund) to all deveioping countries in 1994 at around US$37 billion and 
US$14 billion, respectively, was broadly unchanged in U.S. dollar terms from 

I/ This sub-section is based on commitment data supplied by the 
International Union of Credit and Investment Insurers (the Berne Union): the 
disbursements of insured credits arising from these commitments often occur 
months or years later, and the Berne Union does not collect total data on 
repayments. Hence, it is not possible to get a clear picture of net flows 
from Berne Union data. For more detail, see the Official Financing 
background paper, Chapter III. For a detailed description of the role of 
export credit agencies in financing developing countries and economies in 
transition, see "Officially Supported Export Credits - Developments and 
Prospects" (SM/94/230, S/26/94) and published in March 1995 as part of the 
World Economic and Financial Surveys series; the latter (Appendix I) 
contains a glossary of terms. 

ZJ Net ODF data from OECD (DAC) sources used in sub-section 1 above 
exclude export credits. 

J/ About a quarter of this increase is attributable to the broadening of 
the Berne Union's country coverage. 

&/ This sub-section is based on data from the World Bank's Debtor 
Reporting System (DRS) which is not consistent with the OECD (DAC) data used 
in sub-section 1 above. The coverage of developing countries is also not 
the same--for further details see Official Financing background paper 
Chapter II, Box 1. 

5/ For the multilateral institutions covered, see background paper 
Chapter IV. Grants from multilateral agencies--mainly the EU and UN-are 
excluded as non debt-creating flows (totaling around US$lO billion in 1993 
according to OECD data). 
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the four previous years (Table 2). Following declines in 1993, u both 
gross and net disbursements to heavily indebted poor countries rose by 
around US$l billion in 1994, partly as a result of support for CTA franc 
countries' adjustment programs following the CFA franc devaluation, to reach 
record levels of over US$6 billion and US$3 billion, respectively. 
Virtually all of the heavily indebted poor countries continued to receive 
positive net disbursements from multilaterals in 1994. 

4. External debt and debt service 2J 

Despite increasingly concessional reschedulings, 3J other bilateral 
debt relief, and an increasing share of grants in official bilateral flows, 
official bilateral debt remains the fastest growing portion of developing 
countries' debt. The share of official bilateral debt in total medium- and 
long-term public external debt of all developing countries has risen 
steadily over the past decade to reach over one-third by end-1994 (Chart 2 
and Table 3). It has risen slightly faster than the share of multilateral 

Chart 2. Developing Cwntries: Public External Debt by Creditor Gmups 

All Developing Countries 
1994 

lJ Attributable to lower net disbursements to several large countries! 
including CFA franc countries. 

I/ This sub-section is based on World Bank (DRS) data. 
&' For details see sub-section 5 below. 



Table 2. Multilateral Disbursements to, and Debt Service 
from, Developing Countries I/ 

(In billions of U.S. dollars exceut where indicated) 

1985-89 1990 1991 1992 1993 1994 2/ 
AVC.IilQL? 

(All develooinn countries 30 

Gross disbursements 
Debt service 
Net transfers 
Net disbursements 
Debt service (as percent of 
exports of goods and seniccs) 

26.0 36.4 39.1 35.6 37.1 37.5 
21.9 34.5 36.5 36.9 37.4 39.3 
-1.9 1.9 2.6 -1.3 -0.3 -1.8 
9.1 15.4 17.7 13.8 15.2 13.7 

4.5 4.2 4.1 4.1 4.0 3.9 

Gross disbursements 
Debt service 
Net transfers 
Net disbursements 
Debt service (as a percent of 

exports of goods and setvices) 

4.5 5.8 5.6 5.4 4.9 6.1 
3.2 4.1 4.3 3.6 3.1 4.0 
1.3 1.7 1.3 1.8 1.2 2.1 
2.5 3.3 3.2 3.4 2.7 3.7 

8.7 8.3 9.1 1.4 8.0 8.7 

Source.s: World Bank Debtor Reporting System (DRS); and IMF staff estimates. 

I/ Including the IMF. 
21 Preliminary estimates. 
21 For coverage, see background paper on Official Financing (Chapter IV). 
41 For coverage. see Table 1. 
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Table 3. Developing Countries: Public Medium- and 
Long-Term External Debt by Creditor 1121 

All developine couatries 31 Heavilv Indebted Poor Countries 41 
1984 1990 1993 1994 g 1984 1990 1993 1994 21 

(In billions of U.S. dollars) 

Total external debt 642 1,104 1,246 1.331 77 186 191 200 

($I Dercent of total) 

Of which: 
Multilateral (including IMF) 
Official bilateral 
Private 

18.7 22.1 23.3 23.2 27.7 25.5 29.1 30.5 
24.4 32.2 34.2 34.7 41.0 54.3 54.8 54.7 
57.0 45.7 42.5 42.1 31.3 20.1 16.0 14.9 

Memorandum item: 
Share of multilateral 

debt on concessional 
terms (percent) 30.9 30.9 33.5 35.6 so.3 60.1 68.0 69.8 

Sources: World Bank Debtor Reporting System (DRS); and IMF staff estimates. 

11 Includes publicly guaranteed debt. 
21 Coverage in the DRS of Russian claims on developing countries is incomplete. By way of illustration, if the data 

for 1993 is replaced by Russian figures, with ruble debt valued at the official exchange rate for tbe ruble as of end-1993 
(Rub 0.5854 per USSl), for all developing countries total debt would be USS1.355 billion. with the respective 
percentages21.4 (multilateral), 39.4 @ilateral), and 39.0 (private); for the heavily indebted poor countries total debt 
would be US6200 billion, and 27.8 percent (multilateral), 56.9 percent (bilateral) and 15.3 percent (private). These totals 
and this method of valuation are disputed by many debtors. 

21 For country coverage, see background paper on Official Financing (Chapter IV). 
4/ For country coverage, see Table 1. 
51 Provisional estimates. 
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debt over this period: both have increased relative to private sector 
creditors (including commercial banks) whose share declined by 15 percentage 
points in the decade to 1994 to reach 42 percent. These trends are more 
pronounced in the case of the heavily indebted poor countries. In the 
decade to 1994, the share of private sector creditors in the heavily 
indebted poor countries' debt fell by some 16 percentage points to 
15 percent of total debt as a result of debt-reduction agreements and much 
reduced new lending. By contrast, the share of official bilateral creditors 
has risen by 14 percentage points over the same period to reach 55 percent 
of total debt, while the share of multilaterals has risen by 3 percentage 
points, reaching 30 percent by end-1994. Both the composition of debt (by 
creditor groups) and the debt burden of the low-income rescheduling 
countries vary considerably from country to country (Box 2). 

Notwithstanding the build-up of multilateral debt, multilateral debt 
service has remained broadly unchanged over the last decade at around 
4 percent of exports of goods and services for all developing countries and 
8% percent for heavily indebted poor countries, as a result of new 
multilateral lending being provided on increasingly concessional terms 
(Table 2). The share of concessional debt in total multilateral debt of the 
heavily indebted poor countries has risen by some 20 percentage points in 
the last decade to reach 70 percent at end-1994 (Table 3). 

External debt can also imply a heavy burden from the viewpoint of 
government budgets; this issue is looked at in Box 3. 

Box 3. Fiscal Burden of External Debt 

An issue of increasing concern has been . For most of the countries, the 
the fiscal burden of external debt. ?be Official assessment based on fiscal debt indicators parallels 
Financing background paper examinea this for that on extexnal indicators such as the debt- 
the heavily indebted poor countries.1 its service-to-exports ratio. 
principal conclusions are 

. A minority of countries--such as 
. Based on 1994 data, around half Cameroon. C.A.R., Chad, Equatorial Guinea, 

of these countries face scheduled debt-service Niger, Senegal, and Tanzania--faces relatively 
payments on public sector debt exceediig one higher cxtemal debt burdens measured against 
halfofgovcmmentrevenue. For more than one government reVen”ea than against cxpolts. In 
quarter of the countries, scheduled debt service some of these countries, this reflects relatively low 
exceeds total govemment revenue. revenue-to-GDP ratios. 

. Achml debt service paid on A more thomugb assessment of the fiscal 
average was only one-third of scheduled debt sustainability of external debt would need to be 
service as a result of debt relief or the made on a country-specific basis. 
accumulation of arrears. 

. In most cases, receipts of foreign 
grants--which are mostly project-related-- 
exceeded actual debt service paid. 

‘S= background paper. Appendix 1. Chapter III. 
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5. Paris Club reschedulines I/&' 

a. Low-income countries 

Paris Club creditors agreed on Naples terms for low-income rescheduling 
countries in December 1994 (for a suouaary of Naples terms see Box 4). 
During the first seven months of 1995, 11 reschedulings were agreed under 
these terms for low-income countries--l0 flow reschedulings for Bolivia, 
Cambodia, Chad, Guinea, Guinea-Bissau, Haiti, Mauritania, Nicaragua, 
Senegal, and Togo--and one stock-of-debt aperatio" for Uganda. I/ All of 
these reschedulings involved a 67 percent net present value (NPV) reduction 
of eligible debt except for that for Guinea, which involved a 50 percent NPV 
reduction. In four cases (Chad, Guinea-Bissau, Mauritania, and Togo), the 
agreements provided for a topping up &/ of certain debt previously 
rescheduled on Toronto terms to a 67 percent NPV reduction; this was also 
the case for the stock-of-debt operation for Uganda. I" two cases, 
Guinea-Bissau and Senegal, reflecting extremely difficult financial 
positions, the agreements provided for a" exceptio"aL, but "onconcessional, 
deferral of arrears on post-cutoff date debt. 

Most of the agreements--with Chad, Guinea-Bissau, Mauritania, 
Nicaragua, Senegal, and Togo--featured a goodwill clause stating that 
creditors agree to consider a stock-of-debt operation at a later date 
provided the debtor implements the agreement in full and continues to have 
a" appropriate arrangement from the Fund (Table 5). 5/ For Bolivia, a 
possible stock-of-debt operation is envisaged later in 1995 provided 
creditors can reach a consensus to choose concessional options. For Guinea, 
the goodwill clause contained in the 1992 agreement continues to apply. The 
agreements with Cambodia and Haiti did not contain such a goodwill clause, 
as both countries have relatively small remaining debts to Paris Club 
creditors after the current rescheduling agreements. With these two 
exceptions, there is little prospect that most low-income rescheduling 
countries can graduate from the rescheduling process in the absence of 
stock-of-debt operations (as is discussed further in Section III below). 

u There were no reschedulings in the last five months of 1994, partly 
because Naples terms were under consideration by Paris Club creditors, 
except for Equatorial Guinea in December. For details, see Official 
Financing background paper and EBS/95/41 (3/17/95), page 13, footnote 2. 

