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The Urgency of Debt Relief for Honduras and Vicaragua

1. Introduction

Over the last several years Central America has gone through a substantia
process of adjustment and modernization. After years of social unrest, the entire region is
finaly at peace and has begun to establish conditions for rapid and sustainable economic
growth. However, despite the fact that al the countries in the region have made important
structural reforms not all of them have yet started to reap the benefits of their

adjustments.

Costa Rica, El Salvador and Guatemala achieved important gains in per capita
output from 1990 to 1996 while Honduras and Nicaragua remained practically stagnant.
Since the latter two countries are a so the poorest in the region, these growth levels have
implied a widening-of the inequality within Central America. Moreover, Honduras and
Nicaragua are the two countries in the region with large external debt and this may
serioudly affect their capacity to grow.

As Krugman (1988) and Sachs (19894) have argued. an excessive debt burden
acts as a high marginal tax rate that discourages investment and economic adjustment.
This argument, also known as the foreign debt Laffer curve, implies that it may be in the
best interest of both creditors and debtors to reduce the debt because a large foreign debt
Imposes severe constraints to the development of debtor countries and limits their ability
to service foreign obligations. Achieving deep debt reduction is then a prerequisite to
start a sustained process of economic growth.

Several indicators suggest that the debt of both Honduras and Nicaragua severely
limits their grow perspectives. In this respect, the challenge that these countries face is
tremendous. The per capitaincome of each Nicaragua and Honduras is about one-fourth
that of Costa Rica, the richest country in the region, whose income is in turn about one-
fourth that of the United States. Assuming a conservative population growth rate of 2.5
percent per year, the GDP in Honduras and Nicaragua will have to grow at a constant rate
of about 6 percent per year during the next forty years ssimply to reach the income per
capita that Costa Rica has today.

In this paper we briefly review the foreign debt burden in Central America with
special emphasis on the cases of Honduras and Nicaragua. We argue that if Honduras and
Nicaragua are going to grow at satisfactory rates during the next decades, they will
require substantial debt relief. Achieving deep debt reduction for these two countries,
however, is not only a matter of great significance for them, but for the whole Centra
American region as well. We also discuss the main characteristics of the foreign debt of
these two countries and we evaluate their prospects to qualify for the new initiative aimed
at reducing the debt burden of the highly indebted poor countries (the so-called HIPC

Initiative).
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The Urgency of Debt Relief for Honduras and Nicaragua

2. External Debt and Growth in Central America

In this section we discuss the external debt burden in Centra America and the
recent patterns of growth in the region.

The Burden Of Foreign Debt

The Central American countries, as aimost all the rest of the developing world,
have made extensive use of some form of externa savings to finance domestic
investments. As a result of the combination of inadequate infrastructure, low levels of
human capital, inward-oriented policies, political instability, and a strong comparative
advantage in certain agricultural products (mainly coffee and bananas), the region as a
whole has been relatively unsuccessful in attracting foreign direct investment into areas
other than agriculture’ Because of this, Centra American countries have had to resort to
externa debt as an important means of financing development.

All Central American countries have used foreign resources to fill their savings-
investment gaps. Yet, they attained very different levels of foreign indebtedness. Table 1
shows some of the key indicators of the foreign debt burden in each one of the five
Central American countries for 1995 and/or 1996.2 As the table makes clear, the foreign
debt burden differs widely across the Central American countries regardless of the
indicator that we choose to measure it.

Table 1 shows the seriousness of the foreign debt problem in Honduras and
Nicaragua. The first four rows of the table show that the magnitude of the stock of
external debt in Nicaraguais excessive, more than three times its GNP in 1996. The
burden of foreign debt in Honduras, at one hundred percent of GNP, athough lower than
Nicaragua's, is also excessive. The external debt of Costa Rica, El Salvador and
Guatemala, between twenty and forty percent of their annual GNP, is more moderate and
appears manageable with sound budgeting and macroeconomic policies.

Rows 5 to 7 in Table 1 present indicators of the cost of servicing the foreign debt,
thus giving a clear idea of the magnitude of the resources used by these countries to serve
their externa obligations. Not surprisingly, this cost is much higher in Honduras and
Nicaragua than in the rest of the region. According to the figures in row 6 both Honduras
and Nicaragua have to forgo roughly two months of their annual GNP in servicing their
external debt. It is clear that no country will grow sustainably while devoting so much
resources to the service of their external debt.

' This trend however. iS changing with the recent adoption of es-port processing ZONES regimes throughout
Central America. See Jenkins, Esquivel and Larrain (1998).

? We use data for the latest year for which comparable and reliable information is available. Unless
otherwise stated the main sources of debt data that we use throughout the paper are World Bank (1997a and
1997b).
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The Urgency of Debr Relief for Honduras and Nicaragua

Table 1 clearly shows that within Central America only Honduras and Nicaragua
have a serious foreign debt problem. This conclusion is aso supported by the World
Bank classification, listed in the last two rows of Table 1. According to these criteria.
both Honduras and Nicaragua are: classified as severely indebted |ow-income countries,
whereas Costa Rica, El Salvador and Guatemala are classified as lower-middle income
countries with a relatively low level of indebtedness.

Table 1. Central America: Key Indebtedness Ratios

Costa Rica El Salvador Guatemala Honduras Nicaragua

1995 1996 1995 1996 1995 1996 1995 1996 1995 1996

External Debt 49.0 - 24.7 -- 213 - 118.2 589.7 306.2
{percent of GNP)

Present Value of External Debt 39.6 - 22.0 - 19.0 -- 1012 - 520.3

{percent of GNP)

External Debt 143.3 - 187.4 116 -- - 263.6 _ 960.5
(percent of exports of goods and services)

Present Value of External Debt 89.6 - 66.5 - 86.7 - 207.4 - 1.122.9 -
(percent of exports of goods and services)

Total External Debt Service 20.1 a.9 - 10.6 -- -- 310 38.6 340
(percent of exports of goods and services)

Total External Debt Service 7.1 - 3.0 - 2.3 -- 15.1 - 17.9 12.0
{percent of GNP)

Interest Payments 6.3 - 3.9 - 4.6 -- 12.1 - 11.9 -
(percent of exports of goods and services)

Classification by Income Lower-Middle Lower-Middle Lower-Middle Low Low
Classification by Indebtedness Less-Indebted Less-indebted Less-Indebted Severely Indebted Severely Indebted

Source: The World Bank (1997a.b).

Growth in Central America

Figure 1 shows the per capita GNP in U.S. dollars for the five Central American
countries in 1991 and 1996. It clearly illustrates a worrisome feature of the recent pattern
of growth in the region: the poorest countries in the area have remained practically
stagnant during the 1990s while the relatively wealthier countries have grown steadily.
These trends imply that regional inequalities have increased in the recent past and that
there is a serious trend towards divergence within the region.
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The Urgency of Debt Relief for Honduras and Vicaragua

Figure 1
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To investigate whether the trend towards divergence is a recent phenomenon or
whether it has been taking place for along period, we computed the dispersion of per
capita income in the area since 1970. Figure 2 shows the dispersion of (the log of) per
capita income for two groups of Central American countries for the 1970-95 period. The
first group consists of the three less-indebted countries of the region: Costa Rica, El
Salvador and Guatemala. The second group includes all five nations, that is, it adds
Honduras and Nicaraguato the first group. As the figure shows, there has been no major
variation in the cross-country dispersion of per capita income within the group of three
less-indebted Central American countries for the past twenty-five years. The dispersion
of per capitaincome across the whole region, however, has increased dramatically since
1989.

