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Debt Conversion Not Beneficial to Developing Nations - Critic



In a searing retort, a Philippine econom st called the debt-
to-equity schene of Philippine House Speaker Jose de Venecia a
proposal that nakes no econom c sense.

Appearing in a recent forumin Manila, with M. de Venecia in
attendance, Sixto Roxas said the schene does not actually
reduce debt. A debt-for-equity arrangenent, he explains,
nmerely converts the creditor's assets fromone formto
another; thus, it renains a liability.

The cost to the country nmay not be reduced, he adds. In fact,
it may increase if profit and dividend rate and the potentia
capital gains are larger than the principal and interest due
on the converted debt.

M. de Venecia, who first broached the idea to the Paris C ub
in June and later at the recent Summit of Speakers of
Parlianments of the World, declined to respond to M. Roxas'
conments. Instead, he said the proposal enjoys wi despread
support, particularly in Western Europe. Italy and Germany
and U N Secretary-Ceneral Kofi Annan have hailed the proposa
as an innovative way of achieving the MIIennium Devel opnment
CGoal s.

The MDGs are eight goals that all 191 U N nenber states have
agreed to achi eve by 2015. They include eradicating extremne
poverty and hunger, reducing child nortality, conbating

H V/ Al DS and ensuring environnental sustainability, anong

ot hers.

Under M. de Venecia's proposal, sovereign creditors will be
asked to convert 50% of debt service paynents into equities in
prograns supporting the attainment of the MDGs. These
programnms may include reforestation, nmass housing, mcro-
financing or infrastructure devel opnent. Debt for
reforestation, for instance, can turn a US$100 mllion
investrment into US$3 billion in 10 years fromtinber sales

al one, he said.

But M. Roxas says reducing foreign debt by conversion does
not generate new resources available for consunption or
investnment. 1In the end, future generations will continue to
bear the debt. He likens the proposal to a father selling the
fam |y house to pay the debt and | eaving his children nothing.

"I n general, then, reducing foreign debt by conversion either
into infrastructure or environmental projects or into
ownershi p of |Iand and natural resources makes no econonic
sense for the devel oping countries,"” M. Roxas says.

Former national treasurer Leonor Briones believes pulling off
a debt conversion will require too nmuch tinme and resources.
"The government will have to engage in one-on-one negotiations
wi th thousands of creditors to achieve the 50% goal," Business
Worl d quoted her say at the forum

It nmust also be noted that creditors are in the business of

I endi ng, not hol di ng stakes in devel opment projects, she said,
addi ng nassi ve debt conversions could be inflationary. She

al so shares M. Roxas' observation that previous debt-for-
goods arrangenents have had ninimal inmpact on debt reduction

If foreign creditors genuinely desire to help, foreign debt
shoul d be condoned and not converted into a formthat



di m ni shes the national sovereignty, M. Roxas concl udes.
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Don't Attach Conditions to New Loan Facility, |IM- Told
Critics once nore doubt the sincerity of the | M, believing
its newloan facility is another ploy to force devel opi ng
countries open up their markets.

The new program ains to provide funding to | owincone
countries affected by high oil prices and other externa
econom ¢ pressures, but are not getting support under existing
I MF prograns.

"If history is anything to go by, this new facility will once
again be used as a lever by the IMF to ratchet further free
mar ket refornms out of the poorest countries," Pete Hardstaff,
the Worl d Devel opnent Movenent's policy director, told BBC
News .

Because of too nmany conditions, he noted, assistance in the
wake of the Asian financial crisis backfired. "Wile we
recogni ze the need for ways of addressing short term bal ance
of payment problens, if this is going to be yet another way to
force free market reforms out of the poorest countries, then
it is not welcone," M. Hardstaff says.

The new funding ainms to give countries facing bal ance of
paynments probl ens quick access to loans. It targets post-
conflict countries, those affected by natural disasters, or
not currently receiving support through the Poverty Reduction
and Gowh Facility. It is the M- s response to criticisms
that its |oans are not being nade avail able quickly or widely
enough, says the BBC.

The I MF, which has not disclosed the size of the new fund,
hopes it will help devel oping countries cope with rising oi
prices. Rising fuel prices has already sparked social unrest
in a nunber of countries including |Indonesia and Bangl adesh.

Earlier, British Finance Mnister Gordon Brown called the | M
Worl d Bank and the United Nations' emergency assistance
facilities "not good enough.” Witing in the Internationa
Heral d Tri bune, he said, "The world needs to get better at
delivering humanitarian aid."

"Aworld that in just a year has seen a chain of disasters
ravage comunities and continents needs an international
response that is nore proactive in its anmbitions and nore
coordinated in its reach," he wote.

"The idea of a shocks facility is not new," Reuters says.
"Washi ngton said in April it favored such a body within the
I M=, and the | M- di scussed a commodity shocks body at its



spring neeting."

"But Hurricane Katrina in the United States and this nonth's
Asi an earthquake have thrown a spotlight again on the way the
worl d responds to major natural disasters,” Reuters says.

Anti - poverty canpai gners, however, want assurances that the
nmoney woul d not be conditional on countries introducing
econom ¢ reforns such as opening up markets and privati zi ng
i ndustri es.

"W wait for the IM-to say that this will categorically not
be the case," M. Hardstaff says
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U K Increases 'Aid for Trade' Budget

The Departnment for International Devel opnent announced on
Novermber 14 it will treble its aid to poor countries to GBP100
mllion to boost their exports to the rest of the world.

By increasing "aid for trade", the UK hopes to hel p poorer
countries seize the opportunities presented by nore open
markets. For exanple, the funding will help countries in sub-
Saharan Africa and el sewhere to speed up their custons reform
get their goods to market and neet European Union health and
saf ety standards.

I nternational Devel opnent Secretary Hilary Benn said: "The UK
i s maki ng good our commitnment at the G Summit to help
devel opi ng countries trade their way out of poverty. This year
we have succeeded in highlighting poverty in Africa and

pl edged to increase world aid, but we will fall short if we
cannot offer the poor a fair chance to trade with the rest of
the world. | hope that as we get closer to the world trade
tal ks in Hong Kong in Decenmber, other countries will also
increase their aid for trade."

UK support for "aid for trade" has already produced benefits
i n Mozanbi que where DFI D-backed custons reforns, which

i ncreased revenues fromUS$70 mllion to US$250 million a
year. The UK governnent's announcenent is ained at extending
t hese benefits to other poor countries.

* * *

The Departnent for International Devel opment currently
contributes GBP30 million towards "aid for trade”
Additionally, DFID support for "aid for trade" through the
Eur opean Conmi ssion, World Bank, United Nations and ot her



i nternational agencies is around US$90 nmillion

The &8 Sunmit in deneagles conmitted nmenber countries to
"increase our help to devel oping countries to build the

physi cal, human and institutional capacity to trade, including
trade facilitati on nmeasures."
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ANTI GUA & BARBUDA: Hires Houl i han Lokey to Draft Debt Strategy
Over the past twelve nonths the governnent has intensified its
efforts to correct the macroecononic inbal ances that have

pl agued the Antigua and Bar budan econony for the past severa
years. These macroecononi c inbal ances include significant
fiscal deficits and unsustainable public debt. Government has
begun to tackle the fiscal situation with the assistance of
several regional and international agencies by, inter alia,

i mpl enenting a number of neasures ai ned at enhanci ng revenue
generation, inproving tax policy and creating a nore efficient
tax administration.

M ni ster of Finance and the Econony Dr. Errol Cort is
confident that these fiscal reformprogranms will significantly
i nprove the governnent's financial situation. However, the

m ni ster stressed the need to address the "very high and
undoubt edl y unsust ai nabl e" debt-to-CGDP | evel in Antigua and
Bar buda. The governnent therefore views the enhancenent of
debt managenment as a critical elenent of its overall strategy
for engendering fiscal transformation and nmacroeconormic
stabilization.

The governnment has nanaged, through a bilateral approach, to
negoti ate over US$500 mllion in debt relief froma nunmber of
creditors -- mainly the Italian Governnent and DEVCON
International, thereby bringing about a reduction in the debt-
to-GDP ratio fromthe 2003 | evel of 130%to 108% i n 2004.
Wiile this represents a renarkabl e achi evenent and a positive
step on the path to nore nmanageabl e and sust ai nabl e public
debt, there is still need for further intervention to bring
the ratio in line with the benchnarks set by the Eastern

Cari bbean Central Bank.

To facilitate this, the governnent has received assi stance
fromthe Canadian I nternational Devel opment Agency (CIDA) to
expand its debt strategy to include a nore conprehensive and
nmultil ateral approach to debt managenent. Specifically, ClDA
is funding the inplenentation of a Debt Managenent Project
that will seek to develop a conprehensive strategy for nore
ef fecti ve debt nmanagenent in Antigua and Barbuda.

Houl i han Lokey Howard & Zukin energed as the top candi date
anong the conpani es that tendered proposals and was sel ected
to devel op the government's nultil ateral debt managenent



strategy. The finance minister indicated that this conpany
brings to the table a "significant wealth of know edge t hat
wi Il ensure the success of the Antigua and Barbuda Debt
Managenent Project."

This project will assist the governnent to accelerate the
process of reducing the debt-to-GDP ratio to no nore than 80%
by 2007; facilitate the regul arization of the governnent's
relationship with creditors; inmprove the credit rating of
Antigua and Barbuda and initiate the establishment of nore

ef fective systens for ensuring debt sustainability.

Derrill Allatt, nanaging director of Houlihan Lokey Howard &
Zukin, indicated that his firmhas one of the |argest
wor | dwi de financial restructuring practices of any investnent
bank. Houlihan Lokey has a Soverei gn Advi sory Services group
that offers services such as debt managenent, the devel oprent
of funding strategies and credit rating advice to sovereign
clients. M. Alatt pointed out that "in the Caribbean
region, our clients include the Dom ni can Republic where we
recently advised on the restructuring of debt owed to various
governments and conmerci al banks".

The Houl i han Lokey team of consultants commenced work in
Antigua on Novenber 9, 2005 and, through the provision of
several deliverables, will support the devel opnent of
nmechani sns for nore effective debt managenent in Antigua and
Barbuda. One of the mmjor deliverables of this project wll
be a Debt Strategy that will be used by the governnment to
ensure public debt in Antigua and Barbuda is reduced to nore
nmanageabl e and sustainable levels. It is expected that the
draft debt managenent strategy will be presented to the
government by January 31, 2006.

The finance mnister stressed that "this Debt Managenent
project is the first phase in the governnent's conprehensive
approach to inmproving the debt situation in Antigua and
Barbuda." Once this project is conpleted, it plans to nove to
t he second phase, which involves the inplenentation of the
recomendati ons of the Debt Strategy provided by Houl i han
Lokey.

Anot her nmaj or conponent of this project is the training

el ement, which should result in the expansion of the skills
and expertise of public sector technocrats who are responsible
for nonitoring and nanagi ng public debt.

M. Allatt indicated that the purpose of the team s current
nm ssion was to conduct a diagnostic exani nation of the
government's overall debt portfolio after which a diagnostic
report would be presented to the governnent by Decenber 31
2005.

