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1. Introduction

At its meeting of 3 February 2017, the Financial Counseliors discussed the Commission's
proposal to provide Macro-Financial Assistance (MFA) to Moldova in the amount of EUR
100 million (EUR 40 million in grants and EUR 60 million in the form of medium-term
loans) and endorsed the supportive conclusions of the Economic and Financial Committee
(EFC-A) of 29 September 2016. They also underlined, however, the importance of ensuring
that this assistance is provided in exchange for continued progress with structural reform,
notably with respect to governance. Several Member States also expressed concern about the
proposed grant element. Some requested further information on the areas of policy
conditionality to be included in the Memorandum of Understanding, the budgetary
implications of the proposed operation and the applicable criteria for the use of grants in EU
MFA. This note provides the information requested by the members of the Financial
Counsellors Working Party.

The note takes into account the discussions Commission staff had during last week's mission
to Chisinau, which focused on the possible policy measures to be supported by this MFA
operation. Once the Decision for MFA to Moldova will be adopted by the co-legislators, the
Member States Committee on MFA will be convened to discuss and approve the
Memorandum of Understanding agreed at referendum between the Commission and the
Moldovan authorities.

2. Possible areas of conditionality

Disbursements under the proposed MFA operation will be conditional on successful
programme reviews under the IMF programme and on the effective drawing by Moldova on
the IMF funds. In addition, the Commission and the Moldovan authorities are negotiating a
specific set of structural reform measures, to be included in a Memorandum of
Understanding.

The Commission will seek to agree on an ambitious set of reform measures with the
Moldovan authorities while ensuring a high degree of ownership so as to ensure a smooth
implementation of the agreed conditionality. The MoU will push both for the completion of
reforms that are already in the authorities' agenda and for the adoption of some measures that
are only under consideration. It will also ensure synergies with the programmes agreed with
the IMF, the World Bank and other donors, as well as the policy programmes associated with
the EU’s budgetary support operations. They will be consistent with the main economic
reform priorities agreed between the EU and Moldova in the context of the Association
Agreement, including DCFTA agreement, the Association Agenda, Moldova's National
Action Plan for the Implementation of the Association Agreement and other strategic
documents.

The policy conditions to be included in the MoU will not directly address political issues
related to human rights and fundamental freedoms, democracy and the rule of law. In line
with the 2013 Joint Declaration of Parliament and Council, these issues are general pre-
conditions that will be assessed by the EEAS prior to each disbursement of MFA. However,
as illustrated below, quite a few of the measures to be included in the MoU will be aimed at
strengthening economic and financial governance and the institutional setting, which should
also have a positive effect on the investment climate.

Areas of conditionality will include reforms to strengthen: i) governance in the financial
sector; i) public sector governance; iii) the fight against corruption and anti-money



laundering; iv) the energy sector; and v) the business and investment climate, including by
supporting the implementation of the DCFTA agreement. The fact that specific EU policy
conditionality (in addition to the link to the IMF programme) will be applied also to the first
tranche underlines the strong linkage of this assistance with reform progress. Indeed, it is
usual practice in MFA that the release of the first tranche is only linked to good progress
under the IMF programme.

It should be noted that the discussions with the Moldovan authorities on the policy
conditionality of this operation are still at a very preliminary stage. Indeed, while the MoU is
very likely to touch upon the five broad reform areas mentioned above, the specific policy
measures remain, in many cases, to be identified or defined with precision. The MoU will
focus on a selective number of key reform measures that will also take into account the
authorities' actual implementation capacity.

The information on possible policy conditionality included in this note does not in any way
prejudge the content of the draft MoU which, as noted, will be subject to a formal
consultation of the Member States Committee on MFA.

2.1 FINANCIAL SECTOR GOVERNANCE

Financial sector reform is one of the key challenges, if not the key challenge, Moldova faces
as it tries to improve economic governance, ensure macroeconomic stability and restore the
credibility of the authorities. As such, it is already the main reform objective of the current
IMF programme.

The agenda of financial sector reform has a number of inter-connected but separate pillars. In
addition to supporting the IMF's programme of measures to strengthen governance in the
banking sector (on issues such as shareholder transparency and related-party lending policy
conditionality in this reform area is likely to touch upon some of the following areas:

i) Banking sector: measures to help implement Moldova’s banking sector regulatory
convergence commitments under its Association Agreement with the EU;

As part of the commitments contained in the Association Agreement with the EU, Moldova is
expected to adopt a new Law on Banks that will strengthen the banking regulatory and
supervisory framework in line with international (EU) standards (Basel Ill). For its
implementation, the NBM will need to adopt key secondary legislation. This new regulatory
framework is expected to be approved by September 2017 and all the supervisory measures to
enter into force by the end of 2018, obliging all banks to implement stronger internal
governance, capital adequacy and risk management requirements.

Moldova is also expected to adopt amendments to the Deposit Insurance Law with the aim of
strengthening the deposit insurance system.

i) Non-banking financial sector: measures to strengthen the regulatory framework and
oversight of non-banking institutions, notably of the insurance sector.

In the non-banking financial sector, more actions are called for, including the reinforcement
of the regulatory and supervisory powers of the National Commission of Financial Markets
(NCFM) and the nomination of its President and Board, the adoption of legislation related to
non-banking credit organisations, and the creation of a single state register of corporate
shareholders.

In the insurance sector, which (like the banking sector) has exhibited serious governance
problems, Moldovan legislation should be further aligned with the EU acquis and



international practices. Regulatory capacity should be strengthened by adopting a new general
insurance law in line with EU rules.

2.2 PuBLIC SECTOR GOVERNANCE

Under this heading, and as parts of the efforts to strengthen the country's governance and
institutional setting, the MoU is likely to focus on two reform areas: Public Administration
Reform (PAR) and Public Finance Management (PFM)

Public administration reform (PAR)

PAR is one of the priority reform areas identified in the Roadmap for Reforms adopted by the
government in March 2016 under the auspices of the EU.

A new PAR Strategy, prepared with SIGMA input, was adopted by the government in July
2016 and an Action Plan to implement it was approved in December. Possible conditionality
may relate to various aspects related to implementation of this Strategy and Action Plan. In
particular, the MoU could support the adoption of the new Law on Government, which aims
at rationalising the central public administration, including by reducing the number of
ministries as well as the number of employees in some of them. This would be consistent with
a significant upward adjustment of the relatively low salaries currently received by most civil
servants. Another possibility would be to support the implementation of Law of 26.09.2016,
which foresees the reduction in the number of public agencies and control bodies. MFA
conditions in this area would complement the reform efforts the EU has been encouraging
through a budgetary support operation in the field of PAR.

Public financial management (PFM)
Specific PFM subsectors to be looked at in the context of the MFA could include:
- Public procurement

A strategy for the public procurement reform for 2016-2020 was adopted in September
2016. A new Complaint Settlement Body independent from the ministry of finance was
created in December 2016 and its effective functioning is to be operationalised in the
course of 2017, in order to ensure its independence and neutrality. A new law on
procurement in utility companies, concessions, PPPs will be proposed by the government
by end 2017 and is to be adopted in parliament in 2018.

- State owned enterprises (SOES)

A new law on SOEs is to be adopted by parliament with the aim of establishing
transparency and accountability, including quarterly reporting and statutory financial audit
of annual statements.

- External audit — Court of Accounts

Reflecting the commitments made by Moldova under the Association Agenda, a new draft
law on the National Audit Office is currently being examined by parliament. The key
objectives of the draft law are to ensure the financial and administrative independence of
the Supreme Audit Institution, bringing it fully in line with international standards, and to
strengthen the parliamentary supervision of its audits.

2.3 FIGHT AGAINST CORRUPTION AND MONEY LAUNDERING

Anti-fraud provisions are an important element of the EU-Moldova Association Agreement.
The majority of them relate to the practical cooperation between the European Anti-Fraud
Office (OLAF) and the Moldovan agencies responsible for these matters.
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There is a need to strengthen the Anticorruption Prosecutor's Office capacities to investigate
corruption cases through establishing financial independence and providing freedom from
political interference. The authorities should also ensure that the selection of the National
Integrity Authority leadership and inspectors is done via a fair, merit-based, and transparent
competitive process, in compliance with legal provisions.

MoU conditionality could also support the strengthening of anti-money faundering and
counter terrorism financing (AML/CFT) legislation. An important initiative, in this respect, is
the new Law on the Prevention and Combating Money Laundering and Terrorism Financing,
approximating it to the EU acts (4th AML/CFT Directive 2015/849) and international
instruments, which is still to be adopted by parliament.

Another important issue is the threat to the anti-corruption and anti-money faundering reform
agenda posed by the parliament's recent initiative, currently on hold, to adopt new laws (No.
451 and 452) known as the laws on capital liberalization and fiscal stimulus, which would
provide a rather wide amnesty for tax liability, including on capital repatriated from abroad.
The MoU could include a sort of standstill clause against the adoption of this or similar
amnesty laws. The IMF is also considering introducing such a benchmark as part of the first
programme review.

Finally, the MoU could support the law that requires all relevant officials to provide
declarations of assets and report on potential conflicts of interest and ensure the effective
implementation of the enforcement procedure should become fully operational by January
2018.

2.4 ENERGY SECTOR REFORMS

Key reform challenges in this sector are to improve energy security through increased
diversification, the establishment of a competitive energy market in Moldova and its full
integration in the EU's energy market, as well as greater energy efficiency and use of
renewable energy (specific laws in these domains are being drafted).

One important issue in the energy sector is to ensure that procurement of energy is done
competitively and transparently. In particular, the transparency of tenders and contracts for
supply of electricity should be improved. Also in the electricity sector, the EU's 'third energy
package' law should be implemented by adopting the necessary secondary legislation and
undertaking all other necessary actions. Another key issue is the need to create legal and
technical prerequisites to facilitate interconnectivity with the European energy market,
notably by strengthening connections with Romania. The MoU could support measures to
adapt legislation to the requirements of the "third energy package™ or/and efforts to enhance
connectivity with the EU market.

The legal framework is not providing sufficient independence for ANRE, the national
regulator and, more generally, the governance of the energy sector should be improved. The
conditionality of the envisaged MFA operation could support efforts to strengthen the
independence of ANRE, including by de-politicising the appointment and dismissal procedure
for directors, as well as by an autonomous determination of its budget. For this purpose, a
new Energy Law should be adopted. As proposed by the Court of Accounts, a full audit of
ANRE should be envisaged.

Adjusting tariffs towards the cost-recovery levels will increase the need for social assistance.
A possible MoU measure could support plans to strengthen the targeting of social assistance
by increasing the scope of well-targeted programmes to compensate the most vulnerable
households for an increase in utility tariff (Ajutor Social and Heating Allowance).