Although there is no obvious causality between debt burden and growth, it is
certainly suggestive that the two most indebted countries in Central America are aso the
countries that are lagging behind within the region. The fact that Honduras and Nicaragua
are aso the poorest in the region implies that their stagnation has led to a sharp
divergence within the region in the recent past. Such trend is even more intriguing since
Honduras and Nicaragua, like the rest of the region, have achieved important progressin
their structura reform, mainly in trade and financial liberalization. Nicaragua has aso
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The Urgency of Debi Relief for Honduras and Vicaragua

made progress in tax reform and has even experienced an incipient process of
privatization.?

There are certainly other factors that explain slow growth in Honduras and
Nicaragua such as lack of infrastructure, political conflicts, property rights problems, etc,
but they do not provide an adequate explanation for the trend just described since they are
not particular to these countries. Rather, they tend to afflict the whole region; thus, these
factors may have a negative impact on the growth rate of the region and not just on that
of specific countries. The evidence strongly suggests that slower growth in Honduras and
Nicaragua is related to a large external debt burden.

Figure 2
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3. A Brief Look at the Evolution of Foreign Debt in Honduras and Nicaragua

Honduras

At the end of 1996 Honduras' foreign debt reached US$ 4,532 million, of which
almost 90 percent’ was long-term (L-T) obligations and 87 percent was public or publicly-
guaranteed obligations. Figure 3 shows the most important features of the external debt of

* See Inter-American Development Bank (1996, 1997).
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Honduras as well as its main components. Public or publicly guaranteed debt has steadily
increased over the past twenty-five years. From 1972 to 1996, it grew in nominal dollars
at a compounded rate of 14.8 percent per year, mostly due to long-term net flows from
official creditors.

Standard measures of the degree of indebtedness of a nation are given by the debt-
to-exports and debt-to-output ratios. By the end of 1996, the ratio of foreign debt to
export s of goods and services in Honduras was 284 percent. while the foreign debt-to-
GNP ratio was 118 percent.* By comparison, the same indicators for all the countries of
Latin America and the Caribbean during 1995 were 2 12 and 4 1 percent, respectively.

Figures 4 and 5 present the historical trend of the two stock-of-debt ratios for
Honduras during the 1970-95 period. Both figures show a well defined rising trend
during most of the period and, interestingly, both ratios continued rising even during the
most critical part of the 1980s debt crisis. By 1990 both indicators seemed to have
reached a peak and they have remained relatively stable in the 1990s

Figure 3. Honduras: Tétal foreign debt stocks
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* Note that in this section we use the Nominal value of the debt. whereas in other sections we use the net
present value equivalent. Thisisin part due to the lack of historical information for the variable in present
value terms. since the World Bank started to compute this variable just recently. The debt in present value
terms is usually lower than the nominal value since the former takes into account the concessional
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Figure 4. Honduras. Foreign debt to esports
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Figure 5. Honduras. Foreign debt to GNP
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coxnponent of the debt and discounts it at a market rate. This explains why the ratios that use the net present
value of debt are usually lower than those expressed in nominal tenns.
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The Urgency of Debt Relief for Honduras and Nicaragua

In terms of flows, standard debt-burden measures are the ratios of debt service to
output and debt service to exports. These ratios indicate the effort that a country has to
make to cover its foreign obligations. Honduras' total debt service paid in 1996 was
US$429 million, which represented about 26 percent of exports of goods and services and
11 percent of GNP. Figures 6 and 7 show the twenty-five year trend in these two
indicators. The debt service-to-GNP ratio has been consistently above 10 percent during
the last six years and it has averaged around 30 percent of the exports of goods and
services. By comparison, the same indicators for al the countries classified as“severely-
indebted low-income countries’ are about 4.4 and 18 percent, respectively.

Figure 6. Honduras: Debt service to exports
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The effective amount of resources transferred to creditors is considered a better
indicator of the effort that a country has to make to cover its externa obligations. The net
resource transfer, defined as net flows minus interest payments, gives an example of
such a calculation. Figure 8 plots this variable over the last twenty-five years and shows
that Honduras received negative net resource transfers from the international financial
community for six of the last ten years that ended in 1995.
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Figure 7. Honduras: Debt serviceto GNP
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Figure 8. Honduras: Net transfers
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TheUrgency of Debt Relief for Honduras and Nicaragua

Nicaragua

At the end of 1996, Nicaragua's foreign debt reached US$6440 million (including
interest arrears) of which 82 percent was long-term, publicly guaranteed obligations.
Short-term debt comprised mainly interest arrears on long-term debt. Accumulation of
principal and interest arrears accounted for 53 percent --on average-- of total foreign debt
stocks between 1988 and 1995.

Figure 9 shows the evolution of Nicaragua s nominal foreign debt between 1971
and 1996. During this period, the country’s debt grew at an average compounded annual
rate of 13.9 percent in nomina dollars. Part of this growth was due to non-voluntary
long-term net flows from official creditors (as principa arrears rose sharply in the late
1980s) and to the rapid accumulation of interest arrears. Figure 10 plots both total debt
stock and external debt arrears between 1988 and 1996. This figure shows that arrears are
one of the most important factors in explaining the rapid accumulation of foreign debt in
Nicaraguain the last years.

Figure 9. Nicaragua: Total foreign debt stocks
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The ratio of foreign debt to exports of goods and services in Nicaragua at the end
of 1996 was 961 percent, while foreign debt to GNP was 306 percent. Both ratios are
depicted in Figures 11 and 12 from 1971 to 1996. These two figures together with Figure
9 illustrate the rapid increase in foreign debt that took place in Nicaragua during the years
of the Sandinista regime (1979-89). In fact, only five years after the Sandinistas took
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The Urgency of Deb: Relief for Honduras and Nicaragua

power, the debt-to-export and debt-to-GNP ratios had already reached 1000 and 200
percent, respectively. Governments sympathetic to the Sandinista regime (mainly the
former Soviet Union) supplied most of the foreign debt flows that took place during the
1980s.

Figure 10. Nicaragua: Total Debt and Arrears
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Figure 11. Nicaragua: foreign debt to exports
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The Urgency of Debt Relief for Honduras and Nicaragua

A remarkable aspect of Figures 11 and 12 is the sharp decline in both ratios that
has occurred since 1990 as a result of both the export-oriented policies of the new
democratic governments that succeeded the Sandinistas after the genera elections of
1989, and the debt-reduction policy implemented since 1991

Figure 12. Nicaragua: Foreign debt to GNP
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Figures 13 and 14 show two foreign debt service indicators for Nicaragua. They
show how Nicaragua substantially reduced the service of its externa obligations in spite
of the ever-growing external debt during most of the 1980s. This behavior partially
explains the rapid accumulations of the external debt that occurred during the 1980s.
Figure 13 also shows how starting in 1991 Nicaragua increased substantially the service
of its external debt in an attempt to normalize its relations with the internationa financial
community. By then, however, the magnitude of the foreign debt had reached
unsustainable levels and Nicaragua was unable to service it all (see Figure 10). Figures
13 and 14 also provide an idea of the effort that Nicaragua has made to cover its external
obligations in the recent years. During 1996 Nicaragua devoted 33 percent of its total
exports of goods and services and 18 percent of its national output to service its foreign

debt.