Finally, it is expected that the outconme of the governnent's
efforts with respect to its debt nanagenment strategy should

i npact the lives of all Antiguans and Barbudans and as such
the finance mnister indicated that "every effort will be nade
to ensure the general public remains infornmed of devel opnents
with respect to the Debt Managenent Project.”
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ARGENTI NA: U.S. Rebuffs Call to help in I MF Negotiations
You're on your own. This was U. S. President George Bush's
reply to President Nestor Kirchner, who asked himto help the
country get better loan terms fromthe I M

The two | eaders nmet on the fringes of the 34-nation Sunmit of
the Americas earlier this month. M. Bush said Argentina was
now in a much stronger position than when it relied on U S
hel p previously.

"I was pleased that the United States was hel pful during the
early part of his (Kirchner's) termwth the I M-, and
suggested that his record is such now that he can take his
case to the IM- with a much stronger hand," Reuters quoted M.
Bush as sayi ng.

He confirmed that his Argentine counterpart told him he w shed
the IMF had a different outlook toward Argentina and its

econommy. "He (Kirchner) has been an out spoken person for
reform | listened very carefully to his point of view " M.
Bush sai d.

Argentina has been asking the IM-to take a nore flexible
position on issues such as taxes, debt, interest rates and
exchange rates. The country is currently preparing to
negotiate for a new I M- | oan to sustain econonmic growh. It
abandoned negoti ati ons nore than a year ago to focus on
restructuring US$100 billion in defaulted debt to private
creditors.

Tom Shannon, assistant secretary for the Western Hem sphere at
the U S. State Departnent, told reporters at the sunmt that
Argentina's record could stand on its own.

"Argentina really doesn't need our help in this regard because
it has the success story that it needs to take into these
ki nds of negotiations," Reuters quoted M. Shannon as sayi ng.

Si nce taking power, M. Kirchner has been a fierce critic of
the IMF. He believes that as Argentina noves forward, the I M
shoul d be a less-intrusive partner in terns of creating
conditionalities for official | M assistance.

M. Shannon says the U S. will continue to support Argentina
in other ways, adding it is in the interest of Washington that
Buenos Aires do well, "because a stable, denocratic,
prosperous Argentina is an inportant anchor in a region that
faces a lot of trouble at this tinme."
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ARMENI A: Gets Second Tranche of US$32 M n PRGF Loan

The Executive Board of the International Monetary Fund (I M)
conpl eted on Novenber 14 the first review of the Republic of
Armeni a's econom ¢ performance under a three-year Poverty
Reduction and Gowh Facility (PRGF) arrangenent. The

conpl etion of the review enables Arnenia to draw an anopunt
equivalent to SDR3.28 million (about US$4.7 mllion), which
will bring total disbursenment under the arrangenent to SDR6.56
mllion (about US$9.4 mllion).

The Executive Board approved the three-year arrangenment on May
25, 2005, for a total ampunt equivalent to SDR23 nmillion
(about US$32.8 million) to support the government's econonic
program t hrough 2008.

Fol | owi ng the Executive Board discussion, Agustin Carstens,
Deputy Managing Director and Acting Chair, said: "Arnenia's
econony continues to performstrongly. Prudent fiscal and
nmonet ary policies, strong external inflows, and ongoing
structural refornms have contributed to double-digit growh,
low inflation, and declining poverty in 2005. The outl ook is
for continued robust growth in 2006, underpinned by buoyant

i nvestment and renittance inflows.

"The authorities nmade good progress in structural reforms in
2005. They adopted a conprehensive two-year Tax Action Plan
to inprove tax and custons administrations. Two najor
amendnments to tax |l egislation that reduce exenpti ons and

| oophol es have been submitted to parlianent. Moreover, an
operational review of custons is currently under way. Steps
have al so been taken to strengthen banki ng supervision and

i mprove corporate governance of the financial sector. The
financial performance of the energy, water, and irrigation
sector has continued to inprove.

"The thrust of the authorities' economc programfor 2006 is
to maintain macroecononic stability and keep inflation bel ow 3
percent. The Central Bank of Arnenia will continue to focus on
mai ntai ning price stability, and to limt intervention in the
forei gn exchange market to smoothing out volatility in the
exchange rate.

"The government will also continue to pursue reforns ainmed at
enhanci ng grow h prospects and all eviating poverty. In
particul ar, structural reforns in the fiscal area focus on



i mproving tax and custons adninistration to nobilize donestic
revenues to finance capital, and social expenditures. As part
of the efforts to inprove the business clinmate, the government
will continue with the inplenentation of its anti-corruption
action plan. Financial sector refornms should boost financial
internediation and reforns in the public utility sector will
enphasi ze inproving its services and financial viability," M.
Car st ens sai d.

The PRGF is the I M- s concessional facility for | owincone
countries. It is intended that PRGF-supported prograns will
in tine be based on country-owned poverty reduction strategies
adopted in a participatory process involving civil society and
devel opnent partners, and articulated in a PRSP. This is to
ensure that each PRGF-supported programis consistent with a
conpr ehensi ve franmework for nacroeconom ¢, structural, and
social policies to foster growh and reduce poverty. PRGF

| oans carry an annual interest rate of 0.5 percent, and are
repayabl e over 10 years with a 5«-year grace period on

princi pal paynents.
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BELI ZE: Mobody's Sees Severe Pressure on Bal ance of Paynents
Moody' s I nvestors Service has downgraded Belize's ceilings for
foreign-currency bonds to Caa3 fromB3 in |light of persistent
concerns about external liquidity and a nacroeconom ¢
framework that is inconsistent with debt sustainability.

The rating agency has al so changed the country ceiling for
foreign-currency deposits to Caa3 from Caal. The government's
| ocal -currency rating was al so downgraded to Caa3 from B3. The
outl ook on all of the ratings is stable.

Attenpts to correct the large fiscal and external inbal ances
have proven to be insufficient to avert potentially severe
pressure on the bal ance of payments, said Mody's. This, in
turn, could threaten macroecononmic stability, including the
sustainability of the country's fixed exchange rate regine.



The downgraded ratings reflect heightened risks that Belize
will need to restructure its debt obligations in a manner that
woul d inflict considerable |osses to creditors. Even under
the nost optimstic assunptions, Mody's concluded that an
external funding gap could lead to a rapid reduction of
forei gn- exchange reserves, which mght lead to a disorderly
restructuring of obligations.

Moody's said that it will continue to nmonitor the governnent's
progress toward fiscal consolidation and its announced
intentions to inprove the external debt profile through
negotiations with private creditors.
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BOLI VI A: Passes Sixth Review of | M- Stand-by Arrangenent

The Executive Board of the International Mnetary Fund (I M)
conpl eted on October 31 its sixth review of Bolivia's
performance under an SDR171.5 mllion (about US$248.9 mllion)
St and- By Arrangenent that was originally approved for SDR85.75
mllion (about US$124.5 nmillion) on April 2, 2003 and
subsequent |y augnented and extended through March 31, 2006.

The Board al so granted the authorities' request to reduce the
size of the current arrangenent by SDR25.72 million (about
US$37.3 million) to SDR145.78 mllion (about US$211.6
mllion). The reduction in total access under the Stand-By
Arrangenment reflects Bolivia' s stronger than envisioned

bal ance of paynents outcone under the | M- supported econonic
program Conpletion of this review nakes an anmount equival ent
to SDR17.14 mllion (about US$24.9 million) available to
Bolivia i mediately. The remaining SDR17.14 nillion under the
arrangenent could be nmade avail abl e for di sbursement subject
to Board approval during the next and final review of
Bolivia's performance. However, the authorities have
indicated that they intend to treat the arrangenent as
precauti onary henceforth.

In conpleting the sixth review, the Board al so granted the
authorities' request for waivers of applicability of
performance criteria on the conbi ned public sector deficit and
donestic financing outturns relative to their end-Septenber
guantitative performance criteria, and for the non-observance
of the end-June 2005 performance criterion on passage of a
revi sed 2005 budget | aw. [ 1]

Fol | owi ng the Board's discussion on Bolivia, Anne O Krueger,
First Deputy Managing Director and Acting Chair, issued this
st at enent :

"Despite the difficult political devel opments, and ai ded by a
favorabl e external environment, nacroeconom c stability in
Bol i via has been mai ntai ned and overall econonic perfornmance
in 2005 has been positive. Econom c activity has picked up



despite the negative inpact of social tensions early in the
year, inflation remains in single digits, and the externa
current account continues to show a surplus. Financial system
deposits have recovered and central bank reserves have
strengthened. Risks remain for the authorities' economc
program but the recent strong performance has | essened
econom ¢ vul nerabilities.

"The authorities are conmitted to nmaintaining the fisca
deficit on its declining trend. This will be achieved by
saving part of the large increase in hydrocarbons revenue
resulting froman increase in the tax rate and strong gas
export prices. The recently subnmitted 2006 budget ains at
reducing the fiscal deficit further, thereby consolidating the
fiscal adjustment effort pursued in recent years.

"Ai ded by a better-than-progranmed fiscal position, the
central bank has been inplenenting a measured and appropriate
nonetary policy during the difficult political transition
International reserves are being rebuilt in the context of a
decline in policy interest rates and a wel cone i nprovenent in
the maturity structure and currency conposition of the
donestic debt. The authorities' prudent financial nanagenent
is allowing themto adhere to the quantitative targets of the
program

"Looki ng ahead, the nacroeconom c policy targets for 2005 and
2006 have been strengthened, and the structural policy
conponent of the program has been re-profiled in light of the
interimnature of the current governnent. On the structura
front, the authorities have subnmitted to Congress a draft
budget franmework |aw, aimed at strengthening the budget
process at all levels of governnent; and a draft |aw
introducing a partial coverage deposit insurance schene.
However, the hydrocarbons | aw enacted by Congress |ast My

ri sks undermi ning the devel opment of the sector, especially in
light of tax rigidities and | egal uncertainties. The
authorities believe that nore time is needed for a ful
assessnment of the inpact of that |aw given the altered energy
price outl ook and the ongoing contacts with oil conpanies on
the i npl enenting regul ati ons.

"Conti nued nacroecononic stability and sustai ned growh and
poverty reduction over the mediumterm depend on prudent
managenent of hydrocarbons-based revenue together with a
renoval of inpediments to investnment in the sector. It wll

al so be inportant to achi eve a bal ance between revenue

al | ocations and spending responsibilities at all |evels of
governnent, to nmake progress with the tax reform to inplenent
a nore market-based petrol eum product pricing nechanism to
appropriately focus poverty-reduci ng spendi ng, and to reduce
further vulnerabilities in the financial sector," M. Krueger
sai d.

[1] The staff report for the Sixth Review of the Stand-By
Arrangenment with Bolivia nmay be nade available at a later
stage if the authorities consent.
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BRAZI L: S&P Raises Credit Qutlook to Positive
Brazil's effort to trimdown external public and private
sector external debt is paying off, at least on the ratings.