2/ Table 4 summarizes the status of Paris Club rescheduling countries as 
at end-July 1995. 

y For details of reschedulings, including coverage and terms, see 
background paper, Chapter V. 

4/ For an explanation, see Box 4 ("Coverage"). 
v The date provided is either three years from the Agreed Minute, or, 

for countries with prior track records, at the end of the consolidation 
period. 

._.. - -.-., -,-. 
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Box 4. Paris Club Naples Terms 

Key elements of Naples terms, which . ODA credits. PI-e-cutoff date 
have rcplaccd the previous conceasional (Toronto credits are 
or London) terms, for low-income countries are’ 

rescheduled on the original 
concessional interest rates over 40 years with 
16 years grace (30 yea-3 with 12 years grace for 

. Elieibility is decided by creditors 50 percent NPV reduction). 
on a case-by-case basis, based primarily on a 
country’s income level. Countries which have Flow nschedulinzs--provide for the 
previously received concessional reschedulings twcheduliig of debt service on eligible debt 
(on Toronto 01 London ttrms) are eligible for falling due during the consolidation period 
Naples terms. (generally in lie with the period of the Fund 

mangement). 
. Concession&y. Most countries 

receive a reduction in eligible non-ODA debt of Stock-of-debt oDerations--under which the 
67 percent in net proaent value (NPV) terms entire stock of eligible pre-cutoff date debt is 
Some countries with a per capita income of more rescheduled concessionally--are reserved for 
than USSSOO & a ratio of debt to exports in countries with a satisfactory track record for a 
present value telms of less than 350 percc”t-- minimum of three years with respect to both 
decided on a case-by-case basis--receive a payments under rescheduling agreements and 
50 percent NPV reduction. performance under Fund arrangements. Creditors 

must be confident that the country will be able to 
. Coveraee. The coverage respect the debt agreement as an exit rescheduling 

(inclusion in the rescheduling agreement) of “on- (with no linther reschcduliigs required) and there 
ODA presutoff date debt is decided on a case- must he a consensus among creditors to choose 
by-case basis in the light of balance of payments concessional options. 
needs. Debt previously rescheduled on concess- 
ional (either Toronto or London) terms is 
potentially subject to further reschedulin to top 
up the amount of concession&y 4 given. ‘nor full derails, sm EEW95/41, 3/17/95, 

pages 6-13. 

. Choice of ootions. Creditors have %nder such topping up, the NPV reduction is 

a choice of hvo concessional options for 
increased from the original levsl given under Toronto or 

achieving a 67 (or 50) percent NPV reductio”,3 
London terms to the new level qrced under Naples terms, 

namely: 
mm.4y 61 or 50 percent. 

3For a 50 percent NPV reduction, the DSR option 
provides for repayment over 23 years with 6 years Smce 

a debt reduction (DR) option and the IA option for repayment over 25 years with 

(repayment over 23 years with 6 years grace). I6 years 
.f 

mce. 
For flow rcschedulings, there is no grace period 

a debt-service reduction (DSR) 
and for stock-of-debt operations, the grace period is three 

option--under which the NPV reduction is 
years. 

achieved by conceasional interest ratw (with 
‘There is, in addition, a capimlimion of 

repayment over 33 years).4 5 
moratorium interest (CMI) option which also achieves the 
NPV reduction by B lower interest rate over the sane 
repayment (and grace) periods as the DSR option. 

Also there is a commercial or long 6Creditors choosing this option undertake best 

mah”itics (LM) option, providing for no NPV efforts to change to a concessional option at a later date 

reduction (repa mcnt over 40 years with 
when feasible. 

20 years grace). i 



- 13 - 
Table 4. Status of Paris Club Rexbedulig Countries Since 1980 (as of July 31, 199.5) 11 

(Dates rcfcr Lo end of c”rrcnt or last consolidation Period) 2/ 

Low-ineamc 31 Lower middl&nxnc 4, Other middle-income Tot.4 

tiphm, The 9187 

** Ueanda :z 
l “iti Nam u/93 fi/ 

Subtotal 4 

l Bcni” 12/95 
l * Bolivia 12/97 
l Burkins Faso 12/95 
l * Cambadia 3197 
* C&c d’lvoirc 3/97 
* Ethiopia 10195 
* Eq”atalial G”i”ca 2196 
** G”ilm 12195 
** Cuinca-Bisaa” 12/97 
** Haiti 3/96 
l H”nd”ms 7195 
* Mali 8195 
l * Mauritania 12/97 
** Nicsm 

f 
ua 6197 

** Senc*a 8197 
* Sierra Lwnc 12/95 
** Togo 9197 

Subtotal 17 

Countria that have emduatcd from rcschedulings 

Dominican Republic 3193 3195 
Ecuador 12194 4195 

%&dot 
s/9* y 

ig2 
8193 

9/9, Chile 12188 
G”MC”W.h 3/93 g Costa Rica 6/93 g 
Kay. l/94 6/I/ Mcxko s/92 
M”OXCO 12/92 Pa”a”la 3192 
PhiippiWd 7194 y R”“l&llia 12183 
pQ)& 4/9, Trinidad and Tobago 3/91 

Turkey 6/83 

0 

Countriu with rescheduling agncmcnts in effect 

1amaiEa 
Jordan 
PW” 

9/95 5/98 
s/97 t%?: *Z/95 
3/96 FYR Macedonia 6/96 9, 

Russian Fcdcration 12195 

2 
Counttics with prcvioua rcschcduling agrecmcnts. 

but without c”nc”t rescheduling agrccmcnts, 
which have not graduated from rcschcdulines 

Angola 9190 CO”g0 s/95 Gabon 3195 
* camcroon 9195 JQl Nigeria 3192 Y”gosla”ia 111 6189 
l CAR 3195 
** Chad 3195 
l Guyana 12194 12, 

Liberia 6185 
Madagascar 

: bIo~tmbiq”c 

SoAL 
Sudan 

* Tanzania 
Zaire 

* Zambia 

6191 12, 

% M’ 
12188 
12184 
6194 
6190 11, 
3/95 Q 

Subtotal 14 2 2 J!3 
All co”“tries II 14 16 65 

Source: Paris Club. 
11 Includes agrccmcnta of the Russian Federation and Turkey with official hilsteral crcditora. 
21 In the cssc of a stock-of-debt otxmtion, cam&d agrsment. or wrcan only rescheduling. date shown is that of rclcvant 

agrccmcnt. 
3, “*- dcnotcs rcschcduling on London tcm,s. and -**” dcnota nschcduling a” Naplsa terms (stock tmatmcnt “ndcrlincd). 
41 Dcfmcd hem as count&r that obtain& lower middl&ncomc but not concusionsl terms with Paris Club reschcdulings; atack 

treatmmt undcrlincd. 
ii The Ias1 of tbrw sLBgcs of debt reduction under the 1991 sgrcement ha: not yd been implcmcntcd. 
$1 Rcrchcduting af urcars only. 
11 Nonconccssional rescheduling at the authoritica’ request. 
Sl The 1994 rcschcduling agrccmcnt w*s cancclcd at tbc rqucst of the Philippine authoriticr. 
21 FYR Macedania rag& to the terms and conditions of the rcrchcddulingagncmcnt. but has not yet signed the Agreed Minute 

Qi The second tmncbc af this agrczm~nt. covering the nine months thmugh end-Scplcmbcr 1995, will not be implcmcnted 
Ui Fomxr Socialist Federal Republic of Y”gor,avia. 
121 Fund arrangcmcnt in place. rescheduling cxpcctcd shady. 
121 Last rcrchcduling on Toronto tcnns. 
141 An cxlcnsion of the consolidstion period through end-1995 has been ryuested. 
01 An crtmsion of tbc consolidation period in line with the cxtcnaian of the righta accumulation program (to Novcmbcr 1995) 

has been rcqucstcd. 
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Table 5. Low-Incmoe Rescheduling Countries: Consolidation Periods 
and Dates for Actual or Possible Debt-stock Operations I/ 

Date of actual/Possible End of cun-eot 
debt-stock operation or last 

apccified in lalcst consolidation 
Agreed Minute y period 

Period buween 
end of consolidation 
period md stockaf- 

debt operation 
(ii months) 

Cumnt and pmspcaivc (. ..) 
IMF ~~rno~crncnt 

TYF End of Arrangement 
period 31 

ugsnda z95 g St”& g 

Bolivia l/95 z/ n/97 
Tanzania 1195 6194 
Zambia 7195 3/95 
Mali 10195 E/95 
Honduras 10195 7195 
Guinea 1 l/95 11 n/95 
Benin 12l95 n/95 
Ethiopia 12/9s 10195 
Sicm Leone 12/95 21 12195 

7 
4 
2 
3 
. 

ESAP 

ESAF 

9197 

n/97 

RAP 
ESAF 
ESAF 
B-SAP 
ESAF 

2 SAP 
l?sAF 

11195 
8.195 
7195 41 
9196 &I 
l/96 

10195 
3197 

Mozambique 3196 6195 2) 9 ESAF 5193 al 
Burkina Faso 5196 12/95 5 Jf!sAF 3196 
Guys”. 5196 12194 17 ESAP 1191 

Cameroon 3197 y 9195 
Chad 3197 3195 
Niger 3197 3/95 
CBte d’lvoirc 3197 3197 
C.A.R. 4197 3195 
Nicaragua 6197 21 6197 
Senegal 8197 y 8197 
Equatorial Guinea 12197 2196 
ua”rira”ia 1219-l g ,2/97 

18 
24 
24 

SBA 9195 
ESAF 9197 JJ 

ESAF 
25 
- ESAF 

ESAF 
ESAP 
ESAF 

6197 
8197 
5196 
l/98 

Guinea Birsau 2Pl8 12197 

22 

2 l/98 
Togo 2198 2 9197 5 ESAP 9197 

Sources: Agreed Minutea of debt rcscbcdulinga; and IMP staff e&maw. 

