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I, Introduction

In October 1995, the Development and Interim Committees requested that the Bat$ and
the Fund undertake fin-her analysis of the debt problems of the heavily indebted poor courrtries
(HIPCs). For cases where existing mechanisms appeared inadequateit enable countries with
sound policies to achieve a sustainable debt position, the Bank and the^‘Fund were asked to
report with proposals for further action. On the basis of staff analysis, the Boards oft@ two
institutions agreed that there is a significant number of HIPCs for whom the burden ofdebt was
likely to remain above sustainable levels over the medium term, even with strong policy
performance and full use of existing debt-relief mechanisms, They also suggested ‘i&.tmber of
guiding principles that should be the basis for any specific proposals. The present paper, which
reflects discussions with major MDBs concerned, summarizes the conclusions of this analysis,
lists the guiding principles, and sets out a broad framework of action which respects<hese
principles, thus providing an approach to deal with the deb,t problem of HIPCs.

II. Results of Analvsis

Directors of both institutions broadly endorsed an analytical framework developed by the
staffs for assessing the sustainability of external debt in these countries. As part of this
framework, the country-specific analysis assumes that (i) countries adhere to sound economic
adjustment and reform policies, (ii) existing mechanisms for rescheduling and reduction of
commercial aad bilateral official debt are filly exploited, and (iii) concessional financing can
continue to be mobilized at around current levels to meet countries’ external financing
requirements. Based on these,assumptions,  the results indicate (see Table 1) that about half of
the HIPCs are either at manageable debt and debt-service levels or can be expected to reach
them within five years. The remaining half are about &enly split betweenthose for which de.bt
indicators can be expected to return to manageabI’e levels in the medium term, i.e., between five
and ten years, (the “possibly stressed”) and those for Which the restoration of these indicators to
manageable levels would take longer th& a decade (the “unsustainable” cases). These results,
however, should not be taken to prejudge eligibility for the proposed initiative.
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Director8 concluded that there was a sign&& iumber of NIpCs--at least eight, and
some Director8 argued as Many a$ twen~~~f@~!qQ~~ bF@eq,of  debt ~8s likely to remain
above sustain&e  levels over the medi.&n&W Wenaih, strong policies and fill use of existings ~~PJm5, @.%,.  . ‘. I .r. j, _,_,
debt-relief mechanisms. Most Directors considered that ,ad’ditional assistance was needed for
these countries, to ensure &at their adjustq@@ r&dw qffq# would not be put at risk by
continued high debt and debt-sersriqe  buFd$.n?~,: .J@y nc@d that” the level and cred&or
composition of debt varied greatly across the co&ries concerned, and that this shouId be
reflected in the design of any strategy .to addrqs$  these countries external debt problems.

Tglble 1: Overall fbiSe8Sment8  of Debt Syatainability for the 41 EUPCs
(as of January 3 1, 1996)

Countries for whioh  detailed*a . . . . . . . . . . ..“......*.l.  . . . . . . . ..“....V  . . . . . . analysis is available. .,,.,I a . . . . . . . . . . n . . . . . . . . ..ll.......ll’
Poaslbiy

8artaiollblc sttplasd Ull6u~inJlO Susfinabla UnsuntGmbla
Not yat

Bsnin
Burkina Faso
Eq. Guinea I/
G u i n e a  ‘.
Honduras
Kenya
taoFDR
Mauritania
som.gal
Sierra .bah3
Tcw
Vietnam
Yemen

Bolivia M==Wuc &yk! %!!I35 , Burundi Liberia
Cammarn Sudan C.l$$ , F&&pia Guinea-Bissau NIgha
Cote d’ivoirc  Zaire C h a d ’ Ghjana Ni&ragua Somalia
TNL?XUli~ Zambia G&a:,- ., Ib$$l@saar Sao Tome-‘Principe
U@nda ‘ M a l i  ,  :-. .$$gyny

Niger:t .,-..  ‘/‘f
Fhhnda,.,,

(13 count&a) (5 00untrieS)  (4caphiBS)~ (5 ~UptriOS) ' ~~4?0U#<~)  (4OqlJIl~W (3 camtrios)

11 The  assmx~~~~nt  ofEquetmia1  Guinea  dcpads  critically on the p+kd  wmingwmtraarn  of n& oil pduotio~~

III. Guiding PrigciDles for Action

Directors agreed that the following broad px&iples should uide tirther actio;:
. /

l iirst, that the objective should be t&tqet over&debt sustainability on a case-by-
case basis, focusing on the totality of a coukt@, debt; ’

0 second, that action should be eniiisaged Dn+tihen the debtor has shown, through a
track record of reform and sound polici&, the: :&iUy .t&$& to good use. whatever exceptional -
support is protided to achieve a suit&able outc’ome; 1

‘.
0 third, that new measures shduld’build;  as much as possible, on existin& mechanisms;/.
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l fourth, that additional action fbr the problem cases should be coordinated among
all creditors involved, with broad and equitable participation;

0 fiftb, that any action to relieve the burden of debt owed to multilateral creditors
should preserve the financial integrity of the institutions and their preferred creditor status, and
be consistent with the constraints of their charters, in order that the institutions can continue to
provide financing to all member countries on appropriate this; and

s.ixth, that new external finance for the countries concerned.should  be on
appro;riately concessional terms, so as to support their,efi%rts  to pursue reform and establish a
track record of good policy.

IV. A Framework fbr Action

Table 2 provides an overview of the proposed framework.

