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Attached for the September 25, 2005, Development Committee Meeting is a “Note on the
G8 Debt Relief Proposal: Assessment of Costs, Implementation Issues, and Financing Options.”
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point.'* Staff could present this assessment, prepared in coordination with the IMF and the AfDF for
the 18 post-completion point HIPCs, to Executive Directors, who could decide on the countries that
would receive relief. In the IDA Deputies’ discussion, participants endorsed the emphasis of the G8
proposal on maintenance of strong performance and good governance by qualifying HIPC countries,
and allocation of additional donor resources using IDA’s performance-based allocations. Most
participants considered that HIPC conditionality provided adequate conditions for entry, although a
few noted that this would require further consideration depending on whether debt cancellation
occurred upfront or, as some participants preferred, over time as financing was received.

13.  The amount and terms of post-relief borrowing by the recipient countries are also critical
to ensure that the benefits of debt relief materialize. The current joint Bank-Fund debt
sustainability framework (DSF), in combination with monitoring “free riding” behavior, provides a
framework to help address concerns about unsustainable post-relief borrowing. In the IDA Deputies’
discussion, it was underlined that measures should be taken to prevent the re-accumulation of
unsustainable debt, particularly from non-concessional sources, and that further work was needed on
“free riders” and on possible future growth of multilateral debt. The IDA14 Mid-Term Review was
seen as a good opportunity to assess whether the Bank-Fund Debt Sustainability Framework can be
improved upon to prevent the accumulation of debt to unsustainable levels.

VII. CONCLUSION AND ISSUES FOR DISCUSSION

14.  The G8 debt relief proposal offers significant benefits for poor countries, and the
potential for a substantial increase in resources towards achievement of the MDGs. At the same
time, it presents complex design issues, and potentially serious implications for the financing of IDA
and its long-term developmental role. For these reasons, discussions in the Board and among the IDA
Deputies have laid particular stress on the interdependence of the different elements of the proposal as
an overall package, around which agreement could be reached. While a number of specific elements
have been clarified in the discussions thus far, further development and consensus-building are still
needed to enable the critical decisions to be made on such a package. Given the widespread
expectations and the importance of the issue, this is an urgent priority in the upcoming days.

15.  Ministers may wish to discuss the following issues:

e Do Ministers agree with the primary goal of forgiving the multilateral debt of HIPC countries,
within a framework that strengthens performance and provides secure financial support for IDA
and the AfDF?

e Should debt cancellation be limited to the current 38 HIPC countries, or should it be extended
to countries that may qualify as HIPCs in the future under the sunset clause?

e Should debt cancellation cover fully disbursed credits only, or should it also include the
disbursed portion of projects that are still under implementation as of the cutoff date?

Among the 16 indices that form the CPIA (Country Policy and Institutional Assessment), five form a “cluster” related
to public sector governance. This cluster includes property rights and rule-based governance, quality of budgetary and
financial management, efficiency of revenue mobilization, quality of public administration, transparency,
accountability and corruption in the public sector.



-6-

e What are Ministers prepared to do to ensure that the financing support set out in the G8
proposal can be strengthened to provide long-term assurance for IDA’s developmental role and
financial capacity, and a donor contribution baseline to establish additionality?