CENTRAL AMERI CA PROJECT

"



The Urgencv of Debt Relief for Honduras and Nicaragua

150

100

50

0

Figure 13. Nicaragua: Debt service to exports
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Figure 14. Nicaragua: Debt service to GNP
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The Urgency of Debr Relief for Honduras and Vicaragua

Net resource transfers confirm the trends described above. Figure 15 shows the
large transfers that Nicaragua received during most of the 1980s as well as its sudden
decline since 1990, which indicates that Nicaragua is no longer benefiting from the
access to fresh resources from the international financial community.

Figure 15. Nicaragua: Net transfers
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At the end of 1996 total foreign debt stocks amounted to US$6,440 millions, 30
percent lower in nominal terms than the previous year. This decrease was mainly due to
debt relief agreements reached with Russia, Mexico, the Paris Club, the Czech Republic
and El Salvador that added up to US$4,208.1 millions in debt forgiveness and US$644 4
millions in concessional reschedulings distributed as follows:’

(USSmillions)
Country Debt forgiven Debt rescheduled |
Russia 344 4
Mexico 99.5
Paris Club 26.1
Czech Republic 134.0
El Salvador 404

5 A detailed account of Nicaragua’s debt negotiations during the period 1990-96 is provided in Ministerio
de Cooperacion Estemn (1997). See aso the annual report of theBanco Central De N caragua (1996).
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The Urgency of Debt Relief for Honduras and Nicaragua

4.. Debt Rdlief M echanisms and the HIPC Initiative

Over the past two decades the internationa financial community has developed
several mechanisms to alleviate the problems that poor countries have faced to fulfill
their external obligations. During most of the 1980s, official and Paris Club creditor?
saw the debt problem as one of liquidity. In consequence, the typical approach to debt
relief was to refinance or reschedule arrears and payments that were due during a period
in which the debtor had an IMF-supported adjustment program. The result of this
approach, however, was a steady increase in the stock of outstanding debt and the debt
burden ratios of many of the poorest countries.’

In 1988, after the G-7 summit in Toronto, the debt problem in the poorest
countries was widely perceived as one of solvency rather than liquidity. Consequently,
Paris Club members agreed to provide up to one-third of debt relief to the poorest
rescheduling countries by either forgiving part of the debt or by granting concessiona
interest rates. These terms, known as the Toronto term, were later modified in the 199 1
G-7 summit in London where the creditors club agreed to provide maximum relief of up
to 50 percent in the net present value of the stock of debt (the London terms). Finaly, in
1994 the Paris Club creditors agreed to raise the maximum amount of debt-relief up to
two-thirds of the eligible stock of rescheduling debt for those countries that had a three-
year track record of successful macroeconomic management. The new conditions became
known as the Naples terms, described in mgre detail in Box 1.

Recently, as a result of rising concerns about the service capacity of some
severely indebted poor countries, the World Bank and the IMF launched, an initiative
whose objective was to look for a“comprehensive solution” to the unsustainable debt of
some of these countries. First proposed at the April 1996 meetings of the IMF and the
World Bank, the initiative was rapidly endorsed and supported by alarge number of
countries around the world.

The HIPC Initiative

The most recent debt relief mechanism was officially approved in September
1996 by the boards of the World Bank and the International Monetary Fund. The Heavily
Indebted Poor Countries Debt Initiative (hereafter referred as “the HIPC initiative”)
represents a commitment of the internationa financial community to act together to grant
debt relief to the neediest countries.” The HIPC initiative is oriented towards providing
debt relief for those countries that demonstrate strong policy performance and that after

® Paris Club is the name given to the meetings between government Creditors. mainly OECD countries. and
debtor countries under the auspices of the French government.

" See Sachs (1989b) for acritical review of this approach.

® For more detail sabout the origins and goal s of the HIPC initiative SeeBoote and Thugge ( 1997).
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The Urgency of Debt Relief for Honduras and Nicaragua

taking full advantage of the traditional debt-relief mechanisms are still considered to have
unsustainable debt levels (as defined below). At the outset, the HIPC initiative identified
41 countries as potentially eligible for debt relief.

Box 1. Paris Club Naples Terms
(Replaced the Toronto and London Terms)

Eligibility:
Determined by creditors on a case by case basis according to a country’s income and level of indebtedness.
Countries that previously ed rehef undu' Tor onto-or London terms become automatically eligible.

Concessionality: -
Most countries receive a reduction in eligible non-ODA (official development assistance) debt of 67
percent in net present value terms, Some countries With per-capita income of more than $500 and ratio of
debt to exports Of less than 350 percent in present ‘value terms may receive 50 percent net present value
reduction. to be determmed casc by case.

Coverage: CooET

Coverage of non-ODA p-cutoff datedebt is determined case by casein the light of balance of payment
need. Debt previously rescheduled on concessional terms may be subject to further rescheduling to top-up
the amount of concessionality granted. Under the top-up the ne! present value reduction is increased from
the original level given under Toronto OF London termsto the level agreed under the Naplesterms.

Choice of Options

Creditors have a choke of two concessional options for achieving a 67 (or 50) percent reduction in net
present value terms: @) the debt-reduction option, under Which repayment is made over 23 years with 6
years of grace; or b) the debt-service-reduction eption, under which the NPV reduction is achieved by
concessional interest rates with repayment in |ess than 33 years. Thereis also acommercial. long maturity
option that provides for no NPV reduction and repayment over 40 years with 20 years grace period.
Creditors choosing this option undertake best efforts to change to a concessional option at alater date when
feasible. The long maturity option provides for repayment over 25 years with 16 years of grace. '

ODA wm

Pre-cutoff date crediits are rescheduled on interest rates at least as concessiond as the original interest rates
over 40 years with 16 year grace period (30 years maturity with 12 years grace period for 50 percent NPV
reduction). Creditors‘can alSo choose au opﬁon' reducing the NPV of ODA debt by 67 (or 50 percent).

Flow Rescheduling : h
Service on eligible debt ﬁalhng due dunngthe consolidation period, generally in line with the period of the
MF arrangement, can be rescheduled There isno grace period for this operation.