The suggestion is to build on the existing three-year track record needed to quahfjr for a
stock-of-debt operation from Paris Club creditors (this would be the first stage of the process)..
During the following three year period (the second..stage) the international community would
continue to support the country in its efforts to undertake a broad-based program of macro-
economic and structural reforms. In all programs with these countries there would be particular
emphasis on improving the quality of public expenditures, strengthening institutional capacity
and enhancing the delivery of social services. Through action taken by creditors during and, at
the conclusion of the second stage, and as a result of the country’s own &orts at adjustment
and reform, the country’s overall debt would be reduced to a sustainable level.

Under *Naples terms, Paris Club creditors currently offer a stock-of-debt operation
involving a 67 percent net present value (NIV) reduction in eligible debt to most low-income
countries which have successfXy completed a three-year IMP-supported adjustment grogram
and have good payments records. This stock-ofidebt operation has to be an %xit” rescheduling
in that no Wther reschedulings  will be required. For countries for which Naples terms would
not offer the prospect of an exit rescheduling, the proposal is that at the end of the first stage
the international community would, (i) begin to provide extraordinary support, which would
continue for a subsequent three-year adjustment period, to support deveIopment and to help
ease the debt burden; and (ii) provide a firm undertaking that this will be supplemented at the
end of the second stage by concerted and comprehensive action to ease debt-service burdens, as
needed to achieve debt sustainability at that point, provided the country sustains and commits to
continue sound policies,
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Specifically, during the second stage:

The country would und~~aki~l~~~~~d~~~ee-ye~ adjustment pro@m supported
by theknd and the Bank.

0 During this period, Paris ClubxxeWtors  %o%ld:provide  fltiw retitihedulifigs  ‘involving
NPV concessionality of up to 90 percent ~~as”W&i’~d  &n’&&se&y~tie! b&s). Baris“Cli&
creditors would also undertake to pro~ide!ati~l;ie’:~~~‘a~~~e;p~~io$,a  stock-of~debt.op~ra~isn’
with WV c-omessiotiity  of up to 90 percent (‘based in each case on the projected need for
relief to achieve sustainability at that poit$t);~‘subjeet& &&sfa~te~ impfementati~n  of the
prosam. Other official bilateral and coaer&l. &&t&$ would .o&r::&~la,rte~s~  1/

During this period, donors and multilateral institutions would also provide
enhanid assistance in the form of grants or concessional loans, In some cases these could be
used to assist with debt seniice payments.. ‘L? L ‘. :1

i

Multilateral institutions would complement the relief provided as indicated above
by othk creditors.

,I
As a group, they would untiert&&provided perfot%ance was, su&ined and I

if such further action was necessary--to reduce the present value of their claims on the sovereign
boirower of the country at the ena of the peri&l%&~~~lev~l’~wl&h  w&ld be con&tent with an
over&l] sustainable level of debt, taking hto a&&untW%b~ ?&&s butlined ,abov&:.  This would
be achieved il a manner consistent with the r%uNi~at&&l~~fi~ci~l  pb”li&es arid preferred
credit& status; there would be no write-down ofni~l%1au%al debt.

*.
0 The multilateral institutions would $ont&ute aocoiding to their e%lx%ure  to the

sover&gn borrower of the country and wn8istent i.$%lY~tlieir  &vn c-hart‘ers,  and. on a broadly
eqtitable b&s. Contributions couId take the f&$n of&&s ~r-,8~~~~‘c~noessional  loans,
possibly earmarked to pay debt service or to prep~y&t&ndi& debt. Multilat~al daielopment

1

banks might contribute via a multi-country or single-country  trust fund, to which donors could
also choose to ccjntribute. The IMF might 6on@ibut&%lhr&rgh&e ;e&&ed structural i
adjustment facility. t.. .

. .
6 Finally, it is propos’ed  that the P~ograrn would!eniain available for rwo yiars, at the

end of which a comprehensive review would b&held&$  d&i& &hetheYto dontinue with the
program.

A/ CommeroiaI  bank debt for most of these countries has already been handled or is ourrhntly  in the process
of being addrewd through the IDA administered Debt Redu~tion~fiacility  for DA-only Countries. This Facility
has been fundcxl from transfers from IBRD net income and donor funding and co-financing.
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What is outlined above is a broad framework for possible action consistent with the
guiding principles agreed by the Executive Boards. There are many important aspects that need
to be fleshed out. These include the nature of the commitments to ease the burden of debt
offered at the begirming of the second stage and how these commitments might be implememed,
and how the roles of the various creditors and donors should best be coordinated. There will

also need to be consultations with the Paris Club regardins the proposal to increase
concession&y  up to 90 percent. Moreover, each institution will need to consider ways in which
it can participate in and contribute to this initiative consistent with its own charter,
Considerable further work, in consultation with all interested parties, will be required to arrive
at a fully agreed program of action.

Do Ministers agree that

0 this framework provides an appropriate basis for further work,
0 the objective shouId be to produce a program of action, in consuhation with

concerned bilateral creditors/donors, the Paris Club and multilateral institutions, for
consideration at the next meetings of the Development and Interim Committees?
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4 Paris Clubp r o v i d e s  flow rescheduling  a s  per
cumxtt Naples terms (67 percent reduchon,Oll8pCSfJltVd~bfISii).

. O~bila~l and -1 creditors
provide at least comparable treaimcat.

4 Country estabhshes  fii track reumd  of good
pxhmance.

--

TabIe 2. Summary of the HIPC Initiative

fiGcq%q
ti

riGG&xr]
first stage.a . .._...... _ .._... (.-.“.“.....l  . . . . . . . . . . . . . . . . I _.-“..“...“..--.“...I__ . . . . . . “..__.

1 CmpJtdion  Point 1

pmides moueParis Club ~ollal~
xescheduhg  including up lo 90 percent debt re-
dmtian(asneededonacaae-byeasebasis).

Q&g  bilateral and commwcid  cm3itors
provide  at least comparable tm.tmmt
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