Fol | owi ng Moody's | ead, Standard & Poor's upgraded on Novenber
8 its credit outlook for Brazil to positive fromstable. S&P
anal ysts Lisa Schineller said the debt reduction, coupled by
solid exports, are reducing the likelihood of a default.
However, its dependence on debt to finance the budget
continues to restrict its rating.

Reut ers says S&P expects Brazil's financing needs to remin
near 85%this year and 2006, close to the nedian for 'BB-'-
rated countries. Also restricting its fiscal and econonic
progress is high interest rates, but S&P believes efforts to
cut bureaucratic red tape should boost its prospects.

"Reduci ng the magni tude and conplexity of Brazil's fiscal and
external vulnerabilities closer to those of its 'BB rated
peers requires further consolidation of prudent policy by the
current and future administration,” M. Schineller added

In rel ated devel opnent, Brasilia has hinted it nay re-open its
10-year international bonds for the fourth time this year. A
Treasury statenent did not provide details about the size of
the offering or the banks that will manage the sale, Bl oonberg
News says. The Treasury sold US$500 million of the 10-year
bonds in January, US$1 billion in February and another US$600
mllion in June. The bonds carry 7 7/8 percent interest.

Brazil is the biggest debtor anong devel opi ng nations with
US$440 billion of debt. S&P rates Brazil's foreign debt BB-,
Moody's has it at Ba3
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CAMEROON: Fitch Lifts DDD Local Currency Debt Rating



Fitch Ratings upgraded on Novenber 7 the Republic of
Caneroon's "structured contractors” debt to 'CCC+ from' DDD
placing it at the sane |evel as that of other |ocal currency
debt. At the sanme tinme, the agency has changed the Qutl ook on
Caneroon's Long-termforeign and | ocal currency ratings to
Positive from Stable. The rating action reflects the success
of the arrears settlenment plan on donmestic debt inplenented by
t he government and the significant inproverment of the
sovereign financial situation

Caneroon's other ratings are affirmed at Long-term foreign
currency 'B-' (B minus), Short-termforeign currency 'B and
Long-termlocal currency 'CCC+ . As a nenber of the CEMAC
currency zone, Caneroon has a Country ceiling rating of 'BBB-'
(BBB ninus), which was al so affirned.

In 2003 and 2004, Cameroon went through a severe fisca

crisis, which eventually led the State to default on its
donestic debt. As a result, in H2 2004, the structura

adj ustment progranme initiated by the | M-, which was supposed
to hel p Caneroon reach the conpletion point of the H ghly

I ndebt ed Poor Countries (H PC) debt reduction initiative, went
"off-track"”. However, Caneroon, during that period, assuned
the service of its external debt, although with sone del ays.

In February 2005, the Long-term foreign currency rating of
Caneroon was downgraded to 'B-' (B minus) from'B', and the
local currency rating to 'CCC+ from'B' ; the structured
contractors' debt, which had been issued previously in
exchange for debt owed to the State's suppliers, was
downgraded to 'DDD as it was subject to a |l ess favorable
treatment than the rest of domestic debt.

The Canerooni an governnent has launched, in the first term
2005, a conprehensive audit of its domestic debt, and
subsequently inplenmented an arrears settlenent plan. The debt
due to banks is being repaid according to the initial

schedul e; however, the debt owed to other creditors, including
the structured contractors, has been reschedul ed over severa
years. Since the inception of this plan, in H12005 no arrear
has been recorded, which led Fitch to upgrade the structured
contractors' debt to 'CCC+', placing it at the sane |evel as
that of other domestic debt.

The financial situation of Canmeroon greatly inproved in 2005,
under the conbined effect of the increase in oil prices and
the fiscal austerity measures put in place by the governnent.
State revenues have significantly increased, which allowed an
accel eration of the arrears settlenment process and a reduction
of public debt. Structural reforms are being pursued, although
at a slower pace than initially planned. These
acconpl i shnents have led the | MF in October 2005 to grant
Caneroon a Poverty Reduction and Gowth Facility, which, if
successfully reviewed, will allow the country to reach H PC
conpl etion point in 2006.

In Fitch's view, Caneroon has a good chance to reach H PC
conpl etion point in H12006. Conbined with the tight fisca
policy pursued by the governnent, this will result in a
substantial reduction in the country's debt. Over the nedium
term the upgrade of the ratings will depend on the capacity
of the country to maintain a steady econonic growh and the
willingness of the State to keep a bal anced budget and pursue
the restructuring of the econony.



* * *

St andard & Poor's rates Caneroon CCC/ Stable
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GRENADA: Enmerges from Default; Sovereign Rating Raised to B-
Standard & Poor's Ratings Services on Novenber 18 raised its
I ong-term foreign currency sovereign credit rating on G enada
to "B-' from'SD and its short-termforeign currency
sovereign credit rating to 'C from'SD . At the sane tinme,
Standard & Poor's raised its long-termlocal currency
sovereign credit rating on Genada to 'B from'CCC and
affirmed its 'C short-termlocal currency sovereign credit
rating. The outl ook on the |long-termforeign currency
sovereign credit rating is stable, while the outl ook on the
long-termlocal currency sovereign credit rating was revised
to stable fromnegative

Standard & Poor's also affirned its "B-' ratings on Genada's
recently concluded exchange offers of US$193 mllion step-up
bonds and of EC$184 nillion step-up bonds, all due Sept. 15,
2025. These bonds are being exchanged for principal and past-
due interest (through Sept. 15, 2005) of these rated defaulted
securities:

(i) US$100 nmillion 9.375% bonds due 2012,
(i) US$41.5 mllion 7.15% bonds due 2014, and
(iii) sonme unrated obligations

Participation in the exchange offers is estinated at 91% The
new bonds will have a longer maturity and | ower coupon than
the sovereign's original debt obligations. Specifically, the
interest rate on the new bonds is 1%during the first three
years, rising to 9% by 2018. Bank overdrafts have been
reschedul ed separately.

According to Standard & Poor's credit anal yst Hel ena Hessel
Grenada' s ratings are supported by the government's conmit ment
to prudent fiscal managenent and an econonic recovery expected
to begin in 2006.

"Real GDP growth is forecast to average above 4% over the
mediumterm reflecting an ongoing construction boom and
gradual inprovenent in tourismand agriculture,” M. Hesse
sai d. "The governnment plans to cut both fiscal inbalances and
t he heavy debt burden, despite possible political pressures
fromthe opposition and | abor unions.”

The stable outlook on the long-termratings reflects Standard



& Poor's expectation that the successfully conpleted debt
restructuring, conmbined with ongoing strong donors' support
and necessary fiscal adjustnent, will alleviate fiscal
pressures and stabilize and eventual |y reduce the government
debt burden.

"However, if, due to political pressures, the fiscal
adjustment is not achieved or donors' support falls short of
expectations, the government's creditworthiness nay be
negatively affected,” Ms. Hessel concl uded.
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| RAQ Japan Di scharges JPY690 M IIion Sovereign Debt

Japan and lrag will sign the final agreenent of a generous
debt wite-off later this nmonth, PNG Post-Courier said on
November 7.

Tokyo has agreed to forgive JPY690 billion, or 80% of
Baghdad' s JPY860 billion debt, pursuant to a Paris C ub debt
agreenment reached Novenber |ast year. Iraqg accunmul ated the
debt in the 1980s during a nmilitary buildup that eventually
led to the lIran-lrag War.

The deal will enable Japan to reopen aid to |Iraqg begi nni ng
next year, the paper said. Aside from Japan, Italy, also
wote off US$2.4 billion of Irag's debt in Cctober. A nonth
before that, non-Paris C ub nenbers, Ronania and Bul gari a,

al so granted debt relief.
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| RAQ Norway Backs Cancel | ati on of Odi ous Debt

Norway' s new governnment has signaled its intention to support
the cancellation of illegitimte debt and the establishnent of



an international court to hear matters concerning illegitimte
debt cl ai ns.

"Norway must adopt an even nore offensive position in the
international work to reduce the debt burden of poor
countries," Norway's Soria Mria Declaration states.

"The UN rust establish criteria for what can be characterized
as illegitimte debt, and such debt nust be cancelled... The
government will support the work to set up an internationa
debt settlement court that will hear matters concerning
illegitimte debt."

The statenent al so challenges the Paris Club and I M s policy
of putting economc conditions on debt relief, sonething that
is being required of Iraqg: "No requirements nust be nade for
privatization as a condition for the cancellation of debt."

Al t hough Norway does not hold any debt clains against Iraq,
the nmove is significant because it neans that a major northern
governnment has finally recognized that there is such a thing
as illegitinmate or odious debt, which is the liability of the
| ender and not the borrower, Jubilee lIraqg says.

Jubilee Iraq has worked closely with Norwegi an debt

canpai gners such as SLUG and Changemakers, whose conmitted
efforts have now borne significant fruit. Jubilee Iraq

appl auds the Norwegi an government and encourages it to

i mpl enent these principles and other countries to followits
| ead.
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LEBANON: Credit Qutl ook Upgraded to Positive

Fitch Ratings changed on Novenber 18 the Republic of Lebanon's
Qutl ook to Positive from Stable. At the sane tine, the Long-
termforeign and | ocal currency ratings are affirned at 'B-'
and the Short-termforeign currency rating is affirned at 'B'.

"The assassination of former Prime Mnister Rafik Hariri |ast
February has proved to be a political watershed. Although the
new political environment presents risks and new chal |l enges,
on bal ance we believe it nore |ikely than not that a progranme
of economic, structural and political refornms will gain
donmestic approval and attract the support of internationa
donors in the coming weeks and nonths," says Richard Fox,
Senior Director in Fitch's Soverei gn Departnent.

"This could have a decisive inmpact on Lebanon's public

fi nances and broader economc and political devel opment. But
political support for and inplenentation of the programe wll
be paranount to the progress of Lebanon's ratings," adds M.
Fox.



The government headed by Prime M nister Fouad Siniora, which
cane to power in June, is working on a nmulti-pillared reform
programe expected to be subnmitted to the Cabinet in the near
future. Details are still under discussion and the fina
programme will inevitably be influenced by the politica
process now in train. Nevertheless, Fitch considers that in
the new political environment follow ng the Syrian w thdrawal
there is a broad political consensus in favour of reform

al t hough the extent and pace of change renains to be seen
Crucially, this makes it less likely that expectations will be
di sappointed, in contrast to the experience follow ng the
Paris Il conference in 2002. Efforts are also to be nmade to
gar ner popul ar support for the programe, which will be

i mportant given that nmany of the problens that will eventually
need to be addressed will be politically challenging. These

i nclude stemm ng the | osses of electricity conpany, EdL, and
the | oss of excise taxes associated with the cap on petro
prices. Moves to privatize the nobile phone conpanies could
have a major inpact on the debt burden and plans here will be
cl osel y wat ched.