Stock of debt operations - T ¢

This term in which the entire ’ af ellglble pne-cutoﬂ‘ date debt is rescheduled concessionally, is
eserved for countries with a tory three-year record of both payments under rescheduling
igreements and performance under lMF anangemems. ‘Creditars must be confident that the country will be
tble to respect the debt agreement as an eX|t reschednlmg (with no further rescheduling required). The

yrace period for this opemtmn is3

In addition, there is an option to ze fiiterest due, Which also achievesthe NPV reductionby @ lower interest rate
wer the same repayment (and grace) periods asthe debt service reduction option
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The Urgency of Debr Relief for Honduras and Nicaragua

A traditional debt-relief mechanism usually consists of the following steps. First.
the debtor country adopts an economic program of structural reform supported by
concessional loans from the IMF and the World Bank. Second, the debtor country may
obtain a flow-rescheduling agreement with Paris Club creditors on concessional termsin
support of such program. This agreement may be followed by a stock-of-debt reduction
operation after a three-year period of good track record under both IMF arrangements and
rescheduling agreements. Third, the debtor country commits to seek at least comparable
terms on debt owed to private and other non-Paris Club bilatera creditors. Fourth, the
debtor country seeks bilateral forgiveness of official development assistance (ODA) debt
by some creditors. Finaly, the debtor country may obtain new financing on appropriately
concessional terms.

According to the terms of the HIPC initiative (see Box 2), if a country reaches
sustainable debt levels after obtaining a stock-of-debt reduction with other creditorsit is
not eligible to participate in the initiative. If, however, the debt reduction is not enough as
to bring the debtor country back to sustainable debt levels, then both the Paris Club and
the multilateral organizations commit themselves to grant further relief until the debtor
country achieves debt sustainability.

Under the HIPC initiative, the Paris Club creditor countries agree to provide debt
relief of up to 80 percent in net present value (NPV) terms, on a case-by-case basis.
Similarly, multilateral creditors commit to-reduce the present value of their claims so as
to guarantee a sustainable debt level, also defined on a case-by-case basis. Generaly, a
sustainable debt-exports ratio is up to 200-250 percent (in present value terms) and 20-25
percent for the debt-service to exports ratio. Specific targets are identified for each
country depending on the concentration and variability of exports and on the fiscal
burden of the debt service.

On April 24, 1997, the Boards of the World Bank and the IMF agreed to modify
the interpretation of the HIPC initiative for the case of highly open economies. They
caonsidered that ‘the- previoudly” specified debt-export ratio (200-250 percent) could not
lead to debt sustainability for very open economies. In consequence, they accepted to
reduce the NPV debt-t& export target below 200 percent for economies with an exports-
to& GDP ratio of at least 40 percent and fisca revenue-to-GDP of at least 20 percent. For
cBlintries satisfying~both¢Hteria,- the NPV’ debt-to-exports target is set at a level that
achieves a280 percent ratio of the NPV debt-to-revenue at the completion point.

To better understand the debt alleviation implications of the recently introduced
fiscal/openness criteria, we must translate them into a comparable measure of the burden
of the debt. Table 2 shows the debt-exports ratios implied by different combinations of
the fiscal revenue-to-GDP and exports-to-GDP ratios that satisfy the two criteria
established in the modification to the HIPC initiative®.

® The implicit debt-exports ratios are obtained as follows. Let usdefine D asthe Net Present Value of
External Debt, X as total exports of goods and services, T astotal government revenues and Y as output.
The fiscal/openness criteria requires a share of exports in total output (X/Y) higher than 0.4 and a fiscal
revenues-to-output (TN) higher than 0.2. Next, consider the following identity: D/X = DIT x T/Y x Y/X..
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Table 2 shows that the introduction of the fiscal/openness criteriaimplies that an
economy that exactly matches both criteriawill be set to target a NPV debt-exports ratio
of 140 at the completion point. This is an additional 30 percent debt reduction over the
most advantageous possible agreement that could have been obtained under the original
terms of the HIPC initiative. More importantly, however, Table 2 also shows that the
implied debt-exports ratio decreases with the level of openness and increases with the
level of fisca effort. Furthermore, as the shadowed area in Table 2 makes clear, there are
combinations of fisca effort and openness for which the new criteria would imply higher
debt-exports ratios than under the original terms of the initiative. The latter results clearly
contradict the spirit of the modification since they penalize those economies that are
currently undertaking a substantial fiscal effort. As the fiscal/openness modification
stands now, it is only a measure that benefits highly open economies with a moderate
fiscal effort and it does not properly take into account the fiscal aspect of the debt burden.

Table 2. Implicit Debt-Exports Ratio for Highly Open Economies under the HIPC' Initiative

Exports-Output Ratio

40 42 44 46 48 50 52 54 56 58 60

20 140 133 127 122 117 112 108 104 100 97 93

22 154 147 140 134 128 123 118 114 110 106 103

24 168 160 153 146  (340] 134 129 124 120 116 112

Tax Revenues- 26 182 173 165 158 152 146 140 135 130 126 121
Output Ratio 28 196 187 178 170 163 157 151 145 140 135 131
30 216 200 _ 191 183 175 168 162 156 150 145 140

32 224 213 204 195 187 179 172 166 160 154 149

34 238 - 227 218 .0 207 198 190 183 176 170 164 159

36 252 -240 220 219 ‘290 202 194 187 180 174 168

38 266 253 242 231 D DD 213 205 197 190 183 177

40° 280 267 2585 -:243 233 224 215 207 200 193 187

Note: Shadowed area indicates combinations that do not yield extra-benefits under the highly-open-xonomy status.

where D/X is the debt-exports 'atio (in net present value terms) and D/T is the debt-to-revenues ratio. For
qualifying countries. the medification t0 the HIPC Initiative Proposestosct aD/T ratio of 280 percent.
Therefore. the implicit debt-exports ratio for qualifying countriesis given by DIX = 2.8 (T/YY/(X/Y).
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‘Box 2. How Does the HIPC Initiative Work?
First Stage:

Paris Club creditors reschedule debt flows under Naples Terms (up to 67 percent
reduction of the Net Present Value of eligible debt) along with comparable action by other
bilateral and commercial creditors. Multilateral Institutions provide support under adjustment
programs. Countries establish their first three-year track record of good performance. At the end
of this stage the decision point is reached.

Decision Point

At the end of the first stage, generdly three years, the IMF and the World Bank together
with the country authorities carry out a Debt Sustainability Analysis. There are three possible
outcomes:

1) If strong policies and a Paris Club étock-of-debt operation in Naples terms are sufficient to put
the country in a sustainable extemal debt position within three additional years, the country
would request a stock-of-debt operation and would not be eligible for assistance under HIPC.

2) If the assessment indicates that a country’s overall debt burden will not be sustainable at the
end of the second three-year period, it will be deemed dligible for and may request support under
HIPC.

-

3) In borderline situations, the country may defer the stock-of-debt operation and request a further
flow rescheduling under Naples terms. The country would also be assured of additional action at
the end of the second three-year period.

At this point commitments are made and countries that are deemed dligible for support under the
initiative move to the second stage.

Second Stage

The Paris Club along with other creditors reschedule flows on more concessional terms
involving an NPV reduction of up to 80 percent for eligible debt. The country must establish a
further three-year track record of good performance under the adjustment programs supported by
the IMF and the World Bank, during ‘which time some of the exceptional assistance could be
granted.

