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THE EXTERNAL DEBT SITUATION OF AFRICAN OIC
MEMBER COUNTRIES: THE ENHANCED HIPC SCHEME,
NEW RELIEF OR NEW BURDENS

El-Waleed A. Hamour

Poor countries’ debts continued to figure prominently in theouariinternational
action programmes for LDCs. The recent years have witnesshenge in perception
regarding the sustainability of HIPCs debts. A near eosiss emerged on the need to
drop, cancel or refinance all HIPCs' non-sustainable ddbtsvever, criteria of
sustainability differ widely. In their estimations, theeBon Woods institutions adopt
the narrower definition of financial sustainability. NGOwlalebt campaigners, on the
other hand, call for a wider criterion that considensaddition, socio-developmental
factors of the HIPCs. Thus, while the enhanced version efHHPC scheme has
answered some of its earlier drawbacks, it remains quade to meet the prime aim
for which it was launched. Instead, it brings in a sktnew conditions, which
complicate the issue further. Heeding these, the UN e&egr General proposed
forming an independent body, which would not be unduly influenogdvested
interests, to be entrusted with the process of assessmeémvaluation. OIC countries
and institutions should support this alternative approach.

1. INTRODUCTION

Recently, a number of important political and techhevents have taken
place on the debt scene worldwide. The G7 summi{aiogne (June
1999) and the International Monetary Fund-World BgiMF-WB)
annual meeting (Sept. 1999) are primary among teemts. In the
Cologne statement, the G7 leaders approved a sdioegnant 90 per cent
debt relief to countries enrolling in the HIPC pess. During the year, the
main world creditors (G8 plus China), on separateasions, declared
their intention to offer 100 per cent cancellatadrthe debts of the heavily
indebted poor countries (HIPCs) participating ire ticheme (Jubilee
2000). As before, the relief is expected to takeftim of a stock of debt
operation, which includes both bilateral and maféral debt. However,
there is a hitch with this pledge. The countriesva$§ as the multilateral
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institutions concerned seem to interpret this 1€0gent term differently.
So in effect, a100 per cent pledge does not mdbdeiot relief. The IMF-
WB annual meeting held in Prague (Sept. 2000) éssueeview of the
Enhanced HIPCs initiative (EHIPC).

From the perspective of the HIPCs, the launch efERIPC scheme
in September 1999 is arguably the most importanthrieal
development during the year. The EHIPC schemenmwdified version
of the original HIPC initiative (1996) with some phasis on poverty
reduction and links to civil society and institutad reform. In addition
to bilateral debt, the EHIPC scheme also includesesrelief from the
multilateral debts held by the Fund and the Bankil&®/the scheme
offers interim debt relief, full relief only takgslace at the scheme’s
completion point (Section 4). However, due to didfeces of
interpretation, there is confusion as to the exténie relief offered.

The subtle aims of the new scheme are to closelpitorothe
country’s progress and to track the use of HIP@as#d funds to pre-
specified purposes. While the IMF-WB hailed it a®guess, many
believe the new scheme offers very little in theywsd more relief and
attaches more strings to it. This report argues, tvhile the EHIPC
offered more relief to some HIPCs, its new linkd @amplicit strings have
made more complex an already complicated processides, the IMF-
WB own estimates show that some targeted HIPCsenill up paying
more on debt payments under the scheme than weat ale now
(Cameroon). Furthermore, almost all HIPCs willgaftelief, continue to
pay more on debt than they can on basic servicels as health and
primary education (Oxfam 2000). Uganda, the firstirdry to receive
debt cancellation under the Cologrierms, will still pay creditors about
US$ 50 million a year. The scheme’s relief is smlthspread that it
becomes inconsequential. Noting these, one canelpt but wonder
whether the EHIPC scheme offers more relief or muwedens to the
HIPCs.

As the international campaign ‘Jubilee 2000 is dnawto a close,
efforts have intensified to put more pressure tarlmn political leaders
and creditors in a final push towards realising ¢aenpaign’s declared

! Under the Cologne terms 90 per cent of a country’s idetitt present value (NPV) is
cancelled including some multilateral debts owed to tekBand the Fund.
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aims. The campaign, which started in 1996, is ddmade civil-society
pressure group aiming at the full cancellationhe&f debt of the poorest
countries of the world. These developments and thngplications for
the debt scene worldwide and for the African mendmemtries (AMC)
in particular are the subject matter of this report

This report is prepared in compliance with ICFM &laton
No0.7/27-E, which requests SESRTCIC to continueofeihg the debt
situation of OIC African and other member countrid$he report
includes basic debt-related data and debt indisaiarall OIC member
counties but it emphasises the debt problems ofma@ber countries in
the sub-Saharan Africa region (AMC). The reporhgsi together debt
data on individual AMC and OIC member countriese Tollected data
is compiled to calculate debt indicators for the taroups (Annexes 1
and 2). These are then compared with indicatote/ofreference groups
namely, the Low-income (LIC) and the Developing mies (DC)
groups (Annexes 4 and 6). Some references to biSsinaran Africa
(SSA) and Middle-income groups (MIC) (Annexes 3 &hadre made.

The report is structured as follows: Section lisskes OIC and AMC
by income and indebtedness. Section Il includeketailed account of
the debt situation of the AMC. Section IV deals hwithe recent
developments on the debt scene. And section V adaslthe report.

2.CLASSIFICATION OF AMC BY INCOME AND
INDEBTEDNESSLEVELS

The World Bank classifies participant countries in the World Bank
debtor-reporting system by income level and ind#i@ss. The
classification criterion identifies four income gps, namely low-income,
lower and upper middle-income, and high-income gsout also sets
three categories of countries identified by levafisndebtedness. These
are: severely indebted, moderately indebted arsditelebted countries. A
fourth category is devoted to countries that ar¢ dassified by
indebtedness. A full description of the criterisrini Table 1 below.

According to the World Bank (2000b), 21 of 56 OIlCember
countries (37.5 per cent) are severely indebted(28&% per cent) are

2 World Bank 2000, p.XXIV and World Bank 2000b, p.152.
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moderately indebted, 14 (25 per cent) are lesshitede and the
remaining five (8.9 per cent) are not classifiedrigebtedness.