2.5 BUSINESS AND INVESTMENT CLIMATE (DCFTA IMPLEMENTATION)

The DCFTA agreement makes up an extensive part of the Association Agreement. Possible
areas for MFA policy conditions could include measures to advance with the implementation
of the DCFTA, focusing on regulatory and policy measures. This could range from measures
in the area of competition policy to regulatory approximation measures necessary to comply
with the EU's industrial, sanitary and phytosanitary standards. Conditions in this area would
also help ensure to Moldova continues to advance with the agreed Association Agenda and
process.

A number of government initiatives focus on the business climate, inter alia by proposing new
laws reducing the number of permits and restrictions, reducing the burden of reporting, and
simplifying procedures for opening and closing businesses.

The Association Agenda includes a number of priority actions aimed at improving the
business environment that are also linked to other reform areas such as PAR, PFM and the
fight against corruption. They include, for example, measures to further reform the justice
sector and implement legislation to ensure zero tolerance for corruption in the justice sector or
measures to simplify the system of inspectorates and various inspection bodies to increase
efficiency and reduce scope for corruption.

The MoU of the proposed MFA might include some measures on justice reform, notably
aimed at improving the efficiency of commercial courts but, possibly, also measures to
guarantee the neutrality of the courts more generally. An independent and effective judicial
system is indeed key for the business and investment climate.

3. Budgetary Impact

The proposed MFA of EUR 100 million for Moldova would be provided in the form of a loan
of EUR 60 million and a grant of EUR 40 million in three instalments during 2017-2018. The
loan would be financed through a borrowing operation that the Commission would conduct
on behalf of the EU. The budgetary impact of the loan assistance will correspond to the
provisioning of the EU's Guarantee Fund for external actions, at a rate of 9% of the amounts
disbursed, from budget line 01 03 06 ("Provisioning of the Guarantee Fund").

Assuming that the first two loan disbursements (of EUR 20 million each) will be made in
2017 and the third loan disbursement (of EUR 20 million) in 2018, the provisioning will take
place, in accordance with the rules governing the guarantee fund mechanism, in the 2019-20
budgets, for an amount of EUR 3.6 million and EUR 1.8 million, respectively. The grant
element of the assistance (EUR 10 million each for the first two tranches and EUR 20 million
for the third tranche) would be financed from commitment appropriations of the 2017 and
2018 budget, under the budget line 01 03 02 (Macro-financial assistance).

The total budgetary impact of the proposed operation would, therefore, be EUR 45.4 million
over the period 2017-2020.

As shown in the table below, both the grant and the loan part of the proposed MFA operation
to Moldova can be accommodated using the current available budgets. The grant part has
already been included in the multi-annual budgetary programming and there is still ample
margin for the loan part under the currently planned provisioning of the Guarantee Fund in
2019 and 2020, as well as under the unallocated margin under Heading IV of the budget.



Table 1: Impact of the proposed MFA to Moldova on the EU's budget

(EUR million) \ 2016 2017 Lzms \ 2019 2020
MFA Moldova
Expected MFA disbursements 0.0 60 40 0.0 0.0
-of which MFA grants (Budget line 01.03.02) 0.0 20.0 20.0 0.0 0.0
-of which MFA loans 0.0 40.0 20.0 0.0 0.0
Provisioning of the Guarantee Fund (Budget
line 01 03 06) for the MFA loans 0.0 0.0 Q0 36 18
Grant disbursements under other MFA operations
Georgia 10.0
Kyrgyz Republic 5.0
Other new MFA operations tbd tbd tbd tbd
Loan Disbursements under other MFA operations
Ukraine 1200.0
Georgia 13.0
Kyrgyz Republic 10.0
Tunisia | 100.0
Tunisia Il 350.0 150.0
Jordan Il 200.0
Other new MFA operations tbd tbd tbd
Provisioning of the Guarantee Fund (Budget line 01 03 06) 0.9 167.7 [t1b3d.f
Sources of funding/availability under MFF - Heading IV
MFA grants (Budget line 01.03.02) (Financial
Programming, MFF) 45.8 42,1 83,8 84,0
Guarantee Fund for External Action (Budget line 01 03 06) 236,0 229,9 229.1
Unallocated margin - Heading 4 (Jan. 2017) 373.5 402.5 421.3

Sources: Technical update of financial programming 2018-2020 following adoption of the 2017 budget (20

January 2017) and Commission staff calculations




4. Applicable criteria for EU MFA Grants

The inclusion of a grant element is consistent with the methodology for determining the use
of grants and loans in EU MFA, as endorsed by the Economic and Financial Committee in
January 2011 and as mentioned in the Joint Declaration by the European Parliament and the
Council adopted together with the decision providing further macro-financial assistance to
Georgia’, which takes into account the following criteria:’

Firstly, Moldova is a lower middle-income country with a relatively low per capita income
level. Moldova’s per capita Gross National Income (GNI) of USD 2,220 in 2015 is, indeed,
the lowest in the Eastern neighbourhood, and among the ENP countries at large.®

Secondly, while Moldova's public debt dynamics are judged to be sustainabie by the IMF
(based on its latest Debt Sustainability Analysis, produced in the context of the proposed
programme), Moldova’s public debt ratios have significantly increased following the
banking crisis and the depreciation of the leu. The public debt-over-GDP ratio increased from
36% at the end of 2014 to 45% at the end of 2015 and is expected to further rise to about 48%
in 2018 before gradually decreasing again. Total external debt, including public and private
debt, has risen from 85% of GDP at the end of 2014 to 99% of GDP at the end of 2015 and is
projected to peak at about 101% of GDP in 2017.

Thirdly, Moldova is eligible for concessional financing from both the IMF's Poverty
Reduction and Growth Trust (PRGT) and the World Bank’s International Development
Association (IDA). In its assessment issued in July 2015%, IMF staff considered Moldova’s
short-term vulnerabilities to be too elevated to merit graduation from PRGT eligibility. But
Moldova is, as noted, obtaining blended finance (a mix of regular and concessional finance)
from the IMF. Moldova is also a blended country at the World Bank, being considered as
creditworthy for borrowing from the IBRD. IDA credits to Moldova currently represent
95.5% of the outstanding World Bank's IBRD/IDA lending to Moldova.

While Moldova meets, as noted, the criteria for receiving at least part of the proposed MFA in
grants, the fact that it is not a PRGT-only/IDA-only country but a blended one, concerns over
PFM and governance and the constraints in the EU budget for MFA grants argue in favour of
using both loans and grants in the proposed operation. This contrasts with all previous MFA
operations for Moldova, which were fully in the form of grants. The Commission proposes to
provide the bulk of the proposed MFA in the form of medium-term loans. As usual, these
loans will carry favourable conditions in terms of long maturities and grace periods (of up to
15 years) and a low interest rate (the rate at which the EU, benefiting from its triple A rating,
borrows the funds in the international capital markets).

The proposed approach seems fully consistent with the approach followed by the IMF in the
last two programmes. Indeed, the previous IMF programme, approved in January 2010, was
supported by the combination of an Extended Fund Facility (EFF) and its concessional
version, the Extended Credit Facility (ECF), split equally between the two facilities, totalling
SDR 370 and lasting three years. The current IMF programme, approved in November 2016,
which totals SDR 129.4 million, is also supported by a three-year ECF/EFF arrangement, but

' 0J L 218, 14.8.2013, p. 18.

2“Criteria for Determining the Use of Grants in EU Macro-Financial Assistance”, note of the European
Commission to the EFC, January 2011.

* World Bank’s Atlas 2015 figures. GNI per capita is the gross national income, converted to US dollars using the
World Bank Atlas method, divided by the population.

* http://www.imf.org/external/np/pp/eng/2015/062415.pdf
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with a 1/3 - 2/3 split between the two facilities, totalling SDR 129.4. Total Fund credits and
loans outstanding at the end of January 2017 amounted to SDR 299.6 million, out of which
SDR 162.6 million, or 54.3%, was on concessional terms.

It should also be noted that, in the context of the IMF programme and given debt dynamics
and fiscal vulnerabilities in Moldova, the IMF has assumed a EUR 40 miliion grant from the
EU MFA operation in their programme. Thus, the grant element in the MFA operation
underpins the structural benchmarks on the budget deficit agreed in the IMF programme.

As requested by Financial Counsellors, the note establishing "Criteria for Determining the
Use of Loans and Grants in EU MFA", endorsed by the EFC-A in 2011, is being provided
separately. Since this note is already six years old, Annex 1 provides updated version of its
main tables. The updated tables confirm the eligibility in principle of Moldova for a grant
component in MFA operations. Indeed, as Table 2 in Annex 2 shows, Moldova remains at the
bottom of the GNI per capita ranking, based on the World Bank's Atlas method. This is not
surprising since Moldova has experienced disappointed economic growth over the last six
years. This has determined its continued eligibility to receive funding from both the IMF's
PRGT and the IDA. In fact, as shown in Table 1 in Annex 1, Moldova is currently the only
ENP country that continues to have access to the concessional arms of the IMF and World
Bank. Moldova also continues to scores poorly on the debt criterion due to the combination of
a very high external debt ratio and a rather high public debt ratio, and this despite the fact that
a large share of its external debt is of a concessional nature (which helps keep the external
debt service ratio moderate), The combined analysis of development levels and debt
sustainability indicators is summarised in the Chart 1 of Annex 1, which updates the scatter
plot (chart 2, page 11) included in the ECFIN note. It continues to show Moldova as one of
the ENP countries where the use of a grant component seems most warranted.

In sum, the analysis of the criteria for the choice between grants and loans in MFA operations,
based on the methodology endorsed by the EFC in 2011, supports the use of a mix of grants
and loans in the envisaged MFA operation for this country, consistent with the Commission's
proposal.



Annex 1 — Updated tables of the Criteria for Determining the Use of

Loans and Grants in EU Macro-Financial Assistance

Table 1:

Categorisation of MFA-eligible countries/territories by other international
organisations

Country World Bank IDA list IMF PRGT list OECD DAC list
(February 2017) (October 2015) (January 2015)
Algeria IBRD Not eligible Upper Middle Income
Armenia IBRD Not eligible/Graduated Lower Middle Income
Azerba IBRD Not eligible Upper Middle Income
Belarus IBRD Not eligible Upper Middle Income
Egypt IBRD Not eligible Lower Middle Income
Georgia IBRD Not eligible/Graduated Lower Middle Income
Israel Not eligible Not eligible ldh Income
Jordan IBRD Not eligible Upper Middle Income
Lebanon IBRD Not eligible Upper Middle Income
Libya IBRD Not eligible Upper Middle Income
Moldova Blend Eligible Lower Middle Income
Morocco IBRD Not eligible Lower Middle Income
Palestine (*)* Not a World Bank Not an IMF member Lower Middle Income
member
Syria IDA only Not eligible Lower Middle Income
Tunisia IBRD Not eligible Upper Middle Income
Ukraine IBRD Not eligible Lower Middle Income

(*) This designation shall not be construed as recognition of a State of Palestine and is without
pragice to the individual positions of the Member States on this issue.