The new governnent has acted to stemthe danmage to public
finances following the slunmp in economc activity in the
spring; the primary surplus in the third quarter was two-
thirds higher than in the first half. Together wth
continuing benefits fromthe concessional finance gai ned from
Paris Il, Fitch expects the overall budget deficit to show a
further fall to around 8% of GDP this year. Unfortunately,
this will not prevent arise in the ratio of public debt to
GDP this year, but that ratio will nevertheless remain within
the 165% 170% of GDP range seen for the past five years,
notwi t hstanding the fall in GDOP growh to al nbst zero this
year. The broad stability of the debt ratio reflects inproved
public debt dynamics foll owi ng an al nost 10% of CGDP

i mprovenent in the primary fiscal balance in recent years, and
not just the inpact of Paris Il. However, a decisive
reduction in the debt ratio that could support a rating
upgrade relies on the inplenentation of further fiscal and
structural reforms.

The assassination of M. Hariri is generally acknow edged to
have been Lebanon's severest stress test since the civil war.
Fortunately, the starting point was reasonably robust, with
Lebanon havi ng enjoyed two years of 5% 6% GDP growth in a
supportive external environnent. |International reserves
reached an all time high in 2004. So although the banking
system suffered sone deposit flight in February/ March and
international reserves fell by US$2 billion, high liquidity
meant that these pressures were manageabl e and short-1ived.
Reserves have al ready recouped their | osses and the deposit
base of the banking system which enables Lebanon to support
such a high level of public debt, is growing again. Further
political shocks that test Lebanon's financial system anew
cannot be ruled out. However, Fitch notes these risks are
al ready well encapsulated in the 'B-' rating.
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LEBANON: S&P Affirns Ratings; Cites Inproving Prospects
Standard & Poor's Ratings Services affirmed on Novenber 18 its
"B-' long-termand 'C short-termsovereign credit ratings on
the Republic of Lebanon. The outl ook is stable.

"The affirmation reflects Lebanon's inmproved fiscal and
econom ¢ prospects, in light of expected progress with key
reforns and of forthcomng international financial support,"”
said Standard & Poor's credit analyst Beatriz Merino. "These
factors are offset, however, by the Republic's large fisca

i mbal ances and near-termpolitical risks."

Lebanon's central government deficit and debt-to-GDP ratios --
forecast by Standard & Poor's at 10% and 180% respectively,

for 2005 -- are anong the highest of any rated sovereign

Al t hough the interest burden has declined in recent years, it
still represents an exceptionally high 50% of government
revenues. Neverthel ess, sizable resident and nonresident
deposits in Lebanon's financial sector -- with total assets
amounting to 3x GDP -- continues to provide anple liquidity

for the governnent's near-termfinancing requirenents.

Over the past year, the political |andscape has changed
dramatically, follow ng the assassination of fornmer Prine

M nister Rafik Hariri and the withdrawal of Syrian forces from
Lebanon. Prospects for economc and fiscal reforns have

i nproved under Fouad Siniora's nore united government, and
am d expectations of international financial support.

Political stability, however, renmmins fragile and may conti nue
to delay reforminpl enentation

Despite political risks, Lebanon's post-election politica
consensus, renewed reform plans, and international support for
the Republic's new order have generated econom c upside
potential. Standard & Poor's assunes a gradual inplenentation
of reform average GDP growth of 3.5% and the decline of the
deficit and debt-to-GDP ratios to 5% and 160% respectively,
toward the end of the current decade.

"Al t hough the ongoing political transition will take time to
create political stability, the governnent is expected to
weat her political setbacks w thout major disruptions to its
ref orm agenda,” said Ms. Merino. "In the mediumterm
government conmitnent to fiscal restraint and structura
reforms will be crucial to ensuring narket confidence."

A faster-than-expected i nprovenent in fiscal indicators could
boost the rating on Lebanon. Conversely, sustained politica



deterioration and/or failure to tackle the inplenmentation of
| ong-awai ted reforns coul d underm ne grow h and i nvest nent
prospects and place international financial support at risk,
resulting in | ower confidence, funding difficulties, and
consequent downward pressure on the ratings.
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NI GERI A: Meets US$6.4 Billion Payment to Paris O ub

Ni geria beat the October 31 deadline to pay its US$6.4 billion
arrears to the Paris O ub, Finance M nister Ngozi Okonjo-
Iweal a told Reuters on Nov. 10 during an investment pronotion
tour to the U S

The sumis part of the US$12.4 billion that N geria must repay
to avail of a US$30 billion debt wite-off fromthe Gub. The
second paynent is due in March after the I MF conducts its
first review of the country's new program called Policy
Support Initiative.

Ms. Ckonjo-lweal a expects to hurdle the review and nake the
second paynent to the Paris Club. Imediately after the
paynment, Nigeria's debt will be reduced to US$5 billion, she
sai d.

"Thirty billion (dollars) will be off the books," she said,
adding the remaining US$5 billion are nultilateral debt owed
to the World Bank and the African Devel opment Bank (US$3
billion) and private creditors including comercial debt,
prom ssory notes and par bonds (US$2 billion).

As agreed, the US$6.4 billion initial paynent was deposited to
an escrow account at the Bank of International Settlenents in
Swi t zer | and.

"We've put it in an escrow account ... as was agreed during

t he negoti ati ons, and each country will access it as initialed
by bilateral agreenent which we are on our way to doing," she
sai d.

"We just got the draft (of the bilateral agreenent) fromthe
United States," one of the foreign governnment creditors



grouped under the Paris Cub, she said

At hone, | awrakers are debating where to source the US$6
billion to buy back at a discount the Paris Cub debt in
March. If sourced fromthe Federal fund, all 36 state houses
of assenbly nust pass a neasure approving the di sbursenent.
Sol ons are al so questioning the US$6.4 billion paynment, which
was not covered by an appropriation neasure.
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PANAMA: Fitch Rates US$980 M n 2026 Bonds BB+; CQutl ook Stable
Fitch Ratings has assigned a 'BB+' rating to Panama's US$980
mllion in @ obal bonds due Jan. 29, 2026. The Rating Qutl ook
is Stable. Proceeds fromthe bond i ssue were used to fund a
cash tender offer for eligible securities as part of a genera
programto manage its external liabilities.

Dol | ari zation, a stable financial system noderate debt
servi ce needs, and the CGovernnent's considerabl e financial and
| and assets support the sovereign's ratings.

Dol | ari zation has resulted in a long history of nonetary and
price stability unseen in other energing narkets. In
addition, it linmts the probability of a deval uation-induced
increase in public debt ratios or a balance of payment crisis.

"Despite recent fiscal slippage, a strong economnic recovery
and the Torrijos administration's efforts to strengthen public
finances, as denonstrated by the pronpt passage of fisca
reformin January and inprovenments in fiscal transparency al so
under pi n Panama's sovereign ratings,"” said Theresa Paiz
Fredel, | ead analyst for Panama and Director of Latin American
Sovereign Ratings at Fitch.
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PERU: Fitch Revises Qutl ook on Sovereign Ratings to Positive



Fitch Ratings revised on Novenber 4 the Rating Qutl ook on
Peru's sovereign ratings to Positive from Stable. This
applies to these ratings for Peru:

-- Long-termforeign currency 'BB';
-- Long-term |l ocal currency ' BB+

This reflects the country's favorable trends in the bal ance of
paynments and public and external debt dynam cs. Furthernore,
the recent Paris Club debt prepaynent and ot her narket-based
operations have significantly reduced refinancing risks over
the medi umterm

"The marked i nprovenent in Peru's external solvency indicators
is expected to continue near-termgiven the favorable externa
environnent for commodity prices," said Theresa Pai z Fredel
Director, Latin American Sovereign Ratings at Fitch

Peru's net external debt declined to 106% of current externa
receipts in 2004, alnost halving in five years, and is
expected to fall to 79% by year-end 2005, though stil
significantly higher than the 45% nmedian for the 'BB'" rating
category. Although non-traditional export growth has

accel erated since 2002 and vol unmes of traditional exports are
up as well, particularly those of copper, gold and zinc, the
overriding driver of Peru's favorable export devel opment has
been a positive terms of trade shock. As a proportion of
total current external receipts, exports of mneral products
increased from31%in 2001 to 43% | ast year, highlighting the
narrowness of Peru's export base.

Robust GDP and export growth support Peru's sovereign

credi tworthi ness and should provide a sufficient buffer to
deal with possible adverse shocks, whether el ection-related or
externally driven. A solid balance of paynments perfornance
has been reflected in international reserve accumul ation of
US$1.2 billion since year-end 2004 and Peru's | ow external
financi ng needs of about 15% of reserves. Sinilarly, reserve
accunul ati on, conbined with the reduction of debt service

achi eved through the government's debt re-profiling
operations, will boost Peru's liquidity ratio to a projected
219% at the begi nning of 2006. While this conpares favorably
to a forecasted nedian of 125%for 'BB' rated sovereigns, when
adjusting the liquidity ratio to include resident foreign
currency deposits in the denomnator, the liquidity ratio
falls to around 89% highlighting the risks associated with

hi gh, al beit declining, dollarization

The governnent has been focusing on reduci ng refinancing risk
t hrough mar ket - based operations that increase the average life
and duration of the debt portfolio, as well as reduce currency
and interest rate exposure. This year's debt re-profiling
operations included a prepaynent to the Paris Cub and a I oca
bond exchange. These operations will provide anortization
relief of about US$623 million this year and US$350 nillion
bet ween 2006 and 2009. As a result, the public sector's
financing requirement will remain at a manageabl e 3% of GDP
over the mediumtermif the current fiscal stance is

mai ntai ned. The re-profiling transacti ons undertaken this
year also inprove the structure of Peru's public debt and help
reduce Peru's sensitivity to global interest rate hi kes and
future increases in sovereign spreads to nore normal |evels.



Furthernore, the authorities do not intend to tap
i nternational debt markets in 2006.

Factors that could trigger an upgrade of Peru's sovereign
ratings include evidence that export vol une and investnent
growm h trends are sustainable, as well as an inprovenent in
fiscal trends, such as conversion of tenporary tax measures
into nore permanent revenue sources. A snpoth transition to
t he next governnent and mai nt enance of prudent macroecononic
settings after the election would al so be positive for
creditworthiness. On the other hand, a populist departure
fromthe current policy franework woul d be negative
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PHI LI PPI NES: Anal ysts Predict VAT to Unleash 'Bull Run'
The Philippines started inplenenting the controversia
expanded- VAT | aw on Novenber 1, setting off nore rallies
agai nst the governnent.

The new law | ifts exenptions on products |like oil and power,
| eadi ng consumer groups to fear prices will go up and trigger
a spike in inflation. Analysts, however, say the EVAT wll
unl eash a bull run

"Raising the VAT to 12 percent will solidify investors' view
that this governnment is commtted to putting its fiscal house
in order and erase lingering doubts about the President's
political resolve," Jose Arnulfo Vel oso, HSBC Phili ppi nes
treasurer, told the Philippine Daily Inquirer on Nov. 10.

"I't will unleash a bull run across the board for at | east
three nonths," he said. "After three nonths, investors would
know by then whether the 12 percent VAT has translated to

hi gher revenue collections. |If it has, then the Philippines
will be up for a very, very long ride on the back of the
bulls."

Under the law, the President may raise the VAT rate from 10%
to 12% begi nni ng next year if VAT collections as a percentage
of CDP exceed 2.8% or the budget deficit exceed 1.5% of GDP

M. Vel oso sees the run to peak in the first full year of

i mpl enent ati on of the 12% VAT when investors can al ready gauge
whet her the tax is the cure to the governnment's chroni c budget
deficit.