Completion Point

The completion point times at the end of the second stage. The Paris-Club provides a
stock-of-debt-reduction of up to 80 percent in present value terms on eligible debt. Multilateral
nstitutions take additional measures for the country t6 reach a sustainable debt situation.
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First Results Of the HIPC |nitiative

By the end of 1997, six low-income countries had aready obtained stock-of-debt
reduction agreements with the Paris Club: Uganda (February 1995), Bolivia (December
1995), Mali (May 1996), Guyana (May 1996), Burkina Faso (June 1996), and Benin
(October 1996). All these countries were then considered as having successfully
completed the first stage of the HIPC initiative and were ready to move to the decision
point. In addition to this group of countries, other countries belonging to the list of 41
potentially eligible countries that had completed a three-year track record of good policy
performance on an IMF-supported program were also considered as being ready to enter
into the decision point.

rx Y:Dsbt Relief under the HIPC Initiative

Couotry Decision Preliminary . Assessment of HIPC Assistance Estimated

Point Assessment (1) External Debt  Agreed toreach Nominal Debt
. Burdenbefore  Sustainability Service Relief

(Debt- HIPC Relief (2) (insmillionNPV) (3) (in$ million) (4)
exports target) .

Uganda  Apr-97 Possibly Stressed Unsustainable 340 700
(202) e

Benin ul-97 Sustainable - Sustainable -

Bolivia Sep-97 Possibly Stressed Unsustainable 450 600
(225) - . j

Burkina Sep97 Sustainable Unsustainable 110 200

Faso (205) ) .

Guyana Dec-97 Pogéxfbly:;Stressed Unéijsajhéble 253 500
(107) i

Notes:

(1) Based onapreiminary evaluation ofthe World Bank at the outset of the HIPC Initiative (Source: Global
Development Finance Report, 199/

(2) Based on the results of the Debt Sustmnabmty Analysis (DSA) The DSA assumes the full use of traditional debt
relief mechanisms including Naples ter msfrom theParis Club.

(3) InNet Present Vaue(NPV) terms at the completion point..

4) Referstothecumulanveammmt of relief over time, ¢ @ ¢

Source: The World Bank
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The Urgency of Debi Relief for Honduras and Vicaragua

As of February 1998, resolutions under HIPC were reached for five countries.
Four countries were deemed €eligible to benefit from the initiative: Uganda (April 1997),
Bolivia (September 1997), Burkina Faso (September 1997) and Guyana (December
1997). One country, Benin, was considered able to achieve sustainable debt levels
through traditional debt-relief mechanisms and was therefore not eligible to benefit from
the HIPC initiative. Box 3 summarizes the benefits obtained. Two other countries will
soon be evauated to assess whether they qualify for the new debt-relief mechanism, Cote
d’Ivoire and Mozambique. Guyana was the first country to benefit from the
fiscal/openness criteria introduced in April 1997. This explains the low debt-exports
target set for this country, 107, which compares favorably with previous ratios
established under the initiative: 202 for Uganda, 205 for Burkina Faso and 225 for

Bolivia

V. Prospects of Honduras and Nicaragua to Qualify for the HIPC Initiative

The prospects for both Honduras and Nicaragua to qualify for the HIPC initiative
seem to be very favorable. Nicaraguais a particularly obvious candidate since according
to many indicators it is one of the most indebted and poorest economies in the world.

Eligibility

According to the terms of the HIPC initiative. 41 countries, including both
Honduras and Nicaragua, were deemed potentially eligible for benefits. A further
restriction of the initiative was that IDA-only (International Development Assistance)
eligible countries could apply to the HIPC initiative. Both Honduras and Nicaragua
satisfy this criterion as well.

Preliminary Debt Sustainability Analysis

A preliminary assessment of Nicaragua's foreign debt by the World Bank (19974)
concluded that its level was unsustainable, whereas that of Honduras was deemed to be
sustainable. The latter result could be interpreted negatively, since it implies that
Honduras may not qualify for the HIPC initiative because its foreign debt could reach
sustainable levels after a stock-of-debt operation with the Paris Club. The results of the
preliminary debt sustainability analysis, however, should not be considered definitive.
The preliminary analysis of Burkina Faso's debt, which has aready benefited from the
initiative, concluded that it was sustainable, while those of three other HIPC countries,
Bolivia, Uganda and Guyana were originally evaluated as “possibly stressed” (see Box
3). Therefore, while the results of preliminary debt sustainability analysis confirm that
Nicaragua has very favorable perspactives to qualify for the HIPC initiative, Honduras
will require more effort to convince the IMF and the World Bank that its foreign debt
necessitates extra-debt relief from the multilateral organizations. The economic case for
debt-relief for Honduras, however, aready exists, as discussed below.
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Comparison with countries that have benefited from HIPC

A comparison of key indebtedness indicators for Honduras and Nicaragua with
those of Uganda, Bolivia and Burkina Faso creates a benchmark that presents a more
precise idea of the prospects for Honduras and Nicaragua to qualify for the HIPC
initiative. The comparisons are made for 1995 because this is the latest year for which
comparable and reliable data are available (see footnote 2). In what follows bear in mind
that debt-reduction operations during 1996 reduced Nicaragua s external debt by about
40 percent although its external debt service remained almost constant.

Figures 16 and 17 show the NPV debt-exports ratio and the debt service-exports
ratio for the five highly indebted countries mentioned above. These figures show that
Nicaragua has by far the highest debt and debt service ratios among them: confirming
that Nicaragua should surely qualify for the HIPC initiative once it fulfills the other
requirements. The results for Honduras are somewhat mixed. On the one hand, Figure 16
shows that Honduras has a NPV debt-exports ratio lower than those of Uganda and
Bolivia, though higher than Burkina Faso’s. On the other hand, Figure 17 shows that
Honduras' debt service-exports ratio is greater than those of the three countries that have

aready qualified for the initiative.

Figure 16. Present Value of Debt
(as a percent of exports of goods and services)
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Figure 17. Total Debt Service, 1995
(as a percent of exports of goods and services)
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The most traditional debt indicators present a mixed idea of the foreign debt in
Honduras. A different and more conclusive picture emerges from additional debt
indicators. Figures 18 and 19 show the NPV debt-to-GNP ratio and debt service-to-GNP

ratio, respectively, for the same group of HIPC countries. These ratios consider the debt
burden with respect to the economies’ income, not just on the basis of their generation of
foreign exchange, as in the debt-to-exports ratios. Figures 18 and 19 clearly show these
ratios as higher for Honduras than for Bolivia, Burkina Faso and Uganda. Together, the
four ratios make clear that Honduras' debt is less sustainable than that of the countries
that have already qualified for the HIPC initiative.

Why are different conclusions obtained for Honduras from different indicators?
The answer liesin Honduras' level of exports. Honduras is a small open economy with a
relatively high ratio of exports to GNP, especialy in comparison to those of less open
economies such as Bolivia, Burkina Faso and Uganda. Consequently, Honduras has more
foreign exchange generated. by exports and, by this measure alone, it is considered to
have a more sustainable debt level than other economies, despite the fact that it has a
higher debt burden with respect to its total income-generating capacity.