* World Bank funding to Palestine is provided primarily by the special-purpose Trust Fund for Gaza and
West Bank.IMF activity in Palestine is limited to technical assistance.

Sources: World Bank, IMF, OECD
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Table 2: Income per capita (World Bank, Atlas method) of MFA-eligible countries/territories®

Country Name GNI per capita, Atlas method Ranking
(current USD)

gBria ® 5
Armenia 3880 10
Azerbaijan 6560 3
Belarus 6460 4
Egypt 3340 11
Georgia 4160 8
Israel 35770 1
Jordan 4680 6
Lebanon 7710 2
Libya* 4660 7
Moldova 2240 16
Morac @ 13
Palestingt * 3090 12
Syria* 2410 15
Tunisia 3980 9
Ukraine 2640 14
Memorandum items:

Bdauntries I3

@wer middl  immmeauntries a2

@f middlimmeauntries B

)t iH designation dibt b anstrued as ramgnition oh fate ofktine and is withut
mpeto tindividugisitions dl Memeér tates on ik issue.

*Wia: datardm Blpia: datarf omiBtine : datadm @4
Suex \idii@n kel Bvemennidators

'Unless differently indicated, data for GNI per capita refer to 2015.
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Table 3: Indicative thresholds for four selected debt burden indicators (for charting
purposes)
Safe (2) Intermediate (1) | Problematic (0)
Public debt over GDP <15% >15% and <40% >40%
External debt over GDP <15% >15% and <50% >50%
External debt over exports <25% >25% and <80% >80%
External debt service ratio <15% >15% and <30% >30%
Chart 1 : lllustrative scatter plot of MFA-eligible ENP countries/territories*
2,00 4 Algeria
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¢ Libya
1,60
1,40
o . "
£ 120 Azerbaijan
(8]
w
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) 1,00 * Cgypt
o
o
2 080
= Syria ® Morocco
< .
S 0,60 A _
2 Tunisia®® rmenia 4 Lebanon
Moldova
0,40
¢ *
0,20 Jordan Belarus
Palestine (* .
0,00 Ukra ne, éeorgla
0 1000 2000 3000 4000 5000 6000 7000 8000 9000
GNI per capita, Atlas method

(*) This designation shall not be construed as recognition of a State of Palestine and is without
prejudice to the individual positions of the Member States on this issue.

* For legibility reasons, Israel has been excluded from this chart. For Palestine, a combined debt score
of zero has been assumed for charting purposes, reflecting a lack of comparable debt burden data.

Sources: ECFIN calculation based on the World Bank’s World Development Indicators, supplemented

by IMF data
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Table 4 — Selected debt indicators of MFA-eligible countries/territories

Combined debt
Public debt / GDP External debt / External debt / External debt service score '(for
Country Name GDP Exports / Exports charting
purposes)
% of GDP  Score "GA:ch Score | % of Exports Score | % of Exports  Score
Algeria 9.4 2 2.8 2 11.7 2 1.7 2 2.00
Armenia 46.9 0 84.6 0 2219 0 12.5 2 0.50
Azerbaijan 28.3 1 24.9 1 62.1 1 5.5 2 1.25
Belarus 53.7 0 69.4 0 1134 0 16.2 1 0.25
Egypt, Arab Rep. 97.5 0 14.1 2 123.0 0 11.5 2 1.00
Georgia 41.5 0 106.4 0 211.6 0 33.7 0 0.00
Israel 62.6 0 29.8 1 87.0 0 n/a 0.33
Jordan 85.3 0 68.6 0 173.1 0 20.6 1 0.25
Lebanon 138.4 0 63.9 0 141.9 0 14.6 2 0.50
Libya 7.8 2 12.0 2 34.5 1 n/a 1.67
Moldova 41.5 0 97.5 0 192.5 0 15.0 2 0.50
Morocco 75.7 0 42.8 1 127.1 0 10.3 2 0.75
Palestine(*) n/a n/a n/a n/a
Syrian Arab Republic 30* 1 16.0 1 275.7 0 n/a 0.67
Tunisia 54.6 0 63.5 0 152.6 0 11.9 2 0.50
Ukraine 79.4 0 135.5 0 235.5 0 107.0 0 0.00

Sources: where available, data from the World Bank's World Development Indicators have been used. Unless indicated, all data refer to 2015. Any gaps in the World Bank data
have been filled, where possible, with the latest available data from IMF country reports. The scores are based on ECFIN calculations.

(*) This designation shall not be construed as recognition of a State of Palestine and is without prejudice to the individual positions of the Member States on this issue.
*Data refers to 2010.
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1. Introduction

Macro-financial assistance (MFA) is an instrument of the EU’s external cooperation with
third countries that are geographically, politically and economically close to the EU. It is a
crisis response tool, designed to help these countries overcome short-term balance-of-
payments difficulties.

MFA can take the form of loans or grants, or a combination of both. While eligibility for
MFA has been informally guided by the “Genval criteria”,* these do not precisely define the
criteria on which to base the decision whether to provide MFA as a grant or a loan. The
present note seeks to make an analytical contribution in this regard.

The criteria and indicators introduced in this note are not new. Most of them have in the past
been taken into account by the Commission in its preparation of MFA Decisions to decide
whether to propose a loan, a grant or a combination of the two. That said, this note presents
and discusses them in a systematic manner and, on this basis, proposes transparent guidelines
for such decisions in the future.

The note sets out with a brief historical overview of the use of loans and grants in MFA,
followed by a review of practices employed by other international donors, notably the IFIs.
Departing from the premise that MFA — as an instrument of support in short-term and
transitory balance-of-payments difficulties — should by default take the form of a loan, the
note then turns to a discussion of various criteria that could help determine MFA grant
eligibility. Finally, it proposes a selection of indicators deemed best-suited to guide decisions
on whether to opt for a loan, a grant or a blend. On this basis, a chart indicating the grant
eligibility of potential MFA countries is presented.

For simplicity and completeness, the tables and charts in this note include analysis on all
candidate and potential candidate countries and all ENP countries. In addition, Tajikistan and
the Kyrgyz Republic appear as memorandum items, having either received or requested MFA
from the EU in the past.

! The “Genval criteria” were last stated in the conclusions of the ECOFIN Council of 8 October 2002. Regarding
MFA eligibility, a letter from the President of the Council to the President of the Commission accompanying the
ECOFIN Conclusions specifies the following. Two groups of countries are in principle eligible: i) the candidate
countries and potential candidate countries; and ii) the European countries of the CIS and the Mediterranean
countries concerned by the Barcelona process. The letter further states that “certain other countries which are not
covered by the second group above may in very exceptional and duly justified circumstances also become
eligible.” Indeed, a number of operations have been approved in favour of countries in the Southern Caucasus
(which are now part of the European Neighbourhood Policy, ENP) and Central Asia.



2. Historical overview

Since 1990, 55 MFA decisions have been approved, with total commitments amounting to
EUR7.4bn and effective disbursements of EUR5.3bn. Twenty-three countries have benefited
from this assistance. The size of individual MFA operations has ranged from EUR15m
(Moldova in 1996, 2000 and 2002) to EUR870m (Hungary in 1990).

The experience with MFA operations over the past 20 years shows that most MFA support
(86% in terms of financial volume) has taken the form of loans. However, while during the
1990s, nearly 95% of MFA funding was lent to beneficiary countries, the first five years of
the 2000s saw a significant increase in grants: nearly half of all MFA funding took this form
(see left-hand side of Chart 1). This shift reflected in part the increased number of operations
in the Balkans during this period, combined with the fact that many of them were in a post-
conflict situation and had weak repayment capacity. Meanwhile, during the recent resurgence
in MFA operations in the wake of the global economic crisis, loan financing has risen again,
to roughly three-quarters of total financial volume committed. This includes substantial loans
to Balkan countries (Serbia and Bosnia-Herzegovina), whose debt servicing capacity has
strengthened significantly since the initial MFA operations in the region, and to Ukraine.

Chart 1: Percentage of loans and grants (on a commitment basis), 1990-2010
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Source: European Commission, Annual Reports on Macro-Financial Assistance

The share of grants is generally higher if measured by the number of operations (see right-
hand side of Chart 1) than if measured by financial volume committed. This reflects the fact
that grant operations have tended to be of relatively small amounts, not least in light of
budgetary constraints. Over the entire lifespan of the MFA instrument, 54% of operations (in
number) took the form of loans, while 27% were grants, with blend operations making up the
remainder.

3. Practices of other international organisations

Different international organisations have developed methodologies for classifying countries
and, on that basis, for determining the eligibility for certain types or terms of assistance.
Notably, the World Bank first divides recipient countries into those eligible for IDA (the
concessional arm of the Bank), IBRD (the arm responsible for non-concessional lending) or



“blend” financing.” Within the IDA-only group, there is then a “traffic light” system to
determine whether a recipient country will receive all of its aid either in grants or
concessional loans or whether an (equal) split between the two wili be applied. Furthermore,
the terms of IDA loans, while always concessional, are also differentiated depending on
beneficiary countries’ income levels.

The World Bank’s official criteria for IDA eligibility are per capita income® and
creditworthiness for IBRD lending as assessed by the IBRD’s credit risk department.* While
the two criteria are often related, the creditworthiness criterion is in practice the more
important one, as a World Bank beneficiary country can remain IDA-eligible even if it has an
average income level above the IDA income cut-off, until it is sufficiently creditworthy to
access IBRD loans; this is to avoid a situation in which a country is cut off from World Bank
financing altogether.” By contrast, if a country is sufficiently creditworthy for IBRD lending,
it will not remain an IDA-only country, even if its per capita income is below the threshold.
Instead, it will be a “blended” country, with access to both IBRD and IDA (e.g. India,
Pakistan and Vietnam).

That said, the category of “blend” countries is not only composed of creditworthy countries
with low average income levels. It also comprises countries whose per capita income exceeds
the IDA threshold (e.g. Armenia, Bolivia and Georgia). This reflects a phased approach to
graduation from IDA, which seeks to ensure that a change in a country’s status is permanent
and to avoid sudden breaks in funding. Nonetheless, this qualification should not mask the
fact that the World Bank also applies a degree of judgement, in addition to looking at
objective criteria, in its classification of countries, not least in the assessment of
creditworthiness by the IBRD’s credit risk department.