"W expect a significant change in the market outl ook, an
i nevitabl e upgrade in the country's credit rating," he said.

Former Philippine Stock Exchange chair, WIson Sy, predicts
the Phisix to grow at |east 25% or back to the 2,600 |evel,
its peak in 1999. As early as now, he said, portfolio
managers are again | ooking at Philippine stocks with interest.

"The [EVAT] will unleash a flood of funds fromportfolio
managers hungry for a recovery play in the region. |Investors
will look at the Philippines in a different light," he told
the Inquirer in a separate interview

Swi ss banki ng gi ant UBS sees the peso stabilizing at 54
against the U S. dollar by the end of the year and 53 by next
year. It also expects interest rates on Philippine foreign
debt to drop nearly 2 percentage points.

Trade Secretary Peter Favila brushed asi de concerns raised by
consumner groups, saying the VAT was a "necessary burden that
wi Il in due time address the never ending headache of debt
service."

He said the increased revenues from VAT will translate to nore
funding for social services that will inpact the lives of the
poor. In addition, it will boost the credibility of the
country in the international market.

In anot her report, ABS-CBN News said Mal acanang will not wait
until March next year to raise the rate to 12% Fi nance
Secretary Margarito Teves had said it nmight take tine to
conpile the econonmic data required by law to support a rate

i ncrease. But National Treasurer Qmar Cruz says the data can
be finalized by the third week of January.

A 12% VAT is projected to add PHP82 billion to the national
coffers and cut the budget deficit to PHP125 billion or 2.1%
of GDP next year. Already at 10% the EVAT has raised nonthly
revenues by as nuch as PHP3 billion a nmonth, the treasury
says.
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PH LI PPINES: | M- Hails Fiscal Reform EVAT |nplenentation
The I MF staff nmission that recently visited Manila issued this
statenent on Novenber 22:

"The 2005 Article 1V and post program nonitoring m ssion
visited Manila during Novenber 10-22, 2005. The discussions
focused on the macroecononi ¢ and structural policy challenges
facing the Philippines. The mssion's findings will be
reported to the Executive Board of the I M- in February 2006,
but the prelinmnary assessnent is as follows:



"Significant progress with econom c reforns has been made
since the new admini stration took office in 2004. The first
phase of the Expanded Val ue Added Tax | aw (EVAT) was

i mpl enent ed Novenber 1, and the m ssion wel comes the clear
conmitrment made to raising the VAT rate on February 1 next
year. These devel opments have lifted sentinments with the
stock nmarket rallying, sovereign bond spreads tightening, and
the peso appreciating. Reforns have al so advanced in the
electricity and financial sectors, including through the

i ncrease in average generation tariffs and sal es of banks
non- perform ng assets under the Special Purpose Vehicle (SPV)
framewor k. Looki ng ahead, the challenge is to sustain the
econom ¢ reform nmonment um

"The econony has perforned well. Gowh in remttances has
hel ped to offset the inpact of oil prices and indirect taxes
on consunption, and the econony is projected to grow about 5
percent this year and next. The National CGovernnment budget
deficit has been bel ow target through Cctober, aided by tight
control over expenditures and a recent pick up in revenue

col l ections. Foreign portfolio investnent has responded
favorably to the positive fiscal news and gross reserves have
ri sen above US$18 billion.

"There are risks to the outl ook, however. These include a
possi bl e softening of foreign demand for Philippine exports
due to increased conpetition in the electronics sector. A
further spike in oil prices or Avian flu could also take a
toll on the real econony, while adverse devel opnents in

i nternational capital markets could rai se external borrow ng
costs. However, the econony's inproving fundanental s shoul d
provide for a better shock absorber in case such risks
materialize. At the sane tine, additional refornms are
necessary to decisively reduce vulnerabilities.

"A significant reduction in the public sector fiscal deficit
is in prospect for 2005, aided by |ower |osses at the Nationa
Power Corporation (NPC). Looking ahead, the ful

i mpl enentation of the EVAT reformwill allow for a further
reduction in the deficit in 2006, while at the sane tine
provi di ng resources for increased expenditure on
infrastructure and social services. Strong tax administration
will be crucial to ensuring that the gains from EVAT are
realized and an | M~/ World Bank technical assistance nission is
currently focusing on ways to inprove tax administration

Over the nediumterm bal ancing the budget will require
addi ti onal nmeasures, including a rationalization of tax

i ncentives. Also, other parts of the public sector, such as

t he governnent -owned and control |l ed enterprises (GOCCs),
shoul d be nonitored closely so that the ongoing fisca
consolidation effort is not underni ned by individua

enterpri ses.

"Although inflation has started to ease, it has renmi ned above
target reflecting the inmpact of supply shocks, and may rise
again when the VAT rate Is increased. Continued above target
inflation can pose a risk to inflation expectations while
narrow interest rate differentials can | ead to exchange rate
volatility and affect inflation. The BSP has appropriately
acted to guard against the risks to inflation expectations by
raising policy rates, nost recently in Cctober, and narkets
have wel comed these actions.



"I n the power sector, privatization of generation and
transm ssion assets would help to nobilize additiona
i nvestnments, and efforts to strengthen the regul atory
framewor k woul d reduce uncertainties for investors.

"The m ssion wel conmes recent positive devel opments in the
banki ng system i ncl udi ng sal es of non-perform ng assets and
devel opnents in bank consolidation. Accelerating the passage
of BSP charter anmendnents, which would strengthen | ega
protection for bank supervisors and the pronpt corrective
action framework, remains an inportant reformopriority.

"The IMF will continue a close policy dialogue with the
Phi l i ppine authorities.”
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RUSSI A: Moody's Ups Rating to Baa2 Behind Rising G| Prices
Moody' s Investors Service has raised Russia's foreign-currency
country ceiling for bonds and the foreign- and | ocal -currency
rati ng of bonds of the Russian governnment to Baa2 from Baa3 to
reflect a confluence of factors, including a very rapid and
significant buildup in the government's foreign-currency and
oi | stabilization fund reserves.

In addition, Mody's also raised the ratings of Mnistry of

Fi nance tranches V, VI, and VI|I to Baa2. The foreign-currency
bank deposit ceiling was raised to Baa2 fromBal. The short-
termforeign-currency country ceiling, the foreign-currency
country ceiling for short-term bank deposits, and the short-
termlocal -currency issuer rating of the Russian government
were all raised to P-2 fromNP. The outl ooks for all the
ratings are stable. The country guideline for local currency
obligations of the Russian Federation remains at Al.

In addition to the pickup in oil revenues, the rating upgrades
refl ect the Russian Federation's prudent fiscal policies,
stable politics, and an exhibited commtnent to pay -- and in
sonme cases, pre-pay -- outstanding debt, said Mody's.
Russia's liquidity and debt ratios have inproved dramatically



in arelatively short time period.

Al t hough fiscal policies have | oosened in 2005 and may wel | be
marginal ly | ooser in 2006, Russia should continue to
experience no difficulty in making tinmely debt payments over
Moody's three-to-five-year time horizon. This holds true even
in the unlikely event of a drastic, downward correction in
commodity prices. While the current account and budget may
not run surpluses in the next two to four years as |large as
the current surpluses, foreign-currency and oil-stabilization
reserves will likely continue to grow substantially, providing
the necessary neans to easily service governnent debt, said
Moody' s.

Even a small deficit over the next several years could be
easily financed on local markets. Wth a highly centralized
political systemand the menory of the 1998 financial coll apse
still fresh in the mind of Russia's political class, increases
in public expenditures are likely to be kept within reasonable
bounds, said Mody's.

According to the rating agency, the key chall enges facing the
government include a need to increase conpetition throughout
the econony; to inprove Russian fiscal federalismand the
state's capacity for econom c regul ation and service
provision; and to inprove the judicial system and conbat
corruption.

Moody' s said Russia may al so needs to encourage the

devel opnent of | ocal capital markets and real instrunents of
sterilization in the face of large capital inflows, currency
appreciation, and relatively stubborn inflation levels, and to
noni tor and perhaps issue guidelines for the rapidly grow ng
foreign-currency borrow ngs of major quasi-sovereign

cor porations.
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SERBI A: | M- Rep Reports Good Progress in Policy Reforms
Haral d Hi rschhofer, resident representative of the

I nternational Mnetary Fund (I MF) in Serbia and Mont enegro,
i ssued this statement on October 31, 2005 in Bel grade:

"An I M- mission led by Piritta Sorsa visited Bel grade and
Podgorica from Cct ober 20-31 and made good progress in

di scussi ons under the sixth and final review of the Extended
Arrangenment. Discussions will continue in the forthcom ng
weeks on a nunber of issues, including the conposition of
fiscal spending, nonetary policy measures, and wage bill
growmh in public enterprises in Serbia. Further neetings are
also required with the Montenegrin government to firmup



under st andi ngs about the privatization agenda envisioned for
2006.

"I'n Serbia, discussions were held agai nst the background of
broadly favorabl e econom c devel opnents. G owh projections
for 2005 and 2006 were revised upward to 4.8 percent and 5.0
percent, respectively, amd inproving export performance,
strong donestic demand and grow ng investment activity by

| ocal and foreign conpanies. The current account deficit is
i mprovi ng, but remains high at about 10.6 percent of GDP and
inflation is too high. External debt dynanmics remain of
concern with external debt anpunting to about 60 percent of
GDP.

"The key policy challenges for Serbia remain to reduce the
current account deficit and inflation by strengthening
conpetitiveness and investnment, while constraining
consunption. The m ssion nmade good progress on discussing
t hese policies to achieve:

(a) Next year's public sector surplus will rise to 2.3 percent
of GDP, but the structure of spending is still under
di scussion. This is to be supported by prudent wage
i ncreases in the public sector;

(b) The governnent prepared an inpressive set of neasures to
reduce pernanent, non-discretionary public spending by one
per cent age poi nt of GDP next year, and to inprove its
quality. These still need to be anchored in supporting
I egal actions along with the 2006 budget. The neasures
i nclude inmproving the quality and efficiency of the
heal t hcare system reformng the arnmy and adjusting its
operations to the requirenents outlined by the currently
finalized Strategi c Defense Review, further reducing
subsidies to inefficient enterprises, and ending transfers
to the Devel opnent Fund;

(c) Monetary policy and prudential regulations will be
tightened to address the fast growh in lending, in
particul ar consunmer lending, and its risks. It is of key
i mportance that the planned new Banking Law will be passed

by Parliament. Di scussions continue on the exact neasures
to be undert aken;

(d) The exchange rate policy renai ns appropriate.
Conpetitiveness can be inproved by restructuring and
privatizing state enterprises, greater conpetition in the
econony, inproving the investnent clinmate, and increasing
the efficiency of public adm nistration

(e) Structural reforns need to continue. The work of the
Privatization Agency to prepare auctions and tenders of
socially owned enterprises has been proceeding well. Its
agenda now needs to be broadened towards privatizing spun
-off units fromthe large public enterprises. The
government is making efforts to overcone renaining
obstacles. The strong interest by top international firns
to participate in the tender for the NIS privatization
advisor reflects the inportance of this industry, its
regi onal opportunities, and the excellent privatization
prospects. Measures to continue the restructuring in
public enterprises are still being discussed.™

For further information, contact the Ofice of the Resident



Representative in Belgrade at +381 11 30 27 369 or visit
www. i nf . or g/ external /country/ SCE i ndex. ht m
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UGANDA: 2nd Country to Apply for I M s New | nstrument

Uganda is the second country to apply for the | M- s newest
program the Policy Support Instrument (PSlI), Reuters reported
on Cct ober 28

The country recently said it no | onger wishes to seek a new
loan facility fromthe international |ender after its current
three-year US$19.5 million Poverty Reduction and G owth
Facility expires. Since the early 1990s, the country has
experi enced high and sustained growmh. It is nowinto its
sixth and final review of the PRGF

"Once again, Uganda is at the forefront of its class, in the
vanguard of the low incone countries," Peter Allum the IM's
seni or resident representative in Uganda, told Reuters. He
said the country is now ready to nove up to the new PSI.