Given the above analysis, it is crucial to have Honduras qualify for the special
treatment given to highly open economies. As mentioned earlier, the IMF and the World
Bank agreed to special targets for economies that satisfy two criteria of openness and
fiscal effort at the decision point. First, the economy must have an exports-GDP ratio of
at least 40 percent. Second, the economy must have a minimum threshold of fiscal
revenue-to-GDP of 20 percent.
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Figure 18. Present Value of Debt, 1995
(as a percent of GNP)
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Figure 19. Total Debt Service, 1995
(as a percent of GDP)
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The Urgency of Debt Relief for Honduras and Nicaragua

According to World Bank data, in 1995 Honduras had an exports-to-GNP ratio of
46 percent and a GNP/GDP ratio of 95 percent, while the same indicators for Nicaragua
were 48 and 89 percent.” These results imply that both Honduras and Nicaragua satisfy
the openness criterion since in 1995 they had an exports-to-GDP ratio of 43 and 42
percent, respectively. ' On the other hand, Nicaragua clearly satisfies the second
condition with a fiscal revenue-to-GDP ratio greater than 30 percent. In contrast,
athough Honduras is close to satisfy the second condition (it has a fiscal revenue-to-GDP
ratio of 18 percent), it is still short of reaching the 20 percent threshold established to
qualify for the highly open economy status. There are two options here. If it is in the
interest of the country, Honduras should adopt measures to increase its fiscal revenues to
the 20 percent of GDP threshold. Alternatively, if a good case can be made that it is not
in the interest of the country to increase fiscal revenues, Honduras should seek a waiver
of this condition.” In either case, the objective should be that the country qualifies for the
HIPC initiative with a highly-open-economy status.

Table 2 above shows the debt-exports targets that would be set for highly open
countries under the April 1997 modification to the HIPC initiative. If Honduras qualifies
as a highly open economy to the HIPC initiative with an exports-to-output ratio of 42
percent and a revenues-to-GDP ratio of 20 percent, Honduras debt-to-exports ratio
would be set at 133 percent. This would represent an extra debt relief of around 33
percent in net present value terms over the origina terms of the HIPC initiative. In that
sense, Honduras should probably make an extra effort to comply with the fiscal/openness
criteria establish& d by the HIPC initiative since this action will guarantee the country a
much-needed additional relief in its foreign debt.

Nicaragua s situation is slightly different. Assuming that the current exports-
output and revenues-output ratios are kept until the completion point (42 and 30 percent,
respectively), the fiscal/openness criteria would imply a debt-exports ratio of 200 percent.
Therefore, qualifying as a highly-open economy for Nicaragua yields no extra-debt relief
as compared with the original terms of the initiative (see Table 2). As mentioned above,
such outcome calls into question the whole usefulness of the new fiscal/openness criteria
since it penalizes those countries that are undertaking substantial fiscal efforts to comply
with its external obligations. Nicaragua should seek to obtain debt-reduction on the basis
of a20-percent-of-GDP revenue figure in its negotiations with the TIMF and the World
‘Bank. Alternatively, the country could analyze the reduction of its fiscal revenues and
expenditures in parallel, if thisisin the long-term benefit of Nicaragua. It is conceivable
that this clause may be changed in the near future. As it stands right now, eligible

'% See World Bank (1997a), Table A 1.4 and World Bank (1997h).

" This result contrasts with a preliminary assessment of the IMF. which concluded that neither Honduras
nor Nicaragua satisfy thefirst condition According to such report, the exports-to-GDP ratios of Honduras
and Nicaragua averaged 34.2 and 39.6 percent, respectively, during the past three years.

2 Still. Honduras may agree to calculate its debt-revenue ratio of 2.8 on the basis of a 20-percent-revenue-
to-GDP figure.
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countries are penalized for any additional fiscal revenue effort beyond the “bliss-point” of
20 percent of GNP.

The debt problem in Honduras and Nicaragua is all the more difficult because
foreign debt service in these countries implies a substantial drain of resources from the
public sector. This fact is captured by Figure 20, which plots the public sector debt
sarvice due in 1995 as a percent of total central government expenditures. The difference
in this indicator between Honduras and Nicaragua and the first three beneficiaries of the
HIPC Initiative (Bolivia, Burkina Faso and Uganda) is striking. While service due on the
public sector external debt of the latter countries was equivaent to less than 20 percent of
their central government expenditures in 1995, the corresponding figure for Honduras
and Nicaragua were above 50 and 100 percent, respectively. Not surprisingly, the latter
countries have been unable to serve al their external obligations in the last severa years.

Figure 20 also speaks to an issue widely discussed in the literature on debt and
Solvency, namely, that the standard criteria applied to decide whether or not a country is
solvent may not be valid. There are situations in which the governments themselves are
insolvent.”® In such a case, the right approach to the external debt problem of some
countries should be from a fiscal perspective. This perspective should certainly be
considered for both Honduras and Nicaragua when discussing the sustainability of their
foreign debts.

Figure 20

Public Sector External Debt Service Due, 1995
(as a percent of Central Government Expenditures)
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"% See Agenor and Montiel (I 9%) for a summary of the different approaches to the debt problem.
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Good Record 0f Macroeconomic Performance

The previous paragraphs have made clear that there is an economic case for debt
relief for Honduras and Nicaragua. The burden of the debt in these two counties is so
large as to be a serious impediment for sustained growth. Despite that evidence, both
countries must meet a critical condition before they can benefit from the HIPC initiative.
They must demonstrate a sustained period of strong and coherent macroeconomic
performance under the supervision of the IMF. Since this step is critical to achieving a
stock-of-debt reduction agreement with the Paris Club, it is also a critical step in the
process of obtaining debt relief from the multilateral agencies.

Honduras signed letters of intent with the IMF in 1992 and 1995. In both cases,
however, Honduras failed to meet some of the specified targets and the IMF regarded
Honduras as to be off-track in 1993 and 1996. In early 1997 Honduras agreed to follow a
program monitored by the staff of the IMF and established new macroeconomic targets.
During 1997 Honduras made important efforts to comply with the new program and aso
made several attempts to sign a third letter of intention with the IMF. Despite progress
shown in the monitored program, Honduras has been unable to reestablish the last part of
the agreement with the IMF. A new government took office in Honduras in early 1998
and it islikely that a new agreement with the IMF will be reached during the year. If
Honduras signs a third letter of intent in 1998, meets the targets and forcefully argues for
ashortening of the probation period, it will be ready to initiate a stock-of-debt reduction
agreement with the Paris Club by year 2000. Only then Honduras will reach the decision
point of the HIPC initiative. It will take at |east one additional year before Honduras may

benefit from the HIPC initiative.

On the other hand, Nicaragua has signed an Enhanced Stability Adjustment
Facility (ESAF) Program with the IMF in January 1998. Nicaragua is also ready to
initiate a third round of talks with the Paris Club in April 1998. As per the agreement
reached with the IMF, it seems clear that it will take Nicaragua only two years of
compliance with the ESAF before obtaining access to a stock-of-debt reduction
agreement with the Paris Club.™ Thus, Nicaragua could reach the decision point by year
2000 and, if it convinces the international financial community of its urgency for debt
relief, it may reach the completion point as early as 2001.