The IMF uses a system modelled on that of the World Bank to determine eligibility for
funding from the Poverty Reduction and Growth Trust (PRGT), its own concessional arm.®
The proximity in the methodology is intentional, aiming at ensuring broad consistency
between the eligibility for the concessional arms of both institutions (see Table 1 for a
comparison of categorisation of MFA-eligible countries/territories across institutions). In
other words, IDA-eligible countries should normally also be PRGT-eligible. Specifically, a

2 World Bank: “How we Classify Countries”, available on http://data.worldbank.org/about/country-
classifications, accessed on 29 November 2010.

* The World Bank uses gross national income (GNI), converted into US dollar on the basis of market or official
exchange rate through the Atlas method, which seeks to limit the influence of short-term currency volatility inter
alia by averaging conversion rates over a period of three years. While recognising that income measures based
on purchasing power parity (PPP) are conceptually more suitable for comparing standards of living across
countries, the Bank uses the Atlas method because PPP-based income estimates tend to be less reliable and less
timely. The current operational cut-off for IDA eligibility is a per capita GNI of USD1,165.

* The IBRD’s creditworthiness assessment includes a combination of quantitative and qualitative indicators in
eight broad categories: political risk; external debt and liquidity; fiscal policy and public debt burden; balance of
payments risk; economic structure and growth prospects; monetary and exchange rate policy; financial sector
risks; and corporate sector debt and vulnerabilities.

% Countries that remain IDA-eligible because they would otherwise lose access to World Bank funding altogether
are sometimes referred to as “gap countries”; examples are Angola, Honduras, Kosovo (UNSCR 1244) and
Moldova. See Annex 1 for the World Bank’s latest full country classification.

® The IMF upgraded its concessional financial facilities in 2009 in response to the global financial crisis. The
PRGT was established as part of this reform, replacing and expanding the previous Poverty Reduction and
Growth Facility / Exogenous Shocks Facility (PRGF-ESF) Trust. PRGT eligibility rules are described in
“Eligibility to Use the Fund’s Facilities for Concessional Financing”, IMF working paper 11 January 2010. For
the latest PRGT eligibility list, see Annex 2.



country is PRGT-eligible if its per capita income is below the IDA cut-off level and if it is
unable to access international capital markets on a durable and substantial basis.

Conversely, this means that a country graduates from PRGT if it meets one of the two
preceding criteria. In order to ensure that graduation is permanent, the IMF, akin to the World
Bank, stipulates a number of safeguards:

e Per capita income must exceed the required threshold for five consecutive years, must not
have been on a declining trend over this period and, at the time of presumed graduation,
must be at least twice as high as the IDA cut-off level.

e The market access criterion is operationally defined as a sovereign having borrowed on
international private capital markets in at least three of the last five years for which data are
available, through bonds or commercial loans, cumulatively at least 100% of its IMF
quota.” As an additional safeguard, a country with market access will only graduate out of
PRGT if its per capita income is at least 80% of the IDA cut-off and has not been on a
declining trend in the last five years.

e A country must also be free from serious short-term vulnerabilities in order to graduate.

Finally, the list of official development assistance (ODA) recipients compiled by the OECD’s
Development Assistance Committee (DAC) separates countries into four categories.? First, all
countries classified as least developed by the United Nations are listed as such.® The
remaining ODA recipients are categorised as low income, lower middle income and upper
middle income.'® The differentiation between these three categories occurs solely on the basis
of World Bank per capita GNI data (Atlas method).

The DAC list is normally updated every three years, with the next revision scheduled for
2011. The most recent revision, of September 2009 (see Annex 3), only added Kosovo
(UNSCR 1244) to the list, but otherwise reproduced the previous list, published in August
2008, based on the same data (for 2007) and GNI per capita thresholds, in keeping with the
three-year rhythm.

As the OECD itself does not provide financial support to third countries (other than in the
form of specific technical assistance, on a small scale), the DAC list is conceived as a tool for
statistical and reporting purposes, rather than for an ex-ante decision on aid eligibility. That
said, it is being used by the EU to define developing countries in the Development
Cooperation Instrument.

’ Sovereign guarantees of bonds or commercial loans are also taken into account for this calculation. If a country
falls short of the stipulated thresholds of amount or duration, but is judged to have had the capacity to reach
them, it is also deemed to have met the market access criterion.

® OECD: “DAC List of ODA Recipients used for 2008, 2009 and 2010 flows”, available on
http://www.oecd.org/dac/stats/daclist, accessed on 29 November 2010.

% The criteria used by the UN to classify countries as least developed are: GNI per capita; the Human Asset
Index (itself based on indicators of: nutrition; health; education; and adult literacy); and the Economic
Vulnerability Index (itself based on the following indicators: population size; remoteness; merchandise export
concentration; share of agriculture, forestry and fisheries in gross domestic product; the share of the population
displaced by natural disasters; stability of agricultural production; and stability of exports of goods and services).

19 High income countries are not ODA recipients and therefore not included in the DAC list.



Table 1:
organisations

Categorisation of MFA-eligible countries/territories by other international

Country World Bank IDA list IMF PRGT list OECD DAC list
(September 2010) (November 2010) (September 2009)
Albania IBRD Not eligible Lower Middle Income
Algeria IBRD Not eligible Lower Middle Income
Armenia Blend Eligible* Lower Middle Income
Azerbaijan Blend Recently graduated Lower Middle Income
Belarus IBRD Not eligible Upper Middle Income
Bosnia and Herzegovina Blend Not eligible Lower Middle income
Croatia IBRD Not eligible Upper Middle Income
Egypt IBRD Not eligible Lower Middle iIncome
Georgia Blend Eligible* Lower Middle Income
Iceland Not eligible Not eligible High Income OECD
Israel Not eligible Not eligible High Income OECD
Jordan IBRD Not eligible Lower Middle Income
Kosovo (UNSCR 1244) IDA Not eligible Lower Middle Income
Lebanon IBRD Not eligible Upper Middle Income
Libya IBRD Not eligible Upper Middle Income
Macedonia (FYR) IBRD Not eligible Lower Middle Income
Moldova IDA Eligible Lower Middle Income
Montenegro IBRD Not eligible Upper Middle Income
Morocco IBRD Not eligible Lower Middle Income
Palestinian Territories’ Not a World Bank member Not an IMF member Lower Middle Income
Serbia IBRD Not eligible Upper Middle Income
Syria IBRD Not eligible Lower Middle Income
Tunisia IBRD Not eligible Lower Middle Income
Turkey IBRD Not eligible Upper Middle Income
Ukraine IBRD Not eligible Lower Middle Income
Memorandum items:
KyrgyzRepublic IDA Eligible Low Income
Tdakistan IDA Eligible Low Income

* Continued eligibility only due to short-term vulnerabilities;otherwise graduated.

TWorld Bank funding to the Palestinian Territories is provided primarily by the special-purpose Trust
Fund for Gaa and West Bank. IMF activity in the Palestinian Territories is limited to technical assistance.

Sources: World Bank, IMF, OECD

4. Criteria

This section introduces various indicators that could be used to decide between loans and
grants (or a combination thereof) in MFA operations and discusses their strengths and
limitations. Akin to the practice of the IMF and the World Bank, and in line with the general
orientations given in the letter from the President of the Council to the President of the
Commission accompanying the Genval criteria (see Footnote 1), they are subdivided into two
main areas: the level of development of the recipient country; and its debt sustainability
and/or creditworthiness.

4.1 Level of economic and social development
Per capita income

Gross national income (GNI) per capita is the indicator most commonly used to gauge the
level of development of a country. An income measure, such as GNI, is more relevant than an



output measure, such as GDP, for a comparison of the level of economic development of
countries and of their residents’ average economic well-being, as it takes into account net
income transfers to other countries, such as dividend payments to foreign owners of domestic
companies and interest payments to foreign bondholders, thus leaving only that part of
economic output that is available to domestic residents for spending or saving.

For cross-border comparisons, each country’s GNI per capita has to be converted into one
currency. The two principal methods of doing so are purchasing power parity (PPP) and
market (or official) exchange rates. Taking differences in price levels between countries into
account, PPP is more suitable for comparing standards of living across countries. A PPP-
based measure is also less prone to currency fluctuations than an exchange-rate-based
measure. However, as real and cross-border transactions (export, import, remittances, interest
payments, debt repayments etc) are conducted using (market) exchange rates, an exchange-
rate-based GNI per capita measure gives a better picture of the average level of development
of an economy as regards its exchanges with the rest of the world. The international
benchmark for exchange-rate-based measures is the World Bank’s Atlas method, which seeks
to limit the influence of short-term currency volatility inter alia by averaging market exchange
rates over a period of three years. Another advantage of the Atlas method relative to PPP is
that data is consistently available for all countries from a central source (the World Bank),
whereas data for per capita GNI on a PPP basis is less timely, more prone to measurement
errors and unavailable for some countries/territories. The international standard for country
classifications is therefore GNI per capita converted through the Atlas method.

Based on the latest available GNI data and classification thresholds from the World Bank,
three countries from the MFA universe (Croatia, Iceland and Israel) are in the high income
category, while the other 22 are middle income countries (11 lower and 11 upper middle
income). The two Central Asian republics included in this note as memorandum items are low
income countries.

Poverty ratios

MFA is not an instrument of poverty reduction, but of response to short-term balance-of-
payments emergencies. Poverty ratios should therefore in principle not feature as a criterion
for MFA eligibility as such. However, they can be relevant for decisions on the grant element
of individual MFA operations — as important indicators for the social and developmental
challenges of a country and as a gauge of the income distribution, specifically at the low end
of the spectrum. In particular, while poverty is generally correlated with per capita income,
the use of poverty indicators alongside income measures ensures that countries for which this
correlation does not hold are identified.

Measures of absolute poverty set a certain threshold (measured in PPP), which is uniform
across countries, while poverty can also be defined in relation to the country’s average
income. As relative poverty is not comparable across borders, the absolute measure is more
relevant as a criterion for determining eligibility across a number of countries. Data on
absolute poverty** are available from the World Bank, albeit with gaps.

For the MFA universe, the inclusion, alongside per capita GNI, of (absolute) poverty data in
the overall tally of countries’ levels of development does not change the picture substantially.
This reflects the significant degree of correlation between the two indicators. However, two

1 In the Bank’s definition, anyone living on USD2 per day (PPP) or less counts as poor (in absolute terms),
while those living on USD1.25 per day (PPP) or less count as extremely poor. These benchmarks are therefore
used to calculate the often-cited poverty and extreme poverty (headcount) ratios.



observations can be made. First, many European transition economies boast relatively low
poverty ratios compared with countries with similar per capita income levels but different
socio-economic legacies, reducing the case for using grants. Second, in Armenia and Georgia,
the incidence of poverty is high by regional and per capita income standards (see Table 2),
which, ceteris paribus, should lend support to the consideration of a grant element in potential
MFA operations with these countries. As these examples illustrate and notwithstanding the
general correlation between the two, poverty ratios can play a useful role as secondary
indicators alongside GNI per capita to give a fuller picture of a country’s level of economic
and social development.