TABLE 1. AMC AND OIC COUNTRIESCLASSED BY INCOME
AND INDEBTEDNESS 1996-98 DATA (NUMBER OF AMC AS
RATIO OF OIC IN EACH GROUP)

According to 1998 GN|Severely-indebtedModerately-indebted |Less-indebted Non

calculated by WBAaS | P/XGS2220% and |132% < PV/XGS < 220% |PV/XGS < 132% | cjassified

method PV/GNP280% _|OR 48% <PV/GNP<80% |8 PV/GNP < 48%

L ow-income

GNP/N < §760 14/16 5/10 0/2 0/0

Lower middle

$760<GNP/N <$3030 0/4 0/3 1/8 0/1

Upper middle

$3031<GNP/N<$9360 171 0/3 0/4 0/0

High-income

GNP/ N > $9361 0/0 0/0 0/0 0/4
Totals 15/21 5/16 1/14 0/5

Source: SESRTCIC calculations.

Notes:

Data from World Bank (2000b) p.152, (classificatisiased on pre-enhanced
HIPC indebtedness criterion).

PV: Net Present Value of debt.

N: Population.

GNP/N: per capita Income.

XGS: Exports of Goods and Services.

Of the severely indebted category, 15 (71.4 pet oférthe OIC
members in the category) are AMC. Five AMC are sgdsin the
moderately indebted category and only one in tee iledebted category.

Of the severely indebted category, 16 OIC countaies classed as
low-income countries (LIC), 4 as lower middle-incerLMIC), 1 as
upper middle-income (UMIC). None of the severelgabted OIC
countries is classed as high income (HIC). Thusthef 15 severely-
indebted AMC, 14 are classed as LIC, none as LMI@s UMIC, and
none as HIC.

Ten of the 16 moderately-indebted OIC countriescéassed as LIC,
3 as LMIC, another 3 as UMIC, and none as HIC ia dategory. All 5
AMC, in this category, are classed in the LIC group
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In the less-indebted category, 2 OIC countriesciassed in the LIC
group, 8 in the LMIC group, 4 in the UMIC group andne in the HIC
group. Only one AMC belongs to this category anclaéssed in the
LMIC group.

TABLE 2. CLASSIFICATION OF AMC AND OIC ECONOMIES
BY INCOME GROUP AND INDEBTEDNESS ASAT JANUARY

2000
M oder ately- Less Not
Subgroups | Severely-Indebted | 7y yented | indebted | Classified
AM C|BurkinaFaso Mozambique Benin
Cameroon  Niger Chad
Comoros  Nigeria Gambia
o Guinea Sierra Leone Senegal
g G. Bissau  Somalia Togo
e Mali Sudan
Y W Mauritania _Uganda _ S IS R _
° OIC |Afghanistan Bangladesh | Azerbaijan
Indonesia Pakistan Tajikistan
Kyrgyz Rep
Turkmenistan
Yemen
AM C|Guyana Djibouti
QOlIC |[Iraq Algeria Albania Palestine
Jordan Morocco Egypt
o 2 Syria Tunisia Iran
£ N Kazakhstan
S Maldives
D Suriname
g Uzbekistan
s AMC|Gabon R OSSN P }
o) olIC Lebanon Bahrain
e Malaysia Libya
2 Turkey Oman
Saudi Arabia
o Brunei
£ & Kuwait
T 2 Qatar
- UAE
n|AMC | 21 15 5 1 0
Eloic | 35 6 11 13 5
Flworld| 207 46 43 58 60

Source: World Bank 2000b, Table A1.7, p.152.
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The five OIC countries that are not classified bgvesity of
indebtedness are classed by income. Four of thelemd to the HIC
group and one to the LMIC group. No AMC belongsthe non-
classified category.

Table 2 gives more details on the indebtedness iacdme
classification of the AMC and OIC member countries.

3. OVERALL ACCOUNT OF THE DEBT SITUATION OF THE
AMC AND OIC MEMBER COUNTRIES

In this section, the report compares the debt stmckflow indicators of
the AMC and OIC groups with their respective intlica from the LIC
and DC groups. The indicators used are growth i(@teperiod average
rates of change), debt ratios, percentage shacsmmual percentage
change. Debt ratios compared are debt-export (EBE)X debt-GNP
(EDT/GNP) debt-service (TDS/XGS) and interest—serv{INT/XGS)
ratios. Indebtedness is gauged by debt-export abhtt@NP ratios while
debt-service and interest-service ratios measuee dibt repayment
burden.

Debt stock indicators contrasted include total dgbtk (EDT), and
analysis of its components and composition. Thew fleariables
contrasted are aggregate net resource flows andférs, and net on-
debt flow and transfers on debt. The report cotgrdebt indicators of
the OIC sub-Saharan African Group (AMC) with love@me countries
(LIC), all OIC and all developing countries’ (DCglok indicators. Only
when significant, references to the all sub-Sah&faican and middle-
income groups may be made. The inclusion of the8B 1®8ia does not
seem to alter much the debt stock or the flow tseoidall the groups
(Annex Tables 1-6).

3.1. Debt Stock Performance

Total debt stocks (EDT) consist of public and pelgliguaranteed long-
term debt (LDOD), private non-guaranteed LDOD, IMFedit and
short-term debt (STD). Over the study period 19808l the debt stocks
of the AMC, the OIC and the reference groups hareegally increased.
However, EDT increases appear more pronouncedIfoy OC and DC
groups (Graph 1).
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During 1980-90, AMC debt stock (EDT) figures showla 3 per
cent average rise, lower only than the LIC ave@ddES.8 per cent. Over
the same period, the debt stock of the OIC groupessed by an
average of 10 against 9.1 per cent for the DC grélgwever, during
1990-98, AMC EDT rose by an average of 1.7 per centpared to 5.3
and 5.7 per cent for the LIC and the OIC group eespely. The DC
group EDT rose by a higher annual average (7.Tget). Accordingly,
AMC EDT growth, especially in the latter years, wasarginal
compared to the reference groups (Table 3). Thig beadue to two
reasons: 1) the AMC were unable to attract newuress and 2) debt
relief efforts are beginning to pay dividend. Comipg indebtedness
ratios will shed more light on the group’s debtiatton.