!4 See Gobiemo de Nicaragua (1998a, 1998b).
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VL Summary and Conclusions

Honduras and Nicaragua have a serious debt overhang problem. Severa
indicators suggest that foreign debt has reached an excessive level and has become a
serious impediment to economic growth in both nations. Honduras and Nicaragua, the
poorest countries of Central America, have lagged behind the rest of the region, leading
to an increase in regiona inequality during the 1990s. These elements suggest that
Honduras and Nicaragua require aleviation of their foreign debt as a prerequisite to
sustained growth. If the burden of the debt remains at current levels, it is unlikely that
these countries will be able to grow at the rates necessary to increase the standards of
living of their populations (6 percent per year at @ minimum) in the next decades. Success
in achieving deep debt reduction hinges on a set of macroeconomic criteria, a solid record
of macroeconomic reforms, and the credibility of the indebted country’s government.

Honduras and Nicaragua have favorable prospects of qualifying for the
multilateral initiative aimed at assisting highly indebted poor countries (the HIPC
Initiative). In general, both countries meet most of the eligibility criteria and in a
comparison with.three countries that have already qualified for HIPC treatment, it is clear
that Honduras and Nicaragua face a higher foreign debt burden. The main obstacle is
demonstration of successful macroeconomic performance under the supervision of the
IMF. In this sense, the most urgent step that Honduras and Nicaragua should take in order
to obtain some debt relief is to reestablish and meet their agreements with the IMF.

In addition to fulfilling the good macroeconomic performance requisite,
Nicaragua should try to negotiate a shorter second period of evaluation (possibly one-
year long instead of the usual three years) on the basis that it has followed a consistent
structural reform policy since 1990. Such special treatment is allowed by the HIPC
initiative and has already been granted to Uganda and Guyana,

Nicaragua should also attempt to qualify for the HIPC initiative with a highly
open economy status even if it may not benefit from it under current conditions. It is
quite possible that the conditions, which penalize fiscal revenue in excess of 20 percent
of GDP, may change, and Nicaragua should forcefully make the case that it not be
punished because of being fiscally responsible. The amendment for highly open
economies stipulates a target of debt-to-fiscal revenues ratio of 280 percent. Given that
fiscal revenues in Nicaragua represent about 30 percent of GDP, the new target implies
that the new debt-to-exports ratio will be lower than the origina target of ZOO-250 only as
long as Nicaraguan exports represent more than 42 percent of GDP. This also implies that
it isin Nicaragua s interest to raise the share of exportsin total GDP in order to achieve a
better deal in its foreign debt relief negotiations.

Honduras should regularize its agreements with the IMF, and should make a
strong economic case to prove that its foreign debt level is unsustainable. Making this
point is extremely important for Honduras as a preliminary assessment of the World
Bank suggested that its foreign debt was sustainable and therefore it was very likely that
it would not qualify for as&stance under the HIPC initiative. In this regard, the
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comparison exercise of Section 5 may provide a guideline to convey a better idea of the
magnitude of the foreign debt burden in Honduras. It is aso very important that
Honduras stresses that the right approach to analyze the burden of the debt is fi-om a
fiscal perspective since the service of its debt imposes a tremendous pressure on its public
finances as described above.

After demonstrating that its debt is unsustainable, Honduras should then seek to
qualify for the HIPC initiative as a highly open economy. However, as discussed above,
in order to do so Honduras needs to increase its fiscal revenues as a percent of GDP
(currently at 18 percent) or make a good case to seek a waiver of this clause. If Honduras
‘succeeds in these two aspects it may then obtain up to 33 percent of additional relief in its
foreign debt. It is therefore very important that Honduras implements a fiscal reform
before reaching the decision point.

Finally, this paper has also argued that it is necessary to consider the burden of the
debt from atruly fiscal perspective. As shown in this paper. the fiscal/openness criteria
recently introduced in the HIPC initiative does not grant additional benefits to countries
that have made substantial efforts to increase their fiscal revenues as share of GDP.
Instead, such criteria discriminate against countries with relatively high fiscal revenues
by setting higher debt-to-exports targets than if they had moderate fiscal revenues (20
percent of GDP). Therefore, it is necessary to reformulate the HIPC initiative in such a
way as to guarantee higher benefits to those countries that are making important fiscal
efforts and for which the fiscal burden of the debt has reached unsustainable levels. This
IS the case of Honduras and Nicaragua.
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Al. Statistical Appendix

Table A.l.l Honduras: External Debt Stocks

(USS aaillions) 1970 1980 1988 1989 1990 _ 199] 700> 1993 1994 1995 1996
Total external debt stacks 1471 3308 338 3724  339% 3614 4077 4434 4,567 4,532
Long-term 11 1166 2,859 2,951 3492 3171 3322 3740 4000  4.003  4.047
Public and publicly guaranteed 92 975 2,758 2867 3,426 3.096 3.232 3.651 3.900 3.979 3.910
Official creditors 1 697 2,269 2406 2987 2750 297V 3273 3561  3.617 3619
Multilateral 63 459 1361 1,484 1581 1658 1801 1,952 2062 2,162 2160
Bilateral 24 238 908 923 1,406 1092  E170 1321 1498 1485 1459
Private creditors 4 2719 439 461 439 346 261 378 339 333 7l
Memo: Concessional debt 78 34s 1168 1213 1401 1,110 1363 1617 1874 2018 -
Memo: Noncoocessions) debt 13 630 1.590 1,654 2025 1.986 1.869 2,034 2,026 1961 _
Private nonguaranteed debt 19 191 101 84 66 78 20 88 100 114 107
Short-term  debt 0 272 412 400 199 192 180 319 325 375 107
of which interest arrcars 0 137 172 89 75 55 92 68 56 38
Use of IMF credit 0 33 37 38 32 34 e 118 109 99 78
Memo: principal arrears 341 354 190 138 109 167 150 112

Table A.1.2 Honduras: Change in Debt Stocks

S$ millions) 1970 1980 1988 1939 1990 1991 1992 1993 1994 1995
Total change in debt stocks - 287 9 kL] 338 318) 18 463 387 133
Net flows on debt - 287 73 81 133 134 294 375 208 105
Net change in interest arrears - (0) 24 35 (83) a9 (20) 37 24 a
Interest rescheduled - 0 0 10 140 23 34 3z 14 S
Net interest capitalized - ©) 24 45 57 o 13 60 (10) 4
Debt forgiveness or reduction - 0 (10) [CX)] (51) (490 [ 3) 2m (1
Cross-curency valuation - 0 0 @37 91 8 (63) 14 113 3u
Residual - 1 (103) 46 108 [ z 8 47 12

Table A.1.3 Honduras: Debt Service

[(USS millions) 1970 1980 1988 1989 1990 199] 1992 71993 1994 7995
Total debt service - 208 369 142 389 307 377 361 433 333
Principal repavments 6 87 2m 70 211 147 203 210 254 336
Interest payments - 120 158 72 178 160 174 151 178 217