11 In accordance with normal Paris Club pncticc to base rucheduliops on agreed terms of reference when the number of orcditorr 
involved is very malt, the rcschcduliogs for !ZqoatoMl Guinea (1992, 1994). CImbodii (1995), sod Chad (1995) were not based oo 
full-tlcdgcd Agreed Miuten. Equatorial Guiou obtained enhanced concesaioru (London terms), md Cambodii md Chad obtained 
Naples temn, but no date for a stock+fdcbt opcntion was s~ecifted io the temu of reference. 

21 The fust Paris Club Agreed Miutc ittcorporating London tcr,,u or Napka term, gcnenlly *tea that crediton will toed to 
consider tbc matter of tbe debtor country’s stock of debt if for tbrw ycan following UC signing of the Agreed Minute the debtor 
country maintains satisfactory relations with the participating creditor wuotries, fully impkmcnts all agreements signed with them sod 
cont’mucs to have l I appmptiatc mrangemcot with tbe IMP. The cbuac for Cameroon wa waker, with crediton agreeing in principle 
to consider holding a mcctiog on tbc matter of tbc stock of debt. T’be agreementa in 1994 with Sierra Leone, sod in 1995 with Guinea, 
Nicaragua. Scncgsl. Mmxitania. and Togo run beyond UC origioal date for l stockofd-dcbt operation car&x envisaged. 

21 End of original arrangement period. 
$/ The fist stock-of-debt operation under Naples terma w agreed with Uganda, and provided a 67 percent net Prescrd value 

reduction. The stock operation was implcmcnti earlier (February 1995) than the original date envisaged in the 1992 Agreed Minute 
(June 1995). 

x/ Bolivia met the conditions for a stock-of-debt operation in March 1995, however, there was no conscn~us among creditora to 
choose B concessional option and crcditom will consider a stock opcmtion when such a consenws emerges. 

41 This was cxtcndcd to July 1997. 
I/ In the most recent Agreed Minute of January 1995. there is no reference to I stock-of-debt operation. 
&/ A second annual ESAF arranpment WBI approved in September 1994, togdhcr with an extension of the original commjtmcot 

period until Navcmbcr 1996. 
9_/ Consolidation period was extended. 

lo/ Mozambique’s additional annual arrangement was approved on 6/15/94; in June 1995, tbc original commitmeot period was 
cxtcnded to December 1995, and the suthoritics have requested an extension oftbe conrotidation period *rough sod-,995. 
111 Board meeting schcdulcd for Scptcmbcr 1995. 
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b. Middle-income countries 

Most middle-income countries, by contrast, have graduated from the 
rescheduling process. Of the 30 middle-income countries that required Paris 
Club reschedulings in the past decade. 19 have now graduated, though some of 
the recent graduates (such as Costa Rica, the Dominican Republic, and 
Guatemala) have subsequently run up arrears to Paris Club creditors 
(Table 4). Moreover, the majority of the remaining middle-income countries 
with agreements now in force are expected to graduate at the end of their 
current consolidation periods. Four middle-income countries--Algeria, 
Croatia, the FYR Macedonia, and the Russian Federation--reached rescheduling 
agreements in the first seven months of 1995. All of these agreements 
incorporated graduated repayment schedules--involving short grace periods 
(2-3 years), with total debt-service payments (interest and principal 
combined) rising steadily over the repayment period (15 years). The 
agreement with FYR Macedonia--reflecting its exceptional circumstances-- 
featured a deferral of arrears on post-cutoff date debt over 6 years. 

6. Non-Paris Club bilateral creditors 

Less progress has been made by debtors in negotiations with non-Paris 
Club official bilateral creditors. u The Official Financing background 
paper (Chapter V) describes the agreements that have been reached over the 
past year. The largest single creditor in this group is the Russian 
Federation (for a description of Russia's claims on developing countries, 
see Box 5). For debtor countries that have reached rescheduling agreements 
with Paris Club creditors, the terms of these agreements prevent the debtor 
from reaching agreement with any other bilateral creditor that does not 
provide at least comparable treatment; however, they do not prevent the 
creditor offering, and the debtor agreeing, more generous terms. 2/ For a 
number of countries facing particularly Severe debt and financing problems 
and with very large obligations to non-Paris Club official bilateral 
creditors, debt restructuring by these creditors would need to take fully 

1/ Under the Fund's long-standing practice of treating such creditors in 
parallel with Paris Club creditors, debts owed but not paid to non-Paris 
Club bilateral creditors are not treated as arrears for program monitoring 
purposes during the period specified in the Paris Club Agreed Minute for 
concluding bilateral agreements. If the debtor has not concluded agreements 
with its non-Paris Club creditors within this period, arrears will exist for 
program monitoring purposes unless the debtor is judged by the Fund to be 
making best efforts to conclude such agreements. 

?!/ Paris Club creditors also take into account the provision of new money 
by respective creditor groups in assessing comparability. 
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into accounf these countries' limited payments capacity. 1/ Early 
agreement would also be highly desirable so that normal relations with all 
creditors can be restored and the resulting debt-service obligations can be 
fully incorporated into medium-term macro-frameworks. 

Box 5. Developing Countries’ Debt to the Russian Federation 

Based on the Russian authorities' . 
data, ’ 

Partly in consequence, only small 
Russia is among the largest official payments have been received on this debt during 

bilateral crediton of developing countries. To the last five years. 
SU&zC: 

. Russiabasreachedrcschcdulingand 
. According to the Russian restnlchlring agreements, some involving 

valuation, Russian claims on developing substantialdiscounts, withseveral debtors&has 
countries inherited from the FSU exceeded Bolivia 1990,Jordan 1992,and India 19932). 
US170 billion at end-1993. 

. On this valuation basis, Russia is 
a particularly important creditor of the heavily 
indebted P”’ countries. Two-thirds of the 
heavily indebted poor countries are indebted to 
Russia. Russia’s claims account for around one 
quarter of these countries' total debt. 

. Many of Russia's claims am 
disputed by debtors both in terms of coverage 
and in terms of valuation. 

‘According to the Russian authorities. their debt 
should be valued at the U.S.S.R. Oosbank official ruble 
exchmgemta (Rub OS854pcr U.S. dallaracatend-1993) 
as was provided for in many of the debt agreements. For 
further details see official Financing backgraund paper, 
Appendix II. 

2For details, see Official Financing background 
paper, Appendix II, Box 12. 

A" issue that has arise" over the last year or two was the need for 
certain countries of the former Soviet Union (FSU) to secure rescheduling 
agreements with their creditors, as a result of their extremely rapid 
build-up of external debt (described in Box 6). Paris Club rescheduling was 
not an option, as the debtors concerned generally had limited, if any, 
eligible debrs to Paris Club creditors. 12/ Thus, the debtor was left to 
seek bilateral rescheduling agreements with its official creditors in the 
absence of the multilateral framework provided by the Paris Club. I" some 

1/ Examples of such agreements already exist such as Russia's 1992 
agreement with Jordan (see Official Financing background paper Appendix II, 
Box 12). 

Z?/ Much of the debt also arose from the consolidation of payments arrears 
rather than from formal lending by government agencies (see Box 6). 
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case.9, such as Ukraine, with a limited number of creditors involved, this 
process worked well. In others, such as Georgia, with a larger number of 
official creditors involved, in order to facilitate the process and obtain 
the financing assurances required for IMF support, the staff held meetings 
with concerned creditors. Most, though not all, official creditors agreed 
to undertake bilateral negotiations on the basis of the financing 
assumptions underlying the program. This is an evolving process--and not 
always a smooth one--where the staff is seeking to secure the financing 
as.surances necessary for program approval with the cooperation of debtors 
and creditors concerned in the absence of the established multilateral 
framework provided by the Paris Club. 

Box 6. External Debt of Certain Countries of the Former Soviet Union’ 

There has been a rapid build-up of 
external debt by certain countries of the former 
Soviet Union (FSU) such as Armenia, Georgia, 
the Kyrgyz Republic. and Tajikistan. In short: 

. The build-up of debt ta non-FSU 
m reflects bilateral and multilateral 
assistance in support of stabilisation efforts and 
structural reforms as well as the use of import 
finance and, for Russia, the capitalizatiob of 
interest on existing debt. 

. The build-up of intra-FSU debt, 
mainly to Russia and Turkmenistan, retlccts the 
conversion by Russia of correspondent account 
balances to state debts and the provision of new 
state credits; and the conversion of trade a-ream 
to state debts. 

. The sharp build-up of trade-related 
& results from the large rise in the price of 

energy imports (towards world market prices) in 
a system of traditional trade relations under which 
suppliers continued to deliver goods without 
payments. 

. A factor in the debt build-up, was 
inadcauate debt-monitoring and control svstems; 
many countries have taken steps to set up and 
strengthen such systems. 

. The profile of scheduled debt 
service for the medium term of several of these 
countries (notably Georgia and Tajikistan) raises 
the prospect of further debt reschedulines to 
reduce actual debt service to the country’s 
payments capacity. 

‘For further details, see Offtcid Financing 
background paper. Appendix It. 
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III. External Debt Sustainability for Heavily Indebted Poor Countries 

1. Overview 

The current mechanisms for handling the debt situation of the heavily 
indebted poor countries ensure thaf debt relief is given in support of 
adjustment by debtors on a case-by-case basis reflecting their highly varied 
external positions (see Box 2). The preliminary conclusions from the 
current analysis are that these mechanisms are likely to work for the 
majority of countries currently eligible for Naples terms in that they offer 
the likelihood of a durable exit from the rescheduling process consistent 
with the achievement of external-debt sustainability (for prospective debt 
service in 1995, see Chart 4 and for a definition of sustainability, see 
Box 8). These chances can be strengthened by actions by all of the 
principal parties--debtors, creditors, donors. and multilateral 
institutions--as discussed below. For a minority of currently eligible 
countries, existing mechanisms would not appear to provide good prospects 
for a durable exit from the rescheduling process. However, such countries 
may still be able to pursue policies conducive to adjustment and growth over 
the medium term with the support of flow reschedulings. lJ But if these 
countries are ultimately to exit from the rescheduling process, with the 
advantages described below, they may eventually require some combination of 
higher debt relief from Paris Club creditors, more debt relief from other 
official bilateral creditors or commercial banks, or action to tackle their 
multilateral debt. Appropriate action would be most effectively tailored to 
individual circumstances as they become clearer in the adjustment process 
and as countries demonstrate through track records of adjustment that debt 
relief would be put to effective use. For the heavily indebted poor 
countries which are not yet eligible for Naples terms, it is difficult at 
this stage to make an assessment of the current mechanisms for handling 
their external debt situations, although some of these countries would 
appear to face extremely heavy debt burdens. 