GRAPH 1. STOCK OF DEBT COMPARED, 1980, 1990-98
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3.2. Indebtedness Appraisal

The level of indebtedness of AMC soared out of dnduring the
1990s, with rates higher than their regional avesadgn 1980, the AMC
group had one of the lowest indebtedness indicaBy4998, the AMC
group indebtedness ratios were among the higheshenworld. By
1998, AMC debt-export and debt-GNP ratios were &8l 3.6 times
their 1980 levels (Graph 2A and Table 4).

The AMC group’s debt payment position has also wesl over the
years. Only the OIC group had a higher TDS/XGSoratti1990 and the

% Sub-Saharan Africa (SSA) is the AMC regional group.
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LIC had a comparable INT/XGS ratio. The AMC’s 1988bt service
ratio is almost double its 1980 level, howeveriitierest service ratio
declined significantly in 1998 compared to 1990gr 2B and Table
4). The graph and table show a comparison of daisr across time
and groups.

In 1998, the OIC group’s debt-export and debt-Ghifftos measured
1.5 and 2.1 times their 1980 levels, respectiv€he same ratios were
1.2 and 2.2 times for the LIC, and 1.7 and 2.1tler DC group. Even
SSA indebtedness ratios were lower than the AM@osatboth in
magnitude and rate of change.

AMC payment ratios were relatively low and exhilliteather less
extreme rates of change. Their 1998 debt-servitie veas the lowest
(14.1 per cent) among all the six groups. Neveesglboth its payment
ratios were 1.8 and 1.2 times their 1980 levelswéie@r, in 1998, the
debt-service ratios of AMC, OIC and LIC groups weensiderably
lower than their 1990 levels. Interest serviceosati998 levels were
invariably lower than their earlier rates.

It is clear that, in recent years, the AMC groupl llae worst debt
performance among the six groups. Even in relatmrtheir region
averages, the AMC group compares less favourabgt, their debt
ratios were comparable to the other groups in 1980wever,
throughout the 1990s, the AMC had relatively veighhdebt ratios. The
relatively less extreme payment ratios compared these high
indebtedness ratios may be a reflection of non-gayrof outstanding
debts, rescheduling and also of debt relief.

3.3. Composition of Debt

The composition of debt is an important factor @btdanalysis since it
has a direct bearing on the processes of debt megaty rescheduling
and relief. In terms of its main component, the position of the debt
of the AMC and the other reference groups remamedhly the same
after the inclusion of the 1998 data (Graph 5).d-term debt (LDOD)
remained the largest component of EDT in all groupsl998, LDOD
shares ranged between 78-85 per cent of the dmiit atross all groups.
AMC LDOD share was 79.3 per cent in 1998. Durin@d-90, AMC
LDOD increased by 13.7 per cent, second only to gQup with 14.1
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per cent, and followed by the OIC group with 10t pent. The DC

groups LDOD rose by 10.1 per cent (Table 3).

GRAPH 2. DEBT RATIOS COMPARISON
A. Indebtednessindicators
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TABLE 3. DEBT PERFORMANCE COMPARISON 1980-90,
1990-98

Aver age change per annum (%)

AMC oIC LIC DC
80-90 90-98 |80-90 90-98 |80-90 90-98 |80-90 90-98
1. SUMMARY DEBT DATA (millions of USdollars)

TOTAL DEBT STOCK (EDT) 12.3 17/ 100 57| 138 53 9.1 7.1
Long-term debt (LDOD) 13.7 07 102 52| 141 52 101 7.0
Public and publicly guarante 14.€ 0.5 10.: 2.6 14t 3.5 11: 4.C
Official debt: 16.7 3.1 11.:c 3.8] 14.€ 3.7] 13 4.4
Multilateral 17.5 55 12.¢ 4.4 17% 6.5| 15.¢ 5.8
Concessional 183 8.21 134 7.8 158 7.8 142 7.6
Bilatera 16.4 1.9 9.5 3.5] 13.: 2.0 11.c¢ 3.€
Concessioni 9.5 34 8.7 3.2 11.¢€ 0.2 10.z 0.5
Private Creditor 10.2  -10.7 8.6 0.0 14z 2.8 9.7 3.€
Private no-guarantee -2.7 9.€ 8.C 26.€ 7.6 24.€ -0.7 21.¢
Use of IMF credit 9.5 25 44 144 8.3 72| 110 133
Short-term debt (STD) 59 7.2 9.6 74| 132 53 53 6.7
Of which interest arrears on LD( 42.4 10.E 31.: 7.7 224 7.4 35.¢ -4.€
Memo: principal arrears on LDOD 26.0 12.1] 318 9.6/ 297 119 373 5.6
TOTAL DEBT FLOWS

Disbur sements -25 -7.7 33 36 57 2.6 19 11.2
Long-term dek -2.0 -9.1 4.C 1.7 6.4 15 1.8 10.7
IMF repurchase -8.2 6.2 -14.c 41.7 -1.2 14.2 3.2 17.1
Principal repayments 6.2 -1.2 11.9 36 11.8 85 7.7 9.7
Long-term dek 6.5 -2.C| 124 3.7 114 9.8 7.3 10.z
IMF repurchase 3.6 5.C 4.7 1.1 14.4 -7.2 15.1 24
Net flows on debt -46  -36.7 00 -184 41 -1732 -6.0 3.0
Of which shor-term dek -6.8 -166.¢| 12.z -195. 104 -206.€ -8.¢ -214:¢
Interest repayments (INT) 6.2 -9.5 7.3 3.2 11.3 4.0 3.7 6.9
Long-term dek 10.z -10.1 8.7 2.7 12.2 44 5.3 7.1
IMF charge 8.8 -12.5 11.C -0.2| 144 -7.2| 18z 3.8
Shor-term deb -8.7 -3.7 1.¢ 6.1 7.2 3.5 -1.6 6.4
Net transfers on debt -1790 153 -1852 379 -1.2 -2101 -1835 196
Total debt service (TDS) 6.2 -5.3 9.9 34 116 6.5 5.8 85
Long-term debt 85 -6.0 109 33 118 7.6 6.4 9.1
IMF repurchases and char 4.€ 2.2 5.8 0.8 14.4 -7.2 15.€ 2.8
Shor-term debt (interest onl -8.7 -3.7 1.8 6.1 7.2 3.5 -1.6 6.4