Table 2: Income per capita and poverty figures of MFA-eligible countries/territories*
Country GNI per capita, Atlas Extreme poverty Poverty

method

current USD % of population % of population
Albania 3 950 2.0 7.8
Algeria 4 420
Armenia 3100 3.6 21.0
Azerbaijan 4 840 2.0 2.0
Belarus 5540 2.0 2.0
Bosnia and Herzegovina 4700 2.0 2.0
Croatia 13 810 2.0 2.0
Egypt 2070 2.0 18.5
Georgia 2530 134 30.4
Iceland 43 220
Israel 25740
Jordan 3740 2.0 3.5
Kosovo (UNSCR 1244) 3240
Lebanon 7970
Libya 12 020
Macedonia (FYR) 4 400 2.0 5.3
Moldova 1590 2.4 115
Montenegro 6 550 2.0 2.0
Morocco 2790 2.5 14.0
Palestinian Territories 1250
Serbia 5990 2.0 2.0
Syria 2410
Tunisia 3720
Turkey 8 730 2.6 8.2
Ukraine 2 800 2.0 2.0
Memorandum items:
KyrgyzRepublic 870 3.4 27.5
Takistan 700 215 50.8

* Data for GNI per capita refer to 2009, while the columns on poverty show the latest available World
Bank data, which refer to 2005, 2006, 2007 or 2008 depending on the country.

Source: World Bank, World Development Indicators

4.2 Debt sustainability and repayment capacity

As noted, a country’s debt sustainability and repayment capacity is a key concern in a
decision on whether to provide MFA as a loan or a grant. Firstly, to extend more credit to a
country than it can sustainably service would be counterproductive in terms of the country’s
long-term external solvency and economic development; thus, the short-term help that MFA
is designed to provide would go to the detriment of key long-term goals. Secondly, it would



be against the direct self-interest of the EU, as the lender, to extend a loan that runs a high risk
of not being repaid.

While no doubt important, debt sustainability is also a complex concept. To analyse it, a solid
basis of data on debt stocks and future repayment flows is required, along with medium- to
long-term projections of corresponding revenue figures (exports for external debt
sustainability; public revenue for public debt sustainability) and a variety of other variables,
such as real GDP growth, interest rates, the current account and the primary fiscal balance.

The Bretton Woods institutions have developed a methodology for Debt Sustainability
Analysis (DSA) that classifies countries into low, moderate or high risk of debt distress, or
identifies them as currently “in debt distress”. However, DSA are currently available for only
a limited number of MFA-eligible countries/territories.

The IMF also addresses the issue of debt sustainability beyond the group of low income
countries, notably in reviews of its Stand-by Arrangements and in reports summarising its
Article IV consultations with its members. In its analyses that concern countries with access
to capital markets, the Fund follows a slightly different methodological framework than in its
DSA for low income countries. Crucially, DSA conducted for market-access countries omit a
clear categorisation into risk levels by country, partly for fear of market movements resulting
from the publication of these ‘ratings’. Overall, owing to their limited availability, IMF/World
Bank DSA scores are of little use for determining the grant eligibility within the MFA
universe as a whole.

Still, it is clear that debt sustainability (both public and external) is a key consideration when
deciding whether it is responsible to extend new credit to a borrower, as is the case when
MFA takes the form of a loan. It is therefore essential to include it among the decision-
making criteria. Despite the importance of projections for determining whether a debt burden
is sustainable, a combination of several objective, backward-looking indicators can serve as a
useful approximation of a country’s debt situation, while still limiting discretion.

Table 3 lists several indicators and discusses their significance and limitations, including data
availability problems. The indicators essentially consist of ratios between a country’s debt and
debt service and corresponding variables of a country’s economic size and revenues so as to
show the burden that the debt in question (external or public) imposes on the country.

Table 3: Debt burden indicators

Significance Limitations Data availability
External debt | Key variable for external No clear threshold above Available from the World
over debt sustainability, which which external Bank for 20 out of 25 MFA-
GDP/GNI sets the external debt indebtedness should be eligible countries/
stock in relation to the size | deemed problematic or territories; most high
of the economy unsustainable, as income countries do not
countries with a strong systematically collect

export base, a track record | external debt data
of economic growth and
monetary credibility have
significantly more leeway
to accumulate external
debt without facing
refinancing problems




Significance

Limitations

Data availability

External debt
over exports

Key variable for external
debt sustainability, which
sets the external debt
stock in relation to the key
external revenue generator
(exports)

No clear threshold above
which external debt over
exports should be deemed
problematic or
unsustainable, as debt
stock figures give no
indication about the
financial terms of the debt
(interest rates and
maturities)

Available from the World
Bank for 18out of 25 MFA-
eligible countries/
territoriesymost high
income countries do not
systematically collect
external debt data

Net present
value of
external debt
over GNI

Key variable for external
debt sustainability, which
eliminates the shortcoming
of looking at the external
debt stock in nominal
terms by calculating the
payment stream in todays
prices

The net present value can
vary significantly
depending on the interest
rate used to discount the
payment stream

For the calculation of the
net present value of
outstanding debt, data on
all future debt service
payments (principal and
interest) is required;such
detailed data is
unavailable on a broad
basis

External debt
service ratio

(debt service
over exports)

Key variable for external
debt sustainability, which
sets the payments related
to debt incurred in relation
to the main corresponding
revenue generator
(exports)

Past debt service
payments are not
necessarily comparable to
future payments

Available from the World
Bank for 18out of 25 MFA-
eligible countries/
territoriesmost high
income countries do not
systematically collect
external debt data

Public debt Key variable for public No clear threshold above Not available on a
over GDP debt sustainability, which which public indebtedness | comparable basis across
sets the public debt stock should be deemed countries from a standard
in relation to the siz of the | problematic or international source;
economy unsustainablehigh EBRD Transition Report
income countries with a contains public debt
developed domestic figures for 11 out of 25
capital market have MFA-eligible countries/
significantly more leeway territories;]MF country
to accumulate public debt | reports contain data for
without facing refinancing most MFA-eligible
problems countries/territories, albeit
without necessarily
applying a consistent
methodology, but taking
country idiosyncrasies into
account
Public Secondary variable for Public external Available from the World
external debt | public and external debt indebtedness can be low, Bank for 17 out of 25 MFA-
over GNI sustainabilityjindicative even if either total external | eligible countries/
where total public debt or total public territories]MF country
figures are unavailable, in | indebtedness is reports contain figures for
particular for countries with | problematically high public external
poorly developed domestic indebtedness for some
capital markets countries
Public debt Key variable for public Past debt service Data on public debt
service to tax | debt sustainability, which payments are not service, as well as on
revenue sets the payments related | necessarily comparable to | revenues, is patchy and of

to debt incurred in relation
to the main corresponding
source of revenue
(collected taxes)

future payments

poor cross-border
comparability




In addition to the indicators discussed in Table 3, a country’s export potential is a key factor
determining debt sustainability in the long term. It could be approximated by country export
forecasts. However, Commission forecasts for third countries’ exports normally span only 2-3
years, whereas debt sustainability would require a longer time horizon. Moreover, as a
forward-looking indicator, it leaves room for discretion in the same way as noted above for
DSA in general, thus in part defeating the purpose for the exercise of defining criteria, which
is to reduce discretion.

Finally, there are several widely used external liquidity indicators, including the ratio of
official reserves to external debt, the so-called reserve cover ratio (official reserves over
external debt falling due within one year) and the share of short-term debt in total external
debt. However, as noted, all of these are liquidity, rather than solvency, indicators and, as
such, less relevant for an analysis of medium- to long-term external debt sustainability.
Indeed, countries are only considered for MFA if they are in an acute balance-of-payments
crisis. Liquidity indicators should therefore, by definition, be problematically low for any
MFA recipient. Thus, these indicators are central for a decision on making MFA available,
but are of limited relevance in the decision on whether MFA should take the form of a loan or
a grant.

4.3 Other criteria

Market access, which is linked to debt sustainability, is, as noted, among the criteria used by
the IMF to determine PRGT eligibility. The IMF defines market access as a sovereign having
borrowed on international private capital markets in at least three of the last five years for
which data are available, through bonds or commercial loans, cumulatively at least 100% of
its IMF quota. However, it is impracticable to use market access as a criterion to determine
the split between grants and loans in a proposed MFA operation. According to the Genval
criteria, MFA (whether in grants or loans) should be discontinued when a recipient country
can satisfy its external financing needs through alternative sources, notably private capital
markets. Thus, a country will in principle only be considered for MFA if market access is
severely restricted, and MFA will be withdrawn when access is restored. Therefore, the
market access criterion represents a relevant piece of information for assessing the
justification for providing MFA in the first place, rather than whether the assistance should
take the form of a grant or a loan.

Furthermore, it is possible to envisage using the quality of administration and governance in a
recipient country as another relevant criterion. However, as with market access, this should be
seen as a criterion for eligibility for MFA in the first place, rather than for the decision on the
form of MFA. Indeed, before the EU launches a new MFA operation, the systems of public
finance management in the recipient country are reviewed'? with a view to avoiding providing
funds to a country whose authorities might misuse them. The political pre-conditions for
MFA defined in the Genval criteria, in particular the respect for democratic institutions, can
also be seen as covering governance issues.

5. Proposed approach

As discussed in the previous section, various indicators can add value in deciding on the
appropriate form of MFA (loan, grant or blend). However, no individual indicator suffices, on

2 The Commission’s qualitative “Operational Assessments”, carried out by external consultants, fulfil this
function.



its own, to decide on the form of the assistance. Rather, each indicator has to be read in
conjunction with others in order to be meaningful. This section proposes a selection of the
indicators discussed above and an approach to synthesise the information that they contain on
the country’s level of economic and social development and its debt sustainability. The aim is
to guide decisions on the form of MFA, while maintaining the necessary flexibility.

Regarding economic and social development criteria, the use of GNI per capita (Atlas
method), the most widely used indicator, is recommended as a basis for a country’s
positioning. As a general rule, in order to be eligible for MFA grants, countries would in
principle have to be in the lower middle income category or below according to the latest
available data and classification thresholds from the World Bank. Poverty ratios would also
be taken into consideration, complementing GNI per capita, to the extent that they give a
different picture of a country’s level of development.

The information provided by the economic and social development indicators would then
need to be complemented with that on the recipient country’s debt sustainability. This
second criterion could look in particular at the following five debt burden indicators:
external debt over GNI; external debt over exports; public external debt over GNI; total
public debt over GDP; and the external debt service ratio (debt over exports). This choice
represents a compromise between the significance and limitations of possible indicators, as
well as data availability considerations, as discussed in the previous section. In addition,
where available, the results of the DSA conducted by the IMF and the World Bank, as
well as other relevant analysis on the long-term debt dynamics of the beneficiary
countries, should be taken into account.