The current mechanisms for handling the external debt situations of the 
heavily indebted poor countries, including ensuring adequate financing to 
allow the countries to realize their growth potential, can be summarized as 
follows: 

. The adoption by the country concerned of programs of adjustment 
and reform supported by the Fund and the World Bank and associated 
multilateral inflows. 

1/ In fact, flow reschedulings--through the capitalization of interest in 
the consolidation period--initially provide for more debt relief and 
financing than equivalent in NPV terms stock operations. See Official 
Financing background paper, Appendix I, Chapter I. 
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. A consultative group meeting (generally annually) to secure i!i: 
concessional bilateral assistance required from donors to finance the 
program. 

. For countries unable to meet their debt-service obligations to 
official creditors in full, reschedulings by Paris Club creditors. For most 
of the heavily indebted poor countries, this involves a 67 percent net 
present value (NPV) reduction of debt service on eligible debt (flow 
reschedulings) under Naples terms u with the prospect of a stock-of-debt 
operation for countries with three years of good track records under both 
Fund arrangements and rescheduling agreements. 

. Comparable debt relief to that provided by the Paris Club by other 
official bilateral creditors and private creditors such as commercial banks. 

This process has important advantages: 

. it ensures that debt relief both under flow reschedulings 
(directly) and under stock-of-debt operations (via the required track 
record) is given in support of an adjustment effort by the debtor; and 

. it provides for case-by-case treatment of individual debtors 
reflecting their very different external positions (see Box 2) both by 
creditors (with Paris Club creditors tailoring effective debt relief through 
the amount of debt rescheduled to financing needs) and by donors (in the 
Consultative Group process). 

The staff has taken steps to strengthen country-specific 
debt-sustainability analysis in staff reports on heavily indebted poor 
countries (see Box 7). Pending results of this analysis, subsequent 
sub-sections present a preliminary assessment of the mechanisms described 
above from the viewpoint of external-debt sustainability. This concept is 
summarized in Box 8. 

Sub-section 2 focusses on external debt-service obligations in 1995 
resulting from hypothetical stock-of-debt operations for 27 low-income 
rescheduling countries, while sub-section 3 looks at prospective debt 
service and the external financing positions over 20 years for 14 of these 
countries that could be early candidates for stock-of-debt operations or 
whose debt burden is particularly difficult. 2/ It should be emphasized 
that the current analysis is only partial and the results need to be treated 
as preliminary. While analyses based on movements of the NPV of debt-to- 
exports ratios were not included for the 14 countries where detailed 
medium-term projections were made, these will be included in the proposed 

I/ For details, see Box 4. 
&' For an explanation of these groups and a listing of the countries 

involved see Box 1 and Table 1. 
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Box 7. Proposed Country-Specific Analysis of Debt Sustainability 1 
In the light of the Board discussions earlier 

this year oo multilateral debt,’ the staff, in 
consultation with the World Bank, has prepared 
guidelines on the form debt-sustainability analysis 
should take in staff reports ott members’ requests 
for Fund arrangements and Article IV consultation 
reports for heavily indebted poor co~otties.~ This 
analysis needs to be carried out on a couotty- 
specific, case-by-case hasis given: 

. the limitations of the stylized 
exercises--hased oo uniform assumptions of export 
growth--used in the multilateral debt papers earlier 
this yeari and 

. the need for the projections to be 
made in the framework of policy discussions with 
the authorities--such as in the Policy Framework 
Paper process. 

It should he recognized, however, that even 
in such a country-specific framework, it is difiicult 
to project the response of countries to adjustment 
and reform. and the conclusions will remain highly 
dependent on the assumptions made (such as oo 
exports and aid ilows, where a wide range of wws 
is possible). 

The objective of the country-specific 
analysis is to provide, in collaboration with the 
World Bank. an assessment of: 

. the sustainability of a country’s external 
debt situation over the medium and long term, 
taking into account possible stock-of-debt 
operations, export growth prospects, and ww 
borrowing consistent with the proposed adjustment 

path and consistent with achieving the country’s 
potential growth rate: 

. the robustness of these results to key 
changes in the overall pammeters such as export 
growh and the volume and terms of available 
external fmawe. including grants: and 

. the implications of this analysis for 
the terms of new borrowing. 

The analysis will also include a discussion of 
the fiscal burden of external debt (see Box 3). The 
proposed amendments to the guidelines on external 
borrowing in Fund anangements(see separate paper, 
fotthcoming) are intended, inter alia, to bring a 
wider range of external borrowing within the 
purview of this analysis. 

‘See Chairman’s concluding remarks, March I, 
Buffl95/l9andJointReporttotheDevelapmentCommittee 
as circulated to Executive Directors hy the Secremry on 
April 24, 1995 (corrected version), contained in tbc 
Abpendin. 

*The World Bank will he undertakinn similar 
analysis in their Country Assistance Strategy papers. 

3”lssues and Developments in Multilateral Debt 
and Financing for the Heavily Indebted Poor Cauntries-- 
Preliminary Considerations” (SM/95/29. Z/7/95), 
“Multilateral debt of the Heavily Indebted Poor Countries’ 
(SM/95/30. Z/9/95). and “Issues and Developments in 
Multilateral Debt and Financing fw the Heavily Indebted 
Poor Countries Further Consideration’ (SM/95/61, 
3/31/95) (the last two papers prepared jointly with World 
Bank staff). 
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Box 8. External Debt Sustainability 

The external position of a country could be other circumstances. As important as the starting 
considered sustainable if the country is expected to levels of such indicators is their trend over the 
be able to meet its external obligations in full projection period. A country’s external debt position 
without future recourse ta debt rescheduling or might generally be considered sustainable over the 
relief or the accumulation of arrears, over the projection period if: 
medium or long term. Reducing the burden of 
current and future obligations to sustainable levels . scheduled debt-service ratios were 
could also eliminate a possible disincentive effect declining to below 20-25 percent of exports of goods 
on investment and new capital inflows. and services; 

The key indicators for assessing . timacing gaps were eliminated; and 
sustainability could be: 

. the ratios of the NPV of debt-to- 
. the ratioof scheduleddebt service to exports decline to below 200-250 percent of exports. 

exports of goods and sev~iccs; 
The definition of sustainability used here 

. the external financing gap--a&r differs importantly from the normal Fund definition 
allowing for expected inflows in the form of grant of medium-term viability which precludes recourse to 
receipts, loan disbursements, and any commercial further exceptional fmancing (such aa the use of 
cspital flows; and Fund resounes). Given the heavy dependence of the 

heavily indebted poor countries on continued aid 
. the ratio of the net present value of inflows including those of an exceptional nature, and 

the debt to exports. the continued likely need for future use of ESAF 
resources, it would be extremely difficult for many 

The levels of the above indicators that could of these countries to reach viability defined to 
be considered sustainable vary from country to exclude exceptional tinance. 
country depending on specific macroeconomic and 

country-specific analysis. lJ2J For many countries, the integration of 
the analysis into the policy dialogue was necessarily imperfect--reflecting 
the different stages of policy discussions. In the context of the country- 
specific work described above, the staff will continue to look at the issue 
of debt sustainability and will report: in individual cases and periodically 
survey the general situation. The cutrent analysis, however, provides a 

1/ Such an analysis was included in the May 1995 World Bank Country 
Assistance Strategy paper for Uganda which showed that this ratio fell from 
318 percent in 1995 after the Naples terms stock-of-debt operation to 
150 percent in 2002 on certain assumptions. 

2/ Lack of necessary data--in particular on servicing of existing debt 
beyond 2014--precluded a dynamic analysis over time of the NPV of debt-to- 
exports ratios in this paper. This would be facilitated by a reconciliation 
of existing external debt-service data maintained by Fund Area Departments 
with data in the Bank’s DRS. 
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first assessment of the likely results of stock-of-debt operations under 
Naples terms, bearing in mind the uncertainties of longer-term 
country-specific projections and, in particular, of the projections of aid 
flows on which most countries are heavily dependent. 

The assessment of whether current mechanisms can achieve debt 
sustainability assumes the desirability of an eventual exit from the 
rescheduling process. The paramount advantage of such an exit is a return 
to normal relations with the international financial community, 
characterized by spontaneous financial flows and the full honoring of 
commitments. In addition, repeated reschedulings involve significant costs 
for policy makers and create uncertainty about future debt relief; and they 
may foster the belief on the part of borrowers that financial contracts need 
not be honored. MO?XOVEX, "debt overhangs" may have contributed to 
investment disincentives, potentially delaying private capital flows 
required to generate sustainable growth (though a review of this issue for 
heavily indebted poor countries found such effects difficult to identify 
given the multitude of other influences on investment and growth (see 
Box 9)). 

L 

Box 9. External Debt Overhang 

The Official Financing background paper investment and relatively buoyant growth in the 
looks at the relationship between external debt 1990s despite heavy external debt burdens. 
and investmentigrowth in 39 heavily indebted 
poor countries. ’ z It concludes thr& . Nevertheless, heavy external debt 

burdens may have been associated with 
. The direct relationship behueen disincentives to invest, which could have 

debt and investment or economic growth in contributed to the relatively poor growth 
heavily indebted poor countries seems to be performance of some. of these countries. 
weaker than in middle-income developing 
countries. It is difficult to disentangle the role of . Widespread acceptance of the 
any debt overhang from other factors that have proposition that external debt levels for many of 
clearly worked to depress economic growth and these countries go beyond their debt-servicing 
investment in the heavily indebted poor capacity has been instrume&xl in the Paris Club’s 
countries. agreeing to implement increasingly concessional 

rescheduling terms for low-income rescheduling 
. Total net flows mainly from countries, involving most recently 61 percent NPV 

official sourcestothese countries have remained reductions for mostcountriesunder Naples te-. 
strongly positive throughout the 1980s and 1990s 
despite their heavy debt burdens. 