"This framework i s designed for |ow income countries that may
not need or want | M- financial assistance, but still seek I M
advice, nonitoring, and endorsenment of policies," he
expl ai ned.

Under the new instrunent, unveiled on Cctober 14, poor
countries will continue to receive | M- backing for their
econom ¢ policies, even without an existing |loan facility.
This is inportant because many donors, creditors and narkets
look to the IMF for clear signals if a country is foll ow ng
sound econom ¢ policies and deserves support, Reuters says.

"Donor nations fund al nost half the Ugandan government's
spendi ng, and continued | M- oversight under the PSI facility
is likely to reassure diplomts worried about budget
"slippage' ahead of nultiparty elections next March --
Uganda's first for 20 years," Reuters says.

Ni geria was the first country to be granted the new
i nstrument, which paved the way for its debt deal with the
Paris d ub.
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URUGUAY: US$200 MI11lion dobal Bonds Get B+, Stable Rating
Fitch Ratings assigned on Novenber 16 a 'B+' rating to
Uruguay's US$200 mllion in global bonds due Nov. 18, 2022.
The Rating Qutlook is Stable. Proceeds fromthe bond issue
wi Il be used for general budgetary purposes.

Uruguay's sovereign ratings reflect its inproving debt
dynam cs under pi nned by currency strength, econom ¢ grow h,
and fiscal prudence. On the other hand, public and externa
debt ratios are still higher than peers, concerns about | ong-
term econonic growth persist, and the highly dollarized
financial systemrenmains vul nerable.
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VENEZUELA: Fitch ups Ratings, But Warns of External Shocks
Fitch Ratings upgraded on November 14 the |ong-term foreign
currency and long-termlocal currency ratings of the

Bol i vari an Republic of Venezuela to "BB-' from'B+' . At the
same time, Fitch upgraded the country ceiling to "BB-'. The
short-termforeign currency rating is affirmed at 'B, and the
Qutl ook is Stable.

"The upgrade reflects significant inprovenents in externa
debt and liquidity ratios because of windfall oil export
recei pts, leaving themsignificantly better than peer 'BB
| evel s," said Morgan Harting, Senior Director and | ead
sovereign Fitch analyst for Venezuel a.

O ficial reserves and bank foreign assets now represent about
208% of next year's debt service plus the stock of short-term
external debt, conpared with the 'BB nedian of 133% The
public sector is expected to end the year as a net externa
creditor, one of only four such sovereigns in the specul ative
category to do so, together with India (long-termforeign
currency rated 'BB+' by Fitch), Azerbaijan (long-termforeign
currency rated 'BB by Fitch) and Lebanon (long-term foreign
currency rated 'B-' by Fitch). Fitch assunmes broadly stable
oi | production rates going forward, but substantial reductions
in output could put pressure on the credit.

Above- average oil prices have clearly underpinned the
i mprovenent in external indicators, a trend Fitch does not



expect to be sustained beyond 2006. Lower prices assuned in
Fitch's base case for 2007 will bring external liquidity
ratios for the following year closer in line with 'BB peers,
but even in the event of a significantly larger price decline,
liquidity would still be expected to remain near the peer

nmedi an, and net public external debt would hold well bel ow
peers for the next two years.

Public finances would suffer in the event of an oil price
decline, but as in the past, financing needs would |ikely be
contai ned by an adjustnent in the official exchange rate.
This has the effect of reducing expenditures in U 'S. dollar
terms to Iimt expansion of the fiscal deficit. The overal
public sector has al so accumul ated substantial assets in the
past two years, sone portion of which would presunably be
avail abl e for central government financing. Fitch estinates
that the various funds managed by the public sector may have
accumul ated as nuch as US$26 billion in assets over this
period, although reporting is not adequate to verify the
figure, and there is no certainty that such assets would be
fully available for debt service. 1In the event that oi
prices remain favorable, Fitch expects that sone portion of
these assets will be used to retire existing public sector
debt .

M. Harting cautions that "should oil prices decline by 2007,
as Fitch expects, the econony is likely to fall into a
recessi on because an offsetting increase in oil production
vol umes is not anticipated and because the non-oil sector is
poorly positioned to conpensate for lost oil revenues."

"Capital account outflows would likely accelerate in this
scenario, and the fiscal deficit would wi den because it wll

be politically difficult to reduce spendi ng commensurately
with | ost revenues, even allowi ng for sone fiscal benefit from
deval uation. As governnment outlays are curtailed, politica
tensions would likely rise. The expectation of this scenario
notw t hst andi ng, Venezuela's ability to service debt over the
rati ng horizon appears consistent with other 'BB sovereigns,"
he sai d.

Venezuel a' s creditworthiness could inprove if credible
policies were inplemented to reduce its vulnerability to oi
price fluctuations. Reviving a rules-based stabilization
mechani smto snooth the effect of oil price volatility on
public finances and the bal ance of paynents woul d be
beneficial. Steps to reduce state intervention in the econony
to inprove the private sector's ability to absorb shocks are
al so inmportant. Repaynent of public debt is anticipated in
the current rating assessment, but an even faster del everaging
process woul d support creditwort hiness.

As for potential sources of downward pressure on the credit,
oil price declines are central to nost such scenarios. Price
declines within historical ranges need not harm Venezuel a's
credit standing per se; rather, the policy response to such an
event will be critical. It will be inmportant to nonitor how
qui ckly public finances adjust to | ower revenues and how t he
adjustment is achieved. Responses that enphasize targeted
spendi ng reductions rather than blunt adjustnent to rea
spendi ng | evels through inflation would be nore supportive of
econom c growh and fiscal sustainability. Fitch is also
nonitoring a trend of increased interference in private
contracts and property rights out of concern that it could



spill over into attenpts to alter ternms of government debt
agreenents, too.
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VENEZUELA: Proposed 2016, 2020 Soverei gn Bonds Rated BB-

Fitch Ratings has assigned expected 'BB-' ratings to the
pendi ng i ssues of Venezuel an governnment bonds maturing Feb

26, 2016 and Dec. 9, 2020. The 2016 bond has a 5.75%fi xed
coupon and the 2020 bond has a 6% fixed coupon. The bonds are
bei ng marketed in Venezuela to be purchased in l|ocal currency
at the official exchange rate but under New York law, wth al
coupon and princi pal paynents in U S. dollars.

Venezuel a's sovereign ratings are supported by superior
international liquidity and | ow external financing
requirenents relative to sinmlarly rated sovereigns. The
ratings are constrained by vulnerability to external shocks
because of oil dependency; dim nished capacity of the private
sector to absorb shocks because of heavy government
intervention in the productive sector; recent spending

i ncreases that reduce fiscal flexibility; and concerns about
the rule of |law and potential political instability. The
Rating Qutlook is Stable.
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VI ETNAM Rai ses US$750 MIlion in First Return to Bond Market
Demand for Vietnams first bond offering in years rose to as
high as US$4.5 billion, six times nore than the value on

of fer, Financial Times reported on Cct. 27.

This all owed Hanoi to raise capital cheaper than expected, as
t he demand pulled down yield to 7.125%from 7.25% Still

this is higher than conparable U S. Treasuries by 2.564
percentage points, says FT. Encouraged by the strong
interest, Hanoi raised the offer to US$750 million from US$500
mllion.

Bookrunner Credit Suisse First Boston said half of the buyers
were asset nmnagers | ooking for conpetitive yields and

di versification. Geographically, the issue was taken up
evenly anong i nvestors from Asia, Europe and the US, FT says.

Vi etnam | ast issued bonds in 1998 as part of a debt
restructuring. Called Brady bonds, these bonds were created
in the 1980s for devel oping countries that defaulted on their
bank |1 oans. Vietnam s debt stock has about US$500 million of
t hese bonds.

About 80 percent of the country's external debt is owed by the
government, mainly on concessional terns and with | ong
maturity, International Herald Tribune says. |Its currency
reserves is about US$7.2 billion

The governnent had been pl anning the bond sale for seven
years. It expects proceeds to fuel the rapidly expandi ng
econorny, the second fastest in Asia at 7-8%a year

S&P has raised the outlook on Vietnanis BB- rating to
"positive." Moody's has the country at Ba3, while Fitch rates
it BB-.
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| M= Adds New Tool to Bag of Tricks

An announcenent by International Mnetary Fund (I MF) Managi ng
Director Rodrigo Rato at the annual neeting of the African



Devel opnent Bank in Abuja, Nigeria in My signaled the

i nauguration of a new tool for ensuring | MF -- and by
extension, U S. and &8 -- control of national economc
policies in dobal South countries. After going through
several |ow key proposals and different names, a paper
defining the Policy Support Instrunment (PSlI) has been
conpleted -- and | eaked to civil society ("Policy Support &
Signaling in Low Income Countries,” |IM Policy Devel opnent and
Revi ew Departnent, June 10, 2005).

The New Facility and G3 Debt Cancell ation

The idea of this new | M- device arose in the context of G8
negotiations on multilateral debt cancellation, which
culmnated in the June 11 announcenent by &3 Finance Mnisters
and confirmed at the July &8 Summit. |If the &B8's debt plan is
i npl enented as currently witten -- sonething that powerful
forces in the IM- are trying to prevent -- the debt clained by
the IMF in 18 countries would be elininated, with no new

condi tions required.