The information on development and debt sustainability would then need to be cross-checked
against the status that the country in question has in its cooperation with other international
donors. In particular, full or partial IDA eligibility and access to PRGT financing could be
considered as arguments to consider a grant element. In the case of countries with access to
IDA financing, IDA terms and, for “blended” countries, the share of IDA financing in the
total assistance provided by the World Bank to the country could also be taken into account,
wherever this information is available. Finally, budgetary constraints, i.e. the requirement to
observe annual appropriations, within the framework provided by the EU’s medium-term
Financial Perspectives, also needs to be taken into consideration, reflecting the fact that MFA
grants are fully financed through the EU budget, whereas loans have only limited and indirect
budgetary implications.® For example, in a situation of limited availability of funds under the
macroeconomic assistance line of the EU budget, it may be appropriate to opt for a blend of
MFA loans and grants, or even to consider a loan-only operation, even if the beneficiary’s
development and debt indicators would in principle argue for a full grant.

For illustrative purposes, Chart 2 plots MFA-eligible countries/territories (plus the Kyrgyz
Republic and Tajikistan, as memorandum items) according to their per capita income
(horizontal axis) and a combined score of the five debt burden indicators identified above
(vertical axis). This “combined debt score”, which has been developed to enable the
presentation of the data in a chart, is the simple average of a score assigned to each individual
debt burden indicator (external debt over GNI; external debt over exports; public external debt

3 When MFA takes the form of a loan, the implications for the EU budget are limited to the need to provision
the Guarantee Fund the year after the loan has been disbursed at a level of 9% of the amount disbursed. The
Guarantee Fund was established in 1994 to cover the risks of default on external loans guaranteed by the EU
budget (including MFA loans but also EIB and Euratom loans). In the current Financial Perspective, which runs
from 2007 to 2013, an annual amount of up to EUR200m has been foreseen for the provisioning of the Fund, i.e.
permitting net growth of the corresponding loan portfolio by around EUR2.2bn each year.
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over GNI; total public debt over GDP; and the external debt service ratio), depending on the
extent to which its level falls into a range that can be presumed to be “safe” (score: 2),
“problematic” (score: 0) or “intermediate” (score: 1). The indicative thresholds are defined in
Table 4, while Annex 4 contains the underlying data, as well as the resulting individual and
combined debt scores, for all MFA-eligible countries/territories.

Table 4: Indicative thresholds for five debt burden indicators (for charting purposes)

Safe (2) Intermediate (1) | Problematic (0)
External debt over GNI <15% >15% and <50% >50%
External debt over exports <25% >25% and <80% >80%
Public external debt over GNI <10% >10% and <25% >25%
Total public debt over GDP <15% >15% and £40% >40%
External debt service ratio <15% >15% and <30% >30%

While the thresholds are to some extent arbitrary, they have been chosen with due regard to
past experience of debt dynamics in countries at comparable stages of development and,
where applicable, to thresholds applied in the HIPC exercise of the Bretton Woods

institutions.
Chart 2: Illustrative scatter plot of MFA-eligible countries/territories*
2 *—o
Algeria  Azerbaijan
L 4
Belarus
(<))
S
8 Jordan
g Syria@p@pGeorgia ¢
[} Egypt Armenia  Albania | FYROM Montenegro
E 1 - o R 2 4 o o0 %
Ly orocco Kosovo .
8 Tajikistan (UNSCR 1244) BiH Serbia Turkey
o L 4 L 4 L 4 L 4
E Moldova Ukraine
@]
@) o .
Kyrgyz Republic Lebanon
L 2
Tunesia
Palestinian Territories
O ¢ T T T T T
0 1 000 2000 3 000 4 000 5 000 6 000 7 000 8 000 9 000

GNI per capita (current USD, Atlas method)

* For legibility reasons, countries with a per capita income of more than USD9,000 (Croatia, Iceland,
Israel and Libya) have been excluded from this chart. For the Palestinian Territories, a combined debt
score of zero has been assumed for charting purposes, reflecting a lack of comparable debt burden

data.

Sources: ECFIN calculation based on the World Bank’s World Development Indicators, supplemented

by IMF data
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Chart 2 illustrates in a simplified manner the interplay of the two main criteria proposed here
for a case-by-case decision on the form of MFA. It thus gives a rough indication of which
countries would currently be candidates for receiving MFA only in the form of a pure loan
(countries in the top right-hand shaded area of the chart) and of those countries for which a
presumption of a grant should exist (bottom left shaded area of the chart). Countries in the
intermediate range may, on a case-by-case basis, be deemed eligible for a grant element.

6. Conclusion

This note has presented a methodological approach for the decision on whether a proposed
MFA operation should take the form of a loan, a grant or a blend of the two. Defining
verifiable eligibility criteria ex-ante increases the transparency of the MFA instrument and
reduces discretion and arbitrariness. The approach proposed here builds on the criteria that the
World Bank, the IMF and the Commission itself have been using. It is based on objective
indicators concerning countries’ level of development and debt sustainability, cross-checked
against the judgement of other multilateral donors, notably the Bretton Woods institutions. It
provides guidance on which countries could be considered for a grant element in MFA,
departing from the premise that MFA should, by default, take the form of loans — in line with
the nature of the instrument, namely to help alleviate short-term and transitory balance-of-
payments difficulties.

While it is generally good practice to use verifiable criteria to determine eligibility for MFA
grants, it is equally necessary to retain a degree of flexibility. Notably, some room for
political discretion in the grant-versus-loan decision may in some cases be desirable,
strengthening the EU’s capacity to act in line with its wider strategic interests. Last but not
least, discretion is also required in the interest of overall financial discipline, notably to ensure
that budgetary ceilings for providing MFA grants are respected.
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Annex 1

World Bank list of economies (September 2010)

(Bold indicates a change of classification)

Economy Code Region Income group Lending category Other
1 Afghanistan AFG South Asia Low income IDA HIPC
16 Bangladesh BGD South Asia Low income IDA
21 Benin BEN Sub-Saharan Africa Low income IDA HIPC
30 Burkina Faso BFA Sub-Saharan Africa Low income IDA HIPC
31 Burundi BDI Sub-Saharan Africa Low income IDA HIPC
32 Cambodia KHM East Asia & Pacific Low income IDA
37 Central African Republic CAF Sub-Saharan Africa Low income IDA HIPC
38 Chad TCD Sub-Saharan Africa Low income IDA HIPC
43 Comoros COM Sub-Saharan Africa Low income IDA HIPC
44 Congo, Dem. Rep. ZAR Sub-Saharan Africa Low income IDA HIPC
60 Eritrea ERI Sub-Saharan Africa Low income IDA HIPC
62 Ethiopia ETH Sub-Saharan Africa Low income IDA HIPC
69 Gambia, The GMB Sub-Saharan Africa Low income IDA HIPC
72 Ghana GHA Sub-Saharan Africa Low income IDA HIPC
79 Guinea GIN Sub-Saharan Africa Low income IDA HIPC
80 Guinea-Bissau GNB Sub-Saharan Africa Low income IDA HIPC
82 Haiti HTI Latin America & Caribbean Low income IDA HIPC
99 Kenya KEN Sub-Saharan Africa Low income IDA
101 Korea, Dem. Rep. PRK East Asia & Pacific Low income .
105 Kyrgyz Republic KGz Europe & Central Asia Low income IDA HIPC
106 Lao PDR LAO East Asia & Pacific Low income IDA
110 Liberia LBR Sub-Saharan Africa Low income IDA HIPC
117 Madagascar MDG Sub-Saharan Africa Low income IDA HIPC
118 Malawi MwI Sub-Saharan Africa Low income IDA HIPC
121 Mali MLI Sub-Saharan Africa Low income IDA HIPC
124 Mauritania MRT Sub-Saharan Africa Low income IDA HIPC
134 Mozambique MOz Sub-Saharan Africa Low income IDA HIPC
135 Myanmar MMR East Asia & Pacific Low income IDA
137 Nepal NPL South Asia Low income IDA
143 Niger NER Sub-Saharan Africa Low income IDA HIPC
161 Rwanda RWA Sub-Saharan Africa Low income IDA HIPC
169 Sierra Leone SLE Sub-Saharan Africa Low income IDA HIPC
173 Solomon Islands SLB East Asia & Pacific Low income IDA
174 Somalia SOM Sub-Saharan Africa Low income IDA HIPC
187 Takistan TIK Europe & Central Asia Low income IDA
18 Tanania TZA Sub-Saharan Africa Low income IDA HIPC
191 Togo TGO Sub-Saharan Africa Low income IDA HIPC
199 Uganda UGA Sub-Saharan Africa Low income IDA HIPC
212 Zambia ™MB Sub-Saharan Africa Low income IDA HIPC
213 Zimbabwe 2WE Sub-Saharan Africa Low income Blend
6 Angola AGO Sub-Saharan Africa Lower middle income IDA
9 Armenia ARM Europe & Central Asia Lower middle income Blend
20 Beliz BLZ Latin America & Caribbean Lower middle income IBRD
23 Bhutan BTN South Asia Lower middle income IDA
24 Bolivia BOL Latin America & Caribbean Lower middle income Blend HIPC
33 Cameroon CMR Sub-Saharan Africa Lower middle income IDA HIPC
35 Cape Verde CPV Sub-Saharan Africa Lower middle income Blend
41 China CHN East Asia & Pacific Lower middle income IBRD
45 Congo, Rep. COG Sub-Saharan Africa Lower middle income IDA HIPC
47 Céte dvoire Clv Sub-Saharan Africa Lower middle income IDA HIPC
53 Dpouti DJI Middle East & North Africa Lower middle income IDA
56 Ecuador ECU Latin America & Caribbean Lower middle income IBRD
57 Egypt, Arab Rep. EGY Middle East & North Africa Lower middle income IBRD
58 El Salvador SLV Latin America & Caribbean Lower middle income IBRD
70 Georgia GEO Europe & Central Asia Lower middle income Blend
78 Guatemala GT™M Latin America & Caribbean Lower middle income IBRD
8 Guyana GUY Latin America & Caribbean Lower middle income IDA HIPC
8 Honduras HND Latin America & Caribbean Lower middle income IDA HIPC
<14 India IND South Asia Lower middle income Blend
8 Indonesia IDN East Asia & Pacific Lower middle income IBRD
90 Iraq IRQ Middle East & North Africa Lower middle income IBRD
97 Jordan JOR Middle East & North Africa Lower middle income IBRD
100 Kiribati KIR East Asia & Pacific Lower middle income IDA
103 Kosovo KSV Europe & Central Asia Lower middle income IDA
109 Lesotho LSO Sub-Saharan Africa Lower middle income IDA
120 Maldives MDV South Asia Lower middle income IDA
123 Marshall Islands MHL East Asia & Pacific Lower middle income IBRD
128 Micronesia, Fed. Sts. FSM East Asia & Pacific Lower middle income IBRD
129 Moldova MDA Europe & Central Asia Lower middle income IDA
131 Mongolia MNG East Asia & Pacific Lower middle income IDA
133 Morocco MAR Middle East & North Africa Lower middle income IBRD
142 Nicaragua NIC Latin America & Caribbean Lower middle income IDA HIPC
144 Nigeria NGA Sub-Saharan Africa Lower middle income IDA
148 Pakistan PAK South Asia Lower middle income Blend
151 Papua New Guinea PNG East Asia & Pacific Lower middle income Blend