. Several countries. such as Bolivia, ‘See background paper. Appendix I, Chapter II. 
Guyana, and Uganda, have experienced rising ‘AlI 41 heavily indebted poor countries (sre 

Table I). excluding Angola and Somalia due to dam 
limitations. 
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2. Twenty-seven low-income rescheduling countries: impact 
in 1995 of hvoothetical stock-of-debt operations 

This sub-section looks at the possible impact of hypothetical 
stock-of-debt operations on debt service in 1995 for 27 low-income 
rescheduling countries which are currently eligible for Naples terms from 
the Paris Club creditors. 1/2J B ox 2 and Chart 3 summarize the diverse 
external positions of these low-income rescheduling countries in 1994. 
Chart 4 summarizes the structure of projected external debt service in 
1995.-distinguishing between payments on restructurable (pre-cutoff date) 
and non-restructurable debt. 

For all countries covered, debt service on post-cutoff date debt to 
Paris Club creditors is less than 5 percent of exports, except for CBte 
d'Ivoire (6 percent), Guinea-Bissau (17 percent), and Nicaragua (10 percent) 
(Chart 5). Several of these countries face high debt service to 
multilaterals (including to the Fund). 

Chart 4 also shows the impact (marked with the star) of a hypothetical 
and illustrative stock-of-debt operation on Naples terms assumed to have 
taken place at the beginning of 1995. &' The hypothetical stock-of-debt 
operation assumed would reduce debt service on restructured debts in 1995 to 
below 5 percent of exports of goods and services for all but three 
countries. f?/ For 13 of the 27 countries concerned, &' overall debt 
service would decline to less than 20 percent of exports of goods and 
services following such an operation, while in nine other countries a/ 
debt-service ratios would be between 20 and 30 percent (Chart 3). TWO 
countries (Cameroon and Sierra Leone) face heavy short-term debt-service 
obligations in 1995 but these would be expected to fall in subsequent years, 
while the three remaining countries (Guinea-Bissau, Mozambique, and 
Nicaragua) face debt-service levels after this hypothetical stock-of-debt 
operation that would appear unsustainable. 

1/ For a listing of countries, see Box 1 and Table 1. 
2/ All have received concessional reschedulings from Paris Club 

creditors, with the exception of Angola which is now eligible for borrowing 
from the World Bank exclusively on IDA terms ("IDA only"). 

1/ For details, see Official Financing background paper, Appendix I, 
Chapter I. An NPV reduction of 67 percent is assumed for all countries 
except Cameroon, Guinea, and Honduras where a 50 percent NPV reduction is 
assumed (see Box 4). Key assumptions include comparable treatment by other 
bilateral and private creditors. No "topping up "--see Box 4 under 
"Coverage"--of debt previously rescheduled on Toronto or London terms is 
assumed. 

&/ Guinea-Bissau, Nicaragua, and Zaire. 
5/ Angola, Benin, Burkina Faso, C.A.R., Chad, Equatorial Guinea, 

Ethiopia, Mali, Mauritania, Niger, Senegal, Tanzania, and Togo. 
6/ Bolivia, Cbte d'Ivoire, Guinea, Guyana, Honduras, Madagascar, Uganda, 

Zaire ( and Zambia; Uganda after its February 1995 stock-of-debt operation. 
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I/ The debt is restructured into a mortgage type repayment schedule under which principal payments would initially be eliminated or restricted to a very small 
fraction. Hence, in early years after a stock-of-debt operation, payments on restructureddebt would be limited to about 33 percent (with 67 percent NPV reduction 
of the stock) of currently scheduled restructurable interest payments. Total payments on restructured debt thereafter would tie by about 3 percent a year in nominal 
terms. For further background see Official Financing background paper, Appendix I, Box 3. 

L/ For details we Chart 5. 
2/ After February 1995 stock-of-debt operation in the case of Uganda. 
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Beyond 1995, with the repayment profile under Naples terms, the 
restructured debt-service obligations would rise at about 3 percent per 
annum in nominal terms. which would be consistent with unchanged or 
decreasing debt-service ratios on this debt provided nominal exports grow by 
at least this amount. For most countries, the structui-e of debt service in 
1995 would appear representative of the future debt-service profile. 
HOWeVer, this is not true of all cases, particularly for countries that face 
large obligations to the Fund. The following section looks in detail at the 
effect of a hypothetical stock-of-debt operations for 14 of these countries 
through 2014. 

3. Medium-term analysis for 14 selected 
low-income rescheduling countries 

The analysis in sub-section 2 above focuses on the impact of a 
hypothetical stock-of-debt operation on debt service in 1995 on existing 
debt for 27 low-income rescheduling countries. The background paper 
(Appendix I, Chapter I) extends this analysis for 14 of these countries over 
the next 20 years, incorporating new lending on the basis of country- 
specific medium-term scenarios. These countries were chosen as they could 
be relatively early candidates for a debt-stock operation (Bolivia, 
Ethiopia, Guinea, Guyana, and Sierra Leone) 1/ or because their debt 
burden is particularly difficult (CBte d'Ivoire, Honduras, Mauritania, 
Mozambique, Nicaragua, Senegal, Tanzania, Uganda, and Zambia). Most of the 
remaining 13 low-income rescheduling countries not covered in this 
forward-looking analysis either face relatively less heavy debt burdens 
(with debt service after hypothetical stock-of-debt operations of 18 percent 
or less in 1995 2/) or are less advanced in their adjustment 
programs. J/ It should be emphasized that coverage is not comprehensive, 
and there are several other heavily indebted poor countries which face 
extremely difficult debt situations. 

The analysis seeks to assess whether the countries concerned can 
achieve external-debt sustainability (as discussed in Box 8) as a result of 
stock-of-debt operations on Naples terms. The main conclusions of this 
medium-term analysis for the 14 councries are: 

. On the assumption of continued strong adjustment efforts, 10 of 
the 14 countries considered would appear to reach sustainable medium-term 
external positions (as defined in Box 8) after a hypothetical stock-of-debt 

I/ See Table 5. 
?J/ Benin, Burkina Faso, C.A.R., Chad, Equatorial Guinea, Mali, Niger, and 

Togo. 
2/ Such as Angola, Madagascar, and Zaire. 
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operation on the terms assumed above. L/L/ This would also appear to be 
the case for Sierra Leone, though given the steep decline in exports in 
recent years and the current difficult security situation, the prospects for 
sustainability would appear more uncertain. 

. Mozambique, Nicaragua, and Zambia face such large debt burdens 
that stock-of-debt operations on Naples terms would likely not result in 
sustainable external positions. 3J While for Zambia (and Mozambique) the 
topping up by Paris Club creditors &/ of debt previously rescheduled on 
Toronto and London terms would ease financing pressures to a considerable 
extent ( Zambia would continue to face very high debt-service obligations to 
the Fund following clearance of arrears and replacement of the current 
Rights Accumulation Program by a" ESAF arrangement, and would require 
substantial balance of payments assistance during the peak years of ESAF 
repayment. 

. The results are dependent on the country-specific assumptions made 
on export growth and the terms of new financing. Average growth of exports 
of around 15 percent a year was projected for 1995 and 1996 (based on 
PFPs) S/ but a sharp decline in the rate of growth in the next years; 
growth of around 7 percent a year was projected by 2014; in virtually all 
cases a decline of aid flows in real terms was assumed. If export growth 
were lower by 1 percent per annum--which by the end of the projection period 
would result in exports more than 20 percent lower than under the base 
case--or if external finance were provided at interest rates on average 
1 percent per annum higher, and no other adjustment occurred, significant 
external financing gaps would emerge for most of these countries. This does 
not imply that in all cases sustainability would be threatened: in many 
cases ( countries could adjust, for example, by lowering imports or shifting 
more resources to the export sector, though in some cases this could be at 

L/ See footnote 1, page 24 and Official Financing background paper, 
Appendix I. Chapter I. 

2/ Of these countries, four (Ethiopia, Mauritania, Senegal, and Tanzania) 
are projected to have debt service in 1995 after a hypothetical stock-of- 
debt operation below 20 percent of exports and six (Bolivia, CBte d'Ivoire, 
Guinea. Guyana, Honduras, and Uganda) debt service between 20 and 30 percent 
of exports. 

I/ Mozambique and Nicaragua both face debt service after hypothetical 
stock-of-debt operations of over 40 percent of exports in 1995; whhile 
Zambia's prospective debt service is only 21 percent, it faces high future 
debt service to the Fund as noted in the text. 

4/ For a" explanation, see Box 4 under "Coverage". 
i/ For 1995, export growth in the major coffee-producing countries 

(Ethiopia, Honduras, Nicaragua, Tanzania, and Uganda) is projected to be 
boosted by the full-year effect of the surge in coffee prices that took 
place in the second half of 1994. For the remaining nine countries, the 
growth in exports in 1995 is pro,jected to average 8 percent. For details, 
see background paper, Appendix I, Chapter I, Box 4. The assumptions are 
broadly consistent with those in the latest WEO. 
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the expense of potential growth. These issues would have to be explored 
further in the country-specific debt-sustainability analysis. Some 
countries--such as Ethiopia, Honduras, Sierra Leone, and Zambia--are more 
vulnerable to external shocks because their export base is less diversified 
than in other cases (such as Bolivia, CBte d'Ivoire, Guyana, and Tanzania). 

. Virtually all of the 14 countries will remain heavily dependent on 
continued large net resource flows on concessional terms regardless of what 
is done on their debt. External-debt sustainability can be reached only on 
the assumption of the continuation of such inflows. 

4. Conclusions and next steDs 

Table 6 and Box 10 attempt to bring together (1) the analysis above on 
the impact of hypothetical stock-of-debt operations in 1995 on 27 low-income 
rescheduling countries (sub-section 2) and the more detailed medium-term 
analysis in sub-section 3 for a more limited set of 14 of these countries, 
and (2) the earlier stylized analysis on multilateral debt for all heavily 
indebted poor countries. I/ Table 6 shows the structure of the existing 
external debt of the 41 heavily indebted poor countries by principal 
creditors. 1/ Box 10 presents a preliminary categorization of those same 
countries by their external-debt situations and the prospects for achieving 
medium-term sustainability. The country groupings proposed are inevitably 
judgmental and will need to be refined by detailed country-specific 
analysis, particularly for the countries not covered by the medium-term 
analysis summarized above. 