2. AGGREGATE NET RESOURCE FLOWS AND NET TRANSFERS (long-term)
NET RESOURCE FLOWS 3.7 -2.8 11 0.3 6.6 7.3 18 158
Net flows on LDOD (ex. IMF -6.7 -34.Z -6.2 -7.6 3.6 -12.7 -40  10.€
Foreign direct investment (n -204.¢ 144 102 11 36.6 32z ne 20.
Portfolio equity flow: ne na ne 32.2 ne 21.C na 27.2
Grant (ex. Technical coop.) 119 -2.9 6.6 -7.1 8.0 -0.6 79 -10.0
NET TRANSFERS 8.7 0.2 37 221 7.3 85 00 279
Interest on lon-term dek 102 -10.1 8.7 2.7 12.2 4.4 5.3 3.8
Profit Remittances on FI -14.€ 34 -3.€ 7.3 -5.1 9.6 -3.0 6.C
3.MAJOR ECONOMIC AGGREGATE 1980, 1990-97 (millions of USdollars)

Gross National Product (GN -1.C 1.3 4.C 3.0 4.1 6.6 3.6 4.4
Exports of Goods & Services (XC -3.C -1.3 5.8 5.8 7.t 11.C 2.7 8.4
Workers' remittanct -0.4 12.2 5.8 2.6 2.2 12.C 5.8 8.2
Imports of Goods & Services (MG$) -2.4 3.3 5.6 55 72 103 3.2 8.6
International Reserves (RE -5.8 8.7 -2.C 12.€ 2.€ 18.4 0.5 53.C
Current account balance (CA 5.8 -224¢ -13.z 38.: -1.1 -1945 141 15¢

Study Calculations, based on Annex Tables 1-4.
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TABLE 4. INDEBTEDNESS AND PAYMENT BURDEN
INDICATORS
Indebtednessindicators
EDT/XGS (%) EDT/GNP (%)
1980 1990 1998 | 98/80 | 1980 1990 1998 | 98/80
AMC 73.2 317.3 403.3 55 29.1 102.§ 105.7 36
olicC 127.9 187 186.1 15 30.1 52.7 64.7 21
SSA 65.5 209.4 2389 36 23.4 63 72.3 31
LIC 146.1 257.8 168.9 12 17.7 43.2 39.3 22
MIC 86.7 137.2 140.9 16 21 31.1 43.4 21
DC 88.4 1625 1478 17 20.3 34.2 42,1 21
Debt payments burden indicators
TDS/IXGS (%) 98/80 INT/XGS (%) 98/80
AMC 7.9 19.5 14.1 18 4.5 11.1 56 1.2
oliC 15.9 23.1 19.3 1.2 7.8 8.9 7.3 09
SSA 7.2 12.9 147 20 3.8 6.3 54 14
LIC 14.8 21.4 154 10 7.2 10.2 6| 08
MIC 14.5 17.4 19.4 13 7.7, 7.2 7.3 09
DC 13.5 18.3 18.4 14 7.1 7.8 71 1.0
Extract of Tables 1-6.
GRAPH 3. DEBT STOCK (EDT) COMPOSITION
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During the 1990s, STD shares have been creeping wgl the
groups. However, 1997 and 1998 witnessed a revefstiat trend in
the DC and LIC groups. For the OIC group the declgiseen only in
1998. However, for the AMC and SSA groups, STD sbkare still on
the increase, although the rates of increase taidlg §lowed. The rise
of STD in these two groups is linked primarily teetwidespread arrears
on LDOD and to IMF credits. AMC STD rose on averdye7.2 per
cent annually during 1990-98 against 7.4 per centtfe OIC. For LIC
and DC, the rise in STD ranged between 5.3 ang&: tent per annum
(Table and Graph 3).
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IMF credits shares have remained roughly the saxoepe for the
MIC. There they rose from 1.5 in 1980 to 2.3 and.@per cent in 1990
and 1998 respectively. During the 1990s, IMF ceedit AMC made
about 3.1 per cent of EDT, on average, compare8.5oper cent for
SSA. IMF credits of the OIC, LIC and DC groups werg, 2.5 and 3
per cent respectively (Graph 3).

Guaranteed to non-guaranteed debt (G/N&)d official to private
(O/P) debt ratios are significant indicators fobdeomposition analysis.
These ratios appear to differ widely among varigusups, but most
notably for the AMC group. In 1980, both AMC ratiagere midway
among all the groups. The G/NG ratio ranged betvweér(DC) and 16
(OIC), the AMC ratio was in the middle of the rangih 9.9. The O/P
ratio range was 0.7 (DC) to 1.9 (LIC) with 1.2 fboe AMC. From 1990
onwards, the AMC ratios are consistently on théésg boundary of the
range. In addition, the AMC ratios were much higthemn those of the
other groups, including SSA. In 1998, the AMC G/M&d O/P ratios
were 25.1 and 6.1, followed by 18.8 and 3.2 for SBéy the remaining
groups, including the LIC, the G/NG range was 3.1-&nd the O/P
ratio’s range was 0.7-1.6. The very high ratioghaf AMC and SSA
countries are due to their relatively high publidgpublic guaranteed
debts. Furthermore, the AMC'’s official debts amotmsix times their
private debts (Table 5).