152
154
162
164
166
177
18
18
18
18
190
192
194
196
198
200
205
206
208
210
211
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18
25
26
27
29
40
42
46
49
54
55
64
68
76

95

98
108
111
113
116
119
125
126
127
132
136
149
150
153
159
160
167
168
175
178
179
180
2
195
204
207

10
14
15
17
22
28
36
39
48
50
59
61
63
67
73

Paraguay
Philippines

Samoa

Sé&o Tomé and Principe
Senegal

Sri Lanka

Sudan

Swaidland

Syrian Arab Republic
Thailand
Timor-Leste

Tonga

Tunisia
Turkmenistan
Tuvalu

Ukraine

Udekistan
Vanuatu

Vietnam

West Bank and Gaa
Yemen, Rep.
Albania

Algeria

American Samoa
Antigua and Barbuda
Argentina

Azrbagn

Belarus

Bosnia and Herzgovina
Botswana

Bral

Bulgaria

Chile

Colombia

Costa Rica

Cuba

Dominica
Dominican Republic
Fij

Gabon

Grenada

Iran, Islamic Rep.
Jamaica
Kazakhstan
Lebanon

Libya

Lithuania
Macedonia, FYR
Malaysia

Mauritius

Mayotte

Mexico
Montenegro
Namibia

Palau

Panama

Peru

Romania

Russian Federation
Serbia

Seychelles

South Africa

St. Kitts and Nevis
St. Lucia

St. Vincent and the Grenadines

Suriname

Turkey

Uruguay
Venezela, RB
Andorra

Aruba

Bahamas, The
Bahrain
Barbados
Bermuda

Brunei Darussalam
Cayman Islands
Channel Islands
Croatia

Cyprus

Equatorial Guinea
Estonia

Faeroe Islands
French Polynesia
Gibraltar

PRY
PHL
WSM

BWA
BRA
BGR
CHL
coL
CRI
CcuB
DMA
DOM
FJI
GAB
GRD
IRN
JAM
KAZ
LBN
LBY
LTU
MKD
MYS
MUs
MYT
MEX
MNE
NAM
PLW
PAN
PER
ROM
RUS
SRB
syc
ZAF
KNA
LCA
VCT
SUR
TUR
URY

ADO
ABW
BHS
BHR
BRB
BMU
BRN
cYM
CHI
HRV
cyp
GNQ
EST
FRO
PYF
GIB

Latin America & Caribbean
East Asia & Pacific
East Asia & Pacific
Sub-Saharan Africa
Sub-Saharan Africa
South Asia
Sub-Saharan Africa
Sub-Saharan Africa
Middle East & North Africa
East Asia & Pacific
East Asia & Pacific
East Asia & Pacific
Middle East & North Africa
Europe & Central Asia
East Asia & Pacific
Europe & Central Asia
Europe & Central Asia
East Asia & Pacific
East Asia & Pacific
Middle East & North Africa
Middle East & North Africa
Europe & Central Asia
Middle East & North Africa
East Asia & Pacific
Latin America & Caribbean
Latin America & Caribbean
Europe & Central Asia
Europe & Central Asia
Europe & Central Asia
Sub-Saharan Africa
Latin America & Caribbean
Europe & Central Asia
Latin America & Caribbean
Latin America & Caribbean
Latin America & Caribbean
Latin America & Caribbean
Latin America & Caribbean
Latin America & Caribbean
East Asia & Pacific
Sub-Saharan Africa
Latin America & Caribbean
Middle East & North Africa
Latin America & Caribbean
Europe & Central Asia
Middle East & North Africa
Middle East & North Africa
Europe & Central Asia
Europe & Central Asia
East Asia & Pacific
Sub-Saharan Africa
Sub-Saharan Africa
Latin America & Caribbean
Europe & Central Asia
Sub-Saharan Africa
East Asia & Pacific
Latin America & Caribbean
Latin America & Caribbean
Europe & Central Asia
Europe & Central Asia
Europe & Central Asia
Sub-Saharan Africa
Sub-Saharan Africa
Latin America & Caribbean
Latin America & Caribbean
Latin America & Caribbean
Latin America & Caribbean
Europe & Central Asia
Latin America & Caribbean
Latin America & Caribbean

Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middie income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Lower middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
Upper middle income
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD
High income: nonOECD

IBRD
IBRD
IDA
IDA
IDA
IDA
IDA
IBRD
IBRD
IBRD
IDA
IDA
IBRD
IBRD
IBRD
Blend
IDA
Blend
IDA
IBRD
IBRD

IBRD
IBRD
Blend
IBRD
Blend
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD

Blend
IBRD
IBRD
IBRD
Blend
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD

IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
IBRD
Blend
Blend
IBRD
IBRD
IBRD
IBRD

IBRD

IBRD

HIPC
HIPC

HIPC

EMU



75 Greenland GRL . High income: nonOECD
7 Guam GUM . High income: nonOECD
84 Hong Kong SAR, China HKG . High income: nonOECD
92 Isle of Man IMY . High income: nonOECD
104 Kuwait KWT . High income: nonOECD
107 Latvia LVA . High income: nonOECD
112 Liechtenstein LIE . High income: nonOECD
115 Macao SAR, China MAC . High income: nonOECD N\
122 Malta MLT . High income: nonOECD . EMU
130 Monaco MCO . High income: nonOECD
139 Netherlands Antilles ANT . High income: nonOECD
140 New Caledonia NCL . High income: nonOECD
145 Northern Mariana Islands MNP . High income: nonOECD
147 Oman OMN . High income: nonOECD
157 Puerto Rico PRI . High income: nonCECD
158 Qatar QAT . High income: nonOECD
163 San Marino SMR . High income: nonOECD
165 Saudi Arabia SAU . High income: nonOECD
170 Singapore SGP . High income: nonOECD N
193 Trinidad and Tobago TTO . High income: nonOECD IBRD
197 Turks and Caicos Islands TCA . High income: nonOECD
201 United Arab Emirates ARE . High income: nonOECD
209 Virgin Islands (U.S.) VIR . High income: nonOECD
11 Australia AUS . High income: OECD .
12 Austria AUT . High income: OECD . EMU
19 Belgium BEL . High income: OECD . EMU
34 Canada CAN . High income: OECD
51 Czch Republic CZE . High income: OECD
52 Denmark DNK . High income: OECD .
65 Finland FIN . High income: OECD . EMU
66 France FRA . High income: OECD . EMU
71 Germany DEU . High income: OECD . EMU
74 Greece GRC . High income: OECD . EMU
& Hungary HUN . High income: OECD
3] Iceland ISL . High income: OECD .
91 Ireland IRL . High income: OECD . EMU
93 Israel ISR . High income: OECD
94 Italy ITA . High income: OECD . EMU
96 Japan JPN . High income: OECD .
102 Korea, Rep. KOR . High income: OECD IBRD
114 Luxembourg LUX . High income: OECD . EMU
138 Netherlands NLD . High income: OECD . EMU
141 New Zealand NZL . High income: OECD
146 Norway NOR . High income: OECD .
155 Poland POL . High income: OECD IBRD
156 Portugal PRT . High income: OECD . EMU
171 Slovak Republic SWK . High income: OECD . EMU
172 Slovenia SWN . High income: OECD . EMU
176 Spain ESP . High income: OECD . EMU
1 Sweden SWE . High income: OECD
1® Switzrland CHE . High income: OECD
202 United Kingdom GBR . High income: OECD
203 United States USA . High income: OECD
1 World WLD
2 Low income LIC
3 Middle income MIC
4 Lower middle income LmMC
5 Upper middle income umc
6 Low & middle income LMY
7 East Asia & Pacific EAP
8 Europe & Central Asia ECA
9 Latin America & Caribbean LAC
10 Middle East & North Africa MNA
11 South Asia SAS
12 Sub-Saharan Africa SSA
13 High income HIC
14 Euro area EMU
15 High income: OECD OEC
16 High income: nonOECD NOC
17 Heavily indebted poor countries (HIPC) HPC
18 Least developed countries: UN classification LDC

This table classifies all World Bank member economies, and all other economies with populations of more than 30,000. For operational and analytical purposes, economies are
divided among income groups according to 2009 gross national income (GNI) per capita, calculated using the World Bank Atlas method. The groups are: low income, $95 or less;
lower middle income, $96-3,945upper middle income, $3,946-12,195:and high income, $12,196 or more. Other analytical groups  based on geographic regions are also used.

Geographic classifications and data reported for geographic regions are for low-income and middle-income economies only. Low-income and middle-income economies are
sometimes referred to as developing economies. The use of the term is convenient;t is not intended to imply that all economie s in the group are experiencing similar development
or that other economies have reached a preferred or final stage of development. Classification by income does not necessarily reflect development status.

Lending category: IDA countries are those that had a per capita income in 2009 of less than $1,165 and lack the financial ability to borrow from IBRD. IDA loans are deeply
concessional—interest-free loans and grants for programs aimed at boosting economic growth and improving living conditions. IBRD loans are noncessional. Blend countries are
eligible for IDA loans because of their low per capita incomes but are also eligible for IBRD loans because they are financially creditworthy.

Note: Income classifications are in effect until 1 July 2011. August 2010 revision: Slovenia added to high income OECD;Septemb er 2010 revision: Israel added to high income OECD.