The above analysis suggests that Naples terms from Paris Club creditors 
combined with comparable, or in some cases more generous, J/ treatment 
from other bilateral official and private creditors offer the prospect for 
achievement of debt sustainability and for an exit from the rescheduling 
process for the majority of the low-income rescheduling countries. However, 
this conclusion is dependent on achieving the assumed export growth or 
further adjustment by the country concerned. Virtually all of the countries 
will remain heavily dependent on continued (although, in the scenarios, 

1/ "Issues and Developments in Multilateral Debt and Financing for the 
Heavily Indebted Poor Countries--Preliminary Considerations" (SM/95/29, 
W/95) > "Multilateral debt of the Heavily Indebted Poor Countries" 
(SM/95/30, 2/g/95), and "Issues and Developments in Multilateral Debt and 
Financing for the Heavily Indebted Poor Countries - Further Consideration" 
(SM/95/61, 3/31/95) (the last two papers prepared jointly with World Bank 
staff). 

Z?/ For country coverage. see Box 1. 
J/ In cases where the creditor or group of creditors concerned has very 

large claims on a particular debtor, the creditor would need to take fully 
into account the debtor's limited payments capacity. 
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Box 10. Heavily Indehted Poor Countries: aaspeets 
for Medium-Term Sustainability’ 

This box is L tist &tempt to ulscs~ the 
prospects for cxtem.l-debt sust.in.bility for 111 
4, heavily indebti poor counbiies based on the partial 
.n.,lyeis described in Se&o. 111. The composition of 
the groups is judgmental md is subject to change LS s 
result of both more da&d coun&y-q&sic analysis 
ad counky development LB &djUhd stnkgiw me 
iqdemented mpported by existing mcchudsms. 

Focutig i,,iti.“y on d,e 21 low-income 
rarhcduling counbiics,’ bawd on the effecta of . 
hypthuicd &ock+f-debt operation on debt service in 
1995 and the more d&ailed medium-term analysis of 
I4 of ticsc countries, there would wear to be four 
groups: 

. For I8 low-income rescheduling 
cauntriea . #ock-“fd& opr.tion on N&s terms 
from Puis Club creditors, ““cc the cowby concerned 
h.s ed.bliahd . drone track record of adjubncot, 
would -to provide L good pmgpsl for achieving 
wtainability and thereby an exit from the 
rescheduling pmccsa. brocd a,, wumptions of 
continuing adjustment and aid i&lows and compamblc 
@ion by “tber creditors, llwe countries are Benin, 
Bolivia, 0wkina Faso, C.A.R., Chad, CfSe d’lvoim, 
Bquuorid Guinu, Bthiopi~. Guinu. Guyuu, 
H”“d”lZ9, Mali, Ms~ritmia, Niger, Senegal, 
Tuumda, Togo, .od Ugti.2 Two of mcso 
c”uneiea-C8te d’lvoirc and Etbiopis-would need 
large coauasions from commercial banks uxl Russia. 
nspstivcly, consistent with their payment8 capacity. 
Uganda lw ahudy nccived a stock-ofdebt opention 
from Paris Club creditors, though it still facea a heavy 
burden of m”1tilater.l debt. 

. For four low-income rescheduling 
countries (Cameroon. Madagascar, Siem Leone, md 
Zaire) . stock-of-debt operation under N.plca terms 
fro,,, P& Club we&tore might in dw courw .chiew. 
sustlirubilj~ and thereby ao exit from tbc resched- 
ding pmcca. tbougb beause of r&ively high debt 
burdens, this prospect appears less wurc fin,, for 
COU”tics ill the fategory abo”C.3 Of these C”U”tries, 
only SierrD l.e.xle has . Cum”, unngmne”t with mc 
IMF; it is, therefore, somewhat early to make aa 
asnewnent for tbc thrw other uwotriee. 

. Four low-income rescheduling 
coo”ties-Guiou-Bisr”, Mozambique, Niclrrgu, 
and Zambis-on current ~mlysis. appear Lo have litllc 
prospect of achieving sustainability through so exit 
from tie rescheduling process via a stock-of-debt 
apedan under Naples terms even on fwonblc 
assumptions. due to their extremely heavy dcbl 
burdens. Nicaragua faces a” extrrmcly large debt to 
Russia (aa does-to a lesser extent-Mozambique), 

GuineaBirrsur md Zambia face large multilateral debt 
service, tie latter fo the IMF assuming successful 
completion of d,e cwrent Rights Accumulbtion 
p~*~tll. 

. One law-income reach&ding country 
(Angdc) ia Rot cumw~Iy eligible for Naples tern8 from 
Paris Club creditors (it received L nanconcessional 
rescheduling in ,990 tbaugh is “oar IDAatly). Given 
the untiea facing Angola UI it emerge8 from 
inted cmflict, it would appear too early to m&c ZII 
ame8mwnt of its cxtemal swtain&iily tbougb it faces 
L large debt to Russia. 

‘llx remaining 14 wunb-ics cm be divided into 
6x0 groups, oamely: 

, Four countries that appar LO have 
suataimble extemd poeitions without funher action by 
Ptia Club creditors. Lowe include Ghana lad Lao 
P.D.R (which hwe never reschcdulcd; Lao P.@.R. 
would, bowever, rquire debt relief from Russia) sod 
Kenya sod Vie8 Nam. (which have received exit 
rcschcdulbtgs, tbougb Vi& Nam still requires debt relief 
from Russia and commercial bank@. 

. Ten countries that bwe not received 
conccssiond resche&dinge from &e Paris Club. Five 
countrica have never had nschedulings (Bu,,,ndi, 
My.,m.r, Rwmdd., Sio Tom6 .od Prfocipe, and 
Yemen). nle mining five wunuies have received 
non-conccssiond reschedulinga (Congo and Nigeria 
received lower middbincome counoy terms in 1994 
md 1991. rapcctivcly, md Liberia, Sam&, md 
Sudm received wlier reach&dings on ““II- 
conc&od term.) Given that these countries have 
not yet entered into the process of cstablisbiog track 
recorda of uijushneot, it would be premature to make 
my fimr ~18~mnent of the prospects of achieving 
w-ibty md m exit from tbe rtachcdutig prsess 
via &xk-“fdebt operations, for which these counties 
am not yet eligible. md 8omc may not “ted. Howcvcr, 
it would appear that, on current information, five of 
these counbics (Burundi, Rw,,,d., Sb To,,,,? and 
Mcipe, So”,.li., md Sudao) f.cc cxWetoe,y diff,cult 
ext.mml debt sib&ions. 

‘For a lilting of eountriu co”seme.% lee Box I .nd 
T.blc I. 

he sight Eounrriu not covered in *c mdi”m-leml 
uulyais delcribed in s”b-lslion 3 (Benin. Burkh mo. 
CAR., ch*d. E+ami.l ouinu, Mali. Niger. an* Togo) .I, 
h.vc debt cmvice in ,995 l ?er . hyp0lhuie.l ,tock.af&hr 
OpnniO” 0‘ is pmem or ,sa. of cxpolla. 

3Cmcroon~. P.riS Club slwk~f-dcb, c,.“le. 
eanuined in iu I994 agrament. ia wukcr *an ulc cuamsy 
chum with creditan agreeing in principle u, bold a mesling on 
*c MneI of Cmm”““‘, dock of debt. 
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declining) aid inflows. The prospects for a durable exit from the 
rescheduling process would be enhanced by: 

. debtor countries strengthening their adjustment efforts; 

. creditor countries being prepared in some cases to top up previous 
concessional reschedulings; 

. donors focussing highly concessional assistance on the low-income 
rescheduling countries that persist with strong adjustment policies, 
particularly in the early years after stock-of-debt operations; and 

. significant reserve build-ups being incorporated in medium-term 
projections, on which stock-of-debt operations are based, in order to 
provide a cushion against external shocks, given that all debt service to 
Paris Club creditors after a stock-of-debt operation is non-restructurable 

Even with these efforts, however, based on the present analysis, Naples 
terms combined with broadly comparable treatment from other official 
bilateral and private creditors would appear insufficient for four low- 
income rescheduling countries 1/ and might: not suffice for a further four 
of these countries u to attain sustainability. These are tentative 
judgements which may change as these countries progress with their 
adjustment efforts supported by the mechanisms described above and as 
further analysis is pursued. As these countries' circumstances evolve and 
as adjustment continues, creditors, including the international 
institutions, might consider whether their debt problems need to be 
addressed in a concerted way, but tailored on a case-by-case basis, to 
achieve debt sustainability and a durable exit from the rescheduling 
process. 

The low-income rescheduling countries' situation--their records of 
adjustment and the structure of their debt--differ widely and need to be 
kept under close review. These countries face high debt service to a 
variety of creditors (Table 6), including in some cases to the Fund and/or 
other multilaterals. 1/ They will be eligible, or continue to be 
eligible, 4J for flow reschedulings from the Paris Club which will give 
them time to establish strong track records of adjustment and strengthen 
their external positions. Other official bilateral creditors and private 
creditors should also provide at least equivalent debt relief; where they 
are dominant creditors, more generous relief may be necessary in the light 

IJ Guinea-Bissau, Mozambique, Nicaragua, and Zambia. 
2J Cameroon, Madagascar, Sierra Leone, and Zaire. 
A/ As is indicated in Table 6, footnotes 11 and 12, three low-income 

rescheduling countries face potential debt service to the Fund of over 
10 percent of exports assuming a 3 percent annual growth of exports in U.S. 
dollar terms. One of these countries is currently in arrears (Zambia). 
while Sierra Leone is a post-arrears case; the remaining country is Uganda. 

6~ With the exception of Uganda, given its stock-of-debt operation. 
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of the payments capacity of the countries concerned. The priority will be 
to ensure over the period ahead that these countries obtain sufficient 
external financing and mobilize sufficient domestic financing to attain 
their growth potential. For its part, the IMF could best assist the 
countries' adjustment efforts by helping provide such external finance 
through continued--and where appropriate enhanced--support under a permanent 
ESAF. 