That woul d nmean that countries could nove to free thensel ves
fromthe grasp of the M, and the treadni|ll of conditions and
debt it has overseen. |If they chose to take no further |oans
fromthe I M-, countries would, presumably, no | onger have to
accept its conditions. But if the PSI's potential is
realized, those countries could be required to enter that
programin order to qualify for new assistance, credit, or
trade deals. The PSI, in other words, could significantly
limt the positive inpact of any GB debt cancellation

The PSI was first hinted at during the | M/ Wrl d Bank mneetings
in October 2004. After the GB failed to reach an agreenent on
debt at its June 2004 sumit, public statements from Canadi an
Fi nance M ni ster Ral ph Goodale and U.S. Treasury Secretary
John Snow in Septenber alluded to the possible creation of a
new | M "facility" that would serve the ostensible "needs" of
countries that neither want nor need a full-blown | M- program

The conmuni que of the | M- s oversight body at the April 2005
nmeetings put the institution and its nost powerful menbers on
record for the first tine as supporting such a facility,
though its definition was | eft vague. Messrs. Goodal e and

Snow -- and Rato in Nigeria -- made it sound like a staff
noni toring program (SMP), in which a country submits to | M-
supervision wthout getting any new |l oans; in April it was

descri bed nore as a new programto "pre-qualify" countries for
IM- loans if they were hit by a currency crisis. This sort of
"pre-qualification" failed to attract even one country to the
I M=s Contingent Credit Line, which was recently term nated
for lack of interest, so it is unlikely that this will be
viewed as the PSI's primary function, though it is a mgjor
concern of the I M s paper

Wi chever way it is framed, it is likely to serve the sane
purpose: a formal nethod for continuing to inpose | M
conditions on countries even if they are no | onger officially
i ndebted to the IMF or taking loans fromit.

IMF: Still in the Driver's Seat
Until nowthe IMF has relied on a very effective "unwitten

agreenment" whereby donors and creditors -- including the Wrld
Bank -- all defer to the M- in determ ning which countries



are creditworthy. \When the | M- cuts off its loan programto a
country for non-conpliance with its policies, the Wrld Bank
regi onal devel opment banks, and bil ateral agencies generally
followsuit. Wth the prospect of 100% cancel lation with no
additional conditions, the IM- s relationship with | owincone
countries, under current practices, is threatened. It seemns
no coi nci dence that the PSI has now been invented. Just when
i beration seens possible, the IMF will find a new way to
control and determ ne countries' econom c policy choices.

This may answer sonme of the suspicions that arose when the
Bush Admini stration, sonmewhat out of character, declared its
support for 100% debt cancellation with no new conditions.
After all, if one accepts the prem se that the prinmary
function of debt in the global econony is to allow powerful
countries to maintain control of weaker countries' economes -
- with the I MV and Wrld Bank serving as the tools for doing
that -- an obvious question when a 100% debt cancell ation
programis proposed would be "how will they continue to

mai ntai n that control ?"

Ni geria: Testing Gound for the PS|

It is fitting that M. Rato made hi s announcenent in Abuja
because Nigeria is to be the "pilot" for the PSI, as part of
its agreement with the Paris Club (bilateral creditors) for an
unprecedent ed debt deal. The Paris Cub requires that
countries applying for relief be under an | M program but the
prospect of agreeing to one is political dynamte in N geria.
The Paris O ub was, however, under great pressure to conplete
a landmark deal with Nigeria, where the |egislature had
threatened to sinply repudi ate the debts, so the PSI was
deened an acceptable alternative. Nigerian Finance M nister
Ngozi Okonjo-lweala told Reuters on May 18 that "the | MF nmakes
sure it is as stringent as an upper credit tranche program and
then nmonitors it like a regular program but the difference is
that you develop it and you own it." This sort of "ownership"
does not sound very prom sing to observers famliar with the

| M=s and Wrld Bank's mani pul ati ons of that term but
apparently it was considered sufficient to sell the deal to
the Nigerian public.

A deal with the Paris C ub was announced in early June,
witing off 67%of Nigeria's bilateral debt. N geria wll
then "buy back" the renainder over the next two years with
about US$12 billion in windfall profits fromits recent oi
sales. Comentators are now asking whether the nulti-billion-
dol lar outlay required for the buyback won't negate many of
the potential benefits, especially since the country will also
have to stay in good standing with the IMF -- i.e. continue

t aki ng economi c policy orders fromthe institution.

| M= Goes High-Profile with the PSI

In Abuja, Rato indicated that while the PSI has not yet been
formally created, it would be formally defined, but it wll
not require any changes in our relationship with Nigeria. In
fact, the I M- has nonitoring progranms with a nunber of
countries that are not borrowi ng noney. So why create a new
nane and make new announcenents as if sonething new were
happeni ng?

The | MF paper is silent on this matter -- it never even
nmentions the existence of staff-nonitoring prograns. It does



conpare the PSI to the standard "Article IV' surveillance the
| M- regularly carries out on every nenber country,

acknow edging that "while Article IV consultations provide
policy advice, support, and an assessnment, these nay not be
frequent or specific enough.” What is needed, argues the
paper, is "a new instrunent allow ng closer engagenent than
under Article IV consultations while sending clear signals on
the strength of a menber's policies."” Unpacked, this means
that al though the scope of the PSI will not differ nuch from
standard | M- surveillance, Article IV is not enough because
the I MF does not customarily use those reports as its

i nstrunments of coercion, and they are not | ooked to by other
donors and creditors as "signals" on whether a country should
be consi dered creditworthy.

For countries like N geria that already had staff-nonitored
progranms, the PSI is a change of form nore than substance; the
difference lies precisely in the arrangenent being "formally
defined." It is the spotlight thrown on the process that
makes it news. By giving these progranms a formal nane and
definition, and by publicizing themw th press conferences and
a new study (drafts of which are now being | eaked), the IM is
assigning this function a new status, a new political profile.
It is saying nore straightforwardly than before that it wll
be "avail able" to inpose its views on Southern countries even
if they manage to extricate thenselves fromboth nultilatera
debt and | M- programs. The staff nonitoring prograns have
often grown out of a series of interactions between the | M
and the client-country, and are grudgingly accepted in order
to denmonstrate that the country does not need a fornal

program or to reassure other creditors. As a consequence of
the formalization of this process, a wi der range of countries
can presunably nore easily be pressured into accepting a PSI

The PSI in Detail

The official description in the | M paper franes the PSI as
the answer to "how the Fund's instrunments and practices ni ght
be adapted to support sound policies in |owincone nenbers, in
particul ar those that do not have a need or want to use Fund
resources.” Its outline of the main elements of the PSI

i ncl udes:

- The PSI woul d be based on the country's PRSP, thus "ensuring
owner shi p. "

- It would "consist of a policy franework normally focused on
consol i dati ng macroeconom c stability and debt sustainability,
whi | e deepening structural reformin key areas that constrain
growmh." This is the standard code for the standard set of | M-
condi tions.
- It would "provide the basis for rapid access to concessi ona
Fund resources in the event of shocks." Again, this is
unlikely to be the main function of the PS|

- Each PSI woul d be approved by the | M- Board, thus delivering
"clear signals to donors, creditors, and the general public on
the strength of these policies.”" This will enable the IMF to
maintain its signaling role even if the debt it clains is
cancel | ed.

- It would run for between one and three years, though the
paper adds that "the duration of a PSI could be extended up to



a maxi mum of 4 years. Menbers could request a successor PSI."

Al t hough the pretense is that this should appeal to the client
governments, it is probably nore conforting to the | M itself
and the &8 countries that control it. Ironically the paper

di scusses whether the PSI threatens to becone a "l onger-term
program engagenent” -- something the I M+, buffeted by charges
that repeated structural adjustment prograns are a sign of the
failure of the policies, has been forced to identify as a
problem (so nuch so that it's referred to by acronym - LTPE)
"On bal ance," says the paper, "staff does not recomend that
PSI's be included in the LTPE policy, but the Board may wi sh to
consi der whether such inclusion is warranted."

Wo WII Be PSI'd?

The I MF and &8 have been sendi ng m xed signals about which
countries are targeted for the PSI. Over the |ast year
however, what has becone the PSI was usually discussed in
conjunction with the plans for extensive debt cancellation by
the &B. Though the two were never explicitly linked, it did
not require a great deal of ingenuity to see how the PSI would
become useful to the &8 and IM- in the wake of a sweeping
cancel | ation of | M debt.

But with the unofficial rollout of the programin Nigeria, it
appeared that it was designed for countries that had to

di splay the | M- seal of approval but needed or wanted to keep
some di stance, however illusory, fromthe institution. If so
the PSI can be seen as a hi gh-octane version of staff-

noni tori ng prograns.

The staff-nonitoring prograns have been nore comonly

associ ated with mddl e-i ncone countries, such as the |arge
econom es of East Asia or South Anerica, than with the African
and Central American beneficiaries of the G debt cancell ation
pl an. This brings up the possibility that mniddle-incomnme
countries could be an intended target of the PSI. Indeed, the
sanme |logic that nmakes the PSI a seeningly innocuous way of
keeping Nigeria and the beneficiaries of the G plan in the
clutches of the IMF could very easily apply to countries |ike
the Philippines or Brazil. These are countries that have
nostly left the | MF behind and do not want to be seen as
submitting to it again, but because of debt or the need to
attract other creditors remain vulnerable to its coercion

The | MF' s paper repeatedly enphasizes that the PSI is designed
for Iowincome countries, but in a footnote adds, "Should

m ddl e-i nconme (energi ng nmarket) nenbers express interest in
this type of instrument, the PSI's eligibility criteria could
be revisited or a different instrument developed tailored to
their needs."

Di si ngenuousl y enough, the | MF paper describes the first group
of countries expected to nake use of the PSI as "mature
stabilizers that currently have | ow access PRGF [Poverty
Reduction Gowh Facility, the | M- | owincome | oan]
arrangenents" and would like to "graduate" fromthe PRGF -
which is to say the better-off |owincome countries. This is
a category that describes neither countries |like the

Phi | i ppi nes (middl e-incone), nor countries |like Nigeria (no

| MF | oans), nor many of the projected beneficiaries of the G838
debt cancellation plan (which are often only recently
"stabilized," if at all, and usually quite aid-dependent).
The category described by the IMF in the PSI paper would



i nclude countries |ike Armenia, Vietnam and Kenya.

If the | M- paper is sincere, the PSI will probably not be very
controversial in practice. But this has the | ook of a program

that will not serve the stated function, but entirely
di fferent purposes. As the |IM- presents the PSI, it is
uncl ear what great need it would be filling for its ostensible

target countries. The origins of the PSI, the timng of its

I aunch, and its debut client, N geria, all suggest that the
IMF's rhetoric is calculated to conceal the true intent of the
program |If so, the PSI should itself become a target -- for
those who want to limt, or elimnate, the continuing

i mposi tion of neo-liberal economnic prograns.

* * *

This article is reprinted here with perm ssion from Soren
Anbrose, senior policy analyst at 50 Years |s Enough: U. S.
Network for G obal Econonic Justice. Visit
http://ww. 50years.org for nore information

CONTACT: 50 YEARS | S ENOUGH
3628 12th St NE, Washington, DC 20017 USA
Tel : 202- | MF- BANK (202-463-2265)
E-mail: info@Oyears.org
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Bol i vi a: Anot her Unconpl eted Revol ution

Since 1999, growing citizen dissatisfaction in Bolivia has
been manifest in a cycle of often-violent protests. Citizens
bel i eve that they have no neans of expressing thensel ves
except denonstrations. The public has grown weary of
neol i beralism which is perceived as benefiting only the
elite. A recent econom ¢ downturn provided the catal yst for
the unrest. Underlying these econom ¢ concerns, however, are
fundanmental problenms with representation. The second Bolivian
“revolution" involved not only the shift fromstate-Ied
econom ¢ devel opnment to neoliberalismbut also a shift from
corporatismto pluralism Representative institutions have not
fully responded to the new pluralistic |andscape, despite a
range of political refornms. Many Bolivians find that their

voi ce in government has weakened even as their needs have
grown. The Bolivian case thereby highlights the obstacles
young denocraci es face in winning over decreasingly tolerant
citizens.