TABLE 5. PUBLIC AND PUBLICLY GUARANTEED DEBT TO
PRIVATE NON-GUARANTEED DEBT AND OFFICIAL TO
PRIVATE DEBT RATIOS

Groups Ratios 1980 1990 91-97 1998
AMC Gugr_anteegi/Non-Guaranteed 9.9 50.4 38.1 25.1
Official/Private 1.2 25 4.6 6.1

oIC Gugr_anteepI/Non-Guaranteed 16.0 19.6 9.3 3.6
Official/Private 1.3 1.7 1.7 1.3
SSA Guar anteed/Non-Guar anteed 9.2 27.3 214 18.8
Official/Private 1.2 2.7 3.0 3.2

LiC Gugr_anteepI/Non-Guaranteed 12.2 22.8 20.7 5.1
Official/Private 1.9 2.2 25 1.6

DC Guar anteed/Non-Guar anteed 54 17.0 8.4 3.1
Official/Private 0.7 1.1 1.1 0.7

“ Guaranteed debt consists of public and publicly guarante®t eéile non-
guaranteed debt refers to private non-guaranteed debt.
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GRAPH 4. COMPOSITION OF LDOD
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The distribution of LDOD into official and privatiebts is important
due to its bearing on the issues of financial @l debt repayment
and relief. During 1980-98, the share of officiadbtk in the AMC
LDOD has almost doubled while that of private detitsinished to
about a quarter of its 1980 level. Similar but rildrends are observed
for the LIC and OIC group. For the AMC the publidwate debt ratio
was 1.2 in 1980 but reached 6.1 by 1998. For ti=drbups, the public-
private ratio declined from 1.9 in 1980 to 1.6 @98 and remained at
1.3 for the OIC group. The reverse is observechen DC group with
private debts taking the larger share (Graph 4).

The distribution of official debts into multilatdrand bilateral is also
of significance, particularly for countries thatéarepayment problems,
and thus need to restructure their debts. With itlteease of AMC
official debts, both their multilateral and bilsaérdebt elements have
risen over the years. In 1998, 42.4 per cent ofAlWkC EDT was made
of multilateral debts and 26 per cent of bilatelabts (Graph 5).

GRAPH 5. DISTRIBUTION OF OFFICIAL DEBT
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Lastly, the concessional element of debt has ssdstantially in the
AMC and SSA, but declined in all the other groupsluding the OIC.
In 1980, concessional debt represented 27.3 an@ @6their EDT
respectively. The same amounted to 27.8 and 33.tque in 1990 and
increased to 37.9 and 38.7 in 1998 in the two gsaeppectively (Graph
6). The rise is traced principally to the impactd#bt rescheduling,
especially within the context of the Enhanced Higaindebted Poor
Countries Initiative (EHIPC)

GRAPH 6. CONCESSIONAL DEBT
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3.4. Financial Flows

Aggregate long-term net resource flows (NRF) are sum of net
resource flows on long-term debt (LDOD) —bonds badk and trade-
related lending excluding IMF— and non-debt-creaflows. Non-debt-
creating flows consist of net foreign direct invesnt (FDI), portfolio
equity flows, and official grants (excluding tectali cooperation).
Aggregate net transfers (NT) are NRF minus interestloans and FDI
profits. Accordingly the NRF are by definition gteathan the NT.

3.4.1. Aggregate net resource flows (long-term)

During 1980-90, NRF of AMC increased by an averafy8.7 per year.
That compares to annual average shifts of 1.1,ah6,1.8 for the OIC,
LIC, and DC groups respectively. In contrast, dgiri®90- 98 the AMC
NRF declined by 2.8 per cent on average. Only th& Bad a matching
rate of decline during 1990-98. The other groupRF\have all risen on
average, by 0.3, 7.3, and 15.8 for the OIC, LICd dxC groups
respectively (Table 3, Graph 7).

® Section 4 of this paper discusses the EHIPC and its opathe AMC.
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The year 1998 witnessed a decline in the NRF obfathe groups.
The steepest ebb was in the OIC group with 44.1cpat, followed by
the LIC with 30 per cent, then the DC with 7.4 pent, and lastly the
AMC with a 2.7 per cent decline (Table 6, Graph 7).

3.4.2. Aggregate Net Transfers

While the AMC annual NT shifts were positive oveitlbperiods, the rate
of increase in 1980-90 (8.7) was markedly highantim 1990-98 (0.2).

GRAPH 7. AGGREGATE NET RESOURCE FLOWSAND NET TRANSFERS
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In 1998, NT declined in all of the groups, incluglithe MIC. In
addition, the rates of decline were sharper tha¥Rif. This observation
indicates that most of the depreciation took platethe non debt-
creating flows —FDI, portfolio equity flows and affal grants. The NT
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of the OIC group declined by 96 per cent in 198&ddition to 29.7 per
cent in 1997. SSA NT declined by 50 per cent in8L9%r AMC the
decline in NT was the same as that of NRF (Tahle 6)

3.4.3. Net Resources and Transfers on Debt

Net flows on debt, or net lending or net disbursetsigNFOD) include
disbursements on long-term debt and IMF purchasesisvprincipal
repayments on long-term debt. It includes the changstock of short-
term debt together with interest arrears for losgrt debt. Net transfers
on debt (NTOD) are net flows on debt minus intengsyments (or
disbursements minus total debt service payment& 000, pages 16,
20-21).

TABLE 6. ANNUAL CHANGE OF NET RESOURCE FLOWS
AND NET TRANSFERS

191/90| 92/91 | 93/92 | 94/93 | 95/94 | 96/95 97/96 98/97 93-98
Net Resour ce Flows
AMC -8.7] 05 14z 7€ -29.2 -6.4 973 -27 -1z
o][e 16.5 12.¢ 8.6 0.7 -1.5 51.F -14.4 -443 0.1
SSA -3.4| -0.¢ 0.7 177 15.¢ -25.¢) 19.¢| -29.¢ -0.2
LIC -29.7 -1.3163.5 17.7 1.4 9. 6.4 -30.7 27.¢
MIC 692 32.7| 13.4 -9.3 282 29.C 11.F 3.9 12¢
DC 24.¢ 237 43¢ 05 16.7 21§ 9.8 -7.4 14z
Net Transfers
AMC -17.Z) 113 59.2f 3.4| -38.¢ -21.(| 412 -2.¢] 6.8
oiC 94.Z -13.5 40.¢ -6.6| -24.5 172.7 -29.7| -95.¢| 9.5
SSA -0.¢| -2.€ 14.€| 151 29.¢ -43.4 53.¢ -49.¢ 34
LIC -18. 1.6/ 191.¢ 17.4 -1.1| 10.5 7. -42.4 30.f
MIC 480¢| 94. 44.€| -24.7 31.¢| 50.f 14. -0.3 19.
DC 90.4 54.f 85.¢ -6.E 14. 31.7 11.7 -16.5 20.C