Of the remaining 14 heavily indebted poor countries, four countries 
appear to have sustainable external positions without further action by 
Paris Club creditors: Ghana and Lao P.D.R. which have never rescheduled, 
and Kenya and Viet Nam which have received exit reschedulings (Box 10). For 
the remaining ten heavily indebted poor countries which are not yet eligible 
for Naples terms, u it would appear too early to make an assessment of 
the effectiveness of current mechanisms for handling their debt situations, 
including potential stock-of-debt operations under Naples terms. On current 
information, five of these countries u would appear to face extremely 
difficult debt situations, including some countries with large obligations 
to the Fund. J/ A more considered assessment should realistically await 
the sustained implementation of appropriate adjustment policies, with 
application of current mechanisms in the early phases of adjustment 
programs. 

IV. Concludiw Remarks and Issues for Discussion 

Executive Directors may wish to comment on the following observations. 

1. Naples terms can represent a decisive breakthrough for most eligible 
countries. Provided coverage is appropriately tailored to individual 
country circumstances, and at least comparable treatment is provided by 
other official bilateral and private creditors, stock-of-debt operations 
under these terms offer good prospects for an exit from the rescheduling 
process and for the establishment of external sustainability for many, 
though not all, eligible countries once the countries concerned have 
demonstrated strong track records of adjustment. Thus, for most countries, 

1/ The countries which have not yet had concessional reschedulings from 
Paris Club creditors (see Box 10 last category), namely: Burundi, Congo, 
Liberia, Myanmar, Nigeria, Rwanda, S%o Tom&z and Principe, Somalia, Sudan, 
and Yemen; Angola could also be considered to be in this category. 

Z?/ Burundi, Rwanda, S2.o Tom& and Principe, Somalia, and Sudan. 
J/ Liberia, Somalia, and Sudan face debt service to the Fund of over 

10 percent of exports assuming a 3 percent annual growth of exports in U.S. 
dollar terms (Table 6. footnotes 11 and 1'2). All of these countries are 
currently in arrears (for details of assumed arrears clearance see SM/95/29, 
pages 11-12; ESAF resources were assumed up to 255 percent of quota with the 
remainder on GRA terms). 
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the current mechanisms are sufficiently powerful to handle their heavy debt 
burdens. 

2. Most heavily indebted poor countries, even after stock-of-debt 
operations, will remain highly dependent on aid inflows. The chances of a 
durable graduation from rescheduling would be enhanced if donors increase 
the share of highly concessional assistance directed to those countries 
which persevere with strong adjustment programs and if donors maintain 
strong support for such countries after stock-of-debt operations. 

3. The heavily indebted poor countries should themselves continue to 
pursue strong adjustment and structural reform policies designed inter alia 
to broaden and diversify their export base. Programs which are intended to 
serve as the base for stock-of-debt operations need to provide for a 
substantial reserve build-up to strengthen the capacity to withstand shocks. 

4. Several countries will face relatively high total debt-service burdens, 
even after Paris Club stock-of-debt operations, partly due to their high 
debt to multilateral institutions. These countries will remain heavily 
dependent on new inflows, including fxom multilaterals, which need to be 
provided on appropriately concessional terms. 

5. For some of the low-income rescheduling countries, the burden of total 
debt service--including to multilaterals--is such that a stock-of-debt 
operation on Naples terms would not appear sufficient to achieve medium-term 
sustainability. It is of immediate concern that these countries receive 
sufficient concessional external finance to realize their growth potential 
in support of sound programs. These countries differ widely as regards both 
the state of their adjustment efforts and the creditor composition of their 
debt. As they establish track records of adjustment under flow 
reschedulings, further consideration might be given by all their creditors 
to concerted action, tailored on a case-by-case basis, to establish external 
sustainability and provide a durable exit from the rescheduling process. 

6. For heavily indebted poor countries that are not yet eligible for 
Naples terms reschedulings from Paris Club creditors--including some 
countries with large arrears to the Fund--it is difficult at this stage to 
assess whether existing mechanisms involving potential stock-of-debt 
operations could provide an exit from the rescheduling process; some of 
these countries face extremely heavy debt burdens. 

7. The heaviest potential burden of debt service to the Fund arises in the 
large protracted arrears cases, for most of which settlement does not appear 
to be in early prospect. As resolution of these countries' arrears problems 
cc~mes into clearer vision, the staff will explore possibilities for funding 
clearance of arrear.s in such cases in ways that reduce the risk of future 
problems. Assuming Zambia's arrears are cleared later this year as 
expected, it is planned to proceed under existing mechanisms through a 
successor ESAF program following arrears clearance. 



- 33 - 

8. Concern about the sustainability of both total and multilateral 
external debt service should be reflected in a greater focus on these issues 
in country-specific medium-term analysis for heavily indebted poor 
countries. This analysis should in particular focus on the appropriate 
terms of new borrowing, the sensitivity to changes in assumptions on exports 
and new inflows, the implications of external finance for growth and the 
fiscal implications of external debt. 

9. For some of the countries in the FSU, there has been a rapid rise in 
external debt over the last three years. These countries' focus on debt 
monitoring and management needs to be strengthened. The staff has sought to 
assist attempts by some of these countries and their non-Paris Club official 
creditors to reach appropriate debt-rescheduling agreements outside the 
traditional multilateral framework provided by the Paris Club. 

It is proposed, subject to Board approval, that the material in this 
paper and the Official Financing background paper, except for the 
medium-term country-specific projections, and certain sensitive Paris Club 
information, .be published in the World Economic and Financial Surveys series 
and in a preprint version before the Annual Meetings. 
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DOCUMENT OF INTERNA~ONAL MONETARY vIIND AND NOT FOR PUBLIC USE 

BUFF/95/18 

March 1, 1995 

Concluding Remarks by the Chairman 
Issues and Developments in Multilateral Debt and Financing for 

the Heavily Indebted Poor Countries - Preliminary Considerations 
Executive Board Meetine 95/19 - February 24. 1995 

This discussion was intended to be preliminary, and I will therefore 
only offer some concluding remarks to prepare for the discussion we will 
have on March 29, to further consider ways to tackle the problems of 
multilateral debt and financing of heavily indebted poor countries. My 
concluding remarks therefore are intended to reflect the current thinking of 
the Executive Board. 

Directors commended the quality and coverage of the staff papers and 
expressed satisfaction with the close cooperation they reflected with the 
World Bank. A number of Directors considered that the staff tended to 
underestimate the magnitude of the multilateral debt problem of the 
heavily-indebted poor countries. Other Directors believed that, on the 
basis of the available analysis, the majority of the countries with 
multilateral debt problems should be able to manage their multilateral debt 
service with continued net multilateral transfers, provided that: these 
countries generate at least moderate real export growth. 

The discussion suggested that part of the diffel-ence in views on this 
basic point can be traced to different assessments of the realism of the 
assumptions underlying the analysis. For instance, is an annual real export 
growth rate of 3 percent, as assumed in the projections incorporating new 
lending, a minimum to be expected in msny cases. or is it on the optimistic 
side, particularly in light of likely overall resource flows? It was widely 
agreed that mere in-depth assessments are required on the basis of 
country-specific scenarios. Longer-term assessments should be placed in the 
context of comprehensive macroeconomic and financial frameworks, and should 
include mere explicit discussions of the plausibility of medium-term 
financing plans, including aid and new disbursements, and of the 
interrelationships between overall external resource flows and economic 
growth. 

Directors agreed broadly with the conclusion that all new multilateral 
and bilateral lending to these countries should be on concessional terms, 
and that all creditors should be encouraged to shift to concessional 
lending We need to give further thought to how to push this forward. The 
Fund could do more in this area by extending the maturity coverage under 
borrowing ceilings in its arrangements with member countries and by 
tightening the definition of concessionality. It was observed that this 
will require a careful balancing of the need to ensure the availability of 
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adequate financial support for adjustment programs and the need to limit 
future debt-service burdens. Several speakers stressed the importance of 
the PFP process and the need to strengthen it further. 

On the Fund's financial involvement in these countries, speakers noted 
that for most countries prospective debt-service burdens to the Fund will be 
lower over the next decade than they have been in the past, mainly as a 
result of the introduction of the SAF/ESAF. There was broad agreement that 
ESAF terms are consistent with sustainable debt-service burdens in most 
cases and that it remained appropriate for the Fund to extend such 
assistance. while respecting the revolving character of our resources and 
the monetary character of our institution. Most speakers noted the 
desirability of continued Fund support for these countries, which implies 
the longer-term availability of financing on ESAF terms. At the same time, 
there was a general view that the Fund would need to do more, and that 
greater ESAF concessionality would be needed to deal with some of the most 
difficult cases, including the extreme cases of arrears to the Fund at 
present. We will come back to these issues on the basis of a staff paper 
outlining the possibilities, including options for funding from the Fund's 
own resources. 

In brief, I would conclude from this discussion that, while there does 
not seem to be at this stage a generalized problem of debt to the 
multilateral institutions, it was agreed that there are a number of 
countries for which debt service--and the debt overhang to multilaterals--is 
at a level that would clearly impede development prospects in the future. 
For the Fund, the clear implication is the need to have available resources 
on ESAF terms for the foreseeable future. However. there appears to be no 
need for major changes in the Fund's facilities, or in their 
concessionality, for most of the poorer members. Directors agreed that we 
should reassess the means available to the Fund to deal with the remaining 
protracted arrears cases. and to assure the viability of some additional 
countries with prospective heavy debt burdens by complementing the 
mechanisms already put in place by others, including by Paris Club 
creditors. In this connection, Directors welcomed the new Naples terms and 
their recent application to help deal with Uganda's debt problem. The 
forthcoming discussion in March will also provide the basis for the Board's 
report to the Interim and Development Committees. 
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DOCUMEW OF INTERNATIONAL MONTTMRY FVND AND NOT FOR PUBL.IC USE 

BUFF/95/33 
Corrected: 4/20/95 

April 18, 1995 

Concluding Remarks by the Chairman 
Developments in Multilateral Debt and Financing 

for the Heavily Indebted Poor Countries and Further 
Consideration and Possible Modalities for Continued 
Fund Involvement in Low-Income Countries. Including 

the Most Heavily Indebted Countries, Through the ESAF 
Executive Board Meetine 95/39 - 4/12/95 

We have had a constructive, though preliminary. discussion. I will 
attempt to suomarize the main points made by Directors and would report to 
the Interim Committee and, as mandated, to the Development Committee along 
these lines. Indeed, we will need to return to this topic after the 
meetings in light of the Committee's guidance. 