Bolivia's political establishment recently arrived at a
turning point. In GCctober 2003, mounting violence forced
Presi dent Gonzal o Sanchez de Lozada to step down and turn over
t he government to his vice president, political independent
Carl os Mesa. The new president, who faced simlar
difficulties and threatened to resign in March 2005, was the
first since Bolivia's denocratic transition to come from
outside the three main political parties. The witing was on
the wall, however. In the 2002 el ections, Sanchez de Lozada,

of the Movim ento Nacionalista Revol ucionario (M\R), had
narrow y taken the presidency with only 22.5 percent of the
popul ar vote. Collectively, the three main parties received
less than half the total votes cast. Second place went to Evo
Moral es, the leftist | eader of the country's powerful coca
growers' association, the small farners who produce the raw
material for cocaine. Mrales, who was ki cked out of Congress



early in 2002 for |eading violent protests against the
government's eradication policies, lost to Sanchez de Lozada
in the run-off. He received 20.94 percent of the popul ar
vote, just ahead of Manfred Reyes Villa with 20.92 percent.
Bot h Reyes and Mbral es canpai gned agai nst the neolibera
econom ¢ policies supported by the traditional parties.

Al t hough the traditional parties have w thstood previous

el ectoral challenges frompolitical outsiders and populists,
their grip on power has steadily and significantly waned.
Political conpetition increasingly takes place between the
bel eaguered political establishnent and the outside
chal | engers, rather than anong the three traditional parties
(Van Cott 2002a, 1). Wth Sanchez de Lozada's fall from
grace, it seens likely that Bolivia's party systemwi ||
undergo further fragnentation and perhaps coll apse, as
experienced by the party systens in Venezuel a and Peru

This electoral trend is but one nanifestation of nounting
soci etal discontent in Bolivia. Another is the virtually
continuous cycle of protest. Despite their dramatic

concl usion, the October protests were only part of a far
broader trend of dissension dating to 1999 and invol ving an
equal ly broad array of social groups. The year 2003 j ust
happened to be one of the nore violent periods, probably the
nost violent year since the 1952 revolution. |In February
2003, two days of conflicts in the capital, La Paz, |eft about
30 peopl e dead, governnent buil dings burned, stores | ooted,
and Sanchez de Lozada's grip on power substantially weakened.
The conflicts that brought down the president in Cctober
resulted in 59 deaths. Conparable events since the end of the
1990s have also left an array of casualties, disrupted the
econony, and obstructed governance. The denmands of farners,
teachers, nminers, police, retirees, and other protesters have
not been of an ideol ogical or esoteric sort, but have

refl ected very concrete concerns about econonic issues and
living conditions. The difficult econonic circunstances are
part of the lingering costs of econom c restructuring and
recent nmacroecononic difficulties.

Citizens have clearly placed the blane for those problens on
the political establishnment. Considering the variety of
groups and the nunber of people involved in the protests, a

wi de swat h of society apparently believes that politica
parties have failed or are incapable of representing its
interests and neeting its demands. Despite a range of reforns
over the past decade to strengthen the ties between government
and society, the credibility of political parties is so weak

t hat expression of societal interests takes place outside
formal political channels. The paradox is that Bolivia has
been the | ocus of sone of the nost radical and innovative
political reforns in Latin Anerica. |nplenmenting those

ref ornms, however, raised popul ar expectati ons beyond the
state's ability to neet them][1]

The i nmbal ance between soci al demands and state capacity has
been exacerbated by the very attenpt to correct it.
Conpoundi ng the probl em are poor public sector managenent and
nmuddl ed responsibilities anong the |levels of government. Many
groups therefore believe that they |ack any recourse ot her
than protest ainmed prinmarily at national authorities. As a
result, societal demands becone social crises, even over |oca
or regional issues.



Al t hough the imredi ate causes of the societal discontent are

| argely econonic (including the government's coca eradication
policies), on a nore fundanental |level the origin is the
failure of effective interest internmediation. |In a sense
Bolivia's political systemhas yet to adapt to the increased
conpl exity of the socioecononic |andscape. Beginning in 1985,
the country underwent a revolution of sorts, with pluralism
repl acing the former system of corporatismand neoliberalism
suppl anting inmport substitution industrialization. Under the
previous state-centered "sociopolitical matrix" (Garreton et
al . 2003), many Bolivians had enjoyed sone, albeit collective,
voi ce in government through the peak | abor confederation, as
wel | as sonme enploynent stability and benefits.[2] Since the
i mpl enent ati on of neoliberalism the political influence of

t he peak organi zations has vani shed, and enpl oynment is nore
likely to be found in the informal sector, where it |acks
benefits and security. Political representation in today's

i beral sociopolitical matrix, however, has not fully
responded to the new pluralistic | andscape; the transformation
is not conplete. The state seens ineffective at both
representing and responding to societal interests. Fromthe
perspective of nmany citizens, their voice in government has
weakened even as their needs have grown. Bolivia' s second
"revol ution" therefore renmai ns unconpl eted. [ 3]

Al t hough the shortcomings of interest intermediation are not
unique to Bolivia, the country's recent turnmoil provides an
excel l ent opportunity to exam ne the sources of a trend that
has inportant regional inplications. This article seeks to
illum nate this broader phenomenon by explaining the specific
reasons for the failure of interest intermediation in the
Bol i vi an case.

[1] Mal one and Bavi skar (2002) show that citizens tend to have
hi gher expectations of government perfornmance in young
denocraci es than in ol der denocracies. By extension, the
pursuit of reforms adverti sed as neasures to inprove
denocracy, as in the Bolivian case, nay rai se popul ar
expectati ons even further.

[2] The term sociopolitical matrix refers to "rel ationships
anong the state, a structure for representation or a politica
party system (to aggregate gl obal demands and invol ve subjects
politically), and a soci oeconom ¢ base of social actors with
cultural orientations and relations . . . all nediated
institutionally by the political reginme" (Garreton et al

2003, 2).

[3] This metaphor borrows fromthe title of Malloy's inportant
wor k about Bolivia's genuine revolution in 1952 (see Ml l oy
1970).

* * *
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Financial Crises and Political Crises
[ Aut hored by Roberto Chang, this paper was featured in the
NBER Wor ki ng Paper Series, Novenber issue]

ABSTRACT

Thi s paper is an analysis of the sinultaneous determ nation of
financial default and political crises and its consequences.

It focuses on a small open econony that faces a debt default
decision. Crucially, this decision is nade by a governnment
that has superior information than the public about the socia
costs of default. GCitizens can disnmiss the governnment, and
overrule its default decision, at the cost of a politica
crisis. If there is a divergence between the objectives of the
government and its people, a political crisis nay energe in
equilibrium For this to be the case, the foreign debt nust be
| arge enough, and international reserves |low. When this
political equilibriumis seen as a part of a |arger investnment
problem there are equilibria in which crises are "only
financial ," and equilibria in which both default and politica
crises occur. In sone cases, these two kinds of equilibria
coexist and, in this sense, a |loss of confidence by foreign

| enders can exacerbate the likelihood of a political crisis.

If so, international intervention in financial narkets nay
ensure financial and political stability at little cost.

CONTACT: ROBERTO CHANG

Rut gers University

Depart nent of Econonmics

75 Hamilton Street

New Brunswi ck, NJ 08901

Tel : 732/ 932-7269

Fax: 732/932-7416

E-mai | : chang@con. rutgers. edu

Shoul d Debt Relief be Linked to Governance Indicators?

A research paper by Brian Cooksey, individual menber of
Transparency International, this paper asks whet her debt
relief should be linked to governance perfornance in debtor
nations. |t explores the specific case of Cameroon

Debt relief to H PC countries, including Canmeroon, should be
total and unconditional, he says. The poor majority in
African countries, who are potential beneficiaries of debt
relief, should not be penalized for the past failures of aid.

Ai d agencies did not inmpose good governance or anti-corruption
conditions on past aid, as the case of Caneroon denonstrates.
Wi | e Caneroon | angui shed near bottom of the corruption and
governance | eagues, aid per capita increased both in absolute
terns and in conparison to other African countries with better
gover nance records.

Conditionalities nornally fail because there is insufficient
[ ocal political support for the donor-driven reforms to which



the conditions for aid are theoretically attached. 'Politica
will' is a major constraint on anti-corruption efforts, but so
is the inability to translate "will' into effective policies
and practices. As long as donors continue to reward ex ante
prom ses rather than ex post achi evenents, conditionality wll
continue to be an ineffective policy instrunent.

Conpr ehensi ve debt wite-offs contain profound noral hazards
for both | enders and borrowers. Both share responsibility for
past devel opment failures. Yet the odious nature of much past
aid has not been acknow edged by the devel opnent conmmunity.

An i mmedi ate noratoriumon | ending and borrow ng shoul d
acconpany the inplenmentation of the G debt relief plan, so

t hat debtor countries do not fall back into the debt trap, and
in order to establish what went wong in contracting past

debt .

Donor constituenci es nust denmand nore transparency and
accountability fromaid agencies, both individually and
collectively, the paper recommends. Covernance indicators are
not sufficiently precise or reliable to provide an objective
conparative neasure of performance, it said.

* * *

Oiginally posted at

http://ww. eurodad. org/ articl es/defaul t.aspx?i d=663&printfrien
dl y=yes, this paper is reprinted here with perm ssion from
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CONTACT: EURCDAD
Avenue Loui se 176, 8th Fl oor
1050 Brussels
Bel gi um
Tel: +32 2 543 90 64
Fax: +32 2 544 05 59
Web site: http://ww. eurodad. or g/

*kkhkkkkhkkkk*k

SUBSCRI PTI ON I NFORMATI ON

Soverei gn Debt Restructuring is a nmonthly newsletter co-
publ i shed by Bankruptcy Creditors' Service, Inc., Fairless
Hlls, Pennsylvania, USA, and Beard G oup, Inc., Frederick
MD, USA. Larri-Nil G Veloso, Editor

Copyright 2005. Al rights reserved. |SSN. 1544-7855.

This material is copyrighted and any commerci al use, resale or
publication in any form (including e-mail forwarding,
electronic re-mailing and photocopying) is strictly prohibited
wi thout prior witten perm ssion of the publishers.

I nformation contained herein is obtained fromsources believed
to be reliable, but is not guaranteed.

The SDR subscription rate is $--- for -- nonths delivered via
e-mail. Additional e-mmil subscriptions for nmenbers of the
sanme firmfor the termof the initial subscription or bal ance
thereof are $-- each. For subscription information, contact
Chri st opher Beard at 240/ 629- 3300.



*** End of Transni ssion ***

Recommended Readi ng: Sol Stein's newest title, "Bankruptcy: A
Feast for Lawyers." List Price: US$34.95 at
http://beardbooks. coni bankruptcy. ht m