GRAPH 8. POSITION OF NET RESOURCE FLOWS
AND TRANSFERS ON DEBT
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Resource flows on debt to AMC, OIC and SSA havelioed
drastically over the years. AMC, NFOD measured &b gent of their
EDT in 1980, but declined to 3 per cent in 199@] ama mere 0.07 per
cent in 1998. Similar rates of decline were preser8SA, LIC and the
OIC groups. In general, resource flows to all th€ Qroup have
declined during the 1990s, but recovered slight!§$998 (Graph 8.A).
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In 1980, the net transfers on debt (NTOD) were tp@sicross the
groups. By 1998, they all turned negative. The nitade of the shift in
the different groups was proportional to the grouyet transfer value.
That is to say, the group with the highest NTODueashifted the most.
However, since the NTOD is a net leakage, themgralips had to pay
more on debts in 1998 than they did in 1980 and {@3¥aph 8.B). This
general regression of the flows on debt acrosgytbaps indicates the
scantiness of new debt resource flows to LIC inegely but especially
to those in SSA including the AMC.

4. DEVELOPMENTSON DEBT RELIEF

In recent years, international efforts on the debéf of the HIPCs have
been centred on the HIPC initiative. However, pesgr under the
initiative has, so far, been disappointing, bothh® sponsors and to the
HIPC, the targets of the initiative. In fact, es#nce its inception and
launch in September 1996, the HIPC initiative haserb widely
criticised. Its opponents claim that it suffers nfroproblems of
understanding, cumbersome procedures, excessivelitiooality,
restrictions over eligibility, inadequate debt eéliand unfulfilled
promises and expectations. The role of the IMF \&foild Bank (IMF-
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WB) as sponsors of the initiative also has beent#iget of harsh
criticism, particularly from aid agencies, non-goveental

organisations (NGOs), civil society and pressuraigs. In addition, the
G8 leaders have also come under some criticisnt #itgr Okinawa
summit in Japan in which they redefined some ofirttrearlier

commitments. This was seen as retraction of comeritrand negation
of urgent responsibilities by debt campaigners @RD00, pp 1-6).

During the millennium year, a number of significalgvelopments
have taken place on the debt relief front. The miwgtortant among
these developments are:

* Approval and Review of the Enhanced HIPC initiatigg the
sponsors of the initiative;

» Pledges made by the G8 group of countries and sthex weighty
donors to cancel 100 per cent of the poor countiédxs; and

» Intensification of the international campaign, Jedi2000, for the
cancellation of the unpayable debt of the worldstrimpoverished
countries. In this section, the report briefly rects these
developments (World Bank 9/2000, pp.1-8).

4.1. The Main Features of the Enhanced HIPC Initiative (EHIPC)

In 1998, the joint IMF-WB Committee initiated a widconsultation
effort to revise and reform the HIPC initiative.el'hevision intended to
address the poor achievement record in the iniabbjectives as well
as take note of the stakeholders’ and critics’ yeints. In June 1999,
the G8 leaders in their Cologne summit addressedstsue of HIPCs
debt and declared a commitment to cancellationshieg up to 100 per
cent of the HIPCs stock of debt, but within the BBIscheme.

In the fall of 1999, in their annual meeting theAMVB unveiled
modifications to the HIPC scheme under the nameamced HIPC
initiative (WB 9/2000). The declared aims of the IBB are to
accelerate the delivery of assistance; to link dedbief, firmly and
transparently, to poverty reduction; and to augmemre than double,
the amount of the scheme’s projected debt relieteSthe EHIPC'’s aim
is to provide “deeper, broader and faster” debiefelthe IMF-WB
committed to four targets, namely,
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= To expedite country cases, to enable 20 HIPCs &mhretheir
decision point under the EHIPC framework by the eng2000;

» To support HIPCs to prepare their Poverty Reductiimtegy
Papers (PRSPs);

= To set up mechanisms to target and track resotireed by HIPC
deals;

= To facilitate multilateral participation in finamg the EHIPC

The enhanced scheme retained the basic two-stagelitional
framework of the original HIPC scheme, which regsieligible HIPCs to
establish a certain track record, under the sugierviof the IMF, before
relief is granted. The main new features of theEEEischeme are:

First, lower debt sustainability targets, which incretimenumber of
eligible countries for assistance under the initeat This is sought to
achieve broader debt relief.

Second, the provision of interim assistance for eligildeuntries,
including relief from the IMF and the World Bank all as more
concessional restructuring of debts provided witkine Paris Club
framework under the Cologne tefinhe interim assistance, however,
is to be coupled with the presentation of interiRSPs.

Third, the novel feature of the new scheme is its eitpglick to
poverty reduction. Under the EHIPC, eligible HIP&% required to
prepare Poverty Reduction Strategy Papers (PRSRsra of the debt-
relief process.

Fourth, the other novel feature of the new scheme isattuption of
floating completion points so as to accelerateveeji of debt relief.
This modification eliminated the original three yeaterim period in
favour of linking the completion point with the ddepment and
implementation of a PRSP, in addition to fulfilmerita pre-determined
set of key structural and social reforms.

4.2. Progress under the EHIPC Framework

Under the EHIPC framework, 41 countries are classe#IPCs, 33 of
them are in SSA and 30 of them are classed as LUeasgtloped

® Cologne terms provide 90 per cent or higher debt reduction semrealue terms as
compared to the 80 per cent under the previously applied terms.
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Countries (LDCs). Recent IMF estimates suggest HiBCs’ total

outstanding debt has increased by US$4.5bns in 1@%@hing

US$219bns. Their debt/export ratio is estimate@8& per cent, more
than double the DC average ratio and higher thars®A average (IMF
5/2000 and UN 9/2000).