With regard to the joint Bank/Fund follow-up paper on multilateral debt 
and financing for the heavily-indebted poor countries, Directors welcomed 
the additional sensitivity analysis of the impact on the debt burden of 
alternative assumptions about export growth and the volume and terms of new 
lending by multilateral institutions. Host Directors agreed with the 
general thrust of the conclusion that, for the majority of heavily-indebted 
poor countries, multilateral debt service burdens should be manageable, 
provided new multilateral lending is on appropriately concessional terms and 
supports a policy framework, which generates at least modest real export 
growth. Nevertheless, there are some countries that would face very heavy 
burdens, and we will seek to better identify the true problems in further 
analysis, which will be focussed on individual cases. 

* There was broad agreement that there would be a need for a 
continuation of ESAF-type concessional operations. Most also welcomed the 
prospect, or were ready to explore further the possibility, of a 
self-sustained ESAF financed through resources that will reflow to the 
Special Disbursement Account (SDA) from the ESAF Trust Reserve Account, 
which, under current projections, would begin to become available in the 
year 2004. or possibly before, as pointed out by some Executive Directors. 

Most Directors also welcomed early consideration of possible ways to 
finance ESAF-type concessional operatloas in the "interim period; after the 
full commitment of present ESAF resources and before the SDA resources would 
become available. I have noted the view that we should not proceed with 
undue haste and we will not. But the issues are complex and in the view of 
most a beginning is timely. A number of Directors stressed the considerable 
uncertainty attached to the likely timing of full commitment of existing 
ESAF resources. Several Directors, including some representing ESAF 
creditors, also considered that it would be useful to explore with the 
present ESAF Trust creditors the possibility of an earlier transfer of 
resources to the SDA through reducing the coverage of claims on the Trust 
Loan Account. Slower commitments and/or lower coverage in the Reserve 

* For "Directors agreed" read "There was broad agreement" 

- over - 
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Account could reduce funding needs in the interim, and we will explore these 
possibilities as we move forward. Some Directors also pointed to the need 
for individual countries to reduce reliance on Fund support over time, in 
line with the temporary nature of Fund financing, including from ESAF. 

For the "loan element", most Directors supported that further 
consideration be given to a combination of funding alternatives, including 
the use of the General Resources Account in the framework of extended 
arrangements, though others did not favor that approach. For the subsidy 
component, in light of suggestions by some Executive Directors, a few 
Directors supported the idea that members consider ways to utilize resources 
refunded to them from the SCA-2 to help fund a continuation of ESAF 
operations, which could cover up to a third of the projected subsidy 
requirements in the interim period, or that we seek alternative bilateral 
sources of financing. Others were opposed to that approach, but were open 
to exploring bilateral funding. For the remaining subsidies. many Directors 
thought that the possibility of gold sales should be further pursued, but 
others were firmly opposed to gold sales. Among those who favored 
utilization of gold, the prevalent view was to use the investment income 
from gold salas profits. In this connection, and on the use of gold more 
generally, Directors expressed interest in a wider discussion of the role of 
gold in the Fund on the basis of the forthcoming paper by the staff, which I 
mentioned earlier, would be circulated to Executive Directors before the 
Interim Committee meeting. 

For some of the protracted arrears cases, Directors considered that the 
debt-service prospects were likely to be so severe that concessional 
resources would be the most appropriate form of Fund support in the period 
following clearance of arrears. The timing of possible requirements is 
particularly uncertain, but we will factor these into our work on needs and 
funding modalities as well as we can. However, given the magnitude that may 
be involved, assistance will be needed from the international community as a 
whole, and not only the Fund. 

Directors discussed the question of an extension of maturities for ESAF 
loans under an "interim ESAF" for a category of ESAF-eligible countries. 
Most Directors considered that the present terms of the ESAF remained 
appropriate, and that for those countries that may face continuing heavy 
debt burdens and balance of payments problems, the Fund could best assist 
them through the continued availability of ESAF resources on present terms. 
These Directors generally considered that retaining present terms would 
better enable the Fund to tailor its financing to the particular situation 
of each member. That approach would also maintain conditionality and 
monitoring of members' policies over what may, in a few cases, have to be 
prolonged periods, avoiding the long periods without such monitoring that 
could result from an extension of maturities. Nevertheless, a few Directors 
felt that this approach would not adequately address the problems related to 
debt "overhangs" and the need of members for assurances that debt service to 
the Fund would be kept at manageable levels. In their view, further 
consideration should be given to the possibility of an extension of 
maturities. The staff will give further attention to this in preparing our 
next document. 
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CORRECTED VERSION 

Hultilateral Debt: Joint Report to the Develonment Committee 

A number of governments have suggested that the burden of multilateral 
debt on the poorest countries needs to be eased, and have made proposals to 
this end. At the Madrid meetings, the Interim and Development Committees 
asked the Boards of the Fund and the Bank to examine this issue, noting in 
particular the special needs and problems of the post-chaos countries and of 
the poorest, most indebted countries. 

On the basis of papers produced by the staffs of the Fund and the Bank 
working together, the two Boards have now considered this question. Their 
main conclusion is that, for the majority of the heavily indebted, poor 
countries, multilateral debt-service burdens should be manageable and that 
continued net transfers from multilateral institutions would be consistent 
with declining or stable future debt-senrice ratios. However, it is 
critical that new multilateral lending be made available in adequate amounts 
and on appropriately concessional terms and that it s..pports a policy 
framework which generates real export growth. The Boards also agreed that 
the Fund and Bank should take steps to enable the necessary conditions to be 
met. including further strengthening of the Policy Framework Paper process 
to ensure that it includes an analysis of the country's overall external 
debt situation and its sustainability over the medium- to long-term and, in 
particular, that the volume and terms of multilateral lending are consistent 
with countries' repayments capacities. On the Fund side. it implies a 
tightening of the definition of concessionality under borrowing ceilings in 
Fund arrangements. On the Bank side, it implies more systematically 
addressing debt sustainability issues in Country Assistance Strategies. 

The Boards also noted that a small number of countries, including 
especially the large arrears cases, will still face heavy multilateral 
debt-service burdens, and they have asked the staff to do further work on 
identifying and analyzing these problem cases over the coming months. 

For the bd, the Enhanced Structural Adjustment Facility (ESAF) has so 
far proven an important lending instrument to support strong adjustment 
programs of the poorest countries on appropriately concessional terms. The 
joint paper underlines the importance of the continued availability of Fund 
support from the ESAF for the heavily indebted poor countries. a view which 

* has been broadly agreed by the Executive Board of the Fund. nost Executive 
* Directors are ready to explore the options for moving toward a 'sclf- 

sustained" ESAF financed through raaourccs that will flow to the Special 
Disbursemant Account from the ESAF Trust Reserve Account. which on currant 
projections could become available in 2004. and for financing ESAF 
operations in the interim period, including through the use of donor 
contributions and the l%nd's own resources. 

The Executive Board has also discussed the financing needed to deal 
with the protracted arrears cases. The timing of program formulation and 
subsequent clearance of arrears before a Fund-supported program is 

* Indicates corrected sentence. 
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particularly uncertain in these cases, but the needs and funding modalities 
will be factored into ongoing work on the ESAF. 

The Executive Board has discussed the question of an extension of 
maturities for ESAF loans for a category of ESAF borrowers facing high debt 
service to the Fund. Host Directors agreed that the present terms for the 
ESAF remain appropriate for the time being and that for those that may face 
continuing heavy debt-service burdens and balance of payments problems over 
the medium term. the Fund could best assist through the continued 
availability of ESAF resources on current terms tailored to the needs of the 
individual country at the time. This would also imply continued 

* conditionality and monitoring of members' policies. Nevertheless, a few 
Directors felt that further consideration should be given to the possibility 
of an extension of maturities and the staff will give further attention to 
this issue. 

Finally, in terms of borrowing ceilings in Fund arrangements in 
general, the Fund staff are preparing proposals for the extension of the 
maturity coverage and for the tightening of the definition of 
concessionality to ensure that lending to the heavily indebted poor 
countries is on appropriately concessional terms. 

For the Bank, work on the impact of past and present IBRD and IDA 
lending on low-income countries is continuing. Consistent with the 
conclusions of joint Bank/Fund analysis, the main focus will be 
case-by-case. As discussed with the Bank's Executive Board, debt 
sustainability issues will be systematically addressed in each country 
assistance strategy (CM). Twenty of the heavily indebted poor countries 
(including all major potential problem cases) are scheduled to have CAS 
discussions at the Board during the next 15 months. 

The Bank has demonstrated that it is equipped to respond with 
flexibility--as described in the Memorandum distributed to Executive 
Directors on March 1. 1995 on The World Bank and the Debt of the Heavily 
Indebted Poor Countries." The response has included: (1) making additional 
heavily indebted poor countries eligible for highly concessional IDA 
credits: (ii) using "Fifth Dimension" supplemental credits to assist IDA- 
only countries with IBRD debt-servicing while they undertake adjustment 
programs: and (iii) providing exceptional IDA allocations in cases of 
arrears clearance and comprehensive debt workouts. In addition, the Debt 
Reduction Facility for IDA-only countries, financed by IBRD net income, 

helps alleviate the non-official debt burden. In the case of heavily 
indebted poor countries with sound policy performance, these measures have 
until now proven an adequate response to their external financing needs. 
The sustainability of this approach is. of course, subject to sufficient 
availability of IDA resources. 

In discussing the February 6 Joint Paper, as well as the March 1 
liemorandum, World Bank Executive Directors requested that additional options 
for IDA assistance to tha heavily indebted poor countries be explored. A 

* Indicates corrected sentence. 
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note from IDA’S mansgement reviewing a “umber of possible options for 
further financial support to IDA-only heavily indebted poor countries has 
been prepared and is scheduled to be discussed on Hay 12. The options in 
that note (softening of IDA terms and expansion of the Fifth Dimension 
program) will be evaluated in terms of their debt relief effect and of their 
impact on IDA’s finances and operating principles. The guidance of 
Executive Directors will be sought, in particular. on the desirability of 
any actions beyond case-by-case measures based on new IDA lending on 
existing terms. 

Depending on the outcome of the discussion with Executive Directors, 
IDA’s management will determine whether to raise the issue of additional 
measures in support of heavily indebted poor countries st the meeting on the 
Eleventh IDA Replenishment scheduled for the end of June. 