Annex 2

Lizt of LIC D5A: for PRGT-Eligible Countries
As of November 10, 2010

Per larest D54 publicarion
Latest DSA
discuzzed by the
Executive Board

Minimum Grant

Country Latest publication Rizk of debt Joint with the but not yet Lo
! date distress 1/ World Bank publizhed 2/

Afrhamistan 12-Feb-10 Hizh Yes
Arpenia 375/ 21-Jul-10 Low Mo b 30
Bangladezh 25.Feb-10 Low Yes =
Bemn 7-Tal-10 Moderate Yes 35
Bhutan 30-Dec-08 Modarate Yes ©
Belrvia 3/ 27-Tan-10 Low Mo =
Bwkina Fase 8-Tul-10 High Tes 35
Burumd: 153-Oet-10 High Yes - 50
Cambedia B-Dlec-09 Moderate Yes 29-Chet-10 =
Cameroon 4-Ang-10 Low Tes . N\
Cape Verds 16-Tul-10 Low Ho b
Central African Fepublic 29-0et-10 Moderate Yes . =
Chad B-Tul-10 Modarate Yes =
Comoros 1-Aug-10 In debt distress Yes . 50
Ceongeo, Democratic Republic of 31-Mar-10 In debt distress Tes 30-Tun-10 35
Cengo, Republic of 24-Mar-10 Moderate Yes na
Cote d'Tvomwre 1E-Tun-09 Hizh Yes 35
Djibout 21-Tul-0% High Yes . 35
Dominica 3/ 4-Ang-10 Moderate Ho =
Entea 7-Dec-02 =
Ethiopia 23-Jun-10 Low Tes 35
Gambia, The o-Mar-10 Hizh Yes 45
Gaorgia 3/ 16-Tul-10 Moderate Mo 35
Ghana 23-Tun-10 Moderate Mo 35
Grezada 3/ 20-May-10 Hizh Mo 35
Gminea 25-Tan-08 In debt distress Yes . 35
Guinea-Bizsau 15-May-10 In debt distess Yes 50
Guyana 17-Sep-10 Moderate Tes =
Haitt 9-Ang-10 High Yes 35
Honduras 22-Oet-10 Low Yes 35
Eanya 1E-Tun-09 Low Tes e =
Eiribati =
Eyrgyz Fepublic 29-0ez-10 Moderate HNo *
Lac PDE. 11-Sep-09 High Yes =
Lesotho 21-Jul-10 Moderate Mo 35
Liberia B-Tul-10 Low Yes 35
MMadazascar 16-Tul-03 Low Yes =
Malawi 31-Mar-10 Moderate Yes 35
Maldives 2B-Tan-10 Moderate Yes 35
Miali 15-Mar-10 Low Yes 35
Maurttama 11-Tun-10 Moderate Wes 35
Moldova 27-Tul-10 Low Mo 35
MMongolia 10-Fun-10 Low Yes . =
MMozambigque 23-Jun-10 Low Tes 35
Myanmar 19-Fab-10 =
Mepal A-Tul-10 Moderate Yes *
IMicaragua 16-May-06 Moderate Tes -Tul-10 35
Miger 26-May-10 Low Yes 35
Migena 14-Feb-08 Low Tes *
Papua New Guinea 3/ 10-Jun-10 Moderate He - =
Fwanda 8-Tul-10 Meoderate Wes 35
Samoa 16-Tul-10 Low Yes =
530 Teme and Principe 26-Apr-10 High Yes ]
Senegal 10-Fun-10 Low Yes *
Siema Leone 14-Tan-10 Moderate Yes 35
Solomon Islands 8-Tul-10 Moderate Mo 35
Somazlia =
5t. Lucia 3/ 8-Apr-10 Moderate He =
5t. Vincent and the Grenadines 3/ E-Tun-02 Meoderate Mo 26-Tul-10 =
Sudan 2-Ang-10 In debst distress Tes e =
Tankistan 9-Tul-10 Hizh Mo . 35
Tanzania 22-Tun-10 Low Yes 35
Timor Lesta =
Togo 16-Tul-10 In debt distress No . 35
Tonga 12-May-10 Hizh Tes =
Uzanda 17-May-10 Low Yes 35
Uzbekistan 3/ 4/ =
Vammatu 27-May-09 Low Mo . =
Viemam 8-Sep-10 Low Yes =
Yemen, Fepublic of 29-Sep-10 Hizh Mo e 35
Zambia 15-Tan-10 Low Yes 35
Zimbabwe 3/ 6-Tul-10 In debt distress Mo . =

Mote: Az of Apnl 10, 2010 the following countries are no longer considered LICs and have therefors been removad from thes table:
Albama, Angola, Azerbaijan, India, Pakistan, and S Lanka.

#/While thers is no binding meonmmum concessionality requirement in the zbsence of a Pund-supported program concessional flows remaim
the most appropriate source of external finance for LICs, ighlighting the nead for continued afferts by the intemmational commumnity

to improve the availability and predictabulity of concessional financing (PIN Mo, 08/156).

nza/ Minimum grant eleament has not been publizshed.

17 AL LIC DSAs are expected to melude an explicit rating of the rizk of debt distress. However, some DSAs contam a discussion of

the rizk of debt distvass, but no explicit rating. This has been the case for countries for which IDA dees not raquive a ratmg for operational puposes
(IDA-bland counmtries).

27 May reflect nsual lags in the publication.

3 PRGT-eligible non-IDA only countries.

4/ & market-access countries (MACs) DSA has been completed and published withm the past 24 menths.

5/ Concessionality requirement applies on average.



Annex 3

DAC List of ODA Recipients

Effective for reporting on 2009 and 2010 flows

Least Developed Countries | Other Low Income Countries Lower Middle Income Countries Upper Middle Income Countries
and Territories and Territories
(per capita GNI < $935 m 2007) (per capita GNI $936-$3 705 (per capita GINI $3 706-$11 455
in 2007) in 2007)
Afghanistan Céte d'Tvoire Albania *Angilla
Angola Ghana Algena Antigna and Barbuda’
Bangladesh Kenya Armenia Argentina
Benin Korea, Dem. Rep. Azerbayjan Barbados®
Bhutan Kyrgyz Rep. Bolivia Belarus
Burkina Faso Nigeria Bosnia and Herzegovina Belize
Burundi Pakistan Cameroon Botswana
Cambodia Papua New Guinea Cape Verde Brazil
Central African Rep. Tajikistan China Chile
Chad Uzbekistan Colombia Cook Islands
Comoros Viet Nam Congo. Rep. Costa Rica
Congo, Dem. Rep. Zimbabwe Dominican Republic Croatia
Djibout1 Ecuador Cuba
Equatorial Guinea Egypt Dominica
Eritrea El Salvador Fiji
Ethiopia Former Yugoslav Republic of Macedonia |Gabon
Gambia Georgia Grenada
Guinea Guatemala Jamaica
Guinea-Bissau Guyana Kazakhstan
Haiti Honduras Lebanon
Kiribati India Libya
Laos Indonesia Malaysia
Lesotho Tran M aurits
Liberia Iraq *Mayotte
Madagascar Jordan Mexico
Malawi Kosovo® Montenegro
Maldives Marshall Islands *M ontserrat
Mah Micronesia, Federated States Nauru
Mauritania Moldova Oman’
Mozambique Mongohia Palau
Myanmar Morocco Panama
Nepal Narmubia Serbia
Niger Nicaragna Sey chelles
Rwanda Nme South Africa
Samoa Palestinian Admunistered Areas *St. Helena
S3o Tomé and Principe Paraguay St. Kitts-Nevis
Senegal Peru St. Lucia
Sierra Leone Philippines St. Vincent and Grenadines
Solomen Islands Sri Lanka Surimame
Somalia Swaziland Trmnidad and Tobago
Sudan Syria Turkey
Tanzama Thailand Uruguay
Timor-Leste *Tokelan Venezuela
Togo Tonga
Tuvalu Tuusia
Uganda Turkmenistan
Vanuatu Ukraine
Yemen *Wallis and Futuna
Zambia
*Territory.

(1) Antigna & Barbuda and Oman exceeded the high imncome country threshold i 2007. In accordance with the DAC rules for revision of this
List, both will graduate from the List in 2011 if they remain high income countries until 2010,

(2) Barbados and Trinidad & Tobago exceeded the high income country threshold i 2006 and 2007. In accordance with the DAC rules for
revision of this List, both will graduate from the List i 2011 if they remamn high mcome countries until 2010.

(3) Tlus does not mmply any legal position of the OECD regarding Kosovo's status.




Annex 4: Selected debt indicators of MFA-eligible countries/territories

Country External debt over | External debt over | Public external debt| Total public debt External debt Combined
GNI exports over GNI over GDP service ratio debt score
% of % of (for charting
% of GNI  Score exports Score | % of GNI  Score |% of GDP  Score exports Score purposes)
Albania 25.2 1 57.7 1 17.5 1 55.9 0 3.0 2 1.00
Algeria 3.2 2 6.7 2 1.8 2 7.4 2 6.8 2 2.00
Armenia 27.6 1 118.9 0 11.7 1 20.0 1 12.7 2 1.00
Azerbaijan 10.5 2 12.6 2 6.7 2 121 2 0.9 2 2.00
Belarus 20.6 1 32.8 1 6.3 2 13.0 2 3.1 2 1.60
Bosnia and Herzegovina 43.9 1 83.5 0 15.9 1 19.6 1 4.4 2 1.00
Croatia 97.7 0 176.6 0 28.6 0 33.6 1 33.0 0 0.20
Egypt 19.9 1 49.0 1 17.4 1 76.2 0 4.7 2 1.00
Georgia 26.6 1 75.4 1 17.5 1 22.9 1 4.2 2 1.20
Iceland 300.7 0 38.9 0 99.9 0 0.00
Israel 42.6 1 16.1 1 76.8 0 0.67
Jordan 31.4 1 39.0 1 24.4 1 9.7 2 16.0 1 1.20
Kosovo (UNSCR 1244) 22.6 1 144.8 0 17.8 1 17.8 1 3.3 2 1.00
Lebanon 90.6 0 75.0 1 76.3 0 157.0 0 14.0 2 0.60
Libya
Macedonia (FYR) 49.6 1 84.7 0 16.3 1 21.3 1 8.7 2 1.00
Moldova 57.0 0 85.4 0 11.9 1 21.4 1 11.3 2 0.80
Montenegro 33.0 1 19.5 1 29.0 1 1.00
Morocco 24.4 1 51.0 1 19.4 1 47.3 0 10.3 2 1.00
Palestinian Territories
Serbia 63.5 0 90.7 0 17.4 1 33.4 1 13.9 2 0.80
Syria 20.0 1 45.3 1 10.5 1 21.8 1 1.3 2 1.20
Tunisia 58.5 0 92.7 0 25.0 0 42.8 0 11.3 2 0.40
Turkey 35.3 1 150.5 0 9.9 2 40.7 0 29.5 1 0.80
Ukraine 51.7 0 99.3 0 6.0 2 19.9 1 194 1 0.80
Memorandum items:
KyrgyzRepublic 56.9 0 61.5 1 45.3 0 486 0 82 2 0.60
Takistan 29.2 1 34.0 1 27.0 0 30.1 1 3.1 2 1.00

Sources: Where available, data from the World Banks World Development Indicators have been used. Most of these data refer to 2 008 Any gaps in the
World Bank data have been filled, where possible, with latest available data from IMF country reports. The scores are based on ECFIN calculations.
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