By September 2000, 10 HIPCs had reached their idacimints
under the enhanced scheme. The expected reliethése countries
amounts to US$16.2 billion ($9.2bns in NPV tern®gven of these are
OIC AMC, namely Benin, Burkina Faso, Mali, Mauritania,
Mozambique, Senegal and Uganda. The expected relief for these 7
AMC HIPCs amount to US$10.2 billion ($5.3bns in NPWhese
amount to 63 and 58 per cent of the expected rrethis group (Table
7).

TABLE 7. ENHANCED HIPC INITIATIVE
Committed Debt Relief and Outlook; status as at Septei)2600
(In millions of U.S. dollars)

Debt Relief Comments
NPV Reduction Nominal Debt Service Relief
counry Q1Y hire T09 WisCy mipe.  To@
Countriesthat have reached their decision points (10) (7 AMC)
Total 2,868 6,291 9,159 5,730 10,460 16,190
Benin 0 265 265 0 460 460 Approved Jul.00
Bolivia 448 854 1,302 760 1,300 2,060Approved Jan.00
Burkina Faso 229 169 398 400 300 700 Approved Jun.00|
Honduras 0 556 556 0 900 900 Approved Jul.00
Mali 128 401 529 220 650 870 Approved Sep.0(
Mauritania 0 622 622 0 1,100 1,100Approved Jan.00
M ozambique 1,716 254 1,970 3,700 600 4,300Approved Apr.00
Senegal 0 488 488 0 850 850 Approved Jun.00
Tanzania 0 2,026 2,026 0 3,000 3,000Approved Apr.00
Uganda 347 656 1,003 650 1,300 1,950Approved Jan.00
AM C sub-total 2,420 2,855 5275 4,970 5,260 10,230
% 84 45 58 87 50 63
Countrieswith target decision pointsin 2000 (10) 2/ (6 AMC)
Cameroon 3/ 1,466 1,466 0 2,700 2,700Reviewed Jun.00
Chad 3/ 157 157 0 250 250 Reviewed Jul.00
The Gambia
Guinea 3/ 638 638 0 1,150 1,150Reviewed Dec.99
Guinea-Bissau
Guyana 256 ... 256 410 ... 410 Approved 1Dec.97
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Malawi 3/ 629 629 0 1,100 1,100 Reviewed Aug.0(
Nicaragua 3/ 2,5072,507 0 5,000 5,000Reviewed Sep.99
Rwanda 3/ 445 445 0 800 800 Reviewed Aug.0d
Zambia 3/ 2,468 2,468 0 4,000 4,000Reviewed Aug.0(
AM C sub-total 256 2,261 2,517 410 4,100 4,510
% 100 27 29 100 27 29

Countriesto be consider ed post-2000 (15) (5 AMC)
Possible early cases (5)
Cbote d'lvoire 345... 345 800 ... 800 Approved / Mar.98
Ethiopia
Madagascar
Niger
Sao Tome and
Principe

Others(10)
Burundi

Central African
Republic

Congo, Democratic ...
Republic

Liberia

Myanmar
SierralLeone

Somalia

Sudan

Togo

At request of government not seeking HIPC debt Relief (2)
Ghana
Lao P.D.R.

Memorandum item
Debt relief
committed under
original and
enhanced HIPC 4/

3469 6,291 9,760 6,940 10,460 17,400

Source: WB 9/2000, Table 1.

1/ Approved debt relief under the original framework.
2/ Work under way in partnership with government, othezditors, and donors
towards the goal of bringing as many countries as plessibtheir decision points
within a framework of sound policies that ensure debt retieéffectively used for
poverty reduction. Bank and Fund staffs are committed tewvéoything possible to
have debt relief packages in place for 20 countries bgrtdeof 2000.

3/ Countries for which the Boards of the World Bank &&d have reviewed the
preliminary HIPC documents.

4/ Countries that have reached their decision points rutie enhanced HIPC
framework through early September, 2000 and Coéte d'lvoire angria, which had
reached their decision points under the original framewotleear

Note: NPV means net present value.
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Preliminary reviews are set to be completed foth&ocountries by
the end of 2000. Three other cases that were cemesidunder the
original scheme are being reassessed. If compléte®0-country target
to reach decision point by the end of the year 2000Id be fulfilled.
Preliminary relief for this group is estimated &%15 billion ($8.3bn in
NPV terms). The share of the AMC in this group cordach some 29
per cent of the group’s expected relief. This iBnested to reduce the
EDT of these countries by close to 45 per cent RVNerm on top of
traditional relief mechanisms (UN 9/2000, p.5)

An AMC, Uganda, became the first country to achiete
completion point under the EHIPC in May 2000. Fotker AMC are
expected to reach that stage, Benin, Burkina Fakxzambique, and
Senegal in 2001 and Mauritania in 2002. On therdth@d, Mauritania
became, in March 2000, the first country to recefl@v-of-debt
rescheduling from the Paris club on Cologne terms.

Of the 15 HIPC cases to be considered in post 2008, Niger,
Sierra Leone, Somalia, Sudan and Togo, are OIC AMCthem only
Niger is a possible early case (Table 7).

4.3. Evaluation of the EHIPC

The steps taken under the EHIPC scheme are gregtsaine as positive
developments. While some observers coldly welcothedlevelopments,
many have rejected them outright as mere windowssiitg of an
intrinsically inadequate approach. A recent UN 8&ay-General report
criticised the EHIPC approach by saying, “while tsuacceleration is
welcome, the current approach is not likely to seccin removing the
debt overhang of the world’s poorest countries” (\3&p/2000). The
report argues that while the EHIPC/PRSP initiatrezognises the
importance of involvement by debtor governments ifsrsuccess, its
design is not consistent with this objective (pB)e report called for a
bolder approach to the problem. It called for a paghensive assessment,
including other debt distressed non-HIPC countrissan independent
panel of experts who are not unduly influenced t&ditor interests. The
independent panel suggestion overtly points to ghadial role of the
Bretton woods institution in this regard.