Table A.1.4 Honduras: Net Flows on Debt

{Gz0 millions) 1988 1989 198990 7190/ 1992 1993 1004 71903
Net flows on debt 39 287 13 81 133 134 294 378 128 105
Long-term debt 32 258 135 129 256 126 205 367 114 56
Public and publicly guaranteed 26 225 143 117 274 17 189 369 102 12
Official creditars 27 128 147 86 225 121 224 226 118 4
Multilateral 30 92 63 43 53 <8 i 151 37 o0
Bilateral 7 36 84 43 173 64 s3 74 81 (o
Private creditors ) 97 ) 31 48 (4 (35) 144 (16) |
Bonds 0 0 0 0 0 (i I 132 0 (13
Commercial banks 0 45 4) 3 19 (&) b)) 2 ) 20
Other (€)] 52 0 30 ° (1o an (N ()
Private nonguaranteed 7 33 () 28 (18) 15 &) 12 14
Bonds 0 cl 0 0 0 0 0 0 0
Commercial hanks 7 33 ) 12 18) Is ) 12 14
Short-term 0 0 25) (48) an 8 2 130 62
IMF (36) ©) (6) 31 (16} (3
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Table A.1.5 Honduras:

Net Transfer on Debt

S$ millions) 1970 1980 1988 1989 1990 1991 1092 1993 1994 19YS
Disbursements 45 374 309 199 461 274 -189 534 382 379
minus:

principal repayments 6 37 211 70 211 147 203 210 254 336
Net flows on debt 39 287 73 g1 133 134 294 375 228 108
jminus:

interest payments 120 158 2 178 160 171 151 178 217
Net transfers on debt 167 @5) 9 %) Q6 120 225 S0 a

Table A.1.6 Honduras: Debt Rescheduled
$ milliions) 1970 1980 1988 1989 1990 1991 1992 1993 1994 1995 _
Total debt rescheduled 0 0 0 101 310 88 133 83 43 25

Principal 0 0 0 13 153 64 99 50 29 17

Interest 0 0 0 10 140 23 34 32 14 8

Debx forgiven 0 0 10 2 8 3 20 10

Memo: interest  forgiven - - 0 6 1 0 2 1 0 0

Debt stock reduction 0 0 10 57 41 48 20 0 0 0

of which debt buvback 0 0 0 0 0 0 0 0 0 0
Table A.1.7 Nicaragua: External Debt Stocks
[(USS millions) 1920 1280 Logs 1989 1290 199} L0 LO93 L0 1995 109%
Total external debt stocks 2,192 8,741 9,743 10,692 16,563 11,033 10.W 11,010 9.287 6,440
Loag-term 147 1.671 7,020 7,660 2,245 3.714 8.937 8.69% 9.013 7.937 1,298
Public and publicly guaranteed 147 1.671 7.020 7,660 8,245 8.714 x.937 8.695 9.013 7.937 5.298
Official creditors 101 907 5.616 6,244 6,305 6.698 6.936 6.690 7.012 6.968 4469
Multilateral 48 421 911 921 977 98% 124 1.158 1.363 1.489 1.589
Bilateral 53 436 4.691 5.316 5,828 5,852 5812 5532 5.649 5479 2.880
Private creditors 45 764 1,404 1,416 1,440 2,016 2.001 2.005 2,001 969 826
Memo: Concessiona) debt 75 478 2.487 2,366 3,162 3L 3.304 3.0G 3248 3.266
Memo: Nonconcessional debt 72 1,192 4,533 4,794 5,083 5.570 5,628 5.631 5,768 4.671
Private nonguaranteed debt 0 0 0 0 0 0 0 0 0 0 0
Short-term debt 0 472 1,721 2,082 2,447 1.825 2073 1.730 1.947 1.311 1.062
of which interest arrears 0 12 1036 1,364 1,713 1,268 1.595 1417 1.763 1.215 476
Use of IMF credit a 49 o 0 0 24 23 23 $1 39 83
; princi 0 32 1.393 1.922 2.504 7487 3 3 2786 ..
Table A.1.8 Nicaragua: Change in Debt Stocks
3$ millions) 1970 1980 1988 1989 1990 1991 1992 1993 1994 1995
Total change in debt stocks ° 658 765 1,002 949 (129) 470 (585) s62 (1,723

Net flows on debt 24 230 438 636 430 3) 362 (318) 110 (35)

Net change in interest arrears 0 0 0 308 349 (445) 127 22 346 (848)

Interest rescheduled 0 0 178 34 30 518 36 29 3 33

Net interest capitalized 0 [} 178 362 378 73 163 s1 349 (513)

Debt forgiveness or reduction 0 0 0 0 0 (228) (6) (1) (16) (1.41)

Cross-curency valuation 0 0 0 6 87 (+H (48) (28) 65 67

Residual 0 427 29) @3) 4 73 (2) (290) 55 318
Table A.1.9 Nicaragua: Debt Service

(USS millions) 1970 1980 1988 1989 1990 1991 12 1993 1994 1993

Total debt service 115 20 1 16 530 10- 116 195 282

Principal sepayments 30 46 9 7 4 329 42 52 9 195

Interest payments 69 12 5 11 201 62 64 100 87
CENTRAL AMERICA PROJECT

1




The Urgency of Debt Relief for Honduras nnd Nicaragua

Table A.l.10 Nicaragua: Net Rows on Debt

millions) 1970 1980 . 1988 1989 1990 1991 1992 1993 1994 1995
Net flows on debt 24 230 438 636 480 &) 362 318) 110 353
Long-term debt 28 p)] 418 583 464 (10) 11 47 213 46

Public and publicly guaranteed 28 231 418 583 464 (10 23} 47 213 46

Official creditors 28 257 416 572 444 %)) 243 51 219 123
Multitateral 9 76 9 4 6 ) 130 32 180 116
Bilateral 20 181 406 569 437 () 113 19 39 1
Private creditors m 26) 3 1 21 (3) 2) 3) (6) (7
Bonds 0 0 0 0 0 0 0 0
Cammercial banks 1 (20) 1 m 0 0 2 1 0 (73)
Other @ ©) 0 12 21 3 ) (5 %)) )
Private nonguaranteed 0 0 0 0 0 0 0 0 0 0
Bonds 0 0 0 0 0 0 0 0 0 0
Commercial banks 0 0 0 0 0 0 0 0 0 0
Short-term . 0 0 20 53 16 (16) 121 (365) (129) (88)
IMF (3) (1) 0 0 0 23 0 0 "6 (13)

Table A. 1.1 | Nicaragua: Net Transfers on Debt

1970 1%‘2 Jw lw 1990 199} 1992 1993 1994 1995
Disbursements 54 276 427 590 469 342 283 99 334 228
minus:
principal repayments 30 46 9 "7 4 329 42 52 36 195
Net flows on debt 24 230 438 636 480 3) 362 (318) 110 (55)
'minus: i
interest payments 0 69 12 5 11 201 62 64 100 87
0 161 427 432 469 (204) Jou (382 10 (142)

Table A.1.12 Nicaragua: Debt Rescheduled

(CSS millions) 1970 1980 1988 1969 1990 1991 1992 1993 1994 1993
Total debt rescheduled ] 0 500 54 3 1898 12 17 15 B3
Principal 0 0 121 0 0 98 65 7 3 151
Interest 0 0 178 54 30 518 3% 2 3 35
Dett forgven 0 0 0 0 0 por] 6 1 7 430
Man: interest forgiwn 0 0 0 0 0 A5 1 0 0 ™
Delt stock redudtian 0 0 0 0 0 159 0 0 9 1.200
of which debt buvback 0 0 0 0 0 159 0 0 0 )
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