An evaluation study carried out by an internatioN&O (Oxfam
9/2000) reached a similar conclusion regardingBRPC. It states that
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some HIPCs will emerge from the EHIPC process sp#éinding far more
on debt than they are able to invest in prioritgiglinvestments. Of the
12 reviewed HIPCs, all but three will continue pesd far more on debt
servicing than on health and primary educationr dfiey received debt
relief. Some HIPCs, includinBenegal, Tanzania and Zambia will emerge
in a perverse position of paying more on debt sewyi after the relief
than what they are paying now. In six of the cdastreviewed, post-
relief debt payments will absorb over 15 per cdrthe countries’ budget
revenues, and up to 40 per cent in ZamBemeroon and Malawi. That
clearly contradicts the initiative’s own PRSP tdargéhat study suggests
that the targets and figures shown by the IMF-WBpdRe grossly
exaggerate the real benefit of the initiative. Tiafers to the initiative’s
stated aim to leave the HIPCs with a sustainable geofile, and to
provide resources for poverty reduction. In sure, iéport suggests that,
while the EHIPC significantly reduces the amounuigpayable EDT, and
the amount HIPCs should pay without relief, it dnesgo far enough. It
calls for deeper debt reduction to capacitate Hip@rnments to finance
basic services. The report recommends a maximuimgef 10 per cent
of government revenue to be allocated for debtigeag/ in a single
budget year (Oxfam 9/2000).

4.4. Debt Cancellation

Among the significant developments with regard toip countries
unpayable debts during 1999-2000 has been the ggoaviceptance and
pledges by creditors to grant relief beyond theoGoé terms. Most
important amongst these are the commitments madethby G8
countries, which offer 100 per cent debt cancelatChina too declared
its intention to waive some US$ 1.2 billion of tAdérican Countries’
debt by the year 2002. Also significant in thispes is the inclusion of
multilateral debts in the relief scheme includingsp cut-off incurred
debts. However, the commitments to cancel debt hgae been linked
to the EHIPC process, which means only countrigaggthrough the
HIPC process would be expected to benefit frometoesnmitments.

Military conflict is seen as a factor preventingvpdy reduction and
thus debt relief. HIPCs involved in military comfis would not be
expected to benefit under the EHIPC scheme or ttebt cancellation.

To a large extent, the international campaign tecehthe unpayable
debt of the poorest countries has been instrumémtathieving these
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positive developments. The campaign, which wasdhed in 1996, had
set the millennium year as a target year to cahegldebt.

5. CONCLUSIONSAND POLICY RECOMMENDATIONS

The Sub-Saharan African region continues to befdhas of attention

for the international debt relief effort, as it tslthe world’s poorest
countries. Of the 41 countries recognised as HIBGsre located in the
SSA region. Some of the region’s non-HIPC countaikss are suffering
from unsustainable and unpayable debts. Of thene s OIC member
countries. Some of the regions relatively well-ocffuntries are also
suffering from the legacy of unsustainable debtsut® Africa and

Nigeria are examples of these.

The period 1999-2000 has witnessed an increadeeidebt stock of
AMC and the other reference groups. In this reghedperiod has not
been different from the 1990 trend. The latestlabé data indicate that
AMC indebtedness position has deteriorated sinael@st report in
1999. Debt sustainability measures again havecatefiethe precarious
position of the AMC and that of the SSA region engral.

On the positive side, the period since our lastorepas also
witnessed some very significant debt-related deuraknts which will
have a lasting effect on the debt scene in gergr@lon the HIPCs in
particular.

Since 1996, an international campaign was launciadiothg for the
cancellation of the poor countries’ unsustainaldbtdy the year 2000.
Since the millennium year was the set target yearcampaign has very
much spread and intensified in the last two ye@l®e campaign has
been very instrumental in pushing the debt issuthéoforefront of the
international political agenda. Accordingly, thelipcal leaders of the
world, particularly the G7 countries, have respahgesitively to the
campaign calls and committed, with some differenoeemphasis and
interpretation, to cancelling the unpayable delfitthe poor countries.
However this is to be done again within the corgreial conditional
context of the Enhanced Poor Countries (EHIPC)dte or HIPCII.

The EHIPC initiative, unveiled by the IMF-WB annuaketing in
September of 2000, is the other most significantetgment of the
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year. The new EHIPC, while it kept the basic stitetof the original
scheme, has introduced a number of significant fivadiions. These
include lower debt sustainability targets, the Bmn of additional
interim support for eligible countries, the exgdlitnk of the scheme to
poverty reduction through preparation of PRSPs taedlinking of the
process to civil society institutions and changée Thew scheme’s
declared aim is to provide ‘deeper, broader antefaslebt relief to
eligible countries. An IMF-WB review report, issuéd September
2000, has shown that the new scheme is delivermalb of these
counts.

While the progress made has been welcomed as dnsthp right
direction, many have argued that the process rioff too little too
late, and that the headline figures promoted by-\B grossly inflate
the level of actual relief. The EHIPC has been ettield to vigorous
criticisms from debtor countries’ representativa$icial bodies, as well
as NGOs and campaign fora alike. The grounds upbithwthese
criticisms are made include complexity, excessweditionality, design
and sheer inadequacy to tasks and targets at Ramthinent among the
EHIPC scheme critics is the UN Secretary Generab walled for a
reassessment of the problem by an independent gaates not unduly
influenced by the interests of the creditors. Trejgort recommends the
OIC countries and institutions to adopt, promoted asupport the
Secretary General’s proposal as a strategic atteeneghoice.

In the meantime, the OIC group and institutionseh&v continue
their valued support to the AMC HIPCs. In additiefforts should be
directed towards achieving the HIPC initiative’sigoral aim of
relieving the HIPCs of their unpayable or unsusthia debt. As this
report and others have categorically shown nothésg than 100 per
cent cancellation of the HIPCs debts would be sueside. The HIPC
process itself has to acknowledge and take on rémadity for it to
become consistent with its own targets. In thisardg OIC states and
institutions could play an instrumental role by ersing and advocating
this position, in line with other international mawents and institutions
such as the Non-Alignment Movement and the Orgénisaf African
Unity (OAU